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pririciples similar to the prineiples of subpara-
graphs (A) and (B) shall be applied to a group
under common control where one or more of the
persons is not a corporation.

“(D) SINGLE TAXPAYER.—Pursuant to
rules issued by the Sceretary, two or more enti-
ties (whether or not under common control)
that produce distilled spirits marketed under a
similar brand, license, franchise, or other ar-
rangement shall be treated as a single taxpayer
for purposes of the application of this sub-
section.

“(3) TERMINATION.—This subsection shall not

apply to distilled spirits removed after December 31,

2019.”.

(b) CONFORMING AMENDMENT.—Scction 7652(1)(2)
is amended by striking “section 5001(a)(1)”” and inserting
“subsection (a)(1) of section 5001, determined as if sub-
secetion (¢)(1) of such section did not apply’’.

(¢) APPLICATION OF REDUCED TAX RATE FOR FOR-
EIGN MANUFACTURERS AND IMPORTERS.—Subscction (¢)
of section 5001, as added by subsection (a), 1s amended—

(1) in paragraph (1), by inserting ‘“but only if
the importer is an eclecting importer under para-

graph (3) and the proof gallons of distilled spirits
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have been assigned to the importer pursuant to such
paragraph” after “into the United States during the
calendar year”, and

(2) by redesignating paragraph (3) as para-
graph (4) and by inserting after paragraph (2) the
following new paragraph:

“(3) REDUCED TAX RATE FOR FOREIGN MANT-
FACTURERS AND IMPORTERS.—

“(A) IN GENERAL.—In the case of any
proof gallons of distilled spirits which have been
produced outside of the United States and im-
ported into the United States, the rate of tax
applicable under paragraph (1) (referred to in
this paragraph as the ‘reduced tax rate’) may
be assigned by the distilled sprits operation
(provided that such operation makes an clection
described in subparagraph (B)(i1)) to any elect-
ing 1mporter of such proof gallons pursuant to
the requirements established by the Secretary
under subparagraph (B).

“(B) ASSIGNMENT.—The Sceretary shall,
through such rules, regulations, and procedures
as are determined appropriate, establish proce-

dures for assignment of the reduced tax rate
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1 provided under this paragraph, which shall in-
2 clude—

3 “(1) a limitation to ensure that the
4 number of proof gallons of distilled spirits
5 for which the reduced tax rate has been as-
6 signed by a distilled spirits operation—

7 “(I) to any importer does not ex-

8 ceed the number of proof gallons pro-

| 9 duced by such operation during the

10 calendar year which were imported
11 into the United States by such im-
12 porter, and

13 “(II) to all importers does not
14 exceed the 22,230,000 proof gallons of
15 distilled spirits to which the reduced
16 tax rate applies,

17 “(ii) procedures that allow the election
18 of a distilled spirits operation to assign
19 and an importer to receive the reduced tax
20 rate provided under this paragraph,
21 “(i) requirements that the distilled
22 spirits operation provide any information
23 as the Secretary determines necessary and
24 appropriate for purposes of carrying out
25 this paragraph, and
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“(iv) procedures that allow for revoca-
tion of eligibility of the distilled spirits op-
eration and the importer for the reduced
tax rate provided under this paragraph in
the case of any erroneous or fraudulent in-
formation provided under clause (iii) which
the Secretary deems to be material to
qualifying for such reduced rate.

“(C) CONTROLLED GROUP.—

“(1) IN GENERAL.—For purposes of
this section, any importer making an elec-
tion desceribed in  subparagraph (B)(i1)
shall be deemed to be a member of the
controlled group of the distilled spirits op-
eration, as described under paragraph (2).

“(11) APPORTIONMENT.—For purposes
of this paragraph, in the case of a con-
trolled group, rules similar to section
5051(a)(5)(B) shall apply.”.

(d) EFFECTIVE DATE.—The amendments made by
this seetion shall apply to distilled spirits removed after
December 31, 2017.

SEC. 13808. BULK DISTILLED SPIRITS.
(a) IN GENERAL.—Scction 5212 is amended by add-

ing at the end the following sentence: “In the case of dis-
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tilled spirits transferred in bond after December 31, 2017,
and before January 1, 2020, this section shall be applied
without regard to whether distilled spirits are bulk dis-
tilled spirits.”.

(b) EFFECTIVE DATE.—The amendments made by
this seetion shall apply distilled spirits transferred in bond
after December 31, 2017.

Subpart B—Miscellaneous Provisions
SEC. 13821. MODIFICATION OF TAX TREATMENT OF ALASKA
NATIVE CORPORATIONS AND SETTLEMENT
TRUSTS.

(a) ExXcLusioN FOR ANCSA PAYMENTS ASSIGNED
TO ALASKA NATIVE SETTLEMENT TRUSTS.—

(1) IN GENERAL.—Part III of subchapter B of

chapter 1 is amended by inserting before section 140

the following new section:

“SEC. 139G. ASSIGNMENTS TO ALASKA NATIVE SETTLE-
MENT TRU’STS.

“(a) IN GENERAL.—In the case of a Native Corpora-
tion, gross income shall not include the value of any pay-
ments that would otherwise be made, or treated as being
made, to such Native Corporation pursuant to, or as re-
quired by, any provision of the Alaska Native Claims Set-
tlement Act (43 U.S.C. 1601 et seq.), including any pay-

ment that would otherwise be made to a Village Corpora-
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1 tion pursuant to scction 7()) of the Alaska Native Claims
Settlement Act (43 U.S.C. 1606())), provided that any
such payments—

“(1) are assigned in writing to a Scttlement

2

3

4

5 Trust, and
6 “(2) were not received by such Native Corpora-
7 tion prior to the assignment described in paragraph
8 (1).

9 “(b) INCLUSION IN GROSS INCOME.—In the case of
10 a Settlement Trust which has been assigned payments de-
11 seribed in subsection (a), gross income shall include such
12 payments when received by such Settlement Trust pursu-
13 ant to the assignment and shall have the same character
14 as if such payments were received by the Native Corpora-
15 tion.

16 “(¢) AMOUNT AND SCOPE OF ASSIGNMENT.—The
17 amount and scope of any assignment under subsection (a)
18 shall be described with reasonable particularity and may
19 ecither be in a pereentage of one or more such payments
20 or in a fixed dollar amount.

21 “(d) DURATION OF ASSIGNMENT; REVOCABILITY.—
22 Any assignment under subsection (a) shall specify—

23 “(1) a duration either in perpetuity or for a pe-
24 riod of time, and

25 “(2) whether such assignment is revocable.
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“(¢) PROHIBITION ON DEDUCTION.—Notwith-

standing section 247, no deduction shall be allowed to a
Native Corporation for purposes of any amounts described
in subsection (a).

“(f) DEFINITIONS.—For purposes of this section, the
terms ‘Native Corporation’ and ‘Settlement Trust’ have
the same meaning given such terms under section
646(h).”.

(2) CONFORMING AMENDMENT.—The table of

seetions for part III of subchapter B of chapter 1

1s amended by inserting before the item relating to

section 140 the following new item:

“Sec. 139G. Assignments to Alaska Native Settlement Trusts.”.

(3) EFFECTIVE DATE.—The amendments made
by this subsecetion shall apply to taxable years hegin-
ning after December 31, 2016.

(b) DEDUCTION OF CONTRIBUTIONS TO ALASKA NA-
TIVE SETTLEMENT TRUSTS.—

(1) IN GENERAL.—Part VIII of subchapter B
of chapter 1 1s amended by inserting before seetion
248 the following new section:

“SEC. 247. CONTRIBUTIONS TO ALASKA NATIVE SETTLE-
MENT TRUSTS.

“(a) IN GENERAL.—In the case of a Native Corpora-

tion, there shall be allowed a deduction for any eontribu-

tions made by such Native Corporation to a Settlement
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Trust (regardless of whether an election under section 646
1s in effect for such Settlement Trust) for which the Na-
tive Corporation has made an annual election under sub-

scetion (e).

“(b) AMOUNT OF DEDUCTION.—The amount of the

deduction under subscetion (a) shall be equal to—

“(1) in the case of a cash contribution (regard-
less of the method of payment, including currency,
coins, money order, or check), the amount of such
contribution, or

“(2) m the ease of a contribution not deseribed
in paragraph (1), the lesser of—

“(A) the Native Corporation’s adjusted
basis in the property contributed, or
“(B) the fair market value of the property
contributed.
“(e) LIMITATION AND CARRYOVER.—

“(1) IN GENERAL.—Subject to paragraph (2),
the deduction allowed under subscction (a) for any
taxable year shall not exceed the taxable income (as
determined without regard to such deduction) of the
Native Corporation for the taxable year in which the
contribution was made.

“(2) CARRYOVER.—If the aggregate amount of

contributions deseribed in subsection (a) for any tax-
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able year cxceeds the limitation under paragraph
(1), such excess shall be treated as a contribution
described 1n subsection (a) in each of the 15 sue-
ceeding years in order of time.

“(d) DEFINITIONS.—For purposes of this section, the

terms ‘Native Corporation’ and ‘Settlement Trust’ have

the same meaning given such terms under section 646(h).

“(e) MANNER OF MAKING ELECTION.—

“(1) IN GENERAL.—For cach taxable ycar, a
Native Corporation may elect to have this section
apply for such taxable year on the income tax return
or an amendment or supplement to the return of the
Native Corporation, with such election to have effect
solely for such taxable year.

“(2) REVOCATION.—Any election made by a
Native Corporation pursuant to this subscction may
be revoked pursuant to a timely filed amendment or
supplement to the income tax return of such Native
Jorporation.

“(f) ADDITIONAL RULES.—

“(1)  KEARNINGS AND  PROFITS.—Notwith-
standing section 646(d)(2), in the case of a Native
Corporation which elaims a deduction under this sec-

tion for any taxable year, the carnings and profits
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of such Native Corporation for such taxable year
shall be reduced by the amount of such deduction.

“(2) GAIN OR LOSS.—No gain or loss shall be
recognized by the Native Corporation with respecet to
a contribution of property for which a deduction is
allowed under this seetion.

“(3) INCOME.—Subject to subsection (g), a Set-
tlement Trust shall include in income the amount of
any deduction allowed under this scection in the tax-
able year in which the Settlement Trust actually re-
ceives such contribution.

“(4) PERIOD.—The holding period under sec-
tion 1223 of the Settlement Trust shall include the
period the property was held by the Native Corpora-
tion.

“(5) BAsis.—The basis that a Settlement Trust
has for which a deduction is allowed under this sec-
tion shall be equal to the lesser of—

“(A) the adjusted basis of the Native Cor-
poration in such property immediately before
such contribution, or

“(B) the fair market value of the property
immediately before such contribution.

“(6) PROHIBITION.—No deduction shall be al-

lowed under this section with respect to any con-
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tributions made to a Secttlement Trust which are in
violation of subsection (a)(2) or (¢)(2) of section 39
of the Alaska Native Claims Settlement Act (43
U.S.C. 1629¢).

“(g) ELECTION BY SETTLEMENT TRUST TO DEFER

INCOME RECOGNITION.—

“(1) IN GENERAL.—In the case of a contribu-
tion which consists of property other than cash, a
Scttlement Trust may elect to defer recognition of
any income related to such property until the sale or
exchange of such property, in whole or in part, by
the Settlement Trust.

“(2) TREATMENT.—In the case of property de-
scribed in paragraph (1), any income or gain real-
ized on the sale or exchange of such property shall
be treated as—

“(A) for such amount of the income or
gain as is equal to or less than the amount of
income which would be included in income at
the time of contribution under subsection (f)(3)
but for the taxpayer’s eleetion under this sub-
section, ordinary income, and

“(B) for any amounts of the income or
gain which are in excess of the amount of in-

come which would be included in income at the
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1 time of contribution under subsection (f)(3) but
2 for the taxpayer’s election under this sub-
3 section, having the same character as if this
4 subsection did not apply.
5 “(3) ELECTION.—
6 “(A) IN GENERAL.—For cach taxable year,
7 a Settlement Trust may elect to apply this sub-
8 section for any property described in paragraph
9 (1) which was contributed during such year.
10 Any property to which the election applies shall
11 be identified and deseribed with reasonable par-
12 ticularity on the income tax return or an
13 amendment or supplement to the return of the
14 Settlement Trust, with such election to have ef-
15 fect solely for such taxable year.
16 “(B) REVOCATION.—Any clection made by
17 a Settlement Trust pursuant to this subsection
18 may be revoked pursuant to a timely filed
19 amendment or supplement to the income tax re-
20 turn of such Settlement Trust.
21 “(C) CERTAIN DISPOSITIONS.—
22 “(1) IN GENERAL.—In the case of any
23 property for which an election is in effect
24 under this subsection and which is dis-
25 posed of within the first taxable year sub-
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sequent to the taxable year in which such
property was contributed to the Settlement
Trust—

“(I) this scetion shall be applied
as if the election under this subsection
had not been made,

“(II) any income or gain which
would have been included in the year
of contribution under subsection (f)(3)
but for the taxpayer’s election under
this subscetion shall be included in in-
come for the taxable year of such con-
tribution, and

“(III) the Settlement Trust shall
pay any increase in tax resulting from
such inclusion, including any applica-
ble interest, and increased by 10 per-
cent of the amount of such increase
with interest.

“(11) ASSESSMENT.—Notwithstanding
section 6501(a), any amount deseribed in
subclause (III) of clause (i) may be as-
sessed, or a proceeding in court with re-
speet to such amount may be iitiated

without assessment, within 4 years after
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the date on which the return making the
election under this subsection for such
property was filed.”.
(2) CONFORMING AMENDMENT.—The table of
sections for part VIII of subchapter B of chapter 1
1s amended by inserting before the item relating to

section 248 the following new item:

“See. 247. Contributions to Alaska Native Settlement Trusts.”.
(3) EFFECTIVE DATE.—

(A) IN GENERAL.—The amendments made
by this subsection shall apply to taxable years
for which the period of limitation on refund or
credit under section 6511 of the Internal Rev-
enue Code of 1986 has not expired.

(B) ONE-YEAR WAIVER OF STATUTE OF
LIMITATIONS.—If the period of limitation on a
credit or refund resulting from the amendments
made by paragraph (1) expires before the end
of the 1-year period beginning on the date of
the enactment of this Act, refund or eredit of
such overpayment (to the extent attributable to
such amendments) may, nevertheless, be made
or allowed 1if claim therefor is filed before the

close of such 1-year period.
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(¢) INFORMATION REPORTING FOR DEDUCTIBLE
CONTRIBUTIONS TO ALASKA NATIVE SETTLEMENT
TRUSTS.—

(1) IN GENERAL.—Scction 6039H i1s amend-
ed—
(A) in the heading, by striking ‘“‘SPON-
SORING”’, and
(B) by adding at the end the following new
subsection:

“(e) DEDUCTIBLE CONTRIBUTIONS BY NATIVE COR-

PORATIONS TO ALASKA NATIVE SETTLEMENT TRUSTS.

“(1) IN GENERAL.—Any Native Corporation (as

defined in subsection (m) of section 3 of the Alaska
Native Claims Settlement Act (43 U.S.C. 1602(m)))
which has made a contribution to a Settlement
Trust (as defined in subsection (t) of such section)
to which an election under subsection (e) of section
247 applies shall provide such Settlement Trust with
a statement regarding such clection not later than
January 31 of the calendar vear subsequent to the
calendar year in which the contribution was made.

“(2) CONTENT OF STATEMENT.—The state-

ment described in paragraph (1) shall include—
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“(A) the total amount of contributions to
which the election under subsection (e) of sec-
tion 247 applies,

“(B) for cach contribution, whether such
contribution was in cash,

“(C) for cach contribution which consists
of property other than cash, the date that such
property was acquired by the Native Corpora-
tion and the adjusted basis and fair market
value of such property on the date such prop-
erty was contributed to the Settlement Trust,

“(D) the date on which each contribution
was made to the Settlement Trust, and

“(E) such information as the Secretary de-
termines to be necessary or appropriate for the
identification of cach contribution and the accu-
rate inclusion of income relating to such con-
tributions by the Settlement Trust.”.

(2) CONFORMING AMENDMENT.—The item re-

lating to section 603911 in the table of sections for
subpart A of part III of subchapter A of chapter 61

1s amended to read as follows:

“Sec. 6039H. Information With Respect to Alaska Native Settlement Trusts

and Native Corporations.”.
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1 (3) EFFECTIVE DATE.—The amendments made
2 by this subsection shall apply to taxable years begin-
3 ning after December 31, 2016.

4 SEC. 13822. AMOUNTS PAID FOR AIRCRAFT MANAGEMENT
5 SERVICES.

6 (a) IN GENERAL.—Subscction (¢) of section 4261 is
7 amended by adding at the end the following new para-
8 graph:

9 “(b) AMOUNTS PAID IFOR AIRCRAFT MANAGE-
10 MENT SERVICES.—

11 “(A) IN GENERAL.—No tax shall be -
12 posed by this section or section 4271 on any
13 amounts paid by an aircraft owner for aircraft
14 management services related to—

15 “(i) maintenance and support of the
16 aircraft owner’s aircraft, or

17 “(i1) flights on the aircraft owner’s
18 aircraft.

19 “(3)  AIRCRAFT MANAGEMENT  SERV-
20 ICES.—For purposes of subparagraph (A), the
21 term ‘aireraft management services’ includes—
22 “(1) assisting an aircraft owner with
23 administrative and support serviees, such
24 as scheduling, flight planning, and weather

25 forecasting,
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1 ““(i1) obtaining insurance,

2 “(i1) maintenance, storage and fuel-
3 ing of aircraft,

4 “(iv) hiring, training, and provision of
5 pilots and crew,

6 “(v) cstablishing and complying with
7 safety standards, and

8 “(vi1) such other services as are nec-
9 essary to support flights operated by an
10 aircraft owner.

11 “(C) LESSEE TREATED AS AIRCRAFT
12 OWNER.—

13 “(i) IN GENERAL.—For purposes of
14 this paragraph, the térm ‘aircraft owner’
15 includes a person who leases the aircraft
16 other than under a disqualified lease.

17 “(11) DISQUALIFIED LEASE.—For pur-
18 poses of clause (i), the term ‘disqualified
19 lecase’ means a lease from a person pro-
20 viding aircraft management services with
21 respect to such aireraft (or a related per-
22 son (within the meaning of section
23 465(b)(3)(C)) to the person providing such
24 services), if such lease is for a term of 31
25 days or less.
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“(D) PRO RATA ALLOCATION.—In the case
of amounts paid to any person which (but for
this subsection) are subject to the tax imposed
by subsection (a), a portion of which consists of
amounts described in subparagraph (A), this
paragraph shall apply on a pro rata basis only
to the portion which consists of amounts de-
seribed in such subparagraph.”.

(b) Errrcrivi DATE—The amendment made by
this section shall apply to amounts paid after the date of
the enactment of this Act.

SEC. 13823. OPPORTUNITY ZONES.

(a) IN GENERAL.—Chapter 1 is amended by adding
at the end the following:

“Subchapter Z—Opportunity Zones

“See. 1400Z-1. Designation.
“See. 1400Z-2. Special rules for capital gains invested in opportunity zones.

“SEC. 1400Z-1. DESIGNATION.

“(a) QUALIFIED OPPORTUNITY ZONE DEFINED.—
For the purposes of this subchapter, the term ‘qualified
opportunity zone’ means a population census tract that
is a low-income community that is designated as a quali-
fied opportunity zone.

“(b) DESIGNATION.—

“(1) IN GENERAL.—For purposes of subsection

(a), a population census tract that is a low-income
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community is designated as a qualified opportunity
zone if—

“(A) not later than the end of the deter-
mination period, the governor of the State in
which the tract is located—

“(1) nominates the traet for designa-
tion as a qualified opportunity zone, and

“(i1) notifies the Seeretary in writing
of such nomination, and

“(B) the Secretary certifies such nomina-
tion and designates such tract as a qualified op-
portunity zone before the end of the consider-
ation period.

“(2) EXTENSION OF PERIODS.—A governor
may request that the Secretary extend either the de-
termination or consideration period, or both (deter-
mined without regard to this subparagraph), for an
additional 30 days.

“(e) OTHER DEFINITIONS.—For purposes of this

20 subsection—

21
22
23
24

“(1) LOW-INCOME COMMUNITIES.—The term
‘low-income community’ has the same meaning as

when used in section 45D(e).

“(2) DEFINITION OF PERIODS.—
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“(A) CONSIDERATION PERIOD.—The term
‘consideration period’ means the 30-day period
beginning on the date on which the Secretary
receives notice under subsection (b)(1)(A)(1),
as extended under subsection (b)(2).

‘“(B) DETERMINATION PERIOD.—The term
‘determination period’ means the 90-day period
beginning on the date of the enactment of the
Tax Cuts and Jobs Act, as extended under sub-
section (b)(2).

“(3) STATE.—For purposes of this section, the
term ‘State’ includes any possession of the United
States.

“(d) NUMBER OF DESIGNATIONS.—

“(1) IN GENERAL.—Except as provided by
paragraph (2), the number of population census
tracts in a State that may be designated as qualified
opportunity zones under this section may not exceed
25 pereent of the number of low-income communities
in the State.

