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THE WHITE HOUSE 

WASHINGTON 

June 22, 1983 

MEMORANDUM FOR JAMES A. BA.KER, III 

FROM: 

SUBJECT: 

CHIEF OF STAFF #' 
RICHARD A. HAUSER (2) 
DEPUTY COUNSEL TO THE PRESIDENT 

Claim of Executive Privilege in 
Selective Service Cases 

Selective prosecution has again been raised as a defense in 
the prosecution of a selective service non-registrant, U.S. 
vs. Rutt, Case Number 83-60033 (E.D. MI~, and the court has 
again ordered the production o~ those documents previously 
produced for ex parte, in camera review in U.S. vs. Wayte 
plus one additional document -- a report to the President 
dated December 15, 1981. The Department of Justice recom
mends that a new claim of privilege be executed in order to 
clearly preserve the government's position on the executive 
privilege issue. The attached "Statement and Claim," which 
is patterned after that previously executed, has been pre
pared for your signature. 

Attachment 



UNITED STATES DISTRICT COURT 
EASTERN DISTRICT OF MICHIGAN 

UNITED STATES OF AMERICA, 

Plaintiff, 

v. 

DANIEL A. RUTT, 

Defendant. 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

________________ ) 

No. 83-60033 

STATEMENT AND CLAIM OF PRIVILEGE BY THE WHITE HOUSE 
CHIEF OF STAFF AND ASSISTANT TO THE PRESIDENT 

I, JAMES A. BAKER, III, state as follows: 

1. I am White House Chief of Staff ahd Assistant to the 

President of the United States. 

2. It has been brought to my attention that on May 26, 

1983, the United States District Court for the Eastern District 

of Mic h igan ordered that the Gov ernment p~rfect a n y assertion of 

priv ilege it might wish to make concerning the defense request 

for documents which the defendant described as follows: 

A. A document, dated December 10, 1981~ identified as 

Memorandum for Military Manpower Task Force Members; Subject: 

Report on Selectiv e Serv ice Registration. 

B. A document, dated August 18, 1982, identified as 

White House Memorandum, For: Edwin L. Harper, From: Stephen H. 

Galebach, Subject: Government Initiated Registration of Persons 

whb Refuse to Register for Draft. 

C. A document, undated, identified as ncosts of 

Compliance" (5 page document). 
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D. A document, dated June 25, 1982, identified as 

Senior Staff Meeting Action Items (2 pages). 

E. A document, dated May 20, 1982, identified as 

Senior Staff Meeting Action Items. 

F. A document, dated February 22, 1982, identified as 

Minutes of Management Meeting. 

G. A document, dated September 11, 1981, identified as 

White House Memo -- Note to Ken Cribb from Craig Fuller. ' 

H. A document attached to the document referenced in 

G above, dated September 9, 1981, identified as Senior Staff 

Meeting Action Items. 

I. A document attached to the document referenced in G 

abov e, dated July 27, 1981, identified as Senior Staff Meeting 

Action Items. 

above , 

Action 

abov e, 

Action 

J. 

dated 

Items. 

K; 

dated 

Items. 

A document attached to the document referenced in G 

July 23, 1981, identified as~enior Staff Meeting 

A document attached to the document referenced in G 

July 22, 1981, identified as Senior Staff Meeting 

L. A document, undated, identified as Memorandum for 

the Chairman of the Military Manpower Task Force--Subject: Draft 

Report to the President on Selective Service Registration from 

Thomas K. Turnage. 

M. A document, dated April 12, 1982, identified as 

Military Manpower Task Force Meeting, 12 April, 1982. 
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N. A document, undated, identified as Selective 

Service Registration -- President Approved Continuation of 

Peacetime Reg{stration. 

0. A document, dated December 4, 1981, identified as 

Memo to: Ed Meese, Martin Anderson, From: Doug Bandow, Re: 

Prosecution of Draft Registration Nonregistrants. 

P. A document, dated October 30, 1981, identified as 

"Questions Raised in October 30, 1981 Task Force Meeting." 

Q. A document, dated October 1982, identified as 

Military Manpower Task Force: A Report to the President on the 

Status and Prospects of the All Volunteer Force (include all 

recommendations that came out of this report). 

R. A document, undated, identified as Military 

Manpower Task Force: Second Draft of Final Report (include all 

recorru~endations from that draft). 

s. A transcript, dated October·1, 1982, identified as 

Military Manpower Task Force Conference. 

T. A transcript, dated January 29, 1982, identified as 

Meeting of the Military Manpower Task Force. 

u. A transcript, dated November 30, 1981, identified 

as Military Manpower Task Force. 

v. A transcript, dated March 10, 1982, identified as 

Military Manpower Task Force Briefing. 

w. A transcript, dated October 30, 1981, identified as 

Military Manpower Task Force Meeting. 

x. A document, dated March 10, 1982, identified as 

Military Manpower Task Force Briefing by Dr. Korb, 10 March 1982. 
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Y. A document, dated March 4, 1982, identified as 

"Increasing Selective Service Registration Compliance" (including 

recommendations). 

3. It is my understanding that these documents, although 

several differ slightly from the defendant's descriptions, were 

submitted by the Government for ex parte, in camera judicial 

review in the cases of United States v. David Alan Wayte, No. 

82-630-TJH (C.D. Cal.), United States v. Russell Ford, Criminal 

Case No. 82-1059 (D. Conn.), and United States v. Gillam Kerley, 

Case No. 82-CR-47. They are White House staff documents and 

Presidential Military Manpower Task Force documents which 

concern, in a general sense, the identification and prosecution 

of alleged Selective Service nonregistrants. These documents 

were the subject of formal claims •of privilege in the Wavte, 

P d ~ K l ~, ano er ev cases. Cooies of the former statements and 

claims of privilege are attached. 

4. It has also been brought to my attention that on May 26, 

1983, the United States District Court for the Eastern District 

of Michigan ordered that the Government perfect any assertion of 

privilege it might wish to make concerning defendant's request 

for the "President's Military Manpower Task Force study and 

report on continuation of the registration program, issued in or 

about December, 19 81." 

5. The Military Manpower Task Force was created by the 

President on July 8, 1981, to review all aspects of manpower 

requirements and conditions in the armed forces, including such 

matters as the adequacy of military compensation and incentives: 

educational benefits; current manpower readiness of the armed 

forcesr effectiveness of training, leadership and discipline; 
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enlistment standards; recruiting and retention efforts; and 

Selective Service registration. The Task Force was chaired by 

Secretary of Defense Caspar W. Weinberger, and its members 

included Edwin Meese, III, Counsellor to the President; David A. 

Stockman, Director of the Office of Management and Budget; John 

o. Marsh, Secretary of the Army; John F. Lehman, Secretary of the 

Navy; Verne Orr, Secretary of the Air Force; William P. Clark, 

Assistant to the President for National Security Affairs; Edwin 

Harper, Assistant to the President for Policy Development; Martin 

Feldstien, Chairman of the Council of Economic Advisors; and 

General David Jones, Chairman of the Joint Chiefs of Staff. 

Major General Thomas K. Turnage served as the Executive Officer 

of the Task Force. The Task Force issued its report in October 

of 1982. 

6 . The documents which were the subject of former claims of 

privilege in the Wavte case were reviewed-at that time as 

indicated in the attached copies of former statements and claims 

of privilege. In addition, I have reviewed the 1981 Military 

Manpower Task Force report. 

7. The documents reflect the deliberations, considerations, 

analy ses, and recommendations of White House staff and members of 

the Presidential Military Manpower Task Force and its staff in 

their preparation and implementation of Government policy. 

8. An essential requirement of the governmental 

decision-making process is that Government policy-makers be able 

to engage in a free and candid exchange of views concerning 

policy and its implementation. This is particularly critical 
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when the exchange of views involves a matter of such vital 

importance to the nation as military manpower. The efficiency of 

the decision-making process would be severely impaired if 

officials involved in that process must face the prospect that 

their exchanges of views, as well as the very process of 

decision-making, may be disclosed, either during the making of 

policy or thereafter. 

9. In my judgment, disclosure of these documents would be 

injurious to the United States Government's discharge of its 

responsibilities and would be contrary to the public interest. 

Therefore, I assert, as authorized by the President, a formal 

claim of privilege concerning these documents. 

10. I have authorized that the documents covered by this 

formal claim of priv i lege be provided to the Court, if the Court 

so requests, solelv for its e x parte, i n camera review. ., -

Sig ned this l-~J day of June, 1983. 



. . ' . 
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THE WHITE HOUSE 

WASHINGTON 

March 8, 1983 

MEMORANDUM FOR JAMES A. BAKER, III 
CHIEF OF STAFF 

J :".i; -~?.-~ .. •::.;:•P:,1,(';~ . . '. :; i:,,r~ -. ,,: . 

~~·. ,:·~~:..~. .. .:.:..... . .:i...~-~~...:.:L.~:1:-':\ft~~:..--~ -- •.: .. . • ~· -.. _ . 

FROM: FRED F. FIELDING Orig. signed by FFF 
COUNSEL TO THE PRESIDENT 

SUBJECT: Claim of Executive Privilege in 
Selective Service Cases 

Selective prosecution has again been raised as a defense in 
the prosecution of a selective service non~registrant, U.S. 
vs. Kerley, Case Number 82-CR-47 (W.D. Wis.), and the court 
has again ordered the production of those documents previously 
produced for ex parte, in came.ca review in U.S. vs. Wayte. 
The Departmentof Justice recommends that a new claim of 
privilege be executed in order to clearly preserve the 
government's position on the executive privilege issue. The 
attached "Statement and Claim," which is the same as that 
previously executed, has been prepared for your signature. 

In a related case, U.S. vs. Ford, the court, after reviewing 
the privileged documents, concluded that they did not sup
port the defense of selective prosecution and denied the 
defendant's motion to dismiss. 

Attachment 

~ 
RAH:gm - 3/ 8/ 83 
1-subj. 
2-chron 



THE WHITE HOUSE 

WASH I NGTON 

March 8, 1983 

MEMORANDUM FOR JAMES A. BAKER, III 
CHIEF OF STAFF 

FROM: 

SUBJECT: 

FRED F. FIELDI~~ _./-
COUNSEL TO THE ~DENT 

Claim of Executive Privilege in 
Selective Service Cases 

Selective prosecution has again been raised as a defense in 
the prosecution of a selective service non-registrant, U.S. 
vs. Kerley, Case Number 82-CR-47 (W.D. Wis.), and the court 
has again ordered the production of those documents previously 
produced for ex parte, in camera review in U.S. vs. Wayte. 
The Departmentof Justice recommends that a new claim of 
privilege be executed in order to clearly preserve the 
government's position on the executive privilege issue. The 
attached "Statement and Claim," which is the same as that 
previously executed, has been prepared for your signature. 

In a related case, U.S. vs. Ford, the court, after reviewing 
the privileged documents, concluded that they did not sup
port the defense of selective prosecution and denied the 
defendant's motion to dismiss. 

Attachment 



THE WHITE HOUSE 

WASHINGTON 

March 8, 1983 

MEMORANDUM FOR JAMES A. BAKER, III 
CHIEF OF STAFF 

FROM: 

SUBJECT: 

FRED F. FIELDI~ __/-
COUNSEL TO THE ~DENT 

Claim of Executive Privilege in 
Selective Service Cases 

Selective prosecution has again been raised as a defense in 
the prosecution of a selective service non-registrant, U.S. 
vs. Kerley, Case Number 82-CR-47 (W.D. Wis.), and the court 
has again ordered th·e production of those documents previously 
produced for ex parte, in camera review in U.S. vs. Wayte. 
The Depa~tmentof Justice recommends that a new claim of 
priyilege be executed in order to clearly preserve the 
government's position on the executive privilege issue. The 
attached "Statement and Claim," which is the same as that 
previously executed, has been prepared for your signature. 

In a related case~ U.S. vs. Ford, the court, after reviewing 
the privileged documents, concluded that they did not sup-
port the defense of selective prosecution and denied the 
defendant~s motion to dismiss. 

Attachment 



UNITED STATES DISTRICT COURT 
WESTERN DISTRICT OF WISCONSIN 

) 
UNITED STATES OF AMERICA) 

) 
Plaintiff, ) 

) 
V. ) 

) 
GILLAM KERLEY, ) 

) 
Defendant. ) 

______________ ) 

CASE NO. 82-CR-47 

STATEMENT AND CLAIM OF PRIVILEGE BY THE WHITE HOUSE 
CHIEF OF STAFF AND ASSISTANT TO THE PRESIDENT 

I; JAMES A. BAKER, III, state as follows: 

1. I am White House Chief of Staff and Assistant to the 

President of the United States. 

2. It has been brought to my attention that the United 

States District Court for the Western District of Wisconsin has 

ordered that White House staff documents and Presidential 

Military Manpower Task Force documents which were disclosed by 

the Government for ex parte, in camera judicial review in United 

States v. David Alan Wayte, 82-630-TJH (C.D. Cal.), be disclosed 

to the United States District Court for the Western District of 

Wisconsin for its own ex parte, in camera review. These 
~ 

documents concern, in a general sense, the identification and 

prose cution of alleged Selective Service nonregistrants and were 

the subject of formal claims of privilege in the Wayte case and 

in the case of United States v. Russell Ford, Criminal Case No. 

82 -1059 (D. Conn.). Copies of the former statements and claims 

o f privilege are attached. 



3. I am informed that, in response to the discovery orders 

in the Wayte case, Richard Hauser, Deputy Counsel to the 

President, caused a search to be run of the central file system 

(a computer indexed subject file) maintained by the White House 

Office of Records Management and the files of Edwin Meese, III, 

Counsellor to the President, who was the senior policy advisor to 

the Piesident with oversight responsib~lity for the Presidential 

Military Manpower Task Force. I am further informed that those 

searches resulted in the gathering of documents, some of which 

were generated by the Presidential Military Manpower Task Force, 

containing material that may be within the scope of the court's 

orders. 

4. Additionally, I am informed that, in response to the 

court's discovery orders in the Wayte case, searches were 

conducted within Selective Service and the Department of Defense 

which resulted in the gathering of Presidential Military Manpower 

Task Force documents that may be within the scope of the court's 

orders. 

5. The Military Manpower Task Force was created by the 

President on July 8, 1981, to review all aspects of manpower 

requirements and conditions in the armed forces, including such 

matters as the adequacy of military compensation and incentives; 

educational benefits; current manpower readiness of the armed 

forces; effectiveness of training, leadership and discipline; 

enlistment standards; recruiting and retention efforts; and 
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Selective Service registration. The Task Force was chaired by 

Secretary of Defense Casper W. Weinberger; and -its members 

included Edwin Meese, III, Counsellor to the President; David A. 

Stockman, Director of the Office of Management and Budget; John 

o. Marsh, Secretary of the Army; John F. Lehman, Secretary of the 

Navy; Verne Orr, Secretary of the Air Force; William P. Clark, 

Assistant to the President for National Security Affairs; Edwin 

Harper, Assistant to the President for Policy Development; Martin 

Feldstien, Chairman of the Council of Economic Advisors; and 

General David Jones, Chairman of the Joint Chi~fs of Staff. 

Major General Thomas K. Turnage served as the Executive Officer 

of the Task Force. The Task Force issued its report in October 

of 1982. 

6. The documents which were the subject of former claims of 

privilege in the Wavte case were reviewed at that time as 

indicated in the attached copies of former statements and claims 

of privilege. 

7. The documents reflect the deliberations, considerations, 

analyses, and recommendations of White House staff and members of 

the Presidential Military Manpower Task Force and its staff in 

their preparation and implementation of Government policy. 

8. An essential requirement of the governmental 

decision-making process is that Government policy-makers be able 

to engage in a tree and candid exchange of views concerning 

policy and its implementation. This is particularly critical 
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when the exchange of views involves a matter of such vital 

importance to the nation as military manp·ower. The .efficiency of 

the decision-making process would be severely impaired if 

officials involved in that process must face the prospect that 

their exchanges of views, as well as the very process of 

decision-making, may be disclosed, either during the making of 

policy or thereafter. 

9. In my judgment, disclosure of these documents would be 

injurious to the United States Government's discharge of its 

responsibilities and would be contrary to the public interest. 

Therefore, I assert, as authorized by the President, a formal 

claim of privilege concerning these documents. 

10. I have authorized that the documents covered by this 

formal claim of privilege be provided to the Court solely for its 

ex parte, in camera review. 

Signed this I t:JtZ. day of March, 1983. __ __;:_ ____ _ 



-
·-·~-"'"'-- - ~~~ ----- - -

IDlITEn STATES DISTRICT COURT 
OISTRICT OF CONNECTICUT 

) 
UNITED STATES OF AMERICA) 

) 
Plaintiff, ) 

- ) 
v. ) 

) 
RUSSELL F. FORD ) 

) 
Defendant. ) ____________ ) 

CRIMINAL CASE NO. 82-1059(MJB) 

STATEMENT AND CLAIM OF PRIVILEGE BY THE WHITE HOUSE 
CHIEF OF STAFF AND ASSISTANT TO THE PRESIDENT 

I, JAMES A. BAKER, III, state as follows: 

1. I am White House Chief of Staff and Assistant to the 

President of the United States~ 

2. It has been brought to my attention that the United 

States District Court for the District of Connecticut has 

ordered, in part, that White House staff documents and 
I 

Presidential Military Manpower Task 'Force documents which were 

disclosed by the Government for~ parte, in camera judicial 

review in United States v. David Alan Wayte, 82-630-TJH (C.D. 

Cal.), be disclosed to the United States District Court for the 

District of Connecticut for its own ex parte, in camera review. 

These documents concern, in a general sense, the identification 

and prosecution of alleged Selective Service nonregistrants and 

were the subject of formal claims of privilege in the Wavte case. 

Copies of the former statements and claims of privilege are 

attached. 
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3. I am informed that, in response to the discovery orders 

in the Wayte case, Richard Hauser, Deputy Counsel to the 

President, caused a search to be run of the central file system 

(a computer indexed subject file) maintained by the White House 

Office of Records Management and the files of Edwin Meese, III, 

Counsellor to the President, who was the senior poli~y advisor to 

the Prepident with oversight responsibility for the Presidential 

Military Manpower Task Force. I am further informed that those 

searches resulted in the gathering of documents, some of which 

were generated by the Presidential Military Manpower Task Force, 

containing material that may be within the scope of the court's 

orders. 

4. Adnitionally, ·I am informed that, in response to the 

court's di~covery orders in the Wayte case, searches were 

conducted within Selective Service and the Department of Defense 

which resulted in the gathering of Presidential Military Manpower 

Task Force documents that may be within the scope of the court's 

orders. 

s. The Military Manpower Task-Force was created by the 

President on July 8, 1981, to review all aspects of manpower 

requirements and conditions in the armed forces, including such 

matters as the adequacy of military compensation and incentives; 

educational benefits; current manpower readiness of the armed 

forces; effectiveness of training, leadership and discipline; 

enlistment standards; recruiting and retention efforts: and 
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Selective Service registration. The Task Force was chaired by 

Secretary of Defense Casper w. Weinberger, and its members 
-

included Edwin Meese, III, Counsellor to the President; David A. 

Stockman, Director of the Office of Management and Budget; John 

o. Marsh, Secretary of the Army; John F. Lehman, Secretary of the 

Navy; Verne Orr, Secretary of the Air Force; William P. Clark, 

Assistant to the President for National Security Affairs; Edwin 

Harper, Assistant to the President for Policy Development; Martin 

Feldstien, Chairman of the Council of Economic Advisors; a~d 

General David Jones, Chairman of the Joint Chiefs of Staff. 
I 

Hajor General Thomas K. Turnage served as the Executive Officer 

of the Task Force. The Task Force issued its report in October 

of 1982~ 

6. The documents which werP- the subject of former claims of 

privilege in the Wayte case were reviewed at that time as 

indicated in the attached copies of former statements and claims 

of privilege. 

7. ,The documents reflect the deliberations, considerations, 

analyses, and recommendations of White House staff and members of 

the Presidential Military Manpower Task Force and its staff in 

t heir preparation and implementation of Government policy. 

8. An essential requirement of the governmental· 

decision-making process is that Government policy-makers be able 

to engage in a free and candid exchange of views concerning 

policy and its implementation. -This is particularly critical 
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when the exchange of views involves a matter of such vital 

importance to the nation as military manpower. The efficiency of 

the decision-making process would be severely impaired if 

officials involved in that process must face the prospect that 

their exchanges of views, -a.s well as the very process of 

decision-making, may be disclosed, either during the . making of 

policy or .thereafter. 

9. In my judgment, disclosure of these documents would be 

injurious to the United States Government's discharge of its 

responsibilities and would be contrary to the public interest. 

Therefore, I assert, as authorized by the President, a formal 

claim of privilege concerning these documents. 

10. I have authorized that the documents covered by this 

formal c~aim of privilege be provided to the Court solely for its 

ex parte, in camera review. 

