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House of Representatives
The House met at 10 a.m.
The Reverend Lloyd W. Johnson, Jr.,

St. Paul’s Episcopal Church, Pekin, IL,
offered the following prayer:

Almighty God, who hast given us this
good land for our heritage: We humbly
beseech thee that we may always prove
ourselves a people mindful of thy favor
and glad to do thy will.

Bless our land with honorable indus-
try, sound learning, and pure manners.
Save us from violence, discord, and
confusion; from pride and arrogance,
and from every evil way. Defend our
liberties, and fashion into one united
people the multitudes brought hither
out of many kindreds and tongues.
Endue with the spirit of wisdom those
to whom in thy name we entrust the
authority of government, especially
the Members of this House of Rep-
resentatives, that there may be justice
and peace at home, and that, through
obedience to thy law, we may show
forth thy praise among the nations of
the Earth.

In the time of prosperity, fill our
hearts with thankfulness, and in the
day of trouble, suffer not our trust in
thee to fail; all which we ask through
Jesus Christ our Lord. Amen.

f

THE JOURNAL

The SPEAKER. The Chair has exam-
ined the Journal of the last day’s pro-
ceedings and announces to the House
his approval thereof.

Pursuant to clause 1, rule I, the Jour-
nal stands approved.

f

PLEDGE OF ALLEGIANCE

The SPEAKER. The Chair will lead
the House in the Pledge of Allegiance.

The SPEAKER led the House in the
Pledge of Allegiance, as follows:

I pledge allegiance to the Flag of the
United States of America, and to the Repub-
lic for which it stands, one nation under God,
indivisible, with liberty and justice for all.

MESSAGE FROM THE SENATE

A message from the Senate by Mr.
Lundregan, one of its clerks, an-
nounced that the Senate had passed
without amendment a bill of the House
of the following title:

H.R. 1553. An act to amend the President
John F. Kennedy Assassination Records Col-
lection Act of 1992 to extend the authoriza-
tion of the Assassination Records Review
Board until September 30, 1998.

f

ANNOUNCEMENT BY THE SPEAKER

The SPEAKER. The Chair will re-
ceive five 1-minutes on each side.

f

WELCOMING REV. LLOYD W.
JOHNSON, JR.

(Mr. LAHOOD asked and was given
permission to address the House for 1
minute and to revise and extend his re-
marks.)

Mr. LAHOOD. Mr. Speaker, we are
privileged to have Rev. Lloyd W. John-
son, Jr., as our guest chaplain today. A
native of Hartford, CT, Reverend John-
son has served as a priest of the Epis-
copal Church for 30 years. He is pres-
ently the Rector of St. Paul’s Epis-
copal Church in Pekin, IL, which is in
my district.

Born to Lloyd and Vera Johnson in
1939, he was raised in Connecticut and
Vermont. In 1963, Reverend Johnson
graduated from the University of
Miami with a degree in business ad-
ministration. He later was awarded his
master of divinity degree from
Nashotah House, a seminary of the
Episcopal Church in Wisconsin.

Ordained to the ministry in 1966, he
has served congregations of the Epis-
copal Church in southern Florida and
in central Illinois.

Now Reverend Johnson is married to
Jane Fontaine Gray, and together they
have raised three children: A son,
Mark, who toils in the House of Rep-
resentatives as deputy chief of staff to

our friend, the gentleman from Ten-
nessee, Congressman ED BRYANT; An-
drew, living and working in New Orle-
ans; and Mary, living and working in
San Antonio.

Above and beyond his ministerial du-
ties, Reverend Johnson and his wife
have devoted the majority of their free
time to supporting the establishment
of marriage through volunteer service
in the ministry of Worldwide Marriage
Encounter.

Mr. Speaker, I hope you will join me
in welcoming Reverend and Mrs. John-
son to this Chamber and in thanking
him for his words of thanksgiving and
prayer. Welcome, Reverend Johnson.

f

TAX RELIEF ACT OF 1997

(Mr. GINGRICH asked and was given
permission to address the House for 1
minute.)

Mr. GINGRICH. Mr. Speaker, I rise to
point out to my colleagues that yester-
day the House cast a vote for the fu-
ture by passing the first balanced budg-
et in 29 years. This will give our chil-
dren and grandchildren lower taxes,
lower interest rates, more economic
opportunity.

Today we cast a historic vote for
America’s families by passing the first
tax cut in 16 years. Think of it. Tiger
Woods was 5 years old the last time we
had a tax cut. That is how long it has
been. And while he was growing up, we
had tax increase after tax increase.
Now, finally, he wins the Masters and
we win taxes, as time goes on. So I
think that the people have a good rea-
son to be interested and excited.

Those of our Members and those of
the public who are interested, we have
a new website, Speakernews.house.gov,
which I recommend because one of the
goals of this Congress is not only to re-
turn your money to you, but to return
your Government to you by giving you
the information that you can gain ac-
cess to, so you do not need a lobbyist,
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you do not need a trade association,
you do not need anyone between you
and information about the U.S. Con-
gress.

If you would like more information
on the first tax cut in 16 years and first
balanced budget agreement in 29 years,
all you have to do is enter
Speakernews.house.gov and you can
get all the information at no cost,
without paying anybody. Because you,
as a citizen, deserve to know what your
Congress is doing.

f

TAX CUTS: A WINDFALL FOR THE
RICH

(Mr. PALLONE asked and was given
permission to address the House for 1
minute.)

Mr. PALLONE. Mr. Speaker, the
word is getting out to most Americans
that the Republican bill being consid-
ered today provides tax cuts to the rich
and not for the working middle class.
But today I read in the New York
Times that there is another huge tax
break for the wealthy that most of us
did not know about.

Buried in the estate tax section of
the big tax cut bill is an obscure provi-
sion that would cost the Government
$9 million a year in lost revenue and
give a bonanza worth thousands of dol-
lars to about a thousand wealthy tax-
payers.

A tax lawyer in New York, who spoke
on the condition that his name may
not be used, said his client, who he
would not identify, stood to save at
least $100,000 in taxes if this provision
in question became law.

Who knows what other tax breaks for
rich individuals or corporations are in
the Republican bill we will consider
today? I urge my colleagues to vote
‘‘no’’ on this windfall for the rich at
the expense of working Americans.

f

H.R. 1270 WILL DESTROY
ENVIRONMENT

(Mr. GIBBONS asked and was given
permission to address the House for 1
minute and to revise and extend his re-
marks.)

Mr. GIBBONS. Mr. Speaker, here we
go again. Wake up America. The head-
line news from a June 20th New York
Times article reads: ‘‘Doubt Cast on
Prime Site as Nuclear Waste Dump.’’
The article states that ‘‘researchers
have found that rain water, which
could dissolve nuclear waste, has
seeped from the top of the mountain to
800 feet into its innards, where high-
level waste would be stored, in just 40
years, much faster than scientists had
predicted.’’

The scientists had originally believed
that it would take hundreds of thou-
sands of years to travel the same dis-
tance. The article goes on to say that
the find ‘‘raises the possibility that ra-
diation would be spread into the envi-
ronment much sooner then they antici-
pated.’’

Mr. Speaker, H.R. 1270 will destroy
the environment and endanger lives.

Do not waste your votes. I urge my col-
leagues to oppose this very bad bill.

f

FISCAL YEAR 1998 TAX BILL

(Mr. DAVIS of Illinois asked and was
given permission to address the House
for 1 minute.)

Mr. DAVIS of Illinois. Mr. Speaker,
Voltaire once said that the purpose of
politics is to take as much money as
you can from one group of people and
give it to another.

It seems to me that that is exactly
what my Republican colleagues have
taken a page from, taking money from
the low-income working class families
so that they can give it to the rich,
taking milk out of the mouth of babes
so that the richest 5 percent of the peo-
ple in our country get a break. Denying
working families the opportunity to
send their sons and daughters to col-
lege so that the rich, the wealthiest 1
percent of families, can boost their in-
comes by an average of $27,000 per year.

If this is what America is about, then
I say, ‘‘Gimme a break.’’ That is why I
support the Rangel Democratic alter-
native which will allow millions of
Americans to realize real savings.

I also urge my colleagues to continue
to do more, and that is why I have in-
troduced a measure that will give
working families with children up to
age 18 additional relief and would fur-
ther target capital gains credits for
these families.

f

EPA IN OUR WALLETS AGAIN

(Mr. TRAFICANT asked and was
given permission to address the House
for 1 minute and to revise and extend
his remarks.)

Mr. TRAFICANT. Mr. Speaker, the
EPA is once again in our wallets. The
EPA is forcing American companies
and workers to cough up $60 billion for
new clean air regulations. To boot,
EPA’s own scientists say these regula-
tions are not justified. Now if that is
not enough to file your chapter 7, Con-
gress never approved them. Beam me
up. Talk about a government coming
at us. IRS one day, EPA the next.

Wake up, Congress. The people did
not elect the EPA. They elected a Con-
gress to run our Government. I say fire
these fat-cat bureaucrats of the EPA
who are so dumb they could throw
themselves at the ground and miss.
After all, we can hire regulators a lot
cheaper from Korea to screw our coun-
try up.

I yield back the balance of any more
of this pollution.

f

b 1015

AMERICA IS OVERTAXED

(Mr. HEFLEY asked and was given
permission to address the House for 1
minute.)

Mr. HEFLEY. Mr. Speaker, American
people are certainly not undertaxed.
From the moment you wake up to the

moment you go to sleep, and even
while you are sleeping, you are being
taxed.

When you have your morning coffee,
you pay a coffee tax. When you take a
shower, you pay a water tax. When you
get in a car to drive to work, you pay
a gas tax and a property tax. While you
are at work, you are accruing an in-
come tax. You pay electricity taxes all
day and when you get home at night
and turn on your TV, you pay a cable
tax. Even when you flush the toilet,
you are paying a tax.

Americans are tired of paying so
much in taxes for a government that is
so lacking in accountability and re-
sponsibility. Today we have a tax re-
duction bill. It does not go as far as I
would like, but it is the first step to-
ward getting government off the backs
of the people and probably the only tax
relief bill we will get past the veto pen
of Bill Clinton.

Mr. Speaker, support real tax relief
for all Americans today.

f

TAX RELIEF FOR THE WEALTHY
VERSUS TAX RELIEF FOR THE
NATION
(Mr. MILLER of California asked and

was given permission to address the
House for 1 minute and to revise and
extend his remarks.)

Mr. MILLER of California. Mr.
Speaker, today the American public
will witness the difference between the
two parties. Today the Republicans
will put on the House floor a tax bill
that will provide the overwhelming
amount of benefits to the top 1 percent
of the taxpayers in this country, tax-
payers earning in excess of $250,000,
that will get $27,000 in tax relief while
the lower 60 percent of the taxpayers in
this country will get only 12 percent of
that relief.

What does that mean? That means
that millions of American families who
work every day, go to work, pay their
taxes, starting police officers, school
teachers and others with children, will
not get the benefit of this tax bill. Why
will they not get the benefit of this tax
bill? Because the Republicans have de-
cided that this should be tax relief for
the wealthy as opposed to tax relief for
the Nation. They have decided that
this tax relief should be directed at
those who need it the least and it
should be taken from those who need it
the most.

Mr. Speaker, that is the difference
that will be debated on this floor
today. That is why this legislation
eventually will be vetoed by the Presi-
dent of the United States.

f

THE 50TH WEDDING ANNIVERSARY
OF GROVER AND LORENE HOBBS
(Mr. BARR of Georgia asked and was

given permission to address the House
for 1 minute.)

Mr. BARR of Georgia. Mr. Speaker,
50 years ago this Saturday, Grover
Hobbs and Lorene Fincher were mar-
ried in Heard County, GA. After Grover
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served 7 years as a gunner in World
War II, he went to work for Lorene’s
father, where they first met.

After they wed, they lived on a small
farm in Harrisonville, GA, and every
day Grover commuted to Hapeville,
GA, to work for Ford Motor Co. During
this time, Lorene worked at Callaway
Mills until she decided to quit in order
to raise their three children. In 1975,
Grover and Lorene sold the farm and
went to work for Milliken Mills until
their retirement in the late 1980’s.

In addition to working hard and rais-
ing a great family, the Hobbses helped
to found the Harrisonville Baptist
Church in which, as a church service,
they regularly visit the local nursing
home.

It is extremely heart warming, Mr.
Speaker, to see two people so devoted
to church, their family, and of course
to each other. Their commitment truly
personifies what marriage ought to be.
I would like to extend the warmest of
congratulations to Grover and Lorene
Hobbs for years past and years to come
of a happy and healthy marriage on
their 50th wedding anniversary.

f

REPUBLICAN TAX BILL OFFERS
BONANZA FOR AFFLUENT,
CRUMBS FOR WORKING CLASS

(Ms. VELÁZQUEZ asked and was
given permission to address the House
for 1 minute.)

Ms. VELÁZQUEZ. Mr. Speaker, the
Republicans will stand here today and
say that they are bringing tax relief to
the middle class. They complain that
the Democrats are being less than hon-
est about the Republicans’ attack on
working families. Well, Mr. Speaker,
even the Wall Street Journal, no friend
of the Democrats, agreed with us.

Here it is in the Wall Street Journal.
The Republican bill is, and I quote, ‘‘a
bonanza for the affluent, crumbs for
the working class.’’ It ‘‘shamefully
short changes the working poor.’’ The
Wall Street Journal says that under
the Republican plan, Bill Gates will get
a $4,000 tax break for education ex-
penses, while a new police officer mak-
ing $23,000 will be denied a tax credit
for his kids.

Mr. Speaker, if the Republicans are
not listening to the American people
and they are not listening to the Wall
Street Journal, it seems obvious who
they are listening to, to their cam-
paign contributors.

f

PROVIDING FOR CONSIDERATION
OF CONCURRENT RESOLUTION
PROVIDING FOR ADJOURNMENT
OF HOUSE AND SENATE FOR
INDEPENDENCE DAY DISTRICT
WORK PERIOD

Mr. LINDER. Mr. Speaker, by direc-
tion of the Committee on Rules, I call
up House Resolution 176 and ask for its
immediate consideration.

The Clerk read the resolution, as
follows:

H. RES. 176

Resolved, That upon the adoption of this
resolution it shall be in order, any rule of
the House to the contrary notwithstanding,
to consider a concurrent resolution provid-
ing for adjournment of the House and Senate
for the Independence Day district work
period.

The SPEAKER pro tempore (Mr.
UPTON). The gentleman from Georgia
(Mr. LINDER) is recognized for 1 hour.

Mr. LINDER. Mr. Speaker, for the
purpose of debate only, I yield the cus-
tomary 30 minutes to the gentleman
from Massachusetts (Mr. MOAKLEY),
pending which I yield myself such time
as I may consume. During consider-
ation of this resolution, all time yield-
ed is for the purpose of debate only.

Mr. Speaker, House Resolution 176
provides for the consideration in the
House of a concurrent resolution pro-
viding for the adjournment of the
House and Senate for the Independence
Day district work period. All points of
order are waived against the resolution
and its consideration.

As Members are aware, section 309 of
the Budget Act states that the House
cannot adjourn for more than 3 cal-
endar days in July if it has not com-
pleted actions on all appropriations
bills. In addition, section 310 requires
that reconciliation legislation if di-
rected by the budget resolution, be
completed before such an adjournment.

Ordinarily, these two potential
points of order against an adjournment
resolution for the Fourth of July Dis-
trict Work Period are waived by unani-
mous consent. In fact, we attempted to
work with the minority to reach an ac-
ceptable unanimous consent agree-
ment. When we were in the minority,
we consistently allowed these unani-
mous consent agreements. This year,
however, the minority rejected our re-
quest.

It is true that the Congress has not
completed its work on the appropria-
tions bills and the reconciliation legis-
lation, and I guess I can understand the
despondency of the minority. The past
few days have not been enjoyable for
those who support high taxes and big
government solutions.

However, these are extraordinary
times for those of us who support the
axiom that the Government is too big
and spends too much. In fact, I would
say that this Congress, more than any
other, has led the way in exhibiting fis-
cal sanity.

No, the appropriations bills and the
reconciliation legislation are not yet
complete. However, balancing the
budget is more difficult than the prac-
tice of past Congresses, which simply
passed irresponsible debt on to our
grandchildren.

America was headed for a future in
which interest on the debt would sur-
pass spending on the defense of our Na-
tion, a future in which Medicare would
go bankrupt by 2002, and a future which
had taxpayers giving more and more of
their hard-earned money to support a
bloated Washington bureaucracy.

Our Nation could have lost control of
its destiny, but this Congress took ac-
tion to save Medicare, pass a balanced
budget and provide massive tax relief
for our families. These are truly his-
toric accomplishments.

Independence Day is a time to cele-
brate the birth of this Nation and the
perseverance of the Founding Fathers
who fought the heavy hand of govern-
ment and oppressive taxes. The budget
passed by this Congress reduces the op-
pressive taxes on American families
and balances the budget.

Mr. Speaker, this resolution simply
allows us to go home to our friends and
neighbors to listen to what our con-
stituents have to say about issues that
are important to their lives. As we cel-
ebrate the birth of our Nation with
them, I believe they will be very
pleased to celebrate the triumph of
lower taxes, less Government and more
freedom.

Mr. Speaker, I reserve the balance of
my time.

Mr. MOAKLEY. Mr. Speaker, I thank
the gentleman from Georgia [Mr.
LINDER] for yielding me the customary
half hour, and I yield myself such time
as I may consume.

Mr. Speaker, this resolution is one
more way for the Republican leader-
ship to go on vacation before their
work is done. It is one more way for
my Republican colleagues to get out of
their responsibilities to the people of
this country, and I think it is a bad
idea. Normally adjournment resolu-
tions are privileged, but in the rare
cases when Congress fails to get its
work done, the Budget Act kicks in
and exposes these adjournment resolu-
tions to points of order.

According to the Budget Act, Mr.
Speaker, the House cannot adjourn for
more than 3 days unless it passes all its
appropriations bills and unless the rec-
onciliation bill has been signed into
law. Mr. Speaker, we all know the ap-
propriations bills are nowhere near fin-
ished.

The first part of the reconciliation
bill passed the House only last night
and the second part of the reconcili-
ation bill will be considered for the
first time later today. The Senate has
just started debating the reconciliation
bill and the conference committee has
not even met yet. In other words, Mr.
Speaker, if you are waiting for these
spending bills to be finished, please do
not hold your breath.

Mr. Speaker, the American people
sent us to Congress to act responsibly
and the Congressional Budget Act gives
us some very specific responsibilities.
Section 300 requires that Congress
complete action on reconciliation leg-
islation by June 15 and pass all 13 ap-
propriations bills by June 30. Mr.
Speaker, this Congress has not even
come close. The appropriations bills
may not seem urgent now, but unless
the House does its work and unless the
House gives the Senate enough time to
do its work, we will be approaching an-
other September 30 without all appro-
priations bills being signed. If we fail
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to finish the appropriations bills and
they are not signed into law, the Amer-
ican people could very well see their
Government shut down for the third
time under the Republican leadership’s
watch. All because the Republican
leadership has not done their work.

That is not the worst of it, Mr.
Speaker. What the Republican leader-
ship has done is even worse than what
they have not done. This week the Re-
publican leadership unveiled their tax
and entitlement package and, Mr.
Speaker, it does not look good. Under
the Republican bill, the families of 40
percent of American children will get
no tax relief because their income is
too low.

Let me add, Mr. Speaker, these peo-
ple are not on welfare. These people ac-
tually work for a living. Meanwhile,
according to the Center on Budget and
Policy Priorities, the Republican bill
provides 87 percent of its benefits to
the richest 20 percent of Americans
while the 40 million families with the
lowest income may actually lose
money.

Even the Treasury Department says
that when this bill has been fully im-
plemented, the top 1 percent of tax-
payers will get nearly 20 percent of the
benefits, and the bottom 60 percent will
get only 12 percent of the benefits.

Once again, Mr. Speaker, the Repub-
lican leadership is taking from the
poor and the middle class and giving to
the rich. It is a Robin Hood reversal. It
does not stop there, Mr. Speaker. Ac-
cording to today’s New York Times, a
small provision in this Republican bill
will take $9 million and split it among
1,000 wealthy taxpayers. Some of these
taxpayers actually stand to gain
$100,000 each under this bill.

Mr. Speaker, not 5 miles from here
are American children who do not get
enough to eat during the summer be-
cause they have lost their school
lunches, but my Republican colleagues
still want to hand those enormous tax
breaks to the very richest Americans
and hand just about nothing to the
rest.

Mr. Speaker, the American people do
not think millionaires need more
money. They think everyone else needs
child tax credits and tuition tax cred-
its. The American people do not think
the richest 1 percent of Americans need
a $27,000 tax break and certainly not if
it is going to cost the poorest 20 per-
cent of American families $63 apiece to
give it to them. But that is exactly
what my Republican colleagues want
to do.

On the other hand, Mr. Speaker, the
House Democrats have put together a
bill that gives tax relief to the people
that really need it, the middle class,
people who are trying to send their
kids to college, working families, and
family-owned businesses.

I urge my colleagues to join me in
opposing this resolution. This Congress
should be helping the middle class and
not padding the pockets of million-
aires.

b 1030

And we should have finished our
work a long time ago.

Mr. Speaker, I reserve the balance of
my time.

Mr. LINDER. Mr. Speaker, I yield
myself 1 minute to respond to the gen-
tleman from Massachusetts who is so
concerned that we have not completed
our work.

The same argument came up 1 year
ago on this same issue because the
Democrats at that time were again not
cooperative on unanimous consent. My
colleague, the gentleman from Florida
[Mr. DIAZ-BALART], went back 6 years
prior to 1996 and discovered that not
once, not once during those 6 years
were all 13 appropriations bills passed
by the July recess; and indeed, if we go
back 40 years, one time, 1988, were all
the appropriations bills passed by the
July recess.

. . . .
Mr. MOAKLEY. Mr. Speaker, I take

the gentleman’s words down calling me
dishonest.

Mr. LINDER. Mr. Speaker, I apolo-
gize and ask unanimous consent to
withdraw the words.

The SPEAKER pro tempore. Without
objection, the words are withdrawn.

There was no objection.
Mr. MOAKLEY. Mr. Speaker, I would

like to ask the gentleman to look at
the last year of Speaker Foley when we
passed all 13 appropriations bills.

Mr. LINDER. Mr. Speaker, I yield
such time as he may consume to the
gentleman from New York [Mr. SOLO-
MON], the chairman of the Committee
on Rules.

Mr. SOLOMON. Mr. Speaker, I will
not withdraw my words. I am not going
to impugn anybody’s integrity. But I
am going to talk about two kinds of
baloney, two kinds. One is the baloney
about why we are not going home this
week and why we ought to stay here
and work, because that is a lot of balo-
ney; and then I am going to talk about
complaining about the tax cuts, and let
me tell my colleagues that is a lot of
baloney on the other side of the aisle.

Let us talk about it for a minute.
First of all, the gentleman from Massa-
chusetts [Mr. MOAKLEY], my good
friend, and I have the greatest respect
for him, I literally love him. He is my
ranking member over on the other side
of the aisle. He sings little Irish ditties,
and he really keeps us in a good mood,
so I certainly would never impugn his
integrity. But let me just say he men-
tioned something about how we ought
to stay here and deal with this busi-
ness.

As my colleagues know, back in 1993
the Democrat-controlled House and the
Democrat-controlled Senate and the
Democrat-controlled White House
under President Clinton gave us on Oc-
tober 10 the biggest tax increase in his-
tory. Now that was, I beg my col-
leagues’ pardon, on August 10. Now
that is several, a couple of months
down the road yet, but we Republicans,
having taken control of the House and

the Senate, are now giving the Amer-
ican people one of the biggest tax cuts
in American history, and we are doing
it way ahead of that August 10 date. So
boy, we are on line.

So let us just talk for a minute about
not having the work done. As my col-
leagues know, we have just passed the
largest spending cut bill in centuries
here; OK. Seven hundred billion dollars
in entitlement controls; come over
here and read them. And we had about
53 good Democrats vote for this yester-
day along with the overwhelming ma-
jority of Republicans, and the Presi-
dent of the United States, thank good-
ness, is going to sign the bill over the
objections of the big spenders on that
side of the aisle.

Now let us talk about the big spend-
ers for a minute because I am going to
sit here for the next hour and I am
going to keep track of all of the people
who come over here and start com-
plaining about this tax cut; OK? Mr.
Speaker, I want you to listen. These
Members who oppose the tax cuts, keep
in mind that every single one of them
are going to be on the National Tax-
payers Union’s list of biggest spenders.

Now why do my colleagues think
they want to oppose this tax cut? Be-
cause they want to keep the money in
the Federal coffers so that they can
spend it and the American people can-
not.

Now let me tell my colleagues some-
thing about this tax cut here. There is
a $500 tax credit for people with chil-
dren. Now that means a family of 3,
and in my Hudson River Valley munici-
palities all 157 of them, that is about
what we are made up with; we are an
average of a family with 3 children, and
this is going to give them $500 per child
tax credit every year for the next 15
years. Now add that up; that is $1,500 a
year we are putting back into the
pockets of that family, 15 years. Quick
calculation: that must add up to about
$22,500 a year over 15 years; and if they
invest it properly, it is going to be
worth maybe $40,000, $50,000 or $60,000
over 15 years. Do my colleagues know
what that does at paying college tui-
tions?

I just put five kids through college.
My wife and I had five children in 7
years, and we struggled all those years
to raise those children and then to put
them through college. Let me tell my
colleagues $65,000 would have been a
godsend to us, but we did not have this
$1,500 tax credit at that time; we are
going to get it today.

So I want my colleagues to come
over here, and I want them to do what
is right for the American people. I
want them to vote for this tax cut
package. But in the meantime we are
going to keep track of all of them that
come over here, and they will be the
biggest spenders in the Congress, and
they will have been here for years
spending the taxpayers’ money. So let
us just keep track of it, and then we
are going to send it out to all their
constituents and let them know that
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our colleagues can spend their money
better than they can.

Mr. MOAKLEY. Mr. Speaker, I yield
myself such time as I may consume.

Mr. Speaker, my chairman of the
Committee on Rules and I are very,
very friendly, and this debate is strict-
ly on the issue. But actually up in his
office, really being ourselves, we really
do get along, and actually I was look-
ing forward when he talked about balo-
ney because I thought he was talking
about the menu of those people that I
represent. As my colleagues know, his
people are going to be eating steaks
when this tax bill goes through; my
people are going to be eating baloney.

Mr. Speaker, I yield 15 minutes to
the gentlewoman from Connecticut
[Ms. DELAURO].

Ms. DELAURO. Mr. Speaker, I thank
the gentleman from Massachusetts for
yielding the time.

I also want to say that I do not think
that the American people do believe it
is baloney if we stay here and do the
work they sent us to do here.

House rules say that we cannot go on
vacation until it is finished with appro-
priations work, and we know that the
work has not been finished, otherwise
we would not be here asking for a waiv-
er. And the reason why the work is not
finished is because what we have seen
here is that the Republican majority
has spent their time crafting a tax bill
that in fact benefits the rich at the ex-
pense of average American families.
And in fact we have a historic oppor-
tunity and the American public has an
opportunity to take a look at what is
in a Republican tax cut proposal and
what is in a Democratic tax cut pro-
posal because the Democrats in fact
have a very sound and solid tax cut
proposal.

My colleagues on the other side of
the aisle accuse us of waging class war-
fare in this debate, but in fact it is the
Republican tax bill that is a declara-
tion of war on working middle-class
families in America. Under the Repub-
lican bill, over half the tax benefits go
to the top 5 percent of Americans,
those making an average of $250,000 a
year. And quite honestly what this bill
does, it gives a $22 billion tax break to
the largest businesses and corporations
in the United States by scaling back
the alternative minimum tax which
was in fact proposed and supposed to
ensure that large corporations pay at
least some taxes the way that ordinary
working families pay taxes in this
country every year.

But do not just take my word for it.
Let us take a look at this morning’s
headlines. The Washington Post: No to
a bad tax bill. And I quote: ‘‘The tax
bill will be the great atrocity’’, is what
the Washington Post says this morn-
ing. The New York Times, quote:
‘‘Break for a few rich, for the rich few,
sneaks into the tax cut bill’’. We are
going to see $9 million a year in lost
revenue to the United States to give a
bonanza worth thousands of dollars to
1,000 wealthy taxpayers. What about

working middle-class families in this
country?

Mr. MILLER of California. Mr.
Speaker, will the gentlewoman yield?

Ms. DELAURO. I yield to the gen-
tleman from California.

Mr. MILLER of California. Mr.
Speaker, I think the gentlewoman
asked the absolutely pertinent ques-
tion here, what about working middle-
class families, and it is pointed out in
this morning’s Wall Street Journal.
What we see is people who were earning
$23,000 a year with two children will
find that at the end of that year they
will not get the benefits of this child’s
tax credit, they will not get the bene-
fits because the Republicans have de-
cided that the benefits will only go to
those individuals at the top levels.

Rather than sharing this tax cut,
rather than sharing the money that is
now being accumulated because of the
efforts to balance the budget over the
last 5 years with these middle-class
families, they have decided, as the gen-
tlewoman pointed out, that half of the
benefits will go to the top 5 percent of
the people in this country.

And so people who are going to work
every day as law enforcement officials,
as fire protection people, as teachers,
as oil refinery workers are going to
find out that they will not qualify for
that.

In fact, in my State of California 56
percent of the children will not be eli-
gible for the child tax credit, and I
think that is what is going to happen
to working families, and I thank the
gentlewoman for pointing that out.

Ms. DELAURO. Mr. Speaker, I thank
my colleague.

Mr. PALLONE. Mr. Speaker, will the
gentlewoman yield?

Ms. DELAURO. I yield to my col-
league from New Jersey.

Mr. PALLONE. Mr. Speaker, I just
wanted to say I am looking at some
figures with regard to New York State,
the gentleman from New York [Mr.
SOLOMON] who spoke before on the Re-
publican side. It says that tax plans,
the child credit, the child credit under
the Republican plan would exclude 53
to 56 percent of the children in New
York State; 3,183,357 New York kids
will be ineligible under the House plan
for the child tax credit. This is from
Citizens for Tax Justice, a nonpartisan
Washington-based research organiza-
tion that released a study today show-
ing that the proposed child credit in
the pending House of Representatives
tax plan would exclude 56 percent of
New York children. The Senate bill
would exclude 53 percent. Obviously
the families of New York have been
promised a child tax credit for 3 years,
but now many of them, the majority of
them will actually get nothing.

Ms. DELAURO. That is absolutely
right. I just say that there is a Los An-
geles Times article this morning: Take
from the poor give to the rich. The cur-
rent Republican tax and entitlement
package denies help to 28 million work-
ing families.

Mr. FRANK of Massachusetts. Mr.
Speaker, will the gentlewoman yield?

Ms. DELAURO. I yield to the gen-
tleman from Massachusetts.

Mr. FRANK of Massachusetts. Mr.
Speaker, my colleagues ought to make
clear the basis on which the Repub-
licans are denying these families that
participation in the tax cut. They are
apparently under the impression that
Social Security payroll taxes are not
taxes but are a voluntary gift that the
lowest earning people in America make
to the Government. What the Repub-
lican bill does is to say that people who
get the earned income tax credit will
not be eligible on the whole for this
other credit.

Now the earned income tax credit
was something that Ronald Reagan
thought well of, but the current group
has made some of us who believe in
moderation nostalgic for Mr. Reagan
from time to time because what they
say is this. The earned income tax
credit compensates people who have
families, by and large, who make 20
and 25 and $26,000 a year and who pay
the highest percentage of their income
in taxes of any of us because every
penny they make is fully taxed under
the Social Security payroll tax. And
what the earned income tax credit does
is offset to some extent the regressive-
ness of the Social Security payroll tax,
and people who get the earned income
tax credit, they do not get the earned
income tax credit unless they are
working or paying payroll tax on all of
their income and they are then getting
some credit for that less than the ag-
gressiveness. And the Republicans are
now saying, ‘‘If that’s your situation,
you’re not a taxpayer.’’ They said we
cannot give this to people, they do not
pay taxes.

Mr. Speaker, if Social Security pay-
roll taxes are not taxes, then I guess
we need a new dictionary and that is
how it becomes so regressive. What
they are saying to people is, ‘‘You are
paying these very aggressive Social Se-
curity taxes,’’ for which, by the way,
according to the Senate they have to
wait a couple more years to get any-
thing for medical care, ‘‘and we are
going to deny you as a consequence of
that the tax credit.’’

Ms. DELAURO. I will just say that, if
we are Bill Gates we are going to get a
tax credit, but a police officer who is
making $23,000 a year who might be
happy to get the earned income tax,
paying taxes, is going to be denied a
child tax credit.

Mr. FRANK of Massachusetts. The
argument that we have heard from Re-
publicans, from the Speaker, and oth-
ers that, ‘‘Oh, you shouldn’t give the
tax credit to these people who don’t
pay any taxes,’’ they forget to say in-
come taxes or capital gains taxes, that
is true. Very few of these people mak-
ing 23 and $24,000 a year are paying cap-
ital gains taxes. They are paying the
Social Security taxes in the most ag-
gressive way; that is the group of peo-
ple who are getting hurt by this.
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Mr. MILLER of California. The fact

is many young families starting out
with young children pay more in pay-
roll taxes, Social Security than they
pay in income taxes. But the Repub-
lican plan will not give them the bene-
fit of the $500 child credit.

What does that mean? That means
that these working families making 20,
$25,000 a year are going to find them-
selves without the benefit of this. They
still have two young children. They are
still struggling hard. But the Repub-
licans do not understand that because
one does not make a lot of money does
not mean they do not work hard. They
work very hard and they pay the most
regressive taxes, and they refuse to
give the child credit to those families.

Mr. FRANK of Massachusetts. Mr.
Speaker, if the gentlewoman will con-
tinue to yield, the gentleman is abso-
lutely right, and I think what we have
here is something we can offer up to
the dictionary. This is the definition of
adding insult to injury. These working
people who work in hard jobs at rel-
atively low wages are injured by the
Republican bill by being denied the tax
credit that everybody else gets. Even if
they have two and three children, their
children do not qualify, and then they
are insulted by being characterized as
people who do not work and as simply
tax eaters.
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I would just close by saying we have

this national effort, I thought, to help
people get off welfare and into the
wage-earning pool. Well, it is precisely
the formal welfare recipients who are
being told to go to work, who are being
required to go to work, who will then
be penalized by the way the Republican
tax bill is crafted, because they will go
to work at the beginning at relatively
low wages, will pay a full Social Secu-
rity tax for every penny they earn, but
not get the tax credit.

Mr. WYNN. Mr. Speaker, will the
gentlewoman yield?

Ms. DELAURO. I yield to the gen-
tleman from Maryland.

Mr. WYNN. Mr. Speaker, I share my
colleague’s concern. I too am appalled
when I hear the Republicans suggest
that the Democratic tax plan amounts
to welfare. It is basically tax fairness.
They are giving all of the tax breaks to
the wealthy. The top 5 percent are get-
ting over 50 percent of the tax breaks
under their proposal, and then when we
say that the Democratic alternative
provides tax relief for the truly work-
ing middle class, they suggest it is wel-
fare.

I did a little research and an article
in the Wall Street Journal indicated
that a police officer in Gwinnett Coun-
ty, GA, incidentally the Speaker’s dis-
trict, makes about $23,000 a year. Under
their program, he is not eligible for a
tax break, yet he pays payroll taxes.
He is, in fact, the working middle class
of people who are excluded by the pro-
posal of the Republicans.

Basically what they are offering us is
not tax relief for Americans, it is tax

relief for the rich. My grandmother
used to say when I was a kid, the rich
get richer, the poor get poorer. I think
we are seeing it in action today.

Ms. STABENOW. Mr. Speaker, will
the gentlewoman yield?

Ms. DELAURO. I yield to the gentle-
woman from Michigan.

Ms. STABENOW. Mr. Speaker, if I
could just add to that, that police offi-
cer making $23,000 is getting a tax ben-
efit through something called earned
income tax credit. The Republican plan
is saying, if one is getting one tax de-
duction, one cannot get a second,
meaning the $500 children’s tax credit
as we see it.

Mr. MOAKLEY. Mr. Speaker, will the
gentlewoman yield?

Ms. DELAURO. I yield to the gen-
tleman from Massachusetts.

Mr. MOAKLEY. Mr. Speaker, I would
like to say I have just been handed an
item from the Citizens For Tax Jus-
tice, which is a nonpartisan Washing-
ton-based research group, saying that
897,000 Massachusetts children would
be ineligible under the House plan, and
850,000 would be ineligible under the
Senate plan. That is 48 percent of Mas-
sachusetts’ children ineligible under
the House plan and 46 percent ineli-
gible under the Senate plan. This is not
a good bill for children.

Ms. STABENOW. Mr. Speaker, will
the gentlewoman yield?

Ms. DELAURO. I yield to the gentle-
woman from Michigan.

Ms. STABENOW. Mr. Speaker, if I
might just continue in talking about
fairness, when we each do our taxes, we
use tax deductions. What the Repub-
lican plan is saying is if one gets one
tax deduction, one cannot get the $500
children’s tax credit; but yet if one
makes three times that salary and one
gets a lot of different tax deductions,
one gets the $500. That makes abso-
lutely no sense. For those on the upper
end who get lots of tax deductions,
they ought to be treated the same, or
the folks at the low end who ought to
get a couple breaks ought to get the
same benefit of the $500.

Ms. DELAURO. Mr. Speaker, reclaim-
ing my time, the 1,000 families who are
going to get some, and it is quoted in
the article today, could get up to
$100,000 in that particular tax cut and
are probably going to get many others.

I think another area which is impor-
tant to mention in this debate is that
with the Democratic tax cut proposal,
we are going to see working families
who want to get their kids to school
and provide education for their kids;
education in this country has been the
great equalizer to allow families to be
able to have their kids succeed.

The Democratic proposal is for the
full $1,500 tax credit for college stu-
dents, where the Republican proposal
would cut that in half, would not allow
working families to realize a HOPE
scholarship and provide them with all
of the help they might be able to get to
get their kids to school.

Mr. ALLEN. Mr. Speaker, will the
gentlewoman yield?

Ms. DELAURO. I yield to the gen-
tleman from Maine.

Mr. ALLEN. Mr. Speaker, the gentle-
woman makes a very good point. Be-
cause in fact, the HOPE credit, the
HOPE scholarship would be offset, re-
duced dollar for dollar by the amount
of a Pell grant. So here again we have
the same situation, where if one gets a
Pell grant one cannot get the full bene-
fit of a HOPE scholarship.

It seems to me that this Republican
tax bill ought to be judged by two
standards. One is fairness and the other
is fiscal responsibility. We have talked
a fair bit about fairness.

This bill provides 41 percent of its
benefits to the top 1 percent of the tax-
payers, those whose household incomes
are over $240,000 a year. In contrast, 20
percent of those in lower tax brackets
would not receive any benefit. It is
simply not fair.

Also, in terms of fiscal responsibility,
we look out at the second 10 years, and
we are going to be giving up $500 to $600
million in tax revenues that is not
going to help a balanced budget. We
need a balanced budget that we can get
to and stay with, and these tax cuts ex-
plode in the outyears, they are not fis-
cally responsible, and they ought to be
rejected for that reason as well.

Mr. LINDER. Mr. Speaker, I yield
myself 11⁄2 minutes just to respond to
some of these remarks we have been
hearing.

The liberals have always trotted out
liberal so-called nonpartisan organiza-
tions to argue against letting people
keep more of what they earn, and we
are seeing it now. How do these people
get wealthy? Let me tell my colleagues
how the administration determines
who is wealthy.

They determine what one’s income
is, say it is $50,000 a year, and then the
Treasury Department says, but, aha, if
one is living in one’s own home and one
could rent it for $10,000, one must con-
sider that as more income, even though
one does not get it. If one owns an
asset that has appreciated in value and
have not sold it, their proposal says, if
it has grown in value, one must con-
sider that as part of one’s annual
wealth. So they have bogused up these
numbers to make everybody appear
wealthy so they can transfer more
money as welfare to the poor. This is
an effort to undermine last year’s wel-
fare reform.

I would like to also point out that
their arguments go against the Joint
Tax Committee’s argument, which is
the only official organ for determining
distribution tables. The Joint Tax
Committee says the following: Ninety-
three percent of the benefits go to peo-
ple with incomes of less than $100,000 a
year; 76 percent of the benefits go to
people with incomes below $75,000 a
year. That simply is a fact. It is not a
comfortable fact for liberals, but it is a
fact.

Mr. Speaker, I yield 4 minutes to the
gentleman from Florida [Mr.
SCARBOROUGH].
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Mr. SCARBOROUGH. Mr. Speaker, I

do not know what it is, maybe it is the
summer heat, maybe it is the 50th an-
niversary of Roswell, but the Demo-
crats, the liberals, actually the radi-
cals that control this party are crawl-
ing out from underneath their rocks
and once again showing why they were
voted out in 1994.

Here we have people that increase
the crushing tax burden on the Amer-
ican family from 10 percent when they
gain control to something like 50.2 per-
cent, according to NTU, in 1994, lectur-
ing us on taxes. They gave us the high-
est tax increase in the history of this
country a few years ago, and yet they
are still talking about how if we actu-
ally give tax relief to Americans, that
it is going to crush the poor children 5
miles from the Capitol.

I think they have got it backward.
The children 5 miles from the Capitol
that are suffering are suffering because
of higher taxes and bigger Government
spending and more regulations that
they are going to shove down the
American people’s throats this sum-
mer. I think if they talk about the
problems in south central L.A. or in
Chicago, it is because government has
failed, the big taxing and big spending
policies have failed.

Let me challenge every one of these
big spenders, every one of these people
that have supported taxes over the
years, to stand up and tell us how
much they care about the children 5
miles from this Capitol when the dele-
gate from Washington, DC begged for
tax relief. The gentlewoman from the
District of Columbia said please, give
us a flat tax. Please cut taxes in Wash-
ington, DC. She was abandoned by
every single liberal that stands up here
today and acts as if they really do care
about what happens 5 miles from this
Capitol; and no, I am anticipating the
gentleman’s question, I will not yield.
My colleagues on the other side of the
aisle all have already put on their side-
show.

I want somebody that stood up a few
minutes ago talking about how much
they care about the residents of this
inner city and the residents of inner
cities all over the country to stand up
and tell me that yes, they do support
the tax plan of the gentlewoman from
the District of Columbia [Ms. NORTON]
for tax reduction in this city.

My colleagues cannot have it both
ways. They cannot say sure, we want
to help them, and yet every time there
is a chance to cut taxes and give tax
relief to American people, my col-
leagues fight it time and time again.

This is not about protecting the poor.
My colleagues know that tax relief has
helped the poor. History has shown it
time and time again. This is about pro-
tecting the coffers of the Federal
Treasury and keeping more and more
money in Washington, DC and not al-
lowing it to get out.

Again, I challenge anybody, and I es-
pecially challenge the ranking member
who I am sure does sing really good

Irish ditties, and a man that I respect
watching him work, I challenge him. I
would challenge the ranking member
and again, any other liberal that stood
up here opposing tax relief talking
about how they care about what hap-
pens 5 miles from Washington, DC to
stand up and say yes, we will support
the plan of the gentlewoman from the
District of Columbia [Ms. NORTON] for
a flat tax in Washington, DC. If so,
then I think that is a good start to
agree that Americans need tax relief.

Like the Delegate from Washington,
DC recognizes herself, big spending, big
taxing, big government has failed.
What Americans need now is tax relief,
and tax relief helps everybody.

My colleagues just cannot have it
both ways. They cannot quote liberal
columnists like Al Hunt, they cannot
quote liberal agencies run by, I believe,
Ralph Nader, and then come in here
and say they want to help people in the
inner cities when they turn their backs
on the very delegates from those inner
cities who beg for tax relief.

Mr. MOAKLEY. Mr. Speaker, I yield
myself such time as I may consume.

I am glad my colleague brought that
up. What he is talking about is exactly
what I am going to do. The Democratic
alternative does help these children 5
miles from here. The Rangel alter-
native does help these children 5 miles
from here, but it does not give those
1,000 people up to $100,000 additional
tax break.

Mr. Speaker, I reserve the balance of
my time.

Mr. LINDER. Mr. Speaker, I yield
such time as he may consume to the
gentleman from New York [Mr. SOLO-
MON], chairman of the Committee on
Rules.

Mr. SOLOMON. Mr. Speaker, first of
all, I have some good news for my col-
leagues. Well, no, it is not good news
for the big spenders, because the Su-
preme Court a few minutes ago, within
the last hour, just threw out the case
of the opponents of the line-item veto
for lack of standing. Whoopee. We won
another one.

Now, let us just answer some of the
people here that are talking about peo-
ple with children are not going to get
this tax cut, this $500 tax credit. Again,
here we go with the baloney again.
Anybody paying Federal income taxes
is going to get that tax cut, make no
mistake about it.

Now, we are also hearing about this 5
percent, that all of the tax cuts are
going to 5 percent of the most rich. Let
me state the facts for you. Seventy-two
percent of these tax cuts in this bill are
going to people with incomes between
$20,000 and $70,000, and that means peo-
ple on Social Security as well, who
may be working and paying a little in-
come tax as well.

Mr. Speaker, I heard the gentleman
from Massachusetts [Mr. FRANK] stand
up here and talk about the regressive-
ness of the Social Security payroll tax.
Well, what is the payroll tax and why
was it established under Franklin Dela-

no Roosevelt? It was a forced savings
account so that the American people,
all of them who work, would have to
save a little bit for the rainy day so
that they would not become wards of
the State and the rest of us who did
save would have to end up supporting
them.
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That is what it is all about. Nothing

regressive about it. It means that with
the first few thousand dollars of your
income you are going to put away a lit-
tle bit of that. That is the way it
should be.

Now people are complaining that
maybe some people with incomes of
$25,000 do not pay any income tax and
therefore they do not get this credit.
Let me tell them what we are going to
do. In this spending cut bill we are cut-
ting back on Federal regulation.

If Members look at the other taxes
they pay in town, city, village, and
county taxes and all of the fees, it is
caused mostly by this Federal Govern-
ment, their mandates. We are not
going to mandate on local governments
anymore, forcing them to raise land
taxes.

So come on over here, vote for this
tax cut bill, and let us give it to the
President. I have a feeling he is going
to sign it.

Mr. LINDER. Mr. Speaker, I yield 3
minutes to the gentleman from South
Dakota [Mr. THUNE].

Mr. THUNE. Mr. Speaker, I thank
the gentleman for yielding time to me.

Mr. Speaker, I was sitting in my of-
fice listening to the debate that was
going on over here, and I could not help
but feel the need to come over and re-
spond. There is a lot of liberal drivel
going on in this Chamber right now. I
cannot help but get up here and say
something in response to that.

If I were on the other side I would be
crushed, too, I really would. Because
we have worked with their President to
balance the budget, lower taxes, and
save Medicare. This is an indictment of
big Government. We are saying today
we are interested in doing something
to address a problem that has been
around this place for 30 years. We have
not had the courage to balance the
budget, to lower the tax burden, or to
address a bigger and bigger Govern-
ment in this country.

I cannot help but listen as well and
respond to what is being said about
trying to somehow gear this thing so
that it affects people in lower-income
categories.

People in my State, in South Dakota,
understand the difference between the
income tax and the payroll tax. You
pay 6.2 percent of your income when
you get a payday, so you will have a se-
curity program, a retirement program
when you retire. You pay 1.45 percent
so you will have a health care program
when you retire. You are paying that
for a benefit. You cannot have a tax
credit if you do not pay taxes.

What this simply says, and I think
the distinction, the difference we are
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drawing here is that we want to bring
tax relief to people who are paying
taxes, and they want to increase pay-
ments, welfare payments, to people
who are not. It is that simple. You can-
not have it that way. If you are going
to have a tax credit, you have to pay
taxes.

I used the illustration last night, if
we told people with red hair they were
going to get a tax credit, my daughter
would qualify. But she does not pay
taxes, so she cannot get a tax credit.
The Medicare and Social Security pay-
ment are retirement programs that
people pay into so they will get a bene-
fit later on. They cannot have a tax
credit unless they are paying taxes.

I would say to my colleagues here
that we have a definition problem. We
have a definition problem here, because
we have to draw a distinction between
a tax credit and a government pay-
ment. The earned income tax credit
today, 80 percent of it is a payment. It
is not a credit. Let us make that very,
very clear. So people who are currently
getting an earned income tax credit are
already offsetting the payroll tax they
pay in Social Security and Medicare.

What the gentleman is saying is that
he wants to give them another $500
payment on top of them. That is not a
tax credit, that is a government pay-
ment. There is an important distinc-
tion here which needs to be made. I am
getting tired of listening to the rhet-
oric on the other side.

This ought to be a great day for
America. They ought to be working
with us balancing the budget, lowering
taxes. I was just looking at some sta-
tistics from the IRS here. Thirty-seven
percent of the taxes are paid by people
who make less than $75,000. The bal-
ance, 63 percent, is paid by those who
make more than that. Yet 76 percent of
the tax relief in this package goes to
people who make less than $75,000.

This is a good day for America, it is
a good day for taxpayers. It is a good
day for this institution. We ought to be
working together to get this job done.

Mr. LINDER. Mr. Speaker, I yield 2
minutes to the gentleman from Ohio
[Mr. BOEHNER].

Mr. BOEHNER. Mr. Speaker, I think
we need to take a deep breath and all
calm down a little bit, because all we
are talking about doing is allowing the
American people to keep a little more
of what they earn so they do not have
to send it to Washington.

I understand some of my friends on
the other side of the aisle do not really
want to do that because they want
more Washington spending. I do not
denigrate the position that they have
taken for 60 years, that Washington
has the answers and we have to get this
money to Washington so Washington
can do great things for us. Most of us
in this Chamber, Democrats and Re-
publicans, believe it is time to allow
the American people to make more of
those decisions on their own.

So this package today that lowers
taxes, the first tax cut from Washing-

ton in 16 years, is aimed at American
middle-class taxpayers who are bearing
the biggest burden today.

What does this plan do? It provides
an IRA for parents who pay taxes who
want to send their children to college.
It lets them save tax-free. It provides a
tax credit for parents who are sending
their children on to college or other
postsecondary education. It provides a
$500 per child tax credit to American
families that make under, roughly,
$100,000.

Fourth, homeowners, it allows some-
one to sell their home, and 95 percent
of the American people who own homes
are going to be able to sell their homes
and not pay any tax on the gain from
the sale of their home.

What we are trying to do here is to
try to help every taxpayer in the coun-
try at every stage of their life. Whether
they are parents with children, trying
to raise them, parents with children
trying to send them to college, whether
it is people trying to save for their own
retirement, with our cut in capital
gains taxes and the cut in the taxes on
the sale of their home, we are trying to
help all taxpayers. This is good policy.

Mr. LINDER. Mr. Speaker, I yield 2
minutes to my colleague, the gen-
tleman from Georgia [Mr. NORWOOD].

Mr. NORWOOD. Mr. Speaker, I thank
the gentleman for yielding time to me.

Mr. Speaker, I think for a long time
we have been trying to make an effort
to let people who pay taxes keep more
of their own hard-earned money. Yet
all we hear is that all of this is for the
rich. Let us talk about what ‘‘rich’’
means.

Mr. Speaker, 2.4 million elementary
and high school teachers have family
incomes, and they are considered rich;
1.7 million union members have family
incomes, and they are considered rich;
8.1 million Federal, State, and local
government workers have family in-
comes, and they are considered rich;
120,000 editors and reporters across the
country are considered rich; and 4.2
million mechanics and repairmen and
construction workers have family in-
comes that under the administration’s
definition of rich, they are considered
rich.

I would like to ask, if I might, for
anybody on that side to stand up and
when they say we are returning money
to the rich, define what they mean by
rich. If Members believe we should
have everybody receive a $500 per child
tax credit, even those who do not pay
taxes, they should be honest enough to
call it what they are talking about.
They are talking about a welfare pro-
gram.

What we are trying to do is return
some of the hard-earned money that
working people in this country earn
who work every day. If Members want
other children and other families who
are not paying taxes to have a $500 per
child tax credit, say so, but be honest
about it. Call it what it is. It is a wel-
fare program.

Mr. MOAKLEY. Mr. Speaker, I yield
6 minutes to the gentleman from New
Jersey [Mr. PALLONE].

Mr. PALLONE. Mr. Speaker, I lis-
tened to the gentleman from Georgia,
and I want to point out exactly the
type of person that the Democrats are
trying to help, the person who is out
there working.

We mentioned the Georgia police-
man. This is from the Wall Street
Journal today. This is a starting police
officer in Gwinnett County, GA, coinci-
dentally part of Speaker GINGRICH’s
district. He is paid $23,078 a year. If his
family has two kids, it gets $1,668 in
earned income tax credit, this is the
deduction we were talking about be-
fore, which offsets his $675 in Federal
taxes, and yields a check for $993. But
that family pays $1,760 in payroll taxes,
and another $354 in Federal excise
taxes. That is even after this deduction
that we are talking about.

The out-of-pocket Federal taxes for
this family would be at least $1,121 a
year, and in reality, more like $2,800 a
year. What we are saying is that that
policeman right now, under this Repub-
lican proposal, does not get that $500
deduction, the child tax credit. That
person is paying payroll taxes to the
Federal Government, excise taxes to
the Federal Government. The gen-
tleman is saying that that Georgia po-
liceman, who is out there every day on
the line, is a welfare recipient. That is
exactly what the gentleman is saying.
That is what the Democrats are saying
is not right.

Mr. DOGGETT. Mr. Speaker, will the
gentleman yield?

Mr. PALLONE. I yield to the gen-
tleman from Texas.

Mr. DOGGETT. Mr. Speaker, we are
of course back here today to discuss
another wreckconciliation bill. We are
having another big wreck in Congress,
even bigger than the one yesterday;
and of course it is true that the liberals
in Washington are causing this wreck,
those who are so liberal with the truth
that they defy reality.

I would ask the gentleman, in light
of some of those who had been so lib-
eral in the truth, if he is aware of a
time in American history, in the entire
history of this country, when a major-
ity party would come to this floor and
ask to adjourn for a week or 10 days
and not have passed one single appro-
priations bill, not one? Is the gen-
tleman aware of any time in American
history when that has happened?

We are not talking about passing
them automatically, but not passing a
single bill; but they are leaving, are
they not, presenting a present to the
limousine crowd in giving them a tax
break? I am sure the gentleman from
New Jersey, like me, we have nothing
against limousines, we have nothing
against country clubs. We just think if
tax cuts are so good, why not share
them with the working families of
America and give them a chance to
climb up the economic ladder and have
a limousine of their own? Is that not
correct?
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Mr. PALLONE. Exactly. I appreciate

that.
Mr. MILLER of California. Mr.

Speaker, will the gentleman yield?
Mr. PALLONE. I yield to the gen-

tleman from California.
Mr. MILLER of California. Mr.

Speaker, under the original Contract
With America, that police officer was
going to get that tax credit. But what
they decided this year was they wanted
to give more money to the wealthy, so
they had to cut that police officer out
of their tax plan, but that was the
original promise in the Contract With
America. They just decided they would
rather deal with the people on Wall
Street instead of the people on Main
Street.

Mr. PALLONE. I would add also, Mr.
Speaker, that Senator LOTT in his Re-
publican plan early this year, just like
the Contract With America, also prom-
ised that child credit to that Georgia
policeman. So now all of a sudden the
Republican leadership has changed its
mind, because they want to give that
money to the fat cats, to their wealthy
contributors.

Ms. STABENOW. Mr. Speaker, will
the gentleman yield?

Mr. PALLONE. I yield to the gentle-
woman from Michigan.

Ms. STABENOW. Mr. Speaker, I find
it humorous, as a new Member coming
in in January from Michigan, to hear
the word ‘‘liberal’’ thrown around all
the time. I want Members to know that
for someone coming from Michigan
who was in the State Senate, I spon-
sored the State’s largest property tax
cut as a Democrat. I understand what
middle-class tax cuts look like and feel
like. This is not it.

As the gentleman knows, we are
talking about what we want to see hap-
pen for average folks, to put money in
their pocket, to send their kids to
school, pay for child care, be able to
get a tax break when they sell their
home, be able to get a tax break on
their small business, if someone passes
away, be able to get a tax break on
their family-owned business and their
family-owned farm. What we are talk-
ing about here is how we make sure
that the majority of the dollars that
keep this country going, to create jobs,
go directly into the pockets of middle
class Americans. Is that not what we
are talking about?

Mr. PALLONE. Absolutely. The gen-
tlewoman pointed out, we were only
talking about Federal taxes, payroll
taxes, excise taxes. That Georgia po-
liceman is probably paying property
taxes. He may be paying other State or
local taxes. They are saying he is on
welfare.

Ms. STABENOW. Not only that, he
probably is investing in a home. Most
middle class Americans are investing
in savings through equity in their
homes, and we want to make sure they
are getting the tax breaks; that when
you talk about capital gains tax cuts,
that he is going to get protected when
he sells his home; if he wants to send

his kids to college, he is going to get
the maximum tax break, and that if he
goes on to invest in a small business at
some point, he is again going to get a
maximum tax break.

Mr. DEFAZIO. Mr. Speaker, will the
gentleman yield?

Mr. PALLONE. I yield to the gen-
tleman from Oregon.

Mr. DEFAZIO. Mr. Speaker, our col-
leagues on the other side are so con-
cerned that a starting police officer at
$23,000 or a young teacher at $23,000
might get a tax credit for their chil-
dren, but they are not concerned that
the changes they are making in the al-
ternative minimum tax would give tax
rebates to large corporations like
Texas Utilities, that did not pay a
penny in Federal taxes.

The only reason they paid $19 million
on their $1 billion profit was the AMT,
and their repeal of the AMT will give
them a tax rebate of $18 million on
taxes they did not even pay, and we do
not have a penny for the police officer
or a penny for the young teacher. It is
outrageous.

Mr. GEJDENSON. Mr. Speaker, will
the gentleman yield?

Mr. PALLONE. I yield to the gen-
tleman from Connecticut.

Mr. GEJDENSON. Mr. Speaker, the
question is about choices: are we going
to give the policeman a choice of buy-
ing his family and kids new clothes for
school or having a decent diet, or is
somebody going to be able to extend
their European vacation going over on
the Concorde? Where is this House at?
Are we going to help people who have
to take care of kids and the basic needs
of a family, while the wealthiest Amer-
icans are trying to figure out whether
they can extend their trip to London
for the weekend?

Mr. LINDER. Mr. Speaker, I yield 1
minute to the gentleman from New
York [Mr. SOLOMON].
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Mr. SOLOMON. Mr. Speaker, it
shows that some people are watching
C–SPAN. I just got a call from one of
my constituents making $23,500. He
said he hears Members on the Demo-
crat side railing about the excise taxes
and the payroll taxes. He said, ‘‘Why
don’t you cut those, JERRY?’’ I said, I
will be glad to. Just let them make
these amendments in order, offer them
and we will accept them.

We want to cut everybody’s taxes, all
kinds of taxes, and that is why we have
got this bill. The gentleman from Mas-
sachusetts [Mr. MOAKLEY], the gentle-
woman from Connecticut [Ms.
DELAURO], the gentleman from Califor-
nia [Mr. MILLER], the gentleman from
Maryland [Mr. WYNN], the gentleman
from Massachusetts [Mr. FRANK], the
gentleman from Connecticut [Mr.
GEJDENSON], the gentleman from Or-
egon [Mr. DEFAZIO], all the bigger
spenders in the Congress, according to
the National Taxpayers Union.

I include the entire list of big spend-
ers for the RECORD.

NATIONAL TAXPAYERS UNION BIG SPENDERS
OF 1993

ALABAMA

Rep. Tom Bevill.
Rep. Robert E. Cramer.
Rep. Earl F. Hilliard.

ARIZONA

Rep. Karan English.
Rep. Ed Pastor.

ARKANSAS

Sen. Dale Bumpers.
Sen. David Pryor.
Rep. Ray Thornton.

CALIFORNIA

Sen. Barbara Boxer.
Sen. Dianne Feinstein.
Rep. Xavier Becerra.
Rep. Howard L. Berman.
Rep. George E. Brown.
Rep. Ronald V. Dellums.
Rep. Julian C. Dixon.
Rep. Don Edwards.
Rep. Anna G. Eshoo.
Rep. Sam Farr.
Rep. Vic Fazio.
Rep. Bob Filner.
Rep. Dan Hamburg.
Rep. Jane Harman.
Rep. Tom Lantos.
Rep. Matthew G. Martinez.
Rep. Robert T. Matsui.
Rep. George Miller.
Rep. Norman Y. Mineta.
Rep. Nancy Pelosi.
Rep. Lucille Roybal-Allard.
Rep. Pete Stark.
Rep. Esteban E. Torres.
Rep. Walter R. Tucker.
Rep. Maxine Waters.
Rep. Henry A. Waxman.
Rep. Lynn Woolsey.

COLORADO

Sen. Ben Nighthorse Campbell.
Rep. David E. Skaggs.

CONNECTICUT

Sen. Christopher J. Dodd.
Rep. Rosa DeLauro.
Rep. Sam Gejdenson.
Rep. Barbara B. Kennelly.

DELAWARE

Sen. Joseph R. Biden Jr.

FLORIDA

Sen. Bob Graham.
Rep. Jim Bacchus.
Rep. Corrine Brown.
Rep. Peter Deutsch.
Rep. Sam M. Gibbons.
Rep. Alcee L. Hastings.
Rep. Harry A. Johnston.
Rep. Carrie P. Meek.
Rep. Pete Peterson.
Rep. Karen L. Thurman.

GEORGIA

Rep. Sanford D. Bishop.
Rep. George Darden.
Rep. John Lewis.
Rep. Cynthia A. McKinney.

HAWAII

Sen. Daniel K. Akaka.
Sen. Daniel K. Inouye.
Rep. Neil Abercrombie.
Rep. Patsy T. Mink.

ILLINOIS

Sen. Carol Moseley-Braun.
Sen. Paul Simon.
Rep. Cardiss Collins.
Rep. Richard J. Durbin.
Rep. Lane Evans.
Rep. Luis V. Gutierrez.
Rep. Mel Reynolds.
Rep. Dan Rostenkowski.
Rep. Bobby L. Rush.
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Rep. George E. Sangmeister.
Rep. Sidney R. Yates.

INDIANA

Rep. Frank McCloskey.
Rep. Peter J. Visclosky.

IOWA

Sen. Tom Harkin.
Rep. Neal Smith.

KANSAS

Rep. Dan Glickman.
KENTUCKY

Sen. Wendell H. Ford.
Rep. Romano L. Mazzoli.

LOUISIANA

Sen. John B. Breaux.
Sen. J. Bennett Johnston.
Rep. Cleo Fields.
Rep. William J. Jefferson.

MAINE

Sen. George J. Mitchell.
Rep. Thomas H. Andrews.

MARYLAND

Sen. Barbara A. Mikulski.
Sen. Paul S. Sarbanes.
Rep. Benjamin L. Cardin.
Rep. Steny H. Hoyer.
Rep. Kweisi Mfume.
Rep. Albert R. Wynn.

MASSACHUSETTS

Sen. Edward M. Kennedy.
Sen. John Kerry.
Rep. Barney Frank.
Rep. Joseph P. Kennedy.
Rep. Edward J. Markey.
Rep. Joe Moakley.
Rep. Richard E. Neal.
Rep. John W. Olver.
Rep. Gerry E. Studds.

MICHIGAN

Sen. Carl Levin.
Sen. Donald W. Riegle Jr.
Rep. David E. Bonior.
Rep. Bob Carr.
Rep. Barbara-Rose Collins.
Rep. John Conyers.
Rep. John D. Dingell.
Rep. William D. Ford.
Rep. Dale E. Kildee.
Rep. Sander M. Levin.

MINNESOTA

Sen. Paul Wellstone.
Rep. James L. Oberstar.
Rep. Martin Olav Sabo.
Rep. Bruce F. Vento.

MISSISSIPPI

Rep. G.V. Montgomery.
Rep. Bennie Thompson.
Rep. Jamie L. Whitten.

MISSOURI

Rep. William L. Clay.
Rep. Richard A. Gephardt.
Rep. Ike Skelton.
Rep. Harold L. Volkmer.
Rep. Alan Wheat.

MONTANA

Sen. Max Baucus.
Rep. Pat Williams.

NEVADA

Sen. Harry Reid.
Rep. James Bilbray.

NEW JERSEY

Rep. Robert Menendez.
Rep. Donald M. Payne.
Rep. Robert G. Torricelli.

NEW MEXICO

Rep. Bill Richardson.

NEW YORK

Sen. Daniel Patrick Moynihan.
Rep. Gary L. Ackerman.

Rep. Eliot L. Engel.
Rep. Floyd H. Flake.
Rep. Maurice D. Hinchey.
Rep. George J. Hochbrueckner.
Rep. Nita M. Lowey.
Rep. Thomas J. Manton.
Rep. Michael R. McNulty.
Rep. Jerrold Nadler.
Rep. Major R. Owens.
Rep. Charles B. Rangel.
Rep. Charles E. Schumer.
Rep. Jose E. Serrano.
Rep. Louise M. Slaughter.
Rep. Edolphus Towns.
Rep. Nydia M. Velazquez.

NORTH CAROLINA

Rep. Eva Clayton
Rep. W.G. Hefner.
Rep. Stephen L. Neal.
Rep. David Price.
Rep. Charlie Rose.
Rep. Melvin Watt.

OHIO

Sen. John Glenn.
Sen. Howard M. Metzenbaum.
Rep. Douglas Applegate.
Rep. Sherrod Brown.
Rep. Tony P. Hall.
Rep. Tom Sawyer.
Rep. Louis Stokes.
Rep. Ted Strickland.

OKLAHOMA

Rep. Mike Synar.
OREGON

Rep. Elizabeth Furse.
Rep. Mike Kopetski.
Rep. Ron Wyden.

PENNSYLVANIA

Sen. Harris Wofford.
Rep. Lucien E. Blackwell.
Rep. Robert A. Borski.
Rep. William J. Coyne.
Rep. Thomas M. Foglietta.
Rep. Paul E. Kanjorski.
Rep. John P. Murtha.

RHODE ISLAND

Sen. Claiborne Pell.
Rep. Jack Reed.

SOUTH CAROLINA

Sen. Ernest F. Hollings.
Sen. James E. Clyburn.
Sen. Butler Derrick.
Rep. John M. Spratt.

SOUTH DAKOTA

Sen. Tom Daschle.
TENNESSEE

Sen. Harlan Mathews.
Sen. Jim Sasser.
Rep. Harold E. Ford.

TEXAS

Rep. Jack Brooks.
Rep. John Bryant.
Rep. Jim Chapman.
Rep. Ronald D. Coleman.
Rep. E. de la Garza.
Rep. Martin Frost.
Rep. Henry B. Gonzalez.
Rep. Gene Green.
Rep. Eddie Bernice Johnson.
Rep. Solomon P. Ortiz.
Rep. J.J. Pickle.
Rep. Frank Tejeda.
Rep. Craig Washington.
Rep. Charles Wilson.

VERMONT

Sen. Patrick J. Leahy.
Rep. Bernard Sanders.

VIRGINIA

Rep. Rick Boucher.
Rep. Leslie L. Byrne.
Rep. James P. Moran.
Rep. Robert C. Scott.

WASHINGTON

Sen. Patty Murray.
Rep. Norm Dicks.
Rep. Mike Kreidler.
Rep. Jim McDermott.
Rep. Al Swift.
Rep. Jolene Unsoeld.

WEST VIRGINIA

Sen. Robert C. Byrd.
Sen. John D. Rockefeller IV.
Rep. Alan B. Mollahan.
Rep. Nick J. Rahall.
Rep. Bob Wise.

WISCONSIN

Rep. Gerald D. Kleczka.
Rep. David R. Obey.
Mr. LINDER. Mr. Speaker, I yield 1

minute to the gentleman from Georgia
[Mr. NORWOOD].

Mr. NORWOOD. Mr. Speaker, I rise
to tell my friend from New Jersey, the
problem with that Georgia policeman
is that he most assuredly will receive
some tax relief on this, because you
have raised taxes so high over the last
20 years that I guarantee you his wife
is having to work, too. So when we
combine those incomes, that family
will indeed, and I remind you again
that 2.4 million teachers are going to
get some tax relief, 4.2 million mechan-
ics and repairmen and construction
workers are going to get some tax re-
lief. I know you call everybody rich
who has a job, but those are the people
who are paying into this Government,
and it is high time we let them have
some more of their own income be-
cause most assuredly they can spend it
much wiser than we do up here.

Mr. MOAKLEY. Mr. Speaker, I yield
21⁄2 minutes to the gentleman from New
Jersey [Mr. PALLONE].

Mr. PALLONE. Mr. Speaker, I want-
ed to enter into the RECORD the study
from the Citizens for Tax Justice that
shows just how many children are ex-
cluded from this tax credit and point
out that in the State of Georgia, the
previous speaker’s home State, the Re-
publican tax plan excludes 49 to 52 per-
cent of Georgia kids. The Citizens for
Tax Justice study says that the House
plan, the Republican plan, would ex-
clude 52 percent of Georgia’s children
and the Senate tax plan would exclude
49 percent of Georgia’s children. They
would not receive it, including that po-
lice officer.

Mr. Speaker, I yield to the gentleman
from Maine [Mr. ALLEN].

Mr. ALLEN. Mr. Speaker, I thank
the gentleman for yielding. I just want
to refer to a couple of other States
here, first my home State of Maine, the
Citizens for Tax Justice report indi-
cates that 45 percent of the children in
the State of Maine will not get the ben-
efit of this $500-per-child tax credit. A
little bit of that is because of age but
almost all of it is because of this in-
come floor.

The gentleman from South Dakota
who was speaking earlier should recog-
nize that the number for his State is
the same; 45 percent of the children in
that State will be ineligible for the
$500-per-child tax credit and it is the
same reason. The fact is that this tax
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credit, this tax bill is weighted very
heavily for the wealthiest people in
this society. It provides 41 percent of
its benefits to the top 1 percent of tax-
payers and those in lower tax brackets,
the lowest 20 percent, are expected to
pay maybe an additional $60 a year.
They do not get the benefits of this.

I agree with my friend from Florida
on one point he said; this is not about
protecting the poor. It is not. It is
about protecting hard-working middle-
income Americans and making sure
that they get the benefit, they get
some of the benefit of this tax bill, and
they are not getting it now.

Mr. PALLONE. Mr. Speaker, we have
a statistic here that just shows you
that the billionaire, Bill Gates, would
get capital gains and estate tax reduc-
tions and even a new IRA provision
that would let him take a $4,000 tax
break for educational expenses for his
kids, but that Georgia policeman mak-
ing $23,000 is denied a tax credit for his
kids.

Mr. Speaker, I yield to the gentle-
woman from Michigan [Ms. STABENOW].

Ms. STABENOW. Mr. Speaker, I
think it is important for people that
are watching today, it gets very con-
fusing when we are talking about a lot
of different statistics about where the
tax relief goes. The reality is that in
this, in the Republican proposal, we are
talking about the top 5 percent of
Americans who make $250,000 or more.
That is what we are talking about in
terms of where the bulk of the tax re-
lief goes.

Mr. LINDER. Mr. Speaker, I yield 2
minutes to the gentleman from Califor-
nia [Mr. DREIER].

Mr. DREIER. Mr. Speaker, I thank
my friend from Atlanta for yielding me
the time.

Mr. Speaker, I want to say that this
has become a very, very sad time for
me, having worked since the beginning
of this Congress and actually in many
previous Congresses on this issue of the
capital gains tax cut. I have about 165
Democrats and Republicans who joined
as cosponsors of H.R. 14.

The gentleman from Florida [Mr.
SCARBOROUGH] has been one of our
great fighters on behalf of reducing the
top rate on capital gains, knowing full
well that it is not a tax cut for the
rich. We have been able to successfully
throw that us-versus-them class war-
fare mentality out throughout the de-
bate on capital gains. We got the Presi-
dent in the agreement to acknowledge
that reducing the top rate on capital
gains will in fact benefit the middle-in-
come wage earner. In fact a study that
we did found that the average family of
four, if we were to get to a 14-or 15-per-
cent rate, would see their take-home
pay increase by $1,500. Those are the
ones who benefit from things like a
capital gains tax rate reduction. Yes,
there are people today in this country
who are unemployed and we need to get
capital invested so that we can create
job opportunities for them.

So the reason this is a sad day is that
many of my Democratic colleagues

who have joined as cosponsors of H.R.
14 have unfortunately now been drawn
in by their party to this trap of saying
that this is simply a tax cut for the
rich. Nothing could be further from the
truth. We will hear it time and time
again that 76 percent of the benefits go
to people earning between $20,000 and
$75,000. Ninety-three percent of the
benefits go to people with incomes of
less than $100,000.

So the fact is, we are there trying
desperately to help those struggling
middle-income wage earners create
greater opportunities, improve their
quality of life, and things like a capital
gains tax rate reduction will do just
that. So I just want to say that it sad-
dens me that we have seen the debate
come down to this level.

Mr. MOAKLEY. Mr. Speaker, I yield
the balance of my time to the gen-
tleman from Maine [Mr. BALDACCI].

Mr. BALDACCI. Mr. Speaker, we
have been down this road before, where
we were offered trickle-down tax cuts
in the 1980’s, that benefited the very
well to do and did not get down to
working men and women and those
families. Those incomes have been
stagnant. They have not gotten any re-
wards for their work. Their tax rates
and tax burdens have increased. What
we need to do is to better focus the tax
breaks on working men and women, as
the Democratic substitute has done,
and not to allow trickle-down to hap-
pen again. All that happened with
trickle-down is the heavy lifting was
done by the working men and women
and the people who are trying to pro-
vide for their families at the expense of
those who were getting heavy from
their lifting.

If we are going to reform welfare, if
we are going to reward work, we are
going to need to make sure that work-
ing men and women have the opportu-
nities of tax credits for education, tax
credits for health care, to make sure
that they can provide for their families
and not go down through the trickle-
down economic theories that we went
through in the early 1980’s.

They got nothing but debt and deficit
and that left people out of work or at
very low incomes. So I think the im-
portant thing to do is to not support
the rule and to not support the pro-
posal that has been put forward.

Mr. LINDER. Mr. Speaker, I yield
myself the balance of my time.

The people watching this on C–SPAN
must be thoroughly confused by now,
because according to the comments
from the other side, virtually every-
body in America is wealthy. They have
been quoting all day Citizens for Tax
Justice, a so-called nonpartisan think
tank which is in fact connected to
Ralph Nader. The American people
ought to know that.

The fact of the matter is the Herit-
age Foundation and other studies such
as the Tax Foundation have said that
the Republican plan covers 11 more, 11
million, the Republican plan covers 11
million more children than the Presi-

dent’s plan. Indeed, the gentleman
from California [Mr. MILLER] has been
concerned about the children being ex-
cluded. The Republican plan in his own
district covers 24,735 more children
than the President’s plan.

The President and the Treasury De-
partment have been simply unfair to
this debate because they recalculated
wealth. And in fact they included in
your income to consider how wealthy
you are such items as employer costs
such as payroll taxes, fringe benefits,
and pensions. Their proposal says that
those people must consider that as
their income, even though they do not
get it, and goes so far as to say that if
they could rent their home out, the
home they are living in and buying,
that 10,000 a year must be considered
income also.

Under their calculation of income
and who is wealthy, 2.4 million elemen-
tary and high school teachers, over
half of the teachers in this Nation are
considered under their standards rich; 1
out of every 10 union members, 1.7 mil-
lion of them, under their standards are
rich; 8.1 million Federal, State, and
local government workers under their
measurement are rich. The honest de-
duction is this, the Joint Committee
on Taxation has made it very clear, 93
percent of the benefits go to families
with incomes under $100,000. Indeed the
largest part of this package is the child
tax credit, the single largest part of
the benefit is the child tax credit and
that is capped at $110,000 for couples
also and $55,000 for singles. So this is a
fair plan. It is fair for all.

For the rest of this day, those of you
watching this debate are going to hear
the same class warfare, the same argu-
ment that the rich are benefiting when
in fact the Joint Committee on Tax-
ation makes it clear that 76 percent
goes to people with family incomes less
than $75,000 a year. They are going to
be very surprised to discover how
wealthy they are tonight.

But when we pass this we will have
for the first time in 16 years provided
decent, honest, and across-the-board
tax relief for all Americans at every
stage in life.

Mr. Speaker, I move the previous
question on the resolution.

The previous question was ordered.
Mr. LINDER. Mr. Speaker, I ask

unanimous consent that if an elec-
tronic vote on House Concurrent Reso-
lution 108 occurs immediately after an
electronic vote on another question,
then the minimum time for that elec-
tronic vote on agreeing to the concur-
rent resolution may be 5 minutes.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Georgia?

There was no objection.
GENERAL LEAVE

Mr. MOAKLEY. Mr. Speaker, I ask
unanimous consent that all Members
may have 5 legislative days to extend
their remarks during the debate on
House Resolution 176.
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The SPEAKER pro tempore. Is there

objection to the request of the gen-
tleman from Massachusetts?

There was no objection.
Mr. MOAKLEY. Mr. Speaker, I in-

clude for the RECORD the following:
METHODOLOGY PROBLEMS AND MULTIBILLION

DOLLAR ERRORS PRODUCE LARGE DISTOR-
TIONS IN TAXPAYERS UNION RATINGS

The tally of Congressional voting records
which the National Taxpayers Union Foun-
dation released today is marred by flawed
methodology and multi-billion dollar errors,
according to a Center on Budget and Policy
Priorities analysis of the NTUF tally.

The deficiencies in the NTUF analysis are
sufficiently serious as to make its tally of
little value, the Center said. The Center also
reported that NTUF’s mistakes and meth-
odological errors tend to have a greater ad-
verse effect on members of the minority
party than on members of the majority
party and that some of its interpretations of
its vote tally appear to be marked by par-
tisan leanings.

ENTITLEMENT TREATMENT MAKES MANY WHO
VOTED TO REDUCE SPENDING LOOK LIKE THEY
VOTED TO INCREASE SPENDING

The NTUF tallies are dominated by enti-
tlement spending. But the NTUF entitle-
ment spending figures are flawed. Most nota-
bly, the cost of federal entitlement programs
will automatically rise $54.5 billion between
FY 1995 and FY 1996 because of such factors
as the annual cost-of-living adjustment in
Social Security, veterans, and other benefits,
the increase in the number of Americans
reaching age 65 and qualifying for Social Se-
curity and Medicare, and normal year-to-
year increases in doctor and hospital fees.
NTUF charges all Members of Congress with
voting to increase entitlement spending by
this $54.5 billion, although no such votes oc-
curred. This distorts the NTUF tallies.

One hundred fifty-one of the 172 House
Democrats, the one House independent, and
the one House Republican who NTUF says
voted to increase spending in 1995—as well as
all 28 Senate Democrats and the one Senate
Republican who NTUF said voted to raise
spending—should have been tallied as voting
to decrease spending. These are the members
whom the NTUF rating shows as voting to
increase spending but by less than $54.5 bil-
lion. When the automatic increases that oc-
curred without any vote and that were due
to factors such as the Social Security COLA
are put to the side, these members voted to
lower spending.

Most citizens who hear about the NTUF
tally will assume these members voted to
make programs more costly than they would
otherwise be. Few will understand that
NTUF is charging these members with vot-
ing to increase spending merely because the
member did not vote to cancel Social Secu-
rity cost-of-living adjustments, deny Medi-
care benefits to those newly turning 65, or
make cuts yielding equivalent savings.

NTUF EXAGGERATES SIZE OF SOME SPENDING
CUTS

Those members whom NTUF shows as vot-
ing to reduce spending would be given credit
for reducing spending by a larger amount if
this $54.4 billion in automatic entitlement
spending were not counted against them. At
the same time, NTUF gives many of these
same members more credit than they are due
for reducing spending in other areas because
of mistakes in counting votes for various
bills the House and Senate passed.

When a member voted both for an author-
ization bill and an appropriations bill that
cover the same programs, NTUF is supposed
to make an adjustment to avoid a double-

count. But it sometimes neglects to do so. It
incorrectly gives members who voted for the
Amtrak reauthorization bill and the trans-
portation appropriations bill credit twice for
the same Amtrak cuts. This also is true of
cuts in the Interstate Commerce Commis-
sion.

NTUF also overstates the cuts in the FY
1996 agriculture appropriations bill by $5 bil-
lion due to an error involving farm price sup-
ports.

Still other problems in NTUF’s methodol-
ogy stem from the fact that NTUF counts
votes for authorization bills for discre-
tionary programs as votes to increase or de-
crease spending even though authorization
bills do not cause discretionary spending to
increase or decrease. Only the discretionary
spending caps and appropriations bills do
that.

LARGEST DEFICIT REDUCTION PLAN NOT GIVEN
APPROPRIATE CREDIT

While NTUF sometimes presents its vote
tally as a measure of fiscal responsibility,
this is not accurate. NTUF ignores many
votes to reduce or increase the deficit.

NTUF does not count votes to increase or
decrease government subsidies that are pro-
vided through the tax code, which many ex-
perts, the General Accounting Office, the
Joint Tax Committee, and individuals such
as Alan Greenspan call ‘‘tax expenditures.’’
If a member votes to cut health programs to
fund a corporate tax subsidy without reduc-
ing the deficit, NTUF rates the member as
voting to cut spending. A member who votes
against such a measure does less well in the
NTUF rankings.

This approach adversely affects the
rankings of a substantial number of House
and Senate members who voted for the ‘‘Coa-
lition’’ budget. The Coalition budget, devel-
oped by a group of House Democrats, reduced
the deficit more than the Republican rec-
onciliation bill. While the Republican plan
cut programs more, it also contained large
tax cuts, including expansion of a number of
corporate and individual tax expenditures.
By contract, the Coalition budget contained
no tax cuts and reduced some tax expendi-
tures. Although the Coalition budget reduced
the deficit more, members voting for it fare
less well in the NTUF rankings than mem-
bers voting for the Republican budget.

Particularly serious is NTUF’s
mischaracterization of ‘‘Blue Dog’’ Demo-
crats who supported the Coalition budget as
being opponents of cuts in discretionary
spending. Many House members voted
against various appropriations bills that
would cut discretionary spending because of
‘‘riders’’ attached to these bills that would
weaken environmental protection and health
and safety standards—or because the mem-
bers disagreed with where the discretionary
spending cuts were being made—not because
the members opposed cutting discretionary
spending.

In fact, a number of members who voted
against various appropriations bills voted for
the Coalition budget, which contained bind-
ing discretionary spending caps that would
force more than $300 billion in discretionary
spending reductions over seven years. NTUF
fails to count votes to lower the binding dis-
cretionary spending caps as votes to cut
spending, an egregious error. This affects all
members who voted for budgets that would
reduce the caps.
NTUF’S REMARKABLE SCORING OF VOICE VOTES

NTUF ‘‘scores’’ a number of voice votes,
even though not all members may have been
in favor of the measure in question. In this
area, NTUF has altered its methodology
since 1994.

Even members who were out of town and
missed the vote altogether are scored as hav-

ing voted to increase or reduce spending on
voice votes.

The NTUF methodology on these voice
votes has a more damaging effect on Demo-
crats than on Republicans. NTUF scores
voice votes on amendments to some bills. If
the members voted for final passage of the
bill, NTUF then cancels out the voice vote.
But if the member voted against final pas-
sage, NTUF leaves the voice vote in its tally.
If you are in the minority, you are more
likely to be charged with the cost of voice
vote amendments that add spending, as most
of the amendments that NTUF counts did,
since you are more likely not to vote for
final passage of the bill.

NTUF’s use of voice votes is different now
than it was in 1994. At that time, it did not
score voice votes on amendments.

The Center on Budget and Policy Priorities
is a nonpartisan research organization and
policy institute that conducts research and
analysis on a range of government policies
and programs, and specializes in issues relat-
ed to fiscal policy. Is is supported primarily
by foundation grants.

PARLIAMENTARY INQUIRIES

Mr. LINDER. Mr. Speaker, I have a
parliamentary inquiry.

The SPEAKER pro tempore. The gen-
tleman will state it.

Mr. LINDER. Mr. Speaker, if those
extensions of remarks on this debate
are admitted to the Record, must they
be on the subject which is the resolu-
tion under consideration, or can they
be on the tax bill?

The SPEAKER pro tempore. It would
be on this subject.

Mr. LINDER. They must be on this
subject, or they would be out of order?

The SPEAKER pro tempore. The re-
quest specified that it covered the sub-
ject of the resolution.

Mr. LINDER. On the subject of the
resolution.

Mr. WISE. Mr. Speaker, I have a par-
liamentary inquiry.

The SPEAKER pro tempore. The gen-
tleman will state it.

Mr. WISE. Mr. Speaker, is that say-
ing that anyone submitting remarks in
the context that they have been offered
during the last hour would not be per-
mitted or that someone would be try-
ing to censor them in order to get them
into the RECORD?

The SPEAKER pro tempore. The
issue before the House is on the propri-
ety of the resolution making in orders
a fourth of July recess beginning
today. Under House rules, any remarks
that are relevant to the rubric of that
resolution would be in order and would
come within the unanimous-consent re-
quest and printed in distinctive style.

The SPEAKER pro tempore. The
question is on the resolution.

The question was taken; and the
Speaker pro tempore announced that
the ayes appeared to have it.

Mr. MOAKLEY. Mr. Speaker, I object
to the vote on the ground that a
quorum is not present and make the
point of order that a quorum is not
present.

The SPEAKER pro tempore. Evi-
dently a quorum is not present.

The Sergeant at Arms will notify ab-
sent Members.

The vote was taken by electronic de-
vice, and there were—yeas 230, nays
194, not voting 10, as follows:
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[Roll No. 242]

YEAS—230

Aderholt
Archer
Armey
Bachus
Baker
Ballenger
Barr
Barrett (NE)
Bartlett
Barton
Bass
Bateman
Bereuter
Bilbray
Bilirakis
Bliley
Blumenauer
Blunt
Boehlert
Boehner
Bonilla
Bono
Boswell
Brady
Bryant
Bunning
Burr
Burton
Buyer
Callahan
Calvert
Camp
Campbell
Canady
Cannon
Chabot
Chambliss
Chenoweth
Christensen
Coble
Coburn
Collins
Combest
Cook
Cooksey
Crane
Crapo
Cunningham
Davis (VA)
Deal
DeLay
Diaz-Balart
Dickey
Dixon
Doolittle
Dreier
Duncan
Dunn
Ehlers
Ehrlich
Emerson
English
Ensign
Everett
Ewing
Fawell
Foley
Forbes
Fowler
Fox
Franks (NJ)
Frelinghuysen
Gallegly
Ganske
Gekas
Gibbons
Gilchrest

Gillmor
Gilman
Goodlatte
Goodling
Goss
Graham
Granger
Greenwood
Gutknecht
Hansen
Hastert
Hastings (WA)
Hayworth
Hefley
Herger
Hill
Hilleary
Hobson
Hoekstra
Horn
Hostettler
Houghton
Hulshof
Hunter
Hutchinson
Hyde
Inglis
Istook
Jenkins
Johnson (CT)
Johnson, Sam
Jones
Kelly
Kim
King (NY)
Kingston
Klink
Klug
Knollenberg
Kolbe
LaHood
Largent
Latham
LaTourette
Lazio
Leach
Lewis (CA)
Lewis (KY)
Linder
Livingston
LoBiondo
Lucas
Manzullo
McCarthy (NY)
McCollum
McCrery
McDade
McHugh
McInnis
McIntosh
McKeon
Metcalf
Mica
Miller (FL)
Molinari
Moran (KS)
Morella
Murtha
Myrick
Nethercutt
Neumann
Ney
Northup
Norwood
Nussle
Oxley
Packard

Pappas
Parker
Pastor
Paul
Paxon
Pease
Peterson (PA)
Petri
Pickering
Pitts
Pombo
Porter
Portman
Pryce (OH)
Quinn
Radanovich
Ramstad
Redmond
Regula
Riggs
Riley
Rogan
Rogers
Rohrabacher
Ros-Lehtinen
Roukema
Royce
Ryun
Salmon
Sanford
Saxton
Scarborough
Schaefer, Dan
Schaffer, Bob
Sensenbrenner
Sessions
Shadegg
Shaw
Shays
Shimkus
Shuster
Skeen
Smith (MI)
Smith (NJ)
Smith (OR)
Smith (TX)
Smith, Linda
Snowbarger
Solomon
Souder
Spence
Stearns
Stump
Sununu
Talent
Tauzin
Taylor (NC)
Thomas
Thornberry
Thune
Tiahrt
Traficant
Upton
Walsh
Wamp
Watkins
Watts (OK)
Weldon (FL)
Weldon (PA)
Weller
White
Whitfield
Wicker
Wolf
Young (AK)
Young (FL)

NAYS—194

Abercrombie
Ackerman
Allen
Andrews
Baesler
Baldacci
Barcia
Barrett (WI)
Becerra
Berman
Berry
Bishop
Blagojevich
Bonior
Borski
Boucher
Boyd

Brown (CA)
Brown (FL)
Brown (OH)
Capps
Cardin
Carson
Clay
Clayton
Clement
Clyburn
Condit
Conyers
Costello
Coyne
Cramer
Cummings
Danner

Davis (FL)
Davis (IL)
DeFazio
DeGette
Delahunt
DeLauro
Dellums
Deutsch
Dicks
Dingell
Doggett
Dooley
Doyle
Edwards
Engel
Eshoo
Etheridge

Evans
Farr
Fattah
Fazio
Filner
Foglietta
Ford
Frank (MA)
Frost
Furse
Gejdenson
Gephardt
Goode
Gordon
Green
Gutierrez
Hall (OH)
Hall (TX)
Hamilton
Harman
Hastings (FL)
Hefner
Hilliard
Hinchey
Hinojosa
Holden
Hooley
Hoyer
Jackson (IL)
Jackson-Lee

(TX)
Jefferson
John
Johnson (WI)
Johnson, E. B.
Kanjorski
Kaptur
Kennedy (MA)
Kennedy (RI)
Kennelly
Kildee
Kilpatrick
Kind (WI)
Kleczka
Kucinich
LaFalce
Lampson
Lantos
Levin

Lewis (GA)
Lipinski
Lofgren
Lowey
Luther
Maloney (CT)
Maloney (NY)
Manton
Markey
Martinez
Mascara
Matsui
McCarthy (MO)
McDermott
McGovern
McHale
McIntyre
McKinney
McNulty
Meehan
Meek
Menendez
Millender-

McDonald
Miller (CA)
Minge
Mink
Moakley
Mollohan
Moran (VA)
Nadler
Neal
Oberstar
Obey
Olver
Ortiz
Pallone
Pascrell
Payne
Pelosi
Peterson (MN)
Pickett
Pomeroy
Poshard
Price (NC)
Rahall
Rangel
Reyes
Rivers

Rodriguez
Roemer
Rothman
Roybal-Allard
Sabo
Sanchez
Sanders
Sandlin
Sawyer
Schumer
Scott
Serrano
Sherman
Sisisky
Skaggs
Skelton
Slaughter
Smith, Adam
Snyder
Spratt
Stabenow
Stark
Stenholm
Stokes
Strickland
Stupak
Tanner
Tauscher
Taylor (MS)
Thompson
Thurman
Tierney
Torres
Towns
Turner
Velazquez
Vento
Visclosky
Waters
Watt (NC)
Waxman
Wexler
Weygand
Wise
Woolsey
Wynn
Yates

NOT VOTING—10

Bentsen
Castle
Cox
Cubin

Flake
Gonzalez
Kasich
Owens

Rush
Schiff

b 1149

Mrs. ROUKEMA and Mr. MCINTOSH
changed their vote from ‘‘nay’’ to
‘‘yea.’’

So the resolution was agreed to.
The result of the vote was announced

as above recorded.
A motion to reconsider was laid on

the table.
f

PROVIDING FOR ADJOURNMENT
OF THE HOUSE FROM THURS-
DAY, JUNE 26, 1997, TO TUESDAY,
JULY 8, 1997, AND RECESS OR AD-
JOURNMENT OF THE SENATE
FROM THURSDAY, JUNE 26, 1997,
OR THEREAFTER, TO MONDAY,
JULY 7, 1997

Mr. SOLOMON. Mr. Speaker, I offer a
privileged concurrent resolution (H.
Con. Res. 108) and ask for its imme-
diate consideration.

The Clerk read the concurrent reso-
lution, as follows:

H. CON. RES. 108
Resolved by the House of Representatives (the

Senate concurring), That when the House ad-
journs on the legislative day of Thursday,
June 26, 1997, it stand adjourned until 12:30
p.m. on Tuesday, July 8, 1997, or until noon
on the second day after Members are notified
to reassemble pursuant to section 2 of this
concurrent resolution, whichever occurs
first; and that when the Senate recesses or

adjourns at the close of business on Thurs-
day, June 26, 1997, Friday, June 27, 1997, Sat-
urday, June 28, 1997, or Sunday, June 29, 1997,
pursuant to a motion made by the Majority
Leader, or his designee, in accordance with
this concurrent resolution, it stand recessed
or adjourned until noon on Monday, July 7,
1997, or such time on that day as may be
specified by the Majority Leader or his des-
ignee in the motion to recess or adjourn, or
until noon on the second day after members
are notified to reassemble pursuant to sec-
tion 2 of this concurrent resolution, which-
ever occurs first.

SEC. 2. The Speaker of the House and the
Majority Leader of the Senate, acting jointly
after consultation with the Minority Leader
of the House and the Minority Leader of the
Senate, shall notify the Members of the
House and the Senate, respectively, to reas-
semble whenever, in their opinion, the public
interest shall warrant it.

The concurrent resolution was agreed
to.

A motion to reconsider was laid on
the table.

f

SUPREME COURT LETS LINE-ITEM
VETO LAW STAND

(Mr. SOLOMON asked and was given
permission to address the House for 1
minute and to revise and extend his re-
marks and include extraneous mate-
rial.)

Mr. SOLOMON. Mr. Speaker, I sub-
mit for the RECORD the entire text of
the Supreme Court decision throwing
out the challenge to the line-item veto
by a vote of 7 to 2.

SUPREME COURT LETS LINE-ITEM VETO LAW
STAND

JUSTICES RULE SENATORS LACKED STANDING TO
CHALLENGE THE LAW

WASHINGTON (AllPolitcs, June 26).—In a
victory for line-item veto supporters, the Su-
preme Court ruled today that a group of sen-
ators who challenged the law did not have
legal standing to do so. The law will likely
face a second constitutional review, but for
now it stands.

The line-item veto, approved by Congress
in March 1996, allows the president to strike
individual spending items from larger meas-
ures.

A group of congressional lawmakers, led by
Sen. Robert Byrd of West Virginia, opposed
the law and sued the Clinton Administration
on grounds that the law usurped congres-
sional authority to write the nation’s laws.

‘‘After Congress, made up of 535 individ-
uals, passes a law and sends it to the presi-
dent, he signs it into law,’’ Byrd said. The
line-item veto ‘‘would allow him to change
that law unilaterally and that’s not con-
stitutional, that’s not right, that’s wrong,’’
he said.

But with today’s decision, the Supreme
Court decided the lawmakers lacked the
standing to file such a suit. The case is
Raines vs, Byrd, 96–1671.

It’s usually risky to read too much into
the justices’ questions during oral argument.
But when the case was heard, some of them
wondered out loud whether lawmakers on
the losing side had standing to sue, or wheth-
er someone affected by an actual exercise of
the line-item veto would have to claim an in-
jury for the case to move forward. So far,
Clinton has yet to exercise the new power,
because no spending bills have reached him
yet.

‘‘Practically, it is a majority of Congress
that has caused this injury, not the presi-
dent,’’ Justice Ruth Bader Ginsburg said dur-
ing oral arguments. ‘‘They are only injured
by their own folly.’’
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The high court had agreed to rule on a

fast-track basis. But justices did not address
the underlying constitutional issue of the
transfer of power from the legislative to ex-
ecutive branch, since the justices’ decision
solely addressed whether the lawmakers
could legally challenge the measure.

In early April, U.S. District Court Judge
Thomas Penfield Jackson ruled that the
line-item veto law violates the Constitu-
tion’s separation of powers, which gives Con-
gress the power to tax and spend.

‘‘Where the president signs a bill but then
purports to cancel parts of it, he exceeds his
constitutional authority and prevents both
houses of Congress from participating in the
exercise of lawmaking authority,’’ Jackson
wrote. ‘‘Never before has Congress attempted
to give away the power to shape the content
of a statute of the United States, as the Act
purports to do . . . Congress has turned the
constitutional division of responsibilities for
legislating on its head.’’

FREDERICK D. RAINES, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET, ET AL., APPEL-
LANTS V. ROBERT C. BYRD ET AL., NO. 96–
1671, SUPREME COURT OF THE UNITED
STATES, 1997 U.S. LEXIS 4040, MAY 27, 1997,
ARGUED, JUNE 26, 1997, DECIDED

PRIOR HISTORY: ON APPEAL FROM THE UNITED
STATES DISTRICT COURT FOR THE DISTRICT OF
COLUMBIA.
Syllabus: Appellees, Members of the 104th

Congress, voted ‘‘nay’’ when Congress passed
the Line Item Veto Act (Act), which gives
the President the authority to cancel certain
spending and tax benefit measures after he
has signed them into law. The day after the
Act went into effect, they filed suit against
appellants, Executive Branch officials, chal-
lenging the Act’s constitutionality. The Dis-
trict Court denied appellants’ motion to dis-
miss, finding that appellees’ claim that the
Act diluted their Article I voting power was
sufficient to confer Article III standing; and
that their claim was ripe, even though the
President had not yet used the Act’s can-
cellation authority, because they found
themselves in a position of [*2] unantici-
pated and unwelcome subservience to the
President before and after their votes on ap-
propriations bills. The court then granted
appellees summary judgment, holding that
the Act violated the Presentment Clause,
Art. I, § 7, cl. 2, and constituted an unconsti-
tutional delegation of legislative power to
the President.

Held: Appellees lack standing to bring this
suit. Pp. 6–19.

(a) The federal courts have jurisdiction
over this dispute only if it is case or con-
troversy. Art. III, § 2. In order to meet the
standing element of the case-of-controversy
requirement, appellees must allege a per-
sonal injury that is particularized, concrete,
and otherwise judicially cognizable. Lujan v.
Defenders of Wildlife, 504 U.S. 555, 561; Allen v.
Wright, 468 U.S. 737, 751. This Court insists on
strict compliance with the jurisdictional
standing requirement, see, e.g., id., at 752,
and its standing inquiry is especially rigor-
ous when reaching the merits of a dispute
would force it to decide the constitutionality
of an action taken by one of the other two
branches of the Federal Government. Pp. 6–
8.

(b) This Court has never had occasion to
rule on [*3] the legislative standing question
presented here. Appellees are not helped by
Powell v. McCormack, 395 U.S. 486, 496, 512–514,
in which the Court held that a Congress-
man’s challenge to the constitutionality of
his exclusion from the House of Representa-
tives presented an Article III case or con-
troversy. Appellees have not been singled out
for specially unfavorable treatment as op-

posed to other Members of their respective
bodies, but claim that the Act causes a type
of institutional injury which damages all
Members of Congress equally. And their
claim is based on a loss of political power,
not loss of something to which they are per-
sonally entitled, such as their seats as Mem-
bers of Congress after their constituents
elected them. Pp. 8–10.

(c) Appellees’ claim also does not fall with-
in the Court’s holding in Coleman v. Miller,
307 U.S. 433, the one case in which standing
has been upheld for legislators claiming an
institutional injury. There, the Court held
that state legislators who had been locked in
a tie vote that would have defeated the
State’s ratification of a proposed federal
constitutional amendment, and who alleged
that their votes were nullified when [*4] the
Lieutenant Governor broke the tie by cast-
ing his vote for ratification, had ‘‘a plain, di-
rect and adequate interest in maintaining
the effectiveness of their votes.’’ Id., at 438.
In contrast, appellees have not alleged that
they voted for a specific bill, that there were
sufficient votes to pass the bill, and that the
bill was nonetheless deemed defeated. In the
vote on the Act, their votes were given full
effect; they simply lost that vote. To uphold
standing here would require a drastic exten-
sion of Coleman, even accepting appellees’
argument that the Act has changed the
‘‘meaning’’ and ‘‘effectiveness’’ of their vote
on appropriations bills, for there is a vast
difference between the level of vote nullifica-
tion at issue in Coleman and the abstract di-
lution of institutional power appellees al-
lege. Pp. 10–14.

(d) Historical practice cuts against appel-
lees’ position as well. Several episodes in our
history show that in analogous confronta-
tions between one or both Houses of Con-
gress and the Executive Branch, no suit was
brought on the basis of claimed injury to of-
ficial authority or power. If appellees’ claim
were sustained, presumably several Presi-
dents would have had [*5] standing to chal-
lenge the Tenure of Office Act, which pre-
vented the removal of a presidential ap-
pointee without Congress’ consent; the At-
torney General could have challenged the
one-House veto provision because it rendered
his authority provisional rather than final;
President Ford could have challenged the
Federal Election Campaign Act’s appoint-
ment provisions which were struck down in
Buckley v. Valeo, 424 U.S. 1; and a Member of
Congress could have challenged the validity
of President Collidge’s pocket veto that was
sustained in The Pocket Veto Case, 279 U.S.
655. While a system granting such standing
would not be irrational, our Constitution’s
regime contemplates a more restrictive role
for Article III courts. See United States v.
Richardson, 418 U.S. 166, 192 (Powell, J., con-
curring). Pp. 14–18.

(e) Some importance must be attached to
the fact that appellees have not been author-
ized to represent their respective Houses in
this action, and indeed both Houses actively
oppose their suit. In addition, the conclusion
reached here neither deprives Members of
Congress of an adequate remedy—since they
may repeal the Act or exempt appropriations
bills from [*6] its reach—nor forecloses the
Act from constitutional challenge by some-
one who suffers judicially cognizable injury
resulting from it P. 18.

956 F. Supp. 25, vacated and remanded.
Judges: Rehnquist, C. J., delivered the

opinion of the Court, in which O’Connor,
Scalia, Kennedy, Thomas, and Ginsburg, JJ.,
joined. Souter, J., filed an opinion concur-
ring in the judgment, in which Ginsburg, J.,
joined. Stevens, J., and Breyer, J., filed dis-
senting opinions.

Opinion By: Rehnquist.
Opinion: Chief Justice Rehnquist delivered

the opinion of the Court.*

*Justice Ginsburg joins this opinion.
The District Court for the District of Co-

lumbia declared the Line Item Veto Act un-
constitutional. On this direct appeal, we hold
that appellees lack standing to bring this
suit, and therefore direct that the judgment
of the District Court be vacated and the
complaint dismissed.

I
The appellees are six Members of Congress,

four of whom served as Senators and two of
whom served as Congressmen in the 104th
Congress (1995–1996).1 On March [*7] 27, 1996,
the Senate passed a bill entitled the Line
Item Veto Act by a vote of 69–31. All four ap-
pellee Senators voted ‘‘nay.’’ 142 Cong. Rec.
S2995. The next day, the House of Represent-
atives passed the identical bill by a vote of
232–177. Both appellee Congressmen voted
‘‘nay.’’ Id., at H2986. On April 4, 1996, the
President signed the Line Item Veto Act
(Act) into law. Pub. L. 104–130, 110 Stat. 1200,
codified at 2 U.S.C.A. § 691 et seq. (Supp. 1997).
The Act went into effect on January 1, 1997.
See Pub. L. 104–130, § 5. The next day, appel-
lees filed a complaint in the District Court
for the District of Columbia against the two
appellants, the Secretary of the Treasury
and the Director of the Office of Manage-
ment and Budget, alleging that the Act was
unconstitutional. [*8]

The provisions of the Line Item Veto Act
do not use the term ‘‘veto.’’ Instead, the
President is given the authority to ‘‘cancel’’
certain spending and tax benefit measures
after he has signed them into law. Specifi-
cally, the Act provides:

‘‘The President may, with respect to any
bill or joint resolution that has been signed
into law pursuant to Article I, section 7, of
the Constitution of the United States, cancel
in whole—(1) any dollar amount of discre-
tionary budget authority; (2) any item of
new direct spending; or (3) any limited tax
benefit; if the President—

‘‘(A) determines that such cancellation
will—(i) reduce the Federal budget deficit;
(ii) not impair any essential Government
functions; and (iii) not harm the national in-
terest; and

‘‘(B) notifies the Congress of such cancella-
tion by transmitting a special message . . .
within five calendar days (excluding Sun-
days) after the enactment of the law [to
which the cancellation applies].’’ § 691(a)
(some indentations omitted).

The President’s ‘‘cancellation’’ under the
Act takes effect when the ‘‘special message’’
notifying Congress of the cancellation is re-
ceived in the House and Senate. With respect
to dollar amounts [*9] of ‘‘discretionary
budget authority,’’ a cancellation means ‘‘to
rescind.’’ § 691e(4)(A). With respect to ‘‘new
direct spending’’ items or ‘‘limited tax bene-
fits,’’ a cancellation means that the relevant
legal provision, legal obligation, or budget
authority is ‘‘prevented . . . from having
legal force or effect.’’ §§ 691e(4)(B), (C).

The Act establishes expedited procedures
in both Houses for the consideration of ‘‘dis-
approval bills,’’ § 691d, bills or joint resolu-
tions which, if enacted into law by the famil-
iar procedures set out in Article I, § 7 of the
Constitution, would render the President’s
cancellation ‘‘null and void,’’ § 691b(a). ‘‘Dis-
approval bills’’ may only be one sentence
long and must read as follows after the en-
acting clause: ‘‘That Congress disapproves of
cancellations lll as transmitted by the
President in a special message on lll re-
garding lll’’ § 691e(6)(C). (The blank spaces
correspond to the cancellation reference
numbers as set out in the special message,
the date of the President’s special message,
and the public law number to which the spe-
cial message relates, respectively. Ibid.)

The Act provides that ‘‘any Member of
Congress or any individual adversely [*10] af-
fected by [this Act] may bring an action, in
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the United States District Court for the Dis-
trict of Columbia, for declaratory judgment
and injunctive relief on the ground that any
provision of this part violates the Constitu-
tion.’’ § 692(a)(1). Appellees brought suit
under this provision, claiming that ‘‘the Act
violates Article I’’ of the Constitution. Com-
plaint P17. Specifically, they alleged that
the Act ‘‘unconstitutionally expands the
President’s power,’’ and ‘‘violates the re-
quirements of bicameral passage and pre-
sentiment by granting to the President, act-
ing alone, the authority to ‘cancel’ and thus
repeal provisions of federal law.’’ Ibid. They
alleged that the act injured them ‘‘directly
and concretely . . . in their official capac-
ities’’ in three ways:

‘‘The Act . . . (a) alters the legal and prac-
tical effect of all votes they may cast on
bills containing such separately vetoable
items, (b) divests the [appellees] of their con-
stitutional role in the repeal of legislation,
and (c) alters the constitutional balance of
powers between the Legislative and Execu-
tive Branches, both with respect to measures
containing separately vetoable items and
with respect to other matters [*11] coming
before Congress.’’ Id., P14.

Appellants moved to dismiss for lack of ju-
risdiction, claiming (among other things)
that appellees lacked standing to sue and
that their claim was not ripe. Both sides also
filed motions for summary judgment on the
merits. On April 10, 1997, the District Court
(i) denied appellants’ motion to dismiss,
holding that appellees had standing to bring
this suit and that their claim was ripe, and
(ii) granted appellees’ summary judgment
motion, holding that the Act is unconstitu-
tional. 956 F. Supp. 25. As to standing, the
court noted that the Court of Appeals for the
District of Columbia ‘‘has repeatedly recog-
nized Members’ standing to challenge meas-
ures that affect their constitutionally pre-
scribed lawmaking powers.’’ Id., at 30 (citing,
e.g., Michel v. Anderson, 14 F. 3d 623, 625
(CADC 1994); Moore v. U.S. House of Represent-
atives, 733 F. 2d 946, 950–952 (CADC 1984)). See
also 956 F. Supp., at 31 (‘‘The Supreme Court
has never endorsed the [Court of Appeals’]
analysis of standing in such cases’’). The
court held that appellees’ claim that the Act
‘‘diluted their Article I voting power’’ was
sufficient to confer Article III standing: [*12]
‘‘[Appellees’] votes mean something different
from what they meant before, for good or ill,
and [appellees] who perceive it as the latter
are thus ‘injured’ in a constitutional sense
whenever an appropriations bill comes up for
a vote, whatever the President ultimately
does with it. . . . Under the Act the dynamic
of lawmaking is fundamentally altered.
Compromises and trade-offs by individual
lawmakers must take into account the
President’s item-by-item cancellation power
looming over the end product.’’ Ibid.

The court held that appellees’ claim was
ripe even though the President had not yet
used the ‘‘cancellation’’ authority granted
him under the Act: ‘‘Because [appellees] now
find themselves in a position of unantici-
pated and unwelcome subservience to the
president before and after they vote on ap-
propriations bills, Article III is satisfied, and
this Court may accede to Congress’ directive
to address the constitutional cloud over the
Act as swiftly as possible.’’ Id., at 32 (refer-
ring to § 692(a)(1), the section of the Act
granting Members of Congress the right to
challenge the Act’s constitutionality in
court). On the merits, the court held that the
Act violated the Presentment [*13] Clause,
Art. I, § 7, cl. 2, and constituted an unconsti-
tutional delegation of legislative power to
the President. 956 F. Supp., at 33, 35, 37–38.

The Act provides for a direct, expedited ap-
peal to this Court. § 692(b) (direct appeal to
Supreme Court); § 692(c) (‘‘It shall be the

duty of . . . the Supreme Court of the United
States to advance on the docket and to expe-
dite to the greatest possible extent the dis-
position of any [suit challenging the Act’s
constitutionality] brought under [§ 3(a) of
the Act]’’). On April 18, eight days after the
District Court issued its order, appellants
filed a jurisdictional statement asking us to
note probable jurisdiction, and on April 21,
appellees filed a memorandum in response
agreeing that we should note probable juris-
diction. On April 23, we did so. 520 U.S. lll
(1977). We established an expedited briefing
schedule and heard oral argument on May
27.2 We now hold that appellees have no
standing to bring this suit, and therefore di-
rect that the judgment of the District Court
be vacated and the complaint dismissed. [*14]

II
Under Article III, § 2 of the Constitution,

the federal courts have jurisdiction over this
dispute between appellants and appellees
only if it is a ‘‘case’’ or ‘‘controversy.’’ This
is a ‘‘bedrock requirement.’’ Valley Forge
Christian College v. Americans United for Sepa-
ration of Church and State, Inc., 454 U.S. 464,
471 (1982). As we said in Simon v. Eastern Ky.
Welfare Rights Organization, 426 U.S. 26, 37
(1976), ‘‘No principle is more fundamental to
the judiciary’s proper role in our system of
government than the constitutional limita-
tion of federal-court jurisdiction to actual
cases or controversies.’’

One element of the case-or-controversy re-
quirement is that appellees, based on their
complaint, must establish that they have
standing to sue. Lujan v. Defenders of Wild-
life, 504 U.S. 555, 561 (1992) (plaintiff bears bur-
den of establishing standing). The standing
inquiry focuses on whether the plaintiff is
the proper party to bring this suit, Simon,
supra, at 38, although that inquiry ‘‘often
turns on the nature and source of the claim
asserted,’’ Warth v. Seldin, 422 U.S. 490, 500
(1975). To meet the standing requirements of
Article III, ‘‘[a] [*15] plaintiff must allege
personal injury fairly traceable to the de-
fendant’s allegedly unlawful conduct and
likely to be redressed by the requested re-
lief.’’ Allen v. Wright, 468 U.S. 737, 751 (1984)
(emphasis added). For our purposes, the itali-
cized words in this quotation from Allen are
the key ones. We have consistently stressed
that a plaintiff’s complaint must establish
that he has a ‘‘personal stake’’ in the alleged
dispute, and that the alleged injury suffered
is particularized as to him. See, e.g., Lujan,
504 U.S., at 560–561 and n. 1 (to have standing,
the plaintiff must have suffered a ‘‘particu-
larized’’ injury, which means that ‘‘the in-
jury must affect the plaintiff in a personal
and individual way’’); Bender v. Williamsport
Area School Dist., 475 U.S. 534, 543–544 (1986)
(school board member who ‘‘has no personal
stake in the outcome of the litigation’’ has
no standing); Simon, supra, at 39 (‘‘The neces-
sity that the plaintiff who seeks to invoke
judicial power stand to profit in some per-
sonal interest remains an Art. III require-
ment’’).

We have also stressed that the alleged in-
jury must be legally and judicially cog-
nizable. This requires, among other [*16]
things, that the plaintiff have suffered ‘‘an
invasion of a legally protected interest
which is . . . concrete and particularized,’’
Lujan, 504 U.S., at 560, and that the dispute is
‘‘traditionally thought to be capable of reso-
lution through the judicial process,’’ Flast v.
Cohen, 392 U.S. 83, 97 (1968). See also Allen, 468
U.S., at 752 (‘‘Is the injury too abstract, or
otherwise not appropriate, to be considered
judicially cognizable?’’).

We have always insisted on strict compli-
ance with this jurisdictional standing re-
quirement. See, e.g. ibid. (under Article III,
‘‘federal courts may exercise power only ‘in
the last resort, and as a necessity’ ’’)

(quoting Chicago & Grand Trunk R. Co. v.
Wellman, 143 U.S. 339, 345 (1892)); Muskrat v.
United States, 219 U.S. 346, 356 (1911) (*From
its earliest history this Court has consist-
ently declined to exercise any powers other
than those which are strictly judicial in
their nature’’). And our standing inquiry has
been especially rigorous when reaching the
merits of the dispute would force us to de-
cide whether an action taken by one of the
other two branches of the Federal Govern-
ment was unconstitutional. See, [*17] e.g.,
Bender, supra, at 542; Valley Forge, supra, at
473–474. As we said in Allen, supra, at 752,
‘‘the law of Art. III standing is built on a sin-
gle basic idea—the idea of separation of pow-
ers.’’ In the light of this overriding and time-
honored concern about keeping the Judi-
ciary’s power within its proper constitu-
tional sphere,3 we must put aside the natural
urge to proceed directly to the merits of this
important dispute and to ‘‘settle’’ it for the
sake of convenience and efficiency. Instead,
we must carefully inquire as to whether ap-
pellees have met their burden of establishing
that their claimed injury is personal, par-
ticularized, concrete, and otherwise judi-
cially cognizable. [*18]

III
We have never had occasion to rule on the

question of legislative standing, presented
here.4 In Powell v. McCormack, 395 U.S. 486,
496, 512–514 (1969), we held that a Member of
Congress’ constitutional challenge to his ex-
clusion from the House of Representatives
(and his consequent loss of salary) presented
an Article III case or controversy. But Pow-
ell does not help appellees. First, appellees
have not been singled out for specially unfa-
vorable treatment as opposed to other Mem-
bers of their respective bodies. Their claim is
that the Act causes a type of institutional
injury (the diminution of legislative power),
which necessarily damages all Members of
Congress and both Houses of Congress equal-
ly. See n. 7, infra. Second, appellees do not
claim that they have been deprived of some-
thing to which they personally are entitled—
such as their seats as Members of Congress
after their constituents had elected them.
Rather, appellees’ claim of standing is based
on a loss of political power, not loss of any
private right, which would make the injury
more concrete. Unlike the injury claimed by
Congressman Adam Clayton Powell, the in-
jury claimed by the Members [*19] of Con-
gress here is not claimed in any private ca-
pacity but solely because they are members
of Congress. See Complaint P14 (purporting
to sue ‘‘in their official capacities’’). If one
of the Members were to retire tomorrow, he
would no longer have a claim; the claim
would be possessed by his successor instead.
The claimed injury thus runs (in a sense)
with the Member’s seat, a seat which the
Member holds (it may quite arguably be
said) as trustee for his constituents, not as a
prerogative of personal power. See the Fed-
eralist No. 62, p. 378 (J. Madison) (C. Rossiter
ed. 1961) (‘‘It is a misfortune incident to re-
publican government, though in a less degree
than to other governments, that those who
administer it may forget their obligations to
their constituents and prove unfaithful to
their important trust’’). [*20]

The one case in which we have upheld
standing for legislators (albeit state legisla-
tors) claiming an institutional injury is Cole-
man v. Miller, 307 U.S. 433 (1939). Appellees,
relying heavily on this case, claim that they,
like the state legislators in Coleman, ‘‘have
a plain, direct and adequate interest in
maintaining the effectiveness of their
votes,’’ id., at 438, sufficient to establish
standing. In Coleman, 20 of Kansas’ 40 State
Senators voted not to ratify the proposed
‘‘Child Labor Amendment’’ to the Federal
Constitution. With the vote deadlocked 20–
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20, the amendment ordinarily would not have
been ratified. However, the State’s Lieuten-
ant Governor, the presiding officer of the
State Senate, cast a deciding vote in favor of
the amendment, and it was deemed ratified
(after the State House of Representatives
voted to ratify it). The 20 State Senators
who have voted against the amendment,
joined by a 21st State Senator and three
State House Members, filed an action in the
Kansas Supreme Court seeking a writ of
mandamus that would compel the appro-
priate state officials to recognize that the
legislature had not in fact ratified the
amendment. That court held [*21] that the
members of the legislature had standing to
bring their mandamus action, but ruled
against them on the merits. See id., at 436–
437.

This Court affirmed. By a vote of 5–4, we
held that the members of the legislature had
standing.5 In explaining our holding, we re-
peatedly emphasized that if these legislators
(who were suing as a bloc) were correct on
the merits, then their votes not to ratify the
amendment were deprived of all validity:
[*22]

‘‘Here, the plaintiffs include twenty sen-
ators, whose votes against ratification have
been overridden and virtually held for
naught although if they are right in their
contentions their votes would have been suf-
ficient to defeat ratification. We think that
these senators have a plain, direct, and ade-
quate interest in maintaining the effective-
ness of their votes.’’ Id., at 438 (emphasis
added).

‘‘The twenty senators were not only quali-
fied to vote on the question of ratification
but their votes, if the Lieutenant governor
were excluded as not being a part of the leg-
islature for that purpose, would have been
decisive in defeating the ratifying resolu-
tion.’’ Id., at 441 (emphasis added).

‘‘We find no departure from principle in
recognizing in the instant case that at least
the twenty senators whose votes, if their
contention were sustained, would have been
sufficient to defeat the resolution ratifying
the proposed constitutional amendment,
have an interest in the controversy which,
treated by the state court as a basis for en-
tertaining and deciding the federal ques-
tions, is sufficient to give the Court jurisdic-
tion to review that decision.’’ [*23] Id., at 446
(emphasis added).

It is obvious, then, that our holding in
Coleman stands (at most, see n. 8, infra) for
the proposition that legislators whose votes
would have been sufficient to defeat (or
enact) a specific legislative act have stand-
ing to sue if that legislative action goes into
effect (or does not go into effect), on the
ground that their votes have been com-
pletely nullified.6

It should be equally [*24] obvious that ap-
pellees’ claim does not fall within our hold-
ing in Coleman, as thus understood. They
have not alleged that they voted for a spe-
cific bill, that there were sufficient votes to
pass the bill, and that the bill was nonethe-
less deemed defeated. In the vote on the Line
Item Veto Act, their votes were given full ef-
fect. They simply lost that vote.7 Nor can
they allege that the Act will nullify their
votes in the future in the same way that the
votes of the Coleman legislators had been
nullified. In the future, a majority of Sen-
ators and Congressmen can pass or reject ap-
propriations bills; the Act has no effect on
this process. In addition, a majority of Sen-
ators and Congressmen can vote to repeal
the Act, or to exempt a given appropriations
bill (or a given provision in an appropria-
tions bill) from the Act; again, the Act has
no effect on this process. Coleman thus pro-
vides little meaningful precedent for appel-
lees’ argument.8 [*25]

Nevertheless, appellees rely heavily on our
statement in Coleman that the Kansas sen-
ators had ‘‘a plan, direct, and adequate inter-
est in maintaining the effectiveness of their
votes.’’ Appellees claim that this statement
applies to them because their votes on future
appropriations [*26] bills (assuming a major-
ity of Congress does not decide to exempt
those bills from the Act) will be less ‘‘effec-
tive’’ than before, and that the ‘‘meaning’’
and ‘‘integrity’’ of their vote has changed.
Brief for Appellees 24, 28. The argument goes
as follows. Before the Act, Members of Con-
gress could be sure that then they voted for,
and Congress passed, an appropriations bill
that included funds for project X, one of two
things would happen: (1) the bill would be-
come law and all of the projects listed in the
bill would go into effect, or (ii) the bill would
not become law and none of the projects list-
ed in the bill would go into effect. Either
way, a vote for the appropriations bill meant
a vote for a package of projects that were in-
extricably linked. After the Act, however, a
vote for an appropriations bill that includes
Project X means something different. Now,
in addition to the two possibilities listed
above, there is a third option: the bill will
become law and then the President will
‘‘cancel’’ project X.9 [*27]

Even taking appellees at their word about
the change in the ‘‘meaning’’ and ‘‘effective-
ness’’ of their vote for appropriations bills
which are subject to the Act, we think their
argument pulls Coleman too far from its
moorings. Appellees’ use of the word ‘‘effec-
tiveness’’ to link their argument to Coleman
stretches the word far beyond the sense in
which the Coleman opinion used it. There is
a vast difference between the level of vote
nullification at issue in Coleman and the ab-
stract dilution of institutional legislative
power that is alleged here. To uphold stand-
ing here would require a drastic extension of
Coleman. We are unwilling to take that step.

Not only do appellees lack support from
precedent, but historical practice appears to
cut against them as well. It is evident from
several episodes in our history that in analo-
gous confrontations between one or both
Houses of Congress and the Executive
Branch, no suit was brought on the basis of
claimed injury to official authority or
power. The Tenure of Office Act, passed by
Congress and the Executive Branch, no suit
was brought on the basis of claimed injury to
official authority or power. The Tenure of
Office Act, passed by Congress over the veto
of President Andrew Johnson in 1867, was a
thorn in the side of succeeding Presidents
until it was finally repealed at the [*28] be-
hest of President Grover Cleveland in 1887.
See generally W. Rehnquist, Grand Inquests:
The Historic Impeachments of Justice Sam-
uel Chase and President Andrew Johnson
210–235, 260–268 (1992). It provided that an offi-
cial whose appointment to an Executive
Branch office required confirmation by the
Senate could not be removed without the
consent of the Senate. 14 Stat. 430, ch. 154. In
1868, Johnson removed his Secretary of War,
Edwin M. Stanton. Within a week, the House
of Representatives impeached Johnson. 1
Trial of Andrew Johnson, President of the
United States, Before the Senate of the Unit-
ed States on Impeachment by the House of
Representatives for High Crimes and Mis-
demeanors 4 (1868). One of the principal
charges against him was that his removal of
Stanton violated the Tenure of Office Act.
Id., at 6–8. At the conclusion of his trial be-
fore the Senate, Johnson was acquitted by
one vote. 2 id., at 487, 496–498. Surely Johnson
had a stronger claim of diminution of his of-
ficial power as a result of the Tenure of Of-
fice Act than do the appellees in the present
case. Indeed, if their claim were sustained, it
would appear that President Johnson would

have had standing to [*29] challenge the Ten-
ure of Office Act before he ever thought
about firing a cabinet member, simply on the
grounds that it altered the calculus by which
he would nominate someone to his cabinet.
Yet if the federal courts had entertained an
action to adjudicate the constitutionality of
the Tenure of Office Act immediately after
its passage in 1867, they would have been im-
properly and unnecessarily plunged into the
bitter political battle being waged between
the President and Congress.

Succeeding Presidents—Ulysses S. Grant
and Grover Cleveland—urged Congress to re-
peal the Tenure of Office Act, and Cleve-
land’s plea was finally heeded in 1887. 24
Stat. 500, ch. 353. It occurred to neither of
these Presidents that they might challenge
the Act in an Article III court. Eventually,
in a suite brought by a plaintiff with tradi-
tional Article III standing, this Court did
have the opportunity to pass on the constitu-
tionality of the provision contained in the
Tenure of Office Act. A sort of mini-Tenure
of Office Act covering only the Post Office
Department had been enacted in 1872, 17
Stat. 284, ch. 335, § 2, and it remained on the
books after the Tenure of Office Act’s repeal
in 1887. In the last [*30] days of the Woodrow
Wilson administration, Albert Burleson, Wil-
son’s Postmaster General, came to believe
that Frank Myers, the Postmaster in Port-
land, Oregon, had committed fraud in the
course of his official duties. When Myers re-
fused to resign, Burleson, acting at the direc-
tion of the President, removed him. Myers
sued in the Court of Claims to recover lost
salary. In Myers v. United States, 272 U.S. 52
(1926), more than half a century after John-
son’s impeachment, this Court held that
Congress could not require senatorial con-
sent to the removal of a Postmaster who had
been appointed by the President with the
consent of the Senate. Id., at 106–107, 173, 176.
In the course of its opinion, the Court ex-
pressed the view that the original Tenure of
Office Act was unconstitutional. Id., at 176.
See also id., at 173 (‘‘This Court has, since
the Tenure of Office Act, manifested an ear-
nest desire to avoid a final settlement of the
question until it should be inevitably pre-
sented, as it is here’’).

If the appellees in the present case have
standing, presumably President Wilson, or
Presidents Grant and Cleveland before him,
would likewise have had standing, and could
have [*31] challenged the law preventing the
removal of a presidential appointee without
the consent of Congress. Similarly, in INS v.
Chadha, 462 U.S. 919 (1983), the Attorney Gen-
eral would have had standing to challenge
the one-House veto provision because it ren-
dered his authority provisional rather than
final. By parity of reasoning, President Ger-
ald Ford could have sued to challenge the ap-
pointment provisions of the Federal Election
Campaign Act which were struck down in
Buckley v. Valeo, 424 U.S. 1 (1976), and a Mem-
ber of Congress could have challenged the
validity of President Coolidge’s pocket veto
that was sustained in The Pocket Veto Case,
279 U.S. 655 (1929).

There would be nothing irrational about a
system which granted standing in these
cases; some European constitutional courts
operate under one or another variant of such
a regime. See, e.g., Favoreu, Constitutional
Review in Europe, in Constitutionalism and
Rights 38, 41 (L. Henkin & A. Rosenthal eds.
1990); Wright Sheive, Central and Eastern
European Constitutional Courts and the
Antimajoritarian Objection to Judicial Re-
view, 26 Law & Pol’y Int’l Bus. 1201, 1209
(1995); A. Stone, The Birth of Judicial [*32]
Politics in France 232 (1992); D. Kommers,
Judicial Politics in West Germany: A Study
of the Federal Constitutional Court 106
(1976). But it is obviously not the regime
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that has obtained under our Constitution to
date. Our regime contemplates a more re-
stricted role for Article III courts, well ex-
pressed by Justice Powell in his concurring
opinion in United States v. Richardson, 418
U.S. 166 (1974):

‘‘The irreplaceable value of the power ar-
ticulated by Mr. Chief Justice Marshall [in
Marbury v. Madison, 1 Cranch 137 (1803)] lies
in the protection it has afforded the con-
stitutional rights and liberties of individual
citizens and minority groups against oppres-
sive or discriminatory government action. It
is this role, not some amorphous general su-
pervision of the operations of government,
that has maintained public esteem for the
federal courts and has permitted the peaceful
coexistence of the countermajoritarian im-
plications of judicial review and the demo-
cratic principles upon which our Federal
Government in the final analysis rests.’’ Id.
at 192.

IV
In sum, appellees have alleged no injury to

themselves as individuals (contra Powell),
the institutional [*33] injury they allege is
wholly abstract and widely dispersed (contra
Coleman), and their attempt to litigate this
dispute at this time and in this form is con-
trary to historical experience. We attach
some importance to the fact that appellees
have not been authorized to represent their
respective Houses of Congress in this action,
and indeed both Houses actively oppose their
suit.10 See note 2, supra. We also note that
our conclusion neither deprives Members of
Congress of an adequate remedy (since they
may repeal the Act or exempt appropriations
bills from its reach), nor forecloses the Act
from constitutional challenge (by someone
who suffers judicially cognizable injury as a
result of the Act). Whether the case would be
different if any of these circumstances were
different we need not now decide. [*34]

We therefore hold that these individual
members of Congress do not have a sufficient
‘‘personal stake’’ in this dispute and have
not alleged a sufficiently concrete injury to
have established Article III standing.11 The
judgment of the District Court is vacated,
and the case is remanded with instructions
to dismiss the complaint for lack of jurisdic-
tion.

It is so ordered.
Concur by: Souter
Concur: [*35]
Justice Souter, concurring in the judg-

ment, with whom Justice Ginsburg joins,
concurring.

Appellees claim that the Line Item Veto
Act, Pub. L. 104–130, 110 Stat. 1200, codified at
2 U.S.C. A. § 691 et seq. (Supp. 1997), is uncon-
stitutional because it grants the President
power, which Article I vests in Congress, to
repeal a provision of federal law. As Justice
Stevens points out, appellees essentially
claim that, by granting the President power
to repeal statutes, the Act injures them by
depriving them of their official role in voting
on the provisions that become law. See post,
at 2–3. Under our precedents, it is fairly de-
batable whether this injury is sufficiently
‘‘personal’’ and ‘‘concrete’’ to satisfy the re-
quirements of Article III.12

There is, first, difficulty in applying the
rule that an injury [*36] on which standing is
predicated be personal, not official. If our
standing doctrine recognized this as a dis-
tinction with a dispositive effect, the injury
claimed would not qualify: the Court is cer-
tainly right in concluding that appellees sue
not in personal capacities, but as holders of
seats in the Congress. See ante, at 9. And yet
the significance of this distinction is not so
straightforward. In Braxton County Court v.
West Virginia ex rel. State Tax Comm’rs, 208
U.S. (1908), it is true, we dismissed a chal-
lenge by a county court to a state tax law for

lack of jurisdiction, broadly stating that
‘‘ ‘the interest of a [party seeking relief] in
this court should be a personal and not an of-
ficial interest,’ ’’ id., at 198 (quoting Smith v.
Indiana, 191 U.S. 138, 149 (1903); accord, Joint
Anti-Fascist Refugee Comm. v. McGrath, 341
U.S. 123, 151 (1951) (Frankfurter, J., concur-
ring). But the Court found Braxton County
‘‘inapplicable’’ to a challenge by a group of
state legislators in Coleman v. Miller, 307 U.S.
433, 438, and n. 3 (1939), and found the legisla-
tors had standing even though they claimed
no injury but a deprivation of official [*37]
voting power, id., at 437–446.13 Thus, it is at
least arguable that the official nature of the
harm here does not preclude standing. [*38]

Nor is appellees’ injury so general that,
under our case law, they clearly cannot sat-
isfy the requirement of concreteness. On the
one hand, appellees are not simply claiming
harm to their interest in having government
abide by the Constitution, which would be
shard to the same extent by the public at
large and thus provide no basis for suit, see,
e.g., Valley Forge Christian College v. Ameri-
cans United for Separation of Church and
State, Inc., 454 U.S. 464, 482–483 (1982); Schles-
inger v. Reservists Comm. to Stop the War, 418
U.S. 208, 217, 220 (1974); Fairchild v. Hughes, 258
U.S. 126, 129–130 (1922). Instead, appellees al-
lege that the Act deprives them of an ele-
ment of their legislative power; as a factual
matter they have a more direct and tangible
interest in the preservation of that power
than the general citizenry has. Cf. Coleman,
supra, at 438 (concluding that state legisla-
tors had a ‘‘plain’’ and ‘‘direct’’ interest in
the effectiveness of their votes); see also
Hendrick v. Walters, 865 P. 2d 1232, 1236–1238
(Okla. 1993) Concluding that a legislator had
a personal interest in a suit to determine
whether the Governor had lawfully assumed
[*39] office due to substantial interaction be-
tween the Governor and legislature); Colo-
rado General Assembly v. Lamm, 704 P. 2d 1371,
1376–1378 (Colo. 1985) (concluding that the leg-
islature had suffered an injury in fact as a
result of the Governor’s exercise of his line
item veto power). On the other hand, the al-
leged, continuing deprivation of federal leg-
islative power is not as specific or limited as
the nullification of the decisive votes of a
group of legislators in connection with a spe-
cific item of legislative consideration in
Coleman, being instead shared by all the
members of the official class who could suf-
fer that injury, the Members of Con-
gress.14 [*40]

Because it is fairly debatable whether ap-
pellees’ injury is sufficiently personal and
concrete to give them standing, it behooves
us to resolve the question under more gen-
eral separation-of-powers principles underly-
ing our standing requirements. See Allen
v.Wright, 468 U.S. 737, 752 (1984); United States
v. Richardson, 418 U.S. 166, 188–197 (1974) (Pow-
ell, J., concurring). While ‘‘our constitu-
tional structure [does not] require . . . that
the Judicial Branch shrink from a confronta-
tion with the other two coequal branches,
‘‘Valley Forge Christian College, supra, at 474,
we have cautioned that respect for the sepa-
ration of powers requires the Judicial
Branch to exercise restraint in deciding con-
stitutional issues by resolving those impli-
cating the powers of the three branches of
Government as a ‘‘last resort,’’ see ibid. The
counsel of restraint in this case begins with
the fact that a dispute involving only offi-
cials, and the official interests of those, who
serve in the branches of the National Gov-
ernment lies far from the model of the tradi-
tional common-law cause of action at the
conceptual core of the case-or-controversy
requirement, see Joint Anti-Fascist [*41] Ref-
ugee Comm., supra, at 150, 152 (Frankfurter,
J., concurring). although the contest here is
not formally between the political branches

(since Congress passed the bill augmenting
Presidential power and the President signed
it), it is in substance an inter-branch con-
troversy about calibrating the legislative
and executive powers, as well as an
intrabranch dispute between segments of
Congress itself. Intervention in such a con-
troversy would risk damaging the public
confidence that is vital to the functioning of
the Judicial Branch, cf. Valleg Forge Christian
College, supra, at 474 (quoting Richardson,
supra, at 188 (Powell, J., concurring)), by em-
broiling the federal courts in a power contest
nearly at the height of its political tension.

While it is true that a suit challenging the
constitutionality of this Act brought by a
party from outside the Federal Government
would also involve the Court in resolving the
dispute over the allocation of power between
the political branches, it would expose the
Judicial Branch to a lesser risk. Deciding a
suit to vindicate an interest outside the Gov-
ernment raises no specter of judicial readi-
ness to enlist on one side of a political tug-
of-war, [*42] since ‘‘the propriety of such ac-
tion by a federal court has been recognized
since Marbury v. Madison, 1 Cranch 137
(1803).’’ Valley Forge Christian College, supra,
at 473–474. And just as the presence of a party
beyond the Government places the Judiciary
at some remove form the political forces, the
need to await injury to such a plaintiff al-
lows the courts some greater separation in
the time between the political resolution
and the judicial review.

‘‘By connecting the censureship of the laws
with the private interests of members of the
community, . . . the legislation is protected
from wanton assailants, and from the daily
aggressions of party-spirit.’’ 1 A. de
Tocqueville, Democracy in America 105
(Schoken ed. 1961).

The virtue of waiting for a private suit is
only confirmed by the certainty that an-
other suit can come to us. The parties agree,
and I see no reason to question, that if the
President ‘‘cancels’’ a conventional spending
or tax provision pursuant to the Act, the pu-
tative beneficiaries of that provision will
likely suffer a cognizable injury and thereby
have standing under Article III. See Brief for
United States 19–20, and n. 10; Brief for Ap-
pellees 32–33. [*43] By depriving beneficiaries
of the money to which they would otherwise
be entitled, a cancellation would produce an
injury that is ‘‘actual,’’ ‘‘personal and indi-
vidual,’’ and involve harm to a ‘‘legally pro-
tected interest,’’ Lujan v. Defenders of Wild-
life, 504 U.S. 555, 560, and n. 1 (1992) (internal
quotation marks omitted); assuming the
canceled provision would not apply equally
to the entire public, the injury would be
‘‘concrete,’’ id., at 560, 573–574; and it would
be ‘‘fairly traceable to the challenged action
of the’’ executive officials involved in the
cancellation, id., at 560 (internal quotation
marks omitted), as well as probably ‘‘re-
dressable by a favorable decision,’’ id., at 561
(internal quotation marks and citation omit-
ted). See, e.g., Train v. City of New York, 420
U.S. 35, 40 (1975) (suit by City of New York
seeking proper allotment of federal funds).
While the Court has declined to lower stand-
ing requirements simply because no one
would otherwise be able to litigate a claim,
see Valley Forge Christian College, 454 U.S. at
489; Schlesinger, 418 U.S., at 227; United States
v. Richardson, supra, at 179, the certainty of a
plaintiff [*44] who obviously would have
standing to bring a suit to court after the
politics had at least subsided from a full boil
is a good reason to resolve doubts about
standing against the plaintiff invoking an of-
ficial interest, cf. Joint Anti-Fascist Refugee
Comm., 341 U.S., at 153–154 (Frankfurter, Jr.,
concurring) (explaining that the availability
of another person to bring suit may affect
the standing calculus).
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I therefore conclude that appellees’ alleged

injuries are insufficiently personal and con-
crete to satisfy Article III standing require-
ments of personal and concrete harm. Since
this would be so in any suit under the condi-
tions here, I accordingly find no cognizable
injury to appellees.

Dissent by: Stevens; Breyer
Dissent: Justice Stevens, dissenting.
The Line Item Veto Act purports to estab-

lish a procedure for the creation of laws that
are truncated versions of bills that have been
passed by the Congress and presented to the
President for signature. If the procedure
were valid, it would deny every Senator and
every Representative any opportunity to
vote for or against the truncated measure
that survives the exercise of the President’s
cancellation authority. Because the oppor-
tunity to [*45] cast such votes is a right
guaranteed by the text of the Constitution, I
think it clear that the persons who are de-
prived of that right by the Act have standing
to challenge its constitutionality. Moreover,
because the impairment of that constitu-
tional right has an immediate impact on
their official powers, in my judgment they
need not wait until after the President has
exercised his cancellation authority to bring
suit. Finally, the same reason that the re-
spondents have standing provides a sufficient
basis for concluding that the statute is un-
constitutional.

Article I, § 7, of the Constitution provides
that every Senator and every Representative
has the power to vote on ‘‘Every Bill . . . be-
fore it become a law’’ either as a result of its
having been signed by the president or as a
result of its ‘‘Reconsideration’’ in the light
of the President’s ‘‘Objections.’’ 15 In con-
trast, the Line Item Veto Act establishes a
mechanism by which bills passed by both
Houses of Congress will eventually produce
laws that have not passed either House of
Congress and that have not been voted on by
any Senator or Representative.

‘‘Every Bill which shall have passed the
House of Representatives and the Senate,
shall, before it become a law, be presented to
the President of the United States: If he ap-
prove he shall sign it, but if not he shall re-
turn it, with his Objections to that House in
which it shall have originated, who shall
enter the Objections at large on their Jour-
nal, and proceed to reconsider it. If after
such Reconsideration two thirds of that
House shall agree to pass the Bill, it shall be
sent, together with the Objections, to the
other House, by which it shall likewise be re-
considered, and if approved by two thirds of
that House, it shall become a Law. But in all
such cases the Votes of both Houses shall be
determined by Yeas and Nays, and the
Names of the Persons voting for and against
the Bill shall be entered on the Journal of
each House respectively. If any Bill shall not
be returned by the President within ten Days
(Sundays excepted) after it shall have been
presented to him, the Same shall be a Law,
in like Manner as if he had signed it, unless
the Congress by their Adjournment prevent
its Return, in which Case it shall not be a
Law.’’ U.S. Const., Art. I, § 7. [*46]

Assuming for the moment that this proce-
dure is constitutionally permissible, and
that the President will from time to time ex-
ercise the power to cancel portions of a just-
enacted law, it follows that the statute de-
prives every Senator and every Representa-
tive of the right to vote for or against meas-
ures that may become law. The appellees
cast their challenge to the constitutionality
of the Act in a slightly different way. Their
complaint asserted that the Act ‘‘alters the
legal and practical effect of all votes they
may cast on bills containing such separately
vetoable items’’ and ‘‘divest them of their
constitutional role in the repeal of legisla-

tion.’’ Complaint P 14. These two claimed in-
juries are at base the same as the injury on
which I rest my analysis. The reason the
complaint frames the issues in the way that
it does is related to the Act’s technical oper-
ation. Under the Act, the President would re-
ceive and sign a bill exactly as it passed both
Houses, and would exercise his partial veto
power only after the law had been enacted.
See 2 U.S.C.A. § 691(a) (Supp. 1997). The appel-
lees thus articulated their claim as a com-
bination of the diminished effect of their ini-
tial [*47] vote and the circumvention of their
right to participate in the subsequent repeal.
Whether one looks at the claim from this
perspective, or as a simple denial of their
right to vote on the precise text that will ul-
timately become law, the basic nature of the
injury caused by the Act is the same.

In my judgment, the deprivation of this
right—essential to the legislator’s office—
constitutes a sufficient injury to provide
every Member of Congress with standing to
challenge the constitutionality of the statue.
If the dilution of any individual voter’s
power to elect representatives provides that
voter with standing—as it surely does, see,
e.g., Baker v. Carr, 369 U.S. 186, 204–208
(1962)—the deprivation of the right possessed
by each Senator and Representative to vote
for or against the precise text of any bill be-
fore it becomes law must also be a sufficient
injury to create Article III standing for
them.16 Although, as Justice Breyer dem-
onstrates, see ante at 2–5 (dissenting opin-
ion), the majority’s attempt to distinguish
Coleman v. Miller, 307 U.S. 433, 438 (1939), is
not persuasive, I need not rely on that case
to support my view that the Members of
Congress [*48] have standing to sue in this
instance. In Coleman, the legislators com-
plained that their votes were denied full ef-
fectiveness. See Ibid.; see also Dyer v. Blair,
390 F. Supp. 1291, 1297, n.12 (ND Ill. 1975). But
the law at issue here does not simply alter
the effect of the legislators votes; it denies
them any opportunity at all to cast votes for
or against the truncated versions of the bills
presented to the President.17 [*49]

Moreover, the appellees convincingly ex-
plain how the immediate, constant threat of
the partial veto power has a palpable effect
on their current legislative choices. See
Brief for Appellees 23–25, 29–31. Because the
Act has this immediate and important im-
pact on the powers of Members of Congress,
and on the manner in which they undertake
their legislative responsibilities, they need
not await an exercise of the President’s can-
cellation authority to institute the litiga-
tion that the statute itself authorizes. See 2
U.S. C.A. § 692(a)(1) (Supp. 1997).

Given the fact that the authority at stake
is granted by the plain and unambiguous
text of Article I, it is equally clear to me
that the statutory attempt to eliminate it is
invalid.

Accordingly, I would affirm the judgment
of the District Court.

Justice Breyer, dissenting.
As the majority points out, Congress has

enacted a specific statute (signed by the
President) granting the plaintiffs authority
to bring this case. Ante, at 3, citing 2 U.S.C.
§ 692(a)(1). That statutory authorization
‘‘eliminates any prudential standing limita-
tions and significantly lessens the risk of un-
wanted conflict with the Legislative
Branch.’’ [*50] Ante, at 8, n. 3. Congress, how-
ever, cannot grant the federal courts more
power than the Constitution itself authorizes
us to exercise. Cf. Hayburn’s Case, 2 Dall. 409
(1792). Thus, we can proceed to the merits
only if the ‘‘judicial Power’’ of the United
States—‘‘extending to . . . Cases, in Law and
Equity’’ and to ‘‘Controversies’’—covers the
dispute before us. U.S. Const., Art. III, § 2.

I concede that there would be no case or
controversy here were the dispute before us

not truly adversary, or were it not concrete
and focused. But the interests that the par-
ties assert are genuine and opposing, and the
parties are therefore truly adverse. Compare
Chicago & Grand Trunk R. Co. v. Wellman, 143
U.S. 339 (1892). Moreover, as Justice Stevens
points out, the harm that the plaintiffs suf-
fer (on their view of the law) consists in part
of the systematic abandonment of laws for
which a majority voted, in part of the cre-
ation of other laws in violation of procedural
rights which (they say) the Constitution pro-
vides them, and in part of the consequent
and immediate impediment to their ability
to do the job that the Constitution requires
them to do. See ante, at 1–2, 4 (Stevens, [*51]
J., dissenting); Complaint P14; App. 34–36, 39–
40, 42–46, 54–55, 57–59, 62–64. Since federal
courts might well adjudicate cases involving
comparable harms in other contexts (such as
purely private contexts), the harm at issue is
sufficiently concrete, Cf., e.g., Bennett v.
Spear, 520 U.S. ll, ll (1997) (slip op. at 11–
19); Northeastern Fla. Chapter, Associated Gen.
Contractors of America v. Jacksonville, 508 U.S.
656 (1993). See also ante, at 2–3, (Souter, J.,
concurring in judgment). The harm is fo-
cused and the accompanying legal issues are
both focused and of the sort that this Court
is used to deciding. See, e.g., United States v.
Munoz-Flores, 495 U.S. 385, 392–396 (1990). The
plaintiffs therefore do not ask the Court ‘‘to
pass upon’’ an ‘‘abstract, intellectual prob-
lem,’’ but to determine ‘‘a concrete, living
contest between’’ genuine ‘‘adversaries.’’
Coleman v. Miller, 307 U.S. 433, 460 (1939)
(Frankfurter, J., dissenting).

Nonetheless, there remains a serious con-
stitutional difficulty due to the fact that
this dispute about lawmaking procedures
arises between government officials and is
brought by legislators. The critical question
is [*52] whether or not this dispute, for that
reason, is so different in form from those
‘‘matters that were the traditional concern
of the courts at Westminster’’ that it falls
outside the scope of Article III’s judicial
power. Ibid. Justice Frankfurter explained
this argument in his dissent in Coleman,
saying that courts traditionally ‘‘leave
intra-parliamentary controversies to par-
liaments and outside the scrutiny of law
courts. The procedures for voting in legisla-
tive assemblies—who are members, how and
when they should vote, what is the requisite
number of votes for different phases of legis-
lative activity, what votes were cast and
how they were counted—surely are matters
that not merely concern political action, but
are of the very essence of political action, if
‘political’ has any connotation at all. . . . In
no sense are they matters of ‘private dam-
age.’ They pertain to legislators not as indi-
viduals but as political representatives exe-
cuting the legislative process. To open the
law courts to such controversies is to have
courts sit in judgment on the manifold dis-
putes engendered by procedures for voting in
legislative assemblies.’’ Id., at 469–470.

Justice Frankfurter [*53] dissented be-
cause, in his view, the ‘‘political’’ nature of
the case, which involved legislators, placed
the dispute outside the scope of Article III’s
‘‘case’’ or ‘‘controversy’’ requirement. None-
theless, the Coleman court rejected his argu-
ment.

Although the majority today attempts to
distinguish Coleman, ante, at 9–14, I do not
believe that Justice Frankfurter’s argument
or variations on its theme can carry the day
here. First, as previously mentioned, the ju-
risdictional statute before us eliminates all
but constitutional considerations, and the
circumstances mentioned above remove all
but the ‘‘political’’ or intragovernmental’’
aspect of the constitutional issue. Supra, at
1–2.

Second, the Constitution does not draw an
absolute line between disputes involving a
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‘‘personal’’ harm and those involving an ‘‘of-
ficial’’ harm. Cf. ante, at 6, 9. See ante, at 2,
n. 2 (Souter, J., concurring in judgment).
Justice Frankfurter himself said that this
Court had heard cases involving injuries suf-
fered by state officials in their official capac-
ities. Coleman, supra, at 466 (citing Blodgett v.
Silberman, 277 U.S. 1 (1928). and Boynton v.
Hutchinson, 291 U.S. [*54] 656, cert. dism’d on
other grounds, 292 U.S. 601 (1934)). See also,
e.g., Will v. Calvert Fire Ins. Co., 437 U.S. 655,
661 (1978) (federal district judge appealing
mandamus issued against him in respect to a
docket-keeping matter); Board of Ed. of
Central School Dist. No. 1 v. Allen, 392 U.S. 236,
241, n. 5 (1968) (indicating that school board
has standing where members must either
violate oath or risk loss of school funds and
expulsion from office). Coleman itself in-
volved injuries in the plaintiff legislators’ of-
ficial capacity. And the majority in this
case, suggesting that legislators might have
standing to complain of rules that ‘‘denied’’
them ‘‘their vote . . . in a discriminatory
manner,’’ concedes at least the possibility
that any constitutional rule distinguishing
‘‘official’’ from ‘‘personal’’ injury is not ab-
solute. Ante, at 12, n. 7. See also ante, at 9.

Third, Justice Frankfurter’s views were
dissenting views, and the dispute before us,
when compared to Coleman, presents a much
stronger claim, not a weaker claim, for con-
stitutional justiciability. The lawmakers in
Coleman complained of a lawmaking proce-
dure that, at worst, improperly [*55] counted
Kansas as having ratified one proposed con-
stitutional amendment, which had been rati-
fied by only 5 other States, and rejected by
26, making it unlikely that it would ever be-
come law. Coleman, supra, at 436. The law-
makers in this case complain of a lawmaking
procedure that threatens the validity of
many laws (for example, all appropriations
laws) that Congress regularly and frequently
enacts. The systematic nature of the harm
immediately affects the legislators, ability
to do their jobs. The harms here are more se-
rious, more pervasive, and more immediate
than the harm at issue in Coleman. Cf. Valley
Forge Christian College v. Americans United
For Separation of Church and State, Inc., 454
U.S. 464, 471 (1982), quoting Chicago & Grand
Trunk R. Co. v. Wellman, 143 U.S., at 345 (judi-
cial power ‘‘ ‘is legitimate only in the last re-
sort, and as a necessity in the determination
of a real, earnest and vital controversy’ ’’).

The majority finds a difference in the fact
that the validity of the legislators’ votes was
directly at issue in Coleman.

‘‘Our holding in Coleman stands . . . for
the proposition that legislators whose votes
would have been sufficient [*56] to defeat (or
enact) a specific legislative act have stand-
ing to sue if that legislative action goes into
effect (or does not go into effect), on the
ground that their votes have been com-
pletely nullified.’’ Ante, at 11.

But since many of the present plaintiffs
will likely vote in the majority for at least
some appropriations bills that are then sub-
ject to presidential cancellation, I think
that—on their view of the law—their votes
are threatened with nullification too. Cf.
ante, at 11–12, n. 6, 13–14.

The majority also suggests various distinc-
tions arising out of the fact that Coleman in-
volved a state legislature, rather than the
federal Congress. Ante, at 13, n. 8. See also
ante, at 3, n. 3 (Souter, J., concurring in
judgment). But Justice Frankfurter treated
comparable arguments as irrelevant, and the
Coleman majority did not disagree. Coleman,
307 U.S., at 462, 465–466 and n. 6 (Frankfurter,
J., dissenting); id., at 446. While I recognize
the existence of potential differences be-
tween state and federal legislators, I do not
believe that those differences would be deter-
minative here, where constitutional, not

prudential, considerations are [*57] at issue,
particularly given the Constitution’s some-
what comparable concerns for state author-
ity and the presence here of a federal statute
(signed by the President) specifically author-
izing this lawsuit. Compare ante, at 4–5
(Souter, J., concurring in judgment). And in
light of the immediacy of the harm, I do not
think that the possibility of a later chal-
lenge by a private plaintiff, see ante, at 5–6
(Souter, J., concurring in judgment), could
be constitutionally determinative. Finally, I
do not believe that the majority’s historical
examples primarily involving the Executive
Branch and involving lawsuits that were not
brought, ante, at 14–17, are legally deter-
minative. See ante, at 4, n. 3 (Stevens, J.,
dissenting).

In sum, I do not believe that the Court can
find this case nonjusticiable without over-
ruling Coleman. Since it does not do so, I
need not decide whether the systematic na-
ture, seriousness, and immediacy of the
harm would make this dispute constitu-
tionally justiciable even in Coleman’s ab-
sence. Rather, I can and would find this case
justiciable on Coleman’s authority. I add
that because the majority has decided that
this dispute is not [*58] now justiciable and
has expressed no view on the merits of the
appeal, I shall not discuss the merits either,
but reserve them for future argument.

NOTES

1 Three of the Senators—Robert Byrd, Carl Levin,
and Daniel Patrick Moynihan—are still Senators.
The fourth—Mark Hatfield—retired at the end of the
104th Congress. The two Congressmen—David
Skaggs and Henry Waxman—remain Congressmen.

2 The House Bipartisan Legal Advisory Group
(made up of the Speaker, the Majority Leader, the
Minority Leader, and the two Whips) and the Senate
filed a joint brief as amici curiae urging that the
District Court be reversed on the merits. Their brief
states that they express no position as to appellees’
standing.

3 It is settled that Congress cannot erase Article
III’s standing requirements by statutorily granting
the right to sue to a plaintiff who would not other-
wise have standing. Gladstone, Realtors v. Village of
Bellwood, 441 U.S. 91, 100 (1979). We acknowledge,
though, that Congress’ decision to grant a particular
plaintiff the right to challenge an act’s constitu-
tionality (as here, see § 692(a)(1), supra, at 3) elimi-
nates any prudential standing limitations and sig-
nificantly lessens the risk of unwanted conflict with
the Legislative Branch when that plaintiff brings
suit. See, e.g., Bennett v. Spear, 520 U.S. ll (1997)
(slip op., at 9–10).

4 Over strong dissent, the Court of Appeals for the
District of Columbia Circuit has held that Members
of Congress may have standing when (as here) they
assert injury to their institutional power as legisla-
tors. See, e.g., Kennedy v. Sampson, 511 F. 2d 430, 435–
436 (CADC 1974); Moore v. United States House of Rep-
resentatives, 733 F. 2d 946, 951 (CADC 1984); id., at 956
(Scalia, J., concurring in result); Barnes v. Kline, 759
F. 2d 2l, 28–29 (CADC 1985); id., at 41 (Bork, J., dis-
senting). But see Holtzman v. Schlesinger, 484 F. 2d
1307, 1315 (CA2 1973) (Member of Congress has no
standing to challenge constitutionality of American
military operations in Vietnam war); Harrington v.
Schlesinger, 528 F. 2d 455, 459 (CA4 1975) (same).

5 Chief Justice Hughes wrote an opinion styled
‘‘the opinion of the Court.’’ Coleman, 307 U.S., at 435.
Four Justices concurred in the judgment, partially
on the ground that the legislators lacked standing.
See id., at 456–457 (opinion of Black, J., joined by
Roberts, Frankfurter, and Douglas, JJ.); id., at 460
(opinion of Frankfurter, J., joined by Roberts,
Black, and Douglas, JJ.). Two justices dissented on
the merits. See id., at 470 (opinion of Butler, J.,
joined by McReynolds, J.). Thus, even though there
were only two justices who joined Chief Justice
Hughes’s opinion on the merits, it is apparent that
the two dissenting Justices joined his opinion as to
the standing discussion. Otherwise, Justice Frank-
furter’s opinion denying standing would have been
the controlling opinion.

6 See also Bender v. Williamsport Area School Dist.,
475 U.S. 534, 544–545, n. 7 (1986) (in dicta, suggesting
hypothetically that if state law authorized a school
board to take action only by unanimous consent, if
a school board member voted against a particular
action, and if the board nonetheless took the action,
the board member ‘‘might claim that he was legally

entitled to protect ‘the effectiveness of [his] vote,’
Coleman[, 307 U.S., at 438,] . . .but in that event [he]
would have to allege that his vote was diluted or
rendered nugatory under state law’’).

7 Just as appellees cannot show that their vote was
denied or nullified as in Coleman (in the sense that
a bill they voted for would have become law if their
vote had not been stripped of its validity), so are
they unable to show that their vote was denied or
nullified in a discriminatory manner (in the sense
that their vote was denied its full validity in rela-
tion to the votes of their colleagues). Thus, the var-
ious hypotheticals offered by appellees in their
briefs and discussed during oral argument have no
applicability to this case. See Reply Brief for Appel-
lees 6 (positing hypothetical law in which ‘‘first-
term Members were not allowed to vote on appro-
priations bills,’’ or in which ‘‘every Member was dis-
qualified on grounds of partiality from voting on
major federal projects in his or her own district’’);
Tr. of Oral Arg. 17 (‘‘Question: But [Congress] might
have passed a statute that said the Senator from
Iowa on hog-farming matters should have only half-
a-vote. Would they have standing to challenge
that?’’).

8 Since we hold that Coleman may be distinguished
from the instant case on this ground, we need not
decide whether Coleman may also be distinguished
in other ways. For instance, appellants have argued
that Coleman has no applicability to a similar suit
brought in federal court, since that decision de-
pended on the fact that the Kansas Supreme Court
‘‘treated’’ the senators’ interest in their votes ‘‘as a
basis for entertaining and deciding the federal ques-
tions.’’ 307 U.S., at 446. They have also argued that
Coleman has no applicability to a similar suit
brought by federal legislators, since the separation-
of-powers concerns present in such a suit were not
present in Coleman, and since any federalism con-
cerns were eliminated by the Kansas Supreme
Court’s decision to take jurisdiction over the case.

9 Although Congress could reinstate Project X
through a ‘‘disapproval bill,’’ it would assumedly
take two-thirds of both Houses to do so, since the
President could be expected to veto the Project X
‘‘disapproval bill.’’ But see Robinson, Public Choice
Speculations on the Item Veto, 74 Va. L. Rev. 403,
411–412 (1988) (political costs that President would
suffer in important congressional districts might
limit use of line-item veto).

10 Cf. Bender, 475 U.S., at 544 (‘‘Generally speaking,
members of collegial bodies do not have standing to
perfect an appeal the body itself has declined to
take’’); United States v. Ballin, 144 U.S. 1, 7 (1892)
(‘‘The two houses of Congress are legislative bodies
representing larger constituencies. Power is not
vested in any one individual, but in the aggregate of
the members who compose the body, and its action
is not the action of any separate member or number
of members, but the action of the body as a whole’’).

11 In addition, it is far from clear that this injury
is ‘‘fairly traceable’’ to appellants, as our precedents
require, since the alleged cause of appellees’s injury
is not appellants’ exercise of legislative power but
the actions of their own colleagues in Congress in
passing the Act. Cf. Holtzman v. Schlesinger, 484 F. 2d
1307, 1315 (CA2 1973) (‘‘Representative Holtzman . . .
has not been denied any right to vote on [the war in
Cambodia] by any action of the defendants [Execu-
tive Branch officials]. . . . The fact that her vote
was ineffective was due to the contrary votes of her
colleagues and not the defendants herein’’).

12 While Congress may, by authorizing suit for par-
ticular parties, remove any prudential standing bar-
riers, as it has in this case, see, ante, at 8, n. 3, it
may not reduce the Article III minimums.

13 As appellants note, it is also possible that the
impairment of certain official powers may support
standing for Congress, or one House thereof, to seek
the aid of the Federal Judiciary. See Brief for Unit-
ed States 26, n. 14 (citing McGrain v. Daugherty, 273
U.S. 135, 174 (1927)). And, as appellants concede, see
Brief for United States 20–21, 25–28, an injury to offi-
cial authority may support standing for a govern-
ment itself or its duly authorized agents, see, e.g.,
Diamond v. Charles, 476 U.S. 54, 62 (1986) (noting that
‘‘a State has standing to defend the constitutional-
ity of its statute’’ in federal court); ICC V. Oregon-
Washington R. & Nav. Co., 288 U.S. 14, 25–27 (1933) (ex-
plaining that a federal agency had standing to ap-
peal, because an official or an agency could be des-
ignated to defend the interests of the Federal Gov-
ernment in federal court); Coleman v. Miller, 307 U.S.
433, 441–445 (1939) (discussing cases).

14 As the Court explains, Coleman may well be dis-
tinguishable on the further ground that it involved
a suit by state legislators that did not implicate ei-
ther the separation-of-powers concerns raised in this
case or corresponding federalism concerns (since the
Kansas Supreme Court had exercised jurisdiction to
decide a federal issue). See ante, at 13, n. 8.
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15 The full text of the relevant paragraph of § 7 pro-

vides:
‘‘Every Bill which shall have passed the House of

Representatives and the Senate, shall, before it be-
comes a law, be presented to the President of the
United States: If he approves he shall sign it, but if
not he shall return it, with his Objections to that
House in which it shall have originated, who shall
enter the Objections at large on their Journal, and
proceed to reconsider it. If after such Reconsider-
ation two thirds of that House shall agree to pass
the Bill, it shall be sent, together with the Objec-
tions, to the other House, by which it shall likewise
be reconsidered, and if approved by two thirds of
that House, it shall become a Law. But in all such
Cases the Votes of both Houses shall be determined
by Yeas and Nays, and the Names of the Persons
voting for and against the Bill shall be entered on
the Journal of each House respectively. If any Bill
shall not be returned by the President within ten
Days (Sundays excepted) after it shall have been
presented to him, the Same shall be a Law, in Like
Manner as if he had signed it, unless the Congress by
their Adjournment prevent its Return, in which
Case it shall not be a Law.’’ U.S. Const., Art. I, § 7.

16 The respondents’ assertion of their right to vote
on legislation is not simply generalized interest in
the proper administration of government, cf. Allen v.
Wright, 468 U.S. 737, 754 (1984), and the legislators’
personal interest in the ability to exercise their con-
stitutionally ensured power to vote on laws is cer-
tainly distinct from the interest that an individual
citizen challenging the Act might assert.

17 The majority’s reference to the absence of any
similar suit in earlier disputes between Congress
and the President, see ante, at 14–17, does not strike
me as particularly relevant. First, the fact that oth-
ers did not choose to bring suit does not necessarily
mean the Constitution would have precluded them
from doing so. Second, because Congress did not au-
thorize declaratory judgment actions until the Fed-
eral Declaratory Judgment Act of 1934, 48 Stat. 955,
the fact that President Johnson did not bring such
an action in 1868 is not entirely surprising.
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TAXPAYER RELIEF ACT OF 1997
The SPEAKER pro tempore (Mr.

ROGAN). Pursuant to House Resolution
174 and rule XXIII, the Chair declares
the House in the Committee of the
Whole House on the State of the Union
for the consideration of the bill, H.R.
2014.
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Accordingly the House resolved itself
into the Committee of the Whole House
on the State of the Union for the con-
sideration of the bill (H.R. 2014) to pro-
vide for reconciliation pursuant to sub-
sections (b)(2) and (d) of section 105 of
the concurrent resolution on the budg-
et for fiscal year 1998, with Mr.
GOODLATTE in the chair.

The Clerk read the title of the bill.
The CHAIRMAN. Pursuant to the

rule, the bill is considered as having
been read the first time.

Under the rule, the gentleman from
Texas [Mr. ARCHER] and the gentleman
from New York [Mr. RANGEL] each will
control 90 minutes.

The Chair recognizes the gentleman
from Texas [Mr. ARCHER].

Mr. ARCHER. Mr. Chairman, I yield
myself such time as I may consume.

Mr. Chairman, it has been 16 years
since the American people have re-
ceived tax relief, 16 years. While taxes
have not gone down for such a long
time, they surely have gone up over
and over again. For too many years,
the Government has failed to listen to
those who sent us here. For too many
years, taxes went up, spending went up,
and the size and power of Washington
Government went up.

But in the last 21⁄2 years, since the
American people elected a new Con-
gress, I am proud to say that the era of
big government is over and the era of
big taxes is over. With the vote that we
cast today, we will tell the American
people that we have heard their mes-
sage. It is time for Washington to tax
less, so that the American people can
do more.

This plan provides tax relief for life.
It lets people keep more of the money
that they make so that they can spend
it or save it as they see fit. This plan
will be a helping hand from the child-
hood years to the education years,
from the saving years to the retire-
ment years.

It offers a $500 per child tax credit,
including teenagers. It provides edu-
cational tax relief so parents can send
their children to college. It creates in-
centives for people to work hard and
save by reducing the capital gains tax
rate, and by expanding the individual
retirement accounts. It even provides
long overdue relief from the death tax.

This plan is dedicated to America’s
forgotten middle-income taxpayers.
Fully 76 percent of the tax relief in this
plan goes to people with incomes be-
tween $20,000 and $75,000 a year.

When it comes to taxes, my philoso-
phy is simple. We must cut taxes be-
cause tax money does not belong to the
government; it belongs to the middle-
income workers of America who earned
it, who made it and who are entitled to
spend it in the way that they want to
spend it. People in Washington, I
think, sometimes forget that, but I
never will.

Yesterday a young couple working in
Manassas, VA, came to Washington.
They are middle income. The husband
and wife both have to work in order to
make ends meet. They are the back-
bone of this country. With two chil-
dren, I told them yesterday and I re-
peat it today, tax relief is dedicated to
them. A working mom and dad, they
get up every morning, go to work, play
by the rules and try every day to make
ends meet. Because they are middle in-
come, they should not lose this credit
as they do on the suggested Democrat
substitute.
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Even with a strong economy they
know how tough it can be to get by, es-
pecially with teenage children. They
both have to work so they can live the
American dream.

Some Democrats in Washington con-
sider them rich and want to take the
$500-per-child credit away, but we will
not let that happen. Like millions of
other middle-income Americans they
need and deserve tax relief, and that is
what the vote today is all about.

Today’s vote is about providing tax
relief to the people who pay taxes. We
are not only providing tax relief to the
couple I mentioned, Debbie and Phil
Spindle, we are cutting wasteful Wash-
ington spending so we can balance the
budget for their children, James and

Philip, and for the grandchildren one
day they will have.

Remember, my colleagues, balancing
the budget and providing tax relief are
not matters of accounting; they are is-
sues involving our values, our sense of
right and wrong, how to be helpful and
how to make the government work for
a change. In the end what we are doing
is downsizing the power and the scope
of Washington, DC, and upsizing the
power, responsibilities, and opportuni-
ties of the American people.

So in closing I dedicate this vote to
Debbie and Phil Spindle of Manassas
and to the millions of other middle-in-
come Americans who have their taxes
raised and want relief. What we do
today we do for Debbie and Phil and
working couples across this country
who are trying to make ends meet, try-
ing to rear their children, trying to
provide an education. They are the
backbone of America.

Mr. Chairman, I reserve the balance
of my time.

Mr. RANGEL. Mr. Chairman, I yield
myself such time as I may consume.

Mr. Chairman, there is a lot of talk
about this being the first tax cut in 16
years. We do not hear much about what
President is the one that is advocating
the tax cut. We do not hear much
about how the economy has improved
from a deficit that was inherited to-
ward a balanced budget, and our major
problem today is that people have a
different concept of the middle class.

President Clinton has reached out to
my Republican friends and said, ‘‘Can’t
we work together?’’

Mr. Chairman, I think the President
will speak for himself in saying what a
terrible disappointment it has been
where the White House, the policy
makers, has been excluded from the
Republican bill.

Bipartisanship means Democrats and
Republicans working together with the
President of the United States, and the
President now says that this has moved
so far away from the issue of fairness
that he would not be able to sign the
Republican bill.

Even in the State of Texas they have
so skewed and increased the number of
people that will be ineligible for the
child credit that half of the kids in
Texas and over half of the kids in the
State of New York will be ineligible for
the family tax credit.

It seems to me that fairness is some-
thing that should govern, but somehow
if we can find people who are working
every day, paying taxes to local and
State government, that when it comes
to saying give them a break, the people
on the other side think that people who
work in low incomes are asking for
welfare.

Mr. Chairman, I think it is arrogant
and all Americans ought to be indig-
nant, when people do not even consider
going on welfare and they work every
day, they work with their families. We
will hear cases like this, but we are
saying, ‘‘We have to pass over you be-
cause we want to make tax lighter on
the very richest of Americans.’’
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It seemed to me, too, that when my

colleagues get a chance to see the
Democratic substitute, we really be-
lieve that we should have strong law
enforcement but we should concentrate
on our school system the same way the
other side of the aisle concentrates on
death penalties and jail sentences.
What we are talking about is that the
Democratic bill improves our public
educational system, brings in the pri-
vate sector working as partners. We do
not just talk about diplomas, we talk
about jobs, and we are talking about
getting America to move forward in
this next century with productivity, ef-
fectiveness and the education to do the
job we have to do.

Mr. Chairman, I now would like to
hold onto the time that we have for the
other speakers that are here, and I do
hope that people listen and see the dif-
ference between how we can deal with
a tax bill in a bipartisan manner in
which the President would want and
how our Republican friends deserted
and left him, locked him out of the
room when these important decisions
were made.

Mr. Chairman, I reserve the balance
of my time.

Mr. ARCHER. Mr. Chairman, I yield 4
minutes to the gentleman from Ohio
[Mr. KASICH] who has really brought us
here, a gentleman who has spent so
many untold hours working so we can
achieve the goal of a balanced budget
for our children and their children with
tax relief.

Mr. KASICH. Mr. Chairman, I have to
take a moment to pay very high trib-
ute to the gentleman from Texas [Mr.
ARCHER], and I would like the Members
of the House to note something that is
very significant that sometimes goes
unnoticed in this debate. Americans all
of my lifetime argued that lobbyists,
the special interest groups, should not
be able to carve out special benefits for
themselves because they had powerful
lobbyists or fancy lawyers, and in fact
for many, many years, the years in
which we were in the minority, the Tax
Code had benefits carved out for spe-
cial interest groups who because of the
slickness and because of their ability
to meet with the right people, to gain
access to the right people, were able to
carve out in the Tax Code loopholes
that were not fair.

Now I listened to this from liberals
all these years about the need to close
loopholes, and it took the elevation of
the gentleman from Texas [Mr. AR-
CHER] to become chairman of the Com-
mittee on Ways and Means so that over
the course of the last 2 years we have
closed loopholes, we have closed loop-
holes on those powerful special interest
groups that were able to carve out ben-
efits that should have flowed to all
hard-working American taxpayers.

Contained in this tax bill are the
closing of loopholes to the rich and the
powerful, and when we closed those
loopholes we were able to, instead of
giving special benefits to a select group
of people, we were able to have a more

broad-based tax cut program that
would do a number of things:

One, a child tax credit. Every family
with kids who pay taxes under the in-
come level $100,000 are going to get a
$500 tax credit. Got two kids? Keeps
$1,000 in their pockets. We do not want
them to give it to the Government. We
want them to be enhanced, we want
them to be made more powerful. The
child tax credit is all about putting
power in the pockets of America’s fam-
ilies and to reinforce that most pre-
cious American institution.

Second, capital gains tax cut. Look,
folks, I am the son of a blue collar
worker. The bottom line on a capital
gains tax cut is this: ‘‘If you take a
risk, if you work hard, if you put what
you have on the table to build some-
thing, you ought to get a reward for it.
You ought not to be punished for it.’’
And there are millions upon millions of
middle income Americans who will re-
alize benefits under the capital gains
tax cut, but it is about what is right
about America, the idea that if some-
one takes a risk, they ought to get a
reward.

Estate taxes? We want to reduce es-
tate taxes. Why? Mr. Chairman, for
those men and women who build busi-
nesses, who have high blood pressure,
who have bypasses, who have employed
many, many people and help many
families across this country . For those
men and women that made the great
sacrifice, at the end of the day they
should not have to give 55 percent of
everything they earn to the Govern-
ment. They ought to be able to give
more to their families. They ought to
be able to give more to their commu-
nities.

The bottom line is today we are sig-
nificantly beginning to shift not just
power and not just influence but our
constituents’ money away from this
city, back into their hands.

Now as we get these tax cuts, as we
get more personal power, it is not good
enough. It is not good enough to bury
that money in the backyard and just
buy a fancy boat. Part of the respon-
sibility as we get more of our money
back is not just to take care of our
family, but to help in our own commu-
nities, to help heal the communities
across this country.

The gentleman from Texas [Mr. AR-
CHER] has done a terrific job. He has
fought the powerful special interests,
he has closed loopholes, he has pro-
vided tax relief to the American peo-
ple. He has helped people who take
risks, he has helped people who have
built businesses, and he has given them
a reason to let every boy and girl in
this country know that in America if
someone works hard, if they sacrifice,
they can get ahead, and if we can cou-
ple that with some good old fashioned
American values, America will shine
on.

Mr. RANGEL. Mr. Chairman, I yield
15 minutes to the gentleman from
Washington [Mr. MCDERMOTT].

Mr. MCDERMOTT. Mr. Chairman, I
would like to begin by saying that the

last speaker talked about the child
credit. I think everyone should know
that 50 percent of the children in Ohio,
the State he represents, will not get
the child credit. That is more than 1.4
million children in that State will not
get this so-called fair tax credit.

Mr. Chairman, I want to talk about
the fact that Democrats always want
to reduce taxes but they want to do it
fairly, and that is, really, I think, we
ought to have a little discussion out
here about this question because fair-
ness is a central issue in taxation in
this country, in a democracy.

We started on taxation without rep-
resentation. That was what the whole
thing was about. That is how we came
into existence. But in this debate we
have to have honesty.

I listen to the special orders that go
on in this place, and a couple of nights
ago one of the Members got up and said
it is important for the American people
to understand when they hear things
like, ‘‘If you’re earning $20,000, you’re
not going to get a tax cut,’’ there is a
very good reason that a family of four
earning $20,000 is not going to get a tax
cut. Listen to this: They do not pay
Federal taxes.

Now since I was 16 years old I have
been working. I started at the National
Tea Store in Illinois, and every week
we got a check and always got a tax
stub with it, and I have always looked
at my tax stub. And everybody watch-
ing and thinking about this should
take out their tax stub and look at it.
On my tax stub it says I pay Federal
tax. That is withholding tax on the in-
come.

Then there is something called FICA.
In my FICA tax, 7 percent of what I

pay is Federal taxes. It goes to pay for
Medicare and Social Security. Anybody
who is paying FICA is paying taxes.
They are paying Federal taxes. The
other side here wants to say, ‘‘If you
don’t have to pay income tax on a 1040,
you’re not paying taxes.’’ But if some-
one is a $20,000 worker in this country
and they are paying 7 percent of their
$20,000 on FICA taxes, they are paying
Federal taxes, and they ought to be
able to get the tax breaks in this bill.

There are a number of issues that I
think we ought to talk about, and, Mr.
Chairman, the gentleman from Louisi-
ana [Mr. JEFFERSON] knows about cap-
ital gains. Let us talk about the fair-
ness of capital gains in this bill that
the Republicans have put out here.

Mr. JEFFERSON. Mr. Chairman, will
the gentleman yield?

Mr. MCDERMOTT. I yield to the gen-
tleman from Louisiana.

Mr. JEFFERSON. Mr. Chairman, I
appreciate the gentleman yielding to
me.

The question is whether ordinary
working families, ordinary working
people, will benefit from this capital
gains tax relief. The answer is very few
of them will, because to get tax relief
they have to own capital assets, and
very, very few working families own
capital assets in this country.
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For instance last year if someone

made between zero and $25,000, they
paid 2.2 percent of all the capital gains
taxes paid in the country. If they
earned between $50,000 and $100,000,
they paid 8 percent of all the capital
gains taxes.

Mr. MCDERMOTT. The gentleman
means up to 50 percent.

Mr. JEFFERSON. Up to $50,000, 10
percent of the capital gains taxes were
paid, and between $50,000 and $100,000,
another 16 percent of those persons
paid capital gains tax. So between zero
and $100,000, 26 percent of the capital
gains taxes were paid, which means
that above $100,000, 74 percent of all the
capital gains taxes were paid in the
country. Which means, to put it an-
other way, if we give a break in capital
gains, we are going to give a break that
is going to affect, 76 percent of the cap-
ital gains tax is going to affect 4 to 5
percent of the taxpayers in this coun-
try.
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Put another way, if one makes over
$200,000, one paid 60 percent of the cap-
ital gains taxes last year. That is 1 per-
cent of all of the taxpayers in this
country; 110,000 taxpayers out of 110
million taxpayers in America.

So a great part of this bill, $8 billion
a year, is going to end up in benefits
for the top 1 percent of the earners in
our country, people who make over
$200,000 and who, on the average, make
$650,000 a year. So if people are watch-
ing this television program now and
are expecting a capital gains tax cut
and are making $30,000 or less, even if
one makes $50,000, as we just talked
about, they can turn the TV off and go
and do something more meaningful, be-
cause there is nothing in this bill that
is really going to help those people.

But if one makes over $200,000, they
want to stay tuned, because there is a
whole lot here that is going to get
them out of a big bunch of trouble.
Those people are going to save collec-
tively, as a group, $7 billion to $8 bil-
lion a year out of this bill just on the
capital gains issue.

On the estate tax, it does not get any
better. Out of the 2.5 million people
who died last year, only 39,000 paid es-
tate taxes. That is less than 2 percent.

Mr. MCDERMOTT. Mr. Chairman, re-
claiming my time, is the gentleman
saying that we are writing this provi-
sion on estate taxes for 1.8 percent of
the people?

Mr. JEFFERSON. Mr. Chairman, if
the gentleman will yield, those are the
only people who are affected by this
whole discussion about estate taxes.

Mr. MCDERMOTT. Mr. Chairman, I
would ask the gentleman, is that fair?

Mr. JEFFERSON. Mr. Chairman, it is
not fair, because it leaves out, as the
gentleman can see, 98 percent of the
taxpayers in one case, and in another
case leaves out almost 99 percent for
any meaningful tax relief.

This is a bill for people who make a
lot of money and who have a great deal

in their estates, and that is about it. It
is not a bill that is going to help mid-
dle-income people or working families.

Mr. MCDERMOTT. Mr. Chairman,
once again reclaiming my time, what is
the level that the gentleman would say
that people should stay and watch this
program and it is going to do some
good for them? What kind of income
level would it really mean?

Mr. JEFFERSON. Mr. Chairman, if
one makes more $200,000 a year, stay
tuned on capital gains taxes. If one
makes more than $100,000, they might
want to watch part of the program. But
$200,000 should really stay tuned.

Mr. MCDERMOTT. Mr. Chairman,
how much money would the gentleman
say one would have to have to stay
tuned for the estate taxes?

Mr. JEFFERSON. Mr. Chairman, for
the estate taxes, if one’s estate net is
over $600,000 last year, of course one
paid estate taxes. This is going to raise
it about to $700,000 or so on their side;
$750,000 I think it goes this year.

So I suppose that if one has net es-
tates of over that amount of money,
less than 1 percent of the people in the
country, then those people want to
stay tuned also. But for everybody else,
if people are watching this thing on TV
to see what is in it for them on estate
taxes and capital gains taxes, they
might want to turn the TV off and en-
gage in something else more meaning-
ful.

Mr. MCDERMOTT. Mr. Chairman, re-
claiming my time, I think that goes to
the whole question of fairness and it
really says this whole thing is skewed
to the people at the top.

Mr. Chairman, we were talking be-
fore about the issue of, let us take a
family making $23,000, living in Geor-
gia, a police officer. What is he going
to get out of this tax bill?

Mrs. THURMAN. Mr. Chairman, will
the gentleman yield?

Mr. MCDERMOTT. I yield to the gen-
tlewoman from Florida.

Mrs. THURMAN. Mr. Chairman, he
gets nothing out of this tax bill.

Mr. MCDERMOTT. Nothing? Wait a
minute. The gentlewoman is telling me
a police officer who makes $23,000 is
going to get nothing out of this tax
bill?

Mrs. THURMAN. Mr. Chairman, he
certainly will not get the part that has
been debated over the last couple of
years, and it has been the last couple of
years where we have begun to talk
about this $500 child credit or family
credit so that we could make sure that
every child was given the same advan-
tages.

Under this, it is my understanding,
unless somebody can correct me, that
somebody even under $30,000 would not
be eligible or would not have the ad-
vantage of that $500 tax credit. So if
one has two children, it is not there.

In fact, for those who read the article
this morning, it actually goes through
a situation about a police officer who
might be being paid about $23,078 a
year starting off, has two kids, he does

get an earned income tax credit, and he
gets the earned income tax credit not
because he is staying home, but be-
cause he is out there working every
day.

Mr. MCDERMOTT. Mr. Chairman, I
would reclaim my time and inquire of
the gentlewoman, we are talking al-
ways about working people here?

Mrs. THURMAN. Mr. Chairman, ab-
solutely. Working, every day getting
up, or they are not eligible for any of
this.

That is something that goes back to
the Reagan years when it started and
everybody believed that for hard-work-
ing people this was important that this
happened. So now they are going to get
up and they are going to believe that
next April, they have two children and
they think, guess what? I am actually
going to receive possibly $1,000 because
I have two children. They are going to
be sorely displeased with what happens
in their tax next year.

Mr. Chairman, the other thing that is
interesting to me, it is the only place
in this bill at all that one is penalized
for taking advantage of what is avail-
able to people in the Tax Code today.
Let me just say this. If one gets the ex-
ample of having an IRA, which is also
in this piece of legislation, which most
of us support is a good idea to invest
and to do those kinds of things.

Mr. MCDERMOTT. Mr. Chairman,
does the gentlewoman think the aver-
age policeman making $23,000 has the
money to put into an IRA?

Mrs. THURMAN. Oh, no, no. Or prob-
ably they are trying to buy their first
house, so they do not have anything to
sell. I would love the gentleman from
Louisiana [Mr. JEFFERSON] to talk
about just what a capital gains is, be-
cause I think sometimes we get lost in
words up here. What is a capital gains?
Where does that capital gains come
from? Generally, for these folks, it
could have been the sale of a house.

Well, if one is just starting off and
trying to buy a house, one is not going
to have a capital gains in this. So here
we go. We have an IRA issue in here
that is being proposed, we have a cap-
ital gains issue in here, and then on top
of that, we have an education savings
account that we can do up to $10,000 a
year.

Now, I do not know very many people
at that $23,000 level that will have the
advantage of any of those, but those
folks that can take advantage of that
part of the tax structure get no penalty
at all. I mean they continue to get ev-
erything, plus the $500 child credit.

The only people that are getting pe-
nalized would be those below $30,000
that really would have no access to
some of these other areas of the tax
bill.

Mr. BECERRA. Mr. Chairman, will
the gentleman yield?

Mr. MCDERMOTT. I yield to the gen-
tleman from California.

Mr. BECERRA. Mr. Chairman, listen-
ing to all of this, for those of us in a
place like Los Angeles, a State as big
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as California is, to know that more
than half of the children in California
will not get a child tax credit through
this bill.

Mr. MCDERMOTT. Mr. Chairman, re-
claiming my time, the gentleman is
talking now about families who are
working, with children, working fami-
lies?

Mr. BECERRA. Mr. Chairman, work-
ing families.

Mr. MCDERMOTT. Mr. Chairman,
half the kids in California do not get
the tax break.

Mr. BECERRA. Mr. Chairman, if the
gentleman will continue to yield, more
than half of the kids, from what we
have been able to determine, in this
tax bill, they will not have an oppor-
tunity to take advantage of this child
tax credit, even though they work full
time.

Mr. MCDERMOTT. And pay FICA
taxes. They are paying Federal taxes.

Mr. BECERRA. Mr. Chairman, what
is more interesting, I have a district in
Los Angeles where it is mostly working
class. The median income is somewhere
around $25,000.

Mr. MCDERMOTT. Mr. Chairman, I
would say to the gentleman, just like
the policeman in Georgia.

Mr. BECERRA. Yes, Mr. Chairman,
just like the policeman there.

Mr. Chairman, if the gentleman will
yield further, to know that 70,000 or so
families, working families in my dis-
trict are probably at risk of not being
able to participate in something that is
being touted as something for all fami-
lies with children is unconscionable,
but that is where we are heading.

If we could put a name to some of
those faces. This individual does not
live in my district, she happens to live
in Missouri. Her name is Robin Acree.
She earns about $21,000. She is di-
vorced, she has three kids, age 14, 17,
and 19. Now, it is interesting, under the
1995 bill that this Republican House
passed, Robin would have qualified for
a $500 tax credit, child tax credit.
Under this year’s bill, she does not get
a cent. Even though she pays some-
where over $2,100 in taxes, income
taxes, payroll taxes, she will get zero
out of this.

Now, Robin lives in Missouri, she is
not in my district in California, but
she works just as hard, I imagine, as
any of the folks and the families in my
district that are also to be left out. I do
not understand why under one bill this
House was willing to give her a $500 tax
credit, but now this year she gets zero,
even though she pays more than $2,200
in taxes.

Mr. MCDERMOTT. Mr. Chairman, re-
claiming my time, maybe they needed
the money that would have gone to
this lady to give the tax breaks to the
people who need the estate tax break
up at the top.

Mr. BECERRA. Mr. Chairman, cer-
tainly we are going to do away with
$135 billion worth of money.

Mr. MCDERMOTT. And she does not
get a nickel.

Mr. BECERRA. Not a nickel of it,
Mr. Chairman.

Mr. MCDERMOTT. And she is work-
ing.

Mr. BECERRA. Working full time.
Mr. MCDERMOTT. Paying taxes.
Mr. BECERRA. Paying taxes. Has

one child in college.
Mr. MCDERMOTT. Mr. Chairman,

how could that be fair?
Mr. BECERRA. Mr. Chairman, if the

gentleman will continue to yield, I
know it is not fair to Robin. I am for-
tunate, I got myself a good education,
I am making a decent salary. She is
working just as hard as any one of us,
and there is no reason why she should
not be able to take advantage of that.

Mr. MCDERMOTT. Mr. Chairman, re-
claiming my time again, if I could in-
quire of the gentleman from Louisiana
[Mr. JEFFERSON], we were talking be-
fore about the whole issue of what a
really smart person would do with this
tax bill if they wanted to make a lot of
money. Tell us about how one could
play the game with this bill.

Mr. JEFFERSON. Mr. Chairman, this
is what we might call a back-to-the-fu-
ture kind of an idea here in this tax
bill that takes us back to the idea of
tax loopholes and tax shelters.

Now, there are any number of ways
this game could be played out, but any
time one has a marginal tax rate on in-
dividual income that is 39 percent and
a capital gains rate that is 20 percent,
which is roughly 20 points in the dif-
ferential, one is going to have a great
incentive for people to find and cover
ways to avoid paying taxes on salaries
and to find a way to pay taxes on cap-
ital gains. So it is a natural incentive
and it is made far greater under this
bill.

There are any number of ways that
people can take advantage of this. Let
us just talk about a couple. If one has
a high income, then one has a higher
capability, ordinarily speaking, of bor-
rowing money. And one probably has a
home that is worth a lot more than
somebody that does not have a high in-
come. So right now to make a home
loan, the interest on the home loan is
deductible. If one wants to get involved
in a big capital acquisition like a stock
purchase, one could take a home loan
with deductible interest and buy a big
stock purchase with it and take advan-
tage of this huge capital gains break
we are going to give the folks who are
dealing in stocks.

Mr. MCDERMOTT. Mr. Chairman,
does the gentleman think that a police-
man in Georgia could take a loan on
his house and buy a big stock pur-
chase?

Mr. JEFFERSON. Mr. Chairman, a
policeman in Georgia probably has a
smaller house, probably would take a
loan to send his kids to college, is not
going to be for some big differential
like that, plus there is not going to be
enough money to play that much in
the stock market with. So it will not
be available for that person. At the
very top of that level, if a person has a

big salary from a big company, he can
take his salary in stocks rather than
take it in ordinary income, and there-
fore avoid paying the tax on the stock.

Mr. MCDERMOTT. Mr. Chairman, it
is not fair.

ANNOUNCEMENT BY THE CHAIRMAN

The CHAIRMAN. The Chair will re-
mind all Members engaging in dialog
to yield and reclaim time each time
that they yield or reclaim time.

Mr. ARCHER. Mr. Chairman, I yield
myself such time as I may consume
briefly to say that the bottom line of
all of the colloquy that we just heard is
that the Democrats want to take
money away from families who are
middle income with children, who pay
taxes, pay income taxes, and they want
to give it to people who do not pay any
income taxes.

This bill should be a middle-income
taxpayer relief bill that was promised
by the President in 1992 and not be si-
phoning money away from them and
giving it to people who pay no income
tax.

Mr. Chairman, I yield 2 minutes to
the gentleman from Pennsylvania [Mr.
ENGLISH], a respected member of the
Committee on Ways and Means.

Mr. ENGLISH of Pennsylvania. Mr.
Chairman, I rise in very strong support
of the Taxpayer Relief Act, legislation
that will provide tax relief to people
who pay taxes. Under this plan, 76 per-
cent of the tax relief goes to people
who make less than $75,000 a year, and
over $100 billion of the tax relief out of
$135 billion in our bill goes to the child
tax credit and education tax relief.

Our tax cut plan makes the Tax Code
a little fairer, not only by helping fam-
ilies, but also by encouraging economic
growth and by creating and protecting
good paying American jobs.

One of the ways we do this is by re-
forming the AMT. Now, the AMT is
what is called the alternative mini-
mum tax, but it should be called the
anti-manufacturing tax. The AMT is
one of the biggest tax barriers to the
competitiveness of the American man-
ufacturing sector. It penalizes compa-
nies that try to invest in jobs and im-
prove their productivity. It directly pe-
nalizes companies that create the most
desirable jobs in America by taxing
companies when they buy equipment
rather than taxing them on their prof-
its. The AMT tax penalty directly en-
courages companies to create new jobs
offshore. It is a job killer, stunting new
job creation and imperiling existing
good paying jobs right here in America.

The AMT even hurts the environ-
ment. It imposes what amounts to a 22
percent tax penalty on companies that
invest in pollution control equipment.
Because it does all of these things to
companies in a down cycle, the AMT is
really the ‘‘kick-them-when-they-are-
down’’ tax, hitting basic industries and
union workers when they are more vul-
nerable.

If we reform the AMT as proposed in
this bill, studies have shown that it
will increase the GDP growth by 1.6
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percent and increase business invest-
ment by 7.9 percent. That will allow us
to build a high-wage economy for the
next century and restore the American
dream for millions of working families.

If my colleagues care about these
things, I urge you to vote for this bill.

b 1230

Mr. ARCHER. Mr. Chairman, will the
gentleman yield?

Mr. ENGLISH of Pennsylvania. I
yield to the gentleman from Texas.

Mr. ARCHER. Mr. Chairman, I ask
the gentleman, Is it not also true that
as this negative impact on buying
equipment occurs, does it not work
against antipollution equipment also,
and therefore make it more difficult to
clean up the air and the water?

Mr. ENGLISH of Pennsylvania. That
is exactly my point, Mr. Chairman.
And this should be a good green vote,
to vote for this tax act.

Mr. RANGEL. I yield myself 5 sec-
onds, Mr. Chairman.

I would just like to point out that we
can get all the statistics we want, but
if we ask the Governors of the States,
under the Republican bill almost half
of the children will not get the credit
that the President wants, and that is
more than 1.6 million children.

Mr. Chairman, I reserve the balance
of my time.

Mr. ARCHER. Mr. Chairman, I yield 2
minutes to the gentleman from Ken-
tucky [Mr. BUNNING], a respected mem-
ber of the Committee on Ways and
Means.

(Mr. BUNNING asked and was given
permission to revise and extend his re-
marks.)

Mr. BUNNING. Mr. Chairman, I rise
in strong support of the Taxpayers Re-
lief Act.

It has been 16 years since Americans
got real tax relief. Now it is time we
start letting them keep more of their
own money instead of being forced to
send it to Washington, D.C.

By giving families a child tax credit,
by cutting the death tax that ruins
small business and family-owned
farms, by cutting capital gains taxes
for families who sell their homes, by
making education more affordable, we
are saying that Washington needs to
tax less so Americans can spend more.

Two specific parts of this package
that I have been pushing really help il-
lustrate this point. The first is the tax
cut for withdrawals from State-run
prepaid education plans. This bill lets
families who save for their kids’ col-
lege education to withdraw up to
$40,000 tax-free with these plans. This
means that in Kentucky, where the
families of over 2,600 students are al-
ready saving in our plan, it is about to
become a whole lot easier to educate
their children with this plan.

Another exciting part of this tax
package is the reform of the home of-
fice deduction. Fourteen million men
and women, mostly women, are now
making a living working at home. But
because of the snafu in the tax law,

they cannot deduct the expenses like
other businesses.

At a time when companies are
downsizing and workers are striking
out on their own, this does not make
any sense. We should not be penalizing
these entrepreneurs. We ought to be
encouraging them. This bill reforms
the tax rules to do just that.

Last, both of these examples high-
light the pivotal ideas behind this bill.
We are getting Government off the
backs of the people so they can do
more on their own.

Mr. Chairman, it has been 16 years
since the average American got some
tax relief. It is time to do more. I sup-
port this bill and urge Members to do
the same.

Mr. ARCHER. Mr. Chairman, I yield 2
minutes to the gentleman from Michi-
gan [Mr. CAMP], another respected
member of the Committee on Ways and
Means.

Mr. CAMP. Mr. Chairman, I thank
the chairman of the committee for
yielding time to me.

Mr. Chairman, I rise in strong sup-
port of the tax relief bill before us
today. This bill, the first tax relief in
16 years, represents a significant first
step in our efforts to allow middle-in-
come taxpayers to keep more of what
they earn.

Today the average American pays
more in taxes than they do for food,
clothing, and housing combined. This
tax relief bill will help stem this tide.
This bill provides a $500-per-child tax
credit, which will help 41 million chil-
dren. Some people want to stop the tax
credit once a child reaches 13. Our bill
realizes that the cost of raising a child
does not get any cheaper; in fact, costs
rise.

This bill also eases the death tax, so
our Nation’s farmers and small busi-
ness owners can pass their legacy on to
their children. More than 60 percent of
the family-owned businesses fold before
reaching the second generation, not be-
cause of poor management, but because
the Government taxes them at up to 50
percent.

We also make it easier for children to
realize the goal of a college education
by including and improving the Presi-
dent’s HOPE scholarship proposal. We
are hearing a lot about distribution
charts that show who benefits from tax
relief, and by how much.

In order to cook the numbers, the ad-
ministration calculates how much you
could earn if you rented your house
and then adds this amount to your in-
come. This is how they make you seem
richer than you really are. In addition,
they include your pension fund, your
health benefits, and your life insurance
to your income. The result is that the
number of families with incomes be-
tween $50,000 and $75,000 rises by 25 per-
cent under that plan.

The nonpartisan Joint Committee on
Taxation estimates that 76 percent of
the tax relief in this bill goes to Ameri-
cans earning under $75,000 a year. Lost
in this debate is a fundamental idea

that Washington has ignored for 16
years. It is the idea that it is your
money. The Government is not entitled
to it, you are. You earned it. You know
how best to spend it, and you deserve
to keep it.

Mr. ARCHER. Mr. Chairman, I yield 2
minutes and 15 seconds to the gen-
tleman from California [Mr. HERGER],
another respected member of the Com-
mittee on Ways and Means.

Mr. HERGER. Mr. Chairman, this
legislation provides tax relief to Amer-
icans who pay taxes. Under this plan,
76 percent of the tax relief goes to
Americans who make less than $75,000.
American families are struggling under
the burden of increasing taxes and de-
serve relief.

The average American now pays al-
most 40 percent of their income to
local, State, and Federal taxes, more
than they spend on food, clothing, and
shelter combined. Our tax plan pro-
vides needed relief by allowing families
to keep more of their money through a
$500 per child tax credit.

In my northern California congres-
sional district alone, 89,000 children
will benefit from the child tax credit,
and more than 41 million children will
benefit from it nationwide. A family
with one child will get $500 taken off
the top of their tax bill. A family with
two children will get $1,000 taken off of
their tax bill, and so on.

Mr. Chairman, voting against this
tax plan is to look into the faces of 41
million children and say, sorry, we are
not going to help you. Voting against
this tax cut is saying no to giving
Americans more freedom to spend their
own money, and voting against this tax
cut is saying no to helping struggling
families that are just trying to get by.

Mr. Chairman, families have not had
significant tax relief since 1981, 16 long
years. Is it not about time we give
them a break? They deserve it. I urge
my colleagues to support this measure.

Mr. ARCHER. Mr. Chairman, will the
gentleman yield?

Mr. HERGER. I yield to the gen-
tleman from Texas.

Mr. ARCHER. Mr. Chairman, I ask
the gentleman if he can point out for
the Members here from these charts
precisely where this tax relief goes.
The first chart shows that 90 percent of
the tax relief over 10 years goes to fam-
ilies and to education, with $23 billion
as a small item that goes to the other
areas of relief.

The second chart shows 76 percent of
the tax relief goes to people with an-
nual earnings under $75,000.

Mr. HERGER. I thank the chairman.
Mr. ARCHER. Mr. Chairman, I yield 3

minutes and 50 seconds to the re-
spected gentlewoman from Connecticut
[Mrs. JOHNSON], a member of the Com-
mittee on Ways and Means and the
chairman of the Subcommittee on
Oversight.

Ms. JOHNSON of Connecticut. Mr.
Chairman, I thank the chairman for
yielding time to me.

Mr. Chairman, I am proud to rise in
strong support of the first tax-cutting
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bill in 16 years. Today we adopt tax re-
lief for working, tax-paying families,
and powerful incentives for economic
growth and job creation.

How does the bill help women, chil-
dren, and fathers? It delivers benefits
sooner and provides more generous
benefits than the Democrats’ alter-
native. True, it does not help nontax-
paying working families. That is be-
cause they were our first priority. That
is because a few years ago we adopted
legislation that wipes out the burden of
payroll taxes for working families who
do not earn enough to pay any income
taxes.

Now we move to relieve the tax bur-
den of families earning enough to pay
income taxes. We do not wipe out their
payroll tax benefit, as we have done for
families receiving the EITC. We merely
offer them a modest $500-per-child re-
duction in their income tax liability in
recognition of the fact that they are
hard-working, tax-paying families in
America.

Second, this tax bill increases the
maximum deduction for child care
costs. While for families over $60,000 we
gradually reduce half of this benefit,
that is far less than the Democrats’
draconian repeal of the $500-per-child
tax credit for families over $60,000.
Again, the Republican bill provides a
more generous bill sooner than does
the alternative.

Third, this bill helps families save for
college, helps kids through HOPE
scholarships, helps women who want to
set up a business in their home through
the home office deduction, and helps
senior women, who are the biggest win-
ners, through capital gains benefits.

Further, Mr. Chairman, there are
many important provisions in this bill
that will help our economy grow more
rapidly and create high-paying jobs.

Mr. Chairman, the R&D tax credit
helps businesses develop new products,
the kind of products they need to com-
pete in a global economy. Capital gains
cuts will shift capital to job-creating
growth industries and particularly help
our seniors, who hold 80 percent of
America’s assets. It also makes the or-
phan drug tax credit permanent, which
will truly explode the research projects
focused on rare diseases.

It helps teachers exercise their cur-
rent rights to increase their pension
benefits by buying back service years
at a time in their lives when they can
afford it. Finally, it helps States col-
lect their taxes so that can be con-
trolled at the State level as well as the
Federal level.

Mr. Speaker, this is a great tax bill,
a great step forward. I am proud to
support it. I call Members’ attention to
the charts.

Mr. ARCHER. Mr. Chairman, will the
gentlewoman yield?

Mrs. JOHNSON of Connecticut. I
yield to the gentleman from Texas.

Mr. ARCHER. Mr. Chairman, I ask
that the gentlewoman point out on the
chart the part that supports the com-
ments she has made, that the Repub-

lican plan gives more money to fami-
lies with dependent care expenses,
which is over in the right-hand chart,
and that the Republican plan gives
more money to families with children
compared to the Democrat plan or to
the Clinton plan.

Mrs. JOHNSON of Connecticut. Mr.
Chairman, we are far more generous to
families. We give them the benefits
sooner, give them to more families,
and we retain it longer.

I am proud to rise in strong support of the
first tax cutting bill in 16 years. Today we
adopt tax relief for working, tax-paying fami-
lies, and powerful incentives for economic
growth and job creation.

How does this bill help women, children,
and fathers? It delivers benefits sooner and
provides more generous benefits than the
Democrats’ alternative. True, it doesn’t help
nontax-paying working families. That’s be-
cause they were our first priority. We adopted
legislation to wipe out the burden of payroll
taxes for those working families. Now we just
relieve—modestly—just the income tax burden
of those above the tax subsidy level who work
and pay taxes. Unfortunately, the Democrats
pay for additional benefits for working people
who pay no income or payroll taxes by limiting
to $300 the credit for tax-paying, working fami-
lies until 2001.

Second, this tax bill increases the maximum
deduction for child care costs. And while fami-
lies over $60,000 will gradually lose half of this
benefit that is far less than the Democrats’
draconian repeal of the $500 child credit for all
families over $60,000. Again the Republican
bill provides more generous benefits sooner.

Third, this bill helps families save for col-
lege, helps kids through HOPE scholarships,
helps women who want to set up a business
in their home through the home office deduc-
tion, and helps senior women who are the big-
gest winners through capital gains reductions.

Further, Mr. Chairman, there are many im-
portant provisions in this bill that will help our
economy grow more rapidly and create high-
paying jobs. The research and development
tax credit is an important incentive that en-
courages U.S. corporations to develop the
products they need to compete globally. If the
United States fails to provide some assistance
to American companies, many—such as the
aerospace, electronics, chemical, health tech-
nology, and telecommunications industries—
will find it difficult to compete in an increas-
ingly globalized marketplace. With Federal dol-
lars in basic and applied research shrinking—
and R&D a strong priority of our major foreign
trade competitors—the extension of the R&D
credit is critical. In fact, studies show that Unit-
ed States firms spend only about one-third as
much as their German counterparts, and only
two-thirds as much as Japan on research and
product and development.

Capital gains reductions will shift capital to
job creation, growth industries, and particularly
help our seniors who hold 80 percent of the
assets in our country. It is estimated that near-
ly $8 trillion of capital gains are locked in by
people unwilling to sell their assets and be hit
with a punitive tax. It is the sale and reinvest-
ment of these very assets which creates the
new capital needed to start up, modernize, or
expand the businesses of the future. Many
countries do not tax their long-term capital
gains, giving foreign companies a competitive

edge over their American counterparts. And
this provision is particularly important to Amer-
ica’s retirees, most of whom are women. Sen-
iors hold 80 percent of our assets and 50 per-
cent of those benefiting from capital gains
have incomes under $50,000. So this capital
gains relief will really help the retiree who
needs to replace a roof and sell some stock
to do it. Capital gains, the research and devel-
opment credit, and reform of the alternative
minimum tax will put Americans’ capital where
jobs can be created.

The bill also makes the orphan drug tax
credit permanent, which will explode the re-
search projects focused on cures for rare dis-
eases. In the past, while the year-to-year ex-
tension of this widely-supported tax credit has
helped encourage research on rare diseases,
I believe the certainty of a permanent exten-
sion will cause an explosion in those critical
projects. When Congress made the low-in-
come-housing tax credit permanent several
years ago, interest in the program sky-
rocketed, resulting in better quality housing
and yielding 25 percent greater benefit for our
tax dollars. The permanent extension of the
orphan drug tax credit, in my view, will result
in a similar explosion of new drugs to treat
rare diseases.

Finally, I would like to mention two lesser-
known but important provisions that are in-
cluded in H.R. 2014. One helps teachers exer-
cise their current rights to increase their pen-
sion benefits by buying back service years
when they can afford it. For example, a teach-
er who worked for several years in New York
but spent most of her career in Connecticut
would receive a pension based on years of
service in Connecticut. Under State law, she
has the option to purchase the years worked
in other States, however, her ability to do so
is limited by annual contribution restrictions.
This bill gives greater flexibility to teachers
and other public employees to be able to buy
back years of service, thereby raising their
pension benefit.

And finally, this bill helps States collect their
taxes so tax burdens can be held down on
America’s hard-working folks at the State as
well as Federal level. Currently, 32 States al-
ready allow the Federal Government to partici-
pate in their State income tax refund offset
programs. This provision reciprocates, provid-
ing a great benefit to States while actually
saving the Federal Government a small
amount of revenue.

Mr. Speaker, this tax bill takes many impor-
tant steps forward to stimulate economic
growth and high-paying jobs and to help work-
ing, tax-paying families. I urge my colleagues
to support it.

Mr. RANGEL. Mr. Chairman, I yield
myself 1 minute.

The President said he wanted work-
ing families, not welfare families, to
get a tax break for their kids. So no
matter how we cut it with charts, the
bottom line is going to be how many
kids are going to be denied because cer-
tain people thought they did not make
enough money.

Almost half of the children in Con-
necticut, 44 percent, more than 430,000
children, will be denied because these
working families are not entitled to
the benefits under the Republican bill;
and 56 percent in California, that is
over 5 million children, will be denied.
These are working families.
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Half of the children in Michigan, 1.3

million children of working families,
will be denied under the Republican
plan; and 50 percent in the State of
Kentucky, children of working fami-
lies, will be denied the benefit that the
President thought he had a promise
made on when he went into a dialog
with the Republicans.

For these reasons the President finds
the unfairness, and for these reasons,
he would veto.

Mr. Chairman, I yield 15 minutes to
the gentleman from Michigan [Mr.
BONIOR], the Democratic whip.

b 1245
Mr. BONIOR. Mr. Chairman, I thank

my colleague for yielding me this time
and for the outstanding job that he has
done on this piece of legislation, the
Democratic alternative.

Let me point out, before I begin my
remarks, that the charts that we have
just seen on this side of the aisle, when
they talked about the child tax credit,
let me just reinforce the comments by
the gentleman from New York [Mr.
RANGEL]. The percentage of dependent
children ineligible for this $500 child
tax credit in the State of Texas, 54 per-
cent; 54 percent of kids from families
in the State of Texas do not get it. In
Connecticut, 44 percent of the children
would not be able to get it. So when
they put up these charts, it is just for
a select few. It is not for the hard-
working, middle-income folks that
really need it the most.

America’s working families deserve a
tax cut. The Democratic tax plan gives
it to them. Under the Democratic plan,
71 percent of the tax cuts go to house-
holds earning less than $100,000. Under
the Democratic plan, the $500 child
care credit goes to lower- and middle-
income families, the teachers, the po-
lice officers, the nurses, the people who
are working harder than ever to
achieve the American dream. Under
the Democratic plan, the HOPE schol-
arship is fully funded, making it pos-
sible for people from working families
to afford that 13th and 14th year of edu-
cation. The Democratic plan helps
America’s working families.

The Republican bill we are debating
does just the opposite. It punishes
America’s working families and re-
wards the wealthy and the biggest cor-
porations. The New York Times said
this bill, the Republican bill, showers
tax cuts on the Nation’s wealthiest
families.

Conservative commentator Kevin
Phillips said, this bill is a payback to
big contributors. Speaker GINGRICH ad-
mitted this last month, when he spoke
to hundreds of wealthy contributors at
a black tie dinner given by the Repub-
lican Party. People paid as much as a
quarter of a million dollars each to go
to that dinner. He said, whatever you
have given, this is the Speaker to these
wealthy contributors, whatever you
have given is a tiny token of what you
have saved.

That is what he is paying them back
with today, their bill, what they have
saved.

Who is paying for this giveaway to
the rich? America’s working families.
Under the Republican tax bill, the
working parents of almost 1.4 million
children in Michigan, in my State, will
be excluded from the child care credit.
That is almost half the children in
Michigan. Under the Republican tax
bill, the value of the HOPE scholar-
ships is slashed, in direct violation of
the budget agreement. The Republicans
are taking money away from family
credit, away from education credit,
away from working Americans, so that
the corporate interests, the corporate
titans can avoid paying taxes at all.

According to the Treasury Depart-
ment, the Republican tax bill gives
more benefits to the richest 1 percent,
listen to this figure, the richest 1 per-
cent of Americans, than to the bottom
60 percent combined. Today’s Wall
Street Journal described the Repub-
lican plan as, and I quote, a bonanza
for the affluent, crumbs for the work-
ing class.

If the Republicans were not writing
this lopsided tax bill into law, we
would call it robbery. This tax bill rolls
back the corporate minimum tax which
says to big corporations, you have got
to pay something like the rest of us.
We had in the 1980’s corporations like
Texaco and Boeing and AT&T that
were not paying any Federal income
taxes. The corporations in the early
1960’s would pick up about 25 percent of
the tax load in this country. That has
decreased because these large corpora-
tions paid no income taxes to the point
that they were down to about 7 percent
of the load in the mid-1980’s. Everybody
was embarrassed so we passed a cor-
porate minimum tax where they were
required to pay something. Now under
this bill, the Republicans want to give
them a $22 billion tax break to get that
percentage back down to the low dis-
graceful numbers.

Mr. RANGEL. Mr. Chairman, will the
gentleman yield?

Mr. BONIOR. I yield to the gen-
tleman from New York.

Mr. RANGEL. Mr. Chairman, the
gentleman is saying that successful
corporations enjoying tax welfare ben-
efits that now are forced by laws of the
Congress to pay taxes, that in the Re-
publican bill is just wiped out.

Mr. BONIOR. They move away from
responsibility on the part of the cor-
porations in paying any taxes at all in
this country at the Federal level.

Mr. RANGEL. Mr. Chairman, if the
gentleman will continue to yield, and
for years all we have said is that they
have a responsibility to pay something.

Mr. BONIOR. Mr. Chairman, they
need to be part of the community of
people who support our economy, our
country and share the load. If they are
not paying it, working people are going
to pick up the difference. That is the
problem here. Their bill is top-heavy in
terms of benefits to those at the top;
crumbs, as the Wall Street Journal and
the New York Times and others have
scribbled it, for working people.

There is no equity in their bill. That
is why the poll that came out this
morning said the American people sup-
port the Democratic bill over the Re-
publican bill by a 2-to-1 margin, 60 to
30 percent. On top of all of this, their
bill, this tax bill that the Republicans
are offering actually raises taxes on
the bottom 40 percent of Americans.
Raises taxes.

This Republican bill also includes
and encourages big corporations to re-
define their employees as contract
workers. What does that mean? That
means you can define your people who
work for you as contract workers and
you do not have to worry about paying
them the minimum wage. You do not
have to worry about paying them
health benefits or pension benefits.
Under the Republican plan, the rich get
richer, America’s middle-income fami-
lies have to work twice as hard just to
stay even.

The Republicans tout their $500 child
care credit. It is a good idea, but only
if you actually give it to the families
who need it. Today’s Wall Street Jour-
nal notes that in Speaker GINGRICH’s
suburban district, a newly-hired police
officer earning $23,000 a year, married
with two kids, would not qualify for
the child care credit under the Repub-
lican plan. Why? Well, the Republicans
say that is because this police officer
already receives the earned income tax
credit. The child care credit would con-
stitute welfare, they say. That is right.
The Republicans are saying that a
young police officer who is trying to
raise a family, who puts his life on the
line every day for $23,000 a year and
pays thousands of dollars in taxes, pay-
roll taxes, excise taxes, does not de-
serve a tax credit to help his family.
None, zip, nothing, zero.

The richest 1 percent of Americans
get a tax break that is worth more
than that police officer makes all year
under their bill. The richest 1 percent
get more than the police officer makes
all year. That is an absolute outrage. It
is not right. It is not what this country
is all about. It is America’s working
families who need this tax cut. Accord-
ing to a poll, as I said today, the Amer-
ican people agree with our position.
Let us give them a tax cut that they
can use and be proud of and we can
help working families with.

Mr. GREEN. Mr. Chairman, will the
gentleman yield?

Mr. BONIOR. I yield to the gen-
tleman from Texas.

Mr. GREEN. Mr. Chairman, I have
sat here on the floor and listened this
morning, and time and time again we
have had folks come up and say, we are
going to help the struggling families
with the first tax cut in 16 years. The
gentleman said, and I know we have
had Members come up on the floor, for
example, the $500 child tax credit in
Kentucky, over 50 percent, over 50 per-
cent of the children will not be eligible
for it. In my State of Texas, 54 percent
of the children will not be able to enjoy
that child care credit. And I know that
is correct.
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The other thing that I wanted to ask

about is, a lot of us support a capital
gains tax cut. But in the Democratic
alternative, we have a solution in
there. The small investor, the person
who is not making a living investing
but is really the person who is invest-
ing in it and we set a cap of $600,000 as
a lifetime on capital gains tax cuts. So
if somebody is making a living invest-
ing, if they are playing the stock mar-
ket and that is their living, they are
not getting a benefit from the person
maybe working in a factory in Michi-
gan or working in on a ship channel in
Houston. We are encouraging people
who are the workers to also invest and
they get that capital gains tax cut.
That is what I hear.

When I talk to people who say we
want a capital gains tax cut and I say,
what if you make your living as a
stockbroker; no, they ought to pay reg-
ular income. Well, that is what the
Democratic alternative is doing. It is
making sure that that individual who
is investing in part of this great coun-
try and this great free enterprise sys-
tem will be able to take a tax cut. That
is why the Democratic alternative is so
important.

Mr. BONIOR. The gentleman has
aptly described the difference between
the capital gains provisions in our bill
and their bill. In addition to that, of
course, the problem with their capital
gains provision is that it is indexed and
it explodes in the outyears and creates
these humongous deficits, $650 billion
drained in the outyears, which will put
us right back to where we were when
this Congress unfortunately did the
1982 tax and spending bills that put us
into debt for so many years. The gen-
tleman is absolutely right. Ours is tar-
geted to working families, to people
who invest for a decent length of time
and who are interested in the future of
their families and their communities
and who are not there to make it on a
rollover basis, on a daily basis.

Mr. WISE. Mr. Chairman, will the
gentleman yield?

Mr. BONIOR. I yield to the gen-
tleman from West Virginia, who under
the Republican plan would have 56 per-
cent of his children ineligible for the
child credit.

Mr. WISE. Mr. Chairman, I support
tax cuts for rewarding work, particu-
larly to those people who are getting
up every morning, getting their kids
off to school, driving to work, putting
in a full day, playing by the rules. And
at the end of the day they are going to
find out, 56 percent of them are going
to find out at least that their children
did not qualify for the guts of this bill,
which is a child care tax credit.

In West Virginia, where two-thirds of
our working families, working families
make $30,000 or less and we know that
those making $25,000 or less, if they
have two children, most likely will not
see one dime of the child care credit.
This thing is just a figment. This is il-
lusory; it is a hoax. What do I tell the
coal miner, the steel worker? What do

I tell the State troopers, computer
technicians, the chemical worker, the
school teachers, all of those who think
that there is something for them under
this bill?

Yet if they are under $57,000 a year,
according to the Treasury Department,
they are only receiving 22 percent of
the benefits in that package, while
those over $100,000 a year get over 60
percent of the benefits of this package.
It is simply not appropriate.

So that is why I support, and I have
to ask, how can we say that this bill is
about giving children tax relief when
most of our States and in West Vir-
ginia, it is 56 percent, 56 percent of the
children get no tax relief under the
child care credit?

So this is why this is a bad bill, why
I am voting today for the Democratic
alternative which does give tax relief
to the working people who need it
most. But I am not voting for a bill
that denies 56 percent of children of
working parents a child care tax credit.

Mr. BONIOR. Mr. Chairman, I thank
the gentleman. I might remind Mem-
bers today that originally those 56 per-
cent of the kids under the original Con-
tract for America were going to get
some of those dollars. But all of a sud-
den, all the big boys came in and they
said, wait a minute, we want to make
sure we get our capital gains index. We
want to make sure we get this taken
care of and that taken care of.

Of course, in the New York Times
today there was an article that I do not
believe I have with me right here, but
they point out a special rifle-shot pro-
vision which will provide huge amounts
of money. Right here, a break for a
rich few snuck into the bill. They talk
about $9 million a year in lost revenue
and giving a bonanza worth thousands
of dollars to about 1,000 wealthy tax-
payers. That is what was snuck into
this bill overnight and that is why kids
in huge percentages, 56 percent from
West Virginia, 50 percent from Michi-
gan, New Jersey, my friend from New
Jersey is standing up today, 48 percent
of the kids will not be eligible for a
child tax credit in his State. That is
who is getting short cut today to take
care of the fat cats and the big boys.

Mr. MENENDEZ. Mr. Chairman, will
the gentleman yield?

Mr. BONIOR. I yield to the gen-
tleman from New Jersey.

Mr. MENENDEZ. Mr. Chairman, I
thank the gentleman for yielding to
me.

No wonder 60 percent of the Amer-
ican public said the Democratic tax
cutting plan is the plan that they
want, because we address working and
tax-paying families in our plan.

What we do in that respect is try to
provide greater tax relief for lower-
and middle-income families, immediate
estate tax relief for farms and small
family owned businesses, a capital
gains tax cut for small businesses and
also for being able to sell your home.
To the extent that over 1.1 million New
Jerseyans, children, get absolutely no

relief under this bill and to the extent
that there are real families like Anna
Gonzalez, who just sent me a fax and
said, I am employed as a medical office
technologist for the Bayonne Dental
Group. I have been working there for a
year, making over $20,000 in 1997. I have
three kids. I pay for child care. Unfor-
tunately, the Republican child tax
credit gives me no benefit at all.

That is a real person, a real family
struggling to stay off welfare, to be
working, to produce for this country.
This is the family-friendly Congress
supposedly. Yet the Republican tax
plan works against working families,
tax-paying families, families who we
should be preserving in this tax cutting
bill. That is why Democrats stand up
for tax cutting for working families.

Mr. Chairman, I include for the
RECORD the letter to which I referred:

ANNA L. GONZALEZ,
Bayonne, NJ, June 23, 1997.

Due to my job responsibilities, I am unable
to appear in person for this News Conference.
I would like to show my concern in regard to
the guidelines for receiving the proposed
Child Tax Credit. As a single mother of three
children, living on a single income, I would
like to stress the importance of how a Child
Tax Credit would help to alleviate some of
the financial burdens that come with raising
a family on a single income.

I am employed as a Medical Office Tech-
nologist for the Bayonne Group of Bayonne,
New Jersey. I’ve been working there for 1
year, and will earn $20,202 in 1997. I pay $93
per week for child care which totals to $4,836
per year. I pay for the child care in order to
be able to work.

Unfortunately, the Republican Child Tax
Credit proposal is targeted against those who
need it most, those who are an inch away
from going into the welfare system. We are
the working poor, who work to pay for child
care, food, and a roof over our family’s heads
and not much more. The Child Tax Credit
should be given to financially benefit the
children, and I think the children from a
low-income family would benefit greatly by
receiving this Credit. However, my family
would receive NO BENEFIT AT ALL from
the proposed Child Tax Credit.

I am eligible for a Dependent Care Tax
Credit that reduces my income tax liability
to zero. Therefore, I would receive no benefit
from the Child Tax Credit passed by the
Ways and Means Committee.

Sincerely,
ANNA L. GONZALEZ.

Mr. Chairman, Democrats want greater tax
relief for lower- and middle-income families,
immediate estate tax relief for farms and small
family-owned businesses, a capital gains tax
cut for small businesses, and help for post-
secondary education.

The Republican tax bill is like the deal to di-
vide the gold mine. The rich Republicans get
the gold and the American people get the
shaft.

More than half of the benefits of the Repub-
lican tax plan go to the wealthiest 5 percent—
people making an average of $250,000 a
year.

Under the Democratic plan 71 percent of
the tax benefits go to families earning less
than $100,000.

The Republican plan would cover only half
of tuition costs for the first 2 years of college.
The only tax relief for the third and fourth
years comes from savings plans that only
wealthier families can afford to join.
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Under the Democratic plan, HOPE Scholar-

ship credits would be available for all 4 years
of post-secondary-education. After the first 2
years, a scholarship credit of 20 percent of tui-
tion costs is available. These HOPE scholar-
ship credits are available to all students who
live in families with incomes under $80,000.
The HOPE scholarship credits are not reduced
by a student’s Pell Grant and other nontaxable
Federal scholarships. The Democratic plan
makes permanent the tax-free treatment of
employer-provided education assistance.

The Republican bill denies the $500 per
child tax credit to 15 million families, by refus-
ing to extend the credit to many working par-
ents who qualify for an earned income tax
credit, or to families who only pay payroll
taxes. More than one-half of the children in
New Jersey would be completely ineligible.

The Democratic plan allows families to off-
set payroll and income taxes and would con-
tinue the existing day care credit.

The Republican plan grants massive tax
breaks to wealthy people who make money by
selling their stocks, bonds, art works and an-
tiques. Republicans also have designed their
proposal so that it explodes over time and
could wreck the balanced budget.

The Democratic Plan targets capital gains
relief to homeowners, not mansion owners.

The Republican plan provides large estate
tax breaks to very wealthy families. Only 1.5
percent of families currently pay any estate
taxes.

The Democratic plan gives relief for those
who dedicated their lives to building the family
farm or small business.

The Democratic tax package is a better deal
for more people. It gives the most tax relief to
lower and middle-income families: immediate
estate tax relief for farms and mom-and-pop
businesses, a capital gains tax cut for small
businesses, and provides $40 billion in for kids
to get a college education.

Remember who is making the greatest con-
tribution to reducing the deficit, it is the vast
majority of Americans. I can only speak for my
district. Most of my people are honest, hard
working people who don’t have capital gains
on their art collectibles. They don’t have lavish
deductions for business expenses. They will
never make enough money to ever worry
about estate taxes. They would love the op-
portunity to pay a minimum alternative tax.

The Republican tax bill abandons 60 per-
cent of all families, giving them a miserly 12
percent of the tax cuts. The Democratic tax
cut substitute looks out for my people and
their families. That is why the American peo-
ple favored the Democratic tax plan by more
than 2 to 1 when asked by the Wall Street
Journal/NBC new poll. Support the Democratic
substitute.

Ms. KILPATRICK. Mr. Chairman,
will the gentleman yield?

Mr. BONIOR. I yield to the gentle-
woman from Michigan.

Ms. KILPATRICK. Mr. Chairman, did
I understand the gentleman to say that
over 1.3 million children in Michigan
will not be able to take advantage of
this child credit?

Mr. BONIOR. Mr. Chairman, the gen-
tlewoman is absolutely correct.

Ms. KILPATRICK. Mr. Chairman, did
I further understand the gentleman to
say that only 1 percent of Americans,
the wealthy Americans, will be able to

take advantage, and that 60 percent of
the bottom rung of Americans will not
take advantage of this?

Mr. BONIOR. The benefits in this tax
bill for the top 1 percent equal that for
the bottom 60 percent, so that 1 per-
cent of the taxpayers in this country
are getting as much as the 60 percent
at the bottom in this country.

Ms. KILPATRICK. Mr. Chairman, the Re-
publican tax bill would deny tax credits for an-
other 4 million lower middle-income children.
Forty percent—two out of every five children—
would be ineligible for the credit because their
family’s incomes are not high enough. The
total number of children denied this credit be-
cause their families do not make enough
money would be 28 million. The Republican’s
highly touted $500 tax credit that is nonrefund-
able allegedly gives tax relief to families. While
corporations will reap a $22 billion windfall in
this bill, 28 million children would get nothing.

The Republican tax bill denies tax credits to
working families. For example, a family of four
with two children with no child care expenses
would not receive any credit unless its income
exceeded $24,385. Moreover, if the family had
child care expenses, it could earn as much as
$27,180 and fail to qualify for the credit. Also,
families that have more than two children, or
have high mortgage or health care costs and
itemize their deductions, could make close to
$30,000 and still not qualify for the credit.

The Democratic tax bill has real child care
tax credits. The Democratic bill does not com-
pute a family’s child care tax credit after the
earned income tax credit [EITC] is figured.
This is a significant difference—millions of
lower- to middle-income families owe income
tax before EITC is calculated, but have little or
no income tax obligation remaining after EITC
is calculated. Under the Democratic bill, these
families would be covered.

The Republican tax bill’s largest tax cuts—
capital gains, individual retirement accounts,
estate, and corporate taxes—provide most of
their benefits to the rich. The richest 1 percent
get more of the overall tax break than the bot-
tom 60 percent combined. According to the
Center on Budget and Policy Priorities, the
Joint Tax Committee’s distribution tables do
not reflect any of the benefits that taxpayers
would receive from these four provisions.

The Democratic tax bill makes the benefits
in these four areas, especially for working
people, fair. It provides 71 percent of the tax
breaks to families earning $100,000 or less. It
provides a capital gains tax cut, an estate tax
cut, and tax cuts for small businesses, family
farms, and homeowners. The only way that
you are eligible for these tax breaks is if you
work and pay taxes.

Mr. RANGEL. Mr. Chairman, the of-
ficial count of Democratic and Repub-
lican votes, how many Republicans
voted for the Clinton budget that cre-
ated the atmosphere so that we can
even think about tax cuts?

Mr. BONIOR. Mr. Chairman, let me
see here. I have my old 1993 count here,
and there was not one Republican who
voted for the 1993 budget that got us
down from $300 billion.

Mr. RANGEL. Mr. Chairman, we real-
ly cannot cut taxes when we have a
deficit, can we?

Mr. BONIOR. Mr. Chairman, the gen-
tleman is right.

ANNOUNCEMENT BY THE CHAIRMAN

The CHAIRMAN. The gentleman
from Michigan [Mr. BONIOR] has the
time and should indicate each time he
yields or reclaims the time.

b 1300
Mr. ARCHER. Mr. Chairman, I yield 3

minutes to the gentleman from Mis-
sissippi [Mr. PARKER].

(Mr. PARKER asked and was given
permission to revise and extend his re-
marks.)

Mr. PARKER. Mr. Chairman, I thank
the gentleman from Texas [Mr. AR-
CHER], the chairman, for yielding me
the time.

Mr. Chairman, I was very interested
in the comments made by the minority
whip and by the ranking member talk-
ing about one particular aspect of the
committee’s bill dealing with AMT. I
think a very wise part of this bill has
been the removal of the depreciation
penalty from AMT.

It is fascinating to me that people al-
ways come to the floor of this House
and they scream and yell about jobs
going overseas, about companies leav-
ing our Nation and us losing jobs. It is
fascinating to me that people talk
about that and at the same time they
scream about the companies in this
country that are not investing in their
own companies and staying up, being
modern, being able to produce, increase
their productivity. Let me tell my col-
leagues what the most burdensome
part of AMT is and how it has been re-
moved from this bill.

In order for any company to modern-
ize and be able to create new jobs and
increase productivity, they must put
money into the company. You do that
by using depreciation, because equip-
ment is just like people: It gets old, it
wears out, and it eventually dies.

Depreciation is not a gift, it is an al-
lowance to a company to modernize
and to buy new equipment and to be
state of the art. But what we did when
we implemented AMT, and it was a ter-
rible mistake, is we told companies we
are going to allow to have deprecia-
tion, ‘‘But, by the way, if you invest in
your company, what we are going to do
is we are going to say that does not
count.’’

So what we say to these companies
is, ‘‘We are going to penalize you, take
away your depreciation, and force you
to pay money to the Government in
taxes,’’ and companies are penalized for
investing. That is a fascinating situa-
tion in which we put companies on a
day-to-day basis in this Nation. As a
matter of fact, they are rewarded for
not investing.

Every union member in this Nation
should rise up in revolt when leaders in
this country say we should have a pen-
alty on depreciation. It keeps them
from having more productivity. It pre-
vents them from losing jobs overseas.
It prevents their salaries from raising.
It is the most ridiculous, asinine piece
of any tax legislation I have ever seen.

It needs to be changed. And the gen-
tleman from Texas [Mr. ARCHER], the
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chairman, in this bill has changed it. It
will mean more jobs in this country
than anything else in this bill.

Mr. RANGEL. Mr. Chairman, I yield
myself 30 seconds to tell the gentleman
from Mississippi [Mr. PARKER] that
Democrats apologize to him that the
corporations, because we are asking
them to pay some minimum tax and
they wipe that out, but the reason we
do it is because two-thirds of the chil-
dren in Mississippi will not get the
child credit under the Republican bill,
and that is over a half million children.
That is why we cannot be that gener-
ous in excluding corporations from
paying taxes.

Mr. ARCHER. Mr. Chairman, I yield
myself 11⁄2 minutes simply to respond
to some of the information that has
been misrepresented to this House.

The gentleman from Michigan [Mr.
BONIOR] said, and it is a broken record,
he has used it for so many years, it
does not matter what the tax bill is be-
fore the Congress, it is always the rich
get richer and all of these breaks go to
the rich.

It is unfortunate we have to deal
with this economic class warfare rhet-
oric over and over again. Frankly, I am
offended by it at a time when this
President and all of us should be pull-
ing all Americans together instead of
dividing them. But the Joint Commit-
tee evaluation of this bill, and bear in
mind they are the official estimator,
bear in mind they are nonpartisan,
they advise Democrats and Repub-
licans, House and Senate, shows that in
the top 1 percent of income category,
they will pay more under this bill.
Their effective rate will go up from 29.9
to 30.5 percent. I do not know where
these numbers come from that say the
rich get richer.

The article in the New York Times
which said that there would be 1,000
taxpayers who would get some kind of
relief is a proposal made by the admin-
istration for simplification of the Tax
Code. We put it in the bill because it
was sent to us by the administration
asking us to simplify the code. If they
do not like it, we will take it out. But
it is ridiculous for this sort of an alle-
gation to be made against a bill when
we are simply trying to simplify the
code.

So Americans should understand that
the rhetoric of class warfare, based on
inaccurate figures in the first place, is
not what this should be all about.

Mr. Chairman, I yield 21⁄2 minutes to
the gentleman from Illinois [Mr.
WELLER], a respected member of the
Committee.

(Mr. WELLER asked and was given
permission to revise and extend his re-
marks.)

Mr. WELLER. Mr. Chairman, I rise in
support of this very important piece of
legislation. I am so proud that this
House overwhelmingly passed with bi-
partisan support yesterday legislation
to implement a bipartisan balanced
budget agreement.

Today a key part of the balanced
budget agreement, which is lower taxes

for working families, will be passed by
the House as well and deserves biparti-
san support. I think it is important to
note that this is the first real tax relief
bill for working families in Illinois, in
the land of Lincoln, in 16 years.

I also feel it is very important to
note who receives the vast majority of
this tax relief. Now the Joint Commit-
tee on Taxation, which is a bipartisan
committee made up of Democrats and
Republicans, it is respected and trusted
by both sides and it is nonpolitical,
they have honest numbers. If you look
at the chart that they provided when
analyzing this tax bill, they note that
over three-fourths of the tax relief
which is provided in this tax bill that
we are going to be voting on today goes
to families with incomes between
$20,000 and $75,000, a group of people
that most of us would call working
middle-class families. Seventy-five per-
cent of the tax relief goes to families
with incomes of between $20,000 and
$75,000.

Let me point this out again. In this
bill, 75 percent, actually 76 percent of
the tax relief goes to families with in-
comes between $20,000 and $75,000. That
is real tax relief for people in my home
State, the working families that I rep-
resent. In fact, a family in Illinois with
a median income of $44,000 will see tax
relief of over $10,000 over the lifetime
of this bill, $3,000 more than the Presi-
dent proposed with his proposal earlier
this year.

Clearly, this is a better deal for those
who pay taxes and work hard back in
Illinois. We include tax relief for fami-
lies with children, $500-per-child tax
credit. In the 11th District of Illinois
that I represent, 110,000 children will
benefit, 33,000 more than the President
proposes.

Education incentives help send kids
to college, capital gains tax deductions
create jobs, individual retirement ac-
counts encourage savings, death tax re-
lief helps small business and agri-
culture pass on someone’s fruit of their
labors to the next generation, and wel-
fare-to-work tax incentives.

This legislation deserves bipartisan
support. Again, the bulk of the tax re-
lief, 75 percent, goes to families with
incomes between $20,000 and $75,000.
Working and middle-class families are
the beneficiaries of this tax bill, which
deserves bipartisan support.

Mr. ARCHER. Mr. Chairman, I yield 4
minutes to the gentlewoman from
Washington [Ms. DUNN], a respected
member of the Committee on Ways and
Means.

Ms. DUNN. Mr. Chairman, for the
first time in 16 years, women across
America are getting a tax cut. The
truth is our tax bill helps women
throughout their lives, at home and in
the workplace. The only people who
think that tax relief in this bill is not
good for women are those who do not
believe we women can manage our own
money. That kind of thinking is passe.

What does this tax relief package
really do for us? First of all, the moth-

ers of 41 million American children will
be able to keep more of their money.
The child tax credit is money that des-
perately is needed to make ends meet.
The child tax credit is money that can
be used to pay for school, for clothes,
for groceries, or for those often unex-
pected expenses that come with raising
children.

Women and their families will also
get a lot of help in sending their chil-
dren to college. The cost of higher edu-
cation these days is overwhelming. I
just had two kids in college. I know.

Finally, women are provided addi-
tional options through our bill to save
for their retirement through expanded
IRA’s that they can get involved. The
fact is that women live longer than
men, yet we also often have less sav-
ings. We should not force women these
days into choosing whether to buy
shoes for their 8-year-old daughter
today or being able to put money aside
for their own retirement later.

Let me talk about the workplace.
Today women are starting businesses
at twice the rate of men. Our lower
capital gains tax leaves more vital cap-
ital in the hands of women-owned busi-
nesses, in the hands of women inves-
tors and women entrepreneurs.

Why is this so important to women?
The reason is that in a very late sur-
vey, 1995, it was discovered that 84 per-
cent of women-owned businesses used
their personal savings to get their busi-
nesses started. We need to be able to
give them this choice.

Here is another example. After death
of a spouse where a woman is left with
the family home as her only major
asset, when she sells that home a re-
duction in the estate tax, relief which
we offer her, is terribly significant to
her. These are dollars that will make
her life a little easier. It will help her
make ends meet a little bit better dur-
ing a tough time.

The American dream is for everyone,
I say to my colleagues, including
women. It is a little bit better place for
our kids if we did right, little bit better
place for our loved ones. But the cur-
rent death tax is so onerous that the
owner of a family farm or a family
business who dies and leaves a home or
business to his children, these kids
often have to sell their business or
their home simply to pay the debt of
inheritance taxes, and all of this at a
very, very tough time, sensitive time
in the lives of those family people.

Let me give you an example of a
woman who lives in my district in
North Bend, WA. She lives on 50 acres
of timber her parents bought when she
was a little girl of four.

When her folks died, they left her the
timber farm at a value of 155 percent in
estate taxation, so she had to log 20
acres of prime timber. That meant cut-
ting trees that were 60 years old.

Helen did not want to cut those ma-
ture trees, but she had to to get the
money. She was paid $565,000 for the
timber. Immediately she paid 21 per-
cent to the forester, and then she paid
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Federal estate taxes, State taxes, and
her lawyers. Not a penny was left, and
neither was the beautiful timber that
had been enjoyed in that neighborhood
by folks who hiked through it and by
animals that lived there.

Finally, Mr. Chairman, this bill helps
provide women the flexibility to start
home-based businesses while at the
same time staying home to take care
of their children. No longer will women
be forced to go to a job and leave their
kids at home in order to pay the fami-
ly’s tax bill. I urge my colleagues to
support this woman-friendly tax relief
bill.

Mr. ARCHER. Mr. Chairman, I yield 2
minutes to the gentleman from Ne-
braska [Mr. CHRISTENSEN], another re-
spected member of the Committee on
Ways and Means.

Mr. CHRISTENSEN. Mr. Chairman,
this bill is perhaps the best piece of
small business legislation to come
down the pike in over 40 years. Think
about it: Capital gains reductions,
death tax reforms, helping the inde-
pendent contractor, the small business
owner. The No. 1 piece of legislation,
according to small business. Last year
the White House Conference on Small
Business said it was their No. 1 issue.
Sixteen hundred delegates from all
across the country, they came and
thought about it and talked about it,
and then took a number of sampling
policies, talked with their members
and said the No. 1 issue for small busi-
ness in this country was reforming the
independent contractor legislation,
getting simplifications so that the IRS
could help decide who is and who is not
an independent contractor, who is and
who is not an employee, bringing some
clarification to this needed area.

b 1315
For 26 years the gentleman from

Texas [Mr. ARCHER] has been here
fighting for capital gains, fighting for
small business owners. This is a his-
toric day, that the Democrat, the mi-
nority side, is talking about tax cuts,
that they are talking about we want
tax cuts, too, we just do not want quite
as much, that it has gone so far, that
this debate has come this far. The
American people owe the gentleman
from Texas [Mr. ARCHER] a debt of
gratitude for the fact that he has been
here, he has been fighting in the vine-
yards, he has been a lonely voice for a
very long time, but now the President
is on his side. We are going to pick up
40, 50, maybe 100 Democrats on this
vote. The small business community
thanks him, the American people
thank him. This is a great tax package
for small business America.

Mr. RANGEL. Mr. Chairman, I yield
31⁄2 minutes to the gentlewoman from
Connecticut [Mrs. KENNELLY], a senior
member of the Committee on Ways and
Means.

Mrs. KENNELLY of Connecticut. I
thank the gentleman from New York
[Mr. RANGEL] for yielding me this time.

Mr. Chairman, I would like to note
that the gentleman who just spoke is

from Nebraska. In Nebraska almost
half the children there will not get the
child credit under the Republican bill
on the floor today.

Mr. Chairman, I was on the way to
speak here just a little while ago. I had
my statement in my hand. I was going
to talk as I have talked for years, 10
years I have been on the Committee on
Ways and Means, about the earned in-
come tax credit. Then I said, why
should I talk about that today? Every-
body is talking about it. And I should
be happy but I am not because of the
way the earned income tax credit is
being used in relation to the child cred-
it. And so I thought I would give the
genesis of the earned income tax cred-
it.

I got involved in 1986 in tax reform
and began to look at this legislation
and put forth some proposals in that
statute. I looked up the history, and it
became law, the earned income tax
credit, in 1975. The Senator from Lou-
isiana, Senator Long, who was head of
the Finance Committee, our tax coun-
terpart in the Senate, understood
something. He understood that because
of the payroll tax and inflation and the
way we did our taxes in this country,
for some people who worked hard, it
was not worth working when you took
out the payroll tax. He introduced the
earned income tax credit so those peo-
ple could keep the fruit of their labor.
That tax was little then, but it grew.

In 1986 when I got involved, it was
bigger. But it was complicated to apply
for it and a lot of people did not. In
1990, President Bush was President. He
was looking at his budget. He had a
chief of staff named John Sununu. He
latched on to a piece of legislation I
had introduced, the Kennelly bill,
about the earned income tax credit,
and he put it in President Bush’s budg-
et. I was so delighted. But then it went
over to the Senate side and Senator
Bentsen got involved and he took a
piece of it, he had it, for a good reason,
for health insurance for children. Then
there was another piece taken, I be-
lieve John Sununu did it, for the Presi-
dent, he put it in and that was a tiny
tot credit. If you stayed home with
your child, with your baby under 1, you
got some of this earned income tax
credit. Lo and behold, it got so com-
plicated, it had more money and people
were not using it.

But then in 1993, something hap-
pened. Our President, Mr. Clinton, un-
derstood the earned income tax credit
like Senator Long did. So what he did
was infuse a very large amount of
money into it, $23 billion. He under-
stood you could not have it com-
plicated because people would not
apply for it. So there we were with the
earned income tax credit finally work-
ing. You used it against Federal in-
come tax, payroll tax, or the other in-
come tax. Your income tax. I thought
that I could relax, and I was very
pleased. Then lo and behold we came to
this year.

But wait, I forgot one year. 1994. How
could I forget 1994? We got a new ma-

jority, they had a contract for Amer-
ica, and they had the earned income
tax credit in, and yes, they did it the
right way. You could play off your
earned income tax credit against pay-
roll tax or your income tax and every-
thing was OK. But now we have got
this bill before us today. We have got a
child credit, a good child credit, except
I look down and I see the child credit is
played off against the earned income
tax credit. That means if you have the
earned income tax credit and you put
that against your Federal income tax
and then you do not have any more
credit to go against your payroll tax.

What that means, Mr. Chairman, is
the Republican plan would provide a
$500 child credit for 39 million people, a
lot, but the Democratic plan before us,
60 million children get it. Please, I
have worked on this a long time. Let
us do it the right way again.

Mr. ARCHER. Mr. Chairman, I yield
myself 15 seconds to respond to the
gentlewoman. Obviously she has not
noted the changes in this bill that were
accomplished by the rule that was
passed, because under the rule, any
taxpayer with adjusted gross income of
under $60,000 will not lose the depend-
ent care credit under the bill now be-
fore the House.

Mr. Chairman, I yield 3 minutes to
the gentleman from Georgia [Mr. COL-
LINS], a respected member of the Com-
mittee on Ways and Means.

Mr. COLLINS. Mr. Chairman, I thank
the gentleman for yielding me this
time.

Mr. Chairman, a lot of comments
have been made here today by different
Members in reference to the President
and his willingness to reach out and
the Members of this side of the aisle
and their willingness to reach back and
also to reach out with ideas. I want to
relate a conversation, a personal con-
versation that I had with President
Bill Clinton in April of 1995, standing
in the little White House in Warm
Springs, GA, the Georgia home of
F.D.R., F.D.R., who was considered the
working man and the little man’s
friend. As we were departing that day,
I looked at the President, and I said,
‘‘You know, sir, we have to look after
the little man because the big man can
take care of himself. But every now
and then you have to give just a little
something to the big man so he’ll help
the little guy.’’

And the President was nodding in
agreement. And I said, ‘‘Mr. President,
that’s our tax bill, the tax bill of the
104th Congress.’’ Little known to each
of us that day, we would not be back
with that tax bill but one time, just
one opportunity to pass and accept it.
But we are back again in the 105th Con-
gress. We are back with a lot of the
good ideas that he says, ‘‘Yes, there are
a lot of good things in this tax bill that
we will eventually agree on.’’ But there
is the old saying, ‘‘Opportunity only
knocks once, temptation will beat the
door down.’’

We missed that opportunity in the
104th Congress, but we are back with
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those good ideas, not only our good
ideas but some ideas of the President’s,
in the area of education, AMT relief
that the President has proposed, cap-
ital gains relief that the President has
proposed. This debate is good, it is real
good. It is pointing out some dif-
ferences yet that we still have in this
bill. But we have an opportunity here
today to move this bill forward, pass it,
move it into conference, work on those
additional ideas and differences that
we have.

Let us not miss this opportunity. Let
us work on the good points and the
good parts that we have put in, that
the President has put in, and let us
work on those differences to improve
this bill over the next 2 to 3 weeks, and
let us give tax relief to the little man,
the working people of this country, and
let us also give some assistance to
those who can help those working peo-
ple by providing them jobs.

A lot has been said about the AMT.
Business people understand that. They
understand oftentimes under the AMT
provisions you can actually lose money
and still have a tax liability, and it
drives behavior of business that also
deletes a lot of jobs. A lot has been
mentioned about the type of equipment
that is purchased that comes under the
AMT. Most of those jobs are assembly
line jobs, union jobs.

This is a good bill and by the time we
get through with it in 2 to 3 weeks, I
know it is going to be a lot better. Let
us take advantage of opportunity and
let us move this piece of legislation
forward.

Mr. ARCHER. Mr. Chairman, I yield 3
minutes to the gentleman from Louisi-
ana [Mr. MCCRERY], another respected
member of the Committee on Ways and
Means.

(Mr. MCCRERY asked and was given
permission to revise and extend his re-
marks.)

Mr. MCCRERY. Mr. Chairman, my
colleagues have heard and will con-
tinue to hear criticism from some tell-
ing them that the Republicans have
written a tax cut that benefits big cor-
porations. I am here to plead guilty,
sort of. I say ‘‘sort of’’ because there is
much in this bill which directly bene-
fits middle-class families, the $500 per
child tax credit, education assistance,
and exclusions for capital gains on
home sales. In fact, most of the tax re-
lief in this bill goes to middle-income
families. But our tax cut will benefit
corporations, and those who criticize
that just do not get it. They cannot see
that benefiting those who create jobs
ultimately benefits workers as well.

Let us look at just one industry in
my home State of Louisiana, forest
products. Forestry in my State em-
ploys some 8,000 in harvesting and
transplanting trees and another 26,000
in forest products manufacturing jobs
and some 113,000 Louisianans own
forestland. Tree farmers in Louisiana
plant seedlings, then they wait, 20, 25,
30 years. They endure the threats of
flood, fire and infestation. All the

while they incur expenses caring for
their crop and all the while inflation
ticks along. After a couple of decades,
if the trees are still standing, they are
cut and sold. The capital gains tax re-
ductions in this bill will reward those
landowners who risk their capital to
grow those trees, and because of the
potential for greater rewards, more
landowners will decide to risk their
capital to grow trees, which will in
turn provide our forest products indus-
tries with a ready, affordable source of
raw material for their factories, which
in turn will provide good-paying jobs
for a great many people in Louisiana
and across our country.

But for those jobs to stay here in the
United States, our factories must be
competitive in the world marketplace.
For our industries to be competitive,
they must continue to increase their
productivity. To increase their produc-
tivity, they must continually invest in
new equipment for their operations.
The alternative minimum tax makes it
much more difficult for forest products
companies to invest in plant and equip-
ment when they need to.

This bill gives some relief from the
perverse consequences of the AMT,
which will allow more timely invest-
ment by forest products industries, giv-
ing them a better chance to compete
worldwide while continuing to pay high
wages and benefits to their employees.
The forest products industry and those
who work in it will benefit from the
tax relief in this bill. That is helpful to
an industry that is very important to
my State. But there are other indus-
tries, ones important to other States
around this country, which will also
benefit.

I urge my colleagues not to attempt
to defeat this bill by demagoging it as
a tax cut to big, faceless corporations.
Corporations are not faceless. They are
the faces of all those who work for
them and the faces of all those whose
retirement funds are invested in them.
Let us quit trying to win political
points by dividing Americans by in-
come. Let us work together to provide
an economic climate that will create
jobs for everybody and make everybody
richer.

Mr. RANGEL. Mr. Chairman, I yield
10 seconds to the gentlewoman from
Connecticut [Mrs. KENNELLY].

Mrs. KENNELLY of Connecticut. Mr.
Chairman, I would like to respectfully
say to the gentleman from Texas [Mr.
ARCHER] that he misunderstood me. I
did thank him on the floor the other
day for the dependent credit under
$60,000. What I was talking about is
something else he could do in con-
ference and that is to fix those under
$30,000 who cannot get the child care
credit.

Mr. RANGEL. Mr. Chairman, I yield
myself 15 seconds to point out that we
wish we could afford the luxury of hav-
ing corporations that make money not
to pay taxes, but again it is just not
fair because we would rather see
whether we can change the Republican

bill and maybe we can in conference. In
its present form, 58 percent of the chil-
dren of Louisiana would not be eligible
and that is 3 out of 5; two-thirds of the
kids in Mississippi will not receive it;
52 percent of the kids in Georgia will
not receive it; 41 percent in the State
of Washington will not receive it; half
of those in Illinois will not receive it.

Mr. Chairman, I yield 4 minutes to
the gentleman from Wisconsin [Mr.
KLECZKA].

Mr. KLECZKA. Mr. Chairman, when
the gentleman from Texas [Mr. AR-
CHER] started out the debate, he indi-
cated that he is going to dedicate this
tax bill to Debbie and Bill from Manas-
sas. But what the Republicans are not
telling Debbie and Bill and other Amer-
icans is about a provision in this bill
which will have a devastating impact
on workers, men and women alike, and
their benefits.
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The provision I am about to talk to
is disguised in this legislation as tax
bill clarification. What I am talking
about is the independent contractor
language inserted by the Republicans
on the committee, and let us use Bill
from Manassas as the example.

Let us say Bill is a plumber. If this
provision passes into law, Bill could go
to his company on Monday of next
week, ABC Plumbing Company, and
the employer is going to say, ‘‘Under a
provision passed by the Republicans I
don’t have to call you, and I don’t have
to treat you as an employee anymore.
I’m going to call you and treat you as
an independent person, an independent
contractor.’’ Bill is going to say:

‘‘Well, why?’’
He says, ‘‘Well, you have your edu-

cation for being a plumber, you have
your own tools, for the most part you
work off the employer’s premises;
that’s a definition of independent. So,
Bill, you’re not my employee anymore;
we’re going to pay you by the job, and
if you go to Christine Place to replace
a hot water heater on Monday or Tues-
day, I’ll give you a hundred bucks, you
do the job, you keep the money.’’

But what happens to Bill and what
happens to Debbie and their family and
their kids is that under this provision
Bill has no retirement plan. For years
he has been paying part of it, the em-
ployer has been paying part of it.
‘‘Being independent now, Bill, I, the
employer, don’t have to offer you a re-
tirement.’’

‘‘Well, how about health insurance?’’
‘‘It’s a split. I pay 20 percent, you pay

a portion. I have family health cov-
erage. Sorry, Debbie and Bill. As an
independent, get your own. Take that
hundred bucks I gave you to replace
the water heater, get your own cov-
erage.’’

Well, let us say Bill is injured seri-
ously on the job, loses an arm. Under
the current practice and under Bill’s
current condition, he gets workers
compensation, which will take care of
him should something like that occur.
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‘‘Under this provision, Bill, you’re
independent. You don’t get workers’
comp from us, get it yourself if you
can.’’

And how about the slow period in the
fall? Bill is off for a couple of weeks.
Right now the employer gives him un-
employment compensation, and it
helps feed the family. Under this provi-
sion Bill does not get any workers’
compensation or unemployment com-
pensation.

Also, currently under the current sit-
uation, Bill pays one-half of his Social
Security and Medicare hospital tax,
7.65, the employer pays the other half.
Under this provision, ‘‘Bill, you pay
the entire 15 percent. I, the employer,
pay nothing.’’

That is what is in this bill. That is
the beginning of the end for employee
benefits and protections as we know
them today.

And know full well I view this as the
biggest gift to employers, and if I were
dedicating this bill to anyone, Bill and
Debbie from Manassas, I would not
dedicate it to them because they are
going to lose, they are going to lose
under this provision. I will dedicate it
to the ABC Plumbing Companies of the
world and other people who are going
to treat their employees in this man-
ner.

And know full well it is not only
plumbers that are covered. Under this
provision it could be the airline pilots,
it could be teachers, it could be police
officers, plumbers, electricians.

This is a new way to do business.
This is a gift, a dangerous gift to em-
ployers who choose to treat their em-
ployees this way. And I am saying, and
I have talked to the administration,
they will not sign this bill with that
provision in it.

But I challenge the Republicans, if
they are going to dedicate this bill to
working families, talk about this pro-
vision, talk about how this is going to
harm them, how dangerous this is. And
I ask my colleagues to vote against
this bill if for no other reason than this
provision.

I can put up with the harassment on
union dues because unions happened to
help Democrats in the last election. So
it is a provision. Go and stick it to the
unions. But this one is the harmful
one. This is the one that forces me to
vote against this legislation, and I ask
my colleagues on behalf of Debbie and
Bill and all other Americans to oppose
this particular legislation.

Mr. CHRISTENSEN. Mr. Chairman, I
yield myself 30 seconds to respond to
the gentleman from Wisconsin’s accu-
sations.

First of all, it is a mutual agreement.
There must be a signed agreement from
the individual involved and also the
person that we are contracting with.
There is an independence and an in-
vestment component of this independ-
ent contractor legislation, so it is not
a unilateral decision by one person to
make that decision.

Second of all, it is the No. 1 area in
small-business America that needs to

be fixed under the code, and the White
House Conference on Small Business
decided this. So it is not something
that is just being unilaterally decided
by Republicans. It was a joint decision
by also the administration with the
White House Conference on Small Busi-
ness.

With that, Mr. Chairman, I yield 2
minutes to the gentleman from Dallas,
TX, Mr. SAM JOHNSON.

Mr. SAM JOHNSON of Texas. Mr.
Chairman, as my colleagues know, this
tax relief bill gives part of America
back to Americans who pay too much
in taxes. There is not a Member here
who can deny that this bill provides re-
lief to families through the $500 per
child tax credit. Gives entrepreneurs
and companies the opportunity to cre-
ate more job opportunities in America
by lowering the capital gains tax rate
than the alternative minimum tax, al-
lows families to keep their farms or
small businesses by providing death
tax relief and gives more Americans a
way to send their kids to college and
buy a first home by expanding IRAs.

During this debate there are going to
be two different arguments about what
tax cuts mean. By the time we finish,
I think our differences will be clear. To
Democrats tax cuts mean less money
here in Washington for this Govern-
ment to spend. To us Americans tax
cuts means people will keep more of
the money that they work so hard to
earn. In America we ought not to dis-
criminate on the basis of race or gen-
der, and we also should not discrimi-
nate on the basis of income.

We in Congress have a responsibility
to bring Americans together for every-
one’s benefit, not divide them with
class warfare rhetoric. Seventy-six per-
cent of the tax cuts in this bill go to
people making under $75,000, and a hun-
dred percent of these tax cuts go to all
Americans, who are overtaxed. Neither
the President nor Democrats in Con-
gress should stand in the way of hard-
working Americans getting a break
from high taxes.

As my colleagues know, Americans
want, need, and deserve their tax relief
now.

Mr. CHRISTENSEN. Mr. Chairman, I
yield 2 minutes to the gentleman from
Ohio [Mr. BOEHNER].

Mr. BOEHNER. Mr. Chairman, Amer-
ica has enjoyed many months of unin-
terrupted economic recovery. But the
recovery is not enough. If we are to
prevail in the long run, we must ex-
pand the long won strength of our
economy. To achieve these greater
gains, one step above all is essential,
the enactment this year of a substan-
tial reduction and revision in Federal
income taxes. This will increase the
purchasing power of American families
and businesses in every tax bracket
with the greatest increase going to our
low income consumers. It will encour-
age the initiative and risk taking on
which our free system depends and re-
inforce the American principle of addi-
tional reward for additional efforts.

The enactment this year of tax relief
overshadows all other domestic prob-
lems in this Congress, for we cannot
leave the cause of peace and freedom if
we cease to set the pace here at home.

Mr. Chairman, these are not my
words. These words were spoken three
decades ago in 1963 during the State of
the Union Address by our President at
that time, John F. Kennedy. President
Kennedy made this statement as a man
ahead of his time with a bold vision for
America’s future. He showed the cour-
age to look past the skeptics, to look
past the pessimists and call Americans
to action in defense of their freedom.

Today we find ourselves at a similar
crossroads, on the edge of a new cen-
tury with new challenges to the free-
doms of Americans and their families.
Bold action again is needed to
unshackle the American spirit. The
question is whether our President will
seek inspiration from his hero, John
Kennedy, and join us in restoring free-
dom to overtaxed, overburdened and
overwhelmed American families.

Mr. Chairman, today’s vote is really
about that. It is about freedom, free-
dom for Americans to save, to spend, to
invest and to contribute to their own
communities instead of handing an
ever increasing amount to our govern-
ment, their hopes and dreams along
with it.

Passing this bill today, Washington
takes a small step in the right direc-
tion.

Mr. RANGEL. Mr. Chairman, I yield
30 seconds to the gentleman from Wis-
consin [Mr. KLECZKA].

Mr. KLECZKA. Mr. Chairman, let me
respond to the gentleman from Ne-
braska on the independent contractor,
the provision that employees lose their
benefits.

First of all, the White House con-
ference did meet made up of small busi-
ness people. As part of that group there
were no working men and women who
could object to this provision, and the
question of whether or not it is vol-
untary. If someone’s employer calls
them on Monday and says, ‘‘Sign on
the dotted line or you have no job, you
have no income,’’ they are going to
sign. And that is exactly what hap-
pened at Microsoft, where the employ-
ees were forced to sign the statement
that they are independent contractors.
So do not tell me this was voluntary;
this was forced, and any employee who
does not sign on the dotted line goes
home with no pay.

Mr. RANGEL. Mr. Chairman, I yield
myself 30 seconds.

When the bottom line is there, we
will find that over half of the kids from
working families in the State of Texas,
in the State of Ohio will not benefit
under the Republican bill.

Mr. Chairman, I yield 10 minutes to
the gentleman from California [Mr.
MATSUI], a senior member of the Com-
mittee on Ways and Means.

Mr. MATSUI. Mr. Chairman, I thank
the gentleman from New York, the
ranking member of the Committee on
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Ways and Means, for yielding this time
to me.

Mr. Chairman, we have been hearing
from the Republicans capital gains tax
cuts, estate tax cuts. They want to
eliminate the alternative minimum tax
on corporations in America. They want
to have back ended IRA’s.

We must have amnesia in this room
here today because just 24 hours ago we
were saying how wonderful the agree-
ment was with the President on bal-
ancing the Federal budget. And now all
of a sudden we are talking about these
enormous tax cuts.

I added up all the tax cuts that the
Republicans have been taking about.
Over a 10-year period these tax cuts
come to $600 billion or about $60 billion
a year. That is why the President in
the budget agreement said over 10
years it can be no more than a net of
$250 billion, less than half of the total
tax cuts as they add up.

We thought the Republicans were
going to be moderate, that they were
going to try to compromise, they were
going to pick and choose and prioritize
what tax cuts they wanted to give the
American public. What they did in-
stead was committed a little duplicity.
What they did was they phased these
tax cuts in. They phased them in over
a 10-, 12-, 15-year period.

For example, the capital gains tax
cut does not come into effect until the
year 2001, and as a result of that what
we are going to see is, yes, the net tax
cuts for the first 10 years will be $250
billion. Revenue loss of $250 billion.

But then if we look at this chart, we
will find that in the year 2007, 2007
alone, it will be $41 billion just in that
1 year alone. Then by the year 2017 it
will be $90 billion of revenue loss in
that 1 year alone. It will make the defi-
cits we had over the last 15 years look
like chicken feed compared to the defi-
cits that will occur when the children
and the grandchildren are becoming
the age when they want to buy a home
or employment.

We are a great competitive Nation.
We had growth over the last 6 years.
We have been the strongest economy in
the world. And the Republicans, if this
bill passes and becomes law, will drag
this economy down so that we will be a
banana republic. We cannot afford this
tax bill, which is going to explode the
deficit, and the American public has to
know that.

Mr. CARDIN. Mr. Chairman, will the
gentleman yield?

Mr. MATSUI. I yield to the gen-
tleman from Maryland.

Mr. CARDIN. Mr. Chairman, the gen-
tleman is right. Yesterday we were
talking about trying to balance the
Federal budget and keep it balanced.
We should learn from what happened in
1981 when we created the climate for
exploding deficits. This bill should be
known, since we are going on the
Fourth of July break at the end of
today, as the Fireworks Tax Act of
1997. We are going to have exploding
deficits if this bill is passed in a way
that it has been presented.

The gentleman points out in that
chart very clearly the difference be-
tween the Democratic bill and the Re-
publican bill. The Democrat bill has a
capital gains tax cut in it, but it is
mindful of how much we can afford in
its target. The Republicans not only
put in a differential rate for capital
gains, but also indexing, and another
chart that the gentleman has there
really points out the fact of how we are
going to have exploding deficits if this
bill passes and is enacted the way that
it has been presented.

It is convenient in the year 2002, the
year that we have advertised that we
are going to have a balanced budget,
that the capital gains tax actually pro-
duces more revenue for the Treasury,
and why? Because in that year the Re-
publican bill allows people to sell and
buy back their assets to get a lower
capital gains rate and then to be able
to take advantage of indexing. They
get it twice.

To make matters worse, the indexing
requires a 3-year holding period so the
revenue losses will not be felt until we
are well past the budget window.
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We want to make sure that we do the
right thing as far as the deficit of this
country is concerned, that we actually
have a balanced budget. We have all
been arguing in this budget that we
want to balance the Federal budget and
keep it balanced. We should learn from
history in 1981. This is just one of
about five or six provisions in the Re-
publican bill that advertises very little
revenue loss in the first 5 years, but
they explode in the outyears and we
will have huge deficits.

The point that my colleague is mak-
ing, the chart that he is showing, I
hope that the American people will un-
derstand that if we vote for this tax
bill that is on the floor today, we are
voting for large deficits in the future.

Mr. TANNER. Mr. Chairman, will the
gentleman yield?

Mr. MATSUI. I yield to the gen-
tleman from Tennessee.

Mr. TANNER. Mr. Chairman, I want
to follow up, if I could. I come from the
wing of the Democratic Party here in
the Congress that thinks that it is im-
portant that we get our Nation’s books
in balance. As a matter of fact, a group
called The Coalition had a budget pro-
posal that had entitlement reform and
no tax cuts in the belief that more peo-
ple in this country would benefit if we
could get our Nation’s books in order
and get the Government out of the
credit market as fast as possible, bor-
rowing the least amount possible, as
soon as possible. We did not prevail on
that.

So there was an agreement reached
between the President and the leader-
ship of the Congress that we would
have a tax bill now.

Well, we, in an effort to try to be
constructive in the process, think that
any tax bill ought to be responsible
from the standpoint of the outyears.

This one, I think, falls short on that
score.

I do not see how we, as stewards of
this land in our time in public office
here, can think about leaving a coun-
try to our children and grandchildren
that is as financially weak as this one
will surely be if all we do is a touch
and go in the year 2002, and then climb
aboard the space shuttle and take back
off on a rocket ship to oblivion and
debt. I am afraid that is exactly what
is going to happen in these outyears.

This bill was cleverly scored in the
first 5 years. Some of us agree with the
prospect of estate tax relief and capital
gains tax relief because we think that
tax relief, if we are going to have a tax
bill now, makes sense from a stand-
point of economic activity and
generational transfer of property. But
these outyears, this is something that
the American people really ought to
worry about, because it is going to af-
fect every family.

There are a lot of statistics being
bantered about; people read them dif-
ferent ways. This affects us all, no
matter who we are.

Mr. MATSUI. Mr. Chairman, reclaim-
ing my time, I thank the gentleman
from Tennessee. The gentleman indi-
cates that this is really going to affect
our children and grandchildren.

Mr. LEVIN. Mr. Chairman, will the
gentleman yield?

Mr. MATSUI. I yield to the gen-
tleman from Michigan.

Mr. LEVIN. Mr. Chairman, if the gen-
tleman from California [Mr. MATSUI]
would trade places with me for a mo-
ment, I want the American public to
see these two charts. This is based on
material from the Treasury Depart-
ment. The Democratic tax cut plan, 71
percent of Democratic tax cuts go to
low- and middle-income families. Two-
thirds of the Republican tax cuts go to
the wealthy based on Treasury mate-
rial.

Here is the 10-year analysis by the
Republicans of their plan. It is right
here. This is it. There is nothing. There
is nothing. The Joint Tax Committee
will not supply a 10-year distribution
analysis. I will tell my colleagues why.

First of all, it puts to a lie, to a false-
hood the notion that my colleagues
have said 76-percent of the tax relief
goes to people making below $75,000.
Those are 5-year figures. The other
chart, about 90 percent goes to families
and education has 10 years on it, but
not the 76 percent figure. It is based on
5 years because most of the tax cuts,
the second 5 years, go to wealthy fami-
lies, and my Republican colleagues are
trying to hide it.

Second, those second 5-year tax cuts
explode the deficit, and my Republican
colleagues do not want to admit it.
They do not want to admit what the ef-
fect is. That is it purely and simply.
We have begged our Republican col-
leagues, come forth with a 10-year dis-
tribution analysis, and they will not do
it.

My Republican colleagues challenge
the Treasury figures, but they are the
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same methodology used by Reagan and
Bush Treasury Departments, and they
come up and nitpick about imputing
this or imputing that. The fact of the
matter remains that the analysis by
Treasury is this: 71 percent of the
Democratic plan goes to low-income
families, and here it is. Your plan:
Treasury Department analysis, two-
thirds of the Republicans’ plan go to
the wealthy.

If my Republican colleagues do not
like the Treasury Department figures,
come up with something better than
this. The American public will never
believe my Republican colleagues’
blank slate. They explode the deficit
and they benefit the very wealthy to
the detriment of middle-income fami-
lies.

We can do much better than this, and
we are going to do that in conference.
Americans need a fair tax cut.

Mr. ARCHER. Mr. Chairman, I yield
myself 30 seconds simply to respond
and say to the gentleman that it is not
just minuscule as to the Treasury im-
puting rental value as income to some-
one that owns their own home and
lives in it and it makes them wealthy.
The joint committee, while it was still
being run by the Democrat Congress,
dropped that from their analysis be-
cause they knew it was wrong. The
Treasury is still using it. Yes, it was
used under Bush, and yes, it was used
under Reagan. It was wrong, and it is
wrong today. The American people un-
derstand that.

Mr. Chairman, I yield 3 minutes to
the gentleman from Ohio [Mr. TRAFI-
CANT].

(Mr. TRAFICANT asked and was
given permission to revise and extend
his remarks.)

Mr. TRAFICANT. Mr. Chairman, I
am going to vote for the bill. There are
tax cuts for working families, a $500-
per-child tax credit, reduction in cap-
ital gains, and other elements I like. It
will encourage savings, investments,
and jobs.

There are elements of the bill I do
not support, such as independent con-
tractor matters and teacher retirement
situations, but I am convinced they
can be removed in conference and
should not stop this bill.

But as far as this alternative mini-
mum tax, very simple. This AMT
eliminates depreciation benefits; thus,
it discourages investment; thus, it kills
jobs. In 1995 President Clinton agreed
with the gentleman from Texas [Mr.
ARCHER], and I believe he was on target
then and should support the chairman
now.

In addition, when companies consider
opening a new plant in America, they
shudder and open a plant overseas. In
addition, companies must often decide
under this law whether they are going
to pay workers’ wages or taxes.

This is a nonissue.
But I want to talk about the political

spin here. Unfortunately, to win the
spin we have all played to class war-
fare: rich, poor; workers, companies;

politics and partisanship; politics of di-
vision; politics of confusion; politics of
fear. I think it is wrong; I think it is
bad. I think our country is overregu-
lated, overtaxed.

Mr. Chairman, my dad was a lifelong
Democrat, I say to my colleagues, and
my dad never worked for a poor guy. I
want to today as a Democrat thank
every man and woman in America,
every entrepreneur that made an in-
vestment, that thought enough of my
dad and our family to give us a job.
They hired my dad. I want to thank
them for that.

I would also like to say that it is
very simple today, I say to my col-
leagues. Our Tax Code penalizes
achievement, it promotes dependence,
it kills investment, it ships jobs over-
seas, it discourages savings. It has de-
stroyed families, it has destroyed the
families in many cases that the Demo-
crats stand for. I hope we come to real-
ize that.

The bottom line: This bill is better
than the current law. I am a Democrat,
and I want tax cuts. There are a lot of
Democrats in America that want tax
cuts. I am going to vote for it, and I am
going to ask the chairman to give us
fairness on the independent contractor
issue and on that teacher retirement
issue.

But there is one last thing. I think
this Tax Code must be incentivized to
recycle the money of the risk-taking
entrepreneurs throughout America. We
should not demean them, we should not
punish them with our talk, and we cer-
tainly should not scare their money
overseas. There is too much of that.

Quite frankly, anyone over there
that can jump up and say, TRAFICANT,
this vote hurts you politically; I think
it does. But I think this vote of mine
will help America. That is the bottom
line.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentleman from New
York [Mr. PAXON].

Mr. PAXON. Mr. Chairman, I find it
appropriate that as the Nation pre-
pares to celebrate Independence Day,
this House is cutting taxes for our
hard-working families back home. For
too long liberals have treated the mid-
dle class as their personal ATM ma-
chine, a cash cow to pay for their big
government schemes. They taxed your
income, they taxed your gas, your
cable, your electricity, your house, and
they even taxed you when you died.

Liberals have come up with all kinds
of clever new taxes, never giving a
thought for a second to the people that
have to pay those taxes, people like the
truck driver who cannot afford to send
his daughter to college, or the nurse
and police officer who cannot give
their twin sons some new school
clothes.

Well, today, for those folks and mil-
lions more, we declare independence
from big government and high taxes. In
fact, 76 percent of our tax cuts go to
those families who earn less than
$75,000 a year.

Our plan includes education and per-
child tax credits to make it a little
easier for families to raise their kids.

Mr. Chairman, for the American tax-
payers, the Fourth of July comes early
this year, and for once, it is not the
taxpayers who are getting barbecued.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentleman from Califor-
nia [Mr. DREIER].

(Mr. DREIER asked and was given
permission to revise and extend his re-
marks.)

Mr. DREIER. Mr. Chairman, this cap-
ital gains issue is one that I believe is
very important, and it is unfortunate
that we see this class warfare thing
going on over and over and over again.

When we testified on H.R. 14, the cap-
ital gains reduction package to take it
from 28 to 14 percent before the Com-
mittee on Ways and Means, we had the
gentleman from Florida [Mr. DEUTSCH]
join us. He has stood in this well time
and time again, talking about the fact
that 63 million American families own
mutual funds today.

It seems to me that we should look
at the fact that 85 percent of the re-
turns that are filed are among people
who have less than $100,000 a year in in-
come. That is very apparent; it cannot
be forgotten, and class warfare is un-
fortunate. The late Paul Tsongas was
right when he said, the problem with
my Democratic Party is that they love
employees, but they hate employers.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentleman from Ala-
bama [Mr. RILEY].

Mr. RILEY. Mr. Chairman, here we
go again. The liberal crowd is abso-
lutely dismayed that this tax bill
today does not contain tax relief for in-
dividuals who do not work and do not
pay taxes. The other side of the aisle
just does not get it.

Mr. Chairman, we believe that in
order to qualify for tax relief that one
ought to at least work and at least pay
taxes. Seventy-six percent of the tax
relief included in this legislation will
benefit working families who earn less
than $75,000 a year.

So let us stop the rhetoric and the
scare tactics and talk about the truth.
The truth is the big spenders on the
other side of the aisle will now have
less money to squander on wasteful
Government spending. The American
taxpayer works until May 9 to earn
enough income to pay an entire year’s
worth of taxes. And the cost of Govern-
ment regulations, the average Ameri-
can’s debt to the government will not
be satisfied until July 3. That is right.
Americans this year will spend more
than 6 months working for the govern-
ment.

Let us stop this insanity and vote for
H.R. 2014.
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Mr. RANGEL. Mr. Chairman, I yield
myself 10 seconds to respond that there
is nobody on this side that is saying
that, if you do not work, you should
get the child credit. Let us not talk
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about class war. The only class of peo-
ple that we are talking about benefit-
ing and the President wants benefited
by this legislation are hard-working
Americans. If you do not work, you do
not get it.

Mr. Chairman, I yield 2 minutes to
the gentleman from Oregon [Mr.
BLUMENAUER].

Mr. BLUMENAUER. Mr. Chairman, I
personally am disappointed and sad-
dened with the turn of this debate on a
tax cut proposal. In the rush to pass
the Republican tax program, we are
leaving behind the vast majority of
Americans. It shortchanges working
families, some of whom will end up
paying more to concentrate the relief
to the top 1 percent, who have already
received the bulk of Congress’ generos-
ity over the last 20 years. Instead, we
should be concentrating on provisions
that would give all working families
more equitable treatment.

The most burdensome tax for work-
ing families is the Social Security pay-
roll tax, which takes a bite out of ev-
eryone, but falls most heavily on those
who make lower incomes and on small
business people. The simple remedy of
a credit against the Social Security tax
would help those who need it most,
still give the richest Americans a re-
duction, as well as, most important,
create jobs, because employing Ameri-
cans would be more economically ad-
vantageous.

Another adjustment that would be
simple, low cost, and make a huge dif-
ference would be exempting the profit
from the sale of residential property
from capital gains. This is the capital
gains cut that would reach most Amer-
icans. It would cost the Treasury al-
most nothing, because most people do
not pay that tax now. They simply hold
onto their property or roll it over to
buy more expensive property. Nobody
pays it but the dumb, the distressed,
and the divorced.

This would enable families to make
wiser decisions about homes that best
serve their family circumstances, not
the Tax Code, while it reverses a per-
verse tax incentive that promotes
urban sprawl. Sadly, we are missing
this opportunity to make America
competitive and to help working fami-
lies, while we read of the special inter-
est provisions that are stuffed into this
bill. How quickly the Republican Com-
mittee on Ways and Means have forgot-
ten all the talk last year about tax
simplification and fairness.

Mr. ARCHER. Mr. Chairman, I yield 2
minutes to the gentleman from Okla-
homa [Mr. WATKINS], another respected
member of the Committee on Ways and
Means.

(Mr. WATKINS asked and was given
permission to revise and extend his re-
marks.)

Mr. WATKINS. Mr. Chairman, I
thank the gentleman for yielding time
to me.

Mr. Chairman, I returned to Congress
because I wanted my time to be effec-
tive. I wanted a balanced budget for

the future of our children and our
grandchildren. A future that would
allow them to compete and succeed in
a 21st century global economy.

Mr. Chairman, I want to thank you
so much for offering us to shape that
economy. An economy that will allow
us to be more competitive. I did not
want my children or the children or
grandchildren in this country to end up
having a Shanghai address. The great
economic competition of Southeast
Asia and China will place us in the sit-
uation where many of our children will
have to be looking overseas for jobs if
we do not reduce taxation, reduce tax-
ation and reduce litigation.

Mr. Chairman, this particular bill al-
lows us to have a better economy for
the 21st century. Yes, it helps the chil-
dren of middle class America by having
a child tax credit, also an education
tax credit, but the capital gains tax re-
ductions and relief on the alternative
minimum tax will allow us to maintain
and sustain economic growth. That is a
key economic variable. That is the
card that my friends on the other side
of the aisle keep overlooking.

If we sustain this kind of economic
growth, Mr. Chairman, we will be able
to look at having another tax cut next
year, and reducing our deficit a great
deal more to personally reach a bal-
anced budget a lot quicker than the
year 2002.

The budget we passed yesterday was
based on an economic growth of 2.1 per-
cent, very conservative numbers. Our
growth is presently at 5.5 percent plus.
If we could sustain and maintain that
growth, yes we will have the kind of
economic growth where we can give a
tax cut again next year, and where we
will be able to balance the budget a lot
quicker. What a gift to give the Amer-
ican families.

Let me say, Mr. Chairman, this is not
only an immediate help to American
families, but the key element of a his-
toric budget that will allow us to have
the economic growth for the future. We
must shape and craft an economy with
less taxes, less regulations, and less
litigation, so we can compete in the
most competitive global economy that
has existed in the history of our coun-
try. This is truly a victory for the
American families.

Mr. RANGEL. Mr. Chairman, I yield
myself 15 seconds.

Mr. Chairman, I would just point out
that we want all of the kids of working
families to receive this benefit. Over
half of the kids in Oklahoma will not
receive it under the Republican plan.
Over half of the kids in Alabama will
not receive it. Fifty-six percent of the
kids in New York will not receive it.
Almost half of the kids in Ohio will not
receive it.

Mr. Chairman, I yield 4 minutes to
the distinguished gentleman from
Georgia [Mr. LEWIS], a civil rights lead-
er, a member of the Democratic leader-
ship.

Mr. HEFNER. Mr. Chairman, will the
gentleman yield?

Mr. LEWIS of Georgia. I yield to the
gentleman from North Carolina.

Mr. HEFNER. Mr. Chairman, they
say what goes around comes around. In
1981 we heard the same arguments. We
passed a package that was unfair in
1981, and we have a package today that
repeats it. It is not fair.

If the people want to complain about
us engaging in warfare and passing a
tax package that benefits the wealthy,
quit offering the packages that do not
help the working people. But if Mem-
bers want another package like they
had in 1981, this is their baby.

Mr. LEWIS of Georgia. Mr. Chair-
man, it is time to be frank and honest
about this tax bill. Republicans used
budget gimmicks, smoke and mirrors,
to hide the true effect of their plan.
Why? Because the American people
know the Republicans are looking out
for Wall Street and wealthy Republican
supporters.

This debate is not about whether to
have a tax cut. Democrats support a
tax cut. This debate is about who will
get the tax cut, Wall Street or Main
Street. Democrats support a child tax
credit for all working families. We sup-
port a HOPE scholarship to help our
children, all of our children, go to col-
lege. We support allowing middle class
American families to sell their homes
without paying taxes.

But this is not what the Republicans
want. The Republicans deny more than
10 million working parents a child tax
credit, parents who pay billions of dol-
lars in Federal taxes. Republicans cut
in half President Clinton’s HOPE schol-
arship for millions of middle class stu-
dents. Why? So they can give a huge
tax break to the rich.

Republicans may tell us a different
story, but do not be fooled. The Repub-
lican tax bill is not the Good Samari-
tan on the Jericho road. Do not be mis-
led. What do the Republicans give a
family of four making $24,000 a year?
Nothing. What do Republicans give the
mother who has left welfare to work at
a minimum wage job? Nothing.

Yesterday Republicans raised the
Medicare premium on the elderly.
Today the Republicans will give the el-
derly middle class nothing. What do
the Republicans give millions of work-
ing families? Nothing, nothing, noth-
ing.

Empty Republican promises will not
help hard-working families live the
American dream. Republicans give a
$22 billion tax break to America’s larg-
est corporations. They give 20 percent
of that tax break to people with an av-
erage income of half a million dollars.
At the same time, the Republicans
raise taxes on people earning less than
$10,000 a year.

Republicans will steal from the poor
and give to the rich. When fully phased
in, Republicans give 60 percent of their
tax cut to the wealthiest 10 percent of
Americans. That does not leave much
for America’s middle class.

I would say to the gentleman from
New York [Mr. RANGEL], Mr. Chairman,
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I was not here for voodoo economics. I
did not vote for trickle-down econom-
ics that did not trickle down. We must
not make the mistakes of the past. We
must not travel down that road again.
We must not let the Republicans hide a
huge tax cut for the rich behind empty
promises for the middle class.

Mr. Speaker, let us give a real tax
cut to hard-working American fami-
lies. I urge all of my colleagues to re-
ject, to vote against, this Republican
tax scheme for the rich and support the
Democrat middle class tax cut for all
Americans.

Mr. ARCHER. Mr. Chairman, I yield
myself 21⁄2 minutes.

Mr. Chairman, I would simply say
that my friend, the gentleman from
Georgia [Mr. LEWIS], makes a very ex-
cellent and emotional presentation.
And he is right in some regards; he is
right, we do not give income tax relief
to people who do not pay income taxes,
absolutely right. Those people in the
middle-income category who pay in-
come taxes, who bear the burden, who
have received nothing in the last 16
years, do get the majority of the relief
under this bill.

As for Wall Street and Main Street, I
do not know how Wall Street benefits
from the child credit. I do not know
how Wall Street benefits from the edu-
cation credit. But over a 10-year pe-
riod, and if this is not true let it be re-
futed on the other side, $250 billion is
the net tax relief. It is $225 billion over
10 years that goes to the child credit,
which cannot be given to anybody who
has over $100,000 in income, and to the
educational tax relief. How does that
help Wall Street?

Mr. KASICH. Mr. Chairman, will the
gentleman yield?

Mr. ARCHER. I yield to the gen-
tleman from Ohio.

Mr. KASICH. Mr. Chairman, I also
want to say what confuses me is I was
in this Congress for over a decade lis-
tening to people talk about all these
big giveaways to the rich, powerful spe-
cial interests. Yet, the then-majority
did not have the guts to take any of
those special benefits away by closing
loopholes.

It was finally when the gentleman
from Texas [Mr. BILL ARCHER] became
chairman of the Committee on Ways
and Means that we decided to deny spe-
cial benefits to companies in Puerto
Rico that were not living up to the
spirit of the deal, to help people in
Puerto Rico, and as the chairman of
the Committee on Ways and Means
that has closed a whole lot of loopholes
and denied these loopholes to special
interest groups so people who are nor-
mal, average working families can get
tax relief, we ought to be given credit
about that by everybody, on both sides
of the aisle.

Mr. ARCHER. Mr. Chairman, this has
been distorted also, and I would further
add into the debate that over a 10-year
period, and normally the House works
only on 5 years, those are our rules, but
because this is a special deal with the

Senate, and the Senate works off of 10
years, we are now looking at both, over
10 years with this tax relief the budget
is still balanced at the end of 10 years.

Mr. RANGEL. Mr. Chairman, I yield
myself 1 minute and 10 seconds.

Mr. Chairman, it is just how we are
designating these working people who
are working every day, who will not re-
ceive the benefit, that is almost half of
the families. We keep saying they do
not pay taxes.

Mr. ARCHER. Mr. Chairman, will the
gentleman yield?

Mr. RANGEL. I yield to the gen-
tleman from Texas.

Mr. ARCHER. Mr. Chairman, they do
not pay income taxes, I would say to
my friend, the gentleman from New
York.

Mr. RANGEL. Mr. Chairman, they
cannot do this to the working people.
It is just not fair to do it. If they are
going out and paying taxes for clothes,
for food, they do not care whether it is
the city tax, the State tax, the Federal
tax. These are working, proud people
who do not want welfare.

The President said, the bipartisan
committee said, if you are working and
you have kids, we want to help you.
But now we are saying, we really did
not mean you people who do not have
the Federal liability; we cannot help
you.

Mr. ARCHER. The gentleman is abso-
lutely right. If you pay in any income
tax, you get relief under this bill. If
you do not pay any income tax, you do
not get relief. The gentleman is cor-
rect.

Mr. RANGEL. Taxes they can pay,
and if it is not Federal income taxes
and they are working hard, they do not
count.

Mr. ARCHER. This is an income tax
relief bill. That is correct. Those peo-
ple who pay income tax get income tax
relief.

Mr. Chairman, I yield 3 minutes to
the gentleman from Florida [Mr.
SHAW], another respected member of
the Committee on Ways and Means,
and the chairman of the Subcommittee
on Human Resources.

Mr. SHAW. Mr. Chairman, I thank
the chairman for yielding me this
time.

Mr. Chairman, I think people who are
watching this debate have to be just
totally confused at this time. I think
the gentleman from Texas [Mr. AR-
CHER], the chairman, has made a point
very, very clearly. If you do not pay in-
come taxes, you do not get income tax
relief. Yet, when we hear the speeches
going on in the well, as they are talk-
ing about all these people are rich, I
am sorry, I do not think somebody who
makes $20,000 a year is rich. Those are
the people, between $20,000 and $70,000,
they are the ones who are getting the
major part of the relief in this bill, up
to 76 percent.
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That is the bulk of where this relief
is coming from. Look at the child cred-

it, the tax credit for people who have
kids, this is a huge part of this bill, a
huge part, and this does not go to the
very wealthy, as I would define very
wealthy. It goes to middle-income
America.

I think when you look at the bill and
you try to put it on balance, there are
some Members in this House who just
cannot stand the idea of giving the
American people some tax relief. It has
been 16 years. Republicans tried to do
it last year. We were in the last Con-
gress, it was vetoed. We have now come
together working with the administra-
tion in trying to give America a very
much-needed tax bill and give them the
first tax cut in the last 16 years. That
is what we need to talk about.

All the rhetoric and all the voice
raising and all the yelling and scream-
ing in the well of the House or at any
of the microphones around the House is
not going to change that. The figures
do not lie. That is where the bulk of
the tax break is going and that is
where it is going to be.

One thing that I think all of us need
to talk about and need to be concerned
about, that is job creation. When we
encourage corporate America, encour-
age small businesses, encourage the
American people to invest in jobs, ma-
chinery and equipment, we become
more competitive. When we talk about
our jobs going overseas, we are trying
to bring them home. We want people
that have invested in machinery and
equipment, that creates jobs. We want
them to be able to get the tax write-
offs that they deserve through the de-
preciation process. The depreciation
process is just simply being able to
subtract from your income a small por-
tion every year of your investment so
that at the end of the time, you just
have not poured money down the drain.
The same Members that are complain-
ing about this are the same Members
that complain about our jobs going
overseas. You cannot have it both
ways. We need economic development,
economic growth in this country. We
have had good economic growth but
the jobs have not kept up. Wages have
not kept up.

This is what this bill is going to do.
Let us get away from the rhetoric. Let
us stick with the facts and let us sup-
port the bill.

Mr. ARCHER. Mr. Chairman, I yield 5
minutes to the gentleman from Califor-
nia [Mr. THOMAS] another very re-
spected member of the Committee on
Ways and Means, who is also chairman
of the Subcommittee on Health.

(Mr. THOMAS asked and was given
permission to revise and extend his re-
marks.)

Mr. THOMAS. Mr. Chairman, first of
all I want to thank the chairman of the
Committee on Ways and Means for
yielding me the time, but more impor-
tantly, for working cooperatively to
produce a bill of which all of us can be
proud.

I have listened to this debate care-
fully, and frankly there are two themes
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that just baffle me. But that is okay.
You folks baffle me often. One of them
is that you have come to the floor and
you have presented a number of charts
which explain by graph lines that if
you give more of the American people’s
money back to them, that is, leave it
in their pocket, that somehow the Gov-
ernment is going to go into deficit. It
is a very simple and fundamental ques-
tion. What is the economic engine of
this economy? Where are jobs created?

We believe the economic engine is
the individual, not the Government. It
is quite clear when you make the argu-
ment that if you leave money in the
pocket of citizens to invest, to grow, to
create jobs, you are threatening the
deficit of the Government. You are
wrong. What that does is grow the eco-
nomic pie. It means they are going to
have a better life and there will be
more revenue available to the Govern-
ment.

I know you do not believe that be-
cause you do not believe in leaving
more money in the pockets of the citi-
zens.

The other thing that I have marveled
about in terms of the presentation
today is that there is one myth that
you absolutely have to perpetuate. I
was pleased yesterday on the front
page of the Washington Post that the
myth that there were aliens who vis-
ited the Roswell, NM, area 51, I apolo-
gize if some of you do not believe that
it is a myth; if you believe it is reality,
then it just proves my point even more,
but I think we are beginning to realize
that it is a myth. We have just re-
cently realized that spicy foods do not
cause ulcers. That is an old wives’ tale.
That is a myth, it is Bacteria.

There is another other myth that is
trying to be perpetuated on the floor of
the House today. And that is if Repub-
licans put together a tax cut, it must
be for the rich. It cannot be any other
way. They say aliens landed in
Roswell, spicy foods cause you ulcers,
Republicans’ tax packages are for the
rich.

Let me give you an example of how
far the Democrats have had to go to
maintain the myth that this tax pack-
age is for the rich.

Let us take a family that really has
not had a very good year this year. It
is the Smith family. There are three of
them, Mr. and Mrs. Smith and their
son, Tom, who is 16 years old. Mr.
Smith worked in a foundry but because
a lot of the work they are doing is
being supplanted by imports, the job
really has been threatened for some
time. Mr. Smith was worried. He had
an accident on the job and, as a matter
of fact, the foundry closed down. He is
getting workmen’s comp because of his
accident and he did get some severance
pay from the company. They are fortu-
nate, though, because over the years
they have been able to save their
money and they bought a modest
home. They are living in the home. He
has an insurance policy that is slowly
getting bigger, like most of you have.

And son, Tom, feeling pretty proud for
a 16-year-old, works at a fast-food store
to give himself some pocket change
and help out around the house some-
times. He feels very good about it.

In real life, that family profile pro-
duces no tax paid. As a matter of fact,
they could earn another $10,000 under
current law and there would be no tax
paid.

Look what the Democrats can do to
this family, using their economic in-
come profile. Do not look at the
$70,000-a-year people. That is even
worse. Look at the Smith family.

All of a sudden in their family in-
come profile, Mr. Smith must count his
$5,000 of separation pay. Tom Smith’s
fast food money goes onto the ledger,
$3,000, the $5,000 for workmen’s comp,
that is added to their income, and
guess what, that modest home they
live in that would after expenses rent
for $500 a month, requires that you slap
another $6,000 on their income. Under
the Democrats’ arguments about who
is getting the benefits in this tax cut,
the Smiths would have made $20,000
last year. And if you then take the cur-
rent tax structure and impose it upon
what they say the Smith family
earned, under their economic income
test, these poor folks, the fellow on
workmen’s comp who lost his job,
whose kid felt pretty good about work-
ing, winds up owing $772 in taxes.

That is what they do to reality to
keep the myth alive that the Repub-
licans have tax cuts for the rich.

REAL LIFE

Gross income for Mr. and Mrs. Smith,
$5,000 (separation pay).

Standard deduction, ($6,000).
Personal exemptions (for Mr. and Mrs.

Smith and son Tom), ($7,950).
Taxable income, ($9,850).
In real life, the Smiths owe no tax.

DEMOCRATS’ FAMILY INCOME

COMPENSATION

Mr. Smith (separation pay), $5,000 (separa-
tion pay).

Mrs. Smith, none.
Tom Smith (fast food res. salary), $3,000.
Mr. Smith’s workman’s compensation,

$5,000.
Increase in value of life insurance policy,

$1,000.
Imputed rental value of home, $6,000.
Total, $20,000.
Standard deduction, ($6,900).
Personal exemptions (for all three family

members), ($7,950).
Taxable income, $5,150.
Taxable income, $5,150.
If Democrats’ family income was law,

Smiths would owe $772.50 in taxes.
Mr. RANGEL. Mr. Chairman, I yield

myself 10 seconds.
The real myth is that this is a bipar-

tisan bill. The person who reached out
to make it bipartisan is the President
of the United States. He will evaluate
it and he will find out that it has to be
vetoed.

Mr. Chairman, I yield 2 minutes to
the gentleman from Massachusetts
[Mr. MARKEY], an outstanding Member
of this Congress.

Mr. MARKEY. Mr. Chairman, first of
all, this budget is a house of cards.

There are so many assumptions built
into the Republican budget and tax bill
that it is important for them to keep
them separate. Yesterday, the budget.
Then after a respectful overnight wait,
we bring the tax breaks out here onto
the floor. Today they give the tax
breaks to the people who do not need
them. Do they give them to the people
who they hurt yesterday? Well, they
say, with bleeding palms yesterday on
the floor, look how much we would like
to help those uninsured children. We
have no money. Look how much it
hurts us to cut the Medicare for the el-
derly. We have no money. And then
after a respectful overnight wait, the
tax break fairy shows up on the floor
on the Republican side, sprinkling tax
breaks across America. And who do
they give them to? Do they give them
to the families with uninsured chil-
dren? No. Do they give them to the el-
derly on Medicare? No. They give them
disproportionately, overwhelmingly to
those that come from families of
$100,000 or more.

Now, Mr. Chairman, these are the
same Members who said that the
Democrats in 1993, when they voted to
reduce the deficit from $300 billion
down to $50 billion today, were going to
ruin the American economy. What do
they do? They bring out a proposal
here that increases the deficit next
year and the year after and the year
after and the year after and in the year
2001 magically it is going to balance it-
self. And how are they going to do it?
Auction off spectrum. Auction off spec-
trum, like Rumpelstiltskin forcing the
young maiden to spin gold.

Mr. ARCHER. Mr. Chairman, will the
gentleman yield?

Mr. MARKEY. I yield to the gen-
tleman from Texas.

Mr. ARCHER. Mr. Chairman, the
gentleman just said that the benefits
in the child credit went to families
over $100,000. I am sure he did not mean
to say that.

Mr. MARKEY. Mr. Chairman, I abso-
lutely did. And it is an incontrovertible
truth. That is how the tax benefit
breaks, if you look at it over the 10-
year period, as we should have done
with the Reagan tax break in 1981,
which ultimately turned out to be that
kind of pinata of goodies for the rich.

Mr. ARCHER. Mr. Chairman, I yield
myself 15 seconds to say that the tax
benefits for families with children go
almost totally to people under $100,000
in annual income. The gentleman
knows that. He did not mean to distort
it and say they all went to people over
$100,000.

Mr. Chairman, I yield 2 minutes and
30 seconds to the gentleman from Ari-
zona [Mr. HAYWORTH], respected mem-
ber of the Committee on Ways and
Means.

Mr. HAYWORTH. Mr. Chairman, I
thank the chairman of the Committee
on Ways and Means. I believe it was
Art Linkletter in a joking vein who re-
minded us all that kids say the
darndest things. I must tell you today,
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Mr. Chairman, that listening to the
gentleman from Massachusetts, I am
reminded that liberals say the darndest
things.

Let us say it as it really has been.
The gentleman from Massachusetts
talks about a house of cards. Here is
the problem, Mr. Chairman. It is that
the liberals on this side have built a
house on credit cards, going to the
American people time and time again
to take more money out of their pock-
ets, and the gentleman from Massachu-
setts speaks of a tax break fairy. No in-
deed, Mr. Chairman, a tax break re-
ality is what the American people de-
serve. And that is what they receive
under the majority’s plan.

The gentleman from Massachusetts,
indeed our friends on this side of the
aisle, all know that this tax bill pro-
vides tax relief to working Americans.
Indeed, well over 70 percent of the tax
breaks here go to families earning be-
tween $20,000 and $75,000 a year. In my
State of Arizona, 570,000 children will
be eligible for the $500-per-child tax
credit—$438 million in education tax
benefits will go to Arizona families.
And all Arizona small businessmen and
ranch owners and farmers will benefit
from an increase in the death tax ex-
emption.

No, the fact is, Mr. Chairman, this
plan makes imminent sense. Again, to
echo the curious findings of my friend
from Massachusetts who spoke about
Rumpelstiltskin, the sad fact is that
while this Government has not de-
manded the firstborn child of every
family, it has asked for more and more
and more of the average family’s in-
come until the tax-and-spenders who
dominated Washington for so long
asked for more and more and more to
the point where, Mr. Chairman, the av-
erage family in this country pays more
in taxes than on food, shelter, and
clothing combined.

In the name of fairness, we ask the
American people to join with us and let
us make sure the American people
hang onto more of their own money,
send less of it here to Washington.
That is the key to our future success.
That is the true bridge to the 21st cen-
tury.

Mr. RANGEL. Mr. Chairman, I yield
myself 10 seconds to point out to the
gentleman from Arizona that as a re-
sult of the Republican bill, working Ar-
izonan families that do not pay the
Federal income tax but pay taxes on
everything that they eat and drink in
Arizona will be denied the benefits
under the Clinton bill.

Mr. Chairman, I yield 2 minutes to
the distinguished gentlewoman from
California [Ms. WATERS], chairperson of
the Congressional Black Caucus.
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Ms. WATERS. Mr. Chairman, I rise
today in strong opposition to the Re-
publican reconciliation tax bill. Their
$85 billion tax cut package gives the
wealthiest huge tax benefits while ig-
noring the plight of the working and

poor families who struggle every day to
get by.

The combined effect of their spending
and tax bill also gives the wealthiest 20
percent of the U.S. population a whop-
ping 87 percent of the net benefits,
while the bottom 60 percent would
share only 4 percent of the net benefits.

In fact, under the Republican tax
bill, the average savings for the 20.7
percent of families with incomes be-
tween $30,000 and $50,000 would be a
measly $38. At the same time, the
wealthiest 1.4 percent of households
would get a tax break of over $21,000.

These tax cuts that benefit upper-in-
come people include open-ended estate
tax cuts that benefit only the richest
1.5 percent of families and include the
deficit-busting capital gains tax
breaks. At the same time, the Repub-
licans’ proposal denies the working
poor the tax relief they guarantee the
rich.

The Republicans took the President’s
education tax package, including the
HOPE scholarship, and undermined its
goal of reaching the neediest students.

The bill undercuts the wages and
benefits of millions of workers by ena-
bling employers to consider them inde-
pendent contractors and not employ-
ees.

The bill also denies the $500-per-child
tax credit to over 15 million families.
Let me give my colleagues an example
of what this means. In the State of
California, 56 percent of the children do
not get the child credit under the Re-
publican bill. That is more than 5.5
million.

The Republican tax bill is an out-
rage. They do not want us to say it, but
we are going to say it over and over
again; it benefits the wealthiest in this
Nation. I urge a ‘‘no’’ vote.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentleman from Illinois
[Mr. MANZULLO].

Mr. MANZULLO. Mr. Chairman, the
people of the district I represent earn
between $30,000 and $40,000 a year. What
does that mean to them? It means that
113,600 children in my congressional
district are eligible for the $500-per-
child tax credit.

That means that people in the dis-
trict I represent will have an addi-
tional $48 million in money that they
otherwise would have paid to the Fed-
eral Government. It means to those
people that they will be able to keep an
additional $1,500 in money they would
have paid for Federal income tax in
their own pockets to give to their kids
who are going to college.

Who is the beneficiary of this? It is
the people that I represent, the hard-
working Americans, the ones earning
between $30,000 and $40,000 a year. It is
113,000 children in the district that I
represent. A good tax cut bill for the
hard-working, middle-income Amer-
ican families.

Mr. RANGEL. Mr. Chairman, I yield
myself 10 seconds.

Mr. Chairman, we are very pleased
about the number of children that get

the benefit. That is what the President
wants. We are very disturbed that 1.8
million, that is half the kids in Illinois,
will not get it.

Mr. Chairman, I yield 3 minutes to
the gentleman from South Carolina
[Mr. SPRATT], the Democratic leader of
the Committee on the Budget, and pub-
licly thank him for the bipartisan ef-
fort that he made on behalf of the
President and the country.

(Mr. Spratt asked and was given per-
mission to revise and extend his re-
marks.)

Mr. SPRATT. Mr. Chairman, I thank
the gentleman from New York [Mr.
RANGEL] for yielding me the time.

Mr. Chairman, I have been in this
House for 15 years, and it has taken all
of those years for us to get to this
point, a day when we can honestly say
a balanced budget is within our reach.

Over the last 5 years, we have low-
ered the deficit by 65 percent, brought
it from a projected $332 billion in fiscal
1993 to $10 billion last year. This year,
it is projected to be $65 billion, the low-
est level in 20 years. We have suc-
ceeded, in part, because we finally re-
stored the revenue base of the Federal
Government, due in part, large part, to
the tax bill that we Democrats passed
in 1993.

Corporate income tax revenues this
year are up by $72 billion, more than 70
percent over 1992. And, indeed, the only
reason we are standing here debating a
tax bill, or debating a balanced budget
bill yesterday, is that CBO came up
with $225 billion in additional revenues.

Now having come this far, our object
is clear. We want to balance the budg-
et, we want to finish the job, we want
to get there by 2002. But we do not
want to blow this opportunity, having
come so close to the target. To move a
5-year budget in a divided government,
we have got to have bipartisan consen-
sus; and to have that consensus, we had
to agree to tax cuts. Both sides, in
truth, want them.

But since the overriding objective is
a balanced budget, we had to agree
that the tax cuts stay within strict
limits: $85 billion in net revenue losses
over the first 5 years, $250 billion over
the full 10. We fixed those limits, once
again, because we have come so far and
we did not want to lose the ground we
gained, to put our objective back any
further or risk the objective. But it is
so far out that it would be beyond reso-
lution.

The first fault I have with their tax
bill is it does not meet our objective.
Specifically, it goes beyond limits laid
down by our budget agreement. It
breaks the letter of the agreement be-
cause the revenue losses in it add up to
$4 billion too much over 10 years in the
amount we specified. That is because
the Committee on Rules yesterday re-
moved the cutbacks in ethanol tax
preferences without replacing them
with anything.

This is not my back-of-the-envelope
estimate, it is a ruling rendered yester-
day by our official scorekeeper, the
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Congressional Budget Office. The CBO
refused the attempt to score this bill as
though the ethanol bill will expire in
time. Four billion dollars is not a lot of
money in a budget that runs into the
trillions, but it is the spirit. It is sort
of a manipulative spirit that gives me
the most problem, and it runs through-
out this particular tax bill.

Look what happens to capital gains.
Let me say something: I am for capital
gains tax cuts, and I am one of the
Members who are in this House that
will benefit from tax cuts, I should be
frank to say, that we are going to get.
But let me say I do not want a double-
barreled tax cut, low preferential rate
coupled with indexation, if it has to
come at the expense of millions of chil-
dren who will not get the tax credit, if
it has to come at the expense of fami-
lies on the EITC. This is a bill that
should be rejected because it did not
keep the budget agreement, it is not
fair, and it included the extraneous
provisions in the first place.

Vote against this bill. Vote for the
Democratic substitute.

Mr. ARCHER. Mr. Chairman, I yield 2
minutes to the gentleman from Mary-
land [Mr. GILCHREST] for a colloquy.

Mr. GILCHREST. Mr. Chairman, I
thank the gentleman from Texas [Mr.
ARCHER] for yielding me the time, and
I thank him for the opportunity to
have this colloquy with him.

In the State of Maryland, as in many
other States, it is common practice for
school boards to contract out school
busing services to independent contrac-
tor schoolbus drivers. Nearly every
school district on the Eastern Shore
has operated under such a contractual
arrangement for decades.

Recently, however, the Internal Rev-
enue Service made a determination
that under the 20-factor common law
test used to classify workers for Fed-
eral tax purposes, the Maryland school
boards are required to treat these
schoolbus drivers as employees of the
school districts. These school districts
are faced with a closing agreement
that takes effect September 1 under
which the school districts would be
forced to purchase the buses from the
independent contractor owner-opera-
tors and make them employees of the
school district.

The IRS determination will disrupt
longstanding contractual relationships
that are beneficial to both the school
districts and the self-employed school-
bus drivers who provide this vital serv-
ice.

My understanding is that the safe
harbor for independent contractors in
section 934 of the bill will cover the
longstanding contractual relationships
between Maryland school boards and
their independent contractor schoolbus
drivers.

Mr. ARCHER. Mr. Chairman, will the
gentleman yield?

Mr. GILCHREST. I yield to the gen-
tleman from Texas.

Mr. ARCHER. Mr. Chairman, based
on the facts that the gentleman has

outlined, the Maryland school boards’
existing contractual arrangements
would be covered by the safe harbor,
and that is the intent of the commit-
tee.

Mr. GILCHREST. Mr. Chairman, I
thank the gentleman for that clarifica-
tion. However, I do have a lingering
concern about the Maryland school dis-
tricts’ problem. Under the December 31
effective date of the independent con-
tractor safe harbor contained in the
bill, many school districts will be
forced, since they have this contract
beginning in September, the school dis-
tricts will be forced to sign the con-
tract and potentially lose their buses
and their independent status.

Mr. ARCHER. Mr. Chairman, the
committee intends that section 934
would address the Maryland situation,
among many others. However, we now
understand that the provision’s effec-
tive date may be too late to thoroughly
address the problem in the Maryland
counties.

I assure the gentleman I will seek to
correct this problem during the con-
ference.

Mr. RANGEL. Mr. Chairman, I yield
11⁄2 minutes to the distinguished gen-
tleman from North Carolina [Mr.
PRICE].

(Mr. PRICE of North Carolina asked
and was given permission to revise and
extend his remarks.)

Mr. PRICE of North Carolina. Mr.
Speaker, I rise today in opposition to
the Republican tax bill and in favor of
the Democratic tax relief plan. The Re-
publican plan distorts our priorities as
a nation and, in particular, does not do
enough for one of the most important
resources our country has, our stu-
dents.

First of all, the Republican bill cuts
the value of the President’s HOPE
scholarship in half, severely limiting
tuition relief for the neediest students
and students attending community col-
leges. In addition, while the Demo-
cratic alternative would permanently
extend the tax credit for employer-pro-
vided education assistance, the Repub-
lican bill offers only a short and tem-
porary 6-month extension.

Perhaps the worst offenses in this
bill concern graduate students. Grad-
uate students are barely scraping by on
small stipends to finance huge tuition
costs. But the Republican bill creates a
tax on these graduate students who
work part time as teaching assistants
and research assistants and receive, in
return, a reduction in their tuition.
Under the Republican bill, graduate
students would be taxed on this tuition
reduction, increasing their tax burden
in many cases by as much as $3,000 or
$4,000 a year.

The Durham Herald Sun recently re-
ported that the Committee on Ways
and Means spokesman commented that
graduate students may not make much
money while they are in school, but
many—and he seems to think they are
all going to be doctors or lawyers—will
be earning very high salaries shortly

after graduation. He went on to call
graduate students ‘‘privileged,’’ the
sort of group that quote, ‘‘ought to be
the first to pay.’’

Well, if you are a graduate student,
you certainly are going to pay. And if
you want to use the HOPE scholarship
to finance your tuition cost, forget it.
Under the Republican bill you cannot
because graduate students are totally
ineligible.

Many Members today are expressing their
support for tax cuts for hard-working Ameri-
cans. But the competing bills before us differ
greatly in the benefits they offer to working
and middle-class Americans. And as Mr.
SPRATT has just stressed, they also differ in
their fiscal responsibility, in the extent to which
they keep the lid on the deficit in future years.
The Republican bill cuts taxes for corporations
and for the wealthiest Americans. But it in-
creases taxes on graduate students and does
little to help students struggling to attend col-
lege. We can and should do better, and the
Democratic alternative shows us the way.

Vote for the Democratic alternative
that does justice to this country’s pri-
orities and values.

Mr. HULSHOF. Mr. Chairman, I yield
myself such time as I may consume.

I strongly support the tax package
that came out of our Committee on
Ways and Means. I am privileged to
serve on that committee.

When I go back home, Mr. Speaker, I
am inevitably asked the question, usu-
ally by high school students, ‘‘What is
the difference between Republicans and
Democrats?’’ And I try to tell them,
Mr. Chairman:

I believe both parties, of course, be-
lieve in democracy. I believe both on
either side of this aisle believe in a bet-
ter America. But I think our vision of
how to get to a better America is
where we find other differences.

I know, certainly, that those of us on
our side of the aisle believe that Amer-
ica is an overtaxed nation. We believe
it is a matter of principle that hard-
working men and women in this coun-
try stop working so hard for the Gov-
ernment.

As a newly elected Member, I have
got to tell my colleagues that I am a
little bit incredulous. Why is it that
when we talk about letting people keep
more of their money, that that is such
a novel, radical idea? Why is it that
when we talk about making Washing-
ton spend less, that somehow we are
talking about blowing up the deficit?

I believe, as a fundamental principle,
in letting the hard-working people in
this country keep more of what they
earn. It is their money. It is not the
Government’s money.

Mr. Chairman, I go back home, hope-
fully, after today and after a hard
week, and I am going to get a chance
to sit on our front porch with my wife
and visit with our neighbors. I think it
is best to let the decisions about how
their tax money should be spent, that
they are better to make that decision,
better than I am.

For those that continue to talk
about these capital gains cuts, since
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when did fighting and working for the
American dream, when did it become a
scarlet letter? When did it become ap-
propriate for us to scold and even pun-
ish or penalize those that have tried to
get ahead?
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Mr. Chairman, this tax package helps

the economy, it helps all Americans.
For those that are trying to achieve
the American dream. We encourage
every business owner, every investor,
every inventor, every farmer, every
business man, every woman, every
stockholder, every homeowner to in-
vest in America’s neighborhoods and
workplaces by significantly reducing
this tax on savings and investment,
otherwise known as capital gains. But
we continue to resort to this old style
politics of class warfare. I had hoped as
a newly elected Member that we were
beyond that. Instead of dividing Amer-
ica, instead of pitting one group
against another, why are we not work-
ing together? Why are we not trying to
forge a consensus? Why are we not
celebrating this day?

Next week when we are home, Mr.
Chairman, we have a chance, of course,
to celebrate our Nation’s independence,
July 4. I believe that if we support this
Republican tax package, that we will
be providing a symbolic victory for
those folks who truly want to celebrate
their independence.

Mr. Chairman, I yield 1 minute to the
gentleman from Colorado [Mr.
HEFLEY].

Mr. HEFLEY. Mr. Chairman, I rise to
support this bill even though it does
not go as far as I would like it to. I
think our goal should be to get rid of
the capital gains tax, to get rid of the
death tax. But I look at this package
and see what it means to the folks in
my home State of Colorado. It means
that the hardworking high school stu-
dent from central Denver who cannot
go to college right now will be able to
get some help with books and tuition.
It means that the middle-class family
in Colorado Springs struggling on a
two-family income may be able to take
the vacation they have not been able to
take because they can keep more of the
money they have earned.

It means that the family farm in
LaJunta, the one that has been in the
same family for generations, may be
able to stay in that family, and that
the mom and pop store in Greeley may
be able to stay in the family and the
kids will not be saddled with unbear-
able inheritance taxes.

Yes, I support this bill because it will
create jobs across the State of Colo-
rado and those who have had trouble
getting jobs will have a bigger job mar-
ket and be able maybe to become pro-
ductive again.

Mr. Chairman, that is what this tax
bill and this tax cut does to the people
of Colorado and for all Americans. I
urge my colleagues to support this leg-
islation. America needs a tax break.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentleman from Ver-
mont [Mr. SANDERS].

Mr. SANDERS. Mr. Chairman, I
think everybody knows what is going
on in America economically. The peo-
ple on the top have never had it so
good. The middle class is shrinking,
and most working people are strug-
gling hard to make a living.

Given that reality, look at the ab-
surdity of this Republican tax pro-
posal. Instead of helping working peo-
ple and the middle class, 58 percent of
the benefits go to the upper 5 percent.
After giving out all of those tax
breaks, they necessitate $115 billion
cuts in Medicare, which in my State of
Vermont will be a $75 million cut over
a 5-year period, which will mean dete-
riorating health care services for our
senior citizens. Huge tax breaks for the
rich, significant cuts in health care for
our senior citizens.

The bottom 40 percent of wage earn-
ers get no cuts at all. What an absurd
proposal. Let us defeat it.

Mr. CHRISTENSEN. Mr. Chairman, I
yield 1 minute to the gentleman from
Colorado, [Mr. BOB SCHAFFER].

Mr. BOB SCHAFFER of Colorado.
Mr. Chairman, this is a picture of my
grandmother. Here she is, a small little
child. This is her in Ukraine when she
was a little baby. This is her soon-to-be
husband, this is my grandfather in
Ukraine before they both immigrated,
or when they immigrated to the United
States. Three percent of their income
was taxed by the Federal Government.

How far we have come. Here is their
great grandchildren, my children. They
were born into a world where they owe
$20,000 as their share of the national
debt. This is their share. The party
that has been in charge for 40 years has
taken our country from this to this.
The land that my grandparents immi-
grated to in search of freedom and lib-
erty and low taxes and opportunity has
become a country where nearly 50 per-
cent of the average family income is
taken away, confiscated through tax-
ation at the Federal, State, and local
level.

Here is a farmer from Colorado
standing next to me. Democrats sug-
gest he is rich. He is an average Amer-
ican. He deserves a tax break.

Mr. RANGEL. Mr. Chairman, I yield
11⁄2 minutes to the gentleman from Ar-
kansas [Mr. SNYDER].

Mr. SNYDER. Mr. Chairman, today
we are considering the first tax cut bill
in 16 years. Let us choose the right tax
cut bill for working and middle-class
families. This is one of my constitu-
ents, Ingrid, and her two lovely chil-
dren. She makes $7.50 an hour, which
comes out to approximately $15,000 a
year. Every week or every month, like
everybody in America, she gets a pay-
check. This is a copy of her check stub.
On it it shows what kind of State, Fed-
eral, and payroll taxes she pays, and I
circled the payroll tax. The right tax
bill for her is the Democratic bill be-
cause the Republican bill pretends that
she does not really pay these Federal
taxes.

That is just wrong, Mr. Chairman. It
is the wrong bill for millions of fami-
lies like her.

This is another set of my constitu-
ents. This is Judy and her two daugh-
ters. They are older, they are teen-
agers. She needs to be thinking about
college. Under the Democratic bill she
will get the full $1,500 tax credit per
year for the first 2 years of college.
Why is that important? Because col-
lege tuition at our 2-year colleges can
vary from $800 to $1,500 a year. Under
the Republican bill she would only get
50 percent credit for that. It is not fair
that she is forced and her children are
forced to consider going to more expen-
sive schools just to take advantage of a
full tax credit for college.

Mr. Chairman, the Republican bill is
the wrong bill for working middle-class
families. I am going to vote for the
Democratic alternative.

Mr. CHRISTENSEN. Mr. Chairman, I
yield 21⁄2 minutes to the distinguished
gentleman from Nevada [Mr. ENSIGN].

(Mr. ENSIGN asked and was given
permission to revise and extend his re-
marks.)

Mr. ENSIGN. Mr. Chairman, I rise in
support of the Republican tax bill
today because it is truly time for us to
give tax relief to all Americans but es-
pecially to those in the middle income
categories. I want to talk about two
couples, very close friends of mine. One
of the couples, they both work at Hertz
Rent A Car. One works at the counter,
the other one works actually in the
parking lot. Between the two salaries,
they make about $70,000 a year, not in-
cluding benefits.

According to the Democrats and how
they would calculate their salary on
imputed income and the like, they
would probably make about $120,000 a
year. But let us take what they say on
their tax returns. It is around $70,000,
two average middle income-type peo-
ple. They have two kids. What the Re-
publican tax bill will do is give this
middle-income family $1,000 per year in
a child tax credit. It will also give
them the opportunity to send their
kids to college. But it also gives them,
because of the capital gains tax reduc-
tion, the incentive to save and invest
for the future.

Another couple, he is a police officer,
a sergeant who actually has been in
Las Vegas for years working for the po-
lice department; she is a receptionist.
They make somewhere around $75,000 a
year. This chart here clearly shows
that both of these couples will get 76
percent of this tax break. According to
what all Americans look at, and that is
what does their tax return show how
much income they make.

The Democrats have been cooking
the books this entire time. When peo-
ple ask you how much money do you
make, you do not think about the num-
bers the Democrats are using. You
think about what the numbers show on
your tax return. Those are the real
numbers, not the cooking the books
number.
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Mr. Chairman, this tax bill is truly

for working class American citizens.
Does it also go to some of the wealthy?
Yes. But the vast majority of this bill
by any common sense figures goes to
people in the middle income categories
in America.

Mr. Chairman, I urge a strong yes
vote to allow working Americans to
keep more of the money that they
earned, not the money sent to the Gov-
ernment.

Mr. RANGEL. Mr. Chairman, I yield
11⁄2 minutes to the gentleman from
North Dakota [Mr. POMEROY].

Mr. POMEROY. Mr. Chairman, I
thank the gentleman for yielding me
this time.

Mr. Chairman, this is not a balanced
bill. A look at what it does to help
folks save for retirement tells the
whole story.

First, the bill will actually force the
retirement benefits of many retired
college professors to be reduced, cut
benefits 3 to 5 percent. Then the bill
does absolutely nothing to help middle
income Americans save for retirement
by expanding individual retirement ac-
counts to make it a little easier for
them to put money away. No, it does
not do anything there at all.

Rather, it creates a brand new tax
break that benefits the most affluent
seniors. The great majority of this new
tax break, called backloaded IRA’s,
goes to the wealthiest 5 percent in this
country. And so as it is with retire-
ment savings, it is throughout this bill.
Most of us get nothing. And the
wealthiest get the most.

With retirement savings, it is so un-
fortunate this decision has been made.
Folks need help putting money away
for retirement. But rather than extend
help to those who need it the most,
middle income and working income
families, the bill does nothing. Rather,
it creates all of the benefit for those
who already have the money saved for
retirement, the country’s most afflu-
ent.

Mr. Chairman, reject this bill. We
can make it much better.

Mr. CHRISTENSEN. Mr. Chairman, I
yield 1 minute to the gentleman from
Florida [Mr. STEARNS].

Mr. STEARNS. Mr. Chairman, I keep
hearing from that side of the aisle,
they talk about fairness and equality.
Let me ask them to listen carefully to
an example of a classroom of students
about to take a final exam.

Some students worked hard all year,
were well prepared for the exam, while
other students routinely chose to blow
off homework assignments and skip
most of the reading. I think most
school teachers today recognize that
scenario. The students who worked
hard all year, surprise, surprise, almost
always do better on the final exam
than those who goofed off. But what if
the exam results were tallied and then
the equality police, on this side of the
aisle, came in and said ‘‘That’s not
fair. That’s not equal. We need to have
equality’’? So they go in, the equality

police come in and take a few points
from those that scored the highest and
give it to those that scored at the bot-
tom. Suddenly they declare, ‘‘Then,
that is fair.’’

My question is, ‘‘Fair to whom?’’
Mr. RANGEL. Mr. Chairman, I yield

2 minutes to the gentleman from Mas-
sachusetts [Mr. OLVER].

Mr. OLVER. Mr. Chairman, today we
are debating alternative bills which
provide identical tax cuts over 5 years.

Now, Americans expect Republicans
to be for the wealthy, but they are
shocked when they come to realize how
much the Republicans have helped the
wealthiest Americans.

The Republican Taxpayer Relief Act
is class warfare—the Republican bill
when fully implemented gives the one
of every six American families whose
earnings are more than $100,000 a year
almost two-thirds of the tax cut. The
other five out of six families get just
over one-third of the tax benefits.

By contrast, our Democratic alter-
native gives over 70 percent of the total
tax cuts to those five of six families
whose earnings are less than $100,000 a
year.

The Republican bill actually gives no
net tax relief to working families
whose incomes are below $27,000 a year.
That happens to be the group of Ameri-
cans who pay the largest percentage of
their income in taxes of every kind in
this country.

By contrast, our Democratic alter-
native gives those working families the
benefits of the child tax credit and edu-
cation tax credit that the Republicans
give only to higher income families.

So Republicans give nothing to the 40
million families whose earnings are
less than $27,000 per year. They give
one-third of their tax cut to the half of
American families who earn between
$27,000 and $100,000 per year, and they
give two-thirds of their tax cuts to the
one of six families who earn more than
$100,000 per year.

Americans are pretty smart. They
have learned to expect that Repub-
licans help the wealthiest. Under the
Republican bill, the rich get very much
richer, middle income America gets the
leftovers at the banquet and the poor
lose their shirts.

That is truly class warfare.
Mr. ARCHER. Mr. Chairman, I yield 1

minute to the gentleman from Indiana
[Mr. BUYER].
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Mr. BUYER. Mr. Chairman, I thank
the gentleman for yielding this time to
me.

I had to come to the House floor. I
had to come here because it is obvious
that there are truths, there are non-
truths. I believe there are unequivocal
statements of fact and there are truths
that are self-evident.

I now understand that the creators of
this institution here put ‘‘in God we
trust’’ because we are going to have to
trust God here because the facts are
getting spun out so far. America

watching this debate says, ‘‘My gosh, I
don’t even know who to believe or what
to believe. Listen to all these num-
bers.’’

Mr. Chairman, it is an attempt here
by this side to somehow frame that
they are the only ones who care about
children and seniors, that they are the
only ones who care about the poor.
That is false, but that is politics.

Let me tell my colleagues what the
administration did. Confused by all
these numbers? Treasury, in order to
calculate these numbers that this side
of the aisle is using, calculated family
income not the way one calculates
their family income when they work.
They went in and did a family income
economic assessment. And what Treas-
ury did was, they took the adjusted
gross income and added to it what the
administration’s guess is about other
forms of income.

So believe me, what they did was
something as bizarre as saying, ‘‘If you
own your own home, and if that family
lived in the house and had you been
renting that house, if you paid yourself
rent, $800 a month, the Treasury then
would add $9,600 to your family’s in-
come.’’ What that is, is Alice in Won-
derland calculations that show that
the tax benefits are going to wealthier
people.

This is a complete distortion, and I
want America to wake up that there is
a complete distortion here. If I have an
axiom for the moment, it is that in
Washington, DC, facts and truth may
be interesting things but often irrele-
vant.

Mr. RANGEL. Mr. Chairman, I would
just like to thank the gentleman for
clarifying the tax bill.

Mr. Chairman, I yield 11⁄2 minutes to
the distinguished gentleman from
Texas [Mr. STENHOLM] who has been so
helpful in drafting the Democratic al-
ternative.

(Mr. STENHOLM asked and was
given permission to revise and extend
his remarks.)

Mr. STENHOLM. Mr. Chairman, I
rise in opposition to the committee
bill. I do not come to this point lightly
because there are many things in this
bill that I support. However, this bill
has two serious shortcomings that
compel me to vote against it.

First, this bill is fiscally irrespon-
sible and will ultimately undo the ben-
efit of our work yesterday to balance
the budget. Second, this bill does not
sufficiently target tax relief to small
businesses, farmers, and working men
and women.

In our current budget environment
we cannot approve every worthwhile
tax cut, just as we cannot fund every
worthwhile spending program. Given
this reality, we must set priorities in
deciding how to target tax cuts.

This bill has its priorities backward.
The capital gains reduction does not
distinguish between Wall Street specu-
lators and individuals who make in-
vestments that create jobs. This bill
terribly shortchanges family farmers
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and small businesses in the area of es-
tate tax relief in order to provide tax
breaks that are good but much less
critical. The House will have an oppor-
tunity, though, to provide meaningful
estate tax relief and targeted capital
gains reduction by voting for the Blue
Dog motion to recommit later today.

Finally, I am extremely concerned
about the impact that this bill will
have on our efforts to balance the
budget. The cost of this bill will ex-
plode in the next century, sending the
deficit back up again. The harm to our
economic future that will result from
an exploding deficit will overwhelm
any benefit that this tax bill will have
in the short run. It would be morally
irresponsible for this generation to
enjoy the benefits of a short-term tax
cut and leave our children and grand-
children with increased debt and a
weak economy.

Mr. ARCHER. Mr. Chairman, I yield
myself 15 seconds simply to respond.

The gentleman knows that this is a
10-year budget as demanded by the
White House and that it is in balance
by the end of 10 years, and that is way
into the next century. It is not a ex-
ploding deficit, but of course rhetoric
seems to command this debate.

Mr. Chairman, I yield 11⁄2 minutes to
the gentleman from Ohio [Mr.
GILLMOR] for the purpose of a colloquy.

Mr. GILLMOR. Mr. Chairman, I ap-
preciate the chairman giving me the
opportunity to engage in a colloquy in
respect to a particular problem affect-
ing my congressional district. One sec-
tion of the Taxpayer Relief Act pro-
vides a $15.50 tax to be placed on the
arrival of international airline pas-
sengers from destinations outside the
United States. While this tax may
make sense for passengers flying from
London to Washington, it does not
make sense when the distance is neg-
ligible, and I seek to have this section
adjusted.

Here is the problem. Griffing Flying
Service from Sandusky, Ohio flies
charter aircraft from Sandusky to
Pelee Island in Lake Erie and back.
Pelee Island is only 25 miles from San-
dusky, but it nonetheless lies in the
territorial waters of Canada. Under
certain circumstances flights from
Pelee Island could be subject to the
$15.50 international arrival tax pro-
posed in the House bill. That means
that a $20 plane ride now would cost
$35.50, which would effectively termi-
nate Griffing’s service to Pelee and
give the business to a competing Cana-
dian-owned ferryboat service.

As a matter of simple fairness and
common sense we should not have this
tax apply in such a situation. I seek to
have the chairman’s assurances that
Griffing Air Service and other short
distance aircraft operations on the
United States-Canadian border should
not be subject to this onerous tax.

Mr. ARCHER. Mr. Chairman, will the
gentleman yield?

Mr. GILLMOR. I yield to the gen-
tleman from Texas.

Mr. ARCHER. Mr. Chairman, I assure
the gentleman from Ohio that during
the House-Senate conference we will
address this matter so that U.S. air
charter operations such as these will
not be unfairly penalized by modifica-
tions affecting international travel.

Mr. GILLMOR. Mr. Chairman, I
thank the gentleman.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentleman from Ten-
nessee [Mr. CLEMENT].

Mr. CLEMENT. Mr. Chairman, what
kind of America do we envision for the
future? What kind of America do our
constituents expect? I think all of us
know, whether it be the Democratic
plan or Republican plan, we are going
to have some kind of tax relief this
year. We have been fighting for it for a
long time and it is going to come.

But what about it?
Americans want greater accessibility

and affordability to education, Ameri-
cans want tax exclusions on home
sales, Americans want a child tax cred-
it, Americans want greater exemptions
for estate planning.

More than ever before, America’s
prosperity hinges on how we educate
and train our people. Every day more
Americans find an education out of
reach of their pocketbooks. HOPE
scholarships are a sensible way to ad-
dress this problem; so are tax deduc-
tions. We must understand that every
investment we make today enhances
the dividends we receive tomorrow.

Yes, let us support the Democratic
plan. It offers courage for the future.
The American people want nothing
less.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentlewoman from Flor-
ida [Mrs. FOWLER].

(Mrs. FOWLER asked and was given
permission to revise and extend her re-
marks.)

Mrs. FOWLER. Mr. Chairman, today
is truly a historic day. For the first
time in 16 years millions of American
taxpayers are headed toward receiving
real tax relief from the Federal Gov-
ernment. Among the key items of the
Taxpayer Relief Act are a $500-per-
child tax credit and dependent care
credits, substantial tax breaks to offset
college expenses, estate tax relief and
capital gains relief. These and other
measures in this bill will yield signifi-
cant relief to middle class Americans.

According to one nationally recog-
nized Big Six accounting firm, a mar-
ried couple with two children and a
household income of $35,000 a year
could see its tax liability cut by over
$1,000 a year under this package. Now if
one of those children were in college,
that relief would nearly double.

Mr. Chairman this legislation rep-
resents a strong, balanced package of
tax relief for our constituents. I urge
its adoption.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentleman from Ten-
nessee [Mr. FORD].

Mr. FORD. Mr. Chairman, today as
we debate this tax relief package I

think what we clearly see is Democrats
and Republicans both want tax relief,
but the issue boils down to those who
work, play by the rules here in Amer-
ica and believe in the American dream,
that they too deserve a tax break.
They too have the right and should
have the privilege to know that their
children will go to schools with roofs
over their heads, with air-conditioning
in their schools, and will have the op-
portunity to go to college if indeed
they work hard and play by the rules.

Mr. Chairman, I salute the hard work
that the President, the Republicans,
and the Democrats put forth on this
bill, but I say to my colleagues as a
new Member, we have heard the debate
about middle class and rich Americans
and poor Americans, but let us give a
tax break to those who get up and go to
work every day. Let us not put a value
on work. Who are we to decide what
workers and what Americans will get a
tax break because we do not feel they
earn enough or contribute enough to
the American economy?

I say to my friends in this Chamber,
Democrats and Republicans alike, do it
for the next generation. Give tax relief
to those American who get up every
day, work hard and play by the rules.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentleman from South
Carolina [Mr. GRAHAM].

Mr. GRAHAM. Mr. Chairman, con-
gratulations on a super effort to give a
little money and power back to the
American people.

One thing I want to say: I was out-
side listening to the debate. If my col-
leagues have got kids at home, go and
mark down on the calendar that the
Democratic and Republican parties on
the same day put a bill in to cut taxes.

I am not going to say a bad thing
about my friends on the other side of
the aisle. I appreciate them trying to
cut taxes and send some money and
power back home. I just wish they
would stop distorting what we are try-
ing to do. They are making everybody
in America rich to get the numbers up.
But that is OK. This is a good day.
Both parties are trying to send back
some of their money. Unfortunately,
one party cannot let go of the past by
demagoging everything we do. We will
get over that one day.

Two and a half years we have been in
charge, and the best results I can show
the American people what it means to
have us in charge is we got both parties
wanting to cut taxes. Quit trying to de-
fend stuff, Mr. Chairman. Be happy.
This is a good day the Lord hath made
and let us rejoice in it.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentlewoman from
California [Ms. PELOSI].

Ms. PELOSI. Mr. Chairman, when
people ask me what are the three most
important issues facing the Congress, I
always say: the children, the children,
the children. But a close look at the
Republican tax break bill shows that
the rich are the winners in this bill and
the losers, the losers are the children,
the children, the children.
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The children are losers because 40

million children are not eligible for the
tax credit. The children are losers be-
cause the HOPE scholarships will be
cut in half in the Republican tax bill.
The children are losers because the
economic security of their families is
threatened by the concentrated and
reckless assault on the American fam-
ily, the American worker and the
American dream.

Do not let children be losers, Mr.
Chairman. We should all vote for the
Democratic tax cut which is a vote for
fairness, for opportunity and for work.
Children can tell us, looking at this:

‘‘Mirror, mirror, on the wall, who is
the fairest of them all?’’

Clearly the fairest of them all is the
Democratic tax cut for working, low
and moderate income families in Amer-
ica. I urge my colleagues to oppose the
Republican tax break for the wealthy
and support the Democratic tax plan
for fairness.

Mr. ARCHER. Mr. Chairman, I yield
myself 1 minute.

The gentleman from South Carolina
was correct. This is a bipartisan effort,
finally, to give back money to people
that they have earned, finally let them
keep more of their money, and I am
happy that my friends on the Democrat
side of the aisle are joining with us in
this. I know it is difficult for them be-
cause their book on tax reductions is
about one-sixteenth of an inch thick,
but they are trying very hard to follow
our lead and to give tax reductions to
the American people, and that is some-
thing the American people I hope will
appreciate, that this effort now is bi-
partisan.

Mr. Chairman, I reserve the balance
of my time.

Mr. RANGEL. Mr. Chairman, I yield
myself such time as I may consume.

Mr. Chairman, I guess bipartisan
means liberal Republicans and conserv-
ative Republicans but did not include
many Democrats, but anyway let us
move on.

Mr. Chairman, I yield 1 minute to the
gentlewoman from Texas [Ms. JACK-
SON-LEE].

(Ms. JACKSON-LEE of Texas asked
and was given permission to revise and
extend her remarks.)

Ms. JACKSON-LEE of Texas. Mr.
Chairman, I thank the ranking member
very much for his leadership and I
thank my friend from Texas for his
concern and initiative.

I do think that I will certainly ad-
here to those on the other side of the
aisle, trust God and thank God, but I
will thank God that the Democrats
have offered a rebuttal to this tax plan
offered by the Republicans that will
show a large number, 54 percent of the
children in Texas, who will not get the
child credit plan under the Republican
bill. That is more than 3.3 million chil-
dren.
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Then there are those in my district

that are only making $31,000. They will
not get the tax plan.

The real issue is, we are rushing this.
The question is, who benefits? None of
those who are making under $100,000 a
year. It is important that we come to-
gether and deliberate. Why are we
rushing this? This is not a fair tax bill,
and it is not coming from just those of
us on this side of the aisle.

The Wall Street Journal on Thurs-
day, June 26, has indicated that the
numbers that the Republicans have are
distorted, and in fact, that the num-
bers do not suggest that those individ-
uals who need it most will get the tax
plan. I would hope that we vote for the
Democratic alternative.

Mr. Speaker, I rise today to speak out in
vigorous opposition to this outrageous short-
changing of American working families. This
bill clearly helps those Americans who do not
need help. This bill is steak and cake for the
wealthy and the crumbs for working families.

Mr. Speaker, Americans want us to help
them in sending their children to college. But,
look at the educational provisions of this bill.
The budget agreement called for $37 billion
for helping those families who need help in
sending their children to college. But, the Re-
publicans only have $22 billion in their version
of the budget agreement and look how they
want to use tax relief for education.

The Republican plan allows the deduction of
up to $10,000 a year for college costs. These
deductions were originally aimed at lower and
middle class families who need the help. But,
now there are no income limits on the deduc-
tions which means that it is worth twice as
much to families in the top tax brackets-to
families that do not need Government sub-
sidies to send their children to college.

The HOPE scholarship has been changed
to give less to students from lower-income and
middle-income families who are more likely to
attend community colleges. Students attending
the more expensive schools are getting the
biggest benefit. Is this a fair plan? Is this the
greatest good for the greatest number of
Americans who are trying to put their children
through college? Certainly not. But that’s what
the Republicans want.

In the area of capital gains, the benefits for
the wealthy is even more astounding. Under
the Republican plan, a wealthy investor could
pay a lower effective rate of taxes on a profit
from the sale of stocks than moderate-income
families pay on their wages and on interest
they get on their savings accounts.

I ask you, Is this fair? Is it fair that the sell-
ing of a piece of paper should be taxed at a
lower rate than the hard earned wages of
working class families? Clearly not. But that’s
what the Republicans want.

Mr. Speaker, we are all trying to end the
deficits that are building our national debt and
strangling our ability to invest in the future of
America. But, look what this tax bill does to
the deficits in the long run. Look what this bill
will cost our children.

The deficits explode after the initial 5- and
10-year phase-ins, $650 billion deficits in the
out years as the effects of the cuts for the rich
really begin to be felt. These are the years
when the baby-boomers will begin to retire
and when we can least afford this kind of fis-
cal explosion.

Mr. Speaker, this bill is rotten for working
American families and kills Government in-
vestment for our children. I urge Members to
vote against this patently unfair bill.

Thank you.
Mr. RANGEL. Mr. Chairman, I yield

1 minute to the gentleman from North
Carolina [Mr. ETHERIDGE].

Mr. ETHERIDGE. Mr. Chairman, I
rise to oppose this Republican bill. Let
me tell my colleagues why. Fifty-one
percent of the children in North Caro-
lina will not be eligible for benefits
under this plan. That is 1.1 million
children. Hard-working families in my
district and across America deserve a
break from the burden of Federal
taxes, but it should be fair. Unfortu-
nately, this bill neglects the needs of
our North Carolina families and pro-
vides an unfair windfall for the
wealthiest of Americans.

I strongly support a balanced budget.
I voted yesterday for spending cuts
that will make that happen. I strongly
support helping our middle class fami-
lies, and I have written legislation to
provide estate tax relief for our farm-
ers and small businesses, and I strongly
support education tax relief under the
Rangel substitute to help families put
their children through college.

I am a Democrat, and I am for tax
cuts, but I am for tax cuts that are fair
to all the people in this country, and
this bill is absolutely not fair to the
children in America.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentlewoman from Col-
orado [Ms. DEGETTE].

Ms. DEGETTE. Mr. Chairman, I sup-
port tax relief for working families in
America. It is not right that so many
hard-working parents are struggling to
make ends meet. Yet, instead of help-
ing these families today, we are slam-
ming the door on them. We are telling
school teachers, law enforcement offi-
cers, factory workers and nurses and
every other hard-working American
that we just do not care about their
economic struggles. We are telling the
next generation that we prefer tax
giveaways to America’s wealthy at the
expense of real deficit reduction.

Let me tell my colleagues what is
really happening in my home State of
Colorado. Forty percent of the kids
under this proposal will be left behind,
kids from moderate and low-income
families. Nearly 96 percent of the 23
million children whose parents earn
less than $23,000 would be denied any
child care credit under this bill. This is
inexcusable.

I urge my colleagues to pause for a
moment and think about what this
means to their constituents back
home, think about the struggling fami-
lies they are leaving behind with this
bill, think about the next generation.
Let us pave a straight path, not a U-
turn.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentleman from Penn-
sylvania [Mr. DOYLE].

(Mr. DOYLE asked and was given
permission to revise and extend his re-
marks.)

Mr. DOYLE. Mr. Chairman, I rise in
strong support of the Democratic tax
cut plan. I came to Congress in 1995
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committed to balancing the budget,
and in an effort to move the budget
process forward, I was one of the 51
Democrats who voted for the reconcili-
ation spending bill yesterday.

I subscribe to the view that we
should balance the budget first and
then consider tax cuts. However, this
bipartisan budget agreement demands
that tax cuts be enacted this year. I
recognize we must work within these
given parameters, so I will support eq-
uitable, responsible tax relief that ad-
heres to the budget agreement.

The Democratic alternative will pro-
vide tax relief for middle class families
that can really use it and is still com-
patible with real long-term deficit re-
duction. It is a stronger measure than
the Republican plan because it goes
further in helping middle class families
cope with the cost of owning a home
and paying for their kids’ college edu-
cation.

However, the biggest difference is the
fact that the alternative is more eco-
nomically responsible and fair. It does
not lay the groundwork for decades of
mounting debt.

Mr. Chairman, I ask that Members
support the Democratic plan.

Mr. RANGEL. Mr. Chairman I yield
myself the balance of my time.

I really think that this President of
the United States has singled out one
of the most important issues that we
as Americans face, and that is whether
or not we are paying attention to hard-
working Americans as relates to the
burden of taxes that we placed on
them. Our President saw fit to reach
out and to recognize that in the House
and Senate, Democrats did not win, but
he won, and the Republicans won.

To that extent, he thought he was
pulling together a group to present to
the American people a bipartisan
agreement as to spending in the budget
and in reducing taxes, and in providing
assistance for American education.
Somewhere along the line, when it got
to taxes, our Republican colleagues for-
got the bipartisanship, because to my
knowledge, the Secretary Treasurer,
representing the President, did not
know what was in that package until
the chairman released it. Notwith-
standing that, there was great hope
that during the process of amendment,
that we might work out a bill that
would lend itself for the President of
the United States to say, it is not all
that I wanted, it is not all the Demo-
crats wanted, but it is the basis for us
to move forward in a bipartisan way.
Notwithstanding my feelings about it,
I knew one thing was abundantly clear,
that the American people did want and
did deserve a bipartisan effort.

Now when we get to what do we have
left here, the President of the United
States looked at the package and said,
but where is the Democratic part of
this? Why did Congress elect to put
something in the bill that would be so
costly, no matter how much we would
want to do it, and I am talking about
capital gains indexing, when the Presi-

dent has made it known, at least infor-
mally, that he did not think that the
budget agreement could afford that
luxury. And where would Congress go
to get the money to pay for this type of
thing?

A lot of debate is being had today by
my Republican friends in saying, if one
does not pay Federal income taxes, one
does not get Federal relief. Well, let me
congratulate them, because up until
yesterday, they were actually calling
these people that work every day re-
ceiving welfare, and I am glad to see
that has stopped, because as mean-spir-
ited as it sounds to other people who
work and the people that the President
had included, it is so important that
when we say tax relief, that my col-
leagues on the other side do not start a
class system.

There is one group of people that we
should talk about, and that is the
working class. I promise that there is
no reason for us to call people by class,
except my Republican colleagues are
saying that if these people do not make
enough money to pay Federal taxes,
then the taxes they pay for food for
their children, the taxes they pay for
clothes, the excise taxes, and these are
Federal taxes that are put on airplane
flights, these are taxes. Why should
they be so sophisticated because they
do not make that much money that
they should understand now that they
belong to a different class?

The President and the Congress al-
lowed people to believe that when we
say $500 for a child tax credit, that we
really mean it. And if we can find a
way to give to the working people, the
people that find that inflation has
eaten them up, the people that every
time they see an excise tax, it means
more to them than it means to people
that get the salary we get. We do not
care how much a bottle of milk goes up
or a loaf of bread, but to many fami-
lies, these changes in supermarket
costs mean how much money they
would have for other things.

So let me join with the Republicans
in saying, let us stop this class war and
let us start talking about the people
who work and do not put them in dif-
ferent categories. If one is a working
American, they deserve the relief that
the President wants.

I do not know how long we will be
able to stick with this bipartisanship.
The President is looking for the prin-
ciples of fairness. The President is
looking for his HOPE scholarship that
somehow was promised around $35 bil-
lion. Somewhere along the line the
President thinks that he lost several
billions, and that he did not see any-
thing close to what he thought was an
agreement.

Mr. Chairman, we Democrats, we
have stuck together. We have gone to
the President, we have provided an al-
ternative, we have stuck with his prin-
ciples, and one of the most important
things is we expand on the education
package. So, Mr. Chairman, I think it
is safe to say, without getting involved

in the class war, that there is a dif-
ference philosophically between the
Democratic program and the Repub-
lican program.

We are asking that my colleagues
join with the President of the United
States. We can reject this package
today by the Republicans. We can do
better with an alternative that we are
working with, and maybe if we allow
this to go into conference that we will
be able to pick out the best from both
of the bills and allow us to come for-
ward once again in an effort to be bi-
partisan.

Mr. Chairman, I yield back the bal-
ance of my time.

Mr. ARCHER. Mr. Chairman, I yield
the balance of my time to the gen-
tleman from Texas [Mr. ARMEY], the
respected majority leader of the House
of Representatives.

Mr. ARMEY. Mr. Chairman, I thank
the gentleman for yielding.

Mr. Chairman, let me first pay my
regards to the committee for the fine
work that they have done on writing
this bill. It is such a privilege for me to
be here today and to stand here in sup-
port of this legislation and to stand
here, quite frankly, in appreciation for
this legislation.

This legislation is tax reduction for
American families. It is legislation
that realizes that American families
come in all shapes and sizes and all
configurations of income-earners, and
with all configurations of problems,
but all American families are tied to-
gether today by some common under-
standings and some common hopes and
dreams, and that it is our job in Con-
gress to reflect our understanding of
these things faced by the American
family and to represent the best of
their hopes and dreams.

I think of mom and dad sitting
around the kitchen table looking at
the little ones and thinking about all
of the things they want to do for them.
We have all done that while we are
doing our bills at the first of the
month, scared half to death we will run
out of paycheck before we run out of
bills. And every time we do that we
start with the realization that at the
beginning of that month, our taxes are
too high and if they were lower, we
could do more for the kids.
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Mr. Chairman, I realize that mom
and dad struggled on that, and yet they
accept their responsibility and they
say, to the best of our ability to under-
stand it, we will do our duty to support
the programs for this country, and yes,
especially those programs that touch
our heart, because they are programs
that help those who are more needy
than ourselves. So while we struggle
with our taxes, we appreciate the fact
that for the low-income, the working
poor, there is an earned income tax
credit that allows them to offset those
terribly burdensome payroll taxes; that
somebody has understood and cared
about that.
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I am willing to pay my share of the

taxes, and I am willing to do that in
appreciation that someone with a less-
er job than mine, a smaller income, the
same hopes and dreams for their chil-
dren, have a little relief for that bur-
den.

Yet I know, we all know, if we could
have that $500 for a tax credit, we could
do so much for each and every one of
these children every year; if we both
work, mom and dad both work, and we
get that child care tax credit, we do
not need the $500 per child tax credit as
much as a family that has only one in-
come earner. Because we have the sec-
ond paycheck and we get some com-
pensation with the child tax credit, we
are willing to accept the trade offer,
my $500 a year for this child credit,
over and against the tax credit. That is
fair.

I look at my neighbor and I look at
me and I see the difference in the way
we construct our families, they are
configured, and I say that is fair. We
all accept that.

We all need tax reductions, but we
need to reduce the taxes on those peo-
ple who are paying the taxes. If we
think in terms of giving tax breaks to
people who have no tax liability, the
$500 child tax deduction means, when
you finish filing your taxes and you
know what you have to pay, you take
the $500 away from that tax liability. If
I do not have anything to pay, I have
nothing from which to make the sub-
traction.

Mr. Chairman, then we dream about
children and their education. We want
to save. We know the importance of
savings. We want children to see that.
There is the idea of the education sav-
ings account, so we can have a hand in
determining where our children will go
to school. The tuition tax deduction is
so important.

I just finished with five children
going through school. I remember when
I was a grad student raising my own
baby girl, Kathy. That money we paid
out for tuition, we thought then and
think now, there ought to be a deduc-
tion on that in your taxes. It is fair.

We put that in there, because we un-
derstand how we struggled in order to
pay that tuition and those fees so that
education can be obtained. That is the
best of our dream for our children, that
they will have that education, and we
can afford for us to do that, for us to
work with them and for them to do
that.

Parents begin a married life, and I
look at my son David and his beautiful
wife, Laurie, with my gorgeous
grandbaby with his grandpa’s eyes, and
they say, we want to own our own
home. They struggled hard to save
money for a down payment. They want
to own their own home. They do not
want somebody to credit the hypo-
thetical rent they would pay them-
selves if they were renting it out in-
stead of living in it as a double in-
crease in their tax, in their income,
some hypothetical way to say you do
not deserve a tax break.

They need the tax break. They need
the American dream savings account
so they can again save for their chil-
dren, so they can save for emergencies.
They work so hard and they try so
hard, and they do not begrudge other
people the help we give.

I laugh at that because, when the lit-
tle ones are little, of course you know
they cost money and the $500 is very
important, but they do not stop costing
money at the age of 13. We know by
fact from the Department of Agri-
culture that at the age of 12 they jump
up to $1,000 more. Mom and dad know
that. Why do the people on the other
side of the aisle not understand that:
the prom dresses, braces, all the things
that come?

Are we going to cut it off at age 13?
No, we say. Let us keep it in effect
until the child is 17, before his 18th
birthday. Then, as long as we can, let
us give this relief to moms and dads.
We do that.

Now, about the time the child is 13 or
14, mom and dad begin to have a dif-
ferent realization in their life. They
begin to understand that the best of
the American dream is not to have our
own home for the children, but the best
of the American dream is to get them
out of it. So we know that saving for
that education is going to pay off
someday when that youngster will
have a chance for a job.

When will we get the best job oppor-
tunities for our children? When the
economy is growing more, when people
are willing to make investments. I was
talking to a machinist just a few
months ago in Dallas, TX. He was look-
ing at the machine on which he
worked.

He said: Congressman, I can get bet-
ter levels of tolerance, I can do better
quality work, I have more productivity
with this than I had before. I can work
all my life and I could not afford to buy
a machine for myself like this ma-
chine. I thank those folks that saved, I
thank those folks that invested, for
putting that machine in place so that I
can have a better job, and I can make
a higher rate of pay and I can do more
for my children.

Working men and women know bet-
ter than anyone else, if you are a truck
driver, if you do not have the truck,
you do not have a job. Investment is
what gives you the capital with which
to work. The capital gains tax reduc-
tion is about jobs.

How about that family that decides,
let us get together and build our own
business? Mom and dad and the kids
pitch in. They build their own business,
they want and need to be able to make
the investments, to make it safe. The
alternative minimum tax should not
come down on them. The alternative
minimum tax says, if you are investing
in your business and if you are building
your business and you are taking de-
preciation under the Tax Code, and it
comes to the point where you do not
have any net earnings that are taxable,
you have to pay taxes on earnings you
did not have.

Mr. Chairman, my colleagues are
saying on the $500 per child tax credit,
let us give it to somebody who has no
tax liability, and on the alternative
minimum tax, let us put taxes on peo-
ple who have no earnings. They have it
exactly backwards.

What does that mean? It means mom
and dad are going to build a business.
You build a business so you can provide
a living for your family. You hope it is
a success and you hope it is something
the kids can be proud of. They look at
the youngsters, and my dad when I was
young was a grain dealer and built his
own business, he looked at us and said,
one of these boys should take over that
business. It is my creation, my life’s
work.

That did not happen. He could not
pass it on. When he died, half of it went
to government. Do you think your dad
works all his life, mom pitches in, as
my mom did, as partners, so that at
the time of their death the government
can come and take half of their life’s
work away from their children? This is
not fair. This is not fair. We try to give
the family some relief for that. If you
have just some kind of accomplish-
ment, some kind of a legacy that you
can hold, the family farm has been in
the family for three generations and it
has to be sold for taxes, that is not
right.

We hear about this being an unfair
tax bill. This is a fair tax bill. It is a
tax bill that knows the goodness of the
American people and respects the good-
ness of the American people. It is a tax
bill that says, Mr. and Mrs. America,
we know your dreams, we know how
hard you work, we know how much you
share your caring and your good for-
tune with other people and how little
you begrudge somebody else a break
and a reduction of taxes.

Mr. and Mrs. America, we want to
give you, at this time that we are
marching towards a balanced budget,
at this time when we can afford to do
so, we want to give you a reduction in
your taxes that reflects our under-
standing of your goodness, where you
can look at us, look at the bill, and
hear us say through this legislation,
Mr. and Mrs. America, we are on your
side. We agree with you. This tax
should be a tax that allows you to do
the things you dream about getting to
do. It should not be a tax that tells you
you must do those things that people
in Washington think you should do.

It should not only know the goodness
of the American people, but it should
respect that goodness and it should re-
ward that goodness. It should say, you
are Americans. You deserve to be free
because you accept your responsibil-
ities, and we endorse that and we re-
ward it by letting you keep more of
your own hard-earned dollars.

Mr. Chairman, this is good legisla-
tion for America. I am proud to be as-
sociated with it. I am proud to tell my
son and my daughter, build your busi-
ness, save for the kids’ education, have
success in your life, and when your
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days are over whatever it is that you
have done in your life for your children
will be your source of joy and happi-
ness, and can probably be manifest in
their life as you leave what you have to
them, instead of to the government.

How can we do better to respect the
children of this great Nation?

ANNOUNCEMENT BY THE CHAIRMAN PRO
TEMPORE

The CHAIRMAN pro tempore (Mr.
LATOURETTE). The Chair would remind
all Members that comments by Mem-
bers should be directed towards the
Chair and no other party.

Mr. PORTMAN. Mr. Chairman, the alter-
native minimum tax [AMT] is recognized on a
bipartisan basis as one of the most punitive
provisions in the Tax Code. Simply put, it’s a
job killer. It also is one of the most com-
plicated provisions in the Tax Code—account-
ing for as much as 26 percent of tax compli-
ance costs. Anyone concerned about tax sim-
plification and the integrity of the Tax Code
has to be alarmed about the AMT.

The current AMT was enacted in 1986 to
ensure that no individual or business taxpayer
with substantial economic income can avoid
significant tax liability by using exclusions, de-
ductions, and credits. While the drafters of the
AMT might have been well-intentioned, in re-
ality there is no longer a sound policy justifica-
tion for this onerous and complicated provi-
sion.

H.R. 2014, the tax cut package being con-
sidered today, doesn’t repeal the AMT but it
does provide some important AMT relief and
that’s good news for American workers. AMT
relief will help put U.S. firms on more equal
footing with our international competitors by
eliminating the tax penalty on investments in
new plant and equipment in the United States.
The bill also averts an AMT trainwreck for indi-
viduals by indexing the annual exemption for
the AMT. Without this change, there will be a
ten-fold increase over the next 10 years in the
number of individuals who will be subject to
the AMT.

Mr. Chairman, I think the AMT provisions
are an important job creating component of
this bill and I hope it can be enacted soon.

Mr. STARK. Mr. Chairman, I cannot support
H.R. 2014, a bill to provide $85 billion in tax
cuts because I believe the provisions of this
bill are unfair and unwise.

Our country would be far better off to delay
tax cuts for a few years until we have a bal-
anced budget. After almost two decades of
trying to recover from the Reagan cuts of
1981, we should have learned that large tax
cuts given when a budget is not yet balanced
can create havoc for decades. We have not
learned our lesson; this majority persists in
pushing tax cuts with abandon.

If we had the surplus, I would prefer to in-
vest $85 billion to preserve the Medicare sys-
tem—$85 billion would guarantee solvency
past the year 2020, providing assurance of
health security for millions of seniors. The ma-
jority party rejects that option.

If the Nation had a balanced budget, I could
support tax cuts but they would have to bene-
fit all workers, not just the upper brackets. I
could support education benefits, if they went
to all young people, not just those whose par-
ents have $10,000 a year to stuff in an edu-
cation fund.

If the Nation had a balanced budget, I could
support a child credit to help the hard working

families with the costs of raising children. I
could never support the illusion of a family
credit which is held out to all families but, in
reality, available only to more affluent families.

If the Nation had a balanced budget, I could
support rate reduction for all taxpayers not just
those who make their money from Wall Street
investments.

We don’t have a balanced budget today.
Until this bill got the House floor, the Nation
was on the path to a balanced budget but we
are not quite there. Perversely, in a bill de-
signed to balance the budget, we are today
considering measures which will have dev-
astating budget results that go well into the
next century.

We owe it to our constituents, our children
and ourselves to vote ‘‘no’’ on this bill.

Mr. CUNNINGHAM. Mr. Chairman, I rise in
enthusiastic support of the Taxpayer Relief
Act.

After a 17-year wait, the American people fi-
nally receive tax relief under this measure.
Families with children get a $500-per-child tax
credit. There’s tax relief to help with college.
There’s relief from the capital gains tax, which
will help spur investment and grow the econ-
omy. And there’s relief from the onerous death
tax, so Americans who have built their busi-
nesses with their own hard work will be more
able to pass their businesses on to their chil-
dren.

It is remarkable to contrast this product of a
Republican Congress with the product adopt-
ed in 1993 by a Democratic Congress. Presi-
dent Clinton was elected in 1992, with a
Democratic Congress, and enacted the largest
tax increase in history without a single Repub-
lican vote in the House or the other body.
President Clinton was re-elected in 1996, with
a Republican Congress, and now we are
working together to provide Americans the
middle-class tax relief that he promised 5
years ago, but has thus far failed to deliver—
until now.

Together with the bill we adopted yesterday
cutting spending and preserving Medicare, this
tax relief contributes to a balanced Federal
budget, and ends the tide of red ink and defi-
cits that threaten our future.

Other Members have discussed in detail the
many excellent provisions of this bill. I would
like to focus on just one. I would like to talk
about how this legislation includes my provi-
sion to encourage companies to invest their
computers and technology to upgrade our chil-
dren’s classrooms.

THE NEED FOR THE 21ST CENTURY CLASSROOM ACT

The General Accounting Office reported in
1995 that ‘‘America’s schools are not designed
or equipped for the 21st century.’’ Yet, we all
know that an excellent education that provides
American children with a fighting chance at
the American Dream includes rigorous aca-
demic basic instruction—plus the new require-
ment for technological literacy and proficiency
in working with computers. The need for tech-
nological literacy is immediate. By the year
2000, just 3 years way, 60 percent of Amer-
ican jobs will require high technology skills.
Thus, without early training in technological lit-
eracy, many of our future leaders will start
their adult lives at a severe economic dis-
advantage.

While America’s classrooms are supported
by dedicated teachers, involved families, and
bright young children, many of our Nation’s
classrooms lack the important technological

resources that they need to prepare both
teachers and students for a technologically ad-
vanced present and future. While we are daily
amazed at the ways that advanced technology
has improved America’s economic competi-
tiveness, transformed commerce and commu-
nications, and improved the quality of life of
millions of Americans, that same advanced
technology has not yet made as transforming
an impact on the way schools educate chil-
dren. The Internet and the World Wide Web
are revolutionizing the way individuals and or-
ganizations share and find information. Yet
only 14 percent of our classrooms have a tele-
phone jack, and about 1 in 50 are connected
to the Internet. Furthermore, the most com-
mon computer in our Nation’s schools is the
Apple 2c, introduced over a decade ago and
now on display at the Smithsonian Institution;
and while 50 percent of schools have local
area computer networks [LAN’s], less than 10
percent of those networks connect with com-
puters in classrooms.

Therefore, bringing America’s classrooms
into the 21st century requires a major national
investment in technology, including computers,
software, and interactive interconnectivity.

How can we accomplish this task?
We have three choices. We can do nothing,

which appears inexpensive but bears an im-
mense cost in lost opportunity and foregone
economic growth. We can create and expand
Federal Government programs which invest in
education technology. However, because of
the immense scale of the need, and because
primary and secondary education are primarily
a local and State responsibility, bringing our
classrooms into the 21st century is best done
in a manner that does not increase Federal
Government expenditures or bureaucracy. Or
we can encourage and maximize private in-
vestment for this purpose, keeping control as
close as possible to the children, parents, and
teachers who will benefit. This last choice is
the option taken by the 21st Century Class-
rooms Act.

We are fortunate that many businesses in-
vest their time and resources into classrooms.
But we must do more, and we can do better.

The tremendous need for additional com-
puter equipment and software in our class-
rooms, plus the wave of computer upgrades
taking place among businesses in the United
States, argue persuasively for an additional fi-
nancial incentive to encourage businesses to
invest their equipment into 21st century class-
rooms.

The bipartisan balanced budget agreement
offers Congress an opportunity to expand
technological investment in our schools
through specialized tax incentives. The budget
agreement includes tax relief for American
families. And it also includes tax cuts related
to education—but only for higher education.
With so many students entering universities,
community colleges and other higher edu-
cation needing remedial coursework, it is right
and wise for Congress to use this opportunity
to spur private investment into technology up-
grades for K–12 education.

PROVISIONS OF THE 21ST CENTURY CLASSROOMS ACT

The 21st Century Classrooms Act
(Cunningham—H.R. 1153), included in the
Taxpayer Relief Act as title II, subtitle C, sec.
223, is designed to spur private investment for
technological upgrades to create and sustain a
greater number of 21st century classrooms.
Enactment of the 21st Century Classrooms
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Act will help provide schools the tools they
need to offer a better education to our young
people, increase local private investment in
our schools, and ensure a better future for our
country.

This provision expands the tax deduction
currently available to computer manufacturers
making donations of high-tech equipment to
university research institutions. It expands the
class of donors to include any corporation, not
just computer manufacturers. And it expands
the class of recipients to include K–12
schools, certain private foundations, and cer-
tain other recipients whose primary purpose is
to support K–12 education.

The measure is intended to provide corpora-
tions a greater incentive to donate the right
kind of quality computer equipment and tech-
nology toward K–12 education. It takes advan-
tage of the many ways such donations may be
accomplished, including donations to computer
recycling programs whose primary purpose is
supporting K–12 education. It limits the ex-
panded tax deduction to donations of relatively
new equipment of 2 years age or less. It also
limits the expanded tax deduction to donations
which will expressly fit productively into the re-
cipient’s education plan.

PRACTICAL EXAMPLES OF HOW THE 21ST CENTURY
CLASSROOMS ACT WORKS

Let me describe how this tax incentive
works. For example, if a corporation buys a
computer as an asset, it pays $1,000, which is
the basis. If it sells the computer a year later,
it may receive $400 in cash. If the company
donates the computer to a nonprofit or school
under current law, it may take a charitable tax
deduction of the lower of fair market value—
$400—or the amount that has not been depre-
ciated. If the company donates the computer
to an eligible K–12 education recipient under
this act, however, it may take a charitable tax
deduction of $1,000, which is the basis of
$1,000, plus one-half of the asset’s apprecia-
tion, which is zero.

If a corporation buys a computer as inven-
tory, for example, it pays $500 to build it. If it
sells the computer on the open market, it re-
ceives $1,000 in cash. If instead of selling the
computer, the company donates it to a non-
profit or school—not to a scientific research in-
stitution—it may take a charitable tax deduc-
tion of $500, which is the lower of fair market
value—$1,000—or the amount that has not
depreciated, an amount equal to or less than
the basis of $500. If instead of selling the
computer, the company donates it to a quali-
fied scientific research institution under current
law, it may take a charitable tax deduction of
$750, which is the $500 basis, plus one half
of the $500 appreciation, totaling no more
than twice the basis. And, finally, if instead of
selling the computer, the company donates it
to a qualified K–12 education recipient under
the 21st Century Classrooms Act, it may take
the charitable tax deduction of $750, which is
now only available to donations to certain sci-
entific research institutions.

This measure is designed to work hand-in-
hand with the educational connectivity provi-
sions of the Telecommunications Act. As the
Federal Communications Commission devel-
ops regulations to insure that schools have af-
fordable high-technology telecommunications
connectivity available to them, the 21st Cen-
tury Classrooms Act accelerates the availabil-
ity of high-tech equipment in our schools and
our classrooms.

SUPPORTED BY EDUCATORS AND CORPORATIONS

The 21st Century Classrooms Act has
gained the support of over 30 members of the
House, both Republicans and Democrats, in-
cluding the chairman of the House Education
and Workforce Committee, Mr. GOODLING. And
obviously it was included in the Taxpayer Re-
lief Act by the Ways and Means Committee
Chairman, Mr. ARCHER.

Let me summarize just a few of the letters
I have received in support of this measure:

Dr. Bertha Pendleton, superintendent of San
Diego City Schools, says ‘‘The 21st Century
Classroom Act will provide additional incen-
tives for private enterprise to involve them-
selves in preparing students for future employ-
ment by giving tax (deductions) to corpora-
tions who donate used computer equipment to
schools. We applaud this effort and fully sup-
port this measure to help further education
technology.’’

Michael Casserly, executive director of the
Council of the Great City Schools, says ‘‘the
Council is supportive of incentives to attract
contemporary technology into our schools,
particularly the neediest schools. As such, the
Council is also supportive of H.R. 1153.* * *
Congratulations on your success.* * *’’

Thomas Tauke, executive vice president of
government affairs for Nynex, says, ‘‘Nynex
fully supports your efforts to encourage busi-
nesses to invest in our children. Your new leg-
islative proposal, the 21st Century Classrooms
Act for Private Technology Investment,
through its expanded tax incentives, will en-
able schools to immerse students into the new
technological environment that they will live
and work in!’’

There are many more letters of support. But
these excerpts summarize the enthusiasm
which greets this initiative to technologically
upgrade our K–12 classrooms.

IN APPRECIATION

There are many men and women who de-
serve credit for helping me to develop this
measure, and include it into our bipartisan
Taxpayer Relief Act.

In San Diego County, I want to specifically
recognize Scott Himelstein and Bill Lynch at
the Lynch Foundation for Children, John and
Diana Detwiler at the Detwiler Foundation
Computers for Schools Program in San Diego,
and the students, teachers and principals at all
of the San Diego County schools that showed
me their education technology and their need
for more. I also want to express my apprecia-
tion to the House Republican Leadership and
to Chairman ARCHER for including this provi-
sion into the Taxpayer Relief Act.

Mr. Chairman, a vote today for the Taxpayer
Relief Act provides Americans long overdue
tax cuts. It also spurs private investment into
technology upgrades for our schools and for
our children, through inclusion of the 21st
Century Classrooms Act.

I encourage adoption and enactment of this
bill.

Mr. CONYERS. Mr. Chairman, I rise in op-
position to the so-called Taxpayer Relief Act.
Yet again, the majority has demonstrated that
their first priority is to line the pockets of the
richest Americans at the expense of working,
taxpaying families.

I urge you not to be fooled by the majority’s
effort to pull the wool over the American tax-
payers’ eyes. Despite claims to the contrary,
this tax bill will devastate both middle- and
working-class families in order to pay for tax

breaks for the rich. The majority has done ev-
erything possible to ensure that the wealthiest
families will get the bulk of the benefits. A re-
cent study by the Center for Budget and Pol-
icy Priorities found that the effect of the com-
bined budget and tax bills will give a $27,000
annual boost to the top 1 percent of Ameri-
cans while raising taxes for the bottom 20 per-
cent of families.

Not only does this bill work against families,
it is fiscally unsound and irresponsible. Paying
for these tax breaks will cost us $85 billion
over the next 5 years. In the next 10 years,
that amount jumps up to $250 billion. And 10
years after that we will be spending $700 bil-
lion on these tax cuts. If you support this bill,
you will be giving away $700 billion in tax
breaks to the wealthiest Americans. All of
America’s taxpaying families should share fair-
ly in any tax cuts that we propose, not just the
select few who will profit under this bill.

With these facts in mind, I hope that you will
join me in asking a few questions of the bill’s
supporters. We should ask why they con-
structed a bill where the bottom 60 percent of
our population shares only 4 percent of the
benefits and the top 20 percent of the U.S.
population receives 87 percent of the benefits
from this tax cut. We should ask why they
support a bill that adds to the assault on our
already fragile social safety net. We should
ask them why they’re giving a capital gains
break to the 5 percent of Americans who earn
$100,000 a year and will reap 75 percent of
the benefits.

But don’t expect an answer to any of these
questions. With their underhanded approach,
the majority has abandoned millions of hard-
working, taxpaying Americans. If the support-
ers of these tax breaks on both sides of the
aisle wanted to be honest about this bill’s ef-
fects, they should stand up and tell the Amer-
ican people: ‘‘We don’t care if you can’t afford
day care for your children. We don’t care if
you can’t afford to send your sons and daugh-
ters to college. We don’t care that our tax and
budget plans will assure that the rich get rich-
er at your expense.’’

But don’t expect this kind of honesty from a
group that has constructed a child tax credit
that is more restrictive than the one proposed
in the contract on America. Passing this bill
will mean that virtually all families with in-
comes under $20,000 a year would not be eli-
gible for this child tax credit. If you support this
bill, 28 million of our neediest children and
their families will receive no tax credit because
their incomes are too low to qualify. We can-
not allow such an attack on the American fam-
ily to continue unchecked.

I urge my colleagues to oppose this inequi-
table tax cut. Unlike Mr. GINGRICH, who labels
any proposal that gives lower and middle
class families their proper share of these tax
cuts welfare, I believe that hardworking Ameri-
cans should be treated fairly under any tax cut
proposal. I hope that you will demand answers
to the questions I have raised and join me in
exposing this bill for what it really is—a thinly
veiled scheme to provide welfare for the rich.

Mr. STEARNS. Mr. Chairman, I would like
to talk to you about an amendment I offered
at the Rules Committee to the Budget Rec-
onciliation Act. This amendment would have
established a national fund for health re-
search. I offered this amendment because I
believe one of the best ways to bring health
care costs down is to fund health care re-
search. Did you know that nearly four to five
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peer reviewed projects deemed worthy of
funding by the National Institutes of Health
[NIH] are not funded?

The purpose of my amendment was to pro-
vide additional funds for biomedical research
by investing 1 percent of the Medicare savings
included in the bill in critical projects at NIH.
This would accomplished by transferring to
this account each year an amount equal to 1
percent of the savings which are achieved in
that year from the Medicare amendment in-
cluded in the 1997 Budget Reconciliation Act.
It is estimated that this would provide approxi-
mately $1.2 billion over 5 years.

This amendment provides that funds depos-
ited in the research fund shall be distributed
among NIH centers in the same proportion as
provided in the regular appropriations bill. It is
estimated that an additional 1,000 or more re-
search grants could be funded over 5 years in
such critical areas as Alzheimer’s, Parkinson’s
disease, diabetes, breast cancer, etc.

It also ensures that the full $155 billion of
savings required are still achieved by provid-
ing that no funds will be transferred to the NIH
unless net savings to Medicare are estimated
by CBO to reach the $115 billion level. Thus,
no transfer would occur until gross savings ex-
ceed $116.5 billion. It does not impose any
new taxes.

Less than 3 percent of the nearly $1 trillion
our Nation spends on health care is devoted
to health research, while the defense industry
spends 15 percent of its budget on research
and development.

Public opinion surveys have shown that
Americans want more Federal resources put
into health research and are willing to pay for
it. That is why I support the initiative to double
the NIH budget over the next 5 years.

The Alliance for Aging has recently con-
ducted a study that supports the savings for
health care costs for the elderly and perma-
nently disabled who are Medicare eligible by
investing in biomedical research efforts as pro-
posed under my amendment.

In 1995, NIH issued a report that found the
economic burden of several diseases was es-
timated to be of tremendous proportions. For
instance: The costs involved with heart dis-
ease was $128 billion; cancer, $104 billion;
Alzheimer’s, $100 billion; diabetes, $138 bil-
lion; mental disorders, $148 billion; arthritis,
$65 billion, stroke, $30 billion, and
osteoporosis, $10 billion.

It is apparent to me that we must do all that
we can to either prevent or least slow down
the onset of these diseases. And we know
that many of these diseases do not strike until
we are in our golden years. These years
would, in fact, be golden if we could prevent
or least find a way to treat diseases such as
Alzheimer’s.

Current data tells us that one-third of the $1
trillion spent on health care today goes to peo-
ple 65 and older. In a scant 15 years, the
baby boom generation will begin qualifying for
Social Security and Medicare and so, too, will
their susceptibility to age-related diseases.

That is why it is incumbent upon us to find
better ways to treat, prevent, or slow down
these diseases and we can and must do this
through research funded by the National Insti-
tutes of Health because the future costs of
health care will increase dramatically as the
boomers begin to experience these age-relat-
ed maladies.

In these days of trying to balance the budg-
et, we must not lose sight of the fact that by

delaying the onset of diseases such as Alz-
heimer’s, stroke, and cardiovascular disease
we would save an estimated $35 billion
through a reduction in the need for nursing
home care. Now, to my way of thinking that’s
not chump change.

Ample evidence exists to demonstrate that
health research has improved the quality of
health care in the United States. Advances
such as the development of vaccines, the cure
of many childhood cancers, drugs that effec-
tively treat a host of diseases and disorders,
a process to protect our Nation’s blood supply
from HIV virus, progress against cardio-
vascular disease including heart attack and
stroke, and new strategies for the early detec-
tion and treatment of diseases such as colon,
breast, and prostate cancer clearly dem-
onstrates the benefits of health research.

Expanded Medicare research is critical to
holding down the long-term costs of the Medi-
care Program under title XVIII of the Social
Security Act. For example, recent research
had demonstrated that delaying the onset of
debilitating and costly conditions like Alz-
heimer’s disease could reduce general health
care and Medicare costs by billions of dollars
annually. I am hopeful that such a proposal
will be enacted by Congress in the future.

Mr. KOLBE. Mr. Chairman, this is a great
day for this House and for the citizens of the
United States. Today we take a giant step in
providing the tax relief that Americans so des-
perately need and deserve.

Today we are about to let people keep more
of their income to spend as they want—not as
the Federal Government wants. This is the
right thing to do. Taxpayers deserve to enjoy
more of the fruits of their labors. The Federal
Government has become too greedy, contin-
ually increasing the burden on our citizens so
Washington can distribute taxpayer earnings
to other groups in society. Today we begin to
reverse that condition. Even so, we still have
a long way to go.

Mr. Chairman, I am pleased with many pro-
visions of this bill. But two stand out as espe-
cially important for working Americans. The
child tax credit and the education incentives.
These provisions actually put money back in
the pockets of ordinary, middle income people
and help them provide for their children’s edu-
cation.

Taxpayers with children get to take $500
per child off their total tax liability. Think of
what that means to a young family struggling
to get ahead and give their children opportuni-
ties.

This bill gives families who send their chil-
dren to college or other post secondary institu-
tions a chance to keep more of their earnings
to help with those higher education expenses.
It provides a tax credit, up to $1,500 for each
student, for half of the tuition and related ex-
penses during the first 2 years of college or
vocational training. It provides a $10,000 de-
duction per student per year for expenses
through State prepaid tuition plans or edu-
cation investment accounts. Further, it allows
families to make penalty-free withdrawals from
any IRA to cover the cost of education after
high school Think what a relief this will be for
hardworking families struggling to make sure
their kids get an education.

Mr. Chairman, I wish we could be voting on
bigger tax cuts. I wish the capital gains tax
had been cut more. I wish we had abolished
the estate tax. I wish we had given more relief

in many areas. But I am very happy with this
major step forward. I am going to consider it
a substantial down payment on a commitment
we made to the American people 4 years ago
when we promised to downsize Government,
balance the budget, and cut taxes.

We must continue to work in this House and
in this Congress to totally deliver that promise
in the next few years.

Mr. CRANE. Mr. Chairman, I rise in enthu-
siastic support of this bill to provide long-over-
due tax relief to the American people.

I have heard criticisms of this bill primarily
from liberals who are playing the old tired
game of class warfare. I find their argu-
ments—that this tax relief is unfairly targeted
to the rich—rather ridiculous. These class war-
fare antagonists are from the same crowd who
in 1993 rammed through the largest tax in-
crease in the history of our Republic. It is no
wonder that they are resisting the attempt by
House Republicans to allow Americans to
keep more of their own money, rather than
sending it to Washington’s bureaucrats.

The liberal misinformation campaign about
this tax package is so out of touch with reality
that they are alienating their overtaxed rank
and file constituents. The fact of the matter is
that the vast majority of the tax relief in this bill
is provided for individuals, not corporations.
More specifically, over 71 percent of the tax
relief in this bill will go to those who earn be-
tween $20,000 and $75,000 a year. I do not
know what some of my liberal colleagues con-
sider the rich, but a family earning $40,000 a
year with two children living in Palatine, IL, a
city in my district, is far from rich.

Let me put this in another perspective. It
has been 16 years since American taxpayers
have had a significant tax cut from Washing-
ton. President Clinton signed the largest tax
increase in history in 1993 and when vetoed
a major tax cut bill, the Balanced Budget Act,
in 1995. All the while, middle-income families
have shouldered the largest tax burden than
at any other time in our history. A family at the
median income level budgets over half of their
annual income to pay for government at all
levels. Tax relief for them is long overdue.

I am pleased to see a number of items in
this bill that I have been working on for some
time. For example, I have promoted legislation
to increase the value of the tax exemption for
children and other dependents. The $500-per-
child tax credit will give parents this tax relief
I have sought for so long. In addition, I have
pushed for capital gains tax relief, provided in
this bill, which is so valuable to home and
small business owners. I also support the re-
lief in this bill from the estate or death tax
which has been particularly devastating on
family farms and small businesses. I would
rather abolish the capital gains and death
taxes, but I believe this bill makes significant
improvements in both areas.

While the bulk of this bill provides tax cuts
to individuals, employers also receive some
much-needed tax relief. And let me make it
clear that tax relief for businesses is about job
creation, competitiveness in world markets,
and more money in the pockets of American
workers. Although the Constitution protects its
citizens from double jeopardy in criminal
cases, the Tax Code offers no similar protec-
tion. The alternative-minimum-tax [AMT] forces
businesses into double jeopardy with two dif-
ferent sets of tax rules, the regular corporate
schedule and the AMT schedule. If, after fol-
lowing the complex rules and regulations in



CONGRESSIONAL RECORD — HOUSE H4697June 26, 1997
the corporate tax code, the company does not
owe enough taxes, they must start all over
with the AMT code, with its own rules and reg-
ulations. The compliance costs, in addition to
the tax burden, has hurt the competitiveness
of U.S. businesses against foreign businesses.
This translates into lost jobs and lower wages
for American workers. H.R. 2014 provides
some much-needed relief from the burdens of
the AMT.

If I had any criticism of this bill, it is that it
does not provide as much tax relief as the
American people deserve. I also appreciate
the view of those who suggest that this bill
does not provide for Tax Code simplification.
I, too, am disappointed on both of these
counts, but given the current political situation
in Washington, we must deal with a President
who, despite his rhetoric, is not interested in
providing large-scale tax relief or reform to our
country. Given these constraints, I believe that
Chairman BILL ARCHER of our Committee on
Ways and Means did an admirable job in con-
structing this tax bill.

I urge my colleagues to support H.R. 2014
and I look forward to moving ahead and meet-
ing with members of the other body to put the
finishing touches on tax relief for Americans. I
only hope that the President will see fit to sign
this bill into law.

Mr. KLECZKA. Mr. Chairman, I rise today to
voice two major concerns regarding H.R.
2014, the reconciliation tax legislation before
the House today. I understand that section
1053 of this bill is Republican payback against
the unions who mainly supported Democrats
in the last election. I object to use of the Tax
Code to punish political adversaries, but that
is not even among the two main reasons I will
cast my vote against this bill today.

To begin with, I believe we should give the
American people capital gains tax relief, but
this bill clearly provides more than is reason-
able. It both cuts the capital gains rates as
well as indexes the values of assets for infla-
tion. I am all for providing relief, but consider-
ing the huge potential revenue loss of these
combined provisions 10, 15, or 20 years from
now, we should pare down the capital gains
cuts to a more reasonable size. After all, as
the bill stands today, the capital gains cuts
lead to a loss of $36 billion in 2003 through
2007 alone. This bill should either cut the cap-
ital gains rate or index assets, but not both.

But, Mr. Chairman, I rise today mainly to ex-
press my concerns about another provision in
the tax bill before us today that could have a
devastating impact on workers and their bene-
fits. The measure is not only bad policy, but it
does not belong in this bill in the first place.
It is an attack on working men and women
disguised as a Tax Code clarification. It could
lead to the end of employee benefits and
workplace protections as we know it.

The provision, innocently labeled as a safe
harbor for independent contractors, would per-
mit many employers to reclassify their workers
as independent contractors and thus deny
those workers employee benefits and worker
protections.

Much of the social safety net enjoyed by
workers in this country depends on employ-
ment status. Workers classified as independ-
ent contractors are not eligible for employer-
provided health insurance or pensions. Inde-
pendent contractors are not eligible for unem-
ployment compensation. Independent contrac-
tors also have to pay the employer side of the

Social Security and Medicare payroll taxes, an
additional 7.65 percent.

In addition, although this provision purports
to be limited to classification for tax purposes,
it is likely that employers will also treat work-
ers as independent contractors for other pur-
poses. Worker compensation laws, minimum
wage and hour laws, occupational safety laws,
and age discrimination laws do not apply in
the case of workers classified as independent
contractors.

Reclassification is already being used
against workers and this bill would make it
even easier for employers to drop worker
wages, benefits, and protections. The potential
for abuse of this provision is real. Last year
the Department of Labor found that 134 work-
ers in Ohio were improperly classified as inde-
pendent contractors and were receiving as lit-
tle as $1.50 per hour. In October of last year,
the Ninth Circuit Court of Appeals found that
Microsoft must pay benefits to a group of
workers that the company had intentionally
misclassified as independent contractors. Re-
classification has been regularly employed by
some in the construction industry with respect
to laborers and other workers such as super-
vised carpenters, masons, plumbers, and elec-
tricians. This practice is being carried out
across this country by both large and small
employers.

This provision—identical to H.R. 1972 of last
Congress—too easily allows an employee to
be reclassified as an independent contractor.
The measure establishes a test which is too
easy to meet, and therefore many workers
could be reclassified if it were to become law.
First, the worker must sign a written agree-
ment providing that he or she will not be treat-
ed as an employee. This is not voluntary in
any sense of the word: if a worker wants the
job, he is going to have to sign that agreement
or he returns home without work. Under the
measure, once the written agreement has
been signed, a worker can be classified as an
independent contractor if the worker meets
one criteria in test 1 and one criteria in test 2.

Test 1: The worker—has a significant in-
vestment in assets or training; or incurs signifi-
cant unreimbursed expenses; or agrees to
perform services for a particular time or to
complete a specific result; or is paid primarily
on a commission basis; or purchases products
for resale.

Test 2: The worker—has a principal place of
business; or does not primarily provide the
service at the employer’s place of business; or
pays fair market rent for use of the employer’s
place of business; or is not required to per-
form services exclusively for the employer,
and in the current, preceding, or subsequent
year has: performed a significant amount of
services for others, or offered to perform serv-
ices for others through advertising, solicita-
tions, or listing with referral agencies, or pro-
vided services under a registered business
name.

Let me give an example to illustrate my
point. Bill is a plumber who is an employee for
a plumbing construction and repair company.
If this provision were to pass into law, Bill
would meet the criteria under this provision
because he has his own tools and has paid
for his own training and performs his work on-
site at residences and businesses throughout
the metropolitan area. Therefore he could be
reclassified as an independent contractor. He
would now have to pay double—about 15 per-

cent—his previous payroll tax for Social Secu-
rity and Medicare while his former employer
would pay nothing. He could lose the ability to
participate in the company pension plan. If ei-
ther Bill or his wife, Debbie, needed to see a
doctor, they might be surprised to find that
they no longer had employer health coverage
through Bill’s work. If Bill was badly injured on
the job, he might be disappointed to find that
he could no longer collect workers compensa-
tion to help put food on the table and pay the
mortgage while laid up. If he was laid off dur-
ing a slow period, he might show up at his
State labor office to collect unemployment, but
would no longer qualify for unemployment in-
surance through his employer.

Similar reclassifications could occur not just
for other tradespeople like electricians and
carpenters, but also delivery people, police-
men, reporters, and others.

It is not only workers who are concerned
about this provision, but conscientious firms
who are wary of unfair competition by unscru-
pulous employers. A group of construction in-
dustry employers testified before the Senate
Finance Committee on June 5 of this year op-
posing a similar proposal. The Mechanical/
Electrical/Sheet Metal Alliance consists of the
Mechanical Contractors Association, the Na-
tional Electrical Contractors Association, and
the Sheet Metal and Air Conditioning Contrac-
tors National Association. They testified that:
‘‘the Alliance does not support the proposals
under consideration today because we are
gravely concerned that the proposed classi-
fication criteria—when applied to the skilled
construction workforce—would jeopardize the
entire structure of training, health and welfare,
pension and other workforce development and
retention benefits.’’ Citing a Bureau of Labor
Statistics study showing independent contrac-
tors disproportionately represented in con-
struction, the construction industry alliance wit-
ness alleged that: ‘‘The rise of worker
misclassification in construction has nothing to
do with career enhancement and everything to
do with unfair low-wage competition.’’

The alliance alleged that this provision rep-
resents a threat to those conscientious con-
struction businesses that undertake to pay, at
the very least, the legally obligated minimum
employer overhead taxes that are a legitimate
cost of doing business. He concluded by stat-
ing that ‘‘businesses that cannot afford to pay
for the social policy objectives of unemploy-
ment insurance, social security and workers
compensation should not per permitted greater
leeway to avoid paying for these established
social responsibility programs and shifting
even greater costs on their employees, fair
employers and the government, as well.’’

This is a dangerous provision that will result
in a race to the bottom where working men
and women will lose workplace benefits and
protections as we know them while legitimate
employers will be forced to reduce benefits
and worker protections to compete with un-
scrupulous employers taking advantage of the
Republican independent contractor provision.

Mr. Chairman, because of the presence of
this ill-conceived provision and the combina-
tion of both a capital gains rate cut in addition
to capital gains indexing, I must vote against
the bill before us today. I am hopeful that dur-
ing conference my concerns will be addressed
and I will be able to support the final version
of this legislation.
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Mr. DINGELL. Mr. Chairman, a few weeks

ago. I cast my vote in favor of the budget res-
olution with the hope that it would yield a well-
reasoned reconciliation package which I could
support. Clearly, the majority has failed to as-
sembled such a package.

I have heard the quote, ‘‘Here we go again,’’
used by some of my Republican colleagues.
While I applaud the rhetorical effulgence and
I agree that it is appropriate in this instance,
I question the context in which it is being
used. The legacy of that former President—
who so eloquently spoke those words—is the
massive Federal debt we are confronting
today. So, after a careful review of this tax
package, the only proper conclusion is, ‘‘Here
we go again.’’

We have yet to learn the lesson of 1981.
Yesterday, I spoke of how the proposed $20.3
billion savings from the broadcast spectrum
auctions are an illusion. It isn’t surprising that
those very savings account for nearly one
quarter of the offset for the tax package.

The budget gimmickry used for the capital
gains tax cut will explode the deficit after
2002. Because wealthy Americans can pay
their accrued capital gains in 2002 to receive
the benefit of indexation, the end result is a
one time $6 billion golden egg paid to the U.S.
Treasury. It is a Ponzi scheme which benefits
the wealthiest Americans, a throwback to the
‘‘voodoo economics’’ another Republican
President warned us against.

In 1948, my father argued against a Repub-
lican plan to allow employers to skip out on
Social Security taxes. It is ironic that I am here
nearly 50 years later to argue the same posi-
tion. This bill allows employers to easily re-
classify employees as independent contractors
and to deny employees health care coverage
as well as their Social Security contribution.
Republicans speak of class warfare; it is obvi-
ous who is on the offensive. This is a blatant
assault on hard-working Americans.

It is clear that we are not talking about
granting tax relief for those who need it most.
A majority of the benefits in this package go
to the wealthiest Americans and it squeezes
those who need relief most, the working poor.
Why will millionaires be able to sell off stock
portfolios and pay less in taxes than middle-
class Americans currently pay on income tax?
It is shameful.

The Democratic substitute would correct
these flaws. Our tax relief plan would allow the
parents of 24 million more children to benefit
from the $500-per-child tax credit. Capital
gains and estate tax relief are targeted to-
wards small businesses and families. It per-
mits homeowners to who sell their homes at a
loss to take a tax deduction. Most importantly,
two-thirds of the benefit go to those making
less than $75,000.

I urge all of my colleagues to oppose this
shameful Republican tax scheme and vote for
the Democratic substitute.

Mr. COYNE. Mr. Chairman, I rise today in
opposition to the tax provisions of the 1997
reconciliation bill. I oppose this legislation for
a number of reasons. The most important rea-
son is that I believe that now is not the time
for tax cuts. I believe that such a move would
be irresponsible. Given the widespread sup-
port in Congress for a tax cut bill, however, I
believe that a much more equitable bill
could—and should—be enacted.

The economy today is in better shape than
at any other time in the last 25 years. The

economy is growing and inflation is low. The
Federal deficit has been reduced from more
than 6 percent of our national output to rough-
ly 1 percent. These are things to celebrate,
and I join with my colleagues in rejoicing over
our good fortune and relatively responsible
management. But as tempting as it would be
to indulge ourselves, given these happy cir-
cumstances, in cutting taxes, I believe that it
would be unwise and irresponsible to do so. It
is at just such a prosperous time that we
should begin addressing the long-term prob-
lems that we know will confront us in a few
short years. Let’s not wait until a crisis is upon
us and more draconian solutions are nec-
essary. Let us show some leadership today.

What problems lie on the horizon? What
should we be doing instead of enacting tax
cuts? In the coming years, we will face an in-
creasingly competitive global economy and a
demographic shift unparalleled in modern his-
tory. We will need to dedicate more of our na-
tional resources to caring for an increasingly
older population and taking steps to increase
our economic productivity. That means taking
modest steps now to ensure the long-term sol-
vency of Social Security and Medicare. That
means keeping Federal deficits under control.
That means investing in our infrastructure and
promoting research and development. It
means investing in early childhood develop-
ment and improving public education. It means
increasing access to higher education. And it
means making health care available to all
Americans. Our country would be better
served by addressing these challenges than
by cutting taxes for the affluent.

In addition, I am concerned that these tax
cuts will increase Federal deficits substantially
once they are fully phased in. I feel compelled
to remind my colleagues that the last time we
indulged in a package of massive tax cuts, we
precipitated a long series of budget deficits
that we are still paying off. As every spend-
thrift knows, you can have a pretty good time
spending borrowed money, but eventually the
money runs out and the loan comes due. The
massive budget deficits of the Reagan years
helped spur economic growth following the re-
cession of the early 1980’s, but at a heavy
cost. Much of the more than $200 billion in in-
terest payments the Federal Government
makes each year is due to the deficit spending
of the 1980’s. The tax cuts enacted in 1981
contributed substantially to those deficits.
Similarly, the tax cuts contained in the legisla-
tion we are considering here today will
produce large revenue losses in the coming
decades—just when the retirement of the baby
boom generation will place increasing pres-
sure on the Federal budget. I believe that the
short-term benefits this legislation would pro-
vide would be more than offset in the out-
years by the long-term fiscal difficulties that it
would produce. That is a second reason that
I believe these tax cuts are unwise.

As I stated earlier, however, it is clear that
Congress intends to pass a substantial tax bill
this year. Given the likelihood that we will, in
fact, do so, I strongly believe that we should
pass a bill that is more equitable than the bill
we have before us today. The Republicans
have produced a bill that would do relatively
little for the average American family.

The $500 family tax credit is not refundable,
which means that families that do not have
any Federal income tax liability will not receive
any family tax credit money. Many low-income

families make so little money that they have
no Federal income tax liability. While these
families pay a significant percentage of their
incomes in Federal payroll and excise taxes,
many of them will nevertheless be denied the
family credit. In addition, under the House Re-
publicans’ bill, the family tax credit is stacked
after the earned income tax credit, meaning
that taxpayers must offset their tax liability with
the EITC before they can claim the family
credit. Given that the family credit is non-
refundable, many working families will not
have enough income tax liability left to claim
the credit; other working families will receive
far less than the full $500 credit. In all of these
cases, the low- and moderate-income families
who deserve and need a tax break as much
or more than more affluent families will receive
little or no tax relief under this bill. This is es-
pecially unfortunate, given that a modest in-
crease in their disposable income would make
a real difference in their lives.

Other provisions in this legislation would re-
duce taxes on capital gains and index future
capital gains for inflation. These provisions
would do little or nothing for most Americans,
whose major life-time capital gain, the sale of
their home after age 55, already goes untaxed
in most cases. And because most capital
gains taxes are paid by the wealthiest Ameri-
cans, such a change would reduce the pro-
gressivity of the Federal Tax Code signifi-
cantly. Moreover, the lower capital gains tax
rate and the indexation of capital gains for in-
flation would result in a substantial Federal
revenue loss in the years beyond the 5- and
10-year windows used in the budget reconcili-
ation process. That revenue loss would kick in
at just the time when the Federal Government
will need to increase spending substantially for
Social Security and Medicare to cover the
costs associated with the retirement of the
baby boom generation.

Similarly, this legislation has changed the
college tuition tax credit proposed by Presi-
dent Clinton so that only taxpayers that spend
over $3,000 on college costs will get the full
$1,500 credit. The President’s HOPE credit
would have provided a full dollar-for-dollar tax
credit for the first $1,500 in higher education
costs. These changes from the President’s
proposal would make the credit less helpful to
the low-income students who often attend low-
cost community colleges, and they could pre-
vent some of these students from pursuing
education beyond high school. Such an out-
come would deny many low-income individ-
uals access to educational opportunity, but we
would all suffer from the adverse impact that
this outcome would have on our country’s pro-
ductivity.

The pattern is clear. The distributional ef-
fects of this tax cut package are abysmal.
More than half of the tax relief in this bill
would go to the top 5 percent of taxpayers—
those with incomes of more than $100,000—
once its provisions are completely phased in.
If Congress is determined to pass a tax cut, it
should at least ensure that the bulk of the tax
relief that it provides goes to the people who
need it most—the hard-pressed, hard-working
low- and moderate-income households that
are playing by the rules and struggling to
make ends meet.

There are a number of other objectionable
provisions in this legislation, too many to be
mentioned here. Let me just mention one in
passing. The bill would change the way in
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which independent contractor status is deter-
mined. This change would most likely have
the result of stripping thousands—and perhaps
millions—of workers of their employee status
and the benefits that that status conveys. It
could lead to lower pay, the loss of health in-
surance coverage, ineligibility for pensions,
and the loss of protection under State and
Federal labor and workplace safety laws for
many hard-working individuals.

Mr. Speaker, this legislation has very seri-
ous problems. I urge my colleagues to reject
a major tax cut and, instead, to address the
long-term fiscal problems that confront our
country. Barring that approach, I urge them to
work with me to produce a reconciliation bill
that we can all support—one that provides tax
relief for America’s working families in a fis-
cally responsible fashion.

Mr. VENTO. Mr. Chairman, this legislation
reminds me of Cinderella’s stepsister trying to
slip a size 10 foot in a size 5 glass slipper. It
just won’t work. And hopefully the American
people will, like the Prince’s emissary, dis-
cover what a fraud this legislation is.

I supported the budget framework adopted
by Congress this year. Frankly, I was con-
cerned and did have reservations about the
tax portion of the agreement. I was concerned
that the Republican majority would not be able
to resist the opportunity to load up the tax bill
with provisions that benefit the very rich at the
expense of working and middle class Ameri-
cans and that despite its rhetoric, the majority
leadership is willing to sacrifice deficit reduc-
tion and the real progress that we have made
over the past 4 years.

Unfortunately, these fears have been real-
ized. Like children in a candy store, the major-
ity party has not been able to restrain them-
selves from loading up with goodies. Like all
candy, this bill is fattening. It will fatten the
pocketbooks of the wealthiest in our Nation
while swelling the Federal deficit.

The nonpartisan research organization, the
Citizens for Tax Justice, has analyzed the real
impacts of this tax bill. Their analysis has de-
termined that 57 percent of the benefits of the
tax cuts will go to people with incomes over
$109,000, while average families, with in-
comes between $21,000 and $57,500, will
only receive 17 percent of the benefits. Incred-
ibly, families with income levels below $21,000
will get no tax cut or could actually pay more
taxes under this bill. This outcome is particu-
larly harsh for young families trying to suc-
ceed. The discrepancy between the very rich
and ordinary working families is highlighted by
the disclosure that this tax bill contains a $9
million tax break that benefits approximately
1,000 individuals.

Through a creative implementation sched-
ule, the tax bill masks the true impact the loss
of revenue and size of the tax breaks, result-
ing in a gap between tax expenditures and
program expenditures. Just when the Amer-
ican taxpayer thinks the long fight to end the
Federal deficit is at an end, the full impact of
this backend loaded legislation will hit. The
Center on Budget and Policy Priorities esti-
mates that the Republican tax bill will blow a
hole of between $600 and $700 billion for the
second 10-year period from 2008 through
2017. That type of fiscal time bomb should not
be fused by the passage of such a tax policy
measure. Indexation of various tax breaks in
this measure further digs the deficit hole that
we are trying to extract ourselves from, experi-

ence would dictate and common sense prevail
that such aspects of the Tax Code shouldn’t
be placed on automatic.

While I do not support the present tax bill,
I do strongly support the alternative that will
be offered today. That alternative provides a
more targeted approach to tax relief. The
Democratic substitute legislation fulfills the
commitment to helping middle and working
class families and children to afford the costs
of post-secondary education. This alternative
provides a child credit and does not deny that
credit to families that have lower incomes and
whose major tax payments are the payroll tax.
The Democratic substitute maintains the com-
mitment to estate tax reform and to reducing
the real estate capital gains taxes without
mortgaging our future. It permits the full
earned income tax credit to remain in place,
benefiting the working poor.

Mr. Speaker, the Rangel alternative builds
upon the outstanding success that Congress
has had in working with President Clinton to
reduce the deficit. This has not been an easy
process but now that the goal of a balanced
budget is so close we must not yield to the
siren call of tax breaks without discipline. We
cannot and should not turn back on that
progress to merely score political points. I
urge my colleague to support meaningful defi-
cit reduction and balanced tax reform by pass-
ing the Democratic alternative.

Mr. SOUDER. Mr. Chairman, on
Wednesday, May 21, the Christian Ac-
tion Network, a nonprofit lobbying or-
ganization dedicated to the protection
of the American family, tried to dis-
play art funded by the National Endow-
ment for the Arts on the steps of the
U.S. Capitol as part of their touring ex-
hibit, ‘‘A Graphic Picture is Worth a
Thousand votes.’’ The purpose of this
touring exhibit is to protest NEA fund-
ing of obscene and anti-Christian art.

However, the U.S. Capitol Police
would not let the Christian Action Net-
work display the NEA funded art on
the basis that the art was obscene. In
addition, the Capitol Police confiscated
17 pieces of NEA-funded art and are
seeking a warrant for the arrest of
Christian Action Network president,
Martin Mawyer.

The simple fact that the U.S. Capitol
Police would not let the Christian Ac-
tion Network display this art proves
Mr. Mawyer’s point that the National
Endowment for the Arts is using tax-
payer money to pay for obscenity and
to support people who produce illegal
art. The NEA is an affront to religious
beliefs, heritage, and sense of fairness
and the agency needs to be eliminated.
It has been proven over and over again
that simple restrictions and reforms on
the NEA don’t work.

Jane Alexander maintains that she
has cleaned up the NEA but this is
clearly in doubt. For instance, the NEA
has given $112,700 over the past 3 years
to Women Make Movies, Inc., a non-
profit organization that produces and
distributes independent films by and
about women. One such film was ‘‘Wa-
termelon Woman’’ which portrays
graphic sex images, is strewn with
graphic and degrading sexual language,
and portrays the use of illegal drugs as

a normal recreational activity. There
are at least 14 other controversial films
distributed by Women Makes Movies,
Inc.

The Federal Government should not
be in the business of determining what
is art and what isn’t art. Individual
citizens and private groups should have
the freedom to choose what art we wish
to patronize and what we choose to ig-
nore.

Today, I would like to enter into the
CONGRESSIONAL RECORD a copy of a
brief article from the May 30th edition
of Human Events which covered Chris-
tian Action Network’s art exhibit on
Capitol Hill. I urge my colleagues to
read this article and to vote to abolish
the National Endowment for the Arts
for fiscal year 1998.

[From Human Events, May 30, 1997]
CAPITOL POLICE CONFISCATE NEA ‘ART’ AS

OBSCENE

On May 21, the U.S. Capitol Police con-
fiscated 17 pieces of taxpayer-funded ‘‘art’’
displayed on the Capitol steps as a part of an
exhibit put on by the Christian Action Net-
work (CAN). Congress’ security force is now
seeking an arrest warrant for CAN President
Martin Mawyer for publicly displaying ob-
scene images.

The National Endowment for the Arts
(NEA), long a target of conservatives for
being wrong in principle, wasting taxpayer
money and funding obscene and blasphemous
art, granted federal funds to the artists who
created the unfit-to-be-seen works. ‘‘Fi-
nally,’’ Mawyer told Human Events, ‘‘some-
one in law enforcement authority has de-
cided this is obscene. . . . Now, when we go
around from [congressional] district to dis-
trict to increase support for eliminating the
NEA, we can show pictures of the Capitol
Hill police confiscating this.’’

NEA-funded photographs titled ‘‘Bobby
Masturbating’’ and ‘‘Woman Castrating a
Man’’ were among the confiscated material,
as was a collection of stories called the
‘‘Highways Brochure.’’ One of them ‘‘in-
cluded a description of sex with [House
Speaker] Newt Gingrich’s mother,’’ said
Mawyer.

U.S. Capitol Police spokesman Sgt. Dan
Nichols said May 22, ‘‘It is up to the U.S. at-
torney’s office for the District of Columbia
to decide whether or not to issue a warrant.
We will probably submit an affidavit today,
perhaps tomorrow.’’ He said they were defi-
nitely seeking Mawyer’s arrest.

Since taking over Congress, Republicans
have cut the NEA’s budget to $99.5 million a
year. But conservatives vow to enforce a deal
struck in 1995 with House GOP moderates
which called for the complete elimination of
the NEA’s funding by Fiscal 1998.

Mr. BERRY. Mr. chairman, I rise today in re-
gretful opposition to the Republican tax pro-
posal.

I am a strong supporter of tax relief for the
American family and for our small business.
Were I to craft the perfect tax package, I
would devote over half of its tax relief to small
business—reducing the estate tax so that fam-
ilies can pass on their business from genera-
tion to generation—establishing a better home
office deduction—including provisions to allow
for some independent contracting. In addition,
I would provide relief for our families by includ-
ing a $500 per-child tax credit—the Presi-
dent’s tax credits for higher education—and
deductibility of tuition and expenses.

This proposal violates the bipartisan budget
deal and results in an escalating deficit over
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the next 10 years. Not only does it not meet
our objectives of balancing the budget, it wors-
ens the deficit.

My ideal proposal would not include the Re-
publicans’ costly reduction in tax cuts to large
corporations that explode our Nation’s deficit
and make it impossible to balance the Federal
budget. While I support and will continue to
fight for the enactment of the small business
proposals included in the Republican package,
and would in fact have preferred a larger re-
duction in the estate tax, I cannot support a
return to the so-called trickle down economics
that resulted in the rapid expansion of our na-
tional deficit since 1981. I am old enough to
remember the incredibly adverse impact of the
Reagan plan on our national economy.

In casting this vote today, I had to carefully
consider what was best for those I represent—
the citizens of the First District. I believe that
the immediate, temporary political gain from
supporting this Republican tax reform proposal
is not worth the ultimate, long-term harm to
America’s economy that would result from the
enactment of this tax package. The Repub-
lican tax proposal makes a lot of promises but
does not contain any mechanism to ensure
that the budget will continue to be balanced.
It is fiscally irresponsible—phasing in the larg-
est tax cuts over a 10-year period harms the
budget and will destroy the deficit.

The Blue Dog Democratic alternative that I
am supporting today is better for the American
taxpayer, and better for American small busi-
ness, than the Republican proposal for the fol-
lowing reasons: Our bill eliminates the so-
called back loading from the Republican plan,
which harms the economy in the long term
and will increase the federal deficit; it provides
more estate tax relief than the Republican
plan—phasing it in immediately for our family
farms and businesses; it eliminates the cor-
porate welfare provisions in the Republic bill
and dedicates that money to deficit reduction;
and, it includes a $500 per-child tax credit; the
President’s Hope Scholarship, and deductibil-
ity of tuition for students.

Mr. Speaker, today’s vote is simply the first
step in a long budget process. I am confident
that Congress will be able to work in a biparti-
san manner to provide meaningful tax relief to
America’s families and small businesses.

Mr. FAZIO of California. Mr. Chairman, I
thank the ranking member.

It is easy to see what the special interests
want in a tax cut. Just look at the Republican
bill.

But American families, according to a poll in
the Wall Street Journal published today, want
two things: A tax cut to make college afford-
able, and a tax credit so they can afford child
care.

On both counts, the Democratic alternative
wins hands down.

Instead of being loaded with fat capital
gains cuts and benefits for corporations, it
puts higher education in reach for millions of
more Americans.

Instead of tax breaks for the rich, it makes
community college an option for nearly every
American who wants the opportunity to enroll.

Instead of massive estate tax reductions, it
allows workers who want to learn new skills
needed in our changing economy, tax credits
so they can afford to learn—and earn—much
more.

This debate isn’t about whether we cut
taxes. It’s who we cut them for.

The Democratic plan is the one that makes
the most sense for our economy, for edu-
cation, and for our future.

Mr. UNDERWOOD. Mr. Chairman, it is truly
unfortunate that this bill shortchanges the
working poor of this Nation and carves out tre-
mendous benefits for the wealthy. Those who
need the relief the most are given the least
under this legislation. It uses the language of
helping all families with children but delivers to
only half—the top half. But Mr. Chairman, I
rise this afternoon to bring to the attention of
my colleagues an issue of specific concern to
Guam and the Insular areas—the airline tax
provision contained in this reconciliation bill. I
want my colleagues to know when they vote
for this bill they will be voting to treat Amer-
ican citizens as foreigners. The new inter-
national tax of $15.50 for both departure and
arrival may be a good idea when applied to
just that—international passengers—but unfor-
tunately this tax goes beyond just taxing inter-
national tourists. It affects American citizens
flying from Guam traveling to the mainland
United States. This issue has been addressed
by a special rule for other communities that
face a similar burden during an already costly
trip to the U.S. mainland. I hope that the chair-
man examines this provision in conference
and works to bring fairness in a bipartisan way
to our American citizens from Guam and the
other insular areas.

Mr. DUNCAN. Mr. Chairman, as members
of the House of Representatives, we each
hold dear to us a number of founding prin-
ciples which make our democracy truly excep-
tional. One of these principles I am sure we all
cherish is sensible, responsible, and coordi-
nated government.

It has been a long-standing, established
practice in the aviation industry to deduct as
current expenses the costs of FAA-mandated
aircraft safety inspections, maintenance, and
repairs.

Recently, however, the IRS has sought to
drastically reverse this policy. This reversal
forces the cost of major FAA-mandated safety
inspections, maintenance, and repairs to be
capitalized, rather than being immediately ex-
pensed. This action unfairly penalizes airlines
for complying with the FAA’s mandated safety
regulations.

Further, the IRS has not submitted this
change to Congress as proposed regulation,
nor as a proposed regulation change. If it had,
these actions would be open to public scru-
tiny, interagency coordination and congres-
sional review.

Changing tax-policy on airline safety-related
activities should be consistent with, not con-
tradict, the actions of the FAA. It is bad public
policy to create a tax penalty on the safety-re-
lated efforts that others within the administra-
tion are trying to encourage.

In addition, the IRS, by avoiding the regu-
latory rulemaking and legislative process, is
denying the public, other affected agencies,
and, to some degree, even Congress partici-
pation in this aviation safety policy matter.

Mr. PORTMAN. Mr. Chairman, as many of
you know, for the last year, I have cochaired
the Commission on Restructuring the Internal
Revenue Service. Yesterday we issued our re-
port—the culmination of a year-long study of
the IRS. One of our central recommendations
deals with the need to simplify our tax system.
In fact, quoting from our report, the Commis-
sion ‘‘strongly recommends that Congress and

the President work toward simplifying the tax
code wherever possible.’’

We provided Congress with 60 specific pro-
visions of the tax code that the tax writing
committees could consider simplifying or re-
forming. And, I’m pleased to note that, under
the leadership of Chairman ARCHER, 23 of
these tax simplification proposals are in this
bill.

I’d like to mention two: providing broad cap-
ital gains tax relief for those who sell their
homes; and protecting State and local public
pension plans from needless IRS regulation.

Several months ago, BEN CARDIN and I in-
troduced legislation to provide a capital gains
exclusion from taxes for home sales. Under
our proposal, which is incorporated in this bill,
the number of people paying capital gains on
the sale of a home will be reduced from
150,000 to 10,000 a year. This provision will
eliminate the need to keep detailed records
and file complicated reports. Mr. Speaker,
that’s real simplification.

And by doing away with the current rollover
rules and the limited ‘‘over 55 exclusion,’’
homeowners will have more flexibility. They no
longer will be forced to buy up in order avoid
the tax bite. This will allow homeowners to use
their savings to plan for retirement, meet edu-
cation expenses for their kids and otherwise
enhance their quality of life.

Our proposal recognizes that a home is the
primary source of savings for most American
families. Instead of forcing homeowners to
give up all the money they’ve made on their
home sale to Uncle Sam, Congress can give
families a real break.

The second proposal, which I also authored
with BEN CARDIN, will ensure that State and
local pension plans will not have to undergo
unnecessary and costly testing of their plans
for compliance with complicated pension cov-
erage rules. These rules are inappropriate for
public plans. In fact, participation in public
pension plans is often mandatory, and full-time
public employees enjoy almost twice the pen-
sion coverage rate of their counterparts in the
private sector. Furthermore, State and local
governmental plans already come under a
high level of scrutiny from elected officials,
voters, and the media. There simply is no
need to burden plans with unnecessary IRS
regulations and costs.

Mr. Chairman, both of these proposals offer
true simplification. I’m pleased the Ways and
Means Committee included them and I’d like
to note that the other body has incorporated
them in its tax package as well. I urge my col-
leagues to support H.R. 2014.

Mr. PACKARD. Mr. Chairman, Americans
are working harder than ever before, too often
struggling to make ends meet, even with two
incomes. The Taxpayer Relief Act is a first
step toward allowing taxpayers to keep more
of what they earn. We need to send more
money back to hard-working Americans and
keep it out of the Government coffers.

The Taxpayer Relief Act gives the American
people the tax relief they deserve. We are
helping every taxpayer at every stage of life.
This tax relief proposal helps every taxpayer
at every stage of life. Our child tax credit will
help parents meet the needs of children and
teenagers. Higher education is more within
reach because we have built on the Presi-
dent’s HOPE education proposal. And those
who have worked hard, played by the rules
and saved for retirement will be rewarded, not
penalized.
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Mr. Speaker, critics of our tax relief plan

claim that it is geared toward the rich. Three-
quarters of the tax relief provided in this pro-
posal will go to those earning less than
$75,000. I’d say it’s obvious that hard-working,
middle-income Americans benefit the most
from our plan.

Under our plan, the typical family of four
with a household income of $35,000 a year
would see its taxes slashed 40 percent from
$2,625 to $1,573 a year. If one child were in
college, the tax relief would rise to 78 percent.
This is real relief for middle-income families.

Mr. Speaker, the average Californian
spends 2 hours and 45 minutes of each work-
ing day laboring to pay taxes. This is greater
than the time worked to pay for food, shelter
and clothing combined. It hasn’t always been
that way. Our plan ensures that this will not be
the case in the future.

Hard-working, tax-paying citizens have fi-
nally won a major victory. Tax relief has be-
come a reality because the American people
spoke loudly and we have listened.

Ms. VELÁZQUEZ. Mr. Chairman, I rise in
strong opposition to this tax giveaway for the
rich act of 1997. From capital gains tax breaks
to hidden loopholes for the privileged few—
Republicans have loaded this budget.

America’s wealthy have much to celebrate
under this bill—41 percent of the tax cuts will
benefit taxpayers making more than $250,000.
Meanwhile, families earning less than $23,000
will get no tax relief. This is unfair, Mr. speak-
er. Democrats and the American people will
not stand for this tax sham.

Who do Republicans think they are fooling?
They want to fatten the pockets of the rich and
of the big corporations. Even the Wall Street
Journal admits that the poor and middle class
are given scraps. Just look at how this out-
rageous bill treats working mothers.

Republicans promised a $500 child tax
credit to help all families. But now they want
to exclude more than half of the children
around the country. In New York alone, they
would exclude over 3 million children. To Re-
publicans, the child tax credit is acceptable
only for a wealthy family, but they call it wel-
fare for a working family.

If that injustice is not enough, Republicans
want to punish 2 million working, middle-class
women by reducing their child tax credit for
child care. it is sad that the party of ‘‘family
values’’ does not want to help working fami-
lies.

Real tax relief should go to the struggling
single mother with children, to the low-income
family fighting poverty, to the middle class who
carry the vast majority of the tax burden.
These are the victims of your tax bill. These
are the Americans who will suffer. We need
tax relief that fairly benefits all communities.

The Republicans could not be trusted to
keep their word under the budget agreement.
And, they cannot be trusted with our children’s
future. They have failed working women. They
have failed our children. They have failed the
hard-working American family struggling to
bring in a paycheck.

I strongly urge my colleagues to fail this out-
rageous Republican tax plan.

Mrs. MCCARTHY of New York. Mr. Chair-
man: I rise in support of H.R. 2014, the budget
reconciliation tax legislation.

When I talk to my constituents back home,
they tell me overwhelmingly that taxes are by
far their biggest concern. The median house-

hold income in the Fourth Congressional Dis-
trict is 50 percent higher than the national av-
erage, but we are not rich, because taxes and
the cost of electricity take so much out of our
pockets. It is not uncommon for a two-income
household in my district to make over $70,000
a year and still just get by, having trouble put-
ting their kids through college.

Long Island is a great place to live and raise
a family, but the tax burden is driving young
people and businesses away from our region.
My constituents tell me that the best way to
ensure Long Island remains productive and
healthy is through tax relief.

The bill we are debating today is far from
perfect, but I cannot in good conscience deny
my constituents much-needed relief from taxes
by letting the perfect be the enemy of the
good. This bill will make a positive difference
in the lives of people in my district, and for
that reason alone, I plan to support it.

The family tax credit will provide relief for
families struggling to make ends meet. The
capital gains tax reductions will provide direct
tax relief for the Fourth District, where the av-
erage home value is $173,600. The bill also
provides needed estate tax reform, increasing
the exemption from $600,000 to $1 million.
This will help family-owned businesses in New
York, a State which has over 600,000 small
businesses.

Most importantly, this bill will provide tax in-
centives for higher education. My constituents
believe very strongly in the importance of edu-
cation, and they tell me that they want the
Federal Government to help prepare young
people for the future. As a member of the
House Education and the Workforce Commit-
tee, I believe expanding access to education
will lead young people to success in life and
away from crime and gun violence.

As I said, there are several provisions in this
bill which trouble me. For one thing, I am
deeply concerned that section 931 will threat-
en the economic well-being of thousands of
bakery drivers and their families. This provi-
sion, which would drastically overturn long-
standing Federal policy, was attached to this
bill with no debate or discussion in committee
or the full House.

in addition, I oppose provisions which would
reduce the retirement savings of current and
future college and university retirees by re-
moving the tax-exempt status of the Teachers
Insurance and Annuity Association-College
Retirement Equities Fund [TIAA–CREF].

Furthermore, I am afraid that provisions of
this bill unfairly penalize graduate students by
repealing section 117(d), which makes remit-
ted tuition tax-free, and by failing to extend the
section 127 exclusion for employer-provided
tuition assistance for graduate students. As a
cosponsor of H.R. 127, legislation to perma-
nently extend section 127 for both under-
graduate and graduate students, I will work to
make this provision fair for all higher education
students.

I pledge my continued efforts in the coming
weeks to address these concerns, and I am
hopeful that the bill will be improved in the
conference committee. More importantly, I
plan to work hard to ensure that Congress
passes immediate, meaningful tax relief for the
families and businesses of the Fourth Con-
gressional District and the entire Nation.

Mr. POMEROY. Mr. Chairman, I believe that
there are three important principles that Con-
gress and the President should follow in deliv-

ering tax relief for American families: First, tax
cuts should not explode the deficit in future
years, increasing the tax burden on our chil-
dren; second, the majority of the tax cut bene-
fits should flow to those who need it most,
working and middle-income families; and third,
tax cuts should enhance the economic and re-
tirement security of average Americans.

Unfortunately, in my view, the Ways and
Means tax bill fails to adhere to these prin-
ciples. I am especially concerned about the
bill’s shortcoming with regard to retirement se-
curity. First, the bill makes the wrong choices
when it comes to expanding individual retire-
ment accounts [IRA’s]. And second, it targets
educators for pension reductions.

Mr. Chairman, I am a strong proponent of
expanding IRA’s for working and middle-in-
come families and have introduced legislation
to do so. Yet, there is a right way to go about
IRA expansion and a wrong way. The right
way is to create new savers by providing extra
tax incentives for low-wage workers and mak-
ing more middle-income families eligible for
IRA tax deductions. Working income Ameri-
cans have tremendous difficulty saving today
amid the press of monthly expenses and it is
toward this group that we should direct IRA
tax savings.

Unfortunately, the bill before goes about IRA
expansion in precisely the wrong way. It es-
tablishes so-called backloaded IRA’s which al-
most exclusively benefit the wealthy and which
absolutely explode in cost outside the budget
window. With backloaded IRA’s, wealthy indi-
viduals can place substantial amounts of their
investment income in an account where earn-
ings and distributions will never be taxed.
While the well-to-do can shelter their income
in this way, backloaded IRA’s do nothing to
provide tax relief to the low- and moderate-in-
come families who have such a difficult time
saving for retirement. In fact, while taxpayers
with incomes in the top 5 percent would save
thousands per year with backloaded IRA’s,
families in the bottom 40 percent would realize
no tax savings whatsoever.

Mr. Chairman, if there was one group
whose retirement security we should all want
to protect it is the dedicated individuals who
educate our children. Yet, this bill singles out
for pension reductions the educators who work
to impart knowledge and values to our young
people, the researchers who achieve the sci-
entific and medical breakthroughs so critical to
our quality of life, and the office and service
workers who help make our universities the
pride of the world. These are the people who
have been served for 80 years by the Teach-
ers Insurance and Annuity Association-College
Retirement Equities Fund [TIAA–CREF].

This tax bill would revoke the longstanding
tax-exempt status of TIAA–CREF’s pension
operations, a change which could reduce the
incomes of retired university personnel by as
much as 3 to 5 percent. And we’re not talking
about a group of wealthy professors here. The
average TIAA–CREF beneficiary earns less
than $12,000 per year in pension income. Mr.
Chairman, at a time when we are rightly trying
to attract the very best talent to help educate
our Nation’s children, we should not single out
educators and jeopardize their retirement se-
curity.

Mr. Chairman, I urge may colleagues to op-
pose this tax bill. The Senate has taken a
more balanced approach and I sincerely hope
that the tax bill will come back from the con-
ference in a form that we can all support.
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However, this bill represents the wrong tax re-
lief priorities and undermines rather than ad-
vances our Nation’s retirement security.

Mr. OWENS. Mr. Chairman, I rise in vehe-
ment opposition to H.R. 2014, the Budget
Reconciliation Tax Act. It is appalling that just
1 month ago, Republicans enjoyed photo op-
portunities and media blitzes in which they
celebrated an historic agreement between the
White House and the Republican leadership.
Unsurprisingly, the parameters of this agree-
ment have begun to unravel and H.R. 2014
represents the consummate slap in the face to
everyone who was told that this agreement
was honorable and genuinely beneficial to all
of the children, women, and men of America.
It must be exposed the H.R. 2014 is a moral
and economic sneak attack on people who are
not lucky enough to be rich, realize capital
gains, utilize a corporate depreciation allow-
ance, work on a job that provides real bene-
fits.

At a time when individuals are bearing a
larger share of the Federal tax burden, H.R.
2014 includes changes to U.S. tax policy
which would overwhelmingly benefit the cor-
porate wealth. H.R. 2014 would reduce the
capital gains tax and modify the estate tax
structure. According to the Center on Budget
and Policy Priorities, the top 20 percent of the
U.S. population would receive 87 percent of
the benefits, while the bottom 60 percent of
the population would receive a paltry 4 per-
cent of these tax benefits. In fact, the wealthi-
est 1 percent of the population would enjoy a
rise in after-tax income of approximately
$27,000. And more than half of the benefits of
the Republican tax plan would go to the
wealthiest 5 percent—people making an aver-
age of $250,000 a year.

Moreover, H.R. 2014 would deny the highly
publicized child tax credit to working-class
families. Some families would be able to bene-
fit from the $500 per child tax credit. However,
those lower income families who receive the
earned income tax credit [EITC] and have no
Federal tax liability would be declared ineli-
gible for the child credit—15 million families.
Under H.R. 2014, the child tax credit could be
nonrefundable and reduced by amounts re-
ceived by families under EITC or the depend-
ent care tax credit—which pays a portion of
child care expenses. This means that a family
with two children earning $25,000 per year
would not receive the child credit. Republicans
argue that the credit is not for families who
have no Federal tax liability. Unfortunately,
this shortsighted argument presents only half
the picture: These families still pay payroll
taxes, State taxes, and local taxes. As such,
they deserve relief.

The Republicans further contend that fami-
lies already receive a credit [EITC] and should
not benefit from another one. This argument is
laughable given that the majority is prepared
to repeal and scale back the alternative mini-
mum tax [AMT]—a tax that was first levied in
1969 and strengthened in 1986 when it was
discovered that corporations took advantage
of hundred of billions of dollars’ worth of tax
breaks and ended up paying no income taxes
at all. The scaling back and repeal of AMT is
expected to cost U.S. taxpayers an abomi-
nable $22 billion over a 10-year period. Be-
cause the Tax Code is rife with more than $70
billion in tax breaks, deductions, and credits—
corporate welfare—billion-dollar corporations
can end up owning $0 in taxes.

In despicable disregard for the nonwealthy
American worker, Republicans have included
a provision in H.R. 2014 that would expand
the definition of independent contractor provid-
ing employers wholesale freedom to change
the classification of their workers from employ-
ees to independent contractors. No one pre-
pared the American people for another assault
on the average worker and this provision was
definitely not apart of the White House-Repub-
lican budget agreement. If a worker is classi-
fied as an employee then he or she is pro-
tected by a myriad of laws regarding minimum
wage, overtime pay, workers’ compensation,
and health care and retirement benefits pack-
ages. However, if a worker is classified as an
independent contractor, the employer can
deny this worker these very basic protections
and benefits. It is estimated that millions of
workers would be affected should this provi-
sion be enacted into law.

Finally, H.R. 2014 would provide small tax
incentives to economically depressed areas in
the District of Columbia—a laudable goal at
first glance. However, given the overall eco-
nomic hunger in many U.S. cities, including
our Capital City, the crumbs in this bill are
grossly inadequate. The bill would designate a
number of areas in the District of Columbia as
enterprise zones for 5 years—four specific
areas and any census tract where the poverty
level is at least 35 percent. However, the
Democratic substitute bill would expand the
number of current empowerment zones from 9
to 29—and the number of enterprise commu-
nities from 20 to 100. Empowerment zones re-
ceive a combination of tax incentives and Fed-
eral grants in order to enhance employment
opportunities and encourage community devel-
opment in blighted areas. In 1994, when the
first round of Federal EX’s and EC’s was com-
pleted, out of the 500 applications, only 29
were awarded. There are hundreds of cities in
the United States with double-digit unemploy-
ment rates and high poverty rates and the Re-
publicans wish to focus only on the District of
Columbia—a city where a great deal of media
attention is concentrated. We cannot be satis-
fied by this pittance when the overall need is
so dramatic.

The Children’s Defense Fund, Public Citi-
zen, National Low-Income Housing Coalition,
AFL–CIO, the National Education Association,
and two dozen other organizations have cir-
culated a letter to Members of Congress in
collective opposition to the regressive tax cuts
that are included in H.R. 2014. They state un-
equivocally,

We * * * urge you to oppose significant tax
cuts for our Nation’s wealthiest citizens.
* * * The budget accord diverts important
resources to tax reductions * * * we hope you
will focus on moderate tax cuts for low and
middle-income Americans, not tax subsidies
for the wealthy that have little economic ra-
tionale and blow a hole in the deficit.

I challenge my colleagues to declare the
Republican crown jewel null and void. Send it
back to the drawing board and bring the
American people and this Congress a bill that
is fair and genuinely poised to provide the
economic relief that is needed by all of our
communities and families. A great injustice is
taking place. Vote ‘‘no;; on H.R. 2014.

Mr. COSTELLO. Mr. Chairman, I rise today
in opposition to the Republican leadership’s
tax bill. While I have supported a balanced
budget amendment since coming to Congress

in 1988, this bill mostly provides tax relief for
upper income Americans with little relief for
middle-income families.

A report issued by the Center on Budget
and Policy Priorities shows that under this bill,
the very wealthiest 1 percent of families would
get their incomes boosted by an average of
$27,000 a year, while families struggling at the
bottom 20 percent of the economic ladder ac-
tually end up losing an average of $63 a year.

I will be supporting the Democratic alter-
native because it ensures that over 70 percent
of the tax cuts go to families earning less than
$100,000 per year. The American people want
to see our Federal budget balanced. However,
lower- and middle-income families need tax in-
centives themselves as they struggle to make
ends meet financially.

The cost of college education for children is
of major concern to many lower- and middle-
income families. College tuition rates continue
to increase at a staggering rate each year.
The Democratic bill makes the HOPE scholar-
ship tax credit available for all 4 years of col-
lege education, instead of just 2 years under
the GOP bill. In the final 2 years, a 20-percent
credit for tuition costs would be available.
Also, the HOPE scholarship credits would not
be reduced by a student’s Pell grant and other
nontaxable Federal scholarships.

Many middle-income families operate small
businesses and farms and need estate and
gift tax reform. The Democratic substitute
raises the exemption among from paying es-
tate taxes from $600,000 to $1 million effec-
tive January 1, 1998, instead of the year 2007
in the Republican version. Many of our family
farms and family-owned businesses cannot
survive from one generation to the next be-
cause of the high taxes our current laws bring
about. Family-owned businesses are vital to
expand our national economy, and this sub-
stitute allows for these businesses and farms
to thrive.

Finaly, the Democratic bill targets the capital
gains reductions to middle-income American
families. Mr. Speaker, I realize that difficult
choice have to be made to take on a chal-
lenge as large as reducing the Federal debt
once and for all by 2002. However, I cannot
support legislation which ignores the financial
needs of lower- and middle-income families in
order to benefit the wealthy.

All time for general debate has ex-
pired.

The CHAIRMAN pro tempore. Pursu-
ant to the rule, the amendment num-
bered 2 in the CONGRESSIONAL RECORD
is adopted. The bill, as amended, is
considered as an original bill for the
purpose of further amendment and is
considered as read.

The text of H.R. 2014, as amended,
pursuant to House Resolution 174, is as
follows:
SECTION 1. SHORT TITLE; AMENDMENT OF 1986

CODE.
(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 ex-
pressed in terms of an amendment to, or re-
peal of, a section or other provision, the ref-
erence shall be considered to be made to a
section or other provision of the Internal
Revenue Code of 1986.

(c) TABLE OF CONTENTS.—The table of con-
tents for this Act is as follows:
Sec. 1. Short title; amendment of 1986 Code.



CONGRESSIONAL RECORD — HOUSE H4703June 26, 1997
TITLE I—CHILD TAX CREDIT; TAX INCEN-

TIVES FOR DEPENDENT CARE AND
HEALTH CARE FOR CHILDREN

Sec. 101. Child tax credit.
Sec. 102. Inflation adjustment of limits and

other modifications of depend-
ent care credit.

TITLE II—EDUCATION INCENTIVES
Subtitle A—Tax Benefits Relating to

Education Expenses
Sec. 201. Hope credit for higher education

tuition and related expenses.
Sec. 202. Deduction for qualified higher edu-

cation expenses.
Sec. 203. Penalty-free withdrawals from in-

dividual retirement plans for
higher education expenses.

Sec. 204. Expenses for education which sup-
plements elementary and sec-
ondary education.

Subtitle B—Expanded Education Investment
Savings Opportunities

Sec. 211. Eligible educational institutions
permitted to maintain qualified
tuition programs; other modi-
fications of qualified State tui-
tion programs.

Sec. 212. Education investment accounts.
Subtitle C—Other Education Initiatives

Sec. 221. Extension of exclusion for em-
ployer-provided educational as-
sistance.

Sec. 222. Increase in limitation on qualified
501(c)(3) bonds other than hos-
pital bonds.

Sec. 223. Contributions of computer tech-
nology and equipment for ele-
mentary or secondary school
purposes.

Sec. 224. Treatment of cancellation of cer-
tain student loans.

TITLE III—SAVINGS AND INVESTMENT
INCENTIVES

Subtitle A—Retirement Savings
Sec. 301. Establishment of American Dream

IRA.
Subtitle B—Capital Gains

PART I—INDIVIDUAL CAPITAL GAINS

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

Sec. 312. Indexing of certain assets acquired
after December 31, 2000, for pur-
poses of determining gain.

Sec. 313. Exemption from tax for gain on
sale of principal residence.

PART II—CORPORATE CAPITAL GAINS

Sec. 321. Reduction of alternative capital
gain tax for corporations.

TITLE IV—ALTERNATIVE MINIMUM TAX
REFORM

Sec. 401. Adjustment of exemption amounts
for taxpayers other than cor-
porations.

Sec. 402. Exemption from alternative mini-
mum tax for small corpora-
tions.

Sec. 403. Repeal of adjustment for deprecia-
tion.

Sec. 404. Minimum tax not to apply to farm-
ers’ installment sales.

TITLE V—ESTATE, GIFT, AND GENERA-
TION-SKIPPING TAX PROVISIONS

Subtitle A—Estate and Gift Tax Provisions
Sec. 501. Cost-of-living adjustments relating

to estate and gift tax provi-
sions.

Sec. 502. 20-year installment payment where
estate consists largely of inter-
est in closely held business.

Sec. 503. No interest on certain portion of
estate tax extended under sec-
tion 6166, reduced interest on
remaining portion, and no de-
duction for such reduced inter-
est.

Sec. 504. Extension of treatment of certain
rents under section 2032A to lin-
eal 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 es-
tate tax purposes after expira-
tion of statute of limitations.

Sec. 507. Termination of throwback rules for
domestic trusts.

Sec. 508. Unified credit of decedent increased
by unified credit of spouse used
on split gift included in dece-
dent’s gross estate.

Sec. 509. Reformation of defective bequests,
etc., to spouse of decedent.

Subtitle B—Generation-Skipping Tax
Provisions

Sec. 511. Severing of trusts holding property
having an inclusion ratio of
greater than zero.

Sec. 512. Expansion of exception from gen-
eration-skipping transfer tax
for transfers to individuals with
deceased parents.

TITLE VI—EXTENSION AND MODIFICA-
TION OF CERTAIN EXPIRING PROVI-
SIONS

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.
Sec. 605. Budgetary treatment of expiring

preferential excise tax rates
which are dedicated to trust
funds.

TITLE VII—INCENTIVES FOR REVITAL-
IZATION OF THE DISTRICT OF COLUM-
BIA

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

Sec. 702. Incentives conditioned on other DC
reform.

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. Repeal of tax on diesel fuel used in

recreational boats.
Sec. 902. Continued application of tax on im-

ported recycled Halon-1211.
Sec. 903. Uniform rate of tax on vaccines.
Sec. 904. Operators of multiple gasoline re-

tail outlets treated as whole-
sale distributor for refund pur-
poses.

Sec. 905. Exemption of electric and other
clean-fuel motor vehicles from
luxury automobile classifica-
tion.

Subtitle B—Provisions Relating to Pensions
and Fringe Benefits

Sec. 911. Section 401(k) plans for certain ir-
rigation and drainage entities.

Sec. 912. Extension of moratorium on appli-
cation of certain non-
discrimination rules to State
and local governments.

Sec. 913. Treatment of certain disability
benefits received by former po-
lice officers or firefighters.

Sec. 914. Portability of permissive service
credit under governmental pen-
sion plans.

Sec. 915. Gratuitous transfers for the benefit
of employees.

Sec. 916. Treatment of certain transpor-
tation on non-commercially op-
erated aircraft as a fringe bene-
fit excludable from gross in-
come.

Sec. 917. Minimum pension accrued benefit
distributable without consent
increased to $5,000.

Sec. 918. Clarification of certain rules relat-
ing to employee stock owner-
ship plans of S corporations.

Subtitle C—Revisions Relating to Disasters
Sec. 921. Authority to postpone certain tax-

related deadlines by reason of
presidentially declared disaster.

Sec. 922. Use of certain appraisals to estab-
lish amount of disaster loss.

Sec. 923. Treatment of livestock sold on ac-
count of weather-related condi-
tions.

Sec. 924. Mortgage financing for residences
located in disaster areas.

Subtitle D—Provisions Relating to
Employment Taxes

Sec. 931. Clarification of employment tax
status of individuals distribut-
ing bakery products.

Sec. 932. Clarification of standard to be used
in determining employment tax
status of retail securities bro-
kers.

Sec. 933. Clarification of exemption from
self-employment tax for certain
termination payments received
by former insurance salesmen.

Sec. 934. Standards for determining whether
individuals are not employees.

Subtitle E—Provisions Relating to Small
Businesses

Sec. 941. Waiver of penalty through 1998 on
small businesses failing to
make electronic fund transfers
of taxes.

Sec. 942. Clarification of treatment of home
office use for administrative
and management activities.

Subtitle F—Other Provisions
Sec. 951. Use of estimates of shrinkage for

inventory accounting.
Sec. 952. Assignment of workmen’s com-

pensation liability eligible for
exclusion relating to personal
injury liability assignments.

Sec. 953. Tax-exempt status for certain
State worker’s compensation
act companies.

Sec. 954. Election to continue exception
from treatment of publicly
traded partnerships as corpora-
tions.

Sec. 955. Exclusion from unrelated business
taxable income for certain
sponsorship payments.

Sec. 956. Associations of holders of
timeshare interests to be taxed
like other homeowners associa-
tions.

Sec. 957. Additional advance refunding of
certain Virgin Island bonds.

Sec. 958. Nonrecognition of gain on sale of
stock to certain farmers’ co-
operatives.

Sec. 959. Exception from reporting of real
estate transactions for sales
and exchanges of certain prin-
cipal residences.

Sec. 960. Increased deductibility of business
meal expenses for individuals
subject to Federal hours of
service.

Sec. 961. Qualified lessee construction allow-
ances for short-term leases.

Sec. 962. Tax treatment of consolidations of
life insurance departments of
mutual savings banks.

Sec. 963. Offset of past-due, legally enforce-
able State tax obligations
against overpayments.

Sec. 964. Exemption of the incremental cost
of a clean fuel vehicle from the
limits on depreciation for vehi-
cles.
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Sec. 965. Tax benefits for law enforcement

officers killed in the line of
duty.

Sec. 966. Temporary suspension of taxable
income limit on percentage de-
pletion for marginal produc-
tion.

Subtitle G—Extension of Duty-Free Treat-
ment Under Generalized System of Pref-
erences; Tariff Treatment of Certain
Equipment and Repair of Vessels

Sec. 971. Generalized system of preferences.
Sec. 972. Equipment and repair of vessels.

Subtitle H—United States-Caribbean Basin
Trade Partnership Act

Sec. 981. Short title.
Sec. 982. Findings and policy.
Sec. 983. Definitions.
Sec. 984. Temporary provisions to provide

NAFTA parity to partnership
countries.

Sec. 985. Effect of NAFTA on sugar imports
from beneficiary countries.

Sec. 986. Duty-free treatment for certain
beverages made with Caribbean
rum.

Sec. 987. Meetings of trade ministers and
USTR.

Sec. 988. Report on economic development
and market oriented reforms in
the Caribbean.

TITLE X—REVENUES

Subtitle A—Financial Products

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

Sec. 1002. Limitation on exception for in-
vestment companies under sec-
tion 351.

Sec. 1003. Modification of rules for allocat-
ing interest expense to tax-ex-
empt interest.

Sec. 1004. Gains and losses from certain ter-
minations with respect to prop-
erty.

Sec. 1005. Determination of original issue
discount where pooled debt ob-
ligations subject to accelera-
tion.

Sec. 1006. Denial of interest deductions on
certain debt instruments.

Subtitle B—Corporate Organizations and
Reorganizations

Sec. 1011. Tax treatment of certain extraor-
dinary dividends.

Sec. 1012. Application of section 355 to dis-
tributions followed by acquisi-
tions and to intragroup trans-
actions.

Sec. 1013. Tax treatment of redemptions in-
volving related corporations.

Sec. 1014. Modification of holding period ap-
plicable to dividends received
deduction.

Subtitle C—Other Corporate Provisions

Sec. 1021. Registration and other provisions
relating to confidential cor-
porate tax shelters.

Sec. 1022. Certain preferred stock treated as
boot.

Subtitle D—Administrative Provisions

Sec. 1031. Reporting of certain payments
made to attorneys.

Sec. 1032. Decrease of threshold for report-
ing payments to corporations
performing services for Federal
agencies.

Sec. 1033. Disclosure of return information
for administration of certain
veterans programs.

Sec. 1034. Continuous levy on certain pay-
ments.

Sec. 1035. Modification of levy exemption.
Sec. 1036. Confidentiality and disclosure of

returns and return information.

Sec. 1037. Returns of beneficiaries of estates
and trusts required to file re-
turns consistent with estate or
trust return or to notify sec-
retary of inconsistency.

Subtitle E—Excise Tax Provisions

Sec. 1041. Extension and modification of Air-
port and Airway Trust Fund
taxes.

Sec. 1042. Kerosene taxed as diesel fuel.
Sec. 1043. Restoration of Leaking Under-

ground Storage Tank Trust
Fund taxes.

Sec. 1044. Application of communications
tax to long-distance prepaid
telephone cards.

Subtitle F—Provisions Relating to Tax-
Exempt Entities

Sec. 1051. Expansion of look-thru rule for in-
terest, annuities, royalties, and
rents derived by subsidiaries of
tax-exempt organizations.

Sec. 1052. Limitation on increase in basis of
property resulting from sale by
tax-exempt entity to a related
person.

Sec. 1053. Modifications to exception from
reporting, etc. of lobbying ac-
tivities.

Sec. 1054. Termination of certain exceptions
from rules relating to exempt
organizations which provide
commercial-type insurance.

Subtitle G—Other Revenue Provisions

Sec. 1061. Termination of suspense accounts
for family corporations re-
quired to use accrual method of
accounting.

Sec. 1062. Modification of taxable years to
which net operating losses may
be carried.

Sec. 1063. Expansion of denial of deduction
for certain amounts paid in
connection with insurance.

Sec. 1064. Allocation of basis among prop-
erties distributed by partner-
ship.

Sec. 1065. Repeal of requirement that inven-
tory be substantially appre-
ciated.

Sec. 1066. Extension of time for taxing
precontribution gain.

Sec. 1067. Restrictions on availability of
earned income credit for tax-
payers who improperly claimed
credit in prior year.

Sec. 1068. Limitation on property for which
income forecast method may be
used.

Sec. 1069. Repeal of special rule for rental
use of vacation homes, etc., for
less than 15 days.

Sec. 1070. Expansion of requirement that in-
voluntarily converted property
be replaced with property ac-
quired from an unrelated per-
son.

Sec. 1071. Treatment of exception from in-
stallment sales rules for sales
of property by a manufacturer
to a dealer.

TITLE XI—SIMPLIFICATION AND OTHER
FOREIGN-RELATED PROVISIONS

Subtitle A—General Provisions

Sec. 1101. Treatment of computer software
as FSC export property.

Sec. 1102. Adjustment of dollar limitation on
section 911 exclusion.

Sec. 1103. Certain individuals exempt from
foreign tax credit limitation.

Sec. 1104. Exchange rate used in translating
foreign taxes.

Sec. 1105. Election to use simplified section
904 limitation for alternative
minimum tax.

Sec. 1106. Treatment of personal trans-
actions by individuals under
foreign currency rules.

Sec. 1107. All noncontrolled section 902 cor-
porations which are not passive
foreign investment companies
in one foreign tax limitation
basket.

Subtitle B—Treatment of Controlled Foreign
Corporations

Sec. 1111. 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 compa-
nies.

Subtitle C—Treatment of Passive Foreign
Investment Companies

Sec. 1121. United States shareholders of con-
trolled foreign corporations not
subject to PFIC inclusion.

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

Sec. 1123. 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 re-

turn requirement to foreign
partnerships.

Sec. 1142. Controlled foreign partnerships
subject to information report-
ing 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 infor-
mation reporting comparable to
information reporting for such
transfers to foreign corpora-
tions.

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

Sec. 1146. Increase in filing thresholds for re-
turns as to organization of for-
eign corporations and acquisi-
tions of stock in such corpora-
tions.

Subtitle F—Determination of Foreign or
Domestic Status of Partnerships

Sec. 1151. Determination of foreign or do-
mestic 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 prin-
cipal office be outside the Unit-
ed States.

Subtitle H—Other Provisions
Sec. 1171. Definition of foreign personal

holding company income.
Sec. 1172. Personal property used predomi-

nantly in the United States
treated as not property of a like
kind with respect to property
used predominantly outside the
United States.

Sec. 1173. Holding period requirement for
certain foreign taxes.

Sec. 1174. Penalties for failure to disclose
position that certain inter-
national transportation income
is not includible in gross in-
come.
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Sec. 1175. Denial of treaty benefits for cer-

tain payments through hybrid
entities.

Sec. 1176. Interest on underpayments not re-
duced by foreign tax credit
carrybacks.

Sec. 1177. Clarification of period of limita-
tions on claim for credit or re-
fund attributable to foreign tax
credit carryforward.

Sec. 1178. Miscellaneous clarifications.
TITLE XII—SIMPLIFICATION PROVISIONS

RELATING TO INDIVIDUALS AND BUSI-
NESSES

Subtitle A—Provisions Relating to
Individuals

Sec. 1201. Basic standard deduction and min-
imum tax exemption amount
for certain dependents.

Sec. 1202. Increase in amount of tax exempt
from estimated tax require-
ments.

Sec. 1203. Optional methods for computing
SECA tax combined.

Sec. 1204. Treatment of certain reimbursed
expenses of rural mail carriers.

Sec. 1205. Treatment of traveling expenses
of certain Federal employees
engaged in criminal investiga-
tions.

Sec. 1206. Payment of tax by commercially
acceptable means.

Subtitle B—Provisions Relating to
Businesses Generally

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

Sec. 1212. Minimum tax treatment of certain
property and casualty insur-
ance companies.

Subtitle C—Simplification Relating to
Electing Large Partnerships
PART I—GENERAL PROVISIONS

Sec. 1221. Simplified flow-through for elect-
ing large partnerships.

Sec. 1222. Simplified audit procedures for
electing large partnerships.

Sec. 1223. Due date for furnishing informa-
tion to partners of electing
large partnerships.

Sec. 1224. Returns may be required on mag-
netic 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 deter-
minative of audit procedures to
be followed.

Sec. 1233. Provisions relating to statute of
limitations.

Sec. 1234. Expansion of small partnership ex-
ception.

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

Sec. 1236. Extension of time for filing a re-
quest for administrative adjust-
ment.

Sec. 1237. Availability of innocent spouse re-
lief in context of partnership
proceedings.

Sec. 1238. Determination of penalties at
partnership level.

Sec. 1239. Provisions relating to court juris-
diction, etc.

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

Sec. 1241. Bonds in case of appeals from cer-
tain proceeding.

Sec. 1242. Suspension of interest where delay
in computational adjustment
resulting from certain settle-
ments.

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

PART III—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 sharehold-
ers.

Sec. 1252. De minimis rule for tenant serv-
ices income.

Sec. 1253. Attribution rules applicable to
tenant ownership.

Sec. 1254. Credit for tax paid by REIT on re-
tained capital gains.

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

Sec. 1256. Modification of earnings and prof-
its rules for determining wheth-
er REIT has earnings and prof-
its from non-REIT year.

Sec. 1257. Treatment of foreclosure property.
Sec. 1258. Payments under hedging instru-

ments.
Sec. 1259. Excess noncash income.
Sec. 1260. Prohibited transaction safe har-

bor.
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 refunds.
Sec. 1283. Repeal of authority to disclose

whether prospective juror has
been audited.

Sec. 1284. Clarification of statute of limita-
tions.

Sec. 1285. Awarding of administrative costs.
Sec. 1286. Penalty for unauthorized inspec-

tion of tax returns or tax re-
turn information.

Sec. 1287. Civil damages for unauthorized in-
spection of returns and return
information; notification of un-
lawful inspection or disclosure.

TITLE XIII—SIMPLIFICATION PROVI-
SIONS 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. Clarifications relating to dis-
claimers.

Sec. 1305. Increase of amount of lapse of gen-
eral power of appointment not
treated as release for purposes
of estate and gift tax (5 or 5
power).

Sec. 1306. Treatment for estate tax purposes
of short-term obligations held
by nonresident aliens.

Sec. 1307. Certain revocable trusts treated as
part of estate.

Sec. 1308. Distributions during first 65 days
of taxable year of estate.

Sec. 1309. Separate share rules available to
estates.

Sec. 1310. Executor of estate and bene-
ficiaries treated as related per-
sons for disallowance of losses,
etc.

Sec. 1311. Limitation on taxable year of es-
tates.

Sec. 1312. Treatment of funeral trusts.
Sec. 1313. Adjustments for gifts within 3

years of decedent’s death.
Sec. 1314. Clarification of treatment of sur-

vivor annuities under qualified
terminable interest rules.

Sec. 1315. Treatment under qualified domes-
tic trust rules of forms of own-
ership which are not trusts.

Sec. 1316. Opportunity to correct certain
failures under section 2032A.

Sec. 1317. Authority to waive requirement of
United States trustee for quali-
fied domestic trusts.

TITLE XIV—SIMPLIFICATION PROVI-
SIONS RELATING TO EXCISE TAXES,
TAX-EXEMPT BONDS, AND OTHER MAT-
TERS

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 exclu-
sion of value of tires in comput-
ing price.

PART II—PROVISIONS RELATED TO DISTILLED
SPIRITS, WINES, AND BEER

Sec. 1411. Credit or refund for imported bot-
tled distilled spirits returned to
distilled spirits plant.

Sec. 1412. Authority to cancel or credit ex-
port 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 whole-
sale 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 submis-
sion of records.

Sec. 1421. Transfer to brewery of beer im-
ported in bulk without payment
of tax.

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

PART III—OTHER EXCISE TAX PROVISIONS

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

Sec. 1432. Repeal of expired provisions.
Subtitle B—Tax-Exempt Bond Provisions

Sec. 1441. Repeal of $100,000 limitation on
unspent proceeds under 1-year
exception from rebate.

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

Sec. 1443. Repeal of debt service-based limi-
tation 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.
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Sec. 1452. Redetermination of interest pur-

suant to motion.
Sec. 1453. Application of net worth require-

ment 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 with-
hold Puerto Rico income taxes
from salaries of Federal em-
ployees.

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

TITLE XV—TECHNICAL AMENDMENTS
RELATED TO SMALL BUSINESS JOB
PROTECTION ACT OF 1996 AND OTHER
LEGISLATION

Sec. 1501. Amendments related to Small
Business Job Protection Act of
1996.

Sec. 1502. Amendments related to Health In-
surance Portability and Ac-
countability Act of 1996.

Sec. 1503. Amendments related to Taxpayer
Bill of Rights 2.

Sec. 1504. Miscellaneous provisions.
TITLE I—CHILD TAX CREDIT; MODIFICA-

TION OF DEPENDENT CARE CREDIT
SEC. 101. CHILD TAX CREDIT.

(a) IN GENERAL.—Subpart A of part IV of
subchapter A of chapter 1 (relating to non-
refundable personal credits) is amended by
inserting after section 23 the following new
section:
‘‘SEC. 24. CHILD TAX CREDIT.

‘‘(a) ALLOWANCE OF CREDIT.—There shall be
allowed as a credit against the tax imposed
by this chapter for the taxable year an
amount equal to $500 multiplied by the num-
ber of qualifying children of the taxpayer.

‘‘(b) LIMITATIONS.—
‘‘(1) LIMITATION BASED ON ADJUSTED GROSS

INCOME.—For limitation based on adjusted
gross income, see section 26(c).

‘‘(2) REDUCTION FOR DEPENDENT CARE CRED-
IT.—In the case of taxable years beginning
after December 31, 1999—

‘‘(A) IN GENERAL.—The credit allowed by
subsection (a) for the taxable year (deter-
mined after paragraph (1) but before para-
graph (3)) shall be reduced by the amount
equal to 50 percent of the credit allowed
under section 21 for such taxable year (deter-
mined after section 26(c)).

‘‘(B) EXCEPTION BASED ON ADJUSTED GROSS
INCOME.—

‘‘(i) IN GENERAL.—Subparagraph (A) shall
not apply to a taxpayer whose modified ad-
justed gross income for the taxable year does
not exceed the threshold amount.

‘‘(ii) PHASEIN OF REDUCTION.—If the modi-
fied adjusted gross income of the taxpayer
for the taxable year exceeds the threshold
amount by less than $5,000, the amount of
the reduction under subparagraph (A) shall
be an amount which bears the same ratio to
the amount of such reduction (determined
without regard to this clause) as the excess
of the taxpayer’s modified adjusted gross in-
come over the threshold amount bears to
$5,000. In the case of a joint return, the pre-
ceding sentence shall be applied by sub-
stituting ‘$10,000’ for ‘$5,000’ each place it ap-
pears.

‘‘(iii) THRESHOLD AMOUNT.—For purposes of
this subparagraph, the term ‘threshold
amount’ means—

‘‘(I) $60,000 in the case of a joint return,
‘‘(II) $33,000 in the case of an individual

who is not married, and

‘‘(III) $25,000 in the case of a married indi-
vidual filing a separate return.
For purposes of this clause, marital status
shall be determined under section 7703.

‘‘(iv) MODIFIED ADJUSTED GROSS INCOME.—
For purposes of this subparagraph, the term
‘modified adjusted gross income’ has the
meaning given such term by section 26(c).’’.

‘‘(C) NO REDUCTION FOR DEPENDENT CARE OF
INDIVIDUALS INCAPABLE OF SELF-CARE.—Sub-
paragraph (A) shall not apply to so much of
the credit which would have been allowed
under section 21 (determined without regard
to section 26(c)) if only qualifying individ-
uals described in subparagraph (B) or (C) of
section 21(b)(1) were taken into account.

‘‘(3) LIMITATION BASED ON AMOUNT OF TAX.—
The credit allowed by subsection (a) (deter-
mined after paragraphs (1) and (2)) shall not
exceed the excess (if any) of—

‘‘(A) the taxpayer’s regular tax liability for
the taxable year reduced by the credits al-
lowable against such tax under this subpart
(other than this section), over

‘‘(B) the sum of—
‘‘(i) the taxpayer’s tentative minimum tax

for such taxable year (determined without
regard to the alternative minimum tax for-
eign tax credit), plus

‘‘(ii) the credit allowed for the taxable year
under section 32.

‘‘(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 indi-
vidual 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 be-
gins, 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) TAXABLE YEAR MUST BE FULL TAX-
ABLE YEAR.—Except in the case of a taxable
year closed by reason of the death of the tax-
payer, no credit shall be allowable under this
section in the case of a taxable year covering
a period of less than 12 months.

‘‘(e) PHASEIN OF CREDIT.—In the case of
taxable years beginning in 1998, subsection
(a) shall be applied by substituting ‘$400’ for
‘$500’.’’.

(b) HIGH RISK POOLS PERMITTED TO COVER
DEPENDENTS OF HIGH RISK INDIVIDUALS.—
Paragraph (26) of section 501(c) is amended
by adding at the end the following flush sen-
tence:

‘‘A qualifying child (as defined in section
24(c)) of an individual described in subpara-
graph (B) (without regard to this sentence)
shall be treated as described in subparagraph
(B).’’.

(c) CONFORMING AMENDMENTS.—
(1) Subsection (a) of section 26 is amended

by inserting ‘‘(other than the credit allowed
by section 24)’’ after ‘‘credits allowed by this
subpart’’.

(2) 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.’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.

(e) NOTICE OF CREDIT.—The Secretary of
the Treasury or his delegate shall include in
any booklet of instructions for Form 1040,
1040A, or 1040EZ prepared by such Secretary

for filing individual income tax returns for
taxable years beginning in 1998 a notice
which states only the following: ‘‘The Tax-
payer Relief Act of 1997 which was recently
passed by the Congress has fulfilled its prom-
ise to provide tax relief to American fami-
lies. The Act’s child tax credit allows Amer-
ican families to reduce their taxes by $400
per child for 1998 and $500 per child after 1998.
You may wish to check with your employer
about changing your tax withholding.’’.

(f) ADJUSTMENTS TO WITHHOLDING.—
(1) IN GENERAL.—The Secretary of the

Treasury or his delegate shall modify the ta-
bles and procedures under section 3402 of the
Internal Revenue Code of 1986 such that
every employer making payment of wages
during calendar year 1998 to any specified
employee—

(A) shall reduce the amount deducted and
withheld as tax under chapter 24 of such
Code for any payroll or other period during
such year to reflect such period’s propor-
tionate share of the child care credit
amount, and

(B) shall, before implementing such reduc-
tion, provide reasonable notice to such em-
ployees that such a reduction will apply to
each specified employee who does not pro-
vide the employer with the notice referred to
in paragraph (5).

(2) SPECIFIED EMPLOYEE.—For purposes of
this subsection, the term ‘‘specified em-
ployee’’ means any employee—

(A) whose wages from the employer on an
annualized basis are reasonably expected to
be at least $30,000 but not more than $100,000,
and

(B) who claims more than the base number
of withholding exemptions on the withhold-
ing exemption certificate furnished to the
employer.
For purposes of the preceding sentence, the
term ‘‘base number’’ means 1 withholding ex-
emption if the certificate reflects withhold-
ing for an unmarried individual and 2 with-
holding exemptions if the certificate reflects
withholding for a married individual.

(3) CHILD CARE CREDIT AMOUNT.—For pur-
poses of this subsection, the term ‘‘child care
credit amount’’ means the lesser of $800 or
the amount equal to the product of—

(A) $400, and
(B) the number of withholding exemptions

claimed by the employee on the withholding
exemption certificate furnished to the em-
ployer to the extent such number exceeds
the base number (as defined in paragraph (2))
of such exemptions.

(4) PROPORTIONATE SHARE.—For purposes of
this subsection, except as provided by the
Secretary of the Treasury or his delegate, a
period’s proportionate share of the child care
credit amount is the amount which bears the
same ratio to the child care credit amount as
the number of days in such period bears to
365.

(5) NOTICE TO HAVE SUBSECTION NOT APPLY
TO EMPLOYEE.—This subsection shall not
apply to any employee who provides written
notice (in such form as the Secretary shall
prescribe) to the employer of such employ-
ee’s decision not to have this subsection
apply to such employee.

(6) DEFINITIONS.—Terms used in this sub-
section which are also used in chapter 24 of
the Internal Revenue Code of 1986 shall have
the respective meanings given such terms by
such chapter.
SEC. 102. INFLATION ADJUSTMENT OF LIMITS

AND OTHER MODIFICATIONS OF DE-
PENDENT CARE CREDIT.

(a) INFLATION ADJUSTMENT.—
(1) IN GENERAL.—Subsection (c) of section

21 (relating to expenses for household and de-
pendent care services necessary for gainful
employment) is amended to read as follows:
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‘‘(c) DOLLAR LIMIT ON AMOUNT CRED-

ITABLE.—
‘‘(1) IN GENERAL.—The amount of the em-

ployment-related expenses incurred during
any taxable year which may be taken into
account under subsection (a) shall not ex-
ceed—

‘‘(A) $2,400 if there is 1 qualifying individ-
ual with respect to the taxpayer for such
taxable year, or

‘‘(B) $4,800 if there are 2 or more qualifying
individuals with respect to the taxpayer for
such taxable year.

The amount determined under subparagraph
(A) or (B) (whichever is applicable) shall be
reduced by the aggregate amount excludable
from gross income under section 129 for the
taxable year.

‘‘(2) INFLATION ADJUSTMENT.—In the case of
taxable years beginning in a calendar year
after 1997, each of the dollar amounts con-
tained in paragraph (1) shall be increased by
an amount equal to—

‘‘(A) such dollar amount, multiplied by
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting ‘calendar year 1996’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

If any amount as adjusted under the preced-
ing sentence is not a multiple of $50, such
amount shall be rounded to the next lowest
multiple of $50.’’.

(2) CONFORMING AMENDMENT.—Paragraph
(2) of section 21(d) is amended by striking
‘‘(c)(1)’’ and inserting ‘‘(c)(1)(A)’’ and by
striking ‘‘(c)(2)’’ and inserting ‘‘(c)(1)(B)’’.

(b) REDUCTION OF BENEFIT BASED ON AD-
JUSTED GROSS INCOME.—

(1) IN GENERAL.—Section 26 is amended by
redesignating subsection (c) as subsection (d)
and by inserting after subsection (b) the fol-
lowing new subsection:

‘‘(c) REDUCTION OF DEPENDENT CARE CREDIT
AND CHILD CREDIT BASED ON ADJUSTED GROSS
INCOME.—

‘‘(1) IN GENERAL.—The aggregate amount
which would (but for subsection (a), this sub-
section, and paragraphs (2) and (3) of section
24(b)) be allowed under sections 21 and 24
shall be reduced (but not below zero) by $25
for each $1,000 (or fraction thereof) by which
the taxpayer’s modified adjusted gross in-
come exceeds the threshold amount. For pur-
poses of the preceding sentence, the term
‘modified adjusted gross income’ means ad-
justed 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 indi-

vidual filing a separate return.

For purposes of this paragraph, marital sta-
tus shall be determined under section 7703.

‘‘(3) REMAINING CREDIT TREATED AS ATTRIB-
UTABLE TO DEPENDENT CARE TAX CREDIT.—The
aggregate amount allowable under sections
21 and 24 after the application of paragraph
(1) shall be treated as allowable solely under
section 21 to the extent such amount does
not exceed the amount allowable under sec-
tion 21 (determined without regard to sec-
tion 21(a)(3)).’’.

(2) CONFORMING AMENDMENTS.—
(A) Subsection (a) of section 21 is amended

by adding at the end the following new para-
graph:

‘‘(3) LIMITATION BASED ON ADJUSTED GROSS
INCOME.—

‘‘For limitation based on adjusted gross in-
come, see section 26(c).’’.

(B) The section heading for section 26 is
amended by inserting before the period ‘‘;
phaseout of certain credits based on income’’.

(C) The item relating to section 26 in the
table of sections for subpart A of part IV of
subchapter A of chapter 1 is amended by in-
serting before the period ‘‘; phaseout of cer-
tain credits based on income’’.

(c) 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 CREDIT FOR HIGHER EDUCATION

TUITION AND RELATED EXPENSES.
(a) IN GENERAL.—Subpart A of part IV of

subchapter A of chapter 1 (relating to non-
refundable personal credits) is amended by
inserting after section 25 the following new
section:
‘‘SEC. 25A. HIGHER EDUCATION TUITION AND RE-

LATED EXPENSES.
‘‘(a) ALLOWANCE OF CREDIT.—In the case of

an individual, there shall be allowed as a
credit against the tax imposed by this chap-
ter for the taxable year the amount equal to
50 percent of qualified tuition and related ex-
penses paid by the taxpayer during such tax-
able year for education furnished during any
academic period beginning in such year.

‘‘(b) LIMITATIONS.—
‘‘(1) DOLLAR LIMITATION.—The amount al-

lowed as a credit under subsection (a) for any
taxable year with respect to the qualified
tuition and related expenses of any 1 individ-
ual shall not exceed $1,500.

‘‘(2) CREDIT ALLOWED ONLY FOR 2 TAXABLE
YEARS.—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. An election under
this paragraph shall not take effect with re-
spect to an individual for any taxable year if
an election under this paragraph (by the tax-
payer or any other individual) is in effect
with respect to such individual for any 2
prior taxable years.

‘‘(3) CREDIT ALLOWED FOR YEAR ONLY IF IN-
DIVIDUAL IS AT LEAST 1⁄2 TIME STUDENT FOR
PORTION OF YEAR.—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 such indi-
vidual is an eligible student for at least one
academic period which begins during such
year.

‘‘(4) CREDIT ALLOWED ONLY FOR FIRST TWO
YEARS OF POSTSECONDARY EDUCATION.—No
credit shall be allowed under subsection (a)
for a taxable year with respect to the quali-
fied tuition and related expenses of an indi-
vidual if the individual has completed (be-
fore the beginning of such taxable year) the
first 2 years of postsecondary education at
an eligible educational institution.

‘‘(c) LIMITATION BASED ON MODIFIED AD-
JUSTED GROSS INCOME.—

‘‘(1) IN GENERAL.—The amount which would
(but for this subsection) be taken into ac-
count under subsection (a) for the taxable
year shall be reduced (but not below zero) by
the amount determined under paragraph (2).

‘‘(2) AMOUNT OF REDUCTION.—The amount
determined under this paragraph is the
amount which bears the same ratio to the
amount which would be so taken into ac-
count 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 re-

turn), bears to
‘‘(B) $10,000 ($20,000 in the case of a joint re-

turn).

‘‘(3) MODIFIED ADJUSTED GROSS INCOME.—
The term ‘modified adjusted gross income’
means the adjusted gross income of the tax-
payer for the taxable year increased by any
amount excluded from gross income under
section 911, 931, or 933.

‘‘(d) DEFINITIONS.—For purposes of this sec-
tion—

‘‘(1) QUALIFIED TUITION AND RELATED EX-
PENSES.—

‘‘(A) IN GENERAL.—The term ‘qualified tui-
tion and related expenses’ means tuition and
fees required for the enrollment or attend-
ance 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 and
books required for courses of instruction of
such individual at such institution.

‘‘(B) EXCEPTION FOR EDUCATION INVOLVING
SPORTS, ETC.—Such term does not include ex-
penses with respect to any course or other
education involving sports, games, or hob-
bies, unless such course or other education is
part of the individual’s degree program.

‘‘(C) EXCEPTION FOR NONACADEMIC FEES.—
Such term does not include student activity
fees, athletic fees, insurance expenses, or
other expenses unrelated to an individual’s
academic course of instruction.

‘‘(2) ELIGIBLE EDUCATIONAL INSTITUTION.—
The term ‘eligible educational institution’
means an institution—

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

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

‘‘(3) ELIGIBLE STUDENT.—The term ‘eligible
student’ means, with respect to any aca-
demic 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) OTHER TERMS RELATING TO THE HIGHER
EDUCATION ACT.—The following terms shall
have the meanings prescribed in regulations
under section 481(g) of the Higher Education
Act of 1965 (20 U.S.C. 1088(g)), as added by the
Student Financial Aid Improvements Act of
1997:

‘‘(A) Academic period.
‘‘(B) Normal full-time workload.
‘‘(C) First two years of postsecondary edu-

cation.
‘‘(e) TREATMENT OF EXPENSES PAID BY DE-

PENDENT.—If a deduction under section 151
with respect to an individual is allowed to
another taxpayer for a taxable year begin-
ning in the calendar year in which such indi-
vidual’s taxable year begins—

‘‘(1) no credit shall be allowed under sub-
section (a) to such individual for such indi-
vidual’s taxable year, and

‘‘(2) qualified tuition and related expenses
paid by such individual during such individ-
ual’s taxable year shall be treated for pur-
poses of this section as paid by such other
taxpayer.

‘‘(f) TREATMENT OF CERTAIN PREPAY-
MENTS.—If qualified tuition and related ex-
penses are paid by the taxpayer during a tax-
able year for an academic period which be-
gins during the first 3 months following such
taxable year, such academic period shall be
treated for purposes of this section as begin-
ning during such taxable year.

‘‘(g) SPECIAL RULES.—
‘‘(1) IDENTIFICATION REQUIREMENT.—No

credit shall be allowed under subsection (a)



CONGRESSIONAL RECORD — HOUSEH4708 June 26, 1997
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 indi-
vidual on the return of tax for the taxable
year.

‘‘(2) ADJUSTMENT FOR CERTAIN SCHOLAR-
SHIPS, 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 sub-
sections (b) and (c)) by the sum of any
amounts paid for the benefit of such individ-
ual which are allocable to such period as—

‘‘(A) a qualified scholarship which is ex-
cludable from gross income under section
117,

‘‘(B) an educational assistance allowance
under chapter 30, 31, 32, 34, or 35 of title 38,
United States Code, or under chapter 1606 of
title 10, United States Code, and

‘‘(C) a payment (other than a gift, bequest,
devise, or inheritance within the meaning of
section 102(a)) for such individual’s edu-
cational expenses, or attributable to such in-
dividual’s enrollment at an eligible edu-
cational institution, which is excludable
from gross income under any law of the
United States.

‘‘(3) DENIAL OF CREDIT IF STUDENT CON-
VICTED OF A FELONY DRUG OFFENSE.—No cred-
it shall be allowed under subsection (a) 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 of-
fense consisting of the possession or distribu-
tion of a controlled substance before the end
of the taxable year with or within which
such period ends.

‘‘(4) 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.

‘‘(5) NO CREDIT FOR MARRIED INDIVIDUALS
FILING SEPARATE RETURNS.—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.

‘‘(6) NONRESIDENT ALIENS.—If the taxpayer
is a nonresident alien individual for any por-
tion of the taxable year, this section shall
apply only if such individual is treated as a
resident alien of the United States for pur-
poses 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 1998, the $1,500 amount
in subsection (b)(1) shall be increased by an
amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1997’
for ‘calendar year 1992’ in subparagraph (B)
thereof.

‘‘(B) ROUNDING.—If any amount as adjusted
under subparagraph (A) is not a multiple of
$50, such amount shall be rounded to the
next lowest multiple of $50.

‘‘(2) INCOME LIMITS.—
‘‘(A) IN GENERAL.—In the case of a taxable

year beginning after 2000, the $40,000 and
$80,000 amounts in subsection (c)(2) shall
each be increased by an amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1999’
for ‘calendar year 1992’ in subparagraph (B)
thereof.

‘‘(B) ROUNDING.—If any amount as adjusted
under subparagraph (A) is not a multiple of
$5,000, such amount shall be rounded to the
next lowest multiple of $5,000.

‘‘(i) REGULATIONS.—The Secretary may
prescribe such regulations as may be nec-
essary or appropriate to carry out this sec-
tion, including regulations providing for a
recapture of credit allowed under this sec-
tion in cases where there is a refund in a sub-
sequent 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 er-
rors) is amended by striking ‘‘and’’ at the
end of subparagraph (G), by striking the pe-
riod at the end of subparagraph (H) and in-
serting ‘‘, and’’, and by inserting after sub-
paragraph (H) the following new subpara-
graph:

‘‘(I) an omission of a correct TIN required
under section 25A(g)(1) (relating to higher
education tuition and related expenses) to be
included on a return.’’.

(c) RETURNS RELATING TO TUITION AND RE-
LATED EXPENSES.—

(1) IN GENERAL.—Subpart B of part III of
subchapter A of chapter 61 (relating to infor-
mation concerning transactions with other
persons) is amended by inserting after sec-
tion 6050R the following new section:
‘‘SEC. 6050S. RETURNS RELATING TO HIGHER

EDUCATION TUITION AND RELATED
EXPENSES.

‘‘(a) IN GENERAL.—Any person—
‘‘(1) which is an eligible educational insti-

tution 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 cal-
endar year to any individual which con-
stitute reimbursements or refunds (or simi-
lar amounts) of qualified tuition and related
expenses of such individual,
shall make the return described in sub-
section (b) with respect to the individual at
such time as the Secretary may by regula-
tions prescribe.

‘‘(b) FORM AND MANNER OF RETURNS.—A re-
turn is described in this subsection if such
return—

‘‘(1) is in such form as the Secretary may
prescribe,

‘‘(2) contains—
‘‘(A) the name, address, and TIN of the in-

dividual with respect to whom payments de-
scribed in subsection (a) were received from
(or were paid to),

‘‘(B) the name, address, and TIN of any in-
dividual certified by the individual described
in subparagraph (A) as the taxpayer who will
claim the individual as a dependent for pur-
poses of the deduction allowable under sec-
tion 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 re-
ceived with respect to the individual de-
scribed in subparagraph (A) during the cal-
endar 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 Sec-
retary may prescribe.

‘‘(c) APPLICATION TO GOVERNMENTAL
UNITS.—For purposes of this section—

‘‘(1) 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 appro-
priately designated for the purpose of mak-
ing such return.

‘‘(d) STATEMENTS TO BE FURNISHED TO INDI-
VIDUALS WITH RESPECT TO WHOM INFORMA-
TION IS REQUIRED.—Every person required to
make a return under subsection (a) shall fur-
nish to each individual whose name is re-
quired 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 re-
quired to make such return, and

‘‘(2) the aggregate amounts described in
subsection (b)(2)(C).

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 the return under
subsection (a) was required to be made.

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, the terms ‘eligible educational institu-
tion’ and ‘qualified tuition and related ex-
penses’ have the meanings given such terms
by section 25A.

‘‘(f) RETURNS WHICH WOULD BE REQUIRED
TO BE MADE BY 2 OR MORE PERSONS.—Except
to the extent provided in regulations pre-
scribed by the Secretary, in the case of any
amount received by any person on behalf of
another person, only the person first receiv-
ing such amount shall be required to make
the return under subsection (a).

‘‘(g) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary to carry out the provisions of this sec-
tion. No penalties shall be imposed under
section 6724 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 redes-
ignating clauses (ix) through (xiv) as clauses
(x) through (xv), respectively, and by insert-
ing after clause (viii) the following new
clause:

‘‘(ix) section 6050S (relating to returns re-
lating 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 6050S(d) (relating to returns
relating to qualified tuition and related ex-
penses).’’.

(3) CLERICAL AMENDMENT.—The table of
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050R
the following new item:

‘‘Sec. 6050S. Returns relating to higher edu-
cation tuition and related ex-
penses.’’.

(d) COORDINATION WITH SECTION 135.—Sub-
section (d) of section 135 is amended by re-
designating paragraphs (2) and (3) as para-
graphs (3) and (4), respectively, and by in-
serting after paragraph (1) the following new
paragraph:

‘‘(2) COORDINATION WITH HIGHER EDUCATION
CREDIT.—The amount of the qualified higher
education expenses otherwise taken into ac-
count under subsection (a) with respect to
the education of an individual shall be re-
duced (before the application of subsection
(b)) by the amount of such expenses which
are taken into account in determining the
credit allowable to the taxpayer or any other
person under section 25A with respect to
such expenses.’’.
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(e) CLERICAL AMENDMENT.—The table of

sections for subpart A of part IV of sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 25 the
following new item:

‘‘Sec. 25A. Higher education tuition and re-
lated expenses.’’.

(f) EFFECTIVE DATE.—The amendments
made by this section shall apply to expenses
paid after December 31, 1997 (in taxable years
ending after such date), for education fur-
nished in academic periods beginning after
such date.
SEC. 202. DEDUCTION FOR QUALIFIED HIGHER

EDUCATION EXPENSES.
(a) DEDUCTION ALLOWED.— Part VII of sub-

chapter B of chapter 1 (relating to additional
itemized deductions for individuals) is
amended by redesignating section 221 as sec-
tion 222 and by inserting after section 220 the
following new section:
‘‘SEC. 221. QUALIFIED HIGHER EDUCATION EX-

PENSES.
‘‘(a) ALLOWANCE OF DEDUCTION.—In the

case of an individual, there shall be allowed
as a deduction the amount of qualified high-
er education expenses paid by the taxpayer
during the taxable year for education fur-
nished during any academic period (within
the meaning of section 25A) beginning in
such year.

‘‘(b) LIMITATIONS.—
‘‘(1) ANNUAL LIMIT.—The amount allowed

as a deduction under subsection (a) for any
taxable year with respect to expenses paid
for education furnished to any 1 individual
shall not exceed the lesser of—

‘‘(A) $10,000, or
‘‘(B) the amount includible in the tax-

payer’s gross income for such taxable year
by reason of a distribution from a qualified
tuition program (as defined in section 529),
or an education investment account (as de-
fined in section 530), the beneficiary of which
is such individual.

‘‘(2) AGGREGATE LIMIT.—The amount al-
lowed as a deduction under subsection (a) to
the taxpayer or any other individual with re-
spect to expenses paid for education fur-
nished to any 1 individual shall not exceed
$40,000 for all taxable years.

‘‘(3) DEDUCTION ALLOWED FOR YEAR ONLY IF
INDIVIDUAL IS AT LEAST 1⁄2 TIME STUDENT FOR
PORTION OF YEAR.—No deduction shall be al-
lowed under subsection (a) for a taxable year
with respect to the qualified higher edu-
cation expenses of an individual unless such
individual is an eligible student (as defined
in section 25A(d)(3)) for at least one aca-
demic period which begins during such year.

‘‘(4) DEDUCTION ALLOWED ONLY FOR FIRST 4
YEARS OF POSTSECONDARY EDUCATION.—No de-
duction shall be allowed under subsection (a)
for a taxable year with respect to the quali-
fied higher education expenses of an individ-
ual if the individual has completed (before
the beginning of such taxable year) the
equivalent of the first 4 years of postsecond-
ary education at an eligible educational in-
stitution (determined under the rules of sec-
tion 25A).

‘‘(5) COORDINATION WITH CREDIT FOR HIGHER
EDUCATION EXPENSES.—No deduction shall be
allowed under this section for a taxable year
with respect to the qualified higher edu-
cation expenses of an individual if an elec-
tion is in effect under section 25A with re-
spect to such individual for such taxable
year.

‘‘(c) QUALIFIED HIGHER EDUCATION EX-
PENSES.—The term ‘qualified higher edu-
cation expenses’ means qualified higher edu-
cation expenses (as defined in section 529) for
the education of—

‘‘(1) the taxpayer,
‘‘(2) the taxpayer’s spouse, or

‘‘(3) any dependent of the taxpayer with re-
spect to whom the taxpayer is allowed a de-
duction under section 151,

at an eligible educational institution (as de-
fined in section 529(e)(5)).

‘‘(d) TREATMENT OF EXPENSES PAID BY DE-
PENDENT.—If a deduction under section 151
with respect to an individual is allowed to
another taxpayer for a taxable year begin-
ning in the calendar year in which such indi-
vidual’s taxable year begins—

‘‘(1) no deduction shall be allowed under
subsection (a) to such individual for such in-
dividual’s taxable year, and

‘‘(2) qualified higher education expenses
paid by such individual during such individ-
ual’s taxable year shall be treated for pur-
poses of this section as paid by such other
taxpayer.

‘‘(e) COORDINATION WITH AMOUNTS INCLUD-
IBLE IN GROSS INCOME UNDER SECTION 529 OR
530.—If any deduction is allowed under sub-
section (a) with respect to the qualified high-
er education expenses of an individual with
respect to whom the taxpayer is allowed a
deduction under section 151(c), any amount
which would (but for this subsection) be in-
cludible in such individual’s gross income by
reason of section 529 or section 530 shall be
includible in the gross income of the tax-
payer and not such individual.

‘‘(f) ADJUSTMENT FOR CERTAIN SCHOLAR-
SHIPS, ETC.—The amount of qualified higher
education expenses otherwise taken into ac-
count under subsection (a) with respect to an
individual for an academic period shall be re-
duced (before the application of subsection
(b)) by the sum of—

‘‘(1) the aggregate amount of the reduc-
tions under section 25A(g)(2) for the benefit
of such individual for such period, and

‘‘(2) the amount excludable from gross in-
come under section 135 by reason of such ex-
penses with respect to such individual which
are allocable to such period.

‘‘(g) DENIAL OF DEDUCTION IF STUDENT CON-
VICTED OF A FELONY DRUG OFFENSE.—No de-
duction shall be allowed under subsection (a)
for qualified higher education 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 dis-
tribution of a controlled substance before
the end of the taxable year with or within
which such period ends.

‘‘(h) DENIAL OF DOUBLE BENEFIT.—No de-
duction shall be allowed under subsection (a)
for any expense for which a deduction is al-
lowed to the taxpayer under any other provi-
sion of this chapter.’’.

(b) DEDUCTION ALLOWED WHETHER OR NOT
TAXPAYER ITEMIZES OTHER DEDUCTIONS.—

(1) IN GENERAL.—Subsection (b) of section
63 is amended by striking ‘‘and’’ at the end of
paragraph (1), by striking the period at the
end of paragraph (2) and inserting ‘‘, and’’,
and by adding at the end the following new
paragraph:

‘‘(3) the deduction allowed by section 221
(relating to deduction for qualified higher
education expenses).’’.

(2) CONFORMING AMENDMENT.—Subsection
(d) of section 63 is amended by striking
‘‘and’’ at the end of paragraph (1), by strik-
ing the period at the end of paragraph (2) and
inserting ‘‘, and’’, and by adding at the end
the following new paragraph:

‘‘(3) the deduction allowed by section 221
(relating to deduction for qualified higher
education expenses).’’.

(c) PHASEOUT OF EXCLUSION FOR QUALIFIED
TUITION REDUCTIONS.—Subsection (d) of sec-
tion 117 is amended by redesignating the last
paragraph as paragraph (4) and by adding at
the end the following new paragraph:

‘‘(5) PHASEOUT OF EXCLUSION.—

‘‘(A) TERMINATION.—Paragraph (1) shall not
apply to any qualified tuition reduction for
any course of instruction beginning after De-
cember 31, 2001.

‘‘(B) PHASEOUT.—The amount excludable
from gross income under paragraph (1) for
any course of instruction beginning in a cal-
endar year after 1997 and before 2002 shall not
exceed the applicable percentage (deter-
mined in accordance with the following
table) for such calendar year of the amount
which would be so excludable but for this
subparagraph:

In the case of The applicable
calendar year: percentage is:
1998 ........................... 80
1999 ........................... 60
2000 ........................... 40
2001 ........................... 20.’’.

(d) TECHNICAL AMENDMENTS.—
(1) Subparagraph (A) of section 529(e)(3) is

amended by inserting ‘‘(except as provided in
section 221(e))’’ after ‘‘distributee’’.

(2) The table of sections for part VII of sub-
chapter B of chapter 1 is amended by strik-
ing the item relating to section 221 and in-
serting:

‘‘Sec. 221. Qualified higher education ex-
penses.

‘‘Sec. 222. Cross reference.’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to expenses
paid after December 31, 1997 (in taxable years
ending after such date), for education fur-
nished in academic periods beginning after
such date.
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-percent ad-
ditional tax on early distributions from
qualified retirement plans) is amended by
adding at the end the following new subpara-
graph:

‘‘(E) DISTRIBUTIONS FROM INDIVIDUAL RE-
TIREMENT PLANS FOR HIGHER EDUCATION EX-
PENSES.—Distributions to an individual from
an individual retirement plan to the extent
such distributions do not exceed the quali-
fied higher education expenses (as defined in
paragraph (7)) of the taxpayer for the taxable
year. Distributions shall not be taken into
account under the preceding sentence if such
distributions are described in subparagraph
(A), (C), or (D) or to the extent paragraph (1)
does not apply to such distributions by rea-
son of subparagraph (B).’’.

(b) DEFINITION.—Section 72(t) is amended
by adding at the end the following new para-
graph:

‘‘(7) QUALIFIED HIGHER EDUCATION EX-
PENSES.—For purposes of paragraph (2)(E)—

‘‘(A) IN GENERAL.—The term ‘qualified
higher education expenses’ means qualified
higher education expenses (as defined in sec-
tion 529(e)(3) without regard to subparagraph
(C) thereof) 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 de-
fined in section 529(e)(5)).

‘‘(B) COORDINATION WITH OTHER BENEFITS.—
The amount of qualified higher education ex-
penses for any taxable year shall be reduced
as provided in section 25A(g)(2).’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to distribu-
tions 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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SEC. 204. EXPENSES FOR EDUCATION WHICH

SUPPLEMENTS ELEMENTARY AND
SECONDARY EDUCATION.

(a) IN GENERAL.—Subpart A of part IV of
subchapter A of chapter 1 (relating to non-
refundable personal credits) is amended by
inserting after section 25A, as added by this
title, the following new section:

‘‘SEC. 25B. EXPENSES FOR EDUCATION WHICH
SUPPLEMENTS ELEMENTARY AND
SECONDARY EDUCATION.

‘‘(a) ALLOWANCE OF CREDIT.—In the case of
an individual, there shall be allowed a credit
against the tax imposed by this chapter for
the taxable year an amount equal to 50 per-
cent of the qualifying educational assistance
expenses paid by the taxpayer during the
taxable year.

‘‘(b) LIMITATIONS.—
‘‘(1) DOLLAR LIMITATION.—The amount al-

lowed as a credit under subsection (a) for any
taxable year with respect to the qualified
educational assistance expenses of any 1 in-
dividual shall not exceed $150.

‘‘(2) REDUCTION OF CREDIT BASED ON AD-
JUSTED GROSS INCOME.—

‘‘(A) IN GENERAL.—The aggregate amount
which would (but for this paragraph) be al-
lowed by this section shall be reduced (but
not below zero) by $25 for each $1,000 (or frac-
tion thereof) by which the taxpayer’s modi-
fied adjusted gross income exceeds the
threshold amount. For purposes of the pre-
ceding 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.

‘‘(B) THRESHOLD AMOUNT.—For purposes of
subparagraph (A), the term ‘threshold
amount’ means—

‘‘(i) $80,000 in the case of a joint return,
‘‘(ii) $50,000 in the case of an individual

who is not married, and
‘‘(iii) $40,000 in the case of a married indi-

vidual filing a separate return.
For purposes of this subparagraph, marital
status shall be determined under section
7703.

‘‘(c) QUALIFIED EDUCATIONAL ASSISTANCE
EXPENSES.—For purposes of this section—

‘‘(1) IN GENERAL.—The term ‘qualified edu-
cational assistance expenses’ means amounts
paid to a qualified entity to provide supple-
mentary education to any dependent (within
the meaning of section 152) of the taxpayer—

‘‘(A) who is less than 18 years of age as of
the close of the taxable year, and

‘‘(B) who is enrolled as a full-time student
in an elementary or secondary school.

‘‘(2) SUPPLEMENTARY EDUCATION.—For pur-
poses of paragraph (1), supplementary edu-
cation is education provided with respect to
reading, mathematics, or any subject that
the dependent student is studying at the
time in elementary or secondary school
classes. Eligible courses of study shall not
include courses providing assistance with re-
spect to preparation for college entrance ex-
aminations.

‘‘(3) QUALIFIED ENTITY.—The term ‘quali-
fied entity’ means a person that is accredited
as a supplementary education service pro-
vider by an accreditation organization that
is recognized by the Secretary of Education
or by any other agency, association, or group
that is certified by the Secretary for pur-
poses of this section.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for subpart A of part IV of sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 25A the
following new item:

‘‘Sec. 25B. Expenses for education which sup-
plements elementary and sec-
ondary education.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
Subtitle B—Expanded Education Investment

Savings Opportunities
SEC. 211. ELIGIBLE EDUCATIONAL INSTITUTIONS

PERMITTED TO MAINTAIN QUALI-
FIED TUITION PROGRAMS; OTHER
MODIFICATIONS OF QUALIFIED
STATE TUITION PROGRAMS.

(a) ELIGIBLE EDUCATIONAL INSTITUTIONS
PERMITTED TO MAINTAIN QUALIFIED TUITION
PROGRAMS.—Paragraph (1) of section 529(b)
(defining qualified State tuition program) is
amended by inserting ‘‘or by one or more eli-
gible educational institutions’’ after ‘‘main-
tained by a State or agency or instrumental-
ity thereof’’.

(b) 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 EX-
PENSES.—

‘‘(A) IN GENERAL.—The term ‘qualified
higher education expenses’ means tuition,
fees, books, supplies, and equipment required
for the enrollment or attendance of a des-
ignated beneficiary at an eligible education
institution.

‘‘(B) ROOM AND BOARD INCLUDED FOR STU-
DENTS WHO ARE AT LEAST HALF-TIME.—In the
case of an individual who is an eligible stu-
dent (as defined in section 25A(d)(3)) for any
academic period, such term shall also in-
clude reasonable costs for such period (as de-
termined under the qualified tuition pro-
gram) incurred by the designated beneficiary
for room and board while attending such in-
stitution. The amount treated as qualified
higher education expenses by reason of the
preceding sentence shall not exceed the min-
imum amount (applicable to the student) in-
cluded 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. 1087ll, as in effect on the date of the
enactment of this paragraph) for the eligible
educational institution for such period.

‘‘(C) EXCLUSION FOR GRADUATE LEVEL
COURSES.—Such term shall not include ex-
penses for any graduate level course of a
kind normally taken by an individual pursu-
ing a program leading to a law, business,
medical, or other advanced academic or pro-
fessional degree. Such courses shall not be
taken into account in determining whether
an individual is described in subsection
(f)(3)(A).’’.

(c) ADDITIONAL MODIFICATIONS.—
(1) MEMBER OF FAMILY.—Paragraph (2) of

section 529(e) (relating to other definitions
and special rules) is amended to read as fol-
lows:

‘‘(2) MEMBER OF FAMILY.—The term ‘mem-
ber 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 sec-
tion 152(a), and

‘‘(B) the spouse of any individual described
in subparagraph (A).’’.

(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) NO CONTRIBUTIONS AFTER BENEFICIARY
ATTAINS AGE 18; DISTRIBUTIONS REQUIRED IN
CERTAIN CASES.—Subsection (b) of section 529

(as amended by subsection (f) of this section)
is amended by adding at the end the follow-
ing new paragraph:

‘‘(7) RESTRICTIONS RELATING TO AGE OF BEN-
EFICIARY; COMPLETION OF EDUCATION.—

‘‘(A) IN GENERAL.—A program shall be
treated as a qualified tuition program only
if—

‘‘(i) no contribution is accepted on behalf
of a designated beneficiary after the date on
which such beneficiary attains age 18, and

‘‘(ii) any balance to the credit of a des-
ignated beneficiary (if any) on the account
termination date shall be distributed within
30 days after such date to such beneficiary
(or in the case of death, the estate of the
beneficiary).

‘‘(B) ACCOUNT TERMINATION DATE.—For pur-
poses of subparagraph (A), the term ‘account
termination date’ means whichever of the
following dates is the earliest:

‘‘(i) The date on which the designated ben-
eficiary completes the equivalent of 4 years
of post-secondary education (whether or not
at the same eligible educational institution).

‘‘(ii) The date on which the designated ben-
eficiary attains age 30.

‘‘(iii) The date on which the designated
beneficiary dies.’’.

(4) ESTATE AND GIFT TAX TREATMENT.—
(A) GIFT TAX TREATMENT.—
(i) Paragraph (2) of section 529(c) is amend-

ed to read as follows:
‘‘(2) GIFT TAX TREATMENT OF CONTRIBU-

TIONS.—For purposes of chapters 12 and 13,
any contribution to a qualified tuition pro-
gram on behalf of any designated bene-
ficiary—

‘‘(A) shall be treated as a completed gift to
such beneficiary which is not a future inter-
est in property, and

‘‘(B) shall not be treated as a qualified
transfer under section 2503(e).’’.

(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.—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 chap-
ters 12 and 13 shall apply to a transfer by
reason of a change in the designated bene-
ficiary under the program (or a rollover to
the account of a new beneficiary) only if the
new beneficiary is a generation below the
generation of the old beneficiary (deter-
mined in accordance with section 2651).’’.

(B) ESTATE TAX TREATMENT.—Paragraph (4)
of section 529(c) is amended to read as fol-
lows:

‘‘(4) ESTATE TAX TREATMENT.—
‘‘(A) IN GENERAL.—No amount shall be in-

cludible in the gross estate of any individual
for purposes of chapter 11 by reason of an in-
terest in a qualified tuition program.

‘‘(B) AMOUNTS INCLUDIBLE IN ESTATE OF
DESIGNATED BENEFICIARY IN CERTAIN CASES.—
Subparagraph (A) shall not apply to amounts
distributed on account of the death of a ben-
eficiary.’’.

(5) LIMITATION ON CONTRIBUTIONS TO QUALI-
FIED TUITION PROGRAMS NOT MAINTAINED BY A
STATE.—Subsection (b) of section 529 is
amended by adding at the end the following
new paragraph:

‘‘(9) LIMITATION ON CONTRIBUTIONS TO
QUALIFIED TUITION PROGRAMS NOT MAINTAINED
BY A STATE.—In the case of a program not
maintained by a State or agency or instru-
mentality thereof, such program shall not be
treated as a qualified tuition program unless
it limits the annual contribution to the pro-
gram on behalf of a designated beneficiary to
an amount equal to the lesser of—

‘‘(A) $5,000, or
‘‘(B) the excess of—
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‘‘(i) $50,000, over
‘‘(ii) the aggregate amount contributed to

such program on behalf of such beneficiary
for all prior taxable years.’’.

(d) ADDITIONAL TAX ON AMOUNTS NOT USED
FOR HIGHER EDUCATION EXPENSES.—Section
529 is amended by adding at the end the fol-
lowing new subsection:

‘‘(f) IMPOSITION OF ADDITIONAL TAX.—
‘‘(1) IN GENERAL.—The tax imposed by this

chapter for any taxable year on any taxpayer
who receives a payment or distribution from
a qualified tuition program which is includ-
ible in gross income shall be increased by 10
percent of the amount which is so includible.

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not
apply if the payment or distribution is—

‘‘(A) used for qualified higher education ex-
penses of the designated beneficiary,

‘‘(B) made to a beneficiary (or to the estate
of the designated beneficiary) on or after the
death of the designated beneficiary,

‘‘(C) attributable to the designated bene-
ficiary’s being disabled (within the meaning
of section 72(m)(7)), or

‘‘(D) made on account of a scholarship, al-
lowance, or payment described in subpara-
graph (A), (B), or (C) of section 135(d)(1) re-
ceived by the account holder to the extent
the amount of the payment or distribution
does not exceed the amount of the scholar-
ship, allowance, or payment.

‘‘(3) EXCESS CONTRIBUTIONS RETURNED BE-
FORE DUE DATE OF RETURN.—In the case of a
qualified tuition program not maintained by
a State or any agency or instrumentality
thereof, paragraph (1) shall not apply to the
distribution to a contributor of any con-
tribution made during a taxable year on be-
half of a designated beneficiary to the extent
that such contribution exceeds the limita-
tion in section 4973(e) if—

‘‘(A) such distribution is received on or be-
fore the day prescribed by law (including ex-
tensions of time) for filing such contributor’s
return for such taxable year, and

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

Any net income described in subparagraph
(B) shall be included in the gross income of
the contributor for the taxable year in which
such excess contribution was made.’’.

(e) 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 TUITION
PROGRAM.—Such term shall include any con-
tribution to a qualified tuition program (as
defined in section 529) on behalf of a des-
ignated beneficiary (as defined in such sec-
tion) who is an individual described in sub-
paragraph (A); but there shall be no increase
in the investment in the contract for pur-
poses of applying section 72 by reason of the
portion of such contribution which is not in-
cludible in gross income by reason of this
subparagraph.’’.

(f) TAX ON EXCESS CONTRIBUTIONS.—
(1) IN GENERAL.—Subsection (a) of section

4973 is amended by striking ‘‘or’’ at the end
of paragraph (2) and by inserting after para-
graph (3) the following new paragraphs:

‘‘(4) a qualified tuition program (as defined
in section 529) not maintained by a State or
any agency or instrumentality thereof, or

‘‘(5) an education investment account (as
defined in section 530),’’.

(2) EXCESS CONTRIBUTIONS DEFINED.—Sec-
tion 4973 is amended by adding at the end the
following new subsection:

‘‘(e) EXCESS CONTRIBUTIONS TO PRIVATE
QUALFIED TUITION PROGRAM AND EDUCATION
INVESTMENT ACCOUNTS.—For purposes of this
section—

‘‘(1) IN GENERAL.—In the case of private
education investment accounts maintained

for the benefit of any 1 beneficiary, the term
‘excess contributions’ means the amount by
which the amount contributed for the tax-
able year to such accounts exceeds the lesser
of—

‘‘(A) the excess of—
‘‘(i) $5,000, over
‘‘(ii) the aggregate amount contributed to

all qualified tuition programs (as defined in
section 529) maintained by a State or any
agency or instrumentality thereof on behalf
of such beneficiary for such taxable year, or

‘‘(B) the excess of—
‘‘(i) $50,000, over
‘‘(ii) the sum of—
‘‘(I) the aggregate amount contributed to

such accounts for all prior taxable years, and
‘‘(II) the aggregate amount contributed to

all qualified tuition programs (as defined in
section 529) maintained by a State or any
agency or instrumentality thereof on behalf
of such beneficiary for such taxable year and
all prior taxable years.

‘‘(2) PRIVATE EDUCATION INVESTMENT AC-
COUNT.—For purposes of paragraph (1), the
term ‘private education investment account’
means—

‘‘(A) a qualified tuition program (as de-
fined in section 529) not maintained by a
State or any agency or instrumentality
thereof, and

‘‘(B) an education investment account (as
defined in section 530).

‘‘(3) SPECIAL RULES.—For purposes of para-
graph (1), the following contributions shall
not be taken into account:

‘‘(A) Any contribution which is distributed
out of the education investment account in a
distribution to which section 530(c)(3)(B) ap-
plies.

‘‘(B) Any contribution to a qualified tui-
tion program (as so defined) described in sec-
tion 530(b)(2)(B) from any such account.

‘‘(C) Any rollover contribution.’’.
(g) TECHNICAL AMENDMENTS.—
(1) Paragraph (2) of section 26(b) is amend-

ed by redesignating subparagraphs (E)
through (P) as subparagraphs (F) through
(Q), respectively, and by inserting after sub-
paragraph (D) the following new subpara-
graph:

‘‘(E) section 529(f) (relating to additional
tax on certain distributions from qualified
tuition programs),’’.

(2) The text of section 529 is amended by
striking ‘‘qualified State tuition program’’
each place it appears and inserting ‘‘quali-
fied tuition program’’.

(3) Subsection (b) of section 529 is amended
by striking paragraph (3) and by redesignat-
ing paragraphs (4) through (7) as paragraphs
(3) through (6), respectively.

(4)(A) The section heading of section 529 is
amended to read as follows:
‘‘SEC. 529. QUALIFIED TUITION PROGRAMS.’’.

(B) The item relating to section 529 in the
table of sections for part VIII of subchapter
F of chapter 1 is amended by striking
‘‘State’’.

(5)(A) The heading for part VIII of sub-
chapter 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 re-
lating to part VIII and inserting:
‘‘Part VIII. Higher education savings enti-

ties.’’.
(h) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as otherwise pro-

vided in this subsection, the amendments
made by this section shall take effect on
January 1, 1998.

(2) EXPENSES TO INCLUDE ROOM AND BOARD,
ETC.—The amendments made by subsection
(b) and (c)(2) shall apply to distributions

after December 31, 1997, with respect to ex-
penses paid after such date (in taxable years
ending after such date), for education fur-
nished in academic periods beginning after
such date.

(3) PENALTY FOR NONEDUCATION WITHDRAW-
ALS.—The amendment made by subsection
(d) shall apply to distributions after Decem-
ber 31, 1997.

(4) COORDINATION WITH EDUCATION SAVINGS
BONDS.—The amendment made by subsection
(e) 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 designa-
tions 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.
SEC. 212. EDUCATION INVESTMENT ACCOUNTS.

(a) IN GENERAL.—Part VIII of subchapter F
of chapter 1 (relating to qualified State tui-
tion programs) is amended by adding at the
end the following new section:
‘‘SEC. 530. EDUCATION INVESTMENT ACCOUNTS.

‘‘(a) GENERAL RULE.—An education invest-
ment account shall be exempt from taxation
under this subtitle. Notwithstanding the pre-
ceding sentence, the education investment
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—

‘‘(1) EDUCATION INVESTMENT ACCOUNT.—The
term ‘education investment account’ means
a trust created or organized in the United
States exclusively for the purpose of paying
the qualified higher education expenses of
the account holder, 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 the account

holder attains age 18, or
‘‘(iii) in excess of $5,000 for the taxable

year.
‘‘(B) The trustee is a bank (as defined in

section 408(n)) or another person who dem-
onstrates 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.

‘‘(C) No part of the trust assets will be in-
vested 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
fund.

‘‘(E) Any balance in the account will be
distributed as required under section
529(b)(8)(B) (as if such account were a quali-
fied tuition program).
For $50,000 limit on aggregate contributions
to accounts, see section 4973(e).

‘‘(2) QUALIFIED HIGHER EDUCATION EX-
PENSES.—

‘‘(A) IN GENERAL.—The term ‘qualified
higher education expenses’ has the same
meaning given such term by section 529(e)(3).

‘‘(B) QUALIFIED 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 tuition program (as defined in
section 529(b)) for the benefit of the account
holder.

‘‘(3) ELIGIBLE EDUCATIONAL INSTITUTION.—
The term ‘eligible educational institution’
has the meaning given such term by section
529(e)(5).
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‘‘(4) ACCOUNT HOLDER.—The term ‘account

holder’ means the individual for whose bene-
fit the education investment account is es-
tablished.

‘‘(c) TAX TREATMENT OF DISTRIBUTIONS.—
‘‘(1) IN GENERAL.—Any amount paid or dis-

tributed shall be includible in gross income
as required by section 529(c)(3) (determined
as if such account were a qualified tuition
program).

‘‘(2) 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.

‘‘(3) ADDITIONAL TAX FOR DISTRIBUTIONS NOT
USED FOR EDUCATIONAL EXPENSES.—

‘‘(A) IN GENERAL.—The tax imposed by sec-
tion 529(f) shall apply to payments and dis-
tributions from an education investment ac-
count in the same manner as such tax ap-
plies to qualified tuition programs (as de-
fined in section 529).

‘‘(B) EXCESS CONTRIBUTIONS RETURNED BE-
FORE DUE DATE OF RETURN.—Subparagraph
(A) shall not apply to the distribution to a
contributor of any contribution paid during
a taxable year to an education investment
account to the extent that such contribution
exceeds the limitation in section 4973(e) if
such distribution (and the net income with
respect to such excess contribution) meet re-
quirements comparable to the requirements
of section 529(f)(3).

‘‘(4) ROLLOVER CONTRIBUTIONS—Paragraph
(1) shall not apply to any amount paid or dis-
tributed from an education investment ac-
count to the extent that the amount re-
ceived is paid into another education invest-
ment account for the benefit of the account
holder or a member of the family (within the
meaning of section 529(e)(2)) of the account
holder 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 pay-
ment or distribution.

‘‘(5) CHANGE IN ACCOUNT HOLDER.—Any
change in the account holder of an education
investment account shall not be treated as a
distribution for purposes of paragraph (1) if
the new account holder is a member of the
family (as so defined) of the old account
holder.

‘‘(6) SPECIAL RULES FOR DEATH AND DI-
VORCE.—Rules similar to the rules of para-
graphs (7) and (8) of section 220(f) shall apply.

‘‘(d) TAX TREATMENT OF ACCOUNTS.—Rules
similar to the rules of paragraphs (2) and (4)
of section 408(e) shall apply to any education
investment account.

‘‘(e) COMMUNITY PROPERTY LAWS.—This
section shall be applied without regard to
any community property laws.

‘‘(f) CUSTODIAL ACCOUNTS.—For purposes of
this section, a custodial account shall be
treated as a trust if the assets of such ac-
count are held by a bank (as defined in sec-
tion 408(n)) or another person who dem-
onstrates, to the satisfaction of the Sec-
retary, that the manner in which he will ad-
minister 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 account
described in subsection (b)(1). For purposes
of this title, in the case of a custodial ac-
count treated as a trust by reason of the pre-
ceding sentence, the custodian of such ac-
count shall be treated as the trustee thereof.

‘‘(g) REPORTS.—The trustee of an education
investment account shall make such reports
regarding such account to the Secretary and
to the account holder with respect to con-
tributions, distributions, and such other
matters as the Secretary may require under

regulations. The reports required by this
subsection shall be filed at such time and in
such manner and furnished to such individ-
uals at such time and in such manner as may
be required by those regulations.’’.

(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 subpara-
graph (E) as subparagraph (F), and by insert-
ing after subparagraph (D) the following new
subparagraph:

‘‘(E) an education investment account de-
scribed in section 530, or’’.

(2) SPECIAL RULE.—Subsection (c) of sec-
tion 4975 is amended by adding at the end of
subsection (c) the following new paragraph:

‘‘(5) SPECIAL RULE FOR EDUCATION INVEST-
MENT ACCOUNTS.—An individual for whose
benefit an education investment account is
established and any contributor to such ac-
count shall be exempt from the tax imposed
by this section with respect to any trans-
action concerning such account (which
would otherwise be taxable under this sec-
tion) if section 530(d) applies with respect to
such transaction.’’.

(c) FAILURE TO PROVIDE REPORTS ON EDU-
CATION INVESTMENT ACCOUNTS.—

(1) IN GENERAL.—Paragraph (2) of section
6693(a) (relating to failure to provide reports
on individual retirement accounts or annu-
ities) is amended by striking ‘‘and’’ at the
end of subparagraph (A), by striking the pe-
riod at the end of subparagraph (B) and in-
serting ‘‘, and’’, and by adding at the end the
following new subparagraph:

‘‘(C) section 530(g) (relating to education
investment accounts).’’.

(2) CLERICAL AMENDMENT.—The section
heading for section 6693 is amended by strik-
ing ‘‘INDIVIDUAL RETIREMENT’’ and insert
‘‘CERTAIN TAX-FAVORED’’.

(d) TECHNICAL AMENDMENTS.—
(1) Subparagraph (F) of section 26(b)(2), as

added by the preceding section, is amended
by inserting before the comma ‘‘and section
530(c)(3) (relating to additional tax on cer-
tain distributions from education invest-
ment accounts)’’.

(2) Subparagraph (C) of section 135(c)(2), as
added by the preceding section, is amended
by inserting ‘‘, or to an education invest-
ment account (as defined in section 530) on
behalf of an account holder (as defined in
such section),’’ after ‘‘(as defined in such sec-
tion)’’.

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

‘‘Sec. 530. Education investment accounts.’’.
(4) The item relating to section 6693 in the

table of sections for part I of subchapter B of
chapter 68 is amended by striking ‘‘individ-
ual retirement’’ and inserting ‘‘certain tax-
favored’’.

(e) 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 EM-
PLOYER-PROVIDED EDUCATIONAL
ASSISTANCE.

(a) IN GENERAL.—Subsection (d) of section
127 (relating to educational assistance pro-
grams) is amended to read as follows:

‘‘(d) TERMINATION.—This section shall not
apply to expenses paid with respect to
courses of instruction beginning after De-
cember 31, 1997.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1996.

SEC. 222. INCREASE IN LIMITATION ON QUALI-
FIED 501(C)(3) BONDS OTHER THAN
HOSPITAL BONDS.

(a) IN GENERAL.—The text of paragraph (1)
of section 145(b) is amended by striking
‘‘$150,000,000.’’ and inserting ‘‘the limitation
determined in accordance with the following
table:
In the case of

calendar year: The limitation is:
1998 ................................. $160,000,000
1999 ................................. 170,000,000
2000 ................................. 180,000,000
2001 ................................. 190,000,000
2002 or thereafter ............ 200,000,000.’’.
(b) CONFORMING AMENDMENT.—The heading

for subsection (b) of section 145 is amended
by striking ‘‘$150,000,000’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
January 1, 1998.
SEC. 223. CONTRIBUTIONS OF COMPUTER TECH-

NOLOGY AND EQUIPMENT FOR ELE-
MENTARY OR SECONDARY SCHOOL
PURPOSES.

(a) CONTRIBUTIONS OF COMPUTER TECH-
NOLOGY 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 PUR-
POSES.—

‘‘(A) LIMIT ON REDUCTION.—In the case of a
qualified elementary or secondary edu-
cational 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 elemen-
tary or secondary educational contribution’
means a charitable contribution by a cor-
poration of any computer technology or
equipment, but only if—

‘‘(i) the contribution is to—
‘‘(I) an educational organization described

in subsection (b)(1)(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 edu-
cation,

‘‘(ii) the contribution is made not later
than 2 years after the date the taxpayer ac-
quired the property (or in the case of prop-
erty constructed by the taxpayer, the date
the construction of the property is substan-
tially completed),

‘‘(iii) 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 K–12 that are related to the
purpose or function of the organization or
entity,

‘‘(iv) the property is not transferred by the
donee in exchange for money, other prop-
erty, or services, except for shipping, instal-
lation and transfer costs,

‘‘(v) the property will fit productively into
the entity’s education plan, and

‘‘(vi) the entity’s use and disposition of the
property will be in accordance with the pro-
visions of clauses (iii) and (iv).

‘‘(C) CONTRIBUTION TO PRIVATE FOUNDA-
TION.—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 pur-
poses of this paragraph if—

‘‘(i) the contribution to the private founda-
tion satisfies the requirements of clauses (ii)
and (iv) of subparagraph (B), and

‘‘(ii) within 30 days after such contribu-
tion, the private foundation—
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‘‘(I) contributes the property to an entity

described in clause (i) of subparagraph (B)
that satisfies the requirements of clauses
(iii) through (vi) of subparagraph (B), and

‘‘(II) notifies the donor of such contribu-
tion.

‘‘(D) SPECIAL RULE RELATING TO CONSTRUC-
TION 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 EQUIP-
MENT.—The term ‘computer technology or
equipment’ means computer software (as de-
fined by section 197(e)(3)(B)), computer or pe-
ripheral 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 para-
graph (4)(D).’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to taxable
years beginning after the calendar year in
which this Act is enacted.
SEC. 224. TREATMENT OF CANCELLATION OF

CERTAIN STUDENT LOANS.
(a) CERTAIN DIRECT STUDENT LOANS THE

REPAYMENT OF WHICH IS INCOME CONTIN-
GENT.—Paragraph (1) of section 108(f) is
amended by striking ‘‘any student loan if’’
and all that follows and inserting ‘‘any stu-
dent loan if—

‘‘(A) such discharge was pursuant to a pro-
vision of such loan under which all or part of
the indebtedness of the individual would be
discharged if the individual worked for a cer-
tain period of time in certain professions for
any of a broad class of employers, or

‘‘(B) in the case of a loan made under part
D of title IV of the Higher Education Act of
1965 which has a repayment schedule estab-
lished under section 455(e)(4) of such Act (re-
lating to income contingent repayments),
such discharge is after the maximum repay-
ment period under such loan (as prescribed
under such part).’’.

(b) CERTAIN LOANS BY EXEMPT ORGANIZA-
TIONS.—

(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 insert-
ing the following:

‘‘(D) any educational organization de-
scribed in section 170(b)(1)(A)(ii) if such loan
is made—

‘‘(i) pursuant to an agreement with any en-
tity described in subparagraph (A), (B), or (C)
under which the funds from which the loan
was made were provided to such educational
organization, or

‘‘(ii) pursuant to a program of such edu-
cational organization which is designed to
encourage its students to serve in occupa-
tions with unmet needs or in areas with
unmet needs and under which the services
provided by the students (or former stu-
dents) are for or under the direction of a gov-
ernmental 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 de-
scribed or by an organization exempt from
tax under section 501(a) to refinance a loan
meeting the requirements of the preceding
sentence.’’.

(2) EXCEPTION FOR DISCHARGES ON ACCOUNT
OF SERVICES PERFORMED FOR CERTAIN LEND-
ERS.—Subsection (f) of section 108 is amend-
ed by adding at the end the following new
paragraph:

‘‘(3) EXCEPTION FOR DISCHARGES ON ACCOUNT
OF SERVICES PERFORMED FOR CERTAIN LEND-
ERS.—Paragraph (1) shall not apply to the

discharge of a loan made by an organization
described in paragraph (2)(D) (or by an orga-
nization described in paragraph (2)(E) from
funds provided by an organization described
in paragraph (2)(D)) if the discharge is on ac-
count of services performed for either such
organization.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to dis-
charges of indebtedness after the date of the
enactment of this Act.

TITLE III—SAVINGS AND INVESTMENT
INCENTIVES

Subtitle A—Retirement Savings
SEC. 301. ESTABLISHMENT OF AMERICAN DREAM

IRA.
(a) IN GENERAL.—Subpart A of part I of

subchapter D of chapter 1 (relating to pen-
sion, profit-sharing, stock bonus plans, etc.)
is amended by inserting after section 408 the
following new section:
‘‘SEC. 408A. AMERICAN DREAM IRA.

‘‘(a) GENERAL RULE.—Except as provided in
this section, an American Dream IRA shall
be treated for purposes of this title in the
same manner as an individual retirement
plan.

‘‘(b) AMERICAN DREAM IRA.—For purposes
of this title, the term ‘American Dream IRA’
or ‘AD IRA’ means an individual retirement
plan (as defined in section 7701(a)(37)) which
is designated at the time of the establish-
ment of the plan as an American Dream IRA.
Such designation shall be made in such man-
ner as the Secretary may prescribe.

‘‘(c) TREATMENT OF CONTRIBUTIONS.—
‘‘(1) NO DEDUCTION ALLOWED.—No deduction

shall be allowed under section 219 for a con-
tribution to an AD IRA.

‘‘(2) CONTRIBUTION LIMIT.—
‘‘(A) IN GENERAL.—The aggregate amount

of contributions for any taxable year to all
AD IRAs maintained for the benefit of an in-
dividual shall not exceed $2,000.

‘‘(B) INFLATION ADJUSTMENT.—In the case
of taxable years beginning in a calendar year
after 1998, the $2,000 amount contained in
subparagraph (A) shall be increased by an
amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting ‘calendar year 1997’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

If the amount as adjusted under the preced-
ing sentence is not a multiple of $50, such
amount shall be rounded to the next lowest
multiple of $50.

‘‘(3) CONTRIBUTIONS PERMITTED AFTER AGE
701⁄2.—Contributions to an AD IRA may be
made even after the individual for whom the
account is maintained has attained age 701⁄2.

‘‘(4) MANDATORY DISTRIBUTION RULES NOT TO
APPLY, ETC.—

‘‘(A) IN GENERAL.—Except as provided in
subparagraph (B), subsections (a)(6) and
(b)(3) of section 408 (relating to required dis-
tributions) and section 4974 (relating to ex-
cise tax on certain accumulations in quali-
fied retirement plans) shall not apply to any
AD IRA.

‘‘(B) POST-DEATH DISTRIBUTIONS.—Rules
similar to the rules of section 401(a)(9) (other
than subparagraph (A) thereof) shall apply
for purposes of this section.

‘‘(5) RULES RELATING TO ROLLOVER CON-
TRIBUTIONS.—

‘‘(A) IN GENERAL.—No rollover contribution
may be made to an AD 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).

‘‘(6) 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—

‘‘(1) GENERAL RULES.—
‘‘(A) EXCLUSIONS FROM GROSS INCOME.—Any

qualified distribution from an AD IRA shall
not be includible in gross income.

‘‘(B) NONQUALIFIED DISTRIBUTIONS.—In ap-
plying section 72 to any distribution from an
AD IRA which is not a qualified distribution,
such distribution shall be treated as made
from contributions to the AD IRA to the ex-
tent that such distribution, when added to
all previous distributions from the AD IRA,
does not exceed the aggregate amount of
contributions to the AD IRA. For purposes of
the preceding sentence, all AD IRAs main-
tained for the benefit of an individual shall
be treated as 1 account.

‘‘(C) EXCEPTION FROM PENALTY TAX.—Sec-
tion 72(t) shall not apply to—

‘‘(i) any qualified distribution from an AD
IRA, and

‘‘(ii) any qualified first-time homebuyer
distribution (whether or not a qualified dis-
tribution) from an AD IRA.

‘‘(2) QUALIFIED DISTRIBUTION.—For purposes
of this subsection—

‘‘(A) IN GENERAL.—The term ‘qualified dis-
tribution’ means any payment or distribu-
tion—

‘‘(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 first-time home-
buyer distribution.

‘‘(B) DISTRIBUTIONS WITHIN 5 YEARS.—No
payment or distribution shall be treated as a
qualified distribution if—

‘‘(i) it is made within the 5-taxable year pe-
riod beginning with the 1st taxable year for
which the individual made a contribution to
an AD IRA (or such individual’s spouse made
a contribution to an AD IRA) established for
such individual, or

‘‘(ii) in the case of a payment or distribu-
tion properly allocable (as determined in the
manner prescribed by the Secretary) to a
qualified rollover contribution (or income al-
locable thereto), it is made within the 5-tax-
able year period beginning with the taxable
year in which the rollover contribution was
made.
Clause (ii) shall not apply to a qualified roll-
over contribution from an AD IRA.

‘‘(3) ROLLOVERS.—
‘‘(A) IN GENERAL.—Paragraph (1) shall not

apply to any distribution which is trans-
ferred in a qualified rollover contribution to
an AD IRA.

‘‘(B) INCOME INCLUSION FOR ROLLOVERS
FROM NON-AD IRAS.—

‘‘(i) IN GENERAL.—In the case of any dis-
tribution to which this subparagraph ap-
plies—

‘‘(I) sections 72(t) and 408(d)(3) shall not
apply (but section 4980A shall apply), and

‘‘(II) any amount required to be included in
gross income by reason of this paragraph
shall be so included ratably over the 4-tax-
able year period beginning with the taxable
year in which the distribution is made.

‘‘(ii) DISTRIBUTIONS TO WHICH SUBPARA-
GRAPH APPLIES.—This subparagraph shall
apply to a distribution before January 1,
1999, from an individual retirement plan
(other than an AD IRA) maintained for the
benefit of an individual to an AD IRA main-
tained for the benefit of such individual if
such distribution would be a qualified roll-
over contribution were such individual re-
tirement plan an AD IRA.

‘‘(iii) CONVERSIONS.—The conversion of an
individual retirement plan (other than an
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AD IRA) to an AD IRA shall be treated for
purposes of this subparagraph as a distribu-
tion from such plan to such AD IRA.

‘‘(C) ADDITIONAL REPORTING REQUIRE-
MENTS.—The Secretary shall require that
trustees of AD IRAs, trustees of individual
retirement plans, or both, whichever is ap-
propriate, shall include such additional in-
formation in reports required under section
408(i) as is necessary to ensure that amounts
required to be included in gross income
under subparagraph (B) are so included.

‘‘(4) QUALIFIED FIRST-TIME HOMEBUYER DIS-
TRIBUTION.—For purposes of this section—

‘‘(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 dis-
tribution is used by the individual before the
close of the 60th 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 home-
buyer who is such individual, the spouse of
such individual, or any child, grandchild, or
ancestor of such individual or the individ-
ual’s spouse.

‘‘(B) LIFETIME DOLLAR LIMITATION.—The ag-
gregate 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 ‘quali-
fied acquisition costs’ means the costs of ac-
quiring, constructing, or reconstructing a
residence. Such term includes any usual or
reasonable settlement, financing, or other
closing costs.

‘‘(D) FIRST-TIME HOMEBUYER; OTHER DEFINI-
TIONS.—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 owner-
ship interest in a principal residence during
the 2-year period ending on the date of acqui-
sition 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 en-
actment of this section) 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 sub-
paragraph (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 subpara-
graph (A) applies is entered into, or

‘‘(II) on which construction or reconstruc-
tion of such a principal residence is com-
menced.

‘‘(E) SPECIAL RULE WHERE DELAY IN ACQUISI-
TION.—If any distribution from any individ-
ual retirement plan fails to meet the re-
quirements of subparagraph (A) solely by
reason of a delay or cancellation of the pur-
chase or construction of the residence, the
amount of the distribution may be contrib-
uted to an individual retirement plan as pro-
vided 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)(A)(i) applies to any other amount.

‘‘(e) QUALIFIED ROLLOVER CONTRIBUTION.—
For purposes of this section, the term ‘quali-
fied rollover contribution’ means a rollover
contribution to an AD IRA from another
such account, but only if such rollover con-
tribution meets the requirements of section
408(d)(3).’’.

(b) REPEAL OF NONDEDUCTIBLE CONTRIBU-
TIONS.—

(1) Subsection (f) of section 219 is amended
by striking paragraph (7).

(2) Paragraph (5) of section 408(d) is amend-
ed by striking the last sentence.

(3) Section 408(o) is amended by adding at
the end the following new paragraph:

‘‘(5) TERMINATION.—This subsection shall
not apply to any designated nondeductible
contribution for any taxable year beginning
after December 31, 1997.’’.

(4) Subsection (b) of section 4973 is amend-
ed by striking the last sentence.

(c) EXCESS DISTRIBUTIONS TAX NOT TO
APPLY.—

(1) Subparagraph (A) of section 4980A(d)(3)
is amended by inserting ‘‘(other than AD
IRAs, as defined in section 4980A(b))’’ after
‘‘individual retirement plans’’.

(2) Subparagraph (B) of section 4980A(e)(1)
is amended by inserting ‘‘other than an AD
IRA (as defined in section 408A(b))’’ after
‘‘retirement plan’’.

(d) EXCESS CONTRIBUTIONS.—
(1) Section 4973 is amended by adding at

the end the following new subsection:
‘‘(f) EXCESS CONTRIBUTIONS TO AMERICAN

DREAM IRAS.—For purposes of this section,
in the case of American Dream IRAs, the
term ‘excess contributions’ means the
amount by which the amount contributed for
the taxable year to such IRAs exceeds the
limitation in section 408A(c)(2).’’.

(2) Subsection (b) of section 4973 is amend-
ed by adding at the end the following new
sentence: ‘‘For purposes of this subsection,
an American Dream IRA shall not be treated
as an individual retirement plan.’’.

(e) CLERICAL 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. American Dream IRA.’’.
(f) EFFECTIVE DATE.—The amendments

made by this section shall apply to taxable
years beginning after December 31, 1997.

Subtitle B—Capital Gains
PART I—INDIVIDUAL CAPITAL GAINS

SEC. 311. 20 PERCENT MAXIMUM CAPITAL GAINS
RATE 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 gain for any taxable year, the tax im-
posed by this section for such taxable year
shall not exceed the sum of—

‘‘(A) the base tax amount,
‘‘(B) 10 percent of so much of the tax-

payer’s adjusted net capital gain (or, if less,
taxable income) as does not exceed the ex-
cess (if any) of—

‘‘(i) the amount of taxable income which
would (without regard to this paragraph) be
taxed at a rate of 15 percent or less, over

‘‘(ii) the taxable income reduced by the ad-
justed net capital gain, plus

‘‘(C) 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 de-
termined under subparagraph (B).

‘‘(2) NET CAPITAL GAIN TAKEN INTO ACCOUNT
AS INVESTMENT INCOME.—For purposes of this

subsection, the net capital gain for any tax-
able 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).

‘‘(3) BASE TAX AMOUNT.—For purposes of
paragraph (1), the base tax amount is the
lesser of—

‘‘(A) a tax computed at the rates and in the
same manner as if this subsection had not
been enacted on taxable income reduced by
the adjusted net capital gain, or

‘‘(B) the sum of—
‘‘(i) 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 cap-
ital gain, or

‘‘(II) the amount of taxable income taxed
at a rate below 28 percent,

‘‘(ii) a tax of 26 percent of the lesser of—
‘‘(I) the section 1250 gain, or
‘‘(II) the amount of taxable income in ex-

cess of the sum of the amount on which tax
is determined under clause (i) plus the net
capital gain determined without regard to
section 1250 gain, plus

‘‘(iii) a tax of 28 percent of the amount of
taxable income in excess of the sum of—

‘‘(I) the adjusted net capital gain, plus
‘‘(II) the sum of the amounts on which tax

is determined under clauses (i) and (ii).
‘‘(4) ADJUSTED NET CAPITAL GAIN.—For pur-

poses of this subsection, the term ‘adjusted
net capital gain’ means net capital gain de-
termined without regard to—

‘‘(A) collectibles gain,
‘‘(B) section 1202 gain, and
‘‘(C) section 1250 gain.
‘‘(5) COLLECTIBLES GAIN.—For purposes of

paragraph (4)—
‘‘(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 in-
come.

‘‘(B) COORDINATION WITH SECTION 1022.—Gain
from the disposition of a collectible which is
an indexed asset to which section 1022(a) ap-
plies shall be disregarded for purposes of this
subsection. A taxpayer may elect to treat
any collectible specified in such election as
not being an indexed asset for purposes of
section 1022. Any such election, and any
specification therein, once made, shall be ir-
revocable.

‘‘(C) 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) SECTION 1202 GAIN.—For purposes of
paragraph (4), the term ‘section 1202 gain’
means gain from the sale or exchange of any
qualified small business stock (as defined in
section 1202(c)) held more than 5 years which
is taken into account in computing gross in-
come.

‘‘(7) SECTION 1250 GAIN.—For purposes of
paragraph (4), the term ‘section 1250 gain’
means the excess (if any) of—

‘‘(A) the amount which would be treated as
ordinary income under section 1245 if all sec-
tion 1250 property disposed of by the tax-
payer were section 1245 property, over

‘‘(B) the amount treated as ordinary in-
come under section 1250.
In the case of a taxable year which includes
May 7, 1997, section 1250 gain shall be deter-
mined by taking into account only the gain



CONGRESSIONAL RECORD — HOUSE H4715June 26, 1997
properly taken into account for the portion
of the taxable year after May 6, 1997.

‘‘(8) PRE-EFFECTIVE DATE GAIN.—
‘‘(A) IN GENERAL.—In the case of a taxable

year which includes May 7, 1997, adjusted net
capital gain shall be determined without re-
gard to pre-May 7, 1997, gain.

‘‘(B) PRE-MAY 7, 1997, GAIN.—The term ‘pre-
May 7, 1997, gain’ means the amount which
would be adjusted net capital gain for the
taxable year if adjusted net capital gain were
determined by taking into account only the
gain or loss properly taken into account for
the portion of the taxable year before May 7,
1997.

‘‘(C) SPECIAL RULES FOR PASS-THRU ENTI-
TIES.—In applying subparagraph (A) with re-
spect to any pass-thru entity, the determina-
tion of when gains and loss are properly
taken into account shall be made at the en-
tity level.

‘‘(D) PASS-THRU ENTITY DEFINED.—For pur-
poses of subparagraph (C), the term ‘pass-
thru entity’ means—

‘‘(i) a regulated investment company,
‘‘(ii) a real estate investment trust,
‘‘(iii) an S corporation,
‘‘(iv) a partnership,
‘‘(v) an estate or trust, and
‘‘(vi) a common trust fund.’’.
(b) MINIMUM TAX.—
(1) IN GENERAL.—Subsection (b) of section

55 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(3) MAXIMUM RATE OF TAX ON NET CAPITAL
GAIN OF NONCORPORATE TAXPAYERS.—The
amount determined under the first sentence
of paragraph (1)(A)(i) shall not exceed the
sum of—

‘‘(A) the lesser of—
‘‘(i) 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 re-
duced by the adjusted net capital gain (as de-
fined in section 1(h)(4)), or

‘‘(ii) the sum of—
‘‘(I) 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 re-
duced by the sum of the adjusted net capital
gain (as so defined) and the section 1250 gain
(as defined in section 1(h)(7)), plus

‘‘(II) 26 percent of the lesser of the section
1250 gain (as so defined) or the taxable excess
reduced by the adjusted net capital gain (as
so defined),

‘‘(B) a tax of 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)(B), plus

‘‘(C) a tax of 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 (B).’’.

(2) CONFORMING AMENDMENT.—Clause (ii) of
section 55(b)(1)(A) is amended by striking
‘‘clause (i)’’ and inserting ‘‘this subsection’’.

(c) OTHER CONFORMING AMENDMENTS.—
(1) Subsection (d) of section 291 is amended

by inserting at the end the following new
sentence: ‘‘Any capital gain dividend treated
as having been paid out of such difference to
a shareholder which is not a corporation re-
tains its characters as section 1250 gain for
purposes of applying section 1(h) to such
shareholder.’’.

(2) Paragraph (1) of section 1445(e) is
amended by striking ‘‘28 percent’’ and insert-
ing ‘‘20 percent’’.

(3) The second sentence of section
7518(g)(6)(A), and the second sentence of sec-
tion 607(h)(6)(A) of the Merchant Marine Act,
1936, are each amended by striking ‘‘28 per-
cent’’ and inserting ‘‘20 percent’’.

(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)(2) shall apply only to
amounts paid after the date of the enact-
ment of this Act.

(3) APPLICATION OF ESTIMATED TAX RULES.—
Clause (i) of section 6654(d)(1)(C) of the Inter-
nal Revenue Code of 1986 shall be applied by
substituting ‘‘109 percent’’ for ‘‘110 percent’’
where the preceding taxable year referred to
in such clause is a taxable year beginning in
calendar year 1996.

(4) APPLICATION OF ESTIMATED TAX RULES
FOR 1998.—Clause (i) of section 6654(d)(1)(C) of
the Internal Revenue Code of 1986 shall be
applied by substituting ‘‘105 percent’’ for
‘‘110 percent’’ where the preceding taxable
year referred to in such clause is a taxable
year beginning in calendar year 1997.
SEC. 312. INDEXING OF CERTAIN ASSETS AC-

QUIRED AFTER DECEMBER 31, 2000,
FOR PURPOSES OF DETERMINING
GAIN.

(a) IN GENERAL.—Part II of subchapter O of
chapter 1 (relating to basis rules of general
application) is amended by inserting after
section 1021 the following new section:
‘‘SEC. 1022. INDEXING OF CERTAIN ASSETS AC-

QUIRED AFTER DECEMBER 31, 2000,
FOR PURPOSES OF DETERMINING
GAIN.

‘‘(a) GENERAL RULE.—
‘‘(1) INDEXED BASIS SUBSTITUTED FOR AD-

JUSTED BASIS.—Solely for purposes of deter-
mining gain on the sale or other disposition
by a taxpayer (other than a corporation) of
an indexed asset which has been held for
more than 3 years, the indexed basis of the
asset shall be substituted for its adjusted
basis.

‘‘(2) EXCEPTION FOR DEPRECIATION, ETC.—
The deductions for depreciation, depletion,
and amortization shall be determined with-
out regard to the application of paragraph (1)
to the taxpayer or any other person.

‘‘(3) EXCEPTION FOR PRINCIPAL RESI-
DENCES.—Paragraph (1) shall not apply to
any disposition of the principal residence
(within the meaning of section 121) of the
taxpayer .

‘‘(b) INDEXED ASSET.—
‘‘(1) IN GENERAL.—For purposes of this sec-

tion, the term ‘indexed asset’ means—
‘‘(A) common stock in a C corporation

(other than a foreign corporation), and
‘‘(B) tangible property,

which is a capital asset or property used in
the trade or business (as defined in section
1231(b)).

‘‘(2) STOCK IN CERTAIN FOREIGN CORPORA-
TIONS INCLUDED.—For purposes of this sec-
tion—

‘‘(A) IN GENERAL.—The term ‘indexed asset’
includes common stock in a foreign corpora-
tion which is regularly traded on an estab-
lished securities market.

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply to—

‘‘(i) stock of a foreign investment company
(within the meaning of section 1246(b)),

‘‘(ii) stock in a passive foreign investment
company (as defined in section 1296),

‘‘(iii) stock in a foreign corporation held by
a United States person who meets the re-
quirements of section 1248(a)(2), and

‘‘(iv) stock in a foreign personal holding
company (as defined in section 552).

‘‘(C) TREATMENT OF AMERICAN DEPOSITORY
RECEIPTS.—An American depository receipt
for common stock in a foreign corporation
shall be treated as common stock in such
corporation.

‘‘(c) INDEXED BASIS.—For purposes of this
section—

‘‘(1) GENERAL RULE.—The indexed basis for
any asset is—

‘‘(A) the adjusted basis of the asset, in-
creased by

‘‘(B) the applicable inflation adjustment.
‘‘(2) APPLICABLE INFLATION ADJUSTMENT.—

The applicable inflation adjustment for any
asset is an amount equal to—

‘‘(A) the adjusted basis of the asset, multi-
plied by

‘‘(B) the percentage (if any) by which—
‘‘(i) the chain-type price index for GDP for

the last calendar quarter ending before the
asset is disposed of, exceeds

‘‘(ii) the chain-type price index for GDP for
the last calendar quarter ending before the
asset was acquired by the taxpayer.
The percentage under subparagraph (B) shall
be rounded to the nearest 1⁄10 of 1 percentage
point.

‘‘(3) CHAIN-TYPE PRICE INDEX FOR GDP.—
The chain-type price index for GDP for any
calendar quarter is such index for such quar-
ter (as shown in the last revision thereof re-
leased by the Secretary of Commerce before
the close of the following calendar quarter).

‘‘(d) SUSPENSION OF HOLDING PERIOD WHERE
DIMINISHED RISK OF LOSS; TREATMENT OF
SHORT SALES.—

‘‘(1) IN GENERAL.—If the taxpayer (or a re-
lated person) enters into any transaction
which substantially reduces the risk of loss
from holding any asset, such asset shall not
be treated as an indexed asset for the period
of such reduced risk.

‘‘(2) SHORT SALES.—
‘‘(A) IN GENERAL.—In the case of a short

sale of an indexed asset with a short sale pe-
riod in excess of 3 years, for purposes of this
title, the amount realized shall be an
amount equal to the amount realized (deter-
mined without regard to this paragraph) in-
creased by the applicable inflation adjust-
ment. In applying subsection (c)(2) for pur-
poses of the preceding sentence, the date on
which the property is sold short shall be
treated as the date of acquisition and the
closing date for the sale shall be treated as
the date of disposition.

‘‘(B) SHORT SALE PERIOD.—For purposes of
subparagraph (A), the short sale period be-
gins on the day that the property is sold and
ends on the closing date for the sale.

‘‘(e) TREATMENT OF REGULATED INVESTMENT
COMPANIES AND REAL ESTATE INVESTMENT
TRUSTS.—

‘‘(1) ADJUSTMENTS AT ENTITY LEVEL.—
‘‘(A) IN GENERAL.—Except as otherwise pro-

vided in this paragraph, the adjustment
under subsection (a) shall be allowed to any
qualified investment entity (including for
purposes of determining the earnings and
profits of such entity).

‘‘(B) EXCEPTION FOR CORPORATE SHAREHOLD-
ERS.—Under regulations—

‘‘(i) in the case of a distribution by a quali-
fied investment entity (directly or indi-
rectly) to a corporation—

‘‘(I) the determination of whether such dis-
tribution is a dividend shall be made without
regard to this section, and

‘‘(II) the amount treated as gain by reason
of the receipt of any capital gain dividend
shall be increased by the percentage by
which the entity’s net capital gain for the
taxable year (determined without regard to
this section) exceeds the entity’s net capital
gain for such year determined with regard to
this section, and

‘‘(ii) there shall be other appropriate ad-
justments (including deemed distributions)
so as to ensure that the benefits of this sec-
tion are not allowed (directly or indirectly)
to corporate shareholders of qualified invest-
ment entities.

For purposes of the preceding sentence, any
amount includible in gross income under sec-
tion 852(b)(3)(D) shall be treated as a capital
gain dividend and an S corporation shall not
be treated as a corporation.
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‘‘(C) EXCEPTION FOR QUALIFICATION PUR-

POSES.—This section shall not apply for pur-
poses of sections 851(b) and 856(c).

‘‘(D) EXCEPTION FOR CERTAIN TAXES IM-
POSED AT ENTITY LEVEL.—

‘‘(i) TAX ON FAILURE TO DISTRIBUTE ENTIRE
GAIN.—If any amount is subject to tax under
section 852(b)(3)(A) for any taxable year, the
amount on which tax is imposed under such
section shall be increased by the percentage
determined under subparagraph (B)(i)(II). A
similar rule shall apply in the case of any
amount subject to tax under paragraph (2) or
(3) of section 857(b) to the extent attrib-
utable to the excess of the net capital gain
over the deduction for dividends paid deter-
mined with reference to capital gain divi-
dends only. The first sentence of this clause
shall not apply to so much of the amount
subject to tax under section 852(b)(3)(A) as is
designated by the company under section
852(b)(3)(D).

‘‘(ii) OTHER TAXES.—This section shall not
apply for purposes of determining the
amount of any tax imposed by paragraph (4),
(5), or (6) of section 857(b).

‘‘(2) ADJUSTMENTS TO INTERESTS HELD IN
ENTITY.—

‘‘(A) REGULATED INVESTMENT COMPANIES.—
Stock in a regulated investment company
(within the meaning of section 851) shall be
an indexed asset for any calendar quarter in
the same ratio as—

‘‘(i) the average of the fair market values
of the indexed assets held by such company
at the close of each month during such quar-
ter, bears to

‘‘(ii) the average of the fair market values
of all assets held by such company at the
close of each such month.

‘‘(B) REAL ESTATE INVESTMENT TRUSTS.—
Stock in a real estate investment trust
(within the meaning of section 856) shall be
an indexed asset for any calendar quarter in
the same ratio as—

‘‘(i) the fair market value of the indexed
assets held by such trust at the close of such
quarter, bears to

‘‘(ii) the fair market value of all assets
held by such trust at the close of such quar-
ter.

‘‘(C) RATIO OF 80 PERCENT OR MORE.—If the
ratio for any calendar quarter determined
under subparagraph (A) or (B) would (but for
this subparagraph) be 80 percent or more,
such ratio for such quarter shall be 100 per-
cent.

‘‘(D) RATIO OF 20 PERCENT OR LESS.—If the
ratio for any calendar quarter determined
under subparagraph (A) or (B) would (but for
this subparagraph) be 20 percent or less, such
ratio for such quarter shall be zero.

‘‘(E) LOOK-THRU OF PARTNERSHIPS.—For
purposes of this paragraph, a qualified in-
vestment entity which holds a partnership
interest shall be treated (in lieu of holding a
partnership interest) as holding its propor-
tionate share of the assets held by the part-
nership.

‘‘(3) TREATMENT OF RETURN OF CAPITAL DIS-
TRIBUTIONS.—Except as otherwise provided
by the Secretary, a distribution with respect
to stock in a qualified investment entity
which is not a dividend and which results in
a reduction in the adjusted basis of such
stock shall be treated as allocable to stock
acquired by the taxpayer in the order in
which such stock was acquired.

‘‘(4) QUALIFIED INVESTMENT ENTITY.—For
purposes of this subsection, the term ‘quali-
fied investment entity’ means—

‘‘(A) a regulated investment company
(within the meaning of section 851), and

‘‘(B) a real estate investment trust (within
the meaning of section 856).

‘‘(f) OTHER PASS-THRU ENTITIES.—
‘‘(1) PARTNERSHIPS.—

‘‘(A) IN GENERAL.—In the case of a partner-
ship, the adjustment made under subsection
(a) at the partnership level shall be passed
through to the partners.

‘‘(B) SPECIAL RULE IN THE CASE OF SECTION
754 ELECTIONS.—In the case of a transfer of an
interest in a partnership with respect to
which the election provided in section 754 is
in effect—

‘‘(i) the adjustment under section 743(b)(1)
shall, with respect to the transferor partner,
be treated as a sale of the partnership assets
for purposes of applying this section, and

‘‘(ii) with respect to the transferee partner,
the partnership’s holding period for purposes
of this section in such assets shall be treated
as beginning on the date of such adjustment.

‘‘(2) S CORPORATIONS.—In the case of an S
corporation, the adjustment made under sub-
section (a) at the corporate level shall be
passed through to the shareholders. This sec-
tion shall not apply for purposes of deter-
mining the amount of any tax imposed by
section 1374 or 1375.

‘‘(3) COMMON TRUST FUNDS.—In the case of a
common trust fund, the adjustment made
under subsection (a) at the trust level shall
be passed through to the participants.

‘‘(4) INDEXING ADJUSTMENT DISREGARDED IN
DETERMINING LOSS ON SALE OF INTEREST IN EN-
TITY.—Notwithstanding the preceding provi-
sions of this subsection, for purposes of de-
termining the amount of any loss on a sale
or exchange of an interest in a partnership,
S corporation, or common trust fund, the ad-
justment made under subsection (a) shall not
be taken into account in determining the ad-
justed basis of such interest.

‘‘(g) DISPOSITIONS BETWEEN RELATED PER-
SONS.—

‘‘(1) IN GENERAL.—This section shall not
apply to any sale or other disposition of
property between related persons except to
the extent that the basis of such property in
the hands of the transferee is a substituted
basis.

‘‘(2) RELATED PERSONS DEFINED.—For pur-
poses of this section, the term ‘related per-
sons’ means—

‘‘(A) persons bearing a relationship set
forth in section 267(b), and

‘‘(B) persons treated as single employer
under subsection (b) or (c) of section 414.

‘‘(h) TRANSFERS TO INCREASE INDEXING AD-
JUSTMENT.—If any person transfers cash,
debt, or any other property to another per-
son and the principal purpose of such trans-
fer is to secure or increase an adjustment
under subsection (a), the Secretary may dis-
allow part or all of such adjustment or in-
crease.

‘‘(i) SPECIAL RULES.—For purposes of this
section—

‘‘(1) TREATMENT OF IMPROVEMENTS, ETC.—If
there is an addition to the adjusted basis of
any tangible property or of any stock in a
corporation during the taxable year by rea-
son of an improvement to such property or a
contribution to capital of such corporation—

‘‘(A) such addition shall never be taken
into account under subsection (c)(1)(A) if the
aggregate amount thereof during the taxable
year with respect to such property or stock
is less than $1,000, and

‘‘(B) such addition shall be treated as a
separate asset acquired at the close of such
taxable year if the aggregate amount thereof
during the taxable year with respect to such
property or stock is $1,000 or more.

A rule similar to the rule of the preceding
sentence shall apply to any other portion of
an asset to the extent that separate treat-
ment of such portion is appropriate to carry
out the purposes of this section.

‘‘(2) ASSETS WHICH ARE NOT INDEXED ASSETS
THROUGHOUT HOLDING PERIOD.—The applica-
ble inflation adjustment shall be appro-

priately reduced for periods during which the
asset was not an indexed asset.

‘‘(3) TREATMENT OF CERTAIN DISTRIBU-
TIONS.—A distribution with respect to stock
in a corporation which is not a dividend shall
be treated as a disposition.

‘‘(4) ACQUISITION DATE WHERE THERE HAS
BEEN PRIOR APPLICATION OF SUBSECTION (a)(1)
WITH RESPECT TO THE TAXPAYER.—If there has
been a prior application of subsection (a)(1)
to an asset while such asset was held by the
taxpayer, the date of acquisition of such
asset by the taxpayer shall be treated as not
earlier than the date of the most recent such
prior application.

‘‘(5) COLLAPSIBLE CORPORATIONS.—The ap-
plication of section 341(a) (relating to col-
lapsible corporations) shall be determined
without regard to this section.

‘‘(j) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for part II of subchapter O of chap-
ter 1 is amended by inserting after the item
relating to section 1021 the following new
item:

‘‘Sec. 1022. Indexing of certain assets ac-
quired after December 31, 2000,
for purposes of determining
gain.’’.

(c) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to the disposition of
any property the holding period of which be-
gins after December 31, 2000.

(2) CERTAIN TRANSACTIONS BETWEEN RELAT-
ED PERSONS.—The amendments made by this
section shall not apply to the disposition of
any property acquired after December 31,
2000, from a related person (as defined in sec-
tion 1022(g)(2) of the Internal Revenue Code
of 1986, as added by this section) if—

(A) such property was so acquired for a
price less than the property’s fair market
value, and

(B) the amendments made by this section
did not apply to such property in the hands
of such related person.

(d) 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 an
indexed asset) held by such taxpayer on Jan-
uary 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 reac-
quired on such next business day for an
amount equal to such closing market price),
and

(B) any other indexed asset held by the
taxpayer on January 1, 2001, as having been
sold on such date for an amount equal to its
fair market value on such date (and as hav-
ing been reacquired on such date for an
amount 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 re-
ceived 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 Sec-
retary of the Treasury or his delegate may
prescribe and shall specify the assets for



CONGRESSIONAL RECORD — HOUSE H4717June 26, 1997
which such election is made. Such an elec-
tion, once made with respect to any asset,
shall be irrevocable.

(4) READILY TRADABLE STOCK.—For pur-
poses 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. 313. 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 prin-
cipal residence by individual who has at-
tained age 55) is amended to read as follows:
‘‘SEC. 121. EXCLUSION OF GAIN FROM SALE OF

PRINCIPAL RESIDENCE.
‘‘(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 resi-
dence for periods aggregating 2 years or
more.

‘‘(b) LIMITATIONS.—
‘‘(1) DOLLAR LIMITATION.—The amount of

gain excluded from gross income under sub-
section (a) with respect to any sale or ex-
change shall not exceed $250,000 ($500,000 in
the case of a joint return where both spouses
meet the use requirement of subsection (a)).

‘‘(2) APPLICATION TO ONLY 1 SALE OR EX-
CHANGE EVERY 2 YEARS.—

‘‘(A) IN GENERAL.—Subsection (a) shall not
apply to any sale or exchange by the tax-
payer 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
or his spouse to which subsection (a) applied.

‘‘(B) PREMARRIAGE SALES BY SPOUSE NOT
TAKEN INTO ACCOUNT.—If, but for this sub-
paragraph, subsection (a) would not apply to
a sale or exchange by a married individual
by reason of a sale or exchange by such indi-
vidual’s spouse before their marriage—

‘‘(i) subparagraph (A) shall be applied with-
out regard to the sale or exchange by such
individual’s spouse, but

‘‘(ii) the amount of gain excluded from
gross income under subsection (a) with re-
spect to the sale or exchange by such indi-
vidual shall not exceed $250,000.