“(2) EXCEPTION.—If the number of low-income
communities in a State is less than 100, then a total

of 25 of such tracts may be designated as qualified

opportunity zones.
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“(¢) DESIGNATION OF TracTs CONTIGUOUS WITH
Low-INCOME COMMUNITIES.—

“(1) IN GENERAL.—A population census tract
that is not a low-income community may be des-
ignated as a qualified opportunity zone under this
section 1f—

“(A) the tract is contiguous with the low-

income community that is designated as a

qualified opportunity zone, and

“(B) the median family income of the tract
does not exeeed 125 pereent of the median fam-
ily income of the low-income community with
which the tract is contiguous.

“(2) LimrrATiIoON.—Not more than 5 percent of
the population census tracts designated in a State as
a qualified opportunity zone may be designated
under paragraph (1).

“(f) PERIOD FOR WHICH DESIGNATION IS IN EF-
FECT.—A designation as a qualified opportunity zone
shall remain in effect for the period beginning on the date

of the designation and ending at the close of the 10th cal-

endar year beginning on or after such date of designation.
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1 “SEC. 1400Z-2. SPECIAL RULES FOR CAPITAL GAINS IN-

2 VESTED IN OPPORTUNITY ZONES.
3 “(a) IN GENERAL.—In the case of gain from the sale
4 to, or exchange with, an unrelated person of any property
5 held by the taxpayer, at the clection of the taxpayer—
6 “(1) gross income for the taxable year shall not
7 include so much of such gain as does not exceed the
8 aggregate amount invested by the taxpayer in a
9 qualified opportunity fund during the 180-day period
10 beginning on the date of such sale or exchange,
11 “(2) the amount of gain excluded by paragraph
12 (1) shall be included in gross income as provided by
13 subsection (b), and
14 “(3) subsection (¢) shall apply.
15 No eclection may be made under the preceding sentence
16 with respect to a sale or exchange if an election previously
17 made with respect to such sale or exchange is in effect.
18 “(b) DEFERRAL OF GAIN INVESTED IN OPPOR-
19 TUNITY ZONE PROPERTY.—
20 ‘(1) YEAR OF INCLUSION.—Gain to which sub-
21 section (a)(2) applies shall be included in income in
22 the taxable year which includes the earlier of—
23 “(A) the date on which such investment is
24 sold or exchanged, or
25 “(B) Deeember 31, 2026.
26 “(2) AMOUNT INCLUDIBLE.—
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1 “(A) IN GENERAL.—The amount of gain
2 included in gross income under subsection
3 (a)(1) shall be the excess of—

4 ““(i) the lesser of the amount of gain
5 excluded under paragraph (1) or the fair
6 market value of the property as determined
7 as of the date described in paragraph (1),
8 over

9 “(i1) the taxpayer’s basis in the in-
10 vestment.

11 “(B) DETERMINATION OF BASIS.—

12 “(1) IN GENERAL.—Except as other-
13 wise provided in this clause or subsection
14 (¢), the taxpayer’s basis in the investment
15 shall be zero.

16 “(11) INCREASE FOR GAIN RECOG-
17 NIZED UNDER SUBSECTION (a)(2).—The
18 basis in the investment shall be increased
19 by the amount of gain rccognized by rea-
20 son of subsection (a)(2) with respect to
21 such property.
22 “(ii1) INVESTMENTS HELD FOR 5
23 YEARS.—In the case of any investment
24 held for at least 5 years, the basis of such
25 investment shall be increased by an
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amount cqual to 10 pereent of the amount
of gain deferred by reason of subsection
(a)(1).
“Ov)  INVESTMENTS IIELD FOR 7
YEARS.—In the case of any investment
held by the taxpayer for at least 7 years,
in addition to any adjustment made under
clause (ii1), the basis of such property shall
be increased by an amount cqual to 5 per-
cent of the amount of gain deferred by rea-
son of subscetion (a)(1).
“(¢) SPECIAL RULE FOR INVESTMENTS [HELD FOR
AT LEAST 10 YEARS.—In the case of any investment held
by the taxpayer for at least 10 ycars and with respeet to
which the taxpayer makes an election under this clause,
the basis of such property shall be equal to the fair market
value of such investment on the date that the investment
1s sold or exchanged.
“(d) QUALIFIED OrrorTuNITY FUuxND.—For pur-
poses of this section—

“(1) QUALIFIED OPPORTUNITY FUND.—The
term ‘qualified opportunity fund’ means any invest-
ment vehicle which is organized as a corporation or
a partnership for the purpose of investing in quali-

fied opportunity zone property (other than another
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qualified opportunity fund) that holds at least 90
percent of its assets in qualified opportunity zone
property, determined—

“(A) on the last day of the first 6-month
period of the taxable year of the fund, and

“(B) on the last day of the taxable year of
the fund.

‘“(2) QUALIFIED OPPORTUNITY ZONE PROP-
ERTY.—

“(A) IN GENERAL.—The term ‘qualified
opportunity zone property’ means property
which 15—

“(1) qualified opportunity zone stock,

“(i1) qualified opportunity zone part-
nership interest, or

“(i11) qualified opportunity zone busi-
ness property.

“(B) QUALIFIED OPPORTUNITY ZONE
STOCK.—

“(i) IN GENERAL.—Except as pro-
vided in clause (i1), the term ‘qualified op-
portunity zone stock’ means any stock in a
domestic eorporation if—

“(I) such stock 1s acquired by the

taxpayer after December 31, 2017, at
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1 its original issue (direetly or through
2 an underwriter) from the corporation
3 solely in exchange for cash,

4 “(II) as of the time such stock
5 was issued, such corporation was a
6 qualified opportunity zone business
7 (or, in the case of a new corporation,
8 such corporation was being organized
9 for purposes of being a qualified op-
10 portunity zone business), and

11 “(IIT) during substantially all of
12 the taxpayer’s holding period for such
13 stock, such corporation qualified as a
14 qualified opportunity zone business.

15 “(11) REDEMPTIONS.—A rule similar
16 to the rule of scetion 1202(e)(3) shall
17 apply for purposes of this paragraph.

18 “(C) QUALIFIED OPPORTUNITY ZONE
19 PARTNERSIIP INTEREST.—The term ‘qualified
20 opportunity zone partnership interest’ means
21 any capital or profits interest in a domestic
22 partnership if—
23 “(1) such interest is acquired by the
24 taxpayer after December 31, 2017, from
25 the partnership solely in exchange for cash,
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“(11) as of the time such interest was
acquired, such partnership was a qualified
opportunity zone business (or, in the case
of a new partnership, such partnership was
being organized for purposes of being a
qualified opportunity zone business), and

“(ii1) during substantially all of the
taxpayer’s holding period for such interest,
such partnership qualified as a qualified
opportunity zone business.

“(D) QUALIFIED OPPORTUNITY ZONE

BUSINESS PROPERTY.—

“(i) IN GENERAL.—The term ‘quali-
fied opportunity zone business property’
means tangible property used in a trade or
business of the taxpayer if—

“(I) such property was acquired
by the taxpayer by purchase (as de-
fined in section 179(d)(2)) after De-
cember 31, 2017,

“(II) the original use of such
property in the qualified opportunity
zone commences with the taxpayer or
the taxpayer substantially improves

the property, and
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“(IIT) during substantially all of
the taxpayer’s holding period for such
property, substantially all of the use
of such property was in a qualified op-
portunity zone.

“(11) SUBSTANTIAL IMPROVEMENT.—
For purposes of subparagraph (A)(ii),
property shall be treated as substantially
improved by the taxpayer only if, during
any 30-month period beginning after the
date of aequisition of such property, addi-
tions to basis with respect to such property
in the hands of the taxpayer exceed an
amount equal to the adjusted basis of such
property at the beginning of such 30-
month period in the hands of the taxpayer.

“(ii1) RELATED PARTY.—For pur-
poses of subparagraph (A)(i), the related
person rule of section 179(d)(2) shall be
applied pursuant to paragraph (8) of this
subseetion in licu of the applieation of such

rule in section 179(d)(2)(A).

“(3) QUALIFIED OPPORTUNITY ZONE BUSI-
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“(A) IN GENERAL.—The term ‘qualified
opportunity zone business’ means a trade or
business—

“(1) in which substantially all of the
tangible property owned or leased by the
taxpayer is qualified opportunity zone busi-
ness property,

“(i1) which satisfies the requirements
of paragraphs (2), (4), and (8) of section
1397C(b), and

“(111) which 1s not deseribed in seetion
144(c)(6)(B).

“(B) SPECIAL RULE.—For purposes of
subparagraph (A), tangible property that ceases
to be a qualified opportunity zone business
property shall continue to be treated as a quali-
fied opportunity zone business property for the
lesser of—

“(1) 5 years after the date on which
such tangible property ceases to be so
qualified, or

“(i1) the date on which such tangible
property is no longer held by the qualified
opportunity zone business.

“(e) APPLICABLE RULES.—
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“(1) TREATMENT OF INVESTMENTS WITH
MIXED FUNDS.—In the case of any investment in a
qualified opportunity fund only a portion of which

consists of investments of gain to which an election

under subsection (a)(1) is in effect
‘““(A) such investment shall be treated as 2
separate investments, consisting of—

“(1) one investment that only includes
amounts to which the election under sub-
section (a)(1) applies, and

“(i1) a scparate investment consisting
of other amounts, and
“(B) subsections (a), (b), and (¢) shall

only apply to the investment described in sub-

paragraph (A)(i).

“(2) RELATED PERSONS.—For purposes of this
section, persons are related to each other if such
persons are described in section 267(b) or 707(b)(1),
determined by substituting ‘20 percent’ for ‘50 per-
cent’ each place it occurs in such sections.

“(3) DECEDEXNTS.—In the case of a decedent,
amounts recognized under this section shall, if not
properly includible in the gross income of the dece-
dent, be includible in gross income as provided by

section 691.
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“(4) REGULATIONS.—The Scerctary shall pre-
seribe such regulations as may be necessary or ap-
propriate to carry out the purposes of this section,
including—

“(A) rules for the certification of qualified
opportunity funds for the purposes of this sce-
tion, and

“(B) rules to prevent abuse.

“(f) FAILURE OF QUALIFIED OPPORTUNITY FUND

TO MAINTAIN INVESTMENT STANDARD.—

“(1) IN GENERAL.—If a qualified opportunity
fund fails to meet the 90-percent requirement of
subsection (¢)(1), the qualified opportunity fund
shall pay a penalty for cach month it fails to meet
the requirement in an amount equal to the product
of—

“(A) the excess of—

“(1) the amount equal to 90 percent of
its aggregate assets, over

“(i1) the aggregate amount of quali-
fied opportunity zone property held by the
fund, multiplied by
“(B) the underpayment rate established

under section 6621(a)(2) for such month.
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“(2) SPECIAL RULE FOR PARTNERSHIPS.—In
the case that the qualified opportunity fund is a
partnership, the penalty imposed by paragraph (1)
shall be taken into account proportionately as part
of the distributive share of each partner of the part-
nership.

“(3) REASONABLE CAUSE EXCEPTION.—No
penalty shall be imposed under this subsection with
respeet to any failure if it is shown that such failure
1s due to reasonable cause.”.

(b) BASIS ADJUSTMENTS.—Scction 1016(a) is
amended by striking “and” at the end of paragraph (36),
by striking the period at the end of paragraph (37) and
mserting “, and”, and by inserting after paragraph (37)
the following:

“(38) to the extent provided in subsections
(b)(2) and (¢) of section 1400Z-2.”.

(¢) CLERICAL AMENDMENT.—The table of sub-
chapters for chapter 1 i1s amended by adding at the end

the following new item:

“SUBCHAPTER Z. OPPORTUNITY ZONES”.
(d) EFFECTIVE DATE.—The amendments made by
this section shall take effect on the date of the enactment

of this Act.
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Subtitle D—International Tax
Provisions
PART I—OUTBOUND TRANSACTIONS
Subpart A—Establishment of Participation
Exemption System for Taxation of Foreign Income

SEC. 14101. DEDUCTION FOR FOREIGN-SOURCE PORTION
OF DIVIDENDS RECEIVED BY DOMESTIC COR-
PORATIONS FROM SPECIFIED 10-PERCENT
OWNED FOREIGN CORPORATIONS.

(a) IN GENERAL.—Part VIII of subchapter B of
chapter 1 is amended by inserting after section 245 the
following new section:

“SEC. 245A. DEDUCTION FOR FOREIGN SOURCE-PORTION
OF DIVIDENDS RECEIVED BY DOMESTIC COR-
PORATIONS FROM SPECIFIED 10-PERCENT
OWNED FOREIGN CORPORATIONS.

“(a) IN GENERAL.—In the case of any dividend re-
ceived from a specified 10-percent owned foreign corpora-
tion by a domestic corporation which is a United States
sharcholder with respect to such foreign corporation, there
shall be allowed as a deduction an amount equal to the

foreign-source portion of such dividend.

“(b) SPECIFIED 10-PERCENT OWNED FOREIGN COR-
PORATION.—For purposes of this section—
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“(1) IN GENERAL.—The termn ‘speeified 10-per-
cent owned foreign corporation’ means any foreign
corporation with respect to which any domestic cor-
poration is a United States sharcholder with respect
to such corporation.

“(2) EXCLUSION OF PASSIVE FOREIGN INVEST-
MENT COMPANIES.—Such term shall not include any
corporation which is a passive foreign investment
company (as defined in secetion 1297) with respect to
the shareholder and which 1s not a controlled foreign
corporation.

“(¢) FOREIGN-SOURCE PORTION.—For purposes of
purp

this seetion—

“(1) IN GENERAL.—The foreign-source portion
of any dividend from a specified 10-percent owned
foreign corporation is an amount which bears the
same ratio to such dividend as—

“(A) the undistributed foreign earnings of
the specified 10-pereent owned foreign corpora-
tion, bears to

“(B) the total undistributed carnings of
such foreign corporation.

“(2) UNDISTRIBUTED EARNINGS.—The term
‘undistributed carnings’ means the amount of the

earnings and profits of the specified 10-percent
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owned foreign corporation (computed in accordance
with sections 964(a) and 986)—

“(A) as of the close of the taxable year of
the specified 10-percent owned foreign corpora-
tion in which the dividend is distributed, and

“(B) without diminution by reason of divi-
dends distributed during such taxable year.

“(3) UNDISTRIBUTED FOREIGN EARNINGS.—
The term ‘undistributed foreign carnings’ means the
portion of the undistributed earnings which is attrib-

utable to neither

“(A) income described in subparagraph (A)
of section 245(a)(5), nor
“(B) dividends described in subparagraph
(B) of such section (determined without regard
to section 245(a)(12)).
“(d) DISALLOWANCE OF FOREIGN TaAX CREDIT,
ETC.—

“(1) IN GENERAL.—No credit shall be allowed

under section 901 for any taxes paid or accrued (or
treated as paid or accerued) with respeet to any dis-
tribution any portion of which constitutes a dividend
for which a deduction is allowed under this section.

“(2) DENIAL OF DEDUCTION.—No deduction

shall be allowed under this chapter for any tax for
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which credit 1s not allowable under section 901 hy
reason of paragraph (1) (determined by treating the
taxpayer as having elected the benefits of subpart A
of part Il of subchapter N).

“(e) SPECIAL RULES FOR HYBRID DIVIDENDS.

“(1) IN GENERAL.—Subscction (a) shall not
apply to any dividend received by a United States
shareholder from a controlled foreign corporation if
the dividend is a hybrid dividend.

“(2) HYBRID DIVIDENDS OF TIERED CORPORA-
TIONS.—If a controlled foreign corporation with re-
spect to which a domestie corporation 1s a United
States shareholder receives a hybrid dividend from
any other controlled foreign corporation with respect
to which such domestic corporation is also a United
States sharcholder, then, notwithstanding any other
provision of this title—

“(A) the hybrid dividend shall be treated
for purposes of section 951(a)(1)(A) as subpart

F income of the receiving controlled foreign cor-

poration for the taxable year of the controlled

foreign corporation in which the dividend was
received, and
“(B) the United States shareholder shall

include in gross income an amount equal to the
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1 sharcholder’s pro rata share (determined in the
2 same manner as under section 951(a)(2)) of the
3 subpart F' income described in subparagraph
4 (A).

5 “(3) DENIAL OF FOREIGN TAX CREDIT, ETC.—
6 The rules of subsection (d) shall apply to any hybrid
7 dividend received by, or any amount included under
8 paragraph (2) in the gross income of, a United
9 States sharcholder.

10 “(4) HYBRID DIVIDEND.—The term ‘hybrid
11 dividend’ means an amount reccived from a con-
12 trolled foreign corporation—

13 “(A) for which a deduction would be al-
14 lowed under subsecction (a) but for this sub-
15 section, and

16 “(B) for which the controlled foreign cor-
17 poration received a deduction (or other tax ben-
18 efit) from taxes imposed by any foreign coun-
19 try.
20 “(f) SPECIAL RULE FOR PURGING DISTRIBUTIONS
21 oOr PaSSIVE FOREIGN INVESTMENT COMPANIES.—Any
22 amount which is treated as a dividend under section
23 1291(d)(2)(B) shall not be treated as a dividend for pur-
24 poses of this section.
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“(g) REGULATIONS.—The Seeretary shall preseribe
such regulations or other guidance as may be necessary
or appropriate to carry out the provisions of this section,
including regulations for the treatment of United States
shareholders owning stock of a specified 10 percent owned
foreign corporation through a partnership.”.
(b) APPLICATION OF HOLDING PERIOD REQUIRE-
MENT.—Subsection (¢) of section 246 is amended—
(1) by striking “or 245" in paragraph (1) and
inserting ‘245, or 245A”, and
(2) by adding at the end the following new
paragraph:
“(5) SPECIAL RULES FOR FOREIGN SOURCE
PORTION OF DIVIDENDS RECEIVED FROM SPECIFIED

10-PERCENT OWNED FOREIGN CORPORATIONS.

“(A) 1-YEAR HOLDING PERIOD REQUIRE-
MENT.—For purposes of section 245A—
“(1) paragraph (1)(A) shall be ap-
phed—

“(I) by substituting ‘365 days’
for ‘45 days’ cach place it appears,
and

“(II) by substituting ‘731-day pe-
riod’ for ‘91-day period’, and

“(i1) paragraph (2) shall not apply.
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1 “(B) STATUS MUST BE MAINTAINED DUR-
2 ING HOLDING PERIOD.—For purposes of apply-
3 ing paragraph (1) with respect to section 245A,
4 the taxpayer shall be treated as holding the
5 stock referred to in paragraph (1) for any pe-
6 riod only if—

7 “(1) the specified 10-percent owned
8 foreign corporation referred to in section
9 245A(a) is a specified 10-percent owned
10 foreign corporation at all times during
11 such period, and

12 “(i1) the taxpayer is a United States
13 shareholder with respect to such speeified
14 10-pereent owned foreign corporation at all
15 times during such period.”.

16 (¢) APPLICATION OF RULES GENERALLY APPLICA-
17 BLE TO DEDUCTIONS FOR DIVIDENDS RECEIVED.—

18 (1) TREATMENT OF DIVIDENDS FROM CERTAIN
19 CORPORATIONS.—Paragraph (1) of scction 246(a) is
20 amended by striking “and 245" and inserting ‘245,
21 and 245A”.
22 (2) ASSETS GENERATING TAX-EXEMPT PORTION
23 OF DIVIDEND NOT TAKEN INTO ACCOUNT IN ALLO-
24 CATING AND APPORTIONING DEDUCTIBLE EX-
25 PENSES.—Paragraph (3) of section 864(e) is amend-
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ed by striking “or 245(a)” and inserting “, 245(a),
or 245A”.
(3) COORDINATION WITH SECTION 1059.—Sub-
paragraph (B) of section 1059(b)(2) 1s amended by
striking “‘or 245" and inserting ‘245, or 245A”.

(d) CoORDINATION WITH FOREIGN TaxX CREDIT

LIMITATION.—Subsection (b) of section 904 is amended

by adding at the end the following new paragraph:

“(5) TREATMENT OF DIVIDENDS FOR WIIICII
DEDUCTION IS ALLOWED UNDER SECTION 245A.—
For purposes of subseetion (a), in the case of a do-
mesti¢ corporation which is a United States share-
holder with respect to a specified 10-percent owned
forcign corporation, such domestic corporation’s tax-
able income from sourees without the United States
shall be determined without regard to—

“(A) the foreign-source portion of any divi-
dend received from such foreign corporation,
and

“(B) any deductions properly allocable to
such portion.

Any term which is used in section 245A and in this
paragraph shall have the same meaning for purposes
of this paragraph as when used in such section.”.

(e) CONFORMING AMENDMENTS.—
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(1) Subscetion (b) of section 951 is amended by
striking “‘subpart” and inserting “title”.

(2) Subsection (a) of section 957 is amended by
striking ‘‘subpart” in the matter preceding para-
graph (1) and inserting ‘‘title”.

(3) The table of sections for part VIII of sub-
chapter B of chapter 1 is amended by inserting after
the item relating to section 245 the following new

item:

“See. 245A. Dividends received by domestic corporations from certain foreign
corporations.”.