signed this __ 2_4_th ____ day of February, 1983. 

~~~ 
ws A. BAKER, III 
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STEPHENS. TROTT 
United States Attorney 
ALEXANDER B. WILLIAMS III 
Chief Assistant D.S. Attorney 
RICHARD R. llOMERO 
Assistant D.S. Attorney 
312 North Spring Street 
Los Angeles, California 92189 
Telephonez 213~688-6527 

Attorneys for Plaintiff 
United States of America 

UNITED STATES DISTRICT COURT 
CENTRAL- DISTRICT OF CALIFORNIA 

)· 
UNITED STATES OF AMERICA) 

) 
Plaintiff, ) 

) 
v. ) 

) 
DAVID ALAN WAYTE ) 

) 
Defendant. ) ____________ ) 

CRIMINAL CASE NO. 82-63p 

STATEMENT AND CLAIM OF PRIVILEGE BY THE WHITE HOOSE 
CHIEF OF STAFF AND ASSISTANT TO THE PRESIDENT 

\ 

7, JAMES A. BAKER, III, state as followsz 

l. 7 am White House Chief of Staff and Assistant to the 

President of the United States. 

2. It has been brought to my attention that the United 
21 I - ~ · 

i States District Court for the Central District of California has 
22 i , .•· 

ordered discovery of White House staff documents and Presidential 
~ . . 

Military Manpower Task Force documents which concern, in a 
24 

general sense, the identification and prosecution of alleged 
25 . 

26 

211 

28 

Selective Service non-registrants. 

•• 

-

. . 
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-. ' · ~ & 7 "' ··'·· • 3. x·am informed that, in response to those discovery 

,/r· ~ . ... .. ,. 
•-; . 
. I . 
·;r 

~: ;. . 
· .. t{ [ 

L ,, . 

2 orders, Richard Bauser, Deputy Counsel to the President, caused 

3 ... 
searc~ to be run of the central file system_(a computer indexed 

~ subject file) ltlAintained by the White Bouse Office of Recorc!s 

5 Management and the files of Edwin Meese, III, Counsellor to the 

6 President, who is the senior policy advisor to the President wi 

i oversight responsibility for the Presidential Military Manpower 

8 Task Force. ·7 am further informed that those searches resulted 
.. 

9 in the gathering o~ documents, some of which were generated by 

10 the Presidential Military Manpower ~ask Force, containing . 
. . 

11 material that may be within the scope of the court's orders. The 

12 pertinent portions of such do_cuments have been provided to me, 

li 

and a copy of that materia.l is attached to this declaration under 

'l'ab A • 

. 4. Additionally, .I am infonned that, in response to the 

court's discovery orders, searches were conducted within 

Selective Service and the Department of Defense which resulted in 

; • 18 . the gathering of l?residential Military Manpower Task Force 
• 
.: 19 

20 

21 I 
I 

22 f 

·23 

24 

25 

26 

2i I 
28 

documents that rnay be within ··the- scope of the court's orders. 

The pertinent portions of such documents h~ve been provided to 

~e, and copies of those materials are att~ched to this .. 

declaration under Tabs B Jnd C respectively. 

s . . I have personally.reviewed the materials contained under 

Tabs A,· B, and C. 

.· •. 

•• 
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1 

2 

3 

4 

5 

6 

7 

... 
• 

6 • . It is my judgment that the materials contained.in 
. 

Subpart 1 of Tab A, some of which are public in nature, do not 
impinge on the governmental decision-making _process, anc! ~'1 
therefore be release4 pursuant to the court's discovery order. 

7. It is .my judgment that the material contained in Subpart 

2 of Tab A involves-privileged deliberations. I am advised, 
.· •. 

however, tha~ this material has already been disclosed publicly. 

8 Accordingly, I have concluded that it may be released pursuant to 

9 the court's discovery order. 

10 

11 

8. The remaining materials (i.e., those contained ·1n 
• 

Subpart 3 of Tab A and under Tabs Band C) reflect the 

12

1 

deliberations, consideratio~s, analyses, and recomm~ndations 

13 i White Bouse staff and memb_ers of the Presidential Mil~tary 
. t 
14 ·~ Manpower Task Force and its staff in their preparation and 

• 15,! implementation of Government lJOlicy. 

16 

li 

. 
9. The Military Manpower Task Force was created by the 

./ ·' ., 
President on July B; 1981, to r~view all aspecfs.of manpower 

\ 

of 

18 ·reczuirernents and conditions in the armed forces, including such 
~ . 

19 matters as the adequacy of military compensation and incentives, 

20 educational benefitsJ current manpower readiness of the anned 

21? forces1 effectiveness of training, leadership and discipliner .. 

t -
22 ; enlistment standardsJ re,cruitins and retention efforts, and 

23 Selective Service registration. The Task Force is chaired by 

24 secretary of Defense Casper W. Weinberger, and its members 

25 include Edwin. Meese, III, Counsellor to the President, David A. 

2G 
I 

stock.man, Director of the Office of Management and Budget, John 
. 

27 lo. Marsh, Secretary of the ~=YI John ~- Lehman, Secretary of the 

28 

• . . 
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21 . . 
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-Navy, Verne .Orr, Secre·tary ~f the ~ir Force1 William P. _Clark, 

Assistant to the President for National Security Affairs1 Edwin ' 

Barpe:• Assistant to the President for Policy Development; Mart 

Felc!stien, Chairman cf the ·council of Economic Advis0rs1 ana 

General Davi~ Jones, Chairman of the Joint Chiefs of Staff • 

Major General Thomas X. Turriage serves as the Executive Officer 

of the Task Force. 

10. An essential reguirement of the governmental 

~ecision-making process is that Government policy-makers be able 

to engage in a free and candid exchange of views concerning 

policy and its implementation. This is particularly critical 

when the exchange of views involves a matter of such vital 

importance to the nation as military manpower. The efficiency o 

the decision-making process would be severely impaired if . 

of~icials involved in that process must face the prospect that 

their ·exchanges of views, as well as the very process of 

decision-making, may be disclos~~. either during the making of 

policy or thereafter. 

11. It is my judgment t_hat, except for the materials which ... . 
I have authorized be release«! (i.e., Subparts 1 and 2 of 'l'ab A), 

disclosure of materials sought in this case would be injurious to 
.,. . 

the United States Government's discharge·of its responsibilities 
, 

end would be contrary to the public interest. Therefore,% 

assert, as authorized by the President, a forroal claim of 
. I 

privilege concerning these ~aterials (i.e., the materials 

contained in Subpart 3 of Tab A and under Tabs Band C). 
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J 12. J have authorized that the materials covered by thia 
. 

2 formal claim of privilege be provided to the court solely fo~ ita 
3 .!! parte, in camera review. 

. . 
' 5 Signed this ~ 

I~ day of October, 1982. . 
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STEPHENS. TROTT 
United States Attorney 
ALEXANDER H. WILLIAMS, III 
Chief Assistant u.s. Attorney 
RICHARD R. ROMERO 
Assistant U.S. Attorney 

1407C United States Courthouse 
312 North Spring Street 
Los Angeles, California 90012 
Telephone: 213-688-6527 

Attorneys for Plaintiff 
United States of America 

UNITED STATES DISTRICT COURT 
CENTRAL DISTRICT OF CALIFORNIA 

10 ) 
UUITED STA't'ES OF AMERICA) CRIMINAL CASE NO. 82-630-TJH 

11 ) 
Plaintiff, I 

12. > 
v. ) 

13 , ) 
• DAVID Ar.AN WAYTE · ) 

J,I. . ) 
• I; . Defendant. ) .. ) 15;; ___________ _ 

• 

.. 
STATEMENT AND CLAIM OF 
PRIVILEGF. BY THE WHITE .HOUSE 
CHIEF OF STAFF AND ASSISTANT 
TO THE PRESIDENT 

I lG 

li 
I, JA?1ES A. BAKER, III; staee es follows, .·' ·, . . 

18 

• I 

l. I am \·1hi te House Chief of Staff and Assistant to the 

President of the United States., 
--

• 

.· 

19 

20 
2.· Earlier this month, the Court ordered discovery of White 

House staff documents and Presidential Military Manpower Task 
• 21 ? • 

i Force documents which concern, in a general sense, the policies 
22 I ·· 

of the United States relative to prosecution of persons who have 
23 failed to register with the Selective Service System. 
24 3. The ensuing records searches resulted in the gathering 
25 of documents containing information that might be within the 
26 ! scope of the Court• s discovery orders. The pertinent portions of 

2111 
28•1 

I 

. . . .-
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' 5 
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10 
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such documents were provided to me and were attached to my 

Statement, dated October 13, 1982, which has been filed ~ith the 

Court •• As reflected in that Statement., I authorized disclosure . 
to the Defendant of certain of those materials and asserted a 

formal claim of privilege relative to the remaining ma~erials, 
-

which were submitted to the Court solely for its~ parte, in 

camera review. A copy of my October 13, 1982, Statement is 

attached. 

4. I arn informed that the Court has now ordered the 

Government to submit for~ parte, in camera review complete, 

11 unexpurgated versions of the privileged documents previously 

12, provided to the Court in redacted form. 

13 , 5. As a result, those documents have again been gathered 
I 

1.a,: and have been provided to me. At my request, they have been 

1.1' 

.~:: reviewed· by Richard Hauser, Deputy Counsel to the President. I 
I . . 

lG have discussed the content of the documents with Mr. Hauser and 

1-, • \ 
have personally reviewed representative portions of the 

18 documents. 
. ... ' 

19 6 •. The documents reflect the. deliberations, considerations, 

20 analvses and recommendations of White House staff and members of • I 

21 lthe .Presi~ential Military Manpower Task Force and its staff in 
I . r 

22 l their preparati~n and impl,ementation of Government policy. 

7. An essential requirement of the governmental 

24 decision-making process is that Government policy-makers be able 

25 to engage in a free and candid exchange of views concerning 

26 !Policy and its implementation. This is particularly critical 
. ~ 

27 I 
I 

28•1 
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when the exchange of views involves a matter of such vital 

importance to the nation as military manpower. The efficiency o 

the decision-making process would be severely impaired if 

officials involved in that process must face the prospect that 

6 -
decision-making, may be disclosed, either during the making of 

their exchanges of views, as well as the very process of 

~- -
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10 

11 

12. 

]3 I 
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1
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16 

li 

18 

19 

20 

21 : 
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22 I 
23 

24 

25 

26 

27 i 
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28 

policy or thereafter. 

8. In my judgment, disclosure of these documents would be 

injurious to the United States Government's discharge of its 

responsibilities and would be contrary to the public interest. 

Therefore, I assert, as authorized by the President, a form~l 

claim of privilege concerning these documents. 

9. I have authorized. that the documents covered by this 
.,l,c,, 

formal claim of privilege J:,,J' provided to the Court solely for its 

~ parte, in camera review. 

Signed this ;l./,~ day of October, 1982. 
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.. . 
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UNITED STATES DI.S'tRI.CT cou~S-(; ' ::,0..~<\ ~? ;; .~ __ :-:::·: f 

DI.STRICT OF CONNECTICUT HA.RT,:::,:,: .. ::, !'<-. . 

CRIMINAL ~.o. 

RULING ON DF.FENDANT'S RF:QUEST FOR DISCOVERY 
H.-\.TERIAL RE-_:T. ,-Vl'ED TO SI::LECTTv'E PROSEC {JTION. DJ."FE.NSE 

to obtair'l discovery on .a .s~1ec.ti..ve 

. .) 

defense a de fend.ant tr.us t: evidence show 

es sen-i-_ .i_aJ. 

-..,7oul.d. he probar.:.tvc of 

501. F.2d 1207. 

that: 

second 

the 

121."l.-1..2 

that: 

1.974}. It 

aho= 

c."'.>f the Ber .rl.o>'; 

.. 
v. Berri<-"">S_P 

:ls the fi.nd.Lng of · this 

~~vi..dence esi..:ahl..:l ~ hing 

test:. :i.. e • t:he 
_, -, 

l"> .-r.c~J !:.i i.:~Cll.t: ion has 

been. inv.ld:tous or in had fa.i.th 

i.n light .._..,f 

. . Td . 1.21..l.. 

Dls t "?;"ic.t: of Ga]. i. f'o-z.·ni.a. 

82-630-TJ H . court 

turned over ei.t.ht..·r 

w.it.:h 

t:l:e 

ha.s 

i_::h:~t case. 

sought 

CV.Jt..: 

the recent: 

.States v. 

Th:i..s 

dla'ci.sicn. of 

a1 l. of: the 

No. 

d"ocu
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¥~nd~ng. ~t ~s noc necessary ~o ru1e on the government"s cla~m or 

Accordingly, all of the de£endon~•s reque&Ls £or d1scovery 

t;:i. on a.re deni.ed. A11. o:f the mi.lTcri a.1.. e:>tallliT'lod. 1 n cB!Dera., -by . t:hts 

to be broken excvpL by further urdcr of th~s cuur&. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

DATE: 25 August J9 82 

TO: Richard A. Hauser 

FROM: LEGISLATIVE AFFAIRS 

Sent in accordance with your request. 

6--wl 
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/>~(#-~tu-~ 
SJ . ~~ ~~/. 
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Subpart B-Other Financing Provisions 

• Sec. 272. Credit reduction not to apply 
when State makes certain re
payments. 

Sec. 273. Limitation of fifth year credit re
duction.· 

Sec. 27-1. Deferral of interest in case of cer
tain States with high unem

. ployment rates. 
Sec. 275. Required repayments · from ex

tended unemployment compen
sation account. 

Sec. 276. Treatment of certain services per
formed by students. 

Sec. 277. Treatment of certain alien· farm 
workers: .,. 

Sec. 
PART IlI:_MEDICARE COVERAGE . 

278. Medicare coverage of, and applica• 
tion of hospital insurance tax 
to, Federal employment. 

Subtitle F-Excise Taxes. 
PART I-AlRPoRT AND AlRWAY:· 

Sec .. 313. State and local income tax· re
funds. • 

Sec. 314. Employer reporting with respecfto 
tips. 

PART II-PROVISIONS To IMPROVE REFORTTNa· 
.__ . GENERALLY 

Sec. 315. Increased penalties for failure to. 
file information. return or to 
furnish statement. 

Sec. 316. Increased in civil penalty on fail
ure to supply identifying. num
bers. 

Sec. 317~ Extension of withholding to cer
• tain. payments where identif:Y• 
. - • ·ing number· not turnished. or 

. -- inaccurate. 

Sec. 343. Technical amendment relating to 
penalty under section 905/cJ. 

Subtitle G-Modi.fi.cation of Interest 
Provisions 

Sec. • 344. Interest compounded daily. 
Sec; 345. Determination of rate of interest 

to be made se-rniannually. 
Sec. 346. Restrictions on payment of inter• 

est for certain periods. 
Subtitle H-Taxpayer Safeguard 

Amendments 
Sec. 347. Increase in certain exemptions 

from levy. 
Sec. 348: Required' release of lien. 
Sec. 349. Requirement of timely notice of 

Sec.. 318;. Minimum penalty for extended levy. 
failure to file. 

Sec. 319. ln/or.mation returns. 
Sec. 350. Amount of damages, in case of 

. wrongful levy. 
Subtitle C-Abusive, Tax. Shelters, Etc.,-suo- - Subtitle I-Other Pro·1,isions 

stantial Underpayments;: False · Docu-- Sec. 35!. Di.sallowance of deductions relat-
ments; Frivolous·Returns ing to narcotics trafficking. 

• PART'['--ABUSTVE TAX SHELTERS, ETC. Sec. -352. Sense of Congress with respect to. 
Sec. 279. Tax on fuel used in noncommer• .. .. . providing' of ·additional funds. 

cial aviation. " Sec. .120. Penalty for: pro.moting.-abusive. tax. to Internal Revenue Service. 
Sec~ 280. Tax·on· transportation: by air. - . : shelters, etc. - . • • • • - . Sec:-

35
:r Report on forms. • 

Sec. 281. Extension of Airport amt Airway,. Sec.. 32L Action. to en.ioin,pTOm()it!TIJ of abu~ Sec. 354_ Exemption of veterans' organiza• . 
Trust1und:- - _ • • _. • : - ~; ... :.~~pe..tax shelters,.etc.- ... .. . • -.: '\'., . . tfons. ., .. ;_ ,:... _r.. 

PART IT~COMMUNTCATTONS' SERVICES-· • • , Sec...,12Z.,,Prof;eduml. rules.. applicable. to pen,-, Sec. 355. Amendment . to·: • Communications 
, • . . • . •. • • '•' · - · .:.- .::·:~;· -~-alti.es.undersection&. 6.700;,670I. • 

Sec. ZKZ. Extension..Qf,excise[ax.an.comm~, _ ·,,_,,.;.=i•--:",s•·, d.fI
7
0Z.. - - .. -- · • . .• ._ -, Actof1934. . , ,. .. 

' • nications services.. • • ·; ·; '' ·,-.,,, ~'.'. "<::an •. - • • ., •• • - r·C •.,. • ~ . - J• Sec. • 350.: ConJidentiality and:. disc!osure._ .of . 
•• • ' ·- PART-IJ..;;;.sVBSTANI'IAl..U:NDERP.A•YMENT;. FA.LSEr . • . ~ _ •. : . retu.rn.3.. . andi: . return. i-n/or.m.a..-:.',~ 

. s 28 " '· 1· PART II!-.~:~s .. t•-- .. ,·: DocUMENTS;:.FRJVOLOUS;·R.n!uRNs;,.ETC.', . • '·~:·" .. • tion.. " : . . .-.. .. . • . . • • . 
ec:: _.,.:.. ncrease:.~ ......... on·ciga.re ...,.,__ "' . >:. Sec/ 333": •:Pfflalt'!Pfeif''w:bstiJntifll ·untferstafe'.;;:: Sec. ' JS:,~ CiviZ: damages. ~~ against United... 

PA'RT"IV-' TAPS·'ifDlusTMENT 'ELlMTNATED· • . • • . ,;,.~.;;.,,.-;~_;c men,t;: :·::'">>:-c -~",- ; ,,,;.,F•·· .,· ,, -·, • •:: . • ' - .:::· .• , . . States for. unauthorizetI; d.tsclo.~,- •. 
Sec. 284. Elimination ·or the TAPS ad.ius!=' Sec:' 3341:: Pemz.ltiesfor•~v.nclersw.tt.-. . _ .. . . sures.by. an.employee. .. ~ . . - ,. :•~c 

- ment: .. _ .. -· -; ,.,... rM'J ·'- i711g .il:zrliabil.f(jy. _,,..: • • •• • - •':'-" Sec; 358;· Disclosure • fo:r • use in, certain:.,·, 
• ·subtitle ~Miscellaneous, . • .. • ---~~ /Sec: ·325~ Fraud penalty. · •• • • • -"• • . a:u.dits by, General. Acco~ting, _ 

Sec:.. 285;;. T.wowyea.r:- -extenswn. of exclusi~-.. Seci ·33(1;,. _Penalttpfor-fiiv?lo°!!8'Teffurn.8i . ."; '" . _ • • Off[ce. • ., : -~· • 
. Jrom. grosa. in.come, ofi national: Sec: ·32-7':;'Re~ from•. criminal !'enaltY_' fcrr. TITLE IV-TAX TREATMENT. OF 

.. . • ~earch:ser,oicecawa_rd.:l'~ . - :. :;,~ /;;:::;: ~esj~~ee:ti,_':/! . r PARTN.ERSHIP ITEMS 
Sec •• 286 •• Sr,ecw.L rul.es:for certain amateur.c-, .. ·, _. " ,.- totuto . t" Sec. 401 .. Short title. • 

sports·organizations,. _s 1'11 excep ~~ . Sec. 4oz: Tax - treatment" of • partnership 
sec. 287_ New-.Jersey· generaL. revenue, sha..,-. , See;. 328.: 1!£(,"ust~ts to estmtated, tax- pro- ·ttems. 

• • . -- -- visions. 
ing. allocat-ion.. . . . .. ert .. _ . . ft Sec. 403. Requirement· that . statement be 

Sec. 283. nzegal . payments:to. gave-r-nment- of.. Sec. . 329: In.~e~ . in, c ain• crmnna • furnishert. to. partner.· 
ficials or emplo-yees. . fi!'-8:f-· _ .. . sec... 404 ... Returns required from. all- partner• 

Sec. 289 .. Debt-. management provisions. Sec: 33(]; Specia} rule/I" 'ID't th respect to cer- _, . . 3hi1J3, with, United States part.-
Sec.. 290- Jefferson;, County. mental health, _ tam; Ca8h:. . _ . ners.... _ _ . 

center:. • Subt:itle.n:-Adniinistrative S.ummons, Sec. 4.05~-Retum.. requirement for United 
Sec. .:¾9-1 •• Alaska.native. cor,pomt.ians... SeCi.. J-J1~ Special.:. procedur.eJt.:fol!!' third-paTt1/; . .. . - • ·st.a.ta.; persons.. having interest 
Sec., 292-Awarding,o.ft.cost&andr.cer:tain_fees.:. -· • - summons. . .' · • .. · --~ ,, ~ . in foreign partnerships_ · ... 
Sec. zgs~ Tr.eatmen.t'..ot certain, lending., of Ji.-,_ . See. 332'.. Duty-ofithird;par,f:y,recordlceeper: ; Sec.. 40°6:."Special. rule for- certain intern.a~ 

• ,, ... na,ne& busines.,es,, tor. purposes. , Sec. 33:1- Limitation· on. -use- at, ad'ministra;,, · ·, · .. · • • _ - tional satellite.partnerships . . 
•. ,:.: oft the.~on;.peTSDnal.hold.infl!. '' .:_ ,:_ '.,•ti~su~.::,,=.:,.,".'~;.;•,-:J;,;,._: · ~: C -•a 'c TITLEV~AIRPORTAND.AIR.WAY-

: • •• '. cp~nies- .. •• . . . . _ Subtitle,E::.:.. Withli.cld,fng-:Off'-Pl!nsfons and' . > ,.'"_ _: __ . IMPROVEMENT. ... _ .. , ' ., ·· 
S~<;.,.,29A. Addi.tio::: ~~:':..ra:;:!,,,_ _too. ; ,, ~;-·:• 0tlieT'Reti~6lin~. _:_:/ •. .' sic-. 5fi1:.: S'hort.titze; . ·•· - , _ . · 

,,. • reve o.t . • . - -: S'ec:: 33'4; Wt'tltholai1J.!T. .gn -~ - annu- see. 502'. Declara:t:ion•ofpoliey . 
• XITLE I-l'I-1:AXPA-YER:COMPLlANCE- • ' , •. •0_~ ,·· ••• ities;· arnt ·certain,otherdeferred: Sec;. 50&:-Def;ini tion:r:. •• 

0
Subpart:A,:.:.WithJ!:o!di'ng,on- !~teTest:amx: . _.: - • _ • ' ·· i~come.. • • : --_ • '~>, . '"· ~.;;;.. see. 50.f •.. National . airport': and'. airway•-

- / . _ .. _ . _ Di"vide7i~ _ > .. : . _. '. . . -Sec.. 335. Partial roll.oven at IRA. distri,.bv.= - ... . _.., ,,, system.plans;, - -
Sec;· 301;. WrthJialding •on:.intmst:and"'ai'v:ii- ;: • :··:' ·..: '. ·-:. : tions permitted!: --:- .. :, ,.:, . :t~\- sec.:.· 505. Airport-improvement.program.. 

. • • ctend.s;; -~- ~~, ~• /::.:_,· ~:-~:; $.,J_btilZe.'F-2T:ra.nsactiom:,Outside.;~Jin:i:tetl!:: Sec;. 5Q6.. Airway improvement program. 
Sec; 30Z. Credit·against t"a:r..., ;· . • • : _,_,._; :. : •. ,,States.or Involvin{l;Foreign,Penoms..-;':/ ;' &c:.: 50'l_ Appqrtiomnerrt;of"f'tmd.3:. _. , .• _ 
Se~ 303: Retu~. : regaT<lfn_g 'P,a;ymenur _or;. S~~ ,Jj&,. Jwrisdictioffl' of; ccruro'. ant!t enforee;-,.. Sf;C. 508. Use of apportion_ed and discrettt.n~-, ·. 

. --:: - _:_ ·-· ... <f:r~~a;nd:~'!~~~r,i~~:-, : :::·;,~ •. ,l;,>,;:;n,,Qf :::r:u°;:'.::U~~m'f· 0-:\'~-- : : • 'tI:;/;mu;,:misceUaneous-,condt• 

-J Sec:i Jq4: -Retunur rega7:1~ng-narrm'!1'~: 91'1!':;: .. _ 0:,,;_,.;,; _;~ ,'., •• Unitect: State&· . . ,.,,_, ... ,,,,-. _ , .. . , .. •· - See 509. Submission • and «:PPT?Val of' pro-
!-· .. _ c.·. '. . t:anage dunden_as;_ • . . • . Sec-__ 331~ Admissibiltty_ at-" emdence:: main,.. ?ect:grant.applications; _ _ <· ·- ,_.. Sec; 305; Denial of deduction. for ce_rtain. • .. __ • __ .,: tamed tn.torei(111lcountnes;. " .... sec. . 510. Unite.d. States share -of. project 

- . tax~s; . . ~, ,.,- · Sec;,.338;... PenaJ.ty.Jcn, Jai!Jtlred~ fu.r.nishdn--. • ' _ <:°sts: ·• . ' ·-· 
Sec: 106. Penalties: - -. . • formation. with~ respect·. to , cer-- Sec.... 511. Project sponsorship. 
Sec. 307. Confonning and clerical. a~ . .,.._ .. ··tain:.fereign:corporations;, • Sec. 512 .. Gra!'-t agreements. 

~ts. . . .. Sec. 339. Information requirements·with re- Sec. 513. Pro1ect costs. . 
- Sec; 308. Effective dates: spec-urf.: rules, , spect: to, certain . foreign.owned sec. 514 . . Payments· under-grant a17:eements. -

Subtitle.B-Improved Information ·, -corporations;.. . • Sec. S-15: PerJormance-oJ,co.nstruction work. 
Reporting --- Sec.. 340: Returns with. respect .·to,, Joreigm Sec. 516. UseoF Government0oum.ed lands. 

PART l7EXPANDED.REPoRTTNG' _ . peTSona.L.holding·compa.nier. · Sec; · 517: False statements;. 
See; 309. Reporting oPintefest;. .. . . Sec. 341: Authority . to· delayr date· for,·filfng, See·. 518 . . A'ccess to record.s:-
Sec:.: 31-0~ e>bligations:. required.:. to , be · regis- , .. certa:i-w returns.- relating• to for- ·sec; 519: -General-powers. 

terec!... 0 eign - corporations, and,' foreign • s_ec: 520: Civil rights. 
Secc. 311:. ReturnnJ/ brokers.. • •· ·.- · - trusts;. · .. • . • Sec. 521. Reports to Co:1gress. .. . . . . 
sec-., 312--1-n;formation: reporting; require-.:; Sec, 342:.· .Withholding of ta;i; ow nonresident'_ S'ec.~ s2z: Report· on abi_lity ora.irports to /t•. 

• ments for payments- of. remW' - . ·., :; .. aliens . and' ft}reigrr_::. · corpora- - • . • - ·-- • nance·- airport development 
, __ :, •• · .. neratio-w.Jor.:services. and·:direct, - ~>,., c,: •' '- tians:. • ,.- _,,,,, .... • ·. -· -- needs. · 

sales. 
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shall be subject to appeal in the same 
manner as the decision or judgment. 

"If) TERMINAT!ON.-This section shall not 
apply to any proceeding commenced after 
December 31, 1985.n • 

(b) PENALTY FOR USING TAX CHART PRO
CEEDINGS FOR DELAY. PENALTY FOR 
FRIVOWUS OR GROUNDLESS PROCEEDING.
The first sentence of section 6673 (relating to 
damages assessable by instituting proceed
~s before the Tax Court merely for delay! 
is amended to read as follows: "Whenever it 
appears to the Tax Court that proceedings 
before it have been instituted or maintained 
by the taxpayer primarily for delay or that 
the taxpayer's position in such proceedings 
is frivolous or groundless, damages in an 
amount not in excess of $5,000 shall be 
awarded to the United States by the Tax 
Court in its decision.". 

(C) APPUCATION WITH TITLE 28.-Section 
2412 of title 28, United States Code, is 
amended by adding at the end thereof the 
following new subsection: 

. "feJ The provisions of this section shall 
not apply to any costs; fees, and other ex
penses in connection with any proceeding to 
which section 7430 of the Internal Revenue 
Code of 1954 applies /determined without 
regard to subsections (bJ and (JJJ. Nothing 
in the preceding sentence shall prevent the 
awarding under subsection (a) of section 
2412 of title 28, United States Code, of costs 

. enumerated in section 1920 of s-,µ;h title (as 
in effect on October 1, 1981). ". 

. • (d) CONFORMING AJIENDMENTS.-
(1) The table of sections for subchapter B 

of chapter 76 is amended by striking out the 
item relating to section 7430 and inserting 
.thefolJ.owing new items: 

"Sec. 7430. Awarding of court costs and cer
tain fees. 

"Sec. 7431. Cross references.". 

(2)(AJ The section heading of section 6673 
is amended by striking • out "MERELY 
FOR DELAY. n and inserting in lieu thereof 
"PRIMARILY FOR DELAY, ETC.n. 

(BJ The table of sections for subchapter B 
of chapter 68 is amended by striking out 
"merely for delay." in the item relating to 
section 6673 and inserting in lieu thereof 
"primarily for delay, etc.". 

(e) EFFECTIVE DATES.-

(1) IN GENER.AL.-The amendments made by 
this section shall apply to civil actions or 
proceedings commenced after February 28, 

• 1983. 
(2) PENdLTY.-The amendments made by 

subsections (b) and (dHZJ shall apply to any 
action or proceeding in the Tax Court com
menced after December 31, 1982, 
SEC. i93. TREATMENT OF CERTAIN LENDiNG 

• OR FINANCE BUSINESSES FOR 
PURPOSES OF THE TAX ON PER• 
SONAL HOLDING COMPANIES. 

(a) .RJ:MovAL OF LIMrrA770N ON AMOUNT OF 
ORDINARY GROSS INCOME' FROM LENDING OR 
FINANCE . BUSINESS TAKEN· INTO ACCOUNT.
Clause,. (ii) of section 54Zfc)(6)(CJ (relating 
to exceptions from definition of personal 
holdin{l' company) is amended by striking 
out "but not $1,000,000". 

(b) CHANGES IN DEFTNITJON OF LENDING OR 
FINANCE BUSINESS.-Clause (i) of section 
542(d)(1JfB) (relating · to exceptions from 
definition of lend·ing or finance business) is 
amended to read as follows: 

"(i) making loans, or-purchasing or dis
counting accounts receivable, notes, or in
stallment obligations, if tat the itme of the 
loan, purchase, -or discount) the remaining 
maturity exceeds 144 months; unless-

"([) the loans, notes, or installment obliga
tions are evidenced or securect by contracts 

- of· conditional sale, chattel mortgages, or 
. chattel . lease agreements arising out of the 

sale of goods or services in the course of the 
borrower's cir transferor's trade or business, 
OT 

"(IIJ the loans, notes, or installment obli
gations are made or acquired by the taxpay
er · and meet the requirements of subpara
gra,ph (CJ, or". 

(CJ INDEFINITE MATURITY CREDIT TR.ANSAC· 
rroNs.-Paragraph (1) of section · 542/dJ {re
lating to special rules) is amended by 
adding at the end thereof the following new 
subparagraph: . , -'fi; 

"(C) INDEFINITE MATURITY CREDIT TRANSAC• 
TIONs.-:-For purposes of subparagraph (BHiJ, 
a loan, note. or installment obligation meets 
the requirements of this subparagraph if it 
is made under an agreement-

"(iJ under which the creditor agrees to 
make loans or advances (not in excess of an 
agreed upon ·maximum amount) from time 
to time to or for the account of the debtor 
upon request, and 

"(A) any payment of interest, dividend, or 
patronage div-id.end shall be treated as 
made, and 

"(BJ the tax imposed by this section shall 
be withheld, 
at the ti77:e. su.ch _ interest, divi dend, or pa
tronage dividend is paid or cred i ted. 

"(2) PAYEE UNKNOWN.'-If a payor is unable 
to det,~ine the person to whom any inter