‘‘(C) PRE-MAY 7, 1997, SALES NOT TAKEN INTO
ACCOUNT.—Subparagraph (A) shall be applied
without regard to any sale or exchange be-
fore 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 sub-
section (a) shall not apply and subsection
(b)(2) shall not apply; but the amount of gain
excluded from gross income under subsection
(a) with respect to such sale of exchange
shall not exceed—

‘‘(A) the amount which bears the same
ratio to the amount which would be so ex-
cluded 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 tax-
payer or his spouse to which subsection (a)
applied and before the date of such sale or
exchange,
bears to 2 years.

‘‘(2) SALES AND EXCHANGES TO WHICH SUB-
SECTION 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

‘‘(ii) subsection (b)(2), and
‘‘(B) such sale or exchange is by reason of

a change in place of employment, health, or,
to the extent provided in regulations, other
unforeseen circumstances.

‘‘(d) SPECIAL RULES.—
‘‘(1) JOINT RETURNS.—For purposes of this

section, if a husband and wife make a joint
return for the taxable year of the sale or ex-
change of the property, subsection (a) shall,
subject to the provisions of subsection (b),
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 un-
married individual whose spouse is deceased
on the date of the sale or exchange of prop-
erty, the period such unmarried individual
owned such property shall include the period
such deceased spouse held such property be-
fore death.

‘‘(3) PROPERTY OF DIVORCED SPOUSE.—For
purposes of this section, in the case of an in-
dividual holding property transferred to such
individual incident to divorce (within the
meaning of section 1041(c))—

‘‘(A) the period such individual owns such
property shall include the period the former
spouse owned the property, and

‘‘(B) the dollar limitation applicable under
paragraph (1) shall not be less than the
amount such limitation would have been had
the sale or exchange occurred on the date
the divorce became final.

‘‘(4) TENANT-STOCKHOLDER IN COOPERATIVE
HOUSING CORPORATION.—For purposes of this
section, if the taxpayer holds stock as a ten-
ant-stockholder (as defined in section 216) in
a cooperative housing corporation (as de-
fined in such section), then—

‘‘(A) the holding requirements of sub-
section (a) shall 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 sec-

tion, the destruction, theft, seizure, requisi-
tion, or condemnation of property shall be
treated as the sale of such property.

‘‘(B) APPLICATION OF SECTION 1033.—In ap-
plying 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 re-
gard to this section, reduced by the amount
of gain not included in gross income pursu-
ant to this section.

‘‘(C) PROPERTY ACQUIRED AFTER INVOLUN-
TARY CONVERSION.—If the basis of the prop-
erty sold or exchanged is determined (in
whole or in part) under section 1033(b) (relat-
ing to basis of property acquired through in-
voluntary conversion), then the holding and
use by the taxpayer of the converted prop-
erty shall be treated as holding and use by
the taxpayer of the property sold or ex-
changed.

‘‘(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 in-
capable of self-care, and

‘‘(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 prop-
erty and resides in any facility (including a
nursing home) licensed by a State or politi-
cal subdivision to care for an individual in
the taxpayer’s condition.

‘‘(8) DETERMINATION OF MARITAL STATUS.—
In the case of any sale or exchange, for pur-
poses of this section—

‘‘(A) the determination of whether an indi-
vidual is married shall be made as of the
date of the sale or exchange, and

‘‘(B) an individual legally separated from
his spouse under a decree of divorce or of
separate maintenance shall not be consid-
ered as married.

‘‘(9) SALES OF LIFE ESTATES AND REMAINDER
INTERESTS.—For purposes of this section—

‘‘(A) IN GENERAL.—This section shall not
fail to apply to the sale or exchange of an in-
terest in a principal residence by reason of
such interest being a life estate or a remain-
der interest in such residence, but this sec-
tion shall apply only to one such interest in
such residence which is sold or exchanged
separately.

‘‘(B) EXCEPTION FOR SALES TO RELATED PAR-
TIES.—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 EXPATRI-
ATES.—This section shall not apply to any
sale or exchange by an individual if the
treatment provided by section 877(a)(1) ap-
plies 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 purposes of this
section, in the case of property the acquisi-
tion of which by the taxpayer resulted under
section 1034 (as in effect on the day before
the date of the enactment of this sentence)
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 resi-
dence, there 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) CONFORMING AMENDMENTS.—
(1) The following provisions of the Internal

Revenue Code of 1986 are each amended by
striking ‘‘section 1034’’ and inserting ‘‘sec-
tion 121’’: sections 25(e)(7), 56(e)(1)(A),
56(e)(3)(B)(i), 143(i)(1)(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)(11)(A).

(2) Paragraph (4) of section 32(c) is amend-
ed by striking ‘‘(as defined in section
1034(h)(3))’’ and by adding at the end the fol-
lowing new sentence: ‘‘For purposes of the
preceding sentence, the term ‘extended ac-
tive 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 indefi-
nite period.’’.

(3) Subparagraph (A) of 143(m)(6) is amend-
ed by inserting ‘‘(as in effect on the day be-
fore the date of the enactment of the Tax-
payer Relief Act of 1997)’’ after ‘‘1034(e)’’.
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(4) Subsection (e) of section 216 is amended

by striking ‘‘such exchange qualifies for non-
recognition of gain under section 1034(f)’’ and
inserting ‘‘such dwelling unit is used as his
principal residence (within the meaning of
section 121)’’.

(5) Section 512(a)(3)(D) is amended by in-
serting ‘‘(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 to read as follows:

‘‘(3) For exclusion from gross income of
gain from involuntary conversion of prin-
cipal residence, see section 121.’’.

(8) Subsection (e) of section 1038 is amend-
ed to read as follows:

‘‘(e) PRINCIPAL RESIDENCES.—If—
‘‘(1) subsection (a) applies to a reacquisi-

tion of real property with respect to the sale
of which gain was not recognized under sec-
tion 121 (relating to gain on sale of principal
residence); and

‘‘(2) within 1 year after the date of the re-
acquisition 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 apply-
ing section 121, the resale of such property
shall be treated as a part of the transaction
constituting the original sale of such prop-
erty.’’.

(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
Reief Act of 1997)’’ after ‘‘1034’’.

(10) Paragraph (7) of section 1250(d) is
amended to read as follows:

‘‘(7) DISPOSITION OF PRINCIPAL RESIDENCE.—
Subsection (a) shall not apply to a disposi-
tion of property to the extent used by the
taxpayer as his principal residence (within
the meaning of section 121, relating to gain
on sale of principal residence).’’.

(11) Subsection (c) of section 6012 is amend-
ed by striking ‘‘(relating to one-time exclu-
sion of gain from sale of principal residence
by individual who has attained age 55)’’ and
inserting ‘‘(relating to gain from sale of prin-
cipal residence)’’.

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

(13) Section 6504 is amended by striking
paragraph (4) and by redesignating the suc-
ceeding 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 prin-
cipal residence.’’.

(15) The table of sections for part III of
subchapter O of chapter 1 of such Code 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 ex-
changes after May 6, 1997.

(2) SALES BEFORE DATE OF ENACTMENT.—At
the election of the taxpayer, the amend-
ments made by this section shall not apply
to any sale or exchange before the date of
the enactment of this Act.

(3) 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) without 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 en-
actment of this Act) on such sale or ex-
change by reason of a new residence acquired
on or before such date or with respect to the
acquisition of which by the taxpayer a bind-
ing 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 individ-
ual.

PART II—CORPORATE CAPITAL GAINS
SEC. 321. REDUCTION OF ALTERNATIVE CAPITAL

GAIN TAX FOR CORPORATIONS.
(a) IN GENERAL.—Section 1201 is amended

to read as follows:
‘‘SEC. 1201. ALTERNATIVE TAX FOR CORPORA-

TIONS.
‘‘(a) GENERAL RULE.—If for any taxable

year a corporation has 8-year gain, then, in
lieu of the tax imposed by sections 11, 511,
and 831 (a) and (b) (whichever is applicable),
there is hereby imposed a tax (if such tax is
less than the tax imposed by such sections)
which shall consist of the sum of—

‘‘(1) a tax computed on the taxable income
reduced by the amount of the 8-year gain, at
the rates and in the manner as if this sub-
section had not been enacted, plus

‘‘(2) a tax of the applicable percentage of
the amount of the 8-year gain (or, if less,
taxable income).

‘‘(b) APPLICABLE PERCENTAGE.—For pur-
poses of subsection (a)—

‘‘(1) IN GENERAL.—The term ‘applicable per-
centage’ means—

‘‘(A) 32 percent for the portion of any tax-
able year within 1998,

‘‘(B) 31 percent for the portion of any tax-
able year within 1999, and

‘‘(C) 30 percent for the portion of any tax-
able year after 1999.

‘‘(2) FISCAL YEAR TAXPAYERS.—
‘‘(A) TAXABLE YEARS BEGINNING IN 1997.—In

applying this section to taxable years begin-
ning in 1997, 8-year gain shall not exceed the
8-year gain determined by taking into ac-
count only gains and losses properly taken
into account for the portion of the taxable
year after December 31, 1997.

‘‘(B) TAXABLE YEARS BEGINNING IN 1998 OR
1999.—In the case of a taxable year beginning
in 1998 or 1999 which includes portions of 2
calendar years, the applicable percentage
shall be applied separately to such portions
by taking into account—

‘‘(i) in the case of the first such portion,
the lesser of—

‘‘(I) the 8-year gain determined by taking
into account only gains and losses properly
taken into account for such portion, or

‘‘(II) the 8-year gain determined for the en-
tire taxable year, and

‘‘(ii) in the case of the second such portion,
the 8-year gain (and the taxable income) de-
termined for the entire taxable year reduced
by the amount on which tax is determined
under subsection (a)(2) for the first such por-
tion determined under clause (i).

‘‘(C) SPECIAL RULE FOR PASS-THRU ENTI-
TIES.—Section 1(h)(8)(C) shall apply for pur-
poses of this paragraph.

‘‘(c) 8-YEAR GAIN.—For purposes of this
section, the term ‘8-year gain’ means the
lesser of—

‘‘(1) the amount of long-term capital gain
which would be computed for the taxable
year if only gain from the sale or exchange
of property held by the taxpayer for more
than 8 years were taken into account, or

‘‘(2) net capital gain.
The determination under the preceding sen-
tence shall be made without regard to col-
lectibles gain (as defined in section 1(h)(5))
or section 1250 gain (as defined in section
1(h)(7)).

‘‘(d) CROSS REFERENCES.—
‘‘For computation of the alternative tax—
‘‘(1) in the case of life insurance companies,

see section 801(a)(2),
‘‘(2) in the case of regulated investment

companies and their shareholders, see sec-
tion 852(b)(3)(A) and (D), and

‘‘(3) in the case of real estate investment
trusts, see section 857(b)(3)(A).’’.

(b) TECHNICAL AMENDMENTS.—
(1) Subsection (d) of section 291 is amended

by striking ‘‘subsection (a)(1) to such share-
holder’’ and inserting ‘‘subsection (a)(1) and
section 1201 to such shareholder’’.

(2) Clause (iii) of section 852(b)(3)(D) is
amended by striking ‘‘65 percent’’ and insert-
ing ‘‘the applicable percentage’’ and by in-
serting at the end the following new sen-
tence: ‘‘For purposes of the preceding sen-
tence, the term ‘applicable percentage’
means the percentage equal to the excess of
100 percent over the percentage applicable
under section 1201(a).’’.

(3)(A) Subparagraph (B) of section 852(b)(3)
is amended to read as follows:

‘‘(B) TREATMENT OF CAPITAL GAIN DIVIDENDS
BY SHAREHOLDERS.—

‘‘(i) IN GENERAL.—Except as provided in
clause (ii), a capital gain dividend shall be
treated by the shareholders as gain from the
sale or exchange of a capital asset held for
more than 1 year.

‘‘(ii) COORDINATION WITH 8-YEAR HOLDING PE-
RIOD FOR CORPORATE NET CAPITAL GAIN.—The
portion of any capital gain dividend des-
ignated by the company as allocable to gain
from the sale or exchange of property held
by the company for more than 8 years shall
be treated as gain from the sale or exchange
of a capital asset held for more than 8 years.
Rules similar to the rules of subparagraph
(C) shall apply to any designation under the
preceding sentence.’’.

(B) Clause (i) of section 851(b)(3)(D) is
amended by adding at the end thereof the
following new sentence: ‘‘Rules similar to
the rules of subparagraph (B) shall apply in
determining character of the amount to be
so included by any such shareholder which is
a corporation.’’.

(4) Subparagraph (B) of section 857(b)(3) is
amended to read as follows:

‘‘(B) TREATMENT OF CAPITAL GAIN DIVIDENDS
BY SHAREHOLDERS.—

‘‘(i) IN GENERAL.—Except as provided in
clause (ii), a capital gain dividend shall be
treated by the shareholders or holders of
beneficial interests as gain from the sale or
exchange of a capital asset held for more
than 1 year.

‘‘(ii) COORDINATION WITH 8-YEAR HOLDING PE-
RIOD FOR CORPORATE NET CAPITAL GAIN.—The
portion of any capital gain dividend des-
ignated by the company as allocable to gain
from the sale or exchange of property held
by the company for more than 8 years shall
be treated as gain from the sale or exchange
of a capital asset held for more than 8 years.
Rules similar to the rules of subparagraph
(C) shall apply to any designation under the
preceding sentence.’’.

(5) Subsection (c) of section 584 is amend-
ed—

(A) by inserting ‘‘but not more than 8
years’’ after ‘‘1 year’’ each place it appears
in paragraph (2),

(B) by striking ‘‘and’’ at the end of para-
graph (2), and

(C) by redesignating paragraph (3) as para-
graph (4) and inserting after paragraph (2)
the following new paragraph:
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‘‘(3) as part of its gains and losses from

sales or exchanges of capital assets held for
more than 8 years, its proportionate share of
the gains and losses of the common trust
fund from sales or exchanges of capital as-
sets held for more than 8 years, and’’.

(6) Subparagraph (E) of section 904(b)(3) is
amended by adding at the end the following
new clause:

‘‘(iv) REGULATIONS.—The Secretary shall
prescribe regulations that adjust the limita-
tion under subsection (a) to reflect the rate
differential for 8-year gain (as defined in sec-
tion 1201(c)) between the highest rate of tax
specified in section 11(b) and the alternate
rate of tax under section 1201(a) and the limi-
tation on the deduction for capital losses
under section 1211.’’.

(c) EFFECTIVE DATES.—The amendments
made by this section shall apply to taxable
years ending after December 31, 1997.

TITLE IV—ALTERNATIVE MINIMUM TAX
REFORM

SEC. 401. ADJUSTMENT OF EXEMPTION AMOUNTS
FOR TAXPAYERS OTHER THAN COR-
PORATIONS.

(a) IN GENERAL.—Subsection (d) of section
55 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(4) ADJUSTMENT OF EXEMPTION AMOUNTS
FOR TAXPAYERS OTHER THAN CORPORATIONS.—

‘‘(A) TAXABLE YEARS BEGINNING BEFORE
JANUARY 1, 2008.—In the case of any taxable
year beginning in a calendar year after 1998
and before 2008—

‘‘(i) IN GENERAL.—The dollar amount appli-
cable under paragraph (1)(A) for any odd-
numbered calendar year—

‘‘(I) shall be $1,000 greater than the dollar
amount applicable under paragraph (1)(A) for
the prior odd-numbered calendar year, and

‘‘(II) shall apply to taxable years beginning
in such odd-numbered calendar year and the
succeeding calendar year.

‘‘(B) TAXABLE YEARS BEGINNING AFTER DE-
CEMBER 31, 2007.—In the case of any taxable
year beginning in a calendar year after 2007,
the dollar amount applicable under para-
graph (1)(A) for taxable years beginning in
2007 shall be increased by an amount equal to
the product of—

‘‘(i) such dollar amount, and
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 2006’
for ‘calendar year 1992’ in subparagraph (B)
thereof.

If any increase determined under the preced-
ing sentence is not a multiple of $100, such
increase shall be rounded to the next lowest
multiple of $100.

‘‘(C) OTHER AMOUNTS.—
‘‘(i) The dollar amount applicable under

paragraph (1)(B) for any taxable year shall be
an amount equal to 75 percent of the dollar
amount applicable under paragraph (1)(A) for
such year.

‘‘(ii) The dollar amount applicable under
paragraph (1)(C) for any taxable year shall be
an amount equal to 50 percent of the dollar
amount applicable under paragraph (1)(A) for
such year.’’.

(b) CONFORMING AMENDMENT.—The last sen-
tence of section 55(d)(3) is amended by strik-
ing ‘‘$165,000 or (ii) $22,500’’ and inserting
‘‘the minimum amount of such income (as so
determined) for which the exemption
amount under paragraph (1)(C) is zero, or (ii)
such exemption amount (determined without
regard to this paragraph)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1998.

SEC. 402. EXEMPTION FROM ALTERNATIVE MINI-
MUM TAX FOR SMALL CORPORA-
TIONS.

(a) IN GENERAL.—Section 55 (relating to al-
ternative minimum tax imposed) is amended
by adding at the end the following new sub-
section:

‘‘(e) EXEMPTION FOR SMALL CORPORA-
TIONS.—

‘‘(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 any
prior taxable year beginning after December
31, 1996, and

‘‘(B) such corporation would meet such
test for the taxable year and all prior tax-
able years beginning after December 31, 1997,
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 be-
ginning with the first taxable year such cor-
poration ceases to be described in paragraph
(1) shall be determined without regard to
transactions entered into or other items
arising in taxable years prior to such first
taxable year.

‘‘(3) 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 para-
graph (1), the amount described in paragraph
(2) of section 53(b) shall not be less than the
greater of—

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

‘‘(B) 25 percent of so much of the regular
tax liability (reduced by the credit allowed
by section 27) as exceeds $25,000.

Rules similar to the rules of section
38(c)(3)(B) shall apply for purposes of the pre-
ceding sentence.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 403. REPEAL OF ADJUSTMENT FOR DEPRE-

CIATION.
(a) IN GENERAL.—Clause (i) of section

56(a)(1)(A) is amended by inserting ‘‘and be-
fore January 1, 1999,’’ after ‘‘December 31,
1986,’’.

(b) STUDY.—
(1) IN GENERAL.—Because it is the intent of

Congress that the amendment made by sub-
section (a) not have the result of permitting
any corporation with taxable income from
current year operations to pay no Federal in-
come tax, the Secretary of the Treasury or
his delegate shall conduct a study to deter-
mine whether such amendment has that re-
sult and, if so, the policy implications of
that result.

(2) REPORT.—The report of such study shall
be submitted to the Committee on Ways and
Means of the House of Representatives and
the Committee on Finance of the Senate not
later than January 1, 2001.
SEC. 404. MINIMUM TAX NOT TO APPLY TO FARM-

ERS’ INSTALLMENT SALES.
(a) IN GENERAL.—The last sentence of para-

graph (6) of section 56(a) (relating to treat-
ment of installment sales in computing al-
ternative minimum taxable income) is
amended to read as follows: ‘‘This paragraph
shall not apply to any disposition—

‘‘(A) in the case of a taxpayer using the
cash receipts and disbursements method of
accounting, described in section 453(l)(2)(A)
(relating to farm property), or

‘‘(B) with respect to which an election is in
effect under section 453(l)(2)(B) (relating to
timeshares and residential lots).’’.

(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 sen-
tence of section 56(a)(6) of the Internal Reve-
nue 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 re-
ceipts and disbursements method of account-
ing, any disposition described in section
453C(e)(1)(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 RELAT-
ING TO ESTATE AND GIFT TAX PRO-
VISIONS.

(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 following new subsection:

‘‘(c) APPLICABLE CREDIT AMOUNT.—For pur-
poses of this section—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, 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 com-
puted were the applicable exclusion amount
determined in accordance with the following
table:

‘‘In the case of es-
tates of decedents
dying, and gifts
made during:

The applicable
exclusion amount

is:

1998 .............................. $650,000
1999 .............................. $750,000
2000 .............................. $765,000
2001 through 2004 .......... $775,000
2005 .............................. $800,000
2006 .............................. $825,000
2007 or thereafter ......... $1,000,000.

‘‘(2) COST-OF-LIVING ADJUSTMENT.—In the
case of any decedent dying, and gift made, in
a calendar year after 2007, the $1,000,000
amount set forth in paragraph (1) shall be in-
creased by an amount equal to—

‘‘(A) $1,000,000, multiplied by
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting ‘calendar year 2006’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

If any amount as adjusted under the preced-
ing sentence is not a multiple of $10,000, such
amount shall be rounded to the next lowest
multiple of $10,000.’’.

(C) ESTATE TAX RETURNS.—Paragraph (1) of
section 6018(a) is amended by striking
‘‘$600,000’’ and inserting ‘‘the applicable ex-
clusion 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 av-
erage tax rate under this section is 55 per-
cent’’.

(E) ESTATES OF NONRESIDENTS NOT CITI-
ZENS.—Subparagraph (A) of section 2102(c)(3)
is amended by striking ‘‘$192,800’’ and insert-
ing ‘‘the applicable credit amount in effect
under section 2010(c) for the calendar year
which includes the date of death’’.
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(2) UNIFIED GIFT TAX CREDIT.—Paragraph (1)

of section 2505(a) is amended by striking
‘‘$192,800’’ and inserting ‘‘the applicable cred-
it 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 deter-

mined 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 preced-
ing 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.—Sub-
section (b) of section 2503 is amended—

(1) by striking the subsection heading and
inserting the following:

‘‘(b) EXCLUSIONS FROM GIFTS.—
‘‘(1) 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 deter-

mined 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 preced-
ing 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 exemp-
tion) 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 con-
tained in subsection (a) shall be increased by
an amount equal to—

‘‘(1) $1,000,000, multiplied by
‘‘(2) the cost-of-living adjustment deter-

mined 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 preced-
ing 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 fol-
lowing new paragraph:

‘‘(3) INFLATION ADJUSTMENT.—In the case of
estates of decedents dying in a calendar year
after 1998, the $1,000,000 amount 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 deter-

mined 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 preced-
ing 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 es-
tates of decedents dying, and gifts made,
after December 31, 1997.
SEC. 502. 20-YEAR INSTALLMENT PAYMENT

WHERE ESTATE CONSISTS LARGELY
OF INTEREST IN CLOSELY HELD
BUSINESS.

(a) IN GENERAL.—Section 6166(a) (relating
to extension of time for payment of estate
tax where estate consists largely of interest
in closely held business) is amended by strik-
ing ‘‘10’’ in paragraph (1) and the heading
thereof and inserting ‘‘20’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to estates of
decedents dying after December 31, 1997.
SEC. 503. NO INTEREST ON CERTAIN PORTION OF

ESTATE TAX EXTENDED UNDER SEC-
TION 6166, REDUCED INTEREST ON
REMAINING PORTION, AND NO DE-
DUCTION FOR SUCH REDUCED IN-
TEREST.

(a) NO INTEREST AND REDUCED INTEREST.—
(1) IN GENERAL.—Paragraphs (1) and (2) of

section 6601(j) (relating to 4-percent rate on
certain portion of estate tax extended under
section 6166), as amended by section 501(e),
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 annual rate provided by sub-
section (a)—

‘‘(A) no interest shall be paid on the no-in-
terest portion of such amount, and

‘‘(B) interest on so much of such amount as
exceeds such no-interest portion shall be
paid at a rate equal to 45 percent of the an-
nual rate provided by subsection (a).
For purposes of this subsection, the amount
of any deficiency which is prorated to in-
stallments payable under section 6166 shall
be treated as an amount of tax payable in in-
stallments under such section.

‘‘(2) NO-INTEREST PORTION.—For purposes of
this section, the term ‘no-interest 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 which 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), re-
duced 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.’’.

(2) CONFORMING AMENDMENTS.—
(A) Section 6601(j), as amended by section

501, is amended—
(i) by striking ‘‘4-percent’’ each place it ap-

pears in paragraph (3) and inserting ‘‘no-in-
terest’’, and

(ii) by striking ‘‘4-PERCENT RATE ON CER-
TAIN PORTION OF’’ in the heading and insert-
ing ‘‘RATE ON’’.

(B) Section 6166(b)(7)(A)(iii) is amended to
read as follows:

‘‘(iii) for purposes of applying section
6601(j) (relating to rate on estate tax ex-
tended under section 6166), the no-interest
portion shall be zero.’’.

(C) Section 6166(b)(8)(A)(iii) is amended to
read as follows:

‘‘(iii) NO-INTEREST PORTION NOT TO APPLY.—
For purposes of applying section 6601(j) (re-
lating to rate on estate tax extended under
section 6166), the no-interest portion shall be
zero.’’.

(b) DISALLOWANCE OF INTEREST DEDUC-
TION.—

(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 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.’’.

(2) INCOME TAX.—Subparagraph (E) of sec-
tion 163(h)(2) is amended by striking ‘‘or
6166’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to estates of
decedents dying after December 31, 1997.
SEC. 504. EXTENSION OF TREATMENT OF CER-

TAIN RENTS UNDER SECTION 2032A
TO LINEAL DESCENDANTS.

(a) GENERAL RULE.—Paragraph (7) of sec-
tion 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 sur-
viving spouse or lineal descendant of the de-
cedent 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 fam-
ily of such spouse or descendant on a net
cash basis. For purposes of the preceding
sentence, a legally adopted child of an indi-
vidual 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 RELAT-

ING TO ELIGIBILITY OF ESTATE
WITH RESPECT TO INSTALLMENT
PAYMENTS UNDER SECTION 6166.

‘‘(a) CREATION OF REMEDY.—In a case of ac-
tual controversy involving a determination
by the Secretary of (or a failure by the Sec-
retary 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

‘‘(2) whether the extension of time for pay-
ment 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, whether such extension has ceased to
apply, or the amount of such installment
payments. 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 es-
tate, only—

‘‘(A) by the executor of such estate, or
‘‘(B) by any person who has assumed an ob-

ligation to make payments under section
6166 with respect to such estate (but only if
each other such person is joined as a party).

‘‘(2) EXHAUSTION OF ADMINISTRATIVE REM-
EDIES.—The court shall not issue a declara-
tory judgment or decree under this section
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in any proceeding unless it determines that
the petitioner has exhausted all available ad-
ministrative remedies within the Internal
Revenue Service. A petitioner shall be
deemed to have exhausted its administrative
remedies with respect to a failure of the Sec-
retary to make a determination at the expi-
ration of 180 days after the date on which the
request for such determination was made if
the petitioner has taken, in a timely man-
ner, all reasonable steps to secure such de-
termination.

‘‘(3) TIME FOR BRINGING ACTION.—If the Sec-
retary sends by certified or registered mail
notice of his determination as described in
subsection (a) to the petitioner, no proceed-
ing may be initiated under this section un-
less 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 chap-
ter 76 of such Code is amended by adding at
the end the following new item:

‘‘Sec. 7479. Declaratory judgments relating
to eligibility of estate with re-
spect to installment payments
under section 6166.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to the es-
tates of decedents dying after the date of the
enactment of this Act.
SEC. 506. GIFTS MAY NOT BE REVALUED FOR ES-

TATE TAX PURPOSES AFTER EXPIRA-
TION 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 sub-
section:

‘‘(f) VALUATION OF GIFTS.—If—
‘‘(1) the time has expired within which a

tax may be assessed under chapter 12 (or
under corresponding provisions of prior laws)
on the transfer of property by gift made dur-
ing 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 STAT-
UTE OF LIMITATIONS.—Paragraph (9) of sec-
tion 6501(c) is amended to read as follows:

‘‘(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 re-
quired under section 2701(d) which) is re-
quired to be shown on a return of tax im-
posed by chapter 12 (without regard to sec-
tion 2503(b)), and is not shown on such re-
turn, 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
begun 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 rede-
termined by the Secretary after the expira-
tion 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 sec-
tion 7476 the following new section:
‘‘SEC. 7477. DECLARATORY JUDGMENTS RELAT-

ING TO VALUE OF CERTAIN GIFTS.
‘‘(a) CREATION OF REMEDY.—In a case of an

actual controversy involving a determina-

tion by the Secretary of the value of any gift
shown on the return of tax imposed by chap-
ter 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 REM-

EDIES.—The court shall not issue a declara-
tory judgment or decree under this section
in any proceeding unless it determines that
the petitioner has exhausted all available ad-
ministrative remedies within the Internal
Revenue Service.

‘‘(3) TIME FOR BRINGING ACTION.—If the Sec-
retary sends by certified or registered mail
notice of his determination as described in
subsection (a) to the petitioner, no proceed-
ing may be initiated under this section un-
less 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 in-
serting 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 cor-
responding 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. TERMINATION OF THROWBACK RULES
FOR DOMESTIC TRUSTS.

(a) ACCUMULATION DISTRIBUTIONS.—
(1) IN GENERAL.—Section 665 is amended by

adding at the end the following new sub-
section:

‘‘(f) SPECIAL RULE FOR UNITED STATES
TRUSTS.—For purposes of this subpart, in the
case of a trust other than a foreign trust,
any distribution in any taxable year begin-
ning after the date of the enactment of this
subsection shall be computed without regard
to any undistributed net income.’’.

(2) CONFORMING AMENDMENT.—Subsection
(b) of section 665 is amended by inserting
‘‘except as provided in subsection (f),’’ after
‘‘subpart,’’.

(b) PROPERTY TRANSFERRED TO TRUSTS.—
Subsection (e) of section 644 is amended by
striking ‘‘or’’ at the end of paragraph (3), by
striking the period at the end of paragraph
(4) and inserting ‘‘, or ’’, and by adding at the
end the following new paragraph:

‘‘(5) in the case of a trust other than a for-
eign trust, any sale or exchange of property
after the date of the enactment of this para-
graph.’’.

(c) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to distributions in tax-
able years beginning after the date of the en-
actment of this Act.

(2) TRANSFERRED PROPERTY.—The amend-
ments made by subsection (b) shall apply to
sales or exchanges after the date of the en-
actment of this Act.

SEC. 508. UNIFIED CREDIT OF DECEDENT IN-
CREASED BY UNIFIED CREDIT OF
SPOUSE USED ON SPLIT GIFT IN-
CLUDED IN DECEDENT’S GROSS ES-
TATE.

(a) IN GENERAL.—Section 2010 (relating to
unified credit against estate tax) is amended
by adding at the end the following new sub-
section:

‘‘(d) TREATMENT OF UNIFIED CREDIT USED
BY SPOUSE ON SPLIT-GIFT INCLUDED IN DECE-
DENT’S GROSS ESTATE.—If—

‘‘(1) the decedent was the donor of any gift
one-half of which was considered under sec-
tion 2513 as made by the decedent’s spouse,
and

‘‘(2) the amount of such gift is includible in
the gross estate of the decedent by reason of
section 2035, 2036, 2037, or 2038,
the amount of the credit allowable by sub-
section (a) to the estate of the decedent shall
be increased by the amount of the unified
credit allowed against the tax imposed by
section 2501 on the amount of such gift con-
sidered under section 2513 as made by such
spouse.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to gifts
made after the date of the enactment of this
Act.
SEC. 509. REFORMATION OF DEFECTIVE BE-

QUESTS, ETC., TO SPOUSE OF DECE-
DENT.

(a) IN GENERAL.—Subsection (b) of section
2056 (relating to bequests, etc., to surviving
spouse) is amended by adding at the end the
following new paragraph:

‘‘(11) REFORMATIONS PERMITTED.—
‘‘(A) IN GENERAL.—In the case of any inter-

est in property with respect to which a de-
duction would be allowable under subsection
(a) but for a provision of this subsection, if—

‘‘(i) the surviving spouse is entitled to all
of the income from the property for life,

‘‘(ii) no person other than such spouse is
entitled to any distribution of such property
during such spouse’s life, and

‘‘(iii) there is a change of a governing in-
strument (by reformation, amendment, con-
struction, or otherwise) as of the applicable
date which results in the satisfaction of the
requirements of such provision as of the date
of the decedent’s death,

the determination of whether such deduction
is allowable shall be made as of the applica-
ble date.

‘‘(B) SPECIAL RULE WHERE TIMELY COM-
MENCEMENT OF REFORMATION.—Clauses (i) and
(ii) of subparagraph (A) shall not apply to
any interest if, not later than the date de-
scribed in subparagraph (C)(i), a judicial pro-
ceeding is commenced to change such inter-
est into an interest which satisfies the re-
quirements of the provision by reason of
which (but for this paragraph) a deduction
would not be allowable under subsection (a)
for such interest.

‘‘(C) APPLICABLE DATE.—For purposes of
subparagraph (A), the term ‘applicable date’
means—

‘‘(i) the last date (including extensions) for
filing the return of tax imposed by this chap-
ter, or

‘‘(ii) if a judicial proceeding is commenced
to comply with such provision, the time
when the changes pursuant to such proceed-
ing are made.

‘‘(D) SPECIAL RULE.—If the change referred
to in subparagraph (A)(iii) is to qualify the
passage of the interest under paragraph (7),
subparagraph (A) shall apply only if the elec-
tion under paragraph (7)(B) is made.

‘‘(E) STATUTE OF LIMITATIONS.—If a judicial
proceeding described in subparagraph (C)(ii)
is commenced with respect to any interest,
the period for assessing any deficiency of tax
attributable to such interest shall not expire
before the date 1 year after the date on
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which the Secretary is notified that such
provision has been complied with or that
such proceeding has been terminated.’’.

(b) COMPARABLE RULE FOR GIFT TAX.—Sec-
tion 2523 (relating to gift to spouse) is
amended by adding at the end the following
new subsection:

‘‘(j) REFORMATIONS PERMITTED.—Rules
similar to the rules of section 2056(b)(11)
shall apply for purposes of this section.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to estates of
decedents dying, and gifts made, after the
date of the enactment of this Act.

Subtitle B—Generation-Skipping Tax
Provisions

SEC. 511. SEVERING OF TRUSTS HOLDING PROP-
ERTY HAVING AN INCLUSION RATIO
OF GREATER THAN ZERO.

(a) IN GENERAL.—Subsection (a) of section
2642 (relating to inclusion ratio) is amended
by adding at the end the following new para-
graph:

‘‘(3) SEVERING OF TRUSTS HOLDING PROPERTY
HAVING AN INCLUSION RATIO OF GREATER THAN
ZERO.—

‘‘(A) IN GENERAL.—If a trust holding prop-
erty having an inclusion ratio of greater
than zero is severed in a qualified severance,
at the election of the trustee of such trust,
the trusts resulting from such severance
shall be treated as separate trusts for pur-
poses of this chapter and 1 such trust shall
have an inclusion ratio of 1 and the other
such trust shall have an inclusion ratio of
zero.

‘‘(B) QUALIFIED SEVERANCE.—For purposes
of subparagraph (A), the term ‘qualified sev-
erance’ means the creation of 2 trusts from a
single trust if each property held by the sin-
gle trust was divided between the 2 created
trusts such that one trust received an inter-
est in each such property equal to the appli-
cable fraction of the single trust. Such term
includes any other severance permitted
under regulations prescribed by the Sec-
retary.

‘‘(C) ELECTION.—The election under this
paragraph shall be made at the time pre-
scribed by the Secretary. Such an election,
once made, shall be irrevocable.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to
severances after the date of the enactment of
this Act.
SEC. 512. EXPANSION OF EXCEPTION FROM GEN-

ERATION-SKIPPING TRANSFER TAX
FOR TRANSFERS TO INDIVIDUALS
WITH DECEASED PARENTS.

(a) IN GENERAL.—Section 2651 (relating to
generation assignment) is amended by redes-
ignating subsection (e) as subsection (f), and
by inserting after subsection (d) the follow-
ing new subsection:

‘‘(e) SPECIAL RULE FOR PERSONS WITH A DE-
CEASED PARENT.—

‘‘(1) IN GENERAL.—For purposes of deter-
mining whether any transfer is a generation-
skipping transfer, if—

‘‘(A) an individual is a descendant of a par-
ent of the transferor (or the transferor’s
spouse or former spouse), and

‘‘(B) such individual’s parent who is a lin-
eal descendant of the parent of the trans-
feror (or the transferor’s spouse or former
spouse) is dead at the time the transfer (from
which an interest of such individual is estab-
lished 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 in-
dividual were a member of the generation
which is 1 generation below the lower of the
transferor’s generation or the generation as-
signment of the youngest living ancestor of
such individual who is also a descendant of

the parent of the transferor (or the transfer-
or’s spouse or former spouse), and the gen-
eration assignment of any descendant of
such individual shall be adjusted accord-
ingly.

‘‘(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 de-
scendant.’’.

(b) CONFORMING AMENDMENTS.—
(1) Section 2612(c) (defining direct skip) is

amended by striking paragraph (2) and by re-
designating 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 termi-
nations, distributions, and transfers occur-
ring after December 31, 1997.

TITLE VI—EXTENSIONS
SEC. 601. RESEARCH TAX CREDIT.

(a) IN GENERAL.—Paragraph (1) of section
41(h) (relating to termination) is amended—

(1) by striking ‘‘May 31, 1997’’ and inserting
‘‘December 31, 1998’’, and

(2) by striking in the last sentence ‘‘during
the first 11 months of such taxable year.’’
and inserting ‘‘during the 30-month period
beginning with the first month of such year.
The 30 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 de-
termining 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 Sec-
retary.’’.

(2) Paragraph (1) of section 45C(b) is
amended by striking ‘‘May 31, 1997’’ and in-
serting ‘‘December 31, 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.—Clause (ii) of section

170(e)(5)(D) (relating to termination) is
amended by striking ‘‘May 31, 1997’’ and in-
serting ‘‘December 31, 1998’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to con-
tributions made after May 31, 1997.
SEC. 603. WORK OPPORTUNITY TAX CREDIT.

(a) EXTENSION.—
(1) IN GENERAL.—Subparagraph (B) of sec-

tion 51(c)(4) (relating to termination) is
amended by striking ‘‘September 30, 1997’’
and inserting ‘‘September 30, 1998’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to individ-
uals who begin work for the employer after
September 30, 1997.

(b) WORK OPPORTUNITY CREDIT ALLOWED
AGAINST MINIMUM TAX.—

(1) IN GENERAL.—Subsection (c) of section
38 (relating to limitation based on amount of
tax) is amended by redesignating paragraph
(3) as paragraph (4) and by inserting after
paragraph (2) the following new paragraph:

‘‘(3) SPECIAL RULES FOR WORK OPPORTUNITY
CREDIT.—

‘‘(A) IN GENERAL.—In the case of the work
opportunity credit—

‘‘(i) this section and section 39 shall be ap-
plied separately with respect to the credit,
and

‘‘(ii) in applying paragraph (1) to the cred-
it—

‘‘(I) subparagraph (A) shall not apply, and
‘‘(II) the limitation under paragraph (1) (as

modified by subclause (I)) shall be reduced
by the credit allowed under subsection (a) for
the taxable year (other than the work oppor-
tunity credit).

‘‘(B) WORK OPPORTUNITY CREDIT.—For pur-
poses of this subsection, the term ‘work op-
portunity credit’ means the credit allowable
under subsection (a) by reason of section
51(a).’’.

(2) CONFORMING AMENDMENT.—Subclause
(II) of section 38(c)(2)(A)(ii) is amended by in-
serting ‘‘or the work opportunity credit’’
after ‘‘employment credit’’.

(3) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to tax-
able years beginning after December 31, 1997.

(c) PERCENTAGE OF WAGES ALLOWED AS
CREDIT.—

(1) IN GENERAL.—Subsection (a) of section
51 (relating to determination of amount) is
amended by striking ‘‘35 percent’’ and insert-
ing ‘‘40 percent’’.

(2) APPLICATION OF CREDIT FOR INDIVIDUALS
PERFORMING FEWER THAN 400 HOURS OF SERV-
ICES.—Paragraph (3) of section 51(i) is
amended to read as follows:

‘‘(3) INDIVIDUALS NOT MEETING MINIMUM EM-
PLOYMENT PERIODS.—

‘‘(A) REDUCTION OF CREDIT FOR INDIVIDUALS
PERFORMING FEWER THAN 400 HOURS OF SERV-
ICES.—In the case of an individual who has
completed at least 120 hours, but less than
400 hours, of services performed for the em-
ployer, subsection (a) shall be applied by sub-
stituting ‘25 percent’ for ‘40 percent’.

‘‘(B) DENIAL OF CREDIT FOR INDIVIDUALS
PERFORMING FEWER THAN 120 HOURS OF SERV-
ICES.—No wages shall be taken into account
under subsection (a) with respect to any in-
dividual unless such individual has com-
pleted at least 120 hours of services per-
formed for the employer.’’.

(3) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to indi-
viduals who begin work for the employer
after September 30, 1997.

(d) MODIFICATION OF ELIGIBILITY REQUIRE-
MENT BASED ON PERIOD ON WELFARE.—

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 51(d)(2) (defining qualified IV–A recipi-
ent) is amended by striking all that follows
‘‘a IV–A program’’ and inserting ‘‘for any 9
months during the 18-month period ending
on the hiring date.’’.

(2) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 51(d)(3) is amended to
read as follows:

‘‘(A) IN GENERAL.—The term ‘qualified vet-
eran’ means any veteran who is certified by
the designated local agency as being a mem-
ber of a family receiving assistance under a
food stamp program under the Food Stamp
Act of 1977 for at least a 3-month period end-
ing during the 12-month period ending on the
hiring date.’’.

(3) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to indi-
viduals who begin work for the employer
after September 30, 1997.
SEC. 604. ORPHAN DRUG TAX CREDIT.

(a) IN GENERAL.—Section 45C (relating to
clinical testing expenses for certain drugs
for rare diseases or conditions) is amended
by striking subsection (e).

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to
amounts paid or incurred after May 31, 1997.
SEC. 605. BUDGETARY TREATMENT OF EXPIRING

PREFERENTIAL EXCISE TAX RATES
WHICH ARE DEDICATED TO TRUST
FUNDS.

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 257(b)(2) of the Balanced Budget and
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Emergency Deficit Control Act of 1985 (relat-
ing to the baseline) is amended by inserting
before the period ‘‘; except that any expiring
preferential rate (and any credit or refund
related thereto) shall be assumed not to be
extended’’.

(b) ESTIMATE OF REVENUE GAIN FROM COR-
RECTING BASELINE.—For purposes of estimat-
ing revenues under budget reconciliation,
the impact of the amendment made by sub-
section (a) on the calculation of the baseline
shall be determined in the same manner as if
such amendment were an amendment to the
Internal Revenue Code of 1986.

(c) BUDGET ACT POINT OF ORDER.—For pur-
poses of section 311(a) of the Congressional
Budget Act of 1974, the appropriate level of
revenues shall be determined on the assump-
tion that any expiring preferential rate (and
any credit or refund related thereto) of any
excise tax dedicated to a trust fund shall ex-
pire according to current law.

(d) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to budget
years beginning after the date of the enact-
ment of this Act.
TITLE VII—INCENTIVES FOR REVITALIZA-

TION OF THE DISTRICT OF COLUMBIA
SEC. 701. TAX INCENTIVES FOR REVITALIZATION

OF THE DISTRICT OF COLUMBIA.
(a) IN GENERAL.—Chapter 1 is amended by

adding at the end the following new sub-
chapter:

‘‘Subchapter W—District of Columbia
Enterprise Zone

‘‘Sec. 1400. Establishment of DC Zone.
‘‘Sec. 1400A. Tax-exempt economic develop-

ment bonds.
‘‘Sec. 1400B. Credit for equity investments

in and loans to District of Co-
lumbia businesses.

‘‘Sec. 1400C. Zero percent capital gains rate.
‘‘Sec. 1400D. Credit to provide equivalent of

10 percent rate bracket in lieu
of 15 percent bracket.

‘‘SEC. 1400. ESTABLISHMENT OF DC ZONE.
‘‘(a) IN GENERAL.—The applicable DC area

is hereby designated as the District of Co-
lumbia Enterprise Zone. For purposes of this
title (except as otherwise provided in this
subchapter), the District of Columbia Enter-
prise Zone shall be treated as an
empowerment zone designated under sub-
chapter U.

‘‘(b) APPLICABLE DC AREA.—For purposes
of subsection (a), the term ‘applicable DC
area’ means the area consisting of—

‘‘(1) the census tracts located in the Dis-
trict of Columbia which are part of an enter-
prise community designated under sub-
chapter U before the date of the enactment
of this subchapter, and

‘‘(2) all other census tracts—
‘‘(A) which are located in the District of

Columbia, and
‘‘(B) for which the poverty rate is not less

than 35 percent.
‘‘(c) DISTRICT OF COLUMBIA ENTERPRISE

ZONE.—For purposes of this subchapter, the
terms ‘District of Columbia Enterprise Zone’
and ‘DC Zone’ mean the District of Columbia
Enterprise Zone designated by subsection
(a).

‘‘(d) SPECIAL RULE FOR APPLICATION OF EM-
PLOYMENT CREDIT.—In the case of the DC
Zone, section 1396 (relating to empowerment
zone employment credit) shall be applied by
substituting ‘‘20’’ for ‘‘15’’ in the table con-
tained in section 1396(b). The preceding sen-
tence shall apply only with respect to quali-
fied zone employees, as defined in section
1396(d), determined by treating no area other
than the DC Zone as an empowerment zone
or enterprise community.

‘‘(e) TIME FOR WHICH DESIGNATION APPLICA-
BLE.—

‘‘(1) IN GENERAL.—The designation made by
subsection (a) shall apply for the period be-
ginning on January 1, 1998, and ending on De-
cember 31, 2002.

‘‘(2) COORDINATION WITH DC ENTERPRISE
COMMUNITY DESIGNATED UNDER SUBCHAPTER
U.—The designation as an enterprise commu-
nity, under subchapter U, of the census
tracts referred to in subsection (b)(1) shall
terminate on December 31, 2002.
‘‘SEC. 1400A. TAX-EXEMPT ECONOMIC DEVELOP-

MENT BONDS.
‘‘(a) IN GENERAL.—In the case of the Dis-

trict of Columbia Enterprise Zone—
‘‘(1) subsection (a) of section 1394 (relating

to tax-exempt facility bonds for
empowerment zones and enterprise commu-
nities) applies only with respect to bonds is-
sued by the Economic Development Corpora-
tion, and

‘‘(2) subparagraph (A) of section 1394(c)(1)
(relating to limitation on amount of bonds)
shall be applied by substituting ‘$15,000,000’
for ‘$3,000,000’.

‘‘(b) ECONOMIC DEVELOPMENT CORPORA-
TION.—For purposes of this section, the term
‘Economic Development Corporation’ means
an entity which is created by Federal law in
1997 as part of the District of Columbia gov-
ernment.

‘‘(c) PERIOD OF APPLICABILITY.—This sec-
tion shall apply to bonds issued during the
period beginning on January 1, 1998, and end-
ing on December 31, 2002.
‘‘SEC. 1400B. CREDIT FOR EQUITY INVESTMENTS

IN AND LOANS TO DISTRICT OF CO-
LUMBIA BUSINESSES.

‘‘(a) GENERAL RULE.—For purposes of sec-
tion 38, the DC Zone investment credit deter-
mined under this section for any taxable
year is—

‘‘(1) the qualified lender credit for such
year, and

‘‘(2) the qualified equity investment credit
for such year.

‘‘(b) QUALIFIED LENDER CREDIT.—For pur-
poses of this section—

‘‘(1) IN GENERAL.—The qualified lender
credit for any taxable year is the amount of
credit specified for such year by the Eco-
nomic Development Corporation with re-
spect to qualified District loans made by the
taxpayer.

‘‘(2) LIMITATION.—In no event may the
qualified lender credit with respect to any
loan exceed 25 percent of the cost of the
property purchased with the proceeds of the
loan.

‘‘(3) QUALIFIED DISTRICT LOAN.—For pur-
poses of paragraph (1), the term ‘qualified
district loan’ means any loan for the pur-
chase (as defined in section 179(d)(2)) of prop-
erty to which section 168 applies (or would
apply but for section 179) (or land which is
functionally related and subordinate to such
property) and substantially all of the use of
which is in the District of Columbia and is in
the active conduct of a trade or business in
the District of Columbia. A rule similar to
the rule of section 1397C(a)(2) shall apply for
purposes of the preceding sentence.

‘‘(c) QUALIFIED EQUITY INVESTMENT CRED-
IT.—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the qualified equity investment credit
determined under this section for any tax-
able year is an amount equal to the percent-
age specified by the Economic Development
Corporation (but not greater than 25 percent)
of the aggregate amount paid in cash by the
taxpayer during the taxable year for the pur-
chase of District business investments.

‘‘(2) DISTRICT BUSINESS INVESTMENT.—For
purposes of this subsection, the term ‘Dis-
trict business investment’ means—

‘‘(A) any District business stock, and
‘‘(B) any District partnership interest.
‘‘(3) DISTRICT BUSINESS STOCK.—For pur-

poses of this subsection—

‘‘(A) IN GENERAL.—Except as provided in
subparagraph (B), the term ‘District business
stock’ means any stock in a domestic cor-
poration if—

‘‘(i) such stock is acquired by the taxpayer
at its original issue (directly or through an
underwriter) solely in exchange for cash, and

‘‘(ii) as of the time such stock was issued,
such corporation was engaged in a trade or
business in the District of Columbia (or, in
the case of a new corporation, such corpora-
tion was being organized for purposes of en-
gaging in such a trade or business).

‘‘(B) REDEMPTIONS.—A rule similar to the
rule of section 1202(c)(3) shall apply for pur-
poses of this paragraph.

‘‘(4) QUALIFIED DISTRICT PARTNERSHIP IN-
TEREST.—For purposes of this subsection, the
term ‘qualified District partnership interest’
means any interest in a partnership if—

‘‘(A) such interest is acquired by the tax-
payer from the partnership solely in ex-
change for cash, and

‘‘(B) as of the time such interest was ac-
quired, such partnership was engaging in a
trade or business in the District of Columbia
(or, in the case of a new partnership, such
partnership was being organized for purposes
of engaging in such a trade or business).
A rule similar to the rule of paragraph (3)(B)
shall apply for purposes of this paragraph.

‘‘(5) RECAPTURE OF CREDIT UPON CERTAIN
DISPOSITIONS OF DISTRICT BUSINESS INVEST-
MENTS.—

‘‘(A) IN GENERAL.—If a taxpayer disposes of
any District business investment (or any
other property the basis of which is deter-
mined in whole or in part by reference to the
adjusted basis of such investment) before the
end of the 5-year period beginning on the
date such investment was acquired by the
taxpayer, the taxpayer’s tax imposed by this
chapter for the taxable year in which such
distribution occurs shall be increased by the
aggregate decrease in the credits allowed
under section 38 for all prior taxable years
which would have resulted solely from reduc-
ing to zero any credit determined under this
section with respect to such investment.

‘‘(B) EXCEPTIONS.—Subparagraph (A) shall
not apply to any gift, transfer, or trans-
action described in paragraph (1), (2), or (3) of
section 1245(b).

‘‘(C) SPECIAL RULE.—Any increase in tax
under subparagraph (A) shall not be treated
as a tax imposed by this chapter for purposes
of—

‘‘(i) determining the amount of any credit
allowable under this chapter, and

‘‘(ii) determining the amount of the tax
imposed by section 55.

‘‘(6) BASIS REDUCTION.—For purposes of this
title, the basis of any District business in-
vestment shall be reduced by the amount of
the credit determined under this section
with respect to such investment.

‘‘(d) LIMITATION ON AMOUNT OF CREDIT.—
‘‘(1) IN GENERAL.—The amount of the DC

Zone investment credit determined under
this section with respect to any taxpayer for
any taxable year shall not exceed the credit
amount allocated to such taxpayer for such
taxable year by the Economic Development
Corporation.

‘‘(2) OVERALL LIMITATION.—The aggregate
credit amount which may be allocated by the
Economic Development Corporation under
this section shall not exceed $75,000,000.

‘‘(3) CRITERIA FOR ALLOCATING CREDIT
AMOUNTS.—The allocation of credit amounts
under this section shall be made in accord-
ance with criteria established by the Eco-
nomic Development Corporation. In estab-
lishing such criteria, such Corporation shall
take into account—

‘‘(A) the degree to which the business re-
ceiving the loan or investment will provide
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job opportunities for low and moderate in-
come residents of the DC Zone, and

‘‘(B) whether such business is within the
DC Zone.

‘‘(e) ECONOMIC DEVELOPMENT CORPORA-
TION.—For purposes of this section, the term
‘Economic Development Corporation’ has
the meaning given such term by section
1400A(b).

‘‘(f) REGULATIONS.—The Secretary shall
prescribe such regulations as may be appro-
priate to carry out this section.

‘‘(g) APPLICATION OF SECTION.—This section
shall apply to any credit amount allocated
for taxable years beginning after December
31, 1997, and before January 1, 2003.

‘‘SEC. 1400C. ZERO PERCENT CAPITAL GAINS
RATE.

‘‘(a) EXCLUSION.—Gross income shall not
include qualified capital gain from the sale
or exchange of any DC Zone asset held for
more than 5 years.

‘‘(b) DC ZONE ASSET.—For purposes of this
section—

‘‘(1) IN GENERAL.—The term ‘DC Zone asset’
means—

‘‘(A) any DC Zone business stock,
‘‘(B) any DC Zone partnership interest, and
‘‘(C) any DC Zone business property.
‘‘(2) DC ZONE BUSINESS STOCK.—
‘‘(A) IN GENERAL.—The term ‘DC Zone busi-

ness stock’ means any stock in a domestic
corporation which is originally issued after
December 31, 1997, if—

‘‘(i) such stock is acquired by the taxpayer,
before January 1, 2003, at its original issue
(directly or through an underwriter) solely
in exchange for cash,

‘‘(ii) as of the time such stock was issued,
such corporation was a DC Zone business (or,
in the case of a new corporation, such cor-
poration was being organized for purposes of
being a DC Zone business), and

‘‘(iii) during substantially all of the tax-
payer’s holding period for such stock, such
corporation qualified as a DC Zone business.

‘‘(B) REDEMPTIONS.—A rule similar to the
rule of section 1202(c)(3) shall apply for pur-
poses of this paragraph.

‘‘(3) DC ZONE PARTNERSHIP INTEREST.—The
term ‘DC Zone partnership interest’ means
any capital or profits interest in a domestic
partnership which is originally issued after
December 31, 1997, if—

‘‘(A) such interest is acquired by the tax-
payer, before January 1, 2003, from the part-
nership solely in exchange for cash,

‘‘(B) as of the time such interest was ac-
quired, such partnership was a DC Zone busi-
ness (or, in the case of a new partnership,
such partnership was being organized for
purposes of being a DC Zone business), and

‘‘(C) during substantially all of the tax-
payer’s holding period for such interest, such
partnership qualified as a DC Zone business.
A rule similar to the rule of paragraph (2)(B)
shall apply for purposes of this paragraph.

‘‘(4) DC ZONE BUSINESS PROPERTY.—
‘‘(A) IN GENERAL.—The term ‘DC Zone busi-

ness property’ means tangible property if—
‘‘(i) such property was acquired by the tax-

payer by purchase (as defined in section
179(d)(2)) after December 31, 1997, and before
January 1, 2003,

‘‘(ii) the original use of such property in
the DC Zone commences with the taxpayer,
and

‘‘(iii) during substantially all of the tax-
payer’s holding period for such property,
substantially all of the use of such property
was in a DC Zone business of the taxpayer.

‘‘(B) SPECIAL RULE FOR BUILDINGS WHICH
ARE SUBSTANTIALLY IMPROVED.—

‘‘(i) IN GENERAL.—The requirements of
clauses (i) and (ii) of subparagraph (A) shall
be treated as met with respect to—

‘‘(I) property which is substantially im-
proved by the taxpayer before January 1,
2003, and

‘‘(II) any land on which such property is lo-
cated.

‘‘(ii) SUBSTANTIAL IMPROVEMENT.—For pur-
poses of clause (i), property shall be treated
as substantially improved by the taxpayer
only if, during any 24-month period begin-
ning after December 31, 1997, additions to
basis with respect to such property in the
hands of the taxpayer exceed the greater of—

‘‘(I) an amount equal to the adjusted basis
of such property at the beginning of such 24-
month period in the hands of the taxpayer,
or

‘‘(II) $5,000.
‘‘(6) TREATMENT OF SUBSEQUENT PUR-

CHASERS, ETC.—The term ‘DC Zone asset’ in-
cludes any property which would be a DC
Zone asset but for paragraph (2)(A)(i), (3)(A),
or (4)(A)(ii) in the hands of the taxpayer if
such property was a DC Zone asset in the
hands of a prior holder.

‘‘(7) 5-YEAR SAFE HARBOR.—If any property
ceases to be a DC Zone asset by reason of
paragraph (2)(A)(iii), (3)(C), or (4)(A)(iii) after
the 5-year period beginning on the date the
taxpayer acquired such property, such prop-
erty shall continue to be treated as meeting
the requirements of such paragraph; except
that the amount of gain to which subsection
(a) applies on any sale or exchange of such
property shall not exceed the amount which
would be qualified capital gain had such
property been sold on the date of such ces-
sation.

‘‘(c) DC ZONE BUSINESS.—For purposes of
this section, the term ‘DC Zone business’
means any entity which is an enterprise zone
business (as defined in section 1397B), deter-
mined by treating no area other than the DC
Zone as an empowerment zone or enterprise
community.

‘‘(d) OTHER DEFINITIONS AND SPECIAL
RULES.—For purposes of this section—

‘‘(1) QUALIFIED CAPITAL GAIN.—Except as
otherwise provided in this subsection, the
term ‘qualified capital gain’ means any gain
recognized on the sale or exchange of—

‘‘(A) a capital asset, or
‘‘(B) property used in the trade or business

(as defined in section 1231(b)).
‘‘(2) GAIN BEFORE 1998 OR AFTER 2007 NOT

QUALIFIED.—The term ‘qualified capital gain’
shall not include any gain attributable to pe-
riods before January 1, 1998, or after Decem-
ber 31, 2007.

‘‘(3) CERTAIN GAIN ON REAL PROPERTY NOT
QUALIFIED.—The term ‘qualified capital gain’
shall not include any gain which would be
treated as ordinary income under section
1250 if section 1250 applied to all depreciation
rather than the additional depreciation.

‘‘(4) INTANGIBLES AND LAND NOT INTEGRAL
PART OF DC ZONE BUSINESS.—The term ‘quali-
fied capital gain’ shall not include any gain
which is attributable to real property, or an
intangible asset, which is not an integral
part of a DC Zone business.

‘‘(5) RELATED PARTY TRANSACTIONS.—The
term ‘qualified capital gain’ shall not in-
clude any gain attributable, directly or indi-
rectly, in whole or in part, to a transaction
with a related person. For purposes of this
paragraph, persons are related to each other
if such persons are described in section 267(b)
or 707(b)(1).

‘‘(e) CERTAIN OTHER RULES TO APPLY.—
Rules similar to the rules of subsections (g),
(h), (i)(2), and (j) of section 1202 shall apply
for purposes of this section.

‘‘(f) SALES AND EXCHANGES OF INTERESTS IN
PARTNERSHIPS AND S CORPORATIONS WHICH
ARE DC ZONE BUSINESSES.—In the case of the
sale or exchange of an interest in a partner-
ship, or of stock in an S corporation, which
was a DC Zone business during substantially

all of the period the taxpayer held such in-
terest or stock, the amount of qualified cap-
ital gain shall be determined without regard
to—

‘‘(1) any gain which is attributable to real
property, or an intangible asset, which is not
an integral part of a DC Zone business, and

‘‘(2) any gain attributable to periods before
January 1, 1998, or after December 31, 2007.
‘‘SEC. 1400D. CREDIT TO PROVIDE EQUIVALENT

OF 10 PERCENT RATE BRACKET IN
LIEU OF 15 PERCENT BRACKET.

‘‘(a) IN GENERAL.—In the case of a DC Zone
individual, there shall be allowed as a credit
against the tax imposed by this chapter for
the taxable year an amount equal to 5 per-
cent of so much of the taxpayer’s taxable in-
come for the year as does not exceed the
highest amount of such income which is sub-
ject to the 15 percent rate under section 1.

‘‘(b) DC ZONE INDIVIDUAL.—For purposes of
this section, the term ‘DC Zone individual’
means an individual who has a principal
place of abode in the District of Columbia
Enterprise Zone for not less than 183 days of
the taxable year.

‘‘(c) CREDIT NOT TO APPLY TO ESTATE OR
TRUST.—This section shall not apply to an
estate or trust.

‘‘(d) COORDINATION WITH OTHER CREDITS.—
For purposes of this chapter, the credit
under this section shall be treated as a credit
under subpart A of part IV of subchapter A.

‘‘(e) TERMINATION.—This section shall not
apply to any taxable year beginning after
December 31, 2007.’’.

(b) CREDITS MADE PART OF GENERAL BUSI-
NESS CREDIT.—

(1) Subsection (b) of section 38 is amended
by striking ‘‘plus’’ at the end of paragraph
(11), by striking the period at the end of
paragraph (12) and inserting ‘‘, plus’’, and by
adding at the end the following new para-
graph:

‘‘(13) the DC Zone investment credit deter-
mined under section 1400B(a).’’.

(2) Subsection (d) of section 39 is amended
by adding at the end the following new para-
graph:

‘‘(8) NO CARRYBACK OF DC ZONE CREDITS BE-
FORE EFFECTIVE DATE.—No portion of the un-
used business credit for any taxable year
which is attributable to the credit under sec-
tion 1400B, or to the credits under subchapter
U by reason of section 1400, may be carried
back to a taxable year ending before the date
of the enactment of sections 1400B and 1400.’’.

(3) Subsection (c) of section 196 is amended
by striking ‘‘and’’ at the end of paragraph
(6), by striking the period at the end of para-
graph (7) and inserting ‘‘, and’’, and by add-
ing at the end the following new paragraph:

‘‘(8) the DC Zone investment credit deter-
mined under section 1400B(a).’’.

(c) CLERICAL AMENDMENT.—The table of
subchapters for chapter 1 is amended by add-
ing at the end the following new item:

‘‘Subchapter W. District of Columbia Enter-
prise Zone.’’.

(d) EFFECTIVE DATE.—This section shall
take effect on the date of the enactment of
this Act.
SEC. 702. INCENTIVES CONDITIONED ON OTHER

DC REFORM.
The amendments made by section 701 shall

not take effect unless an entity known as
the Economic Development Corporation is
created by Federal law in 1997 as part of the
District of Columbia government.

TITLE VIII—WELFARE-TO-WORK
INCENTIVES

SEC. 801. INCENTIVES FOR EMPLOYING LONG-
TERM FAMILY ASSISTANCE RECIPI-
ENTS.

(a) IN GENERAL.—Subpart F of part IV of
subchapter A of chapter 1 is amended by in-
serting after section 51 the following new
section:
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‘‘SEC. 51A. TEMPORARY INCENTIVES FOR EM-

PLOYING LONG-TERM FAMILY AS-
SISTANCE RECIPIENTS.

‘‘(a) DETERMINATION OF AMOUNT.—For pur-
poses of section 38, the amount of the wel-
fare-to-work credit determined under this
section for the taxable year shall be equal
to—

‘‘(1) 35 percent of the qualified first-year
wages for such year, and

‘‘(2) 50 percent of the qualified second-year
wages for such year.

‘‘(b) QUALIFIED WAGES DEFINED.—For pur-
poses of this section—

‘‘(1) IN GENERAL.—The term ‘qualified
wages’ means the wages paid or incurred by
the employer during the taxable year to indi-
viduals who are long-term family assistance
recipients.

‘‘(2) QUALIFIED FIRST-YEAR WAGES.—The
term ‘qualified first-year wages’ means, with
respect to any individual, qualified wages at-
tributable to service rendered during the 1-
year period beginning with the day the indi-
vidual begins work for the employer.

‘‘(3) QUALIFIED SECOND-YEAR WAGES.—The
term ‘qualified second-year wages’ means,
with respect to any individual, qualified
wages attributable to service rendered dur-
ing the 1-year period beginning on the day
after the last day of the 1-year period with
respect to such individual determined under
paragraph (2).

‘‘(4) ONLY FIRST $10,000 OF WAGES PER YEAR
TAKEN INTO ACCOUNT.—The amount of the
qualified first-year wages, and the amount of
qualified second-year wages, which may be
taken into account with respect to any indi-
vidual shall not exceed $10,000 per year.

‘‘(5) WAGES.—
‘‘(A) IN GENERAL.—The term ‘wages’ has

the meaning given such term by section
51(c), without regard to paragraph (4) there-
of.

‘‘(B) CERTAIN AMOUNTS TREATED AS
WAGES.—The term ‘wages’ includes amounts
paid or incurred by the employer which are
excludable from such recipient’s gross in-
come under—

‘‘(i) section 105 (relating to amounts re-
ceived under accident and health plans),

‘‘(ii) section 106 (relating to contributions
by employer to accident and health plans),

‘‘(iii) section 127 (relating to educational
assistance programs) or would be so exclud-
able but for section 127(d), but only to the
extent paid or incurred to a person not relat-
ed to the employer, or

‘‘(iv) section 129 (relating to dependent
care assistance programs).

The amount treated as wages by clause (i) or
(ii) for any period shall be based on the rea-
sonable cost of coverage for the period, but
shall not exceed the applicable premium for
the period under section 4980B(f)(4).

‘‘(C) SPECIAL RULES FOR AGRICULTURAL AND
RAILWAY LABOR.—If such recipient is an em-
ployee to whom subparagraph (A) or (B) of
section 51(h)(1) applies, rules similar to the
rules of such subparagraphs shall apply ex-
cept that—

‘‘(i) such subparagraph (A) shall be applied
by substituting ‘$10,000’ for ‘$6,000’, and

‘‘(ii) such subparagraph (B) shall be applied
by substituting ‘$833.33’ for ‘$500’.

‘‘(c) LONG-TERM FAMILY ASSISTANCE RE-
CIPIENTS.—For purposes of this section—

‘‘(1) IN GENERAL.—The term ‘long-term
family assistance recipient’ means any indi-
vidual who is certified by the designated
local agency (as defined in section
51(d)(10))—

‘‘(A) as being a member of a family receiv-
ing assistance under a IV-A program (as de-
fined in section 51(d)(2)(B)) for at least the
18-month period ending on the hiring date.

‘‘(B)(i) as being a member of a family re-
ceiving such assistance for 18 months begin-

ning after the date of the enactment of this
section, and

‘‘(ii) as having a hiring date which is not
more than 2 years after the end of the earli-
est such 18-month period, or

‘‘(C)(i) as being a member of a family
which ceased to be eligible after the date of
the enactment of this section for such assist-
ance by reason of any limitation imposed by
Federal or State law on the maximum period
such assistance is payable to a family, and

‘‘(ii) as having a hiring date which is not
more than 2 years after the date of such ces-
sation.

‘‘(2) HIRING DATE.—The term ‘hiring date’
has the meaning given such term by section
51(d).

‘‘(d) CERTAIN RULES TO APPLY.—
‘‘(1) IN GENERAL.—Rules similar to the

rules of section 52, and subsections (d)(11),
(f), (g), (i) (as in effect on the day before the
date of the enactment of the Taxpayer Reief
Act of 1997), (j), and (k) of section 51, shall
apply for purposes of this section.

‘‘(2) CREDIT TO BE PART OF GENERAL BUSI-
NESS CREDIT, ETC.—References to section 51
in section 38(b), 280C(a), and 1396(c)(3) shall
be treated as including references to this sec-
tion.

‘‘(e) COORDINATION WITH WORK OPPOR-
TUNITY CREDIT.—If a credit is allowed under
this section to an employer with respect to
an individual for any taxable year, then for
purposes of applying section 51 to such em-
ployer, such individual shall not be treated
as a member of a targeted group for such
taxable year.

‘‘(f) TERMINATION.—This section shall not
apply to individuals who begin work for the
employer after April 30, 1999.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for subpart F of part IV of sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 51 the
following new item:

‘‘Sec. 51A. Temporary incentives for employ-
ing long-term family assistance
recipients.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to individ-
uals who begin work for the employer after
December 31, 1997.
TITLE IX—MISCELLANEOUS PROVISIONS

Subtitle A—Provisions Relating to Excise
Taxes

SEC. 901. REPEAL OF TAX ON DIESEL FUEL USED
IN RECREATIONAL BOATS.

(a) IN GENERAL.—Subparagraph (B) of sec-
tion 6421(e)(2) (defining off-highway business
use) is amended by striking clauses (iii) and
(iv).

(b) CONFORMING AMENDMENTS.—
(1) Subparagraph (A) of section 4041(a)(1) is

amended—
(A) by striking ‘‘, a diesel-powered train, or

a diesel-powered boat’’ each place it appears
and inserting ‘‘or a diesel-powered train’’,
and

(B) by striking ‘‘vehicle, train, or boat’’
and inserting ‘‘vehicle or train’’.

(2) Paragraph (1) of section 4041(a) is
amended by striking subparagraph (D).

(3) Paragraph (2) of section 9503(f) is
amended by striking subparagraph (C) and
by redesignating subparagraphs (D) and (E)
as subparagraphs (C) and (D), respectively.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
January 1, 1998.
SEC. 902. CONTINUED APPLICATION OF TAX ON

IMPORTED RECYCLED HALON-1211.
(a) IN GENERAL.—Paragraph (1) of section

4682(d) is amended by striking ‘‘recycled
halon’’ and inserting ‘‘recycled Halon-1301 or
recycled Halon-2402’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the date of the enactment of this Act.

SEC. 903. UNIFORM RATE OF TAX ON VACCINES.
(a) IN GENERAL.—Subsection (b) of section

4131 is amended to read as follows:
‘‘(b) AMOUNT OF TAX.—
‘‘(1) IN GENERAL.—The amount of the tax

imposed by subsection (a) shall be 84 cents
per dose of any taxable vaccine.

‘‘(2) COMBINATIONS OF VACCINES.—If any
taxable vaccine is described in more than 1
subparagraph of section 4132(a)(1), the
amount of the tax imposed by subsection (a)
on such vaccine shall be the sum of the
amounts for the vaccines which are so in-
cluded.’’.

(b) TAXABLE VACCINES.—Paragraph (1) of
section 4132(a) is amended to read as follows:

‘‘(1) TAXABLE VACCINE.—The term ‘taxable
vaccine’ means any of the following vaccines
which are manufactured or produced in the
United States or entered into the United
States for consumption, use, or warehousing:

‘‘(A) Any vaccine containing diphtheria
toxoid.

‘‘(B) Any vaccine containing tetanus tox-
oid.

‘‘(C) Any vaccine containing pertussis bac-
teria, extracted or partial cell bacteria, or
specific pertussis antigens.

‘‘(D) Any vaccine against measles.
‘‘(E) Any vaccine against mumps.
‘‘(F) Any vaccine against rubella.
‘‘(G) Any vaccine containing polio virus.
‘‘(H) Any HIB vaccine.
‘‘(I) Any vaccine against hepatitis B.
‘‘(J) Any vaccine against chicken pox.’’.
(c) CONFORMING AMENDMENT.—Subsection

(a) of section 4132 is amended by striking
paragraphs (2), (3), and (4) and by redesignat-
ing paragraphs (5) through (8) as paragraphs
(2) through (5), respectively.

(d) EFFECTIVE DATE.—The amendments
made by this section shall take effect on Oc-
tober 1, 1997.
SEC. 904. OPERATORS OF MULTIPLE GASOLINE

RETAIL OUTLETS TREATED AS
WHOLESALE DISTRIBUTOR FOR RE-
FUND PURPOSES.

(a) IN GENERAL.—Subparagraph (B) of sec-
tion 6416(a)(4) (defining whole distributor) is
amended by adding at the end the following
new sentence: ‘‘Such term includes any per-
son who makes retail sales of gasoline at 10
or more retail motor fuel outlets.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the date of the enactment of this Act.
SEC. 905. EXEMPTION OF ELECTRIC AND OTHER

CLEAN-FUEL MOTOR VEHICLES
FROM LUXURY AUTOMOBILE CLAS-
SIFICATION.

(a) IN GENERAL.—Subsection (a) of section
4001 (relating to imposition of tax) is amend-
ed to read as follows:

‘‘(a) IMPOSITION OF TAX.—
‘‘(1) IN GENERAL.—There is hereby imposed

on the 1st retail sale of any passenger vehi-
cle a tax equal to 10 percent of the price for
which so sold to the extent such price ex-
ceeds the applicable amount.

‘‘(2) APPLICABLE AMOUNT.—
‘‘(A) IN GENERAL.—Except as provided in

subparagraphs (B) and (C), the applicable
amount is $30,000.

‘‘(B) QUALIFIED CLEAN-FUEL VEHICLE PROP-
ERTY.—In the case of a passenger vehicle
which is propelled by a fuel which is not a
clean-burning fuel to which is installed
qualified clean-fuel vehicle property (as de-
fined in section 179A(c)(1)(A)) for purposes of
permitting such vehicle to be propelled by a
clean-burning fuel, the applicable amount is
equal to the sum of—

‘‘(i) $30,000, plus
‘‘(ii) the increase in the price for which the

passenger vehicle was sold (within the mean-
ing of section 4002) due to the installation of
such property.

‘‘(C) PURPOSE BUILT PASSENGER VEHICLE.—
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‘‘(i) IN GENERAL.—In the case of a purpose

built passenger vehicle, the applicable
amount is equal to 150 percent of $30,000.

‘‘(ii) PURPOSE BUILT PASSENGER VEHICLE.—
For purposes of clause (i), the term ‘purpose
built passenger vehicle’ means a passenger
vehicle produced by an original equipment
manufacturer and designed so that the vehi-
cle may be propelled primarily by elec-
tricity.’’.

(b) CONFORMING AMENDMENTS.—
(1) Subsection (e) of section 4001 (relating

to inflation adjustment) is amended to read
as follows:

‘‘(e) INFLATION ADJUSTMENT.—
‘‘(1) IN GENERAL.—The $30,000 amount in

subparagraphs (A), (B)(i), and (C)(i) of sub-
section (a)(2) shall be increased by an
amount equal to—

‘‘(A) $30,000, multiplied by
‘‘(B) the cost-of-living adjustment under

section 1(f)(3) for the calendar year in which
the vehicle is sold, determined by substitut-
ing ‘calendar year 1990’ for ‘calendar year
1992’ in subparagraph (B) thereof.

‘‘(2) ROUNDING.—If any amount as adjusted
under paragraph (1) is not a multiple of
$2,000, such amount shall be rounded to the
next lowest multiple of $2,000.’’.

(2) Subsection (f) of section 4001 (relating
to phasedown) is amended by striking ‘‘sub-
section (a)’’ and inserting ‘‘subsection
(a)(1)’’.

(3) Subparagraph (B) of section 4003(a)(2) is
amended to read as follows:

‘‘(B) the appropriate applicable amount as
determined under section 4001(a)(2).’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to sales and
installations occurring on or after the date
of the enactment of this Act.
Subtitle B—Provisions Relating to Pensions

and Fringe Benefits
SEC. 911. SECTION 401(K) PLANS FOR CERTAIN IR-

RIGATION AND DRAINAGE ENTITIES.
(a) IN GENERAL.—Subparagraph (B) of sec-

tion 401(k)(7) (relating to rural cooperative
plan) is amended—

(1) by striking ‘‘and’’ at the end of clause
(iii), by redesignating clause (iv) as clause
(v), and by inserting after clause (iii) the fol-
lowing new clause:

‘‘(iv) any organization which—
‘‘(I) is a mutual irrigation or ditch com-

pany described in section 501(c)(12) (without
regard to the 85 percent requirement there-
of), or

‘‘(II) is a district organized under the laws
of a State as a municipal corporation for the
purpose of irrigation, water conservation, or
drainage, and’’, and

(2) in clause (v), as so redesignated, by
striking ‘‘or (iii)’’ and inserting ‘‘, (iii), or
(iv)’’.

(b) EFFECTIVE DATE.—The amendments
made by subsection (a) shall apply to years
beginning after December 31, 1997.
SEC. 912. EXTENSION OF MORATORIUM ON AP-

PLICATION OF CERTAIN NON-
DISCRIMINATION RULES TO STATE
AND LOCAL GOVERNMENTS.

(a) GENERAL NONDISCRIMINATION AND PAR-
TICIPATION RULES.—

(1) NONDISCRIMINATION REQUIREMENTS.—
Section 401(a)(5) (relating to qualified pen-
sion, profit-sharing, and stock bonus plans)
is amended by adding at the end the follow-
ing:

‘‘(G) GOVERNMENTAL PLANS.—Paragraphs
(3) and (4) shall not apply to a governmental
plan (within the meaning of section 414(d)).’’.

(2) ADDITIONAL PARTICIPATION REQUIRE-
MENTS.—Section 401(a)(26)(H) (relating to ad-
ditional participation requirements) is
amended to read as follows:

‘‘(H) EXCEPTION FOR GOVERNMENTAL
PLANS.—This paragraph shall not apply to a

governmental plan (within the meaning of
section 414(d)).’’.

(3) MINIMUM PARTICIPATION STANDARDS.—
Section 410(c)(2) (relating to application of
participation standards to certain plans) is
amended to read as follows:

‘‘(2) A plan described in paragraph (1) shall
be treated as meeting the requirements of
this section for purposes of section 401(a), ex-
cept that in the case of a plan described in
subparagraph (B), (C), or (D) of paragraph (1),
this paragraph shall only apply if such plan
meets the requirements of section 401(a)(3)
(as in effect on September 1, 1974).’’.

(b) PARTICIPATION STANDARDS FOR QUALI-
FIED CASH OR DEFERRED ARRANGEMENTS.—
Section 401(k)(3) (relating to application of
participation and discrimination standards)
is amended by adding at the end the follow-
ing:

‘‘(G)(i) The requirements of subparagraph
(A)(i) and (C) shall not apply to a govern-
mental plan (within the meaning of section
414(d)).

‘‘(ii) The requirements of subsection (m)(2)
(without regard to subsection (a)(4)) shall
apply to any matching contribution of a gov-
ernmental plan (as so defined).’’.

(c) NONDISCRIMINATION RULES FOR SECTION
403(b) PLANS.—Section 403(b)(12) (relating to
nondiscrimination requirements) is amended
by adding at the end the following:

‘‘(C) GOVERNMENTAL PLANS.—For purposes
of paragraph (1)(D), the requirements of sub-
paragraph (A)(i) shall not apply to a govern-
mental plan (within the meaning of section
414(d)).’’.

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section apply to taxable years beginning
on or after the date of enactment of this Act.

(2) TREATMENT FOR YEARS BEGINNING BE-
FORE DATE OF ENACTMENT.—A governmental
plan (within the meaning of section 414(d) of
the Internal Revenue Code of 1986) shall be
treated as satisfying the requirements of sec-
tions 401(a)(3), 401(a)(4), 401(a)(26), 401(k),
401(m), 403 (b)(1)(D) and (b)(12), and 410 of
such Code for all taxable years beginning be-
fore the date of enactment of this Act.
SEC. 913. TREATMENT OF CERTAIN DISABILITY

BENEFITS RECEIVED BY FORMER
POLICE OFFICERS OR FIRE-
FIGHTERS.

(a) GENERAL RULE.—For purposes of deter-
mining whether any amount to which this
section applies is excludable from gross in-
come under section 104(a)(1) of the Internal
Revenue Code of 1986, the following condi-
tions shall be treated as personal injuries or
sickness in the course of employment:

(1) Heart disease.
(2) Hypertension.
(b) AMOUNTS TO WHICH SECTION APPLIES.—

This section shall apply to any amount—
(1) which is payable—
(A) to an individual (or to the survivors of

an individual) who was a full-time employee
of any police department or fire department
which is organized and operated by a State,
by any political subdivision thereof, or by
any agency or instrumentality of a State or
political subdivision thereof, and

(B) under a State law (as amended on May
19, 1992) which irrebuttably presumed that
heart disease and hypertension are work-re-
lated illnesses but only for employees sepa-
rating from service before July 1, 1992; and

(2) which was received in calendar year
1989, 1990, or 1991.

(c) WAIVER OF STATUTE OF LIMITATIONS.—
If, on the date of the enactment of this Act
(or at any time within the 1-year period be-
ginning on such date of enactment) credit or
refund of any overpayment of tax resulting
from the provisions of this section is barred
by any law or rule of law, credit or refund of
such overpayment shall, nevertheless, be al-

lowed or made if claim therefore is filed be-
fore the date 1 year after such date of enact-
ment.
SEC. 914. PORTABILITY OF PERMISSIVE SERVICE

CREDIT UNDER GOVERNMENTAL
PENSION PLANS.

(a) IN GENERAL.—Section 415(b)(2) (relating
to the limitation for defined benefit plans) is
amended by adding at the end the following
new subparagraph:

‘‘(J) PURCHASE OF PERMISSIVE SERVICE
CREDIT.—

‘‘(i) BENEFITS TREATED AS DERIVED FROM
EMPLOYER CONTRIBUTIONS.—For purposes of
this section, the term ‘annual benefit’ shall
include the accrued benefit derived from con-
tributions to a governmental plan (within
the meaning of section 414(d)) to purchase
permissive service credit.

‘‘(ii) DEFINITION OF PERMISSIVE SERVICE
CREDIT.—For purposes of this subparagraph,
the term ‘permissive service credit’ means
credit—

‘‘(I) for a period of service recognized by a
governmental plan for purposes of calculat-
ing an employee’s accrued benefit under such
plan,

‘‘(II) which such employee has not received
(or has forfeited), and

‘‘(III) which such employee may receive
only by making a contribution, as deter-
mined under the governmental plan, which
does not exceed the amount (actuarially de-
termined under the terms of such govern-
mental plan) necessary to fund the accrued
benefit attributable to such period of serv-
ice.

‘‘(iii) NO EFFECT ON EMPLOYER ‘PICK-UP’
CONTRIBUTIONS.—Nothing in this subpara-
graph shall be construed as preventing the
application of section 414(h) to contributions
to purchase permissive service credit.’’.

(b) CONFORMING AMENDMENT.—Section
415(c)(2) is amended by adding at the end the
following new sentence: ‘‘The term ‘annual
addition’ shall not include contributions to
purchase permissive service credit (within
the meaning of subsection (b)(2)(J)).’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to years be-
ginning after December 31, 1997.
SEC. 915. GRATUITOUS TRANSFERS FOR THE

BENEFIT OF EMPLOYEES.
(a) IN GENERAL.—Subparagraph (C) of sec-

tion 664(d)(1) and subparagraph (C) of section
664(d)(2) are each amended by striking the
period at the end thereof and inserting ‘‘or,
to the extent the remainder interest is in
qualified employer securities (as defined in
paragraph (3)(C)), is to be transferred to an
employee stock ownership plan (as defined in
section 4975(e)(7)) in a qualified gratuitous
transfer (as defined by subsection (g)).’’.

(b) QUALIFIED GRATUITOUS TRANSFER DE-
FINED.—Section 664 is amended by adding at
the end the following new subsection:

‘‘(g) QUALIFIED GRATUITOUS TRANSFER OF
QUALIFIED EMPLOYER SECURITIES.—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the term ‘qualified gratuitous transfer’
means a transfer of qualified employer secu-
rities to an employee stock ownership plan
(as defined in section 4975(e)(7)) but only to
the extent that—

‘‘(A) the securities transferred previously
passed from a decedent dying before January
1, 1999, to a trust described in paragraph (1)
or (2) of subsection (d),

‘‘(B) no deduction under section 404 is al-
lowable with respect to such transfer,

‘‘(C) such plan contains the provisions re-
quired by paragraph (3),

‘‘(D) such plan treats such securities as
being attributable to employer contributions
but without regard to the limitations other-
wise applicable to such contributions under
section 404, and
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‘‘(E) the employer whose employees are

covered by the plan described in this para-
graph files with the Secretary a verified
written statement consenting to the applica-
tion of sections 4978 and 4979A with respect
to such employer.

‘‘(2) EXCEPTION.—The term ‘qualified gra-
tuitous transfer’ shall not include a transfer
of qualified employer securities to an em-
ployee stock ownership plan unless—

‘‘(A) such plan was in existence on August
1, 1996,

‘‘(B) at the time of the transfer, the dece-
dent and members of the decedent’s family
(within the meaning of section 267(c)(4)) own
(directly or through the application of sec-
tion 318(a)) no more than 10 percent of the
value of the stock of the corporation referred
to in paragraph (4), and

‘‘(C) immediately after the transfer, such
plan owns (after the application of section
318(a)(4)) at least 60 percent of the value of
the outstanding stock of the corporation.

‘‘(3) PLAN REQUIREMENTS.—A plan contains
the provisions required by this paragraph if
such plan provides that—

‘‘(A) the qualified employer securities so
transferred are allocated to plan participants
in a manner consistent with section 401(a)(4),

‘‘(B) plan participants are entitled to di-
rect the plan as to the manner in which such
securities which are entitled to vote and are
allocated to the account of such participant
are to be voted,

‘‘(C) an independent trustee votes the secu-
rities so transferred which are not allocated
to plan participants,

‘‘(D) each participant who is entitled to a
distribution from the plan has the rights de-
scribed in subparagraphs (A) and (B) of sec-
tion 409(h)(1),

‘‘(E) such securities are held in a suspense
account under the plan to be allocated each
year, up to the limitations under section
415(c), after first allocating all other annual
additions for the limitation year, up to the
limitations under sections 415 (c) and (e), and

‘‘(F) on termination of the plan, all securi-
ties so transferred which are not allocated to
plan participants as of such termination are
to be transferred to, or for the use of, an or-
ganization described in section 170(c).
For purposes of the preceding sentence, the
term ‘independent trustee’ means any trust-
ee who is not a member of the family (within
the meaning of section 267(c)(4)) of the dece-
dent or a 5-percent shareholder. A plan shall
not fail to be treated as meeting the require-
ments of section 401(a) by reason of meeting
the requirements of this subsection.

‘‘(4) QUALIFIED EMPLOYER SECURITIES.—For
purposes of this section, the term ‘qualified
employer securities’ means employer securi-
ties (as defined in section 409(l)) which are is-
sued by a domestic corporation—

‘‘(A) which has no outstanding stock which
is readily tradable on an established securi-
ties market, and

‘‘(B) which has only 1 class of stock.
‘‘(5) TREATMENT OF SECURITIES ALLOCATED

BY EMPLOYEE STOCK OWNERSHIP PLAN TO PER-
SONS RELATED TO DECEDENT OR 5-PERCENT
SHAREHOLDERS.—

‘‘(A) IN GENERAL.—If any portion of the as-
sets of the plan attributable to securities ac-
quired by the plan in a qualified gratuitous
transfer are allocated to the account of—

‘‘(i) any person who is related to the dece-
dent (within the meaning of section 267(b)),
or

‘‘(ii) any person who, at the time of such
allocation or at any time during the 1-year
period ending on the date of the acquisition
of qualified employer securities by the plan,
is a 5-percent shareholder of the employer
maintaining the plan,

the plan shall be treated as having distrib-
uted (at the time of such allocation) to such

person or shareholder the amount so allo-
cated.

‘‘(B) 5-PERCENT SHAREHOLDER.—For pur-
poses of subparagraph (A), the term ‘5-per-
cent shareholder’ means any person who
owns (directly or through the application of
section 318(a)) more than 5 percent of the
outstanding stock of the corporation which
issued such qualified employer securities or
of any corporation which is a member of the
same controlled group of corporations (with-
in the meaning of section 409(l)(4)) as such
corporation. For purposes of the preceding
sentence, section 318(a) shall be applied with-
out regard to the exception in paragraph
(2)(B)(i) thereof.

‘‘(C) CROSS REFERENCE.—
‘‘For excise tax on allocations described in

subparagraph (A), see section 4979A.
‘‘(6) TAX ON FAILURE TO TRANSFER

UNALLOCATED SECURITIES TO CHARITY ON TER-
MINATION OF PLAN.—If the requirements of
paragraph (3)(F) are not met with respect to
any securities, there is hereby imposed a tax
on the employer maintaining the plan in an
amount equal to the sum of—

‘‘(A) the amount of the increase in the tax
which would be imposed by chapter 11 if such
securities were not transferred as described
in paragraph (1), and

‘‘(B) interest on such amount at the under-
payment rate under section 6621 (and
compounded daily) from the due date for fil-
ing the return of the tax imposed by chapter
11.’’.

(c) CONFORMING AMENDMENTS.—
(1) Section 401(a)(1) is amended by insert-

ing ‘‘or by a charitable remainder trust pur-
suant to a qualified gratuitous transfer (as
defined in section 664(g)(1)),’’ after ‘‘stock
bonus plans),’’.

(2) Section 404(a)(9) is amended by insert-
ing after subparagraph (B) the following new
subparagraph:

‘‘(C) A qualified gratuitous transfer (as de-
fined in section 664(g)(1)) shall have no effect
on the amount or amounts otherwise deduct-
ible under paragraph (3) or (7) or under this
paragraph.’’.

(3) Section 415(c)(6) is amended by adding
at the end thereof the following new sen-
tence:
‘‘The amount of any qualified gratuitous
transfer (as defined in section 664(g)(1)) allo-
cated to a participant for any limitation
year shall not exceed the limitations im-
posed by this section, but such amount shall
not be taken into account in determining
whether any other amount exceeds the limi-
tations imposed by this section.’’.

(4) Section 415(e) is amended—
(A) by redesignating paragraph (6) as para-

graph (7), and
(B) by inserting after paragraph (5) the fol-

lowing new paragraph:
‘‘(6) SPECIAL RULE FOR QUALIFIED GRATU-

ITOUS TRANSFERS.—Any qualified gratuitous
transfer of qualified employer securities (as
defined by section 664(g)) shall not be taken
into account in calculating, and shall not be
subject to, the limitations provided in this
subsection.’’.

(5) Subparagraph (B) of section 664(d)(1)
and subparagraph (B) of section 664(d)(2) are
each amended by inserting ‘‘and other than
qualified gratuitous transfers described in
subparagraph (C)’’ after ‘‘subparagraph (A)’’.

(6) Paragraph (4) of section 674(b) is amend-
ed by inserting before the period ‘‘or to an
employee stock ownership plan (as defined in
section 4975(e)(7)) in a qualified gratuitous
transfer (as defined in section 664(g)(1))’’.

(7) Section 2055(a) is amended—
(i) by striking ‘‘or’’ at the end of paragraph

(3),
(ii) by striking the period at the end of

paragraph (4) and inserting ‘‘; or’’, and

(iii) by inserting after paragraph (4) the
following new paragraph:

‘‘(5) to an employee stock ownership plan if
such transfer qualifies as a qualified gratu-
itous transfer of qualified employer securi-
ties within the meaning of section 664(g).’’.

(8) Paragraph (8) of section 2056(b) is
amended to read as follows:

‘‘(8) SPECIAL RULE FOR CHARITABLE REMAIN-
DER TRUSTS.—

‘‘(A) IN GENERAL.—If the surviving spouse
of the decedent is the only beneficiary of a
qualified charitable remainder trust who is
not a charitable beneficiary nor an ESOP
beneficiary, paragraph (1) shall not apply to
any interest in such trust which passes or
has passed from the decedent to such surviv-
ing spouse.

‘‘(B) DEFINITIONS.—For purposes of sub-
paragraph (A)—

‘‘(i) CHARITABLE BENEFICIARY.—The term
‘charitable beneficiary’ means any bene-
ficiary which is an organization described in
section 170(c).

‘‘(ii) ESOP BENEFICIARY.—The term ‘ESOP
beneficiary’ means any beneficiary which is
an employee stock ownership plan (as de-
fined in section 4975(e)(7)) that holds a re-
mainder interest in qualified employer secu-
rities (as defined in section 664(g)(4)) to be
transferred to such plan in a qualified gratu-
itous transfer (as defined in section 664(g)(1)).

‘‘(iii) QUALIFIED CHARITABLE REMAINDER
TRUST.—The term ‘qualified charitable re-
mainder trust’ means a charitable remainder
annuity trust or a charitable remainder
unitrust (described in section 664).’’.

(9) Section 4947(b) is amended by inserting
after paragraph (3) the following new para-
graph:

‘‘(4) SECTION 507.—The provisions of section
507(a) shall not apply to a trust which is de-
scribed in subsection (a)(2) by reason of a dis-
tribution of qualified employer securities (as
defined in section 664(g)(4)) to an employee
stock ownership plan (as defined in section
4975(e)(7)) in a qualified gratuitous transfer
(as defined by section 664(g)).’’.

(10) The last sentence of section 4975(e)(7)
is amended by inserting ‘‘and section 664(g)’’
after ‘‘section 409(n)’’

(11) Subsection (a) of section 4978 is amend-
ed—

(A) by inserting ‘‘or acquired any qualified
employer securities in a qualified gratuitous
transfer to which section 664(g) applied’’
after ‘‘section 1042 applied’’, and

(B) by inserting before the period at the
end of subparagraph (B) ‘‘60 percent of the
total value of all employer securities as of
such disposition in the case of any qualified
employer securities in a qualified gratuitous
transfer to which section 664(g) applied)’’.

(12) Paragraph (2) of section 4978(b) is
amended—

(A) by inserting ‘‘or acquired in the quali-
fied gratuitous transfer to which section
664(g) applied’’ after ‘‘section 1042 applied’’,
and

(B) by inserting ‘‘or to which section 664(g)
applied’’ after ‘‘section 1042 applied’’ in sub-
paragraph (C) thereof.

(13) Subsection (c) of section 4978 is amend-
ed by striking ‘‘written statement’’ and all
that follows and inserting ‘‘written state-
ment described in section 664(g)(1)(E) or in
section 1042(b)(3) (as the case may be).’’.

(14) Paragraph (2) of section 4978(e) is
amended by striking the period and inserting
‘‘; except that such section shall be applied
without regard to subparagraph (B) thereof
for purposes of applying this section and sec-
tion 4979A with respect to securities acquired
in a qualified gratuitous transfer (as defined
in section 664(g)(1)).’’.

(15) Subsection (a) of section 4979A is
amended to read as follows:

‘‘(a) IMPOSITION OF TAX.—If—
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‘‘(1) there is a prohibited allocation of

qualified securities by any employee stock
ownership plan or eligible worker-owned co-
operative, or

‘‘(2) there is an allocation described in sec-
tion 664(g)(5)(A),
there is hereby imposed a tax on such alloca-
tion equal to 50 percent of the amount in-
volved.’’.

(16) Subsection (c) of section 4979A is
amended to read as follows:

‘‘(c) LIABILITY FOR TAX.—The tax imposed
by this section shall be paid by—

‘‘(1) the employer sponsoring such plan, or
‘‘(2) the eligible worker-owned cooperative,

which made the written statement described
in section 664(g)(1)(E) or in section
1042(b)(3)(B) (as the case may be).’’.

(17) Section 4979A is amended by redesig-
nating subsection (d) as subsection (e) and by
inserting after subsection (c) the following
new subsection:

‘‘(d) SPECIAL STATUTE OF LIMITATIONS FOR
TAX ATTRIBUTABLE TO CERTAIN ALLOCA-
TIONS.—The statutory period for the assess-
ment of any tax imposed by this section on
an allocation described in subsection (a)(2) of
qualified employer securities shall not expire
before the date which is 3 years from the
later of—

‘‘(1) the 1st allocation of such securities in
connection with a qualified gratuitous trans-
fer (as defined in section 664(g)(1)), or

‘‘(2) the date on which the Secretary is no-
tified of the allocation described in sub-
section (a)(2).’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to transfers
made by trusts to, or for the use of, an em-
ployee stock ownership plan after the date of
the enactment of this Act.
SEC. 916. TREATMENT OF CERTAIN TRANSPOR-

TATION ON NON-COMMERCIALLY
OPERATED AIRCRAFT AS A FRINGE
BENEFIT EXCLUDABLE FROM GROSS
INCOME.

(a) IN GENERAL.—Subsection (b) of section
132 (relating to no-additional-cost service de-
fined) is amended to read as follows:

‘‘(b) NO-ADDITIONAL-COST SERVICE DE-
FINED.—For purposes of this section, the
term ‘no-additional-cost service’ means any
service provided by an employer to an em-
ployee for use by such employee if—

‘‘(1) such service—
‘‘(A) is offered for sale to customers in the

ordinary course of the line of business of the
employer in which the employee is perform-
ing services, or

‘‘(B) consists of transportation on an air-
craft, if—

‘‘(i) transportation on such aircraft is not
offered for sale to customers,

‘‘(ii) such transportation for use by such
employee is provided on a flight made in the
ordinary course of the trade or business of an
employer which owns or leases such aircraft
for use in such trade or business, and

‘‘(iii) the flight on which the transpor-
tation is provided would have been made
whether or not such employee was trans-
ported on the flight, and

‘‘(2) the employer incurs no substantial ad-
ditional cost (including forgone revenue) in
providing such service to the employee (de-
termined without regard to any amount paid
by the employee for such service).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to serv-
ices provided after December 31, 1997.
SEC. 917. MINIMUM PENSION ACCRUED BENEFIT

DISTRIBUTABLE WITHOUT CONSENT
INCREASED TO $5,000.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 411(a)(11) (relating to restrictions on
certain mandatory distributions) is amended
by striking ‘‘$3,500’’ and inserting ‘‘the appli-
cable limit’’.

(b) APPLICABLE LIMIT.—Paragraph (11) of
section 411(a) is amended by adding at the
end the following new subparagraph:

‘‘(D) APPLICABLE LIMIT.—
‘‘(i) IN GENERAL.—For purposes of subpara-

graph (A), the applicable limit is $5,000.
‘‘(ii) INFLATION ADJUSTMENT.—In the case

of plan years beginning in a calendar year
after 1998, the dollar amount contained in
clause (i) shall be increased by an amount
equal to—

‘‘(I) such dollar amount, multiplied by
‘‘(II) the cost-of-living adjustment deter-

mined 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 preced-
ing sentence is not a multiple of $50, such
amount shall be rounded to the next lowest
multiple of $50.’’.

(c) CONFORMING AMENDMENTS.—
(1) Section 411(a)(7)(B), paragraphs (1) and

(2) of section 417(e), and section 457(e)(9) are
each amended by striking ‘‘$3,500’’ each place
in appears (other than the headings) and in-
serting ‘‘the applicable limit under section
411(a)(11)(D)’’.

(2) The headings for paragraphs (1) and (2)
of section 417(e) and subparagraph (A) of sec-
tion 457(e)(9) are each amended by striking
‘‘$3,500’’ and inserting ‘‘APPLICABLE LIMIT’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to plan
years beginning after the date of the enact-
ment of this Act.
SEC. 918. CLARIFICATION OF CERTAIN RULES RE-

LATING TO EMPLOYEE STOCK OWN-
ERSHIP PLANS OF S CORPORATIONS.

(a) CERTAIN CASH DISTRIBUTIONS PER-
MITTED.—

(1) Paragraph (2) of section 409(h) is amend-
ed by adding at the end the following new
subparagraph:

‘‘(B) PLAN MAINTAINED BY S CORPORATION.—
In the case of a plan established and main-
tained by an S corporation which otherwise
meets the requirements of this subsection or
section 4975(e)(7), such plan shall not be
treated as failing to meet the requirements
of this subsection or section 401(a) merely
because it does not permit a participant to
exercise the right described in paragraph
(1)(A) if such plan provides that the partici-
pant entitled to a distribution has a right to
receive the distribution in cash.’’.

(2) Paragraph (2) of section 409(h) is amend-
ed—

(A) by striking ‘‘a plan which’’ in the first
sentence and inserting the following:

‘‘(A) IN GENERAL.—A plan which’’, and
(B) by moving the text before subpara-

graph (B) 2 ems to the right.
(b) SHAREHOLDER-EMPLOYEES NOT TREATED

AS OWNER-EMPLOYEES UNDER TAX ON PROHIB-
ITED TRANSACTIONS.—The last sentence of
section 4975(d) is amended by striking all
that follows ‘‘preceding sentence,’’ through
‘‘Revision Act of 1982,’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.

Subtitle C—Revisions Relating to Disasters
SEC. 921. AUTHORITY TO POSTPONE CERTAIN

TAX-RELATED DEADLINES BY REA-
SON OF PRESIDENTIALLY DE-
CLARED DISASTER.

(a) IN GENERAL.—Chapter 77 is amended by
inserting after section 7508 the following new
section:
‘‘SEC. 7508A. AUTHORITY TO POSTPONE CERTAIN

TAX-RELATED DEADLINES BY REA-
SON OF PRESIDENTIALLY DE-
CLARED DISASTER.

‘‘(a) IN GENERAL.—In the case of a taxpayer
determined by the Secretary to be affected
by a Presidentially declared disaster (as de-

fined by section 1033(h)(3)), the Secretary
may prescribe regulations under which a pe-
riod of up to 90 days may be disregarded in
determining, under the internal revenue
laws, in respect of any tax liability (includ-
ing any penalty, additional amount, or addi-
tion to the tax) of such taxpayer—

‘‘(1) whether any of the acts by the tax-
payer described in paragraph (1) of section
7508(a) were performed within the time pre-
scribed therefor, and

‘‘(2) the amount of any credit or refund.
‘‘(b) INTEREST ON OVERPAYMENTS AND UN-

DERPAYMENTS.—Subsection (a) shall not
apply for the purpose of determining interest
on any overpayment or underpayment.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for chapter 77 is amended by insert-
ing after the item relating to section 7508 the
following new item:

‘‘Sec. 7508A. Authority to postpone certain
tax-related deadlines by reason
of presidentially declared disas-
ter.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply with respect
to any period for performing an act that has
not expired before the date of the enactment
of this Act.
SEC. 922. USE OF CERTAIN APPRAISALS TO ES-

TABLISH AMOUNT OF DISASTER
LOSS.

(a) IN GENERAL.—Subsection (i) of section
165 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(4) USE OF DISASTER LOAN APPRAISALS TO
ESTABLISH AMOUNT OF LOSS.—Nothing in this
title shall be construed to prohibit the Sec-
retary from prescribing regulations or other
guidance under which an appraisal for the
purpose of obtaining a loan of Federal funds
or a loan guarantee from the Federal Gov-
ernment as a result of a Presidentially de-
clared disaster (as defined by section
1033(h)(3)) may be used to establish the
amount of any loss described in paragraph (1)
or (2).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the date of the enactment of this Act.
SEC. 923. TREATMENT OF LIVESTOCK SOLD ON

ACCOUNT OF WEATHER-RELATED
CONDITIONS.

(a) DEFERRAL OF INCOME INCLUSION.—Sub-
section (e) of section 451 (relating to special
rules for proceeds from livestock sold on ac-
count of drought) is amended—

(1) by striking ‘‘drought conditions, and
that these drought conditions’’ in paragraph
(1) and inserting ‘‘drought, flood, or other
weather-related conditions, and that such
conditions’’; and

(2) by inserting ‘‘, FLOOD, OR OTHER WEATH-
ER-RELATED CONDITIONS’’ after ‘‘DROUGHT’’ in
the subsection heading.

(b) INVOLUNTARY CONVERSIONS.—Subsection
(e) of section 1033 (relating to livestock sold
on account of drought) is amended—

(1) by inserting ‘‘, flood, or other weather-
related conditions’’ before the period at the
end thereof; and

(2) by inserting ‘‘, FLOOD, OR OTHER WEATH-
ER-RELATED CONDITIONS’’ after ‘‘DROUGHT’’ in
the subsection heading.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to sales and
exchanges after December 31, 1996.
SEC. 924. MORTGAGE FINANCING FOR RESI-

DENCES LOCATED IN DISASTER
AREAS.

Subsection (k) of section 143 (relating to
mortgage revenue bonds; qualified mortgage
bond and qualified veteran’s mortgage bond)
is amended by adding at the end the follow-
ing new paragraph:

‘‘(11) SPECIAL RULES FOR RESIDENCES LO-
CATED IN DISASTER AREAS.—In the case of a
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residence located in an area determined by
the President to warrant assistance from the
Federal Government under the Disaster Re-
lief and Emergency Assistance Act (as in ef-
fect on the date of the enactment of the Tax-
payer Relief Act of 1997), this section shall be
applied with the following modifications to
financing provided with respect to such resi-
dence within 1 year after the date of the dis-
aster declaration:

‘‘(A) Subsection (d) (relating to 3-year re-
quirement) shall not apply.

‘‘(B) Subsections (e) and (f) (relating to
purchase price requirement and income re-
quirement) shall be applied as if such resi-
dence were a targeted area residence.
The preceding sentence shall apply only with
respect to bonds issued after December 31,
1996, and before January 1, 2000.’’.

Subtitle D—Provisions Relating to
Employment Taxes

SEC. 931. CLARIFICATION OF EMPLOYMENT TAX
STATUS OF INDIVIDUALS DISTRIB-
UTING BAKERY PRODUCTS.

(a) INTERNAL REVENUE CODE.—Subpara-
graph (A) of section 3121(d)(3) is amended by
striking ‘‘bakery products,’’.

(b) SOCIAL SECURITY ACT.—Subparagraph
(A) of section 210(j)(3) of the Social Security
Act is amended by striking ‘‘bakery prod-
ucts,’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to services
performed after December 31, 1997.
SEC. 932. CLARIFICATION OF STANDARD TO BE

USED IN DETERMINING EMPLOY-
MENT TAX STATUS OF SECURITIES
BROKERS.

(a) IN GENERAL.—In determining for pur-
poses of the Internal Revenue Code of 1986
whether a registered representative of a se-
curities broker-dealer is an employee (as de-
fined in section 3121(d) of the Internal Reve-
nue Code of 1986), no weight shall be given to
instructions from the service recipient which
are imposed only in compliance with inves-
tor protection standards imposed by the Fed-
eral Government, any State government, or
a governing body pursuant to a delegation by
a Federal or State agency.

(b) EFFECTIVE DATE.—Subsection (a) shall
apply to services performed after December
31, 1997.
SEC. 933. CLARIFICATION OF EXEMPTION FROM

SELF-EMPLOYMENT TAX FOR CER-
TAIN TERMINATION PAYMENTS RE-
CEIVED BY FORMER INSURANCE
SALESMEN.

(a) INTERNAL REVENUE CODE.—Section 1402
(relating to definitions) is amended by add-
ing at the end the following new subsection:

‘‘(k) CODIFICATION OF TREATMENT OF CER-
TAIN TERMINATION PAYMENTS RECEIVED BY
FORMER INSURANCE SALESMEN.—Nothing in
subsection (a) shall be construed as including
in the net earnings from self-employment of
an individual any amount received during
the taxable year from an insurance company
on account of services performed by such in-
dividual as an insurance salesman for such
company if—

‘‘(1) such amount is received after termi-
nation of such individual’s agreement to per-
form such services for such company,

‘‘(2) such individual performs no services
for such company after such termination and
before the close of such taxable year,

‘‘(3) such individual enters into a covenant
not to compete against such company which
applies to at least the 1-year period begin-
ning on the date of such termination, and

‘‘(4) the amount of such payment—
‘‘(A) depends solely on policies sold by such

individual during the last year of such agree-
ment and the extent to which such policies
remain in force for some period after such
termination, and

‘‘(B) does not depend to any extent on
length of service or overall earnings from
services performed for such company.’’.

(b) SOCIAL SECURITY ACT.—Section 211 of
the Social Security Act is amended by add-
ing at the end the following new subsection:
‘‘Codification of Treatment of Certain Ter-

mination Payments Received by Former
Insurance Salesmen
‘‘(j) Nothing in subsection (a) shall be con-

strued as including in the net earnings from
self-employment of an individual any
amount received during the taxable year
from an insurance company on account of
services performed by such individual as an
insurance salesman for such company if—

‘‘(1) such amount is received after termi-
nation of such individual’s agreement to per-
form such services for such company,

‘‘(2) such individual performs no services
for such company after such termination and
before the close of such taxable year,

‘‘(3) such individual enters into a covenant
not to compete against such company which
applies to at least the 1-year period begin-
ning on the date of such termination, and

‘‘(4) the amount of such payment—
‘‘(A) depends solely on policies sold by such

individual during the last year of such agree-
ment and the extent to which such policies
remain in force for some period after such
termination, and

‘‘(B) does not depend to any extent on
length of service or overall earnings from
services performed for such company.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to payments
after December 31, 1997.
SEC. 934. STANDARDS FOR DETERMINING

WHETHER INDIVIDUALS ARE NOT
EMPLOYEES.

(a) IN GENERAL.—Chapter 25 (general provi-
sions relating to employment taxes) is
amended by adding after section 3510 the fol-
lowing new section:
‘‘SEC. 3511. STANDARDS FOR DETERMINING

WHETHER INDIVIDUALS ARE NOT
EMPLOYEES.

‘‘(a) GENERAL RULE.—For purposes of this
title, and notwithstanding any provision of
this title to the contrary, if the require-
ments of subsections (b), (c), and (d) are met
with respect to any service performed by any
individual, then with respect to such serv-
ice—

‘‘(1) the service provider shall not be treat-
ed as an employee,

‘‘(2) the service recipient shall not be
treated as an employer, and

‘‘(3) the payor shall not be treated as an
employer.

‘‘(b) SERVICE PROVIDER REQUIREMENTS
WITH REGARD TO SERVICE RECIPIENT.—For
the purposes of subsection (a), the require-
ments of this subsection are met if the serv-
ice provider, in connection with performing
the service—

‘‘(1) has a significant investment in assets
and/or training,

‘‘(2) incurs significant unreimbursed ex-
penses,

‘‘(3) agrees to perform the service for a par-
ticular amount of time or to complete a spe-
cific result and is liable for damages for
early termination without cause,

‘‘(4) is paid primarily on a commissioned
basis, or

‘‘(5) purchases products for resale.
‘‘(c) ADDITIONAL SERVICE PROVIDER RE-

QUIREMENTS WITH REGARD TO OTHERS.—For
the purposes of subsection (a), the require-
ments of this subsection are met if—

‘‘(1) the service provider—
‘‘(A) has a principal place of business,
‘‘(B) does not primarily provide the service

in the service recipient’s place of business, or
‘‘(C) pays a fair market rent for use of the

service recipient’s place of business; or

‘‘(2) the service provider—
‘‘(A) is not required to perform service ex-

clusively for the service recipient, and
‘‘(B) in the year involved, or in the preced-

ing or subsequent year—
‘‘(i) has performed a significant amount of

service for other persons,
‘‘(ii) has offered to perform service for

other persons through—
‘‘(I) advertising,
‘‘(II) individual written or oral solicita-

tions,
‘‘(III) listing with registries, agencies, bro-

kers, and other persons in the business of
providing referrals to other service recipi-
ents, or

‘‘(IV) other similar activities, or
‘‘(iii) provides service under a business

name which is registered with (or for which
a license has been obtained from) a State, a
political subdivision of a State, or any agen-
cy or instrumentality of 1 or more States or
political subdivisions.

‘‘(d) WRITTEN DOCUMENT REQUIREMENTS.—
For purposes of subsection (a), the require-
ments of this subsection are met if the serv-
ices performed by the individual are per-
formed pursuant to a written contract be-
tween such individual and the person for
whom the services are performed, or the
payor, and such contract provides that the
individual will not be treated as an employee
with respect to such services for purposes of
this subtitle or subtitle A.

‘‘(e) SPECIAL RULES.—For purposes of this
section—

‘‘(1) If for any taxable year any service re-
cipient or payor fails to meet the applicable
reporting requirements of sections 6041(a),
6041A(a), or 6051 with respect to a service
provider, then, unless such failure is due to
reasonable cause and not willful neglect, this
section shall not apply in determining
whether such service provider shall not be
treated as an employee of such service recip-
ient or payor for such year.

‘‘(2) If the service provider is performing
services through an entity owned in whole or
in part by such service provider, then the
references to ‘service provider’ in sub-
sections (b) through (d) may include such en-
tity, provided that the written contract re-
ferred to in paragraph (1) of subsection (d)
may be with either the service provider or
such entity and need not be with both.

‘‘(f) DEFINITIONS.—For the purposes of this
section—

‘‘(1) SERVICE PROVIDER.—The term ‘service
provider’ means any individual who performs
service for another person.

‘‘(2) SERVICE RECIPIENT.—Except as pro-
vided in paragraph (5), the term ‘service re-
cipient’ means the person for whom the serv-
ice provider performs such service.

‘‘(3) PAYOR.—Except as provided in para-
graph (5), the term ‘payor’ means the person
who pays the service provider for the per-
formance of such service in the event that
the service recipients do not pay the service
provider.

‘‘(4) IN CONNECTION WITH PERFORMING THE
SERVICE.—The term ‘in connection with per-
forming the service’ means in connection or
related to—

‘‘(A) the actual service performed by the
service provider for the service recipients or
for other persons for whom the service pro-
vider has performed similar service, or

‘‘(B) the operation of the service provider’s
trade or business.

‘‘(5) EXCEPTIONS.—The terms ‘service recip-
ient’ and ‘payor’ do not include any entity
which is owned in whole or in part by the
service provider.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for chapter 25 is amended by adding
at the end the following new item:
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‘‘Sec. 3511. Standards for determining wheth-

er individuals are not employ-
ees.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to services
performed after December 31, 1997.

Subtitle E—Provisions Relating to Small
Businesses

SEC. 941. WAIVER OF PENALTY THROUGH 1998 ON
SMALL BUSINESSES FAILING TO
MAKE ELECTRONIC FUND TRANS-
FERS OF TAXES.

No penalty shall be imposed under the In-
ternal Revenue Code of 1986 solely by reason
of a failure by a person to use the electronic
fund transfer system established under sec-
tion 6302(h) of such Code if—

(1) such person is a member of a class of
taxpayers first required to use such system
on or after July 1, 1997, and

(2) such failure occurs before January 1,
1999.
SEC. 942. CLARIFICATION OF TREATMENT OF

HOME OFFICE USE FOR ADMINIS-
TRATIVE AND MANAGEMENT ACTIVI-
TIES.

(a) IN GENERAL.—Paragraph (1) of section
280A(c) is amended by adding at the end the
following new sentence: ‘‘For purposes of
subparagraph (A), the term ‘principal place
of business’ includes a place of business
which is used by the taxpayer for the admin-
istrative or management activities of any
trade or business of the taxpayer if there is
no other fixed location of such trade or busi-
ness where the taxpayer conducts substan-
tial administrative or management activi-
ties of such trade or business.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1997.

Subtitle F—Other Provisions
SEC. 951. USE OF ESTIMATES OF SHRINKAGE FOR

INVENTORY ACCOUNTING.
(a) IN GENERAL.—Section 471 (relating to

general rule for inventories) is amended by
redesignating subsection (b) as subsection (c)
and by inserting after subsection (a) the fol-
lowing new subsection:

‘‘(b) ESTIMATES OF INVENTORY SHRINKAGE
PERMITTED.—A method of determining in-
ventories shall not be deemed not to clearly
reflect income solely because it utilizes esti-
mates of inventory shrinkage that are con-
firmed by a physical count only after the
last day of the taxable year if—

‘‘(1) the taxpayer normally does a physical
count of inventories at each location on a
regular and consistent basis, and

‘‘(2) the taxpayer makes proper adjust-
ments to such inventories and to its estimat-
ing methods to the extent such estimates are
greater than or less than the actual shrink-
age.’’.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to taxable years end-
ing after the date of the enactment of this
Act.

(2) COORDINATION WITH SECTION 481.—In the
case of any taxpayer permitted by this sec-
tion to change its method of accounting to a
permissible method for any taxable year—

(A) such changes shall be treated as initi-
ated by the taxpayer,

(B) such changes shall be treated as made
with the consent of the Secretary, and

(C) the period for taking into account the
adjustments under section 481 by reason of
such change shall be 4 years.
SEC. 952. ASSIGNMENT OF WORKMEN’S COM-

PENSATION LIABILITY ELIGIBLE
FOR EXCLUSION RELATING TO PER-
SONAL INJURY LIABILITY ASSIGN-
MENTS.

(a) IN GENERAL.—Subsection (c) of section
130 (relating to certain personal injury liabil-
ity assignments) is amended—

(1) by inserting ‘‘, or as compensation
under any workmen’s compensation act,’’
after ‘‘(whether by suit or agreement)’’ in
the material preceding paragraph (1),

(2) by inserting ‘‘or the workmen’s com-
pensation claim,’’ after ‘‘agreement,’’ in
paragraph (1), and

(3) by striking ‘‘section 104(a)(2)’’ in para-
graph (2)(D) and inserting ‘‘paragraph (1) or
(2) of section 104(a)’’.

(b) EFFECTIVE DATE.—The amendments
made by subsection (a) shall apply to claims
under workmen’s compensation acts filed
after the date of the enactment of this Act.
SEC. 953. TAX-EXEMPT STATUS FOR CERTAIN

STATE WORKER’S COMPENSATION
ACT COMPANIES.

(a) IN GENERAL.—Section 501(c)(27) (relat-
ing to membership organizations under
workmen’s compensation acts) is amended
by adding at the end the following:

‘‘(B) Any organization (including a mutual
insurance company) if—

‘‘(i) such organization is created by State
law and is organized and operated under
State law exclusively to—

‘‘(I) provide workmen’s compensation in-
surance which is required by State law or
with respect to which State law provides sig-
nificant disincentives if such insurance is
not purchased by an employer, and

‘‘(II) provide related coverage which is in-
cidental to workmen’s compensation insur-
ance,

‘‘(ii) such organization must provide work-
men’s compensation insurance to any em-
ployer in the State (for employees in the
State or temporarily assigned out-of-State)
which seeks such insurance and meets other
reasonable requirements relating thereto,

‘‘(iii)(I) the State makes a financial com-
mitment with respect to such organization
either by extending the full faith and credit
of the State to debt of such organization or
by providing the initial operating capital of
such organization and (II) in the case of peri-
ods after the date of enactment of this sub-
paragraph, the assets of such organization
revert to the State upon dissolution, and

‘‘(iv) the majority of the board of directors
or oversight body of such organization are
appointed by the chief executive officer or
other executive branch official of the State,
by the State legislature, or by both.’’.

(b) CONFORMING AMENDMENTS.—Section
501(c)(27) of such Code is amended by insert-
ing ‘‘(A)’’ after ‘‘(27)’’, by redesignating sub-
paragraphs (A), (B), and (C) as clauses (i),
(ii), and (iii), respectively, and by redesignat-
ing clauses (i) and (ii) of subparagraphs (B)
and (C) (before redesignation) as subclauses
(I) and (II), respectively.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 954. ELECTION TO CONTINUE EXCEPTION

FROM TREATMENT OF PUBLICLY
TRADED PARTNERSHIPS AS COR-
PORATIONS.

(a) IN GENERAL.—Section 7704 is amended
by adding at the end thereof the following
new subsection:

‘‘(g) EXCEPTION FOR EXISTING PUBLICLY
TRADED PARTNERSHIPS.—

‘‘(1) IN GENERAL.—Subsection (a) shall not
apply to an existing publicly traded partner-
ship which elects the application of this sub-
section and consents to the application of
the tax imposed by paragraph (3).

‘‘(2) EXISTING PUBLICLY TRADED PARTNER-
SHIP.—For purposes of this section, the term
‘existing publicly traded partnership’ means
any publicly traded partnership to which
subsection (a) does not apply as of the date
of the enactment of this paragraph (other
than by reason of subsection (c)(1)).

‘‘(3) ADDITIONAL TAX ON ELECTING PUBLICLY
TRADED PARTNERSHIPS.—

‘‘(A) IMPOSITION OF TAX.—There is hereby
imposed for each taxable year on the income
of every electing publicly traded partnership
a tax equal to 15 percent of the gross income
for such taxable year from the active con-
duct of trades and businesses by the partner-
ship.

‘‘(B) ELECTING PUBLICLY TRADED PARTNER-
SHIP.—For purposes of this paragraph, the
term ‘electing publicly traded partnership’
means any partnership for which the consent
under paragraph (1) is in effect.

‘‘(C) ADJUSTMENTS IN THE CASE OF TIERED
PARTNERSHIPS.—For purposes of this para-
graph, if the income of the partnership in-
cludes its distributive share of income from
another partnership for any taxable year,
the gross income referred to in subparagraph
(A) shall include the gross income of such
other partnership from the active conduct of
trades and businesses of such other partner-
ship (in lieu of such distributive share). A
similar rule shall apply in the case of lower-
tiered partnerships.

‘‘(D) TREATMENT OF TAX.—For purposes of
this title, the tax imposed by this paragraph
shall be treated as imposed by chapter 1
other than for purposes of determining the
amount of any credit allowable under chap-
ter 1.

‘‘(4) ELECTION.—An election and consent
under this subsection shall apply to the tax-
able year for which made and all subsequent
taxable years unless revoked by the partner-
ship. Such revocation may be made without
the consent of the Secretary, but, once so re-
voked, may not be reinstated.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 955. EXCLUSION FROM UNRELATED BUSI-

NESS TAXABLE INCOME FOR CER-
TAIN SPONSORSHIP PAYMENTS.

(a) IN GENERAL.—Section 513 (relating to
unrelated trade or business income) is
amended by adding at the end the following
new subsection:

‘‘(i) TREATMENT OF CERTAIN SPONSORSHIP
PAYMENTS.—

‘‘(1) IN GENERAL.—The term ‘unrelated
trade or business’ does not include the activ-
ity of soliciting and receiving qualified spon-
sorship payments.

‘‘(2) QUALIFIED SPONSORSHIP PAYMENTS.—
For purposes of this subsection—

‘‘(A) IN GENERAL.—The term ‘qualified
sponsorship payment’ means any payment
made by any person engaged in a trade or
business with respect to which there is no ar-
rangement or expectation that such person
will receive any substantial return benefit
other than the use or acknowledgement of
the name or logo (or product lines) of such
person’s trade or business in connection with
the activities of the organization that re-
ceives such payment. Such a use or acknowl-
edgement does not include advertising such
person’s products or services (including mes-
sages containing qualitative or comparative
language, price information or other indica-
tions of savings or value, an endorsement, or
an inducement to purchase, sell, or use such
products or services).

‘‘(B) LIMITATIONS.—
‘‘(i) CONTINGENT PAYMENTS.—The term

‘qualified sponsorship payment’ does not in-
clude any payment if the amount of such
payment is contingent upon the level of at-
tendance at one or more events, broadcast
ratings, or other factors indicating the de-
gree of public exposure to one or more
events.

‘‘(ii) ACKNOWLEDGEMENTS OR ADVERTISING
IN PERIODICALS.—The term ‘qualified spon-
sorship payment’ does not include any pay-
ment which entitles the payor to an ac-
knowledgement or advertising in regularly
scheduled and printed material published by
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or on behalf of the payee organization that is
not related to and primarily distributed in
connection with a specific event conducted
by the payee organization.

‘‘(3) ALLOCATION OF PORTIONS OF SINGLE
PAYMENT.—For purposes of this subsection,
to the extent that a portion of a payment
would (if made as a separate payment) be a
qualified sponsorship payment, such portion
of such payment and the other portion of
such payment shall be treated as separate
payments.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to payments
solicited or received after December 31, 1997.

SEC. 956. ASSOCIATIONS OF HOLDERS OF
TIMESHARE INTERESTS TO BE
TAXED LIKE OTHER HOMEOWNERS
ASSOCIATIONS.

(a) TIMESHARE ASSOCIATIONS INCLUDED AS
HOMEOWNER ASSOCIATIONS.—

(1) IN GENERAL.—Paragraph (1) of section
528(c) (defining homeowners association) is
amended—

(A) by striking ‘‘or a residential real estate
management association’’ and inserting ‘‘, a
residential real estate management associa-
tion, or a timeshare association’’ in the ma-
terial preceding subparagraph (A),

(B) by striking ‘‘or’’ at the end of clause (i)
of subparagraph (B), by striking the period
at the end of clause (ii) of subparagraph (B)
and inserting ‘‘, or’’, and by adding at the
end of subparagraph (B) the following new
clause:

‘‘(iii) owners of timeshare rights to use, or
timeshare ownership interests in, associa-
tion property in the case of a timeshare asso-
ciation,’’, and

(C) by inserting ‘‘and, in the case of a
timeshare association, for activities pro-
vided to or on behalf of members of the asso-
ciation’’ before the comma at the end of sub-
paragraph (C).

(2) TIMESHARE ASSOCIATION DEFINED.—Sub-
section (c) of section 528 is amended by re-
designating paragraph (4) as paragraph (5)
and by inserting after paragraph (3) the fol-
lowing new paragraph:

‘‘(4) TIMESHARE ASSOCIATION.—The term
‘timeshare association’ means any organiza-
tion (other than a condominium manage-
ment association) meeting the requirement
of subparagraph (A) of paragraph (1) if any
member thereof holds a timeshare right to
use, or a timeshare ownership interest in,
real property constituting association prop-
erty.’’.

(b) EXEMPT FUNCTION INCOME.—Paragraph
(3) of section 528(d) is amended by striking
‘‘or’’ at the end of subparagraph (A), by
striking the period at the end of subpara-
graph (B) and inserting ‘‘, or’’, and by adding
at the end the following new subparagraph:

‘‘(C) owners of timeshare rights to use, or
timeshare ownership interests in, real prop-
erty in the case of a timeshare association.’’.

(c) RATE OF TAX.—Subsection (b) of section
528 (relating to certain homeowners associa-
tions) is amended by inserting before the pe-
riod ‘‘(32 percent of such income in the case
of a timeshare association)’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1996.

SEC. 957. ADDITIONAL ADVANCE REFUNDING OF
CERTAIN VIRGIN ISLAND BONDS.

Subclause (I) of section 149(d)(3)(A)(i) of
the Internal Revenue Code of 1986 shall not
apply to the second advance refunding of any
issue of the Virgin Islands which was first
advance refunded before June 9, 1997, if the
debt provisions of the refunding bonds are
changed to repeal the priority first lien re-
quirement of the refunded bonds.

SEC. 958. NONRECOGNITION OF GAIN ON SALE OF
STOCK TO CERTAIN FARMERS’ CO-
OPERATIVES.

(a) IN GENERAL.—Section 1042 (relating to
sales of stock to employee stock ownership
plans or certain cooperatives) is amended by
adding at the end the following new sub-
section:

‘‘(g) APPLICATION OF SECTION TO SALES OF
STOCK IN AGRICULTURAL REFINERS AND PROC-
ESSORS TO ELIGIBLE FARM COOPERATIVES.—

‘‘(1) IN GENERAL.—This section shall apply
to the sale of stock of a qualified refiner or
processor to an eligible farmers’ cooperative.

‘‘(2) QUALIFIED REFINER OR PROCESSOR.—For
purposes of this subsection, the term ‘quali-
fied refiner or processor’ means a domestic
corporation—

‘‘(A) substantially all of the activities of
which consist of the active conduct of the
trade or business of refining or processing
agricultural or horticultural products, and

‘‘(B) which purchases more than one-half of
such products to be refined or processed
from—

‘‘(i) farmers who make up the eligible
farmers’ cooperative which is purchasing
stock in the corporation in a transaction to
which this subsection is to apply, and

‘‘(ii) such cooperative.
‘‘(3) ELIGIBLE FARMERS’ COOPERATIVE.—For

purposes of this section, the term ‘eligible
farmers’ cooperative’ means an organization
to which part I of subchapter T applies which
is engaged in the marketing of agricultural
or horticultural products.

‘‘(4) SPECIAL RULES.—In applying this sec-
tion to a sale to which paragraph (1) ap-
plies—

‘‘(A) the eligible farmers’ cooperative shall
be treated in the same manner as a coopera-
tive described in subsection (b)(1)(B),

‘‘(B) subsection (b)(2) shall be applied by
substituting ‘100 percent’ for ‘30 percent’
each place it appears,

‘‘(C) the determination as to whether any
stock in the domestic corporation is a quali-
fied security shall be made without regard to
whether the stock is an employer security or
to subsection (c)(1)(A), and

‘‘(D) paragraphs (2)(D) and (7) of subsection
(c) shall not apply.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to sales
after December 31, 1997.
SEC. 959. EXCEPTION FROM REPORTING OF REAL

ESTATE TRANSACTIONS FOR SALES
AND EXCHANGES OF CERTAIN PRIN-
CIPAL RESIDENCES.

(a) IN GENERAL.—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 para-
graph:

‘‘(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)(A) receives written assurance
in a form acceptable to the Secretary from
the seller that—

‘‘(i) such residence is the principal resi-
dence (within the meaning of section 121) of
the seller,

‘‘(ii) there is no federally subsidized mort-
gage financing assistance with respect to the
mortgage on such residence, and

‘‘(iii) the seller meets the requirements of
section 121(a) with respect to such sale or ex-
change.

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

‘‘(B) SELLER.—For purposes of this para-
graph, the term ‘seller’ includes the person
relinquishing the residence in an exchange.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to sales
and exchanges after the date of the enact-
ment of this Act.
SEC. 960. INCREASED DEDUCTIBILITY OF BUSI-

NESS MEAL EXPENSES FOR INDIVID-
UALS SUBJECT TO FEDERAL HOURS
OF SERVICE.

(a) IN GENERAL.—Section 274(n) (relating to
only 50 percent of meal and entertainment
expenses allowed as deduction) is amended
by adding at the end the following new para-
graph:

‘‘(3) SPECIAL RULE FOR INDIVIDUALS SUBJECT
TO FEDERAL HOURS OF SERVICE.—

‘‘(A) IN GENERAL.—In the case of any ex-
penses for food or beverages consumed while
away from home (within the meaning of sec-
tion 162(a)(2)) by an individual during, or in-
cident to, the period of duty subject to the
hours of service limitations of the Depart-
ment of Transportation, paragraph (1) shall
be applied by substituting ‘the applicable
percentage’ for ‘50 percent’.

‘‘(B) APPLICABLE PERCENTAGE.—For pur-
poses of this paragraph, the term ‘applicable
percentage’ means the percentage deter-
mined under the following table:
‘‘For taxable years

beginning
The applicable

in calendar year— percentage is—
1998 or 1999 ...................................... 55
2000 or 2001 ...................................... 60
2002 or 2003 ...................................... 65
2004 or 2005 ...................................... 70
2006 or 2007 ...................................... 75
2008 or thereafter ............................ 80.’’.
(b) EFFECTIVE DATE.—The amendment

made by subsection (a) shall apply to taxable
years beginning after December 31, 1997.
SEC. 961. QUALIFIED LESSEE CONSTRUCTION AL-

LOWANCES FOR SHORT-TERM
LEASES.

(a) IN GENERAL.—Part III of subchapter B
of chapter 1 is amended by inserting after
section 109 the following new section:
‘‘SEC. 110. QUALIFIED LESSEE CONSTRUCTION

ALLOWANCES FOR SHORT-TERM
LEASES.

‘‘(a) IN GENERAL.—Gross income of a lessee
does not include any amount received in
cash (or treated as a rent reduction) by a les-
see from a lessor—

‘‘(1) under a short-term lease of retail
space, and

‘‘(2) for the purpose of such lessee’s con-
structing or improving qualified long-term
real property for use in such lessee’s trade or
business at such retail space,
but only to the extent that such amount
does not exceed the amount expended by the
lessee for such construction or improvement.

‘‘(b) CONSISTENT TREATMENT BY LESSOR.—
Qualified long-term real property con-
structed or improved in connection with any
amount excluded from a lessee’s income by
reason of subsection (a) shall be treated as
nonresidential real property by the lessor.

‘‘(c) DEFINITIONS.—For purposes of this sec-
tion—

‘‘(1) QUALIFIED LONG-TERM REAL PROP-
ERTY.—The term ‘qualified long-term real
property’ means nonresidential real property
which is part of, or otherwise present at, the
retail space referred to in subsection (a) and
which reverts to the lessor at the termi-
nation of the lease.

‘‘(2) SHORT-TERM LEASE.—The term ‘short-
term lease’ means a lease (or other agree-
ment for occupancy or use) of retail space for
15 years or less (as determined under the
rules of section 168(i)(3)).

‘‘(3) RETAIL SPACE.—The term ‘retail space’
means real property leased, occupied, or oth-
erwise used by a lessee in its trade or busi-
ness of selling tangible personal property or
services to the general public.
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‘‘(d) INFORMATION REQUIRED TO BE FUR-

NISHED TO SECRETARY.—Under regulations,
the lessee and lessor described in subsection
(a) shall, at such times and in such manner
as may be provided in such regulations, fur-
nish to the Secretary—

‘‘(1) information concerning the amounts
received (or treated as a rent reduction) and
expended as described in subsection (a), and

‘‘(2) any other information which the Sec-
retary deems necessary to carry out the pro-
visions of this section.’’.

(b) TREATMENT AS INFORMATION RETURN.—
Subparagraph (A) of section 6724(d)(1)(A) is
amended by striking ‘‘or’’ at the end of
clause (vii), by adding ‘‘or’’ at the end of
clause (viii), and by adding at the end the
following new clause:

‘‘(ix) section 110(d) (relating to qualified
lessee construction allowances for short-
term leases),’’.

(c) CROSS REFERENCE.—Paragraph (8) of
section 168(i) (relating to treatment of lease-
hold improvements) is amended by adding at
the end the following new subparagraph:

‘‘(C) CROSS REFERENCE.—
‘‘For treatment of qualified long-term real

property constructed or improved in connec-
tion with cash or rent reduction from lessor
to lessee, see section 110(b).’’.

(d) CLERICAL AMENDMENT.—The table of
sections for part III of subchapter B of chap-
ter 1 is amended by inserting after the item
relating to section 109 the following new
item:

‘‘Sec. 110. Qualified lessee construction al-
lowances for short-term
leases.’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to leases en-
tered into after the date of the enactment of
this Act.
SEC. 962. TAX TREATMENT OF CONSOLIDATIONS

OF LIFE INSURANCE DEPARTMENTS
OF MUTUAL SAVINGS BANKS.

(a) GENERAL RULE.—Section 594 (relating
to alternative tax for mutual savings banks
conducting life insurance business) is amend-
ed by adding at the end thereof the following
new subsection:

‘‘(c) TREATMENT OF CONSOLIDATIONS.—If 2
or more life insurance departments to which
subsection (a) applied are consolidated into a
single life insurance company pursuant to a
requirement of State law—

‘‘(1) such consolidation shall be treated as
a reorganization described in section
368(a)(1)(E), and

‘‘(2) any payments required to be made to
policyholders in connection with such con-
solidation shall be treated as policyholder
dividends deductible under section 808 but
only if—

‘‘(A) such payments are only with respect
to policies in effect immediately before such
consolidation,

‘‘(B) such payments are only with respect
to policies which are participating before
and after such consolidation,

‘‘(C) such payments shall cease with re-
spect to any policy if such policy lapses after
such consolidation,

‘‘(D) the policyholders before such consoli-
dation had no divisible right to the surplus
of any such department and had no right to
vote, and

‘‘(E) the approval of such policyholders was
not required for such consolidation.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
December 31, 1991.
SEC. 963. OFFSET OF PAST-DUE, LEGALLY EN-

FORCEABLE STATE TAX OBLIGA-
TIONS AGAINST OVERPAYMENTS.

(a) IN GENERAL.—Section 6402 is amended
by redesignating subsections (e) through (i)

as subsections (f) through (j), respectively,
and by inserting after subsection (d) the fol-
lowing new subsection:

‘‘(e) COLLECTION OF PAST-DUE, LEGALLY EN-
FORCEABLE STATE TAX OBLIGATIONS.—

‘‘(1) IN GENERAL.—Upon receiving notice
from any State that a named person owes a
past-due, legally enforceable State tax obli-
gation to such State, the Secretary shall,
under such conditions as may be prescribed
by the Secretary—

‘‘(A) reduce the amount of any overpay-
ment payable to such person by the amount
of such State tax obligation;

‘‘(B) pay the amount by which such over-
payment is reduced under subparagraph (A)
to such State and notify such State of such
person’s name, taxpayer identification num-
ber, address, and the amount collected; and

‘‘(C) notify the person making such over-
payment that the overpayment has been re-
duced by an amount necessary to satisfy a
past-due, legally enforceable State tax obli-
gation.

If an offset is made pursuant to a joint re-
turn, the notice under subparagraph (B) shall
include the names, taxpayer identification
numbers, and addresses of each person filing
such return.

‘‘(2) OFFSET PERMITTED ONLY AGAINST RESI-
DENTS OF STATE SEEKING OFFSET.—Paragraph
(1) shall apply to an overpayment by any
person for a taxable year only if the address
shown on the return for such taxable year is
an address within the State seeking the off-
set.

‘‘(3) PRIORITIES FOR OFFSET.—Any overpay-
ment by a person shall be reduced pursuant
to this subsection—

‘‘(A) after such overpayment is reduced
pursuant to—

‘‘(i) subsection (a) with respect to any li-
ability for any internal revenue tax on the
part of the person who made the overpay-
ment,

‘‘(ii) subsection (c) with respect to past-due
support, and

‘‘(iii) subsection (d) with respect to any
past-due, legally enforceable debt owed to a
Federal agency, and

‘‘(B) before such overpayment is credited
to the future liability for any Federal inter-
nal revenue tax of such person pursuant to
subsection (b).

If the Secretary receives notice from 1 or
more agencies of the State of more than 1
debt subject to paragraph (1) that is owed by
such person to such an agency, any overpay-
ment by such person shall be applied against
such debts in the order in which such debts
accrued.

‘‘(4) NOTICE; CONSIDERATION OF EVIDENCE.—
No State may take action under this sub-
section until such State—

‘‘(A) notifies the person owing the past-due
State tax liability that the State proposes to
take action pursuant to this section,

‘‘(B) gives such person at least 60 days to
present evidence that all or part of such li-
ability is not past-due or not legally enforce-
able,

‘‘(C) considers any evidence presented by
such person and determines that an amount
of such debt is past-due and legally enforce-
able, and

‘‘(D) satisfies such other conditions as the
Secretary may prescribe to ensure that the
determination made under subparagraph (C)
is valid and that the State has made reason-
able efforts to obtain payment of such State
tax obligation.

‘‘(5) PAST-DUE, LEGALLY ENFORCEABLE
STATE TAX OBLIGATION.—For purposes of this
subsection, the term ‘past-due, legally en-
forceable State tax obligation’ means a
debt—

‘‘(A)(i) which resulted from—

‘‘(I) a judgment rendered by a court of
competent jurisdiction which has deter-
mined an amount of State tax to be due, or

‘‘(II) a determination after an administra-
tive hearing which has determined an
amount of State tax to be due, and

‘‘(ii) which is no longer subject to judicial
review, or

‘‘(B) which resulted from a State tax which
has been assessed but not collected, the time
for redetermination of which has expired,
and which has not been delinquent for more
than 10 years.

For purposes of this paragraph, the term
‘State tax’ includes any local tax adminis-
tered by the chief tax administration agency
of the State.

‘‘(6) REGULATIONS.—The Secretary shall
issue regulations prescribing the time and
manner in which States must submit notices
of past-due, legally enforceable State tax ob-
ligations and the necessary information that
must be contained in or accompany such no-
tices. The regulations shall specify the types
of State taxes and the minimum amount of
debt to which the reduction procedure estab-
lished by paragraph (1) may be applied. The
regulations may require States to pay a fee
to reimburse the Secretary for the cost of
applying such procedure. Any fee paid to the
Secretary pursuant to the preceding sen-
tence shall be used to reimburse appropria-
tions which bore all or part of the cost of ap-
plying such procedure.

‘‘(7) ERRONEOUS PAYMENT TO STATE.—Any
State receiving notice from the Secretary
that an erroneous payment has been made to
such State under paragraph (1) shall pay
promptly to the Secretary, in accordance
with such regulations as the Secretary may
prescribe, an amount equal to the amount of
such erroneous payment (without regard to
whether any other amounts payable to such
State under such paragraph have been paid
to such State).’’.

(b) DISCLOSURE OF CERTAIN INFORMATION TO
STATES REQUESTING REFUND OFFSETS FOR
PAST-DUE, LEGALLY ENFORCEABLE STATE TAX
OBLIGATIONS.—

(1) Paragraph (10) of section 6103(l) is
amended by striking ‘‘(c) or (d)’’ each place
it appears and inserting ‘‘(c), (d), or (e)’’.

(2) The paragraph heading for such para-
graph (10) is amended by striking ‘‘SECTION
6402(c) OR 6402(d)’’ and inserting ‘‘SUBSECTION
(c), (d), OR (e) OF SECTION 6402’’.

(c) CONFORMING AMENDMENTS.—
(1) Subsection (a) of section 6402 is amend-

ed by striking ‘‘(c) and (d)’’ and inserting
‘‘(c), (d), and (e)’’.

(2) Paragraph (2) of section 6402(d) is
amended by striking ‘‘and before such over-
payment’’ and inserting ‘‘and before such
overpayment is reduced pursuant to sub-
section (e) and before such overpayment’’.

(3) Subsection (f) of section 6402, as redesig-
nated by subsection (a), is amended—

(A) by striking ‘‘(c) or (d)’’ and inserting
‘‘(c), (d), or (e)’’, and

(B) by striking ‘‘Federal agency’’ and in-
serting ‘‘Federal agency or State’’.

(4) Subsection (h) of section 6402, as redes-
ignated by subsection (a), is amended by
striking ‘‘subsection (c)’’ and inserting ‘‘sub-
section (c) or (e)’’.

(d) AMENDMENTS APPLIED AFTER TECHNICAL
CORRECTIONS TO PERSONAL RESPONSIBILITY
AND WORK OPPORTUNITY RECONCILIATION ACT
OF 1996.—

(1) Section 110(l) of the Personal Respon-
sibility and Work Opportunity Reconcili-
ation Act of 1996 is amended by striking
paragraphs (4), (5), and (7) (and the amend-
ments made by such paragraphs), and the In-
ternal Revenue Code of 1986 shall be applied
as if such paragraphs (and amendments) had
never been enacted.
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(2) For purposes of applying the amend-

ments made by this section other than this
subsection, the provisions of this subsection
shall be treated as having been enacted im-
mediately before the other provisions of this
section.

(e) EFFECTIVE DATE.—The amendments
made by this section (other than subsection
(d)) shall apply to refunds payable under sec-
tion 6402 of the Internal Revenue Code of 1986
after December 31, 1998.
SEC. 964. EXEMPTION OF THE INCREMENTAL

COST OF A CLEAN FUEL VEHICLE
FROM THE LIMITS ON DEPRECIA-
TION FOR VEHICLES.

(a) IN GENERAL.—Section 280F(a)(1) (relat-
ing to limiting depreciation on luxury auto-
mobiles) is amended by adding at the end the
following new subparagraph:

‘‘(C) SPECIAL RULE FOR CERTAIN CLEAN-FUEL
PASSENGER AUTOMOBILES.—

‘‘(i) MODIFIED AUTOMOBILES.—In the case of
a passenger automobile which is propelled by
a fuel which is not a clean-burning fuel to
which is installed qualified clean-fuel vehicle
property (as defined in section 179A(c)(1)(A))
for purposes of permitting such vehicle to be
propelled by a clean burning fuel (as defined
in section 179A(e)(1)), subparagraph (A) shall
not apply to the cost of the installed quali-
fied clean burning vehicle property as depre-
ciated pursuant to section 168 by applying
the rules under subsections (b)(1), (d)(1), and
(e)(3)(B) thereof.

‘‘(ii) PURPOSE BUILT PASSENGER VEHICLES.—
In the case of a purpose built passenger vehi-
cle (as defined in section 4001(a)(2)(C)(ii)),
each of the annual limitations specified in
subparagraph (A) shall be tripled.’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to property
placed in service on or after the date of en-
actment of this Act and before January 1,
2005.
SEC. 965. TAX BENEFITS FOR LAW ENFORCEMENT

OFFICERS KILLED IN THE LINE OF
DUTY.

(a) IN GENERAL.—Part III of subchapter B
of chapter 1 (relating to items specifically
excluded from gross income) is amended by
redesignating section 138 as section 139 and
by inserting after section 137 the following
new section:
‘‘SEC. 138. SURVIVOR BENEFITS ATTRIBUTABLE

TO SERVICE BY A LAW ENFORCE-
MENT OFFICER WHO IS KILLED IN
THE LINE OF DUTY.

‘‘(a) IN GENERAL.—Gross income shall not
include any amount paid as a survivor annu-
ity on account of the death of a law enforce-
ment officer killed in the line of duty—

‘‘(1) if such annuity is provided under a
governmental plan which meets the require-
ments of section 401(a) to the spouse (or a
former spouse) of the law enforcement offi-
cer or to a child of such officer, and

‘‘(2) to the extent such annuity is attrib-
utable to such officer’s service as a law en-
forcement officer.

‘‘(b) EXCEPTIONS.—
‘‘(1) IN GENERAL.—Subsection (a) shall not

apply with respect to the death of any law
enforcement officer if—

‘‘(A) the death was caused by the inten-
tional misconduct of the officer or by such
officer’s intention to bring about such offi-
cer’s death,

‘‘(B) the officer was voluntarily intoxi-
cated (as defined in section 1204 of the Omni-
bus Crime Control and Safe Streets Act of
1968) at the time of death, or

‘‘(C) the officer was performing such offi-
cer’s duties in a grossly negligent manner at
the time of death.

‘‘(2) EXCEPTION FOR BENEFITS PAID TO CER-
TAIN INDIVIDUALS.—Subsection (a) shall not
apply to any payment to an individual whose
actions were a substantial contributing fac-
tor to the death of the officer.

‘‘(c) LAW ENFORCEMENT OFFICER.—For pur-
poses of this section, the term ‘law enforce-
ment officer’ means an individual serving a
public agency (as defined in section 1204 of
the Omnibus Crime Control and Safe Streets
Act of 1968) in an official capacity, with or
without compensation, as a law enforcement
officer (as defined in such section).’’.

(b) CLERICAL AMENDMENT.—The table of
sections for part III of subchapter B of chap-
ter 1 is amended by striking the last item
and inserting the following new items:

‘‘Sec. 138. Survivor benefits attributable to
service by a law enforcement
officer who is killed in the line
of duty.

‘‘Sec. 139. Cross references to other Acts.’’.

(c) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to
amounts received in taxable years beginning
after December 31, 1996, with respect to indi-
viduals dying after such date.
SEC. 966. TEMPORARY SUSPENSION OF TAXABLE

INCOME LIMIT ON PERCENTAGE DE-
PLETION FOR MARGINAL PRODUC-
TION.

In the case of taxable years beginning after
December 31, 1997, and before January 1, 2000,
paragraph (1) of section 613A(d) of the Inter-
nal Revenue Code of 1986 shall not apply to
so much of the allowance for depletion com-
puted under section 613A(c) of such Code as
is attributable to paragraph (6) thereof.
Subtitle G—Extension of Duty-Free Treat-

ment Under Generalized System of Pref-
erences; Tariff Treatment of Certain Equip-
ment and Repair of Vessels

SEC. 971. GENERALIZED SYSTEM OF PREF-
ERENCES.

(a) EXTENSION OF DUTY-FREE TREATMENT
UNDER SYSTEM.—Section 505 of the Trade
Act of 1974 (19 U.S.C. 2465) is amended by
striking ‘‘May 31, 1997’’ and inserting ‘‘May
31, 1999’’.

(b) RETROACTIVE APPLICATION FOR CERTAIN
LIQUIDATIONS AND RELIQUIDATIONS.—

(1) IN GENERAL.—Notwithstanding section
514 of the Tariff Act of 1930 or any other pro-
vision of law and subject to paragraph (2),
the entry—

(A) of any article to which duty-free treat-
ment under title V of the Trade Act of 1974
would have applied if the entry had been
made on May 31, 1997, and

(B) that was made after May 31, 1997, and
before the date of the enactment of this Act,

shall be liquidated or reliquidated as free of
duty, and the Secretary of the Treasury
shall refund any duty paid with respect to
such entry. As used in this subsection, the
term ‘‘entry’’ includes a withdrawal from
warehouse for consumption.

(2) REQUESTS.—Liquidation or reliquida-
tion may be made under paragraph (1) with
respect to an entry only if a request therefor
is filed with the Customs Service, within 180
days after the date of the enactment of this
Act, that contains sufficient information to
enable the Customs Service—

(A) to locate the entry; or
(B) to reconstruct the entry if it cannot be

located.
SEC. 972. EQUIPMENT AND REPAIR OF VESSELS.

(a) TARIFF TREATMENT.—Section 466 of the
Tariff Act of 1930 (19 U.S.C. 1466), is amended
by adding at the end the following new sub-
section:

‘‘(i)(1) The duty imposed by subsection (a)
shall not apply with respect to activities oc-
curring in a Shipbuilding Agreement Party,
with respect to—

‘‘(A) self-propelled seagoing vessels of 100
gross tons or more that are used for trans-
portation of goods or persons or for perform-
ance of a specialized service (including, but
not limited to, ice breakers and dredges), and

‘‘(B) tugs of 365 kilowatts or more.

A vessel shall be considered ‘self-propelled
seagoing’ if its permanent propulsion and
steering provide it all the characteristics of
self-navigability in the high seas.

‘‘(2) As used in this subsection—
‘‘(A) the term ‘Shipbuilding Agreement

Party’ means a state or separate customs
territory that is a signatory to the Ship-
building Agreement; and

‘‘(B) the term ‘Shipbuilding Agreement’
means The Agreement Respecting Normal
Competitive Conditions in the Commercial
Shipbuilding and Repair Industry, resulting
from negotiations under the auspices of the
Organization for Economic Cooperation and
Development, and entered into on December
21, 1994.’’.

(b) APPLICABILITY.—The amendment made
by subsection (a) applies only with respect to
activities occurring in a Shipbuilding Agree-
ment Party (as defined in section 466(i) of
the Tariff Act of 1930) during the 1-year pe-
riod beginning on the date of the enactment
of this Act.

Subtitle H—United States-Caribbean Basin
Trade Partnership Act

SEC. 981. SHORT TITLE.
This subtitle may be cited as the ‘‘United

States-Caribbean Basin Trade Partnership
Act’’.
SEC. 982. FINDINGS AND POLICY.

(a) FINDINGS.—The Congress makes the fol-
lowing findings:

(1) The United States apparel industry is a
major component of the United States manu-
facturing sector of the United States, em-
ploying nearly 825,000 people who are located
in every State in the country. The United
States apparel industry consumes 42 percent
of the fabric produced by United States tex-
tile mills, which employ more than 650,000
people.

(2) In 1973 the United States apparel indus-
try supplied 88 percent of the garments
consumed by Americans, and in 1995 that
share fell to less than 50 percent.

(3) Countries in the Western Hemisphere
offer the greatest opportunities for increased
exports of United States textile and apparel
products.

(4) Given the greater propensity of coun-
tries located in the Western Hemisphere to
use United States components and to pur-
chase United States products compared to
other countries, increased trade and eco-
nomic activity between the United States
and countries in the Western Hemisphere
will create new jobs in the United States as
a result of expanding export opportunities.

(5) The Caribbean Basin Economic Recov-
ery Act represents a permanent commitment
by the United States to encourage the devel-
opment of strong democratic governments
and revitalized economies in neighboring
countries in the Caribbean Basin.

(6) The economic security of the countries
in the Caribbean Basin is potentially threat-
ened by the diversion of investment to Mex-
ico as a result of the North American Free
Trade Agreement.

(7) Offering NAFTA equivalent benefits to
Caribbean Basin beneficiary countries, pend-
ing their eventual accession to the NAFTA
or a free trade agreement comparable to the
NAFTA, will promote the growth of free en-
terprise and economic opportunity in the re-
gion, and thereby enhance the national secu-
rity interests of the United States.

(b) POLICY.—It is the policy of the United
States—

(1) to assure that the domestic textile and
apparel industry remains competitive in the
global marketplace by encouraging the for-
mation and expansion of ‘‘partnerships’’ be-
tween the textile and apparel industry of the
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United States and the textile and apparel in-
dustry of various countries located in the
Western Hemisphere; and

(2) to offer to the products of Caribbean
Basin partnership countries tariffs and quota
treatment equivalent to that accorded to
products of NAFTA countries, and to seek
the accession of these partnership countries
to the NAFTA or a free trade agreement
comparable to the NAFTA at the earliest
possible date, with the goal of achieving full
participation in the NAFTA or in a free
trade agreement comparable to the NAFTA
by all partnership countries by not later
than January 1, 2005.
SEC. 983. DEFINITIONS.

As used in this Act:
(1) PARTNERSHIP COUNTRY.—The term

‘‘partnership country’’ means a beneficiary
country as defined in section 212(a)(1)(A) of
the Caribbean Basin Economic Recovery Act
(19 U.S.C. 2702(a)(1)(A)).

(2) NAFTA.—The term ‘‘NAFTA’’ means
the North American Free Trade Agreement
entered into between the United States,
Mexico, and Canada on December 17, 1992.

(3) TRADE REPRESENTATIVE.—The term
‘‘Trade Representative’’ means the United
States Trade Representative.

(4) WTO AND WTO MEMBER.—The terms
‘‘WTO’’ and ‘‘WTO member’’ have the mean-
ings given those terms in section 2 of the
Uruguay Round Agreements Act (19 U.S.C.
3501).
SEC. 984. TEMPORARY PROVISIONS TO PROVIDE

NAFTA PARITY TO PARTNERSHIP
COUNTRIES.

(a) TEMPORARY PROVISIONS.—Section 213(b)
of the Caribbean Basin Economic Recovery
Act (19 U.S.C. 2703(b)) is amended to read as
follows:

‘‘(b) IMPORT-SENSITIVE ARTICLES.—
‘‘(1) IN GENERAL.—Subject to paragraphs (2)

through (5), the duty-free treatment pro-
vided under this title does not apply to—

‘‘(A) textile and apparel articles which are
subject to textile agreements;

‘‘(B) footwear not designated at the time of
the effective date of this title as eligible ar-
ticles for the purpose of the generalized sys-
tem of preferences under title V of the Trade
Act of 1974;

‘‘(C) tuna, prepared or preserved in any
manner, in airtight containers;

‘‘(D) petroleum, or any product derived
from petroleum, provided for in headings 2709
and 2710 of the HTS;

‘‘(E) watches and watch parts (including
cases, bracelets and straps), of whatever type
including, but not limited to, mechanical,
quartz digital, or quartz analog, if such
watches or watch parts contain any material
which is the product of any country with re-
spect to which HTS column 2 rates of duty
apply; or

‘‘(F) articles to which reduced rates of
duty apply under subsection (h).

‘‘(2) NAFTA TRANSITION PERIOD TREATMENT
OF CERTAIN TEXTILE AND APPAREL ARTICLES.—

‘‘(A) EQUIVALENT TARIFF AND QUOTA TREAT-
MENT.—During the transition period—

‘‘(i) the tariff treatment accorded at any
time to any textile or apparel article that
originates in the territory of a partnership
country shall be identical to the tariff treat-
ment that is accorded at such time under
section 2 of the Annex to an article described
in the same 8-digit subheading of the HTS
that is an originating good of Mexico and is
imported into the United States;

‘‘(ii) duty-free treatment under this title
shall apply to any textile or apparel article
that is imported into the United States from
a partnership country and that—

‘‘(I) is assembled in a partnership country,
from fabrics wholly formed and cut in the
United States from yarns formed in the
United States, and is entered—

‘‘(aa) under subheading 9802.00.80 of the
HTS; or

‘‘(bb) under chapter 61 or 62 of the HTS if,
after such assembly, the article would have
qualified for treatment under subheading
9802.00.80 of the HTS, but for the fact the ar-
ticle was subjected to bleaching, dyeing,
stone-washing, enzyme-washing, acid-wash-
ing, perma-pressing, or similar processes or
embroidery; or

‘‘(II) is knit-to-shape in a partnership
country from yarns wholly formed in the
United States;

‘‘(III) is made from fabric knit in a part-
nership country from yarns wholly formed in
the United States;

‘‘(IV) is cut and assembled in a partnership
country from yarns wholly formed in the
United States; or

‘‘(V) is identified under subparagraph (C)
as a handloomed, handmade, or folklore arti-
cle of such country and is certified as such
by the competent authority of such country;
and

‘‘(iii) no quantitative restriction under any
bilateral textile agreement may be applied
to the importation into the United States of
any textile or apparel article that—

‘‘(I) originates in the territory of a part-
nership country, or

‘‘(II) qualifies for duty-free treatment
under subclause (I), (II), (III), (IV), or (V) of
clause (ii).

‘‘(B) NAFTA TRANSITION PERIOD TREATMENT
OF NONORIGINATING TEXTILE AND APPAREL AR-
TICLES.—

‘‘(i) PREFERENTIAL TARIFF TREATMENT.—
Subject to clause (ii), the President may
place in effect at any time during the transi-
tion period with respect to any textile or ap-
parel article that—

‘‘(I) is a product of a partnership country,
but

‘‘(II) does not qualify as a good that origi-
nates in the territory of a partnership coun-
try,

tariff treatment that is identical to the in-
preference-level tariff treatment accorded at
such time under Appendix 6.B of the Annex
to an article described in the same 8-digit
subheading of the HTS that is a product of
Mexico and is imported into the United
States. For purposes of this clause, the ‘in-
preference-level tariff treatment’ accorded
to an article that is a product of Mexico is
the rate of duty applied to that article when
imported in quantities less than or equal to
the quantities specified in Schedule 6.B.1,
6.B.2., or 6.B.3. of the Annex for imports of
that article from Mexico into the United
States.

‘‘(ii) LIMITATIONS ON CERTAIN ARTICLES.—(I)
Tariff treatment under clause (i) may be ex-
tended, during any calendar year, to not
more than 45,000,000 square meter equiva-
lents of cotton or man-made fiber apparel, to
not more than 1,500,000 square meter equiva-
lents of wool apparel, and to not more than
25,000,000 square meter equivalents of goods
entered under subheading 9802.00.80 of the
HTS.

‘‘(II) Except as provided in subclause (III),
the amounts set forth in subclause (I) shall
be allocated among the 7 partnership coun-
tries with the largest volume of exports to
the United States of textile and apparel
goods in calendar year 1996, based upon a pro
rata share of the volume of textile and ap-
parel goods of each of those 7 countries that
entered the United States under subheading
9802.00.80 of the HTS during the first 12
months of the 14-month period ending on the
date of the enactment of the United States-
Caribbean Basin Trade Partnership Act.

‘‘(III) Five percent of the amounts set forth
in subclause (I) shall be allocated among the
partnership countries, other than those to

which subclause (II) applies, based upon a
pro rata share of the exports to the United
States of textile and apparel goods of each of
those countries during the first 12 months of
the 14-month period ending on the date of
the enactment of the United States-Carib-
bean Basin Trade Partnership Act.

‘‘(iii) PRIOR CONSULTATION.—The President
may implement the preferential tariff treat-
ment described in clause (i) only after con-
sultation with representatives of the United
States textile and apparel industry and other
interested parties regarding—

‘‘(I) the specific articles to which such
treatment will be extended,

‘‘(II) the annual quantities of such articles
that may be imported at the preferential
duty rates described in clause (i), and

‘‘(III) the allocation of such annual quan-
tities among beneficiary countries.

‘‘(C) HANDLOOMED, HANDMADE, AND FOLK-
LORE ARTICLES.—For purposes of subpara-
graph (A), the Trade Representative shall
consult with representatives of the partner-
ship country for the purpose of identifying
particular textile and apparel goods that are
mutually agreed upon as being handloomed,
handmade, or folklore goods of a kind de-
scribed in section 2.3 (a), (b), or (c) or Appen-
dix 3.1.B.11 of the Annex.

‘‘(D) BILATERAL EMERGENCY ACTIONS.—(i)
The President may take—

‘‘(I) bilateral emergency tariff actions of a
kind described in section 4 of the Annex with
respect to any textile or apparel article im-
ported from a partnership country if the ap-
plication of tariff treatment under subpara-
graph (A) to such article results in condi-
tions that would be cause for the taking of
such actions under such section 4 with re-
spect to an article described in the same 8-
digit subheading of the HTS that is imported
from Mexico; or

‘‘(II) bilateral emergency quantitative re-
striction actions of a kind described in sec-
tion 5 of the Annex with respect to imports
of any textile or apparel article described in
subparagraph (B)(i) (I) and (II) if the impor-
tation of such article into the United States
results in conditions that would be cause for
the taking of such actions under such sec-
tion 5 with respect to a like article that is a
product of Mexico.

‘‘(ii) The requirement in paragraph (5) of
section 4 of the Annex (relating to providing
compensation) shall not be deemed to apply
to a bilateral emergency action taken under
this subparagraph.

‘‘(iii) For purposes of applying bilateral
emergency action under this subparagraph—

‘‘(I) the term ‘transition period’ in sections
4 and 5 of the Annex shall be deemed to be
the period defined in paragraph (5)(D); and

‘‘(II) any requirements to consult specified
in section 4 or 5 of the Annex are deemed to
be satisfied if the President requests con-
sultations with the partnership country in
question and the country does not agree to
consult within the time period specified in
such section.

‘‘(3) NAFTA TRANSITION PERIOD TREATMENT
OF CERTAIN OTHER ARTICLES ORIGINATING IN
BENEFICIARY COUNTRIES.—

‘‘(A) EQUIVALENT TARIFF TREATMENT.—
‘‘(i) IN GENERAL.—Subject to clause (ii), the

tariff treatment accorded at any time during
the transition period to any article referred
to in any of subparagraphs (B) through (F) of
paragraph (1) that originates in the territory
of a partnership country shall be identical to
the tariff treatment that is accorded at such
time under Annex 302.2 of the NAFTA to an
article described in the same 8-digit sub-
heading of the HTS that is an originating
good of Mexico and is imported into the
United States.

‘‘(ii) EXCEPTION.—Clause (i) does not apply
to any article accorded duty-free treatment
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under U.S. Note 2(b) to subchapter II of chap-
ter 98 of the HTS.

‘‘(B) RELATIONSHIP TO SUBSECTION (h) DUTY
REDUCTIONS.—If at any time during the tran-
sition period the rate of duty that would (but
for action taken under subparagraph (A)(i) in
regard to such period) apply with respect to
any article under subsection (h) is a rate of
duty that is lower than the rate of duty re-
sulting from such action, then such lower
rate of duty shall be applied for the purposes
of implementing such action.

‘‘(4) CUSTOMS PROCEDURES.—
‘‘(A) IN GENERAL.—
‘‘(i) The obligations under chapter 5 of the

NAFTA regarding customs procedures, as
such obligations apply to the exporting
country, shall apply to importations under
paragraphs (2) and (3) of articles from part-
nership countries.

‘‘(ii) The Secretary of the Treasury shall
prescribe regulations that require, as a con-
dition of entry, that any importer of record
that claims preferential treatment under
paragraph (2) or (3) must comply with re-
quirements similar in all material respects
to the requirements of article 502.1 of the
NAFTA. The certificate of origin that other-
wise would be required under this subpara-
graph shall not be required in the case of an
article imported under paragraph (2) or (3) if
such certificate of origin would not be re-
quired under article 503 of the NAFTA for a
similar importation from Mexico.

‘‘(B) PENALTIES FOR ENGAGING IN TRANS-
SHIPMENT OR OTHER CUSTOMS FRAUD.—If an
exporter is determined under the laws of the
United States to have engaged in illegal
transshipment of textile or apparel products
from a partnership country, then the Presi-
dent shall deny all benefits under this title
to such exporter, and any successors of such
exporter, for a period of 2 years.

‘‘(C) STUDY BY USTR ON COOPERATION OF
OTHER COUNTRIES CONCERNING CIRCUMVEN-
TION.—The Trade Representative, in con-
sultation with the United States Commis-
sioner of Customs, shall conduct a study
analyzing the extent to which each partner-
ship country—

‘‘(i) has cooperated fully with the United
States, consistent with its domestic laws and
procedures, in instances of circumvention or
alleged circumvention of existing quotas on
imports of textile and apparel goods, to es-
tablish necessary relevant facts in the places
of import, export, and, where applicable,
transshipment, including investigation of
circumvention practices, exchanges of docu-
ments, correspondence, reports, and other
relevant information, to the extent such in-
formation is available;

‘‘(ii) has taken appropriate measures, con-
sistent with its domestic laws and proce-
dures, against exporters and importers in-
volved in instances of false declaration con-
cerning fiber content, quantities, descrip-
tion, classification, or origin of textile and
apparel goods; and

‘‘(iii) has penalized the individuals and en-
tities involved in any such circumvention,
consistent with its domestic laws and proce-
dures, and has worked closely to seek the co-
operation of any third country to prevent
such circumvention from taking place in
that third country.
The Trade Representative shall submit to
the Congress, not later than October 1, 1998,
a report on the study conducted under this
subparagraph.

‘‘(5) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) The term ‘the Annex’ means Annex
300–B of the NAFTA.

‘‘(B) The term ‘NAFTA’ means the North
American Free Trade Agreement entered
into between the United States, Mexico, and
Canada on December 17, 1992.

‘‘(C) The term ‘partnership country’ means
a beneficiary country.

‘‘(D) The term ‘textile or apparel article’
means any article referred to in paragraph
(1)(A) that is a good listed in Appendix 1.1 of
the Annex.

‘‘(E) The term ‘transition period’ means,
with respect to a partnership country, the
period that begins on January 1, 1998, and
ends on the earlier of—

‘‘(i) December 31, 1998; or
‘‘(ii) the date on which—
‘‘(I) the United States first applies the

NAFTA to the partnership country upon its
accession to the NAFTA, or

‘‘(II) there enters into force with respect to
the United States and the partnership coun-
try a free trade agreement comparable to the
NAFTA that makes substantial progress in
achieving the negotiating objectives set
forth in section 108(b)(5) of the North Amer-
ican Free Trade Agreement Implementation
Act (19 U.S.C. 3317(b)(5)).

‘‘(F) An article shall be deemed as origi-
nating in the territory of a partnership coun-
try if the article meets the rules of origin for
a good set forth in chapter 4 of the NAFTA,
and, in the case of an article described in Ap-
pendix 6.A of the Annex, the requirements
stated in such Appendix 6.A for such article
to be treated as if it were an originating
good. In applying such chapter 4 or Appendix
6.A with respect to a partnership country for
purposes of this subsection—

‘‘(i) no countries other than the United
States and partnership countries may be
treated as being Parties to the NAFTA,

‘‘(ii) references to trade between the Unit-
ed States and Mexico shall be deemed to
refer to trade between the United States and
partnership countries, and

‘‘(iii) references to a Party shall be deemed
to refer to the United States or a partnership
country, and references to the Parties shall
be deemed to refer to any combination of
partnership countries or the United States.’’.

(b) DETERMINATION REGARDING RETENTION
OF DESIGNATION.—Section 212(e)(1) of the
Caribbean Basin Economic Recovery Act (19
U.S.C. 2702(e)) is amended—

(1) by inserting ‘‘(A)’’ after ‘‘(1)’’;
(2) by redesignating subparagraphs (A) and

(B) as clauses (i) and (ii), respectively;
(3) by adding at the end the following:
‘‘(B)(i) Based on the President’s review and

analysis described in subsection (f), the
President may determine if the preferential
treatment under section 213(b)(2) and (3)
should be withdrawn, suspended, or limited
with respect to any article of a partnership
country. Such determination shall be in-
cluded in the report required by subsection
(f).

‘‘(ii) Withdrawal, suspension, or limitation
of the preferential treatment under section
213(b)(2) and (3) with respect to a partnership
country shall be taken only after the re-
quirements of subsection (a)(2) and para-
graph (2) of this subsection have been met.’’.

(c) REPORTING REQUIREMENTS.—Section
212(f) of the Caribbean Basin Economic Re-
covery Act (19 U.S.C. 2702(f)) is amended to
read as follows:

‘‘(f) REPORTING REQUIREMENTS.—Not later
than 1 year after the date of the enactment
of the United States-Caribbean Basin Trade
Partnership Act and at the close of each 3-
year period thereafter, the President shall
submit to the Congress a complete report re-
garding the operation of this title, includ-
ing—

‘‘(1) with respect to subsections (b) and (c)
of this section, the results of a general re-
view of beneficiary countries based on the
considerations described in such subsections;

‘‘(2) with respect to subsection (c)(4), the
degree to which a country follows accepted
rules of international trade provided for

under the General Agreement on Tariffs and
Trade and the World Trade Organization;

‘‘(3) with respect to subsection (c)(9), the
extent to which beneficiary countries are
providing or taking steps to provide protec-
tion of intellectual property rights com-
parable to the protection provided to the
United States in bilateral intellectual prop-
erty rights agreements;

‘‘(4) with respect to subsection (b)(2) and
subsection (c)(5), the extent that beneficiary
countries are providing or taking steps to
provide protection of investment and inves-
tors comparable to the protection provided
to the United States in bilateral investment
treaties;

‘‘(5) with respect to subsection (c)(3), the
extent that beneficiary countries are provid-
ing the United States with equitable and rea-
sonable market access in the product sectors
for which benefits are provided under this
title;

‘‘(6) with respect to subsection (c)(11), the
extent that beneficiary countries are cooper-
ating with the United States in administer-
ing the provisions of section 213(b); and

‘‘(7) with respect to subsection (c)(8), the
extent that beneficiary countries are meet-
ing the internationally recognized worker
rights criteria under such subsection.
In the first report under this subsection, the
President shall include a review of the im-
plementation of section 213(b), and his analy-
sis of whether the benefits under paragraphs
(2) and (3) of such section further the objec-
tives of this title and whether such benefits
should be continued.’’.

(d) CONFORMING AMENDMENT.—Section
213(a)(1) of the Caribbean Basin Economic
Recovery Act is amended by inserting ‘‘and
except as provided in section 213(b)(2) and
(3),’’ after ‘‘Tax Reform Act of 1986,’’.
SEC. 985. EFFECT OF NAFTA ON SUGAR IMPORTS

FROM BENEFICIARY COUNTRIES.
The President shall monitor the effects, if

any, that the implementation of the NAFTA
has on the access of beneficiary countries
under the Caribbean Basin Economic Recov-
ery Act to the United States market for sug-
ars, syrups, and molasses. If the President
considers that the implementation of the
NAFTA is affecting, or will likely affect, in
an adverse manner the access of such coun-
tries to the United States market, the Presi-
dent shall promptly—

(1) take such actions, after consulting with
interested parties and with the appropriate
committees of the House of Representatives
and the Senate, or

(2) propose to the Congress such legislative
actions,
as may be necessary or appropriate to ame-
liorate such adverse effect.
SEC. 986. DUTY-FREE TREATMENT FOR CERTAIN

BEVERAGES MADE WITH CARIBBEAN
RUM.

Section 213(a) of the Caribbean Basin Eco-
nomic Recovery Act (19 U.S.C. 2703(a)) is
amended—

(1) in paragraph (5), by striking ‘‘chapter’’
and inserting ‘‘title’’; and

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

‘‘(6) Notwithstanding paragraph (1), the
duty-free treatment provided under this title
shall apply to liqueurs and spirituous bev-
erages produced in the territory of Canada
from rum if—

‘‘(A) such rum is the growth, product, or
manufacture of a beneficiary country or of
the Virgin Islands of the United States;

‘‘(B) such rum is imported directly from a
beneficiary country or the Virgin Islands of
the United States into the territory of Can-
ada, and such liqueurs and spirituous bev-
erages are imported directly from the terri-
tory of Canada into the customs territory of
the United States;
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‘‘(C) when imported into the customs terri-

tory of the United States, such liqueurs and
spirituous beverages are classified in sub-
heading 2208.90 or 2208.40 of the HTS; and

‘‘(D) such rum accounts for at least 90 per-
cent by volume of the alcoholic content of
such liqueurs and spiritous beverages.’’.
SEC. 987. MEETINGS OF TRADE MINISTERS AND

USTR.
(a) SCHEDULE OF MEETINGS.—The President

shall take the necessary steps to convene a
meeting with the trade ministers of the part-
nership countries in order to establish a
schedule of regular meetings, to commence
as soon as is practicable, of the trade min-
isters and the Trade Representative, for the
purpose set forth in subsection (b).

(b) PURPOSE.—The purpose of the meetings
scheduled under subsection (a) is to reach
agreement between the United States and
partnership countries on the likely timing
and procedures for initiating negotiations
for partnership to accede to the NAFTA, or
to enter into mutually advantageous free
trade agreements with the United States
that contain provisions comparable to those
in the NAFTA and would make substantial
progress in achieving the negotiating objec-
tives set forth in section 108(b)(5) of the
North American Free Trade Agreement Im-
plementation Act (19 U.S.C. 3317(b)(5)).
SEC. 988. REPORT ON ECONOMIC DEVELOPMENT

AND MARKET ORIENTED REFORMS
IN THE CARIBBEAN.

(a) IN GENERAL.—The Trade Representative
shall make an assessment of the economic
development efforts and market oriented re-
forms in each partnership country and the
ability of each such country, on the basis of
such efforts and reforms, to undertake the
obligations of the NAFTA. The Trade Rep-
resentative shall, not later than July 1, 1998,
submit to the President and to the Commit-
tee on Finance of the Senate and the Com-
mittee on Ways and Means of the House of
Representatives a report on that assessment.

(b) ACCESSION TO NAFTA.—
(1) ABILITY OF COUNTRIES TO IMPLEMENT

NAFTA.—The Trade Representative shall in-
clude in the report under subsection (a) a
discussion of possible timetables and proce-
dures pursuant to which partnership coun-
tries can complete the economic reforms
necessary to enable them to negotiate acces-
sion to the NAFTA. The Trade Representa-
tive shall also include an assessment of the
potential phase-in periods that may be nec-
essary for those partnership countries with
less developed economies to implement the
obligations of the NAFTA.

(2) FACTORS IN ASSESSING ABILITY TO IMPLE-
MENT NAFTA.—In assessing the ability of each
partnership country to undertake the obliga-
tions of the NAFTA, the Trade Representa-
tive should consider, among other factors—

(A) whether the country has joined the
WTO;

(B) the extent to which the country pro-
vides equitable access to the markets of that
country;

(C) the degree to which the country uses
export subsidies or imposes export perform-
ance requirements or local content require-
ments;

(D) macroeconomic reforms in the country
such as the abolition of price controls on
traded goods and fiscal discipline;

(E) progress the country has made in the
protection of intellectual property rights;

(F) progress the country has made in the
elimination of barriers to trade in services;

(G) whether the country provides national
treatment to foreign direct investment;

(H) the level of tariffs bound by the coun-
try under the WTO (if the country is a WTO
member);

(I) the extent to which the country has
taken other trade liberalization measures;
and

(J) the extent which the country works to
accommodate market access objectives of
the United States.

(c) PARITY REVIEW IN THE EVENT A NEW
COUNTRY ACCEDES TO NAFTA.—If—

(1) a country or group of countries accedes
to the NAFTA, or

(2) the United States negotiates a com-
parable free trade agreement with another
country or group of countries,
the Trade Representative shall provide to
the committees referred to in subsection (a)
a separate report on the economic impact of
the new trade relationship on partnership
countries. The report shall include any
measures the Trade Representative proposes
to minimize the potential for the diversion
of investment from partnership countries to
the new NAFTA member or free trade agree-
ment partner.

TITLE X—REVENUES
Subtitle A—Financial Products

SEC. 1001. CONSTRUCTIVE SALES TREATMENT
FOR APPRECIATED FINANCIAL POSI-
TIONS.

(a) IN GENERAL.—Part IV of subchapter P
of chapter 1 is amended by adding at the end
the following new section:
‘‘SEC. 1259. CONSTRUCTIVE SALES TREATMENT

FOR APPRECIATED FINANCIAL POSI-
TIONS.

‘‘(a) IN GENERAL.—If there is a constructive
sale of an appreciated financial position—

‘‘(1) the taxpayer shall recognize gain as if
such position were sold, assigned, or other-
wise terminated at its fair market value on
the date of such constructive sale (and any
gain shall be taken into account for the tax-
able year which includes such date), and

‘‘(2) for purposes of applying this title for
periods after the constructive sale—

‘‘(A) proper adjustment shall be made in
the amount of any gain or loss subsequently
realized with respect to such position for any
gain taken into account by reason of para-
graph (1), and

‘‘(B) the holding period of such position
shall be determined as if such position were
originally acquired on the date of such con-
structive sale.

‘‘(b) APPRECIATED FINANCIAL POSITION.—
For purposes of this section—

‘‘(1) IN GENERAL.—Except as provided in
paragraph (2), the term ‘appreciated finan-
cial position’ means any position with re-
spect to any stock, debt instrument, or part-
nership interest if there would be gain were
such position sold, assigned, or otherwise
terminated at its fair market value.

‘‘(2) EXCEPTIONS.—The term ‘appreciated fi-
nancial position’ shall not include—

‘‘(A) any position with respect to straight
debt (as defined in section 1361(c)(5)(B) with-
out regard to clause (iii) thereof), and

‘‘(B) any position which is marked to mar-
ket under any provision of this title or the
regulations thereunder.

‘‘(3) POSITION.—The term ‘position’ means
an interest, including a futures or forward
contract, short sale, or option.

‘‘(c) CONSTRUCTIVE SALE.—For purposes of
this section—

‘‘(1) IN GENERAL.—A taxpayer shall be
treated as having made a constructive sale of
an appreciated financial position if the tax-
payer (or a related person)—

‘‘(A) enters into a short sale of the same or
substantially identical property,

‘‘(B) enters into an offsetting notional
principal contract with respect to the same
or substantially identical property,

‘‘(C) enters into a futures or forward con-
tract to deliver the same or substantially
identical property,

‘‘(D) in the case of an appreciated financial
position that is a short sale or a contract de-
scribed in subparagraph (B) or (C) with re-

spect to any property, acquires the same or
substantially identical property, or

‘‘(E) to the extent prescribed by the Sec-
retary in regulations, enters into 1 or more
other transactions (or acquires 1 or more po-
sitions) that have substantially the same ef-
fect as a transaction described in any of the
preceding subparagraphs.

‘‘(2) EXCEPTION FOR SALES OF NONPUBLICLY
TRADED PROPERTY.—The term ‘constructive
sale’ shall not include any contract for sale
of any stock, debt instrument, or partner-
ship interest which is not a marketable secu-
rity (as defined in section 453(f)) if the con-
tract settles within 1 year after the date
such contract is entered into.

‘‘(3) EXCEPTION FOR CERTAIN CLOSED TRANS-
ACTIONS.—In applying this section, there
shall be disregarded any transaction (which
would otherwise be treated as a constructive
sale) during the taxable year if—

‘‘(A) such transaction is closed before the
end of the 30th day after the close of such
taxable year, and

‘‘(B) in the case of a transaction which is
closed during the 90-day period ending on
such 30th day—

‘‘(i) the taxpayer holds the appreciated fi-
nancial position throughout the 60-day pe-
riod beginning on the date such transaction
is closed, and

‘‘(ii) at no time during such 60-day period
is the taxpayer’s risk of loss with respect to
such position reduced by reason of a cir-
cumstance which would be described in sec-
tion 246(c)(4) if references to stock included
references to such position.

‘‘(4) RELATED PERSON.—A person is related
to another person with respect to a trans-
action if—

‘‘(A) the relationship is described in sec-
tion 267 or 707(b), and

‘‘(B) such transaction is entered into with
a view toward avoiding the purposes of this
section.

‘‘(d) OTHER DEFINITIONS.—For purposes of
this section—

‘‘(1) FORWARD CONTRACT.—The term ‘for-
ward contract’ means a contract to deliver a
substantially fixed amount of property for a
substantially fixed price.

‘‘(2) OFFSETTING NOTIONAL PRINCIPAL CON-
TRACT.—The term ‘offsetting notional prin-
cipal contract’ means, with respect to any
property, an agreement which includes—

‘‘(A) a requirement to pay (or provide cred-
it for) all or substantially all of the invest-
ment yield (including appreciation) on such
property for a specified period, and

‘‘(B) a right to be reimbursed for (or re-
ceive credit for) all or substantially all of
any decline in the value of such property.

‘‘(e) SPECIAL RULES.—
‘‘(1) TREATMENT OF SUBSEQUENT SALE OF PO-

SITION WHICH WAS DEEMED SOLD.—If—
‘‘(A) there is a constructive sale of any ap-

preciated financial position,
‘‘(B) such position is subsequently disposed

of, and
‘‘(C) at the time of such disposition, the

transaction resulting in the constructive
sale of such position is open with respect to
the taxpayer or any related person,

solely for purposes of determining whether
the taxpayer has entered into a constructive
sale of any other appreciated financial posi-
tion held by the taxpayer, the taxpayer shall
be treated as entering into such transaction
immediately after such disposition. For pur-
poses of the preceding sentence, an assign-
ment or other termination shall be treated
as a disposition.

‘‘(2) CERTAIN TRUST INSTRUMENTS TREATED
AS STOCK.—For purposes of this section, an
interest in a trust which is actively traded
(within the meaning of section 1092(d)(1))
shall be treated as stock.
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‘‘(3) MULTIPLE POSITIONS IN PROPERTY.—If a

taxpayer holds multiple positions in prop-
erty, the determination of whether a specific
transaction is a constructive sale and, if so,
which appreciated financial position is
deemed sold shall be made in the same man-
ner as actual sales.

‘‘(f) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’.

(b) ELECTION OF MARK TO MARKET FOR SE-
CURITIES TRADERS AND FOR TRADERS AND
DEALERS IN COMMODITIES.—Subsection (d) of
section 475 (relating to mark to market ac-
counting method for dealers in securities) is
amended by adding at the end the following
new paragraph:

‘‘(4) ELECTION OF MARK TO MARKET FOR SE-
CURITIES TRADERS AND FOR TRADERS AND
DEALERS IN COMMODITIES.—

‘‘(A) IN GENERAL.—In the case of a person—
‘‘(i) who is engaged in a trade or business

to which this paragraph applies, and
‘‘(ii) who elects to be treated as a dealer in

securities for purposes of this section with
respect to such trade or business,

subsections (a), (b)(3), (c)(3), and (e) and the
preceding provisions of this subsection (or,
in the case of a dealer in commodities, this
section) shall apply to all commodities and
securities held by such person in any trade
or business with respect to which such elec-
tion is in effect in the same manner as if
such person were a dealer in securities and
all references to securities included ref-
erences to commodities.

‘‘(B) APPLICATION OF PARAGRAPH.—This
paragraph shall apply to any active trade or
business—

‘‘(i) as a trader in securities, or
‘‘(ii) as a trader or dealer in commodities.
‘‘(C) EXCEPTION FOR CERTAIN HOLDINGS OF

TRADERS.—In the case of a trader in securi-
ties or commodities, subsection (a) shall not
apply to any security or commodity (to
which subsection (a) would otherwise apply
solely by reason of this paragraph) if such se-
curity or commodity is clearly identified in
the trader’s records (before the close of the
day applicable under subsection (b)(2)) as
being held other than in a trade or business
to which the election under subparagraph (A)
is in effect. A security or commodity so iden-
tified shall be treated as described in sub-
section (b)(1).

‘‘(D) COMMODITY.—For purposes of this
paragraph, the term ‘commodities’ includes
only commodities of a kind customarily
dealt in on an organized commodity ex-
change.

‘‘(E) ELECTION.—An election under this
paragraph may be made separately for each
trade or business and without the consent of
the Secretary. Such an election, once made,
shall apply to the taxable year for which
made and all subsequent taxable years unless
revoked with the consent of the Secretary.’’.

(c) CLERICAL AMENDMENT.—The table of
sections for part IV of subchapter P of chap-
ter 1 is amended by adding at the end the fol-
lowing new item:

‘‘Sec. 1259. Constructive sales treatment for
appreciated financial posi-
tions.’’.

(d) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as otherwise pro-

vided in this subsection, the amendments
made by this section shall apply to any con-
structive sale after June 8, 1997.

(2) EXCEPTION FOR SALES OF POSITIONS, ETC.
HELD BEFORE JUNE 9, 1997.—A constructive
sale before June 9, 1997, and the property to
which the position involved in the trans-
action relates, shall not be taken into ac-
count in determining whether any other con-
structive sale after June 8, 1997, has occurred

if, within before the close of the 30-day pe-
riod beginning on the date of the enactment
of this Act, such position and property are
clearly identified in the taxpayer’s records
as offsetting. The preceding sentence shall
cease to apply as of the date the taxpayer
ceases to hold such position or property.

(3) SPECIAL RULE.—In the case of a dece-
dent dying after June 8, 1997, if—

(A) there was a constructive sale on or be-
fore such date of any appreciated financial
position,

(B) the transaction resulting in such con-
structive sale of such position remains open
(with respect to the decedent or any related
person) for not less than 2 years after the
date of such transaction (whether such pe-
riod is before or after such date), and

(C) such transaction is not closed within
the 30-day period beginning on the date of
the enactment of this Act,

then, for purposes of such Code, such posi-
tion (and any property related thereto, as de-
termined under the principles of section
1259(d)(1) of such Code (as so added)) shall be
treated as property constituting rights to re-
ceive an item of income in respect of a dece-
dent under section 691 of such Code.

(4) ELECTION OF SECURITIES TRADERS, AND
FOR TRADERS AND DEALERS IN COMMODITIES,
TO BE TREATED AS DEALERS IN SECURITIES.—

(A) IN GENERAL.—The amendment made by
subsection (b) shall apply to taxable years
ending after the date of the enactment of
this Act.

(B) 4-YEAR SPREAD OF ADJUSTMENTS.—In
the case of a taxpayer who elects under sec-
tion 475(d)(4) of the Internal Revenue Code of
1986 (as added by this section) to change its
method of accounting for its first taxable
year ending after the date of the enactment
of this Act, the net amount of the adjust-
ments required to be taken into account by
the taxpayer under section 481 of the Inter-
nal Revenue Code of 1986 shall be taken into
account ratably over the 4-taxable year pe-
riod beginning with such first taxable year.
SEC. 1002. LIMITATION ON EXCEPTION FOR IN-

VESTMENT COMPANIES UNDER SEC-
TION 351.

(a) IN GENERAL.—Paragraph (1) of section
351(e) (relating to exceptions) is amended by
adding at the end the following: ‘‘For pur-
poses of the preceding sentence, the deter-
mination of whether a company is an invest-
ment company shall be made—

‘‘(A) by taking into account all stock and
securities held by the company, whether or
not readily marketable, and

‘‘(B) by treating all of the following as se-
curities:

‘‘(i) Money.
‘‘(ii) Any financial instrument (as defined

in section 731(c)(2)(C)).
‘‘(iii) Any foreign currency.
‘‘(iv) Any interest in a real estate invest-

ment trust, a common trust fund, a regu-
lated investment company, or a publicly
traded partnership (as defined in section
7704(b)).

‘‘(v) Any interest described in clause (iv),
(v), or (vi) of section 731(c)(2)(B) (or which
would be so described without regard to any
reference to active trading or market-
ability).

‘‘(vi) Any other asset specified in regula-
tions prescribed by the Secretary.’’.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

subsection (a) shall apply to transfers after
June 8, 1997, in taxable years ending after
such date.

(2) BINDING CONTRACTS.—The amendment
made by subsection (a) shall not apply to
any transfer pursuant to a written binding
contract in effect on June 8, 1997, that pro-
vides for the transfer of a fixed amount of

property, and at all times thereafter before
such transfer.
SEC. 1003. MODIFICATION OF RULES FOR ALLO-

CATING INTEREST EXPENSE TO TAX-
EXEMPT INTEREST.

(a) PRO RATA ALLOCATION RULES APPLICA-
BLE TO CORPORATIONS.—

(1) IN GENERAL.—Paragraph (1) of section
265(b) is amended by striking ‘‘In the case of
a financial institution’’ and inserting ‘‘In the
case of a corporation’’.

(2) ONLY OBLIGATIONS ACQUIRED AFTER JUNE
8, 1997, TAKEN INTO ACCOUNT.—Subparagraph
(A) of section 265(b)(2) is amended by strik-
ing ‘‘August 7, 1986’’ and inserting ‘‘June 8,
1997 (August 7, 1986, in the case of a financial
institution)’’.

(3) SMALL ISSUER EXCEPTION NOT TO
APPLY.—Subparagraph (A) of section 265(b)(3)
is amended by striking ‘‘Any qualified’’ and
inserting ‘‘In the case of a financial institu-
tion, any qualified’’.

(4) EXCEPTION FOR CERTAIN BONDS ACQUIRED
ON SALE OF GOODS OR SERVICES.—Subpara-
graph (B) of section 265(b)(4) is amended by
adding at the end the following new sen-
tence: ‘‘In the case of a taxpayer other than
a financial institution, such term shall not
include a nonsalable obligation acquired by
such taxpayer in the ordinary course of busi-
ness as payment for goods or services pro-
vided by such taxpayer to any State or local
government.’’.

(5) LOOK-THRU RULES FOR PARTNERSHIPS.—
Paragraph (6) of section 265(b) is amended by
adding at the end the following new subpara-
graph:

‘‘(C) LOOK-THRU RULES FOR PARTNERSHIPS.—
In the case of a corporation which is a part-
ner in a partnership, such corporation shall
be treated for purposes of this subsection as
holding directly its allocable share of the as-
sets of the partnership.’’.

(6) APPLICATION OF PRO RATA DISALLOWANCE
ON AFFILIATED GROUP BASIS.—Subsection (b)
of section 265 is amended by adding at the
end the following new paragraph:

‘‘(7) APPLICATION OF DISALLOWANCE ON AF-
FILIATED GROUP BASIS.—

‘‘(A) IN GENERAL.—For purposes of this sub-
section, all members of an affiliated group
filing a consolidated return under section
1501 shall be treated as 1 taxpayer.

‘‘(B) TREATMENT OF INSURANCE COMPA-
NIES.—This subsection shall not apply to an
insurance company, and subparagraph (A)
shall be applied without regard to any mem-
ber of an affiliated group which is an insur-
ance company.’’.

(6) DE MINIMIS EXCEPTION FOR NONFINANCIAL
INSTITUTIONS.—Subsection (b) of section 265
is amended by adding at the end the follow-
ing new paragraph:

‘‘(8) DE MINIMIS EXCEPTION FOR NON-
FINANCIAL INSTITUTIONS.—In the case of a
corporation, paragraph (1) shall not apply for
any taxable year if the amount described in
paragraph (2)(A) with respect to such cor-
poration does not exceed the lesser of—

‘‘(A) 2 percent of the amount described in
paragraph (2)(B), or

‘‘(B) $1,000,000.

The preceding sentence shall not apply to a
financial institution or to a dealer in tax-ex-
empt obligations.’’.

(7) CLERICAL AMENDMENT.—The subsection
heading for section 265(b) is amended by
striking ‘‘FINANCIAL INSTITUTIONS’’ and in-
serting ‘‘CORPORATIONS’’.

(b) APPLICATION OF SECTION 265(a)(2) WITH
RESPECT TO CONTROLLED GROUPS.—Para-
graph (2) of section 265(a) is amended after
‘‘obligations’’ by inserting ‘‘held by the tax-
payer (or any corporation which is a member
of a controlled group (as defined in section
267(f)(1)) which includes the taxpayer)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
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years beginning after the date of the enact-
ment of this Act.
SEC. 1004. GAINS AND LOSSES FROM CERTAIN

TERMINATIONS WITH RESPECT TO
PROPERTY.

(a) APPLICATION OF CAPITAL TREATMENT TO
PROPERTY OTHER THAN PERSONAL PROP-
ERTY.—

(1) IN GENERAL.—Paragraph (1) of section
1234A (relating to gains and losses from cer-
tain terminations) is amended by striking
‘‘personal property (as defined in section
1092(d)(1))’’ and inserting ‘‘property’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to termi-
nations more than 30 days after the date of
the enactment of this Act.

(b) APPLICATION OF CAPITAL TREATMENT,
ETC. TO OBLIGATIONS ISSUED BY NATURAL
PERSONS.—

(1) IN GENERAL.—Section 1271(b) is amended
to read as follows:

‘‘(b) EXCEPTION FOR CERTAIN OBLIGA-
TIONS.—

‘‘(1) IN GENERAL.—This section shall not
apply to—

‘‘(A) any obligation issued by a natural
person before June 9, 1997, and

‘‘(B) any obligation issued before July 2,
1982, by an issuer which is not a corporation
and is not a government or political subdivi-
sion thereof.

‘‘(2) TERMINATION.—Paragraph (1) shall not
apply to any obligation purchased (within
the meaning of section 179(d)(2)) after June 8,
1997.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect on
the date of enactment of this Act.
SEC. 1005. DETERMINATION OF ORIGINAL ISSUE

DISCOUNT WHERE POOLED DEBT
OBLIGATIONS SUBJECT TO ACCEL-
ERATION.

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 1272(a)(6) (relating to debt instruments
to which the paragraph applies) is amended
by striking ‘‘or’’ at the end of clause (i), by
striking the period at the end of clause (ii)
and inserting ‘‘, or’’, and by inserting after
clause (i) the following:

‘‘(iii) any pool of debt instruments the
yield on which may be reduced by reason of
prepayments (or to the extent provided in
regulations, by reason of other events).

To the extent provided in regulations pre-
scribed by the Secretary, in the case of a
small business engaged in the trade or busi-
ness of selling tangible personal property at
retail, clause (iii) shall not apply to debt in-
struments incurred in the ordinary course of
such trade or business while held by such
business.’’.

(b) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendment made by

this section shall apply to taxable years be-
ginning after the date of the enactment of
this Act.

(2) CHANGE IN METHOD OF ACCOUNTING.—In
the case of any taxpayer required by this
section to change its method of accounting
for its first taxable year beginning after the
date of the enactment of this Act—

(A) such change shall be treated as initi-
ated by the taxpayer,

(B) such change shall be treated as made
with the consent of the Secretary, and

(C) the net amount of the adjustments re-
quired to be taken into account by the tax-
payer under section 481 of the Internal Reve-
nue Code of 1986 shall be taken into account
ratably over the 4-taxable year period begin-
ning with such first taxable year.
SEC. 1006. DENIAL OF INTEREST DEDUCTIONS ON

CERTAIN DEBT INSTRUMENTS.
(a) IN GENERAL.—Section 163 (relating to

deduction for interest) is amended by redes-
ignating subsection (k) as subsection (l) and

by inserting after subsection (j) the follow-
ing new subsection:

‘‘(k) DISALLOWANCE OF DEDUCTION ON CER-
TAIN DEBT INSTRUMENTS OF CORPORATIONS.—

‘‘(1) IN GENERAL.—No deduction shall be al-
lowed under this chapter for any interest
paid or accrued on a disqualified debt instru-
ment.

‘‘(2) DISQUALIFIED DEBT INSTRUMENT.—For
purposes of this subsection, the term ‘dis-
qualified debt instrument’ means any indebt-
edness of a corporation which is payable in
equity of the issuer or a related party.

‘‘(3) SPECIAL RULES FOR AMOUNTS PAYABLE
IN EQUITY.—For purposes of paragraph (2), in-
debtedness shall be treated as payable in eq-
uity of the issuer or a related party only if—

‘‘(A) a substantial amount of the principal
or interest is required to be paid or con-
verted, or at the option of the issuer or a re-
lated party is payable in, or convertible into,
such equity,

‘‘(B) a substantial amount of the principal
or interest is required to be determined, or
at the option of the issuer or a related party
is determined, by reference to the value of
such equity, or

‘‘(C) the indebtedness is part of an arrange-
ment which is reasonably expected to result
in a transaction described in subparagraph
(A) or (B).

For purposes of subparagraphs (A) and (B),
principal or interest shall be treated as re-
quired to be so paid, converted, or deter-
mined if it may be required at the option of
the holder or a related party and there is a
substantial certainty the option will be exer-
cised.

‘‘(4) RELATED PARTY.—For purposes of this
subsection, a person is a related party with
respect to another person if such person
bears a relationship to such other person de-
scribed in section 267(b) or 707(b).

‘‘(5) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection, including regula-
tions preventing avoidance of this subsection
through the use of an issuer other than a
corporation.’’.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to disqualified debt
instruments issued after June 8, 1997.

(2) TRANSITION RULE.—The amendment
made by this section shall not apply to any
instrument issued after June 8, 1997, if such
instrument is—

(A) issued pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described on or before such date in a
public announcement or in a filing with the
Securities and Exchange Commission re-
quired solely by reason of the distribution.

Subtitle B—Corporate Organizations and
Reorganizations

SEC. 1011. TAX TREATMENT OF CERTAIN EX-
TRAORDINARY DIVIDENDS.

(a) TREATMENT OF EXTRAORDINARY DIVI-
DENDS IN EXCESS OF BASIS.—Paragraph (2) of
section 1059(a) (relating to corporate share-
holder’s recognition of gain attributable to
nontaxed portion of extraordinary dividends)
is amended to read as follows:

‘‘(2) AMOUNTS IN EXCESS OF BASIS.—If the
nontaxed portion of such dividends exceeds
such basis, such excess shall be treated as
gain from the sale or exchange of such stock
for the taxable year in which the extraor-
dinary dividend is received.’’.

(b) TREATMENT OF REDEMPTIONS WHERE OP-
TIONS INVOLVED.—Paragraph (1) of section
1059(e) (relating to treatment of partial liq-

uidations and non-pro rata redemptions) is
amended to read as follows:

‘‘(1) TREATMENT OF PARTIAL LIQUIDATIONS
AND CERTAIN REDEMPTIONS.—Except as other-
wise provided in regulations—

‘‘(A) REDEMPTIONS.—In the case of any re-
demption of stock—

‘‘(i) which is part of a partial liquidation
(within the meaning of section 302(e)) of the
redeeming corporation,

‘‘(ii) which is not pro rata as to all share-
holders, or

‘‘(iii) which would not have been treated
(in whole or in part) as a dividend if any op-
tions had not been taken into account under
section 318(a)(4),

any amount treated as a dividend with re-
spect to such redemption shall be treated as
an extraordinary dividend to which para-
graphs (1) and (2) of subsection (a) apply
without regard to the period the taxpayer
held such stock. In the case of a redemption
described in clause (iii), only the basis in the
stock redeemed shall be taken into account
under subsection (a).

‘‘(B) REORGANIZATIONS, ETC.—An exchange
described in section 356 which is treated as a
dividend shall be treated as a redemption of
stock for purposes of applying subparagraph
(A).’’.

(c) TIME FOR REDUCTION.—Paragraph (1) of
section 1059(d) is amended to read as follows:

‘‘(1) TIME FOR REDUCTION.—Any reduction
in basis under subsection (a)(1) shall be
treated as occurring at the beginning of the
ex-dividend date of the extraordinary divi-
dend to which the reduction relates.’’.

(d) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to distributions after
May 3, 1995.

(2) TRANSITION RULE.—The amendments
made by this section shall not apply to any
distribution made pursuant to the terms of—

(A) a written binding contract in effect on
May 3, 1995, and at all times thereafter be-
fore such distribution, or

(B) a tender offer outstanding on May 3,
1995.

(3) CERTAIN DIVIDENDS NOT PURSUANT TO
CERTAIN REDEMPTIONS.—In determining
whether the amendment made by subsection
(a) applies to any extraordinary dividend
other than a dividend treated as an extraor-
dinary dividend under section 1059(e)(1) of
the Internal Revenue Code of 1986 (as amend-
ed by this Act), paragraphs (1) and (2) shall
be applied by substituting ‘‘September 13,
1995’’ for ‘‘May 3, 1995’’.
SEC. 1012. APPLICATION OF SECTION 355 TO DIS-

TRIBUTIONS FOLLOWED BY ACQUI-
SITIONS AND TO INTRAGROUP
TRANSACTIONS.

(a) DISTRIBUTIONS FOLLOWED BY ACQUISI-
TIONS.—Section 355 (relating to distribution
of stock and securities of a controlled cor-
poration) is amended by adding at the end
the following new subsection:

‘‘(e) RECOGNITION OF GAIN WHERE CERTAIN
DISTRIBUTIONS OF STOCK OR SECURITIES ARE
FOLLOWED BY ACQUISITION.—

‘‘(1) GENERAL RULE.—If there is a distribu-
tion to which this subsection applies, the fol-
lowing rules shall apply:

‘‘(A) ACQUISITION OF CONTROLLED CORPORA-
TION.—If there is an acquisition described in
paragraph (2)(A)(ii) with respect to any con-
trolled corporation, any stock or securities
in the controlled corporation shall not be
treated as qualified property for purposes of
subsection (c)(2) of this section or section
361(c)(2).

‘‘(B) ACQUISITION OF DISTRIBUTING CORPORA-
TION.—If there is an acquisition described in
paragraph (2)(A)(ii) with respect to the dis-
tributing corporation, the controlled cor-
poration shall recognize gain in an amount
equal to the amount of net gain which would
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be recognized if all the assets of the distrib-
uting corporation (immediately after the
distribution) were sold (at such time) for fair
market value. Any gain recognized under the
preceding sentence shall be treated as long-
term capital gain and shall be taken into ac-
count for the taxable year which includes
the day after the date of such distribution.

‘‘(2) DISTRIBUTIONS TO WHICH SUBSECTION
APPLIES.—

‘‘(A) IN GENERAL.—This subsection shall
apply to any distribution—

‘‘(i) to which this section (or so much of
section 356 as relates to this section) applies,
and

‘‘(ii) which is part of a plan (or series of re-
lated transactions) pursuant to which 1 or
more persons acquire directly or indirectly
stock representing a 50-percent or greater in-
terest in the distributing corporation or any
controlled corporation.

‘‘(B) PLAN PRESUMED TO EXIST IN CERTAIN
CASES.—If 1 or more persons acquire directly
or indirectly stock representing a 50-percent
or greater interest in the distributing cor-
poration or any controlled corporation dur-
ing the 4-year period beginning on the date
which is 2 years before the date of the dis-
tribution, such acquisition shall be treated
as pursuant to a plan described in subpara-
graph (A)(ii) unless it is established that the
distribution and the acquisition are not pur-
suant to a plan or series of related trans-
actions.

‘‘(C) COORDINATION WITH SUBSECTION (d).—
This subsection shall not apply to any dis-
tribution to which subsection (d) applies.

‘‘(3) SPECIAL RULES RELATING TO ACQUISI-
TIONS.—

‘‘(A) CERTAIN ACQUISITIONS NOT TAKEN INTO
ACCOUNT.—Except as provided in regulations,
the following acquisitions shall not be treat-
ed as described in paragraph (2)(A)(ii):

‘‘(i) The acquisition of stock in any con-
trolled corporation by the distributing cor-
poration.

‘‘(ii) The acquisition by a person of stock
in any controlled corporation by reason of
holding stock in the distributing corpora-
tion.

‘‘(iii) The acquisition by a person of stock
in any successor corporation of the distribut-
ing corporation or any controlled corpora-
tion by reason of holding stock in such dis-
tributing or controlled corporation.

‘‘(iv) The acquisition of stock in a corpora-
tion if shareholders owning directly or indi-
rectly a 50-percent or greater interest in the
distributing corporation or any controlled
corporation before such acquisition own indi-
rectly a 50-percent or greater interest in
such distributing or controlled corporation
after such acquisition.
This subparagraph shall not apply to any ac-
quisition if the stock held before the acquisi-
tion was acquired pursuant to a plan de-
scribed in subparagraph (A)(ii).

‘‘(B) ASSET ACQUISITIONS.—Except as pro-
vided in regulations, for purposes of this sub-
section, if the assets of the distributing cor-
poration or any controlled corporation are
acquired by a successor corporation in a
transaction described in subparagraph (A),
(C), or (D) of section 368(a)(1) or any other
transaction specified in regulations by the
Secretary, the shareholders (immediately be-
fore the acquisition) of the corporation ac-
quiring such assets shall be treated as ac-
quiring stock in the corporation from which
the assets were acquired.

‘‘(4) DEFINITION AND SPECIAL RULES.—For
purposes of this subsection—

‘‘(A) 50-PERCENT OR GREATER INTEREST.—
The term ‘50-percent or greater interest’ has
the meaning given such term by subsection
(d)(4).

‘‘(B) DISTRIBUTIONS IN TITLE 11 OR SIMILAR
CASE.—Paragraph (1) shall not apply to any

distribution made in a title 11 or similar case
(as defined in section 368(a)(3)).

‘‘(C) AGGREGATION AND ATTRIBUTION
RULES.—

‘‘(i) AGGREGATION.—The rules of paragraph
(7)(A) of subsection (d) shall apply.

‘‘(ii) ATTRIBUTION.—Section 355(d)(8)(A)
shall apply in determining whether a person
holds stock or securities in any corporation.

‘‘(D) SUCCESSORS AND PREDECESSORS.—For
purposes of this subsection, any reference to
a controlled corporation or a distributing
corporation shall include a reference to any
predecessor or successor of such corporation.

‘‘(E) STATUTE OF LIMITATIONS.—If there is
an acquisition to which paragraph (1) (A) or
(B) applies—

‘‘(i) the statutory period for the assess-
ment of any deficiency attributable to any
part of the gain recognized under this sub-
section by reason of such acquisition shall
not expire before the expiration of 3 years
from the date the Secretary is notified by
the taxpayer (in such manner as the Sec-
retary may by regulations prescribe) that
such acquisition occurred, and

‘‘(ii) such deficiency may be assessed be-
fore the expiration of such 3-year period not-
withstanding the provisions of any other law
or rule of law which would otherwise prevent
such assessment.

‘‘(5) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary to carry out the purposes of this sub-
section, including regulations—

‘‘(A) providing for the application of this
subsection where there is more than 1 con-
trolled corporation,

‘‘(B) treating 2 or more distributions as 1
distribution where necessary to prevent the
avoidance of such purposes, and

‘‘(C) providing for the application of rules
similar to the rules of subsection (d)(6) where
appropriate for purposes of paragraph
(2)(B).’’.

(b) SECTION 355 NOT TO APPLY TO CERTAIN
INTRAGROUP TRANSACTIONS.—Section 355, as
amended by subsection (a), is amended by
adding at the end the following new sub-
section:

‘‘(f) SECTION NOT TO APPLY TO CERTAIN
INTRAGROUP TRANSACTIONS.—Except as pro-
vided in regulations, this section shall not
apply to the distribution of stock from 1
member of an affiliated group filing a con-
solidated return to another member of such
group, and the Secretary shall provide prop-
er adjustments for the treatment of such dis-
tribution, including (if necessary) adjust-
ments to—

‘‘(1) the adjusted basis of any stock
which—

‘‘(A) is in a corporation which is a member
of such group, and

‘‘(B) is held by another member of such
group, and

‘‘(2) the earnings and profits of any mem-
ber of such group.’’.

(c) DETERMINATION OF CONTROL IN CERTAIN
DIVISIVE TRANSACTIONS.—

(1) SECTION 351 TRANSACTIONS.—Section
351(c) (relating to special rule) is amended to
read as follows:

‘‘(c) SPECIAL RULES WHERE DISTRIBUTION
TO SHAREHOLDERS.—

‘‘(1) IN GENERAL.—In determining control
for purposes of this section—

‘‘(A) the fact that any corporate transferor
distributes part or all of the stock in the cor-
poration which it receives in the exchange to
its shareholders shall not be taken into ac-
count, and

‘‘(B) if the requirements of section 355 are
met with respect to such distribution, the
shareholders shall be treated as in control of
such corporation immediately after the ex-
change if the shareholders hold at least a 50-

percent interest in such corporation imme-
diately after the distribution.

‘‘(2) 50-PERCENT INTEREST.—For purposes of
this subsection, the term ‘50-percent inter-
est’ means stock possessing 50 percent of the
total combined voting power of all classes of
stock entitled to vote and 50 percent of the
total value of shares of all classes of stock.’’.

(2) D REORGANIZATIONS.—Section
368(a)(2)(H) (relating to special rule for deter-
mining whether certain transactions are
qualified under paragraph (1)(D)) is amended
to read as follows:

‘‘(H) SPECIAL RULES FOR DETERMINING
WHETHER CERTAIN TRANSACTIONS ARE QUALI-
FIED UNDER PARAGRAPH (1)(D).—For purposes
of determining whether a transaction quali-
fies under paragraph (1)(D)—

‘‘(i) in the case of a transaction with re-
spect to which the requirements of subpara-
graphs (A) and (B) of section 354(b)(1) are
met, the term ‘control’ has the meaning
given such term by section 304(c), and

‘‘(ii) in the case of a transaction with re-
spect to which the requirements of section
355 are met, the shareholders described in
paragraph (1)(D) shall be treated as having
control of the corporation to which the as-
sets are transferred if such shareholders hold
a 50-percent or greater interest (as defined in
section 351(c)(2)) in such corporation imme-
diately after the transfer.’’.

(d) EFFECTIVE DATES.—
(1) SECTION 355 RULES.—The amendments

made by subsections (a) and (b) shall apply
to distributions after April 16, 1997.

(2) DIVISIVE TRANSACTIONS.—The amend-
ments made by subsection (c) shall apply to
transfers after the date of the enactment of
this Act.

(3) TRANSITION RULE.—The amendments
made by this section shall not apply to any
distribution after April 16, 1997, if such dis-
tribution is—

(A) made pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described on or before such date in a
public announcement or in a filing with the
Securities and Exchange Commission re-
quired solely by reason of the distribution.

This paragraph shall not apply to any writ-
ten agreement, ruling request, or public an-
nouncement or filing unless it identifies the
unrelated acquirer of the distributing cor-
poration or of any controlled corporation,
whichever is applicable.
SEC. 1013. TAX TREATMENT OF REDEMPTIONS IN-

VOLVING RELATED CORPORATIONS.
(a) STOCK PURCHASES BY RELATED COR-

PORATIONS.—The last sentence of section
304(a)(1) (relating to acquisition by related
corporation other than subsidiary) is amend-
ed to read as follows: ‘‘To the extent that
such distribution is treated as a distribution
to which section 301 applies, the transferor
and the acquiring corporation shall be treat-
ed in the same manner as if the transferor
had transferred the stock so acquired to the
acquiring corporation in exchange for stock
of the acquiring corporation in a transaction
to which section 351(a) applies, and then the
acquiring corporation had redeemed the
stock it was treated as issuing in such trans-
action.’’.

(b) COORDINATION WITH SECTION 1059.—
Clause (iii) of section 1059(e)(1)(A), as amend-
ed by this title, is amended to read as fol-
lows:

‘‘(iii) which would not have been treated
(in whole or in part) as a dividend if—

‘‘(I) any options had not been taken into
account under section 318(a)(4), or

‘‘(II) section 304(a) had not applied,’’.



CONGRESSIONAL RECORD — HOUSEH4740 June 26, 1997
(c) SPECIAL RULE FOR ACQUISITIONS BY FOR-

EIGN CORPORATIONS.—Section 304(b) (relating
to special rules for application of subsection
(a)) is amended by adding at the end the fol-
lowing new paragraph:

‘‘(5) ACQUISITIONS BY FOREIGN CORPORA-
TIONS.—

‘‘(A) IN GENERAL.—In the case of any acqui-
sition to which subsection (a) applies in
which the acquiring corporation is a foreign
corporation, the only earnings and profits
taken into account under paragraph (2)(A)
shall be those earnings and profits—

‘‘(i) which are attributable (under regula-
tions prescribed by the Secretary) to stock
of the acquiring corporation owned (within
the meaning of section 958(a)) by a corpora-
tion or individual which is—

‘‘(I) a United States shareholder (within
the meaning of section 951(b)) of the acquir-
ing corporation, and

‘‘(II) the transferor or a person who bears a
relationship to the transferor described in
section 267(b) or 707(b), and

‘‘(ii) which were accumulated during the
period or periods such stock was owned by
such person while the acquiring corporation
was a controlled foreign corporation.

‘‘(B) APPLICATION OF SECTION 1248.—For pur-
poses of subparagraph (A), the rules of sec-
tion 1248(d) shall apply except to the extent
otherwise provided by the Secretary.

‘‘(C) REGULATIONS.—The Secretary shall
prescribe such regulations as are appropriate
to carry out the purposes of this para-
graph.’’.

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to distributions and
acquisitions after June 8, 1997.

(2) TRANSITION RULE.—The amendments
made by this section shall not apply to any
distribution or acquisition after June 8, 1997,
if such distribution or acquisition is—

(A) made pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described in a public announcement or
filing with the Securities and Exchange
Commission on or before such date.

SEC. 1014. MODIFICATION OF HOLDING PERIOD
APPLICABLE TO DIVIDENDS RE-
CEIVED DEDUCTION.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 246(c)(1) is amended to read as follows:

‘‘(A) which is held by the taxpayer for 45
days or less during the 90-day period begin-
ning on the date which is 45 days before the
date on which such share becomes ex-divi-
dend with respect to such dividend, or’’.

(b) CONFORMING AMENDMENTS.—
(1) Paragraph (2) of section 246(c) is amend-

ed to read as follows:
‘‘(2) 90-DAY RULE IN THE CASE OF CERTAIN

PREFERENCE DIVIDENDS.—In the case of stock
having preference in dividends, if the tax-
payer receives dividends with respect to such
stock which are attributable to a period or
periods aggregating in excess of 366 days,
paragraph (1)(A) shall be applied—

‘‘(A) by substituting ‘90 days’ for ‘45 days’
each place it appears, and

‘‘(B) by substituting ‘180-day period’ for
‘90-day period’.’’.

(2) Paragraph (3) of section 246(c) is amend-
ed by adding ‘‘and’’ at the end of subpara-
graph (A), by striking subparagraph (B), and
by redesignating subparagraph (C) as sub-
paragraph (B).

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to dividends
received or accrued after the 30th day after
the date of the enactment of this Act.

Subtitle C—Other Corporate Provisions
SEC. 1021. REGISTRATION AND OTHER PROVI-

SIONS RELATING TO CONFIDENTIAL
CORPORATE TAX SHELTERS.

(a) IN GENERAL.—Section 6111 (relating to
registration of tax shelters) is amended by
redesignating subsections (d) and (e) as sub-
sections (e) and (f), respectively, and by in-
serting after subsection (c) the following new
subsection:

‘‘(d) CERTAIN CONFIDENTIAL ARRANGEMENTS
TREATED AS TAX SHELTERS.—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the term ‘tax shelter’ includes any en-
tity, plan, arrangement, or transaction—

‘‘(A) a significant purpose of the structure
of which is the avoidance or evasion of Fed-
eral income tax for a direct or indirect par-
ticipant which is a corporation,

‘‘(B) which is offered to any potential par-
ticipant under conditions of confidentiality,
and

‘‘(C) for which the tax shelter promoters
may receive fees in excess of $100,000 in the
aggregate.

‘‘(2) CONDITIONS OF CONFIDENTIALITY.—For
purposes of paragraph (1)(B), an offer is
under conditions of confidentiality if—

‘‘(A) the potential participant to whom the
offer is made (or any other person acting on
behalf of such participant) has an under-
standing or agreement with or for the bene-
fit of any promoter of the tax shelter that
such participant (or such other person) will
limit disclosure of the tax shelter or any sig-
nificant tax features of the tax shelter, or

‘‘(B) any promoter of the tax shelter—
‘‘(i) claims, knows, or has reason to know,
‘‘(ii) knows or has reason to know that any

other person (other than the potential par-
ticipant) claims, or

‘‘(iii) causes another person to claim,
that the tax shelter (or any aspect thereof) is
proprietary to any person other than the po-
tential participant or is otherwise protected
from disclosure to or use by others.
For purposes of this subsection, the term
‘promoter’ means any person or any related
person (within the meaning of section 267 or
707) who participates in the organization,
management, or sale of the tax shelter.

‘‘(3) PERSONS OTHER THAN PROMOTER RE-
QUIRED TO REGISTER IN CERTAIN CASES.—

‘‘(A) IN GENERAL.—If—
‘‘(i) the requirements of subsection (a) are

not met with respect to any tax shelter (as
defined in paragraph (1)) by any tax shelter
promoter, and

‘‘(ii) no tax shelter promoter is a United
States person,
then each United States person who dis-
cussed participation in such shelter shall
register such shelter under subsection (a).

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply to a United States person who dis-
cussed participation in a tax shelter if—

‘‘(i) such person notified the promoter in
writing (not later than the close of the 90th
day after the day on which such discussions
began) that such person would not partici-
pate in such shelter, and

‘‘(ii) such person does not participate in
such shelter.

‘‘(4) OFFER TO PARTICIPATE TREATED AS
OFFER FOR SALE.—For purposes of sub-
sections (a) and (b), an offer to participate in
a tax shelter (as defined in paragraph (1))
shall be treated as an offer for sale.’’.

(b) PENALTY.—Subsection (a) of section
6707 (relating to failure to furnish informa-
tion regarding tax shelters) is amended by
adding at the end the following new para-
graph:

‘‘(3) CONFIDENTIAL ARRANGEMENTS.—
‘‘(A) IN GENERAL.—In the case of a tax shel-

ter (as defined in section 6111(d)), the penalty
imposed under paragraph (1) shall be an
amount equal to the greater of—

‘‘(i) 50 percent of the fees paid to all pro-
moters of the tax shelter with respect to of-
ferings made before the date such shelter is
registered under section 6111, or

‘‘(ii) $10,000.
Clause (i) shall be applied by substituting ‘75
percent’ for ‘50 percent’ in the case of an in-
tentional failure or act described in para-
graph (1).

‘‘(B) SPECIAL RULE FOR PARTICIPANTS RE-
QUIRED TO REGISTER SHELTER.—In the case of
a person required to register such a tax shel-
ter by reason of section 6111(d)(3)—

‘‘(i) such person shall be required to pay
the penalty under paragraph (1) only if such
person actually participated in such shelter,

‘‘(ii) the amount of such penalty shall be
determined by taking into account under
subparagraph (A)(i) only the fees paid by
such person, and

‘‘(iii) such penalty shall be in addition to
the penalty imposed on any other person for
failing to register such shelter.’’.

(c) MODIFICATIONS TO SUBSTANTIAL UNDER-
STATEMENT PENALTY.—

(1) RESTRICTION ON REASONABLE BASIS FOR
CORPORATE UNDERSTATEMENT OF INCOME
TAX.—Subparagraph (B) of section 6662(d)(2)
is amended by adding at the end the follow-
ing new flush sentence:
‘‘For purposes of clause (ii)(II), in no event
shall a corporation be treated as having a
reasonable basis for its tax treatment of an
item attributable to a multiple-party financ-
ing transaction if such treatment does not
clearly reflect the income of the corpora-
tion.’’.

(2) MODIFICATION TO DEFINITION OF TAX
SHELTER.—Clause (iii) of section 6662(d)(2)(C)
is amended by striking ‘‘the principal pur-
pose’’ and inserting ‘‘a significant purpose’’.

(d) CONFORMING AMENDMENTS.—
(1) Paragraph (2) of section 6707(a) is

amended by striking ‘‘The penalty’’ and in-
serting ‘‘Except as provided in paragraph (3),
the penalty’’.

(2) Subparagraph (A) of section 6707(a)(1) is
amended by striking ‘‘paragraph (2)’’ and in-
serting ‘‘paragraph (2) or (3), as the case may
be’’.

(e) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to any tax shelter (as de-
fined in section 6111(d) of the Internal Reve-
nue Code of 1986, as amended by this section)
interests in which are offered to potential
participants after the Secretary of the
Treasury prescribes guidance with respect to
meeting requirements added by such amend-
ments.

(2) MODIFICATIONS TO SUBSTANTIAL UNDER-
STATEMENT PENALTY.—The amendments
made by subsection (c) shall apply to items
with respect to transactions entered into
after the date of the enactment of this Act.
SEC. 1022. CERTAIN PREFERRED STOCK TREAT-

ED AS BOOT.
(a) SECTION 351.—Section 351 (relating to

transfer to corporation controlled by trans-
feror) is amended by redesignating sub-
section (g) as subsection (h) and by inserting
after subsection (f) the following new sub-
section:

‘‘(g) NONQUALIFIED PREFERRED STOCK NOT
TREATED AS STOCK.—

‘‘(1) IN GENERAL.—For purposes of sub-
sections (a) and (b), the term ‘stock’ shall
not include nonqualified preferred stock.

‘‘(2) NONQUALIFIED PREFERRED STOCK.—For
purposes of paragraph (1)—

‘‘(A) IN GENERAL.—The term ‘nonqualified
preferred stock’ means preferred stock if—

‘‘(i) the holder of such stock has the right
to require the issuer or a related person to
redeem or purchase the stock,

‘‘(ii) the issuer or a related person is re-
quired to redeem or purchase such stock,
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‘‘(iii) the issuer or a related person has the

right to redeem or purchase the stock and,
as of the issue date, it is more likely than
not that such right will be exercised, or

‘‘(iv) the dividend rate on such stock varies
in whole or in part (directly or indirectly)
with reference to interest rates, commodity
prices, or other similar indices.

‘‘(B) LIMITATIONS.—Clauses (i), (ii), and (iii)
of subparagraph (A) shall apply only if the
right or obligation referred to therein may
be exercised within the 20-year period begin-
ning on the issue date of such stock and such
right or obligation is not subject to a contin-
gency which, as of the issue date, makes re-
mote the likelihood of the redemption or
purchase.

‘‘(C) EXCEPTIONS FOR CERTAIN RIGHTS OR OB-
LIGATIONS.—

‘‘(i) IN GENERAL.—A right or obligation
shall not be treated as described in clause (i),
(ii), or (iii) of subparagraph (A) if—

‘‘(I) it may be exercised only upon the
death, disability, or mental incompetency of
the holder, or

‘‘(II) in the case of a right or obligation to
redeem or purchase stock transferred in con-
nection with the performance of services for
the issuer or a related person (and which rep-
resents reasonable compensation), it may be
exercised only upon the holder’s separation
from service from the issuer or a related per-
son.

‘‘(ii) EXCEPTION.—Clause (i)(I) shall not
apply if the stock relinquished in the ex-
change, or the stock acquired in the ex-
change is in—

‘‘(I) a corporation if any class of stock in
such corporation or a related party is readily
tradable on an established securities market
or otherwise, or

‘‘(II) any other corporation if such ex-
change is part of a transaction or series of
transactions in which such corporation is to
become a corporation described in subclause
(I).

‘‘(3) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) PREFERRED STOCK.—The term ‘pre-
ferred stock’ means stock which is limited
and preferred as to dividends and does not
participate (including through a conversion
privilege) in corporate growth to any signifi-
cant extent.

‘‘(B) RELATED PERSON.—A person shall be
treated as related to another person if they
bear a relationship to such other person de-
scribed in section 267(b) or 707(b).

‘‘(4) REGULATIONS.—The Secretary may
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection and sections
354(a)(2)(C), 355(a)(3)(D), and 356(e). The Sec-
retary may also prescribe regulations, con-
sistent with the treatment under this sub-
section and such sections, for the treatment
of nonqualified preferred stock under other
provisions of this title.’’.

(b) SECTION 354.—Paragraph (2) of section
354(a) (relating to exchanges of stock and se-
curities in certain reorganizations) is
amended by adding at the end the following
new subparagraph:

‘‘(C) NONQUALIFIED PREFERRED STOCK.—
‘‘(i) IN GENERAL.—Nonqualified preferred

stock (as defined in section 351(g)(2)) re-
ceived in exchange for stock other than non-
qualified preferred stock (as so defined) shall
not be treated as stock or securities.

‘‘(ii) RECAPITALIZATIONS OF FAMILY-OWNED
CORPORATIONS.—

‘‘(I) IN GENERAL.—Clause (i) shall not apply
in the case of a recapitalization under sec-
tion 368(a)(1)(E) of a family-owned corpora-
tion.

‘‘(II) FAMILY-OWNED CORPORATION.—For
purposes of this clause, except as provided in
regulations, the term ‘family-owned corpora-

tion’ means any corporation which is de-
scribed in clause (i) of section 447(d)(2)(C)
throughout the 8-year period beginning on
the date which is 5 years before the date of
the recapitalization. For purposes of the pre-
ceding sentence, stock shall not be treated
as owned by a family member during any pe-
riod described in section 355(d)(6)(B).’’.

(c) SECTION 355.—Paragraph (3) of section
355(a) is amended by adding at the end the
following new subparagraph:

‘‘(D) NONQUALIFIED PREFERRED STOCK.—
Nonqualified preferred stock (as defined in
section 351(g)(2)) received in a distribution
with respect to stock other than non-
qualified preferred stock (as so defined) shall
not be treated as stock or securities.’’.

(d) SECTION 356.—Section 356 is amended by
redesignating subsections (e) and (f) as sub-
sections (f) and (g), respectively, and by in-
serting after subsection (d) the following new
subsection:

‘‘(e) NONQUALIFIED PREFERRED STOCK
TREATED AS OTHER PROPERTY.—For purposes
of this section—

‘‘(1) IN GENERAL.—Except as provided in
paragraph (2), the term ‘other property’ in-
cludes nonqualified preferred stock (as de-
fined in section 351(g)(2)).

‘‘(2) EXCEPTION.—The term ‘other property’
does not include nonqualified preferred stock
(as so defined) to the extent that, under sec-
tion 354 or 355, such preferred stock would be
permitted to be received without the rec-
ognition of gain.’’.

(e) CONFORMING AMENDMENTS.—
(1) Subparagraph (B) of section 354(a)(2)

and subparagraph (C) of section 355(a)(3)(C)
are each amended by inserting ‘‘(including
nonqualified preferred stock, as defined in
section 351(g)(2))’’ after ‘‘stock’’.

(2) Subparagraph (A) of section 354(a)(3)
and subparagraph (A) of section 355(a)(4) are
each amended by inserting ‘‘nonqualified
preferred stock and’’ after ‘‘including’’.

(3) Section 1036 is amended by redesignat-
ing subsection (b) as subsection (c) and by in-
serting after subsection (a) the following new
subsection:

‘‘(b) NONQUALIFIED PREFERRED STOCK NOT
TREATED AS STOCK.—For purposes of this sec-
tion, nonqualified preferred stock (as defined
in section 351(g)(2)) shall be treated as prop-
erty other than stock.’’.

(f) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to transactions after
June 8, 1997.

(2) TRANSITION RULE.—The amendments
made by this section shall not apply to any
transaction after June 8, 1997, if such trans-
action is—

(A) made pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described on or before such date in a
public announcement or in a filing with the
Securities and Exchange Commission re-
quired solely by reason of the distribution.

Subtitle D—Administrative Provisions
SEC. 1031. REPORTING OF CERTAIN PAYMENTS

MADE TO ATTORNEYS.
(a) IN GENERAL.—Section 6045 (relating to

returns of brokers) is amended by adding at
the end the following new subsection:

‘‘(f) RETURN REQUIRED IN THE CASE OF PAY-
MENTS TO ATTORNEYS.—

‘‘(1) IN GENERAL.—Any person engaged in a
trade or business and making a payment (in
the course of such trade or business) to
which this subsection applies shall file a re-
turn under subsection (a) and a statement
under subsection (b) with respect to such
payment.

‘‘(2) APPLICATION OF SUBSECTION.—
‘‘(A) IN GENERAL.—This subsection shall

apply to any payment to an attorney in con-
nection with legal services (whether or not
such services are performed for the payor).

‘‘(B) EXCEPTION.—This subsection shall not
apply to the portion of any payment which is
required to be reported under section 6041(a)
(or would be so required but for the dollar
limitation contained therein) or section
6051.’’.

(b) REPORTING OF ATTORNEYS’ FEES PAY-
ABLE TO CORPORATIONS.—The regulations
providing an exception under section 6041 of
the Internal Revenue Code of 1986 for pay-
ments made to corporations shall not apply
to payments of attorneys’ fees.

(c) EFFECTIVE DATE.—The amendment
made by this section shall apply to payments
made after December 31, 1997.
SEC. 1032. DECREASE OF THRESHOLD FOR RE-

PORTING PAYMENTS TO CORPORA-
TIONS PERFORMING SERVICES FOR
FEDERAL AGENCIES.

(a) IN GENERAL.—Subsection (d) of section
6041A (relating to returns regarding pay-
ments of remuneration for services and di-
rect sales) is amended by adding at the end
the following new paragraph:

‘‘(3) PAYMENTS TO CORPORATIONS BY FED-
ERAL EXECUTIVE AGENCIES.—

‘‘(A) IN GENERAL.—Notwithstanding any
regulation prescribed by the Secretary be-
fore the date of the enactment of this para-
graph, subsection (a) shall apply to remu-
neration paid to a corporation by any Fed-
eral executive agency (as defined in section
6050M(b)).

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply to—

‘‘(i) services under contracts described in
section 6050M(e)(3) with respect to which the
requirements of section 6050M(e)(2) are met,
and

‘‘(ii) such other services as the Secretary
may specify in regulations prescribed after
the date of the enactment of this para-
graph.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to returns
the due date for which (determined without
regard to any extension) is more than 90 days
after the date of the enactment of this Act.
SEC. 1033. DISCLOSURE OF RETURN INFORMA-

TION FOR ADMINISTRATION OF CER-
TAIN VETERANS PROGRAMS.

(a) GENERAL RULE.—Subparagraph (D) of
section 6103(l)(7) (relating to disclosure of re-
turn information to Federal, State, and local
agencies administering certain programs) is
amended by striking ‘‘Clause (viii) shall not
apply after September 30, 1998.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the date of the enactment of this Act.
SEC. 1034. CONTINUOUS LEVY ON CERTAIN PAY-

MENTS.
(a) IN GENERAL.—Section 6331 (relating to

levy and distraint) is amended—
(1) by redesignating subsection (h) as sub-

section (i), and
(2) by inserting after subsection (g) the fol-

lowing new subsection:
‘‘(h) CONTINUING LEVY ON CERTAIN PAY-

MENTS.—
‘‘(1) IN GENERAL.—The effect of a levy on

specified payments to or received by a tax-
payer shall be continuous from the date such
levy is first made until such levy is released.
Notwithstanding section 6334, such continu-
ous levy shall attach to up to 15 percent of
any specified payment due to the taxpayer.

‘‘(2) SPECIFIED PAYMENT.—For the purposes
of paragraph (1), the term ‘specified pay-
ment’ means—

‘‘(A) any Federal payment other than a
payment for which eligibility is based on the
income or assets (or both) of a payee,
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‘‘(B) any payment described in paragraph

(4), (7), (9), or (11) of section 6334(a), and
‘‘(C) any annuity or pension payment

under the Railroad Retirement Act or bene-
fit under the Railroad Unemployment Insur-
ance Act described in subsection (a)(6) of this
section.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to levies
issued after the date of the enactment of this
Act.
SEC. 1035. MODIFICATION OF LEVY EXEMPTION.

(a) IN GENERAL.—Section 6334 (relating to
property exempt from levy) is amended by
redesignating subsection (f) as subsection (g)
and by inserting after subsection (e) the fol-
lowing new subsection:

‘‘(f) LEVY ALLOWED ON CERTAIN SPECIFIED
PAYMENTS.—Any payment described in sub-
paragraph (B) or (C) of section 6331(h)(2) shall
not be exempt from levy if the Secretary ap-
proves the levy thereon under section
6331(h).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to levies
issued after the date of the enactment of this
Act.
SEC. 1036. CONFIDENTIALITY AND DISCLOSURE

OF RETURNS AND RETURN INFOR-
MATION.

(a) IN GENERAL.—Subsection (k) of section
6103 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(8) LEVIES ON CERTAIN GOVERNMENT PAY-
MENTS.—

‘‘(A) DISCLOSURE OF RETURN INFORMATION IN
LEVIES ON FINANCIAL MANAGEMENT SERVICE.—
In serving a notice of levy, or release of such
levy, with respect to any applicable govern-
ment payment, the Secretary may disclose
to officers and employees of the Financial
Management Service—

‘‘(i) return information, including taxpayer
identity information,

‘‘(ii) the amount of any unpaid liability
under this title (including penalties and in-
terest), and

‘‘(iii) the type of tax and tax period to
which such unpaid liability relates.

‘‘(B) RESTRICTION ON USE OF DISCLOSED IN-
FORMATION.—Return information disclosed
under subparagraph (A) may be used by offi-
cers and employees of the Financial Manage-
ment Service only for the purpose of, and to
the extent necessary in, transferring levied
funds in satisfaction of the levy, maintaining
appropriate agency records in regard to such
levy or the release thereof, notifying the tax-
payer and the agency certifying such pay-
ment that the levy has been honored, or in
the defense of any litigation ensuing from
the honor of such levy.

‘‘(C) APPLICABLE GOVERNMENT PAYMENT.—
For purposes of this paragraph, the term ‘ap-
plicable government payment’ means—

‘‘(i) any Federal payment (other than a
payment for which eligibility is based on the
income or assets (or both) of a payee) cer-
tified to the Financial Management Service
for disbursement, and

‘‘(ii) any other payment which is certified
to the Financial Management Service for
disbursement and which the Secretary des-
ignates by published notice.’’.

(b) CONFORMING AMENDMENTS.—
(1) Section 6301(p) is amended—
(A) in paragraph (3)(A), by striking ‘‘(2), or

(6)’’ and inserting ‘‘(2), (6), or (8), and
(B) in paragraph (4), by inserting ‘‘(k)(8),’’

after ‘‘(j) (1) or (2),’’ each place it appears.
(2) Section 552a(a)(8)(B) of title 5, United

States Code, is amended by striking ‘‘or’’ at
the end of clause (v), by adding ‘‘or’’ at the
end of clause (vi), and by adding at the end
the following new clause:

‘‘(vii) matches performed incident to a levy
described in section 6103(k)(8) of the Internal
Revenue Code of 1986;’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to levies is-
sued after the date of the enactment of this
Act.
SEC. 1037. RETURNS OF BENEFICIARIES OF ES-

TATES AND TRUSTS REQUIRED TO
FILE RETURNS CONSISTENT WITH
ESTATE OR TRUST RETURN OR TO
NOTIFY SECRETARY OF INCONSIST-
ENCY.

(a) DOMESTIC ESTATES AND TRUSTS.—Sec-
tion 6034A (relating to information to bene-
ficiaries of estates and trusts) is amended by
adding at the end the following new sub-
section:

‘‘(c) BENEFICIARY’S RETURN MUST BE CON-
SISTENT WITH ESTATE OR TRUST RETURN OR
SECRETARY NOTIFIED OF INCONSISTENCY.—

‘‘(1) IN GENERAL.—A beneficiary of any es-
tate or trust to which subsection (a) applies
shall, on such beneficiary’s return, treat any
reported item in a manner which is consist-
ent with the treatment of such item on the
applicable entity’s return.

‘‘(2) NOTIFICATION OF INCONSISTENT TREAT-
MENT.—

‘‘(A) IN GENERAL.—In the case of any re-
ported item, if—

‘‘(i)(I) the applicable entity has filed a re-
turn but the beneficiary’s treatment on such
beneficiary’s return is (or may be) inconsist-
ent with the treatment of the item on the
applicable entity’s return, or

‘‘(II) the applicable entity has not filed a
return, and

‘‘(ii) the beneficiary files with the Sec-
retary a statement identifying the inconsist-
ency,

paragraph (1) shall not apply to such item.
‘‘(B) BENEFICIARY RECEIVING INCORRECT IN-

FORMATION.—A beneficiary shall be treated
as having complied with clause (ii) of sub-
paragraph (A) with respect to a reported
item if the beneficiary—

‘‘(i) demonstrates to the satisfaction of the
Secretary that the treatment of the reported
item on the beneficiary’s return is consistent
with the treatment of the item on the state-
ment furnished under subsection (a) to the
beneficiary by the applicable entity, and

‘‘(ii) elects to have this paragraph apply
with respect to that item.

‘‘(3) EFFECT OF FAILURE TO NOTIFY.—In any
case—

‘‘(A) described in subparagraph (A)(i)(I) of
paragraph (2), and

‘‘(B) in which the beneficiary does not
comply with subparagraph (A)(ii) of para-
graph (2),

any adjustment required to make the treat-
ment of the items by such beneficiary con-
sistent with the treatment of the items on
the applicable entity’s return shall be treat-
ed as arising out of mathematical or clerical
errors and assessed according to section
6213(b)(1). Paragraph (2) of section 6213(b)
shall not apply to any assessment referred to
in the preceding sentence.

‘‘(4) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) REPORTED ITEM.—The term ‘reported
item’ means any item for which information
is required to be furnished under subsection
(a).

‘‘(B) APPLICABLE ENTITY.—The term ‘appli-
cable entity’ means the estate or trust of
which the taxpayer is the beneficiary.

‘‘(5) ADDITION TO TAX FOR FAILURE TO COM-
PLY WITH SECTION.—For addition to tax in
the case of a beneficiary’s negligence in con-
nection with, or disregard of, the require-
ments of this section, see part II of sub-
chapter A of chapter 68.’’.

(b) FOREIGN TRUSTS.—Subsection (d) of sec-
tion 6048 (relating to information with re-
spect to certain foreign trusts) is amended
by adding at the end the following new para-
graph:

‘‘(5) UNITED STATES PERSON’S RETURN MUST
BE CONSISTENT WITH TRUST RETURN OR SEC-
RETARY NOTIFIED OF INCONSISTENCY.—Rules
similar to the rules of section 6034A(c) shall
apply to items reported by a trust under sub-
section (b)(1)(B) and to United States persons
referred to in such subsection.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to returns
of beneficiaries and owners filed after the
date of the enactment of this Act.

Subtitle E—Excise Tax Provisions
SEC. 1041. EXTENSION AND MODIFICATION OF

AIRPORT AND AIRWAY TRUST FUND
TAXES.

(a) FUEL TAXES.—
(1) AVIATION FUEL.—Clause (ii) of section

4091(b)(3)(A) is amended by striking ‘‘Sep-
tember 30, 1997’’ and inserting ‘‘September
30, 2007’’.

(2) AVIATION GASOLINE.—Subparagraph (B)
of section 4081(d)(2) is amended by striking
‘‘September 30, 1997’’ and inserting ‘‘Septem-
ber 30, 2007’’.

(3) NONCOMMERCIAL AVIATION.—Subpara-
graph (B) of section 4041(c)(3) is amended by
striking ‘‘September 30, 1997’’ and inserting
‘‘September 30, 2007’’.

(b) TICKET TAXES.—
(1) PERSONS.—Clause (ii) of section

4261(g)(1)(A) is amended by striking ‘‘Sep-
tember 30, 1997’’ and inserting ‘‘September
30, 2007’’.

(2) PROPERTY.—Clause (ii) of section
4271(d)(1)(A) is amended by striking ‘‘Sep-
tember 30, 1997’’ and inserting ‘‘September
30, 2007’’.

(c) MODIFICATIONS TO TAX ON TRANSPOR-
TATION OF PERSONS BY AIR.—

(1) IN GENERAL.—Section 4261 (relating to
imposition of tax) is amended by striking
subsections (a), (b), and (c) and inserting the
following new subsections:

‘‘(a) IN GENERAL.—There is hereby imposed
on the amount paid for taxable transpor-
tation of any person a tax equal to 7.5 per-
cent of the amount so paid.

‘‘(b) DOMESTIC SEGMENTS OF TAXABLE
TRANSPORTATION.—

‘‘(1) IN GENERAL.—There is hereby imposed
on the amount paid for each domestic seg-
ment of taxable transportation by air a tax
in the amount determined in accordance
with the following table for the calendar
year in which the segment begins:

In the case of segments
beginning during: The tax is:
1997 or 1998 ................ $2.00
1999 ........................... $2.25
2000 ........................... $2.50
2001 ........................... $2.75
2002 or thereafter ...... $3.00.

‘‘(2) DOMESTIC SEGMENT.—For purposes of
this section, the term ‘domestic segment’
means any segment which is taxable trans-
portation described in section 4262(a)(1).

‘‘(3) CHANGES IN SEGMENTS BY REASON OF
REROUTING.—If—

‘‘(A) a ticket is purchased for transpor-
tation between 2 locations on specified
flights, and

‘‘(B) at the initiation of the air carrier
after such purchase, there is a change in the
route taken which changes the number of do-
mestic segments, but there is no change in
the amount charged for such transportation,
the tax imposed by paragraph (1) shall be de-
termined without regard to such change in
route.

‘‘(c) USE OF INTERNATIONAL TRAVEL FACILI-
TIES.—

‘‘(1) IN GENERAL.—There is hereby imposed
a tax of $15.50 on any amount paid (whether
within or without the United States) for any
transportation of any person by air, if such
transportation begins or ends in the United
States.
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‘‘(2) EXCEPTION FOR TRANSPORTATION EN-

TIRELY TAXABLE UNDER SUBSECTION (a).—This
subsection shall not apply to any transpor-
tation all of which is taxable under sub-
section (a) (determined without regard to
sections 4281 and 4282).

‘‘(3) SPECIAL RULE FOR ALASKA AND HA-
WAII.—In any case in which the tax imposed
by paragraph (1) applies to a domestic seg-
ment, such tax shall apply only on depar-
ture.’’.

(2) SPECIAL RULES.—Section 4261 is amend-
ed by redesignating subsections (e), (f), and
(g), as subsections (f), (g), and (h), respec-
tively, and by inserting after subsection (d)
the following new subsection:

‘‘(e) SPECIAL RULES.—
‘‘(1) AMOUNTS PAID OUTSIDE THE UNITED

STATES.—In the case of amounts paid outside
the United States for taxable transportation,
the taxes imposed by subsections (a) and (b)
shall apply only to segments of such trans-
portation which begin and end in the United
States.

‘‘(2) AMOUNTS PAID FOR RIGHT TO AWARD
FREE OR REDUCED RATE AIR TRANSPOR-
TATION.—Any amount paid (and the value of
any other benefit provided) to an air carrier
(or any related person) for the right to pro-
vide mileage awards for (or other reductions
in the cost of) any transportation of persons
by air shall be treated for purposes of sub-
section (a) as an amount paid for taxable
transportation, and such amount shall be
taxable under subsection (a) without regard
to any other provision of this subchapter.
The Secretary shall prescribe rules which re-
allocate items of income, deduction, credit,
exclusion, or other allowance to the extent
necessary to prevent the avoidance of tax
imposed by reason of this paragraph.

‘‘(3) INFLATION ADJUSTMENT OF DOLLAR
RATES OF TAX.—

‘‘(A) IN GENERAL.—In the case of taxable
events in a calendar year after the last non-
indexed year, the dollar amount contained in
subsection (b) and the dollar amount con-
tained in subsection (c) shall each be in-
creased by an amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting the year before the last
nonindexed year for ‘calendar year 1992’ in
subparagraph (B) thereof.
If any increase determined under the preced-
ing sentence is not a multiple of 10 cents,
such increase shall be rounded to the nearest
multiple of 10 cents.

‘‘(B) LAST NONINDEXED YEAR.—For purposes
of subparagraph (A), the last nonindexed
year is—

‘‘(i) 2002 in the case of a dollar amount con-
tained in subsection (b), and

‘‘(ii) 1998 in the case of a dollar amount
contained in subsection (c).

‘‘(C) TAXABLE EVENT.—For purposes of sub-
paragraph (A), in the case of the tax imposed
subsection (b), the beginning of the domestic
segment shall be treated as the taxable
event.’’.

(3) SECONDARY LIABILITY OF CARRIER FOR
UNPAID TAX.—Subsection (c) of section 4263 is
amended by striking ‘‘subchapter—’’ and all
that follows and inserting ‘‘, such tax shall
be paid by the carrier providing the initial
segment of such transportation which begins
or ends in the United States.’’.

(d) MODIFICATION OF RULES ON AIRLINE
FARE ADVERTISING.—Subsection (b) of sec-
tion 7275 (relating to advertising) is amended
by striking ‘‘shall—’’ and all that follows
and inserting ‘‘shall—

‘‘(1) separately state—
‘‘(A) the amount to be paid for such trans-

portation, and
‘‘(B) the amount of the taxes imposed by

subsections (a), (b), and (c) of section 4261 at

a location proximate to (and in a type size
not less than half the type size of) the state-
ment of the amount described in subpara-
graph (A), and

‘‘(2) describe such taxes substantially as:
‘user taxes to pay for airport construction
and airway safety and operations’.’’.

(e) INCREASED AIRPORT AND AIRWAY TRUST
FUND DEPOSITS.—

(1) Paragraph (1) of section 9502(b) is
amended—

(A) by striking ‘‘(to the extent that the
rate of the tax on such gasoline exceeds 4.3
cents per gallon)’’ in subparagraph (C), and

(B) by striking ‘‘to the extent attributable
to the Airport and Airway Trust Fund fi-
nancing rate’’ in subparagraph (C).

(2) Section 9502 is amended by striking sub-
section (f).

(f) EFFECTIVE DATES.—
(1) FUEL TAXES.—The amendments made by

subsection (a) shall apply take effect on Oc-
tober 1, 1997.

(2) TICKET TAXES.—
(A) IN GENERAL.—Except as otherwise pro-

vided in this paragraph, the amendments
made by subsections (b) and (c) shall apply
to transportation beginning on or after Octo-
ber 1, 1997.

(B) TREATMENT OF AMOUNTS PAID FOR TICK-
ETS PURCHASED BEFORE DATE OF ENACT-
MENT.—The amendments made by subsection
(c) shall not apply to amounts paid for a
ticket purchased before the date of the en-
actment of this Act for a specified flight be-
ginning on or after October 1, 1997.

(C) AMOUNTS PAID FOR RIGHT TO AWARD
MILEAGE AWARDS.—

(i) IN GENERAL.—Paragraph (2) of section
4261(e) of the Internal Revenue Code of 1986
(as added by the amendment made by sub-
section (c)) shall apply to amounts paid after
September 30, 1997.

(ii) PAYMENTS WITHIN CONTROLLED GROUP.—
For purposes of clause (i), any amount paid
after June 11, 1997, and before October 1, 1997,
by 1 member of a controlled group for a right
which is described in such section 4261(e)(2)
and is furnished by another member of such
group after September 30, 1997, shall be
treated as paid after September 30, 1997. For
purposes of the preceding sentence, all per-
sons treated as a single employer under sub-
section (a) or (b) of section 52 of such Code
shall be treated as members of a controlled
group.

(3) ADVERTISING.—The amendment made by
subsection (d) shall take effect on October 1,
1997.

(4) INCREASED DEPOSITS INTO AIRPORT AND
AIRWAY TRUST FUND.—The amendments made
by subsection (e) shall apply with respect to
taxes received in the Treasury on and after
October 1, 1997.

(g) DELAYED DEPOSITS OF AIRLINE TICKET
TAX REVENUES.—Notwithstanding section
6302 of the Internal Revenue Code of 1986, in
the case of deposits of taxes imposed by sec-
tion 4261 of the Internal Revenue Code of
1986, the due date for any such deposit which
would (but for this subsection) be required to
be made—

(1) after August 14, 1997, and before October
1, 1997, shall be October 10, 1997, or

(2) after June 30, 1998, and before October 1,
1998, shall be October 13, 1998.
SEC. 1042. KEROSENE TAXED AS DIESEL FUEL.

(a) IN GENERAL.—Subsection (a) of section
4083 (defining taxable fuel) is amended by
striking ‘‘and’’ at the end of subparagraph
(A), by striking the period at the end of sub-
paragraph (B) and inserting ‘‘, and’’, and by
adding at the end the following new subpara-
graph:

‘‘(C) kerosene.’’.
(b) RATE OF TAX.—Clause (iii) of section

4081(a)(2)(A) is amended by inserting ‘‘or ker-
osene’’ after ‘‘diesel fuel’’.

(c) EXEMPTIONS FROM TAX; REFUNDS TO
VENDORS.—

(1) IN GENERAL.—Section 4082 (relating to
exemptions for diesel fuel) is amended by
striking ‘‘diesel fuel’’ each place it appears
in subsections (a) and (c) and inserting ‘‘die-
sel fuel and kerosene’’.

(2) CERTAIN KEROSENE EXEMPT FROM DYEING
REQUIREMENT.—Section 4082 is amended by
redesignating subsections (c) and (d) as sub-
sections (d) and (e), respectively, and by in-
serting after subsection (b) the following new
subsection:

‘‘(c) EXCEPTIONS TO DYEING REQUIRE-
MENTS.—

‘‘(1) AVIATION-GRADE KEROSENE.—Sub-
section (a)(2) shall not apply to a removal,
entry, or sale of aviation-grade kerosene (as
determined under regulations prescribed by
the Secretary) if the person receiving the
kerosene is registered under section 4101
with respect to the tax imposed by section
4091.

‘‘(2) USE FOR NON-FUEL FEEDSTOCK PUR-
POSES.—Subsection (a)(2) shall not apply to
kerosene—

‘‘(A) received by pipeline or barge for use
by the person receiving the kerosene in the
manufacture or production of any substance
(other than gasoline, diesel fuel, or special
fuels referred to in section 4041), or

‘‘(B) to the extent provided in regulations,
removed or entered—

‘‘(i) for such a use by the person removing
or entering the kerosene, or

‘‘(ii) for resale by such person for such a
use by the purchaser,
but only if the person receiving, removing,
or entering the kerosene and such purchaser
(if any) are registered under section 4101
with respect to the tax imposed by section
4081.’’.

(3) REFUNDS.—
(A) Subsection (l) of section 6427 is amend-

ed by inserting ‘‘or kerosene’’ after ‘‘diesel
fuel’’ each place it appears in paragraphs (1),
(2), and (5) (including the heading for para-
graph (5)).

(B) Paragraph (5) of section 6427(l) is
amended by redesignating subparagraph (B)
as subparagraph (C) and by inserting after
subparagraph (A) the following new subpara-
graph:

‘‘(B) SALES OF KEROSENE NOT FOR USE IN
MOTOR FUEL.—Paragraph (1)(A) shall not
apply to kerosene sold by a vendor—

‘‘(i) for any use if such sale is from a pump
which (as determined under regulations pre-
scribed by the Secretary) is not suitable for
use in fueling any diesel-powered highway
vehicle or train, or

‘‘(ii) to the extent provided by the Sec-
retary, for blending with heating oil to be
used during periods of extreme or unseason-
able cold.’’.

(C) Subparagraph (C) of section 6427(l)(5),
as redesignated by subparagraph (B) of this
paragraph, is amended by striking ‘‘subpara-
graph (A)’’ and inserting ‘‘subparagraph (A)
or (B)’’.

(D) The heading for subsection (l) of sec-
tion 6427 is amended by inserting ‘‘, KER-
OSENE,’’ after ‘‘DIESEL FUEL’’.

(d) CONFORMING AMENDMENTS.—
(1) Paragraph (2) of section 4041(a) is

amended by striking ‘‘kerosene, gas oil, or
fuel oil’’ and inserting ‘‘gas oil, fuel oil’’.

(2) Paragraph (1) of section 4041(c) is
amended by striking ‘‘any liquid’’ and insert-
ing ‘‘kerosene and any other liquid’’.

(3)(A) The heading for section 4082 is
amended by inserting ‘‘AND KEROSENE’’
after ‘‘DIESEL FUEL’’.

(B) The table of sections for subpart A of
part III of subchapter A of chapter 32 is
amended by inserting ‘‘and kerosene’’ after
‘‘diesel fuel’’ in the item relating to section
4082.
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(4) Subsection (b) of section 4083 is amend-

ed by striking ‘‘gasoline, diesel fuel,’’ and in-
serting ‘‘taxable fuels’’.

(5) Subsection (a) of section 4093 is amend-
ed by striking ‘‘any liquid’’ and inserting
‘‘kerosene and any other liquid’’.

(6) The material following subparagraph
(F) of section 6416(b)(2) is amended by insert-
ing ‘‘or kerosene’’ after ‘‘diesel fuel’’.

(7) Paragraphs (1) and (3) of section 6427(f),
and the heading for section 6427(f), are each
amended by inserting ‘‘kerosene,’’ after ‘‘die-
sel fuel,’’.

(8) Paragraph (2) of section 6427(f) is
amended by striking ‘‘or diesel fuel’’ each
place it appears and inserting ‘‘, diesel fuel,
or kerosene’’.

(9) Subparagraph (A) of section 6427(i)(3) is
amended by striking ‘‘or diesel fuel’’ and in-
serting ‘‘, diesel fuel, or kerosene’’.

(10) The heading for paragraph (4) of sec-
tion 6427(i) is amended to read as follows:

‘‘(4) SPECIAL RULE FOR REFUNDS UNDER SUB-
SECTION (l).—’’

(11) Paragraph (1) of section 6715(c) is
amended by inserting ‘‘or kerosene’’ after
‘‘diesel fuel’’.

(12)(A) The text of section 7232 is amended
by striking ‘‘gasoline, lubricating oil, diesel
fuel’’ and inserting ‘‘any taxable fuel (as de-
fined in section 4083)’’.

(B) The section heading for section 7232 is
amended to read as follows:
‘‘SEC. 7232. FAILURE TO REGISTER UNDER SEC-

TION 4101, FALSE REPRESENTA-
TIONS OF REGISTRATION STATUS,
ETC.’’.

(C) The table of sections for part II of sub-
chapter A of chapter 75 is amended by strik-
ing the item relating to section 7232 and in-
serting the following:

‘‘Sec. 7232. Failure to register under section
4101, false representations of
registration status, etc.’’.

(13) Sections 9503(b)(1)(E) and 9508(b)(2) are
each amended by striking ‘‘and diesel fuel’’
and inserting ‘‘, diesel fuel, and kerosene’’.

(14) Subparagraph (B) of section 9503(b)(5)
is amended by striking ‘‘or diesel fuel’’ and
inserting ‘‘, diesel fuel, or kerosene’’.

(15) Paragraphs (1)(B) and (2) of section
9503(f) are each amended by inserting ‘‘or
kerosene’’ after ‘‘diesel fuel’’ each place it
appears.

(e) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
July 1, 1998.

(f) FLOOR STOCK TAXES.—
(1) IMPOSITION OF TAX.—In the case of ker-

osene which is held on July 1, 1998, by any
person, there is hereby imposed a floor
stocks tax of 24.3 cents per gallon.

(2) LIABILITY FOR TAX AND METHOD OF PAY-
MENT.—

(A) LIABILITY FOR TAX.—A person holding
kerosene on July 1, 1998, to which the tax im-
posed by paragraph (1) applies shall be liable
for such tax.

(B) METHOD OF PAYMENT.—The tax imposed
by paragraph (1) shall be paid in such man-
ner as the Secretary shall prescribe.

(C) TIME FOR PAYMENT.—The tax imposed
by paragraph (1) shall be paid on or before
August 31, 1998.

(3) DEFINITIONS.—For purposes of this sub-
section—

(A) HELD BY A PERSON.—Kerosene shall be
considered as ‘‘held by a person’’ if title
thereto has passed to such person (whether
or not delivery to the person has been made).

(B) SECRETARY.—The term ‘‘Secretary’’
means the Secretary of the Treasury or his
delegate.

(4) EXCEPTION FOR EXEMPT USES.—The tax
imposed by paragraph (1) shall not apply to
kerosene held by any person exclusively for
any use to the extent a credit or refund of

the tax imposed by section 4081 of the Inter-
nal Revenue Code of 1986 is allowable for
such use.

(5) EXCEPTION FOR FUEL HELD IN VEHICLE
TANK.—No tax shall be imposed by paragraph
(1) on kerosene held in the tank of a motor
vehicle or motorboat.

(6) EXCEPTION FOR CERTAIN AMOUNTS OF
FUEL.—

(A) IN GENERAL.—No tax shall be imposed
by paragraph (1) on kerosene held on July 1,
1998, by any person if the aggregate amount
of kerosene held by such person on such date
does not exceed 2,000 gallons. The preceding
sentence shall apply only if such person sub-
mits to the Secretary (at the time and in the
manner required by the Secretary) such in-
formation as the Secretary shall require for
purposes of this paragraph.

(B) EXEMPT FUEL.—For purposes of sub-
paragraph (A), there shall not be taken into
account fuel held by any person which is ex-
empt from the tax imposed by paragraph (1)
by reason of paragraph (4) or (5).

(C) CONTROLLED GROUPS.—For purposes of
this paragraph—

(i) CORPORATIONS.—
(I) IN GENERAL.—All persons treated as a

controlled group shall be treated as 1 person.
(II) CONTROLLED GROUP.—The term ‘‘con-

trolled group’’ has the meaning given to such
term by subsection (a) of section 1563 of such
Code; except that for such purposes the
phrase ‘‘more than 50 percent’’ shall be sub-
stituted for the phrase ‘‘at least 80 percent’’
each place it appears in such subsection.

(ii) NONINCORPORATED PERSONS UNDER COM-
MON CONTROL.—Under regulations prescribed
by the Secretary, principles similar to the
principles of clause (i) shall apply to a group
of persons under common control where 1 or
more of such persons is not a corporation.

(7) COORDINATION WITH SECTION 4081.—No tax
shall be imposed by paragraph (1) on ker-
osene to the extent that tax has been (or will
be) imposed on such kerosene under section
4081 or 4091 of such Code.

(8) OTHER LAWS APPLICABLE.—All provi-
sions of law, including penalties, applicable
with respect to the taxes imposed by section
4081 of such Code shall, insofar as applicable
and not inconsistent with the provisions of
this subsection, apply with respect to the
floor stock taxes imposed by paragraph (1) to
the same extent as if such taxes were im-
posed by such section 4081.
SEC. 1043. RESTORATION OF LEAKING UNDER-

GROUND STORAGE TANK TRUST
FUND TAXES.

Paragraph (3) of section 4081(d) is amended
by striking ‘‘shall not apply after December
31, 1995’’ and inserting ‘‘shall apply after the
date of the enactment of the Taxpayer Relief
Act of 1997 and before October 1, 2002’’.
SEC. 1044. APPLICATION OF COMMUNICATIONS

TAX TO LONG-DISTANCE PREPAID
TELEPHONE CARDS.

(a) IN GENERAL.—Subsection (b) of section
4251 is amended—

(1) by adding at the end the following new
paragraph:

‘‘(3) LONG-DISTANCE PREPAID TELEPHONE
CARDS AND SIMILAR ARRANGEMENTS.—Any
amount paid (and the value of any other ben-
efit provided) to a provider of communica-
tions services (or any related person) for the
right to award, sell, or otherwise make avail-
able telephone service (or reductions in the
cost of such service) other than local tele-
phone service through prepaid telephone
cards or any similar arrangement shall be
treated as an amount paid for communica-
tions services. The Secretary shall prescribe
rules which reallocate items of income, de-
duction, credit, exclusion, or other allowance
to the extent necessary to prevent the avoid-
ance of tax imposed by reason of this para-
graph.’’, and

(2) by inserting ‘‘AND SPECIAL RULE’’ after
‘‘DEFINITIONS’’ in the heading.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to amounts paid on
or after the date of the enactment of this
Act.

(2) PAYMENTS WITHIN CONTROLLED GROUP.—
For purposes of paragraph (1), any amount
paid after June 11, 1997, and before the date
of the enactment of this Act by 1 member of
a controlled group for a right which is de-
scribed in section 4251(b)(3) of the Internal
Revenue Code of 1986 (as added by this sec-
tion) and is furnished by another member of
such group shall be treated as paid on the
date of the enactment of this Act. For pur-
poses of the preceding sentence, all persons
treated as a single employer under sub-
section (a) or (b) of section 52 of such Code
shall be treated as members of a controlled
group.

Subtitle F—Provisions Relating to Tax-
Exempt Entities

SEC. 1051. EXPANSION OF LOOK-THRU RULE FOR
INTEREST, ANNUITIES, ROYALTIES,
AND RENTS DERIVED BY SUBSIDI-
ARIES OF TAX-EXEMPT ORGANIZA-
TIONS.

(a) IN GENERAL.—Paragraph (13) of section
512(b) is amended to read as follows:

‘‘(13) SPECIAL RULES FOR CERTAIN AMOUNTS
RECEIVED FROM CONTROLLED ENTITIES.—

‘‘(A) IN GENERAL.—If an organization (in
this paragraph referred to as the ‘controlling
organization’) receives (directly or indi-
rectly) a specified payment from another en-
tity which it controls (in this paragraph re-
ferred to as the ‘controlled entity’), notwith-
standing paragraphs (1), (2), and (3), the con-
trolling organization shall include such pay-
ment as an item of gross income derived
from an unrelated trade or business to the
extent such payment reduces the net unre-
lated income of the controlled entity (or in-
creases any net unrelated loss of the con-
trolled entity). There shall be allowed all de-
ductions of the controlling organization di-
rectly connected with amounts treated as de-
rived from an unrelated trade or business
under the preceding sentence.

‘‘(B) NET UNRELATED INCOME OR LOSS.—For
purposes of this paragraph—

‘‘(i) NET UNRELATED INCOME.—The term
‘net unrelated income’ means—

‘‘(I) in the case of a controlled entity
which is not exempt from tax under section
501(a), the portion of such entity’s taxable
income which would be unrelated business
taxable income if such entity were exempt
from tax under section 501(a) and had the
same exempt purposes (as defined in section
513A(a)(5)(A)) as the controlling organiza-
tion, or

‘‘(II) in the case of a controlled entity
which is exempt from tax under section
501(a), the amount of the unrelated business
taxable income of the controlled entity.

‘‘(ii) NET UNRELATED LOSS.—the term ‘net
unrelated loss’ means the net operating loss
adjusted under rules similar to the rules of
clause (i).

‘‘(C) SPECIFIED PAYMENT.—For purposes of
this paragraph, the term ‘specified payment’
means any interest, annuity, royalty, or
rent.

‘‘(D) DEFINITION OF CONTROL.—For purposes
of this paragraph—

‘‘(i) CONTROL.—The term ‘control’ means—
‘‘(I) in the case of a corporation, ownership

(by vote or value) of more than 50 percent of
the stock in such corporation,

‘‘(II) in the case of a partnership, owner-
ship of more than 50 percent of the profits in-
terests or capital interests in such partner-
ship, or
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‘‘(III) in any other case, ownership of more

than 50 percent of the beneficial interests in
the entity.

‘‘(ii) CONSTRUCTIVE OWNERSHIP.—Section
318 (relating to constructive ownership of
stock) shall apply for purposes of determin-
ing ownership of stock in a corporation.
Similar principles shall apply for purposes of
determining ownership of interests in any
other entity.

‘‘(E) RELATED PERSONS.—The Secretary
shall prescribe such rules as may be nec-
essary or appropriate to prevent avoidance of
the purposes of this paragraph through the
use of related persons.’’.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to taxable years begin-
ning after the date of the enactment of this
Act.

(2) CONTROL TEST.—In the case of taxable
years beginning before January 1, 1999, an or-
ganization shall be treated as controlling an-
other organization for purposes of section
512(b)(13) of the Internal Revenue Code of
1986 (as amended by this section) only if it
controls such organization within the mean-
ing of such section, determined by substitut-
ing ‘‘80 percent’’ for ‘‘50 percent’’ each place
it appears in subparagraph (D) thereof.

SEC. 1052. LIMITATION ON INCREASE IN BASIS OF
PROPERTY RESULTING FROM SALE
BY TAX-EXEMPT ENTITY TO A RELAT-
ED PERSON.

(a) IN GENERAL.—Part IV of subchapter O
of chapter 1 (relating to special rules for gain
or loss on disposition of property) is amend-
ed by redesignating section 1061 as section
1062 and by inserting after section 1060 the
following new section:

‘‘SEC. 1061. BASIS LIMITATION FOR SALE OR EX-
CHANGE OF PROPERTY BY TAX-EX-
EMPT ENTITY TO RELATED PERSON.

‘‘(a) GENERAL RULE.—In the case of a sale
or exchange of property directly or indi-
rectly between a tax-exempt entity and a re-
lated person, the basis of the related person
in the property acquired shall not exceed the
adjusted basis of such property (immediately
before the exchange) in the hands of the tax-
exempt entity, increased by the amount of
gain recognized to the tax-exempt entity on
the transfer which is subject to tax under
section 511.

‘‘(b) DEFINITIONS.—For purposes of this sec-
tion—

‘‘(1) TAX-EXEMPT ENTITY.—The term ‘tax-
exempt entity’ means any entity which is ex-
empt from the tax imposed by this chapter.

‘‘(2) RELATED PERSON.—The term ‘related
person’ means any person bearing a relation-
ship to the tax-exempt entity which is de-
scribed in section 267(b) or 707(b)(1). For pur-
poses of applying section 267(b)(2) under the
preceding sentence, such an entity shall be
treated as if it were an individual.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for part IV of subchapter O of chap-
ter 1 is amended by striking the last item
and inserting the following:

‘‘Sec. 1061. Basis limitation for sale or ex-
change of property by tax-ex-
empt entity to related person.

‘‘Sec. 1062. Cross references.’’.

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to sales and ex-
changes after June 8, 1997.

(2) BINDING CONTRACTS.—The amendments
made by this section shall not apply to any
sale or exchange pursuant to a written con-
tract which was binding on June 8, 1997, and
at all times thereafter before the sale or ex-
change.

SEC. 1053. MODIFICATIONS TO EXCEPTION FROM
REPORTING, ETC. OF LOBBYING AC-
TIVITIES.

(a) IN GENERAL.—Paragraph (3) of section
6033(e) (relating to exception where dues gen-
erally nondeductible) is amended to read as
follows:

‘‘(3) EXCEPTION WHERE DUES GENERALLY
NONDEDUCTIBLE.—

‘‘(A) IN GENERAL.—Paragraph (1)(A) shall
not apply to an organization if more than 90
percent of the amount of the aggregate an-
nual dues (or similar payments) paid to such
organization are paid—

‘‘(i) by individuals or families whose an-
nual dues (or similar amounts) are less than
$100, or

‘‘(ii) by organizations which are exempt
from tax.

For purposes of the preceding sentence, all
organizations sharing a name, charter, his-
toric affiliation, or similar characteristics
and coordinating their lobbying activities
shall be treated as 1 organization.

‘‘(B) INFLATION ADJUSTMENT.—In the case
of dues for annual periods beginning in any
calendar year after 1998, the dollar amount
contained in subparagraph (A)(i) shall be in-
creased by an amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting ‘calendar year 1997’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

If any increase determined under the preced-
ing sentence is not a multiple of $5, such in-
crease shall be rounded to the nearest mul-
tiple of $5.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1997.
SEC. 1054. TERMINATION OF CERTAIN EXCEP-

TIONS FROM RULES RELATING TO
EXEMPT ORGANIZATIONS WHICH
PROVIDE COMMERCIAL-TYPE INSUR-
ANCE.

(a) IN GENERAL.—Subparagraphs (A) and
(B) of section 1012(c)(4) of the Tax Reform
Act of 1986 shall not apply to any taxable
year beginning after December 31, 1997.

(b) SPECIAL RULES.—In the case of an orga-
nization to which section 501(m) of the Inter-
nal Revenue Code of 1986 applies solely by
reason of the amendment made by sub-
section (a)—

(1) no adjustment shall be made under sec-
tion 481 (or any other provision) of such Code
on account of a change in its method of ac-
counting for its first taxable year beginning
after December 31, 1997, and

(2) for purposes of determining gain or loss,
the adjusted basis of any asset held on the
1st day of such taxable year shall be treated
as equal to its fair market value as of such
day.

(c) RESERVE WEAKENING AFTER JUNE 8,
1997.—Any reserve weakening after June 8,
1997, by an organization described in sub-
section (b) shall be treated as occurring in
such organizations 1st taxable year begin-
ning after December 31, 1997.

(d) REGULATIONS.—The Secretary of the
Treasury or his delegate may prescribe rules
for providing proper adjustments for organi-
zations described in subsection (b) with re-
spect to short taxable years which begin dur-
ing 1998 by reason of section 843 of the Inter-
nal Revenue Code of 1986.

Subtitle G—Other Revenue Provisions
SEC. 1061. TERMINATION OF SUSPENSE AC-

COUNTS FOR FAMILY CORPORA-
TIONS REQUIRED TO USE ACCRUAL
METHOD OF ACCOUNTING.

(a) IN GENERAL.—Subsection (i) of section
447 (relating to method of accounting for cor-
porations engaged in farming) is amended by

adding at the end the following new para-
graph:

‘‘(7) TERMINATION.—
‘‘(A) IN GENERAL.—No suspense account

may be established under this subsection by
any corporation required by this section to
change its method of accounting for any tax-
able year ending after June 8, 1997.

‘‘(B) PHASEOUT OF EXISTING SUSPENSE AC-
COUNTS.—

‘‘(i) IN GENERAL.—Each suspense account
under this subsection shall be reduced (but
not below zero) for each taxable year begin-
ning after June 8, 1997, by an amount equal
to the lesser of—

‘‘(I) the applicable portion of such account,
or

‘‘(II) 50 percent of the taxable income of
the corporation for the taxable year, or, if
the corporation has no taxable income for
such year, the amount of any net operating
loss (as defined in section 172(c)) for such
taxable year.

For purposes of the preceding sentence, the
amount of taxable income and net operating
loss shall be determined without regard to
this paragraph.

‘‘(ii) COORDINATION WITH OTHER REDUC-
TIONS.—The amount of the applicable portion
for any taxable year shall be reduced (but
not below zero) by the amount of any reduc-
tion required for such taxable year under
any other provision of this subsection.

‘‘(iv) INCLUSION IN INCOME.—Any reduction
in a suspense account under this paragraph
shall be included in gross income for the tax-
able year of the reduction.

‘‘(C) APPLICABLE PORTION.—For purposes of
subparagraph (B), the term ‘applicable por-
tion’ means, for any taxable year, the
amount which would ratably reduce the
amount in the account (after taking into ac-
count prior reductions) to zero over the pe-
riod consisting of such taxable year and the
remaining taxable years in such first 20 tax-
able years.

‘‘(D) AMOUNTS AFTER 20TH YEAR.—Any
amount in the account as of the close of the
20th year referred to in subparagraph (C)
shall be treated as the applicable portion for
each succeeding year thereafter to the ex-
tent not reduced under this paragraph for
any prior taxable year after such 20th year.’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years ending after June 8, 1997.

SEC. 1062. MODIFICATION OF TAXABLE YEARS TO
WHICH NET OPERATING LOSSES
MAY BE CARRIED.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 172(b)(1) (relating to years to which loss
may be carried) is amended—

(1) by striking ‘‘3’’ in clause (i) and insert-
ing ‘‘2’’, and

(2) by striking ‘‘15’’ in clause (ii) and in-
serting ‘‘20’’.

(b) RETENTION OF 3-YEAR CARRYBACK FOR

CASUALTY LOSSES OF INDIVIDUALS.—Para-
graph (1) of section 172(b) is amended by add-
ing at the end the following new subpara-
graph:

‘‘(F) CASUALTY LOSSES OF INDIVIDUALS.—
Subparagraph (A)(i) shall be applied by sub-
stituting ‘3 years’ for ‘2 years’ with respect
to the portion of the net operating loss of an
individual for the taxable year which is at-
tributable to losses of property arising from
fire, storm, shipwreck, or other casualty, or
from theft.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to net oper-
ating losses for taxable years beginning after
the date of the enactment of this Act.
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SEC. 1063. EXPANSION OF DENIAL OF DEDUCTION

FOR CERTAIN AMOUNTS PAID IN
CONNECTION WITH INSURANCE.

(a) DENIAL OF DEDUCTION FOR PREMIUMS.—
Paragraph (1) of section 264(a) is amended to
read as follows:

‘‘(1) Premiums on any life insurance pol-
icy, or endowment or annuity contract, if
the taxpayer is directly or indirectly a bene-
ficiary under the policy or contract.’’.

(b) INTEREST ON POLICY LOANS.—Paragraph
(4) of section 264(a) is amended by striking
‘‘individual, who’’ and all that follows and
inserting ‘‘individual.’’.

(c) PRO RATA ALLOCATION OF INTEREST EX-
PENSE TO POLICY CASH VALUES.—Section 264
is amended by adding at the end the follow-
ing new subsection:

‘‘(e) PRO RATA ALLOCATION OF INTEREST
EXPENSE TO POLICY CASH VALUES.—

‘‘(1) IN GENERAL.—No deduction shall be al-
lowed for that portion of the taxpayer’s in-
terest expense which is allocable to
unborrowed policy cash values.

‘‘(2) ALLOCATION.—For purposes of para-
graph (1), the portion of the taxpayer’s inter-
est expense which is allocable to unborrowed
policy cash values is an amount which bears
the same ratio to such interest expense as—

‘‘(A) the taxpayer’s average unborrowed
policy cash values of life insurance policies,
and annuity and endowment contracts, is-
sued after June 8, 1997, bears to

‘‘(B) the average adjusted bases (within the
meaning of section 1016) for all assets of the
taxpayer.

‘‘(3) UNBORROWED POLICY CASH VALUES.—
The term ‘unborrowed policy cash value’
means, with respect to any life insurance
policy or annuity or endowment contract,
the excess of—

‘‘(A) the cash surrender value of such pol-
icy or contract determined without regard to
any surrender charge, over

‘‘(B) the amount of any loan in respect of
such policy or contract.

‘‘(4) EXCEPTION FOR CERTAIN POLICIES AND
CONTRACTS COVERING OFFICERS, DIRECTORS,
AND EMPLOYEES.—Paragraph (1) shall not
apply to any policy or contract owned by an
entity engaged in a trade or business which
covers any individual who is an officer, di-
rector, or employee of such trade or business
at the time first covered by the policy or
contract, and such policies and contracts
shall not be taken into account under para-
graph (2).

‘‘(5) EXCEPTION FOR POLICIES AND CON-
TRACTS HELD BY NATURAL PERSONS; TREAT-
MENT OF PARTNERSHIPS AND S CORPORA-
TIONS.—

‘‘(A) POLICIES AND CONTRACTS HELD BY NAT-
URAL PERSONS.—

‘‘(i) IN GENERAL.—This subsection shall not
apply to any policy or contract held by a
natural person.

‘‘(ii) EXCEPTION WHERE BUSINESS IS BENE-
FICIARY.—If a trade or business is directly or
indirectly the beneficiary under any policy
or contract, to the extent of the unborrowed
cash value of such policy or contract, such
policy or contract shall be treated as held by
such trade or business and not by a natural
person.

‘‘(iii) SPECIAL RULES.—
‘‘(I) CERTAIN TRADES OR BUSINESSES NOT

TAKEN INTO ACCOUNT.—Clause (ii) shall not
apply to any trade or business carried on as
a sole proprietorship and to any trade or
business performing services as an employee.

‘‘(II) LIMITATION ON UNBORROWED CASH
VALUE.—The amount of the unborrowed cash
value of any policy or contract which is
taken into account by reason of clause (ii)
shall not exceed the benefit to which the
trade or business is entitled under the policy
or contract.

‘‘(iv) REPORTING.—The Secretary shall re-
quire such reporting from policyholders and

issuers as is necessary to carry out clause
(ii). Any report required under the preceding
sentence shall be treated as a statement re-
ferred to in section 6724(d)(1).

‘‘(B) TREATMENT OF PARTNERSHIPS AND S
CORPORATIONS.—In the case of a partnership
or S corporation, this subsection shall be ap-
plied at the partnership and corporate levels.

‘‘(6) SPECIAL RULES.—
‘‘(A) COORDINATION WITH SUBSECTION (a) AND

SECTION 265.—If interest on any indebtedness
is disallowed under subsection (a) or section
265—

‘‘(i) such disallowed interest shall not be
taken into account for purposes of applying
this subsection, and

‘‘(ii) for purposes of applying paragraph
(2)(B), the adjusted bases otherwise taken
into account shall be reduced (but not below
zero) by the amount of such indebtedness.

‘‘(B) COORDINATION WITH SECTION 263A.—This
subsection shall be applied before the appli-
cation of section 263A (relating to capitaliza-
tion of certain expenses where taxpayer pro-
duces property).’’.

‘‘(7) INTEREST EXPENSE.—The term ‘interest
expense’ means the aggregate amount allow-
able to the taxpayer as a deduction for inter-
est (within the meaning of section 265(b)(4))
for the taxable year (determined without re-
gard to this subsection, section 265(b), and
section 291).

‘‘(8) AGGREGATION RULES.—
‘‘(A) IN GENERAL.—All members of a con-

trolled group (within the meaning of sub-
section (d)(5)(B)) shall be treated as 1 tax-
payer for purposes of this subsection.

‘‘(B) TREATMENT OF INSURANCE COMPA-
NIES.—This subsection shall not apply to an
insurance company, and subparagraph (A)
shall be applied without regard to any insur-
ance company.’’.

(b) TREATMENT OF INSURANCE COMPANIES.—
(1) Clause (ii) of section 805(a)(4)(C) is

amended by inserting ‘‘, or out of the in-
crease for the taxable year in policy cash
values (within the meaning of section
264(e)(3)(A)) of life insurance policies and an-
nuity and endowment contracts to which
section 264(e) applies’’ after ‘‘tax-exempt in-
terest’’.

(2) Clause (iii) of section 805(a)(4)(D) is
amended by striking ‘‘and’’ and inserting ‘‘,
the increase for the taxable year in policy
cash values (within the meaning of section
264(e)(3)(A)) of life insurance policies and an-
nuity and endowment contracts to which
section 264(e) applies, and’’.

(3) Subparagraph (B) of section 807(a)(2) is
amended by striking ‘‘interest,’’ and insert-
ing ‘‘interest and the amount of the policy-
holder’s share of the increase for the taxable
year in policy cash values (within the mean-
ing of section 264(e)(3)(A)) of life insurance
policies and annuity and endowment con-
tracts to which section 264(e) applies,’’.

(4) Subparagraph (B) of section 807(b)(1) is
amended by striking ‘‘interest,’’ and insert-
ing ‘‘interest and the amount of the policy-
holder’s share of the increase for the taxable
year in policy cash values (within the mean-
ing of section 264(e)(3)(A)) of life insurance
policies and annuity and endowment con-
tracts to which section 264(e) applies,’’.

(5) Paragraph (1) of section 812(d) is amend-
ed by striking ‘‘and’’ at the end of subpara-
graph (B), by striking the period at the end
of subparagraph (C) and inserting ‘‘, and’’,
and by adding at the end the following new
subparagraph:

‘‘(D) the increase for any taxable year in
the policy cash values (within the meaning
of section 264(e)(3)(A)) of life insurance poli-
cies and annuity and endowment contracts
to which section 264(e) applies.’’.

(6) Subparagraph (B) of section 832(b)(5) is
amended by striking ‘‘and’’ at the end of
clause (i), by striking the period at the end

of clause (ii) and inserting ‘‘, and’’, and by
adding at the end the following new clause:

‘‘(iii) the increase for the taxable year in
policy cash values (within the meaning of
section 264(e)(3)(A)) of life insurance policies
and annuity and endowment contracts to
which section 264(e) applies.’’.

(c) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 265(b)(4) is amended by
inserting ‘‘, section 264,’’ before ‘‘and section
291’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to contracts
issued after June 8, 1997, in taxable years
ending after such date. For purposes of the
preceding sentence, any material increase in
the death benefit or other material change in
the contract shall be treated as a new con-
tract but the addition of covered lives shall
be treated as a new contract only with re-
spect to such additional covered lives. For
purposes of this subsection, an increase in
the death benefit under a policy or contract
issued in connection with a lapse described
in section 501(d)(2) of the Health Insurance
Portability and Accountability Act of 1996
shall not be treated as a new contract.
SEC. 1064. ALLOCATION OF BASIS AMONG PROP-

ERTIES DISTRIBUTED BY PARTNER-
SHIP.

(a) IN GENERAL.—Subsection (c) of section
732 is amended to read as follows:

‘‘(c) ALLOCATION OF BASIS.—
‘‘(1) IN GENERAL.—The basis of distributed

properties to which subsection (a)(2) or (b) is
applicable shall be allocated—

‘‘(A)(i) first to any unrealized receivables
(as defined in section 751(c)) and inventory
items (as defined in section 751(d)(2)) in an
amount equal to the adjusted basis of each
such property to the partnership, and

‘‘(ii) if the basis to be allocated is less than
the sum of the adjusted bases of such prop-
erties to the partnership, then, to the extent
any decrease is required in order to have the
adjusted bases of such properties equal the
basis to be allocated, in the manner provided
in paragraph (3), and

‘‘(B) to the extent of any basis not allo-
cated under subparagraph (A), to other dis-
tributed properties—

‘‘(i) first by assigning to each such other
property such other property’s adjusted basis
to the partnership, and

‘‘(ii) then, to the extent any increase or de-
crease in basis is required in order to have
the adjusted bases of such other distributed
properties equal such remaining basis, in the
manner provided in paragraph (2) or (3),
whichever is appropriate.

‘‘(2) METHOD OF ALLOCATING INCREASE.—
Any increase required under paragraph (1)(B)
shall be allocated among the properties—

‘‘(A) first to properties with unrealized ap-
preciation in proportion to their respective
amounts of unrealized appreciation before
such increase (but only to the extent of each
property’s unrealized appreciation), and

‘‘(B) then, to the extent such increase is
not allocated under subparagraph (A), in pro-
portion to their respective fair market val-
ues.

‘‘(3) METHOD OF ALLOCATING DECREASE.—
Any decrease required under paragraph (1)(A)
or (1)(B) shall be allocated—

‘‘(A) first to properties with unrealized de-
preciation in proportion to their respective
amounts of unrealized depreciation before
such decrease (but only to the extent of each
property’s unrealized depreciation), and

‘‘(B) then, to the extent such decrease is
not allocated under subparagraph (A), in pro-
portion to their respective adjusted bases (as
adjusted under subparagraph (A)).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to dis-
tributions after the date of the enactment of
this Act.
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SEC. 1065. REPEAL OF REQUIREMENT THAT IN-

VENTORY BE SUBSTANTIALLY AP-
PRECIATED.

(a) IN GENERAL.—Paragraph (2) of section
751(a) is amended to read as follows:

‘‘(2) inventory items of the partnership,’’.
(b) CONFORMING AMENDMENTS.—
(1) Subsection (d) of section 751 is amended

to read as follows:
‘‘(d) INVENTORY ITEMS.—For purposes of

this subchapter, the term ‘inventory items’
means—

‘‘(1) property of the partnership of the kind
described in section 1221(1),

‘‘(2) any other property of the partnership
which, on sale or exchange by the partner-
ship, would be considered property other
than a capital asset and other than property
described in section 1231,

‘‘(3) any other property of the partnership
which, if sold or exchanged by the partner-
ship, would result in a gain taxable under
subsection (a) of section 1246 (relating to
gain on foreign investment company stock),
and

‘‘(4) any other property held by the part-
nership which, if held by the selling or dis-
tributee partner, would be considered prop-
erty of the type described in paragraph (1),
(2), or (3).’’.

(2) Sections 724(d)(2), 731(a)(2)(B), 731(c)(6),
732(c)(1)(A) (as amended by the preceding
section), 735(a)(2), and 735(c)(1) are each
amended by striking ‘‘section 751(d)(2)’’ and
inserting ‘‘section 751(d)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to sales, ex-
changes, and distributions after the date of
the enactment of this Act.
SEC. 1066. EXTENSION OF TIME FOR TAXING

PRECONTRIBUTION GAIN.
(a) IN GENERAL.—Sections 704(c)(1)(B) and

737(b)(1) are each amended by striking ‘‘5
years’’ and inserting ‘‘10 years’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to prop-
erty contributed to a partnership after June
8, 1997.
SEC. 1067. RESTRICTIONS ON AVAILABILITY OF

EARNED INCOME CREDIT FOR TAX-
PAYERS WHO IMPROPERLY
CLAIMED CREDIT IN PRIOR YEAR.

(a) IN GENERAL.—Section 32 is amended by
redesignating subsections (k) and (l) as sub-
sections (l) and (m), respectively, and by in-
serting after subsection (j) the following new
subsection:

‘‘(k) RESTRICTIONS ON TAXPAYERS WHO IM-
PROPERLY CLAIMED CREDIT IN PRIOR YEAR.—

‘‘(1) TAXPAYERS MAKING PRIOR FRAUDULENT
OR RECKLESS CLAIMS.—

‘‘(A) IN GENERAL.—No credit shall be al-
lowed under this section for any taxable year
in the disallowance period.

‘‘(B) DISALLOWANCE PERIOD.—For purposes
of paragraph (1), the disallowance period is—

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

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

‘‘(2) TAXPAYERS MAKING IMPROPER PRIOR
CLAIMS.—In the case of a taxpayer who is de-
nied credit under this section for any taxable
year as a result of the deficiency procedures
under subchapter B of chapter 63, no credit
shall be allowed under this section for any
subsequent taxable year unless the taxpayer
provides such information as the Secretary
may require to demonstrate eligibility for
such credit.’’.

(b) DUE DILIGENCE REQUIREMENT ON INCOME
TAX RETURN PREPARERS.—Section 6695 is

amended by adding at the end the following
new subsection:

‘‘(g) FAILURE TO BE DILIGENT IN DETERMIN-
ING ELIGIBILITY FOR EARNED INCOME CRED-
IT.—Any person who is an income tax pre-
parer with respect to any return or claim for
refund who fails to comply with due dili-
gence requirements imposed by the Sec-
retary by regulations with respect to deter-
mining eligibility for, or the amount of, the
credit allowable by section 32 shall pay a
penalty of $100 for each such failure.’’.

(c) EXTENSION PROCEDURES APPLICABLE TO
MATHEMATICAL OR CLERICAL ERRORS.—Para-
graph (2) of section 6213(g) (relating to the
definition of mathematical or clerical errors)
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 information required
by section 32(k)(2) (relating to taxpayers
making improper prior claims of earned in-
come credit).’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1996.
SEC. 1068. LIMITATION ON PROPERTY FOR

WHICH INCOME FORECAST METHOD
MAY BE USED.

(a) LIMITATION.—Subsection (g) of section
167 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(6) LIMITATION ON PROPERTY FOR WHICH IN-
COME FORECAST METHOD MAY BE USED.—The
depreciation deduction allowable under this
section may be determined under the income
forecast method or any similar method only
with respect to—

‘‘(A) property described in paragraph (3) or
(4) of section 168(f),

‘‘(B) copyrights,
‘‘(C) books,
‘‘(D) patents, and
‘‘(E) other property specified in regula-

tions.

Such methods may not be used with respect
to any amortizable section 197 intangible (as
defined in section 197(c)).’’.

(b) DEPRECIATION PERIOD FOR RENT-TO-OWN
PROPERTY.—

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 168(e)(3) (relating to 3-year property) is
amended by striking ‘‘and’’ at the end of
clause (i), by striking the period at the end
of clause (ii) and inserting ‘‘, and’’, and by
adding at the end the following new clause:

‘‘(iii) any qualified rent-to-own property.’’.
(2) 4-YEAR CLASS LIFE.—The table contained

in section 168(g)(3)(B) is amended by insert-
ing before the first item the following new
item:

‘‘(A)(iii) .......................... 4 ’’.

(3) DEFINITION OF QUALIFIED RENT-TO-OWN
PROPERTY.—Subsection (i) of section 168 is
amended by adding at the end the following
new paragraph:

‘‘(14) QUALIFIED RENT-TO-OWN PROPERTY.—
‘‘(A) IN GENERAL.—The term ‘qualified

rent-to-own property’ means property held
by a rent-to-own dealer for purposes of being
subject to a rent-to-own contract.

‘‘(B) RENT-TO-OWN DEALER.—The term
‘rent-to-own dealer’ means a person that, in
the ordinary course of business, regularly en-
ters into rent-to-own contracts with cus-
tomers for the use of consumer property, if a
substantial portion of those contracts termi-
nate and the property is returned to such
person before the receipt of all payments re-
quired to transfer ownership of the property
from such person to the customer.

‘‘(C) CONSUMER PROPERTY.—The term
‘consumer property’ means tangible personal
property of a type generally used within the
home. Such term shall not include cellular

telephones and any computer or peripheral
equipment (as defined in section 168(i)).

‘‘(D) RENT-TO-OWN CONTRACT.—The term
‘rent-to-own contract’ means any lease for
the use of consumer property between a rent-
to-own dealer and a customer who is an indi-
vidual which—

‘‘(i) is titled ‘Rent-to-Own Agreement’ or
‘Lease Agreement with Ownership Option,’
or uses other similar language,

‘‘(ii) provides for level, regular periodic
payments (for a payment period which is a
week or month),

‘‘(iii) provides that legal title to such prop-
erty remains with the rent-to-own dealer
until the customer makes all the payments
described in clause (ii) or early purchase
payments required under the contract to ac-
quire legal title to the item of property,

‘‘(iv) provides a beginning date and a maxi-
mum period of time for which the contract
may be in effect that does not exceed 156
weeks or 36 months from such beginning date
(including renewals or options to extend),

‘‘(v) provides for level payments within the
156-week or 36-month period that, in the ag-
gregate, generally exceed the normal retail
price of the consumer property plus interest,

‘‘(vi) provides for payments under the con-
tract that, in the aggregate, do not exceed
$10,000 per item of consumer property,

‘‘(vii) provides that the customer does not
have any legal obligation to make all the
payments referred to in clause (ii) set forth
under the contract, and that at the end of
each payment period the customer may ei-
ther continue to use the consumer property
by making the payment for the next pay-
ment period or return such property to the
rent-to-own dealer in good working order, in
which case the customer does not incur any
further obligations under the contract and is
not entitled to a return of any payments pre-
viously made under the contract, and

‘‘(viii) provides that the customer has no
right to sell, sublease, mortgage, pawn,
pledge, encumber, or otherwise dispose of the
consumer property until all the payments
stated in the contract have been made.’’.

(c) EFFECTIVE DATE.—The amendment
made by this section shall apply to property
placed in service after the date of the enact-
ment of this Act.
SEC. 1069. REPEAL OF SPECIAL RULE FOR RENT-

AL USE OF VACATION HOMES, ETC.,
FOR LESS THAN 15 DAYS.

(a) IN GENERAL.—Section 280A (relating to
disallowance of certain expenses in connec-
tion with business use of home, rental of va-
cation homes, etc.) is amended by striking
subsection (g).

(b) NO BASIS REDUCTION UNLESS DEPRECIA-
TION CLAIMED.—Section 1016 is amended by
redesignating subsection (e) as subsection (f)
and by inserting after subsection (d) the fol-
lowing new subsection:

‘‘(e) SPECIAL RULE WHERE RENTAL USE OF
VACATION HOME, ETC., FOR LESS THAN 15
DAYS.—If a dwelling unit is used during the
taxable year by the taxpayer as a residence
and such dwelling unit is actually rented for
less than 15 days during the taxable year, the
reduction under subsection (a)(2) by reason
of such rental use in any taxable year begin-
ning after December 31, 1997, shall not exceed
the depreciation deduction allowed for such
rental use.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1070. EXPANSION OF REQUIREMENT THAT

INVOLUNTARILY CONVERTED PROP-
ERTY BE REPLACED WITH PROP-
ERTY ACQUIRED FROM AN UNRE-
LATED PERSON.

(a) IN GENERAL.—Subsection (i) of section
1033 is amended to read as follows:
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‘‘(i) REPLACEMENT PROPERTY MUST BE AC-

QUIRED FROM UNRELATED PERSON IN CERTAIN
CASES.—

‘‘(1) IN GENERAL.—If the property which is
involuntarily converted is held by a taxpayer
to which this subsection applies, subsection
(a) shall not apply if the replacement prop-
erty or stock is acquired from a related per-
son. The preceding sentence shall not apply
to the extent that the related person ac-
quired the replacement property or stock
from an unrelated person during the period
applicable under subsection (a)(2)(B).

‘‘(2) TAXPAYERS TO WHICH SUBSECTION AP-
PLIES.—This subsection shall apply to—

‘‘(A) a C corporation,
‘‘(B) a partnership in which 1 or more C

corporations own, directly or indirectly (de-
termined in accordance with section
707(b)(3)), more than 50 percent of the capital
interest, or profits interest, in such partner-
ship at the time of the involuntary conver-
sion, and

‘‘(C) any other taxpayer if, with respect to
property which is involuntarily converted
during the taxable year, the aggregate of the
amount of realized gain on such property on
which there is realized gain exceeds $100,000.
In the case of a partnership, subparagraph
(C) shall apply with respect to the partner-
ship and with respect to each partner. A
similar rule shall apply in the case of an S
corporation and its shareholders.

‘‘(3) RELATED PERSON.—For purposes of this
subsection, a person is related to another
person if the person bears a relationship to
the other person described in section 267(b)
or 707(b)(1).’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to involun-
tary conversions occurring after June 8, 1997.
SEC. 1071. TREATMENT OF EXCEPTION FROM IN-

STALLMENT SALES RULES FOR
SALES OF PROPERTY BY A MANU-
FACTURER TO A DEALER.

(a) IN GENERAL.—Paragraph (2) of section
811(c) of the Tax Reform Act of 1986 is hereby
repealed.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to taxable years be-
ginning after the date of the enactment of
this Act.

(2) COORDINATION WITH SECTION 481.—In the
case of any taxpayer required by this section
to change its method of accounting for any
taxable year—

(A) such changes shall be treated as initi-
ated by the taxpayer,

(B) such changes shall be treated as made
with the consent of the Secretary, and

(C) the net amount of the adjustments re-
quired to be taken into account under sec-
tion 481(a) of the Internal Revenue Code of
1986 shall be taken into account ratably over
the 4 taxable year period beginning with the
first taxable year beginning after the date of
the enactment of this Act.

TITLE XI—SIMPLIFICATION AND OTHER
FOREIGN-RELATED PROVISIONS

Subtitle A—General Provisions
SEC. 1101. TREATMENT OF COMPUTER SOFT-

WARE AS FSC EXPORT PROPERTY.
(a) IN GENERAL.—Subparagraph (B) of sec-

tion 927(a)(2) (relating to property excluded
from eligibility as FSC export property) is
amended by inserting ‘‘, and other than com-
puter software (whether or not patented)’’
before ‘‘, for commercial or home use’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to gross
receipts attributable to periods after Decem-
ber 31, 1997, in taxable years ending after
such date.

(c) PHASEIN OF TREATMENT.—For purposes
of the Internal Revenue Code of 1986—

(1) 1998.—In the case of gross receipts at-
tributable to calendar year 1998, the amend-

ment made by subsection (a) shall apply to
only 1⁄3 of such gross receipts.

(2) 1999.—In the case of gross receipts at-
tributable to calendar year 1999, the amend-
ment made by subsection (a) shall apply to
only 2⁄3 of such gross receipts.
SEC. 1102. ADJUSTMENT OF DOLLAR LIMITATION

ON SECTION 911 EXCLUSION.

(a) GENERAL RULE.—Paragraph (2) of sec-
tion 911(b) is amended by—

(1) by striking ‘‘of $70,000’’ in subparagraph
(A) and inserting ‘‘equal to the exclusion
amount for the calendar year in which such
taxable year begins’’, and

(2) by adding at the end the following new
subparagraph:

‘‘(D) EXCLUSION AMOUNT.—
‘‘(i) IN GENERAL.—The exclusion amount

for any calendar year is the exclusion
amount determined in accordance with the
following table (as adjusted by clause (ii)):

‘‘For calendar year— The exclusion
amount is—

1998 .................................................. $72,000
1999 .................................................. 74,000
2000 .................................................. 76,000
2001 .................................................. 78,000
2002 and thereafter .......................... 80,000.
‘‘(ii) INFLATION ADJUSTMENT.—In the case

of any taxable year beginning in a calendar
year after 2007, the $80,000 amount in clause
(i) shall be increased by an amount equal to
the product of—

‘‘(I) such dollar amount, and
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘2006’ for ‘1992’ in sub-
paragraph (B) thereof.

If any increase determined under the preced-
ing sentence is not a multiple of $100, such
increase shall be rounded to the next lowest
multiple of $100.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1103. CERTAIN INDIVIDUALS EXEMPT FROM

FOREIGN TAX CREDIT LIMITATION.

(a) GENERAL RULE.—Section 904 (relating
to limitations on foreign tax credit) is
amended by redesignating subsection (j) as
subsection (k) and by inserting after sub-
section (i) the following new subsection:

‘‘(j) CERTAIN INDIVIDUALS EXEMPT.—
‘‘(1) IN GENERAL.—In the case of an individ-

ual to whom this subsection applies for any
taxable year—

‘‘(A) the limitation of subsection (a) shall
not apply,

‘‘(B) no taxes paid or accrued by the indi-
vidual during such taxable year may be
deemed paid or accrued under subsection (c)
in any other taxable year, and

‘‘(C) no taxes paid or accrued by the indi-
vidual during any other taxable year may be
deemed paid or accrued under subsection (c)
in such taxable year.

‘‘(2) INDIVIDUALS TO WHOM SUBSECTION AP-
PLIES.—This subsection shall apply to an in-
dividual for any taxable year if—

‘‘(A) the entire amount of such individual’s
gross income for the taxable year from
sources without the United States consists
of qualified passive income,

‘‘(B) the amount of the creditable foreign
taxes paid or accrued by the individual dur-
ing the taxable year does not exceed $300
($600 in the case of a joint return), and

‘‘(C) such individual elects to have this
subsection apply for the taxable year.

‘‘(3) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) QUALIFIED PASSIVE INCOME.—The term
‘qualified passive income’ means any item of
gross income if—

‘‘(i) such item of income is passive income
(as defined in subsection (d)(2)(A) without re-
gard to clause (iii) thereof), and

‘‘(ii) such item of income is shown on a
payee statement furnished to the individual.

‘‘(B) CREDITABLE FOREIGN TAXES.—The
term ‘creditable foreign taxes’ means any
taxes for which a credit is allowable under
section 901; except that such term shall not
include any tax unless such tax is shown on
a payee statement furnished to such individ-
ual.

‘‘(C) PAYEE STATEMENT.—The term ‘payee
statement’ has the meaning given to such
term by section 6724(d)(2).

‘‘(D) ESTATES AND TRUSTS NOT ELIGIBLE.—
This subsection shall not apply to any estate
or trust.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1997.
SEC. 1104. EXCHANGE RATE USED IN TRANSLAT-

ING FOREIGN TAXES.
(a) ACCRUED TAXES TRANSLATED BY USING

AVERAGE RATE FOR YEAR TO WHICH TAXES
RELATE.—

(1) IN GENERAL.—Subsection (a) of section
986 (relating to translation of foreign taxes)
is amended to read as follows:

‘‘(a) FOREIGN INCOME TAXES.—
‘‘(1) TRANSLATION OF ACCRUED TAXES.—
‘‘(A) IN GENERAL.—For purposes of deter-

mining the amount of the foreign tax credit,
in the case of a taxpayer who takes foreign
income taxes into account when accrued, the
amount of any foreign income taxes (and any
adjustment thereto) shall be translated into
dollars by using the average exchange rate
for the taxable year to which such taxes re-
late.

‘‘(B) EXCEPTION FOR CERTAIN TAXES.—Sub-
paragraph (A) shall not apply to any foreign
income taxes—

‘‘(i) paid after the date 2 years after the
close of the taxable year to which such taxes
relate, or

‘‘(ii) paid before the beginning of the tax-
able year to which such taxes relate.

‘‘(C) EXCEPTION FOR INFLATIONARY CUR-
RENCIES.—Subparagraph (A) shall not apply
to any foreign income taxes the liability for
which is denominated in any inflationary
currency (as determined under regulations).

‘‘(D) CROSS REFERENCE.—
‘‘For adjustments where tax is not paid

within 2 years, see section 905(c).
‘‘(2) TRANSLATION OF TAXES TO WHICH PARA-

GRAPH (1) DOES NOT APPLY.—For purposes of
determining the amount of the foreign tax
credit, in the case of any foreign income
taxes to which subparagraph (A) of para-
graph (1) does not apply—

‘‘(A) such taxes shall be translated into
dollars using the exchange rates as of the
time such taxes were paid to the foreign
country or possession of the United States,
and

‘‘(B) any adjustment to the amount of such
taxes shall be translated into dollars using—

‘‘(i) except as provided in clause (ii), the
exchange rate as of the time when such ad-
justment is paid to the foreign country or
possession, or

‘‘(ii) in the case of any refund or credit of
foreign income taxes, using the exchange
rate as of the time of the original payment
of such foreign income taxes.

‘‘(3) FOREIGN INCOME TAXES.—For purposes
of this subsection, the term ‘foreign income
taxes’ means any income, war profits, or ex-
cess profits taxes paid or accrued to any for-
eign country or to any possession of the
United States.’’.

(2) ADJUSTMENT WHEN NOT PAID WITHIN 2
YEARS AFTER YEAR TO WHICH TAXES RELATE.—
Subsection (c) of section 905 is amended to
read as follows:
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‘‘(c) ADJUSTMENTS TO ACCRUED TAXES.—
‘‘(1) IN GENERAL.—If—
‘‘(A) accrued taxes when paid differ from

the amounts claimed as credits by the tax-
payer,

‘‘(B) accrued taxes are not paid before the
date 2 years after the close of the taxable
year to which such taxes relate, or

‘‘(C) any tax paid is refunded in whole or in
part,

the taxpayer shall notify the Secretary, who
shall redetermine the amount of the tax for
the year or years affected. The Secretary
may prescribe adjustments to tax pools
under sections 902 and 960 in lieu of the rede-
termination under the preceding sentence.

‘‘(2) SPECIAL RULE FOR TAXES NOT PAID
WITHIN 2 YEARS.—

‘‘(A) IN GENERAL.—Except as provided in
subparagraph (B), in making the redeter-
mination under paragraph (1), no credit shall
be allowed for accrued taxes not paid before
the date referred to in subparagraph (B) of
paragraph (1).

‘‘(B) TAXES SUBSEQUENTLY PAID.—Any such
taxes if subsequently paid shall be taken
into account for the taxable year to which
such taxes relate (and translated as provided
in section 986(a)(2)(A)).

‘‘(3) ADJUSTMENTS.—The amount of tax (if
any) due on any redetermination under para-
graph (1) shall be paid by the taxpayer on no-
tice and demand by the Secretary, and the
amount of tax overpaid (if any) shall be cred-
ited or refunded to the taxpayer in accord-
ance with subchapter B of chapter 66 (section
6511 et seq.).

‘‘(4) BOND REQUIREMENTS.—In the case of
any tax accrued but not paid, the Secretary,
as a condition precedent to the allowance of
the credit provided in this subpart, may re-
quire the taxpayer to give a bond, with sure-
ties satisfactory to and approved by the Sec-
retary, in such sum as the Secretary may re-
quire, conditioned on the payment by the
taxpayer of any amount of tax found due on
any such redetermination. Any such bond
shall contain such further conditions as the
Secretary may require.

‘‘(5) OTHER SPECIAL RULES.—In any redeter-
mination under paragraph (1) by the Sec-
retary of the amount of tax due from the
taxpayer for the year or years affected by a
refund, the amount of the taxes refunded for
which credit has been allowed under this sec-
tion shall be reduced by the amount of any
tax described in section 901 imposed by the
foreign country or possession of the United
States with respect to such refund; but no
credit under this subpart, or deduction under
section 164, shall be allowed for any taxable
year with respect to any such tax imposed on
the refund. No interest shall be assessed or
collected on any amount of tax due on any
redetermination by the Secretary, resulting
from a refund to the taxpayer, for any period
before the receipt of such refund, except to
the extent interest was paid by the foreign
country or possession of the United States
on such refund for such period.’’.

(b) AUTHORITY TO USE AVERAGE RATES.—
(1) IN GENERAL.—Subsection (a) of section

986 (as amended by subsection (a)) is amend-
ed by redesignating paragraph (3) as para-
graph (4) and inserting after paragraph (2)
the following new paragraph:

‘‘(3) AUTHORITY TO PERMIT USE OF AVERAGE
RATES.—To the extent prescribed in regula-
tions, the average exchange rate for the pe-
riod (specified in such regulations) during
which the taxes or adjustment is paid may
be used instead of the exchange rate as of the
time of such payment.’’.

(2) DETERMINATION OF AVERAGE RATES.—
Subsection (c) of section 989 is amended by
striking ‘‘and’’ at the end of paragraph (4),
by striking the period at the end of para-

graph (5) and inserting ‘‘, and’’, and by add-
ing at the end thereof the following new
paragraph:

‘‘(6) setting forth procedures for determin-
ing the average exchange rate for any pe-
riod.’’.

(3) CONFORMING AMENDMENTS.—Subsection
(b) of section 989 is amended by striking
‘‘weighted’’ each place it appears.

(c) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

subsections (a)(1) and (b) shall apply to taxes
paid or accrued in taxable years beginning
after December 31, 1997.

(2) SUBSECTION (a)(2).—The amendment
made by subsection (a)(2) shall apply to
taxes which relate to taxable years begin-
ning after December 31, 1997.
SEC. 1105. ELECTION TO USE SIMPLIFIED SEC-

TION 904 LIMITATION FOR ALTER-
NATIVE MINIMUM TAX.

(a) GENERAL RULE.—Subsection (a) of sec-
tion 59 (relating to alternative minimum tax
foreign tax credit) is amended by adding at
the end thereof the following new paragraph:

‘‘(3) ELECTION TO USE SIMPLIFIED SECTION 904
LIMITATION.—

‘‘(A) IN GENERAL.—In determining the al-
ternative minimum tax foreign tax credit for
any taxable year to which an election under
this paragraph applies—

‘‘(i) subparagraph (B) of paragraph (1) shall
not apply, and

‘‘(ii) the limitation of section 904 shall be
based on the proportion which—

‘‘(I) the taxpayer’s taxable income (as de-
termined for purposes of the regular tax)
from sources without the United States (but
not in excess of the taxpayer’s entire alter-
native minimum taxable income), bears to

‘‘(II) the taxpayer’s entire alternative min-
imum taxable income for the taxable year.

‘‘(B) ELECTION.—
‘‘(i) IN GENERAL.—An election under this

paragraph may be made only for the tax-
payer’s first taxable year which begins after
December 31, 1997, and for which the tax-
payer claims an alternative minimum tax
foreign tax credit.

‘‘(ii) ELECTION REVOCABLE ONLY WITH CON-
SENT.—An election under this paragraph,
once made, shall apply to the taxable year
for which made and all subsequent taxable
years unless revoked with the consent of the
Secretary.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1106. TREATMENT OF PERSONAL TRANS-

ACTIONS BY INDIVIDUALS UNDER
FOREIGN CURRENCY RULES.

(a) GENERAL RULE.—Subsection (e) of sec-
tion 988 (relating to application to individ-
uals) is amended to read as follows:

‘‘(e) APPLICATION TO INDIVIDUALS.—
‘‘(1) IN GENERAL.—The preceding provisions

of this section shall not apply to any section
988 transaction entered into by an individual
which is a personal transaction.

‘‘(2) EXCLUSION FOR CERTAIN PERSONAL
TRANSACTIONS.—If—

‘‘(A) nonfunctional currency is disposed of
by an individual in any transaction, and

‘‘(B) such transaction is a personal trans-
action,

no gain shall be recognized for purposes of
this subtitle by reason of changes in ex-
change rates after such currency was ac-
quired by such individual and before such
disposition. The preceding sentence shall not
apply if the gain which would otherwise be
recognized on the transaction exceeds $200.

‘‘(3) PERSONAL TRANSACTIONS.—For pur-
poses of this subsection, the term ‘personal
transaction’ means any transaction entered
into by an individual, except that such term
shall not include any transaction to the ex-

tent that expenses properly allocable to such
transaction meet the requirements of section
162 or 212 (other than that part of section 212
dealing with expenses incurred in connection
with taxes).’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1107. ALL NONCONTROLLED SECTION 902

CORPORATIONS WHICH ARE NOT
PASSIVE FOREIGN INVESTMENT
COMPANIES IN ONE FOREIGN TAX
LIMITATION BASKET.

(a) IN GENERAL.—Subparagraph (E) of sec-
tion 904(d)(2) (relating to noncontrolled sec-
tion 902 corporations) is amended by adding
at the end the following new clause:

‘‘(iv) ALL NON-PFIC’S TREATED AS ONE.—All
noncontrolled section 902 corporations which
are not passive foreign investment compa-
nies (as defined in section 1297) shall be
treated as one noncontrolled section 902 cor-
poration for purposes of paragraph (1). The
Secretary may prescribe regulations regard-
ing the treatment of distributions out of
earnings and profits for periods prior to the
taxpayer’s acquisition of such stock.’’.

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

Subtitle B—Treatment of Controlled Foreign
Corporations

SEC. 1111. GAIN ON CERTAIN STOCK SALES BY
CONTROLLED FOREIGN CORPORA-
TIONS TREATED AS DIVIDENDS.

(a) GENERAL RULE.—Section 964 (relating
to miscellaneous provisions) is amended by
adding at the end thereof the following new
subsection:

‘‘(e) GAIN ON CERTAIN STOCK SALES BY CON-
TROLLED FOREIGN CORPORATIONS TREATED AS
DIVIDENDS.—

‘‘(1) IN GENERAL.—If a controlled foreign
corporation sells or exchanges stock in any
other foreign corporation, gain recognized on
such sale or exchange shall be included in
the gross income of such controlled foreign
corporation as a dividend to the same extent
that it would have been so included under
section 1248(a) if such controlled foreign cor-
poration were a United States person. For
purposes of determining the amount which
would have been so includible, the deter-
mination of whether such other foreign cor-
poration was a controlled foreign corpora-
tion shall be made without regard to the pre-
ceding sentence.

‘‘(2) SAME COUNTRY EXCEPTION NOT APPLICA-
BLE.—Clause (i) of section 954(c)(3)(A) shall
not apply to any amount treated as a divi-
dend by reason of paragraph (1).

‘‘(3) CLARIFICATION OF DEEMED SALES.—For
purposes of this subsection, a controlled for-
eign corporation shall be treated as having
sold or exchanged any stock if, under any
provision of this subtitle, such controlled
foreign corporation is treated as having gain
from the sale or exchange of such stock.’’.

(b) AMENDMENT OF SECTION 904(d).—Clause
(i) of section 904(d)(2)(E) is amended by strik-
ing ‘‘and except as provided in regulations,
the taxpayer was a United States share-
holder in such corporation’’.

(c) EFFECTIVE DATES.—
(1) The amendment made by subsection (a)

shall apply to gain recognized on trans-
actions occurring after the date of the enact-
ment of this Act.

(2) The amendment made by subsection (b)
shall apply to distributions after the date of
the enactment of this Act.
SEC. 1112. MISCELLANEOUS MODIFICATIONS TO

SUBPART F.
(a) SECTION 1248 GAIN TAKEN INTO ACCOUNT

IN DETERMINING PRO RATA SHARE.—
(1) IN GENERAL.—Paragraph (2) of section

951(a) (defining pro rata share of subpart F
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income) is amended by adding at the end
thereof the following new sentence: ‘‘For
purposes of subparagraph (B), any gain in-
cluded in the gross income of any person as
a dividend under section 1248 shall be treated
as a distribution received by such person
with respect to the stock involved.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to disposi-
tions after the date of the enactment of this
Act.

(b) BASIS ADJUSTMENTS IN STOCK HELD BY
FOREIGN CORPORATION.—

(1) IN GENERAL.—Section 961 (relating to
adjustments to basis of stock in controlled
foreign corporations and of other property)
is amended by adding at the end thereof the
following new subsection:

‘‘(c) BASIS ADJUSTMENTS IN STOCK HELD BY
FOREIGN CORPORATION.—Under regulations
prescribed by the Secretary, if a United
States shareholder is treated under section
958(a)(2) as owning any stock in a controlled
foreign corporation which is actually owned
by another controlled foreign corporation,
adjustments similar to the adjustments pro-
vided by subsections (a) and (b) shall be
made to the basis of such stock in the hands
of such other controlled foreign corporation,
but only for the purposes of determining the
amount included under section 951 in the
gross income of such United States share-
holder (or any other United States share-
holder who acquires from any person any
portion of the interest of such United States
shareholder by reason of which such share-
holder was treated as owning such stock, but
only to the extent of such portion, and sub-
ject to such proof of identity of such interest
as the Secretary may prescribe by regula-
tions).’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply for pur-
poses of determining inclusions for taxable
years of United States shareholders begin-
ning after December 31, 1997.

(c) CLARIFICATION OF TREATMENT OF
BRANCH TAX EXEMPTIONS OR REDUCTIONS.—

(1) IN GENERAL.—Subsection (b) of section
952 is amended by adding at the end thereof
the following new sentence: ‘‘For purposes of
this subsection, any exemption (or reduc-
tion) with respect to the tax imposed by sec-
tion 884 shall not be taken into account.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to taxable
years beginning after December 31, 1986.
SEC. 1113. INDIRECT FOREIGN TAX CREDIT AL-

LOWED FOR CERTAIN LOWER TIER
COMPANIES.

(a) SECTION 902 CREDIT.—
(1) IN GENERAL.—Subsection (b) of section

902 (relating to deemed taxes increased in
case of certain 2nd and 3rd tier foreign cor-
porations) is amended to read as follows:

‘‘(b) DEEMED TAXES INCREASED IN CASE OF
CERTAIN LOWER TIER CORPORATIONS.—

‘‘(1) IN GENERAL.—If—
‘‘(A) any foreign corporation is a member

of a qualified group, and
‘‘(B) such foreign corporation owns 10 per-

cent or more of the voting stock of another
member of such group from which it receives
dividends in any taxable year,

such foreign corporation shall be deemed to
have paid the same proportion of such other
member’s post-1986 foreign income taxes as
would be determined under subsection (a) if
such foreign corporation were a domestic
corporation.

‘‘(2) QUALIFIED GROUP.—For purposes of
paragraph (1), the term ‘qualified group’
means—

‘‘(A) the foreign corporation described in
subsection (a), and

‘‘(B) any other foreign corporation if—
‘‘(i) the domestic corporation owns at least

5 percent of the voting stock of such other

foreign corporation indirectly through a
chain of foreign corporations connected
through stock ownership of at least 10 per-
cent of their voting stock,

‘‘(ii) the foreign corporation described in
subsection (a) is the first tier corporation in
such chain, and

‘‘(iii) such other corporation is not below
the sixth tier in such chain.

The term ‘qualified group’ shall not include
any foreign corporation below the third tier
in the chain referred to in clause (i) unless
such foreign corporation is a controlled for-
eign corporation (as defined in section 957)
and the domestic corporation is a United
States shareholder (as defined in section
951(b)) in such foreign corporation. Para-
graph (1) shall apply to those taxes paid by
a member of the qualified group below the
third tier only with respect to periods during
which it was a controlled foreign corpora-
tion.’’.

(2) CONFORMING AMENDMENTS.—
(A) Subparagraph (B) of section 902(c)(3) is

amended by adding ‘‘or’’ at the end of clause
(i) and by striking clauses (ii) and (iii) and
inserting the following new clause:

‘‘(ii) the requirements of subsection (b)(2)
are met with respect to such foreign corpora-
tion.’’.

(B) Subparagraph (B) of section 902(c)(4) is
amended by striking ‘‘3rd foreign corpora-
tion’’ and inserting ‘‘sixth tier foreign cor-
poration’’.

(C) The heading for paragraph (3) of section
902(c) is amended by striking ‘‘WHERE DOMES-
TIC CORPORATION ACQUIRES 10 PERCENT OF FOR-
EIGN CORPORATION’’ and inserting ‘‘WHERE
FOREIGN CORPORATION FIRST QUALIFIES’’.

(D) Paragraph (3) of section 902(c) is
amended by striking ‘‘ownership’’ each place
it appears.

(b) SECTION 960 CREDIT.—Paragraph (1) of
section 960(a) (relating to special rules for
foreign tax credits) is amended to read as
follows:

‘‘(1) DEEMED PAID CREDIT.—For purposes of
subpart A of this part, if there is included
under section 951(a) in the gross income of a
domestic corporation any amount attrib-
utable to earnings and profits of a foreign
corporation which is a member of a qualified
group (as defined in section 902(b)) with re-
spect to the domestic corporation, then, ex-
cept to the extent provided in regulations,
section 902 shall be applied as if the amount
so included were a dividend paid by such for-
eign corporation (determined by applying
section 902(c) in accordance with section
904(d)(3)(B)).’’.

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxes of foreign
corporations for taxable years of such cor-
porations beginning after the date of enact-
ment of this Act.

(2) SPECIAL RULE.—In the case of any chain
of foreign corporations described in clauses
(i) and (ii) of section 902(b)(2)(B) of the Inter-
nal Revenue Code of 1986 (as amended by this
section), no liquidation, reorganization, or
similar transaction in a taxable year begin-
ning after the date of the enactment of this
Act shall have the effect of permitting taxes
to be taken into account under section 902 of
the Internal Revenue Code of 1986 which
could not have been taken into account
under such section but for such transaction.

Subtitle C—Treatment of Passive Foreign
Investment Companies

SEC. 1121. UNITED STATES SHAREHOLDERS OF
CONTROLLED FOREIGN CORPORA-
TIONS NOT SUBJECT TO PFIC INCLU-
SION.

Section 1296 is amended by adding at the
end the following new subsection:

‘‘(e) EXCEPTION FOR UNITED STATES SHARE-
HOLDERS OF CONTROLLED FOREIGN CORPORA-
TIONS.—

‘‘(1) IN GENERAL.—For purposes of this
part, a corporation shall not be treated with
respect to a shareholder as a passive foreign
investment company during the qualified
portion of such shareholder’s holding period
with respect to stock in such corporation.

‘‘(2) QUALIFIED PORTION.—For purposes of
this subsection, the term ‘qualified portion’
means the portion of the shareholder’s hold-
ing period—

‘‘(A) which is after December 31, 1997, and
‘‘(B) during which the shareholder is a

United States shareholder (as defined in sec-
tion 951(b)) of the corporation and the cor-
poration is a controlled foreign corporation.

‘‘(3) NEW HOLDING PERIOD IF QUALIFIED POR-
TION ENDS.—

‘‘(A) IN GENERAL.—Except as provided in
subparagraph (B), if the qualified portion of
a shareholder’s holding period with respect
to any stock ends after December 31, 1997,
solely for purposes of this part, the share-
holder’s holding period with respect to such
stock shall be treated as beginning as of the
first day following such period.

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply if such stock was, with respect to
such shareholder, stock in a passive foreign
investment company at any time before the
qualified portion of the shareholder’s holding
period with respect to such stock and no
election under section 1298(b)(1) is made.’’.
SEC. 1122. ELECTION OF MARK TO MARKET FOR

MARKETABLE STOCK IN PASSIVE
FOREIGN INVESTMENT COMPANY.

(a) IN GENERAL.—Part VI of subchapter P
of chapter 1 is amended by redesignating
subpart C as subpart D, by redesignating sec-
tions 1296 and 1297 as sections 1297 and 1298,
respectively, and by inserting after subpart
B the following new subpart:
‘‘Subpart C—Election of Mark to Market For

Marketable Stock
‘‘Sec. 1296. Election of mark to market for

marketable stock.
‘‘SEC. 1296. ELECTION OF MARK TO MARKET FOR

MARKETABLE STOCK.
‘‘(a) GENERAL RULE.—In the case of mar-

ketable stock in a passive foreign invest-
ment company which is owned (or treated
under subsection (g) as owned) by a United
States person at the close of any taxable
year of such person, at the election of such
person—

‘‘(1) If the fair market value of such stock
as of the close of such taxable year exceeds
its adjusted basis, such United States person
shall include in gross income for such tax-
able year an amount equal to the amount of
such excess.

‘‘(2) If the adjusted basis of such stock ex-
ceeds the fair market value of such stock as
of the close of such taxable year, such United
States person shall be allowed a deduction
for such taxable year equal to the lesser of—

‘‘(A) the amount of such excess, or
‘‘(B) the unreversed inclusions with respect

to such stock.
‘‘(b) BASIS ADJUSTMENTS.—
‘‘(1) IN GENERAL.—The adjusted basis of

stock in a passive foreign investment com-
pany—

‘‘(A) shall be increased by the amount in-
cluded in the gross income of the United
States person under subsection (a)(1) with re-
spect to such stock, and

‘‘(B) shall be decreased by the amount al-
lowed as a deduction to the United States
person under subsection (a)(2) with respect
to such stock.

‘‘(2) SPECIAL RULE FOR STOCK CONSTRUC-
TIVELY OWNED.—In the case of stock in a pas-
sive foreign investment company which the
United States person is treated as owning
under subsection (g)—
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‘‘(A) the adjustments under paragraph (1)

shall apply to such stock in the hands of the
person actually holding such stock but only
for purposes of determining the subsequent
treatment under this chapter of the United
States person with respect to such stock,
and

‘‘(B) similar adjustments shall be made to
the adjusted basis of the property by reason
of which the United States person is treated
as owning such stock.

‘‘(c) CHARACTER AND SOURCE RULES.—
‘‘(1) ORDINARY TREATMENT.—
‘‘(A) GAIN.—Any amount included in gross

income under subsection (a)(1), and any gain
on the sale or other disposition of market-
able stock in a passive foreign investment
company (with respect to which an election
under this section is in effect), shall be treat-
ed as ordinary income.

‘‘(B) LOSS.—Any—
‘‘(i) amount allowed as a deduction under

subsection (a)(2), and
‘‘(ii) loss on the sale or other disposition of

marketable stock in a passive foreign invest-
ment company (with respect to which an
election under this section is in effect) to the
extent that the amount of such loss does not
exceed the unreversed inclusions with re-
spect to such stock,

shall be treated as an ordinary loss. The
amount so treated shall be treated as a de-
duction allowable in computing adjusted
gross income.

‘‘(2) SOURCE.—The source of any amount
included in gross income under subsection
(a)(1) (or allowed as a deduction under sub-
section (a)(2)) shall be determined in the
same manner as if such amount were gain or
loss (as the case may be) from the sale of
stock in the passive foreign investment com-
pany.

‘‘(d) UNREVERSED INCLUSIONS.—For pur-
poses of this section, the term ‘unreversed
inclusions’ means, with respect to any stock
in a passive foreign investment company, the
excess (if any) of—

‘‘(1) the amount included in gross income
of the taxpayer under subsection (a)(1) with
respect to such stock for prior taxable years,
over

‘‘(2) the amount allowed as a deduction
under subsection (a)(2) with respect to such
stock for prior taxable years.
The amount referred to in paragraph (1) shall
include any amount which would have been
included in gross income under subsection
(a)(1) with respect to such stock for any
prior taxable year but for section 1291.

‘‘(e) MARKETABLE STOCK.—For purposes of
this section—

‘‘(1) IN GENERAL.—The term ‘marketable
stock’ means—

‘‘(A) any stock which is regularly traded
on—

‘‘(i) a national securities exchange which is
registered with the Securities and Exchange
Commission or the national market system
established pursuant to section 11A of the
Securities and Exchange Act of 1934, or

‘‘(ii) any exchange or other market which
the Secretary determines has rules adequate
to carry out the purposes of this part,

‘‘(B) to the extent provided in regulations,
stock in any foreign corporation which is
comparable to a regulated investment com-
pany and which offers for sale or has out-
standing any stock of which it is the issuer
and which is redeemable at its net asset
value, and

‘‘(C) to the extent provided in regulations,
any option on stock described in subpara-
graph (A) or (B).

‘‘(2) SPECIAL RULE FOR REGULATED INVEST-
MENT COMPANIES.—In the case of any regu-
lated investment company which is offering
for sale or has outstanding any stock of

which it is the issuer and which is redeem-
able at its net asset value, all stock in a pas-
sive foreign investment company which it
owns directly or indirectly shall be treated
as marketable stock for purposes of this sec-
tion. Except as provided in regulations, simi-
lar treatment as marketable stock shall
apply in the case of any other regulated in-
vestment company which publishes net asset
valuations at least annually.

‘‘(f) TREATMENT OF CONTROLLED FOREIGN
CORPORATIONS WHICH ARE SHAREHOLDERS IN
PASSIVE FOREIGN INVESTMENT COMPANIES.—
In the case of a foreign corporation which is
a controlled foreign corporation and which
owns (or is treated under subsection (g) as
owning) stock in a passive foreign invest-
ment company—

‘‘(1) this section (other than subsection
(c)(2)) shall apply to such foreign corporation
in the same manner as if such corporation
were a United States person, and

‘‘(2) for purposes of subpart F of part III of
subchapter N—

‘‘(A) any amount included in gross income
under subsection (a)(1) shall be treated as
foreign personal holding company income de-
scribed in section 954(c)(1)(A), and

‘‘(B) any amount allowed as a deduction
under subsection (a)(2) shall be treated as a
deduction allocable to foreign personal hold-
ing company income so described.

‘‘(g) STOCK OWNED THROUGH CERTAIN FOR-
EIGN ENTITIES.—Except as provided in regula-
tions—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, stock owned, directly or indirectly, by
or for a foreign partnership or foreign trust
or foreign estate shall be considered as being
owned proportionately by its partners or
beneficiaries. Stock considered to be owned
by a person by reason of the application of
the preceding sentence shall, for purposes of
applying such sentence, be treated as actu-
ally owned by such person.

‘‘(2) TREATMENT OF CERTAIN DISPOSITIONS.—
In any case in which a United States person
is treated as owning stock in a passive for-
eign investment company by reason of para-
graph (1)—

‘‘(A) any disposition by the United States
person or by any other person which results
in the United States person being treated as
no longer owning such stock, and

‘‘(B) any disposition by the person owning
such stock,

shall be treated as a disposition by the Unit-
ed States person of the stock in the passive
foreign investment company.

‘‘(h) COORDINATION WITH SECTION 851(b).—
For purposes of paragraphs (2) and (3) of sec-
tion 851(b), any amount included in gross in-
come under subsection (a) shall be treated as
a dividend.

‘‘(i) STOCK ACQUIRED FROM A DECEDENT.—In
the case of stock of a passive foreign invest-
ment company which is acquired by bequest,
devise, or inheritance (or by the decedent’s
estate) and with respect to which an election
under this section was in effect as of the date
of the decedent’s death, notwithstanding sec-
tion 1014, the basis of such stock in the hands
of the person so acquiring it shall be the ad-
justed basis of such stock in the hands of the
decedent immediately before his death (or, if
lesser, the basis which would have been de-
termined under section 1014 without regard
to this subsection).

‘‘(j) COORDINATION WITH SECTION 1291 FOR
FIRST YEAR OF ELECTION.—

‘‘(1) TAXPAYERS OTHER THAN REGULATED IN-
VESTMENT COMPANIES.—

‘‘(A) IN GENERAL.—If the taxpayer elects
the application of this section with respect
to any marketable stock in a corporation
after the beginning of the taxpayer’s holding
period in such stock, and if the requirements

of subparagraph (B) are not satisfied, section
1291 shall apply to—

‘‘(i) any distributions with respect to, or
disposition of, such stock in the first taxable
year of the taxpayer for which such election
is made, and

‘‘(ii) any amount which, but for section
1291, would have been included in gross in-
come under subsection (a) with respect to
such stock for such taxable year in the same
manner as if such amount were gain on the
disposition of such stock.

‘‘(B) REQUIREMENTS.—The requirements of
this subparagraph are met if, with respect to
each of such corporation’s taxable years for
which such corporation was a passive foreign
investment company and which begin after
December 31, 1986, and included any portion
of the taxpayer’s holding period in such
stock, such corporation was treated as a
qualified electing fund under this part with
respect to the taxpayer.

‘‘(2) SPECIAL RULES FOR REGULATED INVEST-
MENT COMPANIES.—

‘‘(A) IN GENERAL.—If a regulated invest-
ment company elects the application of this
section with respect to any marketable
stock in a corporation after the beginning of
the taxpayer’s holding period in such stock,
then, with respect to such company’s first
taxable year for which such company elects
the application of this section with respect
to such stock—

‘‘(i) section 1291 shall not apply to such
stock with respect to any distribution or dis-
position during, or amount included in gross
income under this section for, such first tax-
able year, but

‘‘(ii) such regulated investment company’s
tax under this chapter for such first taxable
year shall be increased by the aggregate
amount of interest which would have been
determined under section 1291(c)(3) if section
1291 were applied without regard to this sub-
paragraph.

Clause (ii) shall not apply if for the preced-
ing taxable year the company elected to
mark to market the stock held by such com-
pany as of the last day of such preceding tax-
able year.

‘‘(B) DISALLOWANCE OF DEDUCTION.—No de-
duction shall be allowed to any regulated in-
vestment company for the increase in tax
under subparagraph (A)(ii).

‘‘(k) ELECTION.—This section shall apply to
marketable stock in a passive foreign invest-
ment company which is held by a United
States person only if such person elects to
apply this section with respect to such
stock. Such an election shall apply to the
taxable year for which made and all subse-
quent taxable years unless—

‘‘(1) such stock ceases to be marketable
stock, or

‘‘(2) the Secretary consents to the revoca-
tion of such election.

‘‘(l) TRANSITION RULE FOR INDIVIDUALS BE-
COMING SUBJECT TO UNITED STATES TAX.—If
any individual becomes a United States per-
son in a taxable year beginning after Decem-
ber 31, 1997, solely for purposes of this sec-
tion, the adjusted basis (before adjustments
under subsection (b)) of any marketable
stock in a passive foreign investment com-
pany owned by such individual on the first
day of such taxable year shall be treated as
being the greater of its fair market value on
such first day or its adjusted basis on such
first day.’’.

(b) COORDINATION WITH INTEREST CHARGE,
ETC.—

(1) Paragraph (1) of section 1291(d) is
amended by adding at the end the following
new flush sentence:
‘‘Except as provided in section 1296(j), this
section also shall not apply if an election
under section 1296(k) is in effect for the tax-
payer’s taxable year.’’.
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(2) The subsection heading for subsection

(d) of section 1291 is amended by striking
‘‘SUBPART B’’ and inserting ‘‘SUBPARTS B
AND C’’.

(3) Subparagraph (A) of section 1291(a)(3) is
amended to read as follows:

‘‘(A) HOLDING PERIOD.—The taxpayer’s
holding period shall be determined under
section 1223; except that—

‘‘(i) for purposes of applying this section to
an excess distribution, such holding period
shall be treated as ending on the date of such
distribution, and

‘‘(ii) if section 1296 applied to such stock
with respect to the taxpayer for any prior
taxable year, such holding period shall be
treated as beginning on the first day of the
first taxable year beginning after the last
taxable year for which section 1296 so ap-
plied.’’.

(c) TREATMENT OF MARK-TO-MARKET GAIN

UNDER SECTION 4982.—
(1) Subsection (e) of section 4982 is amend-

ed by adding at the end thereof the following
new paragraph:

‘‘(6) TREATMENT OF GAIN RECOGNIZED UNDER
SECTION 1296.—For purposes of determining a
regulated investment company’s ordinary in-
come—

‘‘(A) notwithstanding paragraph (1)(C), sec-
tion 1296 shall be applied as if such compa-
ny’s taxable year ended on October 31, and

‘‘(B) any ordinary gain or loss from an ac-
tual disposition of stock in a passive foreign
investment company during the portion of
the calendar year after October 31 shall be
taken into account in determining such reg-
ulated investment company’s ordinary in-
come for the following calendar year.

In the case of a company making an election
under paragraph (4), the preceding sentence
shall be applied by substituting the last day
of the company’s taxable year for October
31.’’.

(2) Subsection (b) of section 852 is amended
by adding at the end thereof the following
new paragraph:

‘‘(10) SPECIAL RULE FOR CERTAIN LOSSES ON
STOCK IN PASSIVE FOREIGN INVESTMENT COM-
PANY.—To the extent provided in regula-
tions, the taxable income of a regulated in-
vestment company (other than a company to
which an election under section 4982(e)(4) ap-
plies) shall be computed without regard to
any net reduction in the value of any stock
of a passive foreign investment company
with respect to which an election under sec-
tion 1296(k) is in effect occurring after Octo-
ber 31 of the taxable year, and any such re-
duction shall be treated as occurring on the
first day of the following taxable year.’’.

(3) Subsection (c) of section 852 is amended
by inserting after ‘‘October 31 of such year’’
the following: ‘‘, without regard to any net
reduction in the value of any stock of a pas-
sive foreign investment company with re-
spect to which an election under section
1296(k) is in effect occurring after October 31
of such year,’’.

(d) CONFORMING AMENDMENTS.—
(1) Sections 532(b)(4) and 542(c)(10) are each

amended by striking ‘‘section 1296’’ and in-
serting ‘‘section 1297’’.

(2) Subsection (f) of section 551 is amended
by striking ‘‘section 1297(b)(5)’’ and inserting
‘‘section 1298(b)(5)’’.

(3) Subsections (a)(1) and (d) of section 1293
are each amended by striking ‘‘section
1297(a)’’ and inserting ‘‘section 1298(a)’’.

(4) Paragraph (3) of section 1297(b), as re-
designated by subsection (a), is hereby re-
pealed.

(5) The table of sections for subpart D of
part VI of subchapter P of chapter 1, as re-
designated by subsection (a), is amended to
read as follows:

‘‘Sec. 1297. Passive foreign investment com-
pany.

‘‘Sec. 1298. Special rules.’’.

(6) The table of subparts for part VI of sub-
chapter P of chapter 1 is amended by strik-
ing the last item and inserting the following
new items:

‘‘Subpart C. Election of mark to market for
marketable stock.

‘‘Subpart D. General provisions.’’.

(e) CLARIFICATION OF GAIN RECOGNITION
ELECTION.—The last sentence of section
1298(b)(1), as so redesignated, is amended by
inserting ‘‘(determined without regard to the
preceding sentence)’’ after ‘‘investment com-
pany’’.
SEC. 1123. EFFECTIVE DATE.

The amendments made by this subtitle
shall apply to—

(1) taxable years of United States persons
beginning after December 31, 1997, and

(2) taxable years of foreign corporations
ending with or within such taxable years of
United States persons.

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

SEC. 1131. REPEAL OF EXCISE TAX ON TRANS-
FERS TO FOREIGN ENTITIES; REC-
OGNITION OF GAIN ON CERTAIN
TRANSFERS TO FOREIGN TRUSTS
AND ESTATES.

(a) REPEAL OF EXCISE TAX.—Chapter 5 (re-
lating to transfers to avoid income tax) is
hereby repealed.

(b) RECOGNITION OF GAIN ON CERTAIN
TRANSFERS TO FOREIGN TRUSTS AND ES-
TATES.—Subpart F of part I of subchapter J
of chapter 1 is amended by adding at the end
the following new section:
‘‘SEC. 684. RECOGNITION OF GAIN ON CERTAIN

TRANSFERS TO CERTAIN FOREIGN
TRUSTS AND ESTATES.

‘‘(a) IN GENERAL.—In the case of any trans-
fer of property by a United States person to
a foreign estate or trust, for purposes of this
subtitle, such transfer shall be treated as a
sale or exchange for an amount equal to the
fair market value of the property trans-
ferred, and the transferor shall recognize as
gain the excess of—

‘‘(1) the fair market value of the property
so transferred, over

‘‘(2) the adjusted basis (for purposes of de-
termining gain) of such property in the
hands of the transferor.

‘‘(b) EXCEPTION.—Subsection (a) shall not
apply to a transfer to a trust by a United
States person if such person is treated as the
owner of such trust under section 671.’’.

(b) OTHER ANTI-AVOIDANCE PROVISIONS RE-
PLACING REPEALED EXCISE TAX.—

(1) GAIN RECOGNITION ON EXCHANGES INVOLV-
ING FOREIGN PERSONS.—Section 1035 is
amended by redesignating subsection (c) as
subsection (d) and by inserting after sub-
section (b) the following new subsection:

‘‘(c) EXCHANGES INVOLVING FOREIGN PER-
SONS.—To the extent provided in regulations,
subsection (a) shall not apply to any ex-
change having the effect of transferring
property to any person other than a United
States person.’’.

(2) TRANSFERS TO FOREIGN CORPORATIONS.—
Section 367 is amended by adding at the end
the following new subsection:

‘‘(f) OTHER TRANSFERS.—To the extent pro-
vided in regulations, if a United States per-
son transfers property to a foreign corpora-
tion as paid-in surplus or as a contribution
to capital (in a transaction not otherwise de-
scribed in this section), such foreign corpora-
tion shall not, for purposes of determining
the extent to which gain shall be recognized
on such transfer, be considered to be a cor-
poration.’’.

(3) CERTAIN TRANSFERS TO PARTNERSHIPS.—
Section 721 is amended by adding at the end
the following new subsection:

‘‘(c) REGULATIONS RELATING TO TRANSFERS
TO FOREIGN PERSONS.—The Secretary may
provide by regulations that subsection (a)
shall not apply to gain realized on the trans-
fer of property to a partnership if such gain,
when recognized, will be includible in the
gross income of a person other than a United
States person.’’.

(4) REPEAL OF U.S. SOURCE TREATMENT OF
DEEMED ROYALTIES.—Subparagraph (C) of
section 367(d)(2) is amended to read as fol-
lows:

‘‘(C) AMOUNTS RECEIVED TREATED AS ORDI-
NARY INCOME.—For purposes of this chapter,
any amount included in gross income by rea-
son of this subsection shall be treated as or-
dinary income.’’.

(5) TRANSFERS OF INTANGIBLES TO PARTNER-
SHIPS.—

(A) Subsection (d) of section 367 is amended
by adding at the end the following new para-
graph:

‘‘(3) REGULATIONS RELATING TO TRANSFERS
OF INTANGIBLES TO PARTNERSHIPS.—The Sec-
retary may provide by regulations that the
rules of paragraph (2) also apply to the trans-
fer of intangible property by a United States
person to a partnership in circumstances
consistent with the purposes of this sub-
section.’’.

(B) Section 721 is amended by adding at the
end the following new subsection:

‘‘(d) TRANSFERS OF INTANGIBLES.—
‘‘For regulatory authority to treat intangi-

bles transferred to a partnership as sold, see
section 367(d)(3).’’.

(c) TECHNICAL AND CONFORMING AMEND-
MENTS.—

(1) Subsection (h) of section 814 is amended
by striking ‘‘or 1491’’.

(2) Section 1057 (relating to election to
treat transfer to foreign trust, etc., as tax-
able exchange) is hereby repealed.

(3) Section 6422 is amended by striking
paragraph (5) and by redesignating para-
graphs (6) through (13) as paragraphs (5)
through (12), respectively.

(4) The table of chapters for subtitle A is
amended by striking the item relating to
chapter 5.

(5) The table of sections for part IV of sub-
chapter O of chapter 1 is amended by strik-
ing the item relating to section 1057.

(6) The table of sections for subpart F of
part I of subchapter J of chapter 1 is amend-
ed by adding at the end the following new
item:

‘‘Sec. 684. Recognition of gain on certain
transfers to certain foreign
trusts and estates.’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
date of the enactment of this Act.

Subtitle E—Information Reporting
SEC. 1141. CLARIFICATION OF APPLICATION OF

RETURN REQUIREMENT TO FOR-
EIGN PARTNERSHIPS.

(a) IN GENERAL.—Section 6031 (relating to
return of partnership income) is amended by
adding at the end the following new sub-
section:

‘‘(e) FOREIGN PARTNERSHIPS.—
‘‘(1) EXCEPTION FOR FOREIGN PARTNER-

SHIP.—Except as provided in paragraph (2),
the preceding provisions of this section shall
not apply to a foreign partnership.

‘‘(2) CERTAIN FOREIGN PARTNERSHIPS RE-
QUIRED TO FILE RETURN.—Except as provided
in regulations prescribed by the Secretary,
this section shall apply to a foreign partner-
ship for any taxable year if for such year,
such partnership has—

‘‘(A) gross income derived from sources
within the United States, or

‘‘(B) gross income which is effectively con-
nected with the conduct of a trade or busi-
ness within the United States.
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The Secretary may provide simplified filing
procedures for foreign partnerships to which
this section applies.’’.

(b) SANCTION FOR FAILURE BY FOREIGN
PARTNERSHIP TO COMPLY WITH SECTION 6031
TO INCLUDE DENIAL OF DEDUCTIONS.—Sub-
section (f) of section 6231 is amended—

(1) by striking ‘‘LOSSES AND’’ in the head-
ing and inserting ‘‘DEDUCTIONS, LOSSES,
AND’’, and

(2) by striking ‘‘loss or’’ each place it ap-
pears and inserting ‘‘deduction, loss, or’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1142. CONTROLLED FOREIGN PARTNER-

SHIPS SUBJECT TO INFORMATION
REPORTING COMPARABLE TO IN-
FORMATION REPORTING FOR CON-
TROLLED FOREIGN CORPORATIONS.

(a) IN GENERAL.—So much of section 6038
(relating to information with respect to cer-
tain foreign corporations) as precedes para-
graph (2) of subsection (a) is amended to read
as follows:
‘‘SEC. 6038. INFORMATION REPORTING WITH RE-

SPECT TO CERTAIN FOREIGN COR-
PORATIONS AND PARTNERSHIPS.

‘‘(a) REQUIREMENT.—
‘‘(1) IN GENERAL.—Every United States per-

son shall furnish, with respect to any foreign
business entity which such person controls,
such information as the Secretary may pre-
scribe relating to—

‘‘(A) the name, the principal place of busi-
ness, and the nature of business of such en-
tity, and the country under whose laws such
entity is incorporated (or organized in the
case of a partnership);

‘‘(B) in the case of a foreign corporation,
its post-1986 undistributed earnings (as de-
fined in section 902(c));

‘‘(C) a balance sheet for such entity listing
assets, liabilities, and capital;

‘‘(D) transactions between such entity
and—

‘‘(i) such person,
‘‘(ii) any corporation or partnership which

such person controls, and
‘‘(iii) any United States person owning, at

the time the transaction takes place—
‘‘(I) in the case of a foreign corporation, 10

percent or more of the value of any class of
stock outstanding of such corporation, and

‘‘(II) in the case of a foreign partnership, at
least a 10-percent interest in such partner-
ship; and

‘‘(E)(i) in the case of a foreign corporation,
a description of the various classes of stock
outstanding, and a list showing the name
and address of, and number of shares held by,
each United States person who is a share-
holder of record owning at any time during
the annual accounting period 5 percent or
more in value of any class of stock outstand-
ing of such foreign corporation, and

‘‘(ii) information comparable to the infor-
mation described in clause (i) in the case of
a foreign partnership.

The Secretary may also require the furnish-
ing of any other information which is similar
or related in nature to that specified in the
preceding sentence or which the Secretary
determines to be appropriate to carry out
the provisions of this title.’’.

(b) DEFINITIONS.—
(1) IN GENERAL.—Subsection (e) of section

6038 (relating to definitions) is amended—
(A) by redesignating paragraphs (1) and (2)

as paragraphs (2) and (4), respectively,
(B) by inserting before paragraph (2) (as so

redesignated) the following new paragraph:
‘‘(1) FOREIGN BUSINESS ENTITY.—The term

‘foreign business entity’ means a foreign cor-
poration and a foreign partnership.’’, and

(C) by inserting after paragraph (2) (as so
redesignated) the following new paragraph:

‘‘(3) PARTNERSHIP-RELATED DEFINITIONS.—
‘‘(A) CONTROL.—A person is in control of a

partnership if such person owns directly or
indirectly more than a 50 percent interest in
such partnership.

‘‘(B) 50-PERCENT INTEREST.—For purposes of
subparagraph (A), a 50-percent interest in a
partnership is—

‘‘(i) an interest equal to 50 percent of the
capital interest, or 50 percent of the profits
interest, in such partnership, or

‘‘(ii) to the extent provided in regulations,
an interest to which 50 percent of the deduc-
tions or losses of such partnership are allo-
cated.

For purposes of the preceding sentence, rules
similar to the rules of section 267(c) (other
than paragraph (3)) shall apply, except so as
to consider a United States person as owning
such an interest which is owned by a person
which is not a United States person.

‘‘(C) 10-PERCENT INTEREST.—A 10-percent
interest in a partnership is an interest which
would be described in subparagraph (B) if ‘10
percent’ were substituted for ‘50 percent’
each place it appears.’’.

(2) CLERICAL AMENDMENT.—The paragraph
heading for paragraph (2) of section 6038(e)
(as so redesignated) is amended by inserting
‘‘OF CORPORATION’’ after ‘‘CONTROL’’.

(c) MODIFICATION OF SANCTIONS ON PART-
NERSHIPS AND CORPORATIONS FOR FAILURE TO
FURNISH INFORMATION.—

(1) IN GENERAL.—Subsection (b) of section
6038 is amended—

(A) by striking ‘‘$1,000’’ each place it ap-
pears and inserting ‘‘$10,000’’, and

(B) by striking ‘‘$24,000’’ in paragraph (2)
and inserting ‘‘$50,000’’.

(d) REPORTING BY 10-PERCENT PARTNERS.—
Subsection (a) of section 6038 is amended by
adding at the end the following new para-
graph:

‘‘(5) INFORMATION REQUIRED FROM 10-PER-
CENT PARTNER OF CONTROLLED FOREIGN PART-
NERSHIP.—In the case of a foreign partner-
ship which is controlled by United States
persons holding at least 10-percent interests
(but not by any one United States person),
the Secretary may require each United
States person who holds a 10-percent interest
in such partnership to furnish information
relating to such partnership, including infor-
mation relating to such partner’s ownership
interests in the partnership and allocations
to such partner of partnership items.’’.

(e) TECHNICAL AMENDMENTS.—
(1) The following provisions of section 6038

are each amended by striking ‘‘foreign cor-
poration’’ each place it appears and inserting
‘‘foreign business entity’’:

(A) Paragraphs (2) and (3) of subsection (a).
(B) Subsection (b).
(C) Subsection (c) other than paragraph

(1)(B) thereof.
(D) Subsection (d).
(E) Subsection (e)(4) (as redesignated by

subsection (b)).
(2) Subparagraph (B) of section 6038(c)(1) is

amended by inserting ‘‘in the case of a for-
eign business entity which is a foreign cor-
poration,’’ after ‘‘(B)’’.

(3) Paragraph (8) of section 318(b) is amend-
ed by striking ‘‘6038(d)(1)’’ and inserting
‘‘6038(d)(2)’’.

(4) Paragraph (4) of section 901(k) is amend-
ed by striking ‘‘foreign corporation’’ and in-
serting ‘‘foreign corporation or partnership’’.

(5) The table of sections for subpart A of
part III of subchapter A of chapter 61 is
amended by striking the item relating to
section 6038 and inserting the following new
item:

‘‘Sec. 6038. Information reporting with re-
spect to certain foreign cor-
porations and partnerships.’’.

(f) EFFECTIVE DATE.—The amendments
made by this section shall apply to annual
accounting periods of foreign partnerships
beginning after the date of the enactment of
this Act.
SEC. 1143. MODIFICATIONS RELATING TO RE-

TURNS REQUIRED TO BE FILED BY
REASON OF CHANGES IN OWNER-
SHIP INTERESTS IN FOREIGN PART-
NERSHIP.

(a) NO RETURN REQUIRED UNLESS CHANGES
INVOLVE 10-PERCENT INTEREST IN PARTNER-
SHIP.—

(1) IN GENERAL.—Subsection (a) of section
6046A (relating to returns as to interests in
foreign partnerships) is amended by adding
at the end the following new sentence:
‘‘Paragraphs (1) and (2) shall apply to any ac-
quisition or disposition only if the United
States person directly or indirectly holds at
least a 10-percent interest in such partner-
ship either before or after such acquisition
or disposition, and paragraph (3) shall apply
to any change only if the change is equiva-
lent to at least a 10-interest in such partner-
ship.’’.

(2) 10-PERCENT INTEREST.—Section 6046A is
amended by redesignating subsection (d) as
subsection (e) and by inserting after sub-
section (c) the following new subsection:

‘‘(d) 10-PERCENT INTEREST.—For purposes
of subsection (a), a 10-percent interest in a
partnership is an interest described in sec-
tion 6038(e)(3)(C).’’.

(b) MODIFICATION OF PENALTY ON FAILURE
TO REPORT CHANGES IN OWNERSHIP INTERESTS
IN FOREIGN CORPORATIONS AND PARTNER-
SHIPS.—Subsection (a) of section 6679 (relat-
ing to failure to file returns, etc., with re-
spect to foreign corporations or foreign part-
nerships) is amended to read as follows:

‘‘(a) CIVIL PENALTY.—
‘‘(1) IN GENERAL.—In addition to any crimi-

nal penalty provided by law, any person re-
quired to file a return under section 6035,
6046, or 6046A who fails to file such return at
the time provided in such section, or who
files a return which does not show the infor-
mation required pursuant to such section,
shall pay a penalty of $10,000, unless it is
shown that such failure is due to reasonable
cause.

‘‘(2) INCREASE IN PENALTY WHERE FAILURE
CONTINUES AFTER NOTIFICATION.—If any fail-
ure described in paragraph (1) continues for
more than 90 days after the day on which the
Secretary mails notice of such failure to the
United States person, such person shall pay
a penalty (in addition to the amount re-
quired under paragraph (1)) of $10,000 for each
30-day period (or fraction thereof) during
which such failure continues after the expi-
ration of such 90-day period. The increase in
any penalty under this paragraph shall not
exceed $50,000.

‘‘(3) REDUCED PENALTY FOR RETURNS RELAT-
ING TO FOREIGN PERSONAL HOLDING COMPA-
NIES.—In the case of a return required under
section 6035, paragraph (1) shall be applied by
substituting ‘$1,000’ for ‘$10,000’, and para-
graph (2) shall not apply.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to transfers
and changes after the date of the enactment
of this Act.
SEC. 1144. TRANSFERS OF PROPERTY TO FOR-

EIGN PARTNERSHIPS SUBJECT TO
INFORMATION REPORTING COM-
PARABLE TO INFORMATION RE-
PORTING FOR SUCH TRANSFERS TO
FOREIGN CORPORATIONS.

(a) IN GENERAL.—Paragraph (1) of section
6038B(a) (relating to notice of certain trans-
fers to foreign corporations) is amended to
read as follows:

‘‘(1) transfers property to—
‘‘(A) a foreign corporation in an exchange

described in section 332, 351, 354, 355, 356, or
361, or
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‘‘(B) a foreign partnership in a contribu-

tion described in section 721 or in any other
contribution described in regulations pre-
scribed by the Secretary,’’.

(b) EXCEPTIONS.—Section 6038B is amended
by redesignating subsection (b) as subsection
(c) and by inserting after subsection (a) the
following new subsection:

‘‘(b) EXCEPTIONS FOR CERTAIN TRANSFERS

TO FOREIGN PARTNERSHIPS; SPECIAL RULE.—
‘‘(1) EXCEPTIONS.—Subsection (a)(1)(B)

shall apply to a transfer by a United States
person to a foreign partnership only if—

‘‘(A) the United States person holds (imme-
diately after the transfer) directly or indi-
rectly at least a 10-percent interest (as de-
fined in section 6046A(d)) in the partnership,
or

‘‘(B) the value of the property transferred
(when added to the value of the property
transferred by such person or any related
person to such partnership or a related part-
nership during the 12-month period ending
on the date of the transfer) exceeds $100,000.

For purposes of the preceding sentence, the
value of any transferred property is its fair
market value at the time of its transfer.

‘‘(2) SPECIAL RULE.—If by reason of an ad-
justment under section 482 or otherwise, a
contribution described in subsection (a)(1) is
deemed to have been made, such contribu-
tion shall be treated for purposes of this sec-
tion as having been made not earlier than
the date specified by the Secretary.’’.

(c) MODIFICATION OF PENALTY APPLICABLE

TO FOREIGN CORPORATIONS AND PARTNER-
SHIPS.—Paragraph (1) of section 6038B(b) is
amended by striking ‘‘equal to’’ and all that
follows and inserting ‘‘equal to 10 percent of
the fair market value of the property at the
time of the exchange (and, in the case of a
contribution described in subsection
(a)(1)(B), such person shall recognize gain as
if the contributed property had been sold for
such value at the time of such contribu-
tion).’’.

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to transfers made
after the date of the enactment of this Act.

(2) ELECTION OF RETROACTIVE EFFECT.—Sec-
tion 1494(c) of the Internal Revenue Code of
1986 shall not apply to any transfer after Au-
gust 20, 1996, if the person otherwise required
to file a return with respect to such transfer
elects to apply the amendments made by this
section to transfers after August 20, 1996. The
Secretary of the Treasury or his delegate
may prescribe simplified reporting under the
preceding sentence.

SEC. 1145. EXTENSION OF STATUTE OF LIMITA-
TION FOR FOREIGN TRANSFERS.

(a) IN GENERAL.—Paragraph (8) of section
6501(c) (relating to failure to notify Sec-
retary under section 6038B) is amended to
read as follows:

‘‘(8) FAILURE TO NOTIFY SECRETARY OF CER-
TAIN FOREIGN TRANSFERS.—In the case of any
information which is required to be reported
to the Secretary under section 6038, 6038A,
6038B, 6046, 6046A, or 6048, the time for assess-
ment of any tax imposed by this title with
respect to any event or period to which such
information relates shall not expire before
the date which is 3 years after the date on
which the Secretary is furnished the infor-
mation required to be reported under such
section.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to infor-
mation the due date for the reporting of
which is after the date of the enactment of
this Act.

SEC. 1146. INCREASE IN FILING THRESHOLDS
FOR RETURNS AS TO ORGANIZATION
OF FOREIGN CORPORATIONS AND
ACQUISITIONS OF STOCK IN SUCH
CORPORATIONS.

(a) IN GENERAL.—Subsection (a) of section
6046 (relating to returns as to organization or
reorganization of foreign corporations and as
to acquisitions of their stock) is amended to
read as follows:

‘‘(a) REQUIREMENT OF RETURN.—
‘‘(1) IN GENERAL.—A return complying with

the requirements of subsection (b) shall be
made by—

‘‘(A) each United States citizen or resident
who becomes an officer or director of a for-
eign corporation if a United States person
(as defined in section 7701(a)(30)) meets the
stock ownership requirements of paragraph
(2) with respect to such corporation,

‘‘(B) each United States person—
‘‘(i) who acquires stock which, when added

to any stock owned on the date of such ac-
quisition, meets the stock ownership re-
quirements of paragraph (2) with respect to a
foreign corporation, or

‘‘(ii) who acquires stock which, without re-
gard to stock owned on the date of such ac-
quisition, meets the stock ownership re-
quirements of paragraph (2) with respect to a
foreign corporation,

‘‘(C) each person (not described in subpara-
graph (B)) who is treated as a United States
shareholder under section 953(c) with respect
to a foreign corporation, and

‘‘(D) each person who becomes a United
States person while meeting the stock own-
ership requirements of paragraph (2) with re-
spect to stock of a foreign corporation.

In the case of a foreign corporation with re-
spect to which any person is treated as a
United States shareholder under section
953(c), subparagraph (A) shall be treated as
including a reference to each United States
person who is an officer or director of such
corporation.

‘‘(2) STOCK OWNERSHIP REQUIREMENTS.—A
person meets the stock ownership require-
ments of this paragraph with respect to any
corporation if such person owns 10 percent or
more of—

‘‘(A) the total combined voting power of all
classes of stock of such corporation entitled
to vote, or

‘‘(B) the total value of the stock of such
corporation.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall take effect on
January 1, 1998.

Subtitle F—Determination of Foreign or
Domestic Status of Partnerships

SEC. 1151. DETERMINATION OF FOREIGN OR DO-
MESTIC STATUS OF PARTNERSHIPS.

(a) IN GENERAL.—Paragraph (4) of section
7701(a) is amended by inserting before the pe-
riod ‘‘unless, in the case of a partnership, the
partnership is more properly treated as a for-
eign partnership under regulations pre-
scribed by the Secretary’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
Subtitle G—Other Simplification Provisions

SEC. 1161. TRANSITION RULE FOR CERTAIN
TRUSTS.

(a) IN GENERAL.—Paragraph (3) of section
1907(a) of the Small Business Job Protection
Act of 1996 is amended by adding at the end
the following flush sentence:
‘‘To the extent prescribed in regulations by
the Secretary of the Treasury or his dele-
gate, a trust which was in existence on Au-
gust 20, 1996 (other than a trust treated as
owned by the grantor under subpart E of part
I of subchapter J of chapter 1 of the Internal
Revenue Code of 1986), and which was treated

as a United States person on the day before
the date of the enactment of this Act may
elect to continue to be treated as a United
States person notwithstanding section
7701(a)(30)(E) of such Code.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect as if
included in the amendments made by section
1907(a) of the Small Business Job Protection
Act of 1996.
SEC. 1162. REPEAL OF STOCK AND SECURITIES

SAFE HARBOR REQUIREMENT THAT
PRINCIPAL OFFICE BE OUTSIDE THE
UNITED STATES.

(a) IN GENERAL.—The last sentence of
clause (ii) of section 864(b)(2)(A) (relating to
stock or securities) is amended by striking ‘‘,
or in the case of a corporation’’ and all that
follows and inserting a period.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1997.

Subtitle H—Other Provisions
SEC. 1171. DEFINITION OF FOREIGN PERSONAL

HOLDING COMPANY INCOME.
(a) INCOME FROM NOTIONAL PRINCIPAL CON-

TRACTS AND PAYMENTS IN LIEU OF DIVI-
DENDS.—

(1) IN GENERAL.—Paragraph (1) of section
954(c) (defining foreign personal holding com-
pany income) is amended by adding at the
end the following new subparagraphs:

‘‘(F) INCOME FROM NOTIONAL PRINCIPAL CON-
TRACTS.—Net income from notional principal
contracts. Any item of income, gain, deduc-
tion, or loss from a notional principal con-
tract entered into for purposes of hedging
any item described in any preceding subpara-
graph shall not be taken into account for
purposes of this subparagraph but shall be
taken into account under such other sub-
paragraph.

‘‘(G) PAYMENTS IN LIEU OF DIVIDENDS.—Pay-
ments in lieu of dividends which are made
pursuant to an agreement to which section
1058 applies.’’.

(2) CONFORMING AMENDMENT.—Subpara-
graph (B) of section 954(c)(1) is amended—

(A) by striking the second sentence, and
(B) by striking ‘‘also’’ in the last sentence.
(b) EXCEPTION FOR DEALERS.—Paragraph (2)

of section 954(c) is amended by adding at the
end the following new subparagraph:

‘‘(C) EXCEPTION FOR DEALERS.—Except as
provided in subparagraph (A), (E), or (G) of
paragraph (1) or by regulations, in the case
of a regular dealer in property (within the
meaning of paragraph (1)(B)), forward con-
tracts, option contracts, or similar financial
instruments (including notional principal
contracts and all instruments referenced to
commodities), there shall not be taken into
account in computing foreign personal hold-
ing income any item of income, gain, deduc-
tion, or loss from any transaction (including
hedging transactions) entered into in the or-
dinary course of such dealer’s trade or busi-
ness as such a dealer.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1172. PERSONAL PROPERTY USED PREDOMI-

NANTLY IN THE UNITED STATES
TREATED AS NOT PROPERTY OF A
LIKE KIND WITH RESPECT TO PROP-
ERTY USED PREDOMINANTLY OUT-
SIDE THE UNITED STATES.

(a) IN GENERAL.—Subsection (h) of section
1031 (relating to exchange of property held
for productive use or investment) is amended
to read as follows:

‘‘(h) SPECIAL RULES FOR FOREIGN REAL AND
PERSONAL PROPERTY.—For purposes of this
section—

‘‘(1) REAL PROPERTY.—Real property lo-
cated in the United States and real property
located outside the United States are not
property of a like kind.
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‘‘(2) PERSONAL PROPERTY.—
‘‘(A) IN GENERAL.—Personal property used

predominantly within the United States and
personal property used predominantly out-
side the United States are not property of a
like kind.

‘‘(B) PREDOMINANT USE.—Except as pro-
vided in subparagraph (C) and (D), the pre-
dominant use of any property shall be deter-
mined based on—

‘‘(i) in the case of the property relin-
quished in the exchange, the 2-year period
ending on the date of such relinquishment,
and

‘‘(ii) in the case of the property acquired in
the exchange, the 2-year period beginning on
the date of such acquisition.

‘‘(C) PROPERTY HELD FOR LESS THAN 2
YEARS.—Except in the case of an exchange
which is part of a transaction (or series of
transactions) structured to avoid the pur-
poses of this subsection—

‘‘(i) only the periods the property was held
by the person relinquishing the property (or
any related person) shall be taken into ac-
count under subparagraph (B)(i), and

‘‘(ii) only the periods the property was held
by the person acquiring the property (or any
related person) shall be taken into account
under subparagraph (B)(ii).

‘‘(D) SPECIAL RULE FOR CERTAIN PROP-
ERTY.—Property described in any subpara-
graph of section 168(g)(4) shall be treated as
used predominantly in the United States.’’.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to transfers after
June 8, 1997, in taxable years ending after
such date.

(2) BINDING CONTRACTS.—The amendment
made by this section shall not apply to any
transfer pursuant to a written binding con-
tract in effect on June 8, 1997, and at all
times thereafter before the disposition of
property. A contract shall not fail to meet
the requirements of the preceding sentence
solely because—

(A) it provides for a sale in lieu of an ex-
change, or

(B) the property to be acquired as replace-
ment property was not identified under such
contract before June 9, 1997.
SEC. 1173. HOLDING PERIOD REQUIREMENT FOR

CERTAIN FOREIGN TAXES.
(a) IN GENERAL.—Section 901 is amended by

redesignating subsection (k) as subsection (l)
and by inserting after subsection (j) the fol-
lowing new subsection:

‘‘(k) MINIMUM HOLDING PERIOD FOR CERTAIN
TAXES.—

‘‘(1) WITHHOLDING TAXES.—
‘‘(A) IN GENERAL.—In no event shall a cred-

it be allowed under subsection (a) for any
withholding tax on a dividend with respect
to stock in a corporation if—

‘‘(i) such stock is held by the recipient of
the dividend for 15 days or less during the 30-
day period beginning on the date which is 15
days before the date on which such share be-
comes ex-dividend with respect to such divi-
dend, or

‘‘(ii) to the extent that the recipient of the
dividend is under an obligation (whether pur-
suant to a short sale or otherwise) to make
related payments with respect to positions
in substantially similar or related property.

‘‘(B) WITHHOLDING TAX.—For purposes of
this paragraph, the term ‘withholding tax’
includes any tax determined on a gross basis;
but does not include any tax which is in the
nature of a prepayment of a tax imposed on
a net basis.

‘‘(2) DEEMED PAID TAXES.—In the case of in-
come, war profits, or excess profits taxes
deemed paid under section 853, 902, or 960
through a chain of ownership of stock in 1 or
more corporations, no credit shall be allowed
under subsection (a) for such taxes if—

‘‘(A) any stock of any corporation in such
chain (the ownership of which is required to
obtain credit under subsection (a) for such
taxes) is held for less than the period de-
scribed in paragraph (1)(A)(i), or

‘‘(B) the corporation holding the stock is
under an obligation referred to in paragraph
(1)(A)(ii).

‘‘(3) 45-DAY RULE IN THE CASE OF CERTAIN

PREFERENCE DIVIDENDS.—In the case of stock
having preference in dividends and dividends
with respect to such stock which are attrib-
utable to a period or periods aggregating in
excess of 366 days, paragraph (1)(A)(i) shall
be applied—

‘‘(A) by substituting ‘45 days’ for ‘15 days’
each place it appears, and

‘‘(B) by substituting ‘90-day period’ for ‘30-
day period’.

‘‘(4) EXCEPTION FOR CERTAIN TAXES PAID BY

SECURITIES DEALERS.—
‘‘(A) IN GENERAL.—Paragraphs (1) and (2)

shall not apply to any qualified tax with re-
spect to any security held in the active con-
duct in a foreign country of a securities busi-
ness of any person—

‘‘(i) who is registered as a securities broker
or dealer under section 15(a) of the Securities
Exchange Act of 1934,

‘‘(ii) who is registered as a Government se-
curities broker or dealer under section 15C(a)
of such Act, or

‘‘(iii) who is licensed or authorized in such
foreign country to conduct securities activi-
ties in such country and is subject to bona
fide regulation by a securities regulating au-
thority of such country.

‘‘(B) QUALIFIED TAX.—For purposes of sub-
paragraph (A), the term ‘qualified tax’ means
a tax paid to a foreign country (other than
the foreign country referred to in subpara-
graph (A)) if—

‘‘(i) the dividend to which such tax is at-
tributable is subject to taxation on a net
basis by the country referred to in subpara-
graph (A), and

‘‘(ii) such country allows a credit against
its net basis tax for the full amount of the
tax paid to such other foreign country.

‘‘(C) REGULATIONS.—The Secretary may
prescribe such regulations as may be appro-
priate to prevent the abuse of the exception
provided by this paragraph.

‘‘(5) CERTAIN RULES TO APPLY.—For pur-
poses of this subsection, the rules of para-
graphs (3) and (4) of section 246(c) shall
apply.

‘‘(6) TREATMENT OF BONA FIDE SALES.—If a
person’s holding period is reduced by reason
of the application of the rules of section
246(c)(4) to any contract for the bona fide
sale of stock, the determination of whether
such person’s holding period meets the re-
quirements of paragraph (2) shall be made as
of the date such contract is entered into.

‘‘(7) TAXES ALLOWED AS DEDUCTION, ETC.—
Sections 275 and 78 shall not apply to any tax
which is not allowable as a credit under sub-
section (a) by reason of this subsection.’’.

(b) NOTICE OF WITHHOLDING TAXES PAID BY

REGULATED INVESTMENT COMPANY.—Sub-
section (c) of section 853 (relating to foreign
tax credit allowed to shareholders) is amend-
ed by adding at the end the following new
sentence: ‘‘Such notice shall also include the
amount of such taxes which (without regard
to the election under this section) would not
be allowable as a credit under section 901(a)
to the regulated investment company by rea-
son of section 901(k).’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to dividends
paid or accrued more than 30 days after the
date of the enactment of this Act.

SEC. 1174. PENALTIES FOR FAILURE TO DIS-
CLOSE POSITION THAT CERTAIN
INTERNATIONAL TRANSPORTATION
INCOME IS NOT INCLUDIBLE IN
GROSS INCOME.

(a) IN GENERAL.—Section 883 is amended by
adding at the end the following new sub-
section:

‘‘(d) PENALTIES FOR FAILURE TO DISCLOSE
POSITION THAT CERTAIN INTERNATIONAL
TRANSPORTATION INCOME IS NOT INCLUDIBLE
IN GROSS INCOME.—

‘‘(1) IN GENERAL.—A taxpayer who, with re-
spect to any tax imposed by this title, takes
the position that any of its gross income de-
rived from the international operation of 1
or more ships or aircraft is not includible in
gross income by reason of paragraph (1) or (2)
of subsection (a) or paragraph (1) or (2) of
section 872(b) (or by reason of any applicable
treaty) shall be entitled to such treatment
only if such position is disclosed (in such
manner as the Secretary may prescribe) on
the return of tax for such tax (or any state-
ment attached to such return).

‘‘(2) ADDITIONAL PENALTIES FOR FAILING TO
DISCLOSE POSITION.—If a taxpayer fails to
meet the requirement of paragraph (1) for
any taxable year with respect to the inter-
national operation of 1 or more ships or 1 or
more aircraft—

‘‘(A) the amount of the income from the
international operation to which such failure
relates—

‘‘(i) which is from sources without the
United States, and

‘‘(ii) which is attributable to a fixed place
of business in the United States,

shall be treated for purposes of this title as
effectively connected with the conduct of a
trade or business within the United States,
and

‘‘(B) no deductions or credits shall be al-
lowed which are attributable to income from
the international operation to which the
failure relates.

‘‘(3) REASONABLE CAUSE EXCEPTION.—This
subsection shall not apply to a failure to dis-
close a position if it is shown that such fail-
ure is due to reasonable cause and not due to
willful neglect.’’.

(b) CONFORMING AMENDMENTS.—Paragraphs
(1) and (2) of section 872(b), and paragraphs
(1) and (2) of section 883(a), are each amended
by striking ‘‘Gross income’’ each place it ap-
pears and inserting ‘‘Except as provided in
section 883(d), gross income’’.

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxable years be-
ginning after December 31, 1997.

(2) COORDINATION WITH TREATIES.—The
amendments made by this section shall not
apply in any case where their application
would be contrary to any treaty obligation
of the United States.

(d) INFORMATION TO BE PROVIDED BY CUS-
TOMS SERVICE.—The United States Custom
Service shall provide the Secretary of the
Treasury or his delegate with such informa-
tion as may be specified by such Secretary in
order to enable such Secretary to determine
whether ships which are not registered in the
United States are engaged in transportation
to or from the United States.
SEC. 1175. DENIAL OF TREATY BENEFITS FOR

CERTAIN PAYMENTS THROUGH HY-
BRID ENTITIES.

A foreign person shall be entitled under
any income tax treaty of the United States
with a foreign country to any reduced rate of
any withholding tax imposed by the Internal
Revenue Code of 1986 on an item of income
derived through any partnership or other
pass-thru entity only to the extent that such
item is treated for purposes of the taxation
laws of such foreign country as an item of in-
come of such person. The preceding sentence
shall not apply if—
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(1) the treaty contains a provision address-

ing the applicability of the treaty in the case
of an item of income derived through a part-
nership, or

(2) the foreign country imposes tax on a
distribution of such item of income from
such partnership to such person.
SEC. 1176. INTEREST ON UNDERPAYMENTS NOT

REDUCED BY FOREIGN TAX CREDIT
CARRYBACKS.

(a) IN GENERAL.—Subsection (d) of section
6601 is amended by redesignating paragraphs
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1)
the following new paragraph:

‘‘(2) FOREIGN TAX CREDIT CARRYBACKS.—If
any credit allowed for any taxable year is in-
creased by reason of a carryback of tax paid
or accrued to foreign countries or posses-
sions of the United States, such increase
shall not affect the computation of interest
under this section for the period ending with
the filing date for the taxable year in which
such taxes were in fact paid or accrued, or,
with respect to any portion of such credit
carryback from a taxable year attributable
to a net operating loss carryback or a capital
loss carryback from a subsequent taxable
year, such increase shall not affect the com-
putation of interest under this section for
the period ending with the filing date for
such subsequent taxable year.’’.

(b) CONFORMING AMENDMENT TO REFUNDS
ATTRIBUTABLE TO FOREIGN TAX CREDIT
CARRYBACKS.—

(1) IN GENERAL.—Subsection (f) of section
6611 is amended by redesignating paragraphs
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1)
the following new paragraph:

‘‘(2) FOREIGN TAX CREDIT CARRYBACKS.—For
purposes of subsection (a), if any overpay-
ment of tax imposed by subtitle A results
from a carryback of tax paid or accrued to
foreign countries or possessions of the Unit-
ed States, such overpayment shall be deemed
not to have been made before the filing date
for the taxable year in which such taxes were
in fact paid or accrued, or, with respect to
any portion of such credit carryback from a
taxable year attributable to a net operating
loss carryback or a capital loss carryback
from a subsequent taxable year, such over-
payment shall be deemed not to have been
made before the filing date for such subse-
quent taxable year.’’.

(2) CONFORMING AMENDMENTS.—
(A) Paragraph (4) of section 6611(f) (as so

redesignated) is amended—
(i) by striking ‘‘PARAGRAPHS (1) AND (2)’’ and

inserting ‘‘PARAGRAPHS (1), (2), AND (3)’’, and
(ii) by striking ‘‘paragraph (1) or (2)’’ each

place it appears and inserting ‘‘paragraph (1),
(2), or (3)’’.

(B) Clause (ii) of section 6611(f)(4)(B) (as so
redesignated) is amended by striking ‘‘and’’
at the end of subclause (I), by redesignating
subclause (II) as subclause (III), and by in-
serting after subclause (I) the following new
subclause:

‘‘(II) in the case of a carryback of taxes
paid or accrued to foreign countries or pos-
sessions of the United States, the taxable
year in which such taxes were in fact paid or
accrued (or, with respect to any portion of
such carryback from a taxable year attrib-
utable to a net operating loss carryback or a
capital loss carryback from a subsequent
taxable year, such subsequent taxable year),
and’’.

(C) Subclause (III) of section
6611(f)(4)(B)(ii) (as so redesignated) is amend-
ed by inserting ‘‘(as defined in paragraph
(3)(B))’’ after ‘‘credit carryback’’ the first
place it appears.

(D) Section 6611 is amended by striking
subsection (g) and by redesignating sub-

sections (h) and (i) as subsections (g) and (h),
respectively.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to
carrybacks arising in taxable years begin-
ning after the date of the enactment of this
Act.
SEC. 1177. CLARIFICATION OF PERIOD OF LIMI-

TATIONS ON CLAIM FOR CREDIT OR
REFUND ATTRIBUTABLE TO FOR-
EIGN TAX CREDIT CARRYFORWARD.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 6511(d)(3) is amended by striking ‘‘for
the year with respect to which the claim is
made’’ and inserting ‘‘for the year in which
such taxes were actually paid or accrued’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxes
paid or accrued in taxable years beginning
after the date of the enactment of this Act.
SEC. 1178. MISCELLANEOUS CLARIFICATIONS.

(a) ATTRIBUTION OF DEEMED PAID FOREIGN
TAXES TO PRIOR DISTRIBUTIONS.—Subpara-
graph (B) of section 902(c)(2) is amended by
striking ‘‘deemed paid with respect to’’ and
inserting ‘‘attributable to’’.

(b) FINANCIAL SERVICES INCOME DETER-
MINED WITHOUT REGARD TO HIGH-TAXED IN-
COME.—Subclause (II) of section
904(d)(2)(C)(i) is amended by striking ‘‘sub-
clause (I)’’ and inserting ‘‘subclauses (I) and
(III)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
date of the enactment of this Act.
TITLE XII—SIMPLIFICATION PROVISIONS

RELATING TO INDIVIDUALS AND BUSI-
NESSES

Subtitle A—Provisions Relating to
Individuals

SEC. 1201. BASIC STANDARD DEDUCTION AND
MINIMUM TAX EXEMPTION AMOUNT
FOR CERTAIN DEPENDENTS.

(a) BASIC STANDARD DEDUCTION.—
(1) IN GENERAL.—Paragraph (5) of section

63(c) (relating to limitation on basic stand-
ard deduction in the case of certain depend-
ents) is amended by striking ‘‘shall not ex-
ceed’’ and all that follows and inserting
‘‘shall not exceed the greater of—

‘‘(A) $500, or
‘‘(B) the sum of $250 and such individual’s

earned income.’’.
(2) CONFORMING AMENDMENT.—Paragraph

(4) of section 63(c) is amended—
(A) by striking ‘‘(5)(A)’’ in the material

preceding subparagraph (A) and inserting
‘‘(5)’’, and

(B) by striking ‘‘by substituting’’ and all
that follows in subparagraph (B) and insert-
ing ‘‘by substituting for ‘calendar year 1992’
in subparagraph (B) thereof—

‘‘(i) ‘calendar year 1987’ in the case of the
dollar amounts contained in paragraph (2) or
(5)(A) or subsection (f), and

‘‘(ii) ‘calendar year 1997’ in the case of the
dollar amount contained in paragraph
(5)(B).’’.

(b) MINIMUM TAX EXEMPTION AMOUNT.—
Subsection (j) of section 59 is amended to
read as follows:

‘‘(j) TREATMENT OF UNEARNED INCOME OF
MINOR CHILDREN.—

‘‘(1) IN GENERAL.—In the case of a child to
whom section 1(g) applies, the exemption
amount for purposes of section 55 shall not
exceed the sum of—

‘‘(A) such child’s earned income (as defined
in section 911(d)(2)) for the taxable year, plus

‘‘(B) $5,000.
‘‘(2) INFLATION ADJUSTMENT.—In the case of

any taxable year beginning in a calendar
year after 1998, the dollar amount in para-
graph (1)(B) shall be increased by an amount
equal to the product of—

‘‘(A) such dollar amount, and
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar

year in which the taxable year begins, deter-
mined by substituting ‘1997’ for ‘1992’ in sub-
paragraph (B) thereof.

If any increase determined under the preced-
ing sentence is not a multiple of $50, such in-
crease shall be rounded to the nearest mul-
tiple of $50.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.

SEC. 1202. INCREASE IN AMOUNT OF TAX EXEMPT
FROM ESTIMATED TAX REQUIRE-
MENTS.

(a) IN GENERAL.—Paragraph (1) of section
6654(e) (relating to exception where tax is
small amount) is amended by striking ‘‘$500’’
and inserting ‘‘$1,000’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.

SEC. 1203. OPTIONAL METHODS FOR COMPUTING
SECA TAX COMBINED.

(a) INTERNAL REVENUE CODE.—
(1) IN GENERAL.—Subsection (h) of section

1402 is amended to read as follows:
‘‘(h) OPTIONAL METHOD FOR COMPUTING

SELF-EMPLOYMENT INCOME.—
‘‘(1) INDIVIDUALS.—In the case of any trade

or business which is carried on by an individ-
ual—

‘‘(A) if the gross income derived by him
from such trade or business is not more than
the upper limit for the taxable year, the net
earnings from self-employment derived by
him from such trade or business may, at his
option, be deemed to be 662⁄3 percent of such
gross income, or

‘‘(B) if the gross income derived by him
from such trade or business is more than the
upper limit for the taxable year and the net
earnings from self-employment derived by
him from such trade or business (computed
under subsection (a) without regard to this
sentence) are less than the lower limit for
the taxable year, the net earnings from self-
employment derived by him from such trade
or business may, at his option, be deemed to
be the lower limit for the taxable year.

‘‘(2) MEMBER OF A PARTNERSHIP.—In the
case of a member of a partnership carrying
on any trade or business—

‘‘(A) if his distributive share of the gross
income of the partnership derived from such
trade or business (after such gross income
has been reduced by the sum of all payments
to which section 707(c) applies) is not more
than the upper limit for the taxable year, his
distributive share of income described in sec-
tion 702(a)(8) derived from such trade or busi-
ness may, at his option, be deemed to be an
amount equal to 662⁄3 percent of his distribu-
tive share of such gross income (after such
gross income has been so reduced), or

‘‘(B) if his distributive share of the gross
income of the partnership derived from such
trade or business (after such gross income
has been reduced by the sum of all payments
to which section 707(c) applies) is more than
the upper limit for the taxable year and his
distributive share (whether or not distrib-
uted) of income described in section 702(a)(8)
derived from such trade or business (com-
puted under this subsection without regard
to this sentence) is less than the lower limit
for the taxable year, his distributive share of
income described in section 702(a)(8) derived
from such trade or business may, at his op-
tion, be deemed to be the lower limit for the
taxable year.

‘‘(3) UPPER AND LOWER LIMITS.—For pur-
poses of this subsection—

‘‘(A) LOWER LIMIT.—The lower limit for any
taxable year is the sum of the amounts ap-
plicable under section 213(d) of the Social Se-
curity Act for calendar quarters ending with
or within such taxable year.
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‘‘(B) UPPER LIMIT.—The upper limit for any

taxable year is the amount equal to 150 per-
cent of the lower limit for such taxable year.

‘‘(4) DETERMINATION OF GROSS INCOME.—For
purposes of this subsection, the term ‘gross
income’ means—

‘‘(A) in the case of any such trade or busi-
ness in which the income is computed under
a cash receipts and disbursements method,
the gross receipts from such trade or busi-
ness reduced by the cost or other basis of
property which was purchased and sold in
carrying on such trade or business, adjusted
(after such reduction) in accordance with the
provisions of paragraphs (1) through (7) and
paragraph (9) of subsection (a), and

‘‘(B) in the case of any such trade or busi-
ness in which the income is computed under
an accrual method, the gross income from
such trade or business, adjusted in accord-
ance with the provisions of paragraphs (1)
through (7) and paragraph (9) of subsection
(a).

‘‘(5) INCOME DERIVED FROM MORE THAN 1
TRADE OR BUSINESS.—For purposes of this
subsection, if an individual (including a
member of a partnership) derives gross in-
come from more than 1 such trade or busi-
ness, such gross income (including his dis-
tributive share of the gross income of any
partnership derived from any such trade or
business) shall be deemed to have been de-
rived from one trade or business.

‘‘(6) ELECTION.—The option under this sub-
section shall be allowed for any taxable year
only if elected on the first return filed for
such taxable year.’’.

(2) CONFORMING AMENDMENT.—Subsection
(a) of section 1402 is amended by striking all
that follows the first sentence following
paragraph (15) and inserting ‘‘For optional
method of determining net earnings from
self-employment, see subsection (h).’’.

(b) SOCIAL SECURITY ACT.—Subsection (g)
of section 211 of the Social Security Act is
amended to read as follows:

‘‘(g) OPTIONAL METHOD FOR COMPUTING
SELF-EMPLOYMENT INCOME.—

‘‘(1) INDIVIDUALS.—In the case of any trade
or business which is carried on by an individ-
ual—

‘‘(A) if the gross income derived by him
from such trade or business is not more than
the upper limit for the taxable year, the net
earnings from self-employment derived by
him from such trade or business may, at his
option, be deemed to be 662⁄3 percent of such
gross income, or

‘‘(B) if the gross income derived by him
from such trade or business is more than the
upper limit for the taxable year and the net
earnings from self-employment derived by
him from such trade or business (computed
under subsection (a) without regard to this
sentence) are less than the lower limit for
the taxable year, the net earnings from self-
employment derived by him from such trade
or business may, at his option, be deemed to
be the lower limit for the taxable year.

‘‘(2) MEMBER OF A PARTNERSHIP.—In the
case of a member of a partnership carrying
on any trade or business—

‘‘(A) if his distributive share of the gross
income of the partnership derived from such
trade or business (after such gross income
has been reduced by the sum of all payments
to which section 707(c) of the Internal Reve-
nue Code of 1986 applies) is not more than
the upper limit for the taxable year, his dis-
tributive share of income described in sec-
tion 702(a)(8) of such Code derived from such
trade or business may, at his option, be
deemed to be an amount equal to 662⁄3 per-
cent of his distributive share of such gross
income (after such gross income has been so
reduced), or

‘‘(B) if his distributive share of the gross
income of the partnership derived from such

trade or business (after such gross income
has been reduced by the sum of all payments
to which section 707(c) of such Code applies)
is more than the upper limit for the taxable
year and his distributive share (whether or
not distributed) of income described in sec-
tion 702(a)(8) of such Code derived from such
trade or business (computed under this sub-
section without regard to this sentence) is
less than the lower limit for the taxable
year, his distributive share of income de-
scribed in section 702(a)(8) of such Code de-
rived from such trade or business may, at his
option, be deemed to be the lower limit for
the taxable year.

‘‘(3) UPPER AND LOWER LIMITS.—For pur-
poses of this subsection—

‘‘(A) LOWER LIMIT.—The lower limit for any
taxable year is the sum of the amounts ap-
plicable under section 213(d) for calendar
quarters ending with or within such taxable
year.

‘‘(B) UPPER LIMIT.—The upper limit for any
taxable year is the amount equal to 150 per-
cent of the lower limit for such taxable year.

‘‘(4) DETERMINATION OF GROSS INCOME.—For
purposes of this subsection, the term ‘gross
income’ means—

‘‘(A) in the case of any such trade or busi-
ness in which the income is computed under
a cash receipts and disbursements method,
the gross receipts from such trade or busi-
ness reduced by the cost or other basis of
property which was purchased and sold in
carrying on such trade or business, adjusted
(after such reduction) in accordance with the
provisions of paragraphs (1) through (6) and
paragraph (8) of subsection (a), and

‘‘(B) in the case of any such trade or busi-
ness in which the income is computed under
an accrual method, the gross income from
such trade or business, adjusted in accord-
ance with the provisions of paragraphs (1)
through (6) and paragraph (8) of subsection
(a).

‘‘(5) INCOME DERIVED FROM MORE THAN 1
TRADE OR BUSINESS.—For purposes of this
subsection, if an individual (including a
member of a partnership) derives gross in-
come from more than 1 such trade or busi-
ness, such gross income (including his dis-
tributive share of the gross income of any
partnership derived from any such trade or
business) shall be deemed to have been de-
rived from one trade or business.

‘‘(6) ELECTION.—The option under this sub-
section shall be allowed for any taxable year
only if elected on the first return filed for
such taxable year.’’.

(2) CONFORMING AMENDMENT.—Subsection
(a) of section 211 of the Social Security Act
is amended by striking all that follows the
first sentence following paragraph (15) and
inserting ‘‘For optional method of determin-
ing net earnings from self-employment, see
subsection (g).’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1204. TREATMENT OF CERTAIN REIM-

BURSED EXPENSES OF RURAL MAIL
CARRIERS.

(a) IN GENERAL.—Section 162 (relating to
trade or business expenses) is amended by re-
designating subsection (o) as subsection (p)
and by inserting after subsection (n) the fol-
lowing new subsection:

‘‘(o) TREATMENT OF CERTAIN REIMBURSED
EXPENSES OF RURAL MAIL CARRIERS.—

‘‘(1) GENERAL RULE.—In the case of any em-
ployee of the United States Postal Service
who performs services involving the collec-
tion and delivery of mail on a rural route
and who receives qualified reimbursements
for the expenses incurred by such employee
for the use of a vehicle in performing such
services—

‘‘(A) the amount allowable as a deduction
under this chapter for the use of a vehicle in
performing such services shall be equal to
the amount of such qualified reimburse-
ments; and

‘‘(B) such qualified reimbursements shall
be treated as paid under a reimbursement or
other expense allowance arrangement for
purposes of section 62(a)(2)(A) (and section
62(c) shall not apply to such qualified reim-
bursements).

‘‘(2) DEFINITION OF QUALIFIED REIMBURSE-
MENTS.—For purposes of this subsection, the
term ‘qualified reimbursements’ means the
amounts paid by the United States Postal
Service to employees as an equipment main-
tenance allowance under the 1991 collective
bargaining agreement between the United
States Postal Service and the National Rural
Letter Carriers’ Association. Amounts paid
as an equipment maintenance allowance by
such Postal Service under later collective
bargaining agreements that supersede the
1991 agreement shall be considered qualified
reimbursements if such amounts do not ex-
ceed the amounts that would have been paid
under the 1991 agreement, adjusted for
changes in the Consumer Price Index (as de-
fined in section 1(f)(5)) since 1991.’’.

(b) TECHNICAL AMENDMENT.—Section 6008 of
the Technical and Miscellaneous Revenue
Act of 1988 is hereby repealed.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1205. TREATMENT OF TRAVELING EXPENSES

OF CERTAIN FEDERAL EMPLOYEES
ENGAGED IN CRIMINAL INVESTIGA-
TIONS.

(a) IN GENERAL.—Subsection (a) of section
162 is amended by adding at the end the fol-
lowing new sentence: ‘‘The preceding sen-
tence shall not apply to any Federal em-
ployee during any period for which such em-
ployee is certified by the Attorney General
(or the designee thereof) as traveling on be-
half of the United States in temporary duty
status to investigate, or provide support
services for the investigation of, a Federal
crime.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to
amounts paid or incurred with respect to
taxable years ending after the date of the en-
actment of this Act.
SEC. 1206. PAYMENT OF TAX BY COMMERCIALLY

ACCEPTABLE MEANS.
(a) GENERAL RULE.—Section 6311 is amend-

ed to read as follows:
‘‘SEC. 6311. PAYMENT OF TAX BY COMMERCIALLY

ACCEPTABLE MEANS.
‘‘(a) AUTHORITY TO RECEIVE.—It shall be

lawful for the Secretary to receive for inter-
nal revenue taxes (or in payment for internal
revenue stamps) any commercially accept-
able means that the Secretary deems appro-
priate to the extent and under the conditions
provided in regulations prescribed by the
Secretary.

‘‘(b) ULTIMATE LIABILITY.—If a check,
money order, or other method of payment,
including payment by credit card, debit card,
or charge card so received is not duly paid,
or is paid and subsequently charged back to
the Secretary, the person by whom such
check, or money order, or other method of
payment has been tendered shall remain lia-
ble for the payment of the tax or for the
stamps, and for all legal penalties and addi-
tions, to the same extent as if such check,
money order, or other method of payment
had not been tendered.

‘‘(c) LIABILITY OF BANKS AND OTHERS.—If
any certified, treasurer’s, or cashier’s check
(or other guaranteed draft), or any money
order, or any other means of payment that
has been guaranteed by a financial institu-
tion (such as a credit card, debit card, or
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charge card transaction which has been
guaranteed expressly by a financial institu-
tion) so received is not duly paid, the United
States shall, in addition to its right to exact
payment from the party originally indebted
therefor, have a lien for—

‘‘(1) the amount of such check (or draft)
upon all assets of the financial institution on
which drawn,

‘‘(2) the amount of such money order upon
all the assets of the issuer thereof, or

‘‘(3) the guaranteed amount of any other
transaction upon all the assets of the insti-
tution making such guarantee,

and such amount shall be paid out of such as-
sets in preference to any other claims what-
soever against such financial institution, is-
suer, or guaranteeing institution, except the
necessary costs and expenses of administra-
tion and the reimbursement of the United
States for the amount expended in the re-
demption of the circulating notes of such fi-
nancial institution.

‘‘(d) PAYMENT BY OTHER MEANS.—
‘‘(1) AUTHORITY TO PRESCRIBE REGULA-

TIONS.—The Secretary shall prescribe such
regulations as the Secretary deems nec-
essary to receive payment by commercially
acceptable means, including regulations
that—

‘‘(A) specify which methods of payment by
commercially acceptable means will be ac-
ceptable,

‘‘(B) specify when payment by such means
will be considered received,

‘‘(C) identify types of nontax matters re-
lated to payment by such means that are to
be resolved by persons ultimately liable for
payment and financial intermediaries, with-
out the involvement of the Secretary, and

‘‘(D) ensure that tax matters will be re-
solved by the Secretary, without the involve-
ment of financial intermediaries.

‘‘(2) AUTHORITY TO ENTER INTO CON-
TRACTS.—Notwithstanding section 3718(f) of
title 31, United States Code, the Secretary is
authorized to enter into contracts to obtain
services related to receiving payment by
other means where cost beneficial to the
Government.

‘‘(3) SPECIAL PROVISIONS FOR USE OF CREDIT
CARDS.—If use of credit cards is accepted as
a method of payment of taxes pursuant to
subsection (a)—

‘‘(A) a payment of internal revenue taxes
(or a payment for internal revenue stamps)
by a person by use of a credit card shall not
be subject to section 161 of the Truth-in-
Lending Act (15 U.S.C. 1666), or to any simi-
lar provisions of State law, if the error al-
leged by the person is an error relating to
the underlying tax liability, rather than an
error relating to the credit card account
such as a computational error or numerical
transposition in the credit card transaction
or an issue as to whether the person author-
ized payment by use of the credit card,

‘‘(B) a payment of internal revenue taxes
(or a payment for internal revenue stamps)
shall not be subject to section 170 of the
Truth-in-Lending Act (15 U.S.C. 1666i), or to
any similar provisions of State law,

‘‘(C) a payment of internal revenue taxes
(or a payment for internal revenue stamps)
by a person by use of a debit card shall not
be subject to section 908 of the Electronic
Fund Transfer Act (15 U.S.C. 1693f), or to any
similar provisions of State law, if the error
alleged by the person is an error relating to
the underlying tax liability, rather than an
error relating to the debit card account such
as a computational error or numerical trans-
position in the debit card transaction or an
issue as to whether the person authorized
payment by use of the debit card,

‘‘(D) the term ‘creditor’ under section 103(f)
of the Truth-in-Lending Act (15 U.S.C.

1602(f)) shall not include the Secretary with
respect to credit card transactions in pay-
ment of internal revenue taxes (or payment
for internal revenue stamps), and

‘‘(E) notwithstanding any other provision
of law to the contrary, in the case of pay-
ment made by credit card or debit card
transaction of an amount owed to a person
as the result of the correction of an error
under section 161 of the Truth-in-Lending
Act (15 U.S.C. 1666) or section 908 of the Elec-
tronic Fund Transfer Act (15 U.S.C. 1693f),
the Secretary is authorized to provide such
amount to such person as a credit to that
person’s credit card or debit card account
through the applicable credit card or debit
card system.

‘‘(e) CONFIDENTIALITY OF INFORMATION.—
‘‘(1) IN GENERAL.—Except as otherwise au-

thorized by this subsection, no person may
use or disclose any information relating to
credit or debit card transactions obtained
pursuant to section 6103(k)(8) other than for
purposes directly related to the processing of
such transactions, or the billing or collec-
tion of amounts charged or debited pursuant
thereto.

‘‘(2) EXCEPTIONS.—
‘‘(A) Debit or credit card issuers or others

acting on behalf of such issuers may also use
and disclose such information for purposes
directly related to servicing an issuer’s ac-
counts.

‘‘(B) Debit or credit card issuers or others
directly involved in the processing of credit
or debit card transactions or the billing or
collection of amounts charged or debited
thereto may also use and disclose such infor-
mation for purposes directly related to—

‘‘(i) statistical risk and profitability as-
sessment;

‘‘(ii) transferring receivables, accounts, or
interest therein;

‘‘(iii) auditing the account information;
‘‘(iv) complying with Federal, State, or

local law; and
‘‘(v) properly authorized civil, criminal, or

regulatory investigation by Federal, State,
or local authorities.

‘‘(3) PROCEDURES.—Use and disclosure of in-
formation under this paragraph shall be
made only to the extent authorized by writ-
ten procedures promulgated by the Sec-
retary.

‘‘(4) CROSS REFERENCE.—
‘‘For provision providing for civil damages

for violation of paragraph (1), see section
7431.’’.

(b) SEPARATE APPROPRIATION REQUIRED FOR
PAYMENT OF CREDIT CARD FEES.—No amount
may be paid by the United States to a credit
card issuer for the right to receive payments
of internal revenue taxes by credit card
without a separate appropriation therefor.

(c) CLERICAL AMENDMENT.—The table of
sections for subchapter B of chapter 64 is
amended by striking the item relating to
section 6311 and inserting the following:

‘‘Sec. 6311. Payment of tax by commercially
acceptable means.’’.

(d) AMENDMENTS TO SECTIONS 6103 AND 7431
WITH RESPECT TO DISCLOSURE AUTHORIZA-
TION.—

(1) Subsection (k) of section 6103 (relating
to confidentiality and disclosure of returns
and return information) is amended by add-
ing at the end the following new paragraph:

‘‘(8) DISCLOSURE OF INFORMATION TO ADMIN-
ISTER SECTION 6311.—The Secretary may dis-
close returns or return information to finan-
cial institutions and others to the extent the
Secretary deems necessary for the adminis-
tration of section 6311. Disclosures of infor-
mation for purposes other than to accept
payments by checks or money orders shall be
made only to the extent authorized by writ-

ten procedures promulgated by the Sec-
retary.’’.

(2) Section 7431 (relating to civil damages
for unauthorized disclosure of returns and
return information) is amended by adding at
the end the following new subsection:

‘‘(g) SPECIAL RULE FOR INFORMATION OB-
TAINED UNDER SECTION 6103(k)(8).—For pur-
poses of this section, any reference to sec-
tion 6103 shall be treated as including a ref-
erence to section 6311(e).’’.

(3) Section 6103(p)(3)(A) is amended by
striking ‘‘or (6)’’ and inserting ‘‘(6), or (8)’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
day 9 months after the date of the enactment
of this Act.
Subtitle B—Provisions Relating to Businesses

Generally
SEC. 1211. MODIFICATIONS TO LOOK-BACK METH-

OD FOR LONG-TERM CONTRACTS.
(a) LOOK-BACK METHOD NOT TO APPLY IN

CERTAIN CASES.—Subsection (b) of section
460 (relating to percentage of completion
method) is amended by adding at the end the
following new paragraph:

‘‘(6) ELECTION TO HAVE LOOK-BACK METHOD
NOT APPLY IN DE MINIMIS CASES.—

‘‘(A) AMOUNTS TAKEN INTO ACCOUNT AFTER
COMPLETION OF CONTRACT.—Paragraph (1)(B)
shall not apply with respect to any taxable
year (beginning after the taxable year in
which the contract is completed) if—

‘‘(i) the cumulative taxable income (or
loss) under the contract as of the close of
such taxable year, is within

‘‘(ii) 10 percent of the cumulative look-
back taxable income (or loss) under the con-
tract as of the close of the most recent tax-
able year to which paragraph (1)(B) applied
(or would have applied but for subparagraph
(B)).

‘‘(B) DE MINIMIS DISCREPANCIES.—Para-
graph (1)(B) shall not apply in any case to
which it would otherwise apply if—

‘‘(i) the cumulative taxable income (or
loss) under the contract as of the close of
each prior contract year, is within

‘‘(ii) 10 percent of the cumulative look-
back income (or loss) under the contract as
of the close of such prior contract year.

‘‘(C) DEFINITIONS.—For purposes of this
paragraph—

‘‘(i) CONTRACT YEAR.—The term ‘contract
year’ means any taxable year for which in-
come is taken into account under the con-
tract.

‘‘(ii) LOOK-BACK INCOME OR LOSS.—The look-
back income (or loss) is the amount which
would be the taxable income (or loss) under
the contract if the allocation method set
forth in paragraph (2)(A) were used in deter-
mining taxable income.

‘‘(iii) DISCOUNTING NOT APPLICABLE.—The
amounts taken into account after the com-
pletion of the contract shall be determined
without regard to any discounting under the
2nd sentence of paragraph (2).

‘‘(D) CONTRACTS TO WHICH PARAGRAPH AP-
PLIES.—This paragraph shall only apply if
the taxpayer makes an election under this
subparagraph. Unless revoked with the con-
sent of the Secretary, such an election shall
apply to all long-term contracts completed
during the taxable year for which election is
made or during any subsequent taxable
year.’’.

(b) MODIFICATION OF INTEREST RATE.—
(1) IN GENERAL.—Subparagraph (C) of sec-

tion 460(b)(2) is amended by striking ‘‘the
overpayment rate established by section
6621’’ and inserting ‘‘the adjusted overpay-
ment rate (as defined in paragraph (7))’’.

(2) ADJUSTED OVERPAYMENT RATE.—Sub-
section (b) of section 460 is amended by add-
ing at the end the following new paragraph:

‘‘(7) ADJUSTED OVERPAYMENT RATE.—
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‘‘(A) IN GENERAL.—The adjusted overpay-

ment rate for any interest accrual period is
the overpayment rate in effect under section
6621 for the calendar quarter in which such
interest accrual period begins.

‘‘(B) INTEREST ACCRUAL PERIOD.—For pur-
poses of subparagraph (A), the term ‘interest
accrual period’ means the period—

‘‘(i) beginning on the day after the return
due date for any taxable year of the tax-
payer, and

‘‘(ii) ending on the return due date for the
following taxable year.

For purposes of the preceding sentence, the
term ‘return due date’ means the date pre-
scribed for filing the return of the tax im-
posed by this chapter (determined without
regard to extensions).’’.

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to contracts completed in
taxable years ending after the date of the en-
actment of this Act.

(2) SUBSECTION (b).—The amendments made
by subsection (b) shall apply for purposes of
section 167(g) of the Internal Revenue Code
of 1986 to property placed in service after
September 13, 1995.
SEC. 1212. MINIMUM TAX TREATMENT OF CER-

TAIN PROPERTY AND CASUALTY IN-
SURANCE COMPANIES.

(a) IN GENERAL.—Clause (i) of section
56(g)(4)(B) (relating to inclusion of items in-
cluded for purposes of computing earnings
and profits) is amended by adding at the end
the following new sentence: ‘‘In the case of
any insurance company taxable under sec-
tion 831(b), this clause shall not apply to any
amount not described in section 834(b).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1997.

Subtitle C—Simplification Relating to
Electing Large Partnerships

PART I—GENERAL PROVISIONS
SEC. 1221. SIMPLIFIED FLOW-THROUGH FOR

ELECTING LARGE PARTNERSHIPS.
(a) GENERAL RULE.—Subchapter K (relat-

ing to partners and partnerships) is amended
by adding at the end the following new part:
‘‘PART IV—SPECIAL RULES FOR ELECTING

LARGE PARTNERSHIPS
‘‘Sec. 771. Application of subchapter to elect-

ing large partnerships.

‘‘Sec. 772. Simplified flow-through.

‘‘Sec. 773. Computations at partnership level.

‘‘Sec. 774. Other modifications.

‘‘Sec. 775. Electing large partnership defined.

‘‘Sec. 776. Special rules for partnerships hold-
ing oil and gas properties.

‘‘Sec. 777. Regulations.
‘‘SEC. 771. APPLICATION OF SUBCHAPTER TO

ELECTING LARGE PARTNERSHIPS.
‘‘The preceding provisions of this sub-

chapter to the extent inconsistent with the
provisions of this part shall not apply to an
electing large partnership and its partners.
‘‘SEC. 772. SIMPLIFIED FLOW-THROUGH.

‘‘(a) GENERAL RULE.—In determining the
income tax of a partner of an electing large
partnership, such partner shall take into ac-
count separately such partner’s distributive
share of the partnership’s—

‘‘(1) taxable income or loss from passive
loss limitation activities,

‘‘(2) taxable income or loss from other ac-
tivities,

‘‘(3) net capital gain (or net capital loss)—
‘‘(A) to the extent allocable to passive loss

limitation activities, and
‘‘(B) to the extent allocable to other activi-

ties,
‘‘(4) tax-exempt interest,

‘‘(5) applicable net AMT adjustment sepa-
rately computed for—

‘‘(A) passive loss limitation activities, and
‘‘(B) other activities,
‘‘(6) general credits,
‘‘(7) low-income housing credit determined

under section 42,
‘‘(8) rehabilitation credit determined under

section 47,
‘‘(9) foreign income taxes,
‘‘(10) the credit allowable under section 29,

and
‘‘(11) other items to the extent that the

Secretary determines that the separate
treatment of such items is appropriate.

‘‘(b) SEPARATE COMPUTATIONS.—In deter-
mining the amounts required under sub-
section (a) to be separately taken into ac-
count by any partner, this section and sec-
tion 773 shall be applied separately with re-
spect to such partner by taking into account
such partner’s distributive share of the items
of income, gain, loss, deduction, or credit of
the partnership.

‘‘(c) TREATMENT AT PARTNER LEVEL.—
‘‘(1) IN GENERAL.—Except as provided in

this subsection, rules similar to the rules of
section 702(b) shall apply to any partner’s
distributive share of the amounts referred to
in subsection (a).

‘‘(2) INCOME OR LOSS FROM PASSIVE LOSS
LIMITATION ACTIVITIES.—For purposes of this
chapter, any partner’s distributive share of
any income or loss described in subsection
(a)(1) shall be treated as an item of income
or loss (as the case may be) from the conduct
of a trade or business which is a single pas-
sive activity (as defined in section 469). A
similar rule shall apply to a partner’s dis-
tributive share of amounts referred to in
paragraphs (3)(A) and (5)(A) of subsection (a).

‘‘(3) INCOME OR LOSS FROM OTHER ACTIVI-
TIES.—

‘‘(A) IN GENERAL.—For purposes of this
chapter, any partner’s distributive share of
any income or loss described in subsection
(a)(2) shall be treated as an item of income
or expense (as the case may be) with respect
to property held for investment.

‘‘(B) DEDUCTIONS FOR LOSS NOT SUBJECT TO
SECTION 67.—The deduction under section 212
for any loss described in subparagraph (A)
shall not be treated as a miscellaneous item-
ized deduction for purposes of section 67.

‘‘(4) TREATMENT OF NET CAPITAL GAIN OR
LOSS.—For purposes of this chapter, any
partner’s distributive share of any gain or
loss described in subsection (a)(3) shall be
treated as a long-term capital gain or loss,
as the case may be.

‘‘(5) MINIMUM TAX TREATMENT.—In deter-
mining the alternative minimum taxable in-
come of any partner, such partner’s distribu-
tive share of any applicable net AMT adjust-
ment shall be taken into account in lieu of
making the separate adjustments provided in
sections 56, 57, and 58 with respect to the
items of the partnership. Except as provided
in regulations, the applicable net AMT ad-
justment shall be treated, for purposes of
section 53, as an adjustment or item of tax
preference not specified in section
53(d)(1)(B)(ii).

‘‘(6) GENERAL CREDITS.—A partner’s dis-
tributive share of the amount referred to in
paragraph (6) of subsection (a) shall be taken
into account as a current year business cred-
it.

‘‘(d) OPERATING RULES.—For purposes of
this section—

‘‘(1) PASSIVE LOSS LIMITATION ACTIVITY.—
The term ‘passive loss limitation activity’
means—

‘‘(A) any activity which involves the con-
duct of a trade or business, and

‘‘(B) any rental activity.

For purposes of the preceding sentence, the
term ‘trade or business’ includes any activ-

ity treated as a trade or business under para-
graph (5) or (6) of section 469(c).

‘‘(2) TAX-EXEMPT INTEREST.—The term ‘tax-
exempt interest’ means interest excludable
from gross income under section 103.

‘‘(3) APPLICABLE NET AMT ADJUSTMENT.—
‘‘(A) IN GENERAL.—The applicable net AMT

adjustment is—
‘‘(i) with respect to taxpayers other than

corporations, the net adjustment determined
by using the adjustments applicable to indi-
viduals, and

‘‘(ii) with respect to corporations, the net
adjustment determined by using the adjust-
ments applicable to corporations.

‘‘(B) NET ADJUSTMENT.—The term ‘net ad-
justment’ means the net adjustment in the
items attributable to passive loss activities
or other activities (as the case may be)
which would result if such items were deter-
mined with the adjustments of sections 56,
57, and 58.

‘‘(4) TREATMENT OF CERTAIN SEPARATELY
STATED ITEMS.—

‘‘(A) EXCLUSION FOR CERTAIN PURPOSES.—In
determining the amounts referred to in para-
graphs (1) and (2) of subsection (a), any net
capital gain or net capital loss (as the case
may be), and any item referred to in sub-
section (a)(11), shall be excluded.

‘‘(B) ALLOCATION RULES.—The net capital
gain shall be treated—

‘‘(i) as allocable to passive loss limitation
activities to the extent the net capital gain
does not exceed the net capital gain deter-
mined by only taking into account gains and
losses from sales and exchanges of property
used in connection with such activities, and

‘‘(ii) as allocable to other activities to the
extent such gain exceeds the amount allo-
cated under clause (i).
A similar rule shall apply for purposes of al-
locating any net capital loss.

‘‘(C) NET CAPITAL LOSS.—The term ‘net cap-
ital loss’ means the excess of the losses from
sales or exchanges of capital assets over the
gains from sales or exchange of capital as-
sets.

‘‘(5) GENERAL CREDITS.—The term ‘general
credits’ means any credit other than the low-
income housing credit, the rehabilitation
credit, the foreign tax credit, and the credit
allowable under section 29.

‘‘(6) FOREIGN INCOME TAXES.—The term ‘for-
eign income taxes’ means taxes described in
section 901 which are paid or accrued to for-
eign countries and to possessions of the
United States.

‘‘(e) SPECIAL RULE FOR UNRELATED BUSI-
NESS TAX.—In the case of a partner which is
an organization subject to tax under section
511, such partner’s distributive share of any
items shall be taken into account separately
to the extent necessary to comply with the
provisions of section 512(c)(1).

‘‘(f) SPECIAL RULES FOR APPLYING PASSIVE
LOSS LIMITATIONS.—If any person holds an
interest in an electing large partnership
other than as a limited partner—

‘‘(1) paragraph (2) of subsection (c) shall
not apply to such partner, and

‘‘(2) such partner’s distributive share of the
partnership items allocable to passive loss
limitation activities shall be taken into ac-
count separately to the extent necessary to
comply with the provisions of section 469.
The preceding sentence shall not apply to
any items allocable to an interest held as a
limited partner.
‘‘SEC. 773. COMPUTATIONS AT PARTNERSHIP

LEVEL.
‘‘(a) GENERAL RULE.—
‘‘(1) TAXABLE INCOME.—The taxable income

of an electing large partnership shall be
computed in the same manner as in the case
of an individual except that—

‘‘(A) the items described in section 772(a)
shall be separately stated, and
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‘‘(B) the modifications of subsection (b)

shall apply.
‘‘(2) ELECTIONS.—All elections affecting the

computation of the taxable income of an
electing large partnership or the computa-
tion of any credit of an electing large part-
nership shall be made by the partnership; ex-
cept that the election under section 901, and
any election under section 108, shall be made
by each partner separately.

‘‘(3) LIMITATIONS, ETC.—
‘‘(A) IN GENERAL.—Except as provided in

subparagraph (B), all limitations and other
provisions affecting the computation of the
taxable income of an electing large partner-
ship or the computation of any credit of an
electing large partnership shall be applied at
the partnership level (and not at the partner
level).

‘‘(B) CERTAIN LIMITATIONS APPLIED AT PART-
NER LEVEL.—The following provisions shall
be applied at the partner level (and not at
the partnership level):

‘‘(i) Section 68 (relating to overall limita-
tion on itemized deductions).

‘‘(ii) Sections 49 and 465 (relating to at risk
limitations).

‘‘(iii) Section 469 (relating to limitation on
passive activity losses and credits).

‘‘(iv) Any other provision specified in regu-
lations.

‘‘(4) COORDINATION WITH OTHER PROVI-
SIONS.—Paragraphs (2) and (3) shall apply
notwithstanding any other provision of this
chapter other than this part.

‘‘(b) MODIFICATIONS TO DETERMINATION OF
TAXABLE INCOME.—In determining the tax-
able income of an electing large partner-
ship—

‘‘(1) CERTAIN DEDUCTIONS NOT ALLOWED.—
The following deductions shall not be al-
lowed:

‘‘(A) The deduction for personal exemp-
tions provided in section 151.

‘‘(B) The net operating loss deduction pro-
vided in section 172.

‘‘(C) The additional itemized deductions
for individuals provided in part VII of sub-
chapter B (other than section 212 thereof).

‘‘(2) CHARITABLE DEDUCTIONS.—In determin-
ing the amount allowable under section 170,
the limitation of section 170(b)(2) shall
apply.

‘‘(3) COORDINATION WITH SECTION 67.—In lieu
of applying section 67, 70 percent of the
amount of the miscellaneous itemized deduc-
tions shall be disallowed.

‘‘(c) SPECIAL RULES FOR INCOME FROM DIS-
CHARGE OF INDEBTEDNESS.—If an electing
large partnership has income from the dis-
charge of any indebtedness—

‘‘(1) such income shall be excluded in de-
termining the amounts referred to in section
772(a), and

‘‘(2) in determining the income tax of any
partner of such partnership—

‘‘(A) such income shall be treated as an
item required to be separately taken into ac-
count under section 772(a), and

‘‘(B) the provisions of section 108 shall be
applied without regard to this part.
‘‘SEC. 774. OTHER MODIFICATIONS.

‘‘(a) TREATMENT OF CERTAIN OPTIONAL AD-
JUSTMENTS, ETC.—In the case of an electing
large partnership—

‘‘(1) computations under section 773 shall
be made without regard to any adjustment
under section 743(b) or 108(b), but

‘‘(2) a partner’s distributive share of any
amount referred to in section 772(a) shall be
appropriately adjusted to take into account
any adjustment under section 743(b) or 108(b)
with respect to such partner.

‘‘(b) CREDIT RECAPTURE DETERMINED AT
PARTNERSHIP LEVEL.—

‘‘(1) IN GENERAL.—In the case of an electing
large partnership—

‘‘(A) any credit recapture shall be taken
into account by the partnership, and

‘‘(B) the amount of such recapture shall be
determined as if the credit with respect to
which the recapture is made had been fully
utilized to reduce tax.

‘‘(2) METHOD OF TAKING RECAPTURE INTO AC-
COUNT.—An electing large partnership shall
take into account a credit recapture by re-
ducing the amount of the appropriate cur-
rent year credit to the extent thereof, and if
such recapture exceeds the amount of such
current year credit, the partnership shall be
liable to pay such excess.

‘‘(3) DISPOSITIONS NOT TO TRIGGER RECAP-
TURE.—No credit recapture shall be required
by reason of any transfer of an interest in an
electing large partnership.

‘‘(4) CREDIT RECAPTURE.—For purposes of
this subsection, the term ‘credit recapture’
means any increase in tax under section 42(j)
or 50(a).

‘‘(c) PARTNERSHIP NOT TERMINATED BY REA-
SON OF CHANGE IN OWNERSHIP.—Subparagraph
(B) of section 708(b)(1) shall not apply to an
electing large partnership.

‘‘(d) PARTNERSHIP ENTITLED TO CERTAIN
CREDITS.—The following shall be allowed to
an electing large partnership and shall not
be taken into account by the partners of
such partnership:

‘‘(1) The credit provided by section 34.
‘‘(2) Any credit or refund under section

852(b)(3)(D).
‘‘(e) TREATMENT OF REMIC RESIDUALS.—

For purposes of applying section 860E(e)(6) to
any electing large partnership—

‘‘(1) all interests in such partnership shall
be treated as held by disqualified organiza-
tions,

‘‘(2) in lieu of applying subparagraph (C) of
section 860E(e)(6), the amount subject to tax
under section 860E(e)(6) shall be excluded
from the gross income of such partnership,
and

‘‘(3) subparagraph (D) of section 860E(e)(6)
shall not apply.

‘‘(f) SPECIAL RULES FOR APPLYING CERTAIN
INSTALLMENT SALE RULES.—In the case of an
electing large partnership—

‘‘(1) the provisions of sections 453(l)(3) and
453A shall be applied at the partnership
level, and

‘‘(2) in determining the amount of interest
payable under such sections, such partner-
ship shall be treated as subject to tax under
this chapter at the highest rate of tax in ef-
fect under section 1 or 11.
‘‘SEC. 775. ELECTING LARGE PARTNERSHIP DE-

FINED.
‘‘(a) GENERAL RULE.—For purposes of this

part—
‘‘(1) IN GENERAL.—The term ‘electing large

partnership’ means, with respect to any
partnership taxable year, any partnership
if—

‘‘(A) the number of persons who were part-
ners in such partnership in the preceding
partnership taxable year equaled or exceeded
100, and

‘‘(B) such partnership elects the applica-
tion of this part.

To the extent provided in regulations, a
partnership shall cease to be treated as an
electing large partnership for any partner-
ship taxable year if in such taxable year
fewer than 100 persons were partners in such
partnership.

‘‘(2) ELECTION.—The election under this
subsection shall apply to the taxable year for
which made and all subsequent taxable years
unless revoked with the consent of the Sec-
retary.

‘‘(b) SPECIAL RULES FOR CERTAIN SERVICE
PARTNERSHIPS.—

‘‘(1) CERTAIN PARTNERS NOT COUNTED.—For
purposes of this section, the term ‘partner’

does not include any individual performing
substantial services in connection with the
activities of the partnership and holding an
interest in such partnership, or an individual
who formerly performed substantial services
in connection with such activities and who
held an interest in such partnership at the
time the individual performed such services.

‘‘(2) EXCLUSION.—For purposes of this part,
an election under subsection (a) shall not be
effective with respect to any partnership if
substantially all the partners of such part-
nership—

‘‘(A) are individuals performing substantial
services in connection with the activities of
such partnership or are personal service cor-
porations (as defined in section 269A(b)) the
owner-employees (as defined in section
269A(b)) of which perform such substantial
services,

‘‘(B) are retired partners who had per-
formed such substantial services, or

‘‘(C) are spouses of partners who are per-
forming (or had previously performed) such
substantial services.

‘‘(3) SPECIAL RULE FOR LOWER TIER PART-
NERSHIPS.—For purposes of this subsection,
the activities of a partnership shall include
the activities of any other partnership in
which the partnership owns directly an in-
terest in the capital and profits of at least 80
percent.

‘‘(c) EXCLUSION OF COMMODITY POOLS.—For
purposes of this part, an election under sub-
section (a) shall not be effective with respect
to any partnership the principal activity of
which is the buying and selling of commod-
ities (not described in section 1221(1)), or op-
tions, futures, or forwards with respect to
such commodities.

‘‘(d) SECRETARY MAY RELY ON TREATMENT
ON RETURN.—If, on the partnership return of
any partnership, such partnership is treated
as an electing large partnership, such treat-
ment shall be binding on such partnership
and all partners of such partnership but not
on the Secretary.
‘‘SEC. 776. SPECIAL RULES FOR PARTNERSHIPS

HOLDING OIL AND GAS PROPERTIES.
‘‘(a) COMPUTATION OF PERCENTAGE DEPLE-

TION.—In the case of an electing large part-
nership, except as provided in subsection
(b)—

‘‘(1) the allowance for depletion under sec-
tion 611 with respect to any partnership oil
or gas property shall be computed at the
partnership level without regard to any pro-
vision of section 613A requiring such allow-
ance to be computed separately by each part-
ner,

‘‘(2) such allowance shall be determined
without regard to the provisions of section
613A(c) limiting the amount of production
for which percentage depletion is allowable
and without regard to paragraph (1) of sec-
tion 613A(d), and

‘‘(3) paragraph (3) of section 705(a) shall not
apply.

‘‘(b) TREATMENT OF CERTAIN PARTNERS.—
‘‘(1) IN GENERAL.—In the case of a disquali-

fied person, the treatment under this chapter
of such person’s distributive share of any
item of income, gain, loss, deduction, or
credit attributable to any partnership oil or
gas property shall be determined without re-
gard to this part. Such person’s distributive
share of any such items shall be excluded for
purposes of making determinations under
sections 772 and 773.

‘‘(2) DISQUALIFIED PERSON.—For purposes of
paragraph (1), the term ‘disqualified person’
means, with respect to any partnership tax-
able year—

‘‘(A) any person referred to in paragraph
(2) or (4) of section 613A(d) for such person’s
taxable year in which such partnership tax-
able year ends, and
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‘‘(B) any other person if such person’s aver-

age daily production of domestic crude oil
and natural gas for such person’s taxable
year in which such partnership taxable year
ends exceeds 500 barrels.

‘‘(3) AVERAGE DAILY PRODUCTION.—For pur-
poses of paragraph (2), a person’s average
daily production of domestic crude oil and
natural gas for any taxable year shall be
computed as provided in section 613A(c)(2)—

‘‘(A) by taking into account all production
of domestic crude oil and natural gas (in-
cluding such person’s proportionate share of
any production of a partnership),

‘‘(B) by treating 6,000 cubic feet of natural
gas as a barrel of crude oil, and

‘‘(C) by treating as 1 person all persons
treated as 1 taxpayer under section 613A(c)(8)
or among whom allocations are required
under such section.
‘‘SEC. 777. REGULATIONS.

‘‘The Secretary shall prescribe such regu-
lations as may be appropriate to carry out
the purposes of this part.’’.

(b) CLERICAL AMENDMENT.—The table of
parts for subchapter K of chapter 1 is amend-
ed by adding at the end the following new
item:

‘‘Part IV. Special rules for electing large
partnerships.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to partner-
ship taxable years beginning after December
31, 1997.
SEC. 1222. SIMPLIFIED AUDIT PROCEDURES FOR

ELECTING LARGE PARTNERSHIPS.
(a) GENERAL RULE.—Chapter 63 is amended

by adding at the end thereof the following
new subchapter:
‘‘Subchapter D—Treatment of electing large

partnerships
‘‘Part I. Treatment of partnership items and

adjustments.
‘‘Part II. Partnership level adjustments.
‘‘Part III. Definitions and special rules.

‘‘PART I—TREATMENT OF PARTNERSHIP
ITEMS AND ADJUSTMENTS

‘‘Sec. 6240. Application of subchapter.
‘‘Sec. 6241. Partner’s return must be consist-

ent with partnership return.
‘‘Sec. 6242. Procedures for taking partnership

adjustments into account.
‘‘SEC. 6240. APPLICATION OF SUBCHAPTER.

‘‘(a) GENERAL RULE.—This subchapter shall
only apply to electing large partnerships and
partners in such partnerships.

‘‘(b) COORDINATION WITH OTHER PARTNER-
SHIP AUDIT PROCEDURES.—

‘‘(1) IN GENERAL.—Subchapter C of this
chapter shall not apply to any electing large
partnership other than in its capacity as a
partner in another partnership which is not
an electing large partnership.

‘‘(2) TREATMENT WHERE PARTNER IN OTHER
PARTNERSHIP.—If an electing large partner-
ship is a partner in another partnership
which is not an electing large partnership—

‘‘(A) subchapter C of this chapter shall
apply to items of such electing large partner-
ship which are partnership items with re-
spect to such other partnership, but

‘‘(B) any adjustment under such sub-
chapter C shall be taken into account in the
manner provided by section 6242.
‘‘SEC. 6241. PARTNER’S RETURN MUST BE CON-

SISTENT WITH PARTNERSHIP RE-
TURN.

‘‘(a) GENERAL RULE.—A partner of any
electing large partnership shall, on the part-
ner’s return, treat each partnership item at-
tributable to such partnership in a manner
which is consistent with the treatment of
such partnership item on the partnership re-
turn.

‘‘(b) UNDERPAYMENT DUE TO INCONSISTENT
TREATMENT ASSESSED AS MATH ERROR.—Any
underpayment of tax by a partner by reason
of failing to comply with the requirements of
subsection (a) shall be assessed and collected
in the same manner as if such underpayment
were on account of a mathematical or cleri-
cal error appearing on the partner’s return.
Paragraph (2) of section 6213(b) shall not
apply to any assessment of an underpayment
referred to in the preceding sentence.

‘‘(c) ADJUSTMENTS NOT TO AFFECT PRIOR
YEAR OF PARTNERS.—

‘‘(1) IN GENERAL.—Except as provided in
paragraph (2), subsections (a) and (b) shall
apply without regard to any adjustment to
the partnership item under part II.

‘‘(2) CERTAIN CHANGES IN DISTRIBUTIVE
SHARE TAKEN INTO ACCOUNT BY PARTNER.—

‘‘(A) IN GENERAL.—To the extent that any
adjustment under part II involves a change
under section 704 in a partner’s distributive
share of the amount of any partnership item
shown on the partnership return, such ad-
justment shall be taken into account in ap-
plying this title to such partner for the part-
ner’s taxable year for which such item was
required to be taken into account.

‘‘(B) COORDINATION WITH DEFICIENCY PROCE-
DURES.—

‘‘(i) IN GENERAL.—Subchapter B shall not
apply to the assessment or collection of any
underpayment of tax attributable to an ad-
justment referred to in subparagraph (A).

‘‘(ii) ADJUSTMENT NOT PRECLUDED.—Not-
withstanding any other law or rule of law,
nothing in subchapter B (or in any proceed-
ing under subchapter B) shall preclude the
assessment or collection of any underpay-
ment of tax (or the allowance of any credit
or refund of any overpayment of tax) attrib-
utable to an adjustment referred to in sub-
paragraph (A) and such assessment or collec-
tion or allowance (or any notice thereof)
shall not preclude any notice, proceeding, or
determination under subchapter B.

‘‘(C) PERIOD OF LIMITATIONS.—The period
for—

‘‘(i) assessing any underpayment of tax, or
‘‘(ii) filing a claim for credit or refund of

any overpayment of tax,

attributable to an adjustment referred to in
subparagraph (A) shall not expire before the
close of the period prescribed by section 6248
for making adjustments with respect to the
partnership taxable year involved.

‘‘(D) TIERED STRUCTURES.—If the partner
referred to in subparagraph (A) is another
partnership or an S corporation, the rules of
this paragraph shall also apply to persons
holding interests in such partnership or S
corporation (as the case may be); except
that, if such partner is an electing large
partnership, the adjustment referred to in
subparagraph (A) shall be taken into account
in the manner provided by section 6242.

‘‘(d) ADDITION TO TAX FOR FAILURE TO COM-
PLY WITH SECTION.—

‘‘For addition to tax in case of partner’s dis-
regard of requirements of this section, see
part II of subchapter A of chapter 68.
‘‘SEC. 6242. PROCEDURES FOR TAKING PARTNER-

SHIP ADJUSTMENTS INTO ACCOUNT.
‘‘(a) ADJUSTMENTS FLOW THROUGH TO

PARTNERS FOR YEAR IN WHICH ADJUSTMENT
TAKES EFFECT.—

‘‘(1) IN GENERAL.—If any partnership ad-
justment with respect to any partnership
item takes effect (within the meaning of sub-
section (d)(2)) during any partnership tax-
able year and if an election under paragraph
(2) does not apply to such adjustment, such
adjustment shall be taken into account in
determining the amount of such item for the
partnership taxable year in which such ad-
justment takes effect. In applying this title
to any person who is (directly or indirectly)

a partner in such partnership during such
partnership taxable year, such adjustment
shall be treated as an item actually arising
during such taxable year.

‘‘(2) PARTNERSHIP LIABLE IN CERTAIN
CASES.—If—

‘‘(A) a partnership elects under this para-
graph to not take an adjustment into ac-
count under paragraph (1),

‘‘(B) a partnership does not make such an
election but in filing its return for any part-
nership taxable year fails to take fully into
account any partnership adjustment as re-
quired under paragraph (1), or

‘‘(C) any partnership adjustment involves a
reduction in a credit which exceeds the
amount of such credit determined for the
partnership taxable year in which the adjust-
ment takes effect,
the partnership shall pay to the Secretary an
amount determined by applying the rules of
subsection (b)(4) to the adjustments not so
taken into account and any excess referred
to in subparagraph (C).

‘‘(3) OFFSETTING ADJUSTMENTS TAKEN INTO
ACCOUNT.—If a partnership adjustment re-
quires another adjustment in a taxable year
after the adjusted year and before the part-
nership taxable year in which such partner-
ship adjustment takes effect, such other ad-
justment shall be taken into account under
this subsection for the partnership taxable
year in which such partnership adjustment
takes effect.

‘‘(4) COORDINATION WITH PART II.—Amounts
taken into account under this subsection for
any partnership taxable year shall continue
to be treated as adjustments for the adjusted
year for purposes of determining whether
such amounts may be readjusted under part
II.

‘‘(b) PARTNERSHIP LIABLE FOR INTEREST
AND PENALTIES.—

‘‘(1) IN GENERAL.—If a partnership adjust-
ment takes effect during any partnership
taxable year and such adjustment results in
an imputed underpayment for the adjusted
year, the partnership—

‘‘(A) shall pay to the Secretary interest
computed under paragraph (2), and

‘‘(B) shall be liable for any penalty, addi-
tion to tax, or additional amount as provided
in paragraph (3).

‘‘(2) DETERMINATION OF AMOUNT OF INTER-
EST.—The interest computed under this para-
graph with respect to any partnership ad-
justment is the interest which would be de-
termined under chapter 67—

‘‘(A) on the imputed underpayment deter-
mined under paragraph (4) with respect to
such adjustment,

‘‘(B) for the period beginning on the day
after the return due date for the adjusted
year and ending on the return due date for
the partnership taxable year in which such
adjustment takes effect (or, if earlier, in the
case of any adjustment to which subsection
(a)(2) applies, the date on which the payment
under subsection (a)(2) is made).
Proper adjustments in the amount deter-
mined under the preceding sentence shall be
made for adjustments required for partner-
ship taxable years after the adjusted year
and before the year in which the partnership
adjustment takes effect by reason of such
partnership adjustment.

‘‘(3) PENALTIES.—A partnership shall be
liable for any penalty, addition to tax, or ad-
ditional amount for which it would have
been liable if such partnership had been an
individual subject to tax under chapter 1 for
the adjusted year and the imputed underpay-
ment determined under paragraph (4) were
an actual underpayment (or understatement)
for such year.

‘‘(4) IMPUTED UNDERPAYMENT.—For pur-
poses of this subsection, the imputed under-
payment determined under this paragraph
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with respect to any partnership adjustment
is the underpayment (if any) which would re-
sult—

‘‘(A) by netting all adjustments to items of
income, gain, loss, or deduction and by treat-
ing any net increase in income as an under-
payment equal to the amount of such net in-
crease multiplied by the highest rate of tax
in effect under section 1 or 11 for the ad-
justed year, and

‘‘(B) by taking adjustments to credits into
account as increases or decreases (whichever
is appropriate) in the amount of tax.
For purposes of the preceding sentence, any
net decrease in a loss shall be treated as an
increase in income and a similar rule shall
apply to a net increase in a loss.

‘‘(c) ADMINISTRATIVE PROVISIONS.—
‘‘(1) IN GENERAL.—Any payment required

by subsection (a)(2) or (b)(1)(A)—
‘‘(A) shall be assessed and collected in the

same manner as if it were a tax imposed by
subtitle C, and

‘‘(B) shall be paid on or before the return
due date for the partnership taxable year in
which the partnership adjustment takes ef-
fect.

‘‘(2) INTEREST.—For purposes of determin-
ing interest, any payment required by sub-
section (a)(2) or (b)(1)(A) shall be treated as
an underpayment of tax.

‘‘(3) PENALTIES.—
‘‘(A) IN GENERAL.—In the case of any fail-

ure by any partnership to pay on the date
prescribed therefor any amount required by
subsection (a)(2) or (b)(1)(A), there is hereby
imposed on such partnership a penalty of 10
percent of the underpayment. For purposes
of the preceding sentence, the term ‘under-
payment’ means the excess of any payment
required under this section over the amount
(if any) paid on or before the date prescribed
therefor.

‘‘(B) ACCURACY-RELATED AND FRAUD PEN-
ALTIES MADE APPLICABLE.—For purposes of
part II of subchapter A of chapter 68, any
payment required by subsection (a)(2) shall
be treated as an underpayment of tax.

‘‘(d) DEFINITIONS AND SPECIAL RULES.—For
purposes of this section—

‘‘(1) PARTNERSHIP ADJUSTMENT.—The term
‘partnership adjustment’ means any adjust-
ment in the amount of any partnership item
of an electing large partnership.

‘‘(2) WHEN ADJUSTMENT TAKES EFFECT.—A
partnership adjustment takes effect—

‘‘(A) in the case of an adjustment pursuant
to the decision of a court in a proceeding
brought under part II, when such decision be-
comes final,

‘‘(B) in the case of an adjustment pursuant
to any administrative adjustment request
under section 6251, when such adjustment is
allowed by the Secretary, or

‘‘(C) in any other case, when such adjust-
ment is made.

‘‘(3) ADJUSTED YEAR.—The term ‘adjusted
year’ means the partnership taxable year to
which the item being adjusted relates.

‘‘(4) RETURN DUE DATE.—The term ‘return
due date’ means, with respect to any taxable
year, the date prescribed for filing the part-
nership return for such taxable year (deter-
mined without regard to extensions).

‘‘(5) ADJUSTMENTS INVOLVING CHANGES IN
CHARACTER.—Under regulations, appropriate
adjustments in the application of this sec-
tion shall be made for purposes of taking
into account partnership adjustments which
involve a change in the character of any
item of income, gain, loss, or deduction.

‘‘(e) PAYMENTS NONDEDUCTIBLE.—No deduc-
tion shall be allowed under subtitle A for
any payment required to be made by an
electing large partnership under this section.

‘‘PART II—PARTNERSHIP LEVEL
ADJUSTMENTS

‘‘Subpart A. Adjustments by Secretary.

‘‘Subpart B. Claims for adjustments by part-
nership.

‘‘Subpart A—Adjustments by Secretary
‘‘Sec. 6245. Secretarial authority.
‘‘Sec. 6246. Restrictions on partnership ad-

justments.
‘‘Sec. 6247. Judicial review of partnership

adjustment.
‘‘Sec. 6248. Period of limitations for making

adjustments.
‘‘SEC. 6245. SECRETARIAL AUTHORITY.

‘‘(a) GENERAL RULE.—The Secretary is au-
thorized and directed to make adjustments
at the partnership level in any partnership
item to the extent necessary to have such
item be treated in the manner required.

‘‘(b) NOTICE OF PARTNERSHIP ADJUST-
MENT.—

‘‘(1) IN GENERAL.—If the Secretary deter-
mines that a partnership adjustment is re-
quired, the Secretary is authorized to send
notice of such adjustment to the partnership
by certified mail or registered mail. Such no-
tice shall be sufficient if mailed to the part-
nership at its last known address even if the
partnership has terminated its existence.

‘‘(2) FURTHER NOTICES RESTRICTED.—If the
Secretary mails a notice of a partnership ad-
justment to any partnership for any partner-
ship taxable year and the partnership files a
petition under section 6247 with respect to
such notice, in the absence of a showing of
fraud, malfeasance, or misrepresentation of
a material fact, the Secretary shall not mail
another such notice to such partnership with
respect to such taxable year.

‘‘(3) AUTHORITY TO RESCIND NOTICE WITH
PARTNERSHIP CONSENT.—The Secretary may,
with the consent of the partnership, rescind
any notice of a partnership adjustment
mailed to such partnership. Any notice so re-
scinded shall not be treated as a notice of a
partnership adjustment, for purposes of this
section, section 6246, and section 6247, and
the taxpayer shall have no right to bring a
proceeding under section 6247 with respect to
such notice. Nothing in this subsection shall
affect any suspension of the running of any
period of limitations during any period dur-
ing which the rescinded notice was outstand-
ing.
‘‘SEC. 6246. RESTRICTIONS ON PARTNERSHIP AD-

JUSTMENTS.
‘‘(a) GENERAL RULE.—Except as otherwise

provided in this chapter, no adjustment to
any partnership item may be made (and no
levy or proceeding in any court for the col-
lection of any amount resulting from such
adjustment may be made, begun or pros-
ecuted) before—

‘‘(1) the close of the 90th day after the day
on which a notice of a partnership adjust-
ment was mailed to the partnership, and

‘‘(2) if a petition is filed under section 6247
with respect to such notice, the decision of
the court has become final.

‘‘(b) PREMATURE ACTION MAY BE EN-
JOINED.—Notwithstanding section 7421(a),
any action which violates subsection (a) may
be enjoined in the proper court, including
the Tax Court. The Tax Court shall have no
jurisdiction to enjoin any action under this
subsection unless a timely petition has been
filed under section 6247 and then only in re-
spect of the adjustments that are the subject
of such petition.

‘‘(c) EXCEPTIONS TO RESTRICTIONS ON AD-
JUSTMENTS.—

‘‘(1) ADJUSTMENTS ARISING OUT OF MATH OR
CLERICAL ERRORS.—

‘‘(A) IN GENERAL.—If the partnership is no-
tified that, on account of a mathematical or
clerical error appearing on the partnership
return, an adjustment to a partnership item
is required, rules similar to the rules of para-
graphs (1) and (2) of section 6213(b) shall
apply to such adjustment.

‘‘(B) SPECIAL RULE.—If an electing large
partnership is a partner in another electing
large partnership, any adjustment on ac-
count of such partnership’s failure to comply
with the requirements of section 6241(a) with
respect to its interest in such other partner-
ship shall be treated as an adjustment re-
ferred to in subparagraph (A), except that
paragraph (2) of section 6213(b) shall not
apply to such adjustment.

‘‘(2) PARTNERSHIP MAY WAIVE RESTRIC-
TIONS.—The partnership shall at any time
(whether or not a notice of partnership ad-
justment has been issued) have the right, by
a signed notice in writing filed with the Sec-
retary, to waive the restrictions provided in
subsection (a) on the making of any partner-
ship adjustment.

‘‘(d) LIMIT WHERE NO PROCEEDING BEGUN.—
If no proceeding under section 6247 is begun
with respect to any notice of a partnership
adjustment during the 90-day period de-
scribed in subsection (a), the amount for
which the partnership is liable under section
6242 (and any increase in any partner’s liabil-
ity for tax under chapter 1 by reason of any
adjustment under section 6242(a)) shall not
exceed the amount determined in accordance
with such notice.
‘‘SEC. 6247. JUDICIAL REVIEW OF PARTNERSHIP

ADJUSTMENT.
‘‘(a) GENERAL RULE.—Within 90 days after

the date on which a notice of a partnership
adjustment is mailed to the partnership with
respect to any partnership taxable year, the
partnership may file a petition for a read-
justment of the partnership items for such
taxable year with—

‘‘(1) the Tax Court,
‘‘(2) the district court of the United States

for the district in which the partnership’s
principal place of business is located, or

‘‘(3) the Claims Court.
‘‘(b) JURISDICTIONAL REQUIREMENT FOR

BRINGING ACTION IN DISTRICT COURT OR
CLAIMS COURT.—

‘‘(1) IN GENERAL.—A readjustment petition
under this section may be filed in a district
court of the United States or the Claims
Court only if the partnership filing the peti-
tion deposits with the Secretary, on or be-
fore the date the petition is filed, the
amount for which the partnership would be
liable under section 6242(b) (as of the date of
the filing of the petition) if the partnership
items were adjusted as provided by the no-
tice of partnership adjustment. The court
may by order provide that the jurisdictional
requirements of this paragraph are satisfied
where there has been a good faith attempt to
satisfy such requirement and any shortfall of
the amount required to be deposited is time-
ly corrected.

‘‘(2) INTEREST PAYABLE.—Any amount de-
posited under paragraph (1), while deposited,
shall not be treated as a payment of tax for
purposes of this title (other than chapter 67).

‘‘(c) SCOPE OF JUDICIAL REVIEW.—A court
with which a petition is filed in accordance
with this section shall have jurisdiction to
determine all partnership items of the part-
nership for the partnership taxable year to
which the notice of partnership adjustment
relates and the proper allocation of such
items among the partners (and the applica-
bility of any penalty, addition to tax, or ad-
ditional amount for which the partnership
may be liable under section 6242(b)).

‘‘(d) DETERMINATION OF COURT
REVIEWABLE.—Any determination by a court
under this section shall have the force and
effect of a decision of the Tax Court or a
final judgment or decree of the district court
or the Claims Court, as the case may be, and
shall be reviewable as such. The date of any
such determination shall be treated as being
the date of the court’s order entering the de-
cision.
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‘‘(e) EFFECT OF DECISION DISMISSING AC-

TION.—If an action brought under this sec-
tion is dismissed other than by reason of a
rescission under section 6245(b)(3), the deci-
sion of the court dismissing the action shall
be considered as its decision that the notice
of partnership adjustment is correct, and an
appropriate order shall be entered in the
records of the court.
‘‘SEC. 6248. PERIOD OF LIMITATIONS FOR MAK-

ING ADJUSTMENTS.
‘‘(a) GENERAL RULE.—Except as otherwise

provided in this section, no adjustment
under this subpart to any partnership item
for any partnership taxable year may be
made after the date which is 3 years after
the later of—

‘‘(1) the date on which the partnership re-
turn for such taxable year was filed, or

‘‘(2) the last day for filing such return for
such year (determined without regard to ex-
tensions).

‘‘(b) EXTENSION BY AGREEMENT.—The pe-
riod described in subsection (a) (including an
extension period under this subsection) may
be extended by an agreement entered into by
the Secretary and the partnership before the
expiration of such period.

‘‘(c) SPECIAL RULE IN CASE OF FRAUD,
ETC.—

‘‘(1) FALSE RETURN.—In the case of a false
or fraudulent partnership return with intent
to evade tax, the adjustment may be made at
any time.

‘‘(2) SUBSTANTIAL OMISSION OF INCOME.—If
any partnership omits from gross income an
amount properly includible therein which is
in excess of 25 percent of the amount of gross
income stated in its return, subsection (a)
shall be applied by substituting ‘6 years’ for
‘3 years’.

‘‘(3) NO RETURN.—In the case of a failure by
a partnership to file a return for any taxable
year, the adjustment may be made at any
time.

‘‘(4) RETURN FILED BY SECRETARY.—For pur-
poses of this section, a return executed by
the Secretary under subsection (b) of section
6020 on behalf of the partnership shall not be
treated as a return of the partnership.

‘‘(d) SUSPENSION WHEN SECRETARY MAILS
NOTICE OF ADJUSTMENT.—If notice of a part-
nership adjustment with respect to any tax-
able year is mailed to the partnership, the
running of the period specified in subsection
(a) (as modified by the other provisions of
this section) shall be suspended—

‘‘(1) for the period during which an action
may be brought under section 6247 (and, if a
petition is filed under section 6247 with re-
spect to such notice, until the decision of the
court becomes final), and

‘‘(2) for 1 year thereafter.
‘‘Subpart B—Claims for Adjustments by

Partnership
‘‘Sec. 6251. Administrative adjustment re-

quests.
‘‘Sec. 6252. Judicial review where adminis-

trative adjustment request is
not allowed in full.

‘‘SEC. 6251. ADMINISTRATIVE ADJUSTMENT RE-
QUESTS.

‘‘(a) GENERAL RULE.—A partnership may
file a request for an administrative adjust-
ment of partnership items for any partner-
ship taxable year at any time which is—

‘‘(1) within 3 years after the later of—
‘‘(A) the date on which the partnership re-

turn for such year is filed, or
‘‘(B) the last day for filing the partnership

return for such year (determined without re-
gard to extensions), and

‘‘(2) before the mailing to the partnership
of a notice of a partnership adjustment with
respect to such taxable year.

‘‘(b) SECRETARIAL ACTION.—If a partnership
files an administrative adjustment request

under subsection (a), the Secretary may
allow any part of the requested adjustments.

‘‘(c) SPECIAL RULE IN CASE OF EXTENSION
UNDER SECTION 6248.—If the period described
in section 6248(a) is extended pursuant to an
agreement under section 6248(b), the period
prescribed by subsection (a)(1) shall not ex-
pire before the date 6 months after the expi-
ration of the extension under section 6248(b).
‘‘SEC. 6252. JUDICIAL REVIEW WHERE ADMINIS-

TRATIVE ADJUSTMENT REQUEST IS
NOT ALLOWED IN FULL.

‘‘(a) IN GENERAL.—If any part of an admin-
istrative adjustment request filed under sec-
tion 6251 is not allowed by the Secretary, the
partnership may file a petition for an adjust-
ment with respect to the partnership items
to which such part of the request relates
with—

‘‘(1) the Tax Court,
‘‘(2) the district court of the United States

for the district in which the principal place
of business of the partnership is located, or

‘‘(3) the Claims Court.
‘‘(b) PERIOD FOR FILING PETITION.—A peti-

tion may be filed under subsection (a) with
respect to partnership items for a partner-
ship taxable year only—

‘‘(1) after the expiration of 6 months from
the date of filing of the request under section
6251, and

‘‘(2) before the date which is 2 years after
the date of such request.
The 2-year period set forth in paragraph (2)
shall be extended for such period as may be
agreed upon in writing by the partnership
and the Secretary.

‘‘(c) COORDINATION WITH SUBPART A.—
‘‘(1) NOTICE OF PARTNERSHIP ADJUSTMENT

BEFORE FILING OF PETITION.—No petition may
be filed under this section after the Sec-
retary mails to the partnership a notice of a
partnership adjustment for the partnership
taxable year to which the request under sec-
tion 6251 relates.

‘‘(2) NOTICE OF PARTNERSHIP ADJUSTMENT
AFTER FILING BUT BEFORE HEARING OF PETI-
TION.—If the Secretary mails to the partner-
ship a notice of a partnership adjustment for
the partnership taxable year to which the re-
quest under section 6251 relates after the fil-
ing of a petition under this subsection but
before the hearing of such petition, such pe-
tition shall be treated as an action brought
under section 6247 with respect to such no-
tice, except that subsection (b) of section
6247 shall not apply.

‘‘(3) NOTICE MUST BE BEFORE EXPIRATION OF
STATUTE OF LIMITATIONS.—A notice of a part-
nership adjustment for the partnership tax-
able year shall be taken into account under
paragraphs (1) and (2) only if such notice is
mailed before the expiration of the period
prescribed by section 6248 for making adjust-
ments to partnership items for such taxable
year.

‘‘(d) SCOPE OF JUDICIAL REVIEW.—Except in
the case described in paragraph (2) of sub-
section (c), a court with which a petition is
filed in accordance with this section shall
have jurisdiction to determine only those
partnership items to which the part of the
request under section 6251 not allowed by the
Secretary relates and those items with re-
spect to which the Secretary asserts adjust-
ments as offsets to the adjustments re-
quested by the partnership.

‘‘(e) DETERMINATION OF COURT
REVIEWABLE.—Any determination by a court
under this subsection shall have the force
and effect of a decision of the Tax Court or
a final judgment or decree of the district
court or the Claims Court, as the case may
be, and shall be reviewable as such. The date
of any such determination shall be treated as
being the date of the court’s order entering
the decision.

‘‘PART III—DEFINITIONS AND SPECIAL
RULES

‘‘Sec. 6255. Definitions and special rules.
‘‘SEC. 6255. DEFINITIONS AND SPECIAL RULES.

‘‘(a) DEFINITIONS.—For purposes of this
subchapter—

‘‘(1) ELECTING LARGE PARTNERSHIP.—The
term ‘electing large partnership’ has the
meaning given to such term by section 775.

‘‘(2) PARTNERSHIP ITEM.—The term ‘part-
nership item’ has the meaning given to such
term by section 6231(a)(3).

‘‘(b) PARTNERS BOUND BY ACTIONS OF PART-
NERSHIP, ETC.—

‘‘(1) DESIGNATION OF PARTNER.—Each elect-
ing large partnership shall designate (in the
manner prescribed by the Secretary) a part-
ner (or other person) who shall have the sole
authority to act on behalf of such partner-
ship under this subchapter. In any case in
which such a designation is not in effect, the
Secretary may select any partner as the
partner with such authority.

‘‘(2) BINDING EFFECT.—An electing large
partnership and all partners of such partner-
ship shall be bound—

‘‘(A) by actions taken under this sub-
chapter by the partnership, and

‘‘(B) by any decision in a proceeding
brought under this subchapter.

‘‘(c) PARTNERSHIPS HAVING PRINCIPAL
PLACE OF BUSINESS OUTSIDE THE UNITED
STATES.—For purposes of sections 6247 and
6252, a principal place of business located
outside the United States shall be treated as
located in the District of Columbia.

‘‘(d) TREATMENT WHERE PARTNERSHIP
CEASES TO EXIST.—If a partnership ceases to
exist before a partnership adjustment under
this subchapter takes effect, such adjust-
ment shall be taken into account by the
former partners of such partnership under
regulations prescribed by the Secretary.

‘‘(e) DATE DECISION BECOMES FINAL.—For
purposes of this subchapter, the principles of
section 7481(a) shall be applied in determin-
ing the date on which a decision of a district
court or the Claims Court becomes final.

‘‘(f) PARTNERSHIPS IN CASES UNDER TITLE
11 OF THE UNITED STATES CODE.—The running
of any period of limitations provided in this
subchapter on making a partnership adjust-
ment (or provided by section 6501 or 6502 on
the assessment or collection of any amount
required to be paid under section 6242) shall,
in a case under title 11 of the United States
Code, be suspended during the period during
which the Secretary is prohibited by reason
of such case from making the adjustment (or
assessment or collection) and—

‘‘(1) for adjustment or assessment, 60 days
thereafter, and

‘‘(2) for collection, 6 months thereafter.
‘‘(g) REGULATIONS.—The Secretary shall

prescribe such regulations as may be nec-
essary to carry out the provisions of this
subchapter, including regulations—

‘‘(1) to prevent abuse through manipula-
tion of the provisions of this subchapter, and

‘‘(2) providing that this subchapter shall
not apply to any case described in section
6231(c)(1) (or the regulations prescribed
thereunder) where the application of this
subchapter to such a case would interfere
with the effective and efficient enforcement
of this title.

In any case to which this subchapter does
not apply by reason of paragraph (2), rules
similar to the rules of sections 6229(f) and
6255(f) shall apply.’’.

(b) CLERICAL AMENDMENT.—The table of
subchapters for chapter 63 is amended by
adding at the end thereof the following new
item:

‘‘Subchapter D. Treatment of electing large
partnerships.’’.
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SEC. 1223. DUE DATE FOR FURNISHING INFORMA-

TION TO PARTNERS OF ELECTING
LARGE PARTNERSHIPS.

(a) GENERAL RULE.—Subsection (b) of sec-
tion 6031 (relating to copies to partners) is
amended by adding at the end the following
new sentence: ‘‘In the case of an electing
large partnership (as defined in section 775),
such information shall be furnished on or be-
fore the first March 15 following the close of
such taxable year.’’.

(b) TREATMENT AS INFORMATION RETURN.—
Section 6724 is amended by adding at the end
the following new subsection:

‘‘(e) SPECIAL RULE FOR CERTAIN PARTNER-
SHIP RETURNS.—If any partnership return
under section 6031(a) is required under sec-
tion 6011(e) to be filed on magnetic media or
in other machine-readable form, for purposes
of this part, each schedule required to be in-
cluded with such return with respect to each
partner shall be treated as a separate infor-
mation return.’’.
SEC. 1224. RETURNS MAY BE REQUIRED ON MAG-

NETIC MEDIA.
Paragraph (2) of section 6011(e) (relating to

returns on magnetic media) is amended by
adding at the end thereof the following new
sentence:
‘‘Notwithstanding the preceding sentence,
the Secretary shall require partnerships hav-
ing more than 100 partners to file returns on
magnetic media.’’.
SEC. 1225. TREATMENT OF PARTNERSHIP ITEMS

OF INDIVIDUAL RETIREMENT AC-
COUNTS.

Subsection (b) of section 6012 is amended
by adding at the end thereof the following
new paragraph:

‘‘(6) IRA SHARE OF PARTNERSHIP INCOME.—
In the case of a trust which is exempt from
taxation under section 408(e), for purposes of
this section, the trust’s distributive share of
items of gross income and gain of any part-
nership to which subchapter C or D of chap-
ter 63 applies shall be treated as equal to the
trust’s distributive share of the taxable in-
come of such partnership.’’.
SEC. 1226. EFFECTIVE DATE.

The amendments made by this part shall
apply to partnership taxable years ending on
or after December 31, 1997.

PART II—PROVISIONS RELATED TO
TEFRA PARTNERSHIP PROCEEDINGS

SEC. 1231. TREATMENT OF PARTNERSHIP ITEMS
IN DEFICIENCY PROCEEDINGS.

(a) IN GENERAL.—Subchapter C of chapter
63 is amended by adding at the end the fol-
lowing new section:
‘‘SEC. 6234. DECLARATORY JUDGMENT RELATING

TO TREATMENT OF ITEMS OTHER
THAN PARTNERSHIP ITEMS WITH
RESPECT TO AN OVERSHELTERED
RETURN.

‘‘(a) GENERAL RULE.—If—
‘‘(1) a taxpayer files an oversheltered re-

turn for a taxable year,
‘‘(2) the Secretary makes a determination

with respect to the treatment of items (other
than partnership items) of such taxpayer for
such taxable year, and

‘‘(3) the adjustments resulting from such
determination do not give rise to a defi-
ciency (as defined in section 6211) but would
give rise to a deficiency if there were no net
loss from partnership items,
the Secretary is authorized to send a notice
of adjustment reflecting such determination
to the taxpayer by certified or registered
mail.

‘‘(b) OVERSHELTERED RETURN.—For pur-
poses of this section, the term ‘oversheltered
return’ means an income tax return which—

‘‘(1) shows no taxable income for the tax-
able year, and

‘‘(2) shows a net loss from partnership
items.

‘‘(c) JUDICIAL REVIEW IN THE TAX COURT.—
Within 90 days, or 150 days if the notice is ad-
dressed to a person outside the United
States, after the day on which the notice of
adjustment authorized in subsection (a) is
mailed to the taxpayer, the taxpayer may
file a petition with the Tax Court for rede-
termination of the adjustments. Upon the
filing of such a petition, the Tax Court shall
have jurisdiction to make a declaration with
respect to all items (other than partnership
items and affected items which require part-
ner level determinations as described in sec-
tion 6230(a)(2)(A)(i)) for the taxable year to
which the notice of adjustment relates, in
accordance with the principles of section
6214(a). Any such declaration shall have the
force and effect of a decision of the Tax
Court and shall be reviewable as such.

‘‘(d) FAILURE TO FILE PETITION.—
‘‘(1) IN GENERAL.—Except as provided in

paragraph (2), if the taxpayer does not file a
petition with the Tax Court within the time
prescribed in subsection (c), the determina-
tion of the Secretary set forth in the notice
of adjustment that was mailed to the tax-
payer shall be deemed to be correct.

‘‘(2) EXCEPTION.—Paragraph (1) shall not
apply after the date that the taxpayer—

‘‘(A) files a petition with the Tax Court
within the time prescribed in subsection (c)
with respect to a subsequent notice of ad-
justment relating to the same taxable year,
or

‘‘(B) files a claim for refund of an overpay-
ment of tax under section 6511 for the tax-
able year involved.
If a claim for refund is filed by the taxpayer,
then solely for purposes of determining (for
the taxable year involved) the amount of any
computational adjustment in connection
with a partnership proceeding under this
subchapter (other than under this section) or
the amount of any deficiency attributable to
affected items in a proceeding under section
6230(a)(2), the items that are the subject of
the notice of adjustment shall be presumed
to have been correctly reported on the tax-
payer’s return during the pendency of the re-
fund claim (and, if within the time pre-
scribed by section 6532 the taxpayer com-
mences a civil action for refund under sec-
tion 7422, until the decision in the refund ac-
tion becomes final).

‘‘(e) LIMITATIONS PERIOD.—
‘‘(1) IN GENERAL.—Any notice to a taxpayer

under subsection (a) shall be mailed before
the expiration of the period prescribed by
section 6501 (relating to the period of limita-
tions on assessment).

‘‘(2) SUSPENSION WHEN SECRETARY MAILS NO-
TICE OF ADJUSTMENT.—If the Secretary mails
a notice of adjustment to the taxpayer for a
taxable year, the period of limitations on the
making of assessments shall be suspended for
the period during which the Secretary is pro-
hibited from making the assessment (and, in
any event, if a proceeding in respect of the
notice of adjustment is placed on the docket
of the Tax Court, until the decision of the
Tax Court becomes final), and for 60 days
thereafter.

‘‘(3) RESTRICTIONS ON ASSESSMENT.—Except
as otherwise provided in section 6851, 6852, or
6861, no assessment of a deficiency with re-
spect to any tax imposed by subtitle A at-
tributable to any item (other than a partner-
ship item or any item affected by a partner-
ship item) shall be made—

‘‘(A) until the expiration of the applicable
90-day or 150-day period set forth in sub-
section (c) for filing a petition with the Tax
Court, or

‘‘(B) if a petition has been filed with the
Tax Court, until the decision of the Tax
Court has become final.

‘‘(f) FURTHER NOTICES OF ADJUSTMENT RE-
STRICTED.—If the Secretary mails a notice of

adjustment to the taxpayer for a taxable
year and the taxpayer files a petition with
the Tax Court within the time prescribed in
subsection (c), the Secretary may not mail
another such notice to the taxpayer with re-
spect to the same taxable year in the ab-
sence of a showing of fraud, malfeasance, or
misrepresentation of a material fact.

‘‘(g) COORDINATION WITH OTHER PROCEED-
INGS UNDER THIS SUBCHAPTER.—

‘‘(1) IN GENERAL.—The treatment of any
item that has been determined pursuant to
subsection (c) or (d) shall be taken into ac-
count in determining the amount of any
computational adjustment that is made in
connection with a partnership proceeding
under this subchapter (other than under this
section), or the amount of any deficiency at-
tributable to affected items in a proceeding
under section 6230(a)(2), for the taxable year
involved. Notwithstanding any other law or
rule of law pertaining to the period of limita-
tions on the making of assessments, for pur-
poses of the preceding sentence, any adjust-
ment made in accordance with this section
shall be taken into account regardless of
whether any assessment has been made with
respect to such adjustment.

‘‘(2) SPECIAL RULE IN CASE OF COMPUTA-
TIONAL ADJUSTMENT.—In the case of a com-
putational adjustment that is made in con-
nection with a partnership proceeding under
this subchapter (other than under this sec-
tion), the provisions of paragraph (1) shall
apply only if the computational adjustment
is made within the period prescribed by sec-
tion 6229 for assessing any tax under subtitle
A which is attributable to any partnership
item or affected item for the taxable year in-
volved.

‘‘(3) CONVERSION TO DEFICIENCY PROCEED-
ING.—If—

‘‘(A) after the notice referred to in sub-
section (a) is mailed to a taxpayer for a tax-
able year but before the expiration of the pe-
riod for filing a petition with the Tax Court
under subsection (c) (or, if a petition is filed
with the Tax Court, before the Tax Court
makes a declaration for that taxable year),
the treatment of any partnership item for
the taxable year is finally determined, or
any such item ceases to be a partnership
item pursuant to section 6231(b), and

‘‘(B) as a result of that final determination
or cessation, a deficiency can be determined
with respect to the items that are the sub-
ject of the notice of adjustment,

the notice of adjustment shall be treated as
a notice of deficiency under section 6212 and
any petition filed in respect of the notice
shall be treated as an action brought under
section 6213.

‘‘(4) FINALLY DETERMINED.—For purposes of
this subsection, the treatment of partnership
items shall be treated as finally determined
if—

‘‘(A) the Secretary enters into a settle-
ment agreement (within the meaning of sec-
tion 6224) with the taxpayer regarding such
items,

‘‘(B) a notice of final partnership adminis-
trative adjustment has been issued and—

‘‘(i) no petition has been filed under sec-
tion 6226 and the time for doing so has ex-
pired, or

‘‘(ii) a petition has been filed under section
6226 and the decision of the court has become
final, or

‘‘(C) the period within which any tax at-
tributable to such items may be assessed
against the taxpayer has expired.

‘‘(h) SPECIAL RULES IF SECRETARY INCOR-
RECTLY DETERMINES APPLICABLE PROCE-
DURE.—

‘‘(1) SPECIAL RULE IF SECRETARY ERRO-
NEOUSLY MAILS NOTICE OF ADJUSTMENT.—If
the Secretary erroneously determines that
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subchapter B does not apply to a taxable
year of a taxpayer and consistent with that
determination timely mails a notice of ad-
justment to the taxpayer pursuant to sub-
section (a) of this section, the notice of ad-
justment shall be treated as a notice of defi-
ciency under section 6212 and any petition
that is filed in respect of the notice shall be
treated as an action brought under section
6213.

‘‘(2) SPECIAL RULE IF SECRETARY ERRO-
NEOUSLY MAILS NOTICE OF DEFICIENCY.—If the
Secretary erroneously determines that sub-
chapter B applies to a taxable year of a tax-
payer and consistent with that determina-
tion timely mails a notice of deficiency to
the taxpayer pursuant to section 6212, the
notice of deficiency shall be treated as a no-
tice of adjustment under subsection (a) and
any petition that is filed in respect of the no-
tice shall be treated as an action brought
under subsection (c).’’.

(b) TREATMENT OF PARTNERSHIP ITEMS IN
DEFICIENCY PROCEEDINGS.—Section 6211 (de-
fining deficiency) is amended by adding at
the end the following new subsection:

‘‘(c) COORDINATION WITH SUBCHAPTER C.—In
determining the amount of any deficiency
for purposes of this subchapter, adjustments
to partnership items shall be made only as
provided in subchapter C.’’.

(c) CLERICAL AMENDMENT.—The table of
sections for subchapter C of chapter 63 is
amended by adding at the end the following
new item:

‘‘Sec. 6234. Declaratory judgment relating to
treatment of items other than
partnership items with respect
to an oversheltered return.’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to partner-
ship taxable years ending after the date of
the enactment of this Act.
SEC. 1232. PARTNERSHIP RETURN TO BE DETER-

MINATIVE OF AUDIT PROCEDURES
TO BE FOLLOWED.

(a) IN GENERAL.—Section 6231 (relating to
definitions and special rules) is amended by
adding at the end the following new sub-
section:

‘‘(g) PARTNERSHIP RETURN TO BE DETER-
MINATIVE OF WHETHER SUBCHAPTER AP-
PLIES.—

‘‘(1) DETERMINATION THAT SUBCHAPTER AP-
PLIES.—If, on the basis of a partnership re-
turn for a taxable year, the Secretary rea-
sonably determines that this subchapter ap-
plies to such partnership for such year but
such determination is erroneous, then the
provisions of this subchapter are hereby ex-
tended to such partnership (and its items)
for such taxable year and to partners of such
partnership.

‘‘(2) DETERMINATION THAT SUBCHAPTER DOES
NOT APPLY.—If, on the basis of a partnership
return for a taxable year, the Secretary rea-
sonably determines that this subchapter
does not apply to such partnership for such
year but such determination is erroneous,
then the provisions of this subchapter shall
not apply to such partnership (and its items)
for such taxable year or to partners of such
partnership.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to partner-
ship taxable years ending after the date of
the enactment of this Act.
SEC. 1233. PROVISIONS RELATING TO STATUTE

OF LIMITATIONS.
(a) SUSPENSION OF STATUTE WHERE UN-

TIMELY PETITION FILED.—Paragraph (1) of
section 6229(d) (relating to suspension where
Secretary makes administrative adjustment)
is amended by striking all that follows ‘‘sec-
tion 6226’’ and inserting the following: ‘‘(and,
if a petition is filed under section 6226 with
respect to such administrative adjustment,

until the decision of the court becomes
final), and’’.

(b) SUSPENSION OF STATUTE DURING BANK-
RUPTCY PROCEEDING.—Section 6229 is amend-
ed by adding at the end the following new
subsection:

‘‘(h) SUSPENSION DURING PENDENCY OF
BANKRUPTCY PROCEEDING.—If a petition is
filed naming a partner as a debtor in a bank-
ruptcy proceeding under title 11 of the Unit-
ed States Code, the running of the period of
limitations provided in this section with re-
spect to such partner shall be suspended—

‘‘(1) for the period during which the Sec-
retary is prohibited by reason of such bank-
ruptcy proceeding from making an assess-
ment, and

‘‘(2) for 60 days thereafter.’’.
(c) TAX MATTERS PARTNER IN BANK-

RUPTCY.—Section 6229(b) is amended by re-
designating paragraph (2) as paragraph (3)
and by inserting after paragraph (1) the fol-
lowing new paragraph:

‘‘(2) SPECIAL RULE WITH RESPECT TO DEBT-
ORS IN TITLE 11 CASES.—Notwithstanding any
other law or rule of law, if an agreement is
entered into under paragraph (1)(B) and the
agreement is signed by a person who would
be the tax matters partner but for the fact
that, at the time that the agreement is exe-
cuted, the person is a debtor in a bankruptcy
proceeding under title 11 of the United
States Code, such agreement shall be binding
on all partners in the partnership unless the
Secretary has been notified of the bank-
ruptcy proceeding in accordance with regula-
tions prescribed by the Secretary.’’.

(d) EFFECTIVE DATES.—
(1) SUBSECTIONS (a) AND (b).—The amend-

ments made by subsections (a) and (b) shall
apply to partnership taxable years with re-
spect to which the period under section 6229
of the Internal Revenue Code of 1986 for as-
sessing tax has not expired on or before the
date of the enactment of this Act.

(2) SUBSECTION (c).—The amendment made
by subsection (c) shall apply to agreements
entered into after the date of the enactment
of this Act.
SEC. 1234. EXPANSION OF SMALL PARTNERSHIP

EXCEPTION.
(a) IN GENERAL.—Clause (i) of section

6231(a)(1)(B) (relating to exception for small
partnerships) is amended to read as follows:

‘‘(i) IN GENERAL.—The term ‘partnership’
shall not include any partnership having 10
or fewer partners each of whom is an individ-
ual (other than a nonresident alien), a C cor-
poration, or an estate of a deceased partner.
For purposes of the preceding sentence, a
husband and wife (and their estates) shall be
treated as 1 partner.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to partner-
ship taxable years ending after the date of
the enactment of this Act.
SEC. 1235. EXCLUSION OF PARTIAL SETTLE-

MENTS FROM 1-YEAR LIMITATION
ON ASSESSMENT.

(a) IN GENERAL.—Subsection (f) of section
6229 (relating to items becoming nonpartner-
ship items) is amended—

(1) by striking ‘‘(f) ITEMS BECOMING NON-
PARTNERSHIP ITEMS.—If’’ and inserting the
following:

‘‘(f) SPECIAL RULES.—
‘‘(1) ITEMS BECOMING NONPARTNERSHIP

ITEMS.—If’’,
(2) by moving the text of such subsection 2

ems to the right, and
(3) by adding at the end the following new

paragraph:
‘‘(2) SPECIAL RULE FOR PARTIAL SETTLEMENT

AGREEMENTS.—If a partner enters into a set-
tlement agreement with the Secretary with
respect to the treatment of some of the part-
nership items in dispute for a partnership
taxable year but other partnership items for

such year remain in dispute, the period of
limitations for assessing any tax attrib-
utable to the settled items shall be deter-
mined as if such agreement had not been en-
tered into.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to settle-
ments entered into after the date of the en-
actment of this Act.
SEC. 1236. EXTENSION OF TIME FOR FILING A RE-

QUEST FOR ADMINISTRATIVE AD-
JUSTMENT.

(a) IN GENERAL.—Section 6227 (relating to
administrative adjustment requests) is
amended by redesignating subsections (b)
and (c) as subsections (c) and (d), respec-
tively, and by inserting after subsection (a)
the following new subsection:

‘‘(b) SPECIAL RULE IN CASE OF EXTENSION
OF PERIOD OF LIMITATIONS UNDER SECTION
6229.—The period prescribed by subsection
(a)(1) for filing of a request for an adminis-
trative adjustment shall be extended—

‘‘(1) for the period within which an assess-
ment may be made pursuant to an agree-
ment (or any extension thereof) under sec-
tion 6229(b), and

‘‘(2) for 6 months thereafter.’’.
(b) EFFECTIVE DATE.—The amendment

made by this section shall take effect as if
included in the amendments made by section
402 of the Tax Equity and Fiscal Responsibil-
ity Act of 1982.
SEC. 1237. AVAILABILITY OF INNOCENT SPOUSE

RELIEF IN CONTEXT OF PARTNER-
SHIP PROCEEDINGS.

(a) IN GENERAL.—Subsection (a) of section
6230 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(3) SPECIAL RULE IN CASE OF ASSERTION BY
PARTNER’S SPOUSE OF INNOCENT SPOUSE RE-
LIEF.—

‘‘(A) Notwithstanding section 6404(b), if the
spouse of a partner asserts that section
6013(e) applies with respect to a liability that
is attributable to any adjustment to a part-
nership item, then such spouse may file with
the Secretary within 60 days after the notice
of computational adjustment is mailed to
the spouse a request for abatement of the as-
sessment specified in such notice. Upon re-
ceipt of such request, the Secretary shall
abate the assessment. Any reassessment of
the tax with respect to which an abatement
is made under this subparagraph shall be
subject to the deficiency procedures pre-
scribed by subchapter B. The period for mak-
ing any such reassessment shall not expire
before the expiration of 60 days after the
date of such abatement.

‘‘(B) If the spouse files a petition with the
Tax Court pursuant to section 6213 with re-
spect to the request for abatement described
in subparagraph (A), the Tax Court shall
only have jurisdiction pursuant to this sec-
tion to determine whether the requirements
of section 6013(e) have been satisfied. For
purposes of such determination, the treat-
ment of partnership items under the settle-
ment, the final partnership administrative
adjustment, or the decision of the court
(whichever is appropriate) that gave rise to
the liability in question shall be conclusive.

‘‘(C) Rules similar to the rules contained in
subparagraphs (B) and (C) of paragraph (2)
shall apply for purposes of this paragraph.’’.

(b) CLAIMS FOR REFUND.—Subsection (c) of
section 6230 is amended by adding at the end
the following new paragraph:

‘‘(5) RULES FOR SEEKING INNOCENT SPOUSE
RELIEF.—

‘‘(A) IN GENERAL.—The spouse of a partner
may file a claim for refund on the ground
that the Secretary failed to relieve the
spouse under section 6013(e) from a liability
that is attributable to an adjustment to a
partnership item.

‘‘(B) TIME FOR FILING CLAIM.—Any claim
under subparagraph (A) shall be filed within
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6 months after the day on which the Sec-
retary mails to the spouse the notice of com-
putational adjustment referred to in sub-
section (a)(3)(A).

‘‘(C) SUIT IF CLAIM NOT ALLOWED.—If the
claim under subparagraph (B) is not allowed,
the spouse may bring suit with respect to
the claim within the period specified in para-
graph (3).

‘‘(D) PRIOR DETERMINATIONS ARE BINDING.—
For purposes of any claim or suit under this
paragraph, the treatment of partnership
items under the settlement, the final part-
nership administrative adjustment, or the
decision of the court (whichever is appro-
priate) that gave rise to the liability in ques-
tion shall be conclusive.’’.

(c) TECHNICAL AMENDMENTS.—
(1) Paragraph (1) of section 6230(a) is

amended by striking ‘‘paragraph (2)’’ and in-
serting ‘‘paragraph (2) or (3)’’.

(2) Subsection (a) of section 6503 is amend-
ed by striking ‘‘section 6230(a)(2)(A)’’ and in-
serting ‘‘paragraph (2)(A) or (3) of section
6230(a)’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall take effect as if
included in the amendments made by section
402 of the Tax Equity and Fiscal Responsibil-
ity Act of 1982.

SEC. 1238. DETERMINATION OF PENALTIES AT
PARTNERSHIP LEVEL.

(a) IN GENERAL.—Section 6221 (relating to
tax treatment determined at partnership
level) is amended by striking ‘‘item’’ and in-
serting ‘‘item (and the applicability of any
penalty, addition to tax, or additional
amount which relates to an adjustment to a
partnership item)’’.

(b) CONFORMING AMENDMENTS.—
(1) Subsection (f) of section 6226 is amend-

ed—
(A) by striking ‘‘relates and’’ and inserting

‘‘relates,’’, and
(B) by inserting before the period ‘‘, and

the applicability of any penalty, addition to
tax, or additional amount which relates to
an adjustment to a partnership item’’.

(2) Clause (i) of section 6230(a)(2)(A) is
amended to read as follows:

‘‘(i) affected items which require partner
level determinations (other than penalties,
additions to tax, and additional amounts
that relate to adjustments to partnership
items), or’’.

(3)(A) Subparagraph (A) of section
6230(a)(3), as added by section 14317, is
amended by inserting ‘‘(including any liabil-
ity for any penalty, addition to tax, or addi-
tional amount relating to such adjustment)’’
after ‘‘partnership item’’.

(B) Subparagraph (B) of such section is
amended by inserting ‘‘(and the applicability
of any penalties, additions to tax, or addi-
tional amounts)’’ after ‘‘partnership items’’.

(C) Subparagraph (A) of section 6230(c)(5),
as added by section 14317, is amended by in-
serting before the period ‘‘(including any li-
ability for any penalties, additions to tax, or
additional amounts relating to such adjust-
ment)’’.

(D) Subparagraph (D) of section 6230(c)(5),
as added by section 14317, is amended by in-
serting ‘‘(and the applicability of any pen-
alties, additions to tax, or additional
amounts)’’ after ‘‘partnership items’’.

(4) Paragraph (1) of section 6230(c) is
amended by striking ‘‘or’’ at the end of sub-
paragraph (A), by striking the period at the
end of subparagraph (B) and inserting ‘‘, or’’,
and by adding at the end the following new
subparagraph:

‘‘(C) the Secretary erroneously imposed
any penalty, addition to tax, or additional
amount which relates to an adjustment to a
partnership item.’’.

(5) So much of subparagraph (A) of section
6230(c)(2) as precedes ‘‘shall be filed’’ is
amended to read as follows:

‘‘(A) UNDER PARAGRAPH (1) (A) OR (C).—Any
claim under subparagraph (A) or (C) of para-
graph (1)’’.

(6) Paragraph (4) of section 6230(c) is
amended by adding at the end the following:
‘‘In addition, the determination under the
final partnership administrative adjustment
or under the decision of the court (whichever
is appropriate) concerning the applicability
of any penalty, addition to tax, or additional
amount which relates to an adjustment to a
partnership item shall also be conclusive.
Notwithstanding the preceding sentence, the
partner shall be allowed to assert any part-
ner level defenses that may apply or to chal-
lenge the amount of the computational ad-
justment.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to partner-
ship taxable years ending after the date of
the enactment of this Act.
SEC. 1239. PROVISIONS RELATING TO COURT JU-

RISDICTION, ETC.
(a) TAX COURT JURISDICTION TO ENJOIN

PREMATURE ASSESSMENTS OF DEFICIENCIES
ATTRIBUTABLE TO PARTNERSHIP ITEMS.—Sub-
section (b) of section 6225 is amended by
striking ‘‘the proper court.’’ and inserting
‘‘the proper court, including the Tax Court.
The Tax Court shall have no jurisdiction to
enjoin any action or proceeding under this
subsection unless a timely petition for a re-
adjustment of the partnership items for the
taxable year has been filed and then only in
respect of the adjustments that are the sub-
ject of such petition.’’.

(b) JURISDICTION TO CONSIDER STATUTE OF
LIMITATIONS WITH RESPECT TO PARTNERS.—
Paragraph (1) of section 6226(d) is amended
by adding at the end the following new sen-
tence:
‘‘Notwithstanding subparagraph (B), any per-
son treated under subsection (c) as a party to
an action shall be permitted to participate in
such action (or file a readjustment petition
under subsection (b) or paragraph (2) of this
subsection) solely for the purpose of assert-
ing that the period of limitations for assess-
ing any tax attributable to partnership
items has expired with respect to such per-
son, and the court having jurisdiction of
such action shall have jurisdiction to con-
sider such assertion.’’.

(c) TAX COURT JURISDICTION TO DETERMINE
OVERPAYMENTS ATTRIBUTABLE TO AFFECTED
ITEMS.—

(1) Paragraph (6) of section 6230(d) is
amended by striking ‘‘(or an affected item)’’.

(2) Paragraph (3) of section 6512(b) is
amended by adding at the end the following
new sentence:

‘‘In the case of a credit or refund relating to
an affected item (within the meaning of sec-
tion 6231(a)(5)), the preceding sentence shall
be applied by substituting the periods under
sections 6229 and 6230(d) for the periods under
section 6511(b)(2), (c), and (d).’’.

(d) VENUE ON APPEAL.—
(1) Paragraph (1) of section 7482(b) is

amended by striking ‘‘or’’ at the end of sub-
paragraph (D), by striking the period at the
end of subparagraph (E) and inserting ‘‘, or’’,
and by inserting after subparagraph (E) the
following new subparagraph:

‘‘(F) in the case of a petition under section
6234(c)—

‘‘(i) the legal residence of the petitioner if
the petitioner is not a corporation, and

‘‘(ii) the place or office applicable under
subparagraph (B) if the petitioner is a cor-
poration.’’.

(2) The last sentence of section 7482(b)(1) is
amended by striking ‘‘or 6228(a)’’ and insert-
ing ‘‘, 6228(a), or 6234(c)’’.

(e) OTHER PROVISIONS.—
(1) Subsection (c) of section 7459 is amend-

ed by striking ‘‘or section 6228(a)’’ and in-
serting ‘‘, 6228(a), or 6234(c)’’.

(2) Subsection (o) of section 6501 is amend-
ed by adding at the end the following new
paragraph:

‘‘(3) For declaratory judgment relating to
treatment of items other than partnership
items with respect to an oversheltered re-
turn, see section 6234.’’.

(f) EFFECTIVE DATE.—The amendments
made by this section shall apply to partner-
ship taxable years ending after the date of
the enactment of this Act.
SEC. 1240. TREATMENT OF PREMATURE PETI-

TIONS FILED BY NOTICE PARTNERS
OR 5-PERCENT GROUPS.

(a) IN GENERAL.—Subsection (b) of section
6226 (relating to judicial review of final part-
nership administrative adjustments) is
amended by redesignating paragraph (5) as
paragraph (6) and by inserting after para-
graph (4) the following new paragraph:

‘‘(5) TREATMENT OF PREMATURE PETITIONS.—
If—

‘‘(A) a petition for a readjustment of part-
nership items for the taxable year involved
is filed by a notice partner (or a 5-percent
group) during the 90-day period described in
subsection (a), and

‘‘(B) no action is brought under paragraph
(1) during the 60-day period described therein
with respect to such taxable year which is
not dismissed,
such petition shall be treated for purposes of
paragraph (1) as filed on the last day of such
60-day period.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to petitions
filed after the date of the enactment of this
Act.
SEC. 1241. BONDS IN CASE OF APPEALS FROM

CERTAIN PROCEEDING.
(a) IN GENERAL.—Subsection (b) of section

7485 (relating to bonds to stay assessment of
collection) is amended—

(1) by inserting ‘‘penalties,’’ after ‘‘any in-
terest,’’, and

(2) by striking ‘‘aggregate of such defi-
ciencies’’ and inserting ‘‘aggregate liability
of the parties to the action’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall take effect as if
included in the amendments made by section
402 of the Tax Equity and Fiscal Responsibil-
ity Act of 1982.
SEC. 1242. SUSPENSION OF INTEREST WHERE

DELAY IN COMPUTATIONAL ADJUST-
MENT RESULTING FROM CERTAIN
SETTLEMENTS.

(a) IN GENERAL.—Subsection (c) of section
6601 (relating to interest on underpayment,
nonpayment, or extension of time for pay-
ment, of tax) is amended by adding at the
end the following new sentence: ‘‘In the case
of a settlement under section 6224(c) which
results in the conversion of partnership
items to nonpartnership items pursuant to
section 6231(b)(1)(C), the preceding sentence
shall apply to a computational adjustment
resulting from such settlement in the same
manner as if such adjustment were a defi-
ciency and such settlement were a waiver re-
ferred to in the preceding sentence.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to adjust-
ments with respect to partnership taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1243. SPECIAL RULES FOR ADMINISTRATIVE

ADJUSTMENT REQUESTS WITH RE-
SPECT TO BAD DEBTS OR WORTH-
LESS SECURITIES.

(a) GENERAL RULE.—Section 6227 (relating
to administrative adjustment requests) is
amended by adding at the end the following
new subsection:
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‘‘(e) REQUESTS WITH RESPECT TO BAD DEBTS

OR WORTHLESS SECURITIES.—In the case of
that portion of any request for an adminis-
trative adjustment which relates to the de-
ductibility by the partnership under section
166 of a debt as a debt which became worth-
less, or under section 165(g) of a loss from
worthlessness of a security, the period pre-
scribed in subsection (a)(1) shall be 7 years
from the last day for filing the partnership
return for the year with respect to which
such request is made (determined without re-
gard to extensions).’’.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

subsection (a) shall take effect as if included
in the amendments made by section 402 of
the Tax Equity and Fiscal Responsibility
Act of 1982.

(2) TREATMENT OF REQUESTS FILED BEFORE
DATE OF ENACTMENT.—In the case of that por-
tion of any request (filed before the date of
the enactment of this Act) for an adminis-
trative adjustment which relates to the de-
ductibility of a debt as a debt which became
worthless or the deductibility of a loss from
the worthlessness of a security—

(A) paragraph (2) of section 6227(a) of the
Internal Revenue Code of 1986 shall not
apply,

(B) the period for filing a petition under
section 6228 of the Internal Revenue Code of
1986 with respect to such request shall not
expire before the date 6 months after the
date of the enactment of this Act, and

(C) such a petition may be filed without re-
gard to whether there was a notice of the be-
ginning of an administrative proceeding or a
final partnership administrative adjustment.
PART III—PROVISION RELATING TO CLOS-

ING OF PARTNERSHIP TAXABLE YEAR
WITH RESPECT TO DECEASED PART-
NER, ETC.

SEC. 1246. CLOSING OF PARTNERSHIP TAXABLE
YEAR WITH RESPECT TO DECEASED
PARTNER, ETC.

(a) GENERAL RULE.—Subparagraph (A) of
section 706(c)(2) (relating to disposition of
entire interest) is amended to read as fol-
lows:

‘‘(A) DISPOSITION OF ENTIRE INTEREST.—The
taxable year of a partnership shall close with
respect to a partner whose entire interest in
the partnership terminates (whether by rea-
son of death, liquidation, or otherwise).’’.

(b) CLERICAL AMENDMENT.—The paragraph
heading for paragraph (2) of section 706(c) is
amended to read as follows:

‘‘(2) TREATMENT OF DISPOSITIONS.—’’.
(c) EFFECTIVE DATE.—The amendments

made by this section shall apply to partner-
ship taxable years beginning after December
31, 1997.

Subtitle D—Provisions Relating to Real
Estate Investment Trusts

SEC. 1251. CLARIFICATION OF LIMITATION ON
MAXIMUM NUMBER OF SHAREHOLD-
ERS.

(a) RULES RELATING TO DETERMINATION OF
OWNERSHIP.—

(1) FAILURE TO ISSUE SHAREHOLDER DEMAND
LETTER NOT TO DISQUALIFY REIT.—Section
857(a) (relating to requirements applicable to
real estate investment trusts) is amended by
striking paragraph (2) and by redesignating
paragraph (3) as paragraph (2).

(2) SHAREHOLDER DEMAND LETTER REQUIRE-
MENT; PENALTY.—Section 857 (relating to tax-
ation of real estate investment trusts and
their beneficiaries) is amended by redesig-
nating subsection (f) as subsection (g) and by
inserting after subsection (e) the following
new subsection:

‘‘(f) REAL ESTATE INVESTMENT TRUSTS TO
ASCERTAIN OWNERSHIP.—

‘‘(1) IN GENERAL.—Each real estate invest-
ment trust shall each taxable year comply

with regulations prescribed by the Secretary
for the purposes of ascertaining the actual
ownership of the outstanding shares, or cer-
tificates of beneficial interest, of such trust.

‘‘(2) FAILURE TO COMPLY.—
‘‘(A) IN GENERAL.—If a real estate invest-

ment trust fails to comply with the require-
ments of paragraph (1) for a taxable year,
such trust shall pay (on notice and demand
by the Secretary and in the same manner as
tax) a penalty of $25,000.

‘‘(B) INTENTIONAL DISREGARD.—If any fail-
ure under paragraph (1) is due to intentional
disregard of the requirement under para-
graph (1), the penalty under subparagraph
(A) shall be $50,000.

‘‘(C) FAILURE TO COMPLY AFTER NOTICE.—
The Secretary may require a real estate in-
vestment trust to take such actions as the
Secretary determines appropriate to ascer-
tain actual ownership if the trust fails to
meet the requirements of paragraph (1). If
the trust fails to take such actions, the trust
shall pay (on notice and demand by the Sec-
retary and in the same manner as tax) an ad-
ditional penalty equal to the penalty deter-
mined under subparagraph (A) or (B), which-
ever is applicable.

‘‘(D) REASONABLE CAUSE.—No penalty shall
be imposed under this paragraph with re-
spect to any failure if it is shown that such
failure is due to reasonable cause and not to
willful neglect.’’.

(b) COMPLIANCE WITH CLOSELY HELD PROHI-
BITION.—

(1) IN GENERAL.—Section 856 (defining real
estate investment trust) is amended by add-
ing at the end the following new subsection:

‘‘(k) REQUIREMENT THAT ENTITY NOT BE
CLOSELY HELD TREATED AS MET IN CERTAIN
CASES.—A corporation, trust, or associa-
tion—

‘‘(1) which for a taxable year meets the re-
quirements of section 857(f)(1), and

‘‘(2) which does not know, or exercising
reasonable diligence would not have known,
whether the entity failed to meet the re-
quirement of subsection (a)(6),
shall be treated as having met the require-
ment of subsection (a)(6) for the taxable
year.’’.

(2) CONFORMING AMENDMENT.—Paragraph
(6) of section 856(a) is amended by inserting
‘‘subject to the provisions of subsection (k),’’
before ‘‘which is not’’.
SEC. 1252. DE MINIMIS RULE FOR TENANT SERV-

ICES INCOME.
(a) IN GENERAL.—Paragraph (2) of section

856(d) (defining rents from real property) is
amended by striking subparagraph (C) and
the last sentence and inserting:

‘‘(C) any impermissible tenant service in-
come (as defined in paragraph (7)).’’.

(b) IMPERMISSIBLE TENANT SERVICE IN-
COME.—Section 856(d) is amended by adding
at the end the following new paragraph:

‘‘(7) IMPERMISSIBLE TENANT SERVICE IN-
COME.—For purposes of paragraph (2)(C)—

‘‘(A) IN GENERAL.—The term ‘impermissible
tenant service income’ means, with respect
to any real or personal property, any amount
received or accrued directly or indirectly by
the real estate investment trust for—

‘‘(i) services furnished or rendered by the
trust to the tenants of such property, or

‘‘(ii) managing or operating such property.
‘‘(B) DISQUALIFICATION OF ALL AMOUNTS

WHERE MORE THAN DE MINIMIS AMOUNT.—If the
amount described in subparagraph (A) with
respect to a property for any taxable year
exceeds 1 percent of all amounts received or
accrued during such taxable year directly or
indirectly by the real estate investment
trust with respect to such property, the im-
permissible tenant service income of the
trust with respect to the property shall in-
clude all such amounts.

‘‘(C) EXCEPTIONS.—For purposes of subpara-
graph (A)—

‘‘(i) services furnished or rendered, or man-
agement or operation provided, through an
independent contractor from whom the trust
itself does not derive or receive any income
shall not be treated as furnished, rendered,
or provided by the trust, and

‘‘(ii) there shall not be taken into account
any amount which would be excluded from
unrelated business taxable income under sec-
tion 512(b)(3) if received by an organization
described in section 511(a)(2).

‘‘(D) AMOUNT ATTRIBUTABLE TO IMPERMIS-
SIBLE SERVICES.—For purposes of subpara-
graph (A), the amount treated as received for
any service (or management or operation)
shall not be less than 150 percent of the di-
rect cost of the trust in furnishing or render-
ing the service (or providing the manage-
ment or operation).

‘‘(E) COORDINATION WITH LIMITATIONS.—For
purposes of paragraphs (2) and (3) of sub-
section (c), amounts described in subpara-
graph (A) shall be included in the gross in-
come of the corporation, trust, or associa-
tion.’’.
SEC. 1253. ATTRIBUTION RULES APPLICABLE TO

TENANT OWNERSHIP.
Section 856(d)(5) (relating to constructive

ownership of stock) is amended by adding at
the end the following: ‘‘For purposes of para-
graph (2)(B), section 318(a)(3)(A) shall be ap-
plied under the preceding sentence in the
case of a partnership by taking into account
only partners who own (directly or indi-
rectly) 25 percent or more of the capital in-
terest, or the profits interest, in the partner-
ship.’’.
SEC. 1254. CREDIT FOR TAX PAID BY REIT ON RE-

TAINED CAPITAL GAINS.
(a) GENERAL RULE.—Paragraph (3) of sec-

tion 857(b) (relating to capital gains) is
amended by redesignating subparagraph (D)
as subparagraph (E) and by inserting after
subparagraph (C) the following new subpara-
graph:

‘‘(D) TREATMENT BY SHAREHOLDERS OF UN-
DISTRIBUTED CAPITAL GAINS.—

‘‘(i) Every shareholder of a real estate in-
vestment trust at the close of the trust’s
taxable year shall include, in computing his
long-term capital gains in his return for his
taxable year in which the last day of the
trust’s taxable year falls, such amount as
the trust shall designate in respect of such
shares in a written notice mailed to its
shareholders at any time prior to the expira-
tion of 60 days after the close of its taxable
year (or mailed to its shareholders or holders
of beneficial interests with its annual report
for the taxable year), but the amount so in-
cludible by any shareholder shall not exceed
that part of the amount subjected to tax in
subparagraph (A)(ii) which he would have re-
ceived if all of such amount had been distrib-
uted as capital gain dividends by the trust to
the holders of such shares at the close of its
taxable year.

‘‘(ii) For purposes of this title, every such
shareholder shall be deemed to have paid, for
his taxable year under clause (i), the tax im-
posed by subparagraph (A)(ii) on the
amounts required by this subparagraph to be
included in respect of such shares in comput-
ing his long-term capital gains for that year;
and such shareholders shall be allowed credit
or refund as the case may be, for the tax so
deemed to have been paid by him.

‘‘(iii) The adjusted basis of such shares in
the hands of the holder shall be increased
with respect to the amounts required by this
subparagraph to be included in computing
his long-term capital gains, by the difference
between the amount of such includible gains
and the tax deemed paid by such shareholder
in respect of such shares under clause (ii).
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‘‘(iv) In the event of such designation, the

tax imposed by subparagraph (A)(ii) shall be
paid by the real estate investment trust
within 30 days after the close of its taxable
year.

‘‘(v) The earnings and profits of such real
estate investment trust, and the earnings
and profits of any such shareholder which is
a corporation, shall be appropriately ad-
justed in accordance with regulations pre-
scribed by the Secretary.

‘‘(vi) As used in this subparagraph, the
terms ‘shares’ and ‘shareholders’ shall in-
clude beneficial interests and holders of ben-
eficial interests, respectively.’’.

(b) CONFORMING AMENDMENTS.—
(1) Clause (i) of section 857(b)(7)(A) is

amended by striking ‘‘subparagraph (B)’’ and
inserting ‘‘subparagraph (B) or (D)’’.

(2) Clause (iii) of section 852(b)(3)(D) is
amended by striking ‘‘by 65 percent’’ and all
that follows and inserting ‘‘by the difference
between the amount of such includible gains
and the tax deemed paid by such shareholder
in respect of such shares under clause (ii).’’.
SEC. 1255. REPEAL OF 30-PERCENT GROSS IN-

COME REQUIREMENT.
(a) GENERAL RULE.—Subsection (c) of sec-

tion 856 (relating to limitations) is amend-
ed—

(1) by adding ‘‘and’’ at the end of paragraph
(3),

(2) by striking paragraphs (4) and (8), and
(3) by redesignating paragraphs (5), (6), and

(7) as paragraphs (4), (5), and (6), respec-
tively.

(b) CONFORMING AMENDMENTS.—
(1) Subparagraph (G) of section 856(c)(5), as

redesignated by subsection (a), is amended
by striking ‘‘and such agreement shall be
treated as a security for purposes of para-
graph (4)(A)’’.

(2) Paragraph (5) of section 857(b) is amend-
ed by striking ‘‘section 856(c)(7)’’ and insert-
ing ‘‘section 856(c)(6)’’.

(3) Subparagraph (C) of section 857(b)(6) is
amended by striking ‘‘section 856(c)(6)(B)’’
and inserting ‘‘section 856(c)(5)(B)’’.
SEC. 1256. MODIFICATION OF EARNINGS AND

PROFITS RULES FOR DETERMINING
WHETHER REIT HAS EARNINGS AND
PROFITS FROM NON-REIT YEAR.

Subsection (d) of section 857 is amended by
adding at the end the following new para-
graph:

‘‘(3) DISTRIBUTIONS TO MEET REQUIREMENTS
OF SUBSECTION (a)(2)(B).—Any distribution
which is made in order to comply with the
requirements of subsection (a)(2)(B)—

‘‘(A) shall be treated for purposes of this
subsection and subsection (a)(2)(B) as made
from the earliest accumulated earnings and
profits (other than earnings and profits to
which subsection (a)(2)(A) applies) rather
than the most recently accumulated earn-
ings and profits, and

‘‘(B) to the extent treated under subpara-
graph (A) as made from accumulated earn-
ings and profits, shall not be treated as a dis-
tribution for purposes of subsection
(b)(2)(B).’’.
SEC. 1257. TREATMENT OF FORECLOSURE PROP-

ERTY.
(a) GRACE PERIODS.—
(1) INITIAL PERIOD.—Paragraph (2) of sec-

tion 856(e) (relating to special rules for fore-
closure property) is amended by striking ‘‘on
the date which is 2 years after the date the
trust acquired such property’’ and inserting
‘‘as of the close of the 3d taxable year follow-
ing the taxable year in which the trust ac-
quired such property’’.

(2) EXTENSION.—Paragraph (3) of section
856(e) is amended—

(A) by striking ‘‘or more extensions’’ and
inserting ‘‘extension’’, and

(B) by striking the last sentence and in-
serting: ‘‘Any such extension shall not ex-

tend the grace period beyond the close of the
3d taxable year following the last taxable
year in the period under paragraph (2).’’.

(b) REVOCATION OF ELECTION.—Paragraph
(5) of section 856(e) is amended by striking
the last sentence and inserting: ‘‘A real es-
tate investment trust may revoke any such
election for a taxable year by filing the rev-
ocation (in the manner provided by the Sec-
retary) on or before the due date (including
any extension of time) for filing its return of
tax under this chapter for the taxable year.
If a trust revokes an election for any prop-
erty, no election may be made by the trust
under this paragraph with respect to the
property for any subsequent taxable year.’’.

(c) CERTAIN ACTIVITIES NOT TO DISQUALIFY
PROPERTY.—Paragraph (4) of section 856(e) is
amended by adding at the end the following
new flush sentence:

‘‘For purposes of subparagraph (C), property
shall not be treated as used in a trade or
business by reason of any activities of the
real estate investment trust with respect to
such property to the extent that such activi-
ties would not result in amounts received or
accrued, directly or indirectly, with respect
to such property being treated as other than
rents from real property.’’.
SEC. 1258. PAYMENTS UNDER HEDGING INSTRU-

MENTS.
Section 856(c)(5)(G) (relating to treatment

of certain interest rate agreements), as re-
designated by section 1255, is amended to
read as follows:

‘‘(G) TREATMENT OF CERTAIN HEDGING IN-
STRUMENTS.—Except to the extent provided
by regulations, any—

‘‘(i) payment to a real estate investment
trust under an interest rate swap or cap
agreement, option, futures contract, forward
rate agreement, or any similar financial in-
strument, entered into by the trust in a
transaction to reduce the interest rate risks
with respect to any indebtedness incurred or
to be incurred by the trust to acquire or
carry real estate assets, and

‘‘(ii) gain from the sale or other disposition
of any such investment,

shall be treated as income qualifying under
paragraph (2).’’.
SEC. 1259. EXCESS NONCASH INCOME.

Section 857(e)(2) (relating to determination
of amount of excess noncash income) is
amended—

(1) by striking subparagraph (B),
(2) by striking the period at the end of sub-

paragraph (C) and inserting a comma,
(3) by redesignating subparagraph (C) (as

amended by paragraph (2)) as subparagraph
(B), and

(4) by adding at the end the following new
subparagraphs:

‘‘(C) the amount (if any) by which—
‘‘(i) the amounts includible in gross income

with respect to instruments to which section
860E(a) or 1272 applies, exceed

‘‘(ii) the amount of money and the fair
market value of other property received dur-
ing the taxable year under such instruments,
and

‘‘(D) amounts includible in income by rea-
son of cancellation of indebtedness.’’.
SEC. 1260. PROHIBITED TRANSACTION SAFE HAR-

BOR.
Clause (iii) of section 857(b)(6)(C) (relating

to certain sales not to constitute prohibited
transactions) is amended by striking ‘‘(other
than foreclosure property)’’ in subclauses (I)
and (II) and inserting ‘‘(other than sales of
foreclosure property or sales to which sec-
tion 1033 applies)’’.
SEC. 1261. SHARED APPRECIATION MORTGAGES.

(a) BANKRUPTCY SAFE HARBOR.—Section
856(j) (relating to treatment of shared appre-
ciation mortgages) is amended by redesig-

nating paragraph (4) as paragraph (5) and by
inserting after paragraph (3) the following
new paragraph:

‘‘(4) COORDINATION WITH 4-YEAR HOLDING PE-
RIOD.—

‘‘(A) IN GENERAL.—For purposes of section
857(b)(6)(C), if a real estate investment trust
is treated as having sold secured property
under paragraph (3)(A), the trust shall be
treated as having held such property for at
least 4 years if—

‘‘(i) the secured property is sold or other-
wise disposed of pursuant to a case under
title 11 of the United States Code,

‘‘(ii) the seller is under the jurisdiction of
the court in such case, and

‘‘(iii) the disposition is required by the
court or is pursuant to a plan approved by
the court.

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply if—

‘‘(i) the secured property was acquired by
the trust with the intent to evict or fore-
close, or

‘‘(ii) the trust knew or had reason to know
that default on the obligation described in
paragraph (5)(A) would occur.’’.

(b) CLARIFICATION OF DEFINITION OF SHARED
APPRECIATION PROVISION.—Clause (ii) of sec-
tion 856(j)(5)(A) is amended by inserting be-
fore the period ‘‘or appreciation in value as
of any specified date’’.
SEC. 1262. WHOLLY OWNED SUBSIDIARIES.

Section 856(i)(2) (defining qualified REIT
subsidiary) is amended by striking ‘‘at all
times during the period such corporation was
in existence’’.
SEC. 1263. EFFECTIVE DATE.

The amendments made by this part shall
apply to taxable years beginning after the
date of the enactment of this Act.
Subtitle E—Provisions Relating to Regulated

Investment Companies
SEC. 1271. REPEAL OF 30-PERCENT GROSS IN-

COME LIMITATION.
(a) GENERAL RULE.—Subsection (b) of sec-

tion 851 (relating to limitations) is amended
by striking paragraph (3), by adding ‘‘and’’
at the end of paragraph (2), and by redesig-
nating paragraph (4) as paragraph (3).

(b) TECHNICAL AMENDMENTS.—
(1) The material following paragraph (3) of

section 851(b) (as redesignated by subsection
(a)) is amended—

(A) by striking out ‘‘paragraphs (2) and (3)’’
and inserting ‘‘paragraph (2)’’, and

(B) by striking out the last sentence there-
of.

(2) Subsection (c) of section 851 is amended
by striking ‘‘subsection (b)(4)’’ each place it
appears (including the heading) and inserting
‘‘subsection (b)(3)’’.

(3) Subsection (d) of section 851 is amended
by striking ‘‘subsections (b)(4)’’ and insert-
ing ‘‘subsections (b)(3)’’.

(4) Paragraph (1) of section 851(e) is amend-
ed by striking ‘‘subsection (b)(4)’’ and insert-
ing ‘‘subsection (b)(3)’’.

(5) Paragraph (4) of section 851(e) is amend-
ed by striking ‘‘subsections (b)(4)’’ and in-
serting ‘‘subsections (b)(3)’’.

(6) Section 851 is amended by striking sub-
section (g) and redesignating subsection (h)
as subsection (g).

(7) Subsection (g) of section 851 (as redesig-
nated by paragraph (6)) is amended by strik-
ing paragraph (3).

(8) Section 817(h)(2) is amended—
(A) by striking ‘‘851(b)(4)’’ in subparagraph

(A) and inserting ‘‘851(b)(3)’’, and
(B) by striking ‘‘851(b)(4)(A)(i)’’ in subpara-

graph (B) and inserting ‘‘851(b)(3)(A)(i)’’.
(9) Section 1092(f)(2) is amended by striking

‘‘Except for purposes of section 851(b)(3),
the’’ and inserting ‘‘The’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
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years ending after the date of the enactment
of this Act.

Subtitle F—Taxpayer Protections
SEC. 1281. REASONABLE CAUSE EXCEPTION FOR

CERTAIN PENALTIES.
(a) INFORMATION ON DEDUCTIBLE EMPLOYEE

CONTRIBUTIONS.—Subsection (g) of section
6652 (relating to information required in con-
nection with deductible employee contribu-
tions) is amended by adding at the end the
following new sentence: ‘‘No penalty shall be
imposed under this subsection on any failure
which is shown to be due to reasonable cause
and not willful neglect.’’.

(b) REPORTS ON STATUS AS QUALIFIED
SMALL BUSINESS.—Subsection (k) of section
6652 (relating to failure to make reports re-
quired under section 1202) is amended by add-
ing at the end the following new sentence:
‘‘No penalty shall be imposed under this sub-
section on any failure which is shown to be
due to reasonable cause and not willful ne-
glect.’’.

(c) RETURNS OF PERSONAL HOLDING COM-
PANY TAX BY FOREIGN CORPORATIONS.—Sec-
tion 6683 (relating to failure of foreign cor-
poration to file return of personal holding
company tax) is amended by adding at the
end the following new sentence: ‘‘No penalty
shall be imposed under this section on any
failure which is shown to be due to reason-
able cause and not willful neglect.’’.

(d) FAILURE TO MAKE REQUIRED PAY-
MENTS.—Subparagraph (A) of section
7519(f)(4) is amended by adding at the end the
following new sentence: ‘‘No penalty shall be
imposed under this subparagraph on any fail-
ure which is shown to be due to reasonable
cause and not willful neglect.’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1282. CLARIFICATION OF PERIOD FOR FIL-

ING CLAIMS FOR REFUNDS.
(a) IN GENERAL.—Paragraph (3) of section

6512(b) (relating to overpayment determined
by Tax Court) is amended by adding at the
end the following flush sentence:

‘‘In a case described in subparagraph (B)
where the date of the mailing of the notice of
deficiency is during the third year after the
due date (with extensions) for filing the re-
turn of tax and no return was filed before
such date, the applicable period under sub-
sections (a) and (b)(2) of section 6511 shall be
3 years.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to claims
for credit or refund for taxable years ending
after the date of the enactment of this Act.
SEC. 1283. REPEAL OF AUTHORITY TO DISCLOSE

WHETHER PROSPECTIVE JUROR
HAS BEEN AUDITED.

(a) IN GENERAL.—Subsection (h) of section
6103 (relating to disclosure to certain Federal
officers and employees for purposes of tax
administration, etc.) is amended by striking
paragraph (5) and by redesignating para-
graph (6) as paragraph (5).

(b) CONFORMING AMENDMENT.—Paragraph
(4) of section 6103(p) is amended by striking
‘‘(h)(6)’’ each place it appears and inserting
‘‘(h)(5)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to judicial
proceedings commenced after the date of the
enactment of this Act.
SEC. 1284. CLARIFICATION OF STATUTE OF LIMI-

TATIONS.
(a) IN GENERAL.—Subsection (a) of section

6501 (relating to limitations on assessment
and collection) is amended by adding at the
end thereof the following new sentence: ‘‘For
purposes of this chapter, the term ‘return’
means the return required to be filed by the
taxpayer (and does not include a return of

any person from whom the taxpayer has re-
ceived an item of income, gain, loss, deduc-
tion, or credit).’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1285. AWARDING OF ADMINISTRATIVE

COSTS.
(a) RIGHT TO APPEAL TAX COURT DECI-

SION.—Subsection (f) of section 7430 (relating
to right of appeal) is amended by adding at
the end the following new paragraph:

‘‘(3) APPEAL OF TAX COURT DECISION.—An
order of the Tax Court disposing of a petition
under paragraph (2) shall be reviewable in
the same manner as a decision of the Tax
Court, but only with respect to the matters
determined in such order.’’.

(b) PERIOD FOR APPLYING TO IRS FOR
COSTS.—Subsection (b) of section 7430 (relat-
ing to limitations) is amended by adding at
the end the following new paragraph:

‘‘(5) PERIOD FOR APPLYING TO IRS FOR AD-
MINISTRATIVE COSTS.—An award may be made
under subsection (a) by the Internal Revenue
Service for reasonable administrative costs
only if the prevailing party files an applica-
tion with the Internal Revenue Service for
such costs before the 91st day after the date
on which the final decision of the Internal
Revenue Service as to the determination of
the tax, interest, or penalty is mailed to
such party.’’.

(c) PERIOD FOR PETITIONING OF TAX COURT
FOR REVIEW OF DENIAL OF COSTS.—Paragraph
(2) of section 7430(f) (relating to right of ap-
peal) is amended—

(1) by striking ‘‘appeal to’’ and inserting
‘‘the filing of a petition for review with’’,
and

(2) by adding at the end the following new
sentence: ‘‘If the Secretary sends by certified
or registered mail a notice of such decision
to the petitioner, no proceeding in the Tax
Court may be initiated under this paragraph
unless such petition is filed before the 91st
day after the date of such mailing.’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to civil ac-
tions or proceedings commenced after the
date of the enactment of this Act.
SEC. 1286. PENALTY FOR UNAUTHORIZED IN-

SPECTION OF TAX RETURNS OR TAX
RETURN INFORMATION.

(a) IN GENERAL.—Part I of subchapter A of
chapter 75 (relating to crimes, other offenses,
and forfeitures) is amended by adding after
section 7213 the following new section:
‘‘SEC. 7213A. UNAUTHORIZED INSPECTION OF RE-

TURNS OR RETURN INFORMATION.
‘‘(a) PROHIBITIONS.—
‘‘(1) FEDERAL EMPLOYEES AND OTHER PER-

SONS.—It shall be unlawful for—
‘‘(A) any officer or employee of the United

States, or
‘‘(B) any person described in section 6103(n)

or an officer or employee of any such person,

willfully to inspect, except as authorized in
this title, any return or return information.

‘‘(2) STATE AND OTHER EMPLOYEES.—It shall
be unlawful for any person (not described in
paragraph (1)) willfully to inspect, except as
authorized in this title, any return or return
information acquired by such person or an-
other person under a provision of section 6103
referred to in section 7213(a)(2).

‘‘(b) PENALTY.—
‘‘(1) IN GENERAL.—Any violation of sub-

section (a) shall be punishable upon convic-
tion by a fine in any amount not exceeding
$1,000, or imprisonment of not more than 1
year, or both, together with the costs of
prosecution.

‘‘(2) FEDERAL OFFICERS OR EMPLOYEES.—An
officer or employee of the United States who
is convicted of any violation of subsection

(a) shall, in addition to any other punish-
ment, be dismissed from office or discharged
from employment.

‘‘(c) DEFINITIONS.—For purposes of this sec-
tion, the terms ‘inspect’, ‘return’, and ‘re-
turn information’ have the respective mean-
ings given such terms by section 6103(b).’’.

(b) TECHNICAL AMENDMENTS.—
(1) Paragraph (2) of section 7213(a) is

amended by inserting ‘‘(5),’’ after ‘‘(m)(2),
(4),’’.

(2) The table of sections for part I of sub-
chapter A of chapter 75 is amended by insert-
ing after the item relating to section 7213 the
following new item:

‘‘Sec. 7213A. Unauthorized inspection of re-
turns or return information.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to viola-
tions occurring on and after the date of the
enactment of this Act.
SEC. 1287. CIVIL DAMAGES FOR UNAUTHORIZED

INSPECTION OF RETURNS AND RE-
TURN INFORMATION; NOTIFICATION
OF UNLAWFUL INSPECTION OR DIS-
CLOSURE.

(a) CIVIL DAMAGES FOR UNAUTHORIZED IN-
SPECTION.—Subsection (a) of section 7431 is
amended—

(1) by striking ‘‘DISCLOSURE’’ in the head-
ings for paragraphs (1) and (2) and inserting
‘‘INSPECTION OR DISCLOSURE’’, and

(2) by striking ‘‘discloses’’ in paragraphs
(1) and (2) and inserting ‘‘inspects or dis-
closes’’.

(b) NOTIFICATION OF UNLAWFUL INSPECTION
OR DISCLOSURE.—Section 7431 is amended by
redesignating subsections (e) and (f) as sub-
sections (f) and (g), respectively, and by in-
serting after subsection (d) the following new
subsection:

‘‘(e) NOTIFICATION OF UNLAWFUL INSPECTION
AND DISCLOSURE.—If any person is criminally
charged by indictment or information with
inspection or disclosure of a taxpayer’s re-
turn or return information in violation of—

‘‘(1) paragraph (1) or (2) of section 7213(a),
‘‘(2) section 7213A(a), or
‘‘(3) subparagraph (B) of section 1030(a)(2)

of title 18, United States Code,
the Secretary shall notify such taxpayer as
soon as practicable of such inspection or dis-
closure.’’.

(c) NO DAMAGES FOR INSPECTION REQUESTED
BY TAXPAYER.—Subsection (b) of section 7431
is amended to read as follows:

‘‘(b) EXCEPTIONS.—No liability shall arise
under this section with respect to any in-
spection or disclosure—

‘‘(1) which results from a good faith, but
erroneous, interpretation of section 6103, or

‘‘(2) which is requested by the taxpayer.’’.
(d) CONFORMING AMENDMENTS.—
(1) Subsections (c)(1)(A), (c)(1)(B)(i), and (d)

of section 7431 are each amended by inserting
‘‘inspection or’’ before ‘‘disclosure’’.

(2) Clause (ii) of section 7431(c)(1)(B) is
amended by striking ‘‘willful disclosure or a
disclosure’’ and inserting ‘‘willful inspection
or disclosure or an inspection or disclosure’’.

(3) Subsection (f) of section 7431, as redesig-
nated by subsection (b), is amended to read
as follows:

‘‘(f) DEFINITIONS.—For purposes of this sec-
tion, the terms ‘inspect’, ‘inspection’, ‘re-
turn’, and ‘return information’ have the re-
spective meanings given such terms by sec-
tion 6103(b).’’.

(4) The section heading for section 7431 is
amended by inserting ‘‘INSPECTION OR’’ be-
fore ‘‘DISCLOSURE’’.

(5) The table of sections for subchapter B
of chapter 76 is amended by inserting ‘‘in-
spection or’’ before ‘‘disclosure’’ in the item
relating to section 7431.

(6) Paragraph (2) of section 7431(g), as re-
designated by subsection (b), is amended by
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striking ‘‘any use’’ and inserting ‘‘any in-
spection or use’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to inspec-
tions and disclosures occurring on and after
the date of the enactment of this Act.
TITLE XIII—SIMPLIFICATION PROVISIONS

RELATING TO ESTATE AND GIFT TAXES
SEC. 1301. GIFTS TO CHARITIES EXEMPT FROM

GIFT TAX FILING REQUIREMENTS.
(a) IN GENERAL.—Section 6019 is amended

by striking ‘‘or’’ at the end of paragraph (1),
by adding ‘‘or’’ at the end of paragraph (2),
and by inserting after paragraph (2) the fol-
lowing new paragraph:

‘‘(3) a transfer with respect to which a de-
duction is allowed under section 2522, except
that this paragraph shall apply with respect
to a transfer of property (other than a trans-
fer described in section 2522(d)) only if the
entire value of such property is allowed as a
deduction under section 2522,’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to gifts
made after the date of the enactment of this
Act.
SEC. 1302. CLARIFICATION OF WAIVER OF CER-

TAIN RIGHTS OF RECOVERY.
(a) AMENDMENT TO SECTION 2207A.—Para-

graph (2) of section 2207A(a) (relating to
right of recovery in the case of certain mari-
tal deduction property) is amended to read
as follows:

‘‘(2) DECEDENT MAY OTHERWISE DIRECT.—
Paragraph (1) shall not apply with respect to
any property to the extent that the decedent
in his will (or a revocable trust) specifically
indicates an intent to waive any right of re-
covery under this subchapter with respect to
such property.’’.

(b) AMENDMENT TO SECTION 2207B.—Para-
graph (2) of section 2207B(a) (relating to
right of recovery where decedent retained in-
terest) is amended to read as follows:

‘‘(2) DECEDENT MAY OTHERWISE DIRECT.—
Paragraph (1) shall not apply with respect to
any property to the extent that the decedent
in his will (or a revocable trust) specifically
indicates an intent to waive any right of re-
covery under this subchapter with respect to
such property.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply with respect
to the estates of decedents dying after the
date of the enactment of this Act.
SEC. 1303. TRANSITIONAL RULE UNDER SECTION

2056A.
(a) GENERAL RULE.—In the case of any

trust created under an instrument executed
before the date of the enactment of the Reve-
nue Reconciliation Act of 1990, such trust
shall be treated as meeting the requirements
of paragraph (1) of section 2056A(a) of the In-
ternal Revenue Code of 1986 if the trust in-
strument requires that all trustees of the
trust be individual citizens of the United
States or domestic corporations.

(b) EFFECTIVE DATE.—The provisions of
subsection (a) shall take effect as if included
in the provisions of section 11702(g) of the
Revenue Reconciliation Act of 1990.
SEC. 1304. CLARIFICATIONS RELATING TO DIS-

CLAIMERS.
(a) PARTIAL TRANSFER-TYPE DISCLAIMERS

PERMITTED.—Paragraph (3) of section 2518(c)
(relating to certain transfers treated as dis-
claimers) is amended by inserting ‘‘(or an
undivided portion of such interest)’’ after
‘‘entire interest in the property’’.

(b) RETENTION OF INTEREST BY DECEDENT’S
SPOUSE PERMITTED IN TRANSFER-TYPE DIS-
CLAIMERS.—Paragraph (3) of section 2518(c) is
amended by adding at the end the following
new flush sentence:

‘‘For purposes of the preceding sentence, a
written transfer by the spouse of the dece-
dent of property to a trust shall not fail to

be treated as a transfer of such spouse’s in-
terest in such property by reason of such
spouse having an interest in such trust.’’.

(c) DISCLAIMERS ARE EFFECTIVE FOR IN-
COME TAX PURPOSES.—Subsection (a) of sec-
tion 2518 is amended by inserting ‘‘and sub-
title A’’ after ‘‘this subtitle’’ each place it
appears.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to transfers
creating an interest in the person disclaim-
ing, and disclaimers, made after the date of
the enactment of this Act.
SEC. 1305. INCREASE OF AMOUNT OF LAPSE OF

GENERAL POWER OF APPOINTMENT
NOT TREATED AS RELEASE FOR
PURPOSES OF ESTATE AND GIFT
TAX (5 OR 5 POWER).

(a) ESTATE TAX.—Subparagraph (A) of sec-
tion 2041(b)(2) (relating to lapse of power) is
amended by striking ‘‘$5,000’’ and inserting
‘‘$10,000’’.

(b) GIFT TAX.—Paragraph (1) of section
2514(e) (relating to lapse of power) is amend-
ed by striking ‘‘$5,000’’ and inserting
‘‘$10,000’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1306. TREATMENT FOR ESTATE TAX PUR-

POSES OF SHORT-TERM OBLIGA-
TIONS HELD BY NONRESIDENT
ALIENS.

(a) IN GENERAL.—Subsection (b) of section
2105 is amended by striking ‘‘and’’ at the end
of paragraph (2), by striking the period at
the end of paragraph (3) and inserting ‘‘,
and’’, and by inserting after paragraph (3)
the following new paragraph:

‘‘(4) obligations which would be original
issue discount obligations as defined in sec-
tion 871(g)(1) but for subparagraph (B)(i)
thereof, if any interest thereon (were such
interest received by the decedent at the time
of his death) would not be effectively con-
nected with the conduct of a trade or busi-
ness within the United States.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to estates of
decedents dying after the date of the enact-
ment of this Act.
SEC. 1307. CERTAIN REVOCABLE TRUSTS TREAT-

ED AS PART OF ESTATE.
(a) IN GENERAL.—Subpart A of part I of

subchapter J (relating to estates, trusts,
beneficiaries, and decedents) is amended by
adding at the end the following new section:
‘‘SEC. 646. CERTAIN REVOCABLE TRUSTS TREAT-

ED AS PART OF ESTATE.
‘‘(a) GENERAL RULE.—For purposes of this

subtitle, if both the executor (if any) of an
estate and the trustee of a qualified rev-
ocable trust elect the treatment provided in
this section, such trust shall be treated and
taxed as part of such estate (and not as a
separate trust) for all taxable years of the
estate ending after the date of the decedent’s
death and before the applicable date.

‘‘(b) DEFINITIONS.—For purposes of sub-
section (a)—

‘‘(1) QUALIFIED REVOCABLE TRUST.—The
term ‘qualified revocable trust’ means any
trust (or portion thereof) which was treated
under section 676 as owned by the decedent
of the estate referred to in subsection (a) by
reason of a power in the grantor (determined
without regard to section 672(e)).

‘‘(2) APPLICABLE DATE.—The term ‘applica-
ble date’ means—

‘‘(A) if no return of tax imposed by chapter
11 is required to be filed, the date which is 2
years after the date of the decedent’s death,
and

‘‘(B) if such a return is required to be filed,
the date which is 6 months after the date of
the final determination of the liability for
tax imposed by chapter 11.

‘‘(c) ELECTION.—The election under sub-
section (a) shall be made not later than the
time prescribed for filing the return of tax
imposed by this chapter for the first taxable
year of the estate (determined with regard to
extensions) and, once made, shall be irrev-
ocable.’’.

(b) COMPARABLE TREATMENT UNDER GEN-
ERATION-SKIPPING TAX.—Paragraph (1) of sec-
tion 2652(b) is amended by adding at the end
the following new sentence: ‘‘Such term
shall not include any trust during any period
the trust is treated as part of an estate under
section 646.’’.

(c) CLERICAL AMENDMENT.—The table of
sections for such subpart A is amended by
adding at the end the following new item:

‘‘Sec. 646. Certain revocable trusts treated as
part of estate.’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply with respect
to estates of decedents dying after the date
of the enactment of this Act.
SEC. 1308. DISTRIBUTIONS DURING FIRST 65

DAYS OF TAXABLE YEAR OF ESTATE.
(a) IN GENERAL.—Subsection (b) of section

663 (relating to distributions in first 65 days
of taxable year) is amended by inserting ‘‘an
estate or’’ before ‘‘a trust’’ each place it ap-
pears.

(b) CONFORMING AMENDMENT.—Paragraph
(2) of section 663(b) is amended by striking
‘‘the fiduciary of such trust’’ and inserting
‘‘the executor of such estate or the fiduciary
of such trust (as the case may be)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1309. SEPARATE SHARE RULES AVAILABLE

TO ESTATES.
(a) IN GENERAL.—Subsection (c) of section

663 (relating to separate shares treated as
separate trusts) is amended—

(1) by inserting before the last sentence the
following new sentence: ‘‘Rules similar to
the rules of the preceding provisions of this
subsection shall apply to treat substantially
separate and independent shares of different
beneficiaries in an estate having more than 1
beneficiary as separate estates.’’, and

(2) by inserting ‘‘or estates’’ after ‘‘trusts’’
in the last sentence.

(b) CONFORMING AMENDMENT.—The sub-
section heading of section 663(c) is amended
by inserting ‘‘ESTATES OR’’ before ‘‘TRUSTS’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to estates of
decedents dying after the date of the enact-
ment of this Act.
SEC. 1310. EXECUTOR OF ESTATE AND BENE-

FICIARIES TREATED AS RELATED
PERSONS FOR DISALLOWANCE OF
LOSSES, ETC.

(a) DISALLOWANCE OF LOSSES.—Subsection
(b) of section 267 (relating to losses, ex-
penses, and interest with respect to trans-
actions between related taxpayers) is amend-
ed by striking ‘‘or’’ at the end of paragraph
(11), by striking the period at the end of
paragraph (12) and inserting ‘‘; or’’, and by
adding at the end the following new para-
graph:

‘‘(13) Except in the case of a sale or ex-
change in satisfaction of a pecuniary be-
quest, an executor of an estate and a bene-
ficiary of such estate.’’.

(b) ORDINARY INCOME FROM GAIN FROM
SALE OF DEPRECIABLE PROPERTY.—Sub-
section (b) of section 1239 is amended by
striking the period at the end of paragraph
(2) and inserting ‘‘, and’’ and by adding at
the end the following new paragraph:

‘‘(3) except in the case of a sale or ex-
change in satisfaction of a pecuniary be-
quest, an executor of an estate and a bene-
ficiary of such estate.’’.
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(c) EFFECTIVE DATE.—The amendments

made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1311. LIMITATION ON TAXABLE YEAR OF ES-

TATES.
(a) IN GENERAL.—Section 645 (relating to

taxable year of trusts) is amended to read as
follows:
‘‘SEC. 645. TAXABLE YEAR OF ESTATES AND

TRUSTS.
‘‘(a) ESTATES.—For purposes of this sub-

title, the taxable year of an estate shall be a
year ending on October 31, November 30, or
December 31.

‘‘(b) TRUSTS.—
‘‘(1) IN GENERAL.—For purposes of this sub-

title, the taxable year of any trust shall be
the calendar year.

‘‘(2) EXCEPTION FOR TRUSTS EXEMPT FROM
TAX AND CHARITABLE TRUSTS.—Paragraph (1)
shall not apply to a trust exempt from tax-
ation under section 501(a) or to a trust de-
scribed in section 4947(a)(1).’’.

(b) CLERICAL AMENDMENT.—The table of
sections for subpart A of part I of subchapter
J of chapter 1 is amended by striking the
item relating to section 645 and inserting the
following new item:

‘‘Sec. 645. Taxable year of estates and
trusts.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to estates of
decedents dying after the date of the enact-
ment of this Act.
SEC. 1312. TREATMENT OF FUNERAL TRUSTS.

(a) IN GENERAL.—Subpart F of part I of
subchapter J of chapter 1 is amended by add-
ing at the end the following new section:
‘‘SEC. 684. TREATMENT OF FUNERAL TRUSTS.

‘‘(a) IN GENERAL.—In the case of a qualified
funeral trust—

‘‘(1) subparts B, C, D, and E shall not
apply, and

‘‘(2) no deduction shall be allowed by sec-
tion 642(b).

‘‘(b) QUALIFIED FUNERAL TRUST.—For pur-
poses of this subsection, the term ‘qualified
funeral trust’ means any trust (other than a
foreign trust) if—

‘‘(1) the trust arises as a result of a con-
tract with a person engaged in the trade or
business of providing funeral or burial serv-
ices or property necessary to provide such
services,

‘‘(2) the sole purpose of the trust is to hold,
invest, and reinvest funds in the trust and to
use such funds solely to make payments for
such services or property for the benefit of
the beneficiaries of the trust,

‘‘(3) the only beneficiaries of such trust are
individuals who have entered into contracts
described in paragraph (1) to have such serv-
ices or property provided at their death,

‘‘(4) the only contributions to the trust are
contributions by or for the benefit of such
beneficiaries,

‘‘(5) the trustee elects the application of
this subsection, and

‘‘(6) the trust would (but for the election
described in paragraph (5)) be treated as
owned by the beneficiaries under subpart E.

‘‘(c) DOLLAR LIMITATION ON CONTRIBU-
TIONS.—

‘‘(1) IN GENERAL.—The term ‘qualified fu-
neral trust’ shall not include any trust which
accepts aggregate contributions by or for the
benefit of an individual in excess of $7,000.

‘‘(2) RELATED TRUSTS.—For purposes of
paragraph (1), all trusts having trustees
which are related persons shall be
treated as 1 trust. For purposes of the pre-
ceding sentence, persons are related if—

‘‘(A) the relationship between such persons
is described in section 267 or 707(b),

‘‘(B) such persons are treated as a single
employer under subsection (a) or (b) of sec-
tion 52, or

‘‘(C) the Secretary determines that treat-
ing such persons as related is necessary to
prevent avoidance of the purposes of this sec-
tion.

‘‘(3) INFLATION ADJUSTMENT.—In the case of
any contract referred to in subsection (b)(1)
which is entered into during any calendar
year after 1998, the dollar amount referred to
paragraph (1) shall be increased by an
amount equal to—

‘‘(A) such dollar amount, multiplied by
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year, by substituting ‘calendar year 1997’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

If any dollar amount after being increased
under the preceding sentence is not a mul-
tiple of $100, such dollar amount shall be
rounded to the nearest multiple of $100.

‘‘(d) APPLICATION OF RATE SCHEDULE.—Sec-
tion 1(e) shall be applied to each qualified fu-
neral trust by treating each beneficiary’s in-
terest in each such trust as a separate trust.

‘‘(e) TREATMENT OF AMOUNTS REFUNDED TO
BENEFICIARY ON CANCELLATION.—No gain or
loss shall be recognized to a beneficiary de-
scribed in subsection (b)(3) of any qualified
funeral trust by reason of any payment from
such trust to such beneficiary by reason of
cancellation of a contract referred to in sub-
section (b)(1). If any payment referred to in
the preceding sentence consists of property
other than money, the basis of such property
in the hands of such beneficiary shall be the
same as the trust’s basis in such property
immediately before the payment.

‘‘(f) SIMPLIFIED REPORTING.—The Secretary
may prescribe rules for simplified reporting
of all trusts having a single trustee.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for subpart F of part I of subchapter
J of chapter 1 is amended by adding at the
end the following new item:

‘‘Sec. 684. Treatment of funeral trusts.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1313. ADJUSTMENTS FOR GIFTS WITHIN 3

YEARS OF DECEDENT’S DEATH.
(a) GENERAL RULE.—Section 2035 is amend-

ed to read as follows:
‘‘SEC. 2035. ADJUSTMENTS FOR CERTAIN GIFTS

MADE WITHIN 3 YEARS OF DECE-
DENT’S DEATH.

‘‘(a) INCLUSION OF CERTAIN PROPERTY IN
GROSS ESTATE.—If—

‘‘(1) the decedent made a transfer (by trust
or otherwise) of an interest in any property,
or relinquished a power with respect to any
property, during the 3-year period ending on
the date of the decedent’s death, and

‘‘(2) the value of such property (or an inter-
est therein) would have been included in the
decedent’s gross estate under section 2036,
2037, 2038, or 2042 if such transferred interest
or relinquished power had been retained by
the decedent on the date of his death,
the value of the gross estate shall include
the value of any property (or interest there-
in) which would have been so included.

‘‘(b) INCLUSION OF GIFT TAX ON GIFTS MADE
DURING 3 YEARS BEFORE DECEDENT’S
DEATH.—The amount of the gross estate (de-
termined without regard to this subsection)
shall be increased by the amount of any tax
paid under chapter 12 by the decedent or his
estate on any gift made by the decedent or
his spouse during the 3-year period ending on
the date of the decedent’s death.

‘‘(c) OTHER RULES RELATING TO TRANSFERS
WITHIN 3 YEARS OF DEATH.—

‘‘(1) IN GENERAL.—For purposes of—
‘‘(A) section 303(b) (relating to distribu-

tions in redemption of stock to pay death
taxes),

‘‘(B) section 2032A (relating to special valu-
ation of certain farms, etc., real property),
and

‘‘(C) subchapter C of chapter 64 (relating to
lien for taxes),

the value of the gross estate shall include
the value of all property to the extent of any
interest therein of which the decedent has at
any time made a transfer, by trust or other-
wise, during the 3-year period ending on the
date of the decedent’s death.

‘‘(2) COORDINATION WITH SECTION 6166.—An
estate shall be treated as meeting the 35 per-
cent of adjusted gross estate requirement of
section 6166(a)(1) only if the estate meets
such requirement both with and without the
application of paragraph (1).

‘‘(3) MARITAL AND SMALL TRANSFERS.—
Paragraph (1) shall not apply to any transfer
(other than a transfer with respect to a life
insurance policy) made during a calendar
year to any donee if the decedent was not re-
quired by section 6019 (other than by reason
of section 6019(2)) to file any gift tax return
for such year with respect to transfers to
such donee.

‘‘(d) EXCEPTION.—Subsection (a) shall not
apply to any bona fide sale for an adequate
and full consideration in money or money’s
worth.

‘‘(e) TREATMENT OF CERTAIN TRANSFERS
FROM REVOCABLE TRUSTS.—For purposes of
this section and section 2038, any transfer
from any portion of a trust during any pe-
riod that such portion was treated under sec-
tion 676 as owned by the decedent by reason
of a power in the grantor (determined with-
out regard to section 672(e)) shall be treated
as a transfer made directly by the dece-
dent.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for part III of subchapter A of chap-
ter 11 is amended by striking ‘‘gifts’’ in the
item relating to section 2035 and inserting
‘‘certain gifts’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to the es-
tates of decedents dying after the date of the
enactment of this Act.
SEC. 1314. CLARIFICATION OF TREATMENT OF

SURVIVOR ANNUITIES UNDER
QUALIFIED TERMINABLE INTEREST
RULES.

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 2056(b)(7) is amended by inserting ‘‘(or,
in the case of an interest in an annuity aris-
ing under the community property laws of a
State, included in the gross estate of the de-
cedent under section 2033)’’ after ‘‘section
2039’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to estates of
decedents dying after the date of the enact-
ment of this Act.
SEC. 1315. TREATMENT UNDER QUALIFIED DO-

MESTIC TRUST RULES OF FORMS OF
OWNERSHIP WHICH ARE NOT
TRUSTS.

(a) IN GENERAL.—Subsection (c) of section
2056A (defining qualified domestic trust) is
amended by adding at the end the following
new paragraph:

‘‘(3) TRUST.—To the extent provided in reg-
ulations prescribed by the Secretary, the
term ‘trust’ includes other arrangements
which have substantially the same effect as
a trust.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to estates of
decedents dying after the date of the enact-
ment of this Act.
SEC. 1316. OPPORTUNITY TO CORRECT CERTAIN

FAILURES UNDER SECTION 2032A.
(a) GENERAL RULE.—Paragraph (3) of sec-

tion 2032A(d) (relating to modification of
election and agreement to be permitted) is
amended to read as follows:

‘‘(3) MODIFICATION OF ELECTION AND AGREE-
MENT TO BE PERMITTED.—The Secretary shall
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prescribe procedures which provide that in
any case in which the executor makes an
election under paragraph (1) (and submits
the agreement referred to in paragraph (2))
within the time prescribed therefor, but—

‘‘(A) the notice of election, as filed, does
not contain all required information, or

‘‘(B) signatures of 1 or more persons re-
quired to enter into the agreement described
in paragraph (2) are not included on the
agreement as filed, or the agreement does
not contain all required information,

the executor will have a reasonable period of
time (not exceeding 90 days) after notifica-
tion of such failures to provide such informa-
tion or signatures.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to the es-
tates of decedents dying after the date of the
enactment of this Act.
SEC. 1317. AUTHORITY TO WAIVE REQUIREMENT

OF UNITED STATES TRUSTEE FOR
QUALIFIED DOMESTIC TRUSTS.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 2056A(a)(1) is amended by inserting ‘‘ex-
cept as provided in regulations prescribed by
the Secretary,’’ before ‘‘requires’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to estates of
decedents dying after the date of the enact-
ment of this Act.
TITLE XIV—SIMPLIFICATION PROVISIONS

RELATING TO EXCISE TAXES, TAX-EX-
EMPT 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.

(a) IN GENERAL.—Sections 4003(a)(3)(C) and
4051(b)(2)(B) (relating to exceptions) are each
amended by striking ‘‘$200’’ and inserting
‘‘$1,000’’.

(b) EFFECTIVE DATE.—The amendments
made by subsection (a) shall apply to instal-
lations on vehicles sold after the date of the
enactment of this Act.
SEC. 1402. CREDIT FOR TIRE TAX IN LIEU OF EX-

CLUSION OF VALUE OF TIRES IN
COMPUTING PRICE.

(a) IN GENERAL.—Subsection (e) of section
4051 is amended to read as follows:

‘‘(e) CREDIT AGAINST TAX FOR TIRE TAX.—
If—

‘‘(1) tires are sold on or in connection with
the sale of any article, and

‘‘(2) tax is imposed by this subchapter on
the sale of such tires,
there shall be allowed as a credit against the
tax imposed by this subchapter an amount
equal to the tax (if any) imposed by section
4071 on such tires.’’.

(b) CONFORMING AMENDMENT.—Subpara-
graph (B) of section 4052(b)(1) is amended by
striking clause (iii), by adding ‘‘and’’ at the
end of clause (ii), and by redesignating
clause (iv) as clause (iii).

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
January 1, 1998.

PART II—PROVISIONS RELATED TO
DISTILLED SPIRITS, WINES, AND BEER

SEC. 1411. CREDIT OR REFUND FOR IMPORTED
BOTTLED DISTILLED SPIRITS RE-
TURNED TO DISTILLED SPIRITS
PLANT.

(a) IN GENERAL.—Section 5008(c)(1) (relat-
ing to distilled spirits returned to bonded
premises) is amended by striking ‘‘with-
drawn from bonded premises on payment or
determination of tax’’ and inserting ‘‘on
which tax has been determined or paid’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the 1st day of the 1st calendar quarter that

begins at least 90 days after the date of the
enactment of this Act.
SEC. 1412. AUTHORITY TO CANCEL OR CREDIT

EXPORT BONDS WITHOUT SUBMIS-
SION OF RECORDS.

(a) IN GENERAL.—Section 5175(c) (relating
to cancellation of credit of export bonds) is
amended by striking ‘‘on the submission of’’
and all that follows and inserting ‘‘if there is
such proof of exportation as the Secretary
may by regulations require.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the 1st day of the 1st calendar quarter that
begins at least 90 days after the date of the
enactment of this Act.
SEC. 1413. REPEAL OF REQUIRED MAINTENANCE

OF RECORDS ON PREMISES OF DIS-
TILLED SPIRITS PLANT.

(a) IN GENERAL.—Section 5207(c) (relating
to preservation and inspection) is amended
by striking ‘‘shall be kept on the premises
where the operations covered by the record
are carried on and’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the 1st day of the 1st calendar quarter that
begins at least 90 days after the date of the
enactment of this Act.
SEC. 1414. FERMENTED MATERIAL FROM ANY

BREWERY MAY BE RECEIVED AT A
DISTILLED SPIRITS PLANT.

(a) IN GENERAL.—Section 5222(b)(2) (relat-
ing to receipt) is amended to read as follows:

‘‘(2) beer conveyed without payment of tax
from brewery premises, beer which has been
lawfully removed from brewery premises
upon determination of tax, or’’.

(b) CLARIFICATION OF AUTHORITY TO PERMIT
REMOVAL OF BEER WITHOUT PAYMENT OF TAX
FOR USE AS DISTILLING MATERIAL.—Section
5053 (relating to exemptions) is amended by
redesignating subsection (f) as subsection (i)
and by inserting after subsection (e) the fol-
lowing new subsection:

‘‘(f) REMOVAL FOR USE AS DISTILLING MATE-
RIAL.—Subject to such regulations as the
Secretary may prescribe, beer may be re-
moved from a brewery without payment of
tax to any distilled spirits plant for use as
distilling material.’’.

(c) CLARIFICATION OF REFUND AND CREDIT
OF TAX.—Section 5056 (relating to refund and
credit of tax, or relief from liability) is
amended—

(1) by redesignating subsection (c) as sub-
section (d) and by inserting after subsection
(b) the following new subsection:

‘‘(c) BEER RECEIVED AT A DISTILLED SPIRITS
PLANT.—Any tax paid by any brewer on beer
produced in the United States may be re-
funded or credited to the brewer, without in-
terest, or if the tax has not been paid, the
brewer may be relieved of liability therefor,
under regulations as the Secretary may pre-
scribe, if such beer is received on the bonded
premises of a distilled spirits plant pursuant
to the provisions of section 5222(b)(2), for use
in the production of distilled spirits.’’, and

(2) by striking ‘‘or rendering
unmerchantable’’ in subsection (d) (as so re-
designated) and inserting ‘‘rendering
unmerchantable, or receipt on the bonded
premises of a distilled spirits plant’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
1st day of the 1st calendar quarter that be-
gins at least 90 days after the date of the en-
actment of this Act.
SEC. 1415. REPEAL OF REQUIREMENT FOR

WHOLESALE DEALERS IN LIQUORS
TO POST SIGN.

(a) IN GENERAL.—Section 5115 (relating to
sign required on premises) is hereby re-
pealed.

(b) CONFORMING AMENDMENTS.—
(1) Section 5681(a) is amended by striking

‘‘, and every wholesale dealer in liquors,’’
and by striking ‘‘section 5115(a) or’’.

(2) Section 5681(c) is amended—
(A) by striking ‘‘or wholesale liquor estab-

lishment, on which no sign required by sec-
tion 5115(a) or’’ and inserting ‘‘on which no
sign required by’’, and

(B) by striking ‘‘or wholesale liquor estab-
lishment, or who’’ and inserting ‘‘or who’’.

(3) The table of sections for subpart D of
part II of subchapter A of chapter 51 is
amended by striking the item relating to
section 5115.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
date of the enactment of this Act.
SEC. 1416. REFUND OF TAX TO WINE RETURNED

TO BOND NOT LIMITED TO
UNMERCHANTABLE WINE.

(a) IN GENERAL.—Section 5044(a) (relating
to refund of tax on unmerchantable wine) is
amended by striking ‘‘as unmerchantable’’.

(b) CONFORMING AMENDMENTS.—
(1) Section 5361 is amended by striking

‘‘unmerchantable’’.
(2) The section heading for section 5044 is

amended by striking ‘‘UNMERCHANTABLE’’.
(3) The item relating to section 5044 in the

table of sections for subpart C of part I of
subchapter A of chapter 51 is amended by
striking ‘‘unmerchantable’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
1st day of the 1st calendar quarter that be-
gins at least 90 days after the date of the en-
actment of this Act.
SEC. 1417. USE OF ADDITIONAL AMELIORATING

MATERIAL IN CERTAIN WINES.
(a) IN GENERAL.—Section 5384(b)(2)(D) (re-

lating to ameliorated fruit and berry wines)
is amended by striking ‘‘loganberries, cur-
rants, or gooseberries,’’ and inserting ‘‘any
fruit or berry with a natural fixed acid of 20
parts per thousand or more (before any cor-
rection of such fruit or berry)’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall take effect on the
1st day of the 1st calendar quarter that be-
gins at least 90 days after the date of the en-
actment of this Act.
SEC. 1418. DOMESTICALLY PRODUCED BEER MAY

BE WITHDRAWN FREE OF TAX FOR
USE OF FOREIGN EMBASSIES, LEGA-
TIONS, ETC.

(a) IN GENERAL.—Section 5053 (relating to
exemptions), as amended by section 1414(b),
is amended by inserting after subsection (f)
the following new subsection:

‘‘(g) REMOVALS FOR USE OF FOREIGN EMBAS-
SIES, LEGATIONS, ETC.—

‘‘(1) IN GENERAL.—Subject to such regula-
tions as the Secretary may prescribe—

‘‘(A) beer may be withdrawn from the
brewery without payment of tax for transfer
to any customs bonded warehouse for entry
pending withdrawal therefrom as provided in
subparagraph (B), and

‘‘(B) beer entered into any customs bonded
warehouse under subparagraph (A) may be
withdrawn for consumption in the United
States by, and for the official and family use
of, such foreign governments, organizations,
and individuals as are entitled to withdraw
imported beer from such warehouses free of
tax.