(f) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
years of United States shareholders in which or with which
such taxable years of foreign corporations end.

SEC. 14102. SPECIAL RULES RELATING TO SALES OR

TRANSFERS INVOLVING SPECIFIED 10-PER-

CENT OWNED FOREIGN CORPORATIONS.
(a) SALES BY UNITED STATES PERSONS OF
STOCK.—Section 1248 is amended by redesignating sub-
sceetion (j) as subsection (k) and by inserting after sub-

section (1) the following new subsection:
“(j) COORDINATION WITH DIVIDEXDS RECEIVED
DEDUCTION.—In the case of the sale or exchange by a

domestie corporation of stock in a foreign corporation held
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for 1 year or more, any amount received by the domestie
corporation which is treated as a dividend by reason of
this section shall be treated as a dividend for purposes
of applying section 245A.”.

(b) BASIS IN SPECIFIED 10-PERCENT OWNED FOR-
EIGN CORPORATION REDUCED BY NONTAXED PORTION
OF DIVIDEND FOR PURPOSES OF DETERMINING LiOSS.—

(1) IN GENERAL.—Section 961 is amended by
adding at the end the following new subsection:

“(d) BASIS IN SPECIFIED 10-PERCENT OWNED FOR-
EIGN CORPORATION REDUCED BY NONTAXED PORTION
OF DIVIDEND FOR PURPOSES OF DETERMINING Loss.—
If a domestic corporation receives a dividend from a speci-
fied 10-percent owned foreign corporation (as defined in
section 245A) in any taxable year, solely for purposes of
determining loss on any disposition of stock of such for-
elgn corporation in such taxable year or any subsequent
taxable year, the basis of such domestic corporation in
such stock shall be reduced (but not below zero) by the
amount of any deduction allowable to such domestic cor-
poration under section 245A with respeet to such stoek.”.

(2) EFFECTIVE DATE.—The amendments made
by this subsection shall apply to dividends received

in taxable years beginning after December 31, 2017,
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(¢) SALE BY A CFC or A LOWER TiErR CFC.—Sce-

2 tion 964(e) is amended by adding at the end the following

3 new paragraph:

4
5
6
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“(4) COORDINATION WITII DIVIDENDS RE-
CEIVED DEDUCTION.—

“(A) IN GENERAL.—If, for any taxable
year of a controlled foreign corporation begin-
ning after December 31, 2017, any amount is
treated as a dividend under paragraph (1) by
reason of a sale or exchange by the controlled
forcign corporation of stock in another foreign
corporation held for 1 year or more, then, not-
withstanding any other provision of this title—

“(i) the foreign-source portion of such
dividend shall be treated for purposes of
seetion 951(a)(1)(A) as subpart F income
of the selling controlled foreign corporation
for such taxable year,

“(i1) a United States shareholder with
respect to the selling controlled foreign cor-
poration shall include in gross income for
the taxable year of the shareholder with or
within which such taxable year of the con-
trolled foreign corporation ends an amount

equal to the shareholder’s pro rata share
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(determined in the same manner as under

section 951(a)(2)) of the amount treated

as subpart F' income under clause (1), and
“(m) the deduction under sccetion
245A(a) shall be allowable to the United

States sharcholder with respeet to the sub-

part F income included in gross income

under clause (11) in the same manner as 1f

such subpart F income were a dividend re-

ceived by the shareholder from the selling
* controlled foreign corporation.

“UB) EFFECT OF LOSS ON EARNINGS AND
PROFITS.—For purposes of this title, in the
case of a sale or exchange by a controlled for-
eign corporation of stock in another foreign cor-
poration in a taxable year of the sclling con-
trolled foreign corporation beginning after De-
cember 31, 2017, to which this paragraph
would apply if gain were recognized, the carn-
ings and profits of the selling controlled foreign
corporation shall not be reduced by reason of
any loss from such sale or exchange.

“(C) FOREIGN-SOURCE PORTION.—For
purposes of this paragraph, the foreign-source

portion of any amount treated as a dividend
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under paragraph (1) shall be determined in the

same manner as under section 245A(¢).”.
(d) TREATMENT OF FOREIGN BRANCH LOSSES
TRANSFERRED TO SPECIFIED 10-PERCENT OWNED FOR-

EIGN CORPORATIONS.

(1) IN GENERAL.—Part II of subchapter B of
chapter 1 is amended by adding at the end the fol-
lowing new section:

“SEC. 91. CERTAIN FOREIGN BRANCH LOSSES TRANS-
FERRED TO SPECIFIED 10-PERCENT OWNED
FOREIGN CORPORATIONS.

“(a) IN GENERAL.—If a domesti¢ corporation trans-
fers substantially all of the assets of a foreign branch
(within the meaning of section 367(a)(3)(C), as in cffect
before the date of the enactment of the Tax Cuts and Jobs
Act) to a speeified 10-pereent owned foreign corporation
(as defined in section 245A) with respect to which it is
a United States shareholder after such transfer, such do-
mestic¢ corporation shall include in gross income for the
taxable year which includes such transfer an amount equal
to the transferred loss amount with respeet to such trans-
fer.

“(b) LIMITATION AND CARRYFORWARD BASED ON

FOREIGN-SOURCE DIVIDENDS RECEIVED.—
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1 “(1) IN GENERAL.—The amount included in
2 the gross income of the taxpayer under subsection
3 (a) for any taxable year shall not exceed the amount
4 allowed as a deduction under section 245A for such
5 taxable year (taking into account dividends received
6 from all specified 10-pereent owned foreign corpora-
7 tions with respeet to which the taxpayer is a United
8 States shareholder).

9 “(2) AMOUNTS NOT INCLUDED CARRIED FOR-
10 WARD.—Any amount not included in gross income
11 for any taxable yecar by reason of paragraph (1)
12 shall, subject to the application of paragraph (1) to
13 the succeeding taxable year, be included in gross in-
14 come for the succeeding taxable year.

15 “(e) TRANSFERRED Li0SS AMOUNT.—For purposes

16 of this section, the term ‘transferred loss amount’ means,
17 with respect to any transfer of substantially all of the as-

18 sets of a foreign branch, the excess (if any) of—

19 “(1) the sum of losses—

20 “(A) which were incurred by the foreign
21 branch after December 31, 2017, and before
22 the transfer, and

23 “(B) with respect to which a deduction was
24 allowed to the taxpayer, over

25 “(2) the sum of—
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“(A) any taxable income of such branch
for a taxable year after the taxable year in
which the loss was incurred and through the
close of the taxable year of the transter, and

“(B) any amount which is recognized
under section 904(f)(3) on account of the trans-
fer.

“(d) REDUCTION FOR RECOGNIZED GAINS.—The
transferred loss amount shall be reduced (but not below
zero) by the amount of gain recognized by the taxpayer
on account of the transfer (other than amounts taken into
account under subsection (¢)(2)(B)).

“(e) SOURCE OF INCOME.—Amounts included in
gross income under this section shall be treated as derived
from sources within the United States.

“(f) BASIS ADJUSTMENTS.—Consistent with such
regulations or other‘ guidance as the Secretary shall pre-
seribe, proper adjustments shall be made in the adjusted
basis of the taxpayer’s stock in the specified 10-pereent
owned foreign corporation to which the transfer is made,
and in the transferce’s adjusted basis in the property
transferred, to reflect amounts included in gross income
under this section.”.

(2) CLERICAL AMENDMENT.—The table of sce-

tions for part Il of subchapter B of chapter 1 is
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amended by adding at the end the following new

item:

“See. 91. Certain foreign branch losses transferred to specified 10-percent

owned foreign corporations.”.
(3) EFFECTIVE DATE.—The amendments made
by this subsection shall apply to transfers after De-
cember 31, 2017.

(e) REPEAL OF ACTIVE TRADE OR BUSINESS EXCEP-

TION UNDER SECTION 367.—

(1) IN GENERAL.—Section 367(a) is amended

by striking paragraph (3) and redesignating para-
graphs (4), (5), and (6) as paragraphs (3), (4), and
(5), respectively
(2)  CONFORMING  AMENDMENTS.—Section
367(a)(4), as redesignated by paragraph (1), is
amended—
(A) by striking “Paragraphs (2) and (3)”
and inserting ‘“‘Paragraph (2)”, and
(B) by striking ‘“‘PARAGRAPIIS (2) AND (3)”
in the heading and inserting ‘“‘PARAGRAPH (2)”.
(3) EFFECTIVE DATE.—The amendments made
by this subscetion shall apply to transfers after De-

cember 31, 2017.
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SEC. 14103. TREATMENT OF DEFERRED FOREIGN INCOME
UPON TRANSITION TO PARTICIPATION EX-
EMPTION SYSTEM OF TAXATION.

(a) IN GENERAL.—Section 965 is amended to read
as follows:

“SEC. 965. TREATMENT OF DEFERRED FOREIGN INCOME
UPON TRANSITION TO PARTICIPATION EX-
EMPTION SYSTEM OF TAXATION.

“(a) TREATMEXNT OF DEFERRED FOREIGN INCOME
AS SUBPART F INCOME.—In the case of the last taxable
year of a deferred income corporation which begins before
January 1, 2018 the subpart F' income of such foreign
corporation (as otherwise determined for such taxable year
under section 952) shall be increased by the greater of—

“(1) the accumulated post-1986 deferred for-
eign income of such corporation determined as of

November 9, 2017, or

“(2) the accumulated post-1986 deferred for-
eign income of such corporation determined as of

December 31, 2017.

“(b) REDUCTION IN AMOUNTS INCLUDED IN GROSS
INCOME OF UNITED STATES SHAREHOLDERS OF SPECI-
FIED FOREIGN CORPORATIONS WITH DEFICITS IN EARN-
INGS AND PROFITS.—

“(1) IN GENERAL.—In the case of a taxpayer

which is a United States shareholder with respect to
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at least one deferred foreign income corporation and
at least one E&P deficit foreign corporation, the
amount which would (but for this subsection) be
taken into account under section 951(a)(1) by rea-
son of subsection (a) as such United States share-
holder’s pro rata share of the subpart F' income of
each deferred foreign income corporation shall be re-
duced by the amount of such United States share-
holder’s aggregate foreign E&P deficit which 1s allo-
cated under paragraph (2) to such deferred foreign
Ineome corporation.

“(2) ALLOCATION OF AGGREGATE FOREIGN E&P
DEFICIT.—The aggregate foreign E&P deficit of any
United States sharcholder shall be allocated among
the deferred foreign income corporations of such
United States sharcholder in an amount which bears
the same proportion to such aggregate as—

“(A) such United States shareholder’s pro
rata share of the accumulated post-1986 de-
ferred foreign income of each such deferred for-
eign income corporation, bears to

“(B) the aggregate of such United States

shareholder’s pro rata share of the accumulated

post-1986 deferred foreign income of all de-
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ferred foreign income corporations of such
United States shareholder.
“(3) DEFINITIONS RELATED TO E&P DEFI-
cIrs.—For purposes of this subsection—
“(A) AGGREGATE FOREIGN E&P DEF-
ICIT.—

“(1) IN GENERAL.—The term ‘aggre-
gate foreign E&P deficit’” means, with re-
spect to any United States sharcholder, the
lesser of—

“(I) the aggregate of such share-
holder’s pro rata shares of the speci-
filed E&P deficits of the E&P deficit
foreign corporations of such share-
holder, or

“(II) the amount determined
under paragraph (2)(B).

“(11) ALLOCATION OF DEFICIT.—If
the amount desceribed 1 clause (1)(II) 1s
less than the amount described in clause
(1)(I), then the sharcholder shall designate,
in such form and manner as the Secretary
determines—

“(I) the amount of the specified

E&P deficit which is to be taken into
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account for cach E&P defieit corpora-
tion with respect to the taxpayer, and
“(II) in the case of an E&P def-
icit corporation which has a qualified
deficit (as defined in section 952), the
portion (if any) of the deficit taken

into  account under subclause (I)

which is attributable to a qualified

deficit, including the qualified activi-
ties to which such portion is attrib-
utable.

‘“(B) E&P DEFICIT FOREIGN CORPORA-
TION.—The term ‘E&P deficit foreign corpora-
tion’ means, with respeet to any taxpayer, any
specified foreign corporation with respect to
which such taxpayer is a United States share-
holder, if—

“(1) such specified foreign corporation
has a deficit in post-1986 carnings and
profits, and

“(11) as of November 9, 2017—

“(I) such corporation was a spec-

ified foreign corporation, and



O\GANGAI17738.xml [file 4 of 3] S.L.C.

367

O o0 N N B W=

[N I NS TR NG R NG R b I O R T e e T e T e e T
DN W NN = O O 00 N O U B W NN = O

“(II) such taxpayer was a United
States shareholder of such corpora-
tion.

“(C) SPECIFIED K& DEFICIT.—The term
‘specified E&P defieit’ meané, with respect to
any E&P deficit foreign corporation, the
amount of the defiat referred to in subpara-
graph (B).

“(4) TREATMENT OF EARNINGS AND PROFITS

IN FUTURE YEARS.—

“CA) REDUCED EARNINGS AND PROFITS
TREATED AS PREVIOUSLY TAXED INCOME
WHEN DISTRIBUTED.—For purposes of apply-
g scction 959 in any taxable year beginning
after December 31, 2017, with respect to any
United States sharcholder of a deferred foreign
income corporation, an amount equal to such
shareholder’s reduction under paragraph (1)
which is allocated to such deferred foreign in-
come corporation under this subsection shall be
treated as an amount which was included in the
gross income of such United States shareholder
under section 951(a).

“(B) E&P DEFICITS.—For purposes of this

title, a United States shareholder’s pro rata
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share of the carnings and profits of any speci-

fied E&P deficit foreign corporation under this

subsection shall be increased by the amount of
the specitied E&I? deficit of such corporation
taken into account by such shareholder under

paragraph (1), and, for purposes of section 952,

such increase shall be attributable to the same

activity to which the deficit so taken into ac-
count was attributable.
“(¢) APPLICATION OF PARTICIPATION EXEMPTION
TO INCLUDED INCOME.—

“(1) IN GENERAL.—In the case of a United
States shareholder of a deferred foreign income cor-
poration, there shall be allowed as a deduction for
the taxable year in which an amount is included in
the gross imeome of such United States sharcholder
under section 951(a)(1) by reason of this section an
amount equal to the sum of—

“(A) 78.6 pereent of the excess (if any)
of—
“(1) the amount so included as gross
income, over
“(1) the amount of such United

States shareholder’s aggregate foreign cash

position, plus
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“(B) 58.6 pereent of so much of the
amount described in subparagraph (A)(11) as
does not exceed the amount described in sub-
paragraph (A)(i).

“(2) AGGREGATE FOREIGN CASH POSITION.—
For purposes of this subseetion—

“(A) IN GENERAL.—The term ‘aggregate
foreign cash position’ means, with respect to
any United States sharcholder, the greater of—

“(1) the aggregate of such United

States sharcholder’s pro rata share of the

cash position of each specified foreign cor-

poration of such United States shareholder
determined as of the close of the last tax-
able year of such specified foreign corpora-

tion which begins before January 1, 2018,

or

“(11) one half of the sum of—

“(I) the aggregate described in
clause (1) determined as of the close of
the last taxable year of cach such
specified foreign corporation which
ends before November 9, 2017, plus

“(IT) the aggregate described in

clause (1) determined as of the close of
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the taxable year of cach such speeified
foreign corporation which precedes the
taxable year referred to in subclause
(I).

“(B) CAsH POSITION.—For purposes of
this paragraph, the cash position of any speci-
fied foreign corporation is the sum of—

“(1) cash and foreign currency held by
such foreign corporation,

“(11) the net accounts receivable of
such foreign corporation, plus

“(i11) the fair market value of the fol-
lowing assets held by such corporation:

“(I) Personal property which is
of a type that is actively traded and
for which there is an established fi-
nancial market (other than stock in
the specified foreign corporation).

“(IT) Commercial paper, certifi-
cates of deposit, the securities of the
Federal government and of any State
or foreign government.

“(III) Any obligation with a term

of less than one year.
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“(IV) Any asset which the See-

retary identifies as being economically
equivalent to any asset described in
this subparagraph.

“(C) NET ACCOUNTS RECEIVABLE.—For
purposes of this paragraph, the term ‘net ac-
counts receivable’ means, with respect to any
specified foreign corporation, the excess (if any)
of—

‘(1) such corporation’s accounts re-
ceivable, over

“(i1) such corporation’s accounts pay-
able (determined consistent with the rules

of section 461).

“(D) PREVENTION OF DOUBLE COUNT-
ING.—Cash positions of a specified foreign cor-
poration described in clause (ii) or (ii)(III) of
subparagraph (B) shall not be taken into ac-
count by a United States sharcholder under
subparagraph (A) to the extent that such
United States sharcholder demonstrates to the
satisfaction of the Secretary that such amount
is so taken into account by such United States
sharcholder with respeet to another specified

foreign corporation.
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“(E) CASH POSITIONS OF CERTAIN NON-
CORPORATE ENTITIES TAKEN INTO ACCOUNT.—
An entity shall be treated as a specified foreign
corporation of a United States sharcholder for
purposes of determining such United States
sharcholder’s aggregate foreign cash position
if—

“(i) such entity is a foreign entity
which would be a specified foreign corpora-
tion of such United States shareholder if
such entity were a corporation, or

“(i1) any interest in such entity is held
by a specified foreign corporation of such
United States shareholder (determined
after application of clause (1)) and such en-
tity would be a specified foreign corpora-
tion of such United States shareholder if
such entity were a foreign corporation.
“(F) ANTI-ABUSE.—If the Sceretary deter-

mines that a principal purpose of any trans-
action was to reduce the aggregate foreign cash
position taken into account under this sub-
section, such transaction shall be disregarded

for purposes of this subsecction.
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“(d) DEFERRED FOREIGN INCOME CORPORATION;

ACCUMULATED PoST-1986 DEFERRED FOREIGN IN-

COME.—For purposes of this section—

“(1) DEFERRED FOREIGN INCOME CORPORA-
TION.—The term ‘deferred foreign income corpora-
tion” means, with respeet to any United States
shareholder, any specified foreign corporation of
such United States shareholder which has accumu-
lated post-1986 deferred foreign income (as of the
close of the taxable year referred to in subsection
(a)) greater than zero.

“(2) ACCUMULATED POST-1986 DEFERRED FOR-
EIGN INCOME.—The term ‘acecumulated post-1986
deferred foreign income’ means the post-1986 carn-
ings and profits except to the extent such earnings—

“A) arc attributable to income of the
specified foreign corporation which is effectively
connected with the conduct of a trade or busi-
ness within the United States and subject to
tax under this chapter, or

“B) in the case of a controlled foreign
corporation, if distributed, would be excluded
from the gross income of a United States share-

holder under section 959.
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To the extent provided in regulations or other guid-
ance prescribed by the Secretary, in the case of any
controlled foreign corporation which has share-
holders which are not United States sharcholders,
accumulated post-1986 deferred foreign income shall
be appropriately reduced by amounts which would bhe
described in subparagraph (B) if such shareholders
were United States shareholders.

“(3) PosT-1986 EARNINGS AND PROFITS.—The
term ‘post-1986 earnings and profits’ means the
carnings and profits of the foreign corporation (com-
puted in accordance with sections 964(a) and 986,
and by only taking into account periods when the
foreign corporation was a specified foreign corpora-
tion) accumulated in taxable years beginning after
December 31, 1986, and determined—

“(A) as of the date of the taxable year re-
ferred to in paragraph (1) or (2) of subsection

(a), whichever is applicable with respect to such

foreign corporation, and

“(B) without diminution by reason of divi-
dends distributed during the taxable year end-

ing with or including such date.

“(e) SPECIFIED FOREIGN CORPORATION.—
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“(1) IN GENERAL.—For purposes of this sce-
tion, the term ‘specified foreign corporation’
means—

“(A) any controlled foreign corporation,
and

“(B) any scetion 902 corporation (as de-
fined in section 909(d)(5) as in effect before the
date of the enactment of the Tax Cuts and Jobs

Act).

“(2) APPLICATION TO SECTION 902 CORPORA-
TIONS.—For purposes of sections 951 and 961, a
section 902 corporation (as so defined) shall be
treated as a controlled foreign corporation solely for
purposes of taking into account the subpart F in-
come of such corporation under subsection (a) (and
for purposcs of applying subsecection (¢)).

“(3) EXCLUSION OF PASSIVE FOREIGN INVEST-
MENT COMPANIES.—Such term shall not include any
corporation which is a passive foreign investment
company (as defined in section 1297) with respect to
the sharcholder and whiceh is not a controlled foreign
corporation.

“(f) DETERMINATIONS OF PRO RATA SHARE.—For

24 purposes of this section, the determination of any United

25 States shareholder’s pro rata share of any amount with
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respeet to any speeified foreign corporation shall be deter-
mined under rules similar to the rules of section 951(a)(2)
by treating such amount in the same manner as subpart
I income (and by treating such specified foreign corpora-
tion as a controlled foreign corporation).

“(g) DISALLOWANCE OF FOREIGN TAX CREDIT,
ETC.—

“(1) IN GENERAL.—No credit shall be allowed
under section 901 for the applicable pereentage of
any taxes paid or accrued (or treated as paid or ac-
crued) with respeet to any amount for which a de-
duction is allowed under this section.