est, dwidend, or patron.a.ge dividend is pay
able or creditable. the ta.x under this section 
shall be withheld at the time withholding 
would be required under paragraph (1) if the 
payee were known and were an individuaL 

"(3) AMOUNT OF DJVIDE..YD, E'I"C., UNKNOWN.
"(A) Lv GENERAL.-lf th.e payor is unable to 

determine the portion of a distribution 
which 'i..s a dividend, the tax under this sec
tion shall be computed on the gross amount __ 
?f the distributio-,r. To the e:xtent provided 
m regulations, a similar rule shall apply in 
the case of interest and patronage divi-
dends. • 

"(ii) under which the debtor may repay the 
loan or advance in full or in installments." 
.. (d) EFFECTIVE DATES.- "(BJ DISTRIBUTIONS WHICH ARE. NOT DIVI· 

(1) SUBSECTION (aJ.-The amendment made DENDs.-To the extent .. provided in regula
by subsection fa) shall apply to taxable tions, this section shall not apply to · the 
years beginning aJterDecember 31, 1981. extent that the portion of a distribution 

(2) SUBSECTIONS (bJ and (cJ. The amend- which is not a dividend may reasonably be 
ments made by subsections fbJ and (cJ shall estimated.. • • • 
apply to' taxable yean beginning after De- "(4J WITHHOLDING FROM ALTERNATIVE . 

cember 31, 1980. • SOURCE.-The Secretary sh.iJ.ll prescribe regu- . 
_SEC. 294. ADDITIONAL .REFUNDS RELATING TO lations setting . forth . the circumstances • 

REPEAL OF EXCISE TAX ON . under which the ta:i;, imposed by this section 
BUSES. • may be paid from an .. account or s'ource 

'. (a) TIME FOR FILING CLAIM.-Subparo,graph other than the payment which gives rise to · 
(CJ of section 231 (cJ(ZJ of the Energy Tax the liability for tax. • 
Act of 1978 (relating to refunds with respect "(cJ LIABILITY FOR PAYMENT.-
to certain consumer purchases) is amended "(1J PAYOR LLJ.BLE;~E=eiit the • 
by striking out "the first day of such 10th provided in this subchapter. theas 

O 
runse 

al d th." d • ert· • 1· th ' payor-c :;n ar mon an ~ns ing tn ieu ere- "(AJ shall be liable for the payment of the 
of December 31, 1982 • . · tax imposed by this section which such 

(b) PROCEDURE FOR PASSING THROUGH payor is required to .,,.,._ld . 
REFUND -Subparagraph (AJ o' section . wi..,,.,..., under this sec-• . ~ tion, and 
231fc)(2J of such Act is amended by insert- "(BJ shall t ,._ z·-'-
ing before the semicolon " or in lieu of evi- no = iu.vle to any person 
dence of reimbursement, he· ~akes such re- • 10ther th.an the United States) for the 
imbursement simultaneously with the re- an;,ount of any such payment. 
ceipt of such a refund under an arrange- 12)_ RELIANCE ON EXEMPTI_ON CERTIFICATES.
ment satisfactory to such Secretary which The payor sh_all not be l1.able for the P<:Y-· 
assures such simultaneous reimbursement" ment of tax ~mposed by tJns section which 

TITLE III-TAXPAYER COMP''IANC'". su~h payor _is required to withhold under 
. ,., .,, this sectwn if- _ 

SUBTITLE A-WITHHOLDING ON INTEREST AND "(AJ such payor fails ' to 'Withhold such tax, . 
. DIVIDENDS ' and . . 

SEC. 301. WITHHOLDING ON INTEREST AND "(BJ such failure is' due to reasonable reli-
DIVIDENDS. ··ance on an exemption certificate delivered 

Chapter 24 frelating to collection·· of • to such payor under section 3452(fJ which is 
income tax· at source on wages) is amend.€d . in effect. with respect to the payee at the 
oY adding at the ,end thereof the following time such tax is required to be withheld 
new subchapter: under this sectio1L • • 
"Subchapter B-Withholding From Interest "SEC. 3452. EXEMPTIONS FROM WITHHOLD-

, and Dividends ING. 
"Sec. 3451. 'Income tax collected at source 

.=. on interest, dividends, and pa- • 
tronage dividends. 

"Sec. 3452. Exemptions from withholding . . 
"Sec. 345~ Payordefined. 
"Sec. 3454. Definitions of interest, dividend, 
• and patronage· dividend. 

. "Sec. 3455. Other definitions and special 
rules. ' 

"Sec. _3456. Administrative provisions. 
"SEC. 3451. INCOME TAX COLLECTED AT 

SOURCE ON INTEREST. DIVI
DENDS, AND PATRONAGE DIVI
DENDS. 

"(a) REQUIREl,fENT OF WITHHOLDING.
Except as otherwise provided in this sub
chapter, the payor of any interest, dividend, 
or patronage dividend shall withhold a tax 
equal to 10 percent of the amount of the pay-
ment. . 

"(b) SPECIAL RUI.Es.-
"(1) TIME OF WITHHOLDING.-Except as oth

erwise provided in · this subchapter, for pur
poses of th.is subchapter-

"(a) IN GENERAL.-'-Section 3451 sha1.1. not 
apply 'With respect to-

"(1) any payment to an exempt individu-
al. . • -

"(2) any payment to an exempt recipient, 
"(31 any minimal interest payment, or 
"(41 any qualified consumer cooperative 

. payment. 
"(b) EXEMPT INDIVIDUALS.-
"(1) lN GENERAL.-For·purposes of this sec

tion, the term 'exempt individual ' means 
any individual-

"(AJ who is described in paragraph (2), 
and • 

"(BJ with. respect to whom an e::rem-otion 
certificate is in effect. • 

"(2) INDIVIDUALS DESCRIBED IN THIS PARA· 
GRAPH.-An individual is <U!SCTibed in this 
paragraph if- • 

."(AJ_ such individual's income tax liability 
for the preceding taxable year did not exceed 
$600 ($1,000 in the ca;re of a joint ret-um 
under section 60131, or • 

"fBHiJ such individual i$ 65 or .alder, and 
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"fiiJ such individual's income ta.x licbility "/1) IN GENERAL.-For purpose.s of this sec-

for the preceding taxable year did. not e:;;ceed tum, the- term 'minimal interest pa11ment' 
$1,500 ($2,500 in the case of a joint return means any payment ofinterest-
under section. 6013). "{AJ with respect to which, an election by 

"(31 SPECIAL RULE FOR MARRIED PERSONS.-A the payor made under paragraph (3) is in 
husband and wife shall each be treated as effect,. and 
satisfying the requirements of para.graph "(BJ which-
(2J( BHil if- "(iJ does not exceed- $150, and. 

"( Al either· spouse is 65 or older, and "(iiJ if determined for a 1-year period 
"/BJ such husband and ·wife made a·joint would notexceed .$150. 

return under section 60'13 for the preceding "12) AGGREGATION OF PA.YMENTS TO SAME 
taxable year. Pl!,f'EE.-To the extent provided in regula-

"141 SPECLIL R[rr.E FOR CERTAIN TRUSTS DIS· ttbns prescribed by the Se.cretary. payments 
TRIBUTING CURRENTLY.-Under regulations, a of interest by a pa.yor to. the ·same payee 
trust- sh.all be a,gg:regated.Jor purposes of appl.ying 

"/Al the terms afwhich provide that all of paragra.p]i. (1JIBJ. 
its income is required ta be distributed cur- "/31 ELECTJON.-
rently, and "W IN GENERAL.-Any payor ma.y make an· 

"I BJ all the beneficiaries af which are in- election under this paragraph with. respect 
di vidutZl~ describet:l in ,JJaragraph (2/ or or- to any type of interest ;ia.ymen.ts. 
ganizations • aescribec! in subsection "(Bf EFFECTIVE UNTIL REVOKED.-Except as 
/cJ/2HBJ, provided in ·regulations prescribed. by the 
shall be treated as an individual described .Sec.ret.a.ry, an electio·n made by any person 
in paragraph (2). under th.is. paragraph saaJL remain- in. effect 

"(5/ INCOME TAX UABIUTY.-For purposes of until revoked by such pex:ron. 
h "{C) TIME AND M,LVNEE...-A11,1J election OT 

t is subsection, the term: 'income tax liabili- Te1l0Cation. of an ele.ction. made. ?mder this 
ty' means the amo-unt of the tax imposed by parogroph. sh.a.l1, be made at su.cll. time and 
31.tblitle A fer the taxable year; redu:eetl by in. such.-man.neir a.i the Se.cretary skal1. pre
the sum of the credits allowable against such scribe b!J regulations.. 
tax (other than credits allowable lJv sec;tions "(eJ QUALUlED CoN,.T.JMER. CoOPERknBPAY• 
31, 39, and 4:JJ. F ., ,.,. · .,.,., · ,,.. __ te 

,"le> _ExEMPT·RzCIPIENTS.- MENT.- or purposes o, .,,is "°"'ion, .,.., nn 
'qtt.ali/i.ea.- consumer coope1'atiile ;payment' 

, _ "(1) lN -GENE~-For pu!P:'ses of tms sec- means any pa111nem by a. cooperative which 
tion, tM: term- ex~pt recirnent' means any is. exempt from reporting requiremenl$ 
penon described in pam:(TT'aph fZJ- _ . . 

"(A> ·.n. ct t h t· - wid.eT .'leCtU!n. 6044:laJ by reaso3 of sectwn unu~ ~ & w om an- exemp i,;m (W44{c-J . _ . . . 

certificate is in effect, or "(fj EJCEMl"!:IOII CERTinet=..-
'?BJ who is described. in reyiuo:tions pre- "(1J IR GENE1Ul--

scnbed cy the ~ecret4Ti/ wh~h permi! ex- "/Al DELJVER.Y.-An exempt iudiui.dual. or 
~tum. Jrrnn. withholding unth:aut cerifica- exempt re.cipienL may deliv.e; an. exemption 
ti1;:'. . . certificate to a paya,- at any time. Such cer-

/2) hRSCNs. D_ESCIUBED IN_ THIS Am.A· tificate shall be in- such form and contain 
G.RA.Pfl.-A penon- u descnbed.- in. th.is pc.Ta- such. infoTTIU.W.on as t.11.e Sec.;etary, shall pre-
graph if such person is- scribe. 

'.'.fAJ a. corporation, . . "(BJ CH.ANGE OF S:r.tTUs.-A ny, per.ion. who 
(BJ an. orgarttzation exempt from. tax- ceases to be an. e:;;empt in.di'llidu.a.l or exempt 

ation under section 501(a} or an individual .ecipientsh.all,. natlate:r th.a.n the close of the 
retirement plan. 10th. day after the date of such. cessation, 

"IC) the Umted.States ora State. n.oWy each. payor with whom such person 
"{DJ a foreign. govern.ment OT internation- has an. exemption. certifi;cate of such. change 

al orga:niza.."ion,. in. st.a.w.s.. No notice shn.11. be Tf¾Juired- under 
"I EJ a foreign central bank of issue;. the preceding sentence with · respect to any 
"IF) a. dealer in. securitie3 or commodities IXEYDr'. if it reasonablr, appea~ that the 

required to register as such under the la.ws person. will not thereafter receive a payment 
of the United. s.t.ate3 o; a State. of inleTe$t, dwitlenru, or patronage divi-
. ."(GJ a. reaL estate in:vestment trust. {0,3 de- dends from such payor. • -

fined. in 3eetion. 8.56). "f2)' EFFECTIVENESS OF'-cERTlFICA=-
"(HJ an. entity Tegistered. at. all times "tAJ GENERAL RUU: .. -Except M atkeruJi-se 

during the ta.xa.bl.e year under the Invest- pnnnded: in ·regulaticns p,e;,enoed f;,y the 
ment Company Act of 1940, Secretary, an e:;;emption certificate :shall be 

"(l} a. common trust fu.n.d. (as. defined. in effecuveunt:iL-=-
section 584(a/J, ''(i) revoked:. or 

"(JJ a nominee or ·custodian (except as "(ii) notice of change in status is.provided 
otherwise 1m:rvitied in iegrzlatfoml. pursuant to 1)a.Tagraph (1J(BJ. , 

"(K) to the extent p-rrn;ided; m regu[a- "(BJ WHEN CERTIFICATE TAKES EFFECT.-The 
tum:J- Secretary· shall prescribe regulations setting 

"(iJ a.financial institution, fOTth- -
"fiiJ a broker, or . "fiJ the d.ay on. Ullrich a filed exemption 
"tti:i) any other pencm specified:- in such certificate IJha/l. be considered effective, and 

regulations, who cr;llects any inures!. divi- "(iii the circu.mstan-ces under which a 
dend, or patronage dividend for the p,ayee or payor shall treat an exemption certificate-a., 
otherwise acts a.s. a midd1.e:ma:n. betwen the having ceased to be effective where the Sec-

• payor and. payee,, or retarv has · determined that the person de-
"(LJ any trust whu:hr- scribed: therein is not an exempt individual 
"Iii is exempt from ta:i: u:nder section or exempt recipient. 

664lc), OT "SEC. 34s.:J'. PAYOR DEFINED. 
"Iii) is described in section 4947/a)UJ. "(a) GENERAL RULE.-Except as otherwise 
"(3) PAYOR MA.l! REQUIRE- CERT1F1CA'IION.-A provided.. in this subchapter, for purposes of 

person described in paragraph- (1){BJ shall th.is .&ubchapter, the term 'payor' means the 
not be treated. as. an exempt_ recipient for person paying or crediting th.e interest, divi
P1LT'IJOses of th.is section with. respect to any de1Uf.. or pa,lro1tage dividend. 
payment of such payor if- "(bl CE.RT.Am MIDDLEMEN TREn'ED AS 

"(Al an. exemption certi.Jicate i3 not in PAYORS.-For purposes of this subchapter-
effect with respect to such person. and. "(1} IN GENER.AL.-To the extent pro-vided 

"{BJ the- payor does not treat such. person - in regulatiuns-
a, an e;r;empt recipient. -"(AJ any cuatoaian.for, or no-minee ot~ the 

''(d.) MINIMAL iNrEREST PAYMENTS.- payee, 

"/BJ any corporate trustee of a trust which 
is the payee, OT . 

~(CJ any person- which col.lee~ the pay
ment for the payee or otherwise acts as a 
middleman between the payor and the 
payee, 
shall be treated as a payor with;. respect to 
the payment. 

"(2) RECEIPT TBEA1'.ED AS PA.YMENT.-To the 
extent provided. in. regr;da.tions,, any person 
treated as a pa:yor under pa,mgmph ( 1 J shall 
be treated as ha.mng: paid. the interest, divi
dend, or patrow:zge dividend when such 
person received such,. amount. 

. "le) AGENTS, ETC.-ln the case of- . 
"/1) a fiduciary or agent with- re3pect to 

the payment; or cred.ii.ing of a:mJ • interest, 
di:vidend,. or patronage dividend,. or 

"l2J any other pe= who hM the control, 
receipt, custody, or disposal af, OT pays or 
crediu any interest, dividena, or patTOnage 
dividend.for any payor, -
the Seereta.rg, 1.mder regul:mions prescribed 
by him, may desirmate such fitiuciary, 
a.gent, or otJre. person- as a payor with re
spect· to :meh.. payment or crediting /or pur
pOS'e$ of th:is SIJ.bchapter. 

"{d;J TREATMENT OF PERSONS TO WHOM SUB· 
SECT?ON tb)· Oil- {c) APP'£JE8.-An11 person 
tret:l.ted iu ac payor 1£nder ~cti<m (bl or 
<cJ- • 

• "t 1J . shall perform Stich- acl$ as · are re
quired of a payoT /within. Oie meaning of 
:tub:sect.wn- (aJJ amt as ma:!f be specifl.ed by 
the Secretary. and 

"/2) shall be tn!oud as a pagvr f<rr all pro
visions of la.w (inchlding penalties) applica
ble in TeSpect to a payor (within the mean
ing of subsection (a)J. 

"(e) REUEF FROM DQUBE;E WlTHHOWING.
The Secretary may by regulations provide 
that where anv person is treated as a payor 
under subsectton (bl or (cl with respect to 
any payment, am, other penan who (but for 
th.is subsection) would be. treated.. as a. payor 
with respect ta such. payment sh.all be re
lieved from the requirements of th.is sub
chapter to the extent provid.ed. in such regu
lations. 

"{f) LuBJLJTY 0.1' THiRD PA.RITES PAYING OR 
PROVIDING INTEREST, DIVIDENDS. OR PATRON· 
AGE DIVJDENJJS.-To the extent.. provided- in 
regulations prescribed. by the . Secretary, 
ru.1.es· similar to the rules of section 3505 {re
lating to liability of third parties paymg or 
proviiting for wages) sho.l.l. apply .jor pur
poses of th.is subch.a.pter. For p'U.1'1)0$es of the 
preceding sentence, the last sentence of sub
section lb) of section 3505 sh.all be applied 
by substituting '10 percent' for '25 percent·. 
"SEC. 3454. DEFINITIONS OF INTER.EST. DlVI• 

DEND, .Al!lD • PA.TP.ONAGE DIVI• 
DEND. • 

"(aJ iNrER.EsT DEFINED..-For purposes · of 
th.is rubehapter~ 

"(lJ GBNE&u. II.ULE.-Ttr.e term 'interest' 
means.-

"{A.J interest on a-m, obligation. in -cegis
tered. farm or of a. type offered. to the p-ublic, 

"(BJ intere:rt 07t depo«its with perSO?tS car
T"!/Ulg on- the bcnking bu.t.inesa. 

"{CJ amo'!Lnts {wh.etheT or not designated 
as interest) paid fjy a mutual savin93 bank, 
savings and. loan =ociation,, building and 
loan. association, _cooperotive bank, home
stead- association. CTedil union, industrial 
loa-n aswcia~ or bank;_ or ~m.ila.r organi
zation, in respect of deposits. investment 
certificates.. or withdrawa.ble or repurchasa
ble sluue.s. 

"fDJ i.11.terest on amounts held by an insur
a.ace ~mpany . under an agreemer.t to pay 
interest thereon. 

"(E) interest. on deyosus with broken (as 
defined in:sedion 6045fc)J, and 

"(FJ tnteres.t; pai«t on amounts held. by in
vestment companies- (as defined.in section 3 
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of the Investment Company Act of 1940 (15 
U.S.C. 80a-3JJ and on a.mounts invested in 
other pooled f unds or trusts. 

"(2) ExcEPTIONs.-The term 'interest' does 
not include- • 

"(A) interest on any obligation issued by a 
natural person, 

"(B) interest on any obligation if such in
terest is exempt from ta.xation under section 
103(a) or if such interest is exempt from tax 
(u;ithout regard to the identity of the holder) 
under any other provision of law, • 

"(C) any amount paid on a depository in
stitution tax-exempt certificate (as defined 
in section 128(c)(1) (as i.n effect for taxable 
years beginning before January 1, 1985)), 

"(D) any amount which is subject to ·with
holding under· subchapter A of chapter 3 {re
lating to withholding of tax on nonresident 
aliens and foreign corporatiorui) by the 
person paying such amount, 

"(EJ any amount which would be subject 
to withholding under subchapter A of chap
ter 3 by the person paying such amount but 
for the fact that-

"(iJ such amount is income from sources 
outside the United States, 

"(iii the payor thereof is excepted from the 
application of section 1441faJ by reason of 
.rection 1441fcJ or a ta;i; treaty, or 

"(iii) such amount is original issue dis
count (within the meaning of section 
1232(bH1JJ, 

"(Fl any amount which is e::i:emptfrom tax 
under-

"(iJ section 892 (relating to income of for
eign governments and of international orga
nizations), or 

"(iii section 895 (relating to income de
rived by a foreign central bank of issue from 
obligatiorui · of ·the United States or from 
bank deposits), 

"fGJ except to the extent otherwise pro
vided in regulatiorui, any amount paid by

"fi) a foreign government or in ternational 
organization or any agency or instrumen
tality thereo;; 

"fiiJ a f oreign central bank of issue, 
"(iii) a foreign corporation not engaged in 

trade or. business in the United States, 
"fiv) a foreign corporation, the interest 

payments of which would be exempt from 
withholding under subchapter A of chapter 3 
if paid to a person who is not a United 
States person, or 

"(v) a partnership not engaged. in a trade 
OT· business in the United States and com
posed in whole of nonresident aliens, indi
viduals and persons described in clause (ii, 
(ii), OT (iii), 

"(HJ any amount on which the penion 
making payment is required to wit.Mold a 
tax under section 1451 (relating to · tax-free 
covenant bonds/, or would be so required 
but/or section 1451fd) (relating to benefit of 
personal exemptions). and 

"(I) except to the extent otherwise pro
vided in regulations, any amount not de
scribed in ·the foregoing provisions of this 
paragraph which is paid outside the United 
States and is income from sources outside 
the .United States. • 

"(3} AnlUSDll:NT FOR PENALTY BECAUSE OF 

PREMATURE WITHDRAWAL OP FUNDS FRO.'1-f TIME 
SAVINGS ACCOUNTS OR DEPOSITS.-To the 
extent provided in regula.tions, the amount 
of any interest on a · time savings account, 
certificate of deposit, or similar class of de
posits shall be appropriately reduced for 
purposes of this suchapter by the amount of 
any penalty imposed for the premature 
'Withdrawal of f 1mds. 

"(b) DIVIDEND DEFINED.-For purposes of 
this subchapter-

"( 1) Gua:JUL RULE.-The term 'dividend' 
means- . . 

"fAJ any distribution - by a corporation 
which is a dividend fas defined in section 
3161, and 

"(B) any payment made by a stockbroker scribed in section 1388(c)(1HBJ (and net in 
to any person as a substitute for a dividend section 1388(c)(J}(AJJ shall be taken into ac
(as so def ined}. count only if 50 percent or more of such 

"(2} SUBCHAPTER s DISTRIBUTIONS AFTER dividend is paid in money or by a qualified 
CLOSE OF YEAR-The term 'di'IJidend' i ncludes check, and any such qualified wri tten not ice 
any distribution described in section 1375(fJ of allocation which is taken into c.cco,.mt 
(relating to distributions by electing small aJter the application of tr.is sub, a.ragraph 
business corporations aJter the close of th.e shall be taken into account at i ts stated 
taxable year). dollar amounl 

"(3) EXCEPTIONS.-The term 'dividend' "(4) DEFINITIONS.-For purposes of this sub-
shall not include- section-

"(AJ any amount paid as a distribution of "(A) QUALIFIED WRITTEN NOTICE OF ALLOCA· 
stock described in section 305feH2HAJ frelat- TION.-The term 'qualified written notice of 
ing to reinvestment of dividends in stock of allocation' has the meaning given to such 
public utili ties), term by section 1388(cJ. 

"(BJ any amount which is treated a.t a "(B) NONQUAUFIED WRI7TEN NOTICE OF ALLO· 
ta:xable dividend by reason of section 302 CATION.-The term 'nonqualifi ed written 
(relating to redemptions of stock), 306 (re-
lating to disposition of certain stock/, 356 notice of allocaton' has the meaning given 

to such term by section 1388fd). 
(relating to receipt oj additional considera- "(C) Q uALinED CHECK.-The term 'qualified 
tion in connection with certain reorganiza- check' has the meaning given to such tenn 
tions), or 1081(e)(2J (relating to certain dis- by section lJS8(c)(4J. 
·tributions pursuant to order oj the Securi-
ties and Exchange Commission), "SEC. 3455. OTHER DEFINITIONS AND SPECL4L 

"(CJ any amount described in subpara- RULES. 
graph (DJ, fEJ, or (FJ of subsection (a)(2J, "fa/ DEFTNI'l70NS.-For PUTPOses- of th.is 

"(DJ to the extent provided in regulations, subchapter-
any amount paid ·by a foreign corporation "flJ' PERSON.-The term 'person '. includes 
not engaged in a trade or business in the any governmental unit and any agency or 
United states, instrumentality thereof and any interna-

"(E) any amount which is a capital gain tional organization. 
dividend di3tributed by- "(2) STATE.-The, term 'State' means a 

"(ii a regulated investment company (as State, the District of Columbia, a possession 
defined in section 852fbH3HCJJ, or . of the United States, any political subdivi-

"fiiJ a real estate investment trust (as de- sion of any of the foregoing; and any wholly 
fined in section 857(b}(3}(CJJ, owned agency or i113tTUmentality of any one 

"(F) any amount which ts an exempt-in- or more of the foregoing. 
terest dividend of a regulated · investment "(3/ UNITED STATES.-The term 'United 
company fas defined • • in section States' means the United States and any 
852(b}(5)(AJJ, wholly owned agency or instrumentality 

"(G) any amount paid or treated as paid thereof. 
by a regulated investment company during "(4) FOREIGN GOVERNMENT.-The term 'jor
a year if, under regulations prescribed by eign government' means a foreign govern
the Secretary, it is anticipated that at least ment, a poli tical subdivision of a foreign 
95 percent of the dividend$ paid or treated government, and any wholly owned agency 
as paid during such year (not including cap- or instrumentality of any one or· more of the 
ital gain distributions} will be exempt-inter- foregoing. 
est dividends, and "(5) INTEJI.NATIONAL ORGANIZA110N.-The_ 

"(HJ any amount described in section 1373 term 'international organization' means an 
(relating to undistributed taxable income of international organization and any wholly 
electing small business corporations). owned agency or instrumentality thereof. 

"(c) PATRONAGE DIVJDEND.-For purposes of "(6) NONRESIDENT A.LIEN.~The term 'nonres-
this subchapter- ident alien individual' includes an alien 

, "(1) IN GENERAL.-The term 'patronage resident of Puerto Rico. -
dividend.' means- "(7} WITHHOLD, ETC., INCLUDE DEDUCT.-The 

"fAJ the amount of any patronage di-vi- terms 'withhold', 'withholding: and. 'with
dend fas defined in section 1388(aJJ which is held' include deduct. deducting, and deduct
paid in money, qualified written notice of ed. 
allocation, or other property (exeept a. non- "(b) TREATMENT OF ORIGINAL ISSUE DIS-
qualified written notice of allocation), • COUNT.-

"( BJ any amount, described in section "(lJ IN GENE~-Except a., provided in -
1382(c)(2)(AJ (relating to certain nonpatron- paragraphs ,21 and r3; th.e ta.x imposed by 
age distributions), ·which is paid in money, section 3451 sh.all apply to the amo·unt of 
qualified written notice of allocation, or original issue d·i..sco·unt on any obligation 
other property (e::i:cept nonqualified written which is includible in the gross income of 
notice of allocation) by an organization 
exempt from tax under section 521 (relating the holder during. the calendar year. ·Any 
to exemption of farmer3' cooperatives from such amount shall be treated as a payment 
tax), and for PUTPOses of this S1..bchapter. 

"(CJ any amount paid in money or other "(2) TRANSFERRED OBLIGATIONS.-
property (except written notice of alloca- "(AJ I N GENERAL.-ln the case of original 
tionJ in redemption of a nonqualified writ• issue discount on any obligation which has 
ten notice of allocation attributable to any been transferred from the original holder, 
source described in subparagraph fAJ or (B). the tax i m posed by section 3451 shall c pply 

"(2) ExcEI'TIONS.-The term 'patronage to such original issue discount as if the sub
dividend' shall not include any amount de- sequent holder w ere the origi nal holder. 
scribed in subparagraph (D), (E), or (F) of "(B) SPECUL RULE FOR SHORT·TER.!!J OBUGA· 
subsection (a/ (2). TIONS.-ln the case of any obliga tion with. a 

"(31 SPEC!.-!L RULES.-In detennining the Ji:;;ed maturity date not exceeding 1 year 
amount of any patronage dividend- from the date of issue which has been trans-

"(AJ property (other than a written notice . /erred from the original hold:er, if any subse
of allocation) shall be taken into account at quent purchaser- establishes the date on 
its fair market value, which, and the purchase price at wh ich, he 

"(BJ a qualified written notice of alloca- acquired such obligation, th.e amo,;.nt of 
tton described in section 1388(c)(1J(AJ shall original issue discount on such obl igation 
be taken into account at its stated dollar shall be determined (subject to such regula-
amount, and • tions as the Secretary may prescribe/ as if it · 

"(CJ a.patronage dividend part·ofwhich-is- were issued on the date such subsequent pur
a qualified written notice of allocation de- chaser acquired such obligation for an issue 
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price equal to the purchase price .at which "(d). REGULATIONs.-The Secretary shall of distributable net income shall be comp· 
such subsequent purchaser acquired such ob- prescnbe such regulations as may be neces- ed without the deduction allowed ay secti 
ligation. sary or appropriate to carry out the pur- 642fc)." 

"(3) LIMITATION ON AMOUNT WITHHELD.- poses of thui subchapter." (c) CONFORMING AMENDMENT.-Paragra_ 
" (A) IN GENERAL.-The amount of tax im- SEC. JOZ. CREDIT AGAINST TAX. (1) of section 6413(c) ui amended by striki 

posed by section 3451 on the original issue fa) IN GENERAL.-Section 31 (relating to out "section 31fbJ" and inserting in li 
discount on any obligation which is re- tax withheld on wages) is amended to read thereof "section 31fcJ". 
quire_d to be withheld under section 3451 (a) as follows: SEC. 303. RETURNS REGARDING PAYMENTS 1 
in any calendar year shall not exceed the s D p MENT'S OF 1 "SEC. 31. TAX WITHHELD ON WAGES, INTER- DIVIDEND AN AY 
amount of cash paid with re!Jpect to such ob- EST, DIVIDENDS, AND PATRONAGE TEREST. 
ligation during such calendar year. DIVIDENDS. • (a) DIVIDENDS.-

"(B) AUTHORITY OF SECRETARY ro ELIMINATE "(a) WAGE WITHHOLDING.-The amount (1) IN GENERAL.-Paragraph (1) of subst 
UMITATION IN CERTAIN CASES.-l/ the Secretary withheld under section 3402 as tax on the tion 6042/a/ (relating . to returns regarrti1 
determines by regulatiom that a type of ob- wages of any individual shall be allowed to payments of dividends/ is amendedr-
ligation is frequently used to avoid the pur- the recipient of the income as a credit (Al by striking ,out "or" at the end- of sii 

poses of this subchapter, subparagraph (AJ against the tax imposed by this subtitle. paragraph (AJ, 
shall not apply with respect to original issue "(b) WITHHOLDING FROM INTEREST, DTVI- (BJ by inserting "or" at the end of subpc 
discount on any obligation of such type DENDS, AND PATRONAGE DlVIDENDS.-The agraph (BJ, 
which is issued more than 30 days after the amount 'withheld under section 3451 as tax (CJ by inserting after subparagraph fl 
first date on which such regulatiornJ are on interest, dividends, and patronage divi- the following new subparagraph.: 