Beer transferred to any customs bonded
warehouse under subparagraph (A) shall be
entered, stored, and accounted for in such
warehouse under such regulations and bonds
as the Secretary may prescribe, and may be
withdrawn therefrom by such governments,
organizations, and individuals free of tax
under the same conditions and procedures as
imported beer.

‘‘(2) OTHER RULES TO APPLY.—Rules similar
to the rules of paragraphs (2) and (3) of sec-
tion 5362(e) shall apply for purposes of this
subsection.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
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the 1st day of the 1st calendar quarter that
begins at least 90 days after the date of the
enactment of this Act.
SEC. 1419. BEER MAY BE WITHDRAWN FREE OF

TAX FOR DESTRUCTION.
(a) IN GENERAL.—Section 5053 (relating to

exemptions), as amended by section 1418(a),
is amended by inserting after subsection (g)
the following new subsection:

‘‘(h) REMOVALS FOR DESTRUCTION.—Subject
to such regulations as the Secretary may
prescribe, beer may be removed from the
brewery without payment of tax for destruc-
tion.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the 1st day of the 1st calendar quarter that
begins at least 90 days after the date of the
enactment of this Act.
SEC. 1420. AUTHORITY TO ALLOW DRAWBACK ON

EXPORTED BEER WITHOUT SUBMIS-
SION OF RECORDS.

(a) IN GENERAL.—The first sentence of sec-
tion 5055 (relating to drawback of tax on
beer) is amended by striking ‘‘found to have
been paid’’ and all that follows and inserting
‘‘paid on such beer if there is such proof of
exportation as the Secretary may by regula-
tions require.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the 1st day of the 1st calendar quarter that
begins at least 90 days after the date of the
enactment of this Act.
SEC. 1421. TRANSFER TO BREWERY OF BEER IM-

PORTED IN BULK WITHOUT PAY-
MENT OF TAX.

(a) IN GENERAL.—Part II of subchapter G of
chapter 51 is amended by adding at the end
the following new section:
‘‘SEC. 5418. BEER IMPORTED IN BULK.

‘‘Beer imported or brought into the United
States in bulk containers may, under such
regulations as the Secretary may prescribe,
be withdrawn from customs custody and
transferred in such bulk containers to the
premises of a brewery without payment of
the internal revenue tax imposed on such
beer. The proprietor of a brewery to which
such beer is transferred shall become liable
for the tax on the beer withdrawn from cus-
toms custody under this section upon release
of the beer from customs custody, and the
importer, or the person bringing such beer
into the United States, shall thereupon be
relieved of the liability for such tax.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for such part II is amended by add-
ing at the end the following new item:

‘‘Sec. 5418. Beer imported in bulk.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
1st day of the 1st calendar quarter that be-
gins at least 90 days after the date of the en-
actment of this Act.
SEC. 1422. TRANSFER TO BONDED WINE CELLARS

OF WINE IMPORTED IN BULK WITH-
OUT PAYMENT OF TAX.

(a) IN GENERAL.—Part II of subchapter F of
chapter 51 is amended by inserting after sec-
tion 5363 the following new section:
‘‘SEC. 5364. WINE IMPORTED IN BULK.

‘‘Wine imported or brought into the United
States in bulk containers may, under such
regulations as the Secretary may prescribe,
be withdrawn from customs custody and
transferred in such bulk containers to the
premises of a bonded wine cellar without
payment of the internal revenue tax imposed
on such wine. The proprietor of a bonded
wine cellar to which such wine is transferred
shall become liable for the tax on the wine
withdrawn from customs custody under this
section upon release of the wine from cus-
toms custody, and the importer, or the per-
son bringing such wine into the United

States, shall thereupon be relieved of the li-
ability for such tax.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for such part II is amended by in-
serting after the item relating to section 5363
the following new item:

‘‘Sec. 5364. Wine imported in bulk.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
1st day of the 1st calendar quarter that be-
gins at least 90 days after the date of the en-
actment of this Act.

PART III—OTHER EXCISE TAX
PROVISIONS

SEC. 1431. AUTHORITY TO GRANT EXEMPTIONS
FROM REGISTRATION REQUIRE-
MENTS.

(a) IN GENERAL.—Section 4222(b)(2) (relat-
ing to export) is amended—

(1) by striking ‘‘in the case of any sale or
resale for export,’’, and

(2) by striking ‘‘EXPORT’’ and inserting
‘‘UNDER REGULATIONS’’.

(b) EFFECTIVE DATE.—The amendments
made by subsection (a) shall take effect on
the date of the enactment of this Act.
SEC. 1432. REPEAL OF EXPIRED PROVISIONS.

(a) PIGGY-BACK TRAILERS.—Section 4051
(relating to imposition of tax on heavy
trucks and trailers sold at retail) is amended
by striking subsection (d) and by redesignat-
ing subsection (e) as subsection (d).

(b) DEEP SEABED MINING.—
(1) IN GENERAL.—Subchapter F of chapter

36 (relating to tax on removal of hard min-
eral resources from deep seabed) is hereby
repealed.

(2) CONFORMING AMENDMENT.—The table of
subchapters for chapter 36 is amended by
striking the item relating to subchapter F.

(c) OZONE-DEPLETING CHEMICALS.—
(1) Paragraph (1) of section 4681(b) is

amended by striking subparagraphs (B) and
(C) and inserting the following new subpara-
graph:

‘‘(B) BASE TAX AMOUNT.—The base tax
amount for purposes of subparagraph (A)
with respect to any sale or use during any
calendar year after 1995 shall be $5.35 in-
creased by 45 cents for each year after 1995.’’.

(2) Subsection (g) of section 4682 is amend-
ed to read as follows:

‘‘(g) CHEMICALS USED AS PROPELLANTS IN
METERED-DOSE INHALERS.—

‘‘(1) EXEMPTION FROM TAX.—
‘‘(A) IN GENERAL.—No tax shall be imposed

by section 4681 on—
‘‘(i) any use of any substance as a propel-

lant in metered-dose inhalers, or
‘‘(ii) any qualified sale by the manufac-

turer, producer, or importer of any sub-
stance.

‘‘(B) QUALIFIED SALE.—For purposes of sub-
paragraph (A), the term ‘qualified sale’
means any sale by the manufacturer, pro-
ducer, or importer of any substance—

‘‘(i) for use by the purchaser as a propel-
lant in metered dose inhalers, or

‘‘(ii) for resale by the purchaser to a 2d
purchaser for such use by the 2d purchaser.

The preceding sentence shall apply only if
the manufacturer, producer, and importer,
and the 1st and 2d purchasers (if any) meet
such registration requirements as may be
prescribed by the Secretary.

‘‘(2) OVERPAYMENTS.—If any substance on
which tax was paid under this subchapter is
used by any person as a propellant in me-
tered-dose inhalers, credit or refund without
interest shall be allowed to such person in an
amount equal to the tax so paid. Amounts
payable under the preceding sentence with
respect to uses during the taxable year shall
be treated as described in section 34(a) for
such year unless claim thereof has been
timely filed under this paragraph.’’.

Subtitle B—Tax-Exempt Bond Provisions
SEC. 1441. REPEAL OF $100,000 LIMITATION ON

UNSPENT PROCEEDS UNDER 1-YEAR
EXCEPTION FROM REBATE.

Subclause (I) of section 148(f)(4)(B)(ii) (re-
lating to additional period for certain bonds)
is amended by striking ‘‘the lesser of 5 per-
cent of the proceeds of the issue or $100,000’’
and inserting ‘‘5 percent of the proceeds of
the issue’’.
SEC. 1442. EXCEPTION FROM REBATE FOR EARN-

INGS ON BONA FIDE DEBT SERVICE
FUND UNDER CONSTRUCTION BOND
RULES.

Subparagraph (C) of section 148(f)(4) is
amended by adding at the end the following
new clause:

‘‘(xvii) TREATMENT OF BONA FIDE DEBT
SERVICE FUNDS.—If the spending require-
ments of clause (ii) are met with respect to
the available construction proceeds of a con-
struction issue, then paragraph (2) shall not
apply to earnings on a bona fide debt service
fund for such issue.’’.
SEC. 1443. REPEAL OF DEBT SERVICE-BASED LIM-

ITATION ON INVESTMENT IN CER-
TAIN NONPURPOSE INVESTMENTS.

Subsection (d) of section 148 (relating to
special rules for reasonably required reserve
or replacement fund) is amended by striking
paragraph (3).
SEC. 1444. REPEAL OF EXPIRED PROVISIONS.

(a) Paragraph (2) of section 148(c) is amend-
ed by striking subparagraph (B) and by re-
designating subparagraphs (C), (D), and (E)
as subparagraphs (B), (C), and (D), respec-
tively.

(b) Paragraph (4) of section 148(f) is amend-
ed by striking subparagraph (E).
SEC. 1445. EFFECTIVE DATE.

The amendments made by this subtitle
shall apply to bonds issued after the date of
the enactment of this Act.

Subtitle C—Tax Court Procedures
SEC. 1451. OVERPAYMENT DETERMINATIONS OF

TAX COURT.
(a) APPEAL OF ORDER.—Paragraph (2) of

section 6512(b) (relating to jurisdiction to en-
force) is amended by adding at the end the
following new sentence: ‘‘An order of the Tax
Court disposing of a motion under this para-
graph shall be reviewable in the same man-
ner as a decision of the Tax Court, but only
with respect to the matters determined in
such order.’’.

(b) DENIAL OF JURISDICTION REGARDING
CERTAIN CREDITS AND REDUCTIONS.—Sub-
section (b) of section 6512 (relating to over-
payment determined by Tax Court) is
amended by adding at the end the following
new paragraph:

‘‘(4) DENIAL OF JURISDICTION REGARDING
CERTAIN CREDITS AND REDUCTIONS.—The Tax
Court shall have no jurisdiction under this
subsection to restrain or review any credit
or reduction made by the Secretary under
section 6402.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
date of the enactment of this Act.
SEC. 1452. REDETERMINATION OF INTEREST

PURSUANT TO MOTION.
(a) IN GENERAL.—Subsection (c) of section

7481 (relating to jurisdiction over interest de-
terminations) is amended to read as follows:

‘‘(c) JURISDICTION OVER INTEREST DETER-
MINATIONS.—

‘‘(1) IN GENERAL.—Notwithstanding sub-
section (a), if, within 1 year after the date
the decision of the Tax Court becomes final
under subsection (a) in a case to which this
subsection applies, the taxpayer files a mo-
tion in the Tax Court for a redetermination
of the amount of interest involved, then the
Tax Court may reopen the case solely to de-
termine whether the taxpayer has made an
overpayment of such interest or the Sec-
retary has made an underpayment of such
interest and the amount thereof.
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‘‘(2) CASES TO WHICH THIS SUBSECTION AP-

PLIES.—This subsection shall apply where—
‘‘(A)(i) an assessment has been made by the

Secretary under section 6215 which includes
interest as imposed by this title, and

‘‘(ii) the taxpayer has paid the entire
amount of the deficiency plus interest
claimed by the Secretary, and

‘‘(B) the Tax Court finds under section
6512(b) that the taxpayer has made an over-
payment.

‘‘(3) SPECIAL RULES.—If the Tax Court de-
termines under this subsection that the tax-
payer has made an overpayment of interest
or that the Secretary has made an underpay-
ment of interest, then that determination
shall be treated under section 6512(b)(1) as a
determination of an overpayment of tax. An
order of the Tax Court redetermining inter-
est, when entered upon the records of the
court, shall be reviewable in the same man-
ner as a decision of the Tax Court.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall take effect on the
date of the enactment of this Act.
SEC. 1453. APPLICATION OF NET WORTH RE-

QUIREMENT FOR AWARDS OF LITI-
GATION COSTS.

(a) IN GENERAL.—Paragraph (4) of section
7430(c) (defining prevailing party) is amended
by adding at the end thereof the following
new subparagraph:

‘‘(D) SPECIAL RULES FOR APPLYING NET
WORTH REQUIREMENT.—In applying the re-
quirements of section 2412(d)(2)(B) of title 28,
United States Code, for purposes of subpara-
graph (A)(iii) of this paragraph—

‘‘(i) the net worth limitation in clause (i)
of such section shall apply to—

‘‘(I) an estate but shall be determined as of
the date of the decedent’s death, and

‘‘(II) a trust but shall be determined as of
the last day of the taxable year involved in
the proceeding, and

‘‘(ii) individuals filing a joint return shall
be treated as 1 individual for purposes of
clause (i) of such section, except in the case
of a spouse relieved of liability under section
6013(e).’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to proceed-
ings commenced after the date of the enact-
ment of this Act.
SEC. 1454. PROCEEDINGS FOR DETERMINATION

OF EMPLOYMENT STATUS.
(a) IN GENERAL.—Subchapter B of chapter

76 (relating to proceedings by taxpayers and
third parties) is amended by redesignating
section 7435 as section 7436 and by inserting
after section 7434 the following new section:
‘‘SEC. 7435. PROCEEDINGS FOR DETERMINATION

OF EMPLOYMENT STATUS.
‘‘(a) CREATION OF REMEDY.—If, in connec-

tion with an audit of any person, there is an
actual controversy involving a determina-
tion by the Secretary as part of an examina-
tion that—

‘‘(1) one or more individuals performing
services for such person are employees of
such person for purposes of subtitle C, or

‘‘(2) such person is not entitled to the
treatment under subsection (a) of section 530
of the Revenue Act of 1978 with respect to
such an individual,
upon the filing of an appropriate pleading,
the Tax Court may determine whether such
a determination by the Secretary is correct.
Any such determination by the Tax Court
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 person for
whom the services are performed.

‘‘(2) TIME FOR FILING ACTION.—If the Sec-
retary sends by certified or registered mail

notice to the petitioner of a determination
by the Secretary described in subsection (a),
no proceeding may be initiated under this
section with respect to such determination
unless the pleading is filed before the 91st
day after the date of such mailing.

‘‘(3) NO ADVERSE INFERENCE FROM TREAT-
MENT WHILE ACTION IS PENDING.—If, during
the pendency of any proceeding brought
under this section, the petitioner changes his
treatment for employment tax purposes of
any individual whose employment status as
an employee is involved in such proceeding
(or of any individual holding a substantially
similar position) to treatment as an em-
ployee, such change shall not be taken into
account in the Tax Court’s determination
under this section.

‘‘(c) SMALL CASE PROCEDURES.—
‘‘(1) IN GENERAL.—At the option of the peti-

tioner, concurred in by the Tax Court or a
division thereof before the hearing of the
case, proceedings under this section may
(notwithstanding the provisions of section
7453) be conducted subject to the rules of evi-
dence, practice, and procedure applicable
under section 7463 if the amount of employ-
ment taxes placed in dispute is $10,000 or less
for each calendar quarter involved.

‘‘(2) FINALITY OF DECISIONS.—A decision en-
tered in any proceeding conducted under this
subsection shall not be reviewed in any other
court and shall not be treated as a precedent
for any other case not involving the same pe-
titioner and the same determinations.

‘‘(3) CERTAIN RULES TO APPLY.—Rules simi-
lar to the rules of the last sentence of sub-
section (a), and subsections (c), (d), and (e),
of section 7463 shall apply to proceedings
conducted under this subsection.

‘‘(d) SPECIAL RULES.—
‘‘(1) RESTRICTIONS ON ASSESSMENT AND COL-

LECTION PENDING ACTION, ETC.—The principles
of subsections (a), (b), and (d) of section 6213,
section 6214(a), section 6503(a), and section
6512 shall apply to proceedings brought under
this section in the same manner as if the
Secretary’s determination described in sub-
section (a) were a notice of deficiency.

‘‘(2) AWARDING OF COSTS AND CERTAIN
FEES.—Section 7430 shall apply to proceed-
ings brought under this section.

‘‘(e) EMPLOYMENT TAX.—The term ‘employ-
ment tax’ means any tax imposed by subtitle
C.’’.

(b) CONFORMING AMENDMENTS.—
(1) Subsection (d) of section 6511 is amend-

ed by adding at the end the following new
paragraph:

‘‘(7) SPECIAL PERIOD OF LIMITATION WITH RE-
SPECT TO SELF-EMPLOYMENT TAX IN CERTAIN
CASES.—If—

‘‘(A) the claim for credit or refund relates
to an overpayment of the tax imposed by
chapter 2 (relating to the tax on self-employ-
ment income) attributable to Tax Court de-
termination in a proceeding under section
7435, and

‘‘(B) the allowance of a credit or refund of
such overpayment is otherwise prevented by
the operation of any law or rule of law other
than section 7122 (relating to compromises),

such credit or refund may be allowed or
made if claim therefor is filed on or before
the last day of the second year after the cal-
endar year in which such determination be-
comes final.’’.

(2) Sections 7453 and 7481(b) are each
amended by striking ‘‘section 7463’’ and in-
serting ‘‘section 7435(c) or 7463’’.

(3) The table of sections for subchapter B
of chapter 76 is amended by striking the last
item and inserting the following:

‘‘Sec. 7435. Proceedings for determination of
employment status.

‘‘Sec. 7436. Cross references.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
date of the enactment of this Act.

Subtitle D—Other Provisions
SEC. 1461. EXTENSION OF DUE DATE OF FIRST

QUARTER ESTIMATED TAX PAYMENT
BY PRIVATE FOUNDATIONS.

(a) IN GENERAL.—Paragraph (3) of section
6655(g) is amended by adding at the end the
following new sentence: ‘‘In the case of a pri-
vate foundation, subsection (c)(2) shall be ap-
plied by substituting ‘May 15’ for ‘April 15’.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply for pur-
poses of determining underpayments of esti-
mated tax for taxable years beginning after
the date of the enactment of this Act.
SEC. 1462. CLARIFICATION OF AUTHORITY TO

WITHHOLD PUERTO RICO INCOME
TAXES FROM SALARIES OF FEDERAL
EMPLOYEES.

(a) IN GENERAL.—Subsection (c) of section
5517 of title 5, United States Code, is amend-
ed by striking ‘‘or territory or possession’’
and inserting ‘‘, territory, possession, or
commonwealth’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
January 1, 1998.
SEC. 1463. CERTAIN NOTICES DISREGARDED

UNDER PROVISION INCREASING IN-
TEREST RATE ON LARGE COR-
PORATE UNDERPAYMENTS.

(a) GENERAL RULE.—Subparagraph (B) of
section 6621(c)(2) (defining applicable date) is
amended by adding at the end the following
new clause:

‘‘(iii) EXCEPTION FOR LETTERS OR NOTICES
INVOLVING SMALL AMOUNTS.—For purposes of
this paragraph, any letter or notice shall be
disregarded if the amount of the deficiency
or proposed deficiency (or the assessment or
proposed assessment) set forth in such letter
or notice is not greater than $100,000 (deter-
mined by not taking into account any inter-
est, penalties, or additions to tax).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply for pur-
poses of determining interest for periods
after December 31, 1997.
TITLE XV—TECHNICAL AMENDMENTS RE-

LATED TO SMALL BUSINESS JOB PRO-
TECTION ACT OF 1996 AND OTHER LEG-
ISLATION

SEC. 1501. AMENDMENTS RELATED TO SMALL
BUSINESS JOB PROTECTION ACT OF
1996.

(a) AMENDMENTS RELATED TO SUBTITLE A.—
(1) AMENDMENT RELATED TO SECTION 1116.—

Paragraph (1) of section 6050R(c) is amended
by striking ‘‘name and address’’ and insert-
ing ‘‘name, address, and phone number of the
information contact’’.

(2) AMENDMENT TO SECTION 1116.—Para-
graphs (1) and (2)(C) of section 1116(b) of the
Small Business Job Protection Act of 1996
shall each be applied as if the reference to
chapter 68 were a reference to chapter 61.

(b) AMENDMENT RELATED TO SUBTITLE B.—
Subsection (c) of section 52 is amended by
striking ‘‘targeted jobs credit’’ and inserting
‘‘work opportunity credit’’.

(c) AMENDMENTS RELATED TO SUBTITLE C.—
(1) AMENDMENT RELATED TO SECTION 1302.—

Subparagraph (B) of section 1361(e)(1) is
amended by striking ‘‘and’’ at the end of
clause (i), striking the period at the end of
clause (ii) and inserting ‘‘, and’’, and adding
at the end the following new clause:

‘‘(iii) any charitable remainder annuity
trust or charitable remainder unitrust (as
defined in section 664(d)).’’.

(2) EFFECTIVE DATE FOR SECTION 1307.—
(A) Notwithstanding section 1317 of the

Small Business Job Protection Act of 1996,
the amendments made by subsections (a) and
(b) of section 1307 of such Act shall apply to
determinations made after December 31, 1996.



CONGRESSIONAL RECORD — HOUSE H4775June 26, 1997
(B) In no event shall the 120-day period re-

ferred to in section 1377(b)(1)(B) of the Inter-
nal Revenue Code of 1986 (as added by such
section 1307) expire before the end of the 120-
day period beginning on the date of the en-
actment of this Act.

(3) AMENDMENT RELATED TO SECTION 1308.—
Subparagraph (A) of section 1361(b)(3) is
amended by striking ‘‘For purposes of this
title’’ and inserting ‘‘Except as provided in
regulations prescribed by the Secretary, for
purposes of this title’’.

(4) AMENDMENTS RELATED TO SECTION 1316.—
(A) Paragraph (2) of section 512(e) is

amended by striking ‘‘within the meaning of
section 1012’’ and inserting ‘‘as defined in
section 1361(e)(1)(C)’’.

(B) Paragraph (7) of section 1361(c) is redes-
ignated as paragraph (6).

(C) Subparagraph (B) of section 1361(b)(1) is
amended by striking ‘‘subsection (c)(7)’’ and
inserting ‘‘subsection (c)(6)’’.

(D) Paragraph (1) of section 512(e) is
amended by striking ‘‘section 1361(c)(7)’’ and
inserting ‘‘section 1361(e)(6)’’.

(d) AMENDMENTS RELATED TO SUBTITLE D.—
(1) AMENDMENTS RELATED TO SECTION 1421.—
(A) Subsection (i) of section 408 is amended

in the last sentence by striking ‘‘30 days’’
and inserting ‘‘31 days’’.

(B) Subparagraph (H) of section 408(k)(6) is
amended by striking ‘‘if the terms of such
pension’’ and inserting ‘‘of an employer if
the terms of simplified employee pensions of
such employer’’.

(C)(i) Subparagraph (B) of section 408(l)(2)
is amended—

(I) by inserting ‘‘and the issuer of an annu-
ity established under such an arrangement’’
after ‘‘under subsection (p)’’, and

(II) in clause (i), by inserting ‘‘or issuer’’
after ‘‘trustee’’.

(ii) Paragraph (2) of section 6693(c) is
amended—

(I) by inserting ‘‘or issuer’’ after ‘‘trustee’’,
and

(II) in the heading, by inserting ‘‘AND IS-
SUER’’ after ‘‘trustee’’.

(D) Subsection (p) of section 408 is amended
by adding at the end the following new para-
graph:

‘‘(8) COORDINATION WITH MAXIMUM LIMITA-
TION UNDER SUBSECTION (a).—In the case of
any simple retirement account, subsections
(a)(1) and (b)(2) shall be applied by substitut-
ing ‘the sum of the dollar amount in effect
under paragraph (2)(A)(ii) of this subsection
and the employer contribution required
under subparagraph (A)(iii) or (B)(i) of para-
graph (2) of this subsection, whichever is ap-
plicable’ for ‘$2,000’.’’.

(E) Clause (i) of section 408(p)(2)(D) is
amended by adding at the end the following
new sentence: ‘‘If only individuals other than
employees described in subparagraph (A) or
(B) of section 410(b)(3) are eligible to partici-
pate in such arrangement, then the preced-
ing sentence shall be applied without regard
to any qualified plan in which only employ-
ees so described are eligible to participate.’’.

(F) Subparagraph (D) of section 408(p)(2) is
amended by adding at the end the following
new clause:

‘‘(iii) GRACE PERIOD.—In the case of an em-
ployer who establishes and maintains a plan
under this subsection for 1 or more years and
who fails to meet the requirements of this
subparagraph for any subsequent year due to
any acquisition, disposition, or similar
transaction involving another such em-
ployer, rules similar to the rules of section
410(b)(6)(C) shall apply for purposes of this
subparagraph.’’.

(G) Paragraph (5) of section 408(p) is
amended in the text preceding subparagraph
(A) by striking ‘‘simplified’’ and inserting
‘‘simple’’.

(2) AMENDMENTS RELATED TO SECTION 1422.—

(A) Clause (ii) of section 401(k)(11)(D) is
amended by striking the period and inserting
‘‘if such plan allows only contributions re-
quired under this paragraph.’’.

(B) Paragraph (11) of section 401(k) is
amended by adding at the end the following
new subparagraph:

‘‘(E) COST-OF-LIVING ADJUSTMENT.—The
Secretary shall adjust the $6,000 amount
under subparagraph (B)(i)(I) at the same
time and in the same manner as under sec-
tion 408(p)(2)(E).’’.

(C) Subparagraph (A) of section 404(a)(3) is
amended—

(i) in clause (i), by striking ‘‘not in excess
of’’ and all that follows and inserting the fol-
lowing: ‘‘not in excess of the greater of—

‘‘(I) 15 percent of the compensation other-
wise paid or accrued during the taxable year
to the beneficiaries under the stock bonus or
profit-sharing plan, or

‘‘(II) the amount such employer is required
to contribute to such trust under section
401(k)(11) for such year.’’, and

(ii) in clause (ii), by striking ‘‘15 percent’’
and all that follows and inserting the follow-
ing ‘‘the amount described in subclause (I) or
(II) of clause (i), whichever is greater, with
respect to such taxable year.’’.

(D) Subparagraph (B) of section 401(k)(11)
is amended by adding at the end the follow-
ing new clause:

‘‘(iii) ADMINISTRATIVE REQUIREMENTS.—
‘‘(I) IN GENERAL.—Rules similar to the

rules of subparagraphs (B) and (C) of section
408(p)(5) shall apply for purposes of this sub-
paragraph.

‘‘(II) NOTICE OF ELECTION PERIOD.—The re-
quirements of this subparagraph shall not be
treated as met with respect to any year un-
less the employer notifies each employee eli-
gible to participate, within a reasonable pe-
riod of time before the 60th day before the
beginning of such year (and, for the first
year the employee is so eligible, the 60th day
before the first day such employee is so eligi-
ble), of the rules similar to the rules of sec-
tion 408(p)(5)(C) which apply by reason of
subclause (I).’’.

(3) AMENDMENT RELATED TO SECTION 1433.—
The heading of paragraph (11) of section
401(m) is amended by striking ‘‘ALTER-
NATIVE’’ and inserting ‘‘ADDITIONAL ALTER-
NATIVE’’.

(4) AMENDMENT RELATED TO SECTION 1462.—
The paragraph (7) of section 414(q) added by
section 1462 of the Small Business Job Pro-
tection Act of 1996 is redesignated as para-
graph (9).

(5) CLARIFICATION OF SECTION 1450.—
(A) Section 403(b)(11) of the Internal Reve-

nue Code of 1986 shall not apply with respect
to a distribution from a contract described
in section 1450(b)(1) of such Act to the extent
that such distribution is not includible in in-
come by reason of section 403(b)(8) of such
Code (determined after the application of
section 1450(b)(2) of such Act).

(B) This paragraph shall apply as if in-
cluded in section 1450 of the Small Business
Job Protection Act of 1996.

(e) AMENDMENT RELATED TO SUBTITLE E.—
Subparagraph (A) of section 956(b)(1) is
amended by inserting ‘‘to the extent such
amount was accumulated in prior taxable
years’’ after ‘‘section 316(a)(1)’’.

(f) AMENDMENTS RELATED TO SUBTITLE F.—
(1) AMENDMENTS RELATED TO SECTION 1601.—
(A) The heading of section 30A is amended

to read as follows:
‘‘SEC. 30A. PUERTO RICO ECONOMIC ACTIVITY

CREDIT.’’.
(B) The table of sections for subpart B of

part IV of subchapter A of chapter 1 is
amended in the item relating to section 30A
by striking ‘‘Puerto Rican’’ and inserting
‘‘Puerto Rico’’.

(C) Paragraph (1) of section 55(c) is amend-
ed by striking ‘‘Puerto Rican’’ and inserting
‘‘Puerto Rico’’.

(2) AMENDMENTS RELATED TO SECTION 1606.—
(A) Clause (ii) of section 9503(c)(2)(A) is

amended by striking ‘‘(or with respect to
qualified diesel-powered highway vehicles
purchased before January 1, 1999)’’.

(B) Subparagraph (A) of section 9503(e)(5) is
amended by striking ‘‘; except that’’ and all
that follows and inserting a period.

(3) AMENDMENTS RELATED TO SECTION 1607.—
(A) Subsection (f) of section 4001 (relating

to phasedown of tax on luxury passenger
automobiles) is amended—

(i) by inserting ‘‘and section 4003(a)’’ after
‘‘subsection (a)’’, and

(ii) by inserting ‘‘, each place it appears,’’
before ‘‘the percentage’’.

(B) Subsection (g) of section 4001 (relating
to termination) is amended by striking ‘‘tax
imposed by this section’’ and inserting
‘‘taxes imposed by this section and section
4003’’ and by striking ‘‘or use’’ and inserting
‘‘, use, or installation’’.

(4) AMENDMENTS RELATED TO SECTION 1609.—
(A) Subsection (l) of section 4041 is amend-

ed—
(i) by inserting ‘‘or a fixed-wing aircraft’’

after ‘‘helicopter’’, and
(ii) in the heading, by striking ‘‘HELI-

COPTER’’.
(B) The last sentence of section 4041(a)(2) is

amended by striking ‘‘section 4081(a)(2)(A)’’
and inserting ‘‘section 4081(a)(2)(A)(i)’’.

(C) Subsection (b) of section 4092 is amend-
ed by striking ‘‘section 4041(c)(4)’’ and insert-
ing ‘‘section 4041(c)(2)’’.

(D) Subsection (g) of section 4261 (as redes-
ignated by title X) is amended by inserting
‘‘on that flight’’ after ‘‘dedicated’’.

(E) Paragraph (1) of section 1609(h) of such
Act is amended by striking ‘‘paragraph
(3)(A)(i)’’ and inserting ‘‘paragraph (3)(A)’’.

(F) Paragraph (4) of section 1609(h) of such
Act is amended by inserting before the pe-
riod ‘‘or exclusively for the use described in
section 4092(b) of such Code’’.

(5) AMENDMENTS RELATED TO SECTION 1616.—
(A) Subparagraph (A) of section 593(e)(1) is

amended by inserting ‘‘(and, in the case of an
S corporation, the accumulated adjustments
account, as defined in section 1368(e)(1))’’
after ‘‘1951,’’.

(B) Paragraph (7) of section 1374(d) is
amended by adding at the end the following
new sentence: ‘‘For purposes of applying this
section to any amount includible in income
by reason of section 593(e), the preceding sen-
tence shall be applied without regard to the
phrase ‘10-year’.’’.

(6) AMENDMENTS RELATED TO SECTION 1621.—
(A) Subparagraph (A) of section 860L(b)(1)

is amended in the text preceding clause (i) by
striking ‘‘after the startup date’’ and insert-
ing ‘‘on or after the startup date’’.

(B) Paragraph (2) of section 860L(d) is
amended by striking ‘‘section 860I(c)(2)’’ and
inserting ‘‘section 860I(b)(2)’’.

(C) Subparagraph (B) of section 860L(e)(2)
is amended by inserting ‘‘other than fore-
closure property’’ after ‘‘any permitted
asset’’.

(D) Subparagraph (A) of section 860L(e)(3)
is amended by striking ‘‘if the FASIT’’ and
all that follows and inserting the following
new flush text after clause (ii):
‘‘if the FASIT were treated as a REMIC and
permitted assets (other than cash or cash
equivalents) were treated as qualified mort-
gages.’’.

(E)(i) Paragraph (3) of section 860L(e) is
amended by adding at the end the following
new subparagraph:

‘‘(D) INCOME FROM DISPOSITIONS OF FORMER
HEDGE ASSETS.—Paragraph (2)(A) shall not
apply to income derived from the disposition
of—
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‘‘(i) an asset which was described in sub-

section (c)(1)(D) when first acquired by the
FASIT but on the date of such disposition
was no longer described in subsection
(c)(1)(D)(ii), or

‘‘(ii) a contract right to acquire an asset
described in clause (i).’’.

(ii) Subparagraph (A) of section 860L(e)(2)
is amended by inserting ‘‘except as provided
in paragraph (3),’’ before ‘‘the receipt’’.

(g) AMENDMENTS RELATED TO SUBTITLE G.—
(1) EXTENSION OF PERIOD FOR CLAIMING RE-

FUNDS FOR ALCOHOL FUELS.—Notwithstanding
section 6427(i)(3)(C) of the Internal Revenue
Code of 1986, a claim filed under section
6427(f) of such Code for any period after Sep-
tember 30, 1995, and before October 1, 1996,
shall be treated as timely filed if filed before
the 60th day after the date of the enactment
of this Act.

(2) AMENDMENTS TO SECTIONS 1703 AND 1704.—
Sections 1703(n)(8) and 1704(j)(4)(B) of the
Small Business Job Protection Act of 1996
shall each be applied as if such sections re-
ferred to section 1702 instead of section 1602.

(h) AMENDMENTS RELATED TO SUBTITLE H.—
(1) AMENDMENTS RELATED TO SECTION 1806.—
(A) Subparagraph (B) of section 529(e)(1) is

amended by striking ‘‘subsection (c)(2)(C)’’
and inserting ‘‘subsection (c)(3)(C)’’.

(B) Subparagraph (C) of section 529(e)(1) is
amended by inserting ‘‘(or agency or instru-
mentality thereof)’’ after ‘‘local govern-
ment’’.

(C) Paragraph (2) of section 1806(c) of the
Small Business Job Protection Act of 1996 is
amended by striking so much of the first
sentence as follows subparagraph (B)(ii) and
inserting the following:
‘‘then such program (as in effect on August
20, 1996) shall be treated as a qualified State
tuition program with respect to contribu-
tions (and earnings allocable thereto) pursu-
ant to contracts entered into under such pro-
gram before the first date on which such pro-
gram meets such requirements (determined
without regard to this paragraph) and the
provisions of such program (as so in effect)
shall apply in lieu of section 529(b) of the In-
ternal Revenue Code of 1986 with respect to
such contributions and earnings.’’.

(2) AMENDMENTS RELATED TO SECTION 1807.—
(A) Paragraph (2) of section 23(a) is amend-

ed to read as follows:
‘‘(2) YEAR CREDIT ALLOWED.—The credit

under paragraph (1) with respect to any ex-
pense shall be allowed—

‘‘(A) in the case of any expense paid or in-
curred before the taxable year in which such
adoption becomes final, for the taxable year
following the taxable year during which such
expense is paid or incurred, and

‘‘(B) in the case of an expense paid or in-
curred during or after the taxable year in
which such adoption becomes final, for the
taxable year in which such expense is paid or
incurred.’’.

(B) Subparagraph (B) of section 23(b)(2) is
amended by striking ‘‘determined—’’ and all
that follows and inserting the following: ‘‘de-
termined without regard to sections 911, 931,
and 933.’’.

(C) Paragraph (1) of section 137(b) (relating
to adoption assistance programs) is amended
by striking ‘‘amount excludable from gross
income’’ and inserting ‘‘of the amounts paid
or expenses incurred which may be taken
into account’’.

(D)(i) Subparagraph (C) of section 414(n)(3)
is amended by inserting ‘‘137,’’ after ‘‘132,’’.

(ii) Paragraph (2) of section 414(t) is
amended by inserting ‘‘137,’’ after ‘‘132,’’.

(iii) Paragraph (1) of section 6039D(d) is
amended by striking ‘‘or 129’’ and inserting
‘‘129, or 137’’.

(i) AMENDMENTS RELATED TO SUBTITLE I.—
(1) AMENDMENT RELATED TO SECTION 1901.—

Subsection (b) of section 6048 is amended in

the heading by striking ‘‘GRANTOR’’ and in-
serting ‘‘OWNER’’.

(2) AMENDMENTS RELATED TO SECTION 1903.—
Clauses (ii) and (iii) of section 679(a)(3)(C)

are each amended by inserting ‘‘, owner,’’
after ‘‘grantor’’.

(3) AMENDMENTS RELATED TO SECTION 1907.—
(A) Clause (ii) of section 7701(a)(30)(E) is

amended by striking ‘‘fiduciaries’’ and in-
serting ‘‘persons’’.

(B) Subsection (b) of section 641 is amended
by adding at the end the following new sen-
tence: ‘‘For purposes of this subsection, a
foreign trust or foreign estate shall be treat-
ed as a nonresident alien individual who is
not present in the United States at any
time.’’.

(4) EFFECTIVE DATE RELATED TO SUBTITLE
I.—The Secretary of the Treasury may by
regulations or other administrative guidance
provide that the amendments made by sec-
tion 1907(a) of the Small Business Job Pro-
tection Act of 1996 shall not apply to a trust
with respect to a reasonable period begin-
ning on the date of the enactment of such
Act, if—

(A) such trust is in existence on August 20,
1996, and is a United States person for pur-
poses of the Internal Revenue Code of 1986 on
such date (determined without regard to
such amendments),

(B) no election is in effect under section
1907(a)(3)(B) of such Act with respect to such
trust,

(C) before the expiration of such reason-
able period, such trust makes the modifica-
tions necessary to be treated as a United
States person for purposes of such Code (de-
termined with regard to such amendments),
and

(D) such trust meets such other conditions
as the Secretary may require.

(j) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall take effect as if included in the
provisions of the Small Business Job Protec-
tion Act of 1996 to which they relate.

(2) CERTAIN ADMINISTRATIVE REQUIREMENTS
WITH RESPECT TO CERTAIN PENSION PLANS.—
The amendment made by subsection (d)(2)(D)
shall apply to calendar years beginning after
the date of the enactment of this Act.
SEC. 1502. AMENDMENTS RELATED TO HEALTH

INSURANCE PORTABILITY AND AC-
COUNTABILITY ACT OF 1996.

(a) AMENDMENTS RELATED TO SECTION 301.—
(1) Paragraph (2) of section 26(b) is amend-

ed by striking ‘‘and’’ at the end of subpara-
graph (N), by striking the period at the end
of subparagraph (O) and inserting ‘‘, and’’,
and by adding at the end the following new
subparagraph:

‘‘(P) section 220(f)(4) (relating to additional
tax on medical savings account distributions
not used for qualified medical expenses).’’.

(2) Paragraph (3) of section 220(c) is amend-
ed by striking subparagraph (A) and redesig-
nating subparagraphs (B) through (D) as sub-
paragraphs (A) through (C), respectively.

(3) Subparagraph (C) of section 220(d)(2) is
amended by striking ‘‘an eligible individual’’
and inserting ‘‘described in clauses (i) and
(ii) of subsection (c)(1)(A)’’.

(4) Subsection (a) of section 6693 is amend-
ed by adding at the end the following new
sentence:

‘‘This subsection shall not apply to any re-
port which is an information return de-
scribed in section 6724(d)(1)(C)(i) or a payee
statement described in section
6724(d)(2)(X).’’.

(5) Paragraph (4) of section 4975(d) is
amended by striking ‘‘if, with respect to
such transaction’’ and all that follows and
inserting the following: ‘‘if section 220(e)(2)
applies to such transaction.’’.

(b) AMENDMENT RELATED TO SECTION 321.—
Subparagraph (B) of section 7702B(c)(2) is
amended in the last sentence by inserting
‘‘described in subparagraph (A)(i)’’ after
‘‘chronically ill individual’’.

(c) AMENDMENT RELATED TO SECTION 322.—
Subparagraph (B) of section 162(l)(2) is
amended by adding at the end the following
new sentence: ‘‘The preceding sentence shall
be applied separately with respect to—

‘‘(i) plans which include coverage for quali-
fied long-term care services (as defined in
section 7702B(c)) or are qualified long-term
care insurance contracts (as defined in sec-
tion 7702B(b)), and

‘‘(ii) plans which do not include such cov-
erage and are not such contracts.’’.

(d) AMENDMENTS RELATED TO SECTION 323.—
(1) Paragraph (1) of section 6050Q(b) is

amended by inserting ‘‘, address, and phone
number of the information contact’’ after
‘‘name’’.

(2)(A) Paragraph (2) of section 6724(d) is
amended by striking so much as follows sub-
paragraph (Q) and precedes the last sentence,
and inserting the following new subpara-
graphs:

‘‘(R) section 6050R(c) (relating to returns
relating to certain purchases of fish),

‘‘(S) section 6051 (relating to receipts for
employees),

‘‘(T) section 6052(b) (relating to returns re-
garding payment of wages in the form of
group-term life insurance),

‘‘(U) section 6053(b) or (c) (relating to re-
ports of tips),

‘‘(V) section 6048(b)(1)(B) (relating to for-
eign trust reporting requirements),

‘‘(W) section 4093(c)(4)(B) (relating to cer-
tain purchasers of diesel and aviation fuels),

‘‘(X) section 408(i) (relating to reports with
respect to individual retirement plans) to
any person other than the Secretary with re-
spect to the amount of payments made to
such person, or

‘‘(Y) section 6047(d) (relating to reports by
plan administrators) to any person other
than the Secretary with respect to the
amount of payments made to such person.’’.

(B) Subsection (e) of section 6652 is amend-
ed in the last sentence by striking ‘‘section
6724(d)(2)(X)’’ and inserting ‘‘section
6724(d)(2)(Y)’’.

(e) AMENDMENT RELATED TO SECTION 325.—
Clauses (ii) and (iii) of section 7702B(g)(4)(B)
are each amended by striking ‘‘Secretary’’
and inserting ‘‘appropriate State regulatory
agency’’.

(f) AMENDMENTS RELATED TO SECTION 501.—
(1) Paragraph (4) of section 264(a) is amend-

ed by striking subparagraph (A) and all that
follows through ‘‘by the taxpayer.’’ and in-
serting the following:

‘‘(A) is or was an officer or employee, or
‘‘(B) is or was financially interested in,

any trade or business carried on (currently
or formerly) by the taxpayer.’’.

(2) The last 2 sentences of section
264(d)(2)(B)(ii) are amended to read as fol-
lows:

‘‘For purposes of subclause (II), the term ‘ap-
plicable period’ means the 12-month period
beginning on the date the policy is issued
(and each successive 12-month period there-
after) unless the taxpayer elects a number of
months (not greater than 12) other than such
12-month period to be its applicable period.
Such an election shall be made not later
than the 90th day after the date of the enact-
ment of this sentence and, if made, shall
apply to the taxpayer’s first taxable year
ending on or after October 13, 1995, and all
subsequent taxable years unless revoked
with the consent of the Secretary.’’.

(3) Subparagraph (B) of section 264(d)(4) is
amended by striking ‘‘the employer’’ and in-
serting ‘‘the taxpayer’’.
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(4) Subsection (c) of section 501 of the

Health Insurance Portability and Account-
ability Act of 1996 is amended by striking
paragraph (3).

(5) Paragraph (2) of section 501(d) of such
Act is amended by striking ‘‘no additional
premiums’’ and all that follows and inserting
the following: ‘‘a lapse occurring by reason
of no additional premiums being received
under the contract after October 13, 1995.’’.

(g) AMENDMENTS RELATED TO SECTION 511.—
(1) Subparagraph (B) of section 877(d)(2) is

amended by striking ‘‘the 10-year period de-
scribed in subsection (a)’’ and inserting ‘‘the
10-year period beginning on the date the in-
dividual loses United States citizenship’’.

(2) Subparagraph (D) of section 877(d)(2) is
amended by adding at the end the following
new sentence: ‘‘In the case of any exchange
occurring during such 5 years, any gain rec-
ognized under this subparagraph shall be rec-
ognized immediately after such loss of citi-
zenship.’’.

(3) Paragraph (3) of section 877(d) is amend-
ed by inserting ‘‘and the period applicable
under paragraph (2)’’ after ‘‘subsection (a)’’.

(4) Subparagraph (A) of section 877(d)(4) is
amended—

(A) by inserting ‘‘during the 10-year period
beginning on the date the individual loses
United States citizenship’’ after ‘‘contrib-
utes property’’ in clause (i),

(B) by inserting ‘‘immediately before such
contribution’’ after ‘‘from such property’’,
and

(C) by striking ‘‘during the 10-year period
referred to in subsection (a),’’.

(5) Subparagraph (C) of section 2501(a)(3) is
amended by striking ‘‘decedent’’ and insert-
ing ‘‘donor’’.

(6)(A) Clause (i) of section 2107(c)(2)(A) is
amended by striking ‘‘such foreign country
in respect of property included in the gross
estate’’ and inserting ‘‘such foreign coun-
try’’.

(B) Subparagraph (C) of section 2107(c)(2) is
amended to read as follows:

‘‘(C) PROPORTIONATE SHARE.—In the case of
property which is included in the gross es-
tate solely by reason of subsection (b), such
property’s proportionate share is the per-
centage which the value of such property
bears to the total value of all property in-
cluded in the gross estate solely by reason of
subsection (b).’’.

(h) AMENDMENTS RELATED TO SECTION 512.—
(1) Subpart A of part III of subchapter A of

chapter 61 is amended by redesignating the
section 6039F added by section 512 of the
Health Insurance Portability and Account-
ability Act of 1996 as section 6039G and by
moving such section 6039G to immediately
after the section 6039F added by section 1905
of the Small Business Job Protection Act of
1996.

(2) The table of sections for subpart A of
part III of subchapter A of chapter 61 is
amended by striking the item relating to the
section 6039F related to information on indi-
viduals losing United States citizenship and
inserting after the item relating to the sec-
tion 6039F related to notice of large gifts re-
ceived from foreign persons the following
new item:

‘‘Sec. 6039G. Information on individuals los-
ing United States citizenship.’’.

(3) Paragraph (1) of section 877(e) is amend-
ed by striking ‘‘6039F’’ and inserting
‘‘6039G’’.

(i) EFFECTIVE DATE.—The amendments
made by this section shall take effect as if
included in the provisions of the Health In-
surance Portability and Accountability Act
of 1996 to which such amendments relate.

SEC. 1503. AMENDMENTS RELATED TO TAXPAYER
BILL OF RIGHTS 2.

(a) AMENDMENT RELATED TO SECTION 1311.—
Subsection (b) of section 4962 is amended by
striking ‘‘subchapter A or C’’ and inserting
‘‘subchapter A, C, or D’’.

(b) AMENDMENTS RELATED TO SECTION
1312.—

(1)(A) Paragraph (10) of section 6033(b) is
amended by striking all that precedes sub-
paragraph (A) and inserting the following:

‘‘(10) the respective amounts (if any) of the
taxes imposed on the organization, or any
organization manager of the organization,
during the taxable year under any of the fol-
lowing provisions (and the respective
amounts (if any) of reimbursements paid by
the organization during the taxable year
with respect to taxes imposed on any such
organization manager under any of such pro-
visions):’’.

(B) Subparagraph (C) of section 6033(b)(10)
is amended by adding at the end the follow-
ing: ‘‘except to the extent that, by reason of
section 4962, the taxes imposed under such
section are not required to be paid or are
credited or refunded,’’.

(2) Paragraph (11) of section 6033(b) is
amended to read as follows:

‘‘(11) the respective amounts (if any) of—
‘‘(A) the taxes imposed with respect to the

organization on any organization manager,
or any disqualified person, during the tax-
able year under section 4958 (relating to
taxes on private excess benefit from certain
charitable organizations), and

‘‘(B) reimbursements paid by the organiza-
tion during the taxable year with respect to
taxes imposed under such section,

except to the extent that, by reason of sec-
tion 4962, the taxes imposed under such sec-
tion are not required to be paid or are cred-
ited or refunded,’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect as if
included in the provisions of the Taxpayer
Bill of Rights 2 to which such amendments
relate.
SEC. 1504. MISCELLANEOUS PROVISIONS.

(a) AMENDMENTS RELATED TO ENERGY POL-
ICY ACT OF 1992.—

(1) Paragraph (1) of section 263(a) is amend-
ed by striking ‘‘or’’ at the end of subpara-
graph (F), by striking the period at the end
of subparagraph (G) and inserting ‘‘; or’’, and
by adding at the end the following new sub-
paragraph:

‘‘(H) expenditures for which a deduction is
allowed under section 179A.’’.

(2) Subparagraph (B) of section 312(k)(3) is
amended—

(A) by striking ‘‘179’’ in the heading and
the first place it appears in the text and in-
serting ‘‘179 or 179A’’, and

(B) by striking ‘‘179’’ the last place it ap-
pears and inserting ‘‘179 or 179A, as the case
may be’’.

(3) Paragraphs (2)(C) and (3)(C) of section
1245(a) are each amended by inserting
‘‘179A,’’ after ‘‘179,’’.

(4) The amendments made by this sub-
section shall take effect as if included in the
amendments made by section 1913 of the En-
ergy Policy Act of 1992.

(b) AMENDMENTS RELATED TO URUGUAY
ROUND AGREEMENTS ACT.—

(1) Paragraph (1) of section 6621(a) is
amended in the last sentence by striking
‘‘subsection (c)(3))’’ and inserting ‘‘sub-
section (c)(3), applied by substituting ‘over-
payment’ for ‘underpayment’)’’.

(2) Subclause (II) of section 412(m)(5)(E)(ii)
is amended by striking ‘‘clause (i)’’ and in-
serting ‘‘subclause (I)’’.

(3) Subparagraph (A) of section 767(d)(3) of
the Uruguay Round Agreements Act is
amended in the last sentence by striking

‘‘(except that’’ and all that follows through
‘‘into account)’’.

(4) The amendments made by this sub-
section shall take effect as if included in the
sections of the Uruguay Round Agreements
Act to which they relate.

(c) AMENDMENT RELATED TO OMNIBUS BUDG-
ET RECONCILIATION ACT OF 1993.—

(1) Paragraph (6) of section 168(j) (defining
Indian reservation) is amended by adding at
the end the following new flush sentence:

‘‘For purposes of the preceding sentence,
such section 3(d) shall be applied by treating
the term ‘former Indian reservations in
Oklahoma’ as including only lands which are
within the jurisdictional area of an Okla-
homa Indian tribe (as determined by the Sec-
retary of the Interior) and are recognized by
such Secretary as eligible for trust land sta-
tus under 25 CFR Part 151 (as in effect on the
date of the enactment of this sentence).’’.

(2) The amendment made by paragraph (1)
shall apply as if included in the amendments
made by section 13321 of the Omnibus Budget
Reconciliation Act of 1993, except that such
amendment shall not apply—

(A) with respect to property (with an appli-
cable recovery period under section 168(j) of
the Internal Revenue Code of 1986 of 6 years
or less) held by the taxpayer if the taxpayer
claimed the benefits of section 168(j) of such
Code with respect to such property on a re-
turn filed before March 18, 1997, but only if
such return is the first return of tax filed for
the taxable year in which such property was
placed in service, or

(B) with respect to wages for which the
taxpayer claimed the benefits of section 45A
of such Code for a taxable year on a return
filed before March 18, 1997, but only if such
return was the first return of tax filed for
such taxable year.

(d) AMENDMENT RELATED TO TAX REFORM
ACT OF 1986.—Paragraph (3) of section 1059(d)
is amended by striking ‘‘subsection (a)(2)’’
and inserting ‘‘subsection (a)’’.

(e) AMENDMENT RELATED TO TAX REFORM
ACT OF 1984.—

(1) Section 267(f) is amended by adding at
the end the following new paragraph:

‘‘(4) DETERMINATION OF RELATIONSHIP RE-
SULTING IN DISALLOWANCE OF LOSS, FOR PUR-
POSES OF OTHER PROVISIONS.—For purposes of
any other section of this title which refers to
a relationship which would result in a dis-
allowance of losses under this section, defer-
ral under paragraph (2) shall be treated as
disallowance.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in section 174(b) of the Tax Reform
Act of 1984.

(f) CLERICAL AMENDMENTS.—
(1) Clause (iii) of section 163(j)(2)(B) is

amended by striking ‘‘clause (i)’’ and insert-
ing ‘‘clause (ii)’’.

(2) Paragraph (1) of section 665(d) is amend-
ed in the last sentence by striking ‘‘or 669(d)
and (e)’’.

(3) Subsection (g) of section 1441 (relating
to cross reference) is amended by striking
‘‘one-half’’ and inserting ‘‘85 percent’’.

(4) Paragraph (1) of section 2523(g) is
amended by striking ‘‘qualified remainder
trust’’ and inserting ‘‘qualified charitable re-
mainder trust’’.

(5) Subsection (d) of section 9502 is amend-
ed by redesignating the paragraph added by
section 806 of the Federal Aviation Reau-
thorization Act of 1996 as paragraph (6).

The CHAIRMAN pro tempore. No
other amendment is in order except the
further amendment numbered 1 in the
CONGRESSIONAL RECORD. That amend-
ment may be offered only by the gen-
tleman from New York [Mr. RANGEL] or
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his designee, shall be considered as
read, shall be debatable for 1 hour,
equally divided and controlled by the
proponent and an opponent, shall not
be subject to amendment, and shall not
be subject to a demand for a division of
the question.

AMENDMENT IN THE NATURE OF A SUBSTITUTE
OFFERED BY MR. RANGEL

Mr. RANGEL. Mr. Chairman, I offer
an amendment in the nature of a sub-
stitute No. 1, pursuant to the rule.

The CHAIRMAN pro tempore. The
Clerk will designate the amendment in
the nature of a substitute.

The text of the amendment in the na-
ture of a substitute is as follows:

Amendment in the nature of a substitute
No. 1 offered by Mr. RANGEL:

Strike all after enacting clause, and insert
the following:
SECTION 1. SHORT TITLE; AMENDMENT OF 1986

CODE.
(a) SHORT TITLE.—This Act may be cited as

the ‘‘Revenue Reconciliation Act of 1997’’.
(b) AMENDMENT OF 1986 CODE.—Except as

otherwise expressly provided, whenever in
this Act an amendment or repeal is ex-
pressed in terms of an amendment to, or re-
peal of, a section or other provision, the ref-
erence shall be considered to be made to a
section or other provision of the Internal
Revenue Code of 1986.

(c) TABLE OF CONTENTS.—
Sec. 1. Short title; amendment of 1986 Code.
Sec. 2. Modifications of certain require-

ments.
TITLE I—TAX INCENTIVES FOR HIGHER

EDUCATION
Sec. 101. Hope scholarship credits.
Sec. 102. Employer-provided educational as-

sistance programs.
TITLE II—PUBLIC-PRIVATE EDUCATION

PARTNERSHIPS
Sec. 201. Purpose.
Sec. 202. Incentives for education zones.

TITLE III—FAMILY TAX RELIEF
Sec. 301. Credit for families with young chil-

dren.
TITLE IV—CAPITAL GAINS RELIEF

Subtitle A—Exemption From Tax for Gain
on Sale of Principal Residence

Sec. 401. Exemption from tax for gain on
sale of principal residence.

Sec. 402. Capital loss deduction allowed with
respect to sale or exchange of
principal residence.

Subtitle B—Lifetime Capital Gains Rate
Reduction for Nontradable Property

Sec. 411. Lifetime capital gains rate reduc-
tion for nontradable property.

TITLE V—ESTATE TAX RELIEF
Sec. 501. Family-owned business exclusion.

TITLE VI—EXTENSION OF EXPIRING
PROVISIONS

Sec. 601. Research credit.
Sec. 602. Orphan drug credit made perma-

nent.
Sec. 603. Contributions of appreciated stock.
Sec. 604. Extension and modification of work

opportunity credit.
TITLE VII—EMPOWERMENT ZONES, ETC.

Subtitle A—Empowerment Zones
Sec. 701. Additional empowerment zones

with current law benefits.
Sec. 702. Designation of additional

empowerment zones and enter-
prise communities.

Sec. 703. Volume cap not to apply to enter-
prise zone facility bonds with
respect to new empowerment
zones.

Sec. 704. Modifications to enterprise zone fa-
cility bond rules for all
empowerment zones and enter-
prise communities.

Sec. 705. Modifications to enterprise zone
business definition for all
empowerment zones and enter-
prise communities.

Subtitle B—Brownfields

Sec. 711. Expensing of environmental reme-
diation costs.

Sec. 712. Use of redevelopment bonds for en-
vironmental remediation.

Subtitle C—Welfare to Work Credit

Sec. 721. Welfare to work credit.

Subtitle D—Community Development
Financial Institutions

Sec. 731. Credit for qualified equity invest-
ments in community develop-
ment financial institutions.

TITLE VIII—OTHER TAX RELIEF

Sec. 801. Suspension of statute of limita-
tions on filing refund claims
during periods of disability.

Sec. 802. Modifications of Puerto Rico eco-
nomic activity credit.

Sec. 803. Treatment of software as FSC ex-
port property.

TITLE IX—INCENTIVES FOR THE
DISTRICT OF COLUMBIA

Sec. 901. Tax incentives for revitalization of
the District of Columbia.

TITLE X—REVENUES

Subtitle A—Financial Products

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

Sec. 1002. Limitation on exception for in-
vestment companies under sec-
tion 351.

Sec. 1003. Modification of rules for allocat-
ing interest expense to tax-ex-
empt interest.

Sec. 1004. Gains and losses from certain ter-
minations with respect to prop-
erty.

Sec. 1005. Determination of original issue
discount where pooled debt ob-
ligations subject to accelera-
tion.

Sec. 1006. Denial of interest deductions on
certain debt instruments.

Subtitle B—Corporate Organizations and
Reorganizations

Sec. 1011. Tax treatment of certain extraor-
dinary dividends.

Sec. 1012. Application of section 355 to dis-
tributions followed by acquisi-
tions and to intragroup trans-
actions.

Sec. 1013. Tax treatment of redemptions in-
volving related corporations.

Sec. 1014. Modification of holding period ap-
plicable to dividends received
deduction.

Subtitle C—Other Corporate Provisions

Sec. 1021. Registration and other provisions
relating to confidential cor-
porate tax shelters.

Sec. 1022. Certain preferred stock treated as
boot.

Subtitle D—Administrative Provisions

Sec. 1031. Reporting of certain payments
made to attorneys.

Sec. 1032. Decrease of threshold for report-
ing payments to corporations
performing services for Federal
agencies.

Sec. 1033. Disclosure of return information
for administration of certain
veterans programs.

Sec. 1034. Continuous levy on certain pay-
ments.

Sec. 1035. Returns of beneficiaries of estates
and trusts required to file re-
turns consistent with estate or
trust return or to notify Sec-
retary of inconsistency.

Subtitle E—Excise and Employment Tax
Provisions

Sec. 1041. Extension and modification of Air-
port and Airway Trust Fund
taxes.

Sec. 1042. Credit for tire tax in lieu of exclu-
sion of value of tires in comput-
ing price.

Sec. 1043. Restoration of Leaking Under-
ground Storage Tank Trust
Fund taxes.

Sec. 1044. Reinstatement of Oil Spill Liabil-
ity Trust Fund tax.

Sec. 1045. Extension of Federal unemploy-
ment surtax.

Subtitle F—Provisions Relating to Tax-
Exempt Entities

Sec. 1051. Expansion of look-thru rule for in-
terest, annuities, royalties, and
rents derived by subsidiaries of
tax-exempt organizations.

Subtitle G—Foreign-Related Provisions
Sec. 1061. Definition of foreign personal

holding company income.
Sec. 1062. Personal property used predomi-

nantly in the United States
treated as not property of a like
kind with respect to property
used predominantly outside the
United States.

Sec. 1063. Holding period requirement for
certain foreign taxes.

Sec. 1064. Penalties for failure to disclose
position that certain inter-
national transportation income
is not includible in gross in-
come.

Sec. 1065. Interest on underpayments not re-
duced by foreign tax credit
carrybacks.

Subtitle H—Other Revenue Provisions
Sec. 1071. Termination of suspense accounts

for family corporations re-
quired to use accrual method of
accounting.

Sec. 1072. Allocation of basis among prop-
erties distributed by partner-
ship.

Sec. 1073. Repeal of requirement that inven-
tory be substantially appre-
ciated.

Sec. 1074. Extension of time for taxing
precontribution gain.

Sec. 1075. Limitation on property for which
income forecast method may be
used.

Sec. 1076. Repeal of special rule for rental
use of vacation homes, etc., for
less than 15 days.

Sec. 1077. Expansion of requirement that in-
voluntarily converted property
be replaced with property ac-
quired from an unrelated per-
son.

Sec. 1078. Treatment of exception from in-
stallment sales rules for sales
of property by a manufacturer
to a dealer.

SEC. 2. MODIFICATIONS OF CERTAIN REQUIRE-
MENTS.

(a) MODIFICATION OF DEPOSIT OF AIRLINE
TICKET TAX REVENUES.—Deposits of taxes
imposed by section 4261 of the Internal Reve-
nue Code of 1986 which (but for this sub-
section) would be required to be made on or
after July 1, 2001, and before October 1, 2001,
shall be made on October 10, 2001.

(b) MODIFICATION OF ESTIMATED TAX PROVI-
SIONS.—Subparagraph (C) of section 6654(d)(1)
of the Internal Revenue Code of 1986 shall
not apply in determining the amount of any
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required installment for a taxable year be-
ginning in calendar year 2001.

TITLE I—TAX INCENTIVES FOR HIGHER
EDUCATION

SEC. 101. HOPE SCHOLARSHIP CREDITS.
(a) IN GENERAL.—Subpart A of part IV of

subchapter A of chapter 1 (relating to non-
refundable personal credits) is amended by
inserting after section 23 the following new
section:
‘‘SEC. 24. HOPE SCHOLARSHIP CREDITS.

‘‘(a) ALLOWANCE OF CREDIT.—In the case of
an individual, there shall be allowed as a
credit against the tax imposed by this chap-
ter for the taxable year the amount equal to
the sum of—

‘‘(1) the 100-Percent Hope Scholarship
Credit, and

‘‘(2) the 20-Percent Hope Scholarship Cred-
it.

‘‘(b) AMOUNT OF CREDITS.—For purposes of
this section—

‘‘(1) HOPE CREDIT.—
‘‘(A) IN GENERAL.—The 100-Percent Hope

Scholarship Credit is the amount of the
qualified higher education expenses paid by
the taxpayer during the taxable year for edu-
cation furnished to an individual during any
academic period beginning in such taxable
year, but only if this paragraph applies to
such individual for such taxable year.

‘‘(B) DOLLAR LIMITATION.—The amount of
the 100-Percent Hope Scholarship Credit de-
termined under this paragraph with respect
to any individual shall not exceed—

‘‘(i) $1,100 for taxable years beginning in
1997, 1998, or 1999,

‘‘(ii) $1,200 for taxable years beginning in
2000, or

‘‘(iii) $1,500 for taxable years beginning in
2001 or thereafter.

‘‘(C) 100-PERCENT HOPE SCHOLARSHIP CREDIT
ALLOWED FOR ONLY 2 TAXABLE YEARS.—This
paragraph shall apply for a taxable year with
respect to the qualified higher education ex-
penses of an individual only if the taxpayer
elects to have this section apply with respect
to such individual for such year. An election
under this subparagraph shall not take effect
with respect to an individual for any taxable
year if an election under this subparagraph
(by the taxpayer or any other individual) is
in effect with respect to such individual for
any 2 prior taxable years.

‘‘(D) 100-PERCENT HOPE SCHOLARSHIP CREDIT
ALLOWED ONLY FOR FIRST 2 YEARS OF POST-
SECONDARY EDUCATION.—This paragraph shall
not apply for a taxable year with respect to
the qualified higher education expenses of an
individual if the individual has completed
(before the beginning of such taxable year)
the first 2 years of postsecondary education
at an institution of higher education.

‘‘(2) 20-PERCENT HOPE SCHOLARSHIP CRED-
IT.—

‘‘(A) IN GENERAL.—The 20-Percent Hope
Scholarship Credit is 20 percent of the quali-
fied higher education expenses paid by the
taxpayer during the taxable year for edu-
cation furnished to an individual during any
academic period beginning in such taxable
year. Education expenses with respect to an
individual for whom a Hope credit is deter-
mined for the taxable year shall not be taken
into account under this paragraph.

‘‘(B) DOLLAR LIMITATION.—The amount of
qualified higher education expenses taken
into account under subparagraph (A) for any
taxable year shall not exceed—

‘‘(i) $4,000 for taxable years beginning in
1997, 1998, or 1999,

‘‘(ii) $5,000 for taxable years beginning in
2000,

‘‘(iii) $7,500 for taxable years beginning in
2001, or

‘‘(iv) $10,000 for taxable years beginning in
2002 or thereafter.

‘‘(3) CREDIT ALLOWED FOR YEAR ONLY IF IN-
DIVIDUAL IS AT LEAST 1⁄2 TIME STUDENT FOR
PORTION OF YEAR.—No credit shall be allowed
under subsection (a) for a taxable year with
respect to the qualified higher education ex-
penses of an individual unless such individ-
ual is an eligible student for at least one aca-
demic period which begins during such year.

‘‘(c) LIMITATION BASED ON MODIFIED AD-
JUSTED GROSS INCOME.—

‘‘(1) IN GENERAL.—The amount which would
(but for this section) be allowed as a credit
under subsection (a) for the taxable year
shall be reduced (but not below zero) by the
amount determined under paragraph (2).

‘‘(2) AMOUNT OF REDUCTION.—The amount
determined under this paragraph is the
amount which bears the same ratio to the
credit which would be so allowed as—

‘‘(A) the excess of—
‘‘(i) the taxpayer’s modified adjusted gross

income for such taxable year, over
‘‘(ii) $50,000 ($80,000 in the case of a joint re-

turn), bears to
‘‘(B) $20,000.
‘‘(3) MODIFIED ADJUSTED GROSS INCOME.—

The term ‘modified adjusted gross income’
means the adjusted gross income of the tax-
payer for the taxable year increased by any
amount excluded from gross income under
section 911, 931, or 933.

‘‘(d) DEFINITIONS.—For purposes of this sec-
tion—

‘‘(1) QUALIFIED HIGHER EDUCATION EX-
PENSES.—

‘‘(A) IN GENERAL.—The term ‘qualified
higher education expenses’ means tuition
and fees required for the enrollment or at-
tendance 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 institution of higher education.
‘‘(B) EXCEPTION FOR EDUCATION INVOLVING

SPORTS, ETC.—Such term does not include ex-
penses with respect to any course or other
education involving sports, games, or hob-
bies, 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) INSTITUTION OF HIGHER EDUCATION.—
The term ‘institution of higher education’
means an institution—

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

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

‘‘(3) ELIGIBLE STUDENT.—The term ‘eligible
student’ means, with respect to any aca-
demic 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.

‘‘(e) TREATMENT OF EXPENSES PAID BY DE-
PENDENT.—If a deduction under section 151
with respect to an individual is allowed to
another taxpayer for a taxable year begin-
ning in the calendar year in which such indi-
vidual’s taxable year begins—

‘‘(1) no credit shall be allowed under sub-
section (a) to such individual for such indi-
vidual’s taxable year, and

‘‘(2) qualified higher education expenses
paid by such individual during such individ-
ual’s taxable year shall be treated for pur-

poses of this section as paid by such other
taxpayer.

‘‘(f) TREATMENT OF CERTAIN PREPAY-
MENTS.—If qualified higher education ex-
penses are paid by the taxpayer during a tax-
able year for an academic period which be-
gins during the first 3 months following such
taxable year, such academic period shall be
treated for purposes of this section as begin-
ning during such taxable year.

‘‘(g) SPECIAL RULES.—
‘‘(1) DENIAL OF CREDIT IF INDIVIDUAL CON-

VICTED OF DRUG OFFENSE.—No credit shall be
allowed under subsection (a) with respect to
the qualified higher education expenses of an
individual for any taxable year if the indi-
vidual has been convicted before the end of
such year of a Federal or State felony of-
fense consisting of the possession or distribu-
tion of a controlled substance.

‘‘(2) DENIAL OF CREDIT IF INDIVIDUAL FAILS
TO MAKE SATISFACTORY ACADEMIC PROGRESS.—
If—

‘‘(A) if a credit is allowable under this sec-
tion with respect to the qualified higher edu-
cation expenses of an individual for any tax-
able year, and

‘‘(B) such individual failed to make satis-
factory academic progress described in sec-
tion 484(c) of the Higher Education Act of
1965 during such year,
no credit shall be allowed under subsection
(a) with respect to qualified higher education
expenses of such individual for a succeeding
taxable year.

‘‘(3) NO DOUBLE BENEFIT.—No credit shall
be allowed under subsection (a) for any tax-
able year for any expense for which a deduc-
tion is allowed under any other provision of
this chapter.

‘‘(4) IDENTIFICATION REQUIREMENT.—No
credit shall be allowed under subsection (a)
to a taxpayer with respect to the qualified
higher education expenses of an individual
unless the taxpayer includes the name and
taxpayer identification number of such indi-
vidual on the return of tax for the taxable
year.

‘‘(5) ADJUSTMENT FOR CERTAIN SCHOLAR-
SHIPS.—The amount of qualified higher edu-
cation expenses otherwise taken into ac-
count under subsection (b) with respect to an
individual for an academic period shall be re-
duced (before the application of any dollar
limitation under this section) by the sum
of—

‘‘(A) any amounts paid for the benefit of
such individual which are allocable to such
period as—

‘‘(i) a qualified scholarship which is exclud-
able from gross income under section 117,

‘‘(ii) an educational assistance allowance
under chapter 30, 31, 32, 34, or 35 of title 38,
United States Code, or under chapter 1606 of
title 10, United States Code,

‘‘(iii) a payment which is excludable from
gross income under section 127, or

‘‘(iv) a payment (other than a gift, bequest,
devise, or inheritance within the meaning of
section 102(a)) for such individual’s edu-
cational expenses, or attributable to such in-
dividual’s enrollment at an institution of
higher education, which is excludable from
gross income under any law of the United
States, and

‘‘(B) the amount excludable from gross in-
come under section 135 which is allocable to
such expenses with respect to such individ-
ual for such period.

‘‘(6) NO CREDIT FOR MARRIED INDIVIDUALS
FILING SEPARATE RETURNS.—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 por-
tion of the taxable year, this section shall
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apply only if such individual is treated as a
resident alien of the United States for pur-
poses 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 applicable
dollar amount contained in subsection (b)
shall be increased by an amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined 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
$50, such amount shall be rounded to the
next lowest multiple of $50.

‘‘(2) INCOME LIMITS.—
‘‘(A) IN GENERAL.—In the case of a taxable

year beginning after 2000, the $50,000 and
$80,000 amounts in subsection (c)(2) shall
each be increased by an amount equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1999’
for ‘calendar year 1992’ in subparagraph (B)
thereof.

‘‘(B) ROUNDING.—If any amount as adjusted
under subparagraph (A) is not a multiple of
$5,000, such amount shall be rounded to the
next lowest multiple of $5,000.

‘‘(i) REGULATIONS.—The Secretary may
prescribe such regulations as may be nec-
essary or appropriate to carry out this sec-
tion, including regulations providing for a
recapture of credit allowed under this sec-
tion in cases where there is a refund in a sub-
sequent 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 er-
rors) is amended by striking ‘‘and’’ at the
end of subparagraph (G), by striking the pe-
riod at the end of subparagraph (H) and in-
serting ‘‘, and’’, and by inserting after sub-
paragraph (H) the following new subpara-
graph:

‘‘(I) an omission of a correct TIN required
under section 24(g)(4) (relating to higher edu-
cation tuition and fees) to be included on a
return.’’

(c) RETURNS RELATING TO HIGHER EDU-
CATION EXPENSES.—

(1) IN GENERAL.—Subpart B of part III of
subchapter A of chapter 61 (relating to infor-
mation concerning transactions with other
persons) is amended by inserting after sec-
tion 6050R the following new section:

‘‘SEC. 6050S. RETURNS RELATING TO HIGHER
EDUCATION EXPENSES.

‘‘(a) IN GENERAL.—Any person—
‘‘(1) which is an institution of higher edu-

cation which receives payments for qualified
higher education expenses with respect to
any individual for any calendar year, or

‘‘(2) which is engaged in a trade or business
which, in the course of such trade or business
makes payments during any calendar year to
any individual which constitute reimburse-
ments or refunds (or similar amounts) of
qualified higher education expenses of such
individual,

shall make the return described in sub-
section (b) with respect to the individual at
such time as the Secretary may by regula-
tions prescribe.

‘‘(b) FORM AND MANNER OF RETURNS.—A re-
turn is described in this subsection if such
return—

‘‘(1) is in such form as the Secretary may
prescribe,

‘‘(2) contains—
‘‘(A) the name, address, and TIN of the in-

dividual with respect to whom payments de-
scribed in subsection (a) were received from
(or were paid to),

‘‘(B) the name, address, and TIN of any in-
dividual certified by the individual described
in subparagraph (A) as the taxpayer who will
claim the individual as a dependent for pur-
poses of the deduction allowable under sec-
tion 151 for any taxable year ending with or
within the calendar year,

‘‘(C) the—
‘‘(i) aggregate amount of payments for

qualified higher education 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 Sec-
retary may prescribe.

‘‘(c) APPLICATION TO GOVERNMENTAL
UNITS.—For purposes of this section—

‘‘(1) 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 appro-
priately designated for the purpose of mak-
ing such return.

‘‘(d) STATEMENTS TO BE FURNISHED TO INDI-
VIDUALS WITH RESPECT TO WHOM INFORMA-
TION IS REQUIRED.—Every person required to
make a return under subsection (a) shall fur-
nish to each individual whose name is re-
quired 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 re-
quired 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 the return under
subsection (a) was required to be made.

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, the terms ‘institution of higher edu-
cation’ and ‘qualified higher education ex-
penses’ have the respective meanings given
such terms by section 24.

‘‘(f) RETURNS WHICH WOULD BE REQUIRED
TO BE MADE BY 2 OR MORE PERSONS.—Except
to the extent provided in regulations pre-
scribed by the Secretary, in the case of any
amount received by any person on behalf of
another person, only the person first receiv-
ing such amount shall be required to make
the return under subsection (a).

‘‘(g) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary to carry out the provisions of this sec-
tion. No penalties shall be imposed under
section 6724 with respect to any return or
statement required under this section until
such time as such regulations are issued.’’

(2) ASSESSABLE PENALTIES.—Section 6724(d)
(relating to definitions) is amended—

(A) in paragraph (1)(B) by redesignating
clauses (x) through (xv) as clauses (xi)
through (xvi), respectively, and by inserting
after clause (ix) of such paragraph the fol-
lowing new clause:

‘‘(x) section 6050S (relating to returns re-
lating to payments for qualified higher edu-
cation expenses),’’, and

(B) in paragraph (2) by striking ‘‘or’’ at the
end of the next to last subparagraph, by

striking the period at the end of the last sub-
paragraph and inserting ‘‘, or’’, and by add-
ing at the end the following new subpara-
graph:

‘‘(Z) section 6050S(d) (relating to returns
relating to qualified higher education ex-
penses).’’

(3) CLERICAL AMENDMENT.—The table of
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050R
the following new item:

‘‘Sec. 6050S. Returns relating to higher edu-
cation expenses.’’

(d) CONFORMING AMENDMENT.—The table of
sections for subpart A of part IV of sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 23 the
following new item:

‘‘Sec. 24. Hope scholarship credits.’’

(e) CREDIT ALLOWED AGAINST MINIMUM
TAX.—Section 26 is amended by adding at the
end the following new subsection:

‘‘(c) SCHOLARSHIP CREDITS ALLOWED
AGAINST MINIMUM TAX.—Subsection (a) shall
not apply to the credit allowable under sec-
tion 24, but the amount of the credit allowed
by that section shall not exceed the sum of—

‘‘(1) the regular tax liability for the tax-
able year reduced by the sum of the credits
allowable under this subpart (other than sec-
tion 24), and

‘‘(2) the minimum tax imposed by section
55.’’

(f) EFFECTIVE DATE.—The amendments
made by this section shall apply to expenses
paid after December 31, 1996 (in taxable years
ending after such date), for education fur-
nished in academic periods beginning after
June 30, 1997.
SEC. 102. EMPLOYER-PROVIDED EDUCATIONAL

ASSISTANCE PROGRAMS.
(a) PERMANENT EXTENSION.—Section 127

(relating to exclusion for educational assist-
ance programs) is amended by striking sub-
section (d) and by redesignating subsection
(e) as subsection (d).

(b) REPEAL OF LIMITATION ON GRADUATE
EDUCATION.—The last sentence of section
127(c)(1) is amended by striking ‘‘, and such
term also does not include any payment for,
or the provision of any benefits with respect
to, any graduate level course of a kind nor-
mally taken by an individual pursuing a pro-
gram leading to a law, business, medical, or
other advanced academic or professional de-
gree’’.

(c) EFFECTIVE DATES.—
(1) EXTENSION.—The amendment made by

subsection (a) shall apply to taxable years
beginning after December 31, 1996.

(2) GRADUATE EDUCATION.—The amendment
made by subsection (b) shall apply with re-
spect to expenses relating to courses begin-
ning after June 30, 1997.

TITLE II—PUBLIC-PRIVATE EDUCATION
PARTNERSHIPS

SEC. 201. PURPOSE.
The purpose of this title is to facilitate the

establishment of working partnerships of
public school educators, businesses, labor,
and community groups to—

(1) enhance the academic curriculum for
education and training below the postsecond-
ary level,

(2) increase graduation and employment
rates,

(3) better prepare students for the rigors of
college and the increasingly complex
workforce, and

(4) promote the global leadership position
of the United States economy,
by providing a no-cost source of capital to el-
igible local education agencies for the cost of
establishing specialized academies in dis-
tressed areas (referred to as ‘‘education
zones’’).
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SEC. 202. INCENTIVES FOR EDUCATION ZONES.

(a) IN GENERAL.—Part III of subchapter U
of chapter 1 (relating to additional incen-
tives for empowerment zones), as amended
by subsection (b), is amended by inserting
after subpart B the following new subpart:
‘‘Subpart C—Incentives for Education Zones

‘‘Sec. 1397B. Credit to holders of qualified
zone academy bonds.’’

‘‘SEC. 1397B. CREDIT TO HOLDERS OF QUALIFIED
ZONE ACADEMY BONDS.

‘‘(a) ALLOWANCE OF CREDIT.—In the case of
a taxpayer who holds a qualified zone acad-
emy 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 re-
spect to any qualified zone academy bond is
the amount equal to the product of—

‘‘(A) the credit rate determined by the Sec-
retary 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 cal-
endar month, the Secretary shall determine
a credit rate which shall apply to bonds is-
sued during the following calendar month.
The credit rate for any month is the percent-
age which the Secretary estimates will per-
mit 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

‘‘(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—

‘‘(1) 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 pur-
pose with respect to a qualified zone acad-
emy established by an eligible local edu-
cation 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 assur-

ances that the private business contribution
requirement of paragraph (2) will be met
with respect to such academy, and

‘‘(iii) certifies that it has the written ap-
proval 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).

‘‘(2) PRIVATE BUSINESS CONTRIBUTION RE-
QUIREMENT.—

‘‘(A) IN GENERAL.—For purposes of para-
graph (1), the private business contribution
requirement of this paragraph is met with
respect to any issue if the eligible local edu-
cation agency that established the qualified
zone academy has written commitments
from private entities to make qualified con-
tributions 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 pur-
poses of subparagraph (A), the term ‘quali-

fied contribution’ means any contribution
(of a type and quality acceptable to the eligi-
ble local education agency) of—

‘‘(i) equipment for use in the qualified zone
academy (including state-of-the-art tech-
nology and vocational equipment),

‘‘(ii) technical assistance in developing
curriculum or in training teachers in order
to promote appropriate market driven tech-
nology in the classroom,

‘‘(iii) services of employees as volunteer
mentors,

‘‘(iv) internships, field trips, or other edu-
cational 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 cal-
endar month, the Secretary shall determine
the maximum term permitted under this
paragraph for bonds issued during the follow-
ing calendar month. Such maximum term
shall be the term which the Secretary esti-
mates 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 de-
termined using as a discount rate the aver-
age annual interest rate of tax-exempt obli-
gations 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 aca-
demic program within a public school) which
is established by and operated under the su-
pervision of an eligible local education agen-
cy 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 curricu-
lum, increase graduation and employment
rates, and better prepare students for the
rigors of college and the increasingly com-
plex workforce,

‘‘(ii) students in such public school or pro-
gram (as the case may be) will be subject to
the same academic standards and assess-
ments as other students educated by the eli-
gible 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 des-
ignated 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 Na-
tional 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 Sec-
ondary Education Act of 1965.

‘‘(5) QUALIFIED PURPOSE.—The term ‘quali-
fied purpose’ means, with respect to any
qualified zone academy—

‘‘(A) constructing or renovating the public
school facility in which the academy is es-
tablished,

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

‘‘(C) developing course materials for edu-
cation to be provided at such academy, and

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

‘‘(e) LIMITATION ON AMOUNT OF BONDS DES-
IGNATED.—

‘‘(1) NATIONAL LIMITATION.—There is a na-
tional zone academy bond limitation for
each calendar year. Such limitation is
$10,000,000,000 for 1998, 1999, 2000, 2001, and
2002, and zero thereafter.

‘‘(2) ALLOCATION OF LIMITATION.—The na-
tional zone academy bond limitation for a
calendar year shall be allocated by the Sec-
retary 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 under the pre-
ceding sentence shall be allocated by the
State education agency to qualified zone
academies within 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 sub-
section (d)(1) with respect to any qualified
zone academy shall not exceed the limita-
tion amount allocated to such academy
under paragraph (2) for such calendar year.

‘‘(4) CARRYOVER OF USED 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 sub-
section (d)(1) with respect to qualified zone
academies within 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.’’

(b) CONFORMING AMENDMENTS.—
(1) Subchapter U of chapter 1 (as in effect

before the amendment made by subsection
(a)) is amended by redesignating subpart C as
subpart D, and by redesignating sections
1397B, 1397C, and 1397D as sections 1397D,
1397E, and 1397F, respectively.

(2) Subsection (b) of section 1394 is amend-
ed—

(A) by striking ‘‘section 1397C’’ in para-
graph (2) and inserting ‘‘section 1397E’’, and

(B) by striking ‘‘section 1397B’’ in para-
graph (3) and inserting ‘‘section 1397D’’.

(3) The table of subparts for part III of sub-
chapter U of chapter 1 is amended by strik-
ing the last item and inserting the following:

‘‘Subpart C. Incentives for education zones.

‘‘Subpart D. General provisions.’’

(4) The table of sections for subpart D of
such part III, as so redesignated, is amended
to read as follows:

‘‘Sec. 1397D. Enterprise zone business de-
fined.

‘‘Sec. 1397E. Qualified zone property de-
fined.’’

(5) The table of sections for part IV of sub-
chapter U of chapter 1 is amended to read as
follows:

‘‘Sec. 1397F. Regulations.’’
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(c) EFFECTIVE DATE.—The amendments

made by this section shall apply to obliga-
tions issued after December 31, 1997.

TITLE III—FAMILY TAX RELIEF
SEC. 301. CREDIT FOR FAMILIES WITH YOUNG

CHILDREN.
(a) IN GENERAL.—Subpart C of part IV of

subchapter A of chapter 1 (relating to re-
fundable credits) is amended by inserting
after section 34 the following new section:
‘‘SEC. 34A. FAMILIES WITH YOUNG CHILDREN.

‘‘(a) ALLOWANCE OF CREDIT.—
‘‘(1) IN GENERAL.—In the case of an individ-

ual, there shall be allowed as a credit against
the tax imposed by this subtitle for the tax-
able year an amount equal to $500 multiplied
by the number of eligible children of the tax-
payer for the taxable year.

‘‘(2) PHASE-IN OF CREDIT.—In the case of
taxable years beginning before January 1,
2001, paragraph (1) shall be applied by sub-
stituting ‘$300’ for ‘$500’.

‘‘(b) PHASEOUT OF CREDIT.—
‘‘(1) IN GENERAL.—The amount of the credit

allowed under subsection (a) shall be reduced
(but not below zero) by the amount deter-
mined under paragraph (2).

‘‘(2) AMOUNT OF REDUCTION.—The amount
determined under this paragraph equals the
amount which bears the same ratio to the
credit (determined without regard to this
subsection) as—

‘‘(A) the excess of—
‘‘(i) the taxpayer’s adjusted gross income

for such taxable year, over
‘‘(ii) $60,000, bears to
‘‘(B) $15,000.

Any amount determined under this para-
graph which is not a multiple of $10 shall be
rounded to the next lowest $10.

‘‘(3) ADJUSTED GROSS INCOME.—For pur-
poses of this subsection, adjusted gross in-
come of any taxpayer shall be increased by
any amount excluded from gross income
under section 911, 931, or 933.

‘‘(c) ELIGIBLE CHILD.—For purposes of this
section, the term ‘eligible child’ means any
child (as defined in section 151(c)(3)) of the
taxpayer—

‘‘(1) who has not attained age 18 as of the
close of the calendar year in which the tax-
able year of the taxpayer begins,

‘‘(2) who is a dependent of the taxpayer
with respect to whom the taxpayer is al-
lowed a deduction under section 151 for such
taxable year, and

‘‘(3) whose TIN is included on the tax-
payer’s return for such taxable year.

‘‘(d) LIMITATION BASED ON AMOUNT OF
TAX.—

‘‘(1) IN GENERAL.—The credit allowed by
subsection (a) for the taxable year shall not
exceed the sum of—

‘‘(A) the tax imposed by this chapter for
the taxable year (reduced by the sum of the
other credits allowable under this part
against such tax other than under this sub-
part, relating to refundable credits), and

‘‘(B) the taxpayer’s social security taxes
for such taxable year.

‘‘(2) SOCIAL SECURITY TAXES.—For purposes
of paragraph (1)—

‘‘(A) IN GENERAL.—The term ‘social secu-
rity taxes’ means, with respect to any tax-
payer 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) 1⁄2 of the amount of the taxes imposed
by section 1401 on the self-employment in-
come of the taxpayer for the taxable year,
and

‘‘(iii) 1⁄2 of the amount 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 se-
curity taxes’ shall not include any taxes to
the extent the taxpayer is entitled to a spe-
cial refund of such taxes under section
6413(c).

‘‘(C) SPECIAL RULE.—Any amounts paid
pursuant to an agreement under section
3121(l) (relating to agreements entered into
by American employers with respect to for-
eign affiliates) which are equivalent to the
taxes referred to in subparagraph (A)(i) shall
be treated as taxes referred to in such sub-
paragraph.

‘‘(e) INFLATION ADJUSTMENTS.—In the case
of a taxable year beginning in a calendar
year after 2000—

‘‘(1) IN GENERAL.—The $500 and $60,000
amounts contained in subsections (a)(1) and
(b)(2) shall each be increased by an amount
equal to—

‘‘(A) such dollar amount, multiplied by
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1999’
for ‘calendar year 1992’ in subparagraph (B)
thereof.

‘‘(2) INCREASE IN PHASEOUT RANGE.—If the
dollar amount in effect under subsection
(a)(1) for any taxable year exceeds $500, sub-
section (b)(2)(B) shall be applied by sub-
stituting an amount equal to 30 times such
dollar amount for ‘$15,000’.

‘‘(3) ROUNDING.—If any amount as adjusted
under paragraph (1) is not a multiple of $100,
such amount shall be rounded to the next
lowest multiple of $100.

‘‘(f) SPECIAL RULES.—
‘‘(1) AMOUNT OF CREDIT MAY BE DETERMINED

UNDER TABLES.—The amount of the credit al-
lowed by this section may be determined
under tables prescribed by the Secretary.

‘‘(2) CERTAIN OTHER RULES APPLY.—Rules
similar to the rules of subsections (c)(1)(E)
and (F), (d), and (e) of section 32 shall apply
for purposes of this section.’’

(b) CLERICAL AMENDMENT.—The table of
sections for subpart C of part IV of sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 34 the
following new item:
‘‘Sec. 34A. Families with young children.’’

(c) CONFORMING AMENDMENT.—Paragraph
(2) of section 1324(b) of title 31, United States
Code, is amended by inserting before the pe-
riod ‘‘, or from section 34A of such Code’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.

TITLE IV—CAPITAL GAINS RELIEF
Subtitle A—Exemption From Tax for Gain on

Sale of Principal Residence
SEC. 401. 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 prin-
cipal residence by individual who has at-
tained age 55) is amended to read as follows:
‘‘SEC. 121. EXCLUSION OF GAIN FROM SALE OF

PRINCIPAL RESIDENCE.
‘‘(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 resi-
dence for periods aggregating 2 years or
more.

‘‘(b) LIMITATIONS.—
‘‘(1) DOLLAR LIMITATION.—The amount of

gain excluded from gross income under sub-
section (a) with respect to any sale or ex-
change shall not exceed $250,000 ($500,000 in
the case of a joint return where both spouses
meet the use requirement of subsection (a)).

‘‘(2) APPLICATION TO ONLY 1 SALE OR EX-
CHANGE EVERY 2 YEARS.—

‘‘(A) IN GENERAL.—Subsection (a) shall not
apply to any sale or exchange by the tax-
payer 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) PRIOR SALES BY SPOUSE NOT TAKEN
INTO ACCOUNT.—If, but for this subparagraph,
subsection (a) would not apply to a sale or
exchange by a married individual filing a
joint return solely by reason of a prior sale
or exchange by such individual’s spouse—

‘‘(i) subparagraph (A) shall be applied with-
out regard to the sale or exchange by such
individual’s spouse or any ownership or use
by such spouse, but

‘‘(ii) the amount of gain excluded from
gross income under subsection (a) with re-
spect to the sale or exchange by such indi-
vidual shall not exceed $250,000.

‘‘(C) PRE-EFFECTIVE DATE SALES NOT TAKEN
INTO ACCOUNT.—Subparagraph (A) shall be
applied without regard to any sale or ex-
change 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 sub-
section (a) shall not apply and subsection
(b)(2) shall not apply; but the amount of gain
excluded from gross income under subsection
(a) with respect to such sale of exchange
shall not exceed—

‘‘(A) the amount which bears the same
ratio to the amount which would be so ex-
cluded 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 tax-
payer or his spouse to which subsection (a)
applied and before the date of such sale or
exchange,

bears to 2 years.
‘‘(2) SALES AND EXCHANGES TO WHICH SUB-

SECTION 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

‘‘(ii) subsection (b)(2), and
‘‘(B) such sale or exchange is by reason of

a change in place of employment, health, or
other unforeseen circumstances.

‘‘(d) SPECIAL RULES.—
‘‘(1) JOINT RETURNS.—For purposes of this

section, if a husband and wife make a joint
return for the taxable year of the sale or ex-
change of property, both spouses shall be
treated as meeting the ownership require-
ment of subsection (a) with respect to such
property if either spouse meets such require-
ment.

‘‘(2) PROPERTY OF DECEASED SPOUSE.—For
purposes of this section, in the case of an un-
married individual whose spouse is deceased
on the date of the sale or exchange of prop-
erty, the period such unmarried individual
owned such property shall include the period
such deceased spouse held such property be-
fore death.

‘‘(3) TENANT-STOCKHOLDER IN COOPERATIVE
HOUSING CORPORATION.—For purposes of this
section, if the taxpayer holds stock as a ten-
ant-stockholder (as defined in section 216) in
a cooperative housing corporation (as de-
fined in such section), then—
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‘‘(A) the holding requirements of sub-

section (a) shall 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.

‘‘(4) INVOLUNTARY CONVERSIONS.—
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the destruction, theft, seizure, requisi-
tion, or condemnation of property shall be
treated as the sale of such property.

‘‘(B) APPLICATION OF SECTION 1033.—In ap-
plying 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 re-
gard to this section, reduced by the amount
of gain not included in gross income pursu-
ant to this section.

‘‘(C) PROPERTY ACQUIRED AFTER INVOLUN-
TARY CONVERSION.—If the basis of the prop-
erty sold or exchanged is determined (in
whole or in part) under section 1033(b) (relat-
ing to basis of property acquired through in-
voluntary conversion), then the holding and
use by the taxpayer of the converted prop-
erty shall be treated for purposes of this sec-
tion as holding and use by the taxpayer of
the property sold or exchanged.

‘‘(5) 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 December 31, 1996, in respect of such
property.

‘‘(6) DETERMINATION OF USE DURING PERIODS
OF OUT-OF-RESIDENCE CARE.—In the case of a
taxpayer who—

‘‘(A) becomes physically or mentally in-
capable of self-care, and

‘‘(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 prop-
erty and resides in any facility (including a
nursing home) licensed by a State or politi-
cal subdivision to care for an individual in
the taxpayer’s condition.

‘‘(7) DETERMINATION OF MARITAL STATUS.—
In the case of any sale or exchange, for pur-
poses of this section—

‘‘(A) the determination of whether an indi-
vidual is married shall be made as of the
date of the sale or exchange, and

‘‘(B) an individual legally separated from
his spouse under a decree of divorce or of
separate maintenance shall not be consid-
ered as married.

‘‘(e) 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.

‘‘(f) RESIDENCES ACQUIRED IN ROLLOVERS
UNDER SECTION 1034.—For purposes of this
section, in the case of property the acquisi-
tion of which by the taxpayer resulted under
section 1034 (as in effect on the day before
the date of the enactment of this sentence)
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 resi-
dence, there 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) CONFORMING AMENDMENTS.—
(1) The following provisions of the Internal

Revenue Code of 1986 are each amended by
striking ‘‘section 1034’’ and inserting ‘‘sec-
tion 121’’: sections 25(e)(7), 56(e)(1)(A),
56(e)(3)(B)(i), 143(i)(1)(C)(i)(I),
163(h)(4)(A)(i)(I), 280A(d)(4)(A), 464(f)(3)(B)(i),
1033(k)(3), 1274(c)(3)(B), 6334(a)(13), and
7872(f)(11)(A).

(2) Paragraph (4) of section 32(c) is amend-
ed by striking ‘‘(as defined in section
1034(h)(3))’’ and by adding at the end the fol-
lowing new sentence: ‘‘For purposes of the
preceding sentence, the term ‘extended ac-
tive 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 indefi-
nite period.’’

(3) Subparagraph (A) of 143(m)(6) is amend-
ed by inserting ‘‘(as in effect on the day be-
fore the date of the enactment of the Reve-
nue Reconciliation Act of 1997)’’ after
‘‘1034(e)’’.

(4) Subsection (e) of section 216 is amended
by striking ‘‘such exchange qualifies for non-
recognition of gain under section 1034(f)’’ and
inserting ‘‘such dwelling unit is used as his
principal residence (within the meaning of
section 121)’’.

(5) Section 512(a)(3)(D) is amended by in-
serting ‘‘(as in effect on the day before the
date of the enactment of the Revenue Rec-
onciliation 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
Revenue Reconciliation Act of 1997)’’ after
‘‘1034’’ and by inserting ‘‘(as so in effect)’’
after ‘‘1034(e)’’.

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

‘‘(3) For exclusion from gross income of
gain from involuntary conversion of prin-
cipal residence, see section 121.’’

(8) Subsection (e) of section 1038 is amend-
ed to read as follows:

‘‘(e) PRINCIPAL RESIDENCES.—If—
‘‘(1) subsection (a) applies to a reacquisi-

tion of real property with respect to the sale
of which gain was not recognized under sec-
tion 121 (relating to gain on sale of principal
residence), and

‘‘(2) within 1 year after the date of the re-
acquisition 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 apply-
ing section 121, the resale of such property
shall be treated as a part of the transaction
constituting the original sale of such prop-
erty.’’

(9) Paragraph (7) of section 1223 is amended
by inserting ‘‘(as in effect on the day before
the date of the enactment of the Revenue
Reconciliation Act of 1997)’’ after ‘‘1034’’.

(10) Section 1250(d)(7) is amended to read as
follows:

‘‘(7) PRINCIPAL RESIDENCE.—Subsection (a)
shall not apply to a disposition to the extent
that gain from the disposition is excluded
from gross income under section 121.’’

(11) Paragraph (2) of section 6212(c) is
amended by striking subparagraph (C) and
by redesignating the succeeding subpara-
graphs accordingly.

(12) Section 6504 is amended by striking
paragraph (4) and by redesignating the suc-
ceeding paragraphs accordingly.

(13) 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 prin-
cipal residence.’’

(14) 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 ex-
changes on or after May 7, 1997.

(2) TRANSITIONAL RULE.—At the election of
the taxpayer, the amendments made by this
section shall not apply to—

(A) a sale or exchange on or before the date
of the enactment of this Act, or

(B) a sale or exchange after such date of
enactment, if—

(i) such sale or exchange is pursuant to a
contract which was binding on such date,
and at all times thereafter before such sale
or exchange, or

(ii) without 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 en-
actment of this Act) on such sale or ex-
change by reason of a new residence acquired
on or before such date.
SEC. 402. CAPITAL LOSS DEDUCTION ALLOWED

WITH RESPECT TO SALE OR EX-
CHANGE OF PRINCIPAL RESIDENCE.

(a) IN GENERAL.—Subsection (c) of section
165 (relating to limitation on losses of indi-
viduals) is amended by striking ‘‘and’’ at the
end of paragraph (2), by striking the period
at the end of paragraph (3) and inserting ‘‘;
and’’, and by adding at the end the following
new paragraph:

‘‘(4) losses (not in excess of $250,000) arising
from the sale or exchange of the principal
residence (within the meaning of section 121)
of the taxpayer.’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to sales
and exchanges on or after May 7, 1997, in tax-
able years ending after such date.

Subtitle B—Lifetime Capital Gains Rate
Reduction for Nontradable Property

SEC. 411. LIFETIME CAPITAL GAINS RATE REDUC-
TION FOR NONTRADABLE PROP-
ERTY.

(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.—If a
taxpayer has a net capital gain for any tax-
able year, the tax imposed by this section for
such taxable year shall not exceed the sum
of—

‘‘(1) a tax computed at the rates and in the
manner as if this subsection had not been en-
acted on the greater of—

‘‘(A) taxable income reduced by the
amount of the net capital gain, or

‘‘(B) the amount of taxable income taxed
at a rate below 18 percent, plus

‘‘(2) the sum of—
‘‘(A) 18 percent of the lifetime qualified net

capital gain (or if lesser, the amount of tax-
able income in excess of the amount taxed
under paragraph (1)), plus

‘‘(B) 28 percent of the excess of the net cap-
ital gain (or if lesser, the amount of taxable
income in excess of the amount taxed under
paragraph (1)) over the lifetime qualified net
capital gain for the taxable year.

For purposes of the preceding sentence, the
net capital gain for any taxable year shall be
reduced (but not below zero) by the amount
which the taxpayer elects to take into ac-
count as investment income for the taxable
year under section 163(d)(4)(B)(iii). In the
case of a taxpayer only subject to tax under
this section at the 15 percent rate, the
amount of the tax under paragraph (1)(B) on
net capital gain shall be determined at a rate
of 7.5 percent.’’
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(b) DEFINITION.—Section 1 is amended by

adding at the end thereof the following new
subsection:

‘‘(i) LIFETIME QUALIFIED NET CAPITAL GAIN
‘‘(1) IN GENERAL.—For purposes of sub-

section (h), the lifetime qualified net capital
gain is the qualified net gain for the taxable
year.

‘‘(2) LIMITATION.—
‘‘(A) IN GENERAL.—The amount of the

qualified net gain taken into account under
paragraph (1) for any taxable year shall not
exceed $600,000 reduced by the aggregate
amount of the qualified net gain taken into
account under this subsection by the tax-
payer for prior taxable years.

‘‘(B) SPECIAL RULE FOR JOINT RETURNS.—
The amount of the qualified net gain taken
into account under this subsection on a joint
return for any taxable year shall be allo-
cated equally between the spouses for pur-
poses of determining the limitation under
subparagraph (A) for any succeeding taxable
year.

‘‘(3) QUALIFIED NET GAIN.—For purposes of
paragraph (1), the term ‘qualified net gain’
means the lesser of—

‘‘(A) the net capital gain for the taxable
year, or

‘‘(B) the net capital gain for the taxable
year determined by only taking into account
gains and losses from sales and exchanges on
or after May 7, 1997, of qualified assets.

A taxpayer may elect for any taxable year
not to take into account under this sub-
section all (or any portion) of the qualified
net gain for such taxable year. Such an elec-
tion, once made, shall be irrevocable.

‘‘(4) QUALIFIED ASSETS.—For purposes of
this subsection, the term ‘qualified assets’
means any property held for more than 3
years other than—

‘‘(A) stock or securities for which there is
a market on an established securities mar-
ket or otherwise, and

‘‘(B) property (other than stock or securi-
ties) of a kind regularly traded on an estab-
lished market.

Such term shall not include any qualified
small business stock (as defined in section
1202) nor the principal residence of the tax-
payer.

‘‘(5) SUBSECTION NOT TO APPLY TO CERTAIN
INDIVIDUALS.—This subsection shall not
apply to any individual who has not attained
age 25 before the close of the taxable year.

‘‘(6) SUBSECTION NOT TO APPLY TO CERTAIN
TAXPAYERS.—This subsection shall not apply
to—

‘‘(A) a married individual (within the
meaning of section 7703) filing a separate re-
turn for the taxable year, or

‘‘(B) an estate or trust.
‘‘(7) SPECIAL RULES.—
‘‘(A) TREATMENT OF CERTAIN SALES OF IN-

TERESTS IN PARTNERSHIPS, ETC.—For purposes
of this subsection, any gain from the sale or
exchange of a qualified asset which is an in-
terest in a partnership, S corporation, or
trust shall not be treated as gain from the
sale or exchange of a qualified asset to the
extent such gain is attributable to unreal-
ized appreciation in the value of property de-
scribed in subparagraph (A) or (B) of para-
graph (4) which is held by such entity. Rules
similar to the rules of section 751(f) shall
apply for purposes of the preceding sentence.

‘‘(B) SPECIAL RULE FOR PASS-THRU ENTI-
TIES.—

‘‘(i) IN GENERAL.—In applying this sub-
section with respect to any pass-thru en-
tity—

‘‘(I) the determination of when the sale or
exchange occurs shall be made at the entity
level, and

‘‘(II) any gain attributable to such entity
shall in no event be treated as gain from sale

or exchange of a qualified asset if interests
in such entity are described in subparagraph
(A) or (B) of paragraph (4).

‘‘(ii) PASS-THRU ENTITY DEFINED.—For pur-
poses of clause (i), the term ‘pass-thru-en-
tity’ means—

‘‘(I) a regulated investment company,
‘‘(II) a real estate investment trust,
‘‘(III) an S corporation,
‘‘(IV) a partnership,
‘‘(V) an estate or trust, and
‘‘(VI) a common trust fund.’’
(c) TREATMENT OF COLLECTIBLES.—
(1) IN GENERAL.—Section 1222 is amended

by inserting after paragraph (11) the follow-
ing new paragraph:

‘‘(12) SPECIAL RULE FOR COLLECTIBLES.—
‘‘(A) IN GENERAL.—Any gain or loss from

the sale or exchange of a collectible shall be
treated as a short-term capital gain or loss
(as the case may be), without regard to the
period such asset was held. The preceding
sentence shall apply only to the extent the
gain or loss is taken into account in comput-
ing taxable income.

‘‘(B) TREATMENT OF CERTAIN SALES OF IN-
TERESTS IN PARTNERSHIPS, ETC.—For purposes
of subparagraph (A), any gain from the sale
or exchange of an interest in a partnership,
S corporation, or trust which is attributable
to unrealized appreciation in the value of
collectibles held by such entity shall be
treated as gain from the sale or exchange of
a collectible. Rules similar to the rules of
section 751(f) shall apply for purposes of the
preceding sentence.

‘‘(C) COLLECTIBLE.—For purposes of this
paragraph, the term ‘collectible’ means any
capital asset which is a collectible (as de-
fined in section 408(m) without regard to
paragraph (3) thereof).’’

(2) CHARITABLE DEDUCTION NOT AFFECTED.—
(A) Paragraph (1) of section 170(e) is

amended by adding at the end thereof the
following new sentence: ‘‘For purposes of
this paragraph, section 1222 shall be applied
without regard to paragraph (12) thereof (re-
lating to special rule for collectibles).’’

(B) Clause (iv) of section 170(b)(1)(C) is
amended by inserting before the period at
the end thereof the following: ‘‘and section
1222 shall be applied without regard to para-
graph (12) thereof (relating to special rule for
collectibles)’’.

(d) MINIMUM TAX TREATMENT.—Clause (i) of
section 55(b)(1)(A) is amended to read as fol-
lows:

‘‘(i) IN GENERAL.—In the case of a taxpayer
other than a corporation, the tentative mini-
mum tax for the taxable year is the sum of—

‘‘(I) 18 percent of so much of the taxable
excess as does not exceed the lifetime quali-
fied net capital gain for the taxable year,

‘‘(II) 26 percent of so much of the ordinary
taxable excess as does not exceed $175,000,
plus

‘‘(III) 28 percent of so much of the ordinary
taxable excess as exceeds $175,000.

For purposes of the preceding sentence, the
term ‘ordinary taxable excess’ means the
taxable excess reduced by the lifetime quali-
fied net capital gain. The amount deter-
mined under this clause shall be reduced by
the alternative minimum tax foreign tax
credit for the taxable year.’’

(e) EFFECTIVE DATE.—Except as provided in
paragraph (2), the amendments made by this
section shall apply to taxable years ending
on or after May 7, 1997.

TITLE V—ESTATE TAX RELIEF

SEC. 501. FAMILY-OWNED 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-OWNED BUSINESS EXCLU-
SION.

‘‘(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 in-
clude the lesser of—

‘‘(1) the adjusted value of the qualified
family-owned business interests of the dece-
dent otherwise includible in the estate, or

‘‘(2) $400,000, increased by the amount (if
any) of the limitation under this paragraph
not claimed by the estate of a previously de-
ceased spouse of the decedent.

‘‘(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 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 inter-
ests determined under paragraph (3),

exceeds 50 percent of the adjusted gross es-
tate, and

‘‘(C) 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 dece-
dent or a member of the decedent’s family,
and

‘‘(ii) there was material participation
(within the meaning of section 2032A(e)(6))
by the decedent or a member of the dece-
dent’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 de-

cedent to members of the decedent’s family
taken into account under subsection
2001(b)(1)(B), plus

‘‘(ii) the amount of such gifts otherwise ex-
cluded 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 de-
cedent to members of the decedent’s family
otherwise included in the gross estate.

‘‘(c) ADJUSTED GROSS ESTATE.—For pur-
poses of this section, the term ‘adjusted
gross estate’ means the value of the gross es-
tate (determined without regard to this sec-
tion)—

‘‘(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),
‘‘(ii) the amount (if more than de minimis)

of other transfers from the decedent to the
decedent’s spouse (at the time of the trans-
fer) within 10 years of the date of the dece-
dent’s death, plus
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‘‘(iii) the amount of other gifts (not in-

cluded under clause (i) or (ii)) from the dece-
dent 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 dece-
dent’s family shall not be taken into ac-
count.

‘‘(d) ADJUSTED VALUE OF THE QUALIFIED
FAMILY-OWNED BUSINESS INTERESTS.—For
purposes of this section, the adjusted value
of any qualified family-owned business inter-
est 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 para-
graph (3) or (4) of section 2053(a), over

‘‘(2) the sum of—
‘‘(A) any indebtedness on any qualified res-

idence of the decedent the interest on which
is deductible under section 163(h)(3),

‘‘(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 dece-
dent’s dependents (within the meaning of
section 152), plus

‘‘(C) any indebtedness not described in
clause (i) or (ii), to the extent such indebted-
ness does not exceed $10,000.

‘‘(e) QUALIFIED FAMILY-OWNED BUSINESS IN-
TEREST.—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the term ‘qualified family-owned busi-
ness 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 (di-

rectly 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

‘‘(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 in-
clude—

‘‘(A) any interest in a trade or business the
principal place of business of which is not lo-
cated 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 second-
ary market (as defined by the Secretary) at
any time within 3 years of the date of the de-
cedent’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 in-
come of such trade or business for the tax-
able year which includes the date of the de-
cedent’s death would qualify as personal
holding company income (as defined in sec-
tion 543(a)), or

‘‘(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 busi-
ness (other than assets used in the active

conduct of a trade or business described in
section 542(c)(2)), the income of which is de-
scribed in section 543(a) or in subparagraph
(B), (C), (D), or (E) of section 954(c)(1) (deter-
mined 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 cor-

poration shall be determined by the holding
of stock possessing the appropriate percent-
age of the total combined voting power of all
classes of stock entitled to vote and the ap-
propriate percentage of the total value of
shares of all classes of stock.

‘‘(ii) PARTNERSHIPS.—Ownership of a part-
nership shall be determined by the owning of
the appropriate percentage of the capital in-
terest in such partnership.

‘‘(B) OWNERSHIP OF TIERED ENTITIES.—For
purposes of this section, if by reason of hold-
ing an interest in a trade or business, a dece-
dent, 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 de-
termining if the ownership interest in the
first trade or business is a qualified family-
owned business interest, and

‘‘(ii) this section shall be applied sepa-
rately 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 de-
scribed in paragraph (1)(B) shall be consid-
ered 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 MATE-
RIALLY PARTICIPATE IN BUSINESS OR DISPOSI-
TIONS OF INTERESTS.—

‘‘(1) IN GENERAL.—There is imposed an ad-
ditional 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 require-
ments described in section 2032A(c)(6)(B) are
not met with respect to the qualified family-
owned business interest which was acquired
(or passed) from the decedent,

‘‘(B) the qualified heir disposes of any por-
tion of a qualified family-owned business in-
terest (other than by a disposition to a mem-
ber 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 de-
scribed in subparagraph (A) or (B) of section
877(e)(1) occurs, and such heir does not com-
ply 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 addi-

tional estate tax imposed by paragraph (1)
shall be equal to—

‘‘(i) the applicable percentage of the ad-
justed 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 underpayment rate es-
tablished under 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 pur-
poses of this paragraph, the applicable per-
centage shall be determined under the fol-
lowing table:

‘‘If the event described in
paragraph (1) occurs in
the following year of The applicable
material participation: percentage is:

1 through 6 ...................................... 100
7 ...................................................... 80
8 ...................................................... 60
9 ...................................................... 40
10 ..................................................... 20.

‘‘(g) SECURITY REQUIREMENTS FOR NONCITI-
ZEN QUALIFIED HEIRS.—

‘‘(1) IN GENERAL.—Except upon the applica-
tion of subparagraph (F) or (M) of subsection
(h)(3), if a qualified heir is not a citizen of
the United States, any interest under this
section passing to or acquired by such heir
(including any interest held by such heir at
a time described in subsection (f)(1)(C)) shall
be treated as a qualified family-owned busi-
ness 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 gov-
erned by, the laws of the United States or a
State, and

‘‘(B) except as otherwise provided in regu-
lations, with respect to which the trust in-
strument requires that at least 1 trustee of
the trust be an individual citizen of the Unit-
ed States or a domestic corporation.

‘‘(h) 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)(1), and

‘‘(B) includes any active employee of the
trade or business to which the qualified fam-
ily-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 dece-
dents 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 par-
tial dispositions).

‘‘(D) Section 2032A(c)(3) (relating to only 1
additional tax imposed with respect to any 1
portion).

‘‘(E) Section 2032A(c)(4) (relating to due
date).

‘‘(F) Section 2032A(c)(5) (relating to liabil-
ity for tax; furnishing of bond).

‘‘(G) Section 2032A(c)(7) (relating to no tax
if use begins within 2 years; active manage-
ment by eligible qualified heir treated as
material participation).

‘‘(H) Section 2032A(e)(10) (relating to com-
munity property).

‘‘(I) Section 2032A(e)(14) (relating to treat-
ment of replacement property acquired in
section 1031 or 1033 transactions).

‘‘(J) Section 2032A(f) (relating to statute of
limitations).

‘‘(K) Section 6166(b)(3) (relating to farm-
houses and certain other structures taken
into account).

‘‘(L) Subparagraphs (B), (C), and (D) of sec-
tion 6166(g)(1) (relating to acceleration of
payment).

‘‘(M) Section 6324B (relating to special lien
for additional estate tax).’’
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(b) CLERICAL AMENDMENT.—The table of

sections for part III of subchapter A of chap-
ter 11 is amended by inserting after the item
relating to section 2033 the following new
item:

‘‘Sec. 2033A. Family-owned business exclu-
sion.’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to estates of
decedents dying after December 31, 1997.

TITLE VI—EXTENSION OF EXPIRING
PROVISIONS

SEC. 601. RESEARCH CREDIT.
(a) IN GENERAL.—Section 41(h)(1) is amend-

ed—
(1) by striking ‘‘May 31, 1997’’ and inserting

‘‘May 31, 1998’’, and
(2) by striking the last sentence.
(b) CONFORMING AMENDMENT.—Section

45C(b)(1)(D) is amended by striking ‘‘1997’’
and inserting ‘‘1998’’.

(c) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years ending after May 31, 1997.
SEC. 602. ORPHAN DRUG CREDIT MADE PERMA-

NENT.
(a) IN GENERAL.—Subsection (e) of section

45C is hereby repealed.
(b) EFFECTIVE DATE.—The amendment

made by subsection (a) shall apply to
amounts paid or incurred in taxable years
ending after May 31, 1997.
SEC. 603. CONTRIBUTIONS OF APPRECIATED

STOCK.
(a) IN GENERAL.—Clause (ii) of section

170(e)(5)(D) is amended by striking ‘‘May 31,
1997’’ and inserting ‘‘May 31, 1998’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to con-
tributions made after May 31, 1997.
SEC. 604. EXTENSION AND MODIFICATION OF

WORK OPPORTUNITY CREDIT.
(a) EXTENSION OF CREDIT.—Subparagraph

(B) of section 51(c)(4) (relating to termi-
nation) is amended by striking ‘‘September
30, 1997’’ and inserting ‘‘September 30, 1998’’.

(b) PERCENTAGE OF WAGES ALLOWED AS
CREDIT.—

(1) IN GENERAL.—Subsection (a) of section
51 (relating to determination of amount) is
amended by striking ‘‘35 percent’’ and insert-
ing ‘‘40 percent’’.

(2) APPLICATION OF CREDIT FOR INDIVIDUALS
PERFORMING FEWER THAN 400 HOURS OF SERV-
ICES.—Paragraph (3) of section 51(i) is
amended to read as follows:

‘‘(3) INDIVIDUALS NOT MEETING MINIMUM EM-
PLOYMENT PERIODS.—

‘‘(A) REDUCTION OF CREDIT FOR INDIVIDUALS
PERFORMING FEWER THAN 400 HOURS OF SERV-
ICES.—In the case of an individual who has
completed at least 120 hours, but less than
400 hours, of services performed for the em-
ployer, subsection (a) shall be applied by sub-
stituting ‘25 percent’ for ‘40 percent’.

‘‘(B) DENIAL OF CREDIT FOR INDIVIDUALS
PERFORMING FEWER THAN 120 HOURS OF SERV-
ICES.—No wages shall be taken into account
under subsection (a) with respect to any in-
dividual unless such individual has com-
pleted at least 120 hours of services per-
formed for the employer.’’

(c) MODIFICATION OF ELIGIBILITY REQUIRE-
MENT BASED ON PERIOD ON WELFARE.—Sub-
paragraph (A) of section 51(d)(2) (defining
qualified IV–A recipient) is amended by
striking all that follows ‘‘a IV–A program’’
and inserting ‘‘for any 9 months during the
18-month period ending on the hiring date.’’

(d) CERTAIN OLDER FOOD STAMP RECIPIENTS
TREATED AS MEMBERS OF TARGETED GROUP.—
Paragraph (8) of section 51(d) (defining quali-
fied food stamp recipient) is amended to read
as follows:

‘‘(8) QUALIFIED FOOD STAMP RECIPIENT.—
‘‘(A) IN GENERAL.—The term ‘qualified food

stamp recipient’ means any individual who is
certified by the designated local agency—

‘‘(i) as having attained age 18 but not age
25 on the hiring date, and

‘‘(ii) as being a member of a family receiv-
ing assistance under a food stamp program
under the Food Stamp Act of 1977 for the 6-
month period ending on the hiring date.

‘‘(B) CERTAIN OLDER RECIPIENTS.—The term
‘qualified food stamp recipient’ includes any
individual who is certified by the designated
local agency—

‘‘(i) as having attained age 18 but not age
50 on the hiring date,

‘‘(ii) as being a recipient of benefits under
the food stamp program who is affected by
section 6(o) of the Food Stamp Act of 1977
but who has not been made ineligible for re-
fusing to work in accordance with section
6(o)(2)(A) of such Act, or failing to comply
with the requirements of a work program
under subparagraph (B), (C), or (D) of section
6(o)(2)(A) of such Act, and

‘‘(iii) as having a hiring date which is not
more than 1 year after the date of such ces-
sation.

‘‘(C) TERMINATION.—In lieu of applying sub-
section (c)(4), this subsection shall not apply
to amounts paid or incurred with respect to
an individual who begins work for the em-
ployer after September 30, 2000.’’

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to individ-
uals who begin work for the employer after
the date of the enactment of this Act.

TITLE VII—EMPOWERMENT ZONES, ETC.
Subtitle A—Empowerment Zones

SEC. 701. ADDITIONAL EMPOWERMENT ZONES
WITH CURRENT LAW BENEFITS.

(a) IN GENERAL.—Paragraph (2) of section
1391(b) (relating to designations of
empowerment zones and enterprise commu-
nities) is amended—

(1) by striking ‘‘9’’ and inserting ‘‘11’’,
(2) by striking ‘‘6’’ and inserting ‘‘8’’, and
(3) by striking ‘‘750,000’’ and inserting

‘‘1,000,000’’.
(b) EFFECTIVE DATE.—The amendments

made by this section shall take effect on the
date of the enactment of this Act, except
that designations of new empowerment zones
made pursuant to such amendments shall be
made during the 180-day period beginning on
the date of the enactment of this Act.
SEC. 702. DESIGNATION OF ADDITIONAL

EMPOWERMENT ZONES AND ENTER-
PRISE COMMUNITIES.

(a) IN GENERAL.—Section 1391 (relating to
designation procedure for empowerment
zones and enterprise communities) is amend-
ed by adding at the end the following new
subsection:

‘‘(g) ADDITIONAL DESIGNATIONS PER-
MITTED.—

‘‘(1) IN GENERAL.—In addition to the areas
designated under subsection (a)—

‘‘(A) ENTERPRISE COMMUNITIES.—The appro-
priate Secretaries may designate in the ag-
gregate an additional 80 nominated areas as
enterprise communities under this section,
subject to the availability of eligible nomi-
nated areas. Of that number, not more than
50 may be designated in urban areas and not
more than 30 may be designated in rural
areas.

‘‘(B) EMPOWERMENT ZONES.—The appro-
priate Secretaries may designate in the ag-
gregate an additional 20 nominated areas as
empowerment zones under this section, sub-
ject to the availability of eligible nominated
areas. Of that number, not more than 15 may
be designated in urban areas and not more
than 5 may be designated in rural areas.

‘‘(2) PERIOD DESIGNATIONS MAY BE MADE.—A
designation may be made under this sub-
section after the date of the enactment of
this subsection and before January 1, 1999.

‘‘(3) MODIFICATIONS TO ELIGIBILITY CRI-
TERIA, ETC.—

‘‘(A) POVERTY RATE REQUIREMENT.—
‘‘(i) IN GENERAL.—A nominated area shall

be eligible for designation under this sub-
section only if the poverty rate for each pop-
ulation census tract within the nominated
area is not less than 20 percent and the pov-
erty rate for at least 90 percent of the popu-
lation census tracts within the nominated
area is not less than 25 percent.

‘‘(ii) TREATMENT OF CENSUS TRACTS WITH
SMALL POPULATIONS.—A population census
tract with a population of less than 2,000
shall be treated as having a poverty rate of
not less than 25 percent if—

‘‘(I) more than 75 percent of such tract is
zoned for commercial or industrial use, and

‘‘(II) such tract is contiguous to 1 or more
other population census tracts which have a
poverty rate of not less than 25 percent (de-
termined without regard to this clause).

‘‘(iii) EXCEPTION FOR DEVELOPABLE SITES.—
Clause (i) shall not apply to up to 3 non-
contiguous parcels in a nominated area
which may be developed for commercial or
industrial purposes. The aggregate area of
noncontiguous parcels to which the preced-
ing sentence applies with respect to any
nominated area shall not exceed 1,000 acres
(2,000 acres in the case of an empowerment
zone).

‘‘(iv) CERTAIN PROVISIONS NOT TO APPLY.—
Section 1392(a)(4) (and so much of paragraphs
(1) and (2) of section 1392(b) as relate to sec-
tion 1392(a)(4)) shall not apply to an area
nominated for designation under this sub-
section.

‘‘(v) SPECIAL RULE FOR RURAL
EMPOWERMENT ZONES AND ENTERPRISE COMMU-
NITIES.—The Secretary of Agriculture may
designate not more than 1 empowerment
zone, and not more than 5 enterprise commu-
nities, in rural areas without regard to
clause (i) if such areas satisfy emigration
criteria specified by the Secretary of Agri-
culture.

‘‘(B) SIZE LIMITATION.—
‘‘(i) IN GENERAL.—The parcels described in

subparagraph (A)(iii) shall not be taken into
account in determining whether the require-
ment of subparagraph (A) or (B) of section
1392(a)(3) is met.

‘‘(ii) SPECIAL RULE FOR RURAL AREAS.—If a
population census tract (or equivalent divi-
sion under section 1392(b)(4)) in a rural area
exceeds 1,000 square miles or includes a sub-
stantial amount of land owned by the Fed-
eral, State, or local government, the nomi-
nated area may exclude such excess square
mileage or governmentally owned land and
the exclusion of that area will not be treated
as violating the continuous boundary re-
quirement of section 1392(a)(3)(B).

‘‘(C) AGGREGATE POPULATION LIMITATION.—
The aggregate population limitation under
the last sentence of subsection (b)(2) shall
not apply to a designation under paragraph
(1)(B).

‘‘(D) PREVIOUSLY DESIGNATED ENTERPRISE
COMMUNITIES MAY BE INCLUDED.—Subsection
(e)(5) shall not apply to any enterprise com-
munity designated under subsection (a) that
is also nominated for designation under this
subsection.

‘‘(E) INDIAN RESERVATIONS MAY BE NOMI-
NATED.—

‘‘(i) IN GENERAL.—Section 1393(a)(4) shall
not apply to an area nominated for designa-
tion under this subsection.

‘‘(ii) SPECIAL RULE.—An area in an Indian
reservation shall be treated as nominated by
a State and a local government if it is nomi-
nated by the reservation governing body (as
determined by the Secretary of Interior).’’

(b) EMPLOYMENT CREDIT NOT TO APPLY TO
NEW EMPOWERMENT ZONES.—Section 1396 (re-
lating to empowerment zone employment
credit) is amended by adding at the end the
following new subsection:
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‘‘(e) CREDIT NOT TO APPLY TO

EMPOWERMENT ZONES DESIGNATED UNDER
SECTION 1391(g).—This section shall be ap-
plied without regard to any empowerment
zone designated under section 1391(g).’’

(c) INCREASED EXPENSING UNDER SECTION
179 NOT TO APPLY IN DEVELOPABLE SITES.—
Section 1397A (relating to increase in
expensing under section 179) is amended by
adding at the end the following new sub-
section:

‘‘(c) LIMITATION.—For purposes of this sec-
tion, qualified zone property shall not in-
clude any property substantially all of the
use of which is in any parcel described in sec-
tion 1391(g)(3)(A)(iii).’’

(d) SET ASIDE FOR AREAS WITH EMPLOY-
MENT LOSSES IN FINANCIAL SERVICE INDUS-
TRIES.—Section 1391 is amended by adding at
the end the following new subsection:

‘‘(g) SET ASIDE FOR AREAS WITH EMPLOY-
MENT LOSSES IN FINANCIAL SERVICE INDUS-
TRIES.—

‘‘(1) IN GENERAL.—At least 3 of the addi-
tional empowerment zones authorized under
this section by reason of the enactment of
the Revenue Reconciliation Act of 1997 shall
be nominated areas described in paragraph
(2).

‘‘(2) DESCRIPTION.—A nominated area is de-
scribed in this paragraph if—

‘‘(A) at least 12 percent of the wages attrib-
utable to private, nonagricultural employ-
ment in the area during 1989, and subject to
tax under section 3301 during such year, were
in the financial institution and real estate
sectors, and

‘‘(B) the employment in such area in such
sectors for the calendar year preceding the
calendar year in which such area is nomi-
nated for designation is 10 percent (or, if
lesser, 5,000 full-time equivalent jobs) less
than such employment during 1989.

The requirement of subparagraph (B) shall
not be met if substantially all of such de-
cline in employment is attributable to 1 em-
ployer. Data for the labor market area which
includes the nominated area may be used for
purposes of this paragraph if data is not sep-
arately available for the nominated area.

‘‘(3) CENTRAL BUSINESS DISTRICT ELIGIBLE.—
Subparagraph (D) of section 1392(a)(3) shall
not apply to a nominated area described in
paragraph (2).

‘‘(4) FINANCIAL SERVICES BUSINESSES ELIGI-
BLE.—For purposes of this part, the term ‘en-
terprise zone business’ includes any entity
(or portion of an entity) if substantially all
the activities of such entity (or portion
thereof) consists of engaging in a banking,
insurance, financing, or similar business in
an empowerment zone designated by reason
of this subsection.’’

(e) CONFORMING AMENDMENTS.—
(1) Subsections (e) and (f) of section 1391

are each amended by striking ‘‘subsection
(a)’’ and inserting ‘‘this section’’.

(2) Section 1391(c) is amended by striking
‘‘this section’’ and inserting ‘‘subsection
(a)’’.
SEC. 703. VOLUME CAP NOT TO APPLY TO ENTER-

PRISE ZONE FACILITY BONDS WITH
RESPECT TO NEW EMPOWERMENT
ZONES.

(a) IN GENERAL.—Section 1394 (relating to
tax-exempt enterprise zone facility bonds) is
amended by adding at the end the following
new subsection:

‘‘(f) BONDS FOR EMPOWERMENT ZONES DES-
IGNATED UNDER SECTION 1391(g).—

‘‘(1) IN GENERAL.—In the case of a new
empowerment zone facility bond—

‘‘(A) such bond shall not be treated as a
private activity bond for purposes of section
146, and

‘‘(B) subsection (c) of this section shall not
apply.

‘‘(2) LIMITATION ON AMOUNT OF BONDS.—

‘‘(A) IN GENERAL.—Paragraph (1) shall
apply to a new empowerment zone facility
bond only if such bond is designated for pur-
poses of this subsection by the local govern-
ment which nominated the area to which
such bond relates.

‘‘(B) LIMITATION ON BONDS DESIGNATED.—
The aggregate face amount of bonds which
may be designated under subparagraph (A)
with respect to any empowerment zone shall
not exceed—

‘‘(i) $60,000,000 if such zone is in a rural
area,

‘‘(ii) $130,000,000 if such zone is in an urban
area and the zone has a population of less
than 100,000, and

‘‘(iii) $230,000,000 if such zone is in an urban
area and the zone has a population of at
least 100,000.

‘‘(C) SPECIAL RULES.—
‘‘(i) COORDINATION WITH LIMITATION IN SUB-

SECTION (c).—Bonds to which paragraph (1)
applies shall not be taken into account in ap-
plying the limitation of subsection (c) to
other bonds.

‘‘(ii) CURRENT REFUNDING NOT TAKEN INTO
ACCOUNT.—In the case of a refunding (or se-
ries of refundings) of a bond designated
under this paragraph, the refunding obliga-
tion shall be treated as designated under this
paragraph (and shall not be taken into ac-
count in applying subparagraph (B)) if—

‘‘(I) the amount of the refunding bond does
not exceed the outstanding amount of the re-
funded bond, and

‘‘(II) the refunded bond is redeemed not
later than 90 days after the date of issuance
of the refunding bond.

‘‘(3) NEW EMPOWERMENT ZONE FACILITY
BOND.—For purposes of this subsection, the
term ‘new empowerment zone facility bond’
means any bond which would be described in
subsection (a) if only empowerment zones
designated under section 1391(g) were taken
into account under sections 1397B and
1397C.’’

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to obliga-
tions issued after the date of the enactment
of this Act.
SEC. 704. MODIFICATIONS TO ENTERPRISE ZONE

FACILITY BOND RULES FOR ALL
EMPOWERMENT ZONES AND ENTER-
PRISE COMMUNITIES.

(a) MODIFICATIONS RELATING TO ENTERPRISE
ZONE BUSINESS.—Paragraph (3) of section
1394(b) (defining enterprise zone business) is
amended to read as follows:

‘‘(3) ENTERPRISE ZONE BUSINESS.—
‘‘(A) IN GENERAL.—Except as modified in

this paragraph, the term ‘enterprise zone
business’ has the meaning given such term
by section 1397B.

‘‘(B) MODIFICATIONS.—In applying section
1397B for purposes of this section—

‘‘(i) BUSINESSES IN ENTERPRISE COMMU-
NITIES ELIGIBLE.—References in section 1397B
to empowerment zones shall be treated as in-
cluding references to enterprise commu-
nities.

‘‘(ii) WAIVER OF REQUIREMENTS DURING
STARTUP PERIOD.—A business shall not fail to
be treated as an enterprise zone business
during the startup period if—

‘‘(I) as of the beginning of the startup pe-
riod, it is reasonably expected that such
business will be an enterprise zone business
(as defined in section 1397B as modified by
this paragraph) at the end of such period,
and

‘‘(II) such business makes bona fide efforts
to be such a business.

‘‘(iii) REDUCED REQUIREMENTS AFTER TEST-
ING PERIOD.—A business shall not fail to be
treated as an enterprise zone business for
any taxable year beginning after the testing
period by reason of failing to meet any re-
quirement of subsection (b) or (c) of section

1397B if at least 35 percent of the employees
of such business for such year are residents
of an empowerment zone or an enterprise
community. The preceding sentence shall
not apply to any business which is not a
qualified business by reason of paragraph (1),
(4), or (5) of section 1397B(d).

‘‘(C) DEFINITIONS RELATING TO SUBPARA-
GRAPH (B).—For purposes of subparagraph
(B)—

‘‘(i) STARTUP PERIOD.—The term ‘startup
period’ means, with respect to any property
being provided for any business, the period
before the first taxable year beginning more
than 2 years after the later of—

‘‘(I) the date of issuance of the issue pro-
viding such property, or

‘‘(II) the date such property is first placed
in service after such issuance (or, if earlier,
the date which is 3 years after the date de-
scribed in subclause (I)).

‘‘(ii) TESTING PERIOD.—The term ‘testing
period’ means the first 3 taxable years begin-
ning after the startup period.

‘‘(D) PORTIONS OF BUSINESS MAY BE ENTER-
PRISE ZONE BUSINESS.—The term ‘enterprise
zone business’ includes any trades or busi-
nesses which would qualify as an enterprise
zone business (determined after the modi-
fications of subparagraph (B)) if such trades
or businesses were separately incorporated.’’

(b) MODIFICATIONS RELATING TO QUALIFIED
ZONE PROPERTY.—Paragraph (2) of section
1394(b) (defining qualified zone property) is
amended to read as follows:

‘‘(2) QUALIFIED ZONE PROPERTY.—The term
‘qualified zone property’ has the meaning
given such term by section 1397C; except
that—

‘‘(A) the references to empowerment zones
shall be treated as including references to
enterprise communities, and

‘‘(B) section 1397C(a)(2) shall be applied by
substituting ‘an amount equal to 15 percent
of the adjusted basis’ for ‘an amount equal to
the adjusted basis’.’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to obliga-
tions issued after the date of the enactment
of this Act.
SEC. 705. MODIFICATIONS TO ENTERPRISE ZONE

BUSINESS DEFINITION FOR ALL
EMPOWERMENT ZONES AND ENTER-
PRISE COMMUNITIES.

(a) IN GENERAL.—Section 1397B (defining
enterprise zone business) is amended—

(1) by striking ‘‘80 percent’’ in subsections
(b)(2) and (c)(1) and inserting ‘‘50 percent’’,

(2) by striking ‘‘substantially all’’ each
place it appears in subsections (b) and (c) and
inserting ‘‘a substantial portion’’,

(3) by striking ‘‘, and exclusively related
to,’’ in subsections (b)(4) and (c)(3),

(4) by adding at the end of subsection (d)(2)
the following new flush sentence:

‘‘For purposes of subparagraph (B), the lessor
of the property may rely on a lessee’s certifi-
cation that such lessee is an enterprise zone
business.’’,

(5) by striking ‘‘substantially all’’ in sub-
section (d)(3) and inserting ‘‘at least 50 per-
cent’’, and

(6) by adding at the end the following new
subsection:

‘‘(f) TREATMENT OF BUSINESSES STRADDLING
CENSUS TRACT LINES.—For purposes of this
section, if—

‘‘(1) a business entity or proprietorship
uses real property located within an
empowerment zone,

‘‘(2) the business entity or proprietorship
also uses real property located outside the
empowerment zone,

‘‘(3) the amount of real property described
in paragraph (1) is substantial compared to
the amount of real property described in
paragraph (2), and
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‘‘(4) the real property described in para-

graph (2) is contiguous to part or all of the
real property described in paragraph (1),
then all the services performed by employ-
ees, all business activities, all tangible prop-
erty, and all intangible property of the busi-
ness entity or proprietorship that occur in or
is located on the real property described in
paragraphs (1) and (2) shall be treated as oc-
curring or situated in an empowerment
zone.’’

(b) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxable years be-
ginning on or after the date of the enact-
ment of this Act.

(2) SPECIAL RULE FOR ENTERPRISE ZONE FA-
CILITY BONDS.—For purposes of section
1394(b) of the Internal Revenue Code of 1986,
the amendments made by this section shall
apply to obligations issued after the date of
the enactment of this Act.

Subtitle B—Brownfields
SEC. 711. EXPENSING OF ENVIRONMENTAL REME-

DIATION COSTS.
(a) IN GENERAL.—Part VI of subchapter B

of chapter 1 is amended by adding at the end
the following new section:
‘‘SEC. 198. EXPENSING OF ENVIRONMENTAL RE-

MEDIATION COSTS.
‘‘(a) IN GENERAL.—A taxpayer may elect to

treat any qualified environmental remedi-
ation expenditure which is paid or incurred
by the taxpayer as an expense which is not
chargeable to capital account. Any expendi-
ture which is so treated shall be allowed as
a deduction for the taxable year in which it
is paid or incurred.

‘‘(b) QUALIFIED ENVIRONMENTAL REMEDI-
ATION EXPENDITURE.—For purposes of this
section—

‘‘(1) IN GENERAL.—The term ‘qualified envi-
ronmental remediation expenditure’ means
any expenditure—

‘‘(A) which is otherwise chargeable to cap-
ital account, and

‘‘(B) which is paid or incurred in connec-
tion with the abatement or control of haz-
ardous substances at a qualified contami-
nated site.

‘‘(2) SPECIAL RULE FOR EXPENDITURES FOR
DEPRECIABLE PROPERTY.—Such term shall
not include any expenditure for the acquisi-
tion of property of a character subject to the
allowance for depreciation which is used in
connection with the abatement or control of
hazardous substances at a qualified contami-
nated site; except that the portion of the al-
lowance under section 167 for such property
which is otherwise allocated to such site
shall be treated as a qualified environmental
remediation expenditure.

‘‘(c) QUALIFIED CONTAMINATED SITE.—For
purposes of this section—

‘‘(1) QUALIFIED CONTAMINATED SITE.—
‘‘(A) IN GENERAL.—The term ‘qualified con-

taminated site’ means any area—
‘‘(i) which is held by the taxpayer for use

in a trade or business or for the production
of income, or which is property described in
section 1221(1) in the hands of the taxpayer,

‘‘(ii) which is within a targeted area, and
‘‘(iii) at or on which there has been a re-

lease (or threat of release) or disposal of any
hazardous substance.

‘‘(B) TAXPAYER MUST RECEIVE STATEMENT
FROM STATE ENVIRONMENTAL AGENCY.—An
area shall be treated as a qualified contami-
nated site with respect to expenditures paid
or incurred during any taxable year only if
the taxpayer receives a statement from the
appropriate agency of the State in which
such area is located that such area meets the
requirements of clauses (ii) and (iii) of sub-
paragraph (A).

‘‘(C) APPROPRIATE STATE AGENCY.— For
purposes of subparagraph (B), the appro-

priate agency of a State is the agency des-
ignated by the Administrator of the Environ-
mental Protection Agency for purposes of
this section. If no agency of a State is des-
ignated under the preceding sentence, the
appropriate agency for such State shall be
the Environmental Protection Agency.

‘‘(2) TARGETED AREA.—
‘‘(A) IN GENERAL.—The term ‘targeted area’

means—
‘‘(i) any population census tract with a

poverty rate of not less than 20 percent,
‘‘(ii) a population census tract with a popu-

lation of less than 2,000 if—
‘‘(I) more than 75 percent of such tract is

zoned for commercial or industrial use, and
‘‘(II) such tract is contiguous to 1 or more

other population census tracts which meet
the requirement of clause (i) without regard
to this clause,

‘‘(iii) any empowerment zone or enterprise
community (and any supplemental zone des-
ignated on December 21, 1994), and

‘‘(iv) any site announced before February 1,
1997, as being included as a brownfields pilot
project of the Environmental Protection
Agency.

‘‘(B) NATIONAL PRIORITIES LISTED SITES NOT
INCLUDED.—Such term shall not include any
site which is on, or proposed for, the na-
tional priorities list under section
105(a)(8)(B) of the Comprehensive Environ-
mental Response, Compensation, and Liabil-
ity Act of 1980 (as in effect on the date of the
enactment of this section).

‘‘(C) CERTAIN RULES TO APPLY.—For pur-
poses of this paragraph the rules of sections
1392(b)(4) and 1393(a)(9) shall apply.

‘‘(d) HAZARDOUS SUBSTANCE.—For purposes
of this section—

‘‘(1) IN GENERAL.—The term ‘hazardous sub-
stance’ means—

‘‘(A) any substance which is a hazardous
substance as defined in section 101(14) of the
Comprehensive Environmental Response,
Compensation, and Liability Act of 1980, and

‘‘(B) any substance which is designated as
a hazardous substance under section 102 of
such Act.

‘‘(2) EXCEPTION.—Such term shall not in-
clude any substance with respect to which a
removal or remedial action is not permitted
under section 104 of such Act by reason of
subsection (a)(3) thereof.

‘‘(e) DEDUCTION RECAPTURED AS ORDINARY
INCOME ON SALE, ETC.—Solely for purposes of
section 1245, in the case of property to which
a qualified environmental remediation ex-
penditure would have been capitalized but
for this section—

‘‘(1) the deduction allowed by this section
for such expenditure shall be treated as a de-
duction for depreciation, and

‘‘(2) such property (if not otherwise section
1245 property) shall be treated as section 1245
property solely for purposes of applying sec-
tion 1245 to such deduction.

‘‘(f) COORDINATION WITH OTHER PROVI-
SIONS.—Sections 280B and 468 shall not apply
to amounts which are treated as expenses
under this section.

‘‘(g) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’

(b) CLERICAL AMENDMENT.—The table of
sections for part VI of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item:

‘‘Sec. 198. Expensing of environmental reme-
diation costs.’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to expendi-
tures paid or incurred after the date of the
enactment of this Act, in taxable years end-
ing after such date.

SEC. 712. USE OF REDEVELOPMENT BONDS FOR
ENVIRONMENTAL REMEDIATION.

(a) ENVIRONMENTAL REMEDIATION INCLUDED
AS REDEVELOPMENT PURPOSE.—Subparagraph
(A) of section 144(c)(3) (relating to redevelop-
ment purposes) is amended by striking
‘‘and’’ at the end of clause (iii), by striking
the period at the end of clause (iv) and in-
serting ‘‘, and’’, and by adding at the end the
following new clause:

‘‘(v) costs incurred in connection with
abatement or control of hazardous sub-
stances at a qualified contaminated site (as
defined in section 198(c)) if such costs are in-
curred pursuant to an environmental remedi-
ation plan which was approved by the Ad-
ministrator of the Environmental Protection
Agency or by the head of any State or local
government agency designated by the Ad-
ministrator to carry out the Administrator’s
functions under this clause.’’

(b) CERTAIN REQUIREMENTS NOT TO APPLY
TO REDEVELOPMENT BONDS FOR ENVIRON-
MENTAL REMEDIATION.—Subsection (c) of sec-
tion 144 is amended by adding at the end the
following new paragraph:

‘‘(9) CERTAIN REQUIREMENTS NOT TO APPLY
TO REDEVELOPMENT BONDS FOR ENVIRON-
MENTAL REMEDIATION.—In the case of any
bond issued as part of an issue 95 percent or
more of the proceeds of which are to finance
costs referred to in paragraph (3)(A)(v)—

‘‘(A) paragraph (2)(A)(i) shall not apply,
‘‘(B) paragraph (2)(A)(ii) shall not apply to

any issue issued by the governing body de-
scribed in paragraph (4)(A) with respect to
the area which includes the site,

‘‘(C) the requirement of paragraph (2)(B)(ii)
shall be treated as met if—

‘‘(i) the payment of the principal and inter-
est on such issue is secured by taxes imposed
by a governmental unit, or

‘‘(ii) such issue is approved by the applica-
ble elected representative (as defined in sec-
tion 147(f)(2)(E)) of the governmental unit
which issued such issue (or on behalf of
which such issue was issued),

‘‘(D) subparagraphs (C) and (D) of para-
graph (2) shall not apply,

‘‘(E) subparagraphs (C) and (D) of para-
graph (4) shall not apply, and

‘‘(F) if the real property referred to in
clause (iii) of paragraph (3)(A) is 1 or more
dwelling units, such clause shall apply only
if the requirements of section 142(d) or 143
(as the case may be) are met with respect to
such units.’’

(c) PENALTY FOR FAILURE TO SATISFAC-
TORILY COMPLETE REMEDIATION PLAN.—Sub-
section (b) of section 150 is amended by add-
ing at the end thereof the following new
paragraph:

‘‘(7) QUALIFIED CONTAMINATED SITE REMEDI-
ATION BONDS.—In the case of financing pro-
vided for costs described in section
144(c)(3)(A)(v), no deduction shall be allowed
under this chapter for interest on such fi-
nancing during any period during which
there is a determination by the Adminis-
trator of the Environmental Protection
Agency (or by the head of any State or local
government agency designated by the Ad-
ministrator to carry out the Administrator’s
functions under this paragraph) that the re-
mediation plan under which such costs were
incurred was not satisfactorily completed.’’

(d) EFFECTIVE DATE.—The amendments
made by this section shall apply to bonds is-
sued after the date of the enactment of this
Act.

Subtitle C—Welfare to Work Credit
SEC. 721. WELFARE TO WORK CREDIT.

(a) ADDITIONAL TEMPORARY INCENTIVES FOR
EMPLOYING LONG-TERM FAMILY ASSISTANCE
RECIPIENTS.—Section 51 (relating to amount
of work opportunity credit) is amended by
inserting after subsection (d) the following
new subsection:
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‘‘(e) ADDITIONAL TEMPORARY INCENTIVES

FOR EMPLOYING LONG-TERM FAMILY ASSIST-
ANCE RECIPIENTS.—

‘‘(1) TREATMENT AS MEMBER OF TARGETED
GROUP.—A long-term family assistance recip-
ient shall be treated for purposes of this sec-
tion as a member of a targeted group.

‘‘(2) MODIFICATION TO PERCENTAGE AND
YEARS OF CREDIT.—In the case of a long-term
family assistance recipient, the amount of
the work opportunity credit determined
under this section for the taxable year shall
be equal to the sum of—

‘‘(A) 50 percent of the qualified first-year
wages, and

‘‘(B) 50 percent of the qualified second-year
wages.

‘‘(3) MODIFICATION TO AMOUNT OF WAGES
TAKEN INTO ACCOUNT.—In the case of a long-
term family assistance recipient—

‘‘(A) $10,000 OF WAGES MAY BE TAKEN INTO
ACCOUNT.—In lieu of applying subsection
(b)(3), the amount of the qualified first-year
wages, and the amount of qualified second-
year wages, which may be taken into ac-
count with respect to any individual shall
not exceed $10,000 per year.

‘‘(B) CERTAIN AMOUNTS TREATED AS
WAGES.—The term ‘wages’ includes amounts
paid or incurred by the employer which are
excludable from such recipient’s gross in-
come under—

‘‘(i) section 105 (relating to amounts re-
ceived under accident and health plans),

‘‘(ii) section 106 (relating to contributions
by employer to accident and health plans),

‘‘(iii) section 127 (relating to educational
assistance programs) or would be so exclud-
able but for section 127(d), but only to the
extent paid or incurred to a person not relat-
ed to the employer, or

‘‘(iv) section 129 (relating to dependent
care assistance programs).

The amount treated as wages by clause (i) or
(ii) for any period shall be based on the rea-
sonable cost of coverage for the period, but
shall not exceed the applicable premium for
the period under section 4980B(f)(4).

‘‘(C) SPECIAL RULES FOR AGRICULTURAL AND
RAILWAY LABOR.—If such recipient is an em-
ployee to which subparagraph (A) or (B) of
subsection (h)(1) applies—

‘‘(i) such subparagraph (A) shall be applied
by substituting ‘$10,000’ for ‘$6,000’, and

‘‘(ii) such subparagraph (B) shall be applied
by substituting ‘$825’ for ‘$500’.

‘‘(D) TERMINATION.—In lieu of applying
subsection (c)(4), this subsection shall not
apply to amounts paid or incurred with re-
spect to an individual who begins work for
the employer after September 30, 2000.

‘‘(4) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—For purposes of this subsection, the
term ‘long-term family assistance recipient’
means any individual who is certified by the
designated local agency—

‘‘(A) as being a member of a family receiv-
ing assistance under a IV-A program (as de-
fined in subsection (d)(2)(B)) for at least the
18-month period ending on the hiring date,

‘‘(B)(i) as being a member of a family re-
ceiving such assistance for any 18-month pe-
riod beginning after the date of the enact-
ment of this subsection, and

‘‘(ii) as having a hiring date which is not
more than 2 years after the end of the earli-
est such 18-month period, or

‘‘(C)(i) as being a member of a family
which ceased to be eligible after the date of
the enactment of this subsection for such as-
sistance by reason of any limitation imposed
by Federal or State law on the maximum pe-
riod such assistance is payable to a family,
and

‘‘(ii) as having a hiring date which is not
more than 2 years after the date of such ces-
sation.

‘‘(5) QUALIFIED SECOND-YEAR WAGES.—For
purposes of this subsection, the term ‘quali-
fied second-year wages’ means, with respect
to any individual, the qualified wages attrib-
utable to service rendered during the 1-year
period beginning on the day after the last
day of the 1-year period with respect to such
individual determined under subsection
(b)(2).’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply with re-
spect to individuals who begin work for the
employer after the date of the enactment of
this Act.

Subtitle D—Community Development
Financial Institutions

SEC. 731. CREDIT FOR QUALIFIED EQUITY IN-
VESTMENTS IN COMMUNITY DEVEL-
OPMENT FINANCIAL INSTITUTIONS.

(a) IN GENERAL.—Subpart D of part IV of
subchapter A of chapter 1 (relating to busi-
ness-related credits) is amended by adding at
the end the following new section:
‘‘SEC. 45E. QUALIFIED EQUITY INVESTMENTS IN

COMMUNITY DEVELOPMENT FINAN-
CIAL INSTITUTIONS.

‘‘(a) GENERAL RULE.—For purposes of sec-
tion 38, the community development finan-
cial institution investment credit for any
taxable year is an amount equal to the appli-
cable percentage of the qualified equity in-
vestment made by the taxpayer during the
taxable year.

‘‘(b) APPLICABLE PERCENTAGE.—For pur-
poses of subsection (a), the term ‘applicable
percentage’ means, with respect to any in-
vestment, 25 percent, or, if the CDFI Fund
establishes a lower percentage with respect
to such investment for purposes of this sec-
tion, such lower percentage.

‘‘(c) QUALIFIED EQUITY INVESTMENT.—For
purposes of this section—

‘‘(1) IN GENERAL.—The term ‘qualified eq-
uity investment’ means any stock or part-
nership interest in a community develop-
ment financial institution (as defined in sec-
tion 103 of the Community Development
Banking and Financial Institutions Act of
1994 (12 U.S.C. 4702))—

‘‘(A) if such institution is designated for
purposes of this section by the CDFI Fund,

‘‘(B) if such stock or partnership interest is
acquired by the taxpayer at its original issue
from the institution (directly or through an
underwriter) in exchange for money or other
property, and

‘‘(C) to the extent the amount of such in-
vestment is designated for such purposes by
such Fund.

Rules similar to the rules of section 1202(c)(3)
shall apply for purposes of subparagraph (B).

‘‘(2) CRITERIA FOR DESIGNATING INSTITU-
TIONS.—Designations under paragraph (1)(A)
shall be made in accordance with criteria es-
tablished by the CDFI Fund. In establishing
such criteria, the CDFI Fund shall take into
account the requirements and criteria set
forth in sections 105(b) and 107 of such Act.

‘‘(3) CDFI FUND.—The term ‘CDFI Fund’
means the Community Development Finan-
cial Institutions Fund established by section
104 of such Act.

‘‘(d) LIMITATION ON AMOUNT OF CREDIT.—
‘‘(1) IN GENERAL.—The amount of credit de-

termined under this section for any qualified
equity investment shall not exceed the cred-
it amount allocated to such investment by
the CDFI Fund.

‘‘(2) OVERALL LIMITATION.—The aggregate
credit amount which may be allocated by the
CDFI Fund under this section shall not ex-
ceed $100,000,000.

‘‘(e) RECAPTURE OF CREDIT WHERE DISPOSI-
TION OF EQUITY INVESTMENT WITHIN 5
YEARS.—

‘‘(1) IN GENERAL.—If the taxpayer disposes
of any investment with respect to which a

credit was determined under subsection (a)
(or any other property the basis of which is
determined in whole or in part by reference
to the adjusted basis of such investment) be-
fore the end of the 5-year period beginning
on the date such investment was made, the
tax imposed by this chapter for the taxable
year in which such disposition occurs shall
be increased by the aggregate decrease in tax
of the taxpayer resulting from the credit de-
termined under this subsection (a) with re-
spect to such investment.

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not
apply to any gift, transfer, or transaction de-
scribed in paragraph (1), (2), or (3) of section
1245(b).

‘‘(3) SPECIAL RULE.—Any increase in tax
under paragraph (1) shall not be treated as a
tax imposed by this chapter for purposes of—

‘‘(A) determining the amount of any credit
allowable under this chapter, and

‘‘(B) determining the amount of the tax
imposed by section 55.

‘‘(f) BASIS REDUCTION.—The basis of any
qualified equity investment shall be reduced
by the amount of any credit determined
under this section with respect to such in-
vestment.

‘‘(g) REGULATIONS.—The Secretary shall
prescribe such regulations as may be appro-
priate to carry out this section. Such regula-
tions may provide for the recapture of the
credit under this section with respect to in-
vestments in institutions which cease to sat-
isfy the criteria established by the CDFI
Fund for designation under subsection
(c)(1)(A).

‘‘(h) TERMINATION.—This section shall not
apply to any investment made after Decem-
ber 31, 2006.’’

(b) CREDIT MADE PART OF GENERAL BUSI-
NESS CREDIT.—Subsection (b) of section 38 is
amended by striking ‘‘plus’’ at the end of
paragraph (11), by striking the period at the
end of paragraph (12) and inserting ‘‘, plus’’,
and by adding at the end the following new
paragraph:

‘‘(13) the community development finan-
cial institution investment credit deter-
mined under section 45E(a).’’

(c) CREDIT ALLOWED AGAINST REGULAR AND
MINIMUM TAX.—

(1) IN GENERAL.—Subsection (c) of section
38 (relating to limitation based on amount of
tax) is amended by redesignating paragraph
(3) as paragraph (4) and by inserting after
paragraph (2) the following new paragraph:

‘‘(3) SPECIAL RULES FOR COMMUNITY DEVEL-
OPMENT FINANCIAL INSTITUTION INVESTMENT
CREDIT.—

‘‘(A) IN GENERAL.—In the case of the com-
munity development financial institution in-
vestment credit—

‘‘(i) this section and section 39 shall be ap-
plied separately with respect to the credit,
and

‘‘(ii) in applying paragraph (1) to the cred-
it—

‘‘(I) 75 percent of the tentative minimum
tax shall be substituted for the tentative
minimum tax under subparagraph (A) there-
of, and

‘‘(II) the limitation under paragraph (1) (as
modified by subclause (I)) shall be reduced
by the credit allowed under subsection (a) for
the taxable year (other than the community
development financial institution invest-
ment credit).

‘‘(B) COMMUNITY DEVELOPMENT FINANCIAL
INSTITUTION INVESTMENT CREDIT.—For pur-
poses of this subsection, the term ‘commu-
nity development financial institution in-
vestment credit’ means the credit allowable
under subsection (a) by reason of section
45E(a).’’
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(2) CONFORMING AMENDMENT.—Subclause

(II) of section 38(c)(2)(A)(ii) is amended by in-
serting ‘‘and the community development fi-
nancial institution investment credit’’ after
‘‘employment credit’’.

(d) LIMITATION ON CARRYBACK.—Subsection
(d) of section 39 is amended by adding at the
end the following new paragraph:

‘‘(9) NO CARRYBACK OF COMMUNITY DEVELOP-
MENT FINANCIAL INSTITUTION INVESTMENT
CREDIT BEFORE EFFECTIVE DATE.—No portion
of the unused business credit for any taxable
year which is attributable to the credit
under section 45E may be carried back to a
taxable year ending before the date of the
enactment of section 45E.’’

(e) DEDUCTION FOR UNUSED CREDIT.—Sub-
section (c) of section 196 is amended by strik-
ing ‘‘and’’ at the end of paragraph (6), by
striking the period at the end of paragraph
(7) and inserting ‘‘, and’’, and by adding at
the end the following new paragraph:

‘‘(8) the community development financial
institution investment credit determined
under section 45E(a).’’

(f) CLERICAL AMENDMENT.—The table of
sections for subpart D of part IV of sub-
chapter A of chapter 1 is amended by adding
at the end the following new item:

‘‘Sec. 45E. Qualified equity investments in
community development finan-
cial institutions.’’

(g) EFFECTIVE DATE.—The amendments
made by this section shall apply to invest-
ments made after the date of the enactment
of this Act.

TITLE VIII—OTHER TAX RELIEF
SEC. 801. SUSPENSION OF STATUTE OF LIMITA-

TIONS ON FILING REFUND CLAIMS
DURING PERIODS OF DISABILITY.

(a) IN GENERAL.—Section 6511 (relating to
limitations on credit or refund) is amended
by redesignating subsection (h) as subsection
(i) and by inserting after subsection (g) the
following new subsection:

‘‘(h) RUNNING OF PERIODS OF LIMITATION
SUSPENDED WHILE TAXPAYER IS FINANCIALLY
DISABLED.—

‘‘(1) IN GENERAL.—In the case of an individ-
ual, the running of the periods specified in
subsections (a), (b), and (c) shall be sus-
pended during any period of such individual’s
life that such individual is financially dis-
abled.

‘‘(2) FINANCIALLY DISABLED.—
‘‘(A) IN GENERAL.—For purposes of para-

graph (1), an individual is financially dis-
abled if such individual is unable to manage
his financial affairs by reason of any medi-
cally determinable physical or mental im-
pairment which can be expected to result in
death or which has lasted or can be expected
to last for a continuous period of not less
than 12 months. An individual shall not be
considered to have such an impairment un-
less proof of the existence thereof is fur-
nished in such form and manner as the Sec-
retary may require.

‘‘(B) EXCEPTION WHERE INDIVIDUAL HAS
GUARDIAN, ETC.—An individual shall not be
treated as financially disabled during any
period that such individual’s spouse or any
other person is authorized to act on behalf of
such individual in financial matters.’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to claims
for credit or refund for periods ending after
the date of the enactment of this Act.
SEC. 802. MODIFICATIONS OF PUERTO RICO ECO-

NOMIC ACTIVITY CREDIT.
(a) EXTENSION OF CREDIT.—Section 30A(g)

(relating to application of credit) is amended
by striking ‘‘, and before January 1, 2006’’.

(b) TAXPAYERS OTHER THAN EXISTING
CLAIMANTS ELIGIBLE FOR CREDIT.—Section
30A(a)(2) (defining qualified domestic cor-
poration) is amended to read as follows:

‘‘(2) QUALIFIED DOMESTIC CORPORATION.—
For purposes of paragraph (1), the term
‘qualified domestic corporation’ means a do-
mestic corporation with respect to which
section 936(a)(4)(B) does not apply for the
taxable year.’’

(c) REPEAL OF BASE PERIOD CAP.—Section
30A(a)(1) is amended by striking the last sen-
tence.

(d) CONFORMING AMENDMENTS.—
(1) Section 30A(a)(3) is amended to read as

follows:
‘‘(3) SEPARATE APPLICATION.—For purposes

of determining the amount of the credit al-
lowed under this section, this section (and so
much of section 936 as relates to this section)
shall be applied separately with respect to
Puerto Rico.’’

(2) Section 30A(e)(1) is amended by insert-
ing ‘‘but not including subsection (j) there-
of’’ after ‘‘thereunder’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 803. TREATMENT OF SOFTWARE AS FSC EX-

PORT PROPERTY.
(a) IN GENERAL.—Section 927(a)(2)(B) (re-

lating to excluded property) is amended by
inserting ‘‘computer software,’’ after ‘‘other
than’’.

(b) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendment made by this
section shall apply to software licenses
granted after the date of the enactment of
this Act in taxable years ending after such
date.

(2) EXCEPTION FOR EXISTING LICENSES.—The
amendment made by this section shall not
apply to software licenses granted by a licen-
sor after the date of the enactment of this
Act if, on such date, the person to whom the
license is granted (or any related person)
held a substantially similar license granted
by the licensor (or any related person).
TITLE IX—INCENTIVES FOR THE DISTRICT

OF COLUMBIA
SEC. 901. TAX INCENTIVES FOR REVITALIZATION

OF THE DISTRICT OF COLUMBIA.
(a) IN GENERAL.—Chapter 1 is amended by

adding at the end the following new sub-
chapter:
‘‘Subchapter W—Incentives for Revitalization

of the District of Columbia
‘‘Sec. 1400A. Employment credit.
‘‘Sec. 1400B. Additional expensing.
‘‘Sec. 1400C. Tax-exempt economic develop-

ment bonds.
‘‘Sec. 1400D. Credit for equity investments

in and loans to District of Co-
lumbia businesses.

‘‘Sec. 1400E. Definitions.
‘‘Sec. 1400F. Status of Economic Develop-

ment Corporation for District
of Columbia.

‘‘SEC. 1400A. EMPLOYMENT CREDIT.
‘‘(a) AMOUNT OF CREDIT.—For purposes of

section 38, the amount of the District of Co-
lumbia employment credit determined under
this section for the taxable year shall be
equal to 40 percent of the qualified first-year
wages for such year.

‘‘(b) QUALIFIED FIRST-YEAR WAGES.—For
purposes of this section—

‘‘(1) IN GENERAL.—The term ‘qualified first-
year wages’ means wages paid or incurred by
the employer during the taxable year which
are attributable to services rendered by an
employee of the employer—

‘‘(A) during the 1-year period beginning on
the day the employee begins work for the
employer, and

‘‘(B) while the employee is a qualified Dis-
trict employee.

‘‘(2) ONLY FIRST $10,000 OF WAGES TAKEN INTO
ACCOUNT.—The amount of the qualified first-

year wages which may be taken into account
with respect to any individual for all taxable
years of an employer shall not exceed $10,000.

‘‘(3) COORDINATION WITH WORK OPPORTUNITY
CREDIT.—The amount of the credit deter-
mined under this section with respect to
qualified first-year wages of an individual
shall be reduced by the amount of the work
opportunity credit determined under section
51 with respect to such wages.

‘‘(c) QUALIFIED DISTRICT EMPLOYEE.—For
purposes of this section—

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided in this subsection, the term ‘qualified
District employee’ means any employee of
an employer if—

‘‘(A) the principal place of abode of such
employee throughout the 1-year period de-
scribed in subsection (b)(1)(A)—

‘‘(i) is within the District of Columbia, and
‘‘(ii) in the case of an individual who is not

a member of a targeted group (within the
meaning of section 51(d)), is within a popu-
lation census tract having a poverty rate of
at least 15 percent,

‘‘(B)(i) substantially all of the services per-
formed during such period by such employee
for such employer are performed within the
District of Columbia in a trade or business of
the employer, or

‘‘(ii) the principal place of business of the
employer is within the District of Columbia,
and

‘‘(C) in the case of an individual who is not
a member of a targeted group (within the
meaning of section 51(d)), as of the beginning
of such period it is reasonable to expect that
the compensation to be paid to such individ-
ual for services performed during such period
for the employer will be less than $28,500.

‘‘(2) CERTAIN PERSONS NOT ELIGIBLE.—The
term ‘qualified District employee’ shall not
include—

‘‘(A) any individual described in subpara-
graph (A), (B), or (C) of section 51(i)(1) (relat-
ing to related individuals),

‘‘(B) any individual described in section
51(i)(2) (relating to nonqualifying rehires),
determined by treating qualified District
employees as members of a targeted group,

‘‘(C) any 5-percent owner (as defined in sec-
tion 416(i)(1)(B)),

‘‘(D) any individual employed by the em-
ployer unless such individual—

‘‘(i) is employed by the employer for at
least 180 days, or

‘‘(ii) has completed at least 400 hours of
services performed for the employer, and

‘‘(E) any individual employed by the em-
ployer at any facility described in section
144(c)(6)(B).

Rules similar to the rules of section
1396(d)(3) shall apply for purposes of subpara-
graph (D).

‘‘(d) DEFINITION AND SPECIAL RULES.—For
purposes of this section—

‘‘(1) WAGES.—The term ‘wages’ has the
same meaning as when used in section 51, in-
cluding amounts treated as wages by section
51(e)(3)(B); except that subsections (c)(4) and
(e)(3)(D) shall not apply.

‘‘(2) CONTROLLED GROUPS.—All employers
treated as a single employer under sub-
section (a) or (b) of section 52 shall be treat-
ed as a single employer, and the credit (if
any) determined under this section with re-
spect to each such employer shall be its pro-
portionate share of the wages giving rise to
such credit.

‘‘(3) CERTAIN OTHER RULES MADE APPLICA-
BLE.—Rules similar to the rules of sub-
sections (j) and (k) of section 51, and sub-
sections (c), (d), and (e) of section 52, shall
apply.

‘‘(4) CERTIFICATION OF PRINCIPAL PLACE OF
ABODE.—An individual shall not be treated as
meeting the requirement of subsection
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(c)(1)(A) unless requirements similar to the
requirements of section 51(d)(11) are met.

‘‘(5) COST-OF-LIVING ADJUSTMENT OF $28,500
LIMIT.—In the case of any period during a
calendar year after 1997, the dollar amount
contained in subsection (c)(1)(C) shall be in-
creased by an amount equal to—

‘‘(A) such dollar amount, multiplied by
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting ‘calendar year 1996’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

‘‘(6) OTHER INCENTIVES.—
‘‘(A) EXTENSION OF ADDITIONAL TEMPORARY

INCENTIVE FOR EMPLOYING LONG-TERM FAMILY
ASSISTANCE RECIPIENTS RESIDING IN THE DIS-
TRICT OF COLUMBIA.—In the case of a long-
term family assistance recipient (as defined
in section 51(e)(4)), section 51(e)(3)(D) shall
be applied by substituting ‘September 30,
2002’ for ‘September 30, 2000’ if—

‘‘(i) such individual’s principal place of
abode is within the District of Columbia dur-
ing the period described in section 51(e)(3),
and

‘‘(ii) the requirement of clause (i) or (ii) of
subsection (c)(1)(B) is met during such period
with respect to such individual.

‘‘(B) EXTENSION OF WORK OPPORTUNITY
CREDIT.—In the case of wages paid to a mem-
ber of a targeted group (within the meaning
of section 51(d)) while such member’s prin-
cipal place of abode is within the District of
Columbia, section 51(c)(4)(B) shall be applied
by substituting ‘September 30, 2002’ for ‘Sep-
tember 30, 1998’.

‘‘(e) APPLICATION OF SECTION.—This section
shall apply with respect to individuals who
begin work for the employer on and after the
date of the enactment of this section and be-
fore October 1, 2002.
‘‘SEC. 1400B. ADDITIONAL EXPENSING.

‘‘(a) GENERAL RULE.—In the case of a quali-
fied District business, for purposes of section
179—

‘‘(1) the limitation under section 179(b)(1)
shall be increased by the lesser of—

‘‘(A) $20,000, or
‘‘(B) the cost of section 179 property which

is qualified District property placed in serv-
ice during the taxable year, and

‘‘(2) the amount taken into account under
section 179(b)(2) with respect to any section
179 property which is qualified District prop-
erty shall be 50 percent of the cost thereof.

‘‘(b) RECAPTURE.—Rules similar to the
rules under section 179(d)(10) shall apply with
respect to any qualified District property
which ceases to be used in the District of Co-
lumbia by a District business.

‘‘(c) COORDINATION WITH SECTION 1397A.—In
no event shall qualified District property be
treated as qualified zone property for pur-
poses of section 1397A.

‘‘(d) APPLICATION OF SECTION.—This section
shall apply to property placed in service
after December 31, 1997, and before January
1, 2002.
‘‘SEC. 1400C. TAX-EXEMPT ECONOMIC DEVELOP-

MENT BONDS.
‘‘(a) IN GENERAL.—For purposes of part IV

of subchapter B of this chapter (relating to
tax exemption requirements for State and
local bonds), the term ‘exempt facility bond’
includes any bond issued as part of an issue
95 percent or more of the net proceeds (as de-
fined in section 150(a)(3)) of which are to be
used to provide any District facility.

‘‘(b) DISTRICT FACILITY.—For purposes of
this section, the term ‘District facility’
means any District property the principal
user of which is a qualified District business,
and any land which is functionally related
and subordinate to such property.

‘‘(c) LIMITATION ON AMOUNT OF BONDS.—
Subsection (a) shall not apply to any issue if

the aggregate amount of outstanding Dis-
trict facility bonds allocable to any person
(taking into account such issue) exceeds
$15,000,000.

‘‘(d) CERTAIN RULES TO APPLY.—
‘‘(1) IN GENERAL.—Rules similar to the

rules of subsections (c)(2), (d), and (e) of sec-
tion 1394, and subparagraphs (B)(ii), (C), and
(D) of section 1394(b)(3), shall apply for pur-
poses of this section.

‘‘(2) REQUIREMENTS AFTER TESTING PE-
RIOD.—A business shall not fail to be treated
as a qualified District business for purposes
of this section for any taxable year begin-
ning after the testing period (as defined in
section 1394(b)(3)(C)) by reason of failing to
meet any requirement of subsection (b) or (c)
of section 1397B. The preceding sentence
shall not apply to any business which is not
a qualified business by reason of paragraph
(1), (4), or (5) of section 1397B(d).

‘‘(e) APPLICATION OF SECTION.—This section
shall apply to bonds issued after the date of
the enactment of this section and before
January 1, 2003.
‘‘SEC. 1400D. CREDIT FOR EQUITY INVESTMENTS

IN AND LOANS TO DISTRICT OF CO-
LUMBIA BUSINESSES.

‘‘(a) GENERAL RULE.—For purposes of sec-
tion 38, the District investment credit deter-
mined under this section for any taxable
year is—

‘‘(1) the qualified lender credit for such
year, and

‘‘(2) the qualified equity investment credit
for such year.

‘‘(b) QUALIFIED LENDER CREDIT.—For pur-
poses of this section—

‘‘(1) IN GENERAL.—The qualified lender
credit for any taxable year is the amount of
credit specified for such year by the Eco-
nomic Development Corporation with re-
spect to qualified District loans made by the
taxpayer.

‘‘(2) LIMITATION.—In no event may the
qualified lender credit with respect to any
loan exceed 25 percent of the cost of the
property purchased with the proceeds of the
loan.

‘‘(3) QUALIFIED DISTRICT LOAN.—For pur-
poses of paragraph (1), the term ‘qualified
district loan’ means any loan for the pur-
chase (as defined in section 179(d)(2)) of prop-
erty to which section 168 applies (or would
apply but for section 179) (or land which is
functionally related and subordinate to such
property) and substantially all of the use of
which is in the District of Columbia and is in
the active conduct of a trade or business in
the District of Columbia. A rule similar to
the rule of section 1397C(a)(2) shall apply for
purposes of the preceding sentence.

‘‘(c) QUALIFIED EQUITY INVESTMENT CRED-
IT.—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the qualified equity investment credit
determined under this section for any tax-
able year is an amount equal to the percent-
age specified by the Economic Development
Corporation (but not greater than 25 percent)
of the aggregate amount paid in cash by the
taxpayer during the taxable year for the pur-
chase of District business investments.

‘‘(2) DISTRICT BUSINESS INVESTMENT.—For
purposes of this subsection, the term ‘Dis-
trict business investment’ means—

‘‘(A) any District business stock, and
‘‘(B) any District partnership interest.
‘‘(3) DISTRICT BUSINESS STOCK.—For pur-

poses of this subsection—
‘‘(A) IN GENERAL.—Except as provided in

subparagraph (B), the term ‘District business
stock’ means any stock in a domestic cor-
poration if—

‘‘(i) such stock is acquired by the taxpayer
at its original issue (directly or through an
underwriter) in exchange for cash, and

‘‘(ii) as of the time such stock was issued,
such corporation was engaged in a trade or

business in the District of Columbia (or, in
the case of a new corporation, such corpora-
tion was being organized for purposes of en-
gaging in such a trade or business).

‘‘(B) REDEMPTIONS.—A rule similar to the
rule of section 1202(c)(3) shall apply for pur-
poses of this paragraph.

‘‘(4) QUALIFIED DISTRICT PARTNERSHIP IN-
TEREST.—For purposes of this subsection, the
term ‘qualified District partnership interest’
means any interest in a partnership if—

‘‘(A) such interest is acquired by the tax-
payer from the partnership solely in ex-
change for cash, and

‘‘(B) as of the time such interest was ac-
quired, such partnership was engaging in a
trade or business in the District of Columbia
(or, in the case of a new partnership, such
partnership was being organized for purposes
of engaging in such a trade or business).

‘‘(5) DISPOSITIONS OF DISTRICT BUSINESS IN-
VESTMENTS.—

‘‘(A) IN GENERAL.—If a taxpayer disposes of
any District business investment (or any
other property the basis of which is deter-
mined in whole or in part by reference to the
adjusted basis of such investment) before the
end of the 5-year period beginning on the
date such investment was acquired by the
taxpayer, the taxpayer’s tax imposed by this
chapter for the taxable year in which such
distribution occurs shall be increased by the
aggregate decrease in the credits allowed
under section 38 for all prior taxable years
which would have resulted solely from reduc-
ing to zero any credit determined under this
section with respect to such investment.

‘‘(B) EXCEPTIONS.—Subparagraph (A) shall
not apply to any gift, transfer, or trans-
action described in paragraph (1), (2), or (3) of
section 1245(b).

‘‘(C) SPECIAL RULE.—Any increase in tax
under subparagraph (A) shall not be treated
as a tax imposed by this chapter for purposes
of—

‘‘(i) determining the amount of any credit
allowable under this chapter, and

‘‘(ii) determining the amount of the tax
imposed by section 55.

‘‘(6) BASIS REDUCTION.—For purposes of this
title, the basis of any District business in-
vestment shall be reduced by the amount of
the credit determined under this section
with respect to such investment.

‘‘(d) LIMITATION ON AMOUNT OF CREDIT.—
‘‘(1) IN GENERAL.—The amount of the Dis-

trict investment credit determined under
this section with respect to any taxpayer for
any taxable year shall not exceed the credit
amount allocated to such taxpayer for such
taxable year by the Economic Development
Corporation.

‘‘(2) OVERALL LIMITATION.—The aggregate
credit amount which may be allocated by the
Economic Development Corporation under
this section shall not exceed $95,000,000.

‘‘(3) CRITERIA FOR ALLOCATING CREDIT
AMOUNTS.—The allocation of credit amounts
under this section shall be made in accord-
ance with criteria established by the Eco-
nomic Development Corporation. In estab-
lishing such criteria, such Corporation shall
take into account—

‘‘(A) the degree to which the business re-
ceiving the loan or investment will provide
job opportunities for low and moderate in-
come residents of the District of Columbia,
and

‘‘(B) whether such business is within a pop-
ulation census tract in the District of Co-
lumbia having a poverty rate of at least 15
percent.

‘‘(e) REGULATIONS.—The Secretary shall
prescribe such regulations as may be appro-
priate to carry out this section.

‘‘(f) APPLICATION OF SECTION.—This section
shall apply to any credit amount allocated
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for taxable years beginning after December
31, 1997, and before January 1, 2003.
‘‘SEC. 1400E. DEFINITIONS.

‘‘(a) QUALIFIED DISTRICT BUSINESS.—For
purposes of this subchapter, the term ‘quali-
fied District business’ means a corporation,
partnership, or proprietorship which would
be a qualified business entity (as defined in
section 1397B) or a qualified proprietorship
(as defined in such section) if—

‘‘(1) the District of Columbia were an
empowerment zone (and there were no other
empowerment zones or enterprise commu-
nities), and

‘‘(2) section 1397B(b)(1) did not apply.
‘‘(b) QUALIFIED DISTRICT PROPERTY.—For

purposes of this subchapter, the term ‘quali-
fied District property’ means any property
which would be qualified zone property (as
defined in section 1397C) if—

‘‘(1) the District of Columbia were an
empowerment zone (and there were no other
empowerment zones or enterprise commu-
nities),

‘‘(2) paragraph (1)(A) of section 1397C(a) re-
ferred to the date of the enactment of this
section,

‘‘(3) paragraph (1)(B) of section 1397C(a) did
not apply, and

‘‘(4) paragraph (2) of section 1397C(a) were
applied by substituting ‘an amount equal to
15 percent of the adjusted basis’ for ‘an
amount equal to the adjusted basis’.

‘‘(c) ECONOMIC DEVELOPMENT CORPORA-
TION.—For purposes of this subchapter, the
term ‘Economic Development Corporation’
means the Economic Development Corpora-
tion hereafter established by law for the Dis-
trict of Columbia.
‘‘SEC. 1400F. STATUS OF ECONOMIC DEVELOP-

MENT CORPORATION FOR DISTRICT
OF COLUMBIA.

‘‘(a) IN GENERAL.—For purposes of this
title and the Social Security Act, the Eco-
nomic Development Corporation is an agen-
cy of the District of Columbia.

‘‘(b) BOND AUTHORITY.—The Economic De-
velopment Corporation shall be allocated 50
percent of the private activity bond volume
cap allocated to the District of Columbia
under section 146. Notwithstanding section
146(e), the District of Columbia may not
alter the allocation under the preceding sen-
tence.’’

(b) CREDITS MADE PART OF GENERAL BUSI-
NESS CREDIT.—

(1) Subsection (b) of section 38 is amended
by striking ‘‘plus’’ at the end of paragraph
(12), by striking the period at the end of
paragraph (13) and inserting a comma, and
by adding at the end the following new para-
graphs:

‘‘(14) the District of Columbia employment
credit determined under section 1400A(a),
plus

‘‘(15) the District investment credit deter-
mined under section 1400D(a).’’

(2) Subsection (d) of section 39 is amended
by adding at the end the following new para-
graph:

‘‘(10) NO CARRYBACK OF DISTRICT OF COLUM-
BIA EMPLOYMENT AND INVESTMENT CREDITS BE-
FORE EFFECTIVE DATE.—No portion of the un-
used business credit for any taxable year
which is attributable to the credit under sec-
tion 1400A or 1400D may be carried back to a
taxable year ending before the date of the
enactment of such sections.’’

(3) Subsection (c) of section 196 is amended
by striking ‘‘and’’ at the end of paragraph
(7), by striking the period at the end of para-
graph (8) and inserting a comma, and by add-
ing at the end the following new paragraphs:

‘‘(9) the District of Columbia employment
credit determined under section 1400A(a),
and

‘‘(10) the District investment credit deter-
mined under section 1400D(a).’’

(c) CLERICAL AMENDMENT.—The table of
subchapters for chapter 1 is amended by add-
ing at the end the following new item:

‘‘Subchapter W. Incentives for revitalization
of the District of Columbia.’’

(d) EFFECTIVE DATE.—This section shall
take effect on the date of the enactment of
this Act.

TITLE X—REVENUES
Subtitle A—Financial Products

SEC. 1001. CONSTRUCTIVE SALES TREATMENT
FOR APPRECIATED FINANCIAL POSI-
TIONS.

(a) IN GENERAL.—Part IV of subchapter P
of chapter 1 is amended by adding at the end
the following new section:
‘‘SEC. 1259. CONSTRUCTIVE SALES TREATMENT

FOR APPRECIATED FINANCIAL POSI-
TIONS.

‘‘(a) IN GENERAL.—If there is a constructive
sale of an appreciated financial position—

‘‘(1) the taxpayer shall recognize gain as if
such position were sold, assigned, or other-
wise terminated at its fair market value on
the date of such constructive sale (and any
gain shall be taken into account for the tax-
able year which includes such date), and

‘‘(2) for purposes of applying this title for
periods after the constructive sale—

‘‘(A) proper adjustment shall be made in
the amount of any gain or loss subsequently
realized with respect to such position for any
gain taken into account by reason of para-
graph (1), and

‘‘(B) the holding period of such position
shall be determined as if such position were
originally acquired on the date of such con-
structive sale.

‘‘(b) APPRECIATED FINANCIAL POSITION.—
For purposes of this section—

‘‘(1) IN GENERAL.—Except as provided in
paragraph (2), the term ‘appreciated finan-
cial position’ means any position with re-
spect to any stock, debt instrument, or part-
nership interest if there would be gain were
such position sold, assigned, or otherwise
terminated at its fair market value.

‘‘(2) EXCEPTIONS.—The term ‘appreciated fi-
nancial position’ shall not include—

‘‘(A) any position with respect to straight
debt (as defined in section 1361(c)(5)(B) with-
out regard to clause (iii) thereof), and

‘‘(B) any position which is marked to mar-
ket under any provision of this title or the
regulations thereunder.

‘‘(3) POSITION.—The term ‘position’ means
an interest, including a futures or forward
contract, short sale, or option.

‘‘(c) CONSTRUCTIVE SALE.—For purposes of
this section—

‘‘(1) IN GENERAL.—A taxpayer shall be
treated as having made a constructive sale of
an appreciated financial position if the tax-
payer (or a related person)—

‘‘(A) enters into a short sale of the same or
substantially identical property,

‘‘(B) enters into an offsetting notional
principal contract with respect to the same
or substantially identical property,

‘‘(C) enters into a futures or forward con-
tract to deliver the same or substantially
identical property,

‘‘(D) in the case of an appreciated financial
position that is a short sale or a contract de-
scribed in subparagraph (B) or (C) with re-
spect to any property, acquires the same or
substantially identical property, or

‘‘(E) to the extent prescribed by the Sec-
retary in regulations, enters into 1 or more
other transactions (or acquires 1 or more po-
sitions) that have substantially the same ef-
fect as a transaction described in any of the
preceding subparagraphs.

‘‘(2) EXCEPTION FOR SALES OF NONPUBLICLY
TRADED PROPERTY.—The term ‘constructive
sale’ shall not include any contract for sale

of any stock, debt instrument, or partner-
ship interest which is not a marketable secu-
rity (as defined in section 453(f)) if the con-
tract settles within 1 year after the date
such contract is entered into.

‘‘(3) EXCEPTION FOR CERTAIN CLOSED TRANS-
ACTIONS.—In applying this section, there
shall be disregarded any transaction (which
would otherwise be treated as a constructive
sale) during the taxable year if—

‘‘(A) such transaction is closed before the
end of the 30th day after the close of such
taxable year, and

‘‘(B) in the case of a transaction which is
closed during the 90-day period ending on
such 30th day—

‘‘(i) the taxpayer holds the appreciated fi-
nancial position throughout the 60-day pe-
riod beginning on the date such transaction
is closed, and

‘‘(ii) at no time during such 60-day period
is the taxpayer’s risk of loss with respect to
such position reduced by reason of a cir-
cumstance which would be described in sec-
tion 246(c)(4) if references to stock included
references to such position.

‘‘(4) RELATED PERSON.—A person is related
to another person with respect to a trans-
action if—

‘‘(A) the relationship is described in sec-
tion 267 or 707(b), and

‘‘(B) such transaction is entered into with
a view toward avoiding the purposes of this
section.

‘‘(d) OTHER DEFINITIONS.—For purposes of
this section—

‘‘(1) FORWARD CONTRACT.—The term ‘for-
ward contract’ means a contract to deliver a
substantially fixed amount of property for a
substantially fixed price.

‘‘(2) OFFSETTING NOTIONAL PRINCIPAL CON-
TRACT.—The term ‘offsetting notional prin-
cipal contract’ means, with respect to any
property, an agreement which includes—

‘‘(A) a requirement to pay (or provide cred-
it for) all or substantially all of the invest-
ment yield (including appreciation) on such
property for a specified period, and

‘‘(B) a right to be reimbursed for (or re-
ceive credit for) all or substantially all of
any decline in the value of such property.

‘‘(e) SPECIAL RULES.—
‘‘(1) TREATMENT OF SUBSEQUENT SALE OF PO-

SITION WHICH WAS DEEMED SOLD.—If—
‘‘(A) there is a constructive sale of any ap-

preciated financial position,
‘‘(B) such position is subsequently disposed

of, and
‘‘(C) at the time of such disposition, the

transaction resulting in the constructive
sale of such position is open with respect to
the taxpayer or any related person,

solely for purposes of determining whether
the taxpayer has entered into a constructive
sale of any other appreciated financial posi-
tion held by the taxpayer, the taxpayer shall
be treated as entering into such transaction
immediately after such disposition. For pur-
poses of the preceding sentence, an assign-
ment or other termination shall be treated
as a disposition.

‘‘(2) CERTAIN TRUST INSTRUMENTS TREATED
AS STOCK.—For purposes of this section, an
interest in a trust which is actively traded
(within the meaning of section 1092(d)(1))
shall be treated as stock.

‘‘(3) MULTIPLE POSITIONS IN PROPERTY.—If a
taxpayer holds multiple positions in prop-
erty, the determination of whether a specific
transaction is a constructive sale and, if so,
which appreciated financial position is
deemed sold shall be made in the same man-
ner as actual sales.

‘‘(f) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’
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(b) ELECTION OF MARK TO MARKET FOR SE-

CURITIES TRADERS AND FOR TRADERS AND
DEALERS IN COMMODITIES.—Subsection (d) of
section 475 (relating to mark to market ac-
counting method for dealers in securities) is
amended by adding at the end the following
new paragraph:

‘‘(4) ELECTION OF MARK TO MARKET FOR SE-
CURITIES TRADERS AND FOR TRADERS AND
DEALERS IN COMMODITIES.—

‘‘(A) IN GENERAL.—In the case of a person—
‘‘(i) who is engaged in a trade or business

to which this paragraph applies, and
‘‘(ii) who elects to be treated as a dealer in

securities for purposes of this section with
respect to such trade or business,

subsections (a), (b)(3), (c)(3), and (e) and the
preceding provisions of this subsection (or,
in the case of a dealer in commodities, this
section) shall apply to all commodities and
securities held by such person in any trade
or business with respect to which such elec-
tion is in effect in the same manner as if
such person were a dealer in securities and
all references to securities included ref-
erences to commodities.

‘‘(B) APPLICATION OF PARAGRAPH.—This
paragraph shall apply to any active trade or
business—

‘‘(i) as a trader in securities, or
‘‘(ii) as a trader or dealer in commodities.
‘‘(C) EXCEPTION FOR CERTAIN HOLDINGS OF

TRADERS.—In the case of a trader in securi-
ties or commodities, subsection (a) shall not
apply to any security or commodity (to
which subsection (a) would otherwise apply
solely by reason of this paragraph) if such se-
curity or commodity is clearly identified in
the trader’s records (before the close of the
day applicable under subsection (b)(2)) as
being held other than in a trade or business
to which the election under subparagraph (A)
is in effect. A security or commodity so iden-
tified shall be treated as described in sub-
section (b)(1).

‘‘(D) COMMODITY.—For purposes of this
paragraph, the term ‘commodities’ includes
only commodities of a kind customarily
dealt in on an organized commodity ex-
change.

‘‘(E) ELECTION.—An election under this
paragraph may be made separately for each
trade or business and without the consent of
the Secretary. Such an election, once made,
shall apply to the taxable year for which
made and all subsequent taxable years unless
revoked with the consent of the Secretary.’’

(c) CLERICAL AMENDMENT.—The table of
sections for part IV of subchapter P of chap-
ter 1 is amended by adding at the end the fol-
lowing new item:

‘‘Sec. 1259. Constructive sales treatment for
appreciated financial posi-
tions.’’

(d) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as otherwise pro-

vided in this subsection, the amendments
made by this section shall apply to any con-
structive sale after June 8, 1997.

(2) EXCEPTION FOR SALES OF POSITIONS, ETC.
HELD BEFORE JUNE 9, 1997.—A constructive
sale before June 9, 1997, and the property to
which the position involved in the trans-
action relates, shall not be taken into ac-
count in determining whether any other con-
structive sale after June 8, 1997, has occurred
if, within before the close of the 30-day pe-
riod beginning on the date of the enactment
of this Act, such position and property are
clearly identified in the taxpayer’s records
as offsetting. The preceding sentence shall
cease to apply as of the date the taxpayer
ceases to hold such position or property.

(3) SPECIAL RULE.—In the case of a dece-
dent dying after June 8, 1997, if—

(A) there was a constructive sale on or be-
fore such date of any appreciated financial
position,

(B) the transaction resulting in such con-
structive sale of such position remains open
(with respect to the decedent or any related
person) for not less than 2 years after the
date of such transaction (whether such pe-
riod is before or after such date), and

(C) such transaction is not closed within
the 30-day period beginning on the date of
the enactment of this Act,
then, for purposes of such Code, such posi-
tion (and any property related thereto, as de-
termined under the principles of section
1259(d)(1) of such Code (as so added)) shall be
treated as property constituting rights to re-
ceive an item of income in respect of a dece-
dent under section 691 of such Code.

(4) ELECTION OF SECURITIES TRADERS, AND
FOR TRADERS AND DEALERS IN COMMODITIES,
TO BE TREATED AS DEALERS IN SECURITIES.—

(A) IN GENERAL.—The amendment made by
subsection (b) shall apply to taxable years
ending after the date of the enactment of
this Act.

(B) 4-YEAR SPREAD OF ADJUSTMENTS.—In
the case of a taxpayer who elects under sec-
tion 475(d)(4) of the Internal Revenue Code of
1986 (as added by this section) to change its
method of accounting for its first taxable
year ending after the date of the enactment
of this Act, the net amount of the adjust-
ments required to be taken into account by
the taxpayer under section 481 of the Inter-
nal Revenue Code of 1986 shall be taken into
account ratably over the 4-taxable year pe-
riod beginning with such first taxable year.
SEC. 1002. LIMITATION ON EXCEPTION FOR IN-

VESTMENT COMPANIES UNDER SEC-
TION 351.

(a) IN GENERAL.—Paragraph (1) of section
351(e) (relating to exceptions) is amended by
adding at the end the following: ‘‘For pur-
poses of the preceding sentence, the term ‘in-
vestment company’ includes any company if
more than 80 percent of the value of the as-
sets of such company (other than assets held
in the ordinary course of a trade or business
for sale to customers) is attributable to—

‘‘(A) money,
‘‘(B) any financial instrument (as defined

in section 731(c)(2)(C)),
‘‘(C) any foreign currency,
‘‘(D) any interest in a real estate invest-

ment trust, a common trust fund, a regu-
lated investment company, or a publicly
traded partnership (as defined in section
7704(b)),

‘‘(E) any interest described in clause (iv),
(v), or (vi) of section 731(c)(2)(B) (or which
would be so described without regard to any
reference to active trading or market-
ability),

‘‘(F) any other asset specified in regula-
tions prescribed by the Secretary, or

‘‘(G) any combination of the foregoing.’’
(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

subsection (a) shall apply to transfers after
June 8, 1997, in taxable years ending after
such date.

(2) BINDING CONTRACTS.—The amendment
made by subsection (a) shall not apply to
any transfer pursuant to a written binding
contract in effect on June 8, 1997, that pro-
vides for the transfer of a fixed amount of
property, and at all times thereafter before
such transfer.
SEC. 1003. MODIFICATION OF RULES FOR ALLO-

CATING INTEREST EXPENSE TO TAX-
EXEMPT INTEREST.

(a) PRO RATA ALLOCATION RULES APPLICA-
BLE TO CORPORATIONS.—

(1) IN GENERAL.—Paragraph (1) of section
265(b) is amended by striking ‘‘In the case of
a financial institution’’ and inserting ‘‘In the
case of a corporation’’.

(2) ONLY OBLIGATIONS ACQUIRED AFTER JUNE
8, 1997, TAKEN INTO ACCOUNT.—Subparagraph
(A) of section 265(b)(2) is amended by strik-
ing ‘‘August 7, 1986’’ and inserting ‘‘June 8,
1997 (August 7, 1986, in the case of a financial
institution)’’.

(3) SMALL ISSUER EXCEPTION NOT TO
APPLY.—Subparagraph (A) of section 265(b)(3)
is amended by striking ‘‘Any qualified’’ and
inserting ‘‘In the case of a financial institu-
tion, any qualified’’.

(4) EXCEPTION FOR CERTAIN BONDS ACQUIRED
ON SALE OF GOODS OR SERVICES.—Subpara-
graph (B) of section 265(b)(4) is amended by
adding at the end the following new sen-
tence: ‘‘In the case of a taxpayer other than
a financial institution, such term shall not
include a nonsaleable obligation acquired by
such taxpayer in the ordinary course of busi-
ness as payment for goods or services pro-
vided by such taxpayer to any State or local
government.’’

(5) LOOK-THRU RULES FOR PARTNERSHIPS.—
Paragraph (6) of section 265(b) is amended by
adding at the end the following new subpara-
graph:

‘‘(C) LOOK-THRU RULES FOR PARTNERSHIPS.—
In the case of a corporation which is a part-
ner in a partnership, such corporation shall
be treated for purposes of this subsection as
holding directly its allocable share of the as-
sets of the partnership.’’

(6) APPLICATION OF PRO RATA DISALLOWANCE
ON AFFILIATED GROUP BASIS.—Subsection (b)
of section 265 is amended by adding at the
end the following new paragraph:

‘‘(7) APPLICATION OF DISALLOWANCE ON AF-
FILIATED GROUP BASIS.—

‘‘(A) IN GENERAL.—For purposes of this sub-
section, all members of an affiliated group
filing a consolidated return under section
1501 shall be treated as 1 taxpayer.

‘‘(B) TREATMENT OF INSURANCE COMPA-
NIES.—This subsection shall not apply to an
insurance company, and subparagraph (A)
shall be applied without regard to any mem-
ber of an affiliated group which is an insur-
ance company.’’

(6) DE MINIMIS EXCEPTION FOR NONFINANCIAL
INSTITUTIONS.—Subsection (b) of section 265
is amended by adding at the end the follow-
ing new paragraph:

‘‘(8) DE MINIMIS EXCEPTION FOR NON-
FINANCIAL INSTITUTIONS.—In the case of a
corporation, paragraph (1) shall not apply for
any taxable year if the amount described in
paragraph (2)(A) with respect to such cor-
poration does not exceed the lesser of—

‘‘(A) 2 percent of the amount described in
paragraph (2)(B), or

‘‘(B) $1,000,000.
The preceding sentence shall not apply to a
financial institution or to a dealer in tax-ex-
empt obligations.’’

(7) CLERICAL AMENDMENT.—The subsection
heading for section 265(b) is amended by
striking ‘‘FINANCIAL INSTITUTIONS’’ and in-
serting ‘‘CORPORATIONS’’.

(b) APPLICATION OF SECTION 265(a)(2) WITH
RESPECT TO CONTROLLED GROUPS.—Para-
graph (2) of section 265(a) is amended after
‘‘obligations’’ by inserting ‘‘held by the tax-
payer (or any corporation which is a member
of a controlled group (as defined in section
267(f)(1)) which includes the taxpayer)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1004. GAINS AND LOSSES FROM CERTAIN

TERMINATIONS WITH RESPECT TO
PROPERTY.

(a) APPLICATION OF CAPITAL TREATMENT TO
PROPERTY OTHER THAN PERSONAL PROP-
ERTY.—

(1) IN GENERAL.—Paragraph (1) of section
1234A (relating to gains and losses from cer-
tain terminations) is amended by striking
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‘‘personal property (as defined in section
1092(d)(1))’’ and inserting ‘‘property’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to termi-
nations more than 30 days after the date of
the enactment of this Act.

(b) APPLICATION OF CAPITAL TREATMENT,
ETC. TO OBLIGATIONS ISSUED BY NATURAL
PERSONS.—

(1) IN GENERAL.—Section 1271(b) is amended
to read as follows:

‘‘(b) EXCEPTION FOR CERTAIN OBLIGA-
TIONS.—

‘‘(1) IN GENERAL.—This section shall not
apply to—

‘‘(A) any obligation issued by a natural
person before June 9, 1997, and

‘‘(B) any obligation issued before July 2,
1982, by an issuer which is not a corporation
and is not a government or political subdivi-
sion thereof.

‘‘(2) TERMINATION.—Paragraph (1) shall not
apply to any obligation purchased (within
the meaning of section 179(d)(2)) after June 8,
1997.’’

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect on
the date of enactment of this Act.
SEC. 1005. DETERMINATION OF ORIGINAL ISSUE

DISCOUNT WHERE POOLED DEBT
OBLIGATIONS SUBJECT TO ACCEL-
ERATION.

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 1272(a)(6) (relating to debt instruments
to which the paragraph applies) is amended
by striking ‘‘or’’ at the end of clause (i), by
striking the period at the end of clause (ii)
and inserting ‘‘, or’’, and by inserting after
clause (i) the following:

‘‘(iii) any pool of debt instruments the
yield on which may be reduced by reason of
prepayments (or to the extent provided in
regulations, by reason of other events).
To the extent provided in regulations pre-
scribed by the Secretary, in the case of a
small business engaged in the trade or busi-
ness of selling tangible personal property at
retail, clause (iii) shall not apply to debt in-
struments incurred in the ordinary course of
such trade or business while held by such
business.’’

(b) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendment made by

this section shall apply to taxable years be-
ginning after the date of the enactment of
this Act.

(2) CHANGE IN METHOD OF ACCOUNTING.—In
the case of any taxpayer required by this
section to change its method of accounting
for its first taxable year beginning after the
date of the enactment of this Act—

(A) such change shall be treated as initi-
ated by the taxpayer,

(B) such change shall be treated as made
with the consent of the Secretary, and

(C) the net amount of the adjustments re-
quired to be taken into account by the tax-
payer under section 481 of the Internal Reve-
nue Code of 1986 shall be taken into account
ratably over the 4-taxable year period begin-
ning with such first taxable year.
SEC. 1006. DENIAL OF INTEREST DEDUCTIONS ON

CERTAIN DEBT INSTRUMENTS.
(a) IN GENERAL.—Section 163 (relating to

deduction for interest) is amended by redes-
ignating subsection (k) as subsection (l) and
by inserting after subsection (j) the follow-
ing new subsection:

‘‘(k) DISALLOWANCE OF DEDUCTION ON CER-
TAIN DEBT INSTRUMENTS OF CORPORATIONS.—

‘‘(1) IN GENERAL.—No deduction shall be al-
lowed under this chapter for any interest
paid or accrued on a disqualified debt instru-
ment.

‘‘(2) DISQUALIFIED DEBT INSTRUMENT.—For
purposes of this subsection, the term ‘dis-
qualified debt instrument’ means any indebt-
edness of a corporation which is payable in
equity of the issuer or a related party.

‘‘(3) SPECIAL RULES FOR AMOUNTS PAYABLE
IN EQUITY.—For purposes of paragraph (2), in-
debtedness shall be treated as payable in eq-
uity of the issuer or a related party only if—

‘‘(A) a substantial amount of the principal
or interest is required to be paid or con-
verted, or at the option of the issuer or a re-
lated party is payable in, or convertible into,
such equity,

‘‘(B) a substantial amount of the principal
or interest is required to be determined, or
at the option of the issuer or a related party
is determined, by reference to the value of
such equity, or

‘‘(C) the indebtedness is part of an arrange-
ment which is reasonably expected to result
in a transaction described in subparagraph
(A) or (B).
For purposes of subparagraphs (A) and (B),
principal or interest shall be treated as re-
quired to be so paid, converted, or deter-
mined if it may be required at the option of
the holder or a related party and there is a
substantial certainty the option will be exer-
cised.

‘‘(4) RELATED PARTY.—For purposes of this
subsection, a person is a related party with
respect to another person if such person
bears a relationship to such other person de-
scribed in section 267(b) or 707(b).

‘‘(5) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection, including regula-
tions preventing avoidance of this subsection
through the use of an issuer other than a
corporation.’’

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to disqualified debt
instruments issued after June 8, 1997.

(2) TRANSITION RULE.—The amendment
made by this section shall not apply to any
instrument issued after June 8, 1997, if such
instrument is—

(A) issued pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described on or before such date in a
public announcement or in a filing with the
Securities and Exchange Commission re-
quired solely by reason of the distribution.

Subtitle B—Corporate Organizations and
Reorganizations

SEC. 1011. TAX TREATMENT OF CERTAIN EX-
TRAORDINARY DIVIDENDS.

(a) TREATMENT OF EXTRAORDINARY DIVI-
DENDS IN EXCESS OF BASIS.—Paragraph (2) of
section 1059(a) (relating to corporate share-
holder’s recognition of gain attributable to
nontaxed portion of extraordinary dividends)
is amended to read as follows:

‘‘(2) AMOUNTS IN EXCESS OF BASIS.—If the
nontaxed portion of such dividends exceeds
such basis, such excess shall be treated as
gain from the sale or exchange of such stock
for the taxable year in which the extraor-
dinary dividend is received.’’

(b) TREATMENT OF REDEMPTIONS WHERE OP-
TIONS INVOLVED.—Paragraph (1) of section
1059(e) (relating to treatment of partial liq-
uidations and non-pro rata redemptions) is
amended to read as follows:

‘‘(1) TREATMENT OF PARTIAL LIQUIDATIONS
AND CERTAIN REDEMPTIONS.—Except as other-
wise provided in regulations—

‘‘(A) REDEMPTIONS.—In the case of any re-
demption of stock—

‘‘(i) which is part of a partial liquidation
(within the meaning of section 302(e)) of the
redeeming corporation,

‘‘(ii) which is not pro rata as to all share-
holders, or

‘‘(iii) which would not have been treated
(in whole or in part) as a dividend if any op-

tions had not been taken into account under
section 318(a)(4),

any amount treated as a dividend with re-
spect to such redemption shall be treated as
an extraordinary dividend to which para-
graphs (1) and (2) of subsection (a) apply
without regard to the period the taxpayer
held such stock. In the case of a redemption
described in clause (iii), only the basis in the
stock redeemed shall be taken into account
under subsection (a).

‘‘(B) REORGANIZATIONS, ETC.—An exchange
described in section 356(a)(1) which is treated
as a dividend under section 356(a)(2) shall be
treated as a redemption of stock for purposes
of applying subparagraph (A).’’

(c) TIME FOR REDUCTION.—Paragraph (1) of
section 1059(d) is amended to read as follows:

‘‘(1) TIME FOR REDUCTION.—Any reduction
in basis under subsection (a)(1) shall be
treated as occurring at the beginning of the
ex-dividend date of the extraordinary divi-
dend to which the reduction relates.’’

(d) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to distributions after
May 3, 1995.

(2) TRANSITION RULE.—The amendments
made by this section shall not apply to any
distribution made pursuant to the terms of—

(A) a written binding contract in effect on
May 3, 1995, and at all times thereafter be-
fore such distribution, or

(B) a tender offer outstanding on May 3,
1995.

(3) CERTAIN DIVIDENDS NOT PURSUANT TO
CERTAIN REDEMPTIONS.—In determining
whether the amendment made by subsection
(a) applies to any extraordinary dividend
other than a dividend treated as an extraor-
dinary dividend under section 1059(e)(1) of
the Internal Revenue Code of 1986 (as amend-
ed by this Act), paragraphs (1) and (2) shall
be applied by substituting ‘‘September 13,
1995’’ for ‘‘May 3, 1995’’.

SEC. 1012. APPLICATION OF SECTION 355 TO DIS-
TRIBUTIONS FOLLOWED BY ACQUI-
SITIONS AND TO INTRAGROUP
TRANSACTIONS.

(a) DISTRIBUTIONS FOLLOWED BY ACQUISI-
TIONS.—Section 355 (relating to distribution
of stock and securities of a controlled cor-
poration) is amended by adding at the end
the following new subsection:

‘‘(e) RECOGNITION OF GAIN WHERE CERTAIN
DISTRIBUTIONS OF STOCK OR SECURITIES ARE
FOLLOWED BY ACQUISITION.—

‘‘(1) GENERAL RULE.—If there is a distribu-
tion to which this subsection applies, the fol-
lowing rules shall apply:

‘‘(A) ACQUISITION OF CONTROLLED CORPORA-
TION.—If there is an acquisition described in
paragraph (2)(A)(ii) with respect to any con-
trolled corporation, any stock or securities
in the controlled corporation shall not be
treated as qualified property for purposes of
subsection (c)(2) of this section or section
361(c)(2).

‘‘(B) ACQUISITION OF DISTRIBUTING CORPORA-
TION.—If there is an acquisition described in
paragraph (2)(A)(ii) with respect to the dis-
tributing corporation, the controlled cor-
poration shall recognize gain in an amount
equal to the amount of net gain which would
be recognized if all the assets of the distrib-
uting corporation (immediately after the
distribution) were sold (at such time) for fair
market value. Any gain recognized under the
preceding sentence shall be treated as long-
term capital gain and shall be taken into ac-
count for the taxable year which includes
the day after the date of such distribution.

‘‘(2) DISTRIBUTIONS TO WHICH SUBSECTION
APPLIES.—

‘‘(A) IN GENERAL.—This subsection shall
apply to any distribution—
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‘‘(i) to which this section (or so much of

section 356 as relates to this section) applies,
and

‘‘(ii) which is part of a plan (or series of re-
lated transactions) pursuant to which 1 or
more persons acquire directly or indirectly
stock representing a 50-percent or greater in-
terest in the distributing corporation or any
controlled corporation.

‘‘(B) PLAN PRESUMED TO EXIST IN CERTAIN
CASES.—If 1 or more persons acquire directly
or indirectly stock representing a 50-percent
or greater interest in the distributing cor-
poration or any controlled corporation dur-
ing the 4-year period beginning on the date
which is 2 years before the date of the dis-
tribution, such acquisition shall be treated
as pursuant to a plan described in subpara-
graph (A)(ii) unless it is established that the
distribution and the acquisition are not pur-
suant to a plan or series of related trans-
actions.

‘‘(C) COORDINATION WITH SUBSECTION (d).—
This subsection shall not apply to any dis-
tribution to which subsection (d) applies.

‘‘(3) SPECIAL RULES RELATING TO ACQUISI-
TIONS.—

‘‘(A) CERTAIN ACQUISITIONS NOT TAKEN INTO
ACCOUNT.—Except as provided in regulations,
the following acquisitions shall not be treat-
ed as described in paragraph (2)(A)(ii):

‘‘(i) The acquisition of stock in any con-
trolled corporation by the distributing cor-
poration.

‘‘(ii) The acquisition by a person of stock
in any controlled corporation by reason of
holding stock in the distributing corpora-
tion.

‘‘(iii) The acquisition by a person of stock
in any successor corporation of the distribut-
ing corporation or any controlled corpora-
tion by reason of holding stock in such dis-
tributing or controlled corporation.

‘‘(iv) The acquisition of stock in a corpora-
tion if shareholders owning directly or indi-
rectly a 50-percent or greater interest in the
distributing corporation or any controlled
corporation before such acquisition own indi-
rectly a 50-percent or greater interest in
such distributing or controlled corporation
after such acquisition.

This subparagraph shall not apply to any ac-
quisition if the stock held before the acquisi-
tion was acquired pursuant to a plan de-
scribed in subparagraph (A)(ii).

‘‘(B) ASSET ACQUISITIONS.—Except as pro-
vided in regulations, for purposes of this sub-
section, if the assets of the distributing cor-
poration or any controlled corporation are
acquired by a successor corporation in a
transaction described in subparagraph (A),
(C), or (D) of section 368(a)(1) or any other
transaction specified in regulations by the
Secretary, the shareholders (immediately be-
fore the acquisition) of the corporation ac-
quiring such assets shall be treated as ac-
quiring stock in the corporation from which
the assets were acquired.

‘‘(4) DEFINITION AND SPECIAL RULES.—For
purposes of this subsection—

‘‘(A) 50-PERCENT OR GREATER INTEREST.—
The term ‘50-percent or greater interest’ has
the meaning given such term by subsection
(d)(4).

‘‘(B) DISTRIBUTIONS IN TITLE 11 OR SIMILAR
CASE.—Paragraph (1) shall not apply to any
distribution made in a title 11 or similar case
(as defined in section 368(a)(3)).

‘‘(C) AGGREGATION AND ATTRIBUTION
RULES.—

‘‘(i) AGGREGATION.—The rules of paragraph
(7)(A) of subsection (d) shall apply.

‘‘(ii) ATTRIBUTION.—Section 355(d)(8)(A)
shall apply in determining whether a person
holds stock or securities in any corporation.

‘‘(D) SUCCESSORS AND PREDECESSORS.—For
purposes of this subsection, any reference to

a controlled corporation or a distributing
corporation shall include a reference to any
predecessor or successor of such corporation.

‘‘(E) STATUTE OF LIMITATIONS.—If there is
an acquisition to which paragraph (1) (A) or
(B) applies—

‘‘(i) the statutory period for the assess-
ment of any deficiency attributable to any
part of the gain recognized under this sub-
section by reason of such acquisition shall
not expire before the expiration of 3 years
from the date the Secretary is notified by
the taxpayer (in such manner as the Sec-
retary may by regulations prescribe) that
such acquisition occurred, and

‘‘(ii) such deficiency may be assessed be-
fore the expiration of such 3-year period not-
withstanding the provisions of any other law
or rule of law which would otherwise prevent
such assessment.

‘‘(5) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary to carry out the purposes of this sub-
section, including regulations—

‘‘(A) providing for the application of this
subsection where there is more than 1 con-
trolled corporation,

‘‘(B) treating 2 or more distributions as 1
distribution where necessary to prevent the
avoidance of such purposes, and

‘‘(C) providing for the application of rules
similar to the rules of subsection (d)(6) where
appropriate for purposes of paragraph
(2)(B).’’

(b) SECTION 355 NOT TO APPLY TO CERTAIN
INTRAGROUP TRANSACTIONS.—Section 355, as
amended by subsection (a), is amended by
adding at the end the following new sub-
section:

‘‘(f) SECTION NOT TO APPLY TO CERTAIN
INTRAGROUP TRANSACTIONS.—Except as pro-
vided in regulations, this section shall not
apply to the distribution of stock from 1
member of an affiliated group filing a con-
solidated return to another member of such
group, and the Secretary shall provide prop-
er adjustments for the treatment of such dis-
tribution, including (if necessary) adjust-
ments to—

‘‘(1) the adjusted basis of any stock
which—

‘‘(A) is in a corporation which is a member
of such group, and

‘‘(B) is held by another member of such
group, and

‘‘(2) the earnings and profits of any mem-
ber of such group.’’

(c) DETERMINATION OF CONTROL IN CERTAIN
DIVISIVE TRANSACTIONS.—

(1) SECTION 351 TRANSACTIONS.—Section
351(c) (relating to special rule) is amended to
read as follows:

‘‘(c) SPECIAL RULES WHERE DISTRIBUTION
TO SHAREHOLDERS.—

‘‘(1) IN GENERAL.—In determining control
for purposes of this section—

‘‘(A) the fact that any corporate transferor
distributes part or all of the stock in the cor-
poration which it receives in the exchange to
its shareholders shall not be taken into ac-
count, and

‘‘(B) if the requirements of section 355 are
met with respect to such distribution, the
shareholders shall be treated as in control of
such corporation immediately after the ex-
change if the shareholders hold at least a 50-
percent interest in such corporation imme-
diately after the distribution.

‘‘(2) 50-PERCENT INTEREST.—For purposes of
this subsection, the term ‘50-percent inter-
est’ means stock possessing 50 percent of the
total combined voting power of all classes of
stock entitled to vote and 50 percent of the
total value of shares of all classes of stock.’’

(2) D REORGANIZATIONS.—Section
368(a)(2)(H) (relating to special rule for deter-
mining whether certain transactions are

qualified under paragraph (1)(D)) is amended
to read as follows:

‘‘(H) SPECIAL RULES FOR DETERMINING
WHETHER CERTAIN TRANSACTIONS ARE QUALI-
FIED UNDER PARAGRAPH (1)(D).—For purposes
of determining whether a transaction quali-
fies under paragraph (1)(D)—

‘‘(i) in the case of a transaction with re-
spect to which the requirements of subpara-
graphs (A) and (B) of section 354(b)(1) are
met, the term ‘control’ has the meaning
given such term by section 304(c), and

‘‘(ii) in the case of a transaction with re-
spect to which the requirements of section
355 are met, the shareholders described in
paragraph (1)(D) shall be treated as having
control of the corporation to which the as-
sets are transferred if such shareholders hold
a 50-percent or greater interest (as defined in
section 351(c)(2)) in such corporation imme-
diately after the transfer.’’

(d) EFFECTIVE DATES.—
(1) SECTION 355 RULES.—The amendments

made by subsections (a) and (b) shall apply
to distributions after April 16, 1997.

(2) DIVISIVE TRANSACTIONS.—The amend-
ments made by subsection (c) shall apply to
transfers after the date of the enactment of
this Act.

(3) TRANSITION RULE.—The amendments
made by this section shall not apply to any
distribution after April 16, 1997, if such dis-
tribution is—

(A) made pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described on or before such date in a
public announcement or in a filing with the
Securities and Exchange Commission re-
quired solely by reason of the distribution.

This subparagraph shall not apply to any
written agreement, ruling request, or public
announcement or filing unless it identifies
the unrelated acquirer of the distributing
corporation or of any controlled corporation,
whichever is applicable.
SEC. 1013. TAX TREATMENT OF REDEMPTIONS IN-

VOLVING RELATED CORPORATIONS.
(a) STOCK PURCHASES BY RELATED COR-

PORATIONS.—The last sentence of section
304(a)(1) (relating to acquisition by related
corporation other than subsidiary) is amend-
ed to read as follows: ‘‘To the extent that
such distribution is treated as a distribution
to which section 301 applies, the transferor
and the acquiring corporation shall be treat-
ed in the same manner as if the transferor
had transferred the stock so acquired to the
acquiring corporation in exchange for stock
of the acquiring corporation in a transaction
to which section 351(a) applies, and then the
acquiring corporation had redeemed the
stock it was treated as issuing in such trans-
action.’’

(b) COORDINATION WITH SECTION 1059.—
Clause (iii) of section 1059(e)(1)(A), as amend-
ed by this title, is amended to read as fol-
lows:

‘‘(iii) which would not have been treated
(in whole or in part) as a dividend if—

‘‘(I) any options had not been taken into
account under section 318(a)(4), or

‘‘(II) section 304(a) had not applied,’’.
(c) SPECIAL RULE FOR ACQUISITIONS BY FOR-

EIGN CORPORATIONS.—Section 304(b) (relating
to special rules for application of subsection
(a)) is amended by adding at the end the fol-
lowing new paragraph:

‘‘(5) ACQUISITIONS BY FOREIGN CORPORA-
TIONS.—

‘‘(A) IN GENERAL.—In the case of any acqui-
sition to which subsection (a) applies in
which the acquiring corporation is a foreign
corporation, the only earnings and profits
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taken into account under paragraph (2)(A)
shall be those earnings and profits—

‘‘(i) which are attributable (under regula-
tions prescribed by the Secretary) to stock
of the acquiring corporation owned (within
the meaning of section 958(a)) by a corpora-
tion or individual which is—

‘‘(I) a United States shareholder (within
the meaning of section 951(b)) of the acquir-
ing corporation, and

‘‘(II) the transferor or a person who bears a
relationship to the transferor described in
section 267(b) or 707(b), and

‘‘(ii) which were accumulated during the
period or periods such stock was owned by
such person while the acquiring corporation
was a controlled foreign corporation.

‘‘(B) APPLICATION OF SECTION 1248.—For pur-
poses of subparagraph (A), the rules of sec-
tion 1248(d) shall apply except to the extent
otherwise provided by the Secretary.

‘‘(C) REGULATIONS.—The Secretary shall
prescribe such regulations as are appropriate
to carry out the purposes of this paragraph.’’

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to distributions and
acquisitions after June 8, 1997.

(2) TRANSITION RULE.—The amendments
made by this section shall not apply to any
distribution or acquisition after June 8, 1997,
if such distribution or acquisition is—

(A) made pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described in a public announcement or
filing with the Securities and Exchange
Commission on or before such date.
SEC. 1014. MODIFICATION OF HOLDING PERIOD

APPLICABLE TO DIVIDENDS RE-
CEIVED DEDUCTION.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 246(c)(1) is amended to read as follows:

‘‘(A) which is held by the taxpayer for 45
days or less during the 90-day period begin-
ning on the date which is 45 days before the
date on which such share becomes ex-divi-
dend with respect to such dividend, or’’.

(b) CONFORMING AMENDMENTS.—
(1) Paragraph (2) of section 246(c) is amend-

ed to read as follows:
‘‘(2) 90-DAY RULE IN THE CASE OF CERTAIN

PREFERENCE DIVIDENDS.—In the case of stock
having preference in dividends, if the tax-
payer receives dividends with respect to such
stock which are attributable to a period or
periods aggregating in excess of 366 days,
paragraph (1)(A) shall be applied—

‘‘(A) by substituting ‘90 days’ for ‘45 days’
each place it appears, and

‘‘(B) by substituting ‘180-day period’ for
‘90-day period’.’’

(2) Paragraph (3) of section 246(c) is amend-
ed by adding ‘‘and’’ at the end of subpara-
graph (A), by striking subparagraph (B), and
by redesignating subparagraph (C) as sub-
paragraph (B).

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to dividends
received or accrued after the 30th day after
the date of the enactment of this Act.

Subtitle C—Other Corporate Provisions
SEC. 1021. REGISTRATION AND OTHER PROVI-

SIONS RELATING TO CONFIDENTIAL
CORPORATE TAX SHELTERS.

(a) IN GENERAL.—Section 6111 (relating to
registration of tax shelters) is amended by
redesignating subsections (d) and (e) as sub-
sections (e) and (f), respectively, and by in-
serting after subsection (c) the following new
subsection:

‘‘(d) CERTAIN CONFIDENTIAL ARRANGEMENTS
TREATED AS TAX SHELTERS.—

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the term ‘tax shelter’ includes any en-
tity, plan, arrangement, or transaction—

‘‘(A) a significant purpose of the structure
of which is the avoidance or evasion of Fed-
eral income tax for a direct or indirect par-
ticipant which is a corporation,

‘‘(B) which is offered to any potential par-
ticipant under conditions of confidentiality,
and

‘‘(C) for which the tax shelter promoters
may receive fees in excess of $100,000 in the
aggregate.

‘‘(2) CONDITIONS OF CONFIDENTIALITY.—For
purposes of paragraph (1)(B), an offer is
under conditions of confidentiality if—

‘‘(A) the potential participant to whom the
offer is made (or any other person acting on
behalf of such participant) has an under-
standing or agreement with or for the bene-
fit of any promoter of the tax shelter that
such participant (or such other person) will
limit disclosure of the tax shelter or any sig-
nificant tax features of the tax shelter, or

‘‘(B) any promoter of the tax shelter—
‘‘(i) claims, knows, or has reason to know,
‘‘(ii) knows or has reason to know that any

other person (other than the potential par-
ticipant) claims, or

‘‘(iii) causes another person to claim,

that the tax shelter (or any aspect thereof) is
proprietary to any person other than the po-
tential participant or is otherwise protected
from disclosure to or use by others.

For purposes of this subsection, the term
‘promoter’ means any person or any related
person (within the meaning of section 267 or
707) who participates in the organization,
management, or sale of the tax shelter.

‘‘(3) PERSONS OTHER THAN PROMOTER RE-
QUIRED TO REGISTER IN CERTAIN CASES.—

‘‘(A) IN GENERAL.—If—
‘‘(i) the requirements of subsection (a) are

not met with respect to any tax shelter (as
defined in paragraph (1)) by any tax shelter
promoter, and

‘‘(ii) no tax shelter promoter is a United
States person,

then each United States person who dis-
cussed participation in such shelter shall
register such shelter under subsection (a).

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply to a United States person who dis-
cussed participation in a tax shelter if—

‘‘(i) such person notified the promoter in
writing (not later than the close of the 90th
day after the day on which such discussions
began) that such person would not partici-
pate in such shelter, and

‘‘(ii) such person does not participate in
such shelter.

‘‘(4) OFFER TO PARTICIPATE TREATED AS
OFFER FOR SALE.—For purposes of sub-
sections (a) and (b), an offer to participate in
a tax shelter (as defined in paragraph (1))
shall be treated as an offer for sale.’’

(b) PENALTY.—Subsection (a) of section
6707 (relating to failure to furnish informa-
tion regarding tax shelters) is amended by
adding at the end the following new para-
graph:

‘‘(3) CONFIDENTIAL ARRANGEMENTS.—
‘‘(A) IN GENERAL.—In the case of a tax shel-

ter (as defined in section 6111(d)), the penalty
imposed under paragraph (1) shall be an
amount equal to the greater of—

‘‘(i) 50 percent of the fees paid to all pro-
moters of the tax shelter with respect to of-
ferings made before the date such shelter is
registered under section 6111, or

‘‘(ii) $10,000.
Clause (i) shall be applied by substituting ‘75
percent’ for ‘50 percent’ in the case of an in-
tentional failure or act described in para-
graph (1).

‘‘(B) SPECIAL RULE FOR PARTICIPANTS RE-
QUIRED TO REGISTER SHELTER.—In the case of

a person required to register such a tax shel-
ter by reason of section 6111(d)(3)—

‘‘(i) such person shall be required to pay
the penalty under paragraph (1) only if such
person actually participated in such shelter,

‘‘(ii) the amount of such penalty shall be
determined by taking into account under
subparagraph (A)(i) only the fees paid by
such person, and

‘‘(iii) such penalty shall be in addition to
the penalty imposed on any other person for
failing to register such shelter.’’

(c) MODIFICATIONS TO SUBSTANTIAL UNDER-
STATEMENT PENALTY.—

(1) RESTRICTION ON REASONABLE BASIS FOR
CORPORATE UNDERSTATEMENT OF INCOME
TAX.—Subparagraph (B) of section 6662(d)(2)
is amended by adding at the end the follow-
ing new flush sentence:

‘‘For purposes of clause (ii)(II), in no event
shall a corporation be treated as having a
reasonable basis for its tax treatment of an
item attributable to a multiple-party financ-
ing transaction if such treatment does not
clearly reflect the income of the corpora-
tion.’’

(2) MODIFICATION TO DEFINITION OF TAX
SHELTER.—Clause (iii) of section 6662(d)(2)(C)
is amended by striking ‘‘the principal pur-
pose’’ and inserting ‘‘a significant purpose’’.

(d) CONFORMING AMENDMENTS.—
(1) Paragraph (2) of section 6707(a) is

amended by striking ‘‘The penalty’’ and in-
serting ‘‘Except as provided in paragraph (3),
the penalty’’.

(2) Subparagraph (A) of section 6707(a)(1) is
amended by striking ‘‘paragraph (2)’’ and in-
serting ‘‘paragraph (2) or (3), as the case may
be’’.

(e) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to any tax shelter (as de-
fined in section 6111(d) of the Internal Reve-
nue Code of 1986, as amended by this section)
interests in which are offered to potential
participants after the Secretary of the
Treasury prescribes guidance with respect to
meeting requirements added by such amend-
ments.

(2) MODIFICATIONS TO SUBSTANTIAL UNDER-
STATEMENT PENALTY.—The amendments
made by subsection (c) shall apply to items
with respect to transactions entered into
after the date of the enactment of this Act.
SEC. 1022. CERTAIN PREFERRED STOCK TREAT-

ED AS BOOT.
(a) SECTION 351.—Section 351 (relating to

transfer to corporation controlled by trans-
feror) is amended by redesignating sub-
section (g) as subsection (h) and by inserting
after subsection (f) the following new sub-
section:

‘‘(g) NONQUALIFIED PREFERRED STOCK NOT
TREATED AS STOCK.—

‘‘(1) IN GENERAL.—For purposes of sub-
sections (a) and (b), the term ‘stock’ shall
not include nonqualified preferred stock.

‘‘(2) NONQUALIFIED PREFERRED STOCK.—For
purposes of paragraph (1)—

‘‘(A) IN GENERAL.—The term ‘nonqualified
preferred stock’ means preferred stock if—

‘‘(i) the holder of such stock has the right
to require the issuer or a related person to
redeem or purchase the stock,

‘‘(ii) the issuer or a related person is re-
quired to redeem or purchase such stock,

‘‘(iii) the issuer or a related person has the
right to redeem or purchase the stock and,
as of the issue date, it is more likely than
not that such right will be exercised, or

‘‘(iv) the dividend rate on such stock varies
in whole or in part (directly or indirectly)
with reference to interest rates, commodity
prices, or other similar indices.

‘‘(B) LIMITATIONS.—Clauses (i), (ii), and (iii)
of subparagraph (A) shall apply only if the
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right or obligation referred to therein may
be exercised within the 20-year period begin-
ning on the issue date of such stock and such
right or obligation is not subject to a contin-
gency which, as of the issue date, makes re-
mote the likelihood of the redemption or
purchase.

‘‘(C) EXCEPTIONS FOR CERTAIN RIGHTS OR OB-
LIGATIONS.—

‘‘(i) IN GENERAL.—A right or obligation
shall not be treated as described in clause (i),
(ii), or (iii) of subparagraph (A) if—

‘‘(I) it may be exercised only upon the
death, disability, or mental incompetency of
the holder, or

‘‘(II) in the case of a right or obligation to
redeem or purchase stock transferred in con-
nection with the performance of services for
the issuer or a related person (and which rep-
resents reasonable compensation), it may be
exercised only upon the holder’s separation
from service from the issuer or a related per-
son.

‘‘(ii) EXCEPTION.—Clause (i)(I) shall not
apply if the stock relinquished in the ex-
change, or the stock acquired in the ex-
change is in—

‘‘(I) a corporation if any class of stock in
such corporation or a related party is readily
tradable on an established securities market
or otherwise, or

‘‘(II) any other corporation if such ex-
change is part of a transaction or series of
transactions in which such corporation is to
become a corporation described in subclause
(I).

‘‘(3) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) PREFERRED STOCK.—The term ‘pre-
ferred stock’ means stock which is limited
and preferred as to dividends and does not
participate (including through a conversion
privilege) in corporate growth to any signifi-
cant extent.

‘‘(B) RELATED PERSON.—A person shall be
treated as related to another person if they
bear a relationship to such other person de-
scribed in section 267(b) or 707(b).

‘‘(4) REGULATIONS.—The Secretary may
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection and sections
354(a)(2)(C), 355(a)(3)(D), and 356(e). The Sec-
retary may also prescribe regulations, con-
sistent with the treatment under this sub-
section and such sections, for the treatment
of nonqualified preferred stock under other
provisions of this title.’’

(b) SECTION 354.—Paragraph (2) of section
354(a) (relating to exchanges of stock and se-
curities in certain reorganizations) is
amended by adding at the end the following
new subparagraph:

‘‘(C) NONQUALIFIED PREFERRED STOCK.—
‘‘(i) IN GENERAL.—Nonqualified preferred

stock (as defined in section 351(g)(2)) re-
ceived in exchange for stock other than non-
qualified preferred stock (as so defined) shall
not be treated as stock or securities.

‘‘(ii) RECAPITALIZATIONS OF FAMILY-OWNED
CORPORATIONS.—

‘‘(I) IN GENERAL.—Clause (i) shall not apply
in the case of a recapitalization under sec-
tion 368(a)(1)(E) of a family-owned corpora-
tion.

‘‘(II) FAMILY-OWNED CORPORATION.—For
purposes of this clause, except as provided in
regulations, the term ‘family-owned corpora-
tion’ means any corporation which is de-
scribed in clause (i) of section 447(d)(2)(C)
throughout the 8-year period beginning on
the date which is 5 years before the date of
the recapitalization. For purposes of the pre-
ceding sentence, stock shall not be treated
as owned by a family member during any pe-
riod described in section 355(d)(6)(B).’’

(c) SECTION 355.—Paragraph (3) of section
355(a) is amended by adding at the end the
following new subparagraph:

‘‘(D) NON QUALIFIED PREFERRED STOCK.—
Nonqualified preferred stock (as defined in
section 351(g)(2)) received in a distribution
with respect to stock other than non-
qualified preferred stock (as so defined) shall
not be treated as stock or securities.’’

(d) SECTION 356.—Section 356 is amended by
redesignating subsections (e) and (f) as sub-
sections (f) and (g), respectively, and by in-
serting after subsection (d) the following new
subsection:

‘‘(e) NONQUALIFIED PREFERRED STOCK
TREATED AS OTHER PROPERTY.—For purposes
of this section—

‘‘(1) IN GENERAL.—Except as provided in
paragraph (2), the term ‘other property’ in-
cludes nonqualified preferred stock (as de-
fined in section 351(g)(2)).

‘‘(2) EXCEPTION.—The term ‘other property’
does not include nonqualified preferred stock
(as so defined) to the extent that, under sec-
tion 354 or 355, such preferred stock would be
permitted to be received without the rec-
ognition of gain.’’

(e) CONFORMING AMENDMENTS.—
(1) Subparagraph (B) of section 354(a)(2)

and subparagraph (C) of section 355(a)(3)(C)
are each amended by inserting ‘‘(including
nonqualified preferred stock, as defined in
section 351(g)(2))’’ after ‘‘stock’’.

(2) Subparagraph (A) of section 354(a)(3)
and subparagraph (A) of section 355(a)(4) are
each amended by inserting ‘‘nonqualified
preferred stock and’’ after ‘‘including’’.

(3) Section 1036 is amended by redesignat-
ing subsection (b) as subsection (c) and by in-
serting after subsection (a) the following new
subsection:

‘‘(b) NONQUALIFIED PREFERRED STOCK NOT
TREATED AS STOCK.—For purposes of this sec-
tion, nonqualified preferred stock (as defined
in section 351(g)(2)) shall be treated as prop-
erty other than stock.’’

(f) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to transactions after
June 8, 1997.

(2) TRANSITION RULE.—The amendments
made by this section shall not apply to any
transaction after June 8, 1997, if such trans-
action is—

(A) made pursuant to a written agreement
which was binding on such date and at all
times thereafter,

(B) described in a ruling request submitted
to the Internal Revenue Service on or before
such date, or

(C) described on or before such date in a
public announcement or in a filing with the
Securities and Exchange Commission re-
quired solely by reason of the distribution.

Subtitle D—Administrative Provisions
SEC. 1031. REPORTING OF CERTAIN PAYMENTS

MADE TO ATTORNEYS.
(a) IN GENERAL.—Section 6045 (relating to

returns of brokers) is amended by adding at
the end the following new subsection:

‘‘(f) RETURN REQUIRED IN THE CASE OF PAY-
MENTS TO ATTORNEYS.—

‘‘(1) IN GENERAL.—Any person engaged in a
trade or business and making a payment (in
the course of such trade or business) to
which this subsection applies shall file a re-
turn under subsection (a) and a statement
under subsection (b) with respect to such
payment.

‘‘(2) APPLICATION OF SUBSECTION.—
‘‘(A) IN GENERAL.—This subsection shall

apply to any payment to an attorney in con-
nection with legal services (whether or not
such services are performed for the payor).

‘‘(B) EXCEPTION.—This subsection shall not
apply to the portion of any payment which is
required to be reported under section 6041(a)

(or would be so required but for the dollar
limitation contained therein) or section
6051.’’

(b) REPORTING OF ATTORNEYS’ FEES PAY-
ABLE TO CORPORATIONS.—The regulations
providing an exception under section 6041 of
the Internal Revenue Code of 1986 for pay-
ments made to corporations shall not apply
to payments of attorneys’ fees.

(c) EFFECTIVE DATE.—The amendment
made by this section shall apply to payments
made after December 31, 1997.
SEC. 1032. DECREASE OF THRESHOLD FOR RE-

PORTING PAYMENTS TO CORPORA-
TIONS PERFORMING SERVICES FOR
FEDERAL AGENCIES.

(a) IN GENERAL.—Subsection (d) of section
6041A (relating to returns regarding pay-
ments of remuneration for services and di-
rect sales) is amended by adding at the end
the following new paragraph:

‘‘(3) PAYMENTS TO CORPORATIONS BY FED-
ERAL EXECUTIVE AGENCIES.—

‘‘(A) IN GENERAL.—Notwithstanding any
regulation prescribed by the Secretary be-
fore the date of the enactment of this para-
graph, subsection (a) shall apply to remu-
neration paid to a corporation by any Fed-
eral executive agency (as defined in section
6050M(b)).

‘‘(B) EXCEPTION.—Subparagraph (A) shall
not apply to—

‘‘(i) services under contracts described in
section 6050M(e)(3) with respect to which the
requirements of section 6050M(e)(2) are met,
and

‘‘(ii) such other services as the Secretary
may specify in regulations prescribed after
the date of the enactment of this para-
graph.’’

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to returns
the due date for which (determined without
regard to any extension) is more than 90 days
after the date of the enactment of this Act.
SEC. 1033. DISCLOSURE OF RETURN INFORMA-

TION FOR ADMINISTRATION OF CER-
TAIN VETERANS PROGRAMS.

(a) GENERAL RULE.—Subparagraph (D) of
section 6103(l)(7) (relating to disclosure of re-
turn information to Federal, State, and local
agencies administering certain programs) is
amended by striking ‘‘Clause (viii) shall not
apply after September 30, 1998.’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the date of the enactment of this Act.
SEC. 1034. CONTINUOUS LEVY ON CERTAIN PAY-

MENTS.
(a) IN GENERAL.—Section 6331 (relating to

levy and distraint) is amended—
(1) by redesignating subsection (h) as sub-

section (i), and
(2) by inserting after subsection (g) the fol-

lowing new subsection:
‘‘(h) CONTINUING LEVY ON CERTAIN PAY-

MENTS.—
‘‘(1) IN GENERAL.—The effect of a levy on

specified payments to or received by a tax-
payer shall be continuous from the date such
levy is first made until such levy is released.
Notwithstanding section 6334, such levy shall
attach up to 15 percent of any salary or pen-
sion payment due to the taxpayer.

‘‘(2) SPECIFIED PAYMENTS.—For the pur-
poses of paragraph (1), the term ‘specified
payments’ means—

‘‘(A) Federal payments other than pay-
ments for which eligibility is based on the
income or assets (or both) of a payee,

‘‘(B) payments described in subsection
(a)(4) (relating to unemployment benefits),
and

‘‘(C) payments described in subsection
(a)(11) (relating to certain public assistance
payments).’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to levies
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issued after the date of the enactment of this
Act.
SEC. 1035. RETURNS OF BENEFICIARIES OF ES-

TATES AND TRUSTS REQUIRED TO
FILE RETURNS CONSISTENT WITH
ESTATE OR TRUST RETURN OR TO
NOTIFY SECRETARY OF INCONSIST-
ENCY.

(a) DOMESTIC ESTATES AND TRUSTS.—Sec-
tion 6034A (relating to information to bene-
ficiaries of estates and trusts) is amended by
adding at the end the following new sub-
section:

‘‘(c) BENEFICIARY’S RETURN MUST BE CON-
SISTENT WITH ESTATE OR TRUST RETURN OR
SECRETARY NOTIFIED OF INCONSISTENCY.—

‘‘(1) IN GENERAL.—A beneficiary of any es-
tate or trust to which subsection (a) applies
shall, on such beneficiary’s return, treat any
reported item in a manner which is consist-
ent with the treatment of such item on the
applicable entity’s return.

‘‘(2) NOTIFICATION OF INCONSISTENT TREAT-
MENT.—

‘‘(A) IN GENERAL.—In the case of any re-
ported item, if—

‘‘(i)(I) the applicable entity has filed a re-
turn but the beneficiary’s treatment on such
beneficiary’s return is (or may be) inconsist-
ent with the treatment of the item on the
applicable entity’s return, or

‘‘(II) the applicable entity has not filed a
return, and

‘‘(ii) the beneficiary files with the Sec-
retary a statement identifying the inconsist-
ency,

paragraph (1) shall not apply to such item.
‘‘(B) BENEFICIARY RECEIVING INCORRECT IN-

FORMATION.—A beneficiary shall be treated
as having complied with clause (ii) of sub-
paragraph (A) with respect to a reported
item if the beneficiary—

‘‘(i) demonstrates to the satisfaction of the
Secretary that the treatment of the reported
item on the beneficiary’s return is consistent
with the treatment of the item on the state-
ment furnished under subsection (a) to the
beneficiary by the applicable entity, and

‘‘(ii) elects to have this paragraph apply
with respect to that item.

‘‘(3) EFFECT OF FAILURE TO NOTIFY.—In any
case—

‘‘(A) described in subparagraph (A)(i)(I) of
paragraph (2), and

‘‘(B) in which the beneficiary does not
comply with subparagraph (A)(ii) of para-
graph (2),

any adjustment required to make the treat-
ment of the items by such beneficiary con-
sistent with the treatment of the items on
the applicable entity’s return shall be treat-
ed as arising out of mathematical or clerical
errors and assessed according to section
6213(b)(1). Paragraph (2) of section 6213(b)
shall not apply to any assessment referred to
in the preceding sentence.

‘‘(4) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) REPORTED ITEM.—The term ‘reported
item’ means any item for which information
is required to be furnished under subsection
(a).

‘‘(B) APPLICABLE ENTITY.—The term ‘appli-
cable entity’ means the estate or trust of
which the taxpayer is the beneficiary.

‘‘(5) ADDITION TO TAX FOR FAILURE TO COM-
PLY WITH SECTION.—For addition to tax in
the case of a beneficiary’s negligence in con-
nection with, or disregard of, the require-
ments of this section, see part II of sub-
chapter A of chapter 68.’’

(b) FOREIGN TRUSTS.—Subsection (d) of sec-
tion 6048 (relating to information with re-
spect to certain foreign trusts) is amended
by adding at the end the following new para-
graph:

‘‘(5) UNITED STATES PERSON’S RETURN MUST
BE CONSISTENT WITH TRUST RETURN OR SEC-

RETARY NOTIFIED OF INCONSISTENCY.—Rules
similar to the rules of section 6034A(c) shall
apply to items reported by a trust under sub-
section (b)(1)(B) and to United States persons
referred to in such subsection.’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to returns
of beneficiaries and owners filed after the
date of the enactment of this Act.

Subtitle E—Excise and Employment Tax
Provisions

SEC. 1041. EXTENSION AND MODIFICATION OF
AIRPORT AND AIRWAY TRUST FUND
TAXES.

(a) FUEL TAXES.—
(1) AVIATION FUEL.—Clause (ii) of section

4091(b)(3)(A) is amended by striking ‘‘Sep-
tember 30, 1997’’ and inserting ‘‘September
30, 2007’’.

(2) AVIATION GASOLINE.—Subparagraph (B)
of section 4081(d)(2) is amended by striking
‘‘September 30, 1997’’ and inserting ‘‘Septem-
ber 30, 2007’’.

(3) NONCOMMERCIAL AVIATION.—Subpara-
graph (B) of section 4041(c)(3) is amended by
striking ‘‘September 30, 1997’’ and inserting
‘‘September 30, 2007’’.

(b) TICKET TAXES.—
(1) PERSONS.—Clause (ii) of section

4261(g)(1)(A) is amended by striking ‘‘Sep-
tember 30, 1997’’ and inserting ‘‘September
30, 2007’’.

(2) PROPERTY.—Clause (ii) of section
4271(d)(1)(A) is amended by striking ‘‘Sep-
tember 30, 1997’’ and inserting ‘‘September
30, 2007’’.

(c) MODIFICATIONS TO TAX ON TRANSPOR-
TATION OF PERSONS BY AIR.—Subsection (c) of
section 4261 (relating to use of international
travel facilities) is amended to read as fol-
lows:

‘‘(c) USE OF INTERNATIONAL TRAVEL FACILI-
TIES.—

‘‘(1) IN GENERAL.—There is hereby imposed
a tax of $10 on any amount paid (whether
within or without the United States) for any
transportation of any person by air, if such
transportation begins or ends in the United
States.

‘‘(2) EXCEPTION FOR TRANSPORTATION EN-
TIRELY TAXABLE UNDER SUBSECTION (a).—This
subsection shall not apply to any transpor-
tation all of which is taxable under sub-
section (a) (determined without regard to
sections 4281 and 4282).

‘‘(3) SPECIAL RULE FOR ALASKA AND HA-
WAII.—In any case in which the tax imposed
by paragraph (1) applies to a domestic seg-
ment, such tax shall apply only on depar-
ture.

‘‘(4) INFLATION ADJUSTMENT.—
‘‘(A) IN GENERAL.—In the case of transpor-

tation beginning in a calendar year after
1998, the dollar amount contained in para-
graph (1) shall be increased by an amount
equal to—

‘‘(i) such dollar amount, multiplied by
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar
year by substituting ‘calendar year 1997’ for
‘calendar year 1992’ in subparagraph (B)
thereof.

‘‘(B) ROUNDING.—If any increase deter-
mined under subparagraph (A) is not a mul-
tiple of 10 cents, such increase shall be
rounded to the nearest multiple of 10 cents.’’

(d) EFFECTIVE DATES.—
(1) FUEL TAXES.—The amendment made by

subsection (a) shall apply take effect on Oc-
tober 1, 1997.

(2) TICKET TAXES.—
(A) IN GENERAL.—The amendments made

by subsections (b) and (c) shall apply to
transportation beginning on or after October
1, 1997.

(B) TREATMENT OF AMOUNTS PAID FOR TICK-
ETS PURCHASED BEFORE DATE OF ENACT-

MENT.—The amendments made by subsection
(c) shall not apply to amounts paid for a
ticket purchased before the date of the en-
actment of this Act for a specified flight be-
ginning on or after October 1, 1997.
SEC. 1042. CREDIT FOR TIRE TAX IN LIEU OF EX-

CLUSION OF VALUE OF TIRES IN
COMPUTING PRICE.

(a) IN GENERAL.—Subsection (e) of section
4051 is amended to read as follows:

‘‘(e) CREDIT AGAINST TAX FOR TIRE TAX.—
If—

‘‘(1) tires are sold on or in connection with
the sale of any article, and

‘‘(2) tax is imposed by this subchapter on
the sale of such tires,
there shall be allowed as a credit against the
tax imposed by this subchapter an amount
equal to the tax (if any) imposed by section
4071 on such tires.’’

(b) CONFORMING AMENDMENT.—Subpara-
graph (B) of section 4052(b)(1) is amended by
striking clause (iii), by adding ‘‘and’’ at the
end of clause (ii), and by redesignating
clause (iv) as clause (iii).

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
January 1, 1998.
SEC. 1043. RESTORATION OF LEAKING UNDER-

GROUND STORAGE TANK TRUST
FUND TAXES.

Paragraph (3) of section 4081(d) is amended
by inserting before the period ‘‘, and before
the date of the enactment of the Revenue
Reconciliation Act of 1997’’.
SEC. 1044. REINSTATEMENT OF OIL SPILL LIABIL-

ITY TRUST FUND TAX.
(a) IN GENERAL.—Paragraph (1) of section

4611(f) is amended by striking ‘‘December 31,
1989, and before January 1, 1995’’ and insert-
ing ‘‘December 31, 1997’’. Paragraph (2) of
section 4611(f) is hereby repealed.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
January 1, 1998.
SEC. 1045. EXTENSION OF FEDERAL UNEMPLOY-

MENT SURTAX.
(a) IN GENERAL.—Section 3301 is amended

by striking ‘‘equal to—’’ and all that follows
through ‘‘thereafter;’’ and inserting ‘‘6.2 per-
cent in the case of calendar year 1998 and
each calendar year thereafter’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to cal-
endar years beginning after December 31,
1997.

Subtitle F—Provisions Relating to Tax-
Exempt Entities

SEC. 1051. EXPANSION OF LOOK-THRU RULE FOR
INTEREST, ANNUITIES, ROYALTIES,
AND RENTS DERIVED BY SUBSIDI-
ARIES OF TAX-EXEMPT ORGANIZA-
TIONS.

(a) IN GENERAL.—Paragraph (13) of section
512(b) is amended to read as follows:

‘‘(13) SPECIAL RULES FOR CERTAIN AMOUNTS
RECEIVED FROM CONTROLLED ENTITIES.—

‘‘(A) IN GENERAL.—If an organization (in
this paragraph referred to as the ‘controlling
organization’) receives (directly or indi-
rectly) a specified payment from another en-
tity which it controls (in this paragraph re-
ferred to as the ‘controlled entity’), notwith-
standing paragraphs (1), (2), and (3), the con-
trolling organization shall include such pay-
ment as an item of gross income derived
from an unrelated trade or business to the
extent such payment reduces the net unre-
lated income of the controlled entity (or in-
creases any net unrelated loss of the con-
trolled entity). There shall be allowed all de-
ductions of the controlling organization di-
rectly connected with amounts treated as de-
rived from an unrelated trade or business
under the preceding sentence.

‘‘(B) NET UNRELATED INCOME OR LOSS.—For
purposes of this paragraph—
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‘‘(i) NET UNRELATED INCOME.—The term

‘net unrelated income’ means—
‘‘(I) in the case of a controlled entity

which is not exempt from tax under section
501(a), the portion of such entity’s taxable
income which would be unrelated business
taxable income if such entity were exempt
from tax under section 501(a) and had the
same exempt purposes (as defined in section
513A(a)(5)(A)) as the controlling organiza-
tion, or

‘‘(II) in the case of a controlled entity
which is exempt from tax under section
501(a), the amount of the unrelated business
taxable income of the controlled entity.

‘‘(ii) NET UNRELATED LOSS.—the term ‘net
unrelated loss’ means the net operating loss
adjusted under rules similar to the rules of
clause (i).

‘‘(C) SPECIFIED PAYMENT.—For purposes of
this paragraph, the term ‘specified payment’
means any interest, annuity, royalty, or
rent.

‘‘(D) DEFINITION OF CONTROL.—For purposes
of this paragraph—

‘‘(i) CONTROL.—The term ‘control’ means—
‘‘(I) in the case of a corporation, ownership

(by vote or value) of more than 50 percent of
the stock in such corporation,

‘‘(II) in the case of a partnership, owner-
ship of more than 50 percent of the profits in-
terests or capital interests in such partner-
ship, or

‘‘(III) in any other case, ownership of more
than 50 percent of the beneficial interests in
the entity.

‘‘(ii) CONSTRUCTIVE OWNERSHIP.—Section
318 (relating to constructive ownership of
stock) shall apply for purposes of determin-
ing ownership of stock in a corporation.
Similar principles shall apply for purposes of
determining ownership of interests in any
other entity.

‘‘(E) RELATED PERSONS.—The Secretary
shall prescribe such rules as may be nec-
essary or appropriate to prevent avoidance of
the purposes of this paragraph through the
use of related persons.’’

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to taxable years begin-
ning after the date of the enactment of this
Act.

(2) CONTROL TEST.—In the case of taxable
years beginning before January 1, 1999, an or-
ganization shall be treated as controlling an-
other organization for purposes of section
512(b)(13) of the Internal Revenue Code of
1986 (as amended by this section) only if it
controls such organization within the mean-
ing of such section, determined by substitut-
ing ‘‘80 percent’’ for ‘‘50 percent’’ each place
it appears in subparagraph (D) thereof.

Subtitle G—Foreign-Related Provisions
SEC. 1061. DEFINITION OF FOREIGN PERSONAL

HOLDING COMPANY INCOME.
(a) INCOME FROM NOTIONAL PRINCIPAL CON-

TRACTS AND PAYMENTS IN LIEU OF DIVI-
DENDS.—

(1) IN GENERAL.—Paragraph (1) of section
954(c) (defining foreign personal holding com-
pany income) is amended by adding at the
end the following new subparagraph:

‘‘(F) INCOME FROM NOTIONAL PRINCIPAL CON-
TRACTS.—Net income from notional principal
contracts. Any item of income, gain, deduc-
tion, or loss from a notional principal con-
tract entered into for purposes of hedging
any item described in any preceding subpara-
graph shall not be taken into account for
purposes of this subparagraph but shall be
taken into account under such other sub-
paragraph.

‘‘(G) PAYMENTS IN LIEU OF DIVIDENDS.—Pay-
ments in lieu of dividends which are made
pursuant to an agreement to which section
1058 applies.’’

(2) CONFORMING AMENDMENT.—Subpara-
graph (B) of section 954(c)(1) is amended—

(A) by striking the second sentence, and
(B) by striking ‘‘also’’ in the last sentence.
(b) EXCEPTION FOR DEALERS.—Paragraph (2)

of section 954(c) is amended by adding at the
end the following new subparagraph:

‘‘(C) EXCEPTION FOR DEALERS.—Except as
provided in subparagraph (A), (E), or (G) of
paragraph (1) or by regulations, in the case
of a regular dealer in property (within the
meaning of paragraph (1)(B)), forward con-
tracts, option contracts, or similar financial
instruments (including notional principal
contracts and all instruments referenced to
commodities), there shall not be taken into
account in computing foreign personal hold-
ing income any item of income, gain, deduc-
tion, or loss from any transaction (including
hedging transactions) entered into in the or-
dinary course of such dealer’s trade or busi-
ness as such a dealer.’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after the date of the enact-
ment of this Act.
SEC. 1062. PERSONAL PROPERTY USED PREDOMI-

NANTLY IN THE UNITED STATES
TREATED AS NOT PROPERTY OF A
LIKE KIND WITH RESPECT TO PROP-
ERTY USED PREDOMINANTLY OUT-
SIDE THE UNITED STATES.

(a) IN GENERAL.—Subsection (h) of section
1031 (relating to exchange of property held
for productive use or investment) is amended
to read as follows:

‘‘(h) SPECIAL RULES FOR FOREIGN REAL AND
PERSONAL PROPERTY.—For purposes of this
section—

‘‘(1) REAL PROPERTY.—Real property lo-
cated in the United States and real property
located outside the United States are not
property of a like kind.

‘‘(2) PERSONAL PROPERTY.—
‘‘(A) IN GENERAL.—Personal property used

predominantly within the United States and
personal property used predominantly out-
side the United States are not property of a
like kind.

‘‘(B) PREDOMINANT USE.—Except as pro-
vided in subparagraph (C) and (D), the pre-
dominant use of any property shall be deter-
mined based on—

‘‘(i) in the case of the property relin-
quished in the exchange, the 2-year period
ending on the date of such relinquishment,
and

‘‘(ii) in the case of the property acquired in
the exchange, the 2-year period beginning on
the date of such acquisition.

‘‘(C) PROPERTY HELD FOR LESS THAN 2
YEARS.—Except in the case of an exchange
which is part of a transaction (or series of
transactions) structured to avoid the pur-
poses of this subsection—

‘‘(i) only the periods the property was held
by the person relinquishing the property (or
any related person) shall be taken into ac-
count under subparagraph (B)(i), and

‘‘(ii) only the periods the property was held
by the person acquiring the property (or any
related person) shall be taken into account
under subparagraph (B)(ii).

‘‘(D) SPECIAL RULE FOR CERTAIN PROP-
ERTY.—Property described in any subpara-
graph of section 168(g)(4) shall be treated as
used predominantly in the United States.’’

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to transfers after
June 8, 1997, in taxable years ending after
such date.

(2) BINDING CONTRACTS.—The amendment
made by this section shall not apply to any
transfer pursuant to a written binding con-
tract in effect on June 8, 1997, and at all
times thereafter before the disposition of
property. A contract shall not fail to meet

the requirements of the preceding sentence
solely because—

(A) it provides for a sale in lieu of an ex-
change, or

(B) the property to be acquired as replace-
ment property was not identified under such
contract before June 9, 1997.

SEC. 1063. HOLDING PERIOD REQUIREMENT FOR
CERTAIN FOREIGN TAXES.

(a) IN GENERAL.—Section 901 is amended by
redesignating subsection (k) as subsection (l)
and by inserting after subsection (j) the fol-
lowing new subsection:

‘‘(k) MINIMUM HOLDING PERIOD FOR CERTAIN
TAXES.—

‘‘(1) IN GENERAL.—No credit shall be al-
lowed to the taxpayer under subsection (a)
for any income, war profits, or excess profits
tax by reason of a dividend or other inclu-
sion with respect to stock in a foreign cor-
poration or a regulated investment company
if—

‘‘(A) such stock is held by the taxpayer for
15 days or less during the 30-day period be-
ginning on the date which is 15 days before
the date on which such share becomes ex-div-
idend with respect to such dividend, or

‘‘(B) to the extent that the taxpayer is
under an obligation (whether pursuant to a
short sale or otherwise) to make related pay-
ments with respect to positions in substan-
tially similar or related property.

‘‘(2) LOWER TIER CORPORATIONS.—To the ex-
tent that the credit otherwise allowable
under subsection (a) is for taxes deemed paid
under section 853, 902, or 960 through a chain
of ownership of stock in 1 or more other for-
eign corporations, no credit shall be allowed
under subsection (a) for such taxes to the ex-
tent—

‘‘(A) attributable to stock held by any cor-
poration in such chain for less than the pe-
riod described in paragraph (1)(A), or

‘‘(B) that such corporation is under an ob-
ligation referred to in paragraph (1)(B).

‘‘(3) 45-DAY RULE IN THE CASE OF CERTAIN
PREFERENCE DIVIDENDS.—In the case of stock
having preference in dividends, if the tax-
payer receives dividends with respect to such
stock which are attributable to a period or
periods aggregating in excess of 366 days,
paragraph (1)(A) shall be applied—

‘‘(A) by substituting ‘45 days’ for ‘15 days’
each place it appears, and

‘‘(B) by substituting ‘90-day period’ for ‘30-
day period’.

‘‘(4) EXCEPTION FOR CERTAIN TAXES PAID BY
SECURITIES DEALERS.—

‘‘(A) IN GENERAL.—Paragraphs (1) and (2)
shall not apply to any qualified tax with re-
spect to any security held in the active con-
duct in a foreign country of a securities busi-
ness of any person—

‘‘(i) who is registered as a securities broker
or dealer under section 15(a) of the Securities
Exchange Act of 1934,

‘‘(ii) who is registered as a Government se-
curities broker or dealer under section 15C(a)
of such Act, or

‘‘(iii) who is licensed or authorized in such
foreign country to conduct securities activi-
ties in such country and is subject to bona
fide regulation by a securities regulating au-
thority of such country.

‘‘(B) QUALIFIED TAX.—For purposes of sub-
paragraph (A), the term ‘qualified tax’ means
a tax paid to a foreign country (other than
the foreign country referred to in subpara-
graph (A)) if—

‘‘(i) the dividend to which such tax is at-
tributable is subject to taxation on a net
basis by the country referred to in subpara-
graph (A), and

‘‘(ii) such country allows a credit against
its net basis tax for the full amount of the
tax paid to such other foreign country.
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‘‘(C) REGULATIONS.—The Secretary may

prescribe such regulations as may be appro-
priate to prevent the abuse of the exception
provided by this paragraph.

‘‘(5) CERTAIN RULES TO APPLY.—For pur-
poses of this subsection, the rules of para-
graphs (3) and (4) of section 246(c) shall
apply.

‘‘(6) TAXES ALLOWED AS DEDUCTION, ETC.—
Sections 275 and 78 shall not apply to any tax
which is not allowable as a credit under sub-
section (a) by reason of this subsection.’’

(b) NOTICE OF WITHHOLDING TAXES PAID BY
REGULATED INVESTMENT COMPANY.—Sub-
section (c) of section 853 (relating to foreign
tax credit allowed to shareholders) is amend-
ed by adding at the end the following new
sentence: ‘‘Such notice shall also include the
amount of such taxes which (without regard
to the election under this section) would not
be allowable as a credit under section 901(a)
to the regulated investment company by rea-
son of section 901(k).’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to dividends
paid or accrued more than 30 days after the
date of the enactment of this Act.
SEC. 1064. PENALTIES FOR FAILURE TO DIS-

CLOSE POSITION THAT CERTAIN
INTERNATIONAL TRANSPORTATION
INCOME IS NOT INCLUDIBLE IN
GROSS INCOME.

(a) IN GENERAL.—Section 883 is amended by
adding at the end the following new sub-
section:

‘‘(d) PENALTIES FOR FAILURE TO DISCLOSE
POSITION THAT CERTAIN INTERNATIONAL
TRANSPORTATION INCOME IS NOT INCLUDIBLE
IN GROSS INCOME.—

‘‘(1) IN GENERAL.—A taxpayer who, with re-
spect to any tax imposed by this title, takes
the position that any of its gross income de-
rived from the international operation of 1
or more ships or aircraft is not includible in
gross income by reason of paragraph (1) or (2)
of subsection (a) or paragraph (1) or (2) of
section 872(b) (or by reason of any applicable
treaty) shall be entitled to such treatment
only if such position is disclosed (in such
manner as the Secretary may prescribe) on
the return of tax for such tax (or any state-
ment attached to such return).

‘‘(2) ADDITIONAL PENALTIES FOR FAILING TO
DISCLOSE POSITION.—If a taxpayer fails to
meet the requirement of paragraph (1) for
any taxable year with respect to the inter-
national operation of 1 or more ships or one
or more aircraft—

‘‘(A) the amount of the income from the
international operation to which such failure
relates—

‘‘(i) which is from sources without the
United States, and

‘‘(ii) which is attributable to a fixed place
of business in the United States,

shall be treated for purposes of this title as
effectively connected with the conduct of a
trade or business within the United States,
and

‘‘(B) no deductions or credits shall be al-
lowed which are attributable to income from
the international operation to which the
failure relates.

‘‘(3) REASONABLE CAUSE EXCEPTION.—This
subsection shall not apply to a failure to dis-
close a position if it is shown that such fail-
ure is due to reasonable cause and not due to
willful neglect.’’

(b) CONFORMING AMENDMENTS.—Paragraphs
(1) and (2) of section 872(b), and paragraph (1)
and (2) of 883(a), are each amended by strik-
ing ‘‘Gross income’’ each place it appears
and inserting ‘‘Except as provided in section
883(d), gross income’’.

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxable years be-
ginning after December 31, 1997.

(2) COORDINATION WITH TREATIES.—The
amendments made by this section shall not
apply in any case where their application
would be contrary to any treaty obligation
of the United States.

(d) INFORMATION TO BE PROVIDED BY CUS-
TOMS SERVICE.—The United States Custom
Service shall provide the Secretary of the
Treasury or his delegate with such informa-
tion as may be specified by such Secretary in
order to enable such Secretary to determine
whether ships which are not registered in the
United States are engaged in transportation
to or from the United States.
SEC. 1065. INTEREST ON UNDERPAYMENTS NOT

REDUCED BY FOREIGN TAX CREDIT
CARRYBACKS.

(a) IN GENERAL.—Subsection (d) of section
6601 is amended by redesignating paragraphs
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1)
the following new paragraph:

‘‘(2) FOREIGN TAX CREDIT CARRYBACKS.—If
any credit allowed for any taxable year is in-
creased by reason of a carryback of tax paid
or accrued to foreign countries or posses-
sions of the United States, such increase
shall not affect the computation of interest
under this section for the period ending with
the filing date for the taxable year in which
such taxes were in fact paid or accrued, or,
with respect to any portion of such credit
carryback from a taxable year attributable
to a net operating loss carryback or a capital
loss carryback from a subsequent taxable
year, such increase shall not affect the com-
putation of interest under this section for
the period ending with the filing date for
such subsequent taxable year.’’

(b) CONFORMING AMENDMENT TO REFUNDS
ATTRIBUTABLE TO FOREIGN TAX CREDIT
CARRYBACKS.—

(1) IN GENERAL.—Subsection (f) of section
6611 is amended by redesignating paragraphs
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1)
the following new paragraph:

‘‘(2) FOREIGN TAX CREDIT CARRYBACKS.—For
purposes of subsection (a), if any overpay-
ment of tax imposed by subtitle A results
from a carryback of tax paid or accrued to
foreign countries or possessions of the Unit-
ed States, such overpayment shall be deemed
not to have been made before the filing date
for the taxable year in which such taxes were
in fact paid or accrued, or, with respect to
any portion of such credit carryback from a
taxable year attributable to a net operating
loss carryback or a capital loss carryback
from a subsequent taxable year, such over-
payment shall be deemed not to have been
made before the filing date for such subse-
quent taxable year.’’

(2) CONFORMING AMENDMENTS.—
(A) Paragraph (4) of section 6611(f) (as so

redesignated) is amended—
(i) by striking ‘‘PARAGRAPHS (1) AND (2)’’ and

inserting ‘‘PARAGRAPHS (1), (2), AND (3)’’, and
(ii) by striking ‘‘paragraph (1) or (2)’’ each

place it appears and inserting ‘‘paragraph (1),
(2), or (3)’’.

(B) Clause (ii) of section 6611(f)(4)(B) (as so
redesignated) is amended by striking ‘‘and’’
at the end of subclause (I), by redesignating
subclause (II) as subclause (III), and by in-
serting after subclause (I) the following new
subclause:

‘‘(II) in the case of a carryback of taxes
paid or accrued to foreign countries or pos-
sessions of the United States, the taxable
year in which such taxes were in fact paid or
accrued (or, with respect to any portion of
such carryback from a taxable year attrib-
utable to a net operating loss carryback or a
capital loss carryback from a subsequent
taxable year, such subsequent taxable year),
and’’.

(C) Subclause (III) of section
6611(f)(4)(B)(ii) (as so redesignated) is amend-
ed by inserting ‘‘(as defined in paragraph
(3)(B))’’ after ‘‘credit carryback’’ the first
place it appears.

(D) Section 6611 is amended by striking
subsection (g) and by redesignating sub-
sections (h) and (i) as subsections (g) and (h),
respectively.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to
carrybacks arising in taxable years begin-
ning after the date of the enactment of this
Act.

Subtitle H—Other Revenue Provisions
SEC. 1071. TERMINATION OF SUSPENSE AC-

COUNTS FOR FAMILY CORPORA-
TIONS REQUIRED TO USE ACCRUAL
METHOD OF ACCOUNTING.

(a) IN GENERAL.—Subsection (i) of section
447 (relating to method of accounting for cor-
porations engaged in farming) is amended by
adding at the end the following new para-
graph:

‘‘(7) TERMINATION.—
‘‘(A) IN GENERAL.—No suspense account

may be established under this subsection by
any corporation required by this section to
change its method of accounting for any tax-
able year ending after June 8, 1997.

‘‘(B) PHASEOUT OF EXISTING SUSPENSE AC-
COUNTS.—

‘‘(i) IN GENERAL.—Each suspense account
under this subsection shall be reduced (but
not below zero) for each taxable year begin-
ning after June 8, 1997, by an amount equal
to the lesser of—

‘‘(I) the applicable portion of such account,
or

‘‘(II) 50 percent of the taxable income of
the corporation for the taxable year, or, if
the corporation has no taxable income for
such year, the amount of any net operating
loss (as defined in section 172(c)) for such
taxable year.

For purposes of the preceding sentence, the
amount of taxable income and net operating
loss shall be determined without regard to
this paragraph.

‘‘(ii) COORDINATION WITH OTHER REDUC-
TIONS.—The amount of the applicable portion
for any taxable year shall be reduced (but
not below zero) by the amount of any reduc-
tion required for such taxable year under
any other provision of this subsection.

‘‘(iv) INCLUSION IN INCOME.—Any reduction
in a suspense account under this paragraph
shall be included in gross income for the tax-
able year of the reduction.

‘‘(C) APPLICABLE PORTION.—For purposes of
subparagraph (B), the term ‘applicable por-
tion’ means, for any taxable year, the
amount which would ratably reduce the
amount in the account (after taking into ac-
count prior reductions) to zero over the pe-
riod consisting of such taxable year and the
remaining taxable years in such first 20 tax-
able years.

‘‘(D) AMOUNTS AFTER 20TH YEAR.—Any
amount in the account as of the close of the
20th year referred to in subparagraph (C)
shall be treated as the applicable portion for
each succeeding year thereafter to the ex-
tent not reduced under this paragraph for
any prior taxable year after such 20th year.’’

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years ending after June 8, 1997.
SEC. 1072. ALLOCATION OF BASIS AMONG PROP-

ERTIES DISTRIBUTED BY PARTNER-
SHIP.

(a) IN GENERAL.—Subsection (c) of section
732 is amended to read as follows:

‘‘(c) ALLOCATION OF BASIS.—
‘‘(1) IN GENERAL.—The basis of distributed

properties to which subsection (a)(2) or (b) is
applicable shall be allocated—
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‘‘(A) first to any unrealized receivables (as

defined in section 751(c)) and inventory items
(as defined in section 751(d)(2)) in an amount
equal to the adjusted basis of each such prop-
erty to the partnership (or if the basis to be
allocated is less than the sum of the adjusted
bases of such properties to the partnership,
in the manner provided in paragraph (3)), and

‘‘(B) to the extent of any remaining basis,
to other distributed properties—

‘‘(i) first to the extent of each such prop-
erty’s adjusted basis to the partnership, and

‘‘(ii) then, to the extent any increase or de-
crease in basis is required in order to have
the adjusted bases of such other distributed
properties equal such remaining basis, in the
manner provided in paragraph (2) or (3),
whichever is appropriate.

‘‘(2) METHOD OF ALLOCATING INCREASE.—
Any increase required under paragraph (1)(B)
shall be allocated among the properties—

‘‘(A) first to properties with unrealized ap-
preciation in proportion to their respective
amounts of unrealized appreciation before
such increase (but only to the extent of each
property’s unrealized appreciation), and

‘‘(B) then, to the extent such increase is
not allocated under subparagraph (A), in pro-
portion to their respective fair market val-
ues.

‘‘(3) METHOD OF ALLOCATING DECREASE.—
Any decrease required under paragraph (1)(A)
or (1)(B) shall be allocated—

‘‘(A) first to properties with unrealized de-
preciation in proportion to their respective
amounts of unrealized depreciation before
such decrease (but only to the extent of each
property’s unrealized depreciation), and

‘‘(B) then, to the extent such decrease is
not allocated under subparagraph (A), in pro-
portion to their respective adjusted bases (as
adjusted under subparagraph (A)).’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to dis-
tributions after the date of the enactment of
this Act.

SEC. 1073. REPEAL OF REQUIREMENT THAT IN-
VENTORY BE SUBSTANTIALLY AP-
PRECIATED.

(a) IN GENERAL.—Paragraph (2) of section
751(a) is amended to read as follows:

‘‘(2) inventory items of the partnership,’’.

(b) CONFORMING AMENDMENTS.—
(1) Subsection (d) of section 751 is amended

to read as follows:

‘‘(d) INVENTORY ITEMS.—For purposes of
this subchapter, the term ‘inventory items’
means—

‘‘(1) property of the partnership of the kind
described in section 1221(1),

‘‘(2) any other property of the partnership
which, on sale or exchange by the partner-
ship, would be considered property other
than a capital asset and other than property
described in section 1231,

‘‘(3) any other property of the partnership
which, if sold or exchanged by the partner-
ship, would result in a gain taxable under
subsection (a) of section 1246 (relating to
gain on foreign investment company stock),
and

‘‘(4) any other property held by the part-
nership which, if held by the selling or dis-
tributee partner, would be considered prop-
erty of the type described in paragraph (1),
(2), or (3).’’

(2) Sections 724(d)(2), 731(a)(2)(B), 731(c)(6),
732(c)(1)(A) (as amended by the preceding
section), 735(a)(2), and 735(c)(1) are each
amended by striking ‘‘section 751(d)(2)’’ and
inserting ‘‘section 751(d)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to sales, ex-
changes, and distributions after the date of
the enactment of this Act.

SEC. 1074. EXTENSION OF TIME FOR TAXING
PRECONTRIBUTION GAIN.

(a) IN GENERAL.—Sections 704(c)(1)(B) and
737(b)(1) are each amended by striking ‘‘5
years’’ and inserting ‘‘10 years’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to prop-
erty contributed to a partnership after June
8, 1997.
SEC. 1075. LIMITATION ON PROPERTY FOR

WHICH INCOME FORECAST METHOD
MAY BE USED.

(a) LIMITATION.—Subsection (g) of section
167 is amended by adding at the end the fol-
lowing new paragraph:

‘‘(6) LIMITATION ON PROPERTY FOR WHICH IN-
COME FORECAST METHOD MAY BE USED.—The
depreciation deduction allowable under this
section may be determined under the income
forecast method or any similar method only
with respect to—

‘‘(A) property described in paragraph (3) or
(4) of section 168(f),

‘‘(B) copyrights,
‘‘(C) books,
‘‘(D) patents, and
‘‘(E) other property specified in regula-

tions.

Such methods may not be used with respect
to any amortizable section 197 intangible (as
defined in section 197(c)).’’

(b) DEPRECIATION PERIOD FOR RENT-TO-OWN
PROPERTY.—

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 168(e)(3) (relating to 3-year property) is
amended by striking ‘‘and’’ at the end of
clause (i), by striking the period at the end
of clause (ii) and inserting ‘‘, and’’, and by
adding at the end the following new clause:

‘‘(iii) any qualified rent-to-own property.’’
(2) 4-YEAR CLASS LIFE.—The table contained

in section 168(g)(3)(B) is amended by insert-
ing before the first item the following new
item:

‘‘(A)(iii) .......................... 4 ’’

(3) DEFINITION OF QUALIFIED RENT-TO-OWN
PROPERTY.—Subsection (i) of section 168 is
amended by adding at the end the following
new paragraph:

‘‘(14) QUALIFIED RENT-TO-OWN PROPERTY.—
‘‘(A) IN GENERAL.—The term ‘qualified

rent-to-own property’ means property held
by a rent-to-own dealer for purposes of being
subject to a rent-to-own contract.

‘‘(B) RENT-TO-OWN DEALER.—The term
‘rent-to-own dealer’ means a person that, in
the ordinary course of business, regularly en-
ters into rent-to-own contracts with cus-
tomers for the use of consumer property, if a
substantial portion of those contracts termi-
nate and the property is returned to such
person before the receipt of all payments re-
quired to transfer ownership of the property
from such person to the customer.

‘‘(C) CONSUMER PROPERTY.—The term
‘consumer property’ means tangible personal
property of a type generally used within the
home. Such term shall not include cellular
telephones and any computer or peripheral
equipment (as defined in section 168(i)).

‘‘(D) RENT-TO-OWN CONTRACT.—The term
‘rent-to-own contract’ means any lease for
the use of consumer property between a rent-
to-own dealer and a customer who is an indi-
vidual which—

‘‘(i) is titled ‘Rent-to-Own Agreement’ or
‘Lease Agreement with Ownership Option,’
or uses other similar language,

‘‘(ii) provides for level, regular periodic
payments (for a payment period which is a
week or month),

‘‘(iii) provides that legal title to such prop-
erty remains with the rent-to-own dealer
until the customer makes all the payments
described in clause (ii) or early purchase
payments required under the contract to ac-
quire legal title to the item of property,

‘‘(iv) provides a beginning date and a maxi-
mum period of time for which the contract
may be in effect that does not exceed 156
weeks or 36 months from such beginning date
(including renewals or options to extend),

‘‘(v) provides for level payments within the
156-week or 36-month period that, in the ag-
gregate, generally exceed the normal retail
price of the consumer property plus interest,

‘‘(vi) provides for payments under the con-
tract that, in the aggregate, do not exceed
$10,000 per item of consumer property,

‘‘(vii) provides that the customer does not
have any legal obligation to make all the
payments referred to in clause (ii) set forth
under the contract, and that at the end of
each payment period the customer may ei-
ther continue to use the consumer property
by making the payment for the next pay-
ment period or return such property to the
rent-to-own dealer in good working order, in
which case the customer does not incur any
further obligations under the contract and is
not entitled to a return of any payments pre-
viously made under the contract, and

‘‘(viii) provides that the customer has no
right to sell, sublease, mortgage, pawn,
pledge, encumber, or otherwise dispose of the
consumer property until all the payments
stated in the contract have been made.’’

(c) EFFECTIVE DATE.—The amendment
made by this section shall apply to property
placed in service after the date of the enact-
ment of this Act.
SEC. 1076. REPEAL OF SPECIAL RULE FOR RENT-

AL USE OF VACATION HOMES, ETC.,
FOR LESS THAN 15 DAYS.

(a) IN GENERAL.—Section 280A (relating to
disallowance of certain expenses in connec-
tion with business use of home, rental of va-
cation homes, etc.) is amended by striking
subsection (g).

(b) NO BASIS REDUCTION UNLESS DEPRECIA-
TION CLAIMED.—Section 1016 is amended by
redesignating subsection (e) as subsection (f)
and by inserting after subsection (d) the fol-
lowing new subsection:

‘‘(e) SPECIAL RULE WHERE RENTAL USE OF
VACATION HOME, ETC., FOR LESS THAN 15
DAYS.—If a dwelling unit is used during the
taxable year by the taxpayer as a residence
and such dwelling unit is actually rented for
less than 15 days during the taxable year, the
reduction under subsection (a)(2) by reason
of such rental use in any taxable year begin-
ning after December 31, 1997, shall not exceed
the depreciation deduction allowed for such
rental use.’’

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1077. EXPANSION OF REQUIREMENT THAT

INVOLUNTARILY CONVERTED PROP-
ERTY BE REPLACED WITH PROP-
ERTY ACQUIRED FROM AN UNRE-
LATED PERSON.

(a) IN GENERAL.—Subsection (i) of section
1033 is amended to read as follows:

‘‘(i) REPLACEMENT PROPERTY MUST BE AC-
QUIRED FROM UNRELATED PERSON IN CERTAIN
CASES.—

‘‘(1) IN GENERAL.—If the property which is
involuntarily converted is held by a taxpayer
to which this subsection applies, subsection
(a) shall not apply if the replacement prop-
erty or stock is acquired from a related per-
son. The preceding sentence shall not apply
to the extent that the related person ac-
quired the replacement property or stock
from an unrelated person during the period
applicable under subsection (a)(2)(B).

‘‘(2) TAXPAYERS TO WHICH SUBSECTION AP-
PLIES.—This subsection shall apply to—

‘‘(A) a C corporation,
‘‘(B) a partnership in which 1 or more C

corporations own, directly or indirectly (de-
termined in accordance with section
707(b)(3)), more than 50 percent of the capital
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interest, or profits interest, in such partner-
ship at the time of the involuntary conver-
sion, and

‘‘(C) any other taxpayer if, with respect to
property which is involuntarily converted
during the taxable year, the aggregate of the
amount of realized gain on such property on
which there is realized gain exceeds $100,000.
In the case of a partnership, subparagraph
(C) shall apply with respect to the partner-
ship and with respect to each partner. A
similar rule shall apply in the case of an S
corporation and its shareholders.

‘‘(3) RELATED PERSON.—For purposes of this
subsection, a person is related to another
person if the person bears a relationship to
the other person described in section 267(b)
or 707(b)(1).’’

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to involun-
tary conversions occurring after June 8, 1997.
SEC. 1078. TREATMENT OF EXCEPTION FROM IN-

STALLMENT SALES RULES FOR
SALES OF PROPERTY BY A MANU-
FACTURER TO A DEALER.

(a) IN GENERAL.—Paragraph (2) of section
811(c) of the Tax Reform Act of 1986 is hereby
repealed.

(b) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendment made by

this section shall apply to taxable years be-
ginning after the date of the enactment of
this Act.

(2) COORDINATION WITH SECTION 481.—In the
case of any taxpayer required by this section
to change its method of accounting for any
taxable year—

(A) such changes shall be treated as initi-
ated by the taxpayer,

(B) such changes shall be treated as made
with the consent of the Secretary, and

(C) the net amount of the adjustments re-
quired to be taken into account under sec-
tion 481(a) of the Internal Revenue Code of
1986 shall be taken into account ratably over
the 4 taxable year period beginning with the
first taxable year beginning after the date of
the enactment of this Act.

The CHAIRMAN pro tempore. Pursu-
ant to House Resolution 174, the gen-
tleman from New York [Mr. RANGEL]
and a Member opposed each will con-
trol 30 minutes.

Does the gentleman from Texas [Mr.
ARCHER] wish to control the time in op-
position?

Mr. ARCHER. Yes, Mr. Chairman, I
do.

The CHAIRMAN pro tempore. The
gentleman from Texas [Mr. ARCHER]
will be recognized for 30 minutes in op-
position.

The Chair recognizes the gentleman
from New York [Mr. RANGEL].

Mr. RANGEL. Mr. Chairman, I yield
myself such time as I may consume.

Mr. Chairman, the President of the
United States, as I pointed out, made
an effort to get a bipartisan bill. It is
still referred to by the chairman of the
Committee on Ways and Means as a bi-
partisan bill. The President has re-
viewed that bill, the President has, the
Secretary of the Treasury has. They
think that it is very difficult for them
to see the goals and objectives that
they wanted to have.

One of the classic examples would be
in the area of education. The President
sees the dream of an America, that our
economic growth would be based on
productivity, and he knows so well
that in this area of education is where

we are lacking. We have one of the big-
gest imports into China, American edu-
cation. Those people are going there,
picking up our technology, and
through 11⁄2 billion people, they are
able to be more productive.

Which area are we going in America?
We have the prison population growing,
not our education population. We have
1.5 million people in jail, not only not
productive, but hundreds of billions of
dollars is being paid just to keep them
incarcerated.

In the Democratic alternative that
we are talking about, we take it even
further than the President’s plan, and
say, start in our public school systems,
but do not try to do it alone. Bring in
our private sector. What will be the
jobs demanded in 10 years, in 20 years,
in 30 years? Formulate that in a part-
nership with the schools so that the
employees will be able to come from
the communities in which they live,
and when they graduate from high
school, when they graduate from col-
lege, they not only would have the
pomp, the circumstance, and the di-
ploma, but they would have a job, so
they will not be dependent on society.

Clearly we have seen a division in our
way of thinking. We have an oppor-
tunity now to have a bill that is fair
for Americans. The President is not
going to tolerate that the other party
dictate who are working Americans.
You can use your formulas, make up
your charts, but if you are working,
the President of the United States in-
sists that you get the child credit to
assist you with some of the problems
that you face.

The President is not going to accept
the capital gains tax indexing. We went
out of our way to make certain that we
can make it freer for the small busi-
ness person, the farmer, those people
that have special needs. But we cannot
afford to have, in the next 5, 10, 15, 20
years, revenue losses that our budget
cannot carry.

So since we know that the President
says that the Republican bill is not bi-
partisan, it is born politically dead on
arrival, it is going to be defeated, let us
pick up what we can to make certain
that we have an alternative that can
go into conference, and invite our Re-
publican friends to learn what biparti-
sanship is about.

We have swallowed a lot on our side.
We ask you to really work with us so
we can take to the American people
not a battle based on class but a bipar-
tisan effort to show that we can work
together, liberals and conservatives,
Democrats and Republicans, with the
President of the United States for a
better America.

Mr. Chairman, I reserve the balance
of my time.

Mr. ARCHER. Mr. Chairman, I yield
myself such time as I may consume.

Mr. Chairman, I welcome the re-
marks of the gentleman from New
York [Mr. RANGEL]. I certainly work to
achieve bipartisanship. I would say to
the gentleman, since we have worked

so hard in plowing this ground for tax
relief for middle-income Americans, be-
ginning with the Contract With Amer-
ica in 1994, that I would welcome his
joining us in a bipartisan effort to pass
this bill.

While my proposal offers tax relief
for life, the Democrat substitute pro-
vides tax relief for a portion of life. It
is helpful to parents with children but
it does not help the children once they
grow up to become taxpayers. The
Democrat substitute contains provi-
sions that actually hurt the taxpayer.
The manner in which they stack the
child credit and the EITC represents a
back-door increase in welfare spending.
The substitute has a $300-per-child tax
credit through the year 2001, not $500,
which hard-hit families need; takes
money away from middle-income par-
ents who pay income taxes and gives it
to people who do not pay income taxes
or who already receive a large check
from the Government.

Republicans think income tax relief
should be reserved for people who pay
income taxes. They have waited 16
years for this relief. And it should be
devoted to them. And, yes, we do not
give the tax credit, which is an income
tax credit, to those who pay no income
tax.

The substitute actually raises taxes
because it cancels the scheduled drop
in the FUTA tax, the Federal unem-
ployment tax, which is a tax on pay-
roll, a tax on work and is a discourage-
ment for job creation.

Their education provisions, just like
the President’s, risk driving up college
costs for all Americans, thanks to their
inflationary nature.

Finally, the capital gains provision is
way too limited to protect domestic
savings and to increase risk-taking in
the development of more business op-
portunities and greater job creation.

Mr. Chairman, I believe clearly that
although the Democrats are trying and
trying very hard, and I applaud them
for that, that they should rather join
us in a program that really gives relief,
which has been too long in coming, cre-
ates the opportunity for job expansion,
economic growth, and greater jobs for
Americans who are now finally trying
to get off welfare and to break the
cycle of dependency. I urge a vote
against the substitute.

Mr. Chairman, I reserve the balance
of my time.

Mr. RANGEL. Mr. Chairman, I yield
1 minute and 30 seconds to the gen-
tleman from Texas [Mr. DOGGETT].

Mr. DOGGETT. Mr. Chairman, one of
the many good reasons to oppose this
Republican tax bill is the fact that it
actually increases taxes on some Amer-
icans, a tax on educational oppor-
tunity.

There are universities all across this
country who assist their graduate stu-
dents who work as teaching assistants,
as research assistants, by reducing
their tuition and lowering their cost of
education. Under the current law, when
graduate students get that help, their
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tuition assistance is not taxable. But
under this bill, as proposed by the Re-
publicans, those students who rep-
resent our future will face a significant
tax increase while at the same time the
Republican bill will give many tax
breaks to the rich and famous of Amer-
ica.

These teaching and research assist-
ants are providing assistance with over
40 percent of the courses at many of
our largest universities. They get by on
$12,000 to $15,000 a year at the same
time they are trying to get an edu-
cation and help others get an edu-
cation.

At the University of Texas in Austin,
we have more of these graduate stu-
dents than any other college in the
country. To Joe and Sheryl Schaefer,
this is not just some arcane print in
the Tax Code. Rather, these two
neuroscientists who represent our fu-
ture and who also happen to be the par-
ents of a young baby while they main-
tain a near perfect 4-point average at
the University of Texas, they will not
get a dime from the child tax credit
under this Republican bill.

But they will face such a substantial
increase in their taxes under this bill
that they have told me that one or
both of them will have to drop out of
graduate school.

I have heard the same thing from
other graduate students across this
country. Hiking taxes on young Ameri-
cans like this, which the Democratic
substitute does not do but the Repub-
lican tax bill does do, is a tax on edu-
cation. It is in the wrong direction. Let
us live up to our commitment on edu-
cation and reject the tax increase.

Mr. ARCHER. Mr. Chairman, I yield 3
minutes to the gentleman from Califor-
nia [Mr. THOMAS], respected member of
the Committee on Ways and Means,
chairman of the Subcommittee on
Health.

(Mr. THOMAS asked and was given
permission to revise and extend his re-
marks.)

Mr. THOMAS. Mr. Chairman, I thank
my chairman for yielding me the time.

I talked earlier about the fact that
the Democrats are just loath to have
the myth of Republicans only cutting
taxes for the rich and so they have had
to create a ridiculous explanation of
how much someone has to argue that
this is for the wealthy. But I now real-
ize that they have another problem;
that is, they have tax package envy.

It is amazing to listen to the Demo-
crats put together a tax package. Is it
not interesting in their tax package
they have a child credit? We have a
child credit; they have a child credit.
But it is a whole lot like Hollywood,
when you walk down the movie sets,
they are a facade. It looks like a house
but it is really just a fake front. They
do not give $500 to families until 2001.

We have capital gains. They have
capital gains. There is that front, looks
like capital gains. Walk through the
door. It is not available to people who
trade in public securities. There is a

lifetime cap of $600,000, but they need
that section for their tax bill.

Education, there is no incentive here
to save and to grow and to teach people
that education is valuable, and we have
a structure that will allow you to nur-
ture growth for education. It is a 100
percent pass-through.

Let me tell my colleagues, as soon as
those institutions out there, in my
background as a teacher, once you
have a $10,000 checkoff spot on your in-
come tax, do you know how much tui-
tion is going to go up? Do you know
what the argument is going to be? Just
pass it through. Where is quality?
Where is growth? Where is incentive?

But they have got that facade. Estate
tax, have to have the estate tax facade.
It is there not for individuals, just
small businesses. Expiring provision,
got to have a section on expiring provi-
sions. Read the fine print. It is only for
1 year. Why bother? Because they have
tax package envy. We have expiring
provisions. They have to have expiring
provisions.

And then to really show you the
game, all day the gentleman from New
York has been talking about giving
hardworking people relief, not just
those who pay income taxes, but those
people who pay other taxes as well.
Well, one of the biggest taxes that are
paid are payroll taxes. If an employer
pays a payroll tax, that is money not
available to go to the worker.

Guess what, in the fine print of their
tax package is the perpetuation of a
payroll tax, $6.3 billion over 5 years.
While they are saying we ought to give
some relief to those who pay payroll
taxes, they are perpetuating a tax
which guarantees workers will get less.

Tax package envy, I am really sur-
prised. It looks pretty good. It looks a
lot like ours, but beware, it is a Holly-
wood set.

Mr. RANGEL. Mr. Chairman, I yield
1 minute to the gentleman from Wis-
consin [Mr. OBEY].

Mr. OBEY. Mr. Chairman, the issue is
not whether there is going to be a tax
cut. It is who going to get most of it.
Under the Republican tax bill, you
have the biggest transfer of wealth out
of the pockets of low- and middle-in-
come families to the most well-off fam-
ilies in this country that we have had
since 1981. The Republican package
does not contribute to long-term defi-
cit reduction. It threatens it.

The Democratic bill, by contrast,
provides far more help to families who
make less than $75,000 a year. It does
not penalize working mothers who need
child care because they are concerned
about their children. It helps Main
Street rather than Wall Street.

I am not envious at all of the Repub-
lican package. I am appalled by the
fact that it once again, as they have
done continuously in this Congress,
tried to use virtually every other piece
of the tax package as a Trojan horse to
drive through this place a giant bo-
nanza for the wealthiest 100,000 or
200,000 tax-paying families in this coun-

try. That is wrong and the Democratic
package tries to correct it.

Mr. ARCHER. Mr. Chairman, I yield 3
minutes to a respected member of the
Committee on Ways and Means, the
gentleman from Arizona [Mr.
HAYWORTH].

Mr. HAYWORTH. Mr. Chairman, I
listened with great interest to the
ranking member of the Committee on
Appropriations. I have a great deal of
respect for the gentleman from Wiscon-
sin. But I think this points out the fun-
damental difference between our two
major parties. Indeed, to echo the com-
ments of my colleague from California,
sadly, sadly so many of our friends on
the other side are unalterably opposed
to the American people hanging onto
more of their own money and sending
less of it here to Washington that they
would try to nitpick an agreement
broadly arrived at with the President
of the United States.

Mr. Chairman, all we need do is lis-
ten to the hardworking American peo-
ple. One of my constituents, via
telefax, a small business owner, Jon
Cramer, points out the wisdom of those
who live far beyond the Beltway in the
great State of Arizona, when he says,
‘‘JD, you cannot give an income tax
break to those who do not pay income
taxes.’’

It is a very simple thought. Not
fraught with cruelty, as some would
suggest, but a commonsense compas-
sion. And again it is important to note
the reality of the evaluation by the
nonpartisan Joint Tax Commission
that tells us that fully, fully 76 percent
of the tax relief in the Republican plan
goes to families earning between $20
and $75,000 a year.

Indeed, for those who lament and
would claim the greatest tax breaks go
to the wealthy, well, it is interesting
to evaluate who they believe is
wealthy. Mr. Chairman, I do not be-
lieve anyone here who is a homeowner
pays rent to himself, and yet that is
the twisted evaluation that comes from
the highly partisan report from the
Treasury Department.

No, I believe that the majority tax
plan is the best and I believe that,
sadly, though our friends on the other
side rhetorically come here to the well
and say that, yes, they have now em-
braced tax cuts, history is an incred-
ible teacher. It shows us, Mr. Chair-
man, that for the first time in 16 years,
the first time in over a decade and a
half, a new majority is finally about
the business of giving Americans,
working Americans, much-needed tax
relief.

My colleague from California said it
well, and I do not impugn the motives
of those on the other side who are try-
ing to catch up and proffer some sort of
tax relief. Indeed, in a sense, Mr. Chair-
man, it is a measure of how far we have
come, but sadly the minority sub-
stitute has miles and miles and dollars
and dollars to go before it is credible.

Mr. RANGEL. Mr. Chairman, I yield
myself such time as I may consume to
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say that I am a member of this biparti-
san Joint Committee on Taxation. I
have not hired any staff. I have not
seen any reports. I know it is biparti-
san because the chairman said it was.
But if we would be kind enough to re-
lease this bipartisan statement so we
would know what is in it, I think the
American people will have a better
idea about our differences.

Mr. Chairman, I yield such time as he
may consume to the gentleman from
Texas [Mr. BENTSEN].

(Mr. BENTSEN asked and was given
permission to revise and extend his re-
marks.)

Mr. BENTSEN. Mr. Chairman, I rise
in opposition to H.R. 2014 and in sup-
port of the substitute of gentleman
from New York.

Mr. Chairman, I support the bipartisan bal-
anced budget agreement and I support re-
sponsible tax relief, but I cannot support the
legislation before us today because it is unfair
and fiscally irresponsible. This legislation does
not do enough to help middle-income families.
What it does is set off a tax time bomb that
will drain revenue from the Treasury and
cause budget deficits to explode again and
completely undermine our efforts to balance
the budget for the first time since 1969.

Mr. Chairman, I support responsible tax re-
lief. I have introduced legislation to reduce the
capital gains tax on a sliding scale based on
how long an asset is held, which I believe
would be both economically productive and
fiscally responsible. But this legislation makes
no distinction between productive and unpro-
ductive investments and will do little to spur
economic growth. Even worse, it includes in-
flation indexing that would cause revenue
losses to explode after it fully takes effect.

This bill is also unfair in many ways. It gives
more than half its benefits to the wealthiest 5
percent of Americans, people making an aver-
age of $250,000 a year. It denies the full $500
per child tax credit to 15 million working, tax-
paying, wage-earning parents because it
doesn’t let them count the credit against their
payroll taxes. It limits tax breaks on college for
those most in need of this assistance by pro-
viding only half of the $1,500 tuition tax credit
originally proposed by the President. And it
penalizes working families by cutting back on
their child tax credit if they have child care ex-
penses.

Even worse, Mr. Chairman, middle-income
families will be penalized again in the future
when the costs of this tax legislation explode
and cause massive budget deficits to build up
again. Then we would face the choice of ei-
ther increasing taxes or cutting vital programs
such as Medicare, Medicaid, and education to
pay for these exploding tax cuts.

And explode they will. This tax bill is full of
gimmicks to limit the costs of the tax cuts in
the first 5 years and to hide their true long-
term costs. The size of the net tax cuts grows
rapidly after the first 5 years. In the second 5
years, net tax cuts grow at 15 percent per
year, much faster than inflation or growth in
the size of the economy. The explosion will be
even worse outside the 10-year horizon.

We need responsible tax relief that helps
our families and keeps the Federal budget in
balance. That is what the Democratic sub-
stitute will provide. The majority of the tax cuts
in the substitute benefit middle-income Ameri-

cans. It provides a full $1,500 tuition tax credit
for each of the first 2 years of college and a
credit of 20 percent of tuition costs after the
first 2 years. This is a vital investment be-
cause, in today’s global, high technology
economy, higher levels of education are re-
quired than ever before. While the capital
gains tax reduction in the substitute does not
conform with that which I believe is most pro-
ductive, it is more responsible than that con-
tained in H.R. 2014. This substitute also pro-
vides tax relief to families who are selling their
home, the biggest investment for most middle-
income families; it helps families struggling to
keep the family business and the family farm
in the family; and it does not contain back
loaded provisions that explode the deficit.

The Democratic substitute is more fair and
more responsible. I urge a ‘‘no’’ vote on the
bill and a ‘‘yes’’ vote on the Democratic sub-
stitute.

Mr. RANGEL. Mr. Chairman, I yield
3 minutes to the gentleman from Mas-
sachusetts [Mr. NEAL].

Mr. NEAL of Massachusetts. Mr.
Chairman, what we have here is a con-
tinuation of the argument that began
in 1993. Late in the evening hour, with-
out one Republican vote, the Demo-
cratic Members of this House voted for
a deficit reduction plan that worked.
That is what has brought us here today
to the position of where we can discuss
tax cuts for the American people.

I recall that evening because of the
hand wringing that we heard from the
other side. I remember the doomsday
prophets who took on the well on the
other side and predicted that the mod-
ern American economy would be
wrecked because of what the President
and the Democratic majority at that
time were doing here in the House.
What has been the result? Four years
of unparalleled economic prosperity
and economic growth where each quar-
ter seems almost to get better than the
previous quarter. It has almost defied
modern imagination because the
Democrats had the courage to take on
the issue of deficit reduction in a real
way. So today this is a continuation of
that argument. This is not an argu-
ment about tax cuts.
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We all agree that this is the time for
tax cuts. What we honestly bicker
about today in this institution is sim-
ply this: Who is to get these tax cuts?

Now, we can believe the people that
gave us our Social Security and Medi-
care and the 8-hour workday and the
notion that everybody in America
ought to be able to try their hand at
college, people like me, who went to
college because of Social Security, or
we can accept the arguments of those
on the other side that now they are the
champions of middle-class Americans
because they favor tax cuts for the peo-
ple who reside on Wall Street.

The simple truth is that the Demo-
cratic substitute that we have today is
not tax cut envy; it speaks to middle
America. It assists 12 million Ameri-
cans who are struggling with the costs
of tuition. It does address the issue of

estate tax relief. It speaks to capital
gains.

And we forced the issue of capital
gains in this simple sense: We believe
that for middle-income Americans the
most capital asset they are ever going
to have is their home. We argue on
their behalf today that they need re-
lief.

We address the issue of middle-in-
come tax relief in our Democratic al-
ternative. Offer an affirmative vote.
Vote for the Democratic alternative.

Mr. ARCHER. Mr. Chairman, I yield
11⁄2 minutes to the gentleman from
Ohio [Mr. CHABOT].

Mr. CHABOT. Mr. Chairman, I think
we all know when a big government
liberal gets his hands on your money,
he is going to be very reluctant to give
it back. Today we are hearing from a
lot of our liberal friends on the other
side of the aisle who are facing that
very dilemma.

In 1993 this Congress, then under con-
trol of the liberal Democrats and
joined by President Clinton, engineered
the largest single peacetime tax in-
crease in American history. Shortly
thereafter, the taxpayers decided to
elect a Republican Congress; and today
that Republican Congress is attempt-
ing to cut taxes.

Mr. Chairman, the howling has start-
ed. Our liberal friends have come to the
well, one after another, waging what
amounts to class warfare, trying to
convince us that tax cuts for working
families are somehow unfair.

Like it or not, Mr. Chairman, we are
going to pass a bill today that cuts
taxes for American families, that cuts
taxes for those who sell their homes,
that cuts the death tax. Hopefully the
President will not stand in our way.

We keep hearing ‘‘tax cuts for the
rich, tax cuts for the rich.’’ Seventy-
five percent of the tax cuts that we are
talking about go to people who make
less than $75,000. Let me repeat that.
Seventy-five percent of the tax cuts
that we are talking about go to people
who make less than $75,000.

So what is the liberal Democrats’
definition of the rich? I guess it is any-
body who has got a job. So let us pass
the tax cuts. Let us get away from all
this ‘‘tax cuts for the rich.’’ Let us do
something for the American people.

Mr. RANGEL. Mr. Chairman, I yield
21⁄2 minutes to the gentleman from
Maryland [Mr. HOYER].

(Mr. HOYER asked and was given
permission to revise and extend his re-
marks.)

Mr. HOYER. Mr. Chairman, working
Americans are in need of tax relief.
They are also in need of their country
balancing its budget. The Republican
bill fails average, hard-working Ameri-
cans on both counts.

Al Hunt of the Wall Street Journal
says of the Gingrich-Archer plan that
it is, and I quote, ‘‘a bonanza for the af-
fluent, crumbs for the working class,
and eventually costly.’’ In fact, it will
likely cost over $600 billion in the sec-
ond 10-year period from 2008 through
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2017. The capital gains, IRA, and estate
tax provisions alone are more expen-
sive in the year 2007 than they are in
the entire first 5 years.

Look at this chart. On the far right
here is the first 5 years of their tax cut
where, lo and behold, the capital gains
brings us money. That is the bait. The
switch, in 2007 alone the capital gains
explode into the loss of revenue. Who is
going to pay for that?

Last weekend’s NBC-Wall Street
Journal poll said that two-thirds of
Americans reject the Republicans’ bo-
nanza for the affluent and support the
Democratic tax cut for mainstream
working Americans who need relief
from the burden they bear from income
taxes but also, as the chairman surely
knows, those half of Americans who
pay more in FICA than they do in in-
come taxes.

Hunt’s characterization of the Re-
publicans’ failure to give relief to most
working Americans who need it is an
effort which, and I quote, ‘‘shamefully
shortchanges the working poor,’’ that
is what the other bill does, and I am
not envious at all of that bill, I say to
the gentleman from Arizona [Mr.
HAYWORTH].

In 1993 Republicans led the Nation
into deep debt, a course not reversed
until President Clinton’s budget was
adopted in 1993, as has been pointed
out, without one Republican vote. That
resulted in five straight years of deficit
reduction, the first time that has hap-
pened in this century.

We Democrats are for giving tax cuts
to working Americans, small business-
men and family farmers, and our alter-
native does just that. We should reject
the Republican’s repeat of the 1981 dis-
aster. We should give real cuts to those
most pressed in our society Americans
who are going to work daily, staying
off welfare and raising their children,
making America stronger for their ef-
forts.

Mr. ARCHER. Mr. Chairman. I yield 3
minutes to the gentleman from Louisi-
ana [Mr. MCCRERY], another well-re-
spected member of the Committee on
Ways and Means.

Mr. MCCRERY. Mr. Chairman, I
thank the gentleman from Texas [Mr.
ARCHER] for yielding. I just want to
talk for a couple minutes about their
question of children in working fami-
lies that will not receive the tax credit.

I think what everybody should know
is that those children or at least the
families of those children already re-
ceive a tax credit, the earned income
tax credit. Even though those families
do not have any income tax liability,
in other words, even though those fam-
ilies pay zero in income taxes, we pro-
vide them with a tax credit. We send
money back to them from Washington,
even though they do not send any in-
come taxes to Washington, so we al-
ready give those families a tax credit.

Our bill provides some income tax re-
lief through an income tax credit to
families with children who pay income
taxes. Now, having talked to a lot of

folks down in my district on the street
about this, that kind of makes sense to
them. If you pay income taxes, you
need a tax break, you need the child
tax credit. If you do not pay income
taxes, you should not get an income
tax credit. I think that probably makes
sense to most Americans, and that is
what we are trying to do in our bill. If
we want to talk about increasing wel-
fare benefits, which is what the earned
income tax credit is, then we can do
that.

I happen to like the earned income
tax credit. I think it is sound policy. It
does encourage people to get off wel-
fare and into work. But that is a dif-
ferent subject from giving hard-work-
ing, tax-paying Americans a tax break.
So I hope that the public will not be
confused by the continual harangue
from the other side that we are not giv-
ing the families of certain numbers of
children this tax break. We already
give them a tax break. We already give
them money back when they pay no
taxes.

So the bill that the Democrats have
proposed is, in effect, an increase on
welfare benefits, not a true income tax
credit for folks who pay income tax.

Mr. RANGEL. Mr. Chairman, I yield
myself such time as I may consume,
and I would just like to say to the gen-
tleman that it is a hurting thing when
you are talking about working Ameri-
cans with children asking for welfare,
whether they all are asking for the dig-
nity to continue to work, and sever the
benefits that other working families
would get.

Mr. RANGEL. Mr. Chairman, I yield
11⁄2 minutes to the gentleman from
Maine [Mr. ALLEN].

Mr. ALLEN. Mr. Chairman, I thank
the gentleman from New York [Mr.
RANGEL] for yielding.

In the course of this debate there has
been a lot of reference by the other side
to the fact that 76 percent of the bene-
fits of this tax cut will go to families
earning $75,000 a year or less. We have
heard that number over and over again,
75 percent, 76 percent.

It is a bogus number because it does
not include, when they measure family
income they do not include interest,
they do not include dividends, they do
not include investment income in mu-
nicipal bonds, they do not include
money from other investments. If you
have someone earning $200,000 in divi-
dends and interest, they are listed on
the records of the Joint Committee on
Taxation here as earning nothing un-
less they have income of $30,000 or so.
The 76 percent is a bogus number.

If we look at the Treasury figures,
those numbers measure dividends, they
measure all sorts of investment in-
come. When we look at those numbers,
only 22 percent of the benefits of this
tax cut go to families earning $75,000 or
less. Twenty-two percent is the real
number, not 76 percent.

Now, by contrast, the Democratic
substitute provides 58 percent of its
benefits to families earning less than

$75,000. That is the truth. There is a
huge difference between 22 percent and
58 percent. The Democratic substitute
provides tax relief for working families
because, let us face it, those families
who get $200,000 in dividend income are
earning more than $75,000.

Mr. ARCHER. Mr. Chairman, I yield 3
minutes to the gentleman from Texas
[Mr. DELAY], the majority whip of the
House of Representatives.

Mr. DELAY. Mr. Chairman, I appre-
ciate the chairman yielding me this
time. I rise in opposition to this sub-
stitute and in support of the Taxpayers
Relief Act of 1997.

It has been 16 years since the tax-
payers of America have had tax relief
from the Federal Government, and to-
day’s bill is long overdue. But instead
of embracing tax relief, the Democrat
minority embraces class warfare.

America’s working families are
forced to pay over 50 percent of their
salaries to the government because of
high taxes and costly regulations. No
wonder it takes one parent to work for
the Government while the other parent
works for the family. Instead of work-
ing with us to ease that tax burden, the
minority leadership offers in their sub-
stitute more welfare.

It should come as no surprise that
the members of the minority oppose
this bill. Asking liberals to go support
tax relief is like asking aliens to come
back to Roswell. If it has not happened
in the last 50 years, it probably will not
happen in the next 50 years.

The liberals oppose tax cuts but they
choose to cloak their opposition in the
rhetoric of class warfare. Frankly, this
rhetoric is giving me a headache. It is
like listening to my daughter Mandy’s
favorite music. The beat is simple, the
volume is loud, but the ultimate con-
tribution to society is meaningless.

Mr. Chairman, we need less rhetoric
for the Democrats regarding taxes and
more illumination. Our tax cuts help
working families in all stages of life,
from those who have children to those
who are grandparents, from those who
want to save for a retirement to those
who want to invest in the future of
America. Working families are not nec-
essarily rich in wealth, but they are
rich in spirit.

The liberals believe that these people
do not deserve tax relief, and I think
that is pretty sad. So I just urge my
colleagues to reject this weak sub-
stitute and vote for America’s first tax
cut in 17 years.
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Mr. RANGEL. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Louisiana [Mr. JEF-
FERSON].

(Mr. JEFFERSON asked and was
given permission to revise and extend
his remarks.)

Mr. JEFFERSON. Mr. Chairman, I rise in
opposition to the Republican’s so-called Tax-
payer Relief Act and in support of the Demo-
cratic substitute. We are all for tax cuts,
Democrats and Republicans. But, the question



CONGRESSIONAL RECORD — HOUSEH4806 June 26, 1997
is, will middle-income families, the working
families of our country, get any relief from the
Republican’s capital gains tax cut? The an-
swer is very, very little, if at all. This is nec-
essarily true because middle-class working
families own very little of the capital assets
that are taxed at capital gains rates today. If
your family made between zero and $25,000
last year, you were in an income group that
paid 2.2 percent of the capital gains taxes.
Those who made between $25,000 and
$50,000 paid another 8 percent of the capital
gains taxes. And, if you made between
$100,000 and $200,000, you paid 16 percent
of the capital gains taxes.

The fact is that 60 percent of all capital
gains taxes paid in 1996 were paid by tax-
payers who made more than $200,000. These
super rich taxpayers, make up only 1 percent
of all the taxpayers in America; only 110,000
tax filers out of more than 110 million tax-
payers, and they get a tax break of roughly $7
billion a year. So how do we make capital
gains tax breaks fair to working families?

The Democratic substitute does it by
targeting the capital gains tax relief to small
businesses, family farms, and homeowners. It
leaves out most families that make more than
$100,000 a year, and gives 76 percent of its
tax relief to families that make less than
$100,000 a year.

The Democratic substitute targets family
farm owners and small business owners for its
estate tax relief, assets that keep families to-
gether and that usually represents a lifetime of
work and investment.

The Republican’s bill gets worse still on
capital gains. Not only do more than half of
the capital gains tax breaks in this bill go to
the top 1 percent, it is going to open the door
to an old stripe of shenanigan that only the
super rich taxpayer can play. It will reintroduce
the opportunity for clever new tax shelters.
This is because there will now be under the
Republican bill a 20 percent differential be-
tween the top marginal rate of 39 percent that
high-income earners will have to pay on sala-
ries and the 20 percent capital gains rate that
Republicans are pushing on the floor.

If you were a high-income taxpayer making
more than $100,000 a year, wouldn’t you rath-
er pay a 20 percent rate on your earnings that
a 39 percent rate? Of course you would. So
what you would do, with your lawyer or your
tax accountant, is devise ways to re-character-
ize your income from income from a salary to
income from a capital asset. Thus, by chang-
ing the name of your income, or as a tax law-
yer would say, by recharacterizing your in-
come, you could save 20 percent of the taxes
that you otherwise would have to pay. It’s a
great deal if you can get. But you can only get
it if you are one of the super rich in our coun-
try. This is a back to the future tax bill. It’s the
same old story all over again—if you are a
working stiff, you work and pay your taxes;
and if you are a high-income taxpayer, you
find a loophole to get out of paying. This Re-
publican bill provides loopholes big enough to
drive a Brink’s truck through, and that’s ex-
actly what the high-income taxpayers of this
country are going to do. the Republican bill is
an unfair, unprogressive, inefficient, complex
tax proposal. The Democratic substitute solves
these problems.

Like we used to say in the Louisiana legisla-
ture, the Republican tax bill is a snake and we
ought to kill it. Then pass the Democratic sub-
stitute.

Mr. RANGEL. Mr. Chairman, I yield
8 minutes to the gentleman from Cali-
fornia [Mr. BECERRA].

Mr. BECERRA. Mr. Chairman, I
thank the gentleman from New York
for yielding the time, and if I could,
just in taking in all this debate, and we
are now discussing the Democratic al-
ternative, it strikes me that there are
two provisions that really make it
clear why the Democratic alternative
is so much better than the bill we have
before us from the Republican major-
ity.

First, when my colleagues talk about
the child tax credit, when any working
American comes home with that pay
stub and that American looks down the
list of taxes paid, I do not think the
American says, well, that was excise
tax, that was payroll tax, that was in-
come tax. She knows she paid taxes.
And for those here in this Chamber to
say that those taxes paid by that indi-
vidual making $20,000, $23,000, $28,000 do
not count verges on being un-American
to me because that is a tax paid to pro-
vide for the operation of this govern-
ment and the programs that we all use.

Second, the average cost of a commu-
nity college education, a public com-
munity college education, is about
$1,200. Under the Republican tax bill,
they will get a credit, but only half of
that, $600.

In our bill we try to reflect what the
President agreed or thought he agreed
to do with the Republicans when he ne-
gotiated a budget deal, and that was to
give them a $1,200 tax credit for edu-
cation.

Two ways that the deal was broken.
There are other ways the deal was bro-
ken. The gentleman from Texas [Mr.
DOGGETT] mentioned one, that we are
going to be taxing graduate students.
That seems to me to be so unfair, and
I see the gentlewoman from Michigan
[Ms. STABENOW] here.

Ms. STABENOW. Mr. Chairman, will
the gentleman yield?

Mr. BECERRA. I yield to the gentle-
woman from Michigan to make some
remarks.

Ms. STABENOW. Mr. Chairman, I ap-
preciate my friend from California
yielding to me regarding the issue of
graduate students because there is an
important difference between the
Democratic and Republican plan. As we
know, in the Republican plan they take
away what is now tuition tax relief. If
someone is a graduate student, and I
received a number of letters from
Michigan State University graduate
students in my district indicating that
they are receiving right now about
$15,000 in salary for teaching graduate
courses, and that is in addition to some
relief that they get by being given tui-
tion, free tuition, in order to be able to
go to school, the Republican plan
would now tax that tuition that they
are given as part of their salaries. And
so my $15,000 graduate student that is
working their way through school will
add $1,000 to their tax bill. That is a
huge tax cut, $1,000 on a $15,000 salary.

The other piece that is so important
about the Democratic plan——

Mr. BECERRA. Reclaiming my time,
they are taxing graduate students and
they are collecting $430 million in
taxes as a result of doing that, and at
the same time they are giving corpora-
tions a tax windfall and not asking
them to pay any taxes. Does that seem
fair?

Ms. STABENOW. It is not fair, and
one of the reasons I am proud to sup-
port the Democrat plan is that we ful-
fill the commitment of giving over $35
billion; I believe it is over $40 billion,
to education-related tax relief so any-
one going to school can further their
education to get a good job, and that
graduate student will not actually see
a tax increase.

It is amazing to me that as we are
talking about tax cuts today that for
too many of my constituents they are
going to see an actual tax increase, and
I am not going to support a tax in-
crease on those folks.

Mr. BECERRA. Mr. Chairman, I yield
to the gentleman from Louisiana [Mr.
JEFFERSON].

Mr. JEFFERSON. Mr. Chairman, I
think what is really important is that
the Republicans are using gimmicks in
this whole operation. Just as they are
in the education tax credit area, so
they are doing it in the capital gains
area. When they tell us that 75 percent
of the capital gains taxes go to ordi-
nary folks who are middle-income tax-
payers, what they are saying in the
first 5 years when they use this idea of
induced sales, this gimmick of induced
sales, but when we look past the first 5
years there is a huge windfall for those
high-income taxpayers, and this is,
after all, a 10-year window we are deal-
ing with here, not the first 5 years.

So we need to tell the whole story
that this Democratic substitute does it
quite differently. We come up front
with what we are talking about here,
we give the capital gains tax to people
who need it, the small business owners,
those people who are small farmers and
folks who are homeowners. These are
the folks who make up the heart of
America, and these are the people who
are hard-working folks who need the
help, and we concentrate our capital
gains relief to them, and this is no gim-
mick, this is real relief for those peo-
ple.

Ms. STABENOW. Mr. Chairman, will
the gentleman yield?

Mr. BECERRA. I yield to the gentle-
woman from Michigan.

Ms. STABENOW. Mr. Chairman, I
came to Congress in January rep-
resenting middle-Michigan, middle-
class working men and women in
Michigan who want to receive tax re-
lief directly in their pockets. What I
see is a basic philosophical difference
about how to create jobs and grow the
economy in this country. Republicans
say give it to those at the top, it trick-
les down. We say put it directly in the
pockets, money directly in the pockets
of middle-income working people,
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whether it is their house, sending their
children to college, their children,
their small business, their farm, put it
in their pocket; they will turn around,
buy cars, buy houses, take care of their
children. That is how we create jobs
and that is why I support this proposal.

Mr. BECERRA. Mr. Chairman, I see
one of the gentlewoman’s colleagues is
also interested and I will recognize the
gentlewoman from Michigan [Ms. KIL-
PATRICK] in a second. If I can just men-
tion this child tax credit we have been
talking about all day, 73 million chil-
dren in this country under the age of
18. Under the Democratic alternative,
60 million children will be provided
with a tax credit. Under the Repub-
lican plan, 39 million children; 21 mil-
lion children will not.

Ms. STABENOW. Would the gen-
tleman from California say that again,
please, for us?

Mr. BECERRA. Sixty million chil-
dren under the Democratic alternative
will qualify for the child tax credit.
Under the Republican plan, 39 million.
Twenty-one million children in Amer-
ica will not qualify under the Repub-
lican plan that will under the Demo-
cratic plan.

Ms. KILPATRICK. Mr. Chairman,
will the gentleman yield?

Mr. BECERRA. I yield to the gentle-
woman from Michigan.

Ms. KILPATRICK. Mr. Chairman, for
those reasons we need to support this
tax plan. The Democratic plan takes
care of more American families, it of-
fers more opportunities for America’s
children, and it offers the tax cuts to
those families who need the tax cuts,
hardworking families who pay taxes.

So I thank the gentleman from Cali-
fornia for yielding, and I hope and en-
courage my colleagues to vote for the
Democratic plan, the tax plan that
does offer tax cuts to America’s work-
ing families.

The Republican tax bill would deny tax cred-
its for another 4 million lower middle income
children. Forty percent—2 out of every 5 chil-
dren—would be ineligible for the credit be-
cause their family’s incomes are not high
enough. The total number of children denied
this credit because their families do not make
enough money would be 28 million. The Re-
publican’s highly touted $500 tax credit that is
nonrefundable allegedly gives tax relief to fam-
ilies. While corporations will reap a $22 billion
windfall in this bill, 28 million children would
get nothing.

The Republican tax bill denies tax credits to
working families. For example, a family of four
with two children with no child care expenses
would not receive any credit unless its income
exceeded $24,385. Moreover, if the family had
child care expenses, it could earn as much as
$27,180 and fail to qualify for the credit. Also,
families that have more than two children, or
have high mortgage or health care costs and
itemize their deductions, could make close to
$30,000 and still not qualify for the credit.

The Democratic tax bill has real child credit
tax credits. The Democratic bill does not com-
pute a family’s child care tax credit after the
earned income tax credit [EITC] is figured.
This is a significant difference—millions of

lower- to middle-income families owe income
tax before EITC is calculated, but have little or
no income tax obligation remaining after EITC
is calculated. Under the Democratic bill, these
families would be covered.

The Republican tax bill’s largest tax cuts—
capital gains, Individual Retirement Accounts,
estate, and corporate taxes—provide most of
their benefits to the rich. The richest 1 percent
get more of the overall tax break than the bot-
tom 60 percent combined. According to the
Center on Budget and Policy Priorities, the
Joint Tax Committee’s distribution tables do
not reflect any of the benefits that taxpayers
would receive from these four provisions.

The Democratic tax bill makes the benefits
in these four areas, especially for working
people, fair. It provides 71 percent of the tax
breaks to families earning $100,000 or less. It
provides a capital gains tax cut, an estate tax
cut, and tax cuts for small businesses, family
farms, and homeowners. The only way that
you are eligible for these tax breaks is if you
work and pay taxes.

Mr. BECERRA. Reclaiming my time,
Mr. Chairman, just in closing because I
know we are going to run out of time,
is just mention the reason there is a
difference of 21 million children is be-
cause we do what we can to provide a
tax break for those families that are
earning $30,000 and under. The Repub-
licans unfortunately say it is not worth
it because they do not believe that that
tax that we are imposing on those fam-
ilies is worth counting.

So it is a difference of opinion. There
is a difference in values here.

Ms. STABENOW. Mr. Chairman, will
the gentleman yield?

Mr. BECERRA. I yield to the gentle-
woman from Michigan.

Ms. STABENOW. Mr. Chairman, we
have talked a lot today about a police
officer in Georgia. I would like to just
like to share with my colleague my po-
lice officers’ starting salary in Lan-
sing, MI, as well as my firefighters.’
They start at $26,800, working hard.
These are folks with families, protect-
ing my community whether it is for
fires or from crime. Under the proposal
the Republicans have, they will not re-
ceive the full $500 child tax credit be-
cause they get another tax credit.
Under the Democratic plan my fire-
fighters and police officers will receive
the total amount of tax credits and de-
ductions that they ought to receive to
be able to help take care of their fami-
lies. Folks with higher incomes get lots
of different tax credits. I want my fire-
fighters and my police officers to be
able to get what they have now in tax
credits and be able to get the full value
of the $500-per-child tax credit.

Mr. BECERRA. I do not know what
the gentlewoman from Michigan did
but she is bringing out all her col-
leagues from Michigan.

Mr. LEVIN. Mr. Chairman, will the
gentleman yield?

Mr. BECERRA. I yield to the gen-
tleman from Michigan.

Mr. LEVIN. Mr. Chairman, just
quickly I want to say again about this
76 percent figure that the Republicans
have used. It is at best a 5-year figure.

One of the benefits of going to con-
ference would be that the Republicans
here will have to face up to the con-
sequences of their bill over 10 years.
What it means in terms of exploding
the deficit and what it means in terms
of fairness, the Democratic alternative
is fiscally responsible and fair. The Re-
publican proposal is irresponsible fis-
cally and unfair both in education and
the child credit among others.

I urge that we support the Demo-
cratic alternative.

Mr. ARCHER. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Missouri [Mr. BLUNT].

(MR. BLUNT asked and was given
permission to revise and extend his re-
marks.)

Mr. BLUNT. Mr. Chairman, I have
some concerns about this bill that I
think could be handled in conference. I
will be supporting the Republican bill
that gives relief to American families
today.

Mr. Chairman, while I intend to support this
tax relief bill today, I want the record to reflect
my concern about two provisions of the bill
that I strongly oppose. One is the limited re-
newal of employer provided continuing under-
graduate education reimbursement. While the
Senate tax bill extends the current law section
127 exemption permanently, the House bill ex-
tends sec. 127 until December 31, 1997.

Nearly two-thirds of major employers in
southwest Missouri offer this benefit, affecting
over 60,000 workers in Springfield and Joplin
alone. These employers include a chicken
processor, a fan belt manufacturer, a paper
goods processor, and a ball bearings pro-
ducer. Without a long-term extension of sec-
tion 127, many of these companies will dis-
continue this benefit, denying their employees
the help they need to improve their skills.

The second provision I oppose is the elimi-
nation of tax exempt treatment of tuition re-
duction provided to employees of educational
institutions. Again, the Senate bill maintains
the current law. The majority of people who
take this benefit are staff members, not fac-
ulty.

The person who cleans toilets for $7 an
hour so that both of her children can attend
college at the same time would have to pay
taxes on a tuition benefit that far exceeds her
income. Graduate teaching assistants at an in-
stitution like Tulane would pay taxes on a tui-
tion benefit of $20,930 per year with an in-
come stipend that is far lower than the tuition
benefit.

Let me be clear that I am not concerned
about the president of Harvard or the person
who heads up the medical program at Johns
Hopkins. What I object to is raising taxes on
people who clean chickens for a living or work
as security guards at colleges. It is simply un-
thinkable that we would make it harder for
people who make fan belts or work at a col-
lege to go to school, get a graduate degree,
or work at a job that makes higher education
affordable for their kids.

While I do intend to vote for the bill today,
I do so only because I have been assured by
the Republican leadership that they will work
to address my concerns before the final ver-
sion of this legislation comes back before the
House next month. The American people have
long deserved the tax relief we are consider-
ing today, and I look forward to working with
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Chairman ARCHER and our leadership as the
bill goes to conference.

Mr. ARCHER. Mr. Chairman, I yield
30 seconds to the gentleman from Lou-
isiana [Mr. MCCRERY].

Mr. McCRERY. Mr. Chairman, I just
wanted 30 seconds to respond to my
good friend from California. Nobody on
this side of the aisle said that payroll
taxes were not taxes. Certainly they
are taxes. We recognize that and we
created the earned income tax credit
specifically for that purpose, to give
those families some tax relief against
the burden of those payroll taxes. But
they do not pay any income taxes so
we are not going to give them income
tax relief.

So I just wanted to make that point
crystal clear. They are taxes, we be-
lieve they are taxes, we already give
them a credit against those taxes.

Mr. ARCHER. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Minnesota [Mr.
RAMSTAD], a respected member of the
Committee on Ways and Means.

(Mr. RAMSTAD asked and was given
permission to revise and extend his re-
marks.)

Mr. RAMSTAD. Mr. Chairman, I
thank my distinguished chairman for
yielding this time to me and for his
strong leadership in bringing this Tax-
payers Relief Act to the floor to pro-
vide hardworking Americans with the
most substantial tax relief since 1981,
Mr. Chairman. This tax relief bill here
today truly does cover people at all
stages of life, from the childhood years
through the education years to the sav-
ings years and into the retirement
years.

But in addition to the five major pro-
visions in this tax bill which have been
debated most extensively here today,
the child tax credit, the education tax
incentives, the capital gains tax relief,
the extension of IRAs and reduction in
death taxes, I would like to focus on
three provisions which have not gotten
much attention today but are very,
very important to help victims of the
recent flooding in the Red River Val-
ley, and I would like to thank the
chairman and the other members of the
Committee on Ways and Means who
worked together in a bipartisan way,
who listened to those flood victims
when we were there in the Red River
Valley at those town meetings, par-
ticularly the gentleman from North
Dakota [Mr. POMEROY] and the gen-
tleman from Minnesota [Mr. PETERSON]
on the other side of the aisle who
worked to help craft these provisions.

This bill today, this tax relief bill, in-
cludes special mortgage revenue bond
rules for those people to rebuild their
homes, their apartment buildings and
houses in the flood areas. It includes
extensions of IRS deadlines for flood
area taxpayers. And it also includes
special IRS rules for sales of livestock
caused by the horrible historic flooding
in the Red River Valley.

Mr. Chairman, this bill will help real
people right away. This bill will not

only help all taxpayers at all stages of
their life, but particularly right now
those people in the Red River Valley
who have been devastated, devastated
by the horrible flooding. This Congress
has listened to those people at those
town meetings elsewhere, when the
mayors came out here. The Committee
on Ways and Means has responded. I
strongly urge my colleagues to pass
this important bill.

Mr. ARCHER. Mr. Chairman, I yield 1
minute to the gentleman from Illinois
[Mr. SHIMKUS].

(Mr. SHIMKUS asked and was given
permission to revise and extend his re-
marks.)

Mr. SHIMKUS. Mr. Chairman, this
debate speaks highly in support of tax
reform, a fairer, flatter, simpler Tax
Code, but as a new Member this debate
has also been very disheartening.

As a West Point cadet I lived by a
motto: I will not lie, cheat or steal nor
tolerate those who do. As an Army offi-
cer we said an officer’s word is his
bond. I am here to tell my colleagues 75
percent of these tax cuts go to those
who make $75,000 or less.

Let us reject the Democratic pro-
posal and continue the work that the
American people sent us here to do.

b 1630
Mr. ARCHER. Mr. Chairman, I yield 1

minute to the gentleman from Penn-
sylvania [Mr. FOX].

Mr. FOX of Pennsylvania. Mr. Chair-
man, I thank the gentleman for his
leadership on this bill.

The majority bill, Mr. Chairman, will
give the hard-working Americans their
first tax cut in 16 years. It will allow
millions of hard-working American
families the opportunity to keep more
of their own money and make their
own decisions about what they do with
it.

I am especially pleased with provi-
sions that deal with assistance in edu-
cation. The House tax relief plan pro-
vides millions of college-age students
and their parents with a $1,500 tax cred-
it that provides 15 percent of expenses
for the first 2 years of college, voca-
tional training, or other postsecondary
education program.

Moreover, parents and students are
also provided with a $10,000 deduction
per student per year for expenses with
State prepaid tuition plans for edu-
cation investment accounts and fami-
lies making penalty-free withdrawals
from any IRA to help further cover the
cost of college, vocational training, or
other postsecondary education pro-
gram.

This House Republican plan will also
allow families to make contributions
to non-State-operated education in-
vestment accounts to encourage sav-
ings for college, and I would ask sup-
port for the majority proposal from the
Committee on Ways and Means.

Mr. ARCHER. Mr. Chairman, I re-
serve the balance of my time.

Mr. RANGEL. Mr. Chairman, I yield
2 minutes to the gentlewoman from
California [Ms. SANCHEZ].

Ms. SANCHEZ. Mr. Chairman, to-
night I wanted to be in my hometown
with my constituents, the people who
worked hard to get me here. But they
recognize the historic importance of
the vote we are about to take on this
bill. As we are casting our votes, I urge
my colleagues to carefully consider
every American who will be affected by
our actions today.

This is a monumental day. Before us
we have the opportunity to vote on a
bill which will affect the life of every
single American. But before we take
that vote, we must really think about
whether or not every hard-working
American is being treated equally. Will
all Americans, including single par-
ents, workers who are struggling to get
by on the minimum wage, and families
with schoolchildren receive the bene-
fits promised from this tax bill?

I am a fiscal conservative. I agree
with my colleagues on both sides of the
aisle that we must balance the budget,
that we should cut taxes, and that we
must cut spending. Today’s proposed
tax bill has big problems. However, the
Democratic substitute addresses the
capital gains tax, the child tax credit,
and the education tax credit in a more
equitable fashion than the proposed
Republican tax bill.

Working-class Americans should not
be excluded from the majority of the
tax cuts. Working-class Americans
should not continue to carry the bur-
den of taxes without sufficient relief,
and working-class Americans deserve
fair tax relief from this Congress.

If this bill does pass and go to con-
ference, I hope the conferees will re-
member the pledge that we made for
equality of tax relief. Fairness in tax-
ation is what we pledged to the Amer-
ican people. Fairness is what we must
deliver in our actions here today.

Yesterday, it was with much hesitation that
I voted in favor of the spending bill. Although
this bill may not follow through on all of the
promises of the balanced budget agreement, it
is an important first step as the budget moves
to conference.

Mr. ARCHER. Mr. Chairman, I have
no further requests for time, and I will
close, so I would encourage the gen-
tleman from New York [Mr. RANGEL] to
use the balance of his time.

Mr. RANGEL. Mr. Chairman, I yield
30 seconds to the gentlewoman from
Texas [Ms. JACKSON-LEE].

Ms. JACKSON-LEE of Texas. Mr.
Chairman, I thank the gentleman for
yielding to me.

Let me briefly say that I rise in
strong support of the Democratic alter-
native on two counts. One, just take as
an example the chairman of Microsoft
who would get capital gains and estate
tax reductions and even a new IRA pro-
vision under the Republican plan that
would also let him take a $4,000 tax
break for educational expenses, while
at the same time a working police offi-
cer in my district in Houston and a
working police officer in the Speaker’s
district would not be allowed to get a
tax credit for their children, or to ben-
efit from this particular Republican
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bill. The bill on the Democratic side al-
lows for working Americans to receive
tax cuts.

Mr. Chairman, I rise today in support of the
Democratic alternative to H.R. 2014. The
Democratic plan authored by the distinguished
ranking member of the Ways and Means
Committee, Representative CHARLES RANGEL,
is the fairer tax plan. It is the plan that gives
tax relief to those who need it—to hard-work-
ing tax-paying families. The Democratic sub-
stitute provides 71 percent of tax cuts to fami-
lies earning less than $100,000.

The Republican plan, in striking contrast,
overwhelmingly benefits the wealthiest at the
expense of working families. A recent analysis
by the Center for Budget and Policy Priorities
highlighted this disparity and revealed that be-
tween the Republican tax bill and spending bill
voted on yesterday, the very wealthiest 1 per-
cent of families will have their incomes boost-
ed by an average of $27,000 a year, while
struggling families in the bottom 20 percent of
the economic ladder actually end up losing
$63 a year. According to an analysis of the
Republican bill by the Treasury Department,
the richest 1 percent get more of the overall
tax breaks than the bottom 60 percent com-
bined.

The disparities between the Democratic and
Republican plans are most obvious in the
areas of education and child care tax credits.
The differences illustrate clearly the lack of
concern in the Republican plan for our Na-
tion’s working families.

The Democratic alternative would make the
$500 child credit available to families who
work and pay taxes—and who earn less than
$75,000. This ensures that millions more chil-
dren would qualify for the tax credit than do
under the Republican bill. The Republican bill
denies adequate tax relief to 15 million work-
ing, tax-paying families by refusing to give
them the full $500 child tax credit for the
earned income tax credit. This would mean
that a working family with two children earning
$25,000 would not receive the $500 child
credit.

Democrats understand that college afford-
ability is a priority for American families and so
the Democratic substitute provides the full
$1,500 HOPE scholarship tuition tax credit for
the first 2 years of postsecondary education
including vocational and 2-year educational
programs, as well as a credit of 20 percent of
tuition costs after the first 2 years. The Repub-
lican bill, however, skimps on tax breaks for
college by providing only half of the $1,500
HOPE tuition tax credit and only for the first 2
years of college illustrating that the Demo-
cratic plan is the one that protects and pro-
vides for the concerns of working families.

Additionally, the Democratic alternative pro-
vides immediate and targeted tax relief to
small businesses and family farms. It does not
give capital gains tax breaks to wealthy people
whose principal assets are stocks, bonds, and
collectibles as the Republican plan does.

Finally, the Republican bill gives large cor-
porations a $22 billion windfall by scaling back
the corporate minimum tax. The Democratic
alternative contains no such provision.

Mr. Chairman, it is abundantly clear that
H.R. 2014, the Republican tax plan, is one
that is designed to benefit the wealthy in our
Nation. It is for this reason that I stand reso-
lutely behind the Democratic alternative—a
balanced tax package that is good for working
families and good for America.

Mr. RANGEL. Mr. Chairman, I yield
30 seconds to the gentlewoman from
California [Ms. WOOLSEY].

(Ms. WOOLSEY asked and was given
permission to revise and extend her re-
marks.)

Ms. WOOLSEY. Mr. Chairman, it is
absolutely certain that we knew when
we passed the balanced budget that the
devil would be in the details. Well, this
bill is full of devils. I would urge every-
one who really wants to help working
families and to support educational op-
portunities to vote it down.

Mr. RANGEL. Mr. Chairman, I yield
the remainder of the time for closing
purposes to the gentleman from Mis-
souri [Mr. GEPHARDT], the Democratic
minority leader.

(Mr. GEPHARDT asked and was
given permission to revise and extend
his remarks.)

Mr. GEPHARDT. Mr. Chairman, I
rise tonight in favor of the Rangel
Democratic bill and to speak in favor
of it over the Republican bill.

I rise to raise a simple question,
which is who should be getting the
lion’s share of the benefit from this tax
cut bill. Everybody is for tax cuts. I
am, the Republicans are, I think every
Member of the House is happy tonight
that we are here on the floor talking
about tax cuts. The reason we are here,
in my view, is that the Democratic
Party in 1993 produced this deficit divi-
dend as a result of courageous votes
cast by Democrats, all Democrats in
1993. Now we are very near to balancing
the budget. Some say we might even
balance the budget next year as a re-
sult of that action.

So the question is, who gets the tax
cut? I believe, and I think Democrats
believe, that this tax cut should go to
hard-working, middle-income families
and families struggling to get into the
middle class.

I refer the Members to these charts.
The Republican bill gives 19 million
families the lion’s share of their tax
cut, about 70 percent, to families earn-
ing over $100,000 a year. They only give
about 30 percent of their tax cut to
families earning less than $100,000,
whereas with the Democratic tax bill
we give the lion’s share of our tax cut
to families earning below $100,000 a
year, 91 million families. We give a tax
cut to families earning over $100,000 a
year, but it is less of a tax cut. We
want everybody to have a tax cut, we
just want the lion’s share of it to go to
hard-working middle income families
and families trying to get into the mid-
dle class.

My colleagues may say why? Why do
we insist that the tax cut go to people
in the middle and trying to get into the
middle? There is a simple reason. The
people at the top, the 19 million fami-
lies that are the top earners in the
country have seen their income over
the last 20 years go up by about 50 per-
cent. We are thrilled that their income
has gone up. God bless them. I wish ev-
erybody in this country would have
their income go up by 50 percent. But

the truth is, the people below $100,000 a
year in income over the last 20 years
has seen their income stay in place, or
they have even fallen behind. It is that
central fact that leads us to the con-
clusion that the people under $100,000 a
year are the people that ought to claim
the lion’s share of this tax cut.

Now, our tax cut is a families first
tax cut. Let us talk about the child
credit for a minute. A lot has been
made of the fact that in the Republican
bill families earning $20,000 and $25,000
a year do not get the full child credit
because we, together, Republicans and
Democrats, decided to cut these fami-
lies’ taxes by the earned income credit
on a couple of occasions over the last
10 years, trying to help those hard-
working families do well. Now we are
being told that we cannot give them
the child credit because they are on
welfare.

How dare anyone say that someone is
on welfare who goes to work every day
earning $17,000 and $20,000 and $25,000 a
year. They are paying taxes. They are
paying the Social Security tax. They
are paying Federal excise taxes, they
are paying State taxes, they are paying
local taxes, they are paying lots of
taxes, and they need help. And they
above everyone need the child credit.

Now, let us talk about education.
What is more important in today’s
world than getting an education? We
are in a global economy. We have to
have highly productive workers. We all
know that mental capability is the
most important thing, the currency of
the world economy. And we are saying,
let us make sure every young person in
this country, no matter what their in-
come, gets a chance to go to college.
The President has talked about it now
for 5 years.

Ben Naes lives in my district in
Barnhart, MO. He is 21 years old. He
just came through community college.
He is trying now to go to State univer-
sity. If our tax bill had been in place
last year, he would have gotten an
$1,100 tax credit or his family would
have so he could go to college. Under
the Republican bill, he would have got-
ten about a $700 credit. More impor-
tantly, next year when these bills
might be in place, he is going on to
State university. He could get $600 out
of our bill to go to State university;
under the Republican bill, not a red
cent of help for Ben Naes. Ben Naes got
a 3.9 in community college. He wants
to be a biochemist. He could be a bio-
chemist and would not come out with a
mountain of debt if the Democratic bill
were in place.

Mr. Chairman, I remember when I
wanted to go to college. My dad was a
milk truck driver and we did not have
a lot of money. And my mother took
me down to the church that we went
to, Third Baptist Church in St. Louis
and we sat down across from the pastor
and we asked if we could have a loan
from the church. I am old enough, we
did not have Pell grants, we did not
have loans, we did not have tax bills
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that gave credits, and the minister of
our church had a little scholarship
fund and he gave us $500, which helped
toward the $1,500 tuition at my college.
Ben Naes maybe can go to the church
and get that kind of a loan, but he
needs more than that to get to the
State university today. He needs the
Democratic tax bill to help him go to
college.

Now, let me end by saying this: As
my colleagues go to vote on these two
bills, put out of your mind everything
you have heard from every lobbyist,
put out of your mind everything that
you have seen in ads put in by special
interest groups in the newspapers, put
out of your mind everything that you
have been told by the people who have
had the ability to approach you in the
halls or call you up; put out of your
mind what people at fundraising events
have told you about what should hap-
pen in this tax bill, and put in your
mind the people that you represent in
your district and remember that the
median household income in this coun-
try is $35,000 a year. Put them in your
mind. Put Ben Naes in your mind and
vote for a tax bill that in good con-
science helps the hard-working middle-
income families of this country. Let us
pass the Democratic tax bill, the Ran-
gel bill, which is the best bill.

Mr. ARCHER. Mr. Chairman, I yield
myself the balance of my time.

Mr. Chairman, as I have listened to
this debate, I have been struck by the
philosophical difference that still ex-
ists between some in the Democrat
Party and the rest of us who are trying
to change the way Washington works.

As Republicans and some Democrats
move forward to balance the budget
and reduce the tax burden on the
American people, we have made our
governing philosophy clear. We believe
that the strength of this great Nation
lies not with the Government, but with
its people. Left to their own, without
Government interference, red tape or
excessive taxation, there is no problem
that the people cannot solve. We have
proved that over and over again in our
history. We also believe that the great
social experiment of the last 30 years
has led to an unparalleled expansion of
the Federal Government. It is clear, it
is in the books. But sadly, it has failed
to solve our Nation’s most difficult
problems, whether they be education or
drugs, or family breakdown. They have
gotten worse, not better.

The Government we inherited along
with the bankruptcy on whose brink we
have been left has overextended its
reach and has made promises that no
government can actually fill. This is,
after all, only a government. It cannot
take the tax dollars that are earned by
one citizen, hand them to another citi-
zen, and then believe that it has im-
proved the lot of either. For 30 years
we tried that. It is called tax and
spend.

Mr. Chairman, the time has come to
admit that tax and spend has failed. It
is time to reduce the size of Govern-

ment to stop wasteful Washington
spending and give the tax dollars back
to the people who earn them. It is time
we stopped punishing the successful.
Instead, we must help more Americans
so that everyone can become success-
ful, so that that ladder of upward mo-
bility is available to all of us. We do
not stay in one income category in the
United States; we take advantage of
our opportunities.

My father was broke in 1932. He lost
his job. He was in default on his home
mortgage. He started from scratch on
borrowed money. He took the risk. He
spent the work hours. Yes, he earned,
but he came back, and ultimately he
achieved the American dream of a
small businessman, yes, a small busi-
nessman who was successful.

When we listen to the economic class
warfare in this country, we would
think everyone stays in the same in-
come category throughout their entire
life. We would think that people who
save for a lifetime for an asset and sell
it one time in their life, perhaps for
$150,000, or $200,000 is rich. But they did
not have that income in every year.
But those are the kinds of statistics
that distort the rhetoric on these tax
bills.
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It is time to bring the American peo-
ple together. It is time to put economic
class warfare aside. We all share in this
opportunity in this great country.

I would like to have heard the debate
rhetoric in 1961, when President John
F. Kennedy proposed the first major re-
duction in capital gains taxes, the first
major across-the-board tax relief. How
would that have disturbed you, I say to
my colleagues over here on the Demo-
crat side? What would your rhetoric
have been to the John F. Kennedy tax
relief bill that spurred economic
growth in this country?

And he spoke to that to the Amer-
ican people. He did not indulge in eco-
nomic class warfare. He spoke about
what is right for the country to gen-
erate jobs, to generate growth, to gen-
erate more opportunity for all Ameri-
cans. It is clear from this debate that
the Democrat caucus remains a liberal
caucus. The overwhelming majority of
the Democrat party, the party I once
belonged to, insists that the Govern-
ment in Washington remains the only
solution and represents the best hope
of how to solve our problems.

Yes, if we could only spend more
money, my friends on the other side of
the aisle argue, we could make our Na-
tion’s problems go away. While the
world has changed, the Democrat lead-
ership has not. They still cling to the
notion that an ever-expanding Federal
Government, one that requires more
taxes from its citizens, is the best hope
we have to solve our problems.

While the heart of the Democrats
may sound as if they are in the right
place, their fingers surely are in the
wrong place, because their fingers re-
main stuck deep in the wallets of mid-

dle-income working income tax-paying
Americans, trying to take from one
citizen in order to give to another.

Yet, it is true that this bill is limited
to tax relief for middle-income families
who pay income taxes. We will not
take away from those families and
their children to give to families who
pay no income tax. That is not what
this particular bill is all about. Other
bills in the past have done that. There
is time to address those problems.
This, as President Clinton said when he
campaigned in 1992, should be a tax re-
lief bill for middle-income Americans
who pay income taxes.

To my friends across the aisle I have
a simple message: Let it go, let it go,
let it go. We have tried your way. For
30 years we raised taxes and we in-
creased spending. It is now our turn. It
is the turn of silent, hard-working
Americans who have paid and paid and
paid to see their earnings redistributed
to others.

And to my friends across the aisle,
hear my plea: vote for your constitu-
ents, not your leadership. Exercise
your judgment. Show your independ-
ence. Do what you know is right. Vote
for the taxpayer, and vote for the ma-
jority Taxpayer Relief Act.

Mr. CLAY. Mr. Chairman, few issues that
we will debate this Congress better illustrate
the gulf that exists between Democratic and
Republican priorities for working families. The
measure before us launches an unprece-
dented transfer of wealth from the poor and
middle class to the wealthy. According to the
Citizens for Tax Justice, 41 percent of the tax
cuts in this plan go to the top 1 percent of tax-
payers.

By contrast, taxpayers with incomes in the
lower 40 percent would see no benefits, and
some would get a tax hike.

The education related tax credits short-
change lower-income families as well. It pro-
vides a nonrefundable tax credit equal to half
the college expenses up to $3,000 a year. The
credit will be unavailable to most low-income
families because it is not refundable. It signifi-
cantly disadvantages students who attend
lower tuition institutions such as community
colleges, because the credit only includes tui-
tion, not living expenses.

The proposal also discriminates against low-
income families by reducing the amount of tax
credit by the amount of any Pell grant award.

By contrast the Democratic alternative tax
proposal provides a $1,500 tax credit that will
be accessible to middle income and poor fami-
lies. The credit will be refundable, thus benefit-
ing low- and middle-income students, and
does not have a Pell grant offset.

The Democratic alternative allows the credit
to be used for all college expenses and in-
cludes a 20-percent tax credit for the remain-
ing years of college.

The Republican plan has been totally repu-
diated by the Clinton administration. In a letter
to Chairman ARCHER this week, Secretary
Rubin concluded that education package falls
nearly $13 billion short of the agreed goal of
$35 billion in tax cuts for education directs
more benefits toward upper-income families
while reducing the benefits to lower-income
families.

I urge my colleagues to reject this flawed,
unjust tax scheme and adopt the Democratic
alternative plan.
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Mr. DOYLE. Mr. Chairman, I am in strong

support of the Democratic substitute. My con-
stituents in western Pennsylvania and I be-
lieve that the budget deficit is one of the most
important issues facing our country. Con-
sequently, it is absolutely crucial that this rec-
onciliation legislation provides for a budget
which is brought into balance and then stays
in balance. Unfortunately, this Republican rev-
enue bill, which has been crafted by Chairman
ARCHER, is riddled with gimmicks, back loaded
tax expenditures, and false assumptions which
will explode the deficit after 2002. The Demo-
cratic alternative, on the other hand, will pro-
vide tax relief for middle-class families that
can really use it and is still compatible with
real, long-term deficit reduction.

The Republican estate tax provisions are a
prime example of the short-sighted nature of
their plan. Like the Democratic alternative, the
archer bill doubles the estate tax exemption
from $600,000 to $1 million. However, the
chairman’s plan implements this change over
the course of an entire decade. In doing so,
Chairman ARCHER is able to mask the real
costs of his proposal, which will not be felt
until well after 2002.

Because the Democratic estate tax provi-
sions are more clearly focused, the costs are
manageable and affordable, even when fully
implemented. As a result, the Democratic al-
ternative provides for nearly immediate reform
of estate taxes. Rather than waiting until 2007,
the small business people and farmers, who
desperately need estate tax relief, would be
able to utilize the $1 million exemption next
year. This nearly immediate phase-in could
help thousands more family owned businesses
than the Archer plan.

In addition, I believe that we can spur eco-
nomic growth and empower millions of middle-
class investors by reducing the capital gains
tax rates in an economically conservative
manner. However, the Archer capital gains
plan is not only socially inequitable, it is fis-
cally irresponsible. In fact, it is timed to pro-
vide a fleeting increase in revenues, which
helps bring the budget into balance in 2002.
But then, in the following years, the costs of
this program sky rocket.

This gimmick is part of the chairman’s pro-
posal to index capital gains for inflation after
2002. In order to qualify for the indexing on
assets held before 2001 investors will have to
pay between $10 and $12 billion in taxes, as
part of a one time mark-to-market levy. With
the help of this one time infusion, the Archer
capital gains plan will actually result in an
overall revenue increase of $2.7 billion from
1997 to 2002. However, in the 5 years follow-
ing the 2002 target date, the capital gains pro-
visions will cost $37.5 billion, and they will
continue to increase steadily for years to
come.

I am troubled by these tax cuts which will
explode in the out years because, for some
time, I have subscribed to the view that we
should balance the budget first, and then con-
sider tax cuts. However, this bipartisan budget
agreement demands that tax cuts be enacted
this year. I recognize this compromise is per-
haps our best chance to balance the budget,
and I do not wish to risk scuttling the process
by fighting such a substantial component. I be-
lieve it is crucial that we all work within the de-
fined parameters, so I will support prudent, re-
sponsible tax relief for middle-class families
which adheres to the budget agreement.

The Democratic substitute provides such re-
lief. Because it abides by the budget accord,
it advances capital gains tax cuts, estate tax
relief, and a per-child tax credit. But, it is a
stronger measure than the Archer plan in that
it goes further in helping middle-class families
cope with the costs of owning a home and
paying for their kids’ college education. Simi-
larly, it contains initiatives not included in the
Republican plan which I strongly support, such
as incentives for environmental cleanups, eco-
nomic development, and local school con-
struction.

However, the biggest difference is the fact
that the alternative is more economically re-
sponsible and fair. It does not lay the ground-
work for decades more of mounting debt, and
it gives relief to the working, middle-class fam-
ilies who have been struggling to get by. While
over 71 percent of the benefits in the alter-
native go to families earning under $100,000
a year, these same families receive only
around one-third of the benefits under the Re-
publican plan, when fully phased-in. In light of
this, I think it is safe to say that this Demo-
cratic substitute is the real middle-class tax
cut.

The Archer tax proposal would cause the
deficit to behave like a rubber ball that is
dropped from high in the air. Rather than hit-
ting the ground with a dull thud, the Archer
cuts will cause the deficit to bounce right back,
out of control once again. It seems to me that
if the leadership were serious about holding
the deficit down, they would include strict defi-
cit enforcement provisions that go beyond an
exentison of the pay-as-you-go requirements.
As a cosponsor of the Budget Enforcement
Act, a bill that would lock in deficit reduction,
I have been working with Members from both
sides of the aisle to have this measure at-
tached to this reconciliation legislation. The
Republican leadership has said that the Budg-
et Enforcement Act will be brought to the floor
next month. While I am disappointed they
would not allow us to offer it as an amend-
ment to there conciliation legislation, I am
pleased it will be considered. However, the
Rules Committee chairman has indicated that
the bill may be altered before coming to the
floor. I believe it would be a grave mistake for
the leadership to weaken the Budget Enforce-
ment Act in any way.

Given the structure of the Archer plan a re-
turn to deficit spending appears nearly inevi-
table, and if we allow the deficit to bounce up
again after 2002, we will have accomplished
nothing. Actually, we will have done something
worse than nothing. We will have cynically
brought the budget into check for one passing
moment just to reap political rewards.

Mr. Chairman, this would be unconscion-
able. We must balance the budget and keep
it balanced. If we are going to have tax relief,
we must be fiscally responsible and we must
target those truly in need of relief. The Demo-
cratic alternative meets these criteria. The Ar-
cher plan does not. I urge my colleagues
make a vote for the long-term economic health
of this country and support the Democratic
substitute.

Mr. POSHARD. Mr. Chairman, I rise today
in opposition to this bill and in support of the
substitute offered by my Democratic col-
leagues. I have worked hard for many years
toward the goal of a balanced Federal budget,
because I felt I owed that to my constituents,
and to all hard working American taxpayers

and their children. And while I am proud of
this Congress and the administration for be-
ginning the balancing process by working to-
gether and making some of the tough choices
we are all going to be required to make, I will
not blindly support whatever reconciliation bill
comes to the floor, simply because it carries
the label of a balanced budget agreement.

As I have said, I believe that balancing the
budget is our obligation to working families
and the children who eventually must bear the
financial burdens of the choices we make
today. But a balanced budget is not worth
supporting if, in the final analysis, it actually
hurts the people we claim to have been work-
ing for all along. The tax package before us
today ignores those to whom I feel we owe a
duty, and it rewards those who are least in
need of relief. Why work so hard to balance
our budget, to finally arrive at a place where
we can afford to offer tax cuts, only to have
the vast majority of cuts go to the wealthiest
20 percent of Americans? This not why I have
toiled for so many years, promoting fiscal re-
sponsibility, supporting a balanced budget
amendment, opposing wasteful spending. No,
Mr. Speaker, I have worked in pursuit of a dif-
ferent goal: to provide security, stability, and
relief to the most vulnerable among us.

The balanced budget plan crafted by Presi-
dent Clinton and congressional leaders called
for a fair distribution of tax cuts, and I voted
in support of that agreement. If I thought that
mandate was carried out in the bill before us,
I would vote for it as well. Unfortunately,
somewhere along the way, fairness and equity
have fallen by the wayside, and we are left
with a dramatically uneven plan which not only
prematurely provides our wealthiest citizens,
with the benefits of a balanced budget, it also
deprives low-income and middle-class citi-
zens—the same people who will be forced to
bear much of the burden associated with new
spending cuts—of similar benefits. This plan is
unjust and unjustifiable, and I urge my col-
leagues to oppose the Republican bill and
vote instead for the Democratic substitute. No
plan is perfect, and we all recognize how
much work remains to be done in conference
and beyond. But that should not be an excuse
for complacency today. We have an oppor-
tunity to send a better bill to the conferees,
and that is what I plan to do by supporting the
substitute.

Only half of America’s children would be
covered under the highly touted child tax cred-
its in the Republican tax bill. A shocking 49.9
percent of children nationwide would be com-
pletely ineligible for the $500 child credit under
the House plan because the credit would not
be available to many moderate- and low-in-
come families. In contrast, the child credit in
the Democratic substitute would cover 71 per-
cent of American children, including 91 per-
cent of those children whose families’ incomes
are in the lowest 20 percent. Likewise, the
education credits, the capital gains cuts and
the alternative minimum tax provisions in the
Democratic substitute are the ones that truly
live up to the promises of the budget agree-
ment.

We must also think about the years beyond
2002 and take care to ensure that what we do
now in the name of short-term gain does not
cause new hardships in the decades to follow.
Too many of the Republican tax cuts are
poised to explode in the 5 years after balance
is reached, erasing whatever benefits we may
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have realized and creating the likelihood of
additional cuts in the very programs upon
which our neediest citizens depend. My con-
science will not allow me to force such bur-
dens on our children and grandchildren, and I
have not waited patiently and worked diligently
for so long to achieve balance, only to see it
disappear in a cloud of smoke in just a few
short years.

Mr. Chairman, the process of balancing the
budget requires us all to make difficult
choices, and I have made yet another today.
I will support the Democratic substitute tax bill
because I believe it is the right thing to do for
my constituents, for our children, and for all
hard-working Americans who have already
been asked to sacrifice so much. The sub-
stitute provides a fair alternative, it lives up to
the promises made in the budget agreement,
it does not sacrifice long-term stability for
short-term gain, and it is a plan that we can
be proud to present to the American people.

Ms. EDDIE BERNICE JOHNSON of Texas.
Mr. Chairman, the tax plan presented by my
Republican colleagues ventures far from the
best interest of the average American citizen.
However, the Democratic alternative runs par-
allel to the needs of middle income families.

Mr. Chairman, the Republican tax plan is
designed to benefit those who are in the least
need of a break. Analysis shows that 50 per-
cent of the benefits from the bill will benefit the
wealthiest 5 percent of American citizens. The
Democrats propose an alternative plan that
citizens for tax justice estimates will deliver
three-fourths of tax benefits to middle- and
lower-income Americans. The bill will give a
tax break to those individuals who own and
sell stock bonds, leaving the average middle-
to low-income American without tax relief.

The Democratic alternative will give the tax
break to homeowners, small business owners,
and farmers, those who need it most. In addi-
tion, the alternative will give some form of tax
break to every middle- to low-income working
family. The Republican tax bill, however, de-
nies a $500 tax break to 15 million families by
not extending breaks to those who qualify
under the earned income tax credit [EITC].

The future of America rests on the edu-
cation of our children. I am sure both Repub-
licans and Democrats alike will agree to this
statement. The Republicans respond by giving
a narrow $1,500 hope scholarship to the few
attending certain colleges. Of course this will
only apply to those attending private expen-
sive colleges. Colleges that low-income Ameri-
cans cannot afford. In contrast, the Demo-
cratic alternative will give scholarships to stu-
dents of working families attending community
colleges.

The Republican tax plan does not answer
the Nation’s plea for higher educational oppor-
tunity for all its children when their plan gives
the wealthiest individuals $16,000 within a 4-
year span. This is more than the amount given
to lower-income families through a Pell grant.
The message from such actions is that the
education of the few is more important than
the education of lower income children. We do
not agree. The education of all children is vital
to the growth and development of our country.
Therefore the Democratic alternative plan will
concentrate most of its resources toward the
education of children from families with limited
incomes that are struggling to pay for college.

The conclusion is clear. Reject the Repub-
lican tax plan just for the wealthy and support

the Democratic alternative plan that includes
hard-working average Americans. Are we a
government just for the rich or a government
for all of its people?

Mr. POMEROY. Mr. Chairman, Republicans
and Democrats have agreed on a bipartisan
budget plan that includes $85 billion in net tax
relief over the next 5 years and $250 billion
over the next 10 years. There is no disagree-
ment between the parties over the amount of
tax cuts to be provided. However, there is a
sharp difference of opinion over how those re-
sources should be allocated.

I believe there are two important principles
that Congress should follow in delivering tax
relief for American families: First tax cuts
should not explode the deficit in future years
which would increase the debt and tax burden
on our children, and second, the majority of
the tax cut benefits should flow to those who
need it most, working and middle-income fami-
lies. In my view, the Democratic alternative to
the Ways and Means tax bill far better upholds
these principles.

Mr. Chairman, the Ways and Means bill
loses sight of the most important objective of
the bipartisan budget agreement—a sustain-
able balanced budget. Although the revenue
loss in this bill is nearly within the 10-year lim-
its established by the budget agreement, it
contains several provisions that will trigger ex-
ploding revenue loss in future years and throw
the budget out of balance. For instance, the
revenue loss from the back-loaded IRA provi-
sion that allows wealthy individuals to shelter
their income from taxation grows at 73 percent
per year. The revenue loss from the repeal of
the alternative minimum tax [AMT] that en-
sures that America’s large corporations pay
their fair share of taxes grows at 49 percent
per year. As a result of these provisions and
others, the cost of this bill over the second 10
years skyrockets to $650–$750 billion and en-
dangers the future fiscal health of our Nation.

Second, given the limited resources that are
available to cut taxes while still balancing the
budget, I believe it is critical that those re-
sources be targeted to those who need it
most—working and middle-income families.
The Democratic alternative is far superior to
the Ways and Means bill in this regard. The
committee bill provides two-thirds of the tax
benefits to the top 20 percent of income earn-
ers whereas the alternative give two-thirds of
the tax benefit to families on the bottom 80
percent of the income scale.

Mr. Chairman, the alternative tax bill is also
superior to the committee bill in delivering es-
tate and capital gains tax relief to family farm-
ers and small business. The committee bill
slowly increases the estate tax exemption
from the current $600,000 to $1 million over
the next 10 years. The alternative, on the
other hand, raises the exemption to $1 million
on January 1 next year for family-owned farms
and businesses. The committee bill would re-
duce the capital gains tax from 28 to 20 per-
cent whereas the alternative reduces the tax
rate to 18 percent without exploding the deficit
by limiting the rate reduction to farm, busi-
ness, and real estate assets.

In summary, Mr. Chairman, the Democratic
tax alternative delivers tax relief to those who
need it while better protecting the prospects
for a sustainable balanced budget over the
long-term. I sincerely hope the tax bill that
emerges from the House-Senate conference
committee will fulfill these objective so that it
can be enacted with strong bipartisan support.

Ms. WATERS. Mr. Chairman, I rise today in
support of the Democratic alternative tax bill.
The Democratic Caucus finally came to the re-
alization that Republican style tax-relief for the
rich is not the kind of tax relief that should be
adopted by this Congress.

Not all tax relief is bad. But, Republican
style tax relief is immoral. The Republican tax
plan benefits the rich plain and simple. The
Democratic Caucus has finally defined,
shaped and organized sensible tax relief for
the people who need it and deserve it—the
low-wage and middle-income workers of
America.

The Republicans denied tax cuts to the
poorest, hardest working Americans. Wait-
resses, drug store clerks, janitors, maids, bus-
boys, hospital attendants, garment workers,
receptionists, aides, elevator operators, farm
workers, dishwashers, department store
clerks, and bank tellers—these hardest-work-
ing, poorest-paid Americans are the ones who
really deserve a tax break. What is in the Re-
publican tax plan for them? Nothing, nothing,
and nothing.

In the Democratic alternative, nearly three-
quarters of the tax benefits go to middle- and
lower-income families making less than
$58,000 a year. The Republicans give the ma-
jority of their tax breaks to the wealthiest 5
percent of Americans—those making an aver-
age of $250,000 a year.

The Democratic family tax credit covers 20
million more low-income children than the Re-
publican plan. The Republicans want to deny
the family credit to 28 million children from
families making less than $20,000 per year.

The Democratic alternative would also stim-
ulate economic investment in economically
distressed urban communities across the
country—including my own district—by honor-
ing the commitment made as part of the budg-
et agreement to authorize a second round of
the Empowerment Zone and Enterprise Com-
munity Program.

The Democratic alternative values working
families over increasing corporate profits and
tax breaks for the wealthy. I urge my col-
leagues to help working America. Support the
Democratic plan.

The CHAIRMAN pro tempore (Mr.
LATOURETTE). All time has expired.

The question is on the amendment in
the nature of a substitute offered by
the gentleman from New York [Mr.
RANGEL].

The question was taken; and the
Chairman pro tempore announced that
the noes appeared to have it.

RECORDed vote

Mr. RANGEL. Mr. Chairman, I de-
mand a recorded vote.

A recorded vote was ordered.
The vote was taken by electronic de-

vice, and there were—ayes 197, noes 235,
not voting 3, as follows:

[Roll No. 243]

AYES—197

Abercrombie
Ackerman
Allen
Andrews
Baesler
Baldacci
Barcia
Barrett (WI)
Becerra
Bentsen
Berman

Berry
Bishop
Blagojevich
Blumenauer
Bonior
Borski
Boswell
Boucher
Boyd
Brown (CA)
Brown (FL)

Brown (OH)
Capps
Cardin
Carson
Clay
Clayton
Clement
Clyburn
Condit
Conyers
Costello
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Coyne
Cramer
Cummings
Danner
Davis (FL)
Davis (IL)
DeGette
Delahunt
DeLauro
Dellums
Dicks
Dingell
Dixon
Doggett
Dooley
Doyle
Edwards
Engel
Eshoo
Etheridge
Evans
Farr
Fattah
Fazio
Filner
Flake
Foglietta
Ford
Frank (MA)
Frost
Furse
Gejdenson
Gephardt
Gonzalez
Goode
Gordon
Green
Gutierrez
Hall (OH)
Hamilton
Harman
Hastings (FL)
Hefner
Hilliard
Hinchey
Hinojosa
Holden
Hooley
Hoyer
Jackson (IL)
Jackson-Lee

(TX)
Jefferson
John
Johnson (WI)
Johnson, E. B.

Kanjorski
Kaptur
Kennedy (MA)
Kennedy (RI)
Kennelly
Kildee
Kilpatrick
Kind (WI)
Kleczka
Klink
Kucinich
LaFalce
Lampson
Lantos
Levin
Lewis (GA)
Lofgren
Lowey
Luther
Maloney (CT)
Maloney (NY)
Manton
Markey
Martinez
Mascara
Matsui
McCarthy (MO)
McCarthy (NY)
McDermott
McGovern
McHale
McIntyre
McKinney
McNulty
Meek
Menendez
Millender-

McDonald
Miller (CA)
Minge
Mink
Moakley
Mollohan
Nadler
Neal
Oberstar
Obey
Olver
Ortiz
Owens
Pallone
Pascrell
Pastor
Payne
Pelosi
Peterson (MN)

Pickett
Pomeroy
Poshard
Price (NC)
Rahall
Rangel
Reyes
Rivers
Rodriguez
Roemer
Rothman
Roybal-Allard
Rush
Sabo
Sanchez
Sanders
Sandlin
Sawyer
Schumer
Scott
Serrano
Sherman
Sisisky
Skaggs
Skelton
Slaughter
Smith, Adam
Snyder
Spratt
Stabenow
Stark
Stenholm
Stokes
Strickland
Stupak
Tanner
Tauscher
Taylor (MS)
Thompson
Thurman
Tierney
Torres
Towns
Turner
Velazquez
Vento
Waters
Watt (NC)
Waxman
Wexler
Weygand
Wise
Woolsey
Wynn

NOES—235

Aderholt
Archer
Armey
Bachus
Baker
Ballenger
Barr
Barrett (NE)
Bartlett
Barton
Bass
Bateman
Bereuter
Bilbray
Bilirakis
Bliley
Blunt
Boehlert
Boehner
Bonilla
Bono
Brady
Bryant
Bunning
Burr
Burton
Buyer
Callahan
Calvert
Camp
Campbell
Canady
Cannon
Castle
Chabot
Chambliss
Chenoweth
Christensen
Coble
Coburn
Collins

Combest
Cook
Cooksey
Cox
Crane
Crapo
Cubin
Cunningham
Davis (VA)
Deal
DeFazio
DeLay
Deutsch
Diaz-Balart
Dickey
Doolittle
Dreier
Duncan
Dunn
Ehlers
Ehrlich
Emerson
English
Ensign
Everett
Ewing
Fawell
Foley
Forbes
Fowler
Fox
Franks (NJ)
Frelinghuysen
Gallegly
Ganske
Gekas
Gibbons
Gilchrest
Gillmor
Gilman
Gingrich

Goodlatte
Goodling
Goss
Graham
Granger
Greenwood
Gutknecht
Hall (TX)
Hansen
Hastert
Hastings (WA)
Hayworth
Hefley
Herger
Hill
Hilleary
Hobson
Hoekstra
Horn
Hostettler
Houghton
Hulshof
Hunter
Hutchinson
Hyde
Inglis
Istook
Jenkins
Johnson (CT)
Johnson, Sam
Jones
Kasich
Kelly
Kim
King (NY)
Kingston
Klug
Knollenberg
Kolbe
LaHood
Largent

Latham
LaTourette
Lazio
Leach
Lewis (CA)
Lewis (KY)
Linder
Lipinski
Livingston
LoBiondo
Lucas
Manzullo
McCollum
McCrery
McDade
McHugh
McInnis
McIntosh
McKeon
Metcalf
Mica
Miller (FL)
Molinari
Moran (KS)
Moran (VA)
Morella
Murtha
Myrick
Nethercutt
Neumann
Ney
Northup
Norwood
Nussle
Oxley
Packard
Pappas
Parker

Paul
Paxon
Pease
Peterson (PA)
Petri
Pickering
Pitts
Pombo
Porter
Portman
Pryce (OH)
Quinn
Radanovich
Ramstad
Redmond
Regula
Riggs
Riley
Rogan
Rogers
Rohrabacher
Ros-Lehtinen
Roukema
Royce
Ryun
Salmon
Sanford
Saxton
Scarborough
Schaefer, Dan
Schaffer, Bob
Sensenbrenner
Sessions
Shadegg
Shaw
Shays
Shimkus
Shuster

Skeen
Smith (MI)
Smith (NJ)
Smith (OR)
Smith (TX)
Smith, Linda
Snowbarger
Solomon
Souder
Spence
Stearns
Stump
Sununu
Talent
Tauzin
Taylor (NC)
Thomas
Thornberry
Thune
Tiahrt
Traficant
Upton
Visclosky
Walsh
Wamp
Watkins
Watts (OK)
Weldon (FL)
Weldon (PA)
Weller
White
Whitfield
Wicker
Wolf
Young (AK)
Young (FL)

NOT VOTING—3

Meehan Schiff Yates

b 1710
Messrs. PEASE, YOUNG of Alaska,

SHADEGG, and Mrs. SMITH of Wash-
ington changed their vote from ‘‘aye’’
to ‘‘no.’’

Mr. DELAHUNT and Mr. DOGGETT
changed their vote from ‘‘no’’ to ‘‘aye.’’

So the amendment in the nature of a
substitute was rejected.

The result of the vote was announced
as above recorded.

The CHAIRMAN pro tempore (Mr.
LATOURETTE). Under the rule, the Com-
mittee rises.

Accordingly, the Committee rose;
and the Speaker pro tempore (Mr.
LAHOOD) having assumed the chair, Mr.
LATOURETTE, Chairman pro tempore of
the Committee of the Whole House on
the State of the Union, reported that
that Committee, having had under con-
sideration the bill (H.R. 2014) to pro-
vide for reconciliation pursuant to sub-
sections (b)(2) and (d) of section 105 of
the concurrent resolution on the budg-
et for fiscal year 1998, pursuant to
House Resolution 174, he reported the
bill, as amended pursuant to that rule,
back to the House.

The SPEAKER pro tempore. Under
the rule, the previous question is or-
dered and the amendment is agreed to.

The question is on the engrossment
and third reading of the bill.

The bill was ordered to be engrossed
and read a third time, and was read the
third time.

MOTION TO RECOMMIT OFFERED BY MR.
PETERSON OF MINNESOTA

Mr. PETERSON of Minnesota. Mr.
Speaker, I offer a motion to recommit.

The SPEAKER pro tempore. Is the
gentleman opposed to the bill?

Mr. PETERSON of Minnesota. I am
opposed to the bill in its current form,
Mr. Speaker.

The SPEAKER pro tempore. The
Clerk will report the motion to recom-
mit.

The Clerk read as follows:
Mr. PETERSON of Minnesota moves to re-

commit the bill H.R. 2014 to the Committee
on the Budget with instructions to report
the same back to the House forthwith with
the following amendments:

Strike subsection (c) of section 1 and titles
I, II, III, IV, V, VI, VII, VIII, IX, XI, XII,
XIII, XIV, and XV.

Redesignate title X (relating to revenues),
and each of the sections contained therein,
as title I, and sections of title I, as appro-
priate.

Add at the end of the bill the following new
title:

TITLE II—ADDITIONAL PROVISIONS
SEC. 201. ADDITIONAL PROVISIONS.

It is the sense of the House of Representa-
tives that additional provisions should be
added to the Internal Revenue Code of 1986 so
that:

(1) CAPITAL GAINS REDUCTIONS.—
(A) REDUCTION IN CAPITAL GAINS TAX FOR

NONCORPORATE TAXPAYERS.—Effective as of
May 7, 1997, there is excluded from gross in-
come of noncorporate taxpayers the follow-
ing percentages of capital gains from the
sale or exchange of assets:

(i) 10 percent for assets held at least 1 year.
(ii) 20 percent for assets held at least 2

years.
(iii) 30 percent for assets held at least 3

years.
(iv) 40 percent for assets held at least 4

years.
(v) 50 percent for assets held five or more

years.
(B) GAINS ON SALE OF PRINCIPAL RESI-

DENCE.—Up to $250,000 in gain realized on the
sale or exchange of a principal residence is
excluded from taxation.

(2) ESTATE AND GIFT TAXES.—
(A) AMOUNTS EXCLUDED BY UNIFIED CRED-

IT.—The unified credit allowed to the estate
of every decedent is increased, resulting in
the following amounts being excluded from
the estate tax:

(i) $700,000 in the case of decedents dying in
1998.

(ii) $800,000 in the case of decedents dying
in 1999.

(iii) $850,000 in the case of decedents dying
in 2000.

(iv) $900,000 in the case of decedents dying
in 2001.

(v) $1,000,000 in the case of decedents dying
in 2002.

(vi) $1,100,000 in the case of decedents dying
in 2003.

(vii) $1,200,000 in the case of decedents
dying in 2004 and thereafter.

(B) FAMILY FARMS AND BUSINESSES.—In ad-
dition to subparagraph (A), family farms and
businesses are allowed to exclude from the
gross estate up to $1,000,000, beginning in cal-
endar year 1998.

(3) CHILD TAX CREDIT.—There is allowed
against the income tax of an individual a
nonrefundable credit for dependents under
age 17 in the following amounts:

(A) $300 in taxable years beginning in 1997,
1998, and 1999, and

(B) $500 thereafter.
The credit is phased out for taxpayers whose
adjusted gross income is between $60,000 and
$75,000.

(4) TAX REDUCTIONS RELATED TO EDU-
CATIONAL EXPENSES.—There is allowed
against the income tax of an individual—

(A) a credit of $1,500 per year for up to two
years for higher education expenses, which
credit—

(i) beginning with adjusted gross income of
$50,000 ($80,000 in the case of a joint return),
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is phased out ratably over a range of $20,000;
and

(ii) is phased in by substituting—
(I) ‘$1,100’ for ‘$1,500’ in taxable years be-

ginning in 1997, 1998, and 1999, and
(II) ‘$1,200’ for ‘$1,500’ in the taxable year

beginning in 2000; and
(B) a deduction of $10,000 ($5,000 in 1997 and

1998) for higher education fees and tuition,
which amount is phased out ratably over a
range of $20,000, beginning with adjusted
gross income of $50,000 ($80,000 in the case of
a joint return).

Mr. PETERSON of Minnesota (during
the reading). Mr. Speaker, I ask unani-
mous consent that the motion to re-
commit be considered as read and
printed in the RECORD.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Minnesota?

There was no objection.

b 1715

Mr. PETERSON of Minnesota. Mr.
Speaker, I offer a motion to recommit,
on behalf of my colleagues in the Blue
Dog Coalition, that provides tax relief
to mainstream America, small busi-
nesses, farmers, and working families,
and does all of that in a fiscally respon-
sible way.

First of all, I want to thank our lead-
ership for allowing us to offer this. I
also want to thank my Blue Dog col-
leagues for their hard work and deter-
mination in developing this alternative
tax bill. And finally, I want to thank
the gentleman from New York [Mr.
RANGEL] and his staff for all of their
assistance.

First of all, Mr. Speaker, we are
going to hear about a chart that I just
received when I walked in from Joint
Tax that says we are $4.7 billion over in
the first 5 years. This is the first I have
seen of this. We do not agree with this,
and we cannot really respond because
we do not know the basis for these
numbers. Clearly, this can fit within
the $85 billion. It also says we are at
$230 billion over the 10 years. So I just
want to make that clear, and this will
fit within the terms of the budget
agreement.

A lot of Democrats in this body, Mr.
Speaker, support tax cuts, and we al-
ways have, just as President Clinton
has supported tax relief for American
families. But if we are going to provide
tax relief and balance the budget at the
same time, tax relief must be well-con-
structed and targeted to working fami-
lies and it must not bust the budget.

Mr. Speaker, the tax bill before us
today is deficient in many respects and
should be defeated. It is overly com-
plicated. It is not targeted. It may send
the budget deficit up once again out-
side the 10-year budget window.

The capital gains provisions in this
bill are overly complicated. It will be
difficult to use in the real world, and
the indexation of capital gains will re-
quire so much record keeping that it is
going to cause taxpayers out there a
real problem to use. And this is prob-
ably going to cause us more fiscal prob-
lems in the future because of index-
ation.

The children’s tax credit is more
costly than we need to do because it in-
cludes families going up to $110,000 in-
come. The estate tax relief income in
this bill is phased in over too long a pe-
riod and is less than many of us on
both sides of the aisle want to do. And
the backloaded IRAs in the committee
bill are a bad idea that cost over $13
billion in 10 years and explode the defi-
cit out into the future.

The alternative minimum tax provi-
sions in the committee bill that will
cost $40 billion over 10 years are also
troublesome to many of us and, like
other provisions in this bill, are likely
to send the deficit up in the future.

What we did in this motion is really
very simple. We are recommending
that the Committee on Ways and
Means develop a better, fairer tax bill
that rewards the people who make our
country work. Small businesses create
85 percent of the new jobs in this coun-
try, farmers and the working people
that work on those farms and small
businesses.

This bill contains a capital gains tax
provision that is simple, that provides
for capital gains relief like the old way
we did it, that rewards long-term in-
vestment, economic growth, and job
development. Our capital gains provi-
sion is simple. It provides for an exclu-
sion from income of 10 percent per
year, up to 50 percent at 5 years. So
you get 10 percent; at 5 years you get a
50-percent exclusion from income.

The motion also contains immediate
estate tax relief for small businesses
and farmers. An exemption for closely
held businesses and ranches and family
farms is immediately increased to $1
million next year. It also increases the
unified credit to $1 million in 2002 and
$1.2 million in 2004, the first increase in
this unified credit since 1976.

My motion to recommit also includes
a family tax credit that provides a $500
credit for children under 17 because we
believe that this will strengthen fami-
lies, and this is phased out between
$60,000 and $75,000 of income, not
$110,000 like the committee bill.

The motion also includes the Presi-
dent’s $1,500 HOPE scholarship, $10,000
tuition tax deductions, tax breaks that
the President proposed.

It is that simple: Real capital gains
relief that rewards long-term invest-
ment, immediate estate tax relief, a
family tax credit, and education tax
breaks for American families, real sus-
tained immediate tax relief for Amer-
ican families, farms, and businesses.

Mr. Speaker, we provide these tax
breaks without breaking the bank be-
cause we do not backload our provi-
sions. This motion will not explode the
deficit. This motion is responsible tax
policy. And what is more, this motion
provides more capital gains relief,
more estate tax relief, a better, more
family-friendly children’s tax cut, and
the important education tax breaks
that most of us support.

Mr. Speaker, if this motion passes
the Committee on Ways and Means,

then the Committee on the Budget, can
quickly return to the floor with a bet-
ter tax bill, a tax bill that reflects our
values, that is fair, that is good for
families, good for farms, good for small
businesses.

Mr. Speaker, I urge my colleagues to
support this motion to recommit.

Mr. GINGRICH. Mr. Speaker, I rise in
opposition to the motion to recommit.

The SPEAKER pro tempore (Mr.
LAHOOD). The gentleman from Georgia
[Mr. GINGRICH], the Speaker, is recog-
nized for 5 minutes.

Mr. GINGRICH. Mr. Speaker, let me
begin, if I might, with the comment by
my friend over there who referred to
the recent Presidential message, ask-
ing ‘‘Is that a veto?’’ Because I think
one of the things that makes today so
exciting is that in fact this is a bill
that the President is going to sign;
that in fact yesterday the President
sent up a letter supporting the bill that
came up yesterday.

I am not sure whether our friend who
had that comment voted with the
President yesterday or voted against
him. But the fact is, there is a biparti-
san effort to balance the budget, to
save Medicare, and to cut taxes.

This is a hard, difficult thing. It has
involved much rhetoric, much nego-
tiating, and it does not come easily,
and yet it is very, very important for
the American people on three levels. It
is very important for rebuilding their
trust in the institutions of govern-
ment. It is very important for the fu-
ture of their country’s economy. And it
is very important, at a personal level,
for individuals to have a chance to
have a little more take-home pay, a
little more money for their children, a
little more money to go to college or
vocational-technical school, a little
better chance to keep their family
farm or family business, a little better
chance to invest and create jobs and
save.

These are not small things. And the
fact is, we have worked with the Presi-
dent. It is our full expectation, as the
White House said again, I think as re-
cently as this morning, that when the
negotiations are done both of these
bills will be signed. That is very good
for the American people.

Now my friend, the gentleman from
Minnesota [Mr. PETERSON] offered a
motion to recommit, and that cer-
tainly is a process that is legitimate.
We frankly cannot comment on the de-
tail because the version we had earlier
has been changed so much, so I do not
want to spend a lot of time. I under-
stand that we go through these exer-
cises.

I would point out that that motion, if
we understand it based on the material
we got 4 minutes ago, does increase the
deficit in 1998 by $7 billion, does in-
crease the deficit in 1999 by $11 billion.
Over 5 years, it is our best estimate,
having only looked at it for 4 minutes,
that it is a $50 billion tax cut, not an
$85 billion tax cut. But the truth is, we
do not fully know because this was a
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political gesture offered for political
reasons so that my friend could vote
for something a little different.

What I can report is that the Farm
Bureau, having looked at all of our ef-
forts, is endorsing the Archer bill. I can
report that the National Federation of
Independent Business, the leading
small business group in America, hav-
ing looked at the opportunities, is en-
dorsing the Taxpayer Relief Act that
the gentleman from Texas [Mr. AR-
CHER] has offered.

I can report that again and again
groups that care about children, groups
that care about families, groups that
care about personal take-home pay,
groups that care about small business,
groups that care about family farms,
groups that care about saving and in-
vestment and job creation have en-
dorsed the Archer bill.

Why have they done that? Because it
is a bill that was designed seriously
with serious study, that evolved over a
period of time, that was accurately
scored, that was out in the open, that
everybody had a chance to see, that did
not change in the last 5 minutes before
a vote.

So I would say to all of my col-
leagues, the only legitimate serious
vote on the motion to recommit is
‘‘no’’ because the fact is, no one knows
what is in the motion to recommit. No
one knows how it would score. No one
knows the implications. It is a nice,
brief political publicity gesture. And
then we should all vote ‘‘yes’’.

I would say even to my friends on the
left who find it hard, if they voted for
the 1993 tax increase, this is their
chance to do a little bit to return some
of it back to the American people.

Let me just say that for too many
years this city raised taxes, increased
spending, created a big deficit, and did
not care about the future. It took care
of this year’s political needs at the ex-
pense of our children’s future. The
leadership from the gentleman from
Ohio [Mr. KASICH] and the gentleman
from Texas [Mr. ARCHER] and from so
many people working with President
Clinton, we have pulled together a real
effort to balance the budget, to save
Medicare, to cut taxes, and to give our
children and our country a better fu-
ture. That is why we should all vote
‘‘yes’’ on final passage.

The SPEAKER pro tempore. Without
objection, the previous question is or-
dered on the motion to recommit.

There was no objection.
The SPEAKER pro tempore. The

question is on the motion to recommit.
The question was taken; and the

Speaker pro tempore announced that
the noes appeared to have it.

RECORDED VOTE

Ms. PETERSON of Minnesota. Mr.
Speaker, I demand a recorded vote.

A recorded vote was ordered.
The vote was taken by electronic de-

vice, and there were—ayes 164, noes 268,
not voting 3, as follows:

[Roll No. 244]

AYES—164

Abercrombie
Ackerman
Allen
Andrews
Baesler
Baldacci
Barcia
Bentsen
Berman
Berry
Bishop
Blagojevich
Blumenauer
Boswell
Boucher
Boyd
Brown (CA)
Brown (OH)
Capps
Cardin
Carson
Clay
Clayton
Clement
Clyburn
Condit
Conyers
Costello
Coyne
Cramer
Cummings
Danner
Davis (FL)
Davis (IL)
DeGette
Delahunt
Deutsch
Dicks
Dingell
Dixon
Doggett
Dooley
Doyle
Edwards
Engel
Eshoo
Etheridge
Evans
Farr
Fattah
Fazio
Filner
Flake
Ford
Frost
Furse

Gejdenson
Gonzalez
Goode
Green
Hall (OH)
Hall (TX)
Hamilton
Harman
Hastings (FL)
Hefner
Hilliard
Hinchey
Hinojosa
Holden
Hooley
Hoyer
Jackson-Lee

(TX)
Jefferson
John
Johnson (WI)
Johnson, E. B.
Kaptur
Kennedy (MA)
Kennelly
Kildee
Kind (WI)
Kleczka
Klink
LaFalce
Lampson
Lantos
Levin
Lofgren
Lowey
Luther
Maloney (CT)
Maloney (NY)
Manton
Markey
Martinez
Mascara
Matsui
McCarthy (MO)
McCarthy (NY)
McDermott
McHale
McIntyre
McKinney
McNulty
Menendez
Millender-

McDonald
Minge
Mink
Moakley

Mollohan
Nadler
Neal
Oberstar
Obey
Olver
Ortiz
Owens
Pallone
Pascrell
Pastor
Peterson (MN)
Pickett
Pomeroy
Poshard
Price (NC)
Rahall
Rangel
Reyes
Rodriguez
Roemer
Rothman
Rush
Sabo
Sanchez
Sandlin
Sawyer
Schumer
Serrano
Sisisky
Skaggs
Skelton
Slaughter
Smith, Adam
Snyder
Spratt
Stabenow
Stenholm
Stokes
Stupak
Tanner
Tauscher
Taylor (MS)
Thompson
Thurman
Towns
Turner
Vento
Watt (NC)
Wexler
Weygand
Wise
Woolsey
Wynn

NOES—268

Aderholt
Archer
Armey
Bachus
Baker
Ballenger
Barr
Barrett (NE)
Barrett (WI)
Bartlett
Barton
Bass
Bateman
Becerra
Bereuter
Bilbray
Bilirakis
Bliley
Blunt
Boehlert
Boehner
Bonilla
Bonior
Bono
Borski
Brady
Brown (FL)
Bryant
Bunning
Burr
Burton
Buyer
Callahan
Calvert
Camp
Campbell
Canady
Cannon

Castle
Chabot
Chambliss
Chenoweth
Christensen
Coble
Coburn
Collins
Combest
Cook
Cooksey
Cox
Crane
Crapo
Cubin
Cunningham
Davis (VA)
Deal
DeFazio
DeLauro
DeLay
Dellums
Diaz-Balart
Dickey
Doolittle
Dreier
Duncan
Dunn
Ehlers
Ehrlich
Emerson
English
Ensign
Everett
Ewing
Fawell
Foglietta
Foley

Forbes
Fowler
Fox
Frank (MA)
Franks (NJ)
Frelinghuysen
Gallegly
Ganske
Gekas
Gephardt
Gibbons
Gilchrest
Gillmor
Gilman
Gingrich
Goodlatte
Goodling
Gordon
Goss
Graham
Granger
Greenwood
Gutierrez
Gutknecht
Hansen
Hastert
Hastings (WA)
Hayworth
Hefley
Herger
Hill
Hilleary
Hobson
Hoekstra
Horn
Hostettler
Houghton
Hulshof

Hunter
Hutchinson
Hyde
Inglis
Istook
Jackson (IL)
Jenkins
Johnson (CT)
Johnson, Sam
Jones
Kanjorski
Kasich
Kelly
Kennedy (RI)
Kilpatrick
Kim
King (NY)
Kingston
Klug
Knollenberg
Kolbe
Kucinich
LaHood
Largent
Latham
LaTourette
Lazio
Leach
Lewis (CA)
Lewis (GA)
Lewis (KY)
Linder
Lipinski
Livingston
LoBiondo
Lucas
Manzullo
McCollum
McCrery
McDade
McGovern
McHugh
McInnis
McIntosh
McKeon
Meek
Metcalf
Mica
Miller (CA)
Miller (FL)
Molinari
Moran (KS)

Moran (VA)
Morella
Murtha
Myrick
Nethercutt
Neumann
Ney
Northup
Norwood
Nussle
Oxley
Packard
Pappas
Parker
Paul
Paxon
Payne
Pease
Pelosi
Peterson (PA)
Petri
Pickering
Pitts
Pombo
Porter
Portman
Pryce (OH)
Quinn
Radanovich
Ramstad
Redmond
Regula
Riggs
Riley
Rivers
Rogan
Rogers
Rohrabacher
Ros-Lehtinen
Roukema
Roybal-Allard
Royce
Ryun
Salmon
Sanders
Sanford
Saxton
Scarborough
Schaefer, Dan
Schaffer, Bob
Scott
Sensenbrenner

Sessions
Shadegg
Shaw
Shays
Sherman
Shimkus
Shuster
Skeen
Smith (MI)
Smith (NJ)
Smith (OR)
Smith (TX)
Smith, Linda
Snowbarger
Solomon
Souder
Spence
Stark
Stearns
Strickland
Stump
Sununu
Talent
Tauzin
Taylor (NC)
Thomas
Thornberry
Thune
Tiahrt
Tierney
Torres
Traficant
Upton
Velazquez
Visclosky
Walsh
Wamp
Waters
Watkins
Watts (OK)
Waxman
Weldon (FL)
Weldon (PA)
Weller
White
Whitfield
Wicker
Wolf
Young (AK)
Young (FL)

NOT VOTING—3

Meehan Schiff Yates

b 1742

Mr. DELLUMS and Mr. KENNEDY of
Rhode Island changed their vote from
‘‘aye’’ to ‘‘no.’’

Mr. NADLER and Mr. MOLLOHAN
changed their vote from ‘‘no’’ to ‘‘aye.’’

So the motion to recommit was re-
jected.

The result of the vote was announced
as above recorded.

The SPEAKER pro tempore (Mr.
LAHOOD). The question is on the final
passage of the bill.

The question was taken; and the
Speaker pro tempore announced that
the ayes appeared to have it.

RECORDED VOTE

Mr. ARCHER. Mr. Speaker, I demand
a recorded vote.

A recorded vote was ordered.
The vote was taken by electronic de-

vice, and there were—ayes 253, noes 179,
not voting 3, as follows:

[Roll No. 245]

AYES—253

Aderholt
Archer
Armey
Bachus
Baesler
Baker
Ballenger
Barr
Barrett (NE)
Bartlett

Barton
Bass
Bateman
Bereuter
Bilbray
Bilirakis
Bliley
Blunt
Boehlert
Boehner

Bonilla
Bono
Boswell
Brady
Bryant
Bunning
Burr
Burton
Buyer
Callahan
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Calvert
Camp
Canady
Cannon
Castle
Chabot
Chambliss
Chenoweth
Christensen
Clement
Coble
Coburn
Collins
Combest
Condit
Cook
Cooksey
Cox
Cramer
Crane
Crapo
Cubin
Cunningham
Danner
Davis (VA)
Deal
DeLay
Diaz-Balart
Dickey
Dicks
Dooley
Doolittle
Dreier
Duncan
Dunn
Ehlers
Ehrlich
Emerson
English
Ensign
Everett
Ewing
Fawell
Foley
Forbes
Fowler
Fox
Franks (NJ)
Frelinghuysen
Gallegly
Ganske
Gekas
Gibbons
Gilchrest
Gillmor
Gilman
Gingrich
Goode
Goodlatte
Goodling
Gordon
Goss
Graham
Granger
Greenwood
Gutknecht
Hall (TX)
Hansen
Harman
Hastert
Hastings (WA)
Hayworth
Hefley
Herger
Hill

Hilleary
Hobson
Hoekstra
Horn
Hostettler
Houghton
Hulshof
Hunter
Hutchinson
Hyde
Inglis
Istook
Jenkins
John
Johnson (CT)
Johnson, Sam
Jones
Kasich
Kelly
Kim
King (NY)
Kingston
Klug
Knollenberg
Kolbe
LaHood
Largent
Latham
LaTourette
Lazio
Leach
Lewis (CA)
Lewis (KY)
Linder
Lipinski
Livingston
LoBiondo
Lucas
Maloney (CT)
Manzullo
McCarthy (NY)
McCollum
McCrery
McDade
McHugh
McInnis
McIntosh
McIntyre
McKeon
Metcalf
Mica
Miller (FL)
Molinari
Moran (KS)
Morella
Myrick
Nethercutt
Neumann
Ney
Northup
Norwood
Nussle
Oxley
Packard
Pappas
Parker
Paul
Paxon
Pease
Peterson (PA)
Petri
Pickering
Pickett
Pitts
Pombo

Porter
Portman
Pryce (OH)
Quinn
Radanovich
Ramstad
Redmond
Regula
Riggs
Riley
Roemer
Rogan
Rogers
Rohrabacher
Ros-Lehtinen
Roukema
Royce
Ryun
Salmon
Sanchez
Sandlin
Sanford
Saxton
Scarborough
Schaefer, Dan
Schaffer, Bob
Sensenbrenner
Sessions
Shadegg
Shaw
Shays
Sherman
Shimkus
Shuster
Sisisky
Skeen
Skelton
Smith (MI)
Smith (NJ)
Smith (OR)
Smith (TX)
Smith, Linda
Snowbarger
Solomon
Souder
Spence
Stearns
Stump
Sununu
Talent
Tauzin
Taylor (MS)
Taylor (NC)
Thomas
Thornberry
Thune
Tiahrt
Traficant
Turner
Upton
Walsh
Wamp
Watkins
Watts (OK)
Weldon (FL)
Weldon (PA)
Weller
White
Whitfield
Wicker
Wolf
Young (AK)
Young (FL)

NOES—179

Abercrombie
Ackerman
Allen
Andrews
Baldacci
Barcia
Barrett (WI)
Becerra
Bentsen
Berman
Berry
Bishop
Blagojevich
Blumenauer
Bonior
Borski
Boucher
Boyd
Brown (CA)
Brown (FL)
Brown (OH)
Campbell

Capps
Cardin
Carson
Clay
Clayton
Clyburn
Conyers
Costello
Coyne
Cummings
Davis (FL)
Davis (IL)
DeFazio
DeGette
Delahunt
DeLauro
Dellums
Deutsch
Dingell
Dixon
Doggett
Doyle

Edwards
Engel
Eshoo
Etheridge
Evans
Farr
Fattah
Fazio
Filner
Flake
Foglietta
Ford
Frank (MA)
Frost
Furse
Gejdenson
Gephardt
Gonzalez
Green
Gutierrez
Hall (OH)
Hamilton

Hastings (FL)
Hefner
Hilliard
Hinchey
Hinojosa
Holden
Hooley
Hoyer
Jackson (IL)
Jackson-Lee

(TX)
Jefferson
Johnson (WI)
Johnson, E.B.
Kanjorski
Kaptur
Kennedy (MA)
Kennedy (RI)
Kennelly
Kildee
Kilpatrick
Kind (WI)
Kleczka
Klink
Kucinich
LaFalce
Lampson
Lantos
Levin
Lewis (GA)
Lofgren
Lowey
Luther
Maloney (NY)
Manton
Markey
Martinez
Mascara
Matsui

McCarthy (MO)
McDermott
McGovern
McHale
McKinney
McNulty
Meek
Menendez
Millender-

McDonald
Miller (CA)
Minge
Mink
Moakley
Mollohan
Moran (VA)
Murtha
Nadler
Neal
Oberstar
Obey
Olver
Ortiz
Owens
Pallone
Pascrell
Pastor
Payne
Pelosi
Peterson (MN)
Pomeroy
Poshard
Price (NC)
Rahall
Rangel
Reyes
Rivers
Rodriguez
Rothman

Roybal-Allard
Rush
Sabo
Sanders
Sawyer
Schumer
Scott
Serrano
Skaggs
Slaughter
Smith, Adam
Snyder
Spratt
Stabenow
Stark
Stenholm
Stokes
Strickland
Stupak
Tanner
Tauscher
Thompson
Thurman
Tierney
Torres
Towns
Velazquez
Vento
Visclosky
Waters
Watt (NC)
Waxman
Wexler
Weygand
Wise
Woolsey
Wynn

NOT VOTING—3

Meehan Schiff Yates

b 1800

The Clerk announced the following
pair:

On this vote:
Mr. Schiff for, with Mr. Yates against.

Mr. SHERMAN changed his vote
from ‘‘no’’ to ‘‘aye.’’

So the bill was passed.
The result of the vote was announced

as above recorded.
A motion to reconsider was laid on

the table.
f

REPORT ON RESOLUTION PROVID-
ING FOR CONSIDERATION OF
H.R. 2016, MILITARY CONSTRUC-
TION APPROPRIATIONS ACT, 1998

Mrs. MYRICK, from the Committee
on Rules, submitted a privileged report
(Rept. No. 105–156) on the resolution (H.
Res. 178) providing for consideration of
the bill (H.R. 2016) making appropria-
tions for military construction, family
housing, and base realignment and clo-
sure for the Department of Defense for
the fiscal year ending September 30,
1998, and for other purposes, which was
referred to the House Calendar and or-
dered to be printed.

f

PERMISSION FOR COMMITTEE ON
APPROPRIATIONS TO HAVE
UNTIL MIDNIGHT TUESDAY,
JULY 1, 1997, TO FILE REPORT ON
BILL MAKING APPROPRIATIONS
FOR DEPARTMENT OF INTERIOR
AND RELATED AGENCIES, FIS-
CAL YEAR 1998

Mr. REGULA. Mr. Speaker, I ask
unanimous consent that the Commit-
tee on Appropriations may have until
midnight Tuesday, July 1, 1997, to file

a privileged report on a bill making ap-
propriations for the Department of the
Interior and related agencies for the
fiscal year ending September 30, 1998,
and for other purposes.

The SPEAKER pro tempore (Mr.
LAHOOD). Is there objection to the re-
quest of the gentleman from Ohio?

There was no objection.
The SPEAKER pro tempore. All

points of order are reserved on the bill.
f

SUNDRY MESSAGES FROM THE
PRESIDENT

Sundry messages in writing from the
President of the United States were
communicated to the House by Mr.
Sherman Williams, one of his secretar-
ies.

f

EXPRESSING THE SENSE OF CON-
GRESS RELATING TO ELECTIONS
IN ALBANIA SCHEDULED FOR
JUNE 29, 1997
Mr. GILMAN. Mr. Speaker, I ask

unanimous consent that the Commit-
tee on International Relations be dis-
charged from further consideration of
the concurrent resolution (H. Con. Res.
105) expressing the sense of the Con-
gress relating to the elections in Alba-
nia scheduled for June 29, 1997, and ask
for its immediate consideration in the
House.

The Clerk read the title of the con-
current resolution.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from New York?

Mr. TRAFICANT. Reserving the
right to object, Mr. Speaker, I do not
plan to object, but I would like to yield
now to the distinguished chairman for
an explanation.

Mr. GILMAN. Mr. Speaker, will the
gentleman yield?

Mr. TRAFICANT. I yield to the gen-
tleman from New York.

Mr. GILMAN. Mr. Speaker, I thank
the gentleman for yielding.

At this time, Mr. Speaker, as Alba-
nian democracy is at a crossroads, our
thoughts and prayers are with the peo-
ple of Albania struggling to safeguard
the progress they have made toward
democracy and a market-based econ-
omy.

The Albanian people have suffered
enormous hardships throughout this
century. We have always been hopeful
that, having expelled their former
Communist overlords, the way would
be open for Albania’s citizens to enjoy
the true benefits of economic and polit-
ical progress.

The events that unfolded late last
year with the insolvency and the col-
lapse of several major investment
houses came as a deep disappointment.
The violence that erupted earlier this
year was a true shock to most Mem-
bers of the Congress, including myself.
Those forces or individuals who seek to
reap profit or political gain from the
unrest are to be condemned, and they
should have no place in Albania’s fu-
ture.
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Mr. Speaker, it is now time for us to

support Albania and to make certain
that the Albanians can resurrect their
civil society under legitimate govern-
mental authority. A decisive event will
be taking place in the national par-
liamentary elections that were sched-
uled for this Sunday, June 29.

Those elections must be held under
strict conditions that ensure the re-
sults are perceived as a legitimate ex-
pression of the political voices of the
Albanian people. The process must be
open, must be free and fair, so all polit-
ical viewpoints have the opportunity to
be heard, and the Albanian people can
exercise their own judgment as to
which political choices they need to
make.

Whatever the outcome, as long as the
election meets these standards, the
parties in Albania must respect the re-
sults. A large number of international
election monitors will be present, and I
trust that they will be able to report
favorably on the elections.

Mr. Speaker, we have a duty to con-
tinue to give all practical support to
the Albanian people, who have dem-
onstrated their good will toward our
people and toward our own Govern-
ment.

Accordingly, I urge our Members to
unanimously support this important
resolution. Our Committee on Inter-
national Relations considered it just
yesterday, and adopted a resolution
asking that it be considered on suspen-
sion, but the leadership, realizing the
time-sensitive nature of this issue, has
been good enough to schedule it under
unanimous-consent procedures.

Finally, I would like to thank the
gentleman from Indiana [Mr. HAMIL-
TON] for his cooperation in moving this
resolution to the floor in time to have
this statement recorded prior to the
elections. I also want to thank the gen-
tleman from Ohio [Mr. TRAFICANT], the
sponsor of this resolution, for his ef-
forts on this behalf, and more broadly,
for his efforts on behalf of the Albanian
democracy and the Albanian people.

Mr. TRAFICANT. Mr. Speaker, I
want to thank the chairman. I thank
all for giving this opportunity.

In March 1991, Albania held free elec-
tions for the first time in 45 years. Now
that fragile democracy has been
threatened. The Communists have
threatened not to honor the outcome of
this election unless they themselves
are successful. This resolution states
the United States of America and our
Congress support free and open elec-
tions in Albania, and urges all the par-
ties to respect the decision of the will
of the people in that collective vote.

This would not be possible without
the help of the gentleman from New
York [Mr. GILMAN], and he has cer-
tainly helped the cause of freedom
around the world.

There is one last thing before I close.
Albania could possibly become another
Bosnia. This is an important issue that
we undertake. I urge the Members to
support it.

Mrs. KELLY. Mr. Speaker, will the
gentleman yield?

Mr. TRAFICANT. I yield to the gen-
tlewoman from New York.

Mrs. KELLY. Mr. Speaker, I rise this
evening simply to concur with the dis-
tinguished chairman of the Committee
on International Relations. We have in
Albania a situation where there is a
nation emerging from a long darkness
into the full-fledged sunshine of democ-
racy. I feel that we in Congress need to
do all that we can to support and en-
courage this nation.

I strongly stand behind the distin-
guished gentleman from Ohio [Mr.
TRAFICANT] and the distinguished
chairman of the Committee on Inter-
national Relations, the gentleman
from New York [Mr. GILMAN].

I thank the gentleman very much for
yielding.

Mr. GILMAN. Mr. Speaker, I thank
the gentlewoman from New York for
her comments.

Mr. TRAFICANT. Mr. Speaker, it is
an honor to stand here on behalf of the
movement of freedom and democracy
in Albania. Speaker Pjeter Arbnori has
fought hard and struggled for that op-
portunity. The people of Albania will
have that opportunity.

Mr. Speaker, I support the resolution
and I withdraw my reservation of ob-
jection.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from New York?

There was no objection.
The Clerk read the concurrent reso-

lution, as follows:
H. CON. RES. 105

Resolved by the House of Representatives (the
Senate concurring), That it is the sense of the
Congress that—

(1) the elections in Albania scheduled for
June 29, 1997, should be free and open; and

(2) all political parties of Albania should
honor the results of such elections.

The concurrent resolution was agreed
to.

A motion to reconsider was laid on
the table.

f

GENERAL LEAVE

Mr. GILMAN. Mr. Speaker, I ask
unanimous consent that all Members
may have 5 legislative days within
which to revise and extend their re-
marks on House Concurrent Resolution
105, the matter just considered.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from New York?

There was no objection.
f

PERMISSION FOR COMMITTEE ON
BANKING AND FINANCIAL SERV-
ICES TO HAVE UNTIL MIDNIGHT
THURSDAY, JULY 3, 1997, TO FILE
REPORT ON H.R. 10, FINANCIAL
SERVICES COMPETITION ACT OF
1997

Mr. GILMAN. Mr. Speaker, I ask
unanimous consent that the Commit-
tee on Banking and Financial Services

have until midnight on Thursday, July
3, 1997, to file its report on H.R. 10, the
Financial Services Competition Act of
1997.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from New York?

There was no objection.
f

LEGISLATIVE PROGRAM

(Mr. FAZIO of California asked and
was given permission to address the
House for 1 minute and to revise and
extend his remarks.)

Mr. FAZIO of California. Mr. Speak-
er, I rise in order to yield to the major-
ity to learn about next week’s sched-
ule, or I should say the week after
next’s legislative program.

Mr. HASTERT. Mr. Speaker, will the
gentleman yield?

Mr. FAZIO of California. I yield to
the gentleman from Illinois.

Mr. HASTERT. Mr. Speaker, I am
pleased to announce that we have com-
pleted our legislative business for the
week. With the passage of the Balanced
Budget Act and the Taxpayer Relief
Act this week we have made an impor-
tant first step in our fight against wel-
fare spending and for lower taxes. This
bill just passed brings American fami-
lies the first tax cut in 16 years.

With that today, we begin the Fourth
of July district work period; and al-
though the majority whip will distrib-
ute an official schedule next week, I
would now like to outline some of the
major legislation the House will be
considering upon our return.

The House will reconvene on Tues-
day, July 8, at 12:30 p.m. for morning
hour and 2 p.m. for legislative business.
We will postpone any recorded votes
until 5 p.m. on Tuesday so our col-
leagues from the west coast can have
time to get back to Washington.

On Tuesday the House will take up
H.R. 849, a corrections day bill to pro-
hibit illegal aliens from receiving relo-
cation assistance; a number of suspen-
sions, a list of which will be distributed
next week; and the Military Construc-
tion Appropriations Act, which will be
subject to a rule.

On Wednesday, July 9, and Thursday,
July 10, the House will meet at 10 a.m.,
and on Friday, July 11, the House will
meet at 9 a.m. to take up the Intel-
ligence Authorization Act and the Inte-
rior appropriations bill. We will finish
legislative business by 2 p.m. on Fri-
day, July 11.

I wish everyone a wonderful Inde-
pendence Day, and I thank the gen-
tleman for yielding time to me.

Mr. FAZIO of California. Reclaiming
my time, Mr. Speaker, I simply have
two questions. That would go to the
Friday, July 11, schedule.

Is the gentleman really seriously ex-
pecting votes that day, or is that a pos-
sibility for eventual termination that
might somehow go away during the
week?

Mr. HASTERT. We have planned a
full schedule with appropriations bills
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being heard. It is our intent that we
will be in session that Friday until, I
think, 2 p.m.

Mr. FAZIO of California. During the
week does the gentleman expect us to
have any evenings beyond 6 or 7?

Mr. HASTERT. I think most of the
evenings we will be done by 7 p.m.

Mr. FAZIO of California. Mr. Speak-
er, I thank the gentleman, and I wish
all my colleagues a happy Fourth of
July, as well.

f

GENERAL LEAVE

Mr. HASTERT. Mr. Speaker, I ask
unanimous consent that all Members
may have 5 legislative days within
which to revise and extend their re-
marks on H.R. 2014, the bill just passed.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Illinois?

There was no objection.

f

GRANTING MEMBERS OF THE
HOUSE PRIVILEGE TO EXTEND
REMARKS AND INCLUDE EXTRA-
NEOUS MATERIAL IN CONGRES-
SIONAL RECORD FOR TODAY

Mr. HASTERT. Mr. Speaker, I ask
unanimous consent that for today all
Members be permitted to extend their
remarks and to include extraneous ma-
terial in that section of the RECORD en-
titled ‘‘Extension of Remarks.’’

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Illinois?

There was no objection.

f

DISPENSING WITH CALENDAR
WEDNESDAY BUSINESS ON
WEDNESDAY, JULY 9, 1997

Mr. HASTERT. Mr. Speaker, I ask
unanimous consent that the business
in order under the Calendar Wednesday
rule be dispensed with on Wednesday,
July 9, 1997.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Illinois?

There was no objection.

f

AUTHORIZING SPEAKER AND MI-
NORITY LEADER TO ACCEPT
RESIGNATIONS AND MAKE AP-
POINTMENTS NOTWITHSTANDING
ADJOURNMENT

Mr. HASTERT. Mr. Speaker, I ask
unanimous consent that notwithstand-
ing any adjournment of the House until
Tuesday, July 8, 1997, the Speaker, the
majority leader, and minority leader
will be authorized to accept resigna-
tions and to make appointments au-
thorized by law or by the House.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Illinois?

There was no objection.

DESIGNATION OF THE HONORABLE
CONSTANCE A. MORELLA TO ACT
AS SPEAKER PRO TEMPORE TO
SIGN ENROLLED BILLS AND
JOINT RESOLUTIONS THROUGH
TUESDAY, JULY 8, 1997

The SPEAKER pro tempore laid be-
fore the House the following commu-
nication from the Speaker:

WASHINGTON, DC,
June 26, 1997.

I hereby designate the Honorable CON-
STANCE A. MORELLA or, if not available to
perform this duty, the Honorable THOMAS M.
DAVIS to act as Speaker pro tempore to sign
enrolled bills and joint resolutions through
Tuesday, July 8, 1997.

NEWT GINGRICH,
Speaker of the House of Representatives.

The SPEAKER pro tempore. Without
objection, the designation is agreed to.

There was no objection.
f

b 1815

REPORT ON NATIONAL EMER-
GENCY WITH RESPECT TO
LIBYA—MESSAGE FROM THE
PRESIDENT OF THE UNITED
STATES (H. DOC. NO. 105–101)

The SPEAKER pro tempore (Mr.
LAHOOD) laid before the House the fol-
lowing message from the President of
the United States; which was read and
without objection, referred to the Com-
mittee on International Relations and
ordered printed.

To the Congress of the United States:
I hereby report to the Congress on

the developments since my last report
of January 10, 1997, concerning the na-
tional emergency with respect to Libya
that was declared in Executive Order
12543 of January 7, 1986. This report is
submitted pursuant to section 401(c) of
the National Emergencies Act, 50
U.S.C. 1641(c); section 204(c) of the
International Emergency Economic
Power Act (‘‘IEEPA’’) 50 U.S.C. 1703(c);
and section 505(c) of the International
Security and Development Cooperation
Act of 1985, 22 U.S.C. 2349aa–9(c).

1. As previously reported, on January
2, 1997, I renewed for another year the
national emergency with respect to
Libya pursuant to the IEEPA. This re-
newal extended the current comprehen-
sive financial and trade embargo
against Libya in effect since 1986.
Under these sanctions, virtually all
trade with Libya is prohibited, and all
assets owned or controlled by the Liby-
an government in the United States or
in the possession or control of U.S. per-
sons are blocked.

2. There have been no amendments to
the Libyan Sanctions Regulations, 31
C.F.R. Part 550 (the ‘‘Regulations’’),
administered by the Office of Foreign
Assets Control (OFAC) of the Depart-
ment of the Treasury, since my last re-
port on January 10, 1997.

3. During the last 6-month period,
OFAC reviewed numerous applications
for licenses to authorize transactions
under the Regulations. Consistent with
OFAC’s ongoing scrutiny of banking

transactions, the largest category of li-
cense approvals (68) concerned requests
by non-Libyan persons or entities to
unblock transfers interdicted because
of what appeared to be Government of
Libya interests. Two licenses author-
ized the provision of legal services to
the Government of Libya in connection
with actions in U.S. courts in which
the Government of Libya was named as
defendant. Licenses were also issued
authorizing diplomatic and U.S. gov-
ernment transactions and to permit
U.S. companies to engage in trans-
actions with respect to intellectual
property protection in Libya. A total
of 75 licenses were issued during the re-
porting period.

4. During the current 6-month period,
OFAC continued to emphasize to the
international banking community in
the United States the importance of
identifying and blocking payments
made by or on behalf of Libya. The of-
fice worked closely with the banks to
assure the effectiveness in interdiction
software systems used to identify such
payments. During the reporting period,
more than 100 transactions potentially
involving Libya were interdicted.

5. Since my last report, OFAC col-
lected 13 civil monetary penalties to-
taling nearly $90,000 for violations of
the U.S. sanctions against Libya. Ten
of the violations involved the failure of
banks to block funds transferred to
Libyan-controlled financial institu-
tions or commercial entities in Libya.
Three U.S. corporations paid the OFAC
penalties for export violations as part
of the global plea agreements with the
Department of Justice. Sixty-seven
other cases are in active penalty proc-
essing.

6. Various enforcement actions car-
ried over from previous reporting peri-
ods have continued to be aggressively
pursued. Numerous investigations are
ongoing and new reports of violations
are being scrutinized.

7. The expenses incurred by the Fed-
eral Government in the 6-month period
from January 7 through July 6, 1997,
that are directly attributable to the
exercise of the powers and authorities
conferred by the declaration of the Lib-
yan national emergency are estimated
at approximately $660,000.00. Personnel
costs were largely centered in the De-
partment of the Treasury (particularly
in the Office of Foreign Assets Control,
the Office of the General Counsel, and
the U.S. Customs Service), the Depart-
ment of State, and the Department of
Commerce.

8. The policies and the actions of the
Government of Libya continue to pose
an unusual and extraordinary threat to
the national security and foreign pol-
icy of the United States. In adopting
United Nations Security Council Reso-
lution 883 in November 1993, the Secu-
rity Council determined that the con-
tinued failure of the Government of
Libya to demonstrate by concrete ac-
tions its renunciation of terrorism, and
in particular its continued failure to
respond fully and effectively to the re-
quests and decisions of the Security
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Council in Resolutions 731 and 748, con-
cerning the bombing of the Pan Am 103
and UTA 772 flights, constituted a
threat to international peace and secu-
rity. The United States will continue
to coordinate its comprehensive sanc-
tions enforcement efforts with those of
other U.N. member states. We remain
determined to ensure that the per-
petrators of the terrorist acts against
Pan Am 103 and UTA 772 are brought to
justice. The families of the victims in
the murderous Lockerbie bombing and
other acts of Libyan terrorism deserve
nothing less. I shall continue to exer-
cise the powers at my disposal to apply
economic sanctions against Libya fully
and effectively, so long as those meas-
ures are appropriate, and will continue
to report periodically to the Congress
on significant developments as re-
quired by law.

WILLIAM J. CLINTON.
THE WHITE HOUSE, June 26, 1997.

f

ANNUAL REPORT OF CORPORA-
TION FOR PUBLIC BROADCAST-
ING, 1996—MESSAGE FROM THE
PRESIDENT OF THE UNITED
STATES

The SPEAKER pro tempore laid be-
fore the House the following message
from the President of the United
States; which was read and, together
with accompanying papers, without ob-
jection, referred to the Committee on
Commerce.
To the Congress of the United States:

In accordance with the Communica-
tions Act of 1934, as amended (47 U.S.C.
396(i)), I transmit herewith the Annual
Report of the Corporation for Public
Broadcasting for Fiscal Year 1996 and
the Inventory of the Federal Funds
Distributed to Public Telecommuni-
cations Entities by Federal Depart-
ments and Agencies: Fiscal Year 1996.

WILLIAM J. CLINTON.
THE WHITE HOUSE, June 26, 1997.

f

H.R. 1494, THE APPREHENSION OF
TAINTED MONEY ACT

(Mr. GEKAS asked and was given
permission to address the House for 1
minute and to revise and extend his re-
marks.)

Mr. GEKAS. Mr. Speaker, I wish the
gentleman from New Jersey had re-
mained so that he would be able to as-
sert that the provision that he was
talking about in the inheritance tax
portion of the tax bill was rec-
ommended for the package by the
Democrats, the Clinton administration
Secretary of the Treasury. And we are
wondering whether or not Senator
KENNEDY or Senator ROCKEFELLER or
which Member of the Senate has ap-
proved of that provision. So we wel-
come debate with the gentleman from
New Jersey about the source of that
provision.

In the meantime, we remember, do
we not, when the Democratic National
Committee declared that some moneys
that they had received, thousands of

dollars from a convicted drug dealer,
were illegal contributions to the Demo-
cratic National Committee. We were
all shocked, not just by that but by the
assertion that the Democratic National
Committee was going to return this
money to the convicted drug dealer.
That is more shocking than anything.

We have introduced legislation to
cause those kinds of declarations to re-
sult in illegal moneys being put in es-
crow to see if the taxpayers can re-
cover some of this money for good pur-
poses, not for drug purposes.

Mr. Speaker, once again, I would like to
draw the attention of this body and the Nation
to an absurdity in Federal election law—an ab-
surdity that is causing criminals and alleged
wrongdoers to be rewarded with thousands of
dollars in tainted money.

Federal election law requires political com-
mittees that have received illegal campaign
funds to return that money to the illegal do-
nors who gave it. This means that the very
people who inject tainted money into our cam-
paign finance system get that money back—if
their wrongdoing is discovered.

I have introduced legislation to correct this
absurdity.

The Apprehension of Tainted Money Act
(H.R. 1494) would tie up illegal campaign con-
tributions that a political committee would oth-
erwise return to donors and give Federal offi-
cials a chance to investigate. Specifically, if a
political committee were returning illegal, or
certain other campaign contributions, it would
have to transfer this tainted money to an es-
crow account at the Federal Election Commis-
sion. Funds in the escrow account could be
used by the FEC or the Justice Department to
pay appropriate fines and penalties under our
election or criminal laws.

There is a special urgency and importance
behind my message today because of two
events happening next week.

First, June 30 marks the date on which the
Democrat National Committee long ago prom-
ised to return the tainted money it received
during the 1996 election cycle. This money
was used by the DNC in the election, so jus-
tice is not done by returning the tainted money
at this late date. But to add injury to injury—
a mere insult would be a blessing here—this
tainted money is going back to the illegal con-
tributors who gave it! Having influenced a Fed-
eral election and perpetrated a fraud on the
American people, these criminals are getting
back the tools of their trade!

Second, July 4 is the date next week which
President Clinton made a target in his State of
the Union Address for Congress to get cam-
paign finance reform legislation to him for sig-
nature. As everyone knows, the ambitious re-
forms have hit many stumbling blocks, and
they are not likely to pass. Therefore, modest,
incremental reforms like this one—which only
tries to assure that campaign finance laws are
enforced—must move forward.

I introduced my tainted money bill on April
30. The House Judiciary Subcommittee on
Commercial and Administrative Law held a
hearing on this bill on May 14. We took testi-
mony from the Federal Election Commission,
the Department of Justice, election law practi-
tioners, and an ethics and campaign finance
watchdog organization. In light of their very in-
structive testimony, we have revised the bill,
improving it in a variety of ways.

At the appropriate time, I will offer my revi-
sion as a substitute for the original language
of the bill because of the many improvements
the revision makes. Among them, the revised
bill extends its coverage to illegal soft money
contributions. The revised version also gives
the Federal Election Commission
disgorgement authority so that the FEC can
prevent unjust enrichment of campigan con-
tributors who would receive a return of tainted
money.

The revised bill ensures that ‘innocent’ con-
tributors—those who have not violated election
law or who have mistakenly violated the law in
a trivial way—are not subjected to public em-
barrassment or stigma.

The revised version also improves the ‘‘es-
crow trigger’’ so that more illegal contributions
go into escrow, while only a small number of
innocent contributions would be delayed by re-
turn through the escrow process. The ‘‘auto-
matic return trigger,’’ which assures that agen-
cies cannot keep money in escrow forever, is
changed so that the Federal Election Commis-
sion and Department of Justice can keep in-
vestigations confidential if prudence requires
it.

There are several other changes that im-
prove the legislation further. I will happily
make available to any member a copy of the
revision and documentation of the changes.

As I have said before, there should be no
delay in moving this legislation forward. Taint-
ed money is out there right now awaiting re-
turn to the people who violated our laws in
giving it. The Apprehension of Tainted Money
Act (H.R. 1494) would simply stop this prac-
tice and advance the uncontroversial goal of
enforcing current campaign finance law.

f

FURTHER MESSAGE FROM THE
SENATE

A further message from the Senate
by Mr. Lundegan, one of its clerks, an-
nounced that the Senate had passed
without amendment a concurrent reso-
lution of the House of the following
title:

H. Con. Res. 108. Concurrent resolution
providing for an adjournment or recess of the
two Houses.

f

SPECIAL ORDERS

The SPEAKER pro tempore. Under
the Speaker’s announced policy of Jan-
uary 7, 1997, and under a previous order
of the House, the following Members
will be recognized for 5 minutes each.

f

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Michigan [Mr. BONIOR] is
recognized for 5 minutes.

[Mr. BONIOR addressed the House.
His remarks will appear hereafter in
the Extensions of Remarks.]

f

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Michigan [Mr. EHLERS] is
recognized for 5 minutes.

[Mr. EHLERS addressed the House.
His remarks will appear hereafter in
the Extensions of Remarks.]
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The SPEAKER pro tempore. Under a

previous order of the House, the gen-
tleman from Massachusetts [Mr.
FRANK] is recognized for 5 minutes.

[Mr. FRANK of Massachusetts ad-
dressed the House. His remarks will ap-
pear hereafter in the Extensions of Re-
marks.]

f

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from California [Mr. DREIER] is
recognized for 5 minutes.

[Mr. DREIER addressed the House.
His remarks will appear hereafter in
the Extensions of Remarks.]

f

The SPEAKER pro tempore. Under a
previous order of the House, the gentle-
woman from the District of Columbia
[Ms. NORTON] is recognized for 5 min-
utes.

[Ms. NORTON addressed the House.
Her remarks will appear hereafter in
the Extensions of Remarks.]

f

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from North Carolina [Mr.
JONES] is recognized for 5 minutes.

[Mr. JONES addressed the House. His
remarks will appear hereafter in the
Extensions of Remarks.]

f

NEW TAX PLAN DOES NOT
FULFILL BARGAIN WITH AMERICA

The SPEAKER pro tempore. Under a
previous order of the House, the gentle-
woman from Texas [Ms. JACKSON-LEE]
is recognized for 5 minutes.

Ms. JACKSON-LEE of Texas. Mr.
Speaker, the reason why it is difficult
to be at this podium is because I
thought it was extremely important to
take a moment to explain to the Amer-
ican people just what occurred here
today.

Mr. Speaker, first of all, it is inter-
esting that this debate began more
than 2 years ago with a claim to the
American people that the real focus
would be on changing radically the tax
system. Whether it was on a consump-
tion tax or a flat tax, the key was sim-
plification and equality. At least that
is what we thought the debate was all
about.

But, Mr. Speaker, in the course of
dealing with the political winds, today
we voted on a tax bill that is unequal
and does not hold its bargain and its
partnership with the American people.
First of all, let me share that included
in these documents will be the so-
called changes that were made in the
tax bill. It is recognized that, yes,
there were some tax cuts made by the
Republicans, but it also is accurate
that that tax cut does not impact the
bulk of working Americans.

Mr. Speaker, there was some rep-
resentation about the Joint Committee
on Taxation, holding that body, bipar-
tisan that it is supposed to be, as the
standard bearer to suggest that the Re-

publican tax bill does meet the require-
ments of working Americans.

They do seem to suggest that those
making between $20,000 and $75,000
would get 71 percent of the tax cuts
under the Republican bills, and those
making $75,000 to $100,000, 16 percent.
But yet the Treasury Department cal-
culations of that same bill indicate the
real facts.

Under that bill, those making 30,000
to 75,000, the bill that was just passed,
get a mere 19 percent. Nineteen percent
of those who make that amount of
money would be able to get tax cuts
under the Republican bill. Mr. Speaker,
$75,000 to 100,000, if that is a taxpayer’s
earnings, only 13 percent would be able
to come under the Republican bill. But
if they made over 100,000 up to 200,000,
32 percent would benefit. And if they
made over 200,000-plus, 31 percent
would benefit.

Mr. Speaker, let me simply say that
it is not only those of us who voted
against the Republican bill that ac-
knowledge that it is skewed to the
high-income individuals in this coun-
try who have not asked for a tax cut.
The Wall Street Journal on Thursday,
June 26 said, ‘‘According to more reli-
able Treasury estimates, when the bill
is fully effective, the top 1 percent of
taxpayers would get 19 percent of the
benefits under the House bill. Con-
versely, the bottom three-fifths of fam-
ilies get only 12 percent.’’

This same article notes that the Re-
publican-run Congressional Tax Com-
mittee, the very tax committee that
says those who make 20,000 to 75,000
will get 71 percent, in this article, the
Wall Street Journal says, not nec-
essarily a captive of the so-called
Democratic liberals, says, ‘‘The Repub-
lican-run congressional tax committee
has put out phony estimates of both
the distribution effects and costs only
calculating the first 5 years. The bills
are back-loaded so that the tax cuts for
capital gains, estate taxes, and new re-
tirement accounts explode in 5 to 10
years.’’

Mr. Speaker, we went to the floor
today and we called on God. Some of
us, those in the Republican side, want-
ed to claim John F. Kennedy. Well, let
me cite the last time we made major
tax cuts: Under the Reagan administra-
tion in 1981. That skewing of tax cuts
resulted in the trillion dollar deficit
that we face in this country. Many
would argue that it was tax and spend.

We all understand that there is a
connection between taxation and
spending. But, yet, my colleagues on
the other side of the aisle want to
argue against the budget plan of 1993.
Mr. Speaker, I was not here; that of-
fered to the American people today the
lowest deficit in our history, some $50
billion and going down.

So now we have heard the American
people. But we responded to the trillion
dollar debt created by the Reagan tax
plan giving all of it to the rich by cre-
ating a difficult vote in 1993 that, yes,
raised some of the taxes. But, Mr.

Speaker, it brought the deficit down.
And then the American people spoke
again and said they wanted a balanced
budget. I have voted for a balanced
budget. But in saying that, they said
something else.

Mr. Speaker, if I can add these in the
record, let me say as I close, they said
something else. They said they believe
in the Democratic tax plan because it
stood for working Americans, those
making under $75,000. This is what my
colleagues voted for: confusion and
one-sidedness. I hope we will get this
straightened out.

Mr. Speaker, I include the following
for the RECORD:

Forty-five percent of the children in Texas
do not get the child credit under the Repub-
lican bill. That’s more than 3.3 million children.
[From the Wall Street Journal, June 26, 1997]
THIS REPUBLICAN TAX-CUT DOG WON’T HUNT

(By Albert R. Hunt)
‘‘Taxes are the killing fields for Demo-

crats,’’ Grover Norquist, the irrepressible
conservative activist, predicted to Time
magazine this week.

After the government shutdown and mini-
mum wage defeats of the last Congress and
the disaster relief debacle of last month, the
GOP hopes that finally the political game is
being played on their turf. They’re living in
yesteryear.

The case for any tax cut in this booming
economy is dubious. If President Clinton
gets his way, precious few additional kids
are going to get college education because of
this tax bill. If the Republicans get their
way, the tax bill is going to add precious few
jobs.

Moreover, voters should feel duped by this
debate. Last year, the Republicans stressed a
simpler and flatter tax code; their proposals
create more special preferences and a more
complicated code. In 1996, the Democrats em-
phasized equity; whatever emerges, however,
will be skewed heavily to upper-income indi-
viduals and exacerbate the income gap be-
tween rich and poor.

Thus the battle over the size and shape of
tax cuts over the next month is about poli-
tics. The heart of the GOP tax cut effort—
capital gains and estate tax relief—resonates
with campaign contributors, not with voters.
When it comes to the specific proposals be-
fore Congress today, according to this past
weekend’s Wall Street Journal/NBC News
poll, Americans side with the Democrats by
a lopsided 2-to-1 margin.

The House and Senate both likely will pass
separate Republican-crafted bills this week.
Both bills, however, are so bad—a bonanza
for the affluent, crumbs for the working
class and eventually costly—that President
Clinton will enjoy enormous leverage in the
negotiations over distribution and costs. The
Republican-run congressional tax committee
has put out phony estimates of both the dis-
tribution effects and the costs, only calculat-
ing the first five years; the bills are back-
loaded so that tax cuts for capital gains, es-
tate taxes and new retirement accounts ex-
plode in five to 10 years.

According to more reliable Treasury esti-
mates, when the bill is fully effective, the
top 1% of taxpayers would get 19.3% of the
benefits under the House bill and 13.3% under
the Senate version. Conversely, the bottom
three-fifths of families get only about 12% in
both measures. The liberal Center on Budget
and Policy Priorities argues that the Treas-
ury underestimates the case; it calculates
that under the House Republican tax and
spending measures, the poorest 20% of the
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population would actually lose income while
the wealthiest 1% ultimately would get an
annual average tax cut of $27,155.

Under this so-called balanced-budget
agreement, the net tax cuts can’t exceed $250
billion over the next 10 years. But with the
back-loading in the following 10 years, the
House bill would cost between $650 billion
and $700 billion, while the Senate version
would cost around $600 billion.

Even worse, in order to shoehorn in tax
breaks for their wealthier constituents, the
Republican bills shamefully shortchange the
working poor. Conservatives have long ar-
gued that the tax code shouldn’t be used to
redistribute income. Yet that’s exactly what
these Republican bill do.

A critical issue is whether the politically
popular, if economically questionable, $500
child credit goes to the working poor. Last
week House Speaker Newt Gingrich charged
that the Democrats’ efforts to give more to
the working poor amounted to a ‘‘welfare’’
sop.

Republicans would deny the child credit to
workers who already are receiving the
earned income tax credit. They argue that
since the EITC wipes out income tax liabil-
ities for these people, they don’t deserve the
credit.

The real reason they want to deny these
taxpayers the credit is that they want to use
the money for tax breaks on capital gains,
estates and retirement accounts. Both the
GOP’s Contract With America in 1994 and the
tax bill that Senate Republican leader Trent
Lott introduced earlier this year proposed to
give the child care credit to EITC bene-
ficiaries. The House bill would deny this to
six million kids and the Senate bill would
deny it to four million in this category.
Moreover, ever since the EITC was enacted
in 1975, its purpose was to offset not only in-
come taxes but the regressive payroll taxes
that all of these recipients pay; until it be-
came a budgetary inconvenience, most Re-
publicans supported that notion.

This is best illustrated by a real situation.
A starting police officer in Gwinnett County,
GA.—coincidentally part of Speaker Ging-
rich’s district—is paid $23,078 a year. If his
family has two kids, it gets a $1,668 earned
income tax credit, which offsets its $675 in
federal taxes and yields a check for $993. But
that family pays $1,760 in payroll taxes (most
economists would also add the employer’s
share of payroll taxes too) and another $354
in federal excise taxes. Thus, even after the
EITC, this police officer’s family’s out-of-
pocket federal taxes would be at least $1,121
and in reality more like $2,881.

Mr. Gingrich and company apparently be-
lieve giving that young police officer and his
family the child credit is welfare. In truth,
these are working people who most need
help. The bottom line in the House GOP tax
measure: Bill Gates would get capital gains
and estate tax reductions and even a new
IRA provision that would let him take a
$4,000 tax break for educational expenses for
his kids, but a $23,000-a-year rookie cop
would be denied a tax credit for his kids.

The Clinton administration is calculating
how to reshape the tax legislation in the
next month and may set some benchmarks
for what’s unacceptable. One possibility
under consideration is that the cost of the
tax cuts in the second 10 years couldn’t ex-
ceed $500 billion, about halfway between the
House Democratic and Republican measures.
And top administration officials say that at
least 40% of the tax-cut benefits should go to
the bottom 60% of taxpayers. That would
still be regressive but much less onerous.

Republicans hope—and more than a few
Democrats fear—that if the president gets
his college tuition tax breaks, he’ll cave on
the other issues. Some also note that many

of those Lincoln bedroom guests and cam-
paign contributors of 1996 would do very well
by these tax bills.

But congressional Republicans are notori-
ous in misjudging Bill Clinton if the politics
are on his side. In this fight, that’s where
they are.

f
The SPEAKER pro tempore. Under a

previous order of the House, the gen-
tleman from Ohio [Mr. CHABOT] is rec-
ognized for 5 minutes.

[Mr. CHABOT addressed the House.
His remarks will appear hereafter in
the Extensions of Remarks.]

f

WEI JINGSHENG SUFFERS
BEATING IN CHINESE PRISON

The SPEAKER pro tempore. Under a
previous order of the House, the gentle-
woman from California [Ms. PELOSI] is
recognized for 5 minutes.

Ms. PELOSI. Mr. Speaker, I rise in
great sadness this evening to report to
our colleagues in the House of Rep-
resentatives that, since the activity on
this floor earlier this week regarding
sending a signal to China about our se-
riousness about human rights, there
are reports out of Beijing, both Reuters
and AP, that veteran dissident Wei
Jingsheng has been severely beaten by
other prison inmates who were told
they could get reduced prison sen-
tences if they attacked him.

Mr. Speaker, Wei Jingsheng is known
as the Sakharov of China. He is the
leading pro-democracy dissident there
and has been in prison for 14 years. He
has been in prison since the Democracy
Wall demonstrations in 1979. He was re-
leased for a couple of months when
China wanted to get the Olympics, and
then rearrested after a meeting with
Assistant Secretary of State John
Shattuck, Secretary for Human Rights
and Democracy.

Mr. Speaker, Wei has been there and
he will not be contrite. He will not
apologize for his pro-democratic state-
ments and he is sentenced to another
14-year sentence for speaking out
peacefully for pro-democratic change.
He is being beaten by the other in-
mates, as I said, and they are getting
reduced sentences if they strike him.
His health is not good, it has not been
good, and he is not receiving appro-
priate medical attention.

Mr. Speaker, I am very pleased that
our Democratic leader in the House,
the gentleman from Missouri [Mr. GEP-
HARDT] has written to Secretary
Albright regarding the news about Wei
Jingsheng. He expressed his concern
about the reports and mentioned that
Wei has been a symbol of hope for
those who wish to confront Chinese
tyranny. The gentleman mentioned
that he as well as many of us are great
admirers of Wei’s commitment to the
struggle for freedom. The gentleman
from Missouri urges Secretary Albright
to raise the issue at the highest levels
during her upcoming trip to Hong Kong
and use all diplomatic and other avail-
able sources to fight for Wei’s safety
and release.

Mr. Speaker, Wei Jingsheng has re-
ceived the European Parliament’s
Sakharov Prize. He has been nomi-
nated for the Nobel Peace Prize, and he
is being kicked in the neck in the Chi-
nese prisons and his tormenters are
given time off for that so-called good
behavior.

I bring this up at this time because
there is a delegation leaving for Hong
Kong for the changeover that will take
place on June 30. Secretary Albright
has stated that she will not attend the
event which is the swearing in of the
puppet legislature.

Mr. Speaker, just as a matter of
background, briefly, there is a demo-
cratically elected legislature called
Legco in Hong Kong. In preparation for
the takeover, the Chinese regime has
appointed a puppet legislature which
will take over July 1 as they throw out
the democratically elected legislature.
So much for Democratic freedoms in
Hong Kong.

It is a travesty that this Government
of the United States, especially under
the circumstances of Wei Jingsheng’s
torment, will be sending our consul
general to legitimize this illegal legis-
lature that is going to be sworn in on
Tuesday.

Mr. Speaker, I call upon the Sec-
retary of State, who never intended to
attend the legislative swearing in in
the first place because the administra-
tion knew that it was not appropriate,
to withdraw the possibility that the
consul general to Hong Kong, the rep-
resentative of the United States, and
other representatives of the State De-
partment not attend. Not attend.

And, Mr. Speaker, I would certainly
hope that no Member of the Congress
of the United States would legitimize
the illegal legislature that has been
handpicked by Beijing to replace the
democratically elected legislature. Its
term has at least one more year to run.

It is interesting to me, though, to see
the contradiction from the administra-
tion. On the one hand, they used on
this floor and in their correspondence,
and they used in a letter from the
President of the United States, the
name of Martin Lee as the leading
democrat in Hong Kong, as the leading
person to say support MFN for China;
it is good for Hong Kong. And they
used his credentials as the top demo-
cratically elected legislator in Hong
Kong. Martin Lee, Martin Lee. He is a
champion of democracy and his name
was used earlier on the floor this week.
And now Martin Lee will be ousted, re-
placed by a puppet legislature, and we
in the United States, the greatest de-
mocracy in the world, will have our
representatives there to legitimize
that effort.

Mr. Speaker, I urge Members of Con-
gress not to attend. I urge the adminis-
tration not to send representatives to
that swearing in.
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SUPPORT FOR WEI JINGSHENG

(Mr. GINGRICH asked and was given
permission to address the House for 1
minute.)

Mr. GINGRICH. Mr. Speaker, I sim-
ply want to associate myself with all of
those who are concerned about the
news reports begun by Reuters, quote
‘‘China imposes new punishments on
dissident Wei.’’

b 1830

As somebody who has supported
opening a dialog with the Chinese Gov-
ernment, I simply want to say that I
hope that the Secretary of State is
going to make the strongest possible
representation on behalf of Mr. Wei,
that the United States Government is
going to insist on an accounting for
what is happening to him and that we
are going to make clear to the Chinese
Government that our commitment to
human rights, our concern for political
prisoners and our insistence on some
standard of decency are real, run
across all of American society, and
that they should not assume that one
vote one way or the other on a particu-
lar item indicates that they have a
blank check to oppress human beings.

I appreciate the gentlewoman from
California for bringing this to the
House’s attention. I hope that Sec-
retary Albright will make the strong-
est possible representation on this
issue.

f

The SPEAKER pro tempore (Mr.
LAHOOD). Under a previous order of the
House, the gentleman from Florida
(Mr. SCARBOROUGH) is recognized for 5
minutes.

[Mr. SCARBOROUGH addressed the
House. His remarks will appear here-
after in the Extensions of Remarks.]

f

CLINTON’S ENDORSEMENT OF THE
NEW EPA AIR REGULATIONS

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Michigan [Mr.
KNOLLENBERG] is recognized for 5 min-
utes.

Mr. KNOLLENBERG. Mr. Speaker, I
rise today to express my absolute dis-
appointment, frankly disgust with the
President’s decision endorsing the
EPA’s stricter regulations on air pollu-
tion. The President says that the rea-
son for imposing these new rigorous
regulations was because he, and I,
quote, thinks kids ought to be healthy.
I agree with him. But I also think it is
in the best interest of America’s kids if
their parents are able to remain em-
ployed.

And frankly, the new proposals may
in fact hurt our kids. The current clean
air standards already require cities to
have emission-control plans to ensure
the air is cleaner each year. As stated
in the June 24 Wall Street Journal,
current emission control plans will be
thrown out while the new ones are
being written. This will actually slow,

slow the clean air progress perhaps for
years. And in the process our workers
will be placed at risk. The unions know
these standards will cost workers their
jobs. That is why many are opposing
the EPA’s stricter standards.

I think we need to ask ourselves,
when is enough enough? How many
jobs must we lose to clean up the air
more than it is? There is a point of di-
minishing returns where the cost far
outweighs any benefits. Mr. Speaker,
the Browner-Gore-Clinton EPA stand-
ards reaches that point.

We have made great progress in the
last 20 years. Today the air is cleaner
than it has ever been. When our cur-
rent standards were put in place, the
majority of our States and commu-
nities could not comply. Today over 96
percent, over 96 percent of our commu-
nities in nearly every State is able to
comply with the current standards.
Compliance has carried an expensive
price tag but improving our environ-
ment and our air was necessary to pro-
tect the future of our country.

I believe we have succeeded. Now is
not the time to turn the tables on
these successes and apply more regula-
tions and tougher standards on our
communities, our workers and our fam-
ilies.

Right now, Mr. Speaker, the Presi-
dent is about to make perfect the
enemy of good. Pushed by the most
radical, including the Vice President
and EPA Administrator Carol Browner,
he is about to sacrifice our workers,
our jobs and our economy at the altar
of perfect air.

I and many others are not ready to
blindly follow. I think we know the
facts. We studied the circumstances
and we have seen the data. For exam-
ple, a New England Journal of Medicine
study has said our children are harmed
more by cockroaches, dust mites and
mold than by our current air. Only 4 of
the EPA’s 21 scientists who serve on
the Clean Air Scientific Advisory Com-
mittee actually supported the tougher
standards that the President has en-
dorsed. Even Newsweek provided a fea-
ture issue on how to protect your chil-
dren from asthma. And almost nothing
in that article, nothing focused on our
current air standards as the problem.

The PR game has begun and the
President is beginning to play his part
on the bully pulpit. But I would sug-
gest we not buy the snake oil that is
being sold. His evidence is razor-thin
and the costs are steep for our commu-
nities, our businesses, our workers, and
our families.

Today we have a strong coalition,
Republicans included, Democrats, busi-
ness leaders, workers, who oppose these
new regulations. I believe we need to
stop the new EPA regulations before
they do damage to America.

We need to commend our commu-
nities for the great progress that they
have made on clean air and progress
they have made. Instead, it seems
President Clinton wants to reward
them by punishing them with these im-

possible standards which they may
never ever be able to meet.

f

COMMUNICATION FROM THE
CHAIRMAN OF THE COMMITTEE
ON THE BUDGET REGARDING
CURRENT LEVELS OF SPENDING
AND REVENUES REFLECTING AC-
TION COMPLETED AS OF JUNE
12, 1997 FOR FISCAL YEARS 1997–
2001

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Ohio [Mr. KASICH] is rec-
ognized for 5 minutes.

Mr. KASICH. Mr. Speaker, on behalf of the
Committee on the Budget and pursuant to
sections 302 and 311 of the Congressional
Budget Act, I am submitting for printing in the
CONGRESSIONAL RECORD an updated report on
the current levels of on-budget spending and
revenues for fiscal year 1997 and for the 5-
year period, fiscal year 1997 through fiscal
year 2001.

This report is to be used in applying the fis-
cal year 1997 budget resolution (H. Con. Res.
178), for legislation having spending or reve-
nue effects in fiscal years 1997 through 2001.

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,

Washington, DC, June 19, 1997.
Hon. NEWT GINGRICH,
Speaker, House of Representatives,
Washington, DC.

DEAR MR. SPEAKER: To facilitate applica-
tion of sections 302 and 311 of the Congres-
sional Budget Act, I am transmitting a sta-
tus report on the current levels of on-budget
spending and revenues for fiscal year 1997
and for the 5-year period fiscal year 1997
through fiscal year 2001.

The term ‘‘current level’’ refers to the
amounts of spending and revenues estimated
for each fiscal year based on laws enacted or
awaiting the President’s signature as of June
12, 1997.

The first table in the report compares the
current level of total budget authority, out-
lays, and revenues with the aggregate levels
set by H. Con. Res. 178, the concurrent reso-
lution on the budget for fiscal year 1997 as
adjusted pursuant to 606(e) of the Budget Act
for continuing disability reviews. This com-
parison is needed to implement section 311(a)
of the Budget Act, which creates a point of
order against measures that would breach
the budget resolution’s aggregate levels. The
table does not show budget authority and
outlays for years after fiscal year 1997 be-
cause appropriations for those years have
not yet been considered.

The second table compares the current lev-
els of budget authority, outlays, and new en-
titlement authority of each direct spending
committee with the ‘‘section 602(a)’’ alloca-
tions for discretionary action made under H.
Con. Res. 178 for fiscal year 1997 and for fis-
cal years 1997 through 2001. ‘‘Discretionary
action’’ refers to legislation enacted after
adoption of the budget resolution. This com-
parison is needed to implement section 302(f)
of the Budget Act, which creates a point of
order against measures that would breach
the section 602(a) discretionary action allo-
cation of new budget authority or entitle-
ment authority for the committee that re-
ported the measure. It is also needed to im-
plement section 311(b), which exempts com-
mittees that comply with their allocations
from the point of order under section 311(a).

The third table compares the current lev-
els of discretionary appropriations for fiscal
year 1997 with the revised ‘‘section 602(b)’’
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sub-allocations of discretionary budget au-
thority and outlays among Appropriations
subcommittees. This comparison is also
needed to implement section 302(f) of the
Budget Act, because the point of order under
that section also applies to measures that
would breach the applicable section 602(b)
sub-allocation. The revised section 602(b)
sub-allocations were filed by the Appropria-
tions Committee on September 27, 1996.

Sincerely,
JOHN R. KASICH,

Chairman.

Enclosures.

REPORT TO THE SPEAKER FROM THE COMMITTEE ON THE
BUDGET—STATUS OF THE FISCAL YEAR 1997 CON-
GRESSIONAL BUDGET ADOPTED IN HOUSE CONCUR-
RENT RESOLUTION 178

[Reflecting action completed as of June 12, 1997—On-budget amounts, in
millions of dollars]

Fiscal years—

1997 1997–2001

Appropriate Level (as amended by P.L. 104–
93):

Budget authority ....................................... 1,314,935 6,956,507
Outlays ...................................................... 1,311,321 6,898,627
Revenues ................................................... 1,083,728 5,913,303

Current Level:
Budget authority ....................................... 1,324,402 (1)
Outlays ...................................................... 1,324,181 (1)
Revenues ................................................... 1,104,262 5,975,917

Current Level over(+)/under(¥) Appropriate
Level:

Budget authority ....................................... 9,467 (1)
Outlays ...................................................... 12,860 (1)
Revenues ................................................... 20,534 62,614

1 Not applicable because annual appropriations Acts for Fiscal Years 1997
through 2001 will not be considered until future sessions of Congress.

BUDGET AUTHORITY

FY 1997 budget authority exceeds the ap-
propriate level set by H. Con. Res. 178 as
amended by P.L. 104–93. Enactment of meas-
ures providing any new budget authority for
FY 1997 would be subject to point of order
under section 311(a) of the Congressional
Budget Act of 1974.

OUTLAYS

FY 1997 outlays exceed the appropriate
level set by H. Con. Res. 178 as amended by
P.L. 104–93. Enactment of measures provid-
ing any new outlays for FY 1997 would be
subject to point of order under section 311(a)
of the Congressional Budget Act of 1974.

REVENUES

Enactment of any measure that would re-
sult in any revenue loss in excess of
$20,534,000,000 for FY 1997 (if not already in-
cluded in the current level estimate) or in
excess of $62,614,000,000 for FY 1997 through
2001 (if not already included in the current
level) would cause revenues to be less than
the recommended levels of revenue set by H.
Con. Res. 178.

DIRECT SPENDING LEGISLATION—COMPARISON OF CURRENT LEVEL WITH COMMITTEE ALLOCATIONS PURSUANT TO BUDGET ACT SECTION 602(a), REFLECTING ACTION COMPLETED
AS OF JUNE 12, 1997

[Fiscal years, in millions of dollars]

1997 1997–2001

BA Outlays NEA BA Outlays NEA

House Committee:
Agriculture:

Allocation ............................................................................................................................................................................. 0 0 0 0 0 4,996
Current level ........................................................................................................................................................................ 5 5 5 55 55 55
Difference ............................................................................................................................................................................ 5 5 5 55 55 ¥4,941

National Security:
Allocation ............................................................................................................................................................................. ¥1,579 ¥1,579 0 ¥664 ¥664 0
Current level ........................................................................................................................................................................ ¥102 ¥102 ¥21 ¥289 ¥289 ¥34
Difference ............................................................................................................................................................................ 1,477 1,477 ¥21 375 375 ¥34

Banking, Finance and Urban Affairs:
Allocation ............................................................................................................................................................................. ¥128 ¥3,700 0 ¥711 ¥4,004 0
Current level ........................................................................................................................................................................ 0 ¥6 0 0 0 0
Difference ............................................................................................................................................................................ 128 3,694 0 711 4,004 0

Economic and Educational Opportunities:
Allocation ............................................................................................................................................................................. ¥912 ¥800 ¥152 ¥3,465 ¥3,153 7,669
Current level ........................................................................................................................................................................ 1,967 1,635 1,816 11,135 10,296 8,852
Difference ............................................................................................................................................................................ 2,879 2,435 1,968 14,600 13,449 1,183

Commerce:
Allocation ............................................................................................................................................................................. 0 0 370 ¥14,540 ¥14,540 ¥41,710
Current level ........................................................................................................................................................................ 3 3 492 242 195 1,430
Difference ............................................................................................................................................................................ 3 3 122 14,782 14,735 43,140

International Relations:
Allocation ............................................................................................................................................................................. 0 0 0 0 0 0
Current level ........................................................................................................................................................................ ¥1 ¥1 0 ¥1 ¥1 0
Difference ............................................................................................................................................................................ ¥1 ¥1 0 ¥1 ¥1 0

Government Reform & Oversight:
Allocation ............................................................................................................................................................................. ¥1,078 ¥1,078 ¥289 ¥4,605 ¥4,605 1,668
Current level ........................................................................................................................................................................ 0 0 0 0 0 0
Difference ............................................................................................................................................................................ 1,078 1,078 289 4,605 4,605 1,668

House Oversight:
Allocation ............................................................................................................................................................................. 0 0 0 0 0 0
Current level ........................................................................................................................................................................ 0 0 0 0 0 0
Difference ............................................................................................................................................................................ 0 0 0 0 0 0

Resources:
Allocation ............................................................................................................................................................................. ¥91 ¥90 ¥12 ¥1,401 ¥1,460 ¥59
Current level ........................................................................................................................................................................ ¥19 ¥20 0 ¥144 ¥167 0
Difference ............................................................................................................................................................................ 72 70 12 1,257 1,293 59

Judiciary:
Allocation ............................................................................................................................................................................. 0 0 0 ¥357 ¥357 0
Current level ........................................................................................................................................................................ 3 3 0 45 45 0
Difference ............................................................................................................................................................................ 3 3 0 402 402 0

Transportation & Infrastructure:
Allocation ............................................................................................................................................................................. 2,280 0 0 125,989 521 2
Current level ........................................................................................................................................................................ 2,345 65 12 4,748 121 56
Difference ............................................................................................................................................................................ 65 65 12 ¥121,241 ¥400 54

Science:
Allocation ............................................................................................................................................................................. 0 0 0 ¥13 ¥13 0
Current level ........................................................................................................................................................................ 0 0 0 0 0 0
Difference ............................................................................................................................................................................ 0 0 0 13 13 0

Small Business:
Allocation ............................................................................................................................................................................. 0 0 0 0 0 0
Current level ........................................................................................................................................................................ 0 0 0 0 0 0
Difference ............................................................................................................................................................................ 0 0 0 0 0 0

Veterans’ Affairs:
Allocation ............................................................................................................................................................................. ¥90 ¥90 224 ¥919 ¥919 3,475
Current level ........................................................................................................................................................................ 0 0 3 0 0 ¥52
Difference ............................................................................................................................................................................ 90 90 ¥221 919 919 ¥3,527

Ways and Means:
Allocation ............................................................................................................................................................................. ¥8,973 ¥9,132 ¥2,057 ¥134,211 ¥134,618 ¥10,743
Current level ........................................................................................................................................................................ 8,338 8,302 ¥2,840 73,457 73,476 ¥38,717
Difference ............................................................................................................................................................................ 17,311 17,434 ¥783 207,668 208,094 ¥27,974

Select Committee on Intelligence:
Allocation ............................................................................................................................................................................. 0 0 0 0 0 0
Current level ........................................................................................................................................................................ 0 0 0 0 0 0
Difference ............................................................................................................................................................................ 0 0 0 0 0 0

Total Authorized:
Allocation ............................................................................................................................................................................. ¥10,571 ¥16,469 ¥1,916 ¥34,897 ¥163,812 ¥38,038
Current level ........................................................................................................................................................................ 12,539 9,884 ¥533 89,248 83,731 ¥28,410
Difference ............................................................................................................................................................................ 23,110 26,353 1,383 124,145 247,543 9,628
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DISCRETIONARY APPROPRIATIONS FOR FISCAL YEAR 1997—COMPARISON OF CURRENT LEVEL WITH SUBALLOCATIONS PURSUANT TO BUDGET ACT SECTION 602(b)

[In millions of dollars]

Revised 602(b) suballocations
(Sept. 27, 1996)

Current level reflecting action completed as of
June 12, 1997

Difference

General purpose Violent crime General purpose Violent crime
General purpose Violent crime

BA O BA O BA O BA O BA O BA O

Agriculture, Rural Development ..................................................................... 12,960 13,380 0 0 13,051 13,427 0 0 91 47 0 0
Commerce, Justice, State .............................................................................. 24,493 24,939 4,525 2,951 24,812 25,059 4,526 2,954 319 120 1 3
Defense .......................................................................................................... 245,065 243,372 0 0 242,193 242,737 0 0 ¥2,872 ¥635 0 0
District of Columbia ...................................................................................... 719 719 0 0 719 719 0 0 0 0 0 0
Energy & Water Development ........................................................................ 19,421 19,652 0 0 19,951 19,922 0 0 530 270 0 0
Foreign Operations ......................................................................................... 11,950 13,311 0 0 12,267 13,310 0 0 317 ¥1 0 0
Interior ........................................................................................................... 12,118 12,920 0 0 12,492 13,184 0 0 374 264 0 0
Labor, HHS & Education ................................................................................ 65,625 69,602 61 38 70,684 71,780 61 39 5,059 2,178 0 1
Legislative Branch ......................................................................................... 2,180 2,148 0 0 2,204 2,132 0 0 24 ¥16 0 0
Military Construction ..................................................................................... 9,983 10,360 0 0 9,793 10,334 0 0 ¥190 ¥26 0 0
Transportation ................................................................................................ 12,190 35,453 0 0 10,463 35,638 0 0 ¥1,727 185 0 0
Treasury-Postal Service ................................................................................. 11,016 10,971 97 84 11,621 11,299 97 83 605 328 0 ¥1
VA–HUD–Independent Agencies .................................................................... 64,354 78,803 0 0 60,876 79,195 0 0 ¥3,478 392 0 0
Reserve/Offsets .............................................................................................. 768 219 0 0 ¥2,750 ¥5,850 0 0 ¥3,518 ¥6,069 0 0

Grand total ....................................................................................... 492,842 535,849 4,683 3,073 488,376 532,886 4,684 3,076 ¥4,466 ¥2,963 1 3

Note.—Amounts in Current Level column for Reserve/Offsets are for Spectrum sales and BIF/SAIF. Those items are credited to the Appropriations Committee for FY 1997 only.

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,

Washington, DC, June 19, 1997.
Hon. JOHN KASICH,
Chairman, Committee on the Budget,
House of Representatives, Washington, DC.

DEAR MR. CHAIRMAN: Pursuant to section
308(b) and in aid of section 311 of the Con-
gressional Budget Act, as amended, this let-
ter and supporting detail provide an up-to-
date tabulation of the on-budget current lev-
els of new budget authority, estimated out-
lays, and estimated revenues for fiscal year
1997. These estimates are compared to the
appropriate levels for those items contained
in the 1997 Concurrent Resolution on the
Budget (H. Con. Res. 178) and are current
through June 12, 1997. A summary of this
tabulation follows:

[In millions of dollars]

House cur-
rent level

Budget reso-
lution (H.
Con. Res.

178)

Current level
+/¥ resolu-

tion

Budget Authority ................. 1,324,402 1,314,935 +9,467
Outlays ................................ 1,324,181 1,311,321 +12,860
Revenues:

1997 ........................... 1,104,262 1,083,728 +20,534
1997–2001 ................. 5,975,917 5,913,303 +62,614

Since my last report, dated April 10, 1997,
Congress has cleared and the President has
signed the 1997 Emergency Supplemental Ap-
propriations Act (P.L. 105–18). These actions
have changed the current level of budget au-
thority and outlays.

Sincerely,
JUNE E. O’NEILL,

Director.

PARLIAMENTARIAN STATUS REPORT—105TH CONGRESS,
1ST SESSION, HOUSE ON-BUDGET SUPPORTING DETAIL
FOR FISCAL YEAR 1997, AS OF CLOSE OF BUSINESS
JUNE 12, 1997

[In millions of dollars]

Budget
authority Outlays Revenues

PREVIOUSLY ENACTED
Revenues ............................................. .................. .................. 1,101,533
Permanents and other spending leg-

islation ............................................ 855,751 814,110 ..................
Appropriation legislation ..................... 753,927 788,263 ..................
Offsetting receipts .............................. ¥271,843 ¥271,843 ..................

Total previously enacted ....... 1,337,835 1,330,530 1,101,533

ENACTED THIS SESSION
Airport and Airway Trust Fund Tax

Reinstatement Act, 1997 (P.L.
105–2). ........................................... .................. .................. 2,730

1997 Emergency Supplemental Appro-
priations Act (P.L. 105–18) ........... ¥6,497 281 ..................

PARLIAMENTARIAN STATUS REPORT—105TH CONGRESS,
1ST SESSION, HOUSE ON-BUDGET SUPPORTING DETAIL
FOR FISCAL YEAR 1997, AS OF CLOSE OF BUSINESS
JUNE 12, 1997—Continued

[In millions of dollars]

Budget
authority Outlays Revenues

APPROPRIATED ENTITLEMENTS AND
MANDATORIES

Budget resolution baseline esti-
mates of appropriated entitle-
ments and other mandatory pro-
grams not yet enacted

¥6,936 ¥6,630 ..................

TOTALS
Total Current Level ............................. 1,324,402 1,324,181 1,104,262
Total Budget Resolution ..................... 1,314,935 1,311,321 1,083,728

Amount remaining:
Under Budget Resolution ........... .................. .................. ..................
Over Budget Resolution ............. 9,467 12,860 20,534

ADDENDUM
Emergencies:

Funding that has been des-
ignated as an emergency re-
quirement by the President
and the Congress .................. 9,198 1,913 ..................

Funding that has been des-
ignated as an emergency re-
quirement only by the Con-
gress and is not available
for obligation until requested
by the President .................... 345 304 ..................

Total emergencies: .............................. 9,543 2,217 ..................
Total current level including

emergencies ...................... 1,333,945 1,326,398 1,104,262

f

RELIGIOUS FREEDOM AMEND-
MENT—SYMPTOM OR CAUSE

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Texas [Mr. PAUL] is recog-
nized for 5 minutes.

Mr. PAUL. Mr. Speaker, yesterday’s Su-
preme Court decision in City of Boerne versus
Flores is being touted as a blow to religious
liberty and the Religious Freedom Restoration
Act of 1993. It is, however, a blow to neither.
The case of City of Boerne versus Flores
came to the Supreme Court as a result of the
zoning laws in Boerne, Texas which restricted
the uses to which Reverend Cummings could
put the property belonging to the Roman
Catholic Church for which he worked. These
particular zoning restrictions were not directed
at Reverend Cummings or the Roman Catho-
lic Church. The zoning laws were not even di-
rected at religious organizations or churches
generally. Rather, these zoning restrictions
were directed at property owners in general in
the name of historic preservation. These facts,
however, beg the question as to why this case

was argued instead as a violation of religious
liberties protected by the first amendment.

What made this an issue of religious free-
dom in the court and ‘‘court of public opinion’’
is perhaps a symptom of the U.S. Supreme
Court’s holding in Village of Euclid, Ohio ver-
sus Ambler Realty Co. (1926) in which the
Court sanctioned the abandonment of individ-
ual rights to property in the name of zoning for
the ‘‘collective good.’’ For those whose prop-
erty rights are regulated away, devalued, or
‘‘taken’’ regulatorily, it is a natural symptom to
expect these aggrieved parties to cling to
whatever Constitutional liberties might still gain
them a sympathetic ear in the courts. Those
destroying flag-like property scramble for pro-
tection under the banner of free expression
and Reverend Cummins sought property rights
protection elsewhere within the first amend-
ment, namely, religious freedom. Absent local,
state, or federal governments’ realization that
such dilemmas are hopelessly irreconcilable
outside a framework of individual property
rights, similar cases will continue to find their
way to various levels of the judicial system as
those suffering infringements upon their rights
in property, grope for justice against the col-
lective expropriation which has become not
only the rule, but the rule of law, in this coun-
try.

It is no accident that a case such as this did
not originate in Houston, Pasadena, or Alvin,
Texas. Each of these cities have allowed the
marketplace, through a series of voluntary
contractual exchanges, (rather than a central-
planning-style zoning board), to determine
how private property is most effectively devel-
oped.

The first amendment is meaningless absent
a respect for property rights. Freedom of the
press is a mere sham without the right to own
paper and ink. Freedom of religion is vacuous
absent the right to own a pulpit from which to
preach or at least a place in which to practice
or worship. Until this country’s lawmakers and
courts restore a system of Constitutional juris-
prudence respective of the inextricable nature
of so-called economic and fundamental lib-
erties, all liberties will be subject to eradication
at the whim of the legislatures, the courts, or
both.

f

HONORING GENERAL THOMAS S.
MOORMAN, Jr.

The SPEAKER pro tempore (Mr.
PEASE). Under a previous order of the
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House, the gentleman from Maryland
[Mr. HOYER] is recognized for 5 min-
utes.

Mr. HOYER. Mr. Speaker, I rise
today to acknowledge and applaud the
life and labors of my friend, Gen.
Thomas S. Moorman, Jr., the Vice
Chief of Staff of the U.S. Air Force.

The gentleman from Tennessee [Mr.
WAMP], in his suggestion to yield to
me, mentioned that I wanted to speak
about an American patriot. He was ab-
solutely correct.

Mr. Speaker, it is a very special
honor for me to congratulate General
Moorman on his retirement. Forty
years ago, General Moorman and I at-
tended Suitland High School together.
I graduated in 1957 and General
Moorman graduated in 1958. I knew
then that Tom Moorman was going to
achieve great heights.

I had the distinct pleasure of serving
as Tom’s campaign chair when he ran
and won his bid for president of the
student council at Suitland High
School in 1957. I say to my colleagues,
Suitland High School is about 15 min-
utes from this Capitol building. Even
at the age of 17, General Moorman dis-
played outstanding leadership skills.
That foreshadowed his future success.

After graduating from high school,
he attended Dartmouth College, and
was a distinguished military graduate
of the Air Force Reserve Officer Train-
ing Corps program in 1962. For the past
three and a half decades General
Moorman has served this great Nation
in a number of different and important
ways.

General Moorman comes from a rich
heritage of service to our military and
our Nation. His father was a brigadier
general at Andrews Air Force Base, lo-
cated in Prince Georges County and
was then commanding the weather
service for the U.S. Air Force. His fa-
ther retired after completing a tour as
superintendent of the U.S. Air Force
Academy in Colorado Springs.

His father’s example of excellence
and service to country propelled Tom
to the pinnacle of his profession as a
four-star general. En route to his posi-
tion, General Moorman served in a va-
riety of intelligence and reconnais-
sance related positions around the
world. Our country is particularly in-
debted to him for his contributions to
the growth and exploitation of space as
a key element of our national security
strategy.

His legacy of involvement in space
activities began with the planning and
organization for the establishment of
the Air Force Space Command which
he would later head. His program pro-
vided management mobility for the
conception and maturation of Air
Force surveillance, communication,
navigation and weather satellites,
space launch vehicles, and ground-
based and strategic radars.

Mr. Speaker, his numerous military
awards and decorations include, among
others, the Distinguished Service
Medal, the Defense Superior Service

Medal, the Legion of Merit with oak
leaf cluster, the Meritorious Service
Medal with oak leaf cluster, the Air
Force Commendation Medal with oak
leaf cluster, and the National Intel-
ligence Distinguished Service Medal.

In addition, he has received other
prestigious awards from the aerospace
community, including the National Ge-
ographic Society’s Thomas D. White
U.S. Air Force Space Trophy, the Dr.
Robert H. Goddard Memorial Trophy,
the Ira C. Eaker Fellowship Award, and
the Eugene M. Zukert Management
Award.

Among many accomplishments, Gen-
eral Moorman’s greatest contribution
has been his leadership related to the
space programs. As I have said, he has
played a pivotal role in establishing
national and Defense Department space
policy and developing improved space
capabilities.

Mr. Speaker, the scriptures remind
us ‘‘that he that is faithful with little
shall be faithful with much.’’ This ref-
erence epitomizes the energy and work
ethic of General Moorman. His early
days at Suitland High to his climb as
Vice Chief of Staff have included mul-
tiple tasks, always pursued with the
very same tenacity. He has been faith-
ful to his principles, to his beloved Air
Force, and to his country.

The United States, Mr. Speaker, is
indebted to Gen. Thomas S. Moorman,
Jr., for selfless service. His careful and
ceaseless efforts have laid a foundation
for the space and Air Force capabilities
which will be a vital part of a strong
national security in the 21st century.

I am pleased today, Mr. Speaker, to
celebrate before this Congress the ac-
complishments and retirement of my
close and good friend, Thomas
Moorman. However, I count him as a
friend not for the stars on his uniform
but for his integrity and his service to
his country.

On behalf of my colleagues in the
Congress and as a proud friend, I wish
General Moorman sincere thanks for a
his commitment and his success. Tom,
may your retirement be filled with new
opportunities and God’s richest effort
blessings.

Mr. Speaker, a good nation expresses
its profound appreciation for a job well
done. Our Nation is more secure and
stronger for your having served and led
the world’s finest Air Force.

f

THE ECONOMY

The SPEAKER pro tempore. Under
the Speaker’s announced policy of Jan-
uary 7, 1997, the gentleman from Min-
nesota [Mr. GUTKNECHT] is recognized
for 60 minutes as the designee of the
majority leader.

Mr. GUTKNECHT. Mr. Speaker, I am
joined tonight by my colleague, the
gentleman from Tennessee [Mr. WAMP]
who came here with me in 1994, in the
class of the 104th Congress. We are
going to talk tonight a little bit about
where we were, where we are, and
where we are going.

We want to talk about what has hap-
pened here in this last week because
this is a very happy day. It is a happy
day, I think, for this Congress. I think
it is a very happy day for this country,
and most importantly, I think it is a
wonderful day for our children, because
through this week we have passed for
the first time in a generation a bal-
anced budget plan that will in fact bal-
ance the people’s books.

We have also passed the first tax re-
lief in 16 years that is targeted for mid-
dle-class American families. This has
been a very, very good week for Ameri-
ca’s children and for America’s fami-
lies.

I think to really understand how
much has happened in the last 3 years
here in Washington, I think we have to
go back and look at what was happen-
ing for the last 40 years. I believe that
for the last 40 years Washington had it
wrong. For 40 years Washington
thought that Washington knew best
that bigger bureaucracies could solve
social problems. So for 40 years, spend-
ing here at the Federal level increased
at nearly double the inflation rate,
taxes went up faster than family in-
comes, the debt ballooned and social
problems got worse.

Washington had it wrong.
Washington waged a war on poverty.

Washington spent over $5 trillion in
that war, and if you take a walk
through any burned-out inner city, you
will see the victims that that war has
brought us.

Ask yourself, who won the war on
poverty? I believe that Washington had
it wrong.

Washington overtaxed those who
worked hard and played by the rules,
and they squandered much of it on top-
heavy programs that did little but
breed more dependency.

When I was growing up, I think when
the gentleman from Tennessee [Mr.
WAMP] was growing up, we are both
baby boomers. I was born in 1951. Most
people do not remember who spoke at
their college commencement, but I do.
When I graduated from college, the
speaker was the director of the United
States Census. And he told us that
there were more kids born in 1951 than
any other single year. We are the peak
of the baby boomers.

So when I came to Washington, it
was with a special responsibility be-
cause my parents are still living. They
are on Social Security. They are on
Medicare. I obviously feel that I have a
very strong responsibility to them.

But I also have three children. One of
them is already in college and, hope-
fully, the other two will go on to some
form of postsecondary education. So I
also understand we have a moral re-
sponsibility to our children as well.

Things have changed a lot though
since I was growing up. When I was a
kid growing up, and I would assume
this is true for the gentleman from
Tennessee [Mr. WAMP] as well, the larg-
est single payment that my parents
made, and my folks were able to raise
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me and two brothers on one paycheck.
That was really the norm back in the
1950s.

Part of the reason they could do that
was that the largest single payment
that they made every month was the
house payment. Now the largest pay-
ment that most families, the average
family makes is to the government.

As a matter of fact, the Taxpayers
Union says that the typical American
family with a median income in the
United States today spends more for
taxes, when you factor in the sales tax,
the income taxes at both the State and
Federal level, property taxes and all
the other hidden taxes that people pay,
the average American family pays
more for taxes than they do for food,
clothing and shelter combined.

So for 40 years Washington had it
wrong. I want to yield to my colleague
from Tennessee [Mr. WAMP] and per-
haps talk a little bit about what things
were like and part of the reason that
he decided to ‘‘wamp’’ Congress.

Mr. WAMP. Mr. Speaker, I appreciate
the gentleman yielding to me.

I hope that after I speak for a mo-
ment about taxes and I yield back the
time, that you might recognize the
gentleman from Maryland [Mr. HOYER]
who has to recognize a patriot. He was
not here earlier and, rather than his
waiting for an entire hour, if there is
any way that we could allow some time
to be yielded to him, I would appre-
ciate that.

But while we are on this track about
taxes, I was also born in the 1950s. I
think today is a day that we should
stop, the gentleman from Minnesota
discussed what life was like in the
1950s, and just reflect a little bit about
the growth of the Federal Government
and what has happened. Because I
think it is worthwhile to look back.

In 1957, when I was born, my parents
paid less than 10 percent of every dollar
they made in combined taxes, local,
State and Federal put together. The
Federal tax rate was only a third of
that, but they only paid a dime out of
every dollar.

We now know that in today’s world,
that figure is approximately half. As a
matter of fact, Tax Freedom Day is
going to take place next week, on
Thursday, July 3. That is incredible be-
cause July 4, the following day, is Inde-
pendence Day. And this year independ-
ence from the government is actually
the day before we celebrate as a Nation
that great day each year, Independence
Day, because it is going to be July 3
this year before the average American
has actually worked long enough to
pay all of the taxes that they owe plus
the cost of regulation. It is now more
than half of every dollar they make.

Let me say this, because I have got a
son Westin and a daughter Coty, and I
do not want them to work until Octo-
ber to pay the government and then
keep what is left.

We know the stress that this problem
has placed on American families be-
cause let me tell you, the level of tax-

ation is directly tied to how much
quality time you have in your family.
You talked about the stress that has
caused most families to have two wage
earners. Mom and dad are both work-
ing.

My mother did not work. Thankfully,
she did not have to. She spent more
time with us. Now moms and dads are
both having to work. We also know the
family is splitting up and actually sin-
gle moms I think have it worst of all.
And do you know, we need to focus on
this issue.

While we are talking about taxes,
and we have been debating the level of
tax relief, but the fact is there are very
few people left now in Washington that
will actually argue on behalf of not
giving some of the American people
their money back, because we had the
large tax increase in 1993.

I think we ought to reflect not on
just what has happened in the last 21⁄2
years but what has happened in the
last 41⁄2 years.

The President of the United States,
in his first 2 years, went out of bounds.
He went too far to the left. Largest tax
increase in history, turning health care
over to the Federal Government. The
country said, whoa, we did not elect
you President to do that.

This President is a savvy politician
so he moved back to the middle, moved
back towards the middle, was re-
elected, moving rapidly back towards
the middle. Now he is in agreement
that we need to balance the budget
within 5 years, reform Medicare, re-
gardless of what was said during the
last year’s campaign. Now there is bi-
partisan agreement that we have to do
what is right for Medicare to keep it
solvent for our senior citizens who so
much rely on it and give some tax re-
lief back to the American people, to
stimulate the economy and to give
that working mother who right now is
about hopeless, if she has two children,
she is going to get $1,000 back.

How important is that for the lady
who busts her tail to try to keep her
head above water? It is very difficult
for a working single mother to take
care of her family, go to work, maybe
work two jobs, some people working
three jobs, just to get by, very little
hope. Hope is where it is at. That is
what is wrong with so many of our
children. They do not have hope. And
they are growing cynical.

We cannot let our country cross the
bridge from skepticism, which they are
supposed to be somewhat skeptical of
the government. Our Fathers thought
that was healthy. But cynicism is dis-
connecting. No hope. What will I do?
Why should I try?

We want to give them some hope and
reverse the tide, go back the other
way, give them a third of that tax in-
crease of 1993, which caused a political
change in Washington, give them a
third of that tax increase back. And
that is what the Congress did today.

It is not completely through, but
today was a step in the right direction.

I want to yield back to the gen-
tleman, but I want to continue this
dialogue about where we are on the size
of government, the accountability of
the government, and why this is real
progress.

b 1845

Albeit, not perfect, but it is real
progress.

Mr. GUTKNECHT. We will get back
to that.

Mr. Speaker, we were just beginning
to speak about how the winds of
change have begun to sweep through
Washington. I have got a chart up here
I am going to talk about in a minute,
about how really graphically I think it
shows how things are changing here in
Washington.

But I think the first indication that
things were changing in Washington
was the debate we had when we first
came here about welfare. For 40 years
the answer to poverty and welfare in
this country was to build bigger bu-
reaucracies, to take more money away
from working families and redistribute
it through a complicated welfare sys-
tem that was created and run here in
Washington. The bureaucracy got big-
ger, and we actually saw an increase in
poverty. The real tragedy of the wel-
fare system was not that it cost too
much money. The tragedy is that it
created too much dependency.

Once again we could see the exam-
ples, we could see the victims all
around us. I think the American peo-
ple, as is so often the case, were way
out in front of us and they said:

You have got to change this system. It is
just wrong. What we are doing is creating de-
pendency. We are creating more illegit-
imacy. We are creating less hope.

And as you said earlier, when you
reach that point where you have no
hope, I think that is saddest indict-
ment of all. So some of us said we have
got to reform this welfare system, and
that Washington does not necessarily
know best. There were States like Wis-
consin and Michigan and other great
States led by great governors that said:

Let us run welfare, send more of the re-
sources and decision-making back to our
States, let us supply some of our thinking
and creative tough love, and we can go a
long ways towards reforming this system
and reducing the amount of dependency and
perhaps encourage more personal respon-
sibility.

That is exactly what we did, and the
results are overwhelming. I do not
know if my colleague even knows this,
but since we were elected to Congress,
there are over one million families
that are no longer dependent on the
welfare system. As I say, that is ter-
rific news, not just because it saves
money but, more importantly, because
it is going to save people and it is
going to save families and it is saving
children from one more generation of
dependency.

At first, when we first started talk-
ing about welfare reform, it was called
radical and it would not work and it
would hurt people. But ultimately, I
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think as John Adams used to say,
‘‘facts are stubborn things.’’ We ulti-
mately prevailed in that debate. We
got the President to sign that welfare
reform.

I was very heartened to learn that
even the New Republic, which is by its
own admission a liberal magazine, now
acknowledges that they were wrong
and that the welfare reform that we
passed really is working. With a little
nudge, as many as 60 percent of the
people who were on welfare before can
be nudged onto payrolls and off the
welfare rolls.

I would like to yield to the gen-
tleman from Tennessee [Mr. WAMP] to
talk a little bit about what is happen-
ing in his State and around the coun-
try, and some of his observations on
welfare and poverty and dependency
and personal responsibility.

Mr. WAMP. Mr. Speaker, I thank the
gentleman for yielding.

Mr. Speaker, if we analyze what is
happening out here in our country
today, in 1997, and we really yearn, as
I do, for a renewed sense of ownership
from the people of our government and
our country, I actually attempt, which
may be thinking out of the box, to rep-
resent people who are so alienated or
so hopeless they may not even be reg-
istered to vote. They may have just
completely given up on the govern-
ment, thinking that Washington is just
out of control, it is going in the wrong
directions, politicians are all the same.

My colleagues know what I am talk-
ing about, because we have all met
those people. Many of them just kind
of brush you off. They do not want to
have anything to do with you. But if
we can repair that bridge, to use the
President’s term, with those folks, and
through real change and persistence
convince those people that, yes, this
country is worth fighting for and, yes,
we can fix any problem that we have
and for a sustained period of time, I
would not expect them to automati-
cally buy into the notion that Wash-
ington is finally changing. Because for
so long they saw reform come, and
then it really was not reform, and they
thought that maybe some progress was
being made or they wanted to think
that, and it did not happen.

So I am really encouraged that we
might be able to re-energize these peo-
ple with a sense of hope that will cause
this next generation to vote again, to
be active citizens, to take ownership in
this great Nation because it is worth
fighting for and we cannot afford not
to.

I do not want to oversimplify it, but
there is a lot of talk now of what
caused these million families to go
back to work and there is a lot of cred-
it taken. The President wants to take
credit and the Congress wants to take
credit. We all should remember, as
Americans, that great things can hap-
pen when it does not matter who gets
the credit.

Some of my folks back home, they do
not have much confidence in the Presi-

dent, so they basically say, ‘‘Well, y’all
can do what you want to up there, but
you cannot work with him.’’ Listen,
the American people elected him, and
our President is there for three and a
half years. If he is willing to come over
towards the middle and meet us on a
balanced budget plan to try to leave
his place in history, we should meet
him there, we should shake his hand
and say, ‘‘We are going to try to work
with you.’’

The only people fighting that I can
see really are the people on the far left.
They had their day. They had their
day. In the 1960s they promoted the
Great Society, the concept that the
Federal Government could solve the
woes of America, and that was an ex-
periment that failed. We now, being the
beautiful country that we are, get up
off the ground and dust ourselves off.
The people sent some of us here to try
to fix this, and it is not easy.

The Founding Fathers never wanted
it to be easy. They created such a com-
plex system of government, with sepa-
ration of powers between the executive
and legislative branch, they even cut
the legislative branch in half so we
have got another body over here to
deal with, and it is very complicated to
change. But I can assure people that
the process has begun.

This big ship of state that was going
so much in the wrong direction slowly
over time has begun to turn. If we
move that big ship of state one degree
back in the right direction, over time
you totally alter the destination. That
is what is happening in this budget
agreement.

I was cautiously optimistic all along,
wondering if we could make it real, if
it would survive, if either side would
diminish or bail out of the agreement.
I did not want to get too excited about
it until I knew more of the details.

This week I worked with the leader-
ship on an issue called enforcement
provisions. The gentleman from Texas
[Mr. BARTON] and the gentleman from
Delaware [Mr. CASTLE] and I have been
in and out the leadership rooms.

This week with all of the leaders of
the majority side and the leadership of
the blue dog Democrats on the minor-
ity side to try to bring a freestanding
bill, which they have agreed to do in
the month of July, to this floor and, if
it passes, to roll it into the reconcili-
ation bill and make it a part of this
agreement to make sure that, if the
projections in this agreement do not go
as well as we hope they will, the as-
sumptions do not live up to their ex-
pectation, that there are some floats
built in so that we stay on track, so
that we actually follow through on this
agreement, unlike Gramm–Rudman
and previous budget agreements that
the Congress did not stick with or
stick to, that we will actually do that.

Why? Because we, as a country, are
on that bridge between skepticism and
cynicism, and we cannot lose that next
generation. We cannot lose them. We
have got to have them. We have chal-

lenges. We need them engaged. We need
them to be hopeful and optimistic.

The whole idea is that through this
process we can abandon some of the no-
tions of the past that Federal Govern-
ment is a cure-all for America and
move more in the direction of respon-
sibility, individual responsibility, cor-
porate responsibility. We are first re-
sponsible for ourselves, then our imme-
diate family, then our community, our
citizens at large.

The Federal Government should be
one of the last places that we go. But
for years and even decades in a row,
the Federal Government was the first
place people wanted to go, and the
Founding Fathers never intended that.
Actually, the $5.3 trillion debt is evi-
dence of that tendency for years to go
to the Federal Government first to try
to solve the problems of America.

I want to commend our class’s col-
league, the gentleman from Wisconsin
[Mr. NEUMANN], who has come up with
a very responsible plan to not just bal-
ance the budget and to potentially bal-
ance the budget ahead of our schedule,
2002, even earlier, right at the turn of
the century, but also to pay off the
debt.
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Because balancing the budget is one

thing, and we should all support a rea-
sonable plan to balance the budget
while protecting legitimate priorities,
and we have come together on that in
an unprecedented and, I think, a his-
toric way.

But then what about the debt? What
about that? Let us go ahead and ad-
dress that while we are getting the
American people fired up about their
country again and with a renewed opti-
mism, and then say what do we do to
get out of debt. We have a plan. I am
sure the gentleman is a cosponsor, I am
a cosponsor of the Neumann plan to
pay this debt off by the year 2026. I be-
lieve we can do it. It is a patriotic chal-
lenge of our generation. The economy
is good; basically, the world is at
peace. We have a few conflicts. Amer-
ica has survived.

Let me tell my colleague, this is
where we, our generation, should ac-
cept this as our challenge, because
thank God we are not at war and we do
not have the challenges that our par-
ents and our grandparents had to go
through so that we could be here today,
and we should be grateful for that, but
we should not coast. We should not
rest. We should not take it easy, and
we should not be hopeless.

We should stand up to the challenge
and face this as a national imperative
to get our country back out of debt and
be on solid ground. Why? Because the
debt is as much as our defense budget.
The interest on the debt every year is
as much as we pay for national defense,
or as much as we pay for Medicare.
Those dollars do not feed children, they
do not house the homeless, they do not
do one bit of good for anyone. They are
wasted dollars. If we could reverse that
tendency, every dollar we save could go
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for a productive cause. We have to in-
vest the scarce dollars that the Federal
Government collects from its people,
and they are too high. The amount of
money we are spending on the Federal
level is too high. We have to restore
more accountability.

Steps are being made; more progress
can be made.

Mr. GUTKNECHT. Mr. Speaker, I
think the gentleman has raised a num-
ber of good points. There is some tre-
mendously good news. I, frankly, am
not surprised at skepticism, because we
have had Gramm–Rudman, we have had
lots of budget deals, and lots of times
what Congress would do is they would
say, well, if you would just let us raise
taxes a little bit more, then we would
balance the budget. Well, what hap-
pened? They raised the taxes, they
never cut the spending, and the budget
deficit continued to grow.

So there is a good deal of skepticism.
Sometimes we need a report card. If we
think we are going to get to Chicago,
once in a while we have to say, are we
headed in the right direction?

Let me just share with the gen-
tleman, and I think the gentleman
probably knows this, but some of our
Members do not. In our 1995 budget res-
olution we said that we would spend
$1,624 billion in fiscal year 1997, that is
the fiscal year we are in right now. We
said we would spend $1,624 billion. The
good news is that we are only going to
spend $1,622 billion. So we are actually
going to spend less in that fiscal year
than we said we would spend 2 years
ago. That is good news.

But I think the news gets even bet-
ter. Because the economy has been a
lot stronger than you or I or any of the
economists, the President, the GAO,
the CBO, and all the other people who
keep score, the economy has been a lot
stronger. More people have confidence
now in America, they have confidence
in the economy, they are out buying
homes and cars and investing in new
production, and so forth. So we have
actually taken in about $100 billion
more in revenue than we expected to
take in. At the same time, we have ac-
tually spent less than we said we were
going to spend. So I think that is great
news.

I want to show this chart for the ben-
efit of the gentleman and others who
may be watching in their offices. But
this is another example how the winds
of change are really beginning to blow
through Washington. The wind is actu-
ally changing, the direction is chang-
ing, that battleship is turning, because
since 1975 to 1995, for 20 years, every
year, if we take an average, these red
lines is how much more the Congress
spent than it took in.

If we average it all out, and it varied
from $1.09 to $1.35, but for every dollar
the Congress took in, it spent an aver-
age of $1.21. I am happy to report that
since we came here, that we have a new
Committee on Appropriations, a new
Committee on the Budget, and a new
Committee on Ways and Means chair,

that since we came to Congress, I
would say to the gentleman, that that
average has dropped to $1.08. With this
budget agreement it ultimately will
reach 99 cents. If we can get to that 99
cent level, and this is where the plan of
the gentleman from Wisconsin [Mr.
NEUMANN] comes in, that is when we
not only balance the budget on a year-
to-year basis, but we begin to pay down
some of that debt.

I think we ought to set, in terms of a
goal of generational fairness, that our
generation, the baby boomers, while we
are protecting Social Security, while
we are protecting Medicare we are
going to pay off that debt so that we
can leave our kids a debt-free future. I
think that is a future that is worth
fighting for. That is the way we can
guarantee that the next generation and
the generation after that will have
their shot at the American dream.

Mr. Speaker, as I said earlier, for 40
years I think Washington had it wrong.
They thought that they could spend
their way to prosperity, and that is the
reason that we are spending as much
for interest on the national debt as we
do for national security and some of
the other things that the gentleman
talked about. So we have to change
that.

But it is changing. The good news is
that we are spending less than we ex-
pected to spend, we are taking in more
revenue than we expected to take in.
Frankly, I have some of the number
crunchers for the Committee on the
Budget and I serve on the Committee
on the Budget with the gentleman from
Wisconsin [Mr. NEUMANN] and the gen-
tleman from Ohio [Mr. KASICH] and a
lot of other good folks.

I had them run the numbers and I
said, what if the economy slows down a
little bit. One of the myths is that this
budget agreement is based on rosy eco-
nomic scenarios. Right now the econ-
omy is growing at about 3.8 percent per
year. Our budget agreement assumes
that that growth rate is going to drop
to 2.1 percent. Frankly, I think it is
going to keep going on a much faster
rate. So I asked the Committee on the
Budget if they would just run some
numbers and tell me what would hap-
pen if yes, the economic growth rate
slowed, but it slowed to more of the av-
erage where it has been for the last 15
to 20 years, which is about a 3.2 percent
growth rate.

If we do that, the interesting thing is
that: First, the budget balances in the
year 2000, and by the year 2002 we will
have a surplus of over $200 billion in
the Treasury. No one knows what is
going to happen next year or 5 years
from now. I think the gentleman’s rec-
ommendations for some kind of en-
forcement provisions is a very good one
and we ought to give it very careful
consideration.

Mr. Speaker, I think the good news is
we are keeping our promise, we are
ahead of schedule, we are under budget,
we are doing what we said we are going
to do, and I think the American people
understand that.

I would like to yield back to the gen-
tleman and maybe we can talk a little
more about making government more
accountable and encouraging more per-
sonal responsibility and what else is
happening with the budget.

Mr. WAMP. Well, we also talked
about the economy. I think it is impor-
tant to look at what the economy may
do in the short run. I am convinced
that it will be a real shot in the arm to
an economy that is already performing
well if we follow through on tax relief.
I believe when people look back and
say well, how did this economic trend
continue for this long, frankly, I think
one of the reasons is because the Amer-
ican people sent this new Congress here
and they actually saw us reducing
spending.

Now, as the gentleman knows, I serve
on the Committee on Appropriations,
and just this week we marked up, we
wrote the legislation, for the legisla-
tive appropriations bill. Now, there are
13 appropriations bills that have to be
passed out to fund the discretionary
portion of the Federal Government. It
is an interesting trend what has hap-
pened since 1965, but in 1965, the Con-
gress actually appropriated about two-
thirds of the money, and a third of the
money was entitlements, automatic
spending.

Well, that has just about reversed
from 1965 to 1996, last year, where it is
just the opposite. Entitlements and in-
terest have two-thirds, and we only ap-
propriate about one-third. Of that one-
third that we appropriate, as you well
know, about half of it is defense, and
the other half is all the other non-
defense discretionary bills put to-
gether.

So here we are making these reduc-
tions in this small portion of the Fed-
eral budget, but we have shown Wall
Street, we have shown the American
people, that we are willing to reduce
spending for the first time in 26 years.
The legislative branch, which we voted
on this week, actually is experiencing a
freeze after in the last 2 years a slight
reduction actually, in actual dollars,
not indexed for inflation, but in actual
dollars, and previously we had reduced
that legislative budget so much, first
saying let us clean up our own House,
let us start here in the Congress itself,
reduce the staff, reduce the commit-
tees, reduce the legislative budget. We
did that.

As a matter of fact, if all of the other
appropriations bills were treated the
same as the legislative appropriations
bill, I was told this week the budget
would be balanced in 2 years.

Mr. GUTKNECHT. Mr. Speaker, it
would be balanced today if we had
started in 1995.

Mr. WAMP. That is right. If we start-
ed prospectively, I am told the budget
would be balanced in 2 years.

So things are going in the right di-
rection. I believe that the markets are
a reflection today of the renewed con-
fidence that things are changing in
Washington.
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Mr. GUTKNECHT. Mr. Speaker, it is

not just the markets, it is consumer
confidence. I think there was a report
out yesterday that consumer con-
fidence is about at a record all-time
high.

The American people in Washington
for the first time say what they mean,
mean what they say and do everything
within their power to actually get it
done.

I want to talk a little bit about this
chart, because I mentioned it earlier. If
the gentleman can see the red bars,
going back to our 7-year balanced
budget plan, which unfortunately the
President vetoed and only parts of it
actually became law, but thanks to the
hard work of the folks on the Commit-
tee on Appropriations where they cut
about $50 billion in wasteful spending
and we also began the process of re-
forming and controlling the growth of
entitlements, but this was our plan
over 7 years.

Those are the red bars of what the
deficits would be. The blue bars are
where we actually are. And again, it
points out, we said we would have a
budget deficit in fiscal year 1997 of $174
billion. It is really going to be some-
thing more like $70 billion. Because of
slower economic growth projected for
next year, it does take a slight move
up, but frankly, I think if we are any-
where close, and this goes back to an-
other point that we both made, that if
we talk to economists, if we talk to
regular folks and we asked them what
do they think will happen to the econ-
omy if everybody believes that Con-
gress is going to balance the books,
No.1; and No.2, if we allow them to
keep and spend and save more of their
money, do they think the economy will
slow down, or do they think it will re-
main strong?

Virtually everyone that I have talked
to from some of the top economists to
some of the top business people to just
regular folks at the barber shop, they
believe that if we allow people to keep
more of their own money and if we are
serious about balancing the budget,
real interest rates are going to come
down and real economic growth is
going to remain strong.

So that is why I believe, and I am not
an incurable optimist, but I think I can
back this up and time will prove me
right, that if we actually can get this
budget plan signed into law and begin
the process of allowing families to keep
and spend and invest more of their own
money, I think we are going to have a
strong economy, not just for the next
year, but probably well into the next
century.

Mr. WAMP. Mr. Speaker, I would like
to say this again. Sometimes back
home I get in trouble for being too hon-
est, brutally honest at times about
what really the situation is here in
Washington as I explain it to people
and do radio talk shows or town meet-
ings or whatever. If we are talking
about the deficit for this coming fiscal
year, which is fiscal year 1998, and as

the gentleman has pointed out, it is $49
billion less than our plan when the
Congress came in and passed the 7-year
balanced budget plan, the deficit for
fiscal year 1998, according to our glide-
path that we originally passed, was
going to be $139 billion, and now this
new plan, as agreed upon by the Presi-
dent, has a $90 billion budget deficit
and we discussed the fact that it is up
from last year, part of that, though,
and in all fairness and in brutal candor
to the American people, which I believe
that they now expect and deserve, is
that the President in this agreement
wanted to increase some discretionary
spending in the short run over what he
calls his priorities.

Again, this is a system that has
worked very well for over 200 years in
this country. It includes an executive
branch with veto power. We have to
have a supermajority, a two-thirds
vote of both bodies to override his veto.
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This Congress does not have that. If
we want to see progress made at the
end of the day, there has to be some
compromise on both sides. I want the
folks back home, some of my wonder-
ful, hardcore conservative friends who
say we should not have been increasing
domestic spending in the short run in
order to get this agreement, in an ideal
world I agree, but for 31⁄2 years politi-
cally we do not have an ideal world. We
have a split government with an execu-
tive branch from one party and a legis-
lative branch solidly from the other
party. Where we can, we are going to
need to work together.

I think the American people last year
said, you all let the temperature down
just a bit. The 104th Congress was a lit-
tle too partisan. Try to work together.
Do not engage in shallow, divisive rhet-
oric, because at the end of the day, in
my opinion, there are only two kinds of
politicians, only two kinds of leaders,
those that unite and those that divide.

The politics of division is not good
for America. It has been very popular
in recent years. They even have
phrases called wedge issues. By defini-
tion that is an issue that will split peo-
ple into two parts, and then you can
pander to one part because the wedge
issue divided that group of people.

The politics of division has now risen
to prominence in America. I think that
is part of the cynicism, is they do not
like attack politics. They do not like
the politics of division. There are lead-
ers who have succeeded by bringing
people together. The politics of unity.
Alex Haley, a wonderful Tennesseean,
used to say, find the good and praise it.

We need to find what it is we can
agree on and come together on that,
and set aside for the purpose of that
discussion and for the moment our dif-
ferences, and certainly not allow the
politics of division to win the day.

That is not an exclusive propensity
for either side of the aisle. I believe
neither party has an exclusive on in-
tegrity and ideas, and frankly, I believe

there are Members of both parties in
Washington and across the country
that engage too much in the politics of
division and not near enough in the
politics of unity. We need more leaders
in this country that will say, OK, what
can we agree on? Where can we meet in
the middle?

Instead of saying, well, you just can-
not trust the President, I think we
should say, if the President is willing
to meet us close to the middle, what
can we agree with?

So the deficit does right there tick
up in the short run, but we get real en-
titlement reform to save Medicare,
keep it solvent, because it is hemor-
rhaging.

Mr. GUTKNECHT. Absolutely.
Mr. WAMP. Medicare, even though it

was demagogued, they called it
medagoguery in the last election cycle;
it is hemorrhaging, losing millions of
dollars every day until we fix it. In
order to fix it, we have to rein it in. In
order to get that accomplished, we
have to say, Mr. President, what does
it take to get your agreement? We
would not have had the agreement.

Frankly, it is not an ideal situation.
The ideology cannot win the day.
There is a pragmatism that has to set
in. In this country today we have this
mixed government. We are not going to
have another election to change that,
so what can we do in the meantime to
try to reach some common ground?
Move the country forward, engage in
the politics of unification again, be-
cause our country has so many prob-
lems, I am afraid if we do not work to-
gether in this city and across this land.

Mr. GUTKNECHT. Mr. Speaker, I
would say to the gentleman I generally
agree with what he has said, although
I would phrase it somewhat differently.
I think in the book of Ecclesiastes it
talks about there is a time for every-
thing, a time for war and a time for
peace. In politics there is a time for
confrontation. There are clearly some
times when you have to draw a line in
the sand and say, beyond this point
there is simply is no retreat.

Perhaps we engaged in too much con-
frontation during the last Congress.
But on the other hand, there is also a
time for cooperation. I know some of
my supporters, as the gentleman has
back in Tennessee, really, they kind of
like the politics of confrontation.
Clearly they see it sometimes as a
spectator sport. But in the end we have
to do what is best for America. We
have to do what is best for American
kids and what is best for American sen-
iors.

So in some respects, if the gentleman
and I were to sit down and write a
budget agreement, probably it would
not look exactly like the one we voted
on this week. The same is true with the
tax bill. If I could have written the tax
bill, it probably would have been sig-
nificantly different than the one I was
proud to vote for today.

In the end, this is about getting 218
votes here in the House, 51 votes in the
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Senate, and getting the President to
sign it. I think the great news is that
after going through some of the poli-
tics of confrontation, which in my
opinion were important because they
began to lay the foundations for where
we are today, I honestly do not believe
that we would have a budget agree-
ment as good as the one we have, had
we not been willing to demonstrate in
the last Congress that we were willing
to stand and fight. I think we would
not have had as good a Medicare re-
form plan as we have today if we had
not been willing to demonstrate that
we were willing to fight for the prin-
ciples we believed in.

On the other hand, we had to make
some compromises. We could not com-
pletely ignore some of the President’s
priorities. There will be more money in
education which I think generally,
though, when people begin to analyze
it, I think they are going to like some
of the stuff that is going to be done for
education. I know education, whether
we are in Tennessee or Minnesota or
wherever, is a very high priority with
the American people.

So yes, it is a compromise. It is co-
operation. We are trying to work to-
gether, because we understand that the
greater good is what is really good for
the American people.

Mr. WAMP. Mr. Speaker, I appreciate
the gentleman yielding to me, and I
have enjoyed this discussion im-
mensely. I think it is a worthy effort
that we have engaged here in Washing-
ton.

Mr. GUTKNECHT. Reclaiming my
time, Mr. Speaker, I did want to talk
just briefly, and we ought to spend a
couple of minutes talking about the
tax bill we passed today. I think there
has been, just as we had a little bit of
disinformation about Medicare, we
have heard a little bit of
disinformation about the tax plan.

I just want to say, and these are from
the Committee on the Budget, the
Committee on Ways and Means, I am
sorry, but they have all been confirmed
by the Joint Committee on Taxation. I
would hope that whether people live in
Minnesota or in Tennessee, wherever
they are, that they would get the facts.

I think the facts speak for them-
selves. The bulk of the tax relief that is
in this package, in fact, I think it is
very accurate to say that 75 percent of
the tax relief that we passed today is
targeted at families that earn less than
$75,000. Despite all the disinformation
that has been spread, I think families
can figure that out for themselves.

I would like to tell the story, I was
going home last week. I was driving
into our neighborhood and there was a
garage sale. There was a family getting
out of a rather beat-up car. They were
going up to this garage sale. They had
three kids that were able to walk and
then there was one chubber that was
about maybe 8 or 9 months old that
was permanently attached to mom’s
hip, you know that type.

I thought about our tax relief pack-
age in this budget. I really thought,

you know, this is what this is all
about, because by balancing the budget
we are preserving the American dream
for those kids, and by passing this tax
relief package we are going to provide
real tax relief to families like that,
millions of families like that.

This tax relief package will benefit 41
million children in this country, and
$500 times those four kids is $2,000.
That may not seem like a lot of money
to some of the folks in Washington,
some of the well-paid lobbyists who
hang around these halls, but $2,000 to
the typical family with four kids, that
is a lot of money.

Take that family at $40,000 with
three kids, and that is $1,500 plus the
educational benefits, so this is a great
package for American families. I am
proud of it. It is not exactly the plan I
would have written, maybe not the
plan the gentleman would have writ-
ten, but it is a great plan for America’s
families.

Mr. WAMP. If the gentleman will
continue to yield, Mr. Speaker, under
this agreement, which I now believe at
some point will be signed into law and
enacted and the people will actually re-
ceive this tax relief, 767,000 children in
the State of Tennessee alone will qual-
ify so that their parents receive a $500
tax credit in the coming year. That is
incredible, just to think about 767,000
just in the State of Tennessee.

There was a lot of debate on the floor
today about who is wealthy and who is
not wealthy. Working families in this
country, just because you have a job
and own a home, a lot of the definition
we heard today, if you own your own
home you were classified by their defi-
nition today as wealthy. I hope you do
own your own home, regardless of what
it is worth. Home ownership is a great
thing in this country, something that
should be held up for hope and for op-
portunity as a goal that people should
have.

I do not care if that single mom I was
talking about earlier is making $18,000
a year or $30,000 a year, but if she has
children 16 years old or under she needs
that relief right now. That is going to
help her, and I think it is going to
stimulate our economy.

Then the other two areas of tax relief
that I really believe in that are part of
this agreement is increasing the level
of death tax on families for assets. In
my part of the world in Tennessee,
many parts of my district are rural,
where families own a farm. That farm
has risen in value. It is called inflation
that brought it up. They did not pay
that much for it, but they have had it
for a long time. They did not pay that
much for it. They did not have that
much to pay, but maybe they got it
from their parents, and now the farm is
worth more than $600,000, so if their
parents die they would have to sell the
farm, many of them, in order to pay
the taxes, sell the family farm. That is
unfair. This is an unfair tax. We should
continue to lift that exemption as high
as we can take it.

Then the capital gains tax is being
reduced, the rate, and it is an unfair
tax, too, because it is another tax on
inflation. Other industrialized coun-
tries that we compete with in a global
economy do not even have a capital
gains tax rate, like Japan and Ger-
many. We need to not tax inflation. We
need to have incentives for people to
save and invest that stimulates the
economy.

We have an argument in this country
over supply-side economics or not, but
the fact is tax relief in the right way
stimulates the economy and generates
more revenue than it ever costs on the
budget side. I really believe this is a
step in the right direction.

I appreciate the gentleman’s time to-
night. I have enjoyed our colloquy. I
hope the American people maybe bet-
ter understand what we are trying to
accomplish in good faith in this city at
this critical moment in our great coun-
try’s history. I hope the gentleman has
a grand Fourth of July back in Min-
nesota.

Mr. GUTKNECHT. Mr. Speaker, I
thank the gentleman from Tennessee.
It has been a great a hour. It has gone
very fast.

I would just like to close by saying
this, this is an important first step.
This was a very important week for
American families, because we are be-
ginning to restore accountability to
government. We are starting to encour-
age more personal responsibility. We
are sending more of the authority, the
responsibility, and the resources back
to neighborhoods and communities,
and most importantly, to families.

As I said earlier, for 40 years Wash-
ington had it wrong. Washington
thought that Washington knew best.
For 40 years both the bureaucracy and
the debt ballooned, and what hap-
pened? Our social problems got worse.
The real answers to most of our social
problems cannot be found here in
Washington. They are with our fami-
lies. That is what this week was about.
That is what our budget is about. That
is what our tax plan is about. Our fami-
lies in America are winning now, and
with their help, we are going to keep
them winning.

f

LEAVE OF ABSENCE
By unanimous consent, leave of ab-

sence was granted to:
Mr. YATES (at the request of Mr.

GEPHARDT) after 12 noon today, on ac-
count of personal reasons.

f

SPECIAL ORDERS GRANTED
By unanimous consent, permission to

address the House, following the legis-
lative program and any special orders
heretofore entered, was granted to:

(The following Members (at the re-
quest of Mr. SERRANO) to revise and ex-
tend their remarks and include extra-
neous material:)

Mr. BONIOR, for 5 minutes, today.
Mr. FRANK of Massachusetts, for 5

minutes, today.
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Ms. NORTON, for 5 minutes, today.
Ms. JACKSON-LEE of Texas, for 5 min-

utes, today.
Ms. PELOSI, for 5 minutes, today.
(The following Members (at the re-

quest of Mr. KNOLLENBERG) to revise
and extend their remarks and include
extraneous material:)

Mr. CHABOT, for 5 minutes, today.
Mr. SCARBOROUGH, for 5 minutes,

today.
Mr. KNOLLENBERG, for 5 minutes,

today.
Mr. KASICH, for 5 minutes, today.
Mr. PAUL, for 5 minutes, today.

f

ENROLLED BILL SIGNED

Mr. THOMAS, from the Committee
on House Oversight, reported that that
committee had examined and found
truly enrolled a bill of the House of the
following title, which was thereupon
signed by the Speaker:

H.R. 1553. An act to amend the President
John F. Kennedy Assassination Records Col-
lection Act of 1992 to extend the authoriza-
tion of the Assassination Records Review
Board until September 30, 1998.

f

BILLS PRESENTED TO THE
PRESIDENT

Mr. THOMAS, from the Committee
on House Oversight reported that that
committee did on this day present to
the President, for his approval, bills of
the House of the following titles:

H.R. 1306. An act to amend Federal law to
clarify the applicability of host State laws to
any branch in such State of an out-of-State
bank, and for other purposes; and

H.R. 1902. An act to immunize donations
made in the form of charitable gift annuities
and charitable remainder trusts from the
antitrust laws and State laws similar to the
antitrust laws.

f

ADJOURNMENT

Mr. GUTKNECHT. Mr. Speaker, I
move that the House do now adjourn.

The motion was agreed to.
The SPEAKER pro tempore (Mr.

PEASE). Pursuant to the provisions of
House Concurrent Resolution 108 of the
105th Congress, the House stands ad-
journed until 12:30 p.m. on Tuesday,
July 8, 1997, for morning hour debates.

Thereupon (at 7 o’clock and 27 min-
utes p.m.), pursuant to House Concur-
rent Resolution 108, the House ad-
journed until Tuesday, July 8, 1997, at
12:30 p.m. for morning hour debates.

f

EXECUTIVE COMMUNICATIONS,
ETC.

Under clause 2 of rule XXIV, execu-
tive communications were taken from
the Speaker’s table and referred as fol-
lows:

3958. A letter from the Acting Adminis-
trator, Farm Service Agency, transmitting
the Agency’s final rule—Livestock Indem-
nity Program (Commodity Credit Corpora-
tion) (RIN: 0560–AF15) received June 26, 1997,
pursuant to 5 U.S.C. 801(a)(1)(A); to the Com-
mittee on Agriculture.

3959. A letter from the Assistant to the
Board, Board of Governors of the Federal Re-
serve System, transmitting the Board’s final
rule—Reserve Requirements of Depository
Institutions and Issue and Cancellation of
Capital Stock of Federal Reserve Banks
[Regulations D and I; Docket No. R–0963] re-
ceived June 24, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Banking
and Financial Services.

3960. A letter from the Director, Office of
Management and Budget, transmitting
OMB’s estimate of the amount of discre-
tionary new budget authority and outlays
for the current year (if any) and the budget
year provided by H.R. 1871, pursuant to Pub-
lic Law 101—508, section 13101(a) (104 Stat.
1388—578); to the Committee on the Budget.

3961. A letter from the Assistant Secretary
for Special Education and Rehabilitative
Services, Department of Education, trans-
mitting Final Priorities——Research in Edu-
cation of Individuals with Disabilities Pro-
gram, pursuant to 20 U.S.C. 1232(f); to the
Committee on Education and the Workforce.

3962. A letter from the Assistant General
Counsel for Regulations, Department of Edu-
cation, transmitting the Department’s re-
port on the Notice of Final Funding Prior-
ities for programs administered by the Office
of Special Education and Rehabilitative
Services, pursuant to 5 U.S.C. 801(a)(1)(B); to
the Committee on Education and the
Workforce.

3963. A letter from the Secretary of Health
and Human Services, transmitting the An-
nual Report for Fiscal Year 1996 of the Ad-
ministration on Aging, pursuant to 42 U.S.C.
3018; to the Committee on Education and the
Workforce.

3964. A letter from the Director, Office of
Regulatory Management and Information,
Environmental Protection Agency, transmit-
ting the Agency’s final rule—Approval and
Promulgation of Implementation Plans; New
Jersey 15 Percent Rate of Progress Plan and
Phase I and II Ozone Implementation Plans
[Region II Docket No. NJ28–2–170, FRL–5850–
2] received June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Commerce.

3965. A letter from the Director, Office of
Regulatory Management and Information,
Environmental Protection Agency, transmit-
ting the Agency’s final rule—Approval of Re-
visions to the Tennessee State Implementa-
tion Plan Regarding Visibility [TN 104–1–
9706(b); TN 148–1–9705(b); FRL–5849–1] re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Commerce.

3966. A letter from the Director, Office of
Regulatory Management and Information,
Environmental Protection Agency, transmit-
ting the Agency’s final rule—Acid Rain Pro-
gram: Phase II Early Reduction Credits
[FRL–5845–3] received June 26, 1997, pursuant
to 5 U.S.C. 801(a)(1)(A); to the Committee on
Commerce.

3967. A letter from the Director, Office of
Regulatory Management and Information,
Environmental Protection Agency, transmit-
ting the Agency’s final rule—Technical
Amendments to Test Rules and Enforceable
Testing Consent Agreements/Testing Con-
sent Orders [OPPTS–40030; FRL–5728–5] re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Commerce.

3968. A letter from the Director, Regula-
tions Policy Management Staff, Office of
Policy, Food and Drug Administration,
transmitting the Administration’s final
rule—Medical Devices; Reclassification of
the Infant Radiant Warmer [Docket No. 85N–
0285] received June 26, 1997, pursuant to 5
U.S.C. 801(a)(1)(A); to the Committee on
Commerce.

3969. A letter from the Deputy Director,
Regulations Policy Management Staff, Office
of Policy, Food and Drug Administration,

transmitting the Administration’s final
rule—Indirect Food Additives: Adhesives and
Components of Coatings; and Adjuvants,
Production Aids, and Sanitizers [Docket No.
96F–0292] received June 26, 1997, pursuant to
5 U.S.C. 801(a)(1)(A); to the Committee on
Commerce.

3970. A letter from the Assistant Secretary
for Legislative Affairs, Department of State,
transmitting certification of a proposed li-
cense for the export of defense articles or de-
fense services sold commercially to Japan
(Transmittal No. DTC–57–97), pursuant to 22
U.S.C. 2776(c); to the Committee on Inter-
national Relations.

3971. A letter from the Assistant Secretary
for Legislative Affairs, Department of State,
transmitting certification of a proposed li-
cense for the export of defense articles or de-
fense services sold commercially to the Unit-
ed Kingdom (Transmittal No. DTC–81–97),
pursuant to 22 U.S.C. 2776(c); to the Commit-
tee on International Relations.

3972. A letter from the Assistant Secretary
for Legislative Affairs, Department of State,
transmitting notification of a proposed man-
ufacturing license agreement for production
of major military equipment with Saudi Ara-
bia (Transmittal No. DTC–1–97), pursuant to
22 U.S.C. 2776(d); to the Committee on Inter-
national Relations.

3973. A letter from the Assistant Secretary
for Legislative Affairs, Department of State,
transmitting the semi-annual report for the
period April 1, 1996 to September 30, 1996 list-
ing Voluntary Contributions made by the
United States Government to International
Organizations, pursuant to 22 U.S.C.
2226(b)(1); to the Committee on International
Relations.

3974. A communication from the President
of the United States, transmitting the bi-
monthly report on progress toward a nego-
tiated settlement of the Cyprus question, in-
cluding any relevant reports from the Sec-
retary General of the United Nations, pursu-
ant to 22 U.S.C. 2373(c); to the Committee on
International Relations.

3975. A letter from the Acting Assistant
Secretary, Bureau of Export Administration,
transmitting the Bureau’s final rule—Revi-
sions to the Export Administration Regula-
tions: Additions to the Entity List [Docket
No. 970428099–7150–02] (RIN: 0694–AB60) re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Inter-
national Relations.

3976. A letter from the Acting Assistant
Secretary, Bureau of Export Administration,
transmitting the Bureau’s final rule—Revi-
sions to the Export Administration Regula-
tions: Additions to Entity List: National De-
velopment Centre, Pakistan; and Indian Rare
Earths, Ltd., India [Docket No. 970428099–
7151–03] (RIN: 0694–AB60) received June 26,
1997, pursuant to 5 U.S.C. 801(a)(1)(A); to the
Committee on International Relations.

3977. A letter from the Assistant Secretary
for Legislative Affairs, Department of State,
transmitting the Department’s final rule—
Schedule of Fees for Consular Services, De-
partment of State and Overseas Embassies
and Consulates, Diversity LOTTery Fee (Bu-
reau of Consular Affairs) [Public Notice 2555]
received June 11, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Inter-
national Relations.

3978. A letter from the Acting Chairman of
the Council, Council of the District of Co-
lumbia, transmitting a copy of D.C. Act 12–
84, ‘‘BNA Washington, Inc., Real Property
Tax Deferral Temporary Amendment Act of
1997’’ received June 25, 1997, pursuant to D.C.
Code section 1—233(c)(1); to the Committee
on Government Reform and Oversight.

3979. A letter from the Acting Chairman of
the Council, Council of the District of Co-
lumbia, transmitting a copy of D.C. Act 12–
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83, ‘‘Procurement Reform Temporary
Amendment Act of 1997’’ received June 25,
1997, pursuant to D.C. Code section 1—
233(c)(1); to the Committee on Government
Reform and Oversight.

3980. A letter from the Executive Director,
District of Columbia Retirement Board,
transmitting the personal financial disclo-
sure statements of Board members, pursuant
to D.C. Code section 1—732 and 1—
734(a)(1)(A); to the Committee on Govern-
ment Reform and Oversight.

3981. A letter from the Comptroller Gen-
eral, General Accounting Office, transmit-
ting a list of all reports issued or released in
May 1997, pursuant to 31 U.S.C. 719(h); to the
Committee on Government Reform and
Oversight.

3982. A letter from the Director, Office of
the Secretary, Department of Defense, trans-
mitting the Department’s final rule—DoD
Freedom of Information Act Program Regu-
lation [DoD 5400.7–R] (RIN: 0790–AG48) re-
ceived June 23, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Govern-
ment Reform and Oversight.

3983. A letter from the Assistant Secretary
for Human Resources and Administration,
Department of Energy, transmitting a report
of proposed revision to a system of records
subject to the Privacy Act; to the Commit-
tee on Government Reform and Oversight.

3984. A letter from the Inspector General,
General Services Administration, transmit-
ting the Office’s Audit Report Register, in-
cluding all financial recommendations, for
the period ending March 31, 1997, pursuant to
Public Law 100—504, section 104(a) (102 Stat.
2525); to the Committee on Government Re-
form and Oversight.

3985. A letter from the Regulatory Policy
Official, National Archives and RECORDs Ad-
ministration, transmitting the Administra-
tion’s final rule—NARA Reproduction Fee
Schedule (RIN: 3095–AA71) received June 25,
1997, pursuant to 5 U.S.C. 801(a)(1)(A); to the
Committee on Government Reform and
Oversight.

3986. A letter from the Director, Office of
Personnel Management, transmitting the Of-
fice’s report on the Federal Employees Fam-
ily Friendly Leave Act; to the Committee on
Government Reform and Oversight.

3987. A letter from the Secretary of De-
fense, transmitting the semiannual report of
the Inspector General and classified annex
for the period October 1, 1996, through March
31, 1997, pursuant to 5 U.S.C. app. (Insp. Gen.
Act) section 5(b); to the Committee on Gov-
ernment Reform and Oversight.

3988. A letter from the Senior Deputy As-
sistant Administrator, Bureau for Legisla-
tive and Public Affairs, U.S. Agency for
International Development, transmitting a
report of activities under the Freedom of In-
formation Act for the calendar year 1996,
pursuant to 5 U.S.C. 552(d); to the Committee
on Government Reform and Oversight.

3989. A letter from the Assistant Adminis-
trator for Fisheries, National Oceanic and
Atmospheric Administration, transmitting
the Administration’s final rule—Magnuson-
STEVENS Act Provisions; Foreign Fishing
Vessels in Internal Waters; Reporting Re-
quirements [Docket No. 970304043–7145–03;
I.D. 061397A] (RIN: 0648–AJ59) received June
25, 1997, pursuant to 5 U.S.C. 801(a)(1)(A); to
the Committee on Resources.

3990. A letter from the Assistant Adminis-
trator for Fisheries, National Oceanic and
Atmospheric Administration, transmitting
the Administration’s final rule—Fisheries of
the Exclusive Economic Zone Off Alaska;
Scallop Fisheries Off Alaska; 1997–98 Harvest
Specifications [Docket No. 970613138–7138–01;
I.D. 060397E] (RIN: 0648–AF81) received June
24, 1997, pursuant to 5 U.S.C. 801(a)(1)(A); to
the Committee on Resources.

3991. A letter from the Executive Director,
Congressional Medal of Honor Society of the
United States of America, transmitting the
annual financial report of the Society for
calendar year 1996, pursuant to 36 U.S.C.
1101(19) and 1103; to the Committee on the
Judiciary.

3992. A letter from the Assistant Attorney
General, Department of Justice, transmit-
ting a draft of proposed legislation to grant
the consent of Congress to the Apalachicola-
Chattahoochee-Flint River Basin Compact
and the Alabama-Coosa-Tallapoosa River
Basin Compact; to the Committee on the Ju-
diciary.

3993. A letter from the Assistant Attorney
General, Department of Justice, transmit-
ting a draft of proposed legislation entitled
the ‘‘Victims’ Rights Act of 1997’’; to the
Committee on the Judiciary.

3994. A letter from the Assistant Attorney
General, Department of Justice, transmit-
ting a draft of proposed legislation entitled
the ‘‘Child Support Recovery Amendments
Act of 1997’’; to the Committee on the Judici-
ary.

3995. A letter from the Attorney, National
Council on Radiation Protection and Meas-
urements, transmitting the 1996 annual re-
port of independent auditors who have au-
dited the records of the National Council on
Radiation Protection and Measurements,
pursuant to Public Law 88—376, section 14(b)
(78 Stat. 323); to the Committee on the Judi-
ciary.

3996. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; City of Astoria Fourth of July
Fireworks, Columbia River, Astoria OR
(Coast Guard) [CGD13–97–007] (RIN: 2115–
AA97) received June 26, 1997, pursuant to 5
U.S.C. 801(a)(1)(A); to the Committee on
Transportation and Infrastructure.

3997. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Oregon Food Bank Blues Fes-
tival Fireworks Display, Willamette River,
Portland OR (Coast Guard) [CGD13–97–009]
(RIN: 2115–AA97) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

3998. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Pensacola, Pensacola Bay, Gulf
of Mexico, FL (Coast Guard) (RIN: 2115–
AA97) received June 26, 1997, pursuant to 5
U.S.C. 801(a)(1)(A); to the Committee on
Transportation and Infrastructure.

3999. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Oak Park 4th of July Fireworks
Display, Willamette River, Portland OR
(Coast Guard) [CGD13–97–010] (RIN: 2115–
AA97) received June 26, 1997, pursuant to 5
U.S.C. 801(a)(1)(A); to the Committee on
Transportation and Infrastructure.

4000. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Kennewick Old Fashioned
Fourth of July Fireworks Display, Columbia
River, Kennewick WA (Coast Guard) [CGD13–
97–008] (RIN: 2115–AA97) received June 26,
1997, pursuant to 5 U.S.C. 801(a)(1)(A); to the
Committee on Transportation and Infra-
structure.

4001. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; St. Helens 4th of July Fire-
works Display, Columbia River, St. Helens
OR [CGD13–97–011] (RIN: 2115–AA97) received
June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4002. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Macy’s 1997 Fourth of July
Fireworks, East River, New York (Coast
Guard) [CGD01–97–041] (RIN: 2115–AA97) re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4003. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Saint Peter’s Fiesta Fireworks,
Gloucester, MA (Coast Guard) [CGD1–97–040]
(RIN: 2115–AA97) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4004. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; Destin Pass, Destin, FL (Coast
Guard) [Regulation 97–04] (RIN: 2115–AA97)
received June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4005. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; BT Global Challenge Race, Bos-
ton Harbor, MA (Coast Guard) [CGD01–97–042]
(RIN: 2115–AA97) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4006. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Safety Zone
Regulations; St. Andrew Bay, Panama City
Marina, Panama City FL (Coast Guard)
[Regulation 97–14] (RIN: 2115–AA97) received
June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4007. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Use of MIL-C–
915 cable on Merchant Vessels (Coast Guard)
[CGD 97–030] (RIN: 2115–ZZ00) received June
26, 1997, pursuant to 5 U.S.C. 801(a)(1)(A); to
the Committee on Transportation and Infra-
structure.

4008. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Programs for
Chemical Drug and Alcohol Testing of Com-
mercial Vessel Personnel; Implementation of
Drug Testing in Foreign Waters (Coast
Guard) [CGD 95–011] (RIN: 2115–AF02) re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4009. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Inflatable Life-
rafts; Correction (Coast Guard) [CGD 85–205]
(RIN: 2115–AC51) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4010. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Special Local
Regulation: The ‘‘Great Connecticut River
Raft Race,’’ Middletown, CT (Coast Guard)
[CGD01–95–178] (RIN: 2115–AE46) received
June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4011. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Special Local
Regulations for Marine Events; Virginia is
for Lovers Cup Unlimited Hydroplane Races,
Willoughby Bay, Norfolk, Virginia (Coast
Guard) [CGD 05–97–043] (RIN: 2115–AE46) re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4012. A letter from the General Counsel,
Department of Transportation, transmitting
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the Department’s final rule—Antarctic Trea-
ty Environmental Protection Protocol
(Coast Guard) [CGD 97–015] (RIN: 2115–AF43)
received June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4013. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Puget Sound
and adjacent waters, WA-regulated naviga-
tion (Coast Guard) [CGD13–97–003] (RIN: 2115–
AE84) received June 26, 1997, pursuant to 5
U.S.C. 801(a)(1)(A); to the Committee on
Transportation and Infrastructure.

4014. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Equivalency of
Caribbean Cargo Ship Safety Code (Coast
Guard) [CGD 97–026] (RIN: 2115–ZZ01) re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4015. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Technical
Amendments; Organizational Changes; Mis-
cellaneous Editorial Changes and Conform-
ing Amendments (Coast Guard) [CGD 97–023]
(RIN: 2115–ZZ02) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4016. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Hazardous Ma-
terials: Shipping Description and Packaging
of Oxygen Generators; Extension of Effective
Date and Corrections (Research and Special
Programs Administration) [Docket No. HM–
224A] (RIN: 2137–AD02) received June 26, 1997,
pursuant to 5 U.S.C. 801(a)(1)(A); to the Com-
mittee on Transportation and Infrastruc-
ture.

4017. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Availability of
Interpretations of Hazardous Materials and
Pipeline Safety Regulations; Correction (Re-
search and Special Programs Administra-
tion) [Docket No. RSPA–97–2522 (RSP–3)]
(RIN: 2137–AD00) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4018. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Revision of
Class E Airspace; Kodiak, AK (Federal Avia-
tion Administration) [Airspace Docket No.
97–AAL–4] (RIN: 2120–AA66) received June 26,
1997, pursuant to 5 U.S.C. 801(a)(1)(A); to the
Committee on Transportation and Infra-
structure.

4019. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Establishment
of Class E Airspace; Driggs, Idaho (Federal
Aviation Administration) [Airspace Docket
No. 97–ANM–6] received June 26, 1997, pursu-
ant to 5 U.S.C. 801(a)(1)(A); to the Committee
on Transportation and Infrastructure.

4020. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Establishment
of Class E Airspace; University of Maryland,
Baltimore, MD (Federal Aviation Adminis-
tration) [Airspace Docket No. 97–AEA–023]
(RIN: 2120–AA66) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4021. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Establishment
of Class E Airspace; Fort McHenry, MD (Fed-
eral Aviation Adminstration) [Airspace
Docket No. 97–AEA–022] (RIN: 2120–AA66) re-
ceived June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4022. A letter from the General Counsel,
Department of Transportation, transmitting

the Department’s final rule—Establishment
of Class E Airspace; Centerville, MD (Federal
Aviation Administration) [Airspace Docket
No. 97–AEA–021] (RIN: 2120–AA66) received
June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4023. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Establishment
of Class E Airspace; Sayre, PA (Federal
Aviation Administration) [Airspace Docket
No. 97–AEA–020] (RIN: 2120–AA66) received
June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4024. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Standard In-
strument Approach Procedures; Miscellane-
ous Amendments (Federal Aviation Adminis-
tration) [Docket No. 28943; Amdt. No. 1804]
(RIN: 2120–AA65) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4025. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Standard In-
strument Approach Procedures; Miscellane-
ous Amendments (Federal Aviation Adminis-
tration) [Docket No. 28944; Amdt. No. 1805]
(RIN: 2120–AA65) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4026. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Standard In-
strument Approach Procedures; Miscellane-
ous Amendments (Federal Aviation Adminis-
tration) [Docket No. 28942; Amdt. No. 1803]
(RIN: 2120–AA65) received June 26, 1997, pur-
suant to 5 U.S.C. 801(a)(1)(A); to the Commit-
tee on Transportation and Infrastructure.

4027. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Amendment of
Class D Airspace; Idaho Falls, Idaho (Federal
Aviation Administration) [Airspace Docket
No. 97–ANM–5] received June 26, 1997, pursu-
ant to 5 U.S.C. 801(a)(1)(A); to the Committee
on Transportation and Infrastructure.

4028. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Airworthiness
Directives; de Havilland Model DHC–8–100
and -300 Series Airplanes (Federal Aviation
Administration) [Docket No. 96–NM–73–AD;
Amdt. 39–10055; AD 97–13–08] (RIN: 2120–AA64)
received June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4029. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Airworthiness
Directives; McDonnell Douglas Helicopter
Systems Model MD–900 Helicopters (Federal
Aviation Administration) [Docket No. 96–
SW–35–AD; Amdt. 39–10056; AD 97–13–09] (RIN:
2120–AA64) received June 26, 1997, pursuant to
5 U.S.C. 801(a)(1)(A); to the Committee on
Transportation and Infrastructure.

4030. A letter from the General Counsel,
Department of Transportation, transmitting
the Department’s final rule—Airworthiness
Directives; Airbus Model A300–B2 and -B4 Se-
ries Airplanes, Excluding Model A300–600 Se-
ries Airplanes, Equipped with General Elec-
tric CF6–50 Series Engines or Pratt & Whit-
ney JT9D–59A Engines (Federal Aviation Ad-
ministration) [Docket No. 96–NM–165–AD;
Amdt 39–10050; AD 97–13–04] (RIN: 2120–AA64)
received June 26, 1997, pursuant to 5 U.S.C.
801(a)(1)(A); to the Committee on Transpor-
tation and Infrastructure.

4031. A letter from the Secretary of Trans-
portation, transmitting a report on the Eval-
uation of the U.S. Department of Transpor-
tation State Infrastructure Bank Pilot Pro-

gram: Status as of February 28, 1997; to the
Committee on Transportation and Infra-
structure.

4032. A letter from the Secretary of Trans-
portation, transmitting a report on Highway
Signs for the National Highway System; to
the Committee on Transportation and Infra-
structure.

4033. A letter from the Secretary of Com-
merce, transmitting the ‘‘National Imple-
mentation Plan For Modernization Of The
National Weather Service For Fiscal Year
1998,’’ pursuant to Public Law 102—567, sec-
tion 703(a) (106 Stat. 4304); to the Committee
on Science.

4034. A letter from the Secretary of Veter-
ans Affairs, transmitting a draft of proposed
legislation to amend sections 2306 and 2403 of
title 38, United States Code, to authorize me-
morialization of deceased spouses and sur-
viving spouses of veterans and deceased
members of the Armed Forces whose remains
are not available for interment; to the Com-
mittee on Veterans’ Affairs.

4035. A letter from the Chief, Regulations
Unit, Internal Revenue Service, transmitting
the Service’s final rule—Last-In, First-Out
Inventories [Rev. Rul. 97–28] received June
26, 1997, pursuant to 5 U.S.C. 801(a)(1)(A); to
the Committee on Ways and Means.

4036. A letter from the Chief, Regulations
Unit, Internal Revenue Service, transmitting
the Service’s final rule—Treatment of Hong
Kong and China [Notice 97–40] received June
26, 1997, pursuant to 5 U.S.C. 801(a)(1)(A); to
the Committee on Ways and Means.

4037. A letter from the Assistant Secretary
of Defense, transmitting a letter notifying
Congress that the report concerning the tax
deductibility of nonreimburseable expenses
incurred by members of Reserve components
in connection with military service required
by the National Defense Authorization Act
for Fiscal Year 1997 will be submitted no
later than July 31, 1997; jointly to the Com-
mittees on National Security and Ways and
Means.

4038. A letter from the Administrator,
Agency for International Development,
transmitting a quarterly update report on
development assistance program allocations
for FY 1997, pursuant to 22 U.S.C. 2413(a);
jointly to the Committees on International
Relations and Appropriations.

f

REPORTS OF COMMITTEES ON
PUBLIC BILLS AND RESOLUTIONS

Under clause 2 of rule XIII, reports of
committees were delivered to the Clerk
for printing and reference to the proper
calendar, as follows:

Mr. BLILEY: Committee on Commerce.
H.R. 1276. A bill to authorize appropriations
for fiscal years 1998 and 1999 for the research,
development, and demonstration activities
of the Environmental Protection Agency,
and for other purposes; with an amendment
(Rept. 105–99 Pt. 2). Referred to the Commit-
tee of the Whole House on the State of the
Union.

Mr. GOODLING: Committee on Education
and the Workforce. H.R. 1818. A bill to amend
the Juvenile Justice and Delinquency Pre-
vention Act of 1974 to authorize appropria-
tions for fiscal years 1998, 1999, 2000, and 2001,
and for other purposes; with an amendment
(Rept. 105–155). Referred to the Committee of
the Whole House on the State of the Union.

Mrs. MYRICK: Committee on rules. House
Resolution 178. Resolution providing for con-
sideration of the bill (H.R. 2016) making ap-
propriations for military construction, fam-
ily housing, and base realignment and clo-
sure for the Department of Defense for the
fiscal year ending September 30, 1998, and for
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other purposes (Rept. 105–156). Referred to
the House Calendar.

Mr. MCCOLLUM: Committee on the Judici-
ary. House Concurrent Resolution 75. Resolu-
tion expressing the sense of the Congress
that States should work more aggressively
to attack the problem of violent crimes com-
mitted by repeat offenders and criminals
serving abbreviated sentences (Rept. 105–157).
Referred to the House Calendar.

Mr. MCCOLLUM; Committee on the Judici-
ary. H.R. 1847. A bill to improve the criminal
law relating to fraud against consumers;
with an amendment (Rep. 105–158). Referred
to the Committee of the Whole House on the
State of the Union.

Mr. MCCOLLUM: Committee on the Judici-
ary. H.R. 1898. A bill to amend title 18 of the
United States Code to penalize the rape of
minors in Federal prisons. (Rept. 105–159).
Referred to the Committee of the Whole
House on the State of the Union.

Mr. MCCOLLUM: Committee on the Judici-
ary. House Resolution 154. Resolution ex-
pressing the sense of the House that the Na-
tion’s children are its most valuable assets
and that their protection should be the Na-
tion’s highest priority (Rept. 105–160). Re-
ferred to the House Calendar.

Mr. MCCOLLUM: Committee on the Judici-
ary. H.R. 103. A bill to expedite State reviews
of criminal records of applicants for private
security officer employment, and for other
purposes (Rept. 105–161 Pt. 1). Ordered to be
printed.

Mr. MCCOLLUM: Committee on the Judici-
ary. H.R. 1840. A bill to provide a law en-
forcement exception to the prohibition on
the advertising of certain electronic devices
(Rept. 105–162). Referred to the Committee of
the Whole House on the State of the Union.

f

REPORTED BILL SEQUENTIALLY
REFERRED

Under clause 5 of rule X, the follow-
ing action was taken by the Speaker:

H.R. 695. A bill to amend title 18, United
States Code, to affirm the rights of U.S. per-
sons to use and sell encryption and to relax
export controls on encryption; with an
amendment; referred to the Committees on
Commerce, National Security, and the Per-
manent Select Committee on intelligence for
a period ending not later than September 5,
1997, for consideration of such provisions of
the bill and amendment reported by the
Committee on the Judiciary as fall within
the jurisdiction of those committees pursu-
ant to clause 1(e) and (k), rule X and rule
XLVIII, respectively.

f

TIME LIMITATION OF REFERRED
BILL

Pursuant to clause 5 of rule X the fol-
lowing action was taken by the Speak-
er:

H.R. 695. Referral to the Committee on
International Relations extended for a period
ending not later than July 25, 1997.

f

PUBLIC BILLS AND RESOLUTIONS

Under clause 5 of rule X and clause 4
of rule XXII, public bills and resolu-
tions were introduced and severally re-
ferred as follows:

By Mr. THORNBERRY:
H.R. 2072. A bill to amend the Internal Rev-

enue Code of 1986 to exclude from gross in-
come gain from oil and gas produced from
certain recovered inactive wells; to the Com-
mittee on Ways and Means.

By Mr. GOODLATTE:
H.R. 2073. A bill to prohibit fundraising at

the White House and elsewhere; to the Com-
mittee on the Judiciary.

H.R. 2074. A bill to amend the Federal Elec-
tion Campaign Act of 1971 to expedite the
availability of reports submitted to the Fed-
eral Election Commission, and for other pur-
poses; to the Committee on House Oversight.

H.R. 2075. A bill to amend the Federal Elec-
tion Campaign Act of 1971 to require the dis-
closure of certain information by persons
conducting polls by telephone during cam-
paigns for election for Federal office; to the
Committee on House Oversight.

H.R. 2076. A bill to amend the National
Voter Registration Act of 1993 to repeal the
requirement that States provide for voter
registration by mail and to require appli-
cants for voter registration to provide a So-
cial Security number and actual proof of
U.S. citizenship, and for other purposes; to
the Committee on House Oversight.

By Mr. BROWN of California (for him-
self, Mr. GUTIERREZ, Mrs. MALONEY of
New York, Mr. FILNER, Ms. CHRIS-
TIAN-GREEN, Mr. CLAY, Mr. DELLUMS,
Mr. OLVER, Mrs. TAUSCHER, and Mr.
ACKERMAN):

H.R. 2077. A bill to establish a National
Forest Preserve consisting of certain Federal
lands in the Sequoia National Forest in the
State of California to protect and preserve
remaining Giant Sequoia ecosystems and to
provide increased recreational opportunities
in connection with such ecosystems; to the
Committee on Resources.

By Mr. CAMPBELL (for himself, Mr.
CANADY of Florida, and Mr. BOU-
CHER):

H.R. 2078. A bill to amend title VII of the
Civil Rights Act of 1964 to clarify the intent
of Congress to hold individuals responsible
for discriminatory acts committed by them
in employment; to the Committee on Edu-
cation and the Workforce.

By Mr. CAMPBELL (for himself and
Mr. EHLERS):

H.R. 2079. A bill to require implementation
of an alternative program for providing a
benefit or employment preference under Fed-
eral law; to the Committee on the Judiciary.

By Mr. CAMPBELL (for himself and
Mr. CANADY of Florida):

H.R. 2080. A bill to amend title VII of the
Civil Rights Act of 1964 to establish criminal
liability for unlawful discrimination based
on disparate treatment; to the Committee on
Education and the Workforce, and in addi-
tion to the Committee on the Judiciary, for
a period to be subsequently determined by
the Speaker, in each case for consideration
of such provisions as fall within the jurisdic-
tion of the committee concerned.

By Mr. CANADY of Florida (for him-
self, Mrs. MORELLA, Mr. SMITH of New
Jersey, Mr. OLVER, Ms. STABENOW,
Mr. EVANS, Mr. NORWOOD, Mr. TRAFI-
CANT, Mrs. KELLY, Mr. MORAN of Vir-
ginia, Mr. FOLEY, Mrs. LOWEY, and
Mr. FARR of California):

H.R. 2081. A bill to provide for an enumera-
tion of family caregivers as part of the 2000
decennial census of population; to the Com-
mittee on Government Reform and Over-
sight.

By Mr. CLEMENT:
H.R. 2082. A bill to establish a Commission

to conduct a comprehensive legal and factual
study of the navigational, flood control, eco-
nomic development, recreational, and eco-
nomic impacts of the future structure, com-
petitiveness, and financial viability of TVA,
and for other purposes; to the Committee on
Transportation and Infrastructure, and in
addition to the Committee on Science, for a
period to be subsequently determined by the
Speaker, in each case for consideration of

such provisions as fall within the jurisdic-
tion of the committee concerned.

By Mr. COOK:
H.R. 2083. A bill to prohibit the shipment of

spent nuclear fuel to the Goshute Indian res-
ervation in Utah; to the Committee on
Transportation and Infrastructure.

By Mr. DAVIS of Illinois:
H.R. 2084. A bill to amend the Internal Rev-

enue Code of 1986 to provide for maximum
capital gains tax rate of 15, 22, and 30 percent
for individuals; to the Committee on Ways
and Means.

By Mr. EVANS (for himself, Ms.
PELOSI, Mr. FRANK of Massachusetts,
Mr. STARK, Mr. SANDERS, Ms. KAP-
TUR, and Mr. BONIOR):

H.R. 2085. A bill to amend the Export-Im-
port Bank Act of 1945 to ensure that the pro-
vision of assistance for exports to China is
conditioned upon adherence to responsible
conduct; to the Committee on Banking and
Financial Services.

By Mr. GILLMOR (for himself, Mr.
LARGENT, Mr. DEAL of Georgia, Mr.
BILBRAY, Mr. DOYLE, Mr. WHITFIELD,
Mr. BONILLA, Mr. GRAHAM, Mr. STEN-
HOLM, Mr. SHIMKUS, Mr. OXLEY, Mr.
FRELINGHUYSEN, and Mr. LEWIS of
California):

H.R. 2086. A bill to amend the Comprehen-
sive Environmental Response, Compensa-
tion, and Liability Act of 1980 to limit the
portion of the Superfund expended for ad-
ministration, oversight, support, studies, de-
sign, investigations, monitoring, assessment,
and evaluation, and enforcement activities;
to the Committee on Commerce, and in addi-
tion to the Committee on Transportation
and Infrastructure, for a period to be subse-
quently determined by the Speaker, in each
case for consideration of such provisions as
fall within the jurisdiction of the committee
concerned.

By Mr. GILLMOR:
H.R. 2087. A bill to amend the Comprehen-

sive Environmental Response, Compensa-
tion, and Liability Act of 1980 to require that
polluters are responsible for the cleanup of
hazardous substances, and for other pur-
poses; to the Committee on Commerce, and
in addition to the Committee on Transpor-
tation and Infrastructure, for a period to be
subsequently determined by the Speaker, in
each case for consideration of such provi-
sions as fall within the jurisdiction of the
committee concerned.

By Mrs. KELLY:
H.R. 2088. A bill to provide for the surviv-

ing spouse and dependent children of public
safety officers who are killed in performance
of their official duties, and for other pur-
poses; to the Committee on Education and
the Workforce.

By Mr. KILDEE (for himself and Mr.
BONO):

H.R. 2089. A bill to authorize leases on the
Cabazon Indian Reservation for terms not to
exceed 99 years; to the Committee on Re-
sources.

By Mr. LAZIO of New York (for him-
self, Mr. ENGEL, Mrs. MORELLA, Mr.
PASCRELL, Mr. KING of New York, Mr.
MILLER of California, Ms. DELAURO,
Mr. PALLONE, Mrs. KELLY, Mr. MAS-
CARA, Ms. KAPTUR, Mr. ACKERMAN,
Mr. KENNEDY of Rhode Island, Mr.
MANTON, Mrs. MCCARTHY of New
York, and Mr. MCGOVERN):

H.R. 2090. A bill ordering the preparation of
a Government report detailing injustices suf-
fered by Italian-Americans during World War
II, and a formal acknowledgment of such in-
justices by the President; to the Committee
on the Judiciary.

By Mr. LINDER (for himself and Mr.
NORWOOD):
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H.R. 2091. A bill to amend the Appalachian

Regional Development Act of 1965 to add El-
bert County and Hart County, GA, to the Ap-
palachian region; to the Committee on
Transportation and Infrastructure.

By Mr. MENENDEZ (for himself, Mr.
DIAZ-BALART, Mr. GILMAN, Ms. ROS-
LEHTINEN, and Mr. DEUTSCH):

H.R. 2092. A bill to withhold United States
assistance for programs or projects of the
International Atomic Energy Agency in
Cuba, and for other purposes; to the Commit-
tee on International Relations.

By Ms. NORTON:
H.R. 2093. A bill to temporarily waive the

Medicaid enrollment composition rule for
D.C. Health Cooperative; to the Committee
on Commerce.

By Mr. PALLONE (for himself and Mr.
BILBRAY):

H.R. 2094. A bill to amend the Federal
Water Pollution Control Act to improve the
quality of coastal recreation waters, and for
other purposes; to the Committee on Trans-
portation and Infrastructure.

By Mr. PORTER (for himself, Mr.
DREIER, Mr. KOLBE, Mr. SALMON, Mr.
MATSUI, Ms. DUNN of Washington, Mr.
GILMAN, Mr. LAZIO of New York, Mrs.
MORELLA, Mr. LEVIN, Mr. DICKEY, Mr.
SPENCE, Mr. HOBSON, Mr. HORN, Mr.
PALLONE, Ms. JACKSON-LEE, Mr.
SCARBOROUGH, Mr. WICKER, Mr.
GILCHREST, Mrs. LOWEY, Mr. FOX of
Pennsylvania, Mr. BACHUS, Mr.
RADANOVICH, Mr. DOOLEY of Califor-
nia, Ms. PRYCE of Ohio, Mr. MCHALE,
Mr. REGULA, Ms. DEGETTE, Mr. ENG-
LISH of Pennsylvania, Mr. ROEMER,
Mr. ROHRABACHER, Mr. NETHERCUTT,
Mr. PETERSON of Pennsylvania, Mr.
HALL of Texas, Mr. MANZULLO, and
Mr. POSHARD):

H.R. 2095. A bill to provide for certain ac-
tivities regarding the promotion of respect
for human rights, the development of demo-
cratic government and the development of
the rule of law within the People’s Republic
of China, and for other purposes; to the Com-
mittee on International Relations, and in ad-
dition to the Committees on Intelligence
(Permanent Select), and the Judiciary, for a
period to be subsequently determined by the
Speaker, in each case for consideration of
such provisions as fall within the jurisdic-
tion of the committee concerned.

By Mr. RANGEL (by request):
H.R. 2096. A bill to promote the growth of

free enterprise and economic opportunity in
the Caribbean Basin region, increase trade
and investment between the Caribbean Basin
region and the United States, and encourage
the adoption by Caribbean Basin countries of
policies necessary for participation in the
free trade area of the Americas; to the Com-
mittee on Ways and Means.

By Mr. SANFORD:
H.R. 2097. A bill to amend the Internal Rev-

enue Code of 1986 to correct the treatment of
tax exempt financing of professional sports
facilities; to the Committee on Ways and
Means.

By Mr. SKEEN (for himself, Mr.
SCHIFF, and Mr. REDMOND):

H.R. 2098. A bill to establish the National
Cave and Karst Research Institute in the
State of New Mexico, and for other purposes;
to the Committee on Resources.

By Mr. SMITH of Michigan:
H.R. 2099. A bill to provide that cost-of-liv-

ing adjustments to payments made under
Federal law and to Federal tax benefits shall
be determined using a new price index; to the
Committee on Ways and Means, and in addi-
tion to the Committees on Education and
the Workforce, National Security, Govern-
ment Reform and Oversight, and Transpor-
tation and Infrastructure, for a period to be

subsequently determined by the Speaker, in
each case for consideration of such provi-
sions as fall within the jurisdiction of the
committee concerned.

By Mr. STEARNS:
H.R. 2100. A bill to establish a demonstra-

tion project to authorize certain covered
beneficiaries under the military health care
system, including the dependents of active
duty military personnel and retired members
and their dependents, to enroll in the Fed-
eral Employees Health Benefits program and
to ensure their future health security
through the use of medical savings accounts;
to the Committee on Government Reform
and Oversight, and in addition to the Com-
mittees on National Security, and Ways and
Means, for a period to be subsequently deter-
mined by the Speaker, in each case for con-
sideration of such provisions as fall within
the jurisdiction of the committee concerned.

By Mr. SUNUNU:
H.R. 2101. A bill to amend the Internal Rev-

enue Code of 1986 to exclude qualified con-
servation easements from a decedent’s gross
estate, exempt from tax the gain on the sale
of qualified forest land to government enti-
ties or conservation groups, and for other
purposes; to the Committee on Ways and
Means.

By Mr. TALENT:
H.R. 2102. A bill to amend the Hazardous

and Solid Waste Amendments of 1984 to re-
peal the sunset of the Environmental Protec-
tion Agency Office of Ombudsman, and for
other purposes; to the Committee on Com-
merce.

By Mr. THORNBERRY (for himself,
Mr. STENHOLM, Mr. THUNE, Mr. COM-
BEST, Mr. LIVINGSTON, and Mr. SES-
SIONS):

H.R. 2103. A bill to amend the Federal Meat
Inspection Act and the Poultry Products In-
spection Act to provide for the eventual re-
moval of intrastate distribution restrictions
on State inspected meat and poultry; to the
Committee on Agriculture.

By Mrs. THURMAN:
H.R. 2104. A bill to ensure that persons who

enroll in the managed health care program
of the Department of Defense known as
TRICARE Prime retain coverage under the
program in any TRICARE region; to the
Committee on National Security.

By Mr. TOWNS
H.R. 2105. A bill to amend section 552a of

title 5, United States Code, to provide for the
maintenance of certain health information
in cases where a health care facility has
closed or a health benefit plan sponsor has
ceased to do business; to the Committee on
Government Reform and Oversight.

By Mr. SOLOMON:
H. Con. Res. 108. Concurrent resolution

providing for an adjournment of the two
Houses; considered and agreed to.

By Mr. GOODLATE:
H. Res. 177. Resolution prohibiting any per-

sonal staff employee of a Member of the
House of Representatives from holding a paid
position in the campaign of the employing
Member; to the Committee on House Over-
sight.

f

MEMORIALS

Under clause 4 of rule XXII, memori-
als were presented and referred as fol-
lows:

141. The SPEAKER presented a memorial
of the Legislature of the State of New Hamp-
shire, relative to House Joint Resolution 4
urging the United States Congress, FERC,
and other federal agencies to continue to co-
operate with and support state eforts to re-
structure the electric utility industry and

promote retail competition; to the Commit-
tee on Commerce.

142. Also, a memorial of the Senate of the
Commonwealth of Pennsylvania, relative to
Senate Resolution No. 38 urging the Presi-
dent of the United States and Congress make
the $1 billion of Federal moneys already ear-
marked for abandoned mine land reclama-
tion available to states to clean up and make
safe our abandoned mine lands; to the Com-
mittee on Resources.

143. Also, a memorial of the General As-
sembly of the State of Nevada, relative to
Senate Joint Resolution No. 6 expressing the
support of the Nevada Legislature for the
Southern Nevada Public Land Management
Act of 1997 and for the sale or other transfer
of public land managed by the Federal Gov-
ernment in the Las Vegas Valley if the
transfer does not adversely affect sparsely
populated and rural counties in Nevada; to
the Committee on Resources.

144. Also, a memorial of the Senate of the
State of Illinois, relative to Senate Resolu-
tion No. 73 urging the United States Con-
gress to enact legislation exempting Mother
Teresa and the Missionaries of Charity from
work permit fees while caring for the sick
and the dying in our country, enabling them
to use their funds for charitable works; to
the Committee on the Judiciary.