“(2) APPLICABLE PERCENTAGE.

For purposes
of this subsecction, the term ‘applicable percentage’
means the amount (expressed as a percentage) equal
to the sum of—
“(A) 0.786 multiplied by the ratio of—
“(1) the excess to which subsection
(¢)(1)(A) applies, divided by
“(11) the sum of such excess plus the
amount to which subscetion (e)(1)(B) ap-
plies, plus
“(B) 0.586 multiplied by the ratio of—
‘(1) the amount to which subsection

(¢)(1)(B) applies, divided by
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“(i1) the sum deseribed in subpara-
graph (A)(11).

“(3) DENIAL OF DEDUCTION.—No deduction
shall be allowed under this chapter for any tax for
which credit is not allowable under section 901 by
reason of paragraph (1) (determined by treating the
taxpayer as having elected the benefits of subpart A
of part III of subchapter N).

“(4) COORDINATION WITII SECTION 78.—Scc¢-
tion 78 shall not apply to any tax for which credit
1s not allowable under section 901 by reason of para-
graph (1).

“(h) ELECTION TO PAY LIABILITY IN INSTALL-

MENTS.—

“(1) IN GENERAL.—In the case of a United
States sharcholder of a deferred foreign income eor-
poration, such United States shareholder may elect
to pay the net tax liability under this section in 8
installments of the following amounts:

“(A) 8 pereent of the net tax liability in
the ease of cach of the first 5 of such install-
ments,

“(B) 15 percent of the net tax liability in

the case of the 6th such installment,
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“(C) 20 pereent of the net tax lability in
the case of the Tth such installment, and
“(D) 25 percent of the net tax liability in
the case of the 8th such installment.

“(2) DATE FOR PAYMENT OF INSTALLMENTS.—
If an clection is made under paragraph (1), the first
installment shall be paid on the due date (deter-
mined without regard to any extension of time for
filing the return) for the return of tax for the tax-
able year described in subsection (a) and each suc-
ceeding installment shall be paid on the due date (as
so determined) for the return of tax for the taxable
year following the taxable year with respect to which
the preceding installment was made.

“(3) ACCELERATION OF PAYMENT.—If there is
an addition to tax for failure to timely pay any in-
stallment required under this subsection, a liquida-
tion or sale of substantially all the assets of the tax-
payer (including in a title 11 or similar case), a ces-
sation of business by the taxpayer, or any similar
circumstance, then the unpaid portion of all remain-
ing installments shall be due on the date of such
event (or in the case of a title 11 or similar case,
the day before the petition is filed). The preceding

sentence shall not apply to the sale of substantially
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all the assets of a taxpayer to a buyer if such buyer
enters into an agreement with the Secretary under
which such buyer is liable for the remaining install-
ments due under this subsection in the same manner
as if such buyer were the taxpayer.

“(4) PRORATION OF DEFICIENCY TO INSTALL-
MENTS.—If an election is made under paragraph (1)
to pay the net tax liability under this section in in-
stallments and a deficiency has been assessed with
respect to such net tax liability, the deficiency shall
be prorated to the installments payable under para-
graph (1). The part of the deficiency so prorated to
any installment the date for payment of which has
not arrived shall be collected at the same time as,
and as a part of, such installment. The part of the
deficieney so prorated to any installment the date
for payment of which has arrived shall be paid upon
notice and demand from the Secretary. This sub-
section shall not apply if the deficiency is due to
negligence, to intentional disregard of rules and reg-
ulations, or to fraud with intent to evade tax.

“(5) ELECTION.—Any e¢lection under paragraph

(1) shall be made not later than the due date for the

return of tax for the taxable year described in sub-
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section (a) and shall be made in such manner as the
Secretary shall provide.
“(6) NET TAX LIABILITY UNDER THIS SEC-
TION.—For purposes of this subsection—

“(A) IN GENERAL.—The net tax liability
under this seetion with respecet to any United
States shareholder is the excess (if any) of—

“(i) such taxpayer’s net income tax
for the taxable year in which an amount is
included in the gross income of such

United States sharcholder under seetion

951(a)(1) by reason of this section, over

“(11) such taxpayer’s net income tax
for such taxable year determined—

“(I) without regard to this sec-
tion, and

“(II) without regard to any in-
come or deduction properly attrib-
utable to a dividend received by such
United States shareholder from any
deferred foreign income corporation.

“(B) NET INCOME TAX.—The term ‘net
income tax’ means the regular tax liability re-

duced by the credits allowed under subparts A,

B, and D of part IV of subchapter A.
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1 “(1) SPECIAL RULES FOR S CORPORATION SHARE-
2 HOLDERS.—

3 “(1) IN GENERAL.—In the case of any S cor-
4 poration which is a United States sharcholder of a
5 deferred foreign income corporation, each share-
6 holder of such S corporation may clect to defer pay-
7 ment of such shareholder’s net tax liability under
8 this section with respect to such S corporation until
9 the shareholder’s taxable year which includes the
10 triggering event with respect to such liability. Any
11 net, tax liability payment of which is deferred under
12 the preceding sentence shall be assessed on the re-
13 turn of tax as an addition to tax in the shareholder’s
14 taxable year which includes such triggering event.

15 “(2) TRIGGERING EVENT.—

16 “(A) IN GENERAL.—In the casc of any
17 shareholder’s net tax liability under this section
18 with respect to any S corporation, the trig-
19 gering cvent with respeet to such liability is
20 whichever of the following occurs first:
21 “(1) Such corporation ccases to be an
22 S corporation (determined as of the first
23 day of the first taxable year that such cor-

24 poration is not an S corporation).




ON\GANGAI17738.xml [file 4 of 3] S.L.C.

O o0 NN N Ut AW -

NN N N N N e e em e e ek R e
Wn A W N = O OV 00NN N R,WNN = O

382
“(11) A liquidation or sale of substan-
tially all the assets of such S corporation
(including in a title 11 or similar case), a
cessation of business by such S corpora-
tion, such S corporation ceases to exist, or
any similar cireumstance.
“(1i) A transfer of any share of stock
in such S corporation by the taxpayer (in-
cluding by reason of death, or otherwise).
“(B) PARTIAL TRANSFERS OF STOCK.—In
the case of a transfer of less than all of the tax-
payer’s shares of stock in the S corporation,
such transfer shall only be a triggering event
with respecet to so much of the taxpayer’s net
tax liability under this section with respect to
such S corporation as is properly allocable to
such stock.

“(C) TRANSFER OF LIABILITY.—A trans-
fer described in clause (111) of subparagraph (A)
shall not be treated as a triggering event if the
transferce enters into an agreement with the
Secretary under which such transferee is liable
for net tax liability with respect to such stock

in the same manner as if such transferece were

the taxpayer.
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“(3) NET TAX LIABILITY.—A sharcholder’s net
tax liability under this section with respect to any S
corporation is the net tax liability under this section
which would be determined under subsection (h)(6)
if the only subpart F' income taken into aceount by
such sharcholder by reason of this section were allo-
cations from such S corporation.

“(4) ELECTION TO PAY DEFERRED LIABILITY
IN INSTALLMENTS.—In the case of a taxpayer which
elects to defer payment under paragraph (1)—

“(A) subsecction (h) shall be applied sepa-
rately with respect to the liability to which such
election applies,

“(13) an clection under subscetion (h) with
respect to such liability shall be treated as time-
ly made if made not later than the due date for
the return of tax for the taxable year in which
the triggering event with respect to such liabil-
ity occurs,

“(C) the first installment under subsection
(h) with respeet to such liability shall be paid
not later than such due date (but determined

without regard to any extension of time for fil-

ing the return), and
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“(D) if the triggering event with respeet to
any net tax liability i1s described in paragraph
(2)(A)(i1), an election under subsection (h) with
respect to such liability may be made only with
the consent of the Secretary.

“(5) JOINT AND SEVERAL LIABILITY OF S COR-
PORATION.—If any shareholder of an S corporation
elects to defer payment under paragraph (1), such
S corporation shall be jointly and scverally hable for
such payment and any penalty, addition to tax, or
additional amount attributable thereto.

“(6) EXTENSION OF LIMITATION ON COLLEC-
TION.—Any limitation on the time period for the col-
lection of a liability deferred under this subsection
shall not be treated as beginning before the date of
the triggering event with respeet to such lhability.

“(7T) ANNUAL REPORTING OF NET TAX LIABIL-
ITY.—

“(A) IN GENERAL.—Any sharcholder of an
S corporation which makes an election under
paragraph (1) shall report the amount of such
shareholder’s deferred net tax liability on such
shareholder’s return of tax for the taxable year
for which such clection is made and on the re-

turn of tax for each taxable year thereafter
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until such amount has been fully assessed on
such returns.

‘(B) DEFERRED NET TAX LIABILITY.—
For purposes of this paragraph, the term ‘de-
ferred net tax liability’ means, with respect to
any taxable year, the amount of net tax lability
payment of which has been deferred under
paragraph (1) and which has not been assessed
on a return of tax for any prior taxable year.

“(C) FAILURE TO REPORT.—In the case of
any failure to report any amount required to bhe
reported under subparagraph (A) with respect
to any taxable year before the due date for the
return of tax for such taxable year, there shall
be assessed on such return as an addition to
tax 5 percent of such amount.

“(8) ELECTION.—Any election under paragraph

(1)—

“(A) shall be made by the sharcholder of
the S corporation not later than the due date
for such sharcholder’s return of tax for the tax-
able year which includes the close of the taxable
year of such S corporation in which the amount

deseribed in subsection (a) i1s taken into ac-

count, and




O\GANGAI17738.xml [file 4 of 3] S.L.C.

O o0 N N W b WD =

[N T N T N e N O N T e S e g VY Wy
A~ W D= OO 0NN N RN = O

386
“(B) shall be made in such manner as the
Secretary shall provide.

“(J) REPORTING BY S CORPORATION.—Each S cor-
poration which is a United States sharcholder of a speci-
fied foreign corporation shall report in its return of tax
under seetion 6037(a) the amount includible in its gross
income for such taxable year by reason of this section and
the amount of the deduction allowable by subsection (b).
Any copy provided to a shareholder under section 6037 (b)
shall include a statement of such shareholder’s pro rata
share of such amounts.

“(k) EXTENSION OF LIMITATION ON ASSESSMENT.—
Notwithstanding section 6501, the limitation on the time
period for the assessment of the net tax liability under
this section (as defined in subsection (h)(6)) shall not ex-
pire before the date that is 6 years after the return for
the taxable year described in such subsection was filed.

“(1) RECAPTURE FOR EXPATRIATED ENTITIES.—

“(1) IN GENERAL.—If a deduction is allowed
under subsection (¢) to a United States shareholder
and such sharcholder first becomes an expatriated
entity at any time during the 10-year period begin-

ning on the date of the enactment of the Tax Cuts

and Jobs Act, then—
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1 “(A) the tax imposed by this chapter shall

2 be increased for the first taxable year in which

3 such taxpayer becomes an expatriated entity by

4 an amount cqual to 35 percent of the amount

5 of the deduction allowed to the specified foreign

6 corporation under subsection (¢), and

7 “(B) no credits shall be allowed against

8 the increase in tax under subparagraph (A).

9 “(2) EXPATRIATED ENTITY.—For purposes of
10 this subsection, the term ‘expatriated entity’ has the
11 same meaning given such term  under section
12 7874(a)(2), except that such term shall not include
13 an entity if the surrogate foreign corporation with
14 respeet to the entity is treated as a domestic cor-
15 poration under section 7874(Db).

16 “(m) SPECIAL RULES FOR UNITED STATES SHARE-

17 HOLDERS WHICH ARE REAL ESTATE INVESTMENT

18 TRUSTS.—

19 “(1) IN GENERAL.—If a real estate investment
20 trust is a United States shareholder in 1 or more de-
21 ferred foreign income corporations—

22 “(A) any amount required to be taken into
23 account under section 951(a)(1) by reason of
24 this section shall not be taken into account as

25 gross income of the real estate investment trust



[

O 00 N N B W

N N N N N N o b e e e e e
“h A W NN = O VW 0 N O W & W N = ©

ONGANGAI17738.xml [file 4 of 3] S.L.C.

388
for purposes of applying paragraphs (2) and (3)
of section 856(¢) to any taxable year for which
such amount is taken into account under sec-
tion 951(a)(1), and
“(B) if the real estate investment trust
cleets the application of this subparagraph, not-
withstanding subsection (a), any amount re-
quired to be taken into account under section
951(a)(1) by reason of this section shall, in lieu
of the taxable year in which it would otherwise
be included in gross income ((for purposes of
the computation of real estate investment trust
taxable income under section 857(b)), be in-
cluded in gross income as follows:

“(1) 8 pereent of such amount in the
case of cach of the taxable years in the 5-
taxable year period beginning with the tax-
able year in which such amount would oth-
erwise be included.

“(ii) 15 percent of such amount in the
casc of the 1st taxable year following such
period.

“(i1) 20 percent of such amount in

the case of the 2nd taxable year following

such period.
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“(iv) 25 percent of such amount in
the case of the 3rd taxable year following
such period.
“(2) RULES FOR TRUSTS ELECTING DEFERRED
INCLUSION.—

“(A) ELECTION.—Any clection under
paragraph (1)(B) shall be made not later than
the due date for the first taxable year in the 5-
taxable year period desceribed in clause (i) of
paragraph (1)(B) and shall be made in such
manner as the Seerctary shall provide.

If an election

“(B) SPECIAL RULES.
under paragraph (1)(B) is in effect with respect
to any rcal cstate investment trust, the fol-
lowing rules shall apply:

“(1y APPLICATION OF PARTICIPATION
EXEMPTION.—For purposes of subsection
(e)(1)—

“(I) the aggregate amount to
which subparagraph (A) or (B) of
subsection (c)(1) applies shall be de-
termined without regard to the elec-
tion,

“(II)  cach  such  aggregate

amount shall be allocated to each tax-
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able ycar deseribed in  paragraph
(1)(B) in the same proportion as the
amount included in the gross income
of such United States sharcholder
under section 951(a)(1) by reason of
this scction is allocated to cach such
taxable year.

“(III) NO INSTALLMENT PAY-
MENTS.—The real estate imvestment
trust may not make an election under
subscction (g) for any taxable year de-
scribed in paragraph (1)(B).

“(11) ACCELERATION OF INCLUSION.—
If there is a liquidation or sale of substan-
tially all the assets of the real estate in-
vestment trust (including in a title 11 or
similar case), a cessation of business by
such trust, or any similar ecircumstance,
then any amount not yet included in gross
income under paragraph (1)(B) shall be in-
cluded in gross income as of the day bhefore
the date of the event and the unpaid por-
tion of any tax liability with respect to
such inclusion shall be due on the date of

such event (or in the case of a title 11 or
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1 similar case, the day before the petition is
2 filed).

3 “(n) ELECTION NOT TO APPLY NET OPERATING
4 Lo0Sss DEDUCTION.—

5 “(1) IN GENERAL.—If a United States share-
6 holder of a deferred foreign income corporation
7 elects the application of this subsection for the tax-
8 able year described in subsection (a), then the
9 amount described in paragraph (2) shall not be
10 taken into aceount—

11 “(A) in determining the amount of the net
12 operating loss deduction under section 172 of
13 such shareholder for such taxable year, or

14 “(B) in determining the amount of taxable
15 income for such taxable year which may be re-
16 duced by net operating loss carryovers or
17 carrybacks to such taxable year under seection
18 172.

19 “(2) AMOUNT DESCRIBED.—The amount de-
20 seribed in this paragraph is the sum of—
21 “(A) the amount required to be taken into
22 account under sectioh 951(a)(1) by reason of
23 this section (determined after the application of
24 subsection (¢)), plus
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“(B) in the case of a domestic corporation

which chooses to have the benefits of subpart A

of part III of subchapter N for the taxable

year, the taxes deemed to be paid by such cor-
poration under subsections (a) and (b) of sec-
tion 960 for such taxable ycar with respect to

the amount described in subparagraph (A)

which are treated as a dividends under section

78.

“(3) ELECTION.—Any election under this sub-
section shall be made not later than the due date
(including extensions) for filing the return of tax for
the taxable year and shall be made in such manner
as the Secretary shall preseribe.

“(0) REGULATIONS.—The Secretary shall prescribe
such regulations or other guidance as may he neeessary
or appropriate to carry out the provisions of this section
or to prevent the avoidance of the purposes of this section,
including through a reduction in carnings and profits
through changes in entity classification, changes in ac-
counting methods, or otherwise.”.

(b) CLERICAL AMENDMENT.—The table of sections
for subpart F' of part III of subchapter N of chapter 1

1s amended by striking the item relating to section 965

and nserting the following:
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“See. 965. Treatment of deferred foreign income upon transition to participa-
tion exemption system of taxation.”.

Subpart B—Rules Related to Passive and Mobile
Income
CHAPTER 1—TAXATION OF FOREIGN-DE-

RIVED INTANGIBLE INCOME AND

GLOBAL INTANGIBLE LOW-TAXED IN-

COME
SEC. 14201. CURRENT YEAR INCLUSION OF GLOBAL INTAN-

GIBLE LOW-TAXED INCOME BY UNITED
STATES SHAREHOLDERS.

(a) IN GENERAL.—Subpart F of part III of sub-
chapter N of chapter 1 is amended by inserting after sec-
tion 951 the following new section:

“SEC. 951A. GLOBAL INTANGIBLE LOW-TAXED INCOME IN-
CLUDED IN GROSS INCOME OF UNITED
STATES SHAREHOLDERS.

“(a) IN GENERAL.—Each person who is a United
States shareholder of any controlled foreign corporation
for any taxable year of such United States shareholder
shall include in gross income such shareholder’s global in-
tangible low-taxed income for such taxable year.

“(b) GLOBAL INTANGIBLE LOW-TAXED INCOME.—
For purposes of this section—

“(1) IN GENERAL.—The term ‘global intangible

low-taxed income’ means, with respect to any United
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States sharcholder for any taxable year of such
United States shareholder, the excess (if any) of—
“(A) such shareholder’s net CFC tested in-
come for such taxable year, over
“(B) such shareholder’s net deemed tan-
gible income return for such taxable year.

‘“(2) NET DEEMED TANGIBLE INCOME RE-
TURN.—The term ‘net deemed tangible income re-
turn’ means, with respect to any United States
shareholder for any taxable year, an amount equal
to 10 pereent of the aggregate of such sharcholder’s
pro rata share of the qualified business asset invest-
ment of each controlled foreign corporation with re-
speet to which such sharcholder is a United States
shareholder for such taxable year (determined for
cach taxable yecar of cach such controlled forcign
corporation which ends in or with such taxable year
of such United States shareholder).

“(¢) NET CFC TESTED INCOME.—For purposes of

20 this section—

21
22
23
24

“(1) IN GENERAL.—The term ‘net CFC tested
income’ means, with respect to any United States

shareholder for any taxable year of such United

States sharcholder, the excess (if any) of—
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“(A) the aggregate of such sharcholder’s
pro rata share of the tested income of each con-
trolled foreign corporation with respect to which
such sharcholder is a United States sharcholder
for such taxable year of such United States
sharcholder (determined for cach taxable year
of such controlled foreign corporation which
ends in or with such taxable year of such
United States shareholder), over

“(B) the aggregate of such shareholder’s
pro rata share of the tested loss of cach con-
trolled foreign corporation with respect to which
such shareholder is a United States shareholder
for such taxable year of such United States
shareholder (determined for each taxable year
of such econtrolled foreign corporation which
ends in or with such taxable year of such
United States shareholder).

“(2) TESTED INCOME; TESTED LOSS.—For pur-

poses of this section—

“(A) TESTED INCOME.—The term ‘tested
income’ means, with respect to any controlled
foreign corporation for any taxable year of such
controlled forcign corporation, the excess (if

any) of—
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1 (1) the gross income of such corpora-

2 tion determined without regard to—

3 “(I) any item of income described
4 in section 952(b),

5 “(IT) any gross income taken into

6 account in determining the subpart F

7 income of such corporation,

8 “(III) any gross income excluded

9 from the foreign base company income
10 (as defined in section 954) and the in-
11 surance ineome (as defined i seetion
12 953) of such corporation by reason of
13 section 954(b)(4),
14 “(IV) any dividend received from
15 a related person (as defined in section
16 954(d)(3)), and
17 “(V) any foreign oil and gas ex-
18 traction income (as defined in section
19 907(¢)(1)) of such corporation, over
20 “(i1) the deductions (including taxes)
21 properly allocable to such gross income
22 under rules similar to the rules of section
23 954(b)(5H).
24 “(B) TESTED LOSS.—
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“(1) IN GENERAL.—The term ‘tested
loss’ means, with respect to any controlled
foreign corporation for any taxable year of
such controlled foreign corporation, the ex-
cess (if any) of the amount described in
subparagraph (A)(i1) over the amount de-
scribed in subparagraph (A)(1).
“(i1) COORDINATION WITH SUBPART F
TO DENY DOUBLE BENEFIT OF LOSSES.—
Section 952(c)(1)(A) shall be applied by
increasing the carnings and profits of the
controlled foreign corporation by the tested
loss of such corporation.
“(d) QUALIFIED BUSINESS ASSET INVESTMENT.—
For purposes of this section—

“(1) IN GENERAL.—The term ‘qualified busi-
ness asset investment’ means, with respect to any
corporation for any taxable year of such controlled
foreign corporation, the average of the aggregate of
the corporation’s adjusted bases as of the close of
cach quarter of such taxable year in speeified tan-
gible property —

“(A) used in a trade or business of the

corporation, and
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“(B) of a type with respeet to which a de-
duction is allowable under section 167.