published in the Federal Register. dends shall be allowed to the recipient of the "(CJ who is required to withhold tax urn! 

"(CJ PAYMENTS FROM WinCH WITHHOLDING IS income as a credit against the tax imposed section 3451 on any payment of dividends, 
ro BE MADE.-Except to the extent otherwise f)y this subtitle. (DJ f)y striking out the period at the er 
provided in regulations, the tax imposed f)y "(c) CREDIT FOR SPECIAL REFUNDS OF SOCIAL thereof, and 
section 3451 with respect to original issue SECURITY TAX.-The Secretary may prescribe /El f)y inserting the following at the et 
discount for any , calendar year shall be regulations providing for the crediting thereof ", and, in the case of a paymc, 
withheld from each cash payment made against the tax imposed f)y this subtitle of upon which tax is withheld., the amount . 
with respect to such obligation during such the amount determined by the taxpayer or tax withheld." 
calendar year in the proportion which the the Secretary to be allowable under section (2/ STATEMENTS.-Section 6042(c) (relati, 
amount of such payment bears to the aggre- 6413(c) as a special refund of tax imposed to statements to be furnished to • persc: 
gate of such payments. on wages. The amount allowed as a credit with respect to whom information ui f n 

"(4) ORIGINAL ISSUE-DISCOUNT DEFINED.-For under such regulatio118 shall, for purposes of nuihed) is amended-
purposes of this subsection, the term 'origi- this subtitLe, be considered an amount with- (A) f)y ·striking out · "and" at the end 
nal issue discount' has the meaning given held at source as tax under section 3402. paragraph (1), · 

• such tenn by section 1232(b)(1). "(d) YEAR FOR WHICH CREDIT ALLOWED.- (BJ by striking out the period at the end' 
··"SEC. 3456. ADMINISTRATIVE PROVISIONS.. "(1) IN GENERAL.-Except as otherwise pro- paragraph (Z) and inserting in l~ them 

"la) RETURN AND PAYMENT BY GoVERNMEN- vided in paragraph (2), any credit allowed ", and': 
TAL UNJTS.-l/ the payor of any payment sub- • f)y this section shall be allowed for the tax- (CJ f)y inserting after paragraph (ZJ t; 
ject to Withholding under ~tion 3451 is the ab?e year beginning in the calendar year in following paragraph: 
United States or a State, or an agency or in- which the amount was withheld for, in the "(3/ the amount of tax withheld under se 
strumentality thereof, the return of the tax case of subsection (cJ, in which the wages lion 3451. ", and 
withheld. under this subchapter shall be were received). If more than 1 taxable year (DJ f)y striking out "No statement" in tl 

• made by the ofjicer or employee having con- . . begins in a calendar. year, such amount last sentence thereof and inserting in lii 
trol of the payment of the amount subject to shall be allowed as a credit for the last tax- thereof "Except in the case of a return r 
withholding or by any officer or employee able year so beginning. quired by reason of subparagraph (CJ of su 
appropriately designated to make such with- "(2) SPECIAL RULE FOR CERTAIN DISTRmu- section (a)(l), no statement". 
holding. TIONS OF SUBCHAPTER s CORPORATIONS.-The (3) DUPLICATE FILED WITH SECRETARY.-Se 

"(b) ANNUAL WITHHOLDING BY FINANCIAL IN- amount withheld with respect to a distribu- tion 6042 is amended by adding at the ei 
STITUTIONS.- tion by an electing small business corpora,. thereof the following new subsection.: 

"(1) IN GENERAL.-Under regulations pre- tion (within the meaning of section 1371fb)) "(e) DUPLICATE OF SUBSECTION (c) STA -J 
scribed f)y the Secretary, a.financial institu- which is treated as a distribution of such MENT MAY BE REQUIRED To BE FILED W,;1 
tion described in subparagraph (BJ or(CJ of corporation 's undi.stributed taxable income SECRETARY.-A duplicate of any stateme 
section 3454/a)(lJ may_ elect to defer with- for the preceding year under section made pursuant to subsection {cJ which is 1 
holding of the tax imposed f)y section 3451 1375/f)(lJ shall be allowed as a credit for the quired to set forth an amount withh.:. 
during any calendar year on · interest paid taxable year of the recipient beginning in under section 3451 shall. when required I 
on savings accounts, interest-bearing check- ·the calendar year in which the preceding regulations prescribed by the Secretary, i 
ing accounts, and similar accounts until a year of the corporation ends." filed with. the Secretary." 
date which is not later th.an the last day of (b) TREATMENT or ESTATES AND TRUSTS.- (bl lNTER.EST.-Se:ction 6049 (relating to T 

such year. (1) IN GENERAL.-Section 643 (relating to turns regarding payments of interest/ 
"(21 CONDITION FOR ELECTION.-The regula- -· d.eftnitions applicable to estates and trustrsJ amended by adding at the end thereof ti 

tfons prescribed under paragraph (1J shall·- is amended by· adding at the end thereof the following new subsect ion: 
provide that an election under such para- follbwing-new SUb8ecti-On: c. :"(e) . DUPLICATE OF SUBSECTION (c) · STAT 
graph is conditional on agreement by the .. "(d) COORDINATION ·WITH WITHHOLDING ON ·- MENT' MAY BE REQUIRED To BE FILED · Wt: 
person making the election- INTEREST AND DlVIDENDS.-Except . to the SECRETARY.--A • duplicate of any . statema 

"IA) that the balance in any account sub- eitent otherwise· providect in regulatiom, made pur:tuant to subsection (cJ which is, 
ject to such election shall at ito time be less this subchapter shall be applied with respect quired to set forth an amo_unt withlu: 
than an amount equal to the tax under sec- to payments subject. to withholding 11.nder under section-3451 shall, • when. required.. I 
tion 3451 which would have been withheld subchapter B of chapter 24- regulations • prescribed f)y the Secretary, , 
as of such time if such election · were not in· "f 1J by allocating · between the estate or--- filed with the Secretary." 
effect, and • trust and its beneficiaries any credit allow- SEC. 304. RETURNS REGA.RD ING PAYMENTS i 

"(BJ that i;/" an account subject to such able under section 31(b) (on the basis- of PATRONAGE DIVIDENDS. 
election is closed before the date on which their respective share!J-of interest, dividends, (a) IN Gf:HERAL-Paragraph • {1J ·of subs1c 
the tax under section 3451 would /but for and patronage dividends taken into account tion 6044(aJ is amended to read as follo-u 

• thui subparagraph/ be withheld as a result of· under this subchapterJ, . "(1>-IN GENERAL.-Except as otherwise ·p-r 
such an election, the tax shall be withheld. "(21 by treating-each beneficiary to whom vided in this section. every cooperative 

. before the time of closing such account. such credit is allocated as if . an amount which part I of subchapter T of chapter 
" (c) TAX PAID BY RECIPfENT.-l/ a payor, in equal to such credit had been paid to him f)y applies which-

violation . of the provisions of this sub- the estate or trust, ·and • "fAJ make& paymenu of amo-,.mts • Ii 
chapter, fails to _withhold the tax impos.ed "(3) f)y alwwing the estate or trust a de- scribed in subsection l bJ aggregating $10 
under section- 3451, and thereafter the tax ,- .auction in ·an amount,equal to the credit so • more to any pe-r:ton during -am, calend 
against which such tax may be credited is allocated to beneficiaries.'' • year, or 
paid, the tax so required to be_ withheld shall , (21 TECHNICAL AMENDMENT.-Su.bsection (a) "fBJ is required to withhold anv tax umi 
not be collected from the payor, but this sub-. _ of section 661 (relating to deduction for es- . section 3451; : • . 
section shall in no case relieve- the payar , • tates and trusts accumla.ttng income· or· dis-- . ·sha.11 make a · -return a.cconling to, ·tJi.e Jon 
fromliability for any pena.Uies or. additiom-;'- tributing. corousf -i&'. amended f)y addi ng at . or regulations' ' prescribed f)y the Sec-retai 
to the tax otherwise applicable:,in respect pf. ,:-the end . . thereof: the f<illowincr new ·_sen~nce: setting forth· the aggregate amount of m 

. such failure to withhold.. • • >1.-",7 '!F°OT'. pµ,rposes. of paragraph..( 1), the amount ' • P«imumts,- . the' name and address of t 
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. person to whom paid, and the amount of ta:i: "(11 willfully Jiles an exemption certificate 
withheld.." • with any payor under section 3452(f}{1J(AJ, 
. (b) AMOUNTS SUBJECT TO REPORTING.-Para- whi ch is known by him to be fraudulent or 

.graph fl) of section 6044fbJ (relating to · to be fal3e as to any material matter, or 
amounts subject to reporting) is amended by "(2) is Tequired to Jurntsh notice under 
striking out "under subsecti on (al", and. by section 3452(JH1fBJ, and willfully Jails to 
i nserting "under paragraph (1/(AJ or (21 of furnish such notice in the manner and at 
subsection (al". • the time required pursuant to sect-ion 

(cJ STATEI,fENI'S . ..:.Section 6044feJ (relating 345-2(f)(1J fBJ or the regulations prescribed 
to statements to be furn ished to persons thereunder, 

"SEC. 6413. SPECUL RULES APPLICABLE TO 
CERTAIN T.4XES UNDER SUBTITLE 
C. u 

(131 The ·table of sections f or subchapter B 
of chapter 65 is amended by striking out the 
item relat ing to section 6413 and inser t i ng 
in l ieu therenJ the following: 

"Sec. 6413. Special rules applicable to cer
. tain taxe3 under subtitle C. " 

with respect to whom. information• is fur• shall, in lieu of any penalty otherwise pro-
nished} is amended- vided, upon. conviction thereof, be fined not (14) S'.l.bsections (e)(l) and (g)(3) • of sec-

(1) by striking out "and" at the end of more than $500, or i mprisoned not more tion 6654 (relating to failure by individuals 
paragraph (1), than 1 year, or both.,, to pay estimated income ta:i:) are amended 

(2) by striking out the period at the end of SEC. · 307. CONFORMING AND _ CLERICAL • by inserting ·: interest, dividends, and pa- • 
paragraph (2), and inserting '~ and" in l ieu . AMENDMENTS. tronage dividends" aJter "tax withheld at 
thereof, • (a/CONFORMING A MENDMENTS.- source on wages". 

f3J by·inserti ng after paragraph (2) the fol- (1) Paragraph f3J of section 274(e) frelat- (15) The last sentence of secti on 7215(b) 
lowing paragraph: . ing to disallowance of certain entertain- (relating to offenses with respect to collected 

"(JJ the amount of ta:i: withheld under see- ment, etc., expenses) is amended by inserti ng lazes) is amended to read as follows: "For 
tion 3451. ", and . • "subchapter A of" before "chapter 24". purposes of paragraph (21, a lack of funds 

(4) by striki ng out "No statement" in the (2) Section 3403 (relating to liabil ity for existi ng immediately after the payment of 
last sentence thereof and inserting in lieu tax) i s amended by .strik"'i1Lg out "this chap.. ' wages or amounts subject to with.holding 
thereof "Except i n the case of a return re- ter" and i11,serting in lieu thereof "this sub- under subchapter B of chapter 24 /whether 
quired by reason of subparagraph fB) of sub- . chapter'~ . . . . . or not created by the payment of such. wages 
section (a)(l), no statement". . (3) Paragraph (4) of section 3507(d) (relat- or amounts) shall not be considered to be 
• fdJ DUPUCATE FILED WITH SECRETARY.-Sec- • ing to advance payment of earned. income circumstances beyond. the control of .. -a 

tion 6044 is. amended by adding at l'ie end credit) is amended by inserting: "subchapter person." • . 
threof the following new subsection: . -A .of''-J,efore uchapter.Z4'~ .•.· ·. . . .. /1 .6} Sub$ection. .. (dJ of.section 7654 (relat- -
;-· "(f) DUPUCATE • OF SUBSECTION (e) STATE- · (4) .Subchapter (B) of ..iection• 6013fg)(1.) ing. to coordination . of United States and 

• MENr MAY BE REQUIRED To BE FILED Wr.ra (relating to joint return.s ·Qf4ncome. ta;i: by . Guam· individual income~ is a.mended .~ 
• ;"-:· SECRETARY.-A duplicate of any· statement • husband. and wife) .is amendett: by striking_ by inserting _"subch.apier A or before "chap-

·:,.•made pursua.nt. to subsection (eJ which is re- out ·"frelating to.wage withholding)" and by ter 24". . -· - ,·· ._. : ... ,-
quired, to · set forth:, an· . amount withheld inserting in. lieu thereof "(relating to with, (17) Section 7701.faHJ:6) (defining•the teTm 

.. urnu:r section 3451-•,Shall. when .required by . holding on wages, interest, dinidends, and . "withholding agentt?) is amended by striking 
regulations prescribed by the Secretary, be • pat.ronage dividends)" and by.,.strUctng out out "or 1461'.' ana i,n3erung .in lieu:-thereof . 
filed with the Secretary." . "of wages". • -. - -- • • . - "1461 or 3451': •.. ;; • 
SEC. 305.. DENIAL. OF DEDUCTION FOR·. CER- (5) '_Paragraph , (1) of section 6013(h) is (b} CLERICAL~'fmMENrS.-_ 

TAIN TAXES. . amended by striking-out "(relating to wage f.11 The heading of subtille c is amended 
- - fa) No DEDUC770N FOR TAX WITHHELD AT ·withholding)" and inserting in lieu thereof to read as follows: • 

. SoURCE ON lNTERESTc.DIVIDENDS, AND PATRON- - "(relating to witMolding on wages, interest, 
AGE DIVIDENDS.-Pdrograph. (1) of section dividends, and patronage dividends)" and 
275(a) (relating to denial of deduction for by striking out "of wages". 
certain taxes) is amended- (6) Paragraph (1) of section.6015(j) (relat-

(11 by striking out "and" at the end of sub- ing to declaration of estimated income tax 
paragraph (BJ, by ind~vidualsJ i s amend€!1 by striking out 

(2) by striking out the perio~ at the end of •~ as defined in section 3401/a)," and insert
·subparagraph (CJ and inserting in lieu ing in lieu thereof "(as defined in section 
•thereof"· and" and . 3401(aJ), or to the interest, dividends,. and 

f3J by inserting aJter subparagraph (CJ the patr~,age dividends fas defined .in section 
following subparagraph: 3454), • 

. "(DJ the. ta:i: withheld. at source on interest, (7) f!ubparagraph_ fA) of section' 6051ff)(~) 
dividends, and patronage dividends under (relating - to recei~ts ~?r emplcyees) ,. is 
section 3451. ''. . . . . amend~d by inse-:;inr1 subchapter A of'' 
. (b)No DEDUCTION OF TAXES WITHHELD ON - before chapter24. . 

- !NTEREST AND DIVIDENDS IN DETERMINING TAX• • (8) Pa.Ta.f!Tf!,~h (2) of section 6365(c) (relat-

"SUBTITLE C~EMPLOYMENT TAXES AND 
COLLECTION OF INCOME. TAX AT SOURCE". 

(2) The table oJ subtitles /OT the Internal 
Revenue Code of 1954 is amended by strik• 
ing out the item relating to subtitle C and 
inserting in lieu thereof the following: 

"SUBTITLE-C. Emplayment taxes and collec
tion of income tax at sou,rce. •• 

13) The table of sections for subpart A of 
part IV of subchapter A of chapter 1 is 
amended by striking out the item relating to 
section 31 and -inserting in lieu thereof the 
following.~ .---· ,.., .. • -

"Sec. .31. T~-·~ld.. on wages, i~~t.~ · , ,iBLE INCQME.-Subsection (bJ of section 3502 ing to definitions and special ·~ •for_ pur
(relating to ·t1ie nondeductibility of ta:i:es in 7!0ses of the Cf!llection· of SU!-te in_d~~al 
computing. ta:i:able income) is amende~. inc~ t°":esJ u .amendett-mnnserting ' in,: , ··, "' ' 
•• 111 by striking out "under chapter Z4" and te'rest, ~-tm_dends, and patronage !;fmaends 

dividends,. and patronage divi- • 
- .. dends.-'.'._.: - : 

inserting ·in lieu thereof "under subchapter • before paid '!n oraJtersuc_h date • (4) Chapter 24 is amended by striking oul; 
A of chapter 24 ,: and • . •• . (9) Subsection (b) of section 6401 (relatin_g the . chapter heading and inserting in.~ lieu 

,,, .• , f2J by adding at the end thereof the folloW:. to amounts . treatf!d 'f;1 . OtJerp~tsJ ts · thereof the following: 
.:.:·-- ing new subsection: • • . • • . . .. • a~d by tnseT!t7:g ·· ' 1!terest,, .~imden_ds, . -- . "CHAPTER 24-COLLECTION OF 

, "(c) The ta:i: withheld under·subchapter,·B :1z~ ~:t;::;,:;~. d~vtdends after 'ta:i: wi
th• • INCOME TAX AT SOURCE 

.01 cn._apt~ 24 shall_ not be allo_wed as a de- _ (10) Paro.graph fl) of section 6413fa) (re- "S~CHA.PTER A. Withholding from wages. .. 
duct~on in C?111puting ta:i:able inc~ un<!£7 lating to special credit and refund rules ap- ''SUBCHAP'l'ER. B. Withholding from interest . 

:. subtitle A either to ~-person withholding plicable to certain employment·· taxes) is and dividends. 
the _tax or ~o the ,:ectI?::~t of the amoun~ amended by striking out "or 3402 is paid 

__ ·.,,.,, ,s_ub1ect ~~ unthholdtng. ..,.c ,., with~respect· to any payment of remunera-
••. : •• SEC. 3tJ6..PENALTlES. tion," and inserting in lieu thereof "3402 or 

.. ·, . . (al CIVIL PENALTY.-Paragraph (1) of sec- 3451 is paid with respect to any payment of 
. ,Jion 6682(aJ (relating to Jafse inJormation remuneration, interest, dividends or other 

• ,x :· •• :wtth respect to .withholding) is amended by· amounts,",· • 
. inserting "or section 3452ff)(J)(AJ" ajter ./111 • Subsection (b} of section 6413 is 

~•~'-•· :'.section 3402'~ -.• . • . amended- • --
·'\; ... ,- (b) CPw'MINAL PENALTY.-Section 7205 (relat- (AJ by striking from the heading of such 
_ ~: :-,:ing to f raudu lent withholding exemption subsection the words "oF CERTAIN EMPLOY· 
.. ~ • certificate or failure to supply inJormationJ MENT TAXEs': and _ . > ,.,:c:isamended- . -'. : · ·- • (BJ by striking out "or3402 is' paur or de

"Subchapter A-Withholding From Wages". 

f5J the heading for chapter 25 is amended 
to read as follows: 
"CHAPTER ZS-:.GENERAL PROVISIONS 

RELATING TO EMPLOYMENT TAXES 
AND COLLECTION OF INCOME TAXES 

- AT SOURCE". 
(6) The· table of chapters for subtitle C is 

amended by striking out the items relating 
to chapters Z4 and 25 and inserting in lieu 
thereof the following: . • , •• -;;,~,.,_,.-.· (Il by striking out "Any individual" and ducted ·witJI. respect to any payment of remu

:·J:,; :: tiiserting in lieu thereof" '(aJ WITHHOLDING · neratton:• and inserting in . lieu thereof 
."t::;;;' • · ON WAGES.-Any individual': and "3402 OT 3451 is paid OT deducted with re- ''CHAPTER 24. Collection of income tax at 

• (2) by adding at the end thereof the follow- spect to any· payment of remuneration. in-
• .. _. .ing new subsection:. . .. . . terest, dividends, or other amount"~- . 
,~;;;,f•,,+ ••rb> · wmmowrNci or INTEREST .AND D1vr-:• ·" · • (12) The heading 1or section . 6413 is 
• ·: DENDs.-Any person who- • • ' -' amended to ·read as follows:· • ·-" • - •• 

source. 
"C~ ZS~ General .provisions relati ng to 

employment • ta:i:es and collec
tion of income ta:i:es at: source." 
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SEC. 308. EFFECTIVE DATES; SPEClAL RULES. 

fa) IN GENERAL.-Except as otherwise pro-
1rided in this section, the amendments made . 
by this part shall apply to payments of in
terest, di1Jidends, and patronage dividends 
paid or credited cjter June 30, 1983. 

• "(E) interest on deposits with brokers (as-- . "{2) •ST.4TE!fl:NT kfUST BE FURNISHED ON OR 
de{}-ned_ in section _6045 (c)), BEFORE JANUARY JI.-The wrttten .statement 

(F) interest pa~d on amounts held by in- required under the preceding sentence sha.l! 
vestment compames fas defined in section 3 be furnished to the person on or, before Janu
of the Investment Company Act of 1940 (15 ary 31 of the year foll.owing ·the calendar 
U.S.C. BOa-3)) and on amounts invested in year for which the return under subsection 
other pooled funds or trusts, and (aJ was ma.de. 

"(Gt to the extent provided in regulations 
prescribed . by the Secretary, any other inter-

(b) DELAY r,v APPLICATION TO CERTAIN 
PAYORS.-The Secretary of the Treasury shall 
prescribe such regulations which delay (but 
not beyond December 31, 1983) the applica
tion of some or all of the provisions of sub
chapter B of chapter 24 of the Internal Reve
nue Code of 1954 to any payor until such 
time as such payor is able to comply .without 
undue hardship with the requirements of 
such provisio-ns. 

• est.· (which is Mt described in paragraph 

"{3) No STATEMENT REQUIRED WHERE INTER· 
EST IS LESS THAN 110.-No-statement with re
spect to payments of interest to any person 
shall be required to be furnished to anu 
person under thi s s-ubsection if the aggregate 
amount of payments to such person shown 
on the return made with re3pect to para
graph (1) or (2), as the case may be, of sub
section la) is less than $10. (c) TEMPORARY RULE FOR CERTAIN WITH• 

HOLDING EXEMPTIONS.-UntiJ. requla.tions are 
prescribed by the Secretary of the Treasury 
or his delegate under section ·3452(c)(t){BJ 
of the Internal Revenue Code of 1954 (as 
added by this part}, the payor may treat a.ny 
perspn whose name reasonably indicates 
that such person is described in paragraph 
(2) of section 3452(cJ of such Code (other 
than subparagraph (J) or (K) thereof) M an 
exempt recipient. 

(d) DELAY IN MAKING DEPOSmI.-The time 
for ma.king deposits under section 6302 of 
the Intern.al Revenue Code of 1954 of the tax 

• imposed by section 3451 of such Code which 
is withheld by any person shall,. to the extent 
provided in regulations, take into account 
the cost to such person of instituting a with
holding system in order to comply witll. su.b
cha.pter-B of chapter 24 of such Code. 

SUBTITLE B-IMPROVED INFORMATION 
REPORTING . 

PART I-EXPANDED REPORTLVG 
SEC. 309. REPORTING OF INTEREST. 

(a) GENEP.AL RULE.-Section 6049 /relating 
to returns regarding payments of interest) is 
amended to read as follows: 
"SEC. 6049. RETURNS REGARDING PAYMENTS 

OF INTEREST. 
"(a) REQUIREMENT OF REPORTING.-Every 

person~ . 
"(1) who makes payments of interest fas 

defined in subsection (bJJ aggregating $10 or 
more to any other person during any calen• 
daryear, 

"(2) who receives payments of interest fas 
so· defined) as a nominee and who makes 
payments aggregating $10 or more during 
any calendar year to any other person with 
respect to the interest so recei1:ed, or 

"(3J who is required under subchapter B of 
chapter 24 to withhold t= on the payment 
of any interest, 

(2)). 
"(2J ExcEPTioNS;-For· purposes of subsec

tion (a), the term 'interest' does Mt in• 
clu.de

"(A) interest on any obligation issued by a 
natural person, 

"(BJ interest on any obligation ti such in
terest is exempt from tax under section 
103(a) or if such interest is exempt from tax 
(without regard. to the identity of the holder) 
under any other provision of law, 

" (CJ except to the extent otherwise pro
vided i n regulations-

"(i) any amo·unt paid to any person re
ferred to in paragraph (2) of section 3452(c) 
(other than subparagraphs (JJ and (KJ 
thereof), or 

"(ii) any amount described in section 
3454(a)(2J(DJ OT (E), 

"(DJ except to the extent otherwtu pro
vided in ·. regulations, any amount Mt de· 
scribed in subparagraph <CJ of. this para
graph which is income from sources outside 
the United Sta.tes or which is paid by-
. "(i) a foreign government or international 

organization or any agency or tnstrumen- -
tality thereof, 

"(ii) a foreign central bank of issue, 
"(iii) a foreign corporation not engaged in 

a trade or business in the United States, 
"(iv) a foreign corporation, the interest 

payments of which would be exempt from 
withholding u.nd.er subchapter A of chapter 3 
if paid to a person who is not a United 
States person, or 

"fvJ a partnership not engaged in a trade 
or business in the United States and com
posed in whole of nonresident alien individ
uals and persons described in clause (i), (ii), 
or (iii), and 

"IE) any amount . on which the person 
making payment is required to deduct and 
witMold a tax unaer section 1451 (relating 
to tax-free covenant bonds), or would be so 
required but f or section 1451(dJ (relating to 
benefit of penonaI exemptions). 

"(3) P.4 YMENTS BY UNITED STATES NOMINEES 
ETC., OF UNITED STATES PERSON.-If, within the 
United States. a United States person-

"(AJ collects ·interest for otherwise acts as 
a mw.<,ileman between the payor and payee) 
from a forei?n person described in para.
graph (2)(DJ or collects interest from a 
United States person which is income from 
sou·rces outside the • United States f or a 

shall make a return according to the /o-r-rM 
or regulations prescribed by the Secretary, 
setting forth the aggregate amount of such 
payments, ta:r deducted and· withheld, and 
the name and addre3s of the person to whom 
paid or from whom withheld. • second person who is a United States 

"(b) INTEREST DEFINED.-
"(1) GENERAL ·RULE.-For pu.rz,oses of sub

. section (aJ, the term 'interest' means-
"(AJ interest on any obli gation-
"(iJ issued in registered form, or 

. "(ii) of a type offered to the public, 
other than any obligation with a maturity 
(at iss-u.eJ of not mare than 1 year whu:h is 
held by a corporation, 

"(BJ interest on deposits 1.Cith perso-ns car
rying on the banking business, 

"(CJ amounts (whether or not designated 
as interest) paid by a mutv.a.l sa1,'ings bank, 
savings and loan associatum, building and 
loan association, cooperative bank, home• 
stead association, credit union, industrial 
loan association or bank, or similar organi
zation, in respect of deposits, investment 
certificates, or withdraU1{1.ble or repurchasa
ble shares, 

"(D) interest on amounts held by an inrur- . 
ance company under an agreement to pa;; 
intere:it thereon, 

person, or 
''.(BJ makes pai,-ments of such interest to 

such second United. States person. 
notwith.stand.in,g paragraph (2JfDJ, such 
payment shall be subject to tJie requiremenl$ 
of subsection (a) with respect to such second 
United States person. 

"(c) ST.4TE!n'ENTS To BE. FURNISHED TO PER• 
SONS WITH Rz.sPECT TO WHOM INFORMATION Is 
FURNTSHED.- • 

"(1) IN GENER.4.L.-Every person maJ..-tng a 
return under subsection (aJ shall furnish to 
each person whose name is set forth in such 
return a written statement showing-

"(AJ the name and address of the person 
making s-uch return, 

"(BJ the aggregate amount ofpavmen,ts to, 
or the aggregate amount includible in the 
gross income of. the person M shown on 
such return, and 

"(CJ the aggregate amount of ta:c deducted 
and. withheld with respect to such person 
under ·subchapter B of chapter 24 .. 

"(d) DEFINITIONS AND SPECIAL RULES.-For 
purposes of this section-

"( 1) PERSON.-Th.e term 'person' includes 
any governmental unit and any agency or 
instrumentality thereof and any interna
tional organization and any agency or in
strumentality thereof. 

"(2) OBLIGATION.-The term 'obligation' in
cludes bonds, debentures, notes, certificates, 
and other evidences of indebtedness. 

"(3) PAYMENTS BY GOVERNMENTAL UNITS.-[n 
the case of payments made by any govern
mental unit or any agency or instrumentali· 
ty · thereof, the officer or employee having 
control of the payment of interest (or the 
person appropriately designated; for pur
poses 0/ this section) shall make the retuT11.$ 
and statements required by this section. 
·, "(4) FINANCIAL ·INSTITUTIONS, BROKERS, ETC., 
COLLECTING INTEREST MAY BE SUBSTITUTED FOR 
PAYOR.-To the extent and in the manner 
provided by requla.tion:1, in the case of any 
obligation-

"(AJ a • financial institution, broker, or 
other person specified in such regulations 
which collects interest on such obligation 
for the payee for otherwise acts as a mid.d.J.e
man between the ,payor and the payee/ shall 
comply with the requirement3 of subsections 
(a) and (c), and 

"(BJ no other person shall be required to 
comply with the requirements of subsections 
(aJ and (cJ with respect to any interest cm 
3'UCh. obligation for which reporting is re
quired pursuant to subparagraph (AJ. 

"(5) INTEREST ON CERTAIN OBUGATIONS MAY 
BE TP.EATED ON A TRANSACTIONAL IJ.ASIS.-

"(A) IN GENER.4.L. -TO the extent and in the 
.manner provided i n regulations, this section 
shall apply -with respect to-

"fiJ any person described .in pa.raqro.ph 
(4)(AJ,' and _ 

"(ii) in the case of any United 'states sav
ings bonds, any Federal. agency making pay
ments thereon, 
on any transactional basis rather th.an on 
an annual aggregation basis. 