145. Also, a memorial of the Senate of the
Commonwealth of Pennsylvania, relative to
Senate Resolution No. 28 urging the Con-
gress of the United States to immediately re-
view the Federal Unified Gift and Estate Tax
and to act either to repeal the law, or to give
special exemptions to family owned farms
and businesses, or to raise the unified credit
against the Gift and Estate Taxes, or to
defer estate tax payments over a period of
time; to the Committee on Ways and Means.

146. Also, a memorial of the Senate of the
Commonwealth of Pennsylvania, relative to
Senate Resolution No. 48 memorializing Con-
gress to select VISN 4 to participate in the
demonstration project provided for in House
Resolution 1362 and to participate in all dem-
onstration programs for Medicare-eligible
veterans; to the Committee on Ways and
Means.

f

PRIVATE BILLS AND
RESOLUTIONS

Under clause 1 of rule XXII,
Mr. MCINTYRE introduced a bill (H.R.

2106) for the relief of the estate of William R.
Holden and the estate of John Davis; which
was referred to the Committee on the Judici-
ary.

f

ADDITIONAL SPONSORS

Under clause 4 of rule XXII, sponsors
were added to public bills and resolu-
tions as follows:

H.R. 12: Mrs. MALONEY of New York, Ms.
PELOSI, and Ms. WOOLSEY.

H.R. 18: Mr. EHRLICH, Mr. SNYDER, and Mr.
JEFFERSON.

H.R. 23: Ms. VELÁZQUEZ, Mr. MCGOVERN,
Mr. ANDREWS, Mr. PASCRELL, Mr. PAYNE, Mr.
OWENS, Mr. MORAN of Virginia, Mr. MAR-
TINEZ, Mr. HINCHEY, Mr. ABERCROMBIE, Mr.
BROWN of California, Mr. THOMPSON, Mr.
OLVER, Mr. KILDEE, Ms. WOOLSEY, Mr. WISE,
Mr. YATES, Mr. DELLUMS, Mr. FATTAH, Mr.
MASCARA, Mr. GONZALEZ, Mrs. CLAYTON, Mr.
BROWN of Ohio, Mr. DAVIS of Illinois, Ms.
LOFGREN, Mr. TIERNEY, Mr. LANTOS, Mr.
EVANS, Mr. NADLER, Ms. NORTON, Mr.
UNDERWOOD, Mr. TORRES, Mr. STARK, Mr. RA-
HALL, Mr. FRANK of Massachusetts, Ms. KAP-
TUR, Mr. MILLER of California, Mr. KIND of
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Wisconsin, Mr. SANDERS, Ms. WATERS, Mr.
FILNER, Ms. MCKINNEY, Mr. RANGEL, Mr.
OBERSTAR, Mr. KUCINICH, Mr. HILLIARD, Ms.
CHRISTIAN-GREEN, Mr. MCHALE, Mr. LEWIS of
Georgia, Mr. HOLDEN, Mr. LUTHER, Mr.
BONIOR, Mr. ALLEN, Mr. BECERRA, Mr. ROTH-
MAN, Mr. BLAGOJEVICH, Ms. ESHOO, and Mr.
NEY.

H.R. 38: Mr. MORAN of Virginia and Mr. PE-
TERSON of Minnesota.

H.R. 44: Mr. MORAN of Virginia.
H.R. 51: Mr. EMERSON.
H.R. 58: Mr. JEFFERSON.
H.R. 65: Mr. ETHERIDGE.
H.R. 76: Mr. DELAHUNT.
H.R. 96: Mr. MURTHA.
H.R. 109: Mr. LEWIS of Georgia, Mr. BORSKI,

and Mr. BONIOR..
H.R. 127: Mr. DAN SCHAEFER of Colorado.
H.R. 145: Ms. VELÁZQUEZ and Ms. MCKIN-

NEY.
H.R. 165: Mr. WELDON of Florida and Mr.

MATSUI.
H.R. 195: Mr. GREENWOOD.
H.R. 213: Mr. JEFFERSON.
H.R. 218: Mr. SESSIONS, Mr. HERGER, and

Mr. SCARBOROUGH.
H.R. 230: Mr. MCCRERY and Mr. CALLAHAN.
H.R. 241: Mr. JEFFERSON.
H.R. 303: Mr. TAYLOR of North Carolina and

Mr. ETHERIDGE..
H.R. 306: Mr. ENGEL, Mr. JEFFERSON, and

Ms. MILLENDER-MCDONALD.
H.R. 312: Mr. HAYWORTH.
H.R. 339: Mr. SCARBOROUGH.
H.R. 347: Mr. GIBBONS.
H.R. 388: Mr. BILIRAKIS.
H.R. 466: Ms. STABENOW.
H.R. 471: Mr. SHERMAN.
H.R. 521: Mr. GILCHREST and Mr. CRAMER.
H.R. 536: Mr. ADAM SMITH of Washington.
H.R. 574: Mr. LANTOS.
H.R. 586: Mr. MASCARA.
H.R. 604: Mr. MANZULLO.
H.R. 616: Mrs. JOHNSON of Connecticut.
H.R. 630: Mr. CAMPBELL.
H.R. 631: Mr. GIBBONS.
H.R. 695: Mr. BONILLA and Ms. ROS-

LEHTINEN.
H.R. 699: Mr. JEFFERSON.
H.R. 715: Mrs. ROUKEMA.
H.R. 716: Mr. SCHIFF.
H.R. 746: Mr. COSTELLO, Mr. PAUL, Mr.

GILCHREST, Mr. TIAHRT, and Mr. GOODLING.
H.R. 755: Mr. SISISKY and Mr. GOODLATTE.
H.R. 758: Mr. TIAHRT, Mr. GIBBONS, Mr.

COOKSEY, Mr. DAVIS of Virginia, Ms. GRANG-
ER, Mr. PORTER, Mr. GREENWOOD, and Mr.
WHITE.

H.R. 807: Mr. HANSEN.
H.R. 815: Mr. DICKS, Mr. SPENCE, Mr. WAT-

KINS, Mr. CANADY of Florida, Mr. BAKER, Mr.
FOLEY, and Mrs. CUBIN.

H.R. 816: Mr. GIBBONS.
H.R. 836: Ms. ESHOO, Mr. RUSH, Mr. DAVIS

of Illinois, Mr. SAWYER, Ms. EDDIE BERNICE
JOHNSON of Texas, Ms. JACKSON-LEE, Mr.
ORTIZ, Mr. HINOJOSA, Mrs. LOWEY, Ms.
DEGETTE, Mr. NADLER, Mr. HOYER, Mr. LA-
FALCE, Ms. CARSON, Mr. SHERMAN, Ms. KIL-
PATRICK, Mr. OLVER, Mr. HALL of Ohio, Mr.
GEPHARDT, and Mr. MCGOVERN.

H.R. 871: Mr. ANDREWS.
H.R. 875: Mr. SPENCE, Mr. GEKAS, Mrs.

MCCARTHY of New York, and Mr. ABERCROM-
BIE.

H.R. 893: Mr. MCGOVERN, Mr. ABERCROMBIE,
and Mr. ALLEN.

H.R. 901: Mr. ENSIGN, Mr. ADERHOLT, Mr.
THOMAS, Mr. OXLEY, Mr. SNOWBARGER, and
Mr. CHRISTENSEN.

H.R. 922: Mr. GOODLATTE.
H.R. 923: Mr. GOODLATTE.
H.R. 925: Mr. VENTO.
H.R. 931: Mr. STARK, Mr. TAYLOR of North

Carolina, Ms. SLAUGHTER, and Ms. PELOSI.
H.R. 953: Ms. FURSE, Ms. JACKSON-LEE, Ms.

MILLENDER-MCDONALD, Ms. WATERS, and Ms.
ROYBAL-ALLARD.

H.R. 955: Mr. PASCRELL.
H.R. 969: Mr. DELLUMS, Ms. EDDIE BERNICE

JOHNSON of Texas, Mr. FROST, Mr. HORN, and
Mr. PASTOR.

H.R. 981: Mrs. CLAYTON and Mr. JEFFERSON.
H.R. 982: Ms. DELAURO and Ms. JACKSON-

LEE.
H.R. 991: Mr. LUTHER.
H.R. 1010: Mr. CHRISTENSEN, Mrs. KELLY,

Mr. COLLINS, and Mr. PETERSON of Min-
nesota.

H.R. 1018: Mr. WATT of North Carolina.
H.R. 1031: Mr. GRAHAM.
H.R. 1036: Mr. ADERHOLT, Mr. CHAMBLISS,

Mrs. CHENOWETH, Mr. COLLINS, Mr. DICKEY,
and Mr. POMBO.

H.R. 1059: Mr. HEFLEY, Mr. TALENT, and
Mr. BARCIA of Michigan.

H.R. 1060: Mr. LARGENT, Mr. NEY, Mr. WAT-
KINS, Mrs. MYRICK, Mr. HAYWORTH, Mr. HEF-
NER, Mr. JONES, Mr. DAVIS of Virginia, Mr.
GILCHREST, Mr. JEFFERSON, Mr. BISHOP, and
Mr. MALONEY of Connecticut.

H.R. 1111: Mr. SKELTON, Mr. WEXLER, Mr.
RUSH, Mr. FRANK of Massachusetts, Mr. ACK-
ERMAN, Ms. EDDIE BERNICE JOHNSON of Texas,
Ms. MILLENDER-MCDONALD, Mr. DAVIS of Illi-
nois, Mr. SCHUMER, Ms. ROS-LEHTINEN, Mr.
JACKSON, Mr. DELLUMS, Mr. EVANS, Ms.
PELOSI, and Mr. REYES.

H.R. 1114: Mr. EHLERS.
H.R. 1129: Ms. STABENOW and Mr. BENTSEN.
H.R. 1147: Mr. THORNBERRY.
H.R. 1153: Mr. KENNEDY of Rhode Island.
H.R. 1169: Mr. ENGEL.
H.R. 1173: Mrs. THURMAN, Mr. ENGLISH of

Pennsylvania, Mr. FATTAH, Mr. OLVER, and
Mr. THOMPSON.

H.R. 1176: Mr. STARK and Mr. WELDON of
Pennsylvania.

H.R. 1264: Mr. BLAGOJEVICH.
H.R. 1270: Mr. RILEY, Mr. GEKAS, and Mr.

GOODLATTE.
H.R. 1285: Mr. CAMP.
H.R. 1296: Mrs. EMERSON.
H.R. 1298: Mrs. MCCARTHY of New York.
H.R. 1322: Mrs. MYRICK and Mr. CHABOT.
H.R. 1353: Mr. THOMPSON.
H.R. 1361: Mr. BILIRAKIS and Mr. PALLONE.
H.R. 1371: Mr. MCHUGH, Mr. EVANS, Mr.

POSHARD, and Mr. REGULA.
H.R. 1375: Mr. FOLEY, Mrs. LOWEY, and

Mr.GRAHAM.
H.R. 1378: Ms. GRANGER, Mr. BARR of Geor-

gia, Mr. RAMSTAD, Mr. BRADY, and Mr. NEY.
H.R. 1398: Mr. KLECZKA.
H.R. 1404: Ms. DELAURO, Mr. FAZIO of Cali-

fornia, Ms. SLAUGHTER, Mr. STARK, Ms.
ESHOO, Mr. BROWN of Ohio, Mr. FATTAH, Mr.
ANDREWS, Mr. VENTO, Mr. BECERRA, Mr.
STOKES, Mr. SAWYER, Mr. CUMMINGS, Mr.
FALEOMAVAEGA, Mr. LANTOS, Mr. GONZALEZ,
Ms. SANCHEZ, Mr. MARTINEZ, Ms. LOFGREN,
Mr. MORAN of Virginia, Mr. DAVIS of Illinois,
Mr. TOWNS, Ms. NORTON, Mr. CONYERS, Mr.
ACKERMAN, Mr. YATES, Ms. BROWN of Florida,
Mr. MANTON, and Mr. RANGEL.

H.R. 1426: Mr. HAYWORTH, Mr. SANDERS,
and Ms. WOOLSEY.

H.R. 1437: Mr. ENGEL and Mr. KANJORSKI.
H.R. 1450: Mrs. MALONEY of New York.
H.R. 1492: Mr. SHERMAN and Mr.

NETHERCUTT.
H.R. 1493: Mr. HUTCHINSON, Mr. GOODLATTE,

and Mr. MCCOLLUM.
H.R. 1521: Mr. ENGLISH of Pennsylvania and

Mr. NETHERCUTT.
H.R. 1534: Mr. WELLER, Mr. MCINTOSH, Mr.

ENGLISH of Pennsylvania, Mr. BARCIA of
Michigan, Mr. HERGER, Mr. CUNNINGHAM, Mr.
MCINNIS, Mr. TURNER, Mr. CANADY of Flor-
ida, and Mr. THORNBERRY.

H.R. 1539: Mr. CUNNINGHAM.
H.R. 1560: Mr. TIAHRT and Mr. MCDADE.
H.R. 1592: Mr. MCKEON.
H.R. 1595: Mr. GOODLING, Mr. DICKEY, Mr.

TALENT, and Mr. NORWOOD.
H.R. 1596: Mr. CALVERT.

H.R. 1601: Mr. ADAM SMITH of Washington.
H.R. 1625: Mr. GREENWOOD, Ms. PRYCE of

Ohio, Mr. SAM JOHNSON, Mr. MILLER of Flor-
ida, Mr. KOLBE, Mr. DELAY, Mr. GIBBONS, Mr.
NETHERCUTT, Mr. COOK, Mrs. NORTHUP, Mr.
BURR of North Carolina, Mr. SESSIONS, and
Mr. BACHUS.

H.R. 1689: Mr. DAN SCHAEFER of Colorado.
H.R. 1710: Mr. STUMP, Mr. TAYLOR of North

Carolina, Mr. HORN, Mr. BOEHNER, Mr.
FRANKS of New Jersey, Mr. HOSTETTLER, Mr.
WATTS of Oklahoma, Mr. LUCAS of Okla-
homa, Mr. DOOLITTLE, Mr. THORNBERRY, Mr.
ROYCE, Mr. BURTON of Indiana, Mr. SAXTON,
Mr. DELAY, Mr. BRADY, Mr. MOAKLEY, Mr.
MEEHAN, Mr. BAESLER, Mr. BALLENGER, Mr.
SESSIONS, Mr. BONILLA, Mr. HUTCHINSON, and
Ms. GRANGER.

H.R. 1716: Mr. QUINN.
H.R. 1719: Mr. GIBBONS, Mr. NORWOOD, and

Mr. SESSIONS.
H.R. 1748: Ms. SLAUGHTER and Mrs.

MALONEY of New York.
H.R. 1754: Mr. SANDERS, Mr. BLAGOJEVICH,

Mr. HUTCHINSON, Mr. BARCIA of Michigan,
Mrs. KELLEY, and Mr. PASTOR.

H.R. 1766: Mr. CLEMENT, Mr. SOLOMON, Mr.
DAVIS of Virginia, Mr. NORWOOD, Mrs.
THURMAN, Mr. HAYWORTH, Mr. WHITFIELD,
Mr. WOLF, Mr. ANDREWS, and Mr. ADAM
SMITH of Washington.

H.R. 1788: Mr. BROWN of California.
H.R. 1810: Mr. CANADY of Florida, Mr.

EHLERS, and Mr. NORWOOD.
H.R. 1815: Mr. FRANK of Massachusetts, Ms.

SLAUGHTER, Mr. ACKERMAN, and Mr. PAYNE.
H.R. 1818: Mr. DAVIS of Florida, Mr. ABER-

CROMBIE, Mr. SOUDER, and Mr. KUCINICH.
H.R. 1824: Ms. MILLENDER-MCDONALD, Ms.

CARSON, and Mr. THOMPSON.
H.R. 1839: Mr. WYNN, Mr. LARGENT, and Mr.

GORDON.
H.R. 1870: Mr. HASTINGS of Florida, Mr. LA-

FALCE, Mr. FILNER, and Mrs. MALONEY of
New York.

H.R. 1873: Mr. FATTAH.
H.R. 1874: Mr. FILNER and Mr. MARTINEZ.
H.R. 1876: Mr. GORDON, Ms. LOFGREN, and

Mr. CALVERT.
H.R. 1955: Mr. CUNNINGHAM, Mr. TALENT,

and Mr. BARRETT of Wisconsin.
H.R. 1972: Mr. GILCHREST and Mr. GILLMOR.
H.R. 1984: Mr. MURTHA, Mr. TANNER, Mr.

STRICKLAND, Mr. KANJORSKI, Mr. SKELTON,
Mr. CRAMER, Mr. HEFNER, Mr. PICKERING, Mr.
BURR of North Carolina, Mrs. NORTHUP, Mr.
KNOLLENBERG, Mr. SNOWBARGER, Mrs. EMER-
SON, Mr. HALL of Texas, and Mr. TRAFICANT.

H.R. 2003: Mr. PETERSON of Minnesota, Mr.
HOLDEN, Ms. HARMAN, Mr. TURNER, Mr.
BAESLER, Mr. JOHN, and Mr. UPTON.

H.R. 2006: Mr. SANDERS, Mr. GUTIERREZ,
and Mr. ENGEL.

H.R. 2009: Mr. OLVER, Mr. UNDERWOOD, Mr.
ACKERMAN, and Mr. BONIOR.

H.R. 2011: Mr. SNOWBARGER.
H.R. 2023: Mr. STRICKLAND, Ms. FURSE, Mr.

JOHNSON of Wisconsin, and Mr. OBEY.
H.R. 2029: Mr. NETHERCUTT.
H.R. 2038: Mr. SMITH of Oregon, Mr. STEN-

HOLM, and Mr. HUTCHINSON.
H.J. Res. 71: Mrs. MYRICK and Mr. CHABOT.
H. Con. Res. 6: Mr. HORN.
H. Con. Res. 10: Mr. DAVIS of Illinois.
H. Con. Res. 19: Mr. ENGEL and Mr. SHER-

MAN.
H. Con. Res. 55: Mr. BROWN of California.
H. Con. Res. 65: Mr. TAYLOR of North Caro-

lina, Mr. ENSIGN, Mr. SAWYER, and Mr. GEP-
HARDT.

H. Con. Res. 80: Mr. MASCARA and Mr. DIAZ-
BALART.

H. Con. Res. 81: Mr. BLUMENAUER, Mr.
FILNER, Mr. SUNUNU, Mr. CUMMINGS, Mr.
HORN, Mr. BOEHLERT, Mr. NEY, Mr. GEJDEN-
SON, Mr. ROHRABACHER, Mr. LIPINSKI, Mr.
HOLDEN, and Mr. BROWN of California.

H. Con. Res. 96: Mrs. MCCARTHY of New
York.
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H. Con. Res. 103: Mr. ROEMER, Mr. OWENS,

Mr. ANDREWS, Mr. KUCINICH, Mr. CLAY, Mr.
HINOJOSA, Mr. STARK, Mr. BECERRA, Mr.
FATTAH, and Mr. BARCIA of Michigan.

H. Res. 144: Mr. TIAHRT, Mr. SNOWBARGER,
and Mr. MCDADE.
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Senate 
The Senate met at 9:30 a.m. and was 

called to order by the President pro 
tempore [Mr. THURMOND]. 

The PRESIDENT pro tempore. To-
day’s prayer will be offered by a guest 
Chaplain, the Reverend Dr. Charles E. 
Poole, First Baptist Church, in the city 
of Washington, DC. 

We are pleased to have the reverend 
with us. 

PRAYER 

The guest Chaplain, Dr. Charles E. 
Poole, pastor of First Baptist Church, 
Washington, DC, offered the following 
prayer: 

Eternal and Almighty God, we give 
thanks for these, Your children, who 
gather in this place, day after day, to 
invest their best energies in shaping 
the life of the Nation. 

We pray, O God, that You will bless 
the men and women who serve in this 
Senate. Give them wisdom and insight 
from beyond themselves. Give them the 
abiding patience that lasts longer than 
mere tolerance, the embracing perspec-
tive that sees larger than simple par-
tisanship, and the enduring peace that 
goes deeper than outward cir-
cumstance. Hold each of them, and 
their families, in Your strong hands. 
Bless them, O God, with quiet spaces 
and restful moments in the midst of 
their very public lives in this very 
noisy world. 

We pray in the quiet assurance that 
You are with us, and in the abiding 
hope that we will be with You. Amen. 

f 

RECOGNITION OF THE ACTING 
MAJORITY LEADER 

The PRESIDENT pro tempore. The 
able acting majority leader, Senator 
COCHRAN from Mississippi, is recog-
nized. 

f 

WELCOME, DR. CHARLES E. POOLE 

Mr. COCHRAN. Mr. President, it 
gives me a special pleasure this morn-

ing to welcome our guest Chaplain who 
has delivered the opening prayer, Dr. 
Charles E. Poole. 

He is currently serving as pastor of 
the First Baptist Church of the city of 
Washington, DC, but he and his family 
will be moving soon to Mississippi 
where he has accepted the call to serve 
as pastor of my church, Northminster 
Baptist Church in Jackson, MS. We are 
delighted to have this very special per-
son come to our State and serve in this 
way. We appreciate very much his 
being our guest Chaplain this morning 
and delivering such a fine prayer. 

Dr. Poole earned his undergraduate 
degree from Mercer University in 
Macon, GA, and graduate degrees in di-
vinity from the Southeastern Baptist 
Theological Seminary in Wake Forest, 
NC. 

Before he became pastor of the First 
Baptist Church in Washington, he 
served for several years as the pastor of 
the First Baptist Church of Macon, GA. 
He was also on the board of trustees of 
Mercer University in Macon for 5 
years. He is an outstanding clergyman 
who is well respected here in the Wash-
ington area. His sermons and other 
writings have been published and very 
favorably received. 

He and his wife Marcia have two chil-
dren, Joshua and Maria. We are look-
ing forward to getting to know all of 
them better. 

We thank him, on behalf of all Sen-
ators, for his contribution to today’s 
session. 

f 

SCHEDULE 

Mr. COCHRAN. Mr. President, at the 
request of the majority leader, I am 
pleased to make the following an-
nouncement relating to the schedule of 
the Senate. For the information of all 
Senators, this morning the Senate will 
resume consideration of S. 949, the 
Taxpayer Relief Act of 1997. By pre-
vious consent, there will be 20 minutes 
for debate equally divided between 

Senator MURKOWSKI and Senator BUMP-
ERS, with a vote occurring in relation 
to the Bumpers amendment at approxi-
mately 9:50 a.m. Following the vote on 
the Bumpers amendment, there will be 
20 minutes of debate equally divided in 
the usual form with a vote on or in re-
lation to the Dorgan amendment No. 
517 regarding capital gains. Following 
that vote, there will be 10 minutes of 
debate equally divided in the usual 
form on the Dorgan motion to refer. 
The Senate then will proceed to a vote 
in relation to the DORGAN motion. 

All other amendments offered last 
night and amendments offered during 
today’s session will be subject to roll-
call votes throughout the day as we 
make progress on the Taxpayer Relief 
Act. Therefore, Senators can anticipate 
numerous rollcall votes on this bill 
during today’s session of the Senate. 

f 

REVENUE RECONCILIATION ACT 
OF 1997 

The PRESIDING OFFICER (Mr. 
COATS). Under the previous order, the 
clerk will report S. 949. 

The assistant legislative clerk read 
as follows: 

A bill (S. 949) to provide revenue reconcili-
ation pursuant to section 104(b) of the con-
current resolution on the budget for fiscal 
year 1998. 

The Senate resumed consideration of 
the bill. 

Pending: 
A motion to waive the Congressional Budg-

et Act with respect to consideration of Sec-
tion 602 of the bill. 

Dorgan motion to refer the bill to the 
Committee on the Budget, with instructions. 

Dorgan Amendment No. 515, to authorize 
the Secretary of the Treasury to abate the 
accrual of interest on income tax underpay-
ments by taxpayers located in Presidentially 
declared disaster areas if the Secretary ex-
tends the time for filing returns and pay-
ment of tax (and waives any penalties relat-
ing to the failure to so file or so pay) for 
such taxpayers. 

Dorgan Amendment No. 516, to provide tax 
relief for taxpayers located in Presidentially 
declared disaster areas. 
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Dorgan Amendment No. 517, to impose a 

lifetime cap of $1,000,000 on capital gains re-
duction. 

Bumpers Amendment No. 518, to repeal the 
depletion allowance available to certain 
hardrock mining companies. 

Durbin Amendment No. 519, to increase the 
deduction for health insurance costs of self- 
employed individuals, and to increase the ex-
cise tax on tobacco products. 

Roth Amendment No. 520, to provide for 
children’s health insurance initiatives. 

Jeffords Amendment No. 522, to provide for 
a trust fund for District of Columbia school 
renovations. 

The PRESIDING OFFICER. Who 
yields time? 

AMENDMENT NO. 518 

Mr. BUMPERS. I yield 5 minutes to 
my coauthor of this amendment, Sen-
ator GREGG. 

The PRESIDING OFFICER. The Sen-
ator from New Hampshire is recognized 
to speak for up to 5 minutes. 

Mr. GREGG. Mr. President, just to 
recap where we are, basically, the Sen-
ator from Arkansas has authored an 
amendment to end the ability to take 
the depletion allowance for mining 
companies for that part of their mining 
activity which occurs on public land. 

Now, let’s understand the facts here. 
A mining company comes along and it 
buys the right to mine on public land 
for the value of, I think, $2.50 an acre. 
For example, in 1995, ASARCO bought 
349 acres for $1,745, which had 3 billion 
dollars’ worth of assets on it. Public 
land, public land. And then a Danish 
company came along, and for $275 
bought 110 acres, which had 1 billion 
dollars’ worth of assets on it. Then a 
Canadian company came along and 
spent $9,000 for 1,800 acres which had 11 
billion dollars’ worth of assets on it. 

That, in and of itself, is a bit of an af-
front to the American taxpayer. That 
is not what we are debating here. We 
are debating an even greater affront— 
an even greater affront—because after 
they bought this land for $2.50 an acre, 
they then go out and take a depletion 
allowance against that land. Now, it is 
not against the equipment they are 
using to mine the land. They can de-
duct that. They have a right to do that. 
No, it is a depletion allowance against 
land which is publicly owned, tax-
payers’ land. It is not their land. It is 
taxpayers’ land which they bought for 
$2.50 an acre, and now they get to take 
a depletion allowance which costs $400 
million over the next 5 years. 

Excuse me, what dinner party am I 
at? Is the Mad Hatter here? Is the 
Queen of Hearts here? What is this? We 
have the taxpayers first subsidizing an 
$11 billion, a $1 billion, and a $3 billion 
asset purchase which flows to these 
companies, and then we have the tax-
payers subsidizing a depletion allow-
ance which flows to these mining com-
panies. And what does the taxpayer get 
back for all of this? $2.50 an acre. It is 
corporate welfare, corporate pork. The 
term can be applied at a variety of dif-
ferent levels. 

What it is, is wrong. It is wrong that 
the depletion allowance should be 

available for land which is public land 
that is purchased at these outrageously 
low prices. It doubles up the insult. It 
doubles up the insult to the American 
taxpayer. 

I strongly support the initiative of 
the Senator from Arkansas. I cannot 
understand how anyone who would be-
lieve that the American taxpayer de-
serves some modicum of respect would 
not also support this proposal. It sim-
ply is an attempt to try to correct just 
a small sliver of what is a very signifi-
cant and inappropriate affront to the 
American taxpayer. It is costing us a 
lot of money, money that we should 
not have to pay. 

I heard somebody say, well, this is a 
tax increase. My goodness, how could 
you argue that? A tax increase? What 
we are doing is hammering the tax-
payers, expecting the American tax-
payer to pick up a depletion allowance 
on top of having already picked up a 
loss for having sold this property at a 
ridiculously low price in light of what 
the value of the asset being conveyed 
is. It is not a tax increase. What it is is 
an attack on the taxpayer. It should 
not occur any longer. 

The Senator from Arkansas is right 
in his amendment. I am happy to join 
him. 

I yield back the remainder of my 
time. 

Mr. REID. Does the Senator from 
Alaska yield? 

Mr. MURKOWSKI. I am happy to 
yield to my friend from Nevada 3 min-
utes. 

Mr. REID. Mr. President, last 
evening we talked about the price of 
gold based upon a Wall Street Journal 
article earlier this year. Let me advise 
all my friends here in the U.S. Senate 
that last Friday gold hit a 4-year low, 
$336 an ounce, which basically means 
companies are laying people off and 
some companies are going out of busi-
ness. That is a fact. 

Mr. President, as I stated last night, 
this amendment is an ill-conceived and 
ill-advised attempt to circumvent con-
gressional efforts to reform the current 
mining law. 

The U.S. mining industry is in agree-
ment that the mining law is due for 
some changes. Serious efforts to ac-
complish such a result have taken 
place over the last several years. 

In 1990 and 1991, efforts were made 
here to have a patent moratorium. 
That failed. Following that, though, 
Senators DOMENICI and REID offered an 
alternative to a patent moratorium. 
We required payment of fair market 
value for the surface of the land. We 
said any land that was patented that 
was not used for mining purposes 
would revert to the Federal Govern-
ment. We also required compliance 
with state reclamation laws. This was 
in an amendment offered here that 
passed this body by a vote of 52 to 44. 

It went to the House, and they knew 
their argument that they use here 
every day, about the patents being of-
fered for nothing, would be taken 

away. They rejected this good-faith ef-
fort of the U.S. Senate to reform the 
mining law. It was rejected in con-
ference. We tried. 

We came back later on, Mr. Presi-
dent, in 1993, and imposed a mainte-
nance fee on unpatented claims of $100 
per claim. The Government collected 
over $50 million in 1 year for that. It is 
not as if we have not sought change. 

In the Senate and the House, in 1993, 
bills passed. They were killed in con-
ference because it was not perfect. 
There is now in effect and has been 
since 1995 a moratorium on the 
issuance of further patents. The only 
ones that patents could be issued upon 
were those that were in the pipeline. 
That has been in effect since 1995. 
There has been reform of the mining 
law. 

In 1995 and 1996, there was legislation 
offered to reform the law. We have run 
into roadblocks from people who want 
to kill the good because they want the 
perfect. 

I suggest this amendment unfairly 
targets the Western mining industry. 
We have sought reform. There has been 
reform that has taken place. This 
amendment is an attempt to do mining 
law reform, and this is not the place or 
time for such an effort. It should go 
through the committee process that is 
led by the able chairman of the com-
mittee, the Senator from Alaska. 

If this Congress wants to change the 
current mining law, then it should 
begin its efforts in the Energy and Nat-
ural Resources Committee and not in 
the reconciliation bill. 

Mr. MURKOWSKI. I yield 1 minute to 
the Senator from Utah. 

Mr. HATCH. Mr. President, I rise 
today to oppose the amendment by my 
colleagues, Senator BUMPERS and Sen-
ator GREGG. This amendment would re-
peal the percentage depletion allow-
ance for mineral extraction. It would, 
however, only repeal this allowance for 
minerals extracted from any land ob-
tained pursuant to the provisions of 
the mining law of 1872. This amend-
ment is discriminatory and bad policy. 

Minerals are not free for the taking 
or inexpensive to mine just because 
they are on land obtained from the 1872 
mining law. In truth, significant cap-
ital is invested during the development 
of a mine. Capital costs often reach 
close to $400 million to develop a major 
mine. 

In addition, there is a lot of time in-
vested in the development of any mine, 
and it has increased even more in re-
cent years. Just getting a permit for a 
new mine on Federal lands has in-
creased from a 1-year time frame to 3 
or 5 years over the last 4 years. 

The rationale for the depletion allow-
ance provisions in the Tax Code are not 
just targeted to mineral extraction. 
They are the same for oil and natural 
gas, coal, and metals extraction as 
well. This allowance recognizes the 
unique nature of resource extraction. 
It is designed to provide a practical 
method of measuring the decreasing 
value of a deposit as the materials are 
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extracted. It recognizes that the re-
placement cost of new mines are al-
ways higher in real terms. This allow-
ance helps the mining industry to gen-
erate the capital needed to bring new 
mines into production. 

Mr. President, mines mean jobs. 
They are not just vacuums sucking our 
minerals out of the land at a low cost. 
They are economic entities that ex-
tract valuable resources for circulation 
in the economy and provide millions of 
jobs for American citizens. These are 
direct jobs. But, mining produces es-
sential raw materials for manufac-
turing in other industies. Think about 
the untold number of jobs that are in-
directly linked to mining. 

Moreover, jobs in the mining indus-
try are not just minimum wage jobs, 
either, Mr. President. The Bureau of 
Labor Statistics tells us that the aver-
age mining wage is $45,270 per year. 
This is significantly higher than the 
average national wage of $27,845. 

This amendment would have a severe 
effect on the mining industry. It means 
thousands of lost jobs. These jobs are 
high-paying jobs that raise the stand-
ard of living of millions of workers. 

This amendment means a significant 
reduction in mining activities all over 
the Nation. This will have a cor-
responding effect on the tax base and 
economies of the areas dependent on a 
sound and viable mining industry. 

The effects of this amendment will 
not only be felt in Western States, 
where mining is abundant, but will be 
felt across the Nation. 

This amendment destroys more than 
just the economics of mining commu-
nities. It also harms the stewardship of 
our national mineral wealth. Compa-
nies will be encouraged to spend their 
scarce exploration and development 
funds in an atmosphere more favorable 
to them. The political and regulatory 
climates overseas already beckon to 
our mining companies. By making our 
tax climate so unfavorable for these 
mining companies, we are practically 
giving them the push they need to 
move overseas. 

Make no mistake about it, this 
amendment will have an effect on our 
national production. Imports will re-
place the loss of domestic production, 
moving high-paying jobs and economic 
activity to other countries. This is not 
the way to ensure a stable economy in 
the United States. 

Mr. President, let’s put aside the fact 
that this is such bad tax policy. This 
amendment is an administrative night-
mare. Most mining projects consist of 
land and rights obtained from a variety 
of sources. For example, a large open 
pit mining operation may include pri-
vate property acquired through home-
stead laws, patented mining claims, 
unpatented claims, State lands, and 
1872 mining law land. How is a com-
pany supposed to figure out where a 
mineral comes from? 

This amendment would require min-
ing companies to find some way of 
tracing the ore extracted just from the 

mining rights obtained from the 1872 
mining law. This would often mean 
that the depletion allowance would 
apply to a shovel of ore from one loca-
tion, but not to a shovel of identical 
ore from 10 feet away. This is ridicu-
lous. 

This amendment does not appear to 
be an attack on the percentage deple-
tion allowance for mineral extraction. 
It is only targeted at a specific seg-
ment of this industry relating the 1872 
mining law. 

I do not disagree that this mining 
law should be debated and reformed. I 
do not agree that it should be reformed 
using a piecemeal approach through 
the Tax Code. If we are going to reform 
the 1872 mining law, let us do it in a 
thoughtful, comprehensive manner. 

I urge my colleagues to join me in 
opposing this amendment. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. MURKOWSKI. I yield 1 minute to 
the Senator from Idaho. 

The PRESIDING OFFICER. The Sen-
ator from Idaho is recognized for 1 
minute. 

Mr. CRAIG. Mr. President, several 
assertions have been made on the floor 
this morning that this is not a tax in-
crease if we repeal this depletion allow-
ance. It was also suggested that mining 
companies don’t pay taxes. Wrong, 
wrong, and wrong again. 

The average mining company pays 32 
percent tax with minimum alternative. 
This would increase it to over 42 per-
cent. I would like to inform the Sen-
ator from New Hampshire that mining 
companies invest about $400 million in 
each mining operation. He is raising 
taxes on mining companies that em-
ploy thousands of people, in one of the 
highest paid wage industries in the Na-
tion. He is also attacking the very in-
dustrial base of our country. When you 
come from a State where you have to 
pledge not to raise taxes, I guess you 
can raise them if there is some polit-
ical advantage to do so. That appears 
to be the case here this morning. 

It is all politics, with no sensitivity 
toward the strength of the industrial 
base of this country and the oppor-
tunity to continue to provide strong 
high-paying jobs in the public land 
States of our Nation. 

Mr. MURKOWSKI. Mr. President, I 
yield 2 minutes to the Senator from 
Nevada. 

The PRESIDING OFFICER. The Sen-
ator from Nevada is recognized for 2 
minutes. 

Mr. BRYAN. I thank the Chair. Mr. 
President, this is the wrong place and 
the wrong time to be considering an 
amendment of this nature. This would 
make a fundamental change in the tax 
law with respect to the percentage de-
pletion for the recovery of mineral de-
posits, a provision that has been in the 
Tax Code for more than six decades. It 
would discriminate against only one 
type of mining activity—that which oc-
curs on the public lands. 

The proponents of this amendment 
really are debating today changes they 

want to seek in the mining law of 1872. 
I do not disagree that changes need to 
be made. We are prepared, in rep-
resenting a State in which this is such 
an important industry, to provide for 
royalty provisions, fair market value 
of the surface, as well as reclamation 
efforts. The ore body itself is a wasting 
asset. So a depletion allowance for 
mineral recovery is analogous to depre-
ciation permitted on the improvements 
on real property. So this is not some 
exotic provision in the Tax Code. It 
recognizes that the ore body itself will 
be exhausted in a finite period of time, 
and it seeks to provide that kind of tax 
coverage. 

Finally, I want to point out, as my 
colleague from Utah pointed out, that 
this would be an administrative night-
mare. At least one particular mining 
activity in my own State is derived at 
the source of title or possession of the 
land from six different sources. So you 
would have to identify where the min-
erals recovered are from six different 
sources in order to apply the provisions 
of the law. 

I urge its rejection. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. BUMPERS. Mr. President, I yield 

myself such time as I may use. 
The PRESIDING OFFICER. The Sen-

ator from Arkansas has 5 minutes 45 
seconds remaining. 

Mr. BUMPERS. Mr. President, I have 
never heard so many stale arguments 
in my life. This is like saying we will 
give General Motors the steel to build 
cars if they will hire some people to do 
it. This is a simple question of giving 
the biggest mining companies in the 
world the taxpayer’s resources. That is 
who we are talking about. This doesn’t 
belong to the 10 Senators from the 
Western States. This gold and silver 
belongs to the taxpayers—the people I 
have heard talk about so many times 
on this tax bill, that ‘‘we are going to 
give a tax cut to the long-suffering tax-
payers’’ and, at the same time, give 
away billions of dollars worth of gold, 
silver, platinum, and palladium that 
belongs to the taxpayers. 

This amendment has nothing to do 
with the gold companies’ depletion, 
even on private lands. It has nothing to 
do with depletion on State lands. It has 
to do with the lands they got from the 
U.S. Government for nothing. And we 
are paying them to take it. We are giv-
ing them a depletion allowance to mine 
gold that we gave them. 

There is a lot more mining that goes 
on on private and State lands than 
goes on on Federal lands. They are not 
going offshore. They are not going 
broke. Here is the big ad by Barrick 
Mining Co. in the Mining World News: 
‘‘Developing Your Gold Property to its 
Full Potential.’’ 

Work with a new partner, Barrick Gold. 
You may not have dealt with us before, but 
you should know we are the world’s most 
profitable gold producer. 

And well they should be; they don’t 
pay anything for it. This means $400 
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million to the taxpayers of this coun-
try over the next 5 years. They are per-
fectly willing to pay an 18 percent roy-
alty on private lands. They are per-
fectly willing to pay 5 to 18 percent on 
State lands. They pay severance taxes, 
reclamation fees, and royalties to ev-
erybody under the shining Sun—except 
the taxpayers of the United States, 
who own it. 

Let me say to my colleagues. Each 
one of you who are defending this prop-
osition, let me ask you this: You go 
home and tell your friends, your sup-
porters—I am not talking about the 
mining companies, I am talking about 
the taxpayers—I want you to tell the 
people back home that if you had 500 
acres of land and had $18 billion or $11 
billion worth of gold under it—or in the 
case of Stillwater Mining Co. in Mon-
tana, $38 billion worth of palladium 
and platinum on 2,000 acres—if you 
owned it, and I came to you and I said 
that I am going to relieve you of all 
these billions of dollars worth of gold, 
I will get rid of it for you, what would 
you pay me? We can’t pay you for it. 
We are just going to get rid of the gold 
for you. You would say, get thee hence 
to the nearest psychiatrist for a saliva 
test. I cannot believe that, year after 
year, we listen to these stale argu-
ments about how people are going off-
shore, and they create jobs. So does 
some small struggling businessman 
that hires 10 people in your State, but 
you don’t give him all of his resources 
to produce something with. 

Mr. President, it is time that this 
body stood up to its duty. This is not 
about the mining law. This is simply 
saying, in those narrow cases, where 
we gave them the land, and they are 
mining it and not paying a dime to the 
taxpayers of this country in any kind 
of a fee, we are saying, for God’s sake, 
let’s not pay them to take it. At least 
take the depletion allowance from 
them. 

I reserve the balance of my time. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. MURKOWSKI. I yield myself the 

balance of the time on our side. 
Mr. President, is there any question 

about whether this is a tax increase or 
not? Let’s recognize what the Joint 
Tax Committee has said. They said it 
is a tax increase. It raises $686 million. 
If that isn’t a tax increase, I don’t 
know what is. What we have here, Mr. 
President, is not a new proposal, but a 
punitive proposal that was offered ear-
lier this year and rejected by the Fi-
nance Committee, rejected by the 
House Ways and Means Committee, and 
it should be rejected by the full Senate. 

When you strip away all the rhetoric, 
this issue boils down to whether or not 
we are going to place a $700 million tax 
increase on the domestic mining indus-
try. This proposal, as it stands, will 
speed up the departure of the mining 
industry from our shores. 

Let’s look at this chart briefly. It 
shows what is happening with employ-
ment in the mining industry for metal, 

iron ore and copper. Let’s look a little 
more closely at metal mining, which 
includes gold, silver, lead, and zinc 
from 1980 to 1995. In 1980 there were 
98,000 jobs; by 1995 that had dropped to 
51,000 jobs. In copper, it went from 
30,000 jobs in 1980 to 15,000 in 1995. 
These numbers show what is happening 
to the mining industry in this country. 
What will happen if we place an addi-
tional $700 million in tax burden on 
them? They have to sell their gold, sil-
ver, copper, lead, and zinc at the world 
prevailing price, not the price in the 
United States. So where are the good- 
paying jobs going to go? They are 
going to go to Canada, Latin America, 
and Indonesia. 

We pride ourselves on cutting taxes 
and yet this amendment would throw a 
$700 million tax increase at the Amer-
ican mining industry. That is what the 
Bumpers amendment would do. It adds 
$700 million to the cost of producing 
minerals in the United States. Every 
Member of this body can figure out for 
themselves what effect this would have 
on the American mining industry. If 
you can’t produce your product for a 
profit, for the price that is offered, you 
are out of business, that is what hap-
pens. 

Finally, Mr. President, let’s make no 
mistake about it, this amendment is 
not about depletion on lands obtained 
under the Mining Act of 1872. The 
amendment is about the law itself. 
This is just an overt attempt to gain 
negotiating leverage on the industry. 
The U.S. mining industry agrees with 
Senator BUMPERS, as do I, that this law 
is long overdue for overhaul. Let’s sit 
down with the administration and re-
form the 1872 mining law, but let’s not 
impose a punitive $700 million tax on 
the industry merely to gain negoti-
ating leverage at the bargaining table. 
As a consequence, I urge my colleagues 
to oppose this punitive tax and vote 
against waiving the Budget Act. 

Mr. President, at the conclusion, I 
am going to raise a point of order that 
the amendment is not germane under 
section 305 (b)(2) of the Budget Act. 

The PRESIDING OFFICER. The Sen-
ator from Alaska has 6 seconds. The 
Senator from Arkansas has 40 seconds. 

Mr. MURKOWSKI. I yield back our 
time. 

The PRESIDING OFFICER. The Sen-
ator from Alaska yields back his time. 

Mr. BUMPERS. Mr. President, I ask 
unanimous consent that Senator 
AKAKA and Senator FEINGOLD be added 
as cosponsors of the amendment. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. BUMPERS. Mr. President, this is 
the ninth year I have stood on this 
floor and tried to prick the conscience 
of the Members of this body about this 
last remaining egregious scam on the 
American people. Next year, when 
some of you are up for reelection, I ex-
pect you are going to see some 30-sec-
ond spots on this. What is it your oppo-
nent will say? What is it that makes 
you want to give away billions and bil-

lions of dollars of the taxpayers’ money 
and us get nothing in return? Why do 
you tell your Chamber of Commerce 
you will handle their money like it was 
your own? Anybody in this body would 
be disqualified from being a Senator if 
he answered the question I posed a mo-
ment ago, ‘‘Yes, I will let them come 
and take gold off my property for noth-
ing.’’ Why, of course, you would not. 

This is a very narrowly drafted 
amendment. It is crafted not to dis-
criminate. It simply says that if you 
mine gold on private lands, fine, get a 
depletion. Oil companies, coal compa-
nies, and gas companies are entitled to 
a depletion. But when you give re-
sources of the U.S. taxpayers away for 
nothing, and then allow them to take a 
15 percent depletion, which is worth 
$400 million of the taxpayers’ money, 
and you turn around here in this tax 
bill and say we are going to give it 
back to you, don’t give it away in the 
first place. For God’s sake, colleagues, 
do your duty. 

I yield the floor. 
The PRESIDING OFFICER. All time 

has expired. 
Mr. MURKOWSKI. Mr. President, I 

raise a point of order that the amend-
ment is not germane under section 
305(b)(2) of the Budget Act. 

Mr. GREGG. Mr. President, I move to 
waive the Budget Act and ask for the 
yeas and nays. 

The PRESIDING OFFICER. Is there a 
sufficient second? 

There is a sufficient second. 
The yeas and nays were ordered. 
VOTE ON MOTION TO WAIVE THE BUDGET ACT 

The PRESIDING OFFICER. The 
question is on agreeing to the motion. 

The clerk will call the roll. 
The assistant legislative clerk called 

the roll. 
Mr. NICKLES. I announce that the 

Senator from Kansas [Mr. ROBERTS] is 
necessarily absent. 

The yeas and nays resulted—yeas 36, 
nays 63, as follows: 

[Rollcall Vote No. 131 Leg.] 

YEAS—36 

Akaka 
Biden 
Boxer 
Bumpers 
Chafee 
Coats 
Collins 
Dodd 
Durbin 
Feingold 
Feinstein 
Glenn 

Graham 
Gregg 
Harkin 
Jeffords 
Kennedy 
Kerrey 
Kerry 
Kohl 
Lautenberg 
Leahy 
Levin 
Lieberman 

Mikulski 
Moseley-Braun 
Murray 
Reed 
Robb 
Rockefeller 
Sarbanes 
Smith (NH) 
Snowe 
Torricelli 
Wellstone 
Wyden 

NAYS—63 

Abraham 
Allard 
Ashcroft 
Baucus 
Bennett 
Bingaman 
Bond 
Breaux 
Brownback 
Bryan 
Burns 
Byrd 
Campbell 
Cleland 
Cochran 
Conrad 

Coverdell 
Craig 
D’Amato 
Daschle 
DeWine 
Domenici 
Dorgan 
Enzi 
Faircloth 
Ford 
Frist 
Gorton 
Gramm 
Grams 
Grassley 
Hagel 

Hatch 
Helms 
Hollings 
Hutchinson 
Hutchison 
Inhofe 
Inouye 
Johnson 
Kempthorne 
Kyl 
Landrieu 
Lott 
Lugar 
Mack 
McCain 
McConnell 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00004 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6397 June 26, 1997 
Moynihan 
Murkowski 
Nickles 
Reid 
Roth 

Santorum 
Sessions 
Shelby 
Smith (OR) 
Specter 

Stevens 
Thomas 
Thompson 
Thurmond 
Warner 

NOT VOTING—1 

Roberts 

The PRESIDING OFFICER. The Sen-
ate will be in order. 

On this vote, the yeas are 36, the 
nays are 63. Three-fifths of the Sen-
ators duly chosen and sworn not having 
voted in the affirmative, the motion is 
not agreed to. The point of order is sus-
tained. The amendment falls. 

Mr. MOYNIHAN. Mr. President, I 
move to reconsider the vote. 

Mr. CRAIG. I move to lay that mo-
tion on the table. 

The motion to lay on the table was 
agreed to. 

AMENDMENT NO. 517 
The PRESIDING OFFICER. The 

pending issue, under the previous 
order, is amendment No. 517. 

Mr. MOYNIHAN. Mr. President, may 
we have order. 

The PRESIDING OFFICER. The Sen-
ate will be in order. 

Under the previous order on amend-
ment No. 517, time is 20 minutes under 
the control of the Senator—time is 
equally divided on the amendment of 
the Senator from North Dakota. No. 
517 is the pending business. Who yields 
time? 

Who yields time? 
Mr. DORGAN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from North Dakota. 
Mr. MOYNIHAN. Parliamentary in-

quiry, Mr. President. 
The PRESIDING OFFICER. The Sen-

ator from New York. 
Mr. MOYNIHAN. Is it the case that 

we have agreed to 20 minutes equally 
divided so that the time is automati-
cally provided Senator DORGAN? 

The PRESIDING OFFICER. The Sen-
ator is correct. 

Mr. MOYNIHAN. I thank the Chair. 
The PRESIDING OFFICER. The Sen-

ator from North Dakota. 
Mr. DORGAN. Mr. President, I have 

offered an amendment that is rel-
atively simple and it deals with the 
issue of capital gains. Capital gains, as 
most of us know, has long been a con-
troversial issue here in the Congress. 

Some will remember, if they relate 
back to the good old days of the Tax 
Code—I call the good old days those old 
days in which there were people in this 
country who would do things not be-
cause the market system suggested 
they should do them, but because the 
Tax Code provided incentives to do 
them. I do not think they were good 
old days, but there was created in this 
country an army of people whose lives 
were devoted to figuring out how you 
can convert ordinary income to capital 
gains and make money off the Tax 
Code, and how you can decide to build 
what the market system says you 
should not build but still make money 
because the Tax Code provides the in-
centives to build it. 

Well, we got rid of that army of ac-
countants and lawyers and others in 
the tax shelter industry with the 1986 
Tax Reform Act. 

The proposal for a capital gains tax 
preference in the bill that comes to the 
floor of the Senate has no limitation. I 
did not take Latin so I don’t know if 
‘‘totus porcus’’ means whole hog, but I 
certainly think the term applies to this 
capital gains tax proposal. You can 
convert unlimited amounts of ordinary 
income to capital gains and have the 
tax break that is imbedded in this bill 
forever. 

I propose the following. If a capital 
gains tax break truly is proposed in 
order to help those families who save 
for their kids’ college education, to 
help a small business, to help a family 
farm that might sell the business or 
the farm, then let us have at least 
some reasonable limitation on the cap-
ital gains tax benefit. 

It is interesting; in this country we 
have two different philosophies of tax-
ation. One says let us tax work. If you 
are on a payroll someplace and work-
ing, let us tax work. And nobody wor-
ries much about the consequence of 
that. Nobody worries about the impact 
of inflation on the wage and says let us 
index work salaries for inflation. No-
body says that. 

If you work and you take a shower at 
the end of the day after you work be-
cause you worked hard and you sweat, 
you earned an honest wage, you pay a 
tax up here and nobody is running 
around this Chamber saying, gee, let’s 
index that for inflation. Let’s talk 
about a work gains index. Nobody talks 
about that. 

But then others say let us tax work, 
but let us exempt investment. Some-
body else is an investor, takes a shower 
in the morning, does not get dirty dur-
ing the day, does not sweat, sits in a 
chair someplace and invests, we have 
all kinds of folks running around the 
Capitol saying, oh, we have to do some-
thing to provide incentives for people 
who get their income that way. 

Let us tax the income from work and 
let us exempt the income from invest-
ments, that is what is at the root of 
this debate. Now, the question is, who 
gets what and who has what? 

Here is a chart that describes very 
well why I have offered this amend-
ment. The bulk of the capital gains go 
to those in the very upper income 
bracket. One-half of 1 percent of the 
taxpayers of this country have gains of 
$200,000 or more, and they get fully half 
of the capital gains that people get in 
this country. So when you say let us 
give a tax benefit through capital gains 
and have no limit on it, what you are 
saying is let us provide an enormous 
benefit to the upper income folks. 
Eighty-nine percent of the taxpayers 
that have capital gains have very small 
capital gains, under $10,000. And all of 
that in aggregate, 90 percent of the 
taxpayers have 15 percent of the dollar 
amount of the capital gains in this 
country. 

So, to repeat, one-half of 1 percent of 
taxpayers get half of the Nation’s cap-
ital gains, the bulk of the capital 
gains. And nine-tenths of the taxpayers 
get about one-sixth of the capital 
gains. It is clear that any attempt to 
give a tax break to capital gains in-
come will disproportionately benefit 
folks in the very upper income bracket. 

My proposal is very simple. It says 
let us limit the capital gains tax pref-
erence in this bill to $1 million in a 
taxpayer’s lifetime, $1 million. We will 
give you a tax preference on capital 
gains for a million dollars. Isn’t $1 mil-
lion enough? Should there not be some 
limitation? Is there no end? Is there no 
bottom to this pot? Or do we just insist 
that somehow investment has greater 
merit than work and we will continue 
to fight and struggle to reward invest-
ment and penalize work by saying let 
us tax work and exempt investment. 

This is a painfully simple amend-
ment. I have offered it previously here 
in the Congress. I hope that as we now 
begin this effort to restore a capital 
gains preference, we at least will have 
the good sense to limit it. 

So that is the amendment I have of-
fered. I reserve the remainder of my 
time. I would like to respond to some 
of the comments that are made, but, 
Mr. President, this amendment will 
have a significant impact on the con-
struction of a capital gains tax pref-
erence. I do not propose we abolish it. 
I propose instead we limit it to $1 mil-
lion per taxpayer in the taxpayer’s life-
time. 

I yield the floor and reserve the re-
mainder of my time. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. ROTH. Mr. President, I yield my-
self 3 minutes. 

The PRESIDING OFFICER. The Sen-
ator from Delaware is recognized for 3 
minutes. 

(Mr. GREGG assumed the chair.) 
Mr. ROTH. Mr. President, I rise in 

strong opposition to the amendment 
that is offered by my good friend and 
colleague from North Dakota, but I do 
first want to commend him for his per-
severance on this issue. I know it is a 
matter of great interest to him, a mat-
ter that he feels very strongly about. 
As he said in yesterday’s statement, he 
has been sponsoring this type of legis-
lation for many years. 

Mr. President, I must oppose this 
amendment for several reasons. First 
of all, let me point out that the prin-
ciple purpose for reducing the capital 
gains tax is to encourage more invest-
ment. In this competitive world of 
today and in this global economy, it is 
critically important that we make the 
best utilization of the capital we have 
so that we are in a strong competitive 
position. A lower capital gains tax will 
encourage greater investment. It will 
encourage better utilization of our as-
sets. 

Why would we want to impose some 
kind of arbitrary limit that will have 
the effect of limiting investments? We 
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are trying to free up hundreds of mil-
lions, if not billions, of dollars to the 
best investment available to help en-
sure that we are creating in this coun-
try an environment of growth, jobs, 
and opportunity. 

Let me just look at this matter from 
another point of view; from the stand-
point of small business. I know my dis-
tinguished friend from North Dakota 
is, indeed, a friend of small business. 
The tax laws currently provide a 50 
percent capital gains exclusion from 
investments in qualifying small busi-
ness stock. Currently, the tax laws pro-
vide that an investor who has gained 
from qualifying small business stock 
can exclude up to $10 million of capital 
gains from a single investment—10 
times more than the $1 million cap. I 
understand that in the Democratic sub-
stitute amendment that is ultimately 
going to be offered, it is provided that 
we should double this limit; this $10 
million limit should become $20 million 
from a single investment. So the ques-
tion I must ask my friends on the other 
side of the aisle who argue a $20 million 
capital gains exclusion is appropriate 
from a single small business invest-
ment yet, at the same time, argue to 
limit capital gains from all other in-
vestments to only $1 million over a 
taxpayer’s lifetime—the two provisions 
are totally inconsistent, in my judg-
ment they make no sense, and I hope 
the Senate will agree with my concern. 

Let me make one further observa-
tion. This amendment also raises some 
very significant administrative prob-
lems. Under the amendment, individ-
uals will have to keep track of all their 
investment gains, not for 1 year, not 
for 5 years or 10 years, but for dec-
ades—a tremendously burdensome mat-
ter. Think of how this amendment 
would affect the Internal Revenue 
Service. I doubt the IRS has adequate 
resources to administer the volumi-
nous information that would have to be 
maintained if this amendment becomes 
law. It would be an administrative 
nightmare for the IRS to have to try to 
enforce this provision. 

But let me go back to the first point 
which I think is most important, that 
the reason we are reducing the capital 
gains tax is to encourage more invest-
ment. To try to limit it to $1 million 
makes no sense and is in conflict with 
the basic purpose of the agreement 
that was reached by the Senate Fi-
nance Committee. It makes no sense. It 
is inconsistent with the provisions now 
contained in the law for small business 
stock, which can be excluded for up to 
$10 million of capital gains; and, as I 
already pointed out, it is proposed in 
the so-called Democratic substitute 
that this limit be doubled to $20 mil-
lion. 

So I oppose this legislation and hope 
the Senate agrees with this opposition. 

Mr. President, at this time I am 
happy to yield 7 minutes to the Sen-
ator from Utah. 

The PRESIDING OFFICER. The 
Chair will advise the Senator from 

Delaware that he only has 21⁄2 minutes 
remaining on the amendment, and the 
Senator from North Dakota has 4 min-
utes 42 seconds. 

Mr. BENNETT. In that case, Mr. 
President, I ask I be recognized for 21⁄2 
minutes. 

Mr. ROTH. Mr. President, I yielded 
myself, I think it was 3 minutes. Is it 
not normally the practice to advise the 
speaker when he has come to that? 

The PRESIDING OFFICER. Regret-
tably, the Chair did not hear the ref-
erence to 3 minutes. We will restore 
the time if the Senator so desires. 

Mr. DORGAN. Mr. President, the 
Senator did ask to be notified after 3 
minutes. I have no objection to that. 

Mr. ROTH. I thank the distinguished 
Senator from North Dakota for his 
courtesy. I yield such time as is re-
maining to the Senator from Utah. 

The PRESIDING OFFICER. The Sen-
ator from Utah is recognized for 7 min-
utes. 

Mr. BENNETT. Mr. President, I have 
addressed this issue before and do not 
want to spend a great deal of time in 
repetition. But I think we should focus 
on what we are really talking about 
when we talk about capital gains tax. 
There are many who say, ‘‘Well, the 
people who have a capital gain are 
wealthy and we are letting them off 
the hook if we do not tax that wealth.’’ 
What we are really talking about, in 
accumulated capital, is where will that 
capital be deployed? 

Recently there have been studies as 
to the number of millionaires in the 
United States and how they got their 
money. Overwhelmingly, the money 
comes from one of two sources: They 
inherit it or they start businesses. You 
do not become a millionaire by saving 
your wages. You become a millionaire 
by creating something in the form of a 
company and then seeing it grow. 
When you die your children inherit it, 
and then they fall into the first cat-
egory. That has to do with death taxes. 

But millionaires come from risk-tak-
ing, millionaires come from entrepre-
neurial activity. Where do jobs come 
from? They come from risk-taking, 
they come from entrepreneurial activ-
ity. As I have said here on the floor, in 
the real world as opposed to the class-
room, millionaires who are the result 
of entrepreneurial activity have an 
itch to stay entrepreneurial. Once they 
have seen their investment become 
what they call on the market a mature 
investment, many, many times they 
want to move on. They want to take 
their money out of a mature invest-
ment and put it into another entrepre-
neurial activity. But the present level 
of capital gains taxation prevents them 
from doing that, at least psycho-
logically. 

Again, on the floor I have given ex-
amples of people who have seen their 
investment grow tremendously in a 
high-risk circumstance. They got the 
rewards that came from taking that 
risk and now they want to move on and 
take another risk, create more jobs and 

accumulate capital and wealth in this 
country. When they calculate what 
happens to them under the capital 
gains tax they say, ‘‘I am not going to 
do it. I can’t afford it.’’ And they leave 
their money tied up in a mature invest-
ment, whereas the opportunity in an 
entrepreneurial investment is denied 
them by the capital gains tax. 

There is one thing that they do, and 
I have seen this—indeed, if I may, Mr. 
President, I have done this myself, to 
my sorrow. With the entrepreneurial 
itch saying let’s put some money in a 
new startup circumstance, but feeling 
that your own money is locked up be-
cause of the capital gains tax, the itch 
becomes so strong that you put money 
into the entrepreneurial activity any-
way, only you borrow it. And now the 
entrepreneurial activity has to carry 
not only the responsibility of a fair re-
turn, but enough money to pay the in-
terest. 

I will not belabor it because I have 
given major speeches on this issue be-
fore. But I think the cap proposed by 
my friend from North Dakota, while 
well-intentioned, would in fact impede 
the flow of capital, it would move us in 
a direction that would ultimately re-
dound to the disadvantage of the econ-
omy. I remind you once again, the 
Chairman of the Federal Reserve 
Board, who is concerned with watching 
money move around the economy and 
would like to see as much money as 
possible into entrepreneurial activity, 
has recommended to us that the ideal 
capital gains rate for this country 
should be zero. I am not bold enough to 
propose that on the floor because I 
know it would not pass. But I always 
remind people of that because that is 
the direction in which I think we ought 
to go. 

For that reason I oppose this amend-
ment. 

The PRESIDING OFFICER. Who 
yields time? The Senator from North 
Dakota. 

Mr. DORGAN. Mr. President, I was 
staying right with the Senator from 
Utah until he mentioned the Chairman 
of the Federal Reserve Board. In an-
cient Rome they used to have augurs, 
and the practice of augury was to read 
the flight of birds and the entrails of 
dead cattle in order to predict the fu-
ture. 

I have said perhaps the Fed could use 
some augurs, given their recent per-
formance. They indicated that if unem-
ployment ever fell below 6 percent we 
would have a brand new wave of infla-
tion. Unemployment has been under 6 
percent for 38 months and of course in-
flation is down, way down. But that is 
another subject for another day. 

The folks at the top of the income 
structure in this country already have 
a 30-percent tax differential on capital 
gains. They pay 30 percent less on cap-
ital gains than ordinary income tax 
rates. My proposal to limit to $1 mil-
lion for a lifetime the capital gains tax 
benefits in this bill will effectively re-
late to about 1 percent of the tax-
payers. 
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I do not disagree with the comments 

by the Senator from Utah about the 
germ of an idea and the spark of inter-
est to own a business and that is where 
success is developed and that is where 
millionaires come from. I do not dis-
agree with that at all. 

I would make this point, however. 
There are people out here working 
today who have that same instinct in-
side of wanting to own their own busi-
ness and wanting to build a business. 
Their only stream of income is a wage, 
and they pay a higher tax on that wage 
than is being proposed for capital 
gains. Because of that higher tax they 
may not be able to accumulate the cap-
ital to invest in the business and be-
come the entrepreneur and become suc-
cessful and make a lot of money. 

So my suggestion is this. We have 
other streams of income in this coun-
try which we measure for tax purposes. 
We have rents, we have salaries, we 
have capital gains, we have a range of 
interests, we have a range of incomes. 
And there are those who take out one 
stream of income, one kind of income 
called capital gains and say let’s give a 
tax break to capital gains. 

I am not opposed under any cir-
cumstance to a tax break for capital 
gains. We now have one, the 30 percent 
tax preference. What I oppose is a cir-
cumstance where the bulk of the tax 
preference goes to such a few in the 
population. I am saying we ought to do 
this differently, and I have felt that 
way for 10, 15 years. I think it would be 
good for the country to do it dif-
ferently. 

I say this finally. If we go back to the 
‘‘totus porcus’’ approach for capital 
gains—buy a share of stock, hold it 6 
months and 1 day and get a tax pref-
erence—go back to the broad approach, 
much of which is proposed here, we will 
resurrect the tax shelter industry, res-
urrect an army of people in the tax 
shelter industry, and we will rue the 
day we do it. 

The tax shelter industry is to produc-
tive enterprise like professional wres-
tling is to the performing arts. I defy 
anyone to tell me one good thing that 
comes from the tax shelter industry in 
this country. We largely got rid of it in 
1986 with the 1986 bill, and I am worried 
very much we create now a new set of 
circumstances to allow taxpayers of 
this country to hire the best minds in 
America, not for productive enterprise 
but to tell them how can they create, 
from their stream of income, capital 
gains by which they can make money 
off the Tax Code. That is my great con-
cern. So I propose we limit the capital 
gains treatment for a taxpayer to $1 
million during the taxpayer’s lifetime. 

Mr. BENNETT. Mr. President, will 
the Senator yield for a question? Does 
the time permit that? 

Mr. DORGAN. How much time do I 
have? 

The PRESIDING OFFICER. The Sen-
ator from North Dakota has 1 minute. 

Mr. BENNETT. I shan’t intrude fur-
ther. I thank the Senator. 

Mr. DORGAN. We will have an oppor-
tunity to discuss this further. I respect 
the views of the two Senators who 
spoke in opposition to this amendment. 
I would say we are talking in the out-
years about $4 billion to $5 billion a 
year without my limitation. That $4 
billion to $5 billion I would like to use 
to reduce taxes on wages to the extent 
we can. 

The tax increases in this country 
have come from payroll taxes now. 
Two-thirds of the American workers 
pay more in payroll taxes than they do 
in income taxes, and I would have 
structured the tax bill completely dif-
ferently than it is now structured. I 
would have addressed the issue of bur-
geoning payroll taxes which tries to be 
a clothes hanger on all of the acts of 
creating a job to say, ‘‘By the way, we 
are going to hang all of these social ob-
ligations on the act of creating a job.’’ 

I am very concerned about that in 
terms of the disincentive it gives to 
someone in business to create new jobs. 
I don’t want to go far afield, but there 
is no social program we discuss in Con-
gress that is as important or effective 
as a good job to cure what ails this 
country. 

So this $1 million limitation makes 
good sense. I hope Members of the Sen-
ate will consider it and hope that we 
will have a chance to vote on it. 

The PRESIDING OFFICER. The Sen-
ator’s time has expired. The Senator 
from Delaware has 2 minutes and 55 
seconds. 

Mr. ROTH. Mr. President, I yield 
back the remainder of the time and ask 
for the yeas and nays. 

The PRESIDING OFFICER. Is there a 
sufficient second? 

There is a sufficient second. 
The yeas and nays were ordered. 
The PRESIDING OFFICER. The 

question is on agreeing to amendment 
No. 517. The yeas and nays have been 
ordered. The clerk will call the roll. 

The legislative clerk called the roll. 
Mr. NICKLES. I announce that the 

Senator from Kansas [Mr. ROBERTS] is 
necessarily absent. 

The PRESIDING OFFICER. Are there 
any other Senators in the Chamber de-
siring to vote? 

The result was announced—yeas 24, 
nays 75, as follows: 

[Rollcall Vote No. 132 Leg.] 

YEAS—24 

Akaka 
Boxer 
Byrd 
Conrad 
Daschle 
Dorgan 
Durbin 
Feingold 

Ford 
Harkin 
Hollings 
Inouye 
Johnson 
Kennedy 
Lautenberg 
Leahy 

Levin 
Mikulski 
Murray 
Reed 
Robb 
Rockefeller 
Sarbanes 
Wellstone 

NAYS—75 

Abraham 
Allard 
Ashcroft 
Baucus 
Bennett 
Biden 
Bingaman 
Bond 
Breaux 
Brownback 

Bryan 
Bumpers 
Burns 
Campbell 
Chafee 
Cleland 
Coats 
Cochran 
Collins 
Coverdell 

Craig 
D’Amato 
DeWine 
Dodd 
Domenici 
Enzi 
Faircloth 
Feinstein 
Frist 
Glenn 

Gorton 
Graham 
Gramm 
Grams 
Grassley 
Gregg 
Hagel 
Hatch 
Helms 
Hutchinson 
Hutchison 
Inhofe 
Jeffords 
Kempthorne 
Kerrey 

Kerry 
Kohl 
Kyl 
Landrieu 
Lieberman 
Lott 
Lugar 
Mack 
McCain 
McConnell 
Moseley-Braun 
Moynihan 
Murkowski 
Nickles 
Reid 

Roth 
Santorum 
Sessions 
Shelby 
Smith (NH) 
Smith (OR) 
Snowe 
Specter 
Stevens 
Thomas 
Thompson 
Thurmond 
Torricelli 
Warner 
Wyden 

NOT VOTING—1 

Roberts 

The amendment (No. 517) was re-
jected. 

Mr. ROTH. I move to reconsider the 
vote. 

Mr. MOYNIHAN. I move to lay that 
motion on the table. 

The motion to lay on the table was 
agreed to. 

Mr. MOYNIHAN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from New York. 
f 

VISIT TO THE SENATE BY THE 
PRIME MINISTER OF AUSTRALIA 

Mr. MOYNIHAN. On behalf of the dis-
tinguished chairman of the Committee 
on Foreign Relations, Mr. HELMS, I ask 
unanimous consent that the Senate 
stand in recess for 3 minutes that we 
might greet our distinguished visitor, 
the Honorable John Howard, the Prime 
Minister of Australia. 

[Applause.] 
RECESS 

There being no objection, the Senate, 
at 11:10 a.m., recessed until 11:14 a.m.; 
whereupon, the Senate reassembled 
when called to order by the Presiding 
Officer [Mr. BURNS]. 

f 

REVENUE RECONCILIATION ACT 
OF 1997 

The Senate continued with the con-
sideration of the bill. 

MOTION TO REFER 

The PRESIDING OFFICER. The 
order of business is the motion made 
by the Senator from North Dakota, a 
motion to refer to the Budget Com-
mittee with instructions. 

I believe 10 minutes of debate, equal-
ly divided, are in order, am I not cor-
rect? 

Mr. MOYNIHAN. The Chair is always 
correct. 

I yield 5 minutes to the Senator from 
North Dakota. 

Mr. DORGAN. Mr. President, I will 
be brief. This motion is relatively sim-
ple. 

My concern about where we are head-
ing is this. I am concerned that we will 
decide to have balanced the budget and 
provided substantial tax cuts. And 
then, because the tax cuts are so 
backloaded, in the second 5 years our 
country will find itself back in a def-
icit. 

I propose that we remedy that by 
having a trigger mechanism that would 
sunset the provisions of capital gains 
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and the IRA’s in the following cir-
cumstances: First, if the estimated loss 
as a result of the tax cuts exceeds our 
current expectations; and second, if the 
Treasury Department says we are run-
ning a deficit in the previous fiscal 
year. 

My point is very simple. If we begin 
to run a deficit, and if running a deficit 
is because the cost of these tax cuts ex-
ceeds what we now think it will be, I 
would like us to trigger them off so we 
can get the budget back in balance. I 
just do not want to get into a cir-
cumstance that we have found our-
selves in previously. We do not want to 
think we will turn out all right, and 
find 7 years down the road a huge Fed-
eral deficit. 

I point out that the tax cuts in this 
bill are fairly well backloaded, and the 
upper-income tax cuts, just as an ex-
ample, $17.8 billion in 2002, the same 
tax cuts will cost nearly $100 billion in 
the year 2007. My fear is because the 
tax cuts are backloaded we could find 
ourselves in a circumstance where we 
are right back into a deficit. 

Again, the two points are this: If the 
cost of the tax cuts significantly ex-
ceeds what we estimated them to be, 
and if we have had a deficit in the pre-
vious fiscal year, then my motion 
would trigger a repeal, temporary re-
peal, of four provisions of the tax cut 
dealing with capital gains and IRA’s. 

I reserve the balance of my time. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
Mr. ROTH. At the appropriate time I 

will make a point of order against the 
motion to refer on two grounds. 

Let me point out in the beginning 
that this is a matter that was not in-
cluded in the budget agreement. It in-
troduces a new aspect to the agreement 
that is not consistent with what we 
have discussed before. 

I yield 2 minutes to the Senator from 
New Mexico. 

Mr. DOMENICI. Mr. President, first 
of all, we discussed all of these issues 
in the very lengthy negotiation with 
the White House. Their packages in the 
past have been gifted by having the tax 
cuts be temporary. That is the way the 
President’s budgets have been in the 
past. He finally came to the realization 
that that was not fair to the American 
taxpayers. So that concept was elimi-
nated from the budget agreement. We 
are going to give taxpayers a tax cut, 
period. 

But also the argument that is being 
made that this may somehow explode 
in the outyears, we have an agreement 
that for the first 10 years it will not ex-
ceed $250 billion. I understand the valu-
ation of this package is that we have 
done that in this finance bill. It is only 
$247 billion over 10 years. That is the 
best we can do. We are right on the 
money. 

I believe we ought to leave the agree-
ment alone and leave this very good 
tax bill alone. 

Mr. ROTH. I yield the remaining 
time to the Senator from Oklahoma. 

The PRESIDING OFFICER. There 
are 3 minutes and 17 seconds remain-
ing. 

Mr. NICKLES. I urge my colleagues 
to vote no on this motion. This motion 
basically says if we do not meet the 
targets we will have automatic tax in-
creases. You did not hear it the other 
way around—you did not hear if we do 
meet the targets, we will have auto-
matic decreases. 

The question is, are we spending too 
much, or are we taxing too little? The 
Senator from North Dakota obviously 
thinks if there is a deficit we need 
more taxes. We need to reach in and 
take more away from taxpayers. I dis-
agree with that. That is the President’s 
position. 

As the Senator from New Mexico 
said, he had automatic tax increases in 
the outyears. We did not agree with 
that in the leadership package with the 
President. We said no, the tax cuts will 
be permanent. They will be real, and 
they are not stacked toward higher in-
come. Despite what some of my col-
leagues said, 82 percent of tax cuts are 
directed towards families with children 
and for education. That is family 
friendly. 

So I will just urge my colleagues, if 
we are going to have an automatic def-
icit reduction, make sure we meet the 
targets. Let’s work on the spending 
side. Let’s have something automati-
cally that will reduce Government 
spending. I really do believe the prob-
lem is not that we are undertaxed. I 
really believe that the problem is we 
are overspent. 

I urge my colleagues to vote no on 
this motion. 

Mr. ROTH. Has all time been yielded 
back? 

The PRESIDING OFFICER. All time 
has not been yielded back. The Senator 
from Delaware has 1 minute and 45 sec-
onds and the Senator from North Da-
kota has 2 minutes, 54 seconds. 

Mr. DORGAN. Mr. President, I say to 
the Senator from Oklahoma, I am not 
suggesting that we should increase 
taxes. I am saying to the extent that 
we now reduce taxes and reduce rev-
enue, and to the extent that that helps 
cause another Federal deficit in the 
second 5 years because the cost of 
those tax cuts explodes, I say we 
should put an insurance or safety 
mechanism in this bill to prevent us 
from running a deficit again. 

Now, I hope that we will have learned 
from the last decade. There is merit, 
and I compliment the Members of this 
Congress who care about the Federal 
deficit, there is merit in fiscal dis-
cipline in dealing with the deficit. I 
just urge if we have a circumstance 
where we can provide protection in the 
outyears against an exploding of the 
Federal deficit, again we try to do 
that. 

I am somewhat concerned that the 
chairman will make a point of order 
against my motion. I understand that 
there will be a budget enforcement 
mechanism offered by the Senator 

from New Mexico. Will a point of order 
will be made against them? Enforce-
ment mechanisms that provide protec-
tion against an explosion of the Fed-
eral deficit make great sense to me. 
That is the proposal that I offer with 
this trigger. 

I reserve the balance of my time. 
Mr. NICKLES. Mr. President, again, I 

just say that there are two sides to the 
question. We started some new spend-
ing programs. We have a program 
called Kid Care, and the agreement was 
for it to be $16 billion. It has grown al-
ready to $24 billion. Guess what? That 
additional $8 billion is only for 5 years. 
We do not even pretend it goes the next 
5 years. So what about if that program 
explodes? 

My point being, the motion of the 
Senator from North Dakota is if we do 
not meet deficit targets we have auto-
matic tax increases, or we will tell peo-
ple they can have capital gains for 5 
years but not beyond, or tell people 
they can have an IRA this year, but 
not in the future? 

I think we should restrain spending, 
not increase taxes. I urge my col-
leagues to vote no on this motion. 

I yield the balance of my time. 
Mr. DORGAN. Well, let us suppose 

that in 7, 8, or 9 years we see the deficit 
begin to explode on us. Is the Senator 
suggesting that we cut health care for 
kids, but that we retain tax cuts that 
are backloaded, that are six and eight 
times as large in the year 2007 than in 
the year 2002, and are for the largest 
income earners in this country? I 
would like to see us vote on that in the 
U.S. Senate. 

My point is we are making deliberate 
decisions about the Tax Code here, 
some good decisions, some I think are 
not so good. 

We need to think about the con-
sequences of these decisions. This mo-
tion would help us do that. If the tax 
cuts exceed the expected amount and if 
we are also running a deficit in the 
outyears, four provisions of this tax 
cut bill would be temporarily sus-
pended. 

That is my motion to refer today. I 
hope the Senate would consider it fa-
vorably. 

I yield back the balance of my time. 
The PRESIDING OFFICER. All time 

has expired. The Senator from Dela-
ware. 

Mr. ROTH. Mr. President, I make a 
point of order against the motion to 
refer on two grounds. First, that it is 
not germane to the bill under section 
305 of the budget, and second that the 
motion includes budget process mat-
ters not reported from the Budget 
Committee, in violation of section 306. 

Mr. DORGAN. Mr. President, pursu-
ant to Section 904(c) of the Congres-
sional Budget Act, I move to waive 
Section 305(b) to Section 306 of that act 
with respect to my motion. 

I ask for the yeas and nays. 
The PRESIDING OFFICER. Is there a 

sufficient second? 
There is a sufficient second. 
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The yeas and nays were ordered. 

VOTE ON MOTION TO WAIVE THE BUDGET ACT 

The PRESIDING OFFICER. The 
question is on agreeing to the motion 
to waive the Budget Act. The yeas and 
nays have been ordered. The clerk will 
call the roll. 

The assistant legislative clerk called 
the roll. 

Mr. NICKLES. I announce that the 
Senator from Kansas [Mr. ROBERTS] 
and the Senator from New York [Mr. 
D’AMATO] are necessarily absent. 

The PRESIDING OFFICER. Are there 
any other Senators in the Chamber de-
siring to vote? 

The yeas and nays resulted—yeas 34, 
nays 64, as follows: 

[Rollcall Vote No. 133 Leg.] 

YEAS—34 

Akaka 
Biden 
Bingaman 
Boxer 
Bumpers 
Byrd 
Conrad 
Daschle 
Dodd 
Dorgan 
Durbin 
Feingold 

Feinstein 
Ford 
Glenn 
Harkin 
Hollings 
Inouye 
Johnson 
Kennedy 
Kerry 
Kohl 
Lautenberg 
Leahy 

Levin 
Moseley-Braun 
Murray 
Reed 
Reid 
Robb 
Sarbanes 
Torricelli 
Wellstone 
Wyden 

NAYS—64 

Abraham 
Allard 
Ashcroft 
Baucus 
Bennett 
Bond 
Breaux 
Brownback 
Bryan 
Burns 
Campbell 
Chafee 
Cleland 
Coats 
Cochran 
Collins 
Coverdell 
Craig 
DeWine 
Domenici 
Enzi 
Faircloth 

Frist 
Gorton 
Graham 
Gramm 
Grams 
Grassley 
Gregg 
Hagel 
Hatch 
Helms 
Hutchinson 
Hutchison 
Inhofe 
Jeffords 
Kempthorne 
Kerrey 
Kyl 
Landrieu 
Lieberman 
Lott 
Lugar 
Mack 

McCain 
McConnell 
Mikulski 
Moynihan 
Murkowski 
Nickles 
Rockefeller 
Roth 
Santorum 
Sessions 
Shelby 
Smith (NH) 
Smith (OR) 
Snowe 
Specter 
Stevens 
Thomas 
Thompson 
Thurmond 
Warner 

NOT VOTING—2 

D’Amato Roberts 

The PRESIDING OFFICER. On this 
vote the yeas are 34, the nays are 64. 
Three-fifths of the Senators duly cho-
sen and sworn not having voted in the 
affirmative, the motion is rejected. 

The point of order is sustained on 
both grounds. 

The motion to refer is not in order. 
The Senator from New York. 
Mr. MOYNIHAN. Mr. President, I 

move to reconsider the vote by which 
the motion was rejected. 

Mr. NICKLES. I move to lay that mo-
tion on the table. 

The motion to lay on the table was 
agreed to. 

Mr. MOYNIHAN. Mr. President, I 
suggest the absence of a quorum. 

The PRESIDING OFFICER. The 
clerk will call the roll. 

The assistant legislative clerk pro-
ceeded to call the roll. 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the order for the 
quorum call be rescinded. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

f 

BALANCED BUDGET ACT OF 1997— 
EXTRANEOUS MATERIAL 

Mr. ROTH. Mr. President, pursuant 
to section 313(b)(1)(c) of the Congres-
sional Budget Act, I submit a list on 
behalf of the Committee on the Budget 
of the extraneous material in S. 947 
the, Balanced Budget Act of 1997, as re-
ported. I ask unanimous consent that 
the list be printed in the RECORD. 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 

BALANCED BUDGET RECONCILIATION ACT OF 1997—EXTRANEOUS PROVISIONS 

Senate 

Provision Comments/Violation 

AGRICULTURE, NUTRITION, AND FORESTRY 
Sec. 1001 ................................................................................................ Hardship waiver continues after 2002 which means title has a net cost. Byrd rule (b)(1)(E): Increases outlays or decreases revenues for a year after 2002 and the 

title results in a net increase in outlays or net decrease in revenues in that year. 

BANKING, HOUSING, AND URBAN AFFAIRS 
There are no extraneous provisions in this title. 

COMMERCE, SCIENCE, AND TRANSPORTATION 
Sec. 3002 where it adds ‘‘(15)(A)(iii)’’ p. 110 lines 1–25, p.111 lines 

1–4.
Report to Congress on digital TV conversion, Byrd rule (b)(1)(A). 

ENERGY AND NATURAL RESOURCES 
Sec. 4001—first proviso ........................................................................ Funds resulting from the leasing or other use of a reserve facility on or after October 1, 2002 shall be available to the Secretary of Energy without further appropria-

tion, for the purchase of petroleum products for the reserve. Byrd rule (b)(1)(A): Produces no change in outlays or revenues during the fiscal years covered by the 
reconciliation instructions. 

FINANCE—DIRECT SPENDING 
Medicare: 

Sec. 5013 ....................................................................................... Requires Secretary of HHS to study PACE Program. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5015(c) ................................................................................... HHS Study of Social HMO Integration into Medicare Choice. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5021 ....................................................................................... Authorization of the Nation Bipartisan Commission on the Future of Medicare. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5022 ....................................................................................... Authorization of the Medicare Payment Advisory Commission to replace the Prospective Payment Assessment Commission and the Physician Payment Review Commis-

sion. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5153(a) & (b) ......................................................................... Authorization and study of Rural Hospital Flexibility Program. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5156(c) and (d) ..................................................................... Reports related to telemedicine. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5217 ....................................................................................... GAO fraud and abuse report date due amendment. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5302 ....................................................................................... Study on Payments for Long-Term Care Hospitals. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5364 ....................................................................................... Study on Definition of Homebound. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5366 ....................................................................................... Inclusion of Costs of Service in Explanation of Benefits. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5521(c) ................................................................................... Study and Report on Clinical Lab Payments. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 

Medicaid: 
Sec. 5701(b) ................................................................................... Reports on Medicaid Managed Care. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5711(b) ................................................................................... Study and Report on the Boren Amendment. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 

Welfare: 
Sec. 5821 ....................................................................................... Evaluations of Welfare to Work program and Report to Congress. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5823 ....................................................................................... Clarification of states ability to sanction an individual receiving TANF for noncompliance. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 
Sec. 5871 ....................................................................................... Sense of the Senate regarding the correction of Cost Living Adjustment. Byrd rule (b)(1)(A): Produces no change in outlays or revenues. 

GOVERNMENTAL AFFAIRS 
There are no extraneous provisions in this title. 

LABOR AND HUMAN RESOURCES 
Sec. 7001(a)(4) ....................................................................................... Allows guarantee agencies to use earnings from excess guarantee agency reserves placed in restricted accounts for limited purposes. Byrd rule (b)(1)(A): Produces no 

change in outlays or revenues. 

VETERANS’ AFFAIRS 
There are extraneous provisions in this title. 

REVENUE RECONCILIATION ACT 
OF 1997 

The Senate continued with the con-
sideration of the bill. 

Mr. ROTH. Mr. President, I suggest 
the absence of a quorum. 

The PRESIDING OFFICER. The 
clerk will call the roll. 

The assistant legislative clerk pro-
ceeded to call the roll. 

Mr. DASCHLE. Mr. President, I ask 
unanimous consent that the order for 
the quorum call be rescinded. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 
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Mr. DASCHLE. Mr. President, prior 

to the vote, it was my understanding 
that the Democratic amendment would 
now be in order. Is that correct? 

The PRESIDING OFFICER. The Sen-
ator from South Dakota is correct. 

AMENDMENT NO. 527 
(Purpose: To provide tax relief for working 

families, to increase the rate and spread 
the benefits of economic growth, and for 
other purposes) 
Mr. DASCHLE. Mr. President, I have 

the amendment at the desk, and I ask 
for its consideration. 

The PRESIDING OFFICER (Mr. 
BROWNBACK). The clerk will report. 

The assistant legislative clerk read 
as follows: 

The Senator from South Dakota (Mr. 
DASCHLE), for himself, Mr. BINGAMAN, Mr. 
CONRAD, Ms. MIKULSKI, Mrs. BOXER, Mr. 
DODD, Mr. KERRY, Ms. LANDRIEU, Mr. 
CLELAND, Mr. DURBIN, Mr. KENNEDY, Mr. 
FORD, and Mr. LAUTENBERG, proposes an 
amendment numbered 527. 

Mr. DASCHLE. Mr. President, I ask 
unanimous consent that reading of the 
amendment be dispensed with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

(The text of the amendment is print-
ed in today’s RECORD under ‘‘Amend-
ments Submitted.’’) 

Mr. DASCHLE. Mr. President, this 
debate today and tomorrow is not 
about whether to cut taxes but how to 
cut them. Democrats support a tax cut, 
but we want them to be the right kind. 
We want them to be fair, especially to 
working families. 

I congratulate Senator ROTH and 
Senator MOYNIHAN and the Members on 
both sides of the aisle for the bipar-
tisan effort to improve the House bill. 
In many ways it is a substantial im-
provement of the bill passed by the 
House Ways and Means Committee. 
But in the view of many Democrats, 
problems still remain in the version 
that is now before us. 

Under both the House and the Senate 
plans, the top 1 percent of taxpayers, 
people making over $350,000 a year, re-
ceive more than the bottom 60 percent 
put together, people making under 
$50,000. 

This chart depicts very well what the 
circumstances are. In the Archer bill, 
67 percent of all the benefits in the tax 
bill go to the highest 20 percent. In the 
Roth bill, 65 percent of all the benefits 
go to the top 20 percent. In the bill 
that we are presenting as an alter-
native today, 20 percent of the benefits 
go to the top 20 percent, but 75 percent 
of the benefits go to the middle 60 per-
cent. 

So the distribution, the progressivity 
of the alternative plan that we are pre-
senting today, is a significant improve-
ment for working families across this 
country. 

The people who have yet to share 
fully in the economic recovery are in 
the bottom 60 percent, the bottom four 
quintiles of income distribution, not in 
the top 1 percent. They ought to be the 
ones to largely benefit from the plan 

that this Congress and ultimately that 
this country enacts into law. 

But instead of helping identify mid-
dle-class families, the House and Sen-
ate bills shortchange them—9.2 percent 
in the middle 20 percent, 2.4 percent in 
the next to the bottom quintile, 2.3 
percent under Roth, and a very small 
percentage of the benefits actually go 
to middle-class working families as the 
Finance Committee bill is written 
today. 

We can do better than this. We owe 
the American people better than this, 
and our bill attempts to do that. 

We recognize that we are in the mi-
nority, and many Democrats, recog-
nizing that, have worked closely with 
our Republican colleagues to do the 
best we can to reflect a better distribu-
tion. Many of us will support the final 
passage if we are not successful in pass-
ing this version because we don’t want 
the perfect to be the enemy of the 
good. 

But it is important for the American 
people to know what we could have 
done and what we would have done 
were we to be in the majority. 

So we are offering this comprehen-
sive alternative but with an expecta-
tion of having a good debate and con-
trasting the Finance Committee-passed 
bill, which is dominated by the Repub-
lican majority, with our Democratic 
alternative. 

Our Democratic alternative really 
has four objectives. 

First and foremost, what I have just 
described, we want to ensure that there 
is fairness for working families. 

Second, we want to target the growth 
incentives to those companies and 
those activities where we can do the 
most good. 

Third, we want to ensure that we put 
an emphasis on education. 

And, fourth, we don’t want a tax time 
bomb. We don’t want to explode the 
deficit at some point in the future 
given the terrific effort that has been 
put forth in recent years to bring the 
deficit down and ultimately to balance 
the Federal budget. 

So our goal is to do all of those 
things and stay within the bounds and 
the confines of the budget agreement 
that was agreed to by the administra-
tion and leadership in both the House 
and the Senate. 

Our plan then delivers on all counts. 
We provide a fair, targeted approach to 
middle-class families, and we do that 
in a number of ways. 

Most importantly, we recognize that 
it is an income tax that working fami-
lies are most concerned about. They 
don’t pay as much Federal income tax 
as they pay other forms of taxes that 
affect them directly. 

Middle-class families are faced with a 
substantial tax liability that falls out-
side the realm of income tax today. In 
fact, 99 percent of all working families 
who earn less than $21,000 pay more in 
payroll taxes than they do in income 
taxes; 97 percent of those who make be-
tween $21,000 and $41,000 pay more in 

payroll taxes than they do in income 
tax; 90 percent of those who make 
$41,000 to $62,000 actually pay more in 
payroll tax than they do in income tax. 
Even in the category that we would 
call middle-class families, $62,000 to 
$94,000, 65 percent, well over half, al-
most two-thirds of them, pay more 
payroll tax than they do income tax. It 
is only in the top fifth, those making 
more than $94,000 that actually pay, 
the majority of them, more income tax 
than they do payroll tax. 

So one of the key features, one of the 
centerpieces of our bill, is to ensure 
that we recognize where the tax liabil-
ity is for working families. 

So we apply the child tax credit 
against the payroll tax as well as 
against the income tax because it is 
the payroll tax where we can do the 
most good for most working families. 

We have a chart that really depicts 
the circumstances for working families 
today—families, in this case, making 
somewhere between $22,000 and $41,000. 
After they take their deductibles, after 
they get down to their net income, 
they pay an average of $252 in income 
taxes and over $3,828 in payroll taxes. 
So their liability for payroll tax is sub-
stantially higher. Not only do 99 per-
cent of them pay more in payroll tax 
than income tax, what they pay is so 
much more—$3,828 versus $252 in in-
come tax. 

So our bill provides an opportunity 
for those who are saddled with a far 
greater degree of liability for payroll 
tax to be able to address it in the most 
effective way. That child tax credit 
would be made applicable to both the 
payroll tax and the income tax. 

We also do something else. As the 
current Finance Committee bill is 
written, the earned-income tax credit 
is calculated first. And then, if there is 
anything left, they are eligible for the 
child tax credit. 

Mr. President, we stack them in just 
the reverse fashion. We provide the 
child tax credit first so that they have 
the full use of that credit against ei-
ther payroll tax or income tax, and 
then we allow the earned-income tax 
credit to kick in. 

So we provide working families an 
opportunity first to use the child tax 
credit against the payroll tax, and sec-
ond to be sure that they have the full 
opportunity to use it by stacking it 
ahead of an EITC, the earned-income 
tax credit, if they are indeed eligible 
for it. 

So we make the bill fairer, and from 
those fairness proposals that we pro-
vide that distributional analysis that 
so clearly slows the contrast—I will 
just put this chart up briefly again to 
clarify it again. That is how we get 
this great distributional breakdown—75 
percent of the benefits going to the 
middle 60 percent of all income brack-
ets. 

That is why there is such a difference 
between the 25 percent and 10 percent 
and 9 percent in this case or 32 percent 
and 21 and 19 in the case of the fourth 
20 percent. So we really provide a far 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00010 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6403 June 26, 1997 
better distributional opportunity for 
working class families than anything 
else. 

But that is what our first goal was, 
to ensure fairness, to ensure that those 
who need it the most have the most op-
portunity to benefit from a bill like 
this. 

Our second goal, as we said, was to 
ensure that we provide the maximum 
degree of opportunity to businesses 
that really need the kind of help that 
these tax tools can provide. In order to 
do that right, what we want to be able 
to do is target the capital gains and 
the other tax features in ways that will 
ensure that we provide the most bang 
for the buck. We eliminate the huge 
capital gains windfall for the top 1 per-
cent. In the currently drafted Senate 
Finance Committee bill, we change 
their flat 20 percent capital gains rate, 
which benefits the top bracket most, to 
an equal 30-percent capital gains exclu-
sion for all income brackets. 

Let me explain what we are attempt-
ing to do in this case. Right now, be-
cause of the flat cap of 28 percent on 
capital gains taxes, those in the top in-
come tax bracket actually get a benefit 
of about 30 percent in capital gains ex-
clusion because of the cap. What we do 
is apply that capital gains exclusion, 
that 30 percent, across all income 
brackets, thereby giving working fami-
lies, those who are making $60,000 or 
$80,000 or $100,000, the same oppor-
tunity to use the 30 percent exclusion 
that the upper income bracket cur-
rently has available to them. 

So we expand that 30 percent across 
the entire array of income brackets in 
order to assure that people who want 
to invest in this country, who want to 
benefit from the tremendous economic 
opportunity and the growth that we 
would like to continue here will ben-
efit—that is, will benefit those who can 
use it the most. So we provide more op-
portunities for that to happen. 

We also try to do a number of things 
that will target small businesses and 
family farms. We cut the capital gains 
rate nearly twice as deeply for most 
small businesses. What we provide is a 
50-percent exclusion for investment 
into companies with assets of under 
$100 million, startup companies—a 50- 
percent exclusion across all income 
brackets. Startup companies which 
need that investment, that cannot 
compete with General Electric or can-
not compete with Westinghouse or 
IBM, these are companies that really 
need the additional incentive, and we 
provide it to them. And then we say if 
you are really a startup company with 
assets under $25 million, we are going 
to allow you to roll over your capital 
gains taxes entirely if you reinvest 
within 6 months. So there is no capital 
gains on an investment in a company 
with assets under $25 million. 

When it comes to targeting the bene-
fits to the businesses where we could 
do the most good by having the 30-per-
cent exclusion for all working families, 
by including a 50-percent exclusion for 

businesses under $100 million and a 
complete rollover of taxes for those 
companies with assets under $25 mil-
lion, in addition to the $500,000 exclu-
sion on all households, on the sale of 
all houses, we provide, in my view, the 
best package that has yet been pro-
posed to the Senate with regard to how 
to use the capital gains tools most ef-
fectively. 

We also do something that the NFIB, 
the National Federation of Independent 
Business÷ and many business organiza-
tions that said is their No. 1 priority. 
We make health insurance fully de-
ductible for the self-employed—fully 
deductible. That is not in the Finance 
Committee bill, but it is in the Demo-
cratic alternative. 

So, Mr. President, when you look at 
all the different ways in which we try 
to help small, Main Street businesses, 
we provide a substantial degree of addi-
tional assistance to those families who 
need it the most. But we do not limit 
ourselves just to small business. We 
also address the problem of inheritance 
tax with farmers today. 

Currently, small businesses and 
farmers who want to keep a business or 
a family farm in the family are finding 
it exceedingly difficult to do that. You 
cannot do that if you have to pay the 
inheritance taxes, in many cases, on 
small businesses or family farms that 
you want to keep in the family. So we 
increase by $900,000 the exemption for 
those businesses and family farms 
which are truly kept in the family. We 
will provide a $1.5 million inheritance 
tax exemption for those businesses and 
family farms that want to be kept in 
the family as generations move on. 

So, Mr. President, I think this is a 
very significant array of tax tools to 
help those across this country, whether 
they are workers, businesses, or farm-
ers, in an effort to do as much as pos-
sible to help business succeed in this 
increasingly competitive and yet opti-
mistic economic outlook that we face 
in the country today. 

That is the second goal—providing 
the greatest degree of capital growth 
to those areas where we can do the 
most good. 

The third goal is education. And, 
again, I will say what I said at the be-
ginning. I think the Finance Com-
mittee deserves great credit for a lot of 
the things they did in that bill to try 
to advance education through our Tax 
Code, to do a number of things that 
will be very helpful and beneficial not 
only to students but to working fami-
lies and to schools themselves. We just 
think you can do a lot better. We think 
that instead of just 2 years for the 
HOPE credit, we ought to be providing 
4 years of HOPE credit opportunities. 
Instead of just ensuring that we pro-
vide the KIDSAVE option, bonus credit 
for education IRA savings, we ought to 
ensure that we provide for a complete 
Pell grant eligibility. We do not penal-
ize Pell grant recipients. We provide 
the full KIDSAVE option, but we do 
not say you can have one or the other. 

We are not going to penalize those who 
take out the Pell grant, as well. So we 
want to do as much as we can to ensure 
through the HOPE credit, through the 
KIDSAVE, through Pell grants the full 
opportunity to use the benefits that 
the Federal Government provides to 
ensure that people have a chance to go 
to school. We do not think that the 
limited funding for crumbling schools 
in the bill is going to be adequate 
enough. We provide additional funding 
for crumbling schools, as well. 

So, Mr. President, when it comes to 
education, these tools are going to go a 
lot further in ensuring that every sin-
gle student has the opportunity to go 
to school and to take full advantage of 
the opportunities that we provide in 
this tax bill to help offset the increas-
ing costs of going to college today. 

Finally, Mr. President, we think it is 
very important that we be fiscally re-
sponsible. That was our fourth goal. We 
are concerned about the tax time 
bomb. The Senate bill currently is very 
heavily backloaded. The billions of dol-
lars in additional cost in the year 2017 
cause us great concern; $830 billion is 
what has been estimated by the Joint 
Tax Committee as the cost in the year 
2017 for the Senate bill today. The cu-
mulative cost in the year 2007 is $250 
billion; in the year 2002, 5 years from 
now, $85 billion. So while we live with-
in the confines of the budget agree-
ment in 5 and in 10 years, we are not so 
sure that we do that in the outyears, in 
the years beyond 10 years. What hap-
pens in the year 2017 when we have to 
face the prospect of a loss of revenue of 
some $830 billion? 

Mr. President, we can do better than 
that as well. I think it is very impor-
tant that we try to maintain the fiscal 
discipline that we have acquired in re-
cent years, that has brought so many 
great economic dimensions to our 
country and to our future as a result of 
the discipline and the wise decisions 
that we made as far back as 1993. 

So, Mr. President, in summary, our 
Democratic alternative is truly a fami-
lies first tax plan, providing the great-
est degree of relief to middle-class fam-
ilies across this country regardless of 
whether they are laborers or business 
people or farmers. We have shown it is 
possible to be progrowth, profairness 
and profiscal responsibility at the same 
time. Our bill provides help for work-
ing class families, provides good help 
for those businesses and industries that 
want to continue to grow in this rap-
idly growing economy in a competitive 
way. We provide the greatest degree of 
assistance to education of any tax bill 
available in the Congress today. And 
we do it all in the context of fiscal re-
sponsibility, our fourth goal. 

Mr. President, I HOPE our colleagues 
will take a good look at this plan. I am 
excited about it. I believe in it. I think 
a lot of people would like to see this 
legislation passed over and above what 
has been proposed by the Finance Com-
mittee in spite of the good work they 
have done in many areas. 
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CONGRESSIONAL RECORD — SENATES6404 June 26, 1997 
I might add that the Secretary of the 

Treasury has just sent a letter that is 
very laudatory of the effort made by 
our Democratic caucus, and I ask 
unanimous consent at this time that a 
letter dated June 26 sent to me by the 
Secretary of the Treasury, Robert 
Rubin, be printed in the RECORD. 

There being no objection, the letter 
was ordered to be printed in the 
RECORD, as follows: 

DEPARTMENT OF THE TREASURY 
Washington, DC, June 26, 1997. 

Hon. TOM DASCHLE, 
Minority Leader, U.S. Senate, 
Washington, DC. 

DEAR TOM: I want to commend you and the 
other Senate Democrats for your tax pro-
posal. 

Any tax-cut package must meet four basic 
tests to reflect sound policy. First of all, the 
tax cuts must be fiscally responsible by 
avoiding an explosion in out year costs. Sec-
ond, the tax cuts must provide a fair balance 
of benefits for working Americans. Third, 
the tax cuts must encourage economic 
growth. Fourth, the tax package must re-
flect the terms of the bipartisan budget 
agreement including a significant expansion 
of educational opportunities for Americans 
of all ages. We believe that your overall 
package meets each of these tests. 

We are particularly pleased that your pro-
posal gives American families the help they 
need to make investments in education and 
life-long learning. The decision to include a 
HOPE scholarship proposal mirrors our ini-
tiative to make education more affordable 
and to make the 13th and 14th grades uni-
versal. You have improved our initial pro-
posal by allowing students who receive Pell 
Grants and still pay tuition to receive the 
HOPE scholarship. We fully endorse that 
change. Although our tuition deduction 
plans differ in some particulars, we are 
pleased that your proposal incorporates the 
full $10,000 tax benefit for tuition paid—re-
gardless of its source. Like our proposal, 
your tuition plan will help families who are 
not wealthy enough to pay for the entire 
amount of tuition out of savings and are 
therefore forced to borrow. It will also help 
Americans undertake lifelong learning so 
that they can take advantage of the opportu-
nities—and meet the challenges—of the new 
economy. 

We are pleased that your proposal includes 
a child tax credit that can be offset against 
payroll taxes, thereby helping millions of 
working families raise their children. In con-
trast to the Senate Finance Committee bill, 
this feature will help ensure that many low- 
income families receive the full benefit of 
the child credit. 

At the same time, your proposal includes 
several of the President’s priorities that 
were part of the budget agreement—includ-
ing an expansion of Empowerment Zones and 
Enterprise Communities, and the 
Brownfields tax incentives. Your proposal 
also addresses many of the President’s other 
priorities—including a permanent extension 
of the exclusion for employer-provided edu-
cational assistance. 

In sum, your tax-cut plan is a welcome and 
important proposal. While we continue to 
analyze specific provisions, we support the 
overall structure of the plan. We hope that 
members of both parties will give it careful 
consideration and will work with us to enact 
a tax-cut package that meets our four tests. 

Sincerely, 
ROBERT E. RUBIN. 

Mr. DASCHLE. I yield the floor. 
Mr. ROTH addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 

Mr. ROTH. Mr. President, I yield my-
self such time as I may take. 

The PRESIDING OFFICER. The Sen-
ator is recognized. 

Mr. ROTH. Mr. President, I rise in 
opposition to the substitute amend-
ment proposed by the distinguished mi-
nority leader. The proposal that passed 
the Senate Finance Committee with 
overwhelming bipartisan support is 
simply a better package. The Tax-
payers Relief Act of 1997 is fair, it is bi-
partisan, and, most importantly, it 
provides long overdue tax relief for 
middle-income families. 

It makes clear that the consensus 
which is, indeed, developing on Capitol 
Hill is that the days of big, intrusive, 
overbearing Government are coming to 
an end. I am, indeed, pleased by the 
work and cooperation exhibited by the 
members of our Finance Committee. 
Our bill contains the best thinking and 
the most workable policies from both 
sides of the political aisle. 

Mr. President, from the very begin-
ning, I asked for ideas from all mem-
bers of the Finance Committee, Repub-
lican and Democrat alike. We asked 
that they put their ideas in writing, 
and these were reviewed carefully and 
many incorporated into the initial 
draft. Again and again, we consulted 
with each other, met informally and 
discussed, and I can say I think the end 
product, our bill, was, indeed, the best 
thinking and most workable policies 
from both sides of the political aisle, 
and I might add, as well, from both 
ends of Pennsylvania Avenue, because 
we carefully reviewed and considered 
the proposals of the White House as 
well as those of the Congress. 

It was put together constructively 
with an eye to providing American 
families the tax relief they need to en-
courage education, something that ev-
erybody wants for their children, and, 
most importantly, creating economic 
conditions that will promote jobs, op-
portunity, and growth for all the 
American people. Finally, let me point 
out the Finance Committee proposal 
meets the guidelines of the budget 
agreement. 

The substitute amendment intro-
duced by the distinguished minority 
leader today is not, in my humble opin-
ion, a reflection of the growing con-
sensus and bipartisan spirit that is re-
flected in the Finance Committee pro-
posal. And it contains several major 
flaws which I would like to address. It 
does not—and I emphasize the word 
‘‘not’’—provide immediate tax relief 
for middle-class American families. It 
does not. Again, I emphasize the word 
‘‘not,’’ it does not effectively address 
the need to promote and improve edu-
cational opportunities for American 
youths. It does not promote meaning-
ful savings, investment, economic 
growth. 

The Chairman of the Federal Reserve 
said that the most important need of 
this country is to encourage savings, 
savings on the part of the American 
people. I regret that the substitute 

amendment was not drafted in such a 
way that draws the best each party has 
to offer in the debate over tax relief. 

Let me address each of these con-
cerns a little more specifically. A 
major distinction between the child 
credit in the proposed Daschle amend-
ment and the Finance Committee bill 
is the way the credit is phased out. The 
minority leader’s amendment would 
phase the child credit out over a fixed 
dollar amount. The way he does this, 
families earning over $70,000 would ac-
tually see an increase in their share of 
the tax burden. While these families 
under current law have a marginal tax 
rate of 28 percent, Senator DASCHLE’s 
amendment would increase their rate 
up to 41 percent. That is a tax increase, 
not tax relief. 

Beyond this, the Senate Finance 
Committee child credit gives a larger 
credit sooner, whereas the minority 
leader’s credit phases in over time. 
Let’s ask the American families, which 
one do they prefer? 

Another major concern that I have 
with the minority leader’s amendment 
is that it makes the child tax credit re-
fundable. In other words, individuals 
who pay no income tax will receive a 
check from the Government. The Sen-
ate Finance Committee, in a bipartisan 
effort, considered and rejected the idea 
of making the credit refundable. Even 
the credit included in the administra-
tion’s budget proposal was nonrefund-
able. Frankly, there are, indeed, very, 
very serious compliance problems asso-
ciated with trying to administer a re-
fundable tax credit. This was shown 
clearly by the administration in the 
package of reform proposals they re-
leased earlier this year to address fraud 
and error rates with respect to the 
Earned Income Tax Credit program. 
Frankly, it has been estimated that 
the fraud and error in that program is 
as high as 20 percent. It is obvious from 
the performance of IRS in this area 
that they are not equipped, at least at 
this stage, to administer a refundable 
program, at least another one, since 
they are already having such difficul-
ties with the one already on the books. 
Our tax system works much more ef-
fectively when we reduce the amount 
of taxes people have to pay, rather 
than when the Government tries to 
give money back to Americans. 

These are just a few of my concerns 
with the Daschle amendment regarding 
the child tax credit. There are other 
major concerns with this alternative 
proposal. For example, concerning edu-
cation, the minority leader’s alter-
native will result in tuition inflation, 
the last thing parents need. The edu-
cation tax proposals contained in the 
Finance Committee tax bill represent 
the very best ideas from both ends of 
Pennsylvania Avenue. In studying the 
administration’s HOPE scholarship tax 
credit, frankly the Finance Committee 
was very concerned about tuition infla-
tion. In the past 15 years, college tui-
tion has increased 234 percent—234 per-
cent. For this reason, we carefully, and 
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again in bipartisan cooperation, Repub-
licans and Democrats working to-
gether, crafted a proposal that will 
help keep tuition costs down. The Fi-
nance Committee proposal provides a 
50-percent tax credit for the first $3,000 
of tuition expenses; 75 percent of the 
first $2,000 of tuition expenses for stu-
dents attending a community college. 
This will not encourage tuition infla-
tion. 

I cannot emphasize too much the im-
portance of discouraging tuition infla-
tion. In the Finance Committee we had 
a number of hearings where young peo-
ple came and testified about the prob-
lem they had in paying for college tui-
tion and expenses. One young lady, who 
was the daughter of a single parent, 
put herself through dental school with 
the help of her mother, and ended her 
college with a debt of something like 
$90,000. There is something wrong when 
our hard-working young students have 
to end their college careers and start 
their adult careers with that kind of 
debt overhanging them. So I cannot 
emphasize too much the importance of 
discouraging tuition inflation. 

In addition to the HOPE scholarship 
tax credit and the education tax pro-
posals contained in the Finance Com-
mittee bill, our design is to help fami-
lies through all stages of education. 
These proposals include a permanent 
extension of employer-provided edu-
cation assistance for undergraduate 
and graduate education. This is a pro-
posal that has long been endorsed, 
sponsored jointly by my distinguished 
colleague Senator MOYNIHAN and my-
self. Our proposals include a student 
loan interest deduction as well as tax- 
free savings for graduate and under-
graduate education. Our proposal also 
provides penalty-free IRA withdrawals 
for postsecondary and graduate edu-
cation, a deduction for teacher training 
course work, a repeal of the tax exempt 
bond cap for new construction projects, 
and it helps in the construction of ele-
mentary and secondary school build-
ing. 

As I have said, the educational pro-
posals in the Finance Committee bill 
were crafted carefully. They had strong 
support on both sides of the political 
aisle as well as throughout the edu-
cation community. A letter I received 
from the Association of American Uni-
versities and the National Association 
of Independent Colleges and Univer-
sities demonstrates this strong sup-
port. In part, that letter reads: 

The higher education related tax provi-
sions being considered by the Senate Finance 
Committee will make higher education more 
accessible for undergraduate and graduate 
students. 

Let me repeat that. The Association 
of American Universities and the Na-
tional Association of Independent Col-
leges and Universities wrote the com-
mittee that our education-related tax 
proposals ‘‘will make higher education 
more accessible for undergraduate and 
graduate students.’’ And it goes on to 
say it will ‘‘help ensure that the Na-

tion has the highly educated, well 
trained work force it will need for the 
21st century.’’ 

Speaking of the 21st century, an 
analysis of the alternative plan intro-
duced by my distinguished colleague, 
Senator DASCHLE, shows it does not 
contain nearly the kind of policies that 
are needed to keep America’s economy 
strong. The incentives to save and in-
vest that are contained in the Finance 
Committee bill are seriously weakened 
if not abandoned in the Daschle alter-
native. In the area of capital gains, for 
example, the Finance Committee tax 
relief bill was a bipartisan measure 
that passed by the overwhelming ma-
jority of 18 to 2. It received this broad 
support because of its fairness and the 
understanding by Members on both 
sides of the aisle that America needs 
capital for a bright and prosperous fu-
ture. 

The capital gains proposal in the Fi-
nance Committee bill is fair. According 
to recent IRS statistics, about 13.2 mil-
lion individual taxpayers reported cap-
ital gains in 1994. Over 11 million of 
these taxpayers had gross incomes of 
less than $100,000, and over 7 million 
had incomes of less than $50,000. In 
other words, 50 percent of individuals 
with capital gains had incomes of less 
than 50,000 and reducing the capital 
gains tax to 20 percent will represent a 
real and significant tax break for mil-
lions of middle-income taxpayers. 

It will create capital formation for 
jobs, opportunity and growth, most im-
portant objectives for the future. This, 
after all, remains our objective. It re-
flects what the American people have 
asked us to do. I am proud of the way 
Members of the Senate have come to-
gether from the right and from the left 
to give their best efforts to the Tax-
payer Relief Act of 1997. Let us not un-
dermine such a positive consensus with 
an amendment that does not reflect 
the bipartisan spirit we achieved with 
the Finance Committee legislation. 

Mr. President, the bottom line is 
that the Daschle amendment does 
not—does not spell relief. The incen-
tives to save and invest that are con-
tained in the Finance Committee bill 
are seriously weakened, if not aban-
doned, in the Daschle alternative. 

Let me say in conclusion, again, that 
we urge the Senate to reject the 
Daschle amendment and support the 
Senate Finance Committee bill which 
was endorsed by a vote of 18 to 2. 

I yield the floor. 
Several Senators addressed the 

Chair. 
The PRESIDING OFFICER. The Sen-

ator from Massachusetts. 
Mr. KERRY. Mr. President, I ask 

unanimous consent that I be permitted 
to yield 2 minutes to the Senator from 
California without losing my right to 
the floor, and then I will proceed on 
our time. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. KERRY. I yield 2 minutes to the 
Senator from California. 

Mrs. BOXER. That was going to be 
my request. I ask for 3 minutes. 

Mr. KERRY. I yield 3 minutes. 
Mrs. BOXER. Mr. President, there is 

something that the chairman said that 
calls for a response. I am pleased to 
stand here today endorsing the Demo-
cratic leader’s proposal. The way we 
should cut taxes in this country should 
be a fair way, it should be good for 
children, it should be good for working 
families, it should be good for small 
business, and that is what this proposal 
offers. 

I say to my colleagues on both sides 
of the aisle, in 1993, we had two ways to 
approach the issue of economic recov-
ery: the Democratic way, which passed 
by one vote, I might say, and the Re-
publican way, which failed. Here we 
stand being able to cut taxes for the 
American people because we were 
right, because the kind of economic 
policy we put into place in 1993 has 
worked. 

We have seen deficit reduction that 
has surpassed our imagination. We are 
down to $70 billion from a high of $290 
billion when President Clinton took 
over as President. We have seen 11 mil-
lion or 12 million new jobs created. We 
have seen an economic recovery finally 
hitting my State that is making this 
day possible. 

So I say to the American people, they 
ought to look at the two plans. Again, 
we have a Republican plan, and we 
have a Democratic plan. Many of us 
may wind up voting in the end for the 
Republican plan. We will vote for 
amendments to change it, and if they 
are not adopted, we may well do that. 
But I think the Democratic leader’s 
plan is the fair way, and let me say 
why. 

Deloitte & Touche did an analysis of 
the Republican plan in the Senate, and 
in terms of hard, cold dollars—and they 
are a very incredible accounting firm, 
objective—they go through the taxes 
that would be owed under the Repub-
lican plan by a married couple with 
two children, one in college and one 
under the age of 18. What they come up 
with is that the household with an in-
come of $20,000 will get a $375 break. 
The very highest break goes to peo-
ple—listen to this—earning over $1 mil-
lion a year. They would get $2,400 back. 
That surpasses the people in the entire 
middle class. They get more money if 
they earn $1 million back than any 
other part of this economic spectrum. 

So in fairness, the Democratic plan 
has got it. It changes that. It doesn’t 
give the most to the most wealthy, to 
those who earn over $1 million. 

Second, children. My colleague talks 
about how children are going to be 
helped by the Republican plan, but in 
the Democratic plan, we help all the 
children. 

Under this particular plan, only 50 
percent of the children in California, 
Mr. President, get help, because this 
child care credit is not refundable off 
your payroll taxes. What we have to 
understand in this Senate is that peo-
ple pay more in income tax. They pay 
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payroll taxes. We say you shouldn’t be 
denied a child credit if you fall into 
that category. 

Mr. President, I want to help all the 
children. I want to help small business 
by gearing capital gains cuts to them. 
That is what we do on our side. 

Finally, I thank the chairman of the 
committee for helping me with the 
Computer Donations Act and the 401(k) 
protection plan that he has agreed to 
look at for us. I just want to say, it is 
a good moment for us because the eco-
nomic recovery is so strong, we are in 
a position to give something back to 
the American people, and I am pleased 
about that. 

I yield to my colleague from Massa-
chusetts and thank him for his gen-
erosity. 

The PRESIDING OFFICER. The Sen-
ator from Massachusetts is recognized. 

Mr. KERRY. Mr. President, I yield 
myself such time as I may use. 

Mr. President, as I listened to the 
distinguished chairman of the com-
mittee talk about the virtues of this 
bill, I kept hearing language trying to 
describe the bill saying it is bipartisan, 
it meets the demands of all the people, 
it has followed the guidelines, somehow 
suggesting that merely by saying these 
things, it is true, that these are the 
things that are in this bill. But when 
you look behind each of those descrip-
tive adjectives, there is a different re-
ality. 

First of all, with respect to the bipar-
tisanship, everybody understands that 
the Republicans control the com-
mittee. The Republicans could have re-
ported out whatever they wanted to do, 
and that the only way there would be 
any capacity to improve it somewhat 
from what people viewed as a very dra-
conian position was to become involved 
and play along. 

Everybody in the Senate and every 
observer understands that just because 
people vote for it to come out of the 
committee and have played a role in 
helping to bring it back from a preci-
pice doesn’t mean it is where it ought 
to be, or that it represents the best 
that we could achieve or the fairest 
that we could achieve. 

Indeed, a number of people who voted 
to send it out of the committee will 
vote for the Democratic alternative be-
cause it really represents much more of 
what they would have liked to have 
gotten but couldn’t get because of the 
dynamics of how things work in a com-
mittee. 

It isn’t enough to say that this is 
good for all the people. The charts, the 
statistics just contradict it. It is so ob-
vious that it almost defies imagina-
tion, and we really have to spend a lot 
of time on it. The fact is that the bot-
tom 20 percent of Americans under the 
House plan, the Archer plan, got 0.5 
percent of the savings of the tax bill. 
Under the Roth bill, originally they 
come up with 0.4 percent, but under the 
Democratic alternative, they did better 
than either, with 5.1 percent, not an 
enormous difference. The reason for 

the lack of the enormous difference is 
that you have the earned income tax 
credit and you don’t have earnings suf-
ficient on an income tax form to be 
able to provide credit savings that go 
to people at the lowest end because of 
the way the tax structure works. We 
understand that. 

But when I hear the chairman say 
that middle Americans do the best, 
that is where the statistics tell a con-
trary story. No matter how many 
times our colleagues on the other side 
of the aisle try to say this is good for 
middle America, this is for all Ameri-
cans. All Americans, just look at the 
facts. 

Under the Archer bill, it was 9.2 per-
cent that went to the next 20 percent of 
income earners; the second to the low-
est 20 percent. Under the Roth bill, 2.3 
percent. Under the Democratic alter-
native, it is 16.3 percent—16.3 percent 
versus 2.3 percent. You can ask any 
child in the fifth or sixth grade, or al-
most any grade, if they know the dif-
ference, whether 16.3 percent is more 
than 2.3 percent. But under the Demo-
cratic alternative, the second 20 per-
cent of income earners in America will 
get 16 percent versus the Roth 2.3 per-
cent. That is a very significant dif-
ference. 

But then I move up in the income 
scale to the third 20 percent of income 
earners. Under the Archer bill, it was 
9.2 percent. Under the Roth bill, it is 10 
percent. But under the Democratic bill, 
it is 25 percent—25 percent versus 10 
percent. It is very clear on its face that 
the average American income earner 
does better under the Democratic al-
ternative than they will under the Re-
publican bill. 

In the fourth 20 percent, and we are 
moving up in income now, we are talk-
ing in the $50,000 to $75,000 range, that 
is a considerable amount above the 
mean earnings of most Americans. 
That 20 percent in the Roth bill would 
get 21 percent; in the Democratic bill 
they would get 32.3 percent. What you 
have here, Mr. President, is just a 
stark difference, but here is the most 
significant difference, and I ask Ameri-
cans to focus on this. It is a very sig-
nificant difference. 

Under the Archer bill and under the 
Roth bill, the highest 20 percent of in-
come earners in America, the people 
earning more than $100,000, the million-
aires, the billionaires, they would get 
67 percent—67.9 to be precise—under 
the Archer bill, 65.5 under the Roth 
bill—65.5 percent. But under the Demo-
cratic bill, they get only 20.8 percent. 
So there is an enormous difference in 
the distribution in what people will 
get. 

Mr. President, I know that our col-
leagues on the other side of the aisle 
will say, well, that’s what happens 
automatically, that people with the 
money are going to get the capital 
gains tax cut, they are going to put 
their capital into investments, it is 
automatic that if you have a specific 
percentage of reduction, those people 

are going to get the lion’s share of the 
break. 

It is automatic if that is the break 
you write into law, but there is nobody 
here whose arm is being twisted or who 
is being forced to write that into law. 
We have the prerogative of deciding 
how we are going to divide up the bene-
fits of this tax break. 

I listen to my colleagues say that the 
Democratic alternative is really ter-
rible when it comes to capital invest-
ment and savings because it isn’t as 
generous in the capital gains tax cut. 
Ask most Americans what they think 
the economy in America is doing 
today? Why has the stock market dou-
bled in the last few years? Why is the 
stock market at a record high? Why 
are so many businesses reporting prof-
its that are at record level? Why are so 
many chief executive officers now 
earning 223 times the earnings of the 
average worker when 20 years ago it 
was only about 25 times the earnings of 
the average worker? Corporate Amer-
ica is doing very well today, very well, 
and I am glad. I voted for a bill in 1993 
that helped corporate America to do 
pretty well today. And it has resulted 
in 41⁄2 straight years of deficit reduc-
tion. 

But you have to ask yourself, if cap-
ital gains tax difference between 28 and 
20 percent is so great, why is America 
doing so well today? It hasn’t stopped 
some of the greatest mergers and ac-
quisitions in American history from 
taking place. I don’t think any econo-
mist in the Nation believes fundamen-
tally—will we release some capital? 
The answer is yes. I happen to be for a 
capital gains tax cut, and I think it is 
beneficial to release some capital. But 
I think there are ways to do it that 
spread the fairness and that respect a 
sort of evenhandedness and a playing 
field that is more fair than what we are 
going to witness here. 

Mr. President, the Finance Com-
mittee has given us a list of tax breaks, 
the benefits of which flow chiefly to 
the wealthiest Americans. Nearly 43 
percent of all the benefits will go to 
the wealthiest 10 percent of American 
income earners. I want to say that 
again. Forty-three percent of the Re-
publican proposal goes to 10 percent of 
Americans, and under their proposal, 60 
percent of the hard-working middle 
class of America and the poorest of 
Americans will share 12.7 percent. 

So 60 percent of America is going to 
be fighting for 12 percent of the tax 
benefits, while 10 percent of America 
gets 43 percent of the tax benefits. I 
can’t believe that any American really 
believes that that is fair distribution of 
the benefits of this, Mr. President. I 
think it sets a new standard of unfair-
ness. It is a transfer of wealth, a trans-
fer of wealth from hard-working middle 
Americans, middle-income earners to 
the wealthiest and to the people who 
have done the best over the last few 
years. 

If you do not believe that these are 
the people who have done the best in 
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the last few years, just take a look at 
the charts. Take a look at the statis-
tics which come from every single one 
of our Government agencies and ana-
lysts in the private sector. 

The bottom 20 percent of income 
earners in America in 1975 were earning 
$18,947, on average. In 1985, they were 
earning $18,816. They lost income. And 
in the year 1995, 20 years later, they 
were earning $19,070, which was an in-
crease of about $110 or so over 20 years. 

The next 20 percent of income earn-
ers went from a $30,701 average in 1975, 
to $32,415 in 1985, to $32,895 in 1995. So 
they had about a $380 gross increase, on 
average, in 10 years; and they had a 
$2,000 increase before that. When you 
factor in inflation, it is a loss. They 
lost income over those 20 years. 

You know who did not lose income 
over those 20 years? The people who are 
being rewarded the most in this tax 
bill. The only people in America who 
grew in that period of time were the 
top 20 percent of income earners. And 
they grew more than 100 percent. Yet 
people are finding a wonderful ration-
ale to come to the floor and suggest 
that in 1997 there is a new standard of 
fairness which is prepared to give to 
those who got the most even more. It is 
extraordinary. 

Mr. President, we have the ability to 
write a different distribution. It is up 
to us. And in the Democratic alter-
native that Senator DASCHLE has pro-
posed, the poorest 60 percent of Ameri-
cans receive 46 percent of the tax cuts. 
Some people could make an argument 
that the poorest 60 percent ought to 
earn 100 percent of the tax cut or 
maybe 75 percent of the tax cut or 60 
percent. 

We have tried to respect the notion 
that we do want to spread it out and we 
do want to respect the notion of sav-
ings and growth and encourage a cap-
ital gains tax. So we settled on the no-
tion that those 60 percent—rather than 
scrambling for 12.7 percent of the total 
tax cut—would get 46 percent of those 
tax cuts. 

In the Finance Committee proposal, 
people earning between $30,000 and 
$85,000 get only 30 percent of the tax 
cut, Mr. President. That is what I call 
and most people look at as middle class 
in America—$30,000 to $85,000. And they 
receive only 30 percent of the tax cut. 
So when the chairman says, under our 
bill we are spreading this evenly among 
everybody, look at what the middle 
class gets. The very people he said are 
the best beneficiaries are getting only 
30 percent of this, the vast majority 
going to those who have done the best 
in recent years. 

By any measure, Mr. President, I 
think the Democratic alternative is 
sound economically, and I think it is 
fair because it helps those who actually 
need a tax break to raise a child or to 
go to college or to start a business or 
to generate one of those high-wage 21st 
century, high-value-added jobs. And 
this is one of the crucial differences be-
tween our parties and, I think, between 
these two measures. 

For us, deficit reduction and the tax 
cut is a policy. I think for the Repub-
licans it is an end in and of itself. For 
us, it is a means to an end, not the ob-
jective to be achieved, but a means of 
achieving the larger objective, which is 
creating more jobs, making sure our 
human resources are attended to; 
whereas, for them, I think that just 
getting that cut somehow has become a 
goal and a target. 

The problem is, that in doing so, our 
friends on the other side of the aisle 
are offering America a choice that I am 
confident most Americans are not 
aware of. This tax bill is backloaded 
with a time bomb, because while in the 
beginning it does not have all of the 
negative impact of the massive tax cut 
to the wealthy and shares some at the 
front end so they can say, look how 
you are going to do well at the first 
part of this, at the back end you bal-
loon the amount of lost revenue, which 
will have a very significant impact 
under any circumstances, but obvi-
ously particularly if there were to be a 
downturn in the current revenues or in 
the economy. 

So you have a tax cut that for the 
first 5 years is $85 billion going back to 
the American people. But the second 5 
years, it is going to cost $250 billion. 
And 10 years after that, when baby 
boomers are retiring and when Medi-
care and Social Security are being 
strained at a much greater degree than 
they are now, you are going to have a 
cost in this tax bill of $650 to $700 bil-
lion. 

Our policy, on the other hand, in my 
judgment, lays out the right set of pri-
orities, Mr. President. We have cut cap-
ital gains in the past at times in Amer-
ica’s history where the economy really 
mandated it. But I find it hard to un-
derstand, given how well the stock 
market is doing and how well invest-
ments are doing generically and how 
extraordinarily competently the cor-
porate sector has moved to deal with 
some of the competitive issues that we 
faced during the 1980’s and the early 
part of the 1990’s—I think they deserve 
enormous credit for having done so— 
but having done so, one has to ask the 
question, what is there in today’s eco-
nomic indices that suggest sound eco-
nomic policy in having such a broad 
loss of revenue for the capital gains 
tax, which in itself is so broad that you 
are making a choice not to give more 
revenue back to the middle class? 

I mean, that is the tradeoff here. If 
you are going to give the full breadth 
of the capital gains tax cut to the high-
er end, you have less money available 
to give to the middle end. I think most 
Americans would join me in asking a 
very simple question. Why should 
somebody be rewarded for the sale of 
their Persian rugs or their art or their 
yachts, which do not contribute signifi-
cantly to the kind of economic activity 
that we are talking about? Certainly it 
accrues capital to them, I understand, 
and they will spend some of that cap-
ital and invest some of that capital, 

but what is the justification for ex-
panding the capital gains reduction 
from a 28 percent tax only to a 20 per-
cent tax or lower in order to encourage 
that kind of transaction? 

So in the Democrat alternative, what 
we have done is I think sensible. We 
want to reward the risk-taker and the 
entrepreneur who creates new jobs and 
who put their money on the line in an 
entrepreneurial effort to try to broaden 
the tax base of this country. I think 
that ought to be rewarded. 

I think I am the only U.S. Senator 
who introduced a zero capital gains 
tax, which I would like to see for new 
investments in 1 of the 25 or so critical 
technologies which are the areas where 
we will fastest create the most high- 
value-added jobs that will raise the in-
come of our workers and indeed raise 
the standard of living of our Nation. 
And just like Japan or other countries 
that did not have any capital gains tax, 
I think it would behoove us to take 
some of this money from the rugs and 
the collectibles and the other assets 
people will get a windfall from and pro-
vide a zero capital gains tax in the long 
run on investments up to $100 million 
in a new issue of stock, help for 5 years 
in one of those kinds of companies. 

In our bill we do not go to zero. But 
we do have a 50-percent exclusion on 
the capital gains tax for that kind of 
qualified investment up to $100 million, 
the stock held for 5 years. In doing so, 
Mr. President, I am confident that we 
will do what is really necessary, which 
is provide venture capital with the 
kind of incentive to move to the kinds 
of ventures that will truly create jobs 
and kick the economy. And in doing so, 
it allows us to provide more money to 
the middle class to help them send a 
kid to college, help them be able to pay 
for child care, help them be able to do 
some of the fundamentals that we 
think are so important in terms of 
spending time with family or raising a 
family, and indeed puts much more 
money into the pockets of the people 
we truly consider to be middle Amer-
ica. 

Mr. President, the Finance Com-
mittee has also tried to suggest that 
its child care provision is better than 
the child care provision that is put for-
ward in the Democrat alternative. And 
I would like to just assert that again 
the facts do not bear that out. 

The Democrat alternative does more 
for more people than the Finance Com-
mittee proposal. It does more for pre-
cisely those families who need the help 
the most, and those are young families 
with young children where this will 
provide them the opportunity to do 
much better for the future of the coun-
try. 

The reason is, Mr. President, because 
I heard the chairman talking about 
how their tax credit, the tax credit in 
the Finance Committee proposal, goes 
to families earning up to $150,000 of in-
come, and, therefore, it reaches more 
people. But the truth is, when you look 
underneath the figures, it does not 
reach more people. 
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The reason it does not reach more 

people is that most Americans today 
who are with young families who need 
help pay most of their income through 
the payroll tax. Their money is taken 
out of their paycheck at work. And it 
goes to the Social Security system and 
they are, therefore, mostly not able to 
take advantage of the tax credit be-
cause too many families in America do 
not have enough income that is taxable 
to wind up getting the credit, and the 
payroll tax winds up penalizing them 
even more. 

The vast majority of families in 
America pay most of their tax in the 
payroll tax. And what the Finance 
Committee does not do is provide an 
offset against the payroll tax, the re-
sult of which is that very little of the 
credit is available to a family earning 
$30,000 or less under their credit. 

Whereas, under the Democrat pro-
posal, the credit would be available be-
cause of the offset against the payroll 
tax, it would go right down to families 
earning $15,000. And that encompasses 
many more families who are in need of 
the child tax credit. 

So there is a very simple truth here, 
that they give the credit all the way up 
to $150,000; our credit fades out between 
$70,000 and $85,000. The result of that is 
we are able to give more credit to the 
people who are most in need. 

So, Mr. President, I believe that a 
dispassionate analysis, a fair analysis 
of these two proposals is very clear 
about who benefits and who does not. 

I want to emphasize that many of us 
on the Democrat side support a capital 
gains tax reduction. I am one of them. 
Some do not; some do. But I am con-
vinced that you can target that capital 
gains reduction when you have a lim-
ited amount of resources to deal with, 
as we do, and we are forced to make 
the hard choices we are making so that 
you spread out the benefits in a fairer 
way. And that is precisely—precisely— 
what the Democrat alternative does. 

I wish in many ways we could have 
gotten to this point in a different way. 
We might have, had we not been forced 
into the strictures of this deal where 
the deal became almost more impor-
tant than some of the policies that 
were contained within it. By definition, 
the deal being a compromise, it is a bit 
of this and a bit of that. In the end, re-
grettably, Mr. President, I think it has 
come out with a disproportionate, im-
balanced allocation or shift of re-
sources in America. 

Most Americans, when they are given 
a chance, if they were to be or could 
really take note of the differences be-
tween these proposals, would obviously 
applaud the education benefits that the 
chairman talked about—of course they 
would—but the Democrats would sup-
port those benefits, also. That is not at 
issue here. What is at issue here is the 
difference between how you get money 
to the families that really need it 
versus how much you ought to provide 
in incentive for increased savings or in-
vestment out of the proposals that are 
in both measures. 

I think on balance, the proposal of 
the Democratic leader, Senator 
DASCHLE, is both fairer and steeped in 
greater economic sense, and in the end 
I believe most Americans will come to 
that judgment. 

Mr. President, how much time re-
mains for the Democrat side? 

The PRESIDING OFFICER. Seventy- 
one minutes. 

Mr. KERRY. I reserve the remainder 
of my time. 

Mr. GORTON addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Washington. 
Mr. GORTON. Mr. President, I have 

been delegated to manage our time by 
the distinguished Senator from Dela-
ware, and as such, I yield myself 10 
minutes. 

The PRESIDING OFFICER. The Sen-
ator from Washington is recognized for 
up to 10 minutes. 

Mr. GORTON. Mr. President, meet 
Bill and Vivian Loomis from Lind, WA. 
The Loomises farm, in eastern Wash-
ington, wheat and potatoes. The 
Loomises, under the present tax law, 
have been dunned by the Bureau of In-
ternal Revenue to pay an alternative 
minimum tax on income they have not 
even received. That is to say, they are 
supposed to pay, this year, taxes that 
will not accrue until next year because 
the income will not come in until next 
year. 

Now, they have had to spend $20,000 
of their hard-earned money in fighting 
the Bureau of Internal Revenue, the 
IRS, on that subject. We have, in a bi-
partisan manner, gotten the IRS to lay 
off of many other farmers who are in 
the same position. 

This bill, this Republican bill, this 
bill reported almost unanimously by 
the Senate Finance Committee, takes 
care of that situation. It rights that 
wrong. It says to Bill and Vivian 
Loomis, ‘‘You don’t have to pay taxes 
until you’ve received your income.’’ 
Simple justice, Mr. President. 

But what else does the Republican 
proposal before the Senate do for peo-
ple like Bill and Vivian Loomis who 
have worked hard all their lives as 
farmers in eastern Washington? Mr. 
President, it says to them, when they 
pass away, their farm will not be taken 
away by the Internal Revenue Service 
with a punitive and overwhelming 
death tax. It gives them a bit of a 
break in their ability to pass that on to 
their children and grandchildren. 

Now, Mr. President, Bill and Vivian 
Loomis have 7 children and 11 grand-
children. Their children are too old to 
give them the tax credit that is in-
cluded in the Republican proposal. But 
their sons and daughters who are rais-
ing kids, who are struggling on limited 
incomes that they are earning and pay-
ing taxes on will get a $500 break for 
each of those 11 grandchildren of the 
Loomises’ who are under the age of 17 
years old. Real people, real benefits. 
And when those grandchildren are 
ready to go to college or university, 
there will be tax credits to help pay for 
that tuition. 

Mr. President, we are talking here, 
today, about real people who work 
hard, who earn an income, and who pay 
taxes on that income. Our Taxpayer 
Relief Act is to provide relief for those 
taxpayers. It is not designed to add to 
the welfare system. It is designed to 
provide relief for real taxpayers. It is 
designed to say that the Loomises, 
should they decide to sell their farm, 
will not pay an overwhelming and pu-
nitive capital gains tax; that if they 
have managed to save and invest in 
some stocks, they can sell them to go 
into a better investment without an 
overwhelming and punitive capital 
gains tax. 

Mr. President, the best single line I 
can give is, 75–75—75 percent of the 
benefits of this Taxpayers Relief Act go 
to families with incomes of $75,000 and 
less per year, who are actually paying 
taxes today. That is what this is all 
about. 

We really hear a great deal from the 
other side, a side that really was not at 
all happy about reducing taxes on 
hard-working Americans at all. I am 
delighted they have an alternative that 
at least provides some tax relief. But 
until we came along we heard about 
nothing other than tax hikes, not tax 
reductions. 

My constituents, Mr. President, in 
the State of Washington, pay the fifth 
highest income taxes per person in the 
United States of America—almost 
$7,000 a year. They will get almost 2 
billion dollars’ worth of real tax relief, 
to real taxpayers, out of this bill. The 
benefits of our bill as against the other 
that attempts to target everything, 
that attempts to adjust society again 
through the Tax Code, our tax relief 
will go to real people, real people, like 
Bill and Vivian Loomis, who have 
worked hard all their lives, who have 
put something away, who want to help 
their children and grandchildren, who 
want to help build their country and 
who want to pass something of what 
they have done on to their children. 

It is much the superior proposal. It 
does not depend on gimmicks, like say-
ing that the rental value of the house 
they own and live in is part of your in-
come—as if you could live on the street 
and rent your house out. It is based on 
providing real tax relief to real work-
ing people who are overtaxed in the 
United States today, who have worked 
hard and deserve to keep what they 
have earned, like Bill and Vivian 
Loomis. 

The PRESIDING OFFICER (Mr. 
ENZI). The Senator from Illinois. 

Ms. MOSELEY-BRAUN. Mr. Presi-
dent, I yield myself 3 or 4 minutes. I 
want to make a general statement 
about the tax bill. 

I serve as a member of the Senate Fi-
nance Committee and was part of the 
deliberations. Last night, I commended 
the chairman of that committee as 
well as our ranking member for the ef-
forts they made to try to craft a tax 
bill that addressed the concern that all 
of us had in achieving fiscal responsi-
bility and in achieving fairness. 
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In the first instance, the bill as a 

whole does achieve fiscal responsibility 
because it is a balanced budget bill. 
That is a good thing. The deficit under 
President Carter years ago was $73 bil-
lion. Under President Reagan, it 
ballooned to $221 billion. It reached 
$290 billion under President Bush. 
When President Clinton took office, he 
inherited a $290 billion deficit. Our na-
tional debt at the time was $4.4 tril-
lion. 

Now, since that time, President Clin-
ton’s bill in 1993 to give us a budget 
agreement that would head us toward 
budget balance has proved to be suc-
cessful, and it proved to be the right 
thing to do. That bill, at the time, was 
very controversial, but the fact is that 
it has worked and we are now in our 
fifth year of deficit reduction. The def-
icit now is at the lowest level that it 
has been since President Carter. I 
think that is something we all can cel-
ebrate and applaud. This bill continues 
in that direction. 

The reason why having a balanced 
budget is important is not just that it 
is a matter of a sound bite. Quite 
frankly, some of the economists tell us 
it is not the most critical thing, that 
you can function in terms of the budg-
et overall without it being in balance. 
However, for me, and I am a strong 
supporter of achieving a balanced budg-
et, to me, the issue is one of fairness, of 
generational fairness, of making cer-
tain that our decisions in our time do 
not foreclose the decisions that the 
next generation, these young people 
sitting here, that they will be able to 
make for their time, when they move 
into leadership and have the opportuni-
ties to make decisions. So as not to 
pass on our old bills, so as not to fore-
close their opportunities, it is an im-
portant thing to achieve a balanced 
budget. This bill does that. 

However, as was pointed out by 
speaker after speaker, the way the bill 
is structured, the budget deficit does 
explode in the outyears, and that 
means that while it looks on the sur-
face that we will have a balanced budg-
et, at the same time we are setting 
ourselves up for a huge fall by allowing 
it to explode beyond the 5- to 7-year 
window. That is not a good idea. It 
seems to me if we are going to be really 
fiscally responsible, we have an obliga-
tion to balance the budget and then to 
keep it balanced. 

So this Democratic alternative cures 
that defect. It cures that defect by 
achieving fiscal responsibility by see-
ing to it that we do not balloon the def-
icit in the outyears. 

The other thing about this alter-
native is it is also fair. There are those 
of us who believe this is not a time to 
cut taxes, that we would be better off 
achieving complete balance before we 
got into tax cutting. And we could 
have cut the deficit quicker had we not 
cut taxes at this time. It is not a mat-
ter of being against tax cuts, just a 
matter of timing, whether or not it 
makes sense to go and give up your 

second job, if you will, while you are 
still trying to pay off your old bills. 
That is the equivalent, if it were a fam-
ily making a decision, we are making a 
decision to give up the second job, al-
though we still have old bills. 

There is consensus around the tax 
cuts that are in this bill. Capital 
gains—I do not think too many would 
argue that capital tax cuts are a bad 
idea. The estate tax cuts—again, my 
colleague across the aisle a minute ago 
talked about the importance to family 
farmers. I come from a State that is 
largely agricultural, and I know how 
important having the estate tax reform 
that is in this bill is to people who own 
farms. The help for people who have 
children is another good thing and will 
help struggling families—and the sup-
port for education in this bill. 

All of these things are good news, 
and that is why this alternative, I 
think, should be supported by both 
sides of the aisle, because this alter-
native says we are going to take the 
principles of fairness and make certain 
there is balance in terms of the whole 
American family, in terms of who gets 
what from the tax cuts. Right now the 
tax cuts are heavily stacked in favor of 
the wealthiest Americans. People who 
need help the most—the working peo-
ple, the middle class—get less from this 
tax cut and less from this agreement 
than do those who are clipping cou-
pons. This is not to set up a class con-
flict, because, if anything, if you 
learned anything in these times, it 
should be that as Americans we are all 
in this together and it cannot be rich 
versus poor. If anything, we all have to 
come together and make certain that 
we allow our economy to grow and to 
build and to tap the talents of every-
body. But that, I think, begs the ques-
tion of whether or not we are being fair 
in giving working families their due 
with regard to this tax bill. It does not 
reach that. 

Last evening, I spoke about the fact 
that such a vast majority of the bene-
fits of this tax cut that go to the 
wealthy as opposed to the middle class 
or the working poor, that we can 
change that. Well, the Democrat alter-
native does change it. The Democrat 
alternative suggests that we do more 
for people who are struggling, that we 
do more for people who spend more of 
their payroll, more on payroll taxes 
than on income taxes, that we help 
those families that are just trying to 
get by and to make it. We help them a 
little more. That is what the Demo-
cratic tax alternative does. 

As a member of the Senate Finance 
Committee, again, part of the process 
here is the compromise. We worked to-
gether, and I voted along with many of 
my colleagues for the Senate Finance 
bill, and I will vote for it on final pas-
sage. I urge my colleagues to take a 
good look on both sides, take a good 
look at this alternative, and see in 
your own minds whether or not it does 
not strike you as being fiscally respon-
sible, which we all want to do, but 

being more fair. You consider the num-
ber of people in this country and the 
interests and the wide range of income; 
we do not want to do anything at this 
time that will exacerbate that income 
gap that we all know is widening. If 
anything, what we want to do is try to 
keep the country on an even keel with 
regard to policies that we come out 
with here. 

For that reason, again, I support this 
Democratic alternative. I will support 
the bill on final passage. I hope this 
amendment is part of it. 

I thank the Chair, and I yield the 
floor. 

Mr. ABRAHAM. Mr. President, on be-
half of the majority, I yield myself 
such time as I may need to speak to 
the bill and, really, as well, to this 
amendment. I think the bill that the 
Finance Committee has brought us 
today is a very good bill. I look forward 
to supporting it against some of the 
amendments that would seek to under-
cut the basic thrust and to see it to 
final passage. 

Obviously, this bill doesn’t reflect 
what any single Member of the Senate 
would have drafted had they total con-
trol over the legislation and the agenda 
here. It reflects, as so many speakers 
have indicated, a strong bipartisan ef-
fort—something we have talked a lot 
about in this Chamber over the years, 
but do not always deliver—a strong bi-
partisan effort to find common ground 
behind a sensible strategy for providing 
tax relief for the working families of 
our country who pay taxes, a chance 
for those families to keep more of what 
they earn. So, to that end, I am here to 
speak on behalf of the legislation. 

Mr. President, tax cuts are long over-
due. In 1992, President Clinton, while 
running for election, promised a tax 
cut. Unfortunately, in 1993, that tax 
cut was replaced by the largest tax 
hike in American history. Today, we 
stand 16 years away from the last tax 
cut for the working families of our 
country. Four tax increases have tran-
spired since Americans last received 
tax relief. 

Today, Federal taxes are consuming 
21 percent of our Nation’s gross domes-
tic product, or our country’s national 
income. Mr. President, that is more 
than at any time in the past 200 years. 
Let me put that in perspective because 
I think the argument that we have 
heard here for so long is that Ameri-
cans don’t need a tax cut. Well, Mr. 
President, they do. Not during World 
War II, not during the Vietnam war, 
not during the Depression or during 
any time in the last 200 years of our 
country’s history have taxes consumed 
such a high percentage of the American 
income. And for that reason, this legis-
lation must pass, must be signed into 
law, and must provide relief for the 
American people. Today, in our coun-
try, taken together, Federal, State, 
and local taxes cost the typical Amer-
ican family more—more, Mr. Presi-
dent—than food, clothing, and shelter 
combined. Food, clothing, and shelter 
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typically cost approximately 28 per-
cent of a families income; taxes take 
up to 38 percent. To me, that is simply 
too much. 

After several tries and one veto from 
President Clinton, Congress is working 
this week to give hard-working Amer-
ican families fair and overdue tax re-
lief. I would like to speak about some 
of the provisions in this legislation, 
Mr. President, that I think are espe-
cially noteworthy, which will help tax-
payers through all stages of their lives. 
Children will benefit from a $500-per- 
child tax credit that will increase their 
family’s ability to care for them and 
plan for their futures. Teens and young 
adults will be helped by sensible, tar-
geted education tax breaks that will 
help finance their schooling. Those who 
have finished their educations will ben-
efit from progrowth tax cuts, including 
the capital gains tax cut, that will 
stimulate economic expansion and pro-
vide more good jobs at good wages. 
Americans working to start small busi-
nesses also will benefit from the flood 
of new venture capital that will result 
from cutting capital gains taxes. Those 
looking toward retirement will benefit 
from expanded individual retirement 
accounts, IRA coverage, including the 
new full spousal IRA, and from the cap-
ital gains tax cut. More than 40 percent 
of American families own stocks di-
rectly or indirectly, Mr. President. 
American seniors currently constitute 
12 percent of the population and realize 
30 percent of America’s capital gains. 

Americans considering their legacy 
to their children—especially small 
family business owners and farmers— 
will benefit from a substantial cut in 
the effective death tax. All Americans 
will benefit from a cleaner environ-
ment, thanks to this bill. Urban fami-
lies, in particular, too often must live 
near contaminated sites because the 
owners of those properties have aban-
doned them and no one else can afford 
to clean them up. 

That is why I worked with a number 
of other Members of this Chamber to 
include in this bill a provision allowing 
those who clean up these environ-
mentally contaminated brownfield 
sites to expense their cleanup costs on 
an accelerated basis. This will not only 
encourage business to clean up and put 
to productive use areas that now con-
taminate our cities, but it will also 
create unlimited numbers of potential 
job opportunities for people who, 
today, are searching for a chance to get 
on the economic ladder. 

I want to focus on that for another 
minute, Mr. President, because I be-
lieve this part of the legislation, which 
hasn’t received as much attention as 
some of the other sections, really is 
very pivotal to the future of this coun-
try. We can address environmental 
problems and we can address the prob-
lems that we see in too many economi-
cally distressed areas, in terms of try-
ing to generate opportunities, because 
of those brownfields provisions that 
have been included in this legislation. 

Mr. President, this tax bill that we 
offer today, this tax relief plan, is fair. 
As the Senator from Washington indi-
cated just a few moments ago, 75 per-
cent of the tax relief provided in this 
plan goes to those families who make 
$75,000 of income or less. Now, obvi-
ously, a lot of people can use statistics 
to make their argument, and we do on 
the Senate floor. But one thing that is 
irrefutable, Mr. President, is that if 
you are making $75,000 or less, you are 
going to receive 75 percent of the tax 
cuts in this legislation. Now, obvi-
ously, there are ways people can argue 
to get around it, and I will comment on 
some of those, perhaps, in a minute 
here. But unless people want to now 
call those in the $75,000 income cat-
egory the richest Americans and the 
wealthy Americans, then, Mr. Presi-
dent, this tax bill clearly is one aimed 
at providing fairness to working mid-
dle-class families. 

Let me talk about what this means 
to my State of Michigan for just a mo-
ment. Under our tax proposal, the fam-
ily tax relief provisions will provide 
over $3 billion of tax relief for working 
families in my State, thanks to the 
$500-per-child tax credit. That means 
that literally hundreds of thousands of 
Michigan children, over the next 5 
years, are going to be receiving a $500 
tax credit on an annual basis, Mr. 
President. That means more dollars 
available for young families to help 
feed and clothe and advance their chil-
dren’s learning. In addition, families in 
my State will be receiving $1.3 billion 
over the next 5 years from this tax re-
lief plan in order to help finance col-
lege education. 

Mr. President, the average American 
family should not have to go bankrupt, 
nor should a college graduate have to 
be in debt for decades just to be able to 
have a degree of higher learning. Yet, 
that is too often the choice confronting 
American families these days. 

Mr. President, our bill, in my State 
alone, will provide over a billion dol-
lars of support to those working fami-
lies. In addition, we have incentives for 
the creation of new jobs and opportuni-
ties—approximately $69 million in cap-
ital gains tax relief, approximately $124 
million in terms of IRA expansions for 
the families in my State, a substantial 
increase in order to stimulate the 
kinds of job opportunities that we want 
for our citizens. 

Michigan is a State with a lot of 
small businesses, and a lot of family 
owned farms, Mr. President. Every 
time I travel back in the State and 
talk to those in the small business or 
the farming community, I am told time 
after time, ‘‘You have to do something 
to make it possible for us to keep the 
family business and the family farm in 
the family,’’ because when the family 
that is running the business or the 
farm—when the last member of that 
family passes away, the death taxes are 
so much, they have to sell the prop-
erty, or they have to sell the business 
in order to pay the taxes, and their 

children will not be able to inherit 
their rightful claim. This legislation 
addresses that very effectively, as well. 

So for my State, Mr. President, it 
means a great deal. There are a variety 
of additional tax incentives for Michi-
gan. When they are all added up, it re-
sults in over $3 billion in tax relief over 
the next 5 years for the folks that I 
represent, the folks in my State, who 
are paying the bills, playing by the 
rules, and sending their tax dollars to 
Washington. It is a bipartisan piece of 
legislation. 

I was extraordinarily impressed by 
the fact that the Finance Committee 
was able to come together and pass 
this legislation on an 18-to-2 vote. That 
indicates the extent to which our tax 
cut plan makes sense. 

So for all of those reasons, Mr. Presi-
dent, I am proud to come here today in 
support of this legislation. I want to 
just comment on one or two of the 
points made in opposition during re-
cent speeches that have taken place 
here. The first is the argument that, 
somehow, 70 percent of the benefits go 
to the upper income groups in this 
country. Well, as the Senator from 
Washington already indicated, that 
only works if you impute income to the 
families of this country for everything 
from fringe benefits to unrealized cap-
ital gains to even the imputed rent on 
a home that you own. As the Senator 
from Washington said, that is fine if 
you are going to live on the street. 
Then you can take credit for those im-
puted rental dollars. If you are staying 
in the house, you can’t. To use that 
kind of calculation to try to make this 
tax bill seem less fair, to me, Mr. 
President, is going way beyond the 
limit. I mean, the fact is, if we are 
going to start thinking about these 
sorts of things as income, it will only 
be a matter of time before somebody 
stands up in the Senate and wants to 
tax that income. Pretty soon, we will 
be asking people to pay taxes on the 
imputed rent of the house they own. 
That is a precedent we don’t want to 
start here. The fact is, if you can’t 
spend it, you can’t be treated as having 
earned it. 

Mr. President, the bottom line is 
that that argument does not hold 
water; nor does the argument that sug-
gests that we should not pass this tax 
bill because the median income of 
working families has not changed dur-
ing the last 20 years. The facts are, Mr. 
President, that it has not been stag-
nant. The average income of families 
in this country have changed dramati-
cally over the last 20 years. Unfortu-
nately, they have gone down; then they 
went up, and now they have been com-
ing back down again. The interesting 
correlation between those changes, Mr. 
President, is what we have done in 
Washington. In the late 1970’s, the av-
erage median income went down, when 
we had high tax policies coming out of 
Washington. Following the 1981 tax 
cuts that gave working American fami-
lies a chance to keep more of what 
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they earned, median incomes went up 
and stayed up, and they kept going up 
for about 8 years. And then we started 
the tax policies again, first in 1990, 
then 1993 and, yes, those incomes have 
come down. If anything, that argues 
for cutting taxes, as we are attempting 
to do today. 

For all of these reasons, Mr. Presi-
dent, I think the bill brought by the 
Senate Finance Committee deserves 
our support. I look forward to working 
with members of that committee as we 
finish our work here today. I com-
pliment them on both sides of the aisle 
for a job well done. This is not an easy 
task. I especially thank Chairman 
ROTH for his leadership. I think it is a 
great package, and I look forward to 
supporting it. 

I yield the floor. 
Mr. CONRAD addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from North Dakota is recognized. 
Who yields time? 
Mr. CONRAD. I yield myself such 

time as I might consume. 
The PRESIDING OFFICER. The Sen-

ator from North Dakota. 
Mr. CONRAD. Mr. President, I rise as 

a member of the Finance Committee 
who voted to send this bill to the floor, 
and to speak about its merits and de-
merits and about the alternative that 
is being offered by the Democratic 
leader. 

Mr. President, I voted to send this 
bill to the floor because I thought that 
we should have a chance to improve it 
here on the floor of the U.S. Senate. As 
I indicated in the committee, I don’t 
believe the distribution of the benefits 
in the bill that was done in the Finance 
Committee is fair. I find it very dif-
ficult to justify the distribution of the 
benefits in the bill that has come out 
of the committee. Hopefully, we will 
improve it here on the floor of the Sen-
ate. This is our first chance to improve 
it, with the comprehensive alternative 
being offered by the Democratic leader. 

I have just heard several on the other 
side say that, under this bill, 75 percent 
of the benefits go to those earning 
under $75,000. That is just not the case. 
They have entirely left out payroll 
taxes in the calculation. Seventy-three 
percent of the American people pay 
more in payroll taxes than they pay in 
income taxes. But they only want to 
construct the distribution table that 
deals with income taxes. They don’t 
want to talk about payroll taxes, de-
spite the fact that 73 percent of the 
American people pay more in payroll 
taxes than they pay in income taxes. 
What kind of a comparison is that? 

Second, they are only dealing with 
the first 5 years of the major compo-
nents of this bill that favor the 
wealthiest among us. This bill is back- 
end loaded with respect to the benefits 
from those provisions. 

So what they are doing is comparing 
only a part of the package and they are 
leaving out the part of the package 
that has the disproportionate share of 
the benefits going to the wealthiest 

among us. Mr. President, this is not a 
package just for the next 5 years. This 
is a package that creates permanent 
law. 

If we are going to be honest with the 
American people about the distribution 
of the benefits, we can’t just look at 
the first 5 years. Mr. President, I think 
we have to review a bit of history as to 
why we are here today. 

How is it that we can be talking 
about tax reductions after we have 
been through a period of deficits that 
are out of control? 

Mr. President, I believe we are here 
because Democrats made some very 
tough choices in 1993. As a result, as 
you can see from this chart, the unified 
budget deficit has fallen dramatically 
from $290 billion in 1992 to $67 billion 
this year. 

I might add that this is a projection 
of the deficit this year. But that is the 
best evidence that we have of what the 
deficit will be this year. So let’s re-
mind ourselves how we got here. We 
got here because Democrats passed an 
economic plan that has led to a dra-
matic reduction in our deficit. 

This, again, is the unified budget def-
icit. That counts all income and all 
outgo. 

Let me just go to the next chart to 
show people a little different way of 
looking at it. 

The line I just showed is the same as 
this blue line on the chart that I titled 
‘‘the real budget deficit’’ that shows 
that there is really more deficit reduc-
tion that is needed for true balance. 
The point is when you talk about the 
unified budget deficit, the blue line— 
you can see it has come down just dra-
matically. But you see this red line 
right above it. That represents the true 
budget deficit because that counts the 
Social Security surpluses that are 
being used to mask the real size of the 
deficit. 

One can see that, although this is 
called a balanced budget plan—and, in 
fact, on the unified deficit you get to a 
balance in 2002—if you look at the So-
cial Security surpluses, what you find 
is that in the year 2002 you have a $109 
billion budget deficit. In fact, all of the 
documents disclose that there is a $109 
billion budget deficit in the year 2002. 

I say this to try to be objective about 
what is happening here. There is no 
question we have made dramatic 
progress on reducing the unified budget 
deficit. It is also, I think, undeniable 
that more needs to be done. That has 
to be thought of as we evaluate this en-
tire budget package. 

Mr. President, because the Demo-
crats did vote for a dramatic economic 
plan in 1993, we did get the deficit 
going down on either measure. Whether 
we are looking at the so-called unified 
deficit, or whether we are counting So-
cial Security surpluses, on either count 
the deficits have gone down dramati-
cally. That has kicked off one of the 
strongest economic recoveries in our 
history with 12 million new jobs since 
1993—a peacetime record. We have seen 

the unemployment rate go down to the 
lowest level since 1973—a dramatic im-
provement in unemployment. The in-
flation rate is under 3 percent since 
1993. You can see dramatic improve-
ments in the inflation rate of this 
country as a result of the economic 
plan that was put in place in 1993. 

Not only do we see dramatic im-
provement on new jobs and dramatic 
improvement on unemployment, the 
inflation level at its lowest level in 31 
years, but we also see real business 
fixed investment growing at a 9-per-
cent annual rate for the last 4 years. In 
fact, it is by far the best rate of real 
business fixed investment in about 20 
years. 

Mr. President, the fact is that the 
economic plan passed in 1993 has 
worked and has worked extraordinarily 
well. If we look at the 10-year period 
from 1992 to 2002, the savings from the 
1993 deficit reduction plan will total in 
that 10-year period $2 trillion. 

The budget plan we have before us 
now in that same time period—because 
it is only effective the last 5 years and 
it is a much smaller package—will con-
tribute $200 billion to deficit reduction, 
about one-tenth as much as was pro-
vided by the savings from the 1993 def-
icit reduction plan. 

Mr. President, the fact is this eco-
nomic plan works and has worked ex-
traordinarily well. It is the reason that 
today we are able to consider tax re-
ductions. 

Mr. President, when we consider tax 
reductions, it seems to me that we 
ought to apply four tests: 

First of all, does the tax reduction 
fairly distribute the benefits? 

Second, does the plan keep the def-
icit under control for the long run, or 
do we blow a hole in the deficit after 
making all of the progress that we 
have made since 1993? 

Third, it seems to me the test should 
be, do the tax reductions promote edu-
cational opportunities? 

Fourth, will the tax cuts benefit the 
economy and promote higher economic 
growth? 

Again, I go back to the 1993 plan. The 
fact that deficits were really reduced 
by either measure has meant lower in-
terest rates, has meant stronger in-
vestment, has meant greater economic 
growth, and has meant an incredible 
resurgence in the U.S. economy. In 
fact, today the United States is rated 
the most competitive economy in the 
world. 

Mr. President, when we look at the 
plans before us with respect to how to 
cut taxes, we can start to evaluate how 
they rate on the four tests that I have 
applied. 

The first test: The fairness of the dis-
tribution of the benefit. Mr. President, 
I direct your attention to this chart, 
the Democratic alternative versus the 
plan out of committee. For the top 1 
percent, the yellow shows the plan out 
of the Finance Committee, the red 
shows the Democratic alternative. 
Under the plan out of the Finance 
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Committee, the top 1 percent get 13 
percent of the benefits. Interestingly 
enough, under that plan, the bottom 60 
percent get about 13 percent of the ben-
efits. It does not strike me as a fair dis-
tribution of the benefits. 

The alternative before us, the Demo-
cratic plan, shows a much more fair 
distribution of the benefits. The Demo-
cratic plan has the top 1 percent of the 
income earners in the country getting 
1.4 percent of the benefits. The bottom 
60 percent get 46 percent of the bene-
fits. 

Again, I would say it is a far more 
fair distribution of the benefits of the 
tax plan than under the committee al-
ternative. 

This is a little different way of look-
ing at it. This looks at the American 
economy in terms of the top 20 percent 
of the income earners in our country 
and the benefits that they get. This is 
the plan out of committee, the yellow 
bar. The red bar is the Democratic al-
ternative. You can see under the plan 
out of committee that the top 20 per-
cent of the income earners in our coun-
try get 65 percent of the benefits. 
Under the Democratic alternative, 
they get about 21 percent of the bene-
fits. 

In the next quintile, the committee 
alternative gives them 32 percent of 
the benefits, the Democratic plan gives 
them 21 percent. 

Again, Mr. President, I think it is 
clear that the Democratic plan pro-
vides a more fair distribution of the 
benefits when we start cutting taxes. 

One of the key reasons for the dif-
ferences between the distribution of 
the plan is because the Democratic al-
ternative makes the child care credit 
effective against payroll taxes. The 
reason for that, as I indicated in my 
opening, is 73 percent of the American 
people pay more in payroll taxes than 
they pay in income taxes. In fact, pay-
roll taxes have been going up dramati-
cally since 1950. This chart shows from 
1950 to 1996. Here is what has happened 
to individual income taxes in terms of 
a percentage of tax receipts. Here is 
what has happened to payroll taxes. In-
dividual income taxes have stayed 
about flat in terms of their percentage 
of our tax receipts. Payroll taxes have 
jumped dramatically. 

Mr. President, this chart shows who 
is paying the tax bill and how the dis-
tribution has changed over the years. 
This shows from 1960 to 1996. Individual 
income taxes, you can see, 44 percent. 
Now they are at 45 percent. Payroll 
taxes were providing 16 percent of the 
revenue base in the country in 1960. 
Now they have gone up to 35 percent— 
35 percent of the tax receipts in the 
country are coming from payroll taxes; 
regressive payroll taxes. 

Corporate income taxes: Their share 
has changed dramatically as well. In 
1960, they provided 23 percent of our re-
ceipts. They are now down to 12 per-
cent. And excise taxes have gone from 
17 percent in 1960 down to 8 percent. 

Mr. President, this I believe is one of 
the real flaws in the bill before us. Be-

cause the child care credit does not 
credit against payroll taxes, even 
though 73 percent of the people in this 
country pay more in payroll taxes, peo-
ple at the lower end of the income scale 
don’t get the benefit of the so-called 
child tax credit. In fact, this chart 
shows in the lowest 20 percent of in-
come earners in this country, 99.5 per-
cent of them are ineligible for the child 
tax credit under the committee pro-
posal. Nearly 100 percent of the lowest 
20 percent of the income earners in our 
country aren’t eligible. 

In the next 20 percent, nearly 90 per-
cent of them are ineligible for the cred-
it. 

Mr. President, how is that fair? How 
is it fair that we have a tax credit for 
children but 40 percent of the people in 
America don’t get the benefit of it be-
cause it is not refundable? 

I would remind my Republican col-
leagues that in the Contract With 
America they made it refundable 
against the payroll tax and in the ini-
tial draft of this bill they made it re-
fundable against the payroll tax. They 
were right. They have made a change 
that is a mistake, in my judgment, in 
terms of fair distribution of the past 
tax. 

That goes to the question of distribu-
tion. 

The second question is, Does this 
plan blow a hole in the deficit in the 
outyears? 

This chart shows the outyear costs of 
what we call backloading. That is, cer-
tain tax types with certain tax plans 
explode in terms of their cost in the 
second 5 years of this 10-year plan. 

Mr. President, this chart shows what 
happens to the IRAs that are included 
in this plan, the alternative minimum 
tax, and the capital gains tax cuts. In 
the first 5 years they cost $12 billion. 
But look at what happens in the second 
5 years. The cost mushrooms to $84 bil-
lion, seven times as much in the second 
5 years. 

If I had a chart that showed what 
happens in the next 10 years, you would 
see these things explode, even further 
endangering the fiscal responsibility 
that we have taken on since 1993 in the 
effort to dramatically reduce the budg-
et deficit. 

Mr. President, I think that is a mis-
take. If we look at some of the ele-
ments of the backloading, we look at 
the alternative minimum tax, and you 
can see in the first 5 years there is no 
cost. Then it takes off like a scalded 
cat. In fact, in the second 5 years that 
costs $15 billion. No cost the first 5 
years, $15 billion the second 5 years. 
But it is not just the AMT tax that has 
that characteristic. We see the same 
thing with capital gains. The capital 
gains provision goes from $3 billion in 
the first 5 years to $24 billion in the 
second 5 years. It explodes. I think we 
have to ask ourselves, does that make 
sense? Does that endanger the deficit 
reduction that we have worked so hard 
to achieve? 

The IRA proposal is even more dra-
matic. It costs $9 billion in the first 5 

years; it costs $45 billion in the second 
5 years. 

I think all of us would like to do 
these things. The question is, what do 
we lose? What happens if, because we 
have taken this kind of approach, the 
deficit reduction is in danger? I say to 
my colleagues the best tax cut is the 
tax cut we get from the lower interest 
rates by having deficit reduction. The 
very best tool for economic growth is 
getting the deficit down, which lowers 
interest rates, which helps spark in-
vestment, which helps spark the eco-
nomic growth that has made such a 
dramatic difference in this country 
since the 1993 economic plan was ap-
proved. 

The other test I apply that I think is 
a commonsense test is, are we pro-
moting educational opportunity? I say 
the Senate package certainly has very 
good measures with respect to encour-
aging education, but I think the Demo-
cratic alternative is better. According 
to Citizens for Tax Justice, the top 
family income levels receive the larg-
est education credit per family under 
the committee bill. Over 43 percent of 
families would be eligible for only a 
small part of the credit and an esti-
mated 30 percent of American families 
under the committee bill have insuffi-
cient tax liability to receive any ben-
efit from the HOPE credit. The Demo-
cratic alternative addresses that short-
coming. 

Finally, it seems to me we should 
look to the economic incentives of the 
competing proposals. The Democratic 
alternative targets tax cuts to small 
businesses, farmers, and those who 
take risks in investing in small startup 
companies. 

I believe that is where we should tar-
get the benefits. A recent Congres-
sional Budget Office study found that 
89 percent of tax returns reporting cap-
ital gains in 1993 had gains of $10,000 or 
less with the average gain being $2,000. 
By contrast, the 3 percent of returns 
showing gains of $200,000 or more ac-
counted for 62 percent of the total 
value of capital gains. 

It seems to me this is clearly a case 
where greater targeting to small busi-
ness, small farmers makes good sense. 
We can get more bang for the buck by 
targeting these dollars than by giving 
them to those who are at the top of the 
income ladder, the very wealthiest 
among us, those who need it the least 
of all. The Democratic alternative pro-
vides nearly twice as deep a capital 
gains tax cut for owners of small and 
startup businesses. Most small busi-
nesses and farms will enjoy a 14-per-
cent rate under the Democratic alter-
native rather than the 20-percent rate 
in the committee bill. That is because 
75 percent of small businesses and 
farmers are proprietorships, partner-
ships or S corporations that will have 
much better and stronger benefit under 
the Democratic alternative. 

Mr. President, I conclude by saying 
there is no question that the chairman 
of the Finance Committee treated us 
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fairly in the Finance Committee. He 
was as fair as one could ever ask a 
chairman to be. I have commended him 
publicly. I have thanked him privately 
as well. He conducted himself as a real 
gentleman. I want to say that again 
publicly here today. 

The question is not whether or not 
we worked together in the Finance 
Committee. The question is whether we 
could do better with an alternative. 

I sincerely believe the Democratic al-
ternative offered by Senator DASCHLE 
earlier today is better. It is more fair 
in its distribution. It protects the fu-
ture by making certain we do not blow 
a hole in the deficit in the out years. It 
provides more targeted education bene-
fits to all of the American people so 
that we make certain no one is left be-
hind. And it is better for long-term 
economic growth because it focuses the 
dollars on those small businesses and 
those farms that are really at the heart 
of the American entrepreneurial revo-
lution. 

I end as I began. In 1993, many of us 
took a stand with respect to a plan to 
reduce the deficit. Our friends on the 
other side of the aisle said that the 
plan would not reduce the deficit, that 
it would increase unemployment and 
that it could crater the economy. They 
were wrong. The facts are clear. That 
plan dramatically reduced the deficit, 
reduced unemployment, and we have 
seen dramatically increased economic 
growth, dramatically increased busi-
ness investment. That plan worked. 

Now, today, we have another choice 
to make on an alternative of tax relief. 
The question is, who will benefit? Are 
we going to give the lion’s share of the 
benefits to the wealthiest among us, or 
are we going to seek to spread the ben-
efits more broadly throughout the 
American society? 

I do not think there is any question 
but that the Democratic alternative is 
a more fair distribution of the benefits. 
I hope my colleagues could support it. 
I thank the Chair and yield the floor. 

Mr. DOMENICI addressed the Chair. 
The PRESIDING OFFICER. The 

Chair recognizes the Senator from New 
Mexico. 

Mr. DOMENICI. I understood the dis-
tinguished manager of the bill was 
going to give the Senator from New 
Mexico 20 minutes, and I note the pres-
ence of Senator BENNETT. He asked me 
if he could have 5 minutes of my time 
to address the issue just presented, so I 
would ask that he be given 5 minutes of 
my time. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. BENNETT. Mr. President, I 
thank the Senator from New Mexico 
for his courtesy, and I thank the Sen-
ator from North Dakota for his presen-
tation. I think it is a very thoughtful 
presentation, and there are many parts 
of it with which I agree. There are a 
few, however, with which I disagree, 
and I appreciate the opportunity to put 
this disagreement close to it in the 
RECORD. 

The Senator is justified in talking 
about the difference between things as 
they are now and things as they were 4 
years ago when we were debating the 
1993 tax package from the President. I 
am not sure he is entirely correct in 
saying that the program voted on this 
floor in 1993 is responsible for the tre-
mendous growth we have had in the 
economy. I would remind him and 
other Senators that during that same 
4-year period, we constantly heard how 
terrible Alan Greenspan and the Fed-
eral Reserve were behaving and that if, 
indeed, Alan Greenspan did not open up 
and make tremendous changes in mon-
etary policy, the economy could crater, 
that jobs would be lost, that we would 
have tremendous deficits, and all of 
these other things would happen. 

At some other time we can debate 
whether the tremendous growth we 
have had is the responsibility of the 
Clinton administration or the Green-
span Fed. The fact is, no one is really 
quite sure. The fact is, we have a boom-
ing, wonderful economy, and we should 
be grateful for it, however we apply 
blame or credit, which brings us to the 
issue that the Senator is addressing. 

Will the tax program that we are 
talking about continue to stimulate 
that growth and allow it to burgeon, or 
will it in some way provide brakes on 
that growth in the name of income re-
distribution? The Senator says the 
issue is wealth distribution and how do 
we distribute the wealth in the fairest 
possible way. That is the portion with 
which I would argue. 

Wealth distribution is not a static 
question. You do not have the wealthy 
at the top and the poor at the bottom. 
You have constant movement up and 
down the ladder. I always use the ex-
ample of Donald Trump, who at one 
time was in the wealthiest 1 percent, 
and then he made a few bad mistakes 
and he was bankrupt. Then he made a 
few smart moves, and he is back up 
again. 

Read the list of the people who are 
the richest people in the United States 
and you find the list is constantly 
changing. If I may be personal, there 
was a time not many years ago when I 
was clearly at the bottom in this coun-
try. I had a year not that many years 
ago where my earnings were zero and 
my wealth was going down because I 
was living on savings, and then when 
they were gone, I was going deeply into 
debt. Fortunately, one of my business 
ventures worked out, and now I would 
be listed up in that rarefied area that 
the Democrats seem to want to com-
plain about. My point being that you 
cannot say you have a static group at 
one area that is going to be benefited 
and a static group at the other area 
that is going to be hurt; you have con-
stant movement going back and forth. 

The responsibility of the Senate is 
not to redistribute wealth among these 
supposed static groups in a way to cre-
ate fairness. It is to create a program 
that will stimulate the growth so that 
there will be more money for every-

body. John F. Kennedy said a rising 
tide lifts all ships. That is not always 
true in terms of skill problems and 
educational problems, but I think it is 
true in terms of economics. We want a 
tax program that will continue the dra-
matic growth that we have had in this 
country, and I respectfully suggest 
that that which is coming out of the 
committee is more geared to produce 
that result. 

I thank the Chair. 
Mr. DOMENICI. Mr. President, I 

thank the Senator from Utah for his 
very pointed remarks. 

I think I would just say also that I 
thought the Senator made a good pres-
entation. Senator CONRAD is always a 
contributor here. In fact, he voted for 
this Republican plan that he does not 
like here today, as I understand it. All 
Democrats on the committee voted for 
the bill in committee, I asked Senator 
GRAMM, and he confirmed that Senator 
CONRAD voted for the package. So I as-
sume what we have going right now is 
something like this: A good bill was re-
ported out of the committee. It had bi-
partisan support. It had Democrat sup-
port as well as Republicans. Now the 
Democrats have decided to bring back 
onto the American political scene the 
rich versus the poor issue. 

I want to say something about the 
President because the distinguished 
Senator attributed the entire growth 
for the last 41⁄2 years to the deficit 
package that increased taxes in 1993, 
and I will not go through what I be-
lieve caused it, and I will give the 
President some credit. I think the two 
things that economic historians will 
write are that the Federal Reserve 
Board for the first time in history has 
found out how to control interest rates 
in a very simple way, and they are 
doing it on a gradual up-and-down 
basis and they have kept this economy 
from going into cyclical downturns. 

That is No. 1. No. 2, I give the Presi-
dent of the United States credit for one 
thing. Once his deficit package went in, 
frankly, the President listened more to 
probusiness advisers in his Cabinet, 
probably led by his Secretary of the 
Treasury Rubin, than all the rest com-
bined. And I think history will reveal 
that the President did great things by 
nonaction. In fact, he is not a typical 
President in that he did not take sig-
nificant steps to hurt business during a 
regime of a Democrat President—to 
put on more regulations, to make it 
more difficult to beat them up and talk 
about business. He was the other way. 
And I think he deserves some credit for 
what he did not do that one might have 
expected from a Democratic President. 

You combine the two. The Federal 
Reserve is taking care of inflation and 
the President leaving the economy 
alone. This strong economy may still 
last for a few more years and defy some 
of the rules, although I doubt whether 
the ups and downs are finally done 
away with. I see a great economist in 
the Chamber. I am referring to the 
Senator from Texas. Maybe someday 
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when we have the time he could talk 
about the economic cycle. 

But I come here today for two other 
reasons. First, Mr. President, I really 
do not believe it is fair to the Amer-
ican people for the other side of the 
aisle and the White House to continue 
to talk about this package as if it helps 
the rich and hurts the poor. 

First of all, Mr. President and fellow 
Senators, the only odd game out is the 
White House and the Treasury Depart-
ment, who are furnishing the Demo-
crats with the evaluation of the dis-
tribution of this tax cut package. No 
other institution of significance and 
broad acceptance is using that broad 
definition of income to evaluate the 
distribution of these tax cuts. And that 
is because the Treasury Department 
does not use the income that average 
people make to determine what brack-
et people are in. 

It might shock you to know, Mr. 
President, and millions of Americans, 
that what the Democrats are talking 
about magically turns into $65,000 in-
come family out of a $40,000 actual-in-
come family. 

Let me repeat. The Treasury Depart-
ment’s approach says, fellow Ameri-
cans, taxpayers, what you are earn-
ing—and then you look at it and I am 
paying $6,000 in taxes—they are saying 
that is not your income. 

They take income, add the value of 
the rent of your house, the value of 
fringe benefits, the value of all your as-
sets if you were to sell them—unreal-
ized capital gains—plus the value of 
our pension and life insurance. That is 
why a family who thinks they earn 
$40,000 appears on the Treasury’s charts 
as a family earning $65,000. 

Your income under the Treasury defi-
nition assumes that you are out on the 
street and you rent your own house. So 
they add about $8,000 or $10,000 to your 
income. Believe it or not, if you have 
any stock in any American corpora-
tion, even 10 shares, they have gone 
through the difficulty of imputing to 
you, the stockholder, the earnings of 
the corporation in which you have 
stock, even if they did not declare a 
dividend. Won’t that be a shock to 
Americans, if they thought they were 
earning all that much money every 
year. 

Let me make our case on this side. 
Actually, we rely upon the Joint Tax 
Committee. They are bipartisan and 
professional. 

We did not use the White House’s 
very strange way of calculating income 
called the family economic income ap-
proach which counts all of this phan-
tom income I just outlined. 

I put a credit card up here just to 
show you about it. I call it the Family 
Economic Income credit card. This is 
what the administration would give to 
an American taxpayer as the White 
House’s credit card. But like the famil-
iar add campaign for other credit 
cards, if you want to really buy some-
thing, you better have a Visa card be-
cause the country’s shop keepers don’t 
take the Family Economic Income 
Card. 

Interestingly enough, Senator 
GRAMM, if you took this Family Eco-
nomic Income card to a store to buy 
something, it’s no good. If you took it 
somewhere to pay your college kid’s 
tuition, it’s no good. 

This card inflates your income be-
tween 50 percent and 65 percent. It cre-
ates paper income. Or said another 
way, it counts phantom income as real 
income. So you can throw it away, just 
as you ought to throw away the evalua-
tion of this tax package made on these 
kinds of evaluations. 

It is absolutely plain and simple, and 
I defy anyone anywhere, including edi-
torial boards, those who are com-
menting on the news—you just go ask, 
ask the Treasury Department, ‘‘Is a 
$40,000 income earner who, under this 
package that the Republicans have, if 
that person, that family is going to get 
back a certain amount of taxes and you 
apply that to the taxes they paid be-
fore, and if the difference is a savings 
of $3,000 in income taxes, you ask them 
are they giving you credit for that? Or 
do they have some other process to 
evaluate what you got by way of a tax 
cut?’’ I assure you they will not give 
you credit for the tax cut you got, be-
cause they started out by figuring you 
were in a different income bracket. 
Isn’t that amazing? That is absolutely 
amazing. 

How can somebody come to the floor 
and say this package is predominantly 
for the rich when one simple fact dis-
poses of it? 

Mr. President, 78.8 percent of the 
benefit under this bill goes to families 
earning $75,000 or less. Senator GRAMM, 
isn’t that what you understood when 
the bill was reported out of committee? 
Isn’t that what the Joint Tax Com-
mittee said to you? 

Because we put income earning limi-
tations on the $500 child credit we de-
signed the credit to target the middle 
class. The $500 child credit is a huge 
portion of this tax cut. And the next 
component that is significant is for 
middle-income Americans, is the $1,500 
education tax credit. It likewise has in-
come limitations. 

If you take those two together pieces 
of the package it constitutes over 82 
percent of the tax cuts, how can it be 
that the charts used by the other side 
of the aisle are right? 

It is because some of the Democrats 
are not using the income that Ameri-
cans earn. They are using an imputed 
income calculation called family eco-
nomic income. Imputed means we 
count it as income if you did not earn 
it. It is as if your earnings include 
what you could have earned, rather 
than what you have earned. 

We want to make the point today. We 
are going to try very hard, against 
very difficult odds to rebut the media 
reports that this is a tax cut for the 
rich. The fact is this: 78 percent of the 
tax benefit goes to middle-class fami-
lies earning less than $75,000. 

Mr. President, for those who want to 
look up here, this is the way the Joint 
Tax Commission of the United States, 
a bipartisan group, says these tax cuts 

are spread. Less than $10,000 gets .06 
percent tax cut because they are not 
paying much taxes. Let’s go down this 
chart. For people earning $10,000 to 
$20,000 the percent of the tax cut goes 
to 4.8; for people earning between 
$20,000 and $30,000 their taxes are cut by 
15 percent; and for those earning be-
tween $30,000 to $40,000 their taxes are 
cut by 32 percent; those earning $40,000 
to $50,000 their taxes are cut by 48 per-
cent. 

That means families earning $75,000 
of real income or less, 78.7 of this tax 
cut goes to them. 

If you want to report that the tax cut 
goes to the rich you ought to report 
that 75 percent of the benefits goes to 
American wage earners who are earn-
ing $75,000 or less. 

Having said that I want to move on 
quickly. There will be a little obfusca-
tion because the White House will say 
this family income approach is not 
theirs, it was done in the Reagan White 
House. 

This is a way to figure out how much 
people are worth. And they did that as 
a model for tax reform. Does it mean 
that on income tax and other taxes 
that you are paying currently, that 
this is a true model of what your in-
come is? Of course not. Because it as-
sesses to you income you never earned, 
you probably will not earn, and it says 
it does not matter, we are ‘‘imputing’’ 
it to you anyway. That is the way you 
are distributing this money pursuant 
to those kinds of tables. 

Let me move, for a minute, to a cou-
ple of more facts. We are on the thresh-
old of passing the largest tax cut in 16 
years. It will help Americans of all 
ages and all brackets. Again, I com-
mend the chairman and I commend the 
Democratic Senators who voted for the 
package. I thought it was an exemplary 
example of bipartisanship. As I said, 
apparently some of them if not all of 
them have decided to produce a new 
package today, just to prove a point 
and try to make a point based on White 
House Treasury analysis rather than 
those analyses done by the experts that 
represent us. 

Let’s put this in perspective. Parents 
of 43 million children will pay $500 per 
child less in taxes; 4.8 million parents 
with kids in college and taxpaying stu-
dents will have $1,500 more to spend; 
and 7.2 million recent job entrants will 
be able to deduct their student loan in-
terest. That is a pretty big percentage 
of Americans, and a huge portion of 
Americana, and essentially all of them 
are, for all intents and purposes, all of 
them are middle-class Americans if 
you use $75,000 as the definition of mid-
dle class. 

Mr. President, the $500 child care 
credit will help the working poor and 
the middle class. The value of the per-
sonal exemption has been eroded over 
time, and the cost of raising a family 
has become more expensive. The credit 
in this bill will totally eliminate the 
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Federal income tax burden for tens of 
thousands of families in New Mexico. I 
am particularly pleased that the Fi-
nance Committee decided to design the 
credit so that the working poor would 
also see the benefit of the $500 credit. 
Of the 718,850 families who file tax re-
turns in New Mexico, 175,087 of them 
claim an earned-income credit. I ap-
plaud the Finance Committee’s ap-
proach. It is a logical sequel to the new 
welfare reform law with its emphasis 
on moving from welfare to work. 

I want to speak for a minute and I 
hope every Senator avails himself or 
herself of this, the $500 credit will save 
New Mexico families $454 million over 5 
years. 

A $500 per child credit is significant 
tax relief. According to the Heritage 
Foundation, a family with two kids eli-
gible for two $500 credits would have an 
extra $1,000 a year in the family budg-
et, and this amount would be enough to 
pay the mortgage for 1.5 months or pay 
for 15 months of health insurance or 
buy gas for the family automobile for 8 
months. 

In New Mexico, about 78 babies are 
born every day. In fact, I just was look-
ing at a list. I have it here. I ask unani-
mous consent that their names be 
printed in the RECORD, just to show 
that on the day they are born they 
earn for a parent a $500 child care tax 
credit reduction. If they are too poor 
and eligible for an earned income tax 
credit, they still get $250 of that, under 
the bill the committee reported out. 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 

[From the Albuquerque Tribune, June 2, 
1997] 

BIRTHS 
Here are the recent births at Albuquerque 

hospitals. Unless otherwise indicated, the 
parents live in Albuquerque. 

PRESBYTERIAN HOSPITAL 
Feb. 5 

Velda and James Harrison of Grants, boy, 
Stephen Jordon. 

Tess and Tom Kerstetter of Tijeras, boy, 
Justin Lawrence. 

Tonija and Jim Pitts, girl, Sara Nicole. 
Geneva and Rogue Tena, girl, Dannion Lee. 
Cindy Weatherford, boy, Xavier Michael 

Dax. 
Feb. 6 

Selina and Scott Burt of Rio Rancho, boy, 
Michael Duncan. 
Feb. 7 

Mary and Christopher Andres of Bemalillo, 
boy, Christopher James. 

Rhonda and George Buffet II, girl, Rachael 
Michelle. 

Delilah and Bruce Langston, boy, Jeremiah 
Edward. 

Zoyla and George Nuanez, boy, Antonio 
Andres. 

Jessica Small and Gregory Foster, girl, 
Ryleigh Madison. 
Feb. 8 

Kathryn and Rick Carnes, girl, Theresa 
Jordon. 
Feb. 9 

Joyce and Lorenzo Barela of Belen, boy, 
Michael Andrew. 

Genevieve and Michael Gomez, girl, Savan-
nah Renee. 

Karla Vallo and Christopher Sarracino of 
Acoma, girl, Raquel Elaine. 
Feb. 10 

Amy and Dan Conley, boy, Gunnar Ty. 
Brenda and Mark Edwards, boy, Eligah 

Jordon. 
Roberta and Carlos Gutierrez, girl, 

Samantha Dawn Elaine. 
Paula and David Jackson of Belen, twins, 

Kaitlyn Joann and Ashley Nichole. 
Denise and Donnie Tapia, girl, Savannah 

Adeline. 
Feb. 11 

Kalynn and John Kemaghan of Los Lunas, 
girl, Bryanna Marie. 

Lisa and Bill Nesbitt, girl, Kathryn Anne. 
Loretta and Thomas Mordstrand, girl, An-

gela Michelle. 
Dolores Sanchez and Antonio Alire, boy, 

Antonio Jose Jr. 
Carolyn and David Torres, boy, Nicholas 

Antonio. 
Feb. 12 

Jamela Eudora Antone of Torreon, girl, 
Emain Fawzi Gadri. 

Tracie Asenap and Lorenzo Bemal, boy, 
Jakob Matthew. 

Renee and David Samora, girl, Desiree 
Alexis. 

Amber Woods and Christopher Lucero II, 
girl, Sierra Rae. 
Feb. 13 

Annie and Andrew Chavez, boy, Andrew 
Steven. 

Jodi and Andy Darnell of Bernalillo, girl, 
Rachel Emily. 

Monica Garcia and Alfred Baca of Los 
Lunas, boy, Alfred Gene Jr. 

Annette Gurule and Lee Acosta, girl, 
Desiree Annette. 

Brenda and Kevin Judd, boy, Brandon Lee. 
Ann Michelle Nelson, boy, Taylor Emory. 
Michelle and Juan Tena of Grants, boy, 

Armando Alberto. 
Feb. 14 

Angelique and Steven Garcia, girl, Elena 
Merced. 

Monica Monroe and Michael Smith, boy, 
Clayton Steward. 

Yvonne and Antonio Berni of Los Lunas, 
girl, Jasmine Danielle. 
Feb. 15 

Evangeline and Ricardo Duran of Los 
Lunas, boy, Ricardo. 

Freda Billie and Ronald Begay of Gallup, 
girl, Fershaylynn Ervin Percy. 

Victory and Michael Brohard, boy, Michael 
Matthew. 

Kristin and Christopher Johnson, boy, 
Luke Nakaya. 

Brigida Leyba and Wallace Jackson, girl, 
Jazmine Jacklyn. 

Kristine Pineda, boy, Adrian Tomas. 
Dana and Johan Resediz, girl, Vanessa An-

nette. 
Danielle Stebleton and Dartanian Benson, 

girl, Dajour Tanae. 
LOVELACE MEDICAL CENTER 

May 14 

Jennifer Duran and Anthony Hernandez of 
Albuquerque, twin boys, Marlano and 
Martino. 
May 18 

Bobbie Jean Leach and James Gonzales of 
Albuquerque, boy. 
May 19 

Daniel and Paula Vasquez of Albuquerque, 
boy. 
May 20 

Bill and Dianna Matier of Albuquerque, 
girl. 

Roy L. Wade and Elizabeth Shoats of Albu-
querque, girl, Jessie Daniel. 

Antoinette and Marco Lovato of Albu-
querque, girl. 

Chad and Nancy Mills of Albuquerque, girl. 

May 21 

Ronald and Theresa Sanchez of Albu-
querque, girl. 

Daniel and Julie Sandlin of Albuquerque, 
boy, Eric Matthew. 

May 22 

Marvin and Frances Dominguez of Albu-
querque, boy. 

May 23 

Jim and Deanna Fafrak of Albuquerque, 
girl, Tatiana Marie. 

Maurice and Anna Ortiz of Albuquerque, 
boy. 

May 24 

Paul and Yvette Baca of Albuquerque, boy. 

May 27 

Jay Hale and Kyona Lucero of Albu-
querque, boy. 

Randy and Kelly Irwin of Sandia Park, 
boy. 

May 28 

Patric and Erin Carabajal of Albuquerque, 
girl. 

May 29 

Martha Jane Cavic and Paul Burdette 
Tilyou of Albuquerque, girl. 

Camille and Larry Vigil of Albuquerque, 
boy, Kyle Anthony. 

May 30 

Bibiana Gower and James Kaminski of Al-
buquerque, boy. 

June 1 

Eric and Samantha Clark Rajala of Albu-
querque, girl. 

Louie Apodaca and Cynthia Mendoza of Al-
buquerque, boy. 

June 3 

Rick and Kathleen Emmert of Farmington, 
boy. 

Quentin and Mary Doherty of Edgewood, 
girl. 

ST. JOSEPH NORTHEAST HEIGHTS HOSPITAL 

April 28 

Ernie and Laura Manzanares of Albu-
querque, boy. 

April 29 

Ross and Gloria Tollison of Albuquerque, 
girl. 

April 30 

Angle West and Casey Hamblin of Albu-
querque, girl. 

May 1 

Mike and Charla Smith of Albuquerque, 
boy. 

Monique Rawinsky and Getty Litts of Al-
buquerque, girl. 

Scott and Katie Jacobson of Albuquerque, 
girl. 

May 2 

Kenneth Schafer and Siobhan Martin- 
Schafer of Albuquerque, girl. 

Craig and Angie Parr of Albuquerque, boy. 

May 3 

Bryan and Betty Bareia of Albuquerque, 
boy. 

Jeff and Evelyn Coleman of Albuquerque, 
girl. 

May 4 

Joseph and Sheri Tafoya of Albuquerque, 
girl. 

May 5 

Larry Davidson and Angela Archibeque of 
Albuquerque, boy. 

Mark Bigoni and Catherine Gragg of Albu-
querque, boy. 
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May 7 

Jeffrey and Andrea Ehlert of Albuquerque, 
girl. 

Mark and Judith Neuman of Albuquerque, 
girl. 
May 8 

Jon Ira and Cheryl Robertson of Albu-
querque, girl. 

Herman Wilson and Shryl Benally of Albu-
querque, boy. 

Gilbert and Morayma Sanchez of Albu-
querque, boy. 
May 9 

Loren and Debra Cushman of Albuquerque, 
girl. 

Antoinette Barela and Eric Lopez of Albu-
querque, girl. 

Bill and Liz Montgomery of Albuquerque, 
boy. 

Nilufar and Anwar Hossain of Albuquerque, 
girl. 
May 10 

Arturo and Yeavette Andujo of Albu-
querque, boy. 
May 11 

Maria Elena Vargas and Phillip Lopez of 
Albuquerque, girl. 
May 14 

Marnie and Omar Sadek of Albuquerque, 
boy 

Lianne Patterson of Albuquerque, boy. 
Karen and Steve Lillard Albuquerque, girl. 

May 15 

Ryan and Victoria Fellows of Albuquerque, 
girl. 

May 18 

Hal Byrd and Mary Dewitt-Byrd of Albu-
querque, boy. 

May 19 

Luisa Lara and Ben Lucero of Albu-
querque, girl. 

David and Theresa Spinarski of Albu-
querque, girl. 

May 20 

Toby Avalos and Maranda Pugh of Albu-
querque, boy. 

Wendy and Eugene Garcia of Albuquerque, 
boy. 

Jim and Elaina Freesc of Albuquerque, 
girl. 

Thomas and Tina Rowland of 
Alburquerque, boy. 

May 21 

Cabot and Patricia Follis of Albuquerque, 
boy. 

Eddie Salas and Silvia Valencla of Albu-
querque, girl. 

May 22 

Melanie Herrera and Christian Dunn of Al-
buquerque, girl 

Orlando and Marie Encinias of Albu-
querque, boy. 

May 29 

Amanda and Aaron Tucker of Albuquerque, 
boy. 

UNIVERSITY HOSPITAL 

Feb. 26 

Kathleen and Juan Arellano of Albu-
querque, boy, Alonzo Luis. 

Feb. 27 

Ana and Mario Rivera of Albuquerque, girl. 

Feb. 28 

John and Mary Matthews of Albuquerque, 
girl, Anna Kathleen. 

March 8 

Jason and Maria Cordova of Albuquerque, 
boy, Vincent Layson. 

Cameron and Lois Cole of Albuquerque, 
girl, Rebecca Elizabeth Marie. 

March 9 
William and Livia Treat of Albuquerque, 

girl, Alejandra Maria. 
Albert and Laura Carrasco of Albuquerque, 

boy, Albert Jr. 
Cang Phan and Dat Nguyen of Albu-

querque, girl Donna Nguyen Tan. 
Jeremy and Michelle Lee of Albuquerque, 

girl, Ashley Nicole. 
Vincent and Tracey Everett of Albu-

querque, girl, Christina Isabelle. 
March 11 

Sonia Gutierrez and Anthony Martinez of 
Albuquerque, girl, Elena. 

John and Emily Loucks of Albuquerque, 
boy, Thomas Edward. 
March 16 

Tim and Kathleen Newell of Albuquerque, 
girl, Emily Allison. 

Mary Ann Vasquez of Albuquerque, boy, 
Mark Anthony. 
March 18 

Doug and Terry Lengenfelder of Albu-
querque, girl, Hayley Shannon. 

Julie Lopez and Damion Jenkins of Albu-
querque, girl, Jenaya Neshae. 
March 20 

Juanita Carrillo and Charles Orona of Al-
buquerque, girl, Allcia Maria 
March 21 

Virginia Garcia of Albuquerque, girl, 
Stephanie Amanda. 

Mr. DOMENICI. This bill provides 
some very, very good deductions and 
credits for going to college. So a tax 
cut, as I view it, is long overdue. In 
1948, American families sent about 3 
percent of their income to Washington 
for taxes. Today it is closer to 25 per-
cent. I believe it is much better to 
leave more money in the hands of our 
families and our parents and our peo-
ple. 

This bill provides eight separate pro-
visions that help finance college. The 
most significant is a $1,500 tax credit 
for 50 percent of the tuition for the 
first 2 years of a 4-year college; 75 per-
cent of the tuition paid at a commu-
nity technical school. I believe the 
committee designed these right and I 
believe they make good sense. 

There is the deductibility of student 
loan interest. This provision automati-
cally shifts the benefit toward children 
of low- and middle-income families. 
The $2,500 deduction of student loans 
and the interest on them is well de-
signed, and it will produce some power-
ful incentives as students graduate for 
them to get on with their lives and get 
out from under the debt burden as soon 
as possible. This bill makes an exclu-
sion of $5,525 worth of education assist-
ance. 

Mr. President, I have additional re-
marks that analyze my State but I 
close by once again repeating: This is 
the chart of the Joint Committee on 
Taxation of the United States, that 
says this is the distribution of our tax 
cut based on income the American peo-
ple are making. It has a few imputed 
things in it but nothing like the White 
House, and people will be surprised how 
much they are allegedly earning under 
the Treasury of the U.S. evaluation of 
their earnings. 

I yield the floor. 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. CONRAD. Mr. President, I yield 
such time as the Senator from North 
Dakota will consume. 

Mr. DOMENICI. Mr. President, I be-
lieve we have a lot more time left. 
Could we ask how much time is left? 

The PRESIDING OFFICER. The Sen-
ator has an hour left and the other side 
has 39 minutes left. 

Mr. DOMENICI. I wonder if we could 
start to equalize it a little bit by going 
on our side. 

Mr. DORGAN. I ask the manager, my 
understanding of the process was we 
were going back and forth on the pres-
entations. 

Mr. DOMENICI. I was not here. Is 
that correct? 

Mr. CONRAD. That was the agree-
ment. 

The PRESIDING OFFICER. There 
was an agreement to that effect, 4 
hours equally divided. 

Mr. GRAMM. Mr. President, let them 
go ahead if they want to. We have over 
an hour and they have 39 minutes. 
What we were going to do is try to run 
ours down. But I always am interested 
in being informed by our colleagues. 
Let them go ahead and respond and 
then, if I could be recognized, I will 
speak. 

The PRESIDING OFFICER. The Sen-
ator from North Dakota yields how 
much time to the Senator from North 
Dakota? 

Mr. CONRAD. So much time as he 
shall consume. 

The PRESIDING OFFICER. The Sen-
ator from North Dakota. 

Mr. CONRAD. I ask if the Senator 
from North Dakota will yield to me for 
a question? 

Mr. DORGAN. I will be happy to 
yield to the Senator for a question. 

Mr. CONRAD. We have heard from 
our friends on the other side with re-
spect this question about imputed in-
come in charts that have been used. I 
would just ask the Senator from North 
Dakota if he is aware, if you take im-
puted income out—take it out—it does 
not change this chart an iota, it does 
not change it at all; not a whit? It 
would change the income amounts for 
each of these categories, it does not 
change the relationships at all. The re-
ality is, if you compare these two 
plans, the top 20 percent of the income 
groups in the United States under the 
Finance Committee plan gets 65 per-
cent of the benefits. Under the Demo-
cratic plan, they get 20 percent of the 
benefits. 

The fourth quintile gets 21 percent of 
the benefits under the Democratic plan 
and gets 32 percent of the benefits 
under the plan out of the Finance Com-
mittee. You take imputed income, put 
it aside, you don’t want to use that, al-
though it has always been used here as 
the measurement for distribution 
under Republicans and under Demo-
crats. That’s the way it has been done. 
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I happen to agree, you ought to leave 
imputed income out of it. But if you 
take the cash income, this is the same 
distribution that you get on these two 
plans. You have five quintiles, and 
those five quintiles bear the same rela-
tionship. What changes is the income 
categories attached to each. That is a 
fact. 

The relationship between the 
quintiles does not change. Under the 
plan that is being advocated by our 
friends on the other side, the biggest 
benefits go to the wealthiest among us. 
It is undeniable. That is the case. They 
want to quote Joint Tax. Let’s talk 
about what is wrong with the Joint 
Tax proposal. 

Rather than assess the effect of the 
tax cuts when fully implemented, Joint 
Tax tables, cited by our friends on the 
other side of the aisle, cover only the 
years up to 2002. I ask my colleague 
from North Dakota if he is aware, as a 
result, the Joint Tax Committee’s ta-
bles ignore 94 percent of the combined 
$82 billion of capital gains tax changes, 
estate tax changes and IRA tax cuts 
contained in the Roth bill. Is the Sen-
ator from North Dakota aware? 

Mr. DORGAN. Senator CONRAD is ex-
actly correct. And, if I might reclaim 
my time, let me add to Senator CON-
RAD’s presentation something that is 
not from us, but something from the 
New York Times. Let me read an edi-
torial from the New York Times, be-
cause I know anyone can bring any-
thing to this floor. You can bring a 
chart to this floor that says shrimps 
whistle, pigs fly, and the Moon is made 
of green cheese. You can bring a chart 
that shows anything you want. Will 
Rogers said it best about this debate. 
He said: ‘‘It’s not what he knows that 
bothers me. It is what he says he 
knows for sure that just ain’t so.’’ 

Let me read you the New York Times 
editorial about this discussion we are 
having: 

Before Congress votes on anything, it 
should get its facts straight. The Repub-
licans present bogus tables suggesting their 
tax package is fair. The tables stop at the 
year 2002, before the cuts that favor the 
wealthy on capital gains, inheritance and re-
tirement accounts take hold. Also, the GOP 
treats as burdens the tax payments that the 
investors will voluntarily make as they sell 
stocks and bonds to take advantage of a 
lower capital gains rate. The bizarre implica-
tion is that investors are hurt by a rate cut. 
These tables suggest that the middle class 
reaps most of the benefits. Independent ana-
lysts say that about 50 percent of the cuts 
will go to the richest 5 percent of the tax-
payers. 

That is not me saying it, it is a New 
York Times editorial. 

Is the New York Times correct? Yes, 
they are correct. Why? Here is the rea-
son. The chart that we have just seen 
illustrated on the floor of the Senate 
about burdens is a chart that covers 
only the years up to 2002, and it ignores 
94 percent of the costs of capital gains, 
estate, IRA tax cuts in the Senate bill. 
When the tax cuts proposed in this bill 
are fully phased in, there is no question 

what the distribution of this tax cut is. 
By far, the preponderance of the tax 
cuts offered in this bill will go to the 
richest Americans. 

This chart that we have just seen, 
the burden table that is offered on the 
floor of the Senate, portrays capital 
gains tax cuts as increasing the tax 
burden on upper income taxpayers, and 
it also excludes the estate tax cuts, 
which total $35 billion in the Senate 
bill. That is why you have a table that 
is simply wrong. 

Is it right in the context of what it 
proposes to tell people in a snapshot of 
time? Sure, but what it proposes to tell 
people is something that doesn’t in-
clude all of the facts. It says, take a 
look at this little slice, and then we 
are going to give you the conclusion 
about this little slice of facts, but it is 
not real. 

Mr. President, we are having a dis-
cussion about whether the proposed tax 
cut can be improved. The answer is, 
yes, it can; it can be improved. One of 
the things that traps everyone in this 
Chamber and I think everyone in Con-
gress is the minute you start talk 
about cutting taxes, we rush imme-
diately to the corner and begin to talk 
about taxes, and then we begin imme-
diately to talk about capital gains. Let 
me describe another approach that 
makes more sense. 

Two-thirds of the American people 
pay higher payroll taxes than taxes. 
The tax that has increased in this 
country in recent years has been the 
payroll tax. The folks who go to work, 
work hard, sweat, get dirty, take a 
shower after work are the folks who 
earn a wage. They don’t sit home clip-
ping coupons. They don’t get big divi-
dends. They don’t have big stock gains. 
They work for a wage. And then some-
one who showers before work and sits 
on the front porch and never raises a 
sweat and never gets dirty because 
they are simply cashing in their divi-
dend checks and watching the stock 
market go up, and so on, they get cap-
ital gains. But we are told that stream 
of income somehow is preferable to the 
income from work. 

So we have a philosophy in this 
Chamber that says let us tax work, but 
let us exempt investments. Why? Why 
tax work and exempt investment? And 
if you do that, what is the con-
sequence? The consequence is easy to 
understand. Who has the investments 
and, therefore, who gets the tax break 
if you exempt investment? Who works 
and who pays the higher payroll taxes 
because they work? Then who is large-
ly left out of this equation when it 
comes time to talk about cutting 
taxes? 

The other side says to us, ‘‘Well, ex-
cept we propose a per-child tax credit, 
and that’s going to help all those fami-
lies with children,’’ except they pro-
pose the tax credit not go to nearly 40 
percent of the children in this country 
because the folks don’t make enough 
money to qualify for it. Why? Because 
they measure it only against the in-

come those folks earn as opposed to 
measuring it against the payroll tax 
they pay—and, I might add, a higher 
payroll tax at that. 

Can this be improved? Absolutely. 
Should it be improved? You are darn 
right it should be improved. Has Sen-
ator DASCHLE proposed something that 
will dramatically improve this tax re-
lief proposal so when you pass around 
the largess of tax cuts, you go around 
that table and you see the income 
earner sitting at the table, those at the 
bottom fifth, those at the second fifth, 
on and on, each of them are going to 
get a significant part of the tax relief? 
Is that what Senator DASCHLE has pro-
posed? I think so. If we don’t pass this 
substitute, we will end up with a tax 
bill that goes around that table and 
passes out tax cuts in a way that is 
fundamentally unfair. Oh, there are 
some at the table who will get almost 
nothing, some just a few crumbs, some 
a few tiny little slices, and some at the 
other end of the table will sit there 
with a huge platter and three-fourths 
of the cake. All we are suggesting is 
there are other ways to measure pro-
posals for tax cuts that provide a fairer 
distribution. 

I find interesting this discussion we 
have about the economy and where we 
are and where we are headed. The econ-
omy is doing better in this country. 
Some wouldn’t give this administra-
tion credit under any set of cir-
cumstances. But this economy rests 
not on the shoulders of the Federal Re-
serve Board, the last American dino-
saur that sits down there in that con-
crete temple; this economy rests on the 
confidence of the American people that 
we and others will do the right thing to 
keep this economy on track. 

Doing the right thing in 1993 meant a 
Deficit Reduction Act that brought 
down the Federal budget deficit in a se-
rious way. It was not fun to vote for 
that because it wasn’t politically 
smart to vote for that, and my party 
paid a significant price for passing it. I 
can recall—and I won’t mention 
names—I can recall those who stood up 
and said, ‘‘You pass this and this coun-
try will be in a recession.’’ ‘‘You pass 
this and this country will be in a de-
pression.’’ ‘‘You pass this and you will 
throw the economy completely off 
track.’’ 

We passed it. We indicated to the 
American people we were serious about 
reducing the deficit. Guess what? The 
American people took hope and con-
fidence from that, and the result is 
when you have confidence, you buy 
cars, houses, you make decisions about 
the future based on that confidence. 
When you lack confidence, you defer 
those purchases and you have an im-
pact on the economy that is negative. 
When you have confidence, you have an 
impact that is positive. I am pleased 
we did what we did in 1993, and the 
economy is better because of it. Infla-
tion is down, the deficit is down, unem-
ployment is down, economic growth is 
up. 
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So, in that context, while we balance 

the budget, or attempt to balance the 
budget, with a series of decisions now 
and attempt to provide some tax relief, 
the question today is, who will receive 
the relief? And we get these burden 
sharks that give us a vision of who gets 
the relief that is simply wrong. 

Again, I refer to the New York Times 
editorial. You can’t give us a descrip-
tion of who gets tax relief by leaving 
out the bulk of the tax relief that is 
going to go to the upper income folks. 

Let me finish on one additional 
point. One of my concerns about what 
we are doing is we will create a tax 
shelter industry if we go the totus- 
porcus route of capital gains. I believe 
very much that recreating the tax shel-
ter business in this country is 
unhealthy for America. 

Senator DASCHLE is proposing some-
thing that makes sense. Let’s measure 
against payroll taxes paid; let’s meas-
ure against that an ability to receive 
tax relief based on the refundable child 
care tax credit. That makes great sense 
to me. If we don’t make that child care 
tax credit refundable against payroll 
taxes paid, which are the taxes that 
have increased in recent years, then we 
will not have done working families a 
great favor with this bill. 

So I stand today and hope that col-
leagues will support the substitute of-
fered by Senator DASCHLE, cosponsored 
by myself and others. I think it is sub-
stantially more fair, and I think it sub-
stantially improves the tax relief bill 
the Senate is now considering. 

Mr. President, I know others wish to 
speak. I appreciate the courtesy of the 
Senator from Texas. My understanding 
was we were going back and forth, and 
I appreciate very much the courtesy of 
the Senator from Texas. 

I yield the floor. 
Mr. GRAMM. Mr. President, I yield 

myself 10 minutes. 
The PRESIDING OFFICER. The 

Chair recognizes the Senator from 
Texas for 10 minutes. 

Mr. GRAMM. Mr. President, this is 
not a debate about taxes, this is a de-
bate about class warfare. I do not un-
derstand how people can love jobs and 
yet hate the process that creates those 
jobs. If America is going to be saved, it 
is going to be saved at a profit, and I 
am not going to apologize for trying to 
provide incentives to create jobs, 
growth, and opportunity in America. 

We can stand here and shout back 
and forth with our colleagues who are 
saying, ‘‘Well, if you make $30,000 a 
year but you own your own home, if 
you rented your home, you would get 
another $8,000 of income, so you make 
$38,000. And if you own a life insurance 
policy, it is building up internally, and 
so while you think you are making 
$30,000, but you actually have $8,000 
from your home and another $6,000 
from your insurance policy, and your 
retirement is going up, and, really, you 
are making $45,000 a year—you only 
think you are making $30,000 a year, 
but really you are rich.’’ 

Let me tell you, I can cut through all 
that stuff. There is a simple code that 
if you understand, you will understand 
everything they are saying: If you pay 
taxes, then you are rich under the 
Democrats’ plan. 

Their basic program is very simple: 
Never cut taxes, because taxes are only 
imposed on rich people. Always raise 
taxes, because taxes are always im-
posed on rich people. So, as a result, 
they always want to raise taxes, but 
never want to cut them. 

It is interesting to note that the av-
erage tax burden on working Ameri-
cans today is at the highest level in the 
history of the United States of Amer-
ica. 

We have heard a lot of talk about 
their great bill in 1993. Might I remind 
my colleagues that the word then was 
that this bill only taxes rich people. 

Who were those rich people? Every-
body who buys gasoline. Who were 
those rich people? People on Social Se-
curity in the President’s original bill 
who made $25,000 a year, if you counted 
what they would get if they moved out 
of their own homes and rented it for in-
come. 

But, look, this is not a debate that is 
worthy of America. What we should be 
debating is, will this tax cut create 
jobs? Our objective should not be try-
ing to spread the misery or redistribute 
the wealth. It ought to be to try to cre-
ate wealth. 

We hear our colleagues say, ‘‘Can you 
believe that the tax cut before us does 
not cut taxes for the lowest 20 percent 
of all income earners in America?’’ Did 
you hear that? ‘‘This bill does not cut 
taxes for the lowest 20 percent of in-
come earners in America. How could 
that possibly be so?’’ Well, the reason 
it is possibly so is because the lowest 20 
percent of income earners in America 
pay no income tax. 

This is not a welfare bill. This is a 
tax-cut bill. 

The top 20 percent of income earners 
in America pay 78.9 percent of all the 
income taxes in America. The bottom 
40 percent, on balance, pay no income 
taxes at all. Is anybody surprised that 
the top 20 percent, who pay almost 80 
percent of the income taxes, will get a 
tax cut when you are cutting taxes and 
that the bottom 20 percent, who do not 
pay any income taxes, will not? Why is 
that supposed to be a revelation? Do we 
have to increase welfare every time we 
try to help working families? 

In the bill that is being proposed, we 
have yet another massive increase in a 
welfare program. It has a wonderful 
name, EITC, the earned-income tax 
credit. What it has become is an un-
earned-income tax credit. This is a pro-
gram which pays people who do not pay 
taxes but is called a tax cut. 

The last time taxpayers got a tax cut 
was in 1981. In 1981, the average amount 
we were giving away in EITC, this wel-
fare program the Democrats call a tax 
cut, was $285. Today, that average ben-
eficiary is getting $1,395. The average 
American who does not pay income 

taxes but who is getting an earned-in-
come tax credit to offset taxes—in 
many cases when they have no tax li-
ability—has had their subsidy increase 
from $285 a person to $1,395; while 
working families who do pay taxes 
have not gotten a dollar of tax cuts. In 
fact, their after-tax income has actu-
ally declined. 

Now we are here trying to give a $500 
tax credit per child for every working 
family in America, so that Americans 
who make $30,000 a year and have two 
children will be off the income tax 
rolls. What is the complaint from our 
Democratic colleagues? Their com-
plaint is that we are not giving money 
in our tax cut in large enough amounts 
to people who are not paying taxes. 

This is a tax-cut bill. This is not a 
welfare bill. 

We pass a lot of welfare bills around 
here—too many of them—but this is 
not one of them. This is a tax-cut bill. 
We should ignore all this malarkey 
about the bottom 20 percent not get-
ting any income tax cut, they do not 
pay any income taxes. 

Our colleagues have lamented the 
payroll tax. They claim that they are 
really worried about the payroll tax. 
Well on May 22, 1996, John ASHCROFT, 
the Senator from Missouri, offered an 
amendment to allow moderate-income 
people to deduct their payroll tax from 
their income in calculating their in-
come tax. 

Every person who has spoken in favor 
of this amendment, who has criticized 
the underlying bill for not giving tax 
cuts to people who do not pay income 
taxes, and who has lamented the pay-
roll tax—every one of them voted 
against Senator ASHCROFT when he 
tried to cut taxes for people who are 
paying big payroll taxes. 

Let me also say that all of those who 
I have heard today speak in favor of 
this amendment also supported the 
Clinton health care bill that would 
have raised the payroll tax by 8.9 per-
cent to pay for socialized medicine. Of 
course, today they are terribly upset 
about the payroll tax and they want to 
give income tax cuts to people who are 
not paying income tax. 

What is their program? Their pro-
gram is tax cuts for people who do not 
pay taxes, capital gains tax cuts for 
people who do not own capital. 

Our program is to cut taxes for peo-
ple who actually pay taxes. I am not 
going to apologize for the fact that 
when 20 percent of the people pay 80 
percent of the taxes, when you are 
going to do a tax cut, that 20 percent is 
going to get a bigger tax cut. 

Listening to all this talk, you would 
think that every year the tax burden is 
getting heavier and heavier on lower 
income people. It is not true. The tax 
system has become more progressive 
every day since Ronald Reagan became 
President. In fact, his tax cut made the 
system more progressive, as does our 
tax cut. 

We really should not even be talking 
about this because it just smacks of us 
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pitting one group of people against an-
other based on their income. Many of 
the people in the Senate today grew up 
in families that were low- or moderate- 
income families. You are not stuck 
being poor your whole life because your 
parents are poor. 

Neither of my parents graduated 
from high school, but they did not re-
sent people who made money, nor did 
they feel the Government should come 
along and take it away from somebody 
else to give it to them. 

Now, maybe this sells. Maybe this 
sells politically to say, ‘‘Twenty per-
cent of the income earners get no tax 
cut.’’ Maybe it sells. But remember, 
they do not pay any income taxes ei-
ther. 

This is a tax-cut bill. 
In 1993, taxes were increased by $250 

billion in the Clinton tax-increase bill. 
We are cutting it by $74 billion in our 
bill and 75 percent of it is going to fam-
ilies that make $75,000 a year or less. 
Maybe those families are rich to the 
Democrats. Maybe a working couple 
making $75,000 should be taxed into 
poverty. I do not think so. I want them 
to be able to keep more of what they 
earn. 

I thank the Chair for its indulgence. 
Mr. BINGAMAN addressed the Chair. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. BINGAMAN. Mr. President, I 

yield myself up to 10 minutes. 
The PRESIDING OFFICER. The Sen-

ator from New Mexico. 
Mr. BINGAMAN. Mr. President, I 

want to change the subject just slight-
ly in this debate and talk about a dif-
ferent aspect of why I believe the 
Democratic alternative being proposed 
here is preferable to the bill which was 
reported by the Finance Committee. 
That is because, as I see it, the Finance 
Committee bill has in it what have 
been referred to as fiscal ‘‘time 
bombs,’’ which would explode the size 
of the revenue loss as we move into the 
next century. 

Our bill, our alternative, the Demo-
cratic alternative, tries to eliminate 
those fiscal time bombs, and in doing 
so is more fiscally responsible for the 
long-term future of the country. 

Let me talk about that aspect of it 
slightly. I do so first with this chart 
that I have here. This chart shows tax 
cuts—the Senate bill; this is the bill we 
are debating and getting ready to vote 
on here either late tonight or tomor-
row—shows that the tax cuts in this 
Senate bill are heavily backloaded. 

What that means is that, although 
the budget agreement calls for $85 bil-
lion in tax cuts in the next 5 years, 
through the year 2002, it calls for $250 
billion in tax cuts up through the fol-
lowing 5 years, up to 2007, and if you 
take the next 10 years and look at what 
happens in that period so that you have 
the full 20-year period in mind, it goes 
to $830 billion in tax cuts and lost rev-
enue to the Treasury. That is what we 
mean by backloaded. 

You say, why are we losing that 
much revenue? What is there in this 

tax bill that is costing that much rev-
enue? Here are three of the main rea-
sons why we are losing that revenue. 

Of course, this chart only goes 
through the year 2007, but it shows 
that the alternative minimum tax, of 
course, the change there is losing $15 
billion, the change in the capital gains 
is losing $24 billion in this second 5- 
year period, and the change in the 
IRA’s is losing $45 billion. 

I want to talk a moment about the 
provisions in this bill related to IRA’s 
and how we are going about losing that 
much money. 

We are losing it primarily because of 
a provision in this bill that is called 
the IRA Plus—the IRA Plus. People 
need to understand a little bit about 
the IRA Plus. 

Mr. President, there are two kinds of 
IRA’s that are available to any of us 
today in America. One is a deductible 
IRA where you are able to deposit into 
your individual retirement account 
money before you pay tax on it. That is 
deductible money, deductible from 
your tax return. 

The other, of course, is a nondeduct-
ible IRA. You can deposit up to $2,000. 
If you do not use the deductible IRA, 
you can deposit up to $2,000 in a non-
deductible IRA. That is money that 
you have already paid tax on. 

You can have either under current 
law. 

Let me just talk a moment about the 
deductible IRA. Under current law, all 
taxpayers with incomes below $50,000— 
that is joint filers—so a family that 
earns less than $50,000 or reports in-
come of $50,000 may make a deductible 
contribution to an IRA. They can put 
up to $2,000 in an IRA every year with-
out paying tax on that money. That 
can be saved by them for their retire-
ment into the future. They do not have 
to take it out, do not have to begin 
taking it out until they are over 70 
years old. That is a very good benefit. 

All ratepayers who are not covered 
by an employer-sponsored plan may 
make deductible contributions regard-
less of their income level. So we are 
saying that if you are not covered by 
any kind of employer-sponsored plan, 
you can go ahead and deposit your 
$2,000, take the tax deduction under 
current law, and you are not penalized. 
This covers over 70 percent of all of 
those who are eligible, so that 70 per-
cent of the people filing tax returns 
today can take this $2,000 deductible 
contribution if they so choose. 

Under the proposals in this bill on de-
ductible IRA’s, all taxpayers then with 
incomes below $100,000—we are essen-
tially doubling or increasing by twice 
the income level for joint filers—and 
any family with an income up to 
$100,000 can make a deductible con-
tribution to an IRA. All taxpayers who 
are not covered by an employer-spon-
sored plan may make deductible con-
tributions regardless of the income 
level. 

The estimate here is that we are now 
talking, under the proposed bill, of 90 

percent of all taxpayers, 90 percent of 
all families will be eligible to make de-
ductible contributions. 

We are going next, Mr. President, to 
the real clincher in this so-called IRA 
Plus. 

An IRA Plus is a nondeductible IRA. 
It is not a deductible IRA. It is not the 
kind of IRA that is available to people 
who have $100,000 or less in income or 
who are covered by an employer-spon-
sored retirement plan. This is aimed 
primarily at those who earn over 
$100,000 in income and who have em-
ployer-sponsored retirement plans al-
ready. 

Current law says that you can go 
ahead and deposit your $2,000 each 
year. That money compounds, that 
money gains interest or capital gains 
of whatever kind until such time as 
you start drawing the money out, at 
which time you pay tax on it. 

The proposal in here, IRA Plus, says 
that not only can you have this, you 
can have it in a particularly attractive 
way. 

First of all, we are going to let you 
take any IRA you have now and con-
vert it into an IRA Plus if you want to 
and pay the tax that is due up to Janu-
ary 1, 1999. You have to pay it during 
the 5 years that it is covered by this 
budget plan so we can take full credit 
of those funds in deciding whether we 
have balanced the budget, but you can 
pay that, and then once you have set 
that up, the nondeductible IRA is no 
longer taxable. 

There is no tax owed when you real-
ize a gain. There is no tax owed when 
you distribute money out of that IRA. 
There is no tax owed when you spend 
the money. We are setting up essen-
tially, Mr. President, our own version 
of a Swiss savings account or a Swiss 
bank account. 

We have all read about people with 
lots of money who go to Switzerland 
and set up a bank account so they can 
avoid taxes that way. They will not 
have to do that anymore. They can just 
set up an IRA Plus, put money in 
there, and then any gain they realize 
on that for the rest of their life is not 
taxable. 

This is the only place in our tax law, 
as far as I know—I am not an expert on 
tax law—but as far as I know there is 
no place else in our tax law where we 
set up this kind of a provision, where 
we say if you put money in one of these 
accounts we will no longer charge you 
any tax on that or on the gains from 
that money for the rest of your life. 
This is what the IRA Plus is. This is 
why this bill is so heavily backloaded. 

Clearly, this is a fiscal time bomb. 
There is no other way to look at it. 
There is no justification, in my view, 
for us putting this kind of a benefit in 
for individuals who have over $100,000 
in income and who are also covered by 
another employer-sponsored retire-
ment plan. This is a provision which is 
not, as I understand it, in the House 
bill that is being considered on the 
House side. 
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I hope very much later in the debate 

today I can offer an amendment to try 
to strike this provision from our own 
bill. If we do strike this provision, we 
will deal with a great deal of the prob-
lem that exists in the Finance Com-
mittee bill in the backloading of this 
provision. It will be much more fiscally 
responsible to eliminate this provision, 
and clearly it will be fair to working 
Americans at all income levels. 

I still want all Americans to have the 
right to deposit the $2,000 after tax into 
an IRA, just as they can under present 
law. That is entirely appropriate. But 
they ought to have to pay tax on the 
earnings from that as they do today. 

Mr. President, I hope this amend-
ment is seriously considered when I do 
get a chance to offer it later in the 
evening. I also believe that the fact 
that we are eliminating this IRA Plus 
in the alternative that the Democrats 
are offering today is a major reason 
why I am planning to support that al-
ternative. 

I commend Senator DASCHLE for put-
ting it forward today, and I yield the 
floor. 

Mr. NICKLES. Mr. President, I yield 
myself 10 minutes. 

Mr. President, first, I wish to urge 
my colleagues to vote no on Senator 
DASCHLE’s substitute. I started to call 
it the Democratic substitute. I hope 
that is not the case. I really truly hope 
that is not the case, because we passed 
a bipartisan bill, one that had Demo-
crats and Republicans supporting it. 

For those people that are saying this 
bill that was passed is for the wealthy 
and so on, that is absolutely hogwash. 
This bill that we passed in the Finance 
Committee is very family friendly. The 
bulk of the benefits, over 80 percent of 
the benefits, are for families with kids 
and/or education. The child tax credit, 
for example, starts phasing out with 
families or individuals that have in-
comes above $75,000. Personally, I 
think it should be for all families, but 
we did not make it that way. I think 
we should make it for all families. 
Upper-income people will not get it. 

So this idea that we are just bene-
fiting upper-income people is abso-
lutely not true. Upper-income people, 
the highest-income people, do not get 
the family tax credit. Everybody else 
does. I think we should make it apply 
to everybody, but we didn’t. There are 
income limits on that. 

There are income limits on the edu-
cation tax incentives. They start phas-
ing out with individuals at $40,000 and 
couples at $80,000. A lot of times we 
will not be able to tell our constituents 
that everybody gets this. People with 
incomes up to $40,000 will get it if they 
are individuals or couples at $80,000, 
but above that they might not. We can-
not brag about this too much because 
not all Americans get the education in-
centive. Not all Americans get the 
child tax credit. I tell you, a lot more 
Americans will get these tax benefits 
under the package that is before the 
Senate, the bipartisan finance com-

pany, than under Senator DASCHLE’s 
alternative. 

Senator DASCHLE’s alternative is re-
distribution of wealth. It is not a tax 
cut for taxpayers. It is using the tax 
system so we can channel more money 
to people that do not pay taxes in the 
first place. It is kind of complicated be-
cause he says we want people to get the 
child care tax credit, and then we also 
want them to get the earned-income 
credit in addition to that. Wait, what 
is he doing? On the child care tax cred-
it, that is only $250. Ours is $500. Now, 
there is a little difference here. Ours is 
for $500, his is for $250. Ours apply to 
children up to age 18 and below age 13 
everybody gets $500. In Senator 
DASCHLE’s approach, they get $250. If 
they put it in an IRA, they get $350. 
That is the Government telling people 
what to do. Nobody gets any benefit 
under Senator DASCHLE’s proposal if 
they are between ages 13 and 18 until 
the next century—until the year 2000. 
That does not make a lot of sense. He 
says he has a child credit, but it is only 
$250; but if you are 14 years old, you do 
not get anything under their proposal. 

Why? Well, the reason why he did 
that is to have the credit be refund-
able. I urge my colleagues when they 
say tax ‘‘credit refundable,’’ really 
what they mean is we want to have a 
spending program. This is not a pro-
gram to cut taxes. It is a program for 
Uncle Sam to spend money through the 
tax credit. 

President Clinton likes this. There is 
a big increase in the so-called earned- 
income credit. I hope we change the 
name of that section of the Tax Code 
later on today or tomorrow. But they 
use that Tax Code as refundable tax 
credit to write people checks. 

My colleagues on the Democrat side 
said we want to give whatever child tax 
credit and earned-income credit on top 
of that so Uncle Sam can continue 
writing more checks. I ask unanimous 
consent to have printed in the RECORD 
at the conclusion of my statement, a 
chart showing how much the earned-in-
come credit has expanded in the last 
several years. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

(See exhibit 1.) 
Mr. NICKLES. In 1990, the maximum 

benefit was $953 for a family with 2 or 
more children. In 1993 it was $1,511. 
This year, the maximum benefit for 
two children is $3,680, and 90 percent of 
that is not a tax credit. It is Uncle Sam 
writing a check. It is not reducing 
somebody’s tax liability. In most cases 
these are not Federal income tax li-
abilities, but Uncle Sam writing a 
check. Somebody said that is to make 
up for payroll taxes. They pay Social 
Security taxes, yes, 7.65 percent, but 
the tax credit is 40 percent, far and 
above what they pay in Social Security 
taxes. 

I just mention to my colleagues, this 
is the welfare program, and our col-
leagues supporting Senator DASCHLE’s 
amendment want to expand it. They 

want to give a child care tax credit and 
expand the earned-income credit, give 
both, so they can say we are giving 
money to low-income people. The Tax 
Code should not be for redistribution of 
wealth. If we are going to have a tax 
cut, it should be for taxpayers. 

They say this plan that passed the 
Finance Committee is unfair because it 
advantages upper income. Absolutely 
false. Eighty-two percent of this pack-
age in the first 5 years falls to families 
with incomes less than $75,000 or 
$80,000; 75 percent of the whole package 
falls to families less than $75,000. 

Then a couple of comments, well, it 
benefits the wealthy. They do well be-
cause we have capital gains. Absolutely 
false. I ask unanimous consent to have 
printed in the RECORD another chart, 
showing the highest 10 percent of the 
taxpayers pay 47 percent of the tax. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

(See exhibit 2.) 
Mr. NICKLES. How much of the ben-

efit do they get out of this tax bill? 
The highest 10 percent pay almost half 
the tax. How much benefit do they get 
out of this bill: 13 percent. The highest 
1 percent, the wealthiest people in this 
country, what percentage of the tax do 
they pay? They pay 18 percent. How 
much benefit do they get out of this 
bill? They pay 18 percent. Of the total 
tax bill of this cup, the highest 1 per-
cent pay 18 percent of the total income 
tax. How much benefit do they get out 
of this bill: Two percent. Mr. President, 
the wealthy are not making away like 
bandits on this. 

This is a family-friendly tax bill. If 
one believes that we should put the 
majority of this money in to help fami-
lies, we have done it in the Finance 
Committee package. We have done it 
with the tax credit that says if you 
have 3 children you get $1,500 that you 
get to keep, that you get to save, and 
if you pay $1,500 in income tax, a little 
over $100 a month, you get to keep it. 
It is yours. You decide how to spend it. 
That is in the bill that passed the Fi-
nance Committee. 

You can go to your constituents, as 
long as their incomes are less than 
$75,000 and say, what is your income 
tax, look at your W–2. If you have two 
kids, that is $1,000 a year you get to 
keep. If you have four kids, that is 
$2,000 of your money that you get to 
keep. That is in our proposal. It is not 
in the Democrat proposal. Senator 
DASCHLE’s proposal is $250 for the first 
couple of years, $350 maybe if you put 
it into an IRA. 

Mr. President, there is no comparison 
between these two packages. Unfortu-
nately, Senator DASCHLE’s proposal is 
really redistribution of wealth. It is 
not a tax cut. The Finance Committee 
proposal that we have is not perfect, 
but at least it is very family friendly. 
The $500 tax credit is real. It will apply 
to all families up to incomes of $75,000, 
where we start phasing it out, $110,000 
for couples on the child tax credit. 

I urge my colleagues to reject the 
DASCHLE amendment, have bipartisan 
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support and overwhelmingly vote for 
passage of this bill and overwhelmingly 
reject another income redistribution 
scheme that is propagated by my col-
leagues on the other side. 

I might mention, as well, Mr. Presi-
dent, most of the people who have spo-
ken out in favor of Senator DASCHLE’s 
amendment, one, voted for the 1993 tax 
bill which was not a tax cut, it was a 
tax increase. They really have not been 
interested in tax cuts. They have been 
interested in tax increases. If you look 
at this proposal that they have, it is 
really trying to figure out how can we 
take more money from some people 
and give to somebody else. It is redis-
tribution. 

Mr. President, I urge my colleagues 
to vote no on their proposal and to sup-
port the proposal that was reported out 
of the Finance Committee. 

I yield the floor. 
EXHIBIT 1 

EARNED INCOME CREDIT—TWO OR MORE CHILDREN 
[Historical] 

Year Credit per-
cent 

Maximum 
credit 

Min. in-
come for 

max. credit 

Max. in-
come for 

max. credit 

Phaseout 
income 

1976 ..... 10.00 $400 4,000 $4,000 $8,000 
1977 ..... 10.00 400 4,000 4,000 8,000 
1978 ..... 10.00 400 4,000 4,000 8,000 
1979 ..... 10.00 500 5,000 6,000 10,000 
1980 ..... 10.00 500 5,000 6,000 10,000 
1981 ..... 10.00 500 5,000 6,000 10,000 
1982 ..... 10.00 500 5,000 6,000 10,000 
1983 ..... 10.00 500 5,000 6,000 10,000 
1984 ..... 10.00 500 5,000 6,000 10,000 
1985 ..... 11.00 550 5,000 6,500 11,000 
1986 ..... 11.00 550 5,000 6,500 11,000 
1987 ..... 14.00 851 6,080 6,920 15,432 
1988 ..... 14.00 874 6,240 9,840 18,576 
1989 ..... 14.00 910 6,500 10,240 19,340 
1990 ..... 14.00 953 6,810 10,730 20,264 
1991 ..... 17.30 1,235 7,140 11,250 21,250 
1992 ..... 18.40 1,384 7,520 11,840 22,370 
1993 ..... 19.50 1,511 7,750 12,200 23,049 
1994 ..... 30.00 2,528 8,425 11,000 25,296 
1995 ..... 36.00 3,110 8,640 11,290 26,673 
1996 ..... 40.00 3,564 8,910 11,630 28,553 
1997 ..... 40.00 3,680 9,200 12,010 29,484 
1998 ..... 40.00 3,804 9,510 12,420 30,483 
1999 ..... 40.00 3,932 9,830 12,840 31,510 
2000 ..... 40,00 4,058 10,140 13,240 32,499 
2001 ..... 40,00 4,184 10,460 13,660 33,527 
2002 ..... 40,00 4,320 10,800 14,100 34,613 

Source: Joint Committee on Taxation. 
Provided by Senator Don Nickles, 06/26/97. 

EXHIBIT 2 

DISTRIBUTIONAL EFFECTS OF FINANCE TAX BILL 

1997–2002 1997–2002 

Total Percent Cumm Percent 

CHANGE IN TEXES IN MILLIONS 
Income Category: 

Less than $10,000 ............. 73 ¥0 73 ¥0 
$10,000 to $20,000 ........... (6,408 ) 5 (6,335) 5 
$20,000 to 30,000 ............. (13,667 ) 11 (20,002) 15 
$30,000 to 40,000 ............. (22,241 ) 17 (42,243) 33 
$40,000 to 50,000 ............. (20,309 ) 16 (62,552) 48 
$50,000 to 75,000 ............. (39,676 ) 31 (102,228) 79 
$75,000 to 100,000 ........... (20,217 ) 16 (122,445) 94 
$100,000 to 200,000 ......... (5,386 ) 4 (127,831) 98 
$200,000 and over ............ (1,965 ) 2 (129,796) 100 

Total .......................... (129,800 ) 100 .................. ............

Income quintile: 
Lowest ................................ (539 ) 0 (539) 0 
Second ................................ (9,173 ) 7 (9,712) 7 
Third ................................... (29,261 ) 23 (38,973) 30 
Fourth ................................. (46,437 ) 36 (85,410) 66 
highest ............................... (44,390 ) 34 (129,800) 100 

Total .......................... (129,799 ) 100 .................. ............
Highest 10% ...................... (16,430 ) 13 .................. ............
Highest 5% ........................ (4,087 ) 3 .................. ............
Highest 1% ........................ (2,066 ) 2 .................. ............

TAX BURDEN IN BILLIONS 
Income Category: 

Less than $10,000 ............. 30 0 30 0 
$10,000 to $20,000 ........... 191 2 221 3 

DISTRIBUTIONAL EFFECTS OF FINANCE TAX BILL— 
Continued 

1997–2002 1997–2002 

Total Percent Cumm Percent 

$20,000 to $30,000 ........... 442 5 663 8 
$30,000 to $40,000 ........... 622 8 1,285 16 
$40,000 to $50,000 ........... 654 8 1,939 24 
$50,000 to $75,000 ........... 1,578 20 3,517 44 
$75,000 to $100,000 ......... 1,281 16 4,798 59 
$100,000 to $200,000 ....... 1,639 20 6,437 80 
$200,000 and over ............ 1,638 20 8,075 100 

Total .......................... 8,077 100 

Income Qunitile: 
Lowest ................................ 60 1 60 1 
Second ................................ 340 4 400 5 
Third ................................... 874 11 1,274 16 
Fourth ................................. 1,614 20 2,888 36 
Highest ............................... 5,190 64 8,078 100 

Total .......................... 8,077 100 .................. ............

Highest 10% ...................... 3,782 47 .................. ............
Highest 5% ........................ 2,756 34 .................. ............
Highest 1% ........................ 1,436 18 .................. ............

Mr. LAUTENBERG. Mr. President, I 
rise as a cosponsor of the Daschle 
amendment, which would provide sig-
nificant tax cuts for ordinary, middle- 
class families, without leading to ex-
ploding deficits in the future. 

Mr. President, throughout this Na-
tion, millions of middle-class families 
are struggling simply to live the Amer-
ican dream. They love their children, 
but they don’t see them very much. 
They work long hours. They’re trying 
to save for their retirement, and their 
kids’ education. But they’re having a 
hard time just paying their bills, and 
making ends meet. 

Mr. President, these are the people 
who most need tax relief. 

And yet, Mr. President, those are not 
the people who get the bulk of the re-
lief in the underlying bill, as reported 
by the Finance Committee. The com-
mittee’s bill provides more benefits to 
those in the top 1 percent of the popu-
lation than to the entire lower 60 per-
cent, combined. That’s not right. And 
this amendment would correct the 
problem. 

Mr. President, this amendment pro-
vides many of the same types of tax 
cuts that are included in the Repub-
lican plan. And the total amount of tax 
relief is roughly the same. But the pro-
visions are structured differently, to 
give most of the benefits to ordinary 
Americans. 

The Democratic alternative provides 
a $500 tax credit for children. But, un-
like the Republican version, it makes 
the credit available for working fami-
lies with little or no tax liability. 

The Democratic alternative provides 
significant tax relief to help Americans 
handle the costs of higher education. 
And it provides substantially more 
benefits for those attending lower-cost 
community colleges than the Repub-
lican legislation. 

The Democratic alternative would 
cut the capital gains tax rate. But, un-
like the Republican version, it gives 
most of its benefits to the middle class, 
not the very wealthy. 

The Democratic alternative also re-
duces estate taxes. But instead of lav-
ishing huge breaks on the heirs to mul-
timillion dollar estates, it focuses ben-
efits on small businesses. 

Mr. President, another advantage of 
the Democratic alternative is that it 
costs do not explode in the out years. 
The underlying bill has several provi-
sions the costs of which increase sub-
stantially in the future, such as the so- 
called backloaded IRA and capital 
gains breaks. This problem is addressed 
in the Democratic alternative, which is 
much more fiscally responsible. 

So, Mr. President, in many ways the 
Daschle amendment is a far superior 
alternative to the underlying bill, and 
I would urge my colleagues to support 
it. 

Mr. President, while I have the floor, 
I wanted to take just a few minutes to 
discuss the first reconciliation bill that 
the Senate approved yesterday. 

Mr. President, as one of the principal 
negotiators of the bipartisan budget 
agreement, it pained me to have to 
vote against the first reconciliation 
bill. Unfortunately, that bill went far 
beyond the bipartisan budget agree-
ment, to a point that I felt I could not 
support it in good conscience. 

I am especially concerned, Mr. Presi-
dent, that the first reconciliation bill 
includes substantial changes in Medi-
care—changes that have not been ade-
quately considered, and that could be 
very harmful to the program, and to 
the millions of Americans whose health 
will depend upon it in the future. 

For example, the bill would elimi-
nate Medicare coverage for individuals 
aged 65 and 66. Yet it provides no alter-
native for these people. This could 
leave millions of older Americans with-
out access to affordable health insur-
ance. And that’s not right. 

The bill also would encourage higher 
income beneficiaries to leave the pro-
gram, by completely eliminating all 
subsidies of their premiums. That 
could undermine Medicare’s universal 
support, and lead to a two-tier system 
in which sicker, less wealthy seniors 
would be forced to pay more for less. 
And that’s not right. 

Finally, the bill would create a sub-
stantial economic burden for many 
frail and sick elderly Americans, by es-
tablishing a new copayment for home 
health benefits. This copayment could 
cost up to $760 per year—a substantial 
percentage of many seniors’ income. 
And that copayment would come on 
top of an already substantial increase 
in premiums called for under the bill. 

Mr. President, that’s just not right. 
Mr. President, none of these provi-

sions was included in the bipartisan 
budget agreement. And none have real-
ly been seriously debated in the 105th 
Congress. The public has had little op-
portunity for input on this, and most 
Americans probably don’t even know 
what’s being considered in the Senate. 

Mr. President, let me make one thing 
clear. There is no question that we will 
have to make changes to the Medicare 
program as the baby boomers reach re-
tirement age. However, changes like 
these are too important to rush 
through Congress as part of a reconcili-
ation bill that must be considered 
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1 Tables in this article are not reproducible in the 
Congressional Record. 

under very expedited procedures. These 
are serious issues that deserve serious 
attention and public input. 

Mr. President, I am hopeful that the 
final version of the first reconciliation 
bill will not include most of these prob-
lematic provisions. The President, and 
many in the House of Representatives, 
share many of my concerns about the 
Medicare changes. And so I continue to 
hope that these provisions will be 
eliminated in the final version of the 
legislation, and that I will be able to 
support it. 

Mr. ABRAHAM. Mr. President, I have 
spoken previously about the problems 
associated with the Treasury Depart-
ment’s use of the concept called family 
economic income in assessing the dis-
tributional impact of the Taxpayer Re-
lief Act. Under this controversial ap-
proach, the Treasury Department arti-
ficially inflates income by adding to it 
the value of fringe benefits, retirement 
benefits, unrealized capital gains, and 
the imputed rent on homes. The effect 
of this is to make middle-income wage 
earners appear to be richer than they 
really are. So if you get a tax cut under 
the Taxpayer Relief Act, the Treasury 
Department classifies you as ‘‘rich.’’ 

Under normal methods of measuring 
income used by the Joint Committee 
on Taxation, the CBO, and most pri-
vate sector forecasters, this tax cut 
overwhelming by benefits middle-class 
families. Under this bill, 75 percent of 
the tax cut goes to people making 
$75,000 or less. And 82 percent of the tax 
relief goes directly to families with 
children. Those are the facts. 

Mr. President, I ask unanimous con-
sent that a study by economist Bruce 
Bartlett, which debunks the Treasury’s 
use of this flawed concept, be printed 
in the RECORD. 

There being no objection, the study 
was ordered to be printed in the 
RECORD, as follows: 
TREASURY’S DISTRIBUTION TABLES DON’T ADD 

UP 
(By Bruce Bartlett) 

One of the most important factors in eval-
uating tax legislation is the distributional 
impact of the tax changes. Toward this end, 
the Treasury Department and Congress’s 
Joint Committee on Taxation (JCT) produce 
tables 1 showing the effects of tax cuts and 
tax increases on people with different in-
comes. The purpose of these tables is to help 
give legislators a sense of how a given tax 
bill will actually affect the well-being of 
their constituents. As a result, distribu-
tional tables have enormous political impor-
tance and often are critical in determining 
both the size and shape of tax legislation. 

Unfortunately, the process of producing 
distributional tables is fraught with dif-
ficulty. There are serious conceptual prob-
lems in determining what is income, what is 
the appropriate tax unit for analysis, and the 
incidence of taxation. there are no clear-cut 
answers to these questions, and thus there is 
a great deal of arbitrariness in choosing 
what to include or exclude in putting to-
gether a distributional table. However, dif-
ferent assumptions can lead to wide dif-
ferences in how tax legislation appears to 

impact on taxpayers. These assumptions are 
seldom spelled out explicitly either to pol-
icymakers or the general public. 

In recent days, the Treasury Department 
has been highly critical of the tax bills being 
considered by Congress. The Treasury alleges 
that the benefits of the tax legislation ap-
proved by the House Ways and Means Com-
mittee and the Senate Finance Committee 
are skewed too heavily toward the rich and 
too little toward the poor. As Treasury Sec-
retary Bob Rubin told the House Ways and 
Means Committee Chairman Bill Archer on 
June 11: ‘‘We think this package dispropor-
tionately benefits the most well off in soci-
ety at the expense of working families.’’ Ac-
cording to the Treasury analysis, 67.9 per-
cent of the Ways and Means bill and 65.5 per-
cent of the Finance Committee bill would go 
to the richest 20 percent of families. 

There are serious problems with the Treas-
ury analysis, however, that cast grave doubt 
on its validity. Much of this relates to the 
concept of income as ordinary people under-
stand it, or even to the concept of income ev-
eryone uses on their tax returns. For this 
reason, the Treasury analysis offers a very 
misleading picture of how pending tax legis-
lation will actually impact on people. 

The basic concept of income most people 
are familiar with is Adjusted Gross Income 
(AGI), because that is what the Internal Rev-
enue Service uses to determine tax pay-
ments. AGI includes wages, salaries, taxable 
interest, dividends, alimony, realized capital 
gains, business income, pensions and other 
familiar forms of income. Treasury starts 
with AGI but adds to it many forms of in-
come that are not included on tax returns 
and that most taxpayers would not consider 
to be income at all. These include the fol-
lowing: 

Unreported income. This includes the in-
comes of people whose incomes are too low 
to require them to file tax returns as well as 
income that taxpayers fail to report. These 
adjustments increase AGI by about 13%. 

IRA and Keogh deductions. These are nor-
mally deducted from gross income before 
AGI is calculated. However, Treasury treats 
them as if they are not deductible. Treasury 
also counts as income the return to previous 
IRA and Keogh contributions that remain 
undistributed. 

Social Security and AFDC. For most tax-
payers, Social Security benefits are not tax-
able. However, Treasury treats everyone’s 
benefits as if they are taxable. AFDC (Aid to 
Families with Dependent Children) is the 
Federal Government’s principal welfare pro-
gram. It is also treated as if it is taxable in-
come. 

Fringe benefits. These include such things 
as employer-provided health benefits, life in-
surance and pensions that are presently tax- 
exempt. 

Tax-exempt interest. Most interest on mu-
nicipal bonds is free of federal income tax, 
however Treasury treats such income as if it 
were taxable. 

Imputed rent. This is the ‘‘income’’ home-
owners allegedly receive in the form of rent 
they pay to themselves. In other words, all 
taxpayers living in their own home are treat-
ed as if they were renters who rent out their 
home to someone else. 

Unrealized capital gains. Capital gains are 
only taxed when realized. But Treasury 
counts unrealized gains as if they were real-
ized annually. 

Retained earnings. Owners of corporate 
stock are assumed to receive 100% of cor-
porate profits, even though much of that 
profit is never paid out to them in the form 
of dividends but is retained by the corpora-
tion. 

The result of all these changes is to in-
crease AGI by about 50%. In other words, in 

the aggregate, all taxpayers are 50% richer 
than their tax returns say they are. The ef-
fect of this is to make many taxpayers of rel-
atively modest means appear to be rich in 
Treasury’s distribution table. For example, 
the number of taxpayers with incomes over 
$100,000 is three times higher under Treas-
ury’s definition of income than under the 
normal definition used on tax returns. 

Although FEI generally increases income 
far beyond what most taxpayers would rec-
ognize by including unfamiliar forms of in-
come, Treasury also excludes much income 
that taxpayers do find familiar. For example, 
pensions and dividends are not treated as in-
come. Since pension contributions and all 
corporate profits are already attributed to 
taxpayers, including pension and dividend 
payments as well would constitute double- 
counting. 

The effect of Treasury’s methodology is to 
make many people with very low incomes 
appear to pay a lot of taxes. For example, 
any retired person living on pensions and 
dividends pays taxes on such income cur-
rently. But under Treasury’s distribution 
table their income completely disappears. 
However, since their tax liability is un-
changed, they appear to be paying an ex-
tremely high effective tax rate when they ac-
tually are not. Thus FEI not only makes 
many people with modest incomes appear to 
be rich, it also makes many people with 
modest incomes appear to be poor. 

Another anomaly is that capital gains on 
corporate stock are excluded from income 
because all gains are assumed to result from 
retained earnings. Since such earnings are 
already attributed to shareholders, counting 
capital gains would constitute double-count-
ing. The problem is that when shareholders 
sell stock it may represent many years of 
earnings, leading to a large tax liability. The 
effect, is to make people realizing capital 
gains appear to be much more heavily taxed 
than they actually are. 

Finally, although Treasury includes im-
puted rent from homeowners, it does not 
make the same adjustment for those living 
in public housing. In fact, all non-cash wel-
fare benefits except food stamps are excluded 
from FEI. Yet such benefits are economi-
cally very significant. According to the Cen-
sus Bureau, in 1995 non-cash benefits reduced 
the number of people living in poverty from 
36.4 million to 27.2 million. The effect of ex-
cluding non-cash benefits from FEI is to 
make many poor people appear to be utterly 
destitute. 

Although Treasury’s unusual definition of 
income is the main reason why its distribu-
tion tables make the Ways & Means Com-
mittee and Finance Committee tax bills ap-
pear to largely benefit the rich, there are 
also other reasons. The most important is 
that Treasury assumes that the tax bill is 
fully effective in 1998. However, many provi-
sions of the tax legislation do not take effect 
for many years. This makes the tax cut ap-
pear much larger than it actually is. 

Thus Treasury’s distribution table is based 
on a tax cut of $71.2 billion in the case of the 
Ways & Means Committee bill and $60.8 bil-
lion in the case of the Finance Committee. 
Yet according to the JCT, the Finance Com-
mittee bill would actually increase federal 
revenue slightly in 1998. Even in the year 
2007, when the tax cut is fully phased-in, it 
would only lower federal revenues by $40.2 
billion. Thus Treasury’s distribution table 
implies a tax cut between 50% and 100% larg-
er than it actually is. 

A major reason for this anomaly is capital 
gains. Under current law, capital gains are 
only taxed when realized. But Treasury as-
sumes that all capital gains, even those that 
are unrealized, should be taxed annually. 
Thus any reduction in the capital gains tax 
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rate automatically reduces federal revenue, 
regardless of its effect on realizations and 
actual government receipts. 

However, experience shows that capital 
gains realization are highly sensitive to 
changes in the capital gains tax rate. Reduc-
tions in the tax in 1978 and 1981, as well as 
the rate increase in 1996, had enormous ef-
fects on realizations and, hence, revenues. 
Even Treasury admits that lowering the cap-
ital gains tax rate, as proposed by both con-
gressional tax bills, would temporarily in-
crease federal revenue by increasing capital 
gains realizations. Yet despite the fact that 
actual federal revenues rise, Treasury’s dis-
tribution table still shows owners of capital 
assets getting a big tax cut. In effect, Treas-
ury assumes that all capital gains—including 
those induced by the lower tax rate—would 
have been realized anyway. 

The JCT uses this same methodology, 
which has the effect of making those paying 
more in capital gains taxes appear to be pay-
ing less. Professor Michael Graetz of Yale 
Law School has been very critical of this 
methodology. He points out that in 1990 the 
JCT’s distribution table showed President 
Bush’s proposed cut in the capital gains tax 
giving taxpayers a $15.9 billion tax cut, al-
though its own estimate showed that federal 
revenues would be lower by at most $4.3 bil-
lion. Based on this contradiction, Graetz 
constructed the chart shown in Figure II. As 
one can see, those with incomes about 
$200,000 appear to be getting a tax cut four 
times larger than their actual reduction in 
tax liability could possibly be. 

In short, Treasury’s distribution tables 
bear no relationship to reality. While they 
may serve some purely academic purpose, 
they fail to convey to policymakers any 
sense of how real people are actually affected 
by proposed tax changes. They make some 
people appear to be much wealthier than 
they actually are and others poorer. Any or-
dinary persons looking at one of these tables 
will have no real idea of where they them-
selves stand, and will have a very distorted 
picture of how the proposed tax changes will 
affect them. 

Professor Graetz believes that the method-
ology for creating distribution tables is so 
deeply flawed that they should be abandoned 
altogether during the legislative process. As 
he writes, ‘‘The information transmitted to 
policymakers through the current practice 
of producing distributional tables is simply 
bad information.’’ Instead, it would be better 
to stick to known concepts of income, such 
as AGI, that taxpayers are familiar with and 
produce illustrative examples of how tax-
payers in different circumstances will fare 
under proposed tax changes. This will at 
least convey an accurate picture of how such 
changes will affect specific taxpayers. If dis-
tributional tables are produced, it should 
only be after the fact, showing the true im-
pact of a tax change on actual taxpayers. 

Another reason to abandon distributional 
tables because they have a tendency to domi-
nate the tax legislative process to the exclu-
sion of everything else. Sound principles of 
tax policy are routinely cast aside, the im-
pact of taxes on the economy gets short 
shrift, and the tax code is made even more 
complex just to make the tables look right. 

A good example of this is the Earned In-
come Tax Credit (EITC). The ETIC gives low- 
income workers a credit against their taxes 
of up to $3,556. However, if their actual in-
come tax liability is less than this, they get 
a refund of the difference. Thus if a worker 
qualifies for $2,000 in EITC but only owes $800 
in taxes, she get a check from the Treasury 
for $1,200. 

This year the EITC is expected to cost the 
federal government $26 billion. Of this 
amount only $3.6 billion actually offset peo-

ples’ tax liability. The rest, $22.4 billion, will 
be ‘‘refunded’’ to taxpayers who have no tax 
liability and get a check from the govern-
ment instead. In other words, although it is 
a provision of the tax law, the EITC essen-
tially is a welfare spending program. 

Although it is in fact a spending program, 
the EITC is important for tax policy because 
it allows politicians to say they are cutting 
taxes for the poor even though they pay no 
taxes. Indeed, some Democrats are in effect 
now trying to expand the EITC so that even 
more people will get government checks 
from the program. The way they propose to 
do this is by saying that taxpayers will be al-
lowed to use the proposed child credit before 
calculating the EITC. 

Under the Republican tax bill, all families 
with children would receive a credit against 
their income taxes of up to $500 per child. 
However, the credit would not be refundable. 
Families owing no taxes due to the EITC or 
other tax provisions would not be able to use 
the credit because they have no liability to 
offset. Under the Democrats’ plan, if a fam-
ily uses the child credit to eliminate their 
income tax liability before calculating the 
EITC, they will get a larger EITC check from 
the government. 

Since those with low incomes pay no in-
come taxes to begin with, the only way they 
can get a tax cut is by making it refundable. 
That is why the Democrats appear to offer a 
bigger tax cut to those with low incomes. 

Republicans respond that expanding the 
number of people getting a check from the 
government is no way to conduct tax policy. 
They are right. But the bigger problem is the 
obsession with the distributional effects of 
tax legislation, to the exclusion of all other 
considerations. 

In conclusion, the debate over the distribu-
tional effects of Congress’s proposed tax cut 
is highly misleading. Because the measure of 
income and which Treasury’s distribution ta-
bles are based has no relation to the average 
person’s concept of income—or the IRS’s— 
many of the ‘‘rich’’ are in fact people with 
middle incomes, as are many of those who 
appear to be ‘‘poor’’ in its analysis. This in-
sofar as they purport to tell taxpayers how 
the tax bills would actually affect them, 
they are utterly worthless. 

Mr. DODD. Mr. President, I rise 
today in support of the Daschle alter-
native tax cut amendment. First, let 
me commend the Finance Committee 
on the job it’s done. Chairman ROTH 
and Senator MOYNIHAN should be com-
mended for their efforts to craft a bi-
partisan bill, something that the other 
body failed to achieve in their tax-writ-
ing committee. 

Clearly, the Finance bill is better 
than the bill offered in the House in 
several respects. However, I believe we 
can do better, and we must do better to 
assist America’s working families. And 
that is what the Daschle substitute is 
all about. It offers families fair and eq-
uitable tax relief. 

And let’s be honest: even in the midst 
of the strongest economic recovery of 
the century, many families at the 
lower income levels are still strug-
gling. They worry about job security, 
pensions, meeting the costs of higher 
education, and finding good quality 
child care. Appropriate, targeted tax 
relief for these families can help them 
meet these challenges. 

The House and Senate bills, regret-
tably, shower most of their tax cut 
benefits not on working families, but 

on those who least need relief. They 
deny relief to taxpayers and small busi-
nesses in the middle and at the bottom 
of the income scale. The Finance Com-
mittee bill grants 65 percent of its tax 
cuts on the wealthiest 20 percent of the 
population. 

Mr. President, the Daschle amend-
ment seeks to right these wrongs by 
bringing relief to working Americans 
and small businesses. Unlike the com-
peting proposals, the DASCHLE amend-
ment promotes fairness and puts work-
ing families first. In contrast to the Fi-
nance Committee bill, our amendment 
provides 65 percent of tax relief not to 
the most affluent 20 percent, but to the 
middle 60 percent. That’s about twice 
as much tax relief for the middle class 
as the Republican Finance Committee 
proposal. 

Under the Daschle amendment, the 
affluent would get their fair share of 
the tax cuts, but no more. The top 1 
percent of taxpayers would only re-
ceive 1 percent of the tax cut, com-
pared to the Archer and Roth proposals 
which give 19 percent and 13 percent, 
respectively, of their tax cut to the top 
1 percent of income earners. 

But fundamentally this debate isn’t 
about statistics. It’s about meeting 
vital family needs and providing addi-
tional resources to meet the many 
challenges they face. The Daschle 
amendment strengthens families and 
puts working families first. It provides 
payroll tax relief by making the child 
tax credit refundable against all pay-
roll taxes, not just income taxes. An 
average family of four earning $35,000 
pays $2,700 in income taxes, and an-
other $5,300 in payroll taxes. These are 
the families who desperately need tax 
relief, and these are the families who 
would benefit from the Daschle amend-
ment. This provision alone would ex-
tend the child tax credit to 10 million 
more children and families. 

The House Ways and Means and the 
Senate Finance bills deny credit to 
many working families. Families mak-
ing less than $25,000 would receive no 
credit due to their negligible income 
tax liability. Further, these bills would 
cut the child credit for families quali-
fying for the Earned Income Tax Cred-
it. 

There are few issues more critical to 
American families than education. The 
Daschle amendment recognizes this 
and provides $10 billion more in edu-
cation benefits to working American 
families. The Daschle amendment pro-
vides more for school construction, 
more for Pell grant recipients, and 
more for tax credits for families to 
send their children to college. The 
Ways and Means and Finance bills pro-
vide less—less for school construction, 
less for Pell Grant recipients, and less 
for tax credits for families to send 
their children to college. I think we 
can all agree that unless we tap and 
nurture the talents and energies of all 
our people, we won’t be able to meet 
the challenges of the 21st century. 

The Daschle amendment also offers 
fair and equitable relief to middle class 
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investors, small businesses, and family 
farms. Under the Daschle amendment, 
all investors would get the same 30 per-
cent capital gains break that the top 1 
percent of income earners already 
have. This proposal cuts the capital 
gains rate nearly twice as deeply for 
most small businesses and provides 
much needed relief. 

Under the Ways and Means and Fi-
nance bills, however, primarily the 
wealthiest taxpayers would reap the 
benefits of an across-the-board capital 
gains tax cut. For example, a person 
who makes $45,000 would receive an av-
erage capital gains tax cut of $255, 
while one who makes $200,000 or more 
would receive an average cut of $11,520. 
Clearly, these bills are skewed to ben-
efit the wealthiest income earners and 
disadvantage those who most need tax 
relief—working families. 

Further, the Democratic alternative 
targets all estate tax cuts to family 
businesses and family farms, in an ef-
fort to relieve the tax burden felt by 
many. Again, however, the Ways and 
Means and Finance bills favor the 
wealthy by providing $35 billion in es-
tate tax cuts to the wealthiest 1.4 per-
cent of estate owners. Clearly, Mr. 
President, we must do better to bring 
relief to a much larger percentage of 
estate owners in America. 

Finally, Mr. President, in the midst 
of providing tax relief that is fair and 
equitable, it is imperative that we not 
lose sight of our obligation to enact 
legislation that is fiscally responsible. 
The Daschle amendment allows us to 
maintain the fiscal discipline we have 
worked so hard to achieve in recent 
years, dating back to the wise deci-
sions we made in 1993. 

The Finance Committee bill is heav-
ily backloaded. The Joint Tax Com-
mittee estimates that the cost of that 
measure will explode in the out years, 
costing $830 billion by the year 2017. I 
have grave concerns about facing the 
prospect of losing some $830 billion in 
revenue. And that is why I offered an 
amendment during the budget rec-
onciliation negotiations which de-
manded that we adhere to our budget 
agreement in which we agreed to a net 
tax cut of $85 billion through 2002, and 
not more than $250 billion through 2007. 

Mr. President, we must be committed 
to preserving the integrity of the bal-
anced budget agreement and adopt a 
tax package that is fair and respon-
sible. The American people will not be 
served by a budget that reaches bal-
ance briefly in 2002 and then veers back 
out of balance afterward. The Daschle 
amendment balances the budget by the 
year 2002, and does not threaten to 
push the budget out of balance beyond 
2002. 

Mr. President, Senator DASCHLE’s al-
ternative plan is fair, it puts families 
first, and it stimulates jobs and 
growth. And not least, it is not a tick-
ing time bomb that threatens to push 
the budget out of balance, blowing a 
hole in the deficit in later years. And 
that, Mr. President, is why I urge my 

colleagues to support this fair, equi-
table, and modest measure. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. WELLSTONE. Mr. President, I 
yield myself 15 minutes. I say to my 
colleagues I will probably take 10 min-
utes. 

How much time remains? 
The PRESIDING OFFICER. Fifteen 

minutes and thirty seconds. 
Mr. WELLSTONE. Mr. President, I 

will try and take 71⁄2 minutes and leave 
71⁄2 minutes for my colleague. 

Mr. President, I have more than 
enough to say but just in response to 
my good friend from Oklahoma, there 
was a quote—and maybe this is the 
same argument he is making—from 
Speaker GINGRICH, ‘‘When you take out 
billions of dollars in tax cuts for work-
ing people and put in billions of dollars 
for people who pay no taxes, that’s in-
creasing welfare spending.’’ We are 
talking about the child credit. 

Mr. President, let me just remind the 
Speaker and my good friend from Okla-
homa, looking at CBO numbers, this is 
the percentage of working families who 
would not be eligible for the majority 
party’s child tax credit, whose payroll 
taxes exceed their income taxes. The 
bottom fifth, 0 to $21,700, 99.6 percent; 
second fifth, $21,000 to $41,000, 97 per-
cent. 

There are a lot of working families in 
the State of Minnesota and all across 
this country who are not going to be 
eligible for this child tax credit who 
pay payroll taxes, who work hard, pay 
taxes, and are, quite frankly, resentful 
of this argument that is being made. 
As a Senator who represents those fam-
ilies, I am especially resentful of such 
an argument. 

I only need to know one thing about 
this tax proposal, this reconciliation 
bill. In the State of Minnesota, the tax 
bill excludes 41 percent of the children. 
Mr. President, 607,463 children of the 
1.5 million children in Minnesota would 
not receive a benefit from the child tax 
credit. I repeat, 607,000 children of 1.5 
million children will not receive the 
benefit of the child tax credit. Those 
are working families. 

I say to Democrats, every Democrat, 
every single Democrat, and as many 
Republicans as possible, ought to be 
out here advocating and fighting for 
those families. It is outrageous to 
make the argument that they do not 
pay any taxes or they are ‘‘just on wel-
fare.’’ Absolutely outrageous. 

Mr. President, you have heard the 
figures presented out here so I do not 
need to go through that again except 
to say I am telling you, in the cafes in 
Minnesota, when people get a close 
look at this reconciliation bill they are 
going to be amazed. 

They are going to be really teed off 
because they are going to say, wait a 
minute, I thought there was going to 
be tax relief for us, the small business 
people, and us, working families. They 
are going to find out that the lion’s 
share of the benefits go to the very top, 

the folks that are the CEO’s, the multi-
national corporations who are raking 
in, on the average, $3 million a year. 

You know, Mr. President, I some-
times think that my colleagues believe 
that if you make $100,000 a year, you 
are middle class. I would be surprised if 
more than 10 percent of the people in 
this country make over $100,000 a year. 
What about these working families? 

Well, we have a proposal here that 
targets these tax benefits to working 
families, to small businesses, to family 
farmers. I am telling you, this is one of 
these moments where the differences 
between the two parties make a dif-
ference. My gosh, I think a lot of peo-
ple in Minnesota are scratching their 
heads and saying: Has there been a hos-
tile takeover of the Government proc-
ess in Washington, DC? We have been 
hearing about all this money in elec-
tions, and we are now starting to be-
lieve that the only folks that sit down 
at the bargaining table and get their 
way are people who have the economic 
resources, because we sure are getting 
the short end of the stick. 

And they are right. I hope we will get 
a huge vote for this alternative. 

Mr. President, let me just summarize 
a couple of amendments. How much 
time do I have left? 

The PRESIDING OFFICER (Mr. 
KEMPTHORNE). There are 10 minutes, 14 
seconds remaining on the amendment. 

Mr. WELLSTONE. I have about 3 
minutes, I guess. Let me just mention 
a couple of amendments that fit in 
with this whole idea of tax fairness. 

One amendment that I hope to do, 
with Democrats and Republicans, is to 
make sure we take the HOPE scholar-
ship program and make these tax cred-
its refundable. It is the same issue. 
Think about the community college 
students; many are older, going back 
to school and with children. If we want 
to make sure that we are really pro-
viding help to them—they are not 
going to be able to take advantage of 
this $1,500 because they are not going 
to have that liability. If we want high-
er education to be affordable for many 
of these working families, we simply 
have to do that. A higher education is 
so important to how our children and 
grandchildren will do that I hope we 
will be able to pass that amendment. 

The second amendment that I want 
and hope to do with Senator BUMPERS 
takes the tax cuts and puts it into a 
Pell grant program. We simply make 
the Pell grant $7,000 a year, and that is 
the most efficient, effective way of 
making sure that higher education is 
affordable. 

The third amendment I want to men-
tion is the amendment I want to do 
with Senator CAROL MOSELEY-BRAUN, 
which has to do with tax credits and, 
again, for school infrastructure. I say, 
what are we doing with all of these tax 
benefits mainly going to wealthy peo-
ple and we are not investing 1 cent into 
rebuilding rotting schools across Amer-
ica? What kind of distorted priorities 
are out here? 
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Finally, I want to mention—in case I 

don’t have a chance later on as we run 
out of time—that I have an amendment 
I think is real interesting, which goes 
like this. If you have a company—and 
please remember that average wages 
rose 3 percent in 1996. Salaries and bo-
nuses of American CEOs rose 39 percent 
to $2.3 million. So what I say to a com-
pany is: Look, if you want to pay your 
CEO over 25 times what the lowest 
wage worker makes, go ahead and do 
it, go ahead and do it. Right now, we 
say you can do it up to a million dol-
lars. But don’t do it on the Govern-
ment’s tax tab. You can pay your CEO 
anything you want to, but when it is 
above 25 times what the lowest wage 
worker makes, you don’t get any tax 
breaks for doing that, just as we don’t 
end up getting tax breaks when some-
one mows our lawn. We don’t get to de-
duct that. What are we doing here, if 
we are talking about fairness? 

Well, Mr. President, the differences 
make a difference. This is an out-
rageous argument that working fami-
lies paying a payroll tax are only re-
ceiving welfare payments. This is an 
outrageous proposition that over 
600,000 children are not going to benefit 
in the State of Minnesota from this tax 
credit. We are talking about a tax bill 
out here that provides the lion’s share 
of benefits to those people least in need 
of the assistance. 

Mr. President, there is no reason in 
the world for Senators to be quiet on 
this issue. I hope we get a very strong 
vote for our amendment. I yield the 
rest of my time to the Senator from— 

Mr. ROTH. Mr. President— 
Mr. WELLSTONE. Are we going to 

rotate? 
Mr. ROTH. That is correct. 
Mr. President, I yield 7 minutes to 

the distinguished Senator from Mon-
tana. 

The PRESIDING OFFICER. The Sen-
ator from Montana is recognized for 7 
minutes. 

Mr. BAUCUS. Mr. President, in the 
last couple of hours, in my judgment, 
this debate has turned into a rather 
partisan matter, with Republicans lin-
ing up on one side and Democrats lin-
ing up on the other. That is fine. I 
mean, each Senator has his right to 
say what he or she thinks. That is why 
we all ran for office and why we are 
here doing our very best for our con-
stituents. 

But I also think that our people at 
home want us to, as much as possible, 
work together. Sure, some of us have 
differences, but, as much as possible, 
they want us to work together for the 
best interests of the American people. 
That, I think, is why the President 
worked with the Congress to try to 
fashion, and did fashion, a budget 
agreement—an agreement which will 
reduce the budget deficit by the year 
2002; an agreement which contains pro-
visions that the President, the chief 
Democrat in our country, wanted; and 
provisions which the Republican lead-
ership in the Congress wanted. It is not 

the best agreement in the world, but 
we are a democracy and democracies 
sometimes are messy and uneven. But 
it was a pretty good agreement, by 
most Americans’ standards. 

The House then attempted to put to-
gether its portion of the agreement. I 
might say that the Ways and Means 
Committee got pretty partisan. Demo-
crats on the Ways and Means Com-
mittee fought vociferously with Repub-
licans on Ways and Means. But the Re-
publicans have a majority of the votes, 
so they won. Democrats lost, and from 
the Democrats’ point of view, the bill 
that came out of House Ways and 
Means Committee is a pretty bad bill. 

I take my hat off to the chairman of 
our Finance Committee and our rank-
ing member. The chairman of our com-
mittee took a different tack. His view 
is to work together. The chairman of 
the Finance Committee, the Senator 
from Delaware, Senator ROTH—I have 
never seen anyone as fair with both 
sides of the aisle, in trying to come to-
gether with a solid agreement that 
made sense, near unanimous sense, to 
the members of that committee. It is 
wonderful. I have served with other 
chairmen of the Finance Committee. I 
know Senator MOYNIHAN knows of 
when I speak. Sometimes that did not 
happen in other Congresses. In other 
Congresses, sometimes it was all Re-
publicans this and all Democrats that. 
When the other side has the votes, you 
can make a statement, but you lose. 

In this case, Chairman ROTH worked 
with the Democratic side of the aisle, 
and, as a consequence, we came up with 
a lot better bill—better, I say, than 
what is produced in the House pursuant 
to the budget agreement, agreed to by 
the President and congressional leader-
ship. Why is it better? It is better be-
cause he worked with us. It is also bet-
ter for these reasons: It has a cigarette 
tax, which I think most Americans 
want; it gave a big chunk of dollars to 
child care, to health insurance, which 
people want in this country; there is a 
big emphasis on education, which I 
think most people in this country 
want. 

There are many provisions which are 
very good. Now, in return for Chairman 
ROTH working so hard with Senator 
MOYNIHAN to put an agreement to-
gether, Chairman ROTH asked a very 
reasonable question with respect to six 
key points, in the final hours of put-
ting this bill together. The six key 
points, very simply, dealt with a ticket 
tax, cigarette tax, with unified credit, 
and there are a couple others. But 
there are six key points. He asked us, 
would all the members of the com-
mittee agree to support that agree-
ment? He asked for a show of hands. 
Every hand went up. Every member of 
the committee raised his hand to sup-
port the agreement. 

Now, here we are on the floor today, 
Thursday afternoon, and my party 
leader has come up with a very good 
substitute. In many respects, I think it 
is better than the bill that came out of 

the committee. But I made an agree-
ment. I pledged my honor to support 
the six terms that Senator ROTH asked 
us to support, so that we would come 
up with a better bipartisan bill. That is 
not to say I support or am bound to 
support every provision of the bill. But 
with respect to those six key points, I 
feel duty-bound to honor that commit-
ment, and I will do so here today. 

Now, if we could find a Democratic 
substitute which did not contravene 
any of those six points, I would prob-
ably support it. But the substitute be-
fore us does contravene those six 
points. I feel, as a matter of honor, 
that I cannot support the Democratic 
substitute. 

I must say that the bill before us— 
the Finance Committee bill—is not 
that bad. Remember, we are operating 
under the agreement that the Presi-
dent and congressional leadership 
agreed to. Given those parameters, this 
is not that bad a bill. It reduces the 
budget deficit, it does reduce taxes, it 
gives a child tax credit, it helps edu-
cation, and it is good—not perfect, but 
it is good. 

Now, on down the road, we will have 
opportunities to still improve upon the 
bill. The President, after all, has the 
authority to sign or not sign the bill. I 
very much pledge to work with all 
Members of Congress, with my con-
stituents at home, and with the Presi-
dent and the conferees, whoever they 
may be, to keep improving upon this 
bill. 

I must say, Mr. President, that this 
is a very difficult position to take be-
cause I do not like to be taking a posi-
tion contrary to the leader of my 
party. But I do believe that it is the 
right position to take. After all, we are 
elected to do what’s right. In my judg-
ment, what is right is to support the 
agreement I reached with the chairman 
of the committee and also work to con-
tinue to improve upon this bill as it 
reaches different stages of this 
progress. I, therefore, will not vote for 
the substitute. 

Mr. MOYNIHAN. Mr. President, I 
yield myself 2 minutes to say to the 
Senator from Montana that his was an 
immensely honorable and accurate 
statement. You raised your hand, as 
did we all, for $24 billion of child 
health. I have been 21 years on the Fi-
nance Committee and there has never 
been such a moment or such a provi-
sion. And that happened in a com-
promise in which the Republican ma-
jority agreed to a large tax increase we 
could use for the child health care. 

Senator ROTH was remarkable 
throughout, and no words of praise are 
too great. In our world, your word is all 
you have. We gave our word. I think we 
did it responsibly and I think we will 
be seen to have done such. 

Mr. BAUCUS. If the Senator will 
yield for 30 seconds, the choice we had 
in the Finance Committee was to ei-
ther work with the chairman for a bet-
ter bill or not work with the chairman 
and make a statement and get a worse 
bill. 
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Mr. MOYNIHAN. Precisely. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. NICKLES addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Oklahoma. 
Mr. NICKLES. Mr. President, I wish 

to compliment my colleague from Mon-
tana for his statement. I will yield the 
Senator from Missouri 5 minutes. 

Mr. KENNEDY. Mr. President, I 
thought we were rotating between 
those who supported and those who op-
posed. If I am correct, the Senator just 
spoke on the Democratic side in sup-
port of the Republican position. Are we 
rotating? 

Mr. MOYNIHAN. Mr. President, the 
Senator from Massachusetts is correct. 
That is fine. 

The PRESIDING OFFICER. The Sen-
ator from Massachusetts is recognized. 

Mr. KENNEDY. Mr. President, I yield 
myself the 71⁄2 minutes that remain. 

The PRESIDING OFFICER. The Sen-
ator may proceed. 

Mr. KENNEDY. Mr. President, I wish 
my good friend and colleague from 
Montana had been on our side, and it 
would have been appropriate, obvi-
ously, for the other side to move ahead. 
But he made his decision and made his 
presentation, and now I would like to 
respond. 

Mr. President, I will have the oppor-
tunity later on this evening to talk 
about really where we are in terms of 
the child care program. 

The fact of the matter is that $16 bil-
lion that was put in the bill was sug-
gested by the administration’s proposal 
which had a $14 billion cut. The Fi-
nance Committee added $8 billion. I 
commend my colleague and friend, 
Senator HATCH, for making that effort 
and for making that fight. Without his 
efforts, that would not have taken 
place. So we are farther down the road 
than we were prior to the time of that 
particular markup. 

But the fact of the matter is—and 
later on this evening I will have a 
chance to talk about where we really 
are in terms of the funding that has 
been allocated for children and the 
number of children that still remain. I 
find it interesting that this provision 
that the members of the Finance Com-
mittee took and accepted deals with 
accelerated depreciation, deals with 
airline tickets, a small amount of 
EITC, and the child care. I find it inter-
esting that the Finance Committee was 
willing to accept the cigarette tax but 
use it for those non-child-related 
issues, even though the Republican 
leadership had opposed our cigarette 
tax. 

I tried, with all respect, to under-
stand this enormous sense of unity and 
deep moral commitment to this par-
ticular proposal when on its face it is 
difficult to really understand, given 
the fact that the originators of the to-
bacco tax were those Senators—Sen-
ator HATCH and myself—devoted to-
ward addressing the needs of children 
in this country, the sons and daughters 

of working families who can’t afford it. 
We got a part of it. But evidently the 
members of the Finance Committee 
swore in blood that depreciation on 
buildings as well as airline tickets was 
basically more important than the 
children. I am always interested in why 
that should be such a high moral issue 
and purpose. I have difficulty in under-
standing it. 

But, Mr. President, the issue today 
with the particular recommendation 
before the Senate is whether this pro-
posal really meets the test of fairness 
for all Americans. That should be the 
test. Will this really be fair to the tax-
payers in this country, or are we tip-
ping the scales in a very important and 
special way to the wealthier individ-
uals and corporations of this country? 

Senator DASCHLE has taken an enor-
mous amount of time and painstaking 
diligence to fashion a proposal that 
fundamentally meets the agreement 
that was reached with the President in 
terms of what would be the tax adjust-
ments. Senator DASCHLE has put for-
ward a proposal that will be much fair-
er for all Americans. 

We sometimes rail in this body about 
how the particular proposal really is 
fairer and more just, but I do think in 
any fair examination the overwhelming 
evidence shows that the proposal of 
Senator DASCHLE is fairer to the work-
ing families of this country, and deci-
sively so. This should to be the test. 

It is interesting, as we come closer 
and closer to the final conclusion, that 
the overwhelming majority of Ameri-
cans understand this. Even prior to 
this debate on the various surveys— 
and I just saw this morning on the 
early morning shows—the American 
people understand the difference. They 
have not seen this debate or heard 
about this debate. They are out there 
working even while we are in the de-
bate and discussion. But they under-
stand fundamentally who is going to be 
on their side and who is going to be on 
the side of the working families. They 
are correct. 

Senator DASCHLE, I believe, deserves 
great credit for his leadership in offer-
ing to the Senate a proposal that is 
fairer for working families and for 
many Americans who have in too many 
instances been left out farther and far-
ther behind in the period of the last 20 
years. Sixty or sixty-five percent of 
Americans are farther behind and are 
working harder. Their family members 
are working harder, and they are work-
ing longer in terms of total hours of 
the week, in terms of families and just 
being able to keep their heads above 
water. The reason is the increase in the 
payroll taxes they have been paying, as 
described by my friend and colleague, 
Senator WELLSTONE. 

So we have an opportunity—one of 
the few opportunities that we have—for 
the 65 to 70 percent of the American 
families who have been working longer, 
who have really been the ones who 
have brought this economy back. We 
have a stronger economy today because 

working families have been out there 
working harder, longer, and smarter in 
terms of the American economy. They 
have benefited very little in terms of 
their own standard of living. 

We have an opportunity this after-
noon and tomorrow to make some dif-
ference in that. The real issue is, are 
we going to make that kind of a com-
mitment to those working families, 
whether it is on the child credit pro-
grams, or whether it is the education 
programs, or whether it is basically the 
overall rate programs, or whether we 
are going to reward the smaller enter-
prises that are going to be innovative 
and creative and expand employment 
by giving them some adjustment in 
terms of capital gains? Yes; and wheth-
er we are going to make sure that 
those who are going to get some break 
in terms of estate planning are going 
to be those who are going to continue 
to work the farms and be a part of the 
American primarily heartland of this 
nation in terms of producing the food 
and fiber which we eat. 

Those are the issues, Mr. President, 
and the issue is which way will the 
Senate of the United States go? Are we 
going to say to those 60 or 70 percent of 
the Americans, ‘‘We care about your 
kids, we care about education. We fash-
ioned the particular program in terms 
of the HOPE scholarship, and we are 
going to arrange the other provisions 
of the Tax Code so that you have a bet-
ter opportunity, middle-income fami-
lies, lower-income families, with a 
modest expansion of the Pell provi-
sions’’? Are we going to do that? Our 
answer is yes, and the Daschle proposal 
does so. 

Are we going to really look out for 
the sons and daughters of working fam-
ilies? To Senator DASCHLE’s credit, it is 
more expansive and more targeted in 
reaching the sons and daughters of 
working families. 

So, if we are talking about fairness, 
if we are talking about equity, if we 
are talking about how we are adjusting 
the various rates, including the chil-
dren’s tax credit and the payroll tax, 
and adjusting those in ways so that we 
are saying, ‘‘While you may not have 
been paying a great deal more out of 
your income tax, you surely are in 
terms of your payroll tax. We are going 
to provide some degree of relief.’’ 

So that is the issue. We need to un-
derstand that. We can all say, ‘‘We are 
for education.’’ However, you have to 
look at the proposal. Whose proposal 
really meets the central challenge that 
working families and middle-income 
families are facing in sending their 
kids to school? It is the Daschle pro-
posal. Whose proposal really does the 
most in terms of the children? It is the 
Daschle proposal. Who does the most in 
terms of trying to make sure that we 
are going to provide important incen-
tives to smaller, modest, middle-in-
come families who are trying to get 
started with smaller new businesses by 
providing enhanced job opportunities? 
It is the Daschle proposal. 
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So, Mr. President, I am just proud to 

support this proposal. It doesn’t incor-
porate all of the kinds of factors that 
perhaps some of us would like to have. 
However, it is a serious and very im-
portant proposal that deserves the 
overwhelming support of the Members 
of this body. 

Let me just finally point this out: On 
the overall issue of tax equity, the 
Democratic alternative is clearly fair-
er. More of the benefits of the Repub-
lican plan go to the top 1 percent of 
taxpayers than go to the bottom 60 per-
cent of taxpayers—13.1 percent versus 
12.7 percent. 

In the Democratic alternative, only 
1.4 percent of the benefits go to the top 
1 percent of taxpayers and the top 20 
percent of taxpayers only receive 20 
percent of the benefits. The vast major-
ity of the benefits go to taxpayers who 
have incomes in the middle 60 percent 
of the income distribution; 71 percent 
of the benefits. The Democratic alter-
native is vastly preferable to the re-
gressive Republican bill because it is 
fairer to lower and middle-income tax-
payers. 

Mr. President, this Republican pro-
posal is going to give a green light to 
all those individuals who have been 
doing extremely well—extremely well 
in terms of the stock market. We have 
seen that go right up through the roof. 
But who has been out there making 
those stocks go up, making those busi-
nesses work? It is hard-working men 
and women. 

If we accept the Republican proposal, 
we are saying to all of those who have 
been able to make very substantial 
amounts of money that they are going 
to provide additional kinds of opportu-
nities for them to be able to keep that 
money while we are saying to those 
who are working and have worked hard 
that you are going to get the crumbs. 
That is what the distribution issue is 
really all about. 

I am not the only one making these 
observations. We have seen the Center 
on Budget and Policy Priorities esti-
mate that the cost of the Republican 
proposal will increase by between $500 
and $600 million in the 10 years fol-
lowing the current budget period. 

I was 1 of 11 Senators who voted 
against the economic proposal in 1981 
because we were going to balloon the 
deficit. Only 11 of us at that time voted 
against it. We are going to see the 
same kind of balloon now in the out-
years. 

Who is going to be out here at that 
time to try to make those adjustments 
and make those changes when Members 
of the Senate are going to say, ‘‘Well, 
we had better close some of those tax 
loopholes?’’ You know what will hap-
pen. They will cut back further in edu-
cation. They will cut further back in 
children’s program. They will cut fur-
ther back on day care support—on all 
of the programs that have been contin-
ually cut back, or at least attempted 
to be cut back, in these past 3 years. 

The Democratic alternative does not 
engage in these accounting tricks to 

balance the budget. The Democratic al-
ternative is honest with the American 
people, fair to American taxpayers, and 
it deserves to be adopted. 

Republicans make many arguments 
in favor of their proposal, and many of 
their concerns are valid. The current 
system is not perfect. There are many 
things to improve. We need to give tax 
relief to families, we need to encourage 
investment in education, and we need 
to grant relief from the hardships that 
are sometimes caused by the estate 
tax. 

On all these general points, Repub-
licans and Democrats agree. 

However, the Republican plan uses 
these arguments as excuses to give 
enormous tax cuts to the well-heeled 
and the powerful and it does so as far 
as the eye can see. It therefore violates 
the fundamental principles that any 
tax bill must meet: tax fairness and fis-
cal responsibility. 

The Democratic alternative, on the 
other hand, is true to both of these 
principles. It allocates the tax relief 
fairly among all income brackets. And 
it guarantees that the amount of the 
tax relief is responsible, so that we will 
have a balanced budget not only in the 
year 2002, but in the years after as well. 

Both, the Republican proposal and 
the Democratic alternative have a 
child tax credit. On their face, the two 
proposals appear similar. However, the 
Republican credit will not benefit 
lower and many middle income people, 
while the Democratic proposal will. 
The Republican proposal will not ben-
efit families who do not earn enough 
income to claim the full credit. This 
cut-off applies not only to the ex-
tremely poor, but also to families earn-
ing up to $30,000 a year. 

Under the Democratic alternative, 
the credit is refundable against both 
income taxes and payroll taxes. Many 
more working families will be able to 
obtain the full benefit of the credit 
under the Democratic plan. This point 
is critical for those who earn less than 
$30,000 a year because their payroll 
taxes are larger then their income 
taxes. They deserve tax relief too. 

In addition, the Democratic tax cred-
it for children has another significant 
advantage. It is calculated or stacked 
prior to the earned income tax credit. 
Under the Republican plan, the credit 
is stacked after the earned income tax 
credit. This means that the working 
poor who are eligible for the earned in-
come tax credit many not be able to 
obtain the full benefit of both credits. 

If their income tax after taking the 
earned income tax credit is too small, 
then they will not benefit from the Re-
publican child credit. 

The Democratic alternative will en-
able these working families to benefit 
from the child credit too. 47 percent of 
American children would not be eligi-
ble for the child credit under the Re-
publicans proposal. An additional 8 
million children would be eligible for 
only a partial benefit. Clearly, the Re-
publicans have gerrymandered their 

credit to save money by denying it to 
as many working families as possible. 

Because the Democratic plan allows 
the credit to be offset against both 
payroll and income taxes, and allows 
families the full benefit of both the 
earned income tax credit and the child 
tax credit, the Democratic plan will 
reach 7 million more children than the 
Republican proposal. 

In addition, the Republican child 
credit is not indexed for inflation. The 
effect of the credit will drop every year 
as inflation decreases its value. The 
Democratic alternative will index the 
child credit for inflation. We are seri-
ous about giving tax relief for families. 
The Republican proposal is designed to 
appear generous, but in reality it offers 
little to lower and middle income per-
sons. Even those middle class and 
upper income families who receive the 
credit under the Republican version are 
better off in the long run under the 
Democratic version, because their 
credit is indexed for inflation as well. 

The Democratic plan is not welfare. 
If a family does not work, and does not 
pay any federal taxes, they will not get 
the benefit of the credit. 

The Democratic alternative gives the 
credit only to working families. It will 
help those who need this credit the 
most, the working poor. The Repub-
lican proposal will not help them at 
all. The Democratic alternative offers 
an honest tax break. The Republican 
proposal is a let-them-eat-cake tax 
break. 

The Democratic proposal also does a 
better job of encouraging investment 
in education. 

The education provisions of the Re-
publican bill are skewed toward higher- 
income taxpayers. The bill provides 
only $20 billion for the HOPE scholar-
ship and nothing at all for the tuition 
deduction. But it provides over $7 bil-
lion for other savings provisions that 
help higher income families. 

The bill’s allocation of only $20 bil-
lion to HOPE scholarship falls far short 
of the commitment made under the 
budget agreement to provide $35 billion 
for tax benefits for higher education. 
The letter signed by NEWT GINGRICH 
and TRENT LOTT on the budget agree-
ment specifically states that tax relief 
of roughly $35 billion will be provided 
over 5 years for post-secondary edu-
cation, and that the education tax 
package should be consistent with the 
objectives put forward in the HOPE 
scholarship and tuition tax proposals 
contained in the Administration’s fis-
cal year 1998 budget to assist middle- 
class parents. 

The administration’s proposal had 
two goals: to help middle class families 
during the critical years while students 
are in college, and to encourage life-
long learning. 

Students and families across the na-
tion are concerned about escalating 
tuition, and this bill does not do 
enough to help them. The Republican 
bill is flawed in other major respect in 
this area—it utterly fails to address 
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the need to help workers expand their 
skills and education. 

The Daschle alternative addresses 
these problems. It provides a broader 
HOPE scholarship, and a valuable tui-
tion tax credit for lifelong learning. 
This credit will enable taxpayers to re-
cover 20 percent of their tuition costs 
up to a maximum of $10,000, for learn-
ing after the HOPE credit expires. This 
provision can give real benefit to 
teachers, nurses, auto mechanics and 
all others in jobs that need continual 
upgrading of skills. The workplace de-
pends more and more on highly trained 
workers. To sustain a strong economy, 
we must invest in ongoing education 
throughout life. 

The bill also provides a dispropor-
tionate education benefit to high in-
come families. It contains three sepa-
rate provisions to encourage savings 
for college, at a total cost of over $7 
billion over the next 5 years. Lower in-
come families do not have the luxury 
to save as much as higher income fami-
lies do, and will not be able to take ad-
vantage of these provisions. 

The Democratic alternative provides 
some additional benefits for students 
that are also in the bill, and I support 
these provisions. Specifically, I support 
the permanent extension of section 127, 
the provision for employer-provided 
tuition, including graduate students. I 
also support the elimination of the $150 
million cap for institutions of higher 
education, and the restoration of the 
deduction of student loan interest. 

I also strongly support funding for 
crumbling schools. The deterioration of 
hundreds of schools across the United 
States is a disgrace. But this bill offers 
only a token help on this problem. This 
bill allocates only $360 million over 5 
years by making changes in bond rules. 
The Democratic bill, on the contrary, 
will result in a real commitment to im-
proving our schools. It also encourages 
States to allocate that money to 
school districts with the greatest 
needs. The Republican bill offers only 
band-aids to put over leaking roofs. 
The Democratic bill provides real relief 
for school districts to repair their 
crumbling schools. 

The Democratic bill provides for 
these benefits—the crumbling schools, 
the section 127 aid, the student loan in-
terest—in addition to HOPE and a tui-
tion tax credit. 

In contrast, the Republican bill pro-
vides the additional benefits by taking 
away from HOPE and eliminating a 
tuition tax break. It pits student 
against student, giving these addi-
tional benefits to some students only 
at the expense of students who could 
benefit from HOPE and the tuition 
credit. 

Investing in education is investment 
in the future. We must do more to help 
all needy students. The tax benefits 
need to be targeted to those who need 
them, and not wasted on those who can 
afford to save and pay for college on 
their own. 

The Democratic proposal also better 
addresses the problem with the current 

estate tax, without creating a give- 
away to the rich. 

In the current tax system, the estate 
tax often creates real hardships for 
families who have just lost a loved one. 
When the owner of a family business or 
farm dies, there can be a large estate 
tax bill at one of the worst times pos-
sible. There may well be many other 
expenses such as funeral costs and 
legal bills. The estate tax could force 
the family to sell the business or farm. 

Relief is appropriate in these situa-
tions, and the Democratic alternative 
provides it. There would be special es-
tate tax treatment when 50 percent or 
more of an estate consists of a family 
business or farm. In these cases, the 
first $900,000 of the estate is exempt 
from estate tax, as long as the children 
or grandchildren continue to actively 
operate the business or farm for 10 
years. 

The Democratic alternative is tar-
geted to cases where families may not 
be able to easily liquidate their hold-
ings to pay the tax. The Republican 
bill gives relief to all estates. Even if 
the estate is that of a rich person who 
invested in stocks and other invest-
ments which are easily liquidated, the 
Republicans still give tax relief. The 
problems that deserve to be addressed 
occur only in approximately 1.4 percent 
of all estates. Instead of extending jus-
tifiable relief to these 1.4 percent of es-
tates, they extend relief to all estates. 
Clearly the Republicans are using rare 
cases of hardships for family farms and 
businesses as a fig leaf to cover a mas-
sive estate tax break for the wealthy. 

Finally, the 20-cent increase in the 
tobacco tax contained in this amend-
ment is a critical element in tax fair-
ness—and for achieving priority public 
health goals as well. I am pleased that 
it is not only a feature of this amend-
ment but of the bill reported by the Fi-
nance Committee with a strong bipar-
tisan vote. 

Tobacco is one of our most 
undertaxed industries. Even with the 20 
cents per pack cigarette tax increase, 
the tobacco industry remains grossly 
undertaxed—whether the standard is 
historical tax levels, comparison to 
other countries, or the costs that 
smoking inflicts on our society and on 
non-smoking taxpayers. 

In 1965, Federal and State tobacco 
taxes accounted for 51 percent of the 
retail price of a pack of cigarettes. By 
1996, the figure had fallen to just 31 
percent. Even with the 20-cents per 
pack increase, the share of the cost of 
a pack of cigarettes going to federal 
and state taxes will be 39 percent—still 
far below the 1965 level. 

Raising the cigarette tax by 20 cents 
will being our tobacco taxes more in 
line with the rest of the industrialized 
world. Our current 24 cent per pack cig-
arette tax is one of the lowest among 
all industrialized nations—and it will 
still be one of the lowest, even with the 
20 cent per pack increase in the bill. 

The costs that smoking inflicts on 
our society and on non-smoking tax-

payers are immense. It kills more than 
400,000 Americans a year. It costs the 
nation $50 billion a year in direct 
health costs, and another $50 billion in 
lost productivity. The average pack of 
cigarettes sells for $1.80 today—and it 
costs the nation $3.90 in smoking-re-
lated expenses. 

It is time that the tobacco companies 
paid a fairer share of these costs—and 
this bill is the time to start. Not only 
is a higher tax on tobacco products the 
fair thing to do, it is the most impor-
tant single step we can take to stop the 
epidemic of youth smoking—an epi-
demic that will ultimately claim the 
lives of 5 million of today’s children if 
we do nothing. One million young peo-
ple between the ages of 12 and 17 take 
up this deadly habit every year—3,000 
new smokers a day. The average smok-
er begins smoking at age 13, and be-
comes a daily smoker before age 15. 
Raising the tobacco tax by 20 cents a 
pack will save the lives of 400,000 of 
these children. The fact is that a twen-
ty cent a pack increase is only a start-
ing place. We should do more—much 
more. 

Eight billion dollars of the funds 
raised by the tobacco tax increase over 
the next 5 years are earmarked for 
children’s health insurance. Here, too, 
we need to do more. Even with the 
combination of these funds and the $16 
billion in the budget agreement, at 
least four and a half million uninsured 
children will still be left out and left 
behind. Without the tobacco tax funds, 
6.7 million children will remain unin-
sured. A tobacco tax increase devoted 
to children’s health is the right policy 
at the right time. 

These facts are bad enough. But the 
problem is growing worse. 

According to a Spring 1996 survey 
conducted by the University of Michi-
gan Institute for Social Research, the 
prevalence of teenage smoking in 
America has been on the increase over 
the last five years. It rose by nearly 
one-half among eighth and tenth grad-
ers, and by nearly a fifth among high 
school seniors between 1991 and 1996. 

Once children are hooked on ciga-
rette smoking at a young age, it be-
comes increasingly hard for them to 
quit. Ninety percent of current adult 
smokers began to smoke before they 
reached the age of 18. Ninety-five per-
cent of teenage smokers say they in-
tend to quit in the near future—but 
only a quarter of them will actually do 
so within the first eight years of begin-
ning to smoke. 

If nothing is done to reverse this 
trend in adolescent smoking, the Cen-
ters for Disease Control and Prevention 
estimate that five million of today’s 
children will die prematurely from 
smoking-caused illnesses. 

Increasing the federal cigarette tax is 
one of the most effective ways to re-
duce teenage smoking. Study after 
study has shown that the cigarette tax 
is the most powerful weapon in reduc-
ing cigarette use among children, since 
they have less income to spend on to-
bacco. 
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Philip Morris, the nation’s largest to-

bacco company, conceded as much in 
an internal memorandum as far back 
as 1981, which noted that ‘‘it is clear 
that price has a pronounced effect on 
the smoking prevalence of teenagers, 
and that the goals of reducing teenage 
smoking and balancing the budget 
would both be served by increasing the 
federal excise tax on cigarettes.’’ 

Frank Chaloupka, an economist at 
the University of Illinois at Chicago, 
found that an increase in the federal 
cigarette tax by 20 cents will reduce 
teenage smoking by 7 percent, saving 
the lives of almost 400,000 children. 

Finally, on the overall issue of tax 
equity, the Democratic Alternative is 
clearly fairer. More of the benefits of 
the Republican plan go to the top 1 per-
cent of taxpayers than go to the bot-
tom 60 percent of the taxpayers (13.1 
percent vs. 12.7 percent). In the Demo-
cratic alternative, only 1.4 percent of 
the benefits go to the top 1 percent of 
taxpayers, and the top 20 percent of 
taxpayers only receive 20 percent of 
benefits. The vast majority of the bene-
fits go to taxpayers who have income 
in the middle 60 percent of the income 
distribution (71.6 percent of the bene-
fits). The Democratic alternative is 
vastly preferable to the regressive Re-
publican bill, because it is fair to lower 
and middle income taxpayers. 

The Democratic alternative is honest 
to the American people. The Repub-
lican bill states that it will result in a 
balanced budget by the year 2002. In 
fact, it might accomplish this. 

But in future years, the amount of 
Republican tax cuts will explode, and 
the deficit will increase enormously. 
The Center on Budget and Policy Pri-
orities has estimated that the cost of 
the Republican proposal will increase 
by between $500 billion and $600 billion 
in the 10 years following the current 
budget period. It will be nearly impos-
sible to balance the budget in those 
years if this Republican tax giveaway 
is enacted into law. 

The Democratic alternative does not 
engage in these accounting tricks to 
balance the budget. The Democratic al-
ternative is honest with American peo-
ple and fair to American taxpayers, 
and it deserves to be adopted. 

I withhold the remainder of my time. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. BOND addressed the Chair. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. ROTH. Mr. President, I yield the 

distinguished Senator from Missouri 7 
minutes. 

The PRESIDING OFFICER. The Sen-
ator from Missouri is recognized for 7 
minutes. 

Mr. BOND. Mr. President, I thank the 
distinguished chairman of committee 
and the manager of the bill. 

Having been enlightened by quite a 
few minutes of debate on the floor, I 
asked for 2 additional minutes. 

First, I want to emphasize that what 
we are talking about here is a bipar-

tisan bill. My friend from Massachu-
setts characterized it as a Republican 
bill. 

I particularly appreciated the kind 
comments by the Senator from Mon-
tana. As I listened to his praise of the 
measure, I was reminded of those im-
mortal words of Mark Twain. When 
asked about the music of Wagner, he 
said, ‘‘It is not as bad as it sounds.’’ 
There was some of that in the praise 
that the Senator from Montana heaped 
upon this measure. I appreciate his 
support and his good words. 

When I listened to my colleague from 
Massachusetts, I found out why this 
music sounds so much better than the 
alternative because, Members of the 
Senate, I agree that we are looking for 
saving and protecting the working men 
and women of America, the small busi-
ness owners. As chairman of the Small 
Business Committee, I have had the op-
portunity to listen to those people who 
are struggling to make a living for 
themselves and provide jobs for others 
through small business. 

I can tell you that after we dealt last 
year with some of the significant prob-
lems in regulatory reform, it was clear 
that the small businesses of America 
are overtaxed and overburdened by the 
Federal Government’s desire for more 
money. They are the ones who are pull-
ing the wagon. They are moving the 
economy. And they are paying the tar-
iff for this Government. 

This measure, the bipartisan agree-
ment reached between leaders of Con-
gress and the President, provided that 
there would be spending reforms and 
that there would be tax reductions— 
tax reductions in the process of getting 
to a balanced budget. Those tax reduc-
tions are absolutely essential if we 
want to continue the dynamic engine 
that moves this country forward. 

I rise in strong opposition to the 
Daschle amendment because, No. 1, the 
Daschle amendment only provides $68.1 
billion in net tax cuts— a 20-percent re-
duction from the bipartisan plan. It 
goes back on the agreement reached 
between the leaders of Congress and 
the President on what we need to do to 
get this economy moving again. 

The Daschle plan provides $14 billion 
less to American families than the bi-
partisan plan would in the child tax 
credit. Families under it would only re-
ceive $350 per child instead of $500 per 
child, and children aged 13 and over 
would not even be eligible. 

The Daschle plan, moreover, is a bad 
deal for seniors. Seniors get about one- 
third of the capital gains realized in 
this country. They would have to pay 
10 percent more in capital gains taxes 
under the Daschle scheme. 

But it is a particularly bad deal for 
small business owners and farmers. It 
contains less than half the death tax 
relief contained in the bipartisan plan, 
and on capital gains taxes, seniors, 
small business owners, farmers, and 
self-employed would pay 10 percent 
more. 

As I said, the Daschle plan is a deal- 
breaker. The DASCHLE plan is outside 

of the scope of the agreement under 
which we are working. 

Mr. President, in saying that, I want 
to emphasize that there is one impor-
tant element which must and will be 
added to the measure pending before 
us. One of the top priorities for farm-
ers, ranchers, truckdrivers, and small 
business men and women across this 
country is getting fairness in tax treat-
ment of the money paid for health in-
surance premiums. For too long people 
who are self-employed have suffered be-
cause they have not gotten the same 
breaks that a large corporation or in-
stitution gets in being able to deduct 
100 percent of what is paid for health 
insurance. 

Now, I fought long and hard in 1995, 
and I included an amendment in the 
Balanced Budget Act, unfortunately, 
vetoed by President Clinton, which 
would have increased the health insur-
ance deduction for the self-employed to 
50 percent from 25 percent. In 1996, I 
worked with Senator Kassebaum to in-
clude in the Health Insurance Port-
ability and Accountability Act an in-
crease in the self-employed health in-
surance deduction incrementally to 80 
percent. That is not far enough and 
that is not fast enough. Today, while 
the self-employed can deduct 40 per-
cent of their health insurance costs, 
they are still not on a level playing 
field, and very few of them can wait 
until 2006 to get sick. 

The budget resolution reported out of 
the Budget Committee includes an 
amendment I offered that was cospon-
sored by every member of the Budget 
Committee present, which calls for a 
portion of the resources available in 
this legislation to be set aside for an 
immediate 100-percent deductibility of 
health insurance for the self-employed. 
As I said, it was cosponsored by all 
members, Democrat and Republican. 

Earlier this month, I originated a let-
ter to the Senate Finance Committee 
urging full deductibility for the self- 
employed. That letter was signed by 53 
Senators. I believe that is a majority. 

Now, an immediate deduction of 100 
percent would make health insurance 
more affordable and accessible to some 
more than 5.1 million self-employed 
who lack health insurance, almost a 
quarter of the self-employed work 
force. In addition, full deductibility of 
health insurance by the self-employed 
will also help insure 1.4 million chil-
dren who live in households headed by 
self-employed individuals. 

Coverage of these self-employed and 
their children through the self-em-
ployed health insurance deduction will 
enable the private sector to address 
these health care needs. I am proud to 
cosponsor the amendment put forward 
by my colleague and neighbor from Il-
linois, Senator DURBIN, which would 
pay for the cost of this deductibility 
with a 10-cent increase in the tax on 
cigarettes. This is one way we can pay 
for this measure. We know that 3,000 
children become regular smokers every 
day and start down that dangerous 
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road at 13. By enacting this amend-
ment, we cannot only pay for health 
insurance, we can provide a deterrent 
against children smoking and thus help 
save lives. In addition, the revenues 
raised will be used for a directly re-
lated purpose, reducing the cost of 
health care coverage for the self-em-
ployed and their families. 

Last week, with my colleague and 
neighbor from Arkansas, Senator 
BUMPERS, I introduced a measure, the 
Pregnant Mothers and Infants Health 
Protection Act, to set up a fund to dis-
courage smoking among pregnant 
women and among parents with small 
children because of the tremendous im-
pact of birth defects from smoking and 
because of the danger of SIDS for those 
who smoke. 

In any event, I believe that this 
amendment will improve the measure. 
I urge defeat of the Daschle amend-
ment. The budget resolution calls for 
full deductibility of health insurance. I 
look forward to working with my col-
leagues to include that measure in the 
final bill as reported out. 

I thank the Chair, and I thank the 
chairman of the committee. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. ROTH. Mr. President, I yield 5 
minutes to the Senator from New 
Hampshire. 

The PRESIDING OFFICER. The Sen-
ator from New Hampshire is recognized 
for 5 minutes. 

Mr. GREGG. I thank the Senator 
from Delaware. I wish to join with the 
many Members of this Senate who have 
congratulated the Senator from Dela-
ware and the Senator from New York 
for bringing forward this bipartisan 
initiative, which is really rather ex-
traordinary when you think about it. It 
is obviously an outgrowth of the fact 
that the President and the leadership 
of the Congress have gotten together 
on how to balance the budget and give 
a tax cut to working Americans. 

This bill is a product of that initial 
agreement which occurred in May. The 
fact it came out with almost unani-
mous support out of the Finance Com-
mittee is something that we should 
take very seriously as a Congress and 
especially as a people, in recognition of 
the fact that this is a bipartisan initia-
tive. 

Now the leader of the Democratic 
Party has come forward, even though a 
large—well, the entire Finance Com-
mittee membership of the Democrat 
Party voted for the underlying bill— 
the leader of the Democrat Party has 
come forward with a proposal as an al-
ternative. I think a couple of com-
ments need to be made about the spe-
cifics of that because it has some prob-
lems in the way it handles children and 
families with children. 

To begin with, it is a phased-in child 
credit. So, under Senator DASCHLE’s 
proposal, it is not until the year 2000 
that families get the $500 credit. In 
fact, if you have a child who is over the 
age of 12, you do not get any credit, 
any credit at all until the year 2002. 

Well, the practical effect of that is 
that there are going to be a lot of kids 
who outgrow the credit; the kids grow 
up; they get older. The credit will not 
be available. The families will not have 
a credit between now and the year 2000 
if their children are under 12. It will be 
a phased-in credit. And if their children 
are over 12, they won’t get it until 2002. 
If you have a child who happens to be 
a 12-year-old today, you are never 
going to get this credit under the—not 
the Democrat proposal, because the 
Democrats are supporting the under-
lying bill—under the DASCHLE proposal. 

It is pretty outrageous, really, to 
claim that that bill is more effective in 
addressing kids than the bipartisan 
proposal when it does not even cover 
kids. It does not even cover kids who 
are over 12 years old until the year 
2002. 

Equally significant is the practical 
effect of the way that they recover the 
credit from working families. Under 
the Daschle proposal, the effective tax 
rate of families earning between $70,000 
and $80,000 that have a number of kids 
in the family would be 58 percent not 
counting the FICA tax. So the actual 
tax rate under the Daschle bill is 73 
percent—73 percent for those folks in 
that income bracket. 

Now, there are a lot of working 
Americans today who have a fair num-
ber of kids who have to have both par-
ents work to support them. And, in 
fact, unfortunately, one of the facts of 
America today is that many parents 
have to work simply to pay taxes. One 
of the spouses works full-time simply 
to pay the taxes on the family and the 
other spouse works to try to take care 
of the family. One is working to take 
care of the Government; the other one 
is working to take care of the family. 

If you have a number of kids and you 
are getting hit with a 73-percent tax 
rate, even though you may have a fair-
ly high income with a fair number of 
kids, that tax rate essentially wipes 
out your income, wipes out not only 
the income of the spouse working for 
the Government, but it does a pretty 
good job on that spouse who is out 
there trying to earn for the family. 

Mr. DOMENICI. Will the Senator 
yield for a question? 

Mr. GREGG. I am delighted to yield. 
Mr. DOMENICI. Will you explain for 

the Senate one more time what that 73 
percent is? 

Mr. GREGG. If you happen to have a 
large number of kids, and I think the 
Senator from New Mexico may have a 
few children—— 

Mr. DOMENICI. They are already 
gone, but, yes, I do. 

Mr. GREGG. When we were coming 
up through the ranks, if you had seven 
to eight kids, which is a lot of kids, 
you would need an income probably of 
$70,000 to $80,000. Both parents would 
have to be working to maintain those 
families. In that bracket, you would be 
paying an effective rate of 58 percent 
on your income tax. And another FICA 
tax on top of that works out to be an 

effective rate of 73 percent on the addi-
tional earnings. 

Mr. DOMENICI. And that is under 
the Daschle proposal? 

Mr. GREGG. That is under the 
Daschle plan. 

Mr. DOMENICI. Do they raise taxes 
in those areas? 

Mr. GREGG. That is exactly what 
happens, because the manner in which 
they recover the tax credit from people 
after they start to phase down the tax 
credit is a tax increase of significant 
proportions, well above the base rate of 
28 percent. 

The PRESIDING OFFICER. The Sen-
ator has used his 5 minutes. 

Mr. DOMENICI. I thank the Senator. 
Mr. GREGG. I thank the Chair. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. ROTH. I yield 5 minutes to the 

Senator from Pennsylvania. 
Mr. SANTORUM. I thank the Sen-

ator. 
The PRESIDING OFFICER. The Sen-

ator from Pennsylvania is recognized 
for 5 minutes. 

Mr. SANTORUM. I thank the Chair. 
Mr. President, I rise in very strong 

support of the bill that came out of the 
Finance Committee, the tax bill that 
provides tremendous tax relief for all 
Americans, because what this bill is 
aimed at doing is creating jobs, cre-
ating opportunities, getting an infu-
sion of capital so we can increase our 
productivity. 

Those are the kinds of things I 
thought we were going to be debating 
on the floor of the Senate. I thought we 
were going to talk about how we can 
create economic growth, how we can 
create better jobs for people, how the 
people at the bottom end of the eco-
nomic strata can rise as a result of the 
opportunities that are available in the 
United States. And now what the Sen-
ate has evolved into today has been a 
bunch of charges that this isn’t fair, 
that we should not look at economic 
opportunities or growth or jobs, a tune 
that is heard often here—jobs, jobs, 
jobs. We shouldn’t look at job creation; 
we shouldn’t look at economic growth; 
we should look at what is fair, who is 
getting the benefit, and we should draw 
class warfare lines in the sand here. 

I just want to, if I can—I hate to even 
sort of get down, though, to that level, 
but that has really been the focus of 
this debate. I want to throw out—I 
hesitate to do this because we just get 
numbered to death in the Senate, but 
let me throw out a couple of numbers 
that I think are very easy to under-
stand. 

The top 20 percent of income earners 
in this country, the rich, the top 20 per-
cent pay 79 percent of all income taxes. 
The top 20 percent pay 79 percent of all 
income taxes. 

Now, they pay 79 percent of all taxes. 
What percentage of the tax cuts in this 
bill do the ‘‘rich’’ get? Twenty-two per-
cent. In other words, the group that 
pays three-quarters of the tax get one- 
fifth of the benefit. And this is being 
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charged as a tax break for the rich. If 
I were rich, I would say you are ripping 
me off. I am paying all the taxes and 
everybody else is getting all the ben-
efit. 

But, no, they come here to the floor 
and they charge this is unfair; these 
people who are poor need tax cuts. 
Well, let me just straighten this out a 
little bit. Thirty-seven percent, the 
‘‘bottom 37 percent,’’ of income earners 
in this country pay no taxes net. In 
other words, with the tax credits and 
the EITC and the other things that are 
out there, they pay no Federal income 
taxes. 

Now, I do not know how you give tax 
cuts to people who do not pay taxes, 
but that is what the other side wants 
to do. In fact, if you go deeper into the 
analysis, you find that not only does 
the bottom 37 percent pay no Federal 
income taxes, the bottom 20 percent 
pays no payroll taxes net. In other 
words, all that money, the FICA that 
you have to pay out for Social Security 
and Medicare, if you are in the bottom 
20 percent of income earners in this 
country, you get more back in earned- 
income tax credit than you pay out in 
payroll taxes. 

But that isn’t good enough. So people 
are getting—not only do they pay no 
income taxes, they pay no payroll 
taxes. In fact, they get more back than 
they pay. The other side wants to give 
them even more money. I am not op-
posed to helping people out, but where 
is this money coming from? It is com-
ing from people who are paying taxes, 
people who are in the middle class who 
have been paying taxes for the last 16 
years at very high rates, who deserve a 
break. 

I am really about up to here with 
people running around saying we are 
for tax breaks for the middle class, but 
what they propose is welfare for people 
who pay no taxes. So let us get it 
straight. I am going to offer a resolu-
tion, a sense of the Senate, that says 
Federal income tax relief should go to 
people who pay Federal income taxes. 

Now, you would think that that 
would be a joke, that everybody would 
vote for that—anybody who pays Fed-
eral income tax would be the only ones 
eligible to get tax relief—but, unfortu-
nately, you are going to find a whole 
bunch of people who are not going to 
vote for that. 

That is how far we have come. This is 
‘‘Washingtonspeak.’’ For those of you 
who have not been in Washington very 
long, welcome, and this is what it is 
like. People actually stand around here 
and talk about giving tax breaks to 
people who do not pay taxes. While 
people who do pay taxes, anybody, is 
rich. Anybody who pays taxes in this 
country, by definition of what the 
Democratic plan is, is rich. 

If that is where we have come in 
America, then I think the Founding 
Fathers will be turning over in their 
graves because they thought they cre-
ated the land of opportunity where peo-
ple were rewarded for working hard, for 

taking care of their families, for pro-
viding for themselves. What we are 
saying here is you are the bad guys, 
you are the ones who have to pay more. 

The PRESIDING OFFICER. The time 
of the Senator has expired. Who yields 
time? 

Mr. ROCKEFELLER. Mr. President, I 
yield myself 5 minutes off the bill. 

The PRESIDING OFFICER. The Sen-
ator from West Virginia is recognized 
for 5 minutes. 

Mr. ROCKEFELLER. Mr. President, I 
have talked with Senator MOYNIHAN 
and with Chairman ROTH about what I 
am now going to say. That is, I am 
going to vote for the Daschle alter-
native. It is a more difficult decision if 
you have been on the Finance Com-
mittee, because of what the others who 
have spoken of which has been referred 
to as the oath that we took, to support 
the bill. I view my oath as being 
upheld, and I say so for the following 
reasons. 

This is a moral issue with me as well 
as a political philosophy issue. The 
piece of paper that we bound ourselves 
to, I will stick by. I was not satisfied, 
for example, with the earned income 
tax credit/child tax credit relationship 
that came back. I read it to be a cer-
tain thing. It did not turn out to be 
that way. On the other hand, for those 
eight pieces on that piece of paper—Fi-
nance Committee members will know 
what I am talking about—I did say 
that I would uphold those on the floor. 
And I will continue to uphold those. If, 
for example, a Democrat offers an 
amendment which would bring the 
EITC, child care credit, or child tax 
credit—bring it more in my direction, 
the way I would like it to be, then I 
will oppose that even though it is in 
the best interests of the country, and, 
I think, the right policy in our coun-
try. I will do that because that is what 
I consider I took my oath of loyalty to. 
It was not an oath of loyalty in some 
military sense. It was simply a matter 
of the way a very complex and dif-
ficult, bipartisan committee like the 
Finance Committee works. If you are 
bound together and you bind yourself 
together through the act of raising 
your hand, et cetera, that has an impli-
cation; it expects a response and that 
response will be forthcoming from me 
if individual amendments are offered 
which are related to the deal. 

On the other hand, we have Demo-
crats and we have Republicans in this 
body and I do think that the Demo-
cratic alternative being offered by 
Leader DASCHLE—and I greatly respect 
him and the work he has done on this, 
in a very trying period in his personal 
life—is a better alternative. Because I 
think it is a better alternative, it be-
comes—although I think that most 
people would understand it is probably 
not going to prevail—I think it be-
comes very important to say this is a 
better alternative. If we were doing it, 
if the Democrats had control of this 
body, this would be more likely the 
way we would do it. That is the kind of 

statement I wish to make in making 
my vote. 

I care very much about what happens 
to the people of West Virginia. The 
economy of West Virginia is more frag-
ile, the individual incomes in West Vir-
ginia are more fragile, especially as 
they are particularly young or particu-
larly old, and I have a strong responsi-
bility to that, as I do to my own sense 
of honor and my own word, within my 
work in the U.S. Senate and the par-
ticular nature of the Finance Com-
mittee. 

So I gladly say I am going to be sup-
porting the Daschle amendment be-
cause it is the better approach to solv-
ing our country’s problems. Just as I 
was very glad, back in 1993 when Chair-
man MOYNIHAN turned to me and said I 
want you to cut $59 billion out of Medi-
care in order to ensure its solvency—I 
did not say slow the rate of increase, I 
said cut—and I went ahead and did it. 
And I helped put our economy in a po-
sition where we have been able to do 
things like provide a tax credit to hard 
working American families, and a 
number of other things which have 
been talked about on the floor. 

But I want to make the reasons for 
my vote clear. It is something impor-
tant and delicate because of my respect 
not only for my Ranking Member MOY-
NIHAN and Chairman ROTH, who has 
been eminently fair and bipartisan in 
the way he has conducted the Finance 
Committee, and his fine staff, all of 
them have been very fair. I want to 
make it clear I think the Democratic 
approach is a better one and I will be 
voting for it for that reason. 

I thank the Chair and yield the floor. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. ROTH. Mr. President, I yield 5 

minutes to the distinguished Senator 
from Indiana. 

The PRESIDING OFFICER. The Sen-
ator from Indiana is recognized for 5 
minutes. 

Mr. COATS. Mr. President, I thank 
the Senator for yielding, and I also 
commend the Senator for some ex-
traordinary work in putting together a 
real tax cut package for the American 
people. 

There are items in this tax package 
that we have been attempting to incor-
porate, to give relief to American tax-
payers, for many, many years. The 
Senator has been a leader and a cham-
pion of these. I am pleased to see we 
have arrived at a point where we can 
make substantial progress towards 
achieving these goals. The $500 tax 
credit for children is something that 
parents desperately need. It is some-
thing that has been far too long in 
coming. Parents have been put at tre-
mendous disadvantage over the years 
under our Tax Code, if they are raising 
children, trying to pay for their ex-
penses. This $500 tax credit is a big step 
in the right direction, in terms of re-
dressing that. 

I have some concerns about the des-
ignation, the mandate that designates 
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the credit is only received for children 
13 and older if it is put into an edu-
cation savings account. I will be speak-
ing to that later, when the Senator 
from Texas introduces his amendment 
to make that optional. But I do sup-
port the other items in this package. It 
is far superior to the package that is 
being offered by Senator DASCHLE and 
some Democrats. 

I say ‘‘some Democrats,’’ because 
this is a bipartisan package. There will 
be a number of Democrats supporting 
us in this because they know families 
need tax relief, because they know that 
capital gains spurs investments, cre-
ates jobs, and more important, goes to 
seniors and to people, small business 
owners and others who are not rich but 
who have saved and accumulated over 
a lifetime, assets that are taxed away 
by the Government because of appre-
ciation of those assets or, more impor-
tant, because of inflation. One-third of 
the capital gains available today under 
this tax package goes to seniors. So the 
DASCHLE bill is an antisenior bill. A 
clear understanding of capital gains 
will demonstrate that. 

The changes in inheritance tax don’t 
go to the rich, they go to the farmer 
who has been working on his land for 
his entire lifetime and would like to 
leave it to his children. They go to the 
small business owner who maybe start-
ed in his basement or garage and built 
up his business to a certain degree of 
asset level only for his family to see it 
taxed away and sold when that tax-
payer dies, instead of passing on to his 
children. It goes to a large percentage 
of people who have every right to claim 
those assets. To suggest that we need 
an income redistribution, above what 
we already have, I think is a disservice. 
So I am in strong support of the Sen-
ator’s position in opposition to Senator 
DASCHLE’s proposal. 

The PRESIDING OFFICER. Who 
yields time? 

The Senator from New Mexico. 
Mr. DOMENICI. Mr. President, how 

much time do we have? 
The PRESIDING OFFICER. The Sen-

ator from New Mexico controls 9 min-
utes and 30 seconds. 

Mr. DOMENICI. I yield 4 minutes to 
Senator CHAFEE. 

The PRESIDING OFFICER. The Sen-
ator from Rhode Island is recognized 
for 4 minutes. 

Mr. CHAFEE. Mr. President, I wish 
to take a few minutes this afternoon to 
urge support for the tax bill reported 
out of the Finance Committee last 
week, and the bill that is before us 
today. Obviously I am not referring to 
the substitute, I am talking to the 
basic bill that came out of the Finance 
Committee with the support of 18 mem-
bers in that committee. 

That vote, 18 to 2 in the committee, 
more than anything else is a clear indi-
cation of the bipartisan process in 
which the chairman of the Finance 
Committee crafted the legislation. 
Others have talked about the major 
provisions of this bill, all of which are 

extremely important. I would just like 
to touch on some lesser known provi-
sions, if I might, briefly. 

The bill before us includes a perma-
nent extension of the orphan drug cred-
it. This provision encourages drug com-
panies to conduct clinical research on 
rare, what they call orphan diseases, 
diseases that do not occur very often 
and thus there is not a large market 
for the drugs that are produced to care 
for that particular situation. Drug 
companies are reluctant to risk the in-
vestment or research dollars with such 
a small patient population, as, for ex-
ample, exists for cystic fibrosis or he-
mophilia or Lou Gehrig’s disease or 
Tourette’s syndrome. This bill encour-
ages and provides tax credits for those 
drug companies that spend the re-
search money in these particular areas. 

The bill also includes an extension of 
the work opportunity tax credit, which 
is an important tool to encourage busi-
nesses to hire individuals on public as-
sistance. We passed, last year, the Wel-
fare Reform Act. We want opportuni-
ties for those coming off welfare to find 
a job. The work opportunity tax credit 
does this. Currently, under the law, it 
is required that the individual work 400 
hours in a job before the tax credit is 
available to his employer. Under this 
legislation, the 400 hours is reduced to 
120 hours—with a reduced credit, but 
nonetheless something that will en-
courage employers to hire these indi-
viduals. 

Another provision that is included in 
this particular section says that the 
work opportunity tax credit extends to 
disabled individuals, those receiving 
SSI benefits. This is a separate group 
from those coming off from welfare. 

Another provision in the bill, which I 
think is very significant, small though 
it is, is the estate tax incentive for the 
preservation of open space. America is 
losing 4 square miles a day to develop-
ment, 4 square miles. In my State, over 
11,000 acres of farmland have been lost 
to development since 1974. It is a small 
State. Think of that, 11,000 acres gone 
to development from farmland. What 
this does is provide that those individ-
uals who currently, if they keep their 
open spaces, are subject to stiff estate 
taxes—thus either they have to go into 
development to pay the taxes or, when 
they have to, sell it to developers—this 
provides a lower estate tax for land, as 
long as the owner is willing to keep the 
land undeveloped in perpetuity. In 
other words, he has to sign a conserva-
tion easement, keeping the land open 
in perpetuity, so there will be some 
open spaces around our major cities, 
places where there can be habitat for 
wildlife and plants and fish. This is a 
very, very significant piece, this sec-
tion that is in the bill, that Senator 
ROTH was good enough to give us lead-
ership on. 

Mr. President, I yield to the chair-
man the remainder of my time. 

Mr. ROTH. Mr. President, how much 
time do I have? 

The PRESIDING OFFICER. The Sen-
ator has 51⁄2 minutes. 

Mr. ROTH. I yield the remaining 
time I have to the distinguished Sen-
ator from North Carolina. 

The PRESIDING OFFICER. The Sen-
ator from North Carolina is recognized. 

Mr. FAIRCLOTH. Thank you, Mr. 
President. How much time do I have? 

The PRESIDING OFFICER (Mr. 
HUTCHINSON). The Senator has 5 min-
utes, 18 seconds. 

Mr. FAIRCLOTH. Mr. President, I 
rise in strong opposition to the tobacco 
tax in this revenue bill. I am also trou-
bled by this amendment to further in-
crease tobacco tax. Make no mistake, 
these are flat-tax increases, plain and 
simple. This is no extension or loophole 
closure, it is a tax increase. That is 
what it is. 

I didn’t think that we were here to 
raise taxes on American families. I 
didn’t think we were here for that pur-
pose, but, obviously, that is what we 
have done. 

The tobacco tax is the most regres-
sive tax on the books today. We will 
drive up taxes on the working people 
more than anything, up to $100 or more 
per year. 

The people who earn $30,000 a year 
pay 1.2 percent of the income tax in 
this country, but the people who earn 
$30,000 a year pay 47.2 percent of the to-
bacco tax. It is the most regressive tax 
on the books. 

I find it a bit odd that some of the 
big tobacco tax supporters are the 
same people preaching the need for 
greater equality in the tax relief pack-
age. You just cannot have it both ways. 

Mr. President, I say to my col-
leagues, is your talk about tax fairness 
anything more than talk? Is it airy 
persiflage, or do you mean what you 
are saying? Would you come to the 
floor to defeat a tax increase on the 
common man who smokes? 

This bill raises tobacco taxes by 20 
cents a pack. The DURBIN amendment 
would raise taxes by 10 cents a pack. 
This will hurt the 18,000 tobacco farm-
ers in North Carolina and thousands 
more throughout the Southeast. It will 
cost them, literally, their jobs and 
their livelihood. Sure, it will let politi-
cians tell the news media that we real-
ly took a shot at ‘‘Big Tobacco.’’ Well, 
‘‘Big Tobacco’’ can look after itself, 
but the people who are growing it, the 
farmers, who they are really taking a 
shot at, cannot. The companies will 
not be bothered by this. The people 
who are going to be hurt are farmers, 
families, and communities. 

It will hurt the 77,000 working people 
in North Carolina who grow tobacco 
and manufacture cigarettes. Just the 
tobacco sales bring in over $1 billion in 
cash receipts to the farmers of my 
State. The entire tobacco sector em-
ploys 150,000 people. It is a $7 billion 
business in North Carolina alone. 

These are the fundamental core peo-
ple of this State—hard-working men, 
women, and their families. Can you 
imagine the joy that they expressed 
when I went home and told them that 
they were going to be thrown out of 
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business but that we had cut the cost 
of international air travel? Tobacco 
pays the mortgages, the grocery bills, 
and sends the children to college. 
These people don’t do international air 
travel. Tobacco builds and has built 
the hospitals, it builds the churches, 
and it builds entire towns and commu-
nities. 

So, Mr. President, you be the judge. 
Is to say the tobacco tax is about poli-
tics not correct? 

The other side points to this tax and 
says this is about children’s health in-
surance. They say it is about underage 
smoking, and they say it is about 
changing people’s behavior. 

But it is not about children’s health 
insurance. The settlement that the to-
bacco industry just signed clearly ad-
dresses this issue. There is $18.5 billion 
over 6 years for children’s health insur-
ance in the settlement that is now 
working its way through the process. 
The tobacco companies have already 
signed on the dotted line that they will 
pay into a fund for children’s health in-
surance. There is already $16 billion in 
the bill for children’s health insurance, 
and now we are going to vote another 
$8 billion for children’s health insur-
ance when the President only asked for 
$8 billion in the original bill and said 
that would be enough. Now we are 
going to $24 billion, and he only asked 
for $8 billion. I have never known him 
to ask for too little. 

It is not about underage smoking. 
The industry just agreed to a sweeping 
package of changes to prevent under-
age smoking. The agreement virtually 
bans all advertising. The industry even 
agreed to massive fines if underage 
smoking did not drop drastically over 
the next 8 years. I don’t know how they 
are going to stop people from smoking, 
but that we will have to work on when 
it gets here. 

Mr. President, I ask unanimous con-
sent for 2 additional minutes. 

The PRESIDING OFFICER. The 
manager may yield time off the bill. 
All time on the amendment has ex-
pired. 

Mr. ROTH. I yield 2 minutes off the 
bill. 

Mr. FAIRCLOTH. Mr. President, if 
this were it, the bill would include fa-
vors for a variety of special interests. 
The liquor tax would get special 
breaks, even skydiving would get a spe-
cial break. No, no one ever caused an 
accident on the road after a night of 
smoking, and I never heard anyone 
being attacked after a cigarette binge. 

My point is, this bill isn’t about pub-
lic health, it is about the easy politics 
of attacking tobacco. The politics may 
be easy for Senators outside the South-
east, and particularly North Carolina, 
but this point reaches beyond politics. 
It reaches to the men and women in 
North Carolina and throughout the 
Southeast, hard-working people won-
dering why the U.S. Congress and their 
elected representatives are determined 
to throw them out of business and out 
of a job. 

Everyone in Washington talks about 
the small farmer. We hear it daily. 
North Carolina is made up of small 
farms. The size of an average U.S. farm 
is over 450 acres, and in North Caro-
lina, it is around 150 acres. We are 
small farms. 

Tobacco pays the bills. An acre of to-
bacco will yield roughly $1,200 a year in 
net profit. Nothing else compares, and 
there really isn’t anything else they 
can grow that begins to fit into the 
pattern and growth and lifestyle of the 
area. 

Tobacco keeps eastern North Caro-
lina and Southeastern United States 
farmers on the land, and that is the 
simple bottom truth line. Tobacco 
keeps the family on the family farm. 
Washington politicians are driving 
families off the farm just to score po-
litical points back home. 

I want every Senator to understand 
what this tobacco tax means to real 
people. These farmers have names. 
They are good people. They are sending 
their children to school, and they are 
being driven out of a job to score polit-
ical points. I hope that all Senators 
think about the people and the jobs 
that they are destroying when they 
next take a vote on a tobacco tax. 

And another question, who is next on 
the hit list from the tax increase 
crowd? Tobacco today, tomorrow who 
knows what product they have decided 
to tax out of existence. I hope my col-
leagues will vote against any other tax 
increase. It is time to stand up for the 
people who are in the business working 
for families. Mr. President, I yield the 
floor. 

The PRESIDING OFFICER. All time 
on the amendment has expired. 

Mr. MOYNIHAN. Mr. President, I 
yield the distinguished Senator from 
Louisiana such time as he may require 
from the bill. 

Mr. BREAUX. Mr. President, I thank 
the ranking member. I won’t be that 
long. I rise to commend the Demo-
cratic leader on our side, Senator 
DASCHLE, and others who have put to-
gether a major effort in trying to offer 
a package of democratically oriented 
tax cuts which, in great sincerity, 
many, many people feel would be, by 
far, the better way to proceed—a more 
balanced, more honest package of tax 
cuts and how those tax cuts should 
apply to society. 

I think that what he is offering is 
yeoman’s work in terms of fairness and 
making sure that if there is going to be 
a tax cut, people who need them the 
most will benefit the most from those 
tax cuts. 

While I praise my Democratic leader, 
I rise to say that I will not be able to 
support that package when it is called 
to be voted. I say that because we do 
not live in a perfect world. Neither is 
the Congress a perfect place. Neither is 
the Finance Committee a perfect group 
of individuals who have the wisdom of 
Solomon to craft a perfect bill. But 
what we have crafted in the Senate Fi-
nance Committee, because of the work 

of both Democrats and Republicans 
working together, I think is a package 
that merits our support. 

It is a better package from many per-
spectives, but let me concentrate just 
on the Democratic perspective of why 
the bill, in fact, is better than when it 
started. 

First of all, there is $24 billion more 
money which is directed at children for 
health care, for young children who 
today do not have health care. That is 
a major, significant achievement. That 
was achieved in a bipartisan fashion 
with major input from Democrats who 
insisted that whatever money we are 
able to generate should be used for 
children who need help and need assist-
ance. That is in this package which is 
before us today. 

There is $8 billion of additional as-
sistance that was achieved because, in 
a bipartisan fashion, we agreed to raise 
the cigarette tax on tobacco products 
and use a portion of those revenues for 
insuring the most vulnerable among 
us, the children, for one of the most 
important things that we can help chil-
dren with, and that is their health 
care, both now and in the future. That 
is the result of a bipartisan working ar-
rangement in the Senate Finance Com-
mittee. 

In addition, I think that we have 
taken what was originally a Repub-
lican proposal to give everybody a $500- 
per-child tax credit that you could use 
for whatever purpose. You could use it 
to take care of your children, but you 
could also use it to buy alcohol, you 
could use it to go to the racetrack, you 
could use it for whatever purpose. In a 
bipartisan fashion, we worked to craft 
an amendment that said you will have 
these additional tax credits if you use 
a portion of it to educate your chil-
dren. I suggest that there is not a bet-
ter thing that we can do for families 
with children than to help those par-
ents educate those children for the fu-
ture so they can be successful members 
of our society. 

We, as Democrats, I think, argued 
against indexing of capital gains say-
ing we can’t afford it. Let’s take a cap-
ital gains reduction, we hope it will in-
crease jobs and increase expansion in 
business, but also don’t take the next 
step of indexing it. Because of working 
it in a bipartisan fashion, that in fact 
is in the bill. 

Again, working in a bipartisan fash-
ion, we made some tough decisions on 
Medicare and Medicaid, as a result of 
what we did, to try and bring about 
competition, to try and say we will 
make the tough decisions now and no 
longer will we have to say to people 
who tell us to fix Medicare, no longer 
will we say not now, not with us and 
not with this program. We have taken 
the tough decisions, and we have ac-
cepted them. When people say fix Medi-
care, this Finance Committee can say 
that we did what was necessary when 
we were called upon to make those de-
cisions. 

So I think as you look at the total 
package, it is better than when it 
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started. I, for one, as a person who par-
ticipated in that process would feel less 
than totally honest if I was able to get 
the things that make it better in the 
package, and then when it came to 
vote for that package, walk away and 
say, ‘‘No, I am going to vote for some-
thing else.’’ That is not, I think, the 
way things should operate in a demo-
cratically elected body which is a di-
vided Government. But while we have a 
divided Government, we do not have a 
divided Finance Committee. I think be-
cause of that bipartisan spirit and 
what we were able to do, today we have 
a better package before us. 

Again, I commend our Democratic 
leader for offering something that I 
think if we were in control would be 
the bill that would be before this com-
mittee. But that is not the case. But 
what is the case is a fairly arrived at 
package that makes this bill much bet-
ter. I think it deserves our support. 

Mr. MOYNIHAN. Well said. 
Mr. BREAUX. I yield the floor. 
Mr. DASCHLE addressed the Chair. 
The PRESIDING OFFICER. The dis-

tinguished Democratic leader. 
Mr. DASCHLE. I will use my leader 

time, whatever time I may consume, to 
close the debate on the amendment. 

I think it has been a good debate. We 
have had the opportunity to exchange 
views. I think perhaps there has been 
some misinformation about what the 
amendment does and does not do. I 
have heard that it is antisenior. I have 
heard that it raises taxes. There are a 
lot of concerns that perhaps at times 
like this we ought to spend time rebut-
ting, but let me just get down to the 
basics. 

The basics are that we want to pro-
vide as much help to middle-class fami-
lies as we can. We want to provide as 
much growth and opportunity for ex-
pansion to startup companies, to com-
panies that really need the help as we 
can. 

Our view is that those companies 
that are in the multi-multibillion-dol-
lar category, multinational companies 
that have extraordinary assets ought 
to be viewed differently than those 
companies that are just beginning, 
those startup companies that need all 
the help they can get to be able to sur-
vive and compete. We want to help 
those. We realize that our resources are 
not unlimited. So if they are not un-
limited, we have to target the best we 
can those companies that indeed need 
the greatest degree of assistance. 

We provide that in capital gains. We 
provide that in a number of investment 
incentives that allow those companies 
the opportunity to do all the things 
that they can to be competitive, be the 
next Microsoft or the next IBM. 

Third, we feel it is as important as 
anything we do in this bill to target as 
many of our resources to education as 
possible. 

And fourth, we want to do it in a fis-
cally responsible way. We are very con-
cerned about the tax time bomb that 
could occur in 10 or 15 years, as we 

watch this explosion with great dis-
may, having worked so hard now to 
balance the budget and to bring this 
budget into balance within the next 
couple of years. 

So, Mr. President, that is what we do, 
those four things. We provide more tar-
geted assistance to those families who 
need it the most. I respect immensely 
the work done in the Senate Finance 
Committee. I respect the effort made 
in particular by the chairman and the 
ranking member in working in a bipar-
tisan way. I respect Members who have 
made decisions on either side of this 
amendment for whatever agreements 
may have been consummated and the 
interpretation of the agreement as it 
relates to this amendment. I respect 
that. 

I intend to vote, if we are not suc-
cessful with this amendment, for the 
final package. But I do believe we can 
do better. I believe that when we pro-
vide 65 percent of the benefits to the 
highest 20 percent of incomes in this 
country, we can do better in distrib-
uting benefits across the board more 
effectively. I believe that our bill, 
which provides 75 percent of the bene-
fits to the 60 percent in the middle, 
does a better job of using limited re-
sources where they can do the most 
good. 

Mr. President, that is what this 
amendment does. That is why I feel so 
enthusiastic about supporting it. That 
is why I am hopeful we can get a good 
vote this afternoon. 

I yield the floor and ask for the yeas 
and nays. 

The PRESIDING OFFICER. Is there a 
sufficient second? There is a sufficient 
second. 

The yeas and nays were ordered. 
The PRESIDING OFFICER. The 

question occurs on agreeing to the 
amendment No. 527 offered by the 
Democratic leader. The yeas and nays 
have been ordered. The clerk will call 
the roll. 

The legislative clerk called the roll. 
Mr. NICKLES. I announce that the 

Senator from Kansas [Mr. ROBERTS] is 
necessarily absent. 

The PRESIDING OFFICER. Are there 
any other Senators in the Chamber de-
siring to vote? 

The result was announced—yeas 38, 
nays 61, as follows: 

[Rollcall Vote No. 134 Leg.] 

YEAS—38 

Akaka 
Biden 
Bingaman 
Boxer 
Bumpers 
Cleland 
Conrad 
Daschle 
Dodd 
Dorgan 
Durbin 
Feingold 
Feinstein 

Ford 
Glenn 
Harkin 
Hollings 
Inouye 
Johnson 
Kennedy 
Kerry 
Kohl 
Landrieu 
Lautenberg 
Leahy 
Levin 

Lieberman 
Mikulski 
Moseley-Braun 
Murray 
Reed 
Reid 
Robb 
Rockefeller 
Sarbanes 
Torricelli 
Wellstone 
Wyden 

NAYS—61 

Abraham 
Allard 
Ashcroft 
Baucus 

Bennett 
Bond 
Breaux 
Brownback 

Bryan 
Burns 
Byrd 
Campbell 

Chafee 
Coats 
Cochran 
Collins 
Coverdell 
Craig 
D’Amato 
DeWine 
Domenici 
Enzi 
Faircloth 
Frist 
Gorton 
Graham 
Gramm 
Grams 
Grassley 

Gregg 
Hagel 
Hatch 
Helms 
Hutchinson 
Hutchison 
Inhofe 
Jeffords 
Kempthorne 
Kerrey 
Kyl 
Lott 
Lugar 
Mack 
McCain 
McConnell 
Moynihan 

Murkowski 
Nickles 
Roth 
Santorum 
Sessions 
Shelby 
Smith (NH) 
Smith (OR) 
Snowe 
Specter 
Stevens 
Thomas 
Thompson 
Thurmond 
Warner 

NOT VOTING—1 

Roberts 

The amendment (No. 527) was re-
jected. 

Mr. MOYNIHAN. I move to recon-
sider the vote. 

Mr. CHAFEE. I move to lay it on the 
table. 

The motion to lay on the table was 
agreed to. 

AMENDMENT NO. 520, AS AMENDED 
Mr. ROTH. Mr. President, I ask that 

the Senate now resume consideration 
of amendment No. 520, the committee 
amendment. 

The PRESIDING OFFICER. The Sen-
ator has that right. The pending 
amendment now is amendment No. 520. 

Mr. ROTH. Mr. President, this 
amendment includes the $8 billion ad-
ditional funds for the children’s health 
initiative. As we have discussed earlier, 
the children’s health initiative is a 
critical piece of the legislation before 
the Senate. Members on both sides of 
the aisle, both ends of the political 
spectrum, and everyone in between are 
committed to addressing the issue of 
reaching our Nation’s children. 

Each morning, more than 10 million 
children wake to face a day without 
health insurance. Clearly, this situa-
tion has weighed heavily upon us. 

Throughout the first quarter of the 
105th session of Congress, a number of 
Members have contributed to various 
proposals for reaching these children. I 
thank all my colleagues for their hard 
work and effort. At this hour, we have 
now reached a bipartisan agreement on 
the structure of how to help the States 
reach more of these uninsured children. 
Now that we have a structure, we must 
also ensure that it is adequately fund-
ed. 

The committee amendment will pro-
vide an additional $8 billion for the 
children’s health initiative, will secure 
that final necessary piece to make this 
bipartisan agreement work. Some 
Members may argue that $16 billion is 
too much money for the children’s 
health initiative. Other Members will 
argue that $24 billion is not enough. 
The Finance Committee, which has 
carefully considered this issue, has 
agreed on a bipartisan basis that it is 
just right, and with this committee 
amendment we will inject $24 billion 
into reaching the goal of providing 
health insurance to more children. 

Let me remind my colleagues that 
the States will also be required to pro-
vide matching funds. So the total 
amount will rise even higher. Of the 10 
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million children without health insur-
ance, about 60 percent are either eligi-
ble to be enrolled into the Medicaid 
Program or they live in families with 
incomes about 250 percent of the pov-
erty level. For a family of four, that is 
more than $40,000. 

We do not, of course, want to displace 
the role of the private sector in pro-
viding health insurance for children. 
So this new initiative is really meant 
to be targeted for those approximately 
3.8 million children who live in families 
who earn too much to qualify for Med-
icaid but not enough to pay for private 
insurance. The committee amendment 
will ensure that there are sufficient 
funds to meet the goal of reaching 
these children, and I urge all of my col-
leagues to support the Finance Com-
mittee provisions on this critical issue. 

Mr. MOYNIHAN. Mr. President, in 
brief, sir, in the history of child health 
care, in the U.S. Congress there has 
been no measure equivalent in size and 
range to the measure the distinguished 
chairman brings before you. We spent 
much of the 103d Congress on this sub-
ject and did not add a penny to child 
health care. In 2 days, the Finance 
Committee added $24 billion, which we 
bring to you in this amendment, which 
I am sure will be supported on both 
sides. 

Mr. KENNEDY. Will the Senator 
yield for a question? Will the chairman 
yield for a question? 

The PRESIDING OFFICER. The Sen-
ator from Delaware controls the time. 

Mr. ROTH. I am happy to yield for a 
question. 

Mr. KENNEDY. Thank you very 
much. As I understand it, by accepting 
this proposal, the cigarette tax, which 
will be used to fund the Hatch proposal 
on child care, will actually terminate 
as a funding stream 5 years from now, 
and the revenues that will be raised by 
that tax will be used to offset the in-
creased expenditures in the IRA’s—just 
so that we all have an understanding of 
the final decision made by the Finance 
Committee. 

Mr. ROTH. Mr. President, I say to my 
distinguished friend and colleague that 
the cigarette tax is permanent; it is 
not limited to 5 years. 

Mr. KENNEDY. But the funding 
stream for the Hatch proposal—— 

Mr. ROTH. The funding stream is a 5- 
year plan. 

Mr. KENNEDY. At the end of the 5 
years, the funds that would be provided 
by the tobacco tax will be terminated 
for the children’s health insurance pro-
posal. So, effectively, we are saying to 
the States, as I understand it, that 
they are going to get a funding stream 
for 5 years. At the end of that, at least 
in this proposal, there will be no fur-
ther funding. 

Mr. ROTH. I will yield to the distin-
guished Senator from Utah to com-
ment on that. 

Mr. HATCH. Mr. President, I will re-
spond to my colleague from Massachu-
setts. Because of the unique situation 
in which we were able to add this 

spending provision to the tax bill, this 
is the way it is written. 

Mr. ROTH. I point out that the to-
bacco tax was for all purposes in the 
bill, not just for the children’s health 
insurance. 

Mr. KENNEDY. Well, I thank the 
Senators. As I understand it, then, the 
tax will be permanent, but those rev-
enue streams that will fund the chil-
dren’s health insurance—the $8 million 
—will terminate after 5 years, and 
those revenues that would be created 
by the cigarette tax will be used for the 
offset, either on the IRA’s, or the cap-
ital gains, or the estate taxes. I think 
I understand it correctly. 

Mr. ROTH. I point out that what we 
have here is a 5-year plan, as I think 
was originally the case for the distin-
guished Senator from Massachusetts. 
Obviously, the plan can be renewed at 
the end of the 5 years. 

Mr. KENNEDY. I just wanted to clar-
ify the limitations on this funding 
stream. But I am grateful for the chair-
man’s answer. 

Mr. ROTH. I yield to the Senator 
from Utah. 

Mr. HATCH. The original Hatch-Ken-
nedy bill proposed a $20 billion health 
insurance program for children, plus it 
contributed $10 billion for deficit re-
duction. It was a 5-year authorization. 
Both of the sponsors assumed—and I 
believe properly so—that this program 
will work well, that children will ben-
efit from it, and that it will be reau-
thorized at the end of 5 years. I have no 
doubt that is the case here as well. 

But the provision the Finance Com-
mittee adopted continues the tax be-
yond the 5-year period, and the reve-
nues may be used for other purposes. 

To be clear, I assure my colleague 
from Massachusetts that, should this 
program work well, we will be revis-
iting it in 5 years. 

And there is an additional point I 
wish to make for those of my col-
leagues who believe the additional 
funding is not needed. It seems fairly 
clear that the $24 billion, as important 
a sum as it is, will not cover all of the 
10 million children who lack insurance. 
If we are very, very lucky, or if the 
Congressional Budget Office is smiling 
on us that day, it will cover at most 
about 8 million children. These figures 
are obviously subject to the way the 
States craft their programs, their cost- 
sharing requirements, and whether the 
States choose block grants or Med-
icaid. 

For example, if all of the States 
chose Medicaid, which I do not believe 
would happen based on conversations I 
have had with Governors, I estimate 
that the most children we could cover 
with the $24 billion is around 5 million. 

The other point I feel compelled to 
raise is that the CBO estimates are 
coming in very meager. I am not sure 
why, but they have been consistently 
scoring the major children’s health 
proposals as helping very few children. 

For example, I am told their prelimi-
nary estimate for the CHIPS proposal 

was that it would cover 2 million kids. 
Their initial estimate on the House- 
passed block grant was that it would 
help around 500,000 children, although 
that was later revised to 860,000. 

As a simple gauge, I use the figure of 
$1,000 per child to measure coverage. 
This is more than the Federal share of 
an average Medicaid child, and equal to 
or slightly less than the average high- 
quality group health plan. This is also 
the rough measure that Dr. Bruce 
Vladeck at HCFA uses. 

Based on that rough calculation, $24 
billion over 5 years would cover just 
short of 5 million kids per year. That 
assumes that the funding were equal 
each year, and it assumes that there 
would be absolutely no inflation. 

But to those who express concern 
about the shelf-life of the $8 billion fig-
ure we are considering today, the bot-
tom line is that we are going to see 
how this program works. 

I assure my friend and colleague and 
partner on this effort, a legislator who 
has been a tireless advocate for chil-
dren for decades, that if this program 
works and it is benefiting children, we 
are going to reauthorize it five years 
from now. 

It is that simple. I give my assur-
ances that I intend to do everything in 
my power to live up to that promise. 
And I hope that our colleagues will 
support that. 

This particular amendment has been 
brought up separately—not as part of 
the overall bill—because it is a spend-
ing amendment on the tax bill. 

Because a point of order has been 
lodged, we need 60 votes in order to re-
tain my provision in the bill. 

I believe I am not overstating it—and 
I would like my colleagues to correct 
me if I am wrong—when I say that res-
olution of this issue as part of the total 
tax spending package was the critical 
juncture in bringing us together in the 
Finance Committee. That is a key rea-
son why we have had so much support 
on both sides of the aisle. 

So, it is critical that we pass this as 
part of the overall plan. I hope our col-
leagues will take that into consider-
ation. 

The tobacco tax is considerably less 
than that embodied in the Hatch-Ken-
nedy bill, S. 526. But because of the $16 
billion already in the spending bill we 
passed last night—which most would 
agree was placed there largely in re-
sponse to the original Hatch-Kennedy 
filing—and because of the $8 billion we 
are adding today, we should have an 
adequate amount to take care of a sub-
stantial number of uninsured children 
in the foreseeable future. 

If we approve this proposal and then 
retain the full $24 billion in the final 
conference agreement that is signed by 
the President, it would be a terrific 
thing for our society. 

Adoption of this amendment can only 
help bring a larger bipartisan vote on 
the tax bill. And, in the end, I think we 
could all walk away feeling that we 
had accomplished the most significant 
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advance in children’s health for dec-
ades. 

I yield at this point. 
Mr. CHAFEE addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Rhode Island is recognized. 
Mr. CHAFEE. Mr. President, this is a 

very important measure that the dis-
tinguished chairman of the Finance 
Committee is advancing here this 
evening. What we are doing is, as he 
mentioned, our very best to care for 
the maximum number of low-income 
children with health care. There is a 
prescribed or suggested package of ben-
efits that includes eyeglasses and hear-
ing aids for these children from very, 
very low-income families. So, Mr. 
President, I urge my colleagues to sup-
port this measure. 

I want to commend the chairman of 
the Finance Committee, the distin-
guished Senator from Utah, and, of 
course, the ranking member, Senator 
MOYNIHAN, for everything they have 
done to advance this proposal. 

Mr. KENNEDY. Mr. President, I am 
certainly going to support the proposal 
that is recommended by the committee 
itself. I want to commend my friend 
and colleague, Senator HATCH, for his 
perseverance and persistence and 
tough-mindedness in moving us as far 
down the road as we are. But I think 
we are receiving numbers, even as we 
are here, about those that will be cov-
ered and, also, for example, by CBO— 
the number that they believe will be 
covered is considerably less than has 
been estimated by the Finance Com-
mittee. 

It just seems to me that the great 
concerns that have been so well-articu-
lated by the chairman of the com-
mittee and my friend and colleague 
from New York, Senator MOYNIHAN, 
Senator CHAFEE, and Senator HATCH, 
about the numbers of uninsured, and 
the fact that they are at the margin in 
terms of their income, being able to 
have to provide approximately after- 
tax income of almost maybe $800 or so, 
in that range, it is still a very heavy 
burden. I certainly hope that we can 
find—with the strong health implica-
tions of raising the tobacco tax and the 
importance of this particular national 
need, we welcome the fact that now it 
is an accepted Senate position that we 
are going to have a 20-cent increase, 
but that we can get about the business 
of assuring that all of those children 
are going to be covered. So I want to 
thank those Senators, Senator HATCH 
in particular and our other colleagues, 
for being willing to accept the concept 
and framework of the Hatch proposal. I 
also indicate that I think we have an 
opportunity to take care of the other 
remaining uninsured children. I don’t 
know why we would take care of one 
child and not take care of another 
when they are all basically the sons 
and daughters of working families. 

So I hope the Senate will accept this 
proposal. I want to make it very clear 
that we are preserving our right to 
make sure we are going to get coverage 
for the other children as well. 

Mr. ROTH. I yield 3 minutes to the 
Senator from West Virginia. 

The PRESIDING OFFICER. The Sen-
ator from West Virginia. 

Mr. ROCKEFELLER. Mr. President, I 
thank both my ranking leader and the 
chairman of the committee. I say to 
my good friend, Senator KENNEDY from 
Massachusetts, that having witnessed 
this process, Senator HATCH fought 
like a tiger, would not yield in very 
close quarters, in order to get the addi-
tional $8 billion added on for children’s 
health insurance, along with Senator 
CHAFEE, myself, and others. I think 
that ought to be very clear. 

As Senator CHAFEE said when Sen-
ator CHAFEE and this Senator’s bill 
failed, we managed to raise the stand-
ards of the bill to pass to such a degree 
to being very effective. As for not cov-
ering all children, that will be a matter 
of debate because of the uninsured al-
ready eligible and how to get to them. 

I urge support of the committee 
amendment. 

Mr. MOYNIHAN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from New York is recognized. 
Mr. MOYNIHAN. Mr. President, this 

is one of the finest moments the 105th 
Congress will know. It could not have 
come about without the courage and 
the conviction of the Senator from 
Utah. I would like to affirm everything 
he has said about the support on both 
sides of the aisle. It would be nice to 
have a unanimous vote. Let us hope we 
do have that, or near thereto. 

Mr. CHAFEE. Mr. President, I would 
like to contribute regarding the work 
that the Senator from West Virginia 
did. But for the groundwork he laid in 
connection with what type of benefits 
there would be, what kind of assur-
ances there would be for these children, 
I don’t think we would be where we 
are. 

So I want to pay tribute to the Sen-
ator from West Virginia. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. ROTH. I yield 5 minutes to the 
Senator from Utah. 

The PRESIDING OFFICER. The Sen-
ator from Utah. 

Mr. HATCH. Mr. President, this 
morning we started the first of a series 
of hearings in the Judiciary Committee 
on the tobacco global settlement. I 
have to say that the funding for this $8 
billion, as well as a number of other 
provisions that will be in the tax bill, 
happens to come from the 20-cent-per- 
pack tax on cigarettes. 

The reason that Senator KENNEDY 
and I originally put into our original 
bill a 43-cent tax on cigarettes is be-
cause tobacco is the number one pre-
ventable cause of death in this country 
today. 

It is particularly important in this 
instance because of these 10 million 
children who are without health insur-
ance, 5 million of them it is estimated 
will ultimately wind up smoking if we 
do not find some way to make smoking 
less attractive for them. It is also a 

proven fact that every time smoking 
goes up 10 percent in cost that 7 per-
cent of these kids will never attempt to 
smoke, which is a very wise thing here. 
It is a spinoff benefit that we get in 
adding the cigarette tax. 

I might also add that 50 percent of all 
smokers began before the age of 14, and 
90 percent began before the age of 18. 

So this particular amendment and 
this particular aspect of this particular 
bill has many, many good reasons for 
its adoption. 

I hope our colleagues will support 
this because I think it is critical, and I 
think my colleagues on both sides who 
are really familiar with this will say 
that it is critical in the overall binding 
together in a bipartisan way of Demo-
crats and Republicans in the best inter-
est of our country and in support of 
these major, major two pieces of rec-
onciliation legislation. 

If you stop and think about it, this is 
one of the most just taxes that we have 
ever passed, and we have limited it to 
20 cents rather than 43 cents. The ad-
vantage of that is that we will raise 
enough money to help not only chil-
dren but help with some other serious 
problems on the committee. 

It was a very difficult discussion be-
cause we always have revenue-raising 
problems, we always have offset prob-
lems, and we always have problems of 
differences on the Finance Committee. 
But here basically everybody was 
brought together. Ultimately this side 
of the equation passed 18 to 2. The 
spending side passed 20 to zero. 

I hope our colleagues will support 
this amendment because it is critical 
to the overall passage of this matter. 

It is also critical to these children. I 
don’t know of a better thing we can do. 
We spend an awful lot of time around 
here doing an awful lot of good for peo-
ple who can’t help themselves, and here 
is a case where we have children 90 per-
cent of whom live in families with at 
least one parent who works who can’t 
help themselves but would if they 
could. This is the way to solve that. 

It is a reasonable compromise. It is 
something that will work. It gets 
enough money out there in comparison 
to Hatch-Kennedy that I think it will 
work. It does it in a thrifty savings 
way. 

I want to personally compliment the 
chairman and the ranking member of 
this committee and other members of 
this committee for their willingness to 
see through the solution of these prob-
lems with this amendment. I hope my 
colleagues on our side will support this 
amendment. I hope our colleagues on 
the Democrat side will support it be-
cause in doing so we will be pushing 
this process greatly forward. 

I thank all of those who have partici-
pated and who will participate in help-
ing us to do so. 

I yield the floor. 
Mr. HATCH. Mr. President, why do 

we need 8 billion on top of the 16 billion 
already appropriated? 

We learned earlier that the House 
Commerce block grant may be scored 
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as reaching only 860,000 uninsured chil-
dren. I understand that this is a com-
plicated matter because some funds 
will be used for direct services and not 
to purchase insurance. But it just 
shows you that this whole area is not 
cheap. 

We heard from Bruce Vladeck it costs 
about $1,000 or so for a good, solid in-
surance policy. We also know that the 
Federal share of Medicaid this year 
averages about $860 per child. 

In the first year of the CHILD Pro-
gram there will be an even 50/50 split 
between health care and deficit reduc-
tion so that $3 billion will be used for 
program costs. In year five, this pro-
gram component will grow to $5 bil-
lion. 

Using these numbers as a guide, it 
seems reasonable to expect that, de-
pending a great deal how states chose 
to implement this program that our 
bill will be able to cover about 3.5 mil-
lion or so children in the early years of 
the program and about 5 million chil-
dren in the fifth year. 

There are many variables such as 
which States chose to participate, 
what their State matching require-
ment is, what coinsurance and copay-
ments they require, and so on. We must 
also take into account inflation which 
will erode the purchasing power of the 
yearly allocation. 

Another way to look at the problem 
is to see how many children the $16 bil-
lion in the budget agreement could 
cover. This $16 billion amounts to an 
average of $3.2 billion per year. If we 
used all of this money to buy Medicaid 
coverage at $860 per child, it would 
cover about 3.7 million children. 

This would still leave 1 million chil-
dren under 125% of poverty with no 
health insurance. 

Twenty-four billion dollars is about 
$4.8 billion per year spread over 5 
years. 

Depending on how States implement 
the program, cost-sharing require-
ments and so forth, I think that would 
cover between 5 and 6.5 million, per-
haps 7 million children. 

The PRESIDING OFFICER (Mrs. 
HUTCHISON). Who yields time? 

Mr. ROTH. Madam President, I don’t 
see anyone requiring further time to 
debate this issue. 

So I yield whatever time I have re-
maining. 

Mr. DOMENICI addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from New Mexico. 
Mr. DOMENICI. Is all time yielded? 
The PRESIDING OFFICER. All time 

has been yielded. 
Mr. DOMENICI. Madam President, I 

raise the point of order under section 
302(f) of the Budget Act that amend-
ment No. 520 results in the Finance 
Committee exceeding its spending allo-
cations under section 602(a) of the 
Budget Act. 

Mr. ROTH. Madam President, I move 
to waive all points of order against the 
committee amendment language for 
consideration of this provision now, 

and also for the language, if included 
at later stages, of the revenue rec-
onciliation process such as in a con-
ference report. 

Mr. McCONNELL. Madam President, 
I ask for the yeas and nays. 

The PRESIDING OFFICER. Is there a 
sufficient second? 

There is a sufficient second. 
The yeas and nays were ordered. 
VOTE ON MOTION TO WAIVE THE BUDGET ACT 
The PRESIDING OFFICER. The 

question occurs on agreeing to the mo-
tion to waive the Budget Act. The yeas 
and nays have been ordered. The clerk 
will call the roll. 

The bill clerk called the roll. 
Mr. NICKLES. I announce that the 

Senator from Kansas [Mr. ROBERTS], is 
necessarily absent. 

The PRESIDING OFFICER. Are there 
any other Senators in the Chamber 
who desire to vote? 

The yeas and nays resulted—yeas 80, 
nays 19, as follows: 

[Rollcall Vote No. 135 Leg.] 

YEAS—80 

Abraham 
Akaka 
Allard 
Baucus 
Bennett 
Biden 
Bingaman 
Bond 
Boxer 
Breaux 
Brownback 
Bryan 
Bumpers 
Burns 
Byrd 
Campbell 
Chafee 
Cleland 
Cochran 
Collins 
Conrad 
D’Amato 
Daschle 
DeWine 
Dodd 
Domenici 
Dorgan 

Durbin 
Enzi 
Feingold 
Feinstein 
Frist 
Glenn 
Gorton 
Graham 
Grassley 
Hagel 
Harkin 
Hatch 
Hollings 
Hutchison 
Inouye 
Jeffords 
Johnson 
Kempthorne 
Kennedy 
Kerrey 
Kerry 
Kohl 
Landrieu 
Lautenberg 
Leahy 
Levin 
Lieberman 

Lott 
Lugar 
Mack 
McCain 
Mikulski 
Moseley-Braun 
Moynihan 
Murkowski 
Murray 
Reed 
Reid 
Robb 
Rockefeller 
Roth 
Santorum 
Sarbanes 
Shelby 
Smith (OR) 
Snowe 
Specter 
Stevens 
Thomas 
Torricelli 
Warner 
Wellstone 
Wyden 

NAYS—19 

Ashcroft 
Coats 
Coverdell 
Craig 
Faircloth 
Ford 
Gramm 

Grams 
Gregg 
Helms 
Hutchinson 
Inhofe 
Kyl 
McConnell 

Nickles 
Sessions 
Smith (NH) 
Thompson 
Thurmond 

NOT VOTING—1 

Roberts 

The PRESIDING OFFICER. On this 
vote the yeas are 80, the nays are 19. 
Three-fifths of the Senators duly cho-
sen and sworn having voted in the af-
firmative, the motion is agreed to. The 
Budget Act is waived. 

Mr. ROTH. Madam President, I move 
to reconsider the vote. 

Mr. MOYNIHAN. I move to lay that 
motion on the table. 

The motion to lay on the table was 
agreed to. 

Mr. ROTH addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
Mr. ROTH. Madam President, I ask 

unanimous consent that the next two 
first-degree amendments in order to S. 
949 first be an amendment by Senator 

DOMENICI regarding budget enforce-
ment, to be followed by an amendment 
by Senator BYRD regarding the budget. 

Mr. KERRY. Reserving the right to 
object. 

The PRESIDING OFFICER. Is there 
objection? 

Mr. KERRY. Reserving the right to 
object. I will not object. 

Mr. DURBIN. Reserving the right to 
object, if I might ask the chairman be-
fore this unanimous consent is consid-
ered, I have an amendment pending, 
which I believe is the regular order, 
that I would like to have called up. 

Mr. ROTH. I would say to the distin-
guished Senator from Illinois that we 
want to move ahead on a few amend-
ments that I had mentioned here on a 
unanimous-consent basis. We will dis-
cuss with the Senator later his amend-
ment. 

Mr. DURBIN. Do I have the chair-
man’s assurance that this amendment 
will be protected, there will be time for 
debate on it this evening? 

Mr. ROTH. Yes. There will be time to 
debate it this evening. That is correct. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

AMENDMENT NO. 520, AS AMENDED 

THE PRESIDING OFFICER. The 
question now occurs on amendment No. 
520, as amended, offered by the Senator 
from Delaware. If there be no further 
debate, the question is on agreeing to 
the amendment. 

The amendment (No. 520), as amend-
ed, was agreed to. 

Mr. ROTH. Madam President, I move 
to reconsider the vote. 

Mr. MOYNIHAN. I move to lay that 
motion on the table. 

The motion to lay on the table was 
agreed to. 

f 

MORNING BUSINESS 

Mr. ROTH. I believe the distin-
guished Senator from New York would 
like us to go into morning business. 

Mr. MOYNIHAN. Could we have 10 
minutes for morning business, that we 
might discuss a momentous decision or 
nondecision by the Supreme Court this 
morning? 

Mr. ROTH. I so move, Madam Presi-
dent. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. We are in 10 
minutes of morning business. 

Mr. BYRD addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from West Virginia is recognized. 

f 

RAINES V. BYRD 

Mr. BYRD. Madam President, earlier 
today, in a seven-to-two decision, the 
United States Supreme Court ruled 
that Members of Congress do not have 
the requisite constitutional standing 
necessary to challenge the Line Item 
Veto Act. 

That decision overturns the April 10 
ruling of the U.S. District Court, which 
held that the Act does, indeed, injure 
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Members sufficiently to confer stand-
ing. Moreover, having granted stand-
ing, the District Court went on to con-
clude that the Act was an unconstitu-
tional delegation of Congress’ Article I 
lawmaking power. 

As the Senator whose name titles to-
day’s decision—Raines v. Byrd—I am 
obviously disappointed that a majority 
of the Supreme Court denied standing 
to Members of Congress. However, I re-
main mindful of the fact that the most 
important decision in this matter lies 
ahead. In the meantime, I am some-
what heartened by the fact that at 
least one member of the Court was 
willing to consider the merits of our 
argument. In what I believe will be a 
vindicated position, Justice John Paul 
Stephens wrote that ‘‘. . . the same rea-
son that the [Members] have standing 
provides a sufficient basis for con-
cluding that the statute is unconstitu-
tional.’’ 

Madam President, let me take this 
opportunity to personally thank two 
groups of individuals who, I know, 
share my concern with the Court’s de-
cision. 

First, I wish to thank my Senate col-
leagues—Senator MOYNIHAN, Senator 
LEVIN, and former Senator Hatfield— 
for their support, their wisdom, and 
their counsel throughout this process. 
Although this has been a collaborative 
effort, I, for one, have valued their con-
tributions. And there were two Mem-
bers of the other body who, likewise, 
joined us—Mr. SKAGGS and Mr. WAX-
MAN. Of course, I would be remiss if I 
did not acknowledge the absolutly stel-
lar legal work provided to us by Lloyd 
Cutler, Louis Cohen, Alan Morrison, 
Charles Cooper, and Michael Davidson. 
Despite the temporary setback, I am 
convinced that no other group of attor-
neys could have provided us with bet-
ter, or more sound, advice. 

Finally, be assured that there will 
come a time when a State or locality, 
or an individual or group of individ-
uals, will feel the brunt of the mis-
guided legislative gimmick called the 
line-item veto, and will seek judicial 
relief. When that time comes, I will 
stand ready at the helm to support 
that effort. 

Mr. MOYNIHAN. Madam President, 
it is characteristic of our beloved 
former President pro tempore to thank 
others for the efforts that have led to 
the Court’s nondecision today. Might I 
take the opportunity to thank him. It 
is his magisterial understanding of the 
Constitution and his Olympian com-
mitment to it that brought us to-
gether, and brought to us the finest 
legal minds of this time to prepare the 
briefs that first won hands down in the 
U.S. District Court for the District of 
Columbia, and now have been put aside 
by the Court, but only temporarily. I 
think it would be not inappropriate to 
note that one judge and one Justice 
have spoken to this subject, and in 
both cases they have spoken to the un-
constitutional nature of the act. 

I ask the Senate if I might just in-
dulge to read a paragraph from Justice 

Stevens’ dissenting opinion this morn-
ing. He says: 

The Line Item Veto Act purports to estab-
lish a procedure for the creation of laws that 
are truncated versions of bills that have been 
passed by the Congress and presented to the 
President for signature. If the procedure 
were valid, it would deny every Senator and 
every Representative any opportunity to 
vote for or against the truncated measure 
that survives the exercise of the President’s 
cancellation authority. Because the oppor-
tunity to cast such votes is a right guaran-
teed by the text of the Constitution, I think 
it is clear that the persons who are deprived 
of that right by the Act have standing to 
challenge its constitutionality. Moreover, 
because the impairment of that constitu-
tional right has an immediate impact on 
their official powers, in my judgment they 
need not wait until after cancellation au-
thority to bring suit. Finally, the same rea-
son that the respondents have standing pro-
vides a sufficient basis for concluding that 
the statute is unconstitutional. 

Madam President, I thank you for 
your indulgence. I think we may have 
overrun by a moment or two. I most 
appreciate that. 

Again, our appreciation to Senator 
BYRD. I yield the floor. 

Mr. DOMENICI. Has all time expired? 
The PRESIDING OFFICER. There 

are approximately 3 minutes left in 
morning business. 

Mr. TORRICELLI addressed the 
Chair. 

The PRESIDING OFFICER. The Sen-
ator from New Jersey. 

f 

PRAISE FOR SENATOR BYRD 

Mr. TORRICELLI. Madam President, 
I, too, would like to join in words of 
praise for Senator BYRD. Every Mem-
ber of this institution knows the Sen-
ate of the United States has no finer 
scholar nor better defender of the U.S. 
Constitution than the Senator from 
West Virginia. I share his disappoint-
ment in the decision of the Court today 
that standing does not rest with Mem-
bers of Congress. But, indeed, as Sen-
ator MOYNIHAN noted, this is not only 
not a defeat, it is not even a retreat. 
The only two judges who were to con-
sider this matter on its merits have 
reached the inescapable conclusion 
that by statute the Congress of the 
United States cannot rearrange basic 
constitutional powers as contained in 
the Constitution itself. 

There will be another day with other 
parties who will bring this matter be-
fore the Court on its merits. And on 
that date, this Court will again, as it 
has on so many occasions, preserve the 
basic structure of the U.S. Government 
as contained in the Constitution. On 
that day, Senator BYRD will have his 
victory. It is postponed, it is delayed, 
but it will not be denied. 

I once again offer my congratulations 
to the Senator from West Virginia on 
what will be his ultimate victory. 

I yield the floor. 
Mr. BYRD. Madam President, I 

thank the Honorable Senator for his 
gracious remarks. 

CONCLUSION OF MORNING 
BUSINESS 

The PRESIDING OFFICER. Is there 
anyone wishing to speak in morning 
business? If not, morning business is 
closed. 

f 

REVENUE RECONCILIATION ACT 
OF 1997 

The Senate continued with the con-
sideration of the bill. 

AMENDMENT NO. 537 
(Purpose: To implement the enforcement 

provisions of the Bipartisan Budget Agree-
ment, enforce the Balanced Budget Act of 
1997, extend the Budget Enforcement Act 
of 1990 through fiscal year 2002, and make 
technical and conforming changes to the 
Congressional Budget and Impoundment 
Control Act of 1974 and the Balanced and 
Emergency Deficit Control Act of 1985) 
The PRESIDING OFFICER. The Sen-

ator from New Mexico is recognized for 
an amendment. 

Mr. DOMENICI. Madam President, I 
believe it is my turn to offer an amend-
ment. I am going to offer an amend-
ment on behalf of myself and Senator 
LAUTENBERG of the State of New Jer-
sey. 

Before I send the amendment to the 
desk, let me just talk a little bit about 
what I am trying to do. In the agree-
ment reached with the White House, on 
the very last page of it, the White 
House, members from both sides, and 
the House, agreed that we would, as 
part of enforcing this 5-year budget, 
that we would extend and revise the 
discretionary caps for 1998 to 2002 at 
agreed levels shown in tables included 
in the agreement, and to extend the 
current law of sequester, which had its 
early origins in T. Gramm–Rudman- 
Hollings. 

We also agreed within the discre-
tionary caps we would establish what 
we call firewalls. They have been in ex-
istence for some time. We struck a 
compromise and said for now we would 
only extend them for 2 years instead of 
for the entire agreement, meaning we 
will have to bring those up in about a 
year, but we will have an opportunity 
on the next budget resolution, or the 
one after that, for those who want to 
extend it beyond that time, and I do. 

We also agreed, and I want everybody 
to understand this one, to return to 
current law on separate crime caps at 
levels shown in the agreed tables. That 
has to do with a matter that is of real 
importance to Senator BYRD, Senator 
BIDEN, and the distinguished Senator 
from Texas, Senator GRAMM. That is an 
extension of the trust fund for crime 
prevention, to fight crime, which was 
established here in the Senate when 
Senator GRAMM on one day sought to 
use up the savings attributable to a re-
duced workforce, as I recall, and then 
said in that, if we are going to save the 
money, we ought to spend it for some-
thing everybody understands and 
would be worthwhile. 

That trust fund then came into being 
with the amendment of the Senator 
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from Texas, supported by Senator 
BYRD and others. Now, that law expires 
in 2 years, but we agreed in the ses-
sions with the White House and the 
leadership that we would extend the 
trust fund within the caps for the 2 re-
maining years of that law, meaning 
1998 and 1999, after which the Congress 
is free to pass a new law on the trust 
fund or whatever they would like with 
reference to the trust fund. 

But I think it is clear that without a 
new law, since that is a trust fund, you 
couldn’t just continue to appropriate, 
and the trust fund is a fund set aside 
within the caps and getting the highest 
priority because it is already there in 
trust. 

We agreed to four or five other things 
that are less important, and then we 
agreed to extend the pay-go, pay-as- 
you-go provisions which had heretofore 
been adopted and become part of the 
Senate’s working process from the year 
1990. Those pay-go provisions essen-
tially said, if you are going to raise en-
titlement spending, you must offset it 
with entitlement cuts or tax increases. 
If you are going to cut taxes, you must 
offset that with entitlement cuts and 
vice versa. 

We have in this amendment done all 
of those things. The distinguished Sen-
ator from New Jersey, who was part of 
the agreement and also my ranking 
member on the Budget Committee, 
joins me in sending a Domenici-Lau-
tenberg amendment to the desk on this 
matter, and we ask for its immediate 
consideration. 

The PRESIDING OFFICER. The 
clerk will report. 

The assistant legislative clerk read 
as follows: 

The Senator from New Mexico [Mr. DOMEN-
ICI], for himself and Mr. LAUTENBERG, pro-
poses an amendment numbered 537. 

Mr. DOMENICI. Mr. President, I ask 
unanimous consent that the reading of 
the amendment be dispensed with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

(The text of the amendment is print-
ed in today’s RECORD under ‘‘Amend-
ments Submitted.’’) 

Mr. DOMENICI. Mr. President, I 
want the Senate to know that this 
amendment is subject to a point of 
order, and I won’t wait around for a 
point of order. I want the Senate to 
know that I am fully aware that this 
amendment is subject to a point of 
order, because it is obviously not part 
of deficit reduction. I am fully aware 
that a point of order could be made. I 
knew that from the beginning, and we 
knew that when we discussed extending 
this and putting in the caps for 5 years, 
which is the only way to enforce the 
discretionary savings in this budget. 
So I won’t wait for a point of order. 
When the time is expired, I myself will 
move to waive the Budget Act in order 
to allow this legislation to be consid-
ered on this bill. 

I say to my fellow Senators, there 
are many process amendments around. 
When the Senator from New Mexico 

said I would not offer this on the first 
bill, about 12 amendments came tum-
bling down because they are all waiting 
for process reform. Some of those 
amendments I would sympathize with, 
others I would not, which is not nec-
essarily very relevant. But I must 
make a point of order on each and 
every one of those, if the sponsors do 
not, that they, too, will take 60 votes, 
unless somebody has some magical 
way—and maybe Senator GRAMM will 
try a magical way, maybe he won’t—to 
try to get these amendments in at 50 
votes. But I think everybody who 
wants to do these kinds of process 
changes ought to get 60 votes or they 
ought not get it done. That will be ap-
plying the law to everybody who wants 
to change our processes. 

I hope everybody knows we could be 
here for the entire remainder of this 
bill if everybody who has a process 
change intends to offer it. 

I will use no more time other than to 
shortly yield to Senator LAUTENBERG 
with reference to the amendment 
which he cosponsors. But let me make 
it very simple, if we do not adopt this 
amendment, or something like it, there 
is no way of enforcing the 5-year caps 
on appropriations. This was a three- 
legged stool. We get savings on the 
caps on appropriations, we get savings 
in entitlements, and we would do that 
sufficient to allow for a $85 billion tax 
cut, the third leg. There will be no en-
forcement of the appropriations total 
accounts that they can spend, and 
there will be no firewall between de-
fense if we don’t adopt something like 
this amendment. 

I think it is properly drawn, and I 
hope that we can adopt it later on this 
evening when the debate is finished. 

I yield the floor to Senator LAUTEN-
BERG. 

The PRESIDING OFFICER. The Sen-
ator from New Jersey. 

Mr. LAUTENBERG. Madam Presi-
dent, I join with Senator DOMENICI in 
offering the amendment. It implements 
a provision in the bipartisan budget 
agreement that relates to the budget 
process. Without the support that 
comes from this, I think the work that 
had been done would be relatively pen-
etrable in so many ways that we would 
not be able to come up with the final 
target that we are shooting for, and 
that is to make certain that we have 
the deficit down to zero at the end of 
2002, and then we have preserved the 
caps that were placed there to achieve 
that objective. 

The amendment extends several pro-
visions in the Budget Enforcement Act 
that otherwise will expire and pre-
serves the existing system for enforc-
ing the fiscal policies established by 
the Congress. 

Madam President, current law estab-
lishes an overall cap on the amount of 
spending that Congress can appropriate 
each year, but discretionary spending— 
I am referring to the programs appro-
priated annually by the Congress, in-
cluding the entire gamut of Federal 

Departments and Agencies and most of 
their day-to-day operations. By con-
trast, discretionary spending does not 
include entitlement spending, Social 
Security, Medicare, which flows with-
out the need for annual congressional 
action. 

Under current law, total spending on 
discretionary programs cannot exceed 
the prescribed limits. However, these 
limits expire in fiscal year 1998, and the 
amendment would extend these limits 
to 2002 in accordance with the budget 
agreement. The levels established are 
the same as those adopted in the agree-
ment and in the budget resolution. 

In addition, the amendment extends 
the so-called pay-as-you-go or pay-go 
system. Under that system, all tax 
cuts, all increases in entitlement 
spending have to be offset by either 
revenue increases or reductions in 
other entitlements. The amendment 
will extend this system through 2002. 

There was little disagreement in the 
bipartisan budget negotiations that the 
discretionary spending limits and the 
pay-as-you-go system ought to be ex-
tended. These two budget mechanisms 
are at the very core of the Budget En-
forcement Act. The act has been in 
place since 1990 when it replaced the 
old Gramm-Rudman-Hollings law, and 
the system has proven to be successful. 

There are many ways to measure suc-
cess, but I begin by pointing to the bot-
tom line. Since BEA, the Budget En-
forcement Act, was put into place, our 
deficit has been reduced from $270 bil-
lion plus down to about $70 billion, a 
$200 billion reduction. By contrast, the 
old Gramm-Rudman system had prom-
ised dramatic deficit reduction, but 
when it came to producing results, 
frankly, it laid an egg. 

When Gramm-Rudman came into ef-
fect in 1986, the deficit was $221.2 bil-
lion. By 1990, when Gramm-Rudman 
was repeated, the deficit had moved 
from $220 billion to the same level, 
$221.2 billion. That, Madam President, 
is not my idea of progress. Beyond 
helping to implement the real deficit 
reduction, the Budget Enforcement Act 
has avoided many of the political and 
policy distortions that were originally 
created by the Gramm-Rudman-Hol-
lings legislation. The old system cre-
ated an incentive for both Congress and 
the White House to use unrealistic eco-
nomic assumptions and other gim-
micks in order to game the system. 

Since BEA was enacted, while there 
are still plenty of games in Federal 
budgeting, the process has dramati-
cally improved. For example, Presi-
dential budgets have used much more 
realistic economic assumptions, and we 
have largely been free of the threat of 
massive across-the-board cuts in de-
fense and domestic appropriated pro-
grams that used to be so disruptive. 

So, Madam President, I, along with 
Senator DOMENICI and Congressman 
KASICH, Congressman SPRATT and the 
administration, all in the negotiations 
agreed we should retain the basic 
framework of the Budget Enforcement 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00047 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATES6440 June 26, 1997 
Act system. That is what we are pro-
posing in the amendment before us. It 
is a fairly simple proposition. 

In addition, this amendment includes 
separate spending limits for defense 
discretionary programs and nondefense 
discretionary programs in the next 2 
fiscal years. This also reflects the bi-
partisan budget agreement. 

Along with many other Democrats, I 
have long been skeptical of firewalls, 
but I remind my colleagues that these 
firewalls apply equally to both sides of 
the discretionary budget and could pro-
tect domestic initiatives from those 
who would shift funding from domestic 
discretionary to the military. I will 
also note that the separate defense and 
nondefense caps expire after 2 years. 

Another provision in this amend-
ment, which also implements the bi-
partisan budget agreement, would re-
vise the rule governing scoring of asset 
sales. Under the proposal, asset sales 
could be counted in budget calcula-
tions only if they do not increase the 
deficit. This should help ensure we 
don’t sell assets only for short-term in-
come if those assets would generate 
significant revenues in the future. An 
example might be a Government-owned 
recreational facility that generates 
significant user fees. 

Madam President, this amendment 
also includes provisions that establish 
reserve funds for Amtrak, highways 
and transits. These provisions will 
allow us to implement the comparable 
reserve funds that were included in the 
budget resolution, and they have been 
top priorities for me and, given my 
longstanding commitment to transpor-
tation investment, I worked very hard 
to make sure that we were going to 
provide the funds necessary to provide 
the investment in infrastructure so 
critically needed in our country. 

Finally, Madam President, this 
amendment includes a variety of tech-
nical changes that are designed to cor-
rect errors and eliminate unnecessary 
reporting requirements and to revise 
the outdated provisions. So, I hope my 
colleagues will support us in this 
amendment. I express my appreciation, 
once again, to Senator DOMENICI and 
the staff, especially Sue Nelson, my 
Budget Committee staff, for their hard 
work and cooperation in the develop-
ment of this legislation. I yield the 
floor. 

The PRESIDING OFFICER. Who 
yields time? 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. The dis-
tinguished majority leader is recog-
nized. 

Mr. LOTT. Madam President, I have 
a unanimous consent request that I 
have cleared with the Democratic lead-
er. 

f 

PROVIDING FOR ADJOURNMENT 
OR RECESS OF BOTH HOUSES OF 
CONGRESS 
Mr. LOTT. Madam President, I ask 

unanimous consent that the Senate 

now proceed to the consideration of H. 
Con. Res. 108, the adjournment resolu-
tion, which was received from the 
House. I further ask unanimous con-
sent that the resolution be agreed to 
and the motion to reconsider be laid 
upon the table. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The concurrent resolution (H. Con. 
Res. 108) was agreed to, as follows: 

H. CON. RES. 108 
Resolved by the House of Representatives (the 

Senate concurring), That when the House ad-
journs on the legislative day of Thursday, 
June 26, 1997, it stand adjourned until 12:30 
p.m. on Tuesday, July 8, 1997, or until noon 
on the second day after Members are notified 
to reassemble pursuant to section 2 of this 
concurrent resolution, whichever occurs 
first; and that when the Senate recesses or 
adjourns at the close of business on Thurs-
day, June 26, 1997, Friday, June 27, 1997, Sat-
urday, June 28, 1997, or Sunday, June 29, 1997, 
pursuant to a motion made by the Majority 
Leader, or his designee, in accordance with 
this concurrent resolution, it stand recessed 
or adjourned until noon on Monday, July 7, 
1997, or such time on that day as may be 
specified by the Majority Leader or his des-
ignee in the motion to recess or adjourn, or 
until noon on the second day after Members 
are notified to reassemble pursuant to sec-
tion 2 of this concurrent resolution, which-
ever occurs first. 

SEC. 2. The Speaker of the House and the 
Majority Leader of the Senate, acting jointly 
after consultation with the Minority Leader 
of the House and the Minority Leader of the 
Senate, shall notify the Members of the 
House and the Senate, respectively, to reas-
semble whenever, in their opinion, the public 
interest shall warrant it. 

Mr. LOTT. I yield the floor. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. DOMENICI addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from New Mexico. 
f 

REVENUE RECONCILIATION ACT 
OF 1997 

The Senate continued with the con-
sideration of the bill. 

AMENDMENT NO. 537 
Mr. DOMENICI. How much time do I 

have on the amendment? 
The PRESIDING OFFICER. Forty- 

four minutes. 
Mr. DOMENICI. And the opposition 

has 44 minutes? 
The PRESIDING OFFICER. Sixty 

minutes. 
Mr. DOMENICI. So we have used 16. 

Actually, unless Senator LAUTENBERG 
has anything further to say, I believe I 
have stated the case for the DOMENICI- 
LAUTENBERG amendment No. 537. Does 
Senator GRAMM want to offer an 
amendment to the amendment? 

Mr. GRAMM. I think Senator BIDEN 
is going to offer an amendment first, 
and after his amendment is disposed of, 
then I will have an amendment, as will 
several other people. 

Mr. BIDEN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
Mr. BIDEN. Madam President, I won-

der if the Democratic manager would 
yield me time off the bill. 

Mr. DOMENICI. The Senator has 
time on his amendment. 

Mr. BIDEN. Parliamentary inquiry. 
Can I get time in my own right? 

Mr. DOMENICI. I yield back my 
time. 

The PRESIDING OFFICER. The time 
is controlled by Senator DOMENICI and 
Senator ROTH. 

Mr. LAUTENBERG. I yield back my 
time. 

The PRESIDING OFFICER. Is all 
time yielded back? 

Mr. DOMENICI. We yielded back our 
time. 

Mr. BIDEN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
AMENDMENT NO. 539 TO AMENDMENT NO. 537 
Mr. BIDEN. Madam President, I send 

an amendment to the desk. 
The PRESIDING OFFICER. The 

clerk will report. 
The assistant legislative clerk read 

as follows: 
The Senator from Delaware [Mr. BIDEN], 

for himself and Mr. GRAMM, proposes an 
amendment numbered 539 to amendment No. 
537. 

Mr. BIDEN. Madam President, I ask 
that further reading of the amendment 
be dispensed with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The amendment is as follows: 
On page 43 of the amendment, strike lines 

14 through 21 and insert the following: 
‘‘(5) with respect to fiscal year 2001— 
‘‘(A) for the discretionary category: 

$537,677,000,000 in new budget authority and 
$558,460,000,000 in outlays; and 

‘‘(B) for the violent crime reduction cat-
egory: $4,355,000,000 in new budget authority 
and $5,936,000,000 in outlays; 

‘‘(6) with respect to fiscal year 2002— 
‘‘(A) for the discretionary category: 

$546,619,000,000 in new budget authority and 
$556,314,000,000 in outlays; and 

‘‘(B) for the violent crime reduction cat-
egory: $4,455,000,000 in new budget authority 
and $4,485,000,000 in outlays; 
as adjusted in strict conformance with sub-
section (b).’’. 

(2) TRANSFERS INTO THE FUND.—On the first 
day of the following fiscal years, the fol-
lowing amounts shall be transferred from the 
general fund to the Violent Crime Reduction 
Trust Fund— 

(A) for fiscal year 2001, $4,355,000,000; and 
(B) for fiscal year 2002, $4,455,000,000. 

Mr. BUMPERS. Will the Senator 
from Delaware yield for an inquiry for 
a moment? 

Mr. BIDEN. I would be happy to. 
Mr. BUMPERS. Could the managers 

of this bill tell us how many second-de-
gree amendments there are to this 
process? 

I assume we are on the second-degree 
amendment process; is that correct? 

The PRESIDING OFFICER. That is 
correct. 

Mr. BUMPERS. Could the managers 
tell us how many second-degree amend-
ments they anticipate on this? 

Mr. DOMENICI. I do not know. 
Mr. GRAMM. I believe there will be 

four. Senator BIDEN will offer one for 
himself. Once that is adopted, I will 
offer a second-degree amendment. And 
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then we have two other Senators who 
want to offer second-degree amend-
ments, so they will be seriatim. 

Mr. BUMPERS. Then there are five, 
because I have one also. I am just won-
dering if we could get some kind of se-
quence so we know how they are going 
to be offered so we do not spend the 
rest of our lives waiting. 

Mr. DOMENICI. I say to the Senator, 
you can be assured there will be four 
ahead of you, if you would like to be 
fifth. 

Mr. BUMPERS. I thank the Senator 
for his courtesy. 

Mr. GRAMM. Why don’t you do yours 
last? 

Mr. DOMENICI. That is what I said. 
Mr. BIDEN. Madam President, the 

second-degree amendment I have at the 
desk is very simple and straight-
forward. The Senator from New Mexico 
is introducing a budget process amend-
ment, and what the amendment of Sen-
ator GRAMM and myself does is, quite 
frankly, it merely extends the crime 
law trust fund for the extension of this 
agreement. 

I am told by the staffs of the major-
ity and minority that in the budget 
process agreement that was agreed to 
with the administration, there is a line 
on page 90 of the concurrent resolution 
of the budget fiscal year 1998. On page 
90, it says, ‘‘Retain current law on sep-
arate crime caps at levels shown in the 
agreement tables.’’ 

All we are doing here is extending 
the crime law trust fund. We are not 
making judgments on how that will be 
disbursed within the trust fund. We are 
just extending the trust fund to the ex-
tent of this agreement. And, Madam 
President, as I offer this amendment, 
we are maintaining a commitment to 
one of the few specific ways the rec-
onciliation package can, by virtue of 
the type of legislation it is, maintain a 
commitment. 

The commitment we made was to 
fight violent crime. And, ironically, it 
is working. It is working. And so for us 
now to extend the violent crime trust 
fund, let it expire 2 years before this 
budget agreement expires, means we 
are going to be back at it again in the 
year 2000 or before, fighting over some-
thing we now know works. 

So I realize we can take a long time 
debating this. But the bottom line is 
this: We are not suggesting, as the Sen-
ator from New Mexico knows, how this 
trust fund money within the caps will 
be disbursed; merely that we have the 
continuation of the trust fund as long 
as the budget agreement to the year 
2002. 

Of all the priorities addressed in this 
budget package, I believe that none is 
more important than continuing our 
fight against violent crime and vio-
lence against women. 

The amendment I am offering, along 
with Senator GRAMM seeks to maintain 
this commitment in one of the few spe-
cific ways this reconciliation package 
can—by virtue of the type of legisla-
tion this is—maintain this commit-

ment. That is by extending the violent 
crime control trust fund will continue 
through the end of this budget resolu-
tion, fiscal year 2002. 

Senator BYRD, more than anyone, de-
serves credit for the crime law trust 
fund. Senator BYRD worked to develop 
an idea that was simple as it was pro-
found—as he called on us to use the 
savings from the reductions in the Fed-
eral work force of 272,000 employees to 
fund one of the Nation’s most urgent 
priorities: fighting the scourge of vio-
lent crime. 

Senator GRAMM was also one of the 
very first to call on the Senate to ‘‘put 
our money where our mouth was.’’ Too 
often, this Senate has voted to send 
significant aid to State and local law 
enforcement—but, when it came time 
to write the check, we did not find 
nearly the dollars we promised. 

Working together in 1993, Senator 
BYRD, myself, Senator GRAMM, and 
other Senators passed the violent 
crime control trust fund in the Senate. 
And, in 1994, it became law in the Biden 
crime law. 

Since then, the dollars from the 
crime law trust fund have: Helped add 
more than 60,000 community police of-
ficers to our streets; helped shelter 
more than 80,000 battered women and 
their children; focussed law enforce-
ment, prosecutors, and victims service 
providers on providing immediate help 
to women victimized by someone who 
pretends to love them; forced tens of 
thousands of drug offenders into drug 
testing and treatment programs, in-
stead of continuing to allow them to 
remain free on probation with no su-
pervision and no accountability; con-
structed thousands of prison cells for 
violent criminals; and brought unprec-
edented resources to defending our 
Southwest border—putting us on the 
path to literally double the number of 
Federal border agents over just a 5- 
year period. 

The results of this effort are already 
taking hold: According to the FBI’s na-
tional crime statistics, violent crime is 
down and down significantly—leaving 
our nation with its lowest murder rate 
since 1971; the lowest violent crime 
total since 1990; and the lowest murder 
rate for wives, ex-wives, and girlfriends 
at the hands of their intimates to an 
18-year low. 

In short, we have proven able to do 
what few thought possible—by being 
smart, keeping our focus, and putting 
our ‘‘money where our mouths’’ are— 
we have actually cut violent crime. 

Today, our challenge is to keep our 
focus and to stay vigilant against vio-
lent crime. Today, the Biden-Byrd- 
Gramm amendment before the Senate 
offers one modest step toward meeting 
that challenge: 

By assuring that the commitment to 
fighting crime and violence against 
women will continue for the full dura-
tion of this budget resolution. 

By assuring that the violent crime 
control trust fund will continue—in its 
current form which provides additional 

Federal assistance without adding 1 
cent to the deficit—through 2002. 

The Biden-Gramm amendment offers 
a few very simple choices: Stand up for 
cops—or don’t; stand up for the fight 
against violence against women—or 
don’t; and stand up for increased bor-
der enforcement—or don’t. 

Every Member of this Senate is 
against violence crime—we way that in 
speech after speech. Now, I urge all my 
colleagues to back up with words with 
the only thing that we can actually do 
for the cop walking the beat, the bat-
tered woman, the victim of crime—pro-
vide the dollars that help give them 
the tools to fight violent criminals, 
standup to their abuser, and restore at 
least some small piece of the dignity 
taken from them at the hands of a vio-
lent criminal. 

Let us be very clear of the stakes 
here—frankly, if we do not continue 
the trust fund, we will not be able to 
continue such proven, valuable efforts 
as the violence against women law. 
Nothing we can do today can guarantee 
that we, in fact, will continue the Vio-
lence Against Women Act when the law 
expires in the year 2000. 

But, mark my words, if the trust 
fund ends, the efforts to provide shel-
ter, help victims, and get tough on the 
abusers and barterers will wither on 
the vine. Passing the amendment I 
offer today will send a clear, unambig-
uous message that the trust fund 
should continue and with it, the his-
toric effort undertaken by the Violence 
Against Women Act that says by word, 
deed, and dollar that the Federal Gov-
ernment stands with women and 
against the misguided notion that ‘‘do-
mestic’’ violence is a man’s ‘‘right’’ 
and ‘‘not really a crime.’’ 

I urge my colleagues to support the 
Biden-Gramm amendment. 

At the appropriate time—and I am 
not quite sure yet when is appro-
priate—I will ask for the yeas and nays 
on this. 

But make no mistake about it, what 
we are voting on here is whether or not 
we are going to commit now to the ex-
tension of the trust fund, the violent 
crime trust fund, for the extent of this 
agreement. That is all this does. That 
is everything it does, but that is all it 
does. 

Mr. DOMENICI addressed the Chair. 

The PRESIDING OFFICER (Mr. BEN-
NETT). The Senator from New Mexico. 

AMENDMENT NO. 537, WITHDRAWN 

Mr. DOMENICI. Mr. President, I 
withdraw my amendment. 

The PRESIDING OFFICER. The 
amendment is withdrawn. 

The amendment (No. 537) was with-
drawn. 

Mr. BYRD addressed the Chair. 

The PRESIDING OFFICER. Under 
the previous order, the Senator from 
West Virginia is recognized. 
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AMENDMENT NO. 540 

(Purpose: To eliminate tax deductions for ad-
vertising and promotion expenditures re-
lating to alcoholic beverages and to in-
crease funding for programs that educate 
and prevent the abuse of alcohol among 
our Nation’s youth) 
Mr. BYRD. Mr. President, I send an 

amendment to the desk. 
The PRESIDING OFFICER. The 

clerk will report. 
The assistant legislative clerk read 

as follows: 
The Senator from West Virginia [Mr. 

BYRD] proposes an amendment numbered 540. 

Mr. BYRD. Mr. President, I ask unan-
imous consent that further reading of 
the amendment be dispensed with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The amendment is as follows: 
At the end of the bill, add the following: 

TITLE —ALCOHOL ADVERTISING 
RESPONSIBILITY ACT 

SEC. 01. SHORT TITLE. 
This title may be cited as the ‘‘Alcohol Ad-

vertising Responsibility Act’’. 
SEC. 02. FINDINGS AND PURPOSES. 

(a) FINDINGS.—Congress finds that— 
(1) alcohol is used by more Americans than 

any other drug; 
(2) it is estimated that the costs to society 

from alcoholism and alcohol abuse were ap-
proximately $100,000,000,000 in 1990 alone. 

(3) in 1995, the alcoholic beverage industry 
spent $1,040,300,000 on advertising, while the 
National Institute for Alcohol Abuse and Al-
coholism was funded at only $181,445,000; 

(4) more than 100,000 deaths each year in 
the United States result from alcohol-re-
lated causes; 

(5) 41.3 percent of all traffic facilities in 
1995, or 17,274 deaths, were alcohol related; 

(6) in addition to severe health con-
sequences, alcohol misuse is involved in ap-
proximately 30 percent of all suicides, 50 per-
cent of homicides, 68 percent of man-
slaughter cases, 52 percent of rapes and other 
sexual assaults, 48 percent of robberies, 62 
percent of assaults, and 49 percent of all 
other violent crimes; 

(7) approximately 30 percent of all acci-
dental deaths are attributable to alcohol 
abuse; 

(8) alcohol advertising may influence chil-
dren’s perceptions toward an inclinations to 
consume alcoholic beverages; 

(9) 26 percent of eighth graders, 40 percent 
of tenth graders, and 51 percent of twelfth 
graders report having used alcohol in the 
past month; and 

(10) college presidents nationwide view al-
cohol abuse as their paramount campus-life 
problem. 

(b) PURPOSES.—The purposes of this title 
are— 

(1) to repeal the existing tax subsidization 
for expenses incurred to promote the con-
sumption of alcoholic beverages; 

(2) to reduce the amount of alcohol adver-
tising to which our Nation’s youth are ex-
posed; and 

(3) to increase funding for those programs 
that educate and prevent the abuse of alco-
hol among our Nation’s youth. 
SEC. 03. DISALLOWANCE OF DEDUCTION FOR 

ADVERTISING AND PROMOTION EX-
PENSES RELATING TO ALCOHOLIC 
BEVERAGES. 

(a) IN GENERAL.—Part IX of subchapter B 
of chapter 1 (relating to items not deduct-
ible) is amended by adding at the end of the 
following: 
SEC. 280I. ADVERTISING AND PROMOTION EX-

PENDITURES RELATING TO ALCO-
HOLIC BEVERAGES. 

‘‘(a) IN GENERAL.—No deduction otherwise 
allowable under this chapter shall be allowed 

for any amount paid or incurred to advertise 
or promote by any means any alcoholic bev-
erage. 

‘‘(b) ALCOHOLIC BEVERAGE.—For purposes 
of this section, the term ‘alcoholic beverage’ 
means any item which is subject to tax 
under subpart A, C, or D of part I of sub-
chapter A of chapter 51 (relating to taxes on 
distilled spirits, wines, and beer).’’. 

(b) CONFORMING AMENDMENT.—The table of 
sections for part IX of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing: 
‘‘Sec. 280I. Advertising and promotion ex-

penditures relating to alcoholic 
beverages.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred in taxable years beginning 
after December 31 of the year in which this 
Act is enacted. 
SEC. 04. ALCOHOL ABUSE EDUCATION AND PRE-

VENTION AMONG YOUTH. 
(a) IN GENERAL.—Subject to subsection (c), 

there shall be transferred, from funds in the 
Treasury not otherwise appropriated, to the 
entities described in subsection (b) amounts 
to the extent specified under subsection (b). 

(b) EDUCATION AND PREVENTION PRO-
GRAMS.— 

(1) SUBSTANCE ABUSE AND MENTAL HEALTH 
SERVICES ADMINISTRATION.—The amounts 
specified in this subsection shall be: 

(A) IN GENERAL.—With respect to the Sub-
stance Abuse and Mental Health Services 
Administration, $120,000.000 for fiscal year 
1998, $180,000,000 for fiscal year 1999, 
$180,000,000 for fiscal year 2000, $210,000,000 for 
fiscal year 2001, and $210,000,000 for fiscal 
year 2002, to supplement substance abuse 
prevention activities authorized under sec-
tion 501 of the Public Health Service Act (42 
U.S.C. 290aa). 

(B) USE OF FUNDS.—Amounts provided to 
the Substance Abuse and Mental Health 
Services Administration under subparagraph 
(A) shall be used directly or through grants 
and cooperative agreements to carry out ac-
tivities to prevent the use of alcohol among 
youth, including the development and dis-
tribution of public service announcements. 

(2) CENTERS FOR DISEASE CONTROL AND PRE-
VENTION.— 

(A) IN GENERAL.—With respect to the Cen-
ters for Disease Control and Prevention, 
$120,000.000 for fiscal year 1998, $180,000,000 for 
fiscal year 1999, $180,000,000 for fiscal year 
2000, $210,000,000 for fiscal year 2001, and 
$210,000,000 for fiscal year 2002, to carry out a 
comprehensive strategy to prevent alcohol- 
related disease and disability. 

(A) REQUIRED USES.—In carrying out the 
comprehensive strategy under subparagraph 
(A), the Centers for Disease Control and Pre-
vention shall— 

(i) enhance and expand State-based and na-
tional surveillance activities to monitor the 
scope of alcohol use among the youth of the 
United States; 

(ii) enhance comprehensive school-based 
health programs that focus on alcohol use 
prevention strategies; 

(iii) develop and distribute commercial ad-
vertising to prevent alcohol abuse among 
youth; and 

(iv) enhance and expand Fetal Alcohol 
Syndrome prevention activities throughout 
the United States. 

(3) NATIONAL HIGHWAY TRAFFIC SAFETY AD-
MINISTRATION.—With respect to the National 
Highway Traffic Safety Administration, and 
in addition to any funds authorized from the 
Highway Trust Fund, $120,000.000 for fiscal 
year 1998, $180,000,000 for fiscal year 1999, 
$180,000,000 for fiscal year 2000, $210,000,000 for 
fiscal year 2001, and $210,000,000 for fiscal 
year 2002, to carry out programs under sec-

tions 402, 403, and 410 of title 23, United 
States Code, and to develop and implement a 
paid media campaign targeting high-risk 
youth populations to improve the balance of 
media messages related to alcohol impaired 
driving. 

(4) INDIAN HEALTH SERVICE.—With respect 
to the Indian Health Service, $40,000,000 for 
fiscal year 1998, $60,000,000 for fiscal year 
1999, $60,000,000 for fiscal year 2000, $70,000,000 
for fiscal year 2001, and $70,000,000 for fiscal 
year 2002, to supplement the programs that 
such Service is authorized to carry out pur-
suant to titles II and III of the Public Health 
Service Act (42 U.S.C. 202 et seq., 241 et seq.). 

(c) AUTHORITY TO TRANSFER FUNDS.—The 
Committee on Appropriations of the House 
of Representatives and the Committee on ap-
propriations of the Senate, acting through 
appropriations Acts, may transfer the 
amount specified under subsection (b) in 
each fiscal year among the entities referred 
to in such subsection. 

The PRESIDING OFFICER. The Sen-
ator from West Virginia. 

Mr. BYRD. Mr. President, would the 
Chair indulge me momentarily? 

I protect my right to the floor. 
The PRESIDING OFFICER. The Sen-

ator from West Virginia will be pro-
tected in his right to the floor. 

Mr. DURBIN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from West Virginia has the floor. 
Mr. BYRD. I thank the Chair. 
Mr. President, last Friday nego-

tiators from the tobacco industry and 
State attorneys general announced the 
landmark agreement addressing the 
impact of tobacco use on our Nation, 
particularly our young people. Al-
though this important deal will likely 
face many obstacles and has a long way 
to go toward implementation, it is an 
unprecedented first step toward curb-
ing tobacco use and paying for the 
harm caused by that use. 

This process has caused our Nation to 
focus on an important public health 
danger and is an important step in 
working toward a meaningful solution. 

While I applaud the action being 
taken to address the pernicious health 
effects of tobacco, I am concerned that 
its evil twin, which also has a stag-
gering impact on our Nation, is to a 
large measure being ignored. 

Mr. President, the cost of alcohol 
abuse to our country is staggering. Ac-
cording to the National Institute on 
Alcohol Abuse and Alcoholism of the 
National Institutes of Health, alcohol 
is used by more Americans than any 
other drug. And the results are dev-
astating. 

The flood tide of alcohol causes more 
than 100,000 deaths each year in the 
United States. Alcohol abuse and alco-
holism imposes approximately $100 bil-
lion in cost each year on society. Links 
have been found between alcohol abuse 
and cirrhosis of the liver, as well as 
other harmful health conditions. Alco-
hol is a contributing factor in assaults, 
murders and other violent crimes, in-
cluding fatal drinking and driving acci-
dents. 

At the bottom of every empty bottle 
is another family in crisis, another ca-
reer being destroyed, or another dream 
washed away. 
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The amendment I am offering today 

would eliminate the tax deduction for 
alcoholic beverage advertising expendi-
tures. In addition, it would increase 
funding for a number of programs that 
educate and prevent the abuse of alco-
hol among our Nation’s youth. 

What should be of the utmost of our 
concern in our Nation is the impact of 
alcohol on our children and our grand-
children. 

I am introducing this amendment on 
behalf of the children who died because 
they were drinking and driving, and on 
behalf of the millions of children who 
are drinking right now without the full 
appreciation of what they are doing to 
themselves and what they could poten-
tially do to others. 

Alcohol is the drug of choice among 
teenagers. 

Mr. President, more specifically, and 
looking at this chart compiled by the 
National Center on Addiction and Sub-
stance Abuse, the use of alcohol by our 
Nation’s youth is highlighted among 
different age groups, including children 
between the ages of 12 and 17. Among 
children between the ages of 16 and 17, 
69.3 percent have at one point in their 
lifetimes experimented with alcohol. 

Clearly, as made evident by these 
alarming statistics, alcohol is the lead-
ing problem among teenagers—not 
marijuana, not cocaine. 

In the last month, approximately 8 
percent of the Nation’s eighth graders 
have been drunk—have been drunk. We 
are talking about eighth graders, 13 
years old—13-year-olds. I never heard 
of such a thing when I was in my teens, 
as a young man, or in my middle age. 
We are talking about eighth graders, 
13-year-olds. 

Every State has a law prohibiting the 
sale of alcohol to individuals under the 
age of 21. How is it then that two out 
of every three teenagers who drink re-
port that they can buy their own alco-
holic beverages? 

The youth of this country, who at the 
delicate age of 15 should be enriching 
their minds with schoolwork, improv-
ing their bodies with exercise, and dis-
covering the wonders of life through 
God and family values, instead are ex-
perimenting and endangering them-
selves with booze. Junior and senior 
high school students drink 35 percent 
of all wine coolers and consume 1.1 bil-
lion cans of beer a year. I know, be-
cause I pick some of them up off my 
lawn—I am talking about the beer 
cans, not the young people. 

I will repeat what is common knowl-
edge to us all: Every State has a law 
prohibiting the sale of alcohol to indi-
viduals under the age of 21. Alcohol is 
a factor in the three leading causes of 
death for 15- to 24-year-olds—the three 
leading causes—accidents, homicides, 
suicide. In approximately 50 percent to 
60 percent of youth suicides, alcohol is 
involved. 

Links have been shown between alco-
hol use and teen pregnancies and sexu-
ally transmitted diseases. Eighty per-
cent of the teenagers do not know that 

a can of beer has the same amount of 
alcohol as a shot of whiskey or a glass 
of wine. By the time they are in col-
lege, 40 percent have binged on alcohol 
during the previous 2 weeks. 

In 1994, 8.9 percent—almost 95,000—of 
the clients admitted to alcohol treat-
ment programs that received at least 
part of their funding from the State 
were under the age of 21, including over 
1,000 under the age of 12. And 31.9 per-
cent of youth under the age of 18 in 
long-term State-operated juvenile in-
stitutions were under the influence of 
alcohol at the time of their arrest. 

While our Nation’s education system 
needs repair, it seems that our society 
has been successful in teaching these 
kids something. The problem is that 
what we have taught them is deadly. 

Drinking impairs one’s judgment. We 
all know that. Nobody will dispute 
that. Alcohol mixed with teenage driv-
ing is a lethal, a lethal combination. 
We read about it all the time in the 
Washington Post, the Washington 
Times, and every newspaper in the 
land. In 1995, there were 1,666 alcohol- 
related fatalities of children between 
the ages of 15 and 19. The total number 
of alcohol-related fatalities that year 
was 17,274. Mr. President, for many 
years I have taken the opportunity, 
when addressing groups of young West 
Virginians, to warn them about the 
dangers of alcohol. I supported legisla-
tive efforts to discourage people, par-
ticularly young people, from drinking 
any alcohol. For example, 2 years ago I 
authored an amendment that requires 
States to pass the zero-tolerance laws 
that will make it illegal for persons 
under the age of 21 to drive a motor ve-
hicle if they have a blood alcohol level 
greater than .02 percent. This legisla-
tion not only helps to save lives but it 
also sends a message to our Nation’s 
youth that drinking and driving is 
wrong, that it is a violation of the law, 
and that it will be appropriately pun-
ished. Unfortunately and tragically, we 
all know someone, whether it is a fam-
ily member or a friend or an acquaint-
ance, whose life has been cut short by 
a drunk driver. These are senseless 
losses that are devastating to the fami-
lies and the friends who are left behind. 

As if the aforementioned statistics 
about youth alcohol use and the results 
of that use are not frightening enough, 
young people who consume alcohol are 
more likely to use other drugs. 

On the chart to my left, Senators 
will note these statistics, compiled by 
the National Center on Addiction and 
Substance Abuse at Columbia Univer-
sity, statistics which show that 37.5 
percent of young people who have con-
sumed alcohol have used some other il-
licit drug, versus only 5 percent of 
young people who have never consumed 
alcohol; 26.7 percent of those who have 
consumed alcohol have tried mari-
juana, versus 1.2 percent of those who 
have never consumed alcohol; 5 percent 
of youths who have partaken of alcohol 
have tried cocaine, while only 0.1 of 1 
percent of those who do not drink have 

used cocaine. So it is not a question 
that is even debatable that youths who 
drink alcohol are more likely to use 
other drugs. 

Mr. President, as the aforementioned 
facts and figures indicate, alcohol 
exacts a tremendous cost on our soci-
ety. These costs are not always clear- 
cut. For example, consider the costs of 
the lost productivity of a person show-
ing up at work on a Monday morning 
with a hangover and inadequately per-
forming his or her job, perhaps making 
a mistake that results in injury. How 
many of us would like to ride in the 
automobile that was made on such a 
Monday morning? How many of us 
would like to fly on the airplane whose 
maintenance man or woman, whose 
mechanic was on a binge the previous 
day? While there is no way to accu-
rately gauge the enormous costs that 
alcohol exacts upon our society, there 
can be no doubt that the pleasures of 
alcohol consumption exacts a consider-
able price on our Nation. 

The purpose of the amendment that I 
introduce today is simple. My proposal 
would simply tell all producers of alco-
holic beverages that they can no longer 
deduct the costs of their advertising 
expenditures on those products from 
their Federal income tax liability. 
While advertising is generally deduct-
ible as a legitimate business expense, I 
believe there exists a moral, legitimate 
reason to create an exception for pro-
ducers of alcoholic beverages whose 
products exact such considerable costs 
on our society. My proposal would not 
make illegal any advertising of alco-
holic beverages. It does not say that 
any advertising of alcoholic beverages 
is unconstitutional. It does not at-
tempt to ban such advertisements, nor 
would it create any additional Federal 
bureaucracy to regulate alcohol prod-
ucts. Rather, it would simply end the 
American taxpayers’ subsidization of 
alcohol advertising by amending the 
Internal Revenue Code of 1986 to in-
clude a disallowance of any deduction 
for any amount paid or incurred to ad-
vertise or promote by any means any 
alcoholic beverage. This is not a sin 
tax. It is, rather, an end to the sin sub-
sidy that has left American taxpayers 
footing the bill for both alcohol adver-
tising and the high health care costs 
inflicted on society by alcohol con-
sumption. Now there may be those who 
argue that it is wrong to single out al-
cohol advertising expenses. I counter 
that with the question: What other 
product, with the possible exception of 
tobacco, costs society $100 billion each 
year? What other product results in 
more than 100,000 deaths each year in 
the United States? The statistics are 
indeed staggering. 

Mr. President, in these complicated 
times, the innocence of youth, the in-
nocence of youth is dashed away at an 
early age by the irreverent messages 
spewing from the television set. Pro-
fanity and violence on television pro-
gramming are interrupted only by the 
aggressive commercials seeking to in-
fluence viewers in the name of profit. 
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Our impressionable youth, pressured by 
the self-indulgent motives of revenue- 
hungry corporations are bombarded by 
countless images glorifying an unreal-
istic view of reality, often insincerely 
portraying alcoholic beverages as an 
ingredient for ideal lifestyles. Our chil-
dren are besieged with the message 
that if you drink you will attract beau-
tiful women, if you drink you will be 
popular, if you drink you will excel at 
sports. Are these the images of reality 
or do they leave out something impor-
tant? Do they leave out some impor-
tant facts about alcohol consumption? 
What about the negative and all too 
prevalent results of alcohol consump-
tion—the hangovers that result in lost 
productivity, the tragic deaths, the in-
juries caused by a drunk behind the 
wheel, the hospital visits for alcohol 
poisoning, the horrible effects of cir-
rhosis of the liver and the families torn 
apart by alcohol abuse. 

The industry indicates that their ad-
vertisements do not target young peo-
ple, although this is debatable. A Janu-
ary Wall Street Journal article, detail-
ing a competitive media reporting sur-
vey commissioned by the Journal, 
found that beer advertisements are 
often aired during programs that are 
watched by large numbers of adoles-
cents. The findings of this survey are 
extremely disturbing. In one example, 
referenced in the article, a beer ad ran 
during the airing of a popular cartoon 
show on the MTV station of which 69 
percent of the audience was comprised 
of children under the age of 21. 

Mr. President, I ask unanimous con-
sent to have printed in the RECORD the 
Wall Street Journal article. 

There being no objection, the article 
was ordered to be printed in the 
RECORD, as follows: 

[From the Wall Street Journal] 
ARE BEER ADS ON BEAVIS AND BUTT-HEAD 

AIMED AT KIDS? 
(By Sally Beatty) 

When a commercial for Schlitz Malt Liq-
uor appeared last year on MTV during ‘‘My 
So-Called Life,’’ a show about teenage girls, 
beer maker Stroh called the airing an aber-
ration. 

Even as the ad helped launch a Federal 
Trade Commission probe into alcohol adver-
tising to children, Stroh said it had a long-
time policy of aiming ads only at adults of 
legal drinking age; MTV said the ad ran by 
mistake because of a last-minute program-
ming switch. 

In fact, the commercial was hardly an iso-
lated event. Despite the beer industry’s in-
sistence that it doesn’t target kids, its com-
mercials regularly wash over underage view-
ers. A survey by Competitive Media Report-
ing for the Wall Street Journal showed that 
during one arbitrarily chosen week—the first 
week of September—youths under the drink-
ing age made up the majority of the audience 
for beer commercials on several occasions. 

For instance, Molson beer was advertised 
during a 10 p.m. episode of ‘‘Beavis & Butt- 
Head,’’ the popular MTV cartoon series 
about two obnoxious teens. Fully 69% of all 
the episode’s viewers that night were under 
21—the legal drinking age in all 50 states— 
according to Nielsen Media Research’s wide-
ly used ratings data. Molson, which is mar-
keted in the U.S. by Philip Morris’s Miller 

Brewing, also advertised on MTV’s racy 
youth dating show, ‘‘Singled Out,’’ just after 
7 p.m., when 52% of the audience was under 
21. And Stroh advertised Schlitz Malt Liquor 
during MTV’s prime-time music-video show 
at 8:30 p.m., when 56% of the audience was 
under 21. 

That same week, Adolph Coors ran two ads 
on the Black Entertainment Television 
channel after 8 p.m., when 65% of the audi-
ence wasn’t old enough to drink. Also that 
week, Anheuser-Busch ran an ad for its 
Budweiser brand just after 8:30 p.m. on BET 
during music-video programming, when 70% 
of the audience was under 21. 

These commercials look like clear viola-
tions of the chief beer industry trade group’s 
own guidelines for TV ads. ‘‘Beer advertising 
. . . should not be placed in magazines, news-
papers, television programs, radio programs 
or other media where most of the audience is 
reasonably expected to be below the legal 
purchase age,’’ states the Beer Institute’s 
published ‘‘advertising and marketing guide-
lines.’’ The industry is pointing to these 
guidelines in an aggressive lobbying effort 
against proposed new federal restrictions of 
beer and liquor advertising. 

The number of ads reaching kids is ‘‘very 
troubling,’’ says Jodie Bernstein, director of 
the FTC’s bureau of consumer protection and 
a top official involved with its ongoing probe 
into alcohol marketing to kids on television. 
Her bureau enforces laws banning unfair or 
deceptive ad practices, including a statute 
that says it’s unfair to aim ads at people who 
aren’t legally able to buy the products. A 
company that runs afoul of such laws can 
face fines, orders to pull ads and regular FTC 
screening of future advertising. 

Ms. Bernstein won’t comment on the FTC’s 
probe. However, she says that in any inves-
tigation, the commission would look first at 
whether alcohol advertisers are ‘‘following 
their own guidelines.’’ For example, ‘‘Is it 
OK if [the percentage of underage viewers] 
gets up to 70% once in a while? I don’t think 
it’s OK.’’ And she says the commission would 
‘‘never act on just one episode or one mis-
take—we would act on the pattern.’’ 

Brewers and TV executives insist that it 
doesn’t make sense to evaluate beer ads on a 
single night’s audience. ‘‘Any attempt to 
analyze the beer industry’s media-buying 
practices by examining only selected broad-
cast media buys during a one-week period is 
misleading and simplistic,’’ said Miller 
Brewing in a statement responding to ques-
tions about the survey. Miller added that 
more than 75 percent of the broadcast audi-
ence reached by the programming it buys is 
over 21. 

At Stroh, officials argue that there’s a dif-
ference between putting ads in front of kids 
and targeting them explicitly. ‘‘We under-
stand that when an ad is run it’s going to be 
seen by some people who are under 21 years 
of age, whether it’s a billboard, in a maga-
zine or on TV,’’ says Stroh general counsel 
George Kuehn. ‘‘That does not mean we tar-
get the group that is under 21.’’ 

Whether the beer industry advertises to 
kids became a hotly debated question after 
the liquor industry last year abandoned its 
longstanding guidelines banning TV ads. 
That sparked a national uproar over expos-
ing kids to alcohol ads—putting the beer in-
dustry in the spotlight. 

In Congress, Rep. Joseph P. Kennedy II (D., 
Mass.) has introduced legislation that would 
ban most forms of alcohol advertising from 7 
a.m. to 10 p.m., require health warnings on 
print, radio and TV ads and require alcohol 
ads that run in publication with a 15% or 
more youth readership to appear only in 
black-and-white text. 

There are already signs that brewers and 
Madison Avenue are worried about the 

threat of regulation of beer ads. No. 1 brewer 
Anheuser-Busch revealed last month that it 
quietly pulled all its beer advertising from 
MTV, saying it hoped to ‘‘ensure that our in-
tent is not misperceived in today’s climate.’’ 
The Madison Avenue’s main trade group, the 
American Association of Advertising Agen-
cies, recently abandoned its longtime stand 
against restrictions on ads for products like 
alcohol and cigarettes. It proposed setting up 
a new self-regulation committee, warning 
that the industry otherwise faces a govern-
ment crackdown on ads for beer and other 
adult products. 

But setting reliable guidelines for such ads 
remains tricky. TV executives argue that 
Nielsen ratings aren’t reliable measures of 
kid viewership—even though the ratings are 
the TV industry’s gold standard for gauging 
the cost of ad time. Says John Popkowski, 
executive vice president in charge of ad sales 
at MTV Networks: ‘‘If you pick one show on 
an isolated night you might find one that’s 
an aberration statistically,’’ since cable 
channels’ viewership is sometimes relatively 
small. 

On the E! Channel, for instance, Miller 
Brewing ran a Foster’s ad on Sept. 2, just be-
fore 7:30 p.m., during the show ‘‘Melrose 
Place.’’ That night, 41% of the show’s audi-
ence was under 21, according to Nielsen. But 
David T. Cassaro, senior vice president in 
charge of ad sales for E! Entertainment Tele-
vision, says that from July 1 to Sept. 29 be-
tween 7 p.m. and 8 p.m., only about 28% of E! 
Entertainment’s audience was under 21. 
Overall, Mr. Cassaro adds, only 19% of E! En-
tertainment’s total audience isn’t old 
enough to drink. 

‘‘With networks like BET the numbers are 
so small that they jump all over the place,’’ 
adds John Goldman, a spokesman for Adolph 
Coors. ‘‘You take as much care as you can 
but the programming changes often.’’ Mr. 
Goldman says that in the third quarter, the 
over-21 audience reached by BET between 7 
p.m. and 8 p.m. ranged from 80% to 43%. 

Mr. Goldman adds that Coors doesn’t buy 
MTV as a matter of company policy. ‘‘We 
want to avoid any misperception that we’re 
aiming at an underage audience.’’ 

Mr. BYRD. Mr. President, looking at 
another chart to my left, this chart 
demonstrates competitive media re-
porting estimates that the alcoholic 
beverage industry spent more than $1 
billion on alcohol advertising in 1995. 

In contrast, in 1995, the Federal in-
vestment in the National Institute on 
Alcohol Abuse and Alcoholism was a 
mere $189.8 million for alcohol re-
search. Does the industry expect us to 
believe that it would spend this huge 
amount of money—$1.1 billion—if it 
were not getting something for that 
money? Some may argue that this leg-
islation would adversely affect the ad-
vertising industry by forcing producers 
of alcoholic beverages to eliminate 
their advertising expenditure. Poppy-
cock. I do not believe that this would 
be the case. 

Alcoholic beverage producers spend 
large amounts of money to advertise 
their products because it encourages 
people to consume their product and it, 
therefore, increases sales. Eliminating 
the advertising deduction will not 
eliminate the fundamental business 
practice. By making these advertise-
ments less profitable, this amendment 
may reduce the overall amount of alco-
hol advertising in our society. How-
ever, let there be no doubt that the al-
cohol ads will keep on running. You 
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can bet your bottom dollar on that. 
They will. The difference, however, will 
be that the American taxpayer will no 
longer be subsidizing this activity and 
that the money will go, instead, to get-
ting the other side of the alcohol story 
out. That is what we need to start 
doing. We need to start now getting the 
other side of the alcohol story out. It is 
perhaps not the most popular thing po-
litically to attempt to do here, but it 
needs to be done. 

This amendment is all the more nec-
essary because, last year, the Distilled 
Spirits Council of the United States de-
cided to reject its self-imposed ban on 
advertising hard liquor on television 
and radio. I decried this decision by the 
Distilled Spirits Council because it is a 
step backward at a time when our Na-
tion is working to curb alcohol abuse. 
Now hard liquor advertisements will be 
flowing over the airwaves. This is not 
the direction in which our Nation 
should be moving. 

According to the Joint Committee on 
Taxation, the elimination of the tax 
deduction would result in $2.9 billion in 
savings over 5 years. My amendment 
targets the savings from the elimi-
nation of the disallowance to programs 
to prevent alcohol abuse among our 
Nation’s young people and to educate 
children about alcohol. The Substance 
Abuse and Mental Health Services Ad-
ministration would be given increased 
funds to supplement programs to pre-
vent the use of alcohol among young 
people and to fund a media campaign 
designed to counteract the constant 
bombardment to which our children 
are subjected daily by alcohol adver-
tisements. It is important to give our 
children information about the risks 
associated with the consumption of al-
cohol. We should not sit idly by and 
leave unchallenged the messages of al-
coholic beverage advertisements that 
only good things happen to those who 
drink alcohol. 

This amendment will also direct 
funding to the Centers for Disease Con-
trol and Prevention to carry out a 
comprehensive strategy to prevent al-
cohol-related disease and disability. 
The CDC would be given authority to 
enhance and expand fetal alcohol syn-
drome prevention activities through-
out the Nation. According to the 
NIAAA, fetal alcohol syndrome is esti-
mated to affect from one to three chil-
dren out of every 1,000 live births. 

To address the distressing problem of 
alcohol-impaired driving, the National 
Highway Traffic Safety Administra-
tion’s alcohol-impaired driving incen-
tive grant program, previously known 
as section 410, would receive additional 
funding. Funding is also made avail-
able to NTSA to launch a media cam-
paign about the perils of driving under 
the influence. 

The Indian Health Service will re-
ceive funding for its alcohol abuse pro-
grams to address the issue of alcohol 
abuse, which has such a devastating ef-
fect on the first Americans. I don’t 
refer to them as native Americans. I 

don’t refer to them as native Ameri-
cans. I am a native American. If I am 
not a native American, of what coun-
try am I a native? I refer to them as 
the original Americans, or the first 
Americans. 

The harm that alcoholic beverages 
cause our Nation is not a second-rate 
hangover, but a serious affliction that 
kills more than 100,000 people each 
year. By adopting this amendment, we 
would be making a positive effort to 
improve the health of our Nation, par-
ticularly of our children, and to send a 
sober message to those who are capital-
izing on profits generated by recklessly 
advertising alcoholic beverages 
through far-reaching and seductive 
means, such as television. 

We should act in the best interests of 
the American people and announce 
‘‘last call’’ to those who have been re-
ceiving tax breaks for peddling booze, 
take a step in the right direction and 
begin to repair some of the damage 
brought by alcohol in this country. Let 
us begin by putting a cork in the tax 
loophole that has left American tax-
payers picking up the tab for the alco-
hol industry. 

Now, Mr. President, I am very well 
aware that a point of order will be 
made, or can be made. I am well aware 
of that. But I think the debate has to 
start at some point. I think that point 
is now. We hear a great deal about to-
bacco and we hear a great deal about 
children, about children’s health. I 
hope those who support those programs 
and talk much about them would sup-
port this effort. We are talking here 
about children’s health. We are talking 
here about something that kills 100,000 
people every year. I am not seeking to 
ban alcohol. I am not seeking to regu-
late alcohol. I am simply seeking to 
end the subsidization by the taxpayers 
of this country of alcohol. 

Think about it. Think about it on 
your way home tonight as you drive 
out the George Washington Parkway 
and see someone in front of you wob-
bling from one side of the road to the 
other. Think again. Suppose your wife 
is up at Tyson’s Corner getting ready 
to drive home with the children and 
that same fellow who was in front of 
your car wobbling may kill your wife 
and your children. 

So let’s start talking about it. Let’s 
start airing the subject here. Let’s stop 
putting it behind the curtain, putting 
it under the rug, saying it is taboo. It 
is not. It is not taboo. Think about our 
children, our grandchildren. This is the 
product that kills other people. To-
bacco may kill me. Tobacco may kill 
the individual who smokes it. But alco-
hol may not kill the person who im-
bibes; it may kill the innocent—the 
driver in the other car. 

So I hope that Senators will support 
my amendment. As I say, I am sure 
that there is a process or a motion 
available, but I am accustomed to 
those things. I say let the Senate work 
its will. 

I yield the floor. 

Mr. ROTH addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
Mr. ROTH. I yield 5 minutes to the 

distinguished Senator from Kentucky. 
The PRESIDING OFFICER. The Sen-

ator from Kentucky is recognized. 
Mr. MCCONNELL. Mr. President, I 

thank the chairman of the Finance 
Committee for yielding me a few mo-
ments. I listened very carefully to my 
good friend and colleague from West 
Virginia and to his observations about 
the dangers of drinking and driving, 
with which I completely concur. 

Of course, representing Kentucky, as 
my friend from West Virginia knows, 
not only do we have 60,000 tobacco 
growers, which is, of course, the sub-
ject of a number of amendments that 
may come on this bill; we are also the 
home of bourbon. If this kind of whis-
key is not made in Kentucky, it cannot 
be called bourbon. Let me suggest that 
there are no industries—and I checked 
with the Finance Committee staff— 
that have been singled out by law and, 
as a result of being singled out, are not 
allowed to deduct their expenses for ad-
vertising. So this would be a first. 

To begin with, as a matter of tax pol-
icy, certain kinds of legal industries 
are not allowed to deduct their adver-
tising, and others are. There is also— 
while we are thinking of both ciga-
rettes and alcohol—another important 
distinction. There is no argument that 
misuse of alcohol is a problem in this 
country. As a Senator from a tobacco- 
producing State, I never make the ar-
gument that smoking cigarettes is 
good for you. Obviously, it isn’t. But 
there are many in the medical profes-
sion who would say that the consump-
tion of alcohol, if used properly—prop-
erly—is actually good for you. I am not 
a physician, I can’t make that argu-
ment, but there is a growing argument 
being made by many in the medical 
community that a certain amount of 
alcohol, properly used, is actually good 
for you health, not bad for your health. 

So we have here a legal product, Mr. 
President, which, arguably, if properly 
used, might actually be good for you, 
which the distinguished Senator from 
West Virginia, I gather, is saying when 
misused, of course, is clearly a terrible 
thing and a disaster not only for the 
person misusing it, but for others who 
may be affected by that, and that be-
cause a product may be misused, the 
Government should step in and say: 
Your advertising is not allowed. 

Regardless of how you may feel about 
this—— 

Mr. BYRD. Will the Senator yield? 
Mr. MCCONNELL. Yes. 
Mr. BYRD. For a correction only. My 

amendment does not say your adver-
tising will not be allowed. I am not 
saying that at all. The alcohol industry 
may continue to advertise. I am just 
saying, let’s stop the subsidization of 
that advertising, the subsidization by 
the taxpayers. 

Mr. MCCONNELL. I thank the Sen-
ator. I think I did understand his 
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amendment to disallow a deductibility 
for advertising, which would make this 
the only industry of which the Finance 
Committee is aware where such deduct-
ibility would be disallowed. 

Aside from my home State and the 
product, which, if properly used, might 
actually be good for you, I wonder if 
my friend from West Virginia doesn’t 
share my concern that once we go in 
this direction, we might find other ac-
tivities that some may find offensive 
being subject to the same kinds of ef-
forts to disallow deductibility for cer-
tain kinds of business expenses. 

I think, for example, West Virginia 
and Kentucky used to trade back and 
forth in terms of coal production. One 
year West Virginia would be first; the 
next year Kentucky would be the first. 
Alas, neither are first anymore. Wyo-
ming is. But there are many Americans 
who think, as a result of the burning of 
coal, that the area is polluted and that, 
as a result of that, people contract 
lung problems. In fact, there is an ini-
tiative by the Clinton administration 
just announced this week which the 
Senator from West Virginia and I both 
have serious reservations about de-
signed to cut down on air pollution—so 
the argument goes—so there will be 
less lung disease. 

I wonder, if we go down this path of 
trying to pick out which industries’ de-
ductions for certain kinds of business 
expenses are to be allowed or not al-
lowed based upon our judgment about 
what is harmful to the public, whether 
or not somebody might come in and 
say, ‘‘Well, we shouldn’t allow produc-
tion costs associated with the mining 
of coal to be deductible because, after 
all, the burning of coal leads to the pol-
lution of the air, which then leads to 
lung disease, which then leads to 
death.’’ 

I just am concerned that this is a 
step in the wrong direction. I under-
stand fully the concerns of the Senator 
from West Virginia, and I share them. 
I think the use of alcohol leads to a 
great deal of tragedy. 

But I hope we will not single out this 
legal industry producing a product, 
which, if properly used, many people in 
the medical field feel is actually good 
for you, for this kind of selective treat-
ment on deductibility. 

Finally, let me say that I am not an 
expert on the budget deal. But it is 
clear that there is a lot of momentum 
in this body to hold the deal together, 
and this is clearly not part of the budg-
et deal. 

I hope that the proposal will not be 
approved, in all due respect to my good 
friend and colleague from West Vir-
ginia. I hope this would not become 
part of the measure before us. 

I yield the floor. 
Mr. BYRD addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from West Virginia. 
Mr. BYRD. Mr. President, may I say 

that I fully understand the economic 
impact of the tobacco industry on the 
State of the distinguished Senator who 

has just spoken. West Virginia grows 
good tobacco crops as well, and the in-
come from those tobacco crops cer-
tainly impact upon many families in 
many counties of West Virginia. We are 
talking about here, though, a product 
that results in the maiming and in the 
killing of people—innocent men, 
women, and children. 

The distinguished Senator from Ken-
tucky mentions the carbon dioxide 
emissions and other greenhouse gas 
emissions and possible implications of 
those emissions on health. People who 
breathe that air may well, indeed, suf-
fer an adverse impact on their health. 
But they don’t go out and maim. They 
don’t go out and drive an automobile, 
lose their proper judgment, and end up 
killing innocent people. They do not go 
home and abuse their spouses if they 
smoke cigarettes or if they breathe air 
blown from them. They don’t go home 
and abuse their children. They don’t go 
home and assault and batter the other 
members of their family. 

I am talking about a product that we 
all know—it is not just this Senator’s 
opinion. We all know when we read the 
daily newspapers about the effects of 
drinking and driving. We all read the 
newspapers in the spring following the 
graduation exercises at high schools, 
and we read, with horror, the stories of 
a few young people who get into an 
automobile and wrap that automobile 
around a telephone pole and they are 
all killed or maimed—maimed for life. 

That is what we are talking about. I 
am not talking about singling out an 
industry. I am talking about an indus-
try that creates a product that is hurt-
ful—not just hurtful to the person who 
uses it, but endangers, as I said al-
ready, the lives of others. We all know 
that. 

But I do appreciate the fact that the 
Senator is from Kentucky, and I re-
spect him for that, and I respect his 
viewpoint and count him and his fellow 
Kentuckians as good neighbors. 

I yield the floor. 
Mr. ROTH. How much time would the 

Senator from Montana like? 
Mr. BURNS. Probably no more than 5 

minutes. 
Mr. ROTH. I yield 5 minutes to the 

Senator from Montana. 
The PRESIDING OFFICER. The Sen-

ator from Montana. 
Mr. BURNS. I thank my friend from 

Delaware. 
Mr. President, no one on this floor 

makes his case with such passion as 
my friend from West Virginia. We have 
a couple of things in common that we 
will not go into here. But I also know 
from where he comes. And when you 
start talking about this issue of sin-
gling out something, then we have to 
look at probably the real facts. 

First, there is the presumption in 
this amendment that somehow the ad-
vertising is evil or bad, or that it 
wreaks health problems on the Amer-
ican people. There is no question in 
anybody’s mind across this land that 
the abuse of alcohol is one of our great-

est problems—no doubt. Yet, there is 
no scientific evidence that would even 
suggest the casual relationship be-
tween advertising and abuse. 

In order to get to the root of the 
problem of alcoholism and all of the 
problems that it brings, study after 
study after study has been made in the 
relationship of advertising. In fact, 
during the 1980’s, when the advertising 
for alcohol products was increasing, ac-
tual consumption per capita actually 
was decreasing. So not only does adver-
tising not impact abuse, it doesn’t even 
impact the overall consumption. 

Singling out a product is not, I don’t 
think, what fair tax law is about. 

So let’s be upfront about it, because 
I am familiar with the broadcast indus-
try. It has economic impacts on small 
business. It has economic impacts. And 
once we start singling out products, do 
we start talking about red meat, eggs, 
or sugar? Where do we draw the line? 
The impact it might have on the na-
tional pastime? We could say, ‘‘OK, we 
don’t need it in the broadcasting indus-
try. We can all pay for pay-per-view’’— 
the impact on an industry within 
itself. And the list goes on and on try-
ing to explain to our constituents why 
different things happen and cost more, 
because there is a decrease in adver-
tising support in free television. That 
also brings us our weather, our farm 
reports, our news, our emergency con-
ditions. All of these things that are 
supported by free over-the-air broad-
casts will be impacted if this amend-
ment is successful. 

The industry has taken steps to limit 
or try to curb the abuse that alcohol 
has on a person or individual. There is 
no doubt about it. And in some areas 
some would say it is even working. 

I know that all of us want a tax cut. 
All of us want a balanced budget. But 
to single out and start limiting an ad 
tax or deductibility for legal products 
is not the right approach. It is not the 
right approach—not on a legal product. 

So I urge my colleagues to oppose 
this. It is unwarranted. I think it is un-
wise. And I am not real sure, it might 
have some constitutional overtones be-
cause advertising is still freedom of 
speech. It cannot be treated differently 
than any other form. 

The Senator from West Virginia 
makes a point. It is the abuse of the 
product. The advertising has very little 
to do with the abuse of the product. 

Thank you, and I urge the defeat of 
this amendment. 

I yield the floor. 
Mr. BYRD addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from West Virginia. 
Mr. BYRD. Mr. President, the Sen-

ator talks about red meat, eggs, and 
sugar. The Honorable Senator is my 
friend. Who ever heard of anybody eat-
ing red meat, eggs, and sugar, and get-
ting out in the car and having that car 
plunge into a tree, weave all across the 
road, and kill and maim other people? 
Red meat doesn’t cause an individual 
to drive drunk and get in the car and 
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drive all over the highway. Eggs and 
sugar don’t do that in their form as 
eggs and sugar, in their natural form. 

The Senator also, I think, made ref-
erence to the Federal Trade Commis-
sion in 1985, which found ‘‘no reliable 
basis to conclude that alcohol adver-
tising significantly affects consump-
tion, let alone abuse.’’ Well, let’s see 
what the conclusions are from the ef-
fects of the mass media on the use and 
abuse of alcohol. 

The National Institute of Alcohol 
Abuse and Alcoholism, U.S. Depart-
ment of Health and Human Services, 
Research Monograph-28, 1995: 

[The] preponderance of the evidence indi-
cates that alcohol advertising stimulates 
higher consumption of alcohol by both 
adults and adolescents . . . It appears to be a 
contributing factor that increases drinking 
to a modest degree rather than being a major 
determinant. (Dr. Charles Adkins, Depart-
ment of Communications, Michigan State 
University.) 

Now I shall quote Dr. Sally Casswell, 
Alcohol and Public Health Research 
Unit, School of Medicine, University of 
Aukland: 

[T]here is sufficient evidence to say that 
alcohol advertising is likely to be a contrib-
uting factor to overall consumption and 
other alcohol-related problems in the long 
term. 

Now quoting Dr. Joel Grube, Preven-
tion Research Center: 

[A]lcohol advertising can influence chil-
dren, particularly their beliefs about alcohol 
and, indirectly, their intentions to drink as 
adults. 

Finally, let me quote Dr. Esther 
Thorson, School of Journalism, Univer-
sity of Missouri: 

If research were designed to take account 
of what the advertiser is trying to do and if 
it examined the relationship between the 
specific structure of the message and the in-
dividual or group for whom that message is 
targeted, investigators probably would find 
‘‘whopping effects’’. 

Mr. President, I appreciate the views 
that have been expressed by my friend 
from Montana and, as I have already 
indicated, by my friend from Ken-
tucky. I appreciate their views, and I 
respect their views. 

Mr. President, I don’t think there 
should be any doubts in the minds of 
any Senator or any person who is view-
ing this Chamber via that electronic 
eye that the drinking of alcohol affects 
the judgment of people, and that there 
are many other costs that are not tan-
gible, that cannot be translated into 
dollars and cents— the cost of lost pro-
ductivity, the cost of broken homes, 
the cost of children abused. And I could 
go on. 

I have made my case, and I ask for 
the yeas and nays on my amendment. 

The PRESIDING OFFICER. Is there a 
sufficient second? 

There is a sufficient second. 
The yeas and nays were ordered. 
Mr. BYRD. I yield back the balance 

of my time. 
The PRESIDING OFFICER. The Sen-

ator from Delaware has the remaining 
time. 

Mr. ROTH. Mr. President, I yield 
back the remainder of my time, and I 
make the point of order that the pend-
ing amendment is not germane to the 
provisions of the reconciliation meas-
ure and I therefore raise a point of 
order against the amendment under 
section 305(b)(2) of the Budget Act. 

Mr. BYRD. Mr. President, I move to 
waive the point of order and ask for the 
yeas and nays on my motion. 

The PRESIDING OFFICER. Is there a 
sufficient second? 

There is a sufficient second. 
The yeas and nays were ordered. 
The PRESIDING OFFICER. There is 

an hour equally divided on the motion. 
Mr. BYRD. Mr. President, I yield 

back my time. 
Mr. ROTH. Mr. President, I yield 

back the balance of my time. 
VOTE ON MOTION TO WAIVE THE BUDGET ACT 
The PRESIDING OFFICER. The 

question is on agreeing to the motion 
to waive. The yeas and nays have been 
ordered. The clerk will call the roll. 

The bill clerk called the roll. 
Mr. MCCAIN (when his name was 

called). Present. 
Mr. NICKLES. I announce that the 

Senator from Kansas [Mr. ROBERTS], is 
necessarily absent. 

The PRESIDING OFFICER. Are there 
any other Senators in the Chamber 
who desire to vote? 

The yeas and nays resulted—yeas 12, 
nays 86, as follows: 

[Rollcall Vote No. 136 Leg.] 
YEAS—12 

Bumpers 
Byrd 
Cleland 
DeWine 

Glenn 
Hatch 
Helms 
Kennedy 

Rockefeller 
Sarbanes 
Thurmond 
Wellstone 

NAYS—86 

Abraham 
Akaka 
Allard 
Ashcroft 
Baucus 
Bennett 
Biden 
Bingaman 
Bond 
Boxer 
Breaux 
Brownback 
Bryan 
Burns 
Campbell 
Chafee 
Coats 
Cochran 
Collins 
Conrad 
Coverdell 
Craig 
D’Amato 
Daschle 
Dodd 
Domenici 
Dorgan 
Durbin 
Enzi 

Faircloth 
Feingold 
Feinstein 
Ford 
Frist 
Gorton 
Graham 
Gramm 
Grams 
Grassley 
Gregg 
Hagel 
Harkin 
Hollings 
Hutchinson 
Hutchison 
Inhofe 
Inouye 
Jeffords 
Johnson 
Kempthorne 
Kerrey 
Kerry 
Kohl 
Kyl 
Landrieu 
Lautenberg 
Leahy 
Levin 

Lieberman 
Lott 
Lugar 
Mack 
McConnell 
Mikulski 
Moseley-Braun 
Moynihan 
Murkowski 
Murray 
Nickles 
Reed 
Reid 
Robb 
Roth 
Santorum 
Sessions 
Shelby 
Smith (NH) 
Smith (OR) 
Snowe 
Specter 
Stevens 
Thomas 
Thompson 
Torricelli 
Warner 
Wyden 

ANSWERED ‘‘PRESENT’’—1 

McCain 

NOT VOTING—1 

Roberts 

The PRESIDING OFFICER. If there 
are no other Senators wishing to vote, 
the yeas are 12, the nays are 86. One 
Senator responded present. 

Three-fifths of the Senators duly cho-
sen and sworn not having voted in the 

affirmative, the motion is rejected. 
The point of order is sustained and the 
amendment falls. 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. The Sen-
ator from Delaware. 

Mr. ROTH. Mr. President, I move to 
reconsider the vote. 

Mr. NICKLES. I move to lay that mo-
tion on the table. 

The motion to lay on the table was 
agreed to. 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. The Sen-
ator from Delaware. 

PRIVILEGE OF THE FLOOR 
Mr. ROTH. Mr. President, I ask unan-

imous consent that Barbara Angus and 
Mel Schwarz of the staff of the Joint 
Committee on Taxation be granted full 
floor access during consideration of S. 
949. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Several Senators addressed the chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware has the floor. 
Mr. MCCAIN. Mr. President, I suggest 

the absence of a quorum. 
The PRESIDING OFFICER. The Sen-

ator from Delaware has the floor. 
POINT OF ORDER—SECTION 602 

Mr. ROTH. Mr. President, I move to 
withdraw the request for a waiver of 
the point of order on section 602 of S. 
949. 

The PRESIDING OFFICER. Is there 
objection? 

Mr. BOND. Mr. President, reserving 
the right to object, what is the section? 

Mr. KERRY. What is it? Mr. Presi-
dent, I suggest the absence of a 
quorum. 

The PRESIDING OFFICER. The Sen-
ator from Delaware has the floor. Does 
he yield? 

Mr. BROWNBACK. Will the Senator 
from Delaware explain the section? 

Mr. ROTH. Mr. President, this was a 
motion to strike section 602, ‘‘Incen-
tives conditioned on other DC reform.’’ 
This part deals with: 

Amendments made by section 701 shall not 
take effect unless an entity known as the 
Economic Development Corporation is cre-
ated by Federal law in 1997 as part of the Dis-
trict of Columbia government. 

Senator BROWNBACK made a point of 
order on this matter and I, in turn, 
asked for a waiver. We are now asking 
that the waiver be withdrawn, so that 
the point of order will lie. 

The PRESIDING OFFICER. Is there 
objection to withdrawing the waiver? 

Mr. KERRY addressed the Chair. 
Mr. FORD. Mr. President, I suggest 

the absence of a quorum. 
The PRESIDING OFFICER. The Sen-

ator from Delaware does not lose the 
floor. 

Is there objection? 
Mr. KERRY. Reserving the right to 

object, Mr. President. 
Mr. President, I will not object. 
Mr. ROTH. Mr. President, I move to 

withdraw my waiver of the point of 
order. 
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The PRESIDING OFFICER. Is there 

an objection to moving to withdraw 
the waiver. 

Mr. BROWNBACK. Reserving the 
right to object, do I understand the 
chairman to say now that you are re-
moving your waiver to the point of 
order that I have raised? 

Mr. ROTH. Yes. 
Mr. BROWNBACK. OK. So the point 

of order would lie. 
Mr. ROTH. Correct. 
Mr. BROWNBACK. I thank the Sen-

ator. I just needed that clarification. 
Mr. HARKIN addressed the Chair. 
The PRESIDING OFFICER. Without 

objection, it is so ordered. 
Is the Senator reserving the right to 

object? 
Mr. ROTH. Mr. President, I make a 

point of order that a quorum is not 
present. 

The PRESIDING OFFICER. Is there 
objection? 

Without objection, it is so ordered. 
The point of order is withdrawn. 

The motion to waive the Budget Act 
was withdrawn. 

Mr. DURBIN addressed the Chair. 
Mr. ROTH. Mr. President, please. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
Mr. ROTH. I make a point of order a 

quorum is not present. 
The PRESIDING OFFICER. The 

clerk will call the roll. 
The assistant legislative clerk pro-

ceeded to call the roll. 
Mr. DORGAN. Mr. President, I ask 

unanimous consent that the order for 
the quorum call be rescinded. 

Mr. KERRY. I object. 
The PRESIDING OFFICER. Objec-

tion is heard. 
The assistant legislative clerk con-

tinued with the call of the roll. 
Mr. ROTH. Mr. President, I ask unan-

imous consent that the order for the 
quorum call be rescinded. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the following Sen-
ators, in the order listed, be able to 
bring up their amendments, the time 
for each of the amendments be listed 
and divided equally between the two 
sides. The first would be Senator DUR-
BIN for 20 minutes, to be equally di-
vided; Senator NICKLES 10 minutes, to 
be equally divided; Senator GRAMM 20 
minutes to be equally divided; Senator 
KERRY of Massachusetts 20 minutes 
equally divided, and—— 

Mr. FORD. Reserving the right to ob-
ject, Mr. President. Reserving the right 
to object. 

You have in there Senator DURBIN’s 
amendment for, what, 20 minutes 
equally divided? 

Mr. ROTH. That is correct. 
Mr. FORD. Mr. President, I want to 

object to that one. And you can jerk it 
out if you want to, because you have 
rolled over the tobacco industry and 
my farmers long enough. And I don’t 
intend to sit here without a fight for 
the additional 11 cents you want to put 

on after you have already put on 20 
cents. 

So if you want to change that one, 
that is fine; otherwise, Mr. President, I 
will have to object. 

Mr. GRAMM. Take it off. 
Mr. KERRY addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Massachusetts. 
Mr. ROTH. I yield for a comment. 
Mr. KERRY. Can I suggest, Mr. Presi-

dent, the following. We are going to 
have to resolve that issue. We are obvi-
ously not going to resolve it imme-
diately if an objection is going to be 
lodged. 

So I recommend that we put in line 
reserving the time that the Senator 
has agreed to already cut it down to, in 
the event we reach some agreement 
that it will be able to be debated, ab-
sent that, that we set it aside tempo-
rarily with the understanding we take 
the order as you have described it. 

Again, let me just ask, if I could, Mr. 
President, how much time remains for 
each side so we know we are dividing 
this properly? 

The PRESIDING OFFICER. The Sen-
ator from Illinois has 43 minutes on his 
amendment. 

Mr. KERRY. I am referring to both 
sides total on the bill. 

The PRESIDING OFFICER. The ma-
jority has 1 hour and 35 minutes; the 
minority has 1 hour and 18 minutes. 

Mr. KERRY. Mr. President, I ask 
then unanimous consent that added to 
that list, for the minority side, the 
order be as follows: Senator DODD, Sen-
ator LANDRIEU, Senator TORRICELLI, 
Senator HARKIN, Senator LEVIN, Sen-
ator BINGAMAN, Senator WELLSTONE, 
and Senator KOHL, each of them to 
have 10 minutes on our side. 

Mr. FORD. Mr. President, reserving 
the right to object. Reserving the right 
to object. 

Mr. ROTH. Mr. President, it is obvi-
ous we are not close to unanimous con-
sent as to how to proceed, so I think we 
will just have to go to regular order 
and call upon Senator DURBIN to bring 
up his amendment. 

Mr. DURBIN addressed the Chair. 
The PRESIDING OFFICER. Does the 

Senator from Delaware withdraw his 
request? 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. The Sen-
ator from Oklahoma. 

Mr. NICKLES. Mr. President, I send 
an amendment to the desk and ask for 
its immediate consideration. 

Mr. DURBIN. Mr. President, what is 
the pending business before the Sen-
ate? 

The PRESIDING OFFICER. The 
pending question is the amendment of 
the Senator from Illinois. 

Mr. DURBIN. I seek the regular 
order. 

The PRESIDING OFFICER. The Sen-
ator from Illinois and the Senator from 
Delaware control the time. 

The PRESIDING OFFICER. Who 
yields time? 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. DURBIN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Illinois. 
Mr. DURBIN. I seek recognition on 

this amendment. 
I want to make it clear to my col-

leagues, I am more than willing to ac-
commodate on the remainder of the 
time. As I understand it, there are 
about 42 minutes left on this amend-
ment. I do not need all that time. I am 
more than happy to reduce it equally 
on both sides and allocate the remain-
ing time on this amendment, any time 
left before the Senate, among the 
Members. And I hope that there is no 
objection to that. But if there is such 
an objection, I have no other recourse 
but to proceed on this amendment. And 
I now have the floor. 

I yield for the purpose of a question 
to the Senator from Oklahoma. 

Mr. NICKLES. Will the Senator 
yield, not for the purpose of a question, 
but maybe for a suggestion? 

Mr. DURBIN. Yes. 
Mr. NICKLES. That we go ahead and 

debate the Senator’s amendment until 
he is satisfied with it, his cosponsors 
are satisfied with it, and then maybe at 
that time you can set it aside, and we 
will go ahead and vote on the other 
amendments, and you then have had 
your debate, and we will have a vote on 
yours somewhere in the pecking order. 

Mr. DURBIN. I thank the Senator. 
It is the only way I can proceed at 

this point since there is no unanimous 
consent that is going to be agreed to. 

Mr. KERRY. Mr. President, if the 
Senator would yield for a moment. 

Mr. DURBIN. I yield to the Senator 
from Massachusetts for a question. 

The PRESIDING OFFICER. The Sen-
ator from Massachusetts. 

Mr. KERRY. I believe the Senator 
from Kentucky will agree to a time. I 
believe the Senator would agree to a 
time. And I think, in fairness to all the 
other Senators, that if we could try to 
establish some kind of order, I think 
that everybody will benefit that much 
more. I think we were very close to 
having that arranged, if the Senator 
from Oklahoma would just forbear for 
a moment. 

Mr. ROTH. What is the order, Mr. 
President? 

The PRESIDING OFFICER. The Sen-
ator from Illinois has the floor. 

Mr. DURBIN. Mr. President, I can 
proceed on this amendment. And if 
Members can work out some accommo-
dation, I will do my best to abbreviate 
this debate and give everyone a chance, 
because I know many people waited. 

Mr. President, this— 
Mr. KERRY. Would the Senator yield 

for a question? 
Mr. DURBIN. Yes. 
Mr. KERRY. Can we get a sense for 

what the Senator from Illinois means 
about abbreviating this? Is there some 
period of time? 
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Mr. DURBIN. Yes. The Senator is 

going to try to do it in the 20 minutes 
that was in the UC request, allocating 
an equal amount of time to the Sen-
ator from Missouri. 

Mr. KERRY. Mr. President, if the 
Senator will yield just for the purposes 
of asking something. 

Mr. DURBIN. Yes. 
Mr. KERRY. Will the Senator from 

Kentucky agree to a 20-minute time pe-
riod on the Senator from Illinois’ 
amendment? 

Mr. FORD. Mr. President, since it 
has been laid on me—and I do not mind 
that at all. I have always heard when 
you tear the hide off it comes back— 
you are tougher. And I will agree to 
the 20 minutes. I do not want to, but I 
will agree to it. 

All I hear for the last week is bang-
ing my State and my farmers and my 
tobacco. And I think I ought to have an 
opportunity to defend myself and my 
people. If I am going to be limited to 10 
minutes, you know, I am not sure that 
my colleague and I, with 5 minutes 
each, can do it adequately. We can do 
as well as anybody else in 5 minutes. 

But I hope they would give some con-
sideration to it. 

Mr. President, I will agree to the 20 
minutes equally divided, since I have 
used 5. 

Mr. KERRY. I thank the Senator. 
Mr. DURBIN. I want to make certain, 

Mr. President, that I understand. Is 
this time being taken from the time al-
located on my position on the amend-
ment? 

The PRESIDING OFFICER. Time is 
being charged to the Senator from Illi-
nois. 

Mr. DURBIN. I hope we can reach 
agreement quickly then. And I yield 
for the purpose of a question to the 
Senator from Delaware. I believe the 
chairman has a suggestion. 

Mr. ROTH. I suggest that we proceed 
with my proposal, Senator DURBIN hav-
ing 20 minutes equally divided; Senator 
NICKLES 10 minutes divided; Senator 
GRAMM 20 minutes divided; and then 
Senator KERRY of Massachusetts 20 
minutes divided. 

Mr. DORGAN. Reserving the right to 
object, Mr. President. 

The PRESIDING OFFICER. The Sen-
ator from North Dakota. 

Mr. DORGAN. Reserving the right to 
object, and I will not object, but I do 
want at this point to try to understand 
the circumstances. 

When the time has expired on this 
bill—that will occur I guess in an hour 
and a half or 2 hours, less than 2 
hours—I am wondering what the inten-
tions of the chairman and the ranking 
member are with respect to further 
proceedings on the bill. 

Will we cast record votes this 
evening, for example, on the DURBIN 
amendment? How many additional 
record votes this evening? How long 
will we be in session this evening? And 
when do we intend to begin tomorrow, 
and with how many amendments? 

Mr. ROTH. It is the intent, I say to 
the Senator from North Dakota, that 

when the 10 hours expires today, to go 
out until tomorrow morning, at which 
time the amendments can be offered 
and voted upon. 

Mr. DORGAN. Further reserving the 
right to object, is the intent of the 
chairman to have the additional re-
corded votes, for example on the DUR-
BIN amendment? 

Mr. ROTH. It is unclear at this time. 
I urge that we proceed, let the debate 
proceed, and we can work out the other 
details forthwith. 

I move the adoption of my unani-
mous consent request. 

Mr. KENNEDY. Reserving the right 
to object. 

Mr. President, like many others here, 
I would like to just be able to get a 
short period of time. To be able to get 
on the early part of that queue, I would 
be glad. But I have an amendment with 
regard to tobacco tax. So I wanted to 
just make sure that we are going to 
even be able to discuss this or at least 
have some idea where we are to have 
that, too. 

Mr. ROTH. Mr. President, in order to 
get things moving, let us proceed. Reg-
ular order. I urge Senator DURBIN to 
proceed to debate his amendment, and 
we can try to work out things. 

Mr. KERRY. Mr. President, if I could 
just answer my senior colleague. 

The PRESIDING OFFICER. The Sen-
ator from Illinois has the floor. 

Mr. DURBIN. I am going to proceed. 
I hope that my colleagues will meet 
and discuss UC’s, and Senator BOND 
and I would like to explain an impor-
tant amendment. 

Mr. FORD. Are we on 20? 
Mr. DURBIN. I do not think we have 

any agreement at this moment. 
Mr. KERRY. Would the Senator yield 

for one moment? I think we can get 
this locked in place. 

Mr. DURBIN. I yield only for a ques-
tion. 

Mr. KERRY. Mr. President, will the 
Senator permit the Chair to hopefully 
rule on the unanimous-consent request 
that was proposed, during which time 
we will have whatever Democrat time, 
whatever time on this side of the aisle 
that remains, divided equally among 
everybody who has an amendment so 
that no Senator’s preference goes over 
another, just divide it equally? 

Mr. DURBIN. I say to my colleague 
from Massachusetts, I would be happy 
to do that, so long as I do not yield my 
right to the floor in the process. 

Mr. ROTH. Mr. President, I move the 
adoption of my unanimous consent. 

Mr. KENNEDY. Mr. President, how 
much time would remain at the end? I 
am glad to divide it all up with my col-
league, but how much time remains? 

Mr. ROTH. Mr. President, I have been 
going around in a circle about 10 times 
now. I think the best thing to do is to 
let the Senator from Illinois proceed 
with the debate of his amendment, and 
we can try to work out further agree-
ments subsequently. 

The PRESIDING OFFICER. The Sen-
ator from Illinois has the floor. 

Mr. DURBIN. Thank you, Mr. Presi-
dent. 

AMENDMENT NO. 519 

Mr. DURBIN. Mr. President, this 
amendment was offered last night. It is 
an amendment which I think most 
Members are conversant with because 
it is not a new issue. This is an issue 
which has been literally before Con-
gress for almost 50 years. 

It is an issue of rank discrimination. 
It is an issue of unfairness. It is an 
issue of inequality. And it goes to the 
heart of protecting American families. 

The issue at hand is the deductibility 
of health insurance premiums. 

Those Americans fortunate enough 
to work for corporations, employees 
and management, enjoy a 100 percent 
deductibility of all health insurance 
premiums. I think that is good policy. 
It encourages health insurance protec-
tion. It protects families. 

If you happen to be one of the 23 mil-
lion Americans who are self-employed 
and you buy health insurance for your 
family, your tax deductibility is 40 per-
cent. What does that mean? It means, 
unfortunately, a higher percentage of 
self-employed people and their families 
are uninsured. It means that the chil-
dren, of course, of these self-employed 
do not have health insurance protec-
tion, and it basically means a discrimi-
nation in our Tax Code which should 
have been removed long ago. 

There are those who have argued for 
gradualism. Let us very, very slowly, 
in a glacial-like pace reach the day 
when we have equality and parity, 100 
percent deduction for all Americans. 

I am happy to be joined by my col-
league from Missouri, Senator KIT 
BOND, and also my other colleagues 
who have said that they think as I do, 
that it is time for us to end this in-
equality and to give real parity and 
fairness so that both the self-employed 
and those working for other businesses 
have the same opportunity for 100 per-
cent tax deduction. 

I ask unanimous consent Senators 
BOND, DORGAN DASCHLE, HARKIN, 
BOXER, MIKULSKI and JOHNSON be added 
as cosponsors of my amendment No. 
519. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. DURBIN. Let me say at this 
point, too, it is easy to come before 
this body and to propose new tax bene-
fits. We know the difficult part, the off-
sets—how do you pay for them? 

I have come up with a means of pay-
ing for this which I think you can de-
tect has some controversy attached to 
it, but I think it is reasonable. It would 
impose an additional 11-cent-per-pack-
age tax on cigarettes sold in America 
and a parallel percentage increase on 
spit tobacco and snuff. 

Now, the bill proposed by the Senate 
Finance Committee already raised the 
Federal tax on tobacco and cigarettes, 
for example, from 24 cents to 44 cents. 
This bill would add an additional 11 
cents. Make no mistake, it is a tax. For 
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those who have told me, as I have spo-
ken to them, ‘‘Oh, I never vote to in-
crease the tax,’’ I remind you if you are 
voting for the Senate Finance Com-
mittee bill, you are voting for an in-
crease in this very same tax. 

I ask you to consider whether or not 
it is worth 11 cents on a package of 
cigarettes to extend this kind of pro-
tection to over 20 million Americans. I 
think it is. I hope you will agree with 
me. 

If we do not make this move this 
evening, if we do not finally grasp this 
opportunity, seize this opportunity and 
increase the deductibility of this 
health insurance for self-employed, 
they will languish for 8, 9, or 10 years 
before ever approximating or reaching 
parity. That is not fair. It is not fair to 
the self-employed. It is not fair to the 
Americans who are disadvantaged by 
this provision in the Tax Code. 

I might also add that many of my 
colleagues are interested in small busi-
ness. They believe, as I do that small 
business is the real engine of economic 
growth in this country. One of the larg-
est associations of small businesses is 
the National Federation of Independent 
Businesses, over 600,000 businesses. 
When they surveyed their members na-
tionwide, they learned last year that 
the No. 1 issue—the No. 1 issue—on the 
minds of their members was the de-
ductibility of health insurance. Busi-
ness Week magazine recently noted 
that this was one of the two top obsta-
cles to success for many small busi-
nesses. So if you want to encourage 
small business and the creation of jobs, 
I urge you to support this amendment. 

Let me speak for a moment about 
this tobacco tax. I know that my col-
league and friend from the State of 
Kentucky feels very passionately about 
this issue. I might tell him that I do as 
well. I will tell you what will occur if 
you increase the cost of tobacco prod-
ucts. Children will be less inclined to 
buy them. As these products become 
more expensive, children cannot afford 
them. It is a fact that has been proven 
over and again. It was recently shown 
just a few years ago in Canada when 
they had a dramatic increase in their 
tobacco tax. So we know that by in-
creasing this tax by 11 cents, we end up 
making over 20 million Americans who 
are self-employed, give them a position 
of fairness when it comes to tax treat-
ment, and we reduce the likelihood 
that children will end up using these 
tobacco products. 

Now I know there will be a lot said 
about tobacco farmers in opposition to 
my amendment. I want to make this a 
matter of record. I have said from the 
beginning I am prepared to work with 
those Members who want to help tran-
sition tobacco farmers into other crops 
and other livelihoods. I believe that is 
the wave of the future and it should be 
part of any comprehensive change in 
tobacco policy. 

I will conclude and then defer to my 
colleague from Missouri. An estimated 
41⁄2 million American children and 

teenagers smoke cigarettes and an-
other million use smokeless tobacco. 
Every 30 seconds in America a child 
smokes for the first time—3,000 a day— 
and a third of them—1,000—will die 
with this addiction to nicotine. And 
teenage smoking has risen by nearly 50 
percent since 1991. 

So I say to my colleagues, I think 
this is a balanced approach. It helps 
those who truly deserve it. It says to 
the tobacco industry, we will make 
your product a little more expensive 
and take it out of the hands of chil-
dren. This is a reality. If you look at 
the State taxes around the United 
States, some of them range as high as 
$1 a package and they are going up. 
The States understand this is a source 
of revenue which is a reasonable source 
to turn to for legitimate reasons. We 
should turn to the source of revenue, 
turn to it this evening. 

I yield for purposes of debate, but do 
not yield the floor, to my colleague 
from Missouri, Senator BOND. 

The PRESIDING OFFICER. The 
Chair recognizes the Senator from Mis-
souri. 

How much time is yielded? 
Mr. DURBIN. Five minutes. 
Mr. BOND. Mr. President, I thank my 

distinguished colleague and neighbor 
from Illinois. I commend him for his 
perseverance in being able to hold on 
to the floor. These are very difficult 
times and this is a very important 
amendment. I congratulate him on 
staying with it so we can bring this up 
and debate it while we have the atten-
tion of this body. 

I believe my experience in the State 
of Missouri is probably like the experi-
ence that most of us have had in our 
own States. As we travel around and 
talk to farmers, to people involved in 
small business, to truck drivers, day 
care operators, people who work for 
themselves, they ask an unanswerable 
question: Why is it that I can only de-
duct, now, 40 percent of what I pay in 
health insurance premiums for myself 
and my family when my neighbor next 
door who works for a large corporation, 
or in the country when my neighbor 
next door who works for a large cor-
porate farm gets his or her health care 
paid and the employer deducts 100-per-
cent of what they pay and they do not 
have to include any of the health insur-
ance on their income tax? Why does 
the self-employed person only get to 
deduct 40 percent? 

Frankly, there is no answer, Mr. 
President. There is a gross inequity in 
this system. It is an inequity that has 
been pointed out by every farm organi-
zation in my State time and time 
again. It has been pointed out by orga-
nizations representing small business. 

At the conclusion of my remarks, I 
will enter in the RECORD a letter from 
the NFIB of June 26 expressing their 
strong support for the 100-percent de-
ductibility for the amounts paid for 
health insurance for self-employed 
business owners. 

This is a matter of equity. This is a 
matter that is absolutely essential to 

see that the 5.1 million self-employed 
individuals in the country today have 
health insurance and the 1.3 million 
children who do not have health insur-
ance and who live in a family headed 
by an entrepreneur, a self-employed 
business owner. 

This, to me, is not only an inequity, 
but it is a very bad policy outcome. We 
are talking about the health of chil-
dren. One of the best things we can do 
is provide 100 percent deductibility. 

Mr. President, the reason I am here 
joining with my colleague from Illi-
nois, we have pointed out in this tax 
relief bill, this tax reduction bill that 
is before the Senate now, with $85 bil-
lion in taxes, we have pointed out that 
this is one of the top priorities of small 
business and of farmers, of the strug-
gling working middle class of America. 

Before the debate began, I circulated 
a letter signed by 52 of my colleagues, 
in addition, saying that this was im-
portant. Unfortunately, the three top 
small business priorities were ex-
cluded—the self-employed tax deduc-
tion for health care, the home office 
business deduction, and the inde-
pendent contractor. This measure, un-
fortunately, is not in either the House 
or the Senate bill. We feel it is vitally 
important to put it there. I congratu-
late my colleague from Illinois in 
choosing the tobacco tax. Tobacco 
taxes are being raised in this bill. 
There is no more important place to 
put those taxes than this, guaranteeing 
health for self-employed and their chil-
dren. 

In addition to the figures that my 
colleague from Illinois stated, about 
3,000 children becoming regular smok-
ers every day, last week when Senator 
BUMPERS and I introduced a measure to 
encourage pregnant women to stop 
smoking, I pointed out that while to-
bacco use among most pregnant women 
is declining, tobacco usage among 
teenage pregnant women is on the in-
crease. In my State it is 50 percent 
above the national average, and not 
surprisingly our birth-defect rate is 50 
percent above the nationwide average. 
This will have an impact on discour-
aging teenagers from starting to 
smoke. It will help encourage pregnant 
women, particularly pregnant teen-
agers, to stop smoking. 

Mr. President, this is an important 
matter of equity. It is a matter of 
health care policy. I urge my col-
leagues to support what I know will be 
a required budget waiver so that this 
could be included. 

Before I yield the floor, I ask unani-
mous consent to have printed in the 
RECORD the letter of June 26 from the 
vice president for Federal Government 
relations of NFIB, Dan Danner, saying, 
‘‘The self-employed have an extremely 
difficult time purchasing health insur-
ance. This is why 3 million self-em-
ployed business owners have no health 
insurance, nor do 1.3 million of their 
children.’’ 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 
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NATIONAL FEDERATION OF 

INDEPENDENT BUSINESS, 
June 26, 1997. 

Hon. CHRISTOPHER BOND, 
U.S. Senate, Washington, DC. 

DEAR SENATOR BOND: On behalf of the 
600,000 members of the National Federation 
of Independent Business, I am writing to ex-
press our strong support for 100% deduct-
ibility of the amounts paid for health insur-
ance for self-employed business owners. 

The CEOs of large corporations can deduct 
100 percent of their health care costs, while 
the self-employed can only currently deduct 
40 percent of their health care costs. This is 
simply not fair. The Kassebaum/Kennedy 
health care law was a good first step, but 
still does not give the self-employed the fair-
ness they deserve in that the law only allows 
the self-employed to deduct 80 percent of 
their health care costs by the year 2006. 

The self-employed have an extremely dif-
ficult time purchasing health insurance. 
This is why 3 million self-employed business 
owners currently have no health insurance, 
nor do 1.3 million of their children. Full de-
ductibility will help make health insurance 
more affordable for these small business 
owners. Therefore, the self-employed need 
full deductibility now. 

Sincerely, 
DAN DANNER, 

Vice President, 
Federal Governmental Relations. 

Mr. BOND. I yield the floor. 
Mr. NICKLES. Mr. President, would 

the Senator from Delaware give me 4 
minutes? 

Mr. ROTH. I yield 4 minutes to the 
Senator from Oklahoma. 

Mr. NICKLES. Mr. President, one, I 
want to ask my colleagues to vote no 
on the Durbin-Bond amendment and 
tell them I think I have a pretty good 
record—I heard the support of NFIB for 
deductibility for the self-employed. I 
used to be self-employed, so I support 
that. 

For my colleagues’ information, I 
will be offering an amendment after 
the Durbin amendment, very soon, that 
will accelerate and allow self-employed 
people to deduct a greater percentage 
for their health insurance at a much 
faster rate than now is under existing 
law. It does not go to 100 percent, but 
likewise we do not increase taxes an-
other 10 cents, which I think a lot of 
people, not just from tobacco States, 
are saying ‘‘Wait, we are already in-
creasing it 20 cents, almost doubling 
the tax, should we do another 10 
cents?’’ 

I might mention the Finance Com-
mittee said we would stop at 20 cents. 
I do not think the Durbin amendment 
will become law. I want to let my col-
leagues know we will offer an amend-
ment that will accelerate deductibility 
for the self-employed. We will be offer-
ing that subsequent to this so they can 
vote no on the Durbin amendment, 
vote yes on the amendment that Sen-
ator HAGEL and I will be introducing 
momentarily that will give the self- 
employed a greater benefit for deduct-
ing their insurance. 

I yield the floor. 
Mr. ROTH. I am pleased to yield 5 

minutes to the Senator. 
Mr. FORD. My other colleague will 

need some time, too. I thank the chair-
man. 

You know, Mr. President, this has 
been an interesting week. We had a ne-
gotiation with the attorneys general 
around the country, and the tobacco 
industry is stuck for almost $370 bil-
lion. The price of cigarettes go up. How 
much more do you want? And then the 
Finance Committee puts on 20 cents 
more, and that raises the price of ciga-
rettes and smokeless tobacco. And now 
we want to put on 11 cents more. Why? 
To help the small businessman get a 
deductible on his health insurance? 

At the same time, you are putting 
65,000 farm families out of work in my 
State. You say you are going to help. 
You may never get the bill to help. I 
think it is time to stop it. It is time we 
quit. My farmers have to survive. And 
we hear all the States have an excise 
tax. Well, we had a good many here in 
the past that would vote against any 
excise tax because they thought it all 
should go to the States. It is their pre-
rogative. But when you add 20 cents 
onto the State, and you add another 11 
cents onto the State, then you add 75 
cents on, if you get the negotiated 
agreement out there, the income to the 
community and to the Federal Govern-
ment are going to go straight down. 
They are playing with funny money, 
because the more you increase it, the 
less income you are going to have. 
When you increase the tax, the less in-
come you are going to have. So now 
you say you have all this income com-
ing in—you are playing with funny 
money. 

One other point, Mr. President. You 
talk about low income—59.5 percent of 
this tax will come out of those who 
make less than $30,000 a year—$30,000 a 
year—and 34 percent of the money the 
Senator from Illinois and the Senator 
from Missouri want will come from 
those that make less than $15,000. Talk 
about the little man—you are talking 
away from the man that makes $15,000 
and a man with a family that makes 
less than $30,000. You are going to take 
60, 65 percent of that money from that 
group. What do they benefit? You put 
them out of business. 

I ask unanimous consent to have 
printed in the RECORD the Tax Founda-
tion’s analysis on where the cigarette 
tax and smokeless tax would come 
from and how many States would lose 
what money, and how many individuals 
of what financial income category 
would have to pay for this. 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 
BOTTOM LINE ON FINANCE COMMITTEE’S PRO-

POSED 20¢ CIGARETTE EXCISE HIKE: BOTTOM 
INCOME EARNERS WOULD PICK UP MOST OF 
THE TAB 
WASHINGTON, D.C., JUNE 20, 1997.—The Sen-

ate Finance Committee’ proposed 20¢ per 
pack addition to the current 24¢ federal ciga-
rette excise could play havoc with lower-in-
come Americans’ pocketbooks, according to 
an analysis by the Tax Foundation. 

Tax Foundation Economist Patrick 
Fleenor says that, judging by historic ciga-
rette consumptions patterns, over a third of 
the $15 billion that the Finance Committee 

hopes to bring in over five years will be paid 
by those earning less than $15,000 a year (see 
Chart 1). Another 25 percent of the total rev-
enues will be paid by Americans earning be-
tween $15,000 and $30,000. In all, those earn-
ing $30,000 or less would foot about 60 percent 
of the total bill for the new tax. 

CHART 1: NEW COLLECTIONS BY INCOME GROUP BASED 
ON FINANCE COMMITTEE’S 20¢ CIGARETTE EXCISE HIKE 

Adjusted gross income 
5-year 
total 

(millions) 

Share of 
tax bur-

den (per-
cent) 

under $15,000 .......................................................... $5,098.2 34.0 
$15,000 under $30,000 ............................................ 3,819.9 25.5 
$30,000 under $45,000 ............................................ 2,315.2 15.4 
$45,000 under $60,000 ............................................ 1,318.8 8.8 
$60,000 under $75,000 ............................................ 911.6 6.1 
$75,000 under $115,000 .......................................... 982.5 6.6 
$115,000 under $300,000 ........................................ 474.2 3.2 
$300,000 and over ................................................... 80.0 0.5 

Total ................................................................. 15,000.0 100.0 

Source: Tax Foundation estimates based on data from IRS, Bureau of the 
Census, and Center for Disease Control. 

Juxtaposed to this, those earning $115,000 
or more will account for less than four per-
cent of the additional tax revenues. 

‘‘Whether the Finance Committee recog-
nizes it or not, the proposed tax will really 
make a dent in the budgets of America’s 
lower-income households,’’ Mr. Fleenor stat-
ed. 

In a state by state comparison, California 
will bear the single largest burden if the new 
tax is enacted, paying $1.16 billion to the 
U.S. Treasury over five years (see Chart 2). 
The 10 states with the highest projected tax 
payments will pay 50 percent of the overall 
tax increase, according to Mr. Fleenor’s cal-
culations (see Chart 3). 

Chart 2: New collections by State based on Fi-
nance Committee’s 20¢ cigarette excise hike, 5- 
year total 

[Share of tax burden; in millions of dollars] 

Alabama ...................................... $278.1 
Alaska ......................................... 35.0 
Arizona ........................................ 200.0 
Arkansas ...................................... 177.7 
California ..................................... 1,155.5 
Colorado ...................................... 199.2 
Connecticut ................................. 167.5 
Delaware ...................................... 57.7 
Florida ......................................... 852.0 
Georgia ........................................ 452.2 
Hawaii ......................................... 34.9 
Idaho ............................................ 56.3 
Illinois ......................................... 638.8 
Indiana ........................................ 501.8 
Iowa ............................................. 169.4 
Kansas ......................................... 148.0 
Kentucky ..................................... 429.5 
Louisiana ..................................... 293.7 
Maine ........................................... 81.8 
Maryland ..................................... 251.2 
Massachusetts ............................. 299.7 
Michigan ...................................... 507.3 
Minnesota .................................... 246.5 
Mississippi ................................... 183.3 
Missouri ....................................... 420.7 
Montana ...................................... 48.8 
Nebraska ...................................... 92.1 
Nevada ......................................... 92.1 
New Hampshire ............................ 115.6 
New Jersey .................................. 413.1 
New Mexico .................................. 70.2 
New York ..................................... 829.5 
North Carolina ............................. 563.5 
North Dakota .............................. 33.0 
Ohio ............................................. 801.8 
Oklahoma .................................... 229.0 
Oregon ......................................... 186.8 
Pennsylvania ............................... 743.4 
Rhode Island ................................ 59.1 
South Carolina ............................ 258.1 
South Dakota .............................. 45.7 
Tennessee .................................... 413.7 
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Chart 2: New collections by State based on Fi-

nance Committee’s 20¢ cigarette excise hike, 5- 
year total—Continued 

Texas ........................................... 880.9 
Utah ............................................. 62.9 
Vermont ...................................... 46.0 
Virginia ....................................... 448.9 
Washington .................................. 229.7 
West Virginia ............................... 135.8 
Wisconsin ..................................... 306.5 
Wyoming ...................................... 34.7 
District of Columbia .................... 21.5 

Source: Tax Foundation estimates based on data 
from IRS, Bureau of the Census, and Centers for Dis-
ease Control. 

Chart 3: Top Ten State Contributors to Senate 
Finance Committee’s 20¢ Cigarette Excise Hike 

1. California ................................. $1,155.5 
2. Texas ........................................ 880.9 
3. Florida ..................................... 852.0 
4. New York ................................. 829.5 
5. Ohio .......................................... 801.8 
6. Pennsylvania ............................ 743.4 
7. Illinois ...................................... 638.8 
8. North Carolina ......................... 563.5 
9. Michigan .................................. 507.3 
10. Indiana ................................... 501.8 

Total ...................................... 7,474.5 
Source: Tax Foundation estimates based on data 

from IRS, Bureau of the Census, and Centers for Dis-
ease Control. 

‘‘What’s ironic about this tax,’’ noted Tax 
Foundation Executive Director J.D. Foster, 
‘‘is that, with over half of it earmarked for 
healthcare costs for poor children, it 
amounts to a case of the poor paying for new 
programs for the poor.’’ 

NEW TAX FOUNDATION ANALYSES QUESTION 
ROLE OF EXCISE TAXES IN SOUND FEDERAL 
AND STATE TAX POLICY 
WASHINGTON, D.C., JUNE 20, 1997.—Do excise 

taxes represent good or bad tax policy? The 
Tax Foundation recently published the first 
two in a series of five Background Papers fo-
cusing on this and other questions relating 
to the role excise taxes play in our economy. 

In ‘‘Excise Taxes and Sound Tax Policy,’’ 
Dr. John R. McGowan, Associate Professor of 
Accounting at Saint Louis University’s 
School of Business, provides an overview of 
how and why the federal excise system 
evolved. 

Excise taxes have always played a large 
role in the federal government’s revenue col-
lections, forming the bulk of total revenues 
in the early years of the republic. 

While excise taxes constitute under five 
percent of total revenues today, the federal 
government still imposes excises on a wide 
variety of goods and services, including gaso-
line and diesel fuel, tobacco and alcohol 
products, airline tickets, firearm sales and 
firearm dealers, heavy trucks and trailers, 
large tires, coal, vaccines, fishing equip-
ment, and even bows and arrows. Federal ex-
cise receipts recently approached $60 billion. 

Today, about 70 percent of excise revenues 
come from the taxes on alcohol, tobacco, and 
gasoline and diesel fuel, says Dr. McGowan. 
The accompanying charts shows that federal 
excises on distilled spirits, beer, and wine, 
raised about $7.2 billion in 1995, while the to-
bacco excise raised about $5.9 billion, and 
gasoline and diesel fuel taxes raised over 
$22.6 billion. 

Dr. McGowan concludes that while excise 
taxes are relatively easy for governments to 
impose, they generally do not represent 
sound tax policy. Excise taxes can introduce 
significant amounts of inefficiencies into the 
economic marketplace and create a net re-
duction of benefits for consumers. Most sig-
nificantly, excise taxes are widely believed 
to be regressive and therefore contrary to 
long-held concepts of fairness in the United 
States tax system. 

In ‘‘The Use and Abuse of Excise Taxes,’’ 
Dr. Dwight R. Lee, of the University of Geor-
gia, examined the inefficiencies of the excise 
tax. While he acknowledged that inefficien-
cies are inherent in any taxation, because 
taxes distort the economic choices that peo-
ple make, Dr. Lee observed that the most ef-
ficient tax system minimizes this type of 
distortion. 

Excise taxes, however, are conspicuously 
at odds with the goal of reducing tax distor-
tions, says Dr. Lee. They are the most dis-
torting of all taxes per dollar raised. Instead 
of spreading the tax burden as neutrally as 
possible over a broad tax base, excise taxes 
single out a few products for a high and dis-
criminatory tax burden. While obviously un-
fair to the consumers of the taxed product, 
imposing or increasing excise taxes to fund 
tax relief for other taxpayers only exacer-
bates the problem. 

Excise taxes are sometimes proposed to 
fund specific government spending programs, 
called ‘‘earmarking.’’ Only in a very few sit-
uations—where the consumption of a product 
is complementary to the use of some other 
good that cannot easily be priced directly— 
can earmarked excise taxes be efficient. But 
even here the efficiency of the excise tax de-
pends upon the revenues being uncondition-
ally allocated to the complementary use to 
reduce the cost of rent seeking. The greater 
the rent seeking over the allocation of the 
revenues from a potentially efficient excise 
tax, the less efficient it is and the lower the 
efficient rate of taxation (under reasonable 
assumptions about the relevant elasticity of 
demand). 

Mr. FORD. Mr. President, let’s be 
fair. We had a negotiated agreement. It 
wasn’t good enough. That may be the 
floor. So here we come with 20 cents 
more, and then 11 cents more. I have 
65,000 farm families that this legisla-
tion will put out of business. Oh, we are 
going to take care of them. Well, you 
take care of them, then I will talk 
about taxes. You take care of my farm-
ers and I will talk about taxes after 
that. I will talk about how much you 
get from the tobacco industry. I will 
talk about how much you are going to 
do for this group or that group. So take 
care of my farmers, take care of my 
people. I have stood by and watched 
these people be run over long enough. 
Oh, you can come out here with croco-
dile tears. I can tell you all the sad sto-
ries. But small businessmen are small 
businessmen, and a small farmer is 
still a small farmer. And 69 percent of 
my farmers have another job. It be-
comes a husband, wife, and family oc-
cupation. You want to put them out of 
work. 

I understand smoking. I have been 
smoking for 54 years and I am still 
here, thank God. I understand smok-
ing. My grandchildren don’t smoke, 
and I understand all of that. But then, 
a while ago, we didn’t put a little de-
ductible, or eliminate the deductible 
on the distilled spirits industry—beer, 
wine, and distilled spirits. Here we 
have tobacco and you pile on and pile 
on and pile on. 

Mr. President, I hope my colleagues 
will do the best they can to help in this 
case. It is an additional tax. It is put-
ting my people out of work. It is saying 
to children on the farm—children on 
the farm—that you are going to have 

less income next year. You are going to 
have less next year. Substitute another 
crop. That indicates that you don’t 
know what tobacco brings, you don’t 
know what corn brings, or what soy-
beans brings—$1,844 net profit for an 
acre of tobacco, and $100 from soy-
beans. You have to plant acres and 
acres and acres of soybeans and one 
acre of tobacco. 

The PRESIDING OFFICER. The time 
of the Senator has expired. 

Mr. FORD. I suppose it’s time. I was 
sweating anyhow. 

Mr. ROTH. Mr. President, I yield 5 
minutes to the Senator from Ken-
tucky, [Mr. MCCONNELL]. 

Mr. MCCONNELL. Mr. President, if I 
were a Senator from any other State 
listening to this debate, I guess I would 
have to conclude that I don’t have any 
tobacco growers. Cigarette smoking is 
obviously not good for your health. 
Why should I not vote for the Durbin- 
Bond amendment? 

Reason No. 1: We entered into a budg-
et agreement and this breaks it wide 
open. There has been a lot of momen-
tum in this Chamber over the last 
week to stick to the budget agreement. 
This is a deal breaker. It wasn’t nego-
tiated by the President and the leaders 
of the Republican Congress. It wasn’t 
even voted on by the Senate Finance 
Committee. 

So the stake you have in this, I say 
to my colleagues, you will be voting to 
bust the budget deal wide open, in 
order to raise taxes on low-income 
Americans. What a great idea. This is 
supposed to be a package about low-
ering taxes by $85 billion, or close 
thereto, over the next 5 years, and a 
vote for the Durbin-Bond amendment 
turns it into a tax increase bill—a tax 
increase bill on the lowest income peo-
ple in America. In fact, 60 percent of 
any tobacco tax increase will be borne 
by Americans making less than $30,000 
a year. So you will be transforming 
this bill, which has been criticized by 
some downtown as somehow a benefit 
for the wealthy, into a major tax in-
crease on the most vulnerable, low-in-
come people in our society. 

Regardless of how you feel about to-
bacco, regardless about how you feel 
about smoking—I don’t smoke and 
don’t support it particularly; I think it 
is not good for you—it is a legal prod-
uct. That isn’t the issue here. Why in 
the world, in a bill designed to lower 
taxes, would we want to have a whop-
ping tax increase on the lowest income 
people in America? 

My good friend from Missouri said it 
is a matter of equity. It sure is. What 
is equitable about it? We are singling 
out one industry and one socio-
economic group in America for a major 
tax increase in a bill designed to lower 
taxes on working American families. It 
absolutely distorts everything this tax 
reduction bill is supposed to be about. 
Obviously, it has an impact on my 
State. Senator FORD and I feel passion-
ately about this. Maybe some product 
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in your State will be next. But this 
transforms this bill into a major tax 
increase on low-income Americans. I 
can’t think of a worse direction to go 
in. 

Finally, let me say that it is esti-
mated that it will cost our State of 
Kentucky 2,700 jobs, just like that. 
Clearly, that is a matter of major con-
cern to us. But the consumers of ciga-
rettes are all over America, not just in 
Kentucky, not just in North Carolina. 
They are, by and large, lower income 
people, who will continue to smoke 
after that, and you have just socked 
them with a major tax increase, Mr. 
President. 

I certainly hope my colleagues will 
not, A, break the budget deal and, B, 
have a whopping tax increase on low- 
income Americans. 

I yield the floor. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. ROTH. Mr. President, I yield 5 

minutes to the Senator from North 
Carolina. 

The PRESIDING OFFICER. The Sen-
ator from North Carolina is recognized 
for 5 minutes. 

Mr. FAIRCLOTH. Mr. President, I 
don’t know of a lot more that can be 
said on the subject. It has been very 
adequately and eloquently addressed 
by the two Senators from Kentucky. 
But we talk about equity and we talk 
about fairness, but the truth of it is 
that is not even in the vernacular of 
what we are saying here tonight. What 
we are doing is very simply this—I said 
it yesterday, I think, or the day be-
fore—they said it was a historic ses-
sion. Yes, it is a historic session. We 
are destroying an industry that has 
served this country for 300-plus years, 
and we are simply wiping it out. 

Now, when you go to the 77,000 work-
ers in North Carolina and say to them, 
your job is gone, your industry is gone, 
but the good news is that international 
air travel is cheaper for you—most of 
them haven’t been out of the county. 
So that is what we are saying here. 

I don’t doubt that the real interest 
here is to reduce and enable people to 
deduct their health insurance. I didn’t 
notice that it was proposed to be paid 
for by any 10-cents-a-bushel tax on 
corn. And they go back to Illinois and 
Missouri and explain to the corn farm-
ers there that we really have done you 
a great favor. No, it is on tobacco, 
which has been the whipping boy. Any-
body in the Senate or in the Congress 
in the last year or two that had an ax 
that needed to be ground, they have 
come to the tobacco industry to grind 
it for them. That is very simply what 
happened. This is a source of money for 
whatever eleemosynary or good feeling 
or cause we have. This is a source of 
money. 

As has been said earlier, enough is 
enough. I hope colleagues in the Senate 
will recognize that this has gone far 
enough. It breaks a budget agreement, 
and it is time to stop it. 

I thank the Chair. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. ROTH. Mr. President, I yield 5 
minutes to the distinguished Senator 
from North Carolina, Mr. HELMS. 

The PRESIDING OFFICER. The Sen-
ator from North Carolina, Mr. HELMS, 
is recognized. 

Mr. HELMS. Mr. President, we have 
taken on the air of a Gilbert and Sul-
livan comic opera here tonight and all 
this week. I heard on the radio, I say to 
my colleague from North Carolina, on 
the early morning news, several days 
ago, I heard a Senator say, ‘‘Yes, we 
are going to give umpteen hundred mil-
lion dollars to children’’—he didn’t say 
children, he said ‘‘chillin,’’ and, oh, 
how benevolent he was—‘‘because we 
are going to raise the cigarette tax,’’ 
we are going to sock the tobacco com-
panies. Well, he is not going to do any 
such thing. But that is what he wants 
the folks back home to think. 

Speaker after speaker has pointed 
out that you are not taxing the tobacco 
companies; you are taxing the lower in-
come people of this population of the 
United States. If you don’t believe it, 
look at the record. Yet, they say, we 
are socking it to the tobacco compa-
nies—the evil tobacco companies—and 
they have all sorts of statistics that 
they pulled out of their hip pocket, 
saying how many lives it is going to 
save. They are not going to save any 
lives. 

The point is, I say to my friend from 
Kentucky, it is so much hot air. They 
know it is hot air, but they have noth-
ing else to say. And they want a head-
line back home that Senator Joe Blow 
really socked it to the tobacco compa-
nies. No, Joe Blow is not socking it to 
the tobacco companies. 

He is socking it to the low-income 
people of this country who do some-
thing that maybe Joe Blow doesn’t 
do—enjoy cigarettes. I don’t smoke. 
Nobody in my family does. But I will 
tell you one thing. When you get down 
to it, it’s a matter of choice and statis-
tics—and you can play all sorts of 
games with statistics. But LAUCH FAIR-
CLOTH has it right and so does the dis-
tinguished Senator from Kentucky. 
Both of them have it right about how 
many jobs this is going to adversely af-
fect. 

This is the game we play. Go ahead 
and play it if you think you can win. I 
hope you can. But get you a little mon-
key and one of these organ grinders 
and sing this debate that you are mak-
ing about tobacco, then you can be 
really funny. 

I thank the Senator. I yield such 
time as I may have. 

Ms. MOSELEY-BRAUN. Mr. Presi-
dent, I would like to express my sup-
port for the spirit embodied in Senator 
DURBIN’s amendment to S. 949. This 
amendment seeks to increase the 
health insurance deduction for self-em-
ployed individuals to 100 percent. I 
agree that this is the right thing to do 
and that the Senate should consider 
options for ensuring that small busi-

ness owners, particularly women, and 
farmers have access to the same tax de-
ductions that are available to large 
corporations. I do not, however, agree 
with the way my Illinois colleague has 
suggested we pay for this particular in-
crease, and for that reason, I cannot 
support this amendment. 

The bill before us today reflects a 
long and tedious, bipartisan com-
promise among the members of the Fi-
nance Committee. That compromise, 
which provides for increased access to 
education, increased savings incen-
tives, family tax relief, and agricul-
tural and business investment incen-
tives, also reflects some hard choices 
regarding upon whom the burden to 
pay for such benefits should fall. A part 
of the compromise made by the mem-
bers of the Finance Committee was the 
decision to forgo increasing tobacco 
taxes at the present time. This decision 
was made with due consideration to 
the ongoing tobacco litigation, which 
may result in a dramatic increase in 
current tobacco taxes. 

I definitely support the spirit of Sen-
ator DURBIN’s amendment. A 100 per-
cent deduction for health insurance 
premiums could reduce the annual net 
cost of health insurance for a typical 
family by as much as $500 to $1,000. In 
addition, such a deduction could pro-
vide tax equity for the 10.6 million self- 
employed Americans who currently can 
only receive a 40 percent deduction, un-
like large corporations, who currently 
can deduct 100 percent of incurred 
health insurance premiums. There is 
no doubt that there is merit to the 
goals of this amendment. 

As much as I would like to support 
the amendment presented by my col-
league today, however, I believe that 
the compromise made by the Finance 
Committee should be honored. To do 
otherwise could place other programs 
and incentives of vital importance to 
the average American family and small 
business at risk. Because I believe that 
we have an obligation to make good on 
the promises of this bill, I cannot sup-
port this amendment. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. NICKLES. Would the Senator 
yield 1 minute to me? 

Mr. ROTH. I yield 1 minute to the 
Senator from Oklahoma. 

Mr. NICKLES. I again remind my 
colleagues. I urge them to vote ‘‘no’’ on 
the Durbin amendment. There may be 
a point of order raised on it. I hope 
they sustain the point of order. I again 
remind them that right after this 
amendment, we will be offering an 
amendment that will have a significant 
improvement on deductibility for self- 
employed persons, one that I believe we 
cannot only pass but hopefully prevail 
in conference on as well. 

The PRESIDING OFFICER. Who 
yields time? 

Mr. DURBIN addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Illinois. 
Mr. DURBIN. Could I ask my friend 

and colleague from Delaware, are there 
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any more requests for time on their 
side of the aisle? 

Mr. ROTH. No. I will yield back my 
time. 

Mr. DURBIN. Might I have 3 or 4 
minutes? Then I will be prepared to 
yield back the floor as well. 

Mr. ROTH. Does the Senator have 
time remaining? 

Mr. DURBIN. Yes. I believe I have 
some time remaining. 

The PRESIDING OFFICER. The Sen-
ator from Illinois has 23 minutes left. 

Mr. DURBIN. I will not use that, I 
guarantee you. 

Let me say this. I want to respond to 
some of the points raised in this de-
bate. I have been involved in this de-
bate for over a decade and have heard 
many of these arguments, and I dis-
agree with them. But I do respect my 
colleagues both in the House and in the 
Senate who make these arguments. I 
believe they are heartfelt and sincere. I 
believe they are speaking for the peo-
ple that they represent. 

I believe I am speaking for the people 
that I represent not only in Illinois but 
across the Nation when I talk about 
the need to have some fairness when it 
comes to hospitalization insurance pre-
miums and to stop all of the promises 
that have gone on for more than a dec-
ade that we are going to give these peo-
ple fairness. ‘‘Oh, we love small busi-
ness. Oh, we love the family farmer. We 
are going to get around to helping you 
on health insurance matters in the 
next year 2 years.’’ Senator NICKLES 
said maybe 10 years from now we are 
going to get around to it. 

Please. I have been involved in that 
debate. Senator DORGAN has. Senator 
CONRAD has. This has gone on for more 
than a decade. 

All of these promises we can deliver 
on tonight. 

Listen to the arguments. Again, I 
find it incredible. 

One of my colleagues from Kentucky 
stands up and says this busts the budg-
et deal. What? There was a provision in 
the budget deal that I voted for on this 
floor that limited the tobacco tax to 
only a 20-cent increase? I missed that 
provision. I don’t think it was in there. 
If you will read it closely, that wasn’t 
part of the budget deal. 

I might say to my colleagues. This is 
meddling strange—that you can impose 
a 20-cent increase in the Finance Com-
mittee, and it has no impact on em-
ployment in Kentucky or North Caro-
lina, but Durbin wants to put 11 cents 
on, and all of a sudden we have thou-
sands of people out of work. My good-
ness. Twenty cents has no impact, and 
11 cents more we have tipped the 
scales, and it is all over for tobacco? 
Give me a break. Give me a break. 

What we are talking about here is an 
11-cent increase on an item which is 
going to cost you $2, $3, or $4 a pack 
anyway. 

You know, they talk about it being a 
regressive tax. Poor people smoke. Yes, 
they do. Yes, they do. They are correct 
in saying that. Eighty-five percent of 

the people smoking today—poor and 
rich, it is the same thing—‘‘I wish I 
could quit. I really wish I could quit.’’ 
Some of them say, ‘‘You know, if the 
tax gets too high, I might not be able 
to afford these darned things.’’ 

So you are talking about helping 
poor people. You are going to help 
them quit smoking, and help them live 
a little longer. That is a real help. 

Again, one of my colleagues said, 
‘‘Why don’t you go around and tax 
corn? You have corn in Illinois. Why 
are you taxing tobacco from my 
State?’’ 

There is a big difference. The corn in 
Illinois and the corn in Missouri can be 
used for nutritious purposes. When it 
comes right down to it, tobacco is nei-
ther food nor fiber—neither food nor 
fiber. 

And let me add this. Tobacco is the 
only crop regulated by the U.S. Depart-
ment of Agriculture which has a body 
count, the biggest single preventable 
cause of death each year. Don’t stand 
up and tell me this is another agricul-
tural product, another farm com-
modity. This is an item which, used ac-
cording to manufacturers’ directions, 
will kill you. That is what tobacco is 
all about. It is not another agricultural 
product. 

So when you talk about imposing a 
tax on this, we are talking about the 
health of America and the health of 
children. Oh, yes, in that low-income 
group, that regressive tax, that to-
bacco tax—the low-income group in-
cludes a lot of Americans who live on 
allowances they get from their parents. 
Those are the low-income Americans, 
too, kids going and buying tobacco on 
the corner. 

Mr. FAIRCLOTH. Will the Senator 
yield? 

Mr. DURBIN. I am happy to yield. 
Mr. FAIRCLOTH. Would you give me 

an estimate of how many people are 
sick or die from drinking liquor a year 
made out of corn? 

Mr. DURBIN. I can’t answer you that 
question. 

Mr. FAIRCLOTH. If you know a lot 
about tobacco, then you should know 
something about corn. 

Mr. DURBIN. I know that corn is a 
nutritious product and can be used and 
is probably consumed on a regular 
basis by the Senator who asked me the 
question. He looks pretty healthy. 

I will tell you something else. To-
bacco is the No. 1 preventable cause of 
death in America today. You can’t say 
that about corn, soybeans, wheat or 
any other commodity. You can’t say 
that about it. You know it as well as I 
do. You can’t make light of the fact 
that a product, if used as intended, 
kills people. You can’t make light of 
the fact that when you follow the man-
ufacturers’ directions, you die when 
you use that product. 

Mr. FAIRCLOTH. What is the point? 
I am not trying to— 

Mr. DURBIN. Mr. President, let the 
Senator speak on his own time. 

Mr. President, regular order. 

The PRESIDING OFFICER. The Sen-
ator from Illinois has the floor. 

Mr. DURBIN. Let me tell you this in 
closing. 

I have heard a lot of arguments to-
night made about the defense of to-
bacco. I say to my colleagues on both 
sides, if you are ready to vote for this 
tax bill, you are already imposing a tax 
on tobacco of 20 cents. I am saying to 
you that 11 cents is going to buy a lot 
of good for America—not only keeping 
the products out of the hands of kids 
but finally keeping our promise to 
small business and family farmers. 

I urge you to look beyond some of 
the arguments that you have heard to-
night, that you have heard over and 
over again, and think about the bottom 
line when this is done. Thirty-one 
cents on a package of tobacco is not 
going to break the tobacco industry. 
But it is going to save a lot of small 
businesses which will have a chance to 
survive. 

I yield the floor. 
The PRESIDING OFFICER. Who 

yields time? 
Mr. ROTH. Mr. President, I make a 

point of order that a quorum is not 
present. 

The PRESIDING OFFICER. The 
clerk will call the roll. 

The legislative clerk proceeded to 
call the roll. 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the order for the 
quorum call be rescinded. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. ROTH. Mr. President, has the 
distinguished Senator from Illinois re-
turned all time? 

The PRESIDING OFFICER. No. The 
Senator from Illinois has 18 more min-
utes remaining. 

Mr. ROTH. Does the Senator want to 
yield back? 

Mr. DURBIN. I am prepared to yield 
back my time. 

Mr. ROTH. I am prepared to yield 
back the remainder of the time. 

The PRESIDING OFFICER. All time 
is yielded. 

Mr. ROTH. Mr. President, the pend-
ing amendment is not germane to the 
provisions of the reconciliation meas-
ure. I, therefore, raise a point of order 
against the amendment under section 
305(b)(2) of the Budget Act. 

I ask for the yeas and nays. 
The PRESIDING OFFICER. Is there a 

sufficient second? 
Mr. DURBIN. I move to waive the 

Budget Act, and I ask for the yeas and 
nays. 

The PRESIDING OFFICER. Is there a 
sufficient second? 

There is a sufficient second. 
The yeas and nays were ordered. 
Mr. ROTH. Mr. President, I suggest 

the absence of a quorum. 
The PRESIDING OFFICER. The 

clerk will call the roll. 
The legislative clerk proceeded to 

call the roll. 
Mr. ROTH. Mr. President, I ask unan-

imous consent that the order for the 
quorum call be rescinded. 
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The PRESIDING OFFICER. Without 

objection, it is so ordered. 
VOTE ON MOTION TO WAIVE THE BUDGET ACT 
The PRESIDING OFFICER. The 

question occurs on agreeing to the mo-
tion to waive the Budget Act in rela-
tion to the Durbin amendment No. 519. 
The yeas and nays have been ordered. 
The clerk will call the roll. 

The legislative clerk called the roll. 
Mr. NICKLES. I announce that the 

Senator from Kansas [Mr. ROBERTS] is 
necessarily absent. 

The PRESIDING OFFICER. Are there 
any other Senators in the Chamber 
who desire to vote? 

The yeas and nays resulted—yeas 41, 
nays 58, as follows: 

[Rollcall Vote No. 137 Leg.] 
YEAS—41 

Abraham 
Biden 
Bingaman 
Bond 
Boxer 
Bumpers 
Collins 
Daschle 
DeWine 
Dodd 
Dorgan 
Durbin 
Feingold 
Feinstein 

Glenn 
Gorton 
Gregg 
Harkin 
Hutchison 
Johnson 
Kennedy 
Merry 
Kohl 
Landrieu 
Lautenberg 
Leahy 
Levin 
Lieberman 

Lugar 
McCain 
Mikulski 
Murray 
Reed 
Reid 
Santorum 
Sarbanes 
Shelby 
Specter 
Torricelli 
Wellstone 
Wyden 

NAYS—58 

Akaka 
Allard 
Ashcroft 
Baucus 
Bennett 
Breaux 
Brownback 
Bryan 
Burns 
Byrd 
Campbell 
Chafee 
Cleland 
Coats 
Cochran 
Conrad 
Coverdell 
Craig 
D’Amato 
Domenici 

Enzi 
Faircloth 
Ford 
Frist 
Graham 
Gramm 
Grams 
Grassley 
Hagel 
Hatch 
Helms 
Hollings 
Hutchinson 
Inhofe 
Inouye 
Jeffords 
Kempthorne 
Kerrey 
Kyl 
Lott 

Mack 
McConnell 
Moseley-Braun 
Moynihan 
Murkowski 
Nickles 
Robb 
Rockefeller 
Roth 
Sessions 
Smith (NH) 
Smith (OR) 
Snowe 
Stevens 
Thomas 
Thompson 
Thurmond 
Warner 

NOT VOTING—1 

Roberts 

The PRESIDING OFFICER. On this 
vote, the yeas are 41, the nays are 58. 
Three-fifths of the Senators duly cho-
sen and sworn not having voted in the 
affirmative, the motion is rejected. 

The point of order is sustained and 
the amendment falls. 

Mr. ROTH. Mr. President, I move to 
reconsider the vote. 

Mr. MOYNIHAN. I move to lay that 
motion on the table. 

The motion to lay on the table was 
agreed to. 

AMENDMENT NO. 518 
Mr. BAUCUS. Mr. President, I op-

posed the Bumpers Amendment that 
would repeal percentage depletion for 
hardrock mining companies operating 
on public and formerly public lands. I 
believe this amendment is the wrong 
approach to bringing about mining law 
reform. 

Hardrock mining provides many 
high-paying jobs and is essential to the 
economy of Montana. This amendment 
would raise taxes on the hardrock min-

ing industry which will negatively ef-
fect everyone that depends on mining 
for their economic livelihood. 

The intent of this amendment is not 
about percentage depletion. This 
amendment is an overt attempt to pun-
ish the hardrock mining industry for 
the lack of success in reforming the 
1872 Mining Law. Percentage depletion 
is being used as a surrogate to bring 
about reform. If there are problems 
with the 1872 Mining Law, we should 
approach those problems directly—not 
in the form of repealing percentage de-
pletion. Let’s not wage economic war-
fare against an entire industry. 

The repeal of percentage depletion is 
the wrong tool for bringing about min-
ing law reform. The Bumpers amend-
ment could have potentially dev-
astating effects on the hardrock min-
ing industry. 

CHILDREN’S HEALTH CARE PROVISION 
Mr. MCCAIN. Mr. President, today, I 

voted for an amendment to the Budget 
Act which would improve access to 
health insurance for uninsured children 
in our country by providing an addi-
tional $8 billion to the $16 billion al-
ready contained in this bill for chil-
dren’s health care. This $24 billion in 
new Federal funding will allow us to 
expand Medicaid coverage for very low- 
income children and will put affordable 
health care insurance within the reach 
of every family. 

I am deeply concerned about the ap-
proximately 10 million children in our 
country who are currently lacking 
health insurance coverage. It is dis-
tressing that such a large number of 
our children lack access to primary 
and preventative care. I find it even 
more disconcerting that recent reports 
indicate that most of these children re-
side in families with one or more work-
ing parents. 

Providing access to health care for 
uninsured children has been a priority 
for me since coming to the Senate. 
During the 103d Congress, I offered leg-
islation which attempted to address 
this problem and provide access to 
health care for many of our Nation’s 
uninsured children. This issue has re-
mained a high priority for me in the 
105th Congress and I am pleased that 
we were able to pass this amendment 
today. 

This amendment is financed by a 20- 
cent-a-pack increase in the cigarette 
tax, which will raise enough revenues 
to provide the additional $8 billion for 
children’s health insurance coverage. 
Although I have traditionally opposed 
new taxes, I believe that this proposal 
is necessary to help working parents 
purchase affordable health care cov-
erage for their children. 

I wholeheartedly believe that every 
child deserves a healthy beginning in 
life. There should not be any children 
in our country who cannot count on ac-
cess to quality health care when they 
need it. I believe that this bipartisan 
children’s health insurance proposal 
will address this problem in a fiscally 
responsible manner and allow us to 

provide coverage to our Nation’s most 
vulnerable population. 

Mr. MURKOWSKI. Mr. President, I 
rise in strong support of the tax cut 
bull that forms the heart of the second 
reconciliation bill. 

I want to take this opportunity to 
commend the chairman of the Finance 
Committee, Senator ROTH and the 
ranking member, Senator MOYNIHAN, 
for their efforts in ensuring that the 
Finance Committee’s bill was reported 
with strong bipartisan support. I hope 
the spirit of bipartisanship that per-
meated the committee’s work will ex-
tend to our debate on the Senate floor. 

Mr. President, during this past week, 
we considered the first budget rec-
onciliation bill which was designed to 
slow the growth of Federal spending 
and to stop the hemorrhaging of the 
Medicare Program. And we successfully 
achieved both goals while at the same 
time making a commitment to boost 
funding by $16 billion to enable more 
children in America to obtain health 
insurance. 

The tax bill we are considering today 
builds on that achievement by ear-
marking $8 billion from increased to-
bacco taxes for expanded children’s 
health insurance. With this unprece-
dented $24 billion commitment of funds 
for children’s health insurance, I be-
lieve the Senate has made an invest-
ment in the health of the children of 
America that should alleviate the anxi-
eties and fears of millions of parents 
about paying for the health care of 
their children. 

What is even more remarkable about 
the reconciliation bills we are consid-
ering this week is that at the end of 
the process, we will have set this Gov-
ernment on course to finally achieve a 
balanced budget. While I believe the 
tax cuts contained in this bill provide 
much needed financial relief for the 
vast majority of working Americans, I 
believe our greatest achievement is 
balancing the budget. 

What that means is that when this 
agreement is fully implemented in 5 
years, the Federal Government will no 
longer have to borrow to keep this 
Government operating. Most impor-
tantly, the balanced budget will give us 
the opportunity to finally begin paying 
down our enormous $5-plus trillion na-
tional debt. 

Mr. President, on Monday, the 
world’s financial markets were re-
minded of the enormity of the Amer-
ican Government’s debt and the impact 
that debt has on the global market-
place. When Japanese Prime Minister 
Hashimoto suggested that he was 
tempted to sell off portions of Japan’s 
American debt portfolio to stabilize 
the yen/dollar exchange rate, markets 
plummeted throughout the world. On 
Wall Street, we saw the Dow Jones av-
erage drop 192 points, the second larg-
est point decline in exchange history. 

Although markets recovered after 
Japan’s Finance Minister dismissed the 
idea that Japan would dump it’s Treas-
ury securities, the lesson is unmistak-
able. The security of our economy can 
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never be assured so long as this coun-
try continues to run deficits and pile 
up billions in additional debt. As long 
as we must turn to world markets to fi-
nance Government spending, our 
economy’s health is always in danger 
of being held hostage to the political 
whims of foreign governments and 
speculators. 

That is why it is so important that 
we balance the budget and begin to pay 
down the debt. And that is why these 
reconciliations bills are vital to our 
Nation’s economic security. 

Mr. President, the tax bill before us 
provides much-needed relief for the 
hard-working middle-income families 
who have not seen their tax burden re-
duced in 16 years. Despite what some of 
my colleagues on the other side of the 
aisle may allege about this tax bill, the 
lion’s share of the income tax cuts—81 
percent—will go to families earning be-
tween $12,000 and $62,000. 

This bipartisan bill will reduce the 
taxes paid by every low- and middle-in-
come family with a child by $500. For a 
family with three children under 13, 
their tax burden will be reduced by 
$1,500. That’s $1,500 that the family will 
have available to pay off bills, buy 
clothing for their children or spend as 
they see fit. 

A provision in the bill requires fami-
lies with children between the ages of 
13 and 17 to invest their $500 children’s 
tax credit in an educational savings ac-
count. While I think it is important 
that we do as much as we can to en-
courage families to save for college, I 
think it is inappropriate for us to re-
quire families to establish these ac-
counts. I will support an amendment 
that will debate this provision from the 
bill. 

The bill also provides more than $30 
million in tax relief for families that 
are facing enormous college education 
bills. And it encourages economic 
growth and savings by reducing the 
capital gains tax and expanding indi-
vidual retirement accounts. 

I also applaud the changes the com-
mittee made to the estate tax, with the 
goal that family businesses should be 
kept together rather than split apart 
in order to pay estate taxes. In fact, 
Mr. President, it is my hope that we 
can fundamentally change, if not 
eliminate, the estate tax with what can 
only be called confiscatory tax rates. 
Although we have not been able to 
achieve that result in this bill, I think 
that should be one of our goals when 
we consider fundamental tax reform in 
the future. 

Mr. President, the items I have just 
noted represent the highlights of the 
bill. What is again worth mentioning is 
how we were able to craft this bill. We 
did it with input and good debate be-
tween Republicans and Democrats on 
the committee. There was no rancor. 
We were not partisan, we tried to work 
within the confines of the budget 
agreement negotiated by our leader-
ship with the White House. 

I would hope that that spirit of bipar-
tisanship will continue as we debate 

this bill since I think we can all agree 
that the goal of providing tax relief for 
hard-working Americans and encour-
aging savings and investment are in 
the best long-term interests of our Na-
tion. 

AMENDMENT NO. 518 
Mr. KYL. Mr. President, as he has 

done numerous times over the past 10 
years, Senator BUMPERS again at-
tacked the hardrock mining industry 
in the United States. This time, he 
chose to introduce an amendment to 
the Tax Reconciliation Bill to repeal 
the percentage depletion allowance. 
This allowance has been in the tax code 
for over 60 years and repeal would be 
an arbitrary tax increase on the indus-
try. 

Repeal of the allowance is a tax in-
crease. Mining companies cannot re-
cover higher costs, including higher 
taxes, by raising prices because min-
eral prices are set by international 
commodity market. It should be noted 
that the mining industry already pays 
high average federal tax rates—32 per-
cent per a GAO study—because of the 
corporate alternative minimum tax. 

In addition to the damage that would 
be done by this arbitrary tax increase, 
I would emphasize that this is not the 
way to reform the mining law. Al-
though Senator BUMPERS and I may 
not agree on the specific reforms nec-
essary, we do both agree that a com-
prehensive, responsible reform is nec-
essary. Along with my other Western 
colleagues, I would like to see reform 
that is environmentally sound and al-
lows industry to thrive in a healthy 
and supportive atmosphere. A one-shot 
tax increase on the Senate floor is nei-
ther comprehensive nor responsible. 
Any reform of such an economically 
significant domestic industry should be 
done through the committee process 
where all parties have a chance to be 
heard and the issues can be dealt with 
in a thoughtful and meaningful man-
ner. 

I voted against the Bumpers amend-
ment today and I am pleased that it 
was defeated. 

BROAD BASE REFORM 
Mr. SHELBY. Mr. President, the bill 

before the Senate tonight, promises to 
provide about $75.8 billion in tax relief 
over the next 5 years and approxi-
mately $238 over 10 years. Mr. Presi-
dent, that is a good step forward. But, 
Mr. President, I rise tonight to remind 
and encourage my colleagues that 
while this bill might be viewed as a 
good step forward in providing tax re-
lief to the American people. It is just 
that: a step forward—hopefully, toward 
greater reform in the future. 

I will offer a sense-of-the-Senate res-
olution for a very simple, but very im-
portant purpose: We must not forsake 
our broader agenda to seek comprehen-
sive reform of our tax system. Tax cuts 
are not a substitute for broad based re-
form. 

Mr. President, while we live in a soci-
ety that accepts the notion that some 
level of taxation is necessary to fi-

nance the cost of government, our 
challenge has always been how much 
government and at what cost. 

In my view, the power to tax is the 
most ominous and potentially destruc-
tive power granted to government by 
the people and that is because taxes 
empower governments, not people, 
With that in mind, our tax policy 
should do no more harm than is nec-
essary to achieve its stated good. This 
maxim underscores why we need to 
change our current system, and specifi-
cally eliminate the estate and capital 
gains taxes. 

Our current tax system promotes 
waste and inefficiency, penalizes sav-
ings and investment and rewards de-
pendency. Not only is the current Tax 
Code inequitable in who and how it 
taxes, it is responsible for fueling much 
of the growth of government and Fed-
eral spending. Changing how we collect 
revenue to pay for the cost of govern-
ment will be a significant step in help-
ing devolve power from Washington 
back to the people and restoring great-
er freedom. 

We need to address significant tax 
policy changes that will not only pro-
vide taxpayers’ relief, but will simplify 
and equalize tax collection. Taxation is 
bad enough without administering that 
tax through an inefficient, inequitable, 
complex and unresponsive tax system. 

Yesterday, the National Commission 
on Restructuring the IRS came out 
with their report and recommenda-
tions. I have not had an opportunity to 
review their report completely, but I 
did note that simplification on the Tax 
Code was among one of their primary 
recommendations, including estab-
lishing one broad based tax system. 

While the Commission was not 
tasked and did not address specific leg-
islative proposals to reform the tax 
system, I believe that the underlying 
principle of seeking a‘‘truly fair and 
comprehensive’’ tax system is some-
thing we can all agree on And I would 
take this opportunity to commend my 
colleagues from Nebraska and Iowa for 
their leadership on this issue. 

While I believe a flat tax is the most 
equitable replacement that supports 
the most freedom at the least cost— 
this resolution is not an endorsement 
of the flat tax. It only calls for Con-
gress and the President to move for-
ward with consideration of broad based 
reform. 

While this bill attempts to reverse 
the punitive effects of our tax policy 
and tax system which currently pun-
ishes the basic values of work, savings 
and individual liberty, it is not suffi-
cient to undo the basic premise that 
seems to underlie the current system 
and that is that the Government is en-
titled to all that you earn. And only 
through selected, targeted tax credits, 
deductions, exemptions and the like 
are the American people allowed to 
keep portions of the income that they 
work hard every day to earn. 
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Our tax policy should support the 

most freedom at the least cost and em-
body the least intrusive means of lev-
ying and collecting taxes. But most im-
portantly of all, Mr. President, we need 
a policy that does not punish the basic 
values of work, savings and individual 
liberty. 

Mr. President, without comprehen-
sive tax reform, we will never truly be 
able to say that the era of big govern-
ment is over. 

Mr. President, I would encourage my 
colleagues to join me and the Senator 
from Idaho in supporting this sense-of- 
the-Senate resolution. 

Mr. LOTT. Mr. President, I do want 
to propound a unanimous consent re-
quest here, that would allow us to 
carry out the indication that we have 
put at the table here that this would be 
the last vote of the night. 

Before I do that, I want to say again 
I really appreciate the bipartisan co-
operation that we have had throughout 
this week. I think it has made the Sen-
ate look good and it has taken a lot of 
work and several of us have had to 
keep our commitments in a way that 
was not always easy, but we have stuck 
by it on both sides of the aisle. I thank 
the Senators for doing that. I appre-
ciate also your tolerance when I suf-
fered mightily on one of the votes my-
self today. 

The chairman and the ranking mem-
ber have been a pleasure in working 
through all of this. I thank them and 
their staff. It is a little premature. I 
think we are tired, we are trying to 
find a way to complete our work, but it 
is important we also take note of the 
fact that we have been doing some good 
work working together. We want to 
keep that going. 

So we have a unanimous consent re-
quest that we have worked with Sen-
ator DASCHLE on. He has made a lot of 
very positive recommendations. We 
think this would be the fairest way 
under the process that we have now to 
complete our work. 

I want to say, Senator DASCHLE and 
Senator DOMENICI, Senator BYRD and I 
have been talking about the fact that 
we need to take a look at the process 
and see if we cannot come up with a 
little better way to do it without the 
votes in seriatim at the end of this 
process. Senator BYRD has a resolution 
he is going to introduce. Senator 
DASCHLE and I are going to appoint a 
task force of senior Senators to see if 
we cannot come up with some ideas we 
can agree to, to allow this process to be 
done better in the future. 

UNANIMOUS CONSENT AGREEMENT 
Mr. LOTT. But, in view of what we 

have to deal with, I ask unanimous 
consent, now, that during the remain-
der of the consideration tonight of S. 
949, the following be the only amend-
ments in order, other than agreed-upon 
amendments to be offered by the man-
agers: The Nickles amendment, the 
Gramm amendment, and Kerry of Mas-
sachusetts amendment. I further ask at 
the conclusion of the debate on the 

above listed amendments, it be in order 
for any Member of the Senate to ad-
dress the Senate with respect to an 
amendment that may be offered after 
all time is expired, but there be no fur-
ther amendments to be in order this 
evening. 

I further ask that at the conclusion 
of the remainder of the time on S. 949, 
the Senate automatically proceed to a 
period of morning business with Sen-
ators permitted to speak for up to 10 
minutes each. That way, if all time has 
expired and you have an amendment 
that you are going to offer tomorrow, 
you have that 10 minutes in which you 
can explain tonight what your inten-
tions are, what is in the amendment; so 
I ask at the conclusion of the remain-
ing time on S. 949 the Senate automati-
cally proceed to this period of morning 
business. 

Mr. BIDEN. Reserving the right to 
object. 

The PRESIDING OFFICER. Is there 
objection? 

Mr. DOMENICI. Reserving the right 
to object. Mr. Leader, would you clar-
ify for me please, and I regret to take 
your time, will there be no amend-
ments offered tomorrow that are not 
offered tonight? 

Mr. LOTT. No. Under this agreement, 
if a Senator has not had the oppor-
tunity to offer his amendment today, 
he or she would be able to offer their 
amendment in the morning with time 
equally divided between those for and 
against it, 2 minutes each—the usual 1 
minute on each side to explain that 
amendment and a vote. 

Mr. DOMENICI. Mr. Leader, they 
would have 1 minute on a side tomor-
row? 

Mr. LOTT. Yes. Right. 
Mr. DOMENICI. Mr. Leader, we have 

worked with everybody that had proc-
ess amendments. They don’t have to 
offer them, and I am not asking espe-
cially for them to offer them, but I 
wonder if we couldn’t get an agreement 
that would set in motion, so everybody 
would understand, these process 
amendments? Could I try a request on 
for you and see if you can agree? 

I ask consent that the withdrawn 
amendment No. 537, that withdrawal be 
vitiated—that is the one I offered—and 
that a motion to waive with respect to 
amendment 537 be made and that it not 
be amendable, the motion to waive is 
agreed to the amendment, and if it is, 
it be treated as original text. Then I 
ask consent that the following Sen-
ators, if they choose, be authorized to 
offer amendments for budget process: 
BIDEN, GRAMM—Senator GRAMM of 
Texas, Senator BUMPERS, Senator 
GREGG, Senators BROWNBACK, FRIST, 
and ABRAHAM. And if they offer them 
they would be taken up in that order 
tomorrow. 

Mr. LOTT. These are the amend-
ments having to do strictly with proc-
ess questions. I know there is a lot of 
interest in these process amendments. 
I am not familiar with the content of 
all of them. 

Several Senators addressed the 
Chair. 

Mr. LOTT. Our understanding is Sen-
ator BYRD is going to offer his sepa-
rately. 

Mr. President, I renew my request 
based on the three-unanimous consent 
request paragraphs I read, with the ad-
dition of the Domenici request. 

Mr. REID. Reserving the right to ob-
ject. 

Several Senators addressed the 
Chair. 

The PRESIDING OFFICER. The Sen-
ator from Nevada. 

Mr. REID. Mr. President, I direct the 
question to both leaders. I have some 
trouble understanding why there would 
be amendments in order in the morn-
ing. It would seem to me this process 
has gone on for several days and there 
should come a time when you make a 
decision whether you are going to offer 
an amendment. The leaders have been 
very generous, they are going to allow 
amendments to be offered after the 
time has expired. But I would think 
that should end sometime tonight. I 
don’t think we should come in here in 
the morning, fresh as daisies, with a 
big pile of new amendments. 

Mr. LOTT. The Senator’s point is 
well taken and I certainly agree. Sen-
ator DASCHLE and I would hope there 
would not be a long series of amend-
ments offered tomorrow. 

Some Senators will feel very strongly 
and feel like they should have that op-
portunity. Under the rules as they now 
exist we could not cut them off. We 
have had a good debate. We have had 
the alternative amendment offered by 
the Democratic leader. We have had 
other good amendments and debates 
that occurred. We hope we could bring 
it to a conclusion at a reasonable time 
tomorrow. 

I remind my colleagues we had 16 
votes yesterday, I believe it was. We 
started at 9:30 and we finally concluded 
that at about 5 o’clock yesterday after-
noon. Now I believe we can do a better 
job. We’ll start earlier tomorrow and 
we will stick to the 10-minute vote 
after the first vote. And we will try to 
move it right along. But we found the 
other night that when we said OK, just 
leave your amendment with the man-
agers of the bill, when we came in in 
the morning we had 61 amendments. 
Then the leadership, Senator DASCHLE 
and his whip team, as we were, were 
running around trying to find out 
which amendments really—what they 
do. You know, will the Senator insist 
on offering it? Can we get them accept-
ed? It really complicated the process. 

We really believe by this process Sen-
ators will be able to debate these 
amendments and other amendments to-
night. Then they, based on their think-
ing tomorrow, they would have the op-
portunity or perhaps would choose not 
to offer the amendments tomorrow. 
But if they do we cannot—we cannot 
cut off the Senators’ right to offer an 
amendment. 

Mr. REID. Reserving the right to ob-
ject, continuing my reservation, I say 
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to my friend the majority leader, I am 
going to withdraw my reservation. But 
I do say this. I want everyone to hear, 
including the senior Senator from West 
Virginia. If we don’t get a change in 
the process by next year I am going to 
object to everything. This is a ridicu-
lous process. I don’t think it is good for 
the system and I hope we change it. 

Mr. LOTT. I agree and I appreciate 
the Senator’s comment on that. I have 
been thinking that for several years. I 
remember one day here we had, what, 
39 votes and set a record, a historical 
record Senator BYRD told us. It is just 
not a good process. 

We are committed to coming up, by 
September 8, within the next couple of 
months, with a way to change the proc-
ess. In fact, Senator BYRD has some 
good ideas. But I just want to make 
sure that we have thought it through 
and we don’t start and change it with-
out thinking about unintended con-
sequences. I don’t believe anybody in-
tended 10 years ago, when reconcili-
ation was set up, that it would lead to 
this type of voting process. We are 
committed on both sides, the leader-
ship and our senior Members, to com-
ing up with a better process. We are 
going to do that. We certainly would 
like the input of the Senator from Ne-
vada, too. 

Mr. DASCHLE. Mr. President, reserv-
ing the right to object? 

Mr. ALLARD. Mr. President, I say to 
the majority leader, I did not hear my 
name listed on that list of amend-
ments, it is the Allard-4Abraham- 
Brownback amendment. 

Mr. DOMENICI. We have Senator 
BROWNBACK. Do you have a separate 
one from Senator BROWNBACK? 

Mr. ALLARD. It’s under my name ac-
tually, Allard-Brownback; Senator 
ABRAHAM is a cosponsor. 

Mr. LOTT. It’s ALLARD-BROWNBACK. 
OK. We got that. 

Mr. DASCHLE. Mr. President, reserv-
ing the right to object. 

The PRESIDING OFFICER. The 
Democratic leader. 

Mr. DASCHLE. For purposes of clari-
fication, let me first say I subscribe to 
what the majority leader is attempting 
to do here. We hope that we can accom-
modate the largest number of Senators 
with this process. I think there are 
some questions, however, about what 
happens tomorrow morning beginning 
with what time we vote. I think the 
majority leader has now indicated 9 
o’clock. 

Mr. LOTT. Yes, 9 o’clock, so we will 
start earlier and we will start voting— 
we would have the brief explanation 
and we would start voting immediately 
after that. We would then vote one 
after the other until we completed the 
process. 

Mr. DASCHLE. The second question 
has to do with the request made by the 
distinguished Senator from New Mex-
ico. As I understand it, what he is at-
tempting to do is sequence a series of 
amendments. I guess the question 
would be, at what point tomorrow does 
that sequencing begin? 

Mr. DOMENICI. I think that’s up to 
the floor manager as he sequences over 
the evening. He’ll go over all the 
amendments and I assume he’ll se-
quence the way we did and put the 
whole list together. We are not seeking 
any special preference in that list. 

Mr. DASCHLE. It doesn’t preclude 
any other Senator from offering 
amendments? 

Mr. LOTT. Not at all. It would not 
preclude other Senators from offering 
amendments. I want to say to the Sen-
ator— 

Mr. DASCHLE. The question would 
be—I’m sorry, if I can just interject? If 
there was an amendment on one of the 
amendments offered, would the se-
quencing preclude an amendment to 
one of the amendments? 

Mr. DOMENICI. I did not make that 
request. 

Mr. DASCHLE. I ask consent that be 
considered. I don’t think that would 
matter, but I think we need to protect 
Senators in that regard. 

Mr. DOMENICI. If a Senator wants 
an up-or-down vote on his process I 
would not object to that request. 

Mr. LOTT. I have not had a chance to 
get into the specifics of each one of 
these amendments, but I hope we could 
pursue the possibility of not going 
through the long list of process amend-
ments. At least half of these are on our 
side of the aisle. So I hope we could 
find another time, another day, an-
other way to do these process amend-
ments. I will certainly be working on 
that later on tonight and in the morn-
ing. 

Since we have the first 3 votes al-
ready lined up that would give us time 
to do some work on exactly whether or 
not this is essential. I will work with 
Senator DASCHLE on that. 

Mr. DOMENICI. Mr. President, there 
are points of order not waived on any 
of these. The points of order—if people 
want to make them you have to get 60 
votes and everybody knows that. 

The PRESIDING OFFICER. Is there 
objection? The Senator from Min-
nesota. 

Mr. WELLSTONE. Mr. President, 
this is not an objection. I am not going 
to object. But just the question, if I 
could ask it. My understanding is—I 
mean, there are a number of us—all of 
us would like to finish. Some of us 
have been waiting a long time, many, 
to have amendments and to discuss 
them and I don’t think we want to pro-
long the matter. My understanding is 
as opposed to the beginning of the 
week, we don’t actually have to lay the 
amendment down tonight in order to 
have that amendment up tomorrow; 
am I correct? My second question is, 
wouldn’t it be a little bit more expedi-
tious if in fact the amendment could be 
laid down so we don’t have to go 
through that process at all tomorrow 
morning with the requirement if they 
are not laid down tonight they would 
be out of order? 

Mr. LOTT. We have discussed that 
back and forth. We tried to again, in a 

bipartisan way, figure the best way to 
deal with this, the fairest way, and also 
the way that would hopefully not lead 
to the largest number of amendments. 
We really think that we may actually 
wind up having fewer amendments fi-
nally voted on tomorrow by doing it 
this way. We tried it the other way. 
Bear with us as we try it this way. 

Again I urge, unless you just really 
feel you have to have a vote on your 
amendment tomorrow I urge you, and I 
will be saying it on this side—but but if 
you feel strongly, you can talk about it 
tonight and offer your amendment to-
morrow. 

Mr. DODD. Reserving the right to ob-
ject. 

The PRESIDING OFFICER. The Sen-
ator from Connecticut. 

Mr. DODD. I inquire of our leader or 
our friend from New Mexico, is it nec-
essary the process amendments be con-
sidered as part of this budget agree-
ment, or would it not be better to deal 
with that as a side issue and deal with 
the amendments that bear directly on 
the tax bill and then bring up the proc-
ess amendments on a separate occa-
sion? Is there reason that has to be a 
part of this, I inquire of the leader or 
distinguished Senator from New Mex-
ico? 

Mr. DOMENICI. I could have offered 
a process amendment that I think is 
needed and other Senators think are 
needed. I could have offered it on the 
first bill that went through here, the 
reconciliation bill. I chose to wait for 
this bill. It is just as in order on this 
bill and just as subject to a point of 
order on this bill as on the other bill, 
but there is no other reconciliation bill 
coming down the field. 

Mr. DODD. I understand. If my col-
league will yield, I understand this. 
Time is running out. If we don’t debate 
it this evening or during morning busi-
ness, tomorrow we will be limited to a 
1-minute explanation of process 
amendments that have to do with the 
budget process that I think are rather 
significant. 

I am concerned that something as 
profound as dealing with the budget 
process is left to seconds to debate 
them, and unnecessarily so. I raise the 
issue of whether we ought to set that 
for a separate time, rather than deal 
with this? 

Mr. LOTT. Mr. President, if I can re-
spond again, I share a lot of the Sen-
ator’s feelings. We will work to see if 
there is some way we can get an agree-
ment on these process amendments to 
limit the number or to find another 
time and opportunity for them to be of-
fered. 

I remind you that yesterday, one 
unanimous consent agreement that we 
worked out took nine amendments off 
the board in one swoop, and we agreed 
to something that was passed by voice 
vote. I am not sure we can do that 
here. Part of what we need is a little 
time to work with what we have left. 

Mr. DODD. I understand. 
Mrs. BOXER. Reserving the right to 

object, and I shall not object, I have a 
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question for the majority leader. If we 
were able to work out amendments 
cleared on both sides, is it necessary 
for us to personally offer it, or can one 
of the managers offer it in our name if 
it has been cleared, because that would 
speed things along. 

Mr. LOTT. The UC specifically says 
‘‘other than agreed upon amendments 
to be offered by the managers.’’ 

Mrs. BOXER. I want to make sure 
they will be offered in the name of the 
Senator who wrote them rather than 
the manager. 

Mr. LOTT. I believe that is the way 
they do them. 

Mrs. BOXER. I have no objection. 
Mr. COATS. Reserving the right to 

object. 
Mr. BYRD. Mr. President, reserving 

the right to object. 
The PRESIDING OFFICER. The Sen-

ator from Indiana. 
Mr. COATS. Mr. President, I have a 

question for the majority leader. He 
listed three amendments to be debated 
this evening, I believe those of Senator 
NICKLES, Senator GRAMM of Texas, and 
Senator KERRY. Is there a time limita-
tion on the debate of those? The reason 
I ask is because for those who want to 
stay afterward and take the 10 minutes 
to describe an amendment that will be 
offered tomorrow, it will be good to 
know that there is some limitation on 
the time for debate for those three par-
ticular amendments. 

Mr. LOTT. In answer to the Senator, 
I say there was no time agreement 
worked out, partially because the Sen-
ators didn’t want that time agreement. 
I am hoping they will be actually rel-
atively short in time. I know Senator 
NICKLES doesn’t need a lot of time. I 
believe these amendments will go rel-
atively quickly, and there will be time 
left for other Members to address the 
Senate on their amendments. And then 
after that, when all time has expired, 
Senators can still talk in morning 
business for up to 10 minutes. We did 
not get a time agreement in our effort 
to get the UC worked out, but I think 
we are talking about a relatively short 
period time of time. 

Mr. BYRD. Mr. President, reserving 
the right to object. 

The PRESIDING OFFICER. The Sen-
ator from West Virginia. 

Mr. BYRD. My reservation, Mr. 
President— 

The PRESIDING OFFICER. May we 
have order in the Senate, please? The 
Senator from West Virginia. 

Mr. BYRD. While I have submitted a 
reservation, may I offer a parliamen-
tary inquiry? Will a motion to recom-
mit, either a straight motion to recom-
mit or a motion to recommit with in-
structions, still be in order, even 
though a Senator has not reserved a 
spot on this list? 

The PRESIDING OFFICER. Under 
the Budget Act, the only motion to re-
commit that can be considered is one 
that occurs within 3 days; it specifies 
the bill be reported back in 3 days. 

Mr. BYRD. And is that motion in 
order any time prior to the conclusion 
of action on the bill? 

The PRESIDING OFFICER. That is 
correct. 

Mr. BYRD. Mr. President, reserving 
the right to object—I will not object— 
I am concerned about these process 
amendments. I am particularly con-
cerned that there may be a process 
amendment that would wipe out the 
Byrd rule. I am also concerned that 
there might be a process amendment 
that would wipe out all 60-vote points 
of order. Either of those would be pret-
ty fatal to this process. 

And I hope that while we have both 
leaders here and a good size attend-
ance, that we will be very aware, very 
alert to the possibility of either of 
those, which would mean that the rec-
onciliation process, as we know it—per-
haps we don’t like it as we know it— 
but it will be gone. Period. I hope it 
won’t happen. Would the Senator in-
clude me as a Senator who might offer 
a process amendment or a motion? 

Mr. DOMENICI. I so request. May I 
say to Senator BYRD, we very carefully 
looked at these amendments with the 
view that you have in mind, and I can 
tell you that none of the process 
amendments that are listed in the 
unanimous-consent request address ei-
ther the Byrd rule, nor do any of those 
amendments—what was your other? 

Mr. BYRD. Wipe out 60-vote points of 
order. 

Mr. DOMENICI. Nor do they attempt 
to permit us to vote with less than 60 
votes on any of these matters that are 
subject to a point of order. 

Mr. BYRD. Mr. President, I am great-
ly relieved, and I thank the Senator. 

Mr. LOTT. Mr. President, before I 
put forth the unanimous-consent re-
quest one more time, we did add the 
Byrd resolution or amendment to the 
process list of amendments, and I 
renew my unanimous-consent request. 

The PRESIDING OFFICER. Is there 
objection? Without objection, it is so 
ordered. 

Mr. LOTT. For the information of all 
Senators, then, there will be no further 
votes tonight. Following debate on the 
three amendments, any Senator wish-
ing to discuss an amendment that may 
be offered tomorrow may do so. The 
Senate would then begin voting at 9 
a.m. on Friday, on or in relation to the 
three listed amendments and any 
amendments offered tomorrow. If Sen-
ators do intend to offer amendments 
tomorrow, I urge them to please give a 
copy to the managers, since there will 
be no debate time other than the 2- 
minute-equally-divided time. It will be 
very helpful to all Senators to have 
these amendments available so they 
can be given to interested Senators. 

I yield the floor. We have approxi-
mately 1 hour and 5 minutes left of 
time on the bill. 

Mr. NICKLES addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Oklahoma is recognized. 
Mr. NICKLES. Mr. President, the 

Senate is still not in order. 
The PRESIDING OFFICER. May we 

have order in the Senate so we can con-

tinue on the 1 hour and 5 minutes that 
is rapidly dissolving? If staff will 
please take their seats and if conversa-
tions will please cease, we can continue 
with the business of the Senate. 

The Senator from Oklahoma. 
Mr. NICKLES. Mr. President, I thank 

you for getting order in the Senate. 
Mr. KOHL addressed the Chair. 
Mr. NICKLES. Mr. President, I will 

be happy to yield to the Senator from 
Wisconsin for 2 minutes without losing 
my right to the floor. 

The PRESIDING OFFICER. The Sen-
ator from Wisconsin. 

AMENDMENT NO. 524 
Mr. KOHL. Mr. President, tomorrow I 

will up amendment No. 524 which I be-
lieve is at the desk. This amendment 
creates a tax incentive for companies 
that provide child care for the depend-
ents of their employees. The amend-
ment is also cosponsored by Senators 
DASCHLE, DEWINE, BOXER, D’AMATO, 
MOSELEY-BRAUN, SNOWE, SPECTER, and 
JOHNSON. 

Our amendment creates a tax credit 
for employers who get involved in in-
creasing the supply of quality child 
care. The credit is limited to 50 percent 
of $150,000 per company per year. 

The amendment is based on S. 82, the 
Child Care Infrastructure Act, which 
has received praise from businesses, 
parents, and day care workers alike. 
Working Mother magazine gave the 
initiative its ‘‘Lollipops’’ award in the 
January issue, and the Children’s De-
fense Fund has endorsed it. S. 82 is also 
endorsed by the National Center for 
the Early Childhood Work Force and 
the National Child Care Association. 

The amendment responds to a great 
need, a great challenge, and a great op-
portunity. The need is to provide a safe 
and stimulating place for our youngest 
children to spend their time while their 
parents are at work. The challenge is 
to make the American workplace more 
productive by making it more respon-
sive to the needs of the American fam-
ily. And the opportunity is to take 
what we are learning about the impor-
tance of early childhood education and 
use it to help our children become the 
best educated adults of the 21st cen-
tury. 

The credit is offset by authorizing an 
anti-fraud program that will keep par-
ents who do not have custody of their 
children from unlawfully claiming 
child-related tax benefits. 

Child care is an investment that is 
good for children, good for business, 
good for our States, and good for the 
Nation. We need to involve every level 
of government—and private commu-
nities and private businesses—in build-
ing a child care infrastructure that is 
the best in the world. Our amendment 
is a first, essential and deficit neutral 
step toward that end, and I urge all my 
colleagues to support it. 

Mr. HATCH. Mr. President, I rise to 
support Senator KOHL’s amendment. 
This amendment would provide tax 
credits to encourage businesses and 
other institutions to provide child care 
for their employees. 
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This proposal, which is similar to one 

that I included in my original child 
care bill several years ago, would pro-
vide a tax credit for businesses that 
build on- or near-site day care centers, 
jointly participate with other busi-
nesses in running child care centers, or 
contract with child care facilities. This 
amendment is important in order to 
meet the rapidly increasing demand for 
child care. I recognize the importance 
of finding safe places for our children 
while their parents are at work, pref-
erably places where they can learn and 
have wholesome fun. We use the Tax 
Code to encourage a variety of private 
endeavors; we should not hesitate to 
use the tax code to encourage private 
businesses to become involved in pro-
viding child care for dependents of 
their employees. 

This tax credit would be equal to 50 
percent of the qualified child care ex-
penditures up to a maximum of 
$150,000, paid or incurred by the em-
ployer during the taxable year to ac-
quire, construct, rehabilitate, expand, 
or operate a qualified child care facil-
ity. 

Parents of young children are joining 
the work force in record numbers, lead-
ing to more young children in the need 
of care as their parents go off to work. 
There are more single parents today 
than ever before. In has been reported 
that up to 62 percent of working moth-
ers have children under 6 years old and 
59 percent had children under 3 years of 
age. This amendment would give incen-
tives for any company, small or large, 
to provide child care to its employees. 

Studies have shown that organiza-
tions that provide child care benefits 
to their employees attract and retain 
better qualified applicants and experi-
ence reductions in employee absentee-
ism. But, the argument goes that if the 
employer benefits from providing child 
care benefits, why should we subsidize 
the costs with a tax credit. That is not 
a bad question. 