“(2) SPECIFIED TANGIBLE PROPERTY.—

“(A) IN GBENERAL.—The term ‘specified
tangible property’ means, except as provided in
subparagraph (B), any tangible property used
in the production of tested income.

‘“‘B) DUAL USE PROPERTY.—In the case
of property used both in the production of test-
ed income and income which is not tested in-
come, such property shall be treated as speei-
fied tangible property in the same proportion
that the gross income described in subsection
(¢)(1)(A) produced with respecet to such prop-
erty bears to the total gross income produced
with respeet to such property.

“(3) DETERMINATION OF ADJUSTED BASIS.—
For purposes of this subsection, notwithstanding any
provision of this title (or any other provision of law)
which is enacted after the date of the enactment of
this section, the adjusted basis in any property shall
be determined using the alternative depreciation sys-
tem under section 168(g).

“(4) REGULATIONS.—The Scerctary shall issue

such regulations or other guidance as the Secretary
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1 determines appropriate to prevent the avoidance of
2 the purposes of this subsection, including regulations
3 or other guidance which provide for the treatment of
4 property if—
5 “(A) such property is transferred, or held,
6 temporarily, or
7 “(B) the avoidance of the purposes of this
8 paragraph is a factor in the transfer or holding
i 9 of such property.
| 10 “(e) DETERMINATION OF PRO RATA SHARE, ETC.
11 For purposes of this section—
12 “(1) IN GENERAL.—The pro rata shares re-
13 ferred to in subsections (b), (¢)(1)(A), and (¢)(1)(B),
14 respectively, shall be determined under the rules of
) 15 section 951(a)(2) in the same manner as such sec-
‘ 16 tion applies to subpart F' income and shall be taken
17 into account in the taxable year of the United States
18 shareholder in which or with which the taxable year
19 of the controlled foreign corporation ends.
20 “(2) TREATMENT AS UNITED STATES SHARE-
21 HOLDER.—For purposes of paragraph (1), a person
22 shall be treated as a United States shareholder of a
23 controlled foreign corporation for any taxable year
% 24 only if such person owns (within the meaning of sce-
25 tion 958(a)) stoeck in such foreign corporation on the
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last day, in such year, on which such foreign cor-
poration is a controlled foreign corporation.

“(3) TREATMENT AS CONTROLLED FOREIGN
CORPORATION.—A foreign corporation shall be treat-
ed as a controlled foreign corporation for any tax-
able year if such foreign corporation is a controlled
foreign corporation at any time during such taxable
year.

“(f) TREATMENT AS SUBPART F INCOME FOR CER-
TAIN PURPOSES.—

“(1) IN GENERAL.—

“(A) APPLICATION.—Except as provided in
subparagraph (B), any global intangible low-
taxed income included in gross imcome under
subsection (a) shall be treated in the same
manner as an amount included under secetion
951(a)(1)(A) for purposes of applying sections
168(h)(2)(B), 535(b)(10), 851(b), 904(h)(1),
959, 961, 962(c), 962(d), 993(a)(1)(1),
996(f)(1), 1248(b)(1), 1248(d)(1),
6501(c)(1)(C), 6654(d)(2)(D), and 6655(c)(4).

“(B) EXCEPTION.—The Secretary shall
provide rules for the application of subpara-
graph (A) to other provisions of this title in any

case in which the determination of subpart F
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income is required to be made at the level of

the controlled foreign corporation.

“(2) ALLOCATION OF GLOBAL INTANGIBLE
LOW-TAXED INCOME TO CONTROLLED FOREIGN COR-
PORATIONS.—For purposes of the sections referred
to in paragraph (1), with respect to any controlled
foreign corporation any pro rata amount from which
1s taken into account in determining the global in-
tangible low-taxed income included in gross income
of a United States shareholder under subsection (a),
the portion of such global intangible low-taxed in-
come which is treated as being with respect to such
controlled foreign corporation is—

“(A) in the case of a controlled foreign
corporation with no tested income, zero, and
“(B) in the case of a controlled forcign
corporation with tested ineome, the portion of
such global intangible low-taxed income which
bears the same ratio to such global intangible
low-taxed income as—
“(1) such United States sharcholder’s
pro rata amount of the tested income of

such controlled foreign corporation, bears

to
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1 “(i1) the aggregate amount deseribed
2 in subsection (¢)(1)(A) with respect to
3 such United States shareholder.”.

4 (b) FOREIGN TAX CREDIT.—

5 (1) APPLICATION OF DEEMED PAID FOREIGN
6 TAX CREDIT.—Scction 960 is amended adding at the
7 end the following new subsection:

8 ‘“(d) DEEMED PAID CREDIT FOR TAXES PROPERLY
9 ATTRIBUTABLE TO TESTED INCOME.—

10 “(1) IN GENERAL.—For purposes of this sub-
11 part, if any amount is includible in the gross income
12 of a domestic¢ corporation under section 951A, such
13 domestic corporation shall be deemed to have paid
14 forcign income taxes cqual to 80 percent of the
15 product of—

16 “(A) such domestic corporation’s inclusion
17 percentage, multiplied by

18 “(B) the aggregate tested foreign income
19 taxes pald or accrued by controlled foreign cor-
20 porations.
21 “(2) INCLUSION PERCENTAGE.—For purposes
22 of paragraph (1), the term ‘inclusion percentage’
23 means, with respeet to any domestic corporation, the

24 ratio (expressed as a perceentage) of—
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1 “(A) such corporation’s global intangible
2 low-taxed Income (as defined 1In section
3 951A(b)), divided by

4 “(B3) the aggregate amount described in
5 section 951A(c)(1)(A) with respect to such cor-
6 poration.

7 “(3) TESTED FOREIGN INCOME TAXES.—For
8 purposes of paragraph (1), the term ‘tested foreign
9 income taxes’ means, with respect to any domestic
10 corporation which is a United States shareholder of
11 a controlled foreign corporation, the foreign income
12 taxes paid or accerued by such foreign corporation
13 which are properly attributable to the tested income
14 of such foreign corporation taken into account by
15 such domestic corporation under section 951A.".

16 (2) APPLICATION OF FOREIGN TAX CREDIT
17 LIMITATION.—

18 (A) SEPARATE BASKET FOR GLOBAL IN-
19 TANGIBLE LOW-TAXED  INCOME.—Section
20 904(d)(1) is amended by redesignating subpara-
21 graphs (A) and (B) as subparagraphs (B) and
22 (C), respectively, and by inserting before sub-
23 paragraph (B) (as so redesignated) the fol-
24 lowing new subparagraph:
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“(A) any amount includible in gross in-
come under section 951A (other than passive
category income),”.

(B) EXCLUSION FROM GENERAL CAT-
EGORY INCOME.—Section 904(d)(2)(A)(i1) is
amended by inserting “income described in
paragraph (1)(A) and” before “passive category
income”’.

(C) NO CARRYOVER OR CARRYBACK OF EX-
CESS TAXES.—Section 904(c) is amended by
adding at the end the following: “This sub-
section shall not apply to taxes paid or acerued
with respect to amounts described in subsection
(d)(1)(A).”".

(¢) CLERICAL AMENDMENT .—The table of sections
for subpart I of part III of subchapter N of chapter 1
1s amended by inserting after the item relating to section

951 the following new item:

“See. 951A. Global intangible low-taxed ineome included in gross income of
United States shareholders.”.

(d) EFFECTIVE DATE.—The amendments made by
this seetion shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
years of United States shareholders in which or with which

such taxable years of foreign corporations end.
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1 SEC. 14202. DEDUCTION FOR FOREIGN-DERIVED INTAN-
2 GIBLE INCOME AND GLOBAL INTANGIBLE
3 LOW-TAXED INCOME.

4 (a) IN GENERAL.—Part VIII of subchapter B of
5 chapter 1 is amended by adding at the end the following
6 new section:

7 “SEC. 250. FOREIGN-DERIVED INTANGIBLE INCOME AND
8 GLOBAL INTANGIBLE LOW-TAXED INCOME.

9 “(a) ALLOWANCE OF DEDUCTION.—

10 “(1) IN GENERAL.—In the case of a domestice
11 corporation for any taxable year, there shall be al-
12 lowed as a deduction an amount equal to the sum
13 of—

14 “(A) 37.5 percent of the foreign-derived in-
15 tangible income of such domestic corporation
16 for such taxable year, plus

17 “(B) 50 percent of the global intangible
18 low-taxed income amount (if any) which is in-
19 cluded in the gross income of such domestic
20 corporation under section 951A for such taxable
21 year.
22 “(2) LIMITATION BASED ON TAXABLE IN-
23 COME.—
24 “(A) IN GENERAL.—If, for any taxable

25 year—
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“(1) the sum of the forcign-derived in-
tangible income and the global intangible
low-taxed income amount otherwise taken
into account by the domestic corporation
under paragraph (1), exceeds
“(i1) the taxable income of the domes-
tic corporation (determined without regard
to this section),
then the amount of the foreign-derived intan-
gible income and the global intangible low-taxed
income amount so taken into account shall he
reduced as provided in subparagraph (B).

“(B) REDUCTION.—For purposes of sub-
paragraph (A)—

“(i) foreign-derived intangible income
shall be reduced by an amount which bears
the same ratio to the excess described in
subparagraph (A) as such foreign-derived
intangible income bears to the sum de-
seribed in subparagraph (A)(i), and

“(n) the global intangible low-taxed
income amount shall be reduced by the re-
mainder of such excess.

“(3) REDUCTION IN DEDUCTION FOR TAXABLE

YEARS AFTER 2025.—In the case of any taxable year
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beginning after Deecember 31, 2025, paragraph (1)
shall be applied by substituting—
“(A) ‘21.875 percent’ for ‘37.5 percent’ in
subparagraph (A), and
“(B) ‘37.5 percent’ for ‘50 percent’ in sub-
paragraph (B).

“(b) FOREIGN-DERIVED INTANGIBLE INCOME.—For

purposes of this section—

“(1) IN GENERAL.—The foreign-derived intan-
gible income of any domestic corporation is the
amount which bears the same ratio to the deemed
intangible income of such corporation as—

“(A) the foreign-derived deduction eligible
income of such corporation, bears to

“(B) the deduction eligible income of such
corporation.

“(2) DEEMED INTANGIBLE INCOME.—For pur-
poses of this subsection—

“(A) IN GENERAL.—The term ‘deemed in-
tangible income’ means the execess (if any) of—
“(1) the deduetion ecligible income of

the domestic corporation, over

“(i1) the deemed tangible income re-

turn of the corporation.
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“(B) DEEMED TANGIBLE INCOME RE-
TURN.—The term ‘deemed tangible income re-
turn’ means, with respect to any corporation,
an amount cqual to 10 pereent of the corpora-
tion’s qualified business asset investment (as
defined in secetion 951A(d), determined by sub-
stituting ‘deduction eligible income’ for ‘tested
income’ in paragraph (2) thereof).

“(3) DEDUCTION ELIGIBLE INCOME.—

“A) IN GENERAL.—The term ‘deduction
eligible mmcome’ means, with respeet to any do-
mestic corporation, the excess (if any) of—

“(1) gross income of such corporation
determined without regard to—

“(I) the subpart F income of
such corporation determined under
section 951,

“(IT) the global intangible low-
taxed income determined under sec-
tion 951A,

“(III) any financial services in-
come (as  defined 1in  section
904(d)(2)(D)) of such corporation

which is not described in clause (ii),
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1 “(IV) any dividend received from
2 a corporation which is a controlled
3 foreign corporation of such domestic
4 corporation,
5 “(V) any domestic oil and gas ex-
6 traction ncome of such eorporation,
7 and
8 “(VI) any foreign branch income
9 (as defined in section 904(d)(2)(J)),
10 over
11 “(i1) the deductions (including taxes)
12 properly allocable to such gross income
13 under rules similar to the rules of section
14 954(b)(5).
15 “(B) DOMESTIC OIL AND GAS EXTRACTION
16 INCOME.—For purposes of subparagraph (A),
17 the term ‘domestic oil and gas extraction in-
18 come’ means income described in section
19 907(¢)(1), determined by substituting ‘within
20 the United States’ for ‘without the United
21 States’.
22 “(4) FOREIGN-DERIVED DEDUCTION ELIGIBLE
23 INCOME.—The term ‘foreign-derived deduction eligi-
24 ble income’ means, with respect to any taxpayer for
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any taxable year, any deduction cligible income of
such taxpayer which is derived in connection with—

“(A) property—

“(i)‘which is sold by the taxpayer to
any person who is not a United States per-
son, and

“(i1) which the taxpayer establishes to
the satisfaction of the Secretary is for a
foreign use, or
“(B) services provided by the taxpayer

which the taxpayer establishes to the satisfac-

tion of the Secretary are provided to any per-
son, or with respect to property, not located
within the United States.

“(5) RULES RELATING TO FOREIGN USE PROP-
ERTY OR SERVICES.—For purposes of this sub-
section—

“(A) FOREIGN USE.—The term ‘foreign
usce’ means any use, consumption, or disposition
which is not within the United States.

“(B) PROPERTY OR SERVICES PROVIDED
TO DOMESTIC INTERMEDIARIES.—

“(i) PROPERTY.—If a taxpayer sells

property to another person (other than a

related party) for further manufacture or
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1 other modification within  the United
2 States, such property shall not be treated
3 as sold for a foreign use even if such other
4 person subsequently uses such property for
5 a foreign use.

6 “(i1) SERVICES.—If a taxpayer pro-
7 vides services to another person (other
8 than a related party) located within the
9 United States, such services shall not be
10 treated as described in paragraph (4)(B)
11 even if such other person uses such serv-
12 ices in providing services which are so de-
13 seribed.

14 “(C) SPECIAL RULES WITII RESPECT 7TO
15 RELATED PARTY TRANSACTIONS.—

16 ‘(1) SALES TO RELATED PARTIES.—If
17 property is sold to a related party who is
18 not a United States person, such sale shall
19 not be treated as for a foreign use un-
20 less—
21 “(I) such property is ultimately
22 sold by a related party, or used by a
23 related party in eonnection with prop-
24 erty which is sold or the provision of

25 services, to another person who is an
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1 unrelated party who i1s not a United

2 States person, and

3 “(II) the taxpayer establishes to

4 the satisfaction of the Sceretary that

5 such property is for a foreign use.

6 For purposes of this clause, a sale of prop-

7 erty shall be treated as a sale of each of

8 the components thereof.

9 “(11) SERVICE PROVIDED TO RELATED
10 PARTIES.—If a service is provided to a re-
11 lated party who is not located in the
12 United States, such service shall not be
13 treated deseribed in subparagraph (A)(i1)
14 unless the taxpayer established to the sat-
15 isfaction of the Secretary that such service
16 1s not, substantially similar to services pro-
17 vided by such related party to persons lo-
18 cated within the United States.

19 “(D) REBLATED PrARTY.—For purposes of
20 this paragraph, the term ‘related party’ means
21 any member of an affiliated group as defined in
22 section 1504(a), determined—

23 “(1) by substituting ‘more than 50
24 pereent’ for ‘at least 80 percent’ cach place
25 it appears, and
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“(11) without regard to paragraphs (2)
and (3) of section 1504(b).
Any person (other than a corporation) shall be
treated as a member of such group if such per-
son is controlled by members of such group (in-
cluding any entity treated as a member of such
group by reason of this sentence) or controls
any such member. For purposes of the pre-
ceding sentence, control shall be determined
under the rules of section 954(d)(3).
‘“E) SorLb.—For purposes of this sub-
section, the terms ‘sold’; ‘sells’; and ‘sale’ shall
include any lease, license, exchange, or other

disposition.

“(¢) REGULATIONS.—The Secretary shall preseribe
such regulations or other guidance as may be necessary
or appropriate to carry out the provisions of this section.”.

(b) CONFORMING AMENDMENTS.—

(1) Secction 172(d), as amended by scction

13011, is amended by adding at the end the fol-

lowing new paragraph:

“(10) DEDUCTION FOR FOREIGN-DERIVED IN-

TANGIBLE INCOME.—The deduction under section

250 shall not be allowed.”.

(2) Section 246(b)(1) 1s amended—
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(A) by striking ‘“and subscetion (a) and (b)
of section 2457 the first place it appears and
inserting ‘‘, subsection (a) and (b) of section
245, and sccetion 2507,
(B) by striking “and subsection (a) and
(b) of scetion 245”7 the sceond place 1t appears
and inserting “subsection (a) and (b) of section
245, and 2507,
(3) Section 469(1)(3)(F)(iii) is amended by
striking “and 222”7 and inserting “222, and 250”.
(4) The table of sections for part VIII of sub-
chapter B of chapter 1 is amended by adding at the

end the following new item:

“See. 250. Foreign-derived intangible income and global intangible low-taxed
income.”.

(¢) EFFECTIVE DATE.—The amendments made by
this scetion shall apply to taxable years beginning after
December 31, 2017.

SEC. 14203. SPECIAL RULES FOR TRANSFERS OF INTAN-
GIBLE PROPERTY FROM CONTROLLED FOR-
EIGN CORPORATIONS TO UNITED STATES
SHAREHOLDERS.

(a) IN GENERAL.—Subpart F of part III of sub-
chapter N of chapter 1 is amended by adding at the end

the following new section:
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“SEC. 966. TRANSFERS OF INTANGIBLE PROPERTY TO

UNITED STATES SHAREHOLDERS.

“(a) IN GENERAL.—In the case of any distribution
of intangible property which is held by a controlled foreign
corporation on the date of enactment of this section and
which is deseribed in subsection (b)—

“(1) for purposes of part I of subchapter C and
any other provision of this title specified by the Sec-
retary, the fair market value of such property on the
date of such distribution shall be treated as not ex-
ceeding the adjusted basis of such property imme-
diately before such distribution, and

“(2) 1f the distribution is to a United States
shareholder and is not a dividend—

“(A) the United States sharcholder’s ad-

Jjusted basis in the stock of the controlled for-

eign corporation with respeet to which such dis-

tribution is made shall be increased by the
amount (if any) of such distribution which
would (but for this subscetion) be ineludible in
gross income, and

“(B) the adjusted basis of such property in
the hands of such United States shareholder

immediately after such distribution shall be

such adjusted basis immediately before such
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distribution reduced by the amount of the in-

crease desceribed in subparagraph (A).

“(b) DISTRIBUTION.—A distribution i1s described in
this section if the distribution is—

“(1) received by a domestic corporation from a
controlled foreign corporation with respeet to which
such corporation is a United States shareholder, and

“(2) made by the controlled foreign corporation
before the last day of the third taxable year of the
controlled foreign corporation beginning after De-
cember 31, 2017,

“(¢) INTANGIBLE PROPERTY.—For purposes of this
subsection, the term ‘intangible property’ has the meaning
given such term by section 936(h)(3)(B) or which is com-

puter software described in section 197(e)(3)(B).”.

(b) CONFORMING AMENDMENTS.
(1) Section 197(f)(2)(B)(1) is amended by in-
serting “966(a),” after “731,”.
(2) The table of scctions for subpart F of part
IIT of subchapter N of chapter 1 is amended by add-

ing at the end the following new item:

“See. 966. Transfers of intangible property to United States shareholders.”.
(¢) EFFECTIVE DATE.—The amendments made by

this section shall apply to distributions made in taxable

years of foreign corporations beginning after December

31, 2017, and to taxable years of United States share-
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holders in which or with which such taxable years of for-

eign corporations end.

CHAPTER 2—OTHER MODIFICATIONS OF
SUBPART F PROVISIONS
SEC. 14211. ELIMINATION OF INCLUSION OF FOREIGN BASE
COMPANY OIL RELATED INCOME.
(a) REPEAL.—Subsection (a) of section 954 is
amended—

(1) by inserting “and” at the end of paragraph
(2),

(2) by striking the comma at the end of para-
graph (3) and inserting a period, and

(3) by striking paragraph (5).

(b) CONFORMING AMENDMENTS.—

(1) Section 952(e)(1)(B)(iii)) i1s amended by
striking subelause (I) and redesignating subelauses
(IT) through (V) as subclauses (I) through (IV), re-
spectively.

(2) Scction 954(b) 1s amended—

(A) by striking the second sentence of

paragraph (4),

(B) by striking ‘“‘the foreign base company
services income, and the foreign base company

oil related income” in paragraph (5) and insert-
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ing “and the foreign base company services in-
come”’, and

(C) by striking paragraph (6).
(3) Scction 954 ‘is amended by striking sub-

section (g).

(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
years of United States sharcholders with or within which
such taxable years of foreign corporations end.

SEC. 14212. INFLATION ADJUSTMENT OF DE MINIMIS EX-
CEPTION FOR FOREIGN BASE COMPANY IN-

COME.