"(BJ SEPARATE RETURNS AND STATEMENTS.-[/ 
subpara.grc.ph (AJ applies to interest on any 
obligation, the return under subsecti01t ·fa) 
and the statement furnished under subsec
tion fc) with ·respect to such transaction 
may be made separately, but any such state
ment shall be furnished to tlie payee at such 
time a.'I the Secretary may prescribe by reg-u,
Uttions but not later than -January 31 of the 
next calendar year. 

"(CJ STATE,'4ENT TO P.4YEE REQUIRED IN C.4SE 
OF TRANSACTIONS INVOLVING $U OR MORE.-In 
the case of any transaction to which this 
para.graph applies which involves the pay
ment of $10 or more of interest, a statem,,>nt 
of the transaction may be provided to the 
payee 0/ such interest in lieu of the state
ment required u,..aer subsection (cJ. Su.ch 
statement shall be provided during Jar.u.ary 
of the year following the !}ear in which. such 
payment is made. 

"(6) TRE.il.'rMElVT or ORIGINAL l3SU?: DIS· 
COUNT.-
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"fA) I.v GENERAL.-Original issue discount ing to interest on certain governmental obli-

on any obligation shall be reported- gationsJ is amended by redesignating sub-
"fiJ as if paid at the time it is i ncludible section (j) as subsection tkJ and by i nserting 

in gross income under section 1232.4 (except a.ft.er subsection (ii the foZJ.awing new sub
that for such purpose the amount reportable section: 

• with respect to any subsequent holder shall "(j) OBLIGATIONS MUST BE IN REGISTER.ED 
be detennined as if he were the original FORM To BE TAX-EXEMPT.-
holder), and "(1J IN GLVER..tL.-Nothing tn subsection 

"rti) if section 123ZA doe$ nDt apply to the fa) or in any other prov-.sion of law shall be 
obligation, at maturity for, if earlier, on re- constr.u?d • to provide an e:xemption from 
dempt ionJ. - Federal income tax for interest on any regis-

• In the case of any obligation not in re!Jis- tration-required obligation unless the obli-
• tered form issued before January 1, 1983, gati on is in regi,!tered.form. 
clause (ii) and nat clame (i) shall apply. "(Z) REGISTRATION-REQUIRED OBIJG,ITION.-

"(BJ ORIGINAL ISSUE DISCOUNT.-For r.1.r- The term 'registration-required obligation' 
pose3 of this paragraph, the tenn 'original means any obligation other than an obliga
issue di.'lcount' has the · meaning given to tion which.,... 
such. term l,y section 1232fbH1J. •~ " fAJ i8 not of a type offered to the public, 

fbJ TECHNICAL AMENDMENTS.- "(BJ hws a maturity fat issue/ .of not more 
f1J Subsection (al of section 6041 f-relating than 1 year, ar • 

to in/ormation at source) is amended- "fCJ is described in section 163(fJf2JfB). 
(A) by striking out "6049(a)(1)" and in- "(J) SPECIAL RULES.-

serting in lieu thereof "6049(al': and "(A) BOOE ENTR.'ES PERMJTrEIJ.-For 1'U1'· 
(BJ by striking out "6045, 6049faH2J, or pose3 of paragraph f1J, a book entry obliga-

6049fa)(J)" and inserting in lieu thereof "or tion shall be treated as in registered form i,f 
6045". the right to the principal of, a1td stated in-

(2) Subsection nil of section 6652 (relating terest on, such obligation may be transferred 
to. failure to file certain in/Or.nation re- only .through a book entry (!011,$i/Jtent with 
turns) is amended by adding "or" at the end regulations preacribed by the Se~ry. • • 
of paragraph (1) and by striking out para- "(BJ NoMINEES.-The Secretary shall pre-' 
graphs-(31 and (4J. • -- • . &cribe, such TeO'UlatioM tu may be necessary 

f3J Paragraph rii of section 6678 is to- carry out the purpose of f)(l.ra,graph , f1J 
amended by striking out "6049fa)(1J" -and where · there is a nominee- or chain· of. nomi•·· 
inserting in lieu thereof "6049faJ". - .. nees. ,.. • 
_., (c) EFFECTIVE"· DATE.-The amendments (2) DENIAL- 01' DEDUCTION IOR INTEREST IF 

"(3) BOOK ENTRIES· PEIU!JTI'ED, E'TC.-Fr,r 
purposes of this &ubsection. rule3 similar to 
the rules of section 103(j)f3J shall apply." 

(3) DENIAL OF EARNINGS LVD PROFITS AIJJUST· 
ME.NI' FOR. INTE.!lEST ON REGJSTR.4TION·REQU1RED 

. OBLIGATIONS NOT IN REGISTERED FOP.M.-Sec
tion 312 (relating to earning3 and prafi ts) is 
am.ended by adding at the end thereof tke 
JoUcwing new su.bsectt.o-n: 

"(m) No ADfVsTl,fENT FOR I.VTER.EST Pl.JD ON 
CERTAIN REGISTRATION-&QUIP-ED 0BLIGA• 
TIONS NOT LV REGISTERED FOR.M,;_The earn
ings and r,rofi,u of any COTpOroticm shall not 
be decreased l,y any intere3t withp!!lpect to 
which a deduction is not or would not be al
lowabZe by reMon of section 163ff), unle38 at 
the time of issuance the issuer i.t a foreign 
corporation that is not a controlled f orei.gn 
corporation (within the meaning of 8ection 
957), a fore:i.gn imJe3tment company (within 
the meaning of section 1246fb) J, or a foreign 
personal holding company (within til.e 
meaning of section 552) and tile issuance 
did not have tU a purpose the avoidance of 
section 163ffl or this $Ubsection". 

(4) EXCISE TAX ON ISSUERS or REGlSTR.ATTON• 
.REQUIRED OBLIGATIONS WHICH ARE NOT IN P..EG
ISTERED l'ORM.- ., 

,{A) IN w:NERAL-Subtitu! D (relating to 
miscella.neous e:rcise, taus) is amended by 
·adding a.tter chapter 38 the follcwing new 
.chapter: • • • • -

= "CHAPTER J,.;_REGISTRATION-REQUIRED. 
OBLIGATIONS . made by this section &hall apply oo amounts OBLIGATION NOT IN REGIS'ITRED FOJ!IM.-Section 

pa.id (or treated as paid) a.tter December 31, 163 (relating · to deduction for -interest) i3 "Sec. 4701. Tu on isnter of registration°re-
• "1982. • amended by rede3-tgnating .,ubsection ff) as • , - quiredcobligation not in regis-

SEC.. ,310. OBLIGATIONS" REQUIRED TO BE subsection (g) a.nd by inserting a.tter811.bsec- ,. : ~form. 
, REGISTERED. • ti.on (e) the following new subsection: • "SEC. 4701. TAX ON ISSUER OF REGISTRATION-

(aJ UNITED STATES' 0BLIGATIONS,-The "ff) DENIAL OE DEDUCTION IOR INTEREST ON REQUIRED OBLIGATION NOT IN 
Second Li.Gerty Bond Act is amended by CERTAIN OBLIGATIONS Nar IN REGISTERED REGISTERED FORM. 
adding at the end thereof the followi.ng -new FoRM.- ··"raJ IMPOSITION or T.t::r.-In the case of any 
section: "(1) IN GENEIUL.-Nothing in $Ubsection person who issues a regi,!trotion-required 

"SEC. 28. fa) Every registration-required (a) or in an11 other proi,'ision of law &hall. be obligation which is not in registered form, 
opligation of the United. State3 (or of any construed to provide a deduction for inter- there is herel,y imposed on such person on 
agency or instrumentality thereof) shall be • e3t on any registration-required obligation the issuance of such obligation a tax in an 
in registered form. unless such obligation is in registered form. amount equal to the product of-

"fbl For purpose3 of this section- "(21 REGISTRATION-REQUIRED OBLIGATION.- "(1) 1 percent of the principal amount of 
"f1J Except as provided in paragraph f2J, For purposes of th.is section- such obligation, multiplied by 

the- term 'registration-required obligation' "(AJ IN GENERAL.-The term 'regl.stration- .. ,21 the number of calendar years for por: 
means any obligati-On other than an obliga- ~quire~ obligation_' ~ans_ any obligation tions thereof} during the period beginning 
tion which,-· (including an?.! 

1

obhgat ion 188".leil ~-a !J?V- . on the date of issuance of such obligation 
"(AJ is nat of a; type offered to the· public, ernmental entity) other than an ob.igati,on . and ending on the date of maturity. 

• or - whtch- - ""'J D F, of this 
~'(BJ has a; maturity fat issue) of not more • "(iJ is issued by a natural person. . 'u . EFINITIONS..,- or ptU'P08e8 sec-

than J.; 11ear. "(ii) is not of a type offered to the public, -. twn- - •· • . 
, • "f2J The term 'registration-required. obli- ·~ "fiii) has a maturity (at issue) of not more "f1J REGfTRfTION:BBOUIRE? OBLJ~T101!·-; 
gation' shall not include any obligq,tion· if- • than 1 year; or _· . . . The term regustrat_wn-req-u.ired obligation 
-. ·"(A) tkere 11re CJrrtlinl/emtmla rea3cmabl11 ' "(iv/ i.s described in subparagraph (BJ; ~ the same me11n~ng aa when used in sec-
de3i{l1U!d to ensure that such obligation will "(BJ CERTAIN OBL/GI.TIONS NOT INCLUDED.- tion 163(f), except that such term shall not 

• be sold for resold- in connection wjth the An obligation is de:rcribed in this subpara-· include any obligation required oo be regis-
origtnal issue) only to a person who is not a graph if- · . • tered under section 103(jJ. . . 

- United States person, and . "fiJ there· areranungemenu reasonably de· "f2J REa1sTERED FORM.-The term • 'regia,-
"fBJ in the case of an obligation not : in signed to ensure that such obligation will be tered form ' has the same meaning as when • 

registered form- - . sold for resold in connection with the origi- used in section 163(/1-" 
"(iJ ink"rest on such obligation is payable nal issue) only to a pe13on who i3 not a • , (B) CONTORMING AME.'IDMENT.-T"n.e table of 

only outside the United States and. its pos- United States :r,erson, and • chapters for :r.wtitle Dis amended by insert-
8e81lions, a.nd • "fiiJ in the case of an obligation not in ing a.tter chapter 38 the follcrrmng: -

"fiiJ on the face of such obligation there is rer,i3tered form--
a; statement that any United State& per30n "fIJ intere&t on s-.i.ch obligation i3 payable 

. who holds such ob!igatton will be S".tbject to only outside the United Stat{!S and its pos-
limitations ur.der the United States income sessions, and ' 
t<i.J: laws. . "fIIJ on thefrree of such obligation there is 

"(cH1J For 1]'Urposes of &ubsection (a), a a statement that any United States person 
book entry obligati-On shall be treated as in who holds $UCh obligation will be subject. to 
registered form if the right to principal of, limitations under the United. State3 income 
and stated i nterest on, ruch obligation may ta:r. laws. 
be transferred only through a book entry "(CJ AUTHORITY TO INCLUDE OTHER. OBLIGA· 
consistent with regulations prescribed by TIONs.-Clause3 fiiJ and fiiiJ of subpara
the Secretary of the Treasury. graph fAJ, and subparagraph (BJ, 8hall not 

"{2) The Secretary of the Treasury shall apply to any obligation if-
• -prescribe such regulations as may be nece3- "fiJ such obligation is of a type which the 

saT]I to carry out the purpose of s-ubsection Secretary has determined by regulations to 
fa) where there is a nominee or chain of be used frequently in avoiding Federal taxes, 

• . .. '.·: nominees.". and 
• -- , (bj OTHER OBLIGATIONS;- "(ii) such obligation is issued aJter the . 

(1) OBLIGATIONS MUST BE IN REGISTERED date on which the regulations referred to in 
. , . -· fOJUr ro BE TAX•EXEMPT.-Section 103 frelat- clause (i) take effect • 

"CHAPTER 39. Regi,!tration-required. obliga
tions. ~•-

(5) DEN'.AL OF DEDUCTION FOR LOSSES ONCER.· 
TAIN OBLIGATIONS NOT 1N REGISTERED FOR.V.
Section 165 fas amended by this ActJ is 
amended by redestgnating 8".lbsection fjJ as 
subsection (kJ and by inserti ng a,/ter .subsec
tton fiJ the following new 8".1.bsecti on: 

"(j) DENIAL OF DEDUC'i'ION roll. LOSSES ON 
CERTAIN OBLIGATIONS NOT J.N REGISTERED 
Fomt.- · . 

"f1J IN GENEJUL._:_Nothing in 8".tbsectwn 
fa) cir in any other provision of law shall be 
construed to pro-vide a deduction for any . 
lo83 sustained on any registration-required 
obligation unless such obligat!on u in regis
tered form for the issuance of such obliga
tion was subject to ta.x ·under section-4701) . 
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se:~:,:_::_.rmmoNs.-For purposes of this sub- issue) is amended b-y striking out "and ff) 

"(A) REGISTRAT10N·nrQ1=cD ,OB.UGJl~M.-· a?1-;! pa,ra?rap~ r2) and (J} of aubsectio-n 
,,,,, ~•= ,,vn fJJ and inserting in lieu tJiereor "f'J and 

The term 're!li,stratu:m-required obligation' (j)'~ 1 ✓ ' ' 

has the meaning given to S1/.Ch term by sec- . ICJ Subparagraph /CJ of sectu:m lOJA(cJ(ZJ 
tion 1S3ff)(2) except that clause /iv) of sub- U! -amended _b-y striking out ", and para.,;roph 
paragraph (AJ, and subparagraph (BJ, of (1) of subsectwn /JJ". 

·s-uc11 section shall not apply. (DJ Subparagraph (C) of section 
"(BJ REGISTERED FORM.-The term 're!J/,s- 103Afc}{3) (deftning qualified veterans' 

tered fonn' has the same meaning as when mc,rtga9e bond) is amendea b-y striking out 
used in section 16JffJ. "subsection (j)(ZJ" and inserting in lieu. 

"{JJ ExcEPTioNs.-The Secretary may, b-y thereof "subsection (j}(lJ ". 
regul,ations. provide that th.is subsection f4J Subparagraph (AJ of section 103A(cH3J 
and subsection (dJ of section 1232 shall not (defining qualified veterans' mortgage bond) 
apply with respect to obligations held b-y i8 amended b-y striking out "in registered 
any person if- form". 

"(A) such person holds such obligatwns in (d) EFFECTIVE DATES. -
connection with. a trade or business outside (1J IN GENE&1.1.,.-E:::;cept as otherwise pro-
the United States, vided in this subsecti-On, the amendments 

'.'(BJ such person holds such obligations as made by this sectwn shall apply to oblir;a
a broker dealer (registered under Federol or tions issued after December 31, 1982. 
State law) for $ale to customers in tJie ord.i• • 12) LoNG-TERM u.s. osuo,111oiors.-The 
nary course of his trade or business, amendment maiJ.e by subsection f aJ shall 

"(CJ such person complies with. reporting apply to obligations issued after the date of 
requirements with respect to ownenhip, the enactment of this Act under the first su
tronsfers, and payment., tU the Secretary tion of the Second Liberty Bond Act. 
may require, OT • (3) EXCEPTION FOR CERTAIN WARRANTS, 

"(DJ such person promptly surrender3 the ETC.-The amendment3 made by subsection 
obligation to the issuer for the issuance of a fbJ shall 11,0t apply to any obligations issued 
new obligation in re!li,stered form, _ -.. . • a./teT December 31, 1982, on the erereise of a 
• . . - -. warrant /or the convemon of a convertible 

but only ii s-uch ob~igatio:1-3 are he1'! under obligation ii such warrant or obligation was 
arrangements- provided in regul,atu:ms or offered or, sold outside the - United States 
otherwise which are designed to assure that without registration under the Securities 
sue~ obligations are not delivered to any Act of 1933 and was issued before August 10, 
Un~ted ~tales person other than a perso~ de- 1982. A'rule similar to the rule of·the preced
scnbed in subparagraph (AJ, /BJ, or (CJ, ing sentence shall also awly in the case of 

(6) DENIAL OF CAPITAL GAJN:TR.EATMENT FOB ,any regulations issued under , aection 
G,UNS ON CERTAIN OBLIGA110N3 NOT IN_ REGIS· 163(/)(2)(CJ of f),.,e Internal .Revenue· Code of 
TERED FORM.-SectU?n 1232 _(relating to 1954 (a:s added b-y .this section) e:i:cept that 
bonds and other evidences of indebtedness) the date on which such. regulations , take 
is amended 01' redesignating subsection (dl effect shall bi substituted for · "August 10 
as subsection {eJ and by inserting after sub- 1982". ' 
section le) the following new subsection: SEC. 311. RETURNS OF BROKERS. 

"(d) DENIAL OF CiPITAL GAIN TREATMENT (a) GENERAL RULE.-
FOR GA.INS ON CERTAIN OBLJGA110NS NOT IN (1) RETuRNs.-Section 6045 (relating to re-
REGISTERED Fo&v.- turn3 of brokers) is amended to read as fol-

"(1} IN GE,W:RAJ...-If any registration-re- lowa: • 
quired obligation is not in re!li,stered form, "SEC. 6045. RETURNS OF BROKERS. 
any ga.,in on the sale or other disposition of 
such. obligation 3ha1J. be treated as ord.inarv "fa) GENERAL RT.lZ.E.-Every penon doing 
income fu11)ess the issuance of such obliga- bit.sinesa a.s a broker shall, when required b-y 
tion was subject to tu :under section 47011. the Secretan1, make a return. in accontance 

"(2/ DEFTNIT10Ns.-For purposes of this sub- ·'With such re!}UlatioM ·as the Secretary may 
aection- prescribe, showing the name and address oJ 

"(A) REGISTRATION~REQUIRED OBLJGATIO,V.- each customer, with BUCh detail& regarding 
The term 'regi,stration-required obligation• gross proceeds amt such other in.formation 
has the meaning gtven to 311Ch term b-y sec• as the SecretanJ may by forms or regulation, 

require with. respect to such business. 
tion ·16J(f)(ZJ e:icept th.at clause (iv) of sub- "(b) STATEMENTS To BE FrJR.NJSHED ro Gus-
paragraph • (AJ, and subparagraph (BJ, of TOMERs.-Every pe-non makf.ng a return 
such section shall not apply. under subsection (aJ shall furnish to each. 

"(BJ REGISTERED FORM.-The term 'regu-
tered fonn, has the same meaning a., when customer whose name i.r set fortk in such. 

return a written statement shewing--
used in section 163(/J." "fl) tJte name and address of the penon 

fcJ· TECHNICAL AMENDMENTS.- - ma.king such return, and. -
(1) Subparagraph (AJ of section 103fbH4J "(2) tke i-nJormation shown an such return 

(relating to certain e:iempt activiti.e3J is with. respect. to sv.c]: customeT. 
amended b-v striking o-ut "ii each obligation The written statement required under the 
issued pu~nt to the issue is in rer;istered preceding sentence shall be furnished to the 
form arnt': customer on or before January 31 of the year 

f2JfAJ Paragraph (1) of section 103(hJ (re- following the calendar year for wh.icll. the 
la.ting t-0 certain obligations must be ·1n reg- return under subsection (a.J was made. 
istered form and not guaranteed or s-ub.si- "(cJ DEnNmONs.-For purposes of th.is sec-
dized under an energy program) is amended tion-
by striking out subparagraph (A) and b11 "(1) BROKER.-The term 'broker' includes-
redesignating subpa.ra.graphs (BJ and !CJ as "(AJ a dealer, 
subparagraphs (A) and. /BJ, respectively. "(BJ a barter exchange. and. · 

(BJ The subsection heading for subsection "(CJ any other ;person who (for a consider-
(h) of section 103 is amended by striking out ationJ reg'!l.!.arl11 acts as a middleman with. 
"MUST BE IN REGISTERED FOIUI AND NOT'' and respect to property or services. 
iniert.ing in lieu thereof "MUST NOT BE". "(2) CUSTOMEJI..-The term 'customer' 

(J)(AJ Subsection (jJ of section 103A frelat- meana any person for whom the broker~ 
fag to other re(:uirementsJ is amended by . transacted an11 b'U3:ines:s./ 
striking out paragraph (1) and by red.es• "(3) BARTER KXCHANGE.-The ~ 'barter 
ignating paragraphs /2) and (3) ru para- ezchange' meana any organi2ation of mem
graphs (1J and (2), re$1Jectively. ben providing property or services who 

tBJ Subparagraph f BJ • of section Joinlly contract to trade or barter such prop. 
103AlcJfZ) (defining qualified mortgage erty or service&" 

(2) PENALTY.-Paragra.ph f 1J of section 
6678 (relating ta penalty for failure to fur-• 
nish certi:.in statements) is a1M7'..d.ed,.-

(AJ by inserting "6045(bl," after "6044(,e), ", 
and 

fBJ oy inserting "6045/aJ," after 
"6044 /aHtJ, ". 

(b) BARTER EXCHANGE TREATZD AS T',m,..D
PARTY RECOR.DKEJ!J>ER.-Para.gra.ph (3) oj aec
tion 7509(aJ (defining thtni.-party record,, 
keeper) is aw.ended by striking out "and." at 
the end of subparagraph ( EJ, by striking out 
the period at tJte end of subparagraph {7} 
and inserting in lieu thereof"; and.", and b-J 
adding at tke end tJtereof the fol.!owing mno 
subpara.g-ro.ph: 

"{GJ any barter e:xcha:nge fa.JJ .defined in 
:section 6045fcJ(3))." 

(c) E.FFECTIVE D ATES.-
• (1) SUBSECTION (C.).-The amendment. 

- made by subSY.iction (aJ shall take effect om · 
the date of th.e ,enactment of th.is Act, except 
tha.t-

(AJ regulations relating to reporting rnJ 
commodities and sec-..irities brokers shall be 
isaued u nder section 6045 of tJ,,e internal 
Revenue Code of 1954 fas amended by tlii& 
Act) within 6 month.3 aJter the date of t.Jie 
enactment of th.is Act, and 

(BJ such regulations shall _ not apply to 
transactions occurring before JanuaT]I 1, 
1983. 

f2J SUBSzcnoN <bJ.-The amendment& 
made b-y subsection fbJ shall · appl11 to sum
monses served after December 31, 1982. 
SE_C. 312.. _ INFORMATION REPORTING RZ

QUIREMENTS FOR PAYMENTS OF 
REMUNERATION FOR SERVICES ' 
AND DIRECT SALES. 

( a) GENERAL Ruu:.-Su.bpart B oJ part III 
of subchapter A of chapter 61 (relating to in-

. Jonna.ti.on concerning transactions w-it-1 
other persons) is amended by inserting alt.er 
section 6041 th.e foll,:iw-ing new section: 
0 SEC. 6041A. RETVRNS REGARDING PAYMENTS 

OF REMUNERATION FOP. SER.ii• 
ICES AND DIRECT SALES. 

"(a) RETUR.'IS REGAR.DING REMU?>'E1UT10lf 
FOR SER VJCES.-If-

"( 1) a-ny 3ervice-recipient engaged i n a 
trade or busines3 pays in the course of su.ch 
trade or bwi-nesa during any calendar year 
remuneration to any person for sennces per
formed by such. pe-rso-n, and 

"(2) tJie aggregate of 31.!Ch remuneration 
paid to s-uch. person during such calendar 
year is $600 or more, 
then the service-recipient shall make a 
ret-u.rn, according ta -the form:1 or rer;ulat-to-ru 
prescribed b-y tJ1.e Secref.a711, setting forth. the 
aggre9ate amount of such payments and til.e 
name and a.d.dresa of the recipient of s-uch 
payments. For purposes of tlte - preceding 
sentence, the term 'service-recipient' mean., 
the per3on for whom the service u pe-r
formed. 

" l b) DIRECT SALEs OF $5,000 OR MoRE.
"(1) IN GEl•fER.dL.-/f-
"(A) any person engaged in a trade or 

business i n the course of such trade or busi
ness during any calendar year sells consum• 
er products to any buyer on a buy-se.ll basis, 
a deposit-commission basis, or any similar 
basis whwh the Secretary prescribes b-y reg,-1.
lations, for re:,aie (b-y· th.e buye,: or anv 0th.er 
per.Jon) in the home or otherwise than in a 
permanent retail establishment, and 

"/BJ th.e aggregate amount of the sa.!es to 
such buyer during such calendar year i.J 
$5,000 or more, • 
then 3uch person shall make a return. ac
cording t-0 the fortr'.S or regulations pre• 
scribed by the Secretary, setting forth. the 
name and address of the buyer to whom 
~h sales are made.. 

"(Z) DETI.VmONs.-F01' z,urpose-1 of para
gra:ph (1)-
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,, "(A) BUY-SELL BASIS.-A transaction is on a "SEC. ~0S0E. STATE AND LOCAL "INCOME TAX "(BJ The name of the employee. 

buy-sell basis 1.1 the buyer performing the REFUNDS. "(CJ The amount al1-ocated to the employee 
iervices is entitled to retain part or all of "fa) REQUIII.EMENT OF REI'oll.TJNG.-Every under paragraph f3J for all payroll period.3 
the difference between the prtce at which the per.ran who, with respect to any individual, ending within the calendar year. 
buyer purchase8 the product and the price at during· any calendar year maku payment3 Any statement under this para.graph shall 
which the buyer sell3 the product as part or of refunds of State or local income taxes for be furnished to the emplayee during Janu
all of the buyer's remuneration for the serv- allows credit3 or offset3 with respect to such ary of the calendar year following the ca.Ie-n
ices, and taxes) aggregating $10 or more shall make a dar year for which such statement is made. 
• "(BJ DEPOSIT-COMMISSION BASIS.-A transac- return according to forms OT regulations "(3) EMPLOYEE ALLOCATION OF 8 PERCENT OF 
tion is on a deposit-commission basis if the prescribed by the Secretary setting forth the GROSS RECEIPTS.- ·-
buyer performing the services is entitled to aggregate amount of such payment3, credits, "(A) IN GENERAL-For purposes of para
retain part or all of a purchase deposit paid or offsets, and the name and addres.s of the graphs f1)(EJ and (2HCJ, the employer of a 
by the consumer in connection with the individual with respect to whom such pay- large food or beverage establishment shall 
tramaction as part or all of the buyer's re- ment, credit, or offset was made. allocate fas ti'Pll for puT1J08es of the require-
muneration for the services. "(bJ STATEMENTS To BE FURNISHED TO INDr- ment3 of this subsection) among employees 

"(c) CEI/.TA.IN SERVICES NOT [NCLUDED.-No VIDUA.LS WITH REsPECT TO WHOM INFOR.MA..TION performing services during any payroll 
return &hall be required under subsection (a) Is FURNISHED.-Every 'Per:lon making a period who customarily receive tip income 

~ or fbJ iJ a statement with respect to the serv- return under ,ubsection fa) shall furnish to an amount equal to the excess of-
ices is required to be furnished under sec- each individual whose name is set forth in "fiJ 8 percent of the /lTOSS receipts (other 
tion 6051, 6052, or 6053. 8UCh return a written statement showing- than nonallocable receipt3) of :such estab-

"f dJ APPLICATIONS TO GoVERNMRNTAL • "(l) the name of the state OT political sub- lishmentfor the payroll period, over 
UNITS.- _ division thereof. and - "(ii) the aggregate amount reported by 

"(1J TREATED AB PERSONS.-The term "(2) the aggregate amount shown on the such employees to the employer under sub-
'person• inclu.du any governmental- • unit ~~~~J:efunds, credits, and offseu to the section faJ for such period. _ 
(and any agency or instrumentality thereof). The written statement · required... under the "(BJ METHOD OF A.LLOCA.TION.-The ernploy-

"(2) SPECI.AL 11.ULES.-ln the case of any preceding sentence shall be furn-tshed to the er shall allocate the amount under ,ubpara
payment by a governmental entity or any individual during January of the calendar graph (A/-
agency or instrumentality thereof- "fil on the basis of a good faith agreement 

"(AJ subsection (aJ shall be applied with- year following the calendar year for· which by the employer and the employees, or 
• the• Teturn under sub:section f aJ was made. • 

out regard to the . trade .or business .-require- ."fcJ PERSON DEFINED.-For-purposesof thur "fiil in the absence of an agreement under 
.~ .,. :_ ment contained therein. and. . .• . •-,.-- ,-,._term ...,,__, mea~• ,,._ -""'-er clause fiJ, in the manner determined under 

"(BJ..any return under this section-shall bl!' _._ • ..,,.,. .,__ -- -•"v,.- •- ,.,_ UJJM, regulations prescribecl by the Secretary; 
. __ ..,_ ,.,., ,,._ -""'~er 0 ¥.em'"'~•aa '"-•,.ng con- 01' employee having control of the payment "fC'' ,,.._ 

,,......., vy uu:._ UJJ.., , • .,,..,,,= tW.v• of the ·retu,ncl.3· (OT the allowance· of the cred• , .1.n,:, SECRETARY· MAY· LOWER THE PER•:' 
.,;·,:-, troZ of the payment OT appropriately desig- ita .. or offsets)- OT the person afJ11TO'.PTiately CENT.A.GE 11.EQUlR.ED TO BE .ALLOCA.TED.-The 
. ... '- -nated, for the purpose, of making such return. designated for purposes of this section:.,~ .-. . Secretary ma11 reduce fbul not be"lau? 5 pef'-· 

. "(e) STATEMENTS To BE FUll.NlSHED TO PER- (b}, CoNFORMING AMENDMENT.-The, table of cent) the percentage of gross receipt3 re--
SONS W1771 REsPECT TO WHOM INFOR.MA..770N Is section&-for subpart B of part~III of sub- quired- to be- ~ -under ,ubpara!lf'!1,:r,h. -
REQUIRED To BE .FURNISHED.-Every person . . chapter A of . chapter. 61 is. amended" by ._ (A) where he determines that the ?eTC~tage 
required to make a · return . under subsection adding at. the end thereof the following new of · gross receipts constituting tips ts lea& 
faJ or fbJ shall furnish to each 'I)eTllon whose. item.:· . . ~· .,: -_-,.,. than 8 percent. _ 
name is required to be set forth in such - • "(4) LARGE FOOD "OR BEVERAGE ESTABLISH· 
return a written statement showing- "Sec. • 60SOE. State and local income ta:i: re- MENT.-For purposes of this subsection, the 

"f1J the name and addres.s of the per.ran re- .. . funds-" • term 'large food or beverage establishment' 
quired to make such return, and means any trade or lnµriness for portion 

"(2J in the case of subsection (aJ, . the ag- fcJ • EFTECTTVE DATE.-The amendments thereof)- • 
. gregate amount of payments to the person made by this section shall apply to pay- "(AJ which provides food or beverages, 
required to be shown on such return. ments of refuncl.3, and credits and offsets "(BJ with respect to which the ti1J'Ping of 
The' written statement required under the made, a.Jter December 31, 1982• employees serving food or beverages by cus-
:r,receding sentence shall be furnished to the SEC. 314. EMPLOYER REPORTING" WITH RE- tamers is customary, and 