But, I suggest that society has a 
stake in this as well. Not only will our 
workforce respond positively given the 
peace of mind that comes from know-
ing that your children are safe and 
thriving, but also, we must be con-
cerned with the health and safety of 
our children. It is disturbing whenever 
we read about children left alone or 
children in inadequate or unsafe facili-
ties. I believe that the small innova-
tion of a tax credit to defray the costs 
of employer-sponsored child care will 
do wonders to address this increasing 
need of American families. 

Mr. President, child care is an invest-
ment for the future. It is good for busi-
ness, good for our communities, and 
good for the Nation. There certainly is 
a need for quality child care. As a na-
tion, we have made significant in-
creases in the education of our older 
children, aged 5 to 25. We have in-
creased Headstart. But, we need to do 
more. And, we need to create more op-
tions. 

This tax credit proposal made by 
Senator KOHL is the least intrusive and 

least expensive way I can think of to 
stimulate private sector investments 
in child care. It is now time to set the 
infrastructure in place for the most im-
portant years in the development of 
our children. There is an increasing 
struggle to balance work and family. 
How well we respond will determine 
the success of our future. 

I encourage my colleagues to support 
this important amendment, and I com-
mend Senator KOHL for his work on it. 

Mr. KOHL. I ask unanimous consent 
that this be the first amendment taken 
up tomorrow morning for a vote after 
the three amendments laid down to-
night. 

The PRESIDING OFFICER. Is there 
objection? 

Mr. KENNEDY. Reserving the right 
to object. 

The PRESIDING OFFICER. The Sen-
ator from Massachusetts. 

Mr. KENNEDY. Can I ask a question 
about whether we can at least get an 
understanding about the sequence? I 
don’t mind whether I am fourth or 
eighth. 

Mr. NICKLES. Mr. President, I think 
I have the floor. 

The PRESIDING OFFICER. The Sen-
ator from Oklahoma has the floor. 

Mr. NICKLES. Mr. President, I yield-
ed to the Senator from Wisconsin for 2 
minutes, and now I wish to reclaim the 
floor. 

The PRESIDING OFFICER. The Sen-
ator from Oklahoma has the floor. 

AMENDMENT NO. 551 
(Purpose: To increase the deduction for self- 

employed health insurance costs, and for 
other purposes) 
Mr. NICKLES. Mr. President, tonight 

I offer an amendment on behalf of my-
self, Senator HAGEL, Senator CLELAND, 
and Senator DOMENICI which would in-
crease the deductibility of health in-
surance for self-employed individuals. I 
will not take long. I mentioned it a 
couple of times during debate on the 
Durbin amendment. 

The current law allows for self-em-
ployed persons to deduct 40 percent in 
1997. We actually increased that—if I 
remember, Senator Dole, Senator ROTH 
and several of us last year in the last 
Congress increased that—over several 
years, and eventually by the year 2004, 
it would be at 60 percent. We would 
like to accelerate that. That is what 
this amendment does. It would improve 
it from 1997, the year we are in, from 40 
percent to 50 percent. In 1999, it im-
proves it from 45 percent to 60 percent, 
and in the year 2003, it improves it 
from 50 percent to 80 percent, and so 
on. We want to improve and accelerate 
health insurance deductibility for the 
self-employed. 

Mr. President, I used to be self-em-
ployed, and it always bothered me that 
I used to manage a corporation and the 
corporation could deduct 100 percent of 
health care premiums, but my com-
pany, when I was self-employed—it was 
a janitor service—could only deduct 40 
percent. I would like parity, and, hope-
fully, eventually we will get there. 

In this amendment, we don’t get 
there for several years, but at least we 
will accelerate it and make a better 
deal for self-employed persons at a 
more rapid rate. 

On behalf of my colleagues cospon-
soring this amendment, I send the 
amendment to the desk and ask for its 
consideration. 

The PRESIDING OFFICER. The 
clerk will report. 

The assistant legislative clerk read 
as follows: 

The Senator from Oklahoma [Mr. NICK-
LES], for himself, Mr. HAGEL, Mr. CLELAND, 
Mr. DOMENICI, and Mr. THURMOND, proposes 
an amendment numbered 551. 

Mr. NICKLES. Mr. President, I ask 
unanimous consent that the reading of 
the amendment be dispensed with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The amendment is as follows: 
On page 212, between lines 11 and 12, insert: 

SEC. ll. INCREASE IN DEDUCTION FOR HEALTH 
INSURANCE COSTS OF SELF-EM-
PLOYED INDIVIDUALS. 

(a) IN GENERAL.—The table contained in 
section 162(l)(1)(B) is amended to read as fol-
lows: 

‘‘For taxable years be-
ginning in calendar 
year— 

The applicable percent-
age is— 

1997 .................................................. 50
1998 .................................................. 55
1999 through 2001 ............................. 60
2002 .................................................. 65
2003 through 2005 ............................. 80
2006 .................................................. 90
2007 or thereafter ............................ 100.’’ 
(b) EFFECTIVE DATE.—The amendment 

made by this section shall apply to taxable 
years beginning after December 31, 1996. 

On page 159, line 15, strike ‘‘December 31, 
1999’’ and insert ‘‘May 31, 1999’’. 

On page 159, line 18, strike ‘‘42-month’’ and 
insert ‘‘35-month’’. 

On page 159, line 19, strike ‘‘42 months’’ 
and insert ‘‘35 months’’. 

On page 160, lines 10 and 11, strike ‘‘Decem-
ber 31, 1999’’ and insert ‘‘May 31, 1999’’. 

On page 160, lines 19 and 20, strike ‘‘Decem-
ber 31, 1999’’ and insert ‘‘May 31, 1999’’. 

On page 400, between lines 14 and 15, insert: 
SEC. ll. MODIFICATION OF RULES FOR ALLO-

CATING INTEREST EXPENSE TO TAX- 
EXEMPT INTEREST. 

(a) PRO RATA ALLOCATION RULES APPLICA-
BLE TO CORPORATIONS.— 

(1) IN GENERAL.—Paragraph (1) of section 
265(b) is amended by striking ‘‘In the case of 
a financial institution’’ and inserting ‘‘In the 
case of a corporation’’. 

(2) ONLY OBLIGATIONS ACQUIRED AFTER JUNE 
8, 1997, TAKEN INTO ACCOUNT.—Subparagraph 
(A) of section 265(b)(2) is amended by strik-
ing ‘‘August 7, 1986’’ and inserting ‘‘June 8, 
1997 (August 7, 1986, in the case of a financial 
institution)’’. 

(3) SMALL ISSUER EXCEPTION NOT TO 
APPLY.—Subparagraph (A) of section 265(b)(3) 
is amended by striking ‘‘Any qualified’’ and 
inserting ‘‘In the case of a financial institu-
tion, any qualified’’. 

(4) EXCEPTION FOR CERTAIN BONDS ACQUIRED 
ON SALE OF GOODS OR SERVICES.—Subpara-
graph (B) of section 265(b)(4) is amended by 
adding at the end the following new sen-
tence: ‘‘In the case of a taxpayer other than 
a financial institution, such term shall not 
include a nonsalable obligation acquired by 
such taxpayer in the ordinary course of busi-
ness as payment for goods or services pro-
vided by such taxpayer to any State or local 
government.’’ 
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(5) LOOK-THRU RULES FOR PARTNERSHIPS.— 

Paragraph (6) of section 265(b) is amended by 
adding at the end the following new subpara-
graph: 

‘‘(C) LOOK-THRU RULES FOR PARTNERSHIPS.— 
In the case of a corporation which is a part-
ner in a partnership, such corporation shall 
be treated for purposes of this subsection as 
holding directly its allocable share of the as-
sets of the partnership.’’ 

(6) APPLICATION OF PRO RATA DISALLOWANCE 
ON AFFILIATED GROUP BASIS.—Subsection (b) 
of section 265 is amended by adding at the 
end the following new paragraph: 

‘‘(7) APPLICATION OF DISALLOWANCE ON AF-
FILIATED GROUP BASIS.— 

‘‘(A) IN GENERAL.—For purposes of this sub-
section, all members of an affiliated group 
filing a consolidated return under section 
1501 shall be treated as 1 taxpayer. 

‘‘(B) TREATMENT OF INSURANCE COMPA-
NIES.—This subsection shall not apply to an 
insurance company, and subparagraph (A) 
shall be applied without regard to any mem-
ber of an affiliated group which is an insur-
ance company.’’ 

(6) DE MINIMIS EXCEPTION FOR NONFINANCIAL 
INSTITUTIONS.—Subsection (b) of section 265 
is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(8) DE MINIMIS EXCEPTION FOR NON-
FINANCIAL INSTITUTIONS.—In the case of a 
corporation, paragraph (1) shall not apply for 
any taxable year if the amount described in 
paragraph (2)(A) with respect to such cor-
poration does not exceed the lesser of— 

‘‘(A) 2 percent of the amount described in 
paragraph (2)(B), or 

‘‘(B) $1,000,000. 

The preceding sentence shall not apply to a 
financial institution or to a dealer in tax-ex-
empt obligations.’’ 

(7) CLERICAL AMENDMENT.—The subsection 
heading for section 265(b) is amended by 
striking ‘‘FINANCIAL INSTITUTIONS’’ and in-
serting ‘‘CORPORATIONS’’. 

(b) APPLICATION OF SECTION 265(a)(2) WITH 
RESPECT TO CONTROLLED GROUPS.—Para-
graph (2) of section 265(a) is amended after 
‘‘obligations’’ by inserting ‘‘held by the tax-
payer (or any corporation which is a member 
of a controlled group (as defined in section 
267(f)(1)) which includes the taxpayer)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 

Mr. NICKLES. Mr. President, for the 
information of all my colleagues, I 
think under the unanimous-consent re-
quest, already agreed to by the leader, 
it has been agreed upon that we will 
vote on this amendment, I believe it 
will be the first amendment we will 
vote on at 9 o’clock tomorrow morning. 

Mr. MOYNIHAN. Mr. President, 
might the Senator from Illinois have 1 
minute to comment at this point? 

Mr. NICKLES. Certainly. 
Mr. DURBIN. Mr. President, I thank 

the Senator from New York. 
I will be supporting the Senator from 

Oklahoma. He is improving the proc-
ess. I will continue to fight for 100 per-
cent. Maybe the day will come when he 
and I can both agree on a way to do it. 

Mr. NICKLES. I hope so. 
Mr. HARKIN. Mr. President, par-

liamentary inquiry. 
The PRESIDING OFFICER. The Sen-

ator from Iowa. 
Mr. HARKIN. Mr. President, are we 

in morning business? 
The PRESIDING OFFICER. We are 

not in morning business yet. We have 

some time remaining yet on the actual 
debate of the bill. 

Mr. HARKIN. Further parliamentary 
inquiry. 

Under the rules of the Senate, under 
the rules of which we are debating this 
bill, if someone is recognized, since 
there is no time limit, can that Sen-
ator yield time to other Senators for 
purposes other than asking a question? 

The PRESIDING OFFICER. It is my 
understanding that when there is no 
time limit, that each Senator would 
have to get his own time on the bill. 

Mr. HARKIN. Therefore, a Senator 
may only yield for a question; is that 
correct? 

The PRESIDING OFFICER. He could 
yield for a question provided it were a 
question and not another speech. 

Mr. GRAMM. Regular order, Mr. 
President. 

Mr. NICKLES addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Oklahoma. 
Mr. NICKLES. I have completed my 

statement. 
I ask unanimous consent that Sen-

ator THURMOND be added as a cospon-
sor. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. GRAMM addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Texas. 
AMENDMENT NO. 552 

(Purpose: To let families decide for them-
selves how best to use their child tax cred-
it) 

Mr. GRAMM. Mr. President, I send 
an amendment to the desk and ask for 
its immediate consideration. 

The PRESIDING OFFICER. The 
clerk will report. 

The assistant legislative clerk read 
as follows: 

The Senator from Texas [Mr. GRAMM], for 
himself, Mr. COATS, Mr. NICKLES, Mr. HUTCH-
INSON, Mr. GRAMS, Mr. SMITH of New Hamp-
shire, Mr. SESSIONS, and Mr. ABRAHAM, pro-
poses an amendment numbered 552. 

Mr. GRAMM. Mr. President, I ask 
unanimous consent that further read-
ing of the amendment be dispensed 
with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The amendment is as follows: 
SECTION 1. CHILD TAX CREDIT FLEXIBILITY. 

On page 12, line 13, strike all through page 
13, line 8, and on page 16, line 3, strike all 
through page 17, line 6. 

Mr. GRAMM. Mr. President, I have 
sent this amendment to the desk on be-
half of myself, Senator COATS, Senator 
NICKLES, Senator HUTCHINSON of Ar-
kansas, Senator GRAMS, Senator SMITH 
of New Hampshire, Senator SESSIONS of 
Alabama, and Senator ABRAHAM of 
Michigan. I am going to try to be very 
brief. I have a couple of my cosponsors 
here who have waited to speak on this 
amendment, and I hope we can accom-
modate them. We will all try to be 
brief. 

This is a very simple amendment. 
For the last 4 years we have been talk-
ing about a $500-per-child tax credit. 

Our argument has always been the 
same: We want to let families decide 
how to invest their own money in their 
own children and for their own futures. 

The whole purpose of a $500 tax credit 
was to allow families to invest their 
own money—which after all they 
earned—in the education, housing, nu-
trition, nurturing, and health care of 
their children. 

This is what the whole tax debate is 
about: It was in the Contract With 
America and even President Clinton 
has endorsed it. Nobody ever disputed 
the fact that the purpose here was a 
clear-cut tax cut to let families decide 
how to spend their own money on their 
own children. Remember, this is not all 
of their money; only $500 per child. 

Out of the Finance Committee has 
come a provision that says for children 
13 to 16, in order to get the tax credit, 
you have to put it into an education 
account. And remarkably, it saves 
money for one, and only one, reason: 
because some people will not take the 
tax credit. 

Mr. President, if there has ever been 
an effort to go back on a deal, this is 
it. I think families ought to be able to 
invest in an individual retirement ac-
count. I think they ought to be able to 
set aside the money for that purpose. 
But the idea of making them do it is 
Government paternalism in its worst 
form. 

So what I am asking that we do is 
live up to what we said. I am asking 
that we give the $500 tax credit and 
that we give it for every age of a child 
covered, and that we let that child’s fa-
ther and that child’s mother decide 
what is in their best interest. 

I think what we are trying to do here 
is dissuade people from taking their 
$500 tax credit by playing God with 
what they are supposed to use that 
money for. I know the intentions are 
good. I know they were aimed at trying 
to bring people together. But a deal is 
a deal. I have heard everybody here 
talk about a budget deal and what the 
President got and what we got and 
what we agreed to; but we had a deal 
with the American family. The deal 
with the American family was a $500 
tax credit that the family got to spend. 

If we were reneging on a deal with 
the President, oh, people would be 
jumping up and down screaming, hol-
lering, ‘‘But we promised the Presi-
dent,’’ or if the Democrats were trying 
to do something that was not in the 
budget deal, some would say, ‘‘Well, 
the President promised us.’’ This does 
not have to do with the President. This 
does not have to do with us—it has to 
do with the families of America. 

We are not living up to the deal. This 
is a lousy provision, and it should be 
removed. I am not saying there are not 
good intentions and I am not saying 
this is not part of some political deal. 
I am saying it is an unacceptable provi-
sion. It should not be in here. It fails to 
live up to the deal we made with the 
American people, and it needs to come 
out. 
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Mr. President, I ask unanimous con-

sent to have two letters printed in the 
RECORD. 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 

CONCERNED WOMEN FOR AMERICA, 
June 25, 1997. 

DEAR SENATOR: The over 500,000 members 
of Concerned Women for America (CWA), 
many of whom reside in your state, urge you 
to pass an unencumbered $500-per-child tax 
credit for children. 

We strongly oppose the current Senate Fi-
nance Committee version of the $500-per- 
child tax credit because it requires parents 
of teens 13–17 to put their tax refund into an 
Individual Retirement Account (IRA). This 
credit was created to give needed tax relief 
to American families; it was never intended 
to become a new way for the government to 
tell families how they should and should not 
spend their own money. 

Therefore, CWA urges you to support the 
Gramm Amendment. This amendment will 
remove the IRA restrictions and allow par-
ents of teens to use the child credit for im-
mediate needs, such as food and healthcare. 
Only families are capable of deciding the 
best use of family funds. 

Thank you for your attention to this im-
portant matter. The over half million mem-
bers of CWA appreciate your support for the 
Gramm Amendment. 

Sincerely, 
BEVERLY LAHAYE, 

Chairman and Founder. 

CHRISTIAN COALITION, 
Washington, DC, June 25, 1997. 

TAX BILL KEY VOTES 
VOTE FOR THE GRAMM MOTION TO STRIKE WHICH 

WILL QUALIFY TEENAGERS FOR THE $500 PER 
CHILD TAX CREDIT 

VOTE AGAINST THE DASCHLE AMENDMENT 
VOTE FOR FINAL PASSAGE IF THE GRAMM 

AMENDMENT PASSES 
DEAR SENATOR: Sen. Phil Gramm and 

many others intend to offer a motion to 
strike that will restore teenagers to the $500 
per child tax credit. We strongly urge you to 
vote for the Gramm motion. 

Family tax relief in the form of a $500 per 
child tax credit has been our highest legisla-
tive priority since 1993. We are pleased that 
the Finance Committee has included the 
credit in the tax bill. However, we cannot 
support the bill in its current form. The sin-
gle biggest disagreement we have with the 
Finance Committee version of the $550 per 
child tax credit is the exclusion of teenagers. 
Under the bill, only children up to age 12 
qualify for the credit. The Gramm motion 
will restore teenagers to coverage of the $500 
per child tax credit. 

Excluding teenagers would be a deep dis-
appointment for the families of teenagers 
that struggle to meet the financial pressures 
they must endure during the costly teenage 
years. Indeed, caring for children reaches its 
most expensive point during these years. The 
high cost of teenagers has been well docu-
mented by the Clinton Administration’s re-
cent 1996 report, titled ‘‘Expenditures on 
Children by Families’’ published by the De-
partment of Agriculture. This report com-
pares the cost of food, clothing, health care, 
housing, child care, education, and transpor-
tation by age group. 

This report documents that teenagers are 
by far the most expensive age group. It con-
cludes that it costs between $710 and $1,140 
more to raise a child age 15–17, than it does 
to raise a child age 9–11. 

Cutting off teenagers from the child tax 
credit would be a double blow to the families 

of eleven million teenagers. These families 
will already spend dramatically more than 
previously to raise their children. Under the 
bill, they would also begin paying an extra 
$500 in taxes once the child credit is taken 
away from them. Added together, families 
with teenagers would face a whopping $1,210 
to $1,640 in extra out of pocket costs. 

Here is how the Gramm motion would op-
erate vis-a-vis the Finance Committee provi-
sion. Instead of a $500 per child tax credit for 
teenagers, the Finance bill creates a second 
education IRA for teenagers. It mandates 
that a tax credit worth $500 be placed into an 
education IRA. If the money is not put into 
the IRA, the $500 is forfeited. The Gramm 
motion strikes the mandatory language, 
making the IRA optional. In other words, 
parents who don’t choose the IRA would then 
have an unrestricted $500 per child tax cred-
it. This makes much more sense. Parents are 
the only ones who should make these deci-
sions. The federal government should not 
mandate the choice of saving for education 
over other more pressing needs. There are 
many financial needs families must meet 
apart from the worthy goal of saving for edu-
cation. 

We strongly urge you to vote against the 
Daschle amendment. The amendment dimin-
ishes the value of the $500 per child tax cred-
it in several ways. It cuts the amount of $350, 
phases it in unnecessarily, exempts teen-
agers for five years, and eliminates the tax 
credit all together for some middle class 
families by drastically lowering the income 
caps. 

If the Gramm motion prevails (and no 
amendments are passed which would weaken 
the $500 per child tax credit), we certainly 
urge you to vote for the tax bill on final pas-
sage. If the Gramm motion fails, we regret-
tably will not be able to support the tax bill 
at this time. We would actively work to add 
coverage of teenagers in conference, and re-
serve judgment on the conference report 
until it is finalized. We certainly hope that 
in the end, we will be able to support the re-
port. That certainly is our goal. 

We will select a vote to be included in our 
Congressional Scorecard relating to the $500 
per child tax credit. At this time, we can not 
predict which vote will be selected. Thank 
you for your consideration of our views. 

Sincerely, 
BRIAN LOPINA, 

Director, 
Governmental Affairs Office. 

Mr. GRAMM. Mr. President, I ask 
unanimous consent to add Senator 
THURMOND as a cosponsor to the 
amendment. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. MOYNIHAN. I wonder if my 
friend from Texas would wish to mod-
ify the term ‘‘rotten.’’ 

Mr. GRAMM. This abrogates the deal 
with the working men and women of 
America. Some may see it as rotten 
and some may not. Some may see it— 

Mr. MOYNIHAN. Surely the Senator 
does not mean it as rotten. 

Mr. GRAMM. Some may see it as an 
acceptable deal and some may see it as 
a rotten deal. But the point is—I am 
happy to strike the word if it offends 
our dear colleague. But I feel strongly 
about it because the tax cut, after all, 
is about families. That is what it has 
been about to begin with. 

I have several of my colleagues here. 
If I could just let them all speak for 2 
or 3 minutes, we would all be happy. 

I ask unanimous consent that each of 
them may have 2 minutes each. 

Mr. KERREY. Reserving the right to 
object. 

Mr. MOYNIHAN. I know they will be 
kind and thoughtful and even benevo-
lent remarks. 

Mr. KERREY. No. Mr. President, re-
serving the right to object, I would like 
the Senator to be a little more specific. 
He said, ‘‘I have a number of col-
leagues.’’ 

Mr. GRAMM. We have one, two, 
three, four; and they will speak 2 min-
utes each. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. GRAMS addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Minnesota. 
Mr. GRAMS. Mr. President, I com-

mend Chairman ROTH for the great 
leadership he has demonstrated in 
bringing this legislation before us. And 
I commend Senator GRAMM for this 
amendment tonight. 

My good friend and colleague from 
Arkansas, Senator TIM HUTCHINSON, 
and I were freshman Members of the 
House in 1993 when we came together 
with Senator COATS of Indiana to de-
velop a budget proposal called Family 
First that could serve as the taxpayer’s 
alternative to the higher taxes and big-
ger Government plan offered by Presi-
dent Clinton. 

The key component of our legislation 
was family tax relief through a $500 per 
child tax credit. 

We convinced the House and Senate 
leadership to make our Families First 
bill—with the $500 per child tax credit 
as its centerpiece—the Republican 
budget alternative in 1994. 

For overtaxed American families, 
1997 looks to be the year this long- 
promised, long-overdue middle-class 
tax relief is finally delivered. 

As you know, working families today 
need tax relief more than ever. 

Factor in State and local taxes and 
the hidden taxes that result from the 
high cost of Government regulations, 
and a family today gives up more than 
50 percent of its annual income to the 
Government. So all we are saying is let 
us let the working people of this Na-
tion keep a little bit more of their own 
money. 

The $500 per child tax credit proposal 
in the bill before us goes a long way to-
ward delivering tax relief to working 
families raising children. However, it 
imposes restrictions that will signifi-
cantly dilute the purpose of the child 
tax credit. 

The legislation before us tells fami-
lies that, yes, we will give you a tax 
credit, but if your children are between 
the ages of 13 and 16, you are going to 
have to spend it the way Washington 
thinks it should be spent. In this case, 
it would have to be spent on education. 
By mandating how the tax credit must 
be spent, we are in effect denying it to 
teenagers, leaving 11 million children 
out in the cold. 

And if your child is 17 or 18, you do 
not get it at all. 
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Mr. President, I applaud the parents 

that take the $500 per child tax credit 
and dedicate it to an IRA or their 
child’s college education. 

But that is a decision that belongs 
with parents, not with Washington. It 
is not our place to tell families how 
they can spend their money. 

The family tax relief provisions in 
the bill before us can be greatly im-
proved by striking the mandate that 
the tax credit be dedicated to edu-
cation. I am pleased to be joining my 
colleagues in offering this amendment 
to give that choice back to families. 
And I urge all my colleagues to support 
this amendment. 

Thank you, Mr. President. 
Mr. HUTCHINSON addressed the 

Chair. 
The PRESIDING OFFICER. The Sen-

ator from Arkansas. 
Mr. HUTCHINSON. Mr. President, I 

also want to commend Senator ROTH. 
The $500 per child tax credit is truly 
the heart of this tax relief bill. I espe-
cially want to thank Senator GRAMM 
for taking the lead in solving this prob-
lem, which is a very serious problem. 

There are 382,000 families in Arkan-
sas who benefit from the $500 per child 
tax credit, but there are many teen-
aged children who are excluded because 
of the provision that is in the Finance 
Committee’s bill. I believe parents 
should have the right to decide. They 
are better arbiters, they are better de-
cisionmakers on the use of that money 
than bureaucrats and even lawmakers 
in Washington, DC. And no matter how 
good educational savings for teenagers 
may be, it is better to let the parents 
make that decision. 

I think I will have a hard time ex-
plaining to those parents of that 13- 
year-old why, when their child was 12 
he was eligible or she was eligible for 
the $500 per child tax credit, but at the 
age of 13 they are not. Perhaps that 13- 
year-old will have an emergency. Per-
haps that 13-year-old needs braces. Per-
haps that 13-year-old needs a math 
tutor to enable that child to ensure 
that he or she is ready to go to college 
when they graduate from high school. 
The parents will not have the option, 
will not have the opportunity, will not 
have the eligibility under the current 
bill. That is why this amendment is so 
important that we ensure that the par-
ents have the ultimate decisionmaking 
authority. 

Forty percent of young people who 
graduate from high school do not go 
straight on to college. They should not 
be excluded from the benefits of this 
tax bill. Parents should decide, not 
Washington, DC. 

I yield the floor. 
Mr. NICKLES addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Oklahoma. 
Mr. NICKLES. Mr. President, I com-

pliment my colleague, Senator GRAMM. 
We tried to do this in the Finance Com-
mittee. Unfortunately, we fell a couple 
votes short. But the basic principle is 
we want to tell everybody their kids 

are going to get the $500 tax credit, not 
to say, well, it only applies to people 13 
or younger, that if you are older you 
have to put it into an educational IRA. 

I think educational IRA’s are a good 
idea. I compliment Senator ROTH be-
cause he has been the champion of 
IRA’s, but it should be an option. It 
should not be mandatory. We should 
allow them to have this choice. I hope 
a lot of them choose it before age 13. I 
think it would be a great idea for a par-
ent, if they can do it, if they can afford 
it, to put the $500 into an IRA for their 
child and let that accumulate and do 
that every year so they have a nest egg 
for their college expenses. It would be a 
positive thing for them and our coun-
try. 

But we should not mandate it. Pres-
ently, under the bill we mandate it for 
kids that are 14, 15, 16, 17 years old. I 
compliment my colleague from Texas 
and the cosponsors. 

I urge my colleagues to vote for this 
amendment to allow parents to choose 
whether they get the $500 tax credit to 
spend as they choose or whether or not 
to put it into an IRA. They should 
make that choice. We should not man-
date it from Washington, DC. 

Mr. SESSIONS addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Alabama. 
Mr. SESSIONS. I want to thank Sen-

ator ROTH for his outstanding leader-
ship that he has given on this impor-
tant issue. But I feel very, very strong-
ly that we need to do more for working 
families. Working middle-class Amer-
ican families today are struggling to 
get by. 

My youngest son will start college 
this fall. But I will tell you, I have 
children; three of them under age 13 
and three of them over age 13. It costs 
more for a 14- or 15- or 16-year-old than 
it does for a 12- or 10-year-old. Anybody 
who has raised a family knows that. 

The demands on those families are 
fierce today. They are struggling to get 
by. This is the heart and soul of a fam-
ily middle-class tax cut. Many kids 
will not be going off to college. They 
will never be going to college. But even 
if they are, many of those families need 
the money now. They have a flat tire 
and they need to replace a tire. They 
need shoes or to go on a school trip. 
They need to make their own decision 
about how to spend their money. 

This is important to me. It is impor-
tant to American families. I salute 
Senator GRAMM for raising this issue, 
and I am in support of this amendment. 

I yield the floor. 
Mr. MOYNIHAN. Mr. President, I 

yield to the Senator from Louisiana 
such time as he may require. 

The PRESIDING OFFICER. Under 
the previous order, the Senator from 
Massachusetts has the floor. 

Mr. MOYNIHAN. Would the Senator 
from Massachusetts, who has been Job- 
like—he has been No. 2 since 9:30— 
would he allow 3 minutes to the Sen-
ator from Louisiana and 3 minutes to 
the Senator from Nebraska to respond, 
and the remainder of the time is his? 

Mr. KERRY. Mr. President, could I 
inquire how much the remainder of the 
time is? 

The PRESIDING OFFICER. There is 
approximately a half an hour in total 
time. 

Mr. KERRY. I would be very content 
with that. 

Mr. MOYNIHAN. You have been very 
patient. We thank you, sir. 

The PRESIDING OFFICER. That 
would require unanimous consent. 

Mr. MOYNIHAN. I ask unanimous 
consent that that may occur. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. BREAUX addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Louisiana. 
Mr. BREAUX. My friend from Texas 

would refer to this provision as the 
‘‘rotten’’ provision. I am sure what he 
meant to say was the ‘‘forgotten’’ pro-
vision, because he obviously forgot 
what we did to this in the Finance 
Committee when we greatly improved 
it. If anyone wants to have a $500-per- 
child tax cut, we presume that it is for 
the children. 

Under the suggestion of the Senator 
from Texas, we would give the family a 
$500 tax rate to use for whatever they 
want. If they want to use it to go to 
the casino, fine. If they want to use it 
to buy a six-pack of booze every week, 
fine. It is about $9.66 a week, so under 
the provision of the Senator from 
Texas they could take it, put it in their 
pocket, and don’t use it for children at 
all—just do whatever you want with it. 

Interestingly, the Citizen Council, a 
respected voice of both parties, says, 
‘‘In our view, a no-strings child credit 
is a cruel hoax on the very children 
who are supposed to benefit from it. We 
expect that most of the credits would 
disappear into the family’s general 
budgets, or be used to pay bills’’—and I 
add, not for the children, that the tax 
credit is supposed to be for. 

What we have done is to craft a com-
promise from zero to 13, the family can 
use it for anything they would like, no 
strings attached, but from 13 to 17, 
when children need to be educated, 
there is an obligation that the tax 
credit be used to educate the children. 
For all of us who want to help children 
and our families and help parents raise 
those children, what is better than to 
give that family help and assistance in 
educating that child? 

Some say the Tax Code should not 
tell people what to do. The Tax Code is 
full of examples—a mortgage deduction 
is only available if you buy a house; a 
charitable contribution is only avail-
able if, in fact, you give to charity. So 
what I think the Finance Committee 
was able to do was to erect a com-
promise, a blending of what that sug-
gestion was coming from this side, 
blending it with what many of our peo-
ple said, use it for educating children. 
If we are going to have a tax credit for 
children, let’s at least ensure that part 
of the time it is used for one of the 
basic functions that a family has as an 
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obligation to those children, and that 
is to educate those children. 

So I think that what we have come 
forward with makes a great deal of 
sense. It is a legitimate compromise. It 
adds to the education package which I 
think everyone is for, and it helps fam-
ilies with small children. 

The PRESIDING OFFICER. The Sen-
ator from Nebraska. 

Mr. KERREY. This proposal began in 
1995. I heard the Senator from Texas 
describe it as a sacred part of the Con-
tract With America. 

In 1995, Senator LIEBERMAN and I in-
troduced KIDSAVE as a modification 
to this $500 per child tax credit, and it 
set up a savings account for children. 
It was mandatory. The idea was that 
Americans are not saving enough 
money, they are struggling to put aside 
savings, and that is especially revealed 
when you look at one of the most im-
portant parts of this tax proposal, 
which is the reduction of tax on es-
tates. 

Mr. President, about 1 percent or 2 
percent of Americans have estates over 
$600,000. It is a provision that affects a 
relatively small number of Americans. 
I appreciate my colleagues on the other 
side of the aisle saying that is one of 
their top concerns, that 1 percent or 2 
percent of Americans who have estates 
over $600,000. KIDSAVE is put together 
as a consequence of our concern for the 
98 percent of Americans that do not. 
The only way that you will be able, 
particularly for middle-income people, 
to acquire that wealth is to save a lit-
tle bit of money over a long period of 
time. 

So I say we are not breaking any 
deal. We introduced this bill in 1995. It 
was endorsed at the time by the Herit-
age Foundation. The only thing that is 
going on here, in my judgment, is the 
Christian Coalition is arguing that this 
is a violation of something they want. 
So they are rallying the troops and 
trying to get it changed. I appreciate 
the Senator from Texas does not like 
the proposal, but it was introduced in 
1995, and its purpose is to help Ameri-
cans generate wealth. We know we can-
not redistribute wealth. We are trying 
to enable Americans to create wealth 
by saving their money. 

The $500 child tax credit goes from 0 
to 17. That is the law. It ends at age 17. 
I would have preferred 0 to 4, frankly, 
for this thing to go into effect. It was 
a compromise. We agreed to do this as 
a consequence of the desire to increase 
the amount of money that Americans 
have, not only for education but this 
money, particularly for those that are 
not going to school, would be better off 
staying in a savings account until re-
tirement so those individuals can look 
to their retirement and say in addition 
to having Social Security there for 
them they will have a source of wealth. 

So in my view, this is an amendment 
that would deny Americans the oppor-
tunity to acquire wealth. I think it is a 
very important provision in this Tax 
Code. 

I hope my colleagues will vote 
against the Gramm motion to strike. 

Mr. MOYNIHAN. I endorse whole-
heartedly the position that the Sen-
ators from Louisiana and Nebraska 
have stated on behalf of the committee 
bill. I thank them. 

I yield the balance of our time to the 
distinguished Senator from Massachu-
setts. 

The PRESIDING OFFICER. The Sen-
ator from Massachusetts. 

Mr. KERRY. Mr. President, I thank 
the distinguished party manager. I will 
probably not use all the time but I ask 
unanimous consent that the balance of 
the time I have be divided between 
Senator DODD and Senator KENNEDY. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. KERRY. Mr. President, we just 
heard a debate about the $500 tax cred-
it. We heard a number of Senators 
state what a critical component of the 
effort to restore families this is and 
how important it was to the early ef-
forts of the contract. The fact is that 
the committee bill will deny 38 percent 
of the children in the United States 
with the lowest incomes access to a tax 
credit. In Massachusetts, as a matter 
of fact, 46 percent of all children would 
be excluded from receiving this impor-
tant tax credit. That means about 
850,000 children, plus, in my State, will 
not receive a tax credit. 

Now, I ask my colleagues what kind 
of profamily policy takes $81 billion 
over the next 5 years but completely 
denies this help to the 9.5 percent of all 
children in families with the lowest 20 
percent of incomes, and denies the tax 
credit to 86.6 percent of all the families 
in the second 20 percent of income. 

I direct my colleagues’ attention to 
this chart. These are the percentage of 
children ineligible for the child tax 
credit, the way it has been structured 
by the Finance Committee. Fully 99.5 
percent of the lowest 20 percent, and 
86.6 percent of the children in the sec-
ond fifth will not get the benefit of this 
credit. 

I propose, therefore, a very simple 
amendment so that working families 
could have access to this credit. My 
amendment that I will send to the desk 
momentarily lets those families whose 
net Federal taxes are greater than zero 
get a full or partial children’s tax cred-
it, and the amount accomplishes this 
in a very simple way. It makes the 
credit refundable to the full extent of 
the family’s Federal payroll taxes once 
it has offset all of the family’s income 
tax liability. 

This refundability, I want to empha-
size, is not my idea. The refundability 
was a provision of the Republican’s 
Contract With America. It was in the 
child tax credit bill which was spon-
sored by the Senator from Texas, who 
a few moments ago was talking about 
the virtues of providing a $500 tax cred-
it to children. In fact, Senator COATS, 
Senator LOTT, Senator GRAMM and oth-
ers on the Republican side supported 
the very proposal that I am now offer-

ing which would, indeed, allow those 
children to be able to get that credit. 

My colleagues on the other side of 
the aisle were right when they pro-
posed a refundable credit. And Speaker 
GINGRICH was right when he called the 
refundable credit in the Contract With 
America the ‘‘crown jewel’’ of the con-
tract. 

As Marshall Wittman, the Legisla-
tive Affairs Director for the Christian 
Coalition, said, ‘‘Allowing families 
with children to retain a larger share 
of their hard earned income will be a 
first step toward freeing America’s par-
ents from the national treadmill of 
working long hours at the expense of 
time with their children.’’ The Herit-
age Foundation endorsed the children’s 
tax credit in the contract, which was a 
refundable tax credit. 

Mr. President, I am proposing that 
we adopt the Contract With America’s 
refundable tax credit which would pro-
vide 7 million more children with ac-
cess to the credit, to the tax credit. 
The simple question is, why would you 
want to deny those people who work— 
we are not talking about people who 
are solely relying on welfare, or people 
who get the earned-income tax credit; 
we are talking about two-parent fami-
lies with two children who are working 
and paying taxes, who still will not get 
credit the way it has been structured 
under the Republican proposal. These 
children live in families that pay in-
come or payroll taxes, and payroll 
taxes are a reflection of work. Work, 
after all, is what we are trying to put 
a premium on—both in the welfare re-
form bill, as well as, I think, in a $500 
credit. 

My amendment would take the 
refundability against payroll taxes 
from the Contract With America and it 
lowers the income phaseout more slow-
ly and phases in the credit by the age 
of the child. The reason we phase in the 
credit and the reason we do the income 
difference is to keep this revenue neu-
tral. It is revenue neutral. I want to 
emphasize, this amendment takes the 
Contract With America payroll provi-
sions but it remains revenue neutral. 

It would seem to me, Mr. President, 
that all of us would want to try to find 
a way to guarantee that families earn-
ing $110,000 are not going to get a $500 
tax credit, while a family working and 
earning $20,000 gets nothing—nothing. 
That is exactly what happens under 
this proposal the way it is done. 

My credit would begin to phase out 
at $60,000 and it would finish at $75,000. 
By doing that, we manage to spread it 
to those people at the lower end of the 
income scale, most of whose income 
goes into the payroll tax but who nev-
ertheless are working and deserve as 
much of a break as anybody else. My 
amendment would allow the bottom 80 
percent of American families to get a 
full or partial credit, and the richest 20 
percent would not. A very simple 
tradeoff. 

Mr. President, I think it is critical to 
understand that the tax bill, as it 
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comes out of the Finance Committee, 
which we are voting on, that the tax 
bill credit for children as currently 
written, most of the children who 
would be denied the credit or have the 
credit reduced live in families who are 
working and paying Federal taxes. It is 
just that their tax burden often 
amounts to several thousand dollars, 
even after the effects of the earned-in-
come tax credit are accounted for. The 
claims that these peoples pay no taxes 
is simply incorrect. 

The Joint Tax Committee data issued 
this week shows that taxpayers with 
incomes between $10,000 and $20,000 will 
owe an estimated $191 billion in Fed-
eral taxes. Taxpayers with incomes be-
tween $20,000 and $30,000 will owe $442 
billion in Federal taxes between 1997 
and the year 2002. These figures from 
the Joint Tax Committee reflect the 
fact that these taxes are owed after the 
EITC benefits are subtracted. 

Mr. President, the vast majority of 
the taxes that these families pay—we 
have to acknowledge, if they are work-
ing and they are playing by the rules 
and they are trying to climb up the 
economic ladder, why should they be 
denied access to the $500 credit—the 
taxes that they pay consist mostly of 
payroll taxes because that is the way 
life is for people at that end of the in-
come scale. 

I hope my colleagues who say that 
this is a fair way to adjust more appro-
priately what has happened in the com-
mittee mark —I want to emphasize 
that a two-parent family, the kind of 
family that most people in the Chris-
tian Coalition or in the Heritage Foun-
dation or others feel have been the 
most hard hit in America in the recent 
years, a two-parent family with two 
children with an income of $20,000, 
under my proposal, would get the full 
$1,000 credit, $500 for each child under 
this proposal, which is the contract 
proposal. They would not get that 
under the proposal of the Finance Com-
mittee. 

Mr. President, I think if we are going 
to accept the notion that we will pro-
vide the children’s credit for as many 
working taxpaying families as possible, 
it is important to change the base and 
to guarantee we are reaching those 
kids. 

Everybody knows what has happened 
to income distribution in America in 
the last 15 years, how the bottom has 
not been the part of America that has 
grown. I might add, here is a chart that 
shows the percentage of working fami-
lies whose payroll taxes exceed their 
income taxes. They are all in the bot-
tom three-fifths of America. You have 
99 percent in the bottom fifth, 97 per-
cent in the second fifth, and 90 percent 
in the next fifth—all work, all have 
payroll taxes that exceed their income 
tax, and, therefore, do not get the full 
benefit of the credit. 

Finally, I simply point out to my col-
leagues that income for young working 
families has not increased in over 20 
years. These are the young families of 

America earning $18,000 in the lowest 
quintile on average, and $30,000 in the 
second quintile on average. Look at 
what happened to payroll taxes during 
that period of time. Payroll taxes in 
1975 were $374 for that family. But, in 
1985, they were $2,171. In 1995, they were 
$2,523. So the payroll taxes went up, 
but at the same time in both quintiles 
and, yet, their income went down and 
they are not going to get the credit. 

So I respectfully hope that my col-
leagues will join in an effort to rectify 
what I hope is simply an oversight in 
distribution and help to guarantee that 
every family in America that works, 
that is struggling to raise their chil-
dren, can actually have the benefit of 
this $500 credit, and that would, I 
think, be deemed a benefit to the Sen-
ate and to the country if we were to 
make that happen. 

Mr. President, under the previous 
agreement, I yield the balance of time 
divided equally to Senator DODD and 
Senator KENNEDY. 

The PRESIDING OFFICER. There 
are 10 minutes left on the Democratic 
side. 

Mr. DODD. On the bill? 
The PRESIDING OFFICER. There 

are 10 minutes on the proponents’ side. 
Mr. COATS. Parliamentary inquiry, 

Mr. President. 
The PRESIDING OFFICER. The Sen-

ator will state it. 
Mr. COATS. Mr. President, I don’t 

understand why we are allocating time 
here because in the unanimous-consent 
request—I specifically asked the Chair 
and asked in the request if the three 
amendments agreed to under the unan-
imous-consent request were on any 
kind of a time limit. The answer was, 
no, they are not on any kind of a time 
limit. 

I further raised the statement saying 
that there are a number of Senators 
under the agreement that would stay 
beyond the three to offer and discuss 
their amendments this evening. They 
would be allowed to speak for up to 10 
minutes in support of their amend-
ments. I don’t believe we are under a 
time agreement and that there needs 
to be allocation of a time agreement. 
This Senator has not yet spoken on the 
Gramm amendment, which I would like 
to do. I don’t feel there is any con-
straint on the amount of time I have to 
speak. 

The PRESIDING OFFICER. Under 
the consent agreement, there was still 
time remaining on the bill. The time 
remaining on the bill could be used by 
each side presenting their amend-
ments. There was an order to the 
amendments. We are on the third one, 
which was the Kerry amendment. Sen-
ator KERRY was allotted the time on 
the proponents’ side, which was 20 min-
utes. There is an opponent side of 20 
minutes that would be allocated, which 
would be the majority party side. 

Following the expiration of all time, 
which would be the remaining 38 min-
utes, then there will be a period for 
morning business where any Senator 

can be recognized for up to 10 minutes 
to introduce his motion, which would 
put it in order for tomorrow, but in no 
particular order for tomorrow. 

The Senator from Massachusetts is 
recognized. 

Mr. KERRY. If I could say to my col-
league, I had the full amount of time 
under the unanimous-consent agree-
ment. I chose to truncate my remarks 
in order to accommodate my colleague 
within that. I don’t mean to upset the 
order. 

Mr. COATS. No. Mr. President, I am 
perfectly content to let the Senator 
take whatever time he wants. It is this 
Senator’s understanding that the unan-
imous-consent agreement supersedes 
the reconciliation instructions regard-
ing time under the agreement. The 
Senator from Massachusetts can offer 
any amount of time he wants to his 
colleagues. I am more than willing to 
wait for that. 

The PRESIDING OFFICER. We have 
already ruled that, as far as allocating 
time to anybody else, there would have 
to be a unanimous consent agreement 
by that particular person who is speak-
ing; otherwise, the time is up for grabs. 

Mr. COATS. Further parliamentary 
inquiry. That is not my understanding 
of what the unanimous consent request 
was. The reason I am stating this is 
that I specifically asked the majority 
leader if my interpretation was cor-
rect, and he specifically said yes and 
included it in the unanimous-consent 
agreement. The Parliamentarian may 
not have heard that. I don’t believe 
there is a ruling of that. In any event, 
I don’t want to split hairs. I think ev-
erybody will have an opportunity to 
speak. He doesn’t have to limit the 
Senator from Connecticut to 2 min-
utes. He can talk for 20, as I understand 
the unanimous-consent agreement. 

Mr. KERRY. Mr. President, if I can 
simply clarify something. But before I 
do, I will send my amendment to the 
desk. 

AMENDMENT NO. 554 
(Purpose: To allow payroll taxes to be in-

cluded in the calculation of tax liability 
for receiving the children’s tax credit, and 
for other purposes) 

Mr. KERRY. Mr. President, I send an 
amendment to the desk and ask for its 
immediate consideration. 

The PRESIDING OFFICER. The 
clerk will report. 

The assistant legislative clerk read 
as follows: 

The Senator from Massachusetts [Mr. 
KERRY], for himself, Mr. CONRAD, and Mr. 
JOHNSON, proposes an amendment numbered 
554. 

Mr. KERRY. Mr. President, I ask 
unanimous consent that reading of the 
amendment be dispensed with. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The amendment is as follows: 
On page 13, beginning with line 9, strike all 

through page 17, line 12, and insert the fol-
lowing: 

‘‘(2) LIMITATION BASED ON ADJUSTED GROSS 
INCOME.—The dollar amount in subsection (a) 
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shall be reduced (but not below zero) ratably 
for each $1,000 (or fraction thereof) by which 
the taxpayer’s modified adjusted gross in-
come exceeds $60,000 but does not exceed 
$75,000. For purposes of the preceding sen-
tence, the term ‘modified adjusted gross in-
come’ means adjusted gross income in-
creased by any amount excluded from gross 
income under section 911, 931, or 933. 

‘‘(3) LIMITATION BASED ON AMOUNT OF TAX.— 
The aggregate credit allowed by subsection 
(a) (determined after paragraph (2)) shall not 
exceed the sum of— 

‘‘(A) the excess (if any) of— 
‘‘(i) the taxpayer’s regular tax liability for 

the taxable year reduced by the credits al-
lowable against such tax under this subpart 
(other than this section), over 

‘‘(ii) the taxpayer’s tentative minimum tax 
for such taxable year (determined without 
regard to the alternative minimum tax for-
eign tax credit), plus 

‘‘(B) the excess (if any) of— 
‘‘(i) the sum of— 
‘‘(I) the taxpayer’s liability for the taxable 

year under sections 3101 and 3201, 
‘‘(II) the amount of tax paid on behalf of 

such taxpayer for the taxable year under sec-
tions 3111 and 3221, plus 

‘‘(III) the taxpayer’s liability for such year 
under sections 1401 and 3211, over 

‘‘(ii) the credit allowed for the taxable year 
under section 32. 

‘‘(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 indi-
vidual for the taxable year, 

‘‘(B) such individual has not attained the 
applicable age as of the close of the calendar 
year in which the taxable year of the tax-
payer begins, and 

‘‘(C) such individual bears a relationship to 
the taxpayer described in section 32(c)(3)(B). 

‘‘(2) APPLICABLE AGE.—For purposes of 
paragraph (1), the applicable age is 13 in cal-
endar year 1997, and increased by 1 year for 
each of the next 4 succeeding calender years. 

‘‘(3) 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) TAXABLE YEAR MUST BE FULL TAX-
ABLE YEAR.—Except in the case of a taxable 
year closed by reason of the death of the tax-
payer, no credit shall be allowable under this 
section in the case of a taxable year covering 
a period of less than 12 months. 

‘‘(e) RECAPTURE OF CREDIT.— 
‘‘(1) IN GENERAL.—If— 
‘‘(A) during any taxable year any amount 

is withdrawn from a qualified tuition pro-
gram or an education individual retirement 
account maintained for the benefit of a bene-
ficiary and such amount is subject to tax 
under section 529(f) or 530(c)(3), and 

‘‘(B) the amount of the credit allowed 
under this section for the prior taxable year 
was contingent on a contribution being made 
to such a program or account for the benefit 
of such beneficiary, 

the taxpayer’s tax imposed by this chapter 
for the taxable year shall be increased by the 
lesser of the amount described in subpara-
graph (A) or the credit described in subpara-
graph (B). 

‘‘(2) NO CREDITS AGAINST TAX, ETC.—Any in-
crease in tax under this subsection shall not 
be treated as a tax imposed by this chapter 
for purposes of determining— 

‘‘(A) the amount of any credit under this 
subpart or subpart B or D of this part, and 

‘‘(B) the amount of the minimum tax im-
posed by section 55. 

‘‘(f) OTHER DEFINITIONS.—For purposes of 
this section, the terms ‘qualified tuition pro-
gram’ and ‘education individual retirement 
account’ have the meanings given such 
terms by section 529 and 530, respectively. 

‘‘(g) PHASEIN OF CREDIT.—In the case of 
taxable years beginning in 1997, subsection 
(a)(1) shall be applied by substituting ‘$250’ 
for ‘$500’.’’ 

Mr. ROTH. Mr. President, parliamen-
tary inquiry. 

The PRESIDING OFFICER. The Sen-
ator will state it. 

Mr. ROTH. Is it proper to offer an 
amendment under the unanimous-con-
sent agreement? 

The PRESIDING OFFICER. The Sen-
ator from Massachusetts, under the 
unanimous consent agreement that we 
had earlier, is allowed to offer one to-
night. 

Mr. KERRY addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Massachusetts is recognized. 
Mr. KERRY. Mr. President, it may be 

that the Senator from Indiana missed 
it, but I asked unanimous consent at 
the opening of my comments, when I 
was yielded the full amount of time, 
that the balance of time that I didn’t 
use be divided equally, and that con-
sent order was entered into. I might 
add, if the Senator was correct, it was 
all of our understanding that after the 
expiration of all the time on the bill, 
the Senate would go into morning busi-
ness, during which time Senators 
would have the opportunity to speak 
for as long as they wanted. So there is 
not in effect a time limitation with re-
spect to the after period of the bill. 

The PRESIDING OFFICER. A clari-
fication on that. The consent order did 
call for 10 minutes per person in morn-
ing business. 

Mr. KERRY. Well, Mr. President, I 
have been informed that Senator KEN-
NEDY now does not wish to use his 
time. I ask unanimous consent that the 
balance now go to Senator DODD, at 
which point it would revert to the 
other side. 

The PRESIDING OFFICER. The Sen-
ator from Indiana and those on this 
side have up to 20 minutes following 
the 81⁄2 minutes of the Senator from 
Connecticut that will be allocated 
under the unanimous-consent agree-
ment. The Senator from Connecticut is 
recognized for up to 81⁄2 minutes. 

Mr. DODD. Mr. President, rather 
than confuse this situation even fur-
ther, I am going to yield for the pur-
poses of offering an amendment to the 
distinguished Senator from Vermont. 
It is his amendment, and I am a co-
sponsor with him. I yield for that pur-
pose. I ask unanimous consent that I 
may yield for that purpose. 

The PRESIDING OFFICER. The Sen-
ator doesn’t have the right to offer an 
amendment under this agreement. 
Only the managers can offer amend-
ments under the agreement, until we 
get into the period for morning busi-
ness, at which time— 

Mr. DODD. I ask unanimous consent 
that I be allowed to offer an amend-
ment. 

Mr. JEFFORDS. I ask unanimous 
consent— 

Mr. COATS. Mr. President, I hate to 
be a fly in the ointment here. I have 
been waiting to speak on one of the 
three designated amendments in the 
unanimous consent agreement, the 
GRAMM amendment. I have not yet had 
that opportunity. My understanding is 
that further amendments come after 
these three. I think if we just get 
going, we can get this done and get to 
the other amendments. 

The PRESIDING OFFICER. The right 
to offer amendments is limited to the 
managers. The right to speak is not. 

Who wishes recognition? 
Mr. COATS. Mr. President, I would 

like to take just a few moments and I 
will be brief. 

The PRESIDING OFFICER. The Sen-
ator from Indiana is recognized. 

AMENDMENT NO. 552 
Mr. COATS. Mr. President, the hour 

is late and the week has been long. We 
all need our rest. I want to take a few 
moments to speak in support of the 
GRAMM amendment, the amendment we 
discussed just before the discussion of 
the KERRY amendment. 

The reason I want to speak in favor 
of the GRAMM amendment is that, as 
someone who has been an original 
sponsor and long-time proponent of the 
child tax credit, we were surprised— 
first of all, we were delighted when, 
first, the President, and then the Budg-
et Committee endorsed the concept of 
the $500-per-child tax credit. It is long 
overdue. It is only a partial step in 
remedying an inequity that has existed 
for a long, long time, in terms of giving 
families the ability to provide for their 
children. 

Way back in the 1940s, Congress de-
cided that raising families and raising 
children was a good thing. They pro-
vided a dependents exemption for that 
purpose. They did not index it for infla-
tion. And over the years, because it 
was not indexed for inflation and be-
cause it was not raised by an act of 
Congress, the value of that particular 
exemption decreased—that is, the de-
pendents exemption. Now, we finally 
doubled that exemption, and now index 
it, after the 1986 tax law. But it was 
still a third to a fourth of what it 
should have been if it had maintained 
pace with the cost of raising children. 
So families were squeezed and fell fur-
ther and further behind other special 
interests that were granted benefits in 
the Tax Code. 

We finally focused on the importance 
of raising children and the importance 
of families and the importance of pro-
viding support for the family. I am 
pleased that we are here discussing the 
$500 tax credit. I am pleased that the 
chairman of the Finance Committee 
incorporated the $500 tax credit in 
their mark. But I rise in support of the 
Gramm amendment because, in doing 
so, a provision was made whereby the 
credit would only be available up 
through the age of 12. At that point, 
the credit was available, but it was 
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conditioned on the fact that the money 
be put into an education savings ac-
count. 

Now, it is ironic that, at the very 
time when the cost of raising children 
takes a dramatic jump, we take away 
the ability of parents to use that credit 
to pay for expenses related to those 
children. 

As this chart shows, entitled ‘‘An-
nual Child Rearing Costs; Children 
Ages 0 to 17,’’ there is roughly a $7,850 
cost per child for children, ages 0 to 2. 
It jumps to over $8,000 for children, 
ages 3 to 5. It goes to nearly $8,200 for 
children, ages 6 to 8. And it stays about 
that level through the age of 11. But at 
the age of 12—at no surprise to any par-
ent in this room, or any parent trying 
to raise young children—there is a dra-
matic increase in the cost per child 
when you hit the ages of 12 to 14, and 
it continues to 15 to 17. Why is that? It 
is because no longer are you able to 
tell your children that the $5 Kmart 
tennis shoes are good enough to wear 
to school. All of a sudden, they dis-
cover the Michael Jordan tennis shoes, 
and it is now $140 a pair. All of a sud-
den, the dentist says it is time that 
you saw an orthodontist, because if you 
want your child to have straight teeth, 
this is the time. The baby teeth are 
gone, the new teeth have come in, and 
we all want our kids to have perfect 
smiles. Some might be for cosmetic 
reasons, and many might be for a mis-
aligned jaw or an overbite, and so 
forth. And clothes begin to cost more. 
Kids start thinking about the opposite 
sex. So that involves the thought of be-
ginning to date and, suddenly, you are 
buying movie tickets and, suddenly, 
they are going out for burgers, et 
cetera. It is no surprise to any parent 
that that is the point in time which 
the cost really escalates, particularly 
when they get into the 15 to 17 age 
range. Then they are starting to work 
after school and they need transpor-
tation. Heavens, what an embarrass-
ment it would be to have to ride the 
school bus. You need a car, et cetera, 
et cetera. There are a lot of necessary 
costs at this particular time, also. 

At that very time when it costs 
more, the Finance Committee has said, 
‘‘We recognize that it costs more, but 
you can’t use the money for anything 
except the purpose we deem is accept-
able.’’ 

Now, it is a worthy thing to begin to 
save money for college, for secondary 
education, but not all children go to 
college. In fact, apparently, a large 
percentage don’t go to college. So the 
education savings account that is 
begun or is mandated at the age of 13— 
they must use the child credit for that. 
I think that serves a purpose that we 
should not support. 

Now, some have suggested that the 
reason all this was done was to make 
the budget numbers balance, that it 
was to save money because those fami-
lies that would not send their children 
to college, or didn’t have plans to send 
their children to college, or didn’t have 

the funds to accumulate for college, 
would not take the $500 tax credit and, 
therefore, are a savings. I hope that is 
not the motivation. I don’t think it 
was the motivation, but that may be 
the unintended result. So we have a 
situation here where, ultimately, what 
we come down to is that either the par-
ents are going to decide how to use the 
funds on the child tax credit in the best 
interest of their children, or the Senate 
Finance Committee will decide. 

Once again we continue the practice 
of Government knows best—not father 
knows best, not mothers know best, 
not family knows best, but Govern-
ment knows best. We will tell you how 
you should spend or save money for 
your child. We will determine that it 
can only be used for one purpose. You 
have to continue a secondary edu-
cation—a noble goal, a worthy goal, 
and one that I think we want to hold 
out as an option. But it should not be 
a mandate. It should not be limited to 
that particular goal. 

There are a lot of families in this cat-
egory that have expenses for their chil-
dren at the ages of 13, 14, 15, and 16 that 
are more critical than forcing them to 
put the money into a savings account. 
Hopefully, they will be in a financial 
position, if we think they can put the 
money into a savings account. Again, I 
say it is a worthy goal. But it ought to 
be an option to those parents. It 
shouldn’t be a mandate. We should not 
have a Government entity—whether it 
is an elected Government entity or a 
nonelected Government entity—mak-
ing a decision as to how that money 
should be used. 

It is almost humorous to say we 
know better about how a mother and 
father ought to spend money for their 
child than they do, that we know their 
family situation better, we know their 
education situation of their children 
better, we know their future plans bet-
ter than the family knows its own 
plans. 

So, as well-intended as this mark in 
the Finance Committee package might 
be, I think that the amendment of the 
Senator from Texas makes perfect 
sense because it simply says if you 
want to do that with a $500 tax credit, 
fine, you can do that. We will allow 
you to set up an education savings ac-
count. 

One of the first bills I introduced 
when I came to Congress a long time 
ago was an education savings account. 
I think it is a worthy goal, a worthy 
idea. But if you deem that there are 
other purposes more appropriate, then 
we will allow you to do that also. 

To suggest that at the age of 13 sud-
denly the 13-year old is given the 
money and the parents are going to 
say, ‘‘I am going to take the money 
and go down to the casino,’’ like the 
Concord Coalition suggested—talk 
about arrogance. Talk about an arro-
gant conclusion; that is, that parents 
don’t care about their kids, that they 
are either going to spend the money on 
beer or they are going to spend the 

money at the casino almost defies be-
lief. 

Who do we trust here? Do we trust 
the parents? Do we trust the family? I 
am sure there will be examples. You 
can pick up the paper and read about 
some wayward father who took the tax 
credit and went down to the casino. 
Sure, that will happen. But that 
doesn’t begin to describe the average 
American family who cares about their 
children, who want the best for their 
children, and are in the best position to 
make the decision as to how that 
money ought to be spent. 

So I am a strong supporter of the 
Gramm amendment. I think that we 
ought to modify this. Whether this is 
put together to create a deal—it is a 
lousy deal. I won’t call it a rotten deal. 
It is a lousy deal, and the wrong way to 
allocate these resources. Let’s leave 
that decision in the hands of the par-
ents and not in the hands of the Gov-
ernment. 

Mr. SESSIONS. Mr. President, will 
the Senator yield for a question? 

Let’s imagine a single mother who is 
teaching school with three children 
ages 17, 15, and 12 hoping to save money 
for college and just getting by. The 
transmission breaks on the car, and 
there is a $400 bill. Who should decide 
who ought to spend that money? The 
Members of this body, or that mother? 

Mr. COATS. Maybe that mother 
needs that car to get to work so she 
can continue to make money so she 
can send her children to school, but we 
will be effectively telling her, ‘‘You 
can’t fix that transmission.’’ We will 
tell that mother, ‘‘You can’t use that 
money to buy a computer because 
maybe your child needs special tutor-
ing.’’ And, ‘‘You can’t buy a software 
program to give that child better math 
tutoring so they will be able to go to 
college. You can’t use that money for 
that. You can’t use that money to hire 
a learning center or some other organi-
zation to help your child prepare for 
the SAT’s so that they can get into 
college. No. You have to do what the 
Finance Committee says. The Finance 
Committee says you have to put it in 
an education savings account.’’ 

I just think it is wrong. As I said, it 
may be well intended and well moti-
vated, but the consequences are such 
that I don’t think we have thought 
these things through. 

That is why the amendment of the 
Senator from Texas ought to be sup-
ported. 

I thank my colleague from Alabama 
for his contributions. 

Mr. President, I yield the floor. 

The PRESIDING OFFICER. There 
are approximately 8 minutes left on 
the debate. 

Mr. JEFFORDS addressed the Chair. 

The PRESIDING OFFICER. The Sen-
ator from Vermont. 
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Mr. JEFFORDS. Mr. President, may 

I make an inquiry? Is it in order for me 
to ask unanimous consent to offer my 
amendment at this time? 

The PRESIDING OFFICER. The Sen-
ator may ask. 

I have been authorized to object. 
CHILD CARE 

Mr. JEFFORDS. We will discuss the 
amendment which we will be offering 
on the floor at the appropriate time. 

Mr. President, it is difficult to find 
high quality child care that is appro-
priate, affordable, and convenient for 
children today. How government can 
help parents achieve that goal is a very 
difficult and compelling question. I 
have, with my cosponsors Senators 
DODD, ROBERTS, KOHL, SNOWE, LAN-
DRIEU, and JOHNSON put together an 
amendment which we will be offering. 
On the one hand the amendment will 
make it easier to find better child care 
that is more affordable. At the same 
time the amendment does some engi-
neering by making it possible for more 
child care facilities and individual pro-
viders to improve their services and re-
ceive higher tax deductions for those 
efforts. My amendment also to shifts 
the amount of money that is available 
to parents in the child care tax credit 
and the dependent care assistance pro-
gram to help them afford a better qual-
ity of care they may now be available 
to them. This combination of assist-
ance for providers and parents will en-
courage that the child care facilities 
and individual providers will provide 
better care for the 12 million children 
who are in child care. 

How we accomplish this is: First of 
all, to help middle- and low-income 
families, the amendment increases the 
level of income which qualifies for the 
maximum amount of the child care tax 
credit benefits $10,000 to $20,000. We 
make the child care tax credit refund-
able for low-income working families 
who qualify for the EITC. Then we go 
to the other end of the scale and phase 
the tax credit down, but not out, for 
wealthier people with incomes over 
$70,000, then we can pay for the in-
creases at the lower end. 

I also feel strongly that it is impor-
tant to assist those businesses that are 
providing child care for their employ-
ees. The amendment creates an incen-
tive which will allow businesses to re-
ceive a 50 percent tax credit for up to 
$150,000 in expenses to operate, im-
prove, and develop appropriate child 
care for their employees. 

As we all know from recent studies, 
the healthy development of children 
can very dramatically enhance, includ-
ing their potential for future edu-
cational and social achievement, de-
pending upon the kind of nurturing and 
affection they receive early in life, and 
the developmental and educational ac-
tivities they are exposed to at birth. In 
order to make sure that kind of care is 
available for those children who need 
to be in child care while their parents 
work. This amendment provides the 
necessary incentives so they can find 

and afford to receive the care that will 
be safe and provide their children with 
a better chance for healthy develop-
ment. That will be required if we ex-
pect to have a skilled workforce in the 
new world of the future. 

What we are trying to do here is to 
balance the need to reduce the deficit 
and get the budget under control, with 
the need to improve the quality of 
child care for all children who must use 
it. Keeping in mind the funds that are 
available. We have offsets to pay for 
this child care amendment, which I 
think are very appropriate. 

I yield to the Senator from Con-
necticut for a further explanation. 

Mr. DODD. Mr. President, first of all, 
I want to commend my colleague from 
Vermont. This is an amendment which 
will be offered by the distinguished 
Senator from Vermont, along with my-
self, Senator ROBERTS of Kansas, Sen-
ator KOHL of Wisconsin, Senator LAN-
DRIEU, Senator SNOWE, Senator JOHN-
SON, and others. 

Mr. President, this is a modest pro-
posal that is designed to do what all of 
us agree needs to be done. 

We have provided over the last num-
ber of years some significant support 
for child care in this country. For ex-
ample, there is the Child Care Develop-
ment Block Grant program which Sen-
ator HATCH and I authored back in the 
mid-1980’s. There is also the Head Start 
program, which has been very, very 
helpful to so many families in this 
country in providing a positive learn-
ing environment for children. There is 
also the current child care tax credit. 
All of these are designed to provide as-
sistance to those families today who 
are trying to juggle the very difficult 
task of providing an income for their 
families and also a safer environment 
for their children. 

Good quality child care can no longer 
be considered a luxury. There are 13 
million children every day in this 
country who are placed in child care 
settings. There are an awful lot of sin-
gle parents out there raising families. 
There are two-income families that are 
providing for their children. These 
families want to be sure that their 
children are in a safe place. 

We have done a great deal to help 
families with the affordability of child 
care. We have done a lot to increase 
the availability of child care. 

What Senator JEFFORDS, Senator 
ROBERTS, Senator KOHL, myself, Sen-
ator SNOWE, Senator LANDRIEU, Sen-
ator JOHNSON, and others are trying to 
do is to use the Tax Code to try to do 
a better job of dealing with quality. 

I want to be very clear that there is 
nothing in this amendment which sets 
national standards for quality—as our 
colleagues over the years have had 
some serious reservations about set-
ting national child care quality stand-
ards. This amendment simply defines a 
quality setting as one that meets 
standards or certification set by 
States, local governments or private, 
non-profit entities—we don’t specify 

any standards—what those standards 
must be. With this amendment we just 
try to create incentives so that child 
care settings will get some encourage-
ment to improve quality. 

Let me just enumerate what some of 
those incentives are. 

We expand the tax deductions for 
businesses who contribute educational 
equipment and supplies to public child 
care providers. 

We provide tax incentives to families 
who seek out higher quality care, real-
izing that such care is more expensive. 

Let me step back, if I can, for a 
minute. 

Mr. President, earlier this year, na-
tional magazines had cover stories on 
early childhood development. We now 
know that in the earliest stages of a 
child’s life—zero to 36 months—it is ab-
solutely critical that they be nurtured 
and cared for so that they can develop 
to their fullest potential. We’ve all 
heard by now about how the synapses 
in the brain of a child are formed 
—1,000 trillion of them just in those 
earliest years. Now we have scientific 
evidence of how important it is to read 
to children, to hold children, and to 
play with children in order to wire 
their brains for the skills they’ll need 
later. 

Obviously, the best caretakers of 
children are loving parents. That is the 
best child care—be cared for by pre-
pared parents. No one can argue 
against that. But we also know that 
there are a lot of these parents who 
can’t be there all day with their chil-
dren. 

So what do we do to proximate that 
caring, prepared parent situation when 
the parent is unable to be there? What 
are we trying to do? Do we leave the 
situation to chance and say to parents, 
‘‘Good luck. Do what you can. Hope-
fully you can find the kind of care you 
would provide if you were there.’’ That 
is a difficult statement to make to par-
ents since we all understand that not 
every setting is a safe one or a healthy 
one, that in fact there are vast dif-
ferences in the quality of child care. 

Rather than applying any rigid 
standards here, however, we will leave 
to the States and to communities to 
decide what works best. And then we 
provide the tax incentives to busi-
nesses to contribute equipment and 
supplies to help to improve the quality 
child care. We provide the incentives to 
those parents who seek out quality 
child care because it can cost a bit 
more. In doing all this we will hope-
fully encourage other child care pro-
viders to improve their own quality 
and to ultimately raise the levels of 
quality around the country. 

With this amendment we also make 
the child care tax credit refundable be-
cause we realize that as we go from 
welfare to work that we are going to 
have a lot of these poorer families out 
there who are going to have difficulty 
affording quality child care. 
Refundability is critical—if we only 
provide tax credits to those who pay 
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taxes, then we miss helping a lot of 
these poorer families who can truly use 
the assistance. 

It is certainly a lot more expensive 
to provide child care than it is to pro-
vide welfare in most States. So as peo-
ple move from welfare to work, do we 
want them leaving kids in the street, 
where hopefully a neighbor or someone 
else is around to keep an eye on them, 
or should they be in a quality environ-
ment? I think all of us agree they 
should be in a quality environment and 
one that their parents hopefully can af-
ford. 

Senator JEFFORDS has provided us 
with a way to reach this goal by using 
the Tax Code. It is not a direct appro-
priation. We realize how difficult it is 
to get funding for child care programs. 
Through the largess of our membership 
here over the last number of years, we 
have increased the child care block 
grant to $1 billion. That amount of 
money, but it does not even approxi-
mate the demand. And only 4 percent 
of that total amount is there for qual-
ity—hardly enough, really, when you 
think of the tremendous increase in de-
mand for child care that is now going 
to occur across the country as a result 
of the enactment of welfare reform. 

This proposal is designed to provide 
incentives to businesses to set up qual-
ity child care center and to families to 
seek quality care. We pay for this by 
making minor adjustments for those 
receiving the tax credit at the highest 
income levels by reducing the credit 
progressively by 1 percent, but never 
going below a credit of 10 percent of al-
lowable expenses. So by just adjusting 
the benefit a bit we can provide the re-
sources here to promote quality. 

I urge our colleagues’ support. This is 
going to need 60 votes, and that is a 
hard number to reach, but we ought to 
be doing everything we can to improve 
the quality of child care. This ought 
not to be a partisan debate. We have 
come up with an offset. We pay for this 
with minor adjustments to the Tax 
Code. This is a bipartisan amendment. 
With my colleagues from Vermont, 
Kansas, from Maine, from Louisiana, 
from Wisconsin and South Dakota, we 
have come up with a good proposal 
that we think meets the concerns that 
some have raised and still provides a 
way to ensure through the Tax Code 
that child care is not only available 
and affordable but also high quality. 

And so, at the appropriate time, Mr. 
President, when the amendment is of-
fered by the distinguished Senator 
from Vermont, we would urge our col-
leagues to be supportive. 

The PRESIDING OFFICER. The Sen-
ator’s time has expired. 

Mr. DODD. I thank my colleague 
from Vermont. 
AMENDMENT NOS. 556, 557, 558, 559, 560, 561, 562, 563, 

564, AND 565, EN BLOC, AND 553 
Mr. ROTH addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Delaware. 
Mr. ROTH. I ask unanimous consent 

that the following amendments be con-

sidered and agreed to en bloc: first, 
MCCAIN-LEVIN: Sense of the Senate re-
garding stock options with a state-
ment; 2. ENZI: Sense of the Senate re-
garding estate tax with a statement; 3. 
DODD: Forgiveness of student loans; 4. 
GRAMS: Exception to UBIT for chari-
table giving; 5. DORGAN: Disaster relief. 
6. DORGAN: IRA withdrawal for disaster 
relief; 7. BIDEN: Survivors’ benefits/pub-
lic safety officials; 8. DODD-D’AMATO: 
Disability benefits for firefighters and 
officers; 9. BOXER: Section 401(k) and 
employer stock; and No. 10. DASCHLE: 
Non-Amtrak States. I urge their adop-
tion. 

In addition, I ask that amendment 
553 be called up and agreed to. 

Mr. COATS. Mr. President, reserving 
the right to object— 

The PRESIDING OFFICER. Is there 
objection? 

Mr. COATS. Reserving the right to 
object— 

The PRESIDING OFFICER. The Sen-
ator from Indiana. 

Mr. COATS. I am only inquiring from 
the standpoint that I am a little lost 
again on procedure. How much time is 
left under the bill? Because I would 
like to respond to the arguments on 
the amendment of the Senator from 
Vermont. 

The PRESIDING OFFICER. There 
are 3 minutes remaining on the bill. If 
the Senator will wait until the 3 min-
utes have expired, then he can have up 
to 10 minutes in his own right. 

Mr. COATS. Further reserving the 
right to object, I asked relative to the 
unanimous consent request of the Sen-
ator from Delaware. I just wanted to 
make sure it didn’t include—maybe I 
misunderstood, but it didn’t include a 
request to go immediately to those 
amendments. 

The PRESIDING OFFICER. These 
are amendments on which there ap-
pears to be agreement on both sides of 
the aisle. 

Mr. COATS. To be accepted en bloc. 
Mr. ROTH. I asked they be— 
Mr. COATS. I withdraw my reserva-

tion. 
The PRESIDING OFFICER. If there 

is no objection, the clerk will report 
the amendments en bloc. 

The legislative clerk read as follows: 
The Senator from Delaware [Mr. ROTH] 

proposes amendment No. 556 for Mr. MCCAIN, 
amendment No. 557 for Mr. ENZI, amendment 
No. 558 for Mr. DODD, amendment No. 559 for 
Mr. GRAMS of Minnesota, amendment No. 560 
for Mr. DORGAN, amendment No. 561 for Mr. 
DORGAN, amendment No. 562 for Mr. BIDEN, 
amendment No. 563 for Messrs. DODD and 
D’AMATO, amendment No. 564 for Mrs. 
BOXER, and amendment No. 565 for Mr. 
DASCHLE. 

The PRESIDING OFFICER. If there 
is no objection, the amendments are 
considered and agreed to en bloc. 

The amendments considered and 
agreed to en bloc are as follows: 

AMENDMENT NO. 556 
(Purpose: To express the sense of the Senate 

that the Finance Committee should hold 
hearings on the tax treatment of stock op-
tions) 
On page 267, between lines 15 and 16, insert 

the following: 

SEC. . SENSE OF THE SENATE REGARDING TAX 
TREATMENT OF STOCK OPTIONS. 

(a) FINDINGS.—The Senate finds that— 
(1) currently businesses can deduct the 

value of stock options as a business expense 
on their income tax returns, even though the 
stock options are not treated as an expense 
on the books of those same businesses; and 

(2) stock options are the only form of com-
pensation that is treated in this way. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that the Committee on Fi-
nance of the Senate should hold hearings on 
the tax treatment of stock options. 

Mr. McCAIN. Mr. President, I am 
pleased to join my colleague from 
Michigan, Senator LEVIN, in offering 
an amendment regarding the current 
double standard employed by corpora-
tions today in accounting for stock op-
tions. 

The amendment expresses the sense 
of the Senate that hearings should be 
held on S. 576, a bill sponsored by Sen-
ator LEVIN and myself. 

S. 576 would close a tax loophole by 
requiring companies to treat stock op-
tions granted as compensation to em-
ployees as an expense for bookkeeping 
purposes, if they want to claim this ex-
pense as a deduction for tax purposes. 
The bill protects average workers by 
exempting companies from the require-
ments of the amendment if they pro-
vide stock options to substantially all 
of their employees, with more than 
half the stock options going to non-
management personnel and not more 
than 20 percent going to a single em-
ployee. The bill does not require a par-
ticular accounting treatment; that de-
cision is left to the company. It simply 
requires companies to treat stock op-
tions the same way for both accounting 
and tax purposes. 

The Joint Committee on Taxation 
provided an estimate of the revenue 
that is being lost because of this tax 
loophole. If this loophole is not closed, 
over the next 10 years, from 1998 to 
2007, the U.S. Treasury will lose $1.6 
billion. That’s real money that could 
be used to reduce our ever-increasing 
$5.4 trillion national debt. 

A great deal of attention has been fo-
cused recently on the outrageously 
high levels of executive compensation 
paid by some companies. The New York 
Times printed an article on March 30, 
1997, that listed the compensation lev-
els of several top corporate executives 
in 1996. For example: 

IBM’s Chairman, Louis V. Gerstner, Jr., re-
ceived a compensation package worth $20.2 
million. 

General Electric gave its Chairman, John 
F. Welch, Jr., a package worth $30 million. 

And Michael Eisner, Chairman of Walt Dis-
ney Corporation, got $8.7 million in salary 
and bonuses, plus stock options worth $181 
million in today’s market—the largest single 
grant in corporate history, according to the 
article. 

Under current law, corporations can 
easily hide these multimillion dollar 
executive compensation plans from 
their stockholders or other investors. 
That is because the stock options that 
make up a large and increasing portion 
of these packages need not be counted 
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as an expense when calculating com-
pany earnings. 

Simply put, if a company pays $100 to 
an employee as salary, that $100 is de-
ducted from the company’s total prof-
its. That seems logical. But if a com-
pany gives that same employee 100 dol-
lars’ worth of stock options as part of 
their compensation package, the com-
pany’s total profits are unaffected. And 
the actual value of those stock options 
may very well increase several fold 
over time. 

Stock options given as compensation 
to company employees are simply men-
tioned in a footnote in the annual re-
port to shareholders—which, by the 
way, is a much-needed yet inadequate 
change in the accounting rules re-
quired by the Federal Accounting 
Standards Board starting this year. 
The result is the shareholders are given 
an inflated picture of the company’s 
profits, and the top executives can take 
credit for those artificially inflated 
profits. 

An article in the Wall Street Jour-
nal, dated January 14, 1997, stated 
these new rules could reduce some 
companies’ annual earnings by as much 
as 11 to 32 percent. Yet, the required 
footnote could be overlooked by all but 
the most astute of stockholders. 

One might reasonably ask how an ar-
cane accounting rule could have such a 
large effect on the bottom line of cor-
porations. The answer lies in the 
growth and value of stock options as a 
means of executive compensation. 

Stock option plans in 1996 accounted 
for almost 45 percent of total executive 
compensation at 56 of our Nation’s 
largest corporations, an increase of 5 
percent in just 1 year. The portion of 
compensation made up of actual cash 
salary declined by 5 percent in just 1 
year. 

At the same time, the value of stock 
options increased dramatically as over-
all market performance soared in the 
last few years. The New York Times 
piece cited earlier also estimated the 
future value of stock options to those 
top executives, based on the most like-
ly time the options would be exercised. 
The most impressive gain would be re-
alized by Mr. Eisner, whose $181 million 
in Disney options received last year 
would be worth $583.7 million in 2007. 

Yet, if any Disney shareholder looked 
at the annual report, all they will find 
is a footnote about the value of stock 
options granted to Mr. Eisner and 
other top executives. The bottom line— 
the profit statement—will be over-
stated by at least $181 million. 

Why shouldn’t the true value of Mr. 
Eisner’s compensation package be in-
cluded in calculating Disney’s earn-
ings? How can stockholders evaluate 
the true value of executive compensa-
tion if the value is just buried in a 
footnote somewhere in the annual re-
port? 

I recognize that there is a serious op-
position to S. 576 in the business com-
munity. And I fully understand why. 
Companies save millions every year by 

claiming the value of stock options 
granted to employees as a deductible 
expense on their taxes. The Wall Street 
Journal article states that companies 
saved hundreds of millions of dollars in 
1996 taxes because of this loophole: 

Microsoft saves $352 million. 
Intel saved 196 million. 
Disney Corporation saved $44 million. 

No other type of compensation can be 
treated as an expense for tax purposes, 
without also being treated as an ex-
pense on the company books. This dou-
ble standard is exactly the kind of in-
equitable corporate benefit that makes 
the American people irate and must be 
eliminated. If companies do not want 
to fully disclose on their books how 
much they are compensating their ex-
ecutives, then they should not be able 
to claim a tax benefit for it. 

S. 576 would end an inequitable cor-
porate subsidy and restore fairness in 
the treatment of stock options. It 
would provide an additional $1.6 billion 
in deficit reduction by closing this cor-
porate tax loophole. 

The amendment Senator LEVIN and I 
are offering today is intended to urge 
full and open hearings on this issue. In-
dustry will have an opportunity to ex-
press their views and explain their op-
position to S. 576. I urge my colleagues 
to vote for the amendment, and I look 
forward to the hearings. 

At the appropriate place in the bill, insert 
the following: 
SEC. . SENSE OF THE SENATE ON ESTATE 

TAXES. 
(a) The Senate finds that whereas— 
(1) The Federal estate tax punishes hard 

working small business owners and discour-
ages savings and growth; and 

(2) The Federal estate tax imposes an un-
fair economic burden on small businesses 
and reduces their ability to survive and com-
plete with large corporations; and 

(3) A reduction in Federal estate taxes for 
family-owned farms and enterprises will help 
to prevent the liquidation of small busi-
nesses that strengthen American commu-
nities by providing jobs and security; 

(b) It is the Sense of the Senate that— 
(1) The estate tax relief provided in this 

bill is an important step that will enable 
more family-owned farms and small busi-
nesses to survive and continue to provide 
economic security and job creation in Amer-
ican communities; and 

(2) Congress should eliminate the Federal 
estate tax liability for family-owned busi-
nesses by the end of 2002 on a deficit-neutral 
basis. 

Mr. ENZI. Mr. President, I rise to 
offer a sense of the Senate amendment 
that calls for a repeal of the Federal es-
tate tax on family owned businesses by 
2002. I commend Chairman ROTH and 
the Finance Committee on the progress 
they have made by increasing the es-
tate tax exemption for individuals and 
by excluding the first $1 million family 
owned businesses from Federal death 
tax liability. I look forward to working 
with my colleagues toward repealing 
the death tax on family businesses. 

I introduce this resolution because I 
believe there is still much work to be 
done. The Federal death tax on family 
owned business tax punishes those who 

have worked hard their entire life 
building up a small business or a fam-
ily farm only to have their children see 
it disappear in order to pay the Federal 
death taxes. The death tax discourages 
thrift and pierces the very heart of the 
American economy—small businesses. 

Mr. President, small businesses are 
the backbone of the American econ-
omy. The simple fact is that most busi-
nesses in this country are small busi-
nesses. Out of the nearly 51⁄2 million 
employers in this country, 99 percent 
are businesses with fewer than 500 em-
ployees. Almost 90 percent of those 
businesses employ fewer than 20 em-
ployees. Since the early 1970’s, small 
businesses have created two out of 
every three net new jobs in this coun-
try. This remarkable job growth con-
tinued even during periods of slow na-
tional growth and downturns when 
most large corporations were 
downsizing and laying off workers. 
Small businesses employ more than 
half of the private sector workforce 
and are responsible for producing 
roughly half our Nation’s gross domes-
tic product. By punishing small busi-
nesses, the Federal death tax stifles 
our economy, discourages ingenuity, 
and threatens the economic security of 
many of our families. 

The Federal death tax also tears at 
the bonds that unite parents and chil-
dren and families and communities. 
The family business has historically 
been one of the primary means for chil-
dren to learn skills and virtues that 
help throughout their entire lives. 
Many of the small business in Wyo-
ming are ranches and farms, and I 
know many of the hard-working men 
and women in Wyoming who run these 
family ranches and farms. The whole 
family pitches in to harvest the crops, 
feed the livestock, mend the fences, fix 
the irrigation ditches, plow the roads, 
herd the sheep and cattle, and plan for 
next year’s yield. Children learn that 
hard work and responsible planning are 
necessary ingredients for success in 
work as in life. They learn respect for 
the land that is their livelihood. They 
learn to appreciate the labor of their 
parents and grandparents and they re-
alize their own labor is an investment 
in their future and the future of their 
children. 

I myself ran a small family owned 
shoe store in Gillette, WY. We didn’t 
have a separate division for merchan-
dising and marketing. We didn’t have 
an accounting department to sort out 
the complicated Tax Code. We all wore 
many hats. We had to sell the shoes, 
balance the books, keep track of our 
inventory, and straighten out the 
shelves. Let me tell you that we all 
learned to pitch in to get the job done. 
We learned to work together and we 
learned to appreciate the hard work 
and sacrifices each of us made to keep 
the store running smoothly. We also 
learned firsthand the importance of 
living by the golden rule. If you don’t 
treat your customers well in the retail 
business they don’t forget. This is espe-
cially true of folks in small towns 
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where there are always a few people 
who remember what you did as a kid 
and who can even tell you stories about 
your parents and grandparents. The joy 
is, they also remember you when you 
treat them well. The family owned 
business is an important medium 
through which we pass on our heritage 
from one generation to the next. 

Mr. President, our Tax Code rep-
resents our tax policy and we should be 
ashamed at a code which punishes fam-
ilies and stifles our economy. Every 
year our Tax Code forces thousands of 
families to sell their businesses just to 
pay the repressive Federal death tax. It 
is time we correct this injustice by pro-
viding meaningful relief for America’s 
families and their small businesses. I 
commend the chairman for his diligent 
work in crafting a tax bill that takes 
an important first step toward reform-
ing the death tax. I look forward to 
working with my colleagues in repeal-
ing this burdensome tax in the near fu-
ture. This sense of the Senate resolu-
tion expresses our firm intent to work 
together toward this end. I ask for your 
support in this important endeavor. 

I thank the chair and yield the floor. 
AMENDMENT NO. 558 

(Purpose: To amend the Internal Revenue 
Code of 1986 regarding the treatment of 
cancellation of student loans) 
On page 77, between lines 11 and 12, insert 

the following: 
SEC. . TREATMENT OF CANCELLATIION OF CER-

TAIN STUDENT LOANS. 
(a) CERTAIN LOANS BY EXEMPT ORGANIZA-

TIONS.— 
(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 insert-
ing the following: 

‘‘(D) any educational organization de-
scribed in section 170(b)(1)(A)(ii) if such loan 
is made— 

‘‘(i) pursuant to an agreement with any en-
tity described in subparagraph (A), (B), or (C) 
under which the funds from which the loan 
was made were provided to such educational 
organization, or 

‘‘(ii) pursuant to a program of such edu-
cational organization which is designed to 
encourage its students to serve in occupa-
tions with unmet needs or in areas with 
unmet needs and under which the services 
provided by the students (or former stu-
dents) are for or under the direction of a gov-
ernmental 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 de-
scribed or by an organization exempt from 
tax under section 501(a) to refinance a loan 
meeting the requirements of the preceding 
sentence.’’ 

(2) EXCEPTION FOR DISCHARGES ON ACCOUNT 
OF SERVICES PERFORMED FOR CERTAIN LEND-
ERS.—Subsection (f) of section 108 is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(3) EXCEPTION FOR DISCHARGES ON ACCOUNT 
OF SERVICES PERFORMED FOR CERTAIN LEND-
ERS.—Paragraph (1) shall not apply to the 
discharge of a loan made by an organization 
described in paragraph (2)(D) (or by an orga-
nization described in paragraph (2)(E) from 
funds provided by an organization described 
in paragraph (2)(D)) if the discharge is on ac-
count of services performed by either such 
organization.’’ 

(b) CERTAIN STUDENT LOANS THE REPAY-
MENT OF WHICH IS INCOME CONTINGENT.— 
Paragraph (1) of section 108(f) is amended by 
striking ‘‘any student loan if’’ and all that 
follows and inserting ‘‘any student loan if— 

‘‘(A) such discharge was pursuant to a pro-
vision of such loan under which all or part of 
the indebtedness of the individual would be 
discharged if the individual worked for a cer-
tain period of time in certain professions for 
any of a broad class of employers, or 

‘‘(B) in the case of a loan made under part 
D of title IV of the Higher Education Act 
1965 which has a repayment schedule estab-
lish under section 455(e)(4) of such Act (relat-
ing to income contingent repayments), such 
discharge is after the maximum repayment 
period under such loan (as prescribed under 
such part).’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to dis-
charges of indebtedness after the date of the 
enactment of this Act. 

Mr. DODD. Mr. President, I rise 
today to offer a modest amendment 
that will make a major difference to 
thousands of young men and women 
who chose careers in community serv-
ice. 

As is well-known, the rewards of a 
community service job are not the sal-
aries. Few choose teaching in Head 
Start, working for the Jesuit Volun-
teer Corps, or a career in nursing with 
the expectation of riches, big houses or 
luxurious vacations. In fact, for too 
many in these fields the salaries are 
substandard and pension and other ben-
efits are questionable. The rewards 
come from knowing at the end of the 
day that they have made a difference 
in the lives of children and others in 
their communities. 

Many of these careers require post- 
secondary education, and today, higher 
education means debt. In 1995–96, total 
federal student loan debt rose to over 
$24 billion dollars; $264 million in my 
home state of connecticut. Nearly 7 
million students borrowed to meet the 
costs of college. 

Mr. President, I believe we must do 
more about this problem of rising stu-
dent debt. Not only are students de-
terred from pursuing rewarding, com-
munity-related work, but they and 
their families are also being scared off 
from pursuing the dream of higher edu-
cation at all. This undermines our 
economy and nation as a whole; it is 
clear we will not be able to meet the 
challenges of the next century without 
harnessing and nurturing the talents of 
all Americans. 

For nearly 40 years, this is what fed-
eral higher education policy has been 
about—from the GI bill to Pell grants, 
the federal government has provided 
the means for millions of Americans to 
attend college. Rising costs, and the in-
creasing reliance on loans to finance 
them, is beginning to undermine our 
central federal commitment. 

There are some good things, but 
many missed opportunities, In the bill 
before us today. The modified HOPE 
Scholarship should be improved and I 
support amendments to do so. The tax 
deduction for student loan interest, 
and some of the family savings provi-

sions will also assist families in meet-
ing the costs of higher education. 

But there is a great deal missing. 
Most notably, the President’s proposal 
to support lifelong learning through a 
$10,000 tax deduction for tuition. This 
tax relief is critical to America’s fami-
lies and others pursuing higher edu-
cation beyond the first two years. Con-
tinuing education is vitally important 
for nurses, teachers, technical workers 
and others. Yet this package does little 
for them to assist in these efforts. The 
Democratic alternative rightly re-
stored this critical benefit. 

In addition, few of these tax advan-
tages go to the neediest students and 
their families, despite the fact that 
this is the group with the most limited 
access to higher education. I hope that 
we can make progress on these fronts 
during today’s consideration of this 
bill. 

Mr. President, this amendment also 
helps fill in the gaps in this bill. With 
rising student indebtedness, students 
literally cannot afford to take jobs as 
Head Start teachers, nurses or police 
officers. As a result, we and all our 
communities lose the talents and ener-
gies of these trained and motivated 
young people. 

The DODD amendment supports the 
work of students who chose a career in 
community service by ensuring that 
they are not disadvantaged in the 
treatment of loan forgiveness associ-
ated with their work. 

It is not uncommon that public and 
private non-profit student loan pro-
grams provide for the forgiveness of a 
student’s loans should that student 
chose to go into certain community 
service fields. For instance, the Fed-
eral Perkins Loan programs provides 
forgiveness for Head Start teachers, 
teachers in certain urban and rural 
areas, police officers, nurses, members 
of the Armed Forces and certain oth-
ers. 

However, the Tax Code currently dis-
advantages those students who receive 
loan forgiveness from the private sec-
tor. The amount forgiven by nonpublic 
entities is currently treated as income, 
which can result in much higher tax li-
ability for the student, undermining 
the effect of this important benefit. 

Specifically, this amendment would 
expand section 108(f) of the Internal 
Revenue Code so that an individual’s 
gross income does not include forgive-
ness of loans made by tax-exempt char-
itable organizations, such as univer-
sities or private foundations, if the pro-
ceeds of such loans are used to pay 
costs of attendance at an educational 
institution or to refinance outstanding 
student loans and the student is not 
employed by the lender organization. 
As under present law, the Section 108 
(f) exclusion would apply only if the 
forgiveness is contingent on the stu-
dent’s working for a certain period of 
time in certain professions for any of a 
broad class of employers, so long as a 
public service requirement is met. 

The exclusion also corrects an over-
sight in the enactment of the income 
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contingent repayment option under the 
current student loan program, which 
provides low-income, high-debt stu-
dents with the option of stretching out 
their payments over 25 years. This pro-
gram allows students to pursue inter-
ests in lower paying fields while con-
tinuing to meet their obligations to 
the tax payers to repay their student 
loans. If the student makes payments 
for 25 years and still has a remaining 
balance, the Government forgives their 
loan. Unfortunately, when we enacted 
this vital program, we neglected to 
clarify that this forgiveness should not 
be taxable. This amendment would 
make this correction and fulfill the 
Government’s promise to needy stu-
dents. 

This initiative has been scored by the 
Joint Tax Committee to have a mini-
mal impact on revenue and therefore 
this amendment does not require off-
setting revenues. The administration 
supports this initiative and it is also 
included in Chairman ARCHER’s house 
bill. 

Mr. President, I believe this is a sim-
ple step we can take to assist thou-
sands of young people who chose ca-
reers in community service, and I urge 
my colleagues to support it. 

AMENDMENT NO. 559 
(Purpose: To exclude from unrelated business 

taxable income for certain charitable gam-
bling) 
‘‘(j) QUALIFIED GAMES OF CHANCE.— 
(1) IN GENERAL.—The term ‘‘unrelated 

trade or business’’ does not include the ac-
tivity of qualified games of chance. 

(2) QUALIFIED GAMES OF CHANCE.—For pur-
poses of this subsection, the term ‘‘qualified 
games of chance means any game of chance, 
other than provided in subsection (f), con-
ducted by an organization if— 

‘‘(A) such organization is licensed pursuant 
to State law to conduct such game, 

‘‘(B) only organizations which are orga-
nized as nonprofit corporations or are ex-
empt from tax under section 501(a) may be so 
licensed to conduct such game within the 
State, and 

‘‘(C) the conduct of such game does not 
violate State or local law.’’ 

On page 211, between lines 5 and 6, insert 
the following: 
SEC. 724. DISTRIBUTIONS FROM INDIVIDUAL RE-

TIREMENT ACCOUNTS MAY BE USED 
WITHOUT PENALTY TO REPLACE OR 
REPAIR PROPERTY DAMAGED IN 
PRESIDENTIALLY DECLARED DIS-
ASTER AREAS. 

(a) IN GENERAL.—Section 72(t)(2) (relating 
to exceptions to 10-percent additional tax on 
early distributions), as amended by sections 
203 and 303, is amended by adding at the end 
the following new subparagraph: 

‘‘(G) DISTRIBUTIONS FOR DISASTER-RELATED 
EXPENSES.—Distributions from an individual 
retirement plan which are qualified disaster- 
related distributions.’’ 

(b) QUALIFIED DISASTER-RELATED DISTRIBU-
TIONS.—Section 72(t), as amended by sections 
203 and 303, is amended by adding at the end 
the following new paragraph: 

‘‘(9) QUALIFIED DISASTER-RELATED DISTRIBU-
TIONS.—For purposes of paragraph (2)(E)— 

‘‘(A) IN GENERAL.—The term ‘qualified dis-
aster-related distribution’ means any pay-
ment or distribution received by an indi-
vidual to the extent that the payment or dis-
tribution is used by such individual within 60 

days of the payment or distribution to pay 
for the repair or replacement of tangible 
property which is disaster-damaged prop-
erty. 

‘‘(B) LIMITATIONS.— 
‘‘(i) ONLY DISTRIBUTIONS WITHIN 2 YEARS.— 

The term ‘qualified disaster-related distribu-
tion’ shall only include any payment or dis-
tribution which is made during the 2-year pe-
riod beginning on the date of the determina-
tion referred to in subparagraph (D). 

‘‘(ii) DOLLAR LIMITATION.—Such term shall 
not include distributions to the extent the 
amount of such distributions exceeds $10,000 
during the 2-year period described in clause 
(i). 

‘‘(C) DISASTER-DAMAGED PROPERTY.—The 
term ‘disaster-damaged property’ means 
property— 

‘‘(i) which was located in a disaster area on 
the date of the determination referred to in 
subparagraph (C), and 

‘‘(ii) which was destroyed or substantially 
damaged as a result of the disaster occurring 
in such area. 

‘‘(D) DISASTER AREA.—The term ‘disaster 
area’ means an area determined by the Presi-
dent during 1997 to warrant assistance by the 
Federal Government under the Robert T. 
Stafford Disaster Relief and Emergency As-
sistance Act.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to payments 
and distributions after December 31, 1996, 
with respect to disasters occurring after 
such date. 
SEC. 725. ELIMINATION OF 10 PERCENT FLOOR 

FOR DISASTER LOSSES. 
(a) GENERAL RULE.—Section 165(h)(2)(A) 

(relating to net casualty loss allowed only to 
the extent it exceeds 10 percent of adjusted 
gross income) is amended by striking clauses 
(i) and (ii) and inserting the following new 
clauses: 

‘‘(i) the amount of the personal casualty 
gains for the taxable year, 

‘‘(ii) the amount of the federally declared 
disaster losses for the taxable year (or, if 
lesser, the net casualty loss), plus 

‘‘(iii) the portion of the net casualty loss 
which is not deductible under clause (ii) but 
only to the extent such portion exceeds 10 
percent of the adjusted gross income of the 
individual. 

For purposes of the preceding sentence, the 
term ‘net casualty loss’ means the excess of 
personal casualty losses for the taxable year 
over personal casualty gains.’’ 

(b) FEDERALLY DECLARED DISASTER LOSS 
DEFINED.—Section 165(h)(3) (relating to 
treatment of casualty gains and losses) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) FEDERALLY DECLARED DISASTER 
LOSS.— 

‘‘(i) IN GENERAL.—The term ‘federally de-
clared disaster loss’ means any personal cas-
ualty loss attributable to a disaster occur-
ring during 1997 in an area subsequently de-
termined by the President of the United 
States to warrant assistance by the Federal 
Government under the Robert T. Stafford 
Disaster Relief and Emergency Assistance 
Act. 

‘‘(ii) DOLLAR LIMITATION.—Such term shall 
not include personal casualty losses to the 
extent such losses exceed $10,000 for the tax-
able year.’’ 

(c) CONFORMING AMENDMENT.—The heading 
for section 165(h)(2) is amended by striking 
‘‘NET CASUALTY LOSS’’ and inserting ‘‘NET 
NONDISASTER CASUALTY LOSS’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to losses at-
tributable to disasters occurring after De-
cember 31, 1996, including for purposes of de-
termining the portion of such losses allow-

able in taxable years ending before such date 
pursuant to an election under section 165(i) 
of the Internal Revenue Code of 1986. 

AMENDMENT NO. 561 
(Purpose: To authorize the Secretary of the 

Treasury to abate the accrual of interest 
on income tax underpaymnets by tax-
payers located in Presidentially declared 
disaster areas if the Secretary extends the 
time for filing returns and payment of tax 
(and waives any penalties relating to the 
failure to so file or so pay) for such tax-
payers) 
Ordered to lie on the table and to be print-

ed. 
Amendment intended to be proposed by 

Mr. DORGAN. 
Viz: 
On page 211, between lines 5 and 6, insert 

the following: 
SEC. 724. ABATEMENT OF INTEREST ON UNDER-

PAYMENTS BY TAXPAYERS IN PRESI-
DENTIALLY DECLARED DISASTER 
AREAS. 

(a) IN GENERAL.—Section 6404 (relating to 
abatements) is amended by adding at the end 
the following: 

‘‘(h) ABATEMENT OF INTEREST ON UNDER-
PAYMENTS BY TAXPAYERS IN PRESIDENTIALLY 
DECLARED DISASTER AREAS.— 

‘‘(1) IN GENERAL.—If the Secretary extends 
for any period of time for filing income tax 
returns under section 6081 and the time for 
paying income tax with respect to such re-
turns under section 6161 (and waives any pen-
alties relating to the failure to so file or so 
pay) for any individual located in a Presi-
dentially declared disaster area, the Sec-
retary shall abate for such period the assess-
ment of any interest prescribed under sec-
tion 6601 on such income tax. 

‘‘(2) PRESIDENTIALLY DECLARED DISASTER 
AREA.—For purposes of paragraph (1), the 
term ‘Presidentially declared disaster area’ 
means, with respect to any individual, any 
area which the President has determined 
during 1997 warrants assistance by the Fed-
eral Government under the Robert T. Staf-
ford Disaster Relief and Emergency Assist-
ance Act. 

‘‘(3) INDIVIDUAL.—For purposes of this sub-
section, the term ‘individual’ shall not in-
clude any estate or trust.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to disasters 
declared after December 31, 1996. 

AMENDMENT NO. 562 
At the appropriate place, insert the fol-

lowing: 
SEC. SURVIVOR BENEFITS FOR PUBLIC SAFETY 

OFFICERS KILLED IN THE LINE OF 
DUTY. 

IN GENERAL.—Part III of subchapter B of 
chapter 1 (relating to items specifically ex-
cluded from gross income) is amended by re-
designating section 138 as section 139 and by 
inserting after section 137 the following new 
section: 
‘‘SEC. 138. SURVIVOR BENEFITS ATTRIBUTABLE 

TO SERVICE BY A PUBLIC SAFETY 
OFFICER WHO IS KILLED IN THE 
LINE OF DUTY. 

‘‘(A) IN GENERAL.—Gross income shall not 
include any amount paid as a survivor annu-
ity on account of the death of a public safety 
officer (as such term is defined in section 
1204 of the Omnibus Crime Control and Safe 
Streets Act of 1968) killed in the line of 
duty— 

‘‘(1) if such annuity is provided under a 
governmental plan which meets the require-
ments of section 401(1) to the spouse (or a 
former spouse) of the public safety officer or 
to a child of such officer; and 

‘‘(2) to the extent such annuity is attrib-
utable to such officer’s service as a public 
safety officer. 
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‘‘(b) EXCEPTIONS.— 
‘‘(1) IN GENERAL.—Subsection (a) shall not 

apply with respect to the death of any public 
safety officer if— 

‘‘(A) the death was caused by the inten-
tional misconduct of the officer or by such 
officer’s intention to bring about such offi-
cer’s death; 

‘‘(B) the officer was voluntarily intoxi-
cated (as defined in section 1204 of the Omni-
bus Crime Control and Safe Streets Act of 
1968) at the time of death; or 

‘‘(C) the officer was performing such offi-
cer’s duties in grossly negligent manner at 
the time of death. 

‘‘(2) EXCEPTION FOR BENEFITS PAID TO CER-
TAIN INDIVIDUALS.—Subsection (a) shall not 
apply to any payment to an individual whose 
actions were a substantial contributing fac-
tor to the death of the officer. 

(b) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to 
amounts received in taxable years beginning 
after December 31, 1996, with respect to indi-
viduals dying after such date. 

AMENDMENT NO. 563 
(Purpose: To clarify the tax treatment of 

certain disability benefits received by 
former police officers or firefighters) 
On page 267, between lines 15 and 16, insert 

the following: 
SEC. . TREATMENT OF CERTAIN DISABILITY 

BENEFITS RECEIVED BY FORMER 
POLICE OFFICERS OR FIRE-
FIGHTERS. 

(a) GENERAL RULE.—For purposes of deter-
mining whether any amount to which this 
section applies is excludable from gross in-
come under section 104(a)(1) of the Internal 
Revenue Code of 1986, the following condi-
tions shall be treated as personal injuries or 
sickness in the course of employment: 

(1) Heart disease. 
(2) Hypertension. 
(b) AMOUNTS TO WHICH SECTION APPLIES.— 

This section shall apply to any amount— 
(1) which is payable— 
(A) to an individual (or to the survivors of 

an individual) who was a full-time employee 
of any police department or fire department 
which is organized and operated by a State, 
by any political subdivision thereof, or by 
any agency or instrumentality of a State or 
political subdivision thereof, and 

(B) under a State law (as in existence on 
July 1, 1992) which irrebuttably presumed 
that heart disease and hypertension are 
work-related illnesses but only for employ-
ees separating from service before such date; 
and 

(2) which is received in calendar year 1989, 
1990, or 1991. 

For purposes of the preceding sentence, the 
term ‘‘State’’ includes the District of Colum-
bia. 

(c) WAIVER OF STATUTE OF LIMITATIONS.— 
If, on the date of the enactment of this Act 
(or at any time within the 1-year period be-
ginning on such date of enactment) credit or 
refund of any overpayment of tax resulting 
from the provisions of this section is barred 
by any law or rule of law, credit or refund of 
such overpayment shall, nevertheless, be al-
lowed or made if claim therefore is filed be-
fore the date 1 year after such date of enact-
ment. 
SEC. . REMOVAL OF DOLLAR LIMITATION ON 

BENEFIT PAYMENTS FROM A DE-
FINED BENEFIT PLAN MAINTAINED 
FOR CERTAIN POLICE AND FIRE EM-
PLOYEES. 

(a) IN GENERAL.—Subparagraph (G) of sec-
tion 415(b)(2) of the Internal Revenue Code of 
1986 is amended by striking ‘‘participant—’’ 
and all that follows and inserting ‘‘partici-
pant, subparagraphs (C) and (D) of this para-

graph and subparagraph (B) of paragraph (1) 
shall not apply.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to years 
beginning after December 31, 1996. 

AMENDMENT NO. 564 
(Purpose: To provide for diversification in 

section 401(k) plan investments) 
On page 208, between lines 16 and 17, insert 

the following: 
SEC. . DIVERSIFICATION IN SECTION 401(k) 

PLAN INVESTMENTS. 
(a) LIMITATIONS ON INVESTMENT IN EM-

PLOYER SECURITIES AND EMPLOYER REAL 
PROPERTY BY CASH OR DEFERRED ARRANGE-
MENTS.—Section 407(d)(3) of the Employee 
Retirement Income Security Act of 1974 (29 
U.S.C. 1107(d)(3)) is amended by adding at the 
end the following: 

‘‘(D)(i) the term ‘eligible individual ac-
count plan’ does not include that portion of 
an individual account plan that consists of 
elective deferrals (as defined in section 
402(g)(3) of the Internal Revenue Code of 1986) 
pursuant to a qualified cash or deferred ar-
rangement as defined in section 401(k) of the 
Internal Revenue Code of 1986 (and earnings 
allocable thereto), if such elective deferrals 
(or earnings allocable thereto) are required 
to be invested in qualifying employer securi-
ties or qualifying employer real property or 
both pursuant to the documents and instru-
ments governing the plan or at the direction 
of a person other than the participant on 
whose behalf such elective deferrals are 
made to the plan (or the participant’s bene-
ficiary). 

‘‘(ii) For purposes of subsection (a), such 
portion shall be treated as a separate plan. 

‘‘(iii) This subparagraph shall not apply to 
an individual account plan if the fair market 
value of the assets of all individual account 
plans maintained by the employer equals not 
more than 10 percent of the fair market 
value of the assets of all pension plans main-
tained by the employer. 

‘‘(iv) This subparagraph shall not apply to 
an individual account plan that is an em-
ployee stock ownership plan as defined in 
section 409(a) or 4975(e)(7) of the Internal 
Revenue Code.’’. 

(v) This subparagraph shall not apply to an 
individual account plan if not more than 1 
percent of an employees eligible compensa-
tion deposited to the plan as an elective de-
ferral (as so defined) is required to be in-
vested in the qualifying employer securities. 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to employer securi-
ties and employer real property acquired 
after the beginning of the first plan year be-
ginning after the 90th day after the date of 
enactment of this Act. 

(2) SPECIAL RULE FOR CERTAIN ACQUISI-
TIONS.—Employer securities and employer 
real property acquired pursuant to a binding 
written contract to acquire such securities 
and real property in effect on the date of en-
actment of this Act and at all times there-
after, shall be treated as acquired imme-
diately before such date. 

AMENDMENT NO. 565 
(Purpose: To expand non-Amtrak States’ use 

of the Intercity Passenger Rail Funds) 
Beginning on page 189, line 24, strike ‘‘and’’ 

and all that follows through page 190, line 1, 
and insert the following: 

‘‘(III) capital expenditures related to rail 
operations for Class II or Class III rail car-
riers in the State, 

‘‘(IV) any project that is eligible to receive 
funding under section 5309, 5310, or 5311 of 
title 49, United States Code. 

‘‘(V) any project that is eligible to receive 
funding under section 130 of title 23, United 
States Code, and 

‘‘(VI) the payment of interest. 

AMENDMENT NO. 553 
The PRESIDING OFFICER. And 

amendment No. 553 as a part of that 
agreement is agreed to. 

The amendment (No. 553) was agreed 
to, as follows: 

AMENDMENT NO. 553 
(Purpose: To express the sense of the Senate 

that the Internal Revenue Code of 1986 
needs reform) 
At the end of page 11, insert the following: 

SEC. . SENSE OF THE SENATE REGARDING RE-
FORM OF THE INTERNAL REVENUE 
CODE OF 1986. 

(a) FINDINGS.—The Senate finds that— 
(1) the Internal Revenue Code of 1986 (‘‘tax 

code’’) is unnecessarily complex, having 
grown from 14 pages at its inception to 3,458 
pages by 1995; 

(2) this complexity resulted in taxpayers 
spending about 5,300,000,000 hours and 
$225,000,000,000 trying to comply with the tax 
code in 1996; 

(3) the current congressional budgetary 
process is weighted too heavily toward tax 
increases, as evidenced by the fact that since 
1954 there have been 27 major bills enacted 
that increased Federal income taxes and 
only 9 bills that decreased Federal income 
taxes, 3 of which were de minimis decreases; 

(4) the tax burden on working families has 
reached an unsustainable level, as evidenced 
by the fact that in 1948 the average Amer-
ican family with children paid only 4.3 per-
cent of its income to the Federal Govern-
ment in direct taxes and today the average 
family pays about 25 percent; 

(5) the tax code unfairly penalizes saving 
and investment by double taxing these ac-
tivities while only taxing income used for 
consumption once, and as a result the United 
States has one of the lowest saving rates, at 
4.7 percent, in the industrialized world; 

(6) the tax code stifles economic growth by 
discouraging work and capital formation 
through excessively high tax rates; 

(7) Congress and the President have found 
it necessary, on 2 separate occasions, to 
enact laws to protect taxpayers from the 
abuses of the Internal Revenue Service and a 
third bill has been introduced in the 105th 
Congress; and 

(8) the complexity of the tax code has in-
creased the number of Internal Revenue 
Service employees responsible for admin-
istering the tax laws to 110,000 and this costs 
the taxpayers $9,800,000,000 each year. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that— 

(1) the Internal Revenue Code of 1986 needs 
broad-based reform; and 

(2) the President should submit to Con-
gress a comprehensive proposal to reform the 
Internal Revenue Code of 1986. 

The PRESIDING OFFICER. Who 
seeks the floor? 

Mr. COATS addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Indiana. 
Mr. COATS. May I inquire now what 

the time situation is? 
f 

MORNING BUSINESS 

The PRESIDING OFFICER. We are 
now in a period of morning business 
with Senators being recognized for up 
to 10 minutes. 

Mr. COATS. Mr. President, I would 
ask to speak as if in morning business. 

The PRESIDING OFFICER. The Sen-
ator has that right. 
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QUALITY CHILD CARE 

Mr. COATS. Mr. President, in re-
sponding to the amendment of the Sen-
ator from Vermont, as also addressed 
by the Senator from Connecticut, let 
me state that I share the goal of seek-
ing ways to provide quality child care. 
This is something that I have sup-
ported, have worked on with the Sen-
ators. Clearly, as we are looking par-
ticularly at welfare reform, we are 
going to have increasing need for child 
care. We all want that to be quality 
child care. 

The goal that I had when we worked 
on the ABC bill several years ago was 
to make sure that the options available 
to parents for child care were not lim-
ited in any particular way. I was con-
cerned about certification require-
ments. I was concerned about quality 
standard requirements because, clear-
ly, at that time, and it is still the case 
today, the choice of the majority of 
parents relative to child care for their 
children is not a child care center but 
taking care of that child in the home, 
often by a neighbor, by a friend, by a 
relative, placing their child in a family 
child care situation, whether it is a 
church or a home or some other entity. 

Several Senators on this floor have 
talked in the welfare debate about 
training welfare mothers in projects or 
allowing them to be child care pro-
viders as other people under welfare 
will be seeking work. All that makes a 
great deal of sense. My concern with 
the Jeffords amendment is that it gives 
preferential treatment to just one 
choice, and therefore places those 
other forms of child care at a disadvan-
tage. It doesn’t take away options, I 
concede that, but it does place them at 
a disadvantage because you are biasing 
the choice. 

Now, it is a worthy goal to attempt 
to encourage a better quality care. 
But, of course, every time we get into 
this debate and discussion, it is always 
the State that defines what the quality 
care is, and the concern is that what is 
quality care to a State agency or a 
State bureaucracy is not the same 
standards of quality care that a parent 
might choose for their child. 

In a sense we are getting back to the 
same argument as we had before, and 
that is who is in a better position to 
determine what is best for the child in 
the interest of the child. Is it the par-
ent who is in a better position to deter-
mine what their child needs in terms of 
child care and what the quality of that 
care is, or is a Government entity in a 
better position, or a piece of legislation 
able to describe what a better quality 
child care would be? 

So in this provision we are giving a 
preferential treatment to only one 
kind of child care, and that is child 
care selected by less than a majority of 
parents who place their children in 
child care. The latest figures I have are 
that 32.9 percent of parents place their 
children with relatives for child care, 
and those parents will not qualify, nec-
essarily qualify for a bonus. They may 

not have the education, meet the edu-
cational criteria. They might not meet 
what the State determines as the qual-
ity criteria for their child, but as a par-
ent I can tell you I would much rather 
place my child with a relative than I 
would with a child care center. 

Mr. DODD. Will my colleague yield 
for a second? 

Mr. COATS. I would be happy to 
yield. 

Mr. DODD. We are very sensitive to 
these concerns, as my colleague has 
raised these issue on numerous occa-
sions. I should have stated at the out-
set that the Senator from Indiana 
chairs the Subcommittee on Children 
and Families, on which I have been 
proud to serve as ranking member. He 
has been instrumental for so many 
years in helping children and families. 
I hold him in high regard on this issue. 

If I can read this briefly from the 
amendment for my colleague from In-
diana—the terms credentialing and ac-
creditation are used to refer to formal 
credentialing and accreditation proc-
esses by a private nonprofit or public 
entity that is State recognized (min-
imum requirements: age-appropriate 
health and safety standards, age-appro-
priate developmental and educational 
activities as an integral part of the 
program, outside monitoring of the 
program/individual accreditation/ 
credentialing instruments based on 
peer-validated research programs/fa-
cilities meet any applicable state and 
local licensing requirements, and on- 
going staff development/training which 
includes related skills testing). There 
are several organizations and a few 
states that currently provide accredi-
tation and/or credentialing for early 
childhood development programs, child 
care and child care providers. 

That language was drafted with help 
by religious and non-profit groups. We 
specifically provide that they may cre-
ate standards. We have really gotten 
away from the notion that standards 
must be set at the Federal level. Cen-
ters and providers certified and 
accreditated by private nonprofits 
would qualify for the tax credit. 

Mr. COATS. But the Senator would 
agree, would he not, that it does pro-
vide a preference that is not available 
to many providers of child care that 
might be perfectly acceptable providers 
of child care for the children of those 
parents? 

Mr. DODD. I do not disagree. There is 
an incentive. You still get the credit 
for using a non-accredited provider, but 
you simply get a larger one if you use 
one that has been accredited or cer-
tified. Our goal here is to try and get 
standards up for all child care setting, 
whether a home-based care program, a 
church-based care program, or a public 
setting. 

I am not arguing that a parent or a 
grandparent can’t provide terrific child 
care. But, we just want to make sure 
that at least we are encouraging qual-
ity standards, whether State estab-
lished or private nonprofit standards, 

to increase the opportunity for that 
child to get the proper kind of care. 

Mr. COATS. I understand the motiva-
tion. My concern is that there will be a 
large number of child care providers 
who will not meet those standards, will 
be put in a position that is less pref-
erential than those who do meet the 
standards, and yet the standards might 
not necessarily be what the parent de-
termines to be the best care and the 
best nurturing for that particular 
child. 

For instance, let us say a child care 
provider does not read, cannot read. 
Would that person ever be able to qual-
ify for the standards? Probably not, be-
cause we are talking about a devel-
oping child. Yet, if the Senator had the 
privilege, as I and many of us did, of 
attending the national prayer break-
fast this year, Dr. Ben Carson, head of 
neurosurgery at Johns Hopkins Univer-
sity, one of the world’s foremost neuro-
surgeons, was raised by a mother who 
could not read. After I saw what prod-
uct came out of that child rearing, I 
would want my child raised by his 
mother. Yet, obviously, the Senator’s 
bill would not take away that choice, 
but clearly that individual would not 
qualify, with those standards, for the 
preference given under the Jeffords 
amendment. 

You used the words ‘‘nurturing’’ and 
‘‘caring.’’ Nurturing and caring, as we 
learned in our hearing on development 
of the brain and other hearings on 
child care, is the most important as-
pect of early child care. It is not flash 
cards, it is not introducing kids to 
computers, it is the one-on-one bonds 
that are formed. Yet, we are putting 
those people at a different level. We are 
saying they really don’t qualify for the 
higher accountability standards be-
cause they have not had the training, 
they have not had the education, they 
have not met the standards of what-
ever group sets those standards. 

I am simply saying I think the par-
ents ought to set the standards. I think 
the parents ought to determine what is 
in the best interests of the child with-
out a bias against someone who they 
deem is best in favor of someone who 
happens to meet the standard set by a 
particular group. 

It is a dilemma. I understand what 
the Senators are trying to do because 
that is a goal I think we ought to work 
toward. But I think it does so by send-
ing a message that this level of child 
care that meets the standards is better 
for your child than the determination 
that you might make in terms of hav-
ing a relative, of having a neighbor, of 
having someone down the street who 
doesn’t necessarily qualify. That is my 
concern. 

Mr. JEFFORDS. Will the Senator 
yield? 

Mr. COATS. I will be happy to yield 
to the Senator. 

Mr. JEFFORDS. There is nothing the 
Senator says that we disagree with. 
But if you take a look at the studies 
that give you an idea of children who 
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are being placed in situations which do 
not have that kind of care, the ques-
tion is whether you should reward 
them the same as you do others that do 
have good health care. In this study, 40 
percent of the health care provided in-
fants in child care centers was poten-
tially injurious. Fifteen percent of cen-
ter-based child care for all preschoolers 
was so bad that the child’s health and 
safety were threatened; 70 percent were 
mediocre. This is the study. 

If you are faced with those, and you 
understand the dramatic problems that 
can cause in a child, then you ought to 
have some way to give the parents of 
children a means of determining that 
they can be assured they are not going 
to have their child damaged. Granted, 
family situations or whatever else is 
some of the best care, obviously, and 
loving and nurturing. A parent is prob-
ably better than most child care things 
you can do. But at least people ought 
to know that there is someone who is 
saying your child is not going to be in-
jured in that care. That is all we are 
trying to do. 

Mr. COATS. We can all quote studies. 
I could also pull out the study that 
shows that children are at a much 
higher risk of infection and illness and 
even accidents in child care centers 
than they are in the arms of a next- 
door neighbor. 

The PRESIDING OFFICER. The time 
of the Senator has expired. 

Mr. DODD. Mr. President, I ask unan-
imous consent for time just to make 
one quick point to my colleague here. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. DODD. Just a quick point. I want 
to point out this amendment of ours is 
phased in over 5 years, so there will be 
plenty of notice and time here for pro-
viders to try to get themselves ready 
to met quality standards. We do not 
rush this in; we allow time for pro-
viders and families to learn about and 
to prepare for higher quality care. 

My second point is that accredited or 
certified settings cost a bit more. If 
parents want to place their children in 
those situations, given the fact it costs 
more, our providing a tax incentive 
with a bit more of a break makes 
sense. I thank my colleague for allow-
ing me to make those points to my col-
league. 

Mr. JEFFORDS. If I may follow on 
that just very briefly, again, studies 
say— 

The PRESIDING OFFICER. The time 
of the Senator has expired. 

Mr. COATS. Mr. President, I ask 
unanimous consent for 1 additional 
minute so the Senator can finish his 
point and I can. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. JEFFORDS. I would like to point 
out that one-quarter of all parents con-
tacted in a nationwide survey said they 
would like to change their present 
child care arrangements, but they can-
not find or afford better quality care. 
This is big reason for this amendment. 

We are trying to help people with lim-
ited resources by shifting the money 
where it will do best, provide access to 
best child care. 

Mr. COATS. Mr. President, just in re-
sponse, I would say I think it sends a 
signal. It sends a signal if you have a 
State stamp of approval or certified 
group stamp of approval that your 
child is going to get better quality care 
there than if you do not have that. Yet, 
we know parents’ preferences are, for a 
majority of parents, to place their chil-
dren in situations where they don’t 
have any State or certifying agency 
stamp of approval, but they are going 
to be looked at potentially as sec-
ondary care when it is not secondary 
care. It is in many cases superior care. 
Because they trust a relative, they 
trust a neighbor, they trust a family 
home care, even though it doesn’t nec-
essarily qualify for the certification 
standards. That is my concern with the 
amendment. 

The PRESIDING OFFICER. The Sen-
ator from New Jersey. 

Mr. CHAFEE. Mr. President, before 
he starts, I wonder if I might just make 
a point. As I understand it, each Sen-
ator has 8 minutes, is that correct? 

The PRESIDING OFFICER. Ten min-
utes. 

Mr. CHAFEE. The hour is late. I hope 
everybody will stick by their assigned 
10 minutes. 

The PRESIDING OFFICER. The Sen-
ator from New Jersey. 

f 

TAXING SEVERANCE PAY 
Mr. TORRICELLI. Mr. President, 

throughout the course of this day, 
Members of the Senate have offered 
amendments which on occasion were of 
considerable benefit to people of great 
wealth, to encourage them to make in-
vestments for the benefit of our econ-
omy. As we have just witnessed, on oc-
casion during the day, Members of the 
Senate have offered amendments for 
people of modest incomes, to encourage 
their savings, help them with the high 
cost of living and raising children. In-
deed, many segments of society will 
find in this tax legislation various 
forms of benefits—to help with retire-
ment and health and the rearing of 
children. 

Tomorrow, I will offer an amendment 
to the bill, not designed for those of 
high income and not specifically for 
those of moderate income. More par-
ticularly, it is designed for those of no 
income. 

The leading cause of unemployment 
in America for the last decade remains 
large-scale corporate downsizing. Even 
in a healthy economy, because of the 
introductions of new technologies, re-
quirements of new skills, changes in 
trading patterns, acquisitions, merg-
ers, people who are competitive, people 
who get up every day and work hard 
and are devoted to their communities, 
their families and their professions, 
their jobs, through no fault of their 
own, can find themselves in a situation 
without employment. 

Indeed, in the last decade 20 million 
Americans have been excused from 
their employment because of a large- 
scale corporate downsizing. But, in a 
considerable and rising tide of cor-
porate responsibility, many of these 
companies have adopted the modern 
practice of giving severance pay to 
their employees. It is a chance, by the 
corporation, to give to the employee 
modest amounts of money upon their 
departure to reorganize their lives, 
seek new skills, move to a new loca-
tion, start a business or go into retire-
ment. 

Indeed, in a recent experience in my 
own State of New Jersey, one of the 
largest corporations in America, 
AT&T, only a year ago laid off 40,000 
employees in a single announcement. A 
third of those employees decided to 
start their own businesses. A third 
went into retirement. Indeed, only a 
minority ever found employment in the 
short term under similar cir-
cumstances, and they were all offered 
severance pay. 

The problem, and it is the subject of 
my amendment tomorrow, is that 
while corporate America is offering 
this severance pay for people to con-
tinue and reorganize their lives in this 
competitive economic environment, 
the Government responds by taxing the 
severance pay up to a third, as if it 
were income. Imagine the cir-
cumstances. You have worked in a 
company all of your life and because of 
a merger or acquisition, a skill you 
may no longer possess, a change in the 
economy, even in good times you are 
excused from your employment, given 
$5,000 or $10,000, which you think goes 
best to continuing your education or 
opening a small business. Yet, when it 
is time to pay your Federal taxes, the 
Government takes a third of it from 
you, money that can make the dif-
ference in whether or not you can reor-
ganize your life, move to a different 
place in the country to seek new em-
ployment, pay a tuition, or start your 
business. 

The amendment I offer tomorrow is 
as simple as it is important. The first 
$3,000 of any severance package offered 
to any employee in America whose sev-
erance package is less than $150,000, if 
that person does not get reemployment 
in 6 months, up to 95 percent of their 
previous compensation, that $3,000 is 
tax-free. The person should use it for 
what is best for themselves, their own 
families and their own future. 

I know at a time when our economy 
is growing, unemployment is low, a 
time of relative economic prosperity, 
few people are thinking about those 
who are without employment. In which 
State in this country, in what commu-
nity have we not witnessed, through 
these extraordinary economic changes 
that indeed are the signature of our 
time, the dislocations of the market-
place? The times when many Ameri-
cans would gain employment at the age 
of 18 or 22 or 25 or 30 and remain with 
a corporation most of their lives, those 
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times have passed. The times when you 
gain skills in high school or college, 
and sought and obtained and retained 
employment all of your life with those 
skills, those times have passed. Even in 
good economic times, the length of em-
ployment with a single employer is 
shrinking. The consistency of employ-
ment with any employer is being re-
duced. 

What I offer is a response, a chance 
to make this tax bill relevant to those 
20 million Americans who may in the 
next decade find themselves in similar 
circumstances. There is not a Member 
of this Senate who faces this amend-
ment tomorrow who does not have a 
chance to address the people of their 
own State in a critical way, not just 
the 40,000 people of AT&T in my native 
State of New Jersey, but the 2,000 em-
ployees of IBM in New York State who 
are suing at this moment, trying to es-
tablish by law that their severance 
package is not income. 

In the State of Alaska, 1,200 people in 
the fourth quarter of 1996 were laid off; 
88,000 people in the State of California; 
22,000 people in the State of Illinois; 
5,700 people in the State of Minnesota; 
2,800 people in the State of Montana; 
27,000 in Pennsylvania; 11,000 in West 
Virginia. In every State, in thousands 
of communities across this Nation, 
these dislocations have become a part 
of American life. 

I am very proud that tomorrow this 
Senate will adopt a tax bill, one that I 
am proud to vote for, that addresses so 
many different economic concerns of 
this country. It has a reduction in cap-
ital gains taxes for middle- and high- 
income people that is needed to en-
courage investment. I am for it. I am 
going to vote for it. It has a change in 
the inheritance tax to allow families to 
retain family businesses in higher in-
comes, upper-middle-class families; 
IRA’s to encourage families to save for 
education for their children’s welfare. 
Each and every one a legitimate re-
sponse to a real problem. 

Mr. President, this is a problem, too. 
What is it we say to these people who 
want only to keep the money given 
them to reorganize their lives but are 
forced to share it with the Federal 
Government? 

Tomorrow I will offer this amend-
ment and ask for the support of my 
colleagues. Thank you for the time, 
Mr. President, and I yield the floor. 

Mr. FRIST addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Tennessee. 
f 

BALANCED BUDGET 
ENFORCEMENT AMENDMENT 

Mr. FRIST. Mr. President, I rise to 
discuss an important balanced budget 
enforcement amendment that I will 
offer on behalf of myself, Senators CON-
RAD, ABRAHAM, and SESSIONS, tomor-
row morning. 

This amendment evolves from a very 
simple principle, and that is, once we 
get a balanced budget, that it stays 
balanced well into the future. 

This amendment, based on existing 
enforcement mechanisms, has two key 
provisions: 

First, it establishes a 60-vote point of 
order in the Senate against any bill 
that provides or would cause a deficit 
in the year 2002 or in any year there-
after. 

Second, it requires that the Presi-
dent submit a balanced budget in the 
year 2002 and every year thereafter. To 
retain appropriate flexibility, this 
amendment suspends this point of 
order in times of war or in times of re-
cession. This exact same exception is 
provided for in the existing enforce-
ment mechanisms under the current 
law. 

This amendment is also—I should 
add, because I think this is important 
as we bring forth amendments tomor-
row—consistent with the bipartisan 
budget agreement. 

The text of the bipartisan budget 
agreement specifically states that 
‘‘agreed upon budget levels are shown 
on the tables included in this agree-
ment.’’ Under the long-range summary 
table in the agreement, the agreement 
shows a budget surplus of $1 billion in 
the year 2002 and $34 billion in the year 
2007. This means that we are projecting 
a balanced budget in 5 years and in 10 
years. My amendment will strengthen 
our ability to abide by this agreement 
and keep spending under control in the 
future. 

In the bipartisan budget agreement, 
the Congress, the President, Repub-
licans and Democrats, joined together 
to balance the budget in the year 2002. 
But I believe that everyone would 
agree that we don’t just want to bal-
ance the budget in just that 1 year, 
2002, but we want to maintain balance 
every year thereafter. That includes 
the years 2003, 2005, 2010, 2020. 

We must keep focusing on our long- 
term budget picture for one very im-
portant reason: to prepare for the baby 
boomers’ retirement which is just over 
a decade away. We know that the budg-
et agreement does not go far enough in 
addressing this long-term challenge. 

In fairness, the authors of the agree-
ment never claimed that it does. But as 
we approach this new demographic era 
that all of us know is sitting out there 
just about a decade away, we must be 
acutely aware of the situation. In fact, 
we know that right now, 200,000 Ameri-
cans will turn 65 this year. But in 15 
years, in 14 years, in fact, by the year 
2011, 1.5 million Americans will turn 65 
just that year and that trend will con-
tinue over the next two decades. 

Simultaneously, as the elderly popu-
lation is increasing, the number of 
younger workers who are working to 
support that elderly population is de-
creasing. In fact, today, there are 4.9 
workers supporting every single retir-
ee’s benefits, that is today, that in-
cludes Social Security and Medicare. 
But in the year 2030, there will only be 
2.8 workers supporting the benefits of a 
single retiree. 

This dramatic demographic shift will 
bring significant economic, political, 

social and cultural changes that will 
transform our society. If we continued 
on our current spending course, enti-
tlements—that is our automatic spend-
ing programs—coupled with interest on 
the debt would consume all revenues in 
just 15 years, leaving not a single dol-
lar left over for roads, for infrastruc-
ture, for medical science, for the na-
tional parks, for medical research and 
for defense of the country. I believe our 
balanced budget agreement will help 
ease this demographic pressure, but 
much more work lies ahead. We must 
begin sooner, rather than later, to deal 
with these problems fairly and effec-
tively. This amendment addresses that 
problem. 

It will keep pressure on Congress and 
the President to confront these inevi-
table challenges, this inevitable demo-
graphic shift. To those not familiar 
with the Federal budget process, this 
amendment will create a procedural 
hurdle, called a point of order, to pre-
vent the Senate from considering bills 
that will increase the deficit. If a Sen-
ator raises this point of order, it will 
take a three-fifths vote of the Senate, 
that is 60 votes, to waive the point of 
order and pass the legislation, rather 
than the normal 51-vote majority. 

After we have all worked so hard and 
so long to rein in spending, we should 
not allow the deficit to balloon out of 
control once again after that year, 
2002. It is imperative that we preserve 
this achievement and restrict Con-
gress’ ability to overspend taxpayer 
dollars. We will offer this amendment 
tomorrow morning and, at that time, I 
will urge all of my colleagues to sup-
port this important amendment which 
addresses the inevitable demographic 
changes. I yield the floor. 

Mr. CONRAD. Mr. President, I am 
pleased to be a cosponsor of Senator 
FRIST’s budget process amendment. 

The Frist amendment seeks to estab-
lish a more stringent enforcement 
mechanism for the bipartisan budget 
agreement. I think it’s important for 
Congress and the President to continue 
working after enactment of this year’s 
two reconciliation bills to ensure that 
at least the unified budget is balanced 
in 2002 and years thereafter. The 
amendment would also require the 
President to submit budgets each year 
which do not cause a unified deficit in 
fiscal year 2002 or any year thereafter. 

Specifically, the Frist amendment 
would establish a 60-vote point of order 
against any resolution or bill—includ-
ing the budget resolution—that pro-
vides or would cause a deficit in fiscal 
year 2002 or any year thereafter. I 
think such a point of order will help 
Congress and the President remain 
vigilant about the deficit, particularly 
in years after 2002. 

Frankly, I would have supported 
much more ambitious deficit reduction 
efforts this year. I would like to see the 
federal budget moving towards true 
balance—that is without counting the 
Social Security surpluses. I believe 
that is the real way to balance the 
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budget. But I also must acknowledge 
that the President and the bipartisan 
congressional leadership did not seek 
to balance the budget without counting 
Social Security. The bipartisan budget 
agreement balances only the unified 
budget. I don’t believe we’ve truly bal-
anced the budget with enactment of 
this year’s reconciliation bills. But per-
haps at least we have taken a modest 
step in the right direction. 

One of the reasons I support the Frist 
amendment is that I am concerned 
about whether this bipartisan budget 
deal will accomplish its intended 
goal—balance of the unified deficit 
within five years. When I first became 
aware of the details of the 1997 budget 
agreement, I viewed it largely as a 
missed opportunity. 

In my view, the budget was not truly 
balanced. It only claimed balance by 
using Social Security trust fund sur-
pluses. In fact, in the year 2002 the real 
deficit will probably still be over $100 
billion. 

In addition, under this bipartisan 
budget deal the deficit is larger for the 
next three years than it is this year. 
This year’s deficit is currently pro-
jected to be about $67 billion. The defi-
cits for 1998–2000 will range from $80 
billion to $100 billion. 

Of most concern to me, budget nego-
tiators failed to correct the upward 
bias that currently exists in the Con-
sumer Price Index. There is over-
whelming evidence that the Consumer 
Price Index, currently used to adjust 
tax brackets and various spending pro-
grams for inflation, overstates the ac-
tual change in the cost-of-living in the 
United States. The budget deal should 
have corrected this mistake which will 
add nearly $1 trillion to our national 
debt over the next 12 years. 

Some of the economic assumptions 
underlying the budget deal are highly 
suspect. CBO’s last minute revenue ad-
justment of $45 billion per year may be 
credible for the years 1997 and 1998. Its 
credibility for the period 1999–2007 is 
unclear. In addition, the balanced 
budget fiscal dividend assumed in the 
budget agreement is based on the the-
ory that lower interest rates will result 
from balancing the budget with a cred-
ible deficit reduction plan and path. 
The real debate with regard to the Fed-
eral Reserve’s interest rate policy right 
now is whether the Fed will raise, not 
lower, interest rates in the next few 
months, particularly since this pro-
posal contains dramatically less sav-
ings—only $200 billion—than other pro-
posals offered this year. 

Finally, I am concerned that enact-
ment of the tax package before the 
Senate will blow the progress we have 
made on reducing the deficit. Over the 
longer term, I am concerned that since 
many of the tax cuts are back-end 
loaded, they will explode in the out-
years. The individual alternative min-
imum tax relief provisions are a per-
fect example. These provisions don’t 
take effect until 2001. The cost over 
1998–2002 is $350 million. The cost over 

10 years is $15 billion, a 4000-percent in-
crease. By 2007, the AMT provisions 
will cost the Treasury $6 billion per 
year. 

Another example involves the Indi-
vidual Retirement Account provisions 
in the Senate’s tax bill. I know there is 
strong support for providing incentives 
for people to save. But the various IRA 
provisions in the Senate tax bill, par-
ticularly the new back loaded IRAs, 
have serious deficit implications. The 
IRA proposals lose about $9 billion over 
1998 to 2002. Over the second five years 
the revenue loss is $36 billion. These 
types of back-end loaded tax cuts may 
prevent our nation from achieving 
long-term fiscal balance. 

For all these reasons, I support care-
ful monitoring of the federal budget 
deficit in 2002 and years thereafter. I 
believe a 60-vote point of order will 
force Congress and the President to im-
mediately get back on track if our fis-
cal situation changes dramatically and 
the unified budget deficit begins to rise 
in 2002 and years thereafter. 

If we can at least maintain unified 
balance of the budget, then perhaps 
Congress and the President will have 
the courage to move toward truly bal-
ancing the budget. We can perhaps 
then achieve the kinds of structural 
changes in entitlements that will put 
our nation on a sustainable fiscal 
course over the long term, as we pre-
pare our nation and our economy for 
the retirement of the baby boom gen-
eration around the year 2012. 

Mr. LEVIN addressed the Chair. 
The PRESIDING OFFICER. The 

Chair recognizes the Senator from 
Michigan. 

Mr. LEVIN. Mr. President, I thank 
the Chair and I thank my good friend 
from Rhode Island for his under-
standing at this late hour. 

f 

STOCK OPTIONS 
Mr. LEVIN. Mr. President, a few min-

utes ago, we passed by voice vote 
amendment No. 556. It was an amend-
ment which Senator MCCAIN and I au-
thored, and I want to spend a moment 
describing what that amendment does. 

The amendment provides that it is 
the sense of the Senate, based on find-
ings that, ‘‘(1) currently businesses can 
deduct the value of stock options as 
business expense on their income tax 
returns, even though the stock options 
are not treated as an expense on the 
books of those same businesses; and (2) 
stock options are the only form of com-
pensation that is treated that way. It 
is the sense of the Senate that the 
Committee on Finance of the Senate 
should hold hearings on the tax treat-
ment of stock options.’’ 

Mr. President, for the past several 
years, the Wall Street Journal has pub-
lished a special pull-out section of the 
newspaper with an annual analysis of 
the compensation of top corporate ex-
ecutives. Last year’s section had this 
headline: ‘‘The Great Divide: CEO Pay 
Keeps Soaring—Leaving Everybody 
Else Further and Further Behind.’’ 

Business Week featured this cover 
story on its 47th annual pay survey: 
‘‘Executive Pay: It’s Out of Control.’’ 

Both publications analyze the pay of 
top executives at approximately 350 
major American corporations, and 
their analysis shows that the pay of 
chief executive officers continues to 
outpace inflation, others workers’ pay 
and the pay of CEO’s in other coun-
tries, as well as company profits. Ac-
cording to Business Week, CEO’s total 
average compensation rose 54 percent 
last year to over $5.5 million, which 
came on top of 1995 CEO pay increases 
averaging 30 percent. 

Meanwhile, the average 1996 raise for 
the average worker, both blue collar 
and white collar, was about 3 percent. 
In 1996 the average pay of the top exec-
utive was 209 times the pay of a factory 
worker. Little known corporate tax 
loopholes are fueling these increases in 
executive pay with taxpayer dollars. 
This loophole allows companies to de-
duct from their taxes multimillion-dol-
lar pay expenses that never show up on 
the company books as an expense. 
Every other form of compensation is 
shown as an expense on company 
books. There is only one exception, and 
that is stock options. 

There is a link of all this to taxpayer 
dollars. Suppose a corporate executive 
exercises stock options to purchase 
company stocks and makes a profit of 
$10 million. Right now, the company 
employing the executive can claim the 
full $10 million as a compensation ex-
pense and deduct it on the company’s 
income tax return. 

Someone might say, so what? All 
companies deduct pay expenses from 
their taxes. That’s true. But there is an 
important difference here. Every other 
type of employee pay shows up on the 
company books as an expense and re-
duces company earnings. Stock option 
pay is the only kind of compensation 
that companies can claim as an ex-
pense for tax purposes without ever 
showing it as an expense on their 
books. That’s because current account-
ing rules encourage, but do not require, 
companies to treat stock option pay as 
a company expense, so companies can 
continue to game the system. 

A single corporate executive exer-
cising stock options can provide a com-
pany with a $10 million, $50 million, or 
even a $100 million expense which the 
company can deduct when reporting 
company earnings to Uncle Sam, but 
omit it when reporting company earn-
ings to stockholders and the public. 
That is not right. Either stock option 
pay is a company expense or it isn’t. 
Either this expense lowers a company’s 
earnings or it doesn’t. Something is 
clearly out of whack in a tax law when 
a company can say one thing at tax 
time and something else to investors 
and the public, and it is a double stand-
ard which should end. 

Senator MCCAIN and I introduced leg-
islation in April to put an end to the 
double standard. It simply says that a 
company can claim stock option pay as 
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an expense for tax purposes to the 
same extent that the company treats 
that stock option pay as an expense on 
its books. Companies would no longer 
be able to claim that stock options 
cost them large amounts of money 
when claiming a tax benefit, but then 
turn around and claim that it cost 
them nothing when reporting them to 
stockholders and the public. 

Opponents of the legislation claim 
that it would tax stock options. That is 
simply not true. Companies will con-
tinue to get a tax deduction, not a tax 
increase, on the options they claim as 
an expense on their books. For the op-
tions that they don’t count on their 
books, they couldn’t continue to re-
ceive a tax benefit in the form of a de-
duction. The choice is theirs. 

Others argue that this amendment 
will hurt the average employees who 
receive stock options from the com-
pany’s stock option plan. Right now, 
stock option pay is overwhelmingly ex-
ecutive pay. In 1994, in the most exten-
sive stock option review to date which 
covered 6,000 publicly traded U.S. com-
panies, Institutional Shareholders 
Services found that only 1 percent of 
the companies issued stock options to 
anyone other than management and 97 
percent of the stock options issued 
went to 15 or fewer individuals per 
company. 

Nevertheless, there are a few compa-
nies that issue stock options to all em-
ployees and do not disproportionately 
favor top executives. Our bill would 
allow those companies that provide 
broad-based stock option plans to con-
tinue to claim existing stock option 
tax benefits, even if they exclude stock 
option pay expenses from their books. 
By making this limited exception, we 
would ensure that average worker pay 
would not be affected by closing the 
stock option loophole. We might even 
encourage a few more companies to 
share stock option benefits with aver-
age workers. 

Still others argue that there is no 
way to estimate what the cost of stock 
options plans are and that we’re basing 
a tax deduction on estimates. But 
there are a number of places in the tax 
code that use estimates to determine 
the amount of a deduction. 

The bottom line is that the bill that 
Senate MCCAIN and I introduced is not 
intended to stop the use of stock op-
tions. It is not aimed at capping stock 
options or limiting them in any way. It 
would not limit the level of executive 
pay. That is an issue between the ex-
ecutives and shareholders of the com-
pany. Our bill is aimed only at those 
companies that are trying to have it 
both ways—claiming stock option pay 
as an expense at tax time, but not 
when reporting company earnings to 
shareholders and the public. It is aimed 
at ending a stealth tax benefit that is 
fueling the wage gap, favoring one 
group of companies over another, and 
feeding public cynicism about the fair-
ness of the federal tax code. 

According to the Joint Committee on 
Taxation, closing this tax loophole 

generates $181 million over 5 years and 
$1.57 billion over 10 years all of which 
will be dedicated to reducing the def-
icit. 

Mr. President, I ask unanimous con-
sent that a letter from Warren Buffett, 
Chairman of Berkshire Hathaway, to 
Senator DODD dated October 18, 1993, be 
printed in the RECORD. 

There being no objection, the letter 
was ordered to be printed in the 
RECORD, as follows: 

BERKSHIRE HATHAWAY INC., 
Omaha, NE, October 18, 1993. 

Hon. CHRISTOPHER DODD, 
Chairman, Securities Subcommittee, Committee 

on Banking,Housing, and Urban Affairs, 
Dirksen Senate Office Building, Wash-
ington, DC. 

DEAR MR. CHAIRMAN: I regret that I will 
not be able to attend your subcommittee 
meeting on October 21. 

Could I have appeared there, I would have 
wished to make certain points, which I will 
distill here. First among these is the fact 
that I do not object to the intelligent use of 
stock options. I have often voted for their 
issuance, both as a director and as a substan-
tial owner of the issuing corporations mak-
ing use of them. 

I do, however, object to the improper 
stock-option accounting now practiced. I 
summarized my views on that subject in the 
1992 Annual Report of Berkshire Hathaway 
and I would like to repeat those comments 
here: 

‘‘Managers thinking about accounting 
issues should never forget one of Abraham 
Lincoln’s favorite riddles: How many legs 
does a dog have if you call his tail a leg? the 
answer: Four, because calling a tail a leg 
does not make it a leg. It behooves manager 
to remember that Abe’s right even if an 
auditor is willing to certify that the tail is a 
leg. 

‘‘The most egregious case of let’s-not-face- 
up-to-reality behavior by executives and ac-
countants has occurred in the world of stock 
options. The lack of logic is not accidental: 
For decades much of the business world has 
waged war against accounting rulemakers, 
trying to keep the costs of stock options 
from being reflected in the profits of the cor-
porations that issue them. 

‘‘Typically, executives have argued that 
options are hard to value and therefore their 
costs should be ignored. At other times man-
agers have said that assigning a cost to op-
tions would injure small start-up businesses. 
Sometimes they have even solemnly de-
clared that ‘out-of-the-money’ options (those 
with an exercise price equal to or above the 
current market price) have no value when 
they are issued. 

‘‘Oddly, the Council of Institutional Inves-
tors has chimed in with a variation on that 
theme, opining that options should not be 
viewed as a cost because they ‘aren’t dollars 
out of a company’s coffers.’ I see this line of 
reasoning as offering exciting possibilities to 
American corporations for instantly improv-
ing their reported profits. For example, they 
could eliminate the cost of insurance by pay-
ing for it with options. So if you’re a CEO 
and subscribe to this ‘no cash-no cost’ theory 
of accounting, I’ll make you an offer you 
can’t refuse: Give us a call at Berkshire and 
we will happily sell you insurance in ex-
change for a bundle of long-term options on 
your company’s stock. 

‘‘Shareholders should understand that 
companies incur costs when they deliver 
something of value to another party and not 
just when cash changes hands. Moreover, it 
is both silly and cynical to say that an im-
portant item of cost should not be recognized 

simply because it can’t be quantified with 
pinpoint precision. Right now, accounting 
abounds with imprecision. After all, no man-
ager or auditor knows how long a 747 is going 
to last, which means he also does not know 
what the yearly depreciation charge for the 
plane should be. No one knows with any cer-
tainty what a bank’s annual loan loss charge 
ought to be. And the estimates of losses that 
property-casualty companies make are noto-
riously inaccurate. 

‘‘Does this mean that these important 
items of cost should be ignored simply be-
cause they can’t be quantified with absolute 
accuracy? Of course not. Rather, these costs 
should be estimated by honest and experi-
enced people and then recorded. When you 
get right down to it, what other item of 
major but hard-to-precisely-calculate cost— 
other, that is, than stock options—does the 
accounting profession say should be ignored 
in the calculation of earnings? 

‘‘Moreover, options are just not that dif-
ficult to value. Admittedly, the difficulty is 
increased by the fact that the options given 
to executives are restricted in various ways. 
These restrictions affect value. They do not, 
however, eliminate it. In fact, since I’m in 
the mood for offers, I’ll make one to any ex-
ecutive who is granted a restricted option, 
even though it may be out of the money: On 
the day of issue, Berkshire will pay him or 
her a substantial sum for the right to any fu-
ture gains he or she realizes on the option. 
So if you find a CEO who says his newly- 
issued options have little or no value, tell 
him to try us out. In truth, we have far more 
confidence in our ability to determine an ap-
propriate price to pay for an option than we 
have in our ability to determine the proper 
depreciation rate for our corporate jet. 

‘‘It seems to me that the realities of stock 
options can be summarized quite simply: If 
options aren’t a form of compensation, what 
are they? If compensation isn’t an expense, 
what is it? And, if expenses shouldn’t go into 
the calculation of earnings, where in the 
world should they go?’’ 

With over six months having passed since 
those questions were posed, I have had no 
one heap answers upon me. 

Instead, as the debate about option ac-
counting has gone forward, ‘‘sweep-the-costs- 
under-the-rug’’ proponents have argued fer-
vently for disclosure—for the presentation of 
all relevant information about options in the 
footnotes to the financial statements, rather 
than in the statements themselves. In that 
manner, they say, investors can be informed 
about the costs of options without these 
costs actually hurting net income and earn-
ings per share. 

This approach, so the argument proceeds, 
is especially needed for young companies: 
They will find new capital too expensive if 
they must charge against earnings the full 
compensation costs implicit in the value of 
the options they issue. In effect, the people 
making this argument want managers at 
those companies to tell their employees that 
the options given them are immensely valu-
able while they simultaneously tell the own-
ers of the corporation that the options are 
cost-free. This financial schizophrenia, so it 
is argued, fosters the national interest, in 
that it aids entrepreneurs and the start-up 
companies we need to reinvigorate the econ-
omy. 

Let me point out the absurdities to which 
that line of thought leads. For example, it is 
also in the national interest that American 
industry spend significant sums on research 
and development. To encourage business to 
increase such spending, we might allow these 
costs, too, to be recorded only in the foot-
notes so that they do not reduce reported 
earnings. In other words, once you adopt the 
idea of pursuing social goals by mandating 
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bizarre accounting, the possibilities are end-
less. 

Indeed, I would argue that the ‘‘national- 
interest’’ theory is not only misguided, but 
wrong. True international competitiveness is 
achieved by reducing costs, not ignoring 
them. Over time, capital markets will also 
function more rationally when logical and 
even-handed accounting standards, rather 
than the ‘‘feel-good’’ variety, are followed. 

Back in 1937, Benjamin Graham, the father 
of Security Analysis and, in my opinion, the 
best thinker the investment profession has 
ever had, wrote a satire on accounting. In it, 
he described the gimmicks that companies 
could employ to inflate reported earnings, 
even though economic reality changed not at 
all. Among Graham’s most hilarious sugges-
tions—because the thought seemed so far 
fetched—was a proposition that all employ-
ees of a company be paid in options. He 
pointed out that this arrangement would 
eliminate all labor costs (or, more precisely, 
eliminate the need to record them) and do 
wonders for the bottom line. 

Today, in the world of stock options, we 
have life imitating satire. So far, of course, 
companies have largely substituted option 
compensation for cash compensation only 
when paying managers. But there is no rea-
son that this substitution can’t spread, as 
corporate executives catch on to the possi-
bility of inflating earnings without actually 
improving the economics of their businesses. 

One close-to-home example, involving 
Berkshire Hathaway and its 20,000 employ-
ees: I would have no problem inducing each 
of them to accept an annual grant of out-of- 
the-money options worth $3,000 at issuance 
in exchange for a $2,000 reduction in annual 
cash compensation. Were we to effect such 
an exchange, our pre-tax earnings would im-
prove by $40 million—but our shareholders 
would be $20 million poorer. Would someone 
care to argue that would be in the national 
interest? 

Many years ago, I heard a story—undoubt-
edly apocryphal—about a state legislator 
who introduced a bill to change the value of 
pi from 3.14159 to an even 3.0 so that mathe-
matics could be made less difficult for the 
children of his constituents. If a well-inten-
tioned Congress tries to pursue social goals 
by mandating unsound accounting prin-
ciples, it will be following in the footsteps of 
that well-intentioned legislator. 

Sincerely, 
WARREN E. BUFFETT, 

Chairman. 

Mr. LEVIN. Finally, Mr. President, I 
just want to make sure that the clerk 
has the amendment in the same form 
that I do. I will simply read this 
amendment, and if there is any prob-
lem, the clerk can correct me. It has 
already been adopted, but I want to 
double check to make sure, and make a 
parliamentary inquiry, that the 
amendment reads as follows: 

That it is the sense of the Senate the Com-
mittee on Finance of the Senate should hold 
hearings on the tax treatment of stock op-
tions. 

The PRESIDING OFFICER. That is 
subsection (b) of the amendment? 

Mr. LEVIN. That is correct. 
The Senator is correct? 
The PRESIDING OFFICER. The Sen-

ator is correct. 
Mr. LEVIN. I thank the Chair. 
Again, I thank my good friend from 

Rhode Island for his patience. 
Mr. CHAFEE addressed the Chair. 
The PRESIDING OFFICER. The Sen-

ator from Rhode Island. 

REVENUE RECONCILIATION ACT 
OF 1997 

AMENDMENT NO. 551, AS MODIFIED 
Mr. CHAFEE. On behalf of Senator 

NICKLES, I send a modification of his 
amendment No. 551 to the desk and ask 
unanimous consent that it be so modi-
fied. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The modification is as follows: 
On page 212, between lines 11 and 12, insert: 

SEC. . INCREASE IN DEDUCTION FOR HEALTH 
INSURANCE COSTS OF SELF-EM-
PLOYED INDIVIDUALS. 

(a) IN GENERAL.—The table contained in 
section 162(l)(1)(B) is amended to read as 
folllows: 
‘‘For taxable years 

beginning in cal-
endar year— 

The applicable 
percentage is— 

1997 ............................................... 50 
1998 ............................................... 50 
1999 through 2001 .......................... 60 
2002 ............................................... 60 
2003 ............................................... 70 
2004 ............................................... 80 
2005 ............................................... 85 
2006 ............................................... 90 
2007 ............................................... 100 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 1996. 

On page 159, line 15, strike ‘‘December 31, 
1999’’ and insert ‘‘May 31, 1999’’. 

On page 159, line 18, strike ‘‘42-month’’ and 
insert ‘‘35-month’’. 

On page 159, line 19, strike ‘‘42 months’’ 
and insert ‘‘35 months’’. 

On page 160, lines 10 and 11, strike ‘‘Decem-
ber 31, 1999’’ and insert ‘‘May 31, 1999’’. 

On page 160, lines 19 and 20, strike ‘‘Decem-
ber 31, 1999’’ and insert ‘‘May 31, 1999’’. 

f 

HEART AND HYPERTENSION 
BENEFITS 

Mr. DODD. Mr. President, I wish to 
speak briefly about an amendment that 
I have submitted with my colleague 
from New York, Senator D’AMATO, to 
benefit firefighters and law enforce-
ment officers in our respective states 
of Connecticut and New York. 

For the firefighters and police offi-
cers of Connecticut, this amendment 
seeks simply to correct a wrong that, 
while unintentional, has cost these 
committed public servants a great deal 
of money and anguish. It has always 
been the intention of the state of Con-
necticut to provide its police officers 
and firefighters heart and hypertension 
benefits tax-free by considering them 
workmen’s compensation for tax pur-
poses. Based on that intention, these 
individuals accepted benefits with the 
understanding that they were not tax-
able. 

However, the original version of Con-
necticut’s Heart and Hypertension law 
contained language which made the 
benefits from the statute taxable under 
a ruling by the IRS in 1991. As a result 
of the problem with the state law, and 
through no fault of their own, these 
citizens have been charged with mil-
lions of dollars in back taxes, interest, 
and penalties by the IRS. 

Connecticut has since amended its 
law, but that change does not help 
those police officers and firefighters 
who received benefits prior to the 
amendment. This legislation would re-
move their tax liability for heart and 
hypertension benefits for the years 
prior to the IRS ruling (1989, 1990, and 
1991). The bill is narrowly drafted to 
accomplish that limited purpose, and 
would not affect the tax treatment of 
benefits awarded after January 1, 1992. 

Mr. President, the police officers and 
firefighters of Connecticut serve our 
state’s citizens with courage and com-
passion. The least we can do is provide 
them with this small measure in rec-
ognition of their bravery and commit-
ment. I urge my colleagues to support 
this amendment. 

The measure has been scored to cost 
$11 million for FY98 only. 

f 

LOUISIANA CONTESTED ELECTION 

Mr. WARNER. Mr. President, on 
April 17 the Committee on Rules and 
Administration voted, along party 
lines, to conduct an investigation into 
allegations that fraud, irregularities, 
and other errors affected the outcome 
of the 1996 election for United States 
Senator from Louisiana. The vote was 
taken after a very thorough discussion. 
Periodically I have reported to the 
Senate with floor statements; today is 
my third. 

On May 8, I reported that the com-
mittee was about to embark on a bipar-
tisan investigation, as a result of ef-
forts by both the majority and minor-
ity to agree to a ‘‘Investigative Pro-
tocol’’ regarding the joint conduct of 
the investigation. From the inception, 
I have believed a joint investigation 
could better serve the Senate. 

On May 23, I provided a second status 
report to the Senate on the following: 
on efforts to secure the detail of FBI 
agents to the Committee, on assur-
ances of cooperation by Louisiana offi-
cials, and on my agreement with Sen-
ator FORD, the ranking member on the 
Committee, on the issuance of over 130 
subpoenas. 

Last evening, Senator FORD an-
nounced that the ‘‘Rules Committee 
Democrats will withdraw from the in-
vestigation of illegal election activities 
in the contested Louisiana Senate elec-
tion’’. Further, he asserted that the 
‘‘investigation was over budget, it’s ex-
ceed the time frame agreed to, and 
none of Mr. Jenkin’s (sic) claims have 
been substantiated by any credible wit-
ness.’’ 

Since last Friday, Senator FORD and 
I had been working to resolve dif-
ferences and develop a written outline 
of the work we jointly could agree on 
to complete our investigation. I had 
good reason to believe we had made 
progress, but I learned at approxi-
mately 6 p.m. yesterday that the mi-
nority had decided to terminate their 
participation. 
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A BRIEF HISTORY OF THE INVESTIGATION TO 

DATE 
On April 17, 1997, when the Com-

mittee on Rules and Administration 
authorized me, ‘‘in consultation with 
the ranking member’’, to conduct an 
investigation into the 1996 Senate elec-
tion in Louisiana (exhibit 1), I stated 
that I believed that a preliminary in-
quiry could be completed in approxi-
mately 45 days. Today is June 26, some 
70 days later. This passage of time in-
cluded: 20 days to first develop the In-
vestigative Protocol required by the 
minority before we proceeded to final-
izing contracts with our respective out-
side counsel; 53 days to secure from the 
Department of Justice the detail of 
FBI agents to the Committee. 

As I stated at the April 17 hearing, it 
was my hope that this investigation 
could be conducted in a bipartisan 
manner, with the use of experienced in-
vestigative attorneys to direct the in-
vestigation, and with the assistance of 
experienced agents from the Federal 
Bureau of Investigation. 

The majority proposed to retain the 
law firm of McGuire, Woods, Battle & 
Boothe as their outside counsel. Sen-
ator FORD proposed to retain the law 
firm of Perkins Coie. Under federal 
law, such consultants can only be hired 
pursuant to a joint agreement between 
the Chairman and Ranking Member of 
the Committee. 

Senator FORD further conditioned the 
contracting of these firms on first 
reaching a joint Investigative Pro-
tocol. Among other matters this docu-
ment had to detail the rights of the mi-
nority, the direction of the investiga-
tion, and the confidentiality of all as-
pects of the investigation. On April 21, 
our respective designated outside coun-
sel began a long series of negotiations 
leading up to this Protocol, which 
counsel signed on May 1. The Protocol 
was approved not only by Senator 
FORD and his counsel, but also by the 
minority members of the Rules Com-
mittee. The contracts retaining the 
two law firms were signed on May 7. 
This process in total consumed 20 days, 
during which no investigation could 
take place. Copies of my letter to Sen-
ator FORD on this issue, the Investiga-
tive Protocol, and the letters of re-
tainer are attached (exhibits 2–5). 

We also agreed upon retaining the 
services of the General Accounting Of-
fice to assist in review of election doc-
uments. Two specialists, one a Cer-
tified Public Accountant, were detailed 
to the Committee on May 30, and are 
reviewing and assessing many of the 
thousands of election documents that 
were subpoenaed to assess the allega-
tions of ‘‘phantom votes’’. That work is 
on going. 

As the Investigative Protocol was 
being developed, committee staff had 
begun discussions with the Federal Bu-
reau of Investigation and the Depart-
ment of Justice to detail experienced 
FBI agents to the Committee. Initially, 
Senator FORD indicated that members 
of the minority had some concern in 

using FBI investigators. Accordingly, 
on my own initiative, I wrote the At-
torney General on May 9 requesting 
the detailees (exhibit 6). After addi-
tional conversations with Senator 
FORD, on May 14 he then joined me in 
formalizing a Committee request for 
the use of FBI agents (exhibit 7). 

Thereafter, more negotiations ensued 
with the Department and Bureau, in-
cluding my personal consultation with 
Director Freeh, to have the request ap-
proved by Attorney General Reno. Her 
final approval, given by her Deputy, oc-
curred on May. But, the Department 
and Bureau stated that they could only 
provide two agents rather than the 
four we requested. 

These two agents were not actually 
detailed to the Committee until June 9. 
By this time, 53 days had passed since 
the Committee hearing on April 17. 

In addition, the Department still has 
not formally approved a Memorandum 
of Understanding between the Bureau, 
Department, and the majority and mi-
nority sides of the committee. Our 
staffs submitted a draft several weeks 
ago to the Department of Justice. This 
document, which is required under nor-
mal Committee procedures, has not 
been formally approved by the Depart-
ment. A copy of the draft memorandum 
is attached (exhibit 8). 

As regards timing, the central fact is 
that not until June 9 could the Com-
mittee get in place, in Louisiana, the 
agents to begin the field investigation. 
Petitioner Jenkins delivered files and 
tapes in response to a Committee sub-
poena and the FBI agents promptly 
began their review. Since this field in-
vestigation began in Louisiana only 17 
days ago, we have had inadequate time 
to complete a preliminary investiga-
tion for the Committee. Indeed, we 
have not even begun the investigation 
into fraudulent registration which was 
one of the three areas that the Demo-
cratic counsel specifically rec-
ommended should be investigated. But 
progress is being made in collecting 
evidence and assessing Petitioner’s al-
legations. 

Speaking for myself, I am of the 
opinion this joint investigation should 
continue until the full Committee, not 
just the minority members, have had 
the opportunity to evaluate the work 
done to date. The Committee, I believe, 
has this obligation to the Senate. 

THE INVESTIGATIVE EXPENDITURES 
At the time the investigation was au-

thorized by the Committee, I believed 
that outside counsel could complete 
this preliminary investigation with an 
expenditure for outside counsel capped 
at $100,000 for the majority and an 
equal amount for the minority. This 
estimate assumed that the FBI and 
GAO would provide the Committee a 
sufficient number of detailees in a 
timely manner. 

At this point the majority outside 
counsel is working within the limit au-
thorized by contract, and the full ex-
penditure limit of $100,000 for services 
has not been reached. In addition to 

lawyers, when the Bureau concluded it 
could only provide two FBI detailees, 
the Committee had to hire two retired 
FBI agents. This was an additional ex-
pense, but their costs are being met 
within the majority’s share of the 
Committee’s resources. 

A large percentage of our legal ex-
penses to date were incurred to keep 
this as a joint investigation. For exam-
ple, these expenses included prolonged 
negotiations developing the protocol, 
extensive negotiation and meetings to 
agree on the issuance of over 100 sub-
poenas, the acquisition and briefing of 
FBI agents, and the designation of in-
vestigative priorities, and other related 
matters. To provide for a joint inves-
tigation, the majority has tried in an 
every way to meet minority requests 
(exhibit 9). 

STATUS OF INVESTIGATION 
Until the full Committee meets, I 

will defer any comment on the evi-
dence collected to date from witness 
interviews involving allegations of 
fraud. 

With regards to the work done by our 
GAO detailed auditors have been as-
sessing a portion of the Petitioner’s 
categories of ‘‘phantom votes’’. While 
this work is not complete, the auditors 
have provided the Committee with in-
terim data indicating that there were 
very few ‘‘phantom votes’’ in the cat-
egories and precincts examined to date. 

Now I turn to issues relating to the 
compliance, or non-compliance of the 
laws providing safeguards to ensure the 
integrity of the Louisiana election 
process. The investigation, thus far, 
has clearly revealed that the safe-
guards required under Louisiana law— 
designed to ensure an election free 
from fraud—were breached, broken, in 
many instances during the 1996 elec-
tion. Crucial election records were 
never sealed and remained exposed to 
possible tampering in violation of state 
law. Other election records were de-
stroyed. Documents were commingled 
within a single office instead of being 
forwarded to separate offices on elec-
tion night as required by law, com-
pletely frustrating a safeguard de-
signed to prevent fraudulent alteration 
of the records. In addition, voting ma-
chines were opened after the election, 
ahead of schedule and outside the pres-
ence of witnesses, again clearly in vio-
lation of state law. A detailed memo-
randum prepared by outside counsel is 
attached as exhibit 10. 

In conclusion, this investigation, 
thus far, has established that in many 
instances election officials, entrusted 
with following the law, did not do so. 
Documents, statements of admission, 
and testimony taken by the Commit-
tee’s field investigators establish these 
facts. 

This non-compliance with these legal 
safeguards, particularly in Orleans 
Parish, provided the opportunity for 
persons to commit fraud. It is the re-
sponsibility of the Committee to deter-
mine from the evidence whether such 
fraud existed and whether it affected 
the outcome of the 1996 election. 
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Given the importance of this matter 

to the United States Senate, it is my 
intent to work with Senator FORD to 
schedule a full Committee meeting as 
promptly as possible upon the return of 
the Senate after recess. 

I ask unanimous consent that the ex-
hibits to which I referred be printed in 
the RECORD. 

There being no objection, the exhib-
its were ordered to be printed in the 
RECORD, as follows: 

EXHIBIT 1 AS PASSED BY THE COMMITTEE. 

COMMITTEE ON RULES AND ADMINISTRATION 
COMMITTEE MOTION 

Wheras, the United States Constitution, 
Article I, Section 5 provides that the Senate 
is ‘‘the Judge of the Elections, Returns, and 
Qualifications of its own Members . . .’’; 

Whereas, the United States Supreme Court 
has reviewed this Constitutional provision 
on several occasions and has held: ‘‘[The 
Senate] is the judge of elections, returns and 
qualifications of its members. . . . It is fully 
empowered, and may determine such matters 
without the aid of the House of Representa-
tives or the Executive or Judicial Depart-
ment.’’ [Reed et al. v. The County Comm’rs 
of Delaware County, Penn., 277 U.S. 376, 388 
(1928)]; and 

Whereas, in the course of Senate debate, it 
has been stated: ‘‘The Constitution vested in 
this body not only the power but the duty to 
judge, when there is a challenged election re-
sult involving the office of U.S. Senator.’’ 
[Congressional Record Vol. 121, Part 1, p. 
440]. 

Therefore, the Committee on Rules and 
Administration, having been given jurisdic-
tion over ‘‘contested elections’’ under Rule 
25 of the Standing Rules of the Senate, au-
thorized the Chairman, in consultation with 
the ranking minority member, to direct and 
conduct an Investigation of such scope as 
deemed necessary by the Chairman, into ille-
gal or improper activities to determine the 
existence or absence of a body of fact that 
would justify the Senate in making the de-
termination that fraud, irregularities or 
other errors, in the aggregate, affected the 
outcome of the election for United States 
Senator in the state of Louisiana in 1996. 

This Committee Motion will operate in 
conjunction with and concurrent to the 
Standing Rules of the Senate. In addition, 
the following Rules of Procedure are applica-
ble, as a supplement to the Committee Rules 
of Procedure: 

A. Full Committee subpoenas: The chair-
man, with the approval of the ranking mi-
nority member of the Committee, is author-
ized to subpoena the attendance of witnesses 
or the production of memoranda, documents, 
records, or any other materials at a hearing 
or deposition, provided that the chairman 
may subpoena attendance or production 
without the approval of the ranking minor-
ity member where the chairman or a staff of-
ficer designated by him has not received no-
tification from the ranking minority mem-
ber or a staff officer designated by him of 
disapproval of the subpoena within 72 hours, 
excluding Saturdays and Sundays, of being 
notified of the subpoena. If a subpoena is dis-
approved by the ranking minority member 
as provided in this section, the subpoena 
may be authorized by vote of the members of 
the Committee. When the Committee or 
chairman authorizes subpoenas, subpoenas 
may be issued upon the signature of the 
chairman or any other member of the Com-
mittee designated by the chairman. 

B. Quorum: One member of the Committee 
shall constitute a quorum for taking sworn 
or unsworn testimony. 

C. Swearing Witnesses: All witnesses at 
public or executive hearings who testify to 
matters of fact shall be sworn. Any Member 
of the Committee is authorized to administer 
an oath. 

D. Witness Counsel: Counsel retained by 
any witness and accompanying such witness 
shall be permitted to be present during the 
testimony of such witness at any public or 
executive hearing or deposition, and to ad-
vise such witness while he is testifying, of 
his legal rights. Provided, however, that in 
the case of any witness who is an officer or 
employee of the government, or of a corpora-
tion or association, the Committee chairman 
may rule that representation by counsel 
from the government, corporation, or asso-
ciation, or by counsel representing other 
witnesses, creates a conflict of interest, and 
that the witness may only be represented 
during deposition by Committee staff or con-
sultant or during testimony before the Com-
mittee by personal counsel not from the gov-
ernment, corporation, or association, or by 
personal counsel not representing other wit-
nesses. This rule shall not be construed to 
excuse a witness from testifying in the event 
his counsel is ejected for conducting himself 
in such a manner so as to prevent, impede, 
disrupt, obstruct, or interfere with the or-
derly administration of the hearings; nor 
shall this rule be construed as authorizing 
counsel to coach the witness or answer for 
the witness. The failure of any witness to se-
cure counsel shall not excuse such witness 
from complying with a subpoena or deposi-
tion notice. 

E. Full Committee depositions: Deposi-
tions may be taken prior to or after a hear-
ing as provided in this section. 

(1) Notices for the taking of depositions 
shall be authorized and issued by the chair-
man, with the approval of the ranking mi-
nority member of the Committee, provided 
that the chairman may initiate depositions 
without the approval of the ranking minor-
ity member where the chairman or a staff of-
ficer designated by him has not received no-
tification from the ranking minority mem-
ber or a staff officer designated by him of 
disapproval of the deposition within 72 
hours, excluding Saturdays and Sundays, of 
being notified of the deposition notice. If a 
deposition notice is disapproved by the rank-
ing minority member as provided in this sub-
section, the deposition notice may be au-
thorized by a vote of the members of the 
Committee. Committee deposition notices 
shall specify a time and place for examina-
tion, and the name of the Committee mem-
bers(s) or Committee staff member(s) or con-
sultant(s) who will take the deposition. Un-
less otherwise specified, the deposition shall 
be in private. The Committee shall not ini-
tiate procedures leading to criminal or civil 
enforcement proceedings for a witness’ fail-
ure to appear or produce unless the deposi-
tion notice was accompanied by a Com-
mittee subpoena. 

(2) Witnesses may be accompanied at a 
deposition by counsel to advise them of their 
legal rights, subject to the provisions of Sec-
tion D. 

(3) Oaths at depositions may be adminis-
tered by an individual authorized by local 
law to administer oaths. Questions shall be 
propounded orally by Committee members(s) 
or Committee staff or consultant(s). If a wit-
ness objects to a question and refuses to tes-
tify, the objection shall be noted for the 
record and the Committee member(s) or 
Committee staff or consultant(s) may pro-
ceed with the remainder of the deposition. 

(4) The Committee shall see that the testi-
mony is transcribed or electronically re-
corded (which may include audio or audio/ 
video recordings). If it is transcribed, the 
transcript shall be made available for inspec-

tion by the witness or his or her counsel 
under Committee supervision. The witness 
shall sign a copy of the transcript and may 
request changes to it. If the witness fails to 
sign a copy, the staff shall note that fact on 
the transcript. The individual administering 
the oath shall certify on the transcript that 
the witness was duly sworn in his presence, 
the transcriber shall certify that the tran-
script is a true record of the testimony, and 
the transcript shall then be filed with the 
chief clerk of the Committee. The chairman 
or a staff officer designated by him may stip-
ulate with the witness to changes in the pro-
cedure; deviations from this procedure which 
do not substantially impair the reliability of 
the record shall not relieve the witness from 
his or her obligation to testify truthfully. 

(5) The Chairman and the ranking minor-
ity member, acting jointly, or the Com-
mittee may authorize Committee staff or 
consultants to take testimony orally, by 
sworn statement, or by deposition. In the 
case of depositions, both the Chairman and 
ranking minority member shall have the 
right to designate Committee staff or con-
sultants to ask questions at the deposition. 
This section shall only be applicable subse-
quent to approval by the Senate or authority 
for the Committee to take depositions by 
Committee staff or consultants. 

F. Interviews and General Inquiry: Com-
mittee staff or consultants hired by or de-
tailed to the Committee may conduct inter-
views of potential witnesses and otherwise 
obtain information related to this Investiga-
tion. The Chairman and the ranking minor-
ity member, acting jointly, or the Com-
mittee shall determine whether information 
obtained during this Investigation shall be 
considered secret or confidential under Rule 
29.5 of the Standing Rules of the Senate and 
not released to any person or entity other 
than Committee Members, staff or consult-
ants. 

G. Federal, State, and Local authorities: 
1. Referral: When it is determined by the 

chairman and ranking minority member, or 
by a majority of the Committee, that there 
is reasonable cause to believe that a viola-
tion of law may have occurred, the chairman 
and ranking minority member by letter, or 
the Committee by resolution, are authorized 
to report such violation to the proper Fed-
eral, State, and/or local authorities. Such 
letter or report may recite the basis for the 
determination of reasonable cause. This rule 
is not authority for release of documents or 
testimony. 

2. Coordination: The Chairman is encour-
aged to seek the cooperation and coordina-
tion of appropriate federal, state, and local 
authorities, including law enforcement au-
thorities in the conduct of this Investiga-
tion. 

H. Conflict of Rules: To the extent there is 
conflict between the Rules of Procedure con-
tained herein and the Rules of Procedure of 
the Committee, the Rules of Procedure con-
tained herein apply, as it relates to the con-
duct of this Investigation authorized herein. 

U.S. SENATE, COMMITTEE ON RULES 
AND ADMINISTRATION, WASH-
INGTON, DC, APRIL 29, 1997. 

Hon. WENDELL H. FORD, 
Ranking Member, Committee on Rules and Ad-

ministration, U.S. Senate, Washington, DC. 
DEAR WENDELL: As I announced at our 

Committee meeting on April 17, I would like 
to retain the law firm of McGuire Woods 
Battle & Boothe with Mr. Richard Cullen and 
Mr. George J. Terwilliger, III, serving as lead 
counsel, to conduct the initial investigation 
into the alleged fraudulent and improper ac-
tivities that may have affected the outcome 
of the 1996 election for United States Senator 
from Louisiana. It was my intent then, and 
remains so today, that this investigation be 
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CONGRESSIONAL RECORD — SENATES6482 June 26, 1997 
conducted in as fair a manner as possible, 
with the objective of determining the exist-
ence, or absence, of a body of fact that would 
justify the Senate in making a determina-
tion that fraud, irregularities or other er-
rors, in the aggregate, affected the outcome 
of the election. 

Accordingly, McGuire Woods will des-
ignate attorneys with long-term affiliations 
with both political parties, including Mr. 
William G. Broaddus, a former Attorney 
General of Virginia under Governor Chuck 
Robb, Mr. James W. Dyke, Jr., a former Sec-
retary of Education under Governor Doug 
Wilder, and Mr. Frank B. Atkinson, former 
counsel to Governor George Allen. It is my 
hope that this investigation will be con-
ducted in coordination with a like team of 
counsel selected by the minority. 

It is now my understanding that, after 
many hours of meetings over four days, an 
‘‘Investigative Protocol’’ has been agreed to 
by both sets of outside counsel as well as by 
Committee counsel, and that you are to be 
briefed on this protocol today. I am hopeful 
that you will agree with me that his protocol 
will permit a full and fair investigation of 
the allegations and facts, with complete par-
ticipation by counsel for the minority. 

This investigation must begin as soon as 
possible. It does no service to either party to 
this contest, nor the Senate, to prolong this 
matter. I reiterate my statement at the 
hearing that I will agree to your contracting 
for counsel. Any counsel you deem appro-
priate will be agree to by me pursuant to 2 
U.S.C. Sec. 72a(i)(3). Further, I will honor 
any reasonable requests for subpoenas that 
you might wish to issue. 

I look forward to your acceptance of the 
Investigative Protocol and a joint investiga-
tion that will collect the facts upon which 
our Committee may make an informed deci-
sion concerning this matter. 

With kind regards, I am 
Sincerely, 

JOHN WARNER, 
Chairman. 

EXHIBIT 3 
INVESTIGATIVE PROTOCOL 

I. Process for Consultation and Review 

Counsel will agree to consult on an ongo-
ing, regularly-scheduled basis on the 
progress of the investigation, including con-
sultation before significant investigative de-
cisions are made; the majority and minority 
counsel will participate in regular staff 
meetings with investigators regarding the 
agenda and results of the investigation. 

Consultation will include timely evalua-
tion of the evidence, consideration of new 
lines—or extension of existing lines—of in-
vestigation, review of the schedule for inter-
viewing witnesses and taking depositions, 
and discussion, where necessary, of other 
issues or investigative leads which promote a 
more efficient and cooperative investigative 
effort. 

The majority and minority will work to-
gether to achieve agreement on investigative 
issues and decisions. When agreement cannot 
be reached after reasonable, good faith ef-
forts, the necessary decision will be made in 
accordance with the majority view. It is un-
derstood, however, that the majority and mi-
nority will endeavor in good faith to avoid 
majority rather than consensus decision- 
making and that the minority reserves the 
right to withdraw from further participation 
under this protocol. 
II. The Scope of the Investigation 

Committee counsel will prepare and con-
duct an investigation pursuant to Com-
mittee resolution as follows: 

Allegations of fraud, in particular vote 
buying, multiple voting and fraudulent voter 

registration. These allegations will be inves-
tigated as appropriate with attention to 
areas such as ‘‘mismatched signatures’’ and 
‘‘phantom voting,’’ taking into account also 
evidence of failure of safeguards against 
fraud in the administration of the election. 

The initial investigation plan will require 
that the investigation proceed in the first in-
stance with the collection of all affidavits, 
notes, memoranda, audiotapes, transcripts 
and other materials in the possession of the 
Contestant which were submitted to the 
Committee on a redated basis but which 
shall be submitted in their original form to 
majority and minority counsel on an equal 
basis, without redaction, deletion or other 
editing, including the scheduling and con-
duct of interviews with the investigators 
hired or used by Contestant and the wit-
nesses whom they interviewed and, as jointly 
determined pursuant to III (Investigative 
Plan), other allegations or evidence of error 
or irregularity. 

The Committee investigation into any and 
all allegations will be guided and conducted 
as follows as evidence and testimony is col-
lected or received, or evaluated. 

The objective of the investigative effort 
will be competent, credible evidence, which 
evidence tends to show that but for the 
fraud, error or irregularity, the outcome of 
the election would have been different or the 
result of the election cannot be reliably de-
termined. 

The use of standard and generally accepted 
investigative techniques. 

Careful consideration of Senate precedent 
and other analogous legal principles estab-
lished by the law of Louisiana and other 
states reflected in the Senate precedent. 
III. Investigative Plan 

Counsel will reasonably endeavor to adhere 
to the 45-day timetable for completing the 
investigation; the 45-day timetable shall 
commence after agreement on the terms of 
the protocol. Counsel will advise the Chair-
man and Ranking Member if, due to new 
leads and areas of investigation, additional 
time is necessary. 

An investigative plan will be proposed by 
majority counsel, subject to consultation 
with minority counsel, for the purpose of es-
tablishing priorities with respect to witness 
interviews, obtaining documents, issuing 
subpoenas, and other investigative require-
ments. 

Every effort will be made to agree on an 
initial investigative plan. As part of the ini-
tial investigation, majority and minority 
counsel agree that interviews may proceed 
with the parties to the contest and/or their 
agents, employees and volunteers, and wit-
nesses with whom they had contact in pre-
paring the Petition and response, within 10 
days of the commencement of the investiga-
tion. In the event of any unresolved dif-
ferences on other aspects of the conduct of 
the investigation, the necessary decision will 
be made in accordance with the majority 
view. 

The majority counsel will promptly pro-
vide a draft of recommendations at the con-
clusion of the investigation. The minority 
counsel will promptly provide suggested 
amendments, corrections or deletions. If re-
spective counsel cannot agree on one final 
report, minority counsel may submit a sup-
plement or separate report. 

A written recommendation will be pro-
vided to the Chairman and Ranking Member 
within 5 days after the conclusion of the in-
vestigative period. 
IV. Investigative Teams 

Different areas of investigation will be as-
signed to teams which include representa-
tives from the majority and minority coun-
sel. 

As part of the consultation process, the in-
vestigative teams will regularly advise the 
majority and minority counsel as a whole on 
the progress of their investigations. 

Investigators will identify themselves as 
committee investigators only. A standard in-
troductory statement to be used by inves-
tigators when approaching witnesses for the 
first time will be developed and agreed upon 
by majority and minority counsel. 

Majority and minority counsel will jointly 
develop and participate in a briefing of in-
vestigators as to the purpose, scope, plan-
ning, and conduct of the investigation. 

Majority and minority counsel will consult 
as to what instructions are to be given to in-
vestigators before conducting witness inter-
views. Majority and minority counsel will 
both participate in the briefing of investiga-
tors in advance of a particular witness inter-
view, though either side may decline partici-
pation at its option. 
V. Investigative Procedures 

1. Subpoenas 
Counsel shall seek to avoid unreasonable 

objection on the issuance of subpoenas. 
The request of a witness for confidential 

treatment of his or her identity under Sec-
tion V(3) is not a reasonable basis for objec-
tion to any subpoena requests. 

Majority and minority counsel will consult 
on the drafting and issuance of all subpoenas 
consistent with the need to protect the iden-
tities of confidential sources of information 
as described below. 

2. Depositions 
The same considerations of comity and co-

operation which apply to the issuance of sub-
poenas, as described immediately above, will 
apply to the noticing of depositions. 

Majority and minority counsel will consult 
on the issuances of notices of depositions; in 
any event, at least one member of the major-
ity and one member of the minority counsel 
staff will attend and participate in each dep-
osition. In the event that the Senate grants 
counsel staff deposition authority, such 
depositions will be conducted on the same 
terms. 

3. Witness Interviews 
Investigators may be requested by the ma-

jority or minority counsel to conduct inter-
views, and the assignments will be consid-
ered and made on a consultative basis to as-
sure the avoidance of conflicts and undue 
burden in the use of available resources. At 
the request of the majority or minority 
counsel, counsel may assist in the conduct of 
the interview or be present, or the majority 
or minority may request to conduct the 
interviews through counsel, but it is under-
stood that occasions may arise where one 
side or the other may wish to conduct the 
interview without the other in attendance. 
Majority counsel has the responsibility to 
reasonably resolve any conflicting requests. 
Agents will be properly instructed as set out 
below. 

Subject to the provisions of Section VI, 
witnesses may request an interview to be 
conducted with only the majority or minor-
ity counsel present, but in this instance and 
in any other instance where a witness re-
quests that his or her identity be withheld 
from either the majority or minority, the 
counsel from whom the identity may be 
withheld may request the identity and the 
opportunity to interview the witness where 
the credibility of the witness is relevant to 
the evidentiary weight of the testimony. 

No follow-up interviews of previously 
interviewed witnesses, except by investiga-
tors, shall be conducted without consulta-
tion between majority and minority counsel 
about the appropriate timing for such follow- 
up. 
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Investigators will be instructed to make 

all reasonable efforts to provide written re-
ports of all witness interviews to majority 
and minority counsel within 24 hours of the 
interview. Any oral communications regard-
ing investigative findings or significant in-
vestigative issues shall be promptly reported 
and transmitted to counsel to both the ma-
jority and minority. 
VI. Policy Regarding Confidential Sources of 

Information 
Although a witness seeking confidentiality 

will be encouraged not to place any restric-
tions on the disclosure of his or her identity, 
the decision to keep the witness’ identity 
confidential will be left to the witness; how-
ever, the witness will be informed that his or 
her identity will be revealed to the Chairman 
or Ranking Member of the Committee upon 
request. There shall be a presumption that 
no confidentiality shall be extended to a 
party to the contest or to any agent, em-
ployee or volunteer of a party to the contest; 
exceptions may be granted by agreement of 
majority and minority counsel for good 
cause shown or upon agreement of the Chair-
man and Ranking Member or at the direc-
tion of the Committee. 

Information obtained from a confidential 
source will be provided to the other counsel 
through the prompt exchange of written re-
ports; these reports will describe the source’s 
information, and provide the basis for and an 
assessment of the reliability of the source 
and his or her information. Where the sub-
stance of the information provided reveals 
the identity of the source, the content of the 
written reports will be redacted to protect 
the confidentiality of the source’s identity. 

In the event that there are interviews of 
confidential sources, each counsel will main-
tain a list of those sources; where disclosure 
of a confidential source is necessary, the 
identity of the confidential source will only 
be disclosed to the Chairman and Ranking 
Member. 
VII. Evidence Integrity 

The parties, their agents or other persons 
with an interest in the investigation shall be 
advised against any contact or communica-
tion with witnesses on the substance, timing 
or on other material matters relating to the 
provision of testimony or interviews, or to 
the collection of evidence. This advice will 
include a request that the parties in par-
ticular commit to cooperation with this in-
vestigation and encourage those in their em-
ploy, their counsel and supporters to extend 
this same cooperation. The purpose of this 
advisory and request for commitment shall 
be to protect the integrity of the testimony 
and evidence and the majority and minority 
shall consider and implement as appropriate 
other means to assure the fulfillment of this 
purpose as the investigation proceeds. 
VII. Hearings/Quorum 

Hearings at which sworn testimony is 
taken will be conducted with proper notice 
under Committee rules with a view toward 
and expectation of both majority and minor-
ity member attendance. Such notice will 
normally be three days. All hearings shall be 
scheduled in good faith to accommodate rea-
sonable opportunities of majority and minor-
ity member attendance. 
IX. Document Repository 

The originals of all subpoenaed documents 
or other documents received in connection 
with the investigation will be kept and 
maintained under safeguarded conditions on 
the premises of the Senate Rules Committee 
as required by the rules of the Senate. Ma-
jority and minority counsel will have access 
to all original documents. 

Majority and minority counsel will jointly 
maintain copies of all subpoenaed documents 

in a central document repository; a docu-
ments custodian will be appointed to main-
tain and catalog all documents obtained dur-
ing the course of the investigation; the docu-
ments room will be kept under lock and key 
at all times but will be available to all coun-
sel on an equal basis. 

Minority counsel may create and maintain 
a separate document storage facility for the 
keeping of duplicate documents. 
X. Press Policy 

Majority and minority counsel will decline 
comment to the press, except as agreed in 
extraordinary circumstances to address er-
rors in public reporting that may com-
promise the integrity of the investigation or 
perceptions of its integrity of course. Other-
wise, all press inquiries will be referred to 
the Senate Rules Committee. 

The majority and minority counsel and 
staff will treat the investigative plan, all 
consultations, the development and rec-
ommendations, the identity of interviewees 
and deponent, and all evidence obtained 
through the investigation on a confidential 
basis. 
XI. Confidentiality of Investigation 

Majority and minority counsel agree that 
all information gathered in the course of this 
investigation, as well as any reports drafted 
by counsel, shall be treated as strictly con-
fidential. Pursuant to this understanding, 
counsel agree that each consultant law firm 
will take reasonable measures to ensure that 
information gathered in the course of, or 
pertaining to, this investigation is treated 
confidentially, is not disclosed to individuals 
within the firm who do not have a direct 
need to know the information, and is not dis-
seminated outside the firm except to the 
Members of the Senate Rules and Adminis-
tration Committee and its staff, unless oth-
erwise directed to do so by the Chairman or 
Ranking Member. Counsel further agree that 
the information gathered during this inves-
tigation will be used solely in connection 
with this matter and use for any other pur-
pose is expressly forbidden. In order to en-
sure strict confidentiality in this matter, 
each firm will implement reasonable secu-
rity measures for all documents and other 
materials related to this investigation and 
shall inform all individuals working on this 
matter of the requirements of this section. 

RICHARD CULLEN, 
McGuire, Woods, Bat-

tle & Boothe, L.L.P. 
ROBERT F. BAUER, 

Perkins Coie. 
RICHARD CULLEN. 
GEORGE J. TERWILLIGER, 

III, 
Counsel for the Major-

ity, United States 
Senate Committee on 
Rules and Adminis-
tration. 

EXHIBIT 4 

U.S. SENATE, 
Washington, DC, May 16, 1997. 

RICHARD CULLEN, Esq., 
McGuire Woods Battle & Boothe, Richmond, 

VA. 
GEORGE J. TERWILLIGER III, Esq. 
McGuire Woods Battle & Boothe, Washington, 

DC. 
DEAR RICHARD AND GEORGE: On behalf of 

the Senate Committee on Rules and Admin-
istration, this letter confirms our retention 
of your services to assist the committee in 
its Constitutional responsibility, pursuant to 
a petition filed by United States Senate can-
didate Louis ‘‘Woody’’ Jenkins, to review 
questions raised about the 1996 U.S. Senate 
race in Louisiana. This retainer letter also 
covers the retention of services of other 
McGuire Woods partners and associations. 

In accordance with Senate procedures, this 
petition was filed with the Vice President of 
the United States, in his capacity as Presi-
dent of the Senate, and referred to this com-
mittee for consideration as we have jurisdic-
tion over this matter. On April 17, 1997, the 
Committee authorized an ‘‘Investigation of 
such scope as deemed necessary by the 
Chairman, into illegal or improper activities 
to determine the existence or absence of a 
body of fact that would justify the Senate in 
making the determination that fraud, irreg-
ularities or other errors, in the aggregate, 
affected the outcome of the election for 
United States Senator in the State of Lou-
isiana in 1996.’’ 

This investigation shall be conducted in 
conjunction with counsel for the minority, 
and an identical retainer has been extended 
to Robert F. Bauer and John Hume of Per-
kins Cole. 

Pursuant to your discussions with Com-
mittee counsel, please sign the original en-
closed contract and return it for our records. 

Sincerely, 
JOHN WARNER. 
WENDELL H. FORD. 

EXHIBIT 5 

U.S. SENATE, 
Washington, DC, May 16, 1997. 

ROBERT F. BAUER, Esq., 
JOHN P. HUME, Esq., 
Perkins Coie, Washington, DC. 

DEAR BOB AND JOHN: On behalf of the Sen-
ate Committee on Rules and Administration, 
this letter confirms our retention of your 
services to assist the committee in its Con-
stitutional responsibility, pursuant to a peti-
tion filed by United States Senate candidate 
Louis ‘‘Woody’’ Jenkins, to review questions 
raised about the 1996 U.S. Senate race in 
Louisiana. This retainer letter also covers 
the retention of services of other Perkins 
Coie partners and associates. 

In accordance with Senate procedures, this 
petition was filed with the Vice President of 
the United States, in his capacity as Presi-
dent of the Senate, and referred to this com-
mittee for consideration as we have jurisdic-
tion over this matter. On April 17, 1997, the 
Committee authorized an ‘‘Investigation of 
such scope as deemed necessary by the 
Chairman, into illegal or improper activities 
to determine the existence or absence of a 
body of fact that would justify the Senate in 
making the determination that fraud, irreg-
ularities or other errors, in the aggregate, 
affected the outcome of the election for 
United States Senator in the State of Lou-
isiana in 1996.’’ 

This investigation shall be conducted in 
conjunction with counsel for the majority, 
and an identical retainer has been extended 
to Richard Cullen and George Terwilliger of 
McGuire Woods Battle & Boothe. 

Pursuant to your discussions with Com-
mittee counsel, please sign the original en-
closed contract and return it for our records. 

Sincerely, 
JOHN WARNER. 
WENDELL H. FORD. 

EXHIBIT 6 

U.S. SENATE, 
Washington, DC, May 9, 1997. 

Hon. JANET RENO, 
The Attorney General of the United States, 

Washington, DC. 
Hon. LOUIS J. FREEH, 
The Director of the Federal Bureau of Inves-

tigation, Washington, DC. 

DEAR MADAM ATTORNEY GENERAL AND DI-
RECTOR FREEH: As you know, the 1996 Senate 
race in Louisiana is being contested. Under 
Article I, section 5, of the U.S. Constitution, 
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CONGRESSIONAL RECORD — SENATES6484 June 26, 1997 
the Senate has exclusive responsibility to 
judge the final results of this election. 

The Committee on Rules and Administra-
tion has initial jurisdiction over this matter 
for the Senate, and I am privileged to serve 
as its Chairman. The Committee met three 
times in open session to discuss the election 
contest and has authorized me by Committee 
Motion to conduct an investigation, in con-
sultation with the Ranking Member, Senator 
Wendell Ford. Senator Ford and I have each 
retained counsel from outside law firms to 
assist the Committee, and we executed con-
tracts with these attorneys on May 7. 

In my opinion, there is no more serious re-
sponsibility of the Senate than to determine 
the validity or non-validity of an election for 
United States Senator. The freedom that we 
enjoy is predicated on the American people 
having confidence in our election laws and 
believing that they have been complied with 
in elections for the Congress. 

I make no prejudgment as to the few facts 
that are before the Senate at this time. But 
there is a clear duty to conduct such inves-
tigation as we deem necessary so that the 
full Senate can make an informed decision 
as to the election contest. 

Given the importance of this matter to our 
federal system, I call on the Department of 
Justice to provide the United States Senate 
with the assistance of several investigators 
to work with our designated counsel and 
other persons engaged by the Committee to 
conduct this investigation. I believe that the 
credibility and experience of agents detailed 
from the Federal Bureau of Investigation 
will help to establish a like credibility in the 
outcome of the Senate’s investigation. 

I request that at your earliest opportunity 
we meet concerning this matter, hopefully to 
be joined by Senator Ford, to ascertain your 
willingness for the Department to assist the 
United States Senate. 

Enclosed is copy of the authorizing Com-
mittee Motion, along with a recent floor 
statement I made concerning the contest and 
other relevant documents, which should 
allow your advisors to quickly understand 
the Committee’s responsibilities and the spe-
cifics regarding the content. 

The Committee point of contact is Bruce 
Kasold at (202) 224–3448. Thank you for your 
assistance in this matter. 

Sincerely, 
JOHN WARNER 

Chairman. 
EXHIBIT 7 

U.S. SENATE, 
Washington, DC, May 14, 1997. 

Hon. JANET RENO, 
The Attorney General, Department of Justice, 

Washington, DC. 
Hon. LOUIS J. FREEH, 
Director, Federal Bureau of Investigation, 

Washington, DC. 
DEAR MADAM ATTORNEY GENERAL AND DI-

RECTOR FREEH: As you are aware, the Com-
mittee on Rules and Administration is con-
ducting preliminary investigation into alle-
gations of fraud and other irregularities 
which reportedly occurred in the 1996 U.S. 
Senate race in Louisiana. The Committee 
anticipates that this investigation will last 
approximately 45 days. 

The Committee has hired outside counsel 
to advise the Committee and direct this in-
vestigation. It is their strong recommenda-
tion that the Committee augment our re-
sources with professional investigators. In 
order to expedite and facilitate this inves-
tigation, and ensure the level of investiga-
tive professionalism required in such a case, 
the Committee respectfully requests the as-
sistance of detailees from the Federal Bu-
reau of Investigation. 

The Committee has identified an imme-
diate need for two detailees, preferably with 

a familiarity with Louisiana, and the New 
Orleans area specifically. As the investiga-
tion progresses, the Committee anticipates a 
need for at least two additional detailees. We 
ask that these detailees be provided to the 
Committee on a non-reimbursable basis, 
with the Committee bearing the associated 
travel expenses for these detailees, pursuant 
to Senate rules. 

The Committee has secured space in the 
Hale Boggs Federal Building in New Orleans 
for the duration of this investigation with 
the exception that attorneys for the Com-
mittee will begin occupying that space by 
early next week. Due to the timeliness of 
this investigation, we would hope that two 
detailees could be made available to the 
Committee at the same time so that the 
Committee investigation could begin 
promptly. 

It is important to the Committee that this 
investigation be conducted with the utmost 
professionalism and respect for the individ-
uals involved, in particular, the elected offi-
cials and citizenry of Louisiana. The reputa-
tion and integrity of the Bureau make it the 
most appropriate source for such assistance. 
We anticipate that a memorandum of under-
standing regarding the deployment of these 
detailees will need to be signed between your 
office(s) and the Committee. We are prepared 
to execute that document immediately. 

We greatly appreciate your assistance in 
this regard. 

Sincerely, 
WENDELL H. FORD, 

Ranking Member. 
JOHN WARNER, 

Chairman. 
EXHIBIT 8 

MEMORANDUM OF UNDERSTANDING BETWEEN 
THE UNITED STATES SENATE COMMITTEE ON 
RULES AND ADMINISTRATION AND THE U.S. 
DEPARTMENT OF JUSTICE 
I. This document is a Memorandum of Un-

derstanding (‘‘MOU’’) between the United 
States Senate Committee on Rules and Ad-
ministration (‘‘Committee’’) and the U.S. 
Department of Justice regarding certain 
terms and procedures relating to the detail 
assignment of Special Agents of the Federal 
Bureau of Investigation (‘‘FBI’’) to the Com-
mittee for the purpose of assisting the Com-
mittee in its investigation (‘‘Special Inves-
tigation’’). 

II. Relation of FBI Special Agents detailed to 
the Committee to the FBI and other components 
of the Department of Justice. 

(A) FBI Special Agents to be detailed to 
the Committee (‘‘Committee Investigators’’) 
shall be selected by the FBI after consulta-
tion with the Criminal Division of the De-
partment of Justice. 

(B) Committee Investigators shall not re-
port to or receive direction from the FBI or 
any other component of the Department of 
Justice regarding the investigative activities 
of the Committee, except as expressly au-
thorized by the Chief Counsel for the Com-
mittee. The activities of the Committee In-
vestigators shall be directed by the Chief 
Counsel and Minority Chief Counsel of the 
Committee acting directly or through des-
ignated lead counsel for the Special Inves-
tigations, as provided in Part III of this 
MOU. 

(C) Committee Investigators shall not pro-
vide any oral or written account of informa-
tion obtained as a result of the Agents’ as-
signment to the Committee either to the FBI 
or to the personnel of any other Executive 
Branch agency without the express author-
ization of the Chief Counsel and the Minority 
Chief Counsel for the Committee. Approved 
communication of such information to the 
FBI or other components of the Department 
of Justice shall be through a designated 

point of contact, as provided in paragraph 
(F). 

(D) Committee Special Agents shall not ex-
ercise any law enforcement authority grant-
ed them by law while executing the duties 
and responsibilities for which they have been 
detailed to the Committee. 

(E) Committee Special Agents shall not be 
entitled, by virtue of their status as federal 
law enforcement officers, to have access to 
information developed through criminal in-
vestigation, including grand jury informa-
tion. 

(F) All communications [relating directly 
or indirectly to investigative matters] be-
tween Committee Special Agents and the 
FBI or any other component of the Depart-
ment of Justice, shall be through a point of 
contact established by the Department of 
Justice. The Department of Justice will no-
tify the Chief Counsel of the Committee of 
the name of that point of contact. 

III. Duties and Responsibilities of the Chief 
Counsel and Minority Chief Counsel to the 
Committee. 

(A) FBI Special Agents detailed to the 
Committee shall be a joint resource to both 
the Majority and Minority staffs of the Com-
mittee and outside counsel retained by the 
Committee. 

(B) The Committee shall reimburse the 
FBI for all costs associated with the detail 
assignment of FBI Special Agents to the 
Subcommittee, including official travel ex-
penses. 

(C) The Chief Counsel and/or the Minority 
Chief Counsel shall furnish written or oral 
responses, if requested by the FBI, regarding 
the performance appraisal of FBI Special 
Agents detailed to the Committee. 

(D) All assignments to the Committee In-
vestigators shall be made by the lead attor-
ney and the minority lead attorney, acting 
jointly, or by either attorney after consulta-
tion with the other. All assignments shall, 
for administrative purposes, be made either 
by or through the lead attorney for the Spe-
cial Investigation, to the supervisory Com-
mittee Investigator designated by the FBI. 
The lead attorney for the Special Investiga-
tion shall provide timely notice to the mi-
nority lead attorney for the Special Inves-
tigation of all assignments to the agents. 

(E) Unless directed otherwise by the lead 
counsel for the Special Investigation, the 
Committee Investigators may conduct inter-
views personally or by the telephone. 

IV. Duties and Responsibilities of the Com-
mittee Investigators. 

(A) The Committee Investigators shall as-
sist the Committee in all tasks related to 
the objectives of the Committee in its inves-
tigation. 

(B) Except as otherwise provided in this 
MOU, the Committee Investigators will re-
main subject to the personnel rules, regula-
tions, laws and policies applicable to FBI 
employees. The Committee Investigators 
will also adhere to Committee rules and reg-
ulations which are applicable to the perform-
ance of their assigned duties at the Com-
mittee, so long as those rules do not conflict 
with FBI rules and regulations. 

(C) Except in extraordinary circumstances, 
Committee Investigators shall provide the 
lead attorney for the Special Investigation, 
who shall in turn notify the minority lead 
attorney for the Special Investigation, suffi-
cient advance notice of any pending appoint-
ments for interviews, so that either attorney 
for the Special Investigation can determine 
whether to assign an attorney to join the 
interview. 

(D) With regard to all investigative activi-
ties performed for the Committee, Com-
mittee Investigators 

(1) shall identify themselves as staff inves-
tigators of the Committee, and not as federal 
law enforcement agents; 
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*Footnotes at end of article. 

(2) shall not possess a firearm nor display 
FBI credentials or badge during the conduct 
of any personal interviews or other inves-
tigative activity; 

(3) shall inquire whether a witness to be 
interviewed is represented by counsel, and if 
so, inform the lead attorney for the Special 
Investigation accordingly, prior to sched-
uling the interview; 

(4) shall take notes during all interviews 
and keep the originals of the same as a 
record of the Committee; 

(5) shall reduce to writing, in memorandum 
form, the substance of all witness interviews 
within five working days, unless cir-
cumstances prevent that schedule and the 
lead attorney for the Special Investigations 
approves the delay; 

(6) shall provide both the lead attorney and 
the minority lead attorney for Special Inves-
tigation a copy of the interview memo-
randum; and 

(7) shall insure that any documents, 
records, exhibits, or other evidence obtained 
from the interviewed witness are turned over 
immediately to both the lead attorney and 
the minority lead attorney for the Special 
Investigation pursuant to the procedures re-
lating to the same. 

V. Termination 
This agreement may be terminated by any 

of the undersigned upon written notice to 
the others. 

Approved by the Committee on Rules and 
Administration of the United States Senate. 

Chairman John Warner. 
Ranking Member Wendell H. Ford. 
Howard M. Shapiro, General Counsel, FBI. 
Mark M. Richard, Acting Assistant Attor-

ney General, Criminal Division, U.S. Depart-
ment of Justice. 

EXHIBIT 9 

U.S. SENATE, COMMITTEE ON RULES 
AND ADMINISTRATION, 

Washington, DC, May 1, 1997. 
Hon. WENDELL H. FORD, 
Ranking Member, Committee on Rules and Ad-

ministration, U.S. Senate, Washington, DC. 
DEAR WENDELL: Per our conversation, let 

me state my intent with regard to the rights 
of the Committee minority as they apply to 
the preliminary investigation into the con-
test of the 1996 Senate election in Louisiana. 

First, as I understand to be reflected in the 
investigative protocol provision regarding 
the issuance of subpoenas, I agree that the 
subpoena power delegated to the Chairman, 
with the approval of the ranking minority 
member of the Committee, pursuant to Rule 
A of the Committee’s supplemental rules of 
procedure adopted on April 17, 1997, shall be 
used reasonably and equitably to compel the 
attendance of any witness or the production 
of any documents requested by a majority of 
the minority members of the Committee. 

Second, I agree that when majority and 
minority counsel cannot agree on investiga-
tive issues, decisions, or aspects of the con-
duct of the investigation, then they shall, at 
the request of either counsel, bring their dis-
agreement to the immediate attention of the 
Chairman and ranking minority member. If 
the Chairman and ranking member cannot 
agree, then the full Committee will be asked 
to resolve the issue after an opportunity for 
discussion and comment. 

Third, I agree that at any hearing held for 
the purpose of taking recorded, sworn, or 
unsworn testimony, at least three days’ no-
tice shall be given and any member or mem-
bers of the Committee may attend and par-
ticipate. 

I hope this clarifies my position. 
Sincerely yours, 

JOHN WARNER, 
Chairman. 

EXHIBIT 10 

MCGUIRE WOODS 
BATTLE & BOOTHE 

MEMORANDUM 

To: Senate Rules Committee 
From: George J. Terwilliger and Frank At-

kinson 
Date: June 23, 1997 

Re: Jenkins-Landrieu—Voting Procedures 
and Election Safeguards 

BACKGROUND INFORMATION—VOTING 
PROCEDURES AND ELECTION SAFEGUARDS 

Louisiana has been plagued by a history of 
election fraud, and the state therefore has 
enacted elaborate voting procedures and 
safeguards designed to guard the integrity of 
elections. The state legislature has expressly 
recognized the state’s ‘‘longstanding history 
of election problems, such as multiple vot-
ing, votes being recorded for persons who did 
not vote, votes being recorded for deceased 
persons, voting by non-residents, vote buy-
ing, and voter intimidation.’’ La. R.S. 
18:1463. 

Secretary of State McKeithen is the ‘‘chief 
election officer of the state.’’ La R.S. 
18:421.A. He has publicly sated: ‘‘Our [elec-
tion] law, if strictly followed, is probably the 
tightest law in the country. The problem was 
it wasn’t followed [in the November 1996 
election].’’ 1* 

Even where modern voting machines are 
used and post-election tampering with the 
machines is made generally impracticable by 
a combination of machine security features 
and procedural safeguards, the possibility of 
fraud still exists whenever one person (or 
several acting in concert) can gain access to 
precinct registers, poll lists, absentee voter 
lists, and other documentary materials used 
on or before election day. 

Voting machines are devices for recording 
and tallying the number of votes, the accu-
racy of the tally is vitally important, but it 
is only one component of an honest election. 

The integrity of the election also turns 
upon the validity of the votes cast, and this 
central facet of election administration is 
addressed in detail in Louisiana statutes 
that prescribe the preparation, use and post- 
election disposition and custody of various 
written election records. These written 
records provide an indispensable check that 
guards against improper manipulation of 
voting machines before, on, or after election 
day.2 
SUMMARY : KEY PROCEDURAL PROVISIONS AND 

BREACHES OF SAFEGUARDS 
4. Key procedural provisions 

State law provides that a precinct register 
(together with a supplemental list of absen-
tee voters) is to be used at each polling 
place. 

The precinct register contains an alphabet-
ical listing of all registered voters in the pre-
cinct. Voters must sign the precinct register 
when they vote, and an election commis-
sioner also must sign (initial) opposite each 
voter’s signature. 

Election commissioners in each precinct 
are also required to prepare two (duplicate) 
poll lists. 

The poll lists contain the names of actual 
voters recorded in the order that they vote. 
Election commissioners record the names of 
voters on sheets with consecutively num-
bered spaces. 

Voters and election commissioners must 
execute certain other documents in pre-
scribed circumstances, including Address 
Confirmation at Polls (ACP) forms, Affidavit 
of Voters (AV–33) forms, and Challenge of 
Voter (CV–56) forms. 

When the polls close, election commis-
sioners are required to follow specific proce-
dures. With regard to the disposition of the 
written election records, each of the fol-
lowing must be accomplished by midnight on 
the day of the election and in the presence of 
commissioned poll watchers: 

Election commissioners are required [a] to 
place certain specified records in a Registrar 
of Voters (ROV) envelope, [b] to then place 
the ROV envelope inside the precinct reg-
ister and seal the precinct register,3 [c] to 
then seal one copy of the poll list and certain 
other specified records inside the Put in Vot-
ing Machine (P–16) envelope, [d] to then 
place the sealed P–16 envelope and the pre-
cinct register inside the voting machine, 
and, finally, [e] to lock the voting machine 
and seal the key inside the Return Key Enve-
lope (C–03). 

Election commissioners are required to 
place certain other specified records, includ-
ing the other copy of the poll list, in the Sec-
retary of State (S–19) envelope and to mail 
the S–19 envelope to the Secretary of State. 

Election commissioners are required to de-
liver the sealed Return Key Envelope and 
certain other specified records to the parish 
clerk of court. 

Other provisions specifically govern the 
counting of absentee votes and the disposi-
tion of absentee vote records. 
B. Identified breaches of election safeguards 

Secretary of State Mckeithen and several 
staff members were interviewed by Senate 
Rules Committee outside co-counsel on May 
13 and May 30, 1997. They identified and/or 
confirmed the following breaches of election 
safeguards: 

Election commissioners were required by 
law to mail one set of election records to the 
Secretary of State on election night. Com-
missioners in Orleans Parish and several 
other parishes were instructed by the parish 
clerk of court’s office to—and did—deliver 
this set of records to the parish clerk of 
court instead of the Secretary of State, in 
violation of the state law. 

Instructional materials prepared by the 
Commissioner of Elections, Jerry Fowler, 
and his office directed the parish election 
commissioners to deliver the Secretary of 
State’s set of election records to the parish 
clerk of court instead of mailing them to the 
Secretary of State, as required by state law. 
These instructions were prepared unilater-
ally by Commissioner Fowler’s office in vio-
lation of another state law which requires 
that such instructional materials be pre-
pared jointly by the Commissioner of Elec-
tions and the Secretary of State and be ap-
proved by the Attorney General before dis-
tribution to election commissioners. 

Voting machines in Orleans Parish were 
unsealed and opened before the appointed 
time and outside the presence of candidate 
representatives, in violation of state law. 

Secretary of State McKeithen also made 
the general observation—not specific to any 
particular parish—that election commis-
sioners routinely failed to require voters to 
prove their identity in accordance with state 
law. 

District Attorney Doug Moreau of East 
Baton Rouge Parish and his assistant were 
interviewed by Senate Rules Committee out-
side co-counsel on May 13 and May 30, 1997. 
From his office’s review of election records 
obtained from Orleans Parish pursuant to 
subpoena, he has found the following: 

Besides mailing one set of original precinct 
election records to the Secretary of State on 
election night (the ‘‘S–19 envelope’’), parish 
election commissioners are required by law 
to seal the other set of original records in an 
envelope (‘‘the P–16 envelope’’), seal the pre-
cinct register, and lock the sealed P–16 enve-
lope and sealed precinct register in the pre-
cinct voting machine. Moreau subpoenaed 
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the P–16 envelopes and contents from Orle-
ans Parish. After reviewing approximately 
half of these records, he found that none had 
ever been sealed in accordance with state 
law. 

According to Moreau and his assistant, 
Sandra Ribes, the Orleans Parish P–16 enve-
lopes appear to have many missing items and 
discrepancies, including irregularities in 
record-keeping for absentee voters. Rather 
than relying upon Moreau’s review, however, 
we have requested these records so that we 
can conduct our own audit. Our request is 
pending, so Moreau still has these records. 

In response to Moreau’s subpoena, it was 
disclosed by the Clerk of Court in Baton 
Rouge that many original election records 
for East Baton Rouge Parish have been dis-
carded, in apparent violation of state law. 

Commissioner of Elections Jerry Fowler 
and staff members were interviewed by Sen-
ate Rules Committee outside co-counsel on 
May 13 and May 30, 1997. They confirmed the 
following: 

Although Fowler’s office prepared video-
tapes and instructional materials properly 
directing election commissioners to mail the 
S–19 envelopes and contents to the Secretary 
of State’s office, they did also prepare cer-
tain ‘‘customized’’ videotapes and instruc-
tional materials—at the request of several 
parish clerks of court, including the Orleans 
clerk’s office—directing the election com-
missioners in those parishes to send the S–19 
records to the parish clerk of court instead 
of the Secretary of State. 

Staff working for the Orleans Parish 
clerk’s office did unlock and open voting ma-
chines and remove records outside the pres-
ence of designated candidate representatives 
a short time before the appointed hour for 
the opening of the machines three days after 
the election. 

State employees reporting to Fowler were 
in control of the warehouse in which the 
locked voting machines in Orleans Parish 
were stored prior to the opening of them 
three days after the election. The clerk of 
court of Orleans Parish had ‘‘legal custody’’ 
of the voting machines during this period. It 
is unclear whether the clerk’s staff had ac-
tual access to the voting machines during 
this time. They may have had access to an 
office within the warehouse, and the portion 
of the warehouse where the machines were 
stored was accessible from that office. There 
was no regular inspection of the storage area 
nor security check by any of Fowler’s em-
ployees. 

The rear of the AVC voting machines used 
in Orleans Parish contains a door that can be 
locked but has no ready means of sealing. 
This is the area where the election records 
(P–16 envelopes and precinct registers) were 
stored. Since the machines were locked but 
not sealed, a person with a key to the ma-
chines could gain access to these election 
records without it being physically evident 
that access was gained. 

Also relevant to the investigation of 
breached election safeguards are the admis-
sions by several Orleans Parish election 
commissioners that they accepted payments 
from gaming organizations interested in the 
outcome of questions on the November 1996 
ballot. At least one election commissioner 
has admitted receiving such a payment for 
electioneering activity performed on elec-
tion day. 

PARTICULAR ISSUES 
Separation of election records; delivery to Sec-

retary of State 
Legal Requirement: State law requires elec-

tion commissioners to mail the Secretary of 
State (S–19) envelope containing one of the 
poll lists and other records directly to the 
Secretary of State’s office before midnight. 
La. R.S. 18:572.A(2) and B. 

Secretary of State McKeithen explained 
that this safeguard is designed to prevent 
tampering with the written election records 
by separating the poll lists and other impor-
tant documents immediately upon their 
leaving the polling places. State law requires 
that one of the poll lists be mailed to the 
Secretary of State while the other is to be 
sealed in an envelope and locked in the vot-
ing machine. Mr. McKeithen stated that this 
is an important safeguard against election 
fraud, and he noted that it also is a means by 
which clerks of court can avoid vulnerability 
to fraud allegations by ensuring they do not 
have access to all copies of key election 
records. 

Mr. McKeithen stated that, until the re-
cent disclosure that a contrary practice ex-
isted in certain parishes, he was unaware of 
these election law violations. He further 
stated that, if he had been aware of the ex-
istence of this contrary practice, he would 
have acted decisively to prevent the viola-
tions. 

Violations: Secretary of State McKeithen, 
Commission of Elections Fowler, and mem-
bers of their respective staffs confirmed pub-
lished reports that election commissioners 
in at least Orleans, Jefferson, and East 
Baton Rouge Parishes failed to comply with 
the legal requirement that they mail the S– 
19 envelopes and contents to the Secretary of 
State on election night. Instead, the com-
missioners delivered the envelopes and con-
tents to their respective parish clerks of 
court. This placed the second copy of each 
precinct’s poll list and other original records 
in the custody of the single local election of-
ficial with access to the remainder of the 
original records. 

Because the Secretary of State does not 
log in the envelopes upon receipt in his of-
fice, we do not know how long the S–19 enve-
lopes and contents remained in the posses-
sion of the respective parish clerks of court 
before they were sent to the Secretary of 
State.4 

We do not have authoritative information 
as to the other parishes in which this viola-
tion of state law occurred, when and where 
such violations have occurred in the past, or 
the reason or reasons given by the election 
commissioners-in-charge who took that ac-
tion. We do know, however, that in the three 
parishes identified above, and apparently in 
others, the respective parish clerks of court 
instructed election commissioners to deliver 
the S–19 envelopes and contents to them 
rather than to mail them to the Secretary of 
State as required by state law. 

Commissioner Fowler and his staff con-
firmed that instructional materials, includ-
ing both written guidelines and video tapes, 
were used by the clerks of court to prepare 
election commissioners in their parishes. In 
Orleans and apparently other parishes, these 
materials expressly instructed election com-
missioners to send the S–19 envelopes and 
contents to the clerks of the court. 

The proper procedure for disposition of the 
S–19 envelopes should have been clear to the 
clerks of court and the election commis-
sioners. The Informational Pamphlet pre-
pared jointly by the Secretary of State and 
the Commissioner of Elections, approved by 
the Attorney General, and distributed to 
election commissioners and clerks of court 
expressly instructs the commissioners to 
mail these envelopes, with the prescribed 
contents, to the Secretary of State by mid-
night on election night. The front of the S– 
19 envelope itself lists in bold print the items 
that must be enclosed and specifies that the 
envelope must be mailed to the Secretary of 
State. 

Importantly, the S–19 envelopes were not 
sealed by activating adhesive on the envelop 
flaps or by any other method that would pre-

vent undetectable access. Instead, when ulti-
mately received in the Secretary of State’s 
office, the S–19 envelopes generally were 
clasped using the metal clasp that is stand-
ard on manila-type envelopes. 

Although there is no statutory require-
ment that the S–19 envelopes be ‘‘sealed,’’ 
the requirement that they be ‘‘mail[ed]’’ 
would seem to imply a more secure closing of 
the envelopes than that accomplished 
through use of the metal clasp alone. How-
ever, Secretary KcKeithen and his staff ad-
vised us that the S–19 envelopes have rou-
tinely been received by his office in a clasped 
but unsealed condition. 

Regardless of the propriety of the practice 
of not sealing the S–19 envelopes, the signifi-
cant point is that those envelopes were— 
while unlawfully in the possession of the 
clerks of court (and any others to whom they 
granted access)—in a condition that per-
mitted easy and undetectable access to their 
contents.5 

The significance of the unsealed condition 
of the S–19 envelopes and the accessibility of 
their contents is reflected in a published 
comment made by Alan Elkins, principal as-
sistant to Commissioner of Elections Jerry 
Fowler. As described below, Elkins was one 
of the persons involved in preparing instruc-
tional materials that directed election com-
missioners in some parishes to send the S–19 
envelopes to the parish clerks of court in 
violation of state law. Speaking shortly after 
the disclosure of these violations last month, 
Elkins was quoted as saying: ‘‘What dif-
ference does it make? Those envelopes are 
sealed anyway. You can’t open them without 
the appearance of them being opened.’’ 6 In 
our interview, Elkins acknowledged that the 
S–19 envelopes actually were not sealed; he 
now expresses the opinion that fastening the 
envelopes by clasp was sufficient. 
2. Instructions to election commissioners regard-

ing voting procedures and disposition of 
records. 

Legal Requirement: State law assigns var-
ious responsibilities for election administra-
tion among the Secretary of State and the 
Commissioner of Elections. While the Com-
missioner of Elections has statutory author-
ity over the voting machines, the Secretary 
of State is the chief election officer of the 
state. Accordingly, state law requires that 
written instructions to election commis-
sioners regarding voting procedures be pre-
pared jointly by the Secretary of State and 
the Commissioner of Elections, and that 
these instructions be approved by the Attor-
ney General La. R.S. 18:421.C. 

Secretary of State McKeithen described 
this provision to us as an important check 
and balance that is necessary in light of Lou-
isiana’s checkered election history. 

Violation: The Commissioner of Elections 
and members of his staff acknowledged to us 
that, within the last four or five years, they 
have prepared written and videotape instruc-
tional materials that direct election com-
missioners to deliver the S–19 envelopes and 
the election records contained therein to the 
parish clerk of court, rather than by mail to 
the Secretary of State, as required under 
state law. The Commissioner’s staff advised 
us that they produced a standard instruc-
tional videotape that directed precinct elec-
tion commissioners to mail the S–19 enve-
lopes and contents to the Secretary of State, 
but that, at the request of various parish 
clerks of court, they also ‘‘customized’’ some 
of the videotapes to direct that the S–19 en-
velopes and contents instead be delivered to 
the clerks of court. Corresponding written 
instructions also directed the delivery of the 
S–19 envelopes and contents to the clerks of 
court in those parishes. 

Commissioner Fowler and his staff were 
unable to tell us with specificity which par-
ishes requested and received instructional 
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tapes and written materials ‘‘customized’’ in 
this manner. He did indicate a general belief 
that the preparation of these instructional 
materials corresponded with the introduc-
tion and initial use of the new ‘‘AVC’’ (Se-
quoia) voting machines in Orleans and sev-
eral of the other larger parishes. These tapes 
and written materials primarily were con-
cerned with instructing commissioners in 
the use of these new and unfamiliar voting 
machines, but, for reasons Commissioner 
Fowler did not explain, they also included 
instructions on the disposition of the S–19 
envelopes, which have nothing to do with the 
voting machines. 

Secretary of State McKeithen expressed 
strong objections to the Commissioner’s uni-
lateral preparation of these instructional 
materials, of which the Secretary of State 
only became aware last month. McKeithen 
acknowledged that the Commissioner of 
Elections is responsible for instructing pre-
cinct commissioners in the use of voting ma-
chines and therefore could properly prepare 
those instructions unilaterally, but he stated 
that the inclusion of instructions regarding 
disposition of election records was clearly 
outside of the Commissioner’s lawful author-
ity. Secretary McKeithen called attention to 
the stark conflict between the Informational 
Pamphlet, which was jointly prepared by 
McKeithen and Fowler and approved by the 
Attorney General, and the videotape and ac-
companying written materials that were uni-
laterally prepared by Fowler’s office in col-
laboration with local clerks of court. The In-
formational Pamphlet properly advises pre-
cinct commissioners to mail the S–19 enve-
lopes to the Secretary of State; the other 
materials direct the local commissioners to 
send the S–19 envelopes to the clerk of court 
in violation of state law. 
3. Sealing of envelopes containing original 

records; locking of percent registers and en-
velopes in voting machines 

Legal Requirement: As noted above, state 
law requires that, in the presence of poll 
watchers and before midnight on election 
day, election commissioners must seal one 
copy of the poll list and certain other speci-
fied records inside the P–16 envelope, which 
is marked ‘‘Put in Voting Machine.’’ La R.S. 
18:571(12). The election commissioner then 
must place the sealed P–16 envelope and the 
sealed precinct register in the voting ma-
chine, lock the machine, and seal the key in 
the Return of Key envelope. La. R.S. 
18:571(11), (12), (13), (14). 

Violation: We have been advised by District 
Attorney Moreau and his staff that they 
have examined approximately half of the P– 
16 envelopes from Orleans Parish, and that 
none of the envelopes are, or appear to ever 
have been, sealed in accordance with state 
law. The P–16 envelopes contained one of the 
two poll lists, and the failure to seal these 
envelopes as expressly mandated by state 
law represents another significant breach of 
the statutory safeguards relating to election 
records. We do not yet know whether the 
precinct registers were sealed. 

Importantly, election commissioners in 
Orleans Parish placed the unsealed P–16 en-
velopes and the precinct registers in AVC 
voting machines that were themselves un-
sealed. State law required the commissioners 
to lock the door to the rear area of the ma-
chines where the records were placed, but, 
unlike other types of voting machines, the 
entire AVC machine is not sealed. On the 
AVC voting machines, the computer car-
tridge alone is sealed, and the rear area con-
taining the precinct register and P–16 enve-
lopes is merely locked. This circumstance 
aggravates the concern about the failure of 
Orleans Parish commissioners to seal the P– 
16 envelopes (and possibly the precinct reg-

isters). Since these crucial records were 
placed unsealed in a portion of the voting 
machines that was locked but not sealed, 
anyone with access to a machine key could 
have gained direct access to the election 
records without detection. 
4. Unlocking and unsealing of voting machines 

in the presence of candidates or their rep-
resentatives 

Legal Requirement: State law provides that 
the voting machines are to be transferred 
from the precinct polling place to the cus-
tody of the parish clerk of court and are to 
be opened, in the presence of representatives 
of the candidates, three days after the elec-
tion. La. R.S. 18:573.A, 18:573.B. 

Violation: Secretary of State McKeithen, 
Commissioner of Elections Fowler, and 
members of their respective staffs confirmed 
to us that some significant number of voting 
machines in Orleans Parish were unlocked 
and unsealed outside the presence of can-
didate representatives and before the an-
nounced time for the supervised opening of 
the machines. Neither had direct knowledge 
of the particulars, but both indicated that 
Orleans Parish officials had acknowledged 
the improper action occurred. 

McKeithen cited this improper action as a 
serious breach that, in tandem with other 
known violations such as the Clerk’s receipt 
of the S–19 envelopes, rendered the Clerk of 
Court of Orleans Parish, Mr. Edwin Lom-
bard, vulnerable to allegations of election ir-
regularity. 

In contrast, Fowler stated to us his under-
standing that this unlawful action was in-
consequential since, according to the infor-
mation relayed to him, the machines were 
opened at most fifteen minutes or so before 
they should have been. Commissioner Fowler 
further stated his understanding that Mr. 
Lombard had not personally authorized the 
improper action; he identified the Deputy 
Clerk, Mr. Broussard, as the senior official 
with the clerk of court’s office who was 
present when the machines were opened. 
Both McKeithen and Fowler stated that the 
ceremonial opening of voting machines in 
the presence of witnesses three days after 
the election had traditionally been regarded 
as an important event and election safe-
guard. However, Fowler nevertheless ven-
tured the opinion that the action of clerk’s 
office personnel in opening the machines 
early, outside the presence of candidate rep-
resentatives, and notwithstanding the close 
and contested nature of this particular elec-
tion, was an incidental action taken for the 
innocent purpose of expediting the machine 
opening process. 

While Louisiana law was violated by the 
opening of some or all Orleans Parish voting 
machines in the manner described above, the 
significance of this violation in terms of the 
opportunity for election fraud will not be 
clear until further investigation has been 
completed, with regard to access to the elec-
tion records locked in the voting machines, 
the following facts are noteworthy: 

The voting machines were in the legal cus-
tody of the clerk of court from the time they 
left the polling place until the unlocking and 
unsealing of the machines on the third day 
after the election. 

The keys to the voting machines were in 
the possession of the clerk of court during 
this same period. They should have been con-
tained in an envelope that remained sealed 
until the envelope was opened and the keys 
removed in the presence of witnesses three 
days after the election. However, because the 
clerk’s employees began opening the ma-
chines early and outside the presence of wit-
nesses, it is not known whether, and for how 
long, the key envelopes remained sealed 
while in the clerk’s custody. 

The precinct register, poll lists and other 
original election records were locked in the 
voting machines, but the rear area of the 
machines in which they were locked was not 
sealed; therefore, undetected access to the 
election records in the machines was pos-
sible for anyone possessing a key to the ma-
chines. 

Prior to the opening of the machines, they 
were stored in a warehouse controlled by 
Commissioner Fowler and designated mem-
bers of his staff. Clerk of Court Lombard had 
legal custody of the machines during this 
time, but the extent, if any, to which he and 
his staff had actual access to the machines is 
an issue for investigation. Clerk’s office per-
sonnel may have had access at will to an of-
fice area within the warehouse where the 
machines were stored, and there was unob-
structed access from the office area to the 
part of the warehouse containing the voting 
machines. 

Taken together, the foregoing tends to 
confirm that the Clerk of Court of Orleans 
Parish, and presumably persons on his staff, 
may well have had the ready ability to gain 
access to the original election records in the 
voting machines if they so chose. This abil-
ity apparently existed for 2–3 days. In com-
bination with the unlawful failure to seal the 
envelopes and election registers placed in 
the machines and the unlawful failure to 
send the other set of election records di-
rectly to the Secretary of State, the result 
in Orleans Parish appears to have been the 
very situation—a person or small group of 
persons enjoying access to all copies of cru-
cial election records—that Louisiana law 
was designed to prevent. 
Payments to election commissioners; related 

issues 
Legal Requirement: State law prescribes the 

qualifications, powers, duties, compensation 
required training, and method of selection of 
the precinct election commissioner-in- 
charge and the other precinct election com-
missioners who administer the election at 
the polling places. See La. R.S. 18:424, 18:425, 
18:426, 18:431, 18:431.1, 18:433, 18:434. Election 
commissioners are expressly prohibited from 
‘‘electioneer[ing], engag[ing] in political dis-
cussions, . . . or prepar[ing] a list of persons 
at the polling place’’ (La. R.S. 18:425.C), and 
they may not ‘‘in any manner attempt to in-
fluence any voter to vote for or against any 
candidate or election being held in that poll-
ing place’’ (La. R.S. 18:1462. C). As a practical 
matter, these officials have virtually no op-
portunity to assist a candidate or ballot 
proposition at any other polling place on 
election day, since they are required to re-
port to the polling place at which they serve 
no later than 5:30 a.m. on election day and to 
remain there for the duration of the voting 
and post-voting procedures; the clerk of 
court must approve the appointment of any 
replacement commissioner on election day. 
La. R.S. 18:433.E(2), 18:434.D, 18:434.E. The 
lawful compensation of election commis-
sioners is prescribed by statute. La. R.S. 
18:424.E. 425.E. State law specifically pro-
vides that no person shall ‘‘[o]ffer money or 
anything of present or prospective value . . . 
to influence a commissioner . . . in the per-
formance of his duties on election day.’’ La. 
R.S. 18:1461.A(8). Election commissioners 
must be selected at random from a list of 
duly trained and certified persons. La. R.S. 
18:433.B, 18:434.B. 

Possible Violation: News media reports ear-
lier this year disclosed that five election 
commissioners in Orleans Parish had been 
paid by gambling interests with issues on the 
November 5, 1996 ballot. They each received 
from $30 to $800 from Bally’s Casino and 
Harrah’s Jazz Co. for canvassing and distrib-
uting ballots. Three of the five were commis-
sioners-in-charge. One of the commissioners- 
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in-charge was paid $120 for canvassing on 
election day. Harrah’s and Bally’s both de-
nied any awareness that the recipients of 
these payments were election commis-
sioners.7 

Whether these, and any other, election 
commissioners received illegal payments or 
otherwise engaged in illegal activity, and the 
extent of any such activity, is unknown at 
this time. When viewed in the context of the 
opportunities for election fraud created by 
the breaches of election safeguards pre-
viously discussed, the prospect that the in-
tegrity and impartiality of election commis-
sioners may have been compromised is obvi-
ously of significant concern. These published 
admissions by certain election commis-
sioners in Orleans Parish suggest the need 
for close examination of the method of selec-
tion and conduct of other election commis-
sioners, particularly in Orleans Parish where 
the above-described electoral irregularities 
occurred. 
6. Designation of absentee voters; related issues 

Legal Requirement: State law authorizes 
voters in certain circumstances to vote ab-
sentee by mail or absentee in person. Absen-
tee in person voting is permitted from twelve 
days to six days prior to an election. Voters 
wishing to vote absentee in person must go 
to the parish registrar’s office or other des-
ignated location during this time period, 
present proper identification, cast an absen-
tee ballot, and sign the precinct register or 
other absentee voter list. Voters wishing to 
vote absentee by mail must submit a signed 
application letter and return their absentee 
ballots before election day. The registrar 
must enter the word ‘‘absentee’’ and the date 
of the election in the precinct register for 
each person who votes absentee in person or 
absentee by mail prior to the sixth day be-
fore the election. La. R.S. 18:1311.B After the 
sixth day, absentee by mail votes received in 
the registrar’s office are recorded on a sup-
plemental absentee voters list. 

Possible Violation: Based on information 
provided to us by District Attorney Moreau 
and his staff, there reportedly are significant 
discrepancies in election records which sug-
gest a failure to follow statutorily prescribed 
absentee voting procedures in at least some 
precincts in Orleans Parish. 

Moreau reviewed some Orleans Parish pre-
cinct registers before they were produced in 
response to the Senate’s subpoena, and his 
review found widespread instances where the 
registrar’s office failed to note ‘‘absentee’’ 
on the precinct register by the names of per-
sons who, according to records maintained 
by the Commissioner of Elections, did vote 
by absentee ballot. In the absence of some 
such identifying mark on the precinct reg-
ister, it cannot be determined which signa-
tures on the precinct register were supplied 
by voters on election day and which names 
were placed on the register before election 
day. 

If our own review of the Orleans Parish 
election records reveals that election com-
missioners there did not receive precinct 
registers properly marked to identify absen-
tee voters and/or did not receive supple-
mental lists of absentee voters, then a very 
important safeguard against multiple voting 
may have been compromised. 
7. Retention of election records 

Legal Requirement: All voting records and 
papers must be preserved for at least six 
months after a general election. La. R.S. 
18:403. Certain registration records in federal 
elections must be preserved for twenty-two 
months after the election. La. R.S. 18:158.B. 
In addition, there are special record reten-
tion and handling provisions for certain vot-
ing records. For instance, the sealed enve-
lope marked ‘‘Put in Voting Machine’’ (P–16) 

must be, after it is removed from the voting 
machine at the formal opening, preserved 
‘‘inviolate’’ through the election challenge 
period. La. R.S. 18:573.D. Similarly, the elec-
tion result cartridges from voting machines 
must not be disturbed until the election con-
test period has lapsed. If no contest is filed, 
the cartridges may be cleared. La. R.S. 
18:1376.B(2). 

Possible Violation: It is our understanding 
that local parish officials may have de-
stroyed election records prior to the lapse of 
the six-month retention period, in violation 
of state law. East Baton Rouge Parish Clerk 
Doug Welborn has acknowledged that his of-
fice discarded 286 envelopes containing poll 
materials prior to the expiration of the six- 
month retention period. In addition, Allen 
Parish election records apparently were de-
stroyed due to water damage in a leaky 
warehouse. We will have a clearer under-
standing of these and any other document 
retention/destruction issues after review of 
the documents and responses received re-
cently from local parish registrars and 
clerks of court pursuant to the Senate’s sub-
poenas. 
8. Identification of voters at polls 

Legal Requirement: State law requires that 
election commissioners identify each voter 
by requiring him or her to submit a current 
Louisiana driver’s license, current registra-
tion certificate, other identification card, or 
by comparison with the descriptive informa-
tion on the precinct register. La. R.S. 562.D. 

Violation: In response to our query regard-
ing the existence of any other known viola-
tions of state election laws in November 1996, 
Secretary of State McKeithen conveyed to us 
his general understanding that there were 
widespread violations of the voter identifica-
tion requirement in the November 1996 elec-
tion. Mr. McKeithen related that, in his ex-
perience, this provision is not vigorously en-
forced or complied with in many parishes 
throughout Louisiana. 

FOOTNOTES 
1 ‘‘Officials: Senate Investigators Told of Election 

Mistakes’’, Associated Press, May 16, 1997. 
2 We have been supplied with a copy of the ‘‘Infor-

mational Pamphlet for Commissioners-in-Charge 
and Commissioners on Election Day,’’ a document 
prepared jointly by the Louisiana Secretary of State 
and Commissioner of Elections and approved by the 
Attorney General of Louisiana as required by state 
law. The document reflects that it was last revised 
in May 1996. This ‘‘Informational Pamphlet’’ is a 
useful reference for information about the require-
ments of state election law. 

3 There is an apparent discrepancy between the 
Louisiana election code, which expressly requires 
that the precinct registers be sealed (see La. R.S. 
18:571(11); 18:573.E(1)), and the guidance given elec-
tion commissioners in the Information Pamphlet, 
which nowhere instructs election commissioners to 
seal the precinct register (see pp. 14–16). 

4 The clerks of court in Orleans and Jefferson Par-
ishes each wrote letters to the editor of the Times- 
Picayune that were published on May 21, 1997. Mr. 
Gegenheimer of Jefferson Parish assets in his letter 
that his practice conforms to state law because the 
envelopes are—and on November 5, 1996, were— 
mailed to the Secretary of State by the Jefferson 
Parish Clerk of Court before midnight on election 
day. Mr. Lombard of Orleans Parish apparently does 
not make the same assertion in his letter, though 
the wording is ambiguous. Mr. Lombard’s letter 
does, however, respond to assertions by Jenkins 
workers that they found no Orleans Parish S–19 en-
velopes at the Secretary of State’s office as late as 
November 12, 1997. Mr. Lombard states that ‘‘the 
Post Office has assured [him] that delivery of all 
mail sacks was made to the secretary of state before 
Nov. 12, contrary to allegations by the Jenkins 
camp.’’ 

5 As noted in footnote 3, Clerks Lombard and 
Gegenheimer of Orleans and Jefferson Parishes, re-
spectively, each wrote letters to the editor of the 
Times-Picayune that were published on May 21, 1997. 
Gegenheimer’s letter asserted that the S–19 enve-
lopes were ‘‘sealed’’ by the election commissioners 
at the precincts and that any tampering by the 

clerk of court ‘‘would be readily discernible.’’ Since 
we have been advised by Secretary of State 
McKeithen that none of the S–19 envelopes arrived 
in his office sealed (as opposed to clasped), we need 
to examine the S–19 envelopes from Jefferson Parish 
to test the accuracy of Mr. Gegenheimer’s assertion. 
It is noteworthy that Mr. Lombard makes no similar 
assertion in his letter to the editor, though he does 
make the statement that ‘‘the U.S. Postal Service 
provides mail sacks, and seals as well as pickup 
service for all secretary of state envelopes.’’ Both 
members of Secretary McKeithen’s staff and Dis-
trict Attorney Moreau’s assistant advised us specifi-
cally that the Orleans Parish S–19 envelopes were 
not sealed. 

6 Walsh, Bill, ‘‘Guide for Poll Workers Faulty, 
Parts of Policy Broke State Law,’’ New Orleans 
Times-Picayune, May 17, 1997. 

7 Varney, James, ‘‘Casinos Paid Poll Officials, 
Records Show Commissioner Got Money for Work on 
Election Day,’’ New Orleans Times-Picayune, Feb-
ruary 27, 1997. 

Mr. FORD. Mr. President, I come to 
the floor to inform my colleagues that 
as ranking member on the Committee 
on Rules and Administration, com-
mittee Democrats can no longer par-
ticipate in a joint investigation of alle-
gations of election fraud in the 1996 
Louisiana Senate race as alleged by 
Louis ‘‘Woody’’ Jenkins. 

We reached this decision, because 
what we have learned to date suggests 
a possible fraud on the U.S. Senate and 
illegal tampering with witnesses by 
agents of Mr. Jenkins. This is nothing 
short of an embarrassment to the Sen-
ate and an affront to the people of Lou-
isiana. 

This investigation is over budget, it 
has exceeded the timeframe agreed to, 
and none of Mr. Jenkins’ claims have 
been substantiated by any credible wit-
nesses. 

We come to this decision after wait-
ing 7 months for Mr. Jenkins to pro-
vide the committee with credible evi-
dence of multiple voting and of thou-
sands phantom votes, which he has 
failed to do. 

Not only have agents to the com-
mittee been unable to locate credible 
witnesses, but Government Accounting 
Office auditors have also been unable 
to substantiate Mr. Jenkins’ claims of 
phantom votes. 

Most disturbing, committee members 
have learned today that there has been 
continued interference with witnesses 
to the investigation in Louisiana by 
agents of Mr. Jenkins. I can’t imagine 
any Member of the Senate, regardless 
of the party, who would not find this 
alarming, unacceptable, and certainly 
nothing the Senate should be party to. 

On behalf of Democratic Rules Com-
mittee members, I have referred infor-
mation to the U.S. Department of Jus-
tice and asked for an investigation into 
the incidents of witness tampering and 
interference with the U.S. Senate in-
vestigation. 

The results to date have shown that 
the fraud on which Mr. Jenkins’ allega-
tions rest, were not only solicited by a 
convicted criminal, but involved pay-
ment for testimony and are otherwise 
not credible. There is no way that we, 
in good conscience, can or should pro-
ceed with this investigation. 

Mr. President, the fraud has been 
committed against the U.S. Senate, 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00096 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6489 June 26, 1997 
not against Mr. Jenkins, and the inves-
tigation should be terminated now and 
stop any waste of taxpayers dollars. 

f 

TRIBUTE TO JESSE BROWN 
Mr. WELLSTONE. Mr. President, I 

rise today to pay tribute to a dynamic 
leader, very capable public servant, te-
nacious veteran’s advocate, and a good 
friend—Veterans’ Affairs Secretary 
Jesse Brown. 

I am saddened by the news that Sec-
retary Brown is leaving after four pro-
ductive and hard working years at the 
helm of the U.S. Department of Vet-
erans’ Affairs. Under his leadership, 
the VA and veterans have made tre-
mendous progress. 

Jesse Brown fought battle after bat-
tle to protect, reform, and fully fund 
veterans’ health care. Jesse Brown won 
most of those battles. 

Jesse Brown fought to strengthen 
benefits for Vietnam veterans exposed 
to Agent Orange. He fought for their 
children suffering from Spina Bifida. 
Jesse Brown won those battles. 

Jesse Brown fought to improve the 
veterans’ benefits claims process. He 
better than anyone knew the impor-
tance of timely, accurate, and fair de-
cisions. 

Jesse Brown worked hard for vet-
erans with post-traumatic stress dis-
order, Persian Gulf war veterans, 
women veterans, homeless veterans, 
and many others. 

Most importantly, Jesse Brown cares 
about people. I’ve seen him on many 
occasions stop what he’s doing to visit 
one-on-one with a veteran in need or a 
grieving loved one. In an airport, on 
the street, in a hospital, at VFW post, 
Jesse always took the time to listen to 
people and to try to help them. That is 
what leadership is all about. That is 
what being an effective public servant 
is all about. That is what being a vet-
erans’ advocate is all about. 

Jesse was never afraid to speak his 
mind and fight for veterans and their 
families—no matter the strength of the 
opposition or political risk to him. He 
did what he thought was right. He was 
proud to be their advocate and it 
should come as no surprise when said 
that being Secretary had been the high 
point of his life. Jesse Brown, a former 
Marine wounded in Vietnam, can feel 
good about his accomplishments and he 
can feel proud that his place in history 
is secure. He will be known forever as 
the Secretary for Veterans’ Affairs. He 
will be known as one of the best vet-
erans’ advocates the country has ever 
seen. 

Here are some of the comments that 
veterans, their families, and veterans’ 
advocates have shared with me since 
learning the news that Jesse is leaving 
the VA. 

Jesse brought to the VA real experience, 
knowledge, and wisdom to prepare the VA 
for the 21st Century. We’ll miss him.’’—Ber-
nie Melter, Commissioner, Minnesota De-
partment of Veterans’ Affairs. 

Jesse Brown’s commitment to veterans 
will never be questioned and his tenure as 

Secretary for Veterans Affairs will go down 
in history as the greatest advocate for vet-
erans we’ll ever see.—Duane Krueger, Viet-
nam veteran and Anoka County Veterans 
Service Officer. 

Secretary Brown’s departure is a major 
loss for all veterans. His advocacy for vet-
erans was without regard to political affili-
ation and was based upon the fact that as a 
veteran you had earned your entitlement.— 
Wayne Sletten, Vietnam era veteran and 
Lake County Veterans’ Service officer. 

In my personal opinion Secretary Jesse 
Brown was the best leader of the VA we’ve 
ever had.—Chuck Milbrandt, Director, Min-
neapolis VA Medical Center. 

At a time when my family was struggling 
to obtain my late husband’s benefits for 
Agent Orange, Jesse took the time to person-
ally review the case and ensure that we re-
ceived all the benefits to which we were enti-
tled. We owe a great debt of gratitude to 
Jesse Brown and his commitment to helping 
people.—Leesa Gilmore, widow of Vietnam 
Veteran Tim Gillmore. 

Secretary Jesse Brown will be sorely 
missed by all of us at the St. Paul VA Re-
gional Office and Insurance Center. He was a 
strong and fair leader and served as an excel-
lent role model on how we ought to serve 
veterans and their dependents. We will miss 
his guidance, candor, and wit. We wish him 
the best of luck in future endeavors and 
know that he will continue to be a strong ad-
vocate for all veterans.—Ron Henke, Direc-
tor, St. Paul VA Regional Office and Insur-
ance Center. 

These are some of the many people 
who have expressed their admiration 
and respect for Jesse Brown and who 
want to recognize his many achieve-
ments during his tenure in office. 

For me, I will dearly miss working 
side-by-side with Jesse fighting for vet-
erans and their families. Like veterans 
in Minnesota, he has been my teacher 
and today here in the U.S. Senate I am 
proud to honor him and thank him for 
his incredible service and wonderful 
friendship. 

Mr. President, I ask my colleagues to 
join me in paying tribute to VA Sec-
retary Brown and properly recognize 
him for his many years of service and 
commitment to the Nation and her vet-
erans. 

f 

MEDICARE PROVISIONS VIOLATE 
BIPARTISAN BUDGET AGREEMENT 

Mrs. MURRAY. Mr. President, as a 
Member of the Senate Budget Com-
mittee, I have spent the last four 
months in ongoing negotiations work-
ing towards the enactment of a real, 
balanced budget plan. I was part of the 
bipartisan negotiations that resulted 
in the historic balanced budget agree-
ment. Getting to this agreement was 
not an easy task, but I realized that 
the need to get to balance was critical. 
I negotiated in good faith and believed 
that the final product was an equi-
table, fiscally sound agreement that 
did balance the budget without jeop-
ardizing vital programs. 

The agreement ensured the continued 
solvency of Medicare. It guaranteed 
that Medicare would remain an afford-
able health insurance program that 
provided quality health care for mil-
lions of senior citizens. The agreement 

also allowed for an expansion of health 
insurance for 10 million children that 
have no health insurance. It called for 
the largest investment in education in 
over 30 years and it would provide real 
tax relief for working families. While I 
still had some reservations about the 
agreement, I supported the package be-
cause I knew that in any good faith ne-
gotiation one can never expect to win 
on all points. It was not a perfect 
agreement and as I have said in the 
past, it is not the one that I would have 
produced. But, it was a bipartisan, fis-
cally sound balanced budget agree-
ment. 

The agreement called for $204 billion 
in net deficit reduction. This would be 
in addition to the over $200 billion in 
deficit reduction already accomplished 
as a result of the 1993 deficit reduction 
package. The agreement built on this 
successful deficit reduction package 
which resulted in 4 straight years of 
declining deficits. In 1993, the annual 
Federal deficit was close to $300 billion, 
for 1997 the Congressional Budget Of-
fice estimates that the deficit could 
fall to $70 billion. I was proud to be 
part of this deficit reduction effort and 
believed that we could get our fiscal 
house in order. 

Following passage of S. Con. Res. 27, 
the FY98 Budget Resolution, which in-
corporated the balanced budget agree-
ment, I was hopeful that a fair, equi-
table and fiscally sound balanced budg-
et would be in place by the end of the 
year. I negotiated in good faith; I 
agreed to adhere to the agreement; and 
I was of the belief that my colleagues 
would do the same. 

Unfortunately, the reconciliation 
spending measure adopted by the Sen-
ate, violates this bipartisan agreement. 
But, more importantly, it violates the 
commitment I made to my constitu-
ents when I was elected to the U.S. 
Senate. 

One of the commitments I made to 
the people of Washington State was to 
work to expand affordable health care 
for all Americans. I am proud of the 
steps we have taken to improve access 
to health care for more Americans. Un-
fortunately, included in this reconcili-
ation legislation is a provision that 
will deny affordable, quality health in-
surance for those Americans age 65 to 
67. Increasing the Medicare eligibility 
age from 65 to 67 will deny affordable, 
quality health insurance for millions of 
Americans. I cannot in all good con-
science support legislation that in-
creases the number of uninsured Amer-
icans. We should be looking to reduce 
the numbers of Americans with no 
health security, not adding to it. 

I did not come to this decision with-
out a great deal of thought. I have lis-
tened to the debate on both sides of 
these issues. I cannot help but think 
about the impact that these provisions 
will have on senior citizens who have 
worked hard all of their lives and are 
now facing escalating health care costs 
and limited retirement income. I only 
need to think about my own parents to 
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truly understand what these changes 
mean to our senior citizens. When my 
father was diagnosed with M.S. my par-
ents saw their insurance deductibles 
increase to $2,000 a piece overnight. 
Their premiums also increased dra-
matically every year. There was noth-
ing that they could do as there were no 
other available health insurance plans 
that would cover my father. They were 
struggling to simply make their insur-
ance payments and other basic life ne-
cessities. My father was desperate to 
turn 65 because he was not sure how 
much longer he could afford insurance 
or how much longer they would cover 
him. An additional two more years of 
skyrocketing premiums and 
deductibles would have financially dev-
astated my parents. My father may 
have lost his insurance if he had to 
wait two additional years. He would 
have lost access to effective therapies 
for treating MS and slowing the 
progress of this crippling illness. As it 
was I know that there were times when 
my parents feared going to the doctors 
because of the impact on their deduct-
ible and premiums. Is this what we 
want for our parents? 

My parents knew that once they 
reached 65 they would have some guar-
antee of affordable, quality health in-
surance. Prior to this, there simply 
was no guarantee. They knew that 
prior to 65 that were one illness away 
from financial disaster. If we act to in-
crease the eligibility age to 67 there 
will be those seniors who face an even 
worse fate and will be at the mercy of 
insurance companies. They will see 
their retirement security jeopardized 
and their access to preventive health 
care gone. We should be encouraging 
greater access to preventive health 
care as it controls long term health 
care costs. Increasing the age to 67 will 
only make people sicker and poorer. I 
cannot support this type of outcome. 

There is another troubling provision 
within the reconciliation package 
which, I might add was only introduced 
yesterday and was not part of the bal-
anced budget agreement. With less 
than 24 hours to consider the implica-
tions, the Senate is ready to means 
test Part B premiums. Medicare pre-
miums could climb to over $2,000 for 
senior citizens earning more than 
$50,000. The Social Security Adminis-
tration would now have to know the 
exact income of every beneficiary for 
any given month. 

The administrative burdens alone 
warrant further Congressional review. 
Additionally, adding to the cost of the 
administration of Social Security rep-
resents a direct attack on the Social 
Security Trust Fund. The means test-
ing as proposed in the reconciliation 
package that the Senate adopted is un-
workable. 

There are simply too many questions 
regarding these provisions. We need 
more time and debate before we act to 
radically alter Medicare. Medicare re-
mains one of the most successful anti- 
poverty programs ever adopted by Con-

gress. The popularity of this program 
speaks to the success of the program 
and the success of efforts to ensure 
health care security for our senior citi-
zens. Enacting an increase in the eligi-
bility age and means testing Part B 
premiums will do little to address the 
long term financial solvency issues. 
What it will do is undermine our com-
mitment to senior citizens and jeop-
ardize the success of the Medicare pro-
gram. 

We all know that real Medicare re-
forms are necessary. When the so- 
called baby boom generation begins to 
retire there will be a significant in-
crease in Medicare enrollees. I am 
ready to face the challenge of enacting 
real comprehensive Medicare reforms. 
However, I am concerned that these 
two provisions including in the rec-
onciliation package are being offered 
as some kind of panacea to real reform 
and will do little to address long term 
solvency concerns. Increasing the age 
for Medicare eligibility and the means 
testing proposal will do little to con-
trol Medicare costs, they will, however, 
devastate millions of senior citizens. 
This reconciliation bill is not the ap-
propriate venue for significant Medi-
care changes. Reforming any program 
that serves over 33 million Americans 
requires a more cautious and thorough 
process. 

I came to the debate hoping that at 
the very least we would remove these 
two provisions from the legislation. I 
supported amendment that would have 
conformed this reconciliation bill to 
the equitable provisions included in the 
balanced budget agreement. It now ap-
pears that this is unlikely and these 
two provisions will remain in the bill. 
I could not support any legislation that 
would jeopardize affordable, quality 
health care for millions of senior citi-
zens. 

It is truly unfortunate that we were 
not successful in eliminating these pro-
visions as there are many aspects of 
this legislation that do adhere to the 
balanced budget agreement and could 
have positive fiscal, economic and so-
cial ramifications. But, I had to send 
the message that I could not support 
any legislation that jeopardizes Medi-
care. 

It is difficult for me to vote no on 
this entire reconciliation package. 
This legislation will fix the dev-
astating impact of welfare reform for 
disabled, low-income, legal immi-
grants. It provides an additional $16 
billion for children’s health care initia-
tives. It allows for an expansion of pre-
vention benefits for Medicare bene-
ficiaries. I am also pleased that the 
Managers accepted my amendment to 
clarify that States can waive victims 
of domestic violence from the punitive 
welfare reform requirements. I am 
grateful to the Chairman of the Budget 
Committee for accepting this impor-
tant amendment and am disappointed 
that I cannot support the overall pack-
age. 

I know that there is a very good 
chance that these problems could be 

addressed in Conference as they are not 
currently included in the reconcili-
ation bill passed in the House. I will 
make every effort to ensure that these 
provisions do not survive Conference. I 
believe that if we can get back to the 
bipartisan agreement and good faith 
negotiations, we can still send to the 
President a balanced budget agreement 
that he can sign. If we have learned 
nothing else over the last two years, I 
sincerely hope that my Colleagues have 
learned that legislative accomplish-
ments can only happen through honest, 
bipartisan efforts. 

I reluctantly voted no on this rec-
onciliation bill. I want my Colleagues 
to know that this bill is unacceptable 
and violates the bipartisan balanced 
budget agreement. If we can work in 
Conference to improve the bill and cor-
rect the unnecessary Medicare provi-
sions I believe we would have a good 
balanced budget plan. I urge my Col-
leagues to put aside their philosophical 
differences and work to enact the his-
toric balanced budget agreement. 

f 

THE COMMUNICATIONS DECENCY 
ACT 

Mr. COATS. Mr. President, the Su-
preme Court decision against the Com-
munications Decency Act marks a de-
parture from precedent on indecency, 
and weakens the protection of children 
by our laws. 

The Court, even in this decision, rec-
ognizes that Congress has a compelling 
interest in protecting the physical and 
psychological well-being of children. In 
the past, they took that standard to in-
clude indecency restrictions on every 
communications medium of our soci-
ety—telephones, radio, television, 
bookstores, video shops. 

But with today’s decision, the Su-
preme Court has refused to apply that 
standard to protect a child on a com-
puter in his or her own home. It argues, 
instead, that unrestricted access to in-
decency by adults on the Internet over-
rides any community interest in the 
protection of children. 

In the Communications Decency Act, 
we gave a definition of indecency that 
was upheld by the Courts in case after 
case. Now the Supreme Court has ap-
parently decided that this definition 
cannot be applied to the Internet. In 
other words, though an image dis-
played on a television screen would be 
indecent, an image displayed on a com-
puter screen would not. It is difficult 
to understand how a child would under-
stand the difference. It is the content, 
not the technology, that should con-
cern us. 

The Supreme Court did leave some 
room for Congress to redraft the CDA 
along less restrictive lines, but, in the 
process, creates a privileged place for 
computer indecency, safe from the laws 
we apply everywhere else in our soci-
ety. So, under the Supreme Court’s 
guidelines, it is permissible for an 
adult to send indecent material di-
rectly to a child by e-mail, but not to 
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speak the same indecency over the 
telephone. What an adult may not send 
a child through the U.S. mail, he may 
send a child via e-mail. This is incon-
sistent and incomprehensible. It is also 
now the official position of the U.S. Su-
preme Court. 

What this Court is saying is that it 
recognizes indecency when it hears it 
on the radio, sees it on television, 
views it on a magazine rack, or over-
hears it on the telephone, but it does 
not recognize it on-line. Computer 
technology may be confusing to many 
of us, but it is not that confusing. The 
confusion lies with a Court that pro-
tects children from indecency every-
where but the one place most children 
want to be. 

I expect that Congress will revisit 
this issue, within the restrictions pro-
vided by the Court. But parents must 
understand that the Internet has been 
declared an exception to every other 
American law on the provision of inde-
cency to children. It is a place where 
the predators against your children’s 
innocence have legal rights, announced 
by distinguished judges. Whatever its 
virtues, the Internet is not a safe place, 
without a parent’s constant super-
vision. 

The Supreme Court has actually sug-
gested that the very industry which 
profits from the provision of this mate-
rial be the guardians of your children’s 
minds—that it regulate itself. It is nice 
to have the Supreme Court’s extra-con-
stitutional advice on these policy mat-
ters—though I don’t know why it 
should be more binding than the will of 
the Congress. I expect that we will 
have to live with this advice. But I 
hope that parents will understand that 
the Supreme Court has not taken your 
side, or the side of your children, or the 
side of decency. 

There are consequences of giving 
children free access to an adult culture 
with coarsened standards—con-
sequences for their minds and souls and 
futures. Both the Congress and the 
President took those consequences se-
riously. The Supreme Court has not. 

This Court, which chose yesterday to 
undermine religious liberty and influ-
ence, has now chosen to defend imme-
diate, unrestricted access of children to 
indecency. This is part of a disturbing 
pattern. 

The Supreme Court is actively dis-
arming the Congress in the most im-
portant conflicts of our time—in de-
fense of religious liberty and the char-
acter of children. 

f 

THE SUPREME COURT’S DECISION 
DECLARING UNCONSTITUTIONAL 
THE COMMUNICATIONS DECENCY 
ACT 

Mr. LEAHY. Mr. President, The Su-
preme Court has made clear that we do 
not forfeit our First Amendment rights 
when we go on-line. This decision is a 
landmark in the history of the Internet 
and a firm foundation for its future 
growth. Altering the protections of the 

First Amendment for on-line commu-
nications would have crippled this new 
mode of communication. 

The Communications Decency Act 
was misguided and unworkable. It re-
flected a fundamental misunder-
standing of the nature of the Internet, 
and it would have unwisely offered the 
world a model of online censorship in-
stead of a model of online freedom. 

Vigilant defense of freedom of 
thought, opinion and speech will be 
crucially important as the Internet 
graduates from infancy into adoles-
cence and maturity. Giving full-force 
to the First Amendment on-line is a 
victory for the First Amendment, for 
American technology and for democ-
racy. 

The Supreme Court posed the right 
question: ‘‘Could a speaker confidently 
assume that a serious discussion about 
birth control practices, homosexuality 
. . . or the consequences of prison rape 
would not violate the CDA? This uncer-
tainty undermines the likelihood that 
the CDA has been carefully tailored to 
the congressional goal of protecting 
minors from potentially harmful mate-
rials.’’ 

Mixing government and politics with 
free speech issues often produces a cor-
rosive concoction that erodes our con-
stitutional freedoms. Congress should 
not be spooked by new technology into 
tampering with our old Constitution. 
Even well-intended laws for the protec-
tion of children deserve close examina-
tion to ensure that we are not stepping 
over constitutional lines. The Supreme 
Court observed: 

we have repeatedly recognized the govern-
mental interest in protecting children from 
harmful materials. . . . But that interest 
does not justify an unnecessarily broad sup-
pression of speech addressed to adults. As we 
have explained, the Government may not 
‘‘reduc[e] the adult population . . . to . . . 
only what is fit for children.’ ’’ 

As a recent editorial in Vermont’s 
Times Argus succinctly noted: ‘‘To 
obey this law, Internet users would 
have to avoid discussing matters rou-
tinely covered in books, magazines and 
newspapers. Who would want to drive 
on that kind of information super-
highway?’’ 

I sent child molesters to prison when 
I was a prosecutor, and I am a parent 
myself. I want no effort spared in find-
ing and prosecuting those who exploit 
our children, and I want strong laws 
and strong enforcement to do that. But 
the CDA is the wrong answer, and I ap-
plaud the Court for its decision. 

We can spend much time and energy 
in Congress trying to out-muscle each 
other to the most popular position on 
regulating the content of television 
programs or Internet offerings, and 
from all appearances, we probably will. 
We should take heed of the Supreme 
Court’s decision today, however, and be 
wary of efforts to jump into regulating 
the content of any form of speech. 

Congress did jump when confronted 
with the CDA. The Supreme Court 
takes pains in its decision to note at 

least three times in its opinion that 
this law was brought as an amendment 
on the floor of the Senate and passed as 
part of the Telecommunications Act, 
without the benefit of hearings, find-
ings, or considered deliberation. As the 
Supreme Court noted in its decision, I 
cautioned against such speedy action 
at the time. Not surprisingly, the end 
result was passage of an unconstitu-
tional law. 

We should not be substituting the 
government’s judgment for that of par-
ents about what is appropriate for 
their children to access on-line. The 
Supreme Court pointed out excellent 
examples of how the CDA would have 
operated to do just that, noting: 

‘‘Under the CDA, a parent allowing her 17- 
year-old to use the family computer to ob-
tain information on the Internet that she, in 
her parental judgment, deems appropriate 
could face a lengthy prison term . . . Simi-
larly, a parent who sent his 17-year-old col-
lege freshman information on birth control 
via e-mail could be incarcerated even though 
neither he, his child, or anyone in their 
home community, found the material ‘‘inde-
cent’’ or ‘‘patently offensive,’’ if the college 
town’s community thought otherwise.’’ 

I attended the Supreme Court’s oral 
argument in this case and was con-
cerned when several of the Justices 
asked about the ‘‘severability’’ clause 
in the CDA: They wanted to know how 
much of the statute could be stricken 
as unconstitutional and how much 
could be left standing. The majority of 
the Supreme Court resisted the temp-
tation to do the job of Congress and ju-
dicially re-write the ‘‘indecency’’ and 
‘‘patently offensive’’ provisions of the 
CDA to be constitutional. The Court 
said: ‘‘This Court ‘will not rewrite a 
. . . law to conform it to constitutional 
requirements.’’ 

It is our job to write constitutional 
laws that address the needs and con-
cerns of Americans. On this issue, our 
work is not done. There is no lack of 
criminal laws on the books to protect 
children on-line, including laws crim-
inalizing the on-line distribution of 
child pornography and obscene mate-
rials and prohibiting the on-line har-
assment, luring and solicitation of 
children for illegal sexual activity. 
Protecting children, whether in cyber-
space or physical space, depends on ag-
gressively enforcing these existing laws 
and supervising children to ensure they 
do not venture where the environment 
is unsafe. This will do more—and more 
effectively—than passing feel-good, un-
constitutional legislation. 

But, as I said, our work is not done. 
The CDA became law because of the 
genuine concern of many Americans 
about the inappropriate material un-
questionably accessible to computer- 
savvy children over the Internet. Par-
ents, teachers, librarians, content pro-
viders, on-line service providers and 
policy-makers need to come together 
to find effective ways to address this 
concern. I have long believed that we 
need to put the emphasis where it 
would be most effective: on parental 
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and user empowerment tools to control 
the information that children may ac-
cess on-line. I applaud the efforts al-
ready underway to bring concerned 
groups together to define steps we can 
take to make the on-line world a com-
fortable one for families. 

Also, we should now remove the un-
constitutional CDA provisions from 
our law books. At the beginning of this 
Congress, Senators FEINGOLD, JEF-
FORDS, KERRY and I introduced a bill, 
S. 213, to repeal the Internet censorship 
provisions of the CDA. We should move 
promptly to pass that measure. 

One of the continuing challenges we 
will face in making the best use of our 
burgeoning information technologies is 
in adding value to all that they offer. 
Anyone who uses the Internet knows 
that there is a lot of junk out there. 
For example, student searching for 
background on the Holocaust may eas-
ily come across diatribes on the Inter-
net claiming that the Holocaust never 
happened. In our classrooms, in our 
homes, in our libraries, we must teach 
our children to be discerning users of 
this powerful new tool. 

We are blessed in the United States 
to enjoy the oldest and most effective 
constitutional protections of free 
speech anywhere. The struggle facing 
succeeding generations of Americans in 
preserving free speech liberties often is 
difficult, and it means standing firm in 
the face of sometimes fleeting but usu-
ally intense political pressures, and I 
am proud of the 15 Senators who joined 
with me to vote against the CDA. This 
is a vindication of that effort. 

We have the technology and the tem-
perament to show the world how the 
Internet can be used to its fullest. This 
decision has prevented us from suc-
cumbing to short-sighted political 
pressures by adopting a model of cen-
sorship instead. 

f 

THE VERY BAD DEBT BOXSCORE 

Mr. HELMS. Mr. President, at the 
close of business yesterday, Wednes-
day, June 25, 1997, the federal debt 
stood at $5,339,644,139,769.58. (Five tril-
lion, three hundred thirty-nine billion, 
six hundred forty-four million, one 
hundred thirty-nine thousand, seven 
hundred sixty-nine dollars and fifty- 
eight cents) 

One year ago, June 25, 1996, the fed-
eral debt stood at $5,114,149,000,000. 
(Five trillion, one hundred fourteen 
billion, one hundred forty-nine million) 

Five years ago, June 25, 1992, the fed-
eral debt stood at $3,944,282,000,000. 
(Three trillion, nine hundred forty-four 
billion, two hundred eighty-two mil-
lion) 

Ten years ago, June 25, 1987, the fed-
eral debt stood at $2,292,504,000,000. 
(Two trillion, two hundred ninety-two 
billion, five hundred four million) 

Fifteen years ago, June 25, 1982, the 
federal debt stood at $1,070,485,000,000 
(One trillion, seventy billion, four hun-
dred eighty-five million) which reflects 
a debt increase of more than $4 tril-

lion—$4,269,159,139,769.58 (Four trillion, 
two hundred sixty-nine billion, one 
hundred fifty-nine million, one hundred 
thirty-nine thousand, seven hundred 
sixty-nine dollars and fifty-eight cents) 
during the past 15 years. 

f 

DELAYING THE LOAN TO CROATIA 

Mr. BIDEN. Mr. President, I rise 
today in support of delaying a World 
Bank loan to Croatia until that coun-
try fully meets the obligations it 
agreed to when it signed the Dayton 
Accords in November 1995. 

Two days ago, the Clinton adminis-
tration announced that it would at-
tempt to block a $30 million World 
Bank loan to Croatia until Zagreb ex-
tradites Croats indicted on war crimes 
charges and allows Serbian refugees to 
return to their homes in Croatian ter-
ritory. 

It appears that we may have dif-
ficulty in persuading other countries 
on the World Bank’s board to go along 
with this postponement, but I believe 
that the United States should stick to 
its principles. 

Mr. President, the horrifying wars 
that took place in Bosnia and Croatia 
from 1991 to 1995 had many and com-
plex causes. One of them was the thinly 
disguised desire of Serbian President 
Milosevic and Croatian President 
Tudjman to carve up Bosnia and 
Herzegovina. The revolt and temporary 
secession from Croatia by the Krajina 
Serbs—who themselves were led by ex-
tremely unsavory individuals who also 
carried out atrocities—interrupted the 
planned cooperation of the two rapa-
cious strongmen in Belgrade and Za-
greb. 

There is also no doubt, Mr. President, 
that the Croatian army—trained by 
private Americans—played a valuable 
role in turning the tide in Bosnia and 
Herzegovina in the summer and fall of 
1995 as part of its successful campaign 
to oust the Krajina Serbs from Croatia. 

But, Mr. President, the behavior of 
President Tudjman since then has been 
deplorable. He has knowingly coddled 
indicted war criminals, despite his ob-
ligation under Dayton to turn them 
over to the International Tribunal at 
The Hague. On numerous other occa-
sions, I have spoken out in this Cham-
ber against the atrocities—murder, 
rape, and vile ‘‘ethnic cleansing’’—that 
were perpetrated against innocent ci-
vilians in Bosnia. 

Most expert observers believe that 
Bosnian Serbs were responsible for the 
majority of these heinous acts. But 
several Bosnian Croats and some 
Croats from Croatia apparently were 
among the sadists, as were a few Mus-
lims. That President Tudjman refuses 
to hand over the indicted who are liv-
ing in Croatia is an affront to civilized 
people everywhere, and a direct slap in 
the face of the United States, which 
brokered the Dayton Accords. 

Moreover, despite pretty rhetoric and 
laws on the books, Tudjman has 
thrown up practical roadblocks to the 

resettlement of ethnic Serb refugees, 
preferring instead to govern a Croatia 
that is now much more ethnically ho-
mogeneous. I should add, Mr. Presi-
dent, that ethnic Croats who were dis-
placed by Serbs earlier in this decade 
should also be allowed to return to 
their homes. Our goal is a peaceful, 
multi-ethnic, democratic Croatia. 

In Herzegovina, President Tudjman 
continues to rule through thuggish 
ethnic Croatian proxies headquartered 
in Mostar. These lawless types have re-
fused all international attempts to in-
tegrate Mostar and have resorted to 
deadly violence against Muslims. 

In addition, despite their Bosnian 
citizenship, the Croats of Herzegovina 
were allowed to vote in Croatia’s na-
tional elections earlier this month, 
providing much of the support by 
which Tudjman was re-elected in a 
campaign distinguished by his nearly 
one-sided access to the media and vio-
lence against opposition candidates. 

Mr. President, I firmly believe that 
Croatia will some day re-enter the 
Western European community to which 
it alleges it belongs. But Croatia can-
not even think of becoming a member 
of Western institutions like the Euro-
pean Union or NATO until it lives up 
to its moral and legal commitments. 

Postponing the World Bank loan to 
Croatia would serve as a useful warn-
ing to President Tudjman that he can-
not escape the consequences of his au-
thoritarian and duplicitous behavior. 

I thank the Chair and yield the floor. 
f 

JUDICIAL VACANCIES 
Mr. LEAHY. Mr. President, last week 

I spoke at some length about the crisis 
being created by our failure to move 
forward expeditiously to fill long-
standing judicial vacancies. This week, 
we have the opportunity to double our 
confirmations by taking up and ap-
proving the five judicial nominees on 
the Senate Executive Calendar. As the 
Senate approaches its fifth extended 
recess, it have found time to confirm 
only five Federal judges of the 38 nomi-
nees the President has sent to us. That 
is less than one judge per month. 

We continue to fall farther and far-
ther behind the pace established by 
Senator Dole and Senator HATCH in the 
last Congress. By this time 2 years ago, 
Senator HATCH had held six confirma-
tion hearings involving 26 judicial 
nominees and the Senate had proceeded 
to confirm 26 Federal judges by the end 
of June—during one of the busiest peri-
ods ever, during the first 100 days of 
the Republicans’ Contract with Amer-
ica. 

I have spoken often about the crisis 
being created by the 100 vacancies that 
are being perpetuated on the Federal 
courts around the country, as has the 
Chief Justice of the United States. At 
the rate that we are currently going 
more and more vacancies are con-
tinuing to mount over longer and 
longer times to the detriment of great-
er numbers of Americans and the na-
tional cause of prompt justice. 
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There are another five highly-quali-

fied judicial nominees on the Senate 
calendar. They should not be held hos-
tage to the resolution of other dis-
putes. I urge the Republican leadership 
not to use the judiciary as a political 
pressure point or to involve the judici-
ary in disagreement over other mat-
ters. I would hope that the Senate 
would move to confirm these five addi-
tional judges this week before we ad-
journ for the 4th of July. 

f 

OCEAN SHIPPING REFORM ACT OF 
1997 

Mr. LOTT. Mr. President, the Ocean 
Shipping Reform Act of 1997 is a con-
tinuation and extension of work initi-
ated in the last Congress by Represent-
ative BUD SHUSTER and former Senator 
Larry Pressler. Their goal was to build 
a fair and responsible balance in Amer-
ica’s international container shipping 
maritime policy. The purpose was to 
better reflect the modern maritime 
marketplace. Unfortunately, it was not 
achieved because we ran out of time. 

In the 105th Congress, a bipartisan 
group of Senators from the Commerce 
Committee introduced a modified 
version of the Ocean Shipping Reform 
bill. It addressed many of the concerns 
with last year’s bill identified by af-
fected stakeholders. Our plan to move 
this shipping reform legislation for-
ward has been inclusive, simple, and di-
rect. Under the leadership of Senator 
HUTCHISON, and working in a bipartisan 
way, we have developed a bill that re-
flects a broad consensus. Most stake-
holders in this industry are com-
fortable with it. This doesn’t mean 
they each got everything they wanted. 
It does mean that a balance was 
achieved between what they desired 
and what the other stakeholders would 
accept. A real compromise. In this Con-
gress, we have worked hard to achieve 
a consensus, and we will work even 
harder to keep it. 

This bill is not perfect. But the proc-
ess has been excellent. The Commerce 
Committee held a hearing and a mark-
up, and innumerable meetings with all 
affected parties. And throughout the 
process Senator MCCAIN’s staff has 
made the various iterations of the leg-
islation publicly available. This trans-
parency was important to reaching the 
compromise. 

Mr. President, I believe that it imple-
ments real change that will benefit 
America’s ocean shipping industry. 
When passed and signed into law, S. 414 
will help foster the many benefits of in-
creased competition that this industry 
sorely needs and wants. 

Mr. President, it will also merge the 
Federal Maritime Commission with the 
Surface Transportation Board to create 
the United States Transportation 
Board (USTB) which will ultimately 
provide an independent federal trans-
portation regulatory board which 
thinks and acts on intermodal issues. 

Mr. GORTON. Mr. President, I appre-
ciate the Majority Leader’s efforts to 

work with me on this important legis-
lation. I also want to thank him for his 
efforts to address the concerns of all 
the interested parties involved in the 
ocean shipping industry. I identified 
three areas in the bill we passed in 
Committee that were of particular con-
cern to me and that I wanted addressed 
before the bill was taken to the full 
Senate. The Leader has worked dili-
gently to address my concerns. I too 
believe this reform is desperately need-
ed. I am pleased that the committee 
took the extra time after the markup 
to complete the work on this bill. An 
agreement was reached that the major-
ity of America’s shipping stakeholders 
can accept: the ports, longshore labor, 
shippers, and carriers. 

Mr. LOTT. The stakeholders wanted 
more. I wanted more. I know my col-
leagues wanted more. My friend Mr. 
GORTON was explicit in his desire for 
more reform. 

Mr. GORTON. I agree with the Lead-
er. This bill is not perfect and it does 
not accomplish every reform that I 
want to see for this industry. But I be-
lieve it is a significant improvement 
over the status quo. I do recognize that 
Mrs. HUTCHISON’s approach was to 
make change incrementally and accept 
compromises to successfully move this 
bill forward and bring it to the floor. 

Mr. LOTT. I appreciate Senator GOR-
TON’s candor and his support for both 
the process and the bill. And, I appre-
ciated Senator GORTON’s willingness to 
accept compromise in order to reach a 
consensus which enables this bill to 
move forward. 

Mr. President, I know that during the 
markup, Senator GORTON expressed 
strong reservations about the bill. He 
made it clear that three issues needed 
to be addressed prior to a vote on the 
floor. And, a collaborative effort was 
used to try to accommodate these 
changes. Mr. President, two of the 
three issues were incorporated into the 
bill. The negotiations were tough, but 
all stakeholders worked together in an 
open and honest fashion to reach a con-
sensus on this reform legislation. 

Mr. GORTON. Let me take a moment 
to briefly review my concerns. First, I 
requested that certain discrimination 
prohibitions concerning service con-
tracts be applied to carriers only when 
they are working together, not when 
they are operating as individual com-
panies. 

Second, I sought to amend the forest 
products definition to incorporate cer-
tain products, such as laminated beams 
or panels. 

And third, I wanted shippers and car-
riers to be able to keep confidential the 
essential terms of their service con-
tracts. Since the markup, there has 
been a sincere effort by all parties to 
work with me. 

Mr. President, throughout this con-
sensus building process, the Committee 
was dedicated to working through my 
concerns, and I believe that the Major-
ity Leader did his best. 

Common ground was found on the 
first two of my concerns. I appreciate 

the modification of the service con-
tract discrimination provisions so that 
they apply only to carriers when they 
work collectively. This modification is 
particularly important to me and to 
my shippers in Washington state. 

I also appreciate that the definition 
of forest products was modified as I re-
quested. 

Regrettably, we were unable to reach 
an agreement on the confidentiality for 
service contracts. We explored the idea 
of not requiring carriers to publish in-
formation regarding volume, but this, 
unfortunately, was rejected. 

Mr. President, I would like to reserve 
the right to address the confidentiality 
issue in an amendment when the full 
Senate considers this bill. 

Mr. LOTT. Mr. President, I appre-
ciate Senator GORTON’s kind words, 
and recognize his right to continue to 
advocate for the confidentiality provi-
sion. However, I am convinced that any 
further reduction in service contract 
reporting provisions would erode the 
broad consensus achieved by the Com-
mittee for this bill. 

Mr. President, we must remember 
that when the Committee set out to de-
velop this legislation, we agreed to 
move forward incrementally and work 
to keep a broad consensus. 

And, I want more reform, but I also 
want a bill. 

I look forward to a vigorous debate 
on the service contract reporting provi-
sion if Senator GORTON decides to bring 
an amendment to the floor. Let me be 
clear. I will not support such an 
amendment because I believe that in 
the end, it would erode support for 
final passage of this important mari-
time legislation. 

Mr. President, I want all our col-
leagues to thank Senator GORTON for 
his fine work on this bill. He has chal-
lenged us to improve the bill, and in 
doing so, he has expanded the reforms 
it provides. This is good for America. 
This is good for America’s container 
shipping industry. This is good for the 
great state of Washington. 

Mr. President, I ask our colleagues to 
support our bill to accomplish mean-
ingful reform in this important mari-
time industry. 

Mr. President, one final comment, I 
pledge to bring this bill to the floor in 
this session of the 105th Congress. It is 
overdue. It is bipartisan. It is sup-
ported by all stakeholders of the mari-
time industry. 

f 

MESSAGES FROM THE PRESIDENT 
Messages from the President of the 

United States were communicated to 
the Senate by Mr. Williams, one of his 
secretaries. 

EXECUTIVE MESSAGES REFERRED 
As in executive session the Presiding 

Officer laid before the Senate messages 
from the President of the United 
States submitting sundry nominations 
which were referred to the appropriate 
committees. 

(The nominations received today are 
printed at the end of the Senate pro-
ceedings.) 
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REPORT CONCERNING THE NA-

TIONAL EMERGENCY WITH RE-
SPECT TO LIBYA—MESSAGE 
FROM THE PRESIDENT—PM 48 

The PRESIDING OFFICER laid be-
fore the Senate the following message 
from the President of the United 
States, together with an accompanying 
report; which was referred to the Com-
mittee on Banking, Housing, and 
Urban Affairs. 

To the Congress of the United States: 
I hereby report to the Congress on 

the developments since my last report 
of January 10, 1997, concerning the na-
tional emergency with respect to Libya 
that was declared in Executive Order 
12543 of January 7, 1986. This report is 
submitted pursuant to section 401(c) of 
the National Emergencies Act, 50 
U.S.C. 1641(c); section 204(c) of the 
International Emergency Economic 
Powers Act (‘‘IEEPA’’), 50 U.S.C. 
1703(c); and section 505(c) of the Inter-
national Security and Development Co-
operation Act of 1985, 22 U.S.C. 2349aa– 
9(c). 

1. As previously reported, on January 
2, 1997, I renewed for another year the 
national emergency with respect to 
Libya pursuant to the IEEPA. This re-
newal extended the current comprehen-
sive financial and trade embargo 
against Libya in effect since 1986. 
Under these sanctions, virtually all 
trade with Libya is prohibited, and all 
assets owned or controlled by the Liby-
an government in the United States or 
in the possession or control of U.S. per-
sons are blocked. 

2. There have been no amendments to 
the Libyan Sanctions Regulations, 31 
C.F.R. Part 550 (the ‘‘Regulations’’), 
administered by the Office of Foreign 
Assets Control (OFAC) of the Depart-
ment of the Treasury, since my last re-
port on January 10, 1997. 

3. During the last 6-month period, 
OFAC reviewed numerous applications 
for licenses to authorize transactions 
under the Regulations. Consistent with 
OFAC’s ongoing scrutiny of banking 
transactions, the largest category of li-
cense approvals (68) concerned requests 
by non-Libyan persons or entities to 
unblock transfers interdicted because 
of what appeared to be Government of 
Libya interests. Two licenses author-
ized the provision of legal services to 
the Government of Libya in connection 
with actions in U.S. courts in which 
the Government of Libya was named as 
defendant. Licenses were also issued 
authorizing diplomatic and U.S. gov-
ernment transactions and to permit 
U.S. companies to engage in trans-
actions with respect to intellectual 
property protection in Libya. A total 
of 75 licenses were issued during the re-
porting period. 

4. During the current 6-month period, 
OFAC continued to emphasize to the 
international banking community in 
the United States the importance of 
identifying and blocking payments 
made by or on behalf of Libya. The of-
fice worked closely with the banks to 

assure the effectiveness in interdiction 
software systems used to identify such 
payments. During the reporting period, 
more than 100 transactions potentially 
involving Libya were interdicted. 

5. Since my last report, OFAC col-
lected 13 civil monetary penalties to-
taling nearly $90,000 for violations of 
the U.S. sanctions against Libya. Ten 
of the violations involved the failure of 
banks to block funds transferred to 
Libyan-controlled financial institu-
tions or commercial entities in Libya. 
Three U.S. corporations paid the OFAC 
penalties for export violations as part 
of the global plea agreements with the 
Department of Justice. Sixty-seven 
other cases are in active penalty proc-
essing. 

6. Various enforcement actions car-
ried over from previous reporting peri-
ods have continued to be aggressively 
pursued. Numerous investigations are 
ongoing and new reports of violations 
are being scrutinized. 

7. The expenses incurred by the Fed-
eral Government in the 6-month period 
from January 7 through July 6, 1997, 
that are directly attributable to the 
exercise of the powers and authorities 
conferred by the declaration of the Lib-
yan national emergency are estimated 
at approximately $660,000,00. Personnel 
costs were largely centered in the De-
partment of the Treasury (particularly 
in the Office of Foreign Assets Control, 
the Office of the General Counsel, and 
the U.S. Customs Service), the Depart-
ment of State, and the Department of 
Commerce. 

8. The policies and the actions of the 
Government of Libya continue to pose 
an unusual and extraordinary threat to 
the national security and foreign pol-
icy of the United States. In adopting 
United Nations Security Council Reso-
lution 883 in November 1993, the Secu-
rity Council determined that the con-
tinued failure of the Government of 
Libya to demonstrate by concrete ac-
tions its renunciation of terrorism, and 
in particular its continued failure to 
respond fully and effectively to the re-
quests and decisions of the Security 
Council in Resolutions 731 and 748, con-
cerning the bombing of the Pan Am 103 
and UTA 772 flights, constituted a 
threat to international peace and secu-
rity. The United States will continue 
to coordinate its comprehensive sanc-
tions enforcement efforts with those of 
other U.N. member states. We remain 
determined to ensure that the per-
petrators of the terrorist acts against 
Pan Am 103 and UTA 772 are brought to 
justice. The families of the victims in 
the murderous Lockerbie bombing and 
other acts of Libyan terrorism deserve 
nothing less. I shall continue to exer-
cise the powers at my disposal to apply 
economic sanctions against Libya fully 
and effectively, so long as those meas-
ures are appropriate, and will continue 
to report periodically to the Congress 
on significant developments as re-
quired by law. 

WILLIAM J. CLINTON.
THE WHITE HOUSE, June 26, 1997. 

REPORT CONCERNING THE COR-
PORATION FOR PUBLIC BROAD-
CASTING—MESSAGE FROM THE 
PRESIDENT—PM 49 

The PRESIDING OFFICER laid be-
fore the Senate the following message 
from the President of the United 
States, together with an accompanying 
report; which was referred to the Com-
mittee on Commerce, Science, and 
Transportation. 

To the Congress of the United States: 
In accordance with the Communica-

tions Act of 1934, as amended (47 U.S.C. 
396(i)), I transmit herewith the Annual 
Report of the Corporation for Public 
Broadcasting for Fiscal Year 1996 and 
the Inventory of the Federal Funds 
Distributed to Public Telecommuni-
cations Entities by Federal Depart-
ments and Agencies: Fiscal Year 1996. 

WILLIAM J. CLINTON.
THE WHITE HOUSE, June 26, 1997. 

f 

MESSAGES FROM THE HOUSE 

At 12:44 p.m., a message from the 
House of Representatives, delivered by 
Mr. Hays, one of its reading clerks, an-
nounced that the House has agreed to 
the following concurrent resolution, in 
which it requests the concurrence of 
the Senate: 

H. Con. Res. 108. Concurrent resolution 
providing for an adjournment or recess of the 
two Houses. 

At 6:59 p.m., a message from the 
House of Representatives, delivered by 
Ms. Goetz, one of its reading clerks, an-
nounced that the House has passed the 
following bill, in which it requests the 
concurrence of the Senate: 

H.R. 2014. An act to provide for reconcili-
ation pursuant to subsections (b)(2) and (d) 
of section 105 of the concurrent resolution on 
the budget for fiscal year 1998. 

The message also announced that the 
House has agreed to the following con-
current resolution, in which it requests 
the concurrence of the Senate: 

H. Con. Res. 105. Concurrent resolution ex-
pressing the sense of the Congress relating to 
the elections in Albania scheduled for June 
29, 1997. 

ENROLLED BILL SIGNED 

At 7:37 p.m., a message from the 
House of Representatives, delivered by 
Mr. Hays, one of its reading clerks, an-
nounced that the Speaker has signed 
the following enrolled bill: 

H.R. 1553. An act to amend the President 
John F. Kennedy Assassination Records Col-
lection Act of 1992 to extend the authoriza-
tion of the Assassination Records Review 
Board until September 30, 1998. 

f 

ENROLLED BILL SIGNED 

The following enrolled bills, pre-
viously signed by the Speaker of the 
House, were signed on June 26, 1997, by 
the President pro tempore (Mr. THUR-
MOND): 

H.R. 1306. An act to amend the Federal De-
posit Insurance Act to clarify the applica-
bility of host State laws to any branch in 
such State of an out-of-State bank. 
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H.R. 1902. An act to immunize donations 

made in the form of charitable gift annuities 
and charitable remainder trusts from the 
antitrust laws and State laws similar to the 
antitrust laws. 

f 

EXECUTIVE AND OTHER 
COMMUNICATIONS 

The following communications were 
laid before the Senate, together with 
accompanying papers, reports, and doc-
uments, which were referred as indi-
cated: 

EC–2336. A communication from the Con-
gressional Review Coordinator of the Mar-
keting and Regulatory Programs, Animal 
and Plant Health Inspection Service, Depart-
ment of Agriculture, transmitting, pursuant 
to law, a rule entitled ‘‘Importation of Beef 
from Argentina’’ (RIN0579-AA71) received on 
June 24, 1997; to the Committee on Agri-
culture, Nutrition, and Forestry. 

EC–2337. A communication from the Ad-
ministrator, U.S. Agency for International 
Development, transmitting, pursuant to law, 
a report relative to the appropriated funds as 
of March 31, 1997; to the Committee on For-
eign Relations. 

EC–2338. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a report for the period April 1, 1996 to 
September 30, 1996; to the Committee on For-
eign Relations. 

EC–2339. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a notice of proposed issuance of an ex-
port license; to the Committee on Foreign 
Relations. 

EC–2340. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a proposed license for the export of de-
fense articles; to the Committee on Foreign 
Relations. 

EC–2341. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a proposed Manufacturing License 
Agreement with the United Kingdom; to the 
Committee on Foreign Relations. 

EC–2342. A communication from the Direc-
tor, Office of Management and Budget, Exec-
utive Office of the President, transmitting, 
pursuant to law, a report for H.R. 1871; to the 
Committee on the Budget. 

EC–2343. A communication from the Chief 
of the Regulations Unit, Office of Chief 
Counsel, Internal Revenue Service, Depart-
ment of the Treasury, transmitting, pursu-
ant to law, a report of Revenue Rule 97–28, 
received on June 25, 1997; to the Committee 
on Finance. 

EC–2344. A communication from the U.S. 
Trade Representative, Executive Office of 
the President, transmitting, a draft of pro-
posed legislation entitled ‘‘United States- 
Caribbean Basin Trade Enhancement Act’’; 
to the Committee on Finance. 

EC–2345. A communication from the U.S 
Trade Representative, Executive Office of 
the President, transmitting, a draft of pro-
posed legislation relative to the Generalized 
System of Preferences Reauthorization Act; 
to the Committee on Finance. 

EC–2346. A communication from the U.S. 
Trade Representative, Executive Office of 
the President, transmitting, a draft of pro-
posed legislation relative to the OECD Ship-
building Trade Agreement Act; to the Com-
mittee on Finance. 

EC–2347. A communication from the Chief 
of the Regulations Unit, Internal Revenue 
Service, Department of the Treasury, trans-

mitting, pursuant to law, a report of a rule 
relative to Announcement 97-61; to the Com-
mittee on Finance. 

EC–2348. A communication from the Chief 
of the Regulations Unit, Internal Revenue 
Service, Department of the Treasury, trans-
mitting, pursuant to law, a report of a rule 
relative to Notice 97-35; to the Committee on 
Finance. 

EC–2349. A communication from the Chief 
of the Regulations Unit, Internal Revenue 
Service, Department of the Treasury, trans-
mitting, pursuant to law, a report of a rule 
relative to Revenue Procedure 97-30, received 
on June 23, 1997; to the Committee on Fi-
nance. 

EC–2350. A communication from the Sec-
retary of Labor, transmitting, pursuant to 
law, a report relative to funds under the 
Trade Act of 1974; to the Committee on Fi-
nance. 

EC–2351. A communication from the Direc-
tor of Regulations Policy, Management 
Staff, Office of Policy, Food and Drug Ad-
ministration, Department of Health and 
Human Services, transmitting, pursuant to 
law, a rule entitled ‘‘Thermally Processed 
Low-Acid Foods’’ received on June 23, 1997; 
to the Committee on Labor and Human Re-
sources. 

EC–2352. A communication from the Ad-
ministrator of the U.S. Environmental Pro-
tection Agency, transmitting, pursuant to 
law, a report on the implementation of the 
Waste Isolation Pilot Plant Land With-
drawal Act; to the Committee on Energy and 
Natural Resources. 

EC–2353. A communication from the Direc-
tor of the U.S. Office of Personnel Manage-
ment, transmitting, pursuant to law, the re-
port of a study to evaluate the use of sick 
leave for family care or bereavement pur-
poses; to the Committee on Governmental 
Affairs. 

EC–2354. A communication from the Sec-
retary of Agriculture, transmitting, pursu-
ant to law, a report relative to two viola-
tions of the Antideficiency Act; to the Com-
mittee on Appropriations. 

EC–2355. A communication from the Sec-
retary of Veterans Affairs, transmitting, a 
draft of proposed legislation relative to bene-
fits for children of Vietnam Veterans born 
with spina bifida; to the Committee on Vet-
erans’ Affairs. 

EC–2356. A communication from the Sec-
retary of Veterans Affairs, transmitting, a 
draft of proposed legislation relative to the 
disability pension program; to the Com-
mittee on Veterans’ Affairs. 

EC–2357. A communication from the Office 
of the Secretary, U.S. Department of the In-
terior, transmitting, a draft of proposed leg-
islation relative to reduce the fractioned 
ownership of Indian lands; to the Committee 
on Indian Affairs. 

EC–2358. A communication from the Attor-
ney for National Council of Radiation Pro-
tection and Measurements, transmitting, 
pursuant to law, the report of financial 
statements for calendar year 1996; to the 
Committee on the Judiciary. 

EC–2359. A communication from the Assist-
ant to the Board of Governors of the Federal 
Reserve System, transmitting, pursuant to 
law, the rule entitled ‘‘Regulation D’’ re-
ceived on June 24, 1997; to the Committee on 
Banking, Housing, and Urban Affairs. 

EC–2360. A communication from the Direc-
tor of the Office of the Secretary of Defense, 
transmitting, pursuant to law, a rule enti-
tled ‘‘DoD Freedom of Information Act Pro-
gram’’ received on June 24, 1997; to the Com-
mittee on Armed Services. 

EC–2361. A communication from the Coun-
cil of the District of Columbia, transmitting, 
pursuant to law, copies of D.C. Act 12–83 
adopted by the Council on May 5, 1997; to the 
Commitee on Governmental Affairs. 

EC–2362. A communication from the Coun-
cil of the District of Columbia, transmitting, 
pursuant to law, copies of D.C. Act 12–84 
adopted by the Council on May 6, 1997; to the 
Commitee on Governmental Affairs. 

EC–2363. A communication from the In-
spector General, U.S. General Services Ad-
ministration, transmitting, pursuant to law, 
a report under the Inspector General’s Act 
for the period October 1, 1996 to March 31, 
1997; to the Committee on Governmental Af-
fairs. 

EC–2364. A communication from the Sec-
retary of Defense, transmitting, pursuant to 
law, a report relative to the National De-
fense Stockpile Requirements for 1997; to the 
Committee on Armed Services. 

EC–2365. A communication from the Sec-
retary of Defense, transmitting, a notice rel-
ative to the retirement of Lieutenant Gen-
eral John E. Miller; to the Committee on 
Armed Services. 

EC–2366. A communication from the Sec-
retary of Defense, transmitting, pursuant to 
law, a report under the Cooperative Threat 
Reduction project; to the Committee on 
Armed Services. 

EC–2367. A communication from the Sec-
retary of Defense, transmitting, pursuant to 
law, a report relative to the National De-
fense Authorization Act for Fiscal Year 1995; 
to the Committee on Armed Services. 

EC–2368. A communication from the Senior 
Deputy Assistant Administrator, Bureau for 
Legislative and Public Affairs, U.S. Agency 
for International Development, transmit-
ting, pursuant to law, the report under the 
Freedom of Information Act for calendar 
year 1996; to the Committee on the Judici-
ary. 

EC–2369. A communication from the Acting 
Administrator, Farm Service Agency, U.S. 
Department of Agriculture, transmitting, 
pursuant to law, a rule relative to the Live-
stock Indemnity Program (RIN0506–AF15), 
received on June 26, 1997; to the Committee 
on Agriculture, Nutrition, and Forestry. 

EC–2370. A communication from the Assist-
ant Administrator for Fisheries, National 
Marine Fisheries Service, National Oceanic 
and Atmospheric Administration, U.S. De-
partment of Commerce, transmitting, pursu-
ant to law, a rule relative to scallop harvest 
and crab limits (RIN0648-AF81), received on 
June 26, 1997; to the Committee on Com-
merce, Science, and Transportation. 

EC–2371. A communication from the Assist-
ant General Counsel for Regulations, U.S. 
Department of Education, transmitting, pur-
suant to law, a report relative to funding pri-
ority for the Office of Special Education and 
Rehabilitative Services; to the Committee 
on Labor and Human Resources. 

EC–2372. A communication from the Sec-
retary of Health and Human Services, trans-
mitting, pursuant to law, a report under the 
Old Americans Act relative to the Aging An-
nual Report for Fiscal Year 1996; to the Com-
mittee on Labor and Human Resources. 

EC–2373. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a proposed license relative to the export 
of defense equipment under the Arms Export 
Control Act; to the Committee on Foreign 
Relations. 

EC–2374. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a proposed manufacturing license rel-
ative to Saudi Arabia’s armored vehicles 
under the Arms Export Control Act; to the 
Committee on Foreign Relations. 

EC–2375. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a proposed license for export defense 
equipment under the Arms Export Control 
Act; to the Committee on Foreign Relations. 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00103 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATES6496 June 26, 1997 
EC–2376. A communication from the Assist-

ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting, pursuant to 
law, a proposed license for the export of de-
fense articles under the Arms Export Control 
Act; to the Committee on Foreign Relations. 

EC–2377. A communication from the Assist-
ant Secretary of Legislative Affairs, U.S. De-
partment of State, transmitting pursuant to 
law, a proposed approval for exports to the 
United Kingdom under the Arms Export Con-
trol Act; to the Committee on Foreign Rela-
tions. 

EC–2378. A communication from the Sec-
retary of Health and Human Services, trans-
mitting, pursuant to law, the report on the 
youth programs of the Family and Youth 
Services Bureau for fiscal year 1995; to the 
Committee on the Judiciary. 

EC–2379. A communication from the Sec-
retary of Veterans’ Affairs, transmitting, 
pursuant to law, the report on the valuation 
of VA’s portfolio of loans, notes, and guaran-
tees, and other collateralized debts; to the 
Committee on Veterans’ Affairs. 

EC–2380. A communication from the Sec-
retary of Transportation, transmitting, pur-
suant to law, a report on highway signs for 
the National Highway System; to the Com-
mittee on Environment and Public Works. 

EC–2381. A communication from the Direc-
tor of the Office of Regulatory Management 
and Information, U.S. Environmental Pro-
tection Agency, transmitting, pursuant to 
law, five rules including a rule entitled 
Tebuconazole (FRL–5849–2, 5838–7, 5718–7, 
5720–4, 5725–7) received on June 24, 1997; to 
the Committee on Environment and Public 
Works. 

f 

REPORTS OF COMMITTEES 

The following reports of committees 
were submitted: 

By Mr. MURKOWSKI, from the Committee 
on Energy and Natural Resources, without 
amendment: 

S. 231. A bill to establish the National Cave 
and Karst Research Institute in the State of 
New Mexico, and for other purposes (Rept. 
No. 105–37). 

S. 423. A bill to extend the legislative au-
thority for the Board of Regents of Gunston 
Hall to establish a memorial to honor George 
Mason (Rept. No. 105–38). 

S. 669. A bill to provide for the acquisition 
of the Plains Railroad Depot at the Jimmy 
Carter National Historic Site (Rept. No. 105– 
39). 

S. 731. A bill to extend the legislative au-
thority for construction of the National 
Peace Garden memorial, and for other pur-
poses (Rept. No. 105–40). 

By Mr. THOMPSON, from the Committee 
on Governmental Affairs, without amend-
ment: 

H.R. 173. A bill to amend the Federal Prop-
erty and Administrative Services Act of 1949 
to authorize donation of surplus Federal law 
enforcement canines to their handlers. 

H.R. 680. A bill to amend the Federal Prop-
erty and Administrative Services Act of 1949 
to authorize the transfer to States of surplus 
personal property for donation to nonprofit 
providers of necessaries to impoverished 
families and individuals. 

S. 307. A bill to amend the Federal Prop-
erty and Adminstrative Services Act of 1949 
to authorize the transfer to States of surplus 
personal property for donation to nonprofit 
providers of assistance to impoverished fami-
lies and individuals, and for other purposes. 

By Mr. CHAFEE, from the Committee on 
Environment and Public Works, without 
amendment: 

S. 833. A bill to designate the Federal 
building courthouse at Public Square and 

Superior Avenue in Cleveland, Ohio, as the 
‘‘Howard M. Metzenbaum United States 
Courthouse.’’ 

By Mr. THOMPSON, from the Committee 
on Governmental Affairs, without amend-
ment: 

S. 861. A bill to amend the Federal Prop-
erty and Administrative Services Act of 1949 
to authorize donation of Federal law enforce-
ment canines that are no longer needed for 
official purposes to individuals with experi-
ence handling canines in the performance of 
law enforcement duties. 

f 

EXECUTIVE REPORTS OF 
COMMITTEES 

The following executive reports of 
committees were submitted: 

By Mr. THURMOND, from the Committee 
on Armed Services: 

IN THE ARMY 

The following-named officer for appoint-
ment in the U.S. Army, to the grade indi-
cated while assigned to a position of impor-
tance and responsibility under title 10, 
United States Code, section 601: 

To be lieutenant general 

Maj. Gen. David J. Kelley, 0000 

IN THE ARMY 

The following-named officer for appoint-
ment in the U.S. Army to the grade indi-
cated while assigned to a position of impor-
tance and responsibility under title 10, 
United States Code, section 601: 

To be lieutenant general 

Maj. Gen. Randolph W. House, 0000 

(The above nominations were re-
ported with the recommendation that 
they be confirmed.) 

f 

INTRODUCTION OF BILLS AND 
JOINT RESOLUTIONS 

The following bills and joint resolu-
tions were introduced, read the first 
and second time by unanimous con-
sent, and referred as indicated: 

By Mr. MURKOWSKI: 
S. 964. A bill to direct a property convey-

ance in the State of California; to the Com-
mittee on Energy and Natural Resources. 

S. 965. A bill to amend title II of the Hy-
drogen Future Act of 1996 to extend an au-
thorization contained therein, and for other 
purposes; to the Committee on Energy and 
Natural Resources. 

By Mr. BREAUX: 
S. 966. A bill to provide legal standards and 

procedures for suppliers of raw materials and 
component parts for medical devices and for 
other purposes; to the Committee on Com-
merce, Science, and Transportation. 

By Mr. MURKOWSKI (for himself and 
Mr. STEVENS): 

S. 967. A bill to amend the Alaska Native 
Claims Settlement Act and the Alaska Na-
tional Interest Lands Conservation Act to 
benefit Alaska natives and rural residents, 
and for other purposes; to the Committee on 
Energy and Natural Resources. 

By Mr. MACK: 
S. 968. A bill to provide for special immi-

grant status for certain aliens working as 
journalists in Hong Kong; to the Committee 
on the Judiciary. 

By Mr. D’AMATO (for himself, Mr. 
CHAFEE, and Mr. TORRICELLI): 

S. 969. A bill ordering the preparation of a 
Government report detailing injustices suf-
fered by Italian Americans during World War 
II, and a formal acknowledgement of such in-

justices by the President; to the Committee 
on the Judiciary. 

By Mr. CONRAD (for himself and Mr. 
BUMPERS): 

S. 970. A bill to amend the Immigration 
and Nationality Act to exempt certain aliens 
who work for the Department of Veterans 
Affairs from the requirement that they work 
only in areas designated as having a short-
age of health-care professionals; to the Com-
mittee on the Judiciary. 

By Mr. LAUTENBERG (for himself and 
Mr. TORRICELLI): 

S. 971. A bill to amend the Federal Water 
Pollution Control Act to improve the quality 
of coastal recreation waters, and for other 
purposes; to the Committee on Environment 
and Public Works. 

By Mr. REED (for himself, Mr. CHAFEE, 
Mr. COATS, and Mr. INHOFE): 

S. 972. A bill to amend the Internal Rev-
enue Code of 1986 to prohibit any deduction 
for gambling losses; to the Committee on Fi-
nance. 

By Mr. REED (for himself and Mr. 
CHAFEE): 

S. 973. A bill to designate the United 
States Post Office building located at 551 
Kingstown Road in Wakefield, Rhode Island, 
as the ‘‘David B. Champagne Post Office 
Building’’; to the Committee on Govern-
mental Affairs. 

By Mr. REED: 
S. 974. A bill to amend the Immigration 

and Nationality Act to modify the qualifica-
tions for a country to be designated as a visa 
waiver pilot program country; to the Com-
mittee on the Judiciary. 

f 

STATEMENTS ON INTRODUCED 
BILLS AND JOINT RESOLUTIONS 

By Mr. MURKOWSKI: 
S. 964. A bill to direct a property con-

veyance in the State of California; to 
the Committee on Energy and Natural 
Resources. 

THE WARD VALLEY LAND TRANSFER ACT 
Mr. MURKOWSKI. Mr. President, 

today I rise to introduce legislation de-
signed to end an impasse that we’ve en-
dured for far too long—the stalemate 
over the Ward Valley low-level radio-
active waste facility and efforts to im-
plement an important Federal law—the 
low level radioactive waste policy 
amendments. 

I am doing this today because of doc-
uments that have recently come to 
light under the Freedom of Informa-
tion Act and due to the continuing dif-
ferences between the words spoken 
under oath by a Presidential nominee 
before my committee and his actions 
to date. 

For more than 10 years, the State of 
California acting in complete accord-
ance with Federal law and in coopera-
tion with responsible Federal agencies, 
has been attempting to open a low- 
level radioactive waste repository at a 
Mojave Desert site in Ward Valley. 

The long, tortured process costing 
more that $40 million has included a 
statewide search resulting in the selec-
tion of a virtually unpopulated desert 
valley; two environmental impact 
statements under the National Envi-
ronmental Policy Act; two biological 
opinions under the Endangered Species 
Act; and judicial review including the 
California Supreme Court. 
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From the outset, the State has been 

dogged by the lawsuits and protests of 
a small fringe group of activists. 

But in the end, California has met 
every test. 

Ward Valley was found to be safe, 
and the State issued a license con-
taining more than 130 carefully devel-
oped safety and environmental stipula-
tions. 

Consistent with its own independent 
evaluations, the Department of the In-
terior agreed to sell the land to Cali-
fornia for the Ward Valley site in Janu-
ary 1993. 

But shortly thereafter, the Depart-
ment of the Interior abruptly reversed 
itself, demanding a series of discre-
tionary studies and reviews that, 4 
years later, still have no end in sight. 

Specifically, the Department of the 
Interior asked the National Academy 
of Sciences to review seven technical 
issues related to the site. 

In May 1995, the Academy’s report 
was released. The report was highly fa-
vorable to the site selection and each 
of the seven issues. As a consequence, 
Interior Secretary Babbitt indicated 
that he intended to transfer the site. 

Two more months passed. 
On July 27, 1995, the President’s 

nominee to be the Deputy Secretary of 
the Interior, Mr. John Garamendi, ap-
peared before the Energy and Natural 
Resources Committee and testified 
under oath, that the Ward Valley issue 
‘‘will be satisfactorily culminated 
shortly * * * and I believe it should 
be.’’ 

With that testimony in mind, I re-
cently reviewed documents made avail-
able under the Freedom of Information 
Act. 

With the benefit of those documents 
and other evidence of the systematic 
delay fostered by the Department of 
the Interior to block Ward Valley, I 
have reached the sad conclusion that 
Congress must intervene to end this 
stalemate. 

Before I go into the disturbing his-
tory of this issue and the content of 
the documents uncovered by the Free-
dom of Information Act request, some 
background is important. 

There is a tremendous difference be-
tween low level radioactive waste and 
the spent fuel issue the Senate has 
been debating over the past 2 weeks. 

Spent fuel, of course, is the high level 
waste from nuclear power reactors. 

Low level radioactive waste, on the 
other hand, is composed of items such 
as medical gowns, biomedical wastes, 
filters, resins and similar wastes gen-
erated from cancer treatment, bio-
medical research, and other activities. 

Low level radioactive waste is gen-
erated during cutting-edge research 
that may help us find a cure for AIDS. 

Low level radioactive waste is gen-
erated from the development of new 
drugs and cancer therapies. 

Low level radioactive waste is gen-
erated by the high tech and biotech in-
dustry in the quest for new products 
and services that will be at the founda-
tion of our 21st century economy. 

While it also includes waste from nu-
clear power production, Congress wise-
ly placed specific limits on the levels 
which are a State responsibility. 

When the Senate was debating the 
fate of high-level spent fuel, we clearly 
had a situation where the State of Ne-
vada opposed a repository. The Gov-
ernor of Nevada opposed it. 

But the low level waste issue is vast-
ly different. Governor Wilson of Cali-
fornia supports Ward Valley. 

The State of California has been 
working on plans open a low level 
waste repository in California for the 
past decade. 

They have done so in complete ac-
cordance with Federal law, which as-
signs responsibility for disposal of a 
specified portion of low level radio-
active waste to the States. 

Governor Wilson understands that 
thousands of jobs in California, par-
ticularly among the high-tech and 
biotech industries, absolutely depend 
on having dependable access to a safe, 
secure facility for low level radioactive 
waste. 

Governor Wilson understands that 
countless lives might be saved through 
the cancer breakthrough or AIDS cure 
that the use of radioactive materials 
might bring. 

Governor Wilson also understands 
that low level radioactive waste is cur-
rently being stored at hundreds of 
urban locations all across California. 

It’s being stored in basements and in 
parking lot trailers. 

It’s being stored in warehouses and 
temporary shelters. 

It’s on college campuses, in residen-
tial neighborhoods, and in hospitals. 

And as long as the waste is in these 
temporary locations in populated 
areas, it is subject to accidental radio-
active releases from fire, earthquakes, 
and floods. 

Governor Wilson is understandably 
concerned about the health and safety 
of Californians. He is frustrated by the 
delays California has faced in trying to 
get this facility open. 

So am I. 
I am frustrated by the fact that the 

President’s nominee to be the Deputy 
Secretary of the Interior, Mr. John 
Garamendi, appeared before the Energy 
and Natural Resources Committee on 
July 27, 1995 and testified under oath, 
that the Ward Valley issue should and 
would be quickly resolved. 

After that testimony, seven months 
passed. 

Nothing happened. 
On February 15, 1996, Deputy Sec-

retary Garamendi indicated that ‘‘new 
information’’ related to a different 
low-level radioactive waste site at 
Beatty, Nevada, required further test-
ing at the Ward Valley site and the 
preparation of yet another Supple-
mental Environmental Impact State-
ment (SEIS). 

Literally one day before his an-
nouncement, the Director of the U.S. 
Geological Survey said that linkages 
between the Beatty site and Ward Val-

ley were ‘‘too tenuous to have much 
scientific value.’’ 

But the Deputy Secretary ignored 
the Director’s scientific advice. In a 
public news conference, Deputy Sec-
retary Garimendi indicated that the 
additional testing would take about 
four months, and that the preparation 
of a Supplemental Environmental Im-
pact Statement (SEIS) would take 
about a year. 

On August 5, 1996, months after we 
expected the testing to be complete, an 
official of the lab Interior selected to 
perform the testing said, ‘‘Interior De-
partment officials have yet to submit a 
work plan . . . on the testing they want 
done.’’ 

During this same time frame, Inte-
rior Department officials were distrib-
uting documents to the public con-
taining factually incorrect information 
taken verbatim from Ward Valley op-
ponents, even though accurate infor-
mation was readily available from the 
Department of Energy. 

It now appears that Interior made no 
effort to check the facts with DOE with 
respect to the veracity of the informa-
tion it was providing to the public. 

Recently, the Governor of California 
made me aware of documents he ob-
tained through Freedom of Information 
Act (FOIA) requests. These documents 
reveal the following: 

Despite the understandable lack of 
radiological expertise resident in the 
Department of the Interior, the De-
partment has made no effort to com-
municate with the federal agency with 
primary expertise and jurisdiction in 
the matter—the Nuclear Regulatory 
Commission. 

The professional, non-political, radi-
ological experts of the Department of 
Energy have indicated that: ‘‘Interior’s 
concern that the [Ward Valley] facility 
lacks an environmental monitoring 
system has no basis in fact;’’ the De-
partment of the Interior is attempting 
to subvert the National Academy of 
Sciences recommendations with re-
spect to the timing of the tests and na-
ture of the tests to be performed; the 
Department of the Interior has under-
stated the costs and the time required 
for the conduct of the tests; and the 
tests the Department of the Interior 
has outlined will result in additional 
litigation regardless of their outcome. 

Mr. President, these documents are 
plain on their face. 

But they are particularly troubling 
since they show the vast difference be-
tween the words spoken by Mr. 
Garamendi in his confirmation hear-
ing, and the actions he has taken since 
his confirmation. 

Let’s again review the facts: 
Deputy Secretary Garamendi testi-

fied under oath that the Ward Valley 
issue would be, and should be, quickly 
resolved. 

He then called for additional testing 
that did not conform to the rec-
ommendations of the National Acad-
emy of Sciences, creating a false link-
age in the public’s mind between the 
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Beatty site and the Ward Valley site, 
despite the fact that his own USGS Di-
rector said that such a linkage could 
not be justified by the science. 

Deputy Secretary Garamendi spread 
misinformation about the composition 
of the radioactive waste stream in De-
partment press materials supplied by 
project opponents, making no effort to 
check their veracity with the Depart-
ment of Energy, the Nuclear Regu-
latory Commission, or any other agen-
cy with expertise in such matters. 

Deputy Secretary Garamendi persist-
ently failed to get the testing under-
way, which he later blamed on the 
threats of a lawsuit that were not, in 
fact, made until long after the time he 
said the tests would be complete. 

Indeed, the Department of the Inte-
rior has designed a process specifically 
intended to foster further delay. 

Mr. President, over the past month 
or so there has been a new twist that is 
frankly the straw that breaks the cam-
el’s back. 

The State of California, in its con-
tinuing efforts to achieve a com-
promise, has agreed to perform addi-
tional testing pursuant to the National 
Academy of Sciences guidelines prior 
to the federal land transfer. 

Let me make this clear: California 
has always agreed to do the additional 
testing . . . the issue of dispute is that 
Interior insisted the testing be done 
prior to the land transfer, while Cali-
fornia and the National Academy of 
Sciences said the testing would be best 
accomplished after the land transfer. 

So California has now agreed to per-
form additional testing prior to the 
land transfer. They have clearly made 
efforts to compromise. 

I received a letter from Deputy Sec-
retary Garamendi, dated February 27, 
1997, which exclaimed that the delays 
at Ward Valley have gone on long 
enough, and that welcomed the deci-
sion by the State of California to un-
dertake additional testing. 

When I saw that letter. I thought to 
myself: Finally, this issue will be re-
solved. 

I was shocked by what happened 
next: 

The BLM produced an administrative 
determination, allegedly two years old 
that nobody had ever seen, that will 
not permit California to undertake the 
testing that Interior insists must be 
undertaken prior to the land transfer! 
They have California in a ‘‘Catch-22.’’ 

BLM informed the California Depart-
ment of Health Services that they 
could not proceed with the testing 
without a new permit from the BLM 
and yet another biological consultation 
with the U.S. Fish and Wildlife Service 
with respect to the Desert Tortoise. 

The BLM based this requirement for 
a new permit on an ‘‘administrative de-
termination,’’ allegedly issued two 
years ago, which limits surface disturb-
ance associated with pre-construction 
testing. But further examination re-
vealed several points about this docu-
ment: 

This old administrative determina-
tion was unknown to the California De-
partment of Health Services, U.S. Ecol-
ogy, and even the local BLM District 
Office until weeks ago. 

The local BLM office is unable to 
provide any evidence that this ‘‘admin-
istrative determination’’ was provided 
to any of the parties whose actions it 
supposedly limits. 

The administrative determination is 
absurd on its face. The U.S. Fish and 
Wildlife Service has determined that 
the 90 acres of surface disturbance as-
sociated with the construction and op-
eration of the Ward Valley facility will 
not jeopardize the desert tortoise or its 
habitat. Moreover, under current BLM 
guidelines, ten acre mining operations 
on other BLM land would not trigger 
the need for a biological consultation if 
certain desert tortoise protection 
measures were incorporated into the 
plan submitted to BLM. Indeed, five 
acre mining operations would not even 
require the applicant to submit a tor-
toise protection plan for approval. Yet, 
it is BLM’s sudden contention that less 
than 5 acres of surface disturbance as-
sociated with testing will require yet 
another full biological consultation by 
the U.S. Fish and Wildlife Service. 

Clearly, Mr. President, this latest ob-
struction, and the reasons cited for it, 
make no sense in the context of the 
various other permits and administra-
tive determinations that have been 
previously granted at the site. 

The fact that this administrative de-
cision suddenly surfaced in the midst 
of state planning to undertake the new 
tests is highly unusual—perhaps even 
worthy of investigation by the Inspec-
tor General. 

Mr. President, earlier this year I 
asked the General Accounting Office to 
investigate this matter. That inves-
tigation is now underway. At this very 
moment, GAO auditors are reviewing 
documents in the District BLM office 
in California and at Department of In-
terior headquarters here in Wash-
ington. 

The GAO report will not be complete 
until July 15, but let me simply say 
that their preliminary findings appear 
to agree with my understanding of the 
facts. 

What we are seeing at the Depart-
ment of the Interior is a blatant dis-
play of bad faith and obstructionism 
with regard to California’s efforts to 
implement Federal law through devel-
opment of the Ward Valley site. 

I am particularly distressed by this, 
particularly in light of the words spo-
ken by Mr. Garamendi at his confirma-
tion hearing. 

Mr. President, the legislation I am 
introducing today would convey the 
BLM land at Ward Valley to California 
as soon as a check for the fair market 
value of the land plus $100 is tendered 
to the Secretary of the Treasury, after 
the State of California formally 
tenders a promise to conduct the addi-
tional testing as outlined by the Na-
tional Academy of Sciences. 

It’s a simple bill. California agrees to 
do the testing outlined by the National 
Academy of Sciences, California gets 
its site, and the taxpayer gets fair mar-
ket value for the land. 

I am willing to consider alternative 
approaches, but my bottom line is a 
quick and satisfactory resolution to 
this issue by qualified experts rather 
than political activists. 

I am willing to entertain negotiated 
compromises. 

I am willing to entertain alternative 
legislative approaches. 

I am not willing to entertain further 
delay. 

In closing, Mr. President, let me 
share a story that I find particularly 
rich in irony: 

Interior Secretary Babbitt, while the 
Governor of Arizona, was deeply con-
cerned about the difficulty of the Fed-
eral Government to provide for ade-
quate low-level radioactive waste dis-
posal sites. He was asked by the Na-
tional Governors’ Association to chair 
a task force to look into the problem. 

The Babbitt task force recommended 
that the responsibility for low-level ra-
dioactive waste management be given 
to the States. In 1981, Governor Babbitt 
wrote that ‘‘the siting of a low level 
nuclear waste facility involves pri-
marily state and local issues that are 
best resolved at the government level 
closest to those affected.’’ 

There was another Governor at the 
time who was active in the National 
Governor’s Association and supported 
this approach: The Governor of Arkan-
sas. His name was Bill Clinton. 

Congress listened to these Governors, 
and passed the Low Level Radioactive 
Waste Policy Act which gave the 
States the responsibility for low level 
radioactive waste management. 

California is the first State to license 
a facility under the Low Level Radio-
active Waste Policy Act. 

And who are the Federal authorities 
who are today frustrating California’s 
attempt to follow the law and open its 
site? 

None other than Mr. Babbitt and his 
Deputy at the Department of the Inte-
rior, himself a former California state 
official. 

What an irony that former State offi-
cials would declare a State unworthy 
of trust in carrying out its congres-
sionally assigned duties and respon-
sibilities. 

What a difference a few years in 
Washington can make. 

By Mr. MURKOWSKI: 
S. 965. A bill to amend title II of the 

Hydrogen Future Act of 1996 to extend 
an authorization contained therein, 
and for other purposes; to the Com-
mittee on Energy and Natural Re-
sources. 

AUTHORIZATION EXTENSION LEGISLATION 
Mr. MURKOWSKI. Mr. President, 

today I offer a very simple bill with the 
hope that it can receive expedited con-
sideration in the Senate and be sent 
over to the House of Representatives 
for further consideration. 
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CONGRESSIONAL RECORD — SENATE S6499 June 26, 1997 
Last year Congress authorized a pro-

gram to explore the feasibility of inte-
grating hydrogen fuel cells with sys-
tems to produce hydrogen from photo-
voltaic production or solid waste 
through gasification or steam reform-
ing. This program is outlined in title II 
of Public Law 104–271, the Hydrogen 
Future Act of 1996. 

The program was originally author-
ized through 1997 and 1998, with funds 
to remain available until 1999. 

It has since become clear that the 
program will require a longer period of 
time to put into place. Accordingly, 
this bill simply extends the authoriza-
tion through fiscal year 2001, with 
funds to remain available until Sep-
tember 30, 2002. 

For those who are unfamiliar with 
the promise of hydrogen energy sys-
tems, let me simply add that hydrogen 
is widely regarded as an important po-
tential energy carrier with the poten-
tial to join electricity as a key compo-
nent of a future sustainable energy sys-
tem. Unlike coal, oil, or gas, hydrogen 
cannot be directly mined or produced— 
it must be extracted from hydrogen- 
rich materials such as natural gas, bio-
mass, or even water. While there are 
significant technical and economic bar-
riers that prevent the near-term, wide-
spread use of hydrogen as an energy 
carrier, the eventual promise of hydro-
gen is compelling. Thus, Congress and 
the Department of Energy has placed a 
high priority on hydrogen energy re-
search and development. 

I urge that my colleagues support the 
bill. 

By Mr. BREAUX: 
S. 966. A bill to provide legal stand-

ards and procedures for suppliers of 
raw materials and component parts for 
medical devices and for other purposes; 
to the Committee on Commerce, 
Science, and Transportation. 

THE BIOMATERIALS ACCESS ASSURANCE AND 
HEALTH SAFETY ACT OF 1997 

Mr. BREAUX. Mr. President, today I 
rise to introduce the Biomaterials Ac-
cess Assurance and Health Safety act 
of 1997. While other legislation has 
been introduced that is intended to 
protect suppliers of raw materials used 
in the construction of important med-
ical implants from liability, I believe 
that my legislation strikes the proper 
balance between the legitimate con-
cerns of these suppliers and the health 
insurance and legal rights of patients. 

The legislation I am introducing 
today is similar to biomaterials legis-
lation that has been introduced inde-
pendently by Senator LIEBERMAN and 
as a part of S. 5, the Product Liability 
Fairness Act. It does, however, differ 
on several important points. First, this 
bill would not immunize negligent sup-
pliers or supplies who fail to warn of 
the harmful effects of their products. 
Second, this bill would be limited to 
the protection of suppliers of raw ma-
terials. Other biomaterials bills, while 
speaking only of the need to protect 
suppliers of raw materials, use overly 

broad language that immunizes a 
whole host of product manufacturers. 
Third, unlike the legislation sent to 
the President last year, this bill would 
not cover suppliers of materials used in 
breast implants. 

Mr. President, there are two other 
important differences between this leg-
islation and other biomaterials liabil-
ity legislation that has been intro-
duced. I believe that this bill can be 
passed by Congress. I’m not sure that 
other biomaterials bills can. We know 
too well that the larger product liabil-
ity bill will be controversial, and that 
its passage and enactment are uncer-
tain at best. This biomaterials bill has 
been introduced as a stand-alone meas-
ure and can move independently of the 
product liability bill. 

I also believe that this legislation 
can be signed into law by President 
Clinton, and I’m not too sure that 
other biomaterials liability legislation 
can. When the President vetoed the 
product liability bill sent to him by the 
104th Congress, H.R. 965, which in-
cluded biomaterials language similar 
to that in Senator LIEBERMAN’s bill, he 
noted that he wanted to enact fair and 
balanced biomaterials liability legisla-
tion. However, he felt that the lan-
guage before him went too far, particu-
larly because it immunized negligent 
biomaterials suppliers. I believe the 
President will find the provisions of my 
bill acceptable. 

Mr. President, I think that this bill 
is the best hope we have of passing fair 
and meaningful biomaterials legisla-
tion, and I urge my colleagues to join 
me in support of its passage. I ask 
unanimous consent that the entire text 
of this bill be printed in the RECORD. 

There being no objection, the bill was 
ordered to be printed in the RECORD, as 
follows: 

S. 966 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. SHORT TITLE. 

This title may be cited as the ‘‘Biomate-
rials Access Assurance Act of 1997.’’ 
SEC. 2. FINDINGS. 

Congress finds that— 
(1) each year millions of citizens of the 

United States depend on the availability of 
lifesaving or life enhancing medical devices, 
many of which are permanently implantable 
within the human body; 

(2) a continued supply of raw materials and 
component parts is necessary for the inven-
tion, development, improvement, and main-
tenance of the supply of the devices; 

(3) most of the medical devices are made 
with raw materials and component parts 
that— 

(A) are not designed or manufactured spe-
cifically for use in medical devices; and 

(B) come in contact with internal human 
tissue; 

(4) the raw materials and component parts 
also are used in a variety of nonmedical 
products; 

(5) because small quantities of the raw ma-
terials and component parts are used for 
medical devices, sales of raw materials and 
component parts for medical devices con-
stitute an extremely small portion of the 
overall market for the raw materials and 
medical devices; 

(6) under the Federal Food, Drug, and Cos-
metic Act (21 U.S.C. 301 et seq.), manufactur-
ers of medical devices are required to dem-
onstrate that the medical devices are safe 
and effective, including demonstrating that 
the products are properly designed and have 
adequate warnings or instructions; 

(7) notwithstanding the fact that raw ma-
terials and component parts suppliers do not 
design, produce, or test a final medical de-
vice, the suppliers have been the subject of 
actions alleging adequate— 

(A) design and testing of medical devices 
manufactured with materials or parts sup-
plied by the suppliers; or 

(B) warnings related to the use of such 
medical devices; 

(8) even though suppliers of raw materials 
and component parts have very rarely been 
held liable in such actions, such suppliers 
have ceased supplying certain raw materials 
and component parts for use in medical de-
vices because the costs associated with liti-
gation in order to ensure a favorable judg-
ment for the suppliers far exceeds the total 
potential sales revenues from sales by such 
suppliers to the medical device industry; 

(9) unless alternate sources of supply can 
be found, the unavailability of raw materials 
and component parts for medical devices will 
lead to unavailability of lifesaving and life- 
enhancing medical devices; 

(10) because other suppliers of the raw ma-
terials and component parts in foreign na-
tions are refusing to sell raw materials or 
component parts for use in manufacturing 
certain medical devices in the United States, 
the prospects for development of new sources 
of supply for the full range of threatened raw 
materials and component parts for medical 
devices are remote; 

(11) it is unlikely that the small market 
for such raw materials and component parts 
in the United States could support the large 
investment needed to develop new suppliers 
of such raw materials and component parts; 

(12) attempts to develop such new suppliers 
would raise the cost of medical devices; 

(13) courts that have considered the duties 
of the suppliers of the raw materials and 
component parts have generally found that 
the suppliers do not have a duty— 

(A) to evaluate the safety and efficacy of 
the use of a raw material or component part 
in a medical device; and 

(B) to warn consumers concerning the safe-
ty and effectiveness of a medical device; 

(14) attempts to impose the duties referred 
to in subparagraphs (A) and (B) of paragraph 
(13) on suppliers of the raw materials and 
component parts would cause more harm 
than good by driving the suppliers to cease 
supplying manufacturers of medical devices; 
and 

(15) in order to safeguard the availability 
of a wide variety of lifesaving and life-en-
hancing medical devices, immediate action 
is needed— 

(A) to clarify the permissible bases of li-
ability for suppliers of raw materials and 
component parts for medical devices; and 

(B) to provide expeditious procedures to 
dispose of unwarranted suits against the sup-
pliers in such manner as to minimize litiga-
tion costs. 
SEC. 3. DEFINITIONS. 

As use in this Act: 
(1) BIOMATERIALS SUPPLIER.— 
(A) IN GENERAL.—The term ‘‘biomaterials 

supplier’’ means an entity that directly or 
indirectly supplies raw material for use in 
the manufacture of an implant. 

(B) PERSONS INCLUDED.—Such term in-
cludes any person who— 

(i) has submitted master files to the Sec-
retary for purposes of premarket approval of 
a medical device; or 
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CONGRESSIONAL RECORD — SENATES6500 June 26, 1997 
(ii) licenses a biomaterials supplier to 

produce raw materials. 
(2) CLAIMANT.— 
(A) IN GENERAL.—The term ‘‘claimant’’ 

means any person who brings a civil action, 
or on whose behalf a civil action is brought, 
arising from harm allegedly caused directly 
or indirectly by an implant, including a per-
son other than the individual into whose 
body, or in contact with whose blood or tis-
sue, the implant is placed, who claims to 
have suffered harm as a result of the im-
plant. 

(B) ACTION BROUGHT ON BEHALF OF AN ES-
TATE.—With respect to an action brought on 
behalf of or through the estate of an indi-
vidual into whose body, or in contact with 
whose blood or tissue the implant is placed, 
such term includes the decedent that is the 
subject of the action. 

(C) ACTION BROUGHT ON BEHALF OF A MINOR 
OR INCOMPETENT.—With respect to an action 
brought on behalf of or through a minor or 
incompetent, such term includes the parent 
or guardian of the minor or incompetent. 

(D) EXCLUSIONS.—Such term does not in-
clude— 

(i) a provider of professional health care 
services, in any case in which— 

(I) the sale or use of an implant is inci-
dental to the transaction; and 

(II) the essence of the transaction is the 
furnishing of judgment, skill, or services; 

(ii) a person acting in the capacity of a 
manufacturer, seller, or biomaterials sup-
plier; or 

(iii) a person alleging harm caused by a 
breast implant. 

(3) HARM.— 
(A) IN GENERAL.—The term ‘‘harm’’ 

means— 
(i) any injury to or damage suffered by an 

individual; 
(ii) any illness, disease, or death of that in-

dividual resulting from that injury or dam-
age; and 

(iii) any loss to that individual or any 
other individual resulting from that injury 
or damage; 

(B) COMMERCIAL LOSS.—The term includes 
any commercial loss or loss of or damage to 
an implant. 

(4) IMPLANT.—The term ‘‘implant’’ means— 
(A) a medical device that is intended by 

the manufacturer of the device— 
(i) to be placed into a surgically or natu-

rally formed or existing cavity of the body 
for a period of at least 30 days; or 

(ii) to remain in contact with bodily fluids 
or internal human tissue through a sur-
gically produced opening for a period of less 
than 30 days; and 

(A) suture materials used in implant proce-
dures. 

(5) MANUFACTURER.—The term ‘‘manufac-
turer’’ means any person who, with respect 
to an implant— 

(A) is engaged in the manufacture, prepa-
ration, propagation, compounding, or proc-
essing (as defined in section 510(a)(1)) of the 
Federal Food, Drug, and Cosmetic Act (21 
U.S.C. 360)(a)(1)) of the implant; and 

(B) is required— 
(i) to register with the Secretary pursuant 

to section 510 of the Federal Food, Drug, and 
Cosmetic Act (21 U.S.C. 360) and the regula-
tions issued under such section; and 

(ii) to include the implant on a list of de-
vices filed with the Secretary pursuant to 
section 510(j) of such Act (21 U.S.C. 360(j) and 
the regulations issued under such section. 

(6) MEDICAL DEVICE.—The term ‘‘medical 
device’’ means a device, as defined in section 
1(a) of the Federal Food, Drug, and Cosmetic 
Act (21 U.S.C. 321(h)) and includes any device 
component of any combination product as 
that term is used in section 503(g) of such 
Act (21 U.S.C. 353(g)) 

(7) RAW MATERIAL.—The term ‘‘raw mate-
rial’’ means a substance or product that— 

(A) has a generic use; and 
(B) may be used in an application other 

than an implant. 
(8) SECRETARY.—The term ‘‘Secretary’’ 

means the Secretary of Health and Human 
Services. 

(9) SELLER.— 
(A) IN GENERAL.—The term ‘‘seller’’ means 

a person who, in the course of a business con-
ducted for that purpose, sells, distributes, 
leases, packages, labels, or otherwise places 
an implant in the stream of commerce. 

(B) EXCLUSIONS.—the term does not in-
clude— 

(i) a seller or lessor of real property; 
(ii) a provider of professional services, in 

any case in which the sale or use of an im-
plant is incidental to the transaction and the 
essence of the transaction is the furnishing 
of judgment, skill, or services; or 

(iii) any person who acts in only a finan-
cial capacity with respect to the sale of an 
implant. 
sec. 4. general requirements: applicability; preemp-

tion. 
(a) GENERAL REQUIREMENTS.— 
(1) IN GENERAL.—In any civil action cov-

ered by this Act, a biomaterials supplier may 
raise any defense set forth in section 5. 

(A) PROCEDURES.—Notwithstanding any 
other provision of law, the Federal or State 
court in which a civil action covered by this 
Act is pending shall, in connection with a 
motion for dismissal or judgment based on a 
defense described in paragraph (1), use the 
procedures set forth in section 6. 

(b) APPLICABILITY.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), notwithstanding any other 
provision of law, this Act applies to any civil 
action brought by a claimant, whether in a 
Federal or State court, against a manufac-
turer, seller, or biomaterials supplier, on the 
basis of any legal theory, for harm allegedly 
caused by an implant. 

(2) EXCLUSION.—A civil action brought by a 
purchaser of a medical device for use in pro-
viding professional services against a manu-
facturer, seller, or biomaterials supplier for 
loss or damage to an implant or for commer-
cial loss to the purchaser— 

(A) shall not be considered an action that 
is subject to this Act; and 

(B) shall be governed by applicable com-
mercial or contract law. 

(c) SCOPE OF PREEMPTION.— 
(1) IN GENERAL.—This title supersedes any 

State law regarding recovery for harm 
caused by an implant and any rule of proce-
dure applicable to a civil action to recover 
damages for such harm only to the extent 
that this Act establishes a rule of law appli-
cable to the recovery of such damages. 

(2) APPLICABILITY OF OTHER LAWS.—Any 
issue that arises under this Act and that is 
not governed by a rule of law applicable to 
the recovery of damages described in para-
graph (1) shall be governed by applicable 
Federal or State law. 

(d) STATUTORY CONSTRUCTION.—Nothing in 
this Act may be construed to create a cause 
of action or Federal court jurisdiction pursu-
ant to section 1331 or 1337 of title 28, United 
States Code, that otherwise would not exist 
under applicable Federal or State law. 
SEC. 5. LIABILITY OF BIOMATERIALS SUPPLIERS. 

(a) IN GENERAL.— 
(1) EXCLUSION FROM LIABILITY.—Except as 

provided in paragraph (2), a biomaterials 
supplier shall not be liable for harm to a 
claimant caused by an implant. 

(2) LIABILITY.—A biomaterials suppler 
that— 

(A) is a manufacturer may be liable for 
harm to a claimant described in subsection 
(b); 

(B) is a seller may be liable for harm to a 
claimant described in subsection (c); 

(C) furnishes raw materials that fail to 
meet applicable contractual requirements or 
specifications may be liable for a harm to a 
claimant described in subsection (d). 

(D) knows, or through reasonable inquiry 
could have known: 

(i) of the application to which the raw ma-
terial is to be put; 

(ii) of the risks attendant to such use; and 
(iii) that the buyer or user of the raw ma-

terial is ignorant of such risks, but failed to 
warn such buyer or user of such risks, may 
be liable for harm to a claimant described in 
subsection (e); and 

(E) furnishes raw materials that are defec-
tive may be liable for harm to a claimant as 
described in subsection (f). 

(b) LIABILITY MANUFACTURER.— 
(1) IN GENERAL.—A biomaterials supplier 

may, to the extent required and permitted 
by any other applicable law, be liable for 
harm to a claimant caused by an implant if 
the biomaterials supplier is the manufac-
turer of the implant. 

(2) GROUNDS FOR LIABILITY.— 
(A) The biomaterials supplier may be con-

sidered the manufacturer of the implant that 
allegedly caused harm to a claimant only if 
the biomaterials supplier— 

(i) has registered with the Secretary pursu-
ant to section 510 of the Federal Food, Drug, 
and Cosmetic Act (21 U.S.C. 360) and the reg-
ulations issued under such section; and 

(ii) included the implant on a list of de-
vices filed with the Secretary pursuant to 
section 510(f) of such Act (21 U.S.C. 360(f)) 
and the regulations issued under such sec-
tion; 

(B) is the subject of a declaration issued by 
the Secretary pursuant to paragraph (3) that 
states that the supplier, with respect to the 
implant that allegedly caused harm to the 
claimant, was required to— 

(i) register with the Secretary under sec-
tion 510 of such Act (21 U.S.C. 360), and the 
regulations issued under such section, but 
failed to do so; or 

(ii) include the implant on a list of devices 
filed with the Secretary pursuant to section 
510(j) of such Act (21 U.S.C. 360(j)) and the 
regulations issued under such section, but 
failed to do so; or 

(C) is related by common ownership or con-
trol to a person meeting all the requirements 
described in subparagraph (A) or (B), if the 
court deciding a motion to dismiss in accord-
ance with section 6(c)(3)(B)(i) finds, on the 
basis of affidavits submitted in accordance 
with section 6, that it is necessary to impose 
liability on the biomaterials supplier as a 
manufacturer because the related manufac-
turer meeting the requirements of a subpara-
graph (A) or (B) lacks sufficient financial re-
sources to satisfy any judgment that the 
court feels it is likely to enter should the 
claimant prevail. 

(3) ADMINISTRATIVE PROCEDURES.— 
(A) IN GENERAL.—The Secretary may issue 

a declaration described in paragraph (2)(B) 
on the motion of the Secretary or on peti-
tion by any person, after providing— 

(i) notice to the affected persons; and 
(ii) an opportunity for an informal hearing. 
(B) DOCKETING AND FINAL DECISION.—Imme-

diately upon receipt of a petition filed pursu-
ant to this paragraph, the Secretary shall 
docket the petition. Not later than 180 days 
after the petition is filed, the Secretary shall 
issue a final decision on the petition. 

(C) APPLICABILITY OF STATUTE OF LIMITA-
TIONS.—Any applicable statute of limitations 
shall toll during the period during which a 
claimant has filed a petition with the Sec-
retary under this paragraph. 

(c) LIABILITY AS SELLER.—A biomaterials 
supplier may, to the extent required and per-
mitted by any other applicable law be liable 
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as seller for harm to a claimant caused by an 
implant if— 

(1) the biomaterials supplier— 
(A) held little to the implant that alleg-

edly caused harm to the claimant as a result 
of purchasing the implant after— 

(i) the manufacture of the implant and 
(ii) the entrance of the implant in the 

stream of commerce; and 
(B) subsequently resold the implant; or 
(2) the biomaterials supplier is related by 

common ownership or control to a person 
meeting all the requirements described in 
paragraph (1), if a court deciding a motion to 
dismiss in accordance with section 
6(c)(3)(B)(ii) finds on the basis of affidavits 
submitted in accordance with section 6 that 
is necessary to impose liability on the bio-
materials supplier as a seller because the re-
lated seller meeting the requirements of 
paragraph (1) lacks sufficient financial re-
sources to satisfy any judgment that the 
court feels it is likely to enter should the 
claimant prevail. 

(d) LIABILITY FOR VIOLATING CONTRACTUAL 
REQUIREMENTS OR SPECIFICATIONS.—A bio-
materials supplier may, to the extent re-
quired and permitted by any other applicable 
law, be liable for harm to a claimant caused 
by an implant, if the claimant in an action 
shows, by a preponderance of the evidence, 
that— 

(1) the raw materials or component parts 
delivered by the biomaterials supplier ei-
ther— 

(A) did not constitute the product de-
scribed in the contract between the biomate-
rials supplier and the person who contracted 
for delivery of the product; or 

(B) failed to meet any specifications that 
were— 

(i) provided to the biomaterials supplier 
and not expressly repudiated by the biomate-
rials supplier prior to acceptance of delivery 
of the raw materials or component parts; 

(I) published by the biomaterials supplier; 
(II) provided to the manufacturer by the 

biomaterials supplier; or 
(III) contained in a master file that was 

submitted by the biomaterials supplier to 
the Secretary and that is currently main-
tained by the biomaterials supplier for pur-
poses of premarket approval of medical de-
vices; or 

(ii) included in the submissions for pur-
poses of premarket approval or review by the 
Secretary under section 510, 513, 515, or 520 of 
the Federal Food, Drug, and Cosmetic Act 
(21 U.S.C. 360, 360c, 360e, or 360j), and received 
clearance from the Secretary if such speci-
fications were provided by the manufacturer 
to the biomaterials supplier and were not ex-
pressly repudiated by the biomaterials sup-
plier prior to the acceptance by the manufac-
turer of delivery of the raw materials or 
component parts; and 

(2) such conduct was an actual and proxi-
mate cause of the harm to the claimant. 

(e) LIABILITY FOR FAILURE TO WARN.—A 
biomaterials supplier may, to the extent re-
quired or permitted by any other applicable 
law, be liable for harm caused by an implant 
if the biomaterials supplier— 

(1) knew, or through reasonable inquiry 
could have known; 

(A) of the application to which the raw ma-
terial was to be put; 

(B) of the risks attendant to such use; 
(C) that the buyer or user of the raw mate-

rial was ignorant of such risks; and 
(2) failed to warn such buyer or user of 

such risks. 
(f) LIABILITY FOR DEFECTIVE MATERIAL.—A 

biomaterials supplier may, to the extent per-
mitted by any other applicable law, be liable 
for harm caused by an implant if the harm 
was in whole or in part caused by a defect in 
the raw material supplied by the biomate-
rials supplier. 

SEC. 6. PROCEDURES FOR DISMISSAL OF CIVIL 
ACTIONS AGAINST BIOMATERIALS 
SUPPLIERS. 

(a) MOTION TO DISMISS.—In any action that 
is subject to this Act, a biomaterials supplier 
who is a defendant in such action may, at 
any time during which a motion to dismiss 
may be filed under an applicable law, move 
to dismiss the action against it on the 
grounds that— 

(1) the defendant is a biomaterials sup-
plier; and 

(2)(A) the defendant should not, for the 
purposes of— 

(i) section 5(b), be considered to be a manu-
facturer of the implant that is subject to 
such section; or 

(ii) section 5(c), be considered to be a seller 
of the implant that allegedly caused harm to 
the claimant; 

(iii) section 5(e), be found to have failed to 
warn the buyer or user of the raw material of 
its known risks; 

(iv) section 5(f), be found to have supplied 
defective material; or 

(B)(i) the claimant has failed to establish 
pursuant to section 5(d), that the supplier 
furnished raw materials or component parts 
in violation of contractual requirements or 
specifications; or 

(ii) the claimant has failed to comply with 
the procedural requirements of subsection 
(b). 

(b) PROCEEDING ON MOTION TO DISMISS.— 
The following rules shall apply to any pro-
ceeding on a motion to dismiss filed under 
this section: 

(1) AFFIDAVITS RELATING TO LISTING AND 
DECLARATIONS.— 

(A) IN GENERAL.—The defendant in the ac-
tion may submit an affidavit demonstrating 
that defendant has not included the implant 
on a list, if any, filed with Secretary pursu-
ant to section 510(j) of the Federal Food, 
Drug and Cosmetic Act (21 U.S.C. 360(j)). 

(B) RESPONSE TO MOTION TO DISMISS.—In re-
sponse to the motion to dismiss, the claim-
ant may submit an affidavit demonstrating 
that— 

(i) the Secretary has, with respect to the 
defendant and the implant that allegedly 
caused harm to the claimant, issued a dec-
laration pursuant to section 5(b)(2)(B); or 

(ii) the defendant who filed the motion to 
dismiss is a seller of the implant who is lia-
ble under section 5(c). 

(2) EFFECT OF MOTION TO DISMISS ON DIS-
COVERY.— 

(A) IN GENERAL.—If a defendant files a mo-
tion to dismiss under paragraph (1) or (2) of 
subsection (a), no discovery shall be per-
mitted connection to the action that is sub-
ject of the motion, other than discovery nec-
essary to determine a motion to dismiss for 
lack of jurisdiction, until such time as the 
court rules on the motion to dismiss in ac-
cordance with the affidavits submitted the 
parties in accordance with section. 

(B) DISCOVERY.—If a defendant files a mo-
tion to dismiss under subsection (a)(2)(B)(i) 
on the grounds that the biomaterials sup-
plier did not furnish raw materials or compo-
nent parts in violation of contractual re-
quirements or specifications, the court may 
permit discovery, as ordered by the court. 
The discovery conducted pursuant to this 
subparagraph shall be limited to issues that 
are directly relevant to— 

(i) the pending motion to dismiss; or 
(ii) the jurisdiction of the court. 
(3) AFFIDAVITS RELATING STATES OF DE-

FENDANT.— 
(A) IN GENERAL.—Except as provided in 

clauses (i) and (ii) of subparagraph (B), the 
court shall consider a defendant to be a bio-
materials supplier who is not subject to an 
action for harm to a claimant caused by an 
implant, other than an action relating to li-

ability for a violation of contractual require-
ments or specifications described in sub-
section (d). 

(B) RESPONSES TO MOTION TO DISMISS.—The 
court shall grant a motion to dismiss any ac-
tion that asserts liability of the defendant 
under subsection (b) or (c) of section 5 on the 
grounds that the defendant is not a manufac-
turer subject to such section 5(b) or seller 
subject to section 5(c), unless the claimant 
submits a valid affidavit that demonstrates 
that— 

(i) with respect to a motion to dismiss con-
tending the defendant is not a manufacturer, 
the defendant meets the applicable require-
ments for liability as a manufacturer under 
section 5(b); or 

(ii) with respect to a motion to dismiss 
contending that the defendant is not a seller, 
the defendant meets the applicable require-
ments for liability as a seller under section 
5(c). 

(4) BASIS OF RULING ON MOTION TO DISMISS.— 
(A) IN GENERAL.—The court shall rule on a 

motion to dismiss filed under subsection (a) 
solely on the basis of the pleadings of the 
parties made pursuant to this section and 
any affidavits submitted by the parties pur-
suant to this section. 

(B) MOTION FOR SUMMARY JUDGEMENT.— 
Notwithstanding any other provision of law, 
if the court determines that the pleadings 
and affidavits made by parties pursuant to 
this section raise genuine issues as con-
cerning material facts with respect to a mo-
tion to dismiss to be a motion for summary 
judgment made pursuant to subsection (c). 

(c) SUMMARY JUDGMENT.— 
(1) IN GENERAL.— 
(A) BASIS FOR ENTRY OF JUDGMENT.—A bio-

materials supplier shall be entitled to entry 
of judgment without trial if the court finds 
there is a no genuine issue as concerning any 
material fact for each applicable element set 
forth in paragraphs (1) and (2) of section 5(d). 

(B) ISSUES OF MATERIAL FACT.—With re-
spect to a finding made under subparagraph 
(A), the court shall consider a genuine issue 
of material fact to exist only if the evidence 
submitted by claimant would be sufficient to 
allow a reasonable jury to reach a verdict for 
the claimant if the jury found the evidence 
to be credible. 

(2) DISCOVERY MADE PRIOR TO A RULING ON A 
MOTION FOR SUMMARY JUDGMENT.—If, under 
applicable rules, the court permits discovery 
prior to a ruling on a motion for summary 
judgment made pursuant to this subsection, 
such discovery shall be limited solely to es-
tablishing whether a genuine issue of mate-
rial fact exists as to the applicable elements 
set forth in paragraphs (1) and (92) of section 
5(9)(d). 

(3) DISCOVERY WITH RESPECT TO A BIOMATE-
RIALS SUPPLIER.—A biomaterials supplier 
shall be subject to discovery in connection 
with a motion seeking dismissal or summary 
judgment on the basis of the inapplicability 
of section 5(d) or the failure to establish the 
applicable elements of section 5(d) solely to 
the extent permitted by the applicable Fed-
eral or State rules for discovery against non-
parties. 

(d) STAY PENDING PETITION FOR DECLARA-
TION.—If a claimant has filed a petition for a 
declaration pursuant to section 5(b)(3)(A) 
with respect to a defendant, and the Sec-
retary has not issued a final decision on the 
petition, the court shall stay all proceedings 
with respect to that defendant until such 
time as the Secretary has issued a final deci-
sion on the petition. 

(a) ATTORNEY FEES.—The court shall re-
quire the claimant to compensate the bio-
materials supplier for a manufacturer ap-
pearing in lieu of a supplier pursuant to sub-
section (f) for attorney fees and costs, if 

(1) the claimant named or joined the bio-
materials supplier; and 
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CONGRESSIONAL RECORD — SENATES6502 June 26, 1997 
(2) the court found the claim against the 

biolmaterials supplier was clearly without 
merit and frivolous at the time the claim 
was brought. 

By Mr. MURKOWSKI (for himself 
and Mr. STEVENS): 

S. 967. A bill to amend the Alaska 
Native Claims Settlement Act and the 
Alaska National Interest Lands Con-
servation Act to benefit Alaska Na-
tives and rural residents, and for other 
purposes; to the Committee on Energy 
and Natural Resources. 

TECHNICAL CHANGES TO ANCSA AND ANILCA 
Mr. MURKOWSKI. Mr. President, 

today I rise to introduce legislation on 
behalf of Alaska Natives and residents 
of rural Alaska. This legislation makes 
technical changes to both the Alaska 
Native Claims Settlement Act 
[ANCSA] and the Alaska National In-
terest Lands Conservation Act 
[ANILCA]. Most of the provisions are 
similar to those contained in H.R. 2505 
passed by the House last year. These 
changes are the direct result of more 
than three days of hearings consisting 
of 14 panels and more than 155 wit-
nesses, the Senate Committee on En-
ergy and Natural Resources held 
throughout Alaska during the last Con-
gress. 

ANCSA CHANGES 
Mr. President, ANCSA is 25 years old. 

This legislation is a living, working 
document being used to improve the 
lives of Alaska’s Native residents and 
the future generations of Alaska Na-
tives. We have amended this document 
numerous times with technical changes 
in order to make it a more effective 
piece of legislation. 

The changes I am offering to ANCSA 
today would: 

1. Allow Native Regional Corpora-
tions the option of retaining mineral 
estates of native allotments sur-
rounded by ANCSA 12(a) and 12(b) se-
lections. 

2. Amend section 22(c) of ANCSA to 
include the Haida Corporation in the 
transfer of the administration of cer-
tain mining claims. 

3. Codify an agreement reached be-
tween ANCSA Native corporations re-
garding revenue sharing on sales of 
rock, sand and gravel. 

4. Direct the Secretary of Interior to 
determine the value of certain Calista 
Corporation lands and to complete the 
exchange authorized by Congress in 
1991. 

5. Authorize five southeast Alaska 
Native villages to organize as Native 
corporations. 

There are two provisions that I would 
like to single out here in my remarks 
today. 

Mr. President, section 5 of this legis-
lation implements a land exchange 
with the Calista Corporation, an Alas-
ka Native regional corporation orga-
nized under the authority of the Alas-
ka Native Claims Settlement Act. This 
exchange, originally authorized in 1991, 
by Public Law 102–172, would provide 
for the United States to acquire ap-

proximately 225,000 acres of Calista and 
village corporation lands and interests 
in lands within the Yukon Delta Na-
tional Wildlife Refuge in southwestern 
Alaska. 

The Refuge serves as important habi-
tat and breeding and nesting grounds 
for a variety of fish and wildlife, in-
cluding numerous species of migratory 
birds and waterfowl. As a result, the 
Calista exchange will enhance the con-
servation and protection of these vital 
habitats and thereby further the pur-
pose of ANCSA and the Alaska Na-
tional Interest Lands Conservation 
Act. 

In addition to conservation benefits, 
this exchange will also render much 
needed economic benefits to the Yupik 
Eskimo people of southwestern Alaska. 
The Calista region is burdened by some 
of the harshest economic and social 
conditions in the Nation. As a result of 
this exchange, the Calista Corporation 
will be better able to make the kind of 
investments that will improve the re-
gion’s economy and the lives of the 
Yupik people. In this regard, this pro-
vision furthers and carries out the un-
derlying purposes of ANCSA. 

This provision is, in part, the result 
of discussions by the various interested 
parties. As a result of those discus-
sions, a number of modifications were 
made to the original package of lands 
offered for exchange. Chief among 
these were the addition of another 
27,000 acres of surface estate (fee and 
conservation casements) of village cor-
poration lands, as well as the Calista 
subsurface estate lying underneath 
those lands, and the removal of the 
Tuluksak mineralized parcel from the 
exchange. 

In a last minute agreement to move 
the bill through the House last year, 
the total value of the exchange pack-
age was reduced by 25% to $30 million. 
Such a reduction was unwarranted and 
seriously undermined the utility and 
benefit of the provision for the public 
and for Calista and the twelve village 
corporations involved. This legislation 
I introduce today restores the value to 
the Calista exchange portion of this 
bill. 

Mr. President, it is time to move for-
ward with this exchange. 

Section 8 of this legislation provides 
long-overdue authorization to the 
Southeast Alaska Villages of Haines, 
Ketchikan, Petersburg, Tenakee, and 
Wrangell, Alaska that will permit 
them to establish Native Corporations 
under ANCSA. The history of these five 
villages clearly shows that the Alaska 
Natives who enrolled in them and their 
heirs have been inadvertently and 
wrongly denied the financial and cul-
tural benefits of enrollment in a Vil-
lage, Urban, or Group Corporation. 

This section simply amends ANCSA 
to provide authorization for each of the 
five Unrecognized Communities to 
form a Native Corporation pursuant to 
ANCSA, and directs the Secretary of 
the Interior, in consultation with the 
Secretary of Agriculture, to submit to 

Congress a report regarding lands and 
other compensation that should be pro-
vided to the Corporations formed pur-
suant to this section. This section spe-
cifically requires further Congressional 
action to provide compensation for 
these communities. 

ANILCA CHANGES 

This legislation also addresses 
changes that need to be made to 
ANILCA to ensure that the Federal 
agencies are fairly implementing this 
legislation consistent with its written 
provisions and promises. These changes 
will ensure that its implementation is 
consistent with the intent of Congress. 
These are simple changes that among 
other things: 

1. Require all public land managers 
in Alaska or in a region containing 
Alaska to take a training course in 
ANILCA. 

2. Authorize continuation of tradi-
tional subsistence activities in Glacier 
Bay subject to reasonable regulations 
by NPS. 

3. Protect traditional and inholder 
access in and across ANILCA lands. 

4. Protect property owners from hav-
ing to relinquish ownership interests in 
cabins and possessions within them on 
ANILCA lands. 

Mr. President, seventeen years ago, 
Congress enacted the ANILCA. Despite 
the opposition of many Alaskans, over 
100 million acres of land was set aside 
in a series of vast Parks, Wildlife Ref-
uges, and Wilderness units. Much of the 
concern about the Act was the impact 
of these Federal units, and related 
management restrictions, on tradi-
tional activities and lifestyles. 

To allay these concerns, ANILCA in-
cluded a series of unique provisions de-
signed to ensure that traditional ac-
tivities and lifestyles would continue, 
that Alaskans would not be subjected 
to a ‘‘permit lifestyle’’, and that the 
agencies would be required to recognize 
the crucial distinction between man-
aging small units surrounded by mil-
lions of people in the lower 48 and vast 
multi-million acre units encompassing 
a relative handful of individuals and 
communities in Alaska. The sponsors 
of ANILCA issued repeated assurances 
that the establishment of these units 
would in fact protect traditional ac-
tivities and lifestyles and not place 
them in jeopardy. 

Early implementation of the Act 
closely reflected these promises. How-
ever, as the years have passed, many of 
the Federal managers seem to have 
lost sight of these important represen-
tations to the people of Alaska. Agency 
personnel, trained primarily in lower 48 
circumstances, have brought the men-
tality of restriction and regulation to 
Alaska. The critical distinctions be-
tween management of Parks, Refuges 
and Wilderness areas in the 49th State 
and the lower 48 have blurred. The re-
sult is the spread of restriction and 
regulation and the creation of the 
exact ‘‘permit lifestyle’’ which we were 
promised would never happen. 
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I have become increasingly aware of 

this disturbing trend. In my conversa-
tions with Alaskans, I hear many com-
plaints about ever increasing restraints 
on traditional activities and require-
ments for more and more paperwork 
and permits. A whole new ‘‘industry’’ 
has sprung up to help Alaskans navi-
gate the bureaucratic shoals that have 
built up during the past few years. 

Let me cite a few of the incidents 
that have come to my attention. The 
U.S. Fish and Wildlife Service decides 
it wants to establish a ‘‘wilderness 
management’’ regime and eliminate 
motorboat use on a river. It proceeds 
with the plan until protests cause the 
Regional Solicitor to advise the Serv-
ice that its plan violates Section 
1110(a) of ANILCA. Owners of cabins 
built, occupied, and used long before 
ANILCA are told they must give up 
their interests in the cabins although 

Section 1303 expressly enables cabin 
owners to retain their possessory inter-
ests in their cabins. Visitor services 
contracts are awarded and then re-
voked because the agencies failed to 
adhere to the requirements of Section 
1307. Small landowners of inholdings 
seek to secure access to their property 
and are informed that they must file 
for a right-of-way as a transportation 
and utility system and pay the U.S. 
hundreds of thousands of dollars to pre-
pare a totally unnecessary environ-
mental impact statement. An outfitter 
spends substantial time and money re-
sponding to a request for proposals, 
submits an apparently winning pro-
posal, and has the agency arbitrarily 
change its mind and decide to with-
draw its request—it does not offer to 
compensate the outfitter for his ef-
forts. 

Mr. President, the legislation I intro-
duce today will ensure that agencies 
are fairly implementing ANILCA con-
sistent with its written provisions and 
promises. These technical corrections 
to ANILCA will ensure that its imple-
mentation is consistent with the intent 
of Congress. 

Mr. President, conditions have 
changed in the 17 years since the pas-
sage of ANILCA and we have all had a 
great deal of experience with the Act’s 
implementation. It is time to make the 
law clearer and to make the federal 
manager’s job easier. 

Mr. President, I ask unanimous con-
sent that a table be printed in the 
RECORD. 

There being no objection, the table 
was ordered to be printed in the 
RECORD, as follows: 

REVISED CALISTA LANDS PACKAGE 

Parcel name Interest to be conveyed Acreage Per acre 
value 

Total exchange 
value 

Dall Lake ....................................................................................... Fee—Surface .................................................................................................................................................................................... 10,000 $325 $3,250,000 
Hamilton ........................................................................................ Fee—Surface .................................................................................................................................................................................... 7,135 325 2,318,875 
Section 14(h)(8) entitlement ........................................................ Fee—Surface and Subsurface .......................................................................................................................................................... 10,000 704 7,040,000 
Hooper Bay .................................................................................... Subsurface ........................................................................................................................................................................................ 27,034 90 2,433,060 
Scammon Bay ............................................................................... Subsurface ........................................................................................................................................................................................ 87,052 90 7,834,680 
Kusilvak ......................................................................................... Subsurface ........................................................................................................................................................................................ 57,284 90 5,155,560 
Calista subsurface on TKC surface ............................................. Subsurface ........................................................................................................................................................................................ 17,000 90 1,530,000 
Calista subsurface on NIMA surface ........................................... Subsurface ........................................................................................................................................................................................ 10,000 90 900,000 
TKC ................................................................................................ Conservation easement ..................................................................................................................................................................... 17,000 243 4,131,000 
NIMA .............................................................................................. Surface .............................................................................................................................................................................................. 10,000 325 3,250,000 
Calista subsurface on Hamilton surface ..................................... Subsurface ........................................................................................................................................................................................ 7,135 90 642,150 
Calista subsurface on Dall Lake surface .................................... Subsurface ........................................................................................................................................................................................ 10,000 90 900,000 

VALUATION SUMMARY 
NIMA lands .................................................................................... Surface .............................................................................................................................................................................................. 20,000 .................... $6,500,000 
Hamilton lands ............................................................................. Surface .............................................................................................................................................................................................. 7,135 .................... 2,318,875 
TKC lands ...................................................................................... Surface .............................................................................................................................................................................................. 17,000 .................... 4,131,000 

Total village surface ....................................................... ............................................................................................................................................................................................................ 44,135 .................... 12,949,875 
Calista ........................................................................................... Surface and subsurface, all parcels ................................................................................................................................................ 225,505 .................... 26,435,450 

Total exchange value ...................................................... ............................................................................................................................................................................................................ .................... .................... 39,385,325 

By Mr. MACK: 

S. 968. A bill to provide for special 
immigrant status for certain aliens 
working as journalists in Hong Kong; 
to the Committee on the Judiciary. 

THE HONG KONG PRESS FREEDOM ACT 
Mr. MACK. Mr. President, I rise 

today to join my colleague, Senator 
LIEBERMAN, to introduce the Hong 
Kong Press Freedom Act. 

Mr. President, as we consider China 
and Hong Kong in these final weeks be-
fore Hong Kong reversion, it is impor-
tant for us to reflect on the facts, and 
what drives our behaviors toward 
China. 

We fought the Cold War for freedom 
and democracy. The war is over, but we 
know of 1.2 billion people still wearing 
the yoke of communism—or at least 
nondemocratic oppression. On July 1, 
we might be forced to witness that 
number grow by 6 million as Hong 
Kong falls under control of the People’s 
Republic of China. If the defining mo-
ment of the 1980s was the crumbling of 
the Berlin Wall and the spread of free-
dom and democracy, we should not 
allow this decade to be remembered 
most by the victory of totalitarianism 
over human dignity. 

One essential element of freedom is 
press freedom. Until recently, Hong 
Kong enjoyed one of the freest presses 
in the world. But already, experts point 
to instances of self censorship occur-

ring on the island. All indications are 
that this freedom will continue to dete-
riorate following Hong Kong’s rever-
sion. 

Today, I am introducing a bill in the 
Senate to encourage press freedom in 
Hong Kong. A similar measure was in-
troduced in the House by Representa-
tive Porter and 27 other members in 
February. The measure supports those 
Hong Kong journalists who chose to re-
main loyal to the standards of honest 
and open reporting. Specifically, this 
bill provides special immigration sta-
tus to journalists and their families 
should they be threatened as a result of 
their reporting. When Senator LIEBER-
MAN and I visited Hong Kong earlier 
this year, we heard several stories of 
self-censorship occurring in the Hong 
Kong press. Many of the larger papers 
were losing circulation and the under-
ground and small papers were growing. 
It is this free thought and competition 
which we seek to preserve. 

Without press freedom, what other 
freedom can survive? While this is a 
small and specific measure, its impact 
can be profound. I urge immediate con-
sideration and passage of this measure. 

Mr. LIEBERMAN. Mr. President, I 
rise today to join my colleague, Sen-
ator MACK, in introducing the Hong 
Kong Press Freedom Act. 

In a very few days, Hong Kong will 
revert to Chinese sovereignty. Already, 

there is evidence that China will not 
fully honor its commitment to preserve 
Hong Kong’s democratic institutions 
and way of life under the rubric, one 
country, two systems. Beijing has an-
nounced it will eliminate Hong Kong’s 
democratically elected legislative 
council and that it will reimpose sev-
eral restrictive civil order statutes, in-
cluding against certain types of polit-
ical expression. Even more disturbing, 
there are indications that media self- 
censorship is replacing freedom of the 
press. 

It is fitting and proper that we intro-
duce this legislation now. Eight years 
ago, Chinese authorities, most of whom 
remain in power today, brutally mas-
sacred students and others who wanted 
assurances that their government 
would become more accountable to the 
will of the people. They were seeking 
democratic progress, not revolutionary 
license. Beijing answered them with 
tanks, and 8 years later, Tiananmen 
Square remains a vivid reminder of 
what autocrats can and will do even in 
full view of astonished world opinion. 

This bill would not have prevented 
the evil of Tiananmen Square; and it is 
not intended as a warning to China. It 
is simply principle put into action. As 
Americans, we understand how impor-
tant a free press is to preserving the 
rule of law and to protecting the rights 
and dignity of individuals against the 
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power of the state. Our action here will 
help assure that reporters in hong 
Kong will not be cowed by the memory 
of Tiananmen Square. This bill sup-
ports those who choose to put them-
selves at risk by reporting honestly 
and openly what they see and hear 
when the Chinese flag replaces the 
Union Jack. We owe them our grati-
tude and protection, and this bill will 
help us provide it. 

Specifically, this measure offers spe-
cial immigration status to journalists 
and their families if they are threat-
ened with reprisal because of their 
work. A similar measure was intro-
duced in the House by Representative 
PORTER and 27 other Members in Feb-
ruary. I urge my Senate colleagues to 
join this effort and to pass the Hong 
Kong press freedom bill. 

By Mr. D’AMATO (for himself, 
Mr. CHAFEE and Mr. 
TORRICELLI): 

S. 969. A bill ordering the preparation 
of a Government report detailing injus-
tices suffered by Italian Americans 
during World War II, and a formal ac-
knowledgement of such injustices by 
the President; to the Committee on the 
Judiciary. 
THE WARTIME VIOLATION OF ITALIAN AMERICAN 

CIVIL LIBERTIES ACT 
Mr. D’AMATO. Mr. President, thou-

sands of Italian-Americans became in-
nocent victims of wartime fever—a 
panicked and a paranoid reaction that 
all people of foreign extraction linked 
to belligerent countries were spies, 
sabatours and un-American. Fear of 
fifth columnists and quisling-type ac-
tivities led government officials to 
abridge the civil rights of Americans 
who came from warring countries. Pa-
triotic propaganda villifying the 
treachery of sneak attacks, blitzkrieg 
and totalitarian domination had an ef-
fect on the homefront view of Italian, 
German and Japanese immigrants as 
well as naturalized citizens, inducing 
discrimination. Initial mistakes were 
magnified by protective zeal into 
wholesale judgements about aliens, 
which led to the detainment, intern-
ment and harassment of these people. 

That is why, Mr. President, I rise 
today to join with my colleagues Sen-
ator CHAFEE and TORRICELLI to right a 
terrible wrong that happened in this 
country over 50 years ago. In a country 
that so cherishes its equality among 
men and women, and boasts its demo-
cratic process, the United States has a 
dark spot in its history. Most Ameri-
cans are not aware of the tragedy expe-
rienced by so many fellow citizens over 
half a century ago, a tragedy com-
mitted by the American government 
against people of Italian descent. 

In early 1942, 600,000 aliens of Italian 
descent were deemed to be ‘‘enemy 
aliens’’ and were forced to re-register 
and carry identification. Our govern-
ment restricted their travel to their 
neighborhoods and classified normal 
household items, such as shortwave ra-
dios, cameras, flashlights and weapons 

as contraband material in their posses-
sion. 

On February 19, 1942, an Executive 
Order was issued giving the Secretary 
of War the authority to exclude Amer-
ican citizens as well as alien enemies, 
from such areas as the Secretary 
should designate. Americans now real-
ize that this provision began a dark pe-
riod of American history, authorizing 
the internment of immigrants residing 
in the United States as well as Amer-
ican citizens. While most Americans 
are aware of the internment of Japa-
nese Americans during World War II, 
few are aware that Italians and Ger-
man legal residents of the United 
States were also restricted. 

Italian immigrants, Italian-Ameri-
cans and their families were viewed as 
a genuine threat to American security 
at the beginning of World War II. Fear 
and ethnic bias led to the relocation of 
nearly 10,000 members of the Italian 
community from their homes on the 
West Coast. Hundreds of people were 
taken from their homes and brought to 
guarded army camp in areas as far east 
as Minnesota. 

And all this effort and anxiety for 
naught- even by war’s end, not a single 
act of sabotage was attributable to 
Italian-Americans. On the contrary, 
Italians fought in America’s victorious 
forces in the European and Asian the-
ater and thousands made the ultimate 
sacrifice for our nation’s survival. 

As one could imagine, the effects on 
these families were disastrous. Four 
men committed suicide. These men 
(Martini Battistessa, Guiseppe Micheli, 
Giovanni Sanguenetti and Stefano 
Terranova) suffered at the hands of 
government officials. Italian American 
fisherman were grounded, their liveli-
hood gone. 

Several experts have taken a look at 
the treatment of Italian Americans 
during the early 1940’s. Stephen Fox 
wrote a book called The Unknown In-
ternment: An Oral History of the Relo-
cation of Italian Americans during 
World War II. In the preface, Stephen 
Fox describes the horrific treatment of 
people whose only crime was being of 
Italian descent in America during 
World War II. 

Salvatore J. LaGumina, Professor of 
History and Director of the Center for 
Italian American Studies at Nassau 
Community College wrote an article in 
the Italian American Review called 
‘‘Enemy Alien: Italian Americans Dur-
ing World War II’’. In the article he 
states: 

‘‘A ban on Italian language radio programs 
affected stations in New York City and Bos-
ton. Various Italian American newspapers 
suspended publication at least during the 
war years and in some instances ceased pub-
lication permanently. Customary Italian re-
ligious feast celebrations were likewise de-
ferred or significantly diminished . . . In 
Westbury, Long Island, most Italian Amer-
ican organizations suspended their tradi-
tional feast celebrations for the duration of 
the war except for the Dell’Assunta Society 
which insisted it be allowed to march on the 
village streets during its festival, on the 

grounds that it was a religious not an ethnic 
celebration. 

Robert Masulla, writing for the Italic 
Way Newsletter, cited that Italian im-
migrant fishermen were denied their 
livelihood and some ‘‘even had their 
boats impounded by the U.S. govern-
ment and utilized for patrol and mine-
sweeping duties’’. 

It was not until October 12, 1942 that 
Italian immigrants were removed from 
the enemy alien category. Mr. Fox’s 
historical study indicated that the in-
ternment effort was abandoned because 
the alien relocation would overly tax 
the U.S. Army’s already over-extended 
logistical network, threaten the de-
fense industry and lower civilian mo-
rale. 

In 1988, this body finally faced a ter-
rible past that we could no longer ig-
nore—the internment of immigrants 
from Japan or Japanese-Americans. 
Now it is time to provide recognition 
and remorsefulness for the treatment 
of Italian aliens and Italian Americans 
who had to endure the horrific actions 
of our own government—a government 
that has stood for freedom, not oppres-
sion. 

That is why I have joined with my 
colleagues in the House of Representa-
tives, particularly its lead sponsors, 
Congressmen Engel and Lazio, to intro-
duce this bill, the ‘‘Wartime Violation 
of Italian American Civil Liberties 
Act’’. Its provisions are clear and 
straight-forward: 

It recognizes the treatment of Italian 
Americans during World War II. 

It calls on the President to formally 
acknowledge that the civil liberties of 
Italian Americans were violated in the 
United States in the early 1940’s. 

It encourages federal agencies to sup-
port projects which increase the 
public’s awareness of the internment of 
Italians during the Second World War. 

It states that the President and Con-
gress provide direct funding in order to 
educate the American public through a 
film documentary, particularly to doc-
ument the testimony of the survivors 
of the internment. 

It recommends the formation of an 
advisory committee to assist in the 
compilation of historical data, to accu-
rately reflect the incidents that tran-
spired. 

It calls on the Department of Justice 
to publish a report on the U.S. Govern-
ment’s role in the internment. 

The facts need to be told in order to 
acknowledge that these events hap-
pened, to remember those who lived 
through the humiliation and to dis-
courage any similar injustices from oc-
curring in the future. 

By LAUTENBERG (for himself 
and Mr. TORRICELLI): 

S. 971. A bill to amend the Federal 
Water Pollution Control Act to im-
prove the quality of coastal recreation 
waters, and for other purposes; to the 
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Committee on Environment and Public 
Works. 

THE BEACHES ENVIRONMENTAL ASSESSMENT, 
CLOSURE, AND HEALTH ACT OF 1997 

Mr. LAUTENBERG. Mr. President, 
on behalf of Senator TORRICELLI and 
myself, I rise to introduce the Beaches 
Environmental Assessment, Closure 
and Health (BEACH) Act. 

Mr. President, coastal tourism gen-
erates billions of dollars every year for 
local communities nationwide. More-
over, our coastal areas provide im-
measurable recreational benefits for 
millions of Americans who want to 
build sand castles, cool off in the 
water, take a walk with that special 
someone, or just relax. New Jersey’s 
tourism sector is the second largest 
revenue-producing industry in the 
state. Without a doubt, the lure of my 
state’s beaches generates most of this 
revenue—over $7 billion annually. 

Mr. President, this heavily used nat-
ural resource can actually pose a 
threat to human health if it is not 
properly managed. Studies conducted 
during the past two decades show a 
definite and alarming relationship be-
tween the amount of indicator bacteria 
in coastal waters and the incidence of 
illnesses associated with swimming. 

Water-borne viruses are the major 
cause of swimming-associated dis-
eases—gastroenteritis and hepatitis are 
the most common ones worldwide. And 
because an individual afflicted with 
these diseases are contagious, the risk 
of sewage-borne illness does not end 
with the bather. 

Nationwide, state and local govern-
ments reported almost 4,000 beach clos-
ings or warnings because of bacteria 
contamination. 

New Jersey has been particularly ag-
gressive in protecting public health at 
the beach. New Jersey is one of only a 
few states to have a mandatory beach 
protection program that includes a 
bacteria standard, a monitoring pro-
gram, and mandatory beach closure re-
quirements. The program is designed to 
address water quality from both a 
health and an environmental perspec-
tive. Beaches are closed when bacteria 
levels exceed the standard regardless of 
the pollution source. 

Ironically, New Jersey is penalized 
because it does more to protect public 
health than most other states. In past 
years the annual losses from beach clo-
sures in New Jersey have ranged from 
$800 million to $1 billion while beaches 
remain open in competing states that 
do not publicize the questionable qual-
ity of their water. 

I have introduced over this legisla-
tion several times over the past several 
years. The bill, the Beaches, Environ-
mental Assessment, Closure and Health 
Act, is known by the acronym 
‘‘BEACH’’ bill. The bill will address the 
uneven efforts to protect beach goers 
by establishing uniform testing and 
monitoring procedures for pathogens 
and floatables in marine recreation 
waters. 

This bill requires the EPA to estab-
lish procedures to monitor coastal 

waters to detect short-term increases 
in pathogenicity and to set minimum 
standards to protect the public from 
pathogen contaminated beach waters. 
And it will assure that the public is no-
tified when beach waters exceed the 
standards and public health may be at 
risk. 

Going to the beach should be a 
healthy and rejuvenating experience. A 
day at the beach shouldn’t be followed 
by a day at the doctor. Whether they 
go to the beach in the Carolinas or in 
California, in New Jersey or New 
York—Americans across the country 
have a right to know when the water is 
and is not safe for swimming. Beach 
goers should be able to wade or swim in 
the surf without the fear of getting 
sick. 

I am very pleased that EPA has rec-
ognized the seriousness of this problem 
and the need for a federal solution. As 
a result of BEACH bills that I have in-
troduced, the EPA announced its own 
Beaches Environmental Assessment, 
Closure and Health program. Under 
this program, EPA has begun to survey 
state and local health and environ-
mental directors on the quality of 
coastal recreational waters for posting 
on the Internet next year. By next 
summer, the website will serve as a 
clearinghouse to provide the public ac-
cess to health-related information 
available from states and other sources 
on the quality of recreational water. 
The goal is to expand the beach 
public’s ‘‘right to know’’ on the quality 
of the nation’s beaches. The aim is to 
encourage those beaches that keep 
their water quality from the public to 
make that information as readily 
available as is done in New Jersey. 

However, without mandatory, uni-
form regulation these EPA programs 
will be ineffective. While some states 
use EPA guidelines, others have no 
programs for regularly monitoring 
their beach water for swimmer safety. 
The Natural Resources Defense Council 
(NRDC) found that only 7 states—New 
Jersey, Connecticut, Delaware, Illinois, 
New Hampshire, Ohio and Indiana —com-
prehensively monitor their beaches, 
and a mere 6 states consistently close 
beaches when bacteria water quality 
standards are violated. Additionally, 
NRDC found that while a high bacteria 
level cause beach closures in one state 
other sates may allow people to swim 
despite the identical health risks. This 
discrepancy threatens public health. 
That is why we need to pass this legis-
lation as soon as possible. 

Mr. President, I urge my colleagues 
to join me in recognizing the impor-
tance of protecting public health at our 
nation’s beaches by cosponsoring this 
legislation. 

I ask unanimous consent that a copy 
of the bill be printed in the RECORD. 

There being no objection, the bill was 
ordered to be printed in the RECORD, as 
follows: 

S. 971 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 

SECTION 1. SHORT TITLE. 
This Act may be cited as the ‘‘Beaches En-

vironmental Assessment, Closure, and 
Health Act of 1997’’. 
SEC. 2. FINDINGS AND PURPOSES. 

(a) FINDINGS.—Congress finds that— 
(1) the Nation’s beaches are a valuable pub-

lic resource used for recreation by millions 
of people annually; 

(2) the beaches of coastal States are hosts 
to many out-of-State and international visi-
tors; 

(3) tourism in the coastal zone generates 
billions of dollars annually; 

(4) increased population has contributed to 
the decline in the environmental quality of 
coastal waters; 

(5) pollution in coastal waters is not re-
stricted by State and other political bound-
aries; 

(6) coastal States have different methods of 
testing the quality of coastal recreation 
waters, providing varying degrees of protec-
tion to the public; 

(7) the adoption of consistent criteria by 
coastal States for monitoring the quality of 
coastal recreation waters, and the posting of 
signs at beaches notifying the public during 
periods when the standards are exceeded, 
would enhance public health and safety; and 

(8) while the adoption of such criteria will 
enhance public health and safety, 
exceedances of such criteria should be ad-
dressed, where feasible, as part of a water-
shed approach to effectively identify and 
eliminate sources of pollution. 

(b) PURPOSE.—The purpose of this Act is to 
require uniform criteria and procedures for 
testing, monitoring, and posting of coastal 
recreation waters at beaches open for use by 
the public to protect public safety and im-
prove environmental quality. 
SEC. 3. ADOPTION OF COASTAL RECREATIONAL 

WATER QUALITY CRITERIA BY 
STATES. 

(a) GENERAL RULE.—A State shall adopt 
water quality criteria for coastal recreation 
waters which, at a minimum, are consistent 
with the criteria published by the Adminis-
trator under section 304(a)(1) of the Federal 
Water Pollution Control Act (33 U.S.C. 
1314(a)(1)) not later than 31⁄2 years following 
the date of the enactment of this Act. Such 
water quality criteria shall be developed and 
promulgated in accordance with the require-
ments of section 303(c) of the Federal Water 
Pollution Control Act (33 U.S.C. 1313(c)). A 
State shall incorporate such criteria into all 
appropriate programs into which such State 
would incorporate other water quality cri-
teria adopted under such section 303(c) and 
revise such criteria not later than 3 years 
following the date of publication of revisions 
by the Administrator under section 4(b) of 
this Act. 

(b) FAILURE OF STATES TO ADOPT.—If a 
State has not complied with subsection (a) 
by the last day of the 31⁄2-year period begin-
ning on the date of the enactment of this 
Act, the water quality criteria issued by the 
Administrator under section 304(a)(1) of the 
Federal Water Pollution Control Act shall 
become applicable as the water quality cri-
teria for coastal recreational waters for the 
State, and shall be deemed to have been pro-
mulgated by the Administrator pursuant to 
section 303(c)(4). 
SEC. 4. REVISIONS TO WATER QUALITY CRITERIA. 

(a) STUDIES.—After consultation with ap-
propriate Federal, State, and local officials, 
including local health officials, and other in-
terested persons, but not later than the last 
day of the 3-year period beginning on the 
date of the enactment of this Act, the Ad-
ministrator shall conduct, in cooperation 
with the Under Secretary of Commerce for 
Oceans and Atmosphere, studies to provide 
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additional information to the current base of 
knowledge for use in developing— 

(1) a more complete list of potential health 
risks, including effects to the upper res-
piratory system; 

(2) better indicators for directly detecting 
or predicting in coastal recreational waters 
the presence of pathogens which are harmful 
to human health; and 

(3) more expeditious methods (including 
predictive models) for detecting in coastal 
recreation waters the presence of pathogens 
which are harmful to human health. 

(b) REVISED CRITERIA.—Based on the re-
sults of the studies conducted under sub-
section (a), the Administrator, after con-
sultation with appropriate Federal, State, 
and local officials, including local health of-
ficials, shall issue, within 5 years after the 
date of the enactment of this Act (and re-
view and revise from time to time there-
after, but in no event less than once every 5 
years) revised water quality criteria for 
pathogens in coastal recreation waters that 
are harmful to human health, including a re-
vised list of indicators and testing methods. 
SEC. 5. COASTAL BEACH WATER QUALITY MONI-

TORING. 
Title IV of the Federal Water Pollution 

Control Act (33 U.S.C. 1341–1345) is amended 
by adding at the end thereof the following 
new section: 
‘‘SEC. 406. COASTAL BEACH WATER QUALITY 

MONITORING. 
‘‘(a) MONITORING.—Within 18 months after 

the date of enactment of this section, the 
Administrator shall publish and revise regu-
lations requiring monitoring of, and speci-
fying available methods to be used by States 
to monitor, coastal recreation waters at 
beaches open for use by the public for com-
pliance with applicable water quality cri-
teria for those waters and protection of the 
public safety. Monitoring requirements es-
tablished pursuant to this subsection shall, 
at a minimum— 

‘‘(1) specify the frequency of monitoring 
based on the periods of recreational use of 
such waters; 

‘‘(2) specify the frequency of monitoring 
based on the extent and degree of use during 
such periods; 

‘‘(3) specify the frequency and location of 
monitoring based on the proximity of coastal 
recreation waters to known or identified 
point and nonpoint sources of pollution and 
in relation to storm events; 

‘‘(4) specify methods for detecting levels of 
pathogens that are harmful to human health 
and for identifying short-term increases in 
pathogens that are harmful to human health 
in coastal recreation waters, including in re-
lation to storm events; and 

‘‘(5) specify the conditions and procedures 
under which discrete areas of coastal recre-
ation waters may be exempted by the Ad-
ministrator from the monitoring require-
ments of this subsection, if the Adminis-
trator determines that an exemption will not 
impair— 

‘‘(A) compliance with the applicable water 
quality criteria for those waters; and 

‘‘(B) protection of the public safety. 
‘‘(b) NOTIFICATION REQUIREMENTS.—Regula-

tions published pursuant to subsection (a) 
shall require States to provide prompt noti-
fication to local governments and the public 
of exceedance of applicable water quality cri-
teria for State coastal recreation waters or 
the immediate likelihood of such an exceed-
ance. Notification pursuant to this sub-
section shall include, at a minimum— 

‘‘(1) prompt communication of the occur-
rence, nature, and extent of such an exceed-
ance, or the immediate likelihood of such an 
exceedance based on predictive models to a 
designated official of a local government 

having jurisdiction over land adjoining the 
coastal recreation waters for which an ex-
ceedance is identified; and 

‘‘(2) posting of signs for the period during 
which the exceedance continues, sufficient 
to give notice to the public of an exceedance 
of applicable water quality criteria for such 
waters and the potential risks associated 
with water contact activities in such waters. 

‘‘(c) FLOATABLE MATERIALS MONITORING 
PROCEDURES.—The Administrator shall— 

‘‘(1) issue guidance on uniform assessment 
and monitoring procedures for floatable ma-
terials in coastal recreation waters; and 

‘‘(2) specify the conditions under which the 
presence of floatable material shall con-
stitute a threat to public health and safety. 

‘‘(d) STATE IMPLEMENTATION.—A State 
must implement a monitoring program that 
conforms to the regulations issued pursuant 
to subsection (a) not later than 31⁄2 years 
after the date of the enactment of this sec-
tion and revise such program not later than 
2 years following the date of publication of 
revisions by the Administrator under sub-
section (f). 

‘‘(e) DELEGATION OF RESPONSIBILITY.—Not 
later than 18 months after the date of the en-
actment of this section, the Administrator 
shall issue guidance for the delegation of 
State testing, monitoring, and posting pro-
grams under this section to local govern-
ment authorities. In the case that such re-
sponsibilities are delegated by a State to a 
local government authority, or have been 
delegated to a local government authority 
before such date of enactment, in a manner 
that, at a minimum, is consistent with the 
guidance issued by the Administrator, State 
resources shall be made available to the del-
egated authority for the purpose of program 
implementation. 

‘‘(f) REVIEW AND REVISION OF REGULA-
TIONS.—The Administrator shall review and 
revise regulations published pursuant to this 
section periodically, but in no event less 
than once every 5 years. 

‘‘(g) DEFINITIONS.—In this section, the fol-
lowing definitions apply: 

‘‘(1) COASTAL RECREATION WATERS.—The 
term ‘coastal recreation waters’ means 
Great Lakes and marine coastal waters (in-
cluding bays) used by the public for swim-
ming, bathing, surfing, or other similar 
water contact activities. 

‘‘(2) FLOATABLE MATERIALS.—The term 
‘floatable materials’ means any foreign mat-
ter that may float or remain suspended in 
the water column and includes plastic, alu-
minum cans, wood, bottles, and paper prod-
ucts.’’. 
SEC. 6. REPORT TO CONGRESS. 

Not later than 4 years after the date of the 
enactment of this Act, and periodically 
thereafter, the Administrator shall submit 
to Congress a report including— 

(1) recommendations concerning the need 
for additional water quality criteria and 
other actions needed to improve the quality 
of coastal recreation waters; and 

(2) an evaluation of State efforts to imple-
ment this Act, including the amendments 
made by this Act. 
SEC. 7. GRANTS TO STATES. 

(a) GRANTS.—Subject to subsection (c), the 
Administrator may make grants to States 
for use in fulfilling requirements established 
pursuant to section 3 of this Act and section 
406 of the Federal Water Pollution Control 
Act. 

(b) COST SHARING.—The total amount of 
grants to a State under this section for a fis-
cal year shall not exceed 50 percent of the 
cost to the State of implementing require-
ments established pursuant to section 3 of 
this Act and section 406 of the Federal Water 
Pollution Control Act. 

(c) ELIGIBLE STATE.—After the last day of 
the 31⁄2-year period beginning on the date of 
the enactment of this Act, the Adminis-
trator may make a grant to a State under 
this section only if the State demonstrates 
to the satisfaction of the Administrator that 
it is implementing its monitoring and post-
ing program under section 406 of the Federal 
Water Pollution Control Act. 
SEC. 8. DEFINITIONS. 

In this Act, the following definitions apply: 
(1) ADMINISTRATOR.—The term ‘‘Adminis-

trator’’ means the Administrator of the En-
vironmental Protection Agency. 

(2) COASTAL RECREATION WATERS.—The 
term ‘‘coastal recreation waters’’ means 
Great Lakes and marine coastal waters (in-
cluding bays) used by the public for swim-
ming, bathing, surfing, or other similar body 
contact purposes. 

(3) FLOATABLE MATERIALS.—The term 
‘‘floatable materials’’ means any foreign 
matter that may float or remain suspended 
in the water column and includes plastic, 
aluminum cans, wood, bottles, and paper 
products. 
SEC. 9. AUTHORIZATION OF APPROPRIATIONS. 

There is authorized to be appropriated to 
the Administrator— 

(1) for use in making grants to States 
under section 7 not more than $4,500,000 for 
each of the fiscal years 1998 through 2002; and 

(2) for carrying out the other provisions of 
this Act not more than $1,500,000 for each of 
the fiscal years 1998 through 2002. 

By Mr. REED (for himself, Mr. 
CHAFEE, Mr. COATS, and Mr. 
INHOFE): 

S. 972. A bill to amend the Internal 
Revenue Code of 1986 to prohibit any 
deduction for gambling losses; to the 
Committee on Finance. 

REPEAL THE GAMBLING LOSS TAX DEDUCTION 
Mr. REED. Mr. President, this week 

the Senate has considered legislation 
to fundamentally change Medicare and 
other programs that are vital to mil-
lions of Americans. I realize that we 
must make difficult choices about 
these valuable initiatives as we move 
toward a balanced budget. However, as 
we seek to invest in our nation’s fu-
ture, we must also confront loopholes 
and subsidies that waste our limited 
resources. 

The tax code contains many such 
loopholes, which fail to reflect our na-
tion’s true priorities. For example, the 
United States is subsidizing thousands 
of professional gamblers by allowing 
tax deductions for gambling losses to 
the extent of gambling winnings. The 
Joint Tax Committee reports that this 
deduction costs taxpayers $1.43 billion 
over five years. 

The gambling loss tax deduction is 
an anomaly for individuals who fre-
quent an industry that sells itself as 
providing entertainment. In general, 
the tax code does not allow deductions 
for discretionary spending on enter-
tainment, and I believe that it is more 
than reasonable to hold gambling ex-
penditures to this same standard. Re-
pealing the gambling loss tax deduc-
tion merely increases the cost of one 
entertainment option, a factor that 
gamblers can consider in determining 
how to spend their discretionary in-
come. Furthermore, while most busi-
ness deductions are for investments— 
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and even losses—that could have cre-
ated needed job opportunities for our 
nation’s citizens, this is not the case 
for the losses claimed by professional 
gamblers on their personal income 
taxes. 

Perhaps more importantly, the gam-
bling loss tax deduction primarily ben-
efits professional gamblers and wealthy 
individuals who spend large sums on 
gambling. In 1994 alone, $2.78 billion in 
gambling losses was deducted on some 
427,000 tax returns. Individuals with ad-
justed gross incomes of at least $75,000 
claimed nearly 55% of these gambling 
losses, and people with adjusted gross 
incomes of at least $100,000 claimed an 
astounding 40% of these deductions. 

When Congress is cutting essential 
programs to balance the budget, it is 
simply unsound policy to subsidize 
gamblers. I urge my colleagues to join 
me, Senator Chafee, Senator Coats, and 
Senator Inhofe in supporting legisla-
tion to repeal the gambling loss tax de-
duction, and in taking a step to ensure 
that we balance the budget in a way 
that reflects our nation’s priorities and 
invests in our nation’s future. 

Mr. President, I ask unanimous con-
sent that a copy of this legislation to 
repeal the gambling loss tax deduction 
be included in the RECORD. 

There being no objection, the bill was 
ordered to be printed in the RECORD, as 
follows: 

S. 972 
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. PROHIBITION ON ANY DEDUCTION 

FOR GAMBLING LOSSES. 
(A) IN GENERAL.—Section 165(d) of the In-

ternal Revenue Code of 1986 (relating to wa-
gering losses) is amended to read as follows: 

‘‘(d) NO DEDUCTION FOR WAGERING 
LOSSES.—No deduction shall be allowed for 
losses from wagering transactions.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 21, 1997. 

By Mr. REED (for himself and 
Mr. CHAFEE): 

S. 973. A bill to designate the United 
States Post Office building located at 
551 Kingstown Road in Wakefield, 
Rhode Island, as the ‘‘David B. Cham-
pagne Post Office Building’’; to the 
Committee on Governmental Affairs. 

THE DAVID B. CHAMPAGNE POST OFFICE ACT 
Mr. REED. Mr. President, I rise 

today to pay tribute to Corporal David 
B. Champagne, USMC, who was post-
humously awarded the Medal of Honor 
for service in Korea. In honor of the 
sacrifice made by this heroic young 
man, I am introducing a bill to name 
the new post office at 551 Kingstown 
Road in Wakefield, RI the ‘‘David B. 
Champagne Post Office’’ with my 
Rhode Island colleague Senator Chafee. 

The son of Mr. and Mrs. Bernard L. 
Champagne, Corporal Champagne 
served in the National Guard before 
graduating from South Kingstown High 
School and enlisting in the Marines in 
March 1951. He was the only Rhode Is-
land resident to receive this nation’s 

highest award for valor, the Medal of 
Honor, for service in Korea. The cita-
tion accompanying the Medal read: 

For conspicuous gallantry and intrepidity 
at the risk of his life above and beyond the 
call of duty while serving as a fire team lead-
er of Company A, First Battalion, Seventh 
Marines, First Marine Division (Reinforced), 
in action against enemy aggressor forces in 
Korea on 28 May 1952. Advancing with his 
platoon in the initial assault of the company 
against a strongly fortified and heavily de-
fended hill position, Corporal Champagne 
skillfully led his fire team through a 
veritable hail of intense enemy machine-gun, 
small-arms and grenade fire, overrunning 
trenches and a series of almost impregnable 
bunker positions before reaching the crest of 
the hill and placing his men in defensive po-
sitions. Suffering a painful leg wound while 
assisting in repelling the ensuing hostile 
counterattack, which was launched under 
cover of a murderous hail of mortar and ar-
tillery fire, he steadfastly refused evacuation 
and fearlessly continued to control his fire 
team. When the enemy counterattack in-
creased in intensity, and a hostile grenade 
landed in the midst of the fire team, Cor-
poral Champagne unhesitating seized the 
deadly missile and hurled it in the direction 
of the approaching enemy. As the grenade 
left his hand, it exploded, blowing off his 
hand and throwing him out of the trench. 
Mortally wounded by the enemy mortar fire 
while in this exposed position, Corporal 
Champagne, by his valiant leadership, for-
titude and gallant spirit of self-sacrifice in 
the face of almost certain death, undoubt-
edly saved the lives of several of his fellow 
Marines. His heroic actions served to inspire 
all who observed him and reflect the highest 
credit upon himself and the United States 
Naval Service. He gallantly gave his life for 
his country. 

In addition to the Medal of Honor, 
Corporal Champagne received the Ko-
rean Medal of Honor, the Rhode Island 
Cross, the Purple Heart, the National 
Defense Service Medal, the Korean 
Service Medal with 3 Battle Stars, the 
Korean Presidential Unit Citation, and 
the United Nation’s Service Medal. 

Corporal Champagne is truly an 
American hero. In the best spirit of 
this country, he volunteered to go to a 
foreign land and fight for people he had 
never met, so that they would not be 
subjected to the rule of a totalitarian 
regime. 

In my home state of Rhode Island a 
Korean War Memorial is under con-
struction at the State Veterans’ Ceme-
tery. Carved on that memorial will be 
the same words that are inscribed on 
the Korean War Memorial dedicated in 
Washington, DC: ‘‘Freedom Is Not 
Free.’’ Corporal Champagne understood 
the meaning of those words. He 
unhesitatingly paid the ultimate price 
to preserve the freedom of South Korea 
and to save the lives of his men. 

This legislation would pay proper 
tribute to this remarkable young man 
and commemorate his incredible valor 
for future generations. I ask my col-
leagues to join Senator Chafee and me 
in honoring Corporal David B. Cham-
pagne by supporting this bill. 

Mr. President, I ask unanimous con-
sent that a copy of this legislation to 
name the new Wakefield post office 
after Corporal Champagne be included 
in the RECORD. 

There being no objection, the bill was 
ordered to be printed in the RECORD, as 
follows: 

S. 973 
Be it enacted by the Senate and House of 

Representatives of the United States of America 
in Congress assembled, 
SECTION 1. DESIGNATION OF DAVID B. CHAM-

PAGNE POST OFFICE BUILDING. 
The United States Post Office building lo-

cated at 551 Kingstown Road in Wakefield, 
Rhode Island, shall be known and designated 
as the ‘‘David B. Champagne Post Office 
Building’’. 
SEC. 2. REFERENCES. 

Any reference in a law, map, regulation, 
document, paper, or other record of the 
United States to the United States Post Of-
fice building referred to in section 1 shall be 
deemed to be a reference to the ‘‘David B. 
Champagne Post Office Building’’. 

By Mr. REED: 
S. 974. A bill to amend the Immigra-

tion and Nationality Act to modify the 
qualifications for a country to be des-
ignated as a visa waiver pilot program 
country; to the Committee on the Judi-
ciary. 

VISA WAIVER PROGRAM LEGISLATION 
Mr. REED. Mr. President, for the 

past 9 years the visa waiver pilot pro-
gram has been a resounding success. 
Today, citizens from twenty-five coun-
tries are able to travel to the United 
States without the burden of obtaining 
a visa from a U.S. embassy before leav-
ing home. Because the program makes 
travel so much easier, business has 
boomed, tourism has soared, and fam-
ily members have been able to be with 
each other on occasions when it 
mattered. Cutting the bureaucratic red 
tape has strengthened our economic 
and cultural ties with participating 
countries. In addition, streamlining 
this administrative process has enabled 
the State Department to use its re-
sources more efficiently and effec-
tively, saving the American taxpayers 
thousands of dollars. 

Today, I am introducing a bill which 
will extend the privilege of the visa 
waiver program to additional countries 
with strong ties to our Nation. This 
legislation will slightly modify the cri-
teria that a country must meet in 
order to participate in the program. 
Under these modifications, one country 
which will gain admittance to the visa 
waiver program is Portugal. Portugal 
is one of only two members of the Eu-
ropean Union which is not included in 
the visa waiver program. It is time for 
that inequity to be corrected. 

The Portuguese were some of the ear-
liest explorers and settlers of the 
United States and they have been con-
tributing to our country ever since. 
Over one million U.S. citizens claim 
Portuguese descent and there are 
thriving Portuguese communities from 
New England to Hawaii. We owe these 
members of our American community 
the opportunity to see family members 
who live in Portugal when they need 
them, without the worry and hassle of 
obtaining a visa. 

Inclusion in the visa waiver program 
will promote the economic exchange 
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between Portugal and the United 
States. Portugal is a valued trading 
partner and if members of the business 
community are able to travel to the 
U.S. without delaying to obtain a busi-
ness, their contributions to this coun-
try will only increase. At a time when 
the U.S. economy is the wonder of the 
world and our market is truly global, 
our country should seek out and facili-
tate additional economic opportuni-
ties. 

In 1974, the citizens of Portugal over-
threw a dictatorship and established a 
democracy. Their brave actions began 
a wave of democratization that spread 
across the world and is still rever-
berating today. No other country re-
flects the principles of the United 
States better than Portugal. We should 
do everything possible to lower the 
barriers and strengthen the exchange 
between our two countries. Including 
Portugal in the visa waiver program is 
an important first step in this process. 

Mr. President, I ask unanimous con-
sent that a copy of this legislation be 
included in the RECORD. 

There being no objection, the bill was 
ordered to be printed in the RECORD, as 
follows: 

S. 974 

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in 
Congress assembled, 
SECTION 1. QUALIFICATIONS FOR DESIGNATION 

AS PILOT PROGRAM COUNTRY. 
Section 217(c)(2) of the Immigration and 

Nationality Act (8 U.S.C. 1187(c)(2)) is 
amended to read as follows: 

‘‘(2) QUALIFICATIONS.—Except as provided 
in subsection (g), a country may not be des-
ignated as a pilot program country unless 
the following requirements are met: 

‘‘(A) LOW NONIMMIGRANT VISA REFUSAL 
RATE.—Either— 

‘‘(i) the average number of refusals of non-
immigrant visitor visas for nationals of that 
country during— 

‘‘(I) the two previous full fiscal years was 
less than 2.0 percent of the total number of 
nonimmigrant visitor visas for nationals of 
that country which were granted or refused 
during those years; and 

‘‘(II) either of such two previous full fiscal 
years was less than 2.5 percent of the total 
number of nonimmigrant visitor visas for na-
tionals of that country which were granted 
or refused during that year; or 

‘‘(ii) such refusal rate for nationals of that 
country during— 

‘‘(I) the previous full fiscal year was less 
than 3.5 percent; and 

‘‘(II) the two previous full fiscal years was 
at least 50 percent less than such refusal rate 
during fiscal year 1994. 

‘‘(B) MACHINE READABLE PASSPORT PRO-
GRAM.—The government of the country cer-
tifies that it has or is in the process of devel-
oping a program to issue machine-readable 
passports to its citizens. 

‘‘(C) LAW ENFORCEMENT INTERESTS.—The 
Attorney General determines that the 
United States law enforcement interests 
would not be compromised by the designa-
tion of the country.’’. 

f 

ADDITIONAL COSPONSORS 

S. 28 

At the request of Mr. THURMOND, the 
name of the Senator from Oregon [Mr. 

SMITH] was added as a cosponsor of S. 
28, a bill to amend title 17, United 
States Code, with respect to certain ex-
emptions from copyright, and for other 
purposes. 

S. 211 
At the request of Mr. WELLSTONE, the 

name of the Senator from Oklahoma 
[Mr. INHOFE] was added as a cosponsor 
of S. 211, a bill to amend title 38, 
United States Code, to extend the pe-
riod of time for the manifestation of 
chronic disabilities due to undiagnosed 
symptoms in veterans who served in 
the Persian Gulf War in order for those 
disabilities to be compensable by the 
Secretary of Veterans Affairs. 

S. 422 
At the request of Mr. DOMENICI, the 

name of the Senator from North Da-
kota [Mr. DORGAN] was added as a co-
sponsor of S. 422, a bill to define the 
circumstances under which DNA sam-
ples may be collected, stored, and ana-
lyzed, and genetic information may be 
collected, stored, analyzed, and dis-
closed, to define the rights of individ-
uals and persons with respect to ge-
netic information, to define the respon-
sibilities of persons with respect to ge-
netic information, to protect individ-
uals and families from genetic dis-
crimination, to establish uniform rules 
that protect individual genetic privacy, 
and to establish effective mechanisms 
to enforce the rights and responsibil-
ities established under this Act. 

S. 497 
At the request of Mr. COVERDELL, the 

name of the Senator from Minnesota 
[Mr. GRAMS] was added as a cosponsor 
of S. 497, a bill to amend the National 
Labor Relations Act and the Railway 
Labor Act to repeal the provisions of 
the Acts that require employees to pay 
union dues or fees as a condition of em-
ployment. 

S. 657 
At the request of Mr. DASCHLE, the 

names of the Senator from Maine [Ms. 
SNOWE], and the Senator from South 
Carolina [Mr. HOLLINGS] were added as 
cosponsors of S. 657, a bill to amend 
title 10, United States Code, to permit 
retired members of the Armed Forces 
who have a service-connected dis-
ability to receive military retired pay 
concurrently with veterans’ disability 
compensation. 

S. 728 
At the request of Mrs. FEINSTEIN, the 

name of the Senator from Hawaii [Mr. 
INOUYE] was added as a cosponsor of S. 
728, a bill to amend title IV of the Pub-
lic Health Service Act to establish a 
Cancer Research Trust Fund for the 
conduct of biomedical research. 

S. 830 
At the request of Mr. JEFFORDS, the 

names of the Senator from Connecticut 
[Mr. DODD], the Senator from Indiana 
[Mr. COATS], the Senator from Mary-
land [Ms. MIKULSKI], and the Senator 
from Tennessee [Mr. FRIST] were added 
as cosponsors of S. 830, a bill to amend 
the Federal Food, Drug, and Cosmetic 
Act and the Public Health Service Act 

to improve the regulation of food, 
drugs, devices, and biological products, 
and for other purposes. 

S. 852 
At the request of Mr. LOTT, the name 

of the Senator from Hawaii [Mr. 
INOUYE] was added as a cosponsor of S. 
852, a bill to establish nationally uni-
form requirements regarding the ti-
tling and registration of salvage, non-
repairable, and rebuilt vehicles. 

SENATE JOINT RESOLUTION 24 
At the request of Mr. KENNEDY, the 

name of the Senator from Oregon [Mr. 
WYDEN] was added as a cosponsor of 
Senate Joint Resolution 24, a joint res-
olution proposing an amendment to the 
Constitution of the United States rel-
ative to equal rights for women and 
men. 

AMENDMENT NO. 423 
At the request of Mr. INHOFE, the 

names of the Senator from Alabama 
[Mr. SESSIONS] and the Senator from 
Alabama [Mr. SHELBY] were added as 
cosponsors of amendment No. 423 pro-
posed to S. 936, an original bill to au-
thorize appropriations for fiscal year 
1998 for military activities of the De-
partment of Defense, for military con-
struction, and for defense activities of 
the Department of Energy, to prescribe 
personnel strengths for such fiscal year 
for the Armed Forces, and for other 
purposes. 

AMENDMENT NO. 518 
At the request of Mr. BUMPERS, the 

names of the Senator from Hawaii [Mr. 
AKAKA], and the Senator from Wis-
consin [Mr. FEINGOLD] were added as 
cosponsors of amendment No. 518 pro-
posed to S. 949, an original bill to pro-
vide revenue reconciliation pursuant to 
section 104(b) of the concurrent resolu-
tion on the budget for fiscal year 1998. 

AMENDMENT NO. 519 
At the request of Mr. DURBIN, the 

names of the Senator from Missouri 
[Mr. BOND], the Senator from Cali-
fornia [Mrs. BOXER], the Senator from 
Maryland [Ms. MIKULSKI], and the Sen-
ator from South Dakota [Mr. JOHNSON] 
were added as cosponsors of amend-
ment No. 519 proposed to S. 949, an 
original bill to provide revenue rec-
onciliation pursuant to section 104(b) 
of the concurrent resolution on the 
budget for fiscal year 1998. 

AMENDMENT NO. 520 
At the request of Ms. LANDRIEU, her 

name was added as a cosponsor of 
amendment No. 520 proposed to S. 949, 
an original bill to provide revenue rec-
onciliation pursuant to section 104(b) 
of the concurrent resolution on the 
budget for fiscal year 1998. 

f 

AMENDMENTS SUBMITTED 

THE TAX FAIRNESS ACT OF 1997 

KOHL (AND OTHERS) AMENDMENT 
NO. 524 

(Ordered to lie on the table.) 
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CONGRESSIONAL RECORD — SENATE S6509 June 26, 1997 
Mr. KOHL (for himself, Mr. HATCH, 

and Mr. DASCHLE) submitted an amend-
ment intended to be proposed by them 
to the bill, S. 949, to provide revenue 
reconciliation pursuant to section 
104(b) of the concurrent resolution on 
the budget for fiscal year 1998; as fol-
lows: 

On page 20, between lines 5 and 6, insert: 
SEC. 103. ALLOWANCE OF CREDIT FOR EM-

PLOYER EXPENSES FOR CHILD CARE 
ASSISTANCE. 

(a) IN GENERAL.—Subpart D of part IV of 
subchapter A of chapter 1 (relating to busi-
ness related credits) is amended by adding at 
the end the following new section: 
‘‘SEC. 45D. EMPLOYER-PROVIDED CHILD CARE 

CREDIT. 
‘‘(a) IN GENERAL.—For purposes of section 

38, the employer-provided child care credit 
determined under this section for the taxable 
year is an amount equal to 50 percent of the 
qualified child care expenditures of the tax-
payer for such taxable year. 

‘‘(b) DOLLAR LIMITATION.—The credit al-
lowable under subsection (a) for any taxable 
year shall not exceed $150,000. 

‘‘(c) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) QUALIFIED CHILD CARE EXPENDITURE.— 
The term ‘qualified child care expenditure’ 
means any amount paid or incurred— 

‘‘(A) to acquire, construct, rehabilitate, or 
expand property— 

‘‘(i) which is to be used as part of a quali-
fied child care facility of the taxpayer, 

‘‘(ii) with respect to which a deduction for 
depreciation (or amortization in lieu of de-
preciation) is allowable, and 

‘‘(iii) which does not constitute part of the 
principal residence (within the meaning of 
section 1034) of the taxpayer or any employee 
of the taxpayer, 

‘‘(B) for the operating costs of a qualified 
child care facility of the taxpayer, including 
costs related to the training of employees, to 
scholarship programs, and to the providing 
of increased compensation to employees with 
higher levels of child care training, 

‘‘(C) under a contract with a qualified child 
care facility to provide child care services to 
employees of the taxpayer, 

‘‘(D) under a contract to provide child care 
resource and referral services to employees 
of the taxpayer, or 

‘‘(E) for the costs of seeking accreditation 
from a child care credentialing or accredita-
tion entity. 

‘‘(2) QUALIFIED CHILD CARE FACILITY.— 
‘‘(A) IN GENERAL.—The term ‘qualified 

child care facility’ means a facility— 
‘‘(i) the principal use of which is to provide 

child care assistance, and 
‘‘(ii) which meets the requirements of all 

applicable laws and regulations of the State 
or local government in which it is located, 
including, but not limited to, the licensing of 
the facility as a child care facility. 

Clause (i) shall not apply to a facility which 
is the principal residence (within the mean-
ing of section 1034) of the operator of the fa-
cility. 

‘‘(B) SPECIAL RULES WITH RESPECT TO A TAX-
PAYER.—A facility shall not be treated as a 
qualified child care facility with respect to a 
taxpayer unless— 

‘‘(i) enrollment in the facility is open to 
employees of the taxpayer during the taxable 
year, 

‘‘(ii) the facility is not the principal trade 
or business of the taxpayer unless at least 30 
percent of the enrollees of such facility are 
dependents of employees of the taxpayer, and 

‘‘(iii) the use of such facility (or the eligi-
bility to use such facility) does not discrimi-
nate in favor of employees of the taxpayer 

who are highly compensated employees 
(within the meaning of section 414(q)). 

‘‘(d) RECAPTURE OF ACQUISITION AND CON-
STRUCTION CREDIT.— 

‘‘(1) IN GENERAL.—If, as of the close of any 
taxable year, there is a recapture event with 
respect to any qualified child care facility of 
the taxpayer, then the tax of the taxpayer 
under this chapter for such taxable year 
shall be increased by an amount equal to the 
product of— 

‘‘(A) the applicable recapture percentage, 
and 

‘‘(B) the aggregate decrease in the credits 
allowed under section 38 for all prior taxable 
years which would have resulted if the quali-
fied child care expenditures of the taxpayer 
described in subsection (c)(1)(A) with respect 
to such facility had been zero. 

‘‘(2) APPLICABLE RECAPTURE PERCENTAGE.— 
‘‘(A) IN GENERAL.—For purposes of this sub-

section, the applicable recapture percentage 
shall be determined from the following table: 

The applicable 
recapture 

‘‘If the recapture event 
occurs in: 

percentage is: 

Years 1–3 ...................... 100
Year 4 .......................... 85
Year 5 .......................... 70
Year 6 .......................... 55
Year 7 .......................... 40
Year 8 .......................... 25
Years 9 and 10 .............. 10
Years 11 and thereafter 0.  

‘‘(B) YEARS.—For purposes of subparagraph 
(A), year 1 shall begin on the first day of the 
taxable year in which the qualified child 
care facility is placed in service by the tax-
payer. 

‘‘(3) RECAPTURE EVENT DEFINED.—For pur-
poses of this subsection, the term ‘recapture 
event’ means— 

‘‘(A) CESSATION OF OPERATION.—The ces-
sation of the operation of the facility as a 
qualified child care facility. 

‘‘(B) CHANGE IN OWNERSHIP.— 
‘‘(i) IN GENERAL.—Except as provided in 

clause (ii), the disposition of a taxpayer’s in-
terest in a qualified child care facility with 
respect to which the credit described in sub-
section (a) was allowable. 

‘‘(ii) AGREEMENT TO ASSUME RECAPTURE LI-
ABILITY.—Clause (i) shall not apply if the 
person acquiring such interest in the facility 
agrees in writing to assume the recapture li-
ability of the person disposing of such inter-
est in effect immediately before such disposi-
tion. In the event of such an assumption, the 
person acquiring the interest in the facility 
shall be treated as the taxpayer for purposes 
of assessing any recapture liability (com-
puted as if there had been no change in own-
ership). 

‘‘(4) SPECIAL RULES.— 
‘‘(A) TAX BENEFIT RULE.—The tax for the 

taxable year shall be increased under para-
graph (1) only with respect to credits allowed 
by reason of this section which were used to 
reduce tax liability. In the case of credits 
not so used to reduce tax liability, the 
carryforwards and carrybacks under section 
39 shall be appropriately adjusted. 

‘‘(B) NO CREDITS AGAINST TAX.—Any in-
crease in tax under this subsection shall not 
be treated as a tax imposed by this chapter 
for purposes of determining the amount of 
any credit under subpart A, B, or D of this 
part. 

‘‘(C) NO RECAPTURE BY REASON OF CASUALTY 
LOSS.—The increase in tax under this sub-
section shall not apply to a cessation of op-
eration of the facility as a qualified child 
care facility by reason of a casualty loss to 
the extent such loss is restored by recon-
struction or replacement within a reasonable 
period established by the Secretary. 

‘‘(e) SPECIAL RULES.—For purposes of this 
section— 

‘‘(1) AGGREGATION RULES.—All persons 
which are treated as a single employer under 
subsections (a) and (b) of section 52 shall be 
treated as a single taxpayer. 

‘‘(2) PASS-THRU IN THE CASE OF ESTATES AND 
TRUSTS.—Under regulations prescribed by 
the Secretary, rules similar to the rules of 
subsection (d) of section 52 shall apply. 

‘‘(3) ALLOCATION IN THE CASE OF PARTNER-
SHIPS.—In the case of partnerships, the cred-
it shall be allocated among partners under 
regulations prescribed by the Secretary. 

‘‘(f) NO DOUBLE BENEFIT.— 
‘‘(1) REDUCTION IN BASIS.—For purposes of 

this subtitle— 
‘‘(A) IN GENERAL.—If a credit is determined 

under this section with respect to any prop-
erty by reason of expenditures described in 
subsection (c)(1)(A), the basis of such prop-
erty shall be reduced by the amount of the 
credit so determined. 

‘‘(B) CERTAIN DISPOSITIONS.—If during any 
taxable year there is a recapture amount de-
termined with respect to any property the 
basis of which was reduced under subpara-
graph (A), the basis of such property (imme-
diately before the event resulting in such re-
capture) shall be increased by an amount 
equal to such recapture amount. For pur-
poses of the preceding sentence, the term ‘re-
capture amount’ means any increase in tax 
(or adjustment in carrybacks or carryovers) 
determined under subsection (d). 

‘‘(2) OTHER DEDUCTIONS AND CREDITS.—No 
deduction or credit shall be allowed under 
any other provision of this chapter with re-
spect to the amount of the credit determined 
under this section. 

‘‘(g) TERMINATION.—This section shall not 
apply to taxable years beginning after De-
cember 31, 1999.’’ 

(b) CONFORMING AMENDMENTS.— 
(1) Section 38(b) is amended— 
(A) by striking out ‘‘plus’’ at the end of 

paragraph (11), 
(B) by striking out the period at the end of 

paragraph (12), and inserting a comma and 
‘‘plus’’, and 

(C) by adding at the end the following new 
paragraph: 

‘‘(13) the employer-provided child care 
credit determined under section 45D.’’ 

(2) The table of sections for subpart D of 
part IV of subchapter A of chapter 1 is 
amended by adding at the end the following 
new item: 

‘‘Sec. 45D. Employer-provided child care 
credit.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
SEC. 104. EXPANSION OF COORDINATED EN-

FORCEMENT EFFORTS OF INTERNAL 
REVENUE SERVICE AND HHS OFFICE 
OF CHILD SUPPORT ENFORCEMENT. 

(a) STATE REPORTING OF CUSTODIAL DATA.— 
Section 454A(e)(4)(D) of the Social Security 
Act (42 U.S.C. 654(e)(4)(D)) is amended by 
striking ‘‘the birth date of any child’’ and in-
serting ‘‘the birth date and custodial status 
of any child’’. 

(b) MATCHING PROGRAM BY IRS OF CUSTO-
DIAL DATA AND TAX STATUS INFORMATION.— 

(1) NATIONAL DIRECTORY OF NEW HIRES.— 
Section 453(i)(3) of the Social Security Act 
(42 U.S.C. 653(i)(3)) is amended by striking ‘‘a 
claim with respect to employment in a tax 
return’’ and inserting ‘‘information which is 
required on a tax return’’. 

(2) FEDERAL CASE REGISTRY OF CHILD SUP-
PORT ORDERS.—Section 453(h) of the such Act 
(42 U.S.C. 653(h)) is amended by adding at the 
end the following: 

‘‘(3) ADMINISTRATION OF FEDERAL TAX 
LAWS.—The Secretary of the Treasury shall 
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CONGRESSIONAL RECORD — SENATES6510 June 26, 1997 
have access to the information described in 
paragraph (2), consisting of the names and 
social security numbers of the custodial par-
ents linked with the children in the custody 
of such parents, for the purpose of admin-
istering those sections of the Internal Rev-
enue Code of 1986 which grant tax benefits 
based on support and residence provided de-
pendent children.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on Oc-
tober 1, 1997. 

BOND AMENDMENTS NOS. 525–526 
(Ordered to lie on the table.) 
Mr. BOND submitted two amend-

ments intended to be proposed by him 
to the bill, S. 949, supra; as follows: 

AMENDMENT NO. 525 
On page 192, strike lines 13 through 18. 

AMENDMENT NO. 526 
On page 212, between lines 11 and 12, insert 

the following: 
SEC. . CLARIFICATION OF DEFINITION OF PRIN-

CIPAL PLACE OF BUSINESS. 
(a) IN GENERAL.—Section 280A(f) (relating 

to definitions and special rules) is amended 
by redesignating paragraphs (2), (3), and (4) 
as paragraphs (3), (4), and (5), respectively, 
and by inserting after paragraph (1) the fol-
lowing new paragraph: 

‘‘(2) PRINCIPAL PLACE OF BUSINESS.—For 
purposes of subsection (c), a home office 
shall in any case qualify as the principal 
place of business if— 

‘‘(A) the office is the location where the 
taxpayer’s essential administrative or man-
agement activities are conducted on a reg-
ular and systematic (and not incidental) 
basis by the taxpayer, and 

‘‘(B) the office is necessary because the 
taxpayer has no other location for the per-
formance of the essential administrative or 
management activities of the business.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 1996. 

DASCHLE (AND OTHERS) 
AMENDMENT NO. 527 

Mr DASCHLE (for himself, Mr. 
BINGAMAN, Mr. CONRAD, Ms. MIKULSKI, 
Ms. BOXER, Mr. DODD, Mr. KERRY, Ms. 
LANDRIEU, Mr. CLELAND, Mr. DURBIN, 
Mr. KENNEDY, Mr. FORD, Mr. LAUTEN-
BERG, Mr. HARKIN, and Mr. JOHNSON) 
proposed an amendment to the bill, S. 
949, supra; as follows: 

Strike titles I through VII of the bill and 
insert the following: 
SECTION 1. SHORT TITLE; AMENDMENT OF 1986 

CODE; TABLE OF CONTENTS. 
(a) SHORT TITLE.—This Act may be cited as 

the ‘‘Revenue Reconciliation Act of 1997’’. 
(b) AMENDMENT OF 1986 CODE.—Except as 

otherwise expressly provided, whenever in 
this Act an amendment or repeal is ex-
pressed in terms of an amendment to, or re-
peal of, a section or other provision, the ref-
erence shall be considered to be made to a 
section or other provision of the Internal 
Revenue Code of 1986. 

(c) TABLE OF CONTENTS.—The table of con-
tents for this Act is as follows: 

TITLE I—REFUNDABLE CHILD TAX 
CREDIT 

Sec. 101. Refundable child tax credit. 
TITLE II—TAX INCENTIVES FOR 

EDUCATION AND TRAINING 
Subtitle A—Tax Benefits Relating to 

Education Expenses 
Sec. 201. HOPE credit for higher education 

tuition and related expenses. 

Sec. 202. Deduction for interest on education 
loans. 

Subtitle B—Expanded Education Investment 
Savings Opportunities 

PART I—QUALIFIED TUITION PROGRAMS 
Sec. 211. Exclusion from gross income of 

education distributions from 
qualified tuition programs. 

Sec. 212. Eligible educational institutions 
permitted to maintain qualified 
tuition programs; other modi-
fications of qualified State tui-
tion programs. 

PART II—KIDSAVE ACCOUNTS 
Sec. 213. KIDSAVE accounts. 

Subtitle C—Other Education Initiatives 
Sec. 221. Extension of exclusion for em-

ployer-provided educational as-
sistance. 

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

Sec. 223. Tax credit for public elementary 
and secondary school construc-
tion. 

Sec. 224. Contributions of computer tech-
nology and equipment for ele-
mentary or secondary school 
purposes. 

Sec. 225. Increase in arbitrage rebate excep-
tion for governmental bonds 
used to finance education facili-
ties. 

Sec. 226. 2-percent floor on miscellaneous 
itemized deductions not to 
apply to certain continuing 
education expenses of elemen-
tary and secondary school 
teachers. 

TITLE III—TAX RELIEF FOR FAMILY 
SAVINGS AND BUSINESS CAPITAL FOR-
MATION 
Subtitle A—Tax Relief for Family Savings 

Sec. 301. Capital gains deduction. 
Sec. 302. Family dividend exclusion. 
Sec. 303. Exemption from tax for gain on 

sale of principal residence. 
Subtitle B—Business Capital Formation 

Sec. 311. Rollover of capital gains on certain 
small business investments. 

Sec. 312. Modifications to exclusion of gain 
on certain small business stock. 

Sec. 313. Expansion of small business stock 
exclusion to family-owned busi-
nesses. 

TITLE IV—ESTATE TAX RELIEF FOR 
FAMILY BUSINESSES AND FARMS 

Sec. 401. Family-owned business exclusion. 
Sec. 402. Portion of estate tax subject to 4- 

percent interest rate increased 
to $2,500,000. 

Sec. 403. Certain cash rentals of farmland 
not to cause recapture of spe-
cial estate tax valuation. 

TITLE V—EXTENSIONS 
Sec. 501. Research tax credit. 
Sec. 502. Contributions of stock to private 

foundations. 
Sec. 503. Work opportunity tax credit. 
Sec. 504. Orphan drug tax credit. 
TITLE VI—INCENTIVES FOR REVITAL-

IZATION OF THE DISTRICT OF COLUM-
BIA 

Sec. 601. Tax incentives for revitalization of 
the District of Columbia. 

Sec. 602. Incentives conditioned on other DC 
reform. 

TITLE VII—MISCELLANEOUS 
PROVISIONS 

Subtitle A—Distressed Communities and 
Brownfields 

CHAPTER 1—ADDITIONAL EMPOWERMENT 
ZONES 

Sec. 701. Additional empowerment zones. 

CHAPTER 2—NEW EMPOWERMENT ZONES AND 
ENTERPRISE COMMUNITIES 

Sec. 711. Designation of additional empower-
ment zones and enterprise com-
munities. 

Sec. 712. Volume cap not to apply to enter-
prise zone facility bonds with 
respect to new empowerment 
zones. 

Sec. 713. Modifications to enterprise zone fa-
cility bond rules for all em-
powerment zones and enterprise 
communities. 

Sec. 714. Modifications to enterprise zone 
business definition for all em-
powerment zones and enterprise 
communities. 

CHAPTER 3—EXPENSING OF ENVIRONMENTAL 
REMEDIATION COSTS 

Sec. 721. Expensing of environmental reme-
diation costs. 

Subtitle B—Puerto Rico Economic Activity 
Credit Improvement 

Sec. 731. Modifications of Puerto Rico eco-
nomic activity credit. 

Sec. 732. Comparable treatment for other 
economic activity credit. 

Subtitle C—Revisions Relating to Disasters 
Sec. 741. Treatment of livestock sold on ac-

count of weather-related condi-
tions. 

Sec. 742. Gain or loss from sale of livestock 
disregarded for purposes of 
earned income credit. 

Sec. 743. Mortgage financing for residences 
located in disaster areas. 

Subtitle D—Provisions Relating to Small 
Businesses 

Sec. 751. Waiver of penalty through June 30, 
1998, on small businesses failing 
to make electronic fund trans-
fers of taxes. 

Sec. 752. Minimum tax not to apply to farm-
ers’ installment sales. 

Subtitle E—Provisions Relating to Pensions 
and Fringe Benefits 

Sec. 761. Treatment of multiemployer plans 
under section 415. 

Sec. 762. Spousal consent required for cer-
tain distributions and loans 
under qualified cash or deferred 
arrangement. 

Sec. 763. Section 401(k) investment protec-
tion. 

Subtitle F—Other Provisions 
Sec. 771. Adjustment of minimum tax ex-

emption amounts for taxpayers 
other than corporations. 

Sec. 772. Treatment of computer software as 
fsc export property. 

Sec. 723. Full deduction for health insurance 
costs of self-employed individ-
uals. 

TITLE I—REFUNDABLE CHILD TAX 
CREDIT 

SEC. 101. REFUNDABLE CHILD TAX CREDIT. 
(a) IN GENERAL.—Subpart C of part IV of 

subchapter A of chapter 1 (relating to re-
fundable credits) is amended by redesig-
nating section 35 as section 36 and by insert-
ing after section 34 the following new sec-
tion: 
‘‘SEC. 35. CHILD CREDIT. 

‘‘(a) ALLOWANCE OF CREDIT.—There shall be 
allowed as a credit against the tax imposed 
by this subtitle for the taxable year with re-
spect to each qualifying child of the tax-
payer an amount equal to the lesser of— 

‘‘(1) $350, or 
‘‘(2) $500, if such amount is contributed by 

the taxpayer for such taxable year for the 
benefit of such child to a KIDSAVE account 
(as defined in section 530). 

‘‘(b) LIMITATIONS.— 
‘‘(1) LIMITATION BASED ON ADJUSTED GROSS 

INCOME.—The dollar amounts in subsection 
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CONGRESSIONAL RECORD — SENATE S6511 June 26, 1997 
(a) shall be reduced (but not below zero) rat-
ably for each $1,000 (or fraction thereof) by 
which the taxpayer’s modified adjusted gross 
income exceeds $70,000 but does not exceed 
$85,000. For purposes of the preceding sen-
tence, the term ‘modified adjusted gross in-
come’ means adjusted gross income in-
creased by any amount excluded from gross 
income under section 911, 931, or 933. 

‘‘(2) LIMITATION BASED ON AMOUNT OF TAX.— 
The aggregate credit allowed by subsection 
(a) (determined after paragraph (1)) shall not 
exceed the sum of— 

‘‘(A) the excess (if any) of— 
‘‘(i) the taxpayer’s regular tax liability for 

the taxable year reduced by the credits al-
lowable against such tax under this subpart 
(other than this section), over 

‘‘(ii) the taxpayer’s tentative minimum tax 
for such taxable year (determined without 
regard to the alternative minimum tax for-
eign tax credit), plus 

‘‘(B) the excess (if any) of— 
‘‘(i) the sum of— 
‘‘(I) the taxpayer’s liability for the taxable 

year under sections 3101 and 3201, 
‘‘(II) the amount of tax paid on behalf of 

such taxpayer for the taxable year under sec-
tions 3111 and 3221, plus 

‘‘(III) the taxpayer’s liability for such year 
under sections 1401 and 3211, over 

‘‘(ii) the credit allowed for the taxable year 
under section 32. 

‘‘(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 indi-
vidual for the taxable year, 

‘‘(B) such individual has not attained the 
age of 14 (age of 18 in the case of taxable 
years beginning after 2002) 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) TAXABLE YEAR MUST BE FULL TAX-
ABLE YEAR.—Except in the case of a taxable 
year closed by reason of the death of the tax-
payer, no credit shall be allowable under this 
section in the case of a taxable year covering 
a period of less than 12 months. 

‘‘(e) INFLATION ADJUSTMENTS.— 
‘‘(1) IN GENERAL.—In the case of a taxable 

year beginning after 2000, each dollar 
amount contained in subsection (a) shall be 
increased by an amount equal to— 

‘‘(A) such dollar amount, multiplied by 
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar 
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1999’ 
for ‘calendar year 1992’ in subparagraph (B) 
thereof. 

‘‘(2) ROUNDING.—If an amount contained in 
subsection (a) as adjusted under paragraph 
(1) is not a multiple of $50, such amount shall 
be rounded to the next lower multiple of $50. 

‘‘(f) PHASEIN OF CREDIT.—In the case of tax-
able years beginning in 1997 through 1999— 

‘‘(1) subsection (a)(1) shall be applied by 
substituting ‘$250’ for ‘$350’, and 

‘‘(2) subsection (a)(2) shall be applied by 
substituting ‘$350’ for ‘$500’.’’ 

(b) CONFORMING AMENDMENTS.—The table 
of sections for subpart C of part IV of sub-
chapter A of chapter 1 is amended by strik-
ing the item relating to section 35 and in-
serting the following new items: 

‘‘Sec. 35. Child credit. 
‘‘Sec. 36. Overpayments of tax.’’ 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1996. 

TITLE II—TAX INCENTIVES FOR 
EDUCATION AND TRAINING 

Subtitle A—Tax Benefits Relating to 
Education Expenses 

SEC. 201. HOPE CREDIT FOR HIGHER EDUCATION 
TUITION AND RELATED EXPENSES. 

(a) IN GENERAL.—Subpart A of part IV of 
subchapter A of chapter 1 (relating to non-
refundable personal credits) is amended by 
inserting after section 25 the following new 
section: 
‘‘SEC. 25A. HIGHER EDUCATION TUITION AND RE-

LATED EXPENSES. 
‘‘(a) ALLOWANCE OF CREDIT.— 
‘‘(1) IN GENERAL.—In the case of an indi-

vidual, 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— 

‘‘(A) the complete Hope Scholarship Cred-
it, plus 

‘‘(B) the partial Hope Scholarship Credit. 
‘‘(2) COMPLETE CREDIT.— 
‘‘(A) IN GENERAL.—In the case of any indi-

vidual to whom this paragraph applies for 
any taxable year, the complete Hope Schol-
arship Credit is an amount equal to the sum 
of— 

‘‘(i) 100 percent of so much of the qualified 
higher education expenses paid by the tax-
payer during the taxable year (for education 
furnished to the individual during any aca-
demic period beginning in such taxable year) 
as does not exceed $1,000, plus 

‘‘(ii) 50 percent of such expenses so paid as 
exceeds $1,000 but does not exceed the appli-
cable limit. 

‘‘(B) APPLICABLE LIMIT.—For purposes of 
subparagraph (A), the applicable limit is— 

‘‘(i) $1,100 for taxable years beginning in 
1997, 1998, or 1999, 

‘‘(ii) $1,200 for taxable years beginning in 
2000, or 

‘‘(iii) $1,500 for taxable years beginning in 
2001 or thereafter. 

‘‘(3) PARTIAL HOPE SCHOLARSHIP CREDIT.— 
‘‘(A) IN GENERAL.—The partial Hope Schol-

arship Credit is 20 percent of the qualified 
higher education expenses paid by the tax-
payer during the taxable year for education 
furnished to an individual during any aca-
demic period beginning in such taxable year. 
Education expenses with respect to an indi-
vidual for whom a complete Hope Scholar-
ship credit is determined for the taxable year 
shall not be taken into account under this 
paragraph. 

‘‘(B) DOLLAR LIMITATION.—The amount of 
qualified higher education expenses taken 
into account under subparagraph (A) for any 
taxable year shall not exceed— 

‘‘(i) $4,000 for taxable years beginning in 
1997, 1998, or 1999, 

‘‘(ii) $7,500 for taxable years beginning in 
2000, and 

‘‘(iii) $10,000 for taxable years beginning in 
2001 or thereafter. 

‘‘(b) LIMITATIONS.— 
‘‘(1) ELECTION REQUIRED.— 
‘‘(A) IN GENERAL.—No credit shall be al-

lowed under subsection (a) for a taxable year 
with respect to the qualified tuition and re-
lated expenses of an individual unless the 
taxpayer elects to have this section apply 
with respect to such individual for such year. 

‘‘(B) COMPLETE CREDIT ALLOWED ONLY FOR 2 
TAXABLE YEARS.—An election under this 
paragraph shall not take effect with respect 
to an individual for the complete Hope 
Scholarship Credit under subsection (a)(2) 
for any taxable year if such election under 
this paragraph (by the taxpayer or any other 
individual) is in effect with respect to such 
individual for any 2 prior taxable years. 

‘‘(C) COORDINATION WITH EXCLUSIONS.—An 
election under this paragraph shall not take 

effect with respect to an individual for any 
taxable year if there is in effect for such tax-
able year an election under section 
529(c)(3)(B) or 530(c)(1) (by the taxpayer or 
any other individual) to exclude from gross 
income distributions from a qualified tuition 
program or KIDSAVE account used to pay 
qualified higher education expenses of the 
individual. 

‘‘(3) CREDIT ALLOWED FOR YEAR ONLY IF IN-
DIVIDUAL IS AT LEAST 1⁄2 TIME STUDENT FOR 
PORTION OF YEAR.—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 such indi-
vidual is an eligible student for at least one 
academic period which begins during such 
year. 

‘‘(4) COMPLETE CREDIT ALLOWED ONLY FOR 
FIRST 2 YEARS OF POSTSECONDARY EDU-
CATION.—No credit shall be allowed under 
subsection (a)(2) for a taxable year with re-
spect to the qualified tuition and related ex-
penses of an individual if the individual has 
completed (before the beginning of such tax-
able year) the first 2 years of postsecondary 
education at an eligible educational institu-
tion. 

‘‘(c) LIMITATION BASED ON MODIFIED AD-
JUSTED GROSS INCOME.— 

‘‘(1) IN GENERAL.—The amount which would 
(but for this subsection) be taken into ac-
count under subsection (a) for the taxable 
year shall be reduced (but not below zero) by 
the amount determined under paragraph (2). 

‘‘(2) AMOUNT OF REDUCTION.—The amount 
determined under this paragraph is the 
amount which bears the same ratio to the 
amount which would be so taken into ac-
count as— 

‘‘(A) the excess of— 
‘‘(i) the taxpayer’s modified adjusted gross 

income for such taxable year, over 
‘‘(ii) $50,000 ($80,000 in the case of a joint re-

turn), bears to 
‘‘(B) $20,000. 
‘‘(3) MODIFIED ADJUSTED GROSS INCOME.— 

The term ‘modified adjusted gross income’ 
means the adjusted gross income of the tax-
payer for the taxable year increased by any 
amount excluded from gross income under 
section 911, 931, or 933. 

‘‘(d) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) QUALIFIED TUITION AND RELATED EX-
PENSES.— 

‘‘(A) IN GENERAL.—The term ‘qualified tui-
tion and related expenses’ means tuition and 
fees required for the enrollment or attend-
ance 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 and 
books required for courses of instruction of 
such individual at such institution. 

‘‘(B) EXCEPTION FOR EDUCATION INVOLVING 
SPORTS, ETC.—Such term does not include ex-
penses with respect to any course or other 
education involving sports, games, or hob-
bies, unless such course or other education is 
part of the individual’s degree program. 

‘‘(C) EXCEPTION FOR NONACADEMIC FEES.— 
Such term does not include student activity 
fees, athletic fees, insurance expenses, or 
other expenses unrelated to an individual’s 
academic course of instruction. 

‘‘(2) ELIGIBLE EDUCATIONAL INSTITUTION.— 
The term ‘eligible educational institution’ 
means an institution— 

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

‘‘(B) which is eligible to participate in a 
program under title IV of such Act. 
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‘‘(3) ELIGIBLE STUDENT.—The term ‘eligible 

student’ means, with respect to any aca-
demic 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. 

‘‘(e) TREATMENT OF EXPENSES PAID BY DE-
PENDENT.—If a deduction under section 151 
with respect to an individual is allowed to 
another taxpayer for a taxable year begin-
ning in the calendar year in which such indi-
vidual’s taxable year begins— 

‘‘(1) no credit shall be allowed under sub-
section (a) to such individual for such indi-
vidual’s taxable year, and 

‘‘(2) qualified tuition and related expenses 
paid by such individual during such individ-
ual’s taxable year shall be treated for pur-
poses of this section as paid by such other 
taxpayer. 

‘‘(f) TREATMENT OF CERTAIN PREPAY-
MENTS.—If qualified tuition and related ex-
penses are paid by the taxpayer during a tax-
able year for an academic period which be-
gins during the first 3 months following such 
taxable year, such academic period shall be 
treated for purposes of this section as begin-
ning during such taxable year. 

‘‘(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 indi-
vidual on the return of tax for the taxable 
year. 

‘‘(2) ADJUSTMENT FOR CERTAIN SCHOLAR-
SHIPS, 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 sub-
sections (b) and (c)) by the sum of any 
amounts paid for the benefit of such indi-
vidual which are allocable to such period 
as— 

‘‘(A) a qualified scholarship which is ex-
cludable from gross income under section 
117, 

‘‘(B) an educational assistance allowance 
under chapter 30, 31, 32, 34, or 35 of title 38, 
United States Code, or under chapter 1606 of 
title 10, United States Code, and 

‘‘(C) a payment (other than a gift, bequest, 
devise, or inheritance within the meaning of 
section 102(a)) for such individual’s edu-
cational expenses, or attributable to such in-
dividual’s enrollment at an eligible edu-
cational institution, which is excludable 
from gross income under any law of the 
United States. 

‘‘(3) DENIAL OF CREDIT IF STUDENT CON-
VICTED OF A FELONY DRUG OFFENSE.—No cred-
it shall be allowed under subsection (a) 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 of-
fense consisting of the possession or distribu-
tion of a controlled substance before the end 
of the taxable year with or within which 
such period ends. 

‘‘(4) 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. 

‘‘(5) NO CREDIT FOR MARRIED INDIVIDUALS 
FILING SEPARATE RETURNS.—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. 

‘‘(6) NONRESIDENT ALIENS.—If the taxpayer 
is a nonresident alien individual for any por-

tion of the taxable year, this section shall 
apply only if such individual is treated as a 
resident alien of the United States for pur-
poses 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, applicable dollar 
amounts under each of the subsection (a) (2) 
and (3) shall be increased by an amount 
equal to— 

‘‘(i) such dollar amount, multiplied by 
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar 
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 2001’ 
for ‘calendar year 1992’ in subparagraph (B) 
thereof. 

‘‘(B) ROUNDING.—If any amount as adjusted 
under subparagraph (A) is not a multiple of 
$50, such amount shall be rounded to the 
next lowest multiple of $50. 

‘‘(2) INCOME LIMITS.— 
‘‘(A) IN GENERAL.—In the case of a taxable 

year beginning after 2000, the $50,000 and 
$80,000 amounts in subsection (c)(2) shall 
each be increased by an amount equal to— 

‘‘(i) such dollar amount, multiplied by 
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar 
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 2001’ 
for ‘calendar year 1992’ in subparagraph (B) 
thereof. 

‘‘(B) ROUNDING.—If any amount as adjusted 
under subparagraph (A) is not a multiple of 
$5,000, such amount shall be rounded to the 
next lowest multiple of $5,000. 

‘‘(i) REGULATIONS.—The Secretary may 
prescribe such regulations as may be nec-
essary or appropriate to carry out this sec-
tion, including regulations providing for a 
recapture of credit allowed under this sec-
tion in cases where there is a refund in a sub-
sequent 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 er-
rors) is amended by striking ‘‘and’’ at the 
end of subparagraph (G), by striking the pe-
riod at the end of subparagraph (H) and in-
serting ‘‘, and’’, and by inserting after sub-
paragraph (H) the following new subpara-
graph: 

‘‘(I) an omission of a correct TIN required 
under section 25A(g)(1) (relating to higher 
education tuition and related expenses) to be 
included on a return.’’ 

(c) RETURNS RELATING TO TUITION AND RE-
LATED EXPENSES.— 

(1) IN GENERAL.—Subpart B of part III of 
subchapter A of chapter 61 (relating to infor-
mation concerning transactions with other 
persons) is amended by inserting after sec-
tion 6050R the following new section: 
‘‘SEC. 6050S. RETURNS RELATING TO HIGHER 

EDUCATION TUITION AND RELATED 
EXPENSES. 

‘‘(a) IN GENERAL.—Any person— 
‘‘(1) which is an eligible educational insti-

tution 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 cal-
endar year to any individual which con-
stitute reimbursements or refunds (or simi-
lar amounts) of qualified tuition and related 
expenses of such individual, 
shall make the return described in sub-
section (b) with respect to the individual at 
such time as the Secretary may by regula-
tions prescribe. 

‘‘(b) FORM AND MANNER OF RETURNS.—A re-
turn is described in this subsection if such 
return— 

‘‘(1) is in such form as the Secretary may 
prescribe, 

‘‘(2) contains— 
‘‘(A) the name, address, and TIN of the in-

dividual with respect to whom payments de-
scribed in subsection (a) were received from 
(or were paid to), 

‘‘(B) the name, address, and TIN of any in-
dividual certified by the individual described 
in subparagraph (A) as the taxpayer who will 
claim the individual as a dependent for pur-
poses of the deduction allowable under sec-
tion 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 re-
ceived with respect to the individual de-
scribed in subparagraph (A) during the cal-
endar 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 Sec-
retary may prescribe. 

‘‘(c) APPLICATION TO GOVERNMENTAL 
UNITS.—For purposes of this section— 

‘‘(1) 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 appro-
priately designated for the purpose of mak-
ing such return. 

‘‘(d) STATEMENTS TO BE FURNISHED TO INDI-
VIDUALS WITH RESPECT TO WHOM INFORMA-
TION IS REQUIRED.—Every person required to 
make a return under subsection (a) shall fur-
nish to each individual whose name is re-
quired 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 re-
quired 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 the return under 
subsection (a) was required to be made. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, the terms ‘eligible educational institu-
tion’ and ‘qualified tuition and related ex-
penses’ have the meanings given such terms 
by section 25A. 

‘‘(f) RETURNS WHICH WOULD BE REQUIRED 
TO BE MADE BY 2 OR MORE PERSONS.—Except 
to the extent provided in regulations pre-
scribed by the Secretary, in the case of any 
amount received by any person on behalf of 
another person, only the person first receiv-
ing such amount shall be required to make 
the return under subsection (a). 

‘‘(g) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out the provisions of this sec-
tion. No penalties shall be imposed under 
section 6724 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 redes-
ignating clauses (ix) through (xiv) as clauses 
(x) through (xv), respectively, and by insert-
ing after clause (viii) the following new 
clause: 

‘‘(ix) section 6050S (relating to returns re-
lating to payments for qualified tuition and 
related expenses),’’. 
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(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 6050S(d) (relating to returns 
relating to qualified tuition and related ex-
penses).’’ 

(3) CLERICAL AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050R 
the following new item: 

‘‘Sec. 6050S. Returns relating to higher edu-
cation tuition and related ex-
penses.’’ 

(d) COORDINATION WITH SECTION 135.—Sub-
section (d) of section 135 is amended by re-
designating paragraphs (2) and (3) as para-
graphs (3) and (4), respectively, and by in-
serting after paragraph (1) the following new 
paragraph: 

‘‘(2) COORDINATION WITH HIGHER EDUCATION 
CREDIT.—The amount of the qualified higher 
education expenses otherwise taken into ac-
count under subsection (a) with respect to 
the education of an individual shall be re-
duced (before the application of subsection 
(b)) by the amount of such expenses which 
are taken into account 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 sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 25 the 
following new item: 

‘‘Sec. 25A. Higher education tuition and re-
lated expenses.’’ 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
paid after December 31, 1997 (in taxable years 
ending after such date), for education fur-
nished in academic periods beginning after 
such date. 
SEC. 202. DEDUCTION FOR INTEREST ON EDU-

CATION LOANS. 
(a) IN GENERAL.—Part VII of subchapter B 

of chapter 1 (relating to additional itemized 
deductions for individuals) is amended by re-
designating 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 tax-
payer during the taxable year on any quali-
fied education loan. 

‘‘(b) MAXIMUM DEDUCTION.— 
‘‘(1) IN GENERAL.—Except as provided in 

paragraph (2), the deduction allowed by sub-
section (a) for the taxable year shall not ex-
ceed $2,500. 

‘‘(2) LIMITATION BASED ON MODIFIED AD-
JUSTED GROSS INCOME.— 

‘‘(A) IN GENERAL.—The amount which 
would (but for this paragraph) be allowable 
as a deduction under this section shall be re-
duced (but not below zero) by the amount de-
termined under paragraph (2). 

‘‘(B) 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 ac-
count as— 

‘‘(i) 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 
‘‘(ii) $10,000 ($20,000 in the case of a joint re-

turn). 

‘‘(C) MODIFIED ADJUSTED GROSS INCOME.— 
The term ‘modified adjusted gross income’ 
means adjusted gross income determined— 

‘‘(i) without regard to this section and sec-
tions 135, 911, 931, and 933, and 

‘‘(ii) after application of sections 86, 219, 
and 469. 
For purposes of sections 86, 135, 219, and 469, 
adjusted gross income shall be determined 
without regard to the deduction allowed 
under this section. 

‘‘(c) DEPENDENTS NOT ELIGIBLE FOR DEDUC-
TION.—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 tax-
payer for the taxable year beginning in the 
calendar year in which such individual’s tax-
able year begins. 

‘‘(d) LIMIT ON PERIOD DEDUCTION AL-
LOWED.—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 consecu-
tive) in which interest payments are re-
quired. For purposes of this paragraph, any 
loan and all refinancing of such loan shall be 
treated as 1 loan. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) QUALIFIED EDUCATION LOAN.—The term 
‘qualified education loan’ means any indebt-
edness incurred to pay qualified higher edu-
cation expenses— 

‘‘(A) which are incurred on behalf of the 
taxpayer, the taxpayer’s spouse, or any de-
pendent 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 eligible student. 
Such term includes indebtedness used to re-
finance indebtedness which qualifies as a 
qualified education loan. The term ‘qualified 
education loan’ shall not include any indebt-
edness owed to a person who is related (with-
in the meaning of section 267(b) or 707(b)(1)) 
to the taxpayer. 

‘‘(2) QUALIFIED HIGHER EDUCATION EX-
PENSES.—The term ‘qualified higher edu-
cation expenses’ means the cost of attend-
ance (as defined in section 472 of the Higher 
Education Act of 1965, 20 U.S.C. 1087ll, as in 
effect on the day before the date of the en-
actment of this Act) at an eligible edu-
cational institution, reduced by the sum of— 

‘‘(A) the amount excluded from gross in-
come under section 135, 529, or 530 by reason 
of such expenses, and 

‘‘(B) the amount of any scholarship, allow-
ance, 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 sec-
tion 25A(d)(2), except that such term shall 
also include an institution conducting an in-
ternship or residency program leading to a 
degree or certificate awarded by an institu-
tion of higher education, a hospital, or a 
health care facility which offers post-
graduate training. 

‘‘(3) ELIGIBLE STUDENT.—The term ‘eligible 
student’ has the meaning given such term by 
section 25A(d)(3). 

‘‘(4) DEPENDENT.—The term ‘dependent’ has 
the meaning given such term by section 152. 

‘‘(f) SPECIAL RULES.— 
‘‘(1) DENIAL OF DOUBLE BENEFIT.—No deduc-

tion shall be allowed under this section for 
any amount for which a deduction is allow-
able under any other provision of this chap-
ter. 

‘‘(2) MARRIED COUPLES MUST FILE JOINT RE-
TURN.—If the taxpayer is married at the 

close of the taxable year, the deduction shall 
be allowed under subsection (a) only if the 
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) DOLLAR LIMITATION ON AMOUNT OF 

CREDIT.— 
‘‘(A) IN GENERAL.—In the case of a taxable 

year beginning after 1998, the $2,500 amount 
in subsection (b)(1) shall be increased by an 
amount equal to— 

‘‘(i) such dollar amount, multiplied by 
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar 
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1997’ 
for ‘calendar year 1992’ in subparagraph (B) 
thereof. 

‘‘(B) ROUNDING.—If any amount as adjusted 
under subparagraph (A) is not a multiple of 
$50, such amount shall be rounded to the 
next lowest multiple of $50. 

‘‘(2) INCOME LIMITS.—In the case of a tax-
able year beginning in a calendar year after 
2000, the $40,000 and $80,000 amounts in sub-
section (b)(2) shall each be increased in the 
same manner as amounts are increased 
under section 25A(h)(2) for taxable years be-
ginning in such calendar year.’’ 

(b) DEDUCTION ALLOWED WHETHER OR NOT 
TAXPAYER ITEMIZES OTHER DEDUCTIONS.— 
Subsection (a) of section 62 is amended by in-
serting after paragraph (17) the following 
new paragraph: 

‘‘(18) INTEREST ON EDUCATION LOANS.—The 
deduction allowed by section 221.’’ 

(c) REPORTING REQUIREMENT.— 
(1) IN GENERAL.—Section 6050S(a)(2) (relat-

ing to returns relating to higher education 
tuition and related 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 re-
imbursements or refunds (or similar 
amounts) of qualified tuition and related ex-
penses of such individual, or 

‘‘(B) except as provided in regulations, re-
ceives from any individual interest aggre-
gating $600 or more for any calendar year on 
1 or more qualified education loans,’’. 

(2) INFORMATION.—Section 6050S(b)(2) is 
amended— 

(A) by inserting ‘‘or interest’’ after ‘‘pay-
ments’’ 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 re-
ceived for the calendar year from such indi-
vidual,’’. 

(3) DEFINITION.—Section 6050S(e) is amend-
ed 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 chap-
ter 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 sec-
tion 221(e)(1) of the Internal Revenue 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 after De-
cember 31, 1996, and 
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(2) the portion of the 60-month period re-

ferred to in section 221(d) of the Internal 
Revenue Code of 1986 (as added by this sec-
tion) after December 31, 1996. 
Subtitle B—Expanded Education Investment 

Savings Opportunities 
PART I—QUALIFIED TUITION PROGRAMS 

SEC. 211. EXCLUSION FROM GROSS INCOME OF 
EDUCATION DISTRIBUTIONS FROM 
QUALIFIED TUITION PROGRAMS. 

(a) IN GENERAL.—Subparagraph (B) of sec-
tion 529(c)(3) (relating to distributions) is 
amended to read as follows: 

‘‘(B) DISTRIBUTIONS FOR QUALIFIED HIGHER 
EDUCATION EXPENSES.—If a distributee elects 
the application of this subparagraph for any 
taxable year— 

‘‘(i) no amount shall be includible in gross 
income by reason of a distribution which 
consists of providing a benefit to the dis-
tributee which, if paid for by the distributee, 
would constitute payment of a qualified 
higher education expense, and 

‘‘(ii) the amount which (but for the elec-
tion) would be includible in gross income by 
reason of any other distribution shall not be 
so includible in an amount which bears the 
same ratio to the amount which would be so 
includible as the amount of the qualified 
higher education expenses of the distributee 
bears to the amount of the distribution.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to distribu-
tions after December 31, 1997, for education 
furnished in academic periods beginning 
after such date. 
SEC. 212. ELIGIBLE EDUCATIONAL INSTITUTIONS 

PERMITTED TO MAINTAIN QUALI-
FIED TUITION PROGRAMS; OTHER 
MODIFICATIONS OF QUALIFIED 
STATE TUITION PROGRAMS. 

(a) ELIGIBLE EDUCATIONAL INSTITUTIONS 
PERMITTED TO MAINTAIN QUALIFIED TUITION 
PROGRAMS.—Paragraph (1) of section 529(b) 
(defining qualified State tuition program) is 
amended by inserting ‘‘or by one or more eli-
gible educational institutions’’ after ‘‘main-
tained by a State or agency or instrumen-
tality thereof’’. 

(b) 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 EX-
PENSES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
higher education expenses’ means tuition, 
fees, books, supplies, and equipment required 
for the enrollment or attendance of a des-
ignated beneficiary at an eligible education 
institution. 

‘‘(B) ROOM AND BOARD INCLUDED FOR STU-
DENTS WHO ARE AT LEAST HALF-TIME.—In the 
case of an individual who is an eligible stu-
dent (as defined in section 25A(d)(3)) for any 
academic period, such term shall also in-
clude reasonable costs for such period (as de-
termined under the qualified tuition pro-
gram) incurred by the designated beneficiary 
for room and board while attending such in-
stitution. The amount treated as qualified 
higher education expenses by reason of the 
preceding sentence shall not exceed the min-
imum amount (applicable to the student) in-
cluded 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. 1087ll, as in effect on the date of the 
enactment of this paragraph) for the eligible 
educational institution for such period.’’ 

(c) ADDITIONAL MODIFICATIONS.— 
(1) MEMBER OF FAMILY.—Paragraph (2) of 

section 529(e) (relating to other definitions 
and special rules) is amended to read as fol-
lows: 

‘‘(2) MEMBER OF FAMILY.—The term ‘mem-
ber 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 sec-
tion 152(a), and 

‘‘(B) the spouse of any individual described 
in subparagraph (A).’’ 

(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) NO CONTRIBUTIONS AFTER BENEFICIARY 
ATTAINS AGE 18; DISTRIBUTIONS REQUIRED IN 
CERTAIN CASES.— 

(A) IN GENERAL.—Subsection (b) of section 
529 is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(8) RESTRICTIONS RELATING TO AGE OF BEN-
EFICIARY; COMPLETION OF EDUCATION.— 

‘‘(A) IN GENERAL.—A program shall be 
treated as a qualified tuition program only 
if— 

‘‘(i) no contribution is accepted on behalf 
of a designated beneficiary after the date on 
which such beneficiary attains age 18, and 

‘‘(ii) any balance to the credit of a des-
ignated beneficiary (if any) on the account 
termination date shall be distributed within 
30 days after such date to such beneficiary 
(or in the case of death, the estate of the 
beneficiary). 

‘‘(B) ACCOUNT TERMINATION DATE.—For pur-
poses of subparagraph (A), the term ‘account 
termination date’ means whichever of the 
following dates is the earliest: 

‘‘(i) The date on which the designated ben-
eficiary attains age 30. 

‘‘(ii) The date on which the designated ben-
eficiary dies.’’ 

(B) ROLLOVERS.—Section 529(c)(3) is 
amended by adding at the end the following: 

‘‘(E) ROLLOVERS TO INDIVIDUAL RETIREMENT 
ACCOUNTS AT AGE 30.—Subparagraph (A) shall 
not apply to any distribution to the des-
ignated beneficiary required under sub-
section (b)(8) by reason of the beneficiary at-
taining age 30 to the extent the beneficiary, 
within 60 days of the distribution, transfers 
such distribution to an individual retirement 
account established on the individual’s be-
half.’’ 

(C) CONFORMING AMENDMENTS.— 
(i) Section 408(a)(1) is amended by striking 

‘‘or 403(b)(8)’’ and inserting ‘‘403(b)(8), or 
529(c)(3)(E)’’. 

(ii) Subparagraph (A) of section 4973(b)(1) is 
amended by striking ‘‘or 408(b)(3)’’ and in-
serting ‘‘408(b)(3), or 529(c)(3)(E)’’. 

(4) ESTATE AND GIFT TAX TREATMENT.— 
(A) GIFT TAX TREATMENT.— 
(i) Paragraph (2) of section 529(c) is amend-

ed to read as follows: 
‘‘(2) GIFT TAX TREATMENT OF CONTRIBU-

TIONS.—For purposes of chapters 12 and 13, 
any contribution to a qualified tuition pro-
gram on behalf of any designated beneficiary 
shall— 

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

‘‘(B) shall not be treated as a qualified 
transfer under section 2503(e).’’ 

(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.—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 chap-

ters 12 and 13 shall apply to a transfer by 
reason of a change in the designated bene-
ficiary under the program (or a rollover to 
the account of a new beneficiary) only if the 
new beneficiary is a generation below the 
generation of the old beneficiary (deter-
mined in accordance with section 2651).’’ 

(B) ESTATE TAX TREATMENT.—Paragraph (4) 
of section 529(c) is amended to read as fol-
lows: 

‘‘(4) ESTATE TAX TREATMENT.— 
‘‘(A) IN GENERAL.—No amount shall be in-

cludible in the gross estate of any individual 
for purposes of chapter 11 by reason of an in-
terest in a qualified tuition program. 

‘‘(B) AMOUNTS INCLUDIBLE IN ESTATE OF 
DESIGNATED BENEFICIARY IN CERTAIN CASES.— 
Subparagraph (A) shall not apply to amounts 
distributed on account of the death of a ben-
eficiary.’’ 

(5) LIMITATION ON CONTRIBUTIONS TO QUALI-
FIED TUITION PROGRAMS NOT MAINTAINED BY A 
STATE.—Subsection (b) of section 529 is 
amended by adding at the end the following 
new paragraph: 

‘‘(9) LIMITATION ON CONTRIBUTIONS TO 
QUALIFIED TUITION PROGRAMS NOT MAINTAINED 
BY A STATE.—In the case of a program not 
maintained by a State or agency or instru-
mentality thereof, such program shall not be 
treated as a qualified tuition program unless 
it limits the annual contribution to the pro-
gram on behalf of a designated beneficiary to 
the sum of $2,000 plus the amount of the 
credit allowable under section 25A for 1 
qualifying child.’’ 

(d) ADDITIONAL TAX ON AMOUNTS NOT USED 
FOR HIGHER EDUCATION EXPENSES.—Section 
529 is amended by adding at the end the fol-
lowing new subsection: 

‘‘(f) IMPOSITION OF ADDITIONAL TAX.— 
‘‘(1) IN GENERAL.—In the case of a qualified 

tuition program not maintained by a State 
or any agency or instrumentality thereof, 
the tax imposed by this chapter for any tax-
able year on any taxpayer who receives a 
payment or distribution from such program 
which is includible in gross income shall be 
increased by 10 percent of the amount which 
is so includible. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply if the payment or distribution is— 

‘‘(A) made to a beneficiary (or to the estate 
of the designated beneficiary) on or after the 
death of the designated beneficiary, 

‘‘(B) attributable to the designated bene-
ficiary’s being disabled (within the meaning 
of section 72(m)(7)), or 

‘‘(C) made on account of a scholarship, al-
lowance, or payment described in section 
25A(g)(2) received by the account holder to 
the extent the amount of the payment or dis-
tribution does not exceed the amount of the 
scholarship, allowance, or payment. 

‘‘(3) EXCESS CONTRIBUTIONS RETURNED BE-
FORE DUE DATE OF RETURN.—In the case of a 
qualified tuition program not maintained by 
a State or any agency or instrumentality 
thereof, paragraph (1) shall not apply to the 
distribution to a contributor of any con-
tribution made during a taxable year on be-
half of a designated beneficiary to the extent 
that such contribution exceeds the limita-
tion in section 4973(e) if— 

‘‘(A) such distribution is received on or be-
fore the day prescribed by law (including ex-
tensions of time) for filing such contributor’s 
return for such taxable year, and 

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

Any net income described in subparagraph 
(B) shall be included in the gross income of 
the contributor for the taxable year in which 
such excess contribution was made.’’ 

(e) COORDINATION WITH EDUCATION SAVINGS 
BOND.—Section 135(c)(2) (defining qualified 
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higher education expenses) is amended by 
adding at the end the following: 

‘‘(C) CONTRIBUTIONS TO QUALIFIED TUITION 
PROGRAM.—Such term shall include any con-
tribution to a qualified tuition program (as 
defined in section 529) on behalf of a des-
ignated beneficiary (as defined in such sec-
tion) who is an individual described in sub-
paragraph (A); but there shall be no increase 
in the investment in the contract for pur-
poses of applying section 72 by reason of any 
portion of such contribution which is not in-
cludible in gross income by reason of this 
subparagraph.’’ 

(f) TAX ON EXCESS CONTRIBUTIONS.— 
(1) IN GENERAL.—Subsection (a) of section 

4973 is amended by striking ‘‘or’’ at the end 
of paragraph (2) and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) a qualified tuition program (as defined 
in section 529) not maintained by a State or 
any agency or instrumentality thereof, or 

‘‘(5) a KIDSAVE account (as defined in sec-
tion 530),’’. 

(2) EXCESS CONTRIBUTIONS DEFINED.—Sec-
tion 4973 is amended by adding at the end the 
following new subsection: 

‘‘(e) EXCESS CONTRIBUTIONS TO PRIVATE 
QUALIFIED TUITION PROGRAM AND KIDSAVE 
ACCOUNTS.—For purposes of this section— 

‘‘(1) IN GENERAL.—In the case of private 
education investment accounts maintained 
for the benefit of any 1 beneficiary, the term 
‘excess contributions’ means the amount by 
which the amount contributed for the tax-
able year to such accounts exceeds the sum 
of $2,000 plus the amount of the credit al-
lowed under section 25A for such beneficiary 
for such taxable year. 

‘‘(2) PRIVATE EDUCATION INVESTMENT AC-
COUNT.—For purposes of paragraph (1), the 
term ‘private education investment account’ 
means— 

‘‘(A) a qualified tuition program (as de-
fined in section 529) not maintained by a 
State or any agency or instrumentality 
thereof, and 

‘‘(B) a KIDSAVE account (as defined in 
section 530). 

‘‘(3) SPECIAL RULES.—For purposes of para-
graph (1), the following contributions shall 
not be taken into account: 

‘‘(A) Any contribution which is distributed 
out of the KIDSAVE account in a distribu-
tion to which section 530(c)(3)(B) applies. 

‘‘(B) Any contribution to a qualified tui-
tion program (as so defined) described in sec-
tion 530(b)(2)(B) from any such account. 

‘‘(C) Any rollover contribution.’’ 
(g) CLARIFICATION OF TAXATION OF DIS-

TRIBUTIONS.—Subparagraph (A) of section 
529(c)(3) is amended to read as follows: 

‘‘(A) IN GENERAL.—Any distribution from a 
qualified tuition program— 

‘‘(i) shall be includible in the gross income 
of the distributee to the extent allocable to 
income under the program, and 

‘‘(ii) shall not be includible in gross income 
to the extent allocable to the investment in 
the contract. 

For purposes of the preceding sentence, rules 
similar to the rules of section 72(e)(3) shall 
apply.’’ 

(h) TECHNICAL AMENDMENTS.— 
(1) Paragraph (2) of section 26(b) is amend-

ed by redesignating subparagraphs (E) 
through (P) as subparagraphs (F) through 
(Q), respectively, and by inserting after sub-
paragraph (D) the following new subpara-
graph: 

‘‘(E) section 529(f) (relating to additional 
tax on certain distributions from qualified 
tuition programs),’’. 

(2) The text of section 529 is amended by 
striking ‘‘qualified State tuition program’’ 
each place it appears and inserting ‘‘quali-
fied tuition program’’. 

(3)(A) The section heading of section 529 is 
amended to read as follows: 

‘‘SEC. 529. QUALIFIED TUITION PROGRAMS.’’ 
(B) The item relating to section 529 in the 

table of sections for part VIII of subchapter 
F of chapter 1 is amended by striking 
‘‘State’’. 

(4)(A) The heading for part VIII of sub-
chapter 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 re-
lating to part VIII and inserting: 

‘‘Part VIII. Higher education savings enti-
ties.’’ 

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

‘‘(d) REPORTS.—Each officer or employee 
having control of the qualified tuition pro-
gram or their designee shall make such re-
ports regarding such program to the Sec-
retary and to designated beneficiaries with 
respect to contributions, distributions, and 
such other matters as the Secretary may re-
quire under regulations. The reports required 
by this subsection shall be filed at such time 
and in such manner and furnished to such in-
dividuals at such time and in such manner as 
may be required by those regulations.’’ 

(B) Paragraph (2) of section 6693(a) (relat-
ing to failure to provide reports on indi-
vidual retirement accounts or annuities) is 
amended by striking ‘‘and’’ at the end of sub-
paragraph (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 
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 ‘‘indi-
vidual retirement’’ and inserting ‘‘certain 
tax-favored’’. 

(i) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as otherwise pro-

vided in this subsection, the amendments 
made by this section shall take effect on 
January 1, 1998. 

(2) EXPENSES TO INCLUDE ROOM AND BOARD, 
ETC.—The amendments made by subsection 
(b) and (c)(2) shall apply to distributions 
after December 31, 1997, with respect to ex-
penses paid after such date (in taxable years 
ending after such date), for education fur-
nished in academic periods beginning after 
such date. 

(3) COORDINATION WITH EDUCATION SAVINGS 
BONDS.—The amendment made by subsection 
(e) shall apply to taxable years beginning 
after December 31, 1997. 

(4) 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 designa-
tions 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. 

(5) REPORTING.—The amendments made by 
subsection (g) shall apply after June 16, 1997. 

PART II—KIDSAVE ACCOUNTS 

SEC. 213. KIDSAVE ACCOUNTS. 

(a) IN GENERAL.—Part VIII of subchapter F 
of chapter 1 (relating to qualified State tui-
tion programs) is amended by adding at the 
end the following new section: 

‘‘SEC. 530. KIDSAVE ACCOUNTS. 
‘‘(a) GENERAL RULE.—A KIDSAVE account 

shall be exempt from taxation under this 
subtitle. Notwithstanding the preceding sen-
tence, the KIDSAVE 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— 

‘‘(1) KIDSAVE ACCOUNT.—The term 
‘KIDSAVE account’ means a trust created or 
organized in the United States exclusively 
for the purpose of paying the qualified higher 
education expenses of the account holder, 
but only if the written governing instrument 
creating the trust meets the following re-
quirements: 

‘‘(A) No contribution will be accepted— 
‘‘(i) unless it is in cash, 
‘‘(ii) after the date on which the account 

holder attains age 18, or 
‘‘(iii) except in the case of rollover con-

tributions, if such contribution would result 
in aggregate contributions for the taxable 
year exceeding the amount of the credit al-
lowable under section 35 for the taxable year 
for 1 qualifying child. 

‘‘(B) The trustee is a bank (as defined in 
section 408(n)) or another person who dem-
onstrates 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. 

‘‘(C) No part of the trust assets will be in-
vested 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 
fund. 

‘‘(E) Upon the death of the account holder, 
any balance in the account will be distrib-
uted as required under section 529(b)(8) (as if 
such account were a qualified tuition pro-
gram). 

‘‘(2) QUALIFIED HIGHER EDUCATION EX-
PENSES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
higher education expenses’ has the same 
meaning given such term by section 529(e)(3). 

‘‘(B) QUALIFIED 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 tuition program (as defined in 
section 529(b)) for the benefit of the account 
holder. 

‘‘(3) ELIGIBLE EDUCATIONAL INSTITUTION.— 
The term ‘eligible educational institution’ 
has the meaning given such term by section 
529(e)(5). 

‘‘(4) ACCOUNT HOLDER.—The term ‘account 
holder’ means the individual for whose ben-
efit the KIDSAVE account is established. 

‘‘(c) TAX TREATMENT OF DISTRIBUTIONS.— 
‘‘(1) IN GENERAL.—Any amount paid or dis-

tributed out of a KIDSAVE account shall be 
includible in gross income to the extent re-
quired by section 529(c)(3) (determined as if 
the account were a qualified tuition pro-
gram). 

‘‘(2) 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. 

‘‘(3) ADDITIONAL TAX FOR DISTRIBUTIONS NOT 
USED FOR EDUCATIONAL EXPENSES.— 

‘‘(A) IN GENERAL.—The tax imposed by sec-
tion 529(f) shall apply to payments and dis-
tributions from a KIDSAVE account in the 
same manner as such tax applies to qualified 
tuition programs (as defined in section 529). 

‘‘(B) EXCESS CONTRIBUTIONS RETURNED BE-
FORE DUE DATE OF RETURN.—Subparagraph 
(A) shall not apply to the distribution to a 
contributor of any contribution paid during 
a taxable year to a KIDSAVE account to the 
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extent that such contribution exceeds the 
limitation in section 4973(e) if such distribu-
tion (and the net income with respect to 
such excess contribution) meet requirements 
comparable to the requirements of section 
529(f)(3). 

‘‘(4) ROLLOVER CONTRIBUTIONS—Paragraph 
(1) shall not apply to any amount paid or dis-
tributed from a KIDSAVE account to the ex-
tent that the amount received is paid into 
another KIDSAVE retirement account for 
the benefit of the account holder or a mem-
ber of the family (within the meaning of sec-
tion 529(e)(2)) of the account holder not later 
than the 60th day after the date of such pay-
ment or distribution. The preceding sentence 
shall not apply to any payment or distribu-
tion if it applied to any prior payment or dis-
tribution during the 12-month period ending 
on the date of the payment or distribution. 

‘‘(5) CHANGE IN ACCOUNT HOLDER.—Any 
change in the account holder of a KIDSAVE 
account shall not be treated as a distribution 
for purposes of paragraph (1) if the new ac-
count holder is a member of the family (as so 
defined) of the old account holder. 

‘‘(6) SPECIAL RULES FOR DEATH AND DI-
VORCE.—Rules similar to the rules of para-
graphs (7) and (8) of section 220(f) shall apply. 

‘‘(d) TAX TREATMENT OF ACCOUNTS.—Rules 
similar to the rules of paragraphs (2) and (4) 
of section 408(e) shall apply to any KIDSAVE 
account. 

‘‘(e) COMMUNITY PROPERTY LAWS.—This 
section shall be applied without regard to 
any community property laws. 

‘‘(f) CUSTODIAL ACCOUNTS.—For purposes of 
this section, a custodial account shall be 
treated as a trust if the assets of such ac-
count are held by a bank (as defined in sec-
tion 408(n)) or another person who dem-
onstrates, to the satisfaction of the Sec-
retary, that the manner in which he will ad-
minister 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 account 
described in subsection (b)(1). For purposes 
of this title, in the case of a custodial ac-
count treated as a trust by reason of the pre-
ceding sentence, the custodian of such ac-
count shall be treated as the trustee thereof. 

‘‘(g) REPORTS.—The trustee of a KIDSAVE 
account shall make such reports regarding 
such account to the Secretary and to the ac-
count holder with respect to contributions, 
distributions, and such other matters as the 
Secretary may require under regulations. 
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 by 
those regulations.’’ 

(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 subpara-
graph (E) as subparagraph (F), and by insert-
ing after subparagraph (D) the following new 
subparagraph: 

‘‘(E) A KIDSAVE account described in sec-
tion 530, or’’. 

(2) SPECIAL RULE.—Subsection (c) of sec-
tion 4975 is amended by adding at the end of 
subsection (c) the following new paragraph: 

‘‘(5) SPECIAL RULE FOR KIDSAVE AC-
COUNTS.—An individual for whose benefit a 
KIDSAVE account is established and any 
contributor to such account shall be exempt 
from the tax imposed by this section with re-
spect to any transaction concerning such ac-
count (which would otherwise be taxable 
under this section) if section 530(d) applies 
with respect to such transaction.’’ 

(c) FAILURE TO PROVIDE REPORTS ON 
KIDSAVE ACCOUNTS.—Paragraph (2) of sec-
tion 6693(a) (relating to failure to provide re-

ports on individual retirement accounts or 
annuities) is amended by striking ‘‘and’’ at 
the end of subparagraph (B), by striking the 
period at the end of subparagraph (C) and in-
serting ‘‘, and’’, and by adding at the end the 
following new subparagraph: 

‘‘(D) Section 530(g) (relating to KIDSAVE 
retirement accounts).’’ 

(d) TECHNICAL AMENDMENTS.— 
(1) Subparagraph (F) of section 26(b)(2), as 

added by the preceding section, is amended 
by inserting before the comma ‘‘and section 
530(c)(3) (relating to additional tax on cer-
tain distributions from KIDSAVE ac-
counts)’’. 

(2) Subparagraph (C) of section 135(c)(2), as 
added by the preceding section, is amended 
by inserting ‘‘, or to a KIDSAVE account (as 
defined in section 530) on behalf of an ac-
count holder (as defined in such section),’’ 
after ‘‘(as defined in such section)’’. 

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

‘‘Sec. 530. KIDSAVE accounts.’’ 

(e) 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 EM-

PLOYER-PROVIDED EDUCATIONAL 
ASSISTANCE. 

(a) IN GENERAL.—Section 127 (relating to 
educational assistance programs) is amended 
by striking subsection (d) and by redesig-
nating subsection (e) as subsection (d). 

(b) REPEAL OF LIMITATION ON GRADUATE 
EDUCATION.—The last sentence of section 
127(c)(1) is amended by striking ‘‘, and such 
term also does not include any payment for, 
or the provision of any benefits with respect 
to, any graduate level course of a kind nor-
mally taken by an individual pursuing a pro-
gram leading to a law, business, medical, or 
other advanced academic or professional de-
gree’’. 

(c) EFFECTIVE DATES.— 
(1) EXTENSION.—The amendments made by 

subsection (a) shall apply to taxable years 
beginning after December 31, 1996. 

(2) GRADUATE EDUCATION.—The amendment 
made by subsection (b) shall apply with re-
spect to expenses relating to courses begin-
ning after December 31, 1996. 
SEC. 222. REPEAL OF LIMITATION ON QUALIFIED 

501(c)(3) BONDS OTHER THAN HOS-
PITAL 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 sub-
section shall not apply with respect to bonds 
issued after the date of the enactment of this 
paragraph to finance capital expenditures in-
curred after such date.’’ 
SEC. 223. TAX CREDIT FOR PUBLIC ELEMENTARY 

AND SECONDARY SCHOOL CON-
STRUCTION. 

(a) IN GENERAL.—Subpart B of part IV of 
subchapter A of chapter 1 (relating to gen-
eral business credits) is amended by adding 
at the end the following new section: 
‘‘SEC. 45B. CREDIT FOR PUBLIC ELEMENTARY 

AND SECONDARY SCHOOL CON-
STRUCTION. 

‘‘(a) IN GENERAL.—For purposes of section 
38, the amount of the school construction 
credit determined under this section for an 
eligible taxpayer for any taxable year with 
respect to an eligible school construction 
project shall be an amount equal to the less-
er of— 

‘‘(1) the applicable percentage of the quali-
fied school construction costs, or 

‘‘(2) the excess (if any) of— 
‘‘(A) the taxpayer’s allocable school con-

struction amount with respect to such 
project under subsection (d), over 

‘‘(B) any portion of such allocable amount 
used under this section for preceding taxable 
years. 

‘‘(b) ELIGIBLE TAXPAYER; ELIGIBLE SCHOOL 
CONSTRUCTION PROJECT.—For purposes of 
this section— 

‘‘(1) ELIGIBLE TAXPAYER.—The term ‘eligi-
ble taxpayer’ means any person which— 

‘‘(A) has entered into a contract with a 
local educational agency for the performance 
of construction or related activities in con-
nection with an eligible school construction 
project, and 

‘‘(B) has received an allocable school con-
struction amount with respect to such con-
tract under subsection (d). 

‘‘(2) ELIGIBLE SCHOOL CONSTRUCTION 
PROJECT.— 

‘‘(A) IN GENERAL.—The term ‘eligible 
school construction project’ means any 
project related to a public elementary school 
or secondary school that is conducted for 1 
or more of the following purposes: 

‘‘(i) Construction of school facilities in 
order to ensure the health and safety of all 
students, which may include— 

‘‘(I) the removal of environmental hazards, 
‘‘(II) improvements in air quality, plumb-

ing, lighting, heating and air conditioning, 
electrical systems, or basic school infra-
structure, and 

‘‘(III) building improvements that increase 
school safety. 

‘‘(ii) Construction activities needed to 
meet the requirements of section 504 of the 
Rehabilitation Act of 1973 (29 U.S.C. 794) or 
of the Americans with Disabilities Act of 
1990 (42 U.S.C. 12101 et seq.). 

‘‘(iii) Construction activities that increase 
the energy efficiency of school facilities. 

‘‘(iv) Construction that facilitates the use 
of modern educational technologies. 

‘‘(v) Construction of new school facilities 
that are needed to accommodate growth in 
school enrollments. 

‘‘(vi) Such other construction as the Sec-
retary of Education determines appropriate. 

‘‘(B) SPECIAL RULES.—For purposes of this 
paragraph— 

‘‘(i) the term ‘construction’ includes recon-
struction, renovation, or other substantial 
rehabilitation, and 

‘‘(ii) an eligible school construction project 
shall not include the costs of acquiring land 
(or any costs related to such acquisition). 

‘‘(c) QUALIFIED SCHOOL CONSTRUCTION 
COSTS; APPLICABLE PERCENTAGE.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualified 
school construction costs’ means the aggre-
gate amounts paid to an eligible taxpayer 
during the taxable year under the contract 
described in subsection (b)(1). 

‘‘(2) APPLICABLE PERCENTAGE.—The term 
‘applicable percentage’ means, in the case of 
an eligible school construction project re-
lated to a local educational agency, the high-
er of the following percentages: 

‘‘(A) If the local educational agency has a 
percentage or number of children described 
in clause (i)(I) or (ii)(I) of section 
1125(c)(2)(A) of the Elementary and Sec-
ondary Education Act of 1965 (20 U.S.C. 
6335(c)(2)(A)), the applicable percentage is 10 
percent. 

‘‘(B) If the local educational agency has a 
percentage or number of children described 
in clause (i)(II) or (ii)(II) of such section, the 
applicable percentage is 15 percent. 

‘‘(C) If the local educational agency has a 
percentage or number of children described 
in clause (i)(III) or (ii)(III) of such section, 
the applicable percentage is 20 percent. 

‘‘(D) If the local educational agency has a 
percentage or number of children described 
in clause (i)(IV) or (ii)(IV) of such section, 
the applicable percentage is 25 percent. 
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‘‘(E) If the local educational agency has a 

percentage or number of children described 
in clause (i)(V) or (ii)(V) of such section, the 
applicable percentage is 30 percent. 

‘‘(d) ALLOCABLE AMOUNT.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—Subject to paragraph (3), 
a local educational agency may allocate to 
any person a school construction amount 
with respect to any eligible school construc-
tion project. 

‘‘(2) TIME FOR MAKING ALLOCATION.—An al-
location shall be taken into account under 
paragraph (1) only if the allocation is made 
at the time the contract described in sub-
section (b)(1) is entered into (or such later 
time as the Secretary may by regulation 
allow). 

‘‘(3) COORDINATION WITH STATE PROGRAM.— 
A local educational agency may not allocate 
school construction amounts for any cal-
endar year— 

‘‘(A) which in the aggregate exceed the 
amount of the State school construction 
ceiling allocated to such agency for such cal-
endar year under subsection (e), and 

‘‘(B) which is consistent with any specific 
allocation required by the State or this sec-
tion. 

‘‘(e) STATE CEILINGS AND ALLOCATION.— 
‘‘(1) IN GENERAL.—A State educational 

agency shall allocate to local educational 
agencies within the State for any calendar 
year a portion of the State school construc-
tion ceiling for such year. Such allocations 
shall be consistent with the State applica-
tion which has been approved under sub-
section (f) and with any requirement of this 
section. 

‘‘(2) STATE SCHOOL CONSTRUCTION CEILING.— 
‘‘(A) IN GENERAL.—The State school con-

struction ceiling for any State for any cal-
endar year shall be an amount equal to the 
State’s allocable share of the national school 
construction amount. 

‘‘(B) STATE’S ALLOCABLE SHARE.—The 
State’s allocable share of the national school 
construction amount for a fiscal year shall 
bear the same relation to the national school 
construction amount for the fiscal year as 
the amount the State received under section 
1124 of the Elementary and Secondary Edu-
cation Act of 1965 (20 U.S.C. 6333) for the pre-
ceding fiscal year bears to the total amount 
received by all States under such section for 
such preceding fiscal year. 

‘‘(C) NATIONAL SCHOOL CONSTRUCTION 
AMOUNT.—The national school construction 
amount is $750,000,000 for each of calendar 
years 1998, 1999, 2000, 2001, and 2002, reduced 
by any amount described in paragraph (3). 

‘‘(3) SPECIAL ALLOCATIONS FOR INDIAN 
TRIBES AND TERRITORIES.— 

‘‘(A) ALLOCATION TO INDIAN TRIBES.—The 
national school construction amount under 
paragraph (2)(C) shall be reduced by 1.5 per-
cent for each calendar year and the Sec-
retary of Interior shall allocate such amount 
among Indian tribes according to their re-
spective need for assistance under this sec-
tion. 

‘‘(B) ALLOCATION TO TERRITORIES.—The na-
tional school construction amount under 
paragraph (2)(C) shall be reduced by 0.5 per-
cent for each calendar year and the Sec-
retary of Education shall allocate such 
amount among the territories according to 
their respective need for assistance under 
this section. 

‘‘(4) REALLOCATION.—If the Secretary of 
Education determines that a State is not 
making satisfactory progress in carrying out 
the State’s plan for the use of funds allo-
cated to the State under this section, the 
Secretary may reallocate all or part of the 
State school construction ceiling to 1 or 
more other States that are making satisfac-
tory progress. 

‘‘(e) STATE APPLICATION.— 
‘‘(1) IN GENERAL.—A State educational 

agency shall not be eligible to allocate any 
amount to a local educational agency for 
any calendar year unless the agency submits 
to the Secretary of Education (and the Sec-
retary approves) an application containing 
such information as the Secretary may re-
quire, including— 

‘‘(A) an estimate of the overall condition of 
school facilities in the State, including the 
projected cost of upgrading schools to ade-
quate condition; 

‘‘(B) an estimate of the capacity of the 
schools in the State to house projected stu-
dent enrollments, including the projected 
cost of expanding school capacity to meet 
rising student enrollment; 

‘‘(C) the extent to which the schools in the 
State have the basic infrastructure elements 
necessary to incorporate modern technology 
into their classrooms, including the pro-
jected cost of upgrading school infrastruc-
ture to enable the use of modern technology 
in classrooms; 

‘‘(D) the extent to which the schools in the 
State offer the physical infrastructure need-
ed to provide a high-quality education to all 
students; and 

‘‘(E) an identification of the State agency 
that will allocate credit amounts to local 
educational agencies within the State. 

‘‘(2) SPECIFIC ITEMS IN ALLOCATION.—The 
State shall include in the State’s application 
the process by which the State will allocate 
the credits to local educational agencies 
within the State. The State shall consider in 
its allocation process the extent to which— 

‘‘(A) the school district served by the local 
educational agency has— 

‘‘(i) a high number or percentage of the 
total number of children aged 5 to 17, inclu-
sive, in the State who are counted under sec-
tion 1124(c) of the Elementary and Secondary 
Education Act of 1965 (20 U.S.C. 6333(c)); or 

‘‘(ii) a high percentage of the total number 
of low-income residents in the State; 

‘‘(B) the local educational agency lacks the 
fiscal capacity, including the ability to raise 
funds through the full use of such agency’s 
bonding capacity and otherwise, to under-
take the eligible school construction project 
without assistance; 

‘‘(C) the local area makes an unusually 
high local tax effort, or has a history of 
failed attempts to pass bond referenda; 

‘‘(D) the local area contains a significant 
percentage of federally owned land that is 
not subject to local taxation; 

‘‘(E) the threat the condition of the phys-
ical facility poses to the safety and well- 
being of students; 

‘‘(F) there is a demonstrated need for the 
construction, reconstruction, renovation, or 
rehabilitation based on the condition of the 
facility; 

‘‘(G) the extent to which the facility is 
overcrowded; and 

‘‘(H) the extent to which assistance pro-
vided will be used to support eligible school 
construction projects that would not other-
wise be possible to undertake. 

‘‘(3) IDENTIFICATION OF AREAS.—The State 
shall include in the State’s application the 
process by which the State will identify the 
areas of greatest needs (whether those areas 
are in large urban centers, pockets of rural 
poverty, fast-growing suburbs, or elsewhere) 
and how the State intends to meet the needs 
of those areas. 

‘‘(4) ALLOCATIONS ON BASIS OF APPLICA-
TION.—The Secretary of Education shall 
evaluate applications submitted under this 
subsection and shall approve any such appli-
cation which meets the requirements of this 
section. 

‘‘(g) REQUIRED ALLOCATIONS.—Notwith-
standing any process for allocation under a 

State application under subsection (f), in the 
case of a State which contains 1 or more of 
the 100 school districts within the United 
States which contains the largest number of 
poor children (as determined by the Sec-
retary of Education), the State shall allocate 
each calendar year to the local educational 
agency serving such districts that portion of 
the State school construction ceiling which 
bears the same ratio to such ceiling as the 
number of children in such district for the 
preceding calendar year who are counted for 
purposes of section 1124(c) of the Elementary 
and Secondary Education Act of 1965 (20 
U.S.C. 6333(c)) bears to the total number of 
children in such State who are so counted. 

‘‘(h) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) ELEMENTARY SCHOOL; LOCAL EDU-
CATIONAL AGENCY; SECONDARY SCHOOL; STATE 
EDUCATIONAL AGENCY.—The terms ‘elemen-
tary school’, ‘local educational agency’, ‘sec-
ondary school’, and ‘State educational agen-
cy’ have the meanings given the terms in 
section 14101 of the Elementary and Sec-
ondary Education Act of 1965 (20 U.S.C. 8801). 

‘‘(2) TERRITORIES.—The term ‘territories’ 
means the United States Virgin Islands, 
Guam, American Samoa, the Commonwealth 
of the Northern Mariana Islands, the Repub-
lic of the Marshall Islands, the Federated 
States of Micronesia, and the Republic of 
Palau. 

‘‘(3) STATE.—The term ‘State’ means each 
of the several States of the United States, 
the District of Columbia, and the Common-
wealth of Puerto Rico.’’ 

(b) INCLUSION IN GENERAL BUSINESS CRED-
IT.— 

(1) IN GENERAL.—Section 38(b) is amended 
by striking ‘‘plus’’ at the end of paragraph 
(11), by striking the period at the end of 
paragraph (12) and inserting ‘‘, plus’’, and by 
adding at the end the following new para-
graph: 

‘‘(13) the school construction credit deter-
mined under section 45D(a).’’ 

(2) TRANSITION RULE.—Section 39(d) is 
amended by adding at the end the following 
new paragraph: 

‘‘(8) NO CARRYBACK OF SECTION 45D CREDIT 
BEFORE ENACTMENT.—No portion of the un-
used business credit for any taxable year 
which is attributable to the school construc-
tion credit determined under section 45D 
may be carried back to a taxable year ending 
before the date of the enactment of section 
45D.’’ 

(c) CONFORMING AMENDMENT.—The table of 
sections for subpart D of part IV of sub-
chapter A of chapter 1 is amended by adding 
at the end the following new item: 

‘‘Sec. 45B. Credit for public elementary and 
secondary school construc-
tion.’’ 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
SEC. 224. CONTRIBUTIONS OF COMPUTER TECH-

NOLOGY AND EQUIPMENT FOR ELE-
MENTARY OR SECONDARY SCHOOL 
PURPOSES. 

(a) CONTRIBUTIONS OF COMPUTER TECH-
NOLOGY 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 PUR-
POSES.— 

‘‘(A) LIMIT ON REDUCTION.—In the case of a 
qualified elementary or secondary edu-
cational 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 
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this paragraph, the term ‘qualified elemen-
tary or secondary educational contribution’ 
means a charitable contribution by a cor-
poration of any computer technology or 
equipment, but only if— 

‘‘(i) the contribution is to— 
‘‘(I) an educational organization described 

in subsection (b)(1)(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 edu-
cation, 

‘‘(ii) the contribution is made not later 
than 2 years after the date the taxpayer ac-
quired the property (or in the case of prop-
erty constructed by the taxpayer, the date 
the construction of the property is substan-
tially completed), 

‘‘(iii) 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 K–12 that are related to the 
purpose or function of the organization or 
entity, 

‘‘(iv) the property is not transferred by the 
donee in exchange for money, other prop-
erty, or services, except for shipping, instal-
lation and transfer costs, 

‘‘(v) the property will fit productively into 
the entity’s education plan, and 

‘‘(vi) the entity’s use and disposition of the 
property will be in accordance with the pro-
visions of clauses (iii) and (iv). 

‘‘(C) CONTRIBUTION TO PRIVATE FOUNDA-
TION.—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 pur-
poses of this paragraph if— 

‘‘(i) the contribution to the private founda-
tion satisfies the requirements of clauses (ii) 
and (iv) of subparagraph (B), and 

‘‘(ii) within 30 days after such contribu-
tion, the private foundation— 

‘‘(I) contributes the property to an entity 
described in clause (i) of subparagraph (B) 
that satisfies the requirements of clauses 
(iii) through (vi) of subparagraph (B), and 

‘‘(II) notifies the donor of such contribu-
tion. 

‘‘(D) SPECIAL RULE RELATING TO CONSTRUC-
TION 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 EQUIP-
MENT.—The term ‘computer technology or 
equipment’ means computer software (as de-
fined by section 197(e)(3)(B)), computer or pe-
ripheral 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 para-
graph (4)(D).’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after the calendar year in 
which this Act is enacted. 
SEC. 225. INCREASE IN ARBITRAGE REBATE EX-

CEPTION FOR GOVERNMENTAL 
BONDS USED TO FINANCE EDU-
CATION FACILITIES. 

(a) IN GENERAL.—Section 148(f)(4)(D) (relat-
ing to exception for governmental units 
issuing $5,000,000 or less of bonds) is amended 
by adding at the end the following new 
clause: 

‘‘(vii) INCREASE IN EXCEPTION FOR BONDS FI-
NANCING PUBLIC SCHOOL CAPITAL EXPENDI-
TURES.—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 sub-
paragraph (C)(iv)) of public school facili-
ties.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after December 31, 1997. 
SEC. 226. 2-PERCENT FLOOR ON MISCELLANEOUS 

ITEMIZED DEDUCTIONS NOT TO 
APPLY TO CERTAIN CONTINUING 
EDUCATION EXPENSES OF ELEMEN-
TARY AND SECONDARY SCHOOL 
TEACHERS. 

(a) IN GENERAL.—Section 67(b) (defining 
miscellaneous itemized deductions) is 
amended by striking ‘‘and’’ at the end of 
paragraph (11), by striking the period at the 
end of paragraph (12) and inserting ‘‘, and’’, 
and by adding at the end the following: 

‘‘(13) any deduction allowable for the quali-
fied professional development expenses of an 
eligible teacher.’’ 

(b) DEFINITIONS.—Section 67 is amended by 
adding at the end the following new sub-
section: 

‘‘(g) QUALIFIED PROFESSIONAL DEVELOP-
MENT EXPENSES OF ELIGIBLE TEACHERS.—For 
purposes of subsection (b)(13)— 

‘‘(1) QUALIFIED PROFESSIONAL DEVELOPMENT 
EXPENSES.— 

‘‘(A) IN GENERAL.—The term ‘qualified pro-
fessional development expenses’ means ex-
penses— 

‘‘(i) for tuition, fees, books, supplies, equip-
ment, and transportation required for the 
enrollment or attendance of an individual in 
a qualified course of instruction, and 

‘‘(ii) with respect to which a deduction is 
allowable under section 162 (determined 
without regard to this section). 

‘‘(B) QUALIFIED COURSE OF INSTRUCTION.— 
The term ‘qualified course of instruction’ 
means a course of instruction which— 

‘‘(i) is at an institution of higher education 
(as defined in section 481 of the Higher Edu-
cation Act of 1965 (20 U.S.C. 1088), as in effect 
on the date of the enactment of this sub-
section), and 

‘‘(ii) is part of a program of professional 
development which is approved and certified 
by the appropriate local educational agency 
as directly related to the improvement of the 
individual’s capacity to use learning tech-
nology in teaching. 

‘‘(C) LOCAL EDUCATIONAL AGENCY.—The 
term ‘local educational agency’ has the 
meaning given such term by section 14101 of 
the Elementary and Secondary Education 
Act of 1965, as so in effect. 

‘‘(2) ELIGIBLE TEACHER.— 
‘‘(A) IN GENERAL.—The term ‘eligible 

teacher’ means an individual who— 
‘‘(i) is a kindergarten through grade 12 

teacher in an elementary or secondary 
school, and 

‘‘(ii) has completed at least 2 academic 
years as a teacher described in subparagraph 
(A) before the qualified professional develop-
ment expenses of the individual have been 
incurred. 

‘‘(B) ELEMENTARY OR SECONDARY SCHOOL.— 
The terms ‘elementary school’ and ‘sec-
ondary school’ have the meanings given such 
terms by section 14101 of the Elementary and 
Secondary Education Act of 1965 (20 U.S.C. 
8801), as so in effect.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
TITLE III—TAX RELIEF FOR FAMILY SAV-

INGS AND BUSINESS CAPITAL FORMA-
TION 
Subtitle A—Tax Relief for Family Savings 

SEC. 301. CAPITAL GAINS DEDUCTION. 
(a) IN GENERAL.—Part I of subchapter P of 

chapter 1 (relating to treatment of capital 
gains) is amended by redesignating section 
1202 as section 1203 and by inserting after 
section 1201 the following new section: 
‘‘SEC. 1202. CAPITAL GAINS DEDUCTION. 

‘‘(a) GENERAL RULE.—If for any taxable 
year a taxpayer other than a corporation has 

a net capital gain, there shall be allowed as 
a deduction an amount equal to 30 percent of 
the taxpayer’s qualified 3-year gain for such 
taxable year. 

‘‘(b) QUALIFIED 3-YEAR GAIN.—For purposes 
of this section, the term ‘qualified 3-year 
gain’ means the lesser of— 

‘‘(1) net capital gain, or 
‘‘(2) the amount of gain from the sale or 

exchange of capital assets held more than 3 
years. 

‘‘(c) ESTATES AND TRUSTS.—In the case of 
an estate or trust, the deduction shall be 
computed by excluding the portion (if any) of 
the gains for the taxable year from sales or 
exchanges of capital assets which, under sec-
tions 652 and 662 (relating to inclusions of 
amounts in gross income of beneficiaries of 
trusts), is includible by the income bene-
ficiaries as gain derived from the sale or ex-
change of capital assets. 

‘‘(d) COORDINATION WITH TREATMENT OF 
CAPITAL GAIN UNDER LIMITATION ON INVEST-
MENT INTEREST.—For purposes of this sec-
tion, 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). 

‘‘(e) ADJUSTMENTS TO NET CAPITAL GAIN.— 
For purposes of this section— 

‘‘(1) COLLECTIBLES.— 
‘‘(A) IN GENERAL.—Net capital gain shall be 

computed without regard to collectibles 
gain. 

‘‘(B) COLLECTIBLES GAIN.— 
‘‘(i) 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 in-
come. 

‘‘(ii) PARTNERSHIPS, ETC.—For purposes of 
clause (i), any gain from the sale of an inter-
est in a partnership, S corporation, or trust 
which is attributable to unrealized apprecia-
tion 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. 

‘‘(2) GAIN FROM SMALL BUSINESS STOCK.— 
Net capital gain shall be computed without 
regard to any gain from the sale or exchange 
of any qualified small business stock (within 
the meaning of section 1203(c)) held more 
than 5 years which is taken into account in 
computing gross income. 

‘‘(3) PRE-EFFECTIVE DATE GAIN.— 
‘‘(A) IN GENERAL.—In the case of a taxable 

year which includes May 7, 1997, net capital 
gain shall be computed without regard to 
pre-effective date gain. 

‘‘(B) PRE-EFFECTIVE DATE GAIN.—The term 
‘pre-effective date gain’ means the amount 
which would be net capital gain under sub-
section (a) for a taxable year if such net cap-
ital gain were determined by taking into ac-
count only gain or loss properly taken into 
account for the portion of the taxable year 
before May 7, 1997. 

‘‘(C) SPECIAL RULES FOR PASS-THRU ENTI-
TIES.— 

‘‘(i) IN GENERAL.—In applying subparagraph 
(A) with respect to any pass-thru entity, the 
determination of when gains and losses are 
properly taken into account shall be made at 
the entity level. 

‘‘(ii) PASS-THRU ENTITY DEFINED.—For pur-
poses of clause (i), the term ‘pass-thru enti-
ty’ means— 

‘‘(I) a regulated investment company, 
‘‘(II) a real estate investment trust, 
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‘‘(III) an S corporation, 
‘‘(IV) a partnership, 
‘‘(V) an estate or trust, and 
‘‘(VI) a common trust fund. 
‘‘(f) MAXIMUM RATE ON NONDEDUCTIBLE 

CAPITAL GAIN.— 
‘‘(1) IN GENERAL.—If a taxpayer other than 

a corporation has a nondeductible net cap-
ital gain for any taxable year, then the tax 
imposed by section 1 for the taxable year 
shall not exceed the sum of— 

‘‘(A) a tax computed on the taxable income 
reduced by the amount of the nondeductible 
net capital gain, at the same rates and in the 
same manner as if this subsection had not 
been enacted, plus 

‘‘(B) a tax of 28 percent of the nondeduct-
ible net capital gain. 

‘‘(2) NONDEDUCTIBLE NET CAPITAL GAIN.— 
For purposes of paragraph (1), the term ‘non-
deductible net capital gain’ means an 
amount equal to net capital gain, reduced by 
the amount of gain to which subsection (a) 
applies.’’ 

(b) DEDUCTION ALLOWABLE IN COMPUTING 
ADJUSTED GROSS INCOME.—Subsection (a) of 
section 62 is amended by inserting after 
paragraph (16) the following new paragraph: 

‘‘(17) LONG-TERM CAPITAL GAINS.—The de-
duction allowed by section 1202.’’ 

(c) TECHNICAL AND CONFORMING CHANGES.— 
(1)(A) Section 1 is amended by striking 

subsection (h). 
(B) Section 641(d)(2)(A) is amended by 

striking ‘‘Except as provided in section 1(h), 
the’’ and inserting ‘‘The’’. 

(2) Paragraph (1) of section 170(e) is amend-
ed by striking ‘‘the amount of gain’’ in the 
material following subparagraph (B)(ii) and 
inserting ‘‘the amount of gain (70 percent of 
such gain in the case of property other than 
a collectible held more than 3 years)’’. 

(3) Subparagraph (B) of section 172(d)(2) is 
amended to read as follows: 

‘‘(B) the deduction under section 1202 shall 
not be allowed.’’ 

(4) The last sentence of section 453A(c)(3) is 
amended by striking all that follows ‘‘long- 
term capital gain,’’ and inserting ‘‘the max-
imum rate on net capital gain under section 
1201 or the deduction, or maximum rate 
under section 1202 (whichever is appropriate) 
shall be taken into account.’’ 

(5) Paragraph (4) of section 642(c) is amend-
ed to read as follows: 

‘‘(4) ADJUSTMENTS.—To the extent that the 
amount otherwise allowable as a deduction 
under this subsection consists of gain from 
the sale or exchange of capital assets held 
for more than 3 years, proper adjustment 
shall be made for any deduction allowable to 
the estate or trust under section 1202 (relat-
ing to capital gains deduction). In the case of 
a trust, the deduction allowed by this sub-
section shall be subject to section 681 (relat-
ing to unrelated business income).’’ 

(6) The last sentence of section 643(a)(3) is 
amended to read as follows: ‘‘The deduction 
under section 1202 (relating to capital gains 
deduction) shall not be taken into account.’’ 

(7) Subparagraph (C) of section 643(a)(6) is 
amended by inserting ‘‘(i)’’ before ‘‘there 
shall’’ and by inserting before the period ‘‘, 
and (ii) the deduction under section 1202 (re-
lating to capital gains deduction) shall not 
be taken into account’’. 

(8)(A) Paragraph (2) of section 904(b) is 
amended by striking subparagraph (A), by 
redesignating subparagraph (B) as subpara-
graph (A), and by inserting after subpara-
graph (A) (as so redesignated) the following 
new subparagraph: 

‘‘(B) OTHER TAXPAYERS.—In the case of a 
taxpayer other than a corporation, taxable 
income from sources outside the United 
States shall include gain from the sale or ex-
change of capital assets only to the extent of 
foreign source capital gain net income.’’ 

(B) Subparagraph (A) of section 904(b)(2), as 
so redesignated, is amended— 

(i) by striking all that precedes clause (i) 
and inserting the following: 

‘‘(A) CORPORATIONS.—In the case of a cor-
poration—’’, and 

(ii) by striking in clause (i) ‘‘in lieu of ap-
plying subparagraph (A),’’. 

(C) Paragraph (3) of section 904(b) is 
amended by striking subparagraphs (D) and 
(E) and inserting the following new subpara-
graph: 

‘‘(D) RATE DIFFERENTIAL PORTION.—The 
rate differential portion of foreign source net 
capital gain, net capital gain, or the excess 
of net capital gain from sources within the 
United States over net capital gain, as the 
case may be, is the same proportion of such 
amount as the excess of the highest rate of 
tax specified in section 11(b) over the alter-
native rate of tax under section 1201(a) bears 
to the highest rate of tax specified in section 
11(b).’’ 

(D) Clause (v) of section 593(b)(2)(D) is 
amended— 

(i) by striking ‘‘if there is a capital gain 
rate differential (as defined in section 
904(b)(3)(D)) for the taxable year,’’, and 

(ii) by striking ‘‘section 904(b)(3)(E)’’ and 
inserting ‘‘section 904(b)(3)(D)’’. 

(9) The last sentence of section 1044(d) is 
amended by striking ‘‘1202’’ and inserting 
‘‘1203’’. 

(10) Paragraph (1) of section 1402(i) is 
amended by inserting ‘‘, and the deduction 
provided by section 1202 shall not apply’’ be-
fore the period at the end thereof. 

(d) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter P of chapter 
1 is amended by striking the item relating to 
section 1202 and by inserting after the item 
relating to section 1201 the following new 
items: 

‘‘Sec. 1202. Capital gains deduction. 
‘‘Sec. 1203. 50-percent exclusion for gain 

from certain small business 
stock.’’ 

(e) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as otherwise pro-

vided in this subsection, the amendments 
made by this section shall apply to taxable 
years ending after May 6, 1997. 

(2) CONTRIBUTIONS.—The amendment made 
by subsection (c)(2) shall apply to contribu-
tions after May 6, 1997. 
SEC. 302. FAMILY DIVIDEND EXCLUSION. 

(a) IN GENERAL.—Part III of subchapter B 
of chapter 1 (relating to amounts specifically 
excluded from gross income) is amended by 
inserting after section 115 the following new 
section: 
‘‘SEC. 116. PARTIAL EXCLUSION OF DIVIDENDS 

RECEIVED BY INDIVIDUALS. 
‘‘(a) EXCLUSION FROM GROSS INCOME.—In 

the case of taxable years beginning after De-
cember 31, 2002, gross income does not in-
clude 30 percent of the amount of eligible 
dividends received during the taxable year 
by an individual. 

‘‘(b) ELIGIBLE DIVIDENDS.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘eligible divi-
dends’ means, for any taxable year, the por-
tion of the dividends from domestic corpora-
tions not in excess of $250 ($500 in the case of 
a joint return). 

‘‘(2) CERTAIN DIVIDENDS EXCLUDED.—Such 
term shall not include any dividend from a 
corporation which, for the taxable year of 
the corporation in which the distribution is 
made, or for the next preceding taxable year 
of the corporation, is a corporation exempt 
from tax under section 501 (relating to cer-
tain charitable, etc., organization) or section 
521 (relating to farmers’ cooperative associa-
tions). 

‘‘(c) SPECIAL RULES.—For purposes of this 
section— 

‘‘(1) DISTRIBUTIONS FROM REGULATED IN-
VESTMENT COMPANIES AND REAL ESTATE IN-
VESTMENT TRUSTS.—Subsection (a) shall 
apply with respect to distributions by— 

‘‘(A) regulated investment companies to 
the extent provided in section 854(c), and 

‘‘(B) real estate investment trusts to the 
extent provided in section 857(c). 

‘‘(2) DISTRIBUTIONS BY A TRUST.—For pur-
poses of subsection (a), the amount of eligi-
ble dividends properly allocable to a bene-
ficiary under section 652 or 662 shall be 
deemed to have been received by the bene-
ficiary ratably on the same date that the 
dividends were received by the estate or 
trust. 

‘‘(3) CERTAIN NONRESIDENT ALIENS INELI-
GIBLE FOR EXCLUSION.—In the case of a non-
resident alien individual, subsection (a) shall 
apply only— 

‘‘(A) in determining the tax imposed for 
the taxable year pursuant to section 871(b)(1) 
and only in respect of eligible dividends 
which are effectively connected with the 
conduct of a trade or business within the 
United States, or 

‘‘(B) in determining the tax imposed for 
the taxable year pursuant to section 877(b).’’ 

(b) CLERICAL AND CONFORMING AMEND-
MENTS.— 

(1) The table of sections for part III of sub-
chapter B of chapter 1 is amended by insert-
ing after the item relating to section 115 the 
following new item: 

‘‘Sec. 116. Partial exclusion of dividends re-
ceived by individuals.’’ 

(2) Subsection (c) of section 584 is amended 
by adding at the end the following new flush 
sentence: 
‘‘The proportionate share of each participant 
in the amount of dividends received by the 
common trust fund and to which section 116 
applies shall be considered for purposes of 
such section as having been received by such 
participant.’’ 

(3) Subsection (a) of section 643 is amended 
by inserting after paragraph (6) the following 
new paragraph: 

‘‘(7) DIVIDENDS.—There shall be included 
the amount of any dividends excluded from 
gross income pursuant to section 116.’’ 

(4) Section 854 is amended by adding at the 
end the following new subsection: 

‘‘(c) TREATMENT UNDER SECTION 116.— 
‘‘(1) IN GENERAL.—For purposes of section 

116, in the case of any dividend (other than a 
dividend described in subsection (a)) received 
from a regulated investment company which 
meets the requirements of section 852 for the 
taxable year in which it paid the dividend— 

‘‘(A) the entire amount of such dividend 
shall be treated as a dividend if the aggre-
gate dividends received by such company 
during the taxable year equal or exceed 75 
percent of its gross income, or 

‘‘(B) if subparagraph (A) does not apply, a 
portion of such dividend shall be treated as a 
dividend (and a portion of such dividend 
shall be treated as interest) based on the por-
tion of the company’s gross income which 
consists of aggregate dividends. 

‘‘(2) NOTICE TO SHAREHOLDERS.—The 
amount of any distribution by a regulated 
investment company which may be taken 
into account as a dividend for purposes of 
the exclusion under section 116 shall not ex-
ceed the amount so designated by the com-
pany in a written notice to its shareholders 
mailed not later than 45 days after the close 
of its taxable year. 

‘‘(3) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) the term ‘gross income’ does not in-
clude gain from the sale or other disposition 
of stock or securities, and 
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‘‘(B) the term ‘aggregate dividends re-

ceived’ includes only dividends received from 
domestic corporations other than dividends 
described in section 116(b)(2). 
In determining the amount of any dividend 
for purposes of subparagraph (B), the rules 
provided in section 116(c)(1) (relating to cer-
tain distributions) shall apply.’’ 

(5) Subsection (c) of section 857 is amended 
to read as follows: 

‘‘(c) LIMITATIONS APPLICABLE TO DIVIDENDS 
RECEIVED FROM REAL ESTATE INVESTMENT 
TRUSTS.—For purposes of section 116 (relat-
ing to an exclusion for dividends received by 
individuals) and section 243 (relating to de-
ductions for dividends received by corpora-
tions), a dividend received from a real estate 
investment trust which meets the require-
ments of this part shall not be considered as 
a dividend. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply with respect 
to amounts received after December 31, 2002, 
in taxable years ending after such date. 
SEC. 303. 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 prin-
cipal residence by individual who has at-
tained age 55) is amended to read as follows: 
‘‘SEC. 121. EXCLUSION OF GAIN FROM SALE OF 

PRINCIPAL RESIDENCE. 
‘‘(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 resi-
dence for periods aggregating 2 years or 
more. 

‘‘(b) LIMITATIONS.— 
‘‘(1) IN GENERAL.—The amount of gain ex-

cluded 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 re-
turn for the taxable year of the sale or ex-
change of the property, 

‘‘(B) either spouse meets the ownership re-
quirements of subsection (a) with respect to 
such property, 

‘‘(C) both spouses meet the use require-
ments 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 EX-
CHANGE EVERY 2 YEARS.— 

‘‘(A) IN GENERAL.—Subsection (a) shall not 
apply to any sale or exchange by the tax-
payer 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 be-
fore 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 sub-
section (a) shall not apply and subsection 
(b)(3) shall not apply; but the amount of gain 
excluded from gross income under 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 ex-
cluded 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 tax-
payer to which subsection (a) applied and be-
fore the date of such sale or exchange, 
bears to 2 years. 

‘‘(2) SALES AND EXCHANGES TO WHICH SUB-
SECTION 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 

‘‘(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, unfore-
seen circumstances. 

‘‘(d) SPECIAL RULES.— 
‘‘(1) PROPERTY OF DECEASED SPOUSE.—For 

purposes of this section, in the case of an un-
married individual whose spouse is deceased 
on the date of the sale or exchange of prop-
erty, the period such unmarried individual 
owned such property shall include the period 
such deceased spouse owned such property 
before death. 

‘‘(2) 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 individual 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 in-
dividual’s principal residence during any pe-
riod of ownership while such individual’s 
spouse or former spouse is granted use of the 
property under a divorce or separation in-
strument (as defined in section 71(b)(2)). 

‘‘(3) TENANT-STOCKHOLDER IN COOPERATIVE 
HOUSING CORPORATION.—For purposes of this 
section, if the taxpayer holds stock as a ten-
ant-stockholder (as defined in section 216) in 
a cooperative housing corporation (as de-
fined in such section), then— 

‘‘(A) the holding requirements of sub-
section (a) shall 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. 

‘‘(4) INVOLUNTARY CONVERSIONS.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the destruction, theft, seizure, requisi-
tion, or condemnation of property shall be 
treated as the sale of such property. 

‘‘(B) APPLICATION OF SECTION 1033.—In ap-
plying 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 re-
gard to this section, reduced by the amount 
of gain not included in gross income pursu-
ant to this section. 

‘‘(C) PROPERTY ACQUIRED AFTER INVOLUN-
TARY CONVERSION.—If the basis of the prop-
erty sold or exchanged is determined (in 
whole or in part) under section 1033(b) (relat-
ing to basis of property acquired through in-
voluntary conversion), then the holding and 
use by the taxpayer of the converted prop-
erty shall be treated as holding and use by 
the taxpayer of the property sold or ex-
changed. 

‘‘(5) 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. 

‘‘(6) DETERMINATION OF USE DURING PERIODS 
OF OUT-OF-RESIDENCE CARE.—In the case of a 
taxpayer who— 

‘‘(A) becomes physically or mentally in-
capable of self-care, and 

‘‘(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 prop-
erty and resides in any facility (including a 
nursing home) licensed by a State or polit-
ical subdivision to care for an individual in 
the taxpayer’s condition. 

‘‘(7) DETERMINATION OF MARITAL STATUS.— 
In the case of any sale or exchange, for pur-
poses of this section— 

‘‘(A) the determination of whether an indi-
vidual is married shall be made as of the 
date of the sale or exchange, and 

‘‘(B) an individual legally separated from 
his spouse under a decree of divorce or of 
separate maintenance shall not be consid-
ered as married. 

‘‘(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 PAR-
TIES.—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 EXPATRI-
ATES.—This section shall not apply to any 
sale or exchange by an individual if the 
treatment provided by section 877(a)(1) ap-
plies 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 purposes of this 
section, in the case of property the acquisi-
tion of which by the taxpayer resulted under 
section 1034 (as in effect on the day before 
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 resi-
dence, there 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.—Sub-
section (e) of section 6045 (relating to return 
required in the case of real estate trans-
actions) 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— 
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‘‘(i) such residence is the principal resi-

dence (within the meaning of section 121) of 
the seller, 

‘‘(ii) if the Secretary requires the inclusion 
on the return under subsection (a) of infor-
mation as to whether there is federally sub-
sidized 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 in-
come 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’. 

‘‘(B) SELLER.—For purposes of this para-
graph, 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 ‘‘sec-
tion 121’’: sections 25(e)(7), 56(e)(1)(A), 
56(e)(3)(B)(i), 143(i)(1)(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)(11)(A). 

(2) Paragraph (4) of section 32(c) is amend-
ed by striking ‘‘(as defined in section 
1034(h)(3))’’ and by adding at the end the fol-
lowing new sentence: ‘‘For purposes of the 
preceding sentence, the term ‘extended ac-
tive 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 indefi-
nite period.’’ 

(3) Subparagraph (A) of 143(m)(6) is amend-
ed by inserting ‘‘(as in effect on the day be-
fore the date of the enactment of the Rev-
enue Reconciliation Act of 1997)’’ after 
‘‘1034(e)’’. 

(4) Subsection (e) of section 216 is amended 
by striking ‘‘such exchange qualifies for non-
recognition of gain under section 1034(f)’’ and 
inserting ‘‘such dwelling unit is used as his 
principal residence (within the meaning of 
section 121)’’. 

(5) Section 512(a)(3)(D) is amended by in-
serting ‘‘(as in effect on the day before the 
date of the enactment of the Revenue Rec-
onciliation 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 
Revenue Reconciliation Act of 1997)’’ after 
‘‘1034’’ and by inserting ‘‘(as so in effect)’’ 
after ‘‘1034(e)’’. 

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

‘‘(3) For exclusion from gross income of 
gain from involuntary conversion of prin-
cipal residence, see section 121.’’ 

(8) Subsection (e) of section 1038 is amend-
ed to read as follows: 

‘‘(e) PRINCIPAL RESIDENCES.—If— 
‘‘(1) subsection (a) applies to a reacquisi-

tion of real property with respect to the sale 
of which gain was not recognized under sec-
tion 121 (relating to gain on sale of principal 
residence); and 

‘‘(2) within 1 year after the date of the re-
acquisition 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 apply-
ing section 121, the resale of such property 
shall be treated as a part of the transaction 
constituting the original sale of such prop-
erty.’’ 

(9) Paragraph (7) of section 1223 is amended 
by inserting ‘‘(as in effect on the day before 
the date of the enactment of the Revenue 
Reconciliation Act of 1997)’’ after ‘‘1034’’. 

(10)(A) Subsection (d) of section 1250 is 
amended by striking paragraph (7) and by re-
designating paragraphs (9) and (10) as para-
graphs (7) and (8), respectively. 

(B) Subsection (e) of section 1250 is amend-
ed by striking paragraph (3). 

(11) Subsection (c) of section 6012 is amend-
ed by striking ‘‘(relating to one-time exclu-
sion of gain from sale of principal residence 
by individual who has attained age 55)’’ and 
inserting ‘‘(relating to gain from sale of prin-
cipal residence)’’. 

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

(13) Section 6504 is amended by striking 
paragraph (4) and by redesignating the suc-
ceeding 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 of such Code is 
amended by striking the item relating to 
section 1034. 

(e) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to sales and ex-
changes after May 6, 1997. 

(2) SALES BEFORE DATE OF ENACTMENT.—At 
the election of the taxpayer, the amend-
ments made by this section shall not apply 
to any sale or exchange before the date of 
the enactment of this Act. 

(3) 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) without 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 en-
actment of this Act) on such sale or ex-
change by reason of a new residence acquired 
on or before such date or with respect to the 
acquisition of which by the taxpayer a bind-
ing 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 indi-
vidual. 

Subtitle B—Business Capital Formation 
SEC. 311. ROLLOVER OF CAPITAL GAINS ON CER-

TAIN SMALL BUSINESS INVEST-
MENTS. 

(a) IN GENERAL.—Part III of subchapter O 
of chapter 1 (relating to common nontaxable 
exchanges) is amended by adding at the end 
the following new section: 
‘‘SEC. 1045. ROLLOVER OF GAIN ON SMALL BUSI-

NESS INVESTMENTS. 
‘‘(a) NONRECOGNITION OF GAIN.—In the case 

of the sale of any eligible small business in-
vestment with respect to which the taxpayer 
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— 

‘‘(1) the cost of any other eligible small 
business investment purchased by the tax-
payer during the 6-month 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 pur-
poses of this subtitle. 

‘‘(b) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this section— 

‘‘(1) PURCHASE.—The term ‘purchase’ has 
the meaning given such term by section 
1043(b)(4). 

‘‘(2) ELIGIBLE SMALL BUSINESS INVEST-
MENT.—Except as otherwise provided in this 
section, the term ‘eligible small business in-
vestment’ means any stock in a domestic 
corporation, and any partnership interest in 
a domestic partnership, which is originally 
issued after December 31, 1996, if— 

‘‘(A) as of the date of issuance, such cor-
poration or partnership is a qualified small 
business entity, 

‘‘(B) such stock or partnership interest is 
acquired by the taxpayer at its original issue 
(directly or through an underwriter)— 

‘‘(i) in exchange for money or other prop-
erty (not including stock), or 

‘‘(ii) as compensation for services (other 
than services performed as an underwriter of 
such stock or partnership interest), and 

‘‘(C) the taxpayer has held such stock or 
interest at least 6 months as of the time of 
the sale described in subsection (a). 
A rule similar to the rule of section 1202(c)(3) 
shall apply for purposes of this section. 

‘‘(3) ACTIVE BUSINESS REQUIREMENT.—Stock 
in a corporation, and a partnership interest 
in a partnership, shall not be treated as an 
eligible small business investment unless, 
during substantially all of the taxpayer’s 
holding period for such stock or partnership 
interest, such corporation or partnership 
meets the active business requirements of 
subsection (c). A rule similar to the rule of 
section 1202(c)(2)(B) shall apply for purposes 
of this section. 

‘‘(4) QUALIFIED SMALL BUSINESS ENTITY.— 
‘‘(A) IN GENERAL.—The term ‘qualified 

small business entity’ means any domestic 
corporation or partnership if— 

‘‘(i) such entity (and any predecessor 
thereof) had aggregate gross assets (as de-
fined in section 1202(d)(2)) of less than 
$25,000,000 at all times before the issuance of 
the interest described in paragraph (2), and 

‘‘(ii) the aggregate gross assets (as so de-
fined) of the entity immediately after the 
issuance (determined by taking into account 
amounts received in the issuance) are less 
than $25,000,000. 

‘‘(B) AGGREGATION RULES.—Rules similar to 
the rules of section 1202(d)(3) shall apply for 
purposes of this paragraph. 

‘‘(c) ACTIVE BUSINESS REQUIREMENT.— 
‘‘(1) IN GENERAL.—For purposes of sub-

section (b)(3), the requirements of this sub-
section are met by a qualified small business 
entity for any period if— 

‘‘(A) the entity is engaged in the active 
conduct of a trade or business, and 

‘‘(B) at least 80 percent (by value) of the 
assets of such entity are used in the active 
conduct of a qualified trade or business 
(within the meaning of section 1202(e)(3)). 

Such requirements shall not be treated as 
met for any period if during such period the 
entity is described in subparagraph (A), (B), 
(C), or (D) of section 1202(e)(4). 

‘‘(2) SPECIAL RULE FOR CERTAIN ACTIVI-
TIES.—For purposes of paragraph (1), if, in 
connection with any future trade or busi-
ness, an entity is engaged in— 

‘‘(A) startup activities described in section 
195(c)(1)(A), 

‘‘(B) activities resulting in the payment or 
incurring of expenditures which may be 
treated as research and experimental ex-
penditures under section 174, or 

‘‘(C) activities with respect to in-house re-
search expenses described in section 41(b)(4), 

such entity shall be treated with respect to 
such activities as engaged in (and assets used 
in such activities shall be treated as used in) 
the active conduct of a trade or business. 
Any determination under this paragraph 
shall be made without regard to whether the 
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entity has any gross income from such ac-
tivities at the time of the determination. 

‘‘(3) CERTAIN RULES TO APPLY.—Rules simi-
lar to the rules of paragraphs (5), (6), (7), and 
(8) of section 1202(e) shall apply for purposes 
of this subsection. 

‘‘(d) CERTAIN OTHER RULES TO APPLY.— 
Rules similar to the rules of subsections (f), 
(g), (h), and (j) of section 1202 shall apply for 
purposes of this section, except that a 6- 
month holding period shall be substituted for 
a 5-year holding period where applicable. 

‘‘(e) 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 eligible small business in-
vestment which is purchased by the taxpayer 
during the 6-month period described in sub-
section (a). 

‘‘(f) STATUTE OF LIMITATIONS.—If any gain 
is realized by the taxpayer on the sale or ex-
change of any eligible small business invest-
ment and there is in effect an election under 
subsection (a) with respect to such gain, 
then— 

‘‘(1) the statutory period for the assess-
ment of any deficiency with respect to such 
gain shall not expire before the expiration of 
3 years from the date the Secretary is noti-
fied by the taxpayer (in such manner as the 
Secretary may by regulations prescribe) of— 

‘‘(A) the taxpayer’s cost of purchasing 
other eligible small business investments 
which the taxpayer claims results in non-
recognition of any part of such gain, 

‘‘(B) the taxpayer’s intention not to pur-
chase other eligible small business invest-
ments within the 6-month period described 
in subsection (a), or 

‘‘(C) a failure to make such purchase with-
in such 6-month period, and 

‘‘(2) such deficiency may be assessed before 
the expiration of such 3-year period notwith-
standing the provisions of any other law or 
rule of law which would otherwise prevent 
such assessment. 

‘‘(g) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be appro-
priate to carry out the purposes of this sec-
tion, including regulations to prevent the 
avoidance of the purposes of this section 
through splitups, shell corporations, partner-
ships, or otherwise and regulations to modify 
the application of section 1202 to the extent 
necessary to apply such section to a partner-
ship rather than a corporation.’’ 

(b) CONFORMING AMENDMENT.—Paragraph 
(23) of section 1016(a) is amended— 

(1) by striking ‘‘or 1044’’ and inserting ‘‘, 
1044, or 1045’’, and 

(2) by striking ‘‘or 1044(d)’’ and inserting ‘‘, 
1044(d), or 1045(e)’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part III of subchapter O of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 

‘‘Sec. 1045. Rollover of gain on small business 
investments.’’ 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after December 31, 1996. 
SEC. 312. MODIFICATIONS TO EXCLUSION OF 

GAIN ON CERTAIN SMALL BUSINESS 
STOCK. 

(a) EXCLUSION AVAILABLE TO CORPORA-
TIONS.— 

(1) IN GENERAL.—Subsection (a) of section 
1203, as redesignated by section 301(a), is 
amended by striking ‘‘other than a corpora-
tion’’. 

(2) TECHNICAL AMENDMENT.—Subsection (c) 
of section 1203, as so redesignated, is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(4) STOCK HELD AMONG MEMBERS OF CON-
TROLLED GROUP NOT ELIGIBLE.—Stock shall 

not be treated as qualified small business 
stock if such stock was at any time held by 
any member of the parent-subsidiary con-
trolled group (as defined in subsection (d)(3)) 
which includes the qualified small business.’’ 

(b) REPEAL OF MINIMUM TAX PREFERENCE.— 
(1) IN GENERAL.—Section 57(a) is amended 

by striking paragraph (7). 
(2) TECHNICAL AMENDMENT.—Section 

53(d)(1)(B)(ii)(II) is amended by striking ‘‘, 
(5), and (7)’’ and inserting ‘‘and (5)’’. 

(c) SIZE OF BUSINESSES ELIGIBLE FOR EX-
CLUSION.— 

(1) Section 1203(d)(1), as so redesignated, is 
amended to read as follows: 

‘‘(1) IN GENERAL.—The term ‘qualified 
small business’ means any domestic corpora-
tion which is a C corporation— 

‘‘(A) if— 
‘‘(i) the aggregate gross assets of such cor-

poration (or any predecessor thereof) at all 
times on or after the date of the enactment 
of the Revenue Reconciliation Act of 1997 
and before the issuance did not exceed 
$100,000,000, and 

‘‘(ii) the aggregate gross assets of such cor-
poration immediately after the issuance (de-
termined by taking into account amounts re-
ceived in the issuance) do not exceed 
$100,000,000, and 

‘‘(B) such corporation agrees to submit 
such reports to the Secretary and to share-
holders as the Secretary may require to 
carry out the purposes of this section.’’ 

(2) Section 1203(d), as so redesignated, is 
amended by adding at the end the following 
new paragraph: 

‘‘(4) INFLATION ADJUSTMENT.— 
‘‘(A) IN GENERAL.—In the case of stock 

issued in any calendar year after 1998, each 
dollar amount referred to in subsection 
(d)(1)(A) shall be increased by an amount 
equal to— 

‘‘(i) such dollar amount, multiplied by 
‘‘(ii) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar 
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 1997’ 
for ‘calendar year 1992’ in subparagraph (B) 
thereof. 

‘‘(B) ROUNDING.—If any amount contained 
in subsection (d)(1)(A)(i) as adjusted under 
subparagraph (A) is not a multiple of 
$1,000,000, such amount shall be rounded to 
the next lower multiple of $1,000,000.’’ 

(3) Section 1203(e)(3), as so redesignated, is 
amended by striking subparagraph (C) and 
redesignating subparagraphs (D) and (E) as 
subparagraphs (C) and (D), respectively. 

(d) PER-ISSUER LIMITATION.—Section 
1203(b)(1)(A), as so redesignated, is amended 
by striking ‘‘$10,000,000’’ and inserting 
‘‘$20,000,000’’. 

(e) OTHER MODIFICATIONS.— 
(1) WORKING CAPITAL LIMITATION.—Section 

1203(e)(6), as so redesignated, is amended by 
striking ‘‘2 years’’ each place it appears and 
inserting ‘‘5 years’’. 

(2) REDEMPTION RULES.—Section 1203(c)(3), 
as so redesignated, is amended by adding at 
the end the following new subparagraph: 

‘‘(D) WAIVER WHERE BUSINESS PURPOSE.—A 
purchase of stock by the issuing corporation 
shall be disregarded for purposes of subpara-
graph (B) if the issuing corporation estab-
lishes that there was a business purpose for 
such purchase and one of the principal pur-
poses of the purchase was not to avoid the 
limitation of this section.’’ 

(f) EFFECTIVE DATES.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to stock issued after 
the date of the enactment of this Act. 

(2) SPECIAL RULE.—The amendments made 
by subsection (b), (d), and (e) shall apply to 
stock issued after August 10, 1993. 

SEC. 313. EXPANSION OF SMALL BUSINESS STOCK 
EXCLUSION TO FAMILY-OWNED 
BUSINESSES. 

(a) IN GENERAL.—Section 1203(a), as redes-
ignated by section 301(a) and amended by 
section 312, is amended to read as follows: 

‘‘(a) 50-PERCENT EXCLUSION.—Gross income 
shall not include 50 percent of any gain from 
the sale or exchange of— 

‘‘(1) qualified small business stock held for 
more than 5 years, and 

‘‘(2) any qualified family-owned business 
interest held for more than 5 years.’’ 

(b) QUALIFIED FAMILY-OWNED BUSINESS IN-
TEREST.—Section 1203, as so redesignated, is 
amended by redesignating subsection (k) as 
subsection (l) and by inserting after sub-
section (j) the following new subsection: 

‘‘(k) QUALIFIED FAMILY-OWNED BUSINESS 
INTEREST.—For purposes of this section— 

‘‘(1) IN GENERAL.—The term ‘qualified fam-
ily-owned business interest’ means any in-
terest— 

‘‘(A) which consists of— 
‘‘(i) stock in an S corporation, 
‘‘(ii) an interest in a partnership or other 

pass-through entity, or 
‘‘(iii) an interest as a sole proprietor in a 

trade or business, 

which, as of the time the interest was ac-
quired, constitutes a qualified family-owned 
business, 

‘‘(B) which was acquired after the date of 
the enactment of this subsection (and in the 
case of stock, which was originally issued 
after such date)— 

‘‘(i) in exchange for money or other prop-
erty (not including such an interest), or 

‘‘(ii) as compensation for services provided 
to the entity. 

‘‘(2) ACTIVE BUSINESS REQUIREMENT.—An in-
terest shall not qualify under paragraph (1) 
unless, during substantially all of the tax-
payer’s holding period for such interest, the 
qualified family-owned business meets the 
active business requirements of subsection 
(e) (without regard to paragraph (3)(C) there-
of). 

‘‘(3) QUALIFIED FAMILY-OWNED BUSINESS.— 
‘‘(A) IN GENERAL.—The term ‘qualified fam-

ily-owned business’ means a trade or busi-
ness which— 

‘‘(i) is described in section 2033A(e) (deter-
mined by substituting ‘taxpayer’ for ‘dece-
dent’ each place it appears), and 

‘‘(ii) except as provided in subparagraph 
(B), meets the aggregate gross assets tests 
described in subsection (d)(1). 

‘‘(B) SPECIAL RULE FOR FARMS.—In the case 
of a trade or business of farming (within the 
meaning of section 2032A)— 

‘‘(i) subparagraph (A)(ii) shall not apply, 
and 

‘‘(ii) such trade or business shall not be 
treated as a qualified family-owned business 
unless the average gross receipts of the trade 
or business (or any predecessor) for the 3 tax-
able years preceding the taxable year in 
which the interest is acquired did not exceed 
$2,000,000. 

‘‘(4) SPECIAL RULES.—For purposes of this 
subsection.— 

‘‘(A) AGGREGATION.—In applying the 
$2,000,000 limit under paragraph (3) all per-
sons treated as 1 person under section 52 (a) 
or (b) shall be treated as 1 person and all 
trades or businesses of such person shall be 
treated as 1 trade or business. 

‘‘(B) INDEXING.—The $2,000,000 amount 
under paragraph (3) shall be indexed at the 
same time and manner as under subsection 
(d)(4), except that subparagraph (B) thereof 
shall be applied by substituting ‘$50,000’ for 
‘$1,000,000’.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interests 
acquired after the date of enactment of this 
Act, in taxable years ending after such date. 
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TITLE IV—ESTATE TAX RELIEF FOR 

FAMILY BUSINESSES AND FARMS 
SEC. 401. FAMILY-OWNED 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-OWNED BUSINESS EXCLU-

SION. 

‘‘(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 in-
clude the lesser of— 

‘‘(1) the adjusted value of the qualified 
family-owned business interests of the dece-
dent otherwise includible in the estate, or 

‘‘(2) $900,000, reduced by the amount of any 
exclusion allowed under this section with re-
spect to the estate of a previously deceased 
spouse of the decedent. 

‘‘(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 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 inter-
ests determined under paragraph (3), 

exceeds 50 percent of the adjusted gross es-
tate, and 

‘‘(C) 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 dece-
dent or a member of the decedent’s family, 
and 

‘‘(ii) there was material participation 
(within the meaning of section 2032A(e)(6)) 
by the decedent or a member of the dece-
dent’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 de-

cedent to members of the decedent’s family 
taken into account under subsection 
2001(b)(1)(B), plus 

‘‘(ii) the amount of such gifts otherwise ex-
cluded 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 de-
cedent to members of the decedent’s family 
otherwise included in the gross estate. 

‘‘(c) ADJUSTED GROSS ESTATE.—For pur-
poses of this section, the term ‘adjusted 
gross estate’ means the value of the gross es-
tate (determined without regard to this sec-
tion)— 

‘‘(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 trans-
fer) within 10 years of the date of the dece-
dent’s death, plus 

‘‘(iii) the amount of other gifts (not in-
cluded under clause (i) or (ii)) from the dece-
dent 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 dece-
dent’s family shall not be taken into ac-
count. 

‘‘(d) ADJUSTED VALUE OF THE QUALIFIED 
FAMILY-OWNED BUSINESS INTERESTS.—For 
purposes of this section, the adjusted value 
of any qualified family-owned business inter-
est 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 para-
graph (3) or (4) of section 2053(a), over 

‘‘(2) the sum of— 
‘‘(A) any indebtedness on any qualified res-

idence 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 dece-
dent’s dependents (within the meaning of 
section 152), plus 

‘‘(C) any indebtedness not described in 
clause (i) or (ii), to the extent such indebted-
ness does not exceed $10,000. 

‘‘(e) QUALIFIED FAMILY-OWNED BUSINESS IN-
TEREST.— 

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the term ‘qualified family-owned busi-
ness 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 (di-

rectly 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 

‘‘(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 in-
clude— 

‘‘(A) any interest in a trade or business the 
principal place of business of which is not lo-
cated 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 sec-
ondary 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 in-
come of such trade or business for the tax-
able year which includes the date of the de-
cedent’s death would qualify as personal 
holding company income (as defined in sec-
tion 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 busi-
ness (other than assets used in the active 
conduct of a trade or business described in 
section 542(c)(2)), the income of which is de-
scribed in section 543(a) or in subparagraph 
(B), (C), (D), or (E) of section 954(c)(1) (deter-
mined 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 cor-

poration shall be determined by the holding 
of stock possessing the appropriate percent-
age of the total combined voting power of all 
classes of stock entitled to vote and the ap-
propriate percentage of the total value of 
shares of all classes of stock. 

‘‘(ii) PARTNERSHIPS.—Ownership of a part-
nership shall be determined by the owning of 
the appropriate percentage of the capital in-
terest in such partnership. 

‘‘(B) OWNERSHIP OF TIERED ENTITIES.—For 
purposes of this section, if by reason of hold-
ing an interest in a trade or business, a dece-
dent, 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 de-
termining if the ownership interest in the 
first trade or business is a qualified family- 
owned business interest, and 

‘‘(ii) this section shall be applied sepa-
rately 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 de-
scribed in paragraph (1)(B) shall be consid-
ered 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 MATE-
RIALLY PARTICIPATE IN BUSINESS OR DISPOSI-
TIONS OF INTERESTS.— 

‘‘(1) IN GENERAL.—There is imposed an ad-
ditional 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 require-
ments described in section 2032A(c)(6)(B) are 
not met with respect to the qualified family- 
owned business interest which was acquired 
(or passed) from the decedent, 

‘‘(B) the qualified heir disposes of any por-
tion of a qualified family-owned business in-
terest (other than by a disposition to a mem-
ber 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 de-
scribed in subparagraph (A) or (B) of section 
877(e)(1) occurs, and such heir does not com-
ply 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 addi-

tional estate tax imposed by paragraph (1) 
shall be equal to— 

‘‘(i) the applicable percentage of the ad-
justed tax difference attributable to the 
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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 underpayment rate es-
tablished under 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 pur-
poses of this paragraph, the applicable per-
centage shall be determined under the fol-
lowing table: 

‘‘If the event described in 
paragraph (1) occurs in 
the following year of The applicable 
material participation: percentage is: 

1 through 6 ...................................... 100
7 ...................................................... 80
8 ...................................................... 60
9 ...................................................... 40
10 ..................................................... 20. 
‘‘(g) SECURITY REQUIREMENTS FOR NONCIT-

IZEN QUALIFIED HEIRS.— 
‘‘(1) IN GENERAL.—Except upon the applica-

tion of subparagraph (F) or (M) of subsection 
(h)(3), if a qualified heir is not a citizen of 
the United States, any interest under this 
section passing to or acquired by such heir 
(including any interest held by such heir at 
a time described in subsection (f)(1)(C)) shall 
be treated as a qualified family-owned busi-
ness 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 gov-
erned by, the laws of the United States or a 
State, and 

‘‘(B) except as otherwise provided in regu-
lations, with respect to which the trust in-
strument requires that at least 1 trustee of 
the trust be an individual citizen of the 
United States or a domestic corporation. 

‘‘(h) 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)(1), and 

‘‘(B) includes any active employee of the 
trade or business to which the qualified fam-
ily-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 dece-
dents 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 par-
tial dispositions). 

‘‘(D) Section 2032A(c)(3) (relating to only 1 
additional tax imposed with respect to any 1 
portion). 

‘‘(E) Section 2032A(c)(4) (relating to due 
date). 

‘‘(F) Section 2032A(c)(5) (relating to liabil-
ity for tax; furnishing of bond). 

‘‘(G) Section 2032A(c)(7) (relating to no tax 
if use begins within 2 years; active manage-
ment by eligible qualified heir treated as 
material participation). 

‘‘(H) Section 2032A(e)(10) (relating to com-
munity property). 

‘‘(I) Section 2032A(e)(14) (relating to treat-
ment of replacement property acquired in 
section 1031 or 1033 transactions). 

‘‘(J) Section 2032A(f) (relating to statute of 
limitations). 

‘‘(K) Section 6166(b)(3) (relating to farm-
houses and certain other structures taken 
into account). 

‘‘(L) Subparagraphs (B), (C), and (D) of sec-
tion 6166(g)(1) (relating to acceleration of 
payment). 

‘‘(M) Section 6324B (relating to special lien 
for additional estate tax).’’ 

(b) CLERICAL AMENDMENT.—The table of 
sections for part III of subchapter A of chap-
ter 11 is amended by inserting after the item 
relating to section 2033 the following new 
item: 

‘‘Sec. 2033A. Family-owned business exclu-
sion.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to estates of 
decedents dying after December 31, 1996. 
SEC. 402. PORTION OF ESTATE TAX SUBJECT TO 

4-PERCENT INTEREST RATE IN-
CREASED TO $2,500,000. 

(a) IN GENERAL.—Subparagraph (B) of sec-
tion 6601(j)(2) (defining 4-percent portion) is 
amended by striking ‘‘$345,800’’ and inserting 
‘‘$1,025,800’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to estates of 
decedents dying after December 31, 1996. 
SEC. 403. CERTAIN CASH RENTALS OF FARMLAND 

NOT TO CAUSE RECAPTURE OF SPE-
CIAL ESTATE TAX VALUATION. 

(a) IN GENERAL.—Subsection (c) of section 
2032A (relating to tax treatment of disposi-
tions and failures to use for qualified use) is 
amended by adding at the end the following 
new paragraph: 

‘‘(8) CERTAIN CASH RENTAL NOT TO CAUSE RE-
CAPTURE.—For purposes of this subsection, a 
qualified heir shall not be treated as failing 
to use property in a qualified use solely be-
cause such heir rents such property on a net 
cash basis to a member of the decedent’s 
family, but only if, during the period of the 
lease, such member of the decedent’s family 
uses such property in a qualified use.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply with re-
spect to rentals occurring after December 31, 
1976. 

TITLE V—EXTENSIONS 
SEC. 501. RESEARCH TAX CREDIT. 

(a) IN GENERAL.—Paragraph (1) of section 
41(h) (relating to termination) is amended— 

(1) by striking ‘‘May 31, 1997’’ and inserting 
‘‘December 31, 1998’’, and 

(2) by striking in the last sentence ‘‘during 
the first 11 months of such taxable year.’’ 
and inserting ‘‘during the 30-month period 
beginning with the first month of such year. 
The 30 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 de-
termining 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 Sec-
retary.’’ 

(2) Paragraph (1) of section 45C(b) is 
amended by striking ‘‘May 31, 1997’’ and in-
serting ‘‘December 31, 1998’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred after May 31, 1997. 
SEC. 502. CONTRIBUTIONS OF STOCK TO PRIVATE 

FOUNDATIONS. 
(a) IN GENERAL.—Clause (ii) of section 

170(e)(5)(D) (relating to termination) is 
amended by striking ‘‘May 31, 1997’’ and in-
serting ‘‘December 31, 1998’’. 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to con-
tributions made after May 31, 1997. 

SEC. 503. WORK OPPORTUNITY TAX CREDIT. 
(a) EXTENSION.—Subparagraph (B) of sec-

tion 51(c)(4) (relating to termination) is 
amended by striking ‘‘September 30, 1997’’ 
and inserting ‘‘September 30, 1998’’. 

(b) MODIFICATION OF ELIGIBILITY REQUIRE-
MENT BASED ON PERIOD ON WELFARE.— 

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 51(d)(2) (defining qualified IV–A recipi-
ent) is amended by striking all that follows 
‘‘a IV–A program’’ and inserting ‘‘for any 9 
months during the 18-month period ending 
on the hiring date.’’ 

(2) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 51(d)(3) is amended to 
read as follows: 

‘‘(A) IN GENERAL.—The term ‘qualified vet-
eran’ means any veteran who is certified by 
the designated local agency as being a mem-
ber of a family receiving assistance under a 
food stamp program under the Food Stamp 
Act of 1977 for at least a 3-month period end-
ing during the 12-month period ending on the 
hiring date.’’ 

(c) QUALIFIED SSI RECIPIENTS TREATED AS 
MEMBERS OF TARGETED GROUPS.— 

(1) IN GENERAL.—Section 51(d)(1) (relating 
to members of targeted groups) is amended 
by striking ‘‘or’’ at the end of subparagraph 
(F), by striking the period at the end of sub-
paragraph (G) and inserting ‘‘, or’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(H) a qualified SSI recipient.’’ 
(2) QUALIFIED SSI RECIPIENTS.—Section 51(d) 

is amended by redesignating paragraphs (9), 
(10), and (11) as paragraphs (10), (11), and (12), 
respectively, and by inserting after para-
graph (8) the following new paragraph: 

‘‘(9) QUALIFIED SSI RECIPIENT.—The term 
‘qualified SSI recipient’ means any indi-
vidual who is certified by the designated 
local agency as receiving supplemental secu-
rity income benefits under title XVI of the 
Social Security Act (including supplemental 
security income benefits of the type de-
scribed in section 1616 of such Act or section 
212 of Public Law 93–66) for any month end-
ing within the 60-day period ending on the 
hiring date.’’ 