(a) IN GENERAL.—Section 954(b)(3) is amended by
adding at the end the following new subparagraph:
“(D) INFLATION ADJUSTMEXNT.—In the
case of any taxable year beginning after 2017,
the dollar amount in subparagraph (A)(i1) shall
be inereased by an amount equal to—
“(1) such dollar amount, multiplied by
“(i1) the cost-of-living adjustment de-
termined under section 1(f)(3) for the cal-

endar year in which the taxable year be-

oins.



O\GANGAI17738.xml [file 4 of 3] S.L.C.

O o0 N O W A~ W N -

N N NN = e e e e e e e e
W N = O O o0 N N W bW = O

419

Any inecrecase determined under the preceding
sentence shall be rounded to the nearest mul-
tiple of $50,000.”.

(b) ErrecrivE DATE.—The amendments made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
years of United States shareholders in which or with which
such taxable years of foreign corporations end.

SEC. 14213. REPEAL OF INCLUSION BASED ON WITH-
DRAWAL OF PREVIOUSLY EXCLUDED SUB-
PART F INCOME FROM QUALIFIED INVEST-
MENT.

(a) IN GENERAL.—Subpart F of part III of sub-
chapter N of chapter 1 is amended by striking section 955.

(b) CONFORMING AMENDMENTS.

(1)(A) Section 951(a)(1)(A) is amended to read
as follows:

“(A) his pro rata share (determined under
paragraph (2)) of the corporation’s subpart F
income for such year, and”.

(B) Scetion 851(b) is amended by striking ‘“‘sec-
tion 951(a)(1)(A)(1)” in the flush language at the

end and inserting “section 951(a)(1)(A)”.
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(C) Seection 952(c)(1)(B)(i) is amended by
striking “section  951(a)(1)(A)(1)” and inserting
“seetion 951(a)(1)(A)”.

(D) Section 953(¢)(1)(C) is amended by strik-
ing “section 951(a)(1)(A)(1)” and inserting “‘section
951(a)(1)(A)”.

(2) Section 951(a) i1s amended by striking para-
graph (3).

(3) Section 953(d)(4)(B)(iv)(II) is amended by
striking ‘‘or amounts referred to in clause (ii) or (iii)
of seetion 951(a)(1)(A)”.

(4) Section 964(b) is amended by striking “,
955,.

(5) Section 970 is amended by striking sub-
section (b).

(6) The table of seetions for subpart F of part
IIT of subchapter N of chapter 1 is amended by
striking the item relating to section 955.

(¢) EFrFeECTIVE DATE.—The amendments made by

20 this section shall apply to taxable years of foreign corpora-

21 tions beginning after Deeember 31, 2017, and to taxable

22 years of United States shareholders in which or with which

23 such taxable years of foreign corporations end.
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SEC. 14214. MODIFICATION OF STOCK ATTRIBUTION RULES
FOR DETERMINING STATUS AS A CON-
TROLLED FOREIGN CORPORATION.
(a) IN GENERAL.—Section 958(b) is amended—

(1) by striking paragraph (4), and

(2) by striking ‘“‘Paragraphs (1) and (4)” in the
last sentence and inserting ‘“‘Paragraph (1)”.

(b) EFFECTIVE DATE.—The amendments made by
this section shall apply to—

(1) the last taxable year of foreign corporations
beginning before January 1, 2018, and each subse-
quent taxable yvear of such foreign corporations, and

(2) taxable years of United States shareholders
in which or with which such taxable years of foreign
corporations end.

SEC. 14215. MODIFICATION OF DEFINITION OF UNITED

STATES SHAREHOLDER.

(a) IN GENERAL.—Section 951(b) is amended by in-
serting “, or 10 percent or more of the total value of
shares of all classes of stock of such foreign corporation”
after “such foreign corporation”.

(b) EFFECTIVE DATE.—The amendment made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable

years of United States sharcholders with or within which

such taxable years of foreign corporations end.
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SEC. 14216. ELIMINATION OF REQUIREMENT THAT COR-
PORATION MUST BE CONTROLLED FOR 30
DAYS BEFORE SUBPART F INCLUSIONS
APPLY.

(a) IN GENERAL.—Scction 951(a)(1) is amended by
striking “for an uninterrupted period of 30 days or more”
and inserting ‘“‘at any time”.

(b) EFFECTIVE DATE.—The amendment made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
years of United States shareholders with or within which
such taxable years of foreign corporations end.

SEC. 14217. LOOK-THRU RULE FOR RELATED CONTROLLED
FOREIGN CORPORATIONS MADE PERMA-
NENT.

(a) IN GENERAL.—Paragraph (6) of section 954(c)
is amended by striking subparagraph (C).

(b) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
yvears of United States shareholders in which or with which

such taxable years of foreign corporations end.
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SEC. 14218. CORPORATIONS ELIGIBLE FOR DEDUCTION

[a——y

FOR DIVIDENDS FROM CONTROLLED FOR-
EIGN CORPORATIONS EXEMPT FROM SUB-
PART F INCLUSION FOR INVESTMENT IN
UNITED STATES PROPERTY.
(a) IN GENERAL.—Section 956(a) is amended by in-
serting “(other than a corporation)” after “United States

shareholder” in the matter preceding paragraph (1).

No e I = NV, B - VS B

(b) EFFECTIVE DATE.—The amendment made by

—
o

this scetion shall apply to taxable years of controlled for-

[
[

eign corporations ending after December 31, 2017, and

p—
N

to taxable years of United States shareholders with or

(S
W

within which such taxable years of controlled foreign cor-

[onry
'

porations end.

CHAPTER 3—PREVENTION OF BASE
EROSION

SEC. 14221. DENIAL OF DEDUCTION FOR INTEREST EX-

— e e
00 N O W

PENSE OF UNITED STATES SHAREHOLDERS

J—
O

WHICH ARE MEMBERS OF WORLDWIDE AF-

[\
S

FILIATED GROUPS WITH EXCESS DOMESTIC

[\®]
p—

INDEBTEDNESS.

[\8]
(\S]

(a) IN GENERAL.—Section 163 is amended by redes-

N
W

lgnating subsection (n) as subsection (0) and by inserting
24 after subsection (m) the following new subsection:
25 “(n) DISALLOWANCE OF DEDUCTION FOR INTEREST

26 EXPENSE OF UNITED STATES SHAREHOLDERS WHICH
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“(1) IN GENERAL.—In the case of any domestic
corporation which is a member of a worldwide aftfili-
ated group, the deduction allowed under this chapter
for interest paid or aecrued by such domestice cor-
poration during the taxable year shall be reduced by
the product of—

“(A) the net interest expense of such do-
mestic corporation, multiplied by

“(B) the debt-to-equity differential per-
centage of such worldwide affiliated group.

“(2) CARRYFORWARD.—Any amount disallowed
under paragraph (1) for any taxable year shall be
treated as interest paid or acerued in the succeeding
taxable year.

“(3) DEBT-TO-EQUITY DIFFERENTIAL PER-
CENTAGE.—

“(A) IN GENERAL.—For purposes of this
subsection, the term ‘debt-to-equity differential
pereentage’ means, with respect to any world-
wide affiliated group, the percentage which the
excess domestic indebtedness of such group
bears to the total indebtedness of the domestie

corporations which are members of such group.
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“UB) EXCESS DOMESTIC INDEBTED-
NESS.—For purposes of subparagraph (A), the
term ‘excess domestic indebtedness’ means, with
respecet to any worldwide affiliated group, the
excess (if any) of—

“(1) the total indebtedness of the do-
mestic corporations which are members of
such group, over

“(i1) 110 percent of the amount which
the total indebtedness of such domestic
corporations would be if the ratio of such
indebtedness to the total equity of such do-
mestic corporations equaled the ratio
which—

“(I) the total indebtedness of
such group, bears to

“(IT) the total equity of such
group.

“(C) Toran rQuirty.—For purposes of
subparagraph (B), the term ‘total equity’
means, with respeet to one or more corpora-
tions, an amount equal to—

“(i) the sum of the money and all
other assets of such corporations, reduced

(but not below one) by
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“(1) the total indebtedness of such
corporations.
‘(D) SPECIAL RULES FOR DETERMINING
DEBT AND EQUITY.—
“(1) IN GENERAL.—For purposes of
this paragraph—

“(I) the amount taken into ac-
count with respect to any asset shall
be the adjusted basis thercof” for pur-
poses of determining gain,

“(II) the amount taken into ac-
count with respect to any indebted-
ness with original issue discount shall
be its issue price plus the portion of
the original issue discount previously
accrued as determined under the rules
of section 1272 (determined without
regard to subsection (a)(7) or (b)(4)
thereof), and

“(IIT) there shall be such other
adjustments as the Seeretary shall by
regulations prescribe.

“(1m) INTRAGROUP DEBT AND EQUITY

INTERESTS DISREGARDED.—For purposes

of this paragraph, the total indebtedness,
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and the assets, of any group of corpora-

tions shall be determined by treating all

members of such group as one corporation.
‘(i) DETERMINATION OF ASSETS OI

DOMESTIC GROUP.—For purposes of this
paragraph, the assets of the domestie cor-
porations which are members of any world-
wide affiliated group shall be determined
by disregarding any interest held by any
such domestic corporation in any foreign
corporation which is a member of such
group.

‘“(E) PHASE IN OF PERCENTAGE USED IN
DETERMINING EXCESS INDEBTEDNESS.—In the
case of any taxable year beginning in a calendar
vear hefore 2022, the following pereentages
shall be substituted for ‘110 percent’ in apply-
ing subparagraph (B)(ii):

“In the case of a taxable year begin- The percentage is:

ning in:

2018 oo, 130
2019 e 125
2020 i 120
2021 e 115

“(4) OTHER DEFINITIONS.—For purposes of
this subsection—

‘“(A) WORLDWIDE AFFILIATED GROUP.—

The term ‘worldwide affiliated group’ means a
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group consisting of the includible members of
an affiliated group, as defined in section
1504(a), determined—

“(i) by substituting ‘more than 50
percent’ for ‘at least 80 percent’ each place
it appears in such section, and

“(1) without regard to paragraphs
(2), (3), and (4) of section 1504(b).

“(B) NET INTEREST EXPENSE.—The term
‘net interest expense’ means the excess (if any)
of

“(i) the interest paid or accerued by
the taxpayer during the taxable year, over

“(i1) the amount of interest includible
in the gross income of such taxpayer for
such taxable year.

The Secretary shall by regulations provide for
adjustments in determining the amount of net
interest expense if necessary.

“(5) TREATMENT OF AFFILIATED GROUP.—For

purposes of this subseetion, all members of the same
affiliated group (within the meaning of section
1504(a) applied by substituting ‘more than 50 per-
cent’ for ‘at least 80 percent’ cach place it appears)

shall be treated as one taxpayer.
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“(6) REGULATIONS.—The Scerctary shall pre-
scribe such regulations or other guidance as may be
appropriate to carry out the purposes of this sub-
scction, including regulations or other guidance—

“(A) to prevent the avoidance of the pur-
poses of this subscetion,

“(B) providing such adjustments in the
case of corporations which are members of an
affiliated group as may be appropriate to carry
out the purposes of this subsection,

“(C) providing for the coordination of this
subsection with section 884,

“(D) providing for the reallocation of
shares of partnership indebtedness, or distribu-
tive shares of the partnership’s interest income
or interest expense, and

“(E) providing for the coordination with
the limitation under subsection (j).”.

(b) Errrcrivi DATE.—The amendments made by

20 this section shall apply to taxable years beginning after

21 Deceember 31, 2017.

22 SEC. 14222. LIMITATIONS ON INCOME SHIFTING THROUGH

23
24

INTANGIBLE PROPERTY TRANSFERS.

(a) DEFINITION OF INTANGIBLE ASSET.—Scetion

25 936(h)(3)(B) is amended—
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1 (1) by striking “or” at the end of clause (v),

2 (2) by striking clause (vi) and inserting the fol-
3 lowing:

4 “(vi) any goodwill, going concern
5 value, or workforce in place (including its
6 composition and terms and conditions
7 (contractual or otherwise) of its employ-
8 ment); or

9 “(vil) any other item the value or po-
10 tential value of which is not attributable to
11 tangible property or the services of any in-
12 dividual.”, and
13 (3) by striking the flush language after clause
14 (vii), as added by paragraph (2).
15 (b) CLARIFICATION OF ALLOWABLE VALUATION

16 METHODS.—

17 (1) FOREIGN CORPORATIONS.—Section
18 367(d)(2) is amended by adding at the end the fol-
19 lowing new subparagraph:

20 “(D) REGULATORY AUTHORITY.—For pur-
21 poses of the last sentenee of subparagraph (A),
22 the Secretary shall require—

23 “(1) the valuation of transfers of in-

24 tangible property, including intangible



ONGANGAI17738.xml [file 4 of 3] S.L.C.

O o0 N O W B~ WO e

[\ TR NG TR NG T N Y & TN N T S Gy G SO UG G GG G
W A WD = O O 00NN N R W NN = O

431
property transferred with other property or
services, on an aggregate basis, or
“(i1) the valuation of such a transfer
on the basis of the realistic alternatives to
such a transfer,
if the Sceretary determines that such basis is
the most reliable means of valuation of such
transfers.”.
(2) ALLOCATION AMONG TAXPAYERS.—Scetion
482 is amended by adding at the end the following:
“For purposes of this seetion, the Seerctary shall re-
quire the valuation of transfers of intangible prop-
erty (including intangible property transferred with
other property or services) on an aggregate basis or
the valuation of such a transfer on the basis of the
realistic alternatives to such a transfer, if the Sce-
retary determines that such basis is the most reli-

able means of valuation of such transfers.”.

(¢) EFFECTIVE DATE.
(1) IN GENERAL.—The amendments made by
this section shall apply to transfers in taxable years
beginning after December 31, 2017.
(2) NO INFERENCE.—Nothing in the amend-
ment made by subsection (a) shall be construed to

create any inference with respect to the application
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of sceetion 936(h)(3) of the Internal Revenue Code of

1986, or the authority of the Secretary of the Treas-

ury to provide regulations for such application, with

respeet to taxable years beginning before January 1,

2018.

SEC. 14223. CERTAIN RELATED PARTY AMOUNTS PAID OR
ACCRUED IN HYBRID TRANSACTIONS OR
WITH HYBRID ENTITIES.

(a) IN GeNERAL.—Part IX of subchapter B of chap-
ter 1 is amended by inserting after section 267 the fol-
lowing:

“SEC. 267A. CERTAIN RELATED PARTY AMOUNTS PAID OR
ACCRUED IN HYBRID TRANSACTIONS OR
WITH HYBRID ENTITIES.

“(a) IN GENERAL.—No deduction shall be allowed
under this chapter for any disqualified related party
amount paid or accerued pursuant to a hybrid transaction
or by, or to, a hybrid entity.

“(b) DISQUALIFIED RELATED PARTY AMOUNT.—For
purposes of this section—

“(1) DISQUALIFIED RELATED PARTY

AMOUNT.—The term ‘disqualified related party

amount’ means any interest or royalty paid or ac-

crued to a related party to the extent that—
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1 “(A) such amount is not included in the

2 income of such related party under the tax law

3 of the country of which such related party is a

4 resident for tax purposes or is subject to tax,

5 or

6 “(B) such related party is allowed a dedue-

7 tion with respect to such amount under the tax

8 law of such country.

9 Such term shall not include any payment to the ex-
10 tent such payment is included in the gross income
11 of a Umted States sharcholder under scetion 951(a).
12 “(2) RELATED PARTY.—The term ‘related
13 party’ means a related person as defined in section
14 954(d)(3), except that such section shall be applied
15 with respeet to the person making the payment de-
16 seribed in paragraph (1) in licu of the controlled for-
17 eign corporation otherwise referred to in such sec-
18 tion.

19 “(¢) IIYBRID TRANSACTION.—For purposes of this
20 section, the term ‘hybrid transaction’ means any trans-

[\
[

action, series of transactions, agreement, or instrument

N
(V]

one or more payments with respect to which are treated

[\
W

as interest or royalties for purposes of this chapter and

)
N

which are not so treated for purposes the tax law of the
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1 foreign country of which the recipient of such payment
2 s resident for tax purposes or is subject to tax.
3 “(d) HYBRID ENTITY.—For purposes of this section,
4 the term ‘hybrid entity’ means any entity which is either—
5 “(1) treated as fiscally transparent for purposes
6 of this chapter but not so treated for purposes of the
7 tax law of the foreign country of which the entity is
8 resident for tax purposes or is subject to tax, or
9 “(2) treated as fiscally transparent for purposes
10 of such tax law but not so treated for purposes of
11 this chapter.
12 “(¢) REGULATIONS.—The Secretary shall issue such
13 regulations or other guidance as may be necessary or ap-
14 propriate to carry out the purposes of this section, includ-
15 ing regulations or other guidance providing for—
16 “(1) rules for treating certain conduit arrange-
17 ments which involve a hybrid transaction or a hybrid
18 entity as subject to subsection (a),
19 “(2) rules for the application of this section to
20 foreign branches,
21 “(3) rules for treating certain structured trans-
22 actions as subject to subsection (a),
23 “(4) rules for treating a tax preference as an
24 exclusion from income for purposes of applying sub-
25 section (b)(1) if such tax preference has the effect



ONGANGAIT7738.xml [file 4 of 5] S.L.C

O o0 N N B2 WD

N NN N o e e e e e e e e
W N = O O o0 N O N A W N = O

435
of reducing the generally applicable statutory rate by
25 percent or more,

“(5) rules for treating the entire amount of in-
terest or royvalty paid or accrued to a related party
as a disqualified related party amount if such
amount is subjeet to a participation exemption sys-
tem or other system which provides for the exclusion
or deduction of a substantial portion of such
amount,

“(6) rules for determining the tax residence of
a foreign entity if the entity is otherwise eonsidered
a resident of more than one country or of no coun-
try,

“(7) exceptions from subsection (a) with respect
to—

“(A) cases in which the disqualified related
party amount is taxed under the laws of a for-
eign country other than the country of which
the related party is a resident for tax purposes,
and

“(B) other cases which the Seeretary de-
termines do not present a risk of eroding the

Federal tax base,
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“(8) requirements for record keeping and infor-
mation reporting in addition to any requirements
imposed by section 6038A.".
(b) CONFORMING AMENDMENT.—The table of sce-
tions for part IX of subchapter B of chapter 1 is amended
by inserting after the item relating to section 267 the fol-

lowing new item:

“Sec. 267A. Certain related party amounts paid or acerued in hybrid trans-
actions or with hybrid entities.”.

(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years beginning after
December 31, 2017.

SEC. 14224. SHAREHOLDERS OF SURROGATE FOREIGN COR-
PORATIONS NOT ELIGIBLE FOR REDUCED
RATE ON DIVIDENDS.

(a) IN GENERAL.—Section 1(h)(11)(C)(111) is amend-

ed—
(1) by striking ‘“‘shall not include any foreign
corporation” and inserting ‘‘shall not include—
“(I) any foreign corporation’,
(2) by striking the period at the end and insert-
ing “, and”, and
(3) by adding at the end the following new sub-
clause:

“(II) any corporation which is a

surrogate foreign corporation (as de-
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fined 1n section 7874(a)(2)(B)) other
than a foreign corporation which is
treated as a domestic corporation
under section 7874(b).”.

(b) EFFECTIVE DATE.—The amendments made by
this sccetion shall apply to dividends paid in taxable years
beginning after December 31, 2017.

Subpart C—Modifications Related to Foreign Tax
Credit System
SEC. 14301. REPEAL OF SECTION 902 INDIRECT FOREIGN
TAX CREDITS; DETERMINATION OF SECTION
960 CREDIT ON CURRENT YEAR BASIS.

(a) REPEAL OF SECTION 902 INDIRECT FOREIGN
TAX CREDITS.—Subpart A of part III of subchapter N
of chapter 1 is amended by striking section 902.

(b) DETERMINATION OF SECTION 960 CREDIT ON
CURRENT YEAR BaAsis.—Section 960, as amended by sec-
tion 14201, 1s amended—

(1) by striking subsection (¢), by redesignating
subsection (b) as subsection (¢), by striking all that
precedes subseetion (¢) (as so redesignated) and in-

serting the following:
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SIONS.

“(a) IN GENERAL.—For purposes of this subpart, if
there is included in the gross income of a domestic cor-
poration any item of income under scetion 951(a)(1) with
respect to any controlled foreign corporation with respect
to which such domestic corporation is a United States
shareholder, such domestic corporation shall be deemed to
have paid so much of such foreign corporation’s foreign
income taxes as arc properly attributable to such item of
income.

“(b) SPECIAL RULES FOR DISTRIBUTIONS KFROM
PrREVIOUSLY TAXED EARNINGS AND PROFITS.—For pur-
poses of this subpart—

“(1) IN GENERAL.—If any portion of a dis-
tribution from a controlled foreign corporation to a
domestic corporation which is a United States share-
holder with respect to such controlled foreign cor-
poration is excluded from gross income under section
959(a), such domestie corporation shall be deemed
to have paid so much of such foreign corporation’s
foreign income taxes as—

“(A) are properly attributable to such por-
tion, and
“(B) have not been deemed to have to been

paid by such domestic corporation under this
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scetion for the taxable year or any prior taxable

year.