'I)eTllon on or before-- JanuaTY 31 of the year SPECT TO TIPS. "(CJ which normally employed more than 
following · the calendar year for which the fa) IN GENERAL.-Section 6053 (relating to 10 employees on a t111)ical business day 
return tinder subsection fa) ioas made. reporting of tips) is amended by adding at during the preceding calendar year. 

'.'ff) RECIPIENT To FURNISH NAME, ADDRESS, the end thereof the following new subsection: For purpwes of subparagraph (CJ, rules sim-
AND IDENTIFICA.770N . NUMBER; INCLUSION ON "(c) REPoRTING REQUIREMENI'S RELATING TO ilar to the rules of ,ubsections-(a) and {b) of 

.. RrruRN.- • - - CERTA.IN LARGE FOOD OR. BEVERAGE EST.AB- section 52 shall. apply under regulations pre-
"(1) • Ful1.NTsHIN<J'- OF · INF011.M.A.770N.-Any . • USHMENI'S.- • - • - • scribed by the Secretary. 

• "(1) REPoR.T TO SECRET.A.RY.-ln the case of 
• :·-- penon with respect to whom a return OT • a large food OT beverage establishment, each "(SJ EMPLOYER NOT TO BE LU1JLE FOR WRONG 

statement is required unde?;: this section to ALLOCATIONs.-The employer• shall not be 
• -be made by anotl_l.er person shall furnish to employer shall report to- the Secretary, at liable to any ~on -iJ. any amount i8 im-

such time and manner-as the Secretarv may nder 11, 
-· iluc1i other per.son his name. address, and prescribe by regulation, the following in/or- properly allocated. u • paragrap • 

-- identification number at such time and- in -mation with respect to ea.ch calendar yeq.r: f 3HAHiiJ if such allocation • is done in • a,c;;, 
_·· such manner as the Secretary may prescribe "(AJ The gross receipts of such· establish- cordance with the regulations • prescribed 

I . - --- by regulations. ment from . the provision of food' and bever~ under paragraph (3)(A)(ii). 
_ '., - . "(21 INCLUSION ON'-ll.ETURN;-The person to "(6) NONALLOCABLE RECEIPTS DEFINED.-For- • . "'. - ages (other than nonallocable receipts). · , al 

.-:, . .. /-- whom an identification number is furnished "(BJ The aggregate amount of charge re- puT1)08e8 of this sebsection, the term non -
.: under paragraph fV ~ include sue!' ceipts (other than nonallocable receipts). . 1-ocable receipts' meam receipts which are 

... •,, . • number on any return wht;eh-suc!', person u "(CJ The aggregate-amount of charged tip$ allocable to- - • • -: 
_ .. .. require(l to file-- under· thu section and- to, shown·on such c/1.11:rge receipt& , _ .. • "(AJ carryout sales, or ., . 

• •. ,. which such identification nu:71-ber relates." "(DJ. The sum of- . _ - - -,. - ,. -- • _ • - "(BJ services with respect to which a sen,--
, :-- (b) PENALTY' FOR FAILURE TO FILE STATE- · "(i) the aggregate amount reported by em- ice•charge of 10 percent OT more is added. .: • 

i 

,,~- -- ~-Section ~678(1) (Telating to failure to- ployees to the employer under fflbsection "(7) APPLICATION TO NEW BUSINESSES.-The 
- --- file statement) .ts amendeci;... • • (aJ, plus . -- Secretary shall prescribe regulations for the · 

_ . _ ( 1) by inserting ._ . "6041A(eJ," after: "fiiJ. the. a.mount · the· employer is required application of this subsection to new busi· 
,.~-.-:.._~ "6041fdJ,'~and --·.-- .- • •. :.: -. --toreportund.er11ection6041withrespectto nesses." • 

- • (2) by imerting "6041A(a) _ OT (b);'' after· service charges of less than 10 percent. . (b) PENALTY FOR FAILURE To FURNISH STA.TE• 
' --... . "6041(aJ, ". • . - • • • "(EJ With respect to each employee, the MENT.-Subparagra.ph (DJ of section 6678(3) 

--~- fc) EFFECTIVE DATE.-The amendment3 amount allocated to such employee under is amended by striking out "section 6053fbJ" 
made by this section . shall apply to pay- paragraph ( 3). - and inserting in lieu thereof "subsection fbJ 

.-· ments and sales .. made· after December 31, "(2) FUl1.N1SHING OF ST.A.TEMENI'" TO EMPLOY- OT (c) of section 6053(c). " 
'-·~, ,: 1982. - - -, . - EES.-Each employer described in paragraph (c) STUDY OF TIP COMPLIA.NCE.-The Secre-

----·· SEC. 313. STATE AND LOCAL INCOME TAX RE-- (1) shalf furnish, in such.manner as the Sec- tary of the Treasury OT his delegate shall 
FUNDS. retaro may prescribe by regulation.!, to ea.ch submit before January 1, 1987, to the Com-

fa) . IN GENEJUL.-Su.bpart B of part III of employee of the large food or beverage estab- mittee on Ways and Means of the House of 
ll'Ubchapter A of chapter 61 (relating to in/or- lishment a written statement for each calen- Representatives and to the Com:nittee· on Fi

{•, mation concerning tramactions -with -other ctar year showtng·thefollowing information: 11f-Lnce of~ Senate a N!1}0rt with respect to 
•:::_~ persons/ is amended by. adding at the· end· -"fAJ --The name and -add.ress ·oJ such em- . ti11 compliance in the food· and beverage 
- --.'.,. thereof thefoll<nof,ng new section:, , --• - :r,lo11er. ._ .,, , • : -:- service industry. Such atud.11 shall include, · 

_. t '•, .. ~ 
!"',...~-·· t 
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lmt not be limited to. an analysi3 of tipping 
patterns, tip-sharing arrangements, and tip 
compliance pattern:;. 

(d) CONFORltIING AMENDMENT.-The last sen
tence of section 6001 (relating to notice or 
regulations req,liring records, statements, 
and special returns) is amended by inserting 
•~ recordJ nec=ary to comply with section 
6053/cJ," after "charge receipts". 

(el EFFECTIVE DATES.-
(1) IN GENERAL.-The amendments made by 

this section shall apply to calendar years be
ginning after December 31, 1982. • 

(2) SPECIAL RULE FOR 1983.-FOT purposes of 
section 60543/c) of the Internal Revenue 
Code of 1954, in the case of payroll periods 
ending be/ore April 1, 1983, an employer 
must only report with respect to such peri
ods-

(AJ amounts described in subparagro.phs 
(AJ, (BJ, IC), and ID) of section 6053/cHlro/ 
such Code, and 

(BJ the name, and identification number, 
W<Lges paid to, and tips reported. by, each 
tipped employee. 

PART II-PROVISIONS TO IM.PROVE 
REPORTING GENERALLY 

SEC. 315. INCREASED PENALTIES FOR FAIL
URE TO FILE INFORMATION 
RETURN OR TO FURNISH STATE-
MENT. • 

(aJ IN GENERAL.-Subsection fa) of section 
6652 fr.elating to failure to file certain infor
mation retu~ etc.) is amended to -read as 
follows: 

"(a) RET'URNs REuTJNG TO INFORMATION AT 
SOURCE, PAYMENrS OF DIVIDENDS; ETC., AND 
CERTAIN 'I'RANsFERs OF STOCK.-

"(1) IN GENERAL.-ln the case of each fail
ure-

"fAJ to file a statement of the amount of 
payments to another person required by-

"(i) section 6041 (a} or (b) (relating to cer
tain information at source/, 

"(ii) section 6042{a)(1J /relating to pay
ments of dividends), 

"(iii) section 6044/a)(1J (relating to pay
ments of patronage dividends), 

"(iv) section 6049(aJ /relating to payments 
of interest), 

"(vJ section 6050AfaJ (relating to report
ing requiremenls of certain fishing boat oir 
eratorsJ, or· 

"(vii section 6042(e), 6044/fJ, 6049/e), or 
6051/aJ (relating to in.formation retunu 
with respect to income t= withheld.), or 

"(BJ to make a return required. bY-
"fiJ subsection fa) or {bl of section 6041A 

frelating to returns of direct sellers), 
"(ii) ·section 6045 /relating to retunu of 

brokers), 
"(iii) section 6052/aJ (relating to reporting

payment of wages in the form of group term 
life insurance), or • 

"/iv) section 6053/c)(tJ (relating to report
ing with respect to certain ti1J$J, 
on the date prescribed there/or {determined 
'With regard to any extension of time for 
filing), unless it is shown that such failure is 
due to Tea3onable cause and not to wiliful 
neglect, tJiere shall be paid (upon notice and 
demand by the Secretary and in the same 
manner as taxi, by the person failing to file 
a statement referred to in subparo.graph (AJ 
or failing to make a return re/erred to in 
subparagraph IBJ, $50 for each s·uch failure, 
but the total amount imposed on the delin
quent person for all such failures during any 
calendar year shall not exceed $50,000. , 

"(2} PENALTY IN CASE OF INTENTIONAL DISRE• 
GA.11.J).-[f 1 or more failures to which para
graph./ 1) applies are due to in,lenti.fmal d_is• 
regard of the filing requirement. Lil.en with 
respect to such /ail·ures-

"(AJ the penalty imposed under paragraph 
(1) shall not be Lesa than an amount equal 
to- -

"(iJ in the case of a return not described in 
clauses Iii) and (iii), 1 O percent of the aggre
gate amount of the items required to be re-
ported., . 

"(ii) in the case of a return required to be 
filed by section . 6045, 5 percent of the gross 
proceeds required to be reported., and 

"(iii) in the case of a return required to be 
filed by section 6041.AfbJ, $100 for each such 
failure, and 

"(BJ the $50,000 limitation under para
graph (1) shall not apply." 

(b) [NCR.EASE IN ADDJTJON TO TAX FOR FAIL
URE To FILE CERT.AIN RETuRNs OR STATE,VENTS 
IN CONNECTION WITH Pl.ANS OF DEFERRED 
CoMPENSATJON.-Subsection ff) of section 
6652 (relating to information required in 
connection with certain plans of deferred 
compensation) is amen.de~ 

IV by striking out "$10" and inserting in 
lieu thereof "$25", and 

(2) by striking out "$5,000" and inserting 
in lieu thereof "$15,000". 

(c) INCREASE IN CIVIL PEN.ALTY FOR FAILURE 
To FURNISH CERTAIN STATEMENTS.-Section 
6678 (relating to failure to furnish certain 
statements) is amended-

IV by striking out "$10" and inserting in 
lieu thereof "$50", and 

(2) by striking out "$25,000" and inserting 
in.lieu thereof "$50,000". , 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall awl11 1Dith respect 
to returns or statements the ·due date for the 
filing of which /without regard to exten
sions) is after December 31, 1982. 
SEC. 316. INCREASE IN CivIL PENALTY ON 

FAILURE TO SUPPLY IDENTIFY
/NG NUMBERS. 

• {a) IN· GENERAL.-Subsection (a) of section 
6676 /relating to failure to supply identif'!J
ing numbers/ is amended to read as follows: 

"{a) CIVTL PENALTIES.-

"(1/ IN GENER.AL.-[/ any PeTl!On who is re
quired by regulations prescribed. under sec
tion 6109-

"fAJ to include his taxpayer identijication 
number in any return, statement, or other 
document, 

"(BJ to furnish his taxpayer identification 
number to another person, or 

"(CJ to include in any return, statement, 
or other document made 'With respect to an
other person . the taxpayer identification 
number of such other person, 
Jails to comply with such requirement at the 
time preseribed by such regulations, such 
person shall, unless it is shoto:n that such 
failure is due to reasonable cause and not to 
willful neglect, pay a penalty of $5 for each 
such failure described in subparagraph (AJ 
and $50 for each such failure described in 
subparagraph (BJ or IC}, except that the 
total a=unt imposed on such person for all 
such failures during any calendar year shall 

• not exceed $50,000. 
"(2) TAXPAYER IDEN'ITFICATION NUMBER DE· 

FINED.-The term 'taxpayer ident'ifieation 
number' meam the identify-1.ng number as
signed to a person under section 6109." 

lb) EFFECTIVE DATE.-The amendments 
made by this section shall apply With respect 
to returns the due date for the filing of 
which (without regard to extensions) is after 
December 31, 1982. 
SEC. 317; EXTENSION OF WITHHOLDING TO 

CERTAIN PAYMENTS WHERE IDEN
TIFYING NUMBER NOT FUR
NISHED OR INACCURATE. 

(a) IN GENERAL.-Section 3402 /relating to 
withh.olding at source/ is amended by 
adding at the end thereof the following new 
subsection: 

"(s) EXTENSION OF WITHHOLDING TO CERTAIN 
PAYMDrTS WHERE IDENTIFYING NUMBER NoT · 
FURNISHED OR INACCURATE.-

"( 1) IN GENERAL.-!/, in the case of a.ny 
backup withholding payment-

"IA) the payee fails to furnish his taxpayer 
ident'ifieo.tion number to the payor, or 

"(BJ the Secretary noti/ie11 the payor that 
the number /uT11.ished by the payee is incor
rect, 
then the payor shall deduct and Withhold 
from such payment a tax equal to 15 percent 
of such payment. 

"(2) PERIOD FOR WHICH WITHHOLDING IS IN 
EFFECT.-

"(A) FAILURE TO FURNISH NUMBER..-In the 
case of any failure described . in subpara
graph fAJ of paragraph (1), paragraph (1) 
shall apply to any backup withholding pay
ment made during the period during which 
the taxpayer ident'ijication number has not 
been funtished. 

"(BJ NOTJFICATION OF INCORRECT NUMBER.
In any case where there is a notification de
scribed in s-u.bparagraph (BJ of paragraph 
(1/, paragraph 111 shall appl11 to any backup 
Witltholding payment made-

"fi) after the close of the 15th day after the 
day on which the payor was so notified, and 

"(iii before the payee furnishes another 
taxpayer identification number. 

"(CJ 15-DA Y GRACE PERIODS.-
"(i) A.rn:R CORRECTION.-Unless the payor 

otherwise elects, paragraph fl) shall also 
apply to any backup withholding payment 
made after the close of the period described 
in subparagraph (AJ or (BJ fa:, the case may 
be) and before the 16th day after the close of 
such period. 

"(iii Arn:R NOTIFTCA'ITON.-[f the payor so 
elects, paragraph /1) shall also apply to any 
backup 'Withholding payment made · during 
the 15-day period described· in clause (ii of 
subparagraph (BJ. 

"(3) BACKUP WlTHHOWING PAYME/VTS.-
"(A) IN GENERAL.-For purposes of this sub

section, the term 'backup withholding pay
ment' means any payment of a kind., and to 
a payee, required to be shown on a return re• 
quired under-

"fiJ section 6041 (al or (bl /relating to cer
tain information at source), 

"fiil section 6041Afa) (relating to returns 
regarding payments to nonemployeesJ, 

"(iii) section 604UaJ /relating to pay
ments of dividends), 

"(iv) section 6044 /relating to returns re• 
garding patronage dividends) but only to 
the extent of payments of money, 

"fvJ section 6045 (relating to returns of 
brokers4 • 

"{vi) section 6049/aJ frel4,ting to payments 
of interest), or 

"(viii section 6050A (relating to reporting 
requirements of certain fishing boat opera
tors), but only to the extent of ]W.yments of 
the proceeds of the catch. 

"(BJ SPECIAL RUU:.-For 1'1).rposes of this 
subsection, the determination of -whether 
any payment is of a. kind required to be 
shown on a return described in subpara
graph (AJ shall be made uri.tJ>.out regard.to 
any minimum amount which must be paid 
before a ·return is required. 

"(4) PAYMENTS MUST AGGREGATE $6011 BEFORE 
WITHHOLDING REQCllRED FROM PAYMENTS DE· 
SCRIBED IN SECTION 604UaJ OR 6041A.-ln the 
case of any payment which is of a kind re
quired to be shown on a return required 
under section 6041(a/ or 6041A(a) and whiclt 
is made during any calenaa.r year, no 
amount shall be deducted and withheld with 
respect to 3uch payment unless-

"(A) the aggregate amount of such pay
ment and a.a prevwus such payments to the 
payee involved during such. calendar year 
equals or e:xceeds $600, 

"(BJ the payor was required under section 
6041(a) or 6041A(aJ to file a return for the 
::,reced.ing calendar year with ~pect to pay
ments to the payee involved, or 
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"(C) during the preceding calendar year SEC, 318. MINIMUM PENALTY FOR EXTENDED knows OT has reason to know is false or 

the payor made . backup withlwlding pay- FAILURE TO FILE. 
ments to the payee with respect to which (al IN GENERAL.-Subsection rar of section fraudulent as to any material matter, or 
amounts were required to be deducted and 6651 (relating to fai.Iure to file tax return or "(BJ a gross valuation overstatement as to 
withheld under paragraph (1). to pay taxi is amended by adding at the end any material matter, 

"(5) DEFINITIONS AND SPECIAL RULES.-For thereof the following new sentence:· shall pay a penalty equal to the greater of 
., n. · b t $1,000 or 10 percent o' the "ross income de-purposes o, w•tS su sec ion- "In the case of a failure to file a return of ~ " 

"(Al . OBVIOUSLY INCORR£CT NUMBER.-A ta.x imposed by chapter 1 within 60 days of rived or to be derived by such person from 
P'!Yee shall be treated M failing to furnish the date Pre8cribed for filing of such return such activity. 
hu taxpayer identification number if the (determined with regard to any extemions "(bl RULES REI.A.TING TO PENALTY FOR 
_number furnished does not contain the of time for filing), unless it is shown that GROSS VALUATION OVERSTATEMENTS.-
z,roper number of digits. such failure is due to reasonable cause and "(1) GROSS VALUA770N OVERSTATE.'t!ENT DE• 

"(BJ PAYEE T(JRJ,,7SHES 2 INCORBECT NUM• not due to wiUfu( neglect, the add-ition to TINED.-For purposes of this section, the term 
BERS.-1/ the payee furnishes a payor 2 in- ta.x under paragraph (1/ shall not be less 'grws valuation overstatement' means any 
correct numbers, the payor shall, after re- than the lesser of $100 or 100 percent of the statement as to the value of any property or 
ceiving notice of the second incorrect amount required to be shown as ta:e on such services iJ-
number, treat the payee as not having fur• return." • "(Al the value so stated exceeds 200 per
nished • another ta.xpayer identification (bl CONFORMING AMENDMENTS.-Section cent of the amount determined to be the cor: 

- number under paragraph f2HBHiiJ until the . 6651 (c)(1J (relating to additions under in.ere reel valuation, and 
day on which the payor receives notiJication than one paragraph) is amended- "(BJ the value of such property or services 
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from the Secreta,rv that a correct taxpayer (11 by adding at the end of subparagraph is directly related to the amount of any de-
identification number has been f urnished. (Al the following...new sentence: "In ·any case duction or credit allowable under chapter 1 

"(CJ EXCEP170N FOR PAYMENTS TO CERTAIN described in the last sentence of subsection to any participant. 
PAYEES.-Paragraph (1/ shall not apply to fa/, the amount of the addition under para- "(21 AUTHORITY TO WAIVE.-The Secretar11 
any payment made to- • graph (11 of subsection (al shall not be re- may waive all or any part of the penalty 

"(ii the United States fas defined in sec- duced under the preceding sentence below provided by subsection· (al with respect to 
tion 3455faH3)J, the amount provided in such last sentence.•~ any gross valuation overstatement on a 
. "fiiJ any State fas defined in section and _ __ showing that there was a reMonable basu 

3455(a}(2JJ, . (21 by inserting "(determined without for the· valuation and that such valuation 
"(iii/ an organization which is exempt regard to -the last sentence of such subsec-- was made in good faith. .. • 

from taxation under section 501fa/, • tion)" . after· "paragraph (1) of subsection •• '_'(c) PENALTY IN ADDrrlON ro OTHER PEN.4Le 
. . "(iv) any foreign government fas defined (a)"in subparagraph (BJ. TIES.-The penalty · imposed by this section 
in section 3455faH4JJ or international orga- (c) EFJ'EC'I'IVE DATE.-The amendments shall be in addition to any other penaltJI 
nization fas defined in section 3455(a){5JJ, made by this. section shall apply to- returns - provided by lay,." . . - : . • 
OT • the due date· for filing of which (including (bl Cuiuc.a AMENDMENT.-The table of sec-t.:::l. any other per:son· SfJeclfied. in regu,la,- exteniionsJ is after December 31, .1982. . tions for subchapter B of chapter 68 i& 

"(DJ TAXPAYER IDENTIFICATION NUMBER.- · SEC. 319. INFORMATION RETURNS. amended by adding at the' end thereof the 
The term 'taxpayer ident"'ication. number' Section_ 6011 (relating to general require- following new item: • • ? 

"· • ment.of return, statement, or list) is amend- '"'ec. • 
means the identifying number cissigned to a ed...,, redesi,,.,nting s··"·--t•~ fe) N• s••"·ec- .,, 6700. Promoting abusive ta:e shelten, 
penron under section 6109. uy ,,,_ ·~ ~·· ...., ~= etc." 

"(E) AMOUNTS FOR WHICH WITHHOLDING OTH• tion (f) and by inserting after subsection (d) 
Ell.WISE RZQUIRED.-No tax shall be deducted the following ne1D subsection: 
OT -withheld under this subsection with re- "(e) REGULATIONS REQUIRING RETuRNs ON . 

MAGNETIC TAPE, ETC.-The Secretary shall 
spect to any amount for which -withholding prescribe regulations providing standard.a 
i3 othen.Dise required by this title. 

u(F) EXEMPTION WHILE WAJTING roR for determining which returns must be filed 
on magnetic media or in other machine-rea

NUMBER.-The Secretary shall prescribe regu- dable form. The Secretary may not require. 
lations for exemptions from the tax imposed ., 
by paragraph (1) during periods during returns o, any ta:e imposed by subtille A on 

individuals, estate&, and trusts to be other 
which a peT8on is waiting for receipt of a than on paper forms rupplied by the Secre
taxpayer identification number. 

"fGJ NoMINEEs.-In the case of a backup tary. In prescribing such regulations, the 
Secretary shall take into account (among 

withholding payment described in clause (ii other r~ant factors) the ability, of the ta:e
or fvl of paragraph (3HAJ to a nominee; in payer to comply at a reasonable CO$t With 
the manner provided in regulations, both 
·the· nominee and the ultimate payee shall be such a filing requirement." • . - •• , • 
treated as the·payee. . SUBTITLE C-ABus.rvi TAX SHELTERS, ETC.; 

"(HJ REQUIREMENT OT .NOTICE TO. PAYEE.- SUBSTANTIAL UNDERPAYMENrS; FALSK Docu-
Whenever the Secretary notiJi,es· a payor MENTS; FRIVOLOUS RETURNs 
under paragraph (1){BJ that the taxpayer PART I-ABUSIVE TAX SHELTERS, ETC. 

-identification number furnished by any SEC. 320. PENALTY FOR PROMOTING.ABUSIVE 
payee is incorrect, the Secretary shall at the TAX SHELTERS. ETC. . . • 
same time furnish a copy of =h notice to fa) GENERAL RULE.-Subchapter B o/ chap. 
the paJIOT, and the payor shall 1)1'0mptry fur• ter 68 (relating to assessable· penalties/ is 
nish such copy to the payee. • amended by adding at the end thereof the 
. "(II REQUIREltlENT OF NOTICE TO . SECRE• following new section: 

TARY.-IJ · the · Secretary nof;ifies 4 payor "SEC. 6700. PROMOTING ABUSIVE TAX SHEL-
- under paragraph (1)(B) that the . taxpayer TERS, ETC. . 

identification number furnished by any "(a) IMPOSITION OF PENALTY.-Any person . 
payee is incorrect and such payee subse- • who- • •• • • 
quently furnishu another tax-payer ide-ntifi- "f1HAJ organizes for assists in the organi-
cation number to. the payor, the payor· shall 2ation of/- , . • -
promptly noti/11 the Secretary of the other "(ti a partnership or other entity, 
ta.xpayer identification number so fur- "(iii any investment plan or arrangement, 
nished.. or • • •• 

"(J) CooRDiNATION WITH OTHER SECTIONS.- "(iii) any other plan OT arrangement, OT 
For purposes of section 31., thi& chapter "(BJ participates in the sale of any inter-
(other than subsection fnJ of thi& section/, est in an entity or plan or arrangement re
and so much of subtitle F (other ·than sec- ferred to in subparagraph fAJ, and 
tion 7205/ as relates to this chapter, pay-_ "(2/ makes or furnishes fin connection 
ments • which are subject to withholding with such organization or saleJ
under this subsection shall be treated as if "(Al a statement with respect to .the 
they were wages paid by an employer to an allowability of any deduction or credit, the 
employee." excludability of any income, or the secv.ring 

fbJ EFFECTIVE DATE.-The amendments of any other tax benefit by reason of holding 
made by subsection (a) shall apply to pay- an interest in the entity or participating in 
ment& made after December 3,, 1983; the plan or arrangement which the penon 

(c) EFFECTIVE DATE.-The amendments 
made by thu section shall take effect on the 
day after the date of the enactment of this 
Act. 
SEC. 321. ACTION TO .ENJOIN PROMOTERS OF 

ABUSIVE TAX SHELTERS, ETC. 
fa/ GENERAL RULE.-Subchapter A of chap. 

ter 76 (relating to civil actions by the 
United States/ is amended by redesignati7t,g 
section 7408 as section 7409 and by insert
ing after section 7407 the following new sec
tion: 
"SEC. 7408. ACTION TO ENJOIN PROMOTERS 

OF ABUSIVE TAX SHELTERS, ETC. 
"fa) AUTHORITY To • SEa lNJuNCTION.-A 

civil action in the name of the United States 
to enjoin any 1)eTSon from.further engagin,c 
in conduct· s-rd,ject to penalty under section 
6700 (relating ·to penalty-for promoting abu• 

.nve ta:e shelters, etc.I may be. commenced at 
the- request of the Secretary. Any action 
under thi& section shall be brought in the 
district court of the United States for the 
distrtct in which such person resides, has his 
principal place •of business, or has engaged 
in conduct subject to,•penalty under section 

· 6700. The court may·e:rereise its jurisdiction 
over such action (as pro-vided in section 
7402(a))•sepa,rate and ·apart from any other 
action brought by the United States against 
auchpenon. 

"(b) ADJuDICATION' AND DECREE.-In any • 
action under subsection fa), if the court 
fi,nds-

"(1) that the penon has engaged in any 
conduct subject to penalty under section 
6700 (relating to penalty for PT011'.0ting abu
sive ta:x shelters, etc.I, and 

"(21 that in.iUnctive relief is appropriate to 
prevent recurrence of such conduct, 
the court may enjoin such person from en
gaging in such conduct or in any other ac
tivity subject to penalty under section 6700. 

'.'(c) CITIZENS AND RzslDENTS OUTSIDE THE 
UNITED STATES.-1/ any citizen OT resident of 
the United States doe3 Mt reside in, and 
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does not have his principal place of business 
in, any United States judicial district, such 
citizen or resident shall be treated for pur
poses of this section as residing in the Dis• 
trict of Columbia." 

(b) CLERICAL AMENDMENT..:....The table of sec
tions for subchapter A of chapter 76 is 
amended by striking out the last item and 
inserting in lieu thereof the following: 

"Sec. 7408. Action to enjoin promoters of 
abusive tax shelters, etc. 

"Sec. 7409. Cross references." 

"Sec. 6703. Rules applicable to penalties 
under sections 6700, 6701, and 
6702." 

(c) EFFECTIVE DATE.-The amendments 
made by th.is section shall take effect on the 
day after the date of the enactment of this 
Act. 
PART II-SUBSTANTIAL lINDERPA YMENT; 

FALSE DOCUJ/ENTS; FRIVOLOUS RETURNS; 
ETC. 

SEC. 323. PENALTY FOR SUBSTANTIAL UNDER• 
, STATEMENT. 

(c) EFFECTlVE Di!.TE.-The amendments (a) IN GENERAL.-Subchapter A of chapter 
made by this section shall take effect on the 68 (relating to additions to ta.x and addi• 
aay after the date of the enactment of this tional a=nbJ is amended by redes
Act. ignating section 6661 as section 6662 and by 
SEC. 322. PROCEDURAL RULES APPLICABLE inserting a.fter section 6660 the following 

TO PENALTIES UNDER ·SECTIONS new section: . • 
6700, 6701, AND 6702. "SEC. 6661. SUBSTANTIAL UNDERSTATEMENT 

(a) GENERAL RULE.-Subchapter B of chap- OF LIABILITY. .-
ter 68 (relating to assessable penalties) . is "(a) ADDITION TO TAX.-[f there i3 a sub-
amended by adding at the end thereof the stantial understatement of income ta:.c for 
following new section: any taxable l!eQ.r, there sh.all be added to the 
USEC. 6703. RULES APPLICABU TO PENALTIES tax an amount equal to 10 percent of the 

UNDER SECTIONS 6700, 6701, AND amount of any underpayment attributable 
6702. to such understatement. 

"la) BURDEN OF PROOF.-ln any proceeding "(b) DEFINITlON AND SPECIAL RULE.-
involving the issue of whether or not any , "(11 SUBSTAN17A.L UNDERSTATEMENT.-
peTSon is liable for a penalty under section "(AJ IN GENERAL.-For purpose3 of this aec-
6700, 6701, or 6702, the burden of proof with tion, there i8 a substantial undentatement 
respect to such issue shall be on the Secre• of income tax for any ta:.cable year if the 
tary. a1'n0Unt of the understatement for the tax- . 

"(b) DEFICIENCY PROCEDURES NOT To able year exceeds the greater of-
APPLY.-Subchapter B of chapter 63 (relating "(i) 10 percent of the tax required ·to lie 

_ to deficiency procedures) shall not apply shown on the return for the ta:table year, or 
·with respect to the assessment or collection "(ii) $5,000. 