(d) PERCENTAGE OF WAGES ALLOWED AS 
CREDIT.— 

(1) IN GENERAL.—Subsection (a) of section 
51 (relating to determination of amount) is 
amended by striking ‘‘35 percent’’ and insert-
ing ‘‘40 percent’’. 

(2) APPLICATION OF CREDIT FOR INDIVIDUALS 
PERFORMING FEWER THAN 400 HOURS OF SERV-
ICES.—Paragraph (3) of section 51(i) is 
amended to read as follows: 

‘‘(3) INDIVIDUALS NOT MEETING MINIMUM EM-
PLOYMENT PERIODS.— 

‘‘(A) REDUCTION OF CREDIT FOR INDIVIDUALS 
PERFORMING FEWER THAN 400 HOURS OF SERV-
ICES.—In the case of an individual who has 
completed at least 120 hours, but less than 
400 hours, of services performed for the em-
ployer, subsection (a) shall be applied by sub-
stituting ‘25 percent’ for ‘40 percent’. 

‘‘(B) DENIAL OF CREDIT FOR INDIVIDUALS 
PERFORMING FEWER THAN 120 HOURS OF SERV-
ICES.—No wages shall be taken into account 
under subsection (a) with respect to any in-
dividual unless such individual has com-
pleted at least 120 hours of services per-
formed for the employer.’’ 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to individ-
uals who begin work for the employer after 
September 30, 1997. 
SEC. 504. ORPHAN DRUG TAX CREDIT. 

(a) IN GENERAL.—Section 45C (relating to 
clinical testing expenses for certain drugs 
for rare diseases or conditions) is amended 
by striking subsection (e). 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to 
amounts paid or incurred after May 31, 1997. 
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TITLE VI—INCENTIVES FOR REVITALIZA-

TION OF THE DISTRICT OF COLUMBIA 
SEC. 601. TAX INCENTIVES FOR REVITALIZATION 

OF THE DISTRICT OF COLUMBIA. 
(a) IN GENERAL.—Chapter 1 is amended by 

adding at the end the following new sub-
chapter: 

‘‘Subchapter W—Incentives for the 
Revitalization of the District of Columbia 

‘‘Sec. 1400. First-time homebuyer credit for 
District of Columbia. 

‘‘Sec. 1400A. Credit for equity investments 
in and loans to District of Co-
lumbia businesses. 

‘‘Sec. 1400B. Zero percent capital gains rate. 
‘‘SEC. 1400. FIRST-TIME HOMEBUYER CREDIT FOR 

DISTRICT OF COLUMBIA. 
‘‘(a) ALLOWANCE OF CREDIT.—In the case of 

an individual who is a first-time homebuyer 
of a principal residence in the District of Co-
lumbia during any taxable year, there shall 
be allowed as a credit against the tax im-
posed by this chapter for the taxable year an 
amount equal to so much of the purchase 
price of the residence as does not exceed 
$5,000. 

‘‘(b) FIRST-TIME HOMEBUYER.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—The term ‘first-time 
homebuyer’ has the same meaning as when 
used in section 72(t)(8)(D)(i), except that 
‘principal residence in the District of Colum-
bia during the 1-year period’ shall be sub-
stituted for ‘principal residence during the 2- 
year period’ in subclause (I) thereof. 

‘‘(2) ONE-TIME ONLY.—If an individual is 
treated as a first-time homebuyer with re-
spect to any principal residence, such indi-
vidual may not be treated as a first-time 
homebuyer with respect to any other prin-
cipal residence. 

‘‘(3) PRINCIPAL RESIDENCE.—The term ‘prin-
cipal residence’ has the same meaning as 
when used in section 121. 

‘‘(4) DATE OF ACQUISITION.—The term ‘date 
of acquisition’ has the same meaning as 
when used in section 72t(8)(D)(iii). 

‘‘(c) CARRYOVER OF CREDIT.—If the credit 
allowable under subsection (a) exceeds the 
limitation imposed by section 26(a) for such 
taxable year reduced by the sum of the cred-
its allowable under subpart A of part IV of 
subchapter A (other than this section and 
section 25), such excess shall be carried to 
the succeeding taxable year and added to the 
credit allowable under subsection (a) for 
such taxable year. 

‘‘(d) SPECIAL RULES.—For purposes of this 
section— 

‘‘(1) ALLOCATION OF DOLLAR LIMITATION.— 
‘‘(A) MARRIED INDIVIDUALS FILING JOINT-

LY.—In the case of a husband and wife who 
file a joint return, the $5,000 limitation 
under subsection (a) shall apply to the joint 
return. 

‘‘(B) MARRIED INDIVIDUALS FILING SEPA-
RATELY.—In the case of a married individual 
filing a separate return, subsection (a) shall 
be applied by substituting ‘$2,500’ for ‘$5,000’. 

‘‘(C) OTHER TAXPAYERS.—If 2 or more indi-
viduals who are not married purchase a prin-
cipal residence, the amount of the credit al-
lowed under subsection (a) shall be allocated 
among such individuals in such manner as 
the Secretary may prescribe, except that the 
total amount of the credits allowed to all 
such individuals shall not exceed $5,000. 

‘‘(2) PURCHASE.—The term ‘purchase’ 
means any acquisition, but only if— 

‘‘(A) the property is not acquired from a 
person whose relationship to the person ac-
quiring it would result in the disallowance of 
losses under section 267 or 707(b) (but, in ap-
plying section 267 (b) and (c) for purposes of 
this section, paragraph (4) of section 267(c) 
shall be treated as providing that the family 

of an individual shall include only his 
spouse, ancestors, and lineal descendants), 
and 

‘‘(B) the basis of the property in the hands 
of the person acquiring it is not deter-
mined— 

‘‘(i) in whole or in part by reference to the 
adjusted basis of such property in the hands 
of the person from whom acquired, or 

‘‘(ii) under section 1014(a) (relating to prop-
erty acquired from a decedent). 

‘‘(3) PURCHASE PRICE.—The term ‘purchase 
price’ means the adjusted basis of the prin-
cipal residence on the date of acquisition. 

‘‘(d) REPORTING.—If the Secretary requires 
information reporting under section 6045 to 
verify the eligibility of taxpayers for the 
credit allowable by this section, the excep-
tion provided by section 6045(e)(5) shall not 
apply. 

‘‘(e) CREDIT TREATED AS NONREFUNDABLE 
PERSONAL CREDIT.—For purposes of this 
title, the credit allowed by this section shall 
be treated as a credit allowable under sub-
part A of part IV of subchapter A of this 
chapter. 
‘‘SEC. 1400A. CREDIT FOR EQUITY INVESTMENTS 

IN AND LOANS TO DISTRICT OF CO-
LUMBIA BUSINESSES. 

‘‘(a) GENERAL RULE.—For purposes of sec-
tion 38, the DC investment credit determined 
under this section for any taxable year is— 

‘‘(1) the qualified lender credit for such 
year, and 

‘‘(2) the qualified equity investment credit 
for such year. 

‘‘(b) QUALIFIED LENDER CREDIT.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The qualified lender 
credit for any taxable year is the amount of 
credit specified for such year by the Eco-
nomic Development Corporation with re-
spect to qualified District loans made by the 
taxpayer. 

‘‘(2) LIMITATION.—In no event may the 
qualified lender credit with respect to any 
loan exceed 25 percent of the cost of the 
property purchased with the proceeds of the 
loan. 

‘‘(3) QUALIFIED DISTRICT LOAN.—For pur-
poses of paragraph (1), the term ‘qualified 
district loan’ means any loan for the pur-
chase (as defined in section 179(d)(2)) of prop-
erty to which section 168 applies (or would 
apply but for section 179) (or land which is 
functionally related and subordinate to such 
property) and substantially all of the use of 
which is in the District of Columbia and is in 
the active conduct of a trade or business in 
the District of Columbia. A rule similar to 
the rule of section 1397C(a)(2) shall apply for 
purposes of the preceding sentence. 

‘‘(c) QUALIFIED EQUITY INVESTMENT CRED-
IT.— 

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, the qualified equity investment credit 
determined under this section for any tax-
able year is an amount equal to the percent-
age specified by the Economic Development 
Corporation (but not greater than 25 percent) 
of the aggregate amount paid in cash by the 
taxpayer during the taxable year for the pur-
chase of District business investments. 

‘‘(2) DISTRICT BUSINESS INVESTMENT.—For 
purposes of this subsection, the term ‘Dis-
trict business investment’ means— 

‘‘(A) any District business stock, and 
‘‘(B) any District partnership interest. 
‘‘(3) DISTRICT BUSINESS STOCK.—For pur-

poses of this subsection— 
‘‘(A) IN GENERAL.—Except as provided in 

subparagraph (B), the term ‘District business 
stock’ means any stock in a domestic cor-
poration if— 

‘‘(i) such stock is acquired by the taxpayer 
at its original issue (directly or through an 
underwriter) solely in exchange for cash, and 

‘‘(ii) as of the time such stock was issued, 
such corporation was engaged in a trade or 

business in the District of Columbia (or, in 
the case of a new corporation, such corpora-
tion was being organized for purposes of en-
gaging in such a trade or business). 

‘‘(B) REDEMPTIONS.—A rule similar to the 
rule of section 1202(c)(3) shall apply for pur-
poses of this paragraph. 

‘‘(4) QUALIFIED DISTRICT PARTNERSHIP IN-
TEREST.—For purposes of this subsection, the 
term ‘qualified District partnership interest’ 
means any interest in a partnership if— 

‘‘(A) such interest is acquired by the tax-
payer from the partnership solely in ex-
change for cash, and 

‘‘(B) as of the time such interest was ac-
quired, such partnership was engaging in a 
trade or business in the District of Columbia 
(or, in the case of a new partnership, such 
partnership was being organized for purposes 
of engaging in such a trade or business). 

A rule similar to the rule of paragraph (3)(B) 
shall apply for purposes of this paragraph. 

‘‘(5) RECAPTURE OF CREDIT UPON CERTAIN 
DISPOSITIONS OF DISTRICT BUSINESS INVEST-
MENTS.— 

‘‘(A) IN GENERAL.—If a taxpayer disposes of 
any District business investment (or any 
other property the basis of which is deter-
mined in whole or in part by reference to the 
adjusted basis of such investment) before the 
end of the 5-year period beginning on the 
date such investment was acquired by the 
taxpayer, the taxpayer’s tax imposed by this 
chapter for the taxable year in which such 
distribution occurs shall be increased by the 
aggregate decrease in the credits allowed 
under section 38 for all prior taxable years 
which would have resulted solely from reduc-
ing to zero any credit determined under this 
section with respect to such investment. 

‘‘(B) EXCEPTIONS.—Subparagraph (A) shall 
not apply to any gift, transfer, or trans-
action described in paragraph (1), (2), or (3) of 
section 1245(b). 

‘‘(C) SPECIAL RULE.—Any increase in tax 
under subparagraph (A) shall not be treated 
as a tax imposed by this chapter for purposes 
of— 

‘‘(i) determining the amount of any credit 
allowable under this chapter, and 

‘‘(ii) determining the amount of the tax 
imposed by section 55. 

‘‘(6) BASIS REDUCTION.—For purposes of this 
title, the basis of any District business in-
vestment shall be reduced by the amount of 
the credit determined under this section 
with respect to such investment. 

‘‘(d) LIMITATION ON AMOUNT OF CREDIT.— 
‘‘(1) IN GENERAL.—The amount of the DC 

investment credit determined under this sec-
tion with respect to any taxpayer for any 
taxable year shall not exceed the credit 
amount allocated to such taxpayer for such 
taxable year by the Economic Development 
Corporation. 

‘‘(2) OVERALL LIMITATION.—The aggregate 
credit amount which may be allocated by the 
Economic Development Corporation under 
this section shall not exceed $75,000,000. 

‘‘(3) CRITERIA FOR ALLOCATING CREDIT 
AMOUNTS.—The allocation of credit amounts 
under this section shall be made in accord-
ance with criteria established by the Eco-
nomic Development Corporation. In estab-
lishing such criteria, such Corporation shall 
take into account— 

‘‘(A) the degree to which the business re-
ceiving the loan or investment will provide 
job opportunities for low and moderate in-
come residents of a targeted area, and 

‘‘(B) whether such business is within a tar-
geted area. 

‘‘(4) TARGETED AREA.—For purposes of 
paragraph (3), the term ‘targeted area’ 
means— 
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‘‘(A) any census tract located in the Dis-

trict of Columbia which is part of an enter-
prise community designated under sub-
chapter U before the date of the enactment 
of this subchapter, and 

‘‘(B) any other census tract which is lo-
cated in the District of Columbia and which 
has a poverty rate of not less than 35 per-
cent. 

‘‘(e) ECONOMIC DEVELOPMENT CORPORA-
TION.—For purposes of this section, the term 
‘Economic Development Corporation’ means 
an entity which is created by Federal law in 
1997 as part of the District of Columbia gov-
ernment. 

‘‘(f) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be appro-
priate to carry out this section. 

‘‘(g) APPLICATION OF SECTION.—This section 
shall apply to any credit amount allocated 
for taxable years beginning after December 
31, 1997, and before January 1, 2003. 
‘‘SEC. 1400B. ZERO PERCENT CAPITAL GAINS 

RATE. 
‘‘(a) EXCLUSION.—Gross income shall not 

include qualified capital gain from the sale 
or exchange of any DC asset held for more 
than 5 years. 

‘‘(b) DC ASSET.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘DC asset’ 
means— 

‘‘(A) any DC business stock, 
‘‘(B) any DC partnership interest, and 
‘‘(C) any DC business property. 
‘‘(2) DC BUSINESS STOCK.— 
‘‘(A) IN GENERAL.—The term ‘DC business 

stock’ means any stock in a domestic cor-
poration which is originally issued after De-
cember 31, 1997, if— 

‘‘(i) such stock is acquired by the taxpayer, 
before January 1, 2003, at its original issue 
(directly or through an underwriter) solely 
in exchange for cash, 

‘‘(ii) as of the time such stock was issued, 
such corporation was a DC business (or, in 
the case of a new corporation, such corpora-
tion was being organized for purposes of 
being a DC business), and 

‘‘(iii) during substantially all of the tax-
payer’s holding period for such stock, such 
corporation qualified as a DC business. 

‘‘(B) REDEMPTIONS.—A rule similar to the 
rule of section 1202(c)(3) shall apply for pur-
poses of this paragraph. 

‘‘(3) DC PARTNERSHIP INTEREST.—The term 
‘DC partnership interest’ means any capital 
or profits interest in a domestic partnership 
which is originally issued after December 31, 
1997, if— 

‘‘(A) such interest is acquired by the tax-
payer, before January 1, 2003, from the part-
nership solely in exchange for cash, 

‘‘(B) as of the time such interest was ac-
quired, such partnership was a DC business 
(or, in the case of a new partnership, such 
partnership was being organized for purposes 
of being a DC business), and 

‘‘(C) during substantially all of the tax-
payer’s holding period for such interest, such 
partnership qualified as a DC business. 
A rule similar to the rule of paragraph (2)(B) 
shall apply for purposes of this paragraph. 

‘‘(4) DC BUSINESS PROPERTY.— 
‘‘(A) IN GENERAL.—The term ‘DC business 

property’ means tangible property if— 
‘‘(i) such property was acquired by the tax-

payer by purchase (as defined in section 
179(d)(2)) after December 31, 1997, and before 
January 1, 2003, 

‘‘(ii) the original use of such property in 
the District of Columbia commences with 
the taxpayer, and 

‘‘(iii) during substantially all of the tax-
payer’s holding period for such property, 
substantially all of the use of such property 
was in a DC business of the taxpayer. 

‘‘(B) SPECIAL RULE FOR BUILDINGS WHICH 
ARE SUBSTANTIALLY IMPROVED.— 

‘‘(i) IN GENERAL.—The requirements of 
clauses (i) and (ii) of subparagraph (A) shall 
be treated as met with respect to— 

‘‘(I) property which is substantially im-
proved by the taxpayer before January 1, 
2003, and 

‘‘(II) any land on which such property is lo-
cated. 

‘‘(ii) SUBSTANTIAL IMPROVEMENT.—For pur-
poses of clause (i), property shall be treated 
as substantially improved by the taxpayer 
only if, during any 24-month period begin-
ning after December 31, 1997, additions to 
basis with respect to such property in the 
hands of the taxpayer exceed the greater of— 

‘‘(I) an amount equal to the adjusted basis 
of such property at the beginning of such 24- 
month period in the hands of the taxpayer, 
or 

‘‘(II) $5,000. 
‘‘(6) TREATMENT OF SUBSEQUENT PUR-

CHASERS, ETC.—The term ‘DC asset’ includes 
any property which would be a DC asset but 
for paragraph (2)(A)(i), (3)(A), or (4)(A)(ii) in 
the hands of the taxpayer if such property 
was a DC asset in the hands of a prior holder. 

‘‘(7) 5-YEAR SAFE HARBOR.—If any property 
ceases to be a DC asset by reason of para-
graph (2)(A)(iii), (3)(C), or (4)(A)(iii) after the 
5-year period beginning on the date the tax-
payer acquired such property, such property 
shall continue to be treated as meeting the 
requirements of such paragraph; except that 
the amount of gain to which subsection (a) 
applies on any sale or exchange of such prop-
erty shall not exceed the amount which 
would be qualified capital gain had such 
property been sold on the date of such ces-
sation. 

‘‘(c) DC BUSINESS.—For purposes of this 
section, the term ‘DC business’ means any 
entity which is an enterprise zone business 
(as defined in section 1397B), determined— 

‘‘(1) by treating the District of Columbia as 
an empowerment zone and as if no other area 
is an empowerment zone or enterprise com-
munity, and 

‘‘(2) without regard to subsections (b)(6) 
and (c)(5) of section 1397B. 

‘‘(d) OTHER DEFINITIONS AND SPECIAL 
RULES.—For purposes of this section— 

‘‘(1) QUALIFIED CAPITAL GAIN.—Except as 
otherwise provided in this subsection, the 
term ‘qualified capital gain’ means any gain 
recognized on the sale or exchange of— 

‘‘(A) a capital asset, or 
‘‘(B) property used in the trade or business 

(as defined in section 1231(b)). 
‘‘(2) GAIN BEFORE 1998 NOT QUALIFIED.—The 

term ‘qualified capital gain’ shall not in-
clude any gain attributable to periods before 
January 1, 1998. 

‘‘(3) CERTAIN GAIN ON REAL PROPERTY NOT 
QUALIFIED.—The term ‘qualified capital gain’ 
shall not include any gain which would be 
treated as ordinary income under section 
1250 if section 1250 applied to all depreciation 
rather than the additional depreciation. 

‘‘(4) INTANGIBLES AND LAND NOT INTEGRAL 
PART OF DC BUSINESS.—The term ‘qualified 
capital gain’ shall not include any gain 
which is attributable to real property, or an 
intangible asset, which is not an integral 
part of a DC business. 

‘‘(5) RELATED PARTY TRANSACTIONS.—The 
term ‘qualified capital gain’ shall not in-
clude any gain attributable, directly or indi-
rectly, in whole or in part, to a transaction 
with a related person. For purposes of this 
paragraph, persons are related to each other 
if such persons are described in section 267(b) 
or 707(b)(1). 

‘‘(e) CERTAIN OTHER RULES TO APPLY.— 
Rules similar to the rules of subsections (g), 
(h), (i)(2), and (j) of section 1202 shall apply 
for purposes of this section. 

‘‘(f) SALES AND EXCHANGES OF INTERESTS IN 
PARTNERSHIPS AND S CORPORATIONS WHICH 
ARE DC BUSINESSES.—In the case of the sale 
or exchange of an interest in a partnership, 
or of stock in an S corporation, which was a 
DC business during substantially all of the 
period the taxpayer held such interest or 
stock, the amount of qualified capital gain 
shall be determined without regard to— 

‘‘(1) any gain which is attributable to real 
property, or an intangible asset, which is not 
an integral part of a DC business, and 

‘‘(2) any gain attributable to periods before 
January 1, 1998.’’ 

(b) CREDITS MADE PART OF GENERAL BUSI-
NESS CREDIT.— 

(1) Subsection (b) of section 38 is amended 
by striking ‘‘plus’’ at the end of paragraph 
(11), by striking the period at the end of 
paragraph (12) and inserting ‘‘, plus’’, and by 
adding at the end the following new para-
graph: 

‘‘(13) the DC investment credit determined 
under section 1400A(a).’’ 

(2) Subsection (d) of section 39 is amended 
by adding at the end the following new para-
graph: 

‘‘(8) NO CARRYBACK OF DC CREDITS BEFORE 
EFFECTIVE DATE.—No portion of the unused 
business credit for any taxable year which is 
attributable to the credit under section 
1400A may be carried back to a taxable year 
ending before the date of the enactment of 
such section.’’ 

(3) Subsection (c) of section 196 is amended 
by striking ‘‘and’’ at the end of paragraph 
(6), by striking the period at the end of para-
graph (7) and inserting ‘‘, and’’, and by add-
ing at the end the following new paragraph: 

‘‘(8) the DC investment credit determined 
under section 1400A(a).’’ 

(c) CLERICAL AMENDMENT.—The table of 
subchapters for chapter 1 is amended by add-
ing at the end the following new item: 

‘‘Subchapter W. Incentives for the Revital-
ization of the District of Co-
lumbia.’’ 

(d) EFFECTIVE DATE.—This section shall 
take effect on the date of the enactment of 
this Act. 
SEC. 602. INCENTIVES CONDITIONED ON OTHER 

DC REFORM. 
The amendments made by section 601 shall 

not take effect unless an entity known as 
the Economic Development Corporation is 
created by Federal law in 1997 as part of the 
District of Columbia government. 
TITLE VII—MISCELLANEOUS PROVISIONS 

Subtitle A—Distressed Communities and 
Brownfields 

CHAPTER 1—ADDITIONAL 
EMPOWERMENT ZONES 

SEC. 701. ADDITIONAL EMPOWERMENT ZONES. 
(a) IN GENERAL.—Paragraph (2) of section 

1391(b) (relating to designations of empower-
ment zones and enterprise communities) is 
amended— 

(1) by striking ‘‘9’’ and inserting ‘‘11’’, 
(2) by striking ‘‘6’’ and inserting ‘‘8’’, and 
(3) by striking ‘‘750,000’’ and inserting 

‘‘1,000,000’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section shall take effect on the 
date of the enactment of this Act, except 
that designations of new empowerment zones 
made pursuant to such amendments shall be 
made during the 180-day period beginning on 
the date of the enactment of this Act. 
CHAPTER 2—NEW EMPOWERMENT ZONES 

AND ENTERPRISE COMMUNITIES 
SEC. 711. DESIGNATION OF ADDITIONAL EM-

POWERMENT ZONES AND ENTER-
PRISE COMMUNITIES. 

(a) IN GENERAL.—Section 1391 (relating to 
designation procedure for empowerment 
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zones and enterprise communities) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(g) ADDITIONAL DESIGNATIONS PER-
MITTED.— 

‘‘(1) IN GENERAL.—In addition to the areas 
designated under subsection (a)— 

‘‘(A) ENTERPRISE COMMUNITIES.—The appro-
priate Secretaries may designate in the ag-
gregate an additional 80 nominated areas as 
enterprise communities under this section, 
subject to the availability of eligible nomi-
nated areas. Of that number, not more than 
50 may be designated in urban areas and not 
more than 30 may be designated in rural 
areas. 

‘‘(B) EMPOWERMENT ZONES.—The appro-
priate Secretaries may designate in the ag-
gregate an additional 20 nominated areas as 
empowerment zones under this section, sub-
ject to the availability of eligible nominated 
areas. Of that number, not more than 15 may 
be designated in urban areas and not more 
than 5 may be designated in rural areas. 

‘‘(2) PERIOD DESIGNATIONS MAY BE MADE.—A 
designation may be made under this sub-
section after the date of the enactment of 
this subsection and before January 1, 1999. 

‘‘(3) MODIFICATIONS TO ELIGIBILITY CRI-
TERIA, ETC.— 

‘‘(A) POVERTY RATE REQUIREMENT.— 
‘‘(i) IN GENERAL.—A nominated area shall 

be eligible for designation under this sub-
section only if the poverty rate for each pop-
ulation census tract within the nominated 
area is not less than 20 percent and the pov-
erty rate for at least 90 percent of the popu-
lation census tracts within the nominated 
area is not less than 25 percent. 

‘‘(ii) TREATMENT OF CENSUS TRACTS WITH 
SMALL POPULATIONS.—A population census 
tract with a population of less than 2,000 
shall be treated as having a poverty rate of 
not less than 25 percent if— 

‘‘(I) more than 75 percent of such tract is 
zoned for commercial or industrial use, and 

‘‘(II) such tract is contiguous to 1 or more 
other population census tracts which have a 
poverty rate of not less than 25 percent (de-
termined without regard to this clause). 

‘‘(iii) EXCEPTION FOR DEVELOPABLE SITES.— 
Clause (i) shall not apply to up to 3 non-
contiguous parcels in a nominated area 
which may be developed for commercial or 
industrial purposes. The aggregate area of 
noncontiguous parcels to which the pre-
ceding sentence applies with respect to any 
nominated area shall not exceed 1,000 acres 
(2,000 acres in the case of an empowerment 
zone). 

‘‘(iv) CERTAIN PROVISIONS NOT TO APPLY.— 
Section 1392(a)(4) (and so much of paragraphs 
(1) and (2) of section 1392(b) as relate to sec-
tion 1392(a)(4)) shall not apply to an area 
nominated for designation under this sub-
section. 

‘‘(v) SPECIAL RULE FOR RURAL EMPOWER-
MENT ZONES AND ENTERPRISE COMMUNITIES.— 
The Secretary of Agriculture may designate 
not more than 1 empowerment zone, and not 
more than 5 enterprise communities, in rural 
areas without regard to clause (i) if such 
areas satisfy emigration criteria specified by 
the Secretary of Agriculture. 

‘‘(B) SIZE LIMITATION.— 
‘‘(i) IN GENERAL.—The parcels described in 

subparagraph (A)(iii) shall not be taken into 
account in determining whether the require-
ment of subparagraph (A) or (B) of section 
1392(a)(3) is met. 

‘‘(ii) SPECIAL RULE FOR RURAL AREAS.—If a 
population census tract (or equivalent divi-
sion under section 1392(b)(4)) in a rural area 
exceeds 1,000 square miles or includes a sub-
stantial amount of land owned by the Fed-
eral, State, or local government, the nomi-
nated area may exclude such excess square 
mileage or governmentally owned land and 

the exclusion of that area will not be treated 
as violating the continuous boundary re-
quirement of section 1392(a)(3)(B). 

‘‘(C) AGGREGATE POPULATION LIMITATION.— 
The aggregate population limitation under 
the last sentence of subsection (b)(2) shall 
not apply to a designation under paragraph 
(1)(B). 

‘‘(D) PREVIOUSLY DESIGNATED ENTERPRISE 
COMMUNITIES MAY BE INCLUDED.—Subsection 
(e)(5) shall not apply to any enterprise com-
munity designated under subsection (a) that 
is also nominated for designation under this 
subsection. 

‘‘(E) INDIAN RESERVATIONS MAY BE NOMI-
NATED.— 

‘‘(i) IN GENERAL.—Section 1393(a)(4) shall 
not apply to an area nominated for designa-
tion under this subsection. 

‘‘(ii) SPECIAL RULE.—An area in an Indian 
reservation shall be treated as nominated by 
a State and a local government if it is nomi-
nated by the reservation governing body (as 
determined by the Secretary of Interior).’’ 

(b) EMPLOYMENT CREDIT NOT TO APPLY TO 
NEW EMPOWERMENT ZONES.—Section 1396 (re-
lating to empowerment zone employment 
credit) is amended by adding at the end the 
following new subsection: 

‘‘(e) CREDIT NOT TO APPLY TO EMPOWER-
MENT ZONES DESIGNATED UNDER SECTION 
1391(g).—This section shall be applied with-
out regard to any empowerment zone des-
ignated under section 1391(g).’’ 

(c) INCREASED EXPENSING UNDER SECTION 
179 NOT TO APPLY IN DEVELOPABLE SITES.— 
Section 1397A (relating to increase in expens-
ing under section 179) is amended by adding 
at the end the following new subsection: 

‘‘(c) LIMITATION.—For purposes of this sec-
tion, qualified zone property shall not in-
clude any property substantially all of the 
use of which is in any parcel described in sec-
tion 1391(g)(3)(A)(iii).’’ 

(d) CONFORMING AMENDMENTS.— 
(1) Subsections (e) and (f) of section 1391 

are each amended by striking ‘‘subsection 
(a)’’ and inserting ‘‘this section’’. 

(2) Section 1391(c) is amended by striking 
‘‘this section’’ and inserting ‘‘subsection 
(a)’’. 
SEC. 712. VOLUME CAP NOT TO APPLY TO ENTER-

PRISE ZONE FACILITY BONDS WITH 
RESPECT TO NEW EMPOWERMENT 
ZONES. 

(a) IN GENERAL.—Section 1394 (relating to 
tax-exempt enterprise zone facility bonds) is 
amended by adding at the end the following 
new subsection: 

‘‘(f) BONDS FOR EMPOWERMENT ZONES DES-
IGNATED UNDER SECTION 1391(g).— 

‘‘(1) IN GENERAL.—In the case of a new em-
powerment zone facility bond— 

‘‘(A) such bond shall not be treated as a 
private activity bond for purposes of section 
146, and 

‘‘(B) subsection (c) of this section shall not 
apply. 

‘‘(2) LIMITATION ON AMOUNT OF BONDS.— 
‘‘(A) IN GENERAL.—Paragraph (1) shall 

apply to a new empowerment zone facility 
bond only if such bond is designated for pur-
poses of this subsection by the local govern-
ment which nominated the area to which 
such bond relates. 

‘‘(B) LIMITATION ON BONDS DESIGNATED.— 
The aggregate face amount of bonds which 
may be designated under subparagraph (A) 
with respect to any empowerment zone shall 
not exceed— 

‘‘(i) $60,000,000 if such zone is in a rural 
area, 

‘‘(ii) $130,000,000 if such zone is in an urban 
area and the zone has a population of less 
than 100,000, and 

‘‘(iii) $230,000,000 if such zone is in an urban 
area and the zone has a population of at 
least 100,000. 

‘‘(C) SPECIAL RULES.— 
‘‘(i) COORDINATION WITH LIMITATION IN SUB-

SECTION (c).—Bonds to which paragraph (1) 
applies shall not be taken into account in ap-
plying the limitation of subsection (c) to 
other bonds. 

‘‘(ii) CURRENT REFUNDING NOT TAKEN INTO 
ACCOUNT.—In the case of a refunding (or se-
ries of refundings) of a bond designated 
under this paragraph, the refunding obliga-
tion shall be treated as designated under this 
paragraph (and shall not be taken into ac-
count in applying subparagraph (B)) if— 

‘‘(I) the amount of the refunding bond does 
not exceed the outstanding amount of the re-
funded bond, and 

‘‘(II) the refunded bond is redeemed not 
later than 90 days after the date of issuance 
of the refunding bond. 

‘‘(3) NEW EMPOWERMENT ZONE FACILITY 
BOND.—For purposes of this subsection, the 
term ‘new empowerment zone facility bond’ 
means any bond which would be described in 
subsection (a) if only empowerment zones 
designated under section 1391(g) were taken 
into account under sections 1397B and 
1397C.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to obliga-
tions issued after the date of the enactment 
of this Act. 

SEC. 713. MODIFICATIONS TO ENTERPRISE ZONE 
FACILITY BOND RULES FOR ALL EM-
POWERMENT ZONES AND ENTER-
PRISE COMMUNITIES. 

(a) MODIFICATIONS RELATING TO ENTERPRISE 
ZONE BUSINESS.—Paragraph (3) of section 
1394(b) (defining enterprise zone business) is 
amended to read as follows: 

‘‘(3) ENTERPRISE ZONE BUSINESS.— 
‘‘(A) IN GENERAL.—Except as modified in 

this paragraph, the term ‘enterprise zone 
business’ has the meaning given such term 
by section 1397B. 

‘‘(B) MODIFICATIONS.—In applying section 
1397B for purposes of this section— 

‘‘(i) BUSINESSES IN ENTERPRISE COMMU-
NITIES ELIGIBLE.—References in section 1397B 
to empowerment zones shall be treated as in-
cluding references to enterprise commu-
nities. 

‘‘(ii) WAIVER OF REQUIREMENTS DURING 
STARTUP PERIOD.—A business shall not fail to 
be treated as an enterprise zone business 
during the startup period if— 

‘‘(I) as of the beginning of the startup pe-
riod, it is reasonably expected that such 
business will be an enterprise zone business 
(as defined in section 1397B as modified by 
this paragraph) at the end of such period, 
and 

‘‘(II) such business makes bona fide efforts 
to be such a business. 

‘‘(iii) REDUCED REQUIREMENTS AFTER TEST-
ING PERIOD.—A business shall not fail to be 
treated as an enterprise zone business for 
any taxable year beginning after the testing 
period by reason of failing to meet any re-
quirement of subsection (b) or (c) of section 
1397B if at least 35 percent of the employees 
of such business for such year are residents 
of an empowerment zone or an enterprise 
community. The preceding sentence shall 
not apply to any business which is not a 
qualified business by reason of paragraph (1), 
(4), or (5) of section 1397B(d). 

‘‘(C) DEFINITIONS RELATING TO SUBPARA-
GRAPH (B).—For purposes of subparagraph 
(B)— 

‘‘(i) STARTUP PERIOD.—The term ‘startup 
period’ means, with respect to any property 
being provided for any business, the period 
before the first taxable year beginning more 
than 2 years after the later of— 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00135 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATES6528 June 26, 1997 
‘‘(I) the date of issuance of the issue pro-

viding such property, or 
‘‘(II) the date such property is first placed 

in service after such issuance (or, if earlier, 
the date which is 3 years after the date de-
scribed in subclause (I)). 

‘‘(ii) TESTING PERIOD.—The term ‘testing 
period’ means the first 3 taxable years begin-
ning after the startup period. 

‘‘(D) PORTIONS OF BUSINESS MAY BE ENTER-
PRISE ZONE BUSINESS.—The term ‘enterprise 
zone business’ includes any trades or busi-
nesses which would qualify as an enterprise 
zone business (determined after the modi-
fications of subparagraph (B)) if such trades 
or businesses were separately incorporated.’’ 

(b) MODIFICATIONS RELATING TO QUALIFIED 
ZONE PROPERTY.—Paragraph (2) of section 
1394(b) (defining qualified zone property) is 
amended to read as follows: 

‘‘(2) QUALIFIED ZONE PROPERTY.—The term 
‘qualified zone property’ has the meaning 
given such term by section 1397C; except 
that— 

‘‘(A) the references to empowerment zones 
shall be treated as including references to 
enterprise communities, and 

‘‘(B) section 1397C(a)(2) shall be applied by 
substituting ‘an amount equal to 15 percent 
of the adjusted basis’ for ‘an amount equal to 
the adjusted basis’.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to obliga-
tions issued after the date of the enactment 
of this Act. 
SEC. 714. MODIFICATIONS TO ENTERPRISE ZONE 

BUSINESS DEFINITION FOR ALL EM-
POWERMENT ZONES AND ENTER-
PRISE COMMUNITIES. 

(a) IN GENERAL.—Section 1397B (defining 
enterprise zone business) is amended— 

(1) by striking ‘‘80 percent’’ in subsections 
(b)(2) and (c)(1) and inserting ‘‘50 percent’’, 

(2) by striking ‘‘substantially all’’ each 
place it appears in subsections (b) and (c) and 
inserting ‘‘a substantial portion’’, 

(3) by striking ‘‘, and exclusively related 
to,’’ in subsections (b)(4) and (c)(3), 

(4) by adding at the end of subsection (d)(2) 
the following new flush sentence: 
‘‘For purposes of subparagraph (B), the lessor 
of the property may rely on a lessee’s certifi-
cation that such lessee is an enterprise zone 
business.’’, 

(5) by striking ‘‘substantially all’’ in sub-
section (d)(3) and inserting ‘‘at least 50 per-
cent’’, and 

(6) by adding at the end the following new 
subsection: 

‘‘(f) TREATMENT OF BUSINESSES STRADDLING 
CENSUS TRACT LINES.—For purposes of this 
section, if— 

‘‘(1) a business entity or proprietorship 
uses real property located within an em-
powerment zone, 

‘‘(2) the business entity or proprietorship 
also uses real property located outside the 
empowerment zone, 

‘‘(3) the amount of real property described 
in paragraph (1) is substantial compared to 
the amount of real property described in 
paragraph (2), and 

‘‘(4) the real property described in para-
graph (2) is contiguous to part or all of the 
real property described in paragraph (1), 
then all the services performed by employ-
ees, all business activities, all tangible prop-
erty, and all intangible property of the busi-
ness entity or proprietorship that occur in or 
is located on the real property described in 
paragraphs (1) and (2) shall be treated as oc-
curring or situated in an empowerment 
zone.’’ 

(b) EFFECTIVE DATES.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxable years be-
ginning on or after the date of the enact-
ment of this Act. 

(2) SPECIAL RULE FOR ENTERPRISE ZONE FA-
CILITY BONDS.—For purposes of section 
1394(b) of the Internal Revenue Code of 1986, 
the amendments made by this section shall 
apply to obligations issued after the date of 
the enactment of this Act. 

CHAPTER 3—EXPENSING OF 
ENVIRONMENTAL REMEDIATION COSTS 

SEC. 721. EXPENSING OF ENVIRONMENTAL REME-
DIATION COSTS. 

(a) IN GENERAL.—Part VI of subchapter B 
of chapter 1 is amended by adding at the end 
the following new section: 
‘‘SEC. 198. EXPENSING OF ENVIRONMENTAL RE-

MEDIATION COSTS. 
‘‘(a) IN GENERAL.—A taxpayer may elect to 

treat any qualified environmental remedi-
ation expenditure which is paid or incurred 
by the taxpayer as an expense which is not 
chargeable to capital account. Any expendi-
ture which is so treated shall be allowed as 
a deduction for the taxable year in which it 
is paid or incurred. 

‘‘(b) QUALIFIED ENVIRONMENTAL REMEDI-
ATION EXPENDITURE.—For purposes of this 
section— 

‘‘(1) IN GENERAL.—The term ‘qualified envi-
ronmental remediation expenditure’ means 
any expenditure— 

‘‘(A) which is otherwise chargeable to cap-
ital account, and 

‘‘(B) which is paid or incurred in connec-
tion with the abatement or control of haz-
ardous substances at a qualified contami-
nated site. 

‘‘(2) SPECIAL RULE FOR EXPENDITURES FOR 
DEPRECIABLE PROPERTY.—Such term shall 
not include any expenditure for the acquisi-
tion of property of a character subject to the 
allowance for depreciation which is used in 
connection with the abatement or control of 
hazardous substances at a qualified contami-
nated site; except that the portion of the al-
lowance under section 167 for such property 
which is otherwise allocated to such site 
shall be treated as a qualified environmental 
remediation expenditure. 

‘‘(c) QUALIFIED CONTAMINATED SITE.—For 
purposes of this section— 

‘‘(1) QUALIFIED CONTAMINATED SITE.— 
‘‘(A) IN GENERAL.—The term ‘qualified con-

taminated site’ means any area— 
‘‘(i) which is held by the taxpayer for use 

in a trade or business or for the production 
of income, or which is property described in 
section 1221(1) in the hands of the taxpayer, 

‘‘(ii) which is within a targeted area, and 
‘‘(iii) which contains (or potentially con-

tains) any hazardous substance. 
‘‘(B) TAXPAYER MUST RECEIVE STATEMENT 

FROM STATE ENVIRONMENTAL AGENCY.—An 
area shall be treated as a qualified contami-
nated site with respect to expenditures paid 
or incurred during any taxable year only if 
the taxpayer receives a statement from the 
appropriate agency of the State in which 
such area is located that such area meets the 
requirements of clauses (ii) and (iii) of sub-
paragraph (A). 

‘‘(C) APPROPRIATE STATE AGENCY.— For 
purposes of subparagraph (B), the appro-
priate agency of a State is the agency des-
ignated by the Administrator of the Environ-
mental Protection Agency for purposes of 
this section. If no agency of a State is des-
ignated under the preceding sentence, the 
appropriate agency for such State shall be 
the Environmental Protection Agency. 

‘‘(2) TARGETED AREA.— 
‘‘(A) IN GENERAL.—The term ‘targeted area’ 

means— 
‘‘(i) any population census tract with a 

poverty rate of not less than 20 percent, 
‘‘(ii) a population census tract with a popu-

lation of less than 2,000 if— 
‘‘(I) more than 75 percent of such tract is 

zoned for commercial or industrial use, and 

‘‘(II) such tract is contiguous to 1 or more 
other population census tracts which meet 
the requirement of clause (i) without regard 
to this clause, 

‘‘(iii) any empowerment zone or enterprise 
community (and any supplemental zone des-
ignated on December 21, 1994), and 

‘‘(iv) any site announced before February 1, 
1997, as being included as a brownfields pilot 
project of the Environmental Protection 
Agency. 

‘‘(B) NATIONAL PRIORITIES LISTED SITES NOT 
INCLUDED.—Such term shall not include any 
site which is on the national priorities list 
under section 105(a)(8)(B) of the Comprehen-
sive Environmental Response, Compensa-
tion, and Liability Act of 1980 (as in effect on 
the date of the enactment of this section). 

‘‘(C) CERTAIN RULES TO APPLY.—For pur-
poses of this paragraph, the rules of sections 
1392(b)(4) and 1393(a)(9) shall apply. 

‘‘(D) TREATMENT OF CERTAIN SITES.—For 
purposes of this paragraph, a single contami-
nated site shall be treated as within a tar-
geted area if— 

‘‘(i) a substantial portion of the site is lo-
cated within a targeted area described in 
subparagraph (A) (determined without re-
gard to this subparagraph), and 

‘‘(ii) the remaining portions are contiguous 
to, but outside, such targeted area. 

‘‘(d) HAZARDOUS SUBSTANCE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—The term ‘hazardous sub-
stance’ means— 

‘‘(A) any substance which is a hazardous 
substance as defined in section 101(14) of the 
Comprehensive Environmental Response, 
Compensation, and Liability Act of 1980, and 

‘‘(B) any substance which is designated as 
a hazardous substance under section 102 of 
such Act. 

‘‘(2) EXCEPTION.—Such term shall not in-
clude any substance with respect to which a 
removal or remedial action is not permitted 
under section 104 of such Act by reason of 
subsection (a)(3) thereof. 

‘‘(e) DEDUCTION RECAPTURED AS ORDINARY 
INCOME ON SALE, ETC.—Solely for purposes of 
section 1245, in the case of property to which 
a qualified environmental remediation ex-
penditure would have been capitalized but 
for this section— 

‘‘(1) the deduction allowed by this section 
for such expenditure shall be treated as a de-
duction for depreciation, and 

‘‘(2) such property (if not otherwise section 
1245 property) shall be treated as section 1245 
property solely for purposes of applying sec-
tion 1245 to such deduction. 

‘‘(f) COORDINATION WITH OTHER PROVI-
SIONS.—Sections 280B and 468 shall not apply 
to amounts which are treated as expenses 
under this section. 

‘‘(g) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’ 

(b) CLERICAL AMENDMENT.—The table of 
sections for part VI of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 

‘‘Sec. 198. Expensing of environmental reme-
diation costs.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expendi-
tures paid or incurred after the date of the 
enactment of this Act, in taxable years end-
ing after such date. 

Subtitle B—Puerto Rico Economic Activity 
Credit Improvement 

SEC. 731. MODIFICATIONS OF PUERTO RICO ECO-
NOMIC ACTIVITY CREDIT. 

(a) CORPORATIONS ELIGIBLE TO CLAIM CRED-
IT.—Section 30A(a)(2) (defining qualified do-
mestic corporation) is amended to read as 
follows: 
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‘‘(2) QUALIFIED DOMESTIC CORPORATION.— 

For purposes of paragraph (1)— 
‘‘(A) IN GENERAL.—A domestic corporation 

shall be treated as a qualified domestic cor-
poration for a taxable year if it is actively 
conducting within Puerto Rico during the 
taxable year— 

‘‘(i) a line of business with respect to which 
the domestic corporation is an existing cred-
it claimant under section 936(j)(9), or 

‘‘(ii) an eligible line of business not de-
scribed in clause (i). 

‘‘(B) LIMITATION TO LINES OF BUSINESS.—A 
domestic corporation shall be treated as a 
qualified domestic corporation under sub-
paragraph (A) only with respect to the lines 
of business described in subparagraph (A) 
which it is actively conducting in Puerto 
Rico during the taxable year. 

‘‘(C) EXCEPTION FOR CORPORATIONS ELECT-
ING REDUCED CREDIT.—A domestic corpora-
tion shall not be treated as a qualified cor-
poration if such corporation (or any prede-
cessor) had an election in effect under sec-
tion 936(a)(4)(B)(iii) for any taxable year be-
ginning after December 31, 1996.’’ 

(b) APPLICATION ON SEPARATE LINE OF BUSI-
NESS BASIS; ELIGIBLE LINE OF BUSINESS.— 
Section 30A is amended by redesignating 
subsection (g) as subsection (h) and by in-
serting after subsection (f) the following new 
subsection: 

‘‘(g) APPLICATION ON LINE OF BUSINESS 
BASIS; ELIGIBLE LINES OF BUSINESS.—For 
purposes of this section— 

‘‘(1) APPLICATION TO SEPARATE LINE OF BUSI-
NESS.— 

‘‘(A) IN GENERAL.—In determining the 
amount of the credit under subsection (a), 
this section shall be applied separately with 
respect to each substantial line of business 
of the qualified domestic corporation. 

‘‘(B) EXCEPTIONS FOR EXISTING CREDIT 
CLAIMANT.—This paragraph shall not apply 
to a substantial line of business with respect 
to which the qualified domestic corporation 
is an existing credit claimant under section 
936(j)(9). 

‘‘(C) ALLOCATION.—The Secretary shall pre-
scribe rules necessary to carry out the pur-
poses of this paragraph, including rules— 

‘‘(i) for the allocation of items of income, 
gain, deduction, and loss for purposes of de-
termining taxable income under subsection 
(a), and 

‘‘(ii) for the allocation of wages, fringe 
benefit expenses, and depreciation allow-
ances for purposes of applying the limita-
tions under subsection (d). 

‘‘(2) ELIGIBLE LINE OF BUSINESS.—The term 
‘eligible line of business’ means a substantial 
line of business in any of the following 
trades or businesses: 

‘‘(A) Manufacturing. 
‘‘(B) Agriculture. 
‘‘(C) Forestry. 
‘‘(D) Fishing. 
‘‘(3) SUBSTANTIAL LINE OF BUSINESS.—For 

purposes of this subsection, the determina-
tion of whether a line of business is a sub-
stantial line of business shall be determined 
by reference to 2-digit codes under the North 
American Industry Classification System (62 
Fed. Reg. 17288 et seq., formerly known as 
‘SIC codes’).’’ 

(c) REPEAL OF BASE PERIOD CAP.— 
(1) IN GENERAL.—Section 30A(a)(1) (relating 

to allowance of credit) is amended by strik-
ing the last sentence. 

(2) CONFORMING AMENDMENT.—Section 
30A(e)(1) is amended by inserting ‘‘but not 
including subsection (j)(3)(A)(ii) thereof’’ 
after ‘‘thereunder’’. 

(d) APPLICATION OF CREDIT.—Section 30A(h) 
(relating to applicability of section), as re-
designated by subsection (b), is amended to 
read as follows: 

‘‘(h) APPLICATION OF SECTION.— 

‘‘(1) IN GENERAL.—This section shall apply 
to taxable years beginning after December 
31, 1995, and before the termination date. 

‘‘(2) TERMINATION DATE.—For purposes of 
paragraph (1)— 

‘‘(A) IN GENERAL.—The termination date is 
the first day of the 4th calendar year fol-
lowing the close of the first period for which 
a certification is issued by the Secretary 
under subparagraph (B). 

‘‘(B) CERTIFICATION.— 
‘‘(i) IN GENERAL.—The Secretary shall issue 

a certification under this subparagraph for 
the first 3-consecutive calendar year period 
beginning after December 31, 1997, for which 
the Secretary determines that Puerto Rico 
has met the requirements of clause (ii) for 
each calendar year within the period. 

‘‘(ii) REQUIREMENTS.—The requirements of 
this clause are met with respect to Puerto 
Rico for any calendar year if— 

‘‘(I) the average monthly rate of unemploy-
ment in Puerto Rico does not exceed 150 per-
cent of the average monthly rate of unem-
ployment for the United States for such 
year, 

‘‘(II) the per capita income of Puerto Rico 
is at least 66 percent of the per capita in-
come of the United States, and 

‘‘(III) the poverty level within Puerto Rico 
does not exceed 30 percent.’’ 

(e) CONFORMING AMENDMENTS.— 
(1) Section 30A(b) is amended by striking 

‘‘within a possession’’ each place it appears 
and inserting ‘‘within Puerto Rico’’. 

(2) Section 30A(d) is amended by striking 
‘‘possession’’ each place it appears. 

(3) Section 30A(f) is amended to read as fol-
lows: 

‘‘(f) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) QUALIFIED INCOME TAXES.—The quali-
fied income taxes for any taxable year allo-
cable to nonsheltered income shall be deter-
mined in the same manner as under section 
936(i)(3). 

‘‘(2) QUALIFIED WAGES.—The qualified 
wages for any taxable year shall be deter-
mined in the same manner as under section 
936(i)(1). 

‘‘(3) OTHER TERMS.—Any term used in this 
section which is also used in section 936 shall 
have the same meaning given such term by 
section 936.’’ 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
SEC. 732. COMPARABLE TREATMENT FOR OTHER 

ECONOMIC ACTIVITY CREDIT. 
(a) CORPORATIONS ELIGIBLE TO CLAIM CRED-

IT.—Section 936(j)(2)(A) (relating to eco-
nomic activity credit) is amended to read as 
follows: 

‘‘(A) ECONOMIC ACTIVITY CREDIT.— 
‘‘(i) IN GENERAL.—In the case of a domestic 

corporation which, during the taxable year, 
is actively conducting within a possession 
other than Puerto Rico— 

‘‘(I) a line of business with respect to 
which the domestic corporation is an exist-
ing credit claimant under paragraph (9), or 

‘‘(II) an eligible line of business not de-
scribed in subclause (I), 

the credit determined under subsection 
(a)(1)(A) shall be allowed for taxable years 
beginning after December 31, 1995, and before 
January 1, 2002. 

‘‘(ii) LIMITATION TO LINES OF BUSINESS.— 
Clause (i) shall only apply with respect to 
the lines of business described in clause (i) 
which the domestic corporation is actively 
conducting in a possession other than Puerto 
Rico during the taxable year. 

‘‘(iii) EXCEPTION FOR CORPORATIONS ELECT-
ING REDUCED CREDIT.—Clause (i) shall not 
apply to a domestic corporation if such cor-
poration (or any predecessor) had an election 

in effect under subsection (a)(4)(B)(iii) for 
any taxable year beginning after December 
31, 1996.’’ 

(b) APPLICATION ON SEPARATE LINE OF BUSI-
NESS BASIS; ELIGIBLE LINE OF BUSINESS.— 

(1) IN GENERAL.—Section 936(j) is amended 
by adding at the end the following new para-
graph: 

‘‘(11) APPLICATION ON LINE OF BUSINESS 
BASIS; ELIGIBLE LINES OF BUSINESS.—For pur-
poses of this section— 

‘‘(A) APPLICATION TO SEPARATE LINE OF 
BUSINESS.— 

‘‘(i) IN GENERAL.—In determining the 
amount of the credit under subsection 
(a)(1)(A) for a corporation to which para-
graph (2)(A) applies, this section shall be ap-
plied separately with respect to each sub-
stantial line of business of the corporation. 

‘‘(ii) EXCEPTIONS FOR EXISTING CREDIT 
CLAIMANT.—This paragraph shall not apply 
to a line of business with respect to which 
the qualified domestic corporation is an ex-
isting credit claimant under paragraph (9). 

‘‘(iii) ALLOCATION.—The Secretary shall 
prescribe rules necessary to carry out the 
purposes of this subparagraph, including 
rules— 

‘‘(I) for the allocation of items of income, 
gain, deduction, and loss for purposes of de-
termining taxable income under subsection 
(a)(1)(A), and 

‘‘(II) for the allocation of wages, fringe 
benefit expenses, and depreciation allow-
ances for purposes of applying the limita-
tions under subsection (a)(4)(A). 

‘‘(B) ELIGIBLE LINE OF BUSINESS.—For pur-
poses of this subsection, the term ‘eligible 
line of business’ means a substantial line of 
business in any of the following trades or 
businesses: 

‘‘(i) Manufacturing. 
‘‘(ii) Agriculture. 
‘‘(iii) Forestry. 
‘‘(iv) Fishing.’’ 
(2) NEW LINES OF BUSINESS.—Section 

936(j)(9)(B) is amended to read as follows: 
‘‘(B) NEW LINES OF BUSINESS.—A corpora-

tion shall not be treated as an existing credit 
claimant with respect to any substantial 
new line of business which is added after Oc-
tober 13, 1995, unless such addition is pursu-
ant to an acquisition described in subpara-
graph (A)(ii).’’ 

(3) SEPARATE LINES OF BUSINESS.—Section 
936(j), as amended by paragraph (1), is 
amended by adding at the end the following 
new paragraph: 

‘‘(12) SUBSTANTIAL LINE OF BUSINESS.—For 
purposes of this subsection (other than para-
graph (9)(B) thereof), the determination of 
whether a line of business is a substantial 
line of business shall be determined by ref-
erence to 2-digit codes under the North 
American Industry Classification System (62 
Fed. Reg. 17288 et seq., formerly known as 
‘SIC codes’).’’ 

(c) REPEAL OF BASE PERIOD CAP FOR ECO-
NOMIC ACTIVITY CREDIT.— 

(1) IN GENERAL.—Section 936(j)(3) is amend-
ed to read as follows: 

‘‘(3) ADDITIONAL RESTRICTED REDUCED CRED-
IT.— 

‘‘(A) IN GENERAL.—In the case of an exist-
ing credit claimant to which paragraph (2)(B) 
applies, the credit determined under sub-
section (a)(1)(A) shall be allowed for any tax-
able year beginning after December 31, 1997, 
and before January 1, 2006, except that the 
aggregate amount of taxable income taken 
into account under subsection (a)(1)(A) for 
such taxable year shall not exceed the ad-
justed base period income of such claimant. 

‘‘(B) COORDINATION WITH SUBSECTION 
(a)(4)(B).—The amount of income described 
in subsection (a)(1)(A) which is taken into 
account in applying subsection (a)(4)(B) shall 
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be such income as reduced under this para-
graph.’’ 

(2) CONFORMING AMENDMENT.—Section 
936(j)(2)(A), as amended by subsection (a), is 
amended by striking ‘‘2002’’ and inserting 
‘‘2006’’. 

(d) APPLICATION OF CREDIT.— 
(1) IN GENERAL.—Section 936(j)(2)(A), as 

amended by this section, is amended by 
striking ‘‘January 1, 2006’’ and inserting ‘‘the 
termination date’’. 

(2) SPECIAL RULES FOR APPLICABLE POSSES-
SIONS.—Section 936(j)(8)(A) is amended to 
read as follows: 

‘‘(A) IN GENERAL.—In the case of an appli-
cable possession— 

‘‘(i) this section (other than the preceding 
paragraphs of this subsection) shall not 
apply for taxable years beginning after De-
cember 31, 1995, and before January 1, 2006, 
with respect to any substantial line of busi-
ness actively conducted in such possession 
by a domestic corporation which is an exist-
ing credit claimant with respect to such line 
of business, and 

‘‘(ii) this section (including this sub-
section) shall apply— 

‘‘(I) with respect to any substantial line of 
business not described in clause (i) for tax-
able years beginning after December 31, 1997, 
and before the termination date, and 

‘‘(II) with respect to any substantial line of 
business described in clause (i) for taxable 
years beginning after December 31, 2006, and 
before the termination date.’’ 

(3) TERMINATION DATE.—Section 936(j), as 
amended by subsection (b), is amended by 
adding at the end the following new para-
graph. 

‘‘(13) TERMINATION DATE.—For purposes of 
this subsection— 

‘‘(A) IN GENERAL.—The termination date 
for any possession other than Puerto Rico is 
the first day of the 4th calendar year fol-
lowing the close of the first period for which 
a certification is issued by the Secretary 
under subparagraph (B). 

‘‘(B) CERTIFICATION.— 
‘‘(i) IN GENERAL.—The Secretary shall issue 

a certification for a possession under this 
subparagraph for the first 3-consecutive cal-
endar year period beginning after December 
31, 1997, for which the Secretary determines 
that the possession has met the require-
ments of clause (ii) for each calendar year 
within the period. 

‘‘(ii) REQUIREMENTS.—The requirements of 
this clause are met with respect to a posses-
sion for any calendar year if— 

‘‘(I) the average monthly rate of unemploy-
ment in the possession does not exceed 150 
percent of the average monthly rate of un-
employment for the United States for such 
year, 

‘‘(II) the per capita income of the posses-
sion is at least 66 percent of the per capita 
income of the United States, and 

‘‘(III) the poverty level within the posses-
sion does not exceed 30 percent.’’ 

(e) EFFECTIVE DATES.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxable years be-
ginning after December 31, 1997. 

(2) NEW LINES OF BUSINESS.—The amend-
ment made by subsection (b)(2) shall apply to 
taxable years beginning after December 31, 
1995. 

Subtitle C—Revisions Relating to Disasters 
SEC. 741. TREATMENT OF LIVESTOCK SOLD ON 

ACCOUNT OF WEATHER-RELATED 
CONDITIONS. 

(a) DEFERRAL OF INCOME INCLUSION.—Sub-
section (e) of section 451 (relating to special 
rules for proceeds from livestock sold on ac-
count of drought) is amended— 

(1) by striking ‘‘drought conditions, and 
that these drought conditions’’ in paragraph 

(1) and inserting ‘‘drought, flood, or other 
weather-related conditions, and that such 
conditions’’; and 

(2) by inserting ‘‘, FLOOD, OR OTHER WEATH-
ER-RELATED CONDITIONS’’ after ‘‘DROUGHT’’ in 
the subsection heading. 

(b) INVOLUNTARY CONVERSIONS.—Subsection 
(e) of section 1033 (relating to livestock sold 
on account of drought) is amended— 

(1) by inserting ‘‘, flood, or other weather- 
related conditions’’ before the period at the 
end thereof; and 

(2) by inserting ‘‘, FLOOD, OR OTHER WEATH-
ER-RELATED CONDITIONS’’ after ‘‘DROUGHT’’ in 
the subsection heading. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to sales and 
exchanges after December 31, 1996. 
SEC. 742. GAIN OR LOSS FROM SALE OF LIVE-

STOCK DISREGARDED FOR PUR-
POSES OF EARNED INCOME CREDIT. 

(a) IN GENERAL.—Section 32(i)(2)(D) (relat-
ing to disqualified income) is amended by in-
serting ‘‘determined without regard to gain 
or loss from the sale of livestock described in 
section 1231(b)(3),’’ after ‘‘taxable year,’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 1995. 
SEC. 743. MORTGAGE FINANCING FOR RESI-

DENCES LOCATED IN DISASTER 
AREAS. 

Subsection (k) of section 143 (relating to 
mortgage revenue bonds; qualified mortgage 
bond and qualified veteran’s mortgage bond) 
is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(11) SPECIAL RULES FOR RESIDENCES LO-
CATED IN DISASTER AREAS.—In the case of a 
residence located in an area determined by 
the President to warrant assistance from the 
Federal Government under the Disaster Re-
lief and Emergency Assistance Act (as in ef-
fect on the date of the enactment of the Rev-
enue Reconciliation Act of 1997), this section 
shall be applied with the following modifica-
tions to financing provided with respect to 
such residence within 1 year after the date of 
the disaster declaration: 

‘‘(A) Subsection (d) (relating to 3-year re-
quirement) shall not apply. 

‘‘(B) Subsections (e) and (f) (relating to 
purchase price requirement and income re-
quirement) shall be applied as if such resi-
dence were a targeted area residence. 

The preceding sentence shall apply only with 
respect to bonds issued after December 31, 
1996, and before January 1, 1999.’’ 

Subtitle D—Provisions Relating to Small 
Businesses 

SEC. 751. WAIVER OF PENALTY THROUGH JUNE 
30, 1998, ON SMALL BUSINESSES 
FAILING TO MAKE ELECTRONIC 
FUND TRANSFERS OF TAXES. 

No penalty shall be imposed under the In-
ternal Revenue Code of 1986 solely by reason 
of a failure by a person to use the electronic 
fund transfer system established under sec-
tion 6302(h) of such Code if— 

(1) such person is a member of a class of 
taxpayers first required to use such system 
on or after July 1, 1997, and 

(2) such failure occurs before July 1, 1998. 
SEC. 752. MINIMUM TAX NOT TO APPLY TO FARM-

ERS’ INSTALLMENT SALES. 
(a) IN GENERAL.—Subsection (a) of section 

56 is amended by striking paragraph (6) (re-
lating to treatment of installment sales). 

(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 sen-
tence of section 56(a)(6) of the Internal Rev-
enue Code of 1986 (as in effect for such tax-

able years) shall be applied by inserting ‘‘or 
in the case of a taxpayer using the cash re-
ceipts and disbursements method of account-
ing, any disposition described in section 
453C(e)(1)(B)(ii)’’ after ‘‘section 453C(e)(4)’’. 
Subtitle E—Provisions Relating to Pensions 

and Fringe Benefits 
SEC. 761. TREATMENT OF MULTIEMPLOYER 

PLANS UNDER SECTION 415. 
(a) IN GENERAL.—Section 415(b)(11) is 

amended— 
(1) by inserting ‘‘or a multiemployer plan 

(as defined in section 414(f))’’ after ‘‘section 
414(d))’’, and 

(2) by inserting ‘‘AND MULTIEMPLOYER’’ 
after ‘‘GOVERNMENTAL’’ in the heading there-
of. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to years be-
ginning after December 31, 1997. 
SEC. 762. SPOUSAL CONSENT REQUIRED FOR 

CERTAIN DISTRIBUTIONS AND 
LOANS UNDER QUALIFIED CASH OR 
DEFERRED ARRANGEMENT. 

(a) IN GENERAL.—Section 401(k) is amended 
by adding at the end the following new para-
graph: 

‘‘(13) SPOUSAL CONSENT REQUIRED.— 
‘‘(A) IN GENERAL.—An arrangement shall 

not be treated as a qualified cash or deferred 
arrangement unless— 

‘‘(i) a distribution under the plan of which 
such arrangement is a part, or 

‘‘(ii) a loan all or part of which is secured 
by the participant’s interest in the plan of 
which such arrangement is a part, 

may not be made without the written con-
sent of the spouse. 

‘‘(B) EXCEPTIONS.—Subparagraph (A) shall 
not apply— 

‘‘(i) to distributions described in section 
402(c)(4)(A) or 411(a)(11), or 

‘‘(ii) in any case described in section 
417(a)(2) (relating to cases where spouse can-
not be located). 

‘‘(C) OTHER RULES.—The Secretary shall 
prescribe rules similar to the rules under 
section 417 for the form and timing of any 
consent required by this paragraph.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendment made by 

this section shall apply to plan years begin-
ning after December 31, 1998. 

(2) PLAN AMENDMENTS.—A plan shall not be 
treated as failing to meet the requirements 
of section 411(d)(6) of the Internal Revenue 
Code of 1986 or section 204(g) of the Employee 
Retirement Income Security Act of 1974 
merely because it is amended to meet the re-
quirements of section 401(k)(4)(13) of such 
Code (as added by subsection (a)). 
SEC. 763. SECTION 401(k) INVESTMENT PROTEC-

TION. 
(a) LIMITATIONS ON INVESTMENT IN EM-

PLOYER SECURITIES AND EMPLOYER REAL 
PROPERTY BY CASH OR DEFERRED ARRANGE-
MENTS.—Paragraph (3) of section 407(d) of the 
Employee Retirement Income Security Act 
of 1974 (29 U.S.C. 1107(d)) is amended by add-
ing at the end the following new subpara-
graph: 

‘‘(D) The term ‘eligible individual account 
plan’ does not include that portion of an in-
dividual account plan that consists of elec-
tive deferrals (as defined in section 402(g)(3) 
of the Internal Revenue Code of 1986) pursu-
ant to a qualified cash or deferred arrange-
ment as defined in section 401(k) of the Inter-
nal Revenue Code of 1986 (and earnings there-
on), if such elective deferrals (or earnings 
thereon) are required to be invested in quali-
fying employer securities or qualifying em-
ployer real property or both pursuant to the 
documents and instruments governing the 
plan or at the direction of a person other 
than the participant (or the participant’s 
beneficiary) on whose behalf such elective 
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deferrals are made to the plan. For the pur-
poses of subsection (a), such portion shall be 
treated as a separate plan. This subpara-
graph shall not apply to an individual ac-
count plan if the fair market value of the as-
sets of all individual account plans main-
tained by the employer equals not more than 
10 percent of the fair market value of the as-
sets of all pension plans maintained by the 
employer.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall take effect on the date of 
the enactment of this Act. 

(2) TRANSITION RULE FOR PLANS HOLDING EX-
CESS SECURITIES OR PROPERTY.— 

(A) IN GENERAL.—In the case of a plan 
which on the date of the enactment of this 
Act, has holdings of employer securities and 
employer real property (as defined in section 
407(d) of the Employee Retirement Income 
Security Act of 1974 (29 U.S.C. 1107(d)) in ex-
cess of the amount specified in such section 
407, the amendment made by this section ap-
plies to any acquisition of such securities 
and property on or after such date, but does 
not apply to the specific holdings which con-
stitute such excess during the period of such 
excess. 

(B) SPECIAL RULE FOR CERTAIN ACQUISI-
TIONS.—Employer securities and employer 
real property acquired pursuant to a binding 
written contract to acquire such securities 
and real property entered into and in effect 
on the date of the enactment of this Act, 
shall be treated as acquired immediately be-
fore such date. 

Subtitle F—Other Provisions 
SEC. 771. ADJUSTMENT OF MINIMUM TAX EXEMP-

TION AMOUNTS FOR TAXPAYERS 
OTHER THAN CORPORATIONS. 

(a) IN GENERAL.—Subsection (d) of section 
55 is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(4) ADJUSTMENT OF EXEMPTION AMOUNTS 
FOR TAXPAYERS OTHER THAN CORPORATIONS.— 

‘‘(A) TAXABLE YEARS BEGINNING AFTER DE-
CEMBER 31, 2000, AND BEFORE JANUARY 1, 2004.— 
In the case of any calendar year after 2000 
and before 2004— 

‘‘(i) the dollar amount applicable under 
paragraph (1)(A) for such a calendar year 
shall be $600 greater than the dollar amount 
applicable under paragraph (1)(A) for the 
prior calendar year, and 

‘‘(ii) the dollar amount applicable under 
paragraph (1)(B) for such a calendar year 
shall be $400 greater than the dollar amount 
applicable under paragraph (1)(B) for the 
prior calendar year. 

‘‘(B) APPLICATION OF TAXABLE YEARS.—The 
dollar amount applicable under this para-
graph to any calendar year shall apply to 
taxable years beginning in such calendar 
year.’’ 

(b) CONFORMING AMENDMENTS.— 
(1) Subparagraph (C) of section 55(d)(1) is 

amended by striking ‘‘$22,500’’ and inserting 
‘‘the amount equal to 1⁄2 the dollar amount 
applicable under subparagraph (A) for the 
taxable year’’. 

(2) The last sentence of section 55(d)(3) is 
amended by striking ‘‘$165,000 or (ii) $22,500’’ 
and inserting ‘‘the minimum amount of such 
income (as so determined) for which the ex-
emption amount under paragraph (1)(C) is 
zero, or (ii) such exemption amount (deter-
mined without regard to this paragraph)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2000. 
SEC. 772. TREATMENT OF COMPUTER SOFTWARE 

AS FSC EXPORT PROPERTY. 
(a) IN GENERAL.—Subparagraph (B) of sec-

tion 927(a)(2) (relating to property excluded 
from eligibility as FSC export property) is 
amended by inserting ‘‘, and other than com-

puter software (whether or not patented)’’ 
before ‘‘, for commercial or home use’’. 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to gross 
receipts attributable to periods after Decem-
ber 31, 1997, in taxable years ending after 
such date. 
SEC. 773. WELFARE-TO-WORK INCENTIVES. 

(a) ADDITIONAL TEMPORARY INCENTIVES FOR 
EMPLOYING LONG-TERM FAMILY ASSISTANCE 
RECIPIENTS.—Section 51 (relating to amount 
of work opportunity credit) is amended by 
inserting after subsection (d) the following 
new subsection: 

‘‘(e) ADDITIONAL TEMPORARY INCENTIVES 
FOR EMPLOYING LONG-TERM FAMILY ASSIST-
ANCE RECIPIENTS.— 

‘‘(1) TREATMENT AS MEMBER OF TARGETED 
GROUP.—A long-term family assistance re-
cipient shall be treated for purposes of this 
section as a member of a targeted group. 

‘‘(2) MODIFICATION TO PERCENTAGE AND 
YEARS OF CREDIT.—In the case of a long-term 
family assistance recipient, the amount of 
the work opportunity credit determined 
under this section for the taxable year shall 
be equal to the sum of— 

‘‘(A) 50 percent of the qualified first-year 
wages, and 

‘‘(B) 50 percent of the qualified second-year 
wages. 

‘‘(3) MODIFICATION TO AMOUNT OF WAGES 
TAKEN INTO ACCOUNT.—In the case of a long- 
term family assistance recipient— 

‘‘(A) $10,000 OF WAGES MAY BE TAKEN INTO 
ACCOUNT.—In lieu of applying subsection 
(b)(3), the amount of the qualified first-year 
wages, and the amount of qualified second- 
year wages, which may be taken into ac-
count with respect to any individual shall 
not exceed $10,000 per year. 

‘‘(B) CERTAIN AMOUNTS TREATED AS 
WAGES.—The term ‘wages’ includes amounts 
paid or incurred by the employer which are 
excludable from such recipient’s gross in-
come under— 

‘‘(i) section 105 (relating to amounts re-
ceived under accident and health plans), 

‘‘(ii) section 106 (relating to contributions 
by employer to accident and health plans), 

‘‘(iii) section 127 (relating to educational 
assistance programs) or would be so exclud-
able but for section 127(d), but only to the 
extent paid or incurred to a person not re-
lated to the employer, or 

‘‘(iv) section 129 (relating to dependent 
care assistance programs). 
The amount treated as wages by clause (i) or 
(ii) for any period shall be based on the rea-
sonable cost of coverage for the period, but 
shall not exceed the applicable premium for 
the period under section 4980B(f)(4). 

‘‘(C) SPECIAL RULES FOR AGRICULTURAL AND 
RAILWAY LABOR.—If such recipient is an em-
ployee to which subparagraph (A) or (B) of 
subsection (h)(1) applies— 

‘‘(i) such subparagraph (A) shall be applied 
by substituting ‘$10,000’ for ‘$6,000’ and 

‘‘(ii) such subparagraph (B) shall be applied 
by substituting ‘$825’ for ‘$500’. 

‘‘(D) TERMINATION.—In lieu of applying 
subsection (c)(4), this subsection shall not 
apply to amounts paid or incurred with re-
spect to an individual who begins work for 
the employer after September 30, 2000. 

‘‘(4) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—For purposes of this subsection, the 
term ‘long-term family assistance recipient’ 
means any individual who is certified by the 
designated local agency— 

‘‘(A) as being a member of a family receiv-
ing assistance under a IV-A program (as de-
fined in subsection (d)(2)(B)) for at least the 
18-month period ending with the month pre-
ceding the month in which the hiring date 
occurs, 

‘‘(B)(i) as being a member of a family re-
ceiving such assistance for 18 months begin-

ning after the date of the enactment of this 
subsection, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the end of the ear-
liest such 18-month period, or 

‘‘(C)(i) as being a member of a family 
which ceased to be eligible after the date of 
the enactment of this subsection for such as-
sistance by reason of any limitation imposed 
by Federal or State law on the maximum pe-
riod such assistance is payable to a family, 
and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the date of such ces-
sation. 

‘‘(5) QUALIFIED SECOND-YEAR WAGES.—For 
purposes of this subsection, the term ‘quali-
fied second-year wages’ means, with respect 
to any individual, the qualified wages attrib-
utable to service rendered during the 1-year 
period beginning on the day after the last 
day of the 1-year period with respect to such 
individual determined under subsection 
(b)(2).’’ 

(b) CERTAIN OLDER FOOD STAMP RECIPIENTS 
TREATED AS MEMBERS OF TARGETED GROUP.— 
Paragraph (8) of section 51(d) (defining quali-
fied food stamp recipient) is amended to read 
as follows: 

‘‘(8) QUALIFIED FOOD STAMP RECIPIENT.— 
‘‘(A) IN GENERAL.—The term ‘qualified food 

stamp recipient’ means any individual who is 
certified by the designated local agency— 

‘‘(i) as having attained age 18 but not age 
25 on the hiring date, and 

‘‘(ii) as being a member of a family receiv-
ing assistance under a food stamp program 
under the Food Stamp Act of 1977 for the 6- 
month period ending on the hiring date. 

‘‘(B) CERTAIN OLDER RECIPIENTS.—The term 
‘qualified food stamp recipient’ includes any 
individual who is certified by the designated 
local agency— 

‘‘(i) as having attained age 18 but not age 
50 on the hiring date, 

‘‘(ii) as being a recipient of benefits under 
the food stamp program who is affected by 
section 6(o) of the Food Stamp Act of 1977 
but who has not been made ineligible for re-
fusing to work in accordance with section 
6(o)(2)(A) of such Act, or failing to comply 
with the requirements of a work program 
under subparagraph (B), (C), or (D) of section 
6(o)(2)(A) of such Act, and 

‘‘(iii) as having a hiring date which is not 
more than 1 year after the date of such ces-
sation. 

‘‘(C) TERMINATION.—In lieu of applying sub-
section (c)(4), this subsection shall not apply 
to amounts paid or incurred with respect to 
an individual who begins work for the em-
ployer after September 30, 2000.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to individ-
uals who begin work for the employer after 
the date of the enactment of this Act. 

MCCAIN AMENDMENTS NOS. 528–529 
(Ordered to lie on the table.) 
Mr. MCCAIN submitted two amend-

ments intended to be proposed by him 
to the bill, S. 949, supra; as follows: 

AMENDMENT NO. 528 
On page 183, beginning with line 22, strike 

through line 18 on page 192. 

AMENDMENT NO. 529 
On page 192, line 18, after the period insert 

the following: ‘‘This subsection shall not 
take effect until the first fiscal year begin-
ning after the date on which an Act, enacted 
after the date of enactment of this Act, 
takes effect that provides for reform of Am-
trak.’’. 

D’AMATO (AND DASCHLE) 
AMENDMENT NO. 530 

(Ordered to lie on the table.) 
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CONGRESSIONAL RECORD — SENATES6532 June 26, 1997 
Mr. D’AMATO (for himself and Mr. 

DASCHLE) submitted an amendment in-
tended to be proposed by him to the 
bill, S. 949, supra; as follows: 

In section 1045, rollover of gain from quali-
fied small business stock to another quali-
fied small business stock, on page 106, line 
12, strike ‘‘5 years’’ and in lieu of, insert ‘‘6 
months’’ 

THOMAS AMENDMENT NO. 531 

(Ordered to lie on the table.) 
Mr. THOMAS submitted an amend-

ment intended to be proposed by him 
to the bill, S. 949, supra; as follows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . RESTORATION OF DEDUCTION FOR LOB-

BYING EXPENSES IN CONNECTION 
WITH STATE LEGISLATION. 

(a) IN GENERAL.—Paragraph (2) of section 
162(e) (relating to denial of deduction for cer-
tain lobbying and political activities) is 
amended— 

(1) by inserting ‘‘any State legislature or 
of’’ before ‘‘any local council’’ in the mate-
rial preceeding subparagraph (A), and 

(2) in subparagraph (B)(i), by striking 
‘‘such council’’ and inserting ‘‘such legisla-
ture, council,’’. 

(b) CLERICAL AMENDMENT.—The paragraph 
heading of paragraph (2) of section 162(e) is 
amended by inserting ‘‘STATE OR’’ before 
‘‘LOCAL’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred after the date of the enact-
ment of this Act. 
SEC. . INCREASED MILEAGE REQUIREMENT FOR 

MOVING EXPENSES DEDUCTION. 
(a) IN GENERAL.—Paragraph (1) of section 

217(c) (relating to moving expenses) is 
amended— 

(1) in subparagraph (A), by striking ‘‘50 
miles’’ and inserting ‘‘55 miles’’; and 

(2) in subparagraph (B), by striking ‘‘50 
miles’’ and inserting ‘‘55 miles’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 

LANDRIEU AMENDMENT NO. 532 

(Ordered to lie on the table.) 
Ms. LANDRIEU submitted an amend-

ment intended to be proposed by her to 
the bill, S. 949, supra; as follows: 

On page 13, beginning on line 9, strike all 
through page 17, line 23, and insert the fol-
lowing: 

‘‘(2) LIMITATION BASED ON ADJUSTED GROSS 
INCOME.— 

‘‘(A) IN GENERAL.—The $500 amount in sub-
section (a) shall be reduced (but not below 
zero) by $25 for each $1,000 (or fraction there-
of) by which the taxpayer’s modified ad-
justed gross income exceeds the threshold 
amount. For purposes of the preceding sen-
tence, the term ‘modified adjusted gross in-
come’ means adjusted gross income in-
creased by any amount excluded from gross 
income under section 911, 931, or 933. 

‘‘(B) THRESHOLD AMOUNT.—For purposes of 
subparagraph (A), the term ‘threshold 
amount’ means— 

‘‘(i) $90,000 in the case of a joint return, 
‘‘(ii) $60,000 in the case of an individual 

who is not married, and 
‘‘(iii) $45,000 in the case of a married indi-

vidual filing a separate return. 
For purposes of this subparagraph, 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 indi-
vidual for the taxable year, 

‘‘(B) such individual has not attained the 
age of 17 (age of 18 in the case of taxable 
years beginning after 2002) 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) TAXABLE YEAR MUST BE FULL TAX-
ABLE YEAR.—Except in the case of a taxable 
year closed by reason of the death of the tax-
payer, no credit shall be allowable under this 
section in the case of a taxable year covering 
a period of less than 12 months. 

‘‘(e) RECAPTURE OF CREDIT.— 
‘‘(1) IN GENERAL.—If— 
‘‘(A) during any taxable year any amount 

is withdrawn from a qualified tuition pro-
gram or an education individual retirement 
account maintained for the benefit of a bene-
ficiary and such amount is subject to tax 
under section 529(f) or 530(c)(3), and 

‘‘(B) the amount of the credit allowed 
under this section for the prior taxable year 
was contingent on a contribution being made 
to such a program or account for the benefit 
of such beneficiary, 

The taxpayer’s tax imposed by this chapter 
for the taxable year shall be increased by the 
lesser of the amount described in subpara-
graph (A) or the credit described in subpara-
graph (B). 

‘‘(2) NO CREDITS AGAINST TAX, ETC.—Any in-
crease in tax under this subsection shall not 
be treated as a tax imposed by this chapter 
for purposes of determining— 

‘‘(A) the amount of any credit under this 
subpart or subpart B or D of this part, and 

‘‘(B) the amount of the minimum tax im-
posed by section 55. 

‘‘(f) OTHER DEFINITIONS.—For purposes of 
this section, the term ‘qualified tuition pro-
gram’ and ‘education individual retirement 
account’ have the meanings given such 
terms by section 529 and 530, respectively. 

‘‘(g) PHASEIN OF CREDIT.—In the case of 
taxable years beginning in 1997— 

‘‘(1) subsection (a)(1) shall be applied by 
substituting ‘$250’ for ‘$500’, and 

‘‘(2) subsection (c)(1)(B) shall be applied by 
substituting ‘age of 13’ for ‘age of 17’.’’ 

(b) CONFORMING AMENDMENT.—The table of 
sections for supbart A of part IV of sub-
chapter A of chapter 1 is amended by insert-
ing after the item relating to section 23 the 
following new item: 

‘‘Sec. 24. Child tax credit.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1996. 

FAIRCLOTH AMENDMENT NO. 533 

(Ordered to lie on the table.) 
Mr. FAIRCLOTH submitted an 

amendment intended to be proposed by 
him to bill, S. 949, supra; as follows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . CURRENT REFUNDINGS OF CERTAIN TAX- 

EXEMPT BONDS. 
(a) IN GENERAL.—Subsection (c) of section 

10632 of the Revenue Act of 1987 (relating to 
bonds issued by Indian tribal governments) 
is amended by adding at the end the fol-
lowing new sentence: ‘‘The amendments 

made by this section shall not apply to any 
obligation issued after such date if— 

‘‘(1) such obligation is issued (or is part of 
a series of obligations issued) to refund an 
obligation issued on or before such date, 

‘‘(2) the average maturity date of the issue 
of which the refunding obligation is a part is 
not later than the average maturity date of 
the obligations to be refunded by such issue, 

‘‘(3) the amount of the refunding obligation 
does not exceed the outstanding amount of 
the refunded obligation, and 

‘‘(4) the net proceeds of the refunding obli-
gation are used to redeem the refunded obli-
gation not later than 90 days after the date 
of the issuance of the refunding obligation. 
For purposes of paragraph (2), average matu-
rity shall be determined in accordance with 
section 147(b)(2)(A) of the Internal Revenue 
Code of 1986.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to refund-
ing obligations issued after the date of the 
enactment of this Act. 

BROWNBACK (AND OTHERS) 
AMENDMENT NO. 534 

(Ordered to lie on the table.) 
Mr. BROWNBACK (for himself, Mr. 

KOHL, and Mr. MCCAIN) submitted an 
amendment intended to be proposed by 
them to the bill, S. 949; as follows: 

At the end of the pending Amendment, add 
the following: 

TITLE ll—BUDGET CONTROL 
SEC. ll01. SHORT TITLE; PURPOSE. 

(a) SHORT TITLE.—This title may be cited 
as the ‘‘Bipartisan Budget Enforcement Act 
of 1997’’. 

(b) PURPOSE.—The purpose of this title is— 
(1) to ensure a balanced Federal budget by 

fiscal year 2002; 
(2) to ensure that the Bipartisan Budget 

Agreement is implemented; and 
(3) to create a mechanism to monitor total 

costs of direct spending programs, and, in 
the event that actual or projected costs ex-
ceed targeted levels, to require the President 
and Congress to address adjustments in di-
rect spending. 
SEC. ll02. ESTABLISHMENT OF DIRECT SPEND-

ING TARGETS. 
(a) IN GENERAL.—The initial direct spend-

ing targets for each of fiscal years 1998 
through 2002 shall equal total outlays for all 
direct spending except net interest as deter-
mined by the Director of the Office of Man-
agement and Budget (hereinafter referred to 
in this title as the ‘‘Director‘‘) under sub-
section (b). 

(b) INITIAL REPORT BY DIRECTOR.— 
(1) IN GENERAL.—Not later than 30 days 

after the date of enactment of this title, the 
Director shall submit a report to Congress 
setting forth projected direct spending tar-
gets for each of fiscal years 1998 through 2002. 

(2) PROJECTIONS AND ASSUMPTIONS.—The 
Director’s projections shall be based on legis-
lation enacted as of 5 days before the report 
is submitted under paragraph (1). The Direc-
tor shall use the same economic and tech-
nical assumptions used in preparing the con-
current resolution on the budget for fiscal 
year 1998 (H.Con.Res. 84). 
SEC. ll03. ANNUAL REVIEW OF DIRECT SPEND-

ING AND RECEIPTS BY PRESIDENT. 
As part of each budget submitted under 

section 1105(a) of title 31, United States 
Code, the President shall provide an annual 
review of direct spending and receipts, which 
shall include— 

(1) information on total outlays for pro-
grams covered by the direct spending tar-
gets, including actual outlays for the prior 
fiscal year and projected outlays for the cur-
rent fiscal year and the 5 succeeding fiscal 
years; and 
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CONGRESSIONAL RECORD — SENATE S6533 June 26, 1997 
(2) information on the major categories of 

Federal receipts, including a comparison be-
tween the levels of those receipts and the 
levels projected as of the date of enactment 
of this title. 
SEC. ll04. SPECIAL DIRECT SPENDING MES-

SAGE BY PRESIDENT. 
(a) TRIGGER.—If the information submitted 

by the President under section ll03 indi-
cates— 

(1) that actual outlays for direct spending 
in the prior fiscal year exceeded the applica-
ble direct spending target; or 

(2) that outlays for direct spending for the 
current or budget year are projected to ex-
ceed the applicable direct spending targets, 
the President shall include in his budget a 
special direct spending message meeting the 
requirements of subsection (b). 

(b) CONTENTS.— 
(1) INCLUSIONS.—The special direct spend-

ing message shall include— 
(A) an analysis of the variance in direct 

spending over the direct spending targets; 
and 

(B) the President’s recommendations for 
addressing the direct spending overages, if 
any, in the prior, current, or budget year. 

(2) ADDITIONAL MATTERS.—The President’s 
recommendations may consist of any of the 
following: 

(A) Proposed legislative changes to recoup 
or eliminate the overage for the prior, cur-
rent, and budget years in the current year, 
the budget year, and the 4 outyears. 

(B) Proposed legislative changes to recoup 
or eliminate part of the overage for the 
prior, current, and budget year in the cur-
rent year, the budget year, and the 4 out-
years, accompanied by a finding by the 
President that, because of economic condi-
tions or for other specified reasons, only 
some of the overage should be recouped or 
eliminated by outlay reductions or revenue 
increases, or both. 

(C) A proposal to make no legislative 
changes to recoup or eliminate any overage, 
accompanied by a finding by the President 
that, because of economic conditions or for 
other specified reasons, no legislative 
changes are warranted. 

(c) PROPOSED SPECIAL DIRECT SPENDING 
RESOLUTION.—If the President recommends 
reductions consistent with subsection 
(b)(2)(A) or (B), the special direct spending 
message shall include the text of a special 
direct spending resolution implementing the 
President’s recommendations through rec-
onciliation directives instructing the appro-
priate committees of the House of Represent-
atives and Senate to determine and rec-
ommend changes in laws within their juris-
dictions. If the President recommends no re-
ductions pursuant to (b)(2)(C), the special di-
rect spending message shall include the text 
of a special resolution concurring in the 
President’s recommendation of no legislative 
action. 
SEC. ll05. REQUIRED RESPONSE BY CONGRESS. 

(a) IN GENERAL.—It shall not be in order in 
the House of Representatives or the Senate 
to consider a concurrent resolution on the 
budget unless that conference report fully 
addresses the entirety of any overage con-
tained in the applicable report of the Presi-
dent under section ll04 through reconcili-
ation directives. 

(b) WAIVER AND SUSPENSION.—This section 
may be waived or suspended in the Senate 
only by the affirmative vote of three-fifths 
of the Members, duly chosen and sworn. This 
section shall be subject to the provisions of 
section 258 of the Balanced Budget and 
Emergency Deficit Control Act of 1985. 

(c) APPEALS.—Appeals in the Senate from 
the decisions of the Chair relating to any 
provision of this section shall be limited to 1 

hour, to be equally divided between, and con-
trolled by, the appellant and the manager of 
the bill or joint resolution, as the case may 
be. An affirmative vote of three-fifths of the 
Members of the Senate, duly chosen and 
sworn, shall be required in the Senate to sus-
tain an appeal of the ruling of the Chair on 
a point of order raised under this section. 
SEC. ll06. RELATIONSHIP TO BALANCED BUDG-

ET AND EMERGENCY DEFICIT CON-
TROL ACT. 

Reductions in outlays or increases in re-
ceipts resulting from legislation reported 
pursuant to section ll05 shall not be taken 
into account for purposes of any budget en-
forcement procedures under the Balanced 
Budget and Emergency Deficit Control Act 
of 1985. 
SEC. ll07. ESTIMATING MARGIN. 

For any fiscal year for which the overage 
is less than one-half of 1 percent of the direct 
spending target for that year, the procedures 
set forth in sections ll04 and ll05 shall 
not apply. 
SEC. ll08. EFFECTIVE DATE. 

This title shall apply to direct spending 
targets for fiscal years 1998 through 2002 and 
shall expire at the end of fiscal year 2002. 

SANTORUM (AND OTHERS) 
AMENDMENT NO. 535 

(Ordered to lie on the table.) 
Mr. SANTORUM (for himself, Mr. 

ABRAHAM, Mr. COATS, Mr. COVERDELL, 
Mr. GRAMM, Mr. NICKLES, Mr. ENZI, Mr. 
HAGEL, Mr. ALLARD, and Mr. KYL) sub-
mitted an amendment intended to be 
proposed by them to the bill, S. 949, 
supra; as follows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. —. SENSE OF THE SENATE. 

(a) FINDINGS.—The Senate finds that— 
(1) Congress has not provided a genuine tax 

cut for America’s middle-class families since 
1981; 

(2) President Clinton promised middle- 
class tax cuts in 1992; 

(3) President Clinton raised taxes by 
$240,000,000,000 in 1993; 

(4) President Clinton vetoed middle-class 
tax cuts in 1995; 

(5) the middle-class American worker had 
to work until May 9 in order to earn enough 
money to pay all Federal, State, and local 
taxes in 1997; 

(6) the Joint Economic Committee reports 
that real total Government taxes per house-
hold in 1994 totaled $18,600; 

(7) more than 70 percent of the tax cuts in 
both the House of Representatives and the 
Senate tax relief bills will go to Americans 
earning less than $75,000 annually; 

(8) the Joint Economic Committee esti-
mates that a family of 4 earning $30,000 will 
receive 53 percent of the tax relief under the 
reconciliation bill; 

(9) the earned income tax credit was al-
ready expanded in President Clinton’s 1993 
tax bill; 

(10) the fiscal year 1998 budget resolution 
does not make the $500-per-child tax credit 
refundable; and 

(11) those who receive the earned income 
tax credit do not pay Federal income taxes 
but receive a substantial cash transfer from 
the Federal Government in the form of re-
fund checks above and beyond income tax re-
bates. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that America’s middle-class 
taxpayers shoulder the biggest tax burden 
and that only those who pay Federal income 
taxes should benefit from the tax cuts con-
tained in the Revenue Reconciliation Act of 
1997. 

SANTORUM (AND OTHERS) 
AMENDMENT NO. 536 

(Ordered to lie on the table.) 
Mr. SANTORUM (for himself, Mr. 

ABRAHAM, and Mr. ENZI) submitted an 
amendment intended to be proposed by 
them to the bill, S. 949, supra; as fol-
lows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . SENSE OF THE SENATE. 

(a) FINDINGS.—The Senate finds that— 
(1) the Department of the Treasury relies 

upon the Family Economic Income broad- 
based income concept to estimate family in-
comes and the impact of Federal income tax 
relief; 

(2) the Family Economic Income is con-
structed by adding to adjusted gross income 
unreported and underreported income; non-
taxable transfer payments such as social se-
curity payments and TANF payments; em-
ployer-provided fringe benefits; inside build- 
up on pensions, IRAs, Keoghs, and life insur-
ance; tax-exempt interest; and imputed rent 
on owner-occupied housing; 

(3) neither individual families nor the In-
ternal Revenue Service (IRS) rely on or use 
Family Economic Income as a calculation of 
income; 

(4) the Treasury Department, using Family 
Economic Income, estimates that 65.5 per-
cent of the tax relief under the Revenue Rec-
onciliation Act of 1997 will go to the top 20 
percent of taxpayers; 

(5) the Treasury Department, using Family 
Economic Income, estimates that the top 10 
percent of taxpayers would get 42.8 percent 
of the tax relief under the Revenue Rec-
onciliation Act of 1997; 

(6) the Joint Committee on Taxation, using 
conventional income calculations, estimates 
that 74 percent of the tax relief under the 
reconciliation bill will actually benefit those 
families with income under $75,000; 

(7) the Joint Committee on Taxation, using 
conventional income calculations, estimates 
that 93 percent of the tax relief under the 
Revenue Reconciliation Act of 1997 will actu-
ally benefit those families with income 
under $100,000; and 

(8) the Joint Economic Committee, using 
conventional income calculations, estimates 
that a family of 4 earning $30,000 will receive 
53 percent of the tax relief under the Rev-
enue Reconciliation Act of 1997. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that Family Economic Income 
overstates and unfairly skews family in-
comes, making those with lower incomes ap-
pear to be rich. 

DOMENICI (AND LAUTENBERG) 
AMENDMENT NO. 537 

Mr. DOMENICI (for himself and Mr. 
LAUTENBERG) proposed an amendment 
to the bill. S. 949, supra; as follows: 

At the end of the bill, add the following: 
TITLE XV—BUDGET ENFORCEMENT 

SEC. 1500. TABLE OF CONTENTS. 
The table of contents for this title is as fol-

lows: 
Sec. 1500. Table of contents. 

Subtitle A—Amendments to the Congres-
sional Budget and Impoundment Control 
Act of 1974 

Sec. 1511. Amendments to section 201. 
Sec. 1512. Amendments to section 202. 
Sec. 1513. Amendment to section 300. 
Sec. 1514. Amendments to section 301. 
Sec. 1515. Amendments to section 302. 
Sec. 1516. Amendments to section 303. 
Sec. 1517. Amendment to section 305. 
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Sec. 1518. Amendment to section 308. 
Sec. 1519. Amendments to section 311. 
Sec. 1520. Amendment to section 312. 
Sec. 1521. Adjustments. 
Sec. 1522. Amendments to title V. 
Sec. 1523. Repeal of title VI. 
Sec. 1524. Amendments to section 904. 
Sec. 1525. Repeal of sections 905 and 906. 
Sec. 1526. Amendments to sections 1022 and 

1024. 
Sec. 1527. Amendment to section 1026. 
Subtitle B—Amendments to the Balanced 

Budget and Emergency Deficit Control Act 
of 1985 

Sec. 1551. Purpose. 
Sec. 1552. General statement and definitions. 
Sec. 1553. Enforcing discretionary spending 

limits. 
Sec. 1554. Violent Crime Reduction Trust 

Fund. 
Sec. 1555. Enforcing pay-as-you-go. 
Sec. 1556. Reports and orders. 
Sec. 1557. Exempt programs and activities. 
Sec. 1558. General and special sequestration 

rules. 
Sec. 1559. The baseline. 
Sec. 1560. Technical correction. 
Sec. 1561. Judicial review. 
Sec. 1562. Effective date. 
Sec. 1563. Reduction of preexisting balances 

and exclusion of effects of this 
Act from paygo scorecard. 

Subtitle A—Amendments to the Congres-
sional Budget and Impoundment Control 
Act of 1974 

SEC. 1511. AMENDMENTS TO SECTION 201. 
Section 201 of the Congressional Budget 

Act of 1974 is amended by redesignating sub-
section (g) (relating to revenue estimates) as 
subsection (f). 
SEC. 1512. AMENDMENTS TO SECTION 202. 

(a) ASSISTANCE TO BUDGET COMMITTEES.— 
The first sentence of section 202(a) of the 
Congressional Budget Act of 1974 is amended 
by inserting ‘‘primary’’ before ‘‘duty’’. 

(b) ELIMINATION OF EXECUTED PROVISION.— 
Section 202 of the Congressional Budget Act 
of 1974 is amended by striking subsection (e) 
and by redesignating subsections (f), (g), and 
(h) as subsections (e), (f), and (g), respec-
tively. 
SEC. 1513. AMENDMENT TO SECTION 300. 

The item relating to February 25 in the 
timetable set forth in section 300 of the Con-
gressional Budget Act of 1974 is amended by 
striking ‘‘February 25’’ and inserting ‘‘With-
in 6 weeks after President submits budget’’. 
SEC. 1514. AMENDMENTS TO SECTION 301. 

(a) TERMS OF BUDGET RESOLUTIONS.—Sec-
tion 301(a) of the Congressional Budget Act 
of 1974 is amended by striking ‘‘, and plan-
ning levels for each of the two ensuing fiscal 
years,’’ and inserting ‘‘and for at least each 
of the 4 ensuing fiscal years’’. 

(b) CONTENTS OF BUDGET RESOLUTIONS.— 
Paragraphs (1) and (4) of section 301(a) of the 
Congressional Budget Act of 1974 are amend-
ed by striking ‘‘, budget outlays, direct loan 
obligations, and primary loan guarantee 
commitments’’ each place it appears and in-
serting ‘‘and budget outlays’’. 

(c) ADDITIONAL MATTERS.—Section 301(b) of 
the Congressional Budget Act of 1974 is 
amended by— 

(1) amending paragraph (7) to read as fol-
lows— 

‘‘(7) set forth pay-as-you-go procedures in 
the Senate whereby committee allocations, 
aggregates, and other levels can be revised 
for legislation if such legislation would not 
increase the deficit or would not increase the 
deficit when taken with other legislation en-
acted after the adoption of the resolution for 
the first fiscal year or the total period of fis-
cal years covered by the resolution;’’; 

(2) in paragraph 8, striking the period and 
inserting ‘‘; and’’; and 

(3) adding the following new paragraph: 
‘‘(9) set forth direct loan obligations and 

primary loan commitment guarantee lev-
els.’’. 

(d) VIEWS AND ESTIMATES.—The first sen-
tence of section 301(d) of the Congressional 
Budget Act of 1974 is amended by inserting 
‘‘or at such time as may be requested by the 
Committee on the Budget,’’ after ‘‘Code,’’. 

(e) HEARINGS AND REPORT.—Section 301(e) 
of the Congressional Budget Act of 1974 is 
amended— 

(1) by striking ‘‘In developing’’ and insert-
ing the following: 

‘‘(1) IN GENERAL.—In developing’’; and 
(2) by striking the sentence beginning with 

‘‘The report accompanying ’’ and all that fol-
lows through the end of the subsection and 
inserting the following: 

‘‘(2) REQUIRED CONTENTS OF REPORT.—The 
report accompanying such concurrent reso-
lution shall include— 

‘‘(A) a comparison of the appropriate levels 
of total new budget authority, total budget 
outlays, and total revenues as set forth in 
such concurrent resolution with those re-
quested in the budget submitted by the 
President; 

‘‘(B) with respect to each major functional 
category, an estimate of total new budget 
authority and total outlays with the esti-
mates divided between permanent authority 
and funds provided in appropriations Acts; 

‘‘(C) the economic assumptions which un-
derlie each of the matters set forth in such 
concurrent resolution and any alternative 
economic assumptions and objectives that 
the committee considered; 

‘‘(D) projections for the period of 5 fiscal 
years beginning with such fiscal year, of the 
estimated levels of total new budget author-
ity, total outlays and total revenues and the 
surplus or deficit for each fiscal year; 

‘‘(E) information, data, and comparisons 
indicating the manner in which, and the 
basis on which, the committee determined 
each of the matters set forth in the concur-
rent resolutions; 

‘‘(F) the estimated levels of tax expendi-
tures (the tax expenditures budget) by major 
items and functional categories for the 
President’s budget and in the concurrent res-
olution; and 

‘‘(G) allocations described in section 302(a). 
‘‘(3) ADDITIONAL CONTENTS OF REPORT.—The 

report accompanying such concurrent reso-
lution may include— 

‘‘(A) a statement of any significant 
changes in the proposed levels of Federal as-
sistance to State and local governments; 

‘‘(B) an allocation of the level of Federal 
revenues recommended in the concurrent 
resolution among the major sources of such 
revenues; 

‘‘(C) information, data, and comparisons on 
the share of total Federal budget outlays and 
of gross domestic product devoted to invest-
ment in the budget submitted by the Presi-
dent and in the concurrent resolution; and 

‘‘(D) other matters, relating to the budget 
and fiscal policy, the committee deems ap-
propriate.’’. 

(f) SOCIAL SECURITY CORRECTIONS.—Section 
301(i) of the Congressional Budget Act of 1974 
is amended by— 

(1) inserting ‘‘SOCIAL SECURITY POINT OF 
ORDER.—’’ after ‘‘(i)’’; and 

(2) striking ‘‘as reported to the Senate’’ 
and inserting ‘‘(or amendment, motion, or 
conference report on such a resolution)’’. 

(g) REPEAL OF BUDGET RESOLUTION PROVI-
SION.—Section 22 of House Concurrent Reso-
lution 218 (103d Congress) is repealed. 
SEC. 1515. AMENDMENTS TO SECTION 302. 

(a) ALLOCATIONS AND SUBALLOCATIONS.— 
Subsections (a) and (b) of section 302 of the 
Congressional Budget Act of 1974 are amend-
ed to read as follows: 

‘‘(a) COMMITTEE SPENDING ALLOCATIONS.— 
‘‘(1) HOUSE OF REPRESENTATIVES.— 
‘‘(A) ALLOCATION AMONG COMMITTEES.—The 

joint explanatory statement accompanying a 
conference report on a budget resolution 
shall include allocations, consistent with the 
resolution recommended in the conference 
report, of the appropriate levels (for each fis-
cal year covered by that resolution and a 
total for all such years) of— 

‘‘(i) total new budget authority; 
‘‘(ii) total entitlement authority; and 
‘‘(iii) total outlays; 

among each committee of the House of Rep-
resentatives that has jurisdiction over legis-
lation providing or creating such amounts. 

‘‘(B) NO DOUBLE COUNTING.—Any item allo-
cated to one committee of the House of Rep-
resentatives may not be allocated to another 
such committee. 

‘‘(C) FURTHER DIVISION OF AMOUNTS.—The 
amounts allocated to each committee for 
each fiscal year, other than the Committee 
on Appropriations, shall be further divided 
between amounts provided or required by 
law on the date of filing of that conference 
report and amounts not so provided or re-
quired. The amounts allocated to the Com-
mittee on Appropriations for each fiscal year 
shall be further divided between discre-
tionary and mandatory amounts or pro-
grams, as appropriate. 

‘‘(2) SENATE ALLOCATION AMONG COMMIT-
TEES.—The joint explanatory statement ac-
companying a conference report on a budget 
resolution shall include an allocation, con-
sistent with the resolution recommended in 
the conference report, of the appropriate lev-
els of— 

‘‘(A) total new budget authority; and 
‘‘(B) total outlays; 

among each committee of the Senate that 
has jurisdiction over legislation providing or 
creating such amounts. 

‘‘(3) AMOUNTS NOT ALLOCATED.— 
‘‘(A) IN THE HOUSE.—In the House of Rep-

resentatives, if a committee receives no allo-
cation of new budget authority, entitlement 
authority, or outlays, that committee shall 
be deemed to have received an allocation 
equal to zero for new budget authority, enti-
tlement authority, or outlays. 

‘‘(B) IN THE SENATE.—In the Senate, if a 
committee receives no allocation of new 
budget authority, outlays, or social security 
outlays, that committee shall be deemed to 
have received an allocation equal to zero for 
new budget authority, outlays, or social se-
curity outlays. 

‘‘(4) SCOPE OF ALLOCATIONS IN THE SEN-
ATE.—In the Senate, the allocations made 
pursuant to paragraph (2) shall be made for 
all committees for the first fiscal year cov-
ered by the resolution and for all committees 
other than the Committee on Appropriations 
for the period of fiscal years covered by such 
resolution. 

‘‘(b) SUBALLOCATIONS BY APPROPRIATION 
COMMITTEES.—As soon as practicable after a 
concurrent resolution on the budget is 
agreed to, the Committee on Appropriations 
of each House (after consulting with the 
Committee on Appropriations of the other 
House) shall suballocate each amount allo-
cated to it for the budget year under sub-
section (a)(1)(A) or (a)(2) among its sub-
committees. Each Committee on Appropria-
tions shall promptly report to its House sub-
allocations made or revised under this para-
graph.’’. 

(b) POINT OF ORDER.—Section 302(c) of the 
Congressional Budget Act of 1974 is amended 
to read as follows: 

‘‘(c) POINT OF ORDER.—After the Com-
mittee on Appropriations has received an al-
location pursuant to subsection (a) for a fis-
cal year, it shall not be in order in the House 
of 
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Representatives or the Senate to consider 
any bill, joint resolution, amendment, mo-
tion, or conference report providing new 
budget authority for that fiscal year within 
the jurisdiction of that committee, until 
such committee makes the suballocations 
required by subsection (b).’’. 

(c) ENFORCEMENT OF POINT OF ORDER.—Sec-
tion 302(f)(2) of the Congressional Budget Act 
of 1974 is amended to read as follows: 

‘‘(2) ENFORCEMENT OF COMMITTEE ALLOCA-
TIONS AND SUBALLOCATIONS.—After a concur-
rent resolution on the budget is agreed to, it 
shall not be in order in the Senate to con-
sider any bill, joint resolution, amendment, 
motion, or conference report that would 
cause— 

‘‘(A) in the case of any committee except 
the Committee on Appropriations, the appro-
priate allocation of new budget authority or 
outlays under subsection (a) to be exceeded; 
or 

‘‘(B) in the case of the Committee on Ap-
propriations, the appropriate suballocation 
of new budget authority or outlays under 
subsection (b) to be exceeded.’’. 

(d) SEPARATE ALLOCATIONS.—Section 302(g) 
is amended to read as follows: 

‘‘(g) SEPARATE ALLOCATIONS.—The Com-
mittees on Appropriations and the Budget 
shall make separate allocations under sub-
sections (a) and (b) consistent with the cat-
egories in section 251(c) of the Balanced 
Budget and Emergency Deficit Control Act 
of 1985.’’ 
SEC. 1516. AMENDMENTS TO SECTION 303. 

(a) IN GENERAL.—Section 303 of the Con-
gressional Budget Act of 1974 is amended— 

(1) by striking ‘‘NEW CREDIT AUTHOR-
ITY,’’ in the center heading; 

(2) by striking paragraph (4) of subsection 
(a) and be redesignating paragraphs (5) and 
(6) as paragraphs (4) and (5), respectively; 

(3) in subsection (b)(1)(A), by inserting ‘‘ad-
vanced, discretionary’’ before ‘‘new budget 
authority’’; and 

(4) by striking subsection (c). 
(b) CONFORMING AMENDMENT.—The item re-

lating to section 303 in the table of contents 
set forth in section 1(b) of the Congressional 
Budget and Impoundment Control Act of 1974 
is amended by striking ‘‘new credit author-
ity,’’. 
SEC. 1517. AMENDMENT TO SECTION 305. 

Section 305(a)(1) of the Congressional 
Budget Act of 1974 is amended by inserting 
‘‘when the House is not in session’’ after 
‘‘holidays’’ each place it appears. 
SEC. 1518. AMENDMENT TO SECTION 308. 

(a) ELIMINATION OF REFERENCES TO CREDIT 
AUTHORITY.—Section 308 of the Congres-
sional Budget Act of 1974 is amended— 

(1) by striking the center heading and in-
serting the following: 

‘‘REPORTS ON SPENDING AND REVENUE 
LEGISLATION’’; 

(2) in paragraphs (1) and (2) of subsection 
(a), by striking ‘‘or new credit authority,’’ 
each place it appears and insert ‘‘and’’ before 
‘‘new spending’’ each place it appears; 

(3) in subsection (b)(1), by striking ‘‘or new 
credit authority,’’ and insert ‘‘and’’ before 
‘‘new spending’’; and 

(4) in subsection (c), by inserting ‘‘and’’ 
after the semicolon at the end of paragraph 
(3), strike ‘‘; and’’ at the end of paragraph (4) 
and insert a period; and strike paragraph (5). 

(b) CONFORMING AMENDMENT.—The item re-
lating to section 308 in the table of contents 
set forth in section 1(b) of the Congressional 
Budget and Impoundment Control Act of 1974 
is amended by striking ‘‘or new credit au-
thority’’ and by inserting ‘‘and’’ after the 
first comma. 
SEC. 1519. AMENDMENTS TO SECTION 311. 

Section 311 of the Congressional Budget 
Act of 1974 is amended to read as follows: 

‘‘NEW BUDGET AUTHORITY, NEW SPENDING AU-
THORITY, AND REVENUE LEGISLATION MUST 
BE WITHIN APPROPRIATE LEVELS 
‘‘SEC. 311. (a) ENFORCEMENT OF BUDGET AG-

GREGATES.— 
‘‘(1) IN THE HOUSE OF REPRESENTATIVES.— 

Except as provided by subsection (c), after 
the Congress has completed action on a con-
current resolution on the budget for a fiscal 
year, it shall not be in order in the House of 
Representatives to consider any bill, joint 
resolution, amendment, motion, or con-
ference report providing new budget author-
ity for such fiscal year, providing new enti-
tlement authority effective during such fis-
cal year, or reducing revenues for such fiscal 
year, if— 

‘‘(A) the enactment of such bill or resolu-
tion as reported; 

‘‘(B) the adoption and enactment of such 
amendment; or 

‘‘(C) the enactment of such bill or resolu-
tion in the form recommended in such con-
ference report; 

would cause the appropriate level of total 
new budget authority or total budget out-
lays set forth in the most recently agreed to 
concurrent resolution on the budget for such 
fiscal year to be exceeded, or would cause 
revenues to be less than the appropriate 
level of total revenues set forth in such con-
current resolution except in the case that a 
declaration of war by the Congress is in ef-
fect. 

‘‘(2) IN THE SENATE.—After a concurrent 
resolution on the budget is agreed to, it shall 
not be in order in the Senate to consider any 
bill, resolution, amendment, motion, or con-
ference report that— 

‘‘(A) would cause the appropriate level of 
total new budget authority or total outlays 
set forth for the first fiscal year in such reso-
lution to be exceeded; or 

‘‘(B) would cause revenues to be less than 
the appropriate level of total revenues set 
forth for the first fiscal year covered by such 
resolution or for the period including the 
first fiscal year plus the following 4 fiscal 
years in such resolution. 

‘‘(3) ENFORCEMENT OF SOCIAL SECURITY LEV-
ELS IN THE SENATE.—After a concurrent reso-
lution on the budget is agreed to, it shall not 
be in order in the Senate to consider any 
bill, resolution, amendment, motion, or con-
ference report that would cause a decrease in 
social security surpluses or an increase in so-
cial security deficits derived from the levels 
of social security revenues and social secu-
rity outlays set forth for the first fiscal year 
covered by the resolution and for the period 
including the first fiscal year plus the fol-
lowing 4 fiscal years in such resolution. 

‘‘(b) SOCIAL SECURITY LEVELS.— 
‘‘(1) IN GENERAL.—For the purposes of sub-

section (a)(3), social security surpluses equal 
the excess of social security revenues over 
social security outlays in a fiscal year or 
years with such an excess and social security 
deficits equal the excess of social security 
outlays over social security revenues in a fis-
cal year or years with such an excess. 

‘‘(2) TAX TREATMENT.—For the purposes of 
this section, no provision of any legislation 
involving a change in chapter 1 of the Inter-
nal Revenue Code of 1986 shall be treated as 
affecting the amount of social security reve-
nues or outlays unless such provision 
changes the income tax treatment of social 
security benefits. 

‘‘(c) EXCEPTION IN THE HOUSE OF REP-
RESENTATIVES.—Subsection (a)(1) shall not 
apply in the House of Representatives to any 
bill, resolution, or amendment which pro-
vides new budget authority or new entitle-
ment authority effective during such fiscal 
year, or to any conference report on any 
such bill or resolution, if— 

‘‘(1) the enactment of such bill or resolu-
tion as reported; 

‘‘(2) the adoption and enactment of such 
amendment; or 

‘‘(3) the enactment of such bill or resolu-
tion in the form recommended in such con-
ference report; 
would not cause the appropriate allocation 
of new discretionary budget authority or 
new entitlement authority made pursuant to 
section 302(a) for such fiscal year, for the 
committee within whose jurisdiction such 
bill, resolution, or amendment falls, to be 
exceeded.’’. 
SEC. 1520. AMENDMENT TO SECTION 312. 

(a) IN GENERAL.—Section 312 of the Con-
gressional Budget Act of 1974 is amended to 
read as follows: 

‘‘POINTS OF ORDER 
‘‘SEC. 312. (a) DETERMINATIONS.—For pur-

poses of this title and title IV, the levels of 
new budget authority, budget outlays, spend-
ing authority as described in section 
401(c)(2), direct spending, new entitlement 
authority, and revenues for a fiscal year 
shall be determined on the basis of estimates 
made by the Committee on the Budget of the 
House of Representatives or the Senate, as 
the case may be. 

‘‘(b) DISCRETIONARY SPENDING POINT OF 
ORDER IN THE SENATE.— 

‘‘(1) Except as otherwise provided in this 
subsection, it shall not be in order in the 
Senate to consider any concurrent resolution 
on the budget (or amendment, motion, or 
conference report on such a resolution) that 
would exceed any of the discretionary spend-
ing limits in section 251(c) of the Balanced 
Budget and Emergency Deficit Control Act 
of 1985. 

‘‘(2) This subsection shall not apply if a 
declaration of war by the Congress is in ef-
fect or if a joint resolution pursuant to sec-
tion 258 of the Balanced Budget and Emer-
gency Deficit Control Act of 1985 has been 
enacted. 

‘‘(c) MAXIMUM DEFICIT AMOUNT POINT OF 
ORDER IN THE SENATE.—It shall not be in 
order in the Senate to consider any concur-
rent resolution on the budget for a fiscal 
year under section 301, or to consider any 
amendment to that concurrent resolution, or 
to consider a conference report on that con-
current resolution— 

‘‘(1) if the level of total budget outlays for 
the first fiscal year that is set forth in that 
concurrent resolution or conference report 
exceeds the recommended level of Federal 
revenues set forth for that year by an 
amount that is greater than the maximum 
deficit amount, if any, specified in the Bal-
anced Budget and Emergency Deficit Control 
Act of 1985 for such fiscal year; or 

‘‘(2) if the adoption of such amendment 
would result in a level of total budget out-
lays for that fiscal year which exceeds the 
recommended level of Federal revenues for 
that fiscal year, by an amount that is great-
er than the maximum deficit amount, if any, 
specified in the Balanced Budget and Emer-
gency Deficit Control Act of 1985 for such fis-
cal year. 

‘‘(d) TIMING OF POINTS OF ORDER IN THE 
SENATE.—A point of order under this Act 
may not be raised against a bill, resolution, 
amendment, motion, or conference report 
while an amendment or motion, the adoption 
of which would remedy the violation of this 
Act, is pending before the Senate. 

‘‘(e) POINTS OF ORDER IN THE SENATE 
AGAINST AMENDMENTS BETWEEN THE 
HOUSES.—Each provision of this Act that es-
tablishes a point of order against an amend-
ment also establishes a point of order in the 
Senate against an amendment between the 
Houses. If a point of order under this Act is 
raised in the Senate against an amendment 
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between the Houses, and the point of order is 
sustained, the effect shall be the same as if 
the Senate had disagreed to the amendment. 

‘‘(f) EFFECT OF A POINT OF ORDER ON A BILL 
IN THE SENATE.—In the Senate, if the Chair 
sustains a point of order under this Act 
against a bill, the Chair shall then send the 
bill to the committee of appropriate jurisdic-
tion for further consideration.’’. 

(b) CONFORMING AMENDMENTS.—Sections 
302(g), 311(c), and 313(e) of the Congressional 
Budget Act of 1974 are repealed. 
SEC. 1521. ADJUSTMENTS. 

(a) IN GENERAL.—Title III of the Congres-
sional Budget Act of 1974 is amended by add-
ing at the end the following new sections: 

‘‘ADJUSTMENTS 
‘‘SEC. 314. (a) ADJUSTMENTS.—When— 
‘‘(1)(A) the Committee on Appropriations 

reports an appropriation measure for fiscal 
year 1998, 1999, 2000, 2001, or 2002 that speci-
fies an amount for emergencies pursuant to 
section 251(b)(2)(A) of the Balanced Budget 
and Emergency Deficit Control Act of 1985 or 
for continuing disability reviews pursuant to 
section 251(b)(2)(C) of that Act; 

‘‘(B) any other committee reports emer-
gency legislation described in section 252(e) 
of that Act; 

‘‘(C) the Committee on Appropriations re-
ports an appropriation measure for fiscal 
year 1998, 1999, 2000, 2001, or 2002 that in-
cludes an appropriation with respect to 
clause (i) or (ii), the adjustment shall be the 
amount of budget authority in the measure 
that is the dollar equivalent, in terms of 
Special Drawing Rights, of— 

‘‘(i) an increase in the United States quota 
as part of the International Monetary Fund 
Eleventh General Review of Quotas (United 
States Quota); or 

‘‘(ii) an increase in the maximum amount 
available to the Secretary of the Treasury 
pursuant to section 17 of the Bretton Woods 
Agreements Act, as amended from time to 
time (New Arrangements to Borrow); or 

‘‘(D) the Committee on Appropriations re-
ports an appropriation measure for fiscal 
year 1998, 1999, or 2000 that includes an ap-
propriation for arrearages for international 
organizations, international peacekeeping, 
and multilateral development banks during 
that fiscal year, and the sum of the appro-
priations for the period of fiscal years 1998 
through 2000 does not exceed $1,884,000,000 in 
budget authority; or 

‘‘(2) a conference committee submits a con-
ference report thereon; 
the chairman of the Committee on the Budg-
et of the Senate or House of Representatives 
(whichever is appropriate) shall make the 
adjustments referred to in subsection (c) to 
reflect the additional new budget authority 
for such matter provided in that measure or 
conference report and the additional outlays 
flowing from such amounts for such matter. 

‘‘(b) APPLICATION OF ADJUSTMENTS.—The 
adjustments and revisions to allocations, ag-
gregates, and limits made by the Chairman 
of the Committee on the Budget pursuant to 
subsection (a) for legislation shall only apply 
while such legislation is under consideration 
shall only permanently take effect upon the 
enactment of that legislation. 

‘‘(c) CONTENT OF ADJUSTMENTS.—The ad-
justments referred to in subsection (a) shall 
consist of adjustments, as appropriate, to— 

‘‘(1) the discretionary spending limits as 
set forth in the most recently adopted con-
current resolution on the budget; 

‘‘(2) the allocations made pursuant to the 
most recently adopted concurrent resolution 
on the budget pursuant to section 302(a); and 

‘‘(3) the budgetary aggregates as set forth 
in the most recently adopted concurrent res-
olution on the budget. 

‘‘(d) REPORTING REVISED SUBALLOCA-
TIONS.—Following the adjustments made 

under subsection (a), the Committees on Ap-
propriations of the Senate and the House of 
Representatives shall report appropriately 
revised suballocations pursuant to section 
302(b) to carry out this subsection. 

‘‘(e) DEFINITIONS.—As used in subsection 
(a)(1)(A), when referring to continuing dis-
ability reviews, the terms ‘continuing dis-
ability reviews’, ‘additional new budget au-
thority’, and ‘additional outlays’ shall have 
the same meanings as provided in section 
251(b)(2)(C)(ii) of the Balanced Budget and 
Emergency Deficit Control Act of 1985.’’. 

(b) TABLE OF CONTENTS.—The table of con-
tents set forth in section 1(b) of the Congres-
sional Budget and Impoundment Control Act 
of 1974 is amended by— 

(1) striking the item for section 312 and in-
serting the following: 
‘‘Sec. 312. Points of order.’’; and 

(2) adding after the item relating to sec-
tion 313 the following new item: 
‘‘Sec. 314. Adjustments.’’. 
SEC. 1522. AMENDMENTS TO TITLE V. 

(a) SECTION 502.—Section 502 of the Federal 
Credit Reform Act of 1990 is amended as fol-
lows: 

(1) In the second sentence of paragraph (1), 
insert ‘‘and refinancing arrangements that 
defer payment for more than 90 days, includ-
ing the sale of a government asset on credit 
terms’’ before the period. 

(2) In paragraph (5)(A), insert ‘‘or modifica-
tion thereof’’ before the first comma. 

(3) In paragraph (5)(B)(iii), strike ‘‘and 
other recoveries’’ and insert ‘‘, other recov-
eries, and routine workouts of troubled loans 
or loans in imminent default when those 
workouts are to maximize repayments to the 
Government or to minimize claims on the 
Government’’. 

(4) In paragraph (5)(C), strike ‘‘, and’’ at 
the end of clause (i), strike ‘‘the’’ in clause 
(ii) and strike the period and insert ‘‘, and’’ 
at the end of that clause, and at the end add 
the following new clause: 

‘‘(iii) routine workouts of troubled loans or 
loans in imminent default when those work-
outs are to maximize the repayments to the 
Government or to minimize claims on the 
Government.’’. 

(5) In paragraph (5), amend subparagraph 
(D) to read as follows: 

‘‘(D) The cost of a modification is the dif-
ference in cost that results from the modi-
fication of a direct loan or loan guarantee 
(or direct loan obligation or loan guarantee 
commitment). This difference in cost is the 
difference between the currently estimated 
net present value of the remaining cash 
flows under the terms of the direct loan or 
loan guarantee contract assumed in the most 
recent President’s budget submitted to Con-
gress, and the currently estimated net 
present value of the remaining cash flows 
under the terms of the contract, as modified. 
Except for interest rates, the estimates shall 
be consistent with the economic and tech-
nical assumptions underlying the most re-
cent President’s budget submitted to Con-
gress.’’. 

(6) Redesignate paragraph (9) as paragraph 
(10) and after paragraph (8) add the following 
new paragraph: 

‘‘(9) The term ‘modification’ means any 
Government action that alters the estimated 
cost of an outstanding direct loan (or direct 
loan obligation) or an outstanding loan guar-
antee (or loan guarantee commitment) from 
the estimate based on the cash flows con-
tained in the most recent President’s budget 
submitted to Congress. This includes the sale 
of loan assets, with or without recourse, and 
the purchase of guaranteed loans. This also 
includes any action resulting from new legis-
lation, or from the exercise of administra-
tive discretion under existing law, that di-

rectly or indirectly alters the estimated cost 
of outstanding direct loans (or direct loan 
obligations) or loan guarantees (or loan 
guarantee commitments) such as a change in 
collection procedures. The term ‘modifica-
tion’ does not include the routine adminis-
trative work-outs of troubled loans or loans 
in imminent default. Work-outs are actions 
undertaken to maximize the repayments to 
the Government under existing direct loans 
or to minimize claims under existing loan 
guarantees. The expected effects of such 
work-outs shall be included in the original 
estimate of the cash flows. Insofar as the ef-
fects on cash flows are more or less than 
originally estimated, the differences in cash 
flows shall be included in a reestimate of the 
cost. The term ‘modification’ does not in-
clude changes in loan or guarantee terms re-
sulting from the exercise by the borrower of 
an option included in the loan or guarantee 
contract. The expected effects of such 
changes in terms shall be included in the 
original estimate of the cash flow. Insofar as 
the effects on cash flow are more or less than 
originally estimated, the differences in cash 
flow shall be included in a reestimate of the 
cost; and’’. 

(b) SECTION 504.—Section 504 of the Federal 
Credit Reform Act of 1990 is amended as fol-
lows: 

(1) Amend subsection (b)(1) to read as fol-
lows: 

‘‘(1) new budget authority to cover their 
costs is provided in advance in appropriation 
Acts;’’. 

(2) In subsection (b)(2), strike ‘‘enacted’’ 
and insert ‘‘provided in an appropriation 
Act’’. 

(3) In subsection (d)(1), strike ‘‘directly or 
indirectly alter the costs of outstanding di-
rect loans and loan guarantees’’ and insert 
‘‘modify outstanding direct loans (or direct 
loan obligations) or loan guarantees (or loan 
guarantee commitments)’’. 

(4) In subsection (e), strike ‘‘A direct loan 
obligation or loan guarantee commitment’’ 
and insert ‘‘An outstanding direct loan (or 
direct loan obligation) or loan guarantee (or 
loan guarantee commitment)’’, after ‘‘un-
less’’ insert ‘‘new’’, and strike ‘‘or from other 
budgetary resources’’. 

(c) SECTION 505.—Section 505 of the Federal 
Credit Reform Act of 1990 is amended as fol-
lows: 

(1) In subsection (c), by inserting before 
the period at the end of the second sentence 
the following: ‘‘, except that the rate of in-
terest charged by the Secretary on lending 
to financing accounts (including amounts 
treated as lending to financing accounts by 
the Federal Financing Bank (hereinafter in 
this subsection referred to as the ‘Bank‘) 
pursuant to section 406(b)) and the rate of in-
terest paid to financing accounts on 
uninvested balances in financing accounts 
shall be the same as the rate determined pur-
suant to section 502(5)(E). For guaranteed 
loans financed by the Bank and treated as di-
rect loans by a Federal agency pursuant to 
section 406(b), any fee or interest surcharge 
(the amount by which the interest rate 
charged exceeds the rate determined pursu-
ant to section 502(5)(E)) that the Bank 
charges to a private borrower pursuant to 
section 6(c) of the Federal Financing Bank 
Act of 1973 shall be considered a cash flow to 
the Government for the purposes of deter-
mining the cost of the direct loan pursuant 
to section 502(5). All such amounts shall be 
credited to the appropriate financing ac-
count. The Bank is authorized to require re-
imbursement from a Federal agency to cover 
the administrative expenses of the Bank that 
are attributable to the direct loans financed 
for that agency. All such payments by an 
agency shall be considered administrative 
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expenses subject to section 504(g). This sec-
tion shall apply to transactions related to di-
rect loan obligations or loan guarantee com-
mitments made on or after October 1, 1991.’’. 

(2) In subsection (c), by striking 
‘‘supercede’’ and inserting ‘‘supersede’’. 

(3) By amending subsection (d) to read as 
follows: 

‘‘(d) AUTHORIZATION FOR LIQUIDATING AC-
COUNTS.—(1) Amounts in liquidating ac-
counts shall be available only for payments 
resulting from direct loan obligations or 
loan guarantee commitments made prior to 
October 1, 1991. These payments shall in-
clude— 

‘‘(A) interest payments and principal re-
payments to the Treasury or the Federal Fi-
nancing Bank for amounts borrowed; 

‘‘(B) disbursements of loans; 
‘‘(C) default and other guarantee claim 

payments; 
‘‘(D) interest supplement payments; 
‘‘(E) payments for the costs of foreclosing, 

managing, and selling collateral that are 
capitalized or routinely deducted from the 
proceeds of sales; 

‘‘(F) payments to financing accounts when 
required for modifications; 

‘‘(G) administrative expenses, if— 
‘‘(i) amounts credited to the liquidating ac-

count would have been available for adminis-
trative expenses under a provision of law in 
effect prior to October 1, 1991; and 

‘‘(ii) no direct loan obligation or loan guar-
antee commitment has been made, or any 
modification of a direct loan or loan guar-
antee has been made, since September 30, 
1991; and 

‘‘(H) such other payments as are necessary 
for the liquidation of such direct loan obliga-
tions and loan guarantee commitments. 

‘‘(2) Amounts credited to liquidating ac-
counts in any year shall be available only for 
payments required in that year. Any unobli-
gated balances in liquidating accounts at the 
end of a fiscal year shall be transferred to 
miscellaneous receipts as soon as practicable 
after the end of the fiscal year. 

‘‘(3) If funds in liquidating accounts are in-
sufficient to satisfy obligations and commit-
ments of said accounts, there is hereby pro-
vided permanent, indefinite authority to 
make any payments required to be made on 
such obligations and commitments.’’. 
SEC. 1523. REPEAL OF TITLE VI. 

(a) REPEALER.—Title VI of the Congres-
sional Budget Act of 1974 is repealed. 

(b) CONFORMING AMENDMENTS.—Title VI of 
the table of contents set forth in section 1(b) 
of the Congressional Budget and Impound-
ment Control Act of 1974 is repealed. 
SEC. 1524. AMENDMENTS TO SECTION 904. 

(a) WAIVERS.—Section 904(c) of the Con-
gressional Budget Act of 1974 is amended to 
read as follows: 

‘‘(c) WAIVERS.— 
‘‘(1) Sections 305(b)(2), 305(c)(4), 306, 

310(d)(2), 313, 904(c), and 904(d) of this Act 
may be waived or suspended in the Senate 
only by the affirmative vote of three-fifths 
of the Members, duly chosen and sworn. 

‘‘(2) Sections 301(i), 302(c), 302(f), 310(g), 
311(a), 312(b), and 312(c) of this Act and sec-
tions 258(a)(4)(C), 258A(b)(3)(C)(I), 258B(f)(1), 
258B(h)(1), 258(h)(3), 258C(a)(5), and 258C(b)(1) 
of the Balanced Budget and Emergency Def-
icit Control Act of 1985 may be waived or 
suspended in the Senate only by the affirma-
tive vote of three-fifths of the Members, duly 
chosen and sworn.’’. 

(b) APPEALS.—Section 904(d) of the Con-
gressional Budget Act of 1974 is amended to 
read as follows: 

‘‘(d) APPEALS.— 
‘‘(1) Appeals in the Senate from the deci-

sions of the Chair relating to any provision 
of title III or IV or section 1017 shall, except 

as otherwise provided therein, be limited to 
1 hour, to be equally divided between, and 
controlled by, the mover and the manager of 
the resolution, concurrent resolution, rec-
onciliation bill, or rescission bill, as the case 
may be. 

‘‘(2) An affirmative vote of three-fifths of 
the Members, duly chosen and sworn, shall 
be required in the Senate to sustain an ap-
peal of the ruling of the Chair on a point of 
order raised under sections 305(b)(2), 305(c)(4), 
306, 310(d)(2), 313, 904(c), and 904(d) of this 
Act. 

‘‘(3) An affirmative vote of three-fifths of 
the Members, duly chosen and sworn, shall 
be required in the Senate to sustain an ap-
peal of the ruling of the Chair on a point of 
order raised under sections 301(i), 302(c), 
302(f), 310(g), 311(a), 312(b), and 312(c) of this 
Act and sections 258(a)(4)(C), 258A(b)(3)(C)(I), 
258B(f)(1), 258B(h)(1), 258(h)(3), 258C(a)(5), and 
258C(b)(1) of the Balanced Budget and Emer-
gency Deficit Control Act of 1985.’’. 

(c) EXPIRATION OF SUPERMAJORITY VOTING 
REQUIREMENTS.—Section 904 of the Congres-
sional Budget Act of 1974 is amended by add-
ing at the end the following: 

‘‘(e) EXPIRATION OF CERTAIN SUPER-
MAJORITY VOTING REQUIREMENTS.—Sub-
sections (c)(2) and (d)(3) shall expire on Sep-
tember 30, 2002.’’. 
SEC. 1525. REPEAL OF SECTIONS 905 AND 906. 

(a) REPEALER.—Sections 905 and 906 of the 
Congressional Budget and Impoundment 
Control Act of 1974 are repealed. 

(b) CONFORMING AMENDMENTS.—The table 
of contents set forth in section 1(b) of the 
Congressional Budget and Impoundment 
Control Act of 1974 is amended by striking 
the items relating to sections 905 and 906. 
SEC. 1526. AMENDMENTS TO SECTIONS 1022 AND 

1024. 
(a) SECTION 1022.—Section 1022(b)(1)(F) of 

Congressional Budget and Impoundment 
Control Act of 1974 is amended by striking 
‘‘section 601’’ and inserting ‘‘section 251(c) 
the Balanced Budget and Emergency Deficit 
Control Act of 1985’’. 

(b) SECTION 1024.—Section 1024(a)(1)(B) of 
Congressional Budget and Impoundment 
Control Act of 1974 is amended by striking 
‘‘section 601(a)(2)’’ and inserting ‘‘section 
251(c) the Balanced Budget and Emergency 
Deficit Control Act of 1985’’. 
SEC. 1527. AMENDMENT TO SECTION 1026. 

Section 1026(7)(A)(iv) of the Congressional 
Budget and Impoundment Control Act of 1974 
is amended by striking ‘‘and’’ the second 
place it appears and inserting ‘‘or’’. 

Subtitle B—Amendments to the Balanced 
Budget and Emergency Deficit Control Act 
of 1985 

SEC. 1551. PURPOSE. 
This subtitle extends discretionary spend-

ing limits and pay-as-you-go requirements. 
SEC. 1552. GENERAL STATEMENT AND DEFINI-

TIONS. 
(a) GENERAL STATEMENT.—Section 250(b) of 

the Balanced Budget and Emergency Deficit 
Control Act of 1985 is amended by striking 
the first two sentences and inserting the fol-
lowing: ‘‘This part provides for the enforce-
ment of a balanced budget by fiscal year 2002 
as called for in House Concurrent Resolution 
84 (105th Congress, 1st session).’’. 

(b) DEFINITIONS.—Section 250(c) of the Bal-
anced Budget and Emergency Deficit Control 
Act of 1985 is amended— 

(1) by striking paragraph (4) and inserting 
the following: 

‘‘(4) The term ‘category’ means defense, 
nondefense, and violent crime reduction dis-
cretionary appropriations as specified in the 
joint explanatory statement accompanying a 
conference report on the Balanced Budget 
Act of 1997. New accounts or activities shall 

be categorized only after consultation with 
the committees on Appropriations and the 
Budget of the House of Representatives and 
the Senate and such consultation shall in-
clude written communication to such com-
mittees that affords such committees the op-
portunity to comment before official action 
is taken with respect to new accounts or ac-
tivities.’’; 

(2) by striking paragraph (6) and inserting 
the following: 

‘‘(6) The term ‘budgetary resources’ means 
new budget authority, unobligated balances, 
direct spending authority, and obligation 
limitations.’’; 

(3) in paragraph (9), by striking ‘‘submis-
sion of the fiscal year 1992 budget that are 
not included with a budget submission’’ and 
inserting ‘‘that budget submission that are 
not included with that budget submission’’; 

(4) in paragraph (14), by inserting ‘‘first 4’’ 
before ‘‘fiscal years’’ and by striking ‘‘1995’’ 
and inserting ‘‘2006’’; and 

(5) by striking paragraphs (17) and (20) and 
by redesignating paragraphs (18), (19), and 
(21) as paragraphs (17), (18), and (19), respec-
tively. 
SEC. 1553. ENFORCING DISCRETIONARY SPEND-

ING LIMITS. 

(a) EXTENSION THROUGH FISCAL YEAR 
2002.—Section 251 of the Balanced Budget 
and Emergency Deficit Control Act of 1985 is 
amended— 

(1) in the side heading of subsection (a), by 
striking ‘‘1991–1998’’ and inserting ‘‘1997– 
2002’’; 

(2) in subsection (a)(7), by inserting ‘‘(ex-
cluding Saturdays, Sundays, and legal holi-
days)’’ after ‘‘days’’; 

(3) in the first sentence of subsection (b)(1), 
by striking ‘‘1992, 1993, 1994, 1995, 1996, 1997 or 
1998’’ and inserting ‘‘1997 or any fiscal year 
thereafter through 2002’’ and by striking 
‘‘through 1998’’ and inserting ‘‘through 2002’’; 

(4) in subsection (b)(1), by striking ‘‘the 
following:’’ and all that follows through ‘‘in 
concepts and definitions’’ the first place it 
appears and inserting ‘‘the following: the ad-
justments’’ and by striking subparagraphs 
(B) and (C); 

(5) in subsection (b)(1), as amended, by 
striking the last sentence and inserting 
‘‘Changes in concepts and definitions may 
only be made after consultation with the 
committees on Appropriations and the Budg-
et of the House of Representatives and the 
Senate and such consultation shall include 
written communication to such committees 
that affords such committees the oppor-
tunity to comment before official action is 
taken with respect to such changes.’’; 

(6) in subsection (b)(2), by striking ‘‘1991, 
1992, 1993, 1994, 1995, 1996, 1997, or 1998’’ and 
inserting ‘‘1997 or any fiscal year thereafter 
through 2002’’, by striking ‘‘through 1998’’ 
and inserting ‘‘through 2002’’, and by strik-
ing subparagraphs (A), (B), (C), (E), and (G), 
and by redesignating subparagraphs (D), (F), 
and (H) as subparagraphs (A), (B), and (C), re-
spectively; 

(7) in subsection (b)(2)(A), as redesignated, 
by striking ‘‘(i)’’, by striking clause (ii), and 
by inserting ‘‘fiscal’’ before ‘‘years’’; 

(8) in subsection (b)(2)(B), as redesignated, 
by striking everything after ‘‘the adjustment 
in outlays’’ and inserting ‘‘for a fiscal year is 
the amount of the excess but not to exceed 
0.5 percent of the adjusted discretionary 
spending limit on outlays for that fiscal year 
in fiscal year 1997 or any fiscal year there-
after through 2002; 

(9) in subsection (b)(2)(C)(i), as redesig-
nated— 

(A) in subclause (III) by striking 
‘‘$245,000,000’’ and inserting ‘‘$290,000,000’’; 

(B) in subclause (IV), by striking 
‘‘$280,000,000’’ and inserting ‘‘$520,000,000’’; 
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(C) in subclause (V), by striking 

‘‘$317,500,000’’ and inserting ‘‘$520,000,000’’; 
(D) in subclause (VI), by striking 

‘‘$317,500,000’’ and inserting ‘‘$520,000,000’’; 
and 

(E) in subclause (VII), by striking 
‘‘$317,000,000’’ and inserting ‘‘$520,000,000’’; 
and 

(10) by adding at the end of subsection 
(b)(2) the following: 

‘‘(D) ALLOWANCE FOR IMF.—If an appro-
priations bill or joint resolution is enacted 
for fiscal year 1998, 1999, 2000, 2001, or 2002 
that includes an appropriation with respect 
to clause (i) or (ii), the adjustment shall be 
the amount of budget authority in the meas-
ure that is the dollar equivalent, in terms of 
Special Drawing Rights, of— 

‘‘(i) an increase in the United States quota 
as part of the International Monetary Fund 
Eleventh General Review of Quotas (United 
States Quota); or 

‘‘(ii) any increase in the maximum amount 
available to the Secretary of the Treasury 
pursuant to section 17 of the Bretton Woods 
Agreements Act, as amended from time to 
time (New Arrangements to Borrow). 

‘‘(E) ALLOWANCE FOR INTERNATIONAL AR-
REARAGES.— 

‘‘(i) ADJUSTMENTS.—If an appropriations 
bill or joint resolution is enacted for fiscal 
year 1998, 1999 or 2000 that includes an appro-
priation for arrearages for international or-
ganizations, international peacekeeping, and 
multilateral development banks for that fis-
cal year, the adjustment shall be the amount 
of budget authority in such measure and the 
outlays flowing in all fiscal years from such 
budget authority. 

‘‘(ii) LIMITATIONS.—The total amount of 
adjustments made pursuant to this subpara-
graph shall not exceed $1,884,000,000 in budget 
authority. 

‘‘(F) ALLOWANCES FOR TRANSPORTATION.— 
‘‘(i) IN GENERAL.—If during the 105th Con-

gress, revenue increases or direct spending 
reductions creditable under section 252 are 
enacted for transportation reserve funds as 
provided in sections 207, 207A, 208, or 209 of 
House Concurrent Resolution 84 (105th Con-
gress), OMB shall determine the amount of 
the budget authority adjustment for the ap-
plicable program for each fiscal year through 
2002. 

‘‘(ii) ADJUSTMENTS.—If for fiscal years 1998 
through 2002, discretionary appropriations 
are enacted for a fiscal year that designates 
funding for the applicable program, the ad-
justment is the amount of the discretionary 
budget authority appropriated for such pro-
gram in such fiscal year and the outlays in 
all years flowing from such discretionary 
budget authority, but not to exceed the 
amount available for such program pursuant 
to this subparagraph. 

‘‘(iii) LIMITATIONS.—(I) Revenue increases 
and direct spending reductions credited 
under this subparagraph shall be so des-
ignated in statute and shall not be credited 
under section 252. 

‘‘(II) The amount of the budget authority 
adjustment determined for a fiscal year 
under clause (ii) shall not exceed the amount 
of the revenue increase or direct spending re-
duction credited for a fiscal year under 
clause (i) and shall meet the terms and con-
ditions of sections 207, 207A, 208, or 209 of 
House Concurrent Resolution 84 (105th Con-
gress), as applicable. 

(b) SHIFTING OF DISCRETIONARY SPENDING 
LIMITS INTO GRAMM-RUDMAN.— 

(1) IN GENERAL.—Section 251 of the Bal-
anced Budget and Emergency Deficit Control 
Act of 1985 is amended by adding at the end 
the following: 

‘‘(c) DISCRETIONARY SPENDING LIMIT.—As 
used in this part, the term ‘discretionary 
spending limit’ means— 

‘‘(1) with respect to fiscal year 1997, for the 
discretionary category, the current adjusted 
amount of new budget authority and outlays; 

‘‘(2) with respect to fiscal year 1998— 
‘‘(A) for the defense category: 

$269,000,000,000 in new budget authority and 
$266,823,000,000 in outlays; 

‘‘(B) for the nondefense category: 
$252,357,000,000 in new budget authority and 
$282,853,000,000 in outlays; and 

‘‘(C) for the violent crime reduction cat-
egory: $5,500,000,000 in new budget authority 
and $3,592,000,000 in outlays; 

‘‘(3) with respect to fiscal year 1999— 
‘‘(A) for the defense category: 

$271,500,000,000 in new budget authority and 
$266,518,000,000 in outlays; 

‘‘(B) for the nondefense category: 
$255,699,000,000 in new budget authority and 
$287,850,000,000 in outlays; and 

‘‘(C) for the violent crime reduction cat-
egory: $5,800,000,000 in new budget authority 
and $4,953,000,000 in outlays; 

‘‘(4) with respect to fiscal year 2000— 
‘‘(A) for the discretionary category: 

$532,693,000,000 in new budget authority and 
$558,711,000,000 in outlays; and 

‘‘(B) for the violent crime reduction cat-
egory: $4,500,000,000 in new budget authority 
and $5,554,000,000 in outlays; 

‘‘(5) with respect to fiscal year 2001, for the 
discretionary category: $542,032,000,000 in new 
budget authority and $564,396,000,000 in out-
lays; and 

‘‘(6) with respect to fiscal year 2002, for the 
discretionary category: $551,074,000,000 in new 
budget authority and $560,799,000,000 in out-
lays; 
as adjusted in strict conformance with sub-
section (b).’’. 

(2) REPEAL OF DUPLICATIVE PROVISIONS.— 
Sections 201, 202, and 206 of House Concur-
rent Resolution 84 (105th Congress) are re-
pealed. 
SEC. 1554. VIOLENT CRIME REDUCTION TRUST 

FUND. 
(a) SEQUESTRATION REGARDING VIOLENT 

CRIME REDUCTION TRUST FUND.—Section 251A 
of the Balanced Budget and Emergency Def-
icit Control Act of 1985 is repealed. 

(b) CONFORMING AMENDMENT.—Section 
310002 of Public Law 103–322 (42 U.S.C. 14212) 
is repealed. 
SEC. 1555. ENFORCING PAY-AS-YOU-GO. 

(a) EXTENSION.—Section 252 of the Bal-
anced Budget and Emergency Deficit Control 
Act of 1985 is amended— 

(1) by striking subsections (a) and (b) and 
inserting the following: 

‘‘(a) PURPOSE.—The purpose of this section 
is to assure that any legislation enacted 
prior to September 30, 2002, affecting direct 
spending or receipts that increases the def-
icit will trigger an offsetting sequestration. 

‘‘(b) SEQUESTRATION.— 
‘‘(1) TIMING.—For fiscal years 1998 through 

2002, within 15 calendar days after Congress 
adjourns to end a session and on the same 
day as a sequestration (if any) under sections 
251 and 253, there shall be a sequestration to 
offset the amount of any net deficit increase 
in the budget year caused by all direct 
spending and receipts legislation (after ad-
justing for any prior sequestration as pro-
vided by paragraph (2)) plus any net deficit 
increase in the prior fiscal year caused by all 
direct spending and receipts legislation not 
reflected in the final OMB sequestration re-
port for that year. 

‘‘(2) CALCULATION OF DEFICIT INCREASE.— 
OMB shall calculate the amount of deficit 
increase, if any, in the budget year by add-
ing— 

‘‘(A) all applicable estimates of direct 
spending and receipts legislation trans-
mitted under subsection (d) applicable to the 
budget year, other than any amounts in-
cluded in such estimates resulting from— 

‘‘(i) full funding of, and continuation of, 
the deposit insurance guarantee commit-
ment in effect under current law; and 

‘‘(ii) emergency provisions as designated 
under subsection (e); 

‘‘(B) the estimated amount of savings in di-
rect spending programs applicable to the 
budget year resulting from the prior year’s 
sequestration under this section or section 
253, if any (except for any amounts seques-
tered as a result of any deficit increase in 
the fiscal year immediately preceding the 
prior fiscal year), as published in OMB’s final 
sequestration report for that prior year; and 

‘‘(C) all applicable estimates of direct 
spending and receipts legislation trans-
mitted under subsection (d) for the current 
year that are not reflected in the final OMB 
sequestration report for that year, other 
than any amounts included in such esti-
mates resulting from— 

‘‘(i) full funding of, and continuation of, 
the deposit insurance guarantee commit-
ment in effect under current law; and 

‘‘(ii) emergency provisions as designated 
under subsection (e).’’; 

(2) by amending subsection (d) to read as 
follows: 

‘‘(d) ESTIMATES.— 
‘‘(1) CBO ESTIMATES.—As soon as prac-

ticable after Congress completes action on 
any direct spending or receipts legislation, 
CBO shall provide an estimate to OMB of the 
legislation. 

‘‘(2) OMB ESTIMATES.—Not later than 5 cal-
endar days (excluding Saturdays, Sundays, 
and legal holidays) after the enactment of 
any direct spending or receipts legislation, 
OMB shall transmit a report to the House of 
Representatives and to the Senate con-
taining— 

‘‘(A) the CBO estimate of that legislation; 
‘‘(B) an OMB estimate of that legislation 

using current economic and technical as-
sumptions; and 

‘‘(C) an explanation of any difference be-
tween the 2 estimates. 

‘‘(3) SCOPE OF ESTIMATES.—The estimates 
shall be prepared in conformance with 
scorekeeping guidelines and shall include the 
amount of change in outlays or receipts, as 
the case may be, for the current year (if ap-
plicable), the budget year, and each outyear. 

‘‘(4) CONSULTATION.—OMB and CBO, after 
consultation with each other and the Com-
mittees on the Budget of the House of Rep-
resentatives and the Senate, shall— 

‘‘(A) determine scorekeeping guidelines; 
and 

‘‘(B) in conformance with such guidelines, 
prepare estimates under this subsection.’’; 
and 

(3) in subsection (e), by striking ‘‘, for any 
fiscal year from 1991 through 1998,’’ and by 
striking ‘‘through 1995’’. 

SEC. 1556. REPORTS AND ORDERS. 

Section 254 of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is 
amended— 

(1) by striking subsection (c) and redesig-
nating subsections (d) through (k) as (c) 
through (j), respectively; 

(2) in subsection (c)(2) (as redesignated), by 
striking ‘‘1998’’ and inserting ‘‘2002’’; 

(3)(A) in subsection (f)(2)(A) (as redesig-
nated), by striking ‘‘1998’’ and inserting 
‘‘2002’’; and 

(B) in subsection (f)(3) (as redesignated), by 
striking ‘‘through 1998’’; and 

(4) by striking subsection (h), as redesig-
nated, and redesignating subsection (i), as 
redesignated, as subsection (h). 

SEC. 1557. EXEMPT PROGRAMS AND ACTIVITIES. 

(a) VETERANS PROGRAMS.—Section 255(b) of 
the Balanced Budget and Emergency Deficit 
Control Act of 1985 is amended as follows: 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00146 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6539 June 26, 1997 
(1) In the item relating to Veterans Insur-

ance and Indemnity, strike ‘‘Indemnity’’ and 
insert ‘‘Indemnities’’. 

(2) In the item relating to Veterans’ Can-
teen Service Revolving Fund, strike ‘‘Vet-
erans’’’. 

(3) In the item relating to Benefits under 
chapter 21 of title 38, strike ‘‘(36–0137–0–1– 
702)’’ and insert ‘‘(36–0120–0–1–701)’’. 

(4) In the item relating to Veterans’ com-
pensation, strike ‘‘Veterans’ compensation’’ 
and insert ‘‘Compensation’’. 

(5) In the item relating to Veterans’ pen-
sions, strike ‘‘Veterans’ pensions’’ and insert 
‘‘Pensions’’. 

(6) After the last item, insert the following 
new items: 

‘‘Benefits under chapter 35 of title 38, 
United States Code, related to educational 
assistance for survivors and dependents of 
certain veterans with service-connected dis-
abilities (36–0137–0–1–702); 

‘‘Assistance and services under chapter 31 
of title 38, United States Code, relating to 
training and rehabilitation for certain vet-
erans with service-connected disabilities (36– 
0137–0–1–702); 

‘‘Benefits under subchapters I, II, and III of 
chapter 37 of title 38, United States Code, re-
lating to housing loans for certain veterans 
and for the spouses and surviving spouses of 
certain veterans Guaranty and Indemnity 
Program Account (36–1119–0–1–704); 

‘‘Loan Guaranty Program Account (36– 
1025–0–1–704); and 

‘‘Direct Loan Program Account (36–1024–0– 
1–704).’’. 

(b) CERTAIN PROGRAM BASES.—Section 
255(f) of the Balanced Budget and Emergency 
Deficit Control Act of 1985 is amended to 
read as follows: 

‘‘(f) OPTIONAL EXEMPTION OF MILITARY PER-
SONNEL.— 

‘‘(1) The President may, with respect to 
any military personnel account, exempt 
from sequestration or provide for a lower 
uniform percentage reduction than would 
otherwise apply. 

‘‘(2) The President may not use the author-
ity provided by paragraph (1) unless he noti-
fies the Congress of the manner in which 
such authority will be exercised on or before 
the date specified in section 254(d) for the 
budget year.’’. 

(c) OTHER PROGRAMS AND ACTIVITIES.—(1) 
Section 255(g)(1)(A) of the Balanced Budget 
Emergency Deficit Control Act of 1985 is 
amended as follows: 

(A) After the first item, insert the fol-
lowing new item: 

‘‘Activities financed by voluntary pay-
ments to the Government for goods or serv-
ices to be provided for such payments;’’. 

(B) Strike ‘‘Thrift Savings Fund (26–8141–0– 
7–602);’’. 

(C) In the first item relating to the Bureau 
of Indian Affairs, insert ‘‘Indian land and 
water claims settlements and’’ after the 
comma. 

(D) In the second item relating to the Bu-
reau of Indian Affairs, strike ‘‘miscella-
neous’’ and ‘‘, tribal trust funds’’ and insert 
‘‘Miscellaneous’’ before ‘‘trust funds’’. 

(E) Strike ‘‘Claims, defense (97–0102–0–1– 
051);’’. 

(F) In the item relating to Claims, judg-
ments, and relief acts, strike ‘‘806’’ and in-
sert ‘‘808’’. 

(G) Strike ‘‘Coinage profit fund (20–5811–0– 
2–803);’’. 

(H) Insert ‘‘Compact of Free Association 
(14–0415–0–1–808);’’ after the item relating to 
claims, judgments, and relief acts. 

(I) Insert ‘‘Conservation Reserve Program 
(12–2319–0–1–302);’’ after the item relating to 
the Compensation of the President. 

(J) In the item relating to the Customs 
Service, strike ‘‘852’’ and insert ‘‘806’’. 

(K) In the item relating to the Comptroller 
of the Currency, insert ‘‘, Assessment funds 
(20–8413–0–8–373)’’ before the semicolon. 

(L) Strike ‘‘Director of the Office of Thrift 
Supervision;’’. 

(M) Strike ‘‘Eastern Indian land claims 
settlement fund (14–2202–0–1–806);’’. 

(N) After the item relating to the Ex-
change stabilization fund, insert the fol-
lowing new items: 

‘‘Farm Credit Administration, Limitation 
on Administrative Expenses (78–4131–0–3–351); 

‘‘Farm Credit System Financial Assistance 
Corporation, interest payment (20–1850–0–1– 
908);’’. 

(O) Strike ‘‘Federal Deposit Insurance Cor-
poration;’’. 

(P) In the first item relating to the Federal 
Deposit Insurance Corporation, insert ‘‘(51– 
4064–0–3–373)’’ before the semicolon. 

(Q) In the second item relating to the Fed-
eral Deposit Insurance Corporation, insert 
‘‘(51–4065–0–3–373)’’ before the semicolon. 

(R) In the third item relating to the Fed-
eral Deposit Insurance Corporation, insert 
‘‘(51–4066–0–3–373)’’ before the semicolon. 

(S) In the item relating to the Federal 
Housing Finance Board, insert ‘‘(95–4039–0–3– 
371)’’ before the semicolon. 

(T) In the item relating to the Federal pay-
ment to the railroad retirement account, 
strike ‘‘account’’ and insert ‘‘accounts’’. 

(U) In the item relating to the health pro-
fessions graduate student loan insurance 
fund, insert ‘‘program account’’ after ‘‘fund’’ 
and strike ‘‘(Health Education Assistance 
Loan Program) (75–4305–0–3–553)’’ and insert 
‘‘(75–0340–0–1–552)’’. 

(V) In the item relating to Higher edu-
cation facilities, strike ‘‘and insurance’’. 

(W) In the item relating to Internal rev-
enue collections for Puerto Rico, strike 
‘‘852’’ and insert ‘‘806’’. 

(X) Amend the item relating to the Pan-
ama Canal Commission to read as follows: 

‘‘Panama Canal Commission, Panama 
Canal Revolving Fund (95–4061–0–3–403);’’. 

(Y) In the item relating to the Medical fa-
cilities guarantee and loan fund, strike ‘‘(75– 
4430–0–3–551)’’ and insert ‘‘(75–9931–0–3–550)’’. 

(Z) In the first item relating to the Na-
tional Credit Union Administration, insert 
‘‘operating fund (25–4056–0–3–373)’’ before the 
semicolon. 

(AA) In the second item relating to the Na-
tional Credit Union Administration, strike 
‘‘central’’ and insert ‘‘Central’’ and insert 
‘‘(25–4470–0–3–373)’’ before the semicolon. 

(BB) In the third item relating to the Na-
tional Credit Union Administration, strike 
‘‘credit’’ and insert ‘‘Credit’’ and insert ‘‘(25– 
4468–0–3–373)’’ before the semicolon. 

(CC) After the third item relating to the 
National Credit Union Administration, in-
sert the following new item: 

‘‘Office of Thrift Supervision (20–4108–0–3– 
373);’’. 

(DD) In the item relating to Payments to 
health care trust funds, strike ‘‘572’’ and in-
sert ‘‘571’’. 

(EE) Strike ‘‘Compact of Free Association, 
economic assistance pursuant to Public Law 
99–658 (14–0415–0–1–806);’’. 

(FF) In the item relating to Payments to 
social security trust funds, strike ‘‘571’’ and 
insert ‘‘651’’. 

(GG) Strike ‘‘Payments to state and local 
government fiscal assistance trust fund (20– 
2111–0–1–851);’’. 

(HH) In the item relating to Payments to 
the United States territories, strike ‘‘852’’ 
and insert ‘‘806’’. 

(II) Strike ‘‘Resolution Funding Corpora-
tion;’’. 

(JJ) In the item relating to the Resolution 
Trust Corporation, insert ‘‘Revolving Fund 
(22–4055–0–3–373)’’ before the semicolon. 

(KK) After the item relating to the Ten-
nessee Valley Authority funds, insert the fol-
lowing new items: 

‘‘Thrift Savings Fund; 
‘‘United States Enrichment Corporation 

(95–4054–0–3–271); 
‘‘Vaccine Injury Compensation (75–0320–0– 

1–551); 
‘‘Vaccine Injury Compensation Program 

Trust Fund (20–8175–0–7–551);’’. 
(2) Section 255(g)(1)(B) of the Balanced 

Budget and Emergency Deficit Control Act 
of 1985 is amended as follows: 

(A) Strike ‘‘The following budget’’ and in-
sert ‘‘The following Federal retirement and 
disability’’. 

(B) In the item relating to Black lung ben-
efits, strike ‘‘lung benefits’’ and insert 
‘‘Lung Disability Trust Fund’’. 

(C) In the item relating to the Court of 
Federal Claims Court Judges’ Retirement 
Fund, strike ‘‘Court of Federal’’. 

(D) In the item relating to Longshoremen’s 
compensation benefits, insert ‘‘Special work-
ers compensation expenses,’’ before ‘‘Long-
shoremen’s’’. 

(E) In the item relating to Railroad retire-
ment tier II, insert ‘‘Industry Pension Fund’’ 
after ‘‘tier II’’, and strike ‘‘retirement tier 
II’’. 

(3) Section 255(g)(2) of the Balanced Budget 
and Emergency Deficit Control Act of 1985 is 
amended as follows: 

(A) Strike the following items: 
‘‘Agency for International Development, 

Housing, and other credit guarantee pro-
grams (72–4340–0–3–151); 

‘‘Agricultural credit insurance fund (12– 
4140–0–1–351);’’. 

(B) In the item relating to Check forgery, 
strike ‘‘Check’’ and insert ‘‘United States 
Treasury check’’. 

(C) Strike ‘‘Community development grant 
loan guarantees (86–0162–0–1–451);’’. 

(D) After the item relating to the United 
States Treasury Check forgery insurance 
fund, insert the following new item: 

‘‘Credit liquidating accounts;’’. 
(E) Strike the following items: 
‘‘Credit union share insurance fund (25– 

4468–0–3–371); 
‘‘Economic development revolving fund 

(13–4406–0–3); 
‘‘Export-Import Bank of the United States, 

Limitation of program activity (83–4027–0–1– 
155); 

‘‘Federal deposit Insurance Corporation 
(51–8419–0–8–371); 

‘‘Federal Housing Administration fund (86– 
4070–0–3–371); 

‘‘Federal ship financing fund (69–4301–0–3– 
403); 

‘‘Federal ship financing fund, fishing ves-
sels (13–4417–0–3–376); 

‘‘Government National Mortgage Associa-
tion, Guarantees of mortgage-backed securi-
ties (86–4238–0–3–371); 

‘‘Health education loans (75–4307–0–3–553); 
‘‘Indian loan guarantee and insurance fund 

(14–4410–0–3–452); 
‘‘Railroad rehabilitation and improvement 

financing fund (69–4411–0–3–401); 
‘‘Rural development insurance fund (12– 

4155–0–3–452); 
‘‘Rural electric and telephone revolving 

fund (12–4230–8–3–271); 
‘‘Rural housing insurance fund (12–4141–0–3– 

371); 
‘‘Small Business Administration, Business 

loan and investment fund (73–4154–0–3–376); 
‘‘Small Business Administration, Lease 

guarantees revolving fund (73–4157–0–3–376); 
‘‘Small Business Administration, Pollution 

control equipment contract guarantee re-
volving fund (73–4147–0–3–376); 

‘‘Small Business Administration, Surety 
bond guarantees revolving fund (73–4156–0–3– 
376); 
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‘‘Department of Veterans Affairs Loan 

guaranty revolving fund (36–4025–0–3–704);’’. 
(d) LOW-INCOME PROGRAMS.—Section 255(h) 

of the Balanced Budget and Emergency Def-
icit Control Act of 1985 is amended as fol-
lows: 

(1) In the item relating to Aid to families 
with dependent children, strike ‘‘0412’’ and 
insert ‘‘1501’’. 

(2) Amend the item relating to Child nutri-
tion to read as follows: 

‘‘State child nutrition programs (with the 
exception of special milk programs) (12–3539– 
0–1–605);’’. 

(3) After the item relating to State child 
nutrition programs, insert the following new 
item: 

‘‘Commodity supplemental food program 
(12–3512–0–1–605);’’. 

(4) Amend the item relating to the Women, 
infants, and children program to read as fol-
lows: 

‘‘Special supplemental nutrition program 
for women, infants, and children (WIC) (12– 
3510–0–1–605).’’. 

(e) IDENTIFICATION OF PROGRAMS.—Section 
255(i) of the Balanced Budget and Emergency 
Deficit Control Act of 1985 is amended to 
read as follows: 

‘‘(i) IDENTIFICATION OF PROGRAMS.—For 
purposes of subsections (b), (g), and (h), each 
account is identified by the designated budg-
et account identification code number set 
forth in the Budget of the United States 
Government 1998–Appendix, and an activity 
within an account is designated by the name 
of the activity and the identification code 
number of the account.’’. 

(f) OPTIONAL EXEMPTION OF MILITARY PER-
SONNEL.—Section 255(h) of the Balanced 
Budget and Emergency Deficit Control Act 
of 1985 is repealed. 
SEC. 1558. GENERAL AND SPECIAL SEQUESTRA-

TION RULES. 
(a) CONFORMING AMENDMENTS.— 
(1) SECTION HEADING.—The section heading 

of section 256 of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is 
amended by striking ‘‘exceptions, limitations, and 
special rules’’ and inserting ‘‘general and special 
sequestration rules’’. 

(2) TABLE OF CONTENTS.—The item relating 
to section 256 in the table contents set forth 
in section 250(a) of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is 
amended to read as follows: 
‘‘Sec. 256. General and special sequestration 

rules.’’. 
(b) AUTOMATIC SPENDING INCREASES.—Sec-

tion 256(a) of the Balanced Budget and Emer-
gency Deficit Control Act of 1985 is amended 
by striking paragraph (1) and redesignating 
paragraphs (2) and (3) as paragraphs (1) and 
(2), respectively. 

(c) GUARANTEED STUDENT LOAN PROGRAM.— 
Section 256(b) of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is 
amended to read as follows: 

‘‘(b) STUDENT LOANS.—For all student 
loans under part B or D of title IV of the 
Higher Education Act of 1965 made during 
the period when a sequestration order under 
section 254 is in effect, origination fees under 
sections 438(c)(2) and 456(c) of that Act shall 
be increased by a uniform percentage suffi-
cient to produce the dollar savings in stu-
dent loan programs (as a result of that se-
questration order) required by section 252 or 
253, as applicable.’’. 

(d) HEALTH CENTERS.—Section 256(e)(1) of 
the Balanced Budget and Emergency Deficit 
Control Act of 1985 is amended by striking 
the dash and all that follows thereafter and 
inserting ‘‘2 percent.’’. 

(e) TREATMENT OF FEDERAL ADMINISTRA-
TIVE EXPENSES.—Section 256(h)(4) of the Bal-
anced Budget and Emergency Deficit Control 

Act of 1985 is amended by striking subpara-
graphs (D) and (H), by redesignating subpara-
graphs (E), (F), (G), and (I), as subparagraphs 
(D), (E), (F), and (G), respectively, and by 
adding at the end the following new subpara-
graph: 

‘‘(H) Farm Credit Administration.’’. 
(f) COMMODITY CREDIT CORPORATION.—Sec-

tion 256(j)(5) of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is 
amended to read as follows: 

‘‘(5) DAIRY PROGRAM.—Notwithstanding 
other provisions of this subsection, as the 
sole means of achieving any reduction in 
outlays under the milk price support pro-
gram, the Secretary of Agriculture shall pro-
vide for a reduction to be made in the price 
received by producers for all milk produced 
in the United States and marketed by pro-
ducers for commercial use. That price reduc-
tion (measured in cents per hundred weight 
of milk marketed) shall occur under section 
201(d)(2)(A) of the Agricultural Act of 1949 (7 
U.S.C. 1446(d)(2)(A)), shall begin on the day 
any sequestration order is issued under sec-
tion 254, and shall not exceed the aggregate 
amount of the reduction in outlays under the 
milk price support program that otherwise 
would have been achieved by reducing pay-
ments for the purchase of milk or the prod-
ucts of milk under this subsection during the 
applicable fiscal year.’’. 

(g) EFFECTS OF SEQUESTRATION.—Section 
256(k) of the Balanced Budget and Emer-
gency Deficit Control Act of 1985 is amended 
as follows: 

(1) in paragraph (1), strike ‘‘other than a 
trust or special fund account’’ and insert ‘‘, 
except as provided in paragraph (5)’’ before 
the period; and 

(2) strike paragraph (4), redesignate para-
graphs (5) and (6) as paragraphs (4) and (5), 
respectively, and amend paragraph (5) (as re-
designated) to read as follows: 

‘‘(5) Budgetary resources sequestered in re-
volving, trust, and special fund accounts, 
and offsetting collections sequestered in ap-
propriation accounts shall not be available 
for obligation during the fiscal year in which 
the sequestration occurs, but shall be avail-
able in subsequent years to the extent other-
wise provided in law.’’. 
SEC. 1559. THE BASELINE. 

(a) IN GENERAL.—Section 257 of the Bal-
anced Budget and Emergency Deficit Control 
Act of 1985 is amended— 

(1) by striking subsection (b)(2)(A) and in-
serting the following: 

‘‘(A)(i) No program with estimated current 
year outlays greater than $50 million shall 
be assumed to expire in the budget year or 
the outyears except as provided in clause (ii). 

‘‘(ii) If legislation eliminates direct spend-
ing authority for a program for the budget 
year or any outyear and such legislation pro-
vides that the Federal Government has no 
legal authority or obligation to incur finan-
cial obligations for such program, clause (i) 
shall not apply and CBO and OMB, as appro-
priate, may score such legislation with the 
budget authority and outlay effects resulting 
from terminating such program as provided 
in such legislation and the baseline may as-
sume the expiration of that program as pro-
vided in such legislation.’’; 

(2) by adding the end of subsection (b)(2) 
the following new subparagraph: 

‘‘(D) If any law expires before the budget 
year or any outyear, then any program with 
estimated current year outlays greater than 
$50 million which operates under that law 
shall be assumed to continue to operate 
under that law as in effect immediately be-
fore its expiration.’’; 

(3) in subsection (c)(5), in the second sen-
tence, by striking ‘‘national product fixed- 
weight price index’’ and inserting ‘‘domestic 
product chain-type price index’’; and 

(4) by striking subsection (e) and inserting 
the following: 

‘‘(e) ASSET SALES.—Amounts realized from 
the sale of an asset shall not be counted for 
purposes of sections 251, 252, and 253 against 
legislation if that sale would result in a fi-
nancial cost to the Federal Government.’’. 

(b) BUDGETARY TREATMENT OF CERTAIN 
TRUST FUND OPERATIONS.—Section 710 of the 
Social Security Act (42 U.S.C. 911) is amend-
ed to read as follows: 

‘‘BUDGETARY TREATMENT OF TRUST FUND 
OPERATIONS 

‘‘SEC. 710. (a) The receipts and disburse-
ments of the Federal Old-Age and Survivors 
Insurance Trust Fund and the Federal Dis-
ability Insurance Trust Fund and the taxes 
imposed under sections 1401 and 3101 of the 
Internal Revenue Code of 1986 shall not be in-
cluded in the totals of the budget of the 
United States Government as submitted by 
the President or of the congressional budget 
and shall be exempt from any general budget 
limitation imposed by statute on expendi-
tures and net lending (budget outlays) of the 
United States Government. 

‘‘(b) No provision of law enacted after the 
date of enactment of the Balanced Budget 
and Emergency Deficit Control Act of 1985 
(other than a provision of an appropriation 
Act that appropriated funds authorized 
under the Social Security Act as in effect on 
the date of the enactment of the Balanced 
Budget and Emergency Deficit control Act of 
1985) may provide for payments from the 
general fund of the Treasury to any Trust 
Fund specified in paragraph (1) or for pay-
ments from any such Trust Fund to the gen-
eral fund of the Treasury.’’. 

SEC. 1560. TECHNICAL CORRECTION. 

Section 258 of the Balanced Budget and 
Emergency Deficit Control Act of 1985, enti-
tled ‘‘Modification of Presidential Order’’, is 
repealed. 

SEC. 1561. JUDICIAL REVIEW. 

Section 274 of the Balanced Budget and 
Emergency Deficit Control Act of 1985 is 
amended as follows: 

(1) Strike ‘‘252’’ or ‘‘252(b)’’ each place it 
appears and insert ‘‘254’’. 

(2) In subsection (d)(1)(A), strike ‘‘257(l) to 
the extent that’’ and insert ‘‘256(a) if’’, strike 
the parenthetical phrase, and at the end in-
sert ‘‘or’’. 

(3) In subsection (d)(1)(B), strike ‘‘new 
budget’’ and all that follows through ‘‘spend-
ing authority’’ and insert ‘‘budgetary re-
sources’’ and strike ‘‘or’’ after the comma. 

(4) Strike subsection (d)(1)(C). 
(5) Strike subsection (f) and redesignate 

subsections (g) and (h) as subsections (f) and 
(g), respectively. 

(6) In subsection (g) (as redesignated), 
strike ‘‘base levels of total revenues and 
total budget outlays, as’’ and insert ‘‘fig-
ures’’, and ‘‘251(a)(2)(B) or (c)(2),’’ and insert 
‘‘254’’. 

SEC. 1562. EFFECTIVE DATE. 

(a) EXPIRATION.—Section 275(b) of the Bal-
anced Budget and Emergency Deficit Control 
Act of 1985 is amended— 

(1) by striking ‘‘Part C of this title, sec-
tion’’ and inserting ‘‘Sections 251, 252, 253, 
258B, and’’; 

(2) by striking ‘‘1995’’ and inserting ‘‘2002’’; 
and 

(3) by adding at the end the following new 
sentence: ‘‘The remaining sections of part C 
of this title shall expire September 30, 2006.’’. 

(b) EXPIRATION.—Section 14002(c)(3) of the 
Omnibus Budget Reconciliation Act of 1993 is 
repealed. 
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CONGRESSIONAL RECORD — SENATE S6541 June 26, 1997 
SEC. 1563. REDUCTION OF PREEXISTING BAL-

ANCES AND EXCLUSION OF EFFECTS 
OF THIS ACT FROM PAYGO SCORE-
CARD. 

Upon the enactment of this Act, the Direc-
tor of the Office of Management and Budget 
shall— 

(1) reduce any balances of direct spending 
and receipts legislation for any fiscal year 
under section 252 of the Balanced Budget and 
Emergency Deficit Control Act of 1985 to 
zero; and 

(2) not make any estimates of changes in 
direct spending outlays and receipts under 
subsection (d) of such section 252 for any fis-
cal year resulting from the enactment of this 
Act or any Act enacted pursuant to section 
104 or 105 of House Concurrent Resolution 84 
(105th Congress). 

ABRAHAM (AND OTHERS) 
AMENDMENT NO. 538 

(Ordered to lie on the table.) 
Mr. ABRAHAM (for himself, Mr. 

BROWNBACK, Mr. KYL, Mr. SESSIONS, 
Mr. ENZI, Mr. INHOFE, and Mr. GRAMS) 
submitted an amendment intended to 
be proposed by them to the bill, S. 949, 
supra; as follows: 

In the pending amendment, insert the fol-
lowing at the appropriate place: 
SEC. . ECONOMIC GROWTH PROTECTION. 

Section 252 of the Balanced Budget and 
Emergency Deficit Control Act of 1985 (2 
U.S.C. 902) is amended by adding at the end 
the following: 
‘‘(f) ECONOMIC GROWTH PROTECTION.— 

‘‘(1) ESTIMATE.—OMB shall, for any 
amount by which revenues for a budget year 
and any out-years through fiscal year 2002 
exceed the revenue target absent growth, es-
timate the excess and include such estimate 
as a separate entry in the report prepared 
pursuant to subsection (d) at the same time 
as the OMB sequestration preview report is 
issued. 

‘‘(2) INCLUSION IN SCORECARD. OMB shall in-
clude the amount of any change in revenues 
determined pursuant to paragraph (1) as a 
deficit decrease under this part in the esti-
mates and reports required by subsection (b) 
of section 254 unless such amount is offset by 
legislation enacted in compliance with para-
graph (3). 

‘‘(3) USE OF ADJUSTMENT.—An amount not 
to exceed the amount of deficit decrease de-
termined under paragraph (2) may be offset 
by legislation decreasing revenues. 

‘‘(4) REVENUE TARGET ABSENT GROWTH.—For 
purposes of this subsection, the revenue tar-
get absent growth is— 

‘‘(A) for fiscal year 1998, $1,601,800,000,000; 
‘‘(B) for fiscal year 1999, $1,664,200,000,000; 
‘‘(C) for fiscal year 2000, $1,728,100,000,000; 
‘‘(D) for fiscal year 2001, $1,805,100,000,000; 
‘‘(E) for fiscal year 2002, $1,890,400,000,000.’’ 

SEC. . CONGRESSIONAL PAY-AS-YOU-GO 
Legislation decreasing revenues in compli-

ance with section 252(f)(3) of the Balanced 
Budget and Emergency Deficit Control Act 
of 1985, as added by section , shall be con-
sidered to be in order for purposes of section 
202 of House Concurrent Resolution 67 (104th 
Congress). 

BIDEN (AND GRAMM) AMENDMENT 
NO. 539 

Mr. BIDEN (for himself and Mr. 
GRAMM) proposed an amendment to 
amendment No. 537 proposed by Mr. 
DOMENICI to the bill, S. 949, supra; as 
follows: 

On page 43 of the amendment, strike lines 
14 through 21 and insert the following: 

‘‘(5) with respect to fiscal year 2001— 
‘‘(A) for the discretionary category: 

$537,677,000,000 in new budget authority and 
$558,460,000,000 in outlays; and 

‘‘(B) for the violent crime reduction cat-
egory: $4,355,000,000 in new budget authority 
and $5,936,000,000 in outlays; 

‘‘(6) with respect to fiscal year 2002— 
‘‘(A) for the discretionary category: 

$546,619,000,000 in new budget authority and 
$556,314,000,000 in outlays; and 

‘‘(B) for the violent crime reduction cat-
egory: $4,455,000,000 in new budget authority 
and $4,485,000,000 in outlays; 
as adjusted in strict conformance with sub-
section (b).’’. 

(2) TRANSFERS INTO THE FUND.—On the first 
day of the following fiscal years, the fol-
lowing amounts shall be transferred from the 
general fund to the Violent Crime Reduction 
Trust Fund— 

(A) for fiscal year 2001, $4,355,000,000; and 
(A) for fiscal year 2002, $4,455,000,000. 

BYRD AMENDMENT NO. 540 
Mr. BYRD proposed an amendment 

to the bill, S. 949, supra; as follows: 
At the end of the bill, add the following: 

TITLE ll—ALCOHOL ADVERTISING 
RESPONSIBILITY ACT 

SEC. ll01. SHORT TITLE. 
This title may be cited as the ‘‘Alcohol Ad-

vertising Responsibility Act’’. 
SEC. ll02. FINDINGS AND PURPOSES. 

(a) FINDINGS.—Congress finds that— 
(1) alcohol is used by more Americans than 

any other drug; 
(2) it is estimated that the costs to society 

from alcoholism and alcohol abuse were ap-
proximately $100,000,000,000 in 1990 alone; 

(3) in 1995, the alcoholic beverage industry 
spent $1,040,300,000 on advertising, while the 
National Institute for Alcohol Abuse and Al-
coholism was funded at only $181,445,000; 

(4) more than 100,000 deaths each year in 
the United States result from alcohol-re-
lated causes; 

(5) 41.3 percent of all traffic fatalities in 
1995, or 17,274 deaths, were alcohol related; 

(6) in addition to severe health con-
sequences, alcohol misuse is involved in ap-
proximately 30 percent of all suicides, 50 per-
cent of homicides, 68 percent of man-
slaughter cases, 52 percent of rapes and other 
sexual assaults, 48 percent of robberies, 62 
percent of assaults, and 49 percent of all 
other violent crimes; 

(7) approximately 30 percent of all acci-
dental deaths are attributable to alcohol 
abuse; 

(8) alcohol advertising may influence chil-
dren’s perceptions toward and inclinations to 
consume alcoholic beverages; 

(9) 26 percent of eighth graders, 40 percent 
of tenth graders, and 51 percent of twelfth 
graders report having used alcohol in the 
past month; and 

(10) college presidents nationwide view al-
cohol abuse as their paramount campus-life 
problem. 

(b) PURPOSES.—The purposes of this title 
are— 

(1) to repeal the existing tax subsidization 
for expenses incurred to promote the con-
sumption of alcoholic beverages; 

(2) to reduce the amount of alcohol adver-
tising to which our Nation’s youth are ex-
posed; and 

(3) to increase funding for those programs 
that educate and prevent the abuse of alco-
hol among our Nation’s youth. 
SEC. ll03. DISALLOWANCE OF DEDUCTION FOR 

ADVERTISING AND PROMOTION EX-
PENSES RELATING TO ALCOHOLIC 
BEVERAGES. 

(a) IN GENERAL.—Part IX of subchapter B 
of chapter 1 (relating to items not deduct-

ible) is amended by adding at the end the fol-
lowing: 
‘‘SEC. 280I. ADVERTISING AND PROMOTION EX-

PENDITURES RELATING TO ALCO-
HOLIC BEVERAGES. 

‘‘(a) IN GENERAL.—No deduction otherwise 
allowable under this chapter shall be allowed 
for any amount paid or incurred to advertise 
or promote by any means any alcoholic bev-
erage. 

‘‘(b) ALCOHOLIC BEVERAGE.—For purposes 
of this section, the term ‘alcoholic beverage’ 
means any item which is subject to tax 
under subpart A, C, or D of part I of sub-
chapter A of chapter 51 (relating to taxes on 
distilled spirits, wines, and beer).’’. 

(b) CONFORMING AMENDMENT.—The table of 
sections for part IX of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing: 

‘‘Sec. 280I. Advertising and promotion ex-
penditures relating to alcoholic 
beverages.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred in taxable years beginning 
after December 31 of the year in which this 
Act is enacted. 
SEC. ll04. ALCOHOL ABUSE EDUCATION AND 

PREVENTION AMONG YOUTH. 
(a) IN GENERAL.—Subject to subsection (c), 

there shall be transferred, from funds in the 
Treasury not otherwise appropriated, to the 
entities described in subsection (b) amounts 
to the extent specified under subsection (b). 

(b) EDUCATION AND PREVENTION PRO-
GRAMS.— 

(1) SUBSTANCE ABUSE AND MENTAL HEALTH 
SERVICES ADMINISTRATION.—The amounts 
specified in this subsection shall be: 

(A) IN GENERAL.—With respect to the Sub-
stance Abuse and Mental Health Services 
Administration, $120,000,000 for fiscal year 
1998, $180,000,000 for fiscal year 1999, 
$180,000,000 for fiscal year 2000, $210,000,000 for 
fiscal year 2001, and $210,000,000 for fiscal 
year 2002, to supplement substance abuse 
prevention activities authorized under sec-
tion 501 of the Public Health Service Act (42 
U.S.C. 290aa). 

(B) USE OF FUNDS.—Amounts provided to 
the Substance Abuse and Mental Health 
Services Administration under subparagraph 
(A) shall be used directly or through grants 
and cooperative agreements to carry out ac-
tivities to prevent the use of alcohol among 
youth, including the development and dis-
tribution of public service announcements. 

(2) CENTERS FOR DISEASE CONTROL AND PRE-
VENTION.— 

(A) IN GENERAL.—With respect to the Cen-
ters for Disease Control and Prevention, 
$120,000,000 for fiscal year 1998, $180,000,000 for 
fiscal year 1999, $180,000,000 for fiscal year 
2000, $210,000,000 for fiscal year 2001, and 
$210,000,000 for fiscal year 2002, to carry out a 
comprehensive strategy to prevent alcohol- 
related disease and disability. 

(B) REQUIRED USES.—In carrying out the 
comprehensive strategy under subparagraph 
(A), the Centers for Disease Control and Pre-
vention shall— 

(i) enhance and expand State-based and na-
tional surveillance activities to monitor the 
scope of alcohol use among the youth of the 
United States; 

(ii) enhance comprehensive school-based 
health programs that focus on alcohol use 
prevention strategies; 

(iii) develop and distribute commercial ad-
vertising to prevent alcohol abuse among 
youth; and 

(iv) enhance and expand Fetal Alcohol 
Syndrome prevention activities throughout 
the United States. 

(3) NATIONAL HIGHWAY TRAFFIC SAFETY AD-
MINISTRATION.—With respect to the National 
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CONGRESSIONAL RECORD — SENATES6542 June 26, 1997 
Highway Traffic Safety Administration, and 
in addition to any funds authorized from the 
Highway Trust Fund, $120,000,000 for fiscal 
year 1998, $180,000,000 for fiscal year 1999, 
$180,000,000 for fiscal year 2000, $210,000,000 for 
fiscal year 2001, and $210,000,000 for fiscal 
year 2002, to carry out programs under sec-
tions 402, 403, and 410 of title 23, United 
States Code, and to develop and implement a 
paid media campaign targeting high-risk 
youth populations to improve the balance of 
media messages related to alcohol impaired 
driving. 

(4) INDIAN HEALTH SERVICE.—With respect 
to the Indian Health Service, $40,000,000 for 
fiscal year 1998, $60,000,000 for fiscal year 
1999, $60,000,000 for fiscal year 2000, $70,000,000 
for fiscal year 2001, and $70,000,000 for fiscal 
year 2002, to supplement the programs that 
such Service is authorized to carry out pur-
suant to titles II and III of the Public Health 
Service Act (42 U.S.C. 202 et seq., 241 et seq.). 

(c) AUTHORITY TO TRANSFER FUNDS.—The 
Committee on Appropriations of the House 
of Representatives and the Committee on 
Appropriations of the Senate, acting through 
appropriations Acts, may transfer the 
amounts specified under subsection (b) in 
each fiscal year among the entities referred 
to in such subsection. 

BINGAMAN AMENDMENT NO. 541 

(Ordered to lie on the table.) 
Mr. BINGAMAN submitted an 

amendment intended to be proposed by 
him to the bill, S. 949, supra; as fol-
lows: 

Beginning on page 79, line 4, strike all 
through page 88, line 7. 

BIDEN AMENDMENT NO. 542 

(Ordered to lie on the table.) 
Mr. BIDEN submitted an amendment 

intended to be proposed by him to the 
bill, S. 949, supra; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. . SURVIVOR BENEFITS FOR PUBLIC SAFE-

TY OFFICERS KILLED IN THE LINE 
OF DUTY. 

(a) IN GENERAL.—Part III of subchapter B 
of chapter 1 (relating to items specifically 
excluded from gross income) is amended by 
redesignating section 138 as section 139 and 
by inserting after section 137 the following 
new section: 
‘‘SEC. 138. SURVIVOR BENEFITS ATTRIBUTABLE 

TO SERVICE BY A PUBLIC SAFETY 
OFFICER WHO IS KILLED IN THE 
LINE OF DUTY. 

‘‘(a) IN GENERAL.—Gross income shall not 
include any amount paid as a survivor annu-
ity on account of the death of a public safety 
officer (as such term is defined in section 
1204 of the Omnibus Crime Control and Safe 
Streets Act of 1968) killed in the line of 
duty— 

‘‘(1) if such annuity is provided under a 
governmental plan which meets the require-
ments of section 401(1) to the spouse (or a 
former spouse) of the public safety officer or 
to a child of such officer; and 

‘‘(2) to the extent such annuity is attrib-
utable to such officer’s service as a public 
safety officer. 

‘‘(b) EXCEPTIONS.— 
‘‘(1) IN GENERAL.—Subsection (a) shall not 

apply with respect to the death of any public 
safety officer if— 

‘‘(A) the death was caused by the inten-
tional misconduct of the officer or by such 
officer’s intention to bring about such offi-
cer’s death; 

‘‘(B) the officer was voluntarily intoxi-
cated (as defined in section 1204 of the Omni-

bus Crime Control and Safe Streets Act of 
1968) at the time of death; or 

‘‘(C) the officer was performing such offi-
cer’s duties in a grossly negligent manner at 
the time of death. 

‘‘(2) EXEMPTION FOR BENEFITS PAID TO CER-
TAIN INDIVIDUALS.—Subsection (a) shall not 
apply to any payment to an individual whose 
actions were a substantial contributing fac-
tor to the death of the officer. 

(b) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to 
amounts received in taxable years beginning 
after December 31, 1996, with respect to indi-
viduals dying after such date. 

THOMAS (AND OTHERS) 
AMENDMENT NO. 543 

(Ordered to lie on the table.) 
Mr. THOMAS (for himself, Mr. ENZI, 

and Mr. CONRAD) submitted an amend-
ment intended to be proposed by them 
to the bill, S. 949, supra; as follows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . EXTENSION OF BINDING CONTRACT DATE 

FOR BIOMASS AND COAL FACILI-
TIES. 

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 29(g)(1) (relating to the extension of cer-
tain facilities) is amended by striking ‘‘July 
1, 1998’’ and inserting ‘‘July 1, 1999’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect on the 
date of enactment of this Act. 

On page 400, between lines 14 and 15, insert 
the following: 
SEC. . DETERMINATION OF ORIGINAL ISSUE 

DISCOUNT WHERE POOLED DEBT 
OBLIGATIONS SUBJECT TO ACCEL-
ERATION. 

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 1272(a)(6) (relating to debt instruments 
to which the paragraph applies) is amended 
by striking ‘‘or’’ at the end of clause (i), by 
striking the period at the end of clause (ii) 
and inserting ‘‘, or’’, and by inserting after 
clause (i) the following: 

‘‘(iii) any pool of debt instruments the 
yield on which may be reduced by reason of 
prepayments (or to the extent provided in 
regulations, by reason of other events). 

To the extent provided in regulations pre-
scribed by the Secretary, in the case of a 
business engaged in the trade or business of 
selling tangible personal property at retail, 
clause (iii) shall not apply to debt instru-
ments incurred in the ordinary course of 
such trade or business.’’ 

(b) EFFECTIVE DATES.— 
(1) IN GENERAL.—The amendment made by 

this subsection shall apply to taxable years 
beginning after the date of enactment of this 
Act. 

(2) CHANGE OF METHOD OF ACCOUNTING.—In 
the case of any taxpayer required by this 
section to change its method of accounting 
for its first taxable year beginning after the 
date of enactment of this Act— 

(A) such change shall be treated as initi-
ated by the taxpayer, 

(B) such change shall be treated as made 
with the consent of the Secretary; and 

(C) the net amount of the adjustments re-
quired to be taken into account by the tax-
payer under section 481 of the Internal Rev-
enue Code of 1986 shall be taken into account 
ratably over the 4-taxable-year period begin-
ning with such first taxable year. 

SPECTER AMENDMENTS NOS. 544– 
546 

(Ordered to lie on the table) 
Mr. SPECTER submitted three 

amendments intended to be proposed 

by him to the bill, S. 949, supra; as fol-
lows: 

AMENDMENT NO. 544 
At the appropriate place in the bill, insert 

the following new section: 
SEC. . SENSE OF THE SENATE. 

(a) FINDINGS.—The Senate finds that— 
(1) the Centers for Disease Control and Pre-

vention has identified tobacco use as the 
leading preventable cause of death in the 
United States, causing more than 400,000 
deaths each year, resulting in more than $50 
billion in direct medical costs each year; 

(2) funds appropriated to the National In-
stitutes of Health comprise 30 percent of na-
tional expenditures on health research and 
development; and 

(3) biomedical research has been shown to 
be effective in saving lives and reducing 
health care expenditures. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that if Congress considers leg-
islation implementing the tobacco litigation 
settlement, such legislation should ensure 
that funds from the settlement are used for 
disease prevention research and medical 
treatment research for diseases linked to to-
bacco use. 

AMENDMENT NO. 545 
At the appropriate place in the bill, insert 

the following new section: 
SEC. . SENSE OF THE SENATE. 

(a) FINDINGS.—The Senate finds that— 
(1) The current Internal Revenue Code, 

with its myriad deductions, credits and 
schedules, and over 12,000 pages of rules and 
regulations, is long overdue for a complete 
overhaul; 

(2) It is an unacceptable waste of our na-
tion’s precious resources when Americans 
spend an estimated 5.4 billion hours every 
year compiling information and filling out 
Internal Revenue Code tax forms, and in ad-
dition, spend hundreds of billions of dollars 
every year in tax code compliance. Amer-
ica’s resources could be dedicated to far 
more productive pursuits; and 

(3) The primary goals of any tax reform 
must be fairness, simplicity, unleashing eco-
nomic growth and removing the inefficien-
cies of the current tax code; 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that Congress should proceed 
expeditiously to consider fundamental tax 
reform legislation which would replace the 
current tax code with a fairer, simpler, pro- 
growth and deficit neutral tax. 

On page 20, between lines 5 and 6, in-
sert the following: 
SEC. 105. ADOPTION EXPENSES. 

(a) DISTRIBUTIONS FROM CERTAIN PLANS 
MAY BE USED WITHOUT PENALTY TO PAY 
ADOPTION EXPENSES.— 

(1) IN GENERAL.—Section 72(t)(2) (relating 
to exceptions to 10-percent additional tax on 
early distributions from qualified retirement 
plans) is amended by adding at the end the 
following: 

‘‘(E) DISTRIBUTIONS FROM CERTAIN PLANS 
FOR ADOPTION EXPENSES.—Distributions to an 
individual from an individual retirement 
plan of so much of the qualified adoption ex-
penses (as defined in section 23(d)(1)) of the 
individual as does not exceed $2,000.’’. 

(2) CONFORMING AMENDMENT.—Section 
72(t)(2)(B) is amended by striking ‘‘or (D)’’ 
and inserting ‘‘, (D) or (E)’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to pay-
ments and distributions after December 31, 
1996. 

LEVIN (AND MCCAIN) AMENDMENT 
NO. 547 

(Ordered to lie on the table.) 
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Mr. LEVIN (for himself and Mr. 

MCCAIN) submitted an amendment in-
tended to be proposed by him to the 
bill, S. 949, supra; as follows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . SENSE OF THE SENATE REGARDING TAX 

TREATMENT OF STOCK OPTIONS. 
(a) FINDINGS.—The Senate finds 

that— 
(1) currently businesses can deduct 

the value of stock options as a business 
expense on their income tax returns, 
even though the stock options are not 
treated as an expense on the books of 
those same businesses; and 

(2) stock options are the only form of 
compensation that is treated in this 
way. 

(b) SENSE OF THE SENATE.—It is the 
sense of the Senate that the Com-
mittee on Finance of the Senate should 
hold hearings on the tax treatment of 
stock options. 

MCCAIN AMENDMENT NO. 548 

(Ordered to lie on the table.) 
Mr. MCCAIN submitted an amend-

ment intended to be proposed by him 
to the bill, S. 949, supra; as follows: 

Strike section 707 of the bill. 

D’AMATO AMENDMENTS NO. 549–550 

(Ordered to lie on the table.) 
Mr. D’AMATO submitted two amend-

ments intended to be proposed by him 
to the bill, S. 949, supra; as follows: 

AMENDMENT NO. 549 

On page 106, beginning with line 10, strike 
all through page 107, line 18, and insert: 

‘‘(2) ELIGIBLE GAIN.—The term ‘eligible 
gain’ means any gain from the sale or ex-
change of qualified small business stock held 
for more than 6 months. 

‘‘(3) PURCHASE.—A taxpayer shall be treat-
ed as having purchased any property if, but 
for paragraph (4), the unadjusted basis of 
such property in the hands of the taxpayer 
would be its cost (within the meaning of sec-
tion 1012). 

‘‘(4) 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 sub-
section (a). 

‘‘(c) SPECIAL RULES FOR TREATMENT OF RE-
PLACEMENT STOCK.— 

‘‘(1) HOLDING PERIOD FOR ACCRUED GAIN.— 
For purposes of this chapter, gain from the 
disposition of any replacement qualified 
small business stock shall be treated as gain 
from the sale of exchange of qualified small 
business stock held more than 6 monhts to 
the extent that the amount of such gain does 
not exceed the amount of the reduction in 
the basis of such stock by reason of sub-
section (b)(4). 

‘‘(2) TACKING OF HOLDING PERIOD FOR PUR-
POSES OF DEFERRAL.—Solely for purposes of 
applying this section, if any replacement 
qualified small business stock is disposed of 
before the taxpayer has held such stock for 
more than 6 months, gain from such stock 
shall be treated eligible gain for purposes of 
subsection (a). 

On page 400, between lines 14 and 15, insert: 

SEC. . WITHHOLDING ON GUARANTEED PAY-
MENTS RECEIVED BY LIMITED PART-
NERS OF PROFESSIONAL SERVICE 
PARTNERSHIPS. 

(a) IN GENERAL.—Section 3401 (relating to 
withholding on wages) is amended by adding 
at the end the following new subsection: 

‘‘(i) SPECIAL RULE FOR GUARANTEED PAY-
MENTS OF CERTAIN LIMITED PARTNERS.— 

‘‘(1) IN GENERAL.—For purposes of this 
chapter, the term ‘wages’ shall include any 
guaranteed payments described in section 707 
(a) or (c) to a limited partner of a profes-
sional service partnership for services actu-
ally rendered to or on behalf of the partner-
ship to the extent that such payments are es-
tablished to be in the nature of remunera-
tion for such services. 

‘‘(2) PROFESSIONAL SERVICE PARTNERSHIP.— 
For purposes of paragraph (1), the term ‘pro-
fessional service partnership’ means a part-
nership substantially all of the services of 
which are in the fields of health, law, engi-
neering, architecture, accounting, actuarial 
science, performing arts, or consulting. 

‘‘(3) TREATMENT AS EMPLOYER AND EM-
PLOYEE.—Solely for purposes of applying this 
chapter to payments described in paragraph 
(1)— 

‘‘(A) the professional service partnership 
shall be treated as an employer, and 

‘‘(B) the limited partner shall be treated as 
an employee.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to payments 
with respect to services performed after De-
cember 31, 1997. 

AMENDMENT NO. 550 
On page 267, between lines 15 and 16, insert 

the following: 
SEC. . REMOVAL OF DOLLAR LIMITATION ON 

BENEFIT PAYMENTS FROM A DE-
FINED BENEFIT PLAN MAINTAINED 
FOR CERTAIN POLICE AND FIRE EM-
PLOYEES. 

(a) IN GENERAL.—Subparagraph (G) of sec-
tion 415(b)(2) is amended by striking ‘‘partic-
ipant—’’ and all that follows and inserting 
‘‘participant, subparagraphs (C) and (D) of 
this paragraph and subparagraph (B) of para-
graph (1) shall not apply.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to years 
beginning after December 31, 1996. 

NICKLES (AND OTHERS) 
AMENDMENT NO. 551 

Mr. NICKLES (for himself, Mr. 
HAGEL, Mr. CLELAND, Mr. DOMENICI, 
and Mr. THURMOND) proposed an 
amendment to the bill, S. 949, supra; as 
follows: 

On page 212, between lines 11 and 12, insert: 
SEC. ll. INCREASE IN DEDUCTION FOR HEALTH 

INSURANCE COSTS OF SELF-EM-
PLOYED INDIVIDUALS. 

(a) IN GENERAL.—The table contained in 
section 162(l)(1)(B) is amended to read as fol-
lows: 

‘‘For taxable years be-
ginning in calendar 
year— 

The applicable percent-
age is— 

1997 .................................................. 50
1998 .................................................. 55
1999 through 2001 ............................. 60
2002 .................................................. 65
2003 through 2005 ............................. 80
2006 .................................................. 90
2007 or thereafter ............................ 100.’’ 
(b) EFFECTIVE DATE.—The amendment 

made by this section shall apply to taxable 
years beginning after December 31, 1996. 

On page 159, line 15, strike ‘‘December 31, 
1999’’ and insert ‘‘May 31, 1999’’. 

On page 159, line 18, strike ‘‘42-month’’ and 
insert ‘‘35-month’’. 

On page 159, line 19, strike ‘‘42 months’’ 
and insert ‘‘35 months’’. 

On page 160, lines 10 and 11, strike ‘‘Decem-
ber 31, 1999’’ and insert ‘‘May 31, 1999’’. 

On page 160, lines 19 and 20, strike ‘‘Decem-
ber 31, 1999’’ and insert ‘‘May 31, 1999’’. 

On page 400, between lines 14 and 15, insert: 
SEC. ll. MODIFICATION OF RULES FOR ALLO-

CATING INTEREST EXPENSE TO TAX- 
EXEMPT INTEREST. 

(a) PRO RATA ALLOCATION RULES APPLICA-
BLE TO CORPORATIONS.— 

(1) IN GENERAL.—Paragraph (1) of section 
265(b) is amended by striking ‘‘In the case of 
a financial institution’’ and inserting ‘‘In the 
case of a corporation’’. 

(2) ONLY OBLIGATIONS ACQUIRED AFTER JUNE 
8, 1997, TAKEN INTO ACCOUNT.—Subparagraph 
(A) of section 265(b)(2) is amended by strik-
ing ‘‘August 7, 1986’’ and inserting ‘‘June 8, 
1997 (August 7, 1986, in the case of a financial 
institution)’’. 

(3) SMALL ISSUER EXCEPTION NOT TO 
APPLY.—Subparagraph (A) of section 265(b)(3) 
is amended by striking ‘‘Any qualified’’ and 
inserting ‘‘In the case of a financial institu-
tion, any qualified’’. 

(4) EXCEPTION FOR CERTAIN BONDS ACQUIRED 
ON SALE OF GOODS OR SERVICES.—Subpara-
graph (B) of section 265(b)(4) is amended by 
adding at the end the following new sen-
tence: ‘‘In the case of a taxpayer other than 
a financial institution, such term shall not 
include a nonsalable obligation acquired by 
such taxpayer in the ordinary course of busi-
ness as payment for goods or services pro-
vided by such taxpayer to any State or local 
government.’’ 

(5) LOOK-THRU RULES FOR PARTNERSHIPS.— 
Paragraph (6) of section 265(b) is amended by 
adding at the end the following new subpara-
graph: 

‘‘(C) LOOK-THRU RULES FOR PARTNERSHIPS.— 
In the case of a corporation which is a part-
ner in a partnership, such corporation shall 
be treated for purposes of this subsection as 
holding directly its allocable share of the as-
sets of the partnership.’’ 

(6) APPLICATION OF PRO RATA DISALLOWANCE 
ON AFFILIATED GROUP BASIS.—Subsection (b) 
of section 265 is amended by adding at the 
end the following new paragraph: 

‘‘(7) APPLICATION OF DISALLOWANCE ON AF-
FILIATED GROUP BASIS.— 

‘‘(A) IN GENERAL.—For purposes of this sub-
section, all members of an affiliated group 
filing a consolidated return under section 
1501 shall be treated as 1 taxpayer. 

‘‘(B) TREATMENT OF INSURANCE COMPA-
NIES.—This subsection shall not apply to an 
insurance company, and subparagraph (A) 
shall be applied without regard to any mem-
ber of an affiliated group which is an insur-
ance company.’’ 

(6) DE MINIMIS EXCEPTION FOR NONFINANCIAL 
INSTITUTIONS.—Subsection (b) of section 265 
is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(8) DE MINIMIS EXCEPTION FOR NON-
FINANCIAL INSTITUTIONS.—In the case of a 
corporation, paragraph (1) shall not apply for 
any taxable year if the amount described in 
paragraph (2)(A) with respect to such cor-
poration does not exceed the lesser of— 

‘‘(A) 2 percent of the amount described in 
paragraph (2)(B), or 

‘‘(B) $1,000,000. 

The preceding sentence shall not apply to a 
financial institution or to a dealer in tax-ex-
empt obligations.’’ 

(7) CLERICAL AMENDMENT.—The subsection 
heading for section 265(b) is amended by 
striking ‘‘FINANCIAL INSTITUTIONS’’ and in-
serting ‘‘CORPORATIONS’’. 

(b) APPLICATION OF SECTION 265(a)(2) WITH 
RESPECT TO CONTROLLED GROUPS.—Para-
graph (2) of section 265(a) is amended after 
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‘‘obligations’’ by inserting ‘‘held by the tax-
payer (or any corporation which is a member 
of a controlled group (as defined in section 
267(f)(1)) which includes the taxpayer)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 

GRAMM (AND OTHERS) 
AMENDMENT NO. 552 

Mr. GRAMM (for himself, Mr. COATS, 
Mr. NICKLES, Mr. HUTCHINSON, Mr. 
GRAMS, Mr. SMITH of New Hampshire, 
Mr. SESSIONS, Mr. ABRAHAM, and Mr. 
THURMOND) proposed an amendment to 
the bill, S. 949, supra; as follows: 

At the appropriate place, insert: 
SECTION 1. CHILD TAX CREDIT FLEXIBILITY. 

On page 12, line 13, strike all through page 
13, line 8, and on page 16, line 3, strike all 
through page 17, line 6. 

SHELBY (AND OTHERS) 
AMENDMENT NO. 553 

Mr. ROTH (for Mr. SHELBY, for him-
self, Mr. CRAIG, Mr. ABRAHAM, Mr. 
FAIRCLOTH, Mr. SANTORUM, Mr. COVER-
DELL, Mr. GRAMM, and Mr. SESSIONS) 
proposed an amendment to the bill, S. 
949, supra; as follows: 

At the end of page 11, insert the following: 
SEC. . SENSE OF THE SENATE REGARDING RE-

FORM OF THE INTERNAL REVENUE 
CODE OF 1986. 

(a) FINDINGS.—The Senate find that— 
(1) the Internal Revenue Code of 1986 (‘‘tax 

code’’) is unnecessarily complex, having 
grown from 14 pages at its inception to 3,458 
pages by 1995; 

(2) this complexity resulted in taxpayers 
spending about 5,300,000,000 hours and 
$225,000,000,000 trying to comply with the tax 
code in 1996; 

(3) the current congressional budgetary 
process is weighted too heavily toward tax 
increase, as evidenced by the fact that since 
1954 there have been 27 major bills enacted 
that increased Federal income taxes and 
only 9 bills that decreased Federal income 
taxes, 3 of which were de minimis decreases; 

(4) the tax burden on working families has 
reach an unsustainable level, as evidenced by 
the fact that in 1948 the average American 
family with children paid only 4.3 percent of 
its income to the Federal Government in di-
rect taxes and today the average family pays 
about 25 percent; 

(5) the tax code unfairly penalizes saving 
and investment by double taxing these ac-
tivities while only taxing income used for 
consumption once, and as a result the United 
States has one of the lowest savings rates, at 
4.7 percent, in the industrialized world; 

(6) the tax code stifles economic growth by 
discouraging work and capital formation 
through excessively high tax rates; 

(7) Congress and the President have found 
it necessary, on 2 separate occasions, to 
enact laws to protect taxpayers from the 
abuses of the Internal Revenue Service and a 
third bill has been introduced by the 105th 
Congress; and 

(8) the complexity of the tax code has in-
creased the number of Internal Revenue 
Service employees responsible for admin-
istering the tax laws to 110,000 and this costs 
the taxpayers $9,800,000,000 each year. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that— 

(1) the Internal Revenue Code of 1986 needs 
broad-based reform; and 

(2) the President should submit to Con-
gress a comprehensive proposal to reform the 
Internal Revenue Code of 1986. 

KERRY (AND OTHERS) 
AMENDMENT NO. 554 

Mr. KERRY (for himself, Mr. CONRAD, 
and Mr. JOHNSON) proposed an amend-
ment to the bill, S. 949, supra; as fol-
lows: 

On page 13, beginning with line 9, strike all 
through page 17, line 12, and insert the fol-
lowing: 

‘‘(2) LIMITATION BASED ON ADJUSTED GROSS 
INCOME.—The dollar amount in subsection (a) 
shall be reduced (but not below zero) ratably 
for each $1,000 (or fraction thereof) by which 
the taxpayer’s modified adjusted gross in-
come exceeds $60,000 but does not exceed 
$75,000. For purposes of the preceding sen-
tence, the term ‘modified adjusted gross in-
come’ means adjusted gross income in-
creased by any amount excluded from gross 
income under section 911, 931, or 933. 

‘‘(3) LIMITATION BASED ON AMOUNT OF TAX.— 
The aggregate credit allowed by subsection 
(a) (determined after paragraph (2)) shall not 
exceed the sum of— 

‘‘(A) the excess (if any) of— 
‘‘(i) the taxpayer’s regular tax liability for 

the taxable year reduced by the credits al-
lowable against such tax under this subpart 
(other than this section), over 

‘‘(ii) the taxpayer’s tentative minimum tax 
for such taxable year (determined without 
regard to the alternative minimum tax for-
eign tax credit), plus 

‘‘(B) the excess (if any) of— 
‘‘(i) the sum of— 
‘‘(I) the taxpayer’s liability for the taxable 

year under sections 3101 and 3201, 
‘‘(II) the amount of tax paid on behalf of 

such taxpayer for the taxable year under sec-
tions 3111 and 3221, plus 

‘‘(III) the taxpayer’s liability for such year 
under sections 1401 and 3211, over 

‘‘(ii) the credit allowed for the taxable year 
under section 32. 

‘‘(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 indi-
vidual for the taxable year, 

‘‘(B) such individual has not attained the 
applicable age as of the close of the calendar 
year in which the taxable year of the tax-
payer begins, and 

‘‘(C) such individual bears a relationship to 
the taxpayer described in section 32(c)(3)(B). 

‘‘(2) APPLICABLE AGE.—For purposes of 
paragraph (1), the applicable age is 13 in cal-
endar year 1997, and increased by 1 year for 
each of the next 4 succeeding calendar years. 

‘‘(3) 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) TAXABLE YEAR MUST BE FULL TAXABLE 
YEAR.—Except in the case of a taxable year 
closed by reason of the death of the tax-
payer, no credit shall be allowable under this 
section in the case of a taxable year covering 
a period of less than 12 months. 

‘‘(e) RECAPTURE OF CREDIT.— 
‘‘(1) IN GENERAL.—If— 
‘‘(A) during any taxable year any amount 

is withdrawn from a qualified tuition pro-
gram or an education individual retirement 
account maintained for the benefit of a bene-
ficiary and such amount is subject to tax 
under section 529(f) or 530(c)(3), and 

‘‘(B) the amount of the credit allowed 
under this section for the prior taxable year 
was contingent on a contribution being made 
to such a program or account for the benefit 
of such beneficiary, 

the taxpayer’s tax imposed by this chapter 
for the taxable year shall be increased by the 
lesser of the amount described in subpara-
graph (A) or the credit described in subpara-
graph (B). 

‘‘(2) NO CREDITS AGAINST TAX, ETC.—Any in-
crease in tax under this subsection shall not 
be treated as a tax imposed by this chapter 
for purposes of determining— 

‘‘(A) the amount of any credit under this 
subpart or subpart B or D of this part, and 

‘‘(B) the amount of the minimum tax im-
posed by section 55. 

‘‘(f) OTHER DEFINITIONS.—For purposes of 
this section, the terms ‘qualified tuition pro-
gram’ and ‘education individual retirement 
account’ have the meanings given such 
terms by section 529 and 530, respectively. 

‘‘(g) PHASEIN OF CREDIT.—In the case of 
taxable years beginning in 1997, subsection 
(a)(1) shall be applied by substituting ‘$250’ 
for ‘$500’.’’ 

JEFFORDS (AND OTHERS) 
AMENDMENT NO. 555 

(Ordered to lie on the table.) 
Mr. JEFFORDS (for himself, Mr. 

DODD, Mr. ROBERTS, Mr. JOHNSON, Mr. 
KOHL, Ms. SNOWE, and Ms. LANDRIEU) 
submitted an amendment intended to 
be proposed by them to the bill, S. 949, 
supra; as follows: 

At the end of the bill insert the following: 
TITLE ll—INCENTIVES FOR QUALITY 

CHILD CARE 
SEC. ll01. EXPANSION OF DEPENDENT CARE 

TAX CREDIT. 
(a) PERCENTAGE OF EMPLOYMENT-RELATED 

EXPENSES DETERMINED BY STATUS OF CARE 
GIVER.—Section 21(a)(2) (defining applicable 
percentage) is amended to read as follows: 

‘‘(2) APPLICABLE PERCENTAGE DEFINED.— 
‘‘(A) IN GENERAL.—For purposes of para-

graph (1), the term ‘applicable percentage’ 
means— 

‘‘(i) in the case of employment-related ex-
penses described in subsection (b)(2)(A)(ii) in-
curred for the care of a qualifying individual 
described in subsection (b)(1)(A) by an ac-
credited child care center or a credentialed 
child care professional, the initial percent-
age reduced (but not below 12.5 percent) rat-
ably for each $2,500 (or fraction thereof) by 
which the taxpayers’s adjusted gross income 
for the taxable year exceeds $20,000, and 

‘‘(ii) in any other case, 30 percent reduced 
(but not below 10 percent) ratably for each 
$2,500 (or fraction thereof) by which the 
taxpayers’s adjusted gross income for the 
taxable year exceeds $20,000 but does not ex-
ceed $70,000. 

‘‘(B) INITIAL PERCENTAGE FOR EXPENSES IN-
CURRED FOR ACCREDITED OR CREDENTIALED 
PROVIDERS.—For purposes of subparagraph 
(A)(i), the initial percentage shall be deter-
mined in accordance with the following 
table: 
‘‘In the case of any tax-

able year beginning 
in— 

The initial percentage 
is— 

1998 .................................................. 31.5
1999 .................................................. 33
2000 .................................................. 34.5
2001 .................................................. 36
2002 and thereafter .......................... 37.5.’’ 
(b) DEFINITIONS.—Section 21(b)(2) (relating 

to definitions of qualifying individual and 
employment-related expenses) is amended by 
adding at the end the following: 

‘‘(E) ACCREDITED CHILD CARE CENTER.—The 
term ‘accredited child care center’ means— 

‘‘(i) a center that is accredited, by a child 
care credentialing or accreditation entity 
recognized by a State, to provide child care 
to children in the State (except children who 
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a tribal organization elects to serve through 
a center described in clause (ii)); 

‘‘(ii) a center that is accredited, by a child 
care credentialing or accreditation entity 
recognized by a tribal organization, to pro-
vide child care for children served by the 
tribal organization; or 

‘‘(iii) a center that is used as a Head Start 
center under the Head Start Act (42 U.S.C. 
9831 et seq.) and is in compliance with any 
applicable performance standards estab-
lished by regulation under such Act for Head 
Start programs. 

‘‘(F) CHILD CARE CREDENTIALING OR ACCRED-
ITATION ENTITY.—The term ‘child care 
credentialing or accreditation entity’ means 
a nonprofit private organization or public 
agency that— 

‘‘(i) is recognized by a State agency or trib-
al organization; and 

‘‘(ii) accredits a center or credentials an 
individual to provide child care on the basis 
of— 

‘‘(I) an accreditation or credentialing in-
strument based on peer-validated research; 

‘‘(II) compliance with applicable State and 
local licensing requirements, or standards 
described in section 658E(c)(2)(E)(ii) of the 
Child Care and Development Block Grant 
Act (42 U.S.C. 9858c(c)(2)(E)(ii)), as appro-
priate, for the center or individual; 

‘‘(III) outside monitoring of the center or 
individual; and 

‘‘(IV) criteria that provide assurances of— 
‘‘(aa) compliance with age-appropriate 

health and safety standards at the center or 
by the individual; 

‘‘(bb) use of age-appropriate developmental 
and educational activities, as an integral 
part of the child care program carried out at 
the center or by the individual; and 

‘‘(cc) use of ongoing staff development or 
training activities for the staff of the center 
or the individual, including related skills- 
based testing. 

‘‘(G) CREDENTIALED CHILD CARE PROFES-
SIONAL.—The term ‘credentialed child care 
professional’ means— 

‘‘(i) an individual who is credentialed, by a 
child care credentialing or accreditation en-
tity recognized by a State, to provide child 
care to children in the State (except children 
who a tribal organization elects to serve 
through an individual described in clause 
(i)); or 

‘‘(ii) an individual who is credentialed, by 
a child care credentialing or accreditation 
entity recognized by a tribal organization, to 
provide child care for children served by the 
tribal organization. 

‘‘(H) TRIBAL ORGANIZATION.—The term 
‘tribal organization’ has the meaning given 
the term in section 658P of the Child Care 
and Development Block Grant Act (42 U.S.C. 
9858n).’’ 

(c) CREDIT MADE REFUNDABLE FOR LOW IN-
COME TAXPAYERS.— 

(1) IN GENERAL.—Section 21 (relating to 
credit for household and dependent care serv-
ices) is amended by redesignating subsection 
(f) as subsection (g) and by inserting after 
subsection (e) the following: 

‘‘(f) CREDIT MADE REFUNDABLE FOR LOW IN-
COME TAXPAYERS.— 

‘‘(1) IN GENERAL.—For purposes of this sub-
title, in the case of an applicable taxpayer 
individual, the credit allowable under sub-
section (a) for any taxable year shall be 
treated as a credit allowable under subpart C 
of this part. 

‘‘(2) APPLICABLE TAXPAYER.—For purposes 
of this subsection, the term ‘applicable tax-
payer’ means a taxpayer with respect to 
whom the credit under section 32 is allow-
able for the taxable year. 

‘‘(3) COORDINATION WITH ADVANCE PAYMENTS 
AND MINIMUM TAX.—Rules similar to the rules 
of subsections (g) and (h) of section 32 shall 

apply with respect to the portion of any 
credit to which this subsection applies.’’. 

(2) ADVANCE PAYMENT OF CREDIT.— 
(A) IN GENERAL.—Chapter 25 (relating to 

general provisions relating to employment 
taxes) is amended by inserting after section 
3507 the following: 
‘‘SEC. 3507A. ADVANCE PAYMENT OF DEPENDENT 

CARE CREDIT. 
‘‘(a) GENERAL RULE.—Except as otherwise 

provided in this section, every employer 
making payment of wages with respect to 
whom a dependent care eligibility certificate 
is in effect shall, at the time of paying such 
wages, make an additional payment equal to 
such employee’s dependent care advance 
amount. 

‘‘(b) DEPENDENT CARE ELIGIBILITY CERTIFI-
CATE.—For purposes of this title, a depend-
ent care eligibility certificate is a statement 
furnished by an employee to the employer 
which— 

‘‘(1) certifies that the employee will be eli-
gible to receive the credit provided by sec-
tion 21 for the taxable year, 

‘‘(2) certifies that the employee reasonably 
expects to be an applicable taxpayer for the 
taxable year, 

‘‘(3) certifies that the employee does not 
have a dependent care eligibility certificate 
in effect for the calendar year with respect 
to the payment of wages by another em-
ployer, 

‘‘(4) states whether or not the employee’s 
spouse has a dependent care eligibility cer-
tificate in effect, 

‘‘(5) states the number of qualifying indi-
viduals in the household maintained by the 
employee, 

‘‘(6) states whether a qualifying individual 
will be cared for by an accredited child care 
center or a credentialed child care profes-
sional, and 

‘‘(7) estimates the amount of employment- 
related expenses for the calendar year. 

‘‘(c) DEPENDENT CARE ADVANCE AMOUNT.— 
‘‘(1) IN GENERAL.—For purposes of this 

title, the term ‘dependent care advance 
amount’ means, with respect to any payroll 
period, the amount determined— 

‘‘(A) on the basis of the employee’s wages 
from the employer for such period, 

‘‘(B) on the basis of the employee’s esti-
mated employment-related expenses in-
cluded in the dependent care eligibility cer-
tificate, and 

‘‘(C) in accordance with tables provided by 
the Secretary. 

‘‘(2) ADVANCE AMOUNT TABLES.—The tables 
referred to in paragraph (1)(C) shall be simi-
lar in form to the tables prescribed under 
section 3402 and, to the maximum extent fea-
sible, shall be coordinated with such tables 
and the tables prescribed under section 
3507(c). 

‘‘(d) OTHER RULES.—For purposes of this 
section, rules similar to the rules of sub-
sections (d) and (e) of section 3507 shall 
apply. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, terms used in this section which are de-
fined in section 21 shall have the respective 
meanings given such terms by section 21.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for chapter 25 is amended by adding 
after the item relating to section 3507 the 
following: 
‘‘Sec. 3507A. Advance payment of dependent 

care credit.’’. 

(d) EFFECTIVE DATES.— 
(1) APPLICABLE PERCENTAGE.—The amend-

ments made by subsection (a) and (b) shall 
apply to taxable years beginning after De-
cember 31, 1997. 

(2) CREDIT MADE REFUNDABLE.—The amend-
ments made by subsection (c) shall apply to 
taxable years beginning after December 31, 
2001. 

SEC. ll02. EXPANSION OF DEPENDENT CARE AS-
SISTANCE PROGRAM. 

(a) IN GENERAL.—Section 129(a)(2)(A) (re-
lating to limitation of exclusion) is amended 
to read as follows: 

‘‘(A) DOLLAR LIMITATION.— 
‘‘(i) IN GENERAL.—The amount which may 

be excluded under paragraph (1) for depend-
ent care assistance with respect to depend-
ent care services provided during a taxable 
year shall not exceed— 

‘‘(I) in the case of dependent care services 
provided by an accredited child care center 
or a credentialed child care professional for 
a qualifying individual described in section 
21(b)(1)(A), an amount determined in accord-
ance with the following table: 

‘‘In the case of taxable years 
beginning in: 

For 1 qualifying 
individual, the 

amount is: 

For 2 or more 
qualifying individ-
uals, the amount 

is: 

1998 .............................................. $5,200 $6,700
1999 .............................................. $5,400 $6,900
2000 .............................................. $5,600 $7,100
2001 .............................................. $5,800 $7,300
2002 and thereafter ..................... $6,000 $7,500,

‘‘(II) in the case of other dependent care 
services for a qualifying individual described 
in section 21(b)(1)(A) or payments described 
in subsection (e)(1)(B), an amount deter-
mined in accordance with the following 
table: 

‘‘In the case of taxable years 
beginning in: 

For 1 qualifying 
individual, the 

amount is: 

For 2 or more 
qualifying individ-
uals, the amount 

is: 

1998 .............................................. $4,800 $6,300
1999 .............................................. $4,600 $6,100
2000 .............................................. $4,400 $5,900
2001 .............................................. $4,200 $5,700
2002 and thereafter ..................... $4,000 $5,500,

and 
‘‘(III) in the case of other dependent care 

services for a qualifying individual described 
in subparagraph (B) or (C) of section 21(b)(1), 
$5,000. 

‘‘(ii) AMOUNTS FOR MARRIED INDIVIDUALS 
FILING SEPARATE RETURNS.—In the case of a 
separate return by a married individual, 
clause (i) shall be applied by using one-half 
of any amount specified in such clause. 

‘‘(iii) PROVIDERS.—For purposes of clause 
(i)(I), the terms ‘accredited child care center’ 
and ‘credentialed child care professional’ 
have the meaning given such terms by sub-
paragraphs (E) and (G) of section 21(c)(2), re-
spectively. 

(b) PAYMENTS FOR STAY-AT-HOME CARE AL-
LOWED.— 

(1) IN GENERAL.—Section 129(e)(1) (relating 
to definitions and special rules) is amended 
to read as follows: 

‘‘(1) DEPENDENT CARE ASSISTANCE.—The 
term ‘dependent care assistance’ means— 

‘‘(A) the payment of, or provision of, those 
services which if paid for by the employee 
would be considered employment-related ex-
penses under section 21(b)(2) (relating to ex-
penses for household and dependent care 
services necessary for gainful employment), 
and 

‘‘(B) any payment to the employee from 
amounts contributed to the employee’s ac-
count during the pregnancy of the employee 
paid within 1 year after such contribution 
and during the period in which— 

‘‘(i) the employee, 
‘‘(ii) the employee’s spouse, or 
‘‘(iii) a parent of the employee or the em-

ployee’s spouse, 

stays at home to care for a qualifying indi-
vidual described in section 21(b)(1)(A).’’. 
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(2) CONFORMING AMENDMENTS.— 
(A) Section 129(c) (relating to payments to 

related individuals) is amended by striking 
‘‘No amount’’ and inserting ‘‘Except in the 
case of payments described in subsection 
(e)(1)(B), no amount.’’. 

(B) Section 129(e)(9) (relating to identi-
fying information required with respect to 
service provider) is amended by striking ‘‘No 
amount’’ and inserting ‘‘Except in the case 
of payments described in paragraph (1)(B)(i), 
no amount.’’. 

(c) DEPENDENT CARE ASSISTANCE PROGRAM 
FOR FEDERAL EMPLOYEES.—Subpart G of part 
III of title 5, United States Code, is amended 
by inserting after chapter 87 the following: 

‘‘CHAPTER 88—DEPENDENT CARE 
ASSISTANCE PROGRAM 

‘‘§ 8801. Definitions 
‘‘(a) For the purpose of this chapter, ‘em-

ployee’ means— 
‘‘(1) an employee as defined by section 2105 

of this title; 
‘‘(2) a Member of Congress as defined by 

section 2106 of this title; 
‘‘(3) a Congressional employee as defined 

by section 2107 of this title; 
‘‘(4) the President; 
‘‘(5) a justice or judge of the United States 

appointed to hold office during good behav-
ior (i) who is in regular active judicial serv-
ice, or (ii) who is retired from regular active 
service under section 371(b) or 372(a) of title 
28, United States Code, or (iii) who has re-
signed the judicial office under section 371(a) 
of title 28 with the continued right during 
the remainder of his lifetime to receive the 
salary of the office at the time of his res-
ignation; 

‘‘(6) an individual first employed by the 
government of the District of Columbia be-
fore October 1, 1987; 

‘‘(7) an individual employed by Gallaudet 
College; 

‘‘(8) an individual employed by a county 
committee established under section 590h(b) 
of title 16; 

‘‘(9) an individual appointed to a position 
on the office staff of a former President 
under section 1(b) of the Act of August 25, 
1958 (72 Stat. 838); and 

‘‘(10) an individual appointed to a position 
on the office staff of a former President, or 
a former Vice President under section 4 of 
the Presidential Transition Act of 1963, as 
amended (78 Stat. 153), who immediately be-
fore the date of such appointment was an 
employee as defined under any other para-
graph of this subsection; 
but does not include— 

‘‘(A) an employee of a corporation super-
vised by the Farm Credit Administration if 
private interests elect or appoint a member 
of the board of directors; 

‘‘(B) an individual who is not a citizen or 
national of the United States and whose per-
manent duty station is outside the United 
States, unless the individual was an em-
ployee for the purpose of this chapter on 
September 30, 1979, by reason of service in an 
Executive agency, the United States Postal 
Service, or the Smithsonian Institution in 
the area which was then known as the Canal 
Zone; or 

‘‘(C) an employee excluded by regulation of 
the Office of Personnel Management under 
section 8716(b) of this title. 

‘‘(b) For the purpose of this chapter, ‘de-
pendent care assistance program’ has the 
meaning given such term by section 129(d) of 
the Internal Revenue Code of 1986. 
‘‘§ 8802. Dependent care assistance program 

‘‘The Office of Personnel Management 
shall establish and maintain a dependent 
care assistance program for the benefit of 
employees.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section apply to taxable years 
beginning after December 31, 1997. 
SEC. ll03. ALLOWANCE OF CREDIT FOR EM-

PLOYER EXPENSES FOR CHILD CARE 
ASSISTANCE. 

(a) IN GENERAL.—Subpart D of part IV of 
subchapter A of chapter 1 (relating to busi-
ness related credits) is amended by adding at 
the end the following new section: 
‘‘SEC. 45D. EMPLOYER-PROVIDED CHILD CARE 

CREDIT. 
‘‘(a) ALLOWANCE OF CREDIT.— 
‘‘(1) IN GENERAL.—For purposes of section 

38, the employer-provided child care credit 
determined under this section for the taxable 
year is an amount equal to the applicable 
percentage of the qualified child care ex-
penditures of the taxpayer for such taxable 
year. 

‘‘(2) APPLICABLE PERCENTAGE.—For pur-
poses of paragraph (1), the applicable per-
centage for any taxable year is equal to 50%. 

‘‘(b) DOLLAR LIMITATION.—The credit al-
lowable under subsection (a) for any taxable 
year shall not exceed $150,000. 

‘‘(c) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) QUALIFIED CHILD CARE EXPENDITURE.— 
The term ‘qualified child care expenditure’ 
means any amount paid or incurred— 

‘‘(A) to acquire, construct, rehabilitate, or 
expand property— 

‘‘(i) which is to be used as part of a quali-
fied child care facility of the taxpayer, 

‘‘(ii) with respect to which a deduction for 
depreciation (or amortization in lieu of de-
preciation) is allowable, and 

‘‘(iii) which does not constitute part of the 
principal residence (within the meaning of 
section 1034) of the taxpayer or any employee 
of the taxpayer, 

‘‘(B) for the operating costs of a qualified 
child care facility of the taxpayer, including 
costs related to the training of employees, to 
scholarship programs, and to the providing 
of increased compensation to employees with 
higher levels of child care training, 

‘‘(C) under a contract with a qualified child 
care facility to provide child care services to 
employees of the taxpayer, 

‘‘(D) under a contract to provide child care 
resource and referral services to employees 
of the taxpayer, or 

‘‘(E) for the costs of seeking accreditation 
from a child care credentialing or accredita-
tion entity (as defined in section 21(b)(2)(F) 
with respect to a qualified child care facil-
ity. 

‘‘(2) QUALIFIED CHILD CARE FACILITY.— 
‘‘(A) IN GENERAL.—The term ‘qualified 

child care facility’ means a facility— 
‘‘(i) the principal use of which is to provide 

child care assistance, and 
‘‘(ii) which meets the requirements of all 

applicable laws and regulations of the State 
or local government in which it is located, 
including, but not limited to, the licensing of 
the facility as a child care facility. 

Clause (i) shall not apply to a facility which 
is the principal residence (within the mean-
ing of section 1034) of the operator of the fa-
cility. 

‘‘(B) SPECIAL RULES WITH RESPECT TO A TAX-
PAYER.—A facility shall not be treated as a 
qualified child care facility with respect to a 
taxpayer unless— 

‘‘(i) enrollment in the facility is open to 
employees of the taxpayer during the taxable 
year, 

‘‘(ii) the facility is not the principal trade 
or business of the taxpayer unless at least 30 
percent of the enrollees of such facility are 
dependents of employees of the taxpayer, and 

‘‘(iii) the use of such facility (or the eligi-
bility to use such facility) does not discrimi-
nate in favor of employees of the taxpayer 

who are highly compensated employees 
(within the meaning of section 414(q)). 

‘‘(d) RECAPTURE OF ACQUISITION AND CON-
STRUCTION CREDIT.— 

‘‘(1) IN GENERAL.—If, as of the close of any 
taxable year, there is a recapture event with 
respect to any qualified child care facility of 
the taxpayer, then the tax of the taxpayer 
under this chapter for such taxable year 
shall be increased by an amount equal to the 
product of— 

‘‘(A) the applicable recapture percentage, 
and 

‘‘(B) the aggregate decrease in the credits 
allowed under section 38 for all prior taxable 
years which would have resulted if the quali-
fied child care expenditures of the taxpayer 
described in subsection (c)(1)(A) with respect 
to such facility had been zero. 

‘‘(2) APPLICABLE RECAPTURE PERCENTAGE.— 
‘‘(A) IN GENERAL.—For purposes of this sub-

section, the applicable recapture percentage 
shall be determined from the following table: 

The applicable 
recapture 

‘‘If the recapture event 
occurs in: 

percentage is: 

Years 1–3 ...................... 100
Year 4 .......................... 85
Year 5 .......................... 70
Year 6 .......................... 55
Year 7 .......................... 40
Year 8 .......................... 25
Years 9 and 10 .............. 10
Years 11 and thereafter 0.  

‘‘(B) YEARS.—For purposes of subparagraph 
(A), year 1 shall begin on the first day of the 
taxable year in which the qualified child 
care facility is placed in service by the tax-
payer. 

‘‘(3) RECAPTURE EVENT DEFINED.—For pur-
poses of this subsection, the term ‘recapture 
event’ means— 

‘‘(A) CESSATION OF OPERATION.—The ces-
sation of the operation of the facility as a 
qualified child care facility. 

‘‘(B) CHANGE IN OWNERSHIP.— 
‘‘(i) IN GENERAL.—Except as provided in 

clause (ii), the disposition of a taxpayer’s in-
terest in a qualified child care facility with 
respect to which the credit described in sub-
section (a) was allowable. 

‘‘(ii) AGREEMENT TO ASSUME RECAPTURE LI-
ABILITY.—Clause (i) shall not apply if the 
person acquiring such interest in the facility 
agrees in writing to assume the recapture li-
ability of the person disposing of such inter-
est in effect immediately before such disposi-
tion. In the event of such an assumption, the 
person acquiring the interest in the facility 
shall be treated as the taxpayer for purposes 
of assessing any recapture liability (com-
puted as if there had been no change in own-
ership). 

‘‘(4) SPECIAL RULES.— 
‘‘(A) TAX BENEFIT RULE.—The tax for the 

taxable year shall be increased under para-
graph (1) only with respect to credits allowed 
by reason of this section which were used to 
reduce tax liability. In the case of credits 
not so used to reduce tax liability, the 
carryforwards and carrybacks under section 
39 shall be appropriately adjusted. 

‘‘(B) NO CREDITS AGAINST TAX.—Any in-
crease in tax under this subsection shall not 
be treated as a tax imposed by this chapter 
for purposes of determining the amount of 
any credit under subpart A, B, or D of this 
part. 

‘‘(C) NO RECAPTURE BY REASON OF CASUALTY 
LOSS.—The increase in tax under this sub-
section shall not apply to a cessation of op-
eration of the facility as a qualified child 
care facility by reason of a casualty loss to 
the extent such loss is restored by recon-
struction or replacement within a reasonable 
period established by the Secretary. 

‘‘(e) SPECIAL RULES.—For purposes of this 
section— 
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‘‘(1) AGGREGATION RULES.—All persons 

which are treated as a single employer under 
subsections (a) and (b) of section 52 shall be 
treated as a single taxpayer. 

‘‘(2) PASS-THRU IN THE CASE OF ESTATES AND 
TRUSTS.—Under regulations prescribed by 
the Secretary, rules similar to the rules of 
subsection (d) of section 52 shall apply. 

‘‘(3) ALLOCATION IN THE CASE OF PARTNER-
SHIPS.—In the case of partnerships, the cred-
it shall be allocated among partners under 
regulations prescribed by the Secretary. 

‘‘(f) NO DOUBLE BENEFIT.— 
‘‘(1) REDUCTION IN BASIS.—For purposes of 

this subtitle— 
‘‘(A) IN GENERAL.—If a credit is determined 

under this section with respect to any prop-
erty by reason of expenditures described in 
subsection (c)(1)(A), the basis of such prop-
erty shall be reduced by the amount of the 
credit so determined. 

‘‘(B) CERTAIN DISPOSITIONS.—If during any 
taxable year there is a recapture amount de-
termined with respect to any property the 
basis of which was reduced under subpara-
graph (A), the basis of such property (imme-
diately before the event resulting in such re-
capture) shall be increased by an amount 
equal to such recapture amount. For pur-
poses of the preceding sentence, the term ‘re-
capture amount’ means any increase in tax 
(or adjustment in carrybacks or carryovers) 
determined under subsection (d). 

‘‘(2) OTHER DEDUCTIONS AND CREDITS.—No 
deduction or credit shall be allowed under 
any other provision of this chapter with re-
spect to the amount of the credit determined 
under this section. 

‘‘(g) TERMINATION.—This section shall not 
apply to taxable years beginning after De-
cember 31, 1999.’’ 

(b) CONFORMING AMENDMENTS.— 
(1) Section 38(b) is amended— 
(A) by striking out ‘‘plus’’ at the end of 

paragraph (11), 
(B) by striking out the period at the end of 

paragraph (12), and inserting a comma and 
‘‘plus’’, and 

(C) by adding at the end the following new 
paragraph: 

‘‘(13) the employer-provided child care 
credit determined under section 45D.’’ 

(2) The table of sections for subpart D of 
part IV of subchapter A of chapter 1 is 
amended by adding at the end the following 
new item: 

‘‘Sec. 45D. Employer-provided child care 
credit.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
SEC. ll04. CHARITABLE CONTRIBUTIONS OF 

SCIENTIFIC EQUIPMENT TO AC-
CREDITED AND CREDENTIALED 
CHILD CARE PROVIDERS AND TO EL-
EMENTARY AND SECONDARY 
SCHOOLS. 

(a) IN GENERAL.—Subparagraph (B) of sec-
tion 170(e)(4) (relating to special rule for con-
tributions of scientific property used for re-
search) is amended to read as follows: 

‘‘(B) QUALIFIED RESEARCH, CHILD CARE, OR 
EDUCATION CONTRIBUTION.—For purposes of 
this paragraph, the term ‘qualified research, 
child care, or education contribution’ means 
a charitable contribution by a corporation of 
tangible personal property (including com-
puter software), but only if— 

‘‘(i) the contribution is to— 
‘‘(I) an accredited child care center (as de-

fined in section 21(c)(2)(E)) which is an orga-
nization described in section 501(c)(3) and ex-
empt from taxation under section 501(a), 

‘‘(II) an organization described in section 
501(c)(3) and exempt from taxation under sec-
tion 501(a) which is a professional or edu-
cational support entity for accredited child 

care centers or credentialed child care pro-
fessionals (as defined in subparagraphs (E) 
and (G) of section 21(c)(2), respectively), 

‘‘(III) an educational organization de-
scribed in subsection (b)(1)(A)(ii), 

‘‘(IV) a governmental unit described in 
subsection (c)(1), or 

‘‘(V) an organization described in section 
41(e)(6)(B), 

‘‘(ii) the contribution is made not later 
than 3 years after the date the taxpayer ac-
quired the property (or in the case of prop-
erty constructed by the taxpayer, the date 
the construction of the property is substan-
tially completed), 

‘‘(iii) the property is scientific equipment 
or apparatus substantially all of the use of 
which by the donee is for— 

‘‘(I) research or experimentation (within 
the meaning of section 174), or for research 
training, in the United States in physical or 
biological sciences, or 

‘‘(II) in the case of an organization de-
scribed in subclause (I), (II), (III), or (IV) of 
clause (i), use within the United States for 
educational purposes related to the purpose 
or function of the organization, 

‘‘(iv) the original use of the property began 
with the taxpayer (or in the case of property 
constructed by the taxpayer, with the 
donee), 

‘‘(v) the property is not transferred by the 
donee in exchange for money, other prop-
erty, or services, and 

‘‘(vi) the taxpayer receives from the donee 
a written statement representing that its 
use and disposition of the property will be in 
accordance with the provisions of clauses 
(iv) and (v).’’. 

(b) DONATIONS TO CHARITY FOR REFUR-
BISHING.—Section 170(e)(4) is amended by 
adding at the end the following: 

‘‘(D) DONATIONS TO CHARITY FOR REFUR-
BISHING.—For purposes of this paragraph, a 
charitable contribution by a corporation 
shall be treated as a qualified research, child 
care, or education contribution if— 

‘‘(i) such contribution is a contribution of 
property described in subparagraph (B)(iii) 
to an organization described in section 
501(c)(3) and exempt from taxation under sec-
tion 501(a), 

‘‘(ii) such organization repairs and refur-
bishes the property and donates the property 
to an organization described in subparagraph 
(B)(i), and 

‘‘(iii) the taxpayer receives from the orga-
nization to whom the taxpayer contributed 
the property a written statement rep-
resenting that its use of the property (and 
any use by the organization to which it do-
nates the property) meets the requirements 
of this paragraph.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) Paragraph (4)(A) of section 170(e) is 

amended by striking ‘‘qualified research con-
tribution’’ each place it appears and insert-
ing ‘‘qualified research, child care, or edu-
cation contribution’’. 

(2) The heading for section 170(e)(4) is 
amended by inserting ‘‘, CHILD CARE, OR EDU-
CATION’’ after ‘‘RESEARCH’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 

SEC. ll05. 2-PERCENT FLOOR ON MISCELLA-
NEOUS ITEMIZED DEDUCTIONS NOT 
APPLICABLE TO ACCREDITATION 
AND CREDENTIALING EXPENSES OF 
INDIVIDUAL CHILD CARE PRO-
VIDERS. 

(a) IN GENERAL.—Section 67(b) (relating to 
miscellaneous itemized deductions) is 
amended by striking ‘‘and’’ at the end of 
paragraph (11), by striking the period at the 
end of paragraph (12) and inserting ‘‘, and’’, 
and by adding at the end the following: 

‘‘(13) the deduction allowable for accredita-
tion and credentialing expenses of child care 
providers.’’. 

(b) DEFINITION.—Section 67 (relating to 2- 
percent floor on miscellaneous itemized de-
ductions) is amended by redesignating sub-
sections (e) and (f) as subsections (f) and (g), 
respectively, and by inserting after sub-
section (d) the following: 

‘‘(e) ACCREDITATION AND CREDENTIALING EX-
PENSES OF CHILD CARE PROVIDERS.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘accreditation 
and credentialing expenses of child care pro-
viders’ means direct professional costs and 
educational and training expenses paid or in-
curred by an eligible individual in order to 
achieve and remain qualified for service as 
an employee of an accredited child care cen-
ter or as a credentialed child care profes-
sional (as defined in subparagraphs (E) and 
(G) of section 21(c)(2), respectively). 

‘‘(2) ELIGIBLE INDIVIDUAL.—The term ‘eligi-
ble individual’ means an individual 60 per-
cent of the taxable income of whom for any 
taxable year is derived from service de-
scribed in paragraph (1).’’. 

(c) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
SEC. ll06. EXPANSION OF HOME OFFICE DE-

DUCTION TO INCLUDE USE OF OF-
FICE FOR DEPENDENT CARE. 

(a) IN GENERAL.—Section 280A(c)(1) (relat-
ing to certain business use) is amended by 
adding at the end the following: ‘‘A portion 
of a dwelling unit and the exclusive use of 
such portion otherwise described in this 
paragraph shall not fail to be so described if 
such portion is also used by the taxpayer 
during such exclusive use to care for a de-
pendent of the taxpayer.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 1997. 
SEC. ll07. EXPANSION OF COORDINATED EN-

FORCEMENT EFFORTS OF INTERNAL 
REVENUE SERVICE AND HHS OFFICE 
OF CHILD SUPPORT ENFORCEMENT. 

(a) STATE REPORTING OF CUSTODIAL DATA.— 
Section 454A(e)(4)(D) of the Social Security 
Act (42 U.S.C. 654(e)(4)(D)) is amended by 
striking ‘‘the birth date of any child’’ and in-
serting ‘‘the birth date and custodial status 
of any child’’. 

(b) MATCHING PROGRAM BY IRS OF CUSTO-
DIAL DATA AND TAX STATUS INFORMATION.— 

(1) NATIONAL DIRECTORY OF NEW HIRES.— 
Section 453(i)(3) of the Social Security Act 
(42 U.S.C. 653(i)(3)) is amended by striking ‘‘a 
claim with respect to employment in a tax 
return’’ and inserting ‘‘information which is 
required on a tax return’’. 

(2) FEDERAL CASE REGISTRY OF CHILD SUP-
PORT ORDERS.—Section 453(h) of the such Act 
(42 U.S.C. 653(h)) is amended by adding at the 
end the following: 

‘‘(3) ADMINISTRATION OF FEDERAL TAX 
LAWS.—The Secretary of the Treasury shall 
have access to the information described in 
paragraph (2), consisting of the names and 
social security numbers of the custodial par-
ents linked with the children in the custody 
of such parents, for the purpose of admin-
istering those sections of the Internal Rev-
enue Code of 1986 which grant tax benefits 
based on support and residence provided de-
pendent children.’’ 

(c) MINIMUM PAST-DUE SUPPORT THRESHOLD 
FOR USE OF OFFSET PROCEDURE.— 

(1) PART D FAMILIES.—Section 464(b)(1) of 
the Social Security Act (42 U.S.C. 664(b)(1)) is 
amended by inserting ‘‘(not to exceed $150)’’ 
after ‘‘minimum amount’’. 

(2) OTHER FAMILIES.—Section 464(b)(2)(A) of 
such Act (42 U.S.C. 664(b)(2)(A)) is amended 
by striking ‘‘$500’’ both places it appears and 
inserting ‘‘$150’’. 
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(d) EFFECTIVE DATE.—The amendments 

made by this section shall take effect on Oc-
tober 1, 1997. 

Mr. JEFFORDS. Mr. President, to-
morrow I will introduce my amend-
ment on child care. 

Today, there are more than 12 mil-
lion children under the age of five—in-
cluding half of all infants under one 
year of age—who spend at least part of 
their day being cared for by someone 
other than their parents. The past two 
decades have seen a dramatic rise in 
the number of women in the paid labor 
force. More than 60 percent of women 
with preschool aged children, are em-
ployed full- or part-time. For most of 
these families, child care is a require-
ment, not an option. 

Women now constitute 46 percent of 
our Nation’s labor force. Most women 
are not working just to achieve a de-
gree of personal growth outside the 
home, but to meet their family’s basic 
needs. Their employment is not a 
choice, but an essential part of their 
family’s economic survival. 

Similarly, child care that is afford-
able and convenient is necessary for 
most women working outside the 
home. Many of the traditional sources 
of child care are no longer available— 
as many of the friends, neighbors, 
grandparents, and other relatives who 
used to be available to provide child 
care are also working. Research has re-
peatedly demonstrated that for parents 
who must work, child care services 
that are dependable and of high quality 
make it easier to find and keep a job. 
Good child care helps parents reach 
and maintain economic self-suffi-
ciency. There is a clear connection be-
tween child care and the production of 
income. Congress acknowledged this 
when is passed welfare reform last 
year. 

Since 1990, the costs of child care 
have risen about 6 percent annually. 
This is almost triple the annual in-
crease in the cost of living. At the 
same time, there are strong indicators 
that the quality of child care has sig-
nificantly decreased during that same 
period of time. Parents are paying 
more but getting less. 

The costs of child care are almost 
wholly dependent upon the geographic 
area, the type of child care, and the age 
of the child. For example, a family pur-
chasing full-time child care services for 
a 4-year old in rural New York using a 
family child care home may pay as lit-
tle as $60 a week. In contrast, a family 
with an infant using a child care center 
in New York City may pay more than 
$250 a week. 

I think that few of us know how 
much child care costs. The Senate Em-
ployee’s Child Care Center costs be-
tween $150 and $175 a week—$7,800 to 
$9,100 a year. That puts it in the high- 
middle range in terms of costs for the 
Washington, DC area. The younger the 
child, the higher the costs—and Senate 
Employee’s Child Care Center does not 
accept children under 18 months old. 

For a 3- to 4-year-old, which is the 
least expensive age group, the national 

average for center-based child care is 
$4,600 a year. The average cost for high 
quality care, such as that provided by 
the Senate Employee’s Child Care Cen-
ter, is between $8,500 and $9,100 a year. 

A family normally spends about 20 
percent of its income on housing and 10 
percent on food. The costs of child care 
for a low- or middle-income family can 
rival the cost of housing and be double 
the cost of food. Even though most of 
us recognize the critical part that child 
care plays in the economic survival of 
families, we often fail to recognize it as 
a basic cost which consumes a signifi-
cant portion of a family’s income. 

Parents can only purchase child care 
they can afford. While the supply of 
child care has increased over the past 
10 years, shortages are still the norm 
for those in rural areas, those with 
school-aged children, and for lower-in-
come families. Those who do find care 
that is affordable and convenient are 
often unsatisfied with the quality of 
the care their child receives. In fact, 
one quarter of all parents would change 
their child care arrangement if they 
could find and afford something better. 

The quality of child care in America 
is very troubling. A recent nationwide 
study found that 40 percent of the child 
care provided to infants in child care 
centers was potentially injurious. Fif-
teen-percent of center-based child care 
providers for all preschoolers are so 
bad that a child’s health and safety are 
threatened; 70 percent are mediocre— 
not hurting or helping children; and 15 
percent actively promote a child’s de-
velopment. Center-based child care, the 
object of this study, is the most heav-
ily regulated and frequently monitored 
type of child care. Children in less reg-
ulated settings are predicted to be far 
worse. 

Combining the research on the qual-
ity of child care with the break-
throughs on the development of the 
human brain produces a very dis-
turbing situation. Many children enter 
child care by 11 weeks of age, are in 
care for close to 30 hours a week, and 
often stay in some form of child care 
until they enter school. During that 
same period of life, a child’s brain is 
undergoing a series of extraordinary 
changes. 

In the first 3 years of life, the brain 
either makes the connections it needs 
for learning or it atrophies, making 
later efforts at remediation in learn-
ing, behavior, and thinking difficult, at 
best. The experiences and stimulation 
that a caretaker provide to a child are 
the foundations upon which all future 
learning is built. The brain’s greatest 
and most critical growth spurt is be-
tween birth and 10 years of age—pre-
cisely the time when non-parental 
child care is most frequently utilized. 
A Time magazine special report on 
‘‘How a Child’s Brain Develops’’ (Feb-
ruary 3, 1997) said it best, ‘‘. . . Good, 
affordable day care is not a luxury or a 
fringe benefit for welfare mothers and 
working parents but essential brain 
food for the next generation.’’ While 

bad child care can seriously impair a 
child’s development, high-quality child 
care significantly increases the 
chances of good developmental out-
comes for children. 

Think about it. At the most impor-
tant time in the development of a 
child’s brain, 12 million children are 
being cared for by people who are paid 
less than the person who picks up your 
garbage each week, and are required to 
have less training and less skills-based 
testing than the person who cuts your 
hair. Child care providers play an im-
portant role in a child’s development, 
for they help fine-tune the child’s ca-
pacity to think and process informa-
tion, social skills, emotional health, 
and acquisition of language. 

Last year, our goal in child care was 
to streamline Federal assistance by 
creating a cohesive structure for Fed-
eral assistance and to provide suffi-
cient Government funds to subsidize 
child care for welfare recipients who 
were transitioning into work. This 
year our goal must be to promote the 
healthy development of children in 
child care. I am worried that the pres-
sure of the need to accommodate the 
increasing demand for child care will 
force many into forgoing quality just 
to increase the number of child care 
slots available. 

This amendment, then, incorporates 
modifications to five different sections 
of the Tax Code. Each of the provisions 
has been included to solve a specific 
problem in an effort to improve the 
quality of child care. Taken as a whole, 
these provisions represent a com-
prehensive effort to increase the supply 
while simultaneously creating a de-
mand for high-quality child care, and 
making it affordable for low- and mid-
dle-income families. 

To offset the cost of these changes, 
my amendment reduces, but does not 
eliminate, the dependent care tax cred-
it for upper-income taxpayers and the 
amount that an employee can place in 
a dependent care assistance plan used 
to reimburse non-accredited or non- 
credential child care is gradually de-
creased. In addition, the amendment 
expands the coordinated enforcement 
efforts of the Internal Revenue Service 
and the HHS Office of Child Support 
Enforcement, which will significantly 
reduce the amount of fraud related to 
illegal tax deduction and credit claims 
by non-custodial parents. 

The first provision in the amendment 
makes several changes in the Child and 
Dependent Care Tax Credit [CDCTC]. 
This tax credit is the largest tax-based 
subsidy for child care. My amendment 
raises the income level for the receipt 
of the highest percentage of employ-
ment-related child care costs from 
$10,000 to $20,000. The percentage is de-
creased at a rate of 1 percent for each 
additional $2,500 in adjusted gross in-
come and sets a minimum percentage 
of 10 percent for incomes of $70,000 and 
above. 

This change represents a more equi-
table distribution of limited resources 
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based on the percentage of income a 
family must use to meet child care ex-
penses. For families qualifying for the 
EITC, my amendment makes the child 
care tax credit refundable, on a quar-
terly basis. This will enable many low- 
income working families to move from 
part-time to full-time employment, by 
easing the burden of child care costs 
and having the money available at reg-
ular intervals throughout the year. 

Finally, the amendment establishes, 
over a 5-year period, different rates for 
the tax credit, dependent on whether 
the child care is provided in an accred-
ited child care facility or by a 
credentialed professional. This will re-
ward parents who choose high-quality 
child care and help defray the addi-
tional costs of that care. 

I am sensitive to the concerns of col-
leagues who object to reducing the 
child care tax credit. But before you 
judge this reduction too harshly, let’s 
put it into perspective. The tax credit 
remains at or above the current rate of 
20 percent for parents with adjusted 
gross incomes of $45,000 or less, regard-
less of the type of child care. The me-
dian income of families with children 
nationally is $37,000. While there are 
wide differences in between States, 
there are only four States where the 
median exceeds $45,000 AGI triggering a 
reduction in the current rate of 20 per-
cent. Most States are significantly 
below this trigger. 

At the end of the 5-year phase in pe-
riod, the tax credit remains at or above 
the current 20 percent rate for families 
with an AGI of $55,000. No States have 
median incomes of families with chil-
dren which exceed the $55,000 AGI level 
for high quality child care which trig-
gers a reduction below current child 
care tax rate. Families with incomes at 
or above $70,000 will still receive a tax 
credit of 10 percent, increased to 12.5 
percent if high quality care is used. 

In terms of money, a 1 percent de-
crease in the child care tax credit 
equals $24 when care for one child is 
claimed, and $48 for two or more chil-
dren. Families making $70,000 or more 
are the hardest hit by my amendment. 
Yet their maximum financial cost is 
$240 a year for one child, or $480 a year 
for two or more children—about half of 
one percent of their adjusted gross in-
come. 

The second area of changes occurs in 
the Dependent Care Assistance Plan 
[DCAP]. The amendment increases the 
amount that an employee can con-
tribute to a DCAP account, if the funds 
are used to pay for the care of two or 
more eligible persons. In addition, the 
amount of DCAP contributions is in-
creased for high-quality care and de-
creased for care that is provided by an 
unaccredited child care facility or a 
person who has not received a profes-
sional credential. These differential 
rates are phased in over a 5-year period 
in order for child care providers to 
achieve accreditation or become 
credentialed in child care. 

Current law prohibits DCAP from 
being used to pay relatives for care. 

While I support needed controls on the 
use of DCAP accounts in most cases, 
my amendment would make a very 
limited exception to this prohibition. 
DCAP payments could be made to pay 
a parent or grandparent to care for a 
newborn child. The DCAP account 
could be joined at anytime during a 
pregnancy. The funds would be avail-
able for up to 12 months from the date 
of deposit into the employee’s DCAP 
account—because babies have a time-
table all their own when it comes time 
to be born. 

The last change my amendment 
makes in DCAP is through the addition 
of a requirement that Federal employ-
ees have the opportunity to contribute 
to Dependent Care Assistance Plans. 
Private employees, as well as many 
State and local governments, have had 
DCAP available for their employees 
since 1981. Consistent with the intent 
of the Congressional Accountability 
Act, I want to make this child care 
subsidy available to Federal workers, 
including legislative branch employees. 

Child care is a growing concern to 
businesses big and small. Employers 
are coming to the realization that af-
fordable, convenient high-quality child 
care is a critical element in hiring and 
retaining skilled employees. Many 
companies, such as Johnson & Johnson, 
IBM, and others have been very innova-
tive in providing child care assistance 
for their employees. Small businesses 
in particular are finding it difficult to 
meet the child care needs of their em-
ployees, but recognize the importance 
of that help. 

I am defering to my colleague from 
Wisconsin, Senator KOHL, who has an 
excellent amendment providing a tax 
credit to businesses who provide child 
care services and support for their em-
ployees. My amendment included a 
similar provision, but because Senator 
KOHL has been working on this aspect 
of child care for so long, I dropped my 
provision and urge my colleagues to 
vote for his amendment as well as this 
one. 

Current law prohibits businesses 
from receiving a charitable deduction 
for donations made to public entities, 
such as schools and child care services. 
My amendment will extend eligibility 
for a business charitable deduction to 
the donation of educational equipment 
and supplies donated to public schools, 
public child care providers and public 
child care support entities, such as re-
source and referral services. If child 
care is to improve and meet the devel-
opmental needs of our Nation’s chil-
dren, every available resource must be 
made available. Computers which are 
discarded because they are too slow or 
have insufficient hard drive capacity, 
can be the first step into the computer- 
age for a small child or the link to pro-
fessional training for a child care pro-
vider. 

A critical part of improving the qual-
ity of child care is professional devel-
opment for child care providers. Since 
the 1970’s there has been a decline in 

child care teacher salaries. In 1990, 
teachers in child care centers earned 
an average of $11,500 a year. Assistant 
teachers, the largest growing segment 
of child care professionals, were paid 10 
to 20 percent less than child care teach-
ers. The 1990 annual income of regu-
lated family child care providers was 
$10,944 which translates to about $4 an 
hour. Nonregulated family child care, 
generally comprised of providers tak-
ing care of a smaller number of chil-
dren, earned an average of $4,275 a 
year—substantially less than minimum 
wage. With these wages, it is easy to 
understand why more child care pro-
viders do not participate in profes-
sional training or attend college class-
es to improve their skills. The costs of 
applying for and receiving certification 
as a qualified child care professional 
are minimal, but understandably out of 
reach for many child care providers. 

My amendment will exempt expenses 
directly related to child care accredita-
tion or becoming credentialed from the 
2 percent floor that is applied to mis-
cellaneous itemized deductions. This 
will at least permit child care pro-
viders to receive a full deduction for 
the expenses associated with improving 
the child care services which they pro-
vide. This incentive for professional 
growth and the development of new 
skills is a small but critical part of my 
overall effort to support high-quality 
child care. 

The last provision in my amendment 
creates a very limited exception to the 
executive use rule governing the tax 
deduction for home office expenses. 
The amendment will permit the mixed 
use of home office space for business 
and personal purposes to allow a person 
to care for his or her child. In some 
ways, the need for this exception comes 
down to fundamental fairness. How 
many school days, snow days and other 
times do children accompany their par-
ents into work? I can always tell when 
the schools are unexpectedly closed, by 
the increased number of little people I 
see in Senate offices and eateries. I 
have been in Senate offices and other 
workplaces when a crib or playpen is 
clearly in evidence. Yet, none of us 
question whether our offices are exclu-
sively for business use. One of the big 
incentives for telecommuting and 
home-based business is to allow par-
ents to have more time with their fam-
ilies, yet existing law would keep a new 
mother from legitimately claiming a 
home office deduction if she has her 
child read a book or play in a corner of 
the room where she is working. 

The need for high-quality child care 
is compelling. Having affordable, con-
venient child care is tied directly to a 
family’s ability to produce income. 
Good child care can be an effective way 
to support the healthy development of 
children, particularly in the acquisi-
tion of social and language skills. For 
the millions of children who spend 
much of their pre-school lives being 
cared for by someone other than their 
parents, child care provides the founda-
tion upon which all future education 
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will be built—and determines to a large 
extent whether that foundation will be 
strong or weak. 

As we all know, quality child care 
costs money. It costs money to parents 
who bear the biggest burden for the 
cost of child care. It costs businesses 
both through the direct assistance that 
they provide to employees to help with 
the costs of child care, and through 
their ability to hire and retain a 
skilled work force. It costs Govern-
ment through existing tax provisions, 
direct spending, and discretionary 
spending targeted at child care. But 
the costs of not making this invest-
ment are even higher. Those costs can 
be measured in the cost of remedial 
education, the increase of an unskilled 
labor force, the increase in prison pop-
ulations, and most importantly, the 
blunted potential of millions of chil-
dren. 

I urge my colleagues to support my 
amendment to the budget reconcili-
ation act. 

Mr. President, I ask unanimous con-
sent that additional material be print-
ed in the RECORD. 

There being no objection, the mate-
rial was ordered to be printed in the 
RECORD, as follows: 
AN AMENDMENT TO BE PROPOSED BY SENATOR 

JEFFORDS ON THE BUDGET RECONCILIATION 
ACT OF 1997 TO IMPROVE THE QUALITY OF 
CHILD CARE 
Changes to the Tax Code to encourage im-

provements in child care services and op-
tions for meeting employment-related child 
care needs—multiple provisions. 

Proposed Amendment: To amend the Inter-
nal Revenue Code to encourage the demand 
for and supply of high quality child care by: 

(1) Making the following changes in the 
Dependent Care Tax Credit— 

(a) Increasing the percentage of child care 
expenses to 30 percent for families with in-
comes at or below $20,000 AGI; decreased at 
the rate of 1 percent for every $2,500 AGI over 
$20,000 to a minimum of 10 percent for AGI 
over $70,000 

(b) Phasing in a differential percentage 
(over 5 years) if the child care is provided in 
an accredited center or by a credentialed 
professional; At the end of the phase in pe-
riod, there is a 25 percent differential in the 
percentage of the tax credit between high- 
quality child care and other child care 

(c) Making the Dependent Care Tax Credit 
refundable beginning in 2002, for taxpayers 
eligible for the EITC, including the differen-
tial percentage (see b above) for high quality 
child care. 

(2) Making the following changes in the 
Dependent Care Assistance Program— 

(a) The amount of money that can be 
placed in a Dependent Care Assistance Pro-
gram by an employee is increased for accred-
ited or credentialed child care, increased if 
there is more than one qualified dependent, 
and decreased if child care is provided in 
non-accredited child care or with a non- 
credentialed child care professional—phased 
in over 5 years 

(b) An exception in the calendar year 
spending requirement and prohibition 
against its use to pay relatives for providing 
care is made to make it possible for a parent 
or grandparent to provide care for a newborn 
child 

(c) Federal employees are provided the op-
portunity of enrolling in a dependent care 
assistance plan 

(3) Extending the eligibility for businesses 
to take a qualified charitable deduction for 
the donation of educational equipment and 
material to public schools and accredited or 
credentialed non-profit child care providers 
and child care support entities. 

(4) Exempting the expenses related to 
achieving and maintaining child care accred-
itation and credentialing from the 2 percent 
floor applicable to miscellaneous itemized 
deductions. 

(5) Excepting the mixed use of home office 
space for business and personal purposes to 
allow for the care of a dependent from the 
exclusive use rule governing home office de-
ductions. 

Reasons for Change: The increase in the 
number or employed women with young chil-
dren, combined with recent reforms in the 
welfare system, has placed tremendous pres-
sures on states and communities to dramati-
cally expand the amount of available child 
care. Studies on the relationship between 
quality child care and job retention, employ-
ment absenteeism, and job acquisition clear-
ly identifies that the quality and safety of 
child care is as important as the existence of 
child care services. In addition, the recent 
research on the development of the human 
brain underscores how child care affects the 
development of the tomorrow’s workers and 
citizens. The Committee for Economic De-
velopment recently issued a report which 
identified changes in federal tax policies, 
training of child care workers, incentives for 
certification, educational resources, and in-
creased business involvement as critical to 
efforts to improve the quality of child care. 
The tax code changes included in this 
amendment address each of these issues. 

Summary of each provision: 
I. CHANGES TO THE DEPENDENT CARE TAX 

CREDIT 
A. Percent of the current $2,400 work re-

lated child care expenses ($4,800 for 2 or more 
dependents): 

Initial percentage reduced by 1 percent for 
each $2,500 by which the taxpayer’s AGI ex-
ceeds $20,000 but does not exceed $70,000—rate 
does not reduce below 12.5 percent for accred-
ited/credentialed child care, 10 percent for 
non-accredited/non-credentialed child care. 

A 25 percent rate differential for accredited 
or credentialed child care (as defined in the 
bill) is phased in over 5 years. 

For child care provided in non-accredited 
facilities or by non-credentialed providers, 
the initial percentage is 30 percent and the 
phase out percentage is 10 percent, regard-
less of the year. 

Initial and phase out percentage for ac-
credited/credentialied child care: 

Taxable year beginning in— Initial 
percent 

Phaseout 
percent 

1998 ...................................................................... 31.5 12.5 
1999 ...................................................................... 33.0 12.5 
2000 ...................................................................... 34.5 12.5 
2001 ...................................................................... 36.0 12.5 
2002 ...................................................................... 37.5 12.5 

B: Credit made refundable for Low Income 
Tax Payers: 

Applicable taxpayers are those for whom 
credit under section 32 of the tax code (EITC) 
is allowable for the taxable year. 

Coordinated with advance payments and 
minimum tax rules, including eligibility cer-
tification and advance payment table. 

Applies to taxable years beginning Decem-
ber 31, 2001. 
II. EXPANSION OF DEPENDENT CARE ASSISTANCE 

PROGRAM 
A. Change in Dollar Limitation: 
Applies to child care only—not elder or 

other dependent care. 
Change in rates for child in accredited/ 

credentialed child care: 

Taxable years beginning in: For 1 quali-
fying child 

2 or more 
qualifying 

child 

1998 .................................................................. $5,200 $6,700 
1999 .................................................................. 5,400 6,900 
2000 .................................................................. 5,600 7,100 
2001 .................................................................. 5,800 7,300 
2002 and thereafter ......................................... 6,000 7,500 

Change in rates for child NOT in ac-
credited/credentialed child care: 

Taxable years beginning in— For 1 quali-
fying child 

2 or more 
qualifying 

child 

1998 .................................................................. $4,800 $6,300 
1999 .................................................................. 4,600 6,100 
2000 .................................................................. 4,400 5,900 
2001 .................................................................. 4,200 5,700 
2002 and thereafter ......................................... 4,000 5,500 

B. Changes in eligibility for Dependent 
Care Assistance Program: 

Exception in calendar year spending re-
quirement and prohibition against using De-
pendent Care Assistance Program to pay rel-
ative providing care. 

During pregnancy, parent may elect to join 
the employer’s Dependent Care Assistance 
Program at any time during pregnancy. 

If parent signs up during a pregnancy, each 
deposit into the individual’s Dependent Care 
Assistance Account may be available for use 
for a 12 month period. 

If parent signs up during a pregnancy, the 
funds may be used to reimburse a parent or 
spouse to remain at home with the newborn 
child as an alternative to placing the child in 
child care in order to return to work. 

Federal employees must be provided with 
the opportunity to enroll in a Dependent 
Care Assistance Program. 

III. CHARITABLE DEDUCTION FOR DONATING 
EDUCATIONAL EQUIPMENT & MATERIALS 

Extending eligibility for qualified chari-
table deduction for business donation of edu-
cational equipment and materials to public 
schools, accredited or credentialed non-prof-
it child care providers, and public or non- 
profit child care support entities. 
IV. TAX DEDUCTION FOR SPECIFIC EDUCATIONAL 

EXPENSES FOR INDIVIDUAL CHILD CARE PRO-
VIDERS 
Exemption from the 2% floor on applicable 

to miscellaneous itemized deductions is pro-
vided for educational expenses directly re-
lated to achieving or maintaining child care 
accreditation or professional child care cre-
dentials for individuals deriving at least 60% 
of their taxable income through the provi-
sion of child care services. 

V. CHANGE IN HOME OFFICE DEDUCTION 
Limited exception to the exclusive use rule 

permitting mixed use of space for business 
and personal purposes in the case of tax-
payers who conduct home-based business 
while caring for dependents. 

Revenue Estimate: 4.11 Billion over 10 
years. 

Revenue Offset: To offset these increases, 
the dependent care tax credit is reduced (not 
eliminated) for upper-income taxpayers and 
the amount that an employee can place in a 
dependent care assistance plan used to reim-
burse non-accredited or non-credential child 
care is decreased. In addition, the amend-
ment expands the coordinated enforcement 
efforts of the Internal Revenue Service and 
the HHS Office of Child Support Enforce-
ment, which will significantly reduce the 
amount of fraud related to illegal tax deduc-
tion and credit claims by non-custodial par-
ents. 

For the Purpose of this Amendment: 
The terms credential and accreditation are 

used to refer to formal credentialing and ac-
creditation processes by a private non-profit 
or public entity that is state recognized 
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(minimum requirements: age-appropriate 
health and safety standards, age-appropriate 
developmental and educational activities as 
an integral part of the program, outside 
monitoring of the program/individual, ac-
creditation/credentialing instruments based 
on peer-validated research, programs/facili-
ties meet any applicable state and local li-
censing requirements, and on-going staff de-
velopment-training which includes related 
skills testing). There are several organiza-
tions and a few states that currently provide 
accreditation and/or credentialing for early 
childhood development programs, child care 
and child care providers. 

LEVIN (AND McCAIN) AMENDMENT 
NO. 556 

Mr. ROTH (for Mr. LEVIN for himself 
and Mr. MCCAIN) proposed an amend-
ment to the bill, S. 949, supra; as fol-
lows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . SENSE OF THE SENATE REGARDING TAX 

TREATMENT OF STOCK OPTIONS. 
(a) FINDINGS.—The Senate finds that— 
(1) currently businesses can deduct the 

value of stock options as business expense on 
their income tax returns, even though the 
stock options are not treated as an expense 
on the books of these same businesses; and 

(2) stock options are the only form of com-
pensation that is treated in this way. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that the Committee on Fi-
nance of the Senate should hold hearings on 
the tax treatment of stock options. 

ENZI (AND OTHERS) AMENDMENT 
NO. 557 

Mr. ROTH (for Mr. ENZI for himself, 
Mr. HAGEL, Mr. HUTCHINSON, Mr. 
GRAMS, Mr. ROBERTS, Mr. INHOFE, Mr. 
THOMAS, Mr. ALLARD, Mr. LUGAR, Mr. 
SANTORUM, Mr. FRIST, Mr. BURNS, and 
Mr. SESSIONS) proposed an amendment 
to the bill, S. 949, supra; as follows: 

At the appropriate place in the bill, insert 
the following: 
SEC. . SENSE OF THE SENATE ON ESTATE 

TAXES. 
(a) The Senate finds that whereas— 
(1) The Federal estate tax punishes hard 

working small business owners and discour-
ages savings and growth; and 

(2) The Federal estate tax imposes an un-
fair economic burden on small businesses 
and reduces their ability to survive and com-
pete with large corporations; and 

(3) A reduction in Federal estate taxes for 
family-owned farms and enterprises will help 
to prevent the liquidation of small busi-
nesses that strengthen American commu-
nities by providing jobs and security; 

(b) It is the Sense of the Senate that— 
(1) The estate tax relief provided in this 

bill is an important step that will enable 
more family-owned farms and small busi-
nesses to survive and continue to provide 
economic security and job creation in Amer-
ican communities; and 

(2) Congress should eliminate the Federal 
estate tax liability for family-owned busi-
nesses by the end of 2002 on a deficit-neutral 
basis. 

DODD AMENDMENT NO. 558 

Mr. ROTH (for Mr. DODD) proposed an 
amendment to the bill, S. 949, supra; as 
follows: 

On page 77, between lines 11 and 12, insert 
the following: 

SEC. . TREATMENT OF CANCELLATION OF CER-
TAIN STUDENT LOANS. 

(a) CERTAIN LOANS BY EXEMPT ORGANIZA-
TIONS.— 

(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 insert-
ing the following: 

‘‘(D) any educational organization de-
scribed in section 170(b)(1)(A)(ii) if such loan 
is made— 

‘‘(i) pursuant to an agreement with any en-
tity described in subparagraph (A), (B), or (C) 
under which the funds from which the loan 
was made were provided to such educational 
organization, or 

‘‘(ii) pursuant to a program of such edu-
cational organization which is designed to 
encourage its students to serve in occupa-
tions with unmet needs or in areas with 
unmet needs and under which the services 
provided by the students (or former stu-
dents) are for or under the direction of a gov-
ernmental 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 de-
scribed or by an organization exempt from 
tax under section 501(a) to refinance a loan 
meeting the requirements of the preceding 
sentence.’’ 

(2) EXCEPTION FOR DISCHARGES ON ACCOUNT 
OF SERVICES PERFORMED FOR CERTAIN LEND-
ERS.—Subsection (f) of section 108 is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(3) EXCEPTION FOR DISCHARGES ON ACCOUNT 
OF SERVICES PERFORMED FOR CERTAIN LEND-
ERS.—Paragraph (1) shall not apply to the 
discharge of a loan made by an organization 
described in paragraph (2)(D) (or by an orga-
nization described in paragraph (2)(E) from 
funds provided by an organization described 
in paragraph (2)(D)) if the discharge is on ac-
count of services performed for either such 
organization.’’ 

(b) CERTAIN STUDENT LOANS THE REPAY-
MENT OF WHICH IS INCOME CONTINGENT.— 
Paragraph (1) of section 108(f) is amended by 
striking ‘‘any student loan if’’ and all that 
follows and inserting ‘‘any student loan if— 

‘‘(A) such discharge was pursuant to a pro-
vision of such loan under which all or part of 
the indebtedness of the individual would be 
discharged if the individual worked for a cer-
tain period of time in certain professions for 
any of a broad class of employers, or 

‘‘(B) in the case of a loan made under part 
D of title IV of the Higher Education Act of 
1965 which has a repayment schedule estab-
lished under section 455(e)(4) of such Act (re-
lating to income contingent repayments), 
such discharge is after the maximum repay-
ment period under such loan (as prescribed 
under such part).’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to dis-
charges of indebtedness after the date of the 
enactment of this Act. 

GRAMS AMENDMENT NO. 559 

Mr. ROTH (for Mr. GRAMS) proposed 
an amendment to the bill, S. 949, supra; 
as follows: 

‘‘(j) QUALIFIED GAMES OF CHANCE.— 
(1) IN GENERAL.—The term ‘unrelated trade 

or business’ does not include the activity of 
qualified games of chance. 

(2) QUALIFIED GAMES OF CHANCE.—For pur-
poses of this subsection, the term ‘qualified 
games of chance means any game of chance, 
other than provided in subsection (f), con-
ducted by an organization if— 

‘‘(A) such organization is licensed pursuant 
to State law to conduct such game, 

‘‘(B) only organizations which are orga-
nized as nonprofit corporations or are ex-
empt from tax under section 501(a) may be so 
licensed to conduct such game within the 
State, and 

‘‘(C) the conduct of such game does not 
violate State or local law.’’ 

DORGAN AMENDMENTS NOS. 560– 
561 

Mr. ROTH (for Mr. DORGAN) proposed 
two amendments to the bill, S. 949, 
supra; as follows: 

AMENDMENT NO. 560 
On page 211, between lines 5 and 6, insert 

the following: 
SEC. 724. DISTRIBUTIONS FROM INDIVIDUAL RE-

TIREMENT ACCOUNTS MAY BE USED 
WITHOUT PENALTY TO REPLACE OR 
REPAIR PROPERTY DAMAGED IN 
PRESIDENTIALLY DECLARED DIS-
ASTER AREAS. 

(a) IN GENERAL.—Section 72(t)(2) (relating 
to exceptions to 10-percent additional tax on 
early distributions), as amended by sections 
203 and 303, is amended by adding at the end 
the following new subparagraph: 

‘‘(G) DISTRIBUTIONS FOR DISASTER-RELATED 
EXPENSES.—Distributions from an individual 
retirement plan which are qualified disaster- 
related distributions.’’ 

(b) QUALIFIED DISASTER-RELATED DISTRIBU-
TIONS.—Section 72(t), as amended by sections 
203 and 303, is amended by adding at the end 
the following new paragraph: 

‘‘(9) QUALIFIED DISASTER-RELATED DISTRIBU-
TIONS.—For purposes of paragraph (2)(E)— 

‘‘(A) IN GENERAL.—The term ‘qualified dis-
aster-related distribution’ means any pay-
ment or distribution received by an indi-
vidual to the extent that the payment or dis-
tribution is used by such individual within 60 
days of the payment or distribution to pay 
for the repair or replacement of tangible 
property which is disaster-damaged prop-
erty. 

‘‘(B) LIMITATIONS.— 
‘‘(i) ONLY DISTRIBUTIONS WITHIN 2 YEARS.— 

The term ‘qualified disaster-related distribu-
tion’ shall only include any payment or dis-
tribution which is made during the 2-year pe-
riod beginning on the date of the determina-
tion referred to in subparagraph (D). 

‘‘(ii) DOLLAR LIMITATION.—Such term shall 
not include distributions to the extent the 
amount of such distributions exceeds $10,000 
during the 2-year period described in clause 
(i). 

‘‘(C) DISASTER-DAMAGED PROPERTY.—The 
term ‘disaster-damaged property’ means 
property— 

‘‘(i) which was located in a disaster area on 
the date of the determination referred to in 
subparagraph (C), and 

‘‘(ii) which was destroyed or substantially 
damaged as a result of the disaster occurring 
in such area. 

‘‘(D) DISASTER AREA.—The term ‘disaster 
area’ means an area determined by the Presi-
dent during 1997 to warrant assistance by the 
Federal Government under the Robert T. 
Stafford Disaster Relief and Emergency As-
sistance Act.’’ 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to payments 
and distributions after December 31, 1996, 
with respect to disasters occurring after 
such date. 
SEC. 725. ELIMINATION OF 10 PERCENT FLOOR 

FOR DISASTER LOSSES. 
(a) GENERAL RULE.—Section 165(h)(2)(A) 

(relating to net casualty loss allowed only to 
the extent it exceeds 10 percent of adjusted 
gross income) is amended by striking clauses 
(i) and (ii) and inserting the following new 
clauses: 
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‘‘(i) the amount of the personal casualty 

gains for the taxable year, 
‘‘(ii) the amount of the federally declared 

disaster losses for the taxable year (or, if 
lesser, the net casualty loss), plus 

‘‘(iii) the portion of the net casualty loss 
which is not deductible under clause (ii) but 
only to the extent such portion exceeds 10 
percent of the adjusted gross income of the 
individual. 
For purposes of the preceding sentence, the 
term ‘net casualty loss’ means the excess of 
personal casualty losses for the taxable year 
over personal casualty gains.’’ 

(b) FEDERALLY DECLARED DISASTER LOSS 
DEFINED.—Section 165(h)(3) (relating to 
treatment of casualty gains and losses) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) FEDERALLY DECLARED DISASTER 
LOSS.— 

‘‘(i) IN GENERAL.—The term ‘federally de-
clared disaster loss’ means any personal cas-
ualty loss attributable to a disaster occur-
ring during 1997 in an area subsequently de-
termined by the President of the United 
States to warrant assistance by the Federal 
Government under the Robert T. Stafford 
Disaster Relief and Emergency Assistance 
Act. 

‘‘(ii) DOLLAR LIMITATION.—Such term shall 
not include personal casualty losses to the 
extent such losses exceed $10,000 for the tax-
able year.’’ 

(c) CONFORMING AMENDMENT.—The heading 
for section 165(h)(2) is amended by striking 
‘‘NET CASUALTY LOSS’’ and inserting ‘‘NET 
NONDISASTER CASUALTY LOSS’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to losses at-
tributable to disasters occurring after De-
cember 31, 1996, including for purposes of de-
termining the portion of such losses allow-
able in taxable years ending before such date 
pursuant to an election under section 165(i) 
of the Internal Revenue Code of 1986. 

On page 211, between lines 5 and 6, insert 
the following: 

SECTION 724. ABATEMENT OF INTEREST ON UN-
DERPAYMENTS BY TAXPAYERS IN 
PRESIDENTIALLY DECLARED DIS-
ASTER AREAS. 

(a) IN GENERAL.—Section 6404 (relating to 
abatements) is amended by adding at the end 
the following: 

‘‘(h) ABATEMENT OF INTEREST ON UNDER-
PAYMENTS BY TAXPAYERS IN PRESIDENTIALLY 
DECLARED DISASTER AREAS.— 

‘‘(1) IN GENERAL.—If the Secretary extends 
for any period the time for filing income tax 
returns under section 6081 and the time for 
paying income tax with respect to such re-
turns under section 6161 (and waives any pen-
alties relating to the failure to so file or so 
pay) for any individual located in a Presi-
dentially declared disaster area, the Sec-
retary shall abate for such period the assess-
ment of any interest prescribed under sec-
tion 6601 on such income tax. 

‘‘(2) PRESIDENTIALLY DECLARED DISASTER 
AREA.—For purposes of paragraph (1), the 
term ‘Presidentially declared disaster area’ 
means, with respect to any individual, any 
area which the President has determined 
during 1997 warrants assistance for the Fed-
eral Government under the Robert T. Staf-
ford Disaster Relief and Emergency Assist-
ance. 

‘‘(3) INDIVIDUAL.—For purposes of this sub-
section, the term ‘individual’ shall not in-
clude any estate or trust.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to disasters 
declared after December 31, 1996. 

BIDEN AMENDMENT NO. 562 

Mr. ROTH (for Mr. BIDEN) proposed 
an amendment to the bill, S. 949, supra; 
as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. . SURVIVOR BENEFITS FOR PUBLIC SAFE-

TY OFFICERS KILLED IN THE LINE 
OF DUTY. 

IN GENERAL.—Part III of subchapter B of 
chapter 1 (relating to items specifically ex-
cluded from gross income) is amended by re-
designating section 138 as section 139 and by 
inserting after section 137 the following new 
section: 
‘‘SEC. 138. SURVIVOR BENEFITS ATTRIBUTABLE 

TO SERVICE BY A PUBLIC SAFETY 
OFFICER WHO IS KILLED IN THE 
LINE OF DUTY. 

‘‘(a) IN GENERAL.—Gross income shall not 
include any amount paid as a survivor annu-
ity on account of the death of a public safety 
officer (as such term is defined in section 
1204 of the Omnibus Crime Control and Safe 
Streets Act of 1968) killed in the line of 
duty— 

‘‘(1) if such annuity is provided under a 
governmental plan which meets the require-
ments of section 401(1) to the spouse (or a 
former spouse) of the public safety officer or 
to a child of such officer; and 

‘‘(2) to the extent such annuity is attrib-
utable to such officer’s service as a public 
safety officer. 

‘‘(b) EXCEPTIONS.— 
‘‘(1) IN GENERAL.—Subsection (a) shall not 

apply with respect to the death of any public 
safety officer if— 

‘‘(A) the death was caused by the inter-
national misconduct of the officer or by such 
officer’s intention to bring about such offi-
cer’s death; 

‘‘(B) the officer was voluntarily intoxi-
cated (as defined in section 1204 of the Omni-
bus Crime Control and Safe Streets Act of 
1968) at the time of death; or 

‘‘(C) the officer was performing such offi-
cer’s duties in a grossly negligent manner at 
the time of death. 

‘‘(2) EXCEPTION FOR BENEFITS PAID TO CER-
TAIN INDIVIDUALS.—Subsection (a) shall not 
apply to any payment to an individual whose 
actions were a substantial contributing fac-
tor at the death of the officer. 

(b) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to 
amounts received in taxable years beginning 
after December 31, 1996, with respect to indi-
viduals dying after such date. 

DODD (AND D’AMATO) 
AMENDMENT NO. 563 

Mr. ROTH (for Mr. DODD for himself 
and Mr. D’AMATO) proposed an amend-
ment to the bill, S. 949, supra; as fol-
lows: 

On page 267, between lines 15 and 16, insert 
the following: 
SEC. . TREATMENT OF CERTAIN DISABILITY 

BENEFITS RECEIVED BY FORMER 
POLICE OFFICERS OR FIRE-
FIGHTERS. 

(a) GENERAL RULE.—For purposes of deter-
mining whether any amount to which this 
section applies is excludable from gross in-
come under section 104(a)(1) of the Internal 
Revenue Code of 1986, the following condi-
tions shall be treated as personal injuries or 
sickness in the course of employment: 

(1) Heart disease. 
(2) Hypertension. 
(b) AMOUNTS TO WHICH SECTION APPLIES.— 

his section shall apply to any amount— 
(1) which is payable— 
(A) to an individual (or to the survivors of 

an individual) who was a full-time employee 

of any police department or fire department 
which is organized and operated by a State, 
by any political subdivision thereof, or by 
any agency or instrumentality of a State or 
political subdivision thereof, and 

(B) under a State law (as in existence on 
July 1, 1992) which irrebuttably presumed 
that heart disease and hypertension are 
work-related illnesses but only for employ-
ees separating from service before such date; 
and 

(2) which is received in calendar year 1989, 
1990, or 1991. 

For purposes of the preceding sentence, the 
term ‘‘State’’ includes the District of Colum-
bia. 

(c) WAIVER OF STATUTE OF LIMITATIONS.— 
If, on the date of the enactment of this Act 
(or at any time within the 1-year period be-
ginning on such date of enactment) credit or 
refund of any overpayment of tax resulting 
from the provisions of this section is barred 
by any law or rule of law, credit or refund of 
such overpayment shall, nevertheless, be al-
lowed or made if claim therefore is filed be-
fore the date 1 year after such date of enact-
ment. 
SECTION . REMOVAL OF DOLLAR LIMITATION 

ON BENEFIT PAYMENTS FROM A DE-
FINED BENEFIT PLAN MAINTAINED 
FOR CERTAIN POLICE AND FIRE EM-
PLOYEES. 

(a) IN GENERAL.—Subparagraph (G) of sec-
tion 415(b)(2) of the Internal Revenue Code of 
1986 is amended by striking ‘‘participant—’’ 
and all that follows and inserting ‘‘partici-
pant, subparagraphs (C) and (D) of this para-
graph and subparagraph (B) of paragraph (1) 
shall not apply.’’ 

(b) EFFECTIVE DATE.—The amendment 
made by subsection (a) shall apply to years 
beginning after December 31, 1996. 

BOXER AMENDMENT NO. 564 

Mr. ROTH (for Mrs. BOXER) proposed 
an amendment to the bill, S. 949, supra; 
as follows: 

On page 208, between lines 16 and 17, insert 
the following: 
SEC. . DIVERSIFICATION IN SECTION 401(k) 

PLAN INVESTMENTS. 
(a) LIMITATIONS ON INVESTMENT IN EM-

PLOYER SECURITIES AND EMPLOYER REAL 
PROPERTY BY CASH OR DEFERRED ARRANGE-
MENTS.—Section 407(d)(3) of the Employee 
Retirement Income Security Act of 1974 (29 
U.S.C. 1107(d)(3)) is amended by adding at the 
end the following: 

‘‘(D)(i) The term ‘eligible individual ac-
count plan’ does not include that portion of 
an individual account plan that consists of 
elective deferrals (as defined in section 
402(g)(3) of the Internal Revenue Code of 1986) 
pursuant to a qualified cash or deferred ar-
rangement as defined in section 401(k) of the 
Internal Revenue Code of 1986 (and earnings 
allocable thereto) are required to be invested 
in qualifying employer securities or quali-
fying employer real property or both pursu-
ant to the documents and instruments gov-
erning the plan or at the direction of a per-
son other than the participant on whose be-
half such elective deferrals are made to the 
plan (or the participant’s beneficiary). 

‘‘(ii) For purposes of subsection (a), such 
portion shall be treated as a separate plan. 

‘‘(iii) This subparagraph shall not apply to 
an individual account plan if the fair market 
value of the assets of all individual account 
plans maintained by the employer equals not 
more than 10 percent of the fair market 
value of the assets of all pension plans main-
tained by the employer. 

‘‘(iv) This subparagraph shall not apply to 
an individual account plan that is an em-
ployee stock ownership plan as defined in 
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section 409(a) or 4975(e)(7) of the Internal 
Revenue Code.’’. 

(v) This subparagraph shall not apply to an 
individual account plan if not more than 1 
percent of an employees eligible compensa-
tion deposited to the plan as an elective de-
ferral (as so defined) is required to be in-
vested in the qualifying employer securities. 

(b) EFFECTIVE DATE.—(1) IN GENERAL.—The 
amendments made by this section shall 
apply to employer securities and employer 
real property acquired after the beginning of 
the first plan year beginning after the 90th 
day after the date of enactment of this Act. 

(2) SPECIAL RULE FOR CERTAIN ACQUISI-
TIONS.—Employer securities and employer 
real property acquired pursuant to a binding 
written contract to acquire such securities 
and real property in effect on the date of en-
actment of this Act and at all times there-
after, shall be treated as acquired imme-
diately before such date. 

DASCHLE AMENDMENT NO. 565 

Mr. ROTH (for Mr. DASCHLE) pro-
posed an amendment to the bill, S. 949, 
supra; as follows: 

Beginning on page 189, line 24, strike ‘‘and’’ 
and all that follows through page 190, line 1, 
and insert the following: 

‘‘(III) capital expenditures related to rail 
operations for Class II or Class III rail car-
riers in the State, 

‘‘(IV) any project that is eligible to receive 
funding under section 5309, 5310, or 5311 of 
title 49, United States Code, 

‘‘(V) any project that is eligible to receive 
funding under section 130 of title 23, United 
States Code, and 

‘‘(VI) the payment of interest. 

Mr. DASCHLE. Mr. President, I ask 
unanimous consent that additional ma-
terial be printed in the RECORD. 

There being no objection, the mate-
rial was ordered to be printed in the 
Record, as follows: 
DASCHLE AMENDMENT TO S. 949 TO EXPAND 

USES OF INTERCITY PASSENGER RAIL FUND 
FOR NON-AMTRAK STATES 

LIMITATIONS PROPOSED BY S. 949 

The Finance Committee bill creates an 
Intercity Passenger Rail Fund financed by 
0.5 cent per gallon of the federal fuel excise 
taxes primarily to finance Amtrak. The bill 
also sets aside 1% of annual program funds 
per year for each state with no Amtrak serv-
ice. The six states currently lacking Amtrak 
service are South Dakota, Wyoming, Okla-
homa, Maine, Alaska and Hawaii. However, 
the bill limits the use of those funds by non- 
Amtrak States to: (1) intercity passenger 
rail or bus service capital improvements and 
maintenance, or (2) The purchase of inter- 
city passenger rail services from the Na-
tional Railroad Passenger Corporation. 

PROBLEMS POSED TO NON-AMTRAK STATES 

South Dakota and some of the other non- 
Amtrak states have no passenger rail service 
and only limited intercity bus service. This 
type of funding would not significantly ben-
efit these states, nor could they wisely in-
vest funds in such service. 

AMENDMENT ALLOWS NON-AMTRAK STATES TO 
USE FUNDS PRODUCTIVELY 

The amendment would expand the use of 
funding provided to non-Amtrak states 
under this provision to include the expendi-
ture of such funds for: 

1. Rural and public transportation projects 
that are eligible for funding under Sections 
5309 (discretionary transit-urban areas), 5310 
(transit capital for the elderly and handi-
capped), and 5311 (rural transit capital and 

operations) of Title 49 USC. Rural public 
transportation (a portion of which is inter-
city in nature in transporting elderly and 
disabled from small towns to larger cities for 
medical care, shopping and other purposes, 
as well as providing local nutritional needs 
and mobility) is extremely important and 
needed in South Dakota in order to deal with 
the vast aging population in a sparsely popu-
lated area. During FY 1996 in the State, rural 
public transportation operators provided 
1,114,672 rides and traveled 2,102,414 miles 
transporting the elderly and disabled of 
which over 50% of the rides were for medical, 
employment and nutritional needs. However, 
only about two-thirds of the State currently 
has access to limited Public Transportation, 
and over half of the existing transit vehicles 
in the providers’ fleets are older than 7 years 
or have over 1000,000 miles. Therefore this 
funding would address significant public 
transit needs. 

2. Rail/highway crossing safety projects 
that are eligible for funding under Section 
130 of Title 23, USC. Only 219 out of 2025 of 
South Dakota’s rail/highway crossings are 
signalized, and there is a tremendous unmet 
need to improve the safety of rail/highway 
crossings in the state. 

3. Capital expenditures related to rail oper-
ations for Class II and Class III railroads 
within the state. Only railroads that are pri-
marily regional carriers-not large railroads 
would be eligible for assistance. This is ex-
tremely important for states like South Da-
kota which depends on regional carriers and 
has made a major investment on its own and 
currently owns approximately 50% of the rail 
lines operating in the state in order to pro-
vide a core rail transportation system to 
benefit the state’s agricultural economy. 

f 

NOTICE OF HEARING 

COMMITTEE ON ENERGY AND NATURAL 
RESOURCES 

Mr. MURKOWSKI. Mr. President, I 
would like to announce for the public 
that two joint oversight hearings have 
been scheduled before the Committee 
on Energy and Natural Resources and 
the House Resources Committee. 

The hearings will take place Wednes-
day, July 9, 1997 at 11 a.m. and Thurs-
day, July 10, 1997 at 9:30 a.m. in room 
SD–366 of the Dirksen Senate Office 
Building in Washington, D.C. 

The purpose of the hearings is to re-
ceive testimony on the Final Draft of 
the Tongass Land Management Plan as 
the first step in the congressional re-
view process provided by the 1996 
amendments to the Regulatory Flexi-
bility Act. 

Those who wish to submit written 
statements should write to the Com-
mittee on Energy and Natural Re-
sources, U.S. Senate, Washington, D.C. 
20510. For further information, please 
call Judy Brown or Mark Rey at (202) 
224–6170. 

f 

AUTHORITY FOR COMMITTEES TO 
MEET 

COMMITTEE ON COMMERCE, SCIENCE, AND 
TRANSPORTATION 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the Committee on 
Commerce, Science and Transportation 
be authorize to meet on Thursday, 
June 26, 1997, at 2 p.m. on pending com-
mittee business. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON ENERGY AND NATURAL 
RESOURCES 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the Committee on 
Energy and Natural Resources be 
granted permission to meet during the 
session of the Senate on Thursday, 
June 26 for purposes of conducting a 
Subcommittee on Forests and Public 
Land Management hearing which is 
scheduled to begin at 9:30 a.m. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON ENERGY AND NATURAL 
RESOURCES 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the Committee on 
Energy and Natural Resources be 
granted permission to meet during the 
session of the Senate on Thursday, 
June 26 for purposes of conducting a 
Subcommittee on National Parks, His-
toric Preservation, and Recreation 
hearing which is scheduled to begin at 
2 p.m. 

THE PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON GOVERNMENTAL AFFAIRS 
Mr. ROTH. Mr. President, I ask unan-

imous consent on behalf of the Govern-
mental Affairs Committee to meet on 
Thursday, June 26, at 4 p.m. for a busi-
ness meeting on issues relating to the 
matter of issuing subpoenas for the 
special investigation hearings. 

THE PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON SMALL BUSINESS 
Mr. ROTH. Mr. President, I ask unan-

imous consent that the Committee on 
Small Business be authorized to meet 
during the session of the Senate on 
Thursday, June 26, 1997, to markup leg-
islation pending in the Committee. The 
markup will begin at 9:30 a.m. in room 
428A of the Russell Senate Office Build-
ing. 

THE PRESIDING OFFICER. Without 
objection, it is so ordered. 

SUBCOMMITTEE ON CLEAN AIR, WETLANDS, 
PRIVATE PROPERTY, AND NUCLEAR SAFETY 
Mr. ROTH. Mr. President, I ask unan-

imous consent that the Subcommittee 
on Clean Air, Wetlands, Private Prop-
erty, and Nuclear Safety be granted 
permission to conduct an oversight 
hearing Thursday, June 26, 1997, 9:30 
a.m., Hearing Room (SD–406), on recent 
administrative changes and judicial de-
cisions relating to Section 404 of the 
Federal Water Pollution Control Act. 

THE PRESIDING OFFICER. Without 
objection, it is so ordered. 

SUBCOMMITTEE ON INTERNATIONAL ECONOMIC 
POLICY, EXPORT AND TRADE PROMOTION 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the Subcommittee 
on International Economic Policy, Ex-
port and Trade Promotion of the Com-
mittee on Foreign Relations be author-
ized to meet during the session of the 
Senate on Thursday, June 26, 1997, at 
9:30 a.m. to hold a hearing. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 
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SUBCOMMITTEE ON INVESTIGATIONS 

Mr. ROTH. Mr. President, I ask unan-
imous consent that the Permanent 
Subcommittee on Investigations of the 
Committee on Governmental Affairs, 
be authorized to meet during the ses-
sion of the Senate on Thursday, June 
26, 1997, to hold a hearing on the preva-
lence of waste fraud and abuse in the 
health care industry, with particular 
focus on Medicare. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

SUBCOMMITTEE ON SECURITIES 
Mr. ROTH. Mr. President, I ask unan-

imous consent that the Subcommittee 
on Securities of the Committee on 
Banking, Housing, and Urban Affairs 
be authorized to meet during the ses-
sion of the Senate on Thursday, June 
26, 1997, to conduct an oversight hear-
ing on Social Security investments in 
the securities markets. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

f 

ADDITIONAL STATEMENTS 

DAVID G. UNGER, ASSOCIATE 
CHIEF OF THE USDA FOREST 
SERVICE 

∑ Ms. SNOWE. Mr. President, I would 
like to take a few minutes to recognize 
a distinguished civil servant and new 
resident of the State of Maine. 

My colleagues know the value of hav-
ing experienced, wise, and seasoned 
legislators in our midst to work 
through many of the difficult and com-
plex issues we face on a daily basis. We 
can all appreciate the tremendous loss, 
therefore, at the Department of Agri-
culture when Associate Chief Dave 
Unger retires from his post at the For-
est Service at the end of this month. 

Mr. Unger has 40 years of experience 
working with natural resource issues 
in the public arena. Most recently he 
has been second in command at the 
Forest Service, engaged in the manage-
ment of the National Forest System, 
the Forest Service research priorities, 
State and private forestry programs, 
international forestry issues, and ad-
ministrative responsibilities. As one of 
the most heavily forested States in the 
country, Maine has benefitted from his 
leadership through technical assistance 
to landowners, advanced wood products 
manufacturing technology from the re-
search program, and recreational op-
portunities in our own corner of the 
White Mountain National Forest. 

In addition to serving as Associate 
Chief for the Forest Service, Mr. Unger 
was Deputy Assistant Secretary for 
Natural Resources and Environment, 
Associate Chief for the Soil Conserva-
tion Service, executive vice president 
of the National Association of Con-
servation Districts, Director of the 
Pennsylvania State Soil and Water 
Commission, among other leadership 
posts in the natural resources and con-
servation arena. 

Recently, Mr. Unger was honored by 
the President of the United States with 

a Distinguished Executive Rank 
Award. In 1991, President Bush awarded 
him the Presidential Meritorious Exec-
utive Rank Award. He is a fellow of the 
Soil and Water Conservation Society 
and has been recognized by many other 
organizations for his contributions 
over a long and productive career help-
ing farmers, conserving forests and 
protecting wildlife. 

I am also pleased to say that Mr. 
Unger has chosen one of the most beau-
tiful places in the world to retire with 
his wife, Carolyn. He will become a per-
manent resident of Maine where I am 
sure our communities, farmers, for-
esters, and others will continue to reap 
the benefits of his illustrious career. I 
want to welcome the Ungers Downeast, 
congratulate Mr. Unger on a full and 
productive career, and wish them both 
the best in their retirement in Maine.∑ 

f 

TRIBUTE TO MRS. MERRILL CATT 
AND THE RICE PADDY KIDS 

∑ Mr. BUMPERS. Mr. President, I rise 
today to pay tribute to Mrs. Merrill 
Catt, a speech therapist in the Weiner, 
AR, public school system and eight of 
her students who participated in a 
year-long project entitled ‘‘The Rice 
Paddy Kids’’. This project was designed 
to teach economics and provide hands- 
on learning experience to the students 
who ranged from third to eighth grade 
and were receiving speech/language 
therapy and resource services. 

Because the students live in the 
heart of the rice-producing region of 
Arkansas, which is the leading rice- 
producing State in the United States, 
the project focused on the production 
and marketing of rice. In the initial 
phase of the project the students gath-
ered information and knowledge about 
rice and its economic impact locally 
and nationally. The second phase of the 
project consisted of hands-on learning 
opportunities as the students planned, 
advertised, and produced products con-
taining rice and marketed their prod-
ucts to the student body and the com-
munity. In addition to the applications 
of economic concepts and basic skills 
contained in each phase, curriculum 
activities were incorporated to im-
prove the students’ individual language 
deficiencies. The students concluded 
the project by planning and imple-
menting a rice banquet for their par-
ents, business supporters, teachers, 
school administration and community 
members. 

What I’ve just summarized in several 
paragraphs takes many long hours of 
hard work and dedication to plan, orga-
nize, and implement. This is the second 
economic project Mrs. Catt has suc-
cessfully undertaken to expand the 
knowledge and capabilities of her 
speech and language students, and I 
commend her for her initiative and 
willingness to go the extra mile for the 
benefit of her students and school. In 
addition to teaching these students 
about rice, she has shown them what 
can be accomplished when the impor-

tant principles of responsibility, co-
operation, perseverance, and innova-
tion are utilized. I also congratulate 
the eight ‘‘Rice Paddy Kids’’ for a job 
well done. Not only are these students 
the benefactors of the project but they 
are an integral part of its success. 
While educating and helping them-
selves, they also educated and bene-
fited their school and community. 

There are many school systems in 
Arkansas that are larger in terms of 
student population and funding than 
the Weiner school system. However, 
the accomplishments of Mrs. Catt and 
‘‘The Rice Paddy Kids’’ are a perfect 
example of how bigger is not always 
better. They have demonstrated a prin-
ciple in which I firmly believe: being 
from a small town is no excuse not to 
think big and achieve great things.∑ 

f 

TRIBUTE TO FLIP KLEFFNER 

∑ Mr. CRAIG. Mr. President, today I 
would like to take a few moments to 
pay tribute to Flip Kleffner who, after 
a long and distinguished career as Uni-
versity of Idaho alumni director, will 
be retiring June 30. 

I take a personal interest in his re-
tirement because, as a fellow Univer-
sity of Idaho graduate, I’ve been the 
beneficiary of all his work. 

Flip has served as alumni director for 
the past 15 years and has been involved 
with the University of Idaho most of 
his life. He is a former student body 
president and was a standout athlete 
who excelled at basketball, baseball, 
and football. In fact, he still holds the 
school record for the longest punt at 82 
yards. 

Flip has always made everything he 
does a very personal effort. In that re-
gard, he’s a tremendous example of 
how one person really can make a dif-
ference. He has quietly given countless 
hours of volunteer service to his com-
munity—in everything from youth 
sports to education—without expecting 
anything in return. 

In addition, his efforts to continually 
improve the quality of education in 
Idaho have helped the State keep its 
best and brightest at home. 

Flip has a wonderful sense of humor 
and is one of the most personable, 
pleasant people I have ever had the 
privilege of knowing. He will be greatly 
missed at the university, but I’m con-
fident he’ll remain an active force for 
good on campus—even in retirement. 

He has had a remarkable career and I 
wish him all the best now as he enters 
this new chapter in his life.∑ 

f 

TRIBUTE TO DR. DAN DOYLE 

∑ Mr. ROCKEFELLER. Mr. President, 
improvements in health care provide 
America with a sense of security. 
Knowing there are advancements in 
the medical field every day gives peo-
ple hope that someday we will find 
cures for cancer, AIDS, leukemia, and 
other serious diseases. Although these 
advancements are notable, we cannot 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00162 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6555 June 26, 1997 
forget the small town doctors who are 
doing their part to help our fellow citi-
zens stay healthy and fight medical 
problems. 

That is why I take this opportunity 
to express admiration and appreciation 
for an outstanding West Virginia phy-
sician. Dr. Daniel B. Doyle has recently 
received the 1997 National Rural Health 
Association’s Practitioner of the Year 
Award. 

For 20 years, Dr. Doyle has served the 
health care needs of southern, rural 
West Virginia. Since 1977, he has di-
rected the New River Family Health 
Center in Scarbro, WV. As its director, 
Dr. Doyle developed all the clinical 
systems, recruited staff, and helped 
guide the center’s institutional policy, 
budget, and strategic planning. As a re-
sult of his tremendous efforts, the cen-
ter now serves a county of over 50,000 
people. 

Today Dr. Doyle is a full-time family 
physician for the New River Family 
Health Center. Along with serving as 
the Director of Medical Education for 
the New River Health Association, he 
is also the director of the Fayette, Ra-
leigh, and Nicholas rural health initia-
tive consortium. As a small part of his 
endeavors with the New River Health 
Association, Dr. Doyle also works with 
the Hidden Valley Health Care Center, 
a 60-bed nursing home. 

One of Dr. Doyle’s colleagues, 
Jacquelynn A. Copenhaver, coordinator 
of the Rivers and Bridges Rural Health 
Education Partnerships Consortium, 
said, ‘‘Doyle is involved in his commu-
nity through his willingness to serve 
his patients whenever the need arises. 
He does not hesitate to make home vis-
its, and by making those home visits, 
he meets the needs of the families of 
his patients as well as the needs of the 
patients themselves.’’ 

I am extremely proud that one of this 
country’s finest doctors is dedicated to 
serving the people of West Virginia. 
Knowing that the health of West Vir-
ginians is in such capable hands, I have 
added confidence that the future health 
of our State and Nation will get better 
and better.∑ 

f 

COMMENCEMENT ADDRESS OF 
PATRICIA FERRONE 

∑ Mr. KERRY. Mr. President, I was 
given the opportunity recently to read 
a speech prepared by my Executive As-
sistant, Patricia Ferrone, on the occa-
sion of her graduation from the Univer-
sity of Maryland University College. I 
think this speech embodies many of 
the ideals we often talk about here on 
the floor of the United States Senate, 
and I commend all of our colleagues to 
take a moment and read her very 
thoughtful and insightful perspectives 
on education today. I ask it be printed 
in the RECORD. 

The speech follows: 
COMMENCEMENT ADDRESS, UNIVERSITY OF 

MARYLAND CLASS OF 1997 
My name is Patricia Ferrone, and two 

years ago I enrolled in the Open Learning 

program at the University of Maryland Uni-
versity College. Today, I am thrilled to be a 
member of the University of Maryland’s 
class of 1997. 

Twenty years ago, I adhered to a strict in-
terpretation of Mark Twain’s adage that you 
should never let schooling interfere with 
your education. After all, how in the world 
was I to get on with my life if all I did was 
go to school? How could I find a good job, 
make a living, and gain experience if all I did 
was sit in a classroom? 

What I didn’t realize then was that edu-
cation is not designed to limit our experi-
ence, but to broaden our perspective. I didn’t 
realize that education is a rite of passage 
from darkness to light, from ignorance to 
analysis, from having a narrow vision to ac-
quiring a sweeping view of the immense, 
rich, and colorful world around us, and from 
living in one moment in space and time to 
understanding ourselves and our place in his-
tory and in the universe. 

Twenty years ago, I didn’t realize that edu-
cation is much more than day to day experi-
ences in a limited world. But today, I know 
that education is the difference between 
being and becoming; it is discovering that 
the world I live in is not the only world that 
exists. Today I know that education is time-
less, and I’ve learned that education is a rite 
of passage to a true understanding of soci-
ety, the world, and ultimately of ourselves. 

The education we’ve been lucky enough to 
receive here at the University of Maryland, 
has not been about sitting in a classroom 
and learning to parrot mathematical func-
tions or names and dates, or other people’s 
ideas. It is more fundamental. Here, we have 
been taught how to think for ourselves and 
how to look into ourselves and our history 
and learn the reference points of civilization 
so that we fully comprehend and appreciate 
the times in which we live. 

Therefore, it is important for all of us to 
understand that the education we have ac-
quired here is not some kind of job training 
program. Because if we think it is, if we 
treat it like it is, then we will have failed, 
for we will have trapped ourselves in our 
time, never understanding that civilization 
is a continuing journey, and that there is a 
precedence for our failures and our success, 
and we must learn what they are. 

Our society and our personal lives will al-
ways contain areas of uncertainty and confu-
sion; we will always be confronted by more 
questions than answers. Education alone will 
never be a panacea for curing society’s ills or 
for defeating our own personal challenges. 
But I am convinced that obtaining an edu-
cation is a moral imperative for improving 
the quality of our own individual lives and, 
ultimately, improving the quality of life 
around us. Today I am certain that edu-
cation is the key to the treasures of the uni-
verse, and it is also the key that unlocks the 
riches that lie inside each of us. 

Over the past several years, we have all 
worked hard to earn our degrees. During the 
process, we were confronted by the anxieties 
of new possibilities, but our commitment to 
our goal inspired us to meet the challenge. 
We all refused to believe that we had limita-
tions. So our graduation today is a personal 
rite of passage that we should all be proud of 
and should celebrate. But, my hope for all of 
us is that the passion that drove our com-
mitment does not end here. 

I can stand before you now and say with 
certainty that Mark Twain and I were 
wrong. It is through schooling that we learn 
the broader view of where we have been, and 
therefore understand where we are, so that 
we can logically think about where we want 
to go. I know the education I have received 
here has been my compass. It has set me on 
course and given me direction. 

I am eternally grateful to all my instruc-
tors and to the University of Maryland Uni-
versity College for making this experience 
one of the richest and most profound learn-
ing experiences of my life. Now I understand 
that education is the catalyst that turns 
knowledge and experience into wisdom—and 
gaining wisdom is more than a rite of pas-
sage, it is a lifetime process.∑ 

f 

COMMENTS BY SENATOR SNOWE 
AT WOMEN’S SUFFRAGE STATUE 
REDEDICATION 

∑ Ms. SNOWE. Mr. President, I would 
like to share with my colleagues a 
speech I gave today at the rededication 
ceremony for the Suffrage Statue. I 
ask that my speech be printed in the 
RECORD. 

The speech follows: 
Thank you, Lynn, for that kind introduc-

tion. It is a pleasure and honor to be here on 
a day that recognizes the importance of the 
role of women in our nation. Speaker Ging-
rich, you honor us with your presence and 
the women of America appreciate your ef-
forts and support in returning this statue to 
its rightful place. And I would also like to 
commend Karen Staser and Joan Meecham, 
co-chairs of the Women’s Suffrage Statute 
Campaign—what a wonderful day this must 
be to see your hard work come to fruition in 
such a splendid fashion. 

And make no mistake: this effort has 
meant a great deal of hard work, and the col-
leagues I join today deserve special recogni-
tion for their tireless crusade to ensure that 
this statue is part of these hallowed halls. 
The outstanding attendance at this cere-
mony here in the Rotunda speaks to the 
symbolic importance of this re-dedication. 

As you know, for years this statue was rel-
egated to the crypt beneath our feet. In fact, 
a fitting title for the story of the women’s 
suffrage statue could be ‘‘Tales from the 
Crypt’’. While Lady Liberty has stood proud-
ly atop the dome of the United States Cap-
itol, the ladies who fought to make that lib-
erty real for women have languished in its 
basement. 

In 1995 when a number of us sought the re-
location of the statue to its originally in-
tended spot—the Rotunda—we thought that 
it was a little thing to ask. We never could 
have imagined that this request, which on 
its merits seemed so straightforward, would 
become so problematic. The bottom line is, 
the debate should not have been about the 
weight of the statue, but the weight of an ar-
gument . . . and the worth of a just cause. 
When Susan B. Anthony said, ‘‘What is this 
little thing we are asking for? It seems so 
little, yet it is everything’’ she was talking 
about a woman’s right to vote—but she could 
have been speaking about the moving of her 
own statue. 

The difficult and circuitous journey these 
ladies have had from Crypt to Rotunda is in 
many ways emblematic of women’s struggles 
for justice and equality throughout our his-
tory. For too long, women in this country 
had to endure the myth of what—or where— 
a ‘‘woman’s place’’ should be. According to 
the out-of-date stereotype, a woman’s place 
used to be only in the parlor, the kitchen, 
and, I suppose, the crypt. Since then, a lot 
has changed. Today, a woman’s place is in 
the House, the Senate, and yes, in the Ro-
tunda. 

But it was not always this way. It took 73 
long years beginning at the Seneca Falls 
Convention in 1848—spanning two centuries, 
eighteen Presidencies, and three wars—for 
women to get the right to vote. That’s what 
it took before women won the right to shape 
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their destinies through full participation in 
this republic. 

Well, it’s hard to believe that it has taken 
them 76 more years—and fourteen more 
Presidencies—to earn a place of dignity for 
these three women who fought valiantly for 
that right . . . three women who changed 
America—Susan B. Anthony, Elizabeth Cady 
Stanton, and Lucretia Mott. 

But the day has finally arrived and I am 
extremely pleased to help celebrate their 
long-overdue ‘‘change of address’’, one that 
is fitting for the accomplishments they be-
stowed on a grateful nation. There is no 
question about the symbolic importance of 
their new home. The Rotunda is the epi-
center, if you will, of our American democ-
racy. The Rotunda is ‘‘the symbolic and 
physical heart of the United States Capitol’’, 
according to the Architect of the Capitol. 

What that means is simply this: what 
adorns the Rotunda matters. And having this 
statue here will matter to the throngs of 
Americans who come to Washington to be in-
spired by its symbolism. It will matter to 
the young girls who tours The Capitol and 
ask of the significance of these heroines. And 
it matters that visitors from the furthest 
flung reaches of the globe leave with no 
doubt about the importance we place on the 
participation of women in the greatest de-
mocracy that this world has ever seen. 

The Rotunda’s gilded halls will now not 
only reverberate with the images of our fore-
fathers, but with our foremothers as well. 
Granted, the statues and monuments that 
have inhabited the Rotunda are of great men 
whose words and actions bequeathed a na-
tion and people who today stand alone at the 
summit of civilization. 

But we also know that women have played 
their roles in reaching the summit, as did 
these three women—Susan B. Anthony, 
Lucretia Mott, and Elizabeth Cady Stan-
ton—in dedicating their lives to getting 
women into voting booths and out of the 
shadows of civic life. How could we do no less 
than to fight to bring their memory out of 
the shadows of the Crypt? After all, if we are 
to celebrate all that women have accom-
plished in America, we must celebrate those 
who gave life to our dreams. If we are to ap-
preciate all that we have, we must appre-
ciate those who fought for our opportunity 
to have it. And if we are to exercise our 
rights with strength and wisdom, we must 
understand that they came to us not by enti-
tlement but by struggle. 

As we bring the likenesses of these women 
into the light of day, so too do we take a step 
toward bringing history into the light of 
truth. Because for too long, women were the 
forgotten lines in the narrative of human-
kind. As these great ladies finally receive 
the recognition they have earned, let their 
spirit inspire us to honor and study other he-
roic women in history who also deserve rec-
ognition—like Sojourner Truth, who spoke 
so eloquently for African-American women. 
Indeed, it is my sincere hope that Sojourner 
Truth will soon join these ladies in the Ro-
tunda where a woman of her courage and 
stature belongs. 

Truth and her remarkable story also high-
lights the importance of the effort that has 
begun to create a National Women’s History 
Museum. When you consider that we have 
memorialized Archie Bunker’s chair and 
Norm’s bar stool in a museum in the Na-
tion’s Capital—and I think that’s fine—it’s 
not unreasonable to think that there should 
be a place in Washington to memorialize all 
that women have contributed to America. 

That’s why I spearheaded a letter last 
month to President Clinton, signed by 20 of 

my Senate colleagues, urging him to estab-
lish a Task Force responsible for developing 
such a museum. This museum will ensure 
that women’s accomplishments are never 
again relegated to the cellar of the annals of 
history. 

So let us celebrate today and honor these 
three great American women. They had 
courage. They had tenacity. They had 
strength. And they’ve certainly had pa-
tience. 

It’s been 76 years since our country began 
to fulfill Susan B. Anthony’s vision of ‘‘Men, 
their rights and nothing more; women, their 
rights and nothing less’’. It was the first dra-
matic step toward the realization that a 
country founded on the vestment of power in 
the people would not survive if over half 
those people were silenced. Let the story 
these women have to tell be silenced no 
longer. Let everyone who passes through this 
grandest of buildings forever hear their 
voices, and be inspired by lives led in pursuit 
of justice. 

f 

MEMORIAL TO KRISTY DANIELLE 
VAUGHN 

∑ Mr. ALLARD. Mr President, Kristy 
Danielle Vaughn, daughter of Gary and 
Kelli Vaughn, of Joes, Co, was a prom-
ising young student about to report for 
duty this month at the United States 
Military Academy at West Point. She 
had been nominated for an appoint-
ment there by former U.S. Senator 
Hank Brown and myself when I served 
in the U.S. House of Representatives. 

She was a leader in her high school 
government, 4–H Club, sports, and 
school organizations, and received nu-
merous awards in all areas. With all 
these responsibilities, she also gave 
much of her time to the duties of her 
family’s farm. This bright young 
woman was suddenly killed in an auto 
accident recently as she was on her 
way to the All State Basketball finals 
in Greeley, CO. 

Kristy very actively contributed her 
time and talents to her school and her 
community. She will be greatly missed 
in Joes, and her opportunities and con-
tributions at West Point will never be 
realized. ∑ 

f 

TRIBUTE TO THE COMMUNITY OF 
MATTAWA, WA 

∑ Mr. GORTON. Mr. President, last 
weekend, I had the opportunity to 
spend time along the banks of the Co-
lumbia River in the town of Mattawa, 
WA. I held a field hearing there to ex-
plore various proposals to preserve a 
stretch of the Columbia River’s pris-
tine beauty, and to ensure that one of 
our State’s great natural assets re-
mains protected. 

The community of Mattawa opened 
its doors to me, to my staff, and to all 
of those who testified at and attended 
the public hearing, which attracted 
nearly 1,000 people. I want to thank the 
people of the community who so gener-
ously welcomed us, and worked so dili-
gently to ensure that our hearing was a 
success. Without their attention to de-

tail and enthusiasm, such civil dis-
course in so comfortable a setting 
would not have been possible. We could 
not have asked for finer hosts. 

Our public hearing was held at the 
Saddle Mountain Intermediate School, 
in Mattawa. I would especially like to 
thank Dr. Bill Miller, superintendent 
of the Wahluke School District for all 
of his efforts on our behalf. Also, I 
would like to thank all of those in law 
enforcement, the school staff, and the 
volunteers who made our hearing such 
a success: 

Mattawa Mayor Judy Essor; Ms. Luz 
Juarez-Stump, Saddle Mountain Inter-
mediate School principal; Ms. Karen 
Hilliker, Saddle Mountain Inter-
mediate School secretary; Mr. Mike 
Holland, Middle School principal; Mary 
Jane Holland, Wahluke School District 
staff; Mr. Steven Buckingham, teacher 
and advisor for the class of 1998; Ms. 
Lark Moore, Ms. Polly Weeks and Ms. 
Marlene Bird, staff for the Wahluke 
School District; Students from the 
Wahluke High School class of 1998, who 
provided us with wonderful refresh-
ments; Andrea Eckenbuerg, chair-
woman of the parent volunteers; Mr. 
Scott Egan, technical director for the 
school; Mr. Tim Schrag, maintenance 
supervisor; Chief of Policy Randy 
Blackburn and Chief Criminal Deputy 
Bryan Pratt who coordinated security 
for us. 

These individuals made our visit 
comfortable and enjoyable, and I hope 
some day soon to be able to return to 
this beautiful, friendly part of our 
State. 

Thank you all.∑ 

f 

TRIBUTE TO DR. JOHN MATHER 

∑ Mr. SARBANES. Mr. President, it 
gives me great pleasure to rise today to 
recognize Dr. John Mather, a senior as-
trophysicist from Hyattsville, MD, who 
works at the nearby Goddard Space 
Flight Center [GSFC] in Greenbelt, 
MD. Dr. Mather has risen to the top of 
his field and was recently elected to 
the National Academy of Sciences for 
his distinguished and continued 
groundbreaking achievements in the 
area of original research. 

As a senior Astrophysicist at God-
dard, Dr. Mather serves as a Study Sci-
entist for the Next Generation Space 
Telescope, which will be a successor to 
the Hubbel Space Telescope. He also 
serves as chair of the Anomaly Review 
Board for the HST NICMOS Instru-
mental as PI for the ARCADE/DIMES 
mission studies, as PI for a Long Term 
Astrophysics grant for the study of the 
anisotropy of the cosmic IR back-
ground, as well as other projects that 
will advance science well into the next 
century. 

Since joining NASA in 1974, Dr. 
Mather has received a number of com-
mendations and awards for his cutting 
edge work in the demanding field of as-
trophysics. Among his accomplish-
ments are the Group Achievement 
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Award from GSFC, the Exception 
Achievement Award, the John C. Lind-
say Memorial Award, the Group 
Achievement Award, the Rotary Na-
tional Space Achievement Award, the 
National Air and Space Museum Tro-
phy, the American Institute of Aero-
nautics and Astronautics Space 
Science Award, an Honorary Doctor of 
Science Degree from Swarthmore Col-
lege, and the Rumford Prize from the 
American Academy of Arts and 
Sciences. 

In recent years, Dr. Mather has con-
tinued to publish on the topic of the 
COBE FIRAS Spectrum, the Far Infra-
red Absolute Spectrophotometer on the 
Cosmic Background Explorer and other 
topics, always maintaining his grasp of 
current scientific discoveries. 

A native of New Jersey, Dr. Mather 
grew up on the Rutgers University 
Dairy Research Station where his fa-
ther worked as a geneticist. He went on 
to graduate from Swarthmore College 
with highest honors in Physics. He re-
ceived his doctorate in Physics in 1974 
from the University of California at 
Berkeley. We in Maryland are cer-
tainly delighted that he has since de-
cided to become a member of the Hy-
attsville community and a prominent 
member of the NASA presence in the 
state. 

Mr. President, Dr. Mather’s election 
to the National Academy of Sciences is 
a tremendous milestone in this public 
servant’s already magnificent career. 
As Dr. Mather continues to be a rising 
star in the astrophysics community it 
is truly an honor to recognize this fine 
Marylander for his accomplishments 
and I wish him continued success in fu-
ture endeavors.∑ 

f 

BALANCED BUDGET 
RECONCILIATION ACT OF 1997 

∑ Mr. SPECTER. Mr. President, I wish 
to explain my vote against waiving the 
Budget Act on the point of order raised 
by Senator ROCKEFELLER yesterday 
concerning the provisions in S. 947 on 
balance billing in the Medicare Pro-
gram. 

The Balanced Budget Act of 1997 in-
cludes a new Medicare Choice Program, 
allowing Medicare beneficiaries for the 
first time to choose from a wide range 
of options for receiving their Medicare 
coverage, including traditional fee-for- 
service plans, private fee-for-service 
plans, provider sponsored organiza-
tions, medical savings accounts, health 
maintenance organizations, and pre-
ferred provider organizations. 

Within the context of Medicare 
Choice, there is an issue as to whether 
current law Medicare balance billing 
requirements should apply across the 
board. Under the Medicare Program, 
balance billing refers to the arrange-
ment in which the Federal Government 
pays doctors at a given rate for treat-
ing a patient and doctors can charge up 
to a specific percentage above that 
amount. 

This legislation exempts from bal-
ance billing requirements the new pri-

vate fee-for-service plans and medical 
savings accounts. If the Rockefeller 
point of order were sustained and the 
exemptions eliminated, doctors would 
be less likely to participate in the 
Medicare Choice Program’s fee-for- 
service or medical savings account op-
tions because balance billing would cap 
their charges. As a result, seniors 
would have fewer options for medical 
care under this new program. I would 
note that under this legislation, no 
senior citizen would be required to 
choose any specific option, and each 
person can analyze all of the options to 
determine which best suits his or her 
individual health care needs. Further, 
balance billing will still remain in ef-
fect for the other options under Medi-
care Choice. Accordingly, in order to 
maximize choices for Medicare bene-
ficiaries, I supported the motion to 
waive the Budget Act to overcome the 
Rockefeller point of order.∑ 

f 

SUPREME COURT STRIKES DOWN 
THE COMMUNICATION DECENCY 
ACT 

∑ Mr. FEINGOLD. Mr. President, I rise 
to applaud today’s U.S. Supreme Court 
decision striking down the Commu-
nications Decency Act as an unconsti-
tutional restriction of free speech on 
the Internet, affirming the 1996 lower 
court decision. 

In striking down the provisions of 
the CDA, which effectively censors the 
speech of adults on the Internet, the 
Court stated ‘‘We agree with the Dis-
trict Court’s conclusion that the CDA 
places an unacceptably heavy burden 
on protected speech.’’ The Court con-
cluded that the CDA ‘‘threatens to 
torch a large segment of the Internet 
community.’’ 

Mr. President, this decision is a vic-
tory not only for Internet users, it is a 
victory for all Americans who hold the 
first amendment right to free speech 
among their most cherished rights. 

The Senator from Vermont [Senator 
LEAHY] and I spoke in opposition to the 
CDA when it was first brought to the 
Senate floor in 1995 during consider-
ation of the Telecommunications Act. 
The high court decision pointed out the 
many flaws of the CDA that the Sen-
ator from Vermont and I raised before 
the legislation was approved. Among 
other concerns, we pointed out that in-
decency restrictions which have been 
upheld when applied to other media, 
were unconstitutional when applied to 
the Internet due to its unique nature. 
We urged our colleagues to study the 
problem and the potential solutions 
more carefully before they rushed 
headlong to pass what we knew to be 
unconstitutional legislation. Ulti-
mately, the CDA passed the Senate in 
June 1995 with only 2 hours of debate 
and no Congressional hearings. The 
lack of congressional consideration of 
the CDA’s problems was among the 
reasons cited by the Court in its find-
ing that the act violated the first 
amendment. In failing to carefully ex-

amine the problem, the Congress mere-
ly tied the CDA up in Court for over a 
year while getting no closer to its goal 
of protecting children on the Internet. 

Both the Supreme Court, and the 
lower court before it, conducted an ex-
haustive review of the nature of the 
Internet and of the technologies that 
exist to protect children and concluded 
that the CDA was an unconstitutional 
restriction on the free speech of adults 
that was not narrowly tailored to the 
goal of protecting kids on the Net. 

Specifically, Mr. President, the Su-
preme Court found that: 

Other laws restricting speech that 
have been upheld by the Supreme 
Court are substantially different from 
the CDA. Fundamentally, the Court de-
termined that unlike other media that 
have been subject to some speech re-
strictions, the Internet receives full 
first amendment protection. Addition-
ally, the Court pointed out that re-
strictions previously upheld by the 
High Court have been time, place and 
manner restrictions, rather than ‘‘con-
tent-based blanket restriction on 
speech.’’ Those differences bring into 
question the constitutionality of the 
CDA rather than confirming it. 

The characteristics of other media 
that have some speech restrictions, 
such as the scarcity of broadcast spec-
trum and the invasive nature of broad-
cast media, do not apply to the Inter-
net. 

The combination of criminal pen-
alties for violations and the vague na-
ture of the ‘‘indecency’’ prohibition 
will chill speech on the Internet be-
cause speakers will not know which 
speech is prohibited and which is ac-
ceptable. 

The breadth of the indecency stand-
ard in the CDA is unprecedented. 

The CDA attempts to protect chil-
dren by suppressing constitutionally 
protected speech of adults. This burden 
of speech is constitutionally unaccept-
able because less restrictive means of 
achieving the Government’s goal are 
available. 

Mr. President, the Supreme Court 
correctly struck down the Communica-
tions Decency Act. While this decision 
precludes enforcement of the act, Con-
gress should act quickly to repeal the 
CDA. It is time to conduct a thorough 
and thoughtful review of constitutional 
methods to protect children on the 
Internet from those who would seek to 
harm them. 

Mr. President, I urge my colleagues 
to read today’s Supreme Court decision 
striking down the Communications De-
cency Act and work toward more effec-
tive solutions to protect our kids.∑ 

f 

THE BALANCED BUDGET ACT OF 
1997 

The text of H.R. 2015, as amended by 
S. 947, is as follows: 

Resolved, That the bill from the House of 
Representatives (H.R. 2015) entitled ‘‘An Act 
to provide for reconciliation pursuant to sec-
tion 104(a) of the concurrent resolution on 
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the budget for fiscal year 1998.’’, do pass with 
the following amendment: 
Strike out all after the enacting clause 

and insert: 
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Balanced Budg-
et Act of 1997’’. 
SEC. 2. TABLE OF TITLES. 

The table of titles for this Act is as follows: 

Title I. Committee on Agriculture, Nutrition, 
and Forestry. 

Title II. Committee on Banking, Housing, and 
Urban Affairs. 

Title III. Committee on Commerce, Science, and 
Transportation. 

Title IV. Committee on Energy and Natural Re-
sources. 

Title V. Committee on Finance. 
Title VI. Committee on Governmental Affairs. 
Title VII. Committee on Labor and Human Re-

sources. 
Title VIII. Committee on Veterans’ Affairs. 

TITLE I—COMMITTEE ON AGRICULTURE, 
NUTRITION, AND FORESTRY 

SEC. 1001. HARDSHIP EXEMPTION. 
Section 6(o) of the Food Stamp Act of 1977 (7 

U.S.C. 2015(o)) is amended— 
(1) in paragraph (2)(D), by striking ‘‘or (5)’’ 

and inserting ‘‘(5), or (6)’’; 
(2) by redesignating paragraph (6) as para-

graph (7); and 
(3) by inserting after paragraph (5) the fol-

lowing: 
‘‘(6) 15-PERCENT HARDSHIP EXEMPTION.— 
‘‘(A) DEFINITIONS.—In this paragraph: 
‘‘(i) CASELOAD.—The term ‘caseload’ means 

the average monthly number of individuals re-
ceiving food stamps during the 12-month period 
ending the preceding June 30. 

‘‘(ii) COVERED INDIVIDUAL.—The term ‘covered 
individual’ means a food stamp recipient, or an 
individual denied eligibility for food stamp bene-
fits solely due to paragraph (2), who— 

‘‘(I) is not eligible for an exception under 
paragraph (3); 

‘‘(II) does not reside in an area covered by a 
waiver granted under paragraph (4); 

‘‘(III) is not complying with subparagraph 
(A), (B), or (C) of paragraph (2); 

‘‘(IV) is not receiving food stamp benefits dur-
ing the 3 months of eligibility provided under 
paragraph (2); and 

‘‘(V) is not receiving food stamp benefits 
under paragraph (5). 

‘‘(B) GENERAL RULE.—Subject to subpara-
graphs (C) through (F), a State agency may pro-
vide a hardship exemption from the require-
ments of paragraph (2) for covered individuals. 

‘‘(C) FISCAL YEAR 1998.—Subject to subpara-
graph (E), for fiscal year 1998, a State agency 
may provide a number of hardship exemptions 
such that the average monthly number of the 
exemptions in effect during the fiscal year does 
not exceed 15 percent of the number of covered 
individuals in the State in fiscal year 1998, as 
estimated by the Secretary, based on the survey 
conducted to carry out section 16(c) for fiscal 
year 1996 and such other factors as the Sec-
retary considers appropriate due to the timing 
and limitations of the survey. 

‘‘(D) SUBSEQUENT FISCAL YEARS.—Subject to 
subparagraphs (E) and (F), for fiscal year 1999 
and each subsequent fiscal year, a State agency 
may provide a number of hardship exemptions 
such that the average monthly number of the 
exemptions in effect during the fiscal year does 
not exceed 15 percent of the number of covered 
individuals in the State, as estimated by the 
Secretary under subparagraph (C), adjusted by 
the Secretary to reflect changes in the State’s 
caseload and the Secretary’s estimate of changes 
in the proportion of food stamp recipients cov-
ered by waivers granted under paragraph (4). 

‘‘(E) CASELOAD ADJUSTMENTS.—The Secretary 
shall adjust the number of individuals estimated 

for a State under subparagraph (C) or (D) dur-
ing a fiscal year if the number of food stamp re-
cipients in the State varies from the caseload by 
more than 10 percent, as determined by the Sec-
retary. 

‘‘(F) EXEMPTION ADJUSTMENTS.—For fiscal 
year 1999 and each subsequent fiscal year, the 
Secretary shall increase or decrease the number 
of individuals who may be granted a hardship 
exemption by a State agency to the extent that 
the average monthly number of hardship exemp-
tions in effect in the State for the preceding fis-
cal year is greater or less than the average 
monthly number of hardship exemptions esti-
mated for the State agency for such preceding 
fiscal year. 

‘‘(G) REPORTING REQUIREMENT.—A State 
agency shall submit such reports to the Sec-
retary as the Secretary determines are necessary 
to ensure compliance with this paragraph.’’. 
SEC. 1002. ADDITIONAL FUNDING FOR EMPLOY-

MENT AND TRAINING. 
Section 16(h) of the Food Stamp Act of 1977 (7 

U.S.C. 2025(h)) is amended by striking para-
graphs (1) and (2) and inserting the following: 

‘‘(1) IN GENERAL.— 
‘‘(A) AMOUNTS.—To carry out employment 

and training programs, the Secretary shall re-
serve for allocation to State agencies, to remain 
available until expended, from funds made 
available for each fiscal year under section 
18(a)(1) the amount of— 

‘‘(i) for fiscal year 1996, $75,000,000; 
‘‘(ii) for fiscal year 1997, $79,000,000; 
‘‘(iii) for fiscal year 1998, $221,000,000; 
‘‘(iv) for fiscal year 1999, $224,000,000; 
‘‘(v) for fiscal year 2000, $226,000,000; 
‘‘(vi) for fiscal year 2001, $228,000,000; and 
‘‘(vii) for fiscal year 2002, $170,000,000. 
‘‘(B) ALLOCATION.—The Secretary shall allo-

cate the amounts reserved under subparagraph 
(A) among the State agencies using a reasonable 
formula (as determined by the Secretary) that 
reflects the proportion of food stamp recipients 
who are not eligible for an exception under sec-
tion 6(o)(3) that reside in each State, as esti-
mated by the Secretary based on the survey con-
ducted to carry out subsection (c) for fiscal year 
1996 and such other factors as the Secretary 
considers appropriate due to the timing and lim-
itations of the survey (as adjusted by the Sec-
retary each fiscal year to reflect changes in each 
State’s caseload (as defined in section 
6(o)(5)(A))). 

‘‘(C) REALLOCATION.—If a State agency will 
not expend all of the funds allocated to the 
State agency for a fiscal year under subpara-
graph (B), the Secretary shall reallocate the un-
expended funds to other States (during the fis-
cal year or the subsequent fiscal year) as the 
Secretary considers appropriate and equitable. 

‘‘(D) MINIMUM ALLOCATION.—Notwith-
standing subparagraph (B), the Secretary shall 
ensure that each State agency operating an em-
ployment and training program shall receive not 
less than $50,000 for each fiscal year. 

‘‘(E) PLACEMENTS.—Of the amount of funds 
reserved for a State agency for a fiscal year 
under subparagraphs (A) through (D), the State 
agency shall be eligible to receive for the fiscal 
year not more than an amount equal to the sum 
of— 

‘‘(i) the product obtained by multiplying— 
‘‘(I) the average monthly number of food 

stamp recipients who during the fiscal year— 
‘‘(aa) are not eligible for an exception under 

section 6(o)(3); and 
‘‘(bb) are placed in and comply with a pro-

gram described in subparagraph (B) or (C) of 
section 6(o)(2), other than a program described 
in subparagraph (A) or (B) of section 6(o)(1); by 

‘‘(II) an amount determined by the Secretary 
to reflect the reasonable cost of efficiently and 
economically providing services that meet the re-
quirements of subparagraph (B) or (C) of section 
6(o)(2) to food stamp recipients described in sub-
clause (I) for the fiscal year, as periodically ad-
justed by the Secretary; and 

‘‘(ii) the product obtained by multiplying— 
‘‘(I) the average monthly number of food 

stamp recipients in activities not described in 
clause (i)(I)(bb) who during the fiscal year are 
placed in and comply with an employment and 
training program; by 

‘‘(II) an amount determined by the Secretary 
to reflect the reasonable cost of efficiently and 
economically providing employment and train-
ing services to food stamp recipients described in 
subclause (I) for the fiscal year that is less than 
the amount determined under clause (i)(II), as 
periodically adjusted by the Secretary. 

‘‘(F) USE OF FUNDS.—Of the amount of funds 
a State agency receives under subparagraphs 
(A) through (E) for a fiscal year, not less than 
75 percent shall be used by the State agency in 
the fiscal year to serve food stamp recipients de-
scribed in subparagraph (E)(i)(I)(aa) who are 
placed in and comply with a program described 
in subparagraph (E)(i)(I)(bb). 

‘‘(G) MAINTENANCE OF EFFORT.—To receive an 
amount reserved under subparagraph (A), a 
State agency shall maintain the expenditures of 
the State agency for employment and training 
programs and workfare programs for any fiscal 
year under paragraph (2), and administrative 
expenses under section 20(g)(1), at a level that is 
not less than 75 percent of the level of the ex-
penditures by the State agency to carry out the 
programs for fiscal year 1996. 

‘‘(2) ADDITIONAL PAYMENTS TO STATES.—If a 
State agency— 

‘‘(A) incurs costs to place individuals in em-
ployment and training programs, including the 
costs for case management and casework to fa-
cilitate the transition from economic dependency 
to self-sufficiency through work; and 

‘‘(B) does not use the funds provided under 
paragraph (1)(A) to defray the costs incurred; 
the Secretary shall pay the State agency an 
amount equal to 50 percent of the costs in-
curred, subject to paragraph (3).’’. 
SEC. 1003. DENIAL OF FOOD STAMPS FOR PRIS-

ONERS. 
(a) STATE PLANS.— 
(1) IN GENERAL.—Section 11(e) of the Food 

Stamp Act of 1977 (7 U.S.C. 2020(e)) is amended 
by striking paragraph (20) and inserting the fol-
lowing: 

‘‘(20) that the State agency shall establish a 
system and take action on a periodic basis— 

‘‘(A) to verify and otherwise ensure that an 
individual does not receive coupons in more 
than 1 jurisdiction within the State; and 

‘‘(B) to verify and otherwise ensure that an 
individual who is placed under detention in a 
Federal, State, or local penal, correctional, or 
other detention facility for more than 30 days 
shall not be eligible to participate in the food 
stamp program as a member of any household, 
except that— 

‘‘(i) the Secretary may determine that extraor-
dinary circumstances make it impracticable for 
the State agency to obtain information nec-
essary to discontinue inclusion of the indi-
vidual; and 

‘‘(ii) a State agency that obtains information 
collected under section 1611(e)(1)(I)(i)(I) of the 
Social Security Act (42 U.S.C. 1382(e)(1)(I)(i)(I)) 
through an agreement under section 
1611(e)(1)(I)(ii)(II) of that Act (42 U.S.C. 
1382(e)(1)(I)(ii)(II)), or under another program 
determined by the Secretary to be comparable to 
the program carried out under that section, 
shall be considered in compliance with this sub-
paragraph.’’. 

(2) LIMITS ON DISCLOSURE AND USE OF INFOR-
MATION.—Section 11(e)(8)(E) of the Food Stamp 
Act of 1977 (7 U.S.C. 2020(e)(8)(E)) is amended 
by striking ‘‘paragraph (16)’’ and inserting 
‘‘paragraph (16) or (20)(B)’’. 

(3) EFFECTIVE DATE.— 
(A) IN GENERAL.—Except as provided in sub-

paragraph (B), the amendments made by this 
subsection shall take effect on the date that is 
1 year after the date of enactment of this Act. 
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(B) EXTENSION.—The Secretary of Agriculture 

may grant a State an extension of time to com-
ply with the amendments made by this sub-
section, not to exceed beyond the date that is 2 
years after the date of enactment of this Act, if 
the chief executive officer of the State submits a 
request for the extension to the Secretary— 

(i) stating the reasons why the State is not 
able to comply with the amendments made by 
this subsection by the date that is 1 year after 
the date of enactment of this Act; 

(ii) providing evidence that the State is mak-
ing a good faith effort to comply with the 
amendments made by this subsection as soon as 
practicable; and 

(iii) detailing a plan to bring the State into 
compliance with the amendments made by this 
subsection as soon as practicable and not later 
than the date of the requested extension. 

(b) INFORMATION SHARING.—Section 11 of the 
Food Stamp Act of 1977 (7 U.S.C. 2020) is amend-
ed by adding at the end the following: 

‘‘(q) DENIAL OF FOOD STAMPS FOR PRIS-
ONERS.—The Secretary shall assist States, to the 
maximum extent practicable, in implementing a 
system to conduct computer matches or other 
systems to prevent prisoners described in section 
11(e)(20)(B) from receiving food stamp bene-
fits.’’. 
SEC. 1004. NUTRITION EDUCATION. 

Section 11(f) of the Food Stamp Act of 1977 (7 
U.S.C. 2020(f)) is amended— 

(1) by striking ‘‘(f) To encourage’’ and insert-
ing the following: 

‘‘(f) NUTRITION EDUCATION.— 
‘‘(1) IN GENERAL.—To encourage’’; and 
(2) by adding at the end the following: 
‘‘(2) GRANTS.— 
‘‘(A) IN GENERAL.—The Secretary shall make 

available not more than $600,000 for each of fis-
cal years 1998 through 2001 to pay the Federal 
share of grants made to eligible private non-
profit organizations and State agencies to carry 
out subparagraph (B). 

‘‘(B) ELIGIBILITY.—A private nonprofit orga-
nization or State agency shall be eligible to re-
ceive a grant under subparagraph (A) if the or-
ganization or agency agrees— 

‘‘(i) to use the funds to direct a collaborative 
effort to coordinate and integrate nutrition edu-
cation into health, nutrition, social service, and 
food distribution programs for food stamp par-
ticipants and other low-income households; and 

‘‘(ii) to design the collaborative effort to reach 
large numbers of food stamp participants and 
other low-income households through a network 
of organizations, including schools, child care 
centers, farmers’ markets, health clinics, and 
outpatient education services. 

‘‘(C) PREFERENCE.—In deciding between 2 or 
more private nonprofit organizations or State 
agencies that are eligible to receive a grant 
under subparagraph (B), the Secretary shall 
give a preference to an organization or agency 
that conducted a collaborative effort described 
in subparagraph (B) and received funding for 
the collaborative effort from the Secretary before 
the date of enactment of this paragraph. 

‘‘(D) FEDERAL SHARE.— 
‘‘(i) IN GENERAL.—Subject to subparagraph 

(E), the Federal share of a grant under this 
paragraph shall be 50 percent. 

‘‘(ii) NO IN-KIND CONTRIBUTIONS.—The non- 
Federal share of a grant under this paragraph 
shall be in cash. 

‘‘(iii) PRIVATE FUNDS.—The non-Federal share 
of a grant under this paragraph may include 
amounts from private nongovernmental sources. 

‘‘(E) LIMIT ON INDIVIDUAL GRANT.—A grant 
under subparagraph (A) may not exceed 
$200,000 for a fiscal year.’’. 

TITLE II—COMMITTEE ON BANKING, 
HOUSING, AND URBAN AFFAIRS 

Subtitle A—Mortgage Assignment and Annual 
Adjustment Factors 

SEC. 2001. TABLE OF CONTENTS. 
The table of contents for this title is as fol-

lows: 

TITLE II—COMMITTEE ON BANKING, 
HOUSING, AND URBAN AFFAIRS 

Subtitle A—Mortgage Assignment and Annual 
Adjustment Factors 

Sec. 2001. Table of contents. 
Sec. 2002. Extension of foreclosure avoidance 

and borrower assistance provi-
sions for FHA single family hous-
ing mortgage insurance program. 

Sec. 2003. Adjustment of maximum monthly 
rents for certain dwelling units in 
new construction and substantial 
or moderate rehabilitation 
projects assisted under section 8 
rental assistance program. 

Sec. 2004. Adjustment of maximum monthly 
rents for nonturnover dwelling 
units assisted under section 8 
rental assistance program. 

Subtitle B—Multifamily Housing Reform 

Sec. 2100. Short title. 

PART 1—FHA-INSURED MULTIFAMILY HOUSING 
MORTGAGE AND HOUSING ASSISTANCE RE-
STRUCTURING 

Sec. 2101. Findings and purposes. 
Sec. 2102. Definitions. 
Sec. 2103. Authority of participating adminis-

trative entities. 
Sec. 2104. Mortgage restructuring and rental 

assistance sufficiency plan. 
Sec. 2105. Section 8 renewals and long-term af-

fordability commitment by owner 
of project. 

Sec. 2106. Prohibition on restructuring. 
Sec. 2107. Restructuring tools. 
Sec. 2108. Shared savings incentive. 
Sec. 2109. Management standards. 
Sec. 2110. Monitoring of compliance. 
Sec. 2111. Review. 
Sec. 2112. GAO audit and review. 
Sec. 2113. Regulations. 
Sec. 2114. Technical and conforming amend-

ments. 
Sec. 2115. Termination of authority. 

PART 2—MISCELLANEOUS PROVISIONS 

Sec. 2201. Rehabilitation grants for certain in-
sured projects. 

Sec. 2202. Minimum rent. 
Sec. 2203. Repeal of Federal preferences. 

PART 3—ENFORCEMENT PROVISIONS 

Sec. 2301. Implementation. 
SUBPART A—FHA SINGLE FAMILY AND 

MULTIFAMILY HOUSING 
Sec. 2311. Authorization to immediately sus-

pend mortgagees. 
Sec. 2312. Extension of equity skimming to other 

single family and multifamily 
housing programs. 

Sec. 2313. Civil money penalties against mortga-
gees, lenders, and other partici-
pants in FHA programs. 

SUBPART B—FHA MULTIFAMILY PROVISIONS 
Sec. 2320. Civil money penalties against general 

partners, officers, directors, and 
certain managing agents of multi-
family projects. 

Sec. 2321. Civil money penalties for noncompli-
ance with section 8 HAP con-
tracts. 

Sec. 2322. Extension of double damages remedy. 
Sec. 2323. Obstruction of Federal audits. 
SEC. 2002. EXTENSION OF FORECLOSURE AVOID-

ANCE AND BORROWER ASSISTANCE 
PROVISIONS FOR FHA SINGLE FAM-
ILY HOUSING MORTGAGE INSUR-
ANCE PROGRAM. 

Section 407 of The Balanced Budget Down-
payment Act, I (12 U.S.C. 1710 note) is amend-
ed— 

(1) in subsection (c)— 
(A) by striking ‘‘only’’; and 
(B) by inserting ‘‘, on, or after’’ after ‘‘be-

fore’’; and 
(2) by striking subsection (e). 

SEC. 2003. ADJUSTMENT OF MAXIMUM MONTHLY 
RENTS FOR CERTAIN DWELLING 
UNITS IN NEW CONSTRUCTION AND 
SUBSTANTIAL OR MODERATE REHA-
BILITATION PROJECTS ASSISTED 
UNDER SECTION 8 RENTAL ASSIST-
ANCE PROGRAM. 

The third sentence of section 8(c)(2)(A) of the 
United States Housing Act of 1937 (42 U.S.C. 
1437f(c)(2)(A)) is amended by inserting before 
the period at the end the following: ‘‘, and dur-
ing fiscal year 1999 and thereafter’’. 
SEC. 2004. ADJUSTMENT OF MAXIMUM MONTHLY 

RENTS FOR NONTURNOVER DWELL-
ING UNITS ASSISTED UNDER SEC-
TION 8 RENTAL ASSISTANCE PRO-
GRAM. 

The last sentence of section 8(c)(2)(A) of the 
United States Housing Act of 1937 (42 U.S.C. 
1437f(c)(2)(A)) is amended by inserting before 
the period at the end the following: ‘‘, and dur-
ing fiscal year 1999 and thereafter’’. 

Subtitle B—Multifamily Housing Reform 
SEC. 2100. SHORT TITLE. 

This subtitle may be cited as the ‘‘Multifamily 
Assisted Housing Reform and Affordability Act 
of 1997’’. 
Part 1—FHA-Insured Multifamily Housing 

Mortgage and Housing Assistance Restruc-
turing 

SEC. 2101. FINDINGS AND PURPOSES. 
(a) FINDINGS.—Congress finds that— 
(1) there exists throughout the Nation a need 

for decent, safe, and affordable housing; 
(2) as of the date of enactment of this Act, it 

is estimated that— 
(A) the insured multifamily housing portfolio 

of the Federal Housing Administration consists 
of 14,000 rental properties, with an aggregate 
unpaid principal mortgage balance of 
$38,000,000,000; and 

(B) approximately 10,000 of these properties 
contain housing units that are assisted with 
project-based rental assistance under section 8 
of the United States Housing Act of 1937; 

(3) FHA-insured multifamily rental properties 
are a major Federal investment, providing af-
fordable rental housing to an estimated 2,000,000 
low- and very low-income families; 

(4) approximately 1,600,000 of these families 
live in dwelling units that are assisted with 
project-based rental assistance under section 8 
of the United States Housing Act of 1937; 

(5) a substantial number of housing units re-
ceiving project-based assistance have rents that 
are higher than the rents of comparable, unas-
sisted rental units in the same housing rental 
market; 

(6) many of the contracts for project-based as-
sistance will expire during the several years fol-
lowing the date of enactment of this Act; 

(7) it is estimated that— 
(A) if no changes in the terms and conditions 

of the contracts for project-based assistance are 
made before fiscal year 2000, the cost of renew-
ing all expiring rental assistance contracts 
under section 8 of the United States Housing 
Act of 1937 for both project-based and tenant- 
based rental assistance will increase from ap-
proximately $3,600,000,000 in fiscal year 1997 to 
over $14,300,000,000 by fiscal year 2000 and some 
$22,400,000,000 in fiscal year 2006; 

(B) of those renewal amounts, the cost of re-
newing project-based assistance will increase 
from $1,200,000,000 in fiscal year 1997 to almost 
$7,400,000,000 by fiscal year 2006; and 

(C) without changes in the manner in which 
project-based rental assistance is provided, re-
newals of expiring contracts for project-based 
rental assistance will require an increasingly 
larger portion of the discretionary budget au-
thority of the Department of Housing and 
Urban Development in each subsequent fiscal 
year for the foreseeable future; 

(8) absent new budget authority for the re-
newal of expiring rental contracts for project- 
based assistance, many of the FHA-insured mul-
tifamily housing projects that are assisted with 
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project-based assistance will likely default on 
their FHA-insured mortgage payments, resulting 
in substantial claims to the FHA General Insur-
ance Fund and Special Risk Insurance Funds; 

(9) more than 15 percent of federally assisted 
multifamily housing projects are physically or 
financially distressed, including a number 
which suffer from mismanagement; 

(10) due to Federal budget constraints, the 
downsizing of the Department of Housing and 
Urban Development, and diminished adminis-
trative capacity, the Department lacks the abil-
ity to ensure the continued economic and phys-
ical well-being of the stock of federally insured 
and assisted multifamily housing projects; and 

(11) the economic, physical, and management 
problems facing the stock of federally insured 
and assisted multifamily housing projects will be 
best served by reforms that— 

(A) reduce the cost of Federal rental assist-
ance, including project-based assistance, to 
these projects by reducing the debt service and 
operating costs of these projects while retaining 
the low-income affordability and availability of 
this housing; 

(B) address physical and economic distress of 
this housing and the failure of some project 
managers and owners of projects to comply with 
management and ownership rules and require-
ments; and 

(C) transfer and share many of the loan and 
contract administration functions and respon-
sibilities of the Secretary with capable State, 
local, and other entities. 

(b) PURPOSES.—The purposes of this part 
are— 

(1) to preserve low-income rental housing af-
fordability and availability while reducing the 
long-term costs of project-based assistance; 

(2) to reform the design and operation of Fed-
eral rental housing assistance programs, admin-
istered by the Secretary, to promote greater mul-
tifamily housing project operating and cost effi-
ciencies; 

(3) to encourage owners of eligible multifamily 
housing projects to restructure their FHA-in-
sured mortgages and project-based assistance 
contracts in a manner that is consistent with 
this part before the year in which the contract 
expires; 

(4) to streamline and improve federally in-
sured and assisted multifamily housing project 
oversight and administration; 

(5) to resolve the problems affecting finan-
cially and physically troubled federally insured 
and assisted multifamily housing projects 
through cooperation with residents, owners, 
State and local governments, and other inter-
ested entities and individuals; and 

(6) to grant additional enforcement tools to 
use against those who violate agreements and 
program requirements, in order to ensure that 
the public interest is safeguarded and that Fed-
eral multifamily housing programs serve their 
intended purposes. 
SEC. 2102. DEFINITIONS. 

In this part: 
(1) COMPARABLE PROPERTIES.—The term 

‘‘comparable properties’’ means properties that 
are— 

(A) similar to the eligible multifamily housing 
project in neighborhood (including risk of 
crime), location, access, street appeal, age, prop-
erty size, apartment mix, physical configura-
tion, property and unit amenities, and utilities; 

(B) unregulated by contractual encumbrances 
or local rent-control laws; and 

(C) occupied predominantly by renters who re-
ceive no rent supplements or rental assistance. 

(2) ELIGIBLE MULTIFAMILY HOUSING 
PROJECT.—The term ‘‘eligible multifamily hous-
ing project’’ means a property consisting of more 
than 4 dwelling units— 

(A) with rents which, on an average per unit 
or per room basis, exceed the fair market rent or 
the rent of comparable properties in the same 
market area, as determined by the Secretary; 

(B) that is covered in whole or in part by a 
contract for project-based assistance under— 

(i) the new construction and substantial reha-
bilitation program under section 8(b)(2) of the 
United States Housing Act of 1937 (as in effect 
before October 1, 1983); 

(ii) the property disposition program under 
section 8(b) of the United States Housing Act of 
1937; 

(iii) the moderate rehabilitation program 
under section 8(e)(2) of the United States Hous-
ing Act of 1937; 

(iv) the loan management assistance program 
under section 8 of the United States Housing 
Act of 1937; 

(v) section 23 of the United States Housing Act 
of 1937 (as in effect before January 1, 1975); 

(vi) the rent supplement program under sec-
tion 101 of the Housing and Urban Development 
Act of 1965; or 

(vii) section 8 of the United States Housing 
Act of 1937, following conversion from assistance 
under section 101 of the Housing and Urban De-
velopment Act of 1965; and 

(C) financed by a mortgage insured or held by 
the Secretary under the National Housing Act. 

(3) EXPIRING CONTRACT.—The term ‘‘expiring 
contract’’ means a project-based assistance con-
tract attached to an eligible multifamily housing 
project which, under the terms of the contract, 
will expire. 

(4) EXPIRATION DATE.—The term ‘‘expiration 
date’’ means the date on which an expiring con-
tract expires. 

(5) FAIR MARKET RENT.—The term ‘‘fair mar-
ket rent’’ means the fair market rental estab-
lished under section 8(c) of the United States 
Housing Act of 1937. 

(6) LOW-INCOME FAMILIES.—The term ‘‘low-in-
come families’’ has the same meaning as pro-
vided under section 3(b)(2) of the United States 
Housing Act of 1937. 

(7) PORTFOLIO RESTRUCTURING AGREEMENT.— 
The term ‘‘Portfolio restructuring agreement’’ 
means the agreement entered into between the 
Secretary and a participating administrative en-
tity, as provided under section 2103. 

(8) PARTICIPATING ADMINISTRATIVE ENTITY.— 
The term ‘‘participating administrative entity’’ 
means a public agency, including a State hous-
ing finance agency or local housing agency, 
which meets the requirements under section 
2103(b). 

(9) PROJECT-BASED ASSISTANCE.—The term 
‘‘project-based assistance’’ means rental assist-
ance under section 8 of the United States Hous-
ing Act of 1937 that is attached to a multifamily 
housing project. 

(10) RENEWAL.—The term ‘‘renewal’’ means 
the replacement of an expiring Federal rental 
contract with a new contract under section 8 of 
the United States Housing Act of 1937, con-
sistent with the requirements of this part. 

(11) SECRETARY.—The term ‘‘Secretary’’ means 
the Secretary of Housing and Urban Develop-
ment. 

(12) STATE.—The term ‘‘State’’ has the same 
meaning as in section 104 of the Cranston-Gon-
zalez National Affordable Housing Act. 

(13) TENANT-BASED ASSISTANCE.—The term 
‘‘tenant-based assistance’’ has the same mean-
ing as in section 8(f) of the United States Hous-
ing Act of 1937. 

(14) UNIT OF GENERAL LOCAL GOVERNMENT.— 
The term ‘‘unit of general local government’’ 
has the same meaning as in section 104 of the 
Cranston-Gonzalez National Affordable Housing 
Act. 

(15) VERY LOW-INCOME FAMILY.—The term 
‘‘very low-income family’’ has the same meaning 
as in section 3(b) of the United States Housing 
Act of 1937. 

(16) QUALIFIED MORTGAGEE.—The term 
‘‘qualified mortgagee’’ means an entity ap-
proved by the Secretary that is capable of serv-
icing, as well as originating, FHA-insured mort-
gages, and that— 

(A) is not suspended or debarred by the Sec-
retary; 

(B) is not suspended or on probation imposed 
by the Mortgagee Review Board; 

(C) is not in default under any Government 
National Mortgage Association obligation; and 

(D) meets previous participation requirements. 
SEC. 2103. AUTHORITY OF PARTICIPATING AD-

MINISTRATIVE ENTITIES. 
(a) PARTICIPATING ADMINISTRATIVE ENTI-

TIES.— 
(1) IN GENERAL.—The Secretary shall enter 

into portfolio restructuring agreements with 
participating administrative entities for the im-
plementation of mortgage restructuring and 
rental assistance sufficiency plans to restructure 
FHA-insured multifamily housing mortgages, in 
order to— 

(A) reduce the costs of current and expiring 
contracts for assistance under section 8 of the 
United States Housing Act of 1937; 

(B) address financially and physically trou-
bled projects; and 

(C) correct management and ownership defi-
ciencies. 

(2) PORTFOLIO RESTRUCTURING AGREEMENTS.— 
Each portfolio restructuring agreement entered 
into under this subsection shall— 

(A) be a cooperative agreement to establish the 
obligations and requirements between the Sec-
retary and the participating administrative enti-
ty; 

(B) identify the eligible multifamily housing 
projects or groups of projects for which the par-
ticipating administrative entity is responsible for 
assisting in developing and implementing ap-
proved mortgage restructuring and rental assist-
ance sufficiency plans under section 2104; 

(C) require the participating administrative 
entity to review and certify to the accuracy and 
completeness of a comprehensive needs assess-
ment submitted by the owner of an eligible mul-
tifamily housing project, in accordance with the 
information and data requirements of section 
403 of the Housing and Community Development 
Act of 1992, including such other data, informa-
tion, and requirements as the Secretary may re-
quire to be included as part of the comprehen-
sive needs assessment; 

(D) identify the responsibilities of both the 
participating administrative entity and the Sec-
retary in implementing a mortgage restructuring 
and rental assistance sufficiency plan, includ-
ing any actions proposed to be taken under sec-
tion 2106 or 2107; 

(E) require each mortgage restructuring and 
rental assistance sufficiency plan to be prepared 
in accordance with the requirements of section 
2104 for each eligible multifamily housing 
project; 

(F) indemnify the participating administrative 
entity against lawsuits and penalties for actions 
taken pursuant to the agreement, excluding ac-
tions involving gross negligence or willful mis-
conduct; and 

(G) include compensation for all reasonable 
expenses incurred by the participating adminis-
trative entity necessary to perform its duties 
under this part, including such incentives as 
may be authorized under section 2108. 

(b) SELECTION OF PARTICIPATING ADMINISTRA-
TIVE ENTITY.— 

(1) SELECTION CRITERIA.—The Secretary shall 
select a participating administrative entity 
based on the following criteria— 

(A) is located in the State or local jurisdiction 
in which the eligible multifamily housing project 
or projects are located; 

(B) has demonstrated expertise in the develop-
ment or management of low-income affordable 
rental housing; 

(C) has a history of stable, financially sound, 
and responsible administrative performance; 

(D) has demonstrated financial strength in 
terms of asset quality, capital adequacy, and li-
quidity; and 

(E) is otherwise qualified, as determined by 
the Secretary, to carry out the requirements of 
this part. 
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(2) SELECTION OF MORTGAGE RISK-SHARING EN-

TITIES AND FISCAL YEAR 1997 MULTIFAMILY DEM-
ONSTRATION AUTHORITY.—Any State housing fi-
nance agency or local housing agency that is 
designated as a qualified participating entity 
under section 542 of the Housing and Commu-
nity Development Act of 1992 or under section 
212 of Public Law 104–204, shall automatically 
qualify as a participating administrative entity 
under this section. 

(3) ALTERNATIVE ADMINISTRATORS.—With re-
spect to any eligible multifamily housing project 
that is located in a State or local jurisdiction in 
which the Secretary determines that a partici-
pating administrative entity is not located, is 
unavailable, or does not qualify, the Secretary 
shall either— 

(A) carry out the requirements of this part 
with respect to that eligible multifamily housing 
project; or 

(B) contract with other qualified entities that 
meet the requirements of subsection (b), with the 
exception of subsection (b)(1)(A), the authority 
to carry out all or a portion of the requirements 
of this part with respect to that eligible multi-
family housing project. 

(4) PREFERENCE FOR PUBLIC HOUSING FINANCE 
AGENCIES AS PARTICIPATING ADMINISTRATIVE EN-
TITIES.—In selecting participating administra-
tive entities under this subsection, the Secretary 
shall give preference to State housing finance 
agencies and local housing agencies. 

(5) STATE AND LOCAL PORTFOLIO REQUIRE-
MENTS.— 

(A) IN GENERAL.—If the housing finance agen-
cy of a State is selected as the participating ad-
ministrative entity, that agency shall be respon-
sible for all eligible multifamily housing projects 
in that State, except that a local housing agen-
cy selected as a participating administrative en-
tity shall be responsible for all eligible multi-
family housing projects in the jurisdiction of the 
agency. 

(B) RIGHT OF FIRST REFUSAL.—A participating 
State housing finance agency or local housing 
agency shall have the right of first refusal to as-
sume responsibility for any properties it has fi-
nanced. 

(C) DELEGATION.—A participating administra-
tive entity may delegate or transfer responsibil-
ities and functions under this part to one or 
more interested and qualified public entities. 

(D) WAIVER.—A State housing finance agency 
or local housing agency may request a waiver 
from the Secretary from the requirements of sub-
paragraph (A) for good cause. 
SEC. 2104. MORTGAGE RESTRUCTURING AND 

RENTAL ASSISTANCE SUFFICIENCY 
PLAN. 

(a) IN GENERAL.— 
(1) DEVELOPMENT OF PROCEDURES AND RE-

QUIREMENTS.—The Secretary shall develop pro-
cedures and requirements for the submission of 
a mortgage restructuring and rental assistance 
sufficiency plan for each eligible multifamily 
housing project with an expiring contract. 

(2) TERMS AND CONDITIONS.—Each mortgage 
restructuring and rental assistance sufficiency 
plan submitted under this subsection shall be 
developed at the initiative of an owner of an eli-
gible multifamily housing project, in cooperation 
with the qualified mortgagee servicing the loan, 
with a participating administrative entity, 
under such terms and conditions as the Sec-
retary shall require. 

(3) CONSOLIDATION.—Mortgage restructuring 
and rental assistance sufficiency plans sub-
mitted under this subsection may be consoli-
dated as part of an overall strategy for more 
than one property. 

(b) NOTICE REQUIREMENTS.—The Secretary 
shall establish notice procedures and hearing re-
quirements for tenants and owners concerning 
the dates for the expiration of project-based as-
sistance contracts for any eligible multifamily 
housing project. 

(c) EXTENSION OF CONTRACT TERM.—Subject 
to agreement by a project owner, the Secretary 

may extend the term of any expiring contract or 
provide a section 8 contract with rent levels set 
in accordance with subsection (g) for a period 
sufficient to facilitate the implementation of a 
mortgage restructuring and rental assistance 
sufficiency plan, as determined by the Sec-
retary. 

(d) TENANT RENT PROTECTION.—If the owner 
of a project with an expiring Federal rental as-
sistance contract does not agree to extend the 
contract, not less than 12 months prior to termi-
nating the contract, the project owner shall pro-
vide written notice to the Secretary and the ten-
ants and the Secretary shall make tenant-based 
assistance available to tenants residing in units 
assisted under the expiring contract at the time 
of expiration. 

(e) MORTGAGE RESTRUCTURING AND RENTAL 
ASSISTANCE SUFFICIENCY PLAN.—Each mortgage 
restructuring and rental assistance sufficiency 
plan shall— 

(1) except as otherwise provided, restructure 
the project-based assistance rents for the eligible 
multifamily housing project in a manner con-
sistent with subsection (g); 

(2) allow for rent adjustments by applying an 
operating cost adjustment factor established 
under guidelines established by the Secretary; 

(3) require the owner or purchaser of an eligi-
ble multifamily housing project with an expiring 
contract to submit to the participating adminis-
trative entity a comprehensive needs assessment, 
in accordance with the information and data re-
quirements of section 403 of the Housing and 
Community Development Act of 1992, including 
such other data, information, and requirements 
as the Secretary may require to be included as 
part of the comprehensive needs assessment; 

(4) require the owner or purchaser of the 
project to provide or contract for competent 
management of the project; 

(5) require the owner or purchaser of the 
project to take such actions as may be necessary 
to rehabilitate, maintain adequate reserves, and 
to maintain the project in decent and safe con-
dition, based on housing quality standards es-
tablished by— 

(A) the Secretary; or 
(B) local housing codes or codes adopted by 

public housing agencies that— 
(i) meet or exceed housing quality standards 

established by the Secretary; and 
(ii) do not severely restrict housing choice; 
(6) require the owner or purchaser of the 

project to maintain affordability and use restric-
tions for the remaining term of the existing 
mortgage and, if applicable, the remaining term 
of the second mortgage, as the participating ad-
ministrative entity determines to be appropriate 
and consistent with the rent levels established 
under subsection (g), which restrictions shall be 
consistent with the long-term physical and fi-
nancial viability character of the project as af-
fordable housing; 

(7) meet subsidy layering requirements under 
guidelines established by the Secretary; 

(8) require the owner or purchaser of the 
project to meet such other requirements as the 
Secretary determines to be appropriate; and 

(9) prohibit the owner from refusing to lease 
any available dwelling unit to a recipient of 
tenant-based assistance under section 8 of the 
United States Housing Act of 1937. 

(f) TENANT AND COMMUNITY PARTICIPATION 
AND CAPACITY BUILDING.— 

(1) PROCEDURES.— 
(A) IN GENERAL.—The Secretary shall estab-

lish procedures to provide an opportunity for 
tenants of the project and other affected parties, 
including local government and the community 
in which the project is located, to participate ef-
fectively in the restructuring process established 
by this part. 

(B) CRITERIA.—These procedures shall in-
clude— 

(i) the rights to timely and adequate written 
notice of the proposed decisions of the owner or 
the Secretary or participating administrative en-
tity; 

(ii) timely access to all relevant information 
(except for information determined to be propri-
etary under standards established by the Sec-
retary); 

(iii) an adequate period to analyze this infor-
mation and provide comments to the Secretary 
or participating administrative entity (which 
comments shall be taken into consideration by 
the participating administrative entity); and 

(iv) if requested, a meeting with a representa-
tive of the participating administrative entity 
and other affected parties. 

(2) PROCEDURES REQUIRED.—The procedures 
established under paragraph (1) shall permit 
tenant, local government, and community par-
ticipation in at least the following decisions or 
plans specified in this part: 

(A) The Portfolio Restructuring Agreement. 
(B) Any proposed expiration of the section 8 

contract. 
(C) The project’s eligibility for restructuring 

pursuant to section 2106 and the mortgage re-
structuring and rental assistance sufficiency 
plan pursuant to section 2104. 

(D) Physical inspections. 
(E) Capital needs and management assess-

ments, whether before or after restructuring. 
(F) Any proposed transfer of the project. 
(3) FUNDING.— 
(A) IN GENERAL.—The Secretary may provide 

not more than $10,000,000 annually in funding 
to tenant groups, nonprofit organizations, and 
public entities for building the capacity of ten-
ant organizations, for technical assistance in 
furthering any of the purposes of this part (in-
cluding transfer of developments to new owners) 
and for tenant services, from those amounts 
made available under appropriations Acts for 
implementing this part. 

(B) ALLOCATION.—The Secretary may allocate 
any funds made available under subparagraph 
(A) through existing technical assistance pro-
grams pursuant to any other Federal law, in-
cluding the Low-Income Housing Preservation 
and Resident Homeownership Act of 1990 and 
the Multifamily Property Disposition Reform 
Act of 1994. 

(C) PROHIBITION.—None of the funds made 
available under subparagraph (A) may be used 
directly or indirectly to pay for any personal 
service, advertisement, telegram, telephone, let-
ter, printed or written matter, or other device, 
intended or designed to influence in any manner 
a Member of Congress, to favor or oppose, by 
vote or otherwise, any legislation or appropria-
tion by Congress, whether before or after the in-
troduction of any bill or resolution proposing 
such legislation or appropriation. 

(g) RENT LEVELS.— 
(1) IN GENERAL.—Except as provided in para-

graph (2), each mortgage restructuring and 
rental assistance sufficiency plan pursuant to 
the terms, conditions, and requirements of this 
part shall establish for units assisted with 
project-based assistance in eligible multifamily 
housing projects adjusted rent levels that— 

(A) are equivalent to rents derived from com-
parable properties, if— 

(i) the participating administrative entity 
makes the rent determination not later than 120 
days after the owner submits a mortgage re-
structuring and rental assistance sufficiency 
plan; and 

(ii) the market rent determination is based on 
not less than 2 comparable properties; or 

(B) if those rents cannot be determined, are 
equal to 90 percent of the fair market rents for 
the relevant market area. 

(2) EXCEPTIONS.— 
(A) IN GENERAL.—A contract under this sec-

tion may include rent levels that exceed the rent 
level described in paragraph (1) at rent levels 
that do not exceed 120 percent of the local fair 
market rent if the participating administrative 
entity— 

(i) determines, that the housing needs of the 
tenants and the community cannot be ade-
quately addressed through implementation of 
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the rent limitation required to be established 
through a mortgage restructuring and rental as-
sistance sufficiency plan under paragraph (1); 
and 

(ii) follows the procedures under paragraph 
(3). 

(B) EXCEPTION RENTS.—In any fiscal year, a 
participating administrative entity may approve 
exception rents on not more than 20 percent of 
all units in the geographic jurisdiction of the 
entity with expiring contracts in that fiscal 
year, except that the Secretary may waive this 
ceiling upon a finding of special need in the ge-
ographic area served by the participating ad-
ministrative entity. 

(3) RENT LEVELS FOR EXCEPTION PROJECTS.— 
For purposes of this section, a project eligible 
for an exception rent shall receive a rent cal-
culation on the actual and projected costs of op-
erating the project, at a level that provides in-
come sufficient to support a budget-based rent 
that consists of— 

(A) the debt service of the project; 
(B) the operating expenses of the project, as 

determined by the participating administrative 
entity, including— 

(i) contributions to adequate reserves; 
(ii) the costs of maintenance and necessary re-

habilitation; and 
(iii) other eligible costs permitted under sec-

tion 8 of the United States Housing Act of 1937; 
(C) an adequate allowance for potential oper-

ating losses due to vacancies and failure to col-
lect rents, as determined by the participating 
administrative entity; 

(D) an allowance for a reasonable rate of re-
turn to the owner or purchaser of the project, as 
determined by the participating administrative 
entity, which may be established to provide in-
centives for owners or purchasers to meet bench-
marks of quality for management and housing 
quality; and 

(E) other expenses determined by the partici-
pating administrative entity to be necessary for 
the operation of the project. 

(h) EXEMPTIONS FROM RESTRUCTURING.—Sub-
ject to section 2106, the Secretary shall renew 
project-based assistance contracts at existing 
rents, or at a level that provides income suffi-
cient to support a budget-based rent (including 
a budget-based rent adjustment if justified by 
reasonable and expected operating expenses), 
if— 

(1) the project was financed through obliga-
tions such that the implementation of a mort-
gage restructuring and rental assistance suffi-
ciency plan under this section is inconsistent 
with applicable law or agreements governing 
such financing; 

(2) in the determination of the Secretary or 
the participating administrative entity, the re-
structuring would not result in significant sec-
tion 8 savings to the Secretary; or 

(3) the project has an expiring contract under 
section 8 of the United States Housing Act of 
1937 but does not qualify as an eligible multi-
family housing project pursuant to section 
2102(2) of this part. 
SEC. 2105. SECTION 8 RENEWALS AND LONG-TERM 

AFFORDABILITY COMMITMENT BY 
OWNER OF PROJECT. 

(a) SECTION 8 RENEWALS OF RESTRUCTURED 
PROJECTS.—Subject to the availability of 
amounts provided in advance in appropriations 
Acts, the Secretary shall enter into contracts 
with participating administrative entities pursu-
ant to which the participating administrative 
entity shall offer to renew or extend an expiring 
section 8 contract on an eligible multifamily 
housing project, and the owner of the project 
shall accept the offer, provided the initial re-
newal is in accordance with the terms and con-
ditions specified in the mortgage restructuring 
and rental assistance sufficiency plan. 

(b) REQUIRED COMMITMENT.—After the initial 
renewal of a section 8 contract pursuant to this 
section, the owner shall accept each offer made 
pursuant to subsection (a) to renew the con-

tract, for the remaining term of the existing 
mortgage and, if applicable, the remaining term 
of an existing second mortgage, if the offer to 
renew is on terms and conditions specified in the 
mortgage restructuring and rental assistance 
sufficiency plan. 
SEC. 2106. PROHIBITION ON RESTRUCTURING. 

(a) PROHIBITION ON RESTRUCTURING.—The 
Secretary shall not consider any mortgage re-
structuring and rental assistance sufficiency 
plan or request for contract renewal if the par-
ticipating administrative entity determines 
that— 

(1) the owner or purchaser of the project has 
engaged in material adverse financial or mana-
gerial actions or omissions with regard to this 
project (or with regard to other similar projects 
if the Secretary determines that those actions or 
omissions constitute a pattern of mismanage-
ment that would warrant suspension or debar-
ment by the Secretary), including— 

(A) materially violating any Federal, State, or 
local law or regulation with regard to this 
project or any other federally assisted project, 
after receipt of notice and an opportunity to 
cure; 

(B) materially breaching a contract for assist-
ance under section 8 of the United States Hous-
ing Act of 1937, after receipt of notice and an 
opportunity to cure; 

(C) materially violating any applicable regu-
latory or other agreement with the Secretary or 
a participating administrative entity, after re-
ceipt of notice and an opportunity to cure; 

(D) repeatedly and materially violating any 
Federal, State, or local law or regulation with 
regard to the project or any other federally as-
sisted project; 

(E) repeatedly and materially breaching a 
contract for assistance under section 8 of the 
United States Housing Act of 1937; 

(F) repeatedly and materially violating any 
applicable regulatory or other agreement with 
the Secretary or a participating administrative 
entity; 

(G) repeatedly failing to make mortgage pay-
ments at times when project income was suffi-
cient to maintain and operate the property; 

(H) materially failing to maintain the prop-
erty according to housing quality standards 
after receipt of notice and a reasonable oppor-
tunity to cure; or 

(I) committing any actions or omissions that 
would warrant suspension or debarment by the 
Secretary; 

(2) the owner or purchaser of the property ma-
terially failed to follow the procedures and re-
quirements of this part, after receipt of notice 
and an opportunity to cure; or 

(3) the poor condition of the project cannot be 
remedied in a cost effective manner, as deter-
mined by the participating administrative enti-
ty. 

(b) OPPORTUNITY TO DISPUTE FINDINGS.— 
(1) IN GENERAL.—During the 30-day period be-

ginning on the date on which the owner or pur-
chaser of an eligible multifamily housing project 
receives notice of a rejection under subsection 
(a) or of a mortgage restructuring and rental as-
sistance sufficiency plan under section 2104, the 
Secretary or participating administrative entity 
shall provide that owner or purchaser with an 
opportunity to dispute the basis for the rejection 
and an opportunity to cure. 

(2) AFFIRMATION, MODIFICATION, OR REVER-
SAL.— 

(A) IN GENERAL.—After providing an oppor-
tunity to dispute under paragraph (1), the Sec-
retary or the participating administrative entity 
may affirm, modify, or reverse any rejection 
under subsection (a) or rejection of a mortgage 
restructuring and rental assistance sufficiency 
plan under section 2104. 

(B) REASONS FOR DECISION.—The Secretary or 
the participating administrative entity, as appli-
cable, shall identify the reasons for any final 
decision under this paragraph. 

(C) REVIEW PROCESS.—The Secretary shall es-
tablish an administrative review process to ap-
peal any final decision under this paragraph. 

(c) FINAL DETERMINATION.—Any final deter-
mination under this section shall not be subject 
to judicial review. 

(d) DISPLACED TENANTS.—Subject to the avail-
ability of amounts provided in advance in ap-
propriations Acts, for any low-income tenant 
that is residing in a project or receiving assist-
ance under section 8 of the United States Hous-
ing Act of 1937 at the time of rejection under 
this section, that tenant shall be provided with 
tenant-based assistance and reasonable moving 
expenses, as determined by the Secretary. 

(e) TRANSFER OF PROPERTY.—For properties 
disqualified from the consideration of a mort-
gage restructuring and rental assistance suffi-
ciency plan under this section because of ac-
tions by an owner or purchaser in accordance 
with paragraph (1) or (2) of subsection (a), the 
Secretary shall establish procedures to facilitate 
the voluntary sale or transfer of a property as 
part of a mortgage restructuring and rental as-
sistance sufficiency plan, with a preference for 
tenant organizations and tenant-endorsed com-
munity-based nonprofit and public agency pur-
chasers meeting such reasonable qualifications 
as may be established by the Secretary, which 
purchasers shall be eligible to receive project- 
based assistance under section 8 of the United 
States Housing Act of 1937. 
SEC. 2107. RESTRUCTURING TOOLS. 

(a) RESTRUCTURING TOOLS.—In this part, and 
to the extent these actions are consistent with 
this section, an approved mortgage restructuring 
and rental assistance sufficiency plan may in-
clude one or more of the following: 

(1) FULL OR PARTIAL PAYMENT OF CLAIM.— 
Making a full payment of claim or partial pay-
ment of claim under section 541(b) of the Na-
tional Housing Act. Any payment under this 
paragraph shall not require the approval of a 
mortgagee. 

(2) REFINANCING OF DEBT.—Refinancing of all 
or part of the debt on a project, if the refi-
nancing would result in significant subsidy sav-
ings under section 8 of the United States Hous-
ing Act of 1937. 

(3) MORTGAGE INSURANCE.—Providing FHA 
multifamily mortgage insurance, reinsurance or 
other credit enhancement alternatives, includ-
ing multifamily risk-sharing mortgage programs, 
as provided under section 542 of the Housing 
and Community Development Act of 1992. Any 
limitations on the number of units available for 
mortgage insurance under section 542 shall not 
apply to eligible multifamily housing projects. 
Any credit subsidy costs of providing mortgage 
insurance shall be paid from the General Insur-
ance Fund and the Special Risk Insurance 
Fund. 

(4) CREDIT ENHANCEMENT.—Any additional 
State or local mortgage credit enhancements and 
risk-sharing arrangements may be established 
with State or local housing finance agencies, 
the Federal Housing Finance Board, the Fed-
eral National Mortgage Association, and the 
Federal Home Loan Mortgage Corporation, to a 
modified first mortgage. 

(5) COMPENSATION OF THIRD PARTIES.—Enter-
ing into agreements, incurring costs, or making 
payments, as may be reasonably necessary, to 
compensate the participation of participating 
administrative entities and other parties in un-
dertaking actions authorized by this part. Upon 
request, participating administrative entities 
shall be considered to be contract administrators 
under section 8 of the United States Housing 
Act of 1937 for purposes of any contracts entered 
into as part of an approved mortgage restruc-
turing and rental assistance sufficiency plan. 
Subject to the availability of amounts provided 
in advance in appropriations Acts for adminis-
trative fees under section 8 of the United States 
Housing Act of 1937, such fees shall be used to 
compensate participating administrative entities 
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CONGRESSIONAL RECORD — SENATE S6563 June 26, 1997 
for compliance monitoring costs incurred under 
section 2110. 

(6) RESIDUAL RECEIPTS.—Applying any ac-
quired residual receipts to maintain the long- 
term affordability and physical condition of the 
property or of other eligible multifamily housing 
projects. The participating administrative entity 
may expedite the acquisition of residual receipts 
by entering into agreements with owners of 
housing covered by an expiring contract to pro-
vide an owner with a share of the receipts, not 
to exceed 10 percent. 

(7) REHABILITATION NEEDS.—Assisting in ad-
dressing the necessary rehabilitation needs of 
the project, except that assistance under this 
paragraph shall not exceed the equivalent of 
$5,000 per unit for those units covered with 
project-based assistance. Rehabilitation may be 
paid from the provision of grants from residual 
receipts or, as provided in appropriations Acts, 
from budget authority provided for increases in 
the budget authority for assistance contracts 
under section 8 of the United States Housing 
Act of 1937, the rehabilitation grant program es-
tablished under section 2201 of this subtitle, or 
through the debt restructuring transaction. 
Each owner that receives rehabilitation assist-
ance shall contribute not less than 25 percent of 
the amount of rehabilitation assistance received. 

(8) MORTGAGE RESTRUCTURING.—Restruc-
turing mortgages to provide a structured first 
mortgage to cover rents at levels that are estab-
lished in section 2104(g) and a second mortgage 
equal to the difference between the restructured 
first mortgage and the mortgage balance of the 
eligible multifamily housing project at the time 
of restructuring. The second mortgage shall bear 
interest at a rate not to exceed the applicable 
Federal rate for a term not to exceed 50 years. 
If the first mortgage remains outstanding, pay-
ments of interest and principal on the second 
mortgage shall be made from a portion of the ex-
cess project income only after the payment of all 
reasonable and necessary operating expenses 
(including deposits in a reserve for replace-
ment), debt service on the first mortgage, and 
such other expenditures as may be approved by 
the Secretary. Such portion shall be equal to not 
less than 75 percent of excess project income. 
The participating administrative entity may 
provide up to 25 percent of the excess project in-
come to the project owner if the participating 
administrative entity determines that the project 
owner meets benchmarks of quality for manage-
ment and housing quality. During the period in 
which the first mortgage remains outstanding, 
no payments of interest or principal shall be re-
quired on the second mortgage. The second 
mortgage shall be assumable by any subsequent 
purchaser of any multifamily housing project, 
pursuant to guidelines established by the Sec-
retary. The participating administrative entity 
may be authorized to modify the terms or forgive 
all or part of the second mortgage upon acquisi-
tion by a tenant organization or tenant-en-
dorsed community-based nonprofit or public 
agency, pursuant to guidelines established by 
the Secretary. The principal and accrued inter-
est due under the second mortgage shall be fully 
payable upon disposition of the property, unless 
the mortgage is assumed under the preceding 
sentence. The owner shall begin repayment of 
the second mortgage upon full payment of the 
first mortgage in equal monthly installments in 
an amount equal to the monthly principal and 
interest payments formerly paid under the first 
mortgage. The principal and interest of a second 
mortgage shall be immediately due and payable 
upon a finding by the Secretary that an owner 
has failed to materially comply with this part or 
any requirements of the United States Housing 
Act of 1937 as those requirements apply to the 
applicable project, after receipt of notice of such 
failure and a reasonable opportunity to cure 
such failure. The second mortgage may be a di-
rect obligation of the Secretary or a loan fi-
nanced through a lender, other than the Sec-
retary. If the second mortgage is a direct obliga-

tion of the Secretary, the participating adminis-
trative entity shall be authorized in the portfolio 
restructuring agreement to act as the agent of 
the Secretary in servicing such mortgage and 
enforcing the rights of the Secretary thereunder. 
Any credit subsidy costs of providing a second 
mortgage shall be paid from the General Insur-
ance Fund and the Special Risk Insurance 
Fund. 

(b) ROLE OF FNMA AND FHLMC.—Section 
1335 of the Federal Housing Enterprises Finan-
cial Safety and Soundness Act of 1992 (12 U.S.C. 
4565) is amended— 

(1) in paragraph (3), by striking ‘‘and’’ at the 
end; 

(2) paragraph (4), by striking the period at the 
end and inserting ‘‘; and’’; 

(3) by striking ‘‘To meet’’ and inserting the 
following: 

‘‘(a) IN GENERAL.—To meet’’; and 
(4) by adding at the end the following: 
‘‘(5) assist in maintaining the affordability of 

assisted units in eligible multifamily housing 
projects with expiring contracts, as defined 
under the Multifamily Assisted Housing Reform 
and Affordability Act of 1997. 

‘‘(b) AFFORDABLE HOUSING GOALS.—Actions 
taken under subsection (a)(5) shall constitute 
part of the contribution of each entity in meet-
ing their affordable housing goals under sec-
tions 1332, 1333, and 1334 for any fiscal year, as 
determined by the Secretary.’’. 

(c) PROHIBITION ON EQUITY SHARING BY THE 
SECRETARY.—The Secretary is prohibited from 
participating in any equity agreement or profit- 
sharing agreement in conjunction with any eli-
gible multifamily housing project. 
SEC. 2108. SHARED SAVINGS INCENTIVE. 

(a) IN GENERAL.—At the time a participating 
administrative entity is designated, the Sec-
retary shall negotiate an incentive agreement 
with the participating administrative entity, 
which agreement shall provide such entity with 
a share of any principal and interest payments 
on the second mortgage. The Secretary shall ne-
gotiate with participating administrative enti-
ties a savings incentive formula that provides 
for periodic payments over a period of not less 
than 5 years, which is allocated as incentives to 
participating administrative entities. 

(b) USE OF SAVINGS.—Notwithstanding any 
other provision of law, the incentive agreement 
under subsection (a) shall require any savings 
provided to a participating administrative entity 
under that agreement to be used only for pro-
viding decent, safe, and affordable housing for 
very low-income families and persons with a pri-
ority for eligible multifamily housing projects. 
SEC. 2109. MANAGEMENT STANDARDS. 

Each participating administrative entity shall 
establish and implement management standards, 
including requirements governing conflicts of in-
terest between owners, managers, contractors 
with an identity of interest, pursuant to guide-
lines established by the Secretary and consistent 
with industry standards. 
SEC. 2110. MONITORING OF COMPLIANCE. 

(a) COMPLIANCE AGREEMENTS.—Pursuant to 
regulations issued by the Secretary after public 
notice and comment, each participating admin-
istrative entity, through binding contractual 
agreements with owners and otherwise, shall en-
sure long-term compliance with the provisions of 
this part. Each agreement shall, at a minimum, 
provide for— 

(1) enforcement of the provisions of this part; 
and 

(2) remedies for the breach of those provisions. 
(b) PERIODIC MONITORING.— 
(1) IN GENERAL.—Not less than annually, each 

participating administrative entity shall review 
the status of all multifamily housing projects for 
which a mortgage restructuring and rental as-
sistance sufficiency plan has been implemented. 

(2) INSPECTIONS.—Each review under this sub-
section shall include onsite inspection to deter-
mine compliance with housing codes and other 

requirements as provided in this part and the 
portfolio restructuring agreements. 

(c) AUDIT BY THE SECRETARY.—The Comp-
troller General of the United States, the Sec-
retary, and the Inspector General of the Depart-
ment of Housing and Urban Development may 
conduct an audit at any time of any multifamily 
housing project for which a mortgage restruc-
turing and rental assistance sufficiency plan 
has been implemented. 
SEC. 2111. REVIEW. 

(a) ANNUAL REVIEW.—In order to ensure com-
pliance with this part, the Secretary shall con-
duct an annual review and report to Congress 
on actions taken under this part and the status 
of eligible multifamily housing projects. 

(b) SUBSIDY LAYERING REVIEW.—The partici-
pating administrative entity shall certify, pursu-
ant to guidelines issued by the Secretary, that 
the requirements of section 102(d) of the Depart-
ment of Housing and Urban Development Re-
form Act of 1989 are satisfied so that the com-
bination of assistance provided in connection 
with a property for which a mortgage is to be re-
structured shall not be any greater than is nec-
essary to provide affordable housing. 
SEC. 2112. GAO AUDIT AND REVIEW. 

(a) INITIAL AUDIT.—Not later than 18 months 
after the effective date of interim or final regu-
lations promulgated under this part, the Comp-
troller General of the United States shall con-
duct an audit to evaluate a representative sam-
ple of all eligible multifamily housing projects 
and the implementation of all mortgage restruc-
turing and rental assistance sufficiency plans. 

(b) REPORT.— 
(1) IN GENERAL.—Not later than 18 months 

after the audit conducted under subsection (a), 
the Comptroller General of the United States 
shall submit to Congress a report on the status 
of all eligible multifamily housing projects and 
the implementation of all mortgage restructuring 
and rental assistance sufficiency plans. 

(2) CONTENTS.—The report submitted under 
paragraph (1) shall include— 

(A) a description of the initial audit con-
ducted under subsection (a); and 

(B) recommendations for any legislative action 
to increase the financial savings to the Federal 
Government of the restructuring of eligible mul-
tifamily housing projects balanced with the con-
tinued availability of the maximum number of 
affordable low-income housing units. 
SEC. 2113. REGULATIONS. 

(a) RULEMAKING AND IMPLEMENTATION.—The 
Secretary shall issue interim regulations nec-
essary to implement this part not later than the 
expiration of the 6-month period beginning on 
the date of enactment of this Act. Not later than 
1 year after the date of enactment of this sub-
title, in accordance with the negotiated rule-
making procedures set forth in subchapter III of 
chapter 5 of title 5, United States Code, the Sec-
retary shall implement final regulations imple-
menting this part. 

(b) REPEAL OF FHA MULTIFAMILY HOUSING 
DEMONSTRATION AUTHORITY.— 

(1) IN GENERAL.—Beginning upon the expira-
tion of the 6-month period beginning on the date 
of enactment of this Act, the Secretary may not 
exercise any authority or take any action under 
section 210 of the Balanced Budget Down Pay-
ment Act, II. 

(2) UNUSED BUDGET AUTHORITY.—Any unused 
budget authority under section 210(f) of the Bal-
anced Budget Down Payment Act, II, shall be 
available for taking actions under the require-
ments established through regulations issued 
under subsection (a). 
SEC. 2114. TECHNICAL AND CONFORMING AMEND-

MENTS. 
(a) CALCULATION OF LIMIT ON PROJECT-BASED 

ASSISTANCE.—Section 8(d) of the United States 
Housing Act of 1937 (42 U.S.C. 1437f(d)) is 
amended by adding at the end the following: 

‘‘(5) CALCULATION OF LIMIT.—Any contract 
entered into under section 2104 of the Multi-
family Assisted Housing Reform and Afford-
ability 
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Act of 1997 shall be excluded in computing the 
limit on project-based assistance under this sub-
section.’’. 

(b) PARTIAL PAYMENT OF CLAIMS ON MULTI-
FAMILY HOUSING PROJECTS.—Section 541 of the 
National Housing Act (12 U.S.C. 1735f–19) is 
amended— 

(1) in subsection (a), in the subsection head-
ing, by striking ‘‘AUTHORITY’’ and inserting 
‘‘DEFAULTED MORTGAGES’’; 

(2) by redesignating subsection (b) as sub-
section (c); and 

(3) by inserting after subsection (a) the fol-
lowing: 

‘‘(b) EXISTING MORTGAGES.—Notwithstanding 
any other provision of law, the Secretary, in 
connection with a mortgage restructuring under 
section 2104 of the Multifamily Assisted Housing 
Reform and Affordability Act of 1997, may make 
a one time, nondefault partial payment of the 
claim under the mortgage insurance contract, 
which shall include a determination by the Sec-
retary or the participating administrative entity, 
in accordance with the Multifamily Assisted 
Housing Reform and Affordability Act of 1997, 
of the market value of the project and a restruc-
turing of the mortgage, under such terms and 
conditions as the Secretary may establish.’’. 

(c) REUSE AND RESCISSION OF CERTAIN RECAP-
TURED BUDGET AUTHORITY.—Section 8(bb) of 
the United States Housing Act of 1937 (42 U.S.C. 
1437f(b)(b)) is amended to read as follows: 

‘‘(bb) REUSE AND RESCISSION OF CERTAIN RE-
CAPTURED BUDGET AUTHORITY.—If a project- 
based assistance contract for an eligible multi-
family housing project subject to actions author-
ized under title I is terminated or amended as 
part of restructuring under section 107, the Sec-
retary shall recapture the budget authority not 
required for the terminated or amended contract 
and, without regard to section 218 of the De-
partments of Veterans Affairs and Housing and 
Urban Development, and Independent Agencies 
Appropriations Act of 1997, use such amounts as 
are necessary to provide housing assistance for 
the same number of families covered by such 
contract for the remaining term of such con-
tract, under a contract providing for project- 
based or tenant-based assistance. The amount of 
budget authority saved as a result of the shift to 
project-based or tenant-based assistance shall be 
rescinded.’’. 
SEC. 2115. TERMINATION OF AUTHORITY. 

(a) IN GENERAL.—Except as provided in sub-
section (b), this part is repealed effective Octo-
ber 1, 2001. 

(b) EXCEPTION.—The repeal under this section 
does not apply with respect to projects and pro-
grams for which binding commitments have been 
entered into before October 1, 2001. 

Part 2—Miscellaneous Provisions 
SEC. 2201. REHABILITATION GRANTS FOR CER-

TAIN INSURED PROJECTS. 
Section 236 of the National Housing Act (12 

U.S.C. 1715z–1) is amended by adding at the end 
the following: 

‘‘(s) GRANT AUTHORITY.— 
‘‘(1) IN GENERAL.—The Secretary may make 

grants for the capital costs of rehabilitation to 
owners of projects that meet the eligibility and 
other criteria set forth in, and in accordance 
with, this subsection. 

‘‘(2) PROJECT ELIGIBILITY.—A project may be 
eligible for capital grant assistance under this 
subsection— 

‘‘(A) if— 
‘‘(i) the project was insured under section 236 

or section 221(d)(3) of the National Housing Act; 
and 

‘‘(ii) the project was assisted by the loan man-
agement assistance program under section 8 of 
the United States Housing Act of 1937 on the 
date of enactment of the Multifamily Assisted 
Housing Reform and Affordability Act of 1997; 

‘‘(B) if the project owner agrees to maintain 
the housing quality standards that were in ef-
fect immediately prior to the extinguishment of 
the mortgage insurance; 

‘‘(C) if the Secretary determines that the 
owner or purchaser of the project has not en-
gaged in material adverse financial or manage-
rial actions or omissions with regard to this 
project (or with regard to other similar projects 
if the Secretary determines that those actions or 
omissions constitute a pattern of mismanage-
ment that would warrant suspension or debar-
ment by the Secretary), including— 

‘‘(i) materially violating any Federal, State, or 
local law or regulation with regard to this 
project or any other federally assisted project, 
after receipt of notice and an opportunity to 
cure; 

‘‘(ii) materially breaching a contract for as-
sistance under section 8 of the United States 
Housing Act of 1937, after receipt of notice and 
an opportunity to cure; 

‘‘(iii) materially violating any applicable regu-
latory or other agreement with the Secretary or 
a participating administrative entity, after re-
ceipt of notice and an opportunity to cure; 

‘‘(iv) repeatedly failing to make mortgage pay-
ments at times when project income was suffi-
cient to maintain and operate the property; 

‘‘(v) materially failing to maintain the prop-
erty according to housing quality standards 
after receipt of notice and a reasonable oppor-
tunity to cure; or 

‘‘(vi) committing any act or omission that 
would warrant suspension or debarment by the 
Secretary; and 

‘‘(D) if the project owner demonstrates to the 
satisfaction of the Secretary— 

‘‘(i) using information in a comprehensive 
needs assessment, that capital grant assistance 
is needed for rehabilitation of the project; and 

‘‘(ii) that project income is not sufficient to 
support such rehabilitation. 

‘‘(3) ELIGIBLE PURPOSES.—The Secretary may 
make grants to the owners of eligible projects for 
the purposes of— 

‘‘(A) payment into project replacement re-
serves; 

‘‘(B) providing a fair return on equity invest-
ment; 

‘‘(C) debt service payments on non-Federal re-
habilitation loans; and 

‘‘(D) payment of nonrecurring maintenance 
and capital improvements, under such terms and 
conditions as are determined by the Secretary. 

‘‘(4) GRANT AGREEMENT.— 
‘‘(A) IN GENERAL.—The Secretary shall pro-

vide in any grant agreement under this sub-
section that the grant shall be terminated if the 
project fails to meet housing quality standards, 
as applicable on the date of enactment of the 
Multifamily Housing Reform and Affordability 
Act of 1997, or any successor standards for the 
physical conditions of projects, as are deter-
mined by the Secretary. 

‘‘(B) AFFORDABILITY AND USE CLAUSES.—The 
Secretary shall include in a grant agreement 
under this subsection a requirement for the 
project owners to maintain such affordability 
and use restrictions as the Secretary determines 
to be appropriate. 

‘‘(C) OTHER TERMS.—The Secretary may in-
clude in a grant agreement under this sub-
section such other terms and conditions as the 
Secretary determines to be necessary. 

‘‘(5) DELEGATION.— 
‘‘(A) IN GENERAL.—In addition to the authori-

ties set forth in subsection (p), the Secretary 
may delegate to State and local governments the 
responsibility for the administration of grants 
under this subsection. Any such government 
may carry out such delegated responsibilities di-
rectly or under contracts. 

‘‘(B) ADMINISTRATION COSTS.—In addition to 
other eligible purposes, amounts of grants under 
this subsection may be made available for costs 
of administration under subparagraph (A). 

‘‘(6) FUNDING.— 
‘‘(A) IN GENERAL.—For purposes of carrying 

out this subsection, the Secretary may make 
available amounts that are unobligated amounts 
for contracts for interest reduction payments— 

‘‘(i) that were previously obligated for con-
tracts for interest reduction payments under this 
section until insurance under this section was 
extinguished; 

‘‘(ii) that become available as a result of the 
outstanding principal balance of a mortgage 
having been written down; 

‘‘(iii) that are uncommitted balances within 
the limitation on maximum payments that may 
have been, before the date of enactment of the 
Multifamily Assisted Housing Reform and Af-
fordability Act of 1997, permitted in any fiscal 
year; or 

‘‘(iv) that become available from any other 
source. 

‘‘(B) LIQUIDATION AUTHORITY.—The Secretary 
may liquidate obligations entered into under 
this subsection under section 1305(10) of title 31, 
United States Code. 

‘‘(C) CAPITAL GRANTS.—In making capital 
grants under the terms of this subsection, using 
the amounts that the Secretary has recaptured 
from contracts for interest reduction payments, 
the Secretary shall ensure that the rates and 
amounts of outlays do not at any one time ex-
ceed the rates and amounts of outlays that 
would have been experienced if the insurance 
had not been extinguished or the principal 
amount had not been written down, and the in-
terest reduction payments that the Secretary 
has recaptured had continued in accordance 
with the terms in effect immediately prior to 
such extinguishment or write-down.’’. 
SEC. 2202. MINIMUM RENT. 

Notwithstanding section 3(a) of the United 
States Housing Act of 1937, the Secretary of 
Housing and Urban Development may provide 
that each family receiving project-based assist-
ance under section 8 shall pay a minimum 
monthly rent in an amount not to exceed $25 per 
month. 
SEC. 2203. REPEAL OF FEDERAL PREFERENCES. 

(a) SECTION 8 EXISTING AND MODERATE REHA-
BILITATION.—Section 8(d)(1)(A) of the United 
States Housing Act of 1937 (42 U.S.C. 
1437f(d)(1)(A)) is amended to read as follows: 

‘‘(A) the selection of tenants shall be the func-
tion of the owner, subject to the annual con-
tributions contract between the Secretary and 
the agency, except that with respect to the cer-
tificate and moderate rehabilitation programs 
only, for the purpose of selecting families to be 
assisted, the public housing agency may estab-
lish, after public notice and an opportunity for 
public comment, a written system of preferences 
for selection that are not inconsistent with the 
comprehensive housing affordability strategy for 
the jurisdiction in which the project is located, 
in accordance with title I of the Cranston-Gon-
zalez National Affordable Housing Act;’’. 

(b) SECTION 8 NEW CONSTRUCTION AND SUB-
STANTIAL REHABILITATION.— 

(1) REPEAL.—Section 545(c) of the Cranston- 
Gonzalez National Affordable Housing Act (42 
U.S.C. 1437f note) is amended to read as follows: 

‘‘(c) [Reserved.]’’. 
(2) PROHIBITION.—The provisions of section 

8(e)(2) of the United States Housing Act of 1937, 
as in existence on the day before October 1, 1983, 
that require tenant selection preferences shall 
not apply with respect to— 

(A) housing constructed or substantially reha-
bilitated pursuant to assistance provided under 
section 8(b)(2) of the United States Housing Act 
of 1937, as in existence on the day before Octo-
ber 1, 1983; or 

(B) projects financed under section 202 of the 
Housing Act of 1959, as in existence on the day 
before the date of enactment of the Cranston- 
Gonzalez National Affordable Housing Act. 

(c) RENT SUPPLEMENTS.—Section 101(k) of the 
Housing and Urban Development Act of 1965 (12 
U.S.C. 1701s(k)) is amended to read as follows: 

‘‘(k) [Reserved.]’’. 
(d) CONFORMING AMENDMENTS.— 
(1) UNITED STATES HOUSING ACT OF 1937.—The 

United States Housing Act of 1937 (42 U.S.C. 
1437 et seq.) is amended— 
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(A) in section 6(o), by striking ‘‘preference 

rules specified in’’ and inserting ‘‘written selec-
tion criteria established pursuant to’’; 

(B) in section 8(d)(2)(A), by striking the last 
sentence; and 

(C) in section 8(d)(2)(H), by striking ‘‘Not-
withstanding subsection (d)(1)(A)(i), an’’ and 
inserting ‘‘An’’. 

(2) CRANSTON-GONZALEZ NATIONAL AFFORD-
ABLE HOUSING ACT.—The Cranston-Gonzalez 
National Affordable Housing Act (42 U.S.C. 
12704 et seq.) is amended— 

(A) in section 455(a)(2)(D)(iii), by striking 
‘‘would qualify for a preference under’’ and in-
serting ‘‘meet the written selection criteria es-
tablished pursuant to’’; and 

(B) in section 522(f)(6)(B), by striking ‘‘any 
preferences for such assistance under section 
8(d)(1)(A)(i)’’ and inserting ‘‘the written selec-
tion criteria established pursuant to section 
8(d)(1)(A)’’. 

(3) LOW-INCOME HOUSING PRESERVATION AND 
RESIDENT HOMEOWNERSHIP ACT OF 1990.—The sec-
ond sentence of section 226(b)(6)(B) of the Low- 
Income Housing Preservation and Resident 
Homeownership Act of 1990 (12 U.S.C. 
4116(b)(6)(B)) is amended by striking ‘‘require-
ment for giving preferences to certain categories 
of eligible families under’’ and inserting ‘‘writ-
ten selection criteria established pursuant to’’. 

(4) HOUSING AND COMMUNITY DEVELOPMENT 
ACT OF 1992.—Section 655 of the Housing and 
Community Development Act of 1992 (42 U.S.C. 
13615) is amended by striking ‘‘preferences for 
occupancy’’ and all that follows before the pe-
riod at the end and inserting ‘‘selection criteria 
established by the owner to elderly families ac-
cording to such written selection criteria, and to 
near-elderly families according to such written 
selection criteria, respectively’’. 

(5) REFERENCES IN OTHER LAW.—Any reference 
in any Federal law other than any provision of 
any law amended by paragraphs (1) through (5) 
of this subsection or to the preferences for as-
sistance under section 8(d)(1)(A)(i) of the United 
States Housing Act of 1937, as that section ex-
isted on the day before the effective date of this 
part, shall be considered to refer to the written 
selection criteria established pursuant to section 
8(d)(1)(A) of the United States Housing Act of 
1937, as amended by this subsection. 

Part 3—Enforcement Provisions 
SEC. 2301. IMPLEMENTATION. 

(a) ISSUANCE OF NECESSARY REGULATIONS.— 
Notwithstanding section 7(o) of the Department 
of Housing and Urban Development Act or part 
10 of title 24, Code of Federal Regulations (as in 
existence on the date of enactment of this Act), 
the Secretary shall issue such regulations as the 
Secretary determines to be necessary to imple-
ment this subtitle and the amendments made by 
this subtitle in accordance with section 552 or 
553 of title 5, United States Code, as determined 
by the Secretary. 

(b) USE OF EXISTING REGULATIONS.—In imple-
menting any provision of this subtitle, the Sec-
retary may, in the discretion of the Secretary, 
provide for the use of existing regulations to the 
extent appropriate, without rulemaking. 

Subpart A—FHA Single Family and 
Multifamily Housing 

SEC. 2311. AUTHORIZATION TO IMMEDIATELY 
SUSPEND MORTGAGEES. 

Section 202(c)(3)(C) of the National Housing 
Act (12 U.S.C. 1708(c)(3)(C)) is amended by in-
serting after the first sentence the following: 
‘‘Notwithstanding paragraph (4)(A), a suspen-
sion shall be effective upon issuance by the 
Board if the Board determines that there exists 
adequate evidence that immediate action is re-
quired to protect the financial interests of the 
Department or the public.’’. 
SEC. 2312. EXTENSION OF EQUITY SKIMMING TO 

OTHER SINGLE FAMILY AND MULTI-
FAMILY HOUSING PROGRAMS. 

Section 254 of the National Housing Act (12 
U.S.C. 1715z–19) is amended to read as follows: 

‘‘SEC. 254. EQUITY SKIMMING PENALTY. 
‘‘(a) IN GENERAL.—Whoever, as an owner, 

agent, or manager, or who is otherwise in cus-
tody, control, or possession of a multifamily 
project or a 1- to 4-family residence that is secu-
rity for a mortgage note that is described in sub-
section (b), willfully uses or authorizes the use 
of any part of the rents, assets, proceeds, in-
come, or other funds derived from property cov-
ered by that mortgage note for any purpose 
other than to meet reasonable and necessary ex-
penses that include expenses approved by the 
Secretary if such approval is required, in a pe-
riod during which the mortgage note is in de-
fault or the project is in a nonsurplus cash posi-
tion, as defined by the regulatory agreement 
covering the property, or the mortgagor has 
failed to comply with the provisions of such 
other form of regulatory control imposed by the 
Secretary, shall be fined not more than $500,000, 
imprisoned not more than 5 years, or both. 

‘‘(b) MORTGAGE NOTES DESCRIBED.—For pur-
poses of subsection (a), a mortgage note is de-
scribed in this subsection if it— 

‘‘(1) is insured, acquired, or held by the Sec-
retary pursuant to this Act; 

‘‘(2) is made pursuant to section 202 of the 
Housing Act of 1959 (including property still 
subject to section 202 program requirements that 
existed before the date of enactment of the 
Cranston-Gonzalez National Affordable Housing 
Act); or 

‘‘(3) is insured or held pursuant to section 542 
of the Housing and Community Development 
Act of 1992, but is not reinsured under section 
542 of the Housing and Community Development 
Act of 1992.’’. 
SEC. 2313. CIVIL MONEY PENALTIES AGAINST 

MORTGAGEES, LENDERS, AND 
OTHER PARTICIPANTS IN FHA PRO-
GRAMS. 

(a) CHANGE TO SECTION TITLE.—Section 536 of 
the National Housing Act (12 U.S.C. 1735f–14) is 
amended by striking the section heading and 
the section designation and inserting the fol-
lowing: 
‘‘SEC. 536. CIVIL MONEY PENALTIES AGAINST 

MORTGAGEES, LENDERS, AND 
OTHER PARTICIPANTS IN FHA PRO-
GRAMS.’’. 

(b) EXPANSION OF PERSONS ELIGIBLE FOR PEN-
ALTY.—Section 536(a) of the National Housing 
Act (12 U.S.C. 1735f–14(a)) is amended— 

(1) in paragraph (1), by striking the first sen-
tence and inserting the following: ‘‘If a mort-
gagee approved under the Act, a lender holding 
a contract of insurance under title I, or a prin-
cipal, officer, or employee of such mortgagee or 
lender, or other person or entity participating in 
either an insured mortgage or title I loan trans-
action under this Act or providing assistance to 
the borrower in connection with any such loan, 
including sellers of the real estate involved, bor-
rowers, closing agents, title companies, real es-
tate agents, mortgage brokers, appraisers, loan 
correspondents and dealers, knowingly and ma-
terially violates any applicable provision of sub-
section (b), the Secretary may impose a civil 
money penalty on the mortgagee or lender, or 
such other person or entity, in accordance with 
this section. The penalty under this paragraph 
shall be in addition to any other available civil 
remedy or any available criminal penalty, and 
may be imposed whether or not the Secretary 
imposes other administrative sanctions.’’; and 

(2) in paragraph (2)— 
(A) in the first sentence, by inserting ‘‘or such 

other person or entity’’ after ‘‘lender’’; and 
(B) in the second sentence, by striking ‘‘provi-

sion’’ and inserting ‘‘the provisions’’. 
(c) ADDITIONAL VIOLATIONS FOR MORTGAGEES, 

LENDERS, AND OTHER PARTICIPANTS IN FHA 
PROGRAMS.—Section 536(b) of the National 
Housing Act (12 U.S.C. 1735f–14(b)) is amend-
ed— 

(1) by redesignating paragraph (2) as para-
graph (3); 

(2) by inserting after paragraph (1) the fol-
lowing: 

‘‘(2) The Secretary may impose a civil money 
penalty under subsection (a) for any knowing 
and material violation by a principal, officer, or 
employee of a mortgagee or lender, or other par-
ticipants in either an insured mortgage or title 
I loan transaction under this Act or provision of 
assistance to the borrower in connection with 
any such loan, including sellers of the real es-
tate involved, borrowers, closing agents, title 
companies, real estate agents, mortgage brokers, 
appraisers, loan correspondents, and dealers 
for— 

‘‘(A) submission to the Secretary of informa-
tion that was false, in connection with any 
mortgage insured under this Act, or any loan 
that is covered by a contract of insurance under 
title I of this Act; 

‘‘(B) falsely certifying to the Secretary or sub-
mitting to the Secretary a false certification by 
another person or entity; or 

‘‘(C) failure by a loan correspondent or dealer 
to submit to the Secretary information which is 
required by regulations or directives in connec-
tion with any loan that is covered by a contract 
of insurance under title I.’’; and 

(3) in paragraph (3), as redesignated, by strik-
ing ‘‘or paragraph (1)(F)’’ and inserting ‘‘or (F), 
or paragraph (2) (A), (B), or (C)’’. 

(d) CONFORMING AND TECHNICAL AMEND-
MENTS.—Section 536 of the National Housing 
Act (12 U.S.C. 1735f–14) is amended— 

(1) in subsection (c)(1)(B), by inserting after 
‘‘lender’’ the following: ‘‘or such other person or 
entity’’; 

(2) in subsection (d)(1)— 
(A) by inserting ‘‘or such other person or enti-

ty’’ after ‘‘lender’’; and 
(B) by striking ‘‘part 25’’ and inserting ‘‘parts 

24 and 25’’; and 
(3) in subsection (e), by inserting ‘‘or such 

other person or entity’’ after ‘‘lender’’ each 
place that term appears. 

Subpart B—FHA Multifamily Provisions 
SEC. 2320. CIVIL MONEY PENALTIES AGAINST 

GENERAL PARTNERS, OFFICERS, DI-
RECTORS, AND CERTAIN MANAGING 
AGENTS OF MULTIFAMILY 
PROJECTS. 

(a) CIVIL MONEY PENALTIES AGAINST MULTI-
FAMILY MORTGAGORS.—Section 537 of the Na-
tional Housing Act (12 U.S.C. 1735f–15) is 
amended— 

(1) in subsection (b)(1), by striking ‘‘on that 
mortgagor’’ and inserting the following: ‘‘on 
that mortgagor, on a general partner of a part-
nership mortgagor, or on any officer or director 
of a corporate mortgagor’’; 

(2) in subsection (c)— 
(A) by striking the subsection heading and in-

serting the following: 
‘‘(c) OTHER VIOLATIONS.—’’; and 
(B) in paragraph (1)— 
(i) by striking ‘‘VIOLATIONS.—The Secretary 

may’’ and all that follows through the colon 
and inserting the following: 

‘‘(A) LIABLE PARTIES.—The Secretary may 
also impose a civil money penalty under this 
section on— 

‘‘(i) any mortgagor of a property that includes 
five or more living units and that has a mort-
gage insured, coinsured, or held pursuant to 
this Act; 

‘‘(ii) any general partner of a partnership 
mortgagor of such property; 

‘‘(iii) any officer or director of a corporate 
mortgagor; 

‘‘(iv) any agent employed to manage the prop-
erty that has an identity of interest with the 
mortgagor, with the general partner of a part-
nership mortgagor, or with any officer or direc-
tor of a corporate mortgagor of such property; 
or 

‘‘(v) any member of a limited liability com-
pany that is the mortgagor of such property or 
is the general partner of a limited partnership 
mortgagor or is a partner of a general partner-
ship mortgagor. 

‘‘(B) VIOLATIONS.—A penalty may be imposed 
under this section upon any liable party under 
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subparagraph (A) that knowingly and materi-
ally takes any of the following actions:’’; 

(ii) in subparagraph (B), as designated by 
clause (i), by redesignating the subparagraph 
designations (A) through (L) as clauses (i) 
through (xii), respectively; 

(iii) by adding after clause (xii), as redesig-
nated by clause (ii), the following: 

‘‘(xiii) Failure to maintain the premises, ac-
commodations, any living unit in the project, 
and the grounds and equipment appurtenant 
thereto in good repair and condition in accord-
ance with regulations and requirements of the 
Secretary, except that nothing in this clause 
shall have the effect of altering the provisions of 
an existing regulatory agreement or federally in-
sured mortgage on the property. 

‘‘(xiv) Failure, by a mortgagor, a general part-
ner of a partnership mortgagor, or an officer or 
director of a corporate mortgagor, to provide 
management for the project that is acceptable to 
the Secretary pursuant to regulations and re-
quirements of the Secretary.’’; and 

(iv) in the last sentence, by deleting ‘‘of such 
agreement’’ and inserting ‘‘of this subsection’’; 

(3) in subsection (d)— 
(A) in paragraph (1)(B), by inserting after 

‘‘mortgagor’’ the following: ‘‘, general partner 
of a partnership mortgagor, officer or director of 
a corporate mortgagor, or identity of interest 
agent employed to manage the property’’; and 

(B) by adding at the end the following: 
‘‘(5) PAYMENT OF PENALTY.—No payment of a 

civil money penalty levied under this section 
shall be payable out of project income.’’; 

(4) in subsection (e)(1), by deleting ‘‘a mort-
gagor’’ and inserting ‘‘an entity or person’’; 

(5) in subsection (f), by inserting after ‘‘mort-
gagor’’ each place such term appears the fol-
lowing: ‘‘, general partner of a partnership 
mortgagor, officer or director of a corporate 
mortgagor, or identity of interest agent em-
ployed to manage the property’’; 

(6) by striking the heading of subsection (f) 
and inserting the following: ‘‘CIVIL MONEY PEN-
ALTIES AGAINST MULTIFAMILY MORTGAGORS, 
GENERAL PARTNERS OF PARTNERSHIP MORTGA-
GORS, OFFICERS AND DIRECTORS OF CORPORATE 
MORTGAGORS, AND CERTAIN MANAGING 
AGENTS’’; and 

(7) by adding at the end the following: 
‘‘(k) IDENTITY OF INTEREST MANAGING 

AGENT.—In this section, the terms ‘agent em-
ployed to manage the property that has an iden-
tity of interest’ and ‘identity of interest agent’ 
mean an entity— 

‘‘(1) that has management responsibility for a 
project; 

‘‘(2) in which the ownership entity, including 
its general partner or partners (if applicable) 
and its officers or directors (if applicable), has 
an ownership interest; and 

‘‘(3) over which the ownership entity exerts 
effective control.’’. 

(b) IMPLEMENTATION.— 
(1) PUBLIC COMMENT.—The Secretary shall im-

plement the amendments made by this section by 
regulation issued after notice and opportunity 
for public comment. The notice shall seek com-
ments primarily as to the definitions of the 
terms ‘‘ownership interest in’’ and ‘‘effective 
control’’, as those terms are used in the defini-
tion of the terms ‘‘agent employed to manage 
the property that has an identity of interest’’ 
and ‘‘identity of interest agent’’. 

(2) TIMING.—A proposed rule implementing the 
amendments made by this section shall be pub-
lished not later than 1 year after the date of en-
actment of this Act. 

(c) APPLICABILITY OF AMENDMENTS.—The 
amendments made by subsection (a) shall apply 
only with respect to— 

(1) violations that occur on or after the effec-
tive date of the final regulations implementing 
the amendments made by this section; and 

(2) in the case of a continuing violation (as 
determined by the Secretary of Housing and 
Urban Development), any portion of a violation 
that occurs on or after that date. 

SEC. 2321. CIVIL MONEY PENALTIES FOR NON-
COMPLIANCE WITH SECTION 8 HAP 
CONTRACTS. 

(a) BASIC AUTHORITY.—Title I of the United 
States Housing Act of 1937 is amended— 

(1) by designating the second section des-
ignated as section 27 (as added by section 903(b) 
of Public Law 104–193 (110 Stat. 2348)) as section 
28; and 

(2) by adding at the end the following: 
‘‘SEC. 29. CIVIL MONEY PENALTIES AGAINST SEC-

TION 8 OWNERS. 
‘‘(a) IN GENERAL.— 
‘‘(1) EFFECT ON OTHER REMEDIES.—The pen-

alties set forth in this section shall be in addi-
tion to any other available civil remedy or any 
available criminal penalty, and may be imposed 
regardless of whether the Secretary imposes 
other administrative sanctions. 

‘‘(2) FAILURE OF SECRETARY.—The Secretary 
may not impose penalties under this section for 
a violation, if a material cause of the violation 
is the failure of the Secretary, an agent of the 
Secretary, or a public housing agency to comply 
with an existing agreement. 

‘‘(b) VIOLATIONS OF HOUSING ASSISTANCE PAY-
MENT CONTRACTS FOR WHICH PENALTY MAY BE 
IMPOSED.— 

‘‘(1) LIABLE PARTIES.—The Secretary may im-
pose a civil money penalty under this section 
on— 

‘‘(A) any owner of a property receiving 
project-based assistance under section 8; 

‘‘(B) any general partner of a partnership 
owner of that property; and 

‘‘(C) any agent employed to manage the prop-
erty that has an identity of interest with the 
owner or the general partner of a partnership 
owner of the property. 

‘‘(2) VIOLATIONS.—A penalty may be imposed 
under this section for a knowing and material 
breach of a housing assistance payments con-
tract, including the following— 

‘‘(A) failure to provide decent, safe, and sani-
tary housing pursuant to section 8; or 

‘‘(B) knowing or willful submission of false, 
fictitious, or fraudulent statements or requests 
for housing assistance payments to the Sec-
retary or to any department or agency of the 
United States. 

‘‘(3) AMOUNT OF PENALTY.—The amount of a 
penalty imposed for a violation under this sub-
section, as determined by the Secretary, may not 
exceed $25,000 per violation. 

‘‘(c) AGENCY PROCEDURES.— 
‘‘(1) ESTABLISHMENT.—The Secretary shall 

issue regulations establishing standards and 
procedures governing the imposition of civil 
money penalties under subsection (b). These 
standards and procedures— 

‘‘(A) shall provide for the Secretary or other 
department official to make the determination to 
impose the penalty; 

‘‘(B) shall provide for the imposition of a pen-
alty only after the liable party has received no-
tice and the opportunity for a hearing on the 
record; and 

‘‘(C) may provide for review by the Secretary 
of any determination or order, or interlocutory 
ruling, arising from a hearing and judicial re-
view, as provided under subsection (d). 

‘‘(2) FINAL ORDERS.— 
‘‘(A) IN GENERAL.—If a hearing is not re-

quested before the expiration of the 15-day pe-
riod beginning on the date on which the notice 
of opportunity for hearing is received, the impo-
sition of a penalty under subsection (b) shall 
constitute a final and unappealable determina-
tion. 

‘‘(B) EFFECT OF REVIEW.—If the Secretary re-
views the determination or order, the Secretary 
may affirm, modify, or reverse that determina-
tion or order. 

‘‘(C) FAILURE TO REVIEW.—If the Secretary 
does not review that determination or order be-
fore the expiration of the 90-day period begin-
ning on the date on which the determination or 
order is issued, the determination or order shall 
be final. 

‘‘(3) FACTORS IN DETERMINING AMOUNT OF 
PENALTY.—In determining the amount of a pen-
alty under subsection (b), the Secretary shall 
take into consideration— 

‘‘(A) the gravity of the offense; 
‘‘(B) any history of prior offenses by the vio-

lator (including offenses occurring before the 
enactment of this section); 

‘‘(C) the ability of the violator to pay the pen-
alty; 

‘‘(D) any injury to tenants; 
‘‘(E) any injury to the public; 
‘‘(F) any benefits received by the violator as a 

result of the violation; 
‘‘(G) deterrence of future violations; and 
‘‘(H) such other factors as the Secretary may 

establish by regulation. 
‘‘(4) PAYMENT OF PENALTY.—No payment of a 

civil money penalty levied under this section 
shall be payable out of project income. 

‘‘(d) JUDICIAL REVIEW OF AGENCY DETERMINA-
TION.—Judicial review of determinations made 
under this section shall be carried out in accord-
ance with section 537(e) of the National Housing 
Act. 

‘‘(e) REMEDIES FOR NONCOMPLIANCE.— 
‘‘(1) JUDICIAL INTERVENTION.— 
‘‘(A) IN GENERAL.—If a person or entity fails 

to comply with the determination or order of the 
Secretary imposing a civil money penalty under 
subsection (b), after the determination or order 
is no longer subject to review as provided by 
subsections (c) and (d), the Secretary may re-
quest the Attorney General of the United States 
to bring an action in an appropriate United 
States district court to obtain a monetary judg-
ment against that person or entity and such 
other relief as may be available. 

‘‘(B) FEES AND EXPENSES.—Any monetary 
judgment awarded in an action brought under 
this paragraph may, in the discretion of the 
court, include the attorney’s fees and other ex-
penses incurred by the United States in connec-
tion with the action. 

‘‘(2) NONREVIEWABILITY OF DETERMINATION OR 
ORDER.—In an action under this subsection, the 
validity and appropriateness of the determina-
tion or order of the Secretary imposing the pen-
alty shall not be subject to review. 

‘‘(f) SETTLEMENT BY SECRETARY.—The Sec-
retary may compromise, modify, or remit any 
civil money penalty which may be, or has been, 
imposed under this section. 

‘‘(g) DEPOSIT OF PENALTIES.— 
‘‘(1) IN GENERAL.—Notwithstanding any other 

provision of law, if the mortgage covering the 
property receiving assistance under section 8 is 
insured or formerly insured by the Secretary, 
the Secretary shall apply all civil money pen-
alties collected under this section to the appro-
priate insurance fund or funds established 
under this Act, as determined by the Secretary. 

‘‘(2) EXCEPTION.—Notwithstanding any other 
provision of law, if the mortgage covering the 
property receiving assistance under section 8 is 
neither insured nor formerly insured by the Sec-
retary, the Secretary shall make all civil money 
penalties collected under this section available 
for use by the appropriate office within the De-
partment for administrative costs related to en-
forcement of the requirements of the various 
programs administered by the Secretary. 

‘‘(h) DEFINITIONS.—In this section— 
‘‘(1) the term ‘agent employed to manage the 

property that has an identity of interest’ means 
an entity— 

‘‘(A) that has management responsibility for a 
project; 

‘‘(B) in which the ownership entity, including 
its general partner or partners (if applicable), 
has an ownership interest; and 

‘‘(C) over which such ownership entity exerts 
effective control; and 

‘‘(2) the term ‘knowing’ means having actual 
knowledge of or acting with deliberate igno-
rance of or reckless disregard for the prohibi-
tions under this section.’’. 

(b) APPLICABILITY.—The amendments made by 
subsection (a) shall apply only with respect to— 
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(1) violations that occur on or after the effec-

tive date of final regulations implementing the 
amendments made by this section; and 

(2) in the case of a continuing violation (as 
determined by the Secretary of Housing and 
Urban Development), any portion of a violation 
that occurs on or after such date. 

(c) IMPLEMENTATION.— 
(1) REGULATIONS.— 
(A) IN GENERAL.—The Secretary shall imple-

ment the amendments made by this section by 
regulation issued after notice and opportunity 
for public comment. 

(B) COMMENTS SOUGHT.—The notice under 
subparagraph (A) shall seek comments as to the 
definitions of the terms ‘‘ownership interest in’’ 
and ‘‘effective control’’, as such terms are used 
in the definition of the term ‘‘agent employed to 
manage such property that has an identity of 
interest’’. 

(2) TIMING.—A proposed rule implementing the 
amendments made by this section shall be pub-
lished not later than 1 year after the date of en-
actment of this Act. 

SEC. 2322. EXTENSION OF DOUBLE DAMAGES 
REMEDY. 

Section 421 of the Housing and Community 
Development Act of 1987 (12 U.S.C. 1715z–4a) is 
amended— 

(1) in subsection (a)(1)— 
(A) in the first sentence, by striking ‘‘Act; or 

(B)’’ and inserting the following: ‘‘Act; (B) a 
regulatory agreement that applies to a multi-
family project whose mortgage is insured or held 
by the Secretary under section 202 of the Hous-
ing Act of 1959 (including property subject to 
section 202 of such Act as it existed before enact-
ment of the Cranston-Gonzalez National Afford-
able Housing Act of 1990); (C) a regulatory 
agreement or such other form of regulatory con-
trol as may be imposed by the Secretary that ap-
plies to mortgages insured or held by the Sec-
retary under section 542 of the Housing and 
Community Development Act of 1992, but not re-
insured under section 542 of the Housing and 
Community Development Act of 1992; or (D)’’; 
and 

(B) in the second sentence, by inserting after 
‘‘agreement’’ the following: ‘‘, or such other 
form of regulatory control as may be imposed by 
the Secretary,’’; 

(2) in subsection (a)(2), by inserting after 
‘‘Act,’’ the following: ‘‘under section 202 of the 
Housing Act of 1959 (including section 202 of 
such Act as it existed before enactment of the 
Cranston-Gonzalez National Affordable Housing 
Act of 1990) and under section 542 of the Hous-
ing and Community Development Act of 1992,’’; 

(3) in subsection (b), by inserting after ‘‘agree-
ment’’ the following: ‘‘, or such other form of 
regulatory control as may be imposed by the 
Secretary,’’; 

(4) in subsection (c)— 
(A) in the first sentence, by inserting after 

‘‘agreement’’ the following: ‘‘, or such other 
form of regulatory control as may be imposed by 
the Secretary,’’; and 

(B) in the second sentence, by inserting before 
the period the following: ‘‘or under the Housing 
Act of 1959, as appropriate’’; and 

(5) in subsection (d), by inserting after ‘‘agree-
ment’’ the following: ‘‘, or such other form of 
regulatory control as may be imposed by the 
Secretary,’’. 

SEC. 2323. OBSTRUCTION OF FEDERAL AUDITS. 

Section 1516(a) of title 18, United States Code, 
is amended by inserting after ‘‘under a contract 
or subcontract,’’ the following: ‘‘or relating to 
any property that is security for a mortgage 
note that is insured, guaranteed, acquired, or 
held by the Secretary of Housing and Urban De-
velopment pursuant to any Act administered by 
the Secretary,’’. 

TITLE III—COMMITTEE ON COMMERCE 
SCIENCE AND TRANSPORTATION 

Subtitle A—Spectrum Auctions and License 
Fees 

SEC. 3001. SPECTRUM AUCTIONS. 
(a) EXTENSION AND EXPANSION OF AUCTION 

AUTHORITY.— 
(1) IN GENERAL.—Section 309(j) of the Commu-

nications Act of 1934 (47 U.S.C. 309(j)) is amend-
ed— 

(A) by striking paragraphs (1) and (2) and in-
serting in lieu thereof the following: 

‘‘(1) GENERAL AUTHORITY.—If mutually exclu-
sive applications are accepted for any initial li-
cense or construction permit that will involve an 
exclusive use of the electromagnetic spectrum, 
then, except as provided in paragraph (2), the 
Commission shall grant the license or permit to 
a qualified applicant through a system of com-
petitive bidding that meets the requirements of 
this subsection. The Commission, subject to 
paragraphs (2) and (7) of this subsection, also 
may use auctions as a means to assign spectrum 
when it determines that such an auction is con-
sistent with the public interest, convenience, 
and necessity, and the purposes of this Act. 

‘‘(2) EXCEPTIONS.—The competitive bidding 
authority granted by this subsection shall not 
apply to a license or construction permit the 
Commission issues— 

‘‘(A) for public safety services, including pri-
vate internal radio services used by State and 
local governments and non-government entities, 
including emergency auto service by nonprofit 
organizations, that— 

‘‘(i) are used to protect the safety of life, 
health, or property; and 

‘‘(ii) are not made commercially available to 
the public; 

‘‘(B) for public telecommunications services, 
as defined in section 397(14) of this Act, when 
the license application is for channels reserved 
for noncommercial use; 

‘‘(C) for spectrum and associated orbits used 
in the provision of any communications within 
a global satellite system; 

‘‘(D) for initial licenses or construction per-
mits for new digital television service given to 
existing terrestrial broadcast licensees to replace 
their current television licenses; 

‘‘(E) for terrestrial radio and television broad-
casting when the Commission determines that 
an alternative method of resolving mutually ex-
clusive applications serves the public interest 
substantially better than competitive bidding; or 

‘‘(F) for spectrum allocated for unlicensed use 
pursuant to part 15 of the Commission’s regula-
tions (47 C.F.R. part 15), if the competitive bid-
ding for licenses would interfere with operation 
of end-user products permitted under such regu-
lations.’’; 

(B) by striking ‘‘1998’’ in paragraph (11) and 
inserting ‘‘2007’’; and 

(C) by inserting after paragraph (13) the fol-
lowing: 

‘‘(14) OUT-OF-BAND EFFECTS.—The Commis-
sion and the National Telecommunications and 
Information Administration shall seek to create 
incentives to minimize the effects of out-of-band 
emissions to promote more efficient use of the 
electromagnetic spectrum. The Commission and 
the National Telecommunications and Informa-
tion Administration also shall encourage licens-
ees to minimize the effects of interference.’’. 

(2) CONFORMING AMENDMENT.—Subsection (i) 
of section 309 of the Communications Act of 1934 
is repealed. 

(b) AUCTION OF 45 MEGAHERTZ LOCATED AT 
1,710–1,755 MEGAHERTZ.— 

(1) IN GENERAL.—The Commission shall assign 
by competitive bidding 45 megahertz located at 
1,710–1,755 megahertz no later than December 
31, 2001, for commercial use. 

(2) FEDERAL GOVERNMENT USERS.—Any Fed-
eral Government station that, on the date of en-
actment of this Act, is assigned to use electro-
magnetic spectrum located in the 1,710–1,755 

megahertz band shall retain that use until De-
cember 31, 2003, unless exempted from reloca-
tion. 

(c) COMMISSION TO MAKE ADDITIONAL SPEC-
TRUM AVAILABLE BY AUCTION.— 

(1) IN GENERAL.—The Federal Communica-
tions Commission shall complete all actions nec-
essary to permit the assignment, by September 
30, 2002, by competitive bidding pursuant to sec-
tion 309(j) of the Communications Act of 1934 (47 
U.S.C. 309(j)), of licenses for the use of bands of 
frequencies currently allocated by the Commis-
sion that— 

(A) in the aggregate span not less than 55 
megahertz; 

(B) are located below 3 gigahertz; and 
(C) as of the date of enactment of this Act, 

have not been— 
(i) designated by Commission regulation for 

assignment pursuant to section 309(j); 
(ii) identified by the Secretary of Commerce 

pursuant to section 113 of the National Tele-
communications and Information Administra-
tion Organization Act (47 U.S.C. 923); or 

(iii) allocated for Federal Government use 
pursuant to section 305 of the Communications 
Act of 1934 (47 U.S.C. 305). 

(2) CRITERIA FOR REASSIGNMENT.—In making 
available bands of frequencies for competitive 
bidding pursuant to paragraph (1), the Commis-
sion shall— 

(A) seek to promote the most efficient use of 
the electromagnetic spectrum; 

(B) consider the cost to incumbent licensees of 
relocating existing uses to other bands of fre-
quencies or other means of communication; 

(C) consider the needs of public safety radio 
services; 

(D) comply with the requirements of inter-
national agreements concerning spectrum allo-
cations; and 

(E) coordinate with the Secretary of Commerce 
when there is any impact on Federal Govern-
ment spectrum use. 

(3) NOTIFICATION TO THE SECRETARY OF COM-
MERCE.—The Commission shall attempt to ac-
commodate incumbent licensees displaced under 
this section by relocating them to other fre-
quencies available to the Commission. The Com-
mission shall notify the Secretary of Commerce 
whenever the Commission is not able to provide 
for the effective relocation of an incumbent li-
censee to a band of frequencies available to the 
Commission for assignment. The notification 
shall include— 

(A) specific information on the incumbent li-
censee; 

(B) the bands the Commission considered for 
relocation of the licensee; and 

(C) the reasons the incumbent cannot be ac-
commodated in these bands. 

(4) REPORT TO THE SECRETARY OF COM-
MERCE.— 

(A) TECHNICAL REPORT.—The Commission, in 
consultation with the National Telecommuni-
cations and Information Administration, shall 
submit a detailed technical report to the Sec-
retary of Commerce setting forth— 

(i) the reasons the incumbent licensees de-
scribed in paragraph (3) could not be accommo-
dated in existing non-government spectrum; and 

(ii) the Commission’s recommendations for re-
locating those incumbents. 

(B) NTIA USE OF REPORT.—The National Tele-
communications and Information Administra-
tion shall review this report when assessing 
whether a commercial licensee can be accommo-
dated by being reassigned to a frequency allo-
cated for Government use. 

(d) IDENTIFICATION AND REALLOCATION OF 
FREQUENCIES.— 

(1) IN GENERAL.—Section 113 of the National 
Telecommunications and Information Adminis-
tration Organization Act (47 U.S.C. 901 et seq.) 
is amended by adding at the end thereof the fol-
lowing: 

‘‘(f) ADDITIONAL REALLOCATION REPORT.—If 
the Secretary receives a report from the Commis-
sion pursuant to section 3001(c)(6) of the Bal-
anced Budget Act of 1997, the Secretary shall 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00175 Fmt 0624 Sfmt 6333 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATES6568 June 26, 1997 
submit to the President, the Congress, and the 
Commission a report with the Secretary’s rec-
ommendations. 

‘‘(g) REIMBURSEMENT OF FEDERAL SPECTRUM 
USERS FOR RELOCATION COSTS.— 

‘‘(1) IN GENERAL.— 
‘‘(A) ACCEPTANCE OF COMPENSATION AUTHOR-

IZED.—In order to expedite the efficient use of 
the electromagnetic spectrum, and notwith-
standing section 3302(b) of title 31, United States 
Code, any Federal entity that operates a Fed-
eral Government station that has been identified 
by NTIA for relocation may accept payment, in-
cluding in-kind compensation and shall be reim-
bursed if required to relocate by the service ap-
plicant, provider, licensee, or representative en-
tering the band as a result of a license assign-
ment by the Commission or otherwise authorized 
by Commission rules. 

‘‘(B) DUTY TO COMPENSATE OUSTED FEDERAL 
ENTITY.—Any such service applicant, provider, 
licensee, or representative shall compensate the 
Federal entity in advance for relocating through 
monetary or in-kind payment for the cost of re-
locating the Federal entity’s operations from 
one or more electromagnetic spectrum fre-
quencies to any other frequency or frequencies, 
or to any other telecommunications transmission 
media. 

‘‘(C) COMPENSABLE COSTS.—Compensation 
shall include, but not be limited to, the costs of 
any modification, replacement, or reissuance of 
equipment, facilities, operating manuals, regula-
tions, or other relocation expenses incurred by 
that entity. 

‘‘(D) DISPOSITION OF PAYMENTS.—Payments, 
other than in-kind compensation, pursuant to 
this section shall be deposited by electronic 
funds transfer in a separate agency account or 
accounts which shall be used to pay directly the 
costs of relocation, to repay or make advances to 
appropriations or funds which do or will ini-
tially bear all or part of such costs, or to refund 
excess sums when necessary, and shall remain 
available until expended. 

‘‘(E) APPLICATION TO CERTAIN OTHER RELOCA-
TIONS.—The provisions of this paragraph also 
apply to any Federal entity that operates a Fed-
eral Government station assigned to use electro-
magnetic spectrum identified for reallocation 
under subsection (a), if before the date of enact-
ment of the Balanced Budget Act of 1997 the 
Commission has not identified that spectrum for 
service or assigned licenses or otherwise author-
ized service for that spectrum. 

‘‘(2) PETITIONS FOR RELOCATION.—Any person 
seeking to relocate a Federal Government sta-
tion that has been assigned a frequency within 
a band allocated for mixed Federal and non- 
Federal use under this Act shall submit a peti-
tion for relocation to NTIA. The NTIA shall 
limit or terminate the Federal Government sta-
tion’s operating license within 6 months after 
receiving the petition if the following require-
ments are met: 

‘‘(A) The proposed relocation is consistent 
with obligations undertaken by the United 
States in international agreements and with 
United States national security and public safe-
ty interests. 

‘‘(B) The person seeking relocation of the Fed-
eral Government station has guaranteed to de-
fray entirely, through payment in advance, ad-
vance in-kind payment of costs, or a combina-
tion of payment in advance and advance in- 
kind payment, all relocation costs incurred by 
the Federal entity, including, but not limited to, 
all engineering, equipment, site acquisition and 
construction, and regulatory fee costs. 

‘‘(C) The person seeking relocation completes 
all activities necessary for implementing the re-
location, including construction of replacement 
facilities (if necessary and appropriate) and 
identifying and obtaining on the Federal enti-
ty’s behalf new frequencies for use by the relo-
cated Federal Government station (if the station 
is not relocating to spectrum reserved exclu-
sively for Federal use). 

‘‘(D) Any necessary replacement facilities, 
equipment modifications, or other changes have 
been implemented and tested by the Federal en-
tity to ensure that the Federal Government sta-
tion is able to accomplish successfully its pur-
poses including maintaining communication sys-
tem performance. 

‘‘(E) The Secretary has determined that the 
proposed use of any spectrum frequency band to 
which a Federal entity relocates its operations is 
suitable for the technical characteristics of the 
band and consistent with other uses of the 
band. In exercising authority under this sub-
paragraph, the Secretary shall consult with the 
Secretary of Defense, the Secretary of State, and 
other appropriate Federal officials. 

‘‘(3) RIGHT TO RECLAIM.—If within one year 
after the relocation of a Federal Government 
station, the Federal entity affected demonstrates 
to the Secretary and the Commission that the 
new facilities or spectrum are not comparable to 
the facilities or spectrum from which the Fed-
eral Government station was relocated, the per-
son who sought the relocation shall take reason-
able steps to remedy any defects or pay the Fed-
eral entity for the costs of returning the Federal 
Government station to the electromagnetic spec-
trum from which the station was relocated. 

‘‘(h) FEDERAL ACTION TO EXPEDITE SPECTRUM 
TRANSFER.—Any Federal Government station 
which operates on electromagnetic spectrum 
that has been identified for reallocation under 
this Act for mixed Federal and non-Federal use 
in any reallocation report under subsection (a), 
to the maximum extent practicable through the 
use of subsection (g) and any other applicable 
law, shall take prompt action to make electro-
magnetic spectrum available for use in a manner 
that maximizes efficient use of the electro-
magnetic spectrum. 

‘‘(i) FEDERAL SPECTRUM ASSIGNMENT RESPON-
SIBILITY.—This section does not modify NTIA’s 
authority under section 103(b)(2)(A) of this Act. 

‘‘(j) DEFINITIONS.—As used in this section— 
‘‘(1) the term ‘Federal entity’ means any de-

partment, agency, or instrumentality of the Fed-
eral Government that utilizes a Government sta-
tion license obtained under section 305 of the 
1934 Act (47 U.S.C. 305); 

‘‘(2) the term ‘digital television services’ means 
television services provided using digital tech-
nology to enhance audio quality and video reso-
lution, as further defined in the Memorandum 
Opinion, Report, and Order of the Commission 
entitled ‘Advanced Television Systems and Their 
Impact Upon the Existing Television Service’, 
MM Docket No. 87–268 and any subsequent FCC 
proceedings dealing with digital television; and 

‘‘(3) the term ‘analog television licenses’ 
means licenses issued pursuant to 47 CFR 73.682 
et seq.’’. 

(2) Section 114(a) of that Act (47 U.S.C. 924(a)) 
is amended by striking ‘‘(a) or (d)(1)’’ and in-
serting ‘‘(a), (d)(1), or (f)’’. 

(e) IDENTIFICATION AND REALLOCATION OF 
AUCTIONABLE FREQUENCIES.— 

(1) SECOND REPORT REQUIRED.—Section 113(a) 
of the National Telecommunications and Infor-
mation Administration Organization Act (47 
U.S.C. 923(a)) is amended by inserting ‘‘and 
within 6 months after the date of enactment of 
the Balanced Budget Act of 1997’’ after ‘‘Act of 
1993’’. 

(2) IN GENERAL.—Section 113(b) of the Na-
tional Telecommunications and Information Ad-
ministration Organization Act (47 U.S.C. 923(b)) 
is amended— 

(A) by striking the caption of paragraph (1) 
and inserting ‘‘INITIAL REALLOCATION REPORT.— 
’’; 

(B) by inserting ‘‘in the initial report required 
by subsection (a)’’ after ‘‘recommend for re-
allocation’’ in paragraph (1); 

(C) by inserting ‘‘or (3)’’ after ‘‘paragraph 
(1)’’ each place it appears in paragraph (2); and 

(D) by adding at the end thereof the fol-
lowing: 

‘‘(3) SECOND REALLOCATION REPORT.—The 
Secretary shall make available for reallocation a 

total of 20 megahertz in the second report re-
quired by subsection (a), for use other than by 
Federal Government stations under section 305 
of the 1934 Act (47 U.S.C. 305), that is located 
below 3 gigahertz and that meets the criteria 
specified in paragraphs (1) through (5) of sub-
section (a).’’. 

(3) ALLOCATION AND ASSIGNMENT.—Section 115 
of that Act (47 U.S.C. 925) is amended— 

(A) by striking ‘‘the report required by section 
113(a)’’ in subsection (b) and inserting ‘‘the ini-
tial reallocation report required by section 
113(a)’’; and 

(B) by adding at the end thereof the fol-
lowing: 

‘‘(c) ALLOCATION AND ASSIGNMENT OF FRE-
QUENCIES IDENTIFIED IN THE SECOND ALLOCA-
TION REPORT.— 

‘‘(1) PLAN.—Within 12 months after it receives 
a report from the Secretary under section 113(f) 
of this Act, the Commission shall— 

‘‘(A) submit a plan, prepared in coordination 
with the Secretary of Commerce, to the Presi-
dent and to the Senate Committee on Commerce, 
Science, and Transportation and the House of 
Representatives Committee on Commerce, for the 
allocation and assignment under the 1934 Act of 
frequencies identified in the report; and 

‘‘(B) implement the plan. 
‘‘(2) CONTENTS.—The plan prepared by the 

Commission under paragraph (1) shall consist of 
a schedule of reallocation and assignment of 
those frequencies in accordance with section 
309(j) of the 1934 Act in time for the assignment 
of those licenses or permits by September 30, 
2002.’’. 
SEC. 3002. DIGITAL TELEVISION SERVICES. 

Section 309(j) of the Communications Act of 
1934 (47 U.S.C. 309(j)) is amended by adding at 
the end thereof the following: 

‘‘(15) AUCTION OF RECAPTURED BROADCAST 
TELEVISION SPECTRUM AND POTENTIAL DIGITAL 
TELEVISION LICENSE FEES.— 

‘‘(A) LIMITATIONS ON TERMS OF TERRESTRIAL 
TELEVISION BROADCAST LICENSES.— 

‘‘(i) A television license that authorizes ana-
log television services may not be renewed to au-
thorize such services for a period that extends 
beyond December 31, 2006. The Commission shall 
extend or waive this date for any station in any 
television market unless 95 percent of the tele-
vision households have access to digital local 
television signals, either by direct off-air recep-
tion or by other means. 

‘‘(ii) A commercial digital television license 
that is issued shall expire on September 30, 2003. 
A commercial digital television license shall be 
re-issued only subject to fulfillment of the li-
censee’s obligations under subparagraph (C). 

‘‘(iii) No later than December 31, 2001, and 
every 2 years thereafter, the Commission shall 
report to Congress on the status of digital tele-
vision conversion in each television market. In 
preparing this report, the Commission shall con-
sult with other departments and agencies of the 
Federal Government. The report shall contain 
the following information: 

‘‘(I) Actual consumer purchases of analog and 
digital television receivers, including the price, 
availability, and use of conversion equipment to 
allow analog sets to receive a digital signal. 

‘‘(II) The percentage of television households 
in each market that has access to digital local 
television signals as defined in paragraph (a)(1), 
whether such access is attained by direct off-air 
reception or by some other means. 

‘‘(III) The cost to consumers of purchasing 
digital television receivers (or conversion equip-
ment to prevent obsolescence of existing analog 
equipment) and other related changes in the 
marketplace, such as increases in the cost of 
cable converter boxes. 

‘‘(B) SPECTRUM REVERSION AND RESALE.— 
‘‘(i) The Commission shall— 
‘‘(I) ensure that, as analog television licenses 

expire pursuant to subparagraph (A)(i), each 
broadcaster shall return electromagnetic spec-
trum according to the Commission’s direction; 
and 
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‘‘(II) reclaim and organize the electromagnetic 

spectrum in a manner to maximize the deploy-
ment of new and existing services. 

‘‘(ii) Licensees for new services occupying 
electromagnetic spectrum previously used for the 
broadcast of analog television shall be selected 
by competitive bidding. The Commission shall 
start the competitive bidding process by July 1, 
2001, with payment pursuant to the competitive 
bidding rules established by the Commission. 
The Commission shall report the total revenues 
from the competitive bidding by January 1, 2002. 

‘‘(C) DEFINITIONS.—As used in this para-
graph— 

‘‘(i) the term ‘digital television services’ means 
television services provided using digital tech-
nology to enhance audio quality and video reso-
lution, as further defined in the Memorandum 
Opinion, Report, and Order of the Commission 
entitled ‘Advanced Television Systems and Their 
Impact Upon the Existing Television Service’, 
MM Docket No. 87–268 and any subsequent 
Commission proceedings dealing with digital tel-
evision; and 

‘‘(ii) the term ‘analog television licenses’ 
means licenses issued pursuant to 47 CFR 73.682 
et seq.’’. 
SEC. 3003. ALLOCATION AND ASSIGNMENT OF 

NEW PUBLIC SAFETY AND COMMER-
CIAL LICENSES. 

(a) IN GENERAL.—The Federal Communica-
tions Commission, not later than January 1, 
1998, shall allocate from electromagnetic spec-
trum between 746 megahertz and 806 mega-
hertz— 

(1) 24 megahertz of that spectrum for public 
safety services according to terms and condi-
tions established by the Commission, in con-
sultation with the Secretary of Commerce and 
the Attorney General; and 

(2) 36 megahertz of that spectrum for commer-
cial purposes to be assigned by competitive bid-
ding. 

(b) ASSIGNMENT.—The Commission shall— 
(1) commence assignment of the licenses for 

public safety created pursuant to subsection (a) 
no later than September 30, 1998; and 

(2) commence competitive bidding for the com-
mercial licenses created pursuant to subsection 
(a) no later than March 31, 1998. 

(c) LICENSING OF UNUSED FREQUENCIES FOR 
PUBLIC SAFETY RADIO SERVICES.— 

(1) USE OF UNUSED CHANNELS FOR PUBLIC 
SAFETY.—It shall be the policy of the Federal 
Communications Commission, notwithstanding 
any other provision of this Act or any other 
law, to waive whatever licensee eligibility and 
other requirements (including bidding require-
ments) are applicable in order to permit the use 
of unassigned frequencies for public safety pur-
poses by a State or local government agency 
upon a showing that— 

(A) no other existing satisfactory public safety 
channel is immediately available to satisfy the 
requested use; 

(B) the proposed use is technically feasible 
without causing harmful interference to existing 
stations in the frequency band entitled to pro-
tection from such interference under the rules of 
the Commission; and 

(C) use of the channel for public safety pur-
poses is consistent with other existing public 
safety channel allocations in the geographic 
area of proposed use. 

(2) APPLICABILITY.—Paragraph (1) shall apply 
to any application— 

(A) is pending before the Commission on the 
date of enactment of this Act; 

(B) was not finally determined under section 
402 or 405 of the Communications Act of 1934 (47 
U.S.C. 402 or 405) on May 15, 1997; or 

(C) is filed after May 15, 1997. 
(d) PROTECTION OF BROADCAST TV LICENSEES 

DURING DIGITAL TRANSITION.—Public safety 
and commercial licenses granted pursuant to 
this subsection— 

(1) shall enjoy flexibility in use, subject to— 
(A) interference limits set by the Commission 

at the boundaries of the electromagnetic spec-
trum block and service area; and 

(B) any additional technical restrictions im-
posed by the Commission to protect full-service 
analog and digital television licenses during a 
transition to digital television; 

(2) may aggregate multiple licenses to create 
larger spectrum blocks and service areas; 

(3) may disaggregate or partition licenses to 
create smaller spectrum blocks or service areas; 
and 

(4) may transfer a license to any other person 
qualified to be a licensee. 

(e) PROTECTION OF PUBLIC SAFETY LICENSEES 
DURING DIGITAL TRANSITION.—The Commission 
shall establish rules insuring that public safety 
licensees using spectrum reallocated pursuant to 
subsection (a)(1) shall not be subject to harmful 
interference from television broadcast licensees. 

(f) DIGITAL TELEVISION ALLOTMENT.—In as-
signing temporary transitional digital licenses, 
the Commission shall— 

(1) minimize the number of allotments between 
746 and 806 megahertz and maximize the amount 
of spectrum available for public safety and new 
services; 

(2) minimize the number of allotments between 
698 and 746 megahertz in order to facilitate the 
recovery of spectrum at the end of the transi-
tion; 

(3) consider minimizing the number of allot-
ments between 54 and 72 megahertz to facilitate 
the recovery of spectrum at the end of the tran-
sition; and 

(4) develop an allotment plan designed to re-
cover 78 megahertz of spectrum to be assigned by 
competitive bidding, in addition to the 60 mega-
hertz identified in paragraph (a) of this sub-
section. 

(g) INCUMBENT BROADCAST LICENSEES.—Any 
person who holds an analog television license or 
a digital television license between 746 and 806 
megahertz— 

(1) may not operate at that frequency after 
the date on which the digital television services 
transition period terminates, as determined by 
the Commission; and 

(2) shall surrender immediately the license or 
permit to construct pursuant to Commission 
rules. 

(h) DEFINITIONS.—For purposes of this sec-
tion: 

(1) COMMISSION.—The term ‘‘Commission’’ 
means the Federal Communications Commission. 

(2) DIGITAL TELEVISION (DTV) SERVICE.—The 
term ‘‘digital television (DTV) service’’ means 
terrestrial broadcast services provided using dig-
ital technology to enhance audio quality and 
video resolution, as further defined in the 
Memorandum Opinion, Report, and Order of the 
Commission entitled ‘‘Advanced Television Sys-
tems and Their Impact Upon the Existing Tele-
vision Service’’, MM Docket No. 87–268, or sub-
sequent findings of the Commission. 

(3) DIGITAL TELEVISION LICENSE.—The term 
‘‘digital television license’’ means a full-service 
license issued pursuant to rules adopted for dig-
ital television service. 

(4) ANALOG TELEVISION LICENSE.—The term 
‘‘analog television license’’ means a full-service 
license issued pursuant to 47 CFR 73.682 et seq. 

(5) PUBLIC SAFETY SERVICES.—The term ‘‘pub-
lic safety services’’ means services whose sole or 
principal purpose is to protect the safety of life, 
health, or property. 

(6) SERVICE AREA.—The term ‘‘service area’’ 
means the geographic area over which a licensee 
may provide service and is protected from inter-
ference. 

(7) SPECTRUM BLOCK.—The term ‘‘spectrum 
block’’ means the range of frequencies over 
which the apparatus licensed by the Commission 
is authorized to transmit signals. 
SEC. 3004. FLEXIBLE USE OF ELECTROMAGNETIC 

SPECTRUM. 
Section 303 of the Communications Act of 1934 

(47 U.S.C. 303) is amended by adding at the end 
thereof the following: 

‘‘(y) Shall allocate electromagnetic spectrum 
so as to provide flexibility of use, except— 

‘‘(1) as required by international agreements 
relating to global satellite systems or other tele-
communication services to which the United 
States is a party; 

‘‘(2) as required by public safety allocations; 
‘‘(3) to the extent that the Commission finds, 

after notice and an opportunity for public com-
ment, that such an allocation would not be in 
the public interest; 

‘‘(4) to the extent that flexible use would re-
tard investment in communications services and 
systems, or technology development thereby less-
ening the value of the electromagnetic spectrum; 
or 

‘‘(5) to the extent that flexible use would re-
sult in harmful interference among users.’’. 
SEC. 3005. RESERVE PRICE. 

In any auction conducted or supervised by the 
Federal Communications Commission (herein-
after the Commission) for any license, permit or 
right which has value, a reasonable reserve 
price shall be set by the Commission for each 
unit in the auction unless the Commission deter-
mines it not to be in the public interest. The re-
serve price shall establish a minimum bid for the 
unit to be auctioned. If no bid is received above 
the reserve price for a unit, the unit shall be re-
tained. The Commission shall re-assess the re-
serve price for that unit and place the unit in 
the next scheduled or next appropriate auction. 

SUBTITLE B—MERCHANT MARINE 
PROVISIONS 

SEC. 3501. EXTENSION OF VESSEL TONNAGE DU-
TIES. 

(a) EXTENSION OF DUTIES.—Section 36 of the 
Act of August 5, 1909 (36 Stat. 111; 46 U.S.C. 
App. 121), is amended by inserting ‘‘1999, 2000, 
2001, and 2002,’’ after ‘‘1998,’’ each place it ap-
pears. 

(b) CONFORMING AMENDMENT.—The Act of 
March 8, 1910 (36 Stat. 234; 46 U.S.C. 132), is 
amended by striking ‘‘and 1998,’’ and inserting 
‘‘1998, 1999, 2000, 2001, and 2002,’’. 

TITLE IV—COMMITTEE ON ENERGY AND 
NATURAL RESOURCES 

SEC. 4001. LEASE OF EXCESS STRATEGIC PETRO-
LEUM RESERVE CAPACITY. 

Part B of title I of the Energy Policy and Con-
servation Act (42 U.S.C. 6231 et seq.) is amended 
by adding at the end the following new section: 

‘‘USE OF UNDERUTILIZED FACILITIES 
‘‘SEC. 168. Notwithstanding section 649(b) of 

the Department of Energy Organization Act (42 
U.S.C. 7259(b)), the Secretary is authorized to 
store in underutilized Strategic Petroleum Re-
serve facilities, by lease or otherwise, petroleum 
product owned by a foreign government or its 
representative: Provided, That funds resulting 
from the leasing or other use of a Reserve facil-
ity on or after October 1, 2007, shall be available 
to the Secretary, without further appropriation, 
for the purchase of petroleum products for the 
Reserve: Provided further, That petroleum prod-
uct stored under this section is not part of the 
Strategic Petroleum Reserve, is not subject to 
part C of this title, and notwithstanding any 
provision of this Act, may be exported from the 
United States.’’. 

TITLE V—COMMITTEE ON FINANCE 
SEC. 5000. AMENDMENTS TO SOCIAL SECURITY 

ACT AND REFERENCES TO OBRA; 
TABLE OF CONTENTS OF TITLE. 

(a) AMENDMENTS TO SOCIAL SECURITY ACT.— 
Except as otherwise specifically provided, when-
ever in this title an amendment is expressed in 
terms of an amendment to or repeal of a section 
or other provision, the reference shall be consid-
ered to be made to that section or other provi-
sion of the Social Security Act. 

(b) REFERENCES TO OBRA.—In this title, the 
terms ‘‘OBRA–1986’’, ‘‘OBRA–1987’’, ‘‘OBRA– 
1989’’, ‘‘OBRA–1990’’, and ‘‘OBRA–1993’’ refer 
to the Omnibus Budget Reconciliation Act of 
1986 (Public Law 99–509), the Omnibus Budget 
Reconciliation Act of 1987 (Public Law 100–203), 
the Omnibus Budget Reconciliation Act of 1989 
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(Public Law 101–239), the Omnibus Budget Rec-
onciliation Act of 1990 (Public Law 101–508), 
and the Omnibus Budget Reconciliation Act of 
1993 (Public Law 103–66), respectively. 

(c) TABLE OF CONTENTS.—The table of con-
tents of this title is as follows: 

TITLE V—COMMITTEE ON FINANCE 

Sec. 5000. Amendments to Social Security Act 
and references to OBRA; table of 
contents of title. 

Sec. 5000A. Extension of moratorium. 

DIVISION 1—MEDICARE 

Subtitle A—Medicare Choice Program 

CHAPTER 1—MEDICARE CHOICE PROGRAM 

SUBCHAPTER A—MEDICARE CHOICE PROGRAM 
Sec. 5001. Establishment of Medicare Choice 

program. 

‘‘PART C—MEDICARE CHOICE PROGRAM 

‘‘Sec. 1851. Eligibility, election, and enroll-
ment. 

‘‘Sec. 1852. Benefits and beneficiary protec-
tions. 

‘‘Sec. 1853. Payments to Medicare Choice 
organizations. 

‘‘Sec. 1854. Premiums. 
‘‘Sec. 1855. Organizational and financial 

requirements for Medicare Choice 
organizations; provider-sponsored 
organizations. 

‘‘Sec. 1856. Establishment of standards. 
‘‘Sec. 1857. Contracts with Medicare Choice 

organizations. 
‘‘Sec. 1859. Definitions; miscellaneous pro-

visions. 
Sec. 5002. Transitional rules for current medi-

care HMO program. 
Sec. 5003. Conforming changes in Medigap pro-

gram. 
SUBCHAPTER B—SPECIAL RULES FOR MEDICARE 

CHOICE MEDICAL SAVINGS ACCOUNTS 
Sec. 5006. Medicare Choice MSA. 

CHAPTER 2—INTEGRATED LONG-TERM CARE 
PROGRAMS 

SUBCHAPTER A—PROGRAMS OF ALL-INCLUSIVE 
CARE FOR THE ELDERLY (PACE) 

Sec. 5011. Coverage of PACE under the medi-
care program. 

Sec. 5012. Effective date; transition. 
Sec. 5013. Study and reports. 

SUBCHAPTER B—SOCIAL HEALTH MAINTENANCE 
ORGANIZATIONS 

Sec. 5015. Social health maintenance organiza-
tions (SHMOs). 

SUBCHAPTER C—OTHER PROGRAMS 
Sec. 5018. Extension of certain medicare com-

munity nursing organization dem-
onstration projects. 

CHAPTER 3—COMMISSIONS 

Sec. 5021. National Bipartisan Commission on 
the Future of Medicare. 

Sec. 5022. Medicare Payment Advisory Commis-
sion. 

CHAPTER 4—MEDIGAP PROTECTIONS 

Sec. 5031. Medigap protections. 
Sec. 5032. Addition of high deductible Medigap 

policy. 

CHAPTER 5—DEMONSTRATIONS 

SUBCHAPTER A—MEDICARE CHOICE COMPETITIVE 
PRICING DEMONSTRATION PROJECT 

PART I—IN GENERAL 

Sec. 5041. Medicare Choice competitive pricing 
demonstration project. 

Sec. 5042. Determination of annual Medicare 
Choice capitation rates. 

Sec. 5043. Benefits and beneficiary premiums. 

PART II—INFORMATION AND QUALITY 
STANDARDS 

SUBPART A—INFORMATION 
Sec. 5044. Information requirements. 
SUBPART B—QUALITY IN DEMONSTRATION PLANS 

Sec. 5044A. Definitions. 

Sec. 5044B. Quality Advisory Institute. 
Sec. 5044C. Duties of Director. 
Sec. 5044D. Compliance. 
Sec. 5044E. Payments for value. 
Sec. 5044F. Certification requirement. 
Sec. 5044G. Licensing of certification entities. 
Sec. 5044H. Certification criteria. 
Sec. 5044I. Grievance and appeals. 

SUBCHAPTER B—OTHER PROJECTS 
Sec. 5045. Medicare enrollment demonstration 

project. 
Sec. 5046. Medicare coordinated care dem-

onstration project. 
Sec. 5047. Establishment of medicare reimburse-

ment demonstration projects. 
CHAPTER 6—TAX TREATMENT OF HOSPITALS 

PARTICIPATING IN PROVIDER-SPONSORED ORGA-
NIZATIONS 

Sec. 5049. Tax treatment of hospitals which 
participate in provider-sponsored 
organizations. 

Subtitle B—Prevention Initiatives 
Sec. 5101. Annual screening mammography for 

women over age 39. 
Sec. 5102. Coverage of colorectal screening. 
Sec. 5103. Diabetes screening tests. 
Sec. 5104. Coverage of bone mass measurements. 
Sec. 5105. Study on medical nutrition therapy 

services. 
Subtitle C—Rural Initiatives 

Sec. 5151. Sole community hospitals. 
Sec. 5152. Medicare-dependent, small rural hos-

pital payment extension. 
Sec. 5153. Medicare rural hospital flexibility 

program. 
Sec. 5154. Prohibiting denial of request by rural 

referral centers for reclassification 
on basis of comparability of 
wages. 

Sec. 5155. Rural health clinic services. 
Sec. 5156. Medicare reimbursement for tele-

health services. 
Sec. 5157. Telemedicine, informatics, and edu-

cation demonstration project. 
Subtitle D—Anti-Fraud and Abuse Provisions 

and Improvements in Protecting Program In-
tegrity 

CHAPTER 1—REVISIONS TO SANCTIONS FOR 
FRAUD AND ABUSE 

Sec. 5201. Authority to refuse to enter into 
medicare agreements with individ-
uals or entities convicted of felo-
nies. 

Sec. 5202. Exclusion of entity controlled by fam-
ily member of a sanctioned indi-
vidual. 

Sec. 5203. Imposition of civil money penalties. 
CHAPTER 2—IMPROVEMENTS IN PROTECTING 

PROGRAM INTEGRITY 
Sec. 5211. Disclosure of information, surety 

bonds, and accreditation. 
Sec. 5212. Provision of certain identification 

numbers. 
Sec. 5213. Application of certain provisions of 

the bankruptcy code. 
Sec. 5214. Replacement of reasonable charge 

methodology by fee schedules. 
Sec. 5215. Application of inherent reasonable-

ness to all part B services other 
than physicians’ services. 

Sec. 5216. Requirement to furnish diagnostic in-
formation. 

Sec. 5217. Report by GAO on operation of fraud 
and abuse control program. 

Sec. 5218. Competitive bidding. 
Sec. 5219. Improving information to medicare 

beneficiaries. 
Sec. 5220. Prohibiting unnecessary and waste-

ful medicare payments for certain 
items. 

Sec. 5221. Reducing excessive billings and utili-
zation for certain items. 

Sec. 5222. Improving information to medicare 
beneficiaries. 

Sec. 5223. Prohibiting unnecessary and waste-
ful medicare payments for certain 
items. 

Sec. 5224. Reducing excessive billings and utili-
zation for certain items. 

Sec. 5225. Improved carrier authority to reduce 
excessive medicare payments. 

Sec. 5226. Itemization of surgical dressing bills 
submitted by home health agen-
cies. 

CHAPTER 3—CLARIFICATIONS AND TECHNICAL 
CHANGES 

Sec. 5231. Other fraud and abuse related provi-
sions. 

Subtitle E—Prospective Payment Systems 
CHAPTER 1—PROVISIONS RELATING TO PART A 

Sec. 5301. Prospective payment for inpatient re-
habilitation hospital services. 

Sec. 5302. Study and report on payments for 
long-term care hospitals. 

CHAPTER 2—PROVISIONS RELATING TO PART B 
SUBCHAPTER A—PAYMENT FOR HOSPITAL 

OUTPATIENT DEPARTMENT SERVICES 
Sec. 5311. Elimination of formula-driven over-

payments (FDO) for certain out-
patient hospital services. 

Sec. 5312. Extension of reductions in payments 
for costs of hospital outpatient 
services. 

Sec. 5313. Prospective payment system for hos-
pital outpatient department serv-
ices. 

SUBCHAPTER B—AMBULANCE SERVICES 
Sec. 5321. Payments for ambulance services. 
CHAPTER 3—PROVISIONS RELATING TO PARTS A 

AND B 
SUBCHAPTER A—PAYMENTS TO SKILLED NURSING 

FACILITIES 
Sec. 5331. Extension of cost limits. 
Sec. 5332. Prospective payment for skilled nurs-

ing facility services. 
SUBCHAPTER B—HOME HEALTH SERVICES AND 

BENEFITS 
PART I—PAYMENTS FOR HOME HEALTH SERVICES 
Sec. 5341. Recapturing savings resulting from 

temporary freeze on payment in-
creases for home health services. 

Sec. 5342. Interim payments for home health 
services. 

Sec. 5343. Prospective payment for home health 
services. 

Sec. 5344. Payment based on location where 
home health service is furnished. 

PART II—HOME HEALTH BENEFITS 
Sec. 5361. Modification of part A home health 

benefit for individuals enrolled 
under part B. 

Sec. 5362. Imposition of $5 copayment for part B 
home health services. 

Sec. 5363. Clarification of part-time or intermit-
tent nursing care. 

Sec. 5364. Study on definition of homebound. 
Sec. 5365. Normative standards for home health 

claims denials. 
Sec. 5366. Inclusion of cost of service in expla-

nation of medicare benefits. 
Subtitle F—Provisions Relating to Part A 
CHAPTER 1—PAYMENT OF PPS HOSPITALS 

Sec. 5401. PPS hospital payment update. 
Sec. 5402. Capital payments for PPS hospitals. 

CHAPTER 2—PAYMENT OF PPS EXEMPT 
HOSPITALS 

Sec. 5421. Payment update. 
Sec. 5422. Reductions to capital payments for 

certain PPS-exempt hospitals and 
units. 

Sec. 5423. Cap on TEFRA limits. 
Sec. 5424. Change in bonus and relief payments. 
Sec. 5425. Target amounts for rehabilitation 

hospitals, long-term care hos-
pitals, and psychiatric hospitals. 

Sec. 5426. Treatment of certain long-term care 
hospitals located within other 
hospitals. 

Sec. 5426A. Rebasing. 
Sec. 5427. Elimination of exemptions; report on 

exceptions and adjustments. 
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CONGRESSIONAL RECORD — SENATE S6571 June 26, 1997 
Sec. 5428. Technical correction relating to sub-

section (d) hospitals. 
Sec. 5429. Certain cancer hospitals. 

CHAPTER 3—GRADUATE MEDICAL EDUCATION 
PAYMENTS 

SUBCHAPTER A—DIRECT MEDICAL EDUCATION 
Sec. 5441. Limitation on number of residents 

and rolling average FTE count. 
Sec. 5442. Permitting payment to nonhospital 

providers. 
Sec. 5443. Medicare special reimbursement rule 

for primary care combined resi-
dency programs. 

SUBCHAPTER B—INDIRECT MEDICAL EDUCATION 
Sec. 5446. Indirect graduate medical education 

payments. 
SUBCHAPTER C—GRADUATE MEDICAL EDUCATION 

PAYMENTS FOR MANAGED CARE ENROLLEES 
Sec. 5451. Direct and indirect medical education 

payments to hospitals for man-
aged care enrollees. 

Sec. 5452. Demonstration project on use of con-
sortia. 

CHAPTER 4—OTHER HOSPITAL PAYMENTS 

Sec. 5461. Disproportionate share payments to 
hospitals for managed care and 
Medicare Choice enrollees. 

Sec. 5462. Reform of disproportionate share 
payments to hospitals serving vul-
nerable populations. 

Sec. 5463. Medicare capital asset sales price 
equal to book value. 

Sec. 5464. Elimination of IME and DSH pay-
ments attributable to outlier pay-
ments. 

Sec. 5465. Treatment of transfer cases. 
Sec. 5466. Reductions in payments for enrollee 

bad debt. 
Sec. 5467. Floor on area wage index. 
Sec. 5468. Increase base payment rate to Puerto 

Rico hospitals. 
Sec. 5469. Permanent extension of hemophilia 

pass-through. 
Sec. 5470. Coverage of services in religious non-

medical health care institutions 
under the medicare and medicaid 
programs. 

CHAPTER 5—PAYMENTS FOR HOSPICE SERVICES 

Sec. 5481. Payment for home hospice care based 
on location where care is fur-
nished. 

Sec. 5482. Hospice care benefits periods. 
Sec. 5483. Other items and services included in 

hospice care. 
Sec. 5484. Contracting with independent physi-

cians or physician groups for hos-
pice care services permitted. 

Sec. 5485. Waiver of certain staffing require-
ments for hospice care programs 
in non-urbanized areas. 

Sec. 5486. Limitation on liability of beneficiaries 
for certain hospice coverage deni-
als. 

Sec. 5487. Extending the period for physician 
certification of an individual’s 
terminal illness. 

Sec. 5488. Effective date. 

Subtitle G—Provisions Relating to Part B Only 

CHAPTER 1—PAYMENTS FOR PHYSICIANS AND 
OTHER HEALTH CARE PROVIDERS 

Sec. 5501. Establishment of single conversion 
factor for 1998. 

Sec. 5502. Establishing update to conversion 
factor to match spending under 
sustainable growth rate. 

Sec. 5503. Replacement of volume performance 
standard with sustainable growth 
rate. 

Sec. 5504. Payment rules for anesthesia serv-
ices. 

Sec. 5505. Implementation of resource-based 
methodologies. 

Sec. 5506. Increased medicare reimbursement for 
nurse practitioners and clinical 
nurse specialists. 

Sec. 5507. Increased medicare reimbursement for 
physician assistants. 

CHAPTER 2—OTHER PAYMENT PROVISIONS 
Sec. 5521. Reduction in updates to payment 

amounts for clinical diagnostic 
laboratory tests; study on labora-
tory services. 

Sec. 5522. Improvements in administration of 
laboratory services benefit. 

Sec. 5523. Payments for durable medical equip-
ment. 

Sec. 5524. Oxygen and oxygen equipment. 
Sec. 5525. Updates for ambulatory surgical serv-

ices. 
Sec. 5526. Reimbursement for drugs and 

biologicals. 
CHAPTER 3—PART B PREMIUM AND RELATED 

PROVISIONS 
Sec. 5541. Part B premium. 
Sec. 5542. Income-related reduction in medicare 

subsidy. 
Sec. 5543. Demonstration project on income-re-

lated part B deductible. 
Sec. 5544. Low-income medicare beneficiary 

block grant program. 
Subtitle H—Provisions Relating to Parts A and 

B 
CHAPTER 1—SECONDARY PAYOR PROVISIONS 

Sec. 5601. Extension and expansion of existing 
requirements. 

Sec. 5602. Improvements in recovery of pay-
ments. 

CHAPTER 2—OTHER PROVISIONS 
Sec. 5611. Conforming age for eligibility under 

medicare to retirement age for so-
cial security benefits. 

Sec. 5612. Increased certification period for cer-
tain organ procurement organiza-
tions. 

Sec. 5613. Facilitating the use of private con-
tracts under the medicare pro-
gram. 

Subtitle I—Miscellaneous Provisions 
Sec. 5651. Inclusion of Stanly County, N.C. in a 

large urban area under medicare 
program. 

Sec. 5652. Medicare anti-duplication provision. 
DIVISION 2—MEDICAID AND CHILDREN’S 

HEALTH INSURANCE INITIATIVES 
Subtitle I—Medicaid 

CHAPTER 1—MEDICAID SAVINGS 
SUBCHAPTER A—MANAGED CARE REFORMS 

Sec. 5701. State option for mandatory managed 
care. 

‘‘PART B—PROVISIONS RELATING TO MANAGED 
CARE 

‘‘Sec. 1941. Beneficiary choice; enrollment. 
‘‘Sec. 1942. Beneficiary access to services 

generally. 
‘‘Sec. 1943. Requirements for access to emer-

gency care. 
‘‘Sec. 1944. Other beneficiary protections. 
‘‘Sec. 1945. Assuring quality care. 
‘‘Sec. 1946. Protections for providers. 
‘‘Sec. 1947. Assuring adequacy of payments 

to medicaid managed care organi-
zations and entities. 

‘‘Sec. 1948. Fraud and abuse. 
‘‘Sec. 1949. Sanctions for noncompliance by 

managed care entities. 
‘‘Sec. 1950. Definitions; miscellaneous pro-

visions.’’. 
Sec. 5702. Primary care case management serv-

ices as State option without need 
for waiver. 

Sec. 5703. Additional reforms to expand and 
simplify managed care. 

SUBCHAPTER B—MANAGEMENT FLEXIBILITY 
REFORMS 

Sec. 5711. Elimination of Boren amendment re-
quirements for provider payment 
rates. 

Sec. 5712. Medicaid payment rates for qualified 
medicare beneficiaries. 

SUBCHAPTER C—REDUCTION OF DISPROPOR-
TIONATE SHARE HOSPITAL (DSH) PAYMENTS 

Sec. 5721. Disproportionate share hospital 
(DSH) payments. 

CHAPTER 2—EXPANSION OF MEDICAID 
ELIGIBILITY 

Sec. 5731. State option to permit workers with 
disabilities to buy into medicaid. 

Sec. 5732. 12-month continuous eligibility for 
children. 

CHAPTER 3—PROGRAMS OF ALL-INCLUSIVE CARE 
FOR THE ELDERLY (PACE) 

Sec. 5741. Establishment of PACE program as 
medicaid State option. 

Sec. 5742. Effective date; transition. 
Sec. 5743. Study and reports. 

CHAPTER 4—MEDICAID MANAGEMENT AND 
PROGRAM REFORMS 

Sec. 5751. Elimination of requirement to pay for 
private insurance. 

Sec. 5752. Elimination of obstetrical and pedi-
atric payment rate requirements. 

Sec. 5753. Physician qualification requirements. 
Sec. 5754. Expanded cost-sharing requirements. 
Sec. 5755. Penalty for fraudulent eligibility. 
Sec. 5756. Elimination of waste, fraud, and 

abuse. 
Sec. 5757. Study on EPSDT benefits. 
Sec. 5758. Study and guidelines regarding man-

aged care organizations and indi-
viduals with special health care 
needs. 

CHAPTER 5—MISCELLANEOUS 
Sec. 5761. Increased FMAPs. 
Sec. 5762. Increase in payment caps for terri-

tories. 
Sec. 5763. Community-based mental health serv-

ices. 
Sec. 5764. Optional medicaid coverage of certain 

CDC-screened breast cancer pa-
tients. 

Sec. 5765. Treatment of State taxes imposed on 
certain hospitals that provide free 
care. 

Sec. 5766. Treatment of veterans pensions under 
medicaid. 

Sec. 5767. Removal of name from nurse aide reg-
istry. 

Sec. 5768. Waiver of certain provider tax provi-
sions. 

Sec. 5769. Continuation of State-wide section 
1115 medicaid waivers. 

Sec. 5770. Effective date. 
Subtitle J—Children’s Health Insurance 

Initiatives 
Sec. 5801. Establishment of children’s health in-

surance initiatives. 
‘‘TITLE XXI—CHILD HEALTH INSURANCE 

INITIATIVES 
‘‘Sec. 2101. Purpose. 
‘‘Sec. 2102. Definitions. 
‘‘Sec. 2103. Appropriation. 
‘‘Sec. 2104. Program outline. 
‘‘Sec. 2105. Distribution of funds. 
‘‘Sec. 2106. Use of funds. 
‘‘Sec. 2107. State option for the purchase or 

provision of children’s health in-
surance. 

‘‘Sec. 2108. Program integrity. 
‘‘Sec. 2109. Annual reports.’’. 
DIVISION 3—INCOME SECURITY AND 

OTHER PROVISIONS 
Subtitle K—Income Security, Welfare-to-Work 

Grant Program, and Other Provisions 
CHAPTER 1—INCOME SECURITY 

Sec. 5811. SSI eligibility for aliens receiving SSI 
on August 22, 1996. 

Sec. 5812. Extension of eligibility period for ref-
ugees and certain other qualified 
aliens from 5 to 7 years for SSI 
and medicaid. 

Sec. 5813. Exceptions for certain Indians from 
limitation on eligibility for supple-
mental security income and med-
icaid benefits. 
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CONGRESSIONAL RECORD — SENATES6572 June 26, 1997 
Sec. 5814. SSI eligibility for disabled legal aliens 

in the United States on August 22, 
1996. 

Sec. 5815. Exemption from restriction on supple-
mental security income program 
participation by certain recipients 
eligible on the basis of very old 
applications. 

Sec. 5816. Reinstatement of eligibility for bene-
fits. 

Sec. 5817. Exemption for children who are legal 
aliens from 5-year ban on med-
icaid eligibility. 

Sec. 5818. Treatment of certain Amerasian im-
migrants as refugees. 

Sec. 5819. SSI eligibility for severely disabled 
aliens. 

Sec. 5820. Effective date. 
CHAPTER 2—WELFARE-TO-WORK GRANT 

PROGRAM 
Sec. 5821. Welfare-to-work grants. 
Sec. 5822. Clarification of a State’s ability to 

sanction an individual receiving 
assistance under TANF for non-
compliance. 

CHAPTER 3—UNEMPLOYMENT COMPENSATION 
Sec. 5831. Increase in Federal unemployment 

account ceiling. 
Sec. 5832. Special distribution to States from 

unemployment trust fund. 
Sec. 5833. Treatment of certain services per-

formed by inmates. 
DIVISION 4—EARNED INCOME CREDIT AND 

OTHER PROVISIONS 
Subtitle L—Earned Income Credit and Other 

Provisions 
CHAPTER 1—EARNED INCOME CREDIT 

Sec. 5851. Restrictions on availability of earned 
income credit for taxpayers who 
improperly claimed credit in prior 
year. 

CHAPTER 2—INCREASE IN PUBLIC DEBT LIMIT 
Sec. 5861. Increase in public debt limit. 

CHAPTER 3—MISCELLANEOUS 
Sec. 5871. Sense of the Senate regarding the 

correction of cost-of-living adjust-
ments. 

Subtitle M—Welfare Reform Technical 
Corrections 

Sec. 5900. Short title of subtitle. 
CHAPTER 1—BLOCK GRANTS FOR TEMPORARY 

ASSISTANCE TO NEEDY FAMILIES 
Sec. 5901. Amendment of the Social Security 

Act. 
Sec. 5902. Eligible States; State plan. 
Sec. 5903. Grants to States. 
Sec. 5904. Use of grants. 
Sec. 5905. Mandatory work requirements. 
Sec. 5906. Prohibitions; requirements. 
Sec. 5907. Penalties. 
Sec. 5908. Data collection and reporting. 
Sec. 5909. Direct funding and administration by 

Indian tribes. 
Sec. 5910. Research, evaluations, and national 

studies. 
Sec. 5911. Report on data processing. 
Sec. 5912. Study on alternative outcomes meas-

ures. 
Sec. 5913. Limitation on payments to the terri-

tories. 
Sec. 5914. Conforming amendments to the Social 

Security Act. 
Sec. 5915. Other conforming amendments. 
Sec. 5916. Modifications to the job opportunities 

for certain low-income individuals 
program. 

Sec. 5917. Denial of assistance and benefits for 
drug-related convictions. 

Sec. 5918. Transition rule. 
Sec. 5919. Protecting victims of family violence. 
Sec. 5920. Effective dates. 

CHAPTER 2—SUPPLEMENTAL SECURITY INCOME 
Sec. 5921. Conforming and technical amend-

ments relating to eligibility re-
strictions. 

Sec. 5922. Conforming and technical amend-
ments relating to benefits for dis-
abled children. 

Sec. 5923. Additional technical amendments to 
title XVI. 

Sec. 5924. Additional technical amendments re-
lating to title XVI. 

Sec. 5925. Effective dates. 
CHAPTER 3—CHILD SUPPORT 

Sec. 5935. State obligation to provide child sup-
port enforcement services. 

Sec. 5936. Distribution of collected support. 
Sec. 5937. Civil penalties relating to State direc-

tory of new hires. 
Sec. 5938. Federal Parent Locator Service. 
Sec. 5939. Access to registry data for research 

purposes. 
Sec. 5940. Collection and use of social security 

numbers for use in child support 
enforcement. 

Sec. 5941. Adoption of uniform State laws. 
Sec. 5942. State laws providing expedited proce-

dures. 
Sec. 5943. Voluntary paternity acknowledge-

ment. 
Sec. 5944. Calculation of paternity establish-

ment percentage. 
Sec. 5945. Means available for provision of tech-

nical assistance and operation of 
Federal Parent Locator Service. 

Sec. 5946. Authority to collect support from 
Federal employees. 

Sec. 5947. Definition of support order. 
Sec. 5948. State law authorizing suspension of 

licenses. 
Sec. 5949. International support enforcement. 
Sec. 5950. Child support enforcement for Indian 

tribes. 
Sec. 5951. Continuation of rules for distribution 

of support in the case of a title 
IV–E child. 

Sec. 5952. Good cause in foster care and food 
stamp cases. 

Sec. 5953. Date of collection of support. 
Sec. 5954. Administrative enforcement in inter-

state cases. 
Sec. 5955. Work orders for arrearages. 
Sec. 5956. Additional technical State plan 

amendments. 
Sec. 5957. Federal case registry of child support 

orders. 
Sec. 5958. Full faith and credit for child sup-

port orders. 
Sec. 5959. Development costs of automated sys-

tems. 
Sec. 5960. Additional technical amendments. 
Sec. 5961. Effective date. 
CHAPTER 4—RESTRICTING WELFARE AND PUBLIC 

BENEFITS FOR ALIENS 
SUBCHAPTER A—ELIGIBILITY FOR FEDERAL 

BENEFITS 
Sec. 5965. Alien eligibility for Federal benefits: 

Limited application to medicare 
and benefits under the Railroad 
Retirement Act. 

Sec. 5966. Exceptions to benefit limitations: Cor-
rections to reference concerning 
aliens whose deportation is with-
held. 

Sec. 5967. Veterans exception: Application of 
minimum active duty service re-
quirement; extension to 
unremarried surviving spouse; ex-
panded definition of veteran. 

Sec. 5968. Correction of reference concerning 
Cuban and Haitian entrants. 

Sec. 5969. Notification concerning aliens not 
lawfully present: Correction of 
terminology. 

Sec. 5970. Freely associated States: Contracts 
and licenses. 

Sec. 5971. Congressional statement regarding 
benefits for Hmong and other 
Highland Lao veterans. 

SUBCHAPTER B—GENERAL PROVISIONS 
Sec. 5972. Determination of treatment of bat-

tered aliens as qualified aliens; 
inclusion of alien child of battered 
parent as qualified alien. 

Sec. 5973. Verification of eligibility for benefits. 
Sec. 5974. Qualifying quarters: Disclosure of 

quarters of coverage information; 
correction to assure that crediting 
applies to all quarters earned by 
parents before child is 18. 

Sec. 5975. Statutory construction: Benefit eligi-
bility limitations applicable only 
with respect to aliens present in 
the United States. 

SUBCHAPTER C—MISCELLANEOUS CLERICAL AND 
TECHNICAL AMENDMENTS; EFFECTIVE DATE 

Sec. 5976. Correcting miscellaneous clerical and 
technical errors. 

Sec. 5977. Effective date. 
CHAPTER 5—CHILD PROTECTION 

Sec. 5981. Conforming and technical amend-
ments relating to child protection. 

Sec. 5982. Additional technical amendments re-
lating to child protection. 

Sec. 5983. Effective date. 
CHAPTER 6—CHILD CARE 

Sec. 5985. Conforming and technical amend-
ments relating to child care. 

Sec. 5986. Additional conforming and technical 
amendments. 

Sec. 5987. Effective dates. 
CHAPTER 7—ERISA AMENDMENTS RELATING TO 

MEDICAL CHILD SUPPORT ORDERS 
Sec. 5991. Amendments relating to section 303 of 

the Personal Responsibility and 
Work Opportunity Reconciliation 
Act of 1996. 

Sec. 5992. Amendment relating to section 381 of 
the Personal Responsibility and 
Work Opportunity Reconciliation 
Act of 1996. 

Sec. 5993. Amendments relating to section 382 of 
the Personal Responsibility and 
Work Opportunity Reconciliation 
Act of 1996. 

SEC. 5000A. EXTENSION OF MORATORIUM. 
Section 6408(a)(3) of the Omnibus Budget Rec-

onciliation Act of 1989, as amended by section 
13642 of the Omnibus Budget Reconciliation Act 
of 1993 is amended by striking ‘‘December 31, 
1995’’ and inserting ‘‘December 31, 2002’’. 

DIVISION 1—MEDICARE 
Subtitle A—Medicare Choice Program 

CHAPTER 1—MEDICARE CHOICE PROGRAM 
Subchapter A—Medicare Choice Program 

SEC. 5001. ESTABLISHMENT OF MEDICARE 
CHOICE PROGRAM. 

Title XVIII is amended by redesignating part 
C as part D and by inserting after part B the 
following new part: 

‘‘PART C—MEDICARE CHOICE PROGRAM 
‘‘ELIGIBILITY, ELECTION, AND ENROLLMENT 

‘‘SEC. 1851. (a) CHOICE OF MEDICARE BENEFITS 
THROUGH MEDICARE CHOICE PLANS.— 

‘‘(1) IN GENERAL.—Subject to the provisions of 
this section, each Medicare Choice eligible indi-
vidual (as defined in paragraph (3)) is entitled 
to elect to receive benefits under this title— 

‘‘(A) through the traditional medicare fee-for- 
service program under parts A and B, or 

‘‘(B) through enrollment in a Medicare Choice 
plan under this part. 

‘‘(2) TYPES OF MEDICARE CHOICE PLANS THAT 
MAY BE AVAILABLE.—A Medicare Choice plan 
may be any of the following types of plans of 
health insurance: 

‘‘(A) FEE-FOR-SERVICE PLANS.—A plan that re-
imburses hospitals, physicians, and other pro-
viders on the basis of a privately determined fee 
schedule or other basis. 

‘‘(B) PLANS OFFERED BY PREFERRED PROVIDER 
ORGANIZATIONS.—A Medicare Choice plan of-
fered by a preferred provider organization. 

‘‘(C) POINT OF SERVICE PLANS.—A point of 
service plan. 

‘‘(D) PLANS OFFERED BY PROVIDER-SPONSORED 
ORGANIZATION.—A Medicare Choice plan offered 
by a provider-sponsored organization, as de-
fined in section 1855(e). 
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‘‘(E) PLANS OFFERED BY HEALTH MAINTENANCE 

ORGANIZATIONS.—A Medicare Choice plan of-
fered by a health maintenance organization. 

‘‘(F) COMBINATION OF MSA PLAN AND CON-
TRIBUTIONS TO MEDICARE CHOICE MSA.—An MSA 
plan, as defined in section 1859(b)(3), and a con-
tribution into a Medicare Choice medical sav-
ings account (MSA). 

‘‘(G) OTHER HEALTH CARE PLANS.—Any other 
private plan for the delivery of health care items 
and services that is not described in a preceding 
subparagraph. 

‘‘(3) MEDICARE CHOICE ELIGIBLE INDIVIDUAL.— 
‘‘(A) IN GENERAL.—In this title, subject to sub-

paragraph (B), the term ‘Medicare Choice eligi-
ble individual’ means an individual who is enti-
tled to benefits under part A and enrolled under 
part B. 

‘‘(B) SPECIAL RULE FOR END-STAGE RENAL DIS-
EASE.—Such term shall not include an indi-
vidual medically determined to have end-stage 
renal disease, except that an individual who de-
velops end-stage renal disease while enrolled in 
a Medicare Choice plan may continue to be en-
rolled in that plan. 

‘‘(b) SPECIAL RULES.— 
‘‘(1) RESIDENCE REQUIREMENT.— 
‘‘(A) IN GENERAL.—Except as the Secretary 

may otherwise provide, an individual is eligible 
to elect a Medicare Choice plan offered by a 
Medicare Choice organization only if the plan 
serves the geographic area in which the indi-
vidual resides. 

‘‘(B) CONTINUATION OF ENROLLMENT PER-
MITTED.—Pursuant to rules specified by the Sec-
retary, the Secretary shall provide that an indi-
vidual may continue enrollment in a plan, not-
withstanding that the individual no longer re-
sides in the service area of the plan, so long as 
the plan provides benefits for enrollees located 
in the area in which the individual resides. 

‘‘(2) SPECIAL RULE FOR CERTAIN INDIVIDUALS 
COVERED UNDER FEHBP OR ELIGIBLE FOR VET-
ERANS OR MILITARY HEALTH BENEFITS, VET-
ERANS.— 

‘‘(A) FEHBP.—An individual who is enrolled 
in a health benefit plan under chapter 89 of title 
5, United States Code, is not eligible to enroll in 
an MSA plan until such time as the Director of 
the Office of Management and Budget certifies 
to the Secretary that the Office of Personnel 
Management has adopted policies which will en-
sure that the enrollment of such individuals in 
such plans will not result in increased expendi-
tures for the Federal Government for health 
benefit plans under such chapter. 

‘‘(B) VA AND DOD.—The Secretary may apply 
rules similar to the rules described in subpara-
graph (A) in the case of individuals who are eli-
gible for health care benefits under chapter 55 of 
title 10, United States Code, or under chapter 17 
of title 38 of such Code. 

‘‘(3) LIMITATION ON ELIGIBILITY OF QUALIFIED 
MEDICARE BENEFICIARIES AND OTHER MEDICAID 
BENEFICIARIES TO ENROLL IN AN MSA PLAN.—An 
individual who is a qualified medicare bene-
ficiary (as defined in section 1905(p)(1)), a quali-
fied disabled and working individual (described 
in section 1905(s)), an individual described in 
section 1902(a)(10)(E)(iii), or otherwise entitled 
to medicare cost-sharing under a State plan 
under title XIX is not eligible to enroll in an 
MSA plan. 

‘‘(4) COVERAGE UNDER MSA PLANS ON A DEM-
ONSTRATION BASIS.— 

‘‘(A) IN GENERAL.—An individual is not eligi-
ble to enroll in an MSA plan under this part— 

‘‘(i) on or after January 1, 2003, unless the en-
rollment is the continuation of such an enroll-
ment in effect as of such date; or 

‘‘(ii) as of any date if the number of such indi-
viduals so enrolled as of such date has reached 
100,000. 
Under rules established by the Secretary, an in-
dividual is not eligible to enroll (or continue en-
rollment) in an MSA plan for a year unless the 
individual provides assurances satisfactory to 
the Secretary that the individual will reside in 
the United States for at least 183 days during 
the year. 

‘‘(B) EVALUATION.—The Secretary shall regu-
larly evaluate the impact of permitting enroll-
ment in MSA plans under this part on selection 
(including adverse selection), use of preventive 
care, access to care, and the financial status of 
the Trust Funds under this title. 

‘‘(C) REPORTS.—The Secretary shall submit to 
Congress periodic reports on the numbers of in-
dividuals enrolled in such plans and on the 
evaluation being conducted under subparagraph 
(B). The Secretary shall submit such a report, 
by not later than March 1, 2002, on whether the 
time limitation under subparagraph (A)(i) 
should be extended or removed and whether to 
change the numerical limitation under subpara-
graph (A)(ii). 

‘‘(c) PROCESS FOR EXERCISING CHOICE.— 
‘‘(1) IN GENERAL.—The Secretary shall estab-

lish a process through which elections described 
in subsection (a) are made and changed, includ-
ing the form and manner in which such elec-
tions are made and changed. Such elections 
shall be made or changed as provided in sub-
section (e) and shall become effective as pro-
vided in subsection (f). 

‘‘(2) COORDINATION THROUGH MEDICARE 
CHOICE ORGANIZATIONS.— 

‘‘(A) ENROLLMENT.—Such process shall permit 
an individual who wishes to elect a Medicare 
Choice plan offered by a Medicare Choice orga-
nization to make such election through the fil-
ing of an appropriate election form with the or-
ganization. 

‘‘(B) DISENROLLMENT.—Such process shall 
permit an individual, who has elected a Medi-
care Choice plan offered by a Medicare Choice 
organization and who wishes to terminate such 
election, to terminate such election through the 
filing of an appropriate election form with the 
organization. 

‘‘(3) DEFAULT.— 
‘‘(A) INITIAL ELECTION.— 
‘‘(i) IN GENERAL.—Subject to clause (ii), an in-

dividual who fails to make an election during 
an initial election period under subsection (e)(1) 
is deemed to have chosen the traditional medi-
care fee-for-service program option. 

‘‘(ii) SEAMLESS CONTINUATION OF COVERAGE.— 
The Secretary may establish procedures under 
which an individual who is enrolled in a health 
plan (other than Medicare Choice plan) offered 
by a Medicare Choice organization at the time 
of the initial election period and who fails to 
elect to receive coverage other than through the 
organization is deemed to have elected the Medi-
care Choice plan offered by the organization 
(or, if the organization offers more than one 
such plan, such plan or plans as the Secretary 
identifies under such procedures). 

‘‘(B) CONTINUING PERIODS.—An individual 
who has made (or is deemed to have made) an 
election under this section is considered to have 
continued to make such election until such time 
as— 

‘‘(i) the individual changes the election under 
this section, or 

‘‘(ii) the Medicare Choice plan with respect to 
which such election is in effect is discontinued. 

‘‘(d) PROVIDING INFORMATION TO PROMOTE 
INFORMED CHOICE.— 

‘‘(1) IN GENERAL.—The Secretary shall provide 
for activities under this subsection to broadly 
disseminate information to medicare bene-
ficiaries (and prospective medicare beneficiaries) 
on the coverage options provided under this sec-
tion in order to promote an active, informed se-
lection among such options. 

‘‘(2) PROVISION OF NOTICE.— 
‘‘(A) OPEN SEASON NOTIFICATION.—At least 15 

days before the beginning of each annual, co-
ordinated election period (as defined in sub-
section (e)(3)(B)), the Secretary shall mail to 
each Medicare Choice eligible individual resid-
ing in an area the following: 

‘‘(i) GENERAL INFORMATION.—The general in-
formation described in paragraph (3). 

‘‘(ii) LIST OF PLANS AND COMPARISON OF PLAN 
OPTIONS.—A list identifying the Medicare 
Choice plans that are (or will be) available to 
residents of the area and information described 
in paragraph (4) concerning such plans. Such 

information shall be presented in a comparative, 
chart-like form. 

‘‘(iii) ADDITIONAL INFORMATION.—Any other 
information that the Secretary determines will 
assist the individual in making the election 
under this section. 
The mailing of such information shall be coordi-
nated with the mailing of any annual notice 
under section 1804. 

‘‘(B) NOTIFICATION TO NEWLY MEDICARE 
CHOICE ELIGIBLE INDIVIDUALS.—To the extent 
practicable, the Secretary shall, not later than 
30 days before the beginning of the initial Medi-
care Choice enrollment period for an individual 
described in subsection (e)(1)(A), mail to the in-
dividual the information described in subpara-
graph (A). 

‘‘(C) FORM.—The information disseminated 
under this paragraph shall be written and for-
matted using language that is easily under-
standable by medicare beneficiaries. 

‘‘(D) PERIODIC UPDATING.—The information 
described in subparagraph (A) shall be updated 
on at least an annual basis to reflect changes in 
the availability of Medicare Choice plans and 
the benefits and net monthly premiums for such 
plans. 

‘‘(3) GENERAL INFORMATION.—General infor-
mation under this paragraph, with respect to 
coverage under this part during a year, shall in-
clude the following: 

‘‘(A) BENEFITS UNDER TRADITIONAL MEDICARE 
FEE-FOR-SERVICE PROGRAM OPTION.—A general 
description of the benefits covered under the 
traditional medicare fee-for-service program 
under parts A and B, including— 

‘‘(i) covered items and services, 
‘‘(ii) beneficiary cost sharing, such as 

deductibles, coinsurance, and copayment 
amounts, and 

‘‘(iii) any beneficiary liability for balance bill-
ing. 

‘‘(B) PART B PREMIUM.—The part B premium 
rates that will be charged for part B coverage. 

‘‘(C) ELECTION PROCEDURES.—Information 
and instructions on how to exercise election op-
tions under this section. 

‘‘(D) RIGHTS.—A general description of proce-
dural rights (including grievance and appeals 
procedures) of beneficiaries under the tradi-
tional medicare fee-for-service program and the 
Medicare Choice program and the right to be 
protected against discrimination based on 
health status-related factors under section 
1852(b). 

‘‘(E) INFORMATION ON MEDIGAP AND MEDICARE 
SELECT.—A general description of the benefits, 
enrollment rights, and other requirements appli-
cable to medicare supplemental policies under 
section 1882 and provisions relating to medicare 
select policies described in section 1882(t). 

‘‘(F) POTENTIAL FOR CONTRACT TERMI-
NATION.—The fact that a Medicare Choice orga-
nization may terminate or refuse to renew its 
contract under this part and the effect the ter-
mination or nonrenewal of its contract may 
have on individuals enrolled with the Medicare 
Choice plan under this part. 

‘‘(4) INFORMATION COMPARING PLAN OP-
TIONS.—Information under this paragraph, with 
respect to a Medicare Choice plan for a year, 
shall include the following: 

‘‘(A) BENEFITS.—The benefits covered under 
the plan, including— 

‘‘(i) covered items and services beyond those 
provided under the traditional medicare fee-for- 
service program, 

‘‘(ii) any beneficiary cost sharing, 
‘‘(iii) any maximum limitations on out-of- 

pocket expenses, and 
‘‘(iv) in the case of an MSA plan, differences 

in cost sharing and balance billing under such 
a plan compared to under other Medicare 
Choice plans. 

‘‘(B) PREMIUMS.—The net monthly premium, 
if any, for the plan. 
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‘‘(C) SERVICE AREA.—The service area of the 

plan. 
‘‘(D) QUALITY AND PERFORMANCE.—To the ex-

tent available, plan quality and performance in-
dicators for the benefits under the plan (and 
how they compare to such indicators under the 
traditional medicare fee-for-service program 
under parts A and B in the area involved), in-
cluding— 

‘‘(i) disenrollment rates for medicare enrollees 
electing to receive benefits through the plan for 
the previous 2 years (excluding disenrollment 
due to death or moving outside the plan’s serv-
ice area), 

‘‘(ii) information on medicare enrollee satis-
faction, 

‘‘(iii) information on health outcomes, 
‘‘(iv) the extent to which a medicare enrollee 

may select the health care provider of their 
choice, including health care providers within 
the plan’s network and out-of-network health 
care providers (if the plan covers out-of-network 
items and services), and 

‘‘(v) an indication of medicare enrollee expo-
sure to balance billing and the restrictions on 
coverage of items and services provided to such 
enrollee by an out-of-network health care pro-
vider. 

‘‘(E) SUPPLEMENTAL BENEFITS OPTIONS.— 
Whether the organization offering the plan of-
fers optional supplemental benefits and the 
terms and conditions (including premiums) for 
such coverage. 

‘‘(F) PHYSICIAN COMPENSATION.—An overall 
summary description as to the method of com-
pensation of participating physicians. 

‘‘(5) MAINTAINING A TOLL-FREE NUMBER AND 
INTERNET SITE.—The Secretary shall maintain a 
toll-free number for inquiries regarding Medi-
care Choice options and the operation of this 
part in all areas in which Medicare Choice 
plans are offered and an Internet site through 
which individuals may electronically obtain in-
formation on such options and Medicare Choice 
plans. 

‘‘(6) USE OF NON-FEDERAL ENTITIES.—The Sec-
retary may enter into contracts with non-Fed-
eral entities to carry out activities under this 
subsection. 

‘‘(7) PROVISION OF INFORMATION.—A Medicare 
Choice organization shall provide the Secretary 
with such information on the organization and 
each Medicare Choice plan it offers as may be 
required for the preparation of the information 
referred to in paragraph (2)(A). 

‘‘(8) COORDINATION WITH STATES.—The Sec-
retary shall coordinate with States to the max-
imum extent feasible in developing and distrib-
uting information provided to beneficiaries. 

‘‘(e) COVERAGE ELECTION PERIODS.— 
‘‘(1) INITIAL CHOICE UPON ELIGIBILITY TO 

MAKE ELECTION IF MEDICARE CHOICE PLANS 
AVAILABLE TO INDIVIDUAL.—If, at the time an 
individual first becomes entitled to benefits 
under part A and enrolled under part B, there 
is one or more Medicare Choice plans offered in 
the area in which the individual resides, the in-
dividual shall make the election under this sec-
tion during a period specified by the Secretary 
such that if the individual elects a Medicare 
Choice plan during the period, coverage under 
the plan becomes effective as of the first date on 
which the individual may receive such coverage. 

‘‘(2) OPEN ENROLLMENT AND DISENROLLMENT 
OPPORTUNITIES.—Subject to paragraph (5), a 
Medicare Choice eligible individual may change 
the election under subsection (a)(1) at any time, 
except that such individual may only enroll in 
a Medicare Choice plan which has an open en-
rollment period in effect at that time. 

‘‘(3) ANNUAL, COORDINATED ELECTION PE-
RIOD.— 

‘‘(A) IN GENERAL.—Subject to paragraph (5), a 
Medicare Choice eligible individual may change 
an election under subsection (a)(1) during an 
annual, coordinated election period. 

‘‘(B) ANNUAL, COORDINATED ELECTION PE-
RIOD.—For purposes of this section, the term 

‘annual, coordinated election period’ means, 
with respect to a calendar year (beginning with 
1998), the month of November before such year. 

‘‘(C) MEDICARE CHOICE HEALTH INFORMATION 
FAIRS.—In the month of November of each year 
(beginning with 1997), the Secretary shall pro-
vide for a nationally coordinated educational 
and publicity campaign to inform Medicare 
Choice eligible individuals about Medicare 
Choice plans and the election process provided 
under this section. 

‘‘(4) SPECIAL ELECTION PERIODS.—A Medicare 
Choice individual may make a new election 
under this section if— 

‘‘(A) the organization’s or plan’s certification 
under this part has been terminated or the orga-
nization has terminated or otherwise discon-
tinued providing the plan; 

‘‘(B) the individual is no longer eligible to 
elect the plan because of a change in the indi-
vidual’s place of residence or other change in 
circumstances (specified by the Secretary, but 
not including termination of the individual’s en-
rollment on the basis described in clause (i) or 
(ii) subsection (g)(3)(B)); 

‘‘(C) the individual demonstrates (in accord-
ance with guidelines established by the Sec-
retary) that— 

‘‘(i) the organization offering the plan sub-
stantially violated a material provision of the 
organization’s contract under this part in rela-
tion to the individual (including the failure to 
provide an enrollee on a timely basis medically 
necessary care for which benefits are available 
under the plan or the failure to provide such 
covered care in accordance with applicable 
quality standards); or 

‘‘(ii) the organization (or an agent or other 
entity acting on the organization’s behalf) mate-
rially misrepresented the plan’s provisions in 
marketing the plan to the individual; or 

‘‘(D) the individual meets such other excep-
tional conditions as the Secretary may provide. 

‘‘(5) SPECIAL RULES FOR MSA PLANS.—Notwith-
standing the preceding provisions of this sub-
section, an individual— 

‘‘(A) may elect an MSA plan only during— 
‘‘(i) an initial open enrollment period de-

scribed in paragraph (1), or 
‘‘(ii) an annual, coordinated election period 

described in paragraph (3)(B), and 
‘‘(B) may not discontinue an election of an 

MSA plan except during the periods described in 
subparagraph (A) and under paragraph (4). 

‘‘(6) OPEN ENROLLMENT PERIODS.—A Medicare 
Choice organization— 

‘‘(A) shall accept elections or changes to elec-
tions described in paragraphs (1), (3), and (4) 
during the periods prescribed in such para-
graphs, and 

‘‘(B) may accept other changes to elections at 
such other times as the organization provides. 

‘‘(f) EFFECTIVENESS OF ELECTIONS AND 
CHANGES OF ELECTIONS.— 

‘‘(1) DURING INITIAL COVERAGE ELECTION PE-
RIOD.—An election of coverage made during the 
initial coverage election period under subsection 
(e)(1)(A) shall take effect upon the date the in-
dividual becomes entitled to benefits under part 
A and enrolled under part B, except as the Sec-
retary may provide (consistent with section 
1838) in order to prevent retroactive coverage. 

‘‘(2) DURING CONTINUOUS OPEN ENROLLMENT 
PERIODS.—An election or change of coverage 
made under subsection (e)(2) shall take effect 
with the first day of the first calendar month 
following the date on which the election is 
made. 

‘‘(3) ANNUAL, COORDINATED ELECTION PE-
RIOD.—An election or change of coverage made 
during an annual, coordinated election period 
(as defined in subsection (e)(3)(B)) in a year 
shall take effect as of the first day of the fol-
lowing year unless the individual elects to have 
it take effect on December 1 of the election year. 

‘‘(4) OTHER PERIODS.—An election or change 
of coverage made during any other period under 
subsection (e)(4) shall take effect in such man-

ner as the Secretary provides in a manner con-
sistent (to the extent practicable) with pro-
tecting continuity of health benefit coverage. 

‘‘(g) GUARANTEED ISSUE AND RENEWAL.— 
‘‘(1) IN GENERAL.—Except as provided in this 

subsection, a Medicare Choice organization 
shall provide that at any time during which 
elections are accepted under this section with 
respect to a Medicare Choice plan offered by the 
organization, the organization will accept with-
out restrictions individuals who are eligible to 
make such election. 

‘‘(2) PRIORITY.—If the Secretary determines 
that a Medicare Choice organization, in relation 
to a Medicare Choice plan it offers, has a capac-
ity limit and the number of Medicare Choice eli-
gible individuals who elect the plan under this 
section exceeds the capacity limit, the organiza-
tion may limit the election of individuals of the 
plan under this section but only if priority in 
election is provided— 

‘‘(A) first to such individuals as have elected 
the plan at the time of the determination, and 

‘‘(B) then to other such individuals in such a 
manner that does not discriminate, on a basis 
described in section 1852(b), among the individ-
uals (who seek to elect the plan). 
The preceding sentence shall not apply if it 
would result in the enrollment of enrollees sub-
stantially nonrepresentative, as determined in 
accordance with regulations of the Secretary, of 
the medicare population in the service area of 
the plan. 

‘‘(3) LIMITATION ON TERMINATION OF ELEC-
TION.— 

‘‘(A) IN GENERAL.—Subject to subparagraph 
(B), a Medicare Choice organization may not for 
any reason terminate the election of any indi-
vidual under this section for a Medicare Choice 
plan it offers. 

‘‘(B) BASIS FOR TERMINATION OF ELECTION.—A 
Medicare Choice organization may terminate an 
individual’s election under this section with re-
spect to a Medicare Choice plan it offers if— 

‘‘(i) any net monthly premiums required with 
respect to such plan are not paid on a timely 
basis (consistent with standards under section 
1856 that provide for a grace period for late pay-
ment of net monthly premiums), 

‘‘(ii) the individual has engaged in disruptive 
behavior (as specified in such standards), or 

‘‘(iii) the plan is terminated with respect to all 
individuals under this part in the area in which 
the individual resides. 

‘‘(C) CONSEQUENCE OF TERMINATION.— 
‘‘(i) TERMINATIONS FOR CAUSE.—Any indi-

vidual whose election is terminated under clause 
(i) or (ii) of subparagraph (B) is deemed to have 
elected the traditional medicare fee-for-service 
program option described in subsection 
(a)(1)(A). 

‘‘(ii) TERMINATION BASED ON PLAN TERMI-
NATION OR SERVICE AREA REDUCTION.—Any indi-
vidual whose election is terminated under sub-
paragraph (B)(iii) shall have a special election 
period under subsection (e)(4)(A) in which to 
change coverage to coverage under another 
Medicare Choice plan. Such an individual who 
fails to make an election during such period is 
deemed to have chosen to change coverage to 
the traditional medicare fee-for-service program 
option described in subsection (a)(1)(A). 

‘‘(D) ORGANIZATION OBLIGATION WITH RESPECT 
TO ELECTION FORMS.—Pursuant to a contract 
under section 1857, each Medicare Choice orga-
nization receiving an election form under sub-
section (c)(3) shall transmit to the Secretary (at 
such time and in such manner as the Secretary 
may specify) a copy of such form or such other 
information respecting the election as the Sec-
retary may specify. 

‘‘(h) APPROVAL OF MARKETING MATERIAL AND 
APPLICATION FORMS.— 

‘‘(1) SUBMISSION.—No marketing material or 
application form may be distributed by a Medi-
care Choice organization to (or for the use of) 
Medicare Choice eligible individuals unless— 

‘‘(A) at least 45 days before the date of dis-
tribution the organization has submitted the 
material or form to the Secretary for review, and 
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‘‘(B) the Secretary has not disapproved the 

distribution of such material or form. 
‘‘(2) REVIEW.—The standards established 

under section 1856 shall include guidelines for 
the review of any material or form submitted 
and under such guidelines the Secretary shall 
disapprove (or later require the correction of) 
such material or form if the material or form is 
materially inaccurate or misleading or otherwise 
makes a material misrepresentation. 

‘‘(3) DEEMED APPROVAL (1-STOP SHOPPING).— 
In the case of material or form that is submitted 
under paragraph (1)(A) to the Secretary or a re-
gional office of the Department of Health and 
Human Services and the Secretary or the office 
has not disapproved the distribution of mar-
keting material or form under paragraph (1)(B) 
with respect to a Medicare Choice plan in an 
area, the Secretary is deemed not to have dis-
approved such distribution in all other areas 
covered by the plan and organization except to 
the extent that such material or form is specific 
only to an area involved. 

‘‘(4) PROHIBITION OF CERTAIN MARKETING 
PRACTICES.—Each Medicare Choice organization 
shall conform to fair marketing standards, in re-
lation to Medicare Choice plans offered under 
this part, included in the standards established 
under section 1856. 

‘‘(i) EFFECT OF ELECTION OF MEDICARE 
CHOICE PLAN OPTION.—Subject to sections 
1852(a)(5) and 1857(f)(2)— 

‘‘(1) payments under a contract with a Medi-
care Choice organization under section 1853(a) 
with respect to an individual electing a Medi-
care Choice plan offered by the organization 
shall be instead of the amounts which (in the 
absence of the contract) would otherwise be 
payable under parts A and B for items and serv-
ices furnished to the individual, and 

‘‘(2) subject to subsections (e) and (g) of sec-
tion 1853, only the Medicare Choice organiza-
tion shall be entitled to receive payments from 
the Secretary under this title for services fur-
nished to the individual. 

‘‘BENEFITS AND BENEFICIARY PROTECTIONS 
‘‘SEC. 1852. (a) BASIC BENEFITS.— 
‘‘(1) IN GENERAL.—Except as provided in sec-

tion 1859(b)(3) for MSA plans, each Medicare 
Choice plan shall provide to members enrolled 
under this part, through providers and other 
persons that meet the applicable requirements of 
this title and part A of title XI— 

‘‘(A) those items and services for which bene-
fits are available under parts A and B to indi-
viduals residing in the area served by the plan, 
and 

‘‘(B) additional benefits required under sec-
tion 1854(f)(1)(A). 

‘‘(2) SUPPLEMENTAL BENEFITS.— 
‘‘(A) BENEFITS INCLUDED SUBJECT TO SEC-

RETARY’S APPROVAL.—Each Medicare Choice or-
ganization may provide to individuals enrolled 
under this part (without affording those indi-
viduals an option to decline the coverage) sup-
plemental health care benefits that the Sec-
retary may approve. The Secretary shall ap-
prove any such supplemental benefits unless the 
Secretary determines that including such sup-
plemental benefits would substantially discour-
age enrollment by Medicare Choice eligible indi-
viduals with the organization. 

‘‘(B) AT ENROLLEES’ OPTION.—A Medicare 
Choice organization may provide to individuals 
enrolled under this part (other than under an 
MSA plan) supplemental health care benefits 
that the individuals may elect, at their option, 
to have covered. 

‘‘(3) ORGANIZATION AS SECONDARY PAYER.— 
Notwithstanding any other provision of law, a 
Medicare Choice organization may (in the case 
of the provision of items and services to an indi-
vidual under a Medicare Choice plan under cir-
cumstances in which payment under this title is 
made secondary pursuant to section 1862(b)(2)) 
charge or authorize the provider of such services 
to charge, in accordance with the charges al-

lowed under a law, plan, or policy described in 
such section— 

‘‘(A) the insurance carrier, employer, or other 
entity which under such law, plan, or policy is 
to pay for the provision of such services, or 

‘‘(B) such individual to the extent that the in-
dividual has been paid under such law, plan, or 
policy for such services. 

‘‘(4) NATIONAL COVERAGE DETERMINATIONS.— 
If there is a national coverage determination 
made in the period beginning on the date of an 
announcement under section 1853(b) and ending 
on the date of the next announcement under 
such section and the Secretary projects that the 
determination will result in a significant change 
in the costs to a Medicare Choice organization 
of providing the benefits that are the subject of 
such national coverage determination and that 
such change in costs was not incorporated in 
the determination of the annual Medicare 
Choice capitation rate under section 1853 in-
cluded in the announcement made at the begin-
ning of such period, then, unless otherwise re-
quired by law— 

‘‘(A) such determination shall not apply to 
contracts under this part until the first contract 
year that begins after the end of such period, 
and 

‘‘(B) if such coverage determination provides 
for coverage of additional benefits or coverage 
under additional circumstances, section 1851(i) 
shall not apply to payment for such additional 
benefits or benefits provided under such addi-
tional circumstances until the first contract year 
that begins after the end of such period. 

‘‘(5) SATISFACTION OF REQUIREMENT.— 
‘‘(A) IN GENERAL.—A MedicarePlus plan of-

fered by a MedicarePlus organization satisfies 
paragraph (1)(A), with respect to benefits for 
items and services furnished other than through 
a provider that has a contract with the organi-
zation offering the plan, if the plan provides (in 
addition to any cost sharing provided for under 
the plan) for at least the total dollar amount of 
payment for such items and services as would 
otherwise be authorized under parts A and B 
(including any balance billing permitted under 
such parts). 

‘‘(B) EXCEPTION FOR MSA PLANS AND UNRE-
STRICTED FEE-FOR-SERVICE PLANS.—Subpara-
graph (A) shall not apply to an MSA plan or an 
unrestricted fee-for-service plan. 

‘‘(b) ANTIDISCRIMINATION.— 
‘‘(1) BENEFICIARIES.— 
‘‘(A) IN GENERAL.—A Medicare Choice organi-

zation may not deny, limit, or condition the cov-
erage or provision of benefits under this part, 
for individuals permitted to be enrolled with the 
organization under this part, based on any 
health status-related factor described in section 
2702(a)(1) of the Public Health Service Act. 

‘‘(B) CONSTRUCTION.—Subparagraph (A) shall 
not be construed as requiring a Medicare Choice 
organization to enroll individuals who are de-
termined to have end-stage renal disease, except 
as provided under section 1851(a)(3)(B). 

‘‘(2) PROVIDERS.—A Medicare Choice organi-
zation shall not discriminate with respect to 
participation, reimbursement, or indemnification 
as to any provider who is acting within the 
scope of the provider’s license or certification 
under applicable State law, solely on the basis 
of such license or certification. This paragraph 
shall not be construed to prohibit a plan from 
including providers only to the extent necessary 
to meet the needs of the plan’s enrollees or from 
establishing any measure designed to maintain 
quality and control costs consistent with the re-
sponsibilities of the plan. 

‘‘(c) DISCLOSURE REQUIREMENTS.— 
‘‘(1) DETAILED DESCRIPTION OF PLAN PROVI-

SIONS.—A Medicare Choice organization shall 
disclose, in clear, accurate, and standardized 
form to each enrollee with a Medicare Choice 
plan offered by the organization under this part 
at the time of enrollment and at least annually 
thereafter, the following information regarding 
such plan: 

‘‘(A) SERVICE AREA.—The plan’s service area. 
‘‘(B) BENEFITS.—Benefits offered under the 

plan, including information described in section 
1851(d)(3)(A) and exclusions from coverage and, 
if it is an MSA plan, a comparison of benefits 
under such a plan with benefits under other 
Medicare Choice plans. 

‘‘(C) ACCESS.—The number, mix, and distribu-
tion of plan providers. 

‘‘(D) OUT-OF-AREA COVERAGE.—Out-of-area 
coverage provided by the plan. 

‘‘(E) EMERGENCY COVERAGE.—Coverage of 
emergency services and urgently needed care, 
including— 

‘‘(i) the appropriate use of emergency services, 
including use of the 911 telephone system or its 
local equivalent in emergency situations and an 
explanation of what constitutes an emergency 
situation; 

‘‘(ii) the process and procedures of the plan 
for obtaining emergency services; and 

‘‘(iii) the locations of (I) emergency depart-
ments, and (II) other settings, in which plan 
physicians and hospitals provide emergency 
services and post-stabilization care. 

‘‘(F) SUPPLEMENTAL BENEFITS.—Supplemental 
benefits available from the organization offering 
the plan, including— 

‘‘(i) whether the supplemental benefits are op-
tional, 

‘‘(ii) the supplemental benefits covered, and 
‘‘(iii) the premium price for the supplemental 

benefits. 
‘‘(G) PRIOR AUTHORIZATION RULES.—Rules re-

garding prior authorization or other review re-
quirements that could result in nonpayment. 

‘‘(H) PLAN GRIEVANCE AND APPEALS PROCE-
DURES.—All plan appeal or grievance rights and 
procedures. 

‘‘(I) QUALITY ASSURANCE PROGRAM.—A de-
scription of the organization’s quality assurance 
program under subsection (e). 

‘‘(J) OUT-OF-NETWORK COVERAGE.—The out- 
of-network coverage (if any) provided by the 
plan. 

‘‘(2) DISCLOSURE UPON REQUEST.—Upon re-
quest of a Medicare Choice eligible individual, a 
Medicare Choice organization must provide the 
following information to such individual: 

‘‘(A) The information described in paragraphs 
(3) and (4) of section 1851(d). 

‘‘(B) Information on utilization review proce-
dures. 

‘‘(d) ACCESS TO SERVICES.— 
‘‘(1) IN GENERAL.—A Medicare Choice organi-

zation offering a Medicare Choice plan, other 
than an unrestricted fee-for-service plan, may 
select the providers from whom the benefits 
under the plan are provided so long as— 

‘‘(A) the organization makes such benefits 
available and accessible to each individual 
electing the plan within the plan service area 
with reasonable promptness and in a manner 
which assures continuity in the provision of 
benefits; 

‘‘(B) when medically necessary the organiza-
tion makes such benefits available and acces-
sible 24 hours a day and 7 days a week; 

‘‘(C) the plan provides for reimbursement with 
respect to services which are covered under sub-
paragraphs (A) and (B) and which are provided 
to such an individual other than through the 
organization, if— 

‘‘(i) the services were medically necessary and 
immediately required because of an unforeseen 
illness, injury, or condition, and it was not rea-
sonable given the circumstances to obtain the 
services through the organization, or 

‘‘(ii) the services were renal dialysis services 
and were provided other than through the orga-
nization because the individual was temporarily 
out of the plan’s service area; 

‘‘(D) the organization provides access to ap-
propriate providers, including credentialed spe-
cialists, for medically necessary treatment and 
services; 

‘‘(E) coverage is provided for emergency serv-
ices (as defined in paragraph (3)) without re-
gard to prior authorization or the emergency 
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care provider’s contractual relationship with the 
organization; and 

‘‘(F) except as provided by the Secretary on a 
case-by-case basis, the organization provides 
primary care services within 30 minutes or 30 
miles from an enrollee’s place of residence if the 
enrollee resides in a rural area. 

‘‘(2) GUIDELINES RESPECTING COORDINATION OF 
POST-STABILIZATION CARE.— 

‘‘(A) IN GENERAL.—A Medicare Choice plan 
shall comply with such guidelines as the Sec-
retary shall prescribe relating to promoting effi-
cient and timely coordination of appropriate 
maintenance and post-stabilization care of an 
enrollee after the enrollee has been determined 
to be stable under section 1867. 

‘‘(B) CONTENT OF GUIDELINES.—The guidelines 
prescribed under subparagraph (A) shall provide 
that— 

‘‘(i) a provider of emergency services shall 
make a documented good faith effort to contact 
the plan in a timely fashion from the point at 
which the individual is stabilized to request ap-
proval for medically necessary post-stabilization 
care, 

‘‘(ii) the plan shall respond in a timely fash-
ion to the initial contact with the plan with a 
decision as to whether the services for which ap-
proval is requested will be authorized, and 

‘‘(iii) if a denial of a request is communicated, 
the plan shall, upon request from the treating 
physician, arrange for a physician who is au-
thorized by the plan to review the denial to com-
municate directly with the treating physician in 
a timely fashion. 

‘‘(3) DEFINITION OF EMERGENCY SERVICES.—In 
this subsection— 

‘‘(A) IN GENERAL.—The term ‘emergency serv-
ices’ means, with respect to an individual en-
rolled with an organization, covered inpatient 
and outpatient services that— 

‘‘(i) are furnished by a provider that is quali-
fied to furnish such services under this title, and 

‘‘(ii) are needed to evaluate or stabilize an 
emergency medical condition (as defined in sub-
paragraph (B)). 

‘‘(B) EMERGENCY MEDICAL CONDITION BASED 
ON PRUDENT LAYPERSON.—The term ‘emergency 
medical condition’ means a medical condition 
manifesting itself by acute symptoms of suffi-
cient severity (including severe pain) such that 
a prudent layperson, who possesses an average 
knowledge of health and medicine, could rea-
sonably expect the absence of immediate medical 
attention to result in— 

‘‘(i) placing the health of the individual (or, 
with respect to a pregnant woman, the health of 
the woman or her unborn child) in serious jeop-
ardy, 

‘‘(ii) serious impairment to bodily functions, 
or 

‘‘(iii) serious dysfunction of any bodily organ 
or part. 

‘‘(e) QUALITY ASSURANCE PROGRAM.— 
‘‘(1) IN GENERAL.—Each Medicare Choice or-

ganization must have arrangements, consistent 
with any regulation, for an ongoing quality as-
surance program for health care services it pro-
vides to individuals enrolled with Medicare 
Choice plans of the organization. 

‘‘(2) ELEMENTS OF PROGRAM.—The quality as-
surance program shall— 

‘‘(A) stress health outcomes and provide for 
the collection, analysis, and reporting of data 
(in accordance with a quality measurement sys-
tem that the Secretary recognizes) that will per-
mit measurement of outcomes and other indices 
of the quality of Medicare Choice plans and or-
ganizations; 

‘‘(B) provide for the establishment of written 
protocols for utilization review, based on cur-
rent standards of medical practice; 

‘‘(C) provide review by physicians and other 
health care professionals of the process followed 
in the provision of such health care services; 

‘‘(D) monitor and evaluate high volume and 
high risk services and the care of acute and 
chronic conditions; 

‘‘(E) evaluate the continuity and coordination 
of care that enrollees receive; 

‘‘(F) have mechanisms to detect both under-
utilization and overutilization of services; 

‘‘(G) after identifying areas for improvement, 
establish or alter practice parameters; 

‘‘(H) take action to improve quality and as-
sesses the effectiveness of such action through 
systematic followup; 

‘‘(I) make available information on quality 
and outcomes measures to facilitate beneficiary 
comparison and choice of health coverage op-
tions (in such form and on such quality and 
outcomes measures as the Secretary determines 
to be appropriate); 

‘‘(J) be evaluated on an ongoing basis as to its 
effectiveness; 

‘‘(K) include measures of consumer satisfac-
tion; and 

‘‘(L) provide the Secretary with such access to 
information collected as may be appropriate to 
monitor and ensure the quality of care provided 
under this part. 

‘‘(3) EXTERNAL REVIEW.—Each Medicare 
Choice organization shall, for each Medicare 
Choice plan it operates, have an agreement with 
an independent quality review and improvement 
organization approved by the Secretary to per-
form functions of the type described in sections 
1154(a)(4)(B) and 1154(a)(14) with respect to 
services furnished by Medicare Choice plans for 
which payment is made under this title. 

‘‘(4) EXCEPTION FOR MEDICARE CHOICE UNRE-
STRICTED FEE-FOR-SERVICE PLANS.—Paragraphs 
(1) through (3) of this subsection and subsection 
(h)(2) (relating to maintaining medical records) 
shall not apply in the case of a Medicare Choice 
organization in relation to a Medicare Choice 
unrestricted fee-for-service plan. 

‘‘(5) TREATMENT OF ACCREDITATION.—The Sec-
retary shall provide that a Medicare Choice or-
ganization is deemed to meet requirements of 
paragraphs (1) and (2) of this subsection and 
subsection (h) (relating to confidentiality and 
accuracy of enrollee records) if the organization 
is accredited (and periodically reaccredited) by 
a private organization under a process that the 
Secretary has determined assures that the orga-
nization, as a condition of accreditation, applies 
and enforces standards with respect to the re-
quirements involved that are no less stringent 
than the standards established under section 
1856 to carry out the respective requirements. 

‘‘(6) ANNUAL REPORT ON NON-HEALTH EXPENDI-
TURES.—Each Medicare Choice organization 
shall, at the request of the enrollee, annually 
provide to enrollees a statement disclosing the 
proportion of the premiums and other revenues 
received by the organization that are expended 
for non-health care items and services. 

‘‘(f) COVERAGE DETERMINATIONS.— 
‘‘(1) DECISIONS ON NONEMERGENCY CARE.—A 

Medicare Choice organization shall make deter-
minations regarding authorization requests for 
nonemergency care on a timely basis, depending 
on the urgency of the situation. 

‘‘(2) RECONSIDERATIONS.— 
‘‘(A) IN GENERAL.—Subject to subsection 

(g)(4), a reconsideration of a determination of 
an organization denying coverage shall be made 
within 30 days of the date of receipt of medical 
information, but not later than 60 days after the 
date of the determination. 

‘‘(B) PHYSICIAN DECISION ON CERTAIN RECON-
SIDERATIONS.—A reconsideration relating to a 
determination to deny coverage based on a lack 
of medical necessity shall be made only by a 
physician other than a physician involved in 
the initial determination. 

‘‘(g) GRIEVANCES AND APPEALS.— 
‘‘(1) GRIEVANCE MECHANISM.—Each Medicare 

Choice organization must provide meaningful 
procedures for hearing and resolving grievances 
between the organization (including any entity 
or individual through which the organization 
provides health care services) and enrollees with 
Medicare Choice plans of the organization 
under this part. 

‘‘(2) APPEALS.—An enrollee with a Medicare 
Choice plan of a Medicare Choice organization 
under this part who is dissatisfied by reason of 
the enrollee’s failure to receive any health serv-
ice to which the enrollee believes the enrollee is 
entitled and at no greater charge than the en-
rollee believes the enrollee is required to pay is 
entitled, if the amount in controversy is $100 or 
more, to a hearing before the Secretary to the 
same extent as is provided in section 205(b), and 
in any such hearing the Secretary shall make 
the organization a party. If the amount in con-
troversy is $1,000 or more, the individual or or-
ganization shall, upon notifying the other 
party, be entitled to judicial review of the Sec-
retary’s final decision as provided in section 
205(g), and both the individual and the organi-
zation shall be entitled to be parties to that judi-
cial review. In applying subsections (b) and (g) 
of section 205 as provided in this paragraph, 
and in applying section 205(l) thereto, any ref-
erence therein to the Commissioner of Social Se-
curity or the Social Security Administration 
shall be considered a reference to the Secretary 
or the Department of Health and Human Serv-
ices, respectively. 

‘‘(3) INDEPENDENT REVIEW OF CERTAIN COV-
ERAGE DENIALS.—The Secretary shall contract 
with an independent, outside entity to review 
and resolve reconsiderations that affirm denial 
of coverage. 

‘‘(4) EXPEDITED DETERMINATIONS AND RECON-
SIDERATIONS.— 

‘‘(A) RECEIPT OF REQUESTS.—An enrollee in a 
Medicare Choice plan may request, either in 
writing or orally, an expedited determination or 
reconsideration by the Medicare Choice organi-
zation regarding a matter described in para-
graph (2). The organization shall also permit 
the acceptance of such requests by physicians. 

‘‘(B) ORGANIZATION PROCEDURES.— 
‘‘(i) IN GENERAL.—The Medicare Choice orga-

nization shall maintain procedures for expe-
diting organization determinations and recon-
siderations when, upon request of an enrollee, 
the organization determines that the application 
of normal time frames for making a determina-
tion (or a reconsideration involving a deter-
mination) could seriously jeopardize the life or 
health of the enrollee or the enrollee’s ability to 
regain maximum function. 

‘‘(ii) TIMELY RESPONSE.—In an urgent case de-
scribed in clause (i), the organization shall no-
tify the enrollee (and the physician involved, as 
appropriate) of the determination (or determina-
tion on the reconsideration) as expeditiously as 
the enrollee’s health condition requires, but not 
later than 72 hours (or 24 hours in the case of 
a reconsideration) of the time of receipt of the 
request for the determination or reconsideration 
(or receipt of the information necessary to make 
the determination or reconsideration), or such 
longer period as the Secretary may permit in 
specified cases. 

‘‘(h) CONFIDENTIALITY AND ACCURACY OF EN-
ROLLEE RECORDS.—Each Medicare Choice orga-
nization shall establish procedures— 

‘‘(1) to safeguard the privacy of individually 
identifiable enrollee information, 

‘‘(2) to maintain accurate and timely medical 
records and other health information for enroll-
ees, and 

‘‘(3) to assure timely access of enrollees to 
their medical information. 

‘‘(i) INFORMATION ON ADVANCE DIRECTIVES.— 
Each Medicare Choice organization shall meet 
the requirement of section 1866(f) (relating to 
maintaining written policies and procedures re-
specting advance directives). 

‘‘(j) RULES REGARDING PHYSICIAN PARTICIPA-
TION.— 

‘‘(1) PROCEDURES.—Each Medicare Choice or-
ganization shall establish reasonable procedures 
relating to the participation (under an agree-
ment between a physician and the organization) 
of physicians under Medicare Choice plans of-
fered by the organization under this part. Such 
procedures shall include— 
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‘‘(A) providing notice of the rules regarding 

participation, 
‘‘(B) providing written notice of participation 

decisions that are adverse to physicians, and 
‘‘(C) providing a process within the organiza-

tion for appealing such adverse decisions, in-
cluding the presentation of information and 
views of the physician regarding such decision. 

‘‘(2) CONSULTATION IN MEDICAL POLICIES.—A 
Medicare Choice organization shall consult with 
physicians who have entered into participation 
agreements with the organization regarding the 
organization’s medical policy, quality, and med-
ical management procedures. 

‘‘(3) LIMITATIONS ON PHYSICIAN INCENTIVE 
PLANS.— 

‘‘(A) IN GENERAL.—No Medicare Choice orga-
nization may operate any physician incentive 
plan (as defined in subparagraph (B)) unless 
the following requirements are met: 

‘‘(i) No specific payment is made directly or 
indirectly under the plan to a physician or phy-
sician group as an inducement to reduce or limit 
medically necessary services provided with re-
spect to a specific individual enrolled with the 
organization. 

‘‘(ii) If the plan places a physician or physi-
cian group at substantial financial risk (as de-
termined by the Secretary) for services not pro-
vided by the physician or physician group, the 
organization— 

‘‘(I) provides stop-loss protection for the phy-
sician or group that is adequate and appro-
priate, based on standards developed by the Sec-
retary that take into account the number of 
physicians placed at such substantial financial 
risk in the group or under the plan and the 
number of individuals enrolled with the organi-
zation who receive services from the physician 
or group, and 

‘‘(II) conducts periodic surveys of both indi-
viduals enrolled and individuals previously en-
rolled with the organization to determine the de-
gree of access of such individuals to services 
provided by the organization and satisfaction 
with the quality of such services. 

‘‘(iii) The organization provides the Secretary 
with descriptive information regarding the plan, 
sufficient to permit the Secretary to determine 
whether the plan is in compliance with the re-
quirements of this subparagraph. 

‘‘(B) PHYSICIAN INCENTIVE PLAN DEFINED.—In 
this paragraph, the term ‘physician incentive 
plan’ means any compensation arrangement be-
tween a Medicare Choice organization and a 
physician or physician group that may directly 
or indirectly have the effect of reducing or lim-
iting services provided with respect to individ-
uals enrolled with the organization under this 
part. 

‘‘(4) LIMITATION ON PROVIDER INDEMNIFICA-
TION.—A Medicare Choice organization may not 
provide (directly or indirectly) for a provider (or 
group of providers) to indemnify the organiza-
tion against any liability resulting from a civil 
action brought for any damage caused to an en-
rollee with a Medicare Choice plan of the orga-
nization under this part by the organization’s 
denial of medically necessary care. 

‘‘(k) TREATMENT OF SERVICES FURNISHED BY 
CERTAIN PROVIDERS.— 

‘‘(1) IN GENERAL.—A physician or other entity 
(other than a provider of services) that does not 
have a contract establishing payment amounts 
for services furnished to an individual enrolled 
under this part with a MedicarePlus organiza-
tion shall accept as payment in full for covered 
services under this title that are furnished to 
such an individual the amounts that the physi-
cian or other entity could collect if the indi-
vidual were not so enrolled. Any penalty or 
other provision of law that applies to such a 
payment with respect to an individual entitled 
to benefits under this title (but not enrolled with 
a MedicarePlus organization under this part) 
also applies with respect to an individual so en-
rolled. 

‘‘(2) EXCEPTION FOR MSA PLANS AND UNRE-
STRICTED FEE-FOR-SERVICE PLANS.—Paragraph 
(1) shall not apply to an MSA plan or an unre-
stricted fee-for-service plan. 

‘‘PAYMENTS TO MEDICARE CHOICE ORGANIZATIONS 
‘‘SEC. 1853. (a) PAYMENTS TO ORGANIZA-

TIONS.— 
‘‘(1) MONTHLY PAYMENTS.— 
‘‘(A) IN GENERAL.—Under a contract under 

section 1857 and subject to subsections (e) and 
(f), the Secretary shall make monthly payments 
under this section in advance to each Medicare 
Choice organization, with respect to coverage of 
an individual under this part in a Medicare 
Choice payment area for a month, in an amount 
equal to 1⁄12 of the annual Medicare Choice capi-
tation rate (as calculated under subsection (c)) 
with respect to that individual for that area, ad-
justed for such risk factors as age, disability sta-
tus, gender, institutional status, and such other 
factors as the Secretary determines to be appro-
priate, so as to ensure actuarial equivalence. 
The Secretary may add to, modify, or substitute 
for such factors, if such changes will improve 
the determination of actuarial equivalence. 

‘‘(B) SPECIAL RULE FOR END-STAGE RENAL DIS-
EASE.—The Secretary shall establish separate 
rates of payment to a Medicare Choice organiza-
tion with respect to classes of individuals deter-
mined to have end-stage renal disease and en-
rolled in a Medicare Choice plan of the organi-
zation. Such rates of payment shall be actuari-
ally equivalent to rates paid to other enrollees 
in the Medicare Choice payment area (or such 
other area as specified by the Secretary). In ac-
cordance with regulations, the Secretary shall 
provide for the application of the seventh sen-
tence of section 1881(b)(7) to payments under 
this section covering the provision of renal di-
alysis treatment in the same manner as such 
sentence applies to composite rate payments de-
scribed in such sentence. 

‘‘(2) ADJUSTMENT TO REFLECT NUMBER OF EN-
ROLLEES.— 

‘‘(A) IN GENERAL.—The amount of payment 
under this subsection may be retroactively ad-
justed to take into account any difference be-
tween the actual number of individuals enrolled 
with an organization under this part and the 
number of such individuals estimated to be so 
enrolled in determining the amount of the ad-
vance payment. 

‘‘(B) SPECIAL RULE FOR CERTAIN ENROLLEES.— 
‘‘(i) IN GENERAL.—Subject to clause (ii), the 

Secretary may make retroactive adjustments 
under subparagraph (A) to take into account in-
dividuals enrolled during the period beginning 
on the date on which the individual enrolls with 
a Medicare Choice organization under a plan 
operated, sponsored, or contributed to by the in-
dividual’s employer or former employer (or the 
employer or former employer of the individual’s 
spouse) and ending on the date on which the in-
dividual is enrolled in the organization under 
this part, except that for purposes of making 
such retroactive adjustments under this sub-
paragraph, such period may not exceed 90 days. 

‘‘(ii) EXCEPTION.—No adjustment may be made 
under clause (i) with respect to any individual 
who does not certify that the organization pro-
vided the individual with the disclosure state-
ment described in section 1852(c) at the time the 
individual enrolled with the organization. 

‘‘(3) ESTABLISHMENT OF RISK ADJUSTMENT FAC-
TORS.— 

‘‘(A) IN GENERAL.—The Secretary shall de-
velop and implement a method of risk adjust-
ment of payment rates under this section that 
accounts for variations in per capita costs based 
on health status. Such method shall not be im-
plemented before the Secretary receives an eval-
uation by an outside, independent actuary of 
the actuarial soundness of such method. 

‘‘(B) DATA COLLECTION.—In order to carry out 
this paragraph, the Secretary shall require 
Medicare Choice organizations (and eligible or-
ganizations with risk-sharing contracts under 
section 1876) to submit, for periods beginning on 
or after January 1, 1998, data regarding inpa-
tient hospital services and other services and 
other information the Secretary deems nec-
essary. 

‘‘(4) INTERIM RISK ADJUSTMENT.— 
‘‘(A) IN GENERAL.—In the case of an applica-

ble enrollee in a Medicare Choice plan, the pay-

ment to the Medicare Choice organization under 
this section shall be reduced by an amount 
equal to the applicable percentage of the 
amount of such payment (determined without 
regard to this paragraph). 

‘‘(B) APPLICABLE ENROLLEE.—For purposes of 
this paragraph— 

‘‘(i) IN GENERAL.—The term ‘applicable en-
rollee’ means, with respect to any month, a 
medicare eligible individual who— 

‘‘(I) is enrolled in a Medicare Choice plan, 
and 

‘‘(II) has not been enrolled in Medicare 
Choice plans and plans operated by eligible or-
ganizations with risk-sharing contracts under 
section 1876 for an aggregate number of months 
greater than 60 (including the month for which 
the determination is being made). 

‘‘(ii) EXCEPTION FOR BENEFICIARIES MAINTAIN-
ING ENROLLMENT IN CERTAIN PLANS.—The term 
‘applicable enrollee’ shall not include any indi-
vidual enrolled in a Medicare Choice plan of-
fered by a Medicare Choice organization if such 
individual was enrolled in a health plan (other 
than a Medicare Choice plan) offered by such 
organization at the time of the individual’s ini-
tial election period under section 1851(e)(1) and 
has been continuously enrolled in such Medi-
care Choice plan (or another Medicare Choice 
plan offered by such organization) since such 
election period. 

‘‘(C) APPLICABLE PERCENTAGE.—For purposes 
of this paragraph, the applicable percentage 
shall be determined in accordance with the fol-
lowing table: 

Applicable 
‘‘Months enrolled in 

HMOs: 
percentage: 

1–12 .................................................. 5
13–24 ................................................ 4
25–36 ................................................ 3
37–48 ................................................ 2
49–60 ................................................ 1. 
‘‘(D) EXCEPTION FOR NEW PLANS.—This para-

graph shall not apply to applicable enrollees in 
a Medicare Choice plan for any month if— 

‘‘(i) such month occurs during the first 12 
months during which the plan enrolls Medicare 
Choice eligible individuals in the Medicare 
Choice payment area, and 

‘‘(ii) the annual Medicare Choice capitation 
rate for such area for the calendar year pre-
ceding the calendar year in which such 12- 
month period begins is less than the annual na-
tional Medicare Choice capitation rate (as deter-
mined under subsection (c)(4)) for such pre-
ceding calendar year. 
In the case of 1998, clause (ii) shall be applied 
by using the adjusted average per capita cost 
under section 1876 for 1997 rather than such 
capitation rate. 

‘‘(E) TERMINATION.—This paragraph shall not 
apply to any month beginning on or after the 
first day of the first month to which the method 
for risk adjustment described in paragraph (3) 
applies. 