“(2) TIERED CONTROLLED FOREIGN CORPORA-
TIONS.—If section 959(b) applies to any portion of
a distribution from a controlled foreign corporation
to another controlled foreign corporation, such con-
trolled foreign corporation shall be deemed to have
paid so much of such other econtrolled foreign cor-
poration’s foreign income taxes as—

“(A) are properly attributable to such por-
tion, and

“(B) have not been deemed to have been
paid by a domestic corporation under this sec-
tion for any prior taxable year.”,

(2) and by adding after subsection (d) (as
added by section 14201) the following new sub-
sections:

“(e) FOREIGN INCOME TAXES.—The term ‘foreign

income taxes’ means any income, war profits, or cxcess
profits taxes paid or accrued to any foreign country or

possession of the United States.

“(f) REGULATIONS.—The Secretary shall prescribe

such regulations or other guidance as may be necessary

or appropriate to carry out the provisions of this section.”.

(¢) CONFORMING AMENDMENTS.
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(1) Scetion 78 18 amended to read as follows:

“SEC. 78. GROSS UP FOR DEEMED PAID FOREIGN TAX

CREDIT.

“If a domestic¢ corporation chooses to have the bene-

fits of subpart A of part III of subchapter N (relating

to foreign tax credit) for any taxable year—

“(1) an amount equal to the taxes deemed to
be paid by such corporation under subsections (a)
and (b) of section 960 for such taxable year shall be
treated for purposes of this title (other than section
960) as an item of income required to be included
in the gross income of such domestic corporation
under section 951(a), and

“(2) an amount equal to the aggregate tested
foreign income taxes deemed paid by such corpora-
tion under scetion 960(d) (determined without re-
gard to the phrase ‘80 percent of’ in paragraph (1)
thereof) shall be treated for purposes of this title
(other than section 960) as an addition to the global
intangible low-taxed income of such domestic cor-
poration under secetion 951A(a) for such taxable
year.”.

(2) Paragraph (4) of section 245(a) is amended

to read as follows:
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“(4) PoOST-1936 UNDISTRIBUTED EARNINGS.—
The term ‘post-1986 undistributed earnings’ means
the amount of the earnings and profits of the for-
eign corporation (computed in accordance with sce-
tions 964(a) and 986) accumulated in taxable years
beginning after December 31, 1986—

“(A) as of the close of the taxable year of
the foreign corporation in which the dividend is
distributed, and

“(B) without diminution by reason of divi-
dends distributed during such taxable year.”.
(3) Section 245(a)(10)(C) is amended by strik-

ing “902, 907, and 960” and inserting “907 and
960",

(4) Sections 535(b)(1) and 545(b)(1) are each
amended by striking “‘section 902(a) or 960(a)(1)”
and inserting “section 960”".

(5) Section 814(f)(1) 1s amended—

(A) by striking subparagraph (B), and

(B) by striking all that precedes “No in-
come” and inserting the following:

“(1) TREATMENT OF FOREIGN TAXES.—.

(6) Section 865(h)(1)(B) is amended by strik-

ing “902, 907,” and inserting “907"".
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(7) Seetion 901(3,) is amended by striking “sece-
tions 902 and 960" and inserting “‘section 960",
(8) Section 901(e)(2) is amended by striking

’

“but is not limited to—" and all that follows
through ‘“‘that portion” and inserting ‘“but is not
limited to that portion”.

(9) Section 901(f) is amended by striking “sec-
tions 902 and 960" and inserting ‘“‘section 960”.

(10) Section 901()(1)(A) is amended by strik-
ing “902 or”.

(11) Section 901(3)(1)(B) is amended by strik-
ing “‘sections 902 and 9607 and inserting “section
960"

(12) Section 901(k)(2) is amended by striking
“902,”.

(13) Seetion 901(k)(6) is amended by striking

4902 or”.

(14) Section 901(m)(1) is amended by striking
“relevant foreign assets—"" and all that follows and
inserting ‘‘relevant foreign assets shall not be taken
into account in determining the credit allowed under

”

subsection (a).”.

(15) Section 904(d)(6)(A) is amended by strik-

ing “902, 907,” and inserting “907".
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(16) Secection 904(h)(10)(A) is amended by

striking “sections 902, 907, and 960" and inserting

“sections 907 and 960”.

(17) Section 904(k) is amended to read as fol-
lows:

“(k) CROSS REFERENCES.—For increasc of limita-
tion under subsection (a) for taxes paid with respect to
amounts received which were included in the gross income
of the taxpayer for a prior taxable year as a United States
shareholder with respect to a controlled foreign corpora-
tion, see seetion 960(c).”.

(18) Section 905(c¢)(1) is amended by striking
the last sentence.

(19) Section 905(¢)(2)(B)(1) is amended to read
as follows:

“(1) shall be taken into account for
the taxable year to which such taxes relate,
and”.

(20) Section 906(a) is amended by striking ‘‘(or
deemed, under section 902, paid or accrued during
the taxable year)”.

(21) Section 906(b) is amended by striking

paragraphs (4) and (5).
(22) Section 907(b)(2)(B) is amended by strik-
ing “902 or”.
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(23) Seetion 907(¢)(3) 1s amended

(A) by striking subparagraph (A) and re-
designating subparagraphs (B) and (C) as sub-
paragraphs (A) and (13), respectively, and

(B) by striking “section 960(a)” in sub-
paragraph (A) (as so redesignated) and insert-
ing ‘“section 960”.

(24) Section 907(e)(5) i1s amended by striking

“902 or’.

(25) Section 907(f)(2)(B)(i) is amended by

striking “902 or”.

(26) Section 908(a) is amended by striking

“902 or”.

(27) Section 909(b) 1s amended—

(A) by striking “section 902 corporation”
in the matter preceding paragraph (1) and in-
serting “‘specified 10-percent owned foreign cor-
poration (as defined in section 245A(b))”,

(B) by striking “902 or” in paragraph (1),

(C) by striking “by such section 902 cor-
poration” and all that follows in the matter fol-
lowing paragraph (2) and inserting ‘“by such
specified 10-percent owned foreign corporation
or a domesti¢c corporation which is a United

States shareholder with respect to such speci-
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fied 10-perecent owned foreign corporation.”,
and
(D) by striking “SECTION 902 CORPORA-

TIONS” in the heading thercof and inserting

“SPECIFIED 10-PERCENT OWNED FOREIGN

CORPORATIONS"".

(28) Section 909(d) is amended by striking
paragraph (5).

(29) Scction 958(a)(1) 1s amended by striking
“960(a)(1)” and inserting “960”".

(30) Section 959(d) i1s amended by striking
“Except as provided in section 960(a)(3), any” and
inserting “Any”’.

(31) Section 959(e) is amended by striking
“section 960(b)” and inserting ‘“‘section 960(c)”.

(32) Seetion 1291(g)(2)(A) is amended by
striking ‘“‘any distribution—"" and all that follows
through “but only if”” and inserting “any distribu-
tion, any withholding tax imposed with respect to
such distribution, but only if”’.

(33) Scetion 6038(e)(1)(B) is amended by
striking “sections 902 (relating to foreign tax credit
for corporate stockholder in foreign ecorporation) and
960 (relating to special rules for foreign tax credit)”

and inserting “section 960",
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(34) Section 6038(c)(4) is amended by striking
subparagraph (C).

(35) The table of sections for subpart A of part
III of subchapter N of chapter 1 is amended by
striking the item relating to section 902.

(36) The table of sections for subpart F of part
IIT of subchapter N of chapter 1 is amended by
striking the item relating to section 960 and insert-

ing the following:

“See. 960. Deemed paid eredit for subpart F inclusions.”.

(d) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years of foreign corpora-
tions beginning after December 31, 2017, and to taxable
years of United States shareholders in which or with which
such taxable years of foreign corporations end.

SEC. 14302. SEPARATE FOREIGN TAX CREDIT LIMITATION
BASKET FOR FOREIGN BRANCH INCOME.

(a) IN GENERAL.—Section 904(d)(1), as amended by
section 14201, is amended by redesignating subpara-
graphs (B) and (C) as subparagraphs (C) and (D), respee-
tively, and by inserting after subparagraph (A) the fol-
lowing new subparagraph:

“(B) foreign branch income,”.

(b) FOREIGN BRANCH INCOME.—
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(1) IN GENERAL.—Scction 904(d)(2) 1s amend-
ed by inserting after subparagraph (I) the following
new subparagraph:
“(J) FOREIGN BRANCII INCOME.—

“(i) IN GENERAL.—The term ‘foreign
branch income’ means the business profits
of such United States person which are at-
tributable to 1 or more qualified business
units (as defined in section 989(a)) in 1 or
more foreign countries. For purposes of
the preeceding sentence, the amount of
business profits attributable to a qualified
business unit shall be determined under
rules established by the Secretary.

“(1) EXCEPTION.—Such term shall
not include any inecome which is passive
category income.”.

(2) CONFORMING AMENDMENT.—Section

904(d)(2)(A)(11), as amended by section 14201, is
amended by striking “income deseribed in paragraph
(1)(A) and” and inserting ‘“‘income deseribed in
paragraph (1)(A), foreign branch income, and”.

(¢) EFFECTIVE DATE.

The amendments made by
this section shall apply to taxable years beginning after

December 31, 2017.
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SEC. 14303. ACCELERATION OF ELECTION TO ALLOCATE IN-
TEREST, ETC., ON A WORLDWIDE BASIS.

(a) IN GENERAL.—Section 864(f)(6) is amended by
striking ‘“‘December 31, 2020” and inserting ‘“December
31, 2017”.

(b) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years beginning after
December 31, 2017.

SEC. 14304. SOURCE OF INCOME FROM SALES OF INVEN-
TORY DETERMINED SOLELY ON BASIS OF
PRODUCTION ACTIVITIES.

(a) IN GENERAL.—Section 863(b) is amended by
adding at the end the following: “Gains, profits, and in-
come from the sale or exchange of inventory property de-
seribed in paragraph (2) shall be allocated and appor-
tioned between sources within and without the United
States solely on the basis of the production activities with
respect to the property.”.

(b) EFFECTIVE DATE.

The amendment made by
this section shall apply to taxable years beginning after

December 31, 2017.
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SEC. 14305. ELECTION TO INCREASE PERCENTAGE OF DO-

MESTIC TAXABLE INCOME OFFSET BY OVER-

ALL DOMESTIC LOSS TREATED AS FOREIGN

SOURCE.

(a) IN GENERAL.—Secction 904(g) is amended by

adding at the end the following new paragraph:

“(5) ELECTION TO INCREASE PERCENTAGE OF

TAXABLE INCOME TREATED AS FOREIGN SOURCE.—

“(A) IN GENERAL.—If any pre-2018 un-
used overall domestic loss is taken into account
under paragraph (1) for any applicable taxable
year, the taxpayer may eleet to have such para-
graph applied to such loss by substituting a
percentage greater than 50 percent (but not
greater than 100 pereent) for 50 pereent in
subparagraph (B) thereof.

“(B) PRE-2018 UNUSED OVERALL DOMES-
TIC L.OSS.—For purposes of this paragraph, the
term ‘pre-2018 unused overall domestic loss’
means any overall domestic loss which—

“(1) arises in a qualified taxable year
beginning before January 1, 2018, and

“(i1) has not been used under para-
graph (1) for any taxable year beginning

before such date.
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“(C) APPLICABLE TAXABLE YEAR.—For
purposes of this paragraph, the term ‘applicable
taxable year’ means any taxable year of the tax-
payer beginning after December 31, 2017, and
before January 1, 2028.”.

(b) EFFECTIVE DATE.—The amendment made by
this section shall apply to taxable years beginning after
December 31, 2017.

PART II—-INBOUND TRANSACTIONS
SEC. 14401. BASE EROSION AND ANTI-ABUSE TAX.

(a) IMPOSITION OF TAX.—Subchapter A of chapter

1 is amended by adding at the end the following new part:

“PART VII—BASE EROSION AND ANTI-ABUSE TAX

“See. 59A. Tax on base crosion payments of tax yayers with substantial gross
3 D
reeeipts.

“SEC. 59A. TAX ON BASE EROSION PAYMENTS OF TAX-
PAYERS WITH SUBSTANTIAL GROSS RE-
CEIPTS.

“(a) IMPOSITION OF TAX.—There is hereby imposed
on each applicable taxpayer for any taxable year a tax
cqual to the base crosion minimum tax amount for the
taxable year. Such tax shall be in addition to any other
tax imposed by this subtitle.

“(b) BASE ERrROSION MINIMUM TAX AMOUNT.—For

purposes of this section—
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“(1) IN GENERAL.—Except as provided in para-
graphs (2) and (3), the term ‘base erosion minimum
tax amount’ means, with respect to any applicable
taxpayer for any taxable year, the excess (if any)
of—

“(A) an amount cqual to 10 pereent of the
modified taxable income of such taxpayer for
the taxable year, over

“(B) an amount equal to the regular tax li-
ability (as defined in section 26(b)) of the tax-
payer for the taxable ycar, reduced (but not
below zero) by the excess (if any) of—

“(1) the ecredits allowed under this
chapter against such regular tax lability,
over

“(11) the eredit allowed under seetion
38 for the taxable year which is properly
allocable to the research credit determined
under section 41(a).

“(2) MODIFICATIONS FOR TAXABLE YEARS BE-
GINNING AFTER 2025.—In the case of any taxable
year beginning after December 31, 2025, paragraph
(1) shall be applied—

“(A) by substituting ‘12.5 percent’ for ‘10

percent’ in subparagraph (A) thereof, and
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“(B) by reducing (but not below zero) the
regular tax liability (as defined in section
26(b)) for purposes of subparagraph (B) there-
of by the aggregate amount of the credits al-
lowed under this chapter against such regular
tax liability rather than the excess deseribed in

such subparagraph.

“(3) INCREASED RATE FOR CERTAIN BANKS

AND SECURITIES DEALERS.—

“(A) IN GENERAL.—In the case of an ap-
plicable taxpayer deseribed in subparagraph (B)
for any taxable year—

“(i) paragraphs (1)(A) and (2)(A)

shall cach be applied by substituting ‘11

percent’ for ‘10 percent’, and

“(i1) paragraph (2)(A) shall be applied

by substituting ‘13.5 percent’ for ‘12.5

percent’.

“(B) TAXPAYER DESCRIBED.—An applica-
ble taxpayer is described in this subparagraph
if such taxpayer is a member of an affiliated
group (as defined in section 1504(a)(1)) which

meludes—

“(1) a bank (as defined in section

581), or
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“(n) a registered securities  dealer
under section 15(a) of the Securities Ex-
change Act of 1934.

“(¢) MopIriEp TAXABLE INCOME.—For purposes of
this section—

“(1) IN GENERAL.—The term ‘modified taxable
income’ means the taxable income of the taxpayer
computed under this chapter for the taxable year,
determined without regard to—

“(A) any base erosion tax benefit with re-
speet to any base crosion payment, or

“(B) the base erosion percentage of any
net operating loss deduction allowed under sec-
tion 172 for the taxable year.

“(2) BASE EROSION TAX BENEFIT.—

“(A) IN GENERAL.—The terin ‘base cro-
sion tax benefit’ means—

“(1) any deduction described in sub-
secetion (d)(1) which 1s allowed under this
chapter for the taxable year with respect to
any basc crosion payment,

“(11) in the case of a base erosion pay-
ment desceribed in subsection (d)(2), any
deduction allowed under this chapter for

the taxable year for depreciation (or amor-
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tization in licu of depreciation) with re-
spect to the property acquired with such
payment, and

“(i1) in the case of a base erosion
payment described in subsection (d)(3),
any reduction i gross reeeipts with re-
spect to such payment in computing gross
income of the taxpayer for the taxable year
for purposes of this chapter.

“(B) TAX BENEFITS DISREGARDED IF TAX
WITHHELD ON BASE EROSION PAYMENT.—

“(1) IN GENERAL.—Except as pro-
vided in clause (ii), any base erosion tax
benefit attributable to any base crosion
payment—

“(I) on which tax is imposed by
section 871 or 881, and

“(II) with respect to which tax
has been deduceted and withheld under

section 1441 or 1442,
shall not be taken into account in com-
puting modified taxable income under
paragraph (1)(A) or the base erosion per-

centage under paragraph (4).
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“(m) EXCEPTION.—The amount not
taken into account in computing modified
taxable income by reason of clause (i) shall
be reduced under rules similar to the rules
under section 163(3)(5)(B) (as in effect be-
fore the date of the enactment of the Tax

Cuts and Jobs Act).

“(3) SPECIAL RULES FOR DETERMINING INTER-
EST FOR WIICII DEDUCTION ALLOWED.—For pur-
poses of applying paragraph (1), in the case of a
taxpayer to which subscction (3) or (n) of section
163 applies for the taxable year, the reduction in the
amount of interest for which a deduection is allowed
by rcason of such subscction shall be treated as allo-
cable first to interest paid or accrued to persons who
arc not related parties with respeet to the taxpayer
and then to such related parties.

“(4) BASE EROSION PERCENTAGE.—For pur-
poses of paragraph (1)(B)—

“(A) IN GENERAL.—The term ‘base ero-
sion pereentage’ means, for any taxable year,
the percentage determined by dividing—

“(1) the aggregate amount of base
crosion tax benefits of the taxpayer for the

taxable year, by
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“(11) the aggregate amount of the de-
ductions allowable to the taxpayer under
this chapter for the taxable year.
“(B) SrrcIAL RULES.—The amount under
subparagraph (A)(i1) shall be determined—
“(1) by taking into account basc cro-
sion tax benefits described in clauses (i)
and (i1) of paragraph (2)(A), and
“(i1) by not taking into account any
deduction allowed under section 172,
245A, or 250 for the taxable year.
“(d) BASE EROSION PAYMENT.—For purposes of
this section—

“(1) IN GENERAL.—The term ‘basc crosion
payment’ means any amount paid or accrued by the
taxpayer to a forcign person which is a related party
of the taxpayer and with respect to which a deduc-
tion i1s allowable under this chapter.

“(2) PURCIIASE OF DEPRECIABLE PROPERTY.—
Such term shall also include any amount paid or ac-
crucd by the taxpayer to a foreign person which is
a related party of the taxpayer in connection with
the acquisition by the taxpayer from such person of
property of a character subject to the allowance of

depreciation (or amortization in lieu of depreciation).
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“(3) CERTAIN PAYMENTS TO EXPATRIATED EN-

“(A) IN GENERAL.—Such term shall also
imclude any amount paid or accrued by the tax-
payer with respect to a person deseribed in sub-
paragraph (B) which results in a reduction of
the gross receipts of the taxpayer.

“(B) PERSON DESCRIBED.—A person is
deseribed in this subparagraph it such person is
a—

“(1) surrogate foreign eorporation
which is a related party of the taxpayer,
but only if such person first became a sur-
rogate foreign corporation after November
9, 2017, or

“(i1) foreign person which is a mem-
ber of the same expanded affiliated group
as the surrogate foreign corporation.

“(C) DERINITIONS.—For purposes of this
paragraph—

“(1) SURROGATE FOREIGN CORPORA-
TION.—The term ‘surrogate foreign cor-
poration’ has the meaning given such term

by section 7874(a)(2) but does not include
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1 a foreign corporation treated as a domestic
2 corporation under section 7874(b).
3 “(1) EXPANDED AFFILIATED
4 GROUP.—The term  ‘expanded affiliated
5 group’ has the meaning given such term by
6 section 7874(e)(1).
7 “(4) EXCEPTION FOR CERTAIN AMOUNTS WITH
8 RESPECT TO SERVICES.—Paragraph (1) shall not
9 apply to any amount paid or accrued by a taxpayer
10 for services if—
11 “(A) such serviees are services which meet
12 the requirements for eligibility for use of the
13 services cost method under section 482 (deter-
14 mined without regard to the requirement that
15 the services not contribute significantly to fun-
16 damental risks of business success or failure),
17 and
18 “(B) such amount constitutes the total
19 services cost with no markup.
20 ‘“(e) APPLICABLE TAXPAYER.—For purposes of this

21 scetion—
22 “(1) IN GENERAL.—The term ‘applicable tax-
23 payer’ means, with respect to any taxable year, a

24 taxpayer—
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“(A) which 1s a corporation other than a
regulated investment company, a real estate in-
vestment trust, or an S corporation,

“(BB) the average annual gross receipts of
which for the 3-taxable-year period ending with
the  preceding taxable year are at least
$500,000,000, and

“(C) the base erosion percentage (as deter-
mined under subsection (¢)(4)) of which for the
taxable year is 4 percent or higher.

“(2) GROSS RECEIPTS.—
“(A) SPECIAL RULE FOR FOREIGN PER-

SONS.—In the case of a foreign person the

" gross receipts of which are taken into account

for purposes of paragraph (1)(B), only gross re-
ceipts which are taken into account in deter-
mining income which is effectively connected
with the conduct of a trade or business within
the United States shall be taken into account.
In the case of a taxpayer which is a foreign per-
son, the preceding sentenee shall not apply to
the gross receipts of any United States person
which are aggregated with the taxpayer’s gross

receipts by reason of paragraph (3).
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“(B) OTHER RULES MADE APPLICABLE.—

Rules similar to the rules of subparagraphs (B),

(C), and (D) of section 448(c)(3) shall apply in

determining gross receipts for purposes of this

section.