of the penalties provided by sections 6700, "(Bf· SPECIAL RULE FOR CORPOR.A770NS.-[n 
6701, and 6702. the case oJ a • corporation other than an 

"(c) EXTENSION OF PERIOD OF COLI.ECTION electing 817la.lZ bu8ine33 corporotion (as de
WHERE PERSON PAYS 15 PERCENT or PENAL- fined. in ,ection 1371fb)) or a pen<mal hold-
TY.- · ing company (aa defined in ,ection 542), 

"(1) IN GENERAL.-[/, .within 30 days after para.graph (1) &hall be applied by substitut
the day on which notice and demand of any ing '$10,000' for '$5,000'. 
penalty under section 6700, 6701, or 670Z i8 "(2) UNDEII.STATEMENT.-
ma.de against any person, such person pays "(A) IN GENERAL.-For PUTPOSe3 of pam-
an amount which is not les8 than 15 percent graph (1), the term 'understatement• means 
of the amount of such. penalty and files a • the exceu of-
claim for refund of the amount so paid, no "Ii} the amount of the ta:.c ·requir;ed to be 
levy or proceeding in court for the collection ahow11 on the return for the taxable year, 
of the remainder of such penalty shall be OT)ef' • 

made; begun, or prosecuted until the final "(ii) the amount oJ the ta:.c impqsed which 
resolution of a proceeding begun as pro- u &hown on the return. 
vided. in paragraph (2). Notwithstanding the "(BJ REiJUC'rION FOR UNDERSTATKMENT DUI!/ 
provisions of section 7421/a), the beginning TO POSTI'ION • or TAXPAYER OR DISCLOSED 
of such proceeding or levy during the time ITEM.-The amount of the understatement 
such prohibition i3 in force may be enjoined under 311.bparagraph I A) shall be reduced by 
bv a proceeding in the ::,ro::,er court. that porlum of the 11.ndentatement 'Which. i:J 

"(2) PERSON MUST BB.ING SUIT IN DISTRICT attributable to-
COURT TO DETERMINE HIS LIABILITY FOR PENAL- "(i) the tax treatment of any item by the 
TY.-[/, within 30 day& after the d.ay on ta:.cpayer if there is or was substantial au
which his claim for refund of any partial thortty for such treatment, or 
payment of any penalty under section 6700, • "fiiJ any iie7?1 with respect to which the 
6701, or 6702 i8 denied tor, if earlier, Within .: ' televant facts a.fleeting the item's tax treat• . 
30 days aJter the expiration of 6 month8 ment are adequately disclosed in the return 
after the day on which he filed the claim fqr or in a statement attached to the return. 
refund), the person/ails to begin a proceed- . "(CJ SPECIAL RULES IN CA$ES INVOLVING T..U:: 

ing in the appropriate United. States district SHELTERS.-
court for the determination of his liabilit11 "fi) IN GENERAL.-ln the case of any item 
for such penal.t11, paragraph (1) shall cease attrfbutable to a tax shelter-
to apply with respect to such penalty, effec• "(J) subparagraph fBHiiJ shall not apply, 
tive on the day following the clo.re of the ap-- and , 
plicable 30-day period referred. to in this "Ill) subparagraph fBHiJ shall not apply 
paragro.ph. unless fin addition to meeting the require• 

"(3) SUSPENSION or RUNNING OF PERIOD or . ments of such subparagraph) the taxpayer 
LIMITA710NS ON COLLECTION.-The running of reasonably believed that the tax treatment 
the period of limitations provided in section of such item by the ta:.cpayer was more likely 
6502 on the collection bv levy or by a pro- than not the proper treatment. 
ceeding in court in _respect of any penalty "fit) TAX SHELTER.-For purpo.sci of clause 
de3cribed in paragraph (1) shall be 3uspen~ (i), the term 'tax shelter' means-
ed for the period during which the Secretary "fl) a partnership or other entity, 
is prohibited from collecting by levy or a "III) any investment plan or arrangement, 
proceeding in court." or 

(bJ CLERICAL AMENDMENT.-The table oJ sec• • "fill} any other plan or arrangement, 
tums for aubchapter B of chapter 88 . is ii the principal purpose of such partnership, 
amended by adding at the end thereof the entity, plan, or arrangement i8 the avoid,-
/ollowing new section: ance or evcuion oJ Federal income ta.:r:. . 

"(3) COORDINATION WITH PENALTY IMPOSED 
BY SECTION 6659.-For purpose:; of delermin• 
ing the amount of the addition to ta;i; CZsi· 
se.ssed under subsection (a), there shall not 
be taken into account that portion of the 
substantial understatement on which a pen
alty is ·imposed under section 6659 (relating 
to additwn io tax in the case of valuation 
overstatements). 

"(c) AtmiORITY TO WA.IVE.-17;.e Secretary 
· may waive all or any part of the addition to 

ta.:x provided by this section on a showing by 
the taxpayer that there Wll3 reasonable cause 
for the understatement (or part thereof) and 
that the taxpayer acted. in good faith." 

(b) CONFORMING AMENDMENT.-The table of 
section& for 8'1J.bchapter A of chapter 68 is 
amended by striking out the last item and 
inserting in lieu thereof the following: 

"Sec. 6661. Substantial understatement of Zi· 
ability. 

"Sec. 6862. Applicable ru.le8." 
(c) EFFECTIVE DATE.-The amendment& 

made by this section shall apply to retum, 
the due date (determined. without regard to 
extension) for filing of which is after Decem
ber 31, 1982. 
SEC. 324. PENALTIES FOR DOCUMENTS UN• 

DER.STATING TAX LIABILITY. 
(a) GENERAL RULE.-Subchapter B of chap. 

• ter 68 (relating to a38essable penalties) is 
amended by inserting after section 6700 the 
follOwing new section: • 
"SEC. 6701. PENALTIES FOR AIDING AND ABET

TING UNDERSTATEMENT OF TAX 
LIABILITY. 

"(a) lMPOSITlON OF PENALTY.-Any person
"(1} who aids or·assisb in, procures, or ad· 

vises with respect to, the preparation or 
presentation of any portion of a returr., affi· 
davit, claim, or other document in connec• 
tion with any matter arising unaer the in• 
ternal revenue laws, 

"f2J who knows that such portion will be 
used in connection with any material 
matter arising under the internal revenue 
laws, and 

"f3J who knows that such portion (if so 
used) will result in an understatement of the 
liability for ta.:x of another person, 
sh.c.1.l 11a11 a penalt11 with respect to each such 
document in the amount dete-nnined. under 
subsection fbJ. 

''lb) AMOUNT OF PENALTY.-
"(1} IN GENERAL.-Except as provided in 

paragraph (2), the amount of the penalty 
imposed b11 subsection (aJ sh.all be $1, 000 . 
• "(2) CORPORATIONS.-[f the return, a.ffi,da

vit, claim, or other document relates to the 
t= liability of a corporation, the amount of 
the penalty imposed bv subsection fa) shall 
be $10,000. 

"(3) ONLY 1 PENALTY PEIi. PERSON PER 
PERIOD.-[f any person is subject to. a penal• 
ty under subsection fa) with respect to .any 
document relating to any taxpayer for any 
t=able period ( or where there is no taxable 
period, an11 taxable evenU, rnch person shall 
not be subject to a penalty under subsection 
(a) with. respect to any other document re
lating to such t=payer for such taxable 
period (or event). 

"(c) ACTIVITIES OF SUBOP..DINATES.-
"(1) IN GENERAL.-For purposes of subsec

tion fa), the-term 'procures' includ.es-
"(AJ ordering for otherwise causing) a sub

ordinate tc d.-0 an act, and 
"(BJ knowing of. and not attempting to 

prevent; participation by a subordinate in 
an act. , 

"(2) SUBOR.DINATE.-For purposes of para.
gro.ph fl), the term 'subordinate' means any 
other pers011 (whether or not a director, o//i· 
cer, • employee, or agent of the taxpayer in
volved) over whose activities the penon has 
direction, aupervinon, or controL 
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"(d) TAXPAYER NOT REQUIRED To H.AVE 

_ KNOWLEDGE.-Subsection (a) shall apply 
. whether or not the understatement is with 

the knowledge OT consent of the persons au
thorized or required to present the return, 
affidavit, claim, or other document. 

• "(el CERTAIN ACTIONS Nor TR.E.An.i:i .AS AID 
OR AssISTANCE.-For purposes of subsection 
(aHl), a person furnishing typing, reproduc• 
ing, or other mechanical assistance with re
spect to a document shall not be treated as 
having aided or assisted in the preparation 
of such document by reason of such assist
ance. 

"ff) PEN.ALTY IN ADDITION TO OTHER PEN.AL-
TIES.- - -· 

"(1) IN GENER.AL.-Except as provided by 
paragraph f2J, the penalty imposed by this 
section shall be in addition to any other 
penalty provided ey law. . • 

"(2) COORDINATION WITH RETURN PREPARER 
PENALTIES.-No penalty shall be =essed 
under subsection fa) or fb) of section 6694 
on any person 'With respect to any document 
for which a penalty is --assessed <JP. such 
person under subsection fa)." .. 

(b) CLERICAL AMENDMENT.-The table of sec
tions for subchapter B of chapter 68 is 
amended W inserting after the item relating 
to s~ction 6700 the following new item; 

amended by inserting after section 6701 the 
following new section: 
"SEC. 6702. FRIVOLOUS INCOME TAX RETURN. 

"(a) CIVIL PENALTY.-If-
"(1) any individual Jiles what purports to 

be a retu17/, of the tax imposed by subtitle A 
butwhich-

"(AJ does not contain inJormation on 
which the substantial correctness of the self
assessment may be judged, or 

"(BJ contains inJormation that on its face 
indicates that the self-assessment is substan
tially incorrect.; and 

"(2) the conduct referred to in paragraph 
ft) is due to-
. "(A) a position which is frivolous, or 
"(BJ a desire (which appears on the pur-

• ported return) to delay or impede- the a.d
ministrotion of Federal income tax laws, 

. then such individual shall pay a penalty of 
$500. • 

"(b) PENALTY IN ADDITION TO OTHER PENAL
'17ES.-The penalty imposed by subsection fa} 
shall be in addition to any other penalty 
provtded by law. " 

(b) CLERICAL AMENDMENT.-The table of sec
tions for subchapter B of chapter 68 is 
amended by inserting after the item relating 
to·aection 6701- the following =item:-

"Sec. · 6701. 'Pimalties for aidfng·and abetting • "Sec;' 67tlZ~Fri.volous income ~~~~:: . 
./ understatement of ta:c liabili- • 'ici •. EFTECTIVZ DATE.iTlie ··:aniffldments 

., .trt/~:t •• • - • • • , made by this section ·shall:appz11.:wuh:respect 
( c) EFFECTIVE. :D.tn:.-The • amendmenb • to documents_ fil,ed .a.tter· the .!Ul.~.ot, the· en-

made. b1t th.is section; shall take effect on the actment of thu Act. , , . _ __ ,_ . . _ _ 
day after the date: of the enactment of th.is (d)' CIWSS Rzn:il.ENCE.~ • . ~~t'//'C/i> . -
Act. ·-. • . . 

(d) CROSS Rzn:il.ENCE.-:- ., Far,_;--.~ to ,-_ of ,-f.,,J,,..,,,.,_. 
Jo,-;.- ·---· 6703 of ti,,, 1--' ~Co,u flf 19'4,. 

' Por ~ nl,,n,,g 13 w,, cf procf mul ,..,,.,,_ ,a ,.,Jd«/ "1 -. 333 of thi, Aa. • • •· 

• fan,,,,. - s«#mr-670, of ti,, f,-,,,,,J ~uxk of 1914, SEC. 3Z1. RELIEF FROM CRIMINAL PENALTY 
"'addlti "1 .aio# 333 of tbiJ Aa. FOR F.AILURE TO FILE.ESTTM.ATED 
SEC. 325. FRAUD PENALTY. . TAX WHERE TAXP.AYER FALLS 

(a) GENER.AL RULE.-Subsection (b) of sec- WITHIN STATUTORY EXCEPTIONS. 
tion 6653 (relating to fraud penalty) u Section 7203 (relating to wil1,lul failure to 
amended ·to read as follows: Jue return, supply inJormation, OT pay ta.:rJ. 

"(b) FRAUD.- is amended by adding at the end thereof the 
"fl) IN GENERAL.-IJ any part of any under- following new sentence.· "In the case of any 

payment las defined in subsection fcJJ of tax - person with respect to whom there is a fail
required to be shown on a return is due to _ure to pav any estimated tax, this section 
fraud, there. shall be added to the tax an shall not apply to such person with respect 
amount equal to 50 percent of the underpay- to such failure if there is no· addition to tax 
ment. _ . under section 6654 OT 6655 toith.. respect to 

"(2)· ADDITIONAL AMOUNT FOR PORTION AT· such failure." · • - • • 
TRIBUT.ABLE TO FRAUD.-There shall be added SEC. 328. :ADJUSTMENTS: TO ESTIMATED TAX 
to the tax fin addition to the amount deter- PROVISIONS. " 
mined tinder paragraph (1)) an amount .. (a) WAJVEB· o.r PENALTY WHER1r INDIVIDUAL 
equal to 50 percent of the interest payable Dm NOT H.Aw:·TAX LIABILITJEs FOR PRECEDING 
under section 6601- TAX,U!LE YEAR.-' ~ . 

"(AJ with respect to the portion of the. uno· (1/ Section 6654 /relating to failure ey in-
derpayment described in paragraph (1) dividual to pav estimated taxi is- amended 
which is attributable to fraud, and by redesignating subsection fhJ i:.3· subsec-

.. _.,, "{BJ for the period beginning on the last tion (ii and by inserting a.tter subsection (gJ-
-.. , . day pre:icribed. by law for pa'Jf11Umt of such the jollowing new subsection:- • 

underpayment (determined without regard "fh) EXCEPTION _ WHERE No, TAX. LIABILITY' 
to any extemion) and ending on ·the date of FOR· PRECEDING TAX.ABLE YUR.-No additf-On 
the assessment of·the tax for, if earlier, the to tax shail be imposed under subsection fa) 
date of the payment of the ta.:r). for anv taxable year if- ·., 
• "(3) No NEGLIGENCE ADDITION WHEN = ·IS • "(1) the indi'Vid:ual did not have any lia

ADDITION FOR FRAUD.-The addition to · tax bility for tax for the preceding taxable year, 
·),. under this' subsection sha;l.l be in lieu of any · "(2/ the·preceding taxable year-was a tax-

amount determined under subsection fa). able year of 12 months, and • 
·"~· "f4J SPECI.AL RUU: 'FOR JOINT RETUR.Ns • ..:..In • '731 the individual was a citizen orren

;ii:_;, the case of a joint return under section 6013, :- dent of the United States throughout.the pre• 
• . th.is subsection: shall not apply with respect ceding-taxable year." • 

to · the ta.:r of the spouse unless some part of (2) Subsection (g) of section 6654 is 
the underpayment is due to the fra-ud of amended w striking out "and (JJ" and i~ 
such spouse" . . . • serting in lieu thereof "ff), and fhl". 

(b) EFFECTIVE DATE:-The amendment lb) ELIMINATION OF REQUIREMENTS To FILE 
• ' made W ll'Ubsection .(a) shall apply with, re- DECLARATIONS 01' ESTIMATED TAX.-

-'_ Spect to taxes the last day prescribed W law (1) Section 6015 (relating to declaration of 
for payment of which (determined. without estimated income · tax ey individuals) is 

4- regard to any exten.rlon) is after the date of amendect· b1J adding at the end thereof the 
• enactment of thts Act. follotrnng neu, subsection: 
SEC. 3211 PENALTY FOR FRIVOLOUS RETURNS.·· • "(k) .TEBMIN.ATION~-No. declaratuin shall be 

fa) GENERAL Rvu.-Subchapter B of chap- required under thts sectton for anif ttl:lable 
ter . 68 . (relating to auessable penaUieaJ u · year begtnning after December JZ.19.B~H •. c.. 

• :~:~·· 
, . . ~-. 
~.,°.!._-':". 

(2) Section 6073 (relating to time for filing 
declarations of estimated income tax by in
dividuals) is amended by adding at the end 
thereof the following new subsection: 

"(f) TERMINATION.-This section shall not 
apply to any taxable year beginning a.tter 
December 31, 1982." 

(3) Section 6153 (relating to installment 
payments of estimated income tax by indi• 
viduals) is a.mended w striking out subsec
tion fg) and inserting in lieu thereof the fol
lowing: 

"(g) SPECIAL RUI.Es FOR TAXABLE YEARS BE
GINNING AFTER 1982.-In the case of taxable 
years beginning a.{ter 1982-

"(1/ this section shall be applied as if the 
requirements of sections 6015 and 8073 re
mained in effect, and 

"fZJ the amount of the estimated tax taken 
into account under this section shall be de
termined under rules similar lo the rules of 
subsections (bl and fd) of section 6654." 

fcJ EFFECTIVE D.ATE.-T"ne amendmenu . 
made w thu section shall apply to taxable 
year.i beginning after December 31, 1982. 
SEC. 329. INCREASES 'TN CERTAIN CRIMINAL 

FiNES. 
(a) A:rnMPT TO EV.ADE. OR DEFEAT TA.L

Section 7201 (relating to attempt. to etJade. or 
. defeat taxi. is. - amended, by . strtking • out . 
"$10;000" • and inserting in lieu thereof 
"$100,000 ($500,000 in the case of a corpora-· 
tionl'~ • 

lb) WILLFUL ~-F~mur ' TO ~ F~ ~ •. 
SUPPLY INFORMATION,, OR PAY TAL-Section. 
7203 /relating to w'iJ.1,/v.l failure to fiJ,e 
return, supply •· inJormation, or pay tax). u ' 
amended by striking out "$10,000" and in
serting in lieu thereof "$25,000 ($100,000 in,. 
the case of a corporation)". 

(c) FRAUD AND FALSE ST.ATEMENTS.-Sectwn 
7206 (relating to fraud. and false statementsl 
is amendedey striking out "$5,000" and in
serting in lieu thereof "$100,000 ($500,000 in 
the case of a corporation/". 

(d) FRAUDULENT RETURNS, STATEMENTS, OR 
OTHER DocUMENTS.-Section 7207 (relating 
to fraudulent returns, statements, or other 
documents) is amended by striking out 
"$1,000" ea.ch place it appear.i and inserting 
in lieu thereof "$10,000 1$50,000 in the case. 

··of a corporotionJ'~ 
le} EFFECTIVE DATE.-The amend.menu 

made ey this section shall apply to offenses 
committed a.Iler the date of the enactment of 
this Act. • 
SEC. 330. SPECIAL RULES WITH RESPECT TO·· 

CERTAIN CASH. 
(a} IN GENEP.A.L.-Subchapter A of chapter 

7U (relating to jeopardy) u amended ey 
adding at the end thereof the following new, . . 
part: ,'' ,-, .• 

"PART Ill-SPECIAL. RULES WITH RESPECT • 
TO CERTAIN CASH 

"Sec.; 6867 . • Presumptions where owner of 
large amount of cash is not. 
1.denti/ied. 

"SEC. 6887. PRESUMPTIONS WHERE OWNER 01' 
LARGE .AMOUNT OF CA.SH IS NOT 
IDENTIFIED. • 

"(a) GENERAL RULE.-IJ the individual who
is in physical possession of ca.sh in exces$ of 
$10,000 does not claim such cash-

• "(1) as his, OT 

"(ZJ as belonging to another person whose 
identity the Secretary can readily ascertain 
and who acknowledges oumenhip of such 
cash, • 
then, for purposes orsections 6851 ~nd 6861, 
it shall be presumed that such cash repre
senu gross income of.a single individual for 
the taxable year in which the t)OSsession •. 
oceun, and tha.t the-collection of ta= tD11l be: 
jeopardized b1/ delav. .. ,, . 
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"(bJ RULES FOR AssESSING.-ln the case of 

any assessment resulting from the applica
tion of sub3ection (a}-

"(1) the entire amount of the cash shall be 
treated as taxable income for the taxable 
year in which the possession occurs, 

"(2) such income shall be treated as ta:i:
able at a SO-percent rote, and 

"(3) except as provided in subsection (c), 
the possessor of the c<USh shall be treated 
( solely with respect to such c<L3h) as the ta:r:
payer for purposes of chapters 63 and 64 ancl 
section 7429(a) (1J. 

"(c) EFFECT OF LATER SUBSTITUTION OF TRUE 
OWNER.-If, after an assessment resulting 
from the application of subsecti on (a), such 
assessment is abated and replaced by an as
sessment against the owner of the cash, such 
later assess1nent shall be treated for pur
poses of all laws relating to lie"n, le-vy and 
collection as relating back to the date of the 
original assessment. 

"(d) DEFINITIONs.-For purposes of this sec
tion-

"(1) CASH.-The tenn 'cash' includes any 
cash equivalent. 

"(Z) CASH EQWVALENT.-Th.e term 'cash 
equivalent'm.eans-

"(A) foreign currency, ' 
"(BJ any bearer obligation, and 

--"(CJ any medium of exchange which-
"fi) is of a type which has been frequenay 

used in illegal activities, and 
"fit) is spe&✓ied as a cash equivalent for 

purposes of this part in regulation.s pre
scribed by the Secretary. ' 

"(3) VALUE OF CASH EQUIVALENT.-Any cash 
equivalent shall be taken into account-

"(A) in the case of a bearer obligation, at 
its face amount, and 

"(BJ in the case of any other cash equiva
lent, at its fair market value." 

(b) CLERICAL AMENDMENT.-The table of 
parts for such subchapter A is amended by 
adding at the end thereof the following new 
item: 

"Part Ill. Special rule3 with respect to cer
tain cash." 

(c) EFFECTIVE DATE.-The amendments 
made by subsections (a) and (b) shall take 
effect on the day after the date of the enact
ment of this Act. 

SUBT1TLE D-ADM/NlSTIUTIVE SUMMONS 
SEC. 331. SPECL4L PROCEDURES FOR THIRD

PARTY SUMMONSES. 
(a) PROCEEDING To QUASH.-Parograph (2) 

• of section 7609fb) (relating to right to inter• 
vene; right to stay compliance) is amended 
to r:ead as follows: -

"(2) PROCEEDING TO QUASH.-
"(A) IN GENERAL.-Not'Withstandtng any 

other law or rule of law, any penon· who is · 
entitled to notice· of a summons under sub
section (a) shall have the right to begin a 
proceeding to quash such summons not later 
than the 20th day after the day such notice 
is given in the manner prot,'ided in 11ubsec
tion (aJ(2). In any such proceeding, the Sec

·retary may seek to compel compliance 'With 
the summons. 

"(B) REQUIREMENT OF NOTICE TO PERSON 
SUMMONED AND TO SECRETARY.-[/ any person 
begim a proceeding under subpara.gra.ph (A) 
'With respect to any summons, not later than 
the close of the ZO-day period referred to in 
subparagraph (A) such person shall mail by 
registered or certified mail a CO'P'Y of the pe
tition to the person summoned and to such 
office as the Secretary may direct in the 
notice referred to in subsection (a/(1). 

"(C) INTERVENTION; ETC.-Not'Withstandfag 
any other law or rule of law, the per3on sum
moned shall have the right to intervene in 
any proceeding under subparagraph (A). 
Such person shall be bound by the decision 
in such proceeding (whether or not the 
person intervenes in such proceeding)." 

. (b) RESTRICTION ON EXAMJNATION.-Subsec
tion (d) of section 7609 /relating to restric
tion on examination of records} is amended 
to read as follows: 

"(d) RESTRICTION ON EXAMINATION OF RE
COP.JJS.-NO examination of any records re
quired to be produced under a summons as 
to which notice is required under subsection 
(a) may be made- • 

"(1) before the close of the '23rd day after 
the day notice with respect to the summons 
is given in the manner provided in subsec
tion (a)(2), or 

"(ZJ where a proceeding under subsection 
(b)(2)(A) was begun within the ZO-day 
period referred to in such subsection and the 
requirements of subsection (b)(2)(BJ have 
been met, e:rcept in accordance with an 
order of the court having jurisdiction of 
such proceeding or with the consent of the 
person beginning the proceeding to quash." 

fc) JURISDICTION.-Subsection fh) of sec
tion 7609 (relating to jurisdiction of district 
court) is amended to read as follows: 

"(h) JURISDICTION OF DISTRICT Cormr, 
ETC.-

"(1) JURISDICTION.-The United States dis
trict court for the district within which the 
person to be summoned resides or is found 
shall have jurisdiction to hear and deter• 
mine any proceeding brought under subsecs 
tion (b)(2), ff), or fg). An order. denying the 
petition sh.all be deemed a final order which 
may be appealed. 

"(Z) SPECIAL /1.ULE F0/1. PROCEEDINGS UNDER 
SUBSECTIONS (/) AND (gJ.-The determinations . 
required to be made under l'Ubsections (f) 
and (gJ sha!Z be made e:r: parte and shall be 
made solely on the petition and supporting 
affidavits. 

"(3) P-1uoRJTY.-Except a.s to cases the 
court considen of greater importance, a pro
ceeding brought for the enforcement of any 
summons, or a proceeding under this sec• 
tion, and appeals, takes precedence on the 
docket over all other cases and shall be as
signed for hearing and decided at the earli• 
est practicc.ble date." 

{d) CONFORML'VG AMENDMENTS.-
fl) Paragraph (1) of section 7609(a) _ is 

amended-
(AJ by striking out "14th day" and insert

ing in lieu thereof "23rd day•~ and 
(BJ by striking out the last sentence and 

inserting in Heu thereof the following: "Such 
notice shall be accompanied by a copy al the 
summons which ha.s been served and shall 
contain an explanation of the right under 
sub$ection (bHZJ to bring a proceeding to 
quash the $Ummons." 

(Z) The subsection heading for subsection 
fb) al section 7609 is amended to read as fol
lows: 

"(b) RIGHT To INTERVENE; RIGHT To PRO
CEEDING To QUASH.-". 

(e) EFFECTIVE DATE.-Th.e amendments 
made by this section shall apply to sum
monses served after December 31, • 1982. 
SEC. 332. DUTY OF THIRD-PARTY RECORD

KEEPER. 
(a) GENERAL Ruu:.-Section 7609 (relating 

to special procedures for third-party sum
monses) is aw.ended by adding at the end 
thereof the following new subsection: 

"(1,) DUTY OF THIRD-PARTY RECOR.D
KEEPER.-

"(1) RECORDKEEPER ,VVST ASSEllfBLE RE· 
CORDS AND BE PREPARED TO PRODUCE RE· 
CORDS.-On receipt al a summons described 
in subsection (c), the third-party record
keeper shall proceed to assemble the records 
requested, or such portion thereof as the Sec

·retary may prescribe, and shall be prepared 
ta produce the records pursuant to the sum
mons on the day on which the records are to 
be examined. 

"(2) SEC/1.ETARY MAY GIVE RECORDKEEPER 
CERTlFICATE.-The Secretary may issue acer-

ti[icate to tr.e third-party record.keeper that 
the period prescribed for beginning a. pro
ceeding to quash a summo1'.3 has expired 
and that no such proceeding began within 
such period, ·or that the taxpayer cor.sent.3 to 
the examination. 

"(3) 'PROTECTION FOR RECORDEEEPER WHO 
DISCLOSES.-Any third-party record.keeper, or 
agent or emplayee thereof, making a di.!C!o
sure of records pursuant . to this section in 
good-faith reliance an the certificate of ~ 
Secr..etary or an order of a co'!l.rt requiring 
production of records shall not be liable to 
any customer or other person for such dis-
closure." -

(bl EFFECTIVE DATE.-The amendment 
made by subsection (a) shall apply to sum
monses served after December 31, 1982. 
S;EC. 333. LDIITATION ON USE OF AD},IJNJSTR.4• 

TIVE SUMMONS. 
(a) IN GENERAL.-Section 7602 /relating to 

e:ramination of books and witnesses) i.s 
amended by striking out "For tlie purpose" 
and in.3erting in lieu thereof "fa) AUTHORITY 
To SUMMON, ETC.-For ·the purpose" and by 
adding at the end thereof tlle following neo..o 
subsections: 

"(b) PURPOSE MAY INCLUJJE [NQUTRY INTO 
OFFENSE.-The purposes for which the Secre
tary may take any action .described in para
graph (1), . (2), or (3) of subsection fa) in
clude the purpose of inquiring into any of• 
jense connected with the administration or 
enforcement of the internal revenue laws. 

"(c) No .ADMINISTRATIVE SUMMONS ' WHEN 
THERE Is JUSTICE DEPARTMENT REFERRAL.-

"( 1) LiMJTATION OF AUTHOIUTY,-No sum
mons may be issued under th.is title, and the 
Secretary may not begin any action under 
section 7604 to enforce any summons, with 
respect to any person if a J·usttce Depart
ment referrel is in effect with respect to such 
person. 

"(Z) JUSTICE DEPARTMENT REFEP.P.AL IN 
s:.-vn:CT.-For purposes al this subsection

"(A) IN GENEP..AL.-A Justice Departrr.ent re
ferral is in effect with respect to any person 
if-

"(i) tlie Secretary has recommended to tlze 
Attorney General a gra.nd jury investigation 
of, or the criminal prosecution of, such 
person for any offense connected with the 
administmtion or enforcement of the i nter
nal revenue laws, ·or 
• "(ii) any request i.s made under section 

6103(h)(J)(B) for the disclosure of any 
return or return information (within the 
meaning of section 6103fbJJ relating to au.ch 
person. • 

"(B) TERM!NATION.-A.' Justice Department 
referral shall cease to be in effect wit,i. re
spect to a p~on when-_ 

"fi) the Attorney General notifies the Sec
retary, in writing, that-

"( I) he will not prosecute such per3on for 
any offense connected with the admintstro
tion or enforcement of the internal revenue 
laws, • 

"( II) he will not authorize a grand fur'./ in• 
vestigc.iion of such person with respect to 
such an 01lense, or 

"(III) he will discontinue such a grand 
jury investigation, 

"(ii) a final disposition has been made oj 
any criminal proceedi-ng pertaining to the 
e11,J'orcement of the internal revenue law.3 
whi ch was instituted by the Attorney Gener
al against such penon, or 

"(iii) the Attorney General notifies the 
Secretary, in writing, that he will not prr-,s
ecute such peraon for any offense connected 
with the a.dministration or enforcement oj 
the internal revenue laws relating to the re
quest described in subparagraph {AJ(ii). 

"(3) TAXABLE YEARS, ETC., TREdTED SEPA· 
RATELY.-For purposes of this subsection, 
each taxable period for, if there is no taxable 
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period, each ta:i:able event) and each ta.:r im- "(BJ SCOPE OF ELECTJo~,-Aft elect•~ t, z 