‘‘(b) ANNUAL ANNOUNCEMENT OF PAYMENT 
RATES.— 

‘‘(1) ANNUAL ANNOUNCEMENT.—The Secretary 
shall annually determine, and shall announce 
(in a manner intended to provide notice to inter-
ested parties) not later than August 1 before the 
calendar year concerned— 

‘‘(A) the annual Medicare Choice capitation 
rate for each Medicare Choice payment area for 
the year, and 

‘‘(B) the risk and other factors to be used in 
adjusting such rates under subsection (a)(1)(A) 
for payments for months in that year. 

‘‘(2) ADVANCE NOTICE OF METHODOLOGICAL 
CHANGES.—At least 45 days before making the 
announcement under paragraph (1) for a year, 
the Secretary shall provide for notice to Medi-
care Choice organizations of proposed changes 
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to be made in the methodology from the method-
ology and assumptions used in the previous an-
nouncement and shall provide such organiza-
tions an opportunity to comment on such pro-
posed changes. 

‘‘(3) EXPLANATION OF ASSUMPTIONS.—In each 
announcement made under paragraph (1), the 
Secretary shall include an explanation of the 
assumptions and changes in methodology used 
in the announcement in sufficient detail so that 
Medicare Choice organizations can compute 
monthly adjusted Medicare Choice capitation 
rates for individuals in each Medicare Choice 
payment area which is in whole or in part with-
in the service area of such an organization. 

‘‘(c) CALCULATION OF ANNUAL MEDICARE 
CHOICE CAPITATION RATES.— 

‘‘(1) IN GENERAL.—For purposes of this part, 
each annual Medicare Choice capitation rate, 
for a Medicare Choice payment area for a con-
tract year consisting of a calendar year, is equal 
to the largest of the amounts specified in the fol-
lowing subparagraph (A), (B), or (C): 

‘‘(A) BLENDED CAPITATION RATE.—The sum 
of— 

‘‘(i) the area-specific percentage for the year 
(as specified under paragraph (2) for the year) 
of the annual area-specific Medicare Choice 
capitation rate for the year for the Medicare 
Choice payment area, as determined under 
paragraph (3), and 

‘‘(ii) the national percentage (as specified 
under paragraph (2) for the year) of the annual 
national Medicare Choice capitation rate for the 
year, as determined under paragraph (4), 
multiplied by the payment adjustment factors 
described in subparagraphs (A) and (B) of para-
graph (5). 

‘‘(B) MINIMUM AMOUNT.—Subject to para-
graph (8)— 

‘‘(i) For 1998, $4,200 (but not to exceed, in the 
case of an area outside the 50 States and the 
District of Columbia, 150 percent of the annual 
per capita rate of payment for 1997 determined 
under section 1876(a)(1)(C) for the area). 

‘‘(ii) For each subsequent year, 101 percent of 
the amount in effect under this subparagraph 
for the previous year. 

‘‘(C) MINIMUM PERCENTAGE INCREASE.—Sub-
ject to paragraph (8)— 

‘‘(i) For 1998, 101 percent of the annual per 
capita rate of payment for 1997 determined 
under section 1876(a)(1)(C) for the Medicare 
Choice payment area. 

‘‘(ii) For each subsequent year, 101 percent of 
the annual Medicare Choice capitation rate 
under this paragraph for the area for the pre-
vious year. 

‘‘(2) AREA-SPECIFIC AND NATIONAL PERCENT-
AGES.—For purposes of paragraph (1)(A)— 

‘‘(A) for 1998, the ‘area-specific percentage’ is 
90 percent and the ‘national percentage’ is 10 
percent, 

‘‘(B) for 1999, the ‘area-specific percentage’ is 
80 percent and the ‘national percentage’ is 20 
percent, 

‘‘(C) for 2000, the ‘area-specific percentage’ is 
70 percent and the ‘national percentage’ is 30 
percent, 

‘‘(D) for 2001, the ‘area-specific percentage’ is 
60 percent and the ‘national percentage’ is 40 
percent, and 

‘‘(E) for a year after 2001, the ‘area-specific 
percentage’ is 50 percent and the ‘national per-
centage’ is 50 percent. 

‘‘(3) ANNUAL AREA-SPECIFIC MEDICARE CHOICE 
CAPITATION RATE.— 

‘‘(A) IN GENERAL.—For purposes of paragraph 
(1)(A), the annual area-specific Medicare Choice 
capitation rate for a Medicare Choice payment 
area— 

‘‘(i) for 1998 is the modified annual per capita 
rate of payment for 1997 determined under sec-
tion 1876(a)(1)(C) for the area, increased by the 
national average per capita growth percentage 
for 1998 (as defined in paragraph (6)); or 

‘‘(ii) for a subsequent year is the annual area- 
specific Medicare Choice capitation rate for the 

previous year determined under this paragraph 
for the area, increased by the national average 
per capita growth percentage for such subse-
quent year. 

‘‘(B) MODIFIED ANNUAL PER CAPITA RATE OF 
PAYMENT.—For purposes of subparagraph (A), 
the modified annual per capita rate of payment 
for a Medicare Choice payment area for 1997 
shall be equal to the annual per capita rate of 
payment for such area for such year which 
would have been determined under section 
1876(a)(1)(C) if 25 percent of any payments at-
tributable to sections 1886(d)(5)(B), 1886(h), and 
1886(d)(5)(F) (relating to IME, GME, and DSH 
payments) were not taken into account. 

‘‘(C) SPECIAL RULES FOR 1999, 2000, AND 2001.— 
In applying subparagraph (A)(ii) for 1999, 2000, 
and 2001, the annual area-specific Medicare 
Choice capitation rate for the preceding cal-
endar year shall be the amount which would 
have been determined if subparagraph (B) had 
been applied by substituting the following per-
centages for ‘25 percent’: 

‘‘(i) In 1999, 50 percent. 
‘‘(ii) In 2000, 75 percent. 
‘‘(iii) In 2001, 100 percent. 
‘‘(4) ANNUAL NATIONAL MEDICARE CHOICE CAPI-

TATION RATE.—For purposes of paragraph 
(1)(A), the annual national Medicare Choice 
capitation rate for a Medicare Choice payment 
area for a year is equal to— 

‘‘(A) the sum (for all Medicare Choice pay-
ment areas) of the product of— 

‘‘(i) the annual area-specific Medicare Choice 
capitation rate for that year for the area under 
paragraph (3), and 

‘‘(ii) the average number of medicare bene-
ficiaries residing in that area in the year; di-
vided by 

‘‘(B) the sum of the amounts described in sub-
paragraph (A)(ii) for all Medicare Choice pay-
ment areas for that year. 

‘‘(5) PAYMENT ADJUSTMENT BUDGET NEU-
TRALITY FACTORS.—For purposes of paragraph 
(1)(A)— 

‘‘(A) BLENDED RATE PAYMENT ADJUSTMENT 
FACTOR.—For each year, the Secretary shall 
compute a blended rate payment adjustment 
factor such that, not taking into account sub-
paragraphs (B) and (C) of paragraph (1) and 
the application of the payment adjustment fac-
tor described in subparagraph (B) but taking 
into account paragraph (7), the aggregate of the 
payments that would be made under this part is 
equal to the aggregate payments that would 
have been made under this part (not taking into 
account such subparagraphs and such other ad-
justment factor) if the area-specific percentage 
under paragraph (1) for the year had been 100 
percent and the national percentage had been 0 
percent. 

‘‘(B) FLOOR-AND-MINIMUM-UPDATE PAYMENT 
ADJUSTMENT FACTOR.—For each year, the Sec-
retary shall compute a floor-and-minimum-up-
date payment adjustment factor so that, taking 
into account the application of the blended rate 
payment adjustment factor under subparagraph 
(A) and subparagraphs (B) and (C) of para-
graph (1) and the application of the adjustment 
factor under this subparagraph, the aggregate 
of the payments under this part shall not exceed 
the aggregate payments that would have been 
made under this part if subparagraphs (B) and 
(C) of paragraph (1) did not apply and if the 
floor-and-minimum-update payment adjustment 
factor under this subparagraph was 1. 

‘‘(6) NATIONAL AVERAGE PER CAPITA GROWTH 
PERCENTAGE DEFINED.—In this part, the ‘na-
tional average per capita growth percentage’ for 
any year (beginning with 1998) is equal to the 
sum of— 

‘‘(A) the percentage increase in the gross do-
mestic product per capita for the 12-month pe-
riod ending on June 30 of the preceding year, 
plus 

‘‘(B) 0.5 percentage points. 
‘‘(7) TREATMENT OF AREAS WITH HIGHLY VARI-

ABLE PAYMENT RATES.—In the case of a Medi-

care Choice payment area for which the annual 
per capita rate of payment determined under 
section 1876(a)(1)(C) for 1997 varies by more 
than 20 percent from such rate for 1996, for pur-
poses of this subsection the Secretary may sub-
stitute for such rate for 1997 a rate that is more 
representative of the costs of the enrollees in the 
area. 

‘‘(8) ADJUSTMENTS TO MINIMUM AMOUNTS AND 
MINIMUM PERCENTAGE INCREASES.—After com-
puting all amounts under this subsection (with-
out regard to this paragraph) for any year, the 
Secretary shall— 

‘‘(A) redetermine the amount under para-
graph (1)(C) for such year by substituting ‘100 
percent’ for ‘101 percent’ each place it appears, 
and 

‘‘(B) increase the minimum amount under 
paragraph (1)(B) to an amount equal to the less-
er of— 

‘‘(i) the amount the Secretary estimates will 
result in increased payments under such para-
graph equal to the decrease in payments by rea-
son of the redetermination under subparagraph 
(A), or 

‘‘(ii) an amount equal to 85 percent of the an-
nual national Medicare Choice capitation rate 
determined under paragraph (4). 

‘‘(9) STUDY OF LOCAL PRICE INDICATORS.—The 
Secretary and the Medicare Payment Advisory 
Commission shall each conduct a study with re-
spect to appropriate measures for adjusting the 
annual Medicare Choice capitation rates deter-
mined under this section to reflect local price in-
dicators, including the medicare hospital wage 
index and the case-mix of a geographic region. 
The Secretary and the Advisory Commission 
shall report the results of such study to the ap-
propriate committees of Congress, including rec-
ommendations (if any) for legislation. 

‘‘(d) MEDICARE CHOICE PAYMENT AREA DE-
FINED.— 

‘‘(1) IN GENERAL.—In this part, except as pro-
vided in paragraph (3), the term ‘Medicare 
Choice payment area’ means a county, or equiv-
alent area specified by the Secretary. 

‘‘(2) RULE FOR ESRD BENEFICIARIES.—In the 
case of individuals who are determined to have 
end stage renal disease, the Medicare Choice 
payment area shall be a State or such other 
payment area as the Secretary specifies. 

‘‘(3) GEOGRAPHIC ADJUSTMENT.— 
‘‘(A) IN GENERAL.—Upon written request of 

the chief executive officer of a State for a con-
tract year (beginning after 1998) made at least 7 
months before the beginning of the year, the 
Secretary shall make a geographic adjustment to 
a Medicare Choice payment area in the State 
otherwise determined under paragraph (1)— 

‘‘(i) to a single statewide Medicare Choice 
payment area, 

‘‘(ii) to the metropolitan based system de-
scribed in subparagraph (C), or 

‘‘(iii) to consolidating into a single Medicare 
Choice payment area noncontiguous counties 
(or equivalent areas described in paragraph (1)) 
within a State. 
Such adjustment shall be effective for payments 
for months beginning with January of the year 
following the year in which the request is re-
ceived. 

‘‘(B) BUDGET NEUTRALITY ADJUSTMENT.—In 
the case of a State requesting an adjustment 
under this paragraph, the Secretary shall adjust 
the payment rates otherwise established under 
this section for Medicare Choice payment areas 
in the State in a manner so that the aggregate 
of the payments under this section in the State 
shall not exceed the aggregate payments that 
would have been made under this section for 
Medicare Choice payment areas in the State in 
the absence of the adjustment under this para-
graph. 

‘‘(C) METROPOLITAN BASED SYSTEM.—The met-
ropolitan based system described in this sub-
paragraph is one in which— 

‘‘(i) all the portions of each metropolitan sta-
tistical area in the State or in the case of a con-
solidated metropolitan statistical area, all of the 
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portions of each primary metropolitan statistical 
area within the consolidated area within the 
State, are treated as a single Medicare Choice 
payment area, and 

‘‘(ii) all areas in the State that do not fall 
within a metropolitan statistical area are treat-
ed as a single Medicare Choice payment area. 

‘‘(D) AREAS.—In subparagraph (C), the terms 
‘metropolitan statistical area’, ‘consolidated 
metropolitan statistical area’, and ‘primary met-
ropolitan statistical area’ mean any area des-
ignated as such by the Secretary of Commerce. 

‘‘(e) SPECIAL RULES FOR INDIVIDUALS ELECT-
ING MSA PLANS.— 

‘‘(1) IN GENERAL.—If the amount of the 
monthly premium for an MSA plan for a Medi-
care Choice payment area for a year is less than 
1⁄12 of the annual Medicare Choice capitation 
rate applied under this section for the area and 
year involved, the Secretary shall deposit an 
amount equal to 100 percent of such difference 
in a Medicare Choice MSA established (and, if 
applicable, designated) by the individual under 
paragraph (2). 

‘‘(2) ESTABLISHMENT AND DESIGNATION OF 
MEDICARE CHOICE MEDICAL SAVINGS ACCOUNT AS 
REQUIREMENT FOR PAYMENT OF CONTRIBUTION.— 
In the case of an individual who has elected 
coverage under an MSA plan, no payment shall 
be made under paragraph (1) on behalf of an in-
dividual for a month unless the individual— 

‘‘(A) has established before the beginning of 
the month (or by such other deadline as the Sec-
retary may specify) a Medicare Choice MSA (as 
defined in section 138(b)(2) of the Internal Rev-
enue Code of 1986), and 

‘‘(B) if the individual has established more 
than one such Medicare Choice MSA, has des-
ignated one of such accounts as the individual’s 
Medicare Choice MSA for purposes of this part. 
Under rules under this section, such an indi-
vidual may change the designation of such ac-
count under subparagraph (B) for purposes of 
this part. 

‘‘(3) LUMP-SUM DEPOSIT OF MEDICAL SAVINGS 
ACCOUNT CONTRIBUTION.—In the case of an indi-
vidual electing an MSA plan effective beginning 
with a month in a year, the amount of the con-
tribution to the Medicare Choice MSA on behalf 
of the individual for that month and all succes-
sive months in the year shall be deposited dur-
ing that first month. In the case of a termi-
nation of such an election as of a month before 
the end of a year, the Secretary shall provide 
for a procedure for the recovery of deposits at-
tributable to the remaining months in the year. 

‘‘(4) SPECIAL RULE FOR APPLICABLE EN-
ROLLEE.—In the case of an enrollee in a MSA 
plan for any month who is an applicable en-
rollee for such month under section 
1853(a)(4)(B), the amount of the deposit under 
paragraph (1) for such month shall be reduced 
by the applicable percentage (as defined in sec-
tion 1853(a)(4)(C)) of the amount of such deposit 
(determined without regard to this paragraph). 

‘‘(f) PAYMENTS FROM TRUST FUND.—The pay-
ment to a Medicare Choice organization under 
this section for individuals enrolled under this 
part with the organization and payments to a 
Medicare Choice MSA under subsection (e)(1)(B) 
shall be made from the Federal Hospital Insur-
ance Trust Fund and the Federal Supple-
mentary Medical Insurance Trust Fund in such 
proportion as the Secretary determines reflects 
the relative weight that benefits under part A 
and under part B represents of the actuarial 
value of the total benefits under this title. 
Monthly payments otherwise payable under this 
section for October 2001 shall be paid on the last 
business day of September 2001. Monthly pay-
ments otherwise payable under this section for 
October 2006 shall be paid on the first business 
day of October 2006. 

‘‘(g) SPECIAL RULE FOR CERTAIN INPATIENT 
HOSPITAL STAYS.—In the case of an individual 
who is receiving inpatient hospital services from 
a subsection (d) hospital (as defined in section 
1886(d)(1)(B)) as of the effective date of the indi-
vidual’s— 

‘‘(1) election under this part of a Medicare 
Choice plan offered by a Medicare Choice orga-
nization— 

‘‘(A) payment for such services until the date 
of the individual’s discharge shall be made 
under this title through the Medicare Choice 
plan or the traditional medicare fee-for-service 
program option described in section 
1851(a)(1)(A) (as the case may be) elected before 
the election with such organization, 

‘‘(B) the elected organization shall not be fi-
nancially responsible for payment for such serv-
ices until the date after the date of the individ-
ual’s discharge, and 

‘‘(C) the organization shall nonetheless be 
paid the full amount otherwise payable to the 
organization under this part; or 

‘‘(2) termination of election with respect to a 
Medicare Choice organization under this part— 

‘‘(A) the organization shall be financially re-
sponsible for payment for such services after 
such date and until the date of the individual’s 
discharge, 

‘‘(B) payment for such services during the 
stay shall not be made under section 1886(d) or 
by any succeeding Medicare Choice organiza-
tion, and 

‘‘(C) the terminated organization shall not re-
ceive any payment with respect to the indi-
vidual under this part during the period the in-
dividual is not enrolled. 

‘‘PREMIUMS 
‘‘SEC. 1854. (a) SUBMISSION AND CHARGING OF 

PREMIUMS.— 
‘‘(1) IN GENERAL.—Subject to paragraph (3), 

each Medicare Choice organization shall file 
with the Secretary each year, in a form and 
manner and at a time specified by the Sec-
retary— 

‘‘(A) the amount of the monthly premium for 
coverage for services under section 1852(a) under 
each Medicare Choice plan it offers under this 
part in each Medicare Choice payment area (as 
defined in section 1853(d)) in which the plan is 
being offered; and 

‘‘(B) the enrollment capacity in relation to the 
plan in each such area. 

‘‘(2) TERMINOLOGY.—In this part— 
‘‘(A) the term ‘monthly premium’ means, with 

respect to a Medicare Choice plan offered by a 
Medicare Choice organization, the monthly pre-
mium filed under paragraph (1), not taking into 
account the amount of any payment made to-
ward the premium under section 1853; and 

‘‘(B) the term ‘net monthly premium’ means, 
with respect to such a plan and an individual 
enrolled with the plan, the premium (as defined 
in subparagraph (A)) for the plan reduced by 
the amount of payment made toward such pre-
mium under section 1853. 

‘‘(b) MONTHLY PREMIUM CHARGED.—The 
monthly amount of the premium charged by a 
Medicare Choice organization for a Medicare 
Choice plan offered in a Medicare Choice pay-
ment area to an individual under this part shall 
be equal to the net monthly premium plus any 
monthly premium charged in accordance with 
subsection (e)(2) for supplemental benefits. 

‘‘(c) UNIFORM PREMIUM.—The monthly pre-
mium and monthly amount charged under sub-
section (b) of a Medicare Choice organization 
under this part may not vary among individuals 
who reside in the same Medicare Choice pay-
ment area. 

‘‘(d) TERMS AND CONDITIONS OF IMPOSING 
PREMIUMS.—Each Medicare Choice organization 
shall permit the payment of net monthly pre-
miums on a monthly basis and may terminate 
election of individuals for a Medicare Choice 
plan for failure to make premium payments only 
in accordance with section 1851(g)(3)(B)(i). A 
Medicare Choice organization is not authorized 
to provide for cash or other monetary rebates as 
an inducement for enrollment or otherwise. 

‘‘(e) LIMITATION ON ENROLLEE COST-SHAR-
ING.— 

‘‘(1) FOR BASIC AND ADDITIONAL BENEFITS.— 
Except as provided in paragraph (2), in no event 
may— 

‘‘(A) the net monthly premium (multiplied by 
12) and the actuarial value of the deductibles, 
coinsurance, and copayments applicable on av-
erage to individuals enrolled under this part 
with a Medicare Choice plan of an organization 
with respect to required benefits described in 
section 1852(a)(1) and additional benefits (if 
any) required under subsection (f)(1) for a year, 
exceed 

‘‘(B) the actuarial value of the deductibles, 
coinsurance, and copayments that would be ap-
plicable on average to individuals entitled to 
benefits under part A and enrolled under part B 
if they were not members of a Medicare Choice 
organization for the year. 

‘‘(2) FOR SUPPLEMENTAL BENEFITS.—If the 
Medicare Choice organization provides to its 
members enrolled under this part supplemental 
benefits described in section 1852(a)(3), the sum 
of the monthly premium rate (multiplied by 12) 
charged for such supplemental benefits and the 
actuarial value of its deductibles, coinsurance, 
and copayments charged with respect to such 
benefits may not exceed the adjusted community 
rate for such benefits (as defined in subsection 
(f)(4)). 

‘‘(3) EXCEPTION FOR MSA PLANS AND UNRE-
STRICTED FEE-FOR-SERVICE PLANS.—Paragraphs 
(1) and (2) do not apply to an MSA plan or an 
unrestricted fee-for-service plan. 

‘‘(4) DETERMINATION ON OTHER BASIS.—If the 
Secretary determines that adequate data are not 
available to determine the actuarial value under 
paragraph (1)(A) or (2), the Secretary may de-
termine such amount with respect to all individ-
uals in the Medicare Choice payment area, the 
State, or in the United States, eligible to enroll 
in the Medicare Choice plan involved under this 
part or on the basis of other appropriate data. 

‘‘(f) REQUIREMENT FOR ADDITIONAL BENE-
FITS.— 

‘‘(1) REQUIREMENT.— 
‘‘(A) IN GENERAL.—Each Medicare Choice or-

ganization (in relation to a Medicare Choice 
plan it offers) shall provide that if there is an 
excess amount (as defined in subparagraph (B)) 
for the plan for a contract year, subject to the 
succeeding provisions of this subsection, the or-
ganization shall provide to individuals such ad-
ditional benefits (as the organization may speci-
fy) in a value which is at least equal to the ad-
justed excess amount (as defined in subpara-
graph (C)). 

‘‘(B) EXCESS AMOUNT.—For purposes of this 
paragraph, the ‘excess amount’, for an organi-
zation for a plan, is the amount (if any) by 
which— 

‘‘(i) the average of the capitation payments 
made to the organization under section 1853 for 
the plan at the beginning of contract year, ex-
ceeds 

‘‘(ii) the actuarial value of the required bene-
fits described in section 1852(a)(1) under the 
plan for individuals under this part, as deter-
mined based upon an adjusted community rate 
described in paragraph (4) (as reduced for the 
actuarial value of the coinsurance and 
deductibles under parts A and B). 

‘‘(C) ADJUSTED EXCESS AMOUNT.—For pur-
poses of this paragraph, the ‘adjusted excess 
amount’, for an organization for a plan, is the 
excess amount reduced to reflect any amount 
withheld and reserved for the organization for 
the year under paragraph (3). 

‘‘(D) NO APPLICATION TO MSA PLANS.—Sub-
paragraph (A) shall not apply to an MSA plan. 

‘‘(E) UNIFORM APPLICATION.—This paragraph 
shall be applied uniformly for all enrollees for a 
plan in a Medicare Choice payment area. 

‘‘(F) CONSTRUCTION.—Nothing in this sub-
section shall be construed as preventing a Medi-
care Choice organization from providing health 
care benefits that are in addition to the benefits 
otherwise required to be provided under this 
paragraph and from imposing a premium for 
such additional benefits. 

‘‘(2) STABILIZATION FUND.—A Medicare Choice 
organization may provide that a part of the 
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value of an excess amount described in para-
graph (1) be withheld and reserved in the Fed-
eral Hospital Insurance Trust Fund and in the 
Federal Supplementary Medical Insurance 
Trust Fund (in such proportions as the Sec-
retary determines to be appropriate) by the Sec-
retary for subsequent annual contract periods, 
to the extent required to stabilize and prevent 
undue fluctuations in the additional benefits of-
fered in those subsequent periods by the organi-
zation in accordance with such paragraph. Any 
of such value of the amount reserved which is 
not provided as additional benefits described in 
paragraph (1)(A) to individuals electing the 
Medicare Choice plan of the organization in ac-
cordance with such paragraph prior to the end 
of such periods, shall revert for the use of such 
trust funds. 

‘‘(3) DETERMINATION BASED ON INSUFFICIENT 
DATA.—For purposes of this subsection, if the 
Secretary finds that there is insufficient enroll-
ment experience to determine an average of the 
capitation payments to be made under this part 
at the beginning of a contract period, the Sec-
retary may determine such an average based on 
the enrollment experience of other contracts en-
tered into under this part. 

‘‘(4) ADJUSTED COMMUNITY RATE.— 

‘‘(A) IN GENERAL.—For purposes of this sub-
section, subject to subparagraph (B), the term 
‘adjusted community rate’ for a service or serv-
ices means, at the election of a Medicare Choice 
organization, either— 

‘‘(i) the rate of payment for that service or 
services which the Secretary annually deter-
mines would apply to an individual electing a 
Medicare Choice plan under this part if the rate 
of payment were determined under a ‘commu-
nity rating system’ (as defined in section 1302(8) 
of the Public Health Service Act, other than 
subparagraph (C)), or 

‘‘(ii) such portion of the weighted aggregate 
premium, which the Secretary annually esti-
mates would apply to such an individual, as the 
Secretary annually estimates is attributable to 
that service or services, 

but adjusted for differences between the utiliza-
tion characteristics of the individuals electing 
coverage under this part and the utilization 
characteristics of the other enrollees with the 
plan (or, if the Secretary finds that adequate 
data are not available to adjust for those dif-
ferences, the differences between the utilization 
characteristics of individuals selecting other 
Medicare Choice coverage, or Medicare Choice 
eligible individuals in the area, in the State, or 
in the United States, eligible to elect Medicare 
Choice coverage under this part and the utiliza-
tion characteristics of the rest of the population 
in the area, in the State, or in the United States, 
respectively). 

‘‘(B) SPECIAL RULE FOR PROVIDER-SPONSORED 
ORGANIZATIONS.—In the case of a Medicare 
Choice organization that is a provider-spon-
sored organization, the adjusted community rate 
under subparagraph (A) for a Medicare Choice 
plan of the organization may be computed (in a 
manner specified by the Secretary) using data in 
the general commercial marketplace or (during a 
transition period) based on the costs incurred by 
the organization in providing such a plan. 

‘‘(g) PERIODIC AUDITING.—The Secretary shall 
provide for the annual auditing of the financial 
records (including data relating to medicare uti-
lization, costs, and computation of the adjusted 
community rate) of at least one-third of the 
Medicare Choice organizations offering Medi-
care Choice plans under this part. The Comp-
troller General shall monitor auditing activities 
conducted under this subsection. 

‘‘(h) PROHIBITION OF STATE IMPOSITION OF 
PREMIUM TAXES.—No State may impose a pre-
mium tax or similar tax with respect to pay-
ments on Medicare Choice plans or the offering 
of such plans. 

‘‘ORGANIZATIONAL AND FINANCIAL REQUIREMENTS 
FOR MEDICARE CHOICE ORGANIZATIONS; PRO-
VIDER-SPONSORED ORGANIZATIONS 
‘‘SEC. 1855. (a) ORGANIZED AND LICENSED 

UNDER STATE LAW.— 
‘‘(1) IN GENERAL.—Subject to paragraphs (2) 

and (3), a Medicare Choice organization shall be 
organized and licensed under State law as a 
risk-bearing entity eligible to offer health insur-
ance or health benefits coverage in each State in 
which it offers a Medicare Choice plan. 

‘‘(2) SPECIAL EXCEPTION BEFORE 2001 FOR PRO-
VIDER-SPONSORED ORGANIZATIONS.— 

‘‘(A) IN GENERAL.—In the case of a provider- 
sponsored organization that seeks to offer a 
Medicare Choice plan in a State, the Secretary 
shall waive the requirement of paragraph (1) 
that the organization be licensed in that State 
for any year before 2001 if— 

‘‘(i) the organization files an application for 
such waiver with the Secretary, and 

‘‘(ii) the contract with the organization under 
section 1857 requires the organization to meet all 
requirements of State law which relate to the li-
censing of the organization (other than solvency 
requirements or a prohibition on licensure for 
such organization). 

‘‘(B) TREATMENT OF WAIVER.— 
‘‘(i) IN GENERAL.—In the case of a waiver 

granted under this paragraph for a provider- 
sponsored organization— 

‘‘(I) the waiver shall be effective for the years 
specified in the waiver, except it may be re-
newed based on a subsequent application, and 

‘‘(II) subject to subparagraph (A)(ii), any pro-
visions of State law which would otherwise pro-
hibit the organization from providing coverage 
pursuant to a contract under this part shall be 
superseded. 

‘‘(ii) TERMINATION.—A waiver granted under 
this paragraph shall in no event extend beyond 
the earlier of— 

‘‘(I) December 31, 2000; or 
‘‘(II) the date on which the Secretary deter-

mines that the State has in effect solvency 
standards identical to the standards established 
under section 1856(a). 

‘‘(C) PROMPT ACTION ON APPLICATION.—The 
Secretary shall grant or deny such a waiver ap-
plication within 60 days after the date the Sec-
retary determines that a substantially complete 
application has been filed. 

‘‘(D) ENFORCEMENT OF STATE STANDARDS.— 
‘‘(i) IN GENERAL.—The Secretary shall enter 

into agreements with States subject to a waiver 
under this paragraph to ensure the adequate 
enforcement of standards incorporated into the 
contract under subparagraph (A)(ii). Such 
agreements shall provide methods by which 
States may notify the Secretary of any failure 
by an organization to comply with such stand-
ards. 

‘‘(ii) ENFORCEMENT.—If the Secretary deter-
mines that an organization is not in compliance 
with the standards described in clause (i), the 
Secretary shall take appropriate actions under 
subsections (g) and (h) with respect to civil pen-
alties and termination of the contract. The Sec-
retary shall allow an organization 60 days to 
comply with the standards after notification of 
failure. 

‘‘(E) REPORT.—The Secretary shall, not later 
than December 31, 1998, report to Congress on 
the waiver procedure in effect under this para-
graph. Such report shall include an analysis of 
State efforts to adopt regulatory standards that 
take into account health plan sponsors that pro-
vide services directly to enrollees through affili-
ated providers. 

‘‘(3) EXCEPTION IF REQUIRED TO OFFER MORE 
THAN MEDICARE CHOICE PLANS.—Paragraph (1) 
shall not apply to a Medicare Choice organiza-
tion in a State if the State requires the organi-
zation, as a condition of licensure, to offer any 
product or plan other than a Medicare Choice 
plan. 

‘‘(4) LICENSURE DOES NOT SUBSTITUTE FOR OR 
CONSTITUTE CERTIFICATION.—The fact that an 

organization is licensed in accordance with 
paragraph (1) does not deem the organization to 
meet other requirements imposed under this 
part. 

‘‘(b) PREPAID PAYMENT.—A Medicare Choice 
organization shall be compensated (except for 
premiums, deductibles, coinsurance, and copay-
ments) for the provision of health care services 
to enrolled members under the contract under 
this part by a payment which is paid on a peri-
odic basis without regard to the date the health 
care services are provided and which is fixed 
without regard to the frequency, extent, or kind 
of health care service actually provided to a 
member. 

‘‘(c) ASSUMPTION OF FULL FINANCIAL RISK.— 
The Medicare Choice organization shall assume 
full financial risk on a prospective basis for the 
provision of the health care services (except, at 
the election of the organization, hospice care) 
for which benefits are required to be provided 
under section 1852(a)(1), except that the organi-
zation— 

‘‘(1) may obtain insurance or make other ar-
rangements for the cost of providing to any en-
rolled member such services the aggregate value 
of which for any year exceeds the applicable 
amount determined under the last sentence of 
this subsection for the year, 

‘‘(2) may obtain insurance or make other ar-
rangements for the cost of such services pro-
vided to its enrolled members other than 
through the organization because medical neces-
sity required their provision before they could be 
secured through the organization, 

‘‘(3) may obtain insurance or make other ar-
rangements for not more than 90 percent of the 
amount by which its costs for any of its fiscal 
years exceed 115 percent of its income for such 
fiscal year, and 

‘‘(4) may make arrangements with physicians 
or other health professionals, health care insti-
tutions, or any combination of such individuals 
or institutions to assume all or part of the fi-
nancial risk on a prospective basis for the provi-
sion of basic health services by the physicians or 
other health professionals or through the insti-
tutions. 
For purposes of paragraph (1), the applicable 
amount for 1998 is the amount established by 
the Secretary, and for 1999 and any succeeding 
year is the amount in effect for the previous 
year increased by the percentage change in the 
Consumer Price Index for all urban consumers 
(U.S. city average) for the 12-month period end-
ing with June of the previous year. 

‘‘(d) CERTIFICATION OF PROVISION AGAINST 
RISK OF INSOLVENCY FOR PSOS.— 

‘‘(1) IN GENERAL.—Each Medicare Choice or-
ganization that is a provider-sponsored organi-
zation with a waiver in effect under subsection 
(a)(2) shall meet the standards established 
under section 1856(a) with respect to the finan-
cial solvency and capital adequacy of the orga-
nization. 

‘‘(2) CERTIFICATION PROCESS FOR SOLVENCY 
STANDARDS FOR PSOS.—The Secretary shall es-
tablish a process for the receipt and approval of 
applications of a provider-sponsored organiza-
tion for certification (and periodic recertifi-
cation) of the organization as meeting such sol-
vency standards. Under such process, the Sec-
retary shall act upon such an application not 
later than 60 days after the date the application 
has been received. 

‘‘(e) PROVIDER-SPONSORED ORGANIZATION DE-
FINED.— 

‘‘(1) IN GENERAL.—In this part, the term ‘pro-
vider-sponsored organization’ means a public or 
private entity— 

‘‘(A) that is established or organized and op-
erated by a local health care provider, or local 
group of affiliated health care providers, 

‘‘(B) that provides a substantial proportion 
(as defined by the Secretary in accordance with 
paragraph (2)) of the health care items and 
services under the contract under this part di-
rectly through the provider or affiliated group 
of providers, and 
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‘‘(C) with respect to which those affiliated 

providers that share, directly or indirectly, sub-
stantial financial risk with respect to the provi-
sion of such items and services have at least a 
majority financial interest in the entity. 

‘‘(2) SUBSTANTIAL PROPORTION.—In defining 
what is a ‘substantial proportion’ for purposes 
of paragraph (1)(B), the Secretary— 

‘‘(A) shall take into account the need for such 
an organization to assume responsibility for 
providing— 

‘‘(i) significantly more than the majority of 
the items and services under the contract under 
this section through its own affiliated providers; 
and 

‘‘(ii) most of the remainder of the items and 
services under the contract through providers 
with which the organization has an agreement 
to provide such items and services, 
in order to assure financial stability and to ad-
dress the practical considerations involved in in-
tegrating the delivery of a wide range of service 
providers; 

‘‘(B) shall take into account the need for such 
an organization to provide a limited proportion 
of the items and services under the contract 
through providers that are neither affiliated 
with nor have an agreement with the organiza-
tion; and 

‘‘(C) may allow for variation in the definition 
of substantial proportion among such organiza-
tions based on relevant differences among the 
organizations, such as their location in an 
urban or rural area. 

‘‘(3) AFFILIATION.—For purposes of this sub-
section, a provider is ‘affiliated’ with another 
provider if, through contract, ownership, or oth-
erwise— 

‘‘(A) one provider, directly or indirectly, con-
trols, is controlled by, or is under common con-
trol with the other, 

‘‘(B) both providers are part of a controlled 
group of corporations under section 1563 of the 
Internal Revenue Code of 1986, 

‘‘(C) each provider is a participant in a lawful 
combination under which each provider shares 
substantial financial risk in connection with the 
organization’s operations, or 

‘‘(D) both providers are part of an affiliated 
service group under section 414 of such Code. 

‘‘(4) CONTROL.—For purposes of paragraph 
(3), control is presumed to exist if one party, di-
rectly or indirectly, owns, controls, or holds the 
power to vote, or proxies for, not less than 51 
percent of the voting rights or governance rights 
of another. 

‘‘(5) HEALTH CARE PROVIDER DEFINED.—In this 
subsection, the term ‘health care provider’ 
means— 

‘‘(A) any individual who is engaged in the de-
livery of health care services in a State and who 
is required by State law or regulation to be li-
censed or certified by the State to engage in the 
delivery of such services in the State, and 

‘‘(B) any entity that is engaged in the deliv-
ery of health care services in a State and that, 
if it is required by State law or regulation to be 
licensed or certified by the State to engage in 
the delivery of such services in the State, is so 
licensed. 

‘‘(6) REGULATIONS.—The Secretary shall issue 
regulations to carry out this subsection. 

‘‘ESTABLISHMENT OF STANDARDS 
‘‘SEC. 1856. (a) ESTABLISHMENT OF SOLVENCY 

STANDARDS FOR PROVIDER-SPONSORED ORGANI-
ZATIONS.— 

‘‘(1) ESTABLISHMENT.— 
‘‘(A) IN GENERAL.—The Secretary shall estab-

lish, on an expedited basis and using a nego-
tiated rulemaking process under subchapter III 
of chapter 5 of title 5, United States Code, 
standards described in section 1855(d)(1) (relat-
ing to the financial solvency and capital ade-
quacy of the organization) that entities must 
meet to qualify as provider-sponsored organiza-
tions under this part. 

‘‘(B) FACTORS TO CONSIDER FOR SOLVENCY 
STANDARDS.—In establishing solvency standards 

under subparagraph (A) for provider-sponsored 
organizations, the Secretary shall consult with 
interested parties and shall take into account— 

‘‘(i) the delivery system assets of such an or-
ganization and ability of such an organization 
to provide services directly to enrollees through 
affiliated providers, 

‘‘(ii) alternative means of protecting against 
insolvency, including reinsurance, unrestricted 
surplus, letters of credit, guarantees, organiza-
tional insurance coverage, partnerships with 
other licensed entities, and valuation attrib-
utable to the ability of such an organization to 
meet its service obligations through direct deliv-
ery of care, and 

‘‘(iii) any standards developed by the Na-
tional Association of Insurance Commissioners 
specifically for risk-based health care delivery 
organizations. 

‘‘(C) ENROLLEE PROTECTION AGAINST INSOL-
VENCY.—Such standards shall include provisions 
to prevent enrollees from being held liable to 
any person or entity for the Medicare Choice or-
ganization’s debts in the event of the organiza-
tion’s insolvency. 

‘‘(2) PUBLICATION OF NOTICE.—In carrying out 
the rulemaking process under this subsection, 
the Secretary, after consultation with the Na-
tional Association of Insurance Commissioners, 
the American Academy of Actuaries, organiza-
tions representative of medicare beneficiaries, 
and other interested parties, shall publish the 
notice provided for under section 564(a) of title 
5, United States Code, by not later than 45 days 
after the date of the enactment of this section. 

‘‘(3) TARGET DATE FOR PUBLICATION OF 
RULE.—As part of the notice under paragraph 
(2), and for purposes of this subsection, the ‘tar-
get date for publication’ (referred to in section 
564(a)(5) of such title) shall be April 1, 1998. 

‘‘(4) ABBREVIATED PERIOD FOR SUBMISSION OF 
COMMENTS.—In applying section 564(c) of such 
title under this subsection, ‘15 days’ shall be 
substituted for ‘30 days’. 

‘‘(5) APPOINTMENT OF NEGOTIATED RULE-
MAKING COMMITTEE AND FACILITATOR.—The Sec-
retary shall provide for— 

‘‘(A) the appointment of a negotiated rule-
making committee under section 565(a) of such 
title by not later than 30 days after the end of 
the comment period provided for under section 
564(c) of such title (as shortened under para-
graph (4)), and 

‘‘(B) the nomination of a facilitator under sec-
tion 566(c) of such title by not later than 10 days 
after the date of appointment of the committee. 

‘‘(6) PRELIMINARY COMMITTEE REPORT.—The 
negotiated rulemaking committee appointed 
under paragraph (5) shall report to the Sec-
retary, by not later than January 1, 1998, re-
garding the committee’s progress on achieving a 
consensus with regard to the rulemaking pro-
ceeding and whether such consensus is likely to 
occur before 1 month before the target date for 
publication of the rule. If the committee reports 
that the committee has failed to make signifi-
cant progress towards such consensus or is un-
likely to reach such consensus by the target 
date, the Secretary may terminate such process 
and provide for the publication of a rule under 
this subsection through such other methods as 
the Secretary may provide. 

‘‘(7) FINAL COMMITTEE REPORT.—If the com-
mittee is not terminated under paragraph (6), 
the rulemaking committee shall submit a report 
containing a proposed rule by not later than 1 
month before the target date of publication. 

‘‘(8) INTERIM, FINAL EFFECT.—The Secretary 
shall publish a rule under this subsection in the 
Federal Register by not later than the target 
date of publication. Such rule shall be effective 
and final immediately on an interim basis, but is 
subject to change and revision after public no-
tice and opportunity for a period (of not less 
than 60 days) for public comment. In connection 
with such rule, the Secretary shall specify the 
process for the timely review and approval of 
applications of entities to be certified as pro-

vider-sponsored organizations pursuant to such 
rules and consistent with this subsection. 

‘‘(9) PUBLICATION OF RULE AFTER PUBLIC COM-
MENT.—The Secretary shall provide for consid-
eration of such comments and republication of 
such rule by not later than 1 year after the tar-
get date of publication. 

‘‘(b) ESTABLISHMENT OF OTHER STANDARDS.— 
‘‘(1) IN GENERAL.—The Secretary shall estab-

lish by regulation other standards (not described 
in subsection (a)) for Medicare Choice organiza-
tions and plans consistent with, and to carry 
out, this part. 

‘‘(2) USE OF CURRENT STANDARDS.—Consistent 
with the requirements of this part, standards es-
tablished under this subsection shall be based 
on standards established under section 1876 to 
carry out analogous provisions of such section. 

‘‘(3) USE OF INTERIM STANDARDS.—For the pe-
riod in which this part is in effect and stand-
ards are being developed and established under 
the preceding provisions of this subsection, the 
Secretary shall provide by not later than June 1, 
1998, for the application of such interim stand-
ards (without regard to any requirements for 
notice and public comment) as may be appro-
priate to provide for the expedited implementa-
tion of this part. Such interim standards shall 
not apply after the date standards are estab-
lished under the preceding provisions of this 
subsection. 

‘‘(4) APPLICATION OF NEW STANDARDS TO ENTI-
TIES WITH A CONTRACT.—In the case of a Medi-
care Choice organization with a contract in ef-
fect under this part at the time standards appli-
cable to the organization under this section are 
changed, the organization may elect not to have 
such changes apply to the organization until 
the end of the current contract year (or, if there 
is less than 6 months remaining in the contract 
year, until 1 year after the end of the current 
contract year). 

‘‘(5) RELATION TO STATE LAWS.—The stand-
ards established under this subsection shall su-
persede any State law or regulation with respect 
to Medicare Choice plans which are offered by 
Medicare Choice organizations under this part 
to the extent such law or regulation is incon-
sistent with such standards. 

‘‘CONTRACTS WITH MEDICARE CHOICE 
ORGANIZATIONS 

‘‘SEC. 1857. (a) IN GENERAL.—The Secretary 
shall not permit the election under section 1851 
of a Medicare Choice plan offered by a Medicare 
Choice organization under this part, and no 
payment shall be made under section 1853 to an 
organization, unless the Secretary has entered 
into a contract under this section with the orga-
nization with respect to the offering of such 
plan. Such a contract with an organization may 
cover more than 1 Medicare Choice plan. Such 
contract shall provide that the organization 
agrees to comply with the applicable require-
ments and standards of this part and the terms 
and conditions of payment as provided for in 
this part. 

‘‘(b) MINIMUM ENROLLMENT REQUIREMENTS.— 
‘‘(1) IN GENERAL.—Subject to paragraph (2), 

the Secretary may not enter into a contract 
under this section with a Medicare Choice orga-
nization unless the organization has at least 
1,500 individuals who are receiving health bene-
fits through the organization (500 such individ-
uals if the organization primarily serves individ-
uals residing outside of urbanized areas). 

‘‘(2) ALLOWING TRANSITION.—The Secretary 
may waive the requirement of paragraph (1) 
during the first 2 contract years with respect to 
an organization. 

‘‘(3) SPECIAL RULE FOR PSO.—In the case of a 
Medicare Choice organization which is a pro-
vider-sponsored organization, paragraph (1) 
shall be applied by taking into account individ-
uals for whom the organization has assumed 
substantial financial risk. 

‘‘(c) CONTRACT PERIOD AND EFFECTIVENESS.— 
‘‘(1) PERIOD.—Each contract under this sec-

tion shall be for a term of at least 1 year, as de-
termined by the Secretary, and may be made 
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automatically renewable from term to term in 
the absence of notice by either party of inten-
tion to terminate at the end of the current term. 

‘‘(2) TERMINATION AUTHORITY.—In accordance 
with procedures established under subsection 
(h), the Secretary may at any time terminate 
any such contract, or may impose the inter-
mediate sanctions described in an applicable 
paragraph of subsection (g)(3) on the Medicare 
Choice organization, if the Secretary determines 
that the organization— 

‘‘(A) has failed substantially to carry out the 
contract; 

‘‘(B) is carrying out the contract in a manner 
inconsistent with the efficient and effective ad-
ministration of this part; or 

‘‘(C) no longer substantially meets the appli-
cable conditions of this part. 

‘‘(3) EFFECTIVE DATE OF CONTRACTS.—The ef-
fective date of any contract executed pursuant 
to this section shall be specified in the contract, 
except that in no case shall a contract under 
this section which provides for coverage under 
an MSA plan be effective before January 1999 
with respect to such coverage. 

‘‘(4) PREVIOUS TERMINATIONS.—The Secretary 
may not enter into a contract with a Medicare 
Choice organization if a previous contract with 
that organization under this section was termi-
nated at the request of the organization within 
the preceding 5-year period, except in cir-
cumstances which warrant special consider-
ation, as determined by the Secretary. 

‘‘(5) NO CONTRACTING AUTHORITY.—The au-
thority vested in the Secretary by this part may 
be performed without regard to such provisions 
of law or regulations relating to the making, 
performance, amendment, or modification of 
contracts of the United States as the Secretary 
may determine to be inconsistent with the fur-
therance of the purpose of this title. 

‘‘(d) PROTECTIONS AGAINST FRAUD AND BENE-
FICIARY PROTECTIONS.— 

‘‘(1) INSPECTION AND AUDIT.—Each contract 
under this section shall provide that the Sec-
retary, or any person or organization designated 
by the Secretary— 

‘‘(A) shall have the right to inspect or other-
wise evaluate (i) the quality, appropriateness, 
and timeliness of services performed under the 
contract and (ii) the facilities of the organiza-
tion when there is reasonable evidence of some 
need for such inspection, and 

‘‘(B) shall have the right to audit and inspect 
any books and records of the Medicare Choice 
organization that pertain (i) to the ability of the 
organization to bear the risk of potential finan-
cial losses, or (ii) to services performed or deter-
minations of amounts payable under the con-
tract. 

‘‘(2) ENROLLEE NOTICE AT TIME OF TERMI-
NATION.—Each contract under this section shall 
require the organization to provide (and pay 
for) written notice in advance of the contract’s 
termination, as well as a description of alter-
natives for obtaining benefits under this title, to 
each individual enrolled with the organization 
under this part. 

‘‘(3) DISCLOSURE.— 
‘‘(A) IN GENERAL.—Each Medicare Choice or-

ganization shall, in accordance with regulations 
of the Secretary, report to the Secretary finan-
cial information which shall include the fol-
lowing: 

‘‘(i) Such information as the Secretary may 
require demonstrating that the organization has 
a fiscally sound operation. 

‘‘(ii) A copy of the report, if any, filed with 
the Health Care Financing Administration con-
taining the information required to be reported 
under section 1124 by disclosing entities. 

‘‘(iii) A description of transactions, as speci-
fied by the Secretary, between the organization 
and a party in interest. Such transactions shall 
include— 

‘‘(I) any sale or exchange, or leasing of any 
property between the organization and a party 
in interest; 

‘‘(II) any furnishing for consideration of 
goods, services (including management services), 
or facilities between the organization and a 
party in interest, but not including salaries paid 
to employees for services provided in the normal 
course of their employment and health services 
provided to members by hospitals and other pro-
viders and by staff, medical group (or groups), 
individual practice association (or associations), 
or any combination thereof; and 

‘‘(III) any lending of money or other exten-
sion of credit between an organization and a 
party in interest. 
The Secretary may require that information re-
ported respecting an organization which con-
trols, is controlled by, or is under common con-
trol with, another entity be in the form of a con-
solidated financial statement for the organiza-
tion and such entity. 

‘‘(B) PARTY IN INTEREST DEFINED.—For the 
purposes of this paragraph, the term ‘party in 
interest’ means— 

‘‘(i) any director, officer, partner, or employee 
responsible for management or administration of 
a Medicare Choice organization, any person 
who is directly or indirectly the beneficial owner 
of more than 5 percent of the equity of the orga-
nization, any person who is the beneficial owner 
of a mortgage, deed of trust, note, or other inter-
est secured by, and valuing more than 5 percent 
of the organization, and, in the case of a Medi-
care Choice organization organized as a non-
profit corporation, an incorporator or member of 
such corporation under applicable State cor-
poration law; 

‘‘(ii) any entity in which a person described in 
clause (i)— 

‘‘(I) is an officer or director; 
‘‘(II) is a partner (if such entity is organized 

as a partnership); 
‘‘(III) has directly or indirectly a beneficial 

interest of more than 5 percent of the equity; or 
‘‘(IV) has a mortgage, deed of trust, note, or 

other interest valuing more than 5 percent of the 
assets of such entity; 

‘‘(iii) any person directly or indirectly control-
ling, controlled by, or under common control 
with an organization; and 

‘‘(iv) any spouse, child, or parent of an indi-
vidual described in clause (i). 

‘‘(C) ACCESS TO INFORMATION.—Each Medi-
care Choice organization shall make the infor-
mation reported pursuant to subparagraph (A) 
available to its enrollees upon reasonable re-
quest. 

‘‘(4) LOAN INFORMATION.—The contract shall 
require the organization to notify the Secretary 
of loans and other special financial arrange-
ments which are made between the organization 
and subcontractors, affiliates, and related par-
ties. 

‘‘(e) ADDITIONAL CONTRACT TERMS.— 
‘‘(1) IN GENERAL.—The contract shall contain 

such other terms and conditions not inconsistent 
with this part (including requiring the organiza-
tion to provide the Secretary with such informa-
tion) as the Secretary may find necessary and 
appropriate. 

‘‘(2) COST-SHARING IN ENROLLMENT-RELATED 
COSTS.—The contract with a Medicare Choice 
organization shall require the payment to the 
Secretary for the organization’s pro rata share 
(as determined by the Secretary) of the esti-
mated costs to be incurred by the Secretary in 
carrying out section 1851 (relating to enrollment 
and dissemination of information). Such pay-
ments are appropriated to defray the costs de-
scribed in the preceding sentence, to remain 
available until expended. 

‘‘(3) NOTICE TO ENROLLEES IN CASE OF DECER-
TIFICATION.—If a contract with a Medicare 
Choice organization is terminated under this 
section, the organization shall notify each en-
rollee with the organization under this part of 
such termination. 

‘‘(f) PROMPT PAYMENT BY MEDICARE CHOICE 
ORGANIZATION.— 

‘‘(1) REQUIREMENT.—A contract under this 
part shall require a Medicare Choice organiza-

tion to provide prompt payment (consistent with 
the provisions of sections 1816(c)(2) and 
1842(c)(2)) of claims submitted for services and 
supplies furnished to individuals pursuant to 
the contract, if the services or supplies are not 
furnished under a contract between the organi-
zation and the provider or supplier. 

‘‘(2) SECRETARY’S OPTION TO BYPASS NONCOM-
PLYING ORGANIZATION.—In the case of a Medi-
care Choice eligible organization which the Sec-
retary determines, after notice and opportunity 
for a hearing, has failed to make payments of 
amounts in compliance with paragraph (1), the 
Secretary may provide for direct payment of the 
amounts owed to providers and suppliers for 
covered services and supplies furnished to indi-
viduals enrolled under this part under the con-
tract. If the Secretary provides for the direct 
payments, the Secretary shall provide for an ap-
propriate reduction in the amount of payments 
otherwise made to the organization under this 
part to reflect the amount of the Secretary’s 
payments (and the Secretary’s costs in making 
the payments). 

‘‘(g) INTERMEDIATE SANCTIONS.— 
‘‘(1) IN GENERAL.—If the Secretary determines 

that a Medicare Choice organization with a 
contract under this section— 

‘‘(A) fails substantially to provide medically 
necessary items and services that are required 
(under law or under the contract) to be provided 
to an individual covered under the contract, if 
the failure has adversely affected (or has sub-
stantial likelihood of adversely affecting) the in-
dividual; 

‘‘(B) imposes net monthly premiums on indi-
viduals enrolled under this part in excess of the 
net monthly premiums permitted; 

‘‘(C) acts to expel or to refuse to re-enroll an 
individual in violation of the provisions of this 
part; 

‘‘(D) engages in any practice that would rea-
sonably be expected to have the effect of deny-
ing or discouraging enrollment (except as per-
mitted by this part) by eligible individuals with 
the organization whose medical condition or 
history indicates a need for substantial future 
medical services; 

‘‘(E) misrepresents or falsifies information 
that is furnished— 

‘‘(i) to the Secretary under this part, or 
‘‘(ii) to an individual or to any other entity 

under this part; 
‘‘(F) fails to comply with the requirements of 

section 1852(j)(3); or 
‘‘(G) employs or contracts with any individual 

or entity that is excluded from participation 
under this title under section 1128 or 1128A for 
the provision of health care, utilization review, 
medical social work, or administrative services 
or employs or contracts with any entity for the 
provision (directly or indirectly) through such 
an excluded individual or entity of such serv-
ices; 
the Secretary may provide, in addition to any 
other remedies authorized by law, for any of the 
remedies described in paragraph (2). 

‘‘(2) REMEDIES.—The remedies described in 
this paragraph are— 

‘‘(A) civil money penalties of not more than 
$25,000 for each determination under paragraph 
(1) or, with respect to a determination under 
subparagraph (D) or (E)(i) of such paragraph, 
of not more than $100,000 for each such deter-
mination, plus, with respect to a determination 
under paragraph (1)(B), double the excess 
amount charged in violation of such paragraph 
(and the excess amount charged shall be de-
ducted from the penalty and returned to the in-
dividual concerned), and plus, with respect to a 
determination under paragraph (1)(D), $15,000 
for each individual not enrolled as a result of 
the practice involved, 

‘‘(B) suspension of enrollment of individuals 
under this part after the date the Secretary no-
tifies the organization of a determination under 
paragraph (1) and until the Secretary is satis-
fied that the basis for such determination has 
been corrected and is not likely to recur, or 
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‘‘(C) suspension of payment to the organiza-

tion under this part for individuals enrolled 
after the date the Secretary notifies the organi-
zation of a determination under paragraph (1) 
and until the Secretary is satisfied that the 
basis for such determination has been corrected 
and is not likely to recur. 

‘‘(3) OTHER INTERMEDIATE SANCTIONS.—In the 
case of a Medicare Choice organization for 
which the Secretary makes a determination 
under subsection (c)(2) the basis of which is not 
described in paragraph (1), the Secretary may 
apply the following intermediate sanctions: 

‘‘(A) Civil money penalties of not more than 
$25,000 for each determination under subsection 
(c)(2) if the deficiency that is the basis of the de-
termination has directly adversely affected (or 
has the substantial likelihood of adversely af-
fecting) an individual covered under the organi-
zation’s contract. 

‘‘(B) Civil money penalties of not more than 
$10,000 for each week beginning after the initi-
ation of procedures by the Secretary under sub-
section (g) during which the deficiency that is 
the basis of a determination under subsection 
(c)(2) exists. 

‘‘(C) Suspension of enrollment of individuals 
under this part after the date the Secretary no-
tifies the organization of a determination under 
subsection (c)(2) and until the Secretary is satis-
fied that the deficiency that is the basis for the 
determination has been corrected and is not 
likely to recur. 

‘‘(4) CIVIL MONEY PENALTIES.—The provisions 
of section 1128A (other than subsections (a) and 
(b)) shall apply to a civil money penalty under 
subsection (f) or under paragraph (2) or (3) of 
this subsection in the same manner as they 
apply to a civil money penalty or proceeding 
under section 1128A(a). 

‘‘(h) PROCEDURES FOR TERMINATION.— 
‘‘(1) IN GENERAL.—The Secretary may termi-

nate a contract with a Medicare Choice organi-
zation under this section in accordance with 
formal investigation and compliance procedures 
established by the Secretary under which— 

‘‘(A) the Secretary provides the organization 
with the reasonable opportunity to develop and 
implement a corrective action plan to correct the 
deficiencies that were the basis of the Sec-
retary’s determination under subsection (c)(2); 

‘‘(B) the Secretary shall impose more severe 
sanctions on an organization that has a history 
of deficiencies or that has not taken steps to 
correct deficiencies the Secretary has brought to 
the organization’s attention; 

‘‘(C) there are no unreasonable or unneces-
sary delays between the finding of a deficiency 
and the imposition of sanctions; and 

‘‘(D) the Secretary provides the organization 
with reasonable notice and opportunity for 
hearing (including the right to appeal an initial 
decision) before terminating the contract. 

‘‘(2) EXCEPTION FOR IMMINENT AND SERIOUS 
RISK TO HEALTH.—Paragraph (1) shall not apply 
if the Secretary determines that a delay in ter-
mination, resulting from compliance with the 
procedures specified in such paragraph prior to 
termination, would pose an imminent and seri-
ous risk to the health of individuals enrolled 
under this part with the organization. 

‘‘DEFINITIONS; MISCELLANEOUS PROVISIONS 
‘‘SEC. 1859. (a) DEFINITIONS RELATING TO 

MEDICARE CHOICE ORGANIZATIONS.—In this 
part— 

‘‘(1) MEDICARE CHOICE ORGANIZATION.—The 
term ‘Medicare Choice organization’ means a 
public or private entity that is certified under 
section 1856 as meeting the requirements and 
standards of this part for such an organization. 

‘‘(2) PROVIDER-SPONSORED ORGANIZATION.— 
The term ‘provider-sponsored organization’ is 
defined in section 1855(e)(1). 

‘‘(b) DEFINITIONS RELATING TO MEDICARE 
CHOICE PLANS.— 

‘‘(1) MEDICARE CHOICE PLAN.—The term 
‘Medicare Choice plan’ means health benefits 

coverage offered under a policy, contract, or 
plan by a Medicare Choice organization pursu-
ant to and in accordance with a contract under 
section 1857. 

‘‘(2) MEDICARE CHOICE UNRESTRICTED FEE- 
FOR-SERVICE PLAN.—The term ‘Medicare Choice 
unrestricted fee-for-service plan’ means a Medi-
care Choice plan that provides for coverage of 
benefits without restrictions relating to utiliza-
tion and without regard to whether the provider 
has a contract or other arrangement with the 
organization offering the plan for the provision 
of such benefits. 

‘‘(3) MSA PLAN.— 
‘‘(A) IN GENERAL.—The term ‘MSA plan’ 

means a Medicare Choice plan that— 
‘‘(i) provides reimbursement for at least the 

items and services described in section 1852(a)(1) 
in a year but only after the enrollee incurs 
countable expenses (as specified under the plan) 
equal to the amount of an annual deductible 
(described in subparagraph (B)); 

‘‘(ii) counts as such expenses (for purposes of 
such deductible) at least all amounts that would 
have been payable under parts A and B, and 
that would have been payable by the enrollee as 
deductibles, coinsurance, or copayments, if the 
enrollee had elected to receive benefits through 
the provisions of such parts; 

‘‘(iii) subject to clause (iv), provides, after 
such deductible is met for a year and for all sub-
sequent expenses for items and services referred 
to in clause (i) in the year, for a level of reim-
bursement that is not less than— 

‘‘(I) 100 percent of such expenses, or 
‘‘(II) 100 percent of the amounts that would 

have been paid (without regard to any 
deductibles or coinsurance) under parts A and B 
with respect to such expenses, 
whichever is less; and 

‘‘(iv) provides that the annual out-of-pocket 
expenses required to be paid under the plan 
(other than for premiums) for covered benefits 
does not exceed the amount in effect under sec-
tion 220(c)(2)(A)(iii)(I) of the Internal Revenue 
Code of 1986 for the year. 

‘‘(B) DEDUCTIBLE.—The amount of annual de-
ductible under an MSA plan shall not be less 
than or more than the amounts in excess under 
section 220(c)(2)(A)(i) of the Internal Revenue 
Code of 1986 for the year. 

‘‘(c) OTHER REFERENCES TO OTHER TERMS.— 
‘‘(1) MEDICARE CHOICE ELIGIBLE INDIVIDUAL.— 

The term ‘Medicare Choice eligible individual’ is 
defined in section 1851(a)(3). 

‘‘(2) MEDICARE CHOICE PAYMENT AREA.—The 
term ‘Medicare Choice payment area’ is defined 
in section 1853(d). 

‘‘(3) NATIONAL AVERAGE PER CAPITA GROWTH 
PERCENTAGE.—The ‘national average per capita 
growth percentage’ is defined in section 
1853(c)(6). 

‘‘(4) MONTHLY PREMIUM; NET MONTHLY PRE-
MIUM.—The terms ‘monthly premium’ and ‘net 
monthly premium’ are defined in section 
1854(a)(2). 

‘‘(d) COORDINATED ACUTE AND LONG-TERM 
CARE BENEFITS UNDER A MEDICARE CHOICE 
PLAN.—Nothing in this part shall be construed 
as preventing a State from coordinating benefits 
under a medicaid plan under title XIX with 
those provided under a Medicare Choice plan in 
a manner that assures continuity of a full-range 
of acute care and long-term care services to poor 
elderly or disabled individuals eligible for bene-
fits under this title and under such plan. 

‘‘(e) RESTRICTION ON ENROLLMENT FOR CER-
TAIN MEDICARE CHOICE PLANS.— 

‘‘(1) IN GENERAL.—In the case of a Medicare 
Choice religious fraternal benefit society plan 
described in paragraph (2), notwithstanding 
any other provision of this part to the contrary 
and in accordance with regulations of the Sec-
retary, the society offering the plan may restrict 
the enrollment of individuals under this part to 
individuals who are members of the church, con-
vention, or group described in paragraph (3)(B) 
with which the society is affiliated. 

‘‘(2) MEDICARE CHOICE RELIGIOUS FRATERNAL 
BENEFIT SOCIETY PLAN DESCRIBED.—For pur-
poses of this subsection, a Medicare Choice reli-
gious fraternal benefit society plan described in 
this paragraph is a Medicare Choice plan de-
scribed in section 1851(a)(2)(A) that— 

‘‘(A) is offered by a religious fraternal benefit 
society described in paragraph (3) only to mem-
bers of the church, convention, or group de-
scribed in paragraph (3)(B); and 

‘‘(B) permits all such members to enroll under 
the plan without regard to health status-related 
factors. 
Nothing in this subsection shall be construed as 
waiving any plan requirements relating to fi-
nancial solvency. In developing solvency stand-
ards under section 1856, the Secretary shall take 
into account open contract and assessment fea-
tures characteristic of fraternal insurance cer-
tificates. 

‘‘(3) RELIGIOUS FRATERNAL BENEFIT SOCIETY 
DEFINED.—For purposes of paragraph (2)(A), a 
‘religious fraternal benefit society’ described in 
this section is an organization that— 

‘‘(A) is exempt from Federal income taxation 
under section 501(c)(8) of the Internal Revenue 
Code of 1986; 

‘‘(B) is affiliated with, carries out the tenets 
of, and shares a religious bond with, a church 
or convention or association of churches or an 
affiliated group of churches; 

‘‘(C) offers, in addition to a Medicare Choice 
religious fraternal benefit society plan, at least 
the same level of health coverage to individuals 
not entitled to benefits under this title who are 
members of such church, convention, or group; 
and 

‘‘(D) does not impose any limitation on mem-
bership in the society based on any health sta-
tus-related factor. 

‘‘(4) PAYMENT ADJUSTMENT.—Under regula-
tions of the Secretary, in the case of individuals 
enrolled under this part under a Medicare 
Choice religious fraternal benefit society plan 
described in paragraph (2), the Secretary shall 
provide for such adjustment to the payment 
amounts otherwise established under section 
1854 as may be appropriate to assure an appro-
priate payment level, taking into account the 
actuarial characteristics and experience of such 
individuals.’’. 
SEC. 5002. TRANSITIONAL RULES FOR CURRENT 

MEDICARE HMO PROGRAM. 
(a) AUTHORIZING TRANSITIONAL WAIVER OF 

50:50 RULE.—Section 1876(f) (42 U.S.C. 
1395mm(f)) is amended— 

(1) in paragraph (1)— 
(A) by striking ‘‘Each’’ and inserting ‘‘For 

contract periods beginning before January 1, 
1999, each’’; and 

(B) by striking ‘‘or under a State plan ap-
proved under title XIX’’; 

(2) in paragraph (2), by striking ‘‘The Sec-
retary’’ and inserting ‘‘Subject to paragraph (4), 
the Secretary’’, and 

(3) by adding at the end the following: 
‘‘(4) The Secretary may waive the requirement 

imposed by paragraph (1) if the Secretary deter-
mines that the plan meets all other beneficiary 
protections and quality standards under this 
section.’’. 

(b) TRANSITION.—Section 1876 (42 U.S.C. 
1395mm) is amended by adding at the end the 
following new subsection: 

‘‘(k)(1) Except as provided in paragraph (2) or 
(3), the Secretary shall not enter into, renew, or 
continue any risk-sharing contract under this 
section with an eligible organization for any 
contract year beginning on or after— 

‘‘(A) the date standards for Medicare Choice 
organizations and plans are first established 
under section 1856 with respect to Medicare 
Choice organizations that are insurers or health 
maintenance organizations, or 

‘‘(B) in the case of such an organization with 
such a contract in effect as of the date such 
standards were first established, 1 year after 
such date. 
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‘‘(2) The Secretary shall not enter into, renew, 

or continue any risk-sharing contract under this 
section with an eligible organization for any 
contract year beginning on or after January 1, 
2000. 

‘‘(3) An individual who is enrolled in part B 
only and is enrolled in an eligible organization 
with a risk-sharing contract under this section 
on December 31, 1998, may continue enrollment 
in such organization in accordance with regula-
tions issued by not later than July 1, 1998. 

‘‘(4) Notwithstanding subsection (a), the Sec-
retary shall provide that payment amounts 
under risk-sharing contracts under this section 
for months in a year (beginning with January 
1998) shall be computed— 

‘‘(A) with respect to individuals entitled to 
benefits under both parts A and B, by sub-
stituting payment rates under section 1853(a) for 
the payment rates otherwise established under 
section 1876(a), and 

‘‘(B) with respect to individuals only entitled 
to benefits under part B, by substituting an ap-
propriate proportion of such rates (reflecting the 
relative proportion of payments under this title 
attributable to such part) for the payment rates 
otherwise established under subsection (a). 
For purposes of carrying out this paragraph for 
payments for months in 1998, the Secretary shall 
compute, announce, and apply the payment 
rates under section 1853(a) (notwithstanding 
any deadlines specified in such section) in as 
timely a manner as possible and may (to the ex-
tent necessary) provide for retroactive adjust-
ment in payments made under this section not 
in accordance with such rates.’’. 

(c) ENROLLMENT TRANSITION RULE.—An indi-
vidual who is enrolled on December 31, 1998, 
with an eligible organization under section 1876 
of the Social Security Act (42 U.S.C. 1395mm) 
shall be considered to be enrolled with that or-
ganization on January 1, 1999, under part C of 
title XVIII of such Act if that organization has 
a contract under that part for providing services 
on January 1, 1999 (unless the individual has 
disenrolled effective on that date). 

(d) ADVANCE DIRECTIVES.—Section 1866(f) (42 
U.S.C. 1395cc(f)) is amended— 

(1) in paragraph (1)— 
(A) by inserting ‘‘1855(i),’’ after ‘‘1833(s),’’, 

and 
(B) by inserting ‘‘, Medicare Choice organiza-

tion,’’ after ‘‘provider of services’’; and 
(2) in paragraph (2)(E), by inserting ‘‘or a 

Medicare Choice organization’’ after ‘‘section 
1833(a)(1)(A)’’. 

(e) EXTENSION OF PROVIDER REQUIREMENT.— 
Section 1866(a)(1)(O) (42 U.S.C. 1395cc(a)(1)(O)) 
is amended— 

(1) by striking ‘‘in the case of hospitals and 
skilled nursing facilities,’’; 

(2) by striking ‘‘inpatient hospital and ex-
tended care’’; 

(3) by inserting ‘‘with a Medicare Choice or-
ganization under part C or’’ after ‘‘any indi-
vidual enrolled’’; and 

(4) by striking ‘‘(in the case of hospitals) or 
limits (in the case of skilled nursing facilities)’’. 

(f) ADDITIONAL CONFORMING CHANGES.— 
(1) CONFORMING REFERENCES TO PREVIOUS 

PART C.—Any reference in law (in effect before 
the date of the enactment of this Act) to part C 
of title XVIII of the Social Security Act is 
deemed a reference to part D of such title (as in 
effect after such date). 

(2) SECRETARIAL SUBMISSION OF LEGISLATIVE 
PROPOSAL.—Not later than 90 days after the 
date of the enactment of this Act, the Secretary 
of Health and Human Services shall submit to 
the appropriate committees of Congress a legis-
lative proposal providing for such technical and 
conforming amendments in the law as are re-
quired by the provisions of this chapter. 

(g) IMMEDIATE EFFECTIVE DATE FOR CERTAIN 
REQUIREMENTS FOR DEMONSTRATIONS.—Section 
1857(e)(2) of the Social Security Act (requiring 
contribution to certain costs related to the en-
rollment process comparative materials) applies 

to demonstrations with respect to which enroll-
ment is effected or coordinated under section 
1851 of such Act. 

(h) USE OF INTERIM, FINAL REGULATIONS.—In 
order to carry out the amendments made by this 
chapter in a timely manner, the Secretary of 
Health and Human Services may promulgate 
regulations that take effect on an interim basis, 
after notice and pending opportunity for public 
comment. 

(i) TRANSITION RULE FOR PSO ENROLLMENT.— 
In applying subsection (g)(1) of section 1876 of 
the Social Security Act (42 U.S.C. 1395mm) to a 
risk-sharing contract entered into with an eligi-
ble organization that is a provider-sponsored or-
ganization (as defined in section 1855(e)(1) of 
such Act, as inserted by section 5001) for a con-
tract year beginning on or after January 1, 1998, 
there shall be substituted for the minimum num-
ber of enrollees provided under such section the 
minimum number of enrollees permitted under 
section 1857(b)(1) of such Act (as so inserted). 
SEC. 5003. CONFORMING CHANGES IN MEDIGAP 

PROGRAM. 
(a) CONFORMING AMENDMENTS TO MEDICARE 

CHOICE CHANGES.— 
(1) IN GENERAL.—Section 1882(d)(3)(A)(i) (42 

U.S.C. 1395ss(d)(3)(A)(i)) is amended— 
(A) in the matter before subclause (I), by in-

serting ‘‘(including an individual electing a 
Medicare Choice plan under section 1851)’’ after 
‘‘of this title’’; and 

(B) in subclause (II)— 
(i) by inserting ‘‘in the case of an individual 

not electing a Medicare Choice plan’’ after 
‘‘(II)’’, and 

(ii) by inserting before the comma at the end 
the following: ‘‘or in the case of an individual 
electing a Medicare Choice plan, a medicare 
supplemental policy with knowledge that the 
policy duplicates health benefits to which the 
individual is otherwise entitled under the Medi-
care Choice plan or under another medicare 
supplemental policy’’. 

(2) CONFORMING AMENDMENTS.—Section 
1882(d)(3)(B)(i)(I) (42 U.S.C. 
1395ss(d)(3)(B)(i)(I)) is amended by inserting 
‘‘(including any Medicare Choice plan)’’ after 
‘‘health insurance policies’’. 

(3) MEDICARE CHOICE PLANS NOT TREATED AS 
MEDICARE SUPPLEMENTARY POLICIES.—Section 
1882(g)(1) (42 U.S.C. 1395ss(g)(1)) is amended by 
inserting ‘‘or a Medicare Choice plan or’’ after 
‘‘does not include’’. 

(b) ADDITIONAL RULES RELATING TO INDIVID-
UALS ENROLLED IN MSA PLANS.—Section 1882 
(42 U.S.C. 1395ss) is further amended by adding 
at the end the following new subsection: 

‘‘(u)(1) It is unlawful for a person to sell or 
issue a policy described in paragraph (2) to an 
individual with knowledge that the individual 
has in effect under section 1851 an election of an 
MSA plan. 

‘‘(2) A policy described in this subparagraph 
is a health insurance policy that provides for 
coverage of expenses that are otherwise required 
to be counted toward meeting the annual de-
ductible amount provided under the MSA 
plan.’’. 

Subchapter B—Special Rules for Medicare 
Choice Medical Savings Accounts 

SEC. 5006. MEDICARE CHOICE MSA. 
(a) IN GENERAL.—Part III of subchapter B of 

chapter 1 of the Internal Revenue Code of 1986 
(relating to amounts specifically excluded from 
gross income) is amended by redesignating sec-
tion 138 as section 139 and by inserting after 
section 137 the following new section: 
‘‘SEC. 138. MEDICARE CHOICE MSA. 

‘‘(a) EXCLUSION.—Gross income shall not in-
clude any payment to the Medicare Choice MSA 
of an individual by the Secretary of Health and 
Human Services under part C of title XVIII of 
the Social Security Act. 

‘‘(b) MEDICARE CHOICE MSA.—For purposes 
of this section, the term ‘Medicare Choice MSA’ 
means a medical savings account (as defined in 
section 220(d))— 

‘‘(1) which is designated as a Medicare Choice 
MSA, 

‘‘(2) with respect to which no contribution 
may be made other than— 

‘‘(A) a contribution made by the Secretary of 
Health and Human Services pursuant to part C 
of title XVIII of the Social Security Act, or 

‘‘(B) a trustee-to-trustee transfer described in 
subsection (c)(4), 

‘‘(3) the governing instrument of which pro-
vides that trustee-to-trustee transfers described 
in subsection (c)(4) may be made to and from 
such account, and 

‘‘(4) which is established in connection with 
an MSA plan described in section 1859(b)(3) of 
the Social Security Act. 

‘‘(c) SPECIAL RULES FOR DISTRIBUTIONS.— 
‘‘(1) DISTRIBUTIONS FOR QUALIFIED MEDICAL 

EXPENSES.—In applying section 220 to a Medi-
care Choice MSA— 

‘‘(A) qualified medical expenses shall not in-
clude amounts paid for medical care for any in-
dividual other than the account holder, and 

‘‘(B) section 220(d)(2)(C) shall not apply. 
‘‘(2) PENALTY FOR DISTRIBUTIONS FROM MEDI-

CARE CHOICE MSA NOT USED FOR QUALIFIED MED-
ICAL EXPENSES IF MINIMUM BALANCE NOT MAIN-
TAINED.— 

‘‘(A) IN GENERAL.—The tax imposed by this 
chapter for any taxable year in which there is 
a payment or distribution from a Medicare 
Choice MSA which is not used exclusively to 
pay the qualified medical expenses of the ac-
count holder shall be increased by 50 percent of 
the excess (if any) of— 

‘‘(i) the amount of such payment or distribu-
tion, over 

‘‘(ii) the excess (if any) of— 
‘‘(I) the fair market value of the assets in such 

MSA as of the close of the calendar year pre-
ceding the calendar year in which the taxable 
year begins, over 

‘‘(II) an amount equal to 60 percent of the de-
ductible under the Medicare Choice MSA plan 
covering the account holder as of January 1 of 
the calendar year in which the taxable year be-
gins. 
Section 220(f)(2) shall not apply to any payment 
or distribution from a Medicare Choice MSA. 

‘‘(B) EXCEPTIONS.—Subparagraph (A) shall 
not apply if the payment or distribution is made 
on or after the date the account holder— 

‘‘(i) becomes disabled within the meaning of 
section 72(m)(7), or 

‘‘(ii) dies. 
‘‘(C) SPECIAL RULES.—For purposes of sub-

paragraph (A)— 
‘‘(i) all Medicare Choice MSAs of the account 

holder shall be treated as 1 account, 
‘‘(ii) all payments and distributions not used 

exclusively to pay the qualified medical ex-
penses of the account holder during any taxable 
year shall be treated as 1 distribution, and 

‘‘(iii) any distribution of property shall be 
taken into account at its fair market value on 
the date of the distribution. 

‘‘(3) WITHDRAWAL OF ERRONEOUS CONTRIBU-
TIONS.—Section 220(f)(2) and paragraph (2) of 
this subsection shall not apply to any payment 
or distribution from a Medicare Choice MSA to 
the Secretary of Health and Human Services of 
an erroneous contribution to such MSA and of 
the net income attributable to such contribution. 

‘‘(4) TRUSTEE-TO-TRUSTEE TRANSFERS.—Sec-
tion 220(f)(2) and paragraph (2) of this sub-
section shall not apply to any trustee-to-trustee 
transfer from a Medicare Choice MSA of an ac-
count holder to another Medicare Choice MSA 
of such account holder. 

‘‘(d) SPECIAL RULES FOR TREATMENT OF AC-
COUNT AFTER DEATH OF ACCOUNT HOLDER.—In 
applying section 220(f)(8)(A) to an account 
which was a Medicare Choice MSA of a dece-
dent, the rules of section 220(f) shall apply in 
lieu of the rules of subsection (c) of this section 
with respect to the spouse as the account holder 
of such Medicare Choice MSA. 

‘‘(e) REPORTS.—In the case of a Medicare 
Choice MSA, the report under section 220(h)— 
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‘‘(1) shall include the fair market value of the 

assets in such Medicare Choice MSA as of the 
close of each calendar year, and 

‘‘(2) shall be furnished to the account hold-
er— 

‘‘(A) not later than January 31 of the cal-
endar year following the calendar year to which 
such reports relate, and 

‘‘(B) in such manner as the Secretary pre-
scribes in such regulations. 

‘‘(f) COORDINATION WITH LIMITATION ON NUM-
BER OF TAXPAYERS HAVING MEDICAL SAVINGS 
ACCOUNTS.—Subsection (i) of section 220 shall 
not apply to an individual with respect to a 
Medicare Choice MSA, and Medicare Choice 
MSA’s shall not be taken into account in deter-
mining whether the numerical limitations under 
section 220(j) are exceeded.’’. 

(b) TECHNICAL AMENDMENTS.— 
(1) The last sentence of section 4973(d) of such 

Code is amended by inserting ‘‘or section 
138(c)(3)’’ after ‘‘section 220(f)(3)’’. 

(2) Subsection (b) of section 220 of such Code 
is amended by adding at the end the following 
new paragraph: 

‘‘(7) MEDICARE ELIGIBLE INDIVIDUALS.—The 
limitation under this subsection for any month 
with respect to an individual shall be zero for 
the first month such individual is entitled to 
benefits under title XVIII of the Social Security 
Act and for each month thereafter.’’. 

(3) The table of sections for part III of sub-
chapter B of chapter 1 of such Code is amended 
by striking the last item and inserting the fol-
lowing: 

‘‘Sec. 138. Medicare Choice MSA. 
‘‘Sec. 139. Cross references to other Acts.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to taxable years be-
ginning after December 31, 1998. 

CHAPTER 2—INTEGRATED LONG-TERM 
CARE PROGRAMS 

Subchapter A—Programs of All-Inclusive 
Care for the Elderly (PACE) 

SEC. 5011. COVERAGE OF PACE UNDER THE MEDI-
CARE PROGRAM. 

Title XVIII of the Social Security Act (42 
U.S.C. 1395 et seq.) is amended by adding at the 
end the following new section: 
‘‘PAYMENTS TO, AND COVERAGE OF BENEFITS 

UNDER, PROGRAMS OF ALL-INCLUSIVE CARE FOR 
THE ELDERLY (PACE) 
‘‘SEC. 1894. (a) RECEIPT OF BENEFITS 

THROUGH ENROLLMENT IN PACE PROGRAM; 
DEFINITIONS FOR PACE PROGRAM RELATED 
TERMS.— 

‘‘(1) BENEFITS THROUGH ENROLLMENT IN A 
PACE PROGRAM.—In accordance with this sec-
tion, in the case of an individual who is entitled 
to benefits under part A or enrolled under part 
B and who is a PACE program eligible indi-
vidual (as defined in paragraph (5)) with re-
spect to a PACE program offered by a PACE 
provider under a PACE program agreement— 

‘‘(A) the individual may enroll in the program 
under this section; and 

‘‘(B) so long as the individual is so enrolled 
and in accordance with regulations— 

‘‘(i) the individual shall receive benefits under 
this title solely through such program; and 

‘‘(ii) the PACE provider is entitled to payment 
under and in accordance with this section and 
such agreement for provision of such benefits. 

‘‘(2) PACE PROGRAM DEFINED.—For purposes 
of this section and section 1932, the term ‘PACE 
program’ means a program of all-inclusive care 
for the elderly that meets the following require-
ments: 

‘‘(A) OPERATION.—The entity operating the 
program is a PACE provider (as defined in para-
graph (3)). 

‘‘(B) COMPREHENSIVE BENEFITS.—The program 
provides comprehensive health care services to 
PACE program eligible individuals in accord-
ance with the PACE program agreement and 
regulations under this section. 

‘‘(C) TRANSITION.—In the case of an indi-
vidual who is enrolled under the program under 
this section and whose enrollment ceases for any 
reason (including that the individual no longer 
qualifies as a PACE program eligible individual, 
the termination of a PACE program agreement, 
or otherwise), the program provides assistance 
to the individual in obtaining necessary transi-
tional care through appropriate referrals and 
making the individual’s medical records avail-
able to new providers. 

‘‘(3) PACE PROVIDER DEFINED.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘PACE provider’ means an entity 
that— 

‘‘(i) subject to subparagraph (B), is (or is a 
distinct part of) a public entity or a private, 
nonprofit entity organized for charitable pur-
poses under section 501(c)(3) of the Internal 
Revenue Code of 1986; and 

‘‘(ii) has entered into a PACE program agree-
ment with respect to its operation of a PACE 
program. 

‘‘(B) TREATMENT OF PRIVATE, FOR-PROFIT 
PROVIDERS.—Clause (i) of subparagraph (A) 
shall not apply— 

‘‘(i) to entities subject to a demonstration 
project waiver under subsection (h); and 

‘‘(ii) after the date the report under section 
5013(b) of the Balanced Budget Act of 1997 is 
submitted, unless the Secretary determines that 
any of the findings described in subparagraph 
(A), (B), (C), or (D) of paragraph (2) of such 
section are true. 

‘‘(4) PACE PROGRAM AGREEMENT DEFINED.— 
For purposes of this section, the term ‘PACE 
program agreement’ means, with respect to a 
PACE provider, an agreement, consistent with 
this section, section 1932 (if applicable), and reg-
ulations promulgated to carry out such sections, 
between the PACE provider and the Secretary, 
or an agreement between the PACE provider 
and a State administering agency for the oper-
ation of a PACE program by the provider under 
such sections. 

‘‘(5) PACE PROGRAM ELIGIBLE INDIVIDUAL DE-
FINED.—For purposes of this section, the term 
‘PACE program eligible individual’ means, with 
respect to a PACE program, an individual 
who— 

‘‘(A) is 55 years of age or older; 
‘‘(B) subject to subsection (c)(4), is determined 

under subsection (c) to require the level of care 
required under the State medicaid plan for cov-
erage of nursing facility services; 

‘‘(C) resides in the service area of the PACE 
program; and 

‘‘(D) meets such other eligibility conditions as 
may be imposed under the PACE program agree-
ment for the program under subsection 
(e)(2)(A)(ii). 

‘‘(6) PACE PROTOCOL.—For purposes of this 
section, the term ‘PACE protocol’ means the 
Protocol for the Program of All-inclusive Care 
for the Elderly (PACE), as published by On Lok, 
Inc., as of April 14, 1995, or any successor pro-
tocol that may be agreed upon between the Sec-
retary and On Lok, Inc. 

‘‘(7) PACE DEMONSTRATION WAIVER PROGRAM 
DEFINED.—For purposes of this section, the term 
‘PACE demonstration waiver program’ means a 
demonstration program under either of the fol-
lowing sections (as in effect before the date of 
their repeal): 

‘‘(A) Section 603(c) of the Social Security 
Amendments of 1983 (Public Law 98–21), as ex-
tended by section 9220 of the Consolidated Om-
nibus Budget Reconciliation Act of 1985 (Public 
Law 99–272). 

‘‘(B) Section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986 (Public Law 99–509). 

‘‘(8) STATE ADMINISTERING AGENCY DEFINED.— 
For purposes of this section, the term ‘State ad-
ministering agency’ means, with respect to the 
operation of a PACE program in a State, the 
agency of that State (which may be the single 
agency responsible for administration of the 
State plan under title XIX in the State) respon-

sible for administering PACE program agree-
ments under this section and section 1932 in the 
State. 

‘‘(9) TRIAL PERIOD DEFINED.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘trial period’ means, with respect 
to a PACE program operated by a PACE pro-
vider under a PACE program agreement, the 
first 3 contract years under such agreement with 
respect to such program. 

‘‘(B) TREATMENT OF ENTITIES PREVIOUSLY OP-
ERATING PACE DEMONSTRATION WAIVER PRO-
GRAMS.—Each contract year (including a year 
occurring before the effective date of this sec-
tion) during which an entity has operated a 
PACE demonstration waiver program shall be 
counted under subparagraph (A) as a contract 
year during which the entity operated a PACE 
program as a PACE provider under a PACE pro-
gram agreement. 

‘‘(10) REGULATIONS.—For purposes of this sec-
tion, the term ‘regulations’ refers to interim 
final or final regulations promulgated under 
subsection (f) to carry out this section and sec-
tion 1932. 

‘‘(b) SCOPE OF BENEFITS; BENEFICIARY SAFE-
GUARDS.— 

‘‘(1) IN GENERAL.—Under a PACE program 
agreement, a PACE provider shall— 

‘‘(A) provide to PACE program eligible indi-
viduals, regardless of source of payment and di-
rectly or under contracts with other entities, at 
a minimum— 

‘‘(i) all items and services covered under this 
title (for individuals enrolled under this section) 
and all items and services covered under title 
XIX, but without any limitation or condition as 
to amount, duration, or scope and without ap-
plication of deductibles, copayments, coinsur-
ance, or other cost-sharing that would otherwise 
apply under this title or such title, respectively; 
and 

‘‘(ii) all additional items and services specified 
in regulations, based upon those required under 
the PACE protocol; 

‘‘(B) provide such enrollees access to nec-
essary covered items and services 24 hours per 
day, every day of the year; 

‘‘(C) provide services to such enrollees 
through a comprehensive, multidisciplinary 
health and social services delivery system which 
integrates acute and long-term care services 
pursuant to regulations; and 

‘‘(D) specify the covered items and services 
that will not be provided directly by the entity, 
and to arrange for delivery of those items and 
services through contracts meeting the require-
ments of regulations. 

‘‘(2) QUALITY ASSURANCE; PATIENT SAFE-
GUARDS.—The PACE program agreement shall 
require the PACE provider to have in effect at 
a minimum— 

‘‘(A) a written plan of quality assurance and 
improvement, and procedures implementing such 
plan, in accordance with regulations; and 

‘‘(B) written safeguards of the rights of en-
rolled participants (including a patient bill of 
rights and procedures for grievances and ap-
peals) in accordance with regulations and with 
other requirements of this title and Federal and 
State law that are designed for the protection of 
patients. 

‘‘(c) ELIGIBILITY DETERMINATIONS.— 
‘‘(1) IN GENERAL.—The determination of 

whether an individual is a PACE program eligi-
ble individual— 

‘‘(A) shall be made under and in accordance 
with the PACE program agreement; and 

‘‘(B) who is entitled to medical assistance 
under title XIX, shall be made (or who is not so 
entitled, may be made) by the State admin-
istering agency. 

‘‘(2) CONDITION.—An individual is not a 
PACE program eligible individual (with respect 
to payment under this section) unless the indi-
vidual’s health status has been determined by 
the Secretary or the State administering agency, 
in accordance with regulations, to be com-
parable to the health status of individuals who 
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have participated in the PACE demonstration 
waiver programs. Such determination shall be 
based upon information on health status and re-
lated indicators (such as medical diagnoses and 
measures of activities of daily living, instru-
mental activities of daily living, and cognitive 
impairment) that are part of a uniform minimum 
data set collected by PACE providers on poten-
tial eligible individuals. 

‘‘(3) ANNUAL ELIGIBILITY RECERTIFICATIONS.— 
‘‘(A) IN GENERAL.—Subject to subparagraph 

(B), the determination described in subsection 
(a)(5)(B) for an individual shall be reevaluated 
at least annually. 

‘‘(B) EXCEPTION.—The requirement of annual 
reevaluation under subparagraph (A) may be 
waived during a period in accordance with reg-
ulations in those cases where the State admin-
istering agency determines that there is no rea-
sonable expectation of improvement or signifi-
cant change in an individual’s condition during 
the period because of the advanced age, severity 
of the advanced age, severity of chronic condi-
tion, or degree of impairment of functional ca-
pacity of the individual involved. 

‘‘(4) CONTINUATION OF ELIGIBILITY.—An indi-
vidual who is a PACE program eligible indi-
vidual may be deemed to continue to be such an 
individual notwithstanding a determination 
that the individual no longer meets the require-
ment of subsection (a)(5)(B) if, in accordance 
with regulations, in the absence of continued 
coverage under a PACE program the individual 
reasonably would be expected to meet such re-
quirement within the succeeding 6-month pe-
riod. 

‘‘(5) ENROLLMENT; DISENROLLMENT.—The en-
rollment and disenrollment of PACE program el-
igible individuals in a PACE program shall be 
pursuant to regulations and the PACE program 
agreement and shall permit enrollees to volun-
tarily disenroll without cause at any time. Such 
regulations and agreement shall provide that 
the PACE program may not disenroll a PACE 
program eligible individual on the ground that 
the individual has engaged in noncompliant be-
havior if such behavior is related to a mental or 
physical condition of the individual. For pur-
poses of the preceding sentence, the term ‘non-
compliant behavior’ includes repeated non-
compliance with medical advice and repeated 
failure to appear for appointments. 

‘‘(d) PAYMENTS TO PACE PROVIDERS ON A 
CAPITATED BASIS.— 

‘‘(1) IN GENERAL.—In the case of a PACE pro-
vider with a PACE program agreement under 
this section, except as provided in this sub-
section or by regulations, the Secretary shall 
make prospective monthly payments of a capita-
tion amount for each PACE program eligible in-
dividual enrolled under the agreement under 
this section in the same manner and from the 
same sources as payments are made to an eligi-
ble organization under a risk-sharing contract 
under section 1876. Such payments shall be sub-
ject to adjustment in the manner described in 
section 1876(a)(1)(E). 

‘‘(2) CAPITATION AMOUNT.—The capitation 
amount to be applied under this subsection for 
a provider for a contract year shall be an 
amount specified in the PACE program agree-
ment for the year. Such amount shall be based 
upon payment rates established under section 
1876 for risk-sharing contracts and shall be ad-
justed to take into account the comparative 
frailty of PACE enrollees and such other factors 
as the Secretary determines to be appropriate. 
Such amount under such an agreement shall be 
computed in a manner so that the total payment 
level for all PACE program eligible individuals 
enrolled under a program is less than the pro-
jected payment under this title for a comparable 
population not enrolled under a PACE program. 

‘‘(e) PACE PROGRAM AGREEMENT.— 
‘‘(1) REQUIREMENT.— 
‘‘(A) IN GENERAL.—The Secretary, in close co-

operation with the State administering agency, 
shall establish procedures for entering into, ex-

tending, and terminating PACE program agree-
ments for the operation of PACE programs by 
entities that meet the requirements for a PACE 
provider under this section, section 1932, and 
regulations. 

‘‘(B) NUMERICAL LIMITATION.— 
‘‘(i) IN GENERAL.—The Secretary shall not per-

mit the number of PACE providers with which 
agreements are in effect under this section or 
under section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986 to exceed— 

‘‘(I) 40 as of the date of the enactment of this 
section; or 

‘‘(II) as of each succeeding anniversary of 
such date, the numerical limitation under this 
subparagraph for the preceding year plus 20. 
Subclause (II) shall apply without regard to the 
actual number of agreements in effect as of a 
previous anniversary date. 

‘‘(ii) TREATMENT OF CERTAIN PRIVATE, FOR- 
PROFIT PROVIDERS.—The numerical limitation in 
clause (i) shall not apply to a PACE provider 
that— 

‘‘(I) is operating under a demonstration 
project waiver under subsection (h); or 

‘‘(II) was operating under such a waiver and 
subsequently qualifies for PACE provider status 
pursuant to subsection (a)(3)(B)(ii). 

‘‘(2) SERVICE AREA AND ELIGIBILITY.— 
‘‘(A) IN GENERAL.—A PACE program agree-

ment for a PACE program— 
‘‘(i) shall designate the service area of the 

program; 
‘‘(ii) may provide additional requirements for 

individuals to qualify as PACE program eligible 
individuals with respect to the program; 

‘‘(iii) shall be effective for a contract year, but 
may be extended for additional contract years in 
the absence of a notice by a party to terminate 
and is subject to termination by the Secretary 
and the State administering agency at any time 
for cause (as provided under the agreement); 

‘‘(iv) shall require a PACE provider to meet all 
applicable State and local laws and require-
ments; and 

‘‘(v) shall have such additional terms and 
conditions as the parties may agree to, provided 
that such terms and conditions are consistent 
with this section and regulations. 

‘‘(B) SERVICE AREA OVERLAP.—In designating 
a service area under a PACE program agreement 
under subparagraph (A)(i), the Secretary (in 
consultation with the State administering agen-
cy) may exclude from designation an area that 
is already covered under another PACE program 
agreement, in order to avoid unnecessary dupli-
cation of services and avoid impairing the fi-
nancial and service viability of an existing pro-
gram. 

‘‘(3) DATA COLLECTION; DEVELOPMENT OF OUT-
COME MEASURES.— 

‘‘(A) DATA COLLECTION.— 
‘‘(i) IN GENERAL.—Under a PACE program 

agreement, the PACE provider shall— 
‘‘(I) collect data; 
‘‘(II) maintain, and afford the Secretary and 

the State administering agency access to, the 
records relating to the program, including perti-
nent financial, medical, and personnel records; 
and 

‘‘(III) make to the Secretary and the State ad-
ministering agency reports that the Secretary 
finds (in consultation with State administering 
agencies) necessary to monitor the operation, 
cost, and effectiveness of the PACE program 
under this Act. 

‘‘(ii) REQUIREMENTS DURING TRIAL PERIOD.— 
During the first 3 years of operation of a PACE 
program (either under this section or under a 
PACE demonstration waiver program), the 
PACE provider shall provide such additional 
data as the Secretary specifies in regulations in 
order to perform the oversight required under 
paragraph (4)(A). 

‘‘(B) DEVELOPMENT OF OUTCOME MEASURES.— 
Under a PACE program agreement, the PACE 
provider, the Secretary, and the State admin-
istering agency shall jointly cooperate in the de-

velopment and implementation of health status 
and quality of life outcome measures with re-
spect to PACE program eligible individuals. 

‘‘(4) OVERSIGHT.— 
‘‘(A) ANNUAL, CLOSE OVERSIGHT DURING TRIAL 

PERIOD.—During the trial period (as defined in 
subsection (a)(9)) with respect to a PACE pro-
gram operated by a PACE provider, the Sec-
retary (in cooperation with the State admin-
istering agency) shall conduct a comprehensive 
annual review of the operation of the PACE 
program by the provider in order to assure com-
pliance with the requirements of this section 
and regulations. Such a review shall include— 

‘‘(i) an on-site visit to the program site; 
‘‘(ii) comprehensive assessment of a provider’s 

fiscal soundness; 
‘‘(iii) comprehensive assessment of the pro-

vider’s capacity to provide all PACE services to 
all enrolled participants; 

‘‘(iv) detailed analysis of the entity’s substan-
tial compliance with all significant requirements 
of this section and regulations; and 

‘‘(v) any other elements the Secretary or State 
agency considers necessary or appropriate. 

‘‘(B) CONTINUING OVERSIGHT.—After the trial 
period, the Secretary (in cooperation with the 
State administering agency) shall continue to 
conduct such review of the operation of PACE 
providers and PACE programs as may be appro-
priate, taking into account the performance 
level of a provider and compliance of a provider 
with all significant requirements of this section 
and regulations. 

‘‘(C) DISCLOSURE.—The results of reviews 
under this paragraph shall be reported promptly 
to the PACE provider, along with any rec-
ommendations for changes to the provider’s pro-
gram, and shall be made available to the public 
upon request. 

‘‘(5) TERMINATION OF PACE PROVIDER AGREE-
MENTS.— 

‘‘(A) IN GENERAL.—Under regulations— 
‘‘(i) the Secretary or a State administering 

agency may terminate a PACE program agree-
ment for cause; and 

‘‘(ii) a PACE provider may terminate an 
agreement after appropriate notice to the Sec-
retary, the State agency, and enrollees. 

‘‘(B) CAUSES FOR TERMINATION.—In accord-
ance with regulations establishing procedures 
for termination of PACE program agreements, 
the Secretary or a State administering agency 
may terminate a PACE program agreement with 
a PACE provider for, among other reasons, the 
fact that— 

‘‘(i) the Secretary or State administering agen-
cy determines that— 

‘‘(I) there are significant deficiencies in the 
quality of care provided to enrolled participants; 
or 

‘‘(II) the provider has failed to comply sub-
stantially with conditions for a program or pro-
vider under this section or section 1932; and 

‘‘(ii) the entity has failed to develop and suc-
cessfully initiate, within 30 days of the receipt 
of written notice of such a determination, a 
plan to correct the deficiencies, or has failed to 
continue implementation of such a plan. 

‘‘(C) TERMINATION AND TRANSITION PROCE-
DURES.—An entity whose PACE provider agree-
ment is terminated under this paragraph shall 
implement the transition procedures required 
under subsection (a)(2)(C). 

‘‘(6) SECRETARY’S OVERSIGHT; ENFORCEMENT 
AUTHORITY.— 

‘‘(A) IN GENERAL.—Under regulations, if the 
Secretary determines (after consultation with 
the State administering agency) that a PACE 
provider is failing substantially to comply with 
the requirements of this section and regulations, 
the Secretary (and the State administering 
agency) may take any or all of the following ac-
tions: 

‘‘(i) Condition the continuation of the PACE 
program agreement upon timely execution of a 
corrective action plan. 

‘‘(ii) Withhold some or all further payments 
under the PACE program agreement under this 
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section or section 1932 with respect to PACE 
program services furnished by such provider 
until the deficiencies have been corrected. 

‘‘(iii) Terminate such agreement. 
‘‘(B) APPLICATION OF INTERMEDIATE SANC-

TIONS.—Under regulations, the Secretary may 
provide for the application against a PACE pro-
vider of remedies described in section 
1876(i)(6)(B) or 1903(m)(5)(B) in the case of vio-
lations by the provider of the type described in 
section 1876(i)(6)(A) or 1903(m)(5)(A), respec-
tively (in relation to agreements, enrollees, and 
requirements under this section or section 1932, 
respectively). 

‘‘(7) PROCEDURES FOR TERMINATION OR IMPO-
SITION OF SANCTIONS.—Under regulations, the 
provisions of section 1876(i)(9) shall apply to ter-
mination and sanctions respecting a PACE pro-
gram agreement and PACE provider under this 
subsection in the same manner as they apply to 
a termination and sanctions with respect to a 
contract and an eligible organization under sec-
tion 1876. 

‘‘(8) TIMELY CONSIDERATION OF APPLICATIONS 
FOR PACE PROGRAM PROVIDER STATUS.—In con-
sidering an application for PACE provider pro-
gram status, the application shall be deemed ap-
proved unless the Secretary, within 90 days 
after the date of the submission of the applica-
tion to the Secretary, either denies such request 
in writing or informs the applicant in writing 
with respect to any additional information that 
is needed in order to make a final determination 
with respect to the application. After the date 
the Secretary receives such additional informa-
tion, the application shall be deemed approved 
unless the Secretary, within 90 days of such 
date, denies such request. 

‘‘(f) REGULATIONS.— 
‘‘(1) IN GENERAL.—The Secretary shall issue 

interim final or final regulations to carry out 
this section and section 1932. 

‘‘(2) USE OF PACE PROTOCOL.— 
‘‘(A) IN GENERAL.—In issuing such regula-

tions, the Secretary shall, to the extent con-
sistent with the provisions of this section, incor-
porate the requirements applied to PACE dem-
onstration waiver programs under the PACE 
protocol. 

‘‘(B) FLEXIBILITY.—In order to provide for 
reasonable flexibility in adapting the PACE 
service delivery model to the needs of particular 
organizations (such as those in rural areas or 
those that may determine it appropriate to use 
nonstaff physicians according to State licensing 
law requirements) under this section and section 
1932, the Secretary (in close consultation with 
State administering agencies) may modify or 
waive provisions of the PACE protocol so long 
as any such modification or waiver is not incon-
sistent with and would not impair the essential 
elements, objectives, and requirements of this 
section, but may not modify or waive any of the 
following provisions: 

‘‘(i) The focus on frail elderly qualifying indi-
viduals who require the level of care provided in 
a nursing facility. 

‘‘(ii) The delivery of comprehensive, inte-
grated acute and long-term care services. 

‘‘(iii) The interdisciplinary team approach to 
care management and service delivery. 

‘‘(iv) Capitated, integrated financing that al-
lows the provider to pool payments received 
from public and private programs and individ-
uals. 

‘‘(v) The assumption by the provider of full fi-
nancial risk. 

‘‘(3) APPLICATION OF CERTAIN ADDITIONAL 
BENEFICIARY AND PROGRAM PROTECTIONS.— 

‘‘(A) IN GENERAL.—In issuing such regulations 
and subject to subparagraph (B), the Secretary 
may apply with respect to PACE programs, pro-
viders, and agreements such requirements of sec-
tions 1876 and 1903(m) relating to protection of 
beneficiaries and program integrity as would 
apply to eligible organizations under risk-shar-
ing contracts under section 1876 and to health 
maintenance organizations under prepaid capi-
tation agreements under section 1903(m). 

‘‘(B) CONSIDERATIONS.—In issuing such regu-
lations, the Secretary shall— 

‘‘(i) take into account the differences between 
populations served and benefits provided under 
this section and under sections 1876 and 
1903(m); 

‘‘(ii) not include any requirement that con-
flicts with carrying out PACE programs under 
this section; and 

‘‘(iii) not include any requirement restricting 
the proportion of enrollees who are eligible for 
benefits under this title or title XIX. 

‘‘(g) WAIVERS OF REQUIREMENTS.—With re-
spect to carrying out a PACE program under 
this section, the following requirements of this 
title (and regulations relating to such require-
ments) are waived and shall not apply: 

‘‘(1) Section 1812, insofar as it limits coverage 
of institutional services. 

‘‘(2) Sections 1813, 1814, 1833, and 1886, insofar 
as such sections relate to rules for payment for 
benefits. 

‘‘(3) Sections 1814(a)(2)(B), 1814(a)(2)(C), and 
1835(a)(2)(A), insofar as they limit coverage of 
extended care services or home health services. 

‘‘(4) Section 1861(i), insofar as it imposes a 3- 
day prior hospitalization requirement for cov-
erage of extended care services. 

‘‘(5) Paragraphs (1) and (9) of section 1862(a), 
insofar as they may prevent payment for PACE 
program services to individuals enrolled under 
PACE programs. 

‘‘(h) DEMONSTRATION PROJECT FOR FOR-PROF-
IT ENTITIES.— 

‘‘(1) IN GENERAL.—In order to demonstrate the 
operation of a PACE program by a private, for- 
profit entity, the Secretary (in close consulta-
tion with State administering agencies) shall 
grant waivers from the requirement under sub-
section (a)(3) that a PACE provider may not be 
a for-profit, private entity. 

‘‘(2) SIMILAR TERMS AND CONDITIONS.— 
‘‘(A) IN GENERAL.—Except as provided under 

subparagraph (B), and paragraph (1), the terms 
and conditions for operation of a PACE pro-
gram by a provider under this subsection shall 
be the same as those for PACE providers that 
are nonprofit, private organizations. 

‘‘(B) NUMERICAL LIMITATION.—The number of 
programs for which waivers are granted under 
this subsection shall not exceed 10. Programs 
with waivers granted under this subsection shall 
not be counted against the numerical limitation 
specified in subsection (e)(1)(B). 

‘‘(i) MISCELLANEOUS PROVISIONS.—Nothing in 
this section or section 1932 shall be construed as 
preventing a PACE provider from entering into 
contracts with other governmental or non-
governmental payers for the care of PACE pro-
gram eligible individuals who are not eligible for 
benefits under part A, or enrolled under part B, 
or eligible for medical assistance under title 
XIX.’’. 
SEC. 5012. EFFECTIVE DATE; TRANSITION. 

(a) TIMELY ISSUANCE OF REGULATIONS; EFFEC-
TIVE DATE.—The Secretary of Health and 
Human Services shall promulgate regulations to 
carry out this subtitle in a timely manner. Such 
regulations shall be designed so that entities 
may establish and operate PACE programs 
under sections 1894 and 1932 of the Social Secu-
rity Act (as added by sections 5011 and 5751 of 
this Act) for periods beginning not later than 1 
year after the date of the enactment of this Act. 

(b) EXPANSION AND TRANSITION FOR PACE 
DEMONSTRATION PROJECT WAIVERS.— 

(1) EXPANSION IN CURRENT NUMBER OF DEM-
ONSTRATION PROJECTS.—Section 9412(b) of the 
Omnibus Budget Reconciliation Act of 1986, as 
amended by section 4118(g) of the Omnibus 
Budget Reconciliation Act of 1987, is amended— 

(A) in paragraph (1), by inserting before the 
period at the end the following: ‘‘, except that 
the Secretary shall grant waivers of such re-
quirements up to the applicable numerical limi-
tation specified in section 1894(e)(1)(B) of the 
Social Security Act’’; and 

(B) in paragraph (2)— 
(i) in subparagraph (A), by striking ‘‘, includ-

ing permitting the organization to assume pro-
gressively (over the initial 3-year period of the 
waiver) the full financial risk’’; and 

(ii) in subparagraph (C), by adding at the end 
the following: ‘‘In granting further extensions, 
an organization shall not be required to provide 
for reporting of information which is only re-
quired because of the demonstration nature of 
the project.’’. 

(2) ELIMINATION OF REPLICATION REQUIRE-
MENT.—Subparagraph (B) of paragraph (2) of 
such section shall not apply to waivers granted 
under such section after the date of the enact-
ment of this Act. 

(3) TIMELY CONSIDERATION OF APPLICATIONS.— 
In considering an application for waivers under 
such section before the effective date of repeals 
made under subsection (d), subject to the nu-
merical limitation under the amendment made 
by paragraph (1), the application shall be 
deemed approved unless the Secretary of Health 
and Human Services, within 90 days after the 
date of its submission to the Secretary, either 
denies such request in writing or informs the ap-
plicant in writing with respect to any additional 
information which is needed in order to make a 
final determination with respect to the applica-
tion. After the date the Secretary receives such 
additional information, the application shall be 
deemed approved unless the Secretary, within 90 
days of such date, denies such request. 

(c) PRIORITY AND SPECIAL CONSIDERATION IN 
APPLICATION.—During the 3-year period begin-
ning on the date of enactment of this Act: 

(1) PROVIDER STATUS.—The Secretary of 
Health and Human Services shall give priority, 
in processing applications of entities to qualify 
as PACE programs under section 1894 or 1932 of 
the Social Security Act— 

(A) first, to entities that are operating a PACE 
demonstration waiver program (as defined in 
section 1894(a)(7) of such Act); and 

(B) then entities that have applied to operate 
such a program as of May 1, 1997. 

(2) NEW WAIVERS.—The Secretary shall give 
priority, in the awarding of additional waivers 
under section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986— 

(A) to any entities that have applied for such 
waivers under such section as of May 1, 1997; 
and 

(B) to any entity that, as of May 1, 1997, has 
formally contracted with a State to provide serv-
ices for which payment is made on a capitated 
basis with an understanding that the entity was 
seeking to become a PACE provider. 

(3) SPECIAL CONSIDERATION.—The Secretary 
shall give special consideration, in the proc-
essing of applications described in paragraph (1) 
and the awarding of waivers described in para-
graph (2), to an entity which as of May 1, 1997 
through formal activities (such as entering into 
contracts for feasibility studies) has indicated a 
specific intent to become a PACE provider. 

(d) REPEAL OF CURRENT PACE DEMONSTRA-
TION PROJECT WAIVER AUTHORITY.— 

(1) IN GENERAL.—Subject to paragraph (2), the 
following provisions of law are repealed: 

(A) Section 603(c) of the Social Security 
Amendments of 1983 (Public Law 98–21). 

(B) Section 9220 of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 (Public Law 
99–272). 

(C) Section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986 (Public Law 99–509). 

(2) DELAY IN APPLICATION.— 
(A) IN GENERAL.—Subject to subparagraph 

(B), the repeals made by paragraph (1) shall not 
apply to waivers granted before the initial effec-
tive date of regulations described in subsection 
(a). 

(B) APPLICATION TO APPROVED WAIVERS.— 
Such repeals shall apply to waivers granted be-
fore such date only after allowing such organi-
zations a transition period (of up to 24 months) 
in order to permit sufficient time for an orderly 
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transition from demonstration project authority 
to general authority provided under the amend-
ments made by this subtitle. 
SEC. 5013. STUDY AND REPORTS. 

(a) STUDY.— 
(1) IN GENERAL.—The Secretary of Health and 

Human Services (in close consultation with 
State administering agencies, as defined in sec-
tion 1894(a)(8) of the Social Security Act) shall 
conduct a study of the quality and cost of pro-
viding PACE program services under the medi-
care and medicaid programs under the amend-
ments made by this subtitle. 

(2) STUDY OF PRIVATE, FOR-PROFIT PRO-
VIDERS.—Such study shall specifically compare 
the costs, quality, and access to services by enti-
ties that are private, for-profit entities operating 
under demonstration projects waivers granted 
under section 1894(h) of the Social Security Act 
with the costs, quality, and access to services of 
other PACE providers. 

(b) REPORT.— 
(1) IN GENERAL.—Not later than 4 years after 

the date of enactment of this Act, the Secretary 
shall provide for a report to Congress on the im-
pact of such amendments on quality and cost of 
services. The Secretary shall include in such re-
port such recommendations for changes in the 
operation of such amendments as the Secretary 
deems appropriate. 

(2) TREATMENT OF PRIVATE, FOR-PROFIT PRO-
VIDERS.—The report shall include specific find-
ings on whether any of the following findings is 
true: 

(A) The number of covered lives enrolled with 
entities operating under demonstration project 
waivers under section 1894(h) of the Social Secu-
rity Act is fewer than 800 (or such lesser number 
as the Secretary may find statistically sufficient 
to make determinations respecting findings de-
scribed in the succeeding subparagraphs). 

(B) The population enrolled with such entities 
is less frail than the population enrolled with 
other PACE providers. 

(C) Access to or quality of care for individuals 
enrolled with such entities is lower than such 
access or quality for individuals enrolled with 
other PACE providers. 

(D) The application of such section has re-
sulted in an increase in expenditures under the 
medicare or medicaid programs above the ex-
penditures that would have been made if such 
section did not apply. 

(c) INFORMATION INCLUDED IN ANNUAL REC-
OMMENDATIONS.—The Physician Payment Re-
view Commission shall include in its annual rec-
ommendations under section 1845(b) of the So-
cial Security Act (42 U.S.C. 1395w–1), and the 
Prospective Payment Review Commission shall 
include in its annual recommendations reported 
under section 1886(e)(3)(A) of such Act (42 
U.S.C. 1395ww(e)(3)(A)), recommendations on 
the methodology and level of payments made to 
PACE providers under section 1894(d) of such 
Act and on the treatment of private, for-profit 
entities as PACE providers. References in the 
preceding sentence to the Physician Payment 
Review Commission and the Prospective Pay-
ment Review Commission shall be deemed to be 
references to the Medicare Payment Advisory 
Commission (MedPAC) established under section 
5022(a) after the termination of the Physician 
Payment Review Commission and the Prospec-
tive Payment Review Commission provided for 
in section 5022(c)(2). 

Subchapter B—Social Health Maintenance 
Organizations 

SEC. 5015. SOCIAL HEALTH MAINTENANCE ORGA-
NIZATIONS (SHMOS). 

(a) EXTENSION OF DEMONSTRATION PROJECT 
AUTHORITIES.—Section 4018(b) of the Omnibus 
Budget Reconciliation Act of 1987 is amended— 

(1) in paragraph (1), by striking ‘‘1997’’ and 
inserting ‘‘2000’’, and 

(2) in paragraph (4), by striking ‘‘1998’’ and 
inserting ‘‘2001’’. 

(b) EXPANSION OF CAP.—Section 13567(c) of 
the Omnibus Budget Reconciliation Act of 1993 

is amended by striking ‘‘12,000’’ and inserting 
‘‘36,000’’. 

(c) REPORT ON INTEGRATION AND TRANSI-
TION.— 

(1) IN GENERAL.—The Secretary of Health and 
Human Services shall submit to Congress, by not 
later than January 1, 1999, a plan for the inte-
gration of health plans offered by social health 
maintenance organizations (including SHMO I 
and SHMO II sites developed under section 2355 
of the Deficit Reduction Act of 1984 and under 
the amendment made by section 4207(b)(3)(B)(i) 
of OBRA–1990, respectively) and similar plans 
as an option under the Medicare Choice pro-
gram under part C of title XVIII of the Social 
Security Act. 

(2) PROVISION FOR TRANSITION.—Such plan 
shall include a transition for social health 
maintenance organizations operating under 
demonstration project authority under such sec-
tion. 

(3) PAYMENT POLICY.—The report shall also 
include recommendations on appropriate pay-
ment levels for plans offered by such organiza-
tions, including an analysis of the application 
of risk adjustment factors appropriate to the 
population served by such organizations. 

Subchapter C—Other Programs 
SEC. 5018. EXTENSION OF CERTAIN MEDICARE 

COMMUNITY NURSING ORGANIZA-
TION DEMONSTRATION PROJECTS. 

Notwithstanding any other provision of law, 
demonstration projects conducted under section 
4079 of the Omnibus Budget Reconciliation Act 
of 1987 may be conducted for an additional pe-
riod of 2 years, and the deadline for any report 
required relating to the results of such projects 
shall be not later than 6 months before the end 
of such additional period. 

CHAPTER 3—COMMISSIONS 
SEC. 5021. NATIONAL BIPARTISAN COMMISSION 

ON THE FUTURE OF MEDICARE. 
(a) ESTABLISHMENT.—There is established a 

commission to be known as the National Bipar-
tisan Commission on the Future of Medicare (in 
this section referred to as the ‘‘Commission’’). 

(b) FINDINGS.—Congress finds that— 
(1) the medicare program under title XVIII of 

the Social Security Act (42 U.S.C. 1395 et seq.) 
provides essential health care coverage to this 
Nation’s senior citizens and to individuals with 
disabilities; 

(2) the Federal Hospital Insurance Trust 
Fund established under that Act has been 
spending more than it receives since 1995, and 
will be bankrupt in the year 2001; 

(3) the Federal Hospital Insurance Trust 
Fund faces even greater solvency problems in 
the long run with the aging of the baby boom 
generation and the continuing decline in the 
number of workers paying into the medicare 
program for each medicare beneficiary; 

(4) the trustees of the trust funds of the medi-
care program have reported that growth in 
spending within the Federal Supplementary 
Medical Insurance Trust Fund established 
under that Act is unsustainable; and 

(5) expeditious action is needed in order to re-
store the financial integrity of the medicare pro-
gram and to maintain this Nation’s commitment 
to senior citizens and to individuals with dis-
abilities. 

(c) DUTIES OF THE COMMISSION.—The Commis-
sion shall— 

(1) review and analyze the long-term financial 
condition of the medicare program under title 
XVIII of the Social Security Act (42 U.S.C. 1395 
et seq.); 

(2) identify problems that threaten the finan-
cial integrity of the Federal Hospital Insurance 
Trust Fund and the Federal Supplementary 
Medical Insurance Trust Fund established 
under that title (42 U.S.C. 1395i, 1395t), includ-
ing the extent to which current medicare update 
indexes do not accurately reflect inflation; 

(3) analyze potential solutions to the problems 
identified under paragraph (2) that will ensure 

both the financial integrity of the medicare pro-
gram and the provision of appropriate benefits 
under such program; 

(4) make recommendations to restore the sol-
vency of the Federal Hospital Insurance Trust 
Fund and the financial integrity of the Federal 
Supplementary Medical Insurance Trust Fund 
through the year 2030, when the last of the baby 
boomers reaches age 65; 

(5) make recommendations for establishing the 
appropriate financial structure of the medicare 
program as a whole; 

(6) make recommendations for establishing the 
appropriate balance of benefits covered and ben-
eficiary contributions to the medicare program; 

(7) make recommendations for the time periods 
during which the recommendations described in 
paragraphs (4), (5), and (6) should be imple-
mented; 

(8) make recommendations regarding the fi-
nancing of graduate medical education (GME), 
including consideration of alternative broad- 
based sources of funding for such education and 
funding for institutions not currently eligible for 
such GME support under the medicare program 
that conduct approved graduate medical resi-
dency programs, such as children’s hospitals; 

(9) make recommendations on the feasibility of 
allowing individuals between the age of 62 and 
the medicare eligibility age to buy into the medi-
care program; 

(10) make recommendations on the impact of 
chronic disease and disability trends on future 
costs and quality of services under the current 
benefit, financing, and delivery system structure 
of the medicare program; and 

(11) review and analyze such other matters as 
the Commission deems appropriate. 

(d) MEMBERSHIP.— 
(1) NUMBER AND APPOINTMENT.—The Commis-

sion shall be composed of 15 members, of whom— 
(A) three shall be appointed by the President; 
(B) six shall be appointed by the Majority 

Leader of the Senate, in consultation with the 
Minority Leader of the Senate, of whom not 
more than 4 shall be of the same political party; 
and 

(C) six shall be appointed by the Speaker of 
the House of Representatives, in consultation 
with the Minority Leader of the House of Rep-
resentatives, of whom not more than 4 shall be 
of the same political party. 

(2) COMPTROLLER GENERAL.—The Comptroller 
General of the United States shall advise the 
Commission on the methodology to be used in 
identifying problems and analyzing potential so-
lutions in accordance with the duties of the 
Commission described in subsection (c). 

(3) TERMS OF APPOINTMENT.—The members 
shall serve on the Commission for the life of the 
Commission. 

(4) MEETINGS.—The Commission shall locate 
its headquarters in the District of Columbia, 
and shall meet at the call of the Chairperson. 

(5) QUORUM.—Ten members of the Commission 
shall constitute a quorum, but a lesser number 
may hold hearings. 

(6) CHAIRPERSON.—The Speaker of the House 
of Representatives, in consultation with the Ma-
jority Leader of the Senate, shall designate 1 of 
the members appointed under paragraph (1) as 
Chairperson of the Commission. 

(7) VACANCIES.—A vacancy on the Commission 
shall be filled in the same manner in which the 
original appointment was made not later than 
30 days after the Commission is given notice of 
the vacancy. 

(8) COMPENSATION.—Members of the Commis-
sion shall receive no additional pay, allowances, 
or benefits by reason of their service on the 
Commission. 

(9) EXPENSES.—Each member of the Commis-
sion shall receive travel expenses and per diem 
in lieu of subsistence in accordance with sec-
tions 5702 and 5703 of title 5, United States 
Code. 

(e) STAFF AND SUPPORT SERVICES.— 
(1) EXECUTIVE DIRECTOR.— 
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(A) APPOINTMENT.—The Chairperson shall ap-

point an executive director of the Commission. 
(B) COMPENSATION.—The executive director 

shall be paid the rate of basic pay for level V of 
the Executive Schedule. 

(2) STAFF.—With the approval of the Commis-
sion, the executive director may appoint such 
personnel as the executive director considers ap-
propriate. 

(3) APPLICABILITY OF CIVIL SERVICE LAWS.— 
The staff of the Commission shall be appointed 
without regard to the provisions of title 5, 
United States Code, governing appointments in 
the competitive service, and shall be paid with-
out regard to the provisions of chapter 51 and 
subchapter III of chapter 53 of such title (relat-
ing to classification and General Schedule pay 
rates). 

(4) EXPERTS AND CONSULTANTS.—With the ap-
proval of the Commission, the executive director 
may procure temporary and intermittent services 
under section 3109(b) of title 5, United States 
Code. 

(5) STAFF OF FEDERAL AGENCIES.—Upon the 
request of the Commission, the head of any Fed-
eral agency may detail any of the personnel of 
such agency to the Commission to assist in car-
rying out the duties of the Commission. 

(6) OTHER RESOURCES.—The Commission shall 
have reasonable access to materials, resources, 
statistical data, and other information from the 
Library of Congress and agencies and elected 
representatives of the executive and legislative 
branches of the Federal Government. The Chair-
person of the Commission shall make requests 
for such access in writing when necessary. 

(7) PHYSICAL FACILITIES.—The Administrator 
of the General Services Administration shall lo-
cate suitable office space for the operation of 
the Commission. The facilities shall serve as the 
headquarters of the Commission and shall in-
clude all necessary equipment and incidentals 
required for the proper functioning of the Com-
mission. 

(f) POWERS OF COMMISSION.— 
(1) HEARINGS.—The Commission may conduct 

public hearings or forums at the discretion of 
the Commission, at any time and place the Com-
mission is able to secure facilities and witnesses, 
for the purpose of carrying out the duties of the 
Commission. 

(2) GIFTS.—The Commission may accept, use, 
and dispose of gifts or donations of services or 
property. 

(3) MAILS.—The Commission may use the 
United States mails in the same manner and 
under the same conditions as other Federal 
agencies. 

(g) REPORT.—Not later than 1 year after the 
date of the enactment of this Act, the Commis-
sion shall submit a report to the President and 
Congress which shall contain a detailed state-
ment of the recommendations, findings, and 
conclusions of the Commission. 

(h) TERMINATION.—The Commission shall ter-
minate on the date which is 30 days after the 
date the Commission submits its report to the 
President and to Congress under subsection (g). 

(i) FUNDING.—There is authorized to be appro-
priated to the Commission such sums as are nec-
essary to carry out the purposes of this section. 
Sums appropriated under this subsection shall 
be paid equally from the Federal Hospital Insur-
ance Trust Fund and from the Federal Supple-
mentary Medical Insurance Trust Fund under 
title XVIII of the Social Security Act (42 U.S.C. 
1395i, 1395t). 
SEC. 5022. MEDICARE PAYMENT ADVISORY COM-

MISSION. 
(a) IN GENERAL.—Title XVIII is amended by 

inserting after section 1804 the following new 
section: 

‘‘MEDICARE PAYMENT ADVISORY COMMISSION 
‘‘SEC. 1805. (a) ESTABLISHMENT.—There is 

hereby established the Medicare Payment Advi-
sory Commission (in this section referred to as 
the ‘Commission’). 

‘‘(b) DUTIES.— 
‘‘(1) REVIEW OF PAYMENT POLICIES AND AN-

NUAL REPORTS.—The Commission shall— 
‘‘(A) review payment policies under this title, 

including the topics described in paragraph (2); 
‘‘(B) make recommendations to Congress con-

cerning such payment policies; 
‘‘(C) by not later than March 1 of each year 

(beginning with 1998), submit a report to Con-
gress containing the results of such reviews and 
its recommendations concerning such policies; 
and 

‘‘(D) by not later than June 1 of each year 
(beginning with 1998), submit a report to Con-
gress containing an examination of issues af-
fecting the medicare program, including the im-
plications of changes in health care delivery in 
the United States and in the market for health 
care services on the medicare program. 

‘‘(2) SPECIFIC TOPICS TO BE REVIEWED.— 
‘‘(A) MEDICARE CHOICE PROGRAM.—Specifi-

cally, the Commission shall review, with respect 
to the Medicare Choice program under part C, 
the following: 

‘‘(i) The methodology for making payment to 
plans under such program, including the mak-
ing of differential payments and the distribution 
of differential updates among different payment 
areas. 

‘‘(ii) The mechanisms used to adjust payments 
for risk and the need to adjust such mechanisms 
to take into account health status of bene-
ficiaries. 

‘‘(iii) The implications of risk selection both 
among Medicare Choice organizations and be-
tween the Medicare Choice option and the tradi-
tional medicare fee-for-service option. 

‘‘(iv) The development and implementation of 
mechanisms to assure the quality of care for 
those enrolled with Medicare Choice organiza-
tions. 

‘‘(v) The impact of the Medicare Choice pro-
gram on access to care for medicare bene-
ficiaries. 

‘‘(vi) Other major issues in implementation 
and further development of the Medicare Choice 
program. 

‘‘(B) TRADITIONAL MEDICARE FEE-FOR-SERVICE 
SYSTEM.—Specifically, the Commission shall re-
view payment policies under parts A and B, in-
cluding— 

‘‘(i) the factors affecting expenditures for 
services in different sectors, including the proc-
ess for updating hospital, skilled nursing facil-
ity, physician, and other fees, 

‘‘(ii) payment methodologies, and 
‘‘(iii) their relationship to access and quality 

of care for medicare beneficiaries. 
‘‘(C) INTERACTION OF MEDICARE PAYMENT 

POLICIES WITH HEALTH CARE DELIVERY GEN-
ERALLY.—Specifically, the Commission shall re-
view the effect of payment policies under this 
title on the delivery of health care services other 
than under this title and assess the implications 
of changes in health care delivery in the United 
States and in the general market for health care 
services on the medicare program. 

‘‘(3) COMMENTS ON CERTAIN SECRETARIAL RE-
PORTS.—If the Secretary submits to Congress (or 
a committee of Congress) a report that is re-
quired by law and that relates to payment poli-
cies under this title, the Secretary shall transmit 
a copy of the report to the Commission. The 
Commission shall review the report and, not 
later than 6 months after the date of submittal 
of the Secretary’s report to Congress, shall sub-
mit to the appropriate committees of Congress 
written comments on such report. Such com-
ments may include such recommendations as the 
Commission deems appropriate. 

‘‘(4) AGENDA AND ADDITIONAL REVIEWS.—The 
Commission shall consult periodically with the 
chairmen and ranking minority members of the 
appropriate committees of Congress regarding 
the Commission’s agenda and progress towards 
achieving the agenda. The Commission may 
conduct additional reviews, and submit addi-
tional reports to the appropriate committees of 

Congress, from time to time on such topics relat-
ing to the program under this title as may be re-
quested by such chairmen and members and as 
the Commission deems appropriate. 

‘‘(5) AVAILABILITY OF REPORTS.—The Commis-
sion shall transmit to the Secretary a copy of 
each report submitted under this subsection and 
shall make such reports available to the public. 

‘‘(6) APPROPRIATE COMMITTEES OF CON-
GRESS.—For purposes of this section, the term 
‘appropriate committees of Congress’ means the 
Committees on Ways and Means and Commerce 
of the House of Representatives and the Com-
mittee on Finance of the Senate. 

‘‘(c) MEMBERSHIP.— 
‘‘(1) NUMBER AND APPOINTMENT.—The Com-

mission shall be composed of 15 members ap-
pointed by the Comptroller General. 

‘‘(2) QUALIFICATIONS.— 
‘‘(A) IN GENERAL.—The membership of the 

Commission shall include individuals with na-
tional recognition for their expertise in health 
finance and economics, actuarial science, health 
facility management, health plans and inte-
grated delivery systems, reimbursement of health 
facilities, allopathic and osteopathic physicians, 
and other providers of health services, and other 
related fields, who provide a mix of different 
professionals, broad geographic representation, 
and a balance between urban and rural rep-
resentatives. 

‘‘(B) INCLUSION.—The membership of the Com-
mission shall include (but not be limited to) phy-
sicians and other health professionals, employ-
ers, third-party payers, individuals skilled in 
the conduct and interpretation of biomedical, 
health services, and health economics research 
and expertise in outcomes and effectiveness re-
search and technology assessment. Such mem-
bership shall also include representatives of con-
sumers and the elderly. 

‘‘(C) MAJORITY NONPROVIDERS.—Individuals 
who are directly involved in the provision, or 
management of the delivery, of items and serv-
ices covered under this title shall not constitute 
a majority of the membership of the Commission. 

‘‘(D) ETHICAL DISCLOSURE.—The Comptroller 
General shall establish a system for public dis-
closure by members of the Commission of finan-
cial and other potential conflicts of interest re-
lating to such members. 

‘‘(3) TERMS.— 
‘‘(A) IN GENERAL.—The terms of members of 

the Commission shall be for 3 years except that 
the Comptroller General shall designate stag-
gered terms for the members first appointed. 

‘‘(B) VACANCIES.—Any member appointed to 
fill a vacancy occurring before the expiration of 
the term for which the member’s predecessor was 
appointed shall be appointed only for the re-
mainder of that term. A member may serve after 
the expiration of that member’s term until a suc-
cessor has taken office. A vacancy in the Com-
mission shall be filled in the manner in which 
the original appointment was made. 

‘‘(4) COMPENSATION.—While serving on the 
business of the Commission (including travel-
time), a member of the Commission shall be enti-
tled to compensation at the per diem equivalent 
of the rate provided for level IV of the Executive 
Schedule under section 5315 of title 5, United 
States Code; and while so serving away from 
home and the member’s regular place of busi-
ness, a member may be allowed travel expenses, 
as authorized by the Chairman of the Commis-
sion. Physicians serving as personnel of the 
Commission may be provided a physician com-
parability allowance by the Commission in the 
same manner as Government physicians may be 
provided such an allowance by an agency under 
section 5948 of title 5, United States Code, and 
for such purpose subsection (i) of such section 
shall apply to the Commission in the same man-
ner as it applies to the Tennessee Valley Au-
thority. For purposes of pay (other than pay of 
members of the Commission) and employment 
benefits, rights, and privileges, all personnel of 
the Commission shall be treated as if they were 
employees of the United States Senate. 
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‘‘(5) CHAIRMAN; VICE CHAIRMAN.—The Comp-

troller General shall designate a member of the 
Commission, at the time of appointment of the 
member, as Chairman and a member as Vice 
Chairman for that term of appointment. 

‘‘(6) MEETINGS.—The Commission shall meet 
at the call of the Chairman. 

‘‘(d) DIRECTOR AND STAFF; EXPERTS AND CON-
SULTANTS.—Subject to such review as the Comp-
troller General deems necessary to assure the ef-
ficient administration of the Commission, the 
Commission may— 

‘‘(1) employ and fix the compensation of an 
Executive Director (subject to the approval of 
the Comptroller General) and such other per-
sonnel as may be necessary to carry out its du-
ties (without regard to the provisions of title 5, 
United States Code, governing appointments in 
the competitive service); 

‘‘(2) seek such assistance and support as may 
be required in the performance of its duties from 
appropriate Federal departments and agencies; 

‘‘(3) enter into contracts or make other ar-
rangements, as may be necessary for the con-
duct of the work of the Commission (without re-
gard to section 3709 of the Revised Statutes (41 
U.S.C. 5)); 

‘‘(4) make advance, progress, and other pay-
ments which relate to the work of the Commis-
sion; 

‘‘(5) provide transportation and subsistence 
for persons serving without compensation; and 

‘‘(6) prescribe such rules and regulations as it 
deems necessary with respect to the internal or-
ganization and operation of the Commission. 

‘‘(e) POWERS.— 
‘‘(1) OBTAINING OFFICIAL DATA.—The Commis-

sion may secure directly from any department or 
agency of the United States information nec-
essary to enable it to carry out this section. 
Upon request of the Chairman, the head of that 
department or agency shall furnish that infor-
mation to the Commission on an agreed upon 
schedule. 

‘‘(2) DATA COLLECTION.—In order to carry out 
its functions, the Commission shall— 

‘‘(A) utilize existing information, both pub-
lished and unpublished, where possible, col-
lected and assessed either by its own staff or 
under other arrangements made in accordance 
with this section, 

‘‘(B) carry out, or award grants or contracts 
for, original research and experimentation, 
where existing information is inadequate, and 

‘‘(C) adopt procedures allowing any interested 
party to submit information for the Commis-
sion’s use in making reports and recommenda-
tions. 

‘‘(3) ACCESS OF GAO TO INFORMATION.—The 
Comptroller General shall have unrestricted ac-
cess to all deliberations, records, and nonpropri-
etary data of the Commission, immediately upon 
request. 

‘‘(4) PERIODIC AUDIT.—The Commission shall 
be subject to periodic audit by the Comptroller 
General. 

‘‘(f) AUTHORIZATION OF APPROPRIATIONS.— 
‘‘(1) REQUEST FOR APPROPRIATIONS.—The 

Commission shall submit requests for appropria-
tions in the same manner as the Comptroller 
General submits requests for appropriations, but 
amounts appropriated for the Commission shall 
be separate from amounts appropriated for the 
Comptroller General. 

‘‘(2) AUTHORIZATION.—There are authorized 
to be appropriated such sums as may be nec-
essary to carry out the provisions of this section. 
Sixty percent of such appropriation shall be 
payable from the Federal Hospital Insurance 
Trust Fund, and 40 percent of such appropria-
tion shall be payable from the Federal Supple-
mentary Medical Insurance Trust Fund.’’. 

(b) ABOLITION OF PROPAC AND PPRC.— 
(1) PROPAC.— 
(A) IN GENERAL.—Section 1886(e) (42 U.S.C. 

1395ww(e)) is amended— 
(i) by striking paragraphs (2) and (6); and 
(ii) in paragraph (3), by striking ‘‘(A) The 

Commission’’ and all that follows through 
‘‘(B)’’. 

(B) CONFORMING AMENDMENT.—Section 1862 
(42 U.S.C. 1395y) is amended by striking ‘‘Pro-

spective Payment Assessment Commission’’ each 
place it appears in subsection (a)(1)(D) and sub-
section (i) and inserting ‘‘Medicare Payment 
Advisory Commission’’. 

(2) PPRC.— 
(A) IN GENERAL.—Title XVIII is amended by 

striking section 1845 (42 U.S.C. 1395w–1). 
(B) ELIMINATION OF CERTAIN REPORTS.—Sec-

tion 1848 (42 U.S.C. 1395w–4) is amended— 
(i) by striking subparagraph (F) of subsection 

(d)(2), 
(ii) by striking subparagraph (B) of subsection 

(f)(1), and 
(iii) in subsection (f)(3), by striking ‘‘Physi-

cian Payment Review Commission,’’. 
(C) CONFORMING AMENDMENTS.—Section 1848 

(42 U.S.C. 1395w–4) is amended by striking 
‘‘Physician Payment Review Commission’’ and 
inserting ‘‘Medicare Payment Advisory Commis-
sion’’ each place it appears in subsections 
(c)(2)(B)(iii), (g)(6)(C), and (g)(7)(C). 

(c) EFFECTIVE DATE; TRANSITION.— 
(1) IN GENERAL.—The Comptroller General 

shall first provide for appointment of members to 
the Medicare Payment Advisory Commission (in 
this subsection referred to as ‘‘MedPAC’’) by not 
later than September 30, 1997. 

(2) TRANSITION.—As quickly as possible after 
the date a majority of members of MedPAC are 
first appointed, the Comptroller General, in con-
sultation with the Prospective Payment Assess-
ment Commission (in this subsection referred to 
as ‘‘ProPAC’’) and the Physician Payment Re-
view Commission (in this subsection referred to 
as ‘‘PPRC’’), shall provide for the termination 
of the ProPAC and the PPRC. As of the date of 
termination of the respective Commissions, the 
amendments made by paragraphs (1) and (2), re-
spectively, of subsection (b) become effective. 
The Comptroller General, to the extent feasible, 
shall provide for the transfer to the MedPAC of 
assets and staff of the ProPAC and the PPRC, 
without any loss of benefits or seniority by vir-
tue of such transfers. Fund balances available 
to the ProPAC or the PPRC for any period shall 
be available to the MedPAC for such period for 
like purposes. 

(3) CONTINUING RESPONSIBILITY FOR RE-
PORTS.—The MedPAC shall be responsible for 
the preparation and submission of reports re-
quired by law to be submitted (and which have 
not been submitted by the date of establishment 
of the MedPAC) by the ProPAC and the PPRC, 
and, for this purpose, any reference in law to ei-
ther such Commission is deemed, after the ap-
pointment of the MedPAC, to refer to the 
MedPAC. 

CHAPTER 4—MEDIGAP PROTECTIONS 
SEC. 5031. MEDIGAP PROTECTIONS. 

(a) GUARANTEEING ISSUE WITHOUT PRE-
EXISTING CONDITIONS FOR CONTINUOUSLY COV-
ERED INDIVIDUALS.—Section 1882(s) (42 U.S.C. 
1395ss(s)) is amended— 

(1) in paragraph (3), by striking ‘‘paragraphs 
(1) and (2)’’ and inserting ‘‘this subsection’’, 

(2) by redesignating paragraph (3) as para-
graph (4), and 

(3) by inserting after paragraph (2) the fol-
lowing new paragraph: 

‘‘(3)(A) The issuer of a medicare supplemental 
policy— 

‘‘(i) may not deny or condition the issuance or 
effectiveness of a medicare supplemental policy 
described in subparagraph (C) that is offered 
and is available for issuance to new enrollees by 
such issuer; 

‘‘(ii) may not discriminate in the pricing of 
such policy, because of health status, claims ex-
perience, receipt of health care, or medical con-
dition; and 

‘‘(iii) may not impose an exclusion of benefits 
based on a pre-existing condition under such 
policy, 
in the case of an individual described in sub-
paragraph (B) who seeks to enroll under the 
policy not later than 63 days after the date of 
the termination of enrollment described in such 
subparagraph and who submits evidence of the 
date of termination or disenrollment along with 
the application for such medicare supplemental 
policy. 

‘‘(B) An individual described in this subpara-
graph is an individual described in any of the 
following clauses: 

‘‘(i) The individual is enrolled under an em-
ployee welfare benefit plan that provides health 
benefits that supplement the benefits under this 
title and the plan terminates or ceases to pro-
vide all such supplemental health benefits to the 
individual. 

‘‘(ii) The individual is enrolled with a Medi-
care Choice organization under a Medicare 
Choice plan under part C, and there are cir-
cumstances permitting discontinuance of the in-
dividual’s election of the plan under section 
1851(e)(4). 

‘‘(iii) The individual is enrolled with an eligi-
ble organization under a contract under section 
1876, a similar organization operating under 
demonstration project authority, with an orga-
nization under an agreement under section 
1833(a)(1)(A), or with an organization under a 
policy described in subsection (t), and such en-
rollment ceases under the same circumstances 
that would permit discontinuance of an individ-
ual’s election of coverage under section 
1851(c)(4) and, in the case of a policy described 
in subsection (t), there is no provision under ap-
plicable State law for the continuation of cov-
erage under such policy. 

‘‘(iv) The individual is enrolled under a medi-
care supplemental policy under this section and 
such enrollment ceases because— 

‘‘(I) of the bankruptcy or insolvency of the 
issuer or because of other involuntary termi-
nation of coverage or enrollment under such 
policy and there is no provision under applica-
ble State law for the continuation of such cov-
erage; 

‘‘(II) the issuer of the policy substantially vio-
lated a material provision of the policy; or 

‘‘(III) the issuer (or an agent or other entity 
acting on the issuer’s behalf) materially mis-
represented the policy’s provisions in marketing 
the policy to the individual. 

‘‘(v) The individual— 

‘‘(I) was enrolled under a medicare supple-
mental policy under this section, 

‘‘(II) subsequently terminates such enrollment 
and enrolls, for the first time, with any Medi-
care Choice organization under a Medicare 
Choice plan under part C, any eligible organiza-
tion under a contract under section 1876, any 
similar organization operating under demonstra-
tion project authority, any organization under 
an agreement under section 1833(a)(1)(A), or 
any policy described in subsection (t), and 

‘‘(III) the subsequent enrollment under sub-
clause (II) is terminated by the enrollee during 
the first 12 months of such enrollment. 

‘‘(vi) The individual, upon first becoming eli-
gible for medicare at age 65, enrolls in a Medi-
care Choice plan and within 12 months of such 
enrollment, disenrolls from such plan. 

‘‘(C)(i) Subject to clauses (ii), a medicare sup-
plemental policy described in this subparagraph 
is a policy the benefits under which are com-
parable or lessor in relation to the benefits 
under the plan, policy, or contract described in 
the applicable clause of subparagraph (B). 

‘‘(ii) Only for purposes of an individual de-
scribed in subparagraph (B)(vi), a medicare sup-
plemental policy described in this subparagraph 
shall include any medicare supplemental policy. 

‘‘(D) At the time of an event described in sub-
paragraph (B) because of which an individual 
ceases enrollment or loses coverage or benefits 
under a contract or agreement, policy, or plan, 
the organization that offers the contract or 
agreement, the insurer offering the policy, or 
the administrator of the plan, respectively, shall 
notify the individual of the rights of the indi-
vidual, and obligations of issuers of medicare 
supplemental policies, under subparagraph 
(A).’’. 
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(b) LIMITATION ON IMPOSITION OF PRE-

EXISTING CONDITION EXCLUSION DURING INITIAL 
OPEN ENROLLMENT PERIOD.—Section 1882(s)(2) 
(42 U.S.C. 1395ss(s)(2)) is amended— 

(1) in subparagraph (B), by striking ‘‘sub-
paragraph (C)’’ and inserting ‘‘subparagraphs 
(C) and (D)’’, and 

(2) by adding at the end the following new 
subparagraph: 

‘‘(D) In the case of a policy issued during the 
6-month period described in subparagraph (A) to 
an individual who is 65 years of age or older as 
of the date of issuance and who as of the date 
of the application for enrollment has a contin-
uous period of creditable coverage (as defined in 
section 2701(c) of the Public Health Service Act) 
of— 

‘‘(i) at least 6 months, the policy may not ex-
clude benefits based on a pre-existing condition; 
or 

‘‘(ii) less than 6 months, if the policy excludes 
benefits based on a preexisting condition, the 
policy shall reduce the period of any preexisting 
condition exclusion by the aggregate of the peri-
ods of creditable coverage (if any, as so defined) 
applicable to the individual as of the enrollment 
date. 
The Secretary shall specify the manner of the 
reduction under clause (ii), based upon the rules 
used by the Secretary in carrying out section 
2701(a)(3) of such Act.’’. 

(c) EXTENDING 6-MONTH INITIAL ENROLLMENT 
PERIOD TO NON-ELDERLY MEDICARE BENE-
FICIARIES.—Section 1882(s)(2)(A)(ii) of (42 U.S.C. 
1395ss(s)(2)(A)) is amended by striking ‘‘is sub-
mitted’’ and all that follows and inserting the 
following: ‘‘is submitted— 

‘‘(I) before the end of the 6-month period be-
ginning with the first month as of the first day 
on which the individual is 65 years of age or 
older and is enrolled for benefits under part B; 
and 

‘‘(II) at the time the individual first becomes 
eligible for benefits under part A pursuant to 
section 226(b) and is enrolled for benefits under 
part B, before the end of the 6-month period be-
ginning with the first month as of the first day 
on which the individual is so eligible and so en-
rolled.’’. 

(d) EFFECTIVE DATES.— 
(1) GUARANTEED ISSUE.—The amendment made 

by subsection (a) shall take effect on July 1, 
1998. 

(2) LIMIT ON PREEXISTING CONDITION EXCLU-
SIONS.—The amendment made by subsection (b) 
shall apply to policies issued on or after July 1, 
1998. 

(3) NONELDERLY MEDICARE BENEFICIARIES.— 
(A) IN GENERAL.—The amendment made by 

subsection (c) shall apply to policies issued on 
and after July 1, 1998. 

(B) TRANSITION RULE.—In the case of an indi-
vidual who first became eligible for benefits 
under part A of title XVIII of the Social Secu-
rity Act pursuant to section 226(b) of such Act 
and enrolled for benefits under part B of such 
title before July 1, 1998, the 6-month period de-
scribed in section 1882(s)(2)(A) of such Act shall 
begin on July 1, 1998. Before July 1, 1998, the 
Secretary of Health and Human Services shall 
notify any individual described in the previous 
sentence of their rights in connection with medi-
care supplemental policies under section 1882 of 
such Act, by reason of the amendment made by 
subsection (c). 

(e) TRANSITION PROVISIONS.— 
(1) IN GENERAL.—If the Secretary of Health 

and Human Services identifies a State as requir-
ing a change to its statutes or regulations to 
conform its regulatory program to the changes 
made by this section, the State regulatory pro-
gram shall not be considered to be out of compli-
ance with the requirements of section 1882 of the 
Social Security Act due solely to failure to make 
such change until the date specified in para-
graph (4). 

(2) NAIC STANDARDS.—If, within 9 months 
after the date of the enactment of this Act, the 

National Association of Insurance Commis-
sioners (in this subsection referred to as the 
‘‘NAIC’’) modifies its NAIC Model regulation re-
lating to section 1882 of the Social Security Act 
(referred to in such section as the 1991 NAIC 
Model Regulation, as modified pursuant to sec-
tion 171(m)(2) of the Social Security Act Amend-
ments of 1994 (Public Law 103–432) and as modi-
fied pursuant to section 1882(d)(3)(A)(vi)(IV) of 
the Social Security Act, as added by section 
271(a) of the Health Insurance Portability and 
Accountability Act of 1996 (Public Law 104–191) 
to conform to the amendments made by this sec-
tion, such revised regulation incorporating the 
modifications shall be considered to be the ap-
plicable NAIC model regulation (including the 
revised NAIC model regulation and the 1991 
NAIC Model Regulation) for the purposes of 
such section. 

(3) SECRETARY STANDARDS.—If the NAIC does 
not make the modifications described in para-
graph (2) within the period specified in such 
paragraph, the Secretary of Health and Human 
Services shall make the modifications described 
in such paragraph and such revised regulation 
incorporating the modifications shall be consid-
ered to be the appropriate Regulation for the 
purposes of such section. 

(4) DATE SPECIFIED.— 
(A) IN GENERAL.—Subject to subparagraph 

(B), the date specified in this paragraph for a 
State is the earlier of— 

(i) the date the State changes its statutes or 
regulations to conform its regulatory program to 
the changes made by this section, or 

(ii) 1 year after the date the NAIC or the Sec-
retary first makes the modifications under para-
graph (2) or (3), respectively. 

(B) ADDITIONAL LEGISLATIVE ACTION RE-
QUIRED.—In the case of a State which the Sec-
retary identifies as— 

(i) requiring State legislation (other than leg-
islation appropriating funds) to conform its reg-
ulatory program to the changes made in this 
section, but 

(ii) having a legislature which is not sched-
uled to meet in 1999 in a legislative session in 
which such legislation may be considered, 
the date specified in this paragraph is the first 
day of the first calendar quarter beginning after 
the close of the first legislative session of the 
State legislature that begins on or after July 1, 
1999. For purposes of the previous sentence, in 
the case of a State that has a 2-year legislative 
session, each year of such session shall be 
deemed to be a separate regular session of the 
State legislature. 
SEC. 5032. ADDITION OF HIGH DEDUCTIBLE 

MEDIGAP POLICY. 
(a) IN GENERAL.—Section 1882(p) (42 U.S.C. 

1395ss(p)) is amended by adding at the end the 
following: 

‘‘(11)(A) On and after the date specified in 
subparagraph (C)— 

‘‘(i) each State with an approved regulatory 
program, and 

‘‘(ii) in the case of a State without an ap-
proved regulatory program, the Secretary, 
shall, in addition to the 10 policies allowed 
under paragraph (2)(C), allow at least 1 other 
policy described in subparagraph (B). 

‘‘(B)(i) A policy is described in this subpara-
graph if it consists of— 

‘‘(I) one of the 10 benefit packages described 
in paragraph (2)(C), and 

‘‘(II) a high deductible feature. 
‘‘(ii) For purposes of clause (i), a high deduct-

ible feature is one which requires the beneficiary 
of the policy to pay annual out-of-pocket ex-
penses (other than premiums) of $1,500 before 
the policy begins payment of benefits. 

‘‘(C)(i) Subject to clause (ii), the date de-
scribed in this subparagraph is one year after 
the date of the enactment of this paragraph. 

‘‘(ii) In the case of a State which the Sec-
retary identifies as— 

‘‘(I) requiring State legislation (other than 
legislation appropriating funds) in order to meet 
the requirements of this paragraph, but 

‘‘(II) having a legislature which is not sched-
uled to meet in 1997 in a legislative session in 
which such legislation may be considered, 
the date specified in this subparagraph is the 
first day of the first calendar quarter beginning 
after the close of the first legislative session of 
the State legislature that begins on or after Jan-
uary 1, 1998. For purposes of the previous sen-
tence, in the case of a State that has a 2-year 
legislative session, each year of such session 
shall be deemed to be a separate regular session 
of the State legislature.’’. 

(b) CONFORMING AMENDMENT.—Section 
1882(p)(2)(C) (42 U.S.C. 1395ss(p)(2)(C)) is 
amended by inserting ‘‘or (11)’’ after ‘‘para-
graph (4)(B)’’. 

CHAPTER 5—DEMONSTRATIONS 
Subchapter A—Medicare Choice Competitive 

Pricing Demonstration Project 
PART I—IN GENERAL 

SEC. 5041. MEDICARE CHOICE COMPETITIVE PRIC-
ING DEMONSTRATION PROJECT. 

(a) ESTABLISHMENT.—The Secretary of Health 
and Human Services (in this subchapter referred 
to as the ‘‘Secretary’’) shall, beginning January 
1, 1999, conduct demonstration projects in appli-
cable areas (in this section referred to as the 
‘‘project’’) for the purpose of— 

(1) applying a pricing methodology for pay-
ments to Medicare Choice organizations under 
part C of title XVIII of the Social Security Act 
(as amended by section 5001 of this Act) that 
uses the competitive market approach described 
in section 5042; 

(2) applying a benefit structure and bene-
ficiary premium structure described in section 
5043; 

(3) applying the information and quality pro-
grams under part II; and 

(4) evaluating the effects of the methodology 
and structures described in the preceding para-
graphs on medicare fee-for-service spending 
under parts A and B of the Social Security Act 
in the project area. 

(b) APPLICABLE AREA DEFINED.— 
(1) IN GENERAL.—In subsection (a), the term 

‘‘applicable area’’ means, as determined by the 
Secretary— 

(A) 10 urban areas with respect to which less 
than 25 percent of medicare beneficiaries are en-
rolled with an eligible organization under sec-
tion 1876 of the Social Security Act (42 U.S.C. 
1395mm); and 

(B) 3 rural areas not described in paragraph 
(1). 

(2) TREATMENT AS MEDICARE CHOICE PAYMENT 
AREA.—For purposes of this subchapter and part 
C of title XVIII of the Social Security Act, any 
applicable area shall be treated as a Medicare 
Choice payment area (hereinafter referred to as 
the ‘‘applicable Medicare Choice payment 
area’’). 

(c) TECHNICAL ADVISORY GROUP.—Upon the 
selection of an area for inclusion in the project, 
the Secretary shall appoint a technical advisory 
group, composed of representatives of Medicare 
Choice organizations, medicare beneficiaries, 
employers, and other persons in the area af-
fected by the project who have technical exper-
tise relative to the design and implementation of 
the project to advise the Secretary concerning 
how the project will be implemented in the area. 

(d) EVALUATION.— 
(1) IN GENERAL.—Not later than December 31, 

2001, the Secretary shall submit to the President 
a report regarding the demonstration projects 
conducted under this section. 

(2) CONTENTS OF REPORT.—The report de-
scribed in paragraph (1) shall include the fol-
lowing: 

(A) A description of the demonstration 
projects conducted under this section. 

(B) An evaluation of the effectiveness of the 
demonstration projects conducted under this 
section and any legislative recommendations de-
termined appropriate by the Secretary. 

(C) Any other information regarding the dem-
onstration projects conducted under this section 
that the Secretary determines to be appropriate. 
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(D) An evaluation as to whether the method 

of payment under section 5042 which was used 
in the demonstration projects for payment to 
Medicare Choice plans should be extended to 
the entire medicare population and if such eval-
uation determines that such method should not 
be extended, legislative recommendations to 
modify such method so that it may be applied to 
the entire medicare population. 

(3) SUBMISSION TO CONGRESS.—The President 
shall submit the report under paragraph (2) to 
the Congress and if the President determines ap-
propriate, any legislative recommendations for 
extending the project to the entire medicare pop-
ulation. 

(e) WAIVER AUTHORITY.—The Secretary shall 
waive compliance with the requirements of titles 
XI, XVIII, and XIX of the Social Security Act 
(42 U.S.C. 1301 et seq., 1395 et seq., 1396 et seq.) 
to such extent and for such period as the Sec-
retary determines is necessary to conduct dem-
onstration projects. 
SEC. 5042. DETERMINATION OF ANNUAL MEDI-

CARE CHOICE CAPITATION RATES. 
(a) IN GENERAL.—In the case of an applicable 

Medicare Choice payment area within which a 
project is being conducted under section 5041, 
the annual Medicare Choice capitation rate 
under part C of title XVIII of the Social Secu-
rity Act for Medicare Choice plans within such 
area shall be the standardized payment amount 
determined under this section rather than the 
amount determined under section 1853 of such 
Act. 

(b) DETERMINATION OF STANDARDIZED PAY-
MENT AMOUNT.— 

(1) SUBMISSION AND CHARGING OF PREMIUMS.— 
(A) IN GENERAL.—Not later than June 1 of 

each calendar year, each Medicare Choice orga-
nization offering one or more Medicare Choice 
plans in an applicable Medicare Choice payment 
area shall file with the Secretary, in a form and 
manner and at a time specified by the Secretary, 
a bid which contains the amount of the monthly 
premium for coverage under each such Medicare 
Choice plan. 

(B) UNIFORM PREMIUM.—The premiums 
charged by a Medicare Choice plan sponsor 
under this part may not vary among individuals 
who reside in the same applicable Medicare 
Choice payment area. 

(C) TERMS AND CONDITIONS OF IMPOSING PRE-
MIUMS.—Each Medicare Choice organization 
shall permit the payment of premiums on a 
monthly basis. 

(2) ANNOUNCEMENT OF STANDARDIZED PAY-
MENT AMOUNT.— 

(A) AUTHORITY TO NEGOTIATE.—After bids are 
submitted under paragraph (1), the Secretary 
may negotiate with Medicare Choice organiza-
tions in order to modify such bids if the Sec-
retary determined that the bids do not provide 
enough revenues to ensure the plan’s actuarial 
soundness, are too high relative to the applica-
ble Medicare Choice payment area, foster ad-
verse selection, or otherwise require renegoti-
ation under this paragraph. 

(B) IN GENERAL.—Not later than July 31 of 
each calendar year (beginning with 1998), the 
Secretary shall determine, and announce in a 
manner intended to provide notice to interested 
parties, a standardized payment amount deter-
mined in accordance with this paragraph for 
the following calendar year for each applicable 
Medicare Choice payment area. 

(3) CALCULATION OF PAYMENT AMOUNTS.— 
(A) IN GENERAL.—The standardized payment 

amount for a calendar year after 1998 for any 
applicable Medicare Choice payment area shall 
be equal to the maximum premium determined 
for such area under subparagraph (B). 

(B) MAXIMUM PREMIUM.—The maximum pre-
mium for any applicable Medicare Choice pay-
ment area shall be equal to the amount deter-
mined under subparagraph (C) for the payment 
area, but in no case shall such amount be great-
er than the sum of— 

(i) the average per capita amount, as deter-
mined by the Secretary as appropriate for the 
population eligible to enroll in Medicare Choice 

plans in such payment area, for such calendar 
year that the Secretary would have expended 
for an individual in such payment area enrolled 
under the medicare fee-for-service program 
under parts A and B, plus 

(ii) the amount equal to the actuarial value of 
deductibles, coinsurance, and copayments 
charged an individual for services provided 
under the medicare fee-for-service program (as 
determined by the Secretary). 

(C) DETERMINATION OF AMOUNT.— 
(i) IN GENERAL.—The Secretary shall deter-

mine for each applicable Medicare Choice pay-
ment area for each calendar year an amount 
equal to the average of the bids (weighted based 
on capacity) submitted to the Secretary under 
paragraph (1)(A) for that payment area. 

(ii) DISREGARD CERTAIN PLANS.—In deter-
mining the amount under clause (i), the Sec-
retary may disregard any plan that the Sec-
retary determines would unreasonably distort 
the amount determined under such subpara-
graph. 

(4) ADJUSTMENTS FOR PAYMENTS TO PLAN 
SPONSORS.— 

(A) IN GENERAL.—For purposes of determining 
the amount of payment under part C of title 
XVIII of the Social Security Act to a Medicare 
Choice organization with respect to any Medi-
care Choice eligible individual enrolled in a 
Medicare Choice plan of the sponsor, the stand-
ardized payment amount for the applicable 
Medicare Choice payment area and the premium 
charged by the plan sponsor shall be adjusted 
with respect to such individual for such risk 
factors as age, disability status, gender, institu-
tional status, health status, and such other fac-
tors as the Secretary determines to be appro-
priate, so as to ensure actuarial equivalence. 
The Secretary may add to, modify, or substitute 
for such classes, if such changes will improve 
the determination of actuarial equivalence. 

(B) RECOMMENDATIONS.— 
(i) IN GENERAL.—In addition to any other du-

ties required by law, the Physician Payment Re-
view Commission and the Prospective Payment 
Assessment Commission (or their successors) 
shall each develop recommendations on— 

(I) the risk factors that the Secretary should 
use in adjusting the standardized payment 
amount and premium under subparagraph (A), 
and 

(II) the methodology that the Secretary should 
use in determining the risk factors to be used in 
adjusting the standardized payment amount 
and premium under subparagraph (A). 

(ii) TIME.—The recommendations described in 
clause (i) shall be developed not later than Jan-
uary 1, 1999. 

(iii) ANNUAL REPORT.—The Physician Pay-
ment Review Commission and the Prospective 
Payment Assessment Commission (or their suc-
cessors) shall include the recommendations de-
scribed in clause (i) in their respective annual 
reports to Congress. 

(c) PAYMENTS TO PLAN SPONSORS.— 
(1) MONTHLY PAYMENTS.— 
(A) IN GENERAL.—Subject to paragraph (4), for 

each individual enrolled with a plan under this 
subchapter, the Secretary shall make monthly 
payments in advance to the Medicare Choice or-
ganization of the Medicare Choice plan with 
which the individual is enrolled in an amount 
equal to 1⁄12 of the amount determined under 
paragraph (2). 

(B) RETROACTIVE ADJUSTMENTS.—The amount 
of payment under this paragraph may be retro-
actively adjusted to take into account any dif-
ference between the actual number of individ-
uals enrolled in the plan under this section and 
the number of such individuals estimated to be 
so enrolled in determining the amount of the ad-
vance payment. 

(2) AMOUNT OF PAYMENT TO MEDICARE CHOICE 
PLANS.—The amount determined under this 
paragraph with respect to any individual shall 
be equal to the sum of— 

(A) the lesser of— 
(i) the standardized payment amount for the 

applicable Medicare Choice payment area, as 
adjusted for such individual under subsection 
(a)(4), or 

(ii) the premium charged by the plan for such 
individual, as adjusted for such individual 
under section (a)(4), minus 

(B) the amount such individual paid to the 
plan pursuant to section 5043 (relating to 10 per-
cent of the premium). 

(3) PAYMENTS FROM TRUST FUNDS.—The pay-
ment to a Medicare Choice organization or to a 
Medicare Choice account under this section for 
a medicare-eligible individual shall be made 
from the Federal Hospital Insurance Trust Fund 
and the Federal Supplementary Medical Insur-
ance Trust Fund in such proportion as the Sec-
retary determines reflects the relative weight 
that benefits under parts A and B are represent-
ative of the actuarial value of the total benefits 
under this part. 

(4) LIMITATION ON AMOUNTS AN OUT-OF-PLAN 
PHYSICIAN OR OTHER ENTITY MAY COLLECT.—A 
physician or other entity (other than a provider 
of services) that does not have a contract estab-
lishing payment amounts for services furnished 
to an individual enrolled under this subchapter 
with a Medicare Choice organization shall ac-
cept as payment in full for services that are fur-
nished to such an individual the amounts that 
the physician or other entity could collect if the 
individual were not so enrolled. Any penalty or 
other provision of law that applies to such a 
payment with respect to an individual entitled 
to benefits under this title (but not enrolled with 
a Medicare Choice organization under this part) 
also applies with respect to an individual so en-
rolled. 

(d) OFFICE OF COMPETITION.— 
(1) ESTABLISHMENT.—There is established 

within the Department of Health and Human 
Services an office to be known as the ‘Office of 
Competition’. 

(2) DIRECTOR.—The Secretary shall appoint 
the Director of the Office of Competition. 

(3) DUTIES.— 
(A) IN GENERAL.—The Director shall admin-

ister this subchapter and so much of part C of 
title XVIII of the Social Security Act as relates 
to this subchapter. 

(B) TRANSFER AUTHORITY.—The Secretary 
shall transfer such personnel, administrative 
support systems, assets, records, funds, and 
other resources in the Health Care Financing 
Administration to the Office of Competition as 
are used in the administration of section 1876 
and as may be required to implement the provi-
sions of this part promptly and efficiently. 

(4) USE OF NON-FEDERAL ENTITIES.—The Sec-
retary shall, to the maximum extent feasible, 
enter into contracts with appropriate non-Fed-
eral entities to carry out activities under this 
subchapter. 

SEC. 5043. BENEFITS AND BENEFICIARY PRE-
MIUMS. 

(a) BENEFITS PROVIDED TO INDIVIDUALS.— 
(1) BASIC BENEFIT PLAN.—Each Medicare 

Choice plan in an applicable Medicare Choice 
payment area shall provide to members enrolled 
under this subchapter, through providers and 
other persons that meet the applicable require-
ments of title XVIII of the Social Security Act 
and part A of title XI of such Act— 

(A) those items and services covered under 
parts A and B of title XVIII of such Act which 
are available to individuals residing in such 
area, subject to nominal copayments as deter-
mined by the Secretary, 

(B) prescription drugs, subject to such limits 
as established by the Secretary, and 

(C) additional health services as the Secretary 
may approve. 

(2) SUPPLEMENTAL BENEFITS.— 
(A) IN GENERAL.—Each Medicare Choice plan 

may offer any of the optional supplemental ben-
efit plans described in subparagraph (B) to an 
individual enrolled in the basic benefit plan of-
fered by such organization under this sub-
chapter for an additional premium amount. If 
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the supplemental benefits are offered only to in-
dividuals enrolled in the sponsor’s plan under 
this subchapter, the additional premium amount 
shall be the same for all enrolled individuals in 
the applicable Medicare Choice payment area. 
Such benefits may be marketed and sold by the 
Medicare Choice organization outside of the en-
rollment process described in part C of title 
XVIII of the Social Security Act. 

(B) OPTIONAL SUPPLEMENTAL BENEFIT PLANS 
DESCRIBED.—The Secretary shall provide for 2 
optional supplemental benefit plans. Such plans 
shall include such standardized items and serv-
ices that the Secretary determines must be pro-
vided to enrollees of such plans described in 
order to offer the plans to Medicare Choice eligi-
ble individuals. 

(C) LIMITATION.—A Medicare Choice organi-
zation may not offer an optional benefit plan to 
a Medicare Choice eligible individual unless 
such individual is enrolled in a basic benefit 
plan offered by such organization. 

(D) LIMITATION ON PREMIUM.—If a Medicare 
Choice organization provides to individuals en-
rolled in a Medicare Choice plan supplemental 
benefits described in subparagraph (A), the sum 
of— 

(i) the annual premiums for such benefits, 
plus 

(ii) the actuarial value of any deductibles, co-
insurance, and copayments charged with re-
spect to such benefits for the year, 
shall not exceed the amount that would have 
been charged for a plan in the applicable Medi-
care Choice payment area which is not a Medi-
care Choice plan (adjusted in such manner as 
the Secretary may prescribe to reflect that only 
medicare beneficiaries are enrolled in such 
plan). The Secretary shall negotiate the limita-
tion under this subparagraph with each plan to 
which this paragraph applies. 

(3) OTHER RULES.—Rules similar to rules of 
paragraphs (3) and (4) of section 1852 of the So-
cial Security Act (relating to national coverage 
determinations and secondary payor provisions) 
shall apply for purposes of this subchapter. 

(b) PREMIUM REQUIREMENTS FOR BENE-
FICIARIES.— 

(1) PREMIUM DIFFERENTIALS.—If a Medicare 
Choice eligible individual enrolls in a Medicare 
Choice plan under this subchapter, the indi-
vidual shall be required to pay— 

(A) 10 percent of the plan’s premium; 
(B) if the premium of the plan is higher than 

the standardized payment amount (as deter-
mined under section 5042), 100 percent of such 
difference; and 

(C) an amount equal to cost-sharing under the 
medicare fee-for-service program, except that 
such amount shall not exceed the actuarial 
value of the deductibles and coinsurance under 
such program less the actual value of nominal 
copayments for benefits under such plan for 
basic benefits described in subsection (a)(1). 

(2) PART B PREMIUM.—An individual enrolled 
in a Medicare Choice plan under this sub-
chapter shall not be required to pay the pre-
mium amount (determined under section 1839 of 
the Social Security Act) under part B of title 
XVIII of such Act for so long as such individual 
is so enrolled. 

PART II—INFORMATION AND QUALITY 
STANDARDS 

Subpart A—Information 
SEC. 5044. INFORMATION REQUIREMENTS. 

(a) IN GENERAL.—The Secretary shall provide 
that in the case of a demonstration plan con-
ducted under part I, the information and com-
parative reports described in this section shall 
be used in lieu of that provided under part C of 
title XVIII of the Social Security Act. 

(b) SECRETARY’S MATERIALS; CONTENTS.—The 
notice and informational materials mailed by 
the Secretary under this part shall be written 
and formatted in the most easily understandable 
manner possible, and shall include, at a min-
imum, the following: 

(1) GENERAL INFORMATION.—General informa-
tion with respect to coverage under this part 
during the next calendar year, including— 

(A) the part B premium rates that will be 
charged for part B coverage, and a statement of 
the fact that enrollees in demonstration plans 
are not required to pay such premium, 

(B) the deductible, copayment, and coinsur-
ance amounts for coverage under the traditional 
medicare program, 

(C) a description of the coverage under the 
traditional medicare program and any changes 
in coverage under the program from the prior 
year, 

(D) a description of the individual’s medicare 
payment area, and the standardized medicare 
payment amount available with respect to such 
individual, 

(E) information and instructions on how to 
enroll in a demonstration plan, 

(F) the right of each demonstration plan spon-
sor by law to terminate or refuse to renew its 
contract and the effect the termination or non-
renewal of its contract may have on individuals 
enrolled with the demonstration plan under this 
part, 

(G) appeal rights of enrollees, including the 
right to address grievances to the Secretary or 
the applicable external review entity, and 

(H) the benefits offered by plans in basic ben-
efit plans under section 1895H(a), and how those 
benefits differ from the benefits offered under 
parts A and B. 

(2) COMPARATIVE REPORT.—A copy of the most 
recent comparative report (as established by the 
Secretary under subsection (c)) for the dem-
onstration plans in the individual’s medicare 
payment area. 

(c) COMPARATIVE REPORT.— 
(1) IN GENERAL.—The Secretary shall develop 

an understandable standardized comparative re-
port on the demonstration plans offered by dem-
onstration plan sponsors, that will assist dem-
onstration eligible individuals in their decision-
making regarding medical care and treatment by 
allowing such individuals to compare the dem-
onstration plans that such individuals are eligi-
ble to enroll with. In developing such report the 
Secretary shall consult with outside organiza-
tions, including groups representing the elderly, 
demonstration plan sponsors, providers of serv-
ices, and physicians and other health care pro-
fessionals, in order to assist the Secretary in de-
veloping the report. 

(2) REPORT.—The report described in para-
graph (1) shall include a comparison for each 
demonstration plan of— 

(A) the plan’s medicare service area; 
(B) coverage by the plan of emergency services 

and urgently needed care; 
(C) the amount of any deductibles, coinsur-

ance, or any monetary limits on benefits; 
(D) the number of individuals who disenrolled 

from the plan within 3 months of enrollment 
during the previous fiscal year (excluding indi-
viduals whose disenrollment was due to death or 
moving outside of the plan’s service area) stated 
as percentages of the total number of individ-
uals in the plan; 

(E) process, outcome, and enrollee satisfaction 
measures, as recommended by the Quality Advi-
sory Institute as established under section 
5044B; 

(F) information on access and quality of serv-
ices obtained from the analysis described in sec-
tion 5044B; 

(G) the procedures used by the plan to control 
utilization of services and expenditures, includ-
ing any financial incentives; 

(H) the number of applications during the pre-
vious fiscal year requesting that the plan cover 
or pay for certain medical services that were de-
nied by the plan (and the number of such deni-
als that were subsequently reversed by the 
plan), stated as a percentage of the total num-
ber of applications during such period request-
ing that the plan cover such services; 

(I) the number of times during the previous 
fiscal year (after an appeal was filed with the 

Secretary) that the Secretary upheld or reversed 
a denial of a request that the plan cover certain 
medical services; 

(J) the restrictions (if any) on payment for 
services provided outside the plan’s health care 
provider network; 

(K) the process by which services may be ob-
tained through the plan’s health care provider 
network; 

(L) coverage for out-of-area services; 
(M) any exclusions in the types of health care 

providers participating in the plan’s health care 
provider network; 

(N) whether the plan is, or has within the 
past two years been, out-of-compliance with any 
requirements of this part (as determined by the 
Secretary); 

(O) the plan’s premium price for the basic ben-
efit plan submitted under part C of title XVIII 
of the Social Security Act, an indication of the 
difference between such premium price and the 
standardized medicare payment amount, and 
the portion of the premium an individual must 
pay out of pocket; 

(P) whether the plan offers any of the op-
tional supplemental benefit plans, and if so, the 
plan’s premium price for such benefits; and 

(Q) any additional information that the Sec-
retary determines would be helpful for dem-
onstration eligible individuals to compare the 
demonstration plans that such individuals are 
eligible to enroll with. 

(3) ADDITIONAL INFORMATION.—The compara-
tive report shall also include— 

(A) a comparison of each demonstration plan 
to the fee-for-service program under parts A and 
B of title XVIII of the Social Security Act; 

(B) an explanation of medicare supplemental 
policies under section 1882 of such Act and how 
to obtain specific information regarding such 
policies; and 

(C) a phone number for each demonstration 
plan that will enable demonstration eligible in-
dividuals to call to receive a printed listing of 
all health care providers participating in the 
plan’s health care provider network. 

(4) UPDATE.—The Secretary shall, not less 
than annually, update each comparative report. 

(5) DEFINITIONS.—In this subsection— 
(A) HEALTH CARE PROVIDER.—The term 

‘‘health care provider’’ means anyone licensed 
under State law to provide health care services 
under part A or B. 

(B) NETWORK.—The term ‘‘network’’ means, 
with respect to a demonstration plan sponsor, 
the health care providers who have entered into 
a contract or agreement with the plan sponsor 
under which such providers are obligated to 
provide items, treatment, and services under this 
section to individuals enrolled with the plan 
sponsor under this part. 

(C) OUT-OF-NETWORK.—The term ‘‘out-of-net-
work’’ means services provided by health care 
providers who have not entered into a contract 
agreement with the demonstration plan sponsor 
under which such providers are obligated to 
provide items, treatment, and services under this 
section to individuals enrolled with the plan 
sponsor under this part. 

(6) COST SHARING.—Each demonstration plan 
sponsor shall pay to the Secretary its pro rata 
share of the estimated costs incurred by the Sec-
retary in carrying out the requirements of this 
section and section 4360 of the Omnibus Rec-
onciliation Act of 1990. There are hereby appro-
priated to the Secretary the amount of the pay-
ments under this paragraph for purposes of de-
fraying the cost described in the preceding sen-
tence. Such amounts shall remain available 
until expended. 
Subpart B—Quality in Demonstration Plans 

SEC. 5044A. DEFINITIONS. 
In this subpart: 
(1) COMPARATIVE REPORT.—The term ‘‘com-

parative report’’ means the comparative report 
developed under section 5044. 

(2) DIRECTOR.—The term ‘‘Director’’ means 
the Director of the Office of Competition within 
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the Department of Health and Human Services 
as established under part I. 

(3) MEDICARE PROGRAM.—The term ‘‘medicare 
program’’ means the program of health care 
benefits provided under title XVIII of the Social 
Security Act (42 U.S.C. 1395 et seq.). 

(4) DEMONSTRATION PLAN.—The term ‘‘dem-
onstration plan’’ means a plan established 
under part I. 

(5) DEMONSTRATION PLAN SPONSOR.—The term 
‘‘demonstration plan sponsor’’ means a sponsor 
of a demonstration plan. 
SEC. 5044B. QUALITY ADVISORY INSTITUTE. 

(a) ESTABLISHMENT.—There is established an 
Institute to be known as the ‘‘Quality Advisory 
Institute’’ (in this subpart referred to as the 
‘‘Institute’’) to make recommendations to the 
Director concerning licensing and certification 
criteria and comparative measurement methods 
under this subpart. 

(b) MEMBERSHIP.— 
(1) COMPOSITION.—The Institute shall be com-

posed of 5 members to be appointed by the Direc-
tor from among individuals who have demon-
strable expertise in— 

(A) health care quality measurement; 
(B) health plan certification criteria setting; 
(C) the analysis of information that is useful 

to consumers in making choices regarding 
health coverage options, health plans, health 
care providers, and decisions regarding health 
treatments; and 

(D) the analysis of health plan operations. 
(2) TERMS AND VACANCIES.—The members of 

the Institute shall be appointed for 5-year terms 
with the terms of the initial members staggered 
as determined appropriate by the Director. Va-
cancies shall be filled in a manner provided for 
by the Director. 

(c) DUTIES.—The Institute shall— 
(1) not later than 1 year after the date on 

which all members of the Institute are appointed 
under subsection (b)(2), provide advice to the 
Director concerning the initial set of criteria for 
the certification of demonstration plans; 

(2) analyze the use of the criteria for the cer-
tification of demonstration plans implemented 
by the Director under this subpart and rec-
ommend modifications in such criteria as need-
ed; 

(3) analyze the use of the comparative meas-
urements implemented by the Director in devel-
oping comparative reports and recommend modi-
fications in such measurements as needed; 

(4) perform, or enter into contracts with other 
entities for the performance of, an analysis of 
access to services and clinical outcomes based on 
patient encounter data; 

(5) enter into contracts with other entities for 
the development of such criteria and measure-
ments and to otherwise carry out its duties 
under this section; and 

(6) carry out any other activities determined 
appropriate by the Institute to carry out its du-
ties under this section. 
The analysis described in paragraph (4) should 
focus on conditions and procedures of signifi-
cance to beneficiaries under the medicare pro-
gram, as determined by the Institute, and 
should be designed, and the results summarized, 
in a manner that facilitates comparisons across 
health plans. 
SEC. 5044C. DUTIES OF DIRECTOR. 

(a) IN GENERAL.—The Director shall— 
(1) adopt, adapt, or develop criteria in accord-

ance with sections 5044F through 5044I to be 
used in the licensing of certifying entities and in 
the certification of demonstration plans, includ-
ing any minimum criteria needed for the oper-
ation of demonstration plans during the transi-
tion period described in section 5044F(c); 

(2) issue licenses to certifying entities that 
meet the criteria developed under paragraph (1) 
for the purpose of enabling such entities to cer-
tify demonstration plans in accordance with 
this subpart; 

(3) develop comparative health care measures 
in addition to those implemented by the Director 

in developing comparative reports in order to 
guide consumer choice under the medicare pro-
gram and to improve the delivery of quality 
health care under such program; 

(4) develop procedures, consistent with section 
5044A, for the dissemination of certification and 
comparative quality information provided to the 
Director; 

(5) contract with an independent entity for 
the conduct of audits concerning certification 
and quality measurement and require that as 
part of the certification process performed by li-
censed certification entities that there include 
an onsite evaluation, using performance-based 
standards, of the providers of items and services 
under a demonstration plan; 

(6) at least quarterly, meet jointly with the 
Agency for Health Care Policy and Research to 
review innovative health outcomes measures, 
new measurement processes, and other matters 
determined appropriate by the Director; 

(7) at least annually, meet with the Institute 
concerning certification criteria; 

(8) not later than January 1, 1999, and each 
January 1 thereafter, prepare and submit to 
demonstration plan sponsors and to Congress, a 
report concerning the activities of the Director 
for the previous year; 

(9) advise the President and Congress con-
cerning health insurance and health care pro-
vided under demonstration plans and make rec-
ommendations concerning measures that may be 
implemented to protect the health of all enroll-
ees in demonstration plans; and 

(10) carry out other activities determined ap-
propriate by the Director. 

(b) RULE OF CONSTRUCTION.—Nothing in this 
section shall be construed to limit the authority 
of the Director or the Secretary of Health and 
Human Services with respect to requirements 
other than those applied under this subpart 
with respect to demonstration plans. 
SEC. 5044D. COMPLIANCE. 

(a) IN GENERAL.—Not later than January 1, 
1999, the Director shall ensure that a dem-
onstration plan may not be offered unless it has 
been certified in accordance with this subpart. 

(b) CONTRACTS OR REIMBURSEMENTS.—In car-
rying out subsection (a), the Director— 

(1) may not enter into a contract with a dem-
onstration plan sponsor for the provision of a 
demonstration plan unless the demonstration 
plan is certified in accordance with this sub-
part; 

(2) may not reimburse a demonstration plan 
sponsor for items and services provided under a 
demonstration plan unless the demonstration 
plan is certified in accordance with this sub-
part; and 

(3) shall, after providing notice to the dem-
onstration plan sponsor operating a demonstra-
tion plan and an opportunity for such dem-
onstration plan to be certified, and in accord-
ance with any applicable grievance and appeals 
procedures under section 5044I, terminate any 
contract with a demonstration plan sponsor for 
the operation of a demonstration plan if such 
demonstration plan is not certified in accord-
ance with this subpart. 
SEC. 5044E. PAYMENTS FOR VALUE. 

(a) ESTABLISHMENT OF PROGRAM.—The Direc-
tor shall establish a program under which pay-
ments are made to various demonstration plans 
to reward such plans for meeting or exceeding 
quality targets. 

(b) PERFORMANCE MEASURES.—In carrying 
out the program under subsection (a), the Direc-
tor shall establish broad categories of quality 
targets and performance measures. Such targets 
and measures shall be designed to permit the Di-
rector to determine whether a demonstration 
plan is being operated in a manner consistent 
with this subpart. 

(c) USE OF FUNDS.— 
(1) IN GENERAL.—The Secretary shall withhold 

0.50 percent from any payment that a dem-
onstration plan sponsor receives with respect to 

an individual enrolled with such plan under 
part I. 

(2) PAYMENTS.—The Director shall use 
amounts collected under paragraph (1) to make 
annual payments to those demonstration plans 
that have been determined by the Director to 
meet or exceed the quality targets and perform-
ance measures established under subsection (b). 
Any amounts collected under such paragraph 
for a fiscal year and remaining available after 
payments are made under subsection (d), shall 
be used for deficit reduction. 

(d) AMOUNT OF PAYMENT.— 
(1) FORMULA.—The amount of any payment 

made to a demonstration plan under this section 
shall be determined in accordance with a for-
mula to be developed by the Director. The for-
mula shall ensure that a payment made to a 
demonstration plan under this section be in an 
amount equal to— 

(A) with respect to a demonstration plan that 
is determined to be in the first quintile, 1 percent 
of the amount allocated to the plan under this 
subpart; 

(B) with respect to a demonstration plan that 
is determined to be in the second quintile, 0.75 
percent of the amount allocated to the plan 
under this subpart; 

(C) with respect to a demonstration plan that 
is determined to be in the third quintile, 0.50 
percent of the amount allocated by the plan 
under this subpart; and 

(D) with respect to a demonstration plan that 
is determined to be in the fourth quintile, 0.25 
percent of the amount allocated by the plan 
under this subpart. 

(2) NO PAYMENT.—A demonstration plan that 
is determined by the Director to be in the fifth 
quintile shall not be eligible to receive a pay-
ment under this section. 

(3) DETERMINATION OF QUINTILES.—Not later 
than April 30 of each calendar year, the Direc-
tor shall rank each demonstration plan based on 
the performance of the plan during the pre-
ceding year as determined using the quality tar-
gets and performance measures established 
under subsection (b). Such rankings shall be di-
vided into quintiles with the first quintile con-
taining the highest ranking plans and the fifth 
quintile containing the lowest ranking plans. 
Each such quintile shall contain plans that in 
the aggregate cover an equal number of bene-
ficiaries as compared to another quintile. 
SEC. 5044F. CERTIFICATION REQUIREMENT. 

(a) IN GENERAL.—To be eligible to enter into a 
contract with the Director to enroll individuals 
in a demonstration plan, a demonstration plan 
sponsor shall participate in the certification 
process and have the demonstration plans of-
fered by such plan sponsor certified in accord-
ance with this subpart. 

(b) EFFECT OF MERGERS OR PURCHASE.— 
(1) CERTIFIED PLANS.—Where 2 or more dem-

onstration plan sponsors offering certified dem-
onstration plans are merged or where 1 such 
plan sponsor is purchased by another plan 
sponsor, the resulting plan sponsor may con-
tinue to operate and enroll individuals for cov-
erage under the demonstration plan as if the 
demonstration plan involved were certified. The 
certification of any resulting demonstration 
plan shall be reviewed by the applicable certi-
fying entity to ensure the continued compliance 
of the contract with the certification criteria. 

(2) NONCERTIFIED PLANS.—The certification of 
a demonstration plan shall be terminated upon 
the merger of the demonstration plan sponsor 
involved or the purchase of the plan sponsor by 
another entity that does not offer any certified 
demonstration plans. Any demonstration plans 
offered through the resulting plan sponsor may 
reapply for certification after the completion of 
the merger or purchase. 

(c) TRANSITION FOR NEW PLANS.— 
(1) IN GENERAL.—A demonstration plan that 

has not provided health insurance coverage to 
individuals prior to the effective date of this Act 
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shall be permitted to contract with the Director 
and operate and enroll individuals under a dem-
onstration plan without being certified for the 2- 
year period beginning on the date on which 
such demonstration plan sponsor enrolls the 
first individual in the demonstration plan. Such 
demonstration plan must be certified in order to 
continue to provide coverage under the contract 
after such period. 

(2) LIMITATION.—A new demonstration plan 
described in paragraph (1) shall, during the pe-
riod referred to in paragraph (1) prior to certifi-
cation, comply with the minimum criteria devel-
oped by the Director under section 5044F(a)(1). 
SEC. 5044G. LICENSING OF CERTIFICATION ENTI-

TIES. 
(a) IN GENERAL.—The Director shall develop 

procedures for the licensing of entities to certify 
demonstration plans under this subpart. 

(b) REQUIREMENTS.—The procedures devel-
oped under subsection (a) shall ensure that— 

(1) to be licensed under this section a certifi-
cation entity shall apply the requirements of 
this subpart to demonstration plans seeking cer-
tification; 

(2) a certification entity has procedures in 
place to suspend or revoke the certification of a 
demonstration plan that is failing to comply 
with the certification requirements; and 

(3) the Director will give priority to licensing 
entities that are accrediting health plans that 
contract with the Director on the date of enact-
ment of this Act. 
SEC. 5044H. CERTIFICATION CRITERIA. 

(a) ESTABLISHMENT.—The Director shall es-
tablish minimum criteria under this section to be 
used by licensed certifying entities in the certifi-
cation of demonstration plans under this sub-
part. 

(b) REQUIREMENTS.—Criteria established by 
the Director under subsection (a) shall require 
that, in order to be certified, a demonstration 
plan shall comply at a minimum with the fol-
lowing: 

(1) QUALITY IMPROVEMENT PLAN.—The dem-
onstration plan shall implement a total quality 
improvement plan that is designed to improve 
the clinical and administrative processes of the 
demonstration plan on an ongoing basis and 
demonstrate that improvements in the quality of 
items and services provided under the dem-
onstration plan have occurred as a result of 
such improvement plan. 

(2) PROVIDER CREDENTIALS.—The demonstra-
tion plan shall compile and annually provide to 
the licensed certifying entity documentation 
concerning the credentials of the hospitals, phy-
sicians, and other health care professionals re-
imbursed under the demonstration plan. 

(3) COMPARATIVE INFORMATION.—The dem-
onstration plan shall compile and provide, as re-
quested by the Secretary of Health and Human 
Services, to the such Secretary the information 
necessary to develop a comparative report. 

(4) ENCOUNTER DATA.—The demonstration 
plan shall maintain patient encounter data in 
accordance with standards established by the 
Institute, and shall provide these data, as re-
quested by the Institute, to the Institute in sup-
port of conducting the analysis described in sec-
tion 5044B(c)(4). 

(5) OTHER REQUIREMENTS.—The demonstra-
tion plan shall comply with other requirements 
authorized under this subpart and implemented 
by the Director. 
SEC. 5044I. GRIEVANCE AND APPEALS. 

The Director shall develop grievance and ap-
peals procedures under which a demonstration 
plan that is denied certification under this sub-
part may appeal such denial to the Director. 

Subchapter B—Other Projects 
SEC. 5045. MEDICARE ENROLLMENT DEMONSTRA-

TION PROJECT. 
(a) DEMONSTRATION PROJECT.— 
(1) ESTABLISHMENT.—The Secretary of Health 

and Human Services (in this section referred to 
as the ‘‘Secretary’’) shall implement a dem-

onstration project (in this section referred to as 
the ‘‘project’’) for the purpose of evaluating the 
use of a third-party contractor to conduct the 
Medicare Choice plan enrollment and 
disenrollment functions, as described in part C 
of the Social Security Act (as added by section 
5001 of this Act), in an area. 

(2) CONSULTATION.—Before implementing the 
project under this section, the Secretary shall 
consult with affected parties on— 

(A) the design of the project; 
(B) the selection criteria for the third-party 

contractor; and 
(C) the establishment of performance stand-

ards, as described in paragraph (3). 
(3) PERFORMANCE STANDARDS.— 
(A) IN GENERAL.—The Secretary shall estab-

lish performance standards for the accuracy 
and timeliness of the Medicare Choice plan en-
rollment and disenrollment functions performed 
by the third-party contractor. 

(B) NONCOMPLIANCE.—If the Secretary deter-
mines that a third-party contractor is out of 
compliance with the performance standards es-
tablished under subparagraph (A), such enroll-
ment and disenrollment functions shall be per-
formed by the Medicare Choice plan until the 
Secretary appoints a new third-party con-
tractor. 

(C) DISPUTE.—In the event that there is a dis-
pute between the Secretary and a Medicare 
Choice plan regarding whether or not the third- 
party contractor is in compliance with the per-
formance standards, such enrollment and 
disenrollment functions shall be performed by 
the Medicare Choice plan. 

(b) REPORT TO CONGRESS.—The Secretary 
shall periodically report to Congress on the 
progress of the project conducted pursuant to 
this section. 

(c) WAIVER AUTHORITY.—The Secretary shall 
waive compliance with the requirements of part 
C of the Social Security Act (as amended by sec-
tion 5001 of this Act) to such extent and for such 
period as the Secretary determines is necessary 
to conduct the project. 

(d) DURATION.—A demonstration project 
under this section shall be conducted for a 3- 
year period. 

(e) SEPARATE FROM OTHER DEMONSTRATION 
PROJECTS.—A project implemented by the Sec-
retary under this section shall not be conducted 
in conjunction with any other demonstration 
project. 
SEC. 5046. MEDICARE COORDINATED CARE DEM-

ONSTRATION PROJECT. 
(a) DEMONSTRATION PROJECTS.— 
(1) IN GENERAL.—The Secretary of Health and 

Human Services (in this section referred to as 
the ‘‘Secretary’’) shall conduct demonstration 
projects for the purpose of evaluating methods, 
such as case management and other models of 
coordinated care, that— 

(A) improve the quality of items and services 
provided to target individuals; and 

(B) reduce expenditures under the medicare 
program under title XVIII of the Social Security 
Act (42 U.S.C. 1395 et seq.) for items and services 
provided to target individuals. 

(2) TARGET INDIVIDUAL DEFINED.—In this sec-
tion, the term ‘‘target individual’’ means an in-
dividual that has a chronic illness, as defined 
and identified by the Secretary, and is enrolled 
under the fee-for-service program under parts A 
and B of title XVIII of the Social Security Act 
(42 U.S.C. 1395c et seq.; 1395j et seq.). 

(b) PROGRAM DESIGN.— 
(1) INITIAL DESIGN.—The Secretary shall 

evaluate best practices in the private sector of 
methods of coordinated care for a period of 1 
year and design the demonstration project based 
on such evaluation. 

(2) NUMBER AND PROJECT AREAS.—Not later 
than 2 years after the date of enactment of this 
Act, the Secretary shall implement at least 9 
demonstration projects, including— 

(A) 6 projects in urban areas; and 
(B) 3 projects in rural areas. 

(3) EXPANSION OF PROJECTS; IMPLEMENTATION 
OF DEMONSTRATION PROJECT RESULTS.— 

(A) EXPANSION OF PROJECTS.—If the initial re-
port under subsection (c) contains an evaluation 
that demonstration projects— 

(i) reduce expenditures under the medicare 
program; or 

(ii) do not increase expenditures under the 
medicare program and increase the quality of 
health care services provided to target individ-
uals and satisfaction of beneficiaries and health 
care providers; 
the Secretary shall continue the existing dem-
onstration projects and may expand the number 
of demonstration projects. 

(B) IMPLEMENTATION OF DEMONSTRATION 
PROJECT RESULTS.—If a report under subsection 
(c) contains an evaluation as described in sub-
paragraph (A), the Secretary may issue regula-
tions to implement, on a permanent basis, the 
components of the demonstration project that 
are beneficial to the medicare program. 

(c) REPORT TO CONGRESS.— 
(1) IN GENERAL.—Not later than 2 years after 

the Secretary implements the initial demonstra-
tion projects under this section, and biannually 
thereafter, the Secretary shall submit to Con-
gress a report regarding the demonstration 
projects conducted under this section. 

(2) CONTENTS OF REPORT.—The report in para-
graph (1) shall include the following: 

(A) A description of the demonstration 
projects conducted under this section. 

(B) An evaluation of— 
(i) the cost-effectiveness of the demonstration 

projects; 
(ii) the quality of the health care services pro-

vided to target individuals under the demonstra-
tion projects; and 

(iii) beneficiary and health care provider sat-
isfaction under the demonstration project. 

(C) Any other information regarding the dem-
onstration projects conducted under this section 
that the Secretary determines to be appropriate. 

(d) WAIVER AUTHORITY.—The Secretary shall 
waive compliance with the requirements of titles 
XI, XVIII, and XIX of the Social Security Act 
(42 U.S.C. 1301 et seq., 1395 et seq., 1396 et seq.) 
to such extent and for such period as the Sec-
retary determines is necessary to conduct dem-
onstration projects. 

(e) FUNDING.— 
(1) DEMONSTRATION PROJECTS.— 
(A) IN GENERAL.—The Secretary shall provide 

for the transfer from the Federal Hospital Insur-
ance Trust Fund and the Federal Supple-
mentary Insurance Trust Fund under title 
XVIII of the Social Security Act (42 U.S.C. 
1395i, 1395t), in such proportions as the Sec-
retary determines to be appropriate, of such 
funds as are necessary for the costs of carrying 
out the demonstration projects under this sec-
tion. 

(B) LIMITATION.—In conducting the dem-
onstration project under this section, the Sec-
retary shall ensure that the aggregate payments 
made by the Secretary do not exceed the amount 
which the Secretary would have paid if the dem-
onstration projects under this section were not 
implemented. 

(2) EVALUATION AND REPORT.—There are au-
thorized to be appropriated such sums as are 
necessary for the purpose of developing and 
submitting the report to Congress under sub-
section (c). 
SEC. 5047. ESTABLISHMENT OF MEDICARE REIM-

BURSEMENT DEMONSTRATION 
PROJECTS. 

Title XVIII (42 U.S.C. 1395 et seq.) (as amend-
ed by section 5343) is amended by adding at the 
end the following: 

‘‘MEDICARE SUBVENTION DEMONSTRATION 
PROJECT FOR VETERANS 

‘‘SEC. 1896. (a) DEFINITIONS.—In this section: 
‘‘(1) ADMINISTERING SECRETARIES.—The term 

‘administering Secretaries’ means the Secretary 
and the Secretary of Veterans Affairs acting 
jointly. 
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‘‘(2) DEMONSTRATION PROJECT; PROJECT.—The 

terms ‘demonstration project’ and ‘project’ mean 
the demonstration project carried out under this 
section. 

‘‘(3) MILITARY RETIREE.—The term ‘military 
retiree’ means a member or former member of the 
Armed Forces who is entitled to retired pay. 

‘‘(4) TARGETED MEDICARE-ELIGIBLE VET-
ERAN.—The term ‘targeted medicare-eligible vet-
eran’ means an individual who— 

‘‘(A) is a veteran (as defined in section 101(2) 
of title 38, United States Code) and is described 
in section 1710(a)(3) of title 38, United States 
Code; and 

‘‘(B) is entitled to benefits under part A of 
this title and is enrolled under part B of this 
title. 

‘‘(5) TRUST FUNDS.—The term ‘trust funds’ 
means the Federal Hospital Insurance Trust 
Fund established in section 1817 and the Federal 
Supplementary Medical Insurance Trust Fund 
established in section 1841. 

‘‘(b) DEMONSTRATION PROJECT.— 
‘‘(1) IN GENERAL.— 
‘‘(A) ESTABLISHMENT.—The administering Sec-

retaries are authorized to establish a demonstra-
tion project (under an agreement entered into by 
the administering Secretaries) under which the 
Secretary shall reimburse the Secretary of Vet-
erans Affairs, from the trust funds, for medicare 
health care services furnished to certain tar-
geted medicare-eligible veterans. 

‘‘(B) AGREEMENT.—The agreement entered 
into under subparagraph (A) shall include at a 
minimum— 

‘‘(i) a description of the benefits to be pro-
vided to the participants of the demonstration 
project established under this section; 

‘‘(ii) a description of the eligibility rules for 
participation in the demonstration project, in-
cluding any criteria established under sub-
section (c) and any cost sharing under sub-
section (d); 

‘‘(iii) a description of how the demonstration 
project will satisfy the requirements under this 
title; 

‘‘(iv) a description of the sites selected under 
paragraph (2); 

‘‘(v) a description of how reimbursement and 
maintenance of effort requirements under sub-
section (l) will be implemented in the demonstra-
tion project; and 

‘‘(vi) a statement that the Secretary shall 
have access to all data of the Department of 
Veterans Affairs that the Secretary determines 
is necessary to conduct independent estimates 
and audits of the maintenance of effort require-
ment, the annual reconciliation, and related 
matters required under the demonstration 
project. 

‘‘(2) NUMBER OF SITES.—The administering 
Secretaries shall establish a plan for the selec-
tion of up to 12 medical centers under the juris-
diction of the Secretary of Veterans Affairs and 
located in geographically dispersed locations to 
participate in the project. 

‘‘(3) GENERAL CRITERIA.—The selection plan 
shall favor selection of those medical centers 
that are suited to serve targeted medicare-eligi-
ble individuals because— 

‘‘(A) there is a high potential demand by tar-
geted medicare-eligible veterans for their serv-
ices; 

‘‘(B) they have sufficient capability in billing 
and accounting to participate; 

‘‘(C) they have favorable indicators of quality 
of care, including patient satisfaction; 

‘‘(D) they deliver a range of services required 
by targeted medicare-eligible veterans; and 

‘‘(E) they meet other relevant factors identi-
fied in the plan. 

‘‘(4) MEDICAL CENTER NEAR CLOSED BASE.— 
The administering Secretaries shall endeavor to 
include at least 1 medical center that is in the 
same catchment area as a military medical facil-
ity which was closed pursuant to either of the 
following laws: 

‘‘(A) The Defense Base Closure and Realign-
ment Act of 1990. 

‘‘(B) Title II of the Defense Authorization 
Amendments and Base Closure and Realignment 
Act. 

‘‘(5) RESTRICTION.—No new facilities will be 
built or expanded with funds from the dem-
onstration project. 

‘‘(6) DURATION.—The administering Secre-
taries shall conduct the demonstration project 
during the 3-year period beginning on January 
1, 1998. 

‘‘(c) VOLUNTARY PARTICIPATION.—Participa-
tion of targeted medicare-eligible veterans in the 
demonstration project shall be voluntary, sub-
ject to the capacity of participating medical cen-
ters and the funding limitations specified in 
subsection (l), and shall be subject to such terms 
and conditions as the administering Secretaries 
may establish. In the case of a demonstration 
project at a medical center described in sub-
section (b)(3), targeted medicare-eligible vet-
erans who are military retirees shall be given 
preference in participating in the project. 

‘‘(d) COST SHARING.—The Secretary of Vet-
erans Affairs may establish cost-sharing require-
ments for veterans participating in the dem-
onstration project. If such cost sharing require-
ments are established, those requirements shall 
be the same as the requirements that apply to 
targeted medicare-eligible patients at non-
governmental facilities. 

‘‘(e) CREDITING OF PAYMENTS.—A payment re-
ceived by the Secretary of Veterans Affairs 
under the demonstration project shall be cred-
ited to the applicable Department of Veterans 
Affairs medical appropriation and (within that 
appropriation) to funds that have been allotted 
to the medical center that furnished the services 
for which the payment is made. Any such pay-
ment received during a fiscal year for services 
provided during a prior fiscal year may be obli-
gated by the Secretary of Veterans Affairs dur-
ing the fiscal year during which the payment is 
received. 

‘‘(f) AUTHORITY TO WAIVE CERTAIN MEDICARE 
REQUIREMENTS.—The Secretary may, to the ex-
tent necessary to carry out the demonstration 
project, waive any requirement under this title. 
If the Secretary waives any such requirement, 
the Secretary shall include a description of such 
waiver in the agreement described in subsection 
(b)(1)(B). 

‘‘(g) INSPECTOR GENERAL.—Nothing in the 
agreement entered into under subsection (b) 
shall limit the Inspector General of the Depart-
ment of Health and Human Services from inves-
tigating any matters regarding the expenditure 
of funds under this title for the demonstration 
project, including compliance with the provi-
sions of this title and all other relevant laws. 

‘‘(h) REPORT.—At least 30 days prior to the 
commencement of the demonstration project, the 
administering Secretaries shall submit a copy of 
the agreement entered into under subsection (b) 
to the committees of jurisdiction in Congress. 

‘‘(i) MANAGED HEALTH CARE PLANS.—(1) In 
carrying out the demonstration project, the Sec-
retary of Veterans Affairs may establish and op-
erate managed health care plans. 

‘‘(2) Any such plan shall be operated by or 
through a Department of Veterans Affairs med-
ical center or group of medical centers and may 
include the provision of health care services 
through other facilities under the jurisdiction of 
the Secretary of Veterans Affairs as well as pub-
lic and private entities under arrangements 
made between the Department and the other 
public or private entity concerned. Any such 
managed health care plan shall be established 
and operated in conformance with standards 
prescribed by the administering Secretaries. 

‘‘(3) The administering Secretaries shall pre-
scribe the minimum health care benefits to be 
provided under such a plan to veterans enrolled 
in the plan. Those benefits shall include at least 
all health care services covered under the medi-
care program under this title. 

‘‘(4) The establishment of a managed health 
care plan under this section shall be counted as 

the selection of a medical center for purposes of 
applying the numerical limitation under sub-
section (b)(1). 

‘‘(j) MEDICAL CENTER REQUIREMENTS.—The 
Secretary of Veterans Affairs may establish a 
managed health care plan using 1 or more med-
ical centers and other facilities only after the 
Secretary of Veterans Affairs submits to Con-
gress a report setting forth a plan for the use of 
such centers and facilities. The plan may not be 
implemented until the Secretary of Veterans Af-
fairs has received from the Inspector General of 
the Department of Veterans Affairs, and has 
forwarded to Congress, certification of each of 
the following: 

‘‘(1) The cost accounting system of the Vet-
erans Health Administration (known as the De-
cision Support System) is operational and is pro-
viding reliable cost information on care deliv-
ered on an inpatient and outpatient basis at 
such centers and facilities. 

‘‘(2) The centers and facilities have operated 
in conformity with the eligibility reform amend-
ments made by title I of the Veterans Health 
Care Act of 1996 for not less than 3 months. 

‘‘(3) The centers and facilities have developed 
a credible plan (on the basis of market surveys, 
data from the Decision Support System, actu-
arial analysis, and other appropriate methods 
and taking into account the level of payment 
under subsection (l) and the costs of providing 
covered services at the centers and facilities) to 
minimize, to the extent feasible, the risk that ap-
propriated funds allocated to the centers and fa-
cilities will be required to meet the centers’ and 
facilities’ obligation to targeted medicare-eligible 
veterans under the demonstration project. 

‘‘(4) The centers and facilities collectively 
have available capacity to provide the con-
tracted benefits package to a sufficient number 
of targeted medicare-eligible veterans. 

‘‘(5) The entity administering the health plan 
has sufficient systems and safeguards in place 
to minimize any risk that instituting the man-
aged care model will result in reducing the qual-
ity of care delivered to enrollees in the dem-
onstration project or to other veterans receiving 
care under paragraphs subsection (1) or (2) of 
section 1710(a) of title 38, United States Code. 

‘‘(k) RESERVES.—The Secretary of Veterans 
Affairs shall maintain such reserves as may be 
necessary to ensure against the risk that appro-
priated funds, allocated to medical centers and 
facilities participating in the demonstration 
project through a managed health care plan 
under this section, will be required to meet the 
obligations of those medical centers and facili-
ties to targeted medicare-eligible veterans. 

‘‘(l) PAYMENTS BASED ON REGULAR MEDICARE 
PAYMENT RATES.— 

‘‘(1) PAYMENTS.— 
‘‘(A) IN GENERAL.—Subject to the succeeding 

provisions of this subsection, the Secretary shall 
reimburse the Secretary of Veterans Affairs for 
services provided under the demonstration 
project at the following rates: 

‘‘(i) NONCAPITATION.—Except as provided in 
clause (ii) and subject to subparagraphs (B)(i) 
and (D), at a rate equal to 95 percent of the 
amounts that otherwise would be payable under 
this title on a noncapitated basis for such serv-
ices if the medical center were not a Federal 
medical center, were participating in the pro-
gram, and imposed charges for such services. 

‘‘(ii) CAPITATION.—Subject to subparagraphs 
(B)(ii) and (D), in the case of services provided 
to an enrollee under a managed health care 
plan established under subsection (i), at a rate 
equal to 95 percent of the amount paid to a 
Medicare Choice organization under part C with 
respect to such an enrollee. 
In cases in which a payment amount may not 
otherwise be readily computed, the Secretaries 
shall establish rules for computing equivalent or 
comparable payment amounts. 

‘‘(B) EXCLUSION OF CERTAIN AMOUNTS.— 
‘‘(i) NONCAPITATION.—In computing the 

amount of payment under subparagraph (A)(i), 
the following shall be excluded: 
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(i) DISPROPORTIONATE SHARE HOSPITAL AD-

JUSTMENT.—Any amount attributable to an ad-
justment under subsection (d)(5)(F) of section 
1886 of the Social Security Act (42 U.S.C. 
1395ww). 

(ii) DIRECT GRADUATE MEDICAL EDUCATION 
PAYMENTS.—Any amount attributable to a pay-
ment under subsection (h) of such section. 

(iii) PERCENTAGE OF INDIRECT MEDICAL EDU-
CATION ADJUSTMENT.—40 percent of any amount 
attributable to the adjustment under subsection 
(d)(5)(B) of such section. 

(iv) PERCENTAGE OF CAPITAL PAYMENTS.—67 
percent of any amounts attributable to pay-
ments for capital-related costs under subsection 
(g) of such section. 

‘‘(ii) CAPITATION.—In the case of years before 
2001, in computing the amount of payment 
under subparagraph (A)(ii), the payment rate 
shall be computed as though the amounts ex-
cluded under clause (i) had been excluded in the 
determination of the amount paid to a Medicare 
Choice organization under part C with respect 
to an enrollee. 

‘‘(C) PERIODIC PAYMENTS FROM MEDICARE 
TRUST FUNDS.—Payments under this subsection 
shall be made— 

‘‘(i) on a periodic basis consistent with the pe-
riodicity of payments under this title; and 

‘‘(ii) in appropriate part, as determined by the 
Secretary, from the trust funds. 

‘‘(D) ANNUAL LIMIT ON MEDICARE PAYMENTS.— 
The amount paid to the Department of Veterans 
Affairs under this subsection for any year for 
the demonstration project may not exceed 
$50,000,000. 

‘‘(2) REDUCTION IN PAYMENT FOR VA FAILURE 
TO MAINTAIN EFFORT.— 

‘‘(A) IN GENERAL.—In order to avoid shifting 
onto the medicare program under this title costs 
previously assumed by the Department of Vet-
erans Affairs for the provision of medicare-cov-
ered services to targeted medicare-eligible vet-
erans, the payment amount under this sub-
section for the project for a fiscal year shall be 
reduced by the amount (if any) by which— 

‘‘(i) the amount of the VA effort level for tar-
geted veterans (as defined in subparagraph (B)) 
for the fiscal year ending in such year, is less 
than 

‘‘(ii) the amount of the VA effort level for tar-
geted veterans for fiscal year 1997. 

‘‘(B) VA EFFORT LEVEL FOR TARGETED VET-
ERANS DEFINED.—For purposes of subparagraph 
(A), the term ‘VA effort level for targeted vet-
erans’ means, for a fiscal year, the amount, as 
estimated by the administering Secretaries, that 
would have been expended under the medicare 
program under this title for VA-provided medi-
care-covered services for targeted veterans (as 
defined in subparagraph (C)) for that fiscal year 
if benefits were available under the medicare 
program for those services. Such amount does 
not include expenditures attributable to services 
for which reimbursement is made under the dem-
onstration project. 

‘‘(C) VA-PROVIDED MEDICARE-COVERED SERV-
ICES FOR TARGETED VETERANS.—For purposes of 
subparagraph (B), the term ‘VA-provided medi-
care-covered services for targeted veterans’ 
means, for a fiscal year, items and services— 

‘‘(i) that are provided during the fiscal year 
by the Department of Veterans Affairs to tar-
geted medicare-eligible veterans; 

‘‘(ii) that constitute hospital care and medical 
services under chapter 17 of title 38, United 
States Code; and 

‘‘(iii) for which benefits would be available 
under the medicare program under this title if 
they were provided other than by a Federal pro-
vider of services that does not charge for those 
services. 

‘‘(3) ASSURING NO INCREASE IN COST TO MEDI-
CARE PROGRAM.— 

‘‘(A) MONITORING EFFECT OF DEMONSTRATION 
PROGRAM ON COSTS TO MEDICARE PROGRAM.— 

‘‘(i) IN GENERAL.—The Secretaries, in con-
sultation with the Comptroller General, shall 

closely monitor the expenditures made under the 
medicare program for targeted medicare-eligible 
veterans during the period of the demonstration 
project compared to the expenditures that would 
have been made for such veterans during that 
period if the demonstration project had not been 
conducted. 

‘‘(ii) ANNUAL REPORT BY THE COMPTROLLER 
GENERAL.—Not later than December 31 of each 
year during which the demonstration project is 
conducted, the Comptroller General shall submit 
to the Secretaries and the appropriate commit-
tees of Congress a report on the extent, if any, 
to which the costs of the Secretary under the 
medicare program under this title increased dur-
ing the preceding fiscal year as a result of the 
demonstration project. 

‘‘(B) REQUIRED RESPONSE IN CASE OF INCREASE 
IN COSTS.— 

‘‘(i) IN GENERAL.—If the administering Secre-
taries find, based on subparagraph (A), that the 
expenditures under the medicare program under 
this title increased (or are expected to increase) 
during a fiscal year because of the demonstra-
tion project, the administering Secretaries shall 
take such steps as may be needed— 

‘‘(I) to recoup for the medicare program the 
amount of such increase in expenditures; and 

‘‘(II) to prevent any such increase in the fu-
ture. 

‘‘(ii) STEPS.—Such steps— 
‘‘(I) under clause (i)(I) shall include payment 

of the amount of such increased expenditures by 
the Secretary of Veterans Affairs from the cur-
rent medical care appropriation of the Depart-
ment of Veterans Affairs to the trust funds; and 

‘‘(II) under clause (i)(II) shall include sus-
pending or terminating the demonstration 
project (in whole or in part) or lowering the 
amount of payment under paragraph (1)(A). 

‘‘(m) EVALUATION AND REPORTS.— 
‘‘(1) INDEPENDENT EVALUATION.—The admin-

istering Secretaries shall arrange for an inde-
pendent entity with expertise in the evaluation 
of health services to conduct an evaluation of 
the demonstration project. The entity shall sub-
mit annual reports on the demonstration project 
to the administering Secretaries and to the com-
mittees of jurisdiction in the Congress. The first 
report shall be submitted not later than 12 
months after the date on which the demonstra-
tion project begins operation, and the final re-
port not later than 31⁄2 years after that date. 
The evaluation and reports shall include an as-
sessment, based on the agreement entered into 
under subsection (b), of the following: 

‘‘(A) The cost to the Department of Veterans 
Affairs of providing care to veterans under the 
project. 

‘‘(B) Compliance of participating medical cen-
ters with applicable measures of quality of care, 
compared to such compliance for other medi-
care-participating medical centers. 

‘‘(C) A comparison of the costs of medical cen-
ters’ participation in the program with the reim-
bursements provided for services of such medical 
centers. 

‘‘(D) Any savings or costs to the medicare pro-
gram under this title from the project. 

‘‘(E) Any change in access to care or quality 
of care for targeted medicare-eligible veterans 
participating in the project. 

‘‘(F) Any effect of the project on the access to 
care and quality of care for targeted medicare- 
eligible veterans not participating in the project 
and other veterans not participating in the 
project. 

‘‘(G) The provision of services under managed 
health care plans under subsection (l), including 
the circumstances (if any) under which the Sec-
retary of Veterans Affairs uses reserves de-
scribed in subsection (k) and the Secretary of 
Veterans Affairs’ response to such cir-
cumstances (including the termination of man-
aged health care plans requiring the use of such 
reserves). 

‘‘(H) Any effect that the demonstration 
project has on the enrollment in Medicare 

Choice organizations under part C of this title 
in the established site areas. 

‘‘(2) REPORT ON EXTENSION AND EXPANSION OF 
DEMONSTRATION PROJECT.—Not later than six 
months after the date of the submission of the 
penultimate report under paragraph (1), the ad-
ministering Secretaries shall submit to Congress 
a report containing their recommendation as 
to— 

‘‘(A) whether to extend the demonstration 
project or make the project permanent; 

‘‘(B) whether to expand the project to cover 
additional sites and areas and to increase the 
maximum amount of reimbursement (or the max-
imum amount of reimbursement permitted for 
managed health care plans under this section) 
under the project in any year; and 

‘‘(C) whether the terms and conditions of the 
project should be continued (or modified) if the 
project is extended or expanded. 

‘‘MEDICARE SUBVENTION DEMONSTRATION 
PROJECT FOR MILITARY RETIREES 

‘‘SEC. 1897. (a) DEFINITIONS.—In this section: 
‘‘(1) ADMINISTERING SECRETARIES.—The term 

‘administering Secretaries’ means the Secretary 
and the Secretary of Defense acting jointly. 

‘‘(2) DEMONSTRATION PROJECT; PROJECT.—The 
terms ‘demonstration project’ and ‘project’ mean 
the demonstration project carried out under this 
section. 

‘‘(3) DESIGNATED PROVIDER.—The term ‘des-
ignated provider’ has the meaning given that 
term in section 721(5) of the National Defense 
Authorization Act For Fiscal Year 1997 (Public 
Law 104–201; 110 Stat. 2593; 10 U.S.C. 1073 note). 

‘‘(4) MEDICARE-ELIGIBLE MILITARY RETIREE OR 
DEPENDENT.—The term ‘medicare-eligible mili-
tary retiree or dependent’ means an individual 
described in section 1074(b) or 1076(b) of title 10, 
United States Code, who— 

‘‘(A) would be eligible for health benefits 
under section 1086 of such title by reason of sub-
section (c)(1) of such section 1086 but for the op-
eration of subsection (d) of such section 1086; 

‘‘(B)(i) is entitled to benefits under part A of 
this title; and 

‘‘(ii) if the individual was entitled to such 
benefits before July 1, 1996, received health care 
items or services from a health care facility of 
the uniformed services before that date, but 
after becoming entitled to benefits under part A 
of this title; 

‘‘(C) is enrolled for benefits under part B of 
this title; and 

‘‘(D) has attained age 65. 
‘‘(5) MEDICARE HEALTH CARE SERVICES.—The 

term ‘medicare health care services’ means items 
or services covered under part A or B of this 
title. 

‘‘(6) MILITARY TREATMENT FACILITY.—The 
term ‘military treatment facility’ means a facil-
ity referred to in section 1074(a) of title 10, 
United States Code. 

‘‘(7) TRICARE.—The term ‘TRICARE’ has the 
same meaning as the term ‘TRICARE program’ 
under section 711 of the National Defense Au-
thorization Act for Fiscal Year 1996 (10 U.S.C. 
1073 note). 

‘‘(5) TRUST FUNDS.—The term ‘trust funds’ 
means the Federal Hospital Insurance Trust 
Fund established in section 1817 and the Federal 
Supplementary Medical Insurance Trust Fund 
established in section 1841. 

‘‘(b) DEMONSTRATION PROJECT.— 
‘‘(1) IN GENERAL.— 
‘‘(A) ESTABLISHMENT.—The administering Sec-

retaries are authorized to establish a demonstra-
tion project (under an agreement entered into by 
the administering Secretaries) under which the 
Secretary shall reimburse the Secretary of De-
fense, from the trust funds, for medicare health 
care services furnished to certain medicare-eligi-
ble military retirees or dependents. 

‘‘(B) AGREEMENT.—The agreement entered 
into under subparagraph (A) shall include at a 
minimum— 

‘‘(i) a description of the benefits to be pro-
vided to the participants of the demonstration 
project established under this section; 
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‘‘(ii) a description of the eligibility rules for 

participation in the demonstration project, in-
cluding any cost sharing requirements estab-
lished under subsection (h); 

‘‘(iii) a description of how the demonstration 
project will satisfy the requirements under this 
title; 

‘‘(iv) a description of the sites selected under 
paragraph (2); 

‘‘(v) a description of how reimbursement and 
maintenance of effort requirements under sub-
section (j) will be implemented in the demonstra-
tion project; and 

‘‘(vi) a statement that the Secretary shall 
have access to all data of the Department of De-
fense that the Secretary determines is necessary 
to conduct independent estimates and audits of 
the maintenance of effort requirement, the an-
nual reconciliation, and related matters re-
quired under the demonstration project. 

‘‘(2) IN GENERAL.—The project established 
under this section shall be conducted in no more 
than 6 sites, designated jointly by the admin-
istering Secretaries after review of all TRICARE 
regions. 

‘‘(3) RESTRICTION.—No new military treatment 
facilities will be built or expanded with funds 
from the demonstration project. 

‘‘(4) DURATION.—The administering Secre-
taries shall conduct the demonstration project 
during the 3-year period beginning on January 
1, 1998. 

‘‘(c) CREDITING OF PAYMENTS.—A payment re-
ceived by the Secretary of Defense under the 
demonstration project shall be credited to the 
applicable Department of Defense medical ap-
propriation and (within that appropriation). 
Any such payment received during a fiscal year 
for services provided during a prior fiscal year 
may be obligated by the Secretary of Defense 
during the fiscal year during which the pay-
ment is received. 

‘‘(d) AUTHORITY TO WAIVE CERTAIN MEDI-
CARE REQUIREMENTS.—The Secretary may, to 
the extent necessary to carry out the demonstra-
tion project, waive any requirement under this 
title. If the Secretary waives any such require-
ment, the Secretary shall include a description 
of such waiver in the agreement described in 
subsection (b). 

‘‘(e) INSPECTOR GENERAL.—Nothing in the 
agreement entered into under subsection (b) 
shall limit the Inspector General of the Depart-
ment of Health and Human Services from inves-
tigating any matters regarding the expenditure 
of funds under this title for the demonstration 
project, including compliance with the provi-
sions of this title and all other relevant laws. 

‘‘(f) REPORT.—At least 30 days prior to the 
commencement of the demonstration project, the 
administering Secretaries shall submit a copy of 
the agreement entered into under subsection (b) 
to the committees of jurisdiction in Congress. 

‘‘(g) VOLUNTARY PARTICIPATION.—Participa-
tion of medicare-eligible military retirees or de-
pendents in the demonstration project shall be 
voluntary, subject to the capacity of partici-
pating military treatment facilities and des-
ignated providers and the funding limitations 
specified in subsection (j), and shall be subject 
to such terms and conditions as the admin-
istering Secretaries may establish. 

‘‘(h) COST-SHARING BY DEMONSTRATION EN-
ROLLEES.—The Secretary of Defense may estab-
lish cost-sharing requirements for medicare-eli-
gible military retirees and dependents who en-
roll in the demonstration project consistent with 
part C of this title. 

‘‘(i) TRICARE HEALTH CARE PLANS.— 
‘‘(1) TRICARE PROGRAM ENROLLMENT FEE 

WAIVER.—The Secretary of Defense shall waive 
the enrollment fee applicable to any medicare- 
eligible military retiree or dependent enrolled in 
the managed care option of the TRICARE pro-
gram for any period for which reimbursement is 
made under this section with respect to such re-
tiree or dependent. 

‘‘(2) MODIFICATION OF TRICARE CONTRACTS.— 
In carrying out the demonstration project, the 

Secretary of Defense is authorized to amend ex-
isting TRICARE contracts in order to provide 
the medicare health care services to the medi-
care-eligible military retirees and dependents 
enrolled in the demonstration project. 

‘‘(3) HEALTH CARE BENEFITS.—The admin-
istering Secretaries shall prescribe the minimum 
health care benefits to be provided under such a 
plan to medicare-eligible military retirees or de-
pendents enrolled in the plan. Those benefits 
shall include at least all medicare health care 
services covered under this title. 

‘‘(j) PAYMENTS BASED ON REGULAR MEDICARE 
PAYMENT RATES.— 

‘‘(1) PAYMENTS.— 
‘‘(A) IN GENERAL.—Subject to the succeeding 

provisions of this subsection, the Secretary shall 
reimburse the Secretary of Defense for services 
provided under the demonstration project at the 
following rates: 

‘‘(i) NONCAPITATION.—Except as provided in 
clause (ii) and subject to subparagraphs (B)(i) 
and (D), at a rate equal to 95 percent of the 
amounts that otherwise would be payable under 
this title on a noncapitated basis for such serv-
ices if the military treatment facility or des-
ignated provider were not a Federal medical 
center, were participating in the program, and 
imposed charges for such services. 

‘‘(ii) CAPITATION.—Subject to subparagraphs 
(B)(ii) and (D), in the case of services provided 
to an enrollee under a managed health care 
plan established under subsection (i), at a rate 
equal to 95 percent of the amount paid to a 
Medicare Choice organization under part C with 
respect to such an enrollee. 
In cases in which a payment amount may not 
otherwise be readily computed, the Secretaries 
shall establish rules for computing equivalent or 
comparable payment amounts. 

‘‘(B) EXCLUSION OF CERTAIN AMOUNTS.— 
‘‘(i) NONCAPITATION.—In computing the 

amount of payment under subparagraph (A)(i), 
the following shall be excluded: 

‘‘(I) SPECIAL PAYMENTS.—Any amount attrib-
utable to an adjustment under subparagraphs 
(B) and (F) of section 1886(d)(5) and subsection 
(h) of such section. 

‘‘(II) PERCENTAGE OF CAPITAL PAYMENTS.—An 
amount determined by the administering Secre-
taries for amounts attributable to payments for 
capital-related costs under subsection (g) of 
such section. 

‘‘(ii) CAPITATION.—In the case of years before 
2001, in computing the amount of payment 
under subparagraph (A)(ii), the payment rate 
shall be computed as though the amounts ex-
cluded under clause (i) had been excluded in the 
determination of the amount paid to a Medicare 
Choice organization under part C with respect 
to an enrollee. 

‘‘(C) PERIODIC PAYMENTS FROM MEDICARE 
TRUST FUNDS.—Payments under this subsection 
shall be made— 

‘‘(i) on a periodic basis consistent with the pe-
riodicity of payments under this title; and 

‘‘(ii) in appropriate part, as determined by the 
Secretary, from the trust funds. 

‘‘(D) CAP ON AMOUNT.—The aggregate amount 
to be reimbursed under this paragraph pursuant 
to the agreement entered into between the ad-
ministering Secretaries under subsection (b) 
shall not exceed a total of— 

‘‘(i) $55,000,000 for calendar year 1998; 
‘‘(ii) $65,000,000 for calendar year 1999; and 
‘‘(iii) $75,000,000 for calendar year 2000. 
‘‘(2) ASSURING NO INCREASE IN COST TO MEDI-

CARE PROGRAM.— 
‘‘(A) MONITORING EFFECT OF DEMONSTRATION 

PROGRAM ON COSTS TO MEDICARE PROGRAM.— 
‘‘(i) IN GENERAL.—The Secretaries, in con-

sultation with the Comptroller General, shall 
closely monitor the expenditures made under the 
medicare program for medicare-eligible military 
retirees or dependents during the period of the 
demonstration project compared to the expendi-
tures that would have been made for such medi-
care-eligible military retirees or dependents dur-

ing that period if the demonstration project had 
not been conducted. The agreement entered into 
by the administering Secretaries under sub-
section (b) shall require any participating mili-
tary treatment facility to maintain the level of 
effort for space available care to medicare-eligi-
ble military retirees or dependents. 

‘‘(ii) ANNUAL REPORT BY THE COMPTROLLER 
GENERAL.—Not later than December 31 of each 
year during which the demonstration project is 
conducted, the Comptroller General shall submit 
to the Secretaries and the appropriate commit-
tees of Congress a report on the extent, if any, 
to which the costs of the Secretary under the 
medicare program under this title increased dur-
ing the preceding fiscal year as a result of the 
demonstration project. 

‘‘(B) REQUIRED RESPONSE IN CASE OF INCREASE 
IN COSTS.— 

‘‘(i) IN GENERAL.—If the administering Secre-
taries find, based on subparagraph (A), that the 
expenditures under the medicare program under 
this title increased (or are expected to increase) 
during a fiscal year because of the demonstra-
tion project, the administering Secretaries shall 
take such steps as may be needed— 

‘‘(I) to recoup for the medicare program the 
amount of such increase in expenditures; and 

‘‘(II) to prevent any such increase in the fu-
ture. 

‘‘(ii) STEPS.—Such steps— 
‘‘(I) under clause (i)(I) shall include payment 

of the amount of such increased expenditures by 
the Secretary of Defense from the current med-
ical care appropriation of the Department of De-
fense to the trust funds; and 

‘‘(II) under clause (i)(II) shall include sus-
pending or terminating the demonstration 
project (in whole or in part) or lowering the 
amount of payment under paragraph (1)(A). 

‘‘(k) EVALUATION AND REPORTS.— 
‘‘(1) INDEPENDENT EVALUATION.—The admin-

istering Secretaries shall arrange for an inde-
pendent entity with expertise in the evaluation 
of health services to conduct an evaluation of 
the demonstration project. The entity shall sub-
mit annual reports on the demonstration project 
to the administering Secretaries and to the com-
mittees of jurisdiction in the Congress. The first 
report shall be submitted not later than 12 
months after the date on which the demonstra-
tion project begins operation, and the final re-
port not later than 31⁄2 years after that date. 
The evaluation and reports shall include an as-
sessment, based on the agreement entered into 
under subsection (b), of the following: 

‘‘(A) The number of medicare-eligible military 
retirees and dependents opting to participate in 
the demonstration project instead of receiving 
health benefits through another health insur-
ance plan (including benefits under this title). 

‘‘(B) Compliance by the Department of De-
fense with the requirements under this title. 

‘‘(C) The cost to the Department of Defense of 
providing care to medicare-eligible military retir-
ees and dependents under the demonstration 
project. 

‘‘(D) Compliance by the Department of De-
fense with the standards of quality required of 
entities that furnish medicare health care serv-
ices. 

‘‘(E) An analysis of whether, and in what 
manner, easier access to the uniformed services 
treatment system affects the number of medi-
care-eligible military retirees and dependents re-
ceiving medicare health care services. 

‘‘(F) Any savings or costs to the medicare pro-
gram under this title resulting from the dem-
onstration project. 

‘‘(G) An assessment of the access to care and 
quality of care for medicare-eligible military re-
tirees and dependents under the demonstration 
project. 

‘‘(H) Any impact of the demonstration project 
on the access to care for medicare-eligible mili-
tary retirees and dependents who did not enroll 
in the demonstration project and for other indi-
viduals entitled to benefits under this title. 
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‘‘(I) Any impact of the demonstration project 

on private health care providers. 
‘‘(J) Any impact of the demonstration project 

on access to care for active duty military per-
sonnel and their dependents. 

‘‘(K) A list of the health insurance plans and 
programs that were the primary payers for medi-
care-eligible military retirees and dependents 
during the year prior to their participation in 
the demonstration project and the distribution 
of their previous enrollment in such plans and 
programs. 

‘‘(L) An identification of cost-shifting (if any) 
between the medicare program under this title 
and the Defense health program as a result of 
the demonstration project and a description of 
the nature of any such cost-shifting. 

‘‘(M) An analysis of how the demonstration 
project affects the overall accessibility of the 
uniformed services treatment system and the 
amount of space available for point-of-service 
care, and a description of the unintended effects 
(if any) upon the normal treatment priority sys-
tem. 

‘‘(N) A description of the difficulties (if any) 
experienced by the Department of Defense in 
managing the demonstration project. 

‘‘(O) A description of the effects of the dem-
onstration project on military treatment facility 
readiness and training and the probable effects 
of the project on overall Department of Defense 
medical readiness and training. 

‘‘(P) A description of the effects that the dem-
onstration project, if permanent, would be ex-
pected to have on the overall budget of the De-
fense health program, the budgets of individual 
military treatment facilities and designated pro-
viders, and on the budget of the medicare pro-
gram under this title. 

‘‘(Q) An analysis of whether the demonstra-
tion project affects the cost to the Department of 
Defense of prescription drugs or the accessi-
bility, availability, and cost of such drugs to 
demonstration program beneficiaries. 

‘‘(R) Any additional elements specified in the 
agreement entered into under subsection (b). 

‘‘(2) REPORT ON EXTENSION AND EXPANSION OF 
DEMONSTRATION PROJECT.—Not later than six 
months after the date of the submission of the 
penultimate report under paragraph (1), the ad-
ministering Secretaries shall submit to Congress 
a report containing their recommendation as 
to— 

‘‘(A) whether to extend the demonstration 
project or make the project permanent; 

‘‘(B) whether to expand the project to cover 
additional sites and areas and to increase the 
maximum amount of reimbursement (or the max-
imum amount of reimbursement permitted for 
managed health care plans under this section) 
under the project in any year; and 

‘‘(C) whether the terms and conditions of the 
project should be continued (or modified) if the 
project is extended or expanded.’’. 

CHAPTER 6—TAX TREATMENT OF HOS-
PITALS PARTICIPATING IN PROVIDER- 
SPONSORED ORGANIZATIONS 

SEC. 5049. TAX TREATMENT OF HOSPITALS 
WHICH PARTICIPATE IN PROVIDER- 
SPONSORED ORGANIZATIONS. 

(a) IN GENERAL.—Section 501 of the Internal 
Revenue Code of 1986 (relating to exemption 
from tax on corporations, certain trusts, etc.) is 
amended by redesignating subsection (o) as sub-
section (p) and by inserting after subsection (n) 
the following new subsection: 

‘‘(o) TREATMENT OF HOSPITALS PARTICIPATING 
IN PROVIDER-SPONSORED ORGANIZATIONS.—An 
organization shall not fail to be treated as orga-
nized and operated exclusively for a charitable 
purpose for purposes of subsection (c)(3) solely 
because a hospital which is owned and operated 
by such organization participates in a provider- 
sponsored organization (as defined in section 
1853(e) of the Social Security Act), whether or 
not the provider-sponsored organization is ex-
empt from tax. For purposes of subsection (c)(3), 

any person with a material financial interest in 
such a provider-sponsored organization shall be 
treated as a private shareholder or individual 
with respect to the hospital.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall take effect on the date of 
enactment of this Act. 

Subtitle B—Prevention Initiatives 
SEC. 5101. ANNUAL SCREENING MAMMOGRAPHY 

FOR WOMEN OVER AGE 39. 
(a) IN GENERAL.—Section 1834(c)(2)(A) (42 

U.S.C. 1395m(c)(2)(A)) is amended by striking 
clauses (iii), (iv), and (v) and inserting the fol-
lowing: 

‘‘(iii) in the case of a woman over 39 years of 
age, payment may not be made under this part 
for screening mammography performed within 
11 months following the month in which a pre-
vious screening mammography was performed.’’. 

(b) WAIVER OF COINSURANCE.— 
(1) IN GENERAL.—Section 1834(c)(1)(C) (42 

U.S.C. 1395m(c)(1)(C)) is amended by striking 
‘‘80 percent of’’. 

(2) WAIVER OF COINSURANCE IN OUTPATIENT 
HOSPITAL SETTINGS.—The third sentence of sec-
tion 1866(a)(2)(A) (42 U.S.C. 1395cc(a)(2)(A)) is 
amended by inserting after ‘‘1861(s)(10)(A)’’ the 
following: ‘‘, with respect to screening mammog-
raphy (as defined in section 1861(jj),’’. 

(c) EFFECTIVE DATE.—The amendments made 
by subsection (a) apply to items and services 
furnished on or after January 1, 1998. 
SEC. 5102. COVERAGE OF COLORECTAL SCREEN-

ING. 
(a) IN GENERAL.—Section 1861 (42 U.S.C. 

1395x) is amended— 
(1) in subsection (s)(2)— 
(A) by striking ‘‘and’’ at the end of subpara-

graphs (N) and (O); and 
(B) by inserting after subparagraph (O) the 

following: 
‘‘(P) colorectal cancer screening tests (as de-

fined in subsection (oo)); and’’; and 
(2) by adding at the end the following: 

‘‘Colorectal Cancer Screening Test 
‘‘(oo)(1)(A) The term ‘colorectal cancer screen-

ing test’ means a procedure furnished to an in-
dividual that the Secretary prescribes in regula-
tions as appropriate for the purpose of early de-
tection of colorectal cancer, taking into account 
availability, effectiveness, costs, changes in 
technology and standards of medical practice, 
and such other factors as the Secretary con-
siders appropriate. 

‘‘(B) The Secretary shall consult with appro-
priate organizations in prescribing regulations 
under subparagraph (A).’’. 

(b) FREQUENCY AND PAYMENT LIMITS.—Sec-
tion 1834 (42 U.S.C. 1395m) is amended by insert-
ing after subsection (c) the following new sub-
section: 

‘‘(d) FREQUENCY AND PAYMENT LIMITS FOR 
COLORECTAL CANCER SCREENING TESTS.— 

‘‘(1) IN GENERAL.—The Secretary shall pre-
scribe regulations that— 

‘‘(A) establish frequency limits for colorectal 
cancer screening tests that take into account the 
risk status of an individual and that are con-
sistent with frequency limits for similar or re-
lated services; and 

‘‘(B) establish payment limits (including limits 
on charges of nonparticipating physicians) for 
colorectal cancer screening tests that are con-
sistent with payment limits for similar or related 
services. 

‘‘(2) REVISIONS.—The Secretary shall periodi-
cally review and, to the extent the Secretary 
considers appropriate, revise the frequency and 
payment limits established under paragraph (1). 

‘‘(3) FACTORS TO DETERMINE INDIVIDUALS AT 
RISK.—In establishing criteria for determining 
whether an individual is at risk for purposes of 
this subsection, the Secretary shall take into 
consideration family history, prior experience of 
cancer, a history of chronic digestive disease 
condition, and the presence of any appropriate 
recognized gene markers for colorectal cancer. 

‘‘(4) CONSULTATION.—In establishing and re-
vising frequency and payment limits under this 
subsection, the Secretary shall consult with ap-
propriate organizations.’’. 

(c) CONFORMING AMENDMENTS.—(1) Para-
graphs (1)(D) and (2)(D) of section 1833(a) (42 
U.S.C. 1395l(a)) are each amended by inserting 
‘‘or section 1834(d)’’ after ‘‘subsection (h)(1)’’. 

(2) Section 1833(h)(1)(A) (42 U.S.C. 
1395l(h)(1)(A)) is amended by striking ‘‘The Sec-
retary’’ and inserting ‘‘Subject to section 
1834(d), the Secretary’’. 

(3) Section 1862(a) (42 U.S.C. 1395y(a)) is 
amended— 

(A) in paragraph (1)— 
(i) in subparagraph (E), by striking ‘‘and’’ at 

the end, 
(ii) in subparagraph (F), by striking the semi-

colon at the end and inserting ‘‘, and’’, and 
(iii) by adding at the end the following new 

subparagraph: 
‘‘(G) in the case of colorectal cancer screening 

tests, which are performed more frequently than 
is covered under section 1834(d);’’; and 

(B) in paragraph (7), by striking ‘‘paragraph 
(1)(B) or under paragraph (1)(F)’’ and inserting 
‘‘subparagraph (B), (F), or (G) of paragraph 
(1)’’. 

(d) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to items and services 
furnished on or after January 1, 1998. 

(2) REGULATIONS.—The Secretary of Health 
and Human Services shall issue final regula-
tions described in sections 1861(oo) and 1834(d) 
of the Social Security Act (as added by this sec-
tion) within 3 months after the date of enact-
ment of this Act. 
SEC. 5103. DIABETES SCREENING TESTS. 

(a) DIABETES OUTPATIENT SELF-MANAGEMENT 
TRAINING SERVICES.— 

(1) IN GENERAL.—Section 1861(s) (42 U.S.C. 
1395x(s)), as amended by section 5102, is amend-
ed— 

(A) in subsection (s)(2)— 
(i) by striking ‘‘and’’ at the end of subpara-

graph (P); 
(ii) by inserting ‘‘and’’ at the end of subpara-

graph (Q); and 
(iii) by adding at the end the following: 
‘‘(R) diabetes outpatient self-management 

training services (as defined in subsection 
(pp));’’, and 

(B) by adding at the end the following: 

‘‘Diabetes Outpatient Self-Management 
Training Services 

‘‘(pp)(1) The term ‘diabetes outpatient self- 
management training services’ means edu-
cational and training services furnished to an 
individual with diabetes by a certified provider 
(as described in paragraph (2)(A)) in an out-
patient setting by an individual or entity that 
meets the quality standards described in para-
graph (2)(B), but only if the physician who is 
managing the individual’s diabetic condition 
certifies that the services are needed under a 
comprehensive plan of care related to the indi-
vidual’s diabetic condition to provide the indi-
vidual with necessary skills and knowledge (in-
cluding skills related to the self-administration 
of injectable drugs) to participate in the man-
agement of the individual’s condition. 

‘‘(2) In paragraph (1)— 
‘‘(A) a ‘certified provider’ is a physician, or 

other individual or entity designated by the Sec-
retary, that, in addition to providing diabetes 
outpatient self-management training services, 
provides other items or services for which pay-
ment may be made under this title; and 

‘‘(B) a physician, or other such individual or 
entity, meets the quality standards described in 
this subparagraph if the physician, or indi-
vidual or entity, meets quality standards estab-
lished by the Secretary, except that the physi-
cian, or other individual or entity, shall be 
deemed to have met such standards if the physi-
cian or other individual or entity— 
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‘‘(i) meets applicable standards originally es-

tablished by the National Diabetes Advisory 
Board and subsequently revised by organiza-
tions who participated in the establishment of 
standards by such Board, or 

‘‘(ii) is recognized by an organization that 
represents individuals (including individuals 
under this title) with diabetes as meeting stand-
ards for furnishing the services.’’. 

(2) CONSULTATION WITH ORGANIZATIONS IN ES-
TABLISHING PAYMENT AMOUNTS FOR SERVICES 
PROVIDED BY PHYSICIANS.—In establishing pay-
ment amounts under section 1848 of the Social 
Security Act for physicians’ services consisting 
of diabetes outpatient self-management training 
services, the Secretary of Health and Human 
Services shall consult with appropriate organi-
zations, including such organizations rep-
resenting individuals or medicare beneficiaries 
with diabetes, in determining the relative value 
for such services under section 1848(c)(2) of such 
Act. 

(b) BLOOD-TESTING STRIPS FOR INDIVIDUALS 
WITH DIABETES.— 

(1) INCLUDING STRIPS AND MONITORS AS DURA-
BLE MEDICAL EQUIPMENT.—The first sentence of 
section 1861(n) (42 U.S.C. 1395x(n)) is amended 
by inserting before the semicolon the following: 
‘‘, and includes blood-testing strips and blood 
glucose monitors for individuals with diabetes 
without regard to whether the individual has 
Type I or Type II diabetes or to the individual’s 
use of insulin (as determined under standards 
established by the Secretary in consultation 
with the appropriate organizations)’’. 

(2) 10 PERCENT REDUCTION IN PAYMENTS FOR 
TESTING STRIPS.—Section 1834(a)(2)(B)(iv) (42 
U.S.C. 1395m(a)(2)(B)(iv)) is amended by adding 
before the period the following: ‘‘(reduced by 10 
percent, in the case of a blood glucose testing 
strip furnished after 1997 for an individual with 
diabetes)’’. 

(c) ESTABLISHMENT OF OUTCOME MEASURES 
FOR BENEFICIARIES WITH DIABETES.— 

(1) IN GENERAL.—The Secretary of Health and 
Human Services, in consultation with appro-
priate organizations, shall establish outcome 
measures, including glysolated hemoglobin (past 
90-day average blood sugar levels), for purposes 
of evaluating the improvement of the health sta-
tus of medicare beneficiaries with diabetes 
mellitus. 

(2) RECOMMENDATIONS FOR MODIFICATIONS TO 
SCREENING BENEFITS.—Taking into account in-
formation on the health status of medicare bene-
ficiaries with diabetes mellitus as measured 
under the outcome measures established under 
subparagraph (A), the Secretary shall from time 
to time submit recommendations to Congress re-
garding modifications to the coverage of services 
for such beneficiaries under the medicare pro-
gram. 

(d) EFFECTIVE DATE.—The amendments made 
by this section apply to items and services fur-
nished on or after January 1, 1998. 
SEC. 5104. COVERAGE OF BONE MASS MEASURE-

MENTS. 
(a) IN GENERAL.—Section 1861 (42 U.S.C. 

1395x) is amended— 
(1) in subsection (s)— 
(A) in paragraph (12)(C), by striking ‘‘and’’ at 

the end; 
(B) by striking the period at the end of para-

graph (14) and inserting ‘‘; and’’; 
(C) by redesignating paragraphs (15) and (16) 

as paragraphs (16) and (17), respectively; and 
(D) by inserting after paragraph (14) the fol-

lowing: 
‘‘(15) bone mass measurement (as defined in 

subsection (oo)).’’; and 
(2) by inserting after subsection (pp), as added 

by section 5103, the following: 

‘‘Bone Mass Measurement 

‘‘(gg)(1) The term ‘bone mass measurement’ 
means a radiologic or radioscopic procedure or 
other Food and Drug Administration approved 
technology performed on a qualified individual 

(as defined in paragraph (2)) for the purpose of 
identifying bone mass, detecting bone loss, or 
determining bone quality, and includes a physi-
cian’s interpretation of the results of the proce-
dure. 

‘‘(2) For purposes of paragraph (1), the term 
‘qualified individual’ means an individual who 
is (in accordance with regulations prescribed by 
the Secretary)— 

‘‘(A) an estrogen-deficient woman at clinical 
risk for osteoporosis and who is considering 
treatment; 

‘‘(B) an individual with vertebral abnormali-
ties; 

‘‘(C) an individual receiving long-term 
glucocorticoid steroid therapy; 

‘‘(D) an individual with primary 
hyperparathyroidism; or 

‘‘(E) an individual being monitored to assess 
the response to or efficacy of an approved 
osteoporosis drug therapy.’’. 

(b) CONFORMING AMENDMENTS.—Sections 
1864(a), 1865(a), 1902(a)(9)(C), and 
1915(a)(1)(B)(ii)(I) (42 U.S.C. 1395aa(a), 
1395bb(a), 1396a(a)(9)(C), and 
1396n(a)(1)(B)(ii)(I)) are amended by striking 
‘‘paragraphs (15) and (16)’’ each place such 
term appears and inserting ‘‘paragraphs (16) 
and (17)’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to bone mass meas-
urements performed on or after January 1, 1998. 
SEC. 5105. STUDY ON MEDICAL NUTRITION THER-

APY SERVICES. 
(a) STUDY.—The Secretary of Health and 

Human Services shall request the National 
Academy of Sciences, in conjunction with the 
United States Preventive Services Task Force, to 
analyze the expansion or modification of the 
preventive benefits provided to medicare bene-
ficiaries under title XVIII of the Social Security 
Act to include medical nutrition therapy serv-
ices by a registered dietitian. 

(b) REPORT.— 
(1) INITIAL REPORT.—Not later than 2 years 

after the date of the enactment of this Act, the 
Secretary shall submit a report on the findings 
of the analysis conducted under subsection (a) 
to the Committee on Ways and Means and the 
Committee on Commerce of the House of Rep-
resentatives and the Committee on Finance of 
the Senate. 

(2) CONTENTS.—Such report shall include spe-
cific findings with respect to the expansion or 
modification of coverage of medical nutrition 
therapy services by a registered dietitian for 
medicare beneficiaries regarding— 

(A) cost to the medicare system; 
(B) savings to the medicare system; 
(C) clinical outcomes; and 
(D) short and long term benefits to the medi-

care system. 
(3) FUNDING.—From funds appropriated to the 

Department of Health and Human Services for 
fiscal years 1998 and 1999, the Secretary shall 
provide for such funding as may be necessary 
for the conduct of the analysis by the National 
Academy of Sciences under this section. 

Subtitle C—Rural Initiatives 
SEC. 5151. SOLE COMMUNITY HOSPITALS. 

Section 1886(b)(3)(C) (42 U.S.C. 
1395ww(b)(3)(C)) is amended— 

(1) in clause (i), by redesignating subclauses 
(I) and (II) as items (aa) and (bb), respectively; 

(2) by redesignating clauses (i), (ii), (iii), and 
(iv) as subclauses (I), (II), (III), and (IV), re-
spectively; 

(3) by striking ‘‘(C) In’’ and inserting ‘‘(C)(i) 
Subject to clause (ii), in’’; and 

(4) by striking the last sentence and inserting 
the following: 

‘‘(ii)(I) There shall be substituted for the base 
cost reporting period described in clause (i)(I) a 
hospital’s cost reporting period (if any) begin-
ning during fiscal year 1987 if such substitution 
results in an increase in the target amount for 
the hospital. 

‘‘(II) Beginning with discharges occurring in 
fiscal year 1998, there shall be substituted for 
the base cost reporting period described in 
clause (i)(I) either— 

‘‘(aa) the allowable operating costs of inpa-
tient hospital services (as defined in subsection 
(a)(4)) recognized under this title for the hos-
pital’s cost reporting period (if any) beginning 
during fiscal year 1994 increased (in a com-
pounded manner) by the applicable percentage 
increases applied to the hospital under this 
paragraph for discharges occurring in fiscal 
years 1995, 1996, 1997, and 1998, or 

‘‘(bb) the allowable operating costs of inpa-
tient hospital services (as defined in subsection 
(a)(4)) recognized under this title for the hos-
pital’s cost reporting period (if any) beginning 
during fiscal year 1995 increased (in a com-
pounded manner) by the applicable percentage 
increase applied to the hospital under this para-
graph for discharges occurring in fiscal years 
1995, 1996, 1997, and 1998, 
if such substitution results in an increase in the 
target amount for the hospital.’’. 
SEC. 5152. MEDICARE-DEPENDENT, SMALL RURAL 

HOSPITAL PAYMENT EXTENSION. 
(a) SPECIAL TREATMENT EXTENDED.— 
(1) PAYMENT METHODOLOGY.—Section 

1886(d)(5)(G) (42 U.S.C. 1395ww(d)(5)(G)) is 
amended— 

(A) in clause (i), by striking ‘‘October 1, 1994,’’ 
and inserting ‘‘October 1, 1994, or beginning on 
or after October 1, 1997, and before October 1, 
2001,’’; and 

(B) in clause (ii)(II), by striking ‘‘October 1, 
1994,’’ and inserting ‘‘October 1, 1994, or begin-
ning on or after October 1, 1997, and before Oc-
tober 1, 2001,’’. 

(2) EXTENSION OF TARGET AMOUNT.—Section 
1886(b)(3)(D) (42 U.S.C. 1395ww(b)(3)(D)) is 
amended— 

(A) in the matter preceding clause (i), by 
striking ‘‘September 30, 1994,’’ and inserting 
‘‘September 30, 1994, and for cost reporting peri-
ods beginning on or after October 1, 1997, and 
before October 1, 2001,’’; 

(B) in clause (ii), by striking ‘‘and’’ at the 
end; 

(C) in clause (iii), by striking the period at the 
end and inserting ‘‘, and’’; and 

(D) by adding after clause (iii) the following 
new clause: 

‘‘(iv) with respect to discharges occurring dur-
ing fiscal year 1998 through fiscal year 2000, the 
target amount for the preceding year increased 
by the applicable percentage increase under 
subparagraph (B)(iv).’’. 

(3) PERMITTING HOSPITALS TO DECLINE RECLAS-
SIFICATION.—Section 13501(e)(2) of OBRA–93 (42 
U.S.C. 1395ww note) is amended by striking ‘‘or 
fiscal year 1994’’ and inserting ‘‘, fiscal year 
1994, fiscal year 1998, fiscal year 1999, or fiscal 
year 2000’’. 

(b) EFFECTIVE DATE.—The amendments made 
by subsection (a) shall apply with respect to dis-
charges occurring on or after October 1, 1997. 
SEC. 5153. MEDICARE RURAL HOSPITAL FLEXI-

BILITY PROGRAM. 
(a) MEDICARE RURAL HOSPITAL FLEXIBILITY 

PROGRAM.—Section 1820 (42 U.S.C. 1395i–4) is 
amended to read as follows: 

‘‘MEDICARE RURAL HOSPITAL FLEXIBILITY 
PROGRAM 

‘‘SEC. 1820. (a) ESTABLISHMENT.—Any State 
that submits an application in accordance with 
subsection (b) may establish a medicare rural 
hospital flexibility program described in sub-
section (c). 

‘‘(b) APPLICATION.—A State may establish a 
medicare rural hospital flexibility program de-
scribed in subsection (c) if the State submits to 
the Secretary at such time and in such form as 
the Secretary may require an application con-
taining— 

‘‘(1) assurances that the State— 
‘‘(A) has developed, or is in the process of de-

veloping, a State rural health care plan that— 
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‘‘(i) provides for the creation of 1 or more 

rural health networks (as defined in subsection 
(d)) in the State; 

‘‘(ii) promotes regionalization of rural health 
services in the State; and 

‘‘(iii) improves access to hospital and other 
health services for rural residents of the State; 
and 

‘‘(B) has developed the rural health care plan 
described in subparagraph (A) in consultation 
with the hospital association of the State, rural 
hospitals located in the State, and the State Of-
fice of Rural Health (or, in the case of a State 
in the process of developing such plan, that 
assures the Secretary that the State will consult 
with its State hospital association, rural hos-
pitals located in the State, and the State Office 
of Rural Health in developing such plan); 

‘‘(2) assurances that the State has designated 
(consistent with the rural health care plan de-
scribed in paragraph (1)(A)), or is in the process 
of so designating, rural nonprofit or public hos-
pitals or facilities located in the State as critical 
access hospitals; and 

‘‘(3) such other information and assurances as 
the Secretary may require. 

‘‘(c) MEDICARE RURAL HOSPITAL FLEXIBILITY 
PROGRAM DESCRIBED.— 

‘‘(1) IN GENERAL.—A State that has submitted 
an application in accordance with subsection 
(b), may establish a medicare rural hospital 
flexibility program that provides that— 

‘‘(A) the State shall develop at least 1 rural 
health network (as defined in subsection (d)) in 
the State; and 

‘‘(B) at least 1 facility in the State shall be 
designated as a critical access hospital in ac-
cordance with paragraph (2). 

‘‘(2) STATE DESIGNATION OF FACILITIES.— 
‘‘(A) IN GENERAL.—A State may designate 1 or 

more facilities as a critical access hospital in ac-
cordance with subparagraph (B). 

‘‘(B) CRITERIA FOR DESIGNATION AS CRITICAL 
ACCESS HOSPITAL.—A State may designate a fa-
cility as a critical access hospital if the facil-
ity— 

‘‘(i) is a nonprofit or public hospital and is lo-
cated in a county (or equivalent unit of local 
government) in a rural area (as defined in sec-
tion 1886(d)(2)(D)) that— 

‘‘(I) is located more than a 35-mile drive from 
a hospital, or another facility described in this 
subsection; or 

‘‘(II) is certified by the State as being a nec-
essary provider of health care services to resi-
dents in the area; 

‘‘(ii) makes available 24-hour emergency care 
services that a State determines are necessary 
for ensuring access to emergency care services in 
each area served by a critical access hospital; 

‘‘(iii) provides not more than 15 acute care in-
patient beds (meeting such standards as the Sec-
retary may establish) for providing inpatient 
care for a period not to exceed 96 hours (unless 
a longer period is required because transfer to a 
hospital is precluded because of inclement 
weather or other emergency conditions), except 
that a peer review organization or equivalent 
entity may, on request, waive the 96-hour re-
striction on a case-by-case basis; 

‘‘(iv) meets such staffing requirements as 
would apply under section 1861(e) to a hospital 
located in a rural area, except that— 

‘‘(I) the facility need not meet hospital stand-
ards relating to the number of hours during a 
day, or days during a week, in which the facil-
ity must be open and fully staffed, except inso-
far as the facility is required to make available 
emergency care services as determined under 
clause (ii) and must have nursing services avail-
able on a 24-hour basis, but need not otherwise 
staff the facility except when an inpatient is 
present; 

‘‘(II) the facility may provide any services 
otherwise required to be provided by a full-time, 
on site dietitian, pharmacist, laboratory techni-
cian, medical technologist, and radiological 
technologist on a part-time, off site basis under 

arrangements as defined in section 1861(w)(1); 
and 

‘‘(III) the inpatient care described in clause 
(iii) may be provided by a physician’s assistant, 
nurse practitioner, or clinical nurse specialist 
subject to the oversight of a physician who need 
not be present in the facility; and 

‘‘(v) meets the requirements of section 
1861(aa)(2)(I). 

‘‘(d) DEFINITION OF RURAL HEALTH NET-
WORK.— 

‘‘(1) IN GENERAL.—In this section, the term 
‘rural health network’ means, with respect to a 
State, an organization consisting of— 

‘‘(A) at least 1 facility that the State has des-
ignated or plans to designate as a critical access 
hospital; and 

‘‘(B) at least 1 hospital that furnishes acute 
care services. 

‘‘(2) AGREEMENTS.— 
‘‘(A) IN GENERAL.—Each critical access hos-

pital that is a member of a rural health network 
shall have an agreement with respect to each 
item described in subparagraph (B) with at least 
1 hospital that is a member of the network. 

‘‘(B) ITEMS DESCRIBED.—The items described 
in this subparagraph are the following: 

‘‘(i) Patient referral and transfer. 
‘‘(ii) The development and use of communica-

tions systems including (where feasible)— 
‘‘(I) telemetry systems; and 
‘‘(II) systems for electronic sharing of patient 

data. 
‘‘(iii) The provision of emergency and non- 

emergency transportation among the facility 
and the hospital. 

‘‘(C) CREDENTIALING AND QUALITY ASSUR-
ANCE.—Each critical access hospital that is a 
member of a rural health network shall have an 
agreement with respect to credentialing and 
quality assurance with at least— 

‘‘(i) 1 hospital that is a member of the net-
work; 

‘‘(ii) 1 peer review organization or equivalent 
entity; or 

‘‘(iii) 1 other appropriate and qualified entity 
identified in the State rural health care plan. 

‘‘(e) CERTIFICATION BY THE SECRETARY.—The 
Secretary shall certify a facility as a critical ac-
cess hospital if the facility— 

‘‘(1) is located in a State that has established 
a medicare rural hospital flexibility program in 
accordance with subsection (c); 

‘‘(2) is designated as a critical access hospital 
by the State in which it is located; and 

‘‘(3) meets such other criteria as the Secretary 
may require. 

‘‘(f) PERMITTING MAINTENANCE OF SWING 
BEDS.—Nothing in this section shall be con-
strued to prohibit a critical access hospital from 
entering into an agreement with the Secretary 
under section 1883 under which the facility’s in-
patient hospital facilities are used for the fur-
nishing of extended care services. 

‘‘(g) GRANTS.— 
‘‘(1) MEDICARE RURAL HOSPITAL FLEXIBILITY 

PROGRAM.—The Secretary may award grants to 
States that have submitted applications in ac-
cordance with subsection (b) for— 

‘‘(A) engaging in activities relating to plan-
ning and implementing a rural health care plan; 

‘‘(B) engaging in activities relating to plan-
ning and implementing rural health networks; 
and 

‘‘(C) designating facilities as critical access 
hospitals. 

‘‘(2) RURAL EMERGENCY MEDICAL SERVICES.— 
‘‘(A) IN GENERAL.—The Secretary may award 

grants to States that have submitted applica-
tions in accordance with subparagraph (B) for 
the establishment or expansion of a program for 
the provision of rural emergency medical serv-
ices. 

‘‘(B) APPLICATION.—An application is in ac-
cordance with this subparagraph if the State 
submits to the Secretary at such time and in 
such form as the Secretary may require an ap-
plication containing the assurances described in 

subparagraphs (A)(ii), (A)(iii), and (B) of sub-
section (b)(1) and paragraph (3) of that sub-
section. 

‘‘(h) GRANDFATHERING OF CERTAIN FACILI-
TIES.— 

‘‘(1) IN GENERAL.—Any medical assistance fa-
cility operating in Montana and any rural pri-
mary care hospital designated by the Secretary 
under this section prior to the date of the enact-
ment of the Balanced Budget Act of 1997 shall 
be deemed to have been certified by the Sec-
retary under subsection (e) as a critical access 
hospital if such facility or hospital is otherwise 
eligible to be designated by the State as a crit-
ical access hospital under subsection (c). 

‘‘(2) CONTINUATION OF MEDICAL ASSISTANCE 
FACILITY AND RURAL PRIMARY CARE HOSPITAL 
TERMS.—Notwithstanding any other provision of 
this title, with respect to any medical assistance 
facility or rural primary care hospital described 
in paragraph (1), any reference in this title to a 
‘critical access hospital’ shall be deemed to be a 
reference to a ‘medical assistance facility’ or 
‘rural primary care hospital’. 

‘‘(i) WAIVER OF CONFLICTING PART A PROVI-
SIONS.—The Secretary is authorized to waive 
such provisions of this part and part D as are 
necessary to conduct the program established 
under this section. 

‘‘(j) AUTHORIZATION OF APPROPRIATIONS.— 
There are authorized to be appropriated from 
the Federal Hospital Insurance Trust Fund for 
making grants to all States under subsection (g), 
$25,000,000 in each of the fiscal years 1998 
through 2002.’’. 

(b) REPORT ON ALTERNATIVE TO 96-HOUR 
RULE.—Not later than January 1, 1998, the Ad-
ministrator of the Health Care Financing Ad-
ministration shall submit to Congress a report 
on the feasibility of, and administrative require-
ments necessary to establish an alternative for 
certain medical diagnoses (as determined by the 
Administrator) to the 96-hour limitation for in-
patient care in critical access hospitals required 
by section 1820(c)(2)(B)(iii) of the Social Secu-
rity Act (42 U.S.C. 1395i–4), as added by sub-
section (a) of this section. 

(c) CONFORMING AMENDMENTS RELATING TO 
RURAL PRIMARY CARE HOSPITALS AND CRITICAL 
ACCESS HOSPITALS.— 

(1) IN GENERAL.—Title XI of the Social Secu-
rity Act (42 U.S.C. 1301 et seq.) and title XVIII 
of that Act (42 U.S.C. 1395 et seq.) are each 
amended by striking ‘‘rural primary care’’ each 
place it appears and inserting ‘‘critical access’’. 

(2) DEFINITIONS.—Section 1861(mm) of the So-
cial Security Act (42 U.S.C. 1395x(mm)) is 
amended to read as follows: 

‘‘CRITICAL ACCESS HOSPITAL; CRITICAL ACCESS 
HOSPITAL SERVICES 

‘‘(mm)(1) The term ‘critical access hospital’ 
means a facility certified by the Secretary as a 
critical access hospital under section 1820(e). 

‘‘(2) The term ‘inpatient critical access hos-
pital services’ means items and services, fur-
nished to an inpatient of a critical access hos-
pital by such facility, that would be inpatient 
hospital services if furnished to an inpatient of 
a hospital by a hospital. 

‘‘(3) The term ‘outpatient critical access hos-
pital services’ means medical and other health 
services furnished by a critical access hospital 
on an outpatient basis.’’. 

(3) PART A PAYMENT.—Section 1814 of the So-
cial Security Act (42 U.S.C. 1395f) is amended— 

(A) in subsection (a)(8), by striking ‘‘72’’ and 
inserting ‘‘96’’; and 

(B) by amending subsection (l) to read as fol-
lows: 
‘‘Payment for Inpatient Critical Access Hospital 

Services 
‘‘(l) The amount of payment under this part 

for inpatient critical access hospital services is 
the reasonable costs of the critical access hos-
pital in providing such services.’’. 

(4) PAYMENT CONTINUED TO DESIGNATED 
EACHS.—Section 1886(d)(5)(D) of the Social Secu-
rity Act (42 U.S.C. 1395ww(d)(5)(D)) is amend-
ed— 
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(A) in clause (iii)(III), by inserting ‘‘as in ef-

fect on September 30, 1997’’ before the period at 
the end; and 

(B) in clause (v)— 
(i) by inserting ‘‘as in effect on September 30, 

1997’’ after ‘‘1820(i)(1)’’; and 
(ii) by striking ‘‘1820(g)’’ and inserting 

‘‘1820(d)’’. 
(5) PART B PAYMENT.—Section 1834(g) of the 

Social Security Act (42 U.S.C. 1395m(g)) is 
amended to read as follows: 

‘‘(g) PAYMENT FOR OUTPATIENT CRITICAL AC-
CESS HOSPITAL SERVICES.—The amount of pay-
ment under this part for outpatient critical ac-
cess hospital services is the reasonable costs of 
the critical access hospital in providing such 
services.’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section shall apply to services furnished 
on or after October 1, 1997. 
SEC. 5154. PROHIBITING DENIAL OF REQUEST BY 

RURAL REFERRAL CENTERS FOR RE-
CLASSIFICATION ON BASIS OF COM-
PARABILITY OF WAGES. 

(a) IN GENERAL.—Section 1886(d)(10)(D) (42 
U.S.C. 1395ww(d)(10)(D)) is amended— 

(1) by redesignating clause (iii) as clause (iv); 
and 

(2) by inserting after clause (ii) the following 
new clause: 

‘‘(iii) Under the guidelines published by the 
Secretary under clause (i), in the case of a hos-
pital which has ever been classified by the Sec-
retary as a rural referral center under para-
graph (5)(C), the Board may not reject the ap-
plication of the hospital under this paragraph 
on the basis of any comparison between the av-
erage hourly wage of the hospital and the aver-
age hourly wage of hospitals in the area in 
which it is located.’’. 

(b) CONTINUING TREATMENT OF PREVIOUSLY 
DESIGNATED CENTERS.— 

(1) IN GENERAL.—Any hospital classified as a 
rural referral center by the Secretary of Health 
and Human Services under section 1886(d)(5)(C) 
of the Social Security Act for fiscal year 1991 
shall be classified as such a rural referral center 
for fiscal year 1998 and each subsequent fiscal 
year. 

(2) BUDGET NEUTRALITY.—The provisions of 
section 1886(d)(8)(D) of the Social Security Act 
shall apply to reclassifications made pursuant 
to paragraph (1) in the same manner as such 
provisions apply to a reclassification under sec-
tion 1886(d)(10) of such Act. 
SEC. 5155. RURAL HEALTH CLINIC SERVICES. 

(a) PER-VISIT PAYMENT LIMITS FOR PROVIDER- 
BASED CLINICS.— 

(1) EXTENSION OF LIMIT.— 
(A) IN GENERAL.—The matter in section 1833(f) 

(42 U.S.C. 1395l(f)) preceding paragraph (1) is 
amended by striking ‘‘independent rural health 
clinics’’ and inserting ‘‘rural health clinics 
(other than such clinics in rural hospitals with 
less than 50 beds)’’. 

(B) EFFECTIVE DATE.—The amendment made 
by subparagraph (A) applies to services fur-
nished after 1997. 

(2) TECHNICAL CLARIFICATION.—Section 
1833(f)(1) (42 U.S.C. 1395l(f)(1)) is amended by 
inserting ‘‘per visit’’ after ‘‘$46’’. 

(b) ASSURANCE OF QUALITY SERVICES.— 
(1) IN GENERAL.—Subparagraph (I) of the first 

sentence of section 1861(aa)(2) (42 U.S.C. 
1395x(aa)(2)) is amended to read as follows: 

‘‘(I) has a quality assessment and perform-
ance improvement program, and appropriate 
procedures for review of utilization of clinic 
services, as the Secretary may specify,’’. 

(2) EFFECTIVE DATE.—The amendment made 
by paragraph (1) shall take effect on January 1, 
1998. 

(c) WAIVER OF CERTAIN STAFFING REQUIRE-
MENTS LIMITED TO CLINICS IN PROGRAM.— 

(1) IN GENERAL.—Section 1861(aa)(7)(B)) (42 
U.S.C. 1395x(aa)(7)(B)) is amended by inserting 
before the period ‘‘, or if the facility has not yet 
been determined to meet the requirements (in-

cluding subparagraph (J) of the first sentence of 
paragraph (2)) of a rural health clinic.’’. 

(2) EFFECTIVE DATE.—The amendment made 
by paragraph (1) applies to waiver requests 
made after 1997. 

(d) REFINEMENT OF SHORTAGE AREA REQUIRE-
MENTS.— 

(1) DESIGNATION REVIEWED TRIENNIALLY.—Sec-
tion 1861(aa)(2) (42 U.S.C. 1395x(aa)(2)) is 
amended in the second sentence, in the matter 
in clause (i) preceding subclause (I)— 

(A) by striking ‘‘and that is designated’’ and 
inserting ‘‘and that, within the previous 3-year 
period, has been designated’’; and 

(B) by striking ‘‘or that is designated’’ and in-
serting ‘‘or designated’’. 

(2) AREA MUST HAVE SHORTAGE OF HEALTH 
CARE PRACTITIONERS.—Section 1861(aa)(2) (42 
U.S.C. 1395x(aa)(2)), as amended by paragraph 
(1), is further amended in the second sentence, 
in the matter in clause (i) preceding subclause 
(I)— 

(A) by striking the comma after ‘‘personal 
health services’’; and 

(B) by inserting ‘‘and in which there are in-
sufficient numbers of needed health care practi-
tioners (as determined by the Secretary),’’ after 
‘‘Bureau of the Census)’’. 

(3) PREVIOUSLY QUALIFYING CLINICS GRAND-
FATHERED ONLY TO PREVENT SHORTAGE.— 

(A) IN GENERAL.—Section 1861(aa)(2) (42 
U.S.C. 1395x(aa)(2)) is amended in the third sen-
tence by inserting before the period ‘‘if it is de-
termined, in accordance with criteria estab-
lished by the Secretary in regulations, to be es-
sential to the delivery of primary care services 
that would otherwise be unavailable in the geo-
graphic area served by the clinic’’. 

(B) PAYMENT FOR CERTAIN PHYSICIAN ASSIST-
ANT SERVICES.— 

(i) IN GENERAL.—With respect to any regula-
tions issued to implement section 1861(aa)(2) (42 
U.S.C. 1395x(aa)(2)) (as amended by subpara-
graph (A)), the Secretary of Health and Human 
Services shall include in such regulations provi-
sions providing for the direct payment to the 
physician assistant for any physician assistant 
services as described in clause (ii). 

(ii) SERVICES DESCRIBED.—Services described 
in this clause are physician assistant services 
provided at a rural health clinic that is prin-
cipally owned, as determined by the Secretary, 
by a physician assistant— 

(I) as of the date of enactment of this Act; and 
(II) continuously from such date through the 

date on which such services are provided. 
(iii) SUNSET.—The provisions of this subpara-

graph shall not apply after January 1, 2003. 
(4) EFFECTIVE DATES; IMPLEMENTING REGULA-

TIONS.— 
(A) IN GENERAL.—Except as otherwise pro-

vided, the amendments made by the preceding 
paragraphs take effect on January 1 of the first 
calendar year beginning at least 1 month after 
enactment of this Act. 

(B) CURRENT RURAL HEALTH CLINICS.—The 
amendments made by the preceding paragraphs 
take effect, with respect to entities that are 
rural health clinics under title XVIII of the So-
cial Security Act (42 U.S.C. 1395 et seq.) on the 
date of enactment of this Act, on January 1 of 
the second calendar year following the calendar 
year specified in subparagraph (A). 

(C) GRANDFATHERED CLINICS.— 
(i) IN GENERAL.—The amendment made by 

paragraph (3) shall take effect on the effective 
date of regulations issued by the Secretary 
under clause (ii). 

(ii) REGULATIONS.—The Secretary shall issue 
final regulations implementing paragraph (3) 
that shall take effect no later than January 1 of 
the third calendar year beginning at least 1 
month after the date of enactment of this Act. 
SEC. 5156. MEDICARE REIMBURSEMENT FOR 

TELEHEALTH SERVICES. 
(a) IN GENERAL.—Not later than July 1, 1998, 

the Secretary of Health and Human Services (in 
this section referred to as the ‘‘Secretary’’) shall 

make payments from the Federal Supplementary 
Medical Insurance Trust Fund under part B of 
title XVIII of the Social Security Act (42 U.S.C. 
1395j et seq.) in accordance with the method-
ology described in subsection (b) for professional 
consultation via telecommunications systems 
with a health care provider furnishing a service 
for which payment may be made under such 
part to a beneficiary under the medicare pro-
gram residing in a county in a rural area (as de-
fined in section 1886(d)(2)(D) of such Act (42 
U.S.C. 1395ww(d)(2)(D))) that is designated as a 
health professional shortage area under section 
332(a)(1)(A) of the Public Health Service Act (42 
U.S.C. 254e(a)(1)(A)) or a rural county that is 
not adjacent to a Metropolitan Statistical Area, 
notwithstanding that the individual health care 
provider providing the professional consultation 
is not at the same location as the health care 
provider furnishing the service to that bene-
ficiary. 

(b) METHODOLOGY FOR DETERMINING AMOUNT 
OF PAYMENTS.—Taking into account the find-
ings of the report required under section 192 of 
the Health Insurance Portability and Account-
ability Act of 1996 (Public Law 104–191; 110 Stat. 
1988), the findings of the report required under 
paragraph (c), and any other findings related to 
the clinical efficacy and cost-effectiveness of 
telehealth applications, the Secretary shall es-
tablish a methodology for determining the 
amount of payments made under subsection (a) 
within the following parameters: 

(1) The payment shall include a bundled pay-
ment to be shared between the referring health 
care provider and the consulting health care 
provider. The amount of such bundled payment 
shall not be greater than the current fee sched-
ule of the consulting health care provider for 
the health care services provided. 

(2) The payment shall not include any reim-
bursement for any line charges or any facility 
fees. 

(c) SUPPLEMENTAL REPORT.—Not later than 
January 1, 1998, the Secretary shall submit a re-
port to Congress which shall contain a detailed 
analysis of— 

(1) how telemedicine and telehealth systems 
are expanding access to health care services; 

(2) the clinical efficacy and cost-effectiveness 
of telemedicine and telehealth applications; 

(3) the quality of telemedicine and telehealth 
services delivered; and 

(4) the reasonable cost of telecommunications 
charges incurred in practicing telemedicine and 
telehealth in rural, frontier, and underserved 
areas. 

(d) EXPANSION OF TELEHEALTH SERVICES FOR 
CERTAIN MEDICARE BENEFICIARIES.— 

(1) IN GENERAL.—Not later than January 1, 
1999, the Secretary shall submit a report to Con-
gress that examines the possibility of making 
payments from the Federal Supplementary Med-
ical Insurance Trust Fund under part B of title 
XVIII of the Social Security Act (42 U.S.C. 1395j 
et seq.) for professional consultation via tele-
communications systems with a health care pro-
vider furnishing a service for which payment 
may be made under such part to a beneficiary 
described in paragraph (2), notwithstanding 
that the individual health care provider pro-
viding the professional consultation is not at the 
same location as the health care provider fur-
nishing the service to that beneficiary. 

(2) BENEFICIARY DESCRIBED.—A beneficiary 
described in this paragraph is a beneficiary 
under the medicare program under title XVIII of 
the Social Security Act (42 U.S.C. 1395 et seq.) 
who does not reside in a rural area (as so de-
fined) that is designated as a health profes-
sional shortage area under section 332(a)(1)(A) 
of the Public Health Service Act (42 U.S.C. 
254e(a)(1)(A)), who is homebound or nursing 
homebound, and for whom being transferred for 
health care services imposes a serious hardship. 

(3) REPORT.—The report described in para-
graph (1) shall contain a detailed statement of 
the potential costs to the medicare program of 
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making the payments described in that para-
graph using various reimbursement schemes. 
SEC. 5157. TELEMEDICINE, INFORMATICS, AND 

EDUCATION DEMONSTRATION 
PROJECT. 

(a) PURPOSE AND AUTHORIZATION.— 
(1) IN GENERAL.—Not later than 9 months 

after the date of enactment of this section, the 
Secretary of Health and Human Services (in this 
section referred to as the ‘‘Secretary’’) shall 
conduct a demonstration project described in 
paragraph (2). 

(2) DESCRIPTION OF PROJECT.—The demonstra-
tion project described in this paragraph is a sin-
gle demonstration project to study the use of eli-
gible health care provider telemedicine networks 
to implement high-capacity computing and ad-
vanced networks to improve primary care (and 
prevent health care complications), improve ac-
cess to specialty care, and provide educational 
and training support to rural practitioners. 

(3) WAIVER AUTHORITY.—The Secretary shall 
waive compliance with the requirements of titles 
XI, XVIII, and XIX of the Social Security Act 
(42 U.S.C. 1301 et seq., 1395 et seq., 1396 et seq.) 
to such extent and for such period as the Sec-
retary determines is necessary to conduct the 
demonstration project. 

(4) DURATION OF PROJECT.—The project shall 
be conducted for a 5-year period. 

(b) OBJECTIVES OF PROJECT.—The objectives of 
the demonstration project conducted under this 
section shall include the following: 

(1) The improvement of patient access to pri-
mary and specialty care and the reduction of in-
appropriate hospital visits in order to improve 
patient quality-of-life and reduce overall health 
care costs. 

(2) The development of a curriculum to train 
and development of standards for required cre-
dentials and licensure of health professionals 
(particularly primary care health professionals) 
in the use of medical informatics and tele-
communications. 

(3) The demonstration of the application of 
advanced technologies such as video-confer-
encing from a patient’s home and remote moni-
toring of a patient’s medical condition. 

(4) The development of standards in the appli-
cation of telemedicine and medical informatics. 

(5) The development of a model for cost-effec-
tive delivery of primary and related care in both 
a managed care environment and in a fee-for- 
service environment. 

(c) ELIGIBLE HEALTH CARE PROVIDER TELE-
MEDICINE NETWORK DEFINED.—In this section, 
the term ‘‘eligible health care provider telemedi-
cine network’’ means a consortium that— 

(1) includes— 
(A) at least 1 tertiary care hospital with an 

existing telemedicine network with an existing 
relationship with a medical school; and 

(B) not more than 6 facilities, including at 
least 3 rural referral centers, in rural areas; and 

(2) meets the following requirements: 
(A) The consortium is located in a region that 

is predominantly rural. 
(B) The consortium submits to the Secretary 

an application at such time, in such manner, 
and containing such information as the Sec-
retary may require, including a description of 
the use the consortium would make of any 
amounts received under the demonstration 
project and the source and amount of non-Fed-
eral funds used in the project. 

(C) The consortium guarantees that it will be 
responsible for payment for all costs of the 
project that are not paid under this section and 
that the maximum amount of payment that may 
be made to the consortium under this section 
shall not exceed the amount specified in sub-
section (d)(3). 

(d) COVERAGE AS MEDICARE PART B SERV-
ICES.— 

(1) IN GENERAL.—Subject to the succeeding 
provisions of this section, services for medicare 
beneficiaries furnished under the demonstration 
project shall be considered to be services covered 

under part B of title XVIII of the Social Secu-
rity Act (42 U.S.C. 1395j). 

(2) PAYMENTS.— 
(A) IN GENERAL.—Subject to paragraph (3), 

payment for services provided under this section 
shall be made at a rate of 50 percent of the costs 
that are reasonable and related to the provision 
of such services. In computing such costs, the 
Secretary shall include costs described in sub-
paragraph (B), but may not include costs de-
scribed in subparagraph (C). 

(B) COSTS THAT MAY BE INCLUDED.—The costs 
described in this subparagraph are the permis-
sible costs (as recognized by the Secretary) for 
the following: 

(i) The acquisition of telemedicine equipment 
for use in patients’ homes (but only in the case 
of patients located in medically underserved 
areas). 

(ii) Curriculum development and training of 
health professionals in medical informatics and 
telemedicine. 

(iii) Payment of telecommunications costs in-
cluding salaries, maintenance of equipment, and 
costs of telecommunications between patients’ 
homes and the eligible network and between the 
network and other entities under the arrange-
ments described in subsection (c). 

(iv) Payments to practitioners and providers 
under the medicare programs. 

(C) OTHER COSTS.—The costs described in this 
subparagraph include the following: 

(i) The purchase or installation of trans-
mission equipment (other than such equipment 
used by health professionals to deliver medical 
informatics services under the project). 

(ii) The establishment or operation of a tele-
communications common carrier network. 

(iii) Construction that is limited to minor ren-
ovations related to the installation of equip-
ment. 

(3) LIMITATION AND FUNDS.—The Secretary 
shall make the payments under the demonstra-
tion project conducted under this section from 
the Federal Supplementary Medical Insurance 
Trust Fund, established under section 1841 of 
the Social Security Act (42 U.S.C. 1395t), except 
that the total amount of the payments that may 
be made by the Secretary under this section 
shall not exceed $27,000,000. 

Subtitle D—Anti-Fraud and Abuse Provisions 
and Improvements in Protecting Program 
Integrity 
CHAPTER 1—REVISIONS TO SANCTIONS 

FOR FRAUD AND ABUSE 
SEC. 5201. AUTHORITY TO REFUSE TO ENTER 

INTO MEDICARE AGREEMENTS WITH 
INDIVIDUALS OR ENTITIES CON-
VICTED OF FELONIES. 

(a) MEDICARE PART A.—Section 1866(b)(2) (42 
U.S.C. 1395cc(b)(2)) is amended— 

(1) in subparagraph (B), by striking ‘‘or’’ at 
the end; 

(2) in subparagraph (C), by striking the period 
at the end and inserting ‘‘, or’’; and 

(3) by adding at the end the following: 
‘‘(D) has ascertained that the provider has 

been convicted of a felony under Federal or 
State law for an offense that the Secretary de-
termines is inconsistent with the best interests of 
program beneficiaries.’’. 

(b) MEDICARE PART B.—Section 1842 (42 
U.S.C. 1395u) is amended by adding at the end 
the following: 

‘‘(s) The Secretary may refuse to enter into an 
agreement with a physician or supplier under 
subsection (h), or may terminate or refuse to 
renew such agreement, in the event that such 
physician or supplier has been convicted of a 
felony under Federal or State law for an offense 
which the Secretary determines is inconsistent 
with the best interests of program bene-
ficiaries.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall take effect on the date of 
the enactment of this Act and apply to the entry 
and renewal of contracts on or after such date. 

SEC. 5202. EXCLUSION OF ENTITY CONTROLLED 
BY FAMILY MEMBER OF A SANC-
TIONED INDIVIDUAL. 

(a) IN GENERAL.—Section 1128 (42 U.S.C. 
1320a–7) is amended— 

(1) in subsection (b)(8)(A)— 
(A) in clause (i), by striking ‘‘or’’ at the end; 
(B) in clause (ii), by striking the dash at the 

end and inserting ‘‘; or’’; and 
(C) by inserting after clause (ii) the following: 
‘‘(iii) who was described in clause (i) but is no 

longer so described because of a transfer of own-
ership or control interest, in anticipation of (or 
following) a conviction, assessment, or exclusion 
described in subparagraph (B) against the per-
son, to an immediate family member (as defined 
in subsection (j)(1)) or a member of the house-
hold of the person (as defined in subsection 
(j)(2)) who continues to maintain an interest de-
scribed in such clause—’’; and 

(2) by adding at the end the following: 
‘‘(j) DEFINITION OF IMMEDIATE FAMILY MEM-

BER AND MEMBER OF HOUSEHOLD.—For pur-
poses of subsection (b)(8)(A)(iii): 

‘‘(1) The term ‘immediate family member’ 
means, with respect to a person— 

‘‘(A) the husband or wife of the person; 
‘‘(B) the natural or adoptive parent, child, or 

sibling of the person; 
‘‘(C) the stepparent, stepchild, stepbrother, or 

stepsister of the person; 
‘‘(D) the father-, mother-, daughter-, 

son-, brother-, or sister-in-law of the person; 
‘‘(E) the grandparent or grandchild of the 

person; and 
‘‘(F) the spouse of a grandparent or grand-

child of the person. 
‘‘(2) The term ‘member of the household’ 

means, with respect to any person, any indi-
vidual sharing a common abode as part of a sin-
gle family unit with the person, including do-
mestic employees and others who live together 
as a family unit, but not including a roomer or 
boarder.’’. 

(b) EFFECTIVE DATE.—The amendments made 
by subsection (a) shall take effect on the date 
that is 45 days after the date of the enactment 
of this Act. 
SEC. 5203. IMPOSITION OF CIVIL MONEY PEN-

ALTIES. 
(a) CIVIL MONEY PENALTIES FOR PERSONS 

THAT CONTRACT WITH EXCLUDED INDIVID-
UALS.—Section 1128A(a) (42 U.S.C. 1320a–7a(a)) 
is amended— 

(1) in paragraph (4), by striking ‘‘or’’ at the 
end; 

(2) in paragraph (5), by adding ‘‘or’’ at the 
end; and 

(3) by inserting after paragraph (5) the fol-
lowing: 

‘‘(6) arranges or contracts (by employment or 
otherwise) with an individual or entity that the 
person knows or should know is excluded from 
participation in a Federal health care program 
(as defined in section 1128B(f)), for the provision 
of items or services for which payment may be 
made under such a program;’’. 

(b) CIVIL MONEY PENALTIES FOR SERVICES OR-
DERED OR PRESCRIBED BY AN EXCLUDED INDI-
VIDUAL OR ENTITY.—Section 1128A(a)(1) (42 
U.S.C. 1320a–7a(a)(1)) is amended— 

(1) in subparagraph (D)— 
(A) by inserting ‘‘, ordered, or prescribed by 

such person’’ after ‘‘other item or service fur-
nished’’; 

(B) by inserting ‘‘(pursuant to this title or 
title XVIII)’’ after ‘‘period in which the person 
was excluded’’; 

(C) by striking ‘‘pursuant to a determination 
by the Secretary’’ and all that follows through 
‘‘the provisions of section 1842(j)(2)’’; and 

(D) by striking ‘‘or’’ at the end; 
(2) by redesignating subparagraph (E) as sub-

paragraph (F); and 
(3) by inserting after subparagraph (D) the 

following: 
‘‘(E) is for a medical or other item or service 

ordered or prescribed by a person excluded pur-
suant to this title or title XVIII from the pro-
gram under which the claim was made, and the 
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person furnishing such item or service knows or 
should know of such exclusion, or’’. 

(c) CIVIL MONEY PENALTIES FOR KICKBACKS.— 
(1) PERMITTING SECRETARY TO IMPOSE CIVIL 

MONEY PENALTY.—Section 1128A(a) (42 U.S.C. 
1320a–7a(a)), as amended by subsection (a), is 
amended— 

(A) in paragraph (5), by striking ‘‘or’’ at the 
end; 

(B) in paragraph (6), by adding ‘‘or’’ at the 
end; and 

(C) by adding after paragraph (6) the fol-
lowing: 

‘‘(7) commits an act described in paragraph (1) 
or (2) of section 1128B(b);’’. 

(2) DESCRIPTION OF CIVIL MONEY PENALTY AP-
PLICABLE.—Section 1128A(a) (42 U.S.C. 1320a– 
7a(a)), as amended by paragraph (1), is amend-
ed in the matter following paragraph (7)— 

(A) by striking ‘‘occurs).’’ and inserting ‘‘oc-
curs; or in cases under paragraph (7), $50,000 for 
each such act).’’; and 

(B) by inserting after ‘‘of such claim’’ the fol-
lowing: ‘‘(or, in cases under paragraph (7), 
damages of not more than 3 times the total 
amount of remuneration offered, paid, solicited, 
or received, without regard to whether a portion 
of such remuneration was offered, paid, solic-
ited, or received for a lawful purpose)’’. 

(d) EFFECTIVE DATES.— 
(1) CONTRACTS WITH EXCLUDED PERSONS.—The 

amendments made by subsection (a) shall apply 
to arrangements and contracts entered into after 
the date of the enactment of this Act. 

(2) SERVICES ORDERED OR PRESCRIBED.—The 
amendments made by subsection (b) shall apply 
to items and services furnished, ordered, or pre-
scribed after the date of the enactment of this 
Act. 

(3) KICKBACKS.—The amendments made by 
subsection (c) shall apply to acts taken after the 
date of the enactment of this Act. 

CHAPTER 2—IMPROVEMENTS IN 
PROTECTING PROGRAM INTEGRITY 

SEC. 5211. DISCLOSURE OF INFORMATION, SUR-
ETY BONDS, AND ACCREDITATION. 

(a) DISCLOSURE OF INFORMATION, SURETY 
BOND, AND ACCREDITATION REQUIREMENT FOR 
SUPPLIERS OF DURABLE MEDICAL EQUIPMENT.— 
Section 1834(a) (42 U.S.C. 1395m(a)) is amended 
by inserting after paragraph (15) the following: 

‘‘(16) DISCLOSURE OF INFORMATION, SURETY 
BOND, AND ACCREDITATION.—The Secretary shall 
not provide for the issuance (or renewal) of a 
provider number for a supplier of durable med-
ical equipment, for purposes of payment under 
this part for durable medical equipment fur-
nished by the supplier, unless the supplier pro-
vides the Secretary on a continuing basis— 

‘‘(A) with— 
‘‘(i) full and complete information as to the 

identity of each person with an ownership or 
control interest (as defined in section 1124(a)(3)) 
in the supplier or in any subcontractor (as de-
fined by the Secretary in regulations) in which 
the supplier directly or indirectly has a 5 per-
cent or more ownership interest; and 

‘‘(ii) to the extent determined to be feasible 
under regulations of the Secretary, the name of 
any disclosing entity (as defined in section 
1124(a)(2)) with respect to which a person with 
such an ownership or control interest in the 
supplier is a person with such an ownership or 
control interest in the disclosing entity; 

‘‘(B) with a surety bond in a form specified by 
the Secretary and in an amount that is not less 
than $50,000; and 

‘‘(C) at the discretion of the Secretary, with 
evidence of compliance with the applicable con-
ditions or requirements of this title through an 
accreditation survey conducted by a national 
accreditation body under section 1865(b). 
The Secretary may waive the requirement of a 
bond under subparagraph (B) in the case of a 
supplier that provides a comparable surety bond 
under State law.’’. 

(b) SURETY BOND REQUIREMENT FOR HOME 
HEALTH AGENCIES.— 

(1) IN GENERAL.—Section 1861(o) (42 U.S.C. 
1395x(o)) is amended— 

(A) in paragraph (7), by inserting ‘‘and in-
cluding providing the Secretary on a continuing 
basis with a surety bond in a form specified by 
the Secretary and in an amount that is not less 
than $50,000’’ after ‘‘financial security of the 
program’’; and 

(B) by adding at the end the following: ‘‘The 
Secretary may waive the requirement of a surety 
bond under paragraph (7) in the case of an 
agency or organization that provides a com-
parable surety bond under State law.’’. 

(2) CONFORMING AMENDMENTS.—Section 
1861(v)(1)(H) (42 U.S.C. 1395x(v)(1)(H)) is 
amended— 

(A) in clause (i), by striking ‘‘the financial se-
curity requirement’’ and inserting ‘‘the finan-
cial security and surety bond requirements’’; 
and 

(B) in clause (ii), by striking ‘‘the financial 
security requirement described in subsection 
(o)(7) applies’’ and inserting ‘‘the financial se-
curity and surety bond requirements described 
in subsection (o)(7) apply’’. 

(3) REFERENCE TO CURRENT DISCLOSURE RE-
QUIREMENT.—For additional provisions requir-
ing home health agencies to disclose information 
on ownership and control interests, see section 
1124 of the Social Security Act (42 U.S.C. 1320a– 
3). 

(c) AUTHORIZING APPLICATION OF DISCLOSURE 
AND SURETY BOND REQUIREMENTS TO AMBU-
LANCE SERVICES AND CERTAIN CLINICS.—Section 
1834(a)(16) (42 U.S.C. 1395m(a)(16)), as added by 
subsection (a), is amended by adding at the end 
the following flush sentence: 
The Secretary, in the Secretary’s discretion, 
may impose the requirements of the previous 
sentence with respect to some or all classes of 
suppliers of ambulance services described in sec-
tion 1861(s)(7) and clinics that furnish medical 
and other health services (other than physi-
cians’ services) under this part.’’. 

(d) APPLICATION TO COMPREHENSIVE OUT-
PATIENT REHABILITATION FACILITIES (CORFS).— 
Section 1861(cc)(2) (42 U.S.C. 1395x(cc)(2)) is 
amended— 

(1) in subparagraph (I), by inserting before 
the period at the end the following: ‘‘and pro-
viding the Secretary on a continuing basis with 
a surety bond in a form specified by the Sec-
retary and in an amount that is not less than 
$50,000’’; and 

(2) by adding at the end the following flush 
sentence: 
‘‘The Secretary may waive the requirement of a 
bond under subparagraph (I) in the case of a fa-
cility that provides a comparable surety bond 
under State law.’’. 

(e) APPLICATION TO REHABILITATION AGEN-
CIES.—Section 1861(p) (42 U.S.C. 1395x(p)) is 
amended— 

(1) in paragraph (4)(A)(v), by inserting after 
‘‘as the Secretary may find necessary,’’ the fol-
lowing: ‘‘and provides the Secretary, to the ex-
tent required by the Secretary, on a continuing 
basis with a surety bond in a form specified by 
the Secretary and in an amount that is not less 
than $50,000,’’, and 

(2) by adding at the end the following: ‘‘The 
Secretary may waive the requirement of a bond 
under paragraph (4)(A)(v) in the case of a clinic 
or agency that provides a comparable surety 
bond under State law.’’. 

(f) EFFECTIVE DATES.— 
(1) SUPPLIERS OF DURABLE MEDICAL EQUIP-

MENT.—The amendment made by subsection (a) 
shall apply to suppliers of durable medical 
equipment with respect to such equipment fur-
nished on or after January 1, 1998. 

(2) HOME HEALTH AGENCIES.—The amendments 
made by subsection (b) shall apply to home 
health agencies with respect to services fur-
nished on or after January 1, 1998. The Sec-
retary of Health and Human Services shall mod-
ify participation agreements under section 
1866(a)(1) of the Social Security Act (42 U.S.C. 

1395cc(a)(1)) with respect to home health agen-
cies to provide for implementation of such 
amendments on a timely basis. 

(3) OTHER AMENDMENTS.—The amendments 
made by subsections (c) through (e) shall take 
effect on the date of the enactment of this Act 
and may be applied with respect to items and 
services furnished on or after the date specified 
in paragraph (1). 
SEC. 5212. PROVISION OF CERTAIN IDENTIFICA-

TION NUMBERS. 
(a) REQUIREMENTS TO DISCLOSE EMPLOYER 

IDENTIFICATION NUMBERS (EINS) AND SOCIAL 
SECURITY ACCOUNT NUMBERS (SSNS).—Section 
1124(a)(1) (42 U.S.C. 1320a–3(a)(1)) is amended 
by inserting before the period at the end the fol-
lowing: ‘‘and supply the Secretary with the both 
the employer identification number (assigned 
pursuant to section 6109 of the Internal Revenue 
Code of 1986) and social security account num-
ber (assigned under section 205(c)(2)(B)) of the 
disclosing entity, each person with an owner-
ship or control interest (as defined in subsection 
(a)(3)), and any subcontractor in which the en-
tity directly or indirectly has a 5 percent or 
more ownership interest’’. 

(b) OTHER MEDICARE PROVIDERS.—Section 
1124A (42 U.S.C. 1320a–3a) is amended— 

(1) in subsection (a)— 
(A) in paragraph (1), by striking ‘‘and’’ at the 

end; 
(B) in paragraph (2), by striking the period at 

the end and inserting ‘‘; and’’; and 
(C) by adding at the end the following: 
‘‘(3) including the employer identification 

number (assigned pursuant to section 6109 of the 
Internal Revenue Code of 1986) and social secu-
rity account number (assigned under section 
205(c)(2)(B)) of the disclosing part B provider 
and any person, managing employee, or other 
entity identified or described under paragraph 
(1) or (2).’’; and 

(2) in subsection (c)(1), by inserting ‘‘(or, for 
purposes of subsection (a)(3), any entity receiv-
ing payment)’’ after ‘‘on an assignment-related 
basis’’. 

(c) VERIFICATION BY SOCIAL SECURITY ADMIN-
ISTRATION (SSA).—Section 1124A (42 U.S.C. 
1320a–3a), as amended by subsection (b), is 
amended— 

(1) by redesignating subsection (c) as sub-
section (d); and 

(2) by inserting after subsection (b) the fol-
lowing: 

‘‘(c) VERIFICATION.— 
‘‘(1) TRANSMITTAL BY HHS.—The Secretary 

shall transmit— 
‘‘(A) to the Commissioner of Social Security 

information concerning each social security ac-
count number (assigned under section 
205(c)(2)(B)), and 

‘‘(B) to the Secretary of the Treasury informa-
tion concerning each employer identification 
number (assigned pursuant to section 6109 of the 
Internal Revenue Code of 1986), 
supplied to the Secretary pursuant to subsection 
(a)(3) or section 1124(c) to the extent necessary 
for verification of such information in accord-
ance with paragraph (2). 

‘‘(2) VERIFICATION.—The Commissioner of So-
cial Security and the Secretary of the Treasury 
shall verify the accuracy of, or correct, the in-
formation supplied by the Secretary to such offi-
cial pursuant to paragraph (1), and shall report 
such verifications or corrections to the Sec-
retary. 

‘‘(3) FEES FOR VERIFICATION.—The Secretary 
shall reimburse the Commissioner and Secretary 
of the Treasury, at a rate negotiated between 
the Secretary and such official, for the costs in-
curred by such official in performing the 
verification and correction services described in 
this subsection.’’. 

(d) REPORT.—The Secretary of Health and 
Human Services shall submit to Congress a re-
port on steps the Secretary has taken to assure 
the confidentiality of social security account 
numbers that will be provided to the Secretary 
under the amendments made by this section. 
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(e) EFFECTIVE DATES.— 
(1) DISCLOSURE REQUIREMENTS.—The amend-

ment made by subsection (a) shall apply to the 
application of conditions of participation, and 
entering into and renewal of contracts and 
agreements, occurring more than 90 days after 
the date of submission of the report under sub-
section (d). 

(2) OTHER PROVIDERS.—The amendments made 
by subsection (b) shall apply to payment for 
items and services furnished more than 90 days 
after the date of submission of such report. 
SEC. 5213. APPLICATION OF CERTAIN PROVI-

SIONS OF THE BANKRUPTCY CODE. 
(a) RESTRICTED APPLICABILITY OF BANK-

RUPTCY STAY, DISCHARGE, AND PREFERENTIAL 
TRANSFER PROVISIONS TO MEDICARE AND MED-
ICAID DEBTS.—Part A of title XI (42 U.S.C. 1301 
et seq.) is amended by inserting after section 
1143 the following: 

‘‘APPLICATION OF CERTAIN PROVISIONS OF THE 
BANKRUPTCY CODE 

‘‘SEC. 1144. (a) MEDICARE AND MEDICAID-RE-
LATED ACTIONS NOT STAYED BY BANKRUPTCY 
PROCEEDINGS.—The commencement or continu-
ation of any action against a debtor under this 
title or title XVIII or XIX (other than an action 
with respect to health care services for the debt-
or under title XVIII), including any action or 
proceeding to exclude or suspend the debtor 
from program participation, assess civil money 
penalties, recoup or set off overpayments, or 
deny or suspend payment of claims shall not be 
subject to the provisions of section 362(a) of title 
11, United States Code. 

‘‘(b) CERTAIN MEDICARE- AND MEDICAID-RE-
LATED DEBT NOT DISCHARGEABLE IN BANK-
RUPTCY.—A debt owed to the United States or to 
a State for an overpayment under title XVIII or 
XIX (other than an overpayment for health care 
services for the debtor under title XVIII) result-
ing from the fraudulent actions of the debtor, or 
for a penalty, fine, or assessment under this title 
or title XVIII or XIX, shall not be dischargeable 
under any provision of title 11, United States 
Code. 

‘‘(c) REPAYMENT OF CERTAIN DEBTS CONSID-
ERED FINAL.—Payments made to repay a debt to 
the United States or to a State with respect to 
items or services provided, or claims for payment 
made, under title XVIII or XIX (including re-
payment of an overpayment (other than an 
overpayment for health care services for the 
debtor under title XVIII) resulting from the 
fraudulent actions of the debtor), or to pay a 
penalty, fine, or assessment under this title or 
title XVIII or XIX, shall be considered final and 
not preferential transfers under section 547 of 
title 11, United States Code.’’. 

(b) MEDICARE RULES APPLICABLE TO BANK-
RUPTCY PROCEEDINGS.—Title XVIII (42 U.S.C. 
1395 et seq.) is amended by adding at the end 
the following: 

‘‘APPLICATION OF PROVISIONS OF THE 
BANKRUPTCY CODE 

‘‘SEC. 1894. (a) USE OF MEDICARE STANDARDS 
AND PROCEDURES.—Notwithstanding any provi-
sion of title 11, United States Code, or any other 
provision of law, in the case of claims by a debt-
or in bankruptcy for payment under this title, 
the determination of whether the claim is allow-
able and of the amount payable, shall be made 
in accordance with the provisions of this title 
and title XI and implementing regulations. 

‘‘(b) NOTICE TO CREDITOR OF BANKRUPTCY PE-
TITIONER.—In the case of a debt owed to the 
United States with respect to items or services 
provided, or claims for payment made, under 
this title (including a debt arising from an over-
payment or a penalty, fine, or assessment under 
title XI or this title), the notices to the creditor 
of bankruptcy petitions, proceedings, and relief 
required under title 11, United States Code (in-
cluding under section 342 of that title and sec-
tion 2002(j) of the Federal Rules of Bankruptcy 
Procedure), shall be given to the Secretary. Pro-
vision of such notice to a fiscal agent of the Sec-

retary shall not be considered to satisfy this re-
quirement. 

‘‘(c) TURNOVER OF PROPERTY TO THE BANK-
RUPTCY ESTATE.—For purposes of section 542(b) 
of title 11, United States Code, a claim for pay-
ment under this title shall not be considered to 
be a matured debt payable to the estate of a 
debtor until such claim has been allowed by the 
Secretary in accordance with procedures under 
this title.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to bankruptcy peti-
tions filed after the date of the enactment of this 
Act. 
SEC. 5214. REPLACEMENT OF REASONABLE 

CHARGE METHODOLOGY BY FEE 
SCHEDULES. 

(a) IN GENERAL.—Section 1833(a)(1) (42 U.S.C. 
1395l(a)(1)) is amended in the matter preceding 
subparagraph (A) by striking ‘‘the reasonable 
charges for the services’’ and inserting ‘‘the 
lesser of the actual charges for the services and 
the amounts determined by the applicable fee 
schedules developed by the Secretary for the 
particular services’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Section 1833(a)(1) (42 U.S.C. 1395l(a)(1)) is 

amended— 
(A) in subparagraph (A), by striking ‘‘reason-

able charges for’’ and inserting ‘‘payment bases 
otherwise applicable to’’; 

(B) in subparagraph (B), by striking ‘‘reason-
able charges’’ and inserting ‘‘fee schedule 
amounts’’; and 

(C) by inserting after subparagraph (F) the 
following: ‘‘(G) with respect to services described 
in clause (i) or (ii) of section 1861(s)(2)(K) (relat-
ing to physician assistants and nurse practi-
tioners), the amounts paid shall be 80 percent of 
the lesser of the actual charge for the services 
and the applicable amount determined under 
subclause (I) or (II) of section 
1842(b)(12)(A)(ii),’’. 

(2) Section 1833(a)(2) (42 U.S.C. 1395l(a)(2)) is 
amended— 

(A) in subparagraph (B), in the matter pre-
ceding clause (i), by striking ‘‘(C), (D),’’ and in-
serting ‘‘(D)’’; and 

(B) by striking subparagraph (C). 
(3) Section 1833(l) (42 U.S.C. 1395l(l)) is 

amended— 
(A) in paragraph (3)— 
(i) by striking subparagraph (B); and 
(ii) by striking ‘‘(3)(A)’’ and inserting ‘‘(3)’’; 

and 
(B) by striking paragraph (6). 
(4) Section 1834(a)(10)(B) (42 U.S.C. 

1395m(a)(10)(B)) is amended by striking ‘‘para-
graphs (8) and (9)’’ and all that follows through 
‘‘section 1848(i)(3).’’ and inserting ‘‘section 
1842(b)(8) to covered items and suppliers of such 
items and payments under this subsection as 
such provisions would otherwise apply to physi-
cians’ services and physicians.’’. 

(5) Section 1834(g)(1)(A)(ii) (42 U.S.C. 
1395m(g)(1)(A)(ii)) is amended in the heading by 
striking ‘‘REASONABLE CHARGES FOR PROFES-
SIONAL’’ and inserting ‘‘PROFESSIONAL’’. 

(6) Section 1842(a) (42 U.S.C. 1395u(a)) is 
amended— 

(A) in the matter preceding paragraph (1), by 
striking ‘‘reasonable charge’’ and inserting ‘‘fee 
schedule’’; and 

(B) in paragraph (1)(A), by striking ‘‘reason-
able charge’’ and inserting ‘‘other’’. 

(7) Section 1842(b)(3) (42 U.S.C. 1395u(b)(3)) is 
amended— 

(A) in subparagraph (B)— 
(i) in the matter preceding clause (i), by strik-

ing ‘‘where payment’’ and all that follows 
through ‘‘made—’’ and inserting ‘‘where pay-
ment under this part for a service is on a basis 
other than a cost basis, such payment will (ex-
cept as otherwise provided in section 1870(f)) be 
made—’’; and 

(ii) by striking clause (ii)(I) and inserting the 
following: ‘‘(I) the amount determined by the 
applicable payment basis under this part is the 
full charge for the service,’’; and 

(B) by striking the second, third, fourth, fifth, 
sixth, eighth, and ninth sentences. 

(8) Section 1842(b)(4) (42 U.S.C. 1395u(b)(4)) is 
amended to read as follows: 

‘‘(4) In the case of an enteral or parenteral 
pump that is furnished on a rental basis during 
a period of medical need— 

‘‘(A) monthly rental payments shall not be 
made under this part for more than 15 months 
during that period, and 

‘‘(B) after monthly rental payments have been 
made for 15 months during that period, payment 
under this part shall be made for maintenance 
and servicing of the pump in amounts that the 
Secretary determines to be reasonable and nec-
essary to ensure the proper operation of the 
pump.’’. 

(9) Section 6112(b) (42 U.S.C. 1395m note; Pub-
lic Law 101–239) of OBRA—1989 is repealed. 

(10) Section 1842(b)(7) (42 U.S.C. 1395u(b)(7)) 
is amended— 

(A) in subparagraph (D)(i), in the matter pre-
ceding subclause (I), by striking ‘‘, to the extent 
that such payment is otherwise allowed under 
this paragraph,’’; 

(B) in subparagraph (D)(ii), by striking ‘‘sub-
paragraph’’ and inserting ‘‘paragraph’’; 

(C) by striking ‘‘(7)(A) In the case of’’ and all 
that follows through subparagraph (C); 

(D) by striking ‘‘(D)(i)’’ and inserting 
‘‘(7)(A)’’; 

(E) by redesignating clauses (ii) and (iii) as 
subparagraphs (B) and (C), respectively; and 

(F) by redesignating subclauses (I), (II), and 
(III) of subparagraph (A) (as redesignated by 
subparagraph (D) of this paragraph) as clauses 
(i), (ii), and (iii), respectively. 

(11) Section 1842(b)(9) (42 U.S.C. 1395u(b)(9)) 
is repealed. 

(12) Section 1842(b)(10) (42 U.S.C. 1395u(b)(10)) 
is repealed. 

(13) Section 1842(b)(11) (42 U.S.C. 1395u(b)(11)) 
is amended— 

(A) by striking subparagraphs (B) through 
(D); 

(B) by striking ‘‘(11)(A)’’ and inserting ‘‘(11)’’; 
and 

(C) by redesignating clauses (i) and (ii) as 
subparagraphs (A) and (B), respectively. 

(14) Section 1842(b)(12)(A)(ii) (42 U.S.C. 
1395u(b)(12)(A)(ii)) is amended— 

(A) in the matter preceding subclause (I), by 
striking ‘‘prevailing charges determined under 
paragraph (3)’’ and inserting ‘‘the amounts de-
termined under section 1833(a)(1)(G)’’; and 

(B) in subclause (II), by striking ‘‘prevailing 
charge rate’’ and all that follows up to the pe-
riod and inserting ‘‘fee schedule amount speci-
fied in section 1848 for such services performed 
by physicians’’. 

(15) Paragraphs (14) through (17) of section 
1842(b) (42 U.S.C. 1395u(b)) are repealed. 

(16) Section 1842(b) (42 U.S.C. 1395u(b)) is 
amended— 

(A) in paragraph (18)(A), by striking ‘‘reason-
able charge or’’; and 

(B) by redesignating paragraph (18) as para-
graph (14). 

(17) Section 1842(j)(1) (42 U.S.C. 1395u(j)) is 
amended to read as follows: 

‘‘(j)(1) See subsections (k), (l), (m), (n), and 
(p) as to the cases in which sanctions may be 
applied under paragraph (2).’’. 

(18) Section 1842(j)(4) (42 U.S.C. 1395u(j)(4)) is 
amended by striking ‘‘under paragraph (1)’’. 

(19) Section 1842(n)(1)(A) (42 U.S.C. 
1395u(n)(1)(A)) is amended by striking ‘‘reason-
able charge (or other applicable limit)’’ and in-
serting ‘‘other applicable limit’’. 

(20) Section 1842(q) (42 U.S.C. 1395u(q)) is 
amended— 

(A) by striking paragraph (1)(B); and 
(B) by striking ‘‘(q)(1)(A)’’ and inserting 

‘‘(q)(1)’’. 
(21) Section 1845(b)(1) (42 U.S.C. 1395w– 

1(b)(1)) is amended by striking ‘‘adjustments to 
the reasonable charge levels for physicians’ 
services recognized under section 1842(b) and’’. 
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(22) Section 1848(i)(3) (42 U.S.C. 1395w–4(i)(3)) 

is repealed. 
(23) Section 1866(a)(2)(A)(ii) (42 U.S.C. 

1395cc(a)(2)(A)(ii)) is amended by striking ‘‘rea-
sonable charges’’ and all that follows through 
‘‘provider)’’ and inserting ‘‘amount customarily 
charged for the items and services by the pro-
vider’’. 

(24) Section 1881(b)(3)(A) (42 U.S.C. 
1395rr(b)(3)(A)) is amended by striking ‘‘a rea-
sonable charge’’ and all that follows through 
‘‘section 1848)’’ and inserting ‘‘the basis de-
scribed in section 1848’’. 

(25) Section 9340 of OBRA—1986 (42 U.S.C. 
1395u note; Public Law 99-509) is repealed. 

(c) EFFECTIVE DATES.—The amendments made 
by this section to the extent such amendments 
substitute fee schedules for reasonable charges, 
shall apply to particular services as of the date 
specified by the Secretary of Health and Human 
Services. 

(d) INITIAL BUDGET NEUTRALITY.—The Sec-
retary, in developing a fee schedule for par-
ticular services (under the amendments made by 
this section), shall set amounts for the first year 
period to which the fee schedule applies at a 
level so that the total payments under title 
XVIII of the Social Security Act (42 U.S.C. 1395 
et seq.) for those services for that year period 
shall be approximately equal to the estimated 
total payments if those amendments had not 
been made. 
SEC. 5215. APPLICATION OF INHERENT REASON-

ABLENESS TO ALL PART B SERVICES 
OTHER THAN PHYSICIANS’ SERV-
ICES. 

(a) IN GENERAL.—Section 1842(b)(8) (42 U.S.C. 
1395u(b)(8)) is amended to read as follows: 

‘‘(8) The Secretary shall describe by regula-
tion the factors to be used in determining the 
cases (of particular items or services) in which 
the application of this part (other than to physi-
cians’ services paid under section 1848) results 
in the determination of an amount that, because 
of its being grossly excessive or grossly deficient, 
is not inherently reasonable, and provide in 
those cases for the factors to be considered in es-
tablishing an amount that is realistic and equi-
table.’’. 

(b) CONFORMING AMENDMENT.—Section 
1834(a)(10) (42 U.S.C. 1395m(a)(10)(B)) is amend-
ed— 

(1) by striking subparagraph (B); and 
(2) by redesignating subparagraph (C) as sub-

paragraph (B). 
(c) EFFECTIVE DATE.—The amendments made 

by this section shall take effect on the date of 
the enactment of this Act. 
SEC. 5216. REQUIREMENT TO FURNISH DIAG-

NOSTIC INFORMATION. 
(a) INCLUSION OF NON-PHYSICIAN PRACTI-

TIONERS IN REQUIREMENT TO PROVIDE DIAG-
NOSTIC CODES FOR PHYSICIAN SERVICES.—Para-
graphs (1) and (2) of section 1842(p) (42 U.S.C. 
1395u(p)) are each amended by inserting ‘‘or 
practitioner specified in subsection (b)(18)(C)’’ 
after ‘‘by a physician’’. 

(b) REQUIREMENT TO PROVIDE DIAGNOSTIC IN-
FORMATION WHEN ORDERING CERTAIN ITEMS OR 
SERVICES FURNISHED BY ANOTHER ENTITY.—Sec-
tion 1842(p) (42 U.S.C. 1395u(p)), is amended by 
adding at the end the following: 

‘‘(4) In the case of an item or service defined 
in paragraph (3), (6), (8), or (9) of subsection 
1861(s) ordered by a physician or a practitioner 
specified in subsection (b)(18)(C), but furnished 
by another entity, if the Secretary (or fiscal 
agent of the Secretary) requires the entity fur-
nishing the item or service to provide diagnostic 
or other medical information for payment to be 
made to the entity, the physician or practitioner 
shall provide that information to the entity at 
the time that the item or service is ordered by 
the physician or practitioner.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to items and services 
furnished on or after January 1, 1998. 

SEC. 5217. REPORT BY GAO ON OPERATION OF 
FRAUD AND ABUSE CONTROL PRO-
GRAM. 

Section 1817(k)(6) (42 U.S.C. 1395i(k)(6)) is 
amended by inserting ‘‘June 1, 1998, and’’ after 
‘‘Not later than’’. 
SEC. 5218. COMPETITIVE BIDDING. 

(a) GENERAL RULE.—Part B of title XVIII (42 
U.S.C. 1395j et seq.) is amended by inserting 
after section 1846 the following: 
‘‘SEC. 1847. COMPETITIVE ACQUISITION OF ITEMS 

AND SERVICES. 
‘‘(a) ESTABLISHMENT OF BIDDING AREAS.— 
‘‘(1) IN GENERAL.—The Secretary shall estab-

lish competitive acquisition areas for contract 
award purposes for the furnishing under this 
part after 1997 of the items and services de-
scribed in subsection (c). The Secretary may es-
tablish different competitive acquisition areas 
under this subsection for different classes of 
items and services. 

‘‘(2) CRITERIA FOR ESTABLISHMENT.—The com-
petitive acquisition areas established under 
paragraph (1) shall be chosen based on the 
availability and accessibility of entities able to 
furnish items and services, and the probable 
savings to be realized by the use of competitive 
bidding in the furnishing of items and services 
in the area. 

‘‘(b) AWARDING OF CONTRACTS IN AREAS.— 
‘‘(1) IN GENERAL.—The Secretary shall con-

duct a competition among individuals and enti-
ties supplying items and services described in 
subsection (c) for each competitive acquisition 
area established under subsection (a) for each 
class of items and services. 

‘‘(2) CONDITIONS FOR AWARDING CONTRACT.— 
The Secretary may not award a contract to any 
entity under the competition conducted pursu-
ant to paragraph (1) to furnish an item or serv-
ice unless the Secretary finds that the entity 
meets quality standards specified by the Sec-
retary, and subject to paragraph (3), that the 
total amounts to be paid under the contract are 
expected to be less than the total amounts that 
would otherwise be paid. 

‘‘(3) LIMIT ON AMOUNT OF PAYMENT.—The Sec-
retary may not under a contract awarded under 
this section provide for payment for an item or 
service in an amount in excess of the applicable 
fee schedule under this part for similar or re-
lated items or services. The preceding sentence 
shall not apply if the Secretary determines that 
an amount in excess of such amount is war-
ranted by reason of technological innovation, 
quality improvement, or similar reasons, except 
that the total amount paid under the contract 
shall not exceed the limit under paragraph (2). 

‘‘(4) CONTENTS OF CONTRACT.—A contract en-
tered into with an entity under the competition 
conducted pursuant to paragraph (1) is subject 
to terms and conditions that the Secretary may 
specify. 

‘‘(5) LIMIT ON NUMBER OF CONTRACTORS.—The 
Secretary may limit the number of contractors in 
a competitive acquisition area to the number 
needed to meet projected demand for items and 
services covered under the contracts. 

‘‘(c) SERVICES DESCRIBED.—The items and 
services to which this section applies are all 
items and services covered under this part (ex-
cept for physician services as defined by 1861(r)) 
that the Secretary may specify.’’. 

(b) ITEMS AND SERVICES TO BE FURNISHED 
ONLY THROUGH COMPETITIVE ACQUISITION.— 
Section 1862(a) (42 U.S.C. 1395y(a)) is amend-
ed— 

(1) by striking ‘‘or’’ at the end of paragraph 
(14), 

(2) by striking the period at the end of para-
graph (15) and inserting ‘‘; or’’, and 

(3) by inserting after paragraph (15) the fol-
lowing: 

‘‘(16) where the expenses are for an item or 
service furnished in a competitive acquisition 
area (as established by the Secretary under sec-
tion 1847(a)) by an entity other than an entity 
with which the Secretary has entered into a 

contract under section 1847(b) for the furnishing 
of such an item or service in that area, unless 
the Secretary finds that the expenses were in-
curred in a case of urgent need, or in other cir-
cumstances specified by the Secretary.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by subsections (a) and (b) apply to items and 
services furnished after December 31, 1997. 
SEC. 5219. IMPROVING INFORMATION TO MEDI-

CARE BENEFICIARIES. 
(a) CLARIFICATION OF REQUIREMENT TO PRO-

VIDE EXPLANATION OF MEDICARE BENEFITS.— 
Section 1804 of the Social Security Act (42 U.S.C. 
1395b–2) is amended by adding at the end the 
following new subsection: 

‘‘(c)(1) The Secretary shall provide a state-
ment which explains the benefits provided under 
this title with respect to each item or service for 
which payment may be made under this title 
which is furnished to an individual, without re-
gard to whether or not a deductible or coinsur-
ance may be imposed against the individual 
with respect to such item or service. 

‘‘(2) Each explanation of benefits provided 
under paragraph (1) shall include— 

‘‘(A) a statement which indicates that because 
errors do occur and because medicare fraud, 
waste and abuse is a significant problem, bene-
ficiaries should carefully check the statement 
for accuracy and report any errors or question-
able charges by calling the toll-free phone num-
ber described in subparagraph (C); 

‘‘(B) a statement of the beneficiary’s right to 
request an itemized bill (as provided in section 
1128A(n)); and 

‘‘(C) a toll-free telephone number for reporting 
errors, questionable charges or other acts that 
would constitute medicare fraud, waste, or 
abuse, which may be the same number as de-
scribed in subsection (b).’’. 

(b) REQUEST FOR ITEMIZED BILL FOR MEDI-
CARE ITEMS AND SERVICES.— 

(1) IN GENERAL.—Section 1128A of the Social 
Security Act (42 U.S.C. 1320a–7a) is amended by 
adding at the end the following new subsection: 

‘‘(m) WRITTEN REQUEST FOR ITEMIZED BILL.— 
‘‘(1) IN GENERAL.—A beneficiary may submit a 

written request for an itemized bill for medical 
or other items or services provided to such bene-
ficiary by any person (including an organiza-
tion, agency, or other entity) that receives pay-
ment under title XVIII for providing such items 
or services to such beneficiary. 

‘‘(2) 30-DAY PERIOD TO RECEIVE BILL.— 
‘‘(A) IN GENERAL.—Not later than 30 days 

after the date on which a request under para-
graph (1) has been received, a person described 
in such paragraph shall furnish an itemized bill 
describing each medical or other item or service 
provided to the beneficiary requesting the 
itemized bill. 

‘‘(B) PENALTY.—Whoever knowingly fails to 
furnish an itemized bill in accordance with sub-
paragraph (A) shall be subject to a civil fine of 
not more than $100 for each such failure. 

‘‘(3) REVIEW OF ITEMIZED BILL.— 
‘‘(A) IN GENERAL.—Not later than 90 days 

after the receipt of an itemized bill furnished 
under paragraph (1), a beneficiary may submit 
a written request for a review of the itemized bill 
to the appropriate fiscal intermediary or carrier 
with a contract under section 1816 or 1842. 

‘‘(B) SPECIFIC ALLEGATIONS.—A request for a 
review of the itemized bill shall identify— 

‘‘(i) specific medical or other items or services 
that the beneficiary believes were not provided 
as claimed, or 

‘‘(ii) any other billing irregularity (including 
duplicate billing). 

‘‘(4) FINDINGS OF FISCAL INTERMEDIARY OR 
CARRIER.—Each fiscal intermediary or carrier 
with a contract under section 1816 or 1842 shall, 
with respect to each written request submitted to 
the fiscal intermediary or carrier under para-
graph (3), determine whether the itemized bill 
identifies specific medical or other items or serv-
ices that were not provided as claimed or any 
other billing irregularity (including duplicate 
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billing) that has resulted in unnecessary pay-
ments under the title XVIII. 

‘‘(5) RECOVERY OF AMOUNTS.—The Secretary 
shall require fiscal intermediaries and carriers 
to take all appropriate measures to recover 
amounts unnecessarily paid under title XVIII 
with respect to a bill described in paragraph 
(4).’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply with respect to med-
ical or other items or services provided on or 
after January 1, 1998. 
SEC. 5220. PROHIBITING UNNECESSARY AND 

WASTEFUL MEDICARE PAYMENTS 
FOR CERTAIN ITEMS. 

Section 1861(v) of the Social Security Act is 
amended by adding at the end the following 
new paragraph: 

‘‘(8) ITEMS UNRELATED TO PATIENT CARE.— 
Reasonable costs do not include costs for the fol-
lowing— 

‘‘(i) entertainment; 
‘‘(ii) gifts or donations; 
‘‘(iii) costs for fines and penalties resulting 

from violations of Federal, State, or local laws; 
and 

‘‘(iv) education expenses for spouses or other 
dependents of providers of services, their em-
ployees or contractors.’’. 
SEC. 5221. REDUCING EXCESSIVE BILLINGS AND 

UTILIZATION FOR CERTAIN ITEMS. 
Section 1834(a)(15) of the Social Security Act 

(42 U.S.C. 1395m(a)(15)) is amended by striking 
‘‘Secretary may’’ both places it appears and in-
serting ‘‘Secretary shall’’. 
SEC. 5222. IMPROVING INFORMATION TO MEDI-

CARE BENEFICIARIES. 
(a) CLARIFICATION OF REQUIREMENT TO PRO-

VIDE EXPLANATION OF MEDICARE BENEFITS.— 
Section 1804 of the Social Security Act (42 U.S.C. 
1395b–2) is amended by adding at the end the 
following new subsection: 

‘‘(c)(1) The Secretary shall provide a state-
ment which explains the benefits provided under 
this title with respect to each item or service for 
which payment may be made under this title 
which is furnished to an individual, without re-
gard to whether or not a deductible or coinsur-
ance may be imposed against the individual 
with respect to such item or service. 

‘‘(2) Each explanation of benefits provided 
under paragraph (1) shall include— 

‘‘(A) a statement which indicates that because 
errors do occur and because medicare fraud, 
waste and abuse is a significant problem, bene-
ficiaries should carefully check the statement 
for accuracy and report any errors or question-
able charges by calling the toll-free phone num-
ber described in subparagraph (C); 

‘‘(B) a statement of the beneficiary’s right to 
request an itemized bill (as provided in section 
1128A(n)); and 

‘‘(C) a toll-free telephone number for reporting 
errors, questionable charges or other acts that 
would constitute medicare fraud, waste, or 
abuse, which may be the same number as de-
scribed in subsection (b).’’. 

(b) REQUEST FOR ITEMIZED BILL FOR MEDI-
CARE ITEMS AND SERVICES.— 

(1) IN GENERAL.—Section 1128A of the Social 
Security Act (42 U.S.C. 1320a–7a) is amended by 
adding at the end the following new subsection: 

‘‘(m) WRITTEN REQUEST FOR ITEMIZED BILL.— 
‘‘(1) IN GENERAL.—A beneficiary may submit a 

written request for an itemized bill for medical 
or other items or services provided to such bene-
ficiary by any person (including an organiza-
tion, agency, or other entity) that receives pay-
ment under title XVIII for providing such items 
or services to such beneficiary. 

‘‘(2) 30-DAY PERIOD TO RECEIVE BILL.— 
‘‘(A) IN GENERAL.—Not later than 30 days 

after the date on which a request under para-
graph (1) has been received, a person described 
in such paragraph shall furnish an itemized bill 
describing each medical or other item or service 
provided to the beneficiary requesting the 
itemized bill. 

‘‘(B) PENALTY.—Whoever knowingly fails to 
furnish an itemized bill in accordance with sub-
paragraph (A) shall be subject to a civil fine of 
not more than $100 for each such failure. 

‘‘(3) REVIEW OF ITEMIZED BILL.— 
‘‘(A) IN GENERAL.—Not later than 90 days 

after the receipt of an itemized bill furnished 
under paragraph (1), a beneficiary may submit 
a written request for a review of the itemized bill 
to the appropriate fiscal intermediary or carrier 
with a contract under section 1816 or 1842. 

‘‘(B) SPECIFIC ALLEGATIONS.—A request for a 
review of the itemized bill shall identify— 

‘‘(i) specific medical or other items or services 
that the beneficiary believes were not provided 
as claimed, or 

‘‘(ii) any other billing irregularity (including 
duplicate billing). 

‘‘(4) FINDINGS OF FISCAL INTERMEDIARY OR 
CARRIER.—Each fiscal intermediary or carrier 
with a contract under section 1816 or 1842 shall, 
with respect to each written request submitted to 
the fiscal intermediary or carrier under para-
graph (3), determine whether the itemized bill 
identifies specific medical or other items or serv-
ices that were not provided as claimed or any 
other billing irregularity (including duplicate 
billing) that has resulted in unnecessary pay-
ments under the title XVIII. 

‘‘(5) RECOVERY OF AMOUNTS.—The Secretary 
shall require fiscal intermediaries and carriers 
to take all appropriate measures to recover 
amounts unnecessarily paid under title XVIII 
with respect to a bill described in paragraph 
(4).’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply with respect to med-
ical or other items or services provided on or 
after January 1, 1998. 
SEC. 5223. PROHIBITING UNNECESSARY AND 

WASTEFUL MEDICARE PAYMENTS 
FOR CERTAIN ITEMS. 

Notwithstanding any other provision of law, 
including any regulation or payment policy, the 
following categories of charges shall not be re-
imbursable under title XVIII of the Social Secu-
rity Act: 

(1) Entertainment costs, including the costs of 
tickets to sporting and other entertainment 
events. 

(2) Gifts or donations. 
(3) Personal use of motor vehicles. 
(4) Costs for fines and penalties resulting from 

violations of Federal, State, or local laws. 
(5) Tuition or other education fees for spouses 

or dependents of providers of services, their em-
ployees, or contractors. 
SEC. 5224. REDUCING EXCESSIVE BILLINGS AND 

UTILIZATION FOR CERTAIN ITEMS. 
Section 1834(a)(15) of the Social Security Act 

(42 U.S.C. 1395m(a)(15)) is amended by striking 
‘‘Secretary may’’ both places it appears and in-
serting ‘‘Secretary shall’’. 
SEC. 5225. IMPROVED CARRIER AUTHORITY TO 

REDUCE EXCESSIVE MEDICARE PAY-
MENTS. 

Section 1834(i) of the Social Security Act (42 
U.S.C. 1395m(i)) is amended by adding at the 
end the following new paragraph: 

‘‘(3) GROSSLEY EXCESSIVE PAYMENT 
AMOUNTS.—Notwithstanding paragraph (1), the 
Secretary may apply the provisions of section 
1842(b)(8) to payments under this subsection.’’. 
SEC. 5226. ITEMIZATION OF SURGICAL DRESSING 

BILLS SUBMITTED BY HOME HEALTH 
AGENCIES. 

Section 1834(i)(2) (42 U.S.C. 1395m(i)(2)) is 
amended to read as follows: 

‘‘(2) EXCEPTION.—Paragraph (1) shall not 
apply to surgical dressings that are furnished as 
an incident to a physician’s professional serv-
ice.’’. 

CHAPTER 3—CLARIFICATIONS AND 
TECHNICAL CHANGES 

SEC. 5231. OTHER FRAUD AND ABUSE RELATED 
PROVISIONS. 

(a) REFERENCE CORRECTION.—(1) Section 
1128D(b)(2)(D) (42 U.S.C. 1320a–7d(b)(2)(D)), as 

added by section 205 of the Health Insurance 
Portability and Accountability Act of 1996, is 
amended by striking ‘‘1128B(b)’’ and inserting 
‘‘1128A(b)’’. 

(2) Section 1128E(g)(3)(C) (42 U.S.C. 1320a– 
7e(g)(3)(C)) is amended by striking ‘‘Veterans’ 
Administration’’ and inserting ‘‘Department of 
Veterans Affairs’’. 

(b) LANGUAGE IN DEFINITION OF CONVIC-
TION.—Section 1128E(g)(5) (42 U.S.C. 1320a– 
7e(g)(5)), as inserted by section 221(a) of the 
Health Insurance Portability and Account-
ability Act of 1996, is amended by striking 
‘‘paragraph (4)’’ and inserting ‘‘paragraphs (1) 
through (4)’’. 

(c) IMPLEMENTATION OF EXCLUSIONS.—Section 
1128 (42 U.S.C. 1320a–7) is amended— 

(1) in subsection (a), by striking ‘‘any pro-
gram under title XVIII and shall direct that the 
following individuals and entities be excluded 
from participation in any State health care pro-
gram (as defined in subsection (h))’’ and insert-
ing ‘‘any Federal health care program (as de-
fined in section 1128B(f))’’; and 

(2) in subsection (b), by striking ‘‘any program 
under title XVIII and may direct that the fol-
lowing individuals and entities be excluded from 
participation in any State health care program’’ 
and inserting ‘‘any Federal health care program 
(as defined in section 1128B(f))’’. 

(d) SANCTIONS FOR FAILURE TO REPORT.—Sec-
tion 1128E(b) (42 U.S.C. 1320a–7e(b)), as inserted 
by section 221(a) of the Health Insurance Port-
ability and Accountability Act of 1996, is 
amended by adding at the end the following: 

‘‘(6) SANCTIONS FOR FAILURE TO REPORT.— 
‘‘(A) HEALTH PLANS.—Any health plan that 

fails to report information on an adverse action 
required to be reported under this subsection 
shall be subject to a civil money penalty of not 
more than $25,000 for each such adverse action 
not reported. Such penalty shall be imposed and 
collected in the same manner as civil money 
penalties under subsection (a) of section 1128A 
are imposed and collected under that section. 

‘‘(B) GOVERNMENTAL AGENCIES.—The Sec-
retary shall provide for a publication of a public 
report that identifies those Government agencies 
that have failed to report information on ad-
verse actions as required to be reported under 
this subsection.’’. 

(e) CLARIFICATION OF TREATMENT OF CERTAIN 
WAIVERS AND PAYMENTS OF PREMIUMS.— 

(1) Section 1128A(i)(6) (42 U.S.C. 1320a– 
7a(i)(6)) is amended— 

(A) in subparagraph (A)(iii)— 
(i) in subclause (I), by adding ‘‘or’’ at the 

end; 
(ii) in subclause (II), by striking ‘‘or’’ at the 

end; and 
(iii) by striking subclause (III); 
(B) by redesignating subparagraphs (B) and 

(C) as subparagraphs (C) and (D); and 
(C) by inserting after subparagraph (A) the 

following: 
‘‘(B) any permissible waiver as specified in 

section 1128B(b)(3) or in regulations issued by 
the Secretary;’’. 

(2) Section 1128A(i)(6) (42 U.S.C. 1320a– 
7a(i)(6)), is amended— 

(A) in subparagraph (C), as redesignated by 
paragraph (1), by striking ‘‘or’’ at the end; 

(B) in subparagraph (D), as so redesignated, 
by striking the period at the end and inserting 
‘‘; or’’; and 

(C) by adding at the end the following: 
‘‘(D) the waiver of deductible and coinsurance 

amounts pursuant to medicare supplemental 
policies under section 1882(t).’’. 

(f) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this sec-
tion shall be effective as if included in the en-
actment of the Health Insurance Portability and 
Accountability Act of 1996. 

(2) FEDERAL HEALTH PROGRAM.—The amend-
ments made by subsection (c) shall take effect 
on the date of the enactment of this Act. 
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(3) SANCTION FOR FAILURE TO REPORT.—The 

amendment made by subsection (d) shall apply 
to failures occurring on or after the date of the 
enactment of this Act. 

(4) CLARIFICATION.—The amendments made by 
subsection (e)(2) shall take effect on the date of 
the enactment of this Act. 

Subtitle E—Prospective Payment Systems 
CHAPTER 1—PROVISIONS RELATING TO 

PART A 
SEC. 5301. PROSPECTIVE PAYMENT FOR INPA-

TIENT REHABILITATION HOSPITAL 
SERVICES. 

(a) IN GENERAL.—Section 1886 (42 U.S.C. 
1395ww) is amended by adding at the end the 
following new subsection: 

‘‘(j) PROSPECTIVE PAYMENT FOR INPATIENT 
REHABILITATION SERVICES.— 

‘‘(1) PAYMENT DURING TRANSITION PERIOD.— 
‘‘(A) IN GENERAL.—Notwithstanding section 

1814(b), but subject to the provisions of section 
1813, the amount of the payment with respect to 
the operating and capital costs of inpatient hos-
pital services of a rehabilitation hospital or a re-
habilitation unit (in this subsection referred to 
as a ‘rehabilitation facility’), in a cost reporting 
period beginning on or after October 1, 2000, 
and before October 1, 2003, is equal to the sum 
of— 

‘‘(i) the TEFRA percentage (as defined in sub-
paragraph (C)) of the amount that would have 
been paid under part A of this title with respect 
to such costs if this subsection did not apply, 
and 

‘‘(ii) the prospective payment percentage (as 
defined in subparagraph (C)) of the product of 
(I) the per unit payment rate established under 
this subsection for the fiscal year in which the 
payment unit of service occurs, and (II) the 
number of such payment units occurring in the 
cost reporting period. 

‘‘(B) FULLY IMPLEMENTED SYSTEM.—Notwith-
standing section 1814(b), but subject to the pro-
visions of section 1813, the amount of the pay-
ment with respect to the operating and capital 
costs of inpatient hospital services of a rehabili-
tation facility for a payment unit in a cost re-
porting period beginning on or after October 1, 
2003, is equal to the per unit payment rate es-
tablished under this subsection for the fiscal 
year in which the payment unit of service oc-
curs. 

‘‘(C) TEFRA AND PROSPECTIVE PAYMENT PER-
CENTAGES SPECIFIED.—For purposes of subpara-
graph (A), for a cost reporting period begin-
ning— 

‘‘(i) on or after October 1, 2000, and before Oc-
tober 1, 2001, the ‘TEFRA percentage’ is 75 per-
cent and the ‘prospective payment percentage’ is 
25 percent; 

‘‘(ii) on or after October 1, 2001, and before 
October 1, 2002, the ‘TEFRA percentage’ is 50 
percent and the ‘prospective payment percent-
age’ is 50 percent; and 

‘‘(iii) on or after October 1, 2002, and before 
October 1, 2003, the ‘TEFRA percentage’ is 25 
percent and the ‘prospective payment percent-
age’ is 75 percent. 

‘‘(D) PAYMENT UNIT.—For purposes of this 
subsection, the term ‘payment unit’ means a dis-
charge, day of inpatient hospital services, or 
other unit of payment defined by the Secretary. 

‘‘(2) PATIENT CASE MIX GROUPS.— 
‘‘(A) ESTABLISHMENT.—The Secretary shall es-

tablish— 
‘‘(i) classes of patients of rehabilitation facili-

ties (each in this subsection referred to as a 
‘case mix group’), based on such factors as the 
Secretary deems appropriate, which may include 
impairment, age, related prior hospitalization, 
comorbidities, and functional capability of the 
patient; and 

‘‘(ii) a method of classifying specific patients 
in rehabilitation facilities within these groups. 

‘‘(B) WEIGHTING FACTORS.—For each case mix 
group the Secretary shall assign an appropriate 
weighting which reflects the relative facility re-

sources used with respect to patients classified 
within that group compared to patients classi-
fied within other groups. 

‘‘(C) ADJUSTMENTS FOR CASE MIX.— 
‘‘(i) IN GENERAL.—The Secretary shall from 

time to time adjust the classifications and 
weighting factors established under this para-
graph as appropriate to reflect changes in treat-
ment patterns, technology, case mix, number of 
payment units for which payment is made under 
this title, and other factors which may affect 
the relative use of resources. Such adjustments 
shall be made in a manner so that changes in 
aggregate payments under the classification sys-
tem are a result of real changes and are not a 
result of changes in coding that are unrelated to 
real changes in case mix. 

‘‘(ii) ADJUSTMENT.—Insofar as the Secretary 
determines that such adjustments for a previous 
fiscal year (or estimates that such adjustments 
for a future fiscal year) did (or are likely to) re-
sult in a change in aggregate payments under 
the classification system during the fiscal year 
that are a result of changes in the coding or 
classification of patients that do not reflect real 
changes in case mix, the Secretary shall adjust 
the per payment unit payment rate for subse-
quent years so as to discount the effect of such 
coding or classification changes. 

‘‘(D) DATA COLLECTION.—The Secretary is au-
thorized to require rehabilitation facilities that 
provide inpatient hospital services to submit 
such data as the Secretary deems necessary to 
establish and administer the prospective pay-
ment system under this subsection. 

‘‘(3) PAYMENT RATE.— 
‘‘(A) IN GENERAL.—The Secretary shall deter-

mine a prospective payment rate for each pay-
ment unit for which such rehabilitation facility 
is entitled to receive payment under this title. 
Subject to subparagraph (B), such rate for pay-
ment units occurring during a fiscal year shall 
be based on the average payment per payment 
unit under this title for inpatient operating and 
capital costs of rehabilitation facilities using the 
most recent data available (as estimated by the 
Secretary as of the date of establishment of the 
system) adjusted— 

‘‘(i) by updating such per-payment-unit 
amount to the fiscal year involved by the 
weighted average of the applicable percentage 
increases provided under subsection (b)(3)(B)(ii) 
(for cost reporting periods beginning during the 
fiscal year) covering the period from the mid-
point of the period for such data through the 
midpoint of fiscal year 2000 and by an increase 
factor (described in subparagraph (C)) specified 
by the Secretary for subsequent fiscal years up 
to the fiscal year involved; 

‘‘(ii) by reducing such rates by a factor equal 
to the proportion of payments under this sub-
section (as estimated by the Secretary) based on 
prospective payment amounts which are addi-
tional payments described in paragraph (4) (re-
lating to outlier and related payments) or para-
graph (7); 

‘‘(iii) for variations among rehabilitation fa-
cilities by area under paragraph (6); 

‘‘(iv) by the weighting factors established 
under paragraph (2)(B); and 

‘‘(v) by such other factors as the Secretary de-
termines are necessary to properly reflect vari-
ations in necessary costs of treatment among re-
habilitation facilities. 

‘‘(B) BUDGET NEUTRAL RATES.—The Secretary 
shall establish the prospective payment amounts 
under this subsection for payment units during 
fiscal years 2001 through 2004 at levels such 
that, in the Secretary’s estimation, the amount 
of total payments under this subsection for such 
fiscal years (including any payment adjust-
ments pursuant to paragraph (7)) shall be equal 
to 99 percent of the amount of payments that 
would have been made under this title during 
the fiscal years for operating and capital costs 
of rehabilitation facilities had this subsection 
not been enacted. In establishing such payment 
amounts, the Secretary shall consider the effects 

of the prospective payment system established 
under this subsection on the total number of 
payment units from rehabilitation facilities and 
other factors described in subparagraph (A). 

‘‘(C) INCREASE FACTOR.—For purposes of this 
subsection for payment units in each fiscal year 
(beginning with fiscal year 2001), the Secretary 
shall establish an increase factor. Such factor 
shall be based on an appropriate percentage in-
crease in a market basket of goods and services 
comprising services for which payment is made 
under this subsection, which may be the market 
basket percentage increase described in sub-
section (b)(3)(B)(iii). 

‘‘(4) OUTLIER AND SPECIAL PAYMENTS.— 
‘‘(A) OUTLIERS.— 
‘‘(i) IN GENERAL.—The Secretary may provide 

for an additional payment to a rehabilitation 
facility for patients in a case mix group, based 
upon the patient being classified as an outlier 
based on an unusual length of stay, costs, or 
other factors specified by the Secretary. 

‘‘(ii) PAYMENT BASED ON MARGINAL COST OF 
CARE.—The amount of such additional payment 
under clause (i) shall be determined by the Sec-
retary and shall approximate the marginal cost 
of care beyond the cutoff point applicable under 
clause (i). 

‘‘(iii) TOTAL PAYMENTS.—The total amount of 
the additional payments made under this sub-
paragraph for payment units in a fiscal year 
may not exceed 5 percent of the total payments 
projected or estimated to be made based on pro-
spective payment rates for payment units in 
that year. 

‘‘(B) ADJUSTMENT.—The Secretary may pro-
vide for such adjustments to the payment 
amounts under this subsection as the Secretary 
deems appropriate to take into account the 
unique circumstances of rehabilitation facilities 
located in Alaska and Hawaii. 

‘‘(5) PUBLICATION.—The Secretary shall pro-
vide for publication in the Federal Register, on 
or before September 1 before each fiscal year (be-
ginning with fiscal year 2001, of the classifica-
tion and weighting factors for case mix groups 
under paragraph (2) for such fiscal year and a 
description of the methodology and data used in 
computing the prospective payment rates under 
this subsection for that fiscal year. 

‘‘(6) AREA WAGE ADJUSTMENT.—The Secretary 
shall adjust the proportion (as estimated by the 
Secretary from time to time) of rehabilitation fa-
cilities’ costs which are attributable to wages 
and wage-related costs, of the prospective pay-
ment rates computed under paragraph (3) for 
area differences in wage levels by a factor (es-
tablished by the Secretary) reflecting the rel-
ative hospital wage level in the geographic area 
of the rehabilitation facility compared to the na-
tional average wage level for such facilities. Not 
later than October 1, 2001 (and at least every 36 
months thereafter), the Secretary shall update 
the factor under the preceding sentence on the 
basis of a survey conducted by the Secretary 
(and updated as appropriate) of the wages and 
wage-related costs incurred in furnishing reha-
bilitation services. Any adjustments or updates 
made under this paragraph for a fiscal year 
shall be made in a manner that assures that the 
aggregated payments under this subsection in 
the fiscal year are not greater or less than those 
that would have been made in the year without 
such adjustment. 

‘‘(7) ADDITIONAL ADJUSTMENTS.—The Sec-
retary may provide by regulation for— 

‘‘(A) an additional payment to take into ac-
count indirect costs of medical education and 
the special circumstances of hospitals that serve 
a significantly disproportionate number of low- 
income patients in a manner similar to that pro-
vided under subparagraphs (B) and (F), respec-
tively, of subsection (d)(5); and 

‘‘(B) such other exceptions and adjustments to 
payment amounts under this subsection in a 
manner similar to that provided under sub-
section (d)(5)(I) in relation to payments under 
subsection (d). 
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‘‘(8) LIMITATION ON REVIEW.—There shall be 

no administrative or judicial review under sec-
tion 1869, 1878, or otherwise of the establishment 
of— 

‘‘(A) case mix groups, of the methodology for 
the classification of patients within such 
groups, and of the appropriate weighting fac-
tors thereof under paragraph (2), 

‘‘(B) the prospective payment rates under 
paragraph (3), 

‘‘(C) outlier and special payments under para-
graph (4), 

‘‘(D) area wage adjustments under paragraph 
(6), and 

‘‘(E) additional adjustments under paragraph 
(7).’’. 

(b) CONFORMING AMENDMENTS.—Section 
1886(b) (42 U.S.C. 1395ww(b)) is amended— 

(1) in paragraph (1), by inserting ‘‘and other 
than a rehabilitation facility described in sub-
section (j)(1)’’ after ‘‘subsection (d)(1)(B)’’, and 

(2) in paragraph (3)(B)(i), by inserting ‘‘and 
subsection (j)’’ after ‘‘For purposes of subsection 
(d)’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to cost reporting peri-
ods beginning on or after October 1, 2000, except 
that the Secretary of Health and Human Serv-
ices may require the submission of data under 
section 1886(j)(2)(D) of the Social Security Act 
(as added by subsection (a)) on and after the 
date of the enactment of this section. 
SEC. 5302. STUDY AND REPORT ON PAYMENTS 

FOR LONG-TERM CARE HOSPITALS. 
(a) STUDY.—The Secretary of Health and 

Human Services shall— 
(1) collect data to develop, establish, admin-

ister and evaluate a case-mix adjusted prospec-
tive payment system for hospitals described in 
section 1886(d)(1)(B)(iv) (42 U.S.C. 
1395ww(d)(1)(B)(iv)); and 

(2) develop a legislative proposal for estab-
lishing and administering such a payment sys-
tem that includes an adequate patient classi-
fication system that reflects the differences in 
patient resource use and costs among such hos-
pitals. 

(b) REPORT.—Not later than October 1, 1999, 
the Secretary of Health and Human Services 
shall submit the proposal described in subsection 
(a)(2) to the appropriate committees of Congress. 

CHAPTER 2—PROVISIONS RELATING TO 
PART B 

Subchapter A—Payment for Hospital 
Outpatient Department Services 

SEC. 5311. ELIMINATION OF FORMULA-DRIVEN 
OVERPAYMENTS (FDO) FOR CERTAIN 
OUTPATIENT HOSPITAL SERVICES. 

(a) ELIMINATION OF FDO FOR AMBULATORY 
SURGICAL CENTER PROCEDURES.—Section 
1833(i)(3)(B)(i)(II) (42 U.S.C. 1395l(i)(3)(B)(i)(II)) 
is amended— 

(1) by striking ‘‘of 80 percent’’; and 
(2) by striking the period at the end and in-

serting the following: ‘‘, less the amount a pro-
vider may charge as described in clause (ii) of 
section 1866(a)(2)(A).’’. 

(b) ELIMINATION OF FDO FOR RADIOLOGY 
SERVICES AND DIAGNOSTIC PROCEDURES.—Sec-
tion 1833(n)(1)(B)(i) (42 U.S.C. 1395l(n)(1)(B)(i)) 
is amended— 

(1) by striking ‘‘of 80 percent’’, and 
(2) by inserting before the period at the end 

the following: ‘‘, less the amount a provider may 
charge as described in clause (ii) of section 
1866(a)(2)(A)’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to services furnished 
during portions of cost reporting periods occur-
ring on or after October 1, 1997. 
SEC. 5312. EXTENSION OF REDUCTIONS IN PAY-

MENTS FOR COSTS OF HOSPITAL 
OUTPATIENT SERVICES. 

(a) REDUCTION IN PAYMENTS FOR CAPITAL-RE-
LATED COSTS.—Section 1861(v)(1)(S)(ii)(I) (42 
U.S.C. 1395x(v)(1)(S)(ii)(I)) is amended by strik-
ing ‘‘through 1998’’ and inserting ‘‘through 1999 

and during fiscal year 2000 before January 1, 
2000’’. 

(b) REDUCTION IN PAYMENTS FOR OTHER 
COSTS.—Section 1861(v)(1)(S)(ii)(II) (42 U.S.C. 
1395x(v)(1)(S)(ii)(II)) is amended by striking 
‘‘through 1998’’ and inserting ‘‘through 1999 
and during fiscal year 2000 before January 1, 
2000’’. 
SEC. 5313. PROSPECTIVE PAYMENT SYSTEM FOR 

HOSPITAL OUTPATIENT DEPART-
MENT SERVICES. 

(a) IN GENERAL.—Section 1833 (42 U.S.C. 
1395l) is amended by adding at the end the fol-
lowing: 

‘‘(t) PROSPECTIVE PAYMENT SYSTEM FOR HOS-
PITAL OUTPATIENT DEPARTMENT SERVICES.— 

‘‘(1) IN GENERAL.—With respect to hospital 
outpatient services designated by the Secretary 
(in this section referred to as ‘covered OPD serv-
ices’) and furnished during a year beginning 
with 1999, the amount of payment under this 
part shall be determined under a prospective 
payment system established by the Secretary in 
accordance with this subsection. 

‘‘(2) SYSTEM REQUIREMENTS.—Under the pay-
ment system— 

‘‘(A) the Secretary shall develop a classifica-
tion system for covered OPD services; 

‘‘(B) the Secretary may establish groups of 
covered OPD services, within the classification 
system described in subparagraph (A), so that 
services classified within each group are com-
parable clinically and with respect to the use of 
resources; 

‘‘(C) the Secretary shall, using data on claims 
from 1997 and using data from the most recent 
available cost reports, establish relative payment 
weights for covered OPD services (and any 
groups of such services described in subpara-
graph (B)) based on median hospital costs and 
shall determine projections of the frequency of 
utilization of each such service (or group of 
services) in 1999; 

‘‘(D) the Secretary shall determine a wage ad-
justment factor to adjust the portion of payment 
and coinsurance attributable to labor-related 
costs for relative differences in labor and labor- 
related costs across geographic regions in a 
budget neutral manner; 

‘‘(E) the Secretary shall establish other ad-
justments as determined to be necessary to en-
sure equitable payments, such as outlier adjust-
ments or adjustments for certain classes of hos-
pitals; and 

‘‘(F) the Secretary shall develop a method for 
controlling unnecessary increases in the volume 
of covered OPD services. 

‘‘(3) CALCULATION OF BASE AMOUNTS.— 
‘‘(A) AGGREGATE AMOUNTS THAT WOULD BE 

PAYABLE IF DEDUCTIBLES WERE DISREGARDED.— 
The Secretary shall estimate the total amounts 
that would be payable from the Trust Fund 
under this part for covered OPD services in 1999, 
determined without regard to this subsection, as 
though the deductible under section 1833(b) did 
not apply, and as though the coinsurance de-
scribed in section 1866(a)(2)(A)(ii) (as in effect 
before the date of the enactment of this sub-
section) continued to apply. 

‘‘(B) UNADJUSTED COPAYMENT AMOUNT.— 
‘‘(i) IN GENERAL.—For purposes of this sub-

section, subject to clause (ii), the ‘unadjusted 
copayment amount’ applicable to a covered 
OPD service (or group of such services) is 20 
percent of the national median of the charges 
for the service (or services within the group) fur-
nished during 1997, updated to 1999 using the 
Secretary’s estimate of charge growth during the 
period. 

‘‘(ii) ADJUSTMENTS WHEN FULLY PHASED IN.—If 
the pre-deductible payment percentage for a 
covered OPD service (or group of such services) 
furnished in a year would be equal to or exceed 
80 percent, then the unadjusted copayment 
amount shall be 25 percent of amount deter-
mined under subparagraph (D)(i). 

‘‘(iii) RULES FOR NEW SERVICES.—The Sec-
retary shall establish rules for establishment of 

an unadjusted copayment amount for a covered 
OPD service not furnished during 1997, based 
upon its classification within a group of such 
services. 

‘‘(C) CALCULATION OF CONVERSION FACTORS.— 
‘‘(i) FOR 1999.— 
‘‘(I) IN GENERAL.—The Secretary shall estab-

lish a 1999 conversion factor for determining the 
medicare pre-deductible OPD fee payment 
amounts for each covered OPD service (or group 
of such services) furnished in 1999. Such conver-
sion factor shall be established— 

‘‘(aa) on the basis of the weights and fre-
quencies described in paragraph (2)(C), and 

‘‘(bb) in such manner that the sum of the 
products determined under subclause (II) for 
each service or group equals the total project 
amount described in subparagraph (A). 

‘‘(II) PRODUCT.—The Secretary shall deter-
mine for each service or group the product of 
the medicare pre-deductible OPD fee payment 
amount (taking into account appropriate ad-
justments described in paragraphs (2)(D) and 
(2)(E)) and the frequencies for such service or 
group. 

‘‘(ii) SUBSEQUENT YEARS.—Subject to para-
graph (8)(B), the Secretary shall establish a 
conversion factor for covered OPD services fur-
nished in subsequent years in an amount equal 
to the conversion factor established under this 
subparagraph and applicable to such services 
furnished in the previous year increased by the 
OPD payment increase factor specified under 
clause (iii) for the year involved. 

‘‘(iii) OPD PAYMENT INCREASE FACTOR.—For 
purposes of this subparagraph, the ‘OPD pay-
ment increase factor’ for services furnished in a 
year is equal to the sum of— 

‘‘(I) the market basket percentage increase ap-
plicable under section 1886(b)(3)(B)(iii) to hos-
pital discharges occurring during the fiscal year 
ending in such year, plus 

‘‘(II) in the case of a covered OPD service (or 
group of such services) furnished in a year in 
which the pre-deductible payment percentage 
would not exceed 80 percent, 3.5 percentage 
points. 
In applying the previous sentence for years be-
ginning with 2000, the Secretary may substitute 
for the market basket percentage increase under 
subclause (I) an annual percentage increase 
that is computed and applied with respect to 
covered OPD services furnished in a year in the 
same manner as the market basket percentage 
increase is determined and applied to inpatient 
hospital services for discharges occurring in a 
fiscal year. 

‘‘(D) PRE-DEDUCTIBLE PAYMENT PERCENT-
AGE.—The pre-deductible payment percentage 
for a covered OPD service (or group of such 
services) furnished in a year is equal to the ratio 
of— 

‘‘(i) the conversion factor established under 
subparagraph (C) for the year, multiplied by the 
weighting factor established under paragraph 
(2)(C) for the service (or group), to 

‘‘(ii) the sum of the amount determined under 
clause (i) and the unadjusted copayment 
amount determined under subparagraph (B) for 
such service or group. 

‘‘(E) CALCULATION OF MEDICARE OPD FEE 
SCHEDULE AMOUNTS.—The Secretary shall com-
pute a medicare OPD fee schedule amount for 
each covered OPD service (or group of such 
services) furnished in a year, in an amount 
equal to the product of— 

‘‘(i) the conversion factor computed under 
subparagraph (C) for the year, and 

‘‘(ii) the relative payment weight (determined 
under paragraph (2)(C)) for the service or 
group. 

‘‘(4) MEDICARE PAYMENT AMOUNT.—The 
amount of payment made from the Trust Fund 
under this part for a covered OPD service (and 
such services classified within a group) fur-
nished in a year is determined as follows: 

‘‘(A) FEE SCHEDULE AND COPAYMENT 
AMOUNT.—Add (i) the medicare OPD fee sched-
ule amount (computed under paragraph (3)(E)) 
for the service or group and year, and (ii) the 
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unadjusted copayment amount (determined 
under paragraph (3)(B)) for the service or 
group. 

‘‘(B) SUBTRACT APPLICABLE DEDUCTIBLE.—Re-
duce the sum under subparagraph (A) by the 
amount of the deductible under section 1833(b), 
to the extent applicable. 

‘‘(C) APPLY PAYMENT PROPORTION TO REMAIN-
DER.—Multiply the amount determined under 
subparagraph (B) by the pre-deductible pay-
ment percentage (as determined under para-
graph (3)(D)) for the service or group and year 
involved. 

‘‘(D) LABOR-RELATED ADJUSTMENT.—The 
amount of payment is the product determined 
under subparagraph (C) with the labor-related 
portion of such product adjusted for relative dif-
ferences in the cost of labor and other factors 
determined by the Secretary, as computed under 
paragraph (2)(D). 

‘‘(5) COPAYMENT AMOUNT.— 
‘‘(A) IN GENERAL.—Except as provided in sub-

paragraph (B), the copayment amount under 
this subsection is determined as follows: 

‘‘(i) UNADJUSTED COPAYMENT.—Compute the 
amount by which the amount described in para-
graph (4)(B) exceeds the amount of payment de-
termined under paragraph (4)(C). 

‘‘(ii) LABOR ADJUSTMENT.—The copayment 
amount is the difference determined under 
clause (i) with the labor-related portion of such 
difference adjusted for relative differences in the 
cost of labor and other factors determined by the 
Secretary, as computed under paragraphs 
(2)(D). The adjustment under this clause shall 
be made in a manner that does not result in any 
change in the aggregate copayments made in 
any year if the adjustment had not been made. 

‘‘(B) ELECTION TO OFFER REDUCED COPAYMENT 
AMOUNT.—The Secretary shall establish a proce-
dure under which a hospital, before the begin-
ning of a year (beginning with 1999), may elect 
to reduce the copayment amount otherwise es-
tablished under subparagraph (A) for some or 
all covered OPD services to an amount that is 
not less than 25 percent of the medicare OPD fee 
schedule amount (computed under paragraph 
(3)(E)) for the service involved, adjusted for rel-
ative differences in the cost of labor and other 
factors determined by the Secretary, as com-
puted under subparagraphs (D) and (E) of para-
graph (2). Under such procedures, such reduced 
copayment amount may not be further reduced 
or increased during the year involved and the 
hospital may disseminate information on the re-
duction of copayment amount effected under 
this subparagraph. 

‘‘(C) NO IMPACT ON DEDUCTIBLES.—Nothing in 
this paragraph shall be construed as affecting a 
hospital’s authority to waive the charging of a 
deductible under section 1833(b). 

‘‘(6) PERIODIC REVIEW AND ADJUSTMENTS COM-
PONENTS OF PROSPECTIVE PAYMENT SYSTEM.— 

‘‘(A) PERIODIC REVIEW.—The Secretary may 
periodically review and revise the groups, the 
relative payment weights, and the wage and 
other adjustments described in paragraph (2) to 
take into account changes in medical practice, 
changes in technology, the addition of new serv-
ices, new cost data, and other relevant informa-
tion and factors. 

‘‘(B) BUDGET NEUTRALITY ADJUSTMENT.—If 
the Secretary makes adjustments under sub-
paragraph (A), then the adjustments for a year 
may not cause the estimated amount of expendi-
tures under this part for the year to increase or 
decrease from the estimated amount of expendi-
tures under this part that would have been 
made if the adjustments had not been made. 

‘‘(C) UPDATE FACTOR.—If the Secretary deter-
mines under methodologies described in sub-
paragraph (2)(F) that the volume of services 
paid for under this subsection increased beyond 
amounts established through those methodolo-
gies, the Secretary may appropriately adjust the 
update to the conversion factor otherwise appli-
cable in a subsequent year. 

‘‘(7) SPECIAL RULE FOR AMBULANCE SERV-
ICES.—The Secretary shall pay for hospital out-

patient services that are ambulance services on 
the basis described in the matter in subsection 
(a)(1) preceding subparagraph (A). 

‘‘(8) SPECIAL RULES FOR CERTAIN HOSPITALS.— 
In the case of hospitals described in section 
1886(d)(1)(B)(v)— 

‘‘(A) the system under this subsection shall 
not apply to covered OPD services furnished be-
fore January 1, 2000; and 

‘‘(B) the Secretary may establish a separate 
conversion factor for such services in a manner 
that specifically takes into account the unique 
costs incurred by such hospitals by virtue of 
their patient population and service intensity. 

‘‘(9) LIMITATION ON REVIEW.—There shall be 
no administrative or judicial review under sec-
tion 1869, 1878, or otherwise of— 

‘‘(A) the development of the classification sys-
tem under paragraph (2), including the estab-
lishment of groups and relative payment weights 
for covered OPD services, of wage adjustment 
factors, other adjustments, and methods de-
scribed in paragraph (2)(F); 

‘‘(B) the calculation of base amounts under 
paragraph (3); 

‘‘(C) periodic adjustments made under para-
graph (6); and 

‘‘(D) the establishment of a separate conver-
sion factor under paragraph (8)(B).’’. 

(b) COINSURANCE.—Section 1866(a)(2)(A)(ii) (42 
U.S.C. 1395cc(a)(2)(A)(ii)) is amended by adding 
at the end the following: ‘‘In the case of items 
and services for which payment is made under 
part B under the prospective payment system es-
tablished under section 1833(t), clause (ii) of the 
first sentence shall be applied by substituting 
for 20 percent of the reasonable charge, the ap-
plicable copayment amount established under 
section 1833(t)(5).’’. 

(c) TREATMENT OF REDUCTION IN COPAYMENT 
AMOUNT.—Section 1128A(i)(6) (42 U.S.C. 1320a– 
7a(i)(6)) is amended— 

(1) by striking ‘‘or’’ at the end of subpara-
graph (B), 

(2) by striking the period at the end of sub-
paragraph (C) and inserting ‘‘; or’’, and 

(3) by adding at the end the following new 
subparagraph: 

‘‘(D) a reduction in the copayment amount for 
covered OPD services under section 
1833(t)(5)(B).’’. 

(d) CONFORMING AMENDMENTS.— 
(1) APPROVED ASC PROCEDURES PERFORMED IN 

HOSPITAL OUTPATIENT DEPARTMENTS.— 
(A)(i) Section 1833(i)(3)(A) (42 U.S.C. 

1395l(i)(3)(A)) is amended— 
(I) by inserting ‘‘before January 1, 1999’’ after 

‘‘furnished’’, and 
(II) by striking ‘‘in a cost reporting period’’. 
(ii) The amendment made by clause (i) shall 

apply to services furnished on or after January 
1, 1999. 

(B) Section 1833(a)(4) (42 U.S.C. 1395l(a)(4)) is 
amended by inserting ‘‘or subsection (t)’’ before 
the semicolon. 

(2) RADIOLOGY AND OTHER DIAGNOSTIC PROCE-
DURES.— 

(A) Section 1833(n)(1)(A) (42 U.S.C. 
1395l(n)(1)(A)) is amended by inserting ‘‘and be-
fore January 1, 1999’’ after ‘‘October 1, 1988,’’ 
and after ‘‘October 1, 1989,’’. 

(B) Section 1833(a)(2)(E) (42 U.S.C. 
1395l(a)(2)(E)) is amended by inserting ‘‘or , for 
services or procedures performed on or after 
January 1, 1999, subsection (t)’’ before the semi-
colon. 

(3) OTHER HOSPITAL OUTPATIENT SERVICES.— 
Section 1833(a)(2)(B) (42 U.S.C. 1395l(a)(2)(B)) is 
amended— 

(A) in clause (i), by inserting ‘‘furnished be-
fore January 1, 1999,’’ after ‘‘(i)’’, 

(B) in clause (ii), by inserting ‘‘before Janu-
ary 1, 1999,’’ after ‘‘furnished’’, 

(C) by redesignating clause (iii) as clause (iv), 
and 

(D) by inserting after clause (ii), the following 
new clause: 

‘‘(iii) if such services are furnished on or after 
January 1, 1999, the amount determined under 
subsection (t), or’’. 

Subchapter B—Ambulance Services 
SEC. 5321. PAYMENTS FOR AMBULANCE SERV-

ICES. 
(a) INTERIM REDUCTIONS.— 
(1) PAYMENTS DETERMINED ON REASONABLE 

COST BASIS.—Section 1861(v)(1) (42 U.S.C. 
1395x(v)(1)) is amended by adding at the end the 
following new subparagraph: 

‘‘(V) In determining the reasonable cost of 
ambulance services (as described in subsection 
(s)(7)) provided during a fiscal year (beginning 
with fiscal year 1998 and ending with fiscal year 
2002), the Secretary shall not recognize any 
costs in excess of costs recognized as reasonable 
for ambulance services provided during the pre-
vious fiscal year (after application of this sub-
paragraph), increased by the percentage in-
crease in the consumer price index for all urban 
consumers (U.S. city average) as estimated by 
the Secretary for the 12-month period ending 
with the midpoint of the fiscal year involved re-
duced in the case of fiscal year 1998 by 1.0 per-
centage point.’’. 

(2) PAYMENTS DETERMINED ON REASONABLE 
CHARGE BASIS.—Section 1842(b) (42 U.S.C. 
1395u(b)) is amended by adding at the end the 
following new paragraph: 

‘‘(19) For purposes of section 1833(a)(1), the 
reasonable charge for ambulance services (as de-
scribed in section 1861(s)(7)) provided during a 
fiscal year (beginning with fiscal year 1998 and 
ending with fiscal year 2002) may not exceed the 
reasonable charge for such services provided 
during the previous fiscal year (after applica-
tion of this paragraph), increased by the per-
centage increase in the consumer price index for 
all urban consumers (U.S. city average) as esti-
mated by the Secretary for the 12-month period 
ending with the midpoint of the year involved 
reduced in the case of fiscal year 1998 by 1.0 per-
centage point.’’. 

(b) ESTABLISHMENT OF PROSPECTIVE FEE 
SCHEDULE.— 

(1) PAYMENT IN ACCORDANCE WITH FEE SCHED-
ULE.—Section 1833(a)(1) (42 U.S.C. 1395l(a)(1)) is 
amended— 

(A) by striking ‘‘and (P)’’ and inserting 
‘‘(P)’’; and 

(B) by striking the semicolon at the end and 
inserting the following: ‘‘, and (Q) with respect 
to ambulance service, the amounts paid shall be 
80 percent of the lesser of the actual charge for 
the services or the amount determined by a fee 
schedule established by the Secretary under sec-
tion 1834(k);’’. 

(2) ESTABLISHMENT OF SCHEDULE.—Section 
1834 (42 U.S.C. 1395m) is amended by adding at 
the end the following new subsection: 

‘‘(k) ESTABLISHMENT OF FEE SCHEDULE FOR 
AMBULANCE SERVICES.— 

‘‘(1) IN GENERAL.—The Secretary shall estab-
lish a fee schedule for payment for ambulance 
services under this part through a negotiated 
rulemaking process described in title 5, United 
States Code, and in accordance with the re-
quirements of this subsection. 

‘‘(2) CONSIDERATIONS.—In establishing such 
fee schedule, the Secretary shall— 

‘‘(A) establish mechanisms to control increases 
in expenditures for ambulance services under 
this part; 

‘‘(B) establish definitions for ambulance serv-
ices which link payments to the type of services 
provided; 

‘‘(C) consider appropriate regional and oper-
ational differences; 

‘‘(D) consider adjustments to payment rates to 
account for inflation and other relevant factors; 
and 

‘‘(E) phase in the application of the payment 
rates under the fee schedule in an efficient and 
fair manner. 

‘‘(3) SAVINGS.—In establishing such fee sched-
ule, the Secretary shall— 

‘‘(A) ensure that the aggregate amount of 
payments made for ambulance services under 
this part during 1999 does not exceed the aggre-
gate amount of payments which would have 
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been made for such services under this part dur-
ing such year if the amendments made by sec-
tion 5321 of the Balanced Budget Act of 1997 
had not been made; and 

‘‘(B) set the payment amounts provided under 
the fee schedule for services furnished in 2000 
and each subsequent year at amounts equal to 
the payment amounts under the fee schedule for 
service furnished during the previous year, in-
creased by the percentage increase in the con-
sumer price index for all urban consumers (U.S. 
city average) for the 12-month period ending 
with June of the previous year reduced (but not 
below zero) by 1.0 percentage points. 

‘‘(4) CONSULTATION.—In establishing the fee 
schedule for ambulance services under this sub-
section, the Secretary shall consult with various 
national organizations representing individuals 
and entities who furnish and regulate ambu-
lance services and share with such organiza-
tions relevant data in establishing such sched-
ule. 

‘‘(5) LIMITATION ON REVIEW.—There shall be 
no administrative or judicial review under sec-
tion 1869 or otherwise of the amounts estab-
lished under the fee schedule for ambulance 
services under this subsection, including matters 
described in paragraph (2). 

‘‘(6) RESTRAINT ON BILLING.—The provisions 
of subparagraphs (A) and (B) of section 
1842(b)(18) shall apply to ambulance services for 
which payment is made under this subsection in 
the same manner as they apply to services pro-
vided by a practitioner described in section 
1842(b)(18)(C).’’. 

(3) EFFECTIVE DATE.—The amendments made 
by this section apply to ambulance services fur-
nished on or after January 1, 1999. 

(c) AUTHORIZING PAYMENT FOR PARAMEDIC 
INTERCEPT SERVICE PROVIDERS IN RURAL COM-
MUNITIES.—In promulgating regulations to carry 
out section 1861(s)(7) of the Social Security Act 
(42 U.S.C. 1395x(s)(7)) with respect to the cov-
erage of ambulance service, the Secretary of 
Health and Human Services may include cov-
erage of advanced life support services (in this 
subsection referred to as ‘‘ALS intercept serv-
ices’’) provided by a paramedic intercept service 
provider in a rural area if the following condi-
tions are met: 

(1) The ALS intercept services are provided 
under a contract with one or more volunteer 
ambulance services and are medically necessary 
based on the health condition of the individual 
being transported. 

(2) The volunteer ambulance service in-
volved— 

(A) is certified as qualified to provide ambu-
lance service for purposes of such section, 

(B) provides only basic life support services at 
the time of the intercept, and 

(C) is prohibited by State law from billing for 
any services. 

(3) The entity supplying the ALS intercept 
services— 

(A) is certified as qualified to provide such 
services under the medicare program under title 
XVIII of the Social Security Act, and 

(B) bills all recipients who receive ALS inter-
cept services from the entity, regardless of 
whether or not such recipients are medicare 
beneficiaries. 

CHAPTER 3—PROVISIONS RELATING TO 
PARTS A AND B 

Subchapter A—Payments to Skilled Nursing 
Facilities 

SEC. 5331. EXTENSION OF COST LIMITS. 

The last sentence of section 1888(a) (42 U.S.C. 
1395yy(a)) is amended by striking ‘‘subsection’’ 
the last place it appears and all that follows 
and inserting ‘‘subsection, except that the limits 
effective for cost reporting periods beginning on 
or after October 1, 1997, shall be based on the 
limits effective for cost reporting periods begin-
ning on or after October 1, 1996.’’. 

SEC. 5332. PROSPECTIVE PAYMENT FOR SKILLED 
NURSING FACILITY SERVICES. 

(a) IN GENERAL.—Section 1888 (42 U.S.C. 
1395yy) is amended by adding at the end the fol-
lowing new subsection: 

‘‘(e) PROSPECTIVE PAYMENT.— 
‘‘(1) PAYMENT PROVISION.—Notwithstanding 

any other provision of this title, subject to para-
graph (7), the amount of the payment for all 
costs (as defined in paragraph (2)(B)) of covered 
skilled nursing facility services (as defined in 
paragraph (2)(A)) for each day of such services 
furnished— 

‘‘(A) in a cost reporting period during the 
transition period (as defined in paragraph 
(2)(E)), is equal to the sum of— 

‘‘(i) the non-Federal percentage of the facil-
ity-specific per diem rate (computed under para-
graph (3)), and 

‘‘(ii) the Federal percentage of the adjusted 
Federal per diem rate (determined under para-
graph (4)) applicable to the facility; and 

‘‘(B) after the transition period is equal to the 
adjusted Federal per diem rate applicable to the 
facility. 

‘‘(2) DEFINITIONS.—For purposes of this sub-
section: 

‘‘(A) COVERED SKILLED NURSING FACILITY 
SERVICES.— 

‘‘(i) IN GENERAL.—The term ‘covered skilled 
nursing facility services’— 

‘‘(I) means post-hospital extended care serv-
ices as defined in section 1861(i) for which bene-
fits are provided under part A; and 

‘‘(II) includes all items and services (other 
than services described in clause (ii)) for which 
payment may be made under part B and which 
are furnished to an individual who is a resident 
of a skilled nursing facility during the period in 
which the individual is provided covered post- 
hospital extended care services. 

‘‘(ii) SERVICES EXCLUDED.—Services described 
in this clause are physicians’ services, services 
described by clauses (i) through (iii) of section 
1861(s)(2)(K), certified nurse-midwife services, 
qualified psychologist services, services of a cer-
tified registered nurse anesthetist, items and 
services described in subparagraphs in (F) and 
(O) of section 1861(s)(2), and, only with respect 
to services furnished during 1998, the transpor-
tation costs of electrocardiogram equipment for 
electrocardiogram tests services (HCPCS Code 
R0076). Services described in this clause do not 
include any physical, occupational, or speech- 
language therapy services regardless of whether 
or not the services are furnished by, or under 
the supervision of, a physician or other health 
care professional. 

‘‘(B) ALL COSTS.—The term ‘all costs’ means 
routine service costs, ancillary costs, and cap-
ital-related costs of covered skilled nursing facil-
ity services, but does not include costs associ-
ated with approved educational activities. 

‘‘(C) NON-FEDERAL PERCENTAGE; FEDERAL PER-
CENTAGE.—For— 

‘‘(i) the first cost reporting period (as defined 
in subparagraph (D)) of a facility, the ‘non- 
Federal percentage’ is 75 percent and the ‘Fed-
eral percentage’ is 25 percent; 

‘‘(ii) the next cost reporting period of such fa-
cility, the ‘non-Federal percentage’ is 50 percent 
and the ‘Federal percentage’ is 50 percent; and 

‘‘(iii) the subsequent cost reporting period of 
such facility, the ‘non-Federal percentage’ is 25 
percent and the ‘Federal percentage’ is 75 per-
cent. 

‘‘(D) FIRST COST REPORTING PERIOD.—The 
term ‘first cost reporting period’ means, with re-
spect to a skilled nursing facility, the first cost 
reporting period of the facility beginning on or 
after July 1, 1998. 

‘‘(E) TRANSITION PERIOD.— 
‘‘(i) IN GENERAL.—The term ‘transition period’ 

means, with respect to a skilled nursing facility, 
the 3 cost reporting periods of the facility begin-
ning with the first cost reporting period. 

‘‘(ii) TREATMENT OF NEW SKILLED NURSING FA-
CILITIES.—In the case of a skilled nursing facil-

ity that does not have a settled cost report for 
a cost reporting period before July 1, 1998, pay-
ment for such services shall be made under this 
subsection as if all services were furnished after 
the transition period. 

‘‘(3) DETERMINATION OF FACILITY SPECIFIC PER 
DIEM RATES.—The Secretary shall determine a 
facility-specific per diem rate for each skilled 
nursing facility for a cost reporting period as 
follows: 

‘‘(A) DETERMINING BASE PAYMENTS.—The Sec-
retary shall determine, on a per diem basis, the 
total of— 

‘‘(i) the allowable costs of extended care serv-
ices for the facility for cost reporting periods be-
ginning in 1995 with appropriate adjustments 
(as determined by the Secretary) to non-settled 
cost reports, and 

‘‘(ii) an estimate of the amounts that would be 
payable under part B (disregarding any appli-
cable deductibles, coinsurance and copayments) 
for covered skilled nursing facility services de-
scribed in paragraph (2)(A)(i)(II) furnished dur-
ing such period to an individual who is a resi-
dent of the facility, regardless of whether or not 
the payment was made to the facility or to an-
other entity. 

‘‘(B) UPDATE TO COST REPORTING PERIODS 
THROUGH 1998.—The Secretary shall update the 
amount determined under subparagraph (A), for 
each cost reporting period after the cost report-
ing period described in subparagraph (A)(i) and 
up to the first cost reporting period by a factor 
equal to the skilled nursing facility market bas-
ket percentage increase. 

‘‘(C) UPDATING TO APPLICABLE COST REPORT-
ING PERIOD.—The Secretary shall further update 
such amount for each cost reporting period be-
ginning with the first cost reporting period and 
up to and including the cost reporting period in-
volved by a factor equal to the skilled nursing 
facility market basket percentage increase. 

‘‘(D) CERTAIN DEMONSTRATION PROJECTS.—In 
the case of a facility participating in the Nurs-
ing Home Case-Mix and Quality Demonstration 
(RUGS–III), the Secretary shall determine the 
facility specific per diem rate for any year after 
1997 by computing the base period payments by 
using the RUGS–III rate received by the facility 
for 1997, increased by a factor equal to the 
skilled nursing facility market basket percentage 
increase. 

‘‘(4) FEDERAL PER DIEM RATE.— 
‘‘(A) DETERMINATION OF HISTORICAL PER DIEM 

FOR FACILITIES.—For each skilled nursing facil-
ity that received payments for post-hospital ex-
tended care services during a cost reporting pe-
riod beginning in fiscal year 1995 and that was 
subject to (and not exempted from) the per diem 
limits referred to in paragraph (1) or (2) of sub-
section (a) (and facilities described in subsection 
(d)), the Secretary shall estimate, on a per diem 
basis for such cost reporting period, the total 
of— 

‘‘(i) subject to subparagraph (I), the allowable 
costs of extended care services for the facility for 
cost reporting periods beginning in 1995 with ap-
propriate adjustments (as determined by the 
Secretary) to non-settled cost reports, and 

‘‘(ii) an estimate of the amounts that would be 
payable under part B (disregarding any appli-
cable deductibles, coinsurance and copayments) 
for covered skilled nursing facility services de-
scribed in paragraph (2)(A)(i)(II) furnished dur-
ing such period to an individual who is a resi-
dent of the facility, regardless of whether or not 
the payment was made to the facility or to an-
other entity. 

‘‘(B) UPDATE TO COST REPORTING PERIODS 
THROUGH 1998.—The Secretary shall update the 
amount determined under subparagraph (A), for 
each cost reporting period after the cost report-
ing period described in subparagraph (A)(i) and 
up to the first cost reporting period by a factor 
equal to the skilled nursing facility market bas-
ket percentage increase reduced (on an 
annualized basis) by 1 percentage point. 

‘‘(C) COMPUTATION OF STANDARDIZED PER 
DIEM RATE.—The Secretary shall standardize 
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the amount updated under subparagraph (B) 
for each facility by— 

‘‘(i) adjusting for variations among facility by 
area in the average facility wage level per diem, 
and 

‘‘(ii) adjusting for variations in case mix per 
diem among facilities. 

‘‘(D) COMPUTATION OF WEIGHTED AVERAGE 
PER DIEM RATE.—The Secretary shall compute a 
weighted average per diem rate by computing an 
average of the standardized amounts computed 
under subparagraph (C), weighted for each fa-
cility by the number of days of extended care 
services furnished during the cost reporting pe-
riod referred to in subparagraph (A). The Sec-
retary may compute and apply such average 
separately for facilities located in urban and 
rural areas (as defined in section 1886(d)(2)(D)). 

‘‘(E) UPDATING.— 
‘‘(i) FISCAL YEAR 1999.—For fiscal year 1999, 

the Secretary shall compute for each skilled 
nursing facility an unadjusted Federal per diem 
rate equal to the weighted average per diem rate 
computed under subparagraph (D) and applica-
ble to the facility increased by skilled nursing 
facility market basket percentage change for the 
fiscal year involved. 

‘‘(ii) SUBSEQUENT FISCAL YEARS.—For each 
subsequent fiscal year the Secretary shall com-
pute for each skilled nursing facility an 
unadjusted Federal per diem rate equal to the 
Federal per diem rate computed under this sub-
paragraph for the previous fiscal year and ap-
plicable to the facility increased by the skilled 
nursing facility market basket percentage 
change for the fiscal year involved. 

‘‘(F) ADJUSTMENT FOR CASE MIX CREEP.—Inso-
far as the Secretary determines that such ad-
justments under subparagraph (G)(i) for a pre-
vious fiscal year (or estimates that such adjust-
ments for a future fiscal year) did (or are likely 
to) result in a change in aggregate payments 
under this subsection during the fiscal year that 
are a result of changes in the coding or classi-
fication of residents that do not reflect real 
changes in case mix, the Secretary may adjust 
unadjusted Federal per diem rates for subse-
quent years so as to discount the effect of such 
coding or classification changes. 

‘‘(G) APPLICATION TO SPECIFIC FACILITIES.— 
The Secretary shall compute for each skilled 
nursing facility for each fiscal year (beginning 
with fiscal year 1998) an adjusted Federal per 
diem rate equal to the unadjusted Federal per 
diem rate determined under subparagraph (E), 
as adjusted under subparagraph (F), and as 
further adjusted as follows: 

‘‘(i) ADJUSTMENT FOR CASE MIX.—The Sec-
retary shall provide for an appropriate adjust-
ment to account for case mix. Such adjustment 
shall be based on a resident classification sys-
tem, established by the Secretary, that accounts 
for the relative resource utilization of different 
patient types. The case mix adjustment shall be 
based on resident assessment data and other 
data that the Secretary considers appropriate. 

‘‘(ii) ADJUSTMENT FOR GEOGRAPHIC VARI-
ATIONS IN LABOR COSTS.—The Secretary shall 
adjust the portion of such per diem rate attrib-
utable to wages and wage-related costs for the 
area in which the facility is located compared to 
the national average of such costs using an ap-
propriate wage index as determined by the Sec-
retary. Such adjustment shall be done in a man-
ner that does not result in aggregate payments 
under this subsection that are greater or less 
than those that would otherwise be made if such 
adjustment had not been made. 

‘‘(H) PUBLICATION OF INFORMATION ON PER 
DIEM RATES.—The Secretary shall provide for 
publication in the Federal Register, before the 
July 1 preceding each fiscal year (beginning 
with fiscal year 1999), of— 

‘‘(i) the unadjusted Federal per diem rates to 
be applied to days of covered skilled nursing fa-
cility services furnished during the fiscal year, 

‘‘(ii) the case mix classification system to be 
applied under subparagraph (G)(i) with respect 
to such services during the fiscal year, and 

‘‘(iii) the factors to be applied in making the 
area wage adjustment under subparagraph 
(G)(ii) with respect to such services. 

‘‘(I) EXCLUSION OF EXCEPTION PAYMENTS FROM 
DETERMINATION OF HISTORICAL PER DIEM.—In 
determining allowable costs under subparagraph 
(A)(i), the Secretary shall not take into account 
any payments described in subsection (c). 

‘‘(5) SKILLED NURSING FACILITY MARKET BAS-
KET INDEX AND PERCENTAGE.—For purposes of 
this subsection: 

‘‘(A) SKILLED NURSING FACILITY MARKET BAS-
KET INDEX.—The Secretary shall establish a 
skilled nursing facility market basket index that 
reflects changes over time in the prices of an ap-
propriate mix of goods and services included in 
covered skilled nursing facility services. 

‘‘(B) SKILLED NURSING FACILITY MARKET BAS-
KET PERCENTAGE.—The term ‘skilled nursing fa-
cility market basket percentage’ means, for a fis-
cal year or other annual period and as cal-
culated by the Secretary, the percentage change 
in the skilled nursing facility market basket 
index (established under subparagraph (A)) 
from the midpoint of the prior fiscal year (or pe-
riod) to the midpoint of the fiscal year (or other 
period) involved. 

‘‘(6) SUBMISSION OF RESIDENT ASSESSMENT 
DATA.—A skilled nursing facility shall provide 
the Secretary, in a manner and within the time-
frames prescribed by the Secretary, the resident 
assessment data necessary to develop and imple-
ment the rates under this subsection. For pur-
poses of meeting such requirement, a skilled 
nursing facility may submit the resident assess-
ment data required under section 1819(b)(3), 
using the standard instrument designated by the 
State under section 1819(e)(5). 

‘‘(7) TRANSITION FOR MEDICARE SWING BED 
HOSPITALS.— 

‘‘(A) IN GENERAL.—The Secretary shall deter-
mine an appropriate manner in which to apply 
this subsection to the facilities described in sub-
paragraph (B), taking into account the purposes 
of this subsection, and shall provide that at the 
end of the transition period (as defined in para-
graph (2)(E)) such facilities shall be paid only 
under this subsection. Payment shall not be 
made under this subsection to such facilities for 
cost reporting periods beginning before such 
date (not earlier than July 1, 1999) as the Sec-
retary specifies. 

‘‘(B) FACILITIES DESCRIBED.—The facilities de-
scribed in this subparagraph are facilities that 
have in effect an agreement described in section 
1883, for which payment is made for the fur-
nishing of extended care services on a reason-
able cost basis under section 1814(l) (as in effect 
on and after such date). 

‘‘(8) LIMITATION ON REVIEW.—There shall be 
no administrative or judicial review under sec-
tion 1869, 1878, or otherwise of— 

‘‘(A) the establishment of Federal per diem 
rates under paragraph (4), including the com-
putation of the standardized per diem rates 
under paragraph (4)(C), adjustments and cor-
rections for case mix under paragraphs (4)(F) 
and (4)(G)(i), and adjustments for variations in 
labor-related costs under paragraph (4)(G)(ii); 
and 

‘‘(B) the establishment of transitional 
amounts under paragraph (7).’’. 

(b) CONSOLIDATED BILLING.— 
(1) FOR SNF SERVICES.—Section 1862(a) (42 

U.S.C. 1395y(a)) is amended— 
(A) by striking ‘‘or’’ at the end of paragraph 

(15), 
(B) by striking the period at the end of para-

graph (16) and inserting ‘‘; or’’, and 
(C) by inserting after paragraph (16) the fol-

lowing new paragraph: 
‘‘(17) which are covered skilled nursing facil-

ity services described in section 
1888(e)(2)(A)(i)(II) and which are furnished to 
an individual who is a resident of a skilled 
nursing facility by an entity other than the 
skilled nursing facility, unless the services are 
furnished under arrangements (as defined in 

section 1861(w)(1)) with the entity made by the 
skilled nursing facility, or such services are fur-
nished by a physician described in section 
1861(r)(1).’’. 

(2) REQUIRING PAYMENT FOR ALL PART B ITEMS 
AND SERVICES TO BE MADE TO FACILITY.—The 
first sentence of section 1842(b)(6) (42 U.S.C. 
1395u(b)(6)) is amended— 

(A) by striking ‘‘and (D)’’ and inserting 
‘‘(D)’’; and 

(B) by striking the period at the end and in-
serting the following: ‘‘, and (E) in the case of 
an item or service (other than services described 
in section 1888(e)(2)(A)(ii)) furnished to an indi-
vidual who (at the time the item or service is 
furnished) is a resident of a skilled nursing fa-
cility, payment shall be made to the facility 
(without regard to whether or not the item or 
service was furnished by the facility, by others 
under arrangement with them made by the facil-
ity, under any other contracting or consulting 
arrangement, or otherwise).’’. 

(3) PAYMENT RULES.—Section 1888(e) (42 
U.S.C. 1395yy(e)), as added by subsection (a), is 
amended by adding at the end the following: 

‘‘(9) PAYMENT FOR CERTAIN SERVICES.— 
‘‘(A) IN GENERAL.—In the case of an item or 

service furnished by a skilled nursing facility 
(or by others under arrangement with them 
made by a skilled nursing facility or under any 
other contracting or consulting arrangement or 
otherwise) for which payment would otherwise 
(but for this paragraph) be made under part B 
in an amount determined in accordance with 
section 1833(a)(2)(B), the amount of the pay-
ment under such part shall be based on the part 
B methodology applicable to the item or service, 
except that for items and services that would be 
included in a facility’s cost report if not for this 
section, the facility may continue to use a cost 
report for reimbursement purposes until the pro-
spective payment system established under this 
section is implemented. 

‘‘(B) THERAPY AND PATHOLOGY SERVICES.— 
Payment for physical therapy, occupational 
therapy, respiratory therapy, and speech lan-
guage pathology services shall reflect new sal-
ary equivalency guidelines calculated pursuant 
to section 1861(v)(5) when finalized through the 
regulatory process. 

‘‘(10) REQUIRED CODING.—No payment may be 
made under part B for items and services (other 
than services described in paragraph (2)(A)(ii)) 
furnished to an individual who is a resident of 
a skilled nursing facility unless the claim for 
such payment includes a code (or codes) under 
a uniform coding system specified by the Sec-
retary that identifies the items or services deliv-
ered.’’. 

(4) CONFORMING AMENDMENTS.— 
(A) Section 1819(b)(3)(C)(i) (42 U.S.C. 1395i– 

3(b)(3)(C)(i)) is amended by striking ‘‘Such’’ and 
inserting ‘‘Subject to the timeframes prescribed 
by the Secretary under section 1888(t)(6), such’’. 

(B) Section 1832(a)(1) (42 U.S.C. 1395k(a)(1)) is 
amended by striking ‘‘(2);’’ and inserting ‘‘(2) 
and section 1842(b)(6)(E);’’. 

(C) Section 1833(a)(2)(B) (42 U.S.C. 
1395l(a)(2)(B)) is amended by inserting ‘‘or sec-
tion 1888(e)(9)’’ after ‘‘section 1886’’. 

(D) Section 1861(h) (42 U.S.C 1395x(h)) is 
amended— 

(i) in the opening paragraph, by striking 
‘‘paragraphs (3) and (6)’’ and inserting ‘‘para-
graphs (3), (6), and (7)’’, and 

(ii) in paragraph (7), after ‘‘skilled nursing fa-
cilities’’, by inserting ‘‘, or by others under ar-
rangements with them made by the facility’’. 

(E) Section 1866(a)(1)(H) (42 U.S.C. 
1395cc(a)(1)(H)) is amended— 

(i) by redesignating clauses (i) and (ii) as sub-
clauses (I) and (II) respectively, 

(ii) by inserting ‘‘(i)’’ after ‘‘(H)’’, and 
(iii) by adding after clause (i), as so redesig-

nated, the following new clause: 
‘‘(ii) in the case of skilled nursing facilities 

which provide covered skilled nursing facility 
services— 
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‘‘(I) that are furnished to an individual who 

is a resident of the skilled nursing facility, and 
‘‘(II) for which the individual is entitled to 

have payment made under this title, 
to have items and services (other than services 
described in section 1888(e)(2)(A)(ii)) furnished 
by the skilled nursing facility or otherwise 
under arrangements (as defined in section 
1861(w)(1)) made by the skilled nursing facil-
ity,’’. 

(c) MEDICAL REVIEW PROCESS.—In order to 
ensure that medicare beneficiaries are furnished 
appropriate services in skilled nursing facilities, 
the Secretary of Health and Human Services 
shall establish and implement a thorough med-
ical review process to examine the effects of the 
amendments made by this section on the quality 
of covered skilled nursing facility services fur-
nished to medicare beneficiaries. In developing 
such a medical review process, the Secretary 
shall place a particular emphasis on the quality 
of non-routine covered services and physicians’ 
services for which payment is made under title 
XVIII of the Social Security Act for which pay-
ment is made under section 1848 of such Act. 

(d) EFFECTIVE DATE.—The amendments made 
by this section are effective for cost reporting 
periods beginning on or after July 1, 1998; except 
that the amendments made by subsection (b) 
shall apply to items and services furnished on or 
after July 1, 1998. 

Subchapter B—Home Health Services and 
Benefits 

PART I—PAYMENTS FOR HOME HEALTH 
SERVICES 

SEC. 5341. RECAPTURING SAVINGS RESULTING 
FROM TEMPORARY FREEZE ON PAY-
MENT INCREASES FOR HOME 
HEALTH SERVICES. 

(a) BASING UPDATES TO PER VISIT COST LIM-
ITS ON LIMITS FOR FISCAL YEAR 1993.—Section 
1861(v)(1)(L) (42 U.S.C. 1395x(v)(1)(L)) is amend-
ed by adding at the end the following: 

‘‘(iv) In establishing limits under this sub-
paragraph for cost reporting periods beginning 
after September 30, 1997, the Secretary shall not 
take into account any changes in the home 
health market basket, as determined by the Sec-
retary, with respect to cost reporting periods 
which began on or after July 1, 1994, and before 
July 1, 1996.’’. 

(b) NO EXCEPTIONS PERMITTED BASED ON 
AMENDMENT.—The Secretary of Health and 
Human Services shall not consider the amend-
ment made by subsection (a) in making any ex-
emptions and exceptions pursuant to section 
1861(v)(1)(L)(ii) of the Social Security Act (42 
U.S.C. 1395x(v)(1)(L)(ii)). 
SEC. 5342. INTERIM PAYMENTS FOR HOME 

HEALTH SERVICES. 
(a) REDUCTIONS IN COST LIMITS.—Section 

1861(v)(1)(L)(i) (42 U.S.C. 1395x(v)(1)(L)(i)) is 
amended— 

(1) by moving the indentation of subclauses (I) 
through (III) 2-ems to the left; 

(2) in subclause (I), by inserting ‘‘of the mean 
of the labor-related and nonlabor per visit costs 
for freestanding home health agencies’’ before 
the comma at the end; 

(3) in subclause (II), by striking ‘‘, or’’ and in-
serting ‘‘of such mean,’’; 

(4) in subclause (III)— 
(A) by inserting ‘‘and before October 1, 1997,’’ 

after ‘‘July 1, 1987’’, and 
(B) by striking the period at the end and in-

serting ‘‘of such mean, or’’; and 
(5) by striking the matter following subclause 

(III) and inserting the following: 
‘‘(IV) October 1, 1997, 105 percent of the me-

dian of the labor-related and nonlabor per visit 
costs for freestanding home health agencies.’’. 

(b) DELAY IN UPDATES.—Section 
1861(v)(1)(L)(iii) (42 U.S.C. 1395x(v)(1)(L)(iii)) is 
amended by inserting ‘‘, or on or after July 1, 
1997, and before October 1, 1997’’ after ‘‘July 1, 
1996’’. 

(c) ADDITIONS TO COST LIMITS.—Section 
1861(v)(1)(L) (42 U.S.C. 1395x(v)(1)(L)), as 

amended by section 5341(a), is amended by add-
ing at the end the following: 

‘‘(v) For services furnished by home health 
agencies for cost reporting periods beginning on 
or after October 1, 1997, the Secretary shall pro-
vide for an interim system of limits. Payment 
shall be the lower of— 

‘‘(I) costs determined under the preceding pro-
visions of this subparagraph, or 

‘‘(II) an agency-specific per beneficiary an-
nual limitation calculated from the agency’s 12- 
month cost reporting period ending on or after 
January 1, 1994, and on or before December 31, 
1994, based on reasonable costs (including non-
routine medical supplies), updated by the home 
health market basket index. 
The per beneficiary limitation in subclause (II) 
shall be multiplied by the agency’s unduplicated 
census count of patients (entitled to benefits 
under this title) for the cost reporting period 
subject to the limitation to determine the aggre-
gate agency-specific per beneficiary limitation. 

‘‘(vi) For services furnished by home health 
agencies for cost reporting periods beginning on 
or after October 1, 1997, the following rules 
apply: 

‘‘(I) For new providers and those providers 
without a 12-month cost reporting period ending 
in calendar year 1994, the per beneficiary limita-
tion shall be equal to the median of these limits 
(or the Secretary’s best estimates thereof) ap-
plied to other home health agencies as deter-
mined by the Secretary. A home health agency 
that has altered its corporate structure or name 
shall not be considered a new provider for this 
purpose. 

‘‘(II) For beneficiaries who use services fur-
nished by more than one home health agency, 
the per beneficiary limitations shall be prorated 
among the agencies.’’. 

(d) DEVELOPMENT OF CASE MIX SYSTEM.—The 
Secretary of Health and Human Services shall 
expand research on a prospective payment sys-
tem for home health agencies under the medi-
care program under title XVIII of the Social Se-
curity Act (42 U.S.C. 1395 et seq.) that ties pro-
spective payments to a unit of service, including 
an intensive effort to develop a reliable case mix 
adjuster that explains a significant amount of 
the variances in costs. 

(e) SUBMISSION OF DATA FOR CASE MIX SYS-
TEM.—Effective for cost reporting periods begin-
ning on or after October 1, 1997, the Secretary of 
Health and Human Services may require all 
home health agencies to submit additional infor-
mation that the Secretary considers necessary 
for the development of a reliable case mix sys-
tem. 
SEC. 5343. PROSPECTIVE PAYMENT FOR HOME 

HEALTH SERVICES. 
(a) IN GENERAL.—Title XVIII (42 U.S.C. 1395 

et seq.), as amended by section 5011, is amended 
by adding at the end the following new section: 

‘‘PROSPECTIVE PAYMENT FOR HOME HEALTH 
SERVICES 

‘‘SEC. 1895. (a) IN GENERAL.—Notwithstanding 
section 1861(v), the Secretary shall provide, for 
cost reporting periods beginning on or after Oc-
tober 1, 1999, for payments for home health serv-
ices in accordance with a prospective payment 
system established by the Secretary under this 
section. 

‘‘(b) SYSTEM OF PROSPECTIVE PAYMENT FOR 
HOME HEALTH SERVICES.— 

‘‘(1) IN GENERAL.—The Secretary shall estab-
lish under this subsection a prospective payment 
system for payment for all costs of home health 
services. Under the system under this subsection 
all services covered and paid on a reasonable 
cost basis under the medicare home health ben-
efit as of the date of the enactment of the this 
section, including medical supplies, shall be 
paid for on the basis of a prospective payment 
amount determined under this subsection and 
applicable to the services involved. In imple-
menting the system, the Secretary may provide 
for a transition (of not longer than 4 years) dur-

ing which a portion of such payment is based on 
agency-specific costs, but only if such transition 
does not result in aggregate payments under 
this title that exceed the aggregate payments 
that would be made if such a transition did not 
occur. 

‘‘(2) UNIT OF PAYMENT.—In defining a pro-
spective payment amount under the system 
under this subsection, the Secretary shall con-
sider an appropriate unit of service and the 
number, type, and duration of visits provided 
within that unit, potential changes in the mix of 
services provided within that unit and their 
cost, and a general system design that provides 
for continued access to quality services. 

‘‘(3) PAYMENT BASIS.— 
‘‘(A) INITIAL BASIS.— 
‘‘(i) IN GENERAL.—Under such system the Sec-

retary shall provide for computation of a stand-
ard prospective payment amount (or amounts). 
Such amount (or amounts) shall initially be 
based on the most current audited cost report 
data available to the Secretary and shall be 
computed in a manner so that the total amounts 
payable under the system for fiscal year 2000 
shall be equal to the total amount that would 
have been made if the system had not been in ef-
fect but if the reduction in limits described in 
clause (ii) had been in effect. Such amount shall 
be standardized in a manner that eliminates the 
effect of variations in relative case mix and 
wage levels among different home health agen-
cies in a budget neutral manner consistent with 
the case mix and wage level adjustments pro-
vided under paragraph (4)(A). Under the sys-
tem, the Secretary may recognize regional dif-
ferences or differences based upon whether or 
not the services or agency are in an urbanized 
area. 

‘‘(ii) REDUCTION.—The reduction described in 
this clause is a reduction by 15 percent in the 
cost limits and per beneficiary limits described in 
section 1861(v)(1)(L), as those limits are in effect 
on September 30, 1999. 

‘‘(B) ANNUAL UPDATE.— 
‘‘(i) IN GENERAL.—The standard prospective 

payment amount (or amounts) shall be adjusted 
for each fiscal year (beginning with fiscal year 
2001) in a prospective manner specified by the 
Secretary by the home health market basket per-
centage increase applicable to the fiscal year in-
volved. 

‘‘(ii) HOME HEALTH MARKET BASKET PERCENT-
AGE INCREASE.—For purposes of this subsection, 
the term ‘home health market basket percentage 
increase’ means, with respect to a fiscal year, a 
percentage (estimated by the Secretary before 
the beginning of the fiscal year) determined and 
applied with respect to the mix of goods and 
services included in home health services in the 
same manner as the market basket percentage 
increase under section 1886(b)(3)(B)(iii) is deter-
mined and applied to the mix of goods and serv-
ices comprising inpatient hospital services for 
the fiscal year. 

‘‘(C) ADJUSTMENT FOR OUTLIERS.—The Sec-
retary shall reduce the standard prospective 
payment amount (or amounts) under this para-
graph applicable to home health services fur-
nished during a period by such proportion as 
will result in an aggregate reduction in pay-
ments for the period equal to the aggregate in-
crease in payments resulting from the applica-
tion of paragraph (5) (relating to outliers). 

‘‘(4) PAYMENT COMPUTATION.— 
‘‘(A) IN GENERAL.—The payment amount for a 

unit of home health services shall be the appli-
cable standard prospective payment amount ad-
justed as follows: 

‘‘(i) CASE MIX ADJUSTMENT.—The amount 
shall be adjusted by an appropriate case mix ad-
justment factor (established under subpara-
graph (B)). 

‘‘(ii) AREA WAGE ADJUSTMENT.—The portion of 
such amount that the Secretary estimates to be 
attributable to wages and wage-related costs 
shall be adjusted for geographic differences in 
such costs by an area wage adjustment factor 
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(established under subparagraph (C)) for the 
area in which the services are furnished or such 
other area as the Secretary may specify. 

‘‘(B) ESTABLISHMENT OF CASE MIX ADJUST-
MENT FACTORS.—The Secretary shall establish 
appropriate case mix adjustment factors for 
home health services in a manner that explains 
a significant amount of the variation in cost 
among different units of services. 

‘‘(C) ESTABLISHMENT OF AREA WAGE ADJUST-
MENT FACTORS.—The Secretary shall establish 
area wage adjustment factors that reflect the 
relative level of wages and wage-related costs 
applicable to the furnishing of home health 
services in a geographic area compared to the 
national average applicable level. Such factors 
may be the factors used by the Secretary for 
purposes of section 1886(d)(3)(E). 

‘‘(5) OUTLIERS.—The Secretary may provide 
for an addition or adjustment to the payment 
amount otherwise made in the case of outliers 
because of unusual variations in the type or 
amount of medically necessary care. The total 
amount of the additional payments or payment 
adjustments made under this paragraph with re-
spect to a fiscal year may not exceed 5 percent 
of the total payments projected or estimated to 
be made based on the prospective payment sys-
tem under this subsection in that year. 

‘‘(6) PRORATION OF PROSPECTIVE PAYMENT 
AMOUNTS.—If a beneficiary elects to transfer to, 
or receive services from, another home health 
agency within the period covered by the pro-
spective payment amount, the payment shall be 
prorated between the home health agencies in-
volved. 

‘‘(c) REQUIREMENTS FOR PAYMENT INFORMA-
TION.—With respect to home health services fur-
nished on or after October 1, 1998, no claim for 
such a service may be paid under this title un-
less— 

‘‘(1) the claim has the unique identifier for the 
physician who prescribed the services or made 
the certification described in section 1814(a)(2) 
or 1835(a)(2)(A); and 

‘‘(2) in the case of a service visit described in 
paragraph (1), (2), (3), or (4) of section 1861(m), 
the claim has information (coded in an appro-
priate manner) on the length of time of the serv-
ice visit, as measured in 15 minute increments. 

‘‘(d) LIMITATION ON REVIEW.—There shall be 
no administrative or judicial review under sec-
tion 1869, 1878, or otherwise of— 

‘‘(1) the establishment of a transition period 
under subsection (b)(1); 

‘‘(2) the definition and application of payment 
units under subsection (b)(2); 

‘‘(3) the computation of initial standard pro-
spective payment amounts under subsection 
(b)(3)(A) (including the reduction described in 
clause (ii) of such subsection); 

‘‘(4) the adjustment for outliers under sub-
section (b)(3)(C); 

‘‘(5) case mix and area wage adjustments 
under subsection (b)(4); 

‘‘(6) any adjustments for outliers under sub-
section (b)(5); and 

‘‘(7) the amounts or types of exceptions or ad-
justments under subsection (b)(7).’’. 

(b) ELIMINATION OF PERIODIC INTERIM PAY-
MENTS FOR HOME HEALTH AGENCIES.—Section 
1815(e)(2) (42 U.S.C. 1395g(e)(2)) is amended— 

(1) by inserting ‘‘and’’ at the end of subpara-
graph (C), 

(2) by striking subparagraph (D), and 
(3) by redesignating subparagraph (E) as sub-

paragraph (D). 
(c) CONFORMING AMENDMENTS.— 
(1) PAYMENTS UNDER PART A.—Section 1814(b) 

(42 U.S.C. 1395f(b)) is amended in the matter 
preceding paragraph (1) by striking ‘‘and 1886’’ 
and inserting ‘‘1886, and 1895’’. 

(2) TREATMENT OF ITEMS AND SERVICES PAID 
UNDER PART B.— 

(A) PAYMENTS UNDER PART B.—Section 
1833(a)(2) (42 U.S.C. 1395l(a)(2)) is amended— 

(i) by amending subparagraph (A) to read as 
follows: 

‘‘(A) with respect to home health services 
(other than a covered osteoporosis drug) (as de-
fined in section 1861(kk)), the amount deter-
mined under the prospective payment system 
under section 1895;’’; 

(ii) by striking ‘‘and’’ at the end of subpara-
graph (E); 

(iii) by adding ‘‘and’’ at the end of subpara-
graph (F); and 

(iv) by adding at the end the following new 
subparagraph: 

‘‘(G) with respect to items and services de-
scribed in section 1861(s)(10)(A), the lesser of— 

‘‘(i) the reasonable cost of such services, as 
determined under section 1861(v), or 

‘‘(ii) the customary charges with respect to 
such services, 
or, if such services are furnished by a public 
provider of services, or by another provider 
which demonstrates to the satisfaction of the 
Secretary that a significant portion of its pa-
tients are low-income (and requests that pay-
ment be made under this provision), free of 
charge or at nominal charges to the public, the 
amount determined in accordance with section 
1814(b)(2);’’. 

(B) REQUIRING PAYMENT FOR ALL ITEMS AND 
SERVICES TO BE MADE TO AGENCY.— 

(i) IN GENERAL.—The first sentence of section 
1842(b)(6) (42 U.S.C. 1395u(b)(6)) (as amended by 
section 5332(b)(2)) is amended— 

(I) by striking ‘‘and (E)’’ and inserting ‘‘(E)’’; 
and 

(II) by striking the period at the end and in-
serting the following: ‘‘, and (F) in the case of 
home health services furnished to an individual 
who (at the time the item or service is furnished) 
is under a plan of care of a home health agency, 
payment shall be made to the agency (without 
regard to whether or not the item or service was 
furnished by the agency, by others under ar-
rangement with them made by the agency, or 
when any other contracting or consulting ar-
rangement, or otherwise).’’. 

(ii) CONFORMING AMENDMENT.—Section 
1832(a)(1) (42 U.S.C. 1395k(a)(1)) (as amended by 
section 5332(b)(4)(B)) is amended by striking 
‘‘section 1842(b)(6)(E);’’ and inserting ‘‘subpara-
graphs (E) and (F) of section 1842(b)(6);’’. 

(C) EXCLUSIONS FROM COVERAGE.—Section 
1862(a) (42 U.S.C. 1395y(a)), as amended by sec-
tion 5332(b)(1), is amended— 

(i) by striking ‘‘or’’ at the end of paragraph 
(16); 

(ii) by striking the period at the end of para-
graph (17) and inserting ‘‘or’’; and 

(iii) by inserting after paragraph (17) the fol-
lowing: 

‘‘(18) where such expenses are for home health 
services furnished to an individual who is under 
a plan of care of the home health agency if the 
claim for payment for such services is not sub-
mitted by the agency.’’. 

(d) EFFECTIVE DATE.—Except as otherwise 
provided, the amendments made by this section 
shall apply to cost reporting periods beginning 
on or after October 1, 1999. 

(e) CONTINGENCY.—If the Secretary of Health 
and Human Services for any reason does not es-
tablish and implement the prospective payment 
system for home health services described in sec-
tion 1895(b) of the Social Security Act (as added 
by subsection (a)) for cost reporting periods de-
scribed in subsection (d), for such cost reporting 
periods the Secretary shall provide for a reduc-
tion by 15 percent in the cost limits and per ben-
eficiary limits described in section 1861(v)(1)(L) 
of such Act, as those limits would otherwise be 
in effect on September 30, 1999. 
SEC. 5344. PAYMENT BASED ON LOCATION WHERE 

HOME HEALTH SERVICE IS FUR-
NISHED. 

(a) CONDITIONS OF PARTICIPATION.—Section 
1891 (42 U.S.C. 1395bbb) is amended by adding at 
the end the following: 

‘‘(g) PAYMENT ON BASIS OF LOCATION OF 
SERVICE.—A home health agency shall submit 
claims for payment for home health services 

under this title only on the basis of the geo-
graphic location at which the service is fur-
nished, as determined by the Secretary.’’. 

(b) WAGE ADJUSTMENT.—Section 
1861(v)(1)(L)(iii) (42 U.S.C. 1395x(v)(1)(L)(iii)) is 
amended by striking ‘‘agency is located’’ and 
inserting ‘‘service is furnished’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section apply to cost reporting periods 
beginning on or after October 1, 1997. 

PART II—HOME HEALTH BENEFITS 
SEC. 5361. MODIFICATION OF PART A HOME 

HEALTH BENEFIT FOR INDIVIDUALS 
ENROLLED UNDER PART B. 

(a) IN GENERAL.—Section 1812 (42 U.S.C. 
1395d) is amended— 

(1) in subsection (a)(3), by striking ‘‘home 
health services’’ and inserting ‘‘for individuals 
not enrolled in part B, home health services, 
and for individuals so enrolled, part A home 
health services (as defined in subsection (g))’’; 

(2) by redesignating subsection (g) as sub-
section (h); and 

(3) by inserting after subsection (f) the fol-
lowing new subsection: 

‘‘(g)(1) For purposes of this section, the term 
‘part A home health services’ means— 

‘‘(A) for services furnished during each year 
beginning with 1998 and ending with 2003, home 
health services subject to the transition reduc-
tion applied under paragraph (2)(C) for services 
furnished during the year, and 

‘‘(B) for services furnished on or after Janu-
ary 1, 2004, post-institutional home health serv-
ices for up to 100 visits during a home health 
spell of illness. 

‘‘(2) For purposes of paragraph (1)(A), the 
Secretary shall specify, before the beginning of 
each year beginning with 1998 and ending with 
2003, a transition reduction in the home health 
services benefit under this part as follows: 

‘‘(A) The Secretary first shall estimate the 
amount of payments that would have been made 
under this part for home health services fur-
nished during the year if— 

‘‘(i) part A home health services were all home 
health services, and 

‘‘(ii) part A home health services were limited 
to services described in paragraph (1)(B). 

‘‘(B)(i) The Secretary next shall compute a 
transfer reduction amount equal to the appro-
priate proportion (specified under clause (ii)) of 
the amount by which the amount estimated 
under subparagraph (A)(i) for the year exceeds 
the amount estimated under subparagraph 
(A)(ii) for the year. 

‘‘(ii) For purposes of clause (i), the ‘appro-
priate proportion’ is equal to— 

‘‘(I) 1⁄7 for 1998, 
‘‘(II) 2⁄7 for 1999, 
‘‘(III) 3⁄7 for 2000, 
‘‘(IV) 4⁄7 for 2001, 
‘‘(V) 5⁄7 for 2002, and 
‘‘(VI) 6⁄7 for 2003. 
‘‘(C) The Secretary shall establish a transition 

reduction by specifying such a visit limit (dur-
ing a home health spell of illness) or such a 
post-institutional limitation on home health 
services furnished under this part during the 
year as the Secretary estimates will result in a 
reduction in the amount of payments that 
would otherwise be made under this part for 
home health services furnished during the year 
equal to the transfer amount computed under 
subparagraph (B)(i) for the year. 

‘‘(3) Payment under this part for home health 
services furnished an individual enrolled under 
part B— 

‘‘(A) during a year beginning with 1998 and 
ending with 2003, may not be made for services 
that are not within the visit limit or other limi-
tation specified by the Secretary under the tran-
sition reduction under paragraph (3)(C) for 
services furnished during the year; or 

‘‘(B) on or after January 1, 2004, may not be 
made for home health services that are not post- 
institutional home health services or for post-in-
stitutional furnished to the individual after 
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such services have been furnished to the indi-
vidual for a total of 100 visits during a home 
health spell of illness.’’. 

(b) POST-INSTITUTIONAL HOME HEALTH SERV-
ICES DEFINED.—Section 1861 (42 U.S.C. 1395x), 
as amended by sections 5102(a) and 5103(a), is 
amended by adding at the end the following: 
‘‘Post-Institutional Home Health Services; Home 

Health Spell of Illness 
‘‘(qq)(1) The term ‘post-institutional home 

health services’ means home health services fur-
nished to an individual— 

‘‘(A) after discharge from a hospital or rural 
primary care hospital in which the individual 
was an inpatient for not less than 3 consecutive 
days before such discharge if such home health 
services were initiated within 14 days after the 
date of such discharge; or 

‘‘(B) after discharge from a skilled nursing fa-
cility in which the individual was provided 
post-hospital extended care services if such 
home health services were initiated within 14 
days after the date of such discharge. 

‘‘(2) The term ‘home health spell of illness’ 
with respect to any individual means a period of 
consecutive days— 

‘‘(A) beginning with the first day (not in-
cluded in a previous home health spell of illness) 
(i) on which such individual is furnished post- 
institutional home health services, and (ii) 
which occurs in a month for which the indi-
vidual is entitled to benefits under part A, and 

‘‘(B) ending with the close of the first period 
of 60 consecutive days thereafter on each of 
which the individual is neither an inpatient of 
a hospital or rural primary care hospital nor an 
inpatient of a facility described in section 
1819(a)(1) or subsection (y)(1) nor provided home 
health services.’’. 

(c) MAINTAINING APPEAL RIGHTS FOR HOME 
HEALTH SERVICES.—Section 1869(b)(2)(B) (42 
U.S.C. 1395ff(b)(2)(B)) is amended by inserting 
‘‘(or $100 in the case of home health services)’’ 
after ‘‘$500’’. 

(d) MAINTAINING SEAMLESS ADMINISTRATION 
THROUGH FISCAL INTERMEDIARIES.—Section 
1842(b)(2) (42 U.S.C. 1395u(b)(2)) is amended by 
adding at the end the following: 

‘‘(E) With respect to the payment of claims for 
home health services under this part that, but 
for the amendments made by section 5361, would 
be payable under part A instead of under this 
part, the Secretary shall continue administra-
tion of such claims through fiscal intermediaries 
under section 1816.’’. 

(e) EFFECTIVE DATE.—The amendments made 
by this section apply to services furnished on or 
after January 1, 1998. For the purpose of apply-
ing such amendments, any home health spell of 
illness that began, but did not end, before such 
date shall be considered to have begun as of 
such date. 
SEC. 5362. IMPOSITION OF $5 COPAYMENT FOR 

PART B HOME HEALTH SERVICES. 
(a) IN GENERAL.—Section 1833(a)(2)(A) (42 

U.S.C. 1395l(a)(2)(A)) (as amended by section 
5343(c)(2)) is amended by striking ‘‘1895’’ and 
inserting ‘‘1895, less a copayment amount equal 
to $5 per visit, not to exceed a total annual co-
payment amount equal to the inpatient hospital 
deductible determined under section 1813 for the 
calendar year in which such service is fur-
nished’’. 

(b) PROVIDER CHARGES.—Section 
1866(a)(2)(A)(i) (42 U.S.C. 1395cc(a)(2)(A)(i)) is 
amended— 

(1) by striking ‘‘deduction or coinsurance’’ 
and inserting ‘‘deduction, coinsurance, or co-
payment’’; and 

(2) by striking ‘‘section 1833(b)’’ and inserting 
‘‘subsection (a)(2)(A) or (b) of section 1833’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to services furnished 
on or after October 1, 1997. 
SEC. 5363. CLARIFICATION OF PART-TIME OR 

INTERMITTENT NURSING CARE. 
(a) IN GENERAL.—Section 1861(m) (42 U.S.C. 

1395x(m)) is amended by adding at the end the 

following: ‘‘For purposes of paragraphs (1) and 
(4), the term ‘part-time or intermittent services’ 
means skilled nursing and home health aide 
services furnished any number of days per week 
as long as they are furnished (combined) less 
than 8 hours each day and 28 or fewer hours 
each week (or, subject to review on a case-by- 
case basis as to the need for care, less than 8 
hours each day and 35 or fewer hours per week). 
For purposes of sections 1814(a)(2)(C) and 
1835(a)(2)(A), ‘intermittent’ means skilled nurs-
ing care that is either provided or needed on 
fewer than 7 days each week, or less than 8 
hours of each day for periods of 21 days or less 
(with extensions in exceptional circumstances 
when the need for additional care is finite and 
predictable).’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) applies to services furnished 
on or after October 1, 1997. 
SEC. 5364. STUDY ON DEFINITION OF HOME-

BOUND. 

(a) STUDY.—The Secretary of Health and 
Human Services shall conduct a study of the cri-
teria that should be applied, and the method of 
applying such criteria, in the determination of 
whether an individual is homebound for pur-
poses of qualifying for receipt of benefits for 
home health services under the medicare pro-
gram. Such criteria shall include the extent and 
circumstances under which a person may be ab-
sent from the home but nonetheless qualify. 

(b) REPORT.—Not later than October 1, 1998, 
the Secretary shall submit a report to the Con-
gress on the study conducted under subsection 
(a). The report shall include specific rec-
ommendations on such criteria and methods. 
SEC. 5365. NORMATIVE STANDARDS FOR HOME 

HEALTH CLAIMS DENIALS. 

(a) IN GENERAL.—Section 1862(a)(1) (42 U.S.C. 
1395y(a)(1)), as amended by section 5102(c), is 
amended— 

(1) by striking ‘‘and’’ at the end of subpara-
graph (F), 

(2) by striking the semicolon at the end of sub-
paragraph (G) and inserting ‘‘, and’’, and 

(3) by inserting after subparagraph (G) the 
following new subparagraph: 

‘‘(H) the frequency and duration of home 
health services which are in excess of normative 
guidelines that the Secretary shall establish by 
regulation;’’. 

(b) NOTIFICATION.—The Secretary of Health 
and Human Services may establish a process for 
notifying a physician in cases in which the 
number of home health service visits furnished 
under the medicare program under title XVIII of 
the Social Security Act (42 U.S.C. 1395 et seq.) 
pursuant to a prescription or certification of the 
physician significantly exceeds such threshold 
(or thresholds) as the Secretary specifies. The 
Secretary may adjust such threshold to reflect 
demonstrated differences in the need for home 
health services among different beneficiaries. 

(c) EFFECTIVE DATE.—The amendments made 
by this section apply to services furnished on or 
after October 1, 1997. 
SEC. 5366. INCLUSION OF COST OF SERVICE IN 

EXPLANATION OF MEDICARE BENE-
FITS. 

(a) IN GENERAL.—Section 1842(h)(7) of the So-
cial Security Act (42 U.S.C. 1395u(h)(7)) is 
amended— 

(1) in subparagraph (C), by striking ‘‘and’’ at 
the end; 

(2) in subparagraph (D), by striking the pe-
riod at the end and inserting ‘‘, and’’; and 

(3) by adding at the end the following: 
‘‘(E) in the case of home health services fur-

nished to an individual enrolled under this part, 
the total amount that the home health agency 
or other provider of such services billed for such 
services.’’. 

(b) EFFECTIVE DATE.—The amendments made 
by subsection (a) apply to explanation of bene-
fits provided on and after October 1, 1997. 

Subtitle F—Provisions Relating to Part A 
CHAPTER 1—PAYMENT OF PPS HOSPITALS 
SEC. 5401. PPS HOSPITAL PAYMENT UPDATE. 

(a) IN GENERAL.—Section 1886(b)(3)(B)(i) (42 
U.S.C. 1395ww(b)(3)(B)(i)) is amended— 

(1) in subclause (XII)— 
(A) by inserting ‘‘and the period beginning on 

October 1, 1997, and ending on December 31, 
1997,’’ after ‘‘fiscal year 1997,’’; and 

(B) by striking ‘‘and’’ at the end; and 
(2) by striking subclause (XIII) and inserting 

the following: 
‘‘(XIII) for calendar year 1998 for hospitals in 

all areas, the market basket percentage increase 
minus 2.5 percentage points, 

‘‘(XIV) for calendar year 1999 for hospitals in 
all areas, the market basket percentage increase 
minus 1.3 percentage points, 

‘‘(XV) for calendar years 2000 through 2002 
for hospitals in all areas, the market basket per-
centage increase minus 1.0 percentage points, 
and 

‘‘(XVI) for calendar year 2003 and each subse-
quent calendar year for hospitals in all areas, 
the market basket percentage increase.’’. 

(b) RULE OF CONSTRUCTION.—Section 1886 (42 
U.S.C. 1395ww) is amended by adding at the end 
the following new subsection: 

‘‘(j) PPS CALENDAR YEAR PAYMENTS.—Not-
withstanding any other provision of this title, 
any updates or payment amounts determined 
under this section shall on and after December 
31, 1998, take effect and be applied on a cal-
endar year basis. With respect to any cost re-
porting periods that relate to any such updates 
or payment amounts, the Secretary shall revise 
such cost reporting periods to ensure that on 
and after December 31, 1998, such cost reporting 
periods relate to updates and payment amounts 
made under this section on a calendar year 
basis in the same manner as such cost reporting 
periods applied to updates and payment 
amounts under this section on the day before 
the date of enactment of this subsection.’’. 
SEC. 5402. CAPITAL PAYMENTS FOR PPS HOS-

PITALS. 
(a) MAINTAINING SAVINGS FROM TEMPORARY 

REDUCTION IN PPS CAPITAL RATES.—Section 
1886(g)(1)(A) (42 U.S.C. 1395ww(g)(1)(A)) is 
amended by adding at the end the following: 
‘‘In addition to the reduction described in the 
preceding sentence, for discharges occurring on 
or after October 1, 1997, the Secretary shall 
apply the budget neutrality adjustment factor 
used to determine the Federal capital payment 
rate in effect on September 30, 1995 (as described 
in section 412.352 of title 42 of the Code of Fed-
eral Regulations), to (i) the unadjusted stand-
ard Federal capital payment rate (as described 
in section 412.308(c) of that title, as in effect on 
September 30, 1997), and (ii) the unadjusted hos-
pital-specific rate (as described in section 
412.328(e)(1) of that title, as in effect on Sep-
tember 30, 1997).’’. 

(b) SYSTEM EXCEPTION PAYMENTS FOR TRANSI-
TIONAL CAPITAL.— 

(1) IN GENERAL.—Section 1886(g)(l) (42 U.S.C. 
1395ww(g)(1)) is amended— 

(A) by redesignating subparagraph (C) as sub-
paragraph (F), and 

(B) by inserting after subparagraph (B) the 
following: 

‘‘(C) The exceptions under the system pro-
vided by the Secretary under subparagraph 
(B)(iii) shall include the provision of exception 
payments under the special exceptions process 
provided under section 412.348(g) of title 42, 
Code of Federal Regulations (as in effect on 
September 1, 1995), except that the Secretary 
shall revise such process, effective for discharges 
occurring after September 30, 1997, as follows: 

‘‘(i) Eligible hospital requirements, as de-
scribed in section 412.348(g)(1) of title 42, Code 
of Federal Regulations, shall apply except that 
subparagraph (ii) shall be revised to require that 
hospitals located in an urban area with at least 
300 beds shall be eligible under such process and 
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that such a hospital shall be eligible without re-
gard to its disproportionate patient percentage 
under subsection (d)(5)(F) or whether it quali-
fies for additional payment amounts under such 
subsection. 

‘‘(ii) Project size requirements, as described in 
section 412.348(g)(5) of title 42, Code of Federal 
Regulations, shall apply except that subpara-
graph (ii) shall be revised to require that the 
project costs of a hospital are at least 150 per-
cent of its operating cost during the first 12 
month cost reporting period beginning on or 
after October 1, 1991. 

‘‘(iii) The minimum payment level for quali-
fying hospitals shall be 85 percent. 

‘‘(iv) A hospital shall be considered to meet 
the requirement that it complete the project in-
volved no later than the end of the last cost re-
porting period of the hospital beginning before 
October l, 2001, if— 

‘‘(I) the hospital has obtained a certificate of 
need for the project approved by the State or a 
local planning authority by September 1, 1995; 
and 

‘‘(II) by September 1, 1995, the hospital has 
expended on the project at least $750,000 or 10 
percent of the estimated cost of the project. 

‘‘(v) Offsetting amounts, as described in sec-
tion 412.348(g)(8)(ii) of title 42, Code of Federal 
Regulations, shall apply except that subpara-
graph (B) of such section shall be revised to re-
quire that the additional payment that would 
otherwise be payable for the cost reporting pe-
riod shall be reduced by the amount (if any) by 
which the hospital’s current year medicare cap-
ital payments (excluding, if applicable, 75 per-
cent of the hospital’s capital-related dispropor-
tionate share payments) exceeds its medicare 
capital costs for such year. 

‘‘(D)(i) The Secretary shall reduce the Federal 
capital and hospital rates up to $50,000,000 for a 
calendar year to ensure that the application of 
subparagraph (C) does not result in an increase 
in the total amount that would have been paid 
under this subsection in the fiscal year if such 
subparagraph did not apply. 

‘‘(ii) Payments made pursuant to the applica-
tion of subparagraph (C) shall not be considered 
for purposes of calculating total estimated pay-
ments under section 412.348(h), title 42, Code of 
Federal Regulations. 

‘‘(E) The Secretary shall provide for publica-
tion in the Federal Register each year (begin-
ning with 1999) of a description of the distribu-
tional impact of the application of subpara-
graph (C) on hospitals which receive, and do 
not receive, an exception payment under such 
subparagraph.’’. 

(2) CONFORMING AMENDMENT.—Section 
1886(g)(1)(B)(iii) (42 U.S.C. 1395ww(g)(1)(B)(iii)) 
is amended by striking ‘‘may provide’’ and in-
serting ‘‘shall provide (in accordance with sub-
paragraph (C))’’. 

CHAPTER 2—PAYMENT OF PPS EXEMPT 
HOSPITALS 

SEC. 5421. PAYMENT UPDATE. 
(a) IN GENERAL.—Section 1886(b)(3)(B)(ii) (42 

U.S.C. 1395ww(b)(3)(B)(ii)) is amended— 
(1) by striking ‘‘and’’ at the end of subclause 

(V); 
(2) by redesignating subclause (VI) as sub-

clause (VIII); and 
(3) by inserting after subclause (V), the fol-

lowing subclauses: 
‘‘(VI) for fiscal years 1998 through 2001, is 0 

percent; 
‘‘(VII) for fiscal year 2002, is the market bas-

ket percentage increase minus 3.0 percentage 
points, and’’. 

(b) NO EFFECT OF PAYMENT REDUCTION ON 
EXCEPTIONS AND ADJUSTMENTS.—Section 
1886(b)(4)(A)(ii) (42 U.S.C. 1395ww(b)(4)(A)(ii)) 
is amended by adding at the end the following 
new sentence: ‘‘In making such reductions, the 
Secretary shall treat the applicable update fac-
tor described in paragraph (3)(B)(vi) for a fiscal 
year as being equal to the market basket per-
centage for that year.’’. 

SEC. 5422. REDUCTIONS TO CAPITAL PAYMENTS 
FOR CERTAIN PPS-EXEMPT HOS-
PITALS AND UNITS. 

Section 1886(g) (42 U.S.C. 1395ww(g)) is 
amended by adding at the end the following 
new paragraph: 

‘‘(4) In determining the amount of the pay-
ments that are attributable to portions of cost 
reporting periods occurring during fiscal years 
1998 through 2002 and that may be made under 
this title with respect to capital-related costs of 
inpatient hospital services of a hospital which is 
described in clause (i), (ii), or (iv) of subsection 
(d)(1)(B) or a unit described in the matter after 
clause (v) of such subsection, the Secretary shall 
reduce the amounts of such payments otherwise 
determined under this title by 15 percent.’’. 
SEC. 5423. CAP ON TEFRA LIMITS. 

Section 1886(b)(3) (42 U.S.C. 1395ww(b)(3)) is 
amended— 

(1) in subparagraph (A) by striking ‘‘subpara-
graphs (C), (D), and (E)’’ and inserting ‘‘sub-
paragraph (C) and succeeding subparagraphs’’, 
and 

(2) by adding at the end the following: 
‘‘(F)(i) Except as provided in clause (ii), in the 

case of a hospital or unit that is within a class 
of hospital described in clause (iii), for cost re-
porting periods beginning on or after October 1, 
1997, and before October 1, 2002, such target 
amount may not be greater than the 75th per-
centile of the target amounts for such hospitals 
within such class for cost reporting periods be-
ginning during that fiscal year (determined 
without regard to clause (ii)). 

‘‘(ii) In the case of a hospital or unit— 
‘‘(I) that is within a class of hospital de-

scribed in clause (iii); and 
‘‘(II) whose operating costs of inpatient hos-

pital services recognized under this title for the 
most recent cost reporting period for which in-
formation is available are less than the target 
amount for the hospital or unit under clause (i) 
(determined without regard to this clause) for its 
cost reporting period beginning on or after Octo-
ber 1, 1997, and before October 1, 1998, 
clause (i) shall be applied for cost reporting pe-
riods beginning on or after October 1, 1997, and 
before October 1, 2002, by substituting for the 
dollar limit on the target amounts established 
under such clause for such period a dollar limit 
that is equal to the greater of 90 percent of such 
dollar limit or the operating costs of the hospital 
or unit determined under subclause (II). 

‘‘(iii) For purposes of this subparagraph, each 
of the following shall be treated as a separate 
class of hospital: 

‘‘(I) Hospitals described in clause (i) of sub-
section (d)(1)(B) and psychiatric units described 
in the matter following clause (v) of such sub-
section. 

‘‘(II) Hospitals described in clause (ii) of such 
subsection and rehabilitation units described in 
the matter following clause (v) of such sub-
section. 

‘‘(III) Hospitals described in clause (iv) of 
such subsection.’’. 
SEC. 5424. CHANGE IN BONUS AND RELIEF PAY-

MENTS. 
(a) CHANGE IN BONUS PAYMENT.—Section 

1886(b)(1)(A) (42 U.S.C. 1395ww(b)(1)(A)) is 
amended by striking all that follows ‘‘plus—’’ 
and inserting the following: 

‘‘(i) in the case of a hospital with a target 
amount that is less than 135 percent of the me-
dian of the target amounts for hospitals in the 
same class of hospital, the lesser of 40 percent of 
the amount by which the target amount exceeds 
the amount of the operating costs or 4 percent of 
the target amount; 

‘‘(ii) in the case of a hospital with a target 
amount that equals or exceeds 135 of such me-
dian but is less than 150 percent of such median, 
the lesser of 30 percent of the amount by which 
the target amount exceeds the amount of the op-
erating costs or 3 percent of the target amount; 
and 

‘‘(iii) in the case of a hospital with a target 
amount that equals or exceeds 150 of such me-

dian, the lesser of 20 percent of the amount by 
which the target amount exceeds the amount of 
the operating costs or 2 percent of the target 
amount; or’’. 

(b) CHANGE IN RELIEF PAYMENTS.—Section 
1886(b)(1) (42 U.S.C. 1395ww(b)(1)) is amended— 

(1) in subparagraph (B)— 
(A) by striking ‘‘greater than the target 

amount’’ and inserting ‘‘greater than 110 per-
cent of the target amount’’, 

(B) by striking ‘‘exceed the target amount’’ 
and inserting ‘‘exceed 110 percent of the target 
amount’’, 

(C) by striking ‘‘10 percent’’ and inserting ‘‘20 
percent’’, and 

(D) by redesignating such subparagraph as 
subparagraph (C); and 

(2) by inserting after subparagraph (A) the 
following new subparagraph: 

‘‘(B) are greater than the target amount but 
do not exceed 110 percent of the target amount, 
the amount of the payment with respect to those 
operating costs payable under part A on a per 
discharge basis shall equal the target amount; 
or’’. 
SEC. 5425. TARGET AMOUNTS FOR REHABILITA-

TION HOSPITALS, LONG-TERM CARE 
HOSPITALS, AND PSYCHIATRIC HOS-
PITALS. 

Section 1886(b)(3) (42 U.S.C. 1395ww(b)(3)) is 
amended— 

(1) in subparagraph (A), in the matter pre-
ceding clause (i), by striking ‘‘and (E)’’ and in-
serting ‘‘(E), (F), and (G)’’; and 

(2) by adding at the end the following new 
subparagraphs: 

‘‘(F) In the case of a rehabilitation hospital 
(or unit thereof) (as described in clause (ii) of 
subsection (d)(1)(B)), for cost reporting periods 
beginning on or after October 1, 1997— 

‘‘(i) in the case of a hospital which first re-
ceives payments under this section before Octo-
ber 1, 1997, the target amount determined under 
subparagraph (A) for such hospital or unit for 
a cost reporting period beginning during a fiscal 
year shall not be less than 50 percent of the na-
tional mean of the target amounts determined 
under such subparagraph for all such hospitals 
for cost reporting periods beginning during such 
fiscal year (determined without regard to this 
subparagraph); and 

‘‘(ii) in the case of a hospital which first re-
ceives payments under this section on or after 
October 1, 1997, such target amount may not be 
greater than 110 percent of the national mean of 
the target amounts for such hospitals (and units 
thereof) for cost reporting periods beginning 
during fiscal year 1991. 

‘‘(G) In the case of a hospital which has an 
average inpatient length of stay of greater than 
25 days (as described in clause (iv) of subsection 
(d)(1)(B)), for cost reporting periods beginning 
on or after October 1, 1997— 

‘‘(i) in the case of a hospital which first re-
ceives payments under this section as a hospital 
that is not a subsection (d) hospital or a sub-
section (d) Puerto Rico hospital before October 
1, 1997, the target amount determined under 
subparagraph (A) for such hospital for a cost re-
porting period beginning during a fiscal year 
shall not be less than 50 percent of the national 
mean of the target amounts determined under 
such subparagraph for all such hospitals for 
cost reporting periods beginning during such fis-
cal year (determined without regard to this sub-
paragraph); and 

‘‘(ii) in the case of any other hospital which 
first receives payment under this section on or 
after October 1, 1997, such target amount may 
not be greater than 110 percent of such national 
mean of the target amounts for such hospitals 
for cost reporting periods beginning during fis-
cal year 1991. 

‘‘(H) In the case of a psychiatric hospital (as 
defined in section 1861(f)), for cost reporting pe-
riods beginning on or after October 1, 1997— 

‘‘(i) in the case of a hospital which first re-
ceives payments under this section before Octo-
ber 1, 1997, the target amount determined under 
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subparagraph (A) for such hospital for a cost re-
porting period beginning during a fiscal year 
shall not be less than 50 percent of the national 
mean of the target amounts determined under 
such subparagraph for all such hospitals for 
cost reporting periods beginning during such fis-
cal year (determined without regard to this sub-
paragraph); and 

‘‘(ii) in the case of any other hospital which 
first receives payment under this section on or 
after October 1, 1997, such target amount may 
not be greater than 110 percent of such national 
mean of the target amounts for such hospitals 
for cost reporting periods beginning during fis-
cal year 1991.’’. 
SEC. 5426. TREATMENT OF CERTAIN LONG-TERM 

CARE HOSPITALS LOCATED WITHIN 
OTHER HOSPITALS. 

(a) IN GENERAL.—Section 1886(d)(1)(B) (42 
U.S.C. 1395ww(d)(1)(B)) is amended by adding 
at the end the following new sentence: ‘‘A hos-
pital that was classified by the Secretary on or 
before September 30, 1995, as a hospital de-
scribed in clause (iv) shall continue to be so 
classified notwithstanding that it is located in 
the same building as, or on the same campus as, 
another hospital.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall apply to discharges oc-
curring on or after October 1, 1995. 
SEC. 5426A. REBASING. 

Section 1886(b)(3) (42 U.S.C. 1395ww(b)(3)), as 
amended by section 5423, is amended by adding 
at the end the following: 

‘‘(G)(i) In the case of a hospital (or unit de-
scribed in the matter following clause (v) of sub-
section (d)(1)(B)) that received payment under 
this subsection for inpatient hospital services 
furnished before January 1, 1990, that is within 
a class of hospital described in clause (iii), and 
that elects (in a form and manner determined by 
the Secretary) this subparagraph to apply to the 
hospital, the target amount for the hospital’s 12- 
month cost reporting period beginning during 
fiscal year 1998 is equal to the average described 
in clause (ii). 

‘‘(ii) The average described in this clause for 
a hospital or unit shall be determined by the 
Secretary as follows: 

‘‘(I) The Secretary shall determine the allow-
able operating costs for inpatient hospital serv-
ices for the hospital or unit for each of the 5 
cost reporting periods for which the Secretary 
has the most recent settled cost reports as of the 
date of the enactment of this subparagraph. 

‘‘(II) The Secretary shall increase the amount 
determined under subclause (I) for each cost re-
porting period by the applicable percentage in-
crease under subparagraph (B)(ii) for each sub-
sequent cost reporting period up to the cost re-
porting period described in clause (i). 

‘‘(III) The Secretary shall identify among 
such 5 cost reporting periods the cost reporting 
periods for which the amount determined under 
subclause (II) is the highest, and the lowest. 

‘‘(IV) The Secretary shall compute the aver-
ages of the amounts determined under subclause 
(II) for the 3 cost reporting periods not identi-
fied under subclause (III). 

‘‘(iii) For purposes of this subparagraph, each 
of the following shall be treated as a separate 
class of hospital: 

‘‘(I) Hospitals described in clause (i) of sub-
section (d)(1)(B) and psychiatric units described 
in the matter following clause (v) of such sub-
section. 

‘‘(II) Hospitals described in clause (ii) of such 
subsection and rehabilitation units described in 
the matter following clause (v) of such sub-
section. 

‘‘(III) Hospitals described in clause (iii) of 
such subsection. 

‘‘(IV) Hospitals described in clause (iv) of 
such subsection. 

‘‘(V) Hospitals described in clause (v) of such 
subsection.’’. 

SEC. 5427. ELIMINATION OF EXEMPTIONS; RE-
PORT ON EXCEPTIONS AND ADJUST-
MENTS. 

(a) ELIMINATION OF EXEMPTIONS.— 
(1) IN GENERAL.—Section 1886(b)(4)(A)(i) (42 

U.S.C. 1395ww(b)(4)(A)(i)) is amended by strik-
ing ‘‘exemption from, or an exception and ad-
justment to,’’ and inserting ‘‘an exception and 
adjustment to’’ each place it appears. 

(2) EFFECTIVE DATE.—The amendments made 
by paragraph (1) shall apply to hospitals that 
first qualify as a hospital described in clause (i), 
(ii), or (iv) of section 1886(d)(1)(B) (42 U.S.C. 
1395ww(d)(1)(B)) on or after October 1, 1997. 

(b) REPORT.—The Secretary of Health and 
Human Services shall publish annually in the 
Federal Register a report describing the total 
amount of payments made to hospitals by rea-
son of section 1886(b)(4) of the Social Security 
Act (42 U.S.C. 1395ww(b)(4)), as amended by 
subsection (a), for cost reporting periods ending 
during the previous fiscal year. 
SEC. 5428. TECHNICAL CORRECTION RELATING 

TO SUBSECTION (d) HOSPITALS. 
(a) IN GENERAL.—Section 1886(d)(1) (42 U.S.C. 

1395ww(d)(1)) is amended— 
(1) in subparagraph (B)(v)— 
(A) by inserting ‘‘(I)’’ after ‘‘(v)’’; and 
(B) by striking the semicolon at the end and 

inserting ‘‘, or’’; and 
(C) by adding at the end the following: 
‘‘(II) a hospital that— 
‘‘(aa) was recognized as a comprehensive can-

cer center or clinical cancer research center by 
the National Cancer Institute of the National 
Institutes of Health as of April 20, 1983, or is 
able to demonstrate, for any six-month period, 
that at least 50 percent of its total discharges 
have a principal diagnosis that reflects a find-
ing of neoplastic disease, as defined in subpara-
graph (E); 

‘‘(bb) applied on or before December 31, 1990, 
for classification as a hospital involved exten-
sively in treatment for or research on cancer 
under this clause (as in effect on the day before 
the date of the enactment of this subclause), but 
was not approved for such classification; and 

‘‘(cc) is located in a State which, as of Decem-
ber 19, 1989, was not operating a demonstration 
project under section 1814(b);’’; and 

(2) by adding at the end the following: 
‘‘(E) For purposes of subparagraph 

(B)(v)(II)(aa), the term ‘principal diagnosis that 
reflects a finding of neoplastic disease’ means 
the condition established after study to be chief-
ly responsible for occasioning the admission of a 
patient to a hospital, except that only dis-
charges with ICD–9–CM principal diagnosis 
codes of 140 through 239, V58.0, V58.1, V66.1, 
V66.2, or 990 will be considered to reflect such a 
principal diagnosis.’’. 

(b) PAYMENTS.—Any classification by reason 
of section 1886(d)(1)(B)(v)(II) of the Social Secu-
rity Act (42 U.S.C. 1395ww(d)(1)(B)(v)(II)) (as 
added by subsection (a)) shall apply to all cost 
reporting periods beginning on or after January 
1, 1991. Any payments owed to a hospital as a 
result of such section (as so amended) shall be 
made expeditiously, but in no event later than 1 
year after the date of enactment of this Act. 
SEC. 5429. CERTAIN CANCER HOSPITALS. 

(a) IN GENERAL.—Section 1886(d)(1) (42 U.S.C. 
1395ww(d)(1)), as amended by section 5428, is 
amended— 

(1) in subparagraph (B)(v), by striking the 
semicolon at the end of subclause (II)(cc) and 
inserting the following: ‘‘, or’’, and by adding at 
the end the following: 

‘‘(III) a hospital— 
‘‘(aa) that was classified under subsection (iv) 

beginning on or before December 31, 1990, and 
through December 31, 1995; and 

‘‘(bb) throughout the period described in item 
(aa) and currently has greater than 49 percent 
of its total patient discharges with a principal 
diagnosis that reflects a finding of neoplastic 
disease;’’; and 

(2) by adding at the end the following: 

‘‘(F) In the case of a hospital that is classified 
under subparagraph (B)(v)(III), no rebasing is 
permitted by such hospital and such hospital 
shall use the base period in effect at the time of 
such hospital’s December 31, 1995, cost report.’’. 

CHAPTER 3—GRADUATE MEDICAL 
EDUCATION PAYMENTS 

Subchapter A—Direct Medical Education 
SEC. 5441. LIMITATION ON NUMBER OF RESI-

DENTS AND ROLLING AVERAGE FTE 
COUNT. 

Section 1886(h)(4) (42 U.S.C. 1395ww(h)(4)) is 
amended by adding after subparagraph (E) the 
following: 

‘‘(F) LIMITATION ON NUMBER OF RESIDENTS IN 
ALLOPATHIC AND OSTEOPATHIC MEDICINE.—Ex-
cept as provided in subparagraph (H), such 
rules shall provide that for purposes of a cost re-
porting period beginning on or after October 1, 
1997, the total number of full-time equivalent 
residents before application of weighting factors 
(as determined under this paragraph) with re-
spect to a hospital’s approved medical residency 
training program in the fields of allopathic med-
icine and osteopathic medicine may not exceed 
the number of full-time equivalent residents 
with respect to such programs for the hospital’s 
most recent cost reporting period ending on or 
before December 31, 1996. 

‘‘(G) COUNTING INTERNS AND RESIDENTS FOR 
1998 AND SUBSEQUENT YEARS.— 

‘‘(i) IN GENERAL.—For cost reporting periods 
beginning on or after October 1, 1997, subject to 
the limit described in subparagraph (F) and ex-
cept as provided in subparagraph (H), the total 
number of full-time equivalent residents for de-
termining a hospital’s graduate medical edu-
cation payment shall equal the average of the 
full-time equivalent resident counts for the cost 
reporting period and the preceding two cost re-
porting periods. 

‘‘(ii) ADJUSTMENT FOR SHORT PERIODS.—If any 
cost reporting period beginning on or after Octo-
ber 1, 1997, is not equal to twelve months, the 
Secretary shall make appropriate modifications 
to ensure that the average full-time equivalent 
resident counts pursuant to clause (ii) are based 
on the equivalent of full twelve-month cost re-
porting periods. 

‘‘(iii) TRANSITION RULE FOR 1998.—In the case 
of a hospital’s first cost reporting period begin-
ning on or after October 1, 1997, clause (i) shall 
be applied by using the average for such period 
and the preceding cost reporting period. 

‘‘(H) SPECIAL RULES FOR NEW FACILITIES.— 
‘‘(i) IN GENERAL.—If a hospital is an applica-

ble facility under clause (iii) for any year with 
respect to any approved medical residency train-
ing program described in subsection (h)— 

‘‘(I) subject to the applicable annual limit 
under clause (ii), the Secretary may provide an 
additional amount of full-time equivalent resi-
dents which may be taken into account with re-
spect to such program under subparagraph (F) 
for cost reporting periods beginning during such 
year, and 

‘‘(II) the averaging rules under subparagraph 
(G) shall not apply for such year. 

‘‘(ii) APPLICABLE ANNUAL LIMIT.—The total of 
additional full-time equivalent residents which 
the Secretary may authorize under clause (i) for 
all applicable facilities for any year shall not 
exceed the amount which would result in the 
number of full-time equivalent residents with re-
spect to approved medical residency training 
programs in the fields of allopathic and osteo-
pathic medicine for all hospitals exceeding such 
number for the preceding year. In allocating 
such additional residents, the Secretary shall 
give special consideration to facilities that meet 
the needs of underserved rural areas. 

‘‘(iii) APPLICABLE FACILITY.—For purposes of 
this subparagraph, a hospital shall be treated as 
an applicable facility with respect to an ap-
proved medical residency training program only 
during the first 5 years during which such pro-
gram is in existence. A hospital shall not be 
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treated as such a facility if the 5-year period de-
scribed in the preceding sentence ended on or 
before December 31, 1996. 

‘‘(iv) COORDINATION WITH LIMIT.—For pur-
poses of applying subparagraph (F), the number 
of full-time equivalent residents of an applicable 
facility with respect to any approved medical 
residency training program in the fields of 
allopathic and osteopathic medicine for the fa-
cility’s most recent cost reporting period ending 
on or before December 31, 1996, shall be in-
creased by the number of such residents allo-
cated to such facility under clause (i).’’. 
SEC. 5442. PERMITTING PAYMENT TO NONHOS-

PITAL PROVIDERS. 
(a) IN GENERAL.—Section 1886 (42 U.S.C. 

1395ww) is amended by adding at the end the 
following: 

‘‘(j) PAYMENT TO NONHOSPITAL PROVIDERS.— 
‘‘(1) IN GENERAL.—For cost reporting periods 

beginning on or after October 1, 1997, the Sec-
retary may establish rules for payment to quali-
fied nonhospital providers for their direct costs 
of medical education, if those costs are incurred 
in the operation of an approved medical resi-
dency training program described in subsection 
(h). Such rules shall specify the amounts, form, 
and manner in which payments will be made 
and the portion of such payments that will be 
made from each of the trust funds under this 
title. 

‘‘(2) QUALIFIED NONHOSPITAL PROVIDERS.—For 
purposes of this subsection, the term ‘qualified 
nonhospital providers’ means— 

‘‘(A) a federally qualified health center, as de-
fined in section 1861(aa)(4); 

‘‘(B) a rural health clinic, as defined in sec-
tion 1861(aa)(2); and 

‘‘(C) such other providers (other than hos-
pitals) as the Secretary determines to be appro-
priate.’’. 

(b) PROHIBITION ON DOUBLE PAYMENTS.—Sec-
tion 1886(h)(3)(B) (42 U.S.C. 1395ww(h)(3)(B)) is 
amended by adding at the end the following: 
‘‘The Secretary shall reduce the aggregate ap-
proved amount to the extent payment is made 
under subsection (j) for residents included in the 
hospital’s count of full-time equivalent resi-
dents.’’. 
SEC. 5443. MEDICARE SPECIAL REIMBURSEMENT 

RULE FOR PRIMARY CARE COM-
BINED RESIDENCY PROGRAMS. 

(a) IN GENERAL.—Section 1886(h)(5)(G) of the 
Social Security Act (42 U.S.C. 1395ww(h)(5)(G)) 
is amended— 

(1) in clause (i), by striking ‘‘and (iii)’’ and 
inserting ‘‘, (iii), and (iv)’’; and 

(2) by adding at the end the following: 
‘‘(iv) SPECIAL RULE FOR PRIMARY CARE COM-

BINED RESIDENCY PROGRAMS.—(I) In the case of 
a resident enrolled in a combined medical resi-
dency training program in which all of the indi-
vidual programs (that are combined) are for 
training a primary care resident (as defined in 
subparagraph (H)), the period of board eligi-
bility shall be the minimum number of years of 
formal training required to satisfy the require-
ments for initial board eligibility in the longest 
of the individual programs plus one additional 
year. 

‘‘(II) A resident enrolled in a combined med-
ical residency training program that includes an 
obstetrics and gynecology program qualifies for 
the period of board eligibility under subclause 
(I) if the other programs such resident combines 
with such obstetrics and gynecology program 
are for training a primary care resident.’’. 

(b) EFFECTIVE DATE.—The amendments made 
by subsection (a) apply to combined medical 
residency training programs in effect on or after 
January 1, 1998. 

Subchapter B—Indirect Medical Education 
SEC. 5446. INDIRECT GRADUATE MEDICAL EDU-

CATION PAYMENTS. 
(a) MULTIYEAR TRANSITION REGARDING PER-

CENTAGES.— 
(1) IN GENERAL.—Section 1886(d)(5)(B)(ii) (42 

U.S.C. 1395ww(d)(5)(B)(ii)) is amended to read 
as follows: 

‘‘(ii) For purposes of clause (i)(II), the indirect 
teaching adjustment factor is equal to 
c (((1+r) to the nth power) ¥ 1), where ‘r’ is the 
ratio of the hospital’s full-time equivalent in-
terns and residents to beds and ‘n’ equals .405. 
For discharges occurring— 

‘‘(I) on or after May 1, 1986, and before Octo-
ber 1, 1997, ‘c’ is equal to 1.89; 

‘‘(II) during fiscal year 1998, ‘c’ is equal to 
1.72; 

‘‘(III) during fiscal year 1999, ‘c’ is equal to 
1.6; 

‘‘(IV) during fiscal year 2000, ‘c’ is equal to 
1.47; and 

‘‘(V) on or after October 1, 2000, ‘c’ is equal to 
1.35.’’. 

(2) NO RESTANDARDIZATION OF PAYMENT 
AMOUNTS REQUIRED.—Section 1886(d)(2)(C)(i) (42 
U.S.C. 1395ww(d)(2)(C)(i)) is amended by adding 
at the end the following: ‘‘except that the Sec-
retary shall not take into account any reduction 
in the amount of additional payments under 
paragraph (5)(B)(ii) resulting from the amend-
ment made by section 5446(a)(1) of the Balanced 
Budget Act of 1997,’’. 

(b) LIMITATION.— 
(1) IN GENERAL.—Section 1886(d)(5)(B) (42 

U.S.C. 1395ww(d)(5)(B)) is amended by adding 
after clause (iv) the following: 

‘‘(v) In determining the adjustment with re-
spect to a hospital for discharges occurring on 
or after October 1, 1997, the total number of full- 
time equivalent interns and residents in either a 
hospital or nonhospital setting may not exceed 
the number of such full-time equivalent interns 
and residents in the hospital with respect to the 
hospital’s most recent cost reporting period end-
ing on or before December 31, 1996. 

‘‘(vi) For purposes of clause (ii)— 
‘‘(I) ‘r’ may not exceed the ratio of the number 

of interns and residents as determined under 
clause (v) with respect to the hospital for its 
most recent cost reporting period ending on or 
before December 31, 1996, to the hospital’s avail-
able beds (as defined by the Secretary) during 
that cost reporting period, and 

‘‘(II) for the hospital’s cost reporting periods 
beginning on or after October 1, 1997, subject to 
the limits described in clauses (iv) and (v), the 
total number of full-time equivalent residents for 
payment purposes shall equal the average of the 
actual full-time equivalent resident count for 
the cost reporting period and the preceding two 
cost reporting periods. 
In the case of the first cost reporting period be-
ginning on or after October 1, 1997, subclause 
(II) shall be applied by using the average for 
such period and the preceding cost reporting pe-
riod. 

‘‘(vii)(I) If a hospital is an applicable facility 
under subclause (III) for any year with respect 
to any approved medical residency training pro-
gram described in subsection (h)— 

‘‘(aa) subject to the applicable annual limit 
under subclause (II), the Secretary may provide 
an additional amount of full-time equivalent in-
terns and residents which may be taken into ac-
count with respect to such program under 
clauses (v) and (vi) for cost reporting periods be-
ginning during such year, and 

‘‘(bb) the averaging rules under clause (vi)(II) 
shall not apply for such year. 

‘‘(II) The total of additional full-time equiva-
lent interns and residents which the Secretary 
may authorize under subclause (I) for all appli-
cable facilities for any year shall not exceed the 
amount which would result in the number of 
full-time equivalent interns or residents for all 
hospitals exceeding such number for the pre-
ceding year. In allocating such additional resi-
dents, the Secretary shall give special consider-
ation to facilities that meet the needs of under-
served rural areas. 

‘‘(III) For purposes of this clause, a hospital 
shall be treated as an applicable facility with 
respect to an approved medical residency train-
ing program only during the first 5 years during 
which such program is in existence. A hospital 

shall not be treated as such a facility if the 5- 
year period described in the preceding sentence 
ended on or before December 31, 1996. 

‘‘(IV) For purposes of applying clause (v), the 
number of full-time equivalent residents of an 
applicable facility with respect to any approved 
medical residency training program for the fa-
cility’s most recent cost reporting period ending 
on or before December 31, 1996, shall be in-
creased by the number of such residents allo-
cated to such facility under subclause (I). 

‘‘(viii) If any cost reporting period beginning 
on or after October 1, 1997, is not equal to 
twelve months, the Secretary shall make appro-
priate modifications to ensure that the average 
full-time equivalent residency count pursuant to 
subclause (II) of clause (vi) is based on the 
equivalent of full twelve-month cost reporting 
periods.’’. 

(2) PAYMENT FOR INTERNS AND RESIDENTS PRO-
VIDING OFF-SITE SERVICES.—Section 
1886(d)(5)(B)(iv) (42 U.S.C. 1395ww(d)(5)(B)(iv)) 
is amended to read as follows: 

‘‘(iv) Effective for discharges occurring on or 
after October 1, 1997, all the time spent by an in-
tern or resident in patient care activities under 
an approved medical residency training program 
at an entity in a nonhospital setting shall be 
counted towards the determination of full-time 
equivalency if the hospital incurs all, or sub-
stantially all, of the costs for the training pro-
gram in that setting.’’. 

Subchapter C—Graduate Medical Education 
Payments for Managed Care Enrollees 

SEC. 5451. DIRECT AND INDIRECT MEDICAL EDU-
CATION PAYMENTS TO HOSPITALS 
FOR MANAGED CARE ENROLLEES. 

(a) PAYMENTS TO HOSPITALS FOR DIRECT 
COSTS OF GRADUATE MEDICAL EDUCATION.—Sec-
tion 1886(h)(3) (42 U.S.C. 1395ww(h)(3)) is 
amended by adding after subparagraph (C) the 
following: 

‘‘(D) PAYMENT FOR MEDICARE CHOICE ENROLL-
EES.— 

‘‘(i) IN GENERAL.—For portions of cost report-
ing periods occurring on or after January 1, 
1998, the Secretary shall provide for an addi-
tional payment amount under this subsection 
for services furnished to individuals who are en-
rolled under a risk-sharing contract with an eli-
gible organization under section 1876 and who 
are entitled to part A or with a Medicare Choice 
organization under part C. The amount of such 
a payment shall equal the applicable percentage 
of the product of— 

‘‘(I) the aggregate approved amount (as de-
fined in subparagraph (B)) for that period; and 

‘‘(II) the fraction of the total number of inpa-
tient-bed days (as established by the Secretary) 
during the period which are attributable to such 
enrolled individuals. 

‘‘(ii) APPLICABLE PERCENTAGE.—For purposes 
of clause (i), the applicable percentage is— 

‘‘(I) 25 percent in 1998, 
‘‘(II) 50 percent in 1999, 
‘‘(III) 75 percent in 2000, and 
‘‘(IV) 100 percent in 2001 and subsequent 

years. 
‘‘(iii) SPECIAL RULE FOR HOSPITALS UNDER RE-

IMBURSEMENT SYSTEM.—The Secretary shall es-
tablish rules for the application of this subpara-
graph to a hospital reimbursed under a reim-
bursement system authorized under section 
1814(b)(3) in the same manner as it would apply 
to the hospital if it were not reimbursed under 
such section.’’. 

(b) PAYMENT TO HOSPITALS OF INDIRECT MED-
ICAL EDUCATION COSTS.—Section 1886(d) (42 
U.S.C. 1395ww(d)) is amended by adding at the 
end the following: 

‘‘(11) ADDITIONAL PAYMENTS FOR MANAGED 
CARE SAVINGS.— 

‘‘(A) IN GENERAL.—For portions of cost report-
ing periods occurring on or after January 1, 
1998, the Secretary shall provide for an addi-
tional payment amount for each applicable dis-
charge of any subsection (d) hospital (or any 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00226 Fmt 0624 Sfmt 6333 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6619 June 26, 1997 
hospital reimbursed under a reimbursement sys-
tem authorized under section 1814(b)(3)) that 
has an approved medical residency training pro-
gram. 

‘‘(B) APPLICABLE DISCHARGE.—For purposes of 
this paragraph, the term ‘applicable discharge’ 
means the discharge of any individual who is 
enrolled under a risk-sharing contract with an 
eligible organization under section 1876 and who 
is entitled to benefits under part A or any indi-
vidual who is enrolled with a Medicare Choice 
organization under part C. 

‘‘(C) DETERMINATION OF AMOUNT.—The 
amount of the payment under this paragraph 
with respect to any applicable discharge shall be 
equal to the applicable percentage (as defined in 
subsection (h)(3)(D)(ii)) of the estimated average 
per discharge amount that would otherwise 
have been paid under paragraph (1)(A) if the 
individuals had not been enrolled as described 
in subparagraph (B).’’. 
SEC. 5452. DEMONSTRATION PROJECT ON USE OF 

CONSORTIA. 
(a) IN GENERAL.—The Secretary of Health and 

Human Services (in this section referred to as 
the ‘‘Secretary’’) shall establish a demonstration 
project under which, instead of making pay-
ments to teaching hospitals pursuant to section 
1886(h) of the Social Security Act, the Secretary 
shall make payments under this section to each 
consortium that meets the requirements of sub-
section (b). 

(b) QUALIFYING CONSORTIA.—For purposes of 
subsection (a), a consortium meets the require-
ments of this subsection if the consortium is in 
compliance with the following: 

(1) The consortium consists of an approved 
medical residency training program in a teach-
ing hospital and one or more of the following 
entities: 

(A) A school of allopathic medicine or osteo-
pathic medicine. 

(B) Another teaching hospital, which may be 
a children’s hospital. 

(C) Another approved medical residency train-
ing program. 

(D) A federally qualified health center. 
(E) A medical group practice. 
(F) A managed care entity. 
(G) An entity furnishing outpatient services. 
(I) Such other entity as the Secretary deter-

mines to be appropriate. 
(2) The members of the consortium have 

agreed to participate in the programs of grad-
uate medical education that are operated by the 
entities in the consortium. 

(3) With respect to the receipt by the consor-
tium of payments made pursuant to this section, 
the members of the consortium have agreed on a 
method for allocating the payments among the 
members. 

(4) The consortium meets such additional re-
quirements as the Secretary may establish. 

(c) AMOUNT AND SOURCE OF PAYMENT.—The 
total of payments to a qualifying consortium for 
a fiscal year pursuant to subsection (a) shall 
not exceed the amount that would have been 
paid under section 1886(h) of the Social Security 
Act for the teaching hospital (or hospitals) in 
the consortium. Such payments shall be made in 
such proportion from each of the trust funds es-
tablished under title XVIII of such Act as the 
Secretary specifies. 
CHAPTER 4—OTHER HOSPITAL PAYMENTS 
SEC. 5461. DISPROPORTIONATE SHARE PAY-

MENTS TO HOSPITALS FOR MAN-
AGED CARE AND MEDICARE CHOICE 
ENROLLEES. 

Section 1886(d) (42 U.S.C. 1395ww(d)) (as 
amended by section 5451) is amended by adding 
at the end the following: 

‘‘(12) ADDITIONAL PAYMENTS FOR MANAGED 
CARE AND MEDICARE CHOICE SAVINGS.— 

‘‘(A) IN GENERAL.—For portions of cost report-
ing periods occurring on or after January 1, 
1998, the Secretary shall provide for an addi-
tional payment amount for each applicable dis-
charge of— 

(i) any subsection (d) hospital that is a dis-
proportionate share hospital (as described in 
paragraph (5)(F)(i)); or 

(ii) any hospital reimbursed under a reim-
bursement system authorized under section 
1814(b)(3)) if such hospital would qualify as a 
disproportionate share hospital were it not so 
reimbursed. 

‘‘(B) APPLICABLE DISCHARGE.—For purposes of 
this paragraph, the term ‘applicable discharge’ 
means the discharge of any individual who is 
enrolled under a risk-sharing contract with an 
eligible organization under section 1876 and who 
is entitled to benefits under part A or any indi-
vidual who is enrolled with a Medicare Choice 
organization under part C. 

‘‘(C) DETERMINATION OF AMOUNT.—The 
amount of the payment under this paragraph 
with respect to any applicable discharge shall be 
equal to the applicable percentage (as defined in 
subsection (h)(3)(D)(ii)) of the estimated average 
per discharge amount that would otherwise 
have been paid under paragraph (1)(A) if the 
individuals had not been enrolled as described 
in subparagraph (B).’’. 
SEC. 5462. REFORM OF DISPROPORTIONATE 

SHARE PAYMENTS TO HOSPITALS 
SERVING VULNERABLE POPU-
LATIONS. 

(a) IN GENERAL.—Section 1886(d)(5)(F) of the 
Social Security Act (42 U.S.C. 1395ww(d)(5)(F)) 
is amended— 

(1) in clause (i), by inserting ‘‘and before De-
cember 31, 1998,’’ after ‘‘May, 1, 1986,’’; 

(2) in clause (ii), by striking ‘‘The amount’’ 
and inserting ‘‘Subject to clauses (ix) and (x), 
the amount’’; and 

(3) by adding at the end the following: 
‘‘(ix) In the case of discharges occurring on or 

after October 1, 1997, and before December 31, 
1998, the additional payment amount otherwise 
determined under clause (ii) shall be reduced by 
4 percent. 

‘‘(x)(I) In the case of discharges occurring 
during calendar years 1999 and succeeding cal-
endar years, the additional payment amount 
shall be determined in accordance with the for-
mula established under subclause (II). 

‘‘(II) Not later than January 1, 1999, the Sec-
retary shall establish a formula for determining 
additional payment amounts under this sub-
paragraph. In determining such formula the 
Secretary shall— 

‘‘(aa) establish a single threshold for costs in-
curred by hospitals in serving low-income pa-
tients, 

‘‘(bb) consider the costs described in subclause 
(III), and 

‘‘(cc) ensure that such formula complies with 
the requirement described in subclause (IV). 

‘‘(III) The costs described in this subclause 
are as follows: 

‘‘(aa) The costs incurred by the hospital dur-
ing a period (as determined by the Secretary) of 
furnishing inpatient and outpatient hospital 
services to individuals who are entitled to bene-
fits under part A of this title and are entitled to 
supplemental security income benefits under 
title XVI (excluding any supplementation of 
those benefits by a State under section 1616). 

‘‘(bb) The costs incurred by the hospital dur-
ing a period (as so determined) of furnishing in-
patient and outpatient hospital services to indi-
viduals who are eligible for medical assistance 
under the State plan under title XIX and are 
not entitled to benefits under part A of this title 
(including individuals enrolled in a health 
maintenance organization (as defined in section 
1903(m)(1)(A)) or any other managed care plan 
under such title, individuals who are eligible for 
medical assistance under such title pursuant to 
a waiver approved by the Secretary under sec-
tion 1115, and individuals who are eligible for 
medical assistance under the State plan under 
title XIX (regardless of whether the State has 
provided reimbursement for any such assistance 
provided under such title)). 

‘‘(cc) The costs incurred by the hospital dur-
ing a period (as so determined) of furnishing in-

patient and outpatient hospital services to indi-
viduals who are not described in item (aa) or 
(bb) and who do not have health insurance cov-
erage (or any other source of third party pay-
ment for such services) and for which the hos-
pital did not receive compensation. 

‘‘(IV)(aa) The requirement described in this 
subclause is that for each calendar year for 
which the formula established under this clause 
applies, the additional payment amount deter-
mined for such calendar year under such for-
mula shall not exceed an amount equal to the 
additional payment amount that, in the absence 
of such formula, would have been determined 
under this subparagraph, reduced by the appli-
cable percentage for such calendar year. 

‘‘(bb) For purposes of subclause (aa), the ap-
plicable percentage for— 

‘‘(AA) calendar year 1999 is 8 percent; 
‘‘(BB) calendar year 2000 is 12 percent; 
‘‘(CC) calendar year 2001 is 16 percent; 
‘‘(DD) calendar year 2002 is 20 percent; 
‘‘(EE) calendar year 2003 and subsequent cal-

endar years, is 0 percent’’. 
(b) DATA COLLECTION.— 
(1) IN GENERAL.—In developing the formula 

under section 1886(g)(5)(F)(x) of the Social Secu-
rity Act (42 U.S.C. 1395ww(g)(5)(F)(x)), as added 
by subsection (a), and in implementing the pro-
visions of and amendments made by this section, 
the Secretary of Health and Human Services 
may require any subsection (d) hospital (as de-
fined in section 1886(d)(1)(B) of the Social Secu-
rity Act (42 U.S.C. 1395ww(d)(1)(B))) receiving 
additional payments by reason of section 
1886(d)(5)(F) of that Act (42 U.S.C. 
1395ww(d)(5)(F)) (as amended by subsection (a) 
of this section) to submit to the Secretary any 
information that the Secretary determines is 
necessary to implement the provisions of and 
amendments made by this section. 

(2) FAILURE TO COMPLY.—Any subsection (d) 
hospital (as so defined) that fails to submit to 
the Secretary of Health and Human Services 
any information requested under paragraph (1), 
shall be deemed ineligible for an additional pay-
ment amount under section 1886(d)(5)(F) of the 
Social Security Act (42 U.S.C. 1395ww(d)(5)(F)) 
(as amended by subsection (a) of this section). 

(c) EFFECTIVE DATE.—The amendments made 
by subsection (a) shall apply to discharges oc-
curring on and after October 1, 1997. 
SEC. 5463. MEDICARE CAPITAL ASSET SALES 

PRICE EQUAL TO BOOK VALUE. 
(a) IN GENERAL.—Section 1861(v)(1)(O) (42 

U.S.C. 1395x(v)(1)(O)) is amended— 
(1) in clause (i)— 
(A) by striking ‘‘and (if applicable) a return 

on equity capital’’; 
(B) by striking ‘‘hospital or skilled nursing fa-

cility’’ and inserting ‘‘provider of services’’; 
(C) by striking ‘‘clause (iv)’’ and inserting 

‘‘clause (iii)’’; and 
(D) by striking ‘‘the lesser of the allowable ac-

quisition cost’’ and all that follows and insert-
ing ‘‘the historical cost of the asset, as recog-
nized under this title, less depreciation allowed, 
to the owner of record as of the date of enact-
ment of the Balanced Budget Act of 1997 (or, in 
the case of an asset not in existence as of that 
date, the first owner of record of the asset after 
that date).’’; 

(2) by striking clause (ii); and 
(3) by redesignating clauses (iii) and (iv) as 

clauses (ii) and (iii), respectively. 
(b) EFFECTIVE DATE.—The amendments made 

by subsection (a) apply to changes of ownership 
that occur after the third month beginning after 
the date of enactment of this section. 
SEC. 5464. ELIMINATION OF IME AND DSH PAY-

MENTS ATTRIBUTABLE TO OUTLIER 
PAYMENTS. 

(a) INDIRECT MEDICAL EDUCATION.—Section 
1886(d)(5)(B)(i)(I) (42 U.S.C. 
1395ww(d)(5)(B)(i)(I)) is amended by inserting ‘‘, 
for cases qualifying for additional payment 
under subparagraph (A)(i),’’ before ‘‘the 
amount paid to the hospital under subpara-
graph (A)’’. 
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(b) DISPROPORTIONATE SHARE ADJUSTMENTS.— 

Section 1886(d)(5)(F)(ii)(I) (42 U.S.C. 
1395ww(d)(5)(F)(ii)(I)) is amended by inserting 
‘‘, for cases qualifying for additional payment 
under subparagraph (A)(i),’’ before ‘‘the 
amount paid to the hospital under subpara-
graph (A)’’. 

(c) COST OUTLIER PAYMENTS.—Section 
1886(d)(5)(A)(ii) (42 U.S.C. 1395ww(d)(5)(A)(ii)) 
is amended by striking ‘‘exceed the applicable 
DRG prospective payment rate’’ and inserting 
‘‘exceed the sum of the applicable DRG prospec-
tive payment rate plus any amounts payable 
under subparagraphs (B) and (F) of subsection 
(d)(5)’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section apply to discharges occurring 
after September 30, 1997. 
SEC. 5465. TREATMENT OF TRANSFER CASES. 

(a) TRANSFERS TO PPS EXEMPT HOSPITALS 
AND SKILLED NURSING FACILITIES.—Section 
1886(d)(5)(I) (42 U.S.C. 1395ww(d)(5)(I)) is 
amended by adding at the end the following 
new clause: 

‘‘(iii) In carrying out this subparagraph, the 
Secretary shall treat the term ‘transfer case’ as 
including the case of an individual who, imme-
diately upon discharge from, and pursuant to 
the discharge planning process (as defined in 
section 1861(ee)) of, a subsection (d) hospital— 

‘‘(I) is admitted as an inpatient to a hospital 
or hospital unit that is not a subsection (d) hos-
pital for the receipt of inpatient hospital serv-
ices; or 

‘‘(II) is admitted to a skilled nursing facility 
or facility described in section 1861(y)(1) for the 
receipt of extended care services.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall apply with respect to dis-
charges occurring on or after October 1, 1997. 
SEC. 5466. REDUCTIONS IN PAYMENTS FOR EN-

ROLLEE BAD DEBT. 
Section 1861(v)(1) (42 U.S.C. 1395x(v)(1)) is 

amended by adding at the end the following 
new subparagraph: 

‘‘(T) In determining such reasonable costs for 
hospitals, the amount of bad debts otherwise 
treated as allowable costs which are attributable 
to the deductibles and coinsurance amounts 
under this title shall be reduced— 

‘‘(i) for cost reporting periods beginning on or 
after October 1, 1997 and on or before December 
31, 1998, by 25 percent of such amount otherwise 
allowable, 

‘‘(ii) for cost reporting periods beginning dur-
ing calendar year 1999, by 40 percent of such 
amount otherwise allowable, and 

‘‘(iii) for cost reporting periods beginning dur-
ing a subsequent calendar year, by 50 percent of 
such amount otherwise allowable.’’. 
SEC. 5467. FLOOR ON AREA WAGE INDEX. 

(a) IN GENERAL.—For purposes of section 
1886(d)(3)(E) of the Social Security Act (42 
U.S.C. 1395ww(d)(3)(E)) for discharges occurring 
on or after October 1, 1997, the area wage index 
applicable under such section to any hospital 
which is not located in a rural area (as defined 
in section 1886(d)(2)(D) of such Act (42 U.S.C. 
1395ww(d)(2)(D)) may not be less than the aver-
age of the area wage indices applicable under 
such section to hospitals located in rural areas 
in the State in which the hospital is located. 

(b) IMPLEMENTATION.—The Secretary of 
Health and Human Services shall adjust the 
area wage indices referred to in subsection (a) 
for hospitals not described in such subsection in 
a manner which assures that the aggregate pay-
ments made under section 1886(d) of the Social 
Security Act (42 U.S.C. 1395ww(d)) in a fiscal 
year for the operating costs of inpatient hospital 
services are not greater or less than those which 
would have been made in the year if this section 
did not apply. 

(c) EXCLUSION OF CERTAIN WAGES.—In the 
case of a hospital that is owned by a munici-
pality and that was reclassified as an urban 
hospital under section 1886(d)(10) of the Social 

Security Act for fiscal year 1996, in calculating 
the hospital’s average hourly wage for purposes 
of geographic reclassification under such section 
for fiscal year 1998, the Secretary of Health and 
Human Services shall exclude the general serv-
ice wages and hours of personnel associated 
with a skilled nursing facility that is owned by 
the hospital of the same municipality and that 
is physically separated from the hospital to the 
extent that such wages and hours of such per-
sonnel are not shared with the hospital and are 
separately documented. A hospital that applied 
for and was denied reclassification as an urban 
hospital for fiscal year 1998, but that would 
have received reclassification had the exclusion 
required by this section been applied to it, shall 
be reclassified as an urban hospital for fiscal 
year 1998. 
SEC. 5468. INCREASE BASE PAYMENT RATE TO 

PUERTO RICO HOSPITALS. 
Section 1886(d)(9)(A) (42 U.S.C. 

1395ww(d)(9)(A)) is amended— 
(1) in the matter preceding clause (i), by strik-

ing ‘‘in a fiscal year beginning on or after Octo-
ber 1, 1987,’’, 

(2) in clause (i), by striking ‘‘75 percent’’ and 
inserting ‘‘for discharges beginning on or after 
October 1, 1997, 50 percent (and for discharges 
between October 1, 1987, and September 30, 1997, 
75 percent)’’, and 

(3) in clause (ii), by striking ‘‘25 percent’’ and 
inserting ‘‘for discharges beginning in a fiscal 
year beginning on or after October 1, 1997, 50 
percent (and for discharges between October 1, 
1987 and September 30, 1997, 25 percent)’’. 
SEC. 5469. PERMANENT EXTENSION OF HEMO-

PHILIA PASS-THROUGH. 
Effective October 1, 1997, section 6011(d) of 

OBRA–1989 (as amended by section 13505 of 
OBRA–1993) is amended by striking ‘‘and shall 
expire September 30, 1994’’. 
SEC. 5470. COVERAGE OF SERVICES IN RELIGIOUS 

NONMEDICAL HEALTH CARE INSTI-
TUTIONS UNDER THE MEDICARE 
AND MEDICAID PROGRAMS. 

(a) MEDICARE COVERAGE.— 
(1) IN GENERAL.—Section 1861 of the Social Se-

curity Act (42 U.S.C. 1395x) (as amended by sec-
tion 5361) is amended— 

(1) in the sixth sentence of subsection (e)— 
(A) by striking ‘‘includes’’ and all that follows 

up to ‘‘but only’’ and inserting ‘‘includes a reli-
gious nonmedical health care institution (as de-
fined in subsection (rr)(1)),’’, and 

(B) by inserting ‘‘consistent with section 1821’’ 
before the period; 

(2) in subsection (y)— 
(A) by amending the heading to read as fol-

lows: 
‘‘Extended Care in Religious Nonmedical Health 

Care Institutions’’, 
(B) in paragraph (1), by striking ‘‘includes’’ 

and all that follows up to ‘‘but only’’ and in-
serting ‘‘includes a religious nonmedical health 
care institution (as defined in subsection 
(rr)(1)),’’, and 

(C) by inserting ‘‘consistent with section 1821’’ 
before the period; and 

(3) by adding at the end the following: 
‘‘Religious Nonmedical Health Care Institution 
‘‘(rr)(1) The term ‘religious nonmedical health 

care institution’ means an institution that— 
‘‘(A) is described in subsection (c)(3) of section 

501 of the Internal Revenue Code of 1986 and is 
exempt from taxes under subsection (a) of such 
section; 

‘‘(B) is lawfully operated under all applicable 
Federal, State, and local laws and regulations; 

‘‘(C) provides only nonmedical nursing items 
and services exclusively to patients who choose 
to rely solely upon a religious method of healing 
and for whom the acceptance of medical health 
services would be inconsistent with their reli-
gious beliefs; 

‘‘(D) provides such nonmedical items and 
services exclusively through nonmedical nursing 
personnel who are experienced in caring for the 
physical needs of such patients; 

‘‘(E) provides such nonmedical items and serv-
ices to inpatients on a 24-hour basis; 

‘‘(F) on the basis of its religious beliefs, does 
not provide through its personnel or otherwise 
medical items and services (including any med-
ical screening, examination, diagnosis, prog-
nosis, treatment, or the administration of drugs) 
for its patients; 

‘‘(G) is not a part of, or owned by, or under 
common ownership with, or affiliated through 
ownership with, a health care facility that pro-
vides medical services; 

‘‘(H) has in effect a utilization review plan 
which— 

‘‘(i) provides for the review of admissions to 
the institution, of the duration of stays therein, 
of cases of continuous extended duration, and 
of the items and services furnished by the insti-
tution, 

‘‘(ii) requires that such reviews be made by an 
appropriate committee of the institution that in-
cludes the individuals responsible for overall ad-
ministration and for supervision of nursing per-
sonnel at the institution, 

‘‘(iii) provides that records be maintained of 
the meetings, decisions, and actions of such 
committee, and 

‘‘(iv) meets such other requirements as the 
Secretary finds necessary to establish an effec-
tive utilization review plan; 

‘‘(I) provides the Secretary with such informa-
tion as the Secretary may require to implement 
section 1821, to monitor quality of care, and to 
provide for coverage determinations; and 

‘‘(J) meets such other requirements as the Sec-
retary finds necessary in the interest of the 
health and safety of individuals who are fur-
nished services in the institution. 

‘‘(2) If the Secretary finds that the accredita-
tion of an institution by a State, regional, or 
national agency or association provides reason-
able assurances that any or all of the require-
ments of paragraph (1) are met or exceeded, the 
Secretary shall, to the extent the Secretary 
deems it appropriate, treat such institution as 
meeting the condition or conditions with respect 
to which the Secretary made such finding. 

‘‘(3)(A)(i) In administering this subsection and 
section 1821, the Secretary shall not require any 
patient of a religious nonmedical health care in-
stitution to undergo any medical screening, ex-
amination, diagnosis, prognosis, or treatment or 
to accept any other medical health care service, 
if such patient (or legal representative of the pa-
tient) objects thereto on religious grounds. 

‘‘(ii) Clause (i) shall not be construed as pre-
venting the Secretary from requiring under sec-
tion 1821(a)(2) the provision of sufficient infor-
mation regarding an individual’s condition as a 
condition for receipt of benefits under part A for 
services provided in such an institution. 

‘‘(B)(i) In administering this subsection and 
section 1821, the Secretary shall not subject a re-
ligious nonmedical health care institution to 
any medical supervision, regulation, or control, 
insofar as such supervision, regulation, or con-
trol would be contrary to the religious beliefs ob-
served by the institution. 

‘‘(ii) Clause (i) shall not be construed as pre-
venting the Secretary from reviewing items and 
services billed by the institution to the extent 
the Secretary determines such review to be nec-
essary to determine whether such items and 
services were not covered under part A, are ex-
cessive, or are fraudulent.’’. 

(2) CONDITIONS OF COVERAGE.—Part A of title 
XVIII of the Social Security Act is amended by 
adding at the end the following new section: 
‘‘CONDITIONS FOR COVERAGE OF RELIGIOUS NON-

MEDICAL HEALTH CARE INSTITUTIONAL SERV-
ICES 
‘‘SEC. 1821. (a) IN GENERAL.—Subject to sub-

sections (c) and (d), payment under this part 
may be made for inpatient hospital services or 
post-hospital extended care services furnished 
an individual in a religious nonmedical health 
care institution only if— 
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‘‘(1) the individual has an election in effect 

for such benefits under subsection (b); and 
‘‘(2) the individual has a condition such that 

the individual would qualify for benefits under 
this part for inpatient hospital services or ex-
tended care services, respectively, if the indi-
vidual were an inpatient or resident in a hos-
pital or skilled nursing facility that was not 
such an institution. 

‘‘(b) ELECTION.— 
‘‘(1) IN GENERAL.—An individual may make 

an election under this subsection in a form and 
manner specified by the Secretary consistent 
with this subsection. Unless otherwise provided, 
such an election shall take effect immediately 
upon its execution. Such an election, once made, 
shall continue in effect until revoked. 

‘‘(2) FORM.—The election form under this sub-
section shall include the following: 

‘‘(A) A statement, signed by the individual (or 
such individual’s legal representative), that— 

‘‘(i) the individual is conscientiously opposed 
to acceptance of nonexcepted medical treatment; 
and 

‘‘(ii) the individual’s acceptance of non-
excepted medical treatment would be incon-
sistent with the individual’s sincere religious be-
liefs. 

‘‘(B) A statement that the receipt of non-ex-
cepted medical services shall constitute a rev-
ocation of the election and may limit further re-
ceipt of services described in subsection (a). 

‘‘(3) REVOCATION.—An election under this 
subsection by an individual may be revoked in 
a form and manner specified by the Secretary 
and shall be deemed to be revoked if the indi-
vidual receives medicare reimbursable non-ex-
cepted medical treatment, regardless of whether 
or not benefits for such treatment are provided 
under this title. 

‘‘(4) LIMITATION ON SUBSEQUENT ELECTIONS.— 
Once an individual’s election under this sub-
section has been made and revoked twice— 

‘‘(A) the next election may not become effec-
tive until the date that is 1 year after the date 
of most recent previous revocation, and 

‘‘(B) any succeeding election may not become 
effective until the date that is 5 years after the 
date of the most recent previous revocation. 

‘‘(5) EXCEPTED MEDICAL TREATMENT.—For 
purposes of this subsection: 

‘‘(A) EXCEPTED MEDICAL TREATMENT.—The 
term ‘excepted medical treatment’ means medical 
care or treatment (including medical and other 
health services)— 

‘‘(i) for the setting of fractured bones, 
‘‘(ii) received involuntarily, or 
‘‘(iii) required under Federal or State law or 

law of a political subdivision of a State. 
‘‘(B) NON-EXCEPTED MEDICAL TREATMENT.— 

The term ‘nonexcepted medical treatment’ 
means medical care or treatment (including med-
ical and other health services) other than ex-
cepted medical treatment. 

‘‘(c) MONITORING AND SAFEGUARD AGAINST 
EXCESSIVE EXPENDITURES.— 

‘‘(1) ESTIMATE OF EXPENDITURES.—Before the 
beginning of each fiscal year (beginning with 
fiscal year 2000), the Secretary shall estimate 
the level of expenditures under this part for 
services described in subsection (a)for that fiscal 
year. 

‘‘(2) ADJUSTMENT IN PAYMENTS.— 
‘‘(A) PROPORTIONAL ADJUSTMENT.—If the Sec-

retary determines that the level estimated under 
paragraph (1) for a fiscal year will exceed the 
trigger level (as defined in subparagraph (C)) 
for that fiscal year, the Secretary shall, subject 
to subparagraph (B), provide for such a propor-
tional reduction in payment amounts under this 
part for services described in subsection (a) for 
the fiscal year involved as will assure that such 
level (taking into account any adjustment under 
subparagraph (B)) does not exceed the trigger 
level for that fiscal year. 

‘‘(B) ALTERNATIVE ADJUSTMENTS.—The Sec-
retary may, instead of making some or all of the 
reduction described in subparagraph (A), impose 

such other conditions or limitations with respect 
to the coverage of covered services (including 
limitations on new elections of coverage and 
new facilities) as may be appropriate to reduce 
the level of expenditures described in paragraph 
(1) to the trigger level. 

‘‘(C) TRIGGER LEVEL.—For purposes of this 
subsection, subject to adjustment under para-
graph (3)(B), the ‘trigger level’ for— 

‘‘(i) fiscal year 1998, is $20,000,000, or 
‘‘(ii) a succeeding fiscal year is the amount 

specified under this subparagraph for the pre-
vious fiscal year increased by the percentage in-
crease in the consumer price index for all urban 
consumers (all items; United States city average) 
for the 12-month period ending with July pre-
ceding the beginning of the fiscal year. 

‘‘(D) PROHIBITION OF ADMINISTRATIVE AND JU-
DICIAL REVIEW.—There shall be no administra-
tive or judicial review under section 1869, 1878, 
or otherwise of the estimation of expenditures 
under subparagraph (A) or the application of 
reduction amounts under subparagraph (B). 

‘‘(E) EFFECT ON BILLING.—Notwithstanding 
any other provision of this title, in the case of 
a reduction in payment provided under this sub-
section for services of a religious nonmedical 
health care institution provided to an indi-
vidual, the amount that the institution is other-
wise permitted to charge the individual for such 
services is increased by the amount of such re-
duction. 

‘‘(3) MONITORING EXPENDITURE LEVEL.— 
‘‘(A) IN GENERAL.—The Secretary shall mon-

itor the expenditure level described in para-
graph (2)(A) for each fiscal year (beginning 
with fiscal year 1999). 

‘‘(B) ADJUSTMENT IN TRIGGER LEVEL.—If the 
Secretary determines that such level for a fiscal 
year exceeded, or was less than, the trigger level 
for that fiscal year, then the trigger level for the 
succeeding fiscal year shall be reduced, or in-
creased, respectively, by the amount of such ex-
cess or deficit. 

‘‘(d) SUNSET.—If the Secretary determines that 
the level of expenditures described in subsection 
(c)(1) for 3 consecutive fiscal years (with the 
first such year being not earlier than fiscal year 
2002) exceeds the trigger level for such expendi-
tures for such years (as determined under sub-
section (c)(2)), benefits shall be paid under this 
part for services described in subsection (a) and 
furnished on or after the first January 1 that 
occurs after such 3 consecutive years only with 
respect to an individual who has an election in 
effect under subsection (b) as of such January 1 
and only during the duration of such election. 

‘‘(e) ANNUAL REPORT.—At the beginning of 
each fiscal year (beginning with fiscal year 
1999), the Secretary shall submit to the Commit-
tees on Ways and Means of the House of Rep-
resentatives and the Committee on Finance of 
the Senate an annual report on coverage and 
expenditures for services described in subsection 
(a) under this part and under State plans under 
title XIX. Such report shall include— 

‘‘(1) level of expenditures described in sub-
section (c)(1) for the previous fiscal year and es-
timated for the fiscal year involved; 

‘‘(2) trends in such level; and 
‘‘(3) facts and circumstances of any signifi-

cant change in such level from the level in pre-
vious fiscal years.’’. 

(b) MEDICAID.— 
(1) The third sentence of section 1902(a) of 

such Act (42 U.S.C. 1396a(a)) is amended by 
striking all that follows ‘‘shall not apply’’ and 
inserting ‘‘to a religious nonmedical health care 
institution (as defined in section 1861(rr)(1)).’’. 

(2) Section 1908(e)(1) of such Act (42 U.S.C. 
1396g–1(e)(1)) is amended by striking all that fol-
lows ‘‘does not include’’ and inserting ‘‘a reli-
gious nonmedical health care institution (as de-
fined in section 1861(rr)(1)).’’. 

(c) CONFORMING AMENDMENTS.— 
(1) Section 1122(h) of such Act (42 U.S.C. 

1320a–1(h)) is amended by striking all that fol-
lows ‘‘shall not apply to’’ and inserting ‘‘a reli-

gious nonmedical health care institution (as de-
fined in section 1861(rr)(1)).’’. 

(2) Section 1162 of such Act (42 U.S.C. 1320c– 
11) is amended— 

(A) by amending the heading to read as fol-
lows: 

‘‘EXEMPTIONS FOR RELIGIOUS NONMEDICAL 
HEALTH CARE INSTITUTIONS’’; and 

(B) by striking all that follows ‘‘shall not 
apply with respect to a’’ and inserting ‘‘reli-
gious nonmedical health care institution (as de-
fined in section 1861(rr)(1)).’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section shall take effect on the date of 
the enactment of this Act and shall apply to 
items and services furnished on or after such 
date. By not later than July 1, 1998, the Sec-
retary of Health and Human Services shall first 
issue regulations to carry out such amendments. 
Such regulations may be issued so they are ef-
fective on an interim basis pending notice and 
opportunity for public comment. For periods be-
fore the effective date of such regulations, such 
regulations shall recognize elections entered into 
in good faith in order to comply with the re-
quirements of section 1821(b) of the Social Secu-
rity Act. 

CHAPTER 5—PAYMENTS FOR HOSPICE 
SERVICES 

SEC. 5481. PAYMENT FOR HOME HOSPICE CARE 
BASED ON LOCATION WHERE CARE 
IS FURNISHED. 

(a) IN GENERAL.—Section 1814(i)(2) (42 U.S.C. 
1395f(i)(2)) is amended by adding at the end the 
following: 

‘‘(D) A hospice program shall submit claims 
for payment for hospice care furnished in an in-
dividual’s home under this title only on the 
basis of the geographic location at which the 
service is furnished, as determined by the Sec-
retary.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) applies to cost reporting peri-
ods beginning on or after October 1, 1997. 
SEC. 5482. HOSPICE CARE BENEFITS PERIODS. 

(a) RESTRUCTURING OF BENEFIT PERIOD.—Sec-
tion 1812 (42 U.S.C. 1395d) is amended in sub-
sections (a)(4) and (d)(1), by striking ‘‘, a subse-
quent period of 30 days, and a subsequent ex-
tension period’’ and inserting ‘‘and an unlim-
ited number of subsequent periods of 60 days 
each’’. 

(b) CONFORMING AMENDMENTS.—(1) Section 
1812 (42 U.S.C. 1395d) is amended in subsection 
(d)(2)(B) by striking ‘‘90- or 30-day period or a 
subsequent extension period’’ and inserting ‘‘90- 
day period or a subsequent 60-day period’’. 

(2) Section 1814(a)(7)(A) (42 U.S.C. 
1395f(a)(7)(A)) is amended— 

(A) in clause (i), by inserting ‘‘and’’ at the 
end; 

(B) in clause (ii)— 
(i) by striking ‘‘30-day’’ and inserting ‘‘60- 

day’’; and 
(ii) by striking ‘‘, and’’ at the end and insert-

ing a period; and 
(C) by striking clause (iii). 

SEC. 5483. OTHER ITEMS AND SERVICES IN-
CLUDED IN HOSPICE CARE. 

Section 1861(dd)(1) (42 U.S.C. 1395x(dd)(1)) is 
amended— 

(1) in subparagraph (G), by striking ‘‘and’’ at 
the end; 

(2) in subparagraph (H), by striking the pe-
riod at the end and inserting ‘‘, and’’; and 

(3) by inserting after subparagraph (H) the 
following: 

‘‘(I) any other item or service which is speci-
fied in the plan and for which payment may 
otherwise be made under this title.’’. 
SEC. 5484. CONTRACTING WITH INDEPENDENT 

PHYSICIANS OR PHYSICIAN GROUPS 
FOR HOSPICE CARE SERVICES PER-
MITTED. 

Section 1861(dd)(2) (42 U.S.C. 1395x(dd)(2)) is 
amended— 

(1) in subparagraph (A)(ii)(I), by striking 
‘‘(F),’’; and 
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(2) in subparagraph (B)(i), by inserting ‘‘or, 

in the case of a physician described in subclause 
(I), under contract with’’ after ‘‘employed by’’. 
SEC. 5485. WAIVER OF CERTAIN STAFFING RE-

QUIREMENTS FOR HOSPICE CARE 
PROGRAMS IN NON-URBANIZED 
AREAS. 

Section 1861(dd)(5) (42 U.S.C. 1395x(dd)(5)) is 
amended— 

(1) in subparagraph (B), by inserting ‘‘or (C)’’ 
after ‘‘subparagraph (A)’’ each place it appears; 
and 

(2) by adding at the end the following: 
‘‘(C) The Secretary may waive the require-

ments of paragraph clauses (i) and (ii) of para-
graph (2)(A) for an agency or organization with 
respect to the services described in paragraph 
(1)(B) and, with respect to dietary counseling, 
paragraph (1)(H), if such agency or organiza-
tion— 

‘‘(i) is located in an area which is not an ur-
banized area (as defined by the Bureau of the 
Census), and 

‘‘(ii) demonstrates to the satisfaction of the 
Secretary that the agency or organization has 
been unable, despite diligent efforts, to recruit 
appropriate personnel.’’. 
SEC. 5486. LIMITATION ON LIABILITY OF BENE-

FICIARIES FOR CERTAIN HOSPICE 
COVERAGE DENIALS. 

Section 1879 (42 U.S.C. 1395pp) is amended— 
(1) in subsection (a), in the matter following 

paragraph (2), by inserting ‘‘and except as pro-
vided in subsection (i),’’ after ‘‘to the extent per-
mitted by this title,’’; 

(2) in subsection (g)— 
(A) by redesignating paragraphs (1) and (2) as 

subparagraphs (A) and (B), respectively, and 
indenting such subparagraphs appropriately; 

(B) by striking ‘‘is,’’ and inserting ‘‘is—’’; 
(C) by making the remaining text of sub-

section (g) (as amended) that follows ‘‘is—’’ a 
new paragraph (1) and indenting that para-
graph appropriately; 

(D) by striking the period at the end and in-
serting ‘‘; and’’; and 

(E) by adding at the end the following: 
‘‘(2) with respect to the provision of hospice 

care to an individual, a determination that the 
individual is not terminally ill.’’; and 

(3) by adding at the end the following: 
‘‘(i) In any case involving a coverage denial 

with respect to hospice care described in sub-
section (g)(2), only the individual that received 
such care shall, notwithstanding such deter-
mination, be indemnified for any payments that 
the individual made to a provider or other per-
son for such care that would, but for such de-
nial, otherwise be paid to the individual under 
part A or B of this title.’’. 
SEC. 5487. EXTENDING THE PERIOD FOR PHYSI-

CIAN CERTIFICATION OF AN INDI-
VIDUAL’S TERMINAL ILLNESS. 

Section 1814(a)(7)(A)(i) (42 U.S.C. 
1395f(a)(7)(A)(i)) is amended, in the matter fol-
lowing subclause (II), by striking ‘‘, not later 
than 2 days after hospice care is initiated (or, if 
each certify verbally not later than 2 days after 
hospice care is initiated, not later than 8 days 
after such care is initiated)’’ and inserting ‘‘at 
the beginning of the period’’. 
SEC. 5488. EFFECTIVE DATE. 

Except as otherwise provided in this chapter, 
the amendments made by this chapter apply to 
benefits provided on or after the date of the en-
actment of this chapter, regardless of whether or 
not an individual has made an election under 
section 1812(d) of the Social Security Act (42 
U.S.C. 1395d(d)) before such date. 

Subtitle G—Provisions Relating to Part B 
Only 

CHAPTER 1—PAYMENTS FOR PHYSICIANS 
AND OTHER HEALTH CARE PROVIDERS 

SEC. 5501. ESTABLISHMENT OF SINGLE CONVER-
SION FACTOR FOR 1998. 

(a) IN GENERAL.—Section 1848(d)(1) (42 U.S.C. 
1395w–4(d)(1)) is amended to read as follows: 

‘‘(1) ESTABLISHMENT.— 
‘‘(A) IN GENERAL.—The conversion factor for 

each year shall be the conversion factor estab-
lished under this subsection for the previous 
year, adjusted by the update established under 
paragraph (3) for the year involved. 

‘‘(B) SPECIAL RULE FOR 1998.—The single con-
version factor for 1998 shall be the conversion 
factor for primary care services for 1997, in-
creased by the Secretary’s estimate of the 
weighted average of the 3 separate updates that 
would otherwise occur but for the enactment of 
chapter 1 of subtitle G of title V of the Balanced 
Budget Act of 1997. 

‘‘(C) PUBLICATION.—The Secretary shall, dur-
ing the last 15 days of October of each year, 
publish the conversion factor which will apply 
to physicians’ services for the following year 
and the update determined under paragraph (3) 
for such year.’’. 

(b) CONFORMING AMENDMENT.—Section 
1848(i)(1)(C) (42 U.S.C. 1395w–4(i)(1)(C)) is 
amended by striking ‘‘conversion factors’’ and 
inserting ‘‘the conversion factor’’. 
SEC. 5502. ESTABLISHING UPDATE TO CONVER-

SION FACTOR TO MATCH SPENDING 
UNDER SUSTAINABLE GROWTH 
RATE. 

(a) UPDATE.— 
(1) IN GENERAL.—Section 1848(d)(3) (42 U.S.C. 

1395w–4(d)(3)) is amended to read as follows: 
‘‘(3) UPDATE.— 
‘‘(A) IN GENERAL.—Unless otherwise provided 

by law, subject to subparagraph (D) and the 
budget-neutrality factor determined by the Sec-
retary under subsection (c)(2)(B)(ii), the update 
to the single conversion factor established in 
paragraph (1)(B) for a year beginning with 1999 
is equal to the product of— 

‘‘(i) 1 plus the Secretary’s estimate of the per-
centage increase in the MEI (as defined in sec-
tion 1842(i)(3)) for the year (divided by 100), and 

‘‘(ii) 1 plus the Secretary’s estimate of the up-
date adjustment factor for the year (divided by 
100), 
minus 1 and multiplied by 100. 

‘‘(B) UPDATE ADJUSTMENT FACTOR.—For pur-
poses of subparagraph (A)(ii), the ‘update ad-
justment factor’ for a year is equal to the 
quotient (as estimated by the Secretary) of— 

‘‘(i) the difference between (I) the sum of the 
allowed expenditures for physicians’ services (as 
determined under subparagraph (C)) for the pe-
riod beginning July 1, 1997, and ending on June 
30 of the year involved, and (II) the amount of 
actual expenditures for physicians’ services fur-
nished during the period beginning July 1, 1997, 
and ending on June 30 of the preceding year; di-
vided by 

‘‘(ii) the actual expenditures for physicians’ 
services for the 12-month period ending on June 
30 of the preceding year, increased by the sus-
tainable growth rate under subsection (f) for the 
fiscal year which begins during such 12-month 
period. 

‘‘(C) DETERMINATION OF ALLOWED EXPENDI-
TURES.—For purposes of this paragraph, the al-
lowed expenditures for physicians’ services for 
the 12-month period ending with June 30 of— 

‘‘(i) 1997 is equal to the actual expenditures 
for physicians’ services furnished during such 
12-month period, as estimated by the Secretary; 
or 

‘‘(ii) a subsequent year is equal to the allowed 
expenditures for physicians’ services for the pre-
vious year, increased by the sustainable growth 
rate under subsection (f) for the fiscal year 
which begins during such 12-month period. 

‘‘(D) RESTRICTION ON VARIATION FROM MEDI-
CARE ECONOMIC INDEX.—Notwithstanding the 
amount of the update adjustment factor deter-
mined under subparagraph (B) for a year, the 
update in the conversion factor under this para-
graph for the year may not be— 

‘‘(i) greater than 100 times the following 
amount: (1.03 + (MEI percentage/100)) ¥1; or 

‘‘(ii) less than 100 times the following amount: 
(0.93 + (MEI percentage/100)) ¥1, 

where ‘MEI percentage’ means the Secretary’s 
estimate of the percentage increase in the MEI 
(as defined in section 1842(i)(3)) for the year in-
volved.’’. 

(b) ELIMINATION OF REPORT.—Section 1848(d) 
(42 U.S.C. 1395w–4(d)) is amended by striking 
paragraph (2). 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to the update for 
years beginning with 1999. 
SEC. 5503. REPLACEMENT OF VOLUME PERFORM-

ANCE STANDARD WITH SUSTAIN-
ABLE GROWTH RATE. 

(a) IN GENERAL.—Section 1848(f) (42 U.S.C. 
1395w–4(f)) is amended by striking paragraphs 
(2) through (5) and inserting the following: 

‘‘(2) SPECIFICATION OF GROWTH RATE.—The 
sustainable growth rate for all physicians’ serv-
ices for a fiscal year (beginning with fiscal year 
1998) shall be equal to the product of— 

‘‘(A) 1 plus the Secretary’s estimate of the 
weighted average percentage increase (divided 
by 100) in the fees for all physicians’ services in 
the fiscal year involved, 

‘‘(B) 1 plus the Secretary’s estimate of the per-
centage change (divided by 100) in the average 
number of individuals enrolled under this part 
(other than Medicare Choice plan enrollees) 
from the previous fiscal year to the fiscal year 
involved, 

‘‘(C) 1 plus the Secretary’s estimate of the pro-
jected percentage growth in real gross domestic 
product per capita (divided by 100) from the pre-
vious fiscal year to the fiscal year involved, and 

‘‘(D) 1 plus the Secretary’s estimate of the per-
centage change (divided by 100) in expenditures 
for all physicians’ services in the fiscal year 
(compared with the previous fiscal year) which 
will result from changes in law and regulations, 
determined without taking into account esti-
mated changes in expenditures due to changes 
in the volume and intensity of physicians’ serv-
ices resulting from changes in the update to the 
conversion factor under subsection (d)(3), 
minus 1 and multiplied by 100. 

‘‘(3) DEFINITIONS.—In this subsection: 
‘‘(A) SERVICES INCLUDED IN PHYSICIANS’ SERV-

ICES.—The term ‘physicians’ services’ includes 
other items and services (such as clinical diag-
nostic laboratory tests and radiology services), 
specified by the Secretary, that are commonly 
performed or furnished by a physician or in a 
physician’s office, but does not include services 
furnished to a Medicare Choice plan enrollee. 

‘‘(B) MEDICARE CHOICE PLAN ENROLLEE.—The 
term ‘Medicare Choice plan enrollee’ means, 
with respect to a fiscal year, an individual en-
rolled under this part who has elected to receive 
benefits under this title for the fiscal year 
through a Medicare Choice plan offered under 
part C, and also includes an individual who is 
receiving benefits under this part through en-
rollment with an eligible organization with a 
risk-sharing contract under section 1876.’’. 

(b) CONFORMING AMENDMENTS.—So much of 
section 1848(f) (42 U.S.C. 1395w–4(f)) as precedes 
paragraph (2) is amended to read as follows: 

‘‘(f) SUSTAINABLE GROWTH RATE.— 
‘‘(1) PUBLICATION.—The Secretary shall cause 

to have published in the Federal Register the 
sustainable growth rate for each fiscal year be-
ginning with fiscal year 1998. Such publication 
shall occur in the last 15 days of October of the 
year in which the fiscal year begins, except that 
such rate for fiscal year 1998 shall be published 
not later than January 1, 1998.’’. 
SEC. 5504. PAYMENT RULES FOR ANESTHESIA 

SERVICES. 
(a) IN GENERAL.—Section 1848(d)(1) (42 U.S.C. 

1395w–4(d)(1)), as amended by section 5501, is 
amended— 

(A) in subparagraph (B), striking ‘‘The sin-
gle’’ and inserting ‘‘Except as provided in sub-
paragraph (C), the single’’; 

(B) by redesignating subparagraph (C) as sub-
paragraph (D); and 

(C) by inserting after subparagraph (B) the 
following new subparagraph: 
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‘‘(C) SPECIAL RULES FOR ANESTHESIA SERV-

ICES.—The separate conversion factor for anes-
thesia services for a year shall be equal to 46 
percent of the single conversion factor estab-
lished for other physicians’ services, except as 
adjusted for changes in work, practice expense, 
or malpractice relative value units.’’. 

(b) CLASSIFICATION OF ANESTHESIA SERV-
ICES.—The first sentence of section 1848(j)(1) (42 
U.S.C. 1395w–4(j)(1)) is amended— 

(1) by striking ‘‘and including anesthesia 
services’’; and 

(2) by inserting before the period the fol-
lowing: ‘‘(including anesthesia services)’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to services furnished 
on or after January 1, 1998. 
SEC. 5505. IMPLEMENTATION OF RESOURCE- 

BASED METHODOLOGIES. 
(a) ADJUSTMENTS TO RELATIVE VALUE UNITS 

FOR 1998.—Section 1848(c)(2) (42 U.S.C. 1395w– 
4(c)(2)) is amended by adding at the end the fol-
lowing new subparagraph: 

‘‘(G) ADJUSTMENTS IN RELATIVE VALUE UNITS 
FOR 1998.— 

‘‘(i) IN GENERAL.—The Secretary shall— 
‘‘(I) reduce the practice expense relative value 

units applied to any services described in clause 
(ii) furnished in 1998 to a number equal to 110 
percent of the number of work relative value 
units, and 

‘‘(II) increase the practice expense relative 
value units for office visit procedure codes dur-
ing 1998 by a uniform percentage which the Sec-
retary estimates will result in an aggregate in-
crease in payments for such services equal to the 
aggregate decrease in payments by reason of 
subclause (I). 

‘‘(ii) SERVICES COVERED.—For purposes of 
clause (i), the services described in this clause 
are physicians’ services that are not described in 
clause (iii) and for which— 

‘‘(I) there are work relative value units, and 
‘‘(II) the number of practice expense relative 

value units (determined for 1998) exceeds 110 
percent of the number of work relative value 
units (determined for such year). 

‘‘(iii) EXCLUDED SERVICES.—For purposes of 
clause (ii), the services described in this clause 
are services which the Secretary determines at 
least 75 percent of which are provided under 
this title in an office setting.’’. 

(b) DELAY OF IMPLEMENTATION TO 1999; 
PHASEIN OF IMPLEMENTATION.—Section 
1848(c)(2) (42 U.S.C. 1395w–4(c)(2)), as amended 
by subsection (a), is amended— 

(1) in subparagraph (C)(ii)— 
(A) by striking ‘‘1998’’ each place it appears 

and inserting ‘‘1999’’, and 
(B) by inserting ‘‘, to the extent provided 

under subparagraph (H),’’ after ‘‘based’’ in the 
matter following subclause (II), and 

(2) by adding at the end the following new 
subparagraph: 

‘‘(H) 3-YEAR ADDITIONAL PHASEIN OF RE-
SOURCE-BASED PRACTICE EXPENSE UNITS.—Not-
withstanding subparagraph (C)(ii), the Sec-
retary shall implement the resource-based prac-
tice expense unit methodology described in such 
subparagraph ratably over the 3-year period be-
ginning with 1999 such that such methodology is 
fully implemented for 2001 and succeeding 
years.’’. 

(c) REVIEW BY COMPTROLLER GENERAL.—The 
Comptroller General of the United States shall 
review and evaluate the proposed rule on re-
source-based methodology for practice expenses 
issued by the Health Care Financing Adminis-
tration. The Comptroller General shall, within 6 
months of the date of the enactment of this Act, 
report to the Committee on Ways and Means of 
the House of Representatives and the Committee 
on Finance of the Senate the results of its eval-
uation, including an analysis of— 

(1) the adequacy of the data used in preparing 
the rule, 

(2) categories of allowable costs, 
(3) methods for allocating direct and indirect 

expenses, 

(4) the potential impact of the rule on bene-
ficiary access to services, and 

(5) any other matters related to the appro-
priateness of resource-based methodology for 
practice expenses. 
The Comptroller General shall consult with rep-
resentatives of physicians’ organizations with 
respect to matters of both data and method-
ology. 

(d) CONSULTATION.— 
(1) IN GENERAL.—The Secretary of Health and 

Human Services shall assemble a group of physi-
cians with expertise in both surgical and non-
surgical areas (including primary care physi-
cians and academics), accounting experts, and 
the chair of the Prospective Payment Review 
Commission (or its successor) to solicit their in-
dividual views on whether sufficient data exist 
to allow the Health Care Financing Administra-
tion to proceed with implementation of the rule 
described in subsection (c). After hearing the 
views of individual members of the group, the 
Secretary shall determine whether sufficient 
data exists to proceed with practice expense rel-
ative value determination and shall report on 
such views of the individual members to the 
committees described in subsection (c), including 
any recommendations for modifying such rule. 

(2) ACTION.—If the Secretary determines 
under paragraph (1) that insufficient data exists 
or that the rule described in subsection (c) needs 
to be revised, the Secretary shall provide for ad-
ditional data collection and such other actions 
to correct any deficiencies. 

(e) APPLICATION OF RESOURCE-BASED METH-
ODOLOGY TO MALPRACTICE RELATIVE VALUE 
UNITS.—Section 1848(c)(2)(C)(iii) (42 U.S.C. 
1395w–4(c)(2)(C)(iii)) is amended— 

(1) by inserting ‘‘for years before 1999’’ before 
‘‘equal’’, and 

(2) by striking the period at the end and in-
serting a comma and by adding at the end the 
following flush matter: 
‘‘and for years beginning with 1999 based on the 
malpractice expense resources involved in fur-
nishing the service’’. 

(f) EFFECTIVE DATES.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to years beginning on 
and after January 1, 1998. 

(2) MALPRACTICE.—The amendments made by 
subsection (e) shall apply to years beginning on 
and after January 1, 1999. 
SEC. 5506. INCREASED MEDICARE REIMBURSE-

MENT FOR NURSE PRACTITIONERS 
AND CLINICAL NURSE SPECIALISTS. 

(a) REMOVAL OF RESTRICTIONS ON SETTINGS.— 
(1) IN GENERAL.—Clause (ii) of section 

1861(s)(2)(K) (42 U.S.C. 1395x(s)(2)(K)) is amend-
ed to read as follows: 

‘‘(ii) services which would be physicians’ serv-
ices if furnished by a physician (as defined in 
subsection (r)(1)) and which are performed by a 
nurse practitioner or clinical nurse specialist (as 
defined in subsection (aa)(5)) working in col-
laboration (as defined in subsection (aa)(6)) 
with a physician (as defined in subsection 
(r)(1)) which the nurse practitioner or clinical 
nurse specialist is legally authorized to perform 
by the State in which the services are per-
formed, and such services and supplies fur-
nished as an incident to such services as would 
be covered under subparagraph (A) if furnished 
incident to a physician’s professional service, 
but only if no facility or other provider charges 
or is paid any amounts with respect to the fur-
nishing of such services;’’. 

(2) CONFORMING AMENDMENTS.—(A) Section 
1861(s)(2)(K) of such Act (42 U.S.C. 
1395x(s)(2)(K)) is further amended— 

(i) in clause (i), by inserting ‘‘and such serv-
ices and supplies furnished as incident to such 
services as would be covered under subpara-
graph (A) if furnished incident to a physician’s 
professional service; and’’ after ‘‘are per-
formed,’’; and 

(ii) by striking clauses (iii) and (iv). 
(B) Section 1861(b)(4) (42 U.S.C. 1395x(b)(4)) is 

amended by striking ‘‘clauses (i) or (iii) of sub-

section (s)(2)(K)’’ and inserting ‘‘subsection 
(s)(2)(K)’’. 

(C) Section 1862(a)(14) (42 U.S.C. 1395y(a)(14)) 
is amended by striking ‘‘section 1861(s)(2)(K)(i) 
or 1861(s)(2)(K)(iii)’’ and inserting ‘‘section 
1861(s)(2)(K)’’. 

(D) Section 1866(a)(1)(H) (42 U.S.C. 
1395cc(a)(1)(H)) is amended by striking ‘‘section 
1861(s)(2)(K)(i) or 1861(s)(2)(K)(iii)’’ and insert-
ing ‘‘section 1861(s)(2)(K)’’. 

(E) Section 1888(e)(2)(A)(ii) (42 U.S.C. 
1395yy(e)(2)(A)(ii)), as added by section 5301(a), 
is amended by striking ‘‘through (iii)’’ and in-
serting ‘‘and (ii)’’. 

(b) INCREASED PAYMENT.— 
(1) FEE SCHEDULE AMOUNT.—Clause (O) of sec-

tion 1833(a)(1) (42 U.S.C. 1395l(a)(1)) is amended 
to read as follows: ‘‘(O) with respect to services 
described in section 1861(s)(2)(K)(ii) (relating to 
nurse practitioner or clinical nurse specialist 
services), the amounts paid shall be equal to 80 
percent of (i) the lesser of the actual charge or 
85 percent of the fee schedule amount provided 
under section 1848, or (ii) in the case of services 
as an assistant at surgery, the lesser of the ac-
tual charge or 85 percent of the amount that 
would otherwise be recognized if performed by a 
physician who is serving as an assistant at sur-
gery; and’’. 

(2) CONFORMING AMENDMENTS.—(A) Section 
1833(r) (42 U.S.C. 1395l(r)) is amended— 

(i) in paragraph (1), by striking ‘‘section 
1861(s)(2)(K)(iii) (relating to nurse practitioner 
or clinical nurse specialist services provided in a 
rural area)’’ and inserting ‘‘section 
1861(s)(2)(K)(ii) (relating to nurse practitioner 
or clinical nurse specialist services)’’; 

(ii) by striking paragraph (2); 
(iii) in paragraph (3), by striking ‘‘section 

1861(s)(2)(K)(iii)’’ and inserting ‘‘section 
1861(s)(2)(K)(ii)’’; and 

(iv) by redesignating paragraph (3) as para-
graph (2). 

(B) Section 1842(b)(12)(A) (42 U.S.C. 
1395u(b)(12)(A)) is amended, in the matter pre-
ceding clause (i), by striking ‘‘clauses (i), (ii), or 
(iv) of section 1861(s)(2)(K) (relating to a physi-
cian assistants and nurse practitioners)’’ and 
inserting ‘‘section 1861(s)(2)(K)(i) (relating to 
physician assistants)’’. 

(c) DIRECT PAYMENT FOR NURSE PRACTI-
TIONERS AND CLINICAL NURSE SPECIALISTS.— 

(1) IN GENERAL.—Section 1832(a)(2)(B)(iv) (42 
U.S.C. 1395k(a)(2)(B)(iv)) is amended by striking 
‘‘provided in a rural area (as defined in section 
1886(d)(2)(D))’’ and inserting ‘‘but only if no fa-
cility or other provider charges or is paid any 
amounts with respect to the furnishing of such 
services’’. 

(2) CONFORMING AMENDMENT.—Section 
1842(b)(6)(C) (42 U.S.C. 1395u(b)(6)(C)) is 
amended— 

(A) by striking ‘‘clauses (i), (ii), or (iv)’’ and 
inserting ‘‘clause (i)’’; and 

(B) by striking ‘‘or nurse practitioner’’. 
(d) DEFINITION OF CLINICAL NURSE SPECIALIST 

CLARIFIED.—Section 1861(aa)(5) (42 U.S.C. 
1395x(aa)(5)) is amended— 

(1) by inserting ‘‘(A)’’ after ‘‘(5)’’; 
(2) by striking ‘‘The term ‘physician assist-

ant’ ’’ and all that follows through ‘‘who per-
forms’’ and inserting ‘‘The term ‘physician as-
sistant’ and the term ‘nurse practitioner’ mean, 
for purposes of this title, a physician assistant 
or nurse practitioner who performs’’; and 

(3) by adding at the end the following new 
subparagraph: 

‘‘(B) The term ‘clinical nurse specialist’ 
means, for purposes of this title, an individual 
who— 

‘‘(i) is a registered nurse and is licensed to 
practice nursing in the State in which the clin-
ical nurse specialist services are performed; and 

‘‘(ii) holds a master’s degree in a defined clin-
ical area of nursing from an accredited edu-
cational institution.’’. 

(e) EFFECTIVE DATE.—The amendments made 
by this section shall apply with respect to serv-
ices furnished and supplies provided on and 
after January 1, 1998. 
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SEC. 5507. INCREASED MEDICARE REIMBURSE-

MENT FOR PHYSICIAN ASSISTANTS. 
(a) REMOVAL OF RESTRICTION ON SETTINGS.— 

Section 1861(s)(2)(K)(i) (42 U.S.C. 
1395x(s)(2)(K)(i)), as amended by the section 
5506, is amended— 

(1) by striking ‘‘(I) in a hospital’’ and all that 
follows through ‘‘shortage area,’’, and 

(2) by adding at the end the following: ‘‘but 
only if no facility or other provider charges or 
is paid any amounts with respect to the fur-
nishing of such services,’’. 

(b) INCREASED PAYMENT.—Paragraph (12) of 
section 1842(b) (42 U.S.C. 1395u(b)), as amended 
by section 5506(b)(2)(B), is amended to read as 
follows: 

‘‘(12) With respect to services described in sec-
tion 1861(s)(2)(K)(i)— 

‘‘(A) payment under this part may only be 
made on an assignment-related basis; and 

‘‘(B) the amounts paid under this part shall 
be equal to 80 percent of (i) the lesser of the ac-
tual charge or 85 percent of the fee schedule 
amount provided under section 1848 for the same 
service provided by a physician who is not a 
specialist; or (ii) in the case of services as an as-
sistant at surgery, the lesser of the actual 
charge or 85 percent of the amount that would 
otherwise be recognized if performed by a physi-
cian who is serving as an assistant at surgery.’’. 

(c) REMOVAL OF RESTRICTION ON EMPLOYMENT 
RELATIONSHIP.—Section 1842(b)(6) (42 U.S.C. 
1395u(b)(6)) is amended by adding at the end the 
following new sentence: ‘‘For purposes of clause 
(C) of the first sentence of this paragraph, an 
employment relationship may include any inde-
pendent contractor arrangement, and employer 
status shall be determined in accordance with 
the law of the State in which the services de-
scribed in such clause are performed.’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section shall apply with respect to serv-
ices furnished and supplies provided on and 
after January 1, 1998. 

CHAPTER 2—OTHER PAYMENT 
PROVISIONS 

SEC. 5521. REDUCTION IN UPDATES TO PAYMENT 
AMOUNTS FOR CLINICAL DIAG-
NOSTIC LABORATORY TESTS; STUDY 
ON LABORATORY SERVICES. 

(a) CHANGE IN UPDATE.—Section 
1833(h)(2)(A)(ii) (42 U.S.C. 1395l(h)(2)(A)(ii)) is 
amended by striking ‘‘and’’ at the end of sub-
clause (III), by striking the period at the end of 
subclause (IV) and inserting ‘‘, and’’, and by 
adding at the end the following: 

‘‘(V) the annual adjustment in the fee sched-
ules determined under clause (i) for each of the 
years 1998 through 2002 shall be reduced (but 
not below zero) by 2.0 percentage points.’’. 

(b) LOWERING CAP ON PAYMENT AMOUNTS.— 
Section 1833(h)(4)(B) (42 U.S.C. 1395l(h)(4)(B)) is 
amended— 

(1) in clause (vi), by striking ‘‘and’’ at the 
end; 

(2) in clause (vii)— 
(A) by inserting ‘‘and before January 1, 1998,’’ 

after ‘‘1995,’’, and 
(B) by striking the period at the end and in-

serting ‘‘, and’’; and 
(3) by adding at the end the following new 

clause: 
‘‘(viii) after December 31, 1997, is equal to 74 

percent of such median.’’. 
(c) STUDY AND REPORT ON CLINICAL LABORA-

TORY SERVICES.— 
(1) IN GENERAL.—The Secretary shall request 

the Institute of Medicine of the National Acad-
emy of Sciences to conduct a study of payments 
under part B of title XVIII of the Social Secu-
rity Act for clinical laboratory services. The 
study shall include a review of the adequacy of 
the current methodology and recommendations 
regarding alternative payment systems. The 
study shall also analyze and discuss the rela-
tionship between such payment systems and ac-
cess to high quality laboratory services for medi-
care beneficiaries, including availability and ac-
cess to new testing methodologies. 

(2) REPORT TO CONGRESS.—The Secretary 
shall, not later than 2 years after the date of en-
actment of this section, report to the appropriate 
committees of Congress the results of the study 
described in paragraph (1), including any rec-
ommendations for legislation. 
SEC. 5522. IMPROVEMENTS IN ADMINISTRATION 

OF LABORATORY SERVICES BENEFIT. 
(a) SELECTION OF REGIONAL CARRIERS.— 
(1) IN GENERAL.—The Secretary of Health and 

Human Services (in this section referred to as 
the ‘‘Secretary’’) shall— 

(A) divide the United States into no more than 
5 regions, and 

(B) designate a single carrier for each such re-
gion, 
for the purpose of payment of claims under part 
B of title XVIII of the Social Security Act with 
respect to clinical diagnostic laboratory services 
furnished on or after such date (not later than 
January 1, 1999) as the Secretary specifies. 

(2) DESIGNATION.—In designating such car-
riers, the Secretary shall consider, among other 
criteria— 

(A) a carrier’s timeliness, quality, and experi-
ence in claims processing, and 

(B) a carrier’s capacity to conduct electronic 
data interchange with laboratories and data 
matches with other carriers. 

(3) SINGLE DATA RESOURCE.—The Secretary 
shall select one of the designated carriers to 
serve as a central statistical resource for all 
claims information relating to such clinical di-
agnostic laboratory services handled by all the 
designated carriers under such part. 

(4) ALLOCATION OF CLAIMS.—The allocation of 
claims for clinical diagnostic laboratory services 
to particular designated carriers shall be based 
on whether a carrier serves the geographic area 
where the laboratory specimen was collected or 
other method specified by the Secretary. 

(5) TEMPORARY EXCEPTION.—Paragraph (1) 
shall not apply with respect to clinical diag-
nostic laboratory services furnished by inde-
pendent physician offices until such time as the 
Secretary determines that such offices would not 
be unduly burdened by the application of billing 
responsibilities with respect to more than one 
carrier. 

(b) ADOPTION OF UNIFORM POLICIES FOR CLIN-
ICAL LABORATORY BENEFITS.— 

(1) IN GENERAL.—Not later than July 1, 1998, 
the Secretary shall first adopt, consistent with 
paragraph (2), uniform coverage, administra-
tion, and payment policies for clinical diag-
nostic laboratory tests under part B of title 
XVIII of the Social Security Act, using a nego-
tiated rulemaking process under subchapter III 
of chapter 5 of title 5, United States Code. 

(2) CONSIDERATIONS IN DESIGN OF UNIFORM 
POLICIES.—The policies under paragraph (1) 
shall be designed to promote program integrity 
and uniformity and simplify administrative re-
quirements with respect to clinical diagnostic 
laboratory tests payable under such part in con-
nection with the following: 

(A) Beneficiary information required to be 
submitted with each claim or order for labora-
tory services. 

(B) Physicians’ obligations regarding docu-
mentation requirements and recordkeeping. 

(C) Procedures for filing claims and for pro-
viding remittances by electronic media. 

(D) The documentation of medical necessity. 
(E) Limitation on frequency of coverage for 

the same tests performed on the same individual. 
(3) CHANGES IN LABORATORY POLICIES PENDING 

ADOPTION OF UNIFORM POLICY.—During the pe-
riod that begins on the date of the enactment of 
this Act and ends on the date the Secretary first 
implements uniform policies pursuant to regula-
tions promulgated under this subsection, a car-
rier under such part may implement changes re-
lating to requirements for the submission of a 
claim for clinical diagnostic laboratory tests. 

(4) USE OF INTERIM POLICIES.—After the date 
the Secretary first implements such uniform 
policies, the Secretary shall permit any carrier 

to develop and implement interim policies of the 
type described in paragraph (1), in accordance 
with guidelines established by the Secretary, in 
cases in which a uniform national policy has 
not been established under this subsection and 
there is a demonstrated need for a policy to re-
spond to aberrant utilization or provision of un-
necessary services. Except as the Secretary spe-
cifically permits, no policy shall be implemented 
under this paragraph for a period of longer 
than 2 years. 

(5) INTERIM NATIONAL GUIDELINES.—After the 
date the Secretary first designates regional car-
riers under subsection (a), the Secretary shall 
establish a process under which designated car-
riers can collectively develop and implement in-
terim national guidelines of the type described 
in paragraph (1). No such policy shall be imple-
mented under this paragraph for a period of 
longer than 2 years. 

(6) BIENNIAL REVIEW PROCESS.—Not less often 
than once every 2 years, the Secretary shall so-
licit and review comments regarding changes in 
the uniform policies established under this sub-
section. As part of such biennial review process, 
the Secretary shall specifically review and con-
sider whether to incorporate or supersede in-
terim, regional, or national policies developed 
under paragraph (4) or (5). Based upon such re-
view, the Secretary may provide for appropriate 
changes in the uniform policies previously 
adopted under this subsection. 

(7) REQUIREMENT AND NOTICE.—The Secretary 
shall ensure that any guidelines adopted under 
paragraph (3), (4), or (5) shall apply to all lab-
oratory claims payable under part B of title 
XVIII of the Social Security Act, and shall pro-
vide for advance notice to interested parties and 
a 45-day period in which such parties may sub-
mit comments on the proposed change. 

(c) INCLUSION OF LABORATORY REPRESENTA-
TIVE ON CARRIER ADVISORY COMMITTEES.—The 
Secretary shall direct that any advisory com-
mittee established by such a carrier, to advise 
with respect to coverage, administration or pay-
ment policies under part B of title XVIII of the 
Social Security Act, shall include an individual 
to represent the interest and views of inde-
pendent clinical laboratories and such other 
laboratories as the Secretary deems appropriate. 
Such individual shall be selected by such com-
mittee from among nominations submitted by 
national and local organizations that represent 
independent clinical laboratories. 
SEC. 5523. PAYMENTS FOR DURABLE MEDICAL 

EQUIPMENT. 
(a) REDUCTION IN PAYMENT AMOUNTS FOR 

ITEMS OF DURABLE MEDICAL EQUIPMENT.— 
(1) FREEZE IN UPDATE FOR COVERED ITEMS.— 

Section 1834(a)(14) (42 U.S.C. 1395m(a)(14)) is 
amended to read as follows: 

‘‘(14) COVERED ITEM UPDATE.—In this sub-
section— 

‘‘(A) IN GENERAL.—The term ‘covered item up-
date’ means, with respect to any year, the per-
centage increase in the consumer price index for 
all urban consumers (U.S. city average) for the 
12-month period ending with June of the pre-
vious year. 

‘‘(B) REDUCTION FOR CERTAIN YEARS.—In the 
case of each of the years 1998 through 2002, the 
covered item update under subparagraph (A) 
shall be reduced (but not below zero) by 2.0 per-
centage points.’’. 

(2) UPDATE FOR ORTHOTICS AND PROS-
THETICS.—Section 1834(h)(4)(A) (42 U.S.C. 
1395m(h)(4)(A)) is amended to read as follows: 

‘‘(A) the term ‘applicable percentage increase’ 
means, with respect to any year, the percentage 
increase in the consumer price index for all 
urban consumers (U.S. city average) for the 12- 
month period ending with June of the previous 
year, except that in each of the years 1998 
through 2000, such increase shall be reduced 
(but not below zero) by 2.0 percentage points;’’. 

(3) EFFECTIVE DATE.—The amendments made 
by this subsection applies to items furnished on 
and after January 1, 1998. 
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(b) REDUCTION IN INCREASE FOR PARENTERAL 

AND ENTERAL NUTRIENTS, SUPPLIES, AND EQUIP-
MENT.—The reasonable charge under part B of 
title XVIII of the Social Security Act for paren-
teral and enteral nutrients, supplies, and equip-
ment furnished during each of the years 1998 
through 2002, shall not exceed the reasonable 
charge for such items furnished during the pre-
vious year (after application of this subsection), 
increased by the percentage increase in the con-
sumer price index for all urban consumers 
(United States city average) for the 12-month 
period ending with June of the previous year re-
duced (but not below zero) by 2.0 percentage 
points. 
SEC. 5524. OXYGEN AND OXYGEN EQUIPMENT. 

(a) IN GENERAL.—Section 1834(a)(9)(B) (42 
U.S.C. 1395m(a)(9)(B)) is amended— 

(1) by striking ‘‘and’’ at the end of clause (iii); 
(2) in clause (iv)— 
(A) by striking ‘‘a subsequent year’’ and in-

serting ‘‘1995, 1996, and 1997’’, and 
(B) by striking the period at the end and in-

serting a semicolon; and 
(3) by adding at the end the following new 

clauses: 
‘‘(v) in 1998, 75 percent of the amount deter-

mined under this subparagraph for 1997; 
‘‘(vi) in 1999, 62.5 percent of the amount deter-

mined under this subparagraph for 1997; and 
‘‘(vii) for each subsequent year, the amount 

determined under this subparagraph for the pre-
ceding year increased by the covered item up-
date for such subsequent year.’’. 

(b) UPGRADED DURABLE MEDICAL EQUIP-
MENT.—Section 1834(a) (42 U.S.C. 1395m(a)) is 
amended by inserting after paragraph (15) the 
following new paragraph: 

‘‘(16) CERTAIN UPGRADED ITEMS.— 
‘‘(A) INDIVIDUAL’S RIGHT TO CHOOSE UP-

GRADED ITEM.—Notwithstanding any other pro-
vision of law, effective on the date on which the 
Secretary issues regulations under subpara-
graph (C), an individual may purchase or rent 
from a supplier an item of upgraded durable 
medical equipment for which payment would be 
made under this subsection if the item were a 
standard item. 

‘‘(B) PAYMENTS TO SUPPLIER.—In the case of 
the purchase or rental of an upgraded item 
under subparagraph (A)— 

‘‘(i) the supplier shall receive payment under 
this subsection with respect to such item as if 
such item were a standard item; and 

‘‘(ii) the individual purchasing or renting the 
item shall pay the supplier an amount equal to 
the difference between the supplier’s charge and 
the amount under clause (i). 
In no event may the supplier’s charge for an up-
graded item exceed the applicable fee schedule 
amount (if any) for such item. 

‘‘(C) CONSUMER PROTECTION SAFEGUARDS.— 
The Secretary shall issue regulations providing 
for consumer protection standards with respect 
to the furnishing of upgraded equipment under 
subparagraph (A). Such regulations shall pro-
vide for— 

‘‘(i) determination of fair market prices with 
respect to an upgraded item; 

‘‘(ii) full disclosure of the availability and 
price of standard items and proof of receipt of 
such disclosure information by the beneficiary 
before the furnishing of the upgraded item; 

‘‘(iii) conditions of participation for suppliers 
in the simplified billing arrangement; 

‘‘(iv) sanctions of suppliers who are deter-
mined to engage in coercive or abusive practices, 
including exclusion; and 

‘‘(v) such other safeguards as the Secretary 
determines are necessary.’’. 

(c) ESTABLISHMENT OF CLASSES FOR PAY-
MENT.—Section 1848(a)(9) (42 U.S.C. 
1395m(a)(9)) is amended by adding at the end 
the following: 

‘‘(D) AUTHORITY TO CREATE CLASSES.— 
‘‘(i) IN GENERAL.—Subject to clause (ii), the 

Secretary may establish separate classes for any 

item of oxygen and oxygen equipment and sepa-
rate national limited monthly payment rates for 
each of such classes. 

‘‘(ii) BUDGET NEUTRALITY.—The Secretary 
may take actions under clause (i) only to the ex-
tent such actions do not result in expenditures 
for any year to be more or less than the expendi-
tures which would have been made if such ac-
tions had not been taken.’’. 

(d) STANDARDS AND ACCREDITATION.—The 
Secretary shall as soon as practicable establish 
service standards and accreditation require-
ments for persons seeking payment under part B 
of title XVIII of the Social Security Act for the 
providing of oxygen and oxygen equipment to 
beneficiaries within their homes. 

(e) ACCESS TO HOME OXYGEN EQUIPMENT.— 
(1) STUDY.—The Comptroller General of the 

United States shall study issues relating to ac-
cess to home oxygen equipment and shall, with-
in 6 months after the date of the enactment of 
this Act, report to the Committee on Ways and 
Means of the House of Representatives and the 
Committee on Finance of the Senate the results 
of the study, including recommendations (if 
any) for legislation. 

(2) PEER REVIEW EVALUATION.—The Secretary 
of Health and Human Services shall arrange for 
peer review organizations established under sec-
tion 1154 of the Social Security Act to evaluate 
access to, and quality of, home oxygen equip-
ment. 

(f) DEMONSTRATION PROJECT.—Not later than 
6 months after the date of enactment of this Act, 
the Secretary shall, in consultation with appro-
priate organizations, initiate a demonstration 
project in which the Secretary utilizes a com-
petitive bidding process for the furnishing of 
home oxygen equipment to medicare bene-
ficiaries under title XVIII of the Social Security 
Act. 

(g) EFFECTIVE DATE.— 
(1) OXYGEN.—The amendments made by sub-

section (a) shall apply to items furnished on and 
after January 1, 1998. 

(2) OTHER PROVISIONS.—The amendments 
made by this section other than subsection (a) 
shall take effect on the date of the enactment of 
this Act. 
SEC. 5525. UPDATES FOR AMBULATORY SURGICAL 

SERVICES. 
Section 1833(i)(2)(C) (42 U.S.C. 1395l(i)(2)(C)) 

is amended by inserting at the end the fol-
lowing: ‘‘In each of the fiscal years 1998 
through 2002, the increase under this subpara-
graph shall be reduced (but not below zero) by 
2.0 percentage points.’’. 
SEC. 5526. REIMBURSEMENT FOR DRUGS AND 

BIOLOGICALS. 
(a) IN GENERAL.—Section 1842 (42 U.S.C. 

1395u) is amended by inserting after subsection 
(n) the following new subsection: 

‘‘(o)(1) If a physician’s, supplier’s, or any 
other person’s bill or request for payment for 
services includes a charge for a drug or biologi-
cal for which payment may be made under this 
part and the drug or biological is not paid on a 
cost or prospective payment basis as otherwise 
provided in this part, the amount payable for 
the drug or biological is equal to 95 percent of 
the average wholesale price, as specified by the 
Secretary. 

‘‘(2)(A) In the case of a drug or biological for 
which payment was under this part on May 1, 
1997, the amount determined under paragraph 
(1) for any drug or biological shall not exceed— 

‘‘(i) in the case of 1998, the amount of the 
payment under this part on May 1, 1997, and 

‘‘(ii) in the case of 1999 and each succeeding 
year, the amount determined under this sub-
paragraph for the previous year, increased by 
the percentage increase in the consumer price 
index for all urban consumers (U.S. city aver-
age) for the 12-month period ending with June 
of the previous year. 

‘‘(B) In the case of a drug or biological not de-
scribed in subparagraph (A), the amount deter-

mined under paragraph (1) for any year fol-
lowing the first year for which payment is made 
under this part for such drug or biological shall 
not exceed the amount payable under this part 
(after application of this subparagraph) for the 
previous year, increased by the percentage in-
crease in the consumer price index for all urban 
consumers (U.S. city average) for the 12-month 
period ending with June of the previous year. 

‘‘(3) If payment for a drug or biological is 
made to a licensed pharmacy approved to dis-
pense drugs or biologicals under this part, the 
Secretary shall pay a dispensing fee (less the 
applicable deductible and insurance amounts) to 
the pharmacy, as the Secretary determines ap-
propriate. 

‘‘(4) The Secretary shall conduct such studies 
or surveys as are necessary to determine the av-
erage wholesale price (and such other price as 
the Secretary determines appropriate) of any 
drug or biological for purposes of paragraph (1). 
The Secretary shall, not later than 6 months 
after the date of the enactment of this sub-
section, report to the appropriate committees of 
Congress the results of the studies and surveys 
conducted under this paragraph.’’. 

(b) EFFECTIVE DATE.—The amendments made 
by subsection (a) apply to drugs and biologicals 
furnished on or after January 1, 1998. 

CHAPTER 3—PART B PREMIUM AND 
RELATED PROVISIONS 

SEC. 5541. PART B PREMIUM. 
(a) IN GENERAL.—Section 1839(a)(3) (42 U.S.C. 

1395r(a)(3)) is amended by striking the first 3 
sentences and inserting the following: ‘‘The Sec-
retary, during September of each year, shall de-
termine and promulgate a monthly premium rate 
for the succeeding calendar year that is equal to 
50 percent of the monthly actuarial rate for en-
rollees age 65 and over, determined according to 
paragraph (1), for that succeeding calendar 
year.’’. 

(b) CONFORMING AND TECHNICAL AMEND-
MENTS.— 

(1) SECTION 1839.—Section 1839 (42 U.S.C. 
1395r) is amended— 

(A) in subsection (a)(2), by striking ‘‘(b) and 
(e)’’ and inserting ‘‘(b), (c), and (f)’’, 

(B) in the last sentence of subsection (a)(3)— 
(i) by inserting ‘‘rate’’ after ‘‘premium’’, and 
(ii) by striking ‘‘and the derivation of the dol-

lar amounts specified in this paragraph’’, 
(C) by striking subsection (e), and 
(D) by redesignating subsection (g) as sub-

section (e) and inserting that subsection after 
subsection (d). 

(2) SECTION 1844.—Subparagraphs (A)(i) and 
(B)(i) of section 1844(a)(1) (42 U.S.C. 
1395w(a)(1)) are each amended by striking ‘‘or 
1839(e), as the case may be’’. 
SEC. 5542. INCOME-RELATED REDUCTION IN 

MEDICARE SUBSIDY. 
(a) IN GENERAL.—Section 1839 (42 U.S.C. 

1395r) is amended by adding at the end the fol-
lowing: 

‘‘(h)(1) Notwithstanding the previous sub-
sections of this section, in the case of an indi-
vidual whose modified adjusted gross income for 
a taxable year ending with or within a calendar 
year (as initially determined by the Secretary in 
accordance with paragraph (3)) exceeds the 
threshold amount described in paragraph (5)(B), 
the Secretary shall increase the amount of the 
monthly premium for months in the calendar 
year by an amount equal to the difference be-
tween— 

‘‘(A) 200 percent of the monthly actuarial rate 
for enrollees age 65 and over as determined 
under subsection (a)(1) for that calendar year; 
and 

‘‘(B) the total of the monthly premiums paid 
by the individual under this section (determined 
without regard to subsection (b)) during such 
calendar year. 

‘‘(2) In the case of an individual described in 
paragraph (1) whose modified adjusted gross in-
come exceeds the threshold amount by less than 
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$50,000, the amount of the increase in the 
monthly premium applicable under paragraph 
(1) shall be an amount which bears the same 
ratio to the amount of the increase described in 
paragraph (1) (determined without regard to 
this paragraph) as such excess bears to $50,000. 

‘‘(3) The Secretary shall make an initial deter-
mination of the amount of an individual’s modi-
fied adjusted gross income for a taxable year 
ending with or within a calendar year for pur-
poses of this subsection as follows: 

‘‘(A) Not later than September 1 of the year 
preceding the year, the Secretary shall provide 
notice to each individual whom the Secretary 
finds (on the basis of the individual’s actual 
modified adjusted gross income for the most re-
cent taxable year for which such information is 
available or other information provided to the 
Secretary by the Secretary of the Treasury) will 
be subject to an increase under this subsection 
that the individual will be subject to such an in-
crease, and shall include in such notice the Sec-
retary’s estimate of the individual’s modified ad-
justed gross income for the year. 

‘‘(B) If, during the 30-day period beginning on 
the date notice is provided to an individual 
under subparagraph (A), the individual pro-
vides the Secretary with information on the in-
dividual’s anticipated modified adjusted gross 
income for the year, the amount initially deter-
mined by the Secretary under this paragraph 
with respect to the individual shall be based on 
the information provided by the individual. 

‘‘(C) If an individual does not provide the Sec-
retary with information under subparagraph 
(B), the amount initially determined by the Sec-
retary under this paragraph with respect to the 
individual shall be the amount included in the 
notice provided to the individual under sub-
paragraph (A). 

‘‘(4)(A) If the Secretary determines (on the 
basis of final information provided by the Sec-
retary of the Treasury) that the amount of an 
individual’s actual modified adjusted gross in-
come for a taxable year ending with or within a 
calendar year is less than or greater than the 
amount initially determined by the Secretary 
under paragraph (3), the Secretary shall in-
crease or decrease the amount of the individ-
ual’s monthly premium under this section (as 
the case may be) for months during the fol-
lowing calendar year by an amount equal to 1⁄12 
of the difference between— 

‘‘(i) the total amount of all monthly premiums 
paid by the individual under this section during 
the previous calendar year; and 

‘‘(ii) the total amount of all such premiums 
which would have been paid by the individual 
during the previous calendar year if the amount 
of the individual’s modified adjusted gross in-
come initially determined under paragraph (3) 
were equal to the actual amount of the individ-
ual’s modified adjusted gross income determined 
under this paragraph. 

‘‘(B)(i) In the case of an individual for whom 
the amount initially determined by the Sec-
retary under paragraph (3) is based on informa-
tion provided by the individual under subpara-
graph (B) of such paragraph, if the Secretary 
determines under subparagraph (A) that the 
amount of the individual’s actual modified ad-
justed gross income for a taxable year is greater 
than the amount initially determined under 
paragraph (3), the Secretary shall increase the 
amount otherwise determined for the year under 
subparagraph (A) by interest in an amount 
equal to the sum of the amounts determined 
under clause (ii) for each of the months de-
scribed in clause (ii). 

‘‘(ii) Interest shall be computed for any month 
in an amount determined by applying the un-
derpayment rate established under section 6621 
of the Internal Revenue Code of 1986 (com-
pounded daily) to any portion of the difference 
between the amount initially determined under 
paragraph (3) and the amount determined under 
subparagraph (A) for the period beginning on 
the first day of the month beginning after the 

individual provided information to the Secretary 
under subparagraph (B) of paragraph (3) and 
ending 30 days before the first month for which 
the individual’s monthly premium is increased 
under this paragraph. 

‘‘(iii) Interest shall not be imposed under this 
subparagraph if the amount of the individual’s 
modified adjusted gross income provided by the 
individual under subparagraph (B) of para-
graph (3) was not less than the individual’s 
modified adjusted gross income determined on 
the basis of information shown on the return of 
tax imposed by chapter 1 of the Internal Rev-
enue Code of 1986 for the taxable year involved. 

‘‘(C) In the case of an individual who is not 
enrolled under this part for any calendar year 
for which the individual’s monthly premium 
under this section for months during the year 
would be increased pursuant to subparagraph 
(A) if the individual were enrolled under this 
part for the year, the Secretary may take such 
steps as the Secretary considers appropriate to 
recover from the individual the total amount by 
which the individual’s monthly premium for 
months during the year would have been in-
creased under subparagraph (A) if the indi-
vidual were enrolled under this part for the 
year. 