“(3) AGGREGATION RULES.—AIl persons treat-
ed as a single employer under subsection (a) of sec-
tion 52 shall be treated as 1 person for purposes of
this subsection and subscction (¢)(4), exeept that in
applying section 1563 for purposes of section 52, the
exception for foreign corporations under section
1563(b)(2)(C) shall be disregarded.

“(f) FOREIGN PERSON.—For purposes of this sec-
tion, the term ‘foreign person’ has the meaning given such
term by section 6038A(c)(3).

“(g) RELATED PARTY.—For purposes of this sce-
tion—

“(1) IN GENERAL.—The term ‘related party’

means, with respeet to any applicable taxpayer:
“(A) any 25-percent owner of the taxpayer,

“(B) any person who 1s related (within the

meaning of section 267(b) or 707(b)(1)) to the
taxpayer or any 25-percent owner of the tax-

payer, and
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“(C) any other person who is related (with-
in the meaning of section 482) to the taxpayer.

“(2) 25-PERCENT OWNER.—The term ‘25-per-
cent owner’ means, with respecet to any corporation,
any person who owns at least 25 percent of—

“(A) the total voting power of all classes of
stock of a corporation entitled to vote, or

“(B) the total value of all classes of stock
of such corporation.

“(3) SECTION 318 TO APPLY.—Section 318
shall apply for purposes of paragraphs (1) and (2),
except that—

“(A) ‘10 percent’ shall be substituted for

‘50 pereent” in section 318(a)(2)(C), and

‘“(B) subparagraphs (A), (B), and (C) of
seetion 318(a)(3) shall not be applied so as to
consider a United States person as owning

stock whieh 1s owned by a person who is not a

United States person.

“(h) EXCEPTION FOR CERTAIN PAYMENTS MADE IN

THE ORDINARY COURSE OF TRADE OR BUSINESS.—For

purposes of this section—

“(1) IN GENERAL.—Except as provided in para-
graph (3), any qualified derivative payment shall not

be treated as a base erosion payment.
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1 “(2) QUALIFIED DERIVATIVE PAYMENT.—

2 “(A) IN GENERAL.—The term ‘qualified

3 derivative payment’ means any payment made
4 by a taxpayer pursuant to a derivative with re-
5 spect to which the taxpayer—

6 “(1) reeognizes gain or loss as if’ such

7 derivative were sold for its fair market

8 value on the last business day of the tax-

9 able year (and such additional times as re-
10 quired by this title or the taxpayer’s meth-
11 od of accounting),

12 “(i1) treats any gain or loss so recog-
13 nized as ordinary, and

14 “(i11) treats the character of all items
15 of income, deduction, gain, or loss with re-
16 speet to a payment pursuant to the deriva-
17 tive as ordinary.

18 “B) REPORTING REQUIREMEXNT.—No
19 payments shall be treated as qualified derivative
20 payments under subparagraph (A) for any tax-
21 able year unless the taxpayer includes in the in-
22 formation required to be reported under section
23 6038B(b)(2) with respect to such taxable year
24 such information as is necessary to identify the
25 payments to be so treated and such other infor-
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mation as the Secrctary determines neceessary
to carry out the provisions of this subsection.
“(3) EXCEPTIONS FOR PAYMENTS OTHERWISE
TREATED AS BASE EROSION PAYMENTS.—This sub-
section shall not apply to any qualified derivative
payment, if—

“(A) the payment would be treated as a
base erosion payment if it were not made pur-
suant to a derivative, including any interest,
royalty, or service payment, or

“UB) m the case of a contract which has
derivative and nonderivative components, the
payment is properly allocable to the nonderiva-
tive component.

“(4) DERIVATIVE DEFINED.—For purposes of
this subscetion—

“(A) IN GENERAL.—The term ‘derivative’
means any contract (including any option, for-
ward contract, futures contract, short position,
swap, or similar contract) the value of which, or
any payment or other transfer with respect to
which, 1s (directly or indirectly) determined by
reference to one or more of the following:

“(1) Any share of stock 1n a corpora-

tion.
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1 “(ii) Any evidence of indebtedness.

2 “(iil)) Any commodity which is actively
3 traded.

4 “(iv) Any currency.

5 “(v) Any rate, price, amount, index,
6 formula, or algorithm.

7 cep rovided in regulations pr sc{b;},d, by
8 tl;\Sﬁeta T he avoidance of the
9 purposes (ﬁ _thi = pé‘rt\,\sll :1\1 term_shall not in-
10 dlude-&7y item deseribed mWh
11 ().
12 “(B) TREATMENT OF AMERICAN DEPOSI-
13 TORY RECEIPTS AND SIMILAR INSTRUMENTS.—
14 Except as otherwise provided by the Secretary,
15 for purposes of this part, American depository
16 receipts (and similar instruments) with respect
17 to shares of stock in foreign corporations shall
18 be treated as shares of stock in such foreign
19 corporations.
20 “(1) REGULATIONS.—The Secretary shall preseribe
21 such regulations or other guidance as may be necessary
22 or appropriate to carry out the provisions of this section,
23 including regulations—
24 “(1) providing for such adjustments to the ap-
25 plicé,tion of this section as are necessary to prevent
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the avoidance of the purposes of this section, includ-
ing through—
“(A) the use of unrelated persons, conduit
transactions, or other intermediaries, or
“(B) transactions or arrangements de-
signed, in whole or in part—

“(i) to characterize payments other-
wise subject to this section as payments
not subject to this section, or

‘(1) to substitute payments not sub-
jeet to this seetion for payments otherwise
subject to this section and

“(2) for the application‘ of subsection (g), in-
cluding rules to prevent the avoidance of the excep-

tions under subsection (g)(3).”.

(b) REPORTING REQUIREMENTS AND PENALTIES.

(1) IN GENERAL.—Subsection (b) of section
6038A 1s amended to read as follows:
“(b) REQUIRED INFORMATION.—

“(1) IN GENERAL.—For purposes of subsection
(a), the information deseribed in this subsection is
such information as the Secretary prescribes by reg-
ulations relating to—

“(A) the name, principal place of business,

nature of business, and country or countries in



O\GANGAI17738.xml [file 4 of 3] S.L.C.
466

O 00 N N Lt AW -

—_
o)

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

which organized or resident, of cach person
which—
“(i) 1s a related party to the reporting
corporation, and
“(11) had any transaction with the re-
porting corporation during its taxable year,
“(B) the manner in which the reporting
corporation is related to each person referred to
in subparagraph (A), and
“(C) transactions between the reporting

corporation and cach foreign person which 1s a

related party to the reporting corporation.

“(2) ADDITIONAL INFORMATION REGARDING
BASE EROSION PAYMENTS.—For purposes of sub-
section (a) and section 6038C, if the reporting cor-
poration or the foreign corporation to whom section
6038C applies is an applicable taxpayer, the infor-
mation described in this subsection shall include—

“(A) such information as the Scerctary de-
termines necessary to determine the base erd-
sion minimum tax amount, base crosion pay-
ments, and base erosion tax benefits of the tax-
payer for purposes of section 59A for the tax-

able year, and
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1 “(B) such other information as the Sce-
2 retary determines necessary to carry out such
3 section.
4 For purposes of this paragraph, any term used in
'5 this paragraph which 1s also used in section 59A
6 shall have the same meaning as when used in such
7 section.”.
8 (2) INCREASE IN PENALTY.—Paragraphs (1)
9 and (2) of scction 6038A(d) are cach amended by
10 striking “$10,000” and inserting “$25,000”.
11 (¢) DISALLOWANCE OF CREDITS AGAINST BASE
12 EROSION TAX.—Paragraph (2) of section 26(b) is amend-

13 ed by inserting after subparagraph (A) the following new

14 subparagraph:

15 “(B) section 59A (relating to base erosion
16 and anti-abuse tax),”.

17 (d) CONFORMING AMENDMENTS.—

18 (1) The table of parts for subchapter A of chap-
19 ter 1 is amended by adding after the item relating
20 to part VI the following new item:

“Part VII. Base erosion and anti-abuse tax”.
21 (2) Paragraph (1) of section 882(a), as amend-
22 ed by this Act, is amended by inserting *“ or 59A,”

23 after “section 11,”.
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(3) Subparagraph (A) of scetion 6425(¢)(1), as
amended by section 13001, is amended to read as
follows:

“(A) the sum of—

“(i) the tax imposed by section 11, or
subchapter L. of chapter 1, whichever is
applicable, plus

“(i1) the tax imposed by section H9A,
over’.

(4)(A) Subparagraph (A) of section 6655(g)(1),
as amended by seetion 13001, 1s amended by strik-
ing “plus” at the end of clause (i), by redesignating
clause (ii) as clause (iil), and by inserting after
clause (1) the following new clause:

“(i1) the tax imposed by section 59A,
plus”.

(B) Subparagraphs (A)(i) and (B)(i) of section
6655(e)(2), as amended by section 13001, are each
amended by inserting “and modified taxable income”
after ‘“‘taxable income”.

(C) Subparagraph (B) of scetion 6655(c)(2) is
amended by adding at the end the following new
clause:

“(ii1) MODIFIED TAXABLE INCOME.—

The term ‘modified taxable income’ has the
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meaning  given such term by seetion
59A(e)(1).”.

(e) EFFECTIVE DATE.—The amendments made by
this section shall apply to base crosion payments (as de-
fined in section 59A(d) of the Internal Revenue Code of
1986, as added by this section) paid or accrued in taxable
years beginning after December 31, 2017.

PART III—OTHER PROVISIONS
SEC. 14501. RESTRICTION ON INSURANCE BUSINESS EXCEP-
TION TO PASSIVE FOREIGN INVESTMENT
COMPANY RULES.

(a) IN GENERAL.—Section 1297(b)(2)(B) i1s amend-
ed to read as follows:

“(B) derived in the active conduct of an in-
surance business by a qualifying insurance cor-
poration (as defined in subsection (f)),”.

(b) QUALIFYING INSURANCE CORPORATION DE-
FINED.—Section 1297 is amended by adding at the end
the following new subsection:

“(f) QUALIFYING INSURANCE CORPORATION.—FKor
purposes of subscetion (b)(2)(B)—

“(1) IN GENERAL.—The term ‘qualifying insur-
ance corporation’ means, with respect to any taxable

year, a foreign corporation—
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1 “(A) which would be subject to tax under
2 subchapter L if such corporation were a domes-
3 tic corporation, and
4 “(BB) the applicable insurance liabilities of
5 which constitute more than 25 percent of its
6 total assets, determined on the basis of such li-
7 abilities and assets as reported on the corpora-
8 tion’s applicable financial statement for the last
9 year ending with or within the taxable year.
10 “(2)  ALTERNATIVE  FACTS AND  CIR-
11 CUMSTANCES TEST FOR CERTAIN CORPORATIONS.—
12 If a corporation fails to qualify as a qualified insur-
13 ance corporation under paragraph (1) solely because
14 the pereentage determined under paragraph (1)(B)
15 is 25 percent or less, a United States person that
16 owns stock in such eorporation may cleet to treat
17 such stock as stock of a qualifying insurance cor-
18 poration if—
19 “(A) the pereentage so determined for the
20 corporation is at least 10 percent, and
21 “(B) under regulations provided by the
22 Secretary, based on the applicable facts and cir-
23 cumstances—
24 “(1) the corporation is predominantly
25 engaged In an insurance business, and
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“(11) such failure is due solely to run-
off-related or rating-related circumstances
involving such insurance business.

“(3) APPLICABLE INSURANCE LIABILITIES.—
For purposes of this subsection—

“(A) INx GENERAL.—The term ‘applicable
insurance liabilities’ means, with respect to any
life or property and casualty insurance busi-
ness—

“(1) loss and loss adjustment ex-
penses, and

“(1) reserves (other than deficiency,
contingency, or unearned premium re-
serves) for life and health insurance risks
and life and health insurance claims with
respeet to contraets providing coverage for
mortality or morbidity risks.

“(B) LIMITATIONS ON AMOUNT OF LIABIL-
ITIES.—Any amount determined under clause
(1) or (1) of subparagraph (A) shall not exceed
the lesser of such amount—

“(1) as reported to the applicable in-
surance regulatory body in the applicable

financal statement desceribed i paragraph
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(4)(A) (or, if less, the amount required by

applicable law or regulation), or

“(1) as determined under regulations
preseribed by the Sceretary.

“(4) OTHER DEFINITIONS AND RULES.—For
purposes of this subseetion—

“‘A) APPLICABLE FINANCIAL STATE-
MENT.—The term ‘applicable financial state-
ment’ means a statement for financial reporting
purposes which—

‘(1) 1s made on the basis of gencrally
accepted accounting principles,

“(i1) 18 made on the basis of inter-
national financial reporting standards, but
only if there is no statement that meets
the requirement of clause (1), or

“(ii1) except as otherwise provided by
the Secretary in regulations, is the annual
statement which is required to be filed
with the applicable insurance regulatory
body, but only if there 1s no statement
which meets the requirements of clause (i)
or (11).

“(B) APPLICABLE INSURANCE REGU-

LATORY BODY.—The term ‘applicable insurance
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regulatory body’ means, with respeet to any in-

surance business, the entity established by law

to license, authorize, or regulate such business
and to which the statement desceribed in sub-
paragraph (A) is provided.”.

(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years beginning after
December 31, 2017.

SEC. 14502. REPEAL OF FAIR MARKET VALUE METHOD OF
INTEREST EXPENSE APPORTIONMENT.

(a) IN GENERAL.—Paragraph (2) of scction 864(c¢)
is amended to read as follows:

“(2) GROSS INCOME AND FAIR MARKET VALUE
METIIODS MAY NOT BE USED FOR INTEREST.—AII
allocations and apportionments of interest expense
shall be determined using the adjusted bases of as-
sets rather than on the basis of the fair market
value of the assets or gross income.”.

(b) Errectrivi DATE—The amendment made by
this section shall apply to taxable years beginning after
Deceember 31, 2017.

SEC. 14503. MODIFICATION TO SOURCE RﬁLES INVOLVING
POSSESSIONS.
(a) IN GENERAL.—Subscetion (b)(2) of Section 937

of the Internal Revenue Code of 1986 is amended by in-
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serting “‘; but only to the extent such ineome is attrib-
utable to an office or fixed place of business within the
United States (determined under the rules of Section
864(c¢)(5))” before the period at the end.

(b) SOURCE RULES FOR PERSONAL PROPERTY
SALES.—Subscetion (§)(3) of section 865 of the Internal
Revenue Code of 1986 is amended by inserting “932,”
after “931,”.

(¢) EFrECTIVE DATE.—The amendments made by
this section shall apply to taxable years beginning after
December 31, 2018.

TITLE II
SEC. 20001. OIL AND GAS PROGRAM.

(a) DEFINITIONS.—In this scction:

(1) CoAsTAL PLAIN.—The term ‘“Coastal

Plain” means the arca identified as the 1002 Arca

on the plates prepared by the United States Geologi-

cal Survey entitled “ANWR Map — Plate 1”7 and

“ANWR Map - Plate 2”7, dated October 24, 2017,

and on file with the United States Geological Survey

and the Offiee of the Solicitor of the Department of
the Interior.

(2) SECRETARY.—The term ‘“Secretary’” means
the Secrctary of the Interior, acting through the Bu-

reau of Land Management.
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(b) O1L AND GAS PROGRAM.—

(1) IN GENERAL.—Section 1003 of the Alaska
National Interest Lands Conservation Act (16
U.S.C. 3143) shall not apply to the Coastal I’lain.

(2) ESTABLISHMENT.—

(A) IN GENERAL.—The Sceretary shall es-
tablish and administer a competitive oil and gas
program for the leasing, development, produc-
tion, and transportation of oil and gas in and
from the Coastal Plain.

(B) PurprosgEs.—Section 303(2)(B) of the

Alaska National Interest Lands Conservation
Act (Public Law 96-487; 94 Stat. 2390) 1s
amended—
(1) in clause (ii1), by striking “and’ at
the end;
(i1) in clause (iv), by striking the pe-
riod at the end and inserting ‘‘; and”; and
(iii)) by adding at the end the fol-
lowing:
“(v) to provide for an o1l and gas pro-
gram on the Coastal Plain.”.
(3) MANAGEMENT.—Except as otherwise pro-
vided in this section, the Secretary shall manage the

oll and gas program on the Coastal Plain in a man-
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ner similar to the administration of lease sales under
the Naval Petroleum Reserves Production Act of
1976 (42 U.S.C. 6501 et seq.) (including regula-
tions).

(4) RoyaLTiES.—Notwithstanding the Mineral
Leasing Act (30 U.S.C. 181 et seq.), the royalty
rate for leases issued pursuant to this section shall
be 16.67 percent.

(5) Recrirrs.—Notwithstanding the Mineral
Leasing Act (30 U.S.C. 181 et seq.), of the amount
of adjusted bonus, rental, and royalty receipts de-
rived from the oil and gas program and operations
on Federal land authorized under this section—

(A) 50 pereent shall be paid to the State
of Alaska; and

(B) the balance shall be deposited into the
Treasury as miscellaneous receipts.

(¢) 2 LEASE SALES WITHIN 10 YEARS.—

(1) REQUIREMENT.—

(A) IN GENERAL.—Subject to subpara-
graph (B), the Seccrctary shall eonduet not
fewer than 2 lease sales area-wide under the oil
and gas program under this section by not later

than 10 years after the date of enactment of

this Act.
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1 (B) SALE ACREAGES; SCHEDULE.—
2 (i) ACREAGES.—The Secretary shall
3 offer for lease under the oil and gas pro-
4 gram under this scetion—
5 (I) not fewer than 400,000 acres
6 arca-wide in cach lease sale; and
7 (IT) those areas that have the
8 highest potential for the discovery of
9 hydrocarbons.
10 (i1) SCHEDULE.—The Secretary shall
11 offer
12 (I) the initial lease sale under the
13 oil and gas program under this see-
14 tion not later than 4 ycars after the
15 date of enactment of this Act; and
16 (II) a sceond lease sale under the
17 oil and gas program under this sec-
| 18 tion not later than 7 years after the
| 19 date of enactment of this Act.
20 (2) Ricurs-or-way.—The Secretary shall issue
21 any rights-of-way or casements across the Coastal
22 Plain for the exploration, development, production,
23 or transportation necessary to ecarry out this section.
24 (3) SURFACE DEVELOPMENT.—In admin-
25 istering this section, the Secretary shall authorize up
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1 to 2,000 surface acres of Federal land on the Coast-
2 al Plain to be covered by production and support fa-
3 cilities (including airstrips and any area covered by
4 gravel berms or piers for support of pipelines) dur-
5 ing the term of the leases under the oil and gas pro-
6 gram under this seetion.
7 SEC. 20002. LIMITATIONS ON AMOUNT OF DISTRIBUTED
8 QUALIFIED OUTER CONTINENTAL SHELF
9 REVENUES.
10 Section 105(f)(1) of the Gulf of Mexico Energy Secu-
11 rity Act of 2006 (43 U.S.C. 1331 note; Publie Law 109-
12 432) is amended by striking “exceed $500,000,000 for
13 each of fiscal years 2016 through 2055.” and inserting
14 the following: “‘exceed—
15 “(A) $500,000,000 for each of fiscal years
16 2016 through 2019;
17 “(B) $650,000,000 for each of fiscal years
18 2020 and 2021; and
19 “(C) $500,000,000 for each of fiscal years
20 2022 through 2055.”.
21 SEC. 20003. STRATEGIC PETROLEUM RESERVE DRAWDOWN
22 AND SALE.
23 (a) DRAWDOWN AND SALE.—
24 (1) IN GENERAL.—Notwithstanding scetion 161
25 of the Energy Policy and Conservation Aect (42



OAFLO\FLO17951.xml |file 5 of 3] S.L.C.
479

1 U.S.C. 6241), except as provided in subsections (b)
2 and (¢), the Secretary of Energy shall draw down
3 and sell from the Strategic Petroleum Reserve
4 7,000,000 barrels of c¢rude oil during the period of
5 fiscal years 2026 through 2027.
6 (2) DEPOSIT OF AMOUNTS RECEIVED FROM
7 SALE.—Amounts received from a sale under para-
8 graph (1) shall be deposited in the general fund of
9 the Treasury during the fiscal year in which the sale
10 oceurs.
11 (b) EMERGENCY PROTECTION.—The Seerctary of
12 Energy shall not draw down and sell ¢rude oil under sub-
13 section (a) in a quantity that would limit the authority
14 to sell petroleum products under subsection (h) of section
15 161 of the Energy Policy and Conservation Act (42 U.S.C.
16 6241) in the full quantity authorized by that subscetion.
17 (¢) LIMITATION.—The Secretary of Energy shall not
18 drawdown or conduct sales of erude oil under subsection
19 (a) after the date on which a total of $600,000,000 has
20 been deposited in the general fund of the Treasury from

[\
[un—y

sales authorized under that subseetion.