‘‘(D) In the case of a deceased individual for 
whom the amount of the monthly premium 
under this section for months in a year would 
have been decreased pursuant to subparagraph 
(A) if the individual were not deceased, the Sec-
retary shall make a payment to the individual’s 
surviving spouse (or, in the case of an indi-
vidual who does not have a surviving spouse, to 
the individual’s estate) in an amount equal to 
the difference between— 

‘‘(i) the total amount by which the individ-
ual’s premium would have been decreased for all 
months during the year pursuant to subpara-
graph (A); and 

‘‘(ii) the amount (if any) by which the indi-
vidual’s premium was decreased for months dur-
ing the year pursuant to subparagraph (A). 

‘‘(5) In this subsection, the following defini-
tions apply: 

‘‘(A) The term ‘modified adjusted gross in-
come’ means adjusted gross income (as defined 
in section 62 of the Internal Revenue Code of 
1986)— 

‘‘(i) determined without regard to sections 135, 
911, 931, and 933 of such Code, and 

‘‘(ii) increased by the amount of interest re-
ceived or accrued by the taxpayer during the 
taxable year which is exempt from tax under 
such Code. 

‘‘(B) The term ‘threshold amount’ means— 
‘‘(i) except as otherwise provided in this para-

graph, $50,000, 
‘‘(ii) $75,000, in the case of a joint return (as 

defined in section 7701(a)(38) of such Code), and 
‘‘(iii) zero in the case of a taxpayer who— 
‘‘(I) is married at the close of the taxable year 

but does not file a joint return (as so defined) 
for such year, and 

‘‘(II) does not live apart from his spouse at all 
times during the taxable year. 

‘‘(6)(A) The Secretary shall transfer amounts 
received pursuant to this subsection to the Fed-
eral Hospital Insurance Trust Fund. 

‘‘(B) In applying section 1844(a), amounts at-
tributable to clause (i) shall not be counted in 
determining the dollar amount of the premium 
per enrollee under paragraph (1)(A) or (1)(B).’’. 

(b) CONFORMING AMENDMENTS.—(1) Section 
1839 (42 U.S.C. 1395r) is amended— 

(A) in subsection (a)(2), by inserting ‘‘or sec-
tion subsection (h)’’ after ‘‘subsections (b) and 
(e)’’; 

(B) in subsection (a)(3) of section 1839(a), by 
inserting ‘‘or subsection (h)’’ after ‘‘subsection 
(e)’’; 

(C) in subsection (b), inserting ‘‘(and as in-
creased under subsection (h))’’ after ‘‘subsection 
(a) or (e)’’; and 

(D) in subsection (f), by striking ‘‘if an indi-
vidual’’ and inserting the following: ‘‘if an indi-

vidual (other than an individual subject to an 
increase in the monthly premium under this sec-
tion pursuant to subsection (h))’’. 

(2) Section 1840(c) (42 U.S.C. 1395r(c)) is 
amended by inserting ‘‘or an individual deter-
mines that the estimate of modified adjusted 
gross income used in determining whether the 
individual is subject to an increase in the 
monthly premium under section 1839 pursuant 
to subsection (h) of such section (or in deter-
mining the amount of such increase) is too low 
and results in a portion of the premium not 
being deducted,’’ before ‘‘he may’’. 

(c) REPORTING REQUIREMENTS FOR SECRETARY 
OF THE TREASURY.— 

(1) IN GENERAL.—Subsection (l) of section 6103 
of the Internal Revenue Code of 1986 (relating to 
confidentiality and disclosure of returns and re-
turn information) is amended by adding at the 
end the following new paragraph: 

‘‘(16) DISCLOSURE OF RETURN INFORMATION TO 
CARRY OUT INCOME-RELATED REDUCTION IN 
MEDICARE PART B PREMIUM.— 

‘‘(A) IN GENERAL.—The Secretary may, upon 
written request from the Secretary of Health 
and Human Services, disclose to officers and em-
ployees of the Health Care Financing Adminis-
tration return information with respect to a tax-
payer who is required to pay a monthly pre-
mium under section 1839 of the Social Security 
Act. Such return information shall be limited 
to— 

‘‘(i) taxpayer identity information with re-
spect to such taxpayer, 

‘‘(ii) the filing status of such taxpayer, 
‘‘(iii) the adjusted gross income of such tax-

payer, 
‘‘(iv) the amounts excluded from such tax-

payer’s gross income under sections 135 and 911, 
‘‘(v) the interest received or accrued during 

the taxable year which is exempt from the tax 
imposed by chapter 1 to the extent such infor-
mation is available, and 

‘‘(vi) the amounts excluded from such tax-
payer’s gross income by sections 931 and 933 to 
the extent such information is available. 

‘‘(B) RESTRICTION ON USE OF DISCLOSED IN-
FORMATION.—Return information disclosed 
under subparagraph (A) may be used by officers 
and employees of the Health Care Financing 
Administration only for the purposes of, and to 
the extent necessary in, establishing the appro-
priate monthly premium under section 1839 of 
the Social Security Act.’’. 

(2) CONFORMING AMENDMENT.—Paragraphs 
(3)(A) and (4) of section 6103(p) of such Code are 
each amended by striking ‘‘or (15)’’ each place 
it appears and inserting ‘‘(15), or (16)’’. 

(d) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

subsections (a) and (b) shall apply to the 
monthly premium under section 1839 of the So-
cial Security Act for months beginning with 
January 1998. 

(2) INFORMATION FOR PRIOR YEARS.—The Sec-
retary of Health and Human Services may re-
quest information under section 6013(l)(16) of 
the Social Security Act (as added by subsection 
(c)) for taxable years beginning after December 
31, 1994. 
SEC. 5543. DEMONSTRATION PROJECT ON IN-

COME-RELATED PART B DEDUCT-
IBLE. 

(a) ESTABLISHMENT OF PROJECT.— 
(1) IN GENERAL.—Notwithstanding any other 

provision of law, the Secretary of Health and 
Human Services (in this section referred to as 
the ‘‘Secretary’’) shall conduct a demonstration 
project (in this section referred to as the 
‘‘project’’) in which individuals otherwise re-
sponsible for an income-related premium by rea-
son of section 1839(h) of the Social Security Act 
(42 U.S.C. 1395r(h)) (as added by section 5542 of 
this Act) would instead be responsible for an in-
come-related deductible using the same income 
limits and administrative procedures provided 
for in such section 1839(h). 

(2) SITES.—The Secretary shall conduct the 
project in a representative number of sites and 
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shall include a sufficient number of individuals 
in the project to ensure that the project pro-
duces statistically satisfactory findings. 

(3) PARTICIPATION.— 
(A) IN GENERAL.—Participation in the project 

shall be on a voluntary basis. 
(B) MEDIGAP.—No individual shall be eligible 

to participate in the project if such individual is 
covered under a medicare supplemental policy 
under section 1882 of the Social Security Act (42 
U.S.C. 1395ss). 

(4) CONSULTATION.—In conducting the project, 
the Secretary shall consult with appropriate or-
ganizations and experts. 

(5) DURATION.—The project shall be conducted 
for a period not to exceed 5 years. 

(b) WAIVER AUTHORITY.—The Secretary shall 
waive compliance with the requirements of titles 
XI, XVIII, and XIX of the Social Security Act 
(42 U.S.C. 1301 et seq., 1395 et seq., 1396 et seq.) 
to such extent and for such period as the Sec-
retary determines is necessary to conduct the 
project. 

(c) REPORTS TO CONGRESS.— 
(1) IN GENERAL.—Not later than 2 and 5 years 

after the date of enactment of this Act, and bi-
annually thereafter, the Secretary shall submit 
to Congress a report regarding the project. 

(2) CONTENTS OF REPORT.—The reports in 
paragraph (1) shall include the following: 

(A) A description of the demonstration 
projects conducted under this section. 

(B) A description of the utilization and health 
care status of individuals participating in the 
project. 

(C) Any other information regarding the 
project that the Secretary determines to be ap-
propriate. 
SEC. 5544. LOW-INCOME MEDICARE BENEFICIARY 

BLOCK GRANT PROGRAM. 
(a) IN GENERAL.—Title XVIII (42 U.S.C. 1395 

et seq.), as amended by section 5047, is amended 
by adding at the end the following: 

‘‘LOW-INCOME MEDICARE BENEFICIARY BLOCK 
GRANT PROGRAM 

‘‘SEC. 1898. (a) ESTABLISHMENT.—The Sec-
retary shall establish a program to award block 
grants to States for the payment of medicare 
cost sharing described in section 1905(p)(3)(A)(ii) 
on behalf of eligible low-income medicare bene-
ficiaries. 

‘‘(b) APPLICATION.—To be eligible to receive a 
block grant under this section, a State shall pre-
pare and submit to the Secretary an application 
at such time, in such manner, and containing 
such information as the Secretary may require. 

‘‘(c) PAYMENTS.— 
‘‘(1) AMOUNT OF GRANT.—From amounts ap-

propriated under subsection (d) for a fiscal year, 
the Secretary shall award a grant to each State 
with an application approved under subsection 
(b), in an amount that bears the same ratio to 
such amounts as the total number of eligible 
low-income medicare beneficiaries in the State 
bears to the total number of eligible low-income 
medicare beneficiaries in all States. 

‘‘(2) 100 PERCENT FMAP.—Notwithstanding sec-
tion 1905(b), the Federal medical assistance per-
centage for any State that receives a grant 
under this section shall be 100 percent. 

‘‘(d) APPROPRIATIONS.— 
‘‘(1) IN GENERAL.—The Secretary is authorized 

to transfer from the Federal Supplementary 
Medical Insurance Trust Fund under section 
1841 for the purpose of carrying out this section, 
an amount equal to $200,000,000 in fiscal year 
1998, $250,000,000 in fiscal year 1999, $300,000,000 
in fiscal year 2000, $350,000,000 in fiscal year 
2001, and $400,000,000 in fiscal year 2002, to re-
main available without fiscal year limitation. 

‘‘(2) STATE ENTITLEMENT.—This section con-
stitutes budget authority in advance of appro-
priations Acts and represents the obligation of 
the Federal Government to provide for the pay-
ment to States of amounts provided in accord-
ance with the provisions of this section. 

‘‘(e) DEFINITIONS.—In this section: 

‘‘(1) ELIGIBLE LOW-INCOME MEDICARE BENE-
FICIARY.—The term ‘eligible low-income medi-
care beneficiary’ means an individual who is de-
scribed in section 1902(a)(10)(E)(iii) but whose 
family income is greater than or equal to 120 
percent of the poverty line and does not exceed 
150 percent of the poverty line for a family of 
the size involved. 

‘‘(2) STATE.—The term ‘State’ means each of 
the 50 States, the District of Columbia, Puerto 
Rico, Guam, the Virgin Islands, American 
Samoa, and the Northern Mariana Islands.’’. 

Subtitle H—Provisions Relating to Parts A 
and B 

CHAPTER 1—SECONDARY PAYOR 
PROVISIONS 

SEC. 5601. EXTENSION AND EXPANSION OF EXIST-
ING REQUIREMENTS. 

(a) DATA MATCH.— 
(1) ELIMINATION OF MEDICARE SUNSET.—Sec-

tion 1862(b)(5)(C) (42 U.S.C. 1395y(b)(5)(C)) is 
amended by striking clause (iii). 

(2) ELIMINATION OF INTERNAL REVENUE CODE 
SUNSET.—Section 6103(l)(12) of the Internal Rev-
enue Code of 1986 is amended by striking sub-
paragraph (F). 

(b) APPLICATION TO DISABLED INDIVIDUALS IN 
LARGE GROUP HEALTH PLANS.— 

(1) IN GENERAL.—Section 1862(b)(1)(B) (42 
U.S.C. 1395y(b)(1)(B)) is amended— 

(A) in clause (i), by striking ‘‘clause (iv)’’ and 
inserting ‘‘clause (iii)’’; 

(B) by striking clause (iii); and 
(C) by redesignating clause (iv) as clause (iii). 
(2) CONFORMING AMENDMENTS.—Paragraphs 

(1) through (3) of section 1837(i) (42 U.S.C. 
1395p(i)) and the second sentence of section 
1839(b) (42 U.S.C. 1395r(b)) are each amended by 
striking ‘‘1862(b)(1)(B)(iv)’’ each place it ap-
pears and inserting ‘‘1862(b)(1)(B)(iii)’’. 

(c) INDIVIDUALS WITH END STAGE RENAL DIS-
EASE.—Section 1862(b)(1)(C) (42 U.S.C. 
1395y(b)(1)(C)) is amended— 

(1) in the last sentence by striking ‘‘October 1, 
1998’’ and inserting ‘‘the date of enactment of 
the Balanced Budget Act of 1997’’; and 

(2) by adding at the end the following: ‘‘Effec-
tive for items and services furnished on or after 
the date of enactment of the Balanced Budget 
Act of 1997, (with respect to periods beginning 
on or after the date that is 18 months prior to 
such date), clauses (i) and (ii) shall be applied 
by substituting ‘30-month’ for ‘12-month’ each 
place it appears.’’. 
SEC. 5602. IMPROVEMENTS IN RECOVERY OF PAY-

MENTS. 
(a) PERMITTING RECOVERY AGAINST THIRD 

PARTY ADMINISTRATORS OF PRIMARY PLANS.— 
Section 1862(b)(2)(B)(ii) (42 U.S.C. 
1395y(b)(2)(B)(ii)) is amended— 

(1) by striking ‘‘under this subsection to pay’’ 
and inserting ‘‘(directly, as a third-party ad-
ministrator, or otherwise) to make payment’’; 
and 

(2) by adding at the end the following: ‘‘The 
United States may not recover from a third- 
party administrator under this clause in cases 
where the third-party administrator would not 
be able to recover the amount at issue from the 
employer or group health plan for whom it pro-
vides administrative services due to the insol-
vency or bankruptcy of the employer or plan.’’. 

(b) EXTENSION OF CLAIMS FILING PERIOD.— 
Section 1862(b)(2)(B) (42 U.S.C. 1395y(b)(2)(B)) 
is amended by adding at the end the following: 

‘‘(v) CLAIMS-FILING PERIOD.—Notwithstanding 
any other time limits that may exist for filing a 
claim under an employer group health plan, the 
United States may seek to recover conditional 
payments in accordance with this subparagraph 
where the request for payment is submitted to 
the entity required or responsible under this 
subsection to pay with respect to the item or 
service (or any portion thereof) under a primary 
plan within the 3-year period beginning on the 
date on which the item or service was fur-
nished.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section apply to items and services fur-
nished on or after the date of enactment of this 
Act. 

CHAPTER 2—OTHER PROVISIONS 
SEC. 5611. CONFORMING AGE FOR ELIGIBILITY 

UNDER MEDICARE TO RETIREMENT 
AGE FOR SOCIAL SECURITY BENE-
FITS. 

(a) ENTITLEMENT TO HOSPITAL INSURANCE 
BENEFITS.—Section 226 (42 U.S.C. 426) is amend-
ed by striking ‘‘age 65’’ each place such term ap-
pears and inserting ‘‘retirement age’’. 

(b) HOSPITAL INSURANCE BENEFITS FOR THE 
AGED.—Section 1811 (42 U.S.C. 1395c) is amend-
ed by striking ‘‘age 65’’ each place such term ap-
pears and inserting ‘‘retirement age (as such 
term is defined in section 216(l)(1))’’. 

(c) HOSPITAL INSURANCE BENEFITS FOR UNIN-
SURED ELDERLY INDIVIDUALS NOT OTHERWISE 
ELIGIBLE.—Section 1818 (42 U.S.C. 1395i–2) is 
amended— 

(1) in subsection (a)(1), by striking ‘‘age of 65’’ 
and inserting ‘‘retirement age (as such term is 
defined in section 216(l)(1))’’; 

(2) in subsection (d)(1), by striking ‘‘age 65’’ 
and inserting ‘‘retirement age (as such term is 
defined in section 216(l)(1))’’; and 

(3) in subsection (d)(3), by striking ‘‘65’’ and 
inserting ‘‘retirement age (as such term is de-
fined in section 216(l)(1))’’. 

(d) HOSPITAL INSURANCE BENEFITS FOR DIS-
ABLED INDIVIDUALS WHO HAVE EXHAUSTED 
OTHER ENTITLEMENT.—Section 1818A(a)(1) (42 
U.S.C. 1395i–2a(a)(1)) is amended by striking 
‘‘the age of 65’’ and inserting ‘‘retirement age 
(as such term is defined in section 216(l)(1))’’. 

(e) ELIGIBILITY FOR PART B BENEFITS.— 
(1) IN GENERAL.—Section 1836 (42 U.S.C. 

1395o) is amended by striking ‘‘age 65’’ each 
place such term appears and inserting ‘‘retire-
ment age (as such term is defined in section 
216(l)(1))’’. 

(2) ENROLLMENT PERIODS.—Section 1837 (42 
U.S.C. 1395p) is amended by striking ‘‘age 65’’ 
and ‘‘the age of 65’’ each place such terms ap-
pear and inserting ‘‘retirement age (as such term 
is defined in section 216(l)(1))’’. 

(3) COVERAGE PERIOD.—Section 1838(c) (42 
U.S.C. 1395q(c)) is amended by striking ‘‘the age 
of 65’’ and inserting ‘‘retirement age (as such 
term is defined in section 216(l)(1))’’. 

(4) AMOUNTS OF PREMIUMS.—Section 1839 (42 
U.S.C. 1395r) is amended by striking ‘‘age 65’’ 
and ‘‘the age of 65’’ each place such terms ap-
pear and inserting ‘‘retirement age (as such term 
is defined in section 216(l)(1))’’. 

(f) APPROPRIATIONS TO COVER GOVERNMENT 
CONTRIBUTIONS AND CONTINGENCY RESERVE.— 
Section 1844(a)(1) (42 U.S.C. 1395w) is amended 
by striking ‘‘age 65’’ each place such term ap-
pears and inserting ‘‘retirement age’’. 

(g) MEDICARE SECONDARY PAYER.—Section 
1862(b) (42 U.S.C. 1395y(b)) is amended by strik-
ing ‘‘age 65’’ each place such term appears and 
inserting ‘‘retirement age (as such term is de-
fined in section 216(l)(1))’’. 

(h) MEDICARE SUPPLEMENTAL POLICIES.—Sec-
tion 1882(s)(2)(A) (42 U.S.C. 1395ss(s)(2)(A)) is 
amended by striking ‘‘65 years of age’’ and in-
serting ‘‘retirement age (as such term is defined 
in section 216(l)(1))’’. 
SEC. 5612. INCREASED CERTIFICATION PERIOD 

FOR CERTAIN ORGAN PROCURE-
MENT ORGANIZATIONS. 

Section 1138(b)(1)(A)(ii) (42 U.S.C. 1320b– 
8(b)(1)(A)(ii)) is amended by striking ‘‘two 
years’’ and inserting ‘‘2 years (3 years if the 
Secretary determines appropriate for an organi-
zation on the basis of its past practices)’’. 
SEC. 5613. FACILITATING THE USE OF PRIVATE 

CONTRACTS UNDER THE MEDICARE 
PROGRAM. 

(a) IN GENERAL.—Title XVIII of the Social Se-
curity Act (42 U.S.C. 1395 et seq.) is amended by 
inserting after section 1804 of such Act (42 
U.S.C. 1395b–2) the following: 
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‘‘CLARIFICATION OF PRIVATE CONTRACTS FOR 

HEALTH SERVICES 
‘‘SEC. 1805. (a) IN GENERAL.—Nothing in this 

title shall prohibit a physician or another 
health care professional who does not provide 
items or services under the program under this 
title from entering into a private contract with 
a medicare beneficiary for health services for 
which no claim for payment is to be submitted 
under this title. 

‘‘(b) LIMITATION ON ACTUAL CHARGE NOT AP-
PLICABLE.—Section 1848(g) shall not apply with 
respect to a health service provided to a medi-
care beneficiary under a contract described in 
subsection (a). 

‘‘(c) DEFINITION OF MEDICARE BENEFICIARY.— 
In this section, the term ‘medicare beneficiary’ 
means an individual who is entitled to benefits 
under part A or enrolled under part B. 

‘‘(d) REPORT.—Not later than October 1, 2001, 
the Administrator of the Health Care Financing 
Administration shall submit a report to Congress 
on the effect on the program under this title of 
private contracts entered into under this sec-
tion. Such report shall include— 

‘‘(1) analyses regarding— 
‘‘(A) the fiscal impact of such contracts on 

total Federal expenditures under this title and 
on out-of-pocket expenditures by medicare bene-
ficiaries for health services under this title; and 

‘‘(B) the quality of the health services pro-
vided under such contracts; and 

‘‘(2) recommendations as to whether medicare 
beneficiaries should continue to be able to enter 
private contracts under this section and if so, 
what legislative changes, if any should be made 
to improve such contracts.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall apply with respect to 
contracts entered into on and after October 1, 
1997. 

Subtitle I—Miscellaneous Provisions 
SEC. 5651. INCLUSION OF STANLY COUNTY, N.C. 

IN A LARGE URBAN AREA UNDER 
MEDICARE PROGRAM. 

(a) IN GENERAL.—For purposes of section 
1886(d) of the Social Security Act (42 U.S.C. 
1395ww(d)), the large urban area of Charlotte- 
Gastonia-Rock Hill-North Carolina-South Caro-
lina may be deemed to include Stanly County, 
North Carolina. 

(b) EFFECTIVE DATE.—This section shall apply 
with respect to discharges occurring on or after 
October 1, 1997. 
SEC. 5652. MEDICARE ANTI-DUPLICATION PROVI-

SION. 
(a) In section 1395ss(d)(3)(A)(v) of title 42, 

United States Code, insert ‘‘(a)’’ before ‘‘For’’, 
and after the first sentence insert: 

‘‘(b) For purposes of this subparagraph, a 
health insurance policy (which may be a con-
tract with a health maintenance organization) 
is not considered to ‘duplicate’ health benefits 
under this title or title XIX or under another 
health insurance policy if it— 

‘‘(1) provides comprehensive health care bene-
fits that replace the benefits provided by an-
other health insurance policy, 

‘‘(2) is being provided to an individual entitled 
to benefits under part A or enrolled under part 
B on the basis of section 226(b), and 

‘‘(3) coordinates against items and services 
available or paid for under this title or title 
XIX, provided that payments under this title or 
title XIX shall not be treated as payments under 
such policy in determining annual or lifetime 
benefit limits.’’. 

(b) In section 1395ss(d)(3)(A)(v) of title 42, 
United States Code, insert ‘‘(c)’’ before ‘‘For 
purposes of this clause’’. 
DIVISION 2—MEDICAID AND CHILDREN’S 

HEALTH INSURANCE INITIATIVES 
Subtitle I—Medicaid 

CHAPTER 1—MEDICAID SAVINGS 
Subchapter A—Managed Care Reforms 

SEC. 5701. STATE OPTION FOR MANDATORY MAN-
AGED CARE. 

(a) IN GENERAL.—Title XIX is amended— 

(1) by inserting after the title heading the fol-
lowing: 

‘‘PART A—GENERAL PROVISIONS’’; and 
(2) by adding at the end the following new 

part: 
‘‘PART B—PROVISIONS RELATING TO MANAGED 

CARE 
‘‘SEC. 1941. BENEFICIARY CHOICE; ENROLLMENT. 

‘‘(a) STATE OPTIONS FOR ENROLLMENT OF 
BENEFICIARIES IN MANAGED CARE ARRANGE-
MENTS.— 

‘‘(1) IN GENERAL.—Subject to the succeeding 
provisions of this part and notwithstanding 
paragraphs (1), (10)(B), and (23)(A) of section 
1902(a), a State may require an individual who 
is eligible for medical assistance under the State 
plan under this title and who is not a special 
needs individual (as defined in subsection (e)) to 
enroll with a managed care entity (as defined in 
section 1950(a)(1)) as a condition of receiving 
such assistance (and, with respect to assistance 
furnished by or under arrangements with such 
entity, to receive such assistance through the 
entity), if the following provisions are met: 

‘‘(A) ENTITY MEETS REQUIREMENTS.—The enti-
ty meets the applicable requirements of this 
part. 

‘‘(B) CONTRACT WITH STATE.—The entity en-
ters into a contract with the State to provide 
services for the benefit of individuals eligible for 
benefits under this title under which prepaid 
payments to such entity are made on an actu-
arially sound basis. Such contract shall specify 
benefits the provision (or arrangement) for 
which the entity is responsible. 

‘‘(C) CHOICE OF COVERAGE.— 
‘‘(i) IN GENERAL.—The State permits an indi-

vidual to choose a managed care entity from 
managed care organizations and primary care 
case managers who meet the requirements of 
this part but not less than from— 

‘‘(I) 2 medicaid managed care organizations, 
‘‘(II) a medicaid managed care organization 

and a primary care case manager, or 
‘‘(III) a primary care case manager as long as 

an individual may choose between 2 primary 
care case managers. 

‘‘(ii) STATE OPTION.—At the option of the 
State, a State shall be considered to meet the re-
quirements of clause (i) in the case of an indi-
vidual residing in a rural area, if the State— 

‘‘(I) requires the individual to enroll with a 
medicaid managed care organization or a pri-
mary care case manager if such organization or 
entity permits the individual to receive such as-
sistance through not less than 2 physicians or 
case managers (to the extent that at least 2 phy-
sicians or case managers are available to pro-
vide such assistance in the area), and 

‘‘(II) permits the individual to obtain such as-
sistance from any other provider in appropriate 
circumstances (as established by the State under 
regulations of the Secretary). 

‘‘(iii) RELIGIOUS CHOICE.—The State, in per-
mitting an individual to choose a managed care 
entity under clause (i) shall permit the indi-
vidual to have access to appropriate religiously- 
affiliated long-term care facilities that are not 
pervasively sectarian and that provide com-
parable non-sectarian medical care. With re-
spect to such access, the State shall permit an 
individual to select a facility that is not a part 
of the network of the managed care entity if 
such network does not provide access to appro-
priate faith-based facilities. Such facility that 
provides care under this clause shall accept the 
terms and conditions offered by the managed 
care entity to other providers in the network. No 
facility may be compelled to admit an individual 
if the medical director of that facility believes 
that the facility cannot provide the specific 
nursing care and services an enrollee requires. 

‘‘(D) CHANGES IN ENROLLMENT.—The State— 
‘‘(i) provides the individual with the oppor-

tunity to change enrollment among managed 
care entities once annually and notifies the in-
dividual of such opportunity not later than 60 

days prior to the first date on which the indi-
vidual may change enrollment, and 

‘‘(ii) permits individuals to terminate their en-
rollment as provided under paragraph (2). 

‘‘(E) ENROLLMENT PRIORITIES.—The State es-
tablishes a method for establishing enrollment 
priorities in the case of a managed care entity 
that does not have sufficient capacity to enroll 
all such individuals seeking enrollment under 
which individuals already enrolled with the en-
tity are given priority in continuing enrollment 
with the entity. 

‘‘(F) DEFAULT ENROLLMENT PROCESS.—The 
State establishes a default enrollment process 
which meets the requirements described in para-
graph (3) and under which any such individual 
who does not enroll with a managed care entity 
during the enrollment period specified by the 
State shall be enrolled by the State with such an 
entity in accordance with such process. 

‘‘(G) SANCTIONS.—The State establishes the 
sanctions provided for in section 1949. 

‘‘(H) INDIAN ENROLLMENT.—No individual 
who is an Indian (as defined in section 4 of the 
Indian Health Care Improvement Act of 1976) is 
required to enroll in any entity that is not one 
of the following (and only if such entity is par-
ticipating under the plan): 

‘‘(i) The Indian Health Service. 
‘‘(ii) An Indian health program operated by 

an Indian tribe or tribal organization pursuant 
to a contract, grant, cooperative agreement, or 
compact with the Indian Health Service pursu-
ant to the Indian Self-Determination Act (25 
U.S.C. 450 et seq.). 

‘‘(iii) An urban Indian health program oper-
ated by an urban Indian organization pursuant 
to a grant or contract with the Indian Health 
Service pursuant to title V of the Indian Health 
Care Improvement Act (25 U.S.C. 1601 et seq.). 

‘‘(2) TERMINATION OF ENROLLMENT.— 
‘‘(A) IN GENERAL.—The State, enrollment 

broker, and managed care entity (if any) shall 
permit an individual eligible for medical assist-
ance under the State plan under this title who 
is enrolled with the entity to terminate such en-
rollment for cause at any time, and without 
cause during the 90-day period beginning on the 
date the individual receives notice of enrollment 
and at least every 12 months thereafter, and 
shall notify each such individual of the oppor-
tunity to terminate enrollment under these con-
ditions. 

‘‘(B) FRAUDULENT INDUCEMENT OR COERCION 
AS GROUNDS FOR CAUSE.—For purposes of sub-
paragraph (A), an individual terminating en-
rollment with a managed care entity on the 
grounds that the enrollment was based on 
fraudulent inducement or was obtained through 
coercion or pursuant to the imposition against 
the managed care entity of the sanction de-
scribed in section 1949(b)(3) shall be considered 
to terminate such enrollment for cause. 

‘‘(C) NOTICE OF TERMINATION.— 
‘‘(i) NOTICE TO STATE.— 
‘‘(I) BY INDIVIDUALS.—Each individual termi-

nating enrollment with a managed care entity 
under subparagraph (A) shall do so by pro-
viding notice of the termination to an office of 
the State agency administering the State plan 
under this title, the State or local welfare agen-
cy, or an office of a managed care entity. 

‘‘(II) BY ORGANIZATIONS.—Any managed care 
entity which receives notice of an individual’s 
termination of enrollment with such entity 
through receipt of such notice at an office of a 
managed care entity shall provide timely notice 
of the termination to the State agency admin-
istering the State plan under this title. 

‘‘(ii) NOTICE TO PLAN.—The State agency ad-
ministering the State plan under this title or the 
State or local welfare agency which receives no-
tice of an individual’s termination of enrollment 
with a managed care entity under clause (i) 
shall provide timely notice of the termination to 
such entity. 
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‘‘(3) DEFAULT ENROLLMENT PROCESS REQUIRE-

MENTS.—The requirements of a default enroll-
ment process established by a State under para-
graph (1)(F) are as follows: 

‘‘(A) The process shall provide that the State 
may not enroll individuals with a managed care 
entity which is not in compliance with the ap-
plicable requirements of this part. 

‘‘(B) The process shall provide (consistent 
with subparagraph (A)) for enrollment of such 
an individual with a medicaid managed care or-
ganization— 

‘‘(i) that maintains existing provider-indi-
vidual relationships or that has entered into 
contracts with providers (such as Federally 
qualified health centers, rural health clinics, 
hospitals that qualify for disproportionate share 
hospital payments under section 1886(d)(5)(F), 
and hospitals described in section 
1886(d)(1)(B)(iii)) that have traditionally served 
beneficiaries under this title, and 

‘‘(ii) if there is no provider described in clause 
(i), in a manner that provides for an equitable 
distribution of individuals among all qualified 
managed care entities available to enroll indi-
viduals through such default enrollment proc-
ess, consistent with the enrollment capacities of 
such entities. 

‘‘(C) The process shall permit and assist an in-
dividual enrolled with an entity under such 
process to change such enrollment to another 
managed care entity during a period (of at least 
90 days) after the effective date of the enroll-
ment. 

‘‘(D) The process may provide for consider-
ation of factors such as quality, geographic 
proximity, continuity of providers, and capacity 
of the plan when conducting such process. 

‘‘(b) REENROLLMENT OF INDIVIDUALS WHO RE-
GAIN ELIGIBILITY.— 

‘‘(1) IN GENERAL.—If an individual eligible for 
medical assistance under a State plan under this 
title and enrolled with a managed care entity 
with a contract under subsection (a)(1)(B) 
ceases to be eligible for such assistance for a pe-
riod of not greater than 2 months, the State may 
provide for the automatic reenrollment of the in-
dividual with the entity as of the first day of 
the month in which the individual is again eligi-
ble for such assistance, and may consider fac-
tors such as quality, geographic proximity, con-
tinuity of providers, and capacity of the plan 
when conducting such reenrollment. 

‘‘(2) CONDITIONS.—Paragraph (1) shall only 
apply if— 

‘‘(A) the month for which the individual is to 
be reenrolled occurs during the enrollment pe-
riod covered by the individual’s original enroll-
ment with the managed care entity, 

‘‘(B) the managed care entity continues to 
have a contract with the State agency under 
subsection (a)(1)(B) as of the first day of such 
month, and 

‘‘(C) the managed care entity complies with 
the applicable requirements of this part. 

‘‘(3) NOTICE OF REENROLLMENT.—The State 
shall provide timely notice to a managed care 
entity of any reenrollment of an individual 
under this subsection. 

‘‘(c) STATE OPTION OF MINIMUM ENROLLMENT 
PERIOD.— 

‘‘(1) IN GENERAL.—In the case of an individual 
who is enrolled with a managed care entity 
under this part and who would (but for this 
subsection) lose eligibility for benefits under this 
title before the end of the minimum enrollment 
period (defined in paragraph (2)), the State plan 
under this title may provide, notwithstanding 
any other provision of this title, that the indi-
vidual shall be deemed to continue to be eligible 
for such benefits until the end of such minimum 
period, but, except for benefits furnished under 
section 1902(a)(23)(B), only with respect to such 
benefits provided to the individual as an en-
rollee of such entity. 

‘‘(2) MINIMUM ENROLLMENT PERIOD DE-
FINED.—For purposes of paragraph (1), the term 
‘minimum enrollment period’ means, with re-

spect to an individual’s enrollment with an enti-
ty under a State plan, a period, established by 
the State, of not more than 6 months beginning 
on the date the individual’s enrollment with the 
entity becomes effective, except that a State may 
extend such period for up to a total of 12 months 
in the case of an individual’s enrollment with a 
managed care entity (as defined in section 
1950(a)(1)) so long as such extension is done 
uniformly for all individuals enrolled with all 
such entities. 

‘‘(d) OTHER ENROLLMENT-RELATED PROVI-
SIONS.— 

‘‘(1) NONDISCRIMINATION.—A managed care 
entity may not discriminate on the basis of 
health status or anticipated need for services in 
the enrollment, reenrollment, or disenrollment of 
individuals eligible to receive medical assistance 
under a State plan under this title or by dis-
couraging enrollment (except as permitted by 
this section) by eligible individuals. 

‘‘(2) PROVISION OF INFORMATION.— 
‘‘(A) IN GENERAL.—Each State, enrollment 

broker, or managed care organization shall pro-
vide all enrollment notices and informational 
and instructional materials in a manner and 
form which may be easily understood by enroll-
ees of the entity who are eligible for medical as-
sistance under the State plan under this title, 
including enrollees and potential enrollees who 
are blind, deaf, disabled, or cannot read or un-
derstand the English language. 

‘‘(B) INFORMATION TO HEALTH CARE PRO-
VIDERS, ENROLLEES, AND POTENTIAL ENROLL-
EES.—Each medicaid managed care organization 
shall— 

‘‘(i) upon request, make the information de-
scribed in section 1945(c)(1) available to enroll-
ees and potential enrollees in the organization’s 
service area, and 

‘‘(ii) provide to enrollees and potential enroll-
ees information regarding all items and services 
that are available to enrollees under the con-
tract between the State and the organization 
that are covered either directly or through a 
method of referral and prior authorization. 

‘‘(3) PROVISION OF COMPARATIVE INFORMA-
TION.— 

‘‘(A) BY STATE.—A State that requires individ-
uals to enroll with managed care entities under 
this part shall annually provide to all enrollees 
and potential enrollees a list identifying the 
managed care entities that are (or will be) avail-
able and information described in subparagraph 
(C) concerning such entities. Such information 
shall be presented in a comparative, chart-like 
form. 

‘‘(B) BY ENTITY.—Upon the enrollment, or re-
newal of enrollment, of an individual with a 
managed care entity under this part, the entity 
shall provide such individual with the informa-
tion described in subparagraph (C) concerning 
such entity and other entities available in the 
area, presented in a comparative, chart-like 
form. 

‘‘(C) REQUIRED INFORMATION.—Information 
under this subparagraph, with respect to a man-
aged care entity for a year, shall include the 
following: 

‘‘(i) BENEFITS.—The benefits covered by the 
entity, including— 

‘‘(I) covered items and services beyond those 
provided under a traditional fee-for-service pro-
gram; 

‘‘(II) any beneficiary cost sharing; and 
‘‘(III) any maximum limitations on out-of- 

pocket expenses. 
‘‘(ii) PREMIUMS.—The net monthly premium, if 

any, under the entity. 
‘‘(iii) SERVICE AREA.—The service area of the 

entity. 
‘‘(iv) QUALITY AND PERFORMANCE.—To the ex-

tent available, quality and performance indica-
tors for the benefits under the entity (and how 
they compare to such indicators under the tradi-
tional fee-for-service programs in the area in-
volved), including— 

‘‘(I) disenrollment rates for enrollees electing 
to receive benefits through the entity for the 

previous 2 years (excluding disenrollment due to 
death or moving outside the service area of the 
entity); 

‘‘(II) information on enrollee satisfaction; 
‘‘(III) information on health process and out-

comes; 
‘‘(IV) grievance procedures; 
‘‘(V) the extent to which an enrollee may se-

lect the health care provider of their choice, in-
cluding health care providers within the net-
work of the entity and out-of-network health 
care providers (if the entity covers out-of-net-
work items and services); and 

‘‘(VI) an indication of enrollee exposure to 
balance billing and the restrictions on coverage 
of items and services provided to such enrollee 
by an out-of-network health care provider. 

‘‘(v) SUPPLEMENTAL BENEFITS OPTIONS.— 
Whether the entity offers optional supplemental 
benefits and the terms and conditions (including 
premiums) for such coverage. 

‘‘(vi) PHYSICIAN COMPENSATION.—An overall 
summary description as to the method of com-
pensation of participating physicians. 

‘‘(e) SPECIAL NEEDS INDIVIDUALS DE-
SCRIBED.—In this part, the term ‘special needs 
individual’ means any of the following individ-
uals: 

‘‘(1) SPECIAL NEEDS CHILD.—An individual 
who is under 19 years of age who— 

‘‘(A) is eligible for supplemental security in-
come under title XVI; 

‘‘(B) is described under section 501(a)(1)(D); 
‘‘(C) is a child described in section 1902(e)(3); 

or 
‘‘(D) is not described in any preceding sub-

paragraph but is in foster care or otherwise in 
an out-of-home placement. 

‘‘(2) MEDICARE BENEFICIARIES.—A qualified 
medicare beneficiary (as defined in section 
1905(p)(1)) or an individual otherwise eligible for 
benefits under title XVIII. 

‘‘(f) RULE OF CONSTRUCTION.—Nothing in this 
part shall be construed as allowing a managed 
care entity that has entered into a contract with 
the State under this part to restrict the choice of 
an individual in receiving services described in 
section 1905(a)(4)(C). 
‘‘SEC. 1942. BENEFICIARY ACCESS TO SERVICES 

GENERALLY. 
‘‘(a) ACCESS TO SERVICES.— 
‘‘(1) IN GENERAL.—Each managed care entity 

shall provide or arrange for the provision of all 
medically necessary medical assistance under 
this title which is specified in the contract en-
tered into between such entity and the State 
under section 1941(a)(1)(B) for enrollees who are 
eligible for medical assistance under the State 
plan under this title. 

‘‘(2) PRIMARY-CARE-PROVIDER-TO-ENROLLEE 
RATIO AND MAXIMUM TRAVEL TIME.—Each such 
entity shall assure adequate access to primary 
care services by meeting standards, established 
by the Secretary, relating to the maximum ratio 
of enrollees under this title to full-time-equiva-
lent primary care providers available to serve 
such enrollees and to maximum travel time for 
such enrollees to access such providers. The Sec-
retary may permit such a maximum ratio to vary 
depending on the area and population served. 
Such standards shall be based on standards 
commonly applied in the commercial market, 
commonly used in accreditation of managed 
care organizations, and standards used in the 
approval of waiver applications under section 
1115, and shall be consistent with the require-
ments of section 1876(c)(4)(A) and part C of title 
XVIII. 

‘‘(b) REFERRAL TO SPECIALTY CARE FOR EN-
ROLLEES REQUIRING TREATMENT BY SPECIAL-
ISTS.— 

‘‘(1) IN GENERAL.—In the case of an enrollee 
under a managed care entity and who has a 
condition or disease of sufficient seriousness 
and complexity to require treatment by a spe-
cialist, the entity shall make or provide for a re-
ferral to a specialist who is available and acces-
sible to provide the treatment for such condition 
or disease. 
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‘‘(2) SPECIALIST DEFINED.—For purposes of 

this subsection, the term ‘specialist’ means, with 
respect to a condition, a health care practi-
tioner, facility, or center (such as a center of ex-
cellence) that has adequate expertise through 
appropriate training and experience (including, 
in the case of a child, an appropriate pediatric 
specialist) to provide high quality care in treat-
ing the condition. 

‘‘(3) CARE UNDER REFERRAL.—Care provided 
pursuant to such referral under paragraph (1) 
shall be— 

‘‘(A) pursuant to a treatment plan (if any) de-
veloped by the specialist and approved by the 
entity, in consultation with the designated pri-
mary care provider or specialist and the enrollee 
(or the enrollee’s designee), and 

‘‘(B) in accordance with applicable quality as-
surance and utilization review standards of the 
entity. 
Nothing in this subsection shall be construed as 
preventing such a treatment plan for an enrollee 
from requiring a specialist to provide the pri-
mary care provider with regular updates on the 
specialty care provided, as well as all necessary 
medical information. 

‘‘(4) REFERRALS TO PARTICIPATING PRO-
VIDERS.—An entity is not required under para-
graph (1) to provide for a referral to a specialist 
that— 

‘‘(A) is not a participating provider, unless 
the entity does not have an appropriate spe-
cialist that is available and accessible to treat 
the enrollee’s condition, and 

‘‘(B) is a participating provider with respect 
to such treatment. 

‘‘(5) TREATMENT OF NONPARTICIPATING PRO-
VIDERS.—If an entity refers an enrollee to a 
nonparticipating specialist, services provided 
pursuant to the approved treatment plan shall 
be provided at no additional cost to the enrollee 
beyond what the enrollee would otherwise pay 
for services received by such a specialist that is 
a participating provider. 

‘‘(c) TIMELY DELIVERY OF SERVICES.—Each 
managed care entity shall respond to requests 
from enrollees for the delivery of medical assist-
ance in a manner which— 

‘‘(1) makes such assistance— 
‘‘(A) available and accessible to each such in-

dividual, within the area served by the entity, 
with reasonable promptness and in a manner 
which assures continuity; and 

‘‘(B) when medically necessary, available and 
accessible 24 hours a day and 7 days a week, 
and 

‘‘(2) with respect to assistance provided to 
such an individual other than through the enti-
ty, or without prior authorization, in the case of 
a primary care case manager, provides for reim-
bursement to the individual (if applicable under 
the contract between the State and the entity) 
if— 

‘‘(A) the services were medically necessary 
and immediately required because of an unfore-
seen illness, injury, or condition and meet the 
requirements for access to emergency care under 
section 1943; and 

‘‘(B) it was not reasonable given the cir-
cumstances to obtain the services through the 
entity, or, in the case of a primary care case 
manager, with prior authorization. 

‘‘(d) INTERNAL GRIEVANCE PROCEDURE.—Each 
medicaid managed care organization shall es-
tablish an internal grievance procedure under 
which an enrollee who is eligible for medical as-
sistance under the State plan under this title, or 
a provider on behalf of such an enrollee, may 
challenge the denial of coverage of or payment 
for such assistance. 

‘‘(e) INFORMATION ON BENEFIT CARVE OUTS.— 
Each managed care entity shall inform each en-
rollee, in a written and prominent manner, of 
any benefits to which the enrollee may be enti-
tled to medical assistance under this title but 
which are not made available to the enrollee 
through the entity. Such information shall in-
clude information on where and how such en-

rollees may access benefits not made available to 
the enrollee through the entity. 

‘‘(f) DEMONSTRATION OF ADEQUATE CAPACITY 
AND SERVICES.—Each medicaid managed care 
organization shall provide the State and the 
Secretary with adequate assurances (as deter-
mined by the Secretary) that the organization, 
with respect to a service area— 

‘‘(1) has the capacity to serve the expected en-
rollment in such service area, 

‘‘(2) offers an appropriate range of services for 
the population expected to be enrolled in such 
service area, including transportation services 
and translation services consisting of the prin-
cipal languages spoken in the service area, 

‘‘(3) maintains a sufficient number, mix, and 
geographic distribution of providers of services 
included in the contract with the State to ensure 
that services are available to individuals receiv-
ing medical assistance and enrolled in the orga-
nization to the same extent that such services 
are available to individuals enrolled in the orga-
nization who are not recipients of medical as-
sistance under the State plan under this title, 

‘‘(4) maintains extended hours of operation 
with respect to primary care services that are 
beyond those maintained during a normal busi-
ness day, 

‘‘(5) provides preventive and primary care 
services in locations that are readily accessible 
to members of the community, 

‘‘(6) provides information concerning edu-
cational, social, health, and nutritional services 
offered by other programs for which enrollees 
may be eligible, and 

‘‘(7) complies with such other requirements re-
lating to access to care as the Secretary or the 
State may impose. 

‘‘(g) COMPLIANCE WITH CERTAIN MATERNITY 
AND MENTAL HEALTH REQUIREMENTS.—Each 
medicaid managed care organization shall com-
ply with the requirements of subpart 2 of part A 
of title XXVII of the Public Health Service Act 
insofar as such requirements apply with respect 
to a health insurance issuer that offers group 
health insurance coverage. 

‘‘(h) TREATMENT OF CHILDREN WITH SPECIAL 
HEALTH CARE NEEDS.— 

‘‘(1) IN GENERAL.—In the case of an enrollee 
of a managed care entity who is a child de-
scribed in section 1941(e)(1)— 

‘‘(A) if any medical assistance specified in the 
contract with the State is identified in a treat-
ment plan prepared for the enrollee, the man-
aged care entity shall provide (or arrange to be 
provided) such assistance in accordance with 
the treatment plan either— 

‘‘(i) by referring the enrollee to a pediatric 
health care provider who is trained and experi-
enced in the provision of such assistance and 
who has a contract with the managed care enti-
ty to provide such assistance; or 

‘‘(ii) if appropriate services are not available 
through the managed care entity, permitting 
such enrollee to seek appropriate specialty serv-
ices from pediatric health care providers outside 
of or apart from the managed care entity, and 

‘‘(B) the managed care entity shall require 
each health care provider with whom the man-
aged care entity has entered into an agreement 
to provide medical assistance to enrollees to fur-
nish the medical assistance specified in such en-
rollee’s treatment plan to the extent the health 
care provider is able to carry out such treatment 
plan. 

‘‘(2) PRIOR AUTHORIZATION.—An enrollee re-
ferred for treatment under paragraph (1)(A)(i), 
or permitted to seek treatment outside of or 
apart from the managed care entity under para-
graph (1)(A)(ii) shall be deemed to have ob-
tained any prior authorization required by the 
entity. 
‘‘SEC. 1943. REQUIREMENTS FOR ACCESS TO 

EMERGENCY CARE. 
‘‘(a) IN GENERAL.—A managed care entity 

shall— 
‘‘(1) provide coverage for emergency services 

(as defined in subsection (c)) without regard to 

prior authorization or the emergency care pro-
vider’s contractual relationship with the organi-
zation; and 

‘‘(2) comply with such guidelines as the Sec-
retary shall prescribe relating to promoting effi-
cient and timely coordination of appropriate 
maintenance and post-stabilization care of an 
enrollee after the enrollee has been determined 
to be stable in accordance with section 1867. 

‘‘(b) CONTENT OF GUIDELINES.—The guidelines 
prescribed under subsection (a) shall provide 
that— 

‘‘(1) a provider of emergency services shall 
make a documented good faith effort to contact 
the managed care entity in a timely fashion 
from the point at which the individual is sta-
bilized to request approval for medically nec-
essary post-stabilization care, 

‘‘(2) the entity shall respond in a timely fash-
ion to the initial contact with the entity with a 
decision as to whether the services for which ap-
proval is requested will be authorized, and 

‘‘(3) if a denial of a request is communicated, 
the entity shall, upon request from the treating 
physician, arrange for a physician who is au-
thorized by the entity to review the denial to 
communicate directly with the treating physi-
cian in a timely fashion. 

‘‘(c) DEFINITION OF EMERGENCY SERVICES.—In 
this section— 

‘‘(1) IN GENERAL.—The term ‘emergency serv-
ices’ means, with respect to an individual en-
rolled with a managed care entity, covered inpa-
tient and outpatient services that— 

‘‘(A) are furnished by a provider that is quali-
fied to furnish such services under this title, and 

‘‘(B) are needed to evaluate or stabilize an 
emergency medical condition (as defined in sub-
paragraph (B)). 

‘‘(2) EMERGENCY MEDICAL CONDITION BASED ON 
PRUDENT LAYPERSON.—The term ‘emergency 
medical condition’ means a medical condition 
manifesting itself by acute symptoms of suffi-
cient severity (including severe pain) such that 
a prudent layperson, who possesses an average 
knowledge of health and medicine, could rea-
sonably expect the absence of immediate medical 
attention to result in— 

‘‘(A) placing the health of the individual (or, 
with respect to a pregnant woman, the health of 
the woman or her unborn child) in serious jeop-
ardy, 

‘‘(B) serious impairment to bodily functions, 
or 

‘‘(C) serious dysfunction of any bodily organ 
or part. 
‘‘SEC. 1944. OTHER BENEFICIARY PROTECTIONS. 

‘‘(a) PROTECTING ENROLLEES AGAINST THE IN-
SOLVENCY OF MANAGED CARE ENTITIES AND 
AGAINST THE FAILURE OF THE STATE TO PAY 
SUCH ENTITIES.—Each managed care entity 
shall provide that an individual eligible for med-
ical assistance under the State plan under this 
title who is enrolled with the entity may not be 
held liable— 

‘‘(1) for the debts of the managed care entity, 
in the event of the entity’s insolvency, 

‘‘(2) for services provided to the individual— 
‘‘(A) in the event of the entity failing to re-

ceive payment from the State for such services; 
or 

‘‘(B) in the event of a health care provider 
with a contractual or other arrangement with 
the entity failing to receive payment from the 
State or the managed care entity for such serv-
ices, or 

‘‘(3) for the debts of any health care provider 
with a contractual or other arrangement with 
the entity to provide services to the individual, 
in the event of the insolvency of the health care 
provider. 

‘‘(b) PROTECTION OF BENEFICIARIES AGAINST 
BALANCE BILLING THROUGH SUBCONTRACTORS.— 

‘‘(1) IN GENERAL.—Any contract between a 
managed care entity that has an agreement 
with a State under this title and another entity 
under which the other entity (or any other enti-
ty pursuant to the contract) provides directly or 
indirectly for the provision of services to bene-
ficiaries under the agreement with the State 
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shall include such provisions as the Secretary 
may require in order to assure that the other en-
tity complies with balance billing limitations 
and other requirements of this title (such as lim-
itation on withholding of services) as they 
would apply to the managed care entity if such 
entity provided such services directly and not 
through a contract with another entity. 

‘‘(2) APPLICATION OF SANCTIONS FOR VIOLA-
TIONS.—The provisions of section 1128A(b)(2)(B) 
and 1128B(d)(1) shall apply with respect to enti-
ties contracting directly or indirectly with a 
managed care entity (with a contract with a 
State under this title) for the provision of serv-
ices to beneficiaries under such a contract in the 
same manner as such provisions would apply to 
the managed care entity if it provided such serv-
ices directly and not through a contract with 
another entity. 
‘‘SEC. 1945. ASSURING QUALITY CARE. 

‘‘(a) EXTERNAL INDEPENDENT REVIEW OF MAN-
AGED CARE ENTITY ACTIVITIES.— 

‘‘(1) REVIEW OF MEDICAID MANAGED CARE OR-
GANIZATION CONTRACT.— 

‘‘(A) IN GENERAL.—Except as provided in 
paragraph (2), each medicaid managed care or-
ganization shall be subject to an annual exter-
nal independent review of the quality outcomes 
and timeliness of, and access to, the items and 
services specified in such organization’s con-
tract with the State under section 1941(a)(1)(B). 
Such review shall specifically evaluate the ex-
tent to which the medicaid managed care orga-
nization provides such services in a timely man-
ner. 

‘‘(B) CONTENTS OF REVIEW.—An external inde-
pendent review conducted under this subsection 
shall include— 

‘‘(i) a review of the entity’s medical care, 
through sampling of medical records or other 
appropriate methods, for indications of quality 
of care and inappropriate utilization (including 
overutilization) and treatment, 

‘‘(ii) a review of enrollee inpatient and ambu-
latory data, through sampling of medical 
records or other appropriate methods, to deter-
mine trends in quality and appropriateness of 
care, 

‘‘(iii) notification of the entity and the State 
when the review under this paragraph indicates 
inappropriate care, treatment, or utilization of 
services (including overutilization), and 

‘‘(iv) other activities as prescribed by the Sec-
retary or the State. 

‘‘(C) USE OF PROTOCOLS.—An external inde-
pendent review conducted under this subsection 
on and after January 1, 1999, shall use protocols 
that have been developed, tested, and validated 
by the Secretary and that are at least as rig-
orous as those used by the National Committee 
on Quality Assurance as of the date of the en-
actment of this section. 

‘‘(D) AVAILABILITY OF RESULTS.—The results 
of each external independent review conducted 
under this paragraph shall be available to par-
ticipating health care providers, enrollees, and 
potential enrollees of the medicaid managed 
care organization, except that the results may 
not be made available in a manner that discloses 
the identity of any individual patient. 

‘‘(2) DEEMED COMPLIANCE.— 
‘‘(A) MEDICARE ORGANIZATIONS.—The require-

ments of paragraph (1) shall not apply with re-
spect to a medicaid managed care organization 
if the organization is an eligible organization 
with a contract in effect under section 1876 or 
under part C of title XVIII. 

‘‘(B) PRIVATE ACCREDITATION.— 
‘‘(i) IN GENERAL.—The requirements of para-

graph (1) shall not apply with respect to a med-
icaid managed care organization if— 

‘‘(I) the organization is accredited by an orga-
nization meeting the requirements described in 
subparagraph (C)), and 

‘‘(II) the standards and process under which 
the organization is accredited meet such require-
ments as are established under clause (ii), with-

out regard to whether or not the time require-
ment of such clause is satisfied. 

‘‘(ii) STANDARDS AND PROCESS.—Not later than 
180 days after the date of the enactment of this 
section, the Secretary shall specify requirements 
for the standards and process under which a 
medicaid managed care organization is accred-
ited by an organization meeting the require-
ments of subparagraph (B). 

‘‘(C) ACCREDITING ORGANIZATION.—An accred-
iting organization meets the requirements of this 
subparagraph if the organization— 

‘‘(i) is a private, nonprofit organization, 
‘‘(ii) exists for the primary purpose of accred-

iting managed care organizations or health care 
providers, and 

‘‘(iii) is independent of health care providers 
or associations of health care providers. 

‘‘(3) REVIEW OF PRIMARY CARE CASE MANAGER 
CONTRACT.—Each primary care case manager 
shall be subject to an annual external inde-
pendent review of the quality and timeliness of, 
and access to, the items and services specified in 
the contract entered into between the State and 
the primary care case manager under section 
1941(a)(1)(B). 

‘‘(4) USE OF VALIDATION SURVEYS.—The Sec-
retary shall conduct surveys each year to vali-
date external reviews of the number of managed 
care entities in the year. In conducting such 
surveys the Secretary shall use the same proto-
cols as were used in preparing the external re-
views. If an external review finds that an indi-
vidual managed care entity meets applicable re-
quirements, but the Secretary determines that 
the entity does not meet such requirements, the 
Secretary’s determination as to the entity’s non-
compliance with such requirements is binding 
and supersedes that of the previous survey. 

‘‘(b) FEDERAL MONITORING RESPONSIBIL-
ITIES.—The Secretary shall review the external 
independent reviews conducted pursuant to sub-
section (a) and shall monitor the effectiveness of 
the State’s monitoring of managed care entities 
and any followup activities required under this 
part. If the Secretary determines that a State’s 
monitoring and followup activities are not ade-
quate to ensure that the requirements of such 
section are met, the Secretary shall undertake 
appropriate followup activities to ensure that 
the State improves its monitoring and followup 
activities. 

‘‘(c) PROVIDING INFORMATION ON SERVICES.— 
‘‘(1) REQUIREMENTS FOR MEDICAID MANAGED 

CARE ORGANIZATIONS.—Each medicaid managed 
care organization shall provide to the State com-
plete and timely information concerning the fol-
lowing: 

‘‘(A) The services that the organization pro-
vides to (or arranges to be provided to) individ-
uals eligible for medical assistance under the 
State plan under this title. 

‘‘(B) The identity, locations, qualifications, 
and availability of participating health care 
providers. 

‘‘(C) The rights and responsibilities of enroll-
ees. 

‘‘(D) The services provided by the organiza-
tion which are subject to prior authorization by 
the organization as a condition of coverage (in 
accordance with subsection (d)). 

‘‘(E) The procedures available to an enrollee 
and a health care provider to appeal the failure 
of the organization to cover a service. 

‘‘(F) The performance of the organization in 
serving individuals eligible for medical assist-
ance under the State plan under this title. 
Such information shall be provided in a form 
consistent with the reporting of similar informa-
tion by eligible organizations under section 1876 
or under part C of title XVIII. 

‘‘(2) REQUIREMENTS FOR PRIMARY CARE CASE 
MANAGERS.—Each primary care case manager 
shall— 

‘‘(A) provide to the State (at least at such fre-
quency as the Secretary may require), complete 
and timely information concerning the services 
that the primary care case manager provides to 

(or arranges to be provided to) individuals eligi-
ble for medical assistance under the State plan 
under this title, 

‘‘(B) make available to enrollees and potential 
enrollees information concerning services avail-
able to the enrollee for which prior authoriza-
tion by the primary care case manager is re-
quired, 

‘‘(C) provide enrollees and potential enrollees 
information regarding all items and services 
that are available to enrollees under the con-
tract between the State and the primary care 
case manager that are covered either directly or 
through a method of referral and prior author-
ization, and 

‘‘(D) provide assurances that such entities 
and their professional personnel are licensed as 
required by State law and qualified to provide 
case management services, through methods 
such as ongoing monitoring of compliance with 
applicable requirements and providing informa-
tion and technical assistance. 

‘‘(3) REQUIREMENTS FOR BOTH MEDICAID MAN-
AGED CARE ORGANIZATIONS AND PRIMARY CARE 
CASE MANAGERS.—Each managed care entity 
shall provide the State with aggregate encounter 
data for all items and services, including early 
and periodic screening, diagnostic, and treat-
ment services under section 1905(r) furnished to 
individuals under 21 years of age. Any such 
data provided may be audited by the State. 

‘‘(d) CONDITIONS FOR PRIOR AUTHORIZA-
TION.—Subject to section 1943, a managed care 
entity may require the approval of medical as-
sistance for nonemergency services before the 
assistance is furnished to an enrollee only if the 
system providing for such approval provides 
that such decisions are made in a timely man-
ner, depending upon the urgency of the situa-
tion. 

‘‘(e) PATIENT ENCOUNTER DATA.—Each med-
icaid managed care organization shall maintain 
sufficient patient encounter data to identify the 
health care provider who delivers services to pa-
tients and to otherwise enable the State plan to 
meet the requirements of section 1902(a)(27) and 
shall submit such data to the State or the Sec-
retary upon request. The medicaid managed 
care organization shall incorporate such infor-
mation in the maintenance of patient encounter 
data with respect to such health care provider. 

‘‘(f) INCENTIVES FOR HIGH QUALITY MANAGED 
CARE ENTITIES.—The Secretary and the State 
may establish a program to reward, through 
public recognition, incentive payments, or en-
rollment of additional individuals (or combina-
tions of such rewards), managed care entities 
that provide the highest quality care to individ-
uals eligible for medical assistance under the 
State plan under this title who are enrolled with 
such entities. For purposes of section 1903(a)(7), 
proper expenses incurred by a State in carrying 
out such a program shall be considered to be ex-
penses necessary for the proper and efficient ad-
ministration of the State plan under this title. 

‘‘(g) QUALITY ASSURANCE STANDARDS.—Any 
contract between a State and a managed care 
entity shall provide— 

‘‘(1) that the State agency will develop and 
implement a State specific quality assessment 
and improvement strategy, consistent with 
standards that the Secretary, in consultation 
with the States, shall establish and monitor (but 
that shall not preempt any State standards that 
are more stringent than the standards estab-
lished under this paragraph), and that in-
cludes— 

‘‘(A) standards for access to care so that cov-
ered services are available within reasonable 
timeframes and in a manner that ensures con-
tinuity of care and adequate primary care and 
specialized services capacity; and 

‘‘(B) procedures for monitoring and evalu-
ating the quality and appropriateness of care 
and services to beneficiaries that reflect the full 
spectrum of populations enrolled in the plan 
and that include— 
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‘‘(i) requirements for provision of quality as-

surance data to the State using the data and in-
formation set that the Secretary, in consultation 
with the States, shall specify with respect to en-
tities contracting under section 1876 or under 
part C of title XVIII or alternative data require-
ments approved by the Secretary; 

‘‘(ii) if necessary, an annual examination of 
the scope and content of the quality improve-
ment strategy; and 

‘‘(iii) other aspects of care and service directly 
related to the improvement of quality of care 
(including grievance procedures and marketing 
and information standards), 

‘‘(2) that entities entering into such agree-
ments under which payment is made on a pre-
paid capitated or other risk basis shall be re-
quired— 

‘‘(A) to submit to the State agency informa-
tion that demonstrates significant improvement 
in the care delivered to members; 

‘‘(B) to maintain an internal quality assur-
ance program consistent with paragraph (1), 
and meeting standards that the Secretary, in 
consultation with the States, shall establish in 
regulations; and 

‘‘(C) to provide effective procedures for hear-
ing and resolving grievances between the entity 
and members enrolled with the entity under this 
section, and 

‘‘(3) that provision is made, consistent with 
State law or with regulations under State law, 
with respect to the solvency of those entities, fi-
nancial reporting by those entities, and avoid-
ance of waste, fraud, and abuse. 

‘‘(h) ANNUAL REPORT ON NON-HEALTH EX-
PENDITURES.—Each medicaid managed care or-
ganization shall annually provide to enrollees a 
statement disclosing the proportion of the pre-
miums and other revenues received by the orga-
nization that are expended for non-health care 
items and services. 
‘‘SEC. 1946. PROTECTIONS FOR PROVIDERS. 

‘‘(a) TIMELINESS OF PAYMENT.—A medicaid 
managed care organization shall make payment 
to health care providers for items and services 
which are subject to the contract under section 
1941(a)(1)(B) and which are furnished to indi-
viduals eligible for medical assistance under the 
State plan under this title who are enrolled with 
the entity on a timely basis consistent with sec-
tion 1943 and under the claims payment proce-
dures described in section 1902(a)(37)(A), unless 
the health care provider and the managed care 
entity agree to an alternate payment schedule. 

‘‘(b) PHYSICIAN INCENTIVE PLANS.—Each med-
icaid managed care organization shall require 
that any physician incentive plan covering phy-
sicians who are participating in the medicaid 
managed care organization shall meet the re-
quirements of section 1876(i)(8) and comparable 
requirements under part C of title XVIII. 

‘‘(c) WRITTEN PROVIDER PARTICIPATION 
AGREEMENTS FOR CERTAIN PROVIDERS.— 

‘‘(1) IN GENERAL.—Each medicaid managed 
care organization that enters into a written pro-
vider participation agreement with a provider 
described in paragraph (2) shall— 

‘‘(A) include terms and conditions that are no 
more restrictive than the terms and conditions 
that the medicaid managed care organization 
includes in its agreements with other partici-
pating providers with respect to— 

‘‘(i) the scope of covered services for which 
payment is made to the provider; 

‘‘(ii) the assignment of enrollees by the orga-
nization to the provider; 

‘‘(iii) the limitation on financial risk or avail-
ability of financial incentives to the provider; 

‘‘(iv) accessibility of care; 
‘‘(v) professional credentialing and 

recredentialing; 
‘‘(vi) licensure; 
‘‘(vii) quality and utilization management; 
‘‘(viii) confidentiality of patient records; 
‘‘(ix) grievance procedures; and 
‘‘(x) indemnification arrangements between 

the organizations and providers; and 

‘‘(B) provide for payment to the provider on a 
basis that is comparable to the basis on which 
other providers are paid. 

‘‘(2) PROVIDERS DESCRIBED.—The providers 
described in this paragraph are the following: 

‘‘(A) Rural health clinics, as defined in sec-
tion 1905(l)(1). 

‘‘(B) Federally-qualified health centers, as de-
fined in section 1905(l)(2)(B). 

‘‘(C) Clinics which are eligible to receive pay-
ment for services provided under title X of the 
Public Health Service Act. 

‘‘(d) PAYMENTS TO RURAL HEALTH CLINICS 
AND FEDERALLY-QUALIFIED HEALTH CENTERS.— 
Each medicaid managed care organization that 
has a contract under this title with respect to 
the provision of services of a rural health clinic 
or a Federally-qualified health center shall pro-
vide, at the election of such clinic or center, that 
the organization shall provide payments to such 
a clinic or center for services described in 
1905(a)(2)(C) at the rates of payment specified in 
section 1902(a)(13)(E). 

‘‘(e) ANTIDISCRIMINATION.—A managed care 
entity shall not discriminate with respect to par-
ticipation, reimbursement, or indemnification as 
to any provider who is acting within the scope 
of the provider’s license or certification under 
applicable State law, solely on the basis of such 
license or certification. This subsection shall not 
be construed to prohibit a managed care entity 
from including providers only to the extent nec-
essary to meet the needs of the entity’s enrollees 
or from establishing any measure designed to 
maintain quality and control costs consistent 
with the responsibilities of the entity. 
‘‘SEC. 1947. ASSURING ADEQUACY OF PAYMENTS 

TO MEDICAID MANAGED CARE ORGA-
NIZATIONS AND ENTITIES. 

A State shall find, determine, and make assur-
ances satisfactory to the Secretary that the rates 
it pays a managed care entity for individuals el-
igible under the State plan have been deter-
mined by an independent actuary that meets the 
standards for qualification and practice estab-
lished by the Actuarial Standards Board, to be 
sufficient and not excessive with respect to the 
estimated costs of the services provided. 
‘‘SEC. 1948. FRAUD AND ABUSE. 

‘‘(a) PROVISIONS APPLICABLE TO MANAGED 
CARE ENTITIES.— 

‘‘(1) PROHIBITING AFFILIATIONS WITH INDIVID-
UALS DEBARRED BY FEDERAL AGENCIES.— 

‘‘(A) IN GENERAL.—A managed care entity 
may not knowingly— 

‘‘(i) have a person described in subparagraph 
(C) as a director, officer, partner, or person with 
beneficial ownership of more than 5 percent of 
the entity’s equity, or 

‘‘(ii) have an employment, consulting, or other 
agreement with a person described in such sub-
paragraph for the provision of items and serv-
ices that are significant and material to the en-
tity’s obligations under its contract with the 
State. 

‘‘(B) EFFECT OF NONCOMPLIANCE.—If a State 
finds that a managed care entity is not in com-
pliance with clause (i) or (ii) of subparagraph 
(A), the State— 

‘‘(i) shall notify the Secretary of such non-
compliance, 

‘‘(ii) may continue an existing agreement with 
the entity unless the Secretary (in consultation 
with the Inspector General of the Department of 
Health and Human Services) directs otherwise, 
and 

‘‘(iii) may not renew or otherwise extend the 
duration of an existing agreement with the enti-
ty unless the Secretary (in consultation with the 
Inspector General of the Department of Health 
and Human Services) provides to the State and 
to the Congress a written statement describing 
compelling reasons that exist for renewing or ex-
tending the agreement. 

‘‘(C) PERSONS DESCRIBED.—A person is de-
scribed in this subparagraph if such person— 

‘‘(i) is debarred, suspended, or otherwise ex-
cluded from participating in procurement activi-

ties under any Federal procurement or non-
procurement program or activity, as provided for 
in the Federal Acquisition Streamlining Act of 
1994 (Public Law 103–355; 108 Stat. 3243), or 

‘‘(ii) is an affiliate (as defined in such Act) of 
a person described in clause (i). 

‘‘(2) RESTRICTIONS ON MARKETING.— 
‘‘(A) DISTRIBUTION OF MATERIALS.— 
‘‘(i) IN GENERAL.—A managed care entity may 

not distribute directly or through any agent or 
independent contractor marketing materials 
within any State— 

‘‘(I) without the prior approval of the State, 
and 

‘‘(II) that contain false or materially mis-
leading information. 

‘‘(ii) CONSULTATION IN REVIEW OF MARKET MA-
TERIALS.—In the process of reviewing and ap-
proving such materials, the State shall provide 
for consultation with a medical care advisory 
committee. 

‘‘(iii) PROHIBITION.—The State may not enter 
into or renew a contract with a managed care 
entity for the provision of services to individuals 
enrolled under the State plan under this title if 
the State determines that the entity distributed 
directly or through any agent or independent 
contractor marketing materials in violation of 
clause (i). 

‘‘(B) SERVICE MARKET.—A managed care enti-
ty shall distribute marketing materials to the en-
tire service area of such entity. 

‘‘(C) PROHIBITION OF TIE-INS.—A managed 
care entity, or any agency of such entity, may 
not seek to influence an individual’s enrollment 
with the entity in conjunction with the sale of 
any other insurance. 

‘‘(D) PROHIBITING MARKETING FRAUD.—Each 
managed care entity shall comply with such 
procedures and conditions as the Secretary pre-
scribes in order to ensure that, before an indi-
vidual is enrolled with the entity, the individual 
is provided accurate oral and written and suffi-
cient information to make an informed decision 
whether or not to enroll. 

‘‘(E) PROHIBITION OF COLD CALL MAR-
KETING.—Each managed care entity shall not, 
directly or indirectly, conduct door-to-door, tele-
phonic, or other ‘cold call’ marketing of enroll-
ment under this title. 

‘‘(b) PROVISIONS APPLICABLE ONLY TO MED-
ICAID MANAGED CARE ORGANIZATIONS.— 

‘‘(1) STATE CONFLICT-OF-INTEREST SAFEGUARDS 
IN MEDICAID RISK CONTRACTING.—A medicaid 
managed care organization may not enter into a 
contract with any State under section 
1941(a)(1)(B) unless the State has in effect con-
flict-of-interest safeguards with respect to offi-
cers and employees of the State with responsibil-
ities relating to contracts with such organiza-
tions or to the default enrollment process de-
scribed in section 1941(a)(1)(F) that are at least 
as effective as the Federal safeguards provided 
under section 27 of the Office of Federal Pro-
curement Policy Act (41 U.S.C. 423), against 
conflicts of interest that apply with respect to 
Federal procurement officials with comparable 
responsibilities with respect to such contracts. 

‘‘(2) REQUIRING DISCLOSURE OF FINANCIAL IN-
FORMATION.—In addition to any requirements 
applicable under paragraph (27) or (35) of sec-
tion 1902(a), a medicaid managed care organiza-
tion shall— 

‘‘(A) report to the State such financial infor-
mation as the State may require to demonstrate 
that— 

‘‘(i) the organization has the ability to bear 
the risk of potential financial losses and other-
wise has a fiscally sound operation; 

‘‘(ii) the organization uses the funds paid to it 
by the State for activities consistent with the re-
quirements of this title and the contract between 
the State and organization; and 

‘‘(iii) the organization does not place an indi-
vidual physician, physician group, or other 
health care provider at substantial risk for serv-
ices not provided by such physician, group, or 
health care provider, by providing adequate pro-
tection to limit the liability of such physician, 
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group, or health care provider, through meas-
ures such as stop loss insurance or appropriate 
risk corridors, 

‘‘(B) agree that the Secretary and the State 
(or any person or organization designated by ei-
ther) shall have the right to audit and inspect 
any books and records of the organization (and 
of any subcontractor) relating to the informa-
tion reported pursuant to subparagraph (A) and 
any information required to be furnished under 
section paragraphs (27) or (35) of section 
1902(a), 

‘‘(C) make available to the Secretary and the 
State a description of each transaction described 
in subparagraphs (A) through (C) of section 
1318(a)(3) of the Public Health Service Act be-
tween the organization and a party in interest 
(as defined in section 1318(b) of such Act), 

‘‘(D) agree to make available to its enrollees 
upon reasonable request— 

‘‘(i) the information reported pursuant to sub-
paragraph (A); and 

‘‘(ii) the information required to be disclosed 
under sections 1124 and 1126, 

‘‘(E) comply with subsections (a) and (c) of 
section 1318 of the Public Health Service Act (re-
lating to disclosure of certain financial informa-
tion) and with the requirement of section 
1301(c)(8) of such Act (relating to liability ar-
rangements to protect members), and 

‘‘(F) notify the State of loans and other spe-
cial financial arrangements which are made be-
tween the organization and subcontractors, af-
filiates, and related parties. 
Each State is required to conduct audits on the 
books and records of at least 1 percent of the 
number of medicaid managed care organizations 
operating in the State. 

‘‘(3) ADEQUATE PROVISION AGAINST RISK OF IN-
SOLVENCY.— 

‘‘(A) ESTABLISHMENT OF STANDARDS.—The 
Secretary shall establish standards, including 
appropriate equity standards, under which each 
medicaid managed care organization shall make 
adequate provision against the risk of insol-
vency. 

‘‘(B) CONSIDERATION OF OTHER STANDARDS.— 
In establishing the standards described in sub-
paragraph (A), the Secretary shall consider sol-
vency standards applicable to eligible organiza-
tions with a risk-sharing contract under section 
1876 or under part C of title XVIII. 

‘‘(C) MODEL CONTRACT ON SOLVENCY.—At the 
earliest practicable time after the date of the en-
actment of this section, the Secretary shall issue 
guidelines concerning solvency standards for 
risk contracting entities and subcontractors of 
such risk contracting entities. Such guidelines 
shall take into account characteristics that may 
differ among risk contracting entities, including 
whether such an entity is at risk for inpatient 
hospital services. 

‘‘(4) REQUIRING REPORT ON NET EARNINGS AND 
ADDITIONAL BENEFITS.—Each medicaid managed 
care organization shall submit a report to the 
State not later than 12 months after the close of 
a contract year containing the most recent au-
dited financial statement of the organization’s 
net earnings and consistent with generally ac-
cepted accounting principles. 

‘‘(c) DISCLOSURE OF OWNERSHIP AND RELATED 
INFORMATION.—Each medicaid managed care or-
ganization shall provide for disclosure of infor-
mation in accordance with section 1124. 

‘‘(d) DISCLOSURE OF TRANSACTION INFORMA-
TION.— 

‘‘(1) IN GENERAL.—Each medicaid managed 
care organization which is not a qualified 
health maintenance organization (as defined in 
section 1310(d) of the Public Health Service Act) 
shall report to the State and, upon request, to 
the Secretary, the Inspector General of the De-
partment of Health and Human Services, and 
the Comptroller General, a description of trans-
actions between the organization and a party in 
interest (as defined in section 1318(b) of such 
Act), including the following transactions: 

‘‘(A) Any sale or exchange, or leasing of any 
property between the organization and such a 
party. 

‘‘(B) Any furnishing for consideration of 
goods, services (including management services), 
or facilities between the organization and such 
a party, but not including salaries paid to em-
ployees for services provided in the normal 
course of their employment. 

‘‘(C) Any lending of money or other extension 
of credit between the organization and such a 
party. 
The State or Secretary may require that infor-
mation reported respecting an organization 
which controls, or is controlled by, or is under 
common control with, another entity be in the 
form of a consolidated financial statement for 
the organization and such entity. 

‘‘(2) DISCLOSURE TO ENROLLEES.—Each such 
organization shall make the information re-
ported pursuant to paragraph (1) available to 
its enrollees upon reasonable request. 

‘‘(e) CONTRACT OVERSIGHT.— 
‘‘(1) IN GENERAL.—The Secretary must provide 

prior review and approval for contracts under 
this part with a medicaid managed care organi-
zation providing for expenditures under this 
title in excess of $1,000,000. 

‘‘(2) INSPECTOR GENERAL REVIEW.—As part of 
such approval process, the Inspector General in 
the Department of Health and Human Services, 
effective October 1, 1997, shall make a deter-
mination (to the extent practicable) as to wheth-
er persons with an ownership interest (as de-
fined in section 1124(a)(3)) or an officer, direc-
tor, agent, or managing employee (as defined in 
section 1126(b)) of the organization are or have 
been described in subsection (a)(1)(C) based on a 
ground relating to fraud, theft, embezzlement, 
breach of fiduciary responsibility, or other fi-
nancial misconduct or obstruction of an inves-
tigation. 

‘‘(f) LIMITATION ON AVAILABILITY OF FFP FOR 
USE OF ENROLLMENT BROKERS.—Amounts ex-
pended by a State for the use of an enrollment 
broker in marketing managed care entities to eli-
gible individuals under this title shall be consid-
ered, for purposes of section 1903(a)(7), to be 
necessary for the proper and efficient adminis-
tration of the State plan but only if the fol-
lowing conditions are met with respect to the 
broker: 

‘‘(1) The broker is independent of any such 
entity and of any health care providers (wheth-
er or not any such provider participates in the 
State plan under this title) that provide cov-
erage of services in the same State in which the 
broker is conducting enrollment activities. 

‘‘(2) No person who is an owner, employee, 
consultant, or has a contract with the broker ei-
ther has any direct or indirect financial interest 
with such an entity or health care provider or 
has been excluded from participation in the pro-
gram under this title or title XVIII or debarred 
by any Federal agency, or subject to a civil 
money penalty under this Act. 

‘‘(g) USE OF UNIQUE PHYSICIAN IDENTIFIER 
FOR PARTICIPATING PHYSICIANS.—Each medicaid 
managed care organization shall require each 
physician providing services to enrollees eligible 
for medical assistance under the State plan 
under this title to have a unique identifier in ac-
cordance with the system established under sec-
tion 1173(b). 

‘‘(h) SECRETARIAL RECOVERY OF FFP FOR 
CAPITATION PAYMENTS FOR INSOLVENT MANAGED 
CARE ENTITIES.—The Secretary shall provide for 
the recovery and offset against any amount 
owed a State under section 1903(a)(1) in an 
amount equal to the amounts paid to the State 
for medical assistance provided under such sec-
tion, for expenditures for capitation payments 
to a managed care entity that becomes insolvent 
or for services contracted for with, but not pro-
vided by, such organization. 
‘‘SEC. 1949. SANCTIONS FOR NONCOMPLIANCE BY 

MANAGED CARE ENTITIES. 
‘‘(a) USE OF INTERMEDIATE SANCTIONS BY THE 

STATE TO ENFORCE REQUIREMENTS.— 

‘‘(1) IN GENERAL.—Each State shall establish 
intermediate sanctions, which may include any 
of the types described in subsection (b) other 
than the termination of a contract with a man-
aged care entity, which the State may impose 
against a managed care entity with a contract 
under section 1941(a)(1)(B) if the entity— 

‘‘(A) fails substantially to provide medically 
necessary items and services that are required 
(under law or under such entity’s contract with 
the State) to be provided to an enrollee covered 
under the contract, 

‘‘(B) imposes premiums or charges on enrollees 
in excess of the premiums or charges permitted 
under this title, 

‘‘(C) acts to discriminate among enrollees on 
the basis of their health status or requirements 
for health care services, including expulsion or 
refusal to reenroll an individual, except as per-
mitted by this part, or engaging in any practice 
that would reasonably be expected to have the 
effect of denying or discouraging enrollment 
with the entity by eligible individuals whose 
medical condition or history indicates a need for 
substantial future medical services, 

‘‘(D) misrepresents or falsifies information 
that is furnished— 

‘‘(i) to the Secretary or the State under this 
part; or 

‘‘(ii) to an enrollee, potential enrollee, or a 
health care provider under such sections, or 

‘‘(E) fails to comply with the requirements of 
section 1876(i)(8) (or comparable requirements 
under part C of title XVIII) or this part. 

‘‘(2) RULE OF CONSTRUCTION.—For purposes of 
paragraph (1)(A), the term ‘medically necessary’ 
shall not be construed as requiring an abortion 
be performed for any individual, except if nec-
essary to save the life of the mother or if a preg-
nancy is the result of an act of rape or incest. 

‘‘(b) INTERMEDIATE SANCTIONS.—The sanc-
tions described in this subsection are as follows: 

‘‘(1) Civil money penalties as follows: 
‘‘(A) Except as provided in subparagraph (B), 

(C), or (D), not more than $25,000 for each deter-
mination under subsection (a). 

‘‘(B) With respect to a determination under 
paragraph (3) or (4)(A) of subsection (a), not 
more than $100,000 for each such determination. 

‘‘(C) With respect to a determination under 
subsection (a)(2), double the excess amount 
charged in violation of such subsection (and the 
excess amount charged shall be deducted from 
the penalty and returned to the individual con-
cerned). 

‘‘(D) Subject to subparagraph (B), with re-
spect to a determination under subsection (a)(3), 
$15,000 for each individual not enrolled as a re-
sult of a practice described in such subsection. 

‘‘(2) The appointment of temporary manage-
ment— 

‘‘(A) to oversee the operation of the medicaid- 
only managed care entity upon a finding by the 
State that there is continued egregious behavior 
by the plan, or 

‘‘(B) to assure the health of the entity’s en-
rollees, if there is a need for temporary manage-
ment while— 

‘‘(i) there is an orderly termination or reorga-
nization of the managed care entity; or 

‘‘(ii) improvements are made to remedy the 
violations found under subsection (a), 
except that temporary management under this 
paragraph may not be terminated until the 
State has determined that the managed care en-
tity has the capability to ensure that the viola-
tions shall not recur. 

‘‘(3) Permitting individuals enrolled with the 
managed care entity to terminate enrollment 
without cause, and notifying such individuals 
of such right to terminate enrollment. 

‘‘(4) Suspension or default of all enrollment of 
individuals under this title after the date the 
Secretary or the State notifies the entity of a de-
termination of a violation of any requirement of 
this part. 

‘‘(5) Suspension of payment to the entity 
under this title for individuals enrolled after the 
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date the Secretary or State notifies the entity of 
such a determination and until the Secretary or 
State is satisfied that the basis for such deter-
mination has been corrected and is not likely to 
recur. 

‘‘(c) TREATMENT OF CHRONIC SUBSTANDARD 
ENTITIES.—In the case of a managed care entity 
which has repeatedly failed to meet the require-
ments of sections 1942 through 1946, the State 
shall (regardless of what other sanctions are 
provided) impose the sanctions described in 
paragraphs (2) and (3) of subsection (b). 

‘‘(d) AUTHORITY TO TERMINATE CONTRACT.— 
In the case of a managed care entity which has 
failed to meet the requirements of this part, the 
State shall have the authority to terminate its 
contract with such entity under section 
1941(a)(1)(B) and to enroll such entity’s enroll-
ees with other managed care entities (or to per-
mit such enrollees to receive medical assistance 
under the State plan under this title other than 
through a managed care entity). 

‘‘(e) AVAILABILITY OF SANCTIONS TO THE SEC-
RETARY.— 

‘‘(1) INTERMEDIATE SANCTIONS.—In addition to 
the sanctions described in paragraph (2) and 
any other sanctions available under law, the 
Secretary may provide for any of the sanctions 
described in subsection (b) if the Secretary de-
termines that a managed care entity with a con-
tract under section 1941(a)(1)(B) fails to meet 
any of the requirements of this part. 

‘‘(2) DENIAL OF PAYMENTS TO THE STATE.—The 
Secretary may deny payments to the State for 
medical assistance furnished under the contract 
under section 1941(a)(1)(B) for individuals en-
rolled after the date the Secretary notifies a 
managed care entity of a determination under 
subsection (a) and until the Secretary is satis-
fied that the basis for such determination has 
been corrected and is not likely to recur. 

‘‘(f) DUE PROCESS FOR MANAGED CARE ENTI-
TIES.— 

‘‘(1) AVAILABILITY OF HEARING PRIOR TO TER-
MINATION OF CONTRACT.—A State may not termi-
nate a contract with a managed care entity 
under section 1941(a)(1)(B) unless the entity is 
provided with a hearing prior to the termi-
nation. 

‘‘(2) NOTICE TO ENROLLEES OF TERMINATION 
HEARING.—A State shall notify all individuals 
enrolled with a managed care entity which is 
the subject of a hearing to terminate the entity’s 
contract with the State of the hearing and that 
the enrollees may immediately disenroll with the 
entity without cause. 

‘‘(3) OTHER PROTECTIONS FOR MANAGED CARE 
ENTITIES AGAINST SANCTIONS IMPOSED BY 
STATE.—Before imposing any sanction against a 
managed care entity other than termination of 
the entity’s contract, the State shall provide the 
entity with notice and such other due process 
protections as the State may provide, except 
that a State may not provide a managed care 
entity with a pre-termination hearing before im-
posing the sanction described in subsection 
(b)(2). 

‘‘(4) IMPOSITION OF CIVIL MONETARY PEN-
ALTIES BY SECRETARY.—The provisions of sec-
tion 1128A (other than subsections (a) and (b)) 
shall apply with respect to a civil money penalty 
imposed by the Secretary under subsection (b)(1) 
in the same manner as such provisions apply to 
a penalty or proceeding under section 1128A. 
‘‘SEC. 1950. DEFINITIONS; MISCELLANEOUS PRO-

VISIONS. 
‘‘(a) DEFINITIONS.—For purposes of this title: 
‘‘(1) MANAGED CARE ENTITY.—The term ‘man-

aged care entity’ means— 
‘‘(A) a medicaid managed care organization; 

or 
‘‘(B) a primary care case manager. 
‘‘(2) MEDICAID MANAGED CARE ORGANIZA-

TION.—The term ‘medicaid managed care orga-
nization’ means a health maintenance organiza-
tion, an eligible organization with a contract 
under section 1876 or under part C of title 
XVIII, a provider sponsored network, or any 

other organization which is organized under the 
laws of a State, has made adequate provision 
(as determined under standards established for 
purposes of eligible organizations under section 
1876 or under part C of title XVIII, and through 
its capitalization or otherwise) against the risk 
of insolvency, and provides or arranges for the 
provision of one or more items and services to 
individuals eligible for medical assistance under 
the State plan under this title in accordance 
with a contract with the State under section 
1941(a)(1)(B). 

‘‘(3) PRIMARY CARE CASE MANAGER.— 
‘‘(A) IN GENERAL.—The term ‘primary care 

case manager’ has the meaning given such term 
in section 1905(t)(2).’’. 

(b) STUDIES AND REPORTS.— 
(1) REPORT ON PUBLIC HEALTH SERVICES.— 
(A) IN GENERAL.—Not later than January 1, 

1998, the Secretary of Health and Human Serv-
ices (in this subsection referred to as the ‘‘Sec-
retary’’) shall report to the Committee on Fi-
nance of the Senate and the Committee on Com-
merce of the House of Representatives on the ef-
fect of managed care entities (as defined in sec-
tion 1950(a)(1) of the Social Security Act) on the 
delivery of and payment for the services tradi-
tionally provided through providers described in 
section 1941(a)(2)(B)(i) of such Act. 

(B) CONTENTS OF REPORT.—The report re-
ferred to in subparagraph (A) shall include— 

(i) information on the extent to which enroll-
ees with eligible managed care entities seek serv-
ices at local health departments, public hos-
pitals, and other facilities that provide care 
without regard to a patient’s ability to pay; 

(ii) information on the extent to which the fa-
cilities described in clause (i) provide services to 
enrollees with eligible managed care entities 
without receiving payment; 

(iii) information on the effectiveness of sys-
tems implemented by facilities described in 
clause (i) for educating such enrollees on serv-
ices that are available through eligible managed 
care entities with which such enrollees are en-
rolled; 

(iv) to the extent possible, identification of the 
types of services most frequently sought by such 
enrollees at such facilities; and 

(v) recommendations about how to ensure the 
timely delivery of the services traditionally pro-
vided through providers described in section 
1941(a)(2)(B)(i) of the Social Security Act to en-
rollees of managed care entities and how to en-
sure that local health departments, public hos-
pitals, and other facilities are adequately com-
pensated for the provision of such services to 
such enrollees. 

(2) REPORT ON PAYMENTS TO HOSPITALS.— 
(A) IN GENERAL.—Not later than October 1 of 

each year, beginning with October 1, 1998, the 
Secretary and the Comptroller General shall 
analyze and submit a report to the Committee 
on Finance of the Senate and the Committee on 
Commerce of the House of Representatives on 
rates paid for hospital services under managed 
care entities under contracts under section 
1941(a)(1)(B) of the Social Security Act. 

(B) CONTENTS OF REPORT.—The information 
in the report described in subparagraph (A) 
shall— 

(i) be organized by State, type of hospital, 
type of service; and 

(ii) include a comparison of rates paid for hos-
pital services under managed care entities with 
rates paid for hospital services furnished to in-
dividuals who are entitled to benefits under a 
State plan under title XIX of the Social Security 
Act and are not enrolled with such entities. 

(3) REPORTS BY STATES.—Each State shall 
transmit to the Secretary, at such time and in 
such manner as the Secretary determines appro-
priate, the information on hospital rates sub-
mitted to such State under section 1947(b)(2) of 
the Social Security Act. 

(4) INDEPENDENT STUDY AND REPORT ON QUAL-
ITY ASSURANCE AND ACCREDITATION STAND-
ARDS.—The Institute of Medicine of the Na-

tional Academy of Sciences shall conduct a 
study and analysis of the quality assurance pro-
grams and accreditation standards applicable to 
managed care entities operating in the private 
sector or to such entities that operate under 
contracts under the medicare program under 
title XVIII of the Social Security Act to deter-
mine if such programs and standards include 
consideration of the accessibility and quality of 
the health care items and services delivered 
under such contracts to low-income individuals. 

(c) CONFORMING AMENDMENTS.— 
(1) REPEAL OF CURRENT REQUIREMENTS.— 
(A) IN GENERAL.—Except as provided in sub-

paragraph (B), section 1903(m) (42 U.S.C. 
1396b(m)) is repealed on the date of the enact-
ment of this Act. 

(B) EXISTING CONTRACTS.—In the case of any 
contract under section 1903(m) of such Act 
which is in effect on the day before the date of 
the enactment of this Act, the provisions of such 
section shall apply to such contract until the 
earlier of— 

(i) the day after the date of the expiration of 
the contract; or 

(ii) the date which is 1 year after the date of 
the enactment of this Act. 

(2) FEDERAL FINANCIAL PARTICIPATION.— 
(A) CLARIFICATION OF APPLICATION OF FFP DE-

NIAL RULES TO PAYMENTS MADE PURSUANT TO 
MANAGED CARE ENTITIES.—Section 1903(i) (42 
U.S.C. 1396b(i)) is amended by adding at the end 
the following new sentence: ‘‘Paragraphs (1)(A), 
(1)(B), (2), (5), and (12) shall apply with respect 
to items or services furnished and amounts ex-
pended by or through a managed care entity (as 
defined in section 1950(a)(1)) in the same man-
ner as such paragraphs apply to items or serv-
ices furnished and amounts expended directly 
by the State.’’. 

(B) FFP FOR EXTERNAL QUALITY REVIEW OR-
GANIZATIONS.—Section 1903(a)(3)(C) (42 U.S.C. 
1396b(a)(3)(C)) is amended— 

(i) by inserting ‘‘(i)’’ after ‘‘(C)’’, and 
(ii) by adding at the end the following new 

clause: 
‘‘(ii) 75 percent of the sums expended with re-

spect to costs incurred during such quarter (as 
found necessary by the Secretary for the proper 
and efficient administration of the State plan) 
as are attributable to the performance of inde-
pendent external reviews of managed care enti-
ties (as defined in section 1950(a)(1)) by external 
quality review organizations, but only if such 
organizations conduct such reviews under pro-
tocols approved by the Secretary and only in the 
case of such organizations that meet standards 
established by the Secretary relating to the inde-
pendence of such organizations from agencies 
responsible for the administration of this title or 
eligible managed care entities; and’’. 

(3) EXCLUSION OF CERTAIN INDIVIDUALS AND 
ENTITIES FROM PARTICIPATION IN PROGRAM.— 
Section 1128(b)(6)(C) (42 U.S.C. 1320a–7(b)(6)(C)) 
is amended— 

(A) in clause (i), by striking ‘‘a health mainte-
nance organization (as defined in section 
1903(m))’’ and inserting ‘‘a managed care entity, 
as defined in section 1950(a)(1),’’; and 

(B) in clause (ii), by inserting ‘‘section 1115 
or’’ after ‘‘approved under’’. 

(4) STATE PLAN REQUIREMENTS.—Section 1902 
(42 U.S.C. 1396a) is amended— 

(A) in subsection (a)(30)(C), by striking ‘‘sec-
tion 1903(m)’’ and inserting ‘‘section 
1941(a)(1)(B)’’; and 

(B) in subsection (a)(57), by striking ‘‘health 
maintenance organization (as defined in section 
1903(m)(1)(A))’’ and inserting ‘‘managed care 
entity, as defined in section 1950(a)(1)’’; 

(C) in subsection (e)(2)(A), by striking ‘‘or 
with an entity described in paragraph 
(2)(B)(iii), (2)(E), (2)(G), or (6) of section 1903(m) 
under a contract described in section 
1903(m)(2)(A)’’ and inserting ‘‘or with a man-
aged care entity, as defined in section 
1950(a)(1); 

(D) in subsection (p)(2)— 
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(i) by striking ‘‘a health maintenance organi-

zation (as defined in section 1903(m))’’ and in-
serting ‘‘a managed care entity, as defined in 
section 1950(a)(1),’’; 

(ii) by striking ‘‘an organization’’ and insert-
ing ‘‘an entity’’; and 

(iii) by striking ‘‘any organization’’ and in-
serting ‘‘any entity’’; and 

(E) in subsection (w)(1), by striking ‘‘sections 
1903(m)(1)(A) and’’ and inserting ‘‘section’’. 

(5) PAYMENT TO STATES.—Section 
1903(w)(7)(A)(viii) (42 U.S.C. 
1396b(w)(7)(A)(viii)) is amended to read as fol-
lows: 

‘‘(viii) Services of a managed care entity with 
a contract under section 1941(a)(1)(B).’’. 

(6) USE OF ENROLLMENT FEES AND OTHER 
CHARGES.—Section 1916 (42 U.S.C. 1396o) is 
amended in subsections (a)(2)(D) and (b)(2)(D) 
by striking ‘‘a health maintenance organization 
(as defined in section 1903(m))’’ and inserting 
‘‘a managed care entity, as defined in section 
1950(a)(1),’’ each place it appears. 

(7) EXTENSION OF ELIGIBILITY FOR MEDICAL 
ASSISTANCE.—Section 1925(b)(4)(D)(iv) (42 U.S.C. 
1396r–6(b)(4)(D)(iv)) is amended to read as fol-
lows: 

‘‘(iv) ENROLLMENT WITH MANAGED CARE ENTI-
TY.—Enrollment of the caretaker relative and 
dependent children with a managed care entity, 
as defined in section 1950(a)(1), less than 50 per-
cent of the membership (enrolled on a prepaid 
basis) of which consists of individuals who are 
eligible to receive benefits under this title (other 
than because of the option offered under this 
clause). The option of enrollment under this 
clause is in addition to, and not in lieu of, any 
enrollment option that the State might offer 
under subparagraph (A)(i) with respect to re-
ceiving services through a managed care entity 
in accordance with part B.’’. 

(8) PAYMENT FOR COVERED OUTPATIENT 
DRUGS.—Section 1927(j)(1) (42 U.S.C. 1396r– 
8(j)(1)) is amended by striking ‘‘***Health Main-
tenance Organizations, including those organi-
zations that contract under section 1903(m),’’ 
and inserting ‘‘health maintenance organiza-
tions and medicaid managed care organizations, 
as defined in section 1950(a)(2),’’. 

(9) APPLICATION OF SANCTIONS FOR BALANCED 
BILLING THROUGH SUBCONTRACTORS.—(A) Sec-
tion 1128A(b)(2)(B) (42 U.S.C. 1320a–7a(b)) is 
amended by inserting ‘‘, including section 
1944(b)’’ after ‘‘title XIX’’. 

(B) Section 1128B(d)(1) (42 U.S.C. 1320a– 
7b(d)(1)) is amended by inserting ‘‘or, in the 
case of an individual enrolled with a managed 
care entity under part B of title XIX, the appli-
cable rates established by the entity under the 
agreement with the State agency under such 
part’’ after ‘‘established by the State’’. 

(10) REPEAL OF CERTAIN RESTRICTIONS ON OB-
STETRICAL AND PEDIATRIC PROVIDERS.—Section 
1903(i) (42 U.S.C. 1396b(i)) is amended by strik-
ing paragraph (12). 

(11) DEMONSTRATION PROJECTS TO STUDY EF-
FECT OF ALLOWING STATES TO EXTEND MEDICAID 
COVERAGE FOR CERTAIN FAMILIES.—Section 
4745(a)(5)(A) of the Omnibus Budget Reconcili-
ation Act of 1990 (42 U.S.C. 1396a note) is 
amended by striking ‘‘(except section 1903(m)’’ 
and inserting ‘‘(except part B)’’. 

(12) CONFORMING AMENDMENT FOR DISCLOSURE 
REQUIREMENTS FOR MANAGED CARE ENTITIES.— 
Section 1124(a)(2)(A) (42 U.S.C. 1320a– 
3(a)(2)(A)) is amended by inserting ‘‘managed 
care entity under title XIX,’’ after ‘‘renal dialy-
sis facility,’’. 

(13) ELIMINATION OF REGULATORY PAYMENT 
CAP.—The Secretary of Health and Human Serv-
ices may not, under the authority of section 
1902(a)(30)(A) of the Social Security Act or any 
other provision of title XIX of such Act, impose 
a limit by regulation on the amount of the capi-
tation payments that a State may make to quali-
fied entities under such title, and section 447.361 
of title 42, Code of Federal Regulations (relating 
to upper limits of payment: risk contracts), is 
hereby nullified. 

(14) CONTINUATION OF ELIGIBILITY.—Section 
1902(e)(2) (42 U.S.C. 1396a(e)(2)) is amended to 
read as follows: 

‘‘(2) For provision providing for extended li-
ability in the case of certain beneficiaries en-
rolled with managed care entities, see section 
1941(c).’’. 

(15) CONFORMING AMENDMENTS TO FREEDOM- 
OF-CHOICE PROVISIONS.—Section 1902(a)(23) (42 
U.S.C. 1396a(a)(23)) is amended— 

(A) in the matter preceding subparagraph (A), 
by striking ‘‘subsection (g) and in section 1915’’ 
and inserting ‘‘subsection (g), section 1915, and 
section 1941,’’; and 

(B) in subparagraph (B), by striking ‘‘a 
health maintenance organization, or a’’ and in-
serting ‘‘or with a managed care entity, as de-
fined in section 1950(a)(1), or’’. 

(d) EFFECTIVE DATE; STATUS OF WAIVERS.— 
(1) EFFECTIVE DATE.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to medical assistance fur-
nished— 

(A) during quarters beginning on or after Oc-
tober 1, 1997; or 

(B) in the case of assistance furnished under 
a contract described in subsection (c)(1)(B), dur-
ing quarters beginning after the earlier of— 

(i) the date of the expiration of the contract; 
or 

(ii) the expiration of the 1-year period which 
begins on the date of the enactment of this Act. 

(2) APPLICATION TO WAIVERS.—If any waiver 
granted to a State under section 1115 or 1915 of 
the Social Security Act (42 U.S.C. 1315, 1396n), 
or otherwise, which relates to the provision of 
medical assistance under a State plan under 
title XIX of the such Act (42 U.S.C. 1396 et seq.), 
is in effect or approved by the Secretary of 
Health and Human Services as of the applicable 
effective date described in paragraph (1), the 
amendments made by this section shall not 
apply with respect to the State before the expi-
ration (determined without regard to any exten-
sions) of the waiver to the extent such amend-
ments are inconsistent with the terms of the 
waiver. 
SEC. 5702. PRIMARY CARE CASE MANAGEMENT 

SERVICES AS STATE OPTION WITH-
OUT NEED FOR WAIVER. 

(a) OPTIONAL COVERAGE AS PART OF MEDICAL 
ASSISTANCE.— 

(1) IN GENERAL.—Section 1905(a) (42 U.S.C. 
1396d(a)) is amended— 

(A) by striking ‘‘and’’ at the end of paragraph 
(24); 

(B) by redesignating paragraph (25) as para-
graph (26); and 

(C) by inserting after paragraph (24) the fol-
lowing new paragraph: 

‘‘(25) primary care case management services 
(as defined in subsection (t)); and’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1902(a)(10)(C)(iv) (42 U.S.C. 

1396a(a)(10)(C)(iv)) is amended by striking 
‘‘through (24)’’ and inserting ‘‘through (25)’’. 

(B) Section 1902(j) (42 U.S.C. 1396a(j)) is 
amended by striking ‘‘through (25)’’ and insert-
ing ‘‘through (26)’’. 

(b) PRIMARY CARE CASE MANAGEMENT SERVICES 
DEFINED.—Section 1905 (42 U.S.C. 1396d)) is 
amended by adding at the end the following 
new subsection: 

‘‘(t)(1) The term ‘primary care case manage-
ment services’ means case-management related 
services (including coordination and monitoring 
of health care services) provided by a primary 
care case manager under a primary care case 
management contract. 

‘‘(2)(A) The term ‘primary care case manager’ 
means, with respect to a primary care case man-
agement contract, a provider described in sub-
paragraph (B). 

‘‘(B) A provider described in this subpara-
graph is— 

‘‘(i) a physician, a physician group practice, 
or an entity employing or having other arrange-
ments with physicians who provide case man-
agement services; or 

‘‘(ii) at State option— 
‘‘(I) a nurse practitioner (as described in sec-

tion 1905(a)(21)); 
‘‘(II) a certified nurse-midwife (as defined in 

section 1861(gg)(2)); or 
‘‘(III) a physician assistant (as defined in sec-

tion 1861(aa)(5)). 
‘‘(3) The term ‘primary care case management 

contract’ means a contract with a State agency 
under which a primary care case manager un-
dertakes to locate, coordinate, and monitor cov-
ered primary care, covered primary care (and 
such other covered services as may be specified 
under the contract) to all individuals enrolled 
with the primary care case manager, and that 
provides for— 

‘‘(A) reasonable and adequate hours of oper-
ation, including 24-hour availability of informa-
tion, referral, and treatment with respect to 
medical emergencies; 

‘‘(B) restriction of enrollment to individuals 
residing sufficiently near a service delivery site 
of the entity to be able to reach that site within 
a reasonable time using available and affordable 
modes of transportation; 

‘‘(C) employment of, or contracts or other ar-
rangements with, sufficient numbers of physi-
cians and other appropriate health care profes-
sionals to ensure that services under the con-
tract can be furnished to enrollees promptly and 
without compromise to quality of care; 

‘‘(D) a prohibition on discrimination on the 
basis of health status or requirements for health 
services in the enrollment or disenrollment of in-
dividuals eligible for medical assistance under 
this title; and 

‘‘(E) a right for an enrollee to terminate en-
rollment without cause during the first month of 
each enrollment period, which period shall not 
exceed 6 months in duration, and to terminate 
enrollment at any time for cause. 

‘‘(4) For purposes of this subsection, the term 
‘primary care’ includes all health care services 
customarily provided in accordance with State 
licensure and certification laws and regulations, 
and all laboratory services customarily provided 
by or through, a general practitioner, family 
medicine physician, internal medicine physi-
cian, obstetrician/gynecologist, or pediatri-
cian.’’. 

(c) CONFORMING AMENDMENT.—Section 
1915(b)(1) (42 U.S.C. 1396n(b)(1)) is repealed. 

(d) EFFECTIVE DATE.—The amendments made 
by this section apply to primary care case man-
agement services furnished on or after October 
1, 1997. 
SEC. 5703. ADDITIONAL REFORMS TO EXPAND 

AND SIMPLIFY MANAGED CARE. 
(a) ELIMINATION OF 75:25 RESTRICTION ON 

RISK CONTRACTS.— 
(1) 75 PERCENT LIMIT ON MEDICARE AND MED-

ICAID ENROLLMENT.— 
(A) IN GENERAL.—Section 1903(m)(2)(A) (42 

U.S.C. 1396b(m)(2)(A)) is amended by striking 
clause (ii). 

(B) CONFORMING AMENDMENTS.— 
(i) Section 1903(m)(2) (42 U.S.C. 1396b(m)(2)) is 

amended— 
(I) by striking subparagraphs (C), (D), and 

(E); and 
(II) in subparagraph (G), by striking ‘‘clauses 

(i) and (ii)’’ and inserting ‘‘clause (i)’’. 
(ii) Section 1902(e)(2)(A) (42 U.S.C. 

1396a(e)(2)(A)) is amended by striking ‘‘(2)(E),’’. 
(2) EFFECTIVE DATE.—The amendments made 

by paragraph (1) shall apply on and after June 
20, 1997. 

(b) ELIMINATION OF PROHIBITION ON COPAY-
MENTS FOR SERVICES FURNISHED BY HEALTH 
MAINTENANCE ORGANIZATIONS.—Section 1916 (42 
U.S.C. 1396o) is amended— 

(1) in subsection (a)(2)(D), by striking ‘‘or 
services furnished’’ and all that follows through 
‘‘enrolled,’’; and 

(2) in subsection (b)(2)(D), by striking ‘‘or (at 
the option’’ and all that follows through ‘‘en-
rolled,’’. 
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Subchapter B—Management Flexibility 

Reforms 
SEC. 5711. ELIMINATION OF BOREN AMENDMENT 

REQUIREMENTS FOR PROVIDER PAY-
MENT RATES. 

(a) PLAN AMENDMENTS.—Section 1902(a)(13) is 
amended— 

(1) by striking all that precedes subparagraph 
(D) and inserting the following: 

‘‘(13) provide— 
‘‘(A) for a public process for determination of 

rates of payment under the plan for hospital 
services (and which, in the case of hospitals, 
take into account the situation of hospitals 
which serve a disproportionate number of low 
income patients with special needs), nursing fa-
cility services, services provided in intermediate 
care facilities for the mentally retarded, and 
home and community-based services, under 
which— 

‘‘(i) proposed rates, the methodologies under-
lying the establishment of such rates, and a de-
scription of how such methodologies will affect 
access to services, quality of services, and safety 
of beneficiaries are published, and providers, 
beneficiaries and their representatives, and 
other concerned State residents are given a rea-
sonable opportunity for review and comment on 
such proposed rates, methodologies, and descrip-
tion; and 

‘‘(ii) final rates, the methodologies underlying 
the establishment of such rates, and justifica-
tions for such rates (that may take into account 
public comments received by the State (if any) 
are published in 1 or more daily newspapers of 
general circulation in the State or in any publi-
cation used by the State to publish State stat-
utes or rules); and’’; 

(2) by redesignating subparagraphs (D) and 
(E) as subparagraphs (B) and (C), respectively; 

(3) in subparagraph (B), as so redesignated, 
by adding ‘‘and’’ at the end; and 

(4) by striking subparagraph (F). 
(b) STUDY AND REPORT.— 
(1) STUDY.—The Secretary of Health and 

Human Services shall study the effect on access 
to services, the quality of services, and the safe-
ty of services provided to beneficiaries of the 
rate-setting methods used by States pursuant to 
section 1902(a)(13) of the Social Security Act (42 
U.S.C. 1396a(a)(13), as amended by subsection 
(a). 

(2) REPORT.—Not later than 4 years after the 
date of enactment of this Act, the Secretary of 
Health and Human Services shall submit a re-
port to the appropriate committees of Congress 
on the conclusions of the study conducted under 
paragraph (1), together with any recommenda-
tions for legislation as a result of such conclu-
sions. 

(c) CONFORMING AMENDMENTS.— 
(1) Section 1903(m)(2)(A)(ix) (42 U.S.C. 

1396b(m)(2)(A)(ix)) is amended by striking 
‘‘1902(a)(13)(E)’’ each place it appears and in-
serting ‘‘1902(a)(13)(C)’’. 

(2) Section 1905(o)(3) (42 U.S.C. 1396d(o)(3)) is 
amended by striking ‘‘amount described in sec-
tion 1902(a)(13)(D)’’ and inserting ‘‘amount de-
termined in section 1902(a)(13)(B)’’. 

(3) Section 1913(b)(3) (42 U.S.C. 1396l(b)(3)) is 
amended by striking ‘‘1902(a)(13)(A)’’ and in-
serting ‘‘1902(a)(13)’’. 

(4) Section 1923 (42 U.S.C. 1396r–4) is amended 
in subsections (a)(1) and (e)(1), by striking 
‘‘1902(a)(13)(A)’’ each place it appears and in-
serting ‘‘1902(a)(13)’’. 
SEC. 5712. MEDICAID PAYMENT RATES FOR 

QUALIFIED MEDICARE BENE-
FICIARIES. 

(a) IN GENERAL.—Section 1902(n) (42 U.S.C. 
1396a(n)) is amended— 

(1) by inserting ‘‘(1)’’ after ‘‘(n)’’, and 
(2) by adding at the end the following: 
‘‘(2) In carrying out paragraph (1), a State is 

not required to provide any payment for any ex-
penses incurred relating to payment for a coin-
surance or copayment for medicare cost-sharing 
if the amount of the payment under title XVIII 

for the service exceeds the payment amount that 
otherwise would be made under the State plan 
under this title for such service. 

‘‘(3) In the case in which a State’s payment 
for medicare cost-sharing for a qualified medi-
care beneficiary with respect to an item or serv-
ice is reduced or eliminated through the applica-
tion of paragraph (1) or (2) of this subsection— 

‘‘(A) for purposes of applying any limitation 
under title XVIII on the amount that the bene-
ficiary may be billed or charged for the service, 
the amount of payment made under title XVIII 
plus the amount of payment (if any) under the 
State plan shall be considered to be payment in 
full for the service, 

‘‘(B) the beneficiary shall not have any legal 
liability to make payment to a provider or man-
aged care entity (as defined in section 
1950(a)(1)) for the service, and 

‘‘(C) any lawful sanction that may be imposed 
upon a provider or managed care entity (as de-
fined in section 1950(a)(1)) for excess charges 
under this title or title XVIII shall apply to the 
imposition of any charge on the individual in 
such case. 
This paragraph shall not be construed as pre-
venting payment of any medicare cost-sharing 
by a medicare supplemental policy or an em-
ployer retiree health plan on behalf of an indi-
vidual.’’. 

(b) LIMITATION IN MEDICARE PROVIDER 
AGREEMENTS.—Section 1866(a)(1)(A) (42 U.S.C. 
1395cc(a)(1)(A)) is amended— 

(1) by inserting ‘‘(i)’’ after ‘‘(A)’’, and 
(2) by inserting before the comma at the end 

the following: ‘‘, and (ii) not to impose any 
charge that may not be charged under section 
1902(n)(3)’’. 

(c) LIMITATION ON NONPARTICIPATING PRO-
VIDERS.—Section 1848(g)(3)(A) (42 U.S.C. 1395w– 
4(g)(3)(A)) is amended by inserting before the 
period at the end the following: ‘‘and the provi-
sions of section 1902(n)(3)(A) apply to further 
limit permissible charges under this section’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section shall apply to payment for items 
and services furnished on or after the later of— 

(1) October 1, 1997; or 
(2) the termination date of a provider agree-

ment under the medicare program under title 
XVIII or under a State plan under title XIX 
that is in effect on the date of the enactment of 
this Act. 
Subchapter C—Reduction of Disproportionate 

Share Hospital (DSH) Payments 
SEC. 5721. DISPROPORTIONATE SHARE HOSPITAL 

(DSH) PAYMENTS. 
(a) REDUCTION OF PAYMENTS.—Section 1923(f) 

(42 U.S.C. 1396r–4(f)) is amended to read as fol-
lows: 

‘‘(f) LIMITATION ON FEDERAL FINANCIAL PAR-
TICIPATION.— 

‘‘(1) IN GENERAL.—Beginning with fiscal year 
1998, payment under section 1903(a) shall not be 
made to a State with respect to any payment ad-
justment made under this section for hospitals 
in a State for quarters in a fiscal year in excess 
of the disproportionate share hospital (in this 
subsection referred to as ‘DSH’) allotment for 
the State for the fiscal year, as specified in 
paragraphs (2), (3), (4), and (5). 

‘‘(2) DETERMINATION OF STATE DSH ALLOT-
MENTS FOR FISCAL YEAR 1998.— 

‘‘(A) IN GENERAL.—Except as provided in sub-
paragraph (B) and paragraph (4), the DSH al-
lotment for a State for fiscal year 1998 is equal 
to the State 1995 DSH spending amount. 

‘‘(B) HIGH DSH STATES.—In the case of any 
State that is a high DSH State, the DSH allot-
ment for that State for fiscal year 1998 is equal 
to the sum of— 

‘‘(i) the Federal share of payment adjustments 
made to hospitals in the State under subsection 
(c) that are attributable to the 1995 DSH allot-
ment for inpatient hospital services provided 
(based on reporting data specified by the State 
on HCFA Form 64 as inpatient DSH, and as ap-
proved by the Secretary); and 

‘‘(ii) 70 percent of the Federal share of pay-
ment adjustments made to hospitals in the State 
under subsection (c) that are attributable to the 
1995 DSH allotment for payments to institutions 
for mental diseases and other mental health fa-
cilities (based on reporting data specified by the 
State on HCFA Form 64 as mental health DSH, 
and as approved by the Secretary). 

‘‘(3) DETERMINATION OF STATE DSH ALLOT-
MENTS FOR FISCAL YEARS 1999 THROUGH 2002.— 

‘‘(A) NON HIGH DSH STATES.— 
‘‘(i) IN GENERAL.—Except as provided in sub-

paragraph (B) and paragraph (4), the DSH al-
lotment for a State for each of fiscal years 1999 
through 2002 is equal to the applicable percent-
age of the State 1995 DSH spending amount. 

‘‘(ii) APPLICABLE PERCENTAGE.—For purposes 
of clause (i), the applicable percentage with re-
spect to a State described in that clause is— 

‘‘(I) for fiscal year 1999, 98 percent; 
‘‘(II) for fiscal year 2000, 95 percent; 
‘‘(III) for fiscal year 2001, 90 percent; and 
‘‘(IV) for fiscal year 2002, 85 percent. 
‘‘(B) HIGH DSH STATES.— 
‘‘(i) IN GENERAL.—In the case of any State 

that is a high DSH State, the DSH allotment for 
that State for each of fiscal years 1999 through 
2002 is equal to the applicable reduction per-
centage of the high DSH State modified 1995 
spending amount for that fiscal year. 

‘‘(ii) HIGH DSH STATE MODIFIED 1995 SPENDING 
AMOUNT.— 

‘‘(I) IN GENERAL.—For purposes of clause (i), 
the high DSH State modified 1995 spending 
amount means, with respect to a State and a fis-
cal year, the sum of— 

‘‘(aa) the Federal share of payment adjust-
ments made to hospitals in the State under sub-
section (c) that are attributable to the 1995 DSH 
allotment for inpatient hospital services pro-
vided (based on reporting data specified by the 
State on HCFA Form 64 as inpatient DSH, and 
as approved by the Secretary); and 

‘‘(bb) the applicable mental health percentage 
for such fiscal year of the Federal share of pay-
ment adjustments made to hospitals in the State 
under subsection (c) that are attributable to the 
1995 DSH allotment for payments to institutions 
for mental diseases and other mental health fa-
cilities (based on reporting data specified by the 
State on HCFA Form 64 as mental health DSH, 
and as approved by the Secretary). 

‘‘(II) APPLICABLE MENTAL HEALTH PERCENT-
AGE.—For purposes of subclause (I)(bb), the ap-
plicable mental health percentage for such fiscal 
year is— 

‘‘(aa) for fiscal year 1999, 50 percent; 
‘‘(bb) for fiscal year 2000, 20 percent; and 
‘‘(cc) for fiscal years 2001 and 2002, 0 percent. 
‘‘(iii) APPLICABLE REDUCTION PERCENTAGE.— 

For purposes of clause (i), the applicable reduc-
tion percentage described in that clause is— 

‘‘(I) for fiscal year 1999, 92 percent; 
‘‘(II) for fiscal year 2000, 85 percent; and 
‘‘(III) for fiscal years 2001 and 2002, 80 per-

cent. 
‘‘(4) EXCEPTIONS.— 
‘‘(A) CERTAIN STATES WITHOUT 1995 MENTAL 

HEALTH DSH SPENDING.—In the case of any State 
with a State 1995 DSH spending amount that ex-
ceeds 12 percent of the Federal medical assist-
ance percentage of expenditures made under the 
State plan under this title for medical assistance 
during fiscal year 1995 and that, during such 
fiscal year, did not make any payment adjust-
ments to hospitals in the State under subsection 
(c) that are attributable to the 1995 DSH allot-
ment for payments to institutions for mental dis-
eases and other mental health facilities (based 
on reporting data specified by the State on 
HCFA Form 64 as mental health DSH, and as 
approved by the Secretary), the DSH allotment 
for that State for each of fiscal years 1998 
through 2002 is equal to the average of the State 
1995 DSH spending amount and the State 1996 
DSH spending amount. 

‘‘(B) STATES WITH LOW STATE 1995 DSH SPEND-
ING AMOUNTS.—In the case of any State with a 
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State 1995 DSH spending amount that is less 
than 3 percent of the Federal medical assistance 
percentage of expenditures made under the 
State plan under this title for medical assistance 
during fiscal year 1995, the DSH allotment for 
that State for each of fiscal years 1998 through 
2002 is equal to the State 1995 DSH spending 
amount. 

‘‘(C) STATES WITH STATE 1995 DSH SPENDING 
AMOUNTS ABOVE 3 PERCENT.—In the case of any 
State with a State 1995 DSH spending amount 
that is more than 3 percent of the Federal med-
ical assistance percentage of expenditures made 
under the State plan under this title for medical 
assistance during fiscal year 1995, the DSH al-
lotment for that State for each of fiscal years 
1999 through 2002 is equal to the greater of— 

‘‘(i) the amount otherwise determined for such 
State under paragraph (3); or 

‘‘(ii) 50 percent of the State 1995 DSH spend-
ing amount. 

‘‘(5) DETERMINATION OF STATE DSH ALLOT-
MENTS FOR FISCAL YEAR 2003 AND THEREAFTER.— 
The DSH allotment for any State for fiscal year 
2003 and each fiscal year thereafter is equal to 
the DSH allotment for the State for the pre-
ceding fiscal year, increased by the estimated 
percentage change in the consumer price index 
for medical services (as determined by the Bu-
reau of Labor Statistics). 

‘‘(6) DEFINITIONS.— 
‘‘(A) HIGH DSH STATE.—The term ‘high DSH 

State’ means a State that, with respect to fiscal 
year 1997, had a State base allotment under this 
section that exceeded 12 percent of the Federal 
medical assistance percentage of expenditures 
made under the State plan under this title for 
medical assistance during such fiscal year, as 
determined using the preliminary State DSH al-
lotment for the State for fiscal year 1997, as pub-
lished in the Federal Register on January 31, 
1997. 

‘‘(B) STATE.—In this subsection, the term 
‘State’ means the 50 States and the District of 
Columbia.’’. 

‘‘(C) STATE 1995 DSH SPENDING AMOUNT.—The 
term ‘State 1995 DSH spending amount’ means, 
with respect to a State, the Federal medical as-
sistance percentage of payment adjustments 
made under subsection (c) under the State plan 
that are attributable to the fiscal year 1995 DSH 
allotment, as reported by the State not later 
than January 1, 1997, on HCFA Form 64, and as 
approved by the Secretary. 

‘‘(D) STATE 1996 DSH SPENDING AMOUNT.—The 
term ‘State 1996 DSH spending amount’ means, 
with respect to a State, the Federal share of 
payment adjustments made under subsection (c) 
under the State plan during fiscal year 1996 as 
reported by the State not later than December 
31, 1997, on HCFA Form 64, and as approved by 
the Secretary.’’. 

(b) LIMITATION ON PAYMENTS TO INSTITUTIONS 
FOR MENTAL DISEASES.—Section 1923 of the So-
cial Security Act (42 U.S.C. 1396r–4) is amended 
by adding at the end the following: 

‘‘(h) LIMITATION ON CERTAIN STATE DSH EX-
PENDITURES.— 

‘‘(1) IN GENERAL.—Notwithstanding any other 
provision of this section, payment under section 
1903(a) shall not be made to a State with respect 
to any payment adjustments made under this 
section for quarters in a fiscal year to institu-
tions for mental diseases or other mental health 
facilities, in excess of— 

‘‘(A) the total State DSH expenditures that 
are attributable to fiscal year 1995 for payments 
to institutions for mental diseases and other 
mental health facilities (based on reporting data 
specified by the State on HCFA Form 64 as men-
tal health DSH, and as approved by the Sec-
retary); or 

‘‘(B) the amount of such payment adjustment 
which is equal to the applicable percentage of 
the Federal share of payment adjustments made 
to hospitals in the State under subsection (c) 
that are attributable to the 1995 DSH allotment 
for payments to institutions for mental diseases 

and other mental health facilities (based on re-
porting data specified by the State on HCFA 
Form 64 as mental health DSH, and as approved 
by the Secretary). 

‘‘(2) APPLICABLE PERCENTAGE.— 
‘‘(A) IN GENERAL.—For purposes of paragraph 

(1), the applicable percentage with respect to a 
fiscal year is the lesser of the percentage deter-
mined under subparagraph (B) or— 

‘‘(i) for fiscal year 2001, 50 percent; 
‘‘(ii) for fiscal year 2002, 40 percent; and 
‘‘(iii) for fiscal year 2003 and thereafter, 33 

percent. 
‘‘(B) 1995 PERCENTAGE.—The percentage deter-

mined under this subparagraph is the ratio (de-
termined as a percentage) of the Federal share 
of payment adjustments made to hospitals in the 
State under subsection (c) that are attributable 
to the 1995 DSH allotment for payments to insti-
tutions for mental diseases and other mental 
health facilities, to the State 1995 DSH spending 
amount, as defined under subsection (f)(6)(C).’’. 

(c) TARGETING PAYMENTS.—Section 1923(a)(2) 
(42 U.S.C. 1396r–4(a)(2)) is amended by adding 
at the end the following: 

‘‘(D) A State plan under this title shall not be 
considered to meet the requirements of section 
1902(a)(13)(A) (insofar as it requires payments to 
hospitals to take into account the situation of 
hospitals that serve a disproportionate number 
of low-income patients with special needs), as of 
October 1, 1998, unless the State has provided 
assurances to the Secretary that the State has 
developed a methodology for prioritizing pay-
ments to disproportionate share hospitals, in-
cluding children’s hospitals, on the basis of the 
proportion of low-income and medicaid patients 
served by such hospitals. In making such assur-
ances, the State plan shall provide a definition 
of high-volume disproportionate share hospitals 
and a detailed description of the specific meth-
odology to be used to provide disproportionate 
share payments to such hospitals. The State 
shall provide an annual report to the Secretary 
describing the disproportionate share payments 
to such high-volume disproportionate share hos-
pitals.’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section apply on and after October 1, 
1997. 

CHAPTER 2—EXPANSION OF MEDICAID 
ELIGIBILITY 

SEC. 5731. STATE OPTION TO PERMIT WORKERS 
WITH DISABILITIES TO BUY INTO 
MEDICAID. 

Section 1902(a)(10)(A)(ii) (42 U.S.C. 
1396a(a)(10)(A)(ii)) is amended— 

(1) in subclause (XI), by striking ‘‘or’’ at the 
end; 

(2) in subclause (XII), by adding ‘‘or’’ at the 
end; and 

(3) by adding at the end the following: 
‘‘(XIII) who are in families whose income is 

less than 250 percent of the income official pov-
erty line (as defined by the Office of Manage-
ment and Budget, and revised annually in ac-
cordance with section 673(2) of the Omnibus 
Budget Reconciliation Act of 1981) applicable to 
a family of the size involved, and who but for 
earnings in excess of the limit established under 
section 1619(b), would be considered to be receiv-
ing supplemental security income (subject, not-
withstanding section 1916, to payment of pre-
miums or other charges (set on a sliding scale 
based on income) that the State may deter-
mine);’’. 
SEC. 5732. 12-MONTH CONTINUOUS ELIGIBILITY 

FOR CHILDREN. 
(a) IN GENERAL.—Section 1902(e) (42 U.S.C. 

1396a(e)) is amended by adding at the end the 
following: 

‘‘(12) At the option of the State, the State plan 
may provide that an individual who is under an 
age specified by the State (not to exceed 19 years 
of age) and who is determined to be eligible for 
benefits under a State plan approved under this 
title under subsection (a)(10)(A) shall remain el-
igible for those benefits until the earlier of— 

‘‘(A) the end of the 12-month period following 
the determination; or 

‘‘(B) the date that the individual exceeds that 
age.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall apply to medical assist-
ance for items and services furnished on or after 
October 1, 1997. 
CHAPTER 3—PROGRAMS OF ALL-INCLU-

SIVE CARE FOR THE ELDERLY (PACE) 
SEC. 5741. ESTABLISHMENT OF PACE PROGRAM 

AS MEDICAID STATE OPTION. 
(a) IN GENERAL.—Title XIX is amended— 
(1) in section 1905(a) (42 U.S.C. 1396d(a)), as 

amended by section 5702(a)(1)— 
(A) by striking ‘‘and’’ at the end of paragraph 

(25); 
(B) by redesignating paragraph (26) as para-

graph (27); and 
(C) by inserting after paragraph (25) the fol-

lowing new paragraph: 
‘‘(26) services furnished under a PACE pro-

gram under section 1932 to PACE program eligi-
ble individuals enrolled under the program 
under such section; and’’; 

(2) by redesignating section 1932 as section 
1933; and 

(3) by inserting after section 1931 the fol-
lowing new section: 

‘‘PROGRAM OF ALL-INCLUSIVE CARE FOR THE 
ELDERLY (PACE) 

‘‘SEC. 1932. (a) STATE OPTION.— 
‘‘(1) IN GENERAL.—A State may elect to pro-

vide medical assistance under this section with 
respect to PACE program services to PACE pro-
gram eligible individuals who are eligible for 
medical assistance under the State plan and 
who are enrolled in a PACE program under a 
PACE program agreement. Such individuals 
need not be eligible for benefits under part A, or 
enrolled under part B, of title XVIII to be eligi-
ble to enroll under this section. In the case of an 
individual enrolled with a PACE program pur-
suant to such an election— 

‘‘(A) the individual shall receive benefits 
under the plan solely through such program, 
and 

‘‘(B) the PACE provider shall receive payment 
in accordance with the PACE program agree-
ment for provision of such benefits. 

‘‘(2) PACE PROGRAM DEFINED.—For purposes 
of this section and section 1894, the term ‘PACE 
program’ means a program of all-inclusive care 
for the elderly that meets the following require-
ments: 

‘‘(A) OPERATION.—The entity operating the 
program is a PACE provider (as defined in para-
graph (3)). 

‘‘(B) COMPREHENSIVE BENEFITS.—The program 
provides comprehensive health care services to 
PACE program eligible individuals in accord-
ance with the PACE program agreement and 
regulations under this section. 

‘‘(C) TRANSITION.—In the case of an indi-
vidual who is enrolled under the program under 
this section and whose enrollment ceases for any 
reason (including that the individual no longer 
qualifies as a PACE program eligible individual, 
the termination of a PACE program agreement, 
or otherwise), the program provides assistance 
to the individual in obtaining necessary transi-
tional care through appropriate referrals and 
making the individual’s medical records avail-
able to new providers. 

‘‘(3) PACE PROVIDER DEFINED.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘PACE provider’ means an entity 
that— 

‘‘(i) subject to subparagraph (B), is (or is a 
distinct part of) a public entity or a private, 
nonprofit entity organized for charitable pur-
poses under section 501(c)(3) of the Internal 
Revenue Code of 1986, and 

‘‘(ii) has entered into a PACE program agree-
ment with respect to its operation of a PACE 
program. 

‘‘(B) TREATMENT OF PRIVATE, FOR-PROFIT 
PROVIDERS.—Clause (i) of subparagraph (A) 
shall not apply— 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00245 Fmt 0624 Sfmt 6333 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATES6638 June 26, 1997 
‘‘(i) to entities subject to a demonstration 

project waiver under subsection (h); and 
‘‘(ii) after the date the report under section 

5743(b) of the Balanced Budget Act of 1997 is 
submitted, unless the Secretary determines that 
any of the findings described in subparagraph 
(A), (B), (C), or (D) of paragraph (2) of such 
section are true. 

‘‘(4) PACE PROGRAM AGREEMENT DEFINED.— 
For purposes of this section, the term ‘PACE 
program agreement’ means, with respect to a 
PACE provider, an agreement, consistent with 
this section, section 1894 (if applicable), and reg-
ulations promulgated to carry out such sections, 
among the PACE provider, the Secretary, and a 
State administering agency for the operation of 
a PACE program by the provider under such 
sections. 

‘‘(5) PACE PROGRAM ELIGIBLE INDIVIDUAL DE-
FINED.—For purposes of this section, the term 
‘PACE program eligible individual’ means, with 
respect to a PACE program, an individual 
who— 

‘‘(A) is 55 years of age or older; 
‘‘(B) subject to subsection (c)(4), is determined 

under subsection (c) to require the level of care 
required under the State medicaid plan for cov-
erage of nursing facility services; 

‘‘(C) resides in the service area of the PACE 
program; and 

‘‘(D) meets such other eligibility conditions as 
may be imposed under the PACE program agree-
ment for the program under subsection 
(e)(2)(A)(ii). 

‘‘(6) PACE PROTOCOL.—For purposes of this 
section, the term ‘PACE protocol’ means the 
Protocol for the Program of All-inclusive Care 
for the Elderly (PACE), as published by On Lok, 
Inc., as of April 14, 1995, or any successor pro-
tocol that may be agreed upon between the Sec-
retary and On Lok, Inc. 

‘‘(7) PACE DEMONSTRATION WAIVER PROGRAM 
DEFINED.—For purposes of this section, the term 
‘PACE demonstration waiver program’ means a 
demonstration program under either of the fol-
lowing sections (as in effect before the date of 
their repeal): 

‘‘(A) Section 603(c) of the Social Security 
Amendments of 1983 (Public Law 98–21), as ex-
tended by section 9220 of the Consolidated Om-
nibus Budget Reconciliation Act of 1985 (Public 
Law 99–272). 

‘‘(B) Section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986 (Public Law 99–509). 

‘‘(8) STATE ADMINISTERING AGENCY DEFINED.— 
For purposes of this section, the term ‘State ad-
ministering agency’ means, with respect to the 
operation of a PACE program in a State, the 
agency of that State (which may be the single 
agency responsible for administration of the 
State plan under this title in the State) respon-
sible for administering PACE program agree-
ments under this section and section 1894 in the 
State. 

‘‘(9) TRIAL PERIOD DEFINED.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘trial period’ means, with respect 
to a PACE program operated by a PACE pro-
vider under a PACE program agreement, the 
first 3 contract years under such agreement with 
respect to such program. 

‘‘(B) TREATMENT OF ENTITIES PREVIOUSLY OP-
ERATING PACE DEMONSTRATION WAIVER PRO-
GRAMS.—Each contract year (including a year 
occurring before the effective date of this sec-
tion) during which an entity has operated a 
PACE demonstration waiver program shall be 
counted under subparagraph (A) as a contract 
year during which the entity operated a PACE 
program as a PACE provider under a PACE pro-
gram agreement. 

‘‘(10) REGULATIONS.—For purposes of this sec-
tion, the term ‘regulations’ refers to interim 
final or final regulations promulgated under 
subsection (f) to carry out this section and sec-
tion 1894. 

‘‘(b) SCOPE OF BENEFITS; BENEFICIARY SAFE-
GUARDS.— 

‘‘(1) IN GENERAL.—Under a PACE program 
agreement, a PACE provider shall— 

‘‘(A) provide to PACE program eligible indi-
viduals, regardless of source of payment and di-
rectly or under contracts with other entities, at 
a minimum— 

‘‘(i) all items and services covered under title 
XVIII (for individuals enrolled under section 
1894) and all items and services covered under 
this title, but without any limitation or condi-
tion as to amount, duration, or scope and with-
out application of deductibles, copayments, co-
insurance, or other cost-sharing that would oth-
erwise apply under such title or this title, re-
spectively; and 

‘‘(ii) all additional items and services specified 
in regulations, based upon those required under 
the PACE protocol; 

‘‘(B) provide such enrollees access to nec-
essary covered items and services 24 hours per 
day, every day of the year; 

‘‘(C) provide services to such enrollees 
through a comprehensive, multidisciplinary 
health and social services delivery system which 
integrates acute and long-term care services 
pursuant to regulations; and 

‘‘(D) specify the covered items and services 
that will not be provided directly by the entity, 
and to arrange for delivery of those items and 
services through contracts meeting the require-
ments of regulations. 

‘‘(2) QUALITY ASSURANCE; PATIENT SAFE-
GUARDS.—The PACE program agreement shall 
require the PACE provider to have in effect at 
a minimum— 

‘‘(A) a written plan of quality assurance and 
improvement, and procedures implementing such 
plan, in accordance with regulations, and 

‘‘(B) written safeguards of the rights of en-
rolled participants (including a patient bill of 
rights and procedures for grievances and ap-
peals) in accordance with regulations and with 
other requirements of this title and Federal and 
State law designed for the protection of pa-
tients. 

‘‘(c) ELIGIBILITY DETERMINATIONS.— 
‘‘(1) IN GENERAL.—The determination of— 
‘‘(A) whether an individual is a PACE pro-

gram eligible individual shall be made under 
and in accordance with the PACE program 
agreement, and 

‘‘(B) who is entitled to medical assistance 
under this title shall be made (or who is not so 
entitled, may be made) by the State admin-
istering agency. 

‘‘(2) CONDITION.—An individual is not a 
PACE program eligible individual (with respect 
to payment under this section) unless the indi-
vidual’s health status has been determined by 
the Secretary or the State administering agency, 
in accordance with regulations, to be com-
parable to the health status of individuals who 
have participated in the PACE demonstration 
waiver programs. Such determination shall be 
based upon information on health status and re-
lated indicators (such as medical diagnoses and 
measures of activities of daily living, instru-
mental activities of daily living, and cognitive 
impairment) that are part of a uniform minimum 
data set collected by PACE providers on poten-
tial eligible individuals. 

‘‘(3) ANNUAL ELIGIBILITY RECERTIFICATIONS.— 
‘‘(A) IN GENERAL.—Subject to subparagraph 

(B), the determination described in subsection 
(a)(5)(B) for an individual shall be reevaluated 
at least annually. 

‘‘(B) EXCEPTION.—The requirement of annual 
reevaluation under subparagraph (A) may be 
waived during a period in accordance with reg-
ulations in those cases in which the State ad-
ministering agency determines that there is no 
reasonable expectation of improvement or sig-
nificant change in an individual’s condition 
during the period because of the advanced age, 
severity of the advanced age, severity of chronic 
condition, or degree of impairment of functional 
capacity of the individual involved. 

‘‘(4) CONTINUATION OF ELIGIBILITY.—An indi-
vidual who is a PACE program eligible indi-

vidual may be deemed to continue to be such an 
individual notwithstanding a determination 
that the individual no longer meets the require-
ment of subsection (a)(5)(B) if, in accordance 
with regulations, in the absence of continued 
coverage under a PACE program the individual 
reasonably would be expected to meet such re-
quirement within the succeeding 6-month pe-
riod. 

‘‘(5) ENROLLMENT; DISENROLLMENT.—The en-
rollment and disenrollment of PACE program el-
igible individuals in a PACE program shall be 
pursuant to regulations and the PACE program 
agreement and shall permit enrollees to volun-
tarily disenroll without cause at any time. Such 
regulations and agreement shall provide that 
the PACE program may not disenroll a PACE 
program eligible individual on the ground that 
the individual has engaged in noncompliant be-
havior if such behavior is related to a mental or 
physical condition of the individual. For pur-
poses of the preceding sentence, the term ‘non-
compliant behavior’ includes repeated non-
compliance with medical advice and repeated 
failure to appear for appointments. 

‘‘(d) PAYMENTS TO PACE PROVIDERS ON A 
CAPITATED BASIS.— 

‘‘(1) IN GENERAL.—In the case of a PACE pro-
vider with a PACE program agreement under 
this section, except as provided in this sub-
section or by regulations, the State shall make 
prospective monthly payments of a capitation 
amount for each PACE program eligible indi-
vidual enrolled under the agreement under this 
section. 

‘‘(2) CAPITATION AMOUNT.—The capitation 
amount to be applied under this subsection for 
a provider for a contract year shall be an 
amount specified in the PACE program agree-
ment for the year. Such amount shall be an 
amount, specified under the PACE agreement, 
which is less than the amount that would other-
wise have been made under the State plan if the 
individuals were not so enrolled and shall be ad-
justed to take into account the comparative 
frailty of PACE enrollees and such other factors 
as the Secretary determines to be appropriate. 
The payment under this section shall be in addi-
tion to any payment made under section 1894 for 
individuals who are enrolled in a PACE pro-
gram under such section. 

‘‘(e) PACE PROGRAM AGREEMENT.— 
‘‘(1) REQUIREMENT.— 
‘‘(A) IN GENERAL.—The Secretary, in close co-

operation with the State administering agency, 
shall establish procedures for entering into, ex-
tending, and terminating PACE program agree-
ments for the operation of PACE programs by 
entities that meet the requirements for a PACE 
provider under this section, section 1894, and 
regulations. 

‘‘(B) NUMERICAL LIMITATION.— 
‘‘(i) IN GENERAL.—The Secretary shall not per-

mit the number of PACE providers with which 
agreements are in effect under this section or 
under section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986 to exceed— 

‘‘(I) 40 as of the date of the enactment of this 
section, or 

‘‘(II) as of each succeeding anniversary of 
such date, the numerical limitation under this 
subparagraph for the preceding year plus 20. 
Subclause (II) shall apply without regard to the 
actual number of agreements in effect as of a 
previous anniversary date. 

‘‘(ii) TREATMENT OF CERTAIN PRIVATE, FOR- 
PROFIT PROVIDERS.—The numerical limitation in 
clause (i) shall not apply to a PACE provider 
that— 

‘‘(I) is operating under a demonstration 
project waiver under subsection (h), or 

‘‘(II) was operating under such a waiver and 
subsequently qualifies for PACE provider status 
pursuant to subsection (a)(3)(B)(ii). 

‘‘(2) SERVICE AREA AND ELIGIBILITY.— 
‘‘(A) IN GENERAL.—A PACE program agree-

ment for a PACE program— 
‘‘(i) shall designate the service area of the 

program; 
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‘‘(ii) may provide additional requirements for 

individuals to qualify as PACE program eligible 
individuals with respect to the program; 

‘‘(iii) shall be effective for a contract year, but 
may be extended for additional contract years in 
the absence of a notice by a party to terminate, 
and is subject to termination by the Secretary 
and the State administering agency at any time 
for cause (as provided under the agreement); 

‘‘(iv) shall require a PACE provider to meet all 
applicable State and local laws and require-
ments; and 

‘‘(v) shall have such additional terms and 
conditions as the parties may agree to, provided 
that such terms and conditions are consistent 
with this section and regulations. 

‘‘(B) SERVICE AREA OVERLAP.—In designating 
a service area under a PACE program agreement 
under subparagraph (A)(i), the Secretary (in 
consultation with the State administering agen-
cy) may exclude from designation an area that 
is already covered under another PACE program 
agreement, in order to avoid unnecessary dupli-
cation of services and avoid impairing the fi-
nancial and service viability of an existing pro-
gram. 

‘‘(3) DATA COLLECTION; DEVELOPMENT OF OUT-
COME MEASURES.— 

‘‘(A) DATA COLLECTION.— 
‘‘(i) IN GENERAL.—Under a PACE program 

agreement, the PACE provider shall— 
‘‘(I) collect data; 
‘‘(II) maintain, and afford the Secretary and 

the State administering agency access to, the 
records relating to the program, including perti-
nent financial, medical, and personnel records; 
and 

‘‘(III) submit to the Secretary and the State 
administering agency such reports as the Sec-
retary finds (in consultation with State admin-
istering agencies) necessary to monitor the oper-
ation, cost, and effectiveness of the PACE pro-
gram. 

‘‘(ii) REQUIREMENTS DURING TRIAL PERIOD.— 
During the first 3 years of operation of a PACE 
program (either under this section or under a 
PACE demonstration waiver program), the 
PACE provider shall provide such additional 
data as the Secretary specifies in regulations in 
order to perform the oversight required under 
paragraph (4)(A). 

‘‘(B) DEVELOPMENT OF OUTCOME MEASURES.— 
Under a PACE program agreement, the PACE 
provider, the Secretary, and the State admin-
istering agency shall jointly cooperate in the de-
velopment and implementation of health status 
and quality of life outcome measures with re-
spect to PACE program eligible individuals. 

‘‘(4) OVERSIGHT.— 
‘‘(A) ANNUAL, CLOSE OVERSIGHT DURING TRIAL 

PERIOD.—During the trial period (as defined in 
subsection (a)(9)) with respect to a PACE pro-
gram operated by a PACE provider, the Sec-
retary (in cooperation with the State admin-
istering agency) shall conduct a comprehensive 
annual review of the operation of the PACE 
program by the provider in order to assure com-
pliance with the requirements of this section 
and regulations. Such a review shall include— 

‘‘(i) an onsite visit to the program site; 
‘‘(ii) comprehensive assessment of a provider’s 

fiscal soundness; 
‘‘(iii) comprehensive assessment of the pro-

vider’s capacity to provide all PACE services to 
all enrolled participants; 

‘‘(iv) detailed analysis of the entity’s substan-
tial compliance with all significant requirements 
of this section and regulations; and 

‘‘(v) any other elements the Secretary or the 
State administering agency considers necessary 
or appropriate. 

‘‘(B) CONTINUING OVERSIGHT.—After the trial 
period, the Secretary (in cooperation with the 
State administering agency) shall continue to 
conduct such review of the operation of PACE 
providers and PACE programs as may be appro-
priate, taking into account the performance 
level of a provider and compliance of a provider 

with all significant requirements of this section 
and regulations. 

‘‘(C) DISCLOSURE.—The results of reviews 
under this paragraph shall be reported promptly 
to the PACE provider, along with any rec-
ommendations for changes to the provider’s pro-
gram, and shall be made available to the public 
upon request. 

‘‘(5) TERMINATION OF PACE PROVIDER AGREE-
MENTS.— 

‘‘(A) IN GENERAL.—Under regulations— 
‘‘(i) the Secretary or a State administering 

agency may terminate a PACE program agree-
ment for cause, and 

‘‘(ii) a PACE provider may terminate such an 
agreement after appropriate notice to the Sec-
retary, the State administering agency, and en-
rollees. 

‘‘(B) CAUSES FOR TERMINATION.—In accord-
ance with regulations establishing procedures 
for termination of PACE program agreements, 
the Secretary or a State administering agency 
may terminate a PACE program agreement with 
a PACE provider for, among other reasons, the 
fact that— 

‘‘(i) the Secretary or State administering agen-
cy determines that— 

‘‘(I) there are significant deficiencies in the 
quality of care provided to enrolled participants; 
or 

‘‘(II) the provider has failed to comply sub-
stantially with conditions for a program or pro-
vider under this section or section 1894; and 

‘‘(ii) the entity has failed to develop and suc-
cessfully initiate, within 30 days of the date of 
the receipt of written notice of such a deter-
mination, a plan to correct the deficiencies, or 
has failed to continue implementation of such a 
plan. 

‘‘(C) TERMINATION AND TRANSITION PROCE-
DURES.—An entity whose PACE provider agree-
ment is terminated under this paragraph shall 
implement the transition procedures required 
under subsection (a)(2)(C). 

‘‘(6) SECRETARY’S OVERSIGHT; ENFORCEMENT 
AUTHORITY.— 

‘‘(A) IN GENERAL.—Under regulations, if the 
Secretary determines (after consultation with 
the State administering agency) that a PACE 
provider is failing substantially to comply with 
the requirements of this section and regulations, 
the Secretary (and the State administering 
agency) may take any or all of the following ac-
tions: 

‘‘(i) Condition the continuation of the PACE 
program agreement upon timely execution of a 
corrective action plan. 

‘‘(ii) Withhold some or all further payments 
under the PACE program agreement under this 
section or section 1894 with respect to PACE 
program services furnished by such provider 
until the deficiencies have been corrected. 

‘‘(iii) Terminate such agreement. 
‘‘(B) APPLICATION OF INTERMEDIATE SANC-

TIONS.—Under regulations, the Secretary may 
provide for the application against a PACE pro-
vider of remedies described in section 1857(f)(2) 
(or, for periods before January 1, 1999, section 
1876(i)(6)(B)) or 1903(m)(5)(B) in the case of vio-
lations by the provider of the type described in 
section 1857(f)(1) (or 1876(i)(6)(A) for such peri-
ods) or 1903(m)(5)(A), respectively (in relation to 
agreements, enrollees, and requirements under 
section 1894 or this section, respectively). 

‘‘(7) PROCEDURES FOR TERMINATION OR IMPO-
SITION OF SANCTIONS.—Under regulations, the 
provisions of section 1857(g) (or for periods be-
fore January 1, 1999, section 1876(i)(9)) shall 
apply to termination and sanctions respecting a 
PACE program agreement and PACE provider 
under this subsection in the same manner as 
they apply to a termination and sanctions with 
respect to a contract and a Medicare Choice or-
ganization under part C of title XVIII (or for 
such periods an eligible organization under sec-
tion 1876). 

‘‘(8) TIMELY CONSIDERATION OF APPLICATIONS 
FOR PACE PROGRAM PROVIDER STATUS.—In con-

sidering an application for PACE provider pro-
gram status, the application shall be deemed ap-
proved unless the Secretary, within 90 days 
after the date of the submission of the applica-
tion to the Secretary, either denies such request 
in writing or informs the applicant in writing 
with respect to any additional information that 
is needed in order to make a final determination 
with respect to the application. After the date 
the Secretary receives such additional informa-
tion, the application shall be deemed approved 
unless the Secretary, within 90 days of such 
date, denies such request. 

‘‘(f) REGULATIONS.— 
‘‘(1) IN GENERAL.—The Secretary shall issue 

interim final or final regulations to carry out 
this section and section 1894. 

‘‘(2) USE OF PACE PROTOCOL.— 
‘‘(A) IN GENERAL.—In issuing such regula-

tions, the Secretary shall, to the extent con-
sistent with the provisions of this section, incor-
porate the requirements applied to PACE dem-
onstration waiver programs under the PACE 
protocol. 

‘‘(B) FLEXIBILITY.—In order to provide for 
reasonable flexibility in adapting the PACE 
service delivery model to the needs of particular 
organizations (such as those in rural areas or 
those that may determine it appropriate to use 
nonstaff physicians according to State licensing 
law requirements) under this section and section 
1894, the Secretary (in close consultation with 
State administering agencies) may modify or 
waive provisions of the PACE protocol so long 
as any such modification or waiver is not incon-
sistent with and would not impair the essential 
elements, objectives, and requirements of this 
section, but may not modify or waive any of the 
following provisions: 

‘‘(i) The focus on frail elderly qualifying indi-
viduals who require the level of care provided in 
a nursing facility. 

‘‘(ii) The delivery of comprehensive, inte-
grated acute and long-term care services. 

‘‘(iii) The interdisciplinary team approach to 
care management and service delivery. 

‘‘(iv) Capitated, integrated financing that al-
lows the provider to pool payments received 
from public and private programs and individ-
uals. 

‘‘(v) The assumption by the provider of full fi-
nancial risk. 

‘‘(3) APPLICATION OF CERTAIN ADDITIONAL 
BENEFICIARY AND PROGRAM PROTECTIONS.— 

‘‘(A) IN GENERAL.—In issuing such regulations 
and subject to subparagraph (B), the Secretary 
may apply with respect to PACE programs, pro-
viders, and agreements such requirements of 
part C of title XVIII (or, for periods before Jan-
uary 1, 1999, section 1876) and section 1903(m) 
relating to protection of beneficiaries and pro-
gram integrity as would apply to Medicare 
Choice organizations under such part C (or for 
such periods eligible organizations under risk- 
sharing contracts under section 1876) and to 
health maintenance organizations under pre-
paid capitation agreements under section 
1903(m). 

‘‘(B) CONSIDERATIONS.—In issuing such regu-
lations, the Secretary shall— 

‘‘(i) take into account the differences between 
populations served and benefits provided under 
this section and under part C of title XVIII (or, 
for periods before January 1, 1999, section 1876) 
and section 1903(m); 

‘‘(ii) not include any requirement that con-
flicts with carrying out PACE programs under 
this section; and 

‘‘(iii) not include any requirement restricting 
the proportion of enrollees who are eligible for 
benefits under this title or title XVIII. 

‘‘(g) WAIVERS OF REQUIREMENTS.—With re-
spect to carrying out a PACE program under 
this section, the following requirements of this 
title (and regulations relating to such require-
ments) shall not apply: 

‘‘(1) Section 1902(a)(1), relating to any re-
quirement that PACE programs or PACE pro-
gram services be provided in all areas of a State. 
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‘‘(2) Section 1902(a)(10), insofar as such sec-

tion relates to comparability of services among 
different population groups. 

‘‘(3) Sections 1902(a)(23) and 1915(b)(4), relat-
ing to freedom of choice of providers under a 
PACE program. 

‘‘(4) Section 1903(m)(2)(A), insofar as it re-
stricts a PACE provider from receiving prepaid 
capitation payments. 

‘‘(h) DEMONSTRATION PROJECT FOR FOR-PROF-
IT ENTITIES.— 

‘‘(1) IN GENERAL.—In order to demonstrate the 
operation of a PACE program by a private, for- 
profit entity, the Secretary (in close consulta-
tion with State administering agencies) shall 
grant waivers from the requirement under sub-
section (a)(3) that a PACE provider may not be 
a for-profit, private entity. 

‘‘(2) SIMILAR TERMS AND CONDITIONS.— 
‘‘(A) IN GENERAL.—Except as provided under 

subparagraph (B), and paragraph (1), the terms 
and conditions for operation of a PACE pro-
gram by a provider under this subsection shall 
be the same as those for PACE providers that 
are nonprofit, private organizations. 

‘‘(B) NUMERICAL LIMITATION.—The number of 
programs for which waivers are granted under 
this subsection shall not exceed 10. Programs 
with waivers granted under this subsection shall 
not be counted against the numerical limitation 
specified in subsection (e)(1)(B). 

‘‘(i) POST-ELIGIBILITY TREATMENT OF IN-
COME.—A State may provide for post-eligibility 
treatment of income for individuals enrolled in 
PACE programs under this section in the same 
manner as a State treats post-eligibility income 
for individuals receiving services under a waiver 
under section 1915(c). 

‘‘(j) MISCELLANEOUS PROVISIONS.—Nothing in 
this section or 1894 shall be construed as pre-
venting a PACE provider from entering into 
contracts with other governmental or non-
governmental payers for the care of PACE pro-
gram eligible individuals who are not eligible for 
benefits under part A, or enrolled under part B, 
of title XVIII or eligible for medical assistance 
under this title.’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Section 1902(j) (42 U.S.C. 1396a(j)), as 

amended by section 5702(a)(2)(B), is amended by 
striking ‘‘(26)’’ and inserting ‘‘(27)’’. 

(2) Section 1924(a)(5) (42 U.S.C. 1396r–5(a)(5)) 
is amended— 

(A) in the heading, by striking ‘‘FROM ORGANI-
ZATIONS RECEIVING CERTAIN WAIVERS’’ and in-
serting ‘‘UNDER PACE PROGRAMS’’; and 

(B) by striking ‘‘from any organization’’ and 
all that follows and inserting ‘‘under a PACE 
demonstration waiver program (as defined in 
section 1932(a)(7)) or under a PACE program 
under section 1932 or 1894.’’. 

(3) Section 1903(f)(4)(C) (42 U.S.C. 
1396b(f)(4)(C)) is amended by inserting ‘‘or who 
is a PACE program eligible individual enrolled 
in a PACE program under section 1932,’’ after 
‘‘section 1902(a)(10)(A),’’. 
SEC. 5742. EFFECTIVE DATE; TRANSITION. 

(a) TIMELY ISSUANCE OF REGULATIONS; EFFEC-
TIVE DATE.—The Secretary of Health and 
Human Services shall promulgate regulations to 
carry out this chapter in a timely manner. Such 
regulations shall be designed so that entities 
may establish and operate PACE programs 
under sections 1894 and 1932 of the Social Secu-
rity Act (as added by sections 5011 and 5741 of 
this Act) for periods beginning not later than 1 
year after the date of the enactment of this Act. 

(b) EXPANSION AND TRANSITION FOR PACE 
DEMONSTRATION PROJECT WAIVERS.— 

(1) EXPANSION IN CURRENT NUMBER AND EX-
TENSION OF DEMONSTRATION PROJECTS.—Section 
9412(b) of the Omnibus Budget Reconciliation 
Act of 1986, as amended by section 4118(g) of the 
Omnibus Budget Reconciliation Act of 1987, is 
amended— 

(A) in paragraph (1), by inserting before the 
period at the end the following: ‘‘, except that 

the Secretary shall grant waivers of such re-
quirements to up to the applicable numerical 
limitation specified in section 1933(e)(1)(B) of 
the Social Security Act’’; and 

(B) in paragraph (2)— 
(i) in subparagraph (A), by striking ‘‘, includ-

ing permitting the organization to assume pro-
gressively (over the initial 3-year period of the 
waiver) the full financial risk’’; and 

(ii) in subparagraph (C), by adding at the end 
the following: ‘‘In granting further extensions, 
an organization shall not be required to provide 
for reporting of information which is only re-
quired because of the demonstration nature of 
the project.’’. 

(2) ELIMINATION OF REPLICATION REQUIRE-
MENT.—Section 9412(b)(2)(B) of such Act, as so 
amended, shall not apply to waivers granted 
under such section after the date of the enact-
ment of this Act. 

(3) TIMELY CONSIDERATION OF APPLICATIONS.— 
In considering an application for waivers under 
such section before the effective date of the re-
peals under subsection (d), subject to the numer-
ical limitation under the amendment made by 
paragraph (1), the application shall be deemed 
approved unless the Secretary of Health and 
Human Services, within 90 days after the date 
of its submission to the Secretary, either denies 
such request in writing or informs the applicant 
in writing with respect to any additional infor-
mation which is needed in order to make a final 
determination with respect to the application. 
After the date the Secretary receives such addi-
tional information, the application shall be 
deemed approved unless the Secretary, within 90 
days of such date, denies such request. 

(c) PRIORITY AND SPECIAL CONSIDERATION IN 
APPLICATION.—During the 3-year period begin-
ning on the date of the enactment of this Act: 

(1) PROVIDER STATUS.—The Secretary of 
Health and Human Services shall give priority 
in processing applications of entities to qualify 
as PACE programs under section 1894 or 1932 of 
the Social Security Act— 

(A) first, to entities that are operating a PACE 
demonstration waiver program (as defined in 
section 1932(a)(7) of such Act), and 

(B) then to entities that have applied to oper-
ate such a program as of May 1, 1997. 

(2) NEW WAIVERS.—The Secretary shall give 
priority, in the awarding of additional waivers 
under section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986— 

(A) to any entities that have applied for such 
waivers under such section as of May 1, 1997; 
and 

(B) to any entity that, as of May 1, 1997, has 
formally contracted with a State to provide serv-
ices for which payment is made on a capitated 
basis with an understanding that the entity was 
seeking to become a PACE provider. 

(3) SPECIAL CONSIDERATION.—The Secretary 
shall give special consideration, in the proc-
essing of applications described in paragraph (1) 
and the awarding of waivers described in para-
graph (2), to an entity which as of May 1, 1997, 
through formal activities (such as entering into 
contracts for feasibility studies) has indicated a 
specific intent to become a PACE provider. 

(d) REPEAL OF CURRENT PACE DEMONSTRA-
TION PROJECT WAIVER AUTHORITY.— 

(1) IN GENERAL.—Subject to paragraph (2), the 
following provisions of law are repealed: 

(A) Section 603(c) of the Social Security 
Amendments of 1983 (Public Law 98–21). 

(B) Section 9220 of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 (Public Law 
99–272). 

(C) Section 9412(b) of the Omnibus Budget 
Reconciliation Act of 1986 (Public Law 99–509). 

(2) DELAY IN APPLICATION.— 
(A) IN GENERAL.—Subject to subparagraph 

(B), the repeals made by paragraph (1) shall not 
apply to waivers granted before the initial effec-
tive date of regulations described in subsection 
(a). 

(B) APPLICATION TO APPROVED WAIVERS.— 
Such repeals shall apply to waivers granted be-

fore such date only after allowing such organi-
zations a transition period (of up to 24 months) 
in order to permit sufficient time for an orderly 
transition from demonstration project authority 
to general authority provided under the amend-
ments made by this chapter. 
SEC. 5743. STUDY AND REPORTS. 

(a) STUDY.— 
(1) IN GENERAL.—The Secretary of Health and 

Human Services (in close consultation with 
State administering agencies, as defined in sec-
tion 1932(a)(8) of the Social Security Act) shall 
conduct a study of the quality and cost of pro-
viding PACE program services under the medi-
care and medicaid programs under the amend-
ments made by this chapter. 

(2) STUDY OF PRIVATE, FOR-PROFIT PRO-
VIDERS.—Such study shall specifically compare 
the costs, quality, and access to services by enti-
ties that are private, for-profit entities operating 
under demonstration projects waivers granted 
under section 1932(h) of the Social Security Act 
with the costs, quality, and access to services of 
other PACE providers. 

(b) REPORT.— 
(1) IN GENERAL.—Not later than 4 years after 

the date of the enactment of this Act, the Sec-
retary shall provide for a report to Congress on 
the impact of such amendments on quality and 
cost of services. The Secretary shall include in 
such report such recommendations for changes 
in the operation of such amendments as the Sec-
retary deems appropriate. 

(2) TREATMENT OF PRIVATE, FOR-PROFIT PRO-
VIDERS.—The report shall include specific find-
ings on whether any of the following findings is 
true: 

(A) The number of covered lives enrolled with 
entities operating under demonstration project 
waivers under section 1932(h) of the Social Secu-
rity Act is fewer than 800 (or such lesser number 
as the Secretary may find statistically sufficient 
to make determinations respecting findings de-
scribed in the succeeding subparagraphs). 

(B) The population enrolled with such entities 
is less frail than the population enrolled with 
other PACE providers. 

(C) Access to or quality of care for individuals 
enrolled with such entities is lower than such 
access or quality for individuals enrolled with 
other PACE providers. 

(D) The application of such section has re-
sulted in an increase in expenditures under the 
medicare or medicaid programs above the ex-
penditures that would have been made if such 
section did not apply. 

(c) INFORMATION INCLUDED IN ANNUAL REC-
OMMENDATIONS.—The Physician Payment Re-
view Commission shall include in its annual rec-
ommendations under section 1845(b) of the So-
cial Security Act (42 U.S.C. 1395w–1), and the 
Prospective Payment Review Commission shall 
include in its annual recommendations reported 
under section 1886(e)(3)(A) of such Act (42 
U.S.C. 1395ww(e)(3)(A)), recommendations on 
the methodology and level of payments made to 
PACE providers under section 1894(d) of such 
Act and on the treatment of private, for-profit 
entities as PACE providers. References in the 
preceding sentence to the Physician Payment 
Review Commission and the Prospective Pay-
ment Review Commission shall be deemed to be 
references to the Medicare Payment Advisory 
Commission (MedPAC) established under section 
5022(a) after the termination of the Physician 
Payment Review Commission and the Prospec-
tive Payment Review Commission provided for 
in section 5022(c)(2). 

CHAPTER 4—MEDICAID MANAGEMENT 
AND PROGRAM REFORMS 

SEC. 5751. ELIMINATION OF REQUIREMENT TO 
PAY FOR PRIVATE INSURANCE. 

(a) REPEAL OF STATE PLAN PROVISION.—Sec-
tion 1902(a)(25) (42 U.S.C. 1396a(a)(25)) is 
amended— 

(1) by striking subparagraph (G); and 
(2) by redesignating subparagraphs (H) and 

(I) as subparagraphs (G) and (H), respectively. 
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(b) REPEAL OF ENROLLMENT REQUIREMENTS.— 

Section 1906 (42 U.S.C. 1396e) is repealed. 
(c) REINSTATEMENT OF STATE OPTION.—Sec-

tion 1905(a) (42 U.S.C. 1396a(a)) is amended, in 
the matter preceding clause (i), by inserting 
‘‘(including, at State option, through purchase 
or payment of enrollee costs of health insur-
ance)’’ after ‘‘The term ‘medical assistance’ 
means payment’’. 
SEC. 5752. ELIMINATION OF OBSTETRICAL AND 

PEDIATRIC PAYMENT RATE RE-
QUIREMENTS. 

(a) IN GENERAL.—Section 1926 (42 U.S.C. 
1396r–7) is repealed. 

(b) EFFECTIVE DATE.—The repeal made by 
subsection (a) shall apply to services furnished 
on or after October 1, 1997. 
SEC. 5753. PHYSICIAN QUALIFICATION REQUIRE-

MENTS. 

(a) IN GENERAL.—Section 1903(i) (42 U.S.C. 
1396b(i)) is amended by striking paragraph (12). 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall apply to services fur-
nished on or after the date of the enactment of 
this Act. 
SEC. 5754. EXPANDED COST-SHARING REQUIRE-

MENTS. 

Section 1916 (42 U.S.C. 1396o) is amended by 
adding at the end the following: 

‘‘(g)(1) Notwithstanding any other provision 
of this title, the State plan may impose cost- 
sharing with respect to any medical assistance 
provided to an individual who is not described 
in section 1902(a)(10)(A)(i) in accordance with 
the provisions of this subsection, except that no 
cost-sharing may be imposed with respect to 
medical assistance provided to an individual 
who has not attained age 18 if such individual’s 
family income does not exceed 150 percent of the 
poverty line applicable to a family of the size in-
volved, and if, as of the date of enactment of the 
Balanced Budget Act of 1997, cost-sharing could 
not be imposed with respect to medical assist-
ance provided to such individual. 

‘‘(2) Any cost-sharing imposed under this sub-
section shall be pursuant to a public schedule 
and shall reflect such economic factors, employ-
ment status, and family size with respect to each 
such individual as the State determines appro-
priate. 

‘‘(3) In the case of any family whose income 
is less than 150 percent of the income official 
poverty line (as defined by the Office of Man-
agement and Budget, and revised annually in 
accordance with section 673(2) of the Omnibus 
Budget Reconciliation Act of 1981) applicable to 
a family of the size involved, the total annual 
amount of cost-sharing that may be imposed for 
such family shall not exceed 3 percent of the 
family’s average gross monthly earnings (less 
the average monthly costs for such child care as 
is necessary for the employment of the caretaker 
relative) for such period. 

‘‘(4) In the case of any family whose income 
exceeds 150 percent, but does not exceed 200 per-
cent of, such poverty line, paragraph (3) shall 
be applied by substituting ‘5 percent’ for ‘3 per-
cent’. 

‘‘(5) Nothing in this subsection shall be con-
strued as preventing a State from imposing cost- 
sharing with respect to individuals eligible for 
medical assistance under the State plan, or with 
respect to items or services provided as medical 
assistance under such plan, if the provisions of 
this title otherwise allow the State to do so or if 
the State has received a waiver that authorizes 
such cost-sharing. 

‘‘(6) Any cost-sharing imposed under this sub-
section may not be included in determining the 
amount of the State percentage required for re-
imbursement of expenditures under a State plan 
under this title. 

‘‘(7) In this subsection, the term ‘cost-sharing’ 
includes copayments, deductibles, coinsurance, 
enrollment fees, premiums, and other charges 
for the provision of health care services.’’. 

SEC. 5755. PENALTY FOR FRAUDULENT ELIGI-
BILITY. 

Section 1128B(a) (42 U.S.C. 1320a–7b(a)), as 
amended by section 217 of the Health Insurance 
Portability and Accountability Act of 1996, is 
amended— 

(1) by amending paragraph (6) to read as fol-
lows: 

‘‘(6) for a fee knowingly and willfully coun-
sels or assists an individual to dispose of assets 
(including by any transfer in trust) in order for 
the individual to become eligible for medical as-
sistance under a State plan under title XIX, if 
disposing of the assets results in the imposition 
of a period of ineligibility for such assistance 
under section 1917(c),’’; and 

(2) in clause (ii) of the matter following such 
paragraph, by striking ‘‘failure, or conversion 
by any other person’’ and inserting ‘‘failure, 
conversion, or provision of counsel or assistance 
by any other person’’. 
SEC. 5756. ELIMINATION OF WASTE, FRAUD, AND 

ABUSE. 
(a) BAN ON SPENDING FOR NONHEALTH RE-

LATED ITEMS.—Section 1903(i) (42 U.S.C. 
1396b(i)) is amended— 

(1) in paragraphs (2) and (15), by striking the 
period at the end and inserting ‘‘; or’’; 

(2) in paragraphs (10)(B), (11), and (13), by 
adding ‘‘or’’ at the end; and 

(3) by inserting after paragraph (15), the fol-
lowing: 

‘‘(16) with respect to any amount expended for 
roads, bridges, stadiums, or any other item or 
service not covered under a State plan under 
this title.’’. 

(b) DISCLOSURE OF INFORMATION AND SURETY 
BOND REQUIREMENT FOR SUPPLIERS OF DURABLE 
MEDICAL EQUIPMENT.— 

(1) REQUIREMENT.—Section 1902(a) (42 U.S.C. 
1396a(a)), is amended— 

(A) by striking ‘‘and’’ at the end of paragraph 
(62); 

(B) by striking the period at the end of para-
graph (63) and inserting ‘‘; and’’; and 

(C) by inserting after paragraph (63) the fol-
lowing: 

‘‘(64) provide that the State shall not issue or 
renew a provider number for a supplier of med-
ical assistance consisting of durable medical 
equipment, as defined in section 1861(n), for 
purposes of payment under this part for such 
assistance that is furnished by the supplier, un-
less the supplier provides the State agency on a 
continuing basis with— 

‘‘(A)(i) full and complete information as to the 
identity of each person with an ownership or 
control interest (as defined in section 1124(a)(3)) 
in the supplier or in any subcontractor (as de-
fined by the Secretary in regulations) in which 
the supplier directly or indirectly has a 5 per-
cent or more ownership interest; and 

(ii) to the extent determined to be feasible 
under regulations of the Secretary, the name of 
any disclosing entity (as defined in section 
1124(a)(2)) with respect to which a person with 
such an ownership or control interest in the 
supplier is a person with such an ownership or 
control interest in the disclosing entity; and 

‘‘(B) a surety bond in a form specified by the 
State and in an amount that is not less than 
$50,000.’’. 

(2) EFFECTIVE DATE.—The amendment made 
by paragraph (1) shall apply to suppliers of 
medical assistance consisting of durable medical 
equipment furnished on or after January 1, 1998. 

(c) SURETY BOND REQUIREMENT FOR HOME 
HEALTH AGENCIES.— 

(1) IN GENERAL.—Section 1905(a)(7) (42 U.S.C. 
1396d(a)(7) is amended by inserting ‘‘, provided 
that the agency or organization providing such 
services provides the State agency on a con-
tinuing basis with a surety bond in a form speci-
fied by the State and in an amount that is not 
less than $50,000’’ after ‘‘services’’. 

(2) EFFECTIVE DATE.—The amendment made 
by paragraph (1) shall apply to home health 
agencies with respect to services furnished on or 
after January 1, 1998. 

(d) CONFLICT OF INTEREST SAFEGUARDS.—Sec-
tion 1902(a)(4) (42 U.S.C. 1396a(a)(4)) is amend-
ed to read as follows: 

‘‘(4) provide— 
‘‘(A) such methods of administration (includ-

ing methods relating to the establishment and 
maintenance of personnel standards on a merit 
basis, except that the Secretary shall exercise no 
authority with respect to the selection, tenure of 
office, and compensation of any individual em-
ployed in accordance with such methods, and 
including provision for utilization of profes-
sional medical personnel in the administration 
and, where administered locally, supervision of 
administration of the plan) as are found by the 
Secretary to be necessary for the proper and ef-
ficient operation of the plan; 

‘‘(B) for the training and effective use of paid 
subprofessional staff, with particular emphasis 
on the full-time or part-time employment of re-
cipients and other persons of low income, as 
community service aides, in the administration 
of the plan and for the use of nonpaid or par-
tially paid volunteers in a social service volun-
teer program in providing services to applicants 
and recipients and in assisting any advisory 
committees established by the State agency; and 

‘‘(C) that each State or local officer or em-
ployee, or independent contractor— 

‘‘(i) who is responsible for the expenditure of 
substantial amounts of funds under the State 
plan, or who is responsible for administering the 
State plan under this title, each individual who 
formerly was such an officer, employee, or inde-
pendent contractor, and each partner of such 
an officer, employee, or independent contractor 
shall be prohibited from committing any act, in 
relation to any activity under the plan, the com-
mission of which, in connection with any activ-
ity concerning the United States Government, 
by an officer or employee of the United States 
Government, an individual who was such an of-
ficer or employee, or a partner of such an officer 
or employee is prohibited by section 207 or 208 of 
title 18, United States Code; and 

‘‘(ii) who is responsible for selecting, award-
ing, or otherwise obtaining items and services 
under the State plan shall be subject to safe-
guards against conflicts of interest that are at 
least as stringent as the safeguards that apply 
under section 27 of the Office of Federal Pro-
curement Policy Act (41 U.S.C. 423) to persons 
described in subsection (a)(2) of such section of 
that Act;’’. 

(e) AUTHORITY TO REFUSE TO ENTER INTO 
MEDICAID AGREEMENTS WITH INDIVIDUALS OR 
ENTITIES CONVICTED OF FELONIES.—Section 
1902(a)(23) (42 U.S.C. 1396a(a)(23)) is amended 
to read as follows: 

‘‘(23) provide that— 
‘‘(A) any individual eligible for medical assist-

ance (including drugs) may obtain such assist-
ance from any institution, agency, community 
pharmacy, or person, qualified to perform the 
service or services required (including an orga-
nization which provides such services, or ar-
ranges for their availability, on a prepayment 
basis), who undertakes to provide him such 
services; and 

‘‘(B) an enrollment of an individual eligible 
for medical assistance in a primary care case- 
management system (described in section 
1915(b)(1)), a health maintenance organization, 
or a similar entity shall not restrict the choice of 
the qualified person from whom the individual 
may receive services under section 1905(a)(4)(C), 
except as provided in subsection (g) and in sec-
tion 1915, except in the case of Puerto Rico, the 
Virgin Islands, and Guam, and except that 
nothing in this paragraph shall be construed as 
requiring a State to provide medical assistance 
for items or services furnished by a person or en-
tity convicted of a felony under Federal or State 
law for an offense which the State agency deter-
mines is inconsistent with the best interest of 
beneficiaries under the State plan;’’. 

(f) MONITORING PAYMENTS FOR DUAL ELIGI-
BLES.—The Administrator of the Health Care Fi-
nancing Administration shall— 
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(1) develop mechanisms to better monitor and 

prevent inappropriate payments under the med-
icaid program under title XIX of the Social Se-
curity Act (42 U.S.C. 1396 et seq.) in the case of 
individuals who are dually eligible for benefits 
under such program and under the medicare 
program under title XVIII of such Act (42 U.S.C. 
1395 et seq.); 

(2) study the use of case management or care 
coordination in order to improve the appro-
priateness of care, quality of care, and cost ef-
fectiveness of care for individuals who are du-
ally eligible for benefits under such programs; 
and 

(3) work with the States to ensure better care 
coordination for dual eligibles and make rec-
ommendations to Congress as to any statutory 
changes that would not compromise beneficiary 
protections and that would improve or facilitate 
such care. 

(g) BENEFICIARY AND PROGRAM PROTECTION 
AGAINST WASTE, FRAUD, AND ABUSE.—Section 
1902(a) (42 U.S.C. 1396a(a)), as amended by sub-
section (b)(1), is amended— 

(1) by striking ‘‘and’’ at the end of paragraph 
(63); 

(2) by striking the period at the end of para-
graph (64) and inserting ‘‘; and’’; and 

(3) by inserting after paragraph (64) the fol-
lowing: 

‘‘(65) provide programs— 
‘‘(A) to ensure program integrity, protect and 

advocate on behalf of individuals, and to report 
to the State data concerning beneficiary con-
cerns and complaints and instances of bene-
ficiary abuse or program waste or fraud by man-
aged care plans operating in the State under 
contact with the State agency; 

‘‘(B) to provide assistance to beneficiaries, 
with particular emphasis on the families of spe-
cial needs children and persons with disabilities 
to— 

‘‘(i) explain the differences between managed 
care and fee-for-service plans; 

‘‘(ii) clarify the coverage for such beneficiaries 
under any managed care plan offered under the 
State plan under this title; 

‘‘(iii) explain the implications of the choices 
between competing plans; 

‘‘(iv) assist such beneficiaries in under-
standing their rights under any managed care 
plan offered under the State plan, including 
their right to— 

‘‘(I) access and benefits; 
‘‘(II) nondiscrimination; 
‘‘(III) grievance and appeal mechanisms; and 
‘‘(IV) change plans, as designated in the State 

plan; and 
‘‘(v) exercise the rights described in clause 

(iv); and 
‘‘(C) to collect and report to the State data on 

the number of complaints or instances identified 
under subparagraph (A) and to report to the 
State annually on any systematic problems in 
the implementation of managed care entities 
contracting with the State under the State plan 
under this title.’’. 
SEC. 5757. STUDY ON EPSDT BENEFITS. 

(a) STUDY.—The Secretary of Health and 
Human Services, in consultation with Gov-
ernors, directors of State medicaid and State 
maternal and child programs, the Institute of 
Medicine, the American Academy of Pediatrics, 
and representatives of beneficiaries under the 
medicaid program under title XIX of the Social 
Security Act (42 U.S.C. 1396 et seq.) shall con-
duct a study of the early and periodic screening, 
diagnostic, and treatment services provided 
under State plans under title XIX of the Social 
Security Act in accordance with section 1905(r) 
of such Act (42 U.S.C. 1396d(r)). 

(b) REPORT.—Not later than 12 months after 
the date of enactment of this Act, the Secretary 
of Health and Human Services shall submit a re-
port to Congress on the results of the conducted 
study under subsection (a). 

SEC. 5758. STUDY AND GUIDELINES REGARDING 
MANAGED CARE ORGANIZATIONS 
AND INDIVIDUALS WITH SPECIAL 
HEALTH CARE NEEDS. 

(a) STUDY AND RECOMMENDATIONS.—The Sec-
retary of Health and Human Services (in this 
section referred to as the ‘‘Secretary’’), in con-
sultation with States, managed care organiza-
tions, the National Academy of State Health 
Policy, representatives of beneficiaries with spe-
cial health care needs, experts in specialized 
health care, and others, shall conduct a study 
and develop the guidelines described in sub-
section (b). Not later than 2 years after the date 
of enactment of this Act, the Secretary shall re-
port such guidelines to Congress and make rec-
ommendations for implementing legislation. 

(b) GUIDELINES DESCRIBED.—The guidelines to 
be developed by the Secretary shall relate to 
issues such as risk adjustment, solvency, med-
ical necessity definitions, case management, 
quality controls, adequacy of provider networks, 
access to specialists (including pediatric special-
ists and the use of specialists as primary care 
providers), marketing, compliance with the 
Americans with Disabilities Act of 1990 (42 
U.S.C. 12101 et seq.), speedy grievance and ap-
peals procedures, data collection, and such 
other matters as the Secretary may determine, 
as these issues affect care provided to individ-
uals with special health care needs and chronic 
conditions in capitated managed care or pri-
mary care case management plans. The Sec-
retary shall distinguish which guidelines should 
apply to primary care case management ar-
rangements, to capitated risk sharing arrange-
ments, or to both. Such guidelines should be de-
signed to be used in reviewing State proposals 
under title XIX of the Social Security Act (42 
U.S.C. 1396 et seq.) (by waiver request or State 
plan amendment) to implement mandatory 
capitated managed care or primary care case 
management arrangements that enroll bene-
ficiaries with chronic conditions or special 
health care needs. 

CHAPTER 5—MISCELLANEOUS 
SEC. 5761. INCREASED FMAPS. 

Section 1905(b) (42 U.S.C. 1396d(b)(1)) is 
amended— 

(1) by striking ‘‘and (2)’’ and inserting ‘‘(2)’’; 
and 

(2) by striking the period and inserting ‘‘, and 
(3) during the period beginning on October 1, 
1997, and ending on September 30, 2000, the Fed-
eral medical assistance percentage for the Dis-
trict of Columbia shall be 60 per centum, and the 
Federal medical assistance percentage for Alas-
ka shall be 59.8 per centum (but only, in the 
case of such States, with respect to expenditures 
under a State plan under this title).’’. 
SEC. 5762. INCREASE IN PAYMENT CAPS FOR TER-

RITORIES. 
Section 1108 (42 U.S.C. 1308) is amended— 
(1) in subsection (f), by striking ‘‘The’’ and 

inserting ‘‘Subject to subsection (g), the’’; and 
(2) by adding at the end the following: 
‘‘(g) MEDICAID PAYMENTS TO TERRITORIES FOR 

FISCAL YEAR 1998 AND THEREAFTER.— 
‘‘(1) FISCAL YEAR 1998.—With respect to fiscal 

year 1998, the amounts otherwise determined for 
Puerto Rico, the Virgin Islands, Guam, the 
Northern Mariana Islands, and American 
Samoa under subsection (f) for such fiscal year 
shall be increased in the following manner: 

‘‘(A) For Puerto Rico, $30,000,000. 
‘‘(B) For the Virgin Islands, $750,000. 
‘‘(C) For Guam, $750,000. 
‘‘(D) For the Northern Mariana Islands, 

$500,000. 
‘‘(E) For American Samoa, $500,000. 
‘‘(2) FISCAL YEAR 1999 AND THEREAFTER.—Not-

withstanding subsection (f), with respect to fis-
cal year 1999 and any fiscal year thereafter, the 
total amount certified by the Secretary under 
title XIX for payment to— 

‘‘(A) Puerto Rico shall not exceed the sum of 
the amount provided in this subsection for the 

preceding fiscal year increased by the percent-
age increase in the medical care component of 
the consumer price index for all urban con-
sumers (as published by the Bureau of Labor 
Statistics) for the twelve-month period ending in 
March preceding the beginning of the fiscal 
year, rounded to the nearest $100,000; 

‘‘(B) the Virgin Islands shall not exceed the 
sum of the amount provided in this subsection 
for the preceding fiscal year increased by the 
percentage increase referred to in subparagraph 
(A), rounded to the nearest $10,000; 

‘‘(C) Guam shall not exceed the sum of the 
amount provided in this subsection for the pre-
ceding fiscal year increased by the percentage 
increase referred to in subparagraph (A), round-
ed to the nearest $10,000; 

‘‘(D) Northern Mariana Islands shall not ex-
ceed the sum of the amount provided in this 
subsection for the preceding fiscal year in-
creased by the percentage increase referred to in 
subparagraph (A), rounded to the nearest 
$10,000; and 

‘‘(E) American Samoa shall not exceed the 
sum of the amount provided in this subsection 
for the preceding fiscal year increased by the 
percentage increase referred to in subparagraph 
(A), rounded to the nearest $10,000.’’. 
SEC. 5763. COMMUNITY-BASED MENTAL HEALTH 

SERVICES. 
(a) IN GENERAL.—Section 1905(a) (42 U.S.C. 

1396d(a)), as amended by section 5741(a)(1), is 
amended— 

(1) by striking ‘‘and’’ at the end of paragraph 
(26); 

(2) by redesignating paragraph (27) as para-
graph (28); and 

(3) by inserting after paragraph (26) the fol-
lowing new paragraph: 

‘‘(27) outpatient and intensive community- 
based mental health services, including psy-
chiatric rehabilitation, day treatment, intensive 
in-home services for children, assertive commu-
nity treatment, therapeutic out-of-home place-
ments (excluding room and board), clinic serv-
ices, partial hospitalization, and targeted case 
management; and’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Section 1902(a)(10)(C)(iv) (42 U.S.C. 

1396a(a)(10)(C)(iv)), as amended by section 
5702(a)(2)(A), is amended by inserting ‘‘or (27)’’ 
after ‘‘(25)’’. 

(2) Section 1902(j) (42 U.S.C. 1396a(j)), as 
amended by section 5741(b)(1), is amended by 
striking ‘‘(27)’’ and inserting ‘‘(28)’’. 
SEC. 5764. OPTIONAL MEDICAID COVERAGE OF 

CERTAIN CDC-SCREENED BREAST 
CANCER PATIENTS. 

(a) COVERAGE AS OPTIONAL CATEGORICALLY 
NEEDY GROUP.—Section 1902(a)(10)(A)(ii) (42 
U.S.C. 1396a(a)(10)(A)(ii)) is amended— 

(1) in subclause (XI), by striking ‘‘or’’ at the 
end; 

(2) in subclause (XII), by adding ‘‘or’’ at the 
end; and 

(3) by adding at the end the following: 
‘‘(XIII) who are described in subsection 

(aa)(1)(relating to certain CDC-screened breast 
cancer patients);’’. 

(b) GROUP AND BENEFIT DESCRIBED.—Section 
1902 (42 U.S.C. 1396a) is amended by adding at 
the end the following: 

‘‘(aa)(1) Individuals described in this para-
graph are individuals not described in sub-
section (a)(10)(A)(i) who— 

‘‘(A) have not attained age 65; 
‘‘(B) have been diagnosed with breast cancer 

through participation in the program to screen 
women for breast and cervical cancer conducted 
by the Director of the Centers for Disease Con-
trol and Prevention under title 15 of the Public 
Health Service Act (42 U.S.C. 300k et seq.); 

‘‘(C) satisfy the income and resource eligibility 
criteria established by such Director for partici-
pation in such program; and 

‘‘(D) are not otherwise eligible for medical as-
sistance under the State plan under this title. 

‘‘(2) For purposes of subsection (a)(10), the 
term ‘‘breast cancer-related services’’ means 
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each of the following services relating to treat-
ment of breast cancer: 

‘‘(A) Prescribed drugs. 
‘‘(B) Physicians’ services and services de-

scribed in section 1905(a)(2). 
‘‘(C) Laboratory and X-ray services (including 

services to confirm the presence of breast can-
cer). 

‘‘(D) Rural health clinic services and Feder-
ally-qualified health center services. 

‘‘(E) Case management services (as defined in 
section 1915(g)(2)). 

‘‘(F) Services (other than room and board) de-
signed to encourage completion of regimens of 
prescribed drugs by outpatients, including serv-
ices to observe directly the intake of prescribed 
drugs.’’. 

(c) LIMITATION ON BENEFITS.—Section 
1902(a)(10) (42 U.S.C. 1396a(a)(10)) is amended 
in the matter following subparagraph (F)— 

(1) by striking ‘‘, and (XIII)’’; and 
(2) by inserting before the semicolon at the 

end the following: ‘‘, and (XIV) the medical as-
sistance made available to an individual de-
scribed in subsection (aa)(1) who is eligible for 
medical assistance only because of subpara-
graph (A)(ii)(XIII) shall be limited to medical 
assistance for breast cancer-related services (de-
scribed in subsection (aa)(2))’’. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 1905(a) (42 U.S.C. 1396d(a)) is 

amended— 
(A) in clause (x), by striking ‘‘or’’ at the end; 
(B) in clause (xi), by adding ‘‘or’’ at the end; 
(C) by inserting after clause (xi) the following: 
‘‘(xii) individuals described in section 

1902(aa)(1),’’; and 
(D) by striking paragraph (19) and inserting 

the following: 
‘‘(19) case management services (as defined in 

section 1915(g)(2)), TB-related services described 
in section 1902(z)(2)(F), and breast cancer-re-
lated services described in section 1902)(2)(F);’’. 

(2) Section 1915(g)(1) (42 U.S.C. 1396n(g)(1)) is 
amended by inserting ‘‘or section 1902(aa)(1)’’ 
after ‘‘section 1902(z)(1)(A)’’. 

(e) EFFECTIVE DATE.—The amendments made 
by this section apply to medical assistance fur-
nished on or after October 1, 1997, without re-
gard to whether or not final regulations to carry 
out such amendments have been promulgated by 
such date. 
SEC. 5765. TREATMENT OF STATE TAXES IM-

POSED ON CERTAIN HOSPITALS 
THAT PROVIDE FREE CARE. 

(a) EXCEPTION FROM TAX DOES NOT DIS-
QUALIFY AS BROAD-BASED TAX.—Section 
1903(w)(3) (42 U.S.C. 1396b(w)(3)) is amended— 

(1) in subparagraph (B), by striking ‘‘and 
(E)’’ and inserting ‘‘(E), and (F)’’; and 

(2) by adding at the end the following: 
‘‘(F) In no case shall a tax not qualify as a 

broad-based health care related tax under this 
paragraph because it does not apply to a hos-
pital that is described in section 501(c)(3) of the 
Internal Revenue Code of 1986 and exempt from 
taxation under section 501(a) of such Code and 
that does not accept payment under the State 
plan under this title or under title XVIII.’’. 

(b) REDUCTION IN FEDERAL FINANCIAL PAR-
TICIPATION IN CASE OF IMPOSITION OF TAX.— 
Section 1903(b) (42 U.S.C. 1396b(b)) is amended 
by adding at the end the following: 

‘‘(4) Notwithstanding the preceding provisions 
of this section, the amount determined under 
subsection (a)(1) for any State shall be de-
creased in a quarter by the amount of any 
health care related taxes (described in section 
1902(w)(3)(A)) that are imposed on a hospital 
described in subsection (w)(3)(F) in that quar-
ter.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by subsection (a) shall apply to taxes imposed 
before, on, or after the date of the enactment of 
this Act and the amendment made by subsection 
(b) shall apply to taxes imposed on or after such 
date. 

SEC. 5766. TREATMENT OF VETERANS PENSIONS 
UNDER MEDICAID. 

(a) POST-ELIGIBILITY.—Section 1902(r)(1) of 
the Social Security Act (42 U.S.C. 1396a(r)(1)) is 
amended to read as follows: 

‘‘(r)(1) For purposes of sections 1902(a)(17) 
and 1924(d)(1)(D) and for purposes of a waiver 
under section 1915, with respect to the post-eligi-
bility treatment of income of individuals who 
are institutionalized or receiving home or com-
munity-based services under such a waiver— 

‘‘(A) there shall be disregarded reparation 
payments made by the Federal Republic of Ger-
many; 

‘‘(B) there shall be taken into account 
amounts for incurred expenses for medical or re-
medial care that are not subject to payment by 
a third party, including— 

‘‘(i) medicare and other health insurance pre-
miums, deductibles, or coinsurance, and 

‘‘(ii) necessary medical or remedial care recog-
nized under State law but not covered under the 
State plan under this title, subject to reasonable 
limits the State may establish on the amount of 
these expenses; and 

‘‘(C) in the case of a resident in a State vet-
erans home, there shall be taken into account, 
as income, any and all payments received under 
a Department of Veterans Affairs pension or 
compensation program, including payments at-
tributable to the recipient’s medical expenses or 
to the recipient’s need for aid and attendance, 
but excluding that part of any augmented ben-
efit attributable to a dependent. 
For purposes of subparagraph (C), any Depart-
ment of Veterans Affairs pension benefit that 
has been limited to $90 per month pursuant to 
section 5503(f) of title 38, United States Code, 
may be applied to meet the monthly personal 
needs allowance provided by the State plan 
under this title, but shall not otherwise be used 
to reduce the amount paid to a facility under 
the State plan.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall be effective with respect 
to periods beginning on and after July 1, 1994. 
SEC. 5767. REMOVAL OF NAME FROM NURSE AIDE 

REGISTRY. 
(a) MEDICARE.—Section 1819(g)(1)(C) of the 

Social Security Act (42 U.S.C. 1395i-3(g)(1)(C)) is 
amended— 

(1) in the first sentence by striking ‘‘The 
State’’ and inserting ‘‘(i) The State’’; and 

(2) by adding at the end the following: 
‘‘(ii)(I) In the case of a finding of neglect, the 

State shall establish a procedure to permit a 
nurse aide to petition the State to have his or 
her name removed from the registry upon a de-
termination by the State that— 

‘‘(aa) the employment and personal history of 
the nurse aide does not reflect a pattern of abu-
sive behavior or neglect; and 

‘‘(bb) the neglect involved in the original find-
ing was a singular occurrence. 

‘‘(II) In no case shall a determination on a pe-
tition submitted under clause (I) be made prior 
to the expiration of the 1-year period beginning 
on the date on which the name of the petitioner 
was added to the registry under this subpara-
graph.’’. 

(b) MEDICAID.—Section 1919(g)(1)(C) of the 
Social Security Act (42 U.S.C. 1396r(g)(1)(C)) is 
amended— 

(1) in the first sentence by striking ‘‘The 
State’’ and inserting ‘‘(i) The State’’; and 

(2) by adding at the end the following: 
‘‘(ii)(I) In the case of a finding of neglect, the 

State shall establish a procedure to permit a 
nurse aide to petition the State to have his or 
her name removed from the registry upon a de-
termination by the State that— 

‘‘(aa) the employment and personal history of 
the nurse aide does not reflect a pattern of abu-
sive behavior or neglect; and 

‘‘(bb) the neglect involved in the original find-
ing was a singular occurrence. 

‘‘(II) In no case shall a determination on a pe-
tition submitted under clause (I) be made prior 

to the expiration of the 1-year period beginning 
on the date on which the name of the petitioner 
was added to the registry under this subpara-
graph.’’. 

(c) RETROACTIVE REVIEW.—The procedures de-
veloped by a State under the amendments made 
by subsection (a) and (b) shall permit an indi-
vidual to petition for a review of any finding 
made by a State under section 1819(g)(1)(C) or 
1919(g)(1)(C) of the Social Security Act (42 
U.S.C. 1395i-3(g)(1)(C) or 1396r(g)(1)(C)) after 
January 1, 1995. 

(d) STUDY AND REPORT.— 
(1) STUDY.—The Secretary of Health and 

Human Services shall conduct a study of— 
(A) the use of nurse aide registries by States, 

including the number of nurse aides placed on 
the registries on a yearly basis and the cir-
cumstances that warranted their placement on 
the registries; 

(B) the extent to which institutional environ-
mental factors (such as a lack of adequate 
training or short staffing) contribute to cases of 
abuse and neglect at nursing facilities; and 

(C) whether alternatives (such as a proba-
tional period accompanied by additional train-
ing or mentoring or sanctions on facilities that 
create an environment that encourages abuse or 
neglect) to the sanctions that are currently ap-
plied under the Social Security Act for abuse 
and neglect at nursing facilities might be more 
effective in minimizing future cases of abuse and 
neglect. 

(2) REPORT.—Not later than 2 years after the 
date of enactment of this Act, the Secretary of 
Health and Human Services shall prepare and 
submit to the appropriate committees of Con-
gress, a report concerning the results of the 
study conducted under paragraph (1) and the 
recommendation of the Secretary for legislation 
based on such study. 
SEC. 5768. WAIVER OF CERTAIN PROVIDER TAX 

PROVISIONS. 

Notwithstanding any other provision of law, 
taxes, fees, or assessments, as defined in section 
1903(w)(3)(A) of the Social Security Act (42 
U.S.C. 1396b(w)(3)(A)), that were collected by 
the State of New York from a health care pro-
vider before June 1, 1997, and for which a waiv-
er of the provisions of subparagraph (B) or (C) 
of section 1903(w)(3) of such Act has been ap-
plied for, or that would, but for this paragraph 
require that such a waiver be applied for, in ac-
cordance with subparagraph (E) of such section, 
and, (if so applied for) upon which action by 
the Secretary of Health and Human Services (in-
cluding any judicial review of any such pro-
ceeding) has not been completed as of the date 
of enactment of this Act, are deemed to be per-
missible health care related taxes and in compli-
ance with the requirements of subparagraphs 
(B) and (C) of sections 1903(w)(3) of such Act. 
SEC. 5769. CONTINUATION OF STATE-WIDE SEC-

TION 1115 MEDICAID WAIVERS. 

(a) IN GENERAL.—Section 1115 of the Social 
Security Act (42 U.S.C. 1315) is amended by add-
ing at the end the following: 

‘‘(d)(1) The provisions of this subsection shall 
apply to the extension of statewide comprehen-
sive research and demonstration projects (in this 
subsection referred to as ‘waiver project’) for 
which waivers of compliance with the require-
ments of title XIX are granted under subsection 
(a). With respect to a waiver project that, but 
for the enactment of this subsection, would ex-
pire, the State at its option may not later than 
1 year before the waiver under subsection (a) 
would expire (acting through the chief executive 
officer of the State who is operating the project), 
submit to the Secretary a written request for an 
extension of such waiver project for up to 2 
years. 

‘‘(2) The requirements of this paragraph are 
that the waiver project— 

‘‘(A) has been successfully operated for 5 or 
more years; and 
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‘‘(B) has been shown, through independent 

evaluations sponsored by the Health Care Fi-
nancing Administration, to successfully contain 
costs and provide access to health care. 

‘‘(3)(A) In the case of waiver projects de-
scribed in paragraph (1)(A), if the Secretary 
fails to respond to the request within 6 months 
after the date on which the request was sub-
mitted, the request is deemed to have been 
granted. 

‘‘(B) If the request is granted or deemed to 
have been granted, the deadline for submittal of 
a final report shall be 1 year after the date on 
which the waiver project would have expired 
but for the enactment of this subsection. 

‘‘(C) The Secretary shall release an evaluation 
of each such project not later than 1 year after 
the date of receipt of the final report. 

‘‘(D) Phase-down provisions which were ap-
plicable to waiver projects before an extension 
was provided under this subsection shall not 
apply. 

‘‘(4) The extension of a waiver project under 
this subsection shall be on the same terms and 
conditions (including applicable terms and con-
ditions related to quality and access of services, 
budget neutrality as adjusted for inflation, data 
and reporting requirements and special popu-
lation protections), except for any phase down 
provisions, and subject to the same set of waiv-
ers that applied to the project or were granted 
before the extension of the project under this 
subsection. The permanent continuation of a 
waiver project shall be on the same terms and 
conditions, including financing, and subject to 
the same set of waivers. No test of budget neu-
trality shall be applied in the case of projects 
described in paragraph (2) after that date on 
which the permanent extension was granted. 

‘‘(5) In the case of a waiver project described 
in paragraph (2), the Secretary, acting through 
the Health Care Financing Administration 
shall, deem any State’s request to expand med-
icaid coverage in whole or in part to individuals 
who have an income at or below the Federal 
poverty level as budget neutral if independent 
evaluations sponsored by the Health Care Fi-
nancing Administration have shown that the 
State’s medicaid managed care program under 
such original waiver is more cost effective and 
efficient than the traditional fee-for-service 
medicaid program that, in the absence of any 
managed care waivers under this section, would 
have been provided in the State.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by subsection (a) shall become effective on the 
date of enactment of this Act. 
SEC. 5770. EFFECTIVE DATE. 

(a) IN GENERAL.—Except as otherwise specifi-
cally provided, the provisions of and amend-
ments made by this subtitle shall apply with re-
spect to State programs under title XIX of the 
Social Security Act (42 U.S.C. 1396 et seq.) on 
and after October 1, 1997. 

(b) EXTENSION FOR STATE LAW AMENDMENT.— 
In the case of a State plan under title XIX of 
the Social Security Act which the Secretary of 
Health and Human Services determines requires 
State legislation in order for the plan to meet 
the additional requirements imposed by the 
amendments made by this subtitle, the State 
plan shall not be regarded as failing to comply 
with the requirements of this subtitle solely on 
the basis of its failure to meet these additional 
requirements before the first day of the first cal-
endar quarter beginning after the close of the 
first regular session of the State legislature that 
begins after the date of the enactment of this 
Act. For purposes of the previous sentence, in 
the case of a State that has a 2-year legislative 
session, each year of the session is considered to 
be a separate regular session of the State legisla-
ture. 

Subtitle J—Children’s Health Insurance 
Initiatives 

SEC. 5801. ESTABLISHMENT OF CHILDREN’S 
HEALTH INSURANCE INITIATIVES. 

(a) IN GENERAL.—The Social Security Act is 
amended by adding at the end the following: 

‘‘TITLE XXI—CHILD HEALTH INSURANCE 
INITIATIVES 

‘‘SEC. 2101. PURPOSE. 
‘‘The purpose of this title is to provide funds 

to States to enable such States to expand the 
provision of health insurance coverage for low- 
income children. Funds provided under this title 
shall be used to achieve this purpose through 
outreach activities described in section 2106(a) 
and, at the option of the State through— 

‘‘(1) a grant program conducted in accordance 
with section 2107 and the other requirements of 
this title; or 

‘‘(2) expansion of coverage of such children 
under the State medicaid program who are not 
required to be provided medical assistance under 
section 1902(l) (taking into account the process 
of individuals aging into eligibility under sub-
section (l)(1)(D)). 
‘‘SEC. 2102. DEFINITIONS. 

‘‘In this title: 
‘‘(1) BASE-YEAR COVERED LOW-INCOME CHILD 

POPULATION.—The term ‘base-year covered low- 
income child population’ means the total num-
ber of low-income children with respect to 
whom, as of fiscal year 1996, an eligible State 
provides or pays the cost of health benefits ei-
ther through a State funded program or through 
expanded eligibility under the State plan under 
title XIX (including under a waiver of such 
plan), as determined by the Secretary. Such 
term does not include any low-income child de-
scribed in paragraph (3)(A) that a State must 
cover in order to be considered an eligible State 
under this title. 

‘‘(2) CHILD.—The term ‘child’ means an indi-
vidual under 19 years of age. 

‘‘(3) ELIGIBLE STATE.—The term ‘eligible State’ 
means, with respect to a fiscal year, a State 
that— 

‘‘(A) provides, under section 1902(l)(1)(D) or 
under a waiver, for eligibility for medical assist-
ance under a State plan under title XIX of indi-
viduals under 17 years of age in fiscal year 1998, 
and under 19 years of age in fiscal year 2000, re-
gardless of date of birth; 

‘‘(B) has submitted to the Secretary under sec-
tion 2104 a program outline that— 

‘‘(i) sets forth how the State intends to use the 
funds provided under this title to provide health 
insurance coverage for low-income children con-
sistent with the provisions of this title; and 

‘‘(ii) is approved under section 2104; and 
‘‘(iii) otherwise satisfies the requirements of 

this title; and 
‘‘(C) satisfies the maintenance of effort re-

quirement described in section 2105(c)(5). 
‘‘(4) FEDERAL MEDICAL ASSISTANCE PERCENT-

AGE.—The term ‘Federal medical assistance per-
centage’ means, with respect to a State, the 
meaning given that term under section 1905(b). 
Any cost-sharing imposed under this title may 
not be included in determining Federal medical 
assistance percentage for reimbursement of ex-
penditures under a State program funded under 
this title. 

‘‘(5) FEHBP-EQUIVALENT CHILDREN’S HEALTH 
INSURANCE COVERAGE.—The term ‘FEHBP- 
equivalent children’s health insurance coverage’ 
means, with respect to a State, any plan or ar-
rangement that provides, or pays the cost of, 
health benefits that the Secretary has certified 
are equivalent to or better than the services cov-
ered for a child, including hearing and vision 
services, under the standard Blue Cross/Blue 
Shield preferred provider option service benefit 
plan offered under chapter 89 of title 5, United 
States Code. 

‘‘(6) INDIANS.—The term ‘Indians’ has the 
meaning given that term in section 4(c) of the 
Indian Health Care Improvement Act (25 U.S.C. 
1601 et seq.). 

‘‘(7) LOW-INCOME CHILD.—The term ‘low-in-
come child’ means a child in a family whose in-
come is below 200 percent of the poverty line for 
a family of the size involved. 

‘‘(8) POVERTY LINE.—The term ‘poverty line’ 
has the meaning given that term in section 

673(2) of the Community Services Block Grant 
Act (42 U.S.C. 9902(2)), including any revision 
required by such section. 

‘‘(9) SECRETARY.—The term ‘Secretary’ means 
the Secretary of Health and Human Services. 

‘‘(10) STATE.—The term ‘State’ means each of 
the 50 States, the District of Columbia, Puerto 
Rico, Guam, the Virgin Islands, American 
Samoa, and the Northern Mariana Islands. 

‘‘(11) STATE CHILDREN’S HEALTH EXPENDI-
TURES.—The term ‘State children’s health ex-
penditures’ means the State share of expendi-
tures by the State for providing children with 
health care items and services under— 

‘‘(A) the State plan for medical assistance 
under title XIX; 

‘‘(B) the maternal and child health services 
block grant program under title V; 

‘‘(C) the preventive health services block grant 
program under part A of title XIX of the Public 
Health Services Act (42 U.S.C. 300w et seq.); 

‘‘(D) State-funded programs that are designed 
to provide health care items and services to chil-
dren; 

‘‘(E) school-based health services programs; 
‘‘(F) State programs that provide uncompen-

sated or indigent health care; 
‘‘(G) county-indigent care programs for which 

the State requires a matching share by a county 
government or for which there are intergovern-
mental transfers from a county to State govern-
ment; and 

‘‘(H) any other program under which the Sec-
retary determines the State incurs uncompen-
sated expenditures for providing children with 
health care items and services. 

‘‘(12) STATE MEDICAID PROGRAM.—The term 
‘State medicaid program’ means the program of 
medical assistance provided under title XIX. 
‘‘SEC. 2103. APPROPRIATION. 

‘‘(a) APPROPRIATION.— 
‘‘(1) IN GENERAL.—Subject to subsection (b), 

out of any money in the Treasury of the United 
States not otherwise appropriated, there is ap-
propriated for the purpose of carrying out this 
title— 

‘‘(A) for fiscal year 1998, $2,500,000,000; 
‘‘(B) for each of fiscal years 1999 and 2000, 

$3,200,000,000; 
‘‘(C) for fiscal year 2001, $3,600,000,000; 
‘‘(D) for fiscal year 2002, $3,500,000,000; 
‘‘(E) for each of fiscal years 2003 through 

2007, $4,580,000,000. 
‘‘(2) AVAILABILITY.—Funds appropriated 

under this section shall remain available with-
out fiscal year limitation, as provided under sec-
tion 2105(b)(4). 

‘‘(b) REDUCTION FOR INCREASED MEDICAID EX-
PENDITURES.—With respect to each of the fiscal 
years described in subsection (a)(1), the amount 
appropriated under subsection (a)(1) for each 
such fiscal year shall be reduced by an amount 
equal to the amount of the total Federal outlays 
under the medicaid program under title XIX re-
sulting from— 

‘‘(1) the amendment made by section 5732 of 
the Balanced Budget Act of 1997 (regarding the 
State option to provide 12-month continuous eli-
gibility for children); 

‘‘(2) increased enrollment under State plans 
approved under such program as a result of out-
reach activities under section 2106(a); and 

‘‘(3) the requirement under section 2102(3)A) 
to provide eligibility for medical assistance 
under the State plan under title XIX for all 
children under 19 years of age who have fami-
lies with income that is at or below the poverty 
line. 

‘‘(c) STATE ENTITLEMENT.—This title con-
stitutes budget authority in advance of appro-
priations Acts and represents the obligation of 
the Federal Government to provide for the pay-
ment to States of amounts provided in accord-
ance with the provisions of this title. 

‘‘(d) EFFECTIVE DATE.—No State is eligible for 
payments under section 2105 for any calendar 
quarter beginning before October 1, 1997. 
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‘‘SEC. 2104. PROGRAM OUTLINE. 

‘‘(a) GENERAL DESCRIPTION.—A State shall 
submit to the Secretary for approval a program 
outline, consistent with the requirements of this 
title, that— 

‘‘(1) identifies, on or after the date of enact-
ment of the Balanced Budget Act of 1997, which 
of the 2 options described in section 2101 the 
State intends to use to provide low-income chil-
dren in the State with health insurance cov-
erage; 

‘‘(2) describes the manner in which such cov-
erage shall be provided; and 

‘‘(3) provides such other information as the 
Secretary may require. 

‘‘(b) OTHER REQUIREMENTS.—The program 
outline submitted under this section shall in-
clude the following: 

‘‘(1) ELIGIBILITY STANDARDS AND METHODOLO-
GIES.—A summary of the standards and meth-
odologies used to determine the eligibility of 
low-income children for health insurance cov-
erage under a State program funded under this 
title. 

‘‘(2) ELIGIBILITY SCREENING; COORDINATION 
WITH OTHER HEALTH COVERAGE.—A description 
of the procedures to be used to ensure— 

‘‘(A) through both intake and followup 
screening, that only low-income children are 
furnished health insurance coverage through 
funds provided under this title; and 

‘‘(B) that any health insurance coverage pro-
vided for children through funds under this title 
does not reduce the number of children who are 
provided such coverage through any other pub-
licly or privately funded health plan. 

‘‘(3) INDIANS.—A description of how the State 
will ensure that Indians are served through a 
State program funded under this title. 

‘‘(c) DEADLINE FOR SUBMISSION.—A State pro-
gram outline shall be submitted to the Secretary 
by not later than March 31 of any fiscal year 
(October 1, 1997, in the case of fiscal year 1998). 
‘‘SEC. 2105. DISTRIBUTION OF FUNDS. 

‘‘(a) ESTABLISHMENT OF FUNDING POOLS.— 
‘‘(1) IN GENERAL.—From the amount appro-

priated under section 2103(a)(1) for each fiscal 
year, determined after the reduction required 
under section 2103(b), the Secretary shall, for 
purposes of fiscal year 1998, reserve 85 percent 
of such amount for distribution to eligible States 
through the basic allotment pool under sub-
section (b) and 15 percent of such amount for 
distribution through the new coverage incentive 
pool under subsection (c)(2)(B)(ii). 

‘‘(2) ANNUAL ADJUSTMENT OF RESERVE PER-
CENTAGES.—The Secretary shall annually adjust 
the amount of the percentages described in 
paragraph (1) in order to provide sufficient 
basic allotments and sufficient new coverage in-
centives to achieve the purpose of this title. 

‘‘(b) DISTRIBUTION OF FUNDS UNDER THE 
BASIC ALLOTMENT POOL.— 

‘‘(1) STATES.— 
‘‘(A) IN GENERAL.—From the total amount re-

served under subsection (a) for a fiscal year for 
distribution through the basic allotment pool, 
the Secretary shall first set aside 0.25 percent for 
distribution under paragraph (2) and shall allot 
from the amount remaining to each eligible 
State not described in such paragraph the 
State’s allotment percentage for such fiscal 
year. 

‘‘(B) STATE’S ALLOTMENT PERCENTAGE.— 
‘‘(i) IN GENERAL.—For purposes of subpara-

graph (A), the allotment percentage for a fiscal 
year for each State is the percentage equal to 
the ratio of the number of low-income children 
in the base period in the State to the total num-
ber of low-income children in the base period in 
all States not described in paragraph (2). 

‘‘(ii) NUMBER OF LOW-INCOME CHILDREN IN 
THE BASE PERIOD.—In clause (i), the number of 
low-income children in the base period for a fis-
cal year in a State is equal to the average of the 
number of low-income children in the State for 
the period beginning on October 1, 1992, and 

ending on September 30, 1995, as reported in the 
March 1994, March 1995, and March 1996 sup-
plements to the Current Population Survey of 
the Bureau of the Census. 

‘‘(2) OTHER STATES.— 
‘‘(A) IN GENERAL.—From the amount set aside 

under paragraph (1)(A) for each fiscal year, the 
Secretary shall make allotments for such fiscal 
year in accordance with the percentages speci-
fied in subparagraph (B) to Puerto Rico, Guam, 
the Virgin Islands, American Samoa, and the 
Northern Mariana Islands, if such States are el-
igible States for such fiscal year. 

‘‘(B) PERCENTAGES SPECIFIED.—The percent-
ages specified in this subparagraph are in the 
case of— 

‘‘(i) Puerto Rico, 91.6 percent; 
‘‘(ii) Guam, 3.5 percent; 
‘‘(iii) the Virgin Islands, 2.6 percent; 
‘‘(iv) American Samoa, 1.2 percent; and 
‘‘(v) the Northern Mariana Islands, 1.1 per-

cent. 
‘‘(3) THREE-YEAR AVAILABILITY OF AMOUNTS 

ALLOTTED.—Amounts allotted to a State pursu-
ant to this subsection for a fiscal year shall re-
main available for expenditure by the State 
through the end of the second succeeding fiscal 
year. 

‘‘(4) PROCEDURE FOR DISTRIBUTION OF UNUSED 
FUNDS.—The Secretary shall determine an ap-
propriate procedure for distribution of funds to 
eligible States that remain unused under this 
subsection after the expiration of the avail-
ability of funds required under paragraph (3). 
Such procedure shall be developed and adminis-
tered in a manner that is consistent with the 
purpose of this title. 

‘‘(c) PAYMENTS.— 
‘‘(1) IN GENERAL.—The Secretary shall— 
‘‘(A) before October 1 of any fiscal year, pay 

an eligible State an amount equal to 1 percent of 
the amount allotted to the State under sub-
section (b) for conducting the outreach activities 
required under section 2106(a); and 

‘‘(B) make quarterly fiscal year payments to 
an eligible State from the amount remaining of 
such allotment for such fiscal year in an 
amount equal to the Federal medical assistance 
percentage for the State (as defined under sec-
tion 2102(4) and determined without regard to 
the amount of Federal funds received by the 
State under title XIX before the date of enact-
ment of this title) of the Federal and State in-
curred cost of providing health insurance cov-
erage for a low-income child in the State plus 
the applicable bonus amount. 

‘‘(2) APPLICABLE BONUS.— 
‘‘(A) IN GENERAL.—For purposes of paragraph 

(1), the applicable bonus amount is— 
‘‘(i) 5 percent of the Federal and State in-

curred cost, with respect to a period, of pro-
viding health insurance coverage for children 
covered at State option among the base-year 
covered low-income child population (measured 
in full year equivalency) (including such chil-
dren covered by the State through expanded eli-
gibility under the medicaid program under title 
XIX before the date of enactment of this title, 
but excluding any low-income child described in 
section 2102(3)(A) that a State must cover in 
order to be considered an eligible State under 
this title); and 

‘‘(ii) 10 percent of the Federal and State in-
curred cost, with respect to a period, of pro-
viding health insurance coverage for children 
covered at State option among the number (as so 
measured) of low-income children that are in ex-
cess of such population. 

‘‘(B) SOURCE OF BONUSES.— 
‘‘(i) BASE-YEAR COVERED LOW-INCOME CHILD 

POPULATION.—A bonus described in subpara-
graph (A)(i) shall be paid out of an eligible 
State’s allotment for a fiscal year. 

‘‘(ii) FOR OTHER LOW-INCOME CHILD POPU-
LATIONS.—A bonus described in subparagraph 
(A)(ii) shall be paid out of the new coverage in-
centive pool reserved under subsection (a)(1). 

‘‘(3) DEFINITION OF COST OF PROVIDING 
HEALTH INSURANCE COVERAGE.—For purposes of 

this subsection the cost of providing health in-
surance coverage for a low-income child in the 
State means— 

‘‘(A) in the case of an eligible State that opts 
to use funds provided under this title through 
the medicaid program, the cost of providing 
such child with medical assistance under the 
State plan under title XIX; and 

‘‘(B) in the case of an eligible State that opts 
to use funds provided under this title under sec-
tion 2107, the cost of providing such child with 
health insurance coverage under such section. 

‘‘(4) LIMITATION ON TOTAL PAYMENTS.—With 
respect to a fiscal year, the total amount paid to 
an eligible State under this title (including any 
bonus payments) shall not exceed 85 percent of 
the total cost of a State program conducted 
under this title for such fiscal year. 

‘‘(5) MAINTENANCE OF EFFORT.— 
‘‘(A) DEEMED COMPLIANCE.—A State shall be 

deemed to be in compliance with this provision 
if— 

‘‘(i) it does not adopt income and resource 
standards and methodologies that are more re-
strictive than those applied as of June 1, 1997, 
for purposes of determining a child’s eligibility 
for medical assistance under the State plan 
under title XIX; and 

‘‘(ii) in the case of fiscal year 1998 and each 
fiscal year thereafter, the State children’s 
health expenditures defined in section 2102(11) 
are not less than the amount of such expendi-
tures for fiscal year 1996. 

‘‘(B) FAILURE TO MAINTAIN MEDICAID STAND-
ARDS AND METHODOLOGIES.—A State that fails 
to meet the conditions described in subpara-
graph (A) shall not receive— 

‘‘(i) funds under this title for any child that 
would be determined eligible for medical assist-
ance under the State plan under title XIX using 
the income and resource standards and meth-
odologies applied under such plan as of June 1, 
1997; and 

‘‘(ii) any bonus amounts described in para-
graph (2)(A)(ii). 

‘‘(C) FAILURE TO MAINTAIN SPENDING ON CHILD 
HEALTH PROGRAMS.—A State that fails to meet 
the condition described in subparagraph (A)(ii) 
shall not receive funding under this title. 

‘‘(6) ADVANCE PAYMENT; RETROSPECTIVE AD-
JUSTMENT.—The Secretary may make payments 
under this subsection for each quarter on the 
basis of advance estimates of expenditures sub-
mitted by the State and such other investigation 
as the Secretary may find necessary, and shall 
reduce or increase the payments as necessary to 
adjust for any overpayment or underpayment 
for prior quarters. 
‘‘SEC. 2106. USE OF FUNDS. 

‘‘(a) SET-ASIDE FOR OUTREACH ACTIVITIES.— 
‘‘(1) IN GENERAL.—From the amount allotted 

to a State under section 2105(b) for a fiscal year, 
each State shall conduct outreach activities de-
scribed in paragraph (2). 

‘‘(2) OUTREACH ACTIVITIES DESCRIBED.—The 
outreach activities described in this paragraph 
include activities to— 

‘‘(A) identify and enroll children who are eli-
gible for medical assistance under the State plan 
under title XIX; and 

‘‘(B) conduct public awareness campaigns to 
encourage employers to provide health insur-
ance coverage for children. 

‘‘(b) STATE OPTIONS FOR REMAINDER.—A State 
may use the amount remaining of the allotment 
to a State under section 2105(b) for a fiscal year, 
determined after the payment required under 
section 2105(c)(1)(A), in accordance with section 
2107 or the State medicaid program (but not 
both). Nothing in the preceding sentence shall 
be construed as limiting a State’s eligibility for 
receiving the 5 percent bonus described in sec-
tion 2105(c)(2)(A)(i) for children covered by the 
State through expanded eligibility under the 
medicaid program under title XIX before the 
date of enactment of this title. 

‘‘(c) PROHIBITION ON USE OF FUNDS.—No 
funds provided under this title may be used to 
provide health insurance coverage for— 
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‘‘(1) families of State public employees; or 
‘‘(2) children who are committed to a penal in-

stitution. 
‘‘(d) USE LIMITED TO STATE PROGRAM EX-

PENDITURES.—Funds provided to an eligible 
State under this title shall only be used to carry 
out the purpose of this title (as described in sec-
tion 2101), and any health insurance coverage 
provided with such funds may include coverage 
of abortion only if necessary to save the life of 
the mother or if the pregnancy is the result of 
an act of rape or incest. 

‘‘(e) ADMINISTRATIVE EXPENDITURES.— 
‘‘(1) IN GENERAL.—Not more than the applica-

ble percentage of the amount allotted to a State 
under section 2105(b) for a fiscal year, deter-
mined after the payment required under section 
2105(c)(1)(A), shall be used for administrative 
expenditures for the program funded under this 
title. 

‘‘(2) APPLICABLE PERCENTAGE.—For purposes 
of paragraph (1), the applicable percentage with 
respect to a fiscal year is— 

‘‘(A) for the first 2 years of a State program 
funded under this title, 10 percent; 

‘‘(B) for the third year of a State program 
funded under this title, 7.5 percent; and 

‘‘(C) for the fourth year of a State program 
funded under this title and each year there-
after, 5 percent. 

‘‘(f) NONAPPLICATION OF FIVE-YEAR LIMITED 
ELIGIBILITY FOR MEANS-TESTED PUBLIC BENE-
FITS.—The provisions of section 403 of the Per-
sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1613) shall 
not apply with respect to a State program fund-
ed under this title. 

‘‘(g) AUDITS.—The provisions of section 506(b) 
shall apply to funds expended under this title to 
the same extent as they apply to title V. 

‘‘(h) REQUIREMENT TO FOLLOW STATE PRO-
GRAM OUTLINE.—The State shall conduct the 
program in accordance with the program outline 
approved by the Secretary under section 2104. 
‘‘SEC. 2107. STATE OPTION FOR THE PURCHASE 

OR PROVISION OF CHILDREN’S 
HEALTH INSURANCE. 

‘‘(a) STATE OPTION.— 
‘‘(1) IN GENERAL.—An eligible State that opts 

to use funds provided under this title under this 
section shall use such funds to provide FEHBP- 
equivalent children’s health insurance coverage 
for low-income children who reside in the State. 

‘‘(2) PRIORITY FOR LOW-INCOME CHILDREN.—A 
State that uses funds provided under this title 
under this section shall not cover low-income 
children with higher family income without cov-
ering such children with a lower family income. 

‘‘(3) DETERMINATION OF ELIGIBILITY AND FORM 
OF ASSISTANCE.—An eligible State may establish 
any additional eligibility criteria for the provi-
sion of health insurance coverage for a low-in-
come child through funds provided under this 
title, so long as such criteria and assistance are 
consistent with the purpose and provisions of 
this title. 

‘‘(4) AFFORDABILITY.—An eligible State may 
impose any family premium obligations or cost- 
sharing requirements otherwise permitted under 
this title on low-income children with family in-
comes that exceed 150 percent of the poverty 
line. In the case of a low-income child whose 
family income is at or below 150 percent of the 
poverty line, limits on beneficiary costs gen-
erally applicable under title XIX apply to cov-
erage provided such children under this section. 

‘‘(b) NONENTITLEMENT.—Nothing in this sec-
tion shall be construed as providing an entitle-
ment for an individual or person to any health 
insurance coverage, assistance, or service pro-
vided through a State program funded under 
this title. If, with respect to a fiscal year, an eli-
gible State determines that the funds provided 
under this title are not sufficient to provide 
health insurance coverage for all the low-in-
come children that the State proposes to cover in 
the State program outline submitted under sec-
tion 2104 for such fiscal year, the State may ad-

just the applicable eligibility criteria for such 
children appropriately or adjust the State pro-
gram in another manner specified by the Sec-
retary, so long as any such adjustments are con-
sistent with the purpose of this title. 
‘‘SEC. 2108. PROGRAM INTEGRITY. 

‘‘The following provisions of the Social Secu-
rity Act shall apply to eligible States under this 
title in the same manner as such provisions 
apply to a State under title XIX: 

‘‘(1) Section 1116 (relating to administrative 
and judicial review). 

‘‘(2) Section 1124 (relating to disclosure of 
ownership and related information). 

‘‘(3) Section 1126 (relating to disclosure of in-
formation about certain convicted individuals). 

‘‘(4) Section 1128 (relating to exclusion from 
individuals and entities from participation in 
State health care plans). 

‘‘(5) Section 1128A (relating to civil monetary 
penalties). 

‘‘(6) Section 1128B (relating to criminal pen-
alties). 

‘‘(7) Section 1132 (relating to periods within 
which claims must be filed). 

‘‘(8) Section 1902(a)(4)(C) (relating to conflict 
of interest standards). 

‘‘(9) Section 1903(i) (relating to limitations on 
payment). 

‘‘(10) Section 1903(m)(5) (as in effect on the 
day before the date of enactment of the Bal-
anced Budget Act of 1997). 

‘‘(11) Section 1903(w) (relating to limitations 
on provider taxes and donations). 

‘‘(12) Section 1905(a)(B) (relating to the exclu-
sion of care or services for any individual who 
has not attained 65 years of age and who is a 
patient in an institution for mental diseases 
from the definition of medical assistance). 

‘‘(13) Section 1921 (relating to state licensure 
authorities). 

‘‘(14) Sections 1902(a)(25), 1912(a)(1)(A), and 
1903(o) (insofar as such sections relate to third 
party liability). 

‘‘(15) Sections 1948 and 1949 (as added by sec-
tion 5701(a)(2) of the Balanced Budget Act of 
1997). 
‘‘SEC. 2109. ANNUAL REPORTS. 

‘‘(a) ANNUAL STATE ASSESSMENT OF 
PROGRESS.—An eligible State shall— 

‘‘(1) assess the operation of the State program 
funded under this title in each fiscal year, in-
cluding the progress made in providing health 
insurance coverage for low-income children; and 

‘‘(2) report to the Secretary, by January 1 fol-
lowing the end of the fiscal year, on the result 
of the assessment. 

‘‘(b) REPORT OF THE SECRETARY.—The Sec-
retary shall submit to the appropriate commit-
tees of Congress an annual report and evalua-
tion of the State programs funded under this 
title based on the State assessments and reports 
submitted under subsection (a). Such report 
shall include any conclusions and recommenda-
tions that the Secretary considers appropriate.’’. 

(b) CONFORMING AMENDMENT.—Section 
1128(h) (42 U.S.C. 1320a–7(h)) is amended by— 

(1) in paragraph (2), by striking ‘‘or’’ at the 
end; 

(2) in paragraph (3), by striking the period 
and inserting ‘‘, or’’; and 

(3) by adding at the end the following: 
‘‘(4) a program funded under title XXI.’’. 
(c) EFFECTIVE DATE.—The amendments made 

by this section apply on and after October 1, 
1997. 

DIVISION 3—INCOME SECURITY AND 
OTHER PROVISIONS 

Subtitle K—Income Security, Welfare-to-Work 
Grant Program, and Other Provisions 

CHAPTER 1—INCOME SECURITY 
SEC. 5811. SSI ELIGIBILITY FOR ALIENS RECEIV-

ING SSI ON AUGUST 22, 1996. 
(a) IN GENERAL.—Section 402(a)(2) of the Per-

sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1612(a)(2)) is 

amended by adding after subparagraph (D) the 
following new subparagraph: 

‘‘(E) ALIENS RECEIVING SSI ON AUGUST 22, 
1996.—With respect to eligibility for benefits for 
the program defined in paragraph (3)(A) (relat-
ing to the supplemental security income pro-
gram), paragraph (1) shall not apply to an alien 
who is lawfully residing in any State and who 
was receiving such benefits on August 22, 
1996.’’. 

(b) STATUS OF CUBAN AND HAITIAN EN-
TRANTS.—For purposes of section 402(a)(2)(E) of 
the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (8 U.S.C. 
1612(a)(2)(E)), an alien who is a Cuban and 
Haitian entrant, as defined in section 501(e) of 
the Refugee Education Assistance Act of 1980, 
shall be considered a qualified alien. 

(c) CONFORMING AMENDMENTS.—Section 
402(a)(2)(D) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1612(a)(D)) is amended— 

(1) by striking clause (i); 
(2) in the subparagraph heading by striking 

‘‘BENEFITS’’ and inserting ‘‘FOOD STAMPS’’; 
(3) by striking ‘‘(ii) FOOD STAMPS’’; and 
(4) by redesignating subclauses (I), (II), and 

(III) as clauses (i), (ii), and (iii). 
SEC. 5812. EXTENSION OF ELIGIBILITY PERIOD 

FOR REFUGEES AND CERTAIN 
OTHER QUALIFIED ALIENS FROM 5 
TO 7 YEARS FOR SSI AND MEDICAID. 

(a) SSI.—Section 402(a)(2)(A) of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1612(a)(2)(A)) is 
amended to read as follows: 

‘‘(A) TIME-LIMITED EXCEPTION FOR REFUGEES 
AND ASYLEES.— 

‘‘(i) SSI.—With respect to the specified Fed-
eral program described in paragraph (3)(A) 
paragraph 1 shall not apply to an alien until 7 
years after the date— 

‘‘(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigra-
tion and Nationality Act; 

‘‘(II) an alien is granted asylum under section 
208 of such Act; or 

‘‘(III) an alien’s deportation is withheld 
under section 243(h) of such Act. 

‘‘(ii) FOOD STAMPS.—With respect to the speci-
fied Federal program described in paragraph 
(3)(B), paragraph 1 shall not apply to an alien 
until 5 years after the date— 

‘‘(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigra-
tion and Nationality Act; 

‘‘(II) an alien is granted asylum under section 
208 of such Act; or 

‘‘(III) an alien’s deportation is withheld 
under section 243(h) of such Act.’’. 

(b) MEDICAID.—Section 402(b)(2)(A) of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 
1612(b)(2)(A)) is amended to read as follows: 

‘‘(A) TIME-LIMITED EXCEPTION FOR REFUGEES 
AND ASYLEES.— 

‘‘(i) MEDICAID.—With respect to the des-
ignated Federal program described in paragraph 
(3)(C), paragraph 1 shall not apply to an alien 
until 7 years after the date— 

‘‘(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigra-
tion and Nationality Act; 

‘‘(II) an alien is granted asylum under section 
208 of such Act; or 

‘‘(III) an alien’s deportation is withheld 
under section 243(h) of such Act. 

‘‘(ii) OTHER DESIGNATED FEDERAL PRO-
GRAMS.—With respect to the designated Federal 
programs under paragraph (3) (other than sub-
paragraph (C)), paragraph 1 shall not apply to 
an alien until 5 years after the date— 

‘‘(I) an alien is admitted to the United States 
as a refugee under section 207 of the Immigra-
tion and Nationality Act; 

‘‘(II) an alien is granted asylum under section 
208 of such Act; or 

‘‘(III) an alien’s deportation is withheld 
under section 243(h) of such Act.’’. 
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(c) STATUS OF CUBAN AND HAITIAN EN-

TRANTS.—For purposes of sections 402(a)(2)(A) 
and 402(b)(2)(A) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (8 U.S.C. 1612(a)(2)(A), (b)(2)(A)), an alien 
who is a Cuban and Haitian entrant, as defined 
in section 501(e) of the Refugee Education As-
sistance Act of 1980, shall be considered a ref-
ugee. 
SEC. 5813. EXCEPTIONS FOR CERTAIN INDIANS 

FROM LIMITATION ON ELIGIBILITY 
FOR SUPPLEMENTAL SECURITY IN-
COME AND MEDICAID BENEFITS. 

(a) EXCEPTION FROM LIMITATION ON SSI ELI-
GIBILITY.—Section 402(a)(2) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1612(a)(2)) is amend-
ed— 

(1) by redesignating subparagraph (D) and 
subparagraph (E); and 

(2) by inserting after subparagraph (C) the 
following: 

‘‘(D) SSI EXCEPTION FOR CERTAIN INDIANS.— 
With respect to eligibility for benefits for the 
program defined in paragraph (3)(A) (relating to 
the supplemental security income program), 
paragraph (1) shall not apply to any indi-
vidual— 

‘‘(i) who is an American Indian born in Can-
ada to whom the provisions of section 289 of the 
Immigration and Nationality Act (8 U.S.C. 1358) 
apply; or 

‘‘(ii) who is a member of an Indian tribe (as 
defined in section 4(e) of the Indian Self-Deter-
mination and Education Assistance Act (25 
U.S.C. 450b(e)).’’. 

(b) EXCEPTION FROM LIMITATION ON MEDICAID 
ELIGIBILITY.—Section 402(b)(2) of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1612(b)(2)) is amend-
ed— 

(1) by redesignating subparagraph (D) and 
subparagraph (E); and 

(2) by inserting after subparagraph (C) the 
following: 

‘‘(D) MEDICAID EXCEPTION FOR CERTAIN INDI-
ANS.—With respect to eligibility for benefits for 
the program defined in paragraph (3)(A) (relat-
ing to the medicaid program), paragraph (1) 
shall not apply to any individual described in 
subsection (a)(2)(D).’’. 

(c) SSI AND MEDICAID EXCEPTIONS FROM LIMI-
TATION ON ELIGIBILITY OF NEW ENTRANTS.—Sec-
tion 403(b) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1613(b)) is amended by adding at the end 
the following: 

‘‘(3) SSI AND MEDICAID EXCEPTION FOR CER-
TAIN INDIANS.—An individual described in sec-
tion 402(a)(2)(D), but only with respect to the 
programs specified in subsections (a)(3)(A) and 
(b)(3)(C) of section 402.’’. 

(d) EFFECTIVE DATE.— 
(1) SECTION 402.—The amendments made by 

subsections (a) and (b) shall take effect as 
though they had been included in the enactment 
of section 402 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996. 

(2) SECTION 403.—The amendment made by 
subsection (c) shall take effect as though they 
had been included in the enactment of section 
403 of the Personal Responsibility and Work Op-
portunity Reconciliation Act of 1996. 
SEC. 5814. SSI ELIGIBILITY FOR DISABLED LEGAL 

ALIENS IN THE UNITED STATES ON 
AUGUST 22, 1996. 

Section 402(a)(2) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1612(a)(2)) (as amended by sec-
tion 5813) is amended by adding at the end the 
following: 

‘‘(G) DISABLED ALIENS LAWFULLY RESIDING IN 
THE UNITED STATES ON AUGUST 22, 1996.—With re-
spect to eligibility for benefits for the program 
defined in paragraph (3)(A) (relating to the sup-
plemental security income program), paragraph 
(1) shall not apply to an alien who— 

‘‘(i) is lawfully residing in any State on Au-
gust 22, 1996; and 

‘‘(ii) is disabled, as defined in section 
1614(a)(3) of the Social Security Act (42 U.S.C. 
1382c(a)(3)).’’. 
SEC. 5815. EXEMPTION FROM RESTRICTION ON 

SUPPLEMENTAL SECURITY INCOME 
PROGRAM PARTICIPATION BY CER-
TAIN RECIPIENTS ELIGIBLE ON THE 
BASIS OF VERY OLD APPLICATIONS. 

Section 402(a)(2) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1612(a)(2)) (as amended by sec-
tion 5814) is amended by adding at the end the 
following: 

‘‘(H) SSI EXCEPTION FOR CERTAIN RECIPIENTS 
ON THE BASIS OF VERY OLD APPLICATIONS.—With 
respect to eligibility for benefits for the program 
defined in paragraph (3)(A) (relating to the sup-
plemental security income program), paragraph 
(1) shall not apply to any individual— 

‘‘(i) who is receiving benefits under such pro-
gram for months after July 1996 on the basis of 
an application filed before January 1, 1979; and 

‘‘(ii) with respect to whom the Commissioner 
of Social Security lacks clear and convincing 
evidence that such individual is an alien ineli-
gible for such benefits as a result of the applica-
tion of this section.’’. 
SEC. 5816. REINSTATEMENT OF ELIGIBILITY FOR 

BENEFITS. 
(a) FOOD STAMPS.—The Personal Responsi-

bility and Work Opportunity Reconciliation Act 
of 1996 is amended by adding after section 435 
the following new section: 
‘‘SEC. 436. DERIVATIVE ELIGIBILITY FOR BENE-

FITS. 
Notwithstanding any other provision of law, 

an alien who under the provisions of this title is 
ineligible for benefits under the food stamp pro-
gram (as defined in section 402(a)(3)(A)) shall 
not be eligible for such benefits because the 
alien receives benefits under the supplemental 
security income program (as defined in section 
402(a)(3)(B)).’’. 

(b) MEDICAID.—Section 402(b)(2) of the Per-
sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1612(b)(2)) is 
amended by adding at the end the following: 

‘‘(E) MEDICAID EXCEPTION FOR ALIENS RECEIV-
ING SSI.—An alien who is receiving benefits 
under the program defined in subsection 
(a)(3)(A) (relating to the supplemental security 
income program) shall be eligible for medical as-
sistance under a State plan under title XIX of 
the Social Security Act (42 U.S.C. 1396 et seq.) 
under the same terms and conditions that apply 
to other recipients of benefits under the program 
defined in such subsection.’’. 

(c) CLERICAL AMENDMENT.—Section 2 of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 is amended by adding 
after the item related to section 435 the fol-
lowing: 

‘‘Sec. 436. Derivative eligibility for benefits.’’. 
SEC. 5817. EXEMPTION FOR CHILDREN WHO ARE 

LEGAL ALIENS FROM 5-YEAR BAN ON 
MEDICAID ELIGIBILITY. 

Section 403 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1613)) is amended by adding at the end 
the following: 

‘‘(e) MEDICAID ELIGIBILITY EXEMPTION FOR 
CHILDREN.—The limitation under subsection (a) 
shall not apply to any alien who has not at-
tained age 19 and is lawfully residing in any 
State, but only with respect to such alien’s eligi-
bility for medical assistance under a State plan 
under title XIX of the Social Security Act (42 
U.S.C. 1396 et seq.).’’. 
SEC. 5818. TREATMENT OF CERTAIN AMERASIAN 

IMMIGRANTS AS REFUGEES. 
(a) AMENDMENTS TO EXCEPTIONS FOR REFU-

GEES/ASYLEES.— 
(1) FOR PURPOSES OF SSI AND FOOD STAMPS.— 

Section 402(a)(2)(A) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1612(a)(2)(A)) is amended— 

(A) by striking ‘‘; or’’ at the end of clause (ii); 
(B) by striking the period at the end of clause 

(iii) and inserting ‘‘; or’’; and 
(C) by adding at the end the following: 
‘‘(iv) an alien who is admitted to the United 

States as an Amerasian immigrant pursuant to 
section 584 of the Foreign Operations, Export 
Financing, and Related Programs Appropria-
tions Act, 1988 (as contained in section 101(e) of 
Public Law 100–202 and amended by the 9th pro-
viso under MIGRATION AND REFUGEE ASSISTANCE 
in title II of the Foreign Operations, Export Fi-
nancing, and Related Programs Appropriations 
Act, 1989, Public Law 100–461, as amended).’’. 

(2) FOR PURPOSES OF TANF, SSBG, AND MED-
ICAID.—Section 402(b)(2)(A) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1612(a)(2)(A)) is 
amended— 

(A) by striking ‘‘; or’’ at the end of clause (ii); 
(B) by striking the period at the end of clause 

(iii) and inserting ‘‘; or’’; and 
(C) by adding at the end the following: 
‘‘(iv) an alien described in subsection 

(a)(2)(A)(iv) until 5 years after the date of such 
alien’s entry into the United States.’’. 

(3) FOR PURPOSES OF EXCEPTION FROM 5-YEAR 
LIMITED ELIGIBILITY OF QUALIFIED ALIENS.—Sec-
tion 403(b)(1) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1613(b)(1)) is amended by adding at the 
end the following: 

‘‘(D) An alien described in section 
402(a)(2)(A)(iv).’’. 

(4) FOR PURPOSES OF CERTAIN STATE PRO-
GRAMS.—Section 412(b)(1) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1622(b)(1)) is amend-
ed by adding at the end the following new sub-
paragraph: 

‘‘(D) An alien described in section 
402(a)(2)(A)(iv).’’. 

(b) FUNDING.— 
(1) LEVY OF FEE.—The Attorney General 

through the Immigration and Naturalization 
Service shall levy a $100 processing fee upon 
each alien that the Service determines— 

(A) is unlawfully residing in the United 
States; 

(B) has been arrested by a Federal law en-
forcement officer for the commission of a felony; 
and 

(C) merits deportation after having been deter-
mined by a court of law to have committed a fel-
ony while residing illegally in the United States. 

(2) COLLECTION AND USE.—In addition to any 
other penalty provided by law, a court shall im-
pose the fee described in paragraph (1) upon an 
alien described in such paragraph upon the 
entry of a judgment of deportation by such 
court. Funds collected pursuant to this sub-
section shall be credited by the Secretary of the 
Treasury as offsetting increased Federal outlays 
resulting from the amendments made by section 
5817A of the Balanced Budget Act of 1997. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall be effective with respect to 
the period beginning on or after October 1, 1997. 
SEC. 5819. SSI ELIGIBILITY FOR SEVERELY DIS-

ABLED ALIENS. 
Section 402(a)(2) of the Personal Responsi-

bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1612(a)(2)), as amended by sec-
tion 5815, is amended by adding at the end the 
following: 

‘‘(I) SSI EXCEPTION FOR SEVERELY DISABLED 
ALIENS.—With respect to eligibility for benefits 
for the program defined in paragraph (3)(A) (re-
lating to the supplemental security income pro-
gram), paragraph (1), and the September 30, 
1997 application deadline under subparagraph 
(G), shall not apply to any alien who is lawfully 
present in the United States and who has been 
denied approval of an application for natu-
ralization by the Attorney General solely on the 
ground that the alien is so severely disabled 
that the alien is otherwise unable to satisfy the 
requirements for naturalization.’’. 
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SEC. 5820. EFFECTIVE DATE. 

The amendments made by this chapter shall 
take effect as if they were included in the enact-
ment of title IV of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (Public Law 104–193; 110 Stat. 2260). 

CHAPTER 2—WELFARE-TO-WORK GRANT 
PROGRAM 

SEC. 5821. WELFARE-TO-WORK GRANTS. 
(a) GRANTS TO STATES.— 
(1) IN GENERAL.—Section 403(a) (42 U.S.C. 

603(a)) is amended by adding at the end the fol-
lowing: 

‘‘(5) WELFARE-TO-WORK GRANTS.— 
‘‘(A) NONCOMPETITIVE GRANTS.— 
‘‘(i) ENTITLEMENT.—A State shall be entitled 

to receive from the Secretary a grant for each 
fiscal year specified in subparagraph (H) of this 
paragraph for which the State is a welfare-to- 
work State, in an amount that does not exceed 
the greater of— 

‘‘(I) the allotment of the State under clause 
(iii) of this subparagraph for the fiscal year; or 

‘‘(II) 0.5 percent of the amount specified in 
subparagraph (H) for each fiscal year minus the 
total of the amounts reserved pursuant to sub-
paragraphs (E), (F), and (G) for the fiscal year. 
The Secretary shall make pro rata reductions in 
the amounts otherwise payable to States under 
this paragraph as necessary so that grants 
under this paragraph do not exceed the avail-
able amount, as defined in clause (iv). 

‘‘(ii) WELFARE-TO-WORK STATE.—A State shall 
be considered a welfare-to-work State for a fis-
cal year for purposes of this subparagraph if the 
Secretary determines that the State meets the 
following requirements: 

‘‘(I) The State has submitted to the Secretary 
(in the form of an addendum to the State plan 
submitted under section 402) a plan which— 

‘‘(aa) describes how, consistent with this sub-
paragraph, the State will use any funds pro-
vided under this subparagraph during the fiscal 
year; 

‘‘(bb) specifies the formula to be used pursu-
ant to clause (vi) to distribute funds in the 
State, and describes the process by which the 
formula was developed; 

‘‘(cc) contains evidence that the plan was de-
veloped in consultation and coordination with 
sub-State areas; and 

‘‘(dd) is approved by the agency administering 
the State program funded under this part. 

‘‘(II) The State certifies to the Secretary that 
the State intends to expend during the fiscal 
year (excluding expenditures described in sec-
tion 409(a)(7)(B)(iv)) for activities described in 
clauses (i) and (ii) of subparagraph (C) of this 
paragraph an amount equal to not less than 33 
percent of the Federal funds provided under this 
paragraph. 

‘‘(III) The State has agreed to negotiate in 
good faith with the Secretary with respect to the 
substance of any evaluation under section 
413(j), and to cooperate with the conduct of any 
such evaluation. 

‘‘(IV) The State is an eligible State for the fis-
cal year. 

‘‘(V) Qualified State expenditures (within the 
meaning of section 409(a)(7)) are the applicable 
percentage for the immediately preceding fiscal 
year, as defined by section 409(a)(7)(B)(ii). 

‘‘(iii) ALLOTMENTS TO WELFARE-TO-WORK 
STATES.—The allotment of a welfare-to-work 
State for a fiscal year shall be the available 
amount for the fiscal year multiplied by the 
State percentage for the fiscal year. 

‘‘(iv) AVAILABLE AMOUNT.—As used in this 
subparagraph, the term ‘available amount’ 
means, for a fiscal year, the sum of— 

‘‘(I) 75 percent of the sum of— 
‘‘(aa) the amount specified in subparagraph 

(H) for the fiscal year, minus the total of the 
amounts reserved pursuant to subparagraphs 
(E), (F), and (G) for the fiscal year; and 

‘‘(bb) any amount reserved pursuant to sub-
paragraph (F) for the immediately preceding fis-
cal year that has not been obligated; and 

‘‘(II) any available amount for the imme-
diately preceding fiscal year that has not been 
obligated by a State or sub-State entity. 

‘‘(v) STATE PERCENTAGE.—As used in clause 
(iii), the term ‘State percentage’ means, with re-
spect to a fiscal year, 1⁄3 of the sum of— 

‘‘(I) the percentage represented by the number 
of individuals in the State whose income is less 
than the poverty line divided by the number of 
such individuals in the United States; 

‘‘(II) the percentage represented by the num-
ber of unemployed individuals in the State di-
vided by the number of such individuals in the 
United States; and 

‘‘(III) the percentage represented by the num-
ber of individuals who are adult recipients of 
assistance under the State program funded 
under this part divided by the number of indi-
viduals in the United States who are adult re-
cipients of assistance under any State program 
funded under this part. 

‘‘(vi) DISTRIBUTION OF FUNDS WITHIN 
STATES.— 

‘‘(I) IN GENERAL.—A State to which a grant is 
made under this subparagraph shall distribute 
not less than 85 percent of the grant funds 
among the political subdivisions in the State in 
which the percentage represented by the number 
of individuals in the State whose income is less 
than the poverty line divided by the number of 
such individuals in the State, and the percent-
age represented by the number of unemployed 
individuals in the State divided by the number 
of such individuals in the State are both above 
the average such percentages for the State, in 
accordance with a formula which— 

‘‘(aa) determines the amount to be distributed 
for the benefit of a political subdivision in pro-
portion to the number (if any) of individuals re-
siding in the political subdivision with an in-
come that is less than the poverty line, relative 
to such number of individuals for the other po-
litical subdivisions in the State, and accords a 
weight of not less than 50 percent to this factor; 

‘‘(bb) may determine the amount to be distrib-
uted for the benefit of a political subdivision in 
proportion to the number of adults residing in 
the political subdivision who are recipients of 
assistance under the State program funded 
under this part (whether in effect before or after 
the amendments made by section 103(a) of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act first applied to the State) for 
at least 30 months (whether or not consecutive) 
relative to the number of such adults residing in 
the other political subdivisions in the State; and 

‘‘(cc) may determine the amount to be distrib-
uted for the benefit of a political subdivision in 
proportion to the number of unemployed indi-
viduals residing in the political subdivision rel-
ative to the number of such individuals residing 
in the other political subdivisions in the State. 

‘‘(II) SPECIAL RULE.—Notwithstanding sub-
clause (I), if the formula used pursuant to sub-
clause (I) would result in the distribution of less 
than $100,000 during a fiscal year for the benefit 
of a political subdivision, then in lieu of distrib-
uting such sum in accordance with the formula, 
such sum shall be available for distribution 
under subclause (III) during the fiscal year. 

‘‘(III) PROJECTS TO HELP LONG-TERM RECIPI-
ENTS OF ASSISTANCE INTO THE WORK FORCE.— 
The Governor of a State to which a grant is 
made under this subparagraph may distribute 
not more than 15 percent of the grant funds 
(plus any amount required to be distributed 
under this subclause by reason of subclause (II)) 
to projects that appear likely to help long-term 
recipients of assistance under the State program 
funded under this part (whether in effect before 
or after the amendments made by section 103(a) 
of the Personal Responsibility and Work Oppor-
tunity Reconciliation Act first applied to the 
State) enter the work force. 

‘‘(vii) ADMINISTRATION.— 
‘‘(I) IN GENERAL.—A grant made under this 

subparagraph to a State shall be administered 
by the State agency that is administering, or su-

pervising the administration of, the State pro-
gram funded under this part. 

‘‘(B) COMPETITIVE GRANTS.— 
‘‘(i) IN GENERAL.—The Secretary shall award 

grants in accordance with this subparagraph, in 
fiscal years 1998 and 2000, for projects proposed 
by eligible applicants, based on the following: 

‘‘(I) The effectiveness of the proposal in— 
‘‘(aa) expanding the base of knowledge about 

programs aimed at moving recipients of assist-
ance under State programs funded under this 
part who are least job ready into the work force. 

‘‘(bb) moving recipients of assistance under 
State programs funded under this part who are 
least job ready into the work force; and 

‘‘(cc) moving recipients of assistance under 
State programs funded under this part who are 
least job ready into the work force, even in labor 
markets that have a shortage of low-skill jobs. 

‘‘(II) At the discretion of the Secretary, any of 
the following: 

‘‘(aa) The history of success of the applicant 
in moving individuals with multiple barriers 
into work. 

‘‘(bb) Evidence of the applicant’s ability to le-
verage private, State, and local resources. 

‘‘(cc) Use by the applicant of State and local 
resources beyond those required by subpara-
graph (A). 

‘‘(dd) Plans of the applicant to coordinate 
with other organizations at the local and State 
level. 

‘‘(ee) Use by the applicant of current or 
former recipients of assistance under a State 
program funded under this part as mentors, case 
managers, or service providers. 

‘‘(III) Evidence that the proposal has the ap-
proval of the State agency administering the 
program under this part. 

‘‘(ii) ELIGIBLE APPLICANTS.—As used in clause 
(i), the term ‘eligible applicant’ means a political 
subdivision of a State or a community action 
agency, community development corporation or 
other non-profit organizations with dem-
onstrated effectiveness in moving welfare recipi-
ents into the workforce that submits a proposal 
that is approved by the agency administering 
the State program funded under this part. 

‘‘(iii) DETERMINATION OF GRANT AMOUNT.—In 
determining the amount of a grant to be made 
under this subparagraph for a project proposed 
by an applicant, the Secretary shall provide the 
applicant with an amount sufficient to ensure 
that the project has a reasonable opportunity to 
be successful, taking into account the number of 
long-term recipients of assistance under a State 
program funded under this part, the level of un-
employment, the job opportunities and job 
growth, the poverty rate, and such other factors 
as the Secretary deems appropriate, in the area 
to be served by the project. 

‘‘(iv) TARGETING OF FUNDS TO RURAL AREAS.— 
‘‘(I) IN GENERAL.—The Secretary shall use not 

less than 30 percent of the funds available for 
grants under this subparagraph for a fiscal year 
to award grants for expenditures in rural areas. 

‘‘(II) RURAL AREA DEFINED.—As used in sub-
clause (I), the term ‘rural area’ means a city, 
town, or unincorporated area that has a popu-
lation of 50,000 or fewer inhabitants and that is 
not an urbanized area immediately adjacent to 
a city, town, or unincorporated area that has a 
population of more than 50,000 inhabitants. 

‘‘(v) FUNDING.—For grants under this sub-
paragraph for each fiscal year specified in sub-
paragraph (H), there shall be available to the 
Secretary an amount equal to the sum of— 

‘‘(I) 25 percent of the sum of— 
‘‘(aa) the amount specified in subparagraph 

(H) for the fiscal year, minus the total of the 
amounts reserved pursuant to subparagraphs 
(E), (F), and (G) for the fiscal year; and 

‘‘(bb) any amount reserved pursuant to sub-
paragraph (F) for the immediately preceding fis-
cal year that has not been obligated; and 

‘‘(II) any amount available for grants under 
this subparagraph for the immediately preceding 
fiscal year that has not been obligated. 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00256 Fmt 0624 Sfmt 6333 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6649 June 26, 1997 
‘‘(C) LIMITATIONS ON USE OF FUNDS.— 
‘‘(i) ALLOWABLE ACTIVITIES.—An entity to 

which funds are provided under this paragraph 
may use the funds to move into the work force 
recipients of assistance under the program fund-
ed under this part of the State in which the en-
tity is located and the noncustodial parent of 
any minor who is such a recipient, by means of 
any of the following: 

‘‘(I) Job creation through public or private 
sector employment wage subsidies. 

‘‘(II) On-the-job training. 
‘‘(III) Contracts with public or private pro-

viders of readiness, placement, and post-employ-
ment services. 

‘‘(IV) Job vouchers for placement, readiness, 
and post-employment services. 

‘‘(V) Job support services (excluding child care 
services) if such services are not otherwise avail-
able. 

‘‘(VI) Technical assistance and related serv-
ices that lead to self-employment through the 
microloan demonstration program under section 
7(m) of the Small Business Act (15 U.S.C. 
636(m)). 
Contracts or vouchers for job placement services 
supported by these funds must require that at 
least 1⁄2 of the payment occur after a eligible in-
dividual placed into the workforce has been in 
the workforce for 6 months. 

‘‘(ii) REQUIRED BENEFICIARIES.—An entity 
that operates a project with funds provided 
under this paragraph shall expend at least 90 
percent of all funds provided to the project for 
the benefit of recipients of assistance under the 
program funded under this part of the State in 
which the entity is located who meet the re-
quirements of either of the following subclauses: 

‘‘(I) At least 2 of the following apply to the re-
cipient: 

‘‘(aa) The individual has not completed sec-
ondary school or obtained a certificate of gen-
eral equivalency, and has low skills in reading 
and mathematics. 

‘‘(bb) The individual requires substance abuse 
treatment for employment. 

‘‘(cc) The individual has a poor work history. 
The Secretary shall prescribe such regulations 
as may be necessary to interpret this subclause. 

‘‘(II) The individual— 
‘‘(aa) has received assistance under the State 

program funded under this part (whether in ef-
fect before or after the amendments made by sec-
tion 103 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 
first apply to the State) for at least 30 months 
(whether or not consecutive); or 

‘‘(bb) within 12 months, will become ineligible 
for assistance under the State program funded 
under this part by reason of a durational limit 
on such assistance, without regard to any ex-
emption provided pursuant to section 
408(a)(7)(C) that may apply to the individual. 

‘‘(iii) LIMITATION ON APPLICABILITY OF SEC-
TION 404.—The rules of section 404, other than 
subsections (b), (f), and (h) of section 404, shall 
not apply to a grant made under this para-
graph. 

‘‘(iv) COOPERATION WITH TANF AGENCY.—On a 
determination by the Secretary an entity that 
operates a project with funds provided under 
this paragraph and the agency administering 
the State program funded under this part are 
not adhering to the agreement to implement any 
plan or project for which the funds are pro-
vided, the recipient of the funds shall remit the 
funds to the Secretary. 

‘‘(v) PROHIBITION AGAINST USE OF GRANT 
FUNDS FOR ANY OTHER FUND MATCHING REQUIRE-
MENT.—An entity to which funds are provided 
under this paragraph shall not use any part of 
the funds to fulfill any obligation of any State, 
or political subdivision to contribute funds 
under other Federal law. 

‘‘(vi) DEADLINE FOR EXPENDITURE.—An entity 
to which funds are provided under this para-
graph shall remit to the Secretary any part of 
the funds that are not expended within 3 years 
after the date the funds are so provided. 

‘‘(D) INDIVIDUALS WITH INCOME LESS THAN THE 
POVERTY LINE.—For purposes of this paragraph, 
the number of individuals with an income that 
is less than the poverty line shall be determined 
based on the methodology used by the Bureau of 
the Census to produce and publish intercensal 
poverty data for 1993 for States and counties. 

‘‘(E) SET-ASIDE FOR HIGH PERFORMANCE 
BONUS.—$100,000,000 of the amount specified in 
subparagraph (H) for fiscal year 1999 shall be 
reserved for use by the Secretary to make bonus 
grants (in the same manner as such grants are 
determined under paragraph (4)) for fiscal year 
2003 to those States that receive funds under 
this paragraph and that are most successful in 
increasing the earnings of individuals described 
in subparagraph (C)(ii)(II). 

‘‘(F) SET-ASIDE FOR INDIAN TRIBES.—1 percent 
of the amount specified in subparagraph (H) for 
each fiscal year shall be reserved for grants to 
Indian tribes under section 412(a)(3). 

‘‘(G) SET-ASIDE FOR EVALUATIONS.—0.5 per-
cent of the amount specified in subparagraph 
(H) for each fiscal year shall be reserved for use 
by the Secretary to carry out section 413(j). 

‘‘(H) FUNDING.—The amount specified in this 
subparagraph is— 

‘‘(i) $750,000,000 for fiscal year 1998; 
‘‘(ii) $1,250,000,000 for fiscal year 1999; and 
‘‘(iii) $1,000,000,000 for fiscal year 2000. 
‘‘(I) AVAILABILITY OF FUNDS.—Amounts ap-

propriated pursuant to this paragraph shall re-
main available through fiscal year 2002. 

‘‘(J) BUDGET SCORING.—Notwithstanding sec-
tion 457(b)(2) of the Balanced Budget and Emer-
gency Deficit Control Act of 1985, the baseline 
shall assume that no grant shall be awarded 
under this paragraph or under section 412(a)(3) 
after fiscal year 2000. 

‘‘(K) NONDISPLACEMENT IN WORK ACTIVI-
TIES.— 

‘‘(i) PROHIBITIONS.— 
‘‘(I) GENERAL PROHIBITION.—A participant in 

a work activity pursuant to this paragraph 
shall not displace (including a partial displace-
ment, such as a reduction in the hours of non-
overtime work, wages, or employment benefits) 
any individual who, as of the date of the par-
ticipation, is an employee. 

‘‘(II) PROHIBITION ON IMPAIRMENT OF CON-
TRACTS.—A work activity pursuant to this para-
graph shall not impair an existing contract for 
services or collective bargaining agreement, and 
a work activity that would be inconsistent with 
the terms of a collective bargaining agreement 
shall not be undertaken without the written 
concurrence of the labor organization and em-
ployer concerned. 

‘‘(III) OTHER PROHIBITIONS.—A participant in 
a work activity shall not be employed in a job— 

‘‘(aa) when any other individual is on layoff 
from the same or any substantially equivalent 
job; 

‘‘(bb) when the employer has terminated the 
employment of any regular employee or other-
wise reduced the workforce of the employer with 
the intention of filling the vacancy so created 
with the participant; or 

‘‘(cc) which is created in a promotional line 
that will infringe in any way upon the pro-
motional opportunities of employed individuals. 

‘‘(ii) HEALTH AND SAFETY.—Health and safety 
standards established under Federal and State 
law otherwise applicable to working conditions 
of employees shall be equally applicable to 
working conditions of participants engaged in a 
work activity pursuant to this paragraph. To 
the extent that a State workers’ compensation 
law applies, workers’ compensation shall be pro-
vided to participants on the same basis as the 
compensation is provided to other individuals in 
the State in similar employment. 

‘‘(iii) GRIEVANCE PROCEDURE.— 
‘‘(I) IN GENERAL.—Each State to which a 

grant is made under this paragraph shall estab-
lish and maintain a procedure for grievances or 
complaints alleging violations of clauses (i) or 
(ii) from participants and other interested or af-

fected parties. The procedure shall include an 
opportunity for a hearing and be completed 
within 60 days after the grievance or complaint 
is filed. 

‘‘(II) INVESTIGATION.— 
‘‘(aa) IN GENERAL.—The Secretary of Labor 

shall investigate an allegation of a violation of 
clause (i) or (ii) if a decision relating to the vio-
lation is not reached within 60 days after the 
date of the filing of the grievance or complaint, 
and either party appeals to the Secretary of 
Labor, or a decision relating to the violation is 
reached within the 60-day period, and the party 
to which the decision is adverse appeals the de-
cision to the Secretary of Labor. 

‘‘(bb) ADDITIONAL REQUIREMENT.—The Sec-
retary of Labor shall make a final determination 
relating to an appeal made under item (aa) not 
later than 120 days after receiving the appeal. 

‘‘(III) REMEDIES.—Remedies for violation of 
clause (i) or (ii) shall be limited to— 

‘‘(aa) suspension or termination of payments 
under this paragraph; 

‘‘(bb) prohibition of placement of a partici-
pant with an employer that has violated clause 
(i) or (ii); 

‘‘(cc) where applicable, reinstatement of an 
employee, payment of lost wages and benefits, 
and reestablishment of other relevant terms, 
conditions and privileges of employment; and 

‘‘(dd) where appropriate, other equitable re-
lief.’’. 

(2) CONFORMING AMENDMENT.—Section 
409(a)(7)(B)(iv) of such Act (42 U.S.C. 
609(a)(7)(B)(iv)) is amended to read as follows: 

‘‘(iv) EXPENDITURES BY THE STATE.—The term 
‘expenditures by the State’ does not include— 

‘‘(I) any expenditure from amounts made 
available by the Federal Government; 

‘‘(II) any State funds expended for the med-
icaid program under title XIX; 

‘‘(III) any State funds which are used to 
match Federal funds provided under section 
403(a)(5); or 

‘‘(IV) any State funds which are expended as 
a condition of receiving Federal funds other 
than under this part. 
Notwithstanding subclause (IV) of the preceding 
sentence, such term includes expenditures by a 
State for child care in a fiscal year to the extent 
that the total amount of the expenditures does 
not exceed the amount of State expenditures in 
fiscal year 1994 or 1995 (whichever is the great-
er) that equal the non-Federal share for the pro-
grams described in section 418(a)(1)(A).’’. 

(b) GRANTS TO OUTLYING AREAS.—Section 
1108(a)(1) of such Act (42 U.S.C. 1308(a)(1)) is 
amended by inserting ‘‘(except section 
403(a)(5))’’ after ‘‘title IV’’. 

(c) GRANTS TO INDIAN TRIBES.—Section 412(a) 
of such Act (42 U.S.C. 612(a)) is amended by 
adding at the end the following: 

‘‘(3) WELFARE-TO-WORK GRANTS.— 
‘‘(A) IN GENERAL.—The Secretary shall award 

a grant in accordance with this paragraph to an 
Indian tribe for each fiscal year specified in sec-
tion 403(a)(5)(H) for which the Indian tribe is a 
welfare-to-work tribe, in such amount as the 
Secretary deems appropriate, subject to subpara-
graph (B) of this paragraph. 

‘‘(B) WELFARE-TO-WORK TRIBE.—An Indian 
tribe shall be considered a welfare-to-work tribe 
for a fiscal year for purposes of this paragraph 
if the Indian tribe meets the following require-
ments: 

‘‘(i) The Indian tribe has submitted to the Sec-
retary (in the form of an addendum to the tribal 
family assistance plan, if any, of the Indian 
tribe) a plan which describes how, consistent 
with section 403(a)(5), the Indian tribe will use 
any funds provided under this paragraph dur-
ing the fiscal year. 

‘‘(ii) The Indian tribe has provided the Sec-
retary with an estimate of the amount that the 
Indian tribe intends to expend during the fiscal 
year (excluding tribal expenditures described in 
section 409(a)(7)(B)(iv)) for activities described 
in section 403(a)(5)(C)(i). 
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‘‘(iii) The Indian tribe has agreed to negotiate 

in good faith with the Secretary of Health and 
Human Services with respect to the substance of 
any evaluation under section 413(j), and to co-
operate with the conduct of any such evalua-
tion. 

‘‘(C) LIMITATIONS ON USE OF FUNDS.—Section 
403(a)(5)(C) shall apply to funds provided to In-
dian tribes under this paragraph in the same 
manner in which such section applies to funds 
provided under section 403(a)(5).’’. 

(d) FUNDS RECEIVED FROM GRANTS TO BE 
DISREGARDED IN APPLYING DURATIONAL LIMIT 
ON ASSISTANCE.—Section 408(a)(7) of such Act 
(42 U.S.C. 608(a)(7)) is amended by adding at 
the end the following: 

‘‘(G) INAPPLICABILITY TO WELFARE-TO-WORK 
GRANTS AND ASSISTANCE.—For purposes of sub-
paragraph (A) of this paragraph, a grant made 
under section 403(a)(5) shall not be considered a 
grant made under section 403, and assistance 
from funds provided under section 403(a)(5) 
shall not be considered assistance.’’. 

(e) EVALUATIONS.—Section 413 of such Act (42 
U.S.C. 613) is amended by adding at the end the 
following: 

‘‘(j) EVALUATION OF WELFARE-TO-WORK PRO-
GRAMS.— 

‘‘(1) EVALUATION.—The Secretary— 
‘‘(A) shall, in consultation with the Secretary 

of Labor, develop a plan to evaluate how grants 
made under sections 403(a)(5) and 412(a)(3) have 
been used; 

‘‘(B) may evaluate the use of such grants by 
such grantees as the Secretary deems appro-
priate, in accordance with an agreement entered 
into with the grantees after good-faith negotia-
tions; and 

‘‘(C) shall include the following outcome 
measures in the plan developed under subpara-
graph (A): 

‘‘(i) Placements in the labor force and place-
ments in the labor force that last for at least 6 
months. 

‘‘(ii) Placements in the private and public sec-
tors. 

‘‘(iii) Earnings of individuals who obtain em-
ployment. 

‘‘(iv) Average expenditures per placement. 
‘‘(2) REPORTS TO THE CONGRESS.— 
‘‘(A) IN GENERAL.—Subject to subparagraphs 

(B) and (C), the Secretary, in consultation with 
the Secretary of Labor and the Secretary of 
Housing and Urban Development, shall submit 
to the Congress reports on the projects funded 
under sections 403(a)(5) and 412(a)(3) and on 
the evaluations of the projects. 

‘‘(B) INTERIM REPORT.—Not later than Janu-
ary 1, 1999, the Secretary shall submit an in-
terim report on the matter described in subpara-
graph (A). 

‘‘(C) FINAL REPORT.—Not later than January 
1, 2001 (or at a later date, if the Secretary in-
forms the committees of the Congress with juris-
diction over the subject matter of the report) the 
Secretary shall submit a final report on the mat-
ter described in subparagraph (A).’’. 
SEC. 5822. CLARIFICATION OF A STATE’S ABILITY 

TO SANCTION AN INDIVIDUAL RE-
CEIVING ASSISTANCE UNDER TANF 
FOR NONCOMPLIANCE. 

(a) IN GENERAL.—Section 408 (42 U.S.C. 608) is 
amended— 

(1) by redesignating subsections (c) and (d) as 
subsections (d) and (e), respectively; and 

(2) by inserting after subsection (b), the fol-
lowing: 

‘‘(c) NONAPPLICATION OF ANY MINIMUM WAGE 
REQUIREMENTS WITH RESPECT TO INDIVIDUAL 
SANCTIONS.—Notwithstanding any other provi-
sion of law, any requirement imposed by law, 
regulation, or otherwise that requires that an 
individual in a family that receives assistance 
under the State program funded under this part 
receive the applicable minimum wage under sec-
tion 6 of the Fair Labor Standards Act (29 
U.S.C. 206), shall not prohibit a State from im-
posing against a family that includes such an 

individual any penalty that may be imposed 
under the State program funded under this part 
for failure to comply with a requirement under 
such program.’’. 

(b) RETROACTIVITY.—The amendment made by 
subsection (a) shall take effect as if included in 
the enactment of section 103(a) of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat. 
2112). 

CHAPTER 3—UNEMPLOYMENT 
COMPENSATION 

SEC. 5831. INCREASE IN FEDERAL UNEMPLOY-
MENT ACCOUNT CEILING. 

(a) IN GENERAL.—Section 902(a)(2) (42 U.S.C. 
1102(a)(2)) is amended by striking ‘‘0.25 percent’’ 
and inserting ‘‘0.5 percent’’. 

(b) EFFECTIVE DATE.—This section and the 
amendment made by this section— 

(1) shall take effect on October 1, 2001, and 
(2) shall apply to fiscal years beginning on or 

after that date. 
SEC. 5832. SPECIAL DISTRIBUTION TO STATES 

FROM UNEMPLOYMENT TRUST 
FUND. 

(a) IN GENERAL.—Section 903(a) (42 U.S.C. 
1103(a)) is amended by adding at the end the 
following new paragraph: 

‘‘(3)(A) Notwithstanding any other provision 
of this section, for purposes of carrying out this 
subsection with respect to any excess amount 
(referred to in paragraph (1)) remaining in the 
employment security administration account as 
of the close of fiscal year 1999, 2000, or 2001, 
such amount shall— 

‘‘(i) to the extent of any amounts not in excess 
of $100,000,000, be subject to subparagraph (B), 
and 

‘‘(ii) to the extent of any amounts in excess of 
$100,000,000, be subject to subparagraph (C). 

‘‘(B) Paragraphs (1) and (2) shall apply with 
respect to any amounts described in subpara-
graph (A)(i), except that— 

‘‘(i) in carrying out the provisions of para-
graph (2)(B) with respect to such amounts (to 
determine the portion of such amounts which is 
to be allocated to a State for a succeeding fiscal 
year), the ratio to be applied under such provi-
sions shall be the same as the ratio that— 

‘‘(I) the amount of funds to be allocated to 
such State for such fiscal year pursuant to title 
III, bears to 

‘‘(II) the total amount of funds to be allocated 
to all States for such fiscal year pursuant to 
title III, 
as determined by the Secretary of Labor, and 

‘‘(ii) the amounts allocated to a State pursu-
ant to this subparagraph shall be available to 
such State, subject to the last sentence of sub-
section (c)(2). 
Nothing in this paragraph shall preclude the 
application of subsection (b) with respect to any 
allocation determined under this subparagraph. 

‘‘(C) Any amounts described in clause (ii) of 
subparagraph (A) (remaining in the employment 
security administration account as of the close 
of any fiscal year specified in such subpara-
graph) shall, as of the beginning of the suc-
ceeding fiscal year, accrue to the Federal unem-
ployment account, without regard to the limit 
provided in section 902(a).’’. 

(b) CONFORMING AMENDMENT.—Paragraph (2) 
of section 903(c) of the Social Security Act is 
amended by adding at the end, as a flush left 
sentence, the following: 
‘‘Any amount allocated to a State under this 
section for fiscal year 2000, 2001, or 2002 may be 
used by such State only to pay expenses in-
curred by it for the administration of its unem-
ployment compensation law, and may be so used 
by it without regard to any of the conditions 
prescribed in any of the preceding provisions of 
this paragraph.’’. 
SEC. 5833. TREATMENT OF CERTAIN SERVICES 

PERFORMED BY INMATES. 
(a) IN GENERAL.—Subsection (c) of section 

3306 of the Internal Revenue Code of 1986 (de-
fining employment) is amended— 

(1) by striking ‘‘or’’ at the end of paragraph 
(19), 

(2) by striking the period at the end of para-
graph (20) and inserting ‘‘; or’’, and 

(3) by adding at the end the following new 
paragraph: 

‘‘(21) service performed by a person committed 
to a penal institution.’’. 

(b) EFFECTIVE DATE.—The amendments made 
by this section shall apply with respect to serv-
ice performed after March 26, 1996. 

DIVISION 4—EARNED INCOME CREDIT 
AND OTHER PROVISIONS 

Subtitle L—Earned Income Credit and Other 
Provisions 

CHAPTER 1—EARNED INCOME CREDIT 
SEC. 5851. RESTRICTIONS ON AVAILABILITY OF 

EARNED INCOME CREDIT FOR TAX-
PAYERS WHO IMPROPERLY CLAIMED 
CREDIT IN PRIOR YEAR. 

(a) IN GENERAL.—Section 32 of the Internal 
Revenue Code of 1986 (relating to earned income 
credit) is amended by redesignating subsections 
(k) and (l) as subsections (l) and (m), respec-
tively, and by inserting after subsection (j) the 
following new subsection: 

‘‘(k) RESTRICTIONS ON TAXPAYERS WHO IM-
PROPERLY CLAIMED CREDIT IN PRIOR YEAR.— 

‘‘(1) TAXPAYERS MAKING PRIOR FRAUDULENT 
OR RECKLESS CLAIMS.— 

‘‘(A) IN GENERAL.—No credit shall be allowed 
under this section for any taxable year in the 
disallowance period. 

‘‘(B) DISALLOWANCE PERIOD.—For purposes of 
paragraph (1), the disallowance period is— 

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

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

‘‘(2) TAXPAYERS MAKING IMPROPER PRIOR 
CLAIMS.—In the case of a taxpayer who is de-
nied credit under this section for any taxable 
year as a result of the deficiency procedures 
under subchapter B of chapter 63, no credit 
shall be allowed under this section for any sub-
sequent taxable year unless the taxpayer pro-
vides such information as the Secretary may re-
quire to demonstrate eligibility for such credit.’’. 

(b) DUE DILIGENCE REQUIREMENT ON INCOME 
TAX RETURN PREPARERS.—Section 6695 of the 
Internal Revenue Code of 1986 (relating to other 
assessable penalties with respect to the prepara-
tion of income tax returns for other persons) is 
amended by adding at the end the following 
new subsection: 

‘‘(g) FAILURE TO BE DILIGENT IN DETER-
MINING ELIGIBILITY FOR EARNED INCOME CRED-
IT.—Any person who is an income tax preparer 
with respect to any return or claim for refund 
who fails to comply with due diligence require-
ments imposed by the Secretary by regulations 
with respect to determining eligibility for, or the 
amount of, the credit allowable by section 32 
shall pay a penalty of $100 for each such fail-
ure.’’. 

(c) EXTENSION PROCEDURES APPLICABLE TO 
MATHEMATICAL OR CLERICAL ERRORS.—Para-
graph (2) of section 6213(g) (relating to the defi-
nition of mathematical or clerical errors) is 
amended by striking ‘‘and’’ at the end of sub-
paragraph (H), by striking the period at the end 
of subparagraph (I) and inserting ‘‘, and’’, and 
by inserting after subparagraph (I) the fol-
lowing new subparagraph: 

‘‘(J) an omission of information required by 
section 32(k)(2) (relating to taxpayers making 
improper prior claims of earned income cred-
it).’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to taxable years be-
ginning after December 31, 1996. 
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CHAPTER 2—INCREASE IN PUBLIC DEBT 

LIMIT 
SEC. 5861. INCREASE IN PUBLIC DEBT LIMIT. 

Subsection (b) of section 3101 of title 31, 
United States Code, is amended by striking the 
dollar amount contained therein and inserting 
‘‘$5,950,000,000,000’’. 

CHAPTER 3—MISCELLANEOUS 
SEC. 5871. SENSE OF THE SENATE REGARDING 

THE CORRECTION OF COST-OF-LIV-
ING ADJUSTMENTS. 

(a) FINDINGS.—The Senate makes the fol-
lowing findings: 

(1) The final report of the Senate Finance 
Committee’s Advisory Commission to Study the 
Consumer Price Index, chaired by Professor Mi-
chael Boskin, has concluded that the Consumer 
Price Index overstates the cost of living in the 
United States by 1.1 percentage points. 

(2) Dr. Alan Greenspan, Chairman of the 
Board of Governors of the Federal Reserve Sys-
tem, has testified before the Senate Finance 
Committee that ‘‘the best available evidence sug-
gests that there is virtually no chance that the 
CPI as currently published understates’’ the 
cost of living and that there is ‘‘a very high 
probability that the upward bias ranges between 
1⁄2 percentage point per year and 11⁄2 percentage 
points per year’’. 

(3) The overstatement of the cost of living by 
the Consumer Price Index has been recognized 
by economists since at least 1961, when a report 
noting the existence of the overstatement was 
issued by a National Bureau of Economic Re-
search Committee, chaired by Professor George 
J. Stigler. 

(4) Congress and the President, through the 
indexing of Federal tax brackets, Social Security 
benefits, and other Federal program benefits, 
have undertaken to protect taxpayers and bene-
ficiaries of such programs from the erosion of 
purchasing power due to inflation. 

(5) Congress and the President intended the 
indexing of Federal tax brackets, Social Security 
benefits, and other Federal program benefits to 
accurately reflect changes in the cost of living. 

(6) The overstatement of the cost of living in-
creases the deficit and undermines the equitable 
administration of Federal benefits and tax poli-
cies. 

(b) SENSE OF THE SENATE.—It is the sense of 
the Senate that all cost-of-living adjustments re-
quired by statute should accurately reflect the 
best available estimate of changes in the cost of 
living. 

Subtitle M—Welfare Reform Technical 
Corrections 

SEC. 5900. SHORT TITLE OF SUBTITLE. 
This subtitle may be cited as the ‘‘Welfare Re-

form Technical Corrections Act of 1997’’. 
CHAPTER 1—BLOCK GRANTS FOR TEM-

PORARY ASSISTANCE TO NEEDY FAMI-
LIES 

SEC. 5901. AMENDMENT OF THE SOCIAL SECU-
RITY ACT. 

Except as otherwise expressly provided, wher-
ever in this chapter an amendment or repeal is 
expressed in terms of an amendment to, or re-
peal of a section or other provision, the ref-
erence shall be considered to be made to a sec-
tion or other provision of the Social Security 
Act, and if the section or other provision is of 
part A of title IV of such Act, the reference shall 
be considered to be made to the section or other 
provision as amended by section 103, and as in 
effect pursuant to section 116, of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996. 
SEC. 5902. ELIGIBLE STATES; STATE PLAN. 

(a) LATER DEADLINE FOR SUBMISSION OF 
STATE PLANS.—Section 402(a) (42 U.S.C. 602(a)) 
is amended by striking ‘‘2-year period imme-
diately preceding’’ and inserting ‘‘27-month pe-
riod ending with the close of the 1st quarter of’’. 

(b) CLARIFICATION OF SCOPE OF WORK PROVI-
SIONS.—Section 402(a)(1)(A)(ii) (42 U.S.C. 

602(a)(1)(A)(ii)) is amended by inserting ‘‘, con-
sistent with section 407(e)(2)’’ before the period. 

(c) CORRECTION OF CROSS-REFERENCE.—Sec-
tion 402(a)(1)(A)(v) (42 U.S.C. 602(a)(1)(A)(v)) is 
amended by striking ‘‘403(a)(2)(B)’’ and insert-
ing ‘‘403(a)(2)(C)(iii)’’. 

(d) NOTIFICATION OF PLAN AMENDMENTS.— 
Section 402 (42 U.S.C. 602) is amended— 

(1) by redesignating subsection (b) as sub-
section (c) and inserting after subsection (a) the 
following: 

‘‘(b) PLAN AMENDMENTS.—Within 30 days 
after a State amends a plan submitted pursuant 
to subsection (a), the State shall notify the Sec-
retary of the amendment.’’; and 

(2) in subsection (c) (as so redesignated), by 
inserting ‘‘or plan amendment’’ after ‘‘plan’’. 
SEC. 5903. GRANTS TO STATES. 

(a) BONUS FOR DECREASE IN ILLEGITIMACY 
MODIFIED TO TAKE ACCOUNT OF CERTAIN TER-
RITORIES.— 

(1) IN GENERAL.—Section 403(a)(2)(B) (42 
U.S.C. 603(a)(2)(B)) is amended to read as fol-
lows: 

‘‘(B) AMOUNT OF GRANT.— 
‘‘(i) IN GENERAL.—If, for a bonus year, none 

of the eligible States is Guam, the Virgin Is-
lands, or American Samoa, then the amount of 
the grant shall be— 

‘‘(I) $20,000,000 if there are 5 eligible States; or 
‘‘(II) $25,000,000 if there are fewer than 5 eligi-

ble States. 
‘‘(ii) AMOUNT IF CERTAIN TERRITORIES ARE ELI-

GIBLE.—If, for a bonus year, Guam, the Virgin 
Islands, or American Samoa is an eligible State, 
then the amount of the grant shall be— 

‘‘(I) in the case of such a territory, 25 percent 
of the mandatory ceiling amount (as defined in 
section 1108(c)(4)) with respect to the territory; 
and 

‘‘(II) in the case of a State that is not such a 
territory— 

‘‘(aa) if there are 5 eligible States other than 
such territories, $20,000,000, minus 1⁄5 of the total 
amount of the grants payable under this para-
graph to such territories for the bonus year; or 

‘‘(bb) if there are fewer than 5 such eligible 
States, $25,000,000, or such lesser amount as may 
be necessary to ensure that the total amount of 
grants payable under this paragraph for the 
bonus year does not exceed $100,000,000.’’. 

(2) CERTAIN TERRITORIES TO BE 
IGNORED IN RANKING OTHER STATES.— 
Section 403(a)(2)(C)(i)(I)(aa) (42 U.S.C. 
603(a)(2)(C)(i)(I)(aa)) is amended by adding at 
the end the following: ‘‘In the case of a State 
that is not a territory specified in subparagraph 
(B), the comparative magnitude of the decrease 
for the State shall be determined without regard 
to the magnitude of the corresponding decrease 
for any such territory.’’. 

(b) COMPUTATION OF BONUS BASED ON RATIOS 
OF OUT-OF-WEDLOCK BIRTHS TO ALL BIRTHS IN-
STEAD OF NUMBERS OF OUT-OF-WEDLOCK 
BIRTHS.—Section 403(a)(2) (42 U.S.C. 603(a)(2)) 
is amended— 

(1) in the paragraph heading, by inserting 
‘‘RATIO’’ before the period; 

(2) in subparagraph (A), by striking all that 
follows ‘‘bonus year’’ and inserting a period; 
and 

(3) in subparagraph (C)— 
(A) in clause (i)— 
(i) in subclause (I)(aa)— 
(I) by striking ‘‘number of out-of-wedlock 

births that occurred in the State during’’ and 
inserting ‘‘illegitimacy ratio of the State for’’; 
and 

(II) by striking ‘‘number of such births that 
occurred during’’ and inserting ‘‘illegitimacy 
ratio of the State for’’; and 

(ii) in subclause (II)(aa)— 
(I) by striking ‘‘number of out-of-wedlock 

births that occurred in’’ each place such term 
appears and inserting ‘‘illegitimacy ratio of’’; 
and 

(II) by striking ‘‘calculate the number of out- 
of-wedlock births’’ and inserting ‘‘calculate the 
illegitimacy ratio’’; and 

(B) by adding at the end the following: 
‘‘(iii) ILLEGITIMACY RATIO.—The term ‘illegit-

imacy ratio’ means, with respect to a State and 
a period— 

‘‘(I) the number of out-of-wedlock births to 
mothers residing in the State that occurred dur-
ing the period; divided by 

‘‘(II) the number of births to mothers residing 
in the State that occurred during the period.’’. 

(c) USE OF CALENDAR YEAR DATA INSTEAD OF 
FISCAL YEAR DATA IN CALCULATING BONUS FOR 
DECREASE IN ILLEGITIMACY RATIO.—Section 
403(a)(2)(C) (42 U.S.C. 603(a)(2)(C)) is amend-
ed— 

(1) in clause (i)— 
(A) in subclause (I)(bb)— 
(i) by striking ‘‘the fiscal year’’ and inserting 

‘‘the calendar year for which the most recent 
data are available’’; and 

(ii) by striking ‘‘fiscal year 1995’’ and insert-
ing ‘‘calendar year 1995’’; 

(B) in subclause (II), by striking ‘‘fiscal’’ each 
place such term appears and inserting ‘‘cal-
endar’’; and 

(2) in clause (ii), by striking ‘‘fiscal years’’ 
and inserting ‘‘calendar years’’. 

(d) CORRECTION OF HEADING.—Section 
403(a)(3)(C)(ii) (42 U.S.C. 603(a)(3)(C)(ii)) is 
amended in the heading by striking ‘‘1997’’ and 
inserting ‘‘1998’’. 

(e) CLARIFICATION OF CONTINGENCY FUND 
PROVISION.—Section 403(b) (42 U.S.C. 603(b)) is 
amended— 

(1) in paragraph (6), by striking ‘‘(5)’’ and in-
serting ‘‘(4)’’; 

(2) by striking paragraph (4) and redesig-
nating paragraphs (5) and (6) as paragraphs (4) 
and (5), respectively; and 

(3) by inserting after paragraph (5) the fol-
lowing: 

‘‘(6) ANNUAL RECONCILIATION.— 
‘‘(A) IN GENERAL.—Notwithstanding para-

graph (3), if the Secretary makes a payment to 
a State under this subsection in a fiscal year, 
then the State shall remit to the Secretary, with-
in 1 year after the end of the first subsequent 
period of 3 consecutive months for which the 
State is not a needy State, an amount equal to 
the amount (if any) by which— 

‘‘(i) the total amount paid to the State under 
paragraph (3) of this subsection in the fiscal 
year; exceeds 

‘‘(ii) the product of— 
‘‘(I) the Federal medical assistance percentage 

for the State (as defined in section 1905(b), as 
such section was in effect on September 30, 
1995); 

‘‘(II) the State’s reimbursable expenditures for 
the fiscal year; and 

‘‘(III) 1⁄12 times the number of months during 
the fiscal year for which the Secretary made a 
payment to the State under such paragraph (3). 

‘‘(B) DEFINITIONS.—As used in subparagraph 
(A): 

‘‘(i) REIMBURSABLE EXPENDITURES.—The term 
‘reimbursable expenditures’ means, with respect 
to a State and a fiscal year, the amount (if any) 
by which— 

‘‘(I) countable State expenditures for the fis-
cal year; exceeds 

‘‘(II) historic State expenditures (as defined in 
section 409(a)(7)(B)(iii)), excluding any amount 
expended by the State for child care under sub-
section (g) or (i) of section 402 (as in effect dur-
ing fiscal year 1994) for fiscal year 1994. 

‘‘(ii) COUNTABLE STATE EXPENDITURES.—The 
term ‘countable expenditures’ means, with re-
spect to a State and a fiscal year— 

‘‘(I) the qualified State expenditures (as de-
fined in section 409(a)(7)(B)(i) (other than the 
expenditures described in subclause (I)(bb) of 
such section)) under the State program funded 
under this part for the fiscal year; plus 

‘‘(II) any amount paid to the State under 
paragraph (3) during the fiscal year that is ex-
pended by the State under the State program 
funded under this part.’’. 

(f) ADMINISTRATION OF CONTINGENCY FUND 
TRANSFERRED TO THE SECRETARY OF HHS.—Sec-
tion 403(b)(7) (42 U.S.C. 603(b)(7)) is amended to 
read as follows: 
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‘‘(7) STATE DEFINED.—As used in this sub-

section, the term ‘State’ means each of the 50 
States and the District of Columbia.’’. 
SEC. 5904. USE OF GRANTS. 

Section 404(a)(2) (42 U.S.C. 604(a)(2)) is 
amended by inserting ‘‘, or (at the option of the 
State) August 21, 1996’’ before the period. 
SEC. 5905. MANDATORY WORK REQUIREMENTS. 

(a) FAMILY WITH A DISABLED PARENT NOT 
TREATED AS A 2-PARENT FAMILY.—Section 
407(b)(2) (42 U.S.C. 607(b)(2)) is amended by 
adding at the end the following: 

‘‘(C) FAMILY WITH A DISABLED PARENT NOT 
TREATED AS A 2-PARENT FAMILY.—A family that 
includes a disabled parent shall not be consid-
ered a 2-parent family for purposes of sub-
sections (a) and (b) of this section.’’. 

(b) CORRECTION OF HEADING.—Section 
407(b)(3) (42 U.S.C. 607(b)(3)) is amended in the 
heading by inserting ‘‘AND NOT RESULTING FROM 
CHANGES IN STATE ELIGIBILITY CRITERIA’’ before 
the period. 

(c) STATE OPTION TO INCLUDE INDIVIDUALS 
RECEIVING ASSISTANCE UNDER A TRIBAL WORK 
PROGRAM IN PARTICIPATION RATE CALCULA-
TION.—Section 407(b)(4) (42 U.S.C. 607(b)(4)) is 
amended— 

(1) in the heading, by inserting ‘‘OR TRIBAL 
WORK PROGRAM’’ before the period; and 

(2) by inserting ‘‘or under a tribal work pro-
gram to which funds are provided under this 
part’’ before the period. 

(d) SHARING OF 35-HOUR WORK REQUIREMENT 
BETWEEN PARENTS IN 2-PARENT FAMILIES.—Sec-
tion 407(c)(1)(B) (42 U.S.C. 607(c)(1)(B)) is 
amended— 

(1) in clause (i)— 
(A) by striking ‘‘is’’ and inserting ‘‘and the 

other parent in the family are’’; and 
(B) by inserting ‘‘a total of’’ before ‘‘at least’’; 

and 
(2) in clause (ii)— 
(A) by striking ‘‘individual’s spouse is’’ and 

inserting ‘‘individual and the other parent in 
the family are’’; 

(B) by inserting ‘‘for a total of at least 55 
hours per week’’ before ‘‘during the month’’; 
and 

(C) by striking ‘‘20’’ and inserting ‘‘50’’. 
(e) CLARIFICATION OF EFFORT REQUIRED IN 

WORK ACTIVITIES.—Section 407(c)(1)(B) (42 
U.S.C. 607(c)(1)(B)) is amended by striking 
‘‘making progress’’ each place such term ap-
pears and inserting ‘‘participating’’. 

(f) ADDITIONAL CONDITION UNDER WHICH 12 
WEEKS OF JOB SEARCH MAY COUNT AS WORK.— 
Section 407(c)(2)(A)(i) (42 U.S.C. 607(c)(2)(A)(i)) 
is amended by inserting ‘‘or the State is a needy 
State (within the meaning of section 403(b)(6))’’ 
after ‘‘United States’’. 

(g) CARETAKER RELATIVE OF CHILD UNDER 
AGE 6 DEEMED TO BE MEETING WORK REQUIRE-
MENTS IF ENGAGED IN WORK FOR 20 HOURS PER 
WEEK.—Section 407(c)(2)(B) (42 U.S.C. 
607(c)(2)(B)) is amended— 

(1) in the heading, by inserting ‘‘OR REL-
ATIVE’’ after ‘‘PARENT’’ each place such term ap-
pears; and 

(2) by striking ‘‘in a 1-parent family who is 
the parent’’ and inserting ‘‘who is the only par-
ent or caretaker relative in the family’’. 

(h) EXTENSION TO MARRIED TEENS OF RULE 
THAT RECEIPT OF SUFFICIENT EDUCATION IS 
ENOUGH TO MEET WORK PARTICIPATION RE-
QUIREMENTS.—Section 407(c)(2)(C) (42 U.S.C. 
607(c)(2)(C)) is amended— 

(1) in the heading, by striking ‘‘TEEN HEAD OF 
HOUSEHOLD’’ and inserting ‘‘SINGLE TEEN HEAD 
OF HOUSEHOLD OR MARRIED TEEN’’; and 

(2) by striking ‘‘a single’’ and inserting ‘‘mar-
ried or a’’. 

(i) CLARIFICATION OF NUMBER OF HOURS OF 
PARTICIPATION IN EDUCATION DIRECTLY RE-
LATED TO EMPLOYMENT THAT ARE REQUIRED IN 
ORDER FOR SINGLE TEEN HEAD OF HOUSEHOLD 
OR MARRIED TEEN TO BE DEEMED TO BE EN-
GAGED IN WORK.—Section 407(c)(2)(C)(ii) (42 

U.S.C. 607(c)(2)(C)(ii)) is amended by striking 
‘‘at least’’ and all that follows through ‘‘sub-
section’’ and inserting ‘‘an average of at least 20 
hours per week during the month’’. 

(j) CLARIFICATION OF REFUSAL TO WORK FOR 
PURPOSES OF WORK PENALTIES FOR INDIVID-
UALS.—Section 407(e)(2) (42 U.S.C. 607(e)(2)) is 
amended by striking ‘‘work’’ and inserting ‘‘en-
gage in work required in accordance with this 
section’’. 

(k) CLARIFICATION OF REMOVAL OF TEEN PAR-
ENTS WITH RESPECT TO VOCATIONAL EDU-
CATION.—Section 407(c)(2) (42 U.S.C. 607(c)(2)) is 
amended— 

(1) in subparagraph (C), by striking ‘‘, subject 
to subparagraph (D) of this paragraph,’’; and 

(2) by striking subparagraph (D) and inserting 
the following: 

‘‘(D) NUMBER OF PERSONS THAT MAY BE 
TREATED AS ENGAGED IN WORK BY VIRTUE OF 
PARTICIPATION IN VOCATIONAL EDUCATION AC-
TIVITIES.—For purposes of determining monthly 
participation rates under paragraphs (1)(B)(i) 
and (2)(B) of subsection (b), not more than 20 
percent of individuals in all families and in 2- 
parent families (other than individuals in such 
families who are described in subparagraph (C)) 
may be determined to be engaged in work in the 
State for a month by reason of participation in 
vocational educational training.’’. 
SEC. 5906. PROHIBITIONS; REQUIREMENTS. 

(a) ELIMINATION OF REDUNDANT LANGUAGE; 
CLARIFICATION OF HOME RESIDENCE REQUIRE-
MENT.—Section 408(a)(1) (42 U.S.C. 608(a)(1)) is 
amended to read as follows: 

‘‘(1) NO ASSISTANCE FOR FAMILIES WITHOUT A 
MINOR CHILD.—A State to which a grant is made 
under section 403 shall not use any part of the 
grant to provide assistance to a family, unless 
the family includes a minor child who resides 
with the family (consistent with paragraph (10)) 
or a pregnant individual.’’. 

(b) CLARIFICATION OF TERMINOLOGY.—Section 
408(a)(3) (42 U.S.C. 608(a)(3)) is amended— 

(1) by striking ‘‘leaves’’ the 1st, 3rd, and 4th 
places such term appears and inserting ‘‘ceases 
to receive assistance under’’; and 

(2) by striking ‘‘the date the family leaves the 
program’’ the 2nd place such term appears and 
inserting ‘‘such date’’. 

(c) ELIMINATION OF SPACE.—Section 
408(a)(5)(A)(ii) (42 U.S.C. 608(a)(5)(A)(ii)) is 
amended by striking ‘‘DESCRIBED.— For’’ and 
inserting ‘‘DESCRIBED.—For’’. 

(d) CORRECTIONS TO 5-YEAR LIMIT ON ASSIST-
ANCE.— 

(1) CLARIFICATION OF LIMITATION ON HARDSHIP 
EXEMPTION.—Section 408(a)(7)(C)(ii) (42 U.S.C. 
608(a)(7)(C)(ii)) is amended— 

(A) by striking ‘‘The number’’ and inserting 
‘‘The average monthly number’’; and 

(B) by inserting ‘‘during the fiscal year or the 
immediately preceding fiscal year (but not both), 
as the State may elect’’ before the period. 

(2) RESIDENCE EXCEPTION MADE MORE UNI-
FORM AND EASIER TO ADMINISTER.—Section 
408(a)(7)(D) (42 U.S.C. 608(a)(7)(D)) is amended 
to read as follows: 

‘‘(D) DISREGARD OF MONTHS OF ASSISTANCE 
RECEIVED BY ADULT WHILE LIVING IN INDIAN 
COUNTRY OR AN ALASKAN NATIVE VILLAGE WITH 
50 PERCENT UNEMPLOYMENT.— 

‘‘(i) IN GENERAL.—In determining the number 
of months for which an adult has received as-
sistance under a State or tribal program funded 
under this part, the State or tribe shall dis-
regard any month during which the adult lived 
in Indian country or an Alaskan Native village 
if the most reliable data available with respect 
to the month (or a period including the month) 
indicate that at least 50 percent of the adults 
living in Indian country or in the village were 
not employed. 

‘‘(ii) INDIAN COUNTRY DEFINED.—As used in 
clause (i), the term ‘Indian country’ has the 
meaning given such term in section 1151 of title 
18, United States Code.’’. 

(e) REINSTATEMENT OF DEEMING AND OTHER 
RULES APPLICABLE TO ALIENS WHO ENTERED 
THE UNITED STATES UNDER AFFIDAVITS OF SUP-
PORT FORMERLY USED.—Section 408 (42 U.S.C. 
608) is amended by striking subsection (d) and 
inserting the following: 

‘‘(d) SPECIAL RULES RELATING TO TREATMENT 
OF CERTAIN ALIENS.—For special rules relating 
to the treatment of certain aliens, see title IV of 
the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996. 

‘‘(e) SPECIAL RULES RELATING TO THE TREAT-
MENT OF NON-213A ALIENS.—The following rules 
shall apply if a State elects to take the income 
or resources of any sponsor of a non-213A alien 
into account in determining whether the alien is 
eligible for assistance under the State program 
funded under this part, or in determining the 
amount or types of such assistance to be pro-
vided to the alien: 

‘‘(1) DEEMING OF SPONSOR’S INCOME AND RE-
SOURCES.—For a period of 3 years after a non- 
213A alien enters the United States: 

‘‘(A) INCOME DEEMING RULE.—The income of 
any sponsor of the alien and of any spouse of 
the sponsor is deemed to be income of the alien, 
to the extent that the total amount of the in-
come exceeds the sum of— 

‘‘(i) the lesser of— 
‘‘(I) 20 percent of the total of any amounts re-

ceived by the sponsor or any such spouse in the 
month as wages or salary or as net earnings 
from self-employment, plus the full amount of 
any costs incurred by the sponsor and any such 
spouse in producing self-employment income in 
such month; or 

‘‘(II) $175; 
‘‘(ii) the cash needs standard established by 

the State for purposes of determining eligibility 
for assistance under the State program funded 
under this part for a family of the same size and 
composition as the sponsor and any other indi-
viduals living in the same household as the 
sponsor who are claimed by the sponsor as de-
pendents for purposes of determining the spon-
sor’s Federal personal income tax liability but 
whose needs are not taken into account in de-
termining whether the sponsor’s family has met 
the cash needs standard; 

‘‘(iii) any amounts paid by the sponsor or any 
such spouse to individuals not living in the 
household who are claimed by the sponsor as 
dependents for purposes of determining the 
sponsor’s Federal personal income tax liability; 
and 

‘‘(iv) any payments of alimony or child sup-
port with respect to individuals not living in the 
household. 

‘‘(B) RESOURCE DEEMING RULE.—The resources 
of a sponsor of the alien and of any spouse of 
the sponsor are deemed to be resources of the 
alien to the extent that the aggregate value of 
the resources exceeds $1,500. 

‘‘(C) SPONSORS OF MULTIPLE NON-213A 
ALIENS.—If a person is a sponsor of 2 or more 
non-213A aliens who are living in the same 
home, the income and resources of the sponsor 
and any spouse of the sponsor that would be 
deemed income and resources of any such alien 
under subparagraph (A) shall be divided into a 
number of equal shares equal to the number of 
such aliens, and the State shall deem the income 
and resources of each such alien to include 1 
such share. 

‘‘(2) INELIGIBILITY OF NON-213A ALIENS SPON-
SORED BY AGENCIES; EXCEPTION.—A non-213A 
alien whose sponsor is or was a public or private 
agency shall be ineligible for assistance under a 
State program funded under this part, during a 
period of 3 years after the alien enters the 
United States, unless the State agency admin-
istering the program determines that the sponsor 
either no longer exists or has become unable to 
meet the alien’s needs. 

‘‘(3) INFORMATION PROVISIONS.— 
‘‘(A) DUTIES OF NON-213A ALIENS.—A non-213A 

alien, as a condition of eligibility for assistance 
under a State program funded under this part 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00260 Fmt 0624 Sfmt 6333 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6653 June 26, 1997 
during the period of 3 years after the alien en-
ters the United States, shall be required to pro-
vide to the State agency administering the pro-
gram— 

‘‘(i) such information and documentation with 
respect to the alien’s sponsor as may be nec-
essary in order for the State agency to make any 
determination required under this subsection, 
and to obtain any cooperation from the sponsor 
necessary for any such determination; and 

‘‘(ii) such information and documentation as 
the State agency may request and which the 
alien or the alien’s sponsor provided in support 
of the alien’s immigration application. 

‘‘(B) DUTIES OF FEDERAL AGENCIES.—The Sec-
retary shall enter into agreements with the Sec-
retary of State and the Attorney General under 
which any information available to them and 
required in order to make any determination 
under this subsection will be provided by them 
to the Secretary (who may, in turn, make the in-
formation available, upon request, to a con-
cerned State agency). 

‘‘(4) NON-213A ALIEN DEFINED.—An alien is a 
non-213A alien for purposes of this subsection if 
the affidavit of support or similar agreement 
with respect to the alien that was executed by 
the sponsor of the alien’s entry into the United 
States was executed other than pursuant to sec-
tion 213A of the Immigration and Nationality 
Act. 

‘‘(5) INAPPLICABILITY TO ALIEN MINOR SPON-
SORED BY A PARENT.—This subsection shall not 
apply to an alien who is a minor child if the 
sponsor of the alien or any spouse of the spon-
sor is a parent of the alien. 

‘‘(6) INAPPLICABILITY TO CERTAIN CATEGORIES 
OF ALIENS.—This subsection shall not apply to 
an alien who is— 

‘‘(A) admitted to the United States as a ref-
ugee under section 207 of the Immigration and 
Nationality Act; 

‘‘(B) paroled into the United States under sec-
tion 212(d)(5) of such Act for a period of at least 
1 year; or 

‘‘(C) granted political asylum by the Attorney 
General under section 208 of such Act.’’. 
SEC. 5907. PENALTIES. 

(a) STATES GIVEN MORE TIME TO FILE QUAR-
TERLY REPORTS.—Section 409(a)(2)(A) (42 U.S.C. 
609(a)(2)(A)) is amended by striking ‘‘1 month’’ 
and inserting ‘‘45 days’’. 

(b) TREATMENT OF SUPPORT PAYMENTS PASSED 
THROUGH TO FAMILIES AS QUALIFIED STATE EX-
PENDITURES.—Section 409(a)(7)(B)(i)(I)(aa) (42 
U.S.C. 609(a)(7)(B)(i)(I)(aa)) is amended by in-
serting ‘‘, including any amount collected by the 
State as support pursuant to a plan approved 
under part D, on behalf of a family receiving as-
sistance under the State program funded under 
this part, that is distributed to the family under 
section 457(a)(1)(B) and disregarded in deter-
mining the eligibility of the family for, and the 
amount of, such assistance’’ before the period. 

(c) DISREGARD OF EXPENDITURES MADE TO 
REPLACE PENALTY GRANT REDUCTIONS.—Section 
409(a)(7)(B)(i) (42 U.S.C. 609(a)(7)(B)(i)) is 
amended by redesignating subclause (III) as 
subclause (IV) and by inserting after subclause 
(II) the following: 

‘‘(III) EXCLUSION OF AMOUNTS EXPENDED TO 
REPLACE PENALTY GRANT REDUCTIONS.—Such 
term does not include any amount expended in 
order to comply with paragraph (12).’’. 

(d) TREATMENT OF FAMILIES OF CERTAIN 
ALIENS AS ELIGIBLE FAMILIES.—Section 
409(a)(7)(B)(i)(IV) (42 U.S.C. 
609(a)(7)(B)(i)(IV)), as so redesignated by sub-
section (c) of this section, is amended— 

(1) by striking ‘‘and families’’ and inserting 
‘‘families’’; and 

(2) by striking ‘‘Act or section 402’’ and insert-
ing ‘‘Act, and families of aliens lawfully present 
in the United States that would be eligible for 
such assistance but for the application of title 
IV’’. 

(e) ELIMINATION OF MEANINGLESS LAN-
GUAGE.—Section 409(a)(7)(B)(ii) (42 U.S.C. 

609(a)(7)(B)(ii)) is amended by striking ‘‘reduced 
(if appropriate) in accordance with subpara-
graph (C)(ii)’’. 

(f) CLARIFICATION OF SOURCE OF DATA TO BE 
USED IN DETERMINING HISTORIC STATE EXPENDI-
TURES.—Section 409(a)(7)(B) (42 U.S.C. 
609(a)(7)(B)) is amended by adding at the end 
the following: 

‘‘(v) SOURCE OF DATA.—In determining ex-
penditures by a State for fiscal years 1994 and 
1995, the Secretary shall use information which 
was reported by the State on ACF Form 231 or 
(in the case of expenditures under part F) ACF 
Form 331, available as of the dates specified in 
clauses (ii) and (iii) of section 403(a)(1)(D).’’. 

(g) CONFORMING TITLE IV–A PENALTIES TO 
TITLE IV–D PERFORMANCE-BASED STANDARDS.— 
Section 409(a)(8) (42 U.S.C. 609(a)(8)) is amend-
ed to read as follows: 

‘‘(8) NONCOMPLIANCE OF STATE CHILD SUPPORT 
ENFORCEMENT PROGRAM WITH REQUIREMENTS OF 
PART D.— 

‘‘(A) IN GENERAL.—If the Secretary finds, with 
respect to a State’s program under part D, in a 
fiscal year beginning on or after October 1, 
1997— 

‘‘(i)(I) on the basis of data submitted by a 
State pursuant to section 454(15)(B), or on the 
basis of the results of a review conducted under 
section 452(a)(4), that the State program failed 
to achieve the paternity establishment percent-
ages (as defined in section 452(g)(2)), or to meet 
other performance measures that may be estab-
lished by the Secretary; 

‘‘(II) on the basis of the results of an audit or 
audits conducted under section 452(a)(4)(C)(i) 
that the State data submitted pursuant to sec-
tion 454(15)(B) is incomplete or unreliable; or 

‘‘(III) on the basis of the results of an audit 
or audits conducted under section 452(a)(4)(C) 
that a State failed to substantially comply with 
1 or more of the requirements of part D; and 

‘‘(ii) that, with respect to the succeeding fiscal 
year— 

‘‘(I) the State failed to take sufficient correc-
tive action to achieve the appropriate perform-
ance levels or compliance as described in sub-
paragraph (A)(i); or 

‘‘(II) the data submitted by the State pursuant 
to section 454(15)(B) is incomplete or unreliable; 
the amounts otherwise payable to the State 
under this part for quarters following the end of 
such succeeding fiscal year, prior to quarters 
following the end of the first quarter throughout 
which the State program has achieved the pa-
ternity establishment percentages or other per-
formance measures as described in subpara-
graph (A)(i)(I), or is in substantial compliance 
with 1 or more of the requirements of part D as 
described in subparagraph (A)(i)(III), as appro-
priate, shall be reduced by the percentage speci-
fied in subparagraph (B). 

‘‘(B) AMOUNT OF REDUCTIONS.—The reduc-
tions required under subparagraph (A) shall 
be— 

‘‘(i) not less than 1 nor more than 2 percent; 
‘‘(ii) not less than 2 nor more than 3 percent, 

if the finding is the 2nd consecutive finding 
made pursuant to subparagraph (A); or 

‘‘(iii) not less than 3 nor more than 5 percent, 
if the finding is the 3rd or a subsequent con-
secutive such finding. 

‘‘(C) DISREGARD OF NONCOMPLIANCE WHICH IS 
OF A TECHNICAL NATURE.—For purposes of this 
section and section 452(a)(4), a State determined 
as a result of an audit— 

‘‘(i) to have failed to have substantially com-
plied with 1 or more of the requirements of part 
D shall be determined to have achieved substan-
tial compliance only if the Secretary determines 
that the extent of the noncompliance is of a 
technical nature which does not adversely affect 
the performance of the State’s program under 
part D; or 

‘‘(ii) to have submitted incomplete or unreli-
able data pursuant to section 454(15)(B) shall be 
determined to have submitted adequate data 
only if the Secretary determines that the extent 

of the incompleteness or unreliability of the 
data is of a technical nature which does not ad-
versely affect the determination of the level of 
the State’s paternity establishment percentages 
(as defined under section 452(g)(2)) or other per-
formance measures that may be established by 
the Secretary.’’. 

(h) CORRECTION OF REFERENCE TO 5-YEAR 
LIMIT ON ASSISTANCE.—Section 409(a)(9) (42 
U.S.C. 609(a)(9)) is amended by striking 
‘‘408(a)(1)(B)’’ and inserting ‘‘408(a)(7)’’. 

(i) CORRECTION OF ERRORS IN PENALTY FOR 
FAILURE TO MEET MAINTENANCE OF EFFORT RE-
QUIREMENT APPLICABLE TO THE CONTINGENCY 
FUND.—Section 409(a)(10) (42 U.S.C. 609(a)(10)) 
is amended— 

(1) by striking ‘‘the expenditures under the 
State program funded under this part for the 
fiscal year (excluding any amounts made avail-
able by the Federal Government)’’ and inserting 
‘‘the qualified State expenditures (as defined in 
paragraph (7)(B)(i) (other than the expenditures 
described in subclause (I)(bb) of that para-
graph)) under the State program funded under 
this part for the fiscal year’’; 

(2) by inserting ‘‘excluding any amount ex-
pended by the State for child care under sub-
section (g) or (i) of section 402 (as in effect dur-
ing fiscal year 1994) for fiscal year 1994,’’ after 
‘‘(as defined in paragraph (7)(B)(iii) of this sub-
section),’’; and 

(3) by inserting ‘‘that the State has not remit-
ted under section 403(b)(6)’’ before the period. 

(j) PENALTY FOR STATE FAILURE TO EXPEND 
ADDITIONAL STATE FUNDS TO REPLACE GRANT 
REDUCTIONS.—Section 409(a)(12) (42 U.S.C. 
609(a)(12)) is amended— 

(1) in the heading— 
(A) by striking ‘‘FAILURE’’ and inserting ‘‘RE-

QUIREMENT’’; and 
(B) by striking ‘‘REDUCTIONS’’ and inserting 

‘‘REDUCTIONS; PENALTY FOR FAILURE TO DO SO’’; 
and 

(2) by inserting ‘‘, and if the State fails to do 
so, the Secretary may reduce the grant payable 
to the State under section 403(a)(1) for the fiscal 
year that follows such succeeding fiscal year by 
an amount equal to not more than 2 percent of 
the State family assistance grant’’ before the pe-
riod. 

(k) ELIMINATION OF CERTAIN REASONABLE 
CAUSE EXCEPTIONS.—Section 409(b)(2) (42 U.S.C. 
609(b)(2)) is amended by striking ‘‘(7) or (8)’’ 
and inserting ‘‘(6), (7), (8), (10), or (12)’’. 

(l) CLARIFICATION OF WHAT IT MEANS TO 
CORRECT A VIOLATION.—Section 409(c) (42 
U.S.C. 609(c)) is amended— 

(1) in each of subparagraphs (A) and (B) of 
paragraph (1), by inserting ‘‘or discontinue, as 
appropriate,’’ after ‘‘correct’’; 

(2) in paragraph (2)— 
(A) in the heading, by inserting ‘‘OR DIS-

CONTINUING’’ after ‘‘CORRECTING’’; and 
(B) by inserting ‘‘or discontinues, as appro-

priate’’ after ‘‘corrects’’; and 
(3) in paragraph (3)— 
(A) in the heading, by inserting ‘‘OR DIS-

CONTINUE’’ after ‘‘CORRECT’’; and 
(B) by inserting ‘‘or discontinue, as appro-

priate,’’ before ‘‘the violation’’. 
(m) CERTAIN PENALTIES NOT AVOIDABLE 

THROUGH CORRECTIVE COMPLIANCE PLANS.— 
Section 409(c)(4) (42 U.S.C. 609(c)(4)) is amended 
to read as follows: 

‘‘(4) INAPPLICABILITY TO CERTAIN PENALTIES.— 
This subsection shall not apply to the imposition 
of a penalty against a State under paragraph 
(6), (7), (8), (10), or (12) of subsection (a).’’. 

(n) FAILURE TO SATISFY MINIMUM PARTICIPA-
TION RATES.—Section 409(a)(3) (42 U.S.C. 
609(a)(3)) is amended— 

(1) in subparagraph (A), by striking ‘‘not more 
than’’; and 

(2) in subparagraph (C), by inserting before 
the period the following: ‘‘or if the noncompli-
ance is due to extraordinary circumstances such 
as a natural disaster or regional recession. The 
Secretary shall provide a written report to Con-
gress to justify any waiver or penalty reduction 
due to such extraordinary circumstances’’. 
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SEC. 5908. DATA COLLECTION AND REPORTING. 

Section 411(a) (42 U.S.C. 611(a)) is amended— 
(1) in paragraph (1)— 
(A) in subparagraph (A)— 
(i) by striking clause (ii) and inserting the fol-

lowing: 
‘‘(ii) Whether a child receiving such assistance 

or an adult in the family is receiving— 
‘‘(I) Federal disability insurance benefits; 
‘‘(II) benefits based on Federal disability sta-

tus; 
‘‘(III) aid under a State plan approved under 

title XIV (as in effect without regard to the 
amendment made by section 301 of the Social Se-
curity Amendments of 1972)); 

‘‘(IV) aid or assistance under a State plan ap-
proved under title XVI (as in effect without re-
gard to such amendment) by reason of being 
permanently and totally disabled; or 

‘‘(V) supplemental security income benefits 
under title XVI (as in effect pursuant to such 
amendment) by reason of disability.’’; 

(ii) in clause (iv), by striking ‘‘youngest child 
in’’ and inserting ‘‘head of’’; 

(iii) in each of clauses (vii) and (viii), by strik-
ing ‘‘status’’ and inserting ‘‘level’’; and 

(iv) by adding at the end the following: 
‘‘(xvii) With respect to each individual in the 

family who has not attained 20 years of age, 
whether the individual is a parent of a child in 
the family.’’; and 

(B) in subparagraph (B)— 
(i) in the heading, by striking ‘‘ESTIMATES’’ 

and inserting ‘‘SAMPLES’’; and 
(ii) in clause (i), by striking ‘‘an estimate 

which is obtained’’ and inserting 
‘‘disaggregated case record information on a 
sample of families selected’’; and 

(2) by redesignating paragraph (6) as para-
graph (7) and inserting after paragraph (5) the 
following: 

‘‘(6) REPORT ON FAMILIES RECEIVING ASSIST-
ANCE.—The report required by paragraph (1) for 
a fiscal quarter shall include for each month in 
the quarter the number of families and individ-
uals receiving assistance under the State pro-
gram funded under this part (including the 
number of 2-parent and 1-parent families), and 
the total dollar value of such assistance received 
by all families.’’. 
SEC. 5909. DIRECT FUNDING AND ADMINISTRA-

TION BY INDIAN TRIBES. 
(a) PRORATING OF TRIBAL FAMILY ASSISTANCE 

GRANTS.—Section 412(a)(1)(A) (42 U.S.C. 
612(a)(1)(A)) is amended by inserting ‘‘which 
shall be reduced for a fiscal year, on a pro rata 
basis for each quarter, in the case of a tribal 
family assistance plan approved during a fiscal 
year for which the plan is to be in effect,’’ be-
fore ‘‘and shall’’. 

(b) TRIBAL OPTION TO OPERATE WORK ACTIVI-
TIES PROGRAM.—Section 412(a)(2)(A) (42 U.S.C. 
612(a)(2)(A)) is amended by striking ‘‘The Sec-
retary’’ and all that follows through ‘‘2002’’ and 
inserting ‘‘For each of fiscal years 1997, 1998, 
1999, 2000, 2001, and 2002, the Secretary shall 
pay to each eligible Indian tribe that proposes to 
operate a program described in subparagraph 
(C)’’. 

(c) DISCRETION OF TRIBES TO SELECT POPU-
LATION TO BE SERVED BY TRIBAL WORK ACTIVI-
TIES PROGRAM.—Section 412(a)(2)(C) (42 U.S.C. 
612(a)(2)(C)) is amended by striking ‘‘members of 
the Indian tribe’’ and inserting ‘‘such popu-
lation and such service area or areas as the 
tribe specifies’’. 

(d) REDUCTION OF APPROPRIATION FOR TRIBAL 
WORK ACTIVITIES PROGRAMS.—Section 
412(a)(2)(D) (42 U.S.C. 612(a)(2)(D)) is amended 
by striking ‘‘$7,638,474’’ and inserting 
‘‘$7,633,287’’. 

(e) AVAILABILITY OF CORRECTIVE COMPLIANCE 
PLANS TO INDIAN TRIBES.—Section 412(f)(1) (42 
U.S.C. 612(f)(1)) is amended by striking ‘‘and 
(b)’’ and inserting ‘‘(b), and (c)’’. 

(f) ELIGIBILITY OF TRIBES FOR FEDERAL LOANS 
FOR WELFARE PROGRAMS.—Section 412 (42 
U.S.C. 612) is amended by redesignating sub-

sections (f), (g), and (h) as subsections (g), (h), 
and (i), respectively, and by inserting after sub-
section (e) the following: 

‘‘(f) ELIGIBILITY FOR FEDERAL LOANS.—Sec-
tion 406 shall apply to an Indian tribe with an 
approved tribal assistance plan in the same 
manner as such section applies to a State, ex-
cept that section 406(c) shall be applied by sub-
stituting ‘section 412(a)’ for ‘section 403(a)’.’’. 
SEC. 5910. RESEARCH, EVALUATIONS, AND NA-

TIONAL STUDIES. 
(a) RESEARCH.— 
(1) METHODS.—Section 413(a) (42 U.S.C. 

613(a)) is amended by inserting ‘‘, directly or 
through grants, contracts, or interagency agree-
ments,’’ before ‘‘shall conduct’’. 

(2) CORRECTION OF CROSS REFERENCE.—Sec-
tion 413(a) (42 U.S.C. 613(a)) is amended by 
striking ‘‘409’’ and inserting ‘‘407’’. 

(b) CORRECTION OF ERRONEOUSLY INDENTED 
PARAGRAPH.—Section 413(e)(1) (42 U.S.C. 
613(e)(1)) is amended to read as follows: 

‘‘(1) IN GENERAL.—The Secretary shall annu-
ally rank States to which grants are made under 
section 403 based on the following ranking fac-
tors: 

‘‘(A) ABSOLUTE OUT-OF-WEDLOCK RATIOS.— 
The ratio represented by— 

‘‘(i) the total number of out-of-wedlock births 
in families receiving assistance under the State 
program under this part in the State for the 
most recent year for which information is avail-
able; over 

‘‘(ii) the total number of births in families re-
ceiving assistance under the State program 
under this part in the State for the year. 

‘‘(B) NET CHANGES IN THE OUT-OF-WEDLOCK 
RATIO.—The difference between the ratio de-
scribed in subparagraph (A) with respect to a 
State for the most recent year for which such in-
formation is available and the ratio with respect 
to the State for the immediately preceding 
year.’’. 

(c) FUNDING OF PRIOR AUTHORIZED DEM-
ONSTRATIONS.—Section 413(h)(1)(D) (42 U.S.C. 
613(h)(1)(D)) is amended by striking ‘‘September 
30, 1995’’ and inserting ‘‘August 22, 1996’’. 

(d) CHILD POVERTY REPORTS.— 
(1) DELAYED DUE DATE FOR INITIAL REPORT.— 

Section 413(i)(1) (42 U.S.C. 613(i)(1)) is amended 
by striking ‘‘90 days after the date of the enact-
ment of this part’’ and inserting ‘‘November 30, 
1997’’. 

(2) MODIFICATION OF FACTORS TO BE USED IN 
ESTABLISHING METHODOLOGY FOR USE IN DETER-
MINING CHILD POVERTY RATES.—Section 413(i)(5) 
(42 U.S.C. 613(i)(5)) is amended by striking ‘‘the 
county-by-county’’ and inserting ‘‘, to the ex-
tent available, county-by-county’’. 
SEC. 5911. REPORT ON DATA PROCESSING. 

Section 106(a)(1) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (Public Law 104–193; 110 Stat. 2164) is 
amended by striking ‘‘(whether in effect before 
or after October 1, 1995)’’. 
SEC. 5912. STUDY ON ALTERNATIVE OUTCOMES 

MEASURES. 
Section 107(a) of the Personal Responsibility 

and Work Opportunity Reconciliation Act of 
1996 (Public Law 104–193; 110 Stat. 2164) is 
amended by striking ‘‘409(a)(7)(C)’’ and insert-
ing ‘‘408(a)(7)(C)’’. 
SEC. 5913. LIMITATION ON PAYMENTS TO THE 

TERRITORIES. 
(a) CERTAIN PAYMENTS TO BE DISREGARDED IN 

DETERMINING LIMITATION.—Section 1108(a) (42 
U.S.C. 1308) is amended to read as follows: 

‘‘(a) LIMITATION ON TOTAL PAYMENTS TO 
EACH TERRITORY.— 

‘‘(1) IN GENERAL.—Notwithstanding any other 
provision of this Act (except for paragraph (2) of 
this subsection), the total amount certified by 
the Secretary of Health and Human Services 
under titles I, X, XIV, and XVI, under parts A 
and E of title IV, and under subsection (b) of 
this section, for payment to any territory for a 
fiscal year shall not exceed the ceiling amount 
for the territory for the fiscal year. 

‘‘(2) CERTAIN PAYMENTS DISREGARDED.—Para-
graph (1) of this subsection shall be applied 
without regard to any payment made under sec-
tion 403(a)(2), 403(a)(4), 406, or 413(f).’’. 

(b) CERTAIN CHILD CARE AND SOCIAL SERVICES 
EXPENDITURES BY TERRITORIES TREATED AS IV– 
A EXPENDITURES FOR PURPOSES OF MATCHING 
GRANT.—Section 1108(b)(1)(A) (42 U.S.C. 
1308(b)(1)(A)) is amended by inserting ‘‘, includ-
ing any amount paid to the State under part A 
of title IV that is transferred in accordance with 
section 404(d) and expended under the program 
to which transferred’’ before the semicolon. 

(c) ELIMINATION OF DUPLICATIVE MAINTE-
NANCE OF EFFORT REQUIREMENT.—Section 1108 
(42 U.S.C. 1308) is amended by striking sub-
section (e). 
SEC. 5914. CONFORMING AMENDMENTS TO THE 

SOCIAL SECURITY ACT. 
(a) AMENDMENTS TO PART D OF TITLE IV.— 
(1) CORRECTIONS TO DETERMINATION OF PA-

TERNITY ESTABLISHMENT PERCENTAGES.—Section 
452 (42 U.S.C. 652) is amended— 

(A) in subsection (d)(3)(A), by striking all that 
follows ‘‘for purposes of’’ and inserting ‘‘section 
409(a)(8), to achieve the paternity establishment 
percentages (as defined under section 452(g)(2)) 
and other performance measures that may be es-
tablished by the Secretary, and to submit data 
under section 454(15)(B) that is complete and re-
liable, and to substantially comply with the re-
quirements of this part; and’’; and 

(B) in subsection (g)(1), by striking ‘‘section 
403(h)’’ and inserting ‘‘section 409(a)(8)’’. 

(2) ELIMINATION OF OBSOLETE LANGUAGE.— 
Section 108(c)(8)(C) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (Public Law 104–193; 110 Stat. 2165) is 
amended by inserting ‘‘and all that follows 
through ‘the best interests of such child to do 
so’ ’’ before ‘‘and inserting’’. 

(3) INSERTION OF LANGUAGE INADVERTENTLY 
OMITTED.—Section 108(c)(13) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat. 
2166) is amended by inserting ‘‘and inserting 
‘pursuant to section 408(a)(3)’ ’’ before the pe-
riod. 

(4) ELIMINATION OF OBSOLETE CROSS REF-
ERENCE.—Section 464(a)(1) (42 U.S.C. 664(a)(1)) 
is amended by striking ‘‘section 402(a)(26)’’ and 
inserting ‘‘section 408(a)(3)’’. 

(b) AMENDMENTS TO PART E OF TITLE IV.— 
Each of the following is amended by striking 
‘‘June 1, 1995’’ each place such term appears 
and inserting ‘‘July 16, 1996’’: 

(1) Section 472(a) (42 U.S.C. 672(a)). 
(2) Section 472(h) (42 U.S.C. 672(h)). 
(3) Section 473(a)(2) (42 U.S.C. 673(a)(2)). 
(4) Section 473(b) (42 U.S.C. 673(b)). 

SEC. 5915. OTHER CONFORMING AMENDMENTS. 
(a) ELIMINATION OF AMENDMENTS INCLUDED 

INADVERTENTLY.—Section 110(l) of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat. 
2173) is amended— 

(1) by striking paragraphs (1), (4), (5), and (7); 
(2) by redesignating paragraphs (2), (3), (6), 

and (8) as paragraphs (1), (2), (3), and (4), re-
spectively; and 

(3) by adding ‘‘and’’ at the end of paragraph 
(3), as so redesignated. 

(b) CORRECTION OF CITATION.—Section 109(f) 
of the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (Public Law 
104–193; 110 Stat. 2177) is amended by striking 
‘‘93–186’’ and inserting ‘‘93–86’’. 

(c) CORRECTION OF INTERNAL CROSS REF-
ERENCE.—Section 103(a)(1) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat. 
2112) is amended by striking ‘‘603(b)(2)’’ and in-
serting ‘‘603(b)’’. 

(d) CORRECTION OF REFERENCES.—Section 416 
(42 U.S.C. 616) is amended by striking ‘‘amend-
ment made by section 2103 of the Personal Re-
sponsibility and Work Opportunity’’ and insert-
ing ‘‘amendments made by section 103 of the 
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Personal Responsibility and Work Opportunity 
Reconciliation’’. 
SEC. 5916. MODIFICATIONS TO THE JOB OPPOR-

TUNITIES FOR CERTAIN LOW-IN-
COME INDIVIDUALS PROGRAM. 

Section 112(5) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (Public Law 104–193; 110 Stat. 2177) is 
amended in each of subparagraphs (A) and (B) 
by inserting ‘‘under’’ after ‘‘funded’’. 
SEC. 5917. DENIAL OF ASSISTANCE AND BENE-

FITS FOR DRUG-RELATED CONVIC-
TIONS. 

(a) EXTENSION OF CERTAIN REQUIREMENTS CO-
ORDINATED WITH DELAYED EFFECTIVE DATE FOR 
SUCCESSOR PROVISIONS.—Section 115(d)(2) of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (Public Law 104–193; 
110 Stat. 2181) is amended by striking ‘‘convic-
tions’’ and inserting ‘‘a conviction if the convic-
tion is for conduct’’. 

(b) IMMEDIATE EFFECTIVENESS OF PROVISIONS 
RELATING TO RESEARCH, EVALUATIONS, AND NA-
TIONAL STUDIES.—Section 116(a) of such Act 
(Public Law 104–193; 110 Stat. 2181) is amended 
by adding at the end the following: 

‘‘(6) RESEARCH, EVALUATIONS, AND NATIONAL 
STUDIES.—Section 413 of the Social Security Act, 
as added by the amendment made by section 
103(a) of this Act, shall take effect on the date 
of the enactment of this Act.’’. 
SEC. 5918. TRANSITION RULE. 

Section 116 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 
(Public Law 104–193; 110 Stat. 2181) is amend-
ed— 

(1) in subsection (a)(2), by inserting ‘‘(but sub-
ject to subsection (b)(1)(A)(ii))’’ after ‘‘this sec-
tion’’; and 

(2) in subsection (b)(1)(A)(ii), by striking 
‘‘June 30, 1997’’ and inserting ‘‘the later of June 
30, 1997, or the day before the date described in 
subsection (a)(2)(B) of this section’’. 
SEC. 5919. PROTECTING VICTIMS OF FAMILY VIO-

LENCE. 
(a) FINDINGS.—Congress finds that— 
(1) the intent of Congress in amending part A 

of title IV of the Social Security Act (42 U.S.C. 
601 et seq.) in section 103(a) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat 
2112) was to allow States to take into account 
the effects of the epidemic of domestic violence 
in establishing their welfare programs, by giving 
States the flexibility to grant individual, tem-
porary waivers for good cause to victims of do-
mestic violence who meet the criteria set forth in 
section 402(a)(7)(B) of the Social Security Act 
(42 U.S.C. 602(a)(7)(B)); 

(2) the allowance of waivers under such sec-
tions was not intended to be limited by other, 
separate, and independent provisions of part A 
of title IV of the Social Security Act (42 U.S.C. 
601 et seq.); 

(3) under section 402(a)(7)(A)(iii) of such Act 
(42 U.S.C. 602(a)(7)(A)(iii)), requirements under 
the temporary assistance for needy families pro-
gram under part A of title IV of such Act may, 
for good cause, be waived for so long as nec-
essary; and 

(4) good cause waivers granted pursuant to 
section 402(a)(7)(A)(iii) of such Act (42 U.S.C. 
602(a)(7)(A)(iii)) are intended to be temporary 
and directed only at particular program require-
ments when needed on an individual case-by- 
case basis, and are intended to facilitate the 
ability of victims of domestic violence to move 
forward and meet program requirements when 
safe and feasible without interference by domes-
tic violence. 

(b) CLARIFICATION OF WAIVER PROVISIONS.— 
(1) IN GENERAL.—Section 402(a)(7) (42 U.S.C. 

602(a)(7)) is amended by adding at the end the 
following: 

‘‘(C) NO NUMERICAL LIMITS.—In implementing 
this paragraph, a State shall not be subject to 
any numerical limitation in the granting of good 
cause waivers under subparagraph (A)(iii). 

‘‘(D) WAIVERED INDIVIDUALS NOT INCLUDED 
FOR PURPOSES OF CERTAIN OTHER PROVISIONS OF 
THIS PART.—Any individual to whom a good 
cause waiver of compliance with this Act has 
been granted in accordance with subparagraph 
(A)(iii) shall not be included for purposes of de-
termining a State’s compliance with the partici-
pation rate requirements set forth in section 407, 
for purposes of applying the limitation described 
in section 408(a)(7)(C)(ii), or for purposes of de-
termining whether to impose a penalty under 
paragraph (3), (5), or (9) of section 409(a).’’. 

(2) EFFECTIVE DATE.—The amendment made 
by paragraph (1) takes effect as if it had been 
included in the enactment of section 103(a) of 
the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (Public Law 
104–193; 110 Stat. 2112). 

(c) FEDERAL PARENT LOCATOR SERVICE.— 
(1) IN GENERAL.—Section 453 (42 U.S.C. 653), 

as amended by section 5938, is further amend-
ed— 

(A) in subsection (b)(2)— 
(i) in the matter preceding subparagraph (A), 

by inserting ‘‘or that the health, safety, or lib-
erty or a parent or child would by unreasonably 
put at risk by the disclosure of such informa-
tion,’’ before ‘‘provided that’’; 

(ii) in subparagraph (A), by inserting ‘‘, that 
the health, safety, or liberty or a parent or child 
would by unreasonably put at risk by the disclo-
sure of such information,’’ before ‘‘and that in-
formation’’; and 

(iii) in subparagraph (B)(i), by striking ‘‘be 
harmful to the parent or the child’’ and insert-
ing ‘‘place the health, safety, or liberty of a par-
ent or child unreasonably at risk’’; and 

(B) in subsection (c)(2), by inserting ‘‘, or to 
serve as the initiating court in an action to seek 
and order,’’ before ‘‘against a noncustodial’’. 

(2) STATE PLAN.—Section 454(26) (42 U.S.C. 
654), as amended by section 5956, is further 
amended— 

(A) in subparagraph (C), by striking ‘‘result 
in physical or emotional harm to the party or 
the child’’ and inserting ‘‘place the health, safe-
ty, or liberty of a parent or child unreasonably 
at risk’’; 

(B) in subparagraph (D), by striking ‘‘of do-
mestic violence or child abuse against a party or 
the child and that the disclosure of such infor-
mation could be harmful to the party or the 
child’’ and inserting ‘‘that the health, safety, or 
liberty of a parent or child would be unreason-
ably put at risk by the disclosure of such infor-
mation’’; and 

(C) in subparagraph (E), by striking ‘‘of do-
mestic violence’’ and all that follows through 
the semicolon and inserting ‘‘that the health, 
safety, or liberty of a parent or child would be 
unreasonably put at risk by the disclosure of 
such information pursuant to section 453(b)(2), 
the court shall determine whether disclosure to 
any other person or persons of information re-
ceived from the Secretary could place the 
health, safety, or liberty or a parent or child 
unreasonably at risk (if the court determines 
that disclosure to any other person could be 
harmful, the court and its agents shall not make 
any such disclosure);’’. 

(3) EFFECTIVE DATE.—The amendments made 
by this subsection shall take effect 1 day after 
the effective date described in section 5961(a). 
SEC. 5920. EFFECTIVE DATES. 

(a) AMENDMENTS TO PART A OF TITLE IV OF 
THE SOCIAL SECURITY ACT.—The amendments 
made by this chapter to a provision of part A of 
title IV of the Social Security Act shall take ef-
fect as if the amendments had been included in 
section 103(a) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 at 
the time such section became law. 

(b) AMENDMENTS TO PARTS D AND E OF TITLE 
IV OF THE SOCIAL SECURITY ACT.—The amend-
ments made by section 5914 of this Act shall take 
effect as if the amendments had been included 
in section 108 of the Personal Responsibility and 

Work Opportunity Reconciliation Act of 1996 at 
the time such section 108 became law. 

(c) AMENDMENTS TO OTHER AMENDATORY 
PROVISIONS.—The amendments made by section 
5915(a) of this Act shall take effect as if the 
amendments had been included in section 110 of 
the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 at the time 
such section 110 became law. 

(d) AMENDMENTS TO FREESTANDING PROVI-
SIONS OF THE PERSONAL RESPONSIBILITY AND 
WORK OPPORTUNITY RECONCILIATION ACT OF 
1996.—The amendments made by this chapter to 
a provision of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 
that, as of July 1, 1997, will not have become 
part of another statute shall take effect as if the 
amendments had been included in the provision 
at the time the provision became law. 

CHAPTER 2—SUPPLEMENTAL SECURITY 
INCOME 

SEC. 5921. CONFORMING AND TECHNICAL AMEND-
MENTS RELATING TO ELIGIBILITY 
RESTRICTIONS. 

(a) DENIAL OF SSI BENEFITS FOR FUGITIVE 
FELONS AND PROBATION AND PAROLE VIOLA-
TORS.—Section 1611(e)(6) (42 U.S.C. 1382(e)(6)) is 
amended by inserting ‘‘and section 1106(c) of 
this Act’’ after ‘‘of 1986’’. 

(b) TREATMENT OF PRISONERS.—Section 
1611(e)(1)(I)(i)(II) (42 U.S.C. 1382(e)(1)(I)(i)(II)) 
is amended by striking ‘‘inmate of the institu-
tion’’ and all that follows through ‘‘this sub-
paragraph’’ and inserting ‘‘individual who re-
ceives in the month preceding the first month 
throughout which such individual is an inmate 
of the jail, prison, penal institution, or correc-
tional facility that furnishes information re-
specting such individual pursuant to subclause 
(I), or is confined in the institution (that so fur-
nishes such information) as described in section 
202(x)(1)(A)(ii), a benefit under this title for 
such preceding month, and who is determined 
by the Commissioner to be ineligible for benefits 
under this title by reason of confinement based 
on the information provided by such institu-
tion’’. 

(c) CORRECTION OF REFERENCE.—Section 
1611(e)(1)(I)(i)(I) (42 U.S.C. 1382(e)(1)(I)(i)(I)) is 
amended by striking ‘‘paragraph (1)’’ and in-
serting ‘‘this paragraph’’. 
SEC. 5922. CONFORMING AND TECHNICAL AMEND-

MENTS RELATING TO BENEFITS FOR 
DISABLED CHILDREN. 

(a) ELIGIBILITY REDETERMINATIONS FOR CUR-
RENT RECIPIENTS.—Section 211(d)(2)(A) of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (42 U.S.C. 1382c note) 
is amended by striking ‘‘1 year’’ and inserting 
‘‘18 months’’. 

(b) ELIGIBILITY REDETERMINATIONS AND CON-
TINUING DISABILITY REVIEWS.— 

(1) DISABILITY ELIGIBILITY REDETERMINATIONS 
REQUIRED FOR SSI RECIPIENTS WHO ATTAIN 18 
YEARS OF AGE.—Section 1614(a)(3)(H)(iii) (42 
U.S.C. 1382c(a)(3)(H)(iii)) is amended by striking 
subclauses (I) and (II) and all that follows and 
inserting the following: 

‘‘(I) by applying the criteria used in deter-
mining initial eligibility for individuals who are 
age 18 or older; and 

‘‘(II) either during the 1-year period begin-
ning on the individual’s 18th birthday or, in lieu 
of a continuing disability review, whenever the 
Commissioner determines that an individual’s 
case is subject to a redetermination under this 
clause. 
With respect to any redetermination under this 
clause, paragraph (4) shall not apply.’’. 

(2) CONTINUING DISABILITY REVIEW REQUIRED 
FOR LOW BIRTH WEIGHT BABIES.—Section 
1614(a)(3)(H)(iv) (42 U.S.C. 1382c(a)(3)(H)(iv)) is 
amended— 

(A) in subclause (I), by striking ‘‘Not’’ and in-
serting ‘‘Except as provided in subclause (VI), 
not’’; and 

(B) by adding at the end the following: 
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‘‘(VI) Subclause (I) shall not apply in the case 

of an individual described in that subclause 
who, at the time of the individual’s initial dis-
ability determination, the Commissioner deter-
mines has an impairment that is not expected to 
improve within 12 months after the birth of that 
individual, and who the Commissioner schedules 
for a continuing disability review at a date that 
is after the individual attains 1 year of age.’’. 

(c) ADDITIONAL ACCOUNTABILITY REQUIRE-
MENTS.—Section 1631(a)(2)(F) (42 U.S.C. 
1383(a)(2)(F)) is amended— 

(1) in clause (ii)(III)(bb), by striking ‘‘the 
total amount’’ and all that follows through 
‘‘1613(c)’’ and inserting ‘‘in any case in which 
the individual knowingly misapplies benefits 
from such an account, the Commissioner shall 
reduce future benefits payable to such indi-
vidual (or to such individual and his spouse) by 
an amount equal to the total amount of such 
benefits so misapplied’’; and 

(2) by striking clause (iii) and inserting the 
following: 

‘‘(iii) The representative payee may deposit 
into the account established under clause (i) 
any other funds representing past due benefits 
under this title to the eligible individual, pro-
vided that the amount of such past due benefits 
is equal to or exceeds the maximum monthly 
benefit payable under this title to an eligible in-
dividual (including State supplementary pay-
ments made by the Commissioner pursuant to an 
agreement under section 1616 or section 212(b) of 
Public Law 93–66).’’. 

(d) REDUCTION IN CASH BENEFITS PAYABLE TO 
INSTITUTIONALIZED INDIVIDUALS WHOSE MED-
ICAL COSTS ARE COVERED BY PRIVATE INSUR-
ANCE.—Section 1611(e) (42 U.S.C. 1382(e)) is 
amended— 

(1) in paragraph (1)(B)— 
(A) in the matter preceding clause (i), by 

striking ‘‘hospital, extended care facility, nurs-
ing home, or intermediate care facility’’ and in-
serting ‘‘medical treatment facility’’; 

(B) in clause (ii)— 
(i) in the matter preceding subclause (I), by 

striking ‘‘hospital, home or’’; and 
(ii) in subclause (I), by striking ‘‘hospital, 

home, or’’; 
(C) in clause (iii), by striking ‘‘hospital, home, 

or’’; and 
(D) in the matter following clause (iii), by 

striking ‘‘hospital, extended care facility, nurs-
ing home, or intermediate care facility which is 
a ‘medical institution or nursing facility’ within 
the meaning of section 1917(c)’’ and inserting 
‘‘medical treatment facility that provides serv-
ices described in section 1917(c)(1)(C)’’; 

(2) in paragraph (1)(E)— 
(A) in clause (i)(II), by striking ‘‘hospital, ex-

tended care facility, nursing home, or inter-
mediate care facility’’ and inserting ‘‘medical 
treatment facility’’; and 

(B) in clause (iii), by striking ‘‘hospital, ex-
tended care facility, nursing home, or inter-
mediate care facility’’ and inserting ‘‘medical 
treatment facility’’; 

(3) in paragraph (1)(G), in the matter pre-
ceding clause (i)— 

(A) by striking ‘‘or which is a hospital, ex-
tended care facility, nursing home, or inter-
mediate care’’ and inserting ‘‘or is in a medical 
treatment’’; and 

(B) by inserting ‘‘or, in the case of an indi-
vidual who is a child under the age of 18, under 
any health insurance policy issued by a private 
provider of such insurance’’ after ‘‘title XIX’’; 
and 

(4) in paragraph (3)— 
(A) by striking ‘‘same hospital, home, or facil-

ity’’ and inserting ‘‘same medical treatment fa-
cility’’; and 

(B) by striking ‘‘same such hospital, home, or 
facility’’ and inserting ‘‘same such facility’’. 

(e) CORRECTION OF U.S.C. CITATION.—Section 
211(c) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (Public 
Law 104–193; 110 Stat. 2189) is amended by strik-
ing ‘‘1382(a)(4)’’ and inserting ‘‘1382c(a)(4)’’. 

SEC. 5923. ADDITIONAL TECHNICAL AMEND-
MENTS TO TITLE XVI. 

Section 1615(d) (42 U.S.C. 1382d(d)) is amend-
ed— 

(1) in the first sentence, by inserting a comma 
after ‘‘subsection (a)(1)’’; and 

(2) in the last sentence, by striking ‘‘him’’ and 
inserting ‘‘the Commissioner’’. 
SEC. 5924. ADDITIONAL TECHNICAL AMEND-

MENTS RELATING TO TITLE XVI. 
Section 1110(a)(3) (42 U.S.C. 1310(a)(3)) is 

amended— 
(1) by inserting ‘‘(or the Commissioner, with 

respect to any jointly financed cooperative 
agreement or grant concerning title XVI)’’ after 
‘‘Secretary’’ the first place it appears; and 

(2) by inserting ‘‘(or the Commissioner, as ap-
plicable)’’ after ‘‘Secretary’’ the second place it 
appears. 
SEC. 5925. EFFECTIVE DATES. 

(a) IN GENERAL.—Except as provided in sub-
section (b), the amendments made by this part 
shall take effect as if included in the enactment 
of title II of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 
(Public Law 104–193; 110 Stat. 2185). 

(b) EXCEPTION.—The amendments made by 
section 5925 shall take effect as if included in 
the enactment of the Social Security Independ-
ence and Program Improvements Act of 1994 
(Public Law 103–296; 108 Stat. 1464). 

CHAPTER 3—CHILD SUPPORT 
SEC. 5935. STATE OBLIGATION TO PROVIDE 

CHILD SUPPORT ENFORCEMENT 
SERVICES. 

(a) INDIVIDUALS SUBJECT TO FEE FOR CHILD 
SUPPORT ENFORCEMENT SERVICES.—Section 
454(6)(B) (42 U.S.C. 654(6)(B)) is amended by 
striking ‘‘individuals not receiving assistance 
under any State program funded under part A, 
which’’ and inserting ‘‘an individual, other 
than an individual receiving assistance under a 
State program funded under part A or E, or 
under a State plan approved under title XIX, or 
who is required by the State to cooperate with 
the State agency administering the program 
under this part pursuant to subsection (l) or (m) 
of section 6 of the Food Stamp Act of 1977, 
and’’. 

(b) CORRECTION OF REFERENCE.—Section 
464(a)(2)(A) (42 U.S.C. 654(a)(2)(A)) is amended 
in the first sentence by striking ‘‘section 454(6)’’ 
and inserting ‘‘section 454(4)(A)(ii)’’. 
SEC. 5936. DISTRIBUTION OF COLLECTED SUP-

PORT. 
(a) CONTINUATION OF ASSIGNMENTS.—Section 

457(b) (42 U.S.C. 657(b)) is amended— 
(1) by striking ‘‘which were assigned’’ and in-

serting ‘‘assigned’’; and 
(2) by striking ‘‘and which were in effect’’ and 

all that follows and inserting ‘‘and in effect on 
September 30, 1997 (or such earlier date, on or 
after August 22, 1996, as the State may choose), 
shall remain assigned after such date.’’. 

(b) STATE OPTION FOR APPLICABILITY.— 
(1) IN GENERAL.—Section 457(a) (42 U.S.C. 

657(a)) is amended by adding at the end the fol-
lowing: 

‘‘(6) STATE OPTION FOR APPLICABILITY.—Not-
withstanding any other provision of this sub-
section, a State may elect to apply the rules de-
scribed in clauses (i)(II), (ii)(II), and (v) of 
paragraph (2)(B) to support arrearages collected 
on and after October 1, 1998, and, if the State 
makes such an election, shall apply the provi-
sions of this section, as in effect and applied on 
the day before the date of enactment of section 
302 of the Personal Responsibility and Work Op-
portunity Act of 1996 (Public Law 104–193, 110 
Stat. 2200), other than subsection (b)(1) (as so in 
effect), to amounts collected before October 1, 
1998.’’. 

(2) CONFORMING AMENDMENTS.—Section 
408(a)(3)(A) (42 U.S.C. 608(a)(3)(A)) is amend-
ed— 

(A) in clause (i), by inserting ‘‘(I)’’ after ‘‘(i)’’; 
(B) in clause (ii)— 

(i) by striking ‘‘(ii)’’ and inserting ‘‘(II)’’; and 
(ii) by striking the period and inserting ‘‘; or’’; 

and 
(C) by adding at the end, the following: 
‘‘(ii) if the State elects to distribute collections 

under section 457(a)(6), the date the family 
ceases to receive assistance under the program, 
if the assignment is executed on or after October 
1, 1998.’’. 

(c) DISTRIBUTION OF COLLECTIONS WITH RE-
SPECT TO FAMILIES RECEIVING ASSISTANCE.—Sec-
tion 457(a)(1) (42 U.S.C. 657(a)(1)) is amended by 
adding at the end the following flush language: 
‘‘In no event shall the total of the amounts paid 
to the Federal Government and retained by the 
State exceed the total of the amounts that have 
been paid to the family as assistance by the 
State.’’. 

(d) FAMILIES UNDER CERTAIN AGREEMENTS.— 
Section 457(a)(4) (42 U.S.C. 657(a)(4)) is amend-
ed to read as follows: 

‘‘(4) FAMILIES UNDER CERTAIN AGREEMENTS.— 
In the case of an amount collected for a family 
in accordance with a cooperative agreement 
under section 454(33), distribute the amount so 
collected pursuant to the terms of the agree-
ment.’’. 

(e) STUDY AND REPORT.—Section 457(a)(5) (42 
U.S.C. 657(a)(5)) is amended by striking ‘‘1998’’ 
and inserting ‘‘1999’’. 

(f) CORRECTIONS OF REFERENCES.—Section 
457(a)(2)(B) (42 U.S.C. 657(a)(2)(B)) is amend-
ed— 

(1) in clauses (i)(I) and (ii)(I)— 
(A) by striking ‘‘(other than subsection 

(b)(1))’’ each place it appears; and 
(B) by inserting ‘‘(other than subsection (b)(1) 

(as so in effect))’’ after ‘‘1996’’ each place it ap-
pears; and 

(2) in clause (ii)(II), by striking ‘‘paragraph 
(4)’’ and inserting ‘‘paragraph (5)’’. 

(g) CORRECTION OF TERRITORIAL MATCH.— 
Section 457(c)(3)(A) (42 U.S.C. 657(c)(3)(A)) is 
amended by striking ‘‘the Federal medical as-
sistance percentage (as defined in section 1118)’’ 
and inserting ‘‘75 percent’’. 

(h) DEFINITIONS.— 
(1) FEDERAL SHARE.—Section 457(c)(2) (42 

U.S.C. 657(c)(2)) is amended by striking ‘‘col-
lected’’ the second place it appears and insert-
ing ‘‘distributed’’. 

(2) FEDERAL MEDICAL ASSISTANCE PERCENT-
AGE.—Section 457(c)(3)(B) (42 U.S.C. 
657(c)(3)(B)) is amended by striking ‘‘as in effect 
on September 30, 1996’’ and inserting ‘‘as such 
section was in effect on September 30, 1995’’. 

(i) CONFORMING AMENDMENTS.— 
(1) Section 464(a)(2)(A) (42 U.S.C. 

664(a)(2)(A)) is amended, in the penultimate 
sentence, by inserting ‘‘in accordance with sec-
tion 457’’ after ‘‘owed’’. 

(2) Section 466(a)(3)(B) (42 U.S.C. 
666(a)(3)(B)) is amended by striking ‘‘457(b)(4) 
or (d)(3)’’ and inserting ‘‘457’’. 
SEC. 5937. CIVIL PENALTIES RELATING TO STATE 

DIRECTORY OF NEW HIRES. 
Section 453A (42 U.S.C. 653a) is amended— 
(1) in subsection (d)— 
(A) in the matter preceding paragraph (1), by 

striking ‘‘shall be less than’’ and inserting 
‘‘shall not exceed’’; and 

(B) in paragraph (1), by striking ‘‘$25’’ and 
inserting ‘‘$25 per failure to meet the require-
ments of this section with respect to a newly 
hired employee’’; and 

(2) in subsection (g)(2)(B), by striking ‘‘ex-
tracts’’ and all that follows through ‘‘Labor’’ 
and inserting ‘‘information’’. 
SEC. 5938. FEDERAL PARENT LOCATOR SERVICE. 

(a) IN GENERAL.—Section 453 (42 U.S.C. 653) is 
amended— 

(1) in subsection (a)— 
(A) by inserting ‘‘(1)’’ after ‘‘(a)’’; and 
(B) by striking ‘‘to obtain’’ and all that fol-

lows through the period and inserting ‘‘for the 
purposes specified in paragraphs (2) and (3). 

‘‘(2) For the purpose of establishing parent-
age, establishing, setting the amount of, modi-
fying, or enforcing child support obligations, the 
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Federal Parent Locator Service shall obtain and 
transmit to any authorized person specified in 
subsection (c)— 

‘‘(A) information on, or facilitating the dis-
covery of, the location of any individual— 

‘‘(i) who is under an obligation to pay child 
support; 

‘‘(ii) against whom such an obligation is 
sought; or 

‘‘(iii) to whom such an obligation is owed, 
including the individual’s social security num-
ber (or numbers), most recent address, and the 
name, address, and employer identification 
number of the individual’s employer; 

‘‘(B) information on the individual’s wages 
(or other income) from, and benefits of, employ-
ment (including rights to or enrollment in group 
health care coverage); and 

‘‘(C) information on the type, status, location, 
and amount of any assets of, or debts owed by 
or to, any such individual. 

‘‘(3) For the purpose of enforcing any Federal 
or State law with respect to the unlawful taking 
or restraint of a child, or making or enforcing a 
child custody or visitation determination, as de-
fined in section 463(d)(1), the Federal Parent 
Locator Service shall be used to obtain and 
transmit the information specified in section 
463(c) to the authorized persons specified in sec-
tion 463(d)(2).’’; 

(2) by striking subsection (b) and inserting the 
following: 

‘‘(b)(1) Upon request, filed in accordance with 
subsection (d), of any authorized person, as de-
fined in subsection (c) for the information de-
scribed in subsection (a)(2), or of any authorized 
person, as defined in section 463(d)(2) for the in-
formation described in section 463(c), the Sec-
retary shall, notwithstanding any other provi-
sion of law, provide through the Federal Parent 
Locator Service such information to such per-
son, if such information— 

‘‘(A) is contained in any files or records main-
tained by the Secretary or by the Department of 
Health and Human Services; or 

‘‘(B) is not contained in such files or records, 
but can be obtained by the Secretary, under the 
authority conferred by subsection (e), from any 
other department, agency, or instrumentality of 
the United States or of any State, 
and is not prohibited from disclosure under 
paragraph (2). 

‘‘(2) No information shall be disclosed to any 
person if the disclosure of such information 
would contravene the national policy or secu-
rity interests of the United States or the con-
fidentiality of census data. The Secretary shall 
give priority to requests made by any authorized 
person described in subsection (c)(1). No infor-
mation shall be disclosed to any person if the 
State has notified the Secretary that the State 
has reasonable evidence of domestic violence or 
child abuse and the disclosure of such informa-
tion could be harmful to the custodial parent or 
the child of such parent, provided that— 

‘‘(A) in response to a request from an author-
ized person (as defined in subsection (c) and 
section 463(d)(2)), the Secretary shall advise the 
authorized person that the Secretary has been 
notified that there is reasonable evidence of do-
mestic violence or child abuse and that informa-
tion can only be disclosed to a court or an agent 
of a court pursuant to subparagraph (B); and 

‘‘(B) information may be disclosed to a court 
or an agent of a court described in subsection 
(c)(2) or section 463(d)(2)(B), if— 

‘‘(i) upon receipt of information from the Sec-
retary, the court determines whether disclosure 
to any other person of that information could be 
harmful to the parent or the child; and 

‘‘(ii) if the court determines that disclosure of 
such information to any other person could be 
harmful, the court and its agents shall not make 
any such disclosure. 

‘‘(3) Information received or transmitted pur-
suant to this section shall be subject to the safe-
guard provisions contained in section 454(26).’’; 
and 

(3) in subsection (c)— 
(A) in paragraph (1), by striking ‘‘or to seek 

to enforce orders providing child custody or visi-
tation rights’’; and 

(B) in paragraph (2)— 
(i) by inserting ‘‘or to serve as the initiating 

court in an action to seek an order’’ after ‘‘issue 
an order’’; and 

(ii) by striking ‘‘or to issue an order against a 
resident parent for child custody or visitation 
rights’’. 

(b) USE OF THE FEDERAL PARENT LOCATOR 
SERVICE.—Section 463 (42 U.S.C. 663) is amend-
ed— 

(1) in subsection (a)— 
(A) in the matter preceding paragraph (1)— 
(i) by striking ‘‘any State which is able and 

willing to do so,’’ and inserting ‘‘every State’’; 
and 

(ii) by striking ‘‘such State’’ and inserting 
‘‘each State’’; and 

(B) in paragraph (2), by inserting ‘‘or visita-
tion’’ after ‘‘custody’’; 

(2) in subsection (b)(2), by inserting ‘‘or visita-
tion’’ after ‘‘custody’’; 

(3) in subsection (d)— 
(A) in paragraph (1), by inserting ‘‘or visita-

tion’’ after ‘‘custody’’; and 
(B) in subparagraphs (A) and (B) of para-

graph (2), by inserting ‘‘or visitation’’ after 
‘‘custody’’ each place it appears; 

(4) in subsection (f)(2), by inserting ‘‘or visita-
tion’’ after ‘‘custody’’; and 

(5) by striking ‘‘noncustodial’’ each place it 
appears. 
SEC. 5939. ACCESS TO REGISTRY DATA FOR RE-

SEARCH PURPOSES. 
(a) IN GENERAL.—Section 453(j)(5) (42 U.S.C. 

653(j)(5)) is amended by inserting ‘‘data in each 
component of the Federal Parent Locator Serv-
ice maintained under this section and to’’ before 
‘‘information’’. 

(b) CONFORMING AMENDMENTS.—Section 453 
(42 U.S.C. 653) is amended— 

(1) in subsection (j)(3)(B), by striking ‘‘reg-
istries’’ and inserting ‘‘components’’; and 

(2) in subsection (k)(2), by striking ‘‘sub-
section (j)(3)’’ and inserting ‘‘section 
453A(g)(2)’’. 
SEC. 5940. COLLECTION AND USE OF SOCIAL SE-

CURITY NUMBERS FOR USE IN 
CHILD SUPPORT ENFORCEMENT. 

Section 466(a)(13) (42 U.S.C. 666(a)(13)) is 
amended— 

(1) in subparagraph (A)— 
(A) by striking ‘‘commercial’’; and 
(B) by inserting ‘‘recreational license,’’ after 

‘‘occupational license,’’; and 
(2) in the matter following subparagraph (C), 

by inserting ‘‘to be used on the face of the docu-
ment while the social security number is kept on 
file at the agency’’ after ‘‘other than the social 
security number’’. 
SEC. 5941. ADOPTION OF UNIFORM STATE LAWS. 

Section 466(f) (42 U.S.C. 666(f)) is amended by 
striking ‘‘together’’ and all that follows and in-
serting ‘‘and as in effect on August 22, 1996, in-
cluding any amendments officially adopted as of 
such date by the National Conference of Com-
missioners on Uniform State Laws.’’. 
SEC. 5942. STATE LAWS PROVIDING EXPEDITED 

PROCEDURES. 
Section 466(c) (42 U.S.C. 666(c)) is amended— 
(1) in paragraph (1)— 
(A) in subparagraph (E), by inserting ‘‘, part 

E,’’ after ‘‘part A’’; and 
(B) in subparagraph (G), by inserting ‘‘any 

current support obligation and’’ after ‘‘to sat-
isfy’’; and 

(2) in paragraph (2)(A)— 
(A) in clause (i), by striking ‘‘the tribunal 

and’’; and 
(B) in clause (ii)— 
(i) by striking ‘‘tribunal may’’ and inserting 

‘‘court or administrative agency of competent 
jurisdiction shall’’; and 

(ii) by striking ‘‘filed with the tribunal’’ and 
inserting ‘‘filed with the State case registry’’. 

SEC. 5943. VOLUNTARY PATERNITY ACKNOWL-
EDGEMENT. 

Section 466(a)(5)(C)(i) (42 U.S.C. 
666(a)(5)(C)(i)) is amended by inserting ‘‘, or 
through the use of video or audio equipment,’’ 
after ‘‘orally’’. 
SEC. 5944. CALCULATION OF PATERNITY ESTAB-

LISHMENT PERCENTAGE. 
Section 452(g)(2) (42 U.S.C. 652(g)(2)) is 

amended, in the matter following subparagraph 
(C), by striking ‘‘subparagraph (A)’’ and insert-
ing ‘‘subparagraphs (A) and (B)’’. 
SEC. 5945. MEANS AVAILABLE FOR PROVISION OF 

TECHNICAL ASSISTANCE AND OPER-
ATION OF FEDERAL PARENT LOCA-
TOR SERVICE. 

(a) TECHNICAL ASSISTANCE.—Section 452(j) (42 
U.S.C. 652(j)), is amended, in the matter pre-
ceding paragraph (1), by striking ‘‘to cover costs 
incurred by the Secretary’’ and inserting 
‘‘which shall be available for use by the Sec-
retary, either directly or through grants, con-
tracts, or interagency agreements,’’. 

(b) OPERATION OF FEDERAL PARENT LOCATOR 
SERVICE.— 

(1) MEANS AVAILABLE.—Section 453(o) (42 
U.S.C. 653(o)) is amended— 

(A) in the heading, by striking ‘‘RECOVERY OF 
COSTS’’ and inserting ‘‘USE OF SET-ASIDE 
FUNDS’’; and 

(B) by striking ‘‘to cover costs incurred by the 
Secretary’’ and inserting ‘‘which shall be avail-
able for use by the Secretary, either directly or 
through grants, contracts, or interagency agree-
ments,’’. 

(2) AVAILABILITY OF FUNDS.—Section 453(o) 
(42 U.S.C. 653(o)) is amended by adding at the 
end the following: ‘‘Amounts appropriated 
under this subsection for each of fiscal years 
1997 through 2001 shall remain available until 
expended.’’. 
SEC. 5946. AUTHORITY TO COLLECT SUPPORT 

FROM FEDERAL EMPLOYEES. 
(a) RESPONSE TO NOTICE OR PROCESS.—Sec-

tion 459(c)(2)(C) (42 U.S.C. 659(c)(2)(C)) is 
amended by striking ‘‘respond to the order, 
process, or interrogatory’’ and inserting ‘‘with-
hold available sums in response to the order or 
process, or answer the interrogatory’’. 

(b) MONEYS SUBJECT TO PROCESS.—Section 
459(h)(1) (42 U.S.C. 659(h)(1)) is amended— 

(1) in the matter preceding subparagraph (A) 
and in subparagraph (A)(i), by striking ‘‘paid 
or’’ each place it appears; 

(2) in subparagraph (A)— 
(A) in clause (ii)(V), by striking ‘‘and’’ at the 

end; 
(B) in clause (iii)— 
(i) by inserting ‘‘or payable’’ after ‘‘paid’’; 

and 
(ii) by striking ‘‘but’’ and inserting ‘‘; and’’; 

and 
(C) by inserting after clause (iii), the fol-

lowing: 
‘‘(iv) benefits paid or payable under the Rail-

road Retirement System, but’’; and 
(3) in subparagraph (B)— 
(A) in clause (i), by striking ‘‘or’’ at the end; 
(B) in clause (ii), by striking the period and 

inserting ‘‘; or’’; and 
(C) by adding at the end the following: 
‘‘(iii) of periodic benefits under title 38, United 

States Code, except as provided in subparagraph 
(A)(ii)(V).’’. 

(c) CONFORMING AMENDMENT.—Section 
454(19)(B)(ii) (42 U.S.C. 654(19)(B)(ii)) is amend-
ed by striking ‘‘section 462(e)’’ and inserting 
‘‘section 459(i)(5)’’. 
SEC. 5947. DEFINITION OF SUPPORT ORDER. 

Section 453(p) (42 U.S.C. 653(p)), is amended 
by striking ‘‘a child and’’ and inserting ‘‘of’’. 
SEC. 5948. STATE LAW AUTHORIZING SUSPEN-

SION OF LICENSES. 
Section 466(a)(16) (42 U.S.C. 666(a)(16)) is 

amended by inserting ‘‘and sporting’’ after ‘‘rec-
reational’’. 
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SEC. 5949. INTERNATIONAL SUPPORT ENFORCE-

MENT. 
Section 454(32)(A) (42 U.S.C. 654(32)(A)) is 

amended by striking ‘‘section 459A(d)(2)’’ and 
inserting ‘‘section 459A(d)’’. 
SEC. 5950. CHILD SUPPORT ENFORCEMENT FOR 

INDIAN TRIBES. 
(a) COOPERATIVE AGREEMENTS BY INDIAN 

TRIBES AND STATES FOR CHILD SUPPORT EN-
FORCEMENT.—Section 454(33) (42 U.S.C. 654(33)) 
is amended— 

(1) by striking ‘‘and enforce support orders, 
and’’ and inserting ‘‘or enforce support orders, 
or’’; 

(2) by striking ‘‘guidelines established by such 
tribe or organization’’ and inserting ‘‘guidelines 
established or adopted by such tribe or organi-
zation’’; 

(3) by striking ‘‘funding collected’’ and insert-
ing ‘‘collections’’; and 

(4) by striking ‘‘such funding’’ and inserting 
‘‘such collections’’. 

(b) CORRECTION OF SUBSECTION DESIGNA-
TION.—Section 455 (42 U.S.C. 655), is amended 
by redesignating subsection (b), as added by sec-
tion 375(b) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 
(Public Law 104–193, 110 Stat. 2256), as sub-
section (f). 

(c) DIRECT GRANTS TO TRIBES.—Section 455(f) 
(42 U.S.C. 655(f)), as redesignated by subsection 
(b), is amended to read as follows: 

‘‘(f) The Secretary may make direct payments 
under this part to an Indian tribe or tribal orga-
nization that demonstrates to the satisfaction of 
the Secretary that it has the capacity to operate 
a child support enforcement program meeting 
the objectives of this part, including establish-
ment of paternity, establishment, modification, 
and enforcement of support orders, and location 
of absent parents. The Secretary shall promul-
gate regulations establishing the requirements 
which must be met by an Indian tribe or tribal 
organization to be eligible for a grant under this 
subsection.’’. 
SEC. 5951. CONTINUATION OF RULES FOR DIS-

TRIBUTION OF SUPPORT IN THE 
CASE OF A TITLE IV–E CHILD. 

Section 457 (42 U.S.C. 657) is amended— 
(1) in subsection (a), in the matter preceding 

paragraph (1), by striking ‘‘subsection (e)’’ and 
inserting ‘‘subsections (e) and (f)’’; and 

(2) by adding at the end, the following: 
‘‘(f) Notwithstanding the preceding provisions 

of this section, amounts collected by a State as 
child support for months in any period on be-
half of a child for whom a public agency is mak-
ing foster care maintenance payments under 
part E— 

‘‘(1) shall be retained by the State to the ex-
tent necessary to reimburse it for the foster care 
maintenance payments made with respect to the 
child during such period (with appropriate reim-
bursement of the Federal Government to the ex-
tent of its participation in the financing); 

‘‘(2) shall be paid to the public agency respon-
sible for supervising the placement of the child 
to the extent that the amounts collected exceed 
the foster care maintenance payments made 
with respect to the child during such period but 
not the amounts required by a court or adminis-
trative order to be paid as support on behalf of 
the child during such period; and the respon-
sible agency may use the payments in the man-
ner it determines will serve the best interests of 
the child, including setting such payments aside 
for the child’s future needs or making all or a 
part thereof available to the person responsible 
for meeting the child’s day-to-day needs; and 

‘‘(3) shall be retained by the State, if any por-
tion of the amounts collected remains after mak-
ing the payments required under paragraphs (1) 
and (2), to the extent that such portion is nec-
essary to reimburse the State (with appropriate 
reimbursement to the Federal Government to the 
extent of its participation in the financing) for 
any past foster care maintenance payments (or 
payments of assistance under the State program 

funded under part A) which were made with re-
spect to the child (and with respect to which 
past collections have not previously been re-
tained); 
and any balance shall be paid to the State agen-
cy responsible for supervising the placement of 
the child, for use by such agency in accordance 
with paragraph (2).’’. 
SEC. 5952. GOOD CAUSE IN FOSTER CARE AND 

FOOD STAMP CASES. 
(a) STATE PLAN.—Section 454(4)(A)(i) (42 

U.S.C. 654(4)(A)(i)) is amended— 
(1) by striking ‘‘or’’ before ‘‘(III)’’; and 
(2) by inserting ‘‘or (IV) cooperation is re-

quired pursuant to section 6(l)(1) of the Food 
Stamp Act of 1977 (7 U.S.C. 2015(l)(1)),’’ after 
‘‘title XIX,’’. 

(b) CONFORMING AMENDMENTS.—Section 
454(29) (42 U.S.C. 654(29)) is amended— 

(1) in subparagraph (A)— 
(A) in the matter preceding clause (i), by 

striking ‘‘part A of this title or the State pro-
gram under title XIX’’ and inserting ‘‘part A, 
the State program under part E, the State pro-
gram under title XIX, or the food stamp pro-
gram, as defined under section 3(h) of the Food 
Stamp Act of 1977 (7 U.S.C. 2012(h)),’’; and 

(B) by striking clauses (i) and (ii) and all that 
follows through the semicolon and inserting the 
following: 

‘‘(i) in the case of the State program funded 
under part A, the State program under part E, 
or the State program under title XIX shall, at 
the option of the State, be defined, taking into 
account the best interests of the child, and ap-
plied in each case, by the State agency admin-
istering such program; and 

‘‘(ii) in the case of the food stamp program, as 
defined under section 3(h) of the Food Stamp 
Act of 1977 (7 U.S.C. 2012(h)), shall be defined 
and applied in each case under that program in 
accordance with section 6(l)(2) of the Food 
Stamp Act of 1977 (7 U.S.C. 2015(l)(2));’’; 

(2) in subparagraph (D), by striking ‘‘or the 
State program under title XIX’’ and inserting 
‘‘the State program under part E, the State pro-
gram under title XIX, or the food stamp pro-
gram, as defined under section 3(h) of the Food 
Stamp Act of 1977 (7 U.S.C. 2012(h))’’; and 

(3) in subparagraph (E), by striking ‘‘indi-
vidual,’’ and all that follows through ‘‘XIX,’’ 
and inserting ‘‘individual and the State agency 
administering the State program funded under 
part A, the State agency administering the State 
program under part E, the State agency admin-
istering the State program under title XIX, or 
the State agency administering the food stamp 
program, as defined under section 3(h) of the 
Food Stamp Act of 1977 (7 U.S.C. 2012(h)),’’. 
SEC. 5953. DATE OF COLLECTION OF SUPPORT. 

Section 454B(c)(1) (42 U.S.C. 654B(c)(1)) is 
amended by adding at the end the following: 
‘‘The date of collection for amounts collected 
and distributed under this part is the date of re-
ceipt by the State disbursement unit, except that 
if current support is withheld by an employer in 
the month when due and is received by the State 
disbursement unit in a month other than the 
month when due, the date of withholding may 
be deemed to be the date of collection.’’. 
SEC. 5954. ADMINISTRATIVE ENFORCEMENT IN 

INTERSTATE CASES. 
(a) PROCEDURES.—Section 466(a)(14) (42 

U.S.C. 666(a)(14)) is amended to read as follows: 
‘‘(14) HIGH-VOLUME, AUTOMATED ADMINISTRA-

TIVE ENFORCEMENT IN INTERSTATE CASES.— 
‘‘(A) IN GENERAL.—Procedures under which— 
‘‘(i) the State shall use high-volume auto-

mated administrative enforcement, to the same 
extent as used for intrastate cases, in response 
to a request made by another State to enforce 
support orders, and shall promptly report the re-
sults of such enforcement procedure to the re-
questing State; 

‘‘(ii) the State may, by electronic or other 
means, transmit to another State a request for 
assistance in enforcing support orders through 

high-volume, automated administrative enforce-
ment, which request— 

‘‘(I) shall include such information as will en-
able the State to which the request is trans-
mitted to compare the information about the 
cases to the information in the data bases of the 
State; and 

‘‘(II) shall constitute a certification by the re-
questing State— 

‘‘(aa) of the amount of support under an 
order the payment of which is in arrears; and 

‘‘(bb) that the requesting State has complied 
with all procedural due process requirements 
applicable to each case; 

‘‘(iii) if the State provides assistance to an-
other State pursuant to this paragraph with re-
spect to a case, neither State shall consider the 
case to be transferred to the caseload of such 
other State; and 

‘‘(iv) the State shall maintain records of— 
‘‘(I) the number of such requests for assist-

ance received by the State; 
‘‘(II) the number of cases for which the State 

collected support in response to such a request; 
and 

‘‘(III) the amount of such collected support. 
‘‘(B) HIGH-VOLUME AUTOMATED ADMINISTRA-

TIVE ENFORCEMENT.—In this part, the term 
‘high-volume automated administrative enforce-
ment’ means the use of automatic data proc-
essing to search various State data bases, in-
cluding license records, employment service 
data, and State new hire registries, to determine 
whether information is available regarding a 
parent who owes a child support obligation.’’. 

(b) INCENTIVE PAYMENTS.—Section 458(d) (42 
U.S.C. 658(d)) is amended by inserting ‘‘, includ-
ing amounts collected under section 466(a)(14),’’ 
after ‘‘another State’’. 
SEC. 5955. WORK ORDERS FOR ARREARAGES. 

Section 466(a)(15) (42 U.S.C. 666(a)(15)) is 
amended to read as follows: 

‘‘(15) PROCEDURES TO ENSURE THAT PERSONS 
OWING OVERDUE SUPPORT WORK OR HAVE A PLAN 
FOR PAYMENT OF SUCH SUPPORT.—Procedures 
under which the State has the authority, in any 
case in which an individual owes overdue sup-
port with respect to a child receiving assistance 
under a State program funded under part A, to 
issue an order or to request that a court or an 
administrative process established pursuant to 
State law issue an order that requires the indi-
vidual to— 

‘‘(A) pay such support in accordance with a 
plan approved by the court, or, at the option of 
the State, a plan approved by the State agency 
administering the State program under this 
part; or 

‘‘(B) if the individual is subject to such a plan 
and is not incapacitated, participate in such 
work activities (as defined in section 407(d)) as 
the court, or, at the option of the State, the 
State agency administering the State program 
under this part, deems appropriate.’’. 
SEC. 5956. ADDITIONAL TECHNICAL STATE PLAN 

AMENDMENTS. 
Section 454 (42 U.S.C. 654) is amended— 
(1) in paragraph (8)— 
(A) in the matter preceding subparagraph 

(A)— 
(i) by striking ‘‘noncustodial’’; and 
(ii) by inserting ‘‘, for the purpose of estab-

lishing parentage, establishing, setting the 
amount of, modifying, or enforcing child sup-
port obligations, or making or enforcing a child 
custody or visitation determination, as defined 
in section 463(d)(1)’’ after ‘‘provide that’’; 

(B) in subparagraph (A), by striking the 
comma and inserting a semicolon; 

(C) in subparagraph (B), by striking the semi-
colon and inserting a comma; and 

(D) by inserting after subparagraph (B), the 
following flush language: 
‘‘and shall, subject to the privacy safeguards re-
quired under paragraph (26), disclose only the 
information described in sections 453 and 463 to 
the authorized persons specified in such sections 
for the purposes specified in such sections;’’; 
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(2) in paragraph (17)— 
(A) by striking ‘‘in the case of a State which 

has’’ and inserting ‘‘provide that the State will 
have’’; and 

(B) by inserting ‘‘and’’ after ‘‘section 453,’’; 
and 

(3) in paragraph (26)— 
(A) in the matter preceding subparagraph (A), 

by striking ‘‘will’’; 
(B) in subparagraph (A)— 
(i) by inserting ‘‘, modify,’’ after ‘‘establish’’, 

the second place it appears; and 
(ii) by inserting ‘‘, or to make or enforce a 

child custody determination’’ after ‘‘support’’; 
(C) in subparagraph (B)— 
(i) by inserting ‘‘or the child’’ after ‘‘1 party’’; 
(ii) by inserting ‘‘or the child’’ after ‘‘former 

party’’; and 
(iii) by striking ‘‘and’’ at the end; 
(D) in subparagraph (C)— 
(i) by inserting ‘‘or the child’’ after ‘‘1 party’’; 
(ii) by striking ‘‘another party’’ and inserting 

‘‘another person’’; 
(iii) by inserting ‘‘to that person’’ after ‘‘re-

lease of the information’’; and 
(iv) by striking ‘‘former party’’ and inserting 

‘‘party or the child’’; and 
(E) by adding at the end the following: 
‘‘(D) in cases in which the prohibitions under 

subparagraphs (B) and (C) apply, the require-
ment to notify the Secretary, for purposes of sec-
tion 453(b)(2), that the State has reasonable evi-
dence of domestic violence or child abuse 
against a party or the child and that the disclo-
sure of such information could be harmful to the 
party or the child; and 

‘‘(E) procedures providing that when the Sec-
retary discloses information about a parent or 
child to a State court or an agent of a State 
court described in section 453(c)(2) or 
463(d)(2)(B), and advises that court or agent 
that the Secretary has been notified that there 
is reasonable evidence of domestic violence or 
child abuse pursuant to section 453(b)(2), the 
court shall determine whether disclosure to any 
other person of information received from the 
Secretary could be harmful to the parent or 
child and, if the court determines that disclo-
sure to any other person could be harmful, the 
court and its agents shall not make any such 
disclosure;’’. 
SEC. 5957. FEDERAL CASE REGISTRY OF CHILD 

SUPPORT ORDERS. 
Section 453(h) (42 U.S.C. 653(h)) is amended— 
(1) in paragraph (1), by inserting ‘‘and order’’ 

after ‘‘with respect to each case’’; and 
(2) in paragraph (2)— 
(A) in the heading, by inserting ‘‘AND ORDER’’ 

after ‘‘CASE’’; 
(B) by inserting ‘‘or an order’’ after ‘‘with re-

spect to a case’’ and 
(C) by inserting ‘‘or order’’ after ‘‘and the 

State or States which have the case’’. 
SEC. 5958. FULL FAITH AND CREDIT FOR CHILD 

SUPPORT ORDERS. 
Section 1738B(f) of title 28, United States 

Code, is amended— 
(1) in paragraph (4), by striking ‘‘a court 

may’’ and all that follows and inserting ‘‘a 
court having jurisdiction over the parties shall 
issue a child support order, which must be rec-
ognized.’’; and 

(2) in paragraph (5), by inserting ‘‘under sub-
section (d)’’ after ‘‘jurisdiction’’. 
SEC. 5959. DEVELOPMENT COSTS OF AUTOMATED 

SYSTEMS. 
(a) DEFINITION OF STATE.—Section 

455(a)(3)(B) (42 U.S.C. 655(a)(3)(B)) is amend-
ed— 

(1) in clause (i)— 
(A) by inserting ‘‘or system described in clause 

(iii)’’ after ‘‘each State’’; and 
(B) by inserting ‘‘or system’’ after ‘‘the 

State’’; and 
(2) by adding at the end the following: 
‘‘(iii) For purposes of clause (i), a system de-

scribed in this clause is a system that has been 

approved by the Secretary to receive enhanced 
funding pursuant to the Family Support Act of 
1988 (Public Law 100–485; 102 Stat. 2343) for the 
purpose of developing a system that meets the 
requirements of sections 454(16) (as in effect on 
and after September 30, 1995) and 454A, includ-
ing systems that have received funding for such 
purpose pursuant to a waiver under section 
1115(a).’’. 

(b) TEMPORARY LIMITATION ON PAYMENTS.— 
Section 344(b)(2) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (42 U.S.C. 655 note) is amended— 

(1) in subparagraph (B)— 
(A) by inserting ‘‘or a system described in sub-

paragraph (C)’’ after ‘‘to a State’’; and 
(B) by inserting ‘‘or system’’ after ‘‘for the 

State’’; and 
(2) in subparagraph (C), by striking ‘‘Act,’’ 

and all that follows and inserting ‘‘Act, and 
among systems that have been approved by the 
Secretary to receive enhanced funding pursuant 
to the Family Support Act of 1988 (Public Law 
100–485; 102 Stat. 2343) for the purpose of devel-
oping a system that meets the requirements of 
sections 454(16) (as in effect on and after Sep-
tember 30, 1995) and 454A, including systems 
that have received funding for such purpose 
pursuant to a waiver under section 1115(a), 
which shall take into account— 

‘‘(i) the relative size of such State and system 
caseloads under part D of title IV of the Social 
Security Act; and 

‘‘(ii) the level of automation needed to meet 
the automated data processing requirements of 
such part.’’. 

SEC. 5960. ADDITIONAL TECHNICAL AMEND-
MENTS. 

(a) ELIMINATION OF SURPLUSAGE.—Section 
466(c)(1)(F) (42 U.S.C. 666(c)(1)(F)) is amended 
by striking ‘‘of section 466’’. 

(b) CORRECTION OF AMBIGUOUS AMEND-
MENT.—Section 344(a)(1)(F) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat. 
2234) is amended by inserting ‘‘the first place 
such term appears’’ before ‘‘and all that fol-
lows’’. 

(c) CORRECTION OF ERRONEOUSLY DRAFTED 
PROVISION.—Section 215 of the Department of 
Health and Human Services Appropriations Act, 
1997, (as contained in section 101(e) of the Om-
nibus Consolidated Appropriations Act, 1997) is 
amended to read as follows: 

‘‘SEC. 215. Sections 452(j) and 453(o) of the So-
cial Security Act (42 U.S.C. 652(j) and 653(o)), as 
amended by section 345 of the Personal Respon-
sibility and Work Opportunity Reconciliation 
Act of 1996 (Public Law 104–193; 110 Stat. 2237) 
are each amended by striking ‘section 457(a)’ 
and inserting ‘a plan approved under this part’. 
Amounts available under such sections 452(j) 
and 453(o) shall be calculated as though the 
amendments made by this section were effective 
October 1, 1995.’’. 

(d) ELIMINATION OF SURPLUSAGE.—Section 
456(a)(2)(B) (42 U.S.C. 656(a)(2)(B)) is amended 
by striking ‘‘, and’’ and inserting a period. 

(e) CORRECTION OF DATE.—Section 
466(a)(1)(B) (42 U.S.C. 666(a)(1)(B)) is amended 
by striking ‘‘October 1, 1996’’ and inserting 
‘‘January 1, 1994’’. 
SEC. 5961. EFFECTIVE DATE. 

(a) IN GENERAL.—Except as provided in sub-
section (b), the amendments made by this chap-
ter shall take effect as if included in the enact-
ment of title III of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (Public Law 104–193; 110 Stat. 2105). 

(b) EXCEPTION.—The amendments made by 
section 5936(b)(2) shall take effect as if the 
amendments had been included in the enact-
ment of section 103(a) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (Public Law 104–193; 110 Stat. 2112). 

CHAPTER 4—RESTRICTING WELFARE AND 
PUBLIC BENEFITS FOR ALIENS 

Subchapter A—Eligibility for Federal Benefits 
SEC. 5965. ALIEN ELIGIBILITY FOR FEDERAL BEN-

EFITS: LIMITED APPLICATION TO 
MEDICARE AND BENEFITS UNDER 
THE RAILROAD RETIREMENT ACT. 

(a) LIMITED APPLICATION TO MEDICARE.—Sec-
tion 401(b) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1611(b)) is amended by adding at the end 
the following: 

‘‘(3) Subsection (a) shall not apply to any 
benefit payable under title XVIII of the Social 
Security Act (relating to the medicare program) 
to an alien who is lawfully present in the 
United States as determined by the Attorney 
General and, with respect to benefits payable 
under part A of such title, who was authorized 
to be employed with respect to any wages attrib-
utable to employment which are counted for 
purposes of eligibility for such benefits.’’. 

(b) LIMITED APPLICATION TO BENEFITS UNDER 
THE RAILROAD RETIREMENT ACT.—Section 401(b) 
of the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (8 U.S.C. 
1611(b)) (as amended by subsection (a)) is 
amended by inserting at the end the following: 

‘‘(4) Subsection (a) shall not apply to any 
benefit payable under the Railroad Retirement 
Act of 1974 or the Railroad Unemployment In-
surance Act to an alien who is lawfully present 
in the United States as determined by the Attor-
ney General or to an alien residing outside the 
United States.’’. 
SEC. 5966. EXCEPTIONS TO BENEFIT LIMITA-

TIONS: CORRECTIONS TO REF-
ERENCE CONCERNING ALIENS 
WHOSE DEPORTATION IS WITHHELD. 

Sections 402(a)(2)(A)(i)(III), 
402(a)(2)(A)(ii)(III), 402(b)(2)(A)(iii), 
403(b)(1)(C), 412(b)(1)(C), and 431(b)(5) of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 
1612(a)(2)(A)(iii), 1612(b)(2)(A)(iii), 1613(b)(1)(C), 
1622(b)(1)(C), and 1641(b)(5)) are each amended 
by striking ‘‘section 243(h) of such Act’’ each 
place it appears and inserting ‘‘section 243(h) of 
such Act (as in effect immediately before the ef-
fective date of section 307 of division C of Public 
Law 104–208) or section 241(b)(3) of such Act (as 
amended by section 305(a) of division C of Pub-
lic Law 104–208)’’. 
SEC. 5967. VETERANS EXCEPTION: APPLICATION 

OF MINIMUM ACTIVE DUTY SERVICE 
REQUIREMENT; EXTENSION TO 
UNREMARRIED SURVIVING SPOUSE; 
EXPANDED DEFINITION OF VET-
ERAN. 

(a) APPLICATION OF MINIMUM ACTIVE DUTY 
SERVICE REQUIREMENT.—Sections 
402(a)(2)(C)(i), 402(b)(2)(C)(i), 403(b)(2)(A), and 
412(b)(3)(A) of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1612(a)(2)(C)(i), 1612(b)(2)(C)(i), 
1613(b)(2)(A), and 1622(b)(3)(A)) are each 
amended by inserting ‘‘and who fulfills the min-
imum active-duty service requirements of section 
5303A(d) of title 38, United States Code’’ after 
‘‘alienage’’. 

(b) EXCEPTION APPLICABLE TO UNREMARRIED 
SURVIVING SPOUSE.—Section 402(a)(2)(C)(iii), 
402(b)(2)(C)(iii), 403(b)(2)(C), and 412(b)(3)(C) of 
the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (8 U.S.C. 
1612(a)(2)(C)(iii), 1612(b)(2)(C)(iii), 1613(b)(2)(C), 
and 1622(b)(3)(C)) are each amended by insert-
ing before the period ‘‘or the unremarried sur-
viving spouse of an individual described in 
clause (i) or (ii) who is deceased if the marriage 
fulfills the requirements of section 1304 of title 
38, United States Code’’. 

(c) EXPANDED DEFINITION OF VETERAN.—Sec-
tions 402(a)(2)(C)(i), 402(b)(2)(C)(i), 403(b)(2)(A), 
and 412(b)(3)(A) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (8 U.S.C. 1612(a)(2)(C)(i), 1612(b)(2)(C)(i), 
1613(b)(2)(A), and 1622(b)(3)(A)) are each 
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amended by inserting ‘‘, 1101, or 1301, or as de-
scribed in section 107’’ after ‘‘section 101’’. 

SEC. 5968. CORRECTION OF REFERENCE CON-
CERNING CUBAN AND HAITIAN EN-
TRANTS. 

Section 403(d) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (8 U.S.C. 1613(d)) is amended— 

(1) by striking ‘‘section 501 of the Refugee’’ 
and insert ‘‘section 501(a) of the Refugee’’; and 

(2) by striking ‘‘section 501(e)(2)’’ and insert-
ing ‘‘section 501(e)’’. 

SEC. 5969. NOTIFICATION CONCERNING ALIENS 
NOT LAWFULLY PRESENT: CORREC-
TION OF TERMINOLOGY. 

Section 1631(e)(9) of the Social Security Act 
(42 U.S.C. 1383(e)(9)) and section 27 of the 
United States Housing Act of 1937, as added by 
section 404 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996, 
are each amended by striking ‘‘unlawfully in 
the United States’’ each place it appears and in-
serting ‘‘not lawfully present in the United 
States’’. 

SEC. 5970. FREELY ASSOCIATED STATES: CON-
TRACTS AND LICENSES. 

Sections 401(c)(2)(A) and 411(c)(2)(A) of the 
Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1611(c)(2)(A) 
and 1621(c)(2)(A)) are each amended by insert-
ing before the semicolon at the end ‘‘, or to a cit-
izen of a freely associated state, if section 141 of 
the applicable compact of free association ap-
proved in Public Law 99–239 or 99–658 (or a suc-
cessor provision) is in effect’’. 

SEC. 5971. CONGRESSIONAL STATEMENT RE-
GARDING BENEFITS FOR HMONG 
AND OTHER HIGHLAND LAO VET-
ERANS. 

(a) FINDINGS.—The Congress makes the fol-
lowing findings: 

(1) Hmong and other Highland Lao tribal peo-
ples were recruited, armed, trained, and funded 
for military operations by the United States De-
partment of Defense, Central Intelligence Agen-
cy, Department of State, and Agency for Inter-
national Development to further United States 
national security interests during the Vietnam 
conflict. 

(2) Hmong and other Highland Lao tribal 
forces sacrificed their own lives and saved the 
lives of American military personnel by rescuing 
downed American pilots and aircrews and by 
engaging and successfully fighting North Viet-
namese troops. 

(3) Thousands of Hmong and other Highland 
Lao veterans who fought in special guerilla 
units on behalf of the United States during the 
Vietnam conflict, along with their families, have 
been lawfully admitted to the United States in 
recent years. 

(4) The Personal Responsibility and Work Op-
portunity Reconciliation Act of 1996 (Public 
Law 104–193), the new national welfare reform 
law, restricts certain welfare benefits for non-
citizens of the United States and the exceptions 
for noncitizen veterans of the Armed Forces of 
the United States do not extend to Hmong vet-
erans of the Vietnam conflict era, making 
Hmong veterans and their families receiving cer-
tain welfare benefits subject to restrictions de-
spite their military service on behalf of the 
United States. 

(b) CONGRESSIONAL STATEMENT.—It is the 
sense of the Congress that Hmong and other 
Highland Lao veterans who fought on behalf of 
the Armed Forces of the United States during 
the Vietnam conflict and have lawfully been ad-
mitted to the United States for permanent resi-
dence should be considered veterans for pur-
poses of continuing certain welfare benefits con-
sistent with the exceptions provided other non-
citizen veterans under the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996. 

Subchapter B—General Provisions 
SEC. 5972. DETERMINATION OF TREATMENT OF 

BATTERED ALIENS AS QUALIFIED 
ALIENS; INCLUSION OF ALIEN CHILD 
OF BATTERED PARENT AS QUALI-
FIED ALIEN. 

(a) DETERMINATION OF STATUS BY AGENCY 
PROVIDING BENEFITS.—Section 431 of the Per-
sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1641) is 
amended in subsections (c)(1)(A) and (c)(2)(A) 
by striking ‘‘Attorney General, which opinion is 
not subject to review by any court)’’ each place 
it appears and inserting ‘‘agency providing such 
benefits)’’. 

(b) GUIDANCE ISSUED BY ATTORNEY GEN-
ERAL.—Section 431(c) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1641(c)) is amended by adding 
at the end the following new undesignated 
paragraph: 

‘‘After consultation with the Secretaries of 
Health and Human Services, Agriculture, and 
Housing and Urban Development, the Commis-
sioner of Social Security, and with the heads of 
such Federal agencies administering benefits as 
the Attorney General considers appropriate, the 
Attorney General shall issue guidance (in the 
Attorney General’s sole and unreviewable dis-
cretion) for purposes of this subsection and sec-
tion 421(f), concerning the meaning of the terms 
‘battery’ and ‘extreme cruelty’, and the stand-
ards and methods to be used for determining 
whether a substantial connection exists between 
battery or cruelty suffered and an individual’s 
need for benefits under a specific Federal, State, 
or local program.’’. 

(c) INCLUSION OF ALIEN CHILD OF BATTERED 
PARENT AS QUALIFIED ALIEN.—Section 431(c) of 
the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (8 U.S.C. 
1641(c)) is amended— 

(1) at the end of paragraph (1)(B)(iv) by strik-
ing ‘‘or’’; 

(2) at the end of paragraph (2)(B) by striking 
the period and inserting ‘‘; or’’; and 

(3) by inserting after paragraph (2)(B) and be-
fore the last sentence of such subsection the fol-
lowing new paragraph: 

‘‘(3) an alien child who— 
‘‘(A) resides in the same household as a par-

ent who has been battered or subjected to ex-
treme cruelty in the United States by that par-
ent’s spouse or by a member of the spouse’s fam-
ily residing in the same household as the parent 
and the spouse consented or acquiesced to such 
battery or cruelty, but only if (in the opinion of 
the agency providing such benefits) there is a 
substantial connection between such battery or 
cruelty and the need for the benefits to be pro-
vided; and 

‘‘(B) who meets the requirement of subpara-
graph (B) of paragraph (1).’’. 

(d) INCLUSION OF ALIEN CHILD OF BATTERED 
PARENT UNDER SPECIAL RULE FOR ATTRIBUTION 
OF INCOME.—Section 421(f)(1)(A) of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1631(f)(1)(A)) is 
amended— 

(1) at the end of clause (i) by striking ‘‘or’’; 
and 

(2) by striking ‘‘and the battery or cruelty de-
scribed in clause (i) or (ii)’’ and inserting ‘‘or 
(iii) the alien is a child whose parent (who re-
sides in the same household as the alien child) 
has been battered or subjected to extreme cruelty 
in the United States by that parent’s spouse, or 
by a member of the spouse’s family residing in 
the same household as the parent and the 
spouse consented to, or acquiesced in, such bat-
tery or cruelty, and the battery or cruelty de-
scribed in clause (i), (ii), or (iii)’’. 
SEC. 5973. VERIFICATION OF ELIGIBILITY FOR 

BENEFITS. 
(a) REGULATIONS AND GUIDANCE.—Section 

432(a) of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (8 U.S.C. 
1642(a)) is amended— 

(1) by inserting at the end of paragraph (1) 
the following: ‘‘Not later than 90 days after the 
date of the enactment of the Welfare Reform 
Technical Corrections Act of 1997, the Attorney 
General of the United States, after consultation 
with the Secretary of Health and Human Serv-
ices, shall issue interim verification guidance.’’; 
and 

(2) by adding after paragraph (2) the fol-
lowing new paragraph: 

‘‘(3) Not later than 90 days after the date of 
the enactment of the Welfare Reform Technical 
Corrections Act of 1997, the Attorney General 
shall promulgate regulations which set forth the 
procedures by which a State or local government 
can verify whether an alien applying for a State 
or local public benefit is a qualified alien, a 
nonimmigrant under the Immigration and Na-
tionality Act, or an alien paroled into the 
United States under section 212(d)(5) of the Im-
migration and Nationality Act for less than 1 
year, for purposes of determining whether the 
alien is ineligible for benefits under section 411 
of this Act.’’. 

(b) DISCLOSURE OF INFORMATION FOR 
VERIFICATION.—Section 384(b) of the Illegal Im-
migration Reform and Immigrant Responsibility 
Act of 1996 (division C of Public Law 104–208) is 
amended by adding after paragraph (4) the fol-
lowing new paragraph: 

‘‘(5) The Attorney General is authorized to 
disclose information, to Federal, State, and local 
public and private agencies providing benefits, 
to be used solely in making determinations of 
eligibility for benefits pursuant to section 431(c) 
of the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996.’’. 
SEC. 5974. QUALIFYING QUARTERS: DISCLOSURE 

OF QUARTERS OF COVERAGE INFOR-
MATION; CORRECTION TO ASSURE 
THAT CREDITING APPLIES TO ALL 
QUARTERS EARNED BY PARENTS BE-
FORE CHILD IS 18. 

(a) DISCLOSURE OF QUARTERS OF COVERAGE 
INFORMATION.—Section 435 of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1645) is amended by 
adding at the end the following: ‘‘Notwith-
standing section 6103 of the Internal Revenue 
Code of 1986, the Commissioner of Social Secu-
rity is authorized to disclose quarters of cov-
erage information concerning an alien and an 
alien’s spouse or parents to a government agen-
cy for the purposes of this title.’’. 

(b) CORRECTION TO ASSURE THAT CREDITING 
APPLIES TO ALL QUARTERS EARNED BY PARENTS 
BEFORE CHILD IS 18.—Section 435(1) of the Per-
sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (8 U.S.C. 1645(1)) is 
amended by striking ‘‘while the alien was under 
age 18,’’ and inserting ‘‘before the date on 
which the alien attains age 18,’’. 
SEC. 5975. STATUTORY CONSTRUCTION: BENEFIT 

ELIGIBILITY LIMITATIONS APPLICA-
BLE ONLY WITH RESPECT TO ALIENS 
PRESENT IN THE UNITED STATES. 

Section 433 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (8 
U.S.C. 1643) is amended— 

(1) by redesignated subsections (b) and (c) as 
subsections (c) and (d); and 

(2) by adding after subsection (a) the fol-
lowing new subsection: 

‘‘(b) BENEFIT ELIGIBILITY LIMITATIONS APPLI-
CABLE ONLY WITH RESPECT TO ALIENS PRESENT 
IN THE UNITED STATES.—Notwithstanding any 
other provision of this title, the limitations on 
eligibility for benefits under this title shall not 
apply to eligibility for benefits of aliens who are 
not residing, or present, in the United States 
with respect to— 

‘‘(1) wages, pensions, annuities, and other 
earned payments to which an alien is entitled 
resulting from employment by, or on behalf of, 
a Federal, State, or local government agency 
which was not prohibited during the period of 
such employment or service under section 274A 
or other applicable provision of the Immigration 
and Nationality Act; or 
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‘‘(2) benefits under laws administered by the 

Secretary of Veterans Affairs.’’. 
Subchapter C—Miscellaneous Clerical and 

Technical Amendments; Effective Date 
SEC. 5976. CORRECTING MISCELLANEOUS CLER-

ICAL AND TECHNICAL ERRORS. 
(a) INFORMATION REPORTING UNDER TITLE IV 

OF THE SOCIAL SECURITY ACT.—Effective July 1, 
1997, section 408 of the Social Security Act (42 
U.S.C. 608), as amended by section 5903, and as 
in effect pursuant to section 116 of the Personal 
Responsibility and Work Opportunity Reconcili-
ation Act of 1996, and as amended by section 
5906(e) of this Act, is amended by adding at the 
end the following new subsection: 

‘‘(f) STATE REQUIRED TO PROVIDE CERTAIN IN-
FORMATION.—Each State to which a grant is 
made under section 403 shall, at least 4 times 
annually and upon request of the Immigration 
and Naturalization Service, furnish the Immi-
gration and Naturalization Service with the 
name and address of, and other identifying in-
formation on, any individual who the State 
knows is not lawfully present in the United 
States.’’. 

(b) MISCELLANEOUS CLERICAL AND TECHNICAL 
CORRECTIONS.— 

(1) Section 411(c)(3) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1621(c)(3)) is amended by strik-
ing ‘‘4001(c)’’ and inserting ‘‘401(c)’’. 

(2) Section 422(a) of the Personal Responsi-
bility and Work Opportunity Reconciliation Act 
of 1996 (8 U.S.C. 1632(a)) is amended by striking 
‘‘benefits (as defined in section 412(c)),’’ and in-
serting ‘‘benefits,’’. 

(3) Section 412(b)(1)(C) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1622(b)(1)(C)) is 
amended by striking ‘‘with-holding’’ and insert-
ing ‘‘withholding’’. 

(4) The subtitle heading for subtitle D of title 
IV of the Personal Responsibility and Work Op-
portunity Reconciliation Act of 1996 is amended 
to read as follows: 

‘‘Subtitle D—General Provisions’’. 
(5) The subtitle heading for subtitle F of title 

IV of the Personal Responsibility and Work Op-
portunity Reconciliation Act of 1996 is amended 
to read as follows: 
‘‘Subtitle F—Earned Income Credit Denied to 

Unauthorized Employees’’. 
(6) Section 431(c)(2)(B) of the Personal Re-

sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1641(c)(2)(B)) is 
amended by striking ‘‘clause (ii) of subpara-
graph (A)’’ and inserting ‘‘subparagraph (B) of 
paragraph (1)’’. 

(7) Section 431(c)(1)(B) of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (8 U.S.C. 1641(c)(1)(B)) is 
amended— 

(A) in clause (iii) by striking ‘‘, or’’ and in-
serting ‘‘(as in effect prior to April 1, 1997),’’; 
and 

(B) by adding after clause (iv) the following 
new clause: 

‘‘(v) cancellation of removal pursuant to sec-
tion 240A(b)(2) of such Act;’’. 
SEC. 5977. EFFECTIVE DATE. 

Except as otherwise provided, the amendments 
made by this chapter shall be effective as if in-
cluded in the enactment of title IV of the Per-
sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996. 

CHAPTER 5—CHILD PROTECTION 
SEC. 5981. CONFORMING AND TECHNICAL AMEND-

MENTS RELATING TO CHILD PRO-
TECTION. 

(a) METHODS PERMITTED FOR CONDUCT OF 
STUDY OF CHILD WELFARE.—Section 429A(a) (42 
U.S.C. 628b(a)) is amended by inserting ‘‘(di-
rectly, or by grant, contract, or interagency 
agreement)’’ after ‘‘conduct’’. 

(b) REDESIGNATION OF PARAGRAPH.—Section 
471(a) (42 U.S.C. 671(a)) is amended— 

(1) by striking ‘‘and’’ at the end of paragraph 
(17); 

(2) by striking the period at the end of para-
graph (18) (as added by section 1808(a) of the 
Small Business Job Protection Act of 1996 (Pub-
lic Law 104–188; 110 Stat. 1903)) and inserting ‘‘; 
and’’; and 

(3) by redesignating paragraph (18) (as added 
by section 505(3) of the Personal Responsibility 
and Work Opportunity Reconciliation Act of 
1996 (Public Law 104–193; 110 Stat. 2278)) as 
paragraph (19). 
SEC. 5982. ADDITIONAL TECHNICAL AMEND-

MENTS RELATING TO CHILD PRO-
TECTION. 

(a) PART B AMENDMENTS.— 
(1) IN GENERAL.—Part B of title IV (42 U.S.C. 

620–635) is amended— 
(A) in section 422(b)— 
(i) by striking the period at the end of the 

paragraph (9) (as added by section 554(3) of the 
Improving America’s Schools Act of 1994 (Public 
Law 103–382; 108 Stat. 4057)) and inserting a 
semicolon; 

(ii) by redesignating paragraph (10) as para-
graph (11); and 

(iii) by redesignating paragraph (9), as added 
by section 202(a)(3) of the Social Security Act 
Amendments of 1994 (Public Law 103–432, 108 
Stat. 4453), as paragraph (10); 

(B) in sections 424(b) and 425(a), by striking 
‘‘422(b)(9)’’ each place it appears and inserting 
‘‘422(b)(10)’’; and 

(C) by transferring section 429A (as added by 
section 503 of the Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 
(Public Law 104–193; 110 Stat. 2277)) to the end 
of subpart 1. 

(2) CLARIFICATION OF CONFLICTING AMEND-
MENTS.—Section 204(a)(2) of the Social Security 
Act Amendments of 1994 (Public Law 103–432; 
108 Stat. 4456) is amended by inserting ‘‘(as 
added by such section 202(a))’’ before ‘‘and in-
serting’’. 

(b) PART E AMENDMENTS.—Section 472(d) (42 
U.S.C. 672(d)) is amended by striking 
‘‘422(b)(9)’’ and inserting ‘‘422(b)(10)’’. 
SEC. 5983. EFFECTIVE DATE. 

The amendments made by this chapter shall 
take effect as if included in the enactment of 
title V of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 (Public 
Law 104–193; 110 Stat. 2277). 

CHAPTER 6—CHILD CARE 
SEC. 5985. CONFORMING AND TECHNICAL AMEND-

MENTS RELATING TO CHILD CARE. 
(a) FUNDING.—Section 418(a) (42 U.S.C. 

618(a)) is amended— 
(1) in paragraph (1)— 
(A) in the matter preceding subparagraph (A), 

by inserting ‘‘the greater of’’ after ‘‘equal to’’; 
(B) in subparagraph (A)— 
(i) by striking ‘‘the sum of’’; 
(ii) by striking ‘‘amounts expended’’ and in-

serting ‘‘expenditures’’; and 
(iii) by striking ‘‘section—’’ and all that fol-

lows and inserting ‘‘subsections (g) and (i) of 
section 402 (as in effect before October 1, 1995); 
or’’; 

(C) in subparagraph (B)— 
(i) by striking ‘‘sections’’ and inserting ‘‘sub-

sections’’; and 
(ii) by striking the semicolon at the end and 

inserting a period; and 
(D) in the matter following subparagraph (B), 

by striking ‘‘whichever is greater.’’; and 
(2) in paragraph (2)— 
(A) by striking subparagraph (B) and insert-

ing the following: 
‘‘(B) ALLOTMENTS TO STATES.—The total 

amount available for payments to States under 
this paragraph, as determined under subpara-
graph (A), shall be allotted among the States 
based on the formula used for determining the 
amount of Federal payments to each State 
under section 403(n) (as in effect before October 
1, 1995).’’; 

(B) by striking subparagraph (C) and insert-
ing the following: 

‘‘(C) FEDERAL MATCHING OF STATE EXPENDI-
TURES EXCEEDING HISTORICAL EXPENDITURES.— 
The Secretary shall pay to each eligible State 
for a fiscal year an amount equal to the lesser 
of the State’s allotment under subparagraph (B) 
or the Federal medical assistance percentage for 
the State for the fiscal year (as defined in sec-
tion 1905(b), as such section was in effect on 
September 30, 1995) of so much of the State’s ex-
penditures for child care in that fiscal year as 
exceed the total amount of expenditures by the 
State (including expenditures from amounts 
made available from Federal funds) in fiscal 
year 1994 or 1995 (whichever is greater) for the 
programs described in paragraph (1)(A).’’; and 

(C) in subparagraph (D)(i)— 
(i) by striking ‘‘amounts under any grant 

awarded’’ and inserting ‘‘any amounts allot-
ted’’; and 

(ii) by striking ‘‘the grant is made’’ and in-
serting ‘‘such amounts are allotted’’. 

(b) DATA USED TO DETERMINE HISTORIC 
STATE EXPENDITURES.—Section 418(a) (42 U.S.C. 
618(a)), is amended by adding at the end the fol-
lowing: 

‘‘(5) DATA USED TO DETERMINE STATE AND FED-
ERAL SHARES OF EXPENDITURES.—In making the 
determinations concerning expenditures re-
quired under paragraphs (1) and (2)(C), the Sec-
retary shall use information that was reported 
by the State on ACF Form 231 and available as 
of the applicable dates specified in clauses (i)(I), 
(ii), and (iii)(III) of section 403(a)(1)(D).’’. 

(c) DEFINITION OF STATE.—Section 418(d) (42 
U.S.C. 618(d)) is amended by striking ‘‘or’’ and 
inserting ‘‘and’’. 
SEC. 5986. ADDITIONAL CONFORMING AND TECH-

NICAL AMENDMENTS. 
The Child Care and Development Block Grant 

Act of 1990 (42 U.S.C. 9858 et seq.) is amended— 
(1) in section 658E(c)(2)(E)(ii), by striking 

‘‘tribal organization’’ and inserting ‘‘tribal or-
ganizations’’; 

(2) in section 658K(a)— 
(A) in paragraph (1)— 
(i) in subparagraph (B)— 
(I) by striking clause (iv) and inserting the 

following: 
‘‘(iv) whether the head of the family unit is a 

single parent;’’; 
(II) in clause (v)— 
(aa) in the matter preceding subclause (I), by 

striking ‘‘including the amount obtained from 
(and separately identified)—’’ and inserting 
‘‘including—’’; and 

(bb) by striking subclause (II) and inserting 
the following: 

‘‘(II) cash or other assistance under— 
‘‘(aa) the temporary assistance for needy fam-

ilies program under part A of title IV of the So-
cial Security Act (42 U.S.C. 601 et seq.); and 

‘‘(bb) a State program for which State spend-
ing is counted toward the maintenance of effort 
requirement under section 409(a)(7) of the Social 
Security Act (42 U.S.C. 609(a)(7));’’; and 

(III) in clause (x), by striking ‘‘week’’ and in-
serting ‘‘month’’; and 

(ii) by striking subparagraph (D) and insert-
ing the following: 

‘‘(D) USE OF SAMPLES.— 
‘‘(i) AUTHORITY.—A State may comply with 

the requirement to collect the information de-
scribed in subparagraph (B) through the use of 
disaggregated case record information on a sam-
ple of families selected through the use of sci-
entifically acceptable sampling methods ap-
proved by the Secretary. 

‘‘(ii) SAMPLING AND OTHER METHODS.—The 
Secretary shall provide the States with such 
case sampling plans and data collection proce-
dures as the Secretary deems necessary to 
produce statistically valid samples of the infor-
mation described in subparagraph (B). The Sec-
retary may develop and implement procedures 
for verifying the quality of data submitted by 
the States.’’; and 
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(B) in paragraph (2)— 
(i) in the heading, by striking ‘‘BIANNUAL’’ 

and inserting ‘‘ANNUAL’’; and 
(ii) by striking ‘‘6’’ and inserting ‘‘12’’; 
(3) in section 658L, by striking ‘‘1997’’ and in-

serting ‘‘1998’’; 
(4) in section 658O(c)(6)(C), by striking ‘‘(A)’’ 

and inserting ‘‘(B)’’; and 
(5) in section 658P(13), by striking ‘‘or’’ and 

inserting ‘‘and’’. 
SEC. 5987. EFFECTIVE DATES. 

(a) IN GENERAL.—Except as provided in sub-
section (b), this chapter and the amendments 
made by this chapter shall take effect as if in-
cluded in the enactment of title VI of the Per-
sonal Responsibility and Work Opportunity 
Reconciliation Act of 1996 (Public Law 104–193; 
110 Stat. 2278). 

(b) EXCEPTIONS.—The amendment made by 
section 5985(a)(2)(B) and the repeal made by 
section 5987(d) shall each take effect on October 
1, 1997. 

CHAPTER 7—ERISA AMENDMENTS RELAT-
ING TO MEDICAL CHILD SUPPORT OR-
DERS 

SEC. 5991. AMENDMENTS RELATING TO SECTION 
303 OF THE PERSONAL RESPONSI-
BILITY AND WORK OPPORTUNITY 
RECONCILIATION ACT OF 1996. 

(a) PRIVACY SAFEGUARDS FOR MEDICAL CHILD 
SUPPORT ORDERS.—Section 609(a)(3)(A) of the 
Employee Retirement Income Security Act of 
1974 (29 U.S.C. 1169(a)(3)(A)) is amended by 
adding at the end the following: ‘‘except that, to 
the extent provided in the order, the name and 
mailing address of an official of a State or a po-
litical subdivision thereof may be substituted for 
the mailing address of any such alternate recipi-
ent,’’. 

(b) PAYMENT TO STATE OFFICIAL TREATED AS 
SATISFACTION OF PLAN’S OBLIGATION.—Section 
609(a) of such Act (29 U.S.C. 1169(a)) is amended 
by adding at the end the following new para-
graph: 

‘‘(9) PAYMENT TO STATE OFFICIAL TREATED AS 
SATISFACTION OF PLAN’S OBLIGATION TO MAKE 
PAYMENT TO ALTERNATE RECIPIENT.—Payment of 
benefits by a group health plan to an official of 
a State or a political subdivision thereof who is 
named in a qualified medical child support order 
in lieu of the alternate recipient, pursuant to 
paragraph (3)(A), shall be treated, for purposes 
of this title, as payment of benefits to the alter-
nate recipient.’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall be apply with respect to 
medical child support orders issued on or after 
the date of the enactment of this Act. 
SEC. 5992. AMENDMENT RELATING TO SECTION 

381 OF THE PERSONAL RESPONSI-
BILITY AND WORK OPPORTUNITY 
RECONCILIATION ACT OF 1996. 

(a) CLARIFICATION OF EFFECT OF ADMINISTRA-
TIVE NOTICES.—Section 609(a)(2)(B) of the Em-
ployee Retirement Income Security Act of 1974 
(29 U.S.C. 1169(a)(2)(B)) is amended by adding 
at the end the following new sentence: ‘‘For 
purposes of this subparagraph, an administra-
tive notice which is issued pursuant to an ad-
ministrative process referred to in subclause (II) 
of the preceding sentence and which has the ef-
fect of an order described in clause (i) or (ii) of 
the preceding sentence shall be treated as such 
an order.’’. 

(b) EFFECTIVE DATE.—The amendment made 
by this section shall be effective as if included in 
the enactment of section 381 of the Personal Re-
sponsibility and Work Opportunity Reconcili-
ation Act of 1996 (Public Law 104–193; 110 Stat. 
2257). 
SEC. 5993. AMENDMENTS RELATING TO SECTION 

382 OF THE PERSONAL RESPONSI-
BILITY AND WORK OPPORTUNITY 
RECONCILIATION ACT OF 1996. 

(a) ELIMINATION OF REQUIREMENT THAT OR-
DERS SPECIFY AFFECTED PLANS.—Section 
609(a)(3) of the Employee Retirement Income Se-

curity Act of 1974 (29 U.S.C. 1169(a)(3)) is 
amended— 

(1) in subparagraph (C), by striking ‘‘, and’’ 
and inserting a period; and 

(2) by striking subparagraph (D). 
(b) EFFECTIVE DATE.—The amendments made 

by this section shall apply with respect to med-
ical child support orders issued on or after the 
date of the enactment of this Act. 

TITLE VI—COMMITTEE ON 
GOVERNMENTAL AFFAIRS 

Subtitle A—Civil Service and Postal 
Provisions 

SEC. 6001. INCREASED CONTRIBUTIONS TO FED-
ERAL CIVILIAN RETIREMENT SYS-
TEMS. 

(a) CIVIL SERVICE RETIREMENT SYSTEM.— 
(1) AGENCY CONTRIBUTIONS.—Notwithstanding 

section 8334(a)(1) of title 5, United States Code— 
(A) during the period beginning on October 1, 

1997, through September 30, 2001, each employ-
ing agency (other than the United States Postal 
Service, the Metropolitan Washington Airports 
Authority, or the government of the District of 
Columbia) shall contribute— 

(i) 8.51 percent of the basic pay of an em-
ployee; 

(ii) 9.01 percent of the basic pay of a congres-
sional employee, a law enforcement officer, a 
member of the Capitol police, or a firefighter; 
and 

(iii) 9.51 percent of the basic pay of a Member 
of Congress, a Claims Court judge, a United 
States magistrate, a judge of the United States 
Court of Appeals for the Armed Forces, or a 
bankruptcy judge; and 

(B) during the period beginning on October 1, 
2001, through September 30, 2002, each employ-
ing agency (other than the United States Postal 
Service, the Metropolitan Washington Airports 
Authority, or the government of the District of 
Columbia) shall contribute— 

(i) 8.6 percent of the basic pay of an employee; 
(ii) 9.1 percent of the basic pay of a congres-

sional employee, a law enforcement officer, a 
member of the Capitol police, or a firefighter; 
and 

(iii) 9.6 percent of the basic pay of a Member 
of Congress, a Claims Court judge, a United 
States magistrate, a judge of the United States 
Court of Appeals for the Armed Forces, or a 
bankruptcy judge; 
in lieu of the agency contributions otherwise re-
quired under section 8334(a)(1) of title 5, United 
States Code. 

(2) NO REDUCTION IN AGENCY CONTRIBUTIONS 
BY THE POSTAL SERVICE.—Agency contributions 
by the United States Postal Service under sec-
tion 8348(h) of title 5, United States Code— 

(A) shall not be reduced as a result of the 
amendments made under paragraph (3) of this 
subsection; and 

(B) shall be computed as though such amend-
ments had not been enacted. 

(3) INDIVIDUAL DEDUCTIONS, WITHHOLDINGS, 
AND DEPOSITS.—The table under section 8334(c) 
of title 5, United States Code, is amended— 

(A) in the matter relating to an employee by 
striking: 

‘‘7 .................. After December 31, 1969.’’; 

and inserting the following: 

‘‘7 .................. January 1, 1970, to December 
31, 1998. 

7.25 ............... January 1, 1999, to December 
31, 1999. 

7.4 ................ January 1, 2000, to December 
31, 2000. 

7.5 ................ January 1, 2001, to December 
31, 2002. 

7 ................... After December 31, 2002.’’; 

(B) in the matter relating to a Member or em-
ployee for congressional employee service by 
striking: 

‘‘71⁄2 ............... After December 31, 1969.’’; 

and inserting the following: 

‘‘7.5 ................ January 1, 1970, to December 
31, 1998. 

7.75 ............... January 1, 1999, to December 
31, 1999. 

7.9 ................ January 1, 2000, to December 
31, 2000. 

8 ................... January 1, 2001, to December 
31, 2002. 

7.5 ................ After December 31, 2002.’’; 

(C) in the matter relating to a Member for 
Member service by striking: 

‘‘8 .................. After December 31, 1969.’’; 

and inserting the following: 

‘‘8 .................. January 1, 1970, to December 
31, 1998. 

8.25 ............... January 1, 1999, to December 
31, 1999. 

8.4 ................ January 1, 2000, to December 
31, 2000. 

8.5 ................ January 1, 2001, to December 
31, 2002. 

8 ................... After December 31, 2002.’’; 

(D) in the matter relating to a law enforce-
ment officer for law enforcement service and 
firefighter for firefighter service by striking: 

‘‘71⁄2 ............... After December 31, 1974.’’; 

and inserting the following: 

‘‘7.5 ................ January 1, 1975, to December 
31, 1998. 

7.75 ............... January 1, 1999, to December 
31, 1999. 

7.9 ................ January 1, 2000, to December 
31, 2000. 

8 ................... January 1, 2001, to December 
31, 2002. 

7.5 ................ After December 31, 2002.’’; 

(E) in the matter relating to a bankruptcy 
judge by striking: 

‘‘8 .................. After December 31, 1983.’’; 

and inserting the following: 

‘‘8 .................. January 1, 1984, to December 
31, 1998. 

8.25 ............... January 1, 1999, to December 
31, 1999. 

8.4 ................ January 1, 2000, to December 
31, 2000. 

8.5 ................ January 1, 2001, to December 
31, 2002. 

8 ................... After December 31, 2002.’’; 

(F) in the matter relating to a judge of the 
United States Court of Appeals for the Armed 
Forces for service as a judge of that court by 
striking: 

‘‘8 .................. On and after the date of en-
actment of the Department 
of Defense Authorization 
Act, 1984.’’; 

and inserting the following: 

‘‘8 .................. The date of enactment of the 
Department of Defense Au-
thorization Act, 1984, to De-
cember 31, 1998. 

8.25 ............... January 1, 1999, to December 
31, 1999. 

8.4 ................ January 1, 2000, to December 
31, 2000. 

8.5 ................ January 1, 2001, to December 
31, 2002. 

8 ................... After December 31, 2002.’’; 

(G) in the matter relating to a United States 
magistrate by striking: 

‘‘8 .................. After September 30, 1987.’’; 

and inserting the following: 

‘‘8 .................. October 1, 1987, to December 
31, 1998. 

8.25 ............... January 1, 1999, to December 
31, 1999. 

8.4 ................ January 1, 2000, to December 
31, 2000. 

8.5 ................ January 1, 2001, to December 
31, 2002. 

8 ................... After December 31, 2002.’’; 

(H) in the matter relating to a Claims Court 
judge by striking: 

‘‘8 .................. After September 30, 1988.’’; 
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and insert the following: 

‘‘8 .................. October 1, 1988, to December 
31, 1998. 

8.25 ............... January 1, 1999, to December 
31, 1999. 

8.4 ................ January 1, 2000, to December 
31, 2000. 

8.5 ................ January 1, 2001, to December 
31, 2002. 

8 ................... After December 31, 2002.’’; 

and 
(I) by inserting after the matter relating to a 

Claims Court judge the following: 

‘‘Member of 
the Capitol 
Police.

2.5 .............. August 1, 1920, to June 
30, 1926. 

3.5 .............. July 1, 1926, to June 30, 
1942. 

5 ................ July 1, 1942, to June 30, 
1948. 

6 ................ July 1, 1948, to October 
31, 1956. 

6.5 .............. November 1, 1956, to De-
cember 31, 1969. 

7.5 .............. January 1, 1970, to De-
cember 31, 1998. 

7.75 ............ January 1, 1999, to De-
cember 31, 1999. 

7.9 .............. January 1, 2000, to De-
cember 31, 2000. 

8 ................ January 1, 2001, to De-
cember 31, 2002. 

7.5 .............. After December 31, 
2002.’’. 

(4) OTHER SERVICE.— 
(A) MILITARY SERVICE.—Section 8334(j) of title 

5, United States Code, is amended— 
(i) in paragraph (1)(A) by inserting ‘‘and sub-

ject to paragraph (5),’’ after ‘‘Except as pro-
vided in subparagraph (B),’’; and 

(ii) by adding at the end the following new 
paragraph: 

‘‘(5) Effective with respect to any period of 
military service after December 31, 1998, the per-
centage of basic pay under section 204 of title 37 
payable under paragraph (1) shall be equal to 
the same percentage as would be applicable 
under subsection (c) of this section for that same 
period for service as an employee, subject to 
paragraph (1)(B).’’. 

(B) VOLUNTEER SERVICE.—Section 8334(l) of 
title 5, United States Code, is amended— 

(i) in paragraph (1) by adding at the end the 
following: ‘‘This paragraph shall be subject to 
paragraph (4).’’; and 

(ii) by adding at the end the following new 
paragraph: 

‘‘(4) Effective with respect to any period of 
service after December 31, 1998, the percentage 
of the readjustment allowance or stipend (as the 
case may be) payable under paragraph (1) shall 
be equal to the same percentage as would be ap-
plicable under subsection (c) of this section for 
the same period for service as an employee.’’. 

(b) FEDERAL EMPLOYEES’ RETIREMENT SYS-
TEM.— 

(1) INDIVIDUAL DEDUCTIONS AND 
WITHHOLDINGS.— 

(A) IN GENERAL.—Section 8422(a) of title 5, 
United States Code, is amended by striking 
paragraph (2) and inserting the following: 

‘‘(2) The percentage to be deducted and with-
held from basic pay for any pay period shall be 
equal to— 

‘‘(A) the applicable percentage under para-
graph (3), minus 

‘‘(B) the percentage then in effect under sec-
tion 3101(a) of the Internal Revenue Code of 
1986 (relating to rate of tax for old-age, sur-
vivors, and disability insurance). 

‘‘(3) The applicable percentage under this 
paragraph for civilian service shall be as fol-
lows: 

‘‘Employee .. 7 ................ Before January 1, 1999. 
7.25 ............ January 1, 1999, to De-

cember 31, 1999. 
7.4 .............. January 1, 2000, to De-

cember 31, 2000. 
7.5 .............. January 1, 2001, to De-

cember 31, 2002. 
7 ................ After December 31, 2002. 

Congres-
sional em-
ployee.

7.5 .............. Before January 1, 1999. 

7.75 ............ January 1, 1999, to De-
cember 31, 1999. 

7.9 .............. January 1, 2000, to De-
cember 31, 2000. 

8 ................ January 1, 2001, to De-
cember 31, 2002. 

7.5 .............. After December 31, 2002. 
Member ....... 7.5 .............. Before January 1, 1999. 

7.75 ............ January 1, 1999, to De-
cember 31, 1999. 

7.9 .............. January 1, 2000, to De-
cember 31, 2000. 

8 ................ January 1, 2001, to De-
cember 31, 2002. 

7.5 .............. After December 31, 2002. 
Law enforce-

ment offi-
cer, fire-
fighter, 
member of 
the Capitol 
Police, or 
air traffic 
controller.

7.5 .............. Before January 1, 1999. 

7.75 ............ January 1, 1999, to De-
cember 31, 1999. 

7.9 .............. January 1, 2000, to De-
cember 31, 2000. 

8 ................ January 1, 2001, to De-
cember 31, 2002. 

7.5 .............. After December 31, 
2002.’’. 

(B) MILITARY SERVICE.—Section 8422(e) of title 
5, United States Code, is amended— 

(i) in paragraph (1)(A) by inserting ‘‘and sub-
ject to paragraph (6),’’ after ‘‘Except as pro-
vided in subparagraph (B),’’; and 

(ii) by adding at the end the following: 
‘‘(6) The percentage of basic pay under sec-

tion 204 of title 37 payable under paragraph (1), 
with respect to any period of military service 
performed during— 

‘‘(A) January 1, 1999, through December 31, 
1999, shall be 3.25 percent; 

‘‘(B) January 1, 2000, through December 31, 
2000, shall be 3.4 percent; and 

‘‘(C) January 1, 2001, through December 31, 
2002, shall be 3.5 percent.’’. 

(C) VOLUNTEER SERVICE.—Section 8422(f) of 
title 5, United States Code, is amended— 

(i) in paragraph (1) by adding at the end the 
following: ‘‘This paragraph shall be subject to 
paragraph (4).’’; and 

(ii) by adding at the end the following: 
‘‘(4) The percentage of the readjustment al-

lowance or stipend (as the case may be) payable 
under paragraph (1), with respect to any period 
of volunteer service performed during— 

‘‘(A) January 1, 1999, through December 31, 
1999, shall be 3.25 percent; 

‘‘(B) January 1, 2000, through December 31, 
2000, shall be 3.4 percent; and 

‘‘(C) January 1, 2001, through December 31, 
2002, shall be 3.5 percent.’’. 

(2) NO REDUCTION IN AGENCY CONTRIBU-
TIONS.—Agency contributions under section 8423 
(a) and (b) of title 5, United States Code, shall 
not be reduced as a result of the amendments 
made under paragraph (1) of this subsection. 

(c) CENTRAL INTELLIGENCE AGENCY RETIRE-
MENT AND DISABILITY SYSTEM.— 

(1) AGENCY CONTRIBUTIONS.—Notwithstanding 
section 211(a)(2) of the Central Intelligence 
Agency Retirement Act (50 U.S.C. 2021(a)(2))— 

(A) during the period beginning on October 1, 
1997, through September 30, 2001, the Central In-
telligence Agency shall contribute 8.51 percent 
of the basic pay of an employee participating in 
the Central Intelligence Agency Retirement and 
Disability System; and 

(B) during the period beginning on October 1, 
2001, through September 30, 2002, the Central In-
telligence Agency shall contribute 8.6 percent of 
the basic pay of an employee participating in 
the Central Intelligence Agency Retirement and 
Disability System. 

(2) INDIVIDUAL DEDUCTIONS, WITHHOLDINGS, 
AND DEPOSITS.—Notwithstanding section 
211(a)(1) of the Central Intelligence Agency Re-
tirement Act (50 U.S.C. 2021(a)(1)) beginning on 
January 1, 1999, through December 31, 2002, the 
amount withheld and deducted from the basic 
pay of an employee participating in Central In-
telligence Agency Retirement and Disability 
System shall be as follows: 

‘‘7.25 .............. January 1, 1999, to December 
31, 1999. 

7.4 ................ January 1, 2000, to December 
31, 2000. 

7.5 ................ January 1, 2001, to December 
31, 2002. 

7 ................... After December 31, 2002.’’. 

(3) MILITARY SERVICE.—Section 252(h)(1) of 
the Central Intelligence Agency Retirement Act 
(50 U.S.C. 2082(h)(1)), is amended to read as fol-
lows: 

‘‘(h)(1)(A) Each participant who has per-
formed military service before the date of sepa-
ration on which entitlement to an annuity 
under this title is based may pay to the Agency 
an amount equal to 7 percent of the amount of 
basic pay paid under section 204 of title 37, 
United States Code, to the participant for each 
period of military service after December 1956; 
except, the amount to be paid for military serv-
ice performed beginning on January 1, 1999, 
through December 31, 2002, shall be as follows: 

‘‘7.25 percent 
of basic pay.

January 1, 1999, to December 
31, 1999. 

7.4 percent of 
basic pay.

January 1, 2000, to December 
31, 2000. 

7.5 percent of 
basic pay.

January 1, 2001, to December 
31, 2002. 

7 percent of 
basic pay.

After December 31, 2002. 

‘‘(B) The amount of such payments shall be 
based on such evidence of basic pay for military 
service as the participant may provide or, if the 
Director determines sufficient evidence has not 
been provided to adequately determine basic pay 
for military service, such payment shall be based 
upon estimates of such basic pay provided to the 
Director under paragraph (4).’’. 

(d) FOREIGN SERVICE RETIREMENT AND DIS-
ABILITY SYSTEM.— 

(1) AGENCY CONTRIBUTIONS.—Notwithstanding 
section 805(a) (1) and (2) of the Foreign Service 
Act of 1980 (22 U.S.C. 4045(a) (1) and (2))— 

(A) during the period beginning on October 1, 
1997, through September 30, 2001, each agency 
employing a participant in the Foreign Service 
Retirement and Disability System shall con-
tribute to the Foreign Service Retirement and 
Disability Fund— 

(i) 8.51 percent of the basic pay of each partic-
ipant covered under section 805(a)(1) of such 
Act participating in the Foreign Service Retire-
ment and Disability System; and 

(ii) 9.01 percent of the basic pay of each par-
ticipant covered under section 805(a)(2) of such 
Act participating in the Foreign Service Retire-
ment and Disability System; and 

(B) during the period beginning on October 1, 
2001, through September 30, 2002, each agency 
employing a participant in the Foreign Service 
Retirement and Disability System shall con-
tribute to the Foreign Service Retirement and 
Disability Fund— 

(i) 8.6 percent of the basic pay of each partici-
pant covered under section 805(a)(1) of such Act 
participating in the Foreign Service Retirement 
and Disability System; and 

(ii) 9.1 percent of the basic pay of each partic-
ipant covered under section 805(a)(2) of such 
Act participating in the Foreign Service Retire-
ment and Disability System. 

(2) INDIVIDUAL DEDUCTIONS, WITHHOLDINGS, 
AND DEPOSITS.— 

(A) IN GENERAL.—Notwithstanding section 
805(a)(1) of the Foreign Service Act of 1980 (22 
U.S.C. 4045(a)(1)), beginning on January 1, 1999, 
through December 31, 2002, the amount withheld 
and deducted from the basic pay of a partici-
pant in the Foreign Service Retirement and Dis-
ability System shall be as follows: 

‘‘7.25 .............. January 1, 1999, to December 
31, 1999. 

7.4 ................ January 1, 2000, to December 
31, 2000. 

7.5 ................ January 1, 2001, to December 
31, 2002. 

7 ................... After December 31, 2002.’’. 
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(B) FOREIGN SERVICE CRIMINAL INVESTIGA-

TORS/INSPECTORS OF THE OFFICE OF THE INSPEC-
TOR GENERAL, AGENCY FOR INTERNATIONAL DE-
VELOPMENT.—Notwithstanding section 805(a)(2) 
of the Foreign Service Act of 1980 (22 U.S.C. 
4045(a)(2)), beginning on January 1, 1999, 
through December 31, 2002, the amount withheld 
and deducted from the basic pay of an eligible 
Foreign Service criminal investigator/inspector 
of the Office of the Inspector General, Agency 
for International Development participating in 
the Foreign Service Retirement and Disability 
System shall be as follows: 

‘‘7.75 .............. January 1, 1999, to December 
31, 1999. 

7.9 ................ January 1, 2000, to December 
31, 2000. 

8 ................... January 1, 2001, to December 
31, 2002. 

7.5 ................ After December 31, 2002.’’. 

(C) MILITARY SERVICE.—Section 805(e) of the 
Foreign Service Act of 1980 (22 U.S.C. 4045(e)) is 
amended— 

(i) in subsection (e)(1) by striking ‘‘Each’’ and 
inserting ‘‘Subject to paragraph (5), each’’; and 

(ii) by adding after paragraph (4) the fol-
lowing new paragraph: 

‘‘(5) Effective with respect to any period of 
military service after December 31, 1998, the per-
centage of basic pay under section 204 of title 37, 
United States Code, payable under paragraph 
(1) shall be equal to the same percentage as 
would be applicable under section 8334(c) of title 
5, United States Code, for that same period for 
service as an employee.’’. 

(e) FOREIGN SERVICE PENSION SYSTEM.— 
(1) INDIVIDUAL DEDUCTIONS AND 

WITHHOLDINGS FROM PAY.— 
(A) IN GENERAL.—Section 856(a) of the Foreign 

Service Act of 1980 (22 U.S.C. 4071e(a)) is amend-
ed to read as follows: 

‘‘(a)(1) The employing agency shall deduct 
and withhold from the basic pay of each partici-
pant the applicable percentage of basic pay 
specified in paragraph (2) of this subsection 
minus the percentage then in effect under sec-
tion 3101(a) of the Internal Revenue Code of 
1986 (26 U.S.C. 3101(a)) (relating to the rate of 
tax for old age, survivors, and disability insur-
ance). 

‘‘(2) The applicable percentage under this sub-
section shall be as follows: 

‘‘7.5 ................ Before January 1, 1999. 
7.75 ............... January 1, 1999, to December 

31, 1999. 
7.9 ................ January 1, 2000, to December 

31, 2000. 
8 ................... January 1, 2001, to December 

31, 2002. 
7.5 ................ After December 31, 2002.’’. 

(B) VOLUNTEER SERVICE.—Subsection 854(c) of 
the Foreign Service Act of 1980 (22 U.S.C. 
4071c(c)) is amended to read as follows: 

‘‘(c)(1) Credit shall be given under this System 
to a participant for a period of prior satisfactory 
service as— 

‘‘(A) a volunteer or volunteer leader under the 
Peace Corps Act (22 U.S.C. 2501 et seq.), 

‘‘(B) a volunteer under part A of title VIII of 
the Economic Opportunity Act of 1964, or 

‘‘(C) a full-time volunteer for a period of serv-
ice of at least 1 year’s duration under part A, B, 
or C of title I of the Domestic Volunteer Service 
Act of 1973 (42 U.S.C. 4951 et seq.), 
if the participant makes a payment to the Fund 
equal to 3 percent of pay received for the volun-
teer service; except, the amount to be paid for 
volunteer service beginning on January 1, 1999, 
through December 31, 2002, shall be as follows: 

‘‘3.25 .............. January 1, 1999, to December 
31, 1999. 

3.4 ................ January 1, 2000, to December 
31, 2000. 

3.5 ................ January 1, 2001, to December 
31, 2002. 

‘‘(2) The amount of such payments shall be 
determined in accordance with regulations of 
the Secretary of State consistent with regula-

tions for making corresponding determinations 
under chapter 83, title 5, United States Code, to-
gether with interest determined under regula-
tions issued by the Secretary of State.’’. 

(2) NO REDUCTION IN AGENCY CONTRIBU-
TIONS.—Agency contributions under section 857 
of the Foreign Service Act of 1980 (22 U.S.C. 
4071f) shall not be reduced as a result of the 
amendments made under paragraph (1) of this 
subsection. 

(f) EFFECTIVE DATE.—Except as otherwise 
provided, the amendments made by this section 
shall take effect on the first day of the first ap-
plicable pay period beginning on or after Janu-
ary 1, 1999. 
SEC. 6002. GOVERNMENT CONTRIBUTIONS UNDER 

THE FEDERAL EMPLOYEES HEALTH 
BENEFITS PROGRAM. 

(a) IN GENERAL.—Section 8906 of title 5, 
United States Code, is amended by striking sub-
section (a) and all that follows through the end 
of paragraph (1) of subsection (b) and inserting 
the following: 

‘‘(a)(1) Not later than October 1 of each year, 
the Office of Personnel Management shall deter-
mine the weighted average of the subscription 
charges that will be in effect during the fol-
lowing contract year with respect to— 

‘‘(A) enrollments under this chapter for self 
alone; and 

‘‘(B) enrollments under this chapter for self 
and family. 

‘‘(2) In determining each weighted average 
under paragraph (1), the weight to be given to 
a particular subscription charge shall, with re-
spect to each plan (and option) to which it is to 
apply, be commensurate with the number of en-
rollees enrolled in such plan (and option) as of 
March 31 of the year in which the determination 
is being made. 

‘‘(3) For purposes of paragraph (2), the term 
‘enrollee’ means any individual who, during the 
contract year for which the weighted average is 
to be used under this section, will be eligible for 
a Government contribution for health benefits. 

‘‘(b)(1) Except as provided in paragraphs (2) 
and (3), the biweekly Government contribution 
for health benefits for an employee or annuitant 
enrolled in a health benefits plan under this 
chapter is adjusted to an amount equal to 72 
percent of the weighted average under sub-
section (a)(1) (A) or (B), as applicable. For an 
employee, the adjustment begins on the first day 
of the employee’s first pay period of each year. 
For an annuitant, the adjustment begins on the 
first day of the first period of each year for 
which an annuity payment is made.’’. 

(b) EFFECTIVE DATE.—This section shall take 
effect on the first day of the contract year that 
begins in 1999. Nothing in this subsection shall 
prevent the Office of Personnel Management 
from taking any action, before such first day, 
which it considers necessary in order to ensure 
the timely implementation of this section. 
SEC. 6003. REPEAL OF AUTHORIZATION OF TRAN-

SITIONAL APPROPRIATIONS FOR 
THE UNITED STATES POSTAL SERV-
ICE. 

(a) REPEAL.— 
(1) IN GENERAL.—Section 2004 of title 39, 

United States Code, is repealed. 
(2) TECHNICAL AND CONFORMING AMEND-

MENTS.— 
(A) The table of sections for chapter 20 of 

such title is amended by repealing the item re-
lating to section 2004. 

(B) Section 2003(e)(2) of such title is amended 
by striking ‘‘sections 2401 and 2004’’ each place 
it appears and inserting ‘‘section 2401’’. 

(b) CLARIFICATION THAT LIABILITIES FOR-
MERLY PAID PURSUANT TO SECTION 2004 REMAIN 
LIABILITIES PAYABLE BY THE POSTAL SERVICE.— 
Section 2003 of title 39, United States Code, is 
amended by adding at the end the following: 

‘‘(h) Liabilities of the former Post Office De-
partment to the Employees’ Compensation Fund 
(appropriations for which were authorized by 
former section 2004, as in effect before the effec-

tive date of this subsection) shall be liabilities of 
the Postal Service payable out of the Fund.’’. 

(c) EFFECTIVE DATE.—This section and the 
amendments made by this section shall be effec-
tive as of October 1, 1997. 
SEC. 6004. MEDICARE MEANS TESTING STANDARD 

APPLICABLE TO SENATORS’ HEALTH 
COVERAGE UNDER THE FEHBP. 

(a) PURPOSE.—The purpose of this section is 
to apply the medicare means testing require-
ments for part B premiums to individuals with 
adjusted gross incomes in excess of $100,000 as 
enacted under section 5542 of this Act, to United 
States Senators with respect to their employee 
contributions and Government contributions 
under the Federal Employees Health Benefits 
Program. 

(b) IN GENERAL.—Section 8906 of title 5, 
United States Code, is amended by adding at the 
end the following: 

‘‘(j) Notwithstanding any other provision of 
this section, each employee who is a Senator 
and is paid at an annual rate of pay exceeding 
$100,000 shall pay the employee contribution 
and the full amount of the Government con-
tribution which applies under this section. The 
Secretary of the Senate shall deduct and with-
hold the contributions required under this sec-
tion and deposit such contributions in the Em-
ployees Health Benefits Fund.’’. 

(c) EFFECTIVE DATE.—This section shall take 
effect on the first day of the first pay period be-
ginning on or after the date of enactment of this 
Act. 

Subtitle B—GSA Property Sales 
SEC. 6011. SALE OF GOVERNORS ISLAND, NEW 

YORK. 
(a) IN GENERAL.—Notwithstanding any other 

provision of law, the Administrator of General 
Services shall, no earlier than fiscal year 2002, 
dispose of by sale at fair market value all rights, 
title, and interests of the United States in and to 
the land of, and improvements to, Governors Is-
land, New York. 

(b) RIGHT OF FIRST OFFER.—Before a sale is 
made under subsection (a) to any other parties, 
the State of New York and the city of New York 
shall be given the right of first offer to purchase 
all or part of Governors Island at fair market 
value as determined by the Administrator of 
General Services. Not later than 90 days after 
notification by the Administrator of General 
Services, such right may be exercised by either 
the State of New York or the city of New York 
or by both parties acting jointly. 

(c) PROCEEDS.—Proceeds from the disposal of 
Governors Island under subsection (a) shall be 
deposited in the general fund of the Treasury 
and credited as miscellaneous receipts. 
SEC. 6012. SALE OF AIR RIGHTS. 

(a) IN GENERAL.—Notwithstanding any other 
provision of law, the Administrator of General 
Services shall sell, at fair market value and in a 
manner to be determined by the Administrator, 
the air rights adjacent to Washington Union 
Station described in subsection (b), including air 
rights conveyed to the Administrator under sub-
section (d). The Administrator shall complete 
the sale by such date as is necessary to ensure 
that the proceeds from the sale will be deposited 
in accordance with subsection (c). 

(b) DESCRIPTION.—The air rights referred to in 
subsection (a) total approximately 16.5 acres 
and are depicted on the plat map of the District 
of Columbia as follows: 

(1) Part of lot 172, square 720. 
(2) Part of lots 172 and 823, square 720. 
(3) Part of lot 811, square 717. 
(c) PROCEEDS.—Before September 30, 2002, 

proceeds from the sale of air rights under sub-
section (a) shall be deposited in the general 
fund of the Treasury and credited as miscella-
neous receipts. 

(d) CONVEYANCE OF AMTRAK AIR RIGHTS.— 
(1) GENERAL RULE.—As a condition of future 

Federal financial assistance, Amtrak shall con-
vey to the Administrator of General Services on 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00272 Fmt 0624 Sfmt 6333 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6665 June 26, 1997 
or before December 31, 1997, at no charge, all of 
the air rights of Amtrak described in subsection 
(b). 

(2) FAILURE TO COMPLY.—If Amtrak does not 
meet the condition established by paragraph (1), 
Amtrak shall be prohibited from obligating Fed-
eral funds after March 1, 1998. 

TITLE VII—COMMITTEE ON LABOR AND 
HUMAN RESOURCES 

SEC. 7001. MANAGEMENT AND RECOVERY OF RE-
SERVES. 

(a) AMENDMENT.—Section 422 of the Higher 
Education Act of 1965 (20 U.S.C. 1072) is amend-
ed by adding after subsection (g) the following 
new subsection: 

‘‘(h) RECALL OF RESERVES; LIMITATIONS ON 
USE OF RESERVE FUNDS AND ASSETS.— 

‘‘(1) IN GENERAL.—Notwithstanding any other 
provision of law, the Secretary shall, except as 
otherwise provided in this subsection, recall 
$1,028,000,000 from the reserve funds held by 
guaranty agencies under this part (which for 
purposes of this subsection shall include any re-
serve funds held by, or under the control of, any 
other entity) on September 1, 2002. 

‘‘(2) DEPOSIT.—Funds recalled by the Sec-
retary under this subsection shall be deposited 
in the Treasury. 

‘‘(3) EQUITABLE SHARE.—The Secretary shall 
require each guaranty agency to return reserve 
funds under paragraph (1) based on such agen-
cy’s equitable share of excess reserve funds held 
by guaranty agencies as of September 30, 1996. 
For purposes of this paragraph, a guaranty 
agency’s equitable share of excess reserve funds 
shall be determined as follows: 

‘‘(A) The Secretary shall compute each agen-
cy’s reserve ratio by dividing (i) the amount 
held in such agency’s reserve (including funds 
held by, or under the control of, any other enti-
ty) as of September 30, 1996, by (ii) the original 
principal amount of all loans for which such 
agency has an outstanding insurance obliga-
tion. 

‘‘(B) If the reserve ratio of any agency as 
computed under subparagraph (A) exceeds 1.12 
percent, the agency’s equitable share shall in-
clude so much of the amounts held in such 
agency’s reserve fund as exceed a reserve ratio 
of 1.12 percent. 

‘‘(C) If any additional amount is required to 
be recalled under paragraph (1) (after deducting 
the total of the equitable shares calculated 
under subparagraph (B)), the agencies’ equi-
table shares shall include additional amounts— 

‘‘(i) determined by imposing on each such 
agency an equal percentage reduction in the 
amount of each agency’s reserve fund remaining 
after deduction of the amount recalled under 
subparagraph (B); and 

‘‘(ii) the total of which equals the additional 
amount that is required to be recalled under 
paragraph (1) (after deducting the total of the 
equitable shares calculated under subparagraph 
(B)). 

‘‘(4) RESTRICTED ACCOUNTS.—Within 90 days 
after the beginning of each of fiscal years 1998 
through 2002, each guaranty agency shall trans-
fer a portion of each agency’s equitable share 
determined under paragraph (3) to a restricted 
account established by the guaranty agency 
that is of a type selected by the guaranty agen-
cy with the approval of the Secretary. Funds 
transferred to such restricted accounts shall be 
invested in obligations issued or guaranteed by 
the United States or in other similarly low-risk 
securities. A guaranty agency shall not use the 
funds in such a restricted account for any pur-
pose without the express written permission of 
the Secretary, except that a guaranty agency 
may use the earnings from such restricted ac-
count for activities to reduce student loan de-
faults under this part. The portion required to 
be transferred shall be determined as follows: 

‘‘(A) In fiscal year 1998— 
‘‘(i) all agencies combined shall transfer to a 

restricted account an amount equal to one-fifth 

of the total amount recalled under paragraph 
(1); 

‘‘(ii) each agency with a reserve ratio (as com-
puted under paragraph (3)(A)) that exceeds 2 
percent shall transfer to a restricted account so 
much of the amounts held in such agency’s re-
serve fund as exceed a reserve ratio of 2 percent; 
and 

‘‘(iii) each agency shall transfer any addi-
tional amount required under clause (i) (after 
deducting the amount transferred under clause 
(ii)) by transferring an amount that represents 
an equal percentage of each agency’s equitable 
share to a restricted account. 

‘‘(B) In fiscal years 1999 through 2002, each 
agency shall transfer an amount equal to one- 
fourth of the total amount remaining of the 
agency’s equitable share (after deduction of the 
amount transferred under subparagraph (A)). 

‘‘(5) SHORTAGE.—If, on September 1, 2002, the 
total amount in the restricted accounts de-
scribed in paragraph (4) is less than the amount 
the Secretary is required to recall under para-
graph (1), the Secretary may require the return 
of the amount of the shortage from other reserve 
funds held by guaranty agencies under proce-
dures established by the Secretary. 

‘‘(6) PROHIBITION.—The Secretary shall not 
have any authority to direct a guaranty agency 
to return reserve funds under subsection 
(g)(1)(A) during the period from the date of en-
actment of this subsection through September 
30, 2002, and any reserve funds otherwise re-
turned under subsection (g)(1) during such pe-
riod shall be treated as amounts recalled under 
this subsection and shall not be available under 
subsection (g)(4). 

‘‘(7) DEFINITION.—For purposes of this sub-
section the term ‘reserve funds’ when used with 
respect to a guaranty agency— 

‘‘(A) includes any reserve funds held by, or 
under the control of, any other entity; and 

‘‘(B) does not include buildings, equipment, or 
other nonliquid assets.’’. 

(b) CONFORMING AMENDMENT.—Section 
428(c)(9)(A) of the Higher Education Act of 1965 
(20 U.S.C. 1078(c)(9)(A)) is amended— 

(1) in the first sentence, by striking ‘‘for the 
fiscal year of the agency that begins in 1993’’; 
and 

(2) by striking the third sentence. 
SEC. 7002. REPEAL OF DIRECT LOAN ORIGINA-

TION FEES TO INSTITUTIONS OF 
HIGHER EDUCATION. 

Section 452 of the Higher Education Act of 
1965 (20 U.S.C. 1087b) is amended— 

(1) by striking subsection (b); and 
(2) by redesignating subsections (c) and (d) as 

subsections (b) and (c), respectively. 
SEC. 7003. FUNDS FOR ADMINISTRATIVE EX-

PENSES. 
Subsection (a) of section 458 of the Higher 

Education Act of 1965 (20 U.S.C. 1087h(a)) is 
amended to read as follows: 

‘‘(a) ADMINISTRATIVE EXPENSES.— 
‘‘(1) IN GENERAL.—Each fiscal year, there 

shall be available to the Secretary from funds 
not otherwise appropriated, funds to be obli-
gated for— 

‘‘(A) administrative costs under this part, in-
cluding the costs of the direct student loan pro-
grams under this part, and 

‘‘(B) administrative cost allowances payable 
to guaranty agencies under part B and cal-
culated in accordance with paragraph (2), 
not to exceed (from such funds not otherwise 
appropriated) $532,000,000 in fiscal year 1998, 
$610,000,000 in fiscal year 1999, $705,000,000 in 
fiscal year 2000, $750,000,000 in fiscal year 2001, 
and $750,000,000 in fiscal year 2002. Administra-
tive cost allowances under subparagraph (B) of 
this paragraph shall be paid quarterly and used 
in accordance with section 428(f). The Secretary 
may carry over funds available under this sec-
tion to a subsequent fiscal year. 

‘‘(2) CALCULATION BASIS.—Administrative cost 
allowances payable to guaranty agencies under 
paragraph (1)(B) shall be calculated on the 

basis of 0.85 percent of the total principal 
amount of loans upon which insurance is issued 
on or after the date of enactment of the Bal-
anced Budget Act of 1997, except that such al-
lowances shall not exceed— 

‘‘(A) $170,000,000 for each of the fiscal years 
1998 and 1999; or 

‘‘(B) $150,000,000 for each of the fiscal years 
2000, 2001, and 2002.’’. 
SEC. 7004. EXTENSION OF STUDENT AID PRO-

GRAMS. 
Title IV of the Higher Education Act of 1965 

(20 U.S.C. 1070 et seq.) is amended— 
(1) in section 424(a), by striking ‘‘1998.’’ and 

‘‘2002.’’ and inserting ‘‘2002.’’ and ‘‘2006.’’, re-
spectively; 

(2) in section 428(a)(5), by striking ‘‘1998,’’ 
and ‘‘2002.’’ and inserting ‘‘2002,’’ and ‘‘2006.’’, 
respectively; and 

(3) in section 428C(e), by striking ‘‘1998.’’ and 
inserting ‘‘2002.’’. 

TITLE VIII—COMMITTEE ON VETERANS’ 
AFFAIRS 

SEC. 8001. SHORT TITLE; TABLE OF CONTENTS. 
(a) SHORT TITLE.—This title may be cited as 

the ‘‘Veterans Reconciliation Act of 1997’’. 
(b) TABLE OF CONTENTS.—The table of con-

tents for this title is as follows: 
TITLE VIII—COMMITTEE ON VETERANS’ 

AFFAIRS 
Sec. 8001. Short title; table of contents. 
Subtitle A—Extension of Temporary Authorities 
Sec. 8011. Enhanced loan asset sale authority. 
Sec. 8012. Home loan fees. 
Sec. 8013. Procedures applicable to liquidation 

sales on defaulted home loans 
guaranteed by the Department of 
Veterans Affairs. 

Sec. 8014. Income verification authority. 
Sec. 8015. Limitation on pension for certain re-

cipients of medicaid-covered nurs-
ing home care. 

Subtitle B—Copayments and Medical Care Cost 
Recovery 

Sec. 8021. Authority to require that certain vet-
erans make copayments in ex-
change for receiving health care 
benefits. 

Sec. 8022. Medical care cost recovery authority. 
Sec. 8023. Department of Veterans Affairs med-

ical-care receipts. 
Subtitle C—Other Matters 

Sec. 8031. Rounding down of cost-of-living ad-
justments in compensation and 
DIC rates in fiscal years 1998 
through 2002. 

Sec. 8032. Increase in amount of home loan fees 
for the purchase of repossessed 
homes from the Department of 
Veterans Affairs. 

Sec. 8033. Withholding of payments and bene-
fits. 

Subtitle A—Extension of Temporary 
Authorities 

SEC. 8011. ENHANCED LOAN ASSET SALE AU-
THORITY. 

Section 3720(h)(2) of title 38, United States 
Code, is amended by striking out ‘‘December 31, 
1997’’ and inserting in lieu thereof ‘‘December 
31, 2002’’. 
SEC. 8012. HOME LOAN FEES. 

Section 3729(a) of title 38, United States Code, 
is amended— 

(1) in paragraph (4), by striking out ‘‘October 
1, 1998’’ and inserting in lieu thereof ‘‘October 1, 
2002’’; and 

(2) in paragraph (5)(C), by striking out ‘‘Octo-
ber 1, 1998’’ and inserting in lieu thereof ‘‘Octo-
ber 1, 2002’’. 
SEC. 8013. PROCEDURES APPLICABLE TO LIQ-

UIDATION SALES ON DEFAULTED 
HOME LOANS GUARANTEED BY THE 
DEPARTMENT OF VETERANS AF-
FAIRS. 

Section 3732(c)(11) of title 38, United States 
Code, is amended by striking out ‘‘October 1, 
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1998’’ and inserting in lieu thereof ‘‘October 1, 
2002’’. 
SEC. 8014. INCOME VERIFICATION AUTHORITY. 

Section 5317(g) of title 38, United States Code, 
is amended by striking out ‘‘September 30, 1998’’ 
and inserting in lieu thereof ‘‘September 30, 
2002’’. 
SEC. 8015. LIMITATION ON PENSION FOR CER-

TAIN RECIPIENTS OF MEDICAID-COV-
ERED NURSING HOME CARE. 

Section 5503(f)(7) of title 38, United States 
Code, is amended by striking out ‘‘September 30, 
1998’’ and inserting in lieu thereof ‘‘September 
30, 2002’’. 

Subtitle B—Copayments and Medical Care 
Cost Recovery 

SEC. 8021. AUTHORITY TO REQUIRE THAT CER-
TAIN VETERANS MAKE COPAYMENTS 
IN EXCHANGE FOR RECEIVING 
HEALTH CARE BENEFITS. 

(a) HOSPITAL AND MEDICAL CARE.—Section 
8013(e) of the Omnibus Budget Reconciliation 
Act of 1990 (38 U.S.C. 1710 note) is amended by 
striking out ‘‘September 30, 1998’’ and inserting 
in lieu thereof ‘‘September 30, 2002’’. 

(b) OUTPATIENT MEDICATIONS.—Section 
1722A(c) of title 38, United States Code, is 
amended by striking out ‘‘September 30, 1998’’ 
and inserting in lieu thereof ‘‘September 30, 
2002’’. 
SEC. 8022. MEDICAL CARE COST RECOVERY AU-

THORITY. 
Section 1729(a)(2)(E) of title 38, United States 

Code, is amended by striking out ‘‘October 1, 
1998’’ and inserting in lieu thereof ‘‘October 1, 
2002’’. 
SEC. 8023. DEPARTMENT OF VETERANS AFFAIRS 

MEDICAL-CARE RECEIPTS. 
(a) ALLOCATION OF RECEIPTS.—(1) Chapter 17 

of title 38, United States Code, is amended by in-
serting after section 1729 the following new sec-
tion: 

‘‘§ 1729A. Department of Veterans Affairs Med-
ical Care Collections Fund 
‘‘(a) There is in the Treasury a fund to be 

known as the Department of Veterans Affairs 
Medical Care Collections Fund. 

‘‘(b) Amounts recovered or collected after June 
30, 1997, under any of the following provisions 
of law shall be deposited in the fund: 

‘‘(1) Section 1710(f) of this title. 
‘‘(2) Section 1710(g) of this title. 
‘‘(3) Section 1711 of this title. 
‘‘(4) Section 1722A of this title. 
‘‘(5) Section 1729 of this title. 
‘‘(6) Public Law 87–693, popularly known as 

the ‘Federal Medical Care Recovery Act’ (42 
U.S.C. 2651 et seq.), to the extent that a recovery 
or collection under that law is based on medical 
care and services furnished under this chapter. 

‘‘(c)(1) Subject to the provisions of appropria-
tions Acts, amounts in the fund shall be avail-
able to the Secretary for the following purposes: 

‘‘(A) Furnishing medical care and services 
under this chapter, to be available during any 
fiscal year for the same purposes and subject to 
the same limitations as apply to amounts appro-
priated for that fiscal year for medical care. 

‘‘(B) Expenses of the Department for the iden-
tification, billing, auditing, and collection of 
amounts owed the United States by reason of 
medical care and services furnished under this 
chapter. 

‘‘(2) Amounts available under paragraph (1) 
shall be available only for the purposes set forth 
in that paragraph. 

‘‘(d) The Secretary shall ensure that the 
amount made available to a Veterans Integrated 
Service Network in a fiscal year from amounts 
in the fund is an amount equal to the amount 
recovered or collected by the Veterans Inte-
grated Service Network under a provision of law 
referred to in subsection (b) during the fiscal 
year.’’. 

(2) The table of sections at the beginning of 
such chapter is amended by inserting after the 

item relating to section 1729 the following new 
item: 

‘‘1729A. Department of Veterans Affairs Medical 
Care Collections Fund.’’. 

(b) CONFORMING AMENDMENTS.—Chapter 17 of 
such title is amended as follows: 

(1) Section 1710(f) is amended by striking out 
paragraph (4) and redesignating paragraph (5) 
as paragraph (4). 

(2) Section 1710(g) is amended by striking out 
paragraph (4). 

(3) Section 1722A(b) is amended by striking 
out ‘‘Department of Veterans Affairs Medical- 
Care Cost Recovery Fund’’ and inserting in lieu 
thereof ‘‘Department of Veterans Affairs Med-
ical Care Collections Fund’’. 

(4) Section 1729 is amended by striking out 
subsection (g). 

(c) DISPOSITION OF FUNDS IN MEDICAL-CARE 
COST RECOVERY FUND.—The amount of the un-
obligated balance remaining in the Department 
of Veterans Affairs Medical-Care Cost Recovery 
Fund (established pursuant to section 1729(g)(1) 
of title 38, United States Code) at the close of 
June 30, 1997, shall be deposited, not later than 
December 31, 1997, in the Department of Vet-
erans Affairs Medical Care Collections Fund es-
tablished by section 1729A(a) of title 38, United 
States Code, as added by subsection (a). 

Subtitle C—Other Matters 
SEC. 8031. ROUNDING DOWN OF COST-OF-LIVING 

ADJUSTMENTS IN COMPENSATION 
AND DIC RATES IN FISCAL YEARS 
1998 THROUGH 2002. 

(a) COMPENSATION COLAS.—(1) Chapter 11 of 
title 38, United States Code, is amended by in-
serting after section 1102 the following new sec-
tion: 
‘‘§ 1103. Cost-of-living adjustments 

‘‘(a) In the computation of cost-of-living ad-
justments for fiscal years 1998 through 2002 in 
the rates of, and dollar limitations applicable to, 
compensation payable under this chapter, such 
adjustments shall be made by a uniform percent-
age that is no more than the percentage equal to 
the social security increase for that fiscal year, 
with all increased monthly rates and limitations 
(other than increased rates or limitations equal 
to a whole dollar amount) rounded down to the 
next lower whole dollar amount. 

‘‘(b) For purposes of this section, the term ‘so-
cial security increase’ means the percentage by 
which benefit amounts payable under title II of 
the Social Security Act (42 U.S.C. 401 et seq.) are 
increased for any fiscal year as a result of a de-
termination under section 215(i) of such Act (42 
U.S.C. 415(i)).’’. 

(2) The table of sections at the beginning of 
such chapter is amended by inserting after the 
item relating to section 1102 the following new 
item: 

‘‘1103. Cost-of-living adjustments.’’. 
(b) DIC COLAS.—(1) Chapter 13 of title 38, 

United States Code, is amended by inserting 
after section 1302 the following new section: 
‘‘§ 1303. Cost-of-living adjustments 

‘‘(a) In the computation of cost-of-living ad-
justments for fiscal years 1998 through 2002 in 
the rates of dependency and indemnity com-
pensation payable under this chapter, such ad-
justments (except as provided in subsection (b)) 
shall be made by a uniform percentage that is 
no more than the percentage equal to the social 
security increase for that fiscal year, with all 
increased monthly rates (other than increased 
rates equal to a whole dollar amount) rounded 
down to the next lower whole dollar amount. 

‘‘(b)(1) Cost-of-living adjustments for each of 
fiscal years 1998 through 2002 in old-law DIC 
rates shall be in a whole dollar amount that is 
no greater than the amount by which the new- 
law DIC rate is increased for that fiscal year as 
determined under subsection (a). 

‘‘(2) For purposes of paragraph (1): 
‘‘(A) The term ‘old-law DIC rates’ means the 

dollar amounts in effect under section 1311(a)(3) 
of this title. 

‘‘(B) The term ‘new-law DIC rate’ means the 
dollar amount in effect under section 1311(a)(1) 
of this title. 

‘‘(c) For purposes of this section, the term ‘so-
cial security increase’ means the percentage by 
which benefit amounts payable under title II of 
the Social Security Act (42 U.S.C. 401 et seq.) are 
increased for any fiscal year as a result of a de-
termination under section 215(i) of such Act (42 
U.S.C. 415(i)).’’. 

(2) The table of sections at the beginning of 
such chapter is amended by inserting after the 
item relating to section 1302 the following new 
item: 

‘‘1303. Cost-of-living adjustments.’’. 
SEC. 8032. INCREASE IN AMOUNT OF HOME LOAN 

FEES FOR THE PURCHASE OF RE-
POSSESSED HOMES FROM THE DE-
PARTMENT OF VETERANS AFFAIRS. 

Section 3729(a) of title 38, United States Code, 
is amended— 

(1) in paragraph (2)— 
(A) in subparagraph (A), by striking out ‘‘or 

3733(a)’’; 
(B) in subparagraph (D), by striking out 

‘‘and’’ at the end; 
(C) in subparagraph (E), by striking out the 

period at the end and inserting in lieu thereof ‘‘; 
and’’; and 

(D) by adding at the end the following: 
‘‘(F) in the case of a loan made under section 

3733(a) of this title, the amount of such fee shall 
be 2.25 percent of the total loan amount.’’; and 

(2) in paragraph (4), as amended by section 
8012(1) of this Act, by striking out ‘‘or (E)’’ and 
inserting in lieu thereof ‘‘(E), or (F)’’. 
SEC. 8033. WITHHOLDING OF PAYMENTS AND 

BENEFITS. 

(a) NOTICE REQUIRED IN LIEU OF CONSENT OR 
COURT ORDER.—Section 3726 of title 38, United 
States Code, is amended— 

(1) by inserting ‘‘(a)’’ before ‘‘No officer’’; and 
(2) by striking out ‘‘unless’’ and all that fol-

lows and inserting in lieu thereof the following: 
‘‘unless the Secretary provides such veteran or 
surviving spouse with notice by certified mail 
with return receipt requested of the authority of 
the Secretary to waive the payment of indebted-
ness under section 5302(b) of this title. 

‘‘(b) If the Secretary does not waive the entire 
amount of the liability, the Secretary shall then 
determine whether the veteran or surviving 
spouse should be released from liability under 
section 3713(b) of this title. 

‘‘(c) If the Secretary determines that the vet-
eran or surviving spouse should not be released 
from liability, the Secretary shall notify the vet-
eran or surviving spouse of that determination 
and provide a notice of the procedure for ap-
pealing that determination, unless the Secretary 
has previously made such determination and 
notified the veteran or surviving spouse of the 
procedure for appealing the determination.’’. 

(b) CONFORMING AMENDMENT.—Section 5302(b) 
of such title is amended by inserting ‘‘with re-
turn receipt requested’’ after ‘‘certified mail’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply with respect to any 
indebtedness to the United States arising pursu-
ant to chapter 37 of title 38, United States Code, 
before, on, or after the date of enactment of this 
Act. 

Mr. CHAFEE. Mr. President, I sug-
gest the absence of a quorum. 

The PRESIDING OFFICER. The 
clerk will call the roll. 

The legislative clerk proceeded to 
call the roll. 

Mr. CHAFEE. Mr. President, I ask 
unanimous consent that the order for 
the quorum call be rescinded. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

VerDate Mar 15 2010 22:48 Oct 24, 2013 Jkt 081600 PO 00000 Frm 00274 Fmt 0624 Sfmt 0634 E:\1997SENATE\S26JN7.REC S26JN7m
m

ah
er

 o
n 

D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 S
O

C
IA

LS
E

C
U

R
IT

Y



CONGRESSIONAL RECORD — SENATE S6667 June 26, 1997 
REMOVAL OF INJUNCTION OF SE-

CRECY—TREATY DOCUMENT NO. 
105–9 
Mr. CHAFEE. Mr. President, as in ex-

ecutive session, I ask unanimous con-
sent that the injunction of secrecy be 
removed from the following treaty 
transmitted to the Senate on June 26, 
1997, by the President of the United 
States. 

Tax Convention with South Africa 
(Treaty Document No. 105–9). 

I further ask unanimous consent that 
the treaty be considered as having been 
read the first time; that it be referred, 
with accompanying papers, to the Com-
mittee on Foreign Relations and or-
dered to be printed; and that the Presi-
dent’s message be printed in the 
RECORD. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

The message of the President is as 
follows: 
To the Senate of the United States: 

I transmit herewith for Senate advice 
and consent to ratification the Conven-
tion Between the United States of 
America and the Republic of South Af-
rica for the Avoidance of Double Tax-
ation and the Prevention of Fiscal Eva-
sion with Respect to Taxes on Income 
and Capital Gains, signed at Cape Town 
February 17, 1997. Also transmitted is 
the report of the Department of State 
concerning the Convention. 

This Convention, which generally fol-
lows the U.S. model tax treaty, pro-
vides maximum rates of tax to be ap-
plied to various types of income and 
protection from double taxation of in-
come. The Convention also provides for 
the exchange of information to prevent 
fiscal evasion and sets forth standard 
rules to limit the benefits of the Con-
vention so that they are available only 
to residents that are not engaged in 
treaty shopping. 

I recommend that the Senate give 
early and favorable consideration to 
this Convention and give its advice and 
consent to ratification. 

WILLIAM J. CLINTON.
THE WHITE HOUSE, June 26, 1997. 

f 

ORDER TO PRINT SENATE 
AMENDMENT TO H.R. 2015 

Mr. CHAFEE. Mr. President, I ask 
unanimous consent that the Senate 
amendment to H.R. 2015 be printed as 
passed. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

ORDERS FOR FRIDAY, JUNE 27, 1997 

Mr. CHAFEE. Mr. President, I ask 
unanimous consent that when the Sen-
ate completes its business today, it 
stand in adjournment until the hour of 
9 a.m. on Friday, June 27. I further ask 
unanimous consent that on Friday, im-
mediately following the prayer, the 
routine requests through the morning 
hour be granted, and the Senate imme-
diately resume consideration of S. 949, 
the Tax Fairness Relief Act, and under 
the previous order the Senate will 
begin a series of votes on or in relation 
to the pending amendments. I further 
ask unanimous consent that there be 2 
minutes of debate equally divided in 
the usual form prior to each vote, and, 
lastly, with regard to any amendment 
offered, following the reporting of the 
amendment the reading of the amend-
ment be waived. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

f 

PROGRAM 

Mr. CHAFEE. Mr. President, for the 
information of all Senators, tomorrow 
at 9 a.m. the Senate will resume con-
sideration of S. 949, the Tax Relief Act 
of 1997 and begin another lengthy series 
of rollcall votes. Following the disposi-
tion of the pending amendments, addi-
tional amendments may be offered. 
However, it is hoped that Members will 
refrain from offering amendments so 
that the Senate may complete action 
on this bill at a reasonable time on Fri-
day. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

f 

ADJOURNMENT UNTIL 9 A.M. 
TOMORROW 

Mr. CHAFEE. Mr. President, if there 
be no further business to come before 
the Senate, I now ask unanimous con-
sent that the Senate stand in adjourn-
ment under the previous order. 

There being no objection, the Senate, 
at 11:22 p.m., adjourned until Friday, 
June 27, 1997, at 9 a.m. 

f 

NOMINATIONS 

Executive nominations received by 
the Senate June 26, 1997: 

THE JUDICIARY 

JEROME B. FRIEDMAN, OF VIRGINIA, TO BE U.S. DIS-
TRICT JUDGE FOR THE EASTERN DISTRICT OF VIRGINIA 
VICE ROBERT G. DOUMAR, RETIRED. 

RONNIE L. WHITE, OF MISSOURI, TO BE U.S. DISTRICT 
JUDGE FOR THE EASTERN DISTRICT OF MISSOURI VICE 
GEORGE F. GUNN, JR., RETIRED. 

DEPARTMENT OF THE INTERIOR 

ROBERT G. STANTON, OF VIRGINIA, TO BE DIRECTOR OF 
THE NATIONAL PARK SERVICE. (NEW POSITION) 

DEPARTMENT OF COMMERCE 

W. SCOTT GOULD, OF THE DISTRICT OF COLUMBIA, TO 
BE CHIEF FINANCIAL OFFICER, DEPARTMENT OF COM-
MERCE, VICE THOMAS R. BLOOM. 

W. SCOTT GOULD, OF THE DISTRICT OF COLUMBIA, TO 
BE AN ASSISTANT SECRETARY OF COMMERCE, VICE 
THOMAS R. BLOOM. 

DEPARTMENT OF AGRICULTURE 

CATHERINE E. WOTEKI, OF THE DISTRICT OF COLUM-
BIA, TO BE UNDER SECRETARY OF AGRICULTURE FOR 
FOOD SAFETY. (NEW POSITION) 

U.S. ENRICHMENT CORPORATION 

KNEELAND C. YOUNGBLOOD, OF TEXAS, TO BE A MEM-
BER OF THE BOARD OF DIRECTORS OF THE U.S. ENRICH-
MENT CORPORATION FOR A TERM EXPIRING FEBRUARY 
24, 2002. (REAPPOINTMENT) 

DEPARTMENT OF STATE 

WENDY RUTH SHERMAN, OF MARYLAND, TO BE COUN-
SELOR OF THE DEPARTMENT OF STATE, AND TO HAVE 
THE RANK OF AMBASSADOR DURING HER TENURE OF 
SERVICE. 

GORDON D. GIFFIN, OF GEORGIA, TO BE AMBASSADOR 
EXTRAORDINARY AND PLENIPOTENTIARY OF THE 
UNITED STATES OF AMERICA TO CANADA. 

MAURA HARTY, OF FLORIDA, A CAREER MEMBER OF 
THE SENIOR FOREIGN SERVICE, CLASS OF COUNSELOR, 
TO BE AMBASSADOR EXTRAORDINARY AND PLENI-
POTENTIARY OF THE UNITED STATES OF AMERICA TO 
THE REPUBLIC OF PARAGUAY. 

CURTIS WARREN KAMMAN, OF THE DISTRICT OF CO-
LUMBIA, A CAREER MEMBER OF THE SENIOR FOREIGN 
SERVICE, CLASS OF CAREER MINISTER, TO BE AMBAS-
SADOR EXTRAORDINARY AND PLENIPOTENTIARY OF 
THE UNITED STATES OF AMERICA TO THE REPUBLIC OF 
COLOMBIA. 

JAMES F. MACK, OF VIRGINIA, A CAREER MEMBER OF 
THE SENIOR FOREIGN SERVICE, CLASS OF MINISTER- 
COUNSELOR, TO BE AMBASSADOR EXTRAORDINARY AND 
PLENIPOTENTIARY OF THE UNITED STATES OF AMERICA 
TO THE CO-OPERATIVE REPUBLIC OF GUYANA 

ANNE MARIE SIGMUND, OF THE DISTRICT OF COLUM-
BIA, A CAREER MEMBER OF THE SENIOR FOREIGN SERV-
ICE, CLASS OF CAREER MINISTER, TO BE AMBASSADOR 
EXTRAORDINARY AND PLENIPOTENTIARY OF THE 
UNITED STATES OF AMERICA TO THE KYRGYZ REPUBLIC. 

KEITH C. SMITH, OF CALIFORNIA, A CAREER MEMBER 
OF THE SENIOR FOREIGN SERVICE, CLASS OF MINISTER- 
COUNSELOR, TO BE AMBASSADOR EXTRAORDINARY AND 
PLENIPOTENTIARY OF THE UNITED STATES OF AMERICA 
TO THE REPUBLIC OF LITHUANIA. 

DANIEL V. SPECKHARD, OF WISCONSIN, A CAREER 
MEMBER OF THE SENIOR EXECUTIVE SERVICE, TO BE 
AMBASSADOR EXTRAORDINARY AND PLENIPOTENTIARY 
OF THE UNITED STATES OF AMERICA TO THE REPUBLIC 
OF BELARUS. 

DEPARTMENT OF TRANSPORTATION 

GEORGE DONOHUE, OF MARYLAND, TO BE DEPUTY AD-
MINISTRATOR OF THE FEDERAL AVIATION ADMINISTRA-
TION, VICE LINDA HALL DASCHLE. 

DEPARTMENT OF THE TREASURY 

GARY GENSLER, OF MARYLAND, TO BE AN ASSISTANT 
SECRETARY OF THE TREASURY, VICE DARCY E. 
BRADBURY. 

NANCY KILLEFER, OF FLORIDA, TO BE AN ASSISTANT 
SECRETARY OF THE TREASURY, VICE GEORGE MUNOZ. 

NANCY KILLEFER, OF FLORIDA, TO BE CHIEF FINAN-
CIAL OFFICER, DEPARTMENT OF THE TREASURY, VICE 
GEORGE MUNOZ. 

U.S. INTERNATIONAL DEVELOPMENT 
COOPERATION AGENCY 

GEOREGE MUNOZ, OF ILLINOIS, TO BE PRESIDENT OF 
THE OVERSEAS PRIVATE INVESTMENT CORPORATION, 
VICE RUTH R. HARKIN, RESIGNED. 
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H.R. 1902, THE CHARITABLE DONA-
TION ANTITRUST IMMUNITY ACT
OF 1977

HON. MICHAEL G. OXLEY
OF OHIO

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. OXLEY. Mr. Speaker, I am pleased to
support H.R. 1902, the Charitable Donation
Antitrust Immunity Act of 1997.

This bill continues Congress’ efforts, begun
in the 104th Congress, to protect charities
from abusive litigation. My colleagues may re-
call that this legislation was sparked by con-
cerns raised by a nationwide class-action law-
suit filed in Federal court in Texas in 1994.
That litigation charged that charitable gift an-
nuities and other similar products that are
widely used by charities, universities, and
other organizations to raise donated funds,
were issued in violation of the securities and
antitrust laws. That lawsuit caused great con-
cern among the charities and other organiza-
tions that were the suit’s target, which saw po-
tential liabilities in the billions of dollars as a
result of this litigation and the likely copycat
suits that would follow.

In 1995, the Commerce Committee moved a
bipartisan bill through the Congress to protect
these organizations against the securities alle-
gations raised in that lawsuit. That legislation,
H.R. 2519, which was supported by the Secu-
rities and Exchange Commission, codified and
clarified existing administrative exemptions
that applied to charitable gift annuities and
similar products, which were never intended to
fall within the scope of the Federal securities
laws as charged by the plaintiffs in the Texas
lawsuit. That bill passed unanimously in the
Commerce Committee and received a re-
sounding vote of 421 to 0 in this body, where-
upon it was passed by the Senate on a voice
vote and, shortly thereafter, signed into law by
the President.

Concurrent with our efforts in the Commerce
Committee, the Judiciary Committee passed
companion legislation to address the antitrust
aspects of the Texas litigation.

Unfortunately, despite our success in the
last Congress, the threat that this litigation
presents to charitable and other organizations
that use charitable gift annuities and similar
products to raise funds has not gone away.
The U.S. Court of Appeals for the Fifth Circuit
recently held that the 1995 antitrust legislation
was not broad enough to prevent the plaintiffs
from continuing their litigation in this area.
Thus, Chairman HYDE and his colleagues on
the Judiciary Committee have introduced leg-
islation that will clarify Congress’ intention and,
we hope, end the litigation threat to charitable
organizations across the country.

I am pleased to continue to support efforts
to preserve the ability of America’s charities,
universities, and other organizations to use
charitable gift annuities and similar products to
raise needed funds, and urge the President to
sign H.R. 1902 so that the needless threat to

these organizations can be laid to rest once
and for all.
f

HONORING THE WEST
SPRINGFIELD LADY SPARTANS

HON. THOMAS M. DAVIS
OF VIRGINIA

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. DAVIS of Virginia. Mr. Speaker, I rise
today to honor a group of young women who
have achieved great feats, not only on the
basketball court, but also in the community. I
am speaking of the Virginia State High School
Basketball Champions, the West Springfield
Lady Spartans.

Their success on the basketball court
speaks for itself. In addition to winning the
State title they were ranked No. 1 in the
Washington metropolitan area by the Wash-
ington Post and No. 9 in the Nation by the
USA Today for the past season. However, it is
their endeavors off the court that have made
them true champions.

Not only did these ladies manage to main-
tain a 3.5 GPA as a team, they found time be-
tween studying and practicing to become ac-
tive in community service. Each Saturday after
practice the team would participate in the Spe-
cial Olympic program, where they would teach
mentally and physically challenged students
the game of basketball. In March they orga-
nized a free basketball clinic for young girls
between the ages of 5 and 16 that attracted
over 100 participants. During the Christmas
season the team embodied the spirit of the
season by assisting in a charity program
which provided toys and clothes to needy chil-
dren.

I am proud to recognize the Lady Spartans
not only for their excellence in basketball, but
for graciously donating their talents and ener-
gies to benefit others in the Springfield com-
munity. The example they have set in the
classroom, on the court, and in the community
is one that should be emulated by those who
follow them.

Mr. Speaker, I know my colleagues will join
me today in honoring these fine young stu-
dent-athletes.
f

TRIBUTE TO T. NATHAN DOAN

HON. JAMES A. BARCIA
OF MICHIGAN

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. BARCIA. Mr. Speaker, all of us have
special memories of Christmas time with our
families and friends. The excitement of Christ-
mas Eve, the delight of unopened presents on
Christmas morning, but most of all, we re-
member the mystery and magic of Santa
Claus. I have had the privilege and honor of
knowing the true Santa Claus in T. Nathan

Doan, who was a constituent, a friend, and an
inspiration to us all.

Nathan Doan, or Nate as he was known to
tens of thousands, passed away on May 19,
1997. He will be missed by his family and his
friends, but also by the thousands of people
whose lives he has so selflessly touched over
the span of his lifetime. Each year on Christ-
mas Eve, Nate’s car became Santa’s magical
sleigh soaring Nate and Mrs. Clause, his wife
Mary Ida, to the homes of Bay City’s children
to share the Christmas spirit. One of Santa’s
many elves would phone ahead to ensure that
the children at the next house were ready for
the visit from Santa and Mrs. Claus.

Nate started his Santa career back in 1940.
He was to be a replacement Santa. Little did
he realize then that this was the beginning of
a career that would touch the lives of many
generations of not only the citizens of Michi-
gan, but citizens across the Nation and the
world.

In 1953, Nate attended the Charles W.
Howard Santa School in New York. He revis-
ited each year until 1966 when Charles How-
ard passed on. Nate stepped in to lead the
school keeping the legacy alive by training
more than 800 Santas. In 1967, 1968, and
again in 1980, Nate and his wife, Mary Ida,
traveled to Australia to share the magic of
Christmas.

Nate was very proud of Bay City and the
Bay City School District that employed him for
many years. As Santa, he would delight the
school children and always knew all the teach-
ers by name. However, Nate was proudest of
his role as husband to Mary Ida and father to
T. Nathan II and Jeffrey. Their loving support
for Nate’s legacy as Santa to the worlds’ chil-
dren enabled him to touch us all.

Nate was a deeply religious man and was
very active in his church. His divine inspiration
manifested itself, not just in his giving, but in
his sense of humor. Spending just a little time
with Nate meant sore cheeks from laughter
and another loving memory of a man with a
heart that could always make room for one
more person. Nate’s caring personality was in-
fectious and always left one with a positive
feeling.

Mr. Speaker, the world is a better place be-
cause of our Santa, Nate Doan. May his wife
and lifetime partner, Mary Ida, and his chil-
dren, Nate and Jeff, know that our thoughts
and prayers are with them. May they also
know that Nate will continue to live in the
memories of all of us that he so lovingly
touched.
f

FARMLAND PRESERVATION

HON. LEE H. HAMILTON
OF INDIANA

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. HAMILTON. Mr. Speaker, I would like to
insert my Washington Report for Wednesday,
June 18, 1997 into the CONGRESSIONAL
RECORD.
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FARMLAND PRESERVATION

Farmland is one of this nation’s most pre-
cious resources. But farmland is fragile: it
takes nature 100 to 1,000 years to replace one
inch of topsoil. Fifteen tons of topsoil wash
down the Mississippi River every second. The
United States has made an impressive effort
to reduce loss of farmland by erosion, but
prime farmland is also being converted to
shopping centers and suburbs at a rapid rate.
As communities grow and expand, new hous-
ing, industry, and roads must be built to sup-
port that growth. This growth has many
positive aspects to it, with the creation of
new wealth and jobs, but concern is growing
that unchecked development may be reduc-
ing the limited resource of good farmland.
There is a general consensus that domestic
food production capacity is not currently
threatened by the conversion of farmland to
other uses, but less certainty about the abil-
ity of the United States to meet future ex-
port demand.

THE PROBLEM

By some estimates, Indiana is losing more
than 70,000 acres of prime farmland each
year. Some groups calculate that, over the
last decade, the United States has lost more
than 10 million acres of farmland—an area
almost half the size of Indiana. This is trou-
bling for several reasons.

First, the loss of prime farmland elimi-
nates a productive resource from future use.
Almost 20% of the U.S. economy is linked to
farm production. A reduction in agricultural
productivity could hurt the overall economy.

Second, new development that increases
land prices makes it difficult for younger
farmers to purchase land. Because the rural
population is aging, young farmers will be
critical to the future strength of agriculture.

Third, less land could mean higher food
prices. In the next fifty years, world food de-
mand is projected to triple. Unless we can in-
crease food production, growing demand will
force prices up, hitting moderate income
families hardest.

Fourth, the loss of agricultural land de-
creases the quality of life in small towns and
rural areas. Hoosiers value our beautiful
countryside and the open spaces that charac-
terize Indiana’s landscape. With unplanned
development, we risk losing some of our
treasured land resources.

Fifth, the loss of prime farmland near
growing communities may force farmers to
use less productive land. Such farming often
requires more chemicals and causes more
erosion, thus decreasing water safety and
quality.

Sixth, U.S. food production is important to
international security. With just 4% of the
world’s population, the U.S. produces 20% of
the world’s field crops on 14% of the arable
farmland. Yet China, for example, has 25% of
the population and just 7% of the arable
farmland. U.S. exports will be critical for the
future security of many growing countries.
Unchecked loss of U.S. farmland could make
famine, refugee flows, and political instabil-
ity more common abroad.

POSSIBLE SOLUTIONS

We must gather more information on the
problem and possible solutions. We really do
not know how serious the problem is, or the
most effective ways to address it. Different
agencies give different estimates on how
much farmland has been converted to non-
farm use, and whether farmland conversion
is a national or a local and regional problem.
The President, governors, and other leading
officials should make clear policy state-
ments on the importance of agricultural
land.

Easements
One popular approach to preservation is a

voluntary land use ‘‘easement’’. Farmers

who want to preserve their land for farming
can sell easements to community groups,
governments, or conservation organizations
to protect the future use of the land. Present
and future property owners retain all rights
to use the land as they see fit, within the
guidelines of the easement. The voluntary
easement compensates the farmer for the
loss of future commercial or residential de-
velopment rights.

Federal programs
To encourage the use of easements, Con-

gress created the Farmland Protection Pro-
gram in the 1996 farm bill. This program pro-
vides easement matching funds to states and
local communities that have farmland pres-
ervation programs. Incentives should also be
given to encourage development on land that
is less-suited for agriculture. Government at
all levels must be sensitive to the adverse ef-
fect of its own activities on agricultural
land.

State efforts
The State of Indiana has also studied farm-

land protection, and Governor Frank
O’Bannon has announced the creation of a
task force to make recommendations on
local farmland preservation efforts. This
task force will include agricultural, con-
servation, and business groups, and state and
local officials. If the state sets up a formal
program, local efforts could get federal
matching funds.

Taxes
Current estate tax laws often make it dif-

ficult to keep farmland in the family, and to
continue its agricultural use. Heirs faced
with large tax bills are more likely to sell
farmland for development. I support meas-
ures in the state legislature and Congress to
increase estate tax relief and other incen-
tives to keep land in the family or preserve
it for agricultural use.

Land reuse
Another way to encourage farmland pres-

ervation is to recycle ‘‘brownfields’’, or old
industrial sites, rather than taking farmland
out of production. Companies are often re-
luctant to clean up old factories in cities be-
cause of environmental regulations and a de-
teriorating quality of life in urban areas.
The clean-up and redevelopment of these
sites is in farmers’ interests.

CONCLUSION

We must be careful not to raise concerns
about federal intervention in land use. Land
use and zoning regulations are and should re-
main the responsibility of local govern-
ments. We do have to increase awareness of
the risks of farmland conversion, encourage
state and local leaders to be aware of those
risks, and provide effective options for com-
munities to preserve farmland. Nothing is
more important than preserving our nation’s
natural resource base.

f

SMALL BUSINESS OWNERS TES-
TIFY ON PRO-SMALL BUSINESS
PROVISIONS OF THE TAXPAYER
RELIEF ACT

HON. JOHN A. BOEHNER
OF OHIO

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. BOEHNER. Mr. Speaker, the House Re-
publican conference organized a public forum
to hear from small business owners on the im-
portance of passing the Taxpayer Relief Act.
The forum focused on three of the pro-small
business provisions in the Taxpayer Relief

Act—the home office deduction, capital gains
rate reductions, and relief from death taxes.

The compelling testimony from these small
business owners from across America are in-
cluded to demonstrate to my colleagues the
debate on the taxpayer Relief Act is not about
class warfare, rather it is about helping all
Americans and small businesses prosper and
succeed to achieve their dreams.

SUSAN THOMAS.

My name is Susan Thomas, President of
Best of Service and Sales International,
Inc.—a home-based business in Annandale,
Virginia. I am pleased to appear today on be-
half of the National Association for the Self-
Employed (NASE), the national association
representing more than 325,000 small busi-
ness persons and self-employed individuals.
The NASE would like to thank the House
Republican Conference for organizing this
hearing to highlight some very important is-
sues for millions of small business people—
particularly the home office deduction. We
would like to commend Rep. Jim Talent for
sponsoring H.R. 1145—The Home-Based Busi-
ness Fairness Act, those representatives who
joined as co-sponsors, Rep. Mike Pappas for
introducing his home office deduction bill,
and the members of the Ways & Means Com-
mittee who included the home office deduc-
tion in their recent tax bill.

My company—Best of Service and Sales
International, Inc.—employs 3 individuals to
market computer equipment, peripherals,
software, and computer supplies to the fed-
eral government. In addition, I have started
a new venture called Best Travel Services
which markets vacations, and educational
and group study tours.

I initially started a home-based business
several years ago because I was frustrated
with working for the large company/cor-
porate culture. I originally setup my busi-
ness in my home upon leaving Wang Cor-
poration because I had very little working
capital at the time. Ironically, it was my in-
tention when I started my business to ulti-
mately move the business out of my home
and into commercial office space at a later
date. Today, I would not trade my home-
based business for any commercial office lo-
cation anywhere. I love my home office be-
cause of the conveniences it affords me. Un-
fortunately, for businesses like mine, the
home office deduction has been under at-
tack.

While I operate a home-based business, I
don’t take the home office tax deduction on
my tax return. Why? Not because the IRS re-
quires businesses that take the deduction to
see their clients in their home office or that
they should generate their revenue there. I
actually meet these unfair and discrimina-
tory tests—tests that no other businesses are
required to fulfill. No, the reason I don’t
take the deduction is the warning that I and
millions of others like me got from our ac-
countants. Taking the deduction, my ac-
countant told me, is like waving a red flag at
the IRS. . . . a flag saying, ‘‘AUDIT ME!’’

This is ridiculous. Congress passes a law to
help home-based businesses. The IRS then
tries to impose the narrowest interpretation
as possible on the law. They lost two court
cases, but took the case all the way to the
Supreme Court in the Soliman case. After fi-
nally convincing the Supreme Court to nar-
row the deduction, the IRS then audits those
who still qualify for it so aggressively that
millions of people legitimately entitled to
the deduction are afraid to take it.

Look at the numbers. IRS statistics of in-
come show that 1.5 million people claimed
the home office deduction in 1994. Yet the
number of full-time home-based businesses is
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variously estimated at between 7 and 14 mil-
lion. why don’t 80 to 90% of home-based busi-
nesses take the deduction. Don’t they qual-
ify? I believe a great many of them are just
like me. They do qualify, but are forced to
choose between the time and stress of an
audit or the modest tax savings of the deduc-
tion. I choose to forego the deduction.

The current home office deduction limita-
tions are unfair and unwise for other reasons
too. All over the country, larger businesses
are laying off employees. If we want to help
these people get on their feet, we should
make it a little easier for them to start a
business. The same goes for people who are
forced off the welfare rolls under the 1996
welfare reform law. They should be given the
opportunity to start up businesses, as self-
employed people, with a minimum of up-
front costs. Not to mention the need and de-
sire of individuals to be closer to their fami-
lies in today’s day and age. Home-based busi-
nesses are an obvious way to help facilitate
all of this.

Give us the certainty of an expanded, mod-
ernized home office deduction and we will
use it. Don’t allow the IRS to administra-
tively defeat Congress’ original purpose with
the deduction. Improve the fairness and clar-
ity of the home office deduction. Not only
will more home-based businesses have a bet-
ter chance to succeed, but more potential
home-based businesses will decide to try.
And that’s better for America.

I would like to thank the House Repub-
lican Conference for the opportunity to ap-
pear today, and I would also urge the House
Conferees to ensure the inclusion of the pro-
business, pro-family home office deduction
in the budget. Thank you very much.

GIOVANNI CORATOLA,
Franconia, VA, June 25, 1997.

Good morning Mr. Chairman. My name is
Giovanni Coratola and I own Port of Italy in
Franconia, VA. Thank you for giving me this
opportunity to testify today.

My restaurant does not belong to the peo-
ple in this room. My restaurant does not be-
long to the federal government. My res-
taurant belongs to my family and in a sense
it belongs to my extended family of employ-
ees that have dedicated their lives to making
it work. The ownership of my restaurant
comes at a high price. I routinely work seven
day weeks with 12 to 14 hour weeks not un-
common. I have taken less time off in the 25
years I have been in business than the aver-
age worker takes off in one year. The major-
ity of the profits that have been generated
from my restaurant have been returned to
the business or spent on keeping abreast
with changing public demands. Ownership of
my restaurant is the result of a high per-
sonal commitment from myself, my wife, my
family and my employees. Yet upon death, it
would be taxed to the point of being taken
from those it was meant to be given.

My restaurant does not belong to the peo-
ple in this room. When I was asked to come
here today I inquired what the main objec-
tive was to providing relief from this onerous
tax. I was told it was being attacked as given
tax cuts to the rich. Well, there are two
things wrong with this (1) I am not, within
any stretch of the imagination, wealthy (2)
How can you feel that letting my family
keep what we have spent our lives working
for is giving us anything that we do not al-
ready own and deserve. In all fairness to me
and other restaurateurs that have spent
their lives building something of value for
their families and employees it is time the
federal government wean itself from taking
in death, what it could not justify in taking
while I was alive.

On behalf of myself, my family, and my
restaurant family of employees I thank you

for allowing me to address you here today.
And I suggest that if the federal government
wants the right to take the restaurant when
I die, I encourage it to take these keys and
help me operate it while I’m alive.

JIM ELMER.
Good morning. My name is Jim Elmer, and

I am the owner of Jim J. Elmer Construction
Co. in Spokane, Washington. I am pleased to
have the opportunity to speak with you
today in support of the Tax Relief Act of
1997, in particular the proposed capital gains
tax reduction.

Our firm constructs buildings for private
owners. Most of our work is negotiated. We
currently have two (2) projects which have
been on hold for the past several years pend-
ing a reduction in the capital gains taxes.
The projects do not make economic sense for
the owners to sell other assets in order to fi-
nance their new projects and pay 28% capital
gains taxes, with the modest reductions
which you proposed, the projects become
economically viable for our owners.

The release of these new dollars into our
economy will allow us to hire more people in
the community and purchase additional
building materials for the projects, helping
our area’s economy to grow.

An addition to the increased economic ac-
tivity, the capital gains reduction will also
benefit our employers directly. Besides pro-
viding more employment our employees will
be able to help pay for their children’s col-
lege education, or purchase a new home
without being penalized severely by the cap-
ital gains taxes.

The capital gains reduction will be a great
stimulus to increase economic activity in
our area and for our company directly. We
support the Ways and Means Bill, and would
strongly support further reductions in the
future.

Thank you for allowing me to speak. If you
should have any questions, I will be happy to
answer them. Thank you.

Mr. BOBBY TODD,
Washington, DC, June 25, 1997.

Mr. Chairman, members of the House Re-
publican Conference, thank you for taking
the time this morning and listening to
America’s small business owners. I am Bobby
Todd and I own and operate a small print
shop, Eagle Printing, here in Washington,
DC. I am also a member of National Small
Business United, the nation’s oldest small
business advocacy organization.

I am pleased to be here at such a historic
moment for our country. Today, the House
of Representatives will vote and pass a budg-
et plan that will balance our nation’s budget
and make the federal government do some-
thing that I have had to do my whole profes-
sional and personal life: live within our
means. And tomorrow we will see our first
tax cut for the middle-class working men
and women of our country since the Reagan
Administration—and it is long overdue.

It is often said that small business is the
engine that drives the American economy
and I couldn’t agree more. As a middle-class
small business owner I want to tell you how
welcomed the Tax Payers’ Relief Act of 1997
is to me and my family.

At the heart of the tax package for small
business owners are the provisions that tar-
get small business’ bottom line and allow us
to compete in this ‘‘global economy’’: inde-
pendent contractor status, extension of
EFTPS, the all-important home office deduc-
tion and long-overdue death tax relief. With-
out these and other reforms included in this
tax package, my business is at a competitive
disadvantage to larger companies, as are
hundreds of thousands of other small busi-
nesses.

Including the home office deduction is an
important piece of this tax bill. By redefin-
ing what a home office is, it will allow small
entrepreneurs to work at home, stay close to
their families and help raise their children.
Let me point out to you that under the cur-
rent law, I could use a room in my neighbor’s
house to conduct my business and deduct it,
but if I did the same exact work in a room in
my house I could not. That just doesn’t
make any sense and is absolutely counter-
productive to the small business movement.

As the American economy continues its
shift towards smaller and sometimes home-
based businesses, making the tax rules easier
and clearer for us is essential. Congress
couldn’t send a clearer message of its sup-
port for the small business community than
by passing this tax bill.

And, I hope that this is just a first step in
the process. I would like nothing more than
to change the entire tax system so it truly
encourages investment, savings and the en-
trepreneurial spirit that has made this coun-
try so great. But, I will leave those thoughts
for another day. Thank you very much for
allowing me this time to speak with you.

PAUL JOST,
Alexandria, VA.

Good morning. I’m Paul Jost. I’m the
president of Chandler Development Corpora-
tion. We are a small business based in Alex-
andria, Virginia, which buys and manages
apartment buildings.

We are members of the NFIB and the Na-
tional Apartment Association. Our business
currently has 35 employees.

I started the business in 1988 raising cap-
ital from friends and family. We have just
over 100 investors, most of whom are small
investors. In addition to the 35 direct jobs we
have created, we also employ a number of
independent contractors who do such things
as maintain the lawns, service the pools, and
paint and clean the apartments between resi-
dents. In all, we probably provide employ-
ment for over 100 people.

The high capital gains tax rate limits my
ability to raise capital to finance new acqui-
sitions which would provide more jobs and
more housing for families. A high capital
gains tax also distorts our ability to make
decisions of whether to sell or hold prop-
erties. That decision should be based on prof-
itability, not the tax implications.

I believe that a reduction in the capital
gains rate would generate more taxes. For
example, we own a property in Texas which
we would probably sell if the rate were low-
ered. And that sale would generate substan-
tial tax revenues.

We would use the after-tax profits to pur-
chase several other properties, in Texas and
in Virginia. At the current capital gains
rate, however, our investors prefer not to
sell because too much of the profit would be
taken by the federal government.

The net result is that a profitable sale will
probably not occur, which hurts us and actu-
ally leads to a loss of tax revenue for the fed-
eral government. Everybody loses because of
bad tax policy.

Last year, we were able to sell a property
and buy another using a 1031 like-kind ex-
change which enabled us to roll our gain into
the new property and defer taxes on the gain.
That mechanism, however, is very com-
plicated and is only available to those who
can afford high priced lawyers and account-
ants. There are also numerous risks and re-
strictions involved in such exchanges which
make us unlikely to use them in the future.
that transaction also did not produce any
tax revenue for the federal government.

Everyone (except our lawyers and account-
ants) would have been better off had the rate
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been lower. We would not have had to jump
through these hoops and the government
would have collected some taxes.

I also believe that the death tax exemption
should be increased. While I currently do not
have children, I would like to think that I
could some day pass on my business to my
children. Many of my investors are also con-
cerned with the death tax. This has led some
of them to make their investments through
trusts in their children’s names. This leads
to additional paperwork and more profit for
our lawyers and accountants. We would all
be better off if the exemption were raised
and the rules were simplified.

Thank you very much for giving me the
change to share my views with you. I know
you are busy and I appreciate the time you
have given me.

f

PERSONAL EXPLANATION

SPEECH OF

HON. PHILIP M. CRANE
OF ILLINOIS

IN THE HOUSE OF REPRESENTATIVES

Wednesday, June 25, 1997

Mr. CRANE. Mr. Speaker, on rollcall No.
236, on final passage of H.R. 1119, had I
been present, I would have voted ‘‘aye.’’
f

IMPROVING HUMAN RIGHTS IN
CHINA

HON. DONALD A. MANZULLO
OF ILLINOIS

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. MANZULLO. Mr. Speaker, I am pleased
to join my colleagues in becoming an original
cosponsor of the China Human Rights and
Democracy Act of 1997. I especially wish to
applaud the actions of my colleagues, Rep-
resentatives JOHN PORTER, DAVID DREIER, JIM
KOLBE, and MATT SALMON, in writing and
pushing this legislation. In my opinion, Mr.
Speaker, this bill is the right, targeted ap-
proach to take in opposing the policies of the
People’s Republic of China that all Americans
find repugnant. As evidenced by the vote last
Tuesday, the most-favored-nation [MFN] or
normal trade status debate is the wrong place
to express our disagreements with the Chi-
nese Government.

This legislation would allow Radio Free Asia
to broadcast 24 hours a day to give the Chi-
nese people the truth about their government
and current events. In addition, the bill would
help various foundations to promote democ-
racy, civil society, and the rule of law in China
and would encourage more international ex-
changes between our two peoples. It would
also promote a voluntary code of conduct for
United States businesses. The vast majority of
United States companies operating in China
already provide exemplary models to China of
how to conduct business and treat people
equally and fairly. This code would help give
these U.S. firms concrete goals to measure
their success.

The bulk of the legislation focuses on pro-
moting human rights in China. It requires an
annual report on human rights conditions in
China. The bill also proposes to create a pris-
oner information registry so that people in the
United States could plead for specific political

prisoners in China. It would also deny visas to
Chinese Government officials who have been
involved in human rights abuses or in the pro-
liferation of weapons of mass destruction. The
bill would also publish and disseminate a list
of Chinese companies that are affiliated with
the People’s Liberation Army so the American
people would know if a particular product they
wish to buy is made by a Chinese firm affili-
ated with the Chinese military.

However, I have one minor but important
reservation about the legislation, which I hope
can be worked out before it reaches the
House floor for a vote. The legislation requires
a one-to-one ratio between State Department
Foreign Service officers with an expertise in
human rights and Commerce Department U.S.
Foreign & Commercial Service [US&FCS] offi-
cers, who are experts at promoting U.S. ex-
ports.

The China Human Rights and Democracy
Act mandates that the State Department ap-
point at least six human rights officers. The
problem is that there are 13 US&FCS officers
in China, with 9 in Beijing alone. The problem
is further compounded by the fact that the
Commerce Department currently only has
seven of these nine positions in Beijing filled.
Plus, one of these officials is really an export
control officer who is charged primarily with
ensuring that Chinese importers comply with
United States export control laws. If the State
Department is unable to fund more than the
minimum number of six human rights officers,
then the unintended consequence of this legis-
lation will force the Commerce Department to
withdraw as many as seven US&FCS officers
from China to comply with this one-to-one
ratio. Thus, the real-life practical effect of the
legislation could translate into having only five
full-time US&FCS officers for the entire coun-
try of China. Compare that with Tokyo, Japan,
12 US&FCS officers, or Seoul, South Korea, 7
US&FCS officers, and I hope you see the
need, Mr. Speaker, for more than 5 US&FCS
officers for all of China.

Our foreign competitors already have doz-
ens more export promotion officials in China
than us. This legislation could place United
States exporters at a competitive disadvan-
tage I believe the better way is to have the
legislation stress the importance of stationing
human rights officers in China but leave the
number of these officers up to the discretion of
the State Department and not require a one-
to-one ratio to US&FCS officers.

Mr. Speaker, with this minor reservation, I
am pleased to join on as an original cospon-
sor to the China Human Rights and Democ-
racy Act of 1997, and I hope to work out this
problem through the committee process.
f

THE TOWN OF MICHIGAMME, MI,
CELEBRATES ITS 125TH BIRTHDAY

HON. BART STUPAK
OF MICHIGAN

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997

Mr. STUPAK. Mr. Speaker, I bring to the at-
tention of the U.S. House of Representatives
and the American public the 125th birthday of
a proud historic town in the First Congres-
sional District of Michigan, the town of
Michigamme. This town, with a population of
just over 300 residents, may be considered

small by conventional standards, but it holds a
big place in the history of the central Upper
Peninsula of Michigan and in the hearts of the
people who have known it.

Michigamme was founded in 1872 by Jacob
Houghton, the brother of the famous Dr.
Douglas Houghton, after he discovered iron
ore deposits there. Mr. Houghton became the
owner and operator of both the iron ore mine
and the sawmill of Michigamme. Iron ore min-
ing and timber industry jobs brought hundreds
to Michigamme, but the economic panic of
1873 and a forest fire soon reduced the num-
ber of available jobs. Michigamme exhibited its
resilience as a community by reopening the
sawmill and resuming mining. The town
bounced back and the population swelled to
1,800 by 1882, a record that has stood intact
since that time. In 1881, F.W. Read bought
the Michigamme sawmill, and the mines of the
area were purchased by the Cleveland Cliffs
Iron Co., and the Ford Motor Co. near the turn
of the century. Through the early 20th century,
Michigamme’s rich veins of iron ore and statu-
esque first-growth timber provided the town
with solid industrial economic base.

Michigamme’s industrial base was not the
only reason that people settled there.
Michigamme’s location on the shores of beau-
tiful Lake Michigamme have also contributed
to its growth and history. The residents of
Michigamme have added to the beauty of the
town by encouraging a community for the arts
and crafts, with several operating gift shops
and an annual Christmas Market, widely at-
tended by the surrounding communities.
Michigamme has been called the Renaissance
Village, because of the artistic community it
fosters. The residents of Michigamme know
that this is a special place that they can call
home.

Mr. Speaker, the residents of Michigamme
exemplify the small-town character and spirit
which we hear our colleagues speak about
with nostalgia in today’s fast-paced and imper-
sonal culture. The people of Michigamme, MI,
are proud of where they came from and of
who they are. They are the type of people
who honor their history and look forward to
creating a future for their town. They are the
type of people who know their neighbor and
who call him or her a friend. I would like to ex-
tend my congratulations to the people of
Michigamme on the 125th birthday of their
town, and I am here today to ask my col-
leagues to join me in wishing them the best
for many years to come.
f

IN HONOR OF THOMAS WILKINS

HON. THOMAS M. DAVIS
OF VIRGINIA

IN THE HOUSE OF REPRESENTATIVES

Thursday, June 26, 1997
Mr. DAVIS of Virginia. Mr. Speaker, it gives

me great pleasure to rise today to pay tribute
to Thomas Wilkins who is one of this year’s
winners of the Best of Reston Awards. These
awards are made annually by the Reston
Chamber of Commerce and Reston Interfaith.
The Best of Reston Community Service Award
was created to recognize individuals who have
made outstanding contributions to community
service, and/or who have improved the lives of
people in need in Reston, VA.

Thomas Wilkins is honored with this distinc-
tion for being a ‘‘man of all seasons.’’ He has
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served as an active member of the NAACP,
and as president of the Reston Association,
elected by his peers on the board of directors,
who are in turn, elected by Reston citizens.
Tom is active in Meals-On-Wheels, and offers
his services as a tutor in public schools. He
has served on the Stonegate Village Advisory
Board, helped children to attend college and

served as a founding board member for the
Medical Care for Children Partnership. Tom
also served as a devoted member of my staff
when I was chairman of Fairfax County Board
of Supervisors, and has continued to advise
me and other political leaders of both parties
in northern Virginia.

Mr. Speaker, I know my colleagues join me
in honoring the Best of Reston Award winner
Thomas Wilkins for his hard work in making
Reston, VA, an outstanding place to live and
work. His daily heroics deserve recognition
and gratitude from a grateful community
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Daily Digest
Highlights

House passed H.R. 2014, Taxpayer Relief Act.
House stands adjourned until Tuesday, July 8 for the Independence Day

District Work Period.

Senate
Chamber Action
Routine Proceedings, pages S6393–S6667
Measures Introduced: Eleven bills were introduced,
as follows: S. 964–974.                                           Page S6496

Measures Reported: Reports were made as follows:
S. 231, to establish the National Cave and Karst

Research Institute in the State of New Mexico. (S.
Rept. No. 105–37)

S. 423, to extend the legislative authority for the
Board of Regents of Gunston Hall to establish a me-
morial to honor George Mason. (S. Rept. No.
105–38)

S. 669, to provide for the acquisition of the Plains
Railroad Depot at the Jimmy Carter National His-
toric Site. (S. Rept. No. 105–39)

S. 731, to extend the legislative authority for con-
struction of the National Peace Garden Memorial. (S.
Rept. No. 105–40)

H.R. 173, to amend the Federal Property and Ad-
ministrative Services Act of 1949 to authorize dona-
tion of surplus Federal law enforcement canines to
their handlers.

H.R. 680, to amend the Federal Property and Ad-
ministrative Services Act of 1949 to authorize the
transfer to States of surplus personal property for do-
nation to nonprofit providers of necessaries to im-
poverished families and individuals.

S. 307, to amend the Federal Property and Ad-
ministrative Services Act of 1949 to authorize the
transfer to States of surplus personal property for do-
nation to nonprofit providers of assistance to impov-
erished families and individuals.

S. 833, to designate the Federal building court-
house at Public Square and Superior Avenue in
Cleveland, Ohio, as the ‘‘Howard M. Metzenbaum
United States Courthouse’’.

S. 861, to amend the Federal Property and Ad-
ministrative Services Act of 1949 to authorize dona-

tion of Federal law enforcement canines that are no
longer needed for official purposes to individuals
with experience handling canines in the performance
of law enforcement duties.                                     Page S6496

Measures Passed:
Congressional Adjournment: Senate agreed to H.

Con. Res. 108, to provide for an adjournment of the
House of Representatives and Senate.              Page S6440

Revenue Reconciliation: Senate continued consider-
ation of S. 949, to provide for revenue reconciliation
pursuant to section 104(b) of the concurrent resolu-
tion on the budget for fiscal year 1998, taking ac-
tion on amendments/motions proposed thereto, as
follows:                                                 Pages S6393–S6473, S6479

Adopted:
Roth Amendment No. 520, to provide for chil-

dren’s health insurance initiatives.
                                                                      Pages S6394, S6434–37

Roth (for Shelby) Amendment No. 553, to express
the sense of the Senate regarding reform of the Inter-
nal Revenue Code of 1986.                           Pages S6469–73

Roth (for Levin/McCain) Amendment No. 556, to
express the sense of the Senate regarding tax treat-
ment of stock options.                                     Pages S6469–73

Roth (for Enzi) Amendment No. 557, to express
the sense of the Senate on Federal estate tax relief
in the ‘‘Balanced Budget Act of 1997’’.
                                                                                    Pages S6469–73

Roth (for Dodd) Amendment No. 558, to amend
the Internal Revenue Code of 1986 regarding the
treatment of cancellation of student loans.
                                                                                    Pages S6469–73

Roth (for Grams) Amendment No. 559, to ex-
clude from unrelated business taxable income for cer-
tain charitable gambling.                               Pages S6469–73

Roth (for Dorgan) Amendment No. 560, to pro-
vide tax relief for taxpayers located in Presidentially
declared disaster areas.                                     Pages S6469–73
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Roth (for Dorgan) Amendment No. 561, to au-
thorize the Secretary of the Treasury to abate the ac-
crual of interest on income tax underpayments by
taxpayers located in Presidentially declared disaster
areas if the Secretary extends the time for filing re-
turns and payment of tax (and waives any penalties
relating to the failure to so file or so pay) for such
taxpayers.                                                                Pages S6469–73

Roth (for Biden) Amendment No. 562, to provide
survivor benefits attributable to service by a public
safety officer who is killed in the line of duty.
                                                                                    Pages S6469–73

Roth (for Dodd/D’Amato) Amendment No. 563,
to clarify the tax treatment of certain disability ben-
efits received by former police officers or firefighters.
                                                                                    Pages S6469–73

Roth (for Boxer) Amendment No. 564, to provide
for diversification in section 401(k) plan invest-
ments.                                                                       Pages S6469–73

Roth (for Daschle) Amendment No. 565, to ex-
pand non-Amtrak States’ use of the Intercity Pas-
senger Rail Fund.                                               Pages S6469–73

Rejected:
By 24 yeas to 75 nays (Vote No. 132), Dorgan

Amendment No. 517, to impose a lifetime cap of
$1,000,000 on capital gains reduction.
                                                                      Pages S6394, S6397–99

By 38 yeas to 61 nays (Vote No. 134), Daschle
Amendment No. 527, in the nature of a substitute.
                                                                                    Pages S6401–34

Withdrawn:
Allard Amendment No. 523, to strike section

881, providing for an extension of the Temporary
Federal Unemployment Surtax.

Domenici/Lautenberg Amendment No. 537, to
implement the enforcement provisions of the Bipar-
tisan Budget Agreement, enforce the Balanced Budg-
et Act of 1997, extend the Budget Enforcement Act
of 1990 through fiscal year 2002, and make tech-
nical and conforming changes to the Congressional
Budget and Impoundment Control Act of 1974 and
the Balanced Budget and Emergency Deficit Control
Act of 1985.                                                         Pages S6438–41

Subsequently, Biden Amendment No. 539 (to
Amendment No. 537), to provide for the transfer of
funds from the general fund to the Violent Crime
Reduction Trust Fund fell when Amendment No.
537 was withdrawn.                                          Pages S6440–41

Subsequently, the request to withdraw Amend-
ment No. 537 (listed above) was vitiated, thus
Amendment No. 539 (listed above) also remains
pending.

A motion to waive the Congressional Budget Act
with respect to consideration of Section 602 of the
bill. Subsequently, a point of order that section 602
relating to incentives conditioned on other District

of Columbia government reform violates section
313(b)(1)(A) of the Congressional Budget Act was
sustained, and the provisions were removed from the
bill.                                                               Pages S6393, S6447–48

Pending:
Dorgan Amendment No. 515, to authorize the

Secretary of the Treasury to abate the accrual of in-
terest on income tax underpayments by taxpayers lo-
cated in Presidentially declared disaster areas if the
Secretary extends the time for filing returns failure
to so file or so pay) for such taxpayers.           Page S6393

Dorgan Amendment No. 516, to provide tax re-
lief for taxpayers located in Presidentially declared
disaster areas.                                                                Page S6393

Jeffords Amendment No. 522, to provide for a
trust fund for District of Columbia school renova-
tions.                                                                                 Page S6394

Domenici/Lautenberg Amendment No. 537, to
implement the enforcement provisions of the Bipar-
tisan Budget Agreement, enforce the Balanced Budg-
et Act of 1997, extend the Budget Enforcement Act
of 1990 through fiscal year 2002, and make tech-
nical and conforming changes to the Congressional
Budget and Impoundment Control Act of 1974 and
the Balanced Budget and Emergency Deficit Control
Act of 1985.

Biden Amendment No. 539 (to Amendment No.
537), to provide for the transfer of funds from the
general fund to the Violent Crime Reduction Trust
Fund.

Nickles Modified Amendment No. 551, to pro-
vide for an increase in deduction for health insurance
costs of self-employed individuals, and to modify
rules for allocating interest expense to tax-exempt
interest.                                                      Pages S6460–61, S6479

Gramm Amendment No. 552, to allow families to
decide for themselves how best to use their child tax
credit.                                                                       Pages S6461–69

Kerry Amendment No. 554, to allow payroll taxes
to be included in the calculation of tax liability for
receiving the children’s tax credit.                    Page S6465

During consideration of this measure today, Senate
also took the following action:

By 36 yeas to 63 nays (Vote 131), three-fifths of
those Senators duly chosen and sworn not having
voted in the affirmative, Senate rejected a motion to
waive the Congressional Budget Act with respect to
consideration of Bumpers Amendment No. 518, to
repeal the depletion allowance available to certain
hardrock mining companies. Subsequently, a point of
order that the amendment was in violation of section
305(b)(2) of the Congressional Budget Act was sus-
tained, and the amendment thus fell.      Pages S6394–97

By 34 yeas to 64 nays (Vote No. 133), three-fifths
of those Senators duly chosen and sworn not having
voted in the affirmative, Senate rejected a motion to
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waive the Congressional Budget Act with respect to
consideration of Dorgan motion to refer to the Com-
mittee on the Budget with instructions. Subse-
quently, a point of order that the motion to refer
was in violation of section 305(b)(2) of the Congres-
sional Budget Act was sustained, and the motion
was ruled out of order.                Pages S6393, S6399–S6401

By 80 yeas to 19 nays (Vote No. 135), three-fifths
of those Senators duly chosen and sworn having
voted in the affirmative, Senate agreed to waive the
Congressional Budget Act with respect to consider-
ation of Roth Amendment No. 520, listed above.
                                                                                            Page S6437

By 12 yeas to 86 nays, 1 voting present (Vote No.
136), three-fifths of those Senators duly chosen and
sworn not having voted in the affirmative, Senate re-
jected a motion to waive section 305(b)(2) of the
Congressional Budget Act with respect to consider-
ation of Byrd Amendment No. 540, to eliminate tax
deductions for advertising and promotion expendi-
tures relating to alcoholic beverages and to increase
funding for programs that educate and prevent the
abuse of alcohol among our Nation’s youth. Subse-
quently, a point of order that the amendment was
not germane was sustained, and the amendment thus
fell.                                                                             Pages S6442–47

By 41 yeas to 58 nays (Vote No. 137), three-fifths
of those Senators duly chosen and sworn not having
voted in the affirmative, Senate rejected a motion to
waive the Congressional Budget Act with respect to
consideration of Durbin Amendment No. 519, to in-
crease the deduction for health insurance costs of
self-employed individuals, and to increase the excise
tax on tobacco products. Subsequently, a point of
order that the amendment was in violation of section
305(b)(2) of the Congressional Budget Act was sus-
tained, and the amendment thus fell.
                                                                      Pages S6394, S6449–55

A unanimous-consent agreement was reached pro-
viding for further consideration of the bill, the pend-
ing amendments, and amendments to be proposed
thereto on Friday, June 27, 1997.                     Page S6667

Removal of Injunction of Secrecy: The injunction
of secrecy as removed from the following treaty:

Convention with South Africa (Treaty Doc.
105–9).

The treaty was transmitted to the Senate today,
considered as having been read for the first time, and
referred, with accompanying papers, to the Commit-
tee on Foreign Relations and ordered to be printed.
                                                                                            Page S6667

Messages From the President: Senate received the
following messages from the President of the United
States:

Transmitting the report concerning the national
emergency with respect to Libya; referred to the
Committee on Banking, Housing, and Urban Affairs.
(PM–48).                                                                         Page S6494

Transmitting the annual report of the Corporation
for Public Broadcasting for fiscal year 1996; referred
to the Committee on Commerce, Science, and Trans-
portation. (PM–49).                                                  Page S6494

Nominations Received: Senate received the follow-
ing nominations:

Jerome B. Friedman, of Virginia, to be United
States District Judge for the Eastern District of Vir-
ginia.

Ronnie L. White, of Missouri, to be United States
District Judge for the Eastern District of Missouri.

Robert G. Stanton, of Virginia, to be Director of
the National Park Service.

W. Scott Gould, of the District of Columbia, to
be Chief Financial Officer, Department of Com-
merce.

W. Scott Gould, of the District of Columbia, to
be an Assistant Secretary of Commerce.

Catherine E. Woteki, of the District of Columbia,
to be Under Secretary of Agriculture for Food Safety.

Kneeland C. Youngblood, of Texas, to be a Mem-
ber of the Board of Directors of the United States
Enrichment Corporation for a term expiring Feb-
ruary 24, 2002.

Wendy Ruth Sherman, of Maryland, to be Coun-
selor of the Department of State, and to have the
rank of Ambassador during her tenure of service.

Gordon D. Giffin, of Georgia, to be Ambassador
to Canada.

Maura Harty, of Florida, to be Ambassador to the
Republic of Paraguay.

Curtis Warren Kamman, of the District of Co-
lumbia, to be Ambassador to the Republic of Co-
lombia.

James F. Mack, of Virginia, to be Ambassador to
the Co-operative Republic of Guyana.

Anne Marie Sigmund, of the District of Colum-
bia, to be Ambassador to the Kyrgyz Republic.

Keith C. Smith, of California, to be Ambassador
to the Republic of Lithuania.

Daniel V. Speckhard, of Wisconsin, to be Ambas-
sador to the Republic of Belarus.

George Donohue, of Maryland, to be Deputy Ad-
ministrator of the Federal Aviation Administration.

Gary Gensler, of Maryland, to be an Assistant Sec-
retary of the Treasury.

Nancy Killefer, of Florida, to be an Assistant Sec-
retary of the Treasury.

Nancy Killefer, of Florida, to be Chief Financial
Officer, Department of the Treasury.

George Munoz, of Illinois, to be President of the
Overseas Private Investment Corporation.     Page S6667
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Messages From the President:                Pages S6493–94

Messages From the House:                               Page S6494

Communications:                                             Pages S6495–96

Executive Reports of Committees:               Page S6496

Statements on Introduced Bills:     Pages S6496–S6508

Additional Cosponsors:                                       Page S6508

Amendments Submitted:                           Pages S6508–53

Notices of Hearings:                                              Page S6553

Authority for Committees:                        Pages S6553–54

Additional Statements:                                Pages S6554–57

Text of H.R. 2015 as Previously Passed:
                                                                             Pages S6557–S6666

Record Votes: Seven record votes were taken today.
(Total–137)     Pages S6396–97, S6399, S6401, S6434, S6437,

S6447, S6455

Adjournment: Senate convened at 9:30 a.m., and
adjourned at 11:22 p.m., until 9 a.m., on Friday,
June 27, 1997. (For Senate’s program, see the re-
marks of the Acting Majority Leader in today’s
Record on page S6667.)

Committee Meetings
(Committees not listed did not meet)

SOCIAL SECURITY REFORM
Committee on Banking, Housing, and Urban Affairs:
Subcommittee on Securities resumed hearings on
proposals to reform the Social Security system, focus-
ing on the impact of Social Security privatization, re-
ceiving testimony from Jose Pinera and Mark M.
Klugmann, both of the International Center for Pen-
sion Reform, Santiago, Chile.

Subcommittee recessed subject to call.

BUSINESS MEETING
Committee on Commerce, Science, and Transportation:
Committee ordered favorably reported the following
bills:

S. 738, to reform the statutes relating to Amtrak,
and to authorize funds for Amtrak, with amend-
ments. (As approved by the committee, the bill au-
thorizes $1,138,000,000 for fiscal year 1998,
$1,058,000,000 for fiscal year 1999, $1,023,000,000
for fiscal year 2000, $989,000,000 for fiscal year
2001, and $955,000,000 for fiscal year 2002.); and

S. 39, to support the International Dolphin Con-
servation Program in the eastern tropical Pacific
Ocean, with an amendment in the nature of a sub-
stitute.

Also, committee began mark up of S. 442, to es-
tablish a national policy against State and local gov-

ernment interference with interstate commerce on
the Internet or interactive computer services, and to
exercise Congressional jurisdiction over interstate
commerce by establishing a moratorium on the im-
position of exactions that would interfere with the
free flow of commerce via the Internet, but did not
complete action thereon, and recessed subject to call.

RECREATION AREAS ACCESSIBILITY
Committee on Energy and Natural Resources: Sub-
committee on Forests and Public Land Management
concluded hearings on S. 783, to provide for im-
proved access to and use of the Boundary Waters
Canoe Area Wilderness in Minnesota, after receiving
testimony from Senators Feingold and Wellstone;
Lyle Laverty, Director, Recreation, Wilderness and
Heritage Programs, Forest Service, Department of
Agriculture; Guy Holmes, Wilderness Disability
Project, Virginia, Minnesota; David E. Jenkins,
American Canoe Association, Springfield, Virginia;
Greg Lais, Wilderness Inquiry, Minneapolis, Min-
nesota; Robert D. LaTourell, Jr., Ely Outfitter’s As-
sociation, and former Mayor Frank Salerno, both of
Ely, Minnesota; and Bill Reffalt, Wilderness Society,
Washington, D.C.

NATIONAL PARKS
Committee on Energy and Natural Resources: Sub-
committee on National Parks, Historic Preservation,
and Recreation concluded hearings on S. 308, to re-
quire the Secretary of the Interior to conduct a study
concerning grazing use of certain land within and
adjacent to Grand Teton National Park, Wyoming,
and to extend temporarily certain grazing privileges,
and S. 360, to require adoption of a management
plan for the Hells Canyon National Recreation Area
that allows appropriate use of motorized and non-
motorized river craft in the recreation area, after re-
ceiving testimony from Michael Soukup, Associate
Director, Natural Resource Stewardship and Science,
National Park Service, Department of the Interior;
Lyle Laverty, Director, Recreation, Wilderness and
Heritage Programs, Forest Service, Department of
Agriculture; Carole Finley, Hughes River Expedi-
tions, Inc., Cambridge, Idaho; Darrell Bentz, Inter-
mountain Excursions and Bentz Boats, Lewiston,
Idaho; Peter Grubb, River Odysseys West, Coeur
d’Alene, Idaho; Richard G. Sherwin, River Access for
Tomorrow, Clarkston, Washington; Jack Sterne,
Hells Canyon Preservation Council, Sisters, Oregon;
and Sandra F. Mitchell, Hells Canyon Alliance,
Boise, Idaho.

HOWARD M. METZENBAUM COURTHOUSE
Committee on Environment and Public Works: Commit-
tee ordered favorably reported S. 833, to designate
the Federal building courthouse at Public Square and
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Superior Avenue in Cleveland, Ohio, as the ‘‘Howard
M. Metzenbaum United States Courthouse’’.

WETLANDS PROTECTION
Committee on Environment and Public Works: Sub-
committee on Clean Air, Wetlands, Private Prop-
erty, and Nuclear Safety concluded oversight hear-
ings on recent administrative changes and judicial
decisions relating to Section 404 of the Federal
Water Pollution Control Act, focusing on litigation
concerning activities subject to Clean Water Act
permitting, mitigation banking, and the Environ-
mental Protection Agency’s Alaska wetlands initia-
tive, after receiving testimony from Robert H.
Wayland, III, Director, Office of Wetlands, Oceans,
and Watersheds, Office of Water, Environmental
Protection Agency; Michael L. Davis, Deputy Assist-
ant Secretary of the Army for Civil Works; Darrel
Seibert, Seibert Development Corporation, Hudson,
Ohio, on behalf of the National Association of Home
Builders; James Noyes, Los Angeles County Depart-
ment of Public Works, Los Angeles, California, on
behalf of the National Association of Flood and
Stormwater Management Agencies; Donald I. Siegel,
Syracuse University, Syracuse, New York; Donald F.
McKenzie, Wildlife Management Institute, Wash-
ington, D.C.; Derb S. Carter, Jr., Southern Environ-
mental Law Center, Chapel Hill, North Carolina;
and Thomas W. Winter, Winter Brothers Material
Company, St. Louis, Missouri, on behalf of the Na-
tional Aggregates Association.

GLOBAL CLIMATE NEGOTIATIONS
Committee on Foreign Relations: Subcommittee on
International Economic Policy, Export and Trade
Promotion resumed hearings to examine current
international negotiations intended to curb global
greenhouse gas emissions, focusing on United States
economic and science considerations, receiving testi-
mony from Jerry J. Jasinowski, National Association
of Manufacturers, William J. Cunningham, Jr.,
AFL–CIO, W. David Montgomery, Charles River
Associates, and Robert Repetto, World Resources In-
stitute, all of Washington, D.C.; Patrick J. Michaels,
University of Virginia, Charlottesville; and Alan
Robock, University of Maryland, College Park.

Subcommittee recessed subject to call.

MEDICARE FRAUD
Committee on Governmental Affairs: Permanent Sub-
committee on Investigations held hearings to exam-
ine Federal efforts to expose waste, fraud and abuse
in the Medicare program, receiving testimony from
Senators Grassley and Harkin; Michael F. Mangano,
Principal Deputy Inspector General, and Bruce C.
Vladeck, Administrator, Health Care Financing Ad-
ministration, Department of Health and Human
Services; Charles L. Owens, Chief, Financial Crimes
Section, Federal Bureau of Investigation, Department
of Justice; Leslie G. Aronovitz, Associate Director,
Health Financing and Systems Issues, Health, Edu-
cation, and Human Services Division, General Ac-
counting Office; and Pamela H. Bucy, University of
Alabama School of Law, Tuscaloosa.

Hearings were recessed subject to call.

GLOBAL TOBACCO SETTLEMENT
Committee on the Judiciary: Committee met to receive
a briefing on the terms and parameters of the pro-
posed Global Tobacco Settlement which will man-
date a total reformation and restructuring of how to-
bacco products are manufactured, marketed and dis-
tributed in America, focusing on its long-term im-
pact on children and the public health, and its legal
and constitutional ramifications from Mississippi At-
torney General Michael Moore, Jackson; Meyer G.
Koplow, Wachtell, Lipton, Rosen & Katz, New
York, New York; and Matthew L. Myers, National
Center for Tobacco-Free Kids, Washington, D.C.

Committee recessed subject to call.

BUSINESS MEETING
Committee on Small Business: Committee ordered favor-
ably reported the following bills:

S. 208, to provide Federal contracting opportuni-
ties for small business concerns located in historically
underutilized business zones, with an amendment in
the nature of a substitute; and

An original bill authorizing funds for fiscal years
1998, 1999, and 2000 for programs of the Small
Business Administration.
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House of Representatives
Chamber Action
Bills Introduced: 34 public bills, H.R. 2072–2105;
1 private bill, H.R. 2106; and 2 resolutions, H.
Con. Res. 108 and H. Res. 177, were introduced.
                                                                                    Pages H4834–35

Reports Filed: Reports were filed as follows:
H.R. 1818, to amend the Juvenile Justice and De-

linquency Prevention Act of 1974 to authorize ap-
propriations for fiscal years 1998, 1999, 2000, and
2001, amended (H. Rept. 105–155);

H. Res. 178, providing for consideration of H.R.
2016, making appropriations for military construc-
tion, family housing, and base realignment and clo-
sure for the Department of Defense for the fiscal year
ending September 30, 1998 (H.Rept. 105–156);

H. Con. Res. 75, expressing the sense of the Con-
gress that States should work more aggressively to
attack the problem of violent crimes committed by
repeat offenders and criminals serving abbreviated
sentences (H. Rept. 105–157);

H.R. 1847, to improve the criminal law relating
to fraud against consumers, amended (H. Rept.
105–158);

H.R. 1898, to amend title 18 of the United States
Code to penalize the rape of minors in Federal pris-
ons (H. Rept. 105–159);

H. Res. 154, expressing the sense of the House
that the Nation’s children are its most valuable as-
sets and that their protection should be the Nation’s
highest priority (H.Rept. 105–160);

H.R. 103, to expedite State reviews of criminal
records of applicants for private security officer em-
ployment (H. Rept. 105–161 Part I); and

H.R. 1840, to provide a law enforcement excep-
tion to the prohibition on the advertising of certain
electronic devices (H. Rept. 105–162).
                                                                                    Pages H4833–34

Guest Chaplain: The prayer was offered by the
guest Chaplain, Reverend Lloyd W. Johnson, Jr. of
Pekin, Illinois.                                                             Page H4649

Independence Day District Work Period: The
House agreed to H. Con. Res. 108, providing for an
adjournment of the House and Senate for the Inde-
pendence Day district work period.                  Page H4661

Earlier, by a yea-and-nay vote of 230 yeas to 194
nays, Roll No. 242, agreed to H. Res. 176, the rule
that provided for consideration of the concurrent res-
olution.                                                                    Pages H4651–61

Taxpayer Relief Act: By a recorded vote of 253
ayes to 179 noes, Roll No. 245, the House passed
H.R. 2014, to provide for reconciliation pursuant to

subsections (b)(2) and (d) of section 105 of the con-
current resolution on the budget for fiscal year 1998.
                                                                             Pages H4668–H4816

By a recorded vote of 164 ayes to 268 noes, Roll
No. 244, rejected the Peterson of Minnesota motion
that sought to recommit the bill to the Committee
on the Budget with instructions to report it back to
the House forthwith with amendments that strike
subsection (c) of section 1 and titles I, II, III, IV,
V, VI, VII, VIII, IX, XI, XII, XIII, XIV, and XV;
redesignate title X, relating to revenues; and estab-
lishes additional provisions relating to capital gains
reductions, estate and gift taxes, family farms and
businesses, child tax credit, and tax reductions relat-
ed to educational expenses.                           Pages H4813–15

Pursuant to the rule, the amendment printed in
the June 24 Congressional Record and numbered 2
was considered as adopted. The amendment modifies
the child tax credit; revises the estimated tax safe
harbor, requires a study on the impact of repealing
the alternative minimum tax depreciation adjust-
ment as it relates to certain corporate taxable in-
come, modifies the deposit rules with respect to
commercial air passenger excise taxes, deletes provi-
sions relating to a reduction in tax benefits for etha-
nol and renewable source methanol, changes the
budgetary treatment of certain expiring provisions,
and amends the title.

Rejected the Rangel amendment in the nature of
a substitute that sought to increase HOPE scholar-
ship credits; extend an income tax exclusion for em-
ployer provided educational assistance; authorize in-
terest free bonds and loans for schools with students
from poor families; provide tax credits for children
of families who earn less than $60,000 per year; pro-
vide capital gains exclusions for the sale of a prin-
cipal residence, allow a deductible capital gain loss
when selling a residence, provide a special rate for
the sale of farms, business assets, and real estate; cre-
ate an additional exemption for estates that include
a family owned business; extend expiring provisions
of various tax credits; expand empowerment zones
and enterprise zones; provide various tax credits and
incentives including the deduction of remediation
costs incurred with toxic waste cleanup and a welfare
to work credit (rejected by a recorded vote of 197
ayes to 235 noes, Roll No. 243).        Pages H4777–H4813

On June 25, the House agreed to H. Res. 174,
the rule that provided for consideration of both H.R.
2014, Taxpayer Relief Act and H.R. 2015, Balanced
Budget Act.                                                    Pages H4385–H4415
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Late Report—Appropriations: Committee on Ap-
propriations received permission to have until mid-
night Tuesday, July 1 to file a report on a bill mak-
ing appropriations for the Department of the Interior
and related agencies for the fiscal year ending Sep-
tember 30, 1998.                                                       Page H4816

Late Report—Banking and Financial Services:
Committee on Banking and Financial Services re-
ceived permission to have until midnight Thursday,
July 3 to file a report on H.R. 10, to enhance com-
petition in the financial services industry by provid-
ing a prudential framework for the affiliation of
banks, securities firms, and other financial service
providers.                                                                        Page H4817

Elections in Albania: Considered under unanimous
consent, the House agreed to H. Con. Res. 105, ex-
pressing the sense of the Congress relating to the
elections in Albania scheduled for June 29, 1997.
                                                                                    Pages H4816–17

Legislative Program: The Chief Deputy Majority
Whip announced the legislative program for the
week of July 7.                                                    Pages H4817–18

Extension of Remarks: It was made in order that
for today all members be permitted to extend their
remarks and to include extraneous material in that
section of the Record entitled ‘‘Extension of Re-
marks’’.                                                                            Page H4818

Calendar Wednesday: Agreed to dispense with Cal-
endar Wednesday business of Wednesday, July 9.
                                                                                            Page H4818

Resignations—Appointments: It was made in
order that notwithstanding any adjournment of the
House until Tuesday, July 8, 1997, the Speaker, Ma-
jority Leader, and Minority Leader be authorized to
accept resignations and to make appointments au-
thorized by law or by the House.                      Page H4818

Designation of Speaker Pro Tempore: Read a let-
ter from the Speaker wherein he designates Rep-
resentative Morella or Representative Davis of Vir-
ginia to act as Speaker pro tempore to sign enrolled
bills and joint resolutions through July 8, 1997.
                                                                                            Page H4818

Presidential Messages: Read the following mes-
sages from the President:

National Emergency Re Libya: Message wherein
he transmits his report concerning the National
Emergency with respect to Libya—referred to the
Committee on International Relations and ordered
printed (H. Doc. 105–101); and                Pages H4818–19

Public Broadcasting and Public Telecommuni-
cations Entities: Message wherein he transmits the
FY 1996 Annual Report of the Corporation for Pub-
lic Broadcasting and the Inventory of the Federal

Funds distributed to Public Telecommunications en-
tities by Federal Departments and Agencies—re-
ferred to the Committee on Commerce.         Page H4819

Senate Messages: Messages received today from the
Senate appear on pages H4649 and H4819.
Quorum Calls—Votes: One yea-and-nay vote and
three recorded votes developed during the proceed-
ings of the House today and appear on pages
H4660–61, H4812–13, H4815, and H4815–16.
There were no quorum calls.
Adjournment: Met at 10:00 a.m. and pursuant to
the provisions of H. Con. Res. 108, adjourned at
7:27 p.m. until 12:30 p.m. on Tuesday, July 8.

Committee Meetings
DAIRY INDEMNITY PROGRAM
REAUTHORIZATION
Committee on Agriculture: Subcommittee on Livestock,
Dairy, and Poultry approved for full Committee ac-
tion H.R. 1789, to reauthorize the dairy indemnity
program.

Prior to this action, the Committee held a hearing
on this legislation. Testimony was heard from Bruce
R. Weber, Associate Administrator, Farm Service
Agency, USDA; and a public witness.

INTERIOR APPROPRIATIONS
Committee on Appropriations: Ordered reported the In-
terior appropriations for fiscal year 1998.

OVERSIGHT—FEDERAL MONEY
PRODUCTION
Committee on Banking and Financial Services: Sub-
committee on Domestic and International Monetary
Policy held an oversight hearing on Federal Money
Production. Testimony was heard from the following
officials of the GAO: Michael E. Motley, Associate
Director, Government Business Operations; and
Theodore C. Barreaux, Counselor to the Comptroller
General; the following officials of the Department of
the Treasury: Mary Ellen Withrow, Treasurer; Phil-
lip N. Diehl, Director, U.S. Mint; Larry Rolufs, Di-
rector, Bureau of Engraving and Printing; and
George Munoz, Assistant Secretary, Management.

HOMELESS HOUSING CONSOLIDATION
AND FLEXIBILITY ACT
Committee on Banking and Financial Services: Sub-
committee on Housing and Community Opportunity
held a hearing on H.R. 217, Homeless Housing
Consolidation and Flexibility Act. Testimony was
heard from Jacquie Lawing, General Deputy Assist-
ant Secretary, Department of Housing and Urban
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Development; Jane Kenny, Commissioner, Depart-
ment of Community Affairs, State of New Jersey;
and public witnesses.

NATIONAL SALVAGE MOTOR VEHICLE
CONSUMER PROTECTION ACT
Committee on Commerce: Subcommittee on Tele-
communications, Trade, and Consumer Protection
held a hearing on H.R. 1839, National Salvage
Motor Vehicle Consumer Protection Act of 1997.
Testimony was heard from Richard C. Morse, Chief,
Odometer Fraud Staff, National Highway Traffic
Safety Administration, Department of Transpor-
tation; and public witnesses.

CHARTER SCHOOLS
Committee on Education and the Workforce: Subcommit-
tee on Early Childhood, Youth and Families held a
hearing on Charter Schools. Testimony was heard
from Gerald Tirozzi, Assistant Secretary, Elementary
and Secondary Education, Department of Education;
and public witnesses.

HIGHER EDUCATION ACT AMENDMENTS
Committee on Education and the Workforce: Subcommit-
tee on Postsecondary Education, Training and Life-
Long Learning continued hearings on H.R. 6, High-
er Education Act Amendments of 1998. Testimony
was heard from public witnesses.

MISCELLANEOUS MEASURE
Committee on Government Reform and Oversight: Sub-
committee on Government Management, Informa-
tion, and Technology approved for full Committee
action amended H.R. 404, to amend the Federal
Property and Administrative Services Act of 1949 to
authorize the transfer to State and local governments
of certain surplus property for use for law enforce-
ment or public safety purposes.

GULF WAR SYNDROME—STATUS OF
EFFORTS TO IDENTIFY
Committee on Government Reform and Oversight: Sub-
committee on Human Resources continued hearings
on Status of Efforts to Identify Gulf War Syndrome,
with emphasis on Multiple Toxic Exposures. Testi-
mony was heard from Representative Metcalf; Thom-
as Garthwaite, Deputy Under Secretary, Health, De-
partment of Veterans Affairs; Bernard Rostker, Spe-
cial Assistant, Gulf War Illness, Department of De-
fense; and public witnesses.

U.S. ENTERPRISE FUNDS
Committee on International Relations: Held a hearing on
United States Enterprise Funds in Eastern Europe
and the States of the Former Soviet Union. Testi-
mony was heard from the following officials of the

Department of State: Ambassador Richard
Morningstar, Special Advisor to the President and
the Secretary of State on Assistance to the Newly
Independent States and Coordinator of U.S. Assist-
ance to the Newly Independent States; and James
Holmes, Coordinator, Eastern European Assistance,
Bureau of European and Canadian Affairs; and Tom
Dine, Assistant Administrator, Bureau for Europe
and the Newly Independent States, AID, U.S. Inter-
national Development Cooperation Agency.

CIVIL RIGHTS ACT
Committee on the Judiciary: Subcommittee on the Con-
stitution held a hearing on H.R. 1909, Civil Rights
Act of 1997. Testimony was heard from Senator
McConnell; Representatives Campbell, Norton, Rou-
kema, Mink of Hawaii and Fowler; and public wit-
nesses.

MISCELLANEOUS MEASURES
Committee on the Judiciary: Subcommittee on Immi-
gration and Claims held a hearing on the following:
H.R. 371, Hmong Veterans’ Naturalization Act of
1997; and a measure to provide for a change with
respect to the requirements for a Canadian border
boat landing permit pursuant to section 235 of the
Immigration and Nationality Act. Testimony was
heard from Representative Vento and LaTourette;
from the following officials of the Immigration and
Naturalization Service, Department of Justice: Louis
D. Crocetti, Jr., Associate Commissioner, Examina-
tions; and Donna Kaye Barnes, Chief Inspector; and
public witnesses.

ATLANTIC HERRING AND MACKEREL
FISHERIES—MORATORIUM ON LARGE
FISHING VESSELS
Committee on Resources: Subcommittee on Fisheries
Conservation, Wildlife and Oceans held a hearing on
H.R. 1855, to impose a moratorium on large fishing
vessels in the Atlantic herring and mackerel fisheries.
Testimony was heard from Representatives
LoBiondo, Delahunt and Tierney; Rolland
Schmitten, Assistant Administrator, Fisheries, Na-
tional Marine Fisheries Service, NOAA, Department
of Commerce; and public witnesses.

MILITARY CONSTRUCTION
APPROPRIATIONS
Committee on Rules: Granted, by voice vote, an open
rule providing 1 hour of debate on H.R. 2016, mak-
ing appropriations for military construction, family
housing, and base realignment and closure for the
Department of Defense for the fiscal year ending
September 30, 1998. The rule waives points of order
against provisions in the bill which do not comply
with clause 2 of Rule XXI (prohibiting unauthorized
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appropriations and legislation on general appropria-
tions bills), and clause 6 of Rule XXI (prohibiting
transfers of unobligated balances).

The rule provides for priority in recognition to
those amendments that are preprinted in the Con-
gressional Record. The rule also provides that the
Chairman of the Committee of the Whole may post-
pone recorded votes on any amendment and that the
chairman may reduce voting time on postponed
questions to 5 minutes, provided that the vote takes
place immediately following another recorded vote
and that the voting time on the first series of ques-
tions be not less than 15 minutes. Finally, the rule
provides one motion to recommit, with or without
instructions. Testimony was heard from Representa-
tives Packard and Hefner.

DECISION-MAKING IN THE HOUSE—
IMPACT OF NEW INFORMATION
TECHNOLOGIES
Committee on Rules: Subcommittee on Rules and Or-
ganization of the House held a hearing on the im-
pact of new information technologies on decision-
making in the House of Representatives. Testimony
was heard from public witnesses.

OSHA’S CONTEMPLATED SAFETY AND
HEALTH PROGRAM STANDARDS
Committee on Small Business: Held a hearing on
OSHA’s Contemplated Safety and Health Program

Standards. Testimony was heard from Greg Watch-
man, Acting Assistant Secretary, Occupational Safety
and Health, Department of Labor; and public wit-
nesses.

YEAR 2000 REQUIREMENTS—EFFORTS TO
ACHIEVE COMPUTER COMPLIANCE

Committee on Veterans’ Affairs: Subcommittee on Over-
sight and Investigations held a hearing on efforts to
achieve computer compliance with Year 2000 require-
ments. Testimony was heard from Representative Horn;
Joel C. Willemssen, Director, Information Resources
Management, Accounting and Information Management
Division, GAO; D. Mark Catlett, Assistant Secretary,
Management, Department of Veterans Affairs; and Tom
Shope, Acting Director, Division of Electronics and Com-
puter Science, Office of Science and Technology, Center
for Devices and Radiological Health, FDA, Department
of Health and Human Services.

COMMITTEE MEETINGS FOR FRIDAY
JUNE 27, 1997

(Committee meetings are open unless otherwise indicated)

Senate
Committee on Governmental Affairs, business meeting, to

discuss issues relating to the campaign financing inves-
tigation, time and room to be announced.

House
No committee meetings are scheduled.
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Next Meeting of the SENATE

9 a.m., Friday, June 27

Senate Chamber

Program for Friday: Senate will continue consideration
of S. 949, Revenue Reconciliation.

Next Meeting of the HOUSE OF REPRESENTATIVES

12:30 p.m., Tuesday, July 8

House of Chamber

Program for Tuesday: To be announced.
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