Po ed ,._, te 11, "· ,,.,. ~•• men or 1,/e in.Hlrance contract issued .... s u11 a separa c apter of this title shall under sub==,.,..,,ph (A)- vv 
b t ted tel ,, ,-w,--,,,- an imurance company licensed to do bust· 
e rea separa y. "{t) e:i:c--t as -nrovuted 4ft cla•••e (••), shall (b) E- D The v,- ,. ... ..., •• ness under the laws of any State. 

ru,C'I'IVE 14TE.- amendments be on a distribution-by-d.;•t'"'but'- b""• or made by ub c r J hall - • • ,,.m -..., "(7) PLAN 4DM1NIST1UTOR.-The term 'plan 
s sec !On _ a s take effect on "(ii) to the e:i:tent provided in regulations, administrator' has the meaning gtven lfUCh. 

~ day after the date of the enactment of may apply to subsequent nonpericdic distri- tenn by aection 414fg). 
th

is Act. • . butions made by the payor to the payee "(8) MAx1MuM AMOUNT W1THHELD.-The 
SUB=..E E-WITHHOLDING ON PENsroNS AND under the same arrangement. maximum amount to be withheld under this 

OTHER RETIREMENT INCOME "(c) LIABILITY FOR WITHHOLDING.- section·on any design.ated distribution shall 
SEC. 334. WITHHOLDING ON PEJ'iSIONS, ANNU- "(1) IN GENERAJ...-E::,:cept as provided m not exceed the sum of the amount of money 

ITIES, AND CERTAIN OTHER DE- paragraph (2), the payer of a designated dis- and the fair market value of other property 
FERRED INCOME. tribution ra.s defi,11.ed in subsection (dHlJ) /other than . employer securities of the em-

(a) IN GENEIUL.-Chapter 24 (relating to shall withhold., and be liable for, pavment of ployer corporation (within the meaning of 
collection of income ta:,: at source on wages} the taz required to be withheld under thi8 section 402faH3J)J received in the distribu-
is amended by adding at the end thereof the section. tio-n. 
following new section: "(2) PLAN .ADMINISTRATOR LlA.BLE IN CERTAJN "(9) SEPARATE ARR.4NOEMENTS TO BE TRE.4.TED 
"SEC. 3405. SPECIAL RULES FOR PENSIONS, CASES.- SEPARATELY.-[f the payor has more than t 

ANNUITIES, AND CERTAIN OTHER "(A) IN GENERAL-In the case of any plan arrangement under which designated distri-
DEFERBED INCOME. to which this paror,raph applies, paragroph 

"(a) PENSIONS, ANNUITIES, ETC.- (1) shall not apply and the .. lan aaministra- butions may be made to any individual, 
"(1) w. ,, each such arrangement shall be treated sepa-

ITHHOLDING AS IF PAYMENT WERE tor shall withhold., and be liable for, pay- rately. 
-wAGES.-The payor of any periodic payment ment of the ta.:r unless the plan aaministra- "(10) TIME AND m~~ o·•ELECTION..-
(as defined in subsection (d)(2)J shall with• tor- """"'""" ~ 
hold from such payment the amount which "fiJ directs the payor to Withheld such ta:,:, "(A) IN GENEJUL.-Any electton and an11 . 
would be required to be withheld. from such and • revocation under this section shall be made 

t ii .,_,. at such time and tn such manner a.a the Sec-pavmen Su.u• payment were a payment of "(ii) pT'OTJf.dea the payer with. such i11J'o1'--
wages by an emplo1/er to an employee-for the mation aa the Secretary may require by reg- retary shall prescribe. • 
appropri,atepa1/7'0llperiod, . ulations. "(BJ PAYOR REQU1REJJ TO NOTIFY PAYEK o, 

"(2) ELECTION OF"NO WITHHOLDING.-An in,. "(BJ P1..tNs TO WHICH PARAGRAPH APPLIES.- RIGHTS TO ELECT.-
diviaual . ma11 elect to have paragraph (1) This pa:ragro.ph applies to ' any plan de,;. - "(ii PERIODIC PAYMENTS.-The :z,a11or of any 
not appl11 with respect to periodic payments scribed in,. or which at any time· has been de- periodic payment- - · 
made to -such individual. Such an election termined to be described in-- ''W shall transmit to the. payee notice of 
shall remain in effeet until revoked 01/ $UCh, "fiJ section 4o1fa), the right to make an election under subsec-
individual. . -- "(iiJ-section·4o3raJ. or , , _ tion (a) noteartfer tha.n 6 months be/ore the 

"(3) WHEN ELECTION TAKES BFTECT.-_A11,y • "(iii) section 301fd) of the T=Red.uction first of such payments and not later than 
election under this '1d>section (and an11 rev- Act of 1975. . . . ,. . . ._, when maktng the/int of such paymen/.8. -
ocation of such an election} shall take effect "fdJ DEFINITIONS AND SPEciiL RULES.-For "(II) is such a notice u not transmitted 
as- Provided. by subsection (f)(3). of &ection 1)'Urposes of this section-- under subclause (IJ when making auch /int 
3402 for withholding e:cemption certificates. "flJ DESIGNATED DlSTRIBUrION.-. • • payment, shall trammit such a notice when 

"(4} AMOUNT WITHHELD WHERE NO WITHHOLD- . "(A) . IN OENERAL.-Except iu provided in making suchjintpavment, and 
ING EXEMPTION CERTIFICATE IN EFFECT.;__In the subparagroph (BJ, the term 'designated dis- "(III) shall transmit to payees, not less.tre
c~e of a"!-y payment with respect to which a tribution • means any distribution or pay- quently than once each calendar year, notice 
11)1,thholding e:&emption certi.fi,cate is not in ment from or under- of their rights to make electiom under sub-
effect, the amount withheld under para- "fiJ an· employer deferred compensation section (a) and to revoke such elections. 
graph (1) shall be detennined by treating the . plan, "(ii) NONPERIODIC DISTRIBrrrIONS.-TM 
payee as a married individual claiming 3 "(ii) an individual retirement plan ras de- payer of any nonperiodic distribution shall 
withholding e::remptions. fined in section 7701fa)(J7JJ, or transmit ·to the payee notice of the right to 

"(bJ NONPERIODIC DISTRIBUTION;- "(iii) a commercial annuity. . make any election provided in subsection 
"(1) WITHHOI.DING.-The payor of any non- "(BJ ExCEPTioNS.-The tenn 'designated fb) at the time of the distribution for at such 

periodic distribution (as defined in subsec- distribution' shall not include- earlier time as may be provided in regula,, 
tion (d){3J) shall withhold from such distri- "fi) any amount which is wages without tionsJ. 
button the amount determined under para- regard to this section, and "(iii) NoTICE.-An11 notice transmitted. 
gro,ph (2), _ • "(ii) the portion of a distribution or pay.. pursuant to this subparagraph shall be in _ 

"(2) AMOUNT o, WlTHHOLDING.- ment which it u reasonable to believe is not such_ fonn and contain such inJormation cu 
• "(A) DISTRIBUTIONS" WHICH ARE NOT QUALi· includible in gross income the Secretary shall prescribe. . -

FTED·TOTAL DTSTRIBUTTONS.-In the case of any -- "(2) PERIODIC PAYMENT.-The term 'period- "(11) WITHHOLD/NO INCLUDES DEDUCTION.-
nonperiodic distribution · which is -not a ic payment' means a designated distribu- The terms 'withholding', 'with.hold: antl -
qua.lifted total. distribution, the amount tion which is an annuity or nmilar periodic 'withheld' include . 'deducting: 'deduct~ and 
withheu!-=under paragraph (1) shall be the pavment.. • . _ 'deducted'. -_ • :. _ 
amount detennined b11 multiplying such dis- "(3) NON.PERIODIC DISTRIBUTTON.-The term "(e) WITHHOLDING Tb BE TREATED AS WAGE 
tribution _by 10 percent. 'nonperiodic distribution' means any desig- WITHHbLDJNO UNDER' - SECTION 3402 : TOR 

"(B) QUALIFIED TOTAL DISTRIBUTIONS.-In nated • distribution which is not a periodic OTHER PURPOSES.-For purposes of this chap-
the case · of any nonperiodic distribution payment. • • ter (and so much of subtttle F as relates w 
which is a qualified -total distribution, the "(4) QuALUIED TOTAL DISTRIBUTION.- this chapter~ •. : , . . . .. 
·amount withheld under paragraph (ll shall . "(.A) IN GENEIUL.-The term 'qualified total "fl) any designated-distribution (whether . 
be determi11.ed under tables (or other compu- distribution' means any distribution or not an election under this section appliu 
tational procedures/ prescribed tfy the Secre- .- which- • to such distribution) shall be treated as ii it 
ta,ry which are based on the amount of ta:,: "(iJ is a designated distribution, were wages paid. bu an employer to an-em-
which would be imposed on such distribu• "(ii) it is reasonable to believe is made ployee ·wtth respect to which there has been 
ti.on under section 402fe) 1,/ the recipient within 1 ta::cable year of the recipient, • withholding under section 3402, and 
elected to treat such distribution as a Zum-p- "(iii) is-made under a plan described in "(2) in the case of any designated distribu- • 
sum distribution (within the meaning of section 401(aJ, or 403faJ, and tion not subject to withholding under this 
section 402feH4HAJJ. • "fiv) consists of the balance to the credtt section by reason of an election under thi& 

·:•"(C) . SPECIAL RULE FOR DlSTRIBUTIONS BY of the employee under such plan. section, the amount withheld. shall be treat-
REASONS OF DEATH.-In the case -of any distri- "(B) SPECIAL RULE FOR ACCUMULATED DE• ed as zero." 
butiO:n dacribed ·in subparagraph (B) from DUCTIBLE "EMPLOYEE CONTRIBUTIONS,-For pur. (b) FJZJNG OF REPORTS.-Section 6047 fre
er- under any plan or contract described in poaes of subparagraph fAJ, accumulated de- lating to information concerning certain 
section 401(aJ, 403faJ, or 403(bJ which is ducttble employee contributions (within the trusts and annutty antl bond purchase 
made by reason of a participant's death, the meaning of section 72fo){5JfBJJ sh.all be plamJ is amended by redesignating subsec
Secretary, in prescribing tables or proce- treated separately in determining ii there tion (el as subsection ff) and by inserting 
dures untter paragraph (1), shall . take into has been a qualified total distribution. after subsection fdJ the following new sub-
account the e:&clusion from gross income "(5) EMPLOYER DEFERRED COMPENSATION section:. ; 
provided by section 101fb) (whether or not PLAN.-The term 'employer' deferred compen- "(e) REPORTS BY EMPLOYERS, PLAN ADMIN13· 

.. 1 allowable). sation plan' means any pension, annuity, TRATORS,-En:.-
'.'(3) ELECTION or NO WITHHOLDING.- profit-sharing, or stock bonus plan or other· "fl) IN GENERAL.-The Secretary shall by 
"f AJ IN aENERAL.-An individual may elect. plan deferring the receipt of compensati01L-- • forms. or regulation&. require that-

not to have paragraph (1) apply with respect "(6) COMMERCLIL ANNTJITY.-The term 'c~ . "fAJ the employer -maintaining, or the --
to an11 nonperiodic dutribution. mercial. annuity'. means an annuit11, endotD- plan administrator (within the meaning of 
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section 414(gJJ of, a plan from which desig
nated distributions (as defined in section 
3405(d)(1JJ may be made, and 

"(BJ any person issuing any contract 
under which designated distribution., (as so 
defined) may be made, 
make returns and reports regarding such 
plan (or contract) to the Secretary, to the 
participants and beneficiaries of such plan • 
(or contract), and to such other persons a& 
the Secretary may by regulations prescribe. 

"(2) FO&'d, ETC., OF REPORTS.-Such reports 
shall be in such form, made at such time, 
and contain such inJormation as the Secre• 
tary may prescribe by form:s or regulations." 

(c) PENALTY FOR FAILURE To KEEP RECORDS 
NECESSARY To COMPLY WITH REPORTING RE• 
QUIREMENTS OF SECTION 6047(e).-

(1) IN GENERAL.-Subchapter B of chapter 
68 (relating to assessable penalties) is 
amended by adding at the end thereof the 
following new section: 
'"SEC. 6704. FAILURE TO KEEP. RECORDS NEC· 

ESSARY TO MEET R.EPORTING RE· 
QUIREMENTS UNDER SECTION 
6047/eJ. 

"(a) UABJLJTY FOR PENALTY.-Any penon 
who-

"(1) has a duty to report or may have a. 
duty to report any i71/ormation under sec• 
tion 6047fe), and 

"(2J fails to keep such records as may be 
required by regulations prescribed under 
section 6047(eJ for the purpose of providing 
the necessary data base for either ·current re
porting or future reporting, 
shall pay a penalty for each calendar year 
for which. there is any failure to keep such 
records. 

"(b) AMOUNT OF PENALTY . ..;;. 
"(1) IN GENER.AL.-The penalty of any 

person for any calendar year shall be $50, 
multiplied by the number of individuals 
with respect to whom such failure occur., in 
such year. • 

"(2) .1.'rIAxlMUM .A.MOUNT.-The penalty under 
th·is section of any person for any calendar 
year shall not exceed $50,000. 

"(c) EXCEPTIONS.-
"(1) REAsONABU CAUSE.-No penalty shall 

be imposed by this section on any person for 
any failure which is shown to be due to rea• 
sonable cause and not to wilZ/ul neglect. 

"(2) INABJLJTY TO CORRECT PREVIOUS FML
URE.-NO penalty shall be imposed by this 
section on any failure by a person ii 81.1.Ch 
failure is attributable to a prior failure_ 
which has been pena.ltzed under thi8 section 
and. with respect to which the person · has 
made all reasonable efforts to correct. the 
failure. . . 

"{3) PRE-1981 FAILURES.-No penalty shall 
be imposed by this section on any person for 

• any failure which is attributable to a failure 
occurring before JanuaTY 1, 1983, i/. the . 
person has made all reasonable efforts to 
correct such pre-1983 failure." · • • 

(2) CLERICAL AMENDMENT.-The table of sec
tions for subchapter B -of chapter 68 is 
amended by adding at the end thereof the 
following new section: 

''Sec. 6704. Failure to keep records necessary 
to meet reporting requirements 
under section 6047(e)." 

(d) COORDINATION WITH VOLUNTARY WITH
HOLDING ON CERTAIN PAYMENTS OTHER THAN 
WAGEs.-Subsection (oJ of section 3402 (re
lating to extension of withholding to certain__ 
payments other than wages) is amended by 
adding at the end thereof the following new 
·paragraph: . . 

"(6) COORDINATION WITH WITHHOLDING ON 
DESIGNATED DJSTRJBTmONS UNDER SECTION 
uos.-This subsection shall not a'P1Jl1/ to am/ 
amount which is a designated distribution 
(within the meaning of .section 3405fd)(1JJ." 

(e) EFFECTIVE DATES.-
fl) A1'IENDi'4E.'VT MJ.DE BY SUBSECTIONS (aJ 

AND rdJ.-Except ·as pro,t ided in paragraph 
(4), the amendment made by subsections (a) 
and fd) shall apply to payments or other dis
tributions made a.Jter December 31, 1982. 

(2) AMENDMENTS MADE BY SUBSECTION (bJ.
Except as provided in paragraph (41, the 
amendments made by subsection (b) shall 
take effect on January 1, 1983. 

(3) AllfENDMENTS MADE BY SUBSECTION /CJ.
The amendments made by subsection fcJ 
shall take effect on January 1, 1985. 

(4) PERIODIC PAYMENTS BEGINNING BEFORE 
JANUARY t, t98J.-For 1)UTPOses of section 
3405(a) of the Internal Revenue Code of 
1954, in the case of periodic payments begin
ning before JanuaT111, 1983, the first period• 
ic payment a.tter December 31, 1982, shall be 
treated as the first such periodic payment. 

(5) DELAY IN APPUCATJON.-The Secretarv of 
the Treasun1 shall prescribe such regulations 
which delay (but not beyond June 30, 1983) 
the application of some or all of the amend• 
ments ma.de by this section with respect to 
any payor until such time as such payor ia 
able to comply without undue hardship with 
the requirements of such provisions. 

(6) WAIVEB OF PEN.ALTY.-No penalty shall 
be assessed under section 6672 with respect 
to any failure to withhold as required by the 
amendments made by this section ii such. 
failure was before July 1, 1983, and ii the 
person made a good faith effort to comply 
with such withholding requirements. 
SEC. 33S. PARTIAL ROLLOVERS OF IRA DISTRI• 

BUTIONS PERMITTED. 
(a) GENERAL RULE.-
fl) Paragraph f3J of section 408fd) is 

amended by adding at the end thereof the 
following new subparagraph: 

"(CJ PARTIAL-ROLLOVERS PERMITTED.'-
"(i/ IN GENERAL.-[/ any amount paid or 

distributed out of an individual retirement 
account or individual retirement annuity 
would meet the requirements of subpara
graph fAJ but for the fa.ct that the entire 
amount was not paid into an eligible plan 
as required by clause (iJ, (ii), or (iii) of sub
paragraph (AJ, such amount shall be treated 
as meeting the requirements of subpara• 
graph fAJ to the extent it is paid into an eli• 
gible plan re/erred to in such clause not 
later than the 60th day re/erred to in such 
clause.-

"fiiJ ltUGIBLE PLAN.-For purposes of 
clause (i), the term 'eligible plan• means any 
account, annuity, bond, contract, or plan re• 
ferred to in subparagraph, (AJ." 

(2) Paragraph (3) of section 409(bJ is 
amended by adding at the end thereof the 
following new subparagraph: 

"(DJ PARTIAL ROLLOVERS PERMITTED.-Rules 
similar to the rules of section 408(dH3HCJ 
shall apply for purposes of subparagraph 
/CJ." 

(b) EFFECTIVE DATE.-The amendments 
made by subsection fa) shall apply to distri

.butions made a.tter December 31, 1982, in 
taxable years ending a.Jter such date. 
SUBTITLE F-TRANSACTIONS OUTSIDE THE 

UNITED STATES OR [NVOL VINO FOREIGN PER· 
SONS 

SEC. 336. JURISDICTION OF COURT AND EN• 
FORCEMENT OF SUMMONS IN 
CASE OF PERSONS RESIDING OUT
SIDE THE UNITED STATES. 

(a) GENEML RULE.-Subsection (aJ of sec
tion 7701 (relating to definitions) is amend
ed by adding at the end thereof the following 
new paragraph: 

"(38) PERSONS RESIDING OUTSIDE UNITED 
STATES.-[/ a.ny citizen or resident of the 
United States does not reside in (and is not 
found. in) any United Statu judicial dis
trict, such citizen or resident &hall lie treated 
a.& residing in the District of Columbia for 

purposes of any provision of this title relat• 
ing to-

"(A) jurisdiction of courts, or 
"(BJ enJorcement of summons." 
(b) EFFECTIVE DATE.-T(l.e amendment 

made oy subsection (a) shall take effect on 
the day aft.er the date of the enactment of 
this Act. 
SEC. 337. ADMISSIBILITY OF EVIDENCE MAIN• 

TAJNED IN FOR.EIGN COUNTRIES. 
(a) GENERAL RULE.-Part III of subchapter 

N of chapter 1 (relating to income from 
sources without the United States) is 
amended by adding at the end thereof the 
following new subpart: 
"Subpart I.:...Admissibility of Documentation 

Maintained in Foreign Countries. 
"Sec. 982. Admissibility of documentation 

maintained in foreign coun
tries. 

"SEC. 982. ADMISSIBILITY OF DOCUMENTA
TION MAINT.AINED IN FOREIGN 
COUNTRIES. 

"(a) GENERAL RULE.-[/ the taxpayer fails 
to substantially comply with any formal 
document request arising out of the exami
nation of the tax treatment of any item 
(hereinafter in this section referred to as the 
'examined item') before the 90th day after 
the date of the mailing of such request on 
motion by the Secretary, any court having 
jurisdiction of a civil proceeding in which 
the tax treatment of the examined item is an 
issue. shall prohilnt the introduction by the 
taxpayer of any foreign-based documenui-
tion covered by such. request. 

"(b) REAsONABLZ CAUSE EXCEPTION.-
"(!) IN GENERAL.-Subsection fa) shall not 

apply with respect to any documentation fJ 
the taxpayer establish.es that the failure to 
provide the documentation as requested by 
the Secretary is due to reasonable cause. 

"(2) FOREIGN NONDISCLOSURE U W NOT REA• 
SONABLE CAUSE.-For purposes of paragraph 
(1), the fact that a foreign jurisdiction 
would impose a civil or criminal penalty on 
the taxpayer (or any other per.ton) for dis
closing the requested documentation ·i8 not 
reasonable cause. 

"(c) FORMAL DOCUMENT REQUEST.-For pur
poses of this section-

"f 1 J FORMAL DOCUMENT REQUEST.-The term 
'formal document request' means any re• 
quest (made a.tter the normal request proce• 
dures have failed to produce the requesteti 
documentation) for the production of for 
eign-based documentation which is mailec 
by registered or certified mail to the taxpay 
er at his last known address and which set 
forth- . 

"(AJ the time and place for the producti~ 
of the documentation, 
- "(BJ a statement of tr.e reason the doCI 

mentation -previously produced (if any) , 
not sujficient, 

"(CJ a description of the documentatic 
being sought, and. 

"(DJ the con.,equences to the taxpayer 
the failure to produce the documentation ,i 
scribed in subparagraph (CJ. 

"(2) PROCEEDING TO QUASH.-
"(A) IN GENERAL.-Notwithsta1'.ding a 

other law or rule of · law, any person 
whom a formal. document reque3t is mai: 
shall have the right to begin a proceeding_ 
quash such request not later titan the 9, 
day after the day such request was maiJ 
In any such proceeding, the Secretarv 11 

seek ta compel compliance with such 
quest. 

"/BJ JURISDICTION.-The United States 
trict court for the district in which 
person (to whom the formal dacumenf 
quut is mailed) resides or is found. s 
have jurisdiction to hear any procee< 
brought under subparagraph (AJ." An o 
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deni,ing the petition shall be deemed a Jin.al during which S'UCh failure continues with re- &hall be Mst!tuted for 'more th.an 50 per
order which may be appea!ed. r:,ect to any annual accounting period. after cent' each place it appean in such section. 

"(CJ SUSPENSION 01' 90-DAY PERIOD.-~ the e;:;,imtwn of :r.:ch 90-da,y period. The 1n- "(2) CONTROLLED GROUP.-The term 'con-
nmning of .the 90-day period referred to ift crease in am, penalty under th!& 1/X1,Tt!.QTaiPh t rolled group' means any controlled group·of 
:r.d:lseci-.on fa) shall be SU-3Pende<:/. aurlng ,h,a1l not e:rceed $24,fJIJO." corporatiom within the meaning of sectwn 
any period during which a ;proceeding (b) CooRDINATION Wrm EZJSTINO RzDuc- l.563(aJ; e::i:cept tiw.t-
brow.,ht under su.bparo.groph IAJ is pending. 'nON IN Fol!U10N T.a CREDIT.--Subaection (c) "(AJ 'at lea.,t 50 percent' shall be substitut-

"fd) DE1'1NIT10/VS AND SPECLJL BllLEs.-J!or • Qf ,ectum 6038 (u mlaitm4f.ed 01/ aub8ec- ed--
:,un,oses of this section- tion faJJ u amended- "(t) for 'at least 80 percent' each place it 

"(1) FOREIGN-BASED DOCUME,VTATION.-'J'M • (1) by (naerlt~ "and au!Mectum (b)" aJter appeara tn section 1563(a)(1), and 
term 'foreign-based documentation' mean., "nwaectim&" In paragraph (3HB), and "(W for 'more than so percent ' ea.ch. place 
anv dacumentation which u out.rlde the (2J bu mdeatgnatin,, :,ara.mz,1)11. (3) a U am,eara in section 1563/aHZHBJ, and 
United States and which may be relevent or tpara,{ITO,ph. (4) and 0'/1 inserting aJter pan:i- "(BJ the determination shall be made 
material to the tax treatment of the aam- gra,ph (2) the follotDina new para.gra,ph: tDithout regard to subsections I a) ( 4) and · · 
jned item. "(3) CooRDINATION WITH BVBSECI'ION (b).- (el(3JfC) of section 1563. 

"{2} DOCUMENTATION.-The term 'documen- 'Jl'M. amount of the ttduction whfch <but for "(3) FOREIGN PERSON.-The term 'foreign · 
tation' includes books and records. thu fHJ,rrt1,f1n1,p'PI.J 'WO'llld .be ma.de under para- tpenon' mean& anv person who ts not a 

"(3) FOREIGN-CONNECTED.-An item s'/w.U be graph (1) With respect to an21 annual ac- United State& penon. For ptt,rpos~ of the 
treated. as foreign-connected iJ- counting period shall be • reduced in/ the preceding sentence, the term 'United States 

"f.4) 3UCh item ts directJ.11 or indirectly amount of the penalty impased. -inl subsec- penon' ha.a the meaning given to ruch. term 
from a aouree outnde the United States, or ticn (b) with respect to such period." by section 7701fa)(JOJ; e:i;cept that any indi-

" fB) such item fin whole or in part)- fc) TEC!HNICAL AME.VDME..vrs.- ,. vidual who 'is a citizen of an71 posaesnon of 
"W pur;pons to arise outside the Untted. (1) The subsection heading of subsection the United State. (but not otherwise a citt-: · 

States, or fc) of section 6038 fas redesignated Int. 8-ub- zen of the United States) and who u not a 
"(ii) is otherwise dependent on transac- uctwn (a,JJ is amended to read as follows: .. resident of the United States shall not be 

tiom occurring ouuide the United States. "fcJ i'E;!ALTY or R.EJJucma Foft.EJGN Ta treated aa a United States. l)e1'3on. . , 

"(4) AUTHORITY TO EZTEND 90-DAY PERIOD.- c~~;~ph (1) of section _6038(4) iB _:,J'!!.!o~-TY l'OB FAILUBB To FUBN1SH.lN-
The Secretarv, and an11 court having Juris• .,.,,,......,. ,., _ .... ,-- . ,"" 
diction 01,-er a proceeding under Msection amended 01/ Btriktng out "within the mean- <:, "(1J IN °aENJmAL.-1/ a reporting C01]:)01'IZ- , 
(cJf2J, ma11 extend the 90-da'!I period referred, ing of BUbBe~twn.. fd.HlJ~• atid inserting .. in. timi fail& to turnim (with.in ·the time zn-e-~-
to. in subsection (a.Jr . ..lieu thereof with.in · the, meaning,of BUb&et;- ICTibed Int regulat-tons) an11 information. tf.e-:· • 

"(e) SUSPENSION OT STATUTE OP LIMJTA• tum (e)(lJ . .. - ; - • , • . - 8Cr.ibed in 8'Ubsection (b), such COTPOration- • 
TIONS.-Jf any peraon take& any action tu F <3> The llut aentence or paragra,ph ftJ ,of lil.a1i z,a,11 a pena,Uy of $1,000 for each: ta:&· 

.. provided. in subsection (cH2), the running of aection 60:18fc) (CUI Tedesigna,ted.. lnl,, Msec- • a.ble 11ear with Te31)ect to which nteh failure 
any period of limitations under section 6501 , ~ --fa!,) 13 ~~. 01/ inserting of nteh occur& ••. ,· . :. . • . . • 
(relating tc the as&e8811'1.ent and collection of failure a,ft,er . 'notice •• . , · ;' -. - ". ,_ "(ZJ lNCBEASll- IN PENALTY· WHERE PAILU1U1J ''' 
taz:) or under section 6531 (relating to crimi- (d,J ETFEC't'rn ; DATE.-The ameftdment, CONTINUE3 APTER NOTUICATION.-I/ any failure 

' :::-·: nal proiecutiomJ with respect w 8UCh maaebyth.~ ·aectwnaha1lappl11~respect de&crlbed ·:·1.n · pamgra,ph f1) continueafor 
person shall. be inupended for the period . to in/0':1'4tion for annual.,accounting pert. more tlian 110 days after the da.11 on whfch • 
during which the • proceeding under 6uch. • • oda ending aJt.er the date of the enactment of the Secretarv mails notice of 8'11.Ch failure to ·' • 
subsection, and appea.13 therein,. are pend- th.1.3 Act; •• ,, • - ,,,. • •• '· the reporting corporation, such corporation 
ing." . • SEC. JJ/1. INFORMATION REQUIREMENTS • shall pa71 a r,enalti, fin addition to the • 

.. . WITH RESPECT TO CERTAIN FOR.- t · _, _,. A ,. (1)) of {bl CLER/CU, AMENDllfENr.-The table of sub- EIGN-OWNED CORPORATIONS. iimoun · TeqU1Teu. u, ..... r para,grap,. • 
part& for part III of &ubclw.pter N of chapter 11,000 for each 30-da.'1/ • period for Jra,ction 
1 ia amended in/ adc,ing at the end thereof fa.) GENERAL RULE.-Subpa.rt.A of part III thereof) during which such failure continua 

of 3Ubchapter A of chapter 61 i8 amended (]11 -n- ,,._ ,_ of Buch 90-da _ _.,A_, 

t.."iejoll.owing new item: inserting -n- 3ection 6038 the fiollowi..,,. ""'=• """' e;rpirat..,n · 11 ,,..,,..,... .,.,..,, • .., Th.e inc,ea.se in any penalty under th.ts para-
new section: graph sh.ail not exceed $24,000. • • "Subpart L Ad.miuwUity of documentation 

maintained in foreign coun-
t:ri.es. ,, , 

"SEC. 6tJJ8A. INFORMATION WITH RESPECT TO "(3) REAsONABLZ C.tUSE.-For 1)U11X»e8 of 
CERTAIN FOREIGN-OWNED COB- th.ta BUbsectwn. the time prescribed in/ regu
POR.ATIONS. • 'la.liom to furnish, tnformation land the be,. 

(cJ EFFECTIVE DATK.-The amendments "fa) 11.EQUIREMZNT.::_JJ. at any:time during ginning of the 9.0-dli'!l pe1'io<1, a,fter notice r,y . 
made by thu section shall appl11 with. respect a taxable year, a corporotion fhereina.fter in the Secretarv) Bha1Z be treated. as not earlier 
to formal document recruesta fas defined in th.ia section referred to a, the 'reporting cor- . than the last da.v mi which fas shown ro the 
section 982fcH1J of the Internal Be-oenue :z,oration'J;;;.,.. -. . ,.. ·-· ,atWactwn of the secretary) reasonable 
Code Q/ 1954, aa a.dded by th.ii section) "f1Jtsa.dofflestic.corporationori8afor- causeeristed..Jorfailureto.{urnt&hthein/or• • .. 
mailed a,fter the dale of the enactment of ,• eig1l corporation' enga,ged in trade or ~ mation. . 
thia Act. • nen within the United States, and • • • "(eJ CBOSS: REFERKNCL-
SEC. 338. PENALTY FOR FAILURE '1'0 FURNISH "(2} u controlled. by aforewn f)enOfl. .. 

INFORMATION WITH RESPECT 7U ISUCh .COTl)Offltion shall furnish, at such time ''fltw ,-.,;-~.,,....~for~ a/ 
CERTAIN FOREIGN CORPORA· and in 8'UCh manner tU the Secretan1 shall tl,i,--, ----1m.,. 
TIONS. by regulationa prescribe, the information de- (b) CLERICAL AMENDMENT.-The table of-sec-

(a) IN GENERAL.--Sect'ion 6038 frelattng to BCTibed. in subsection fbJ. • · 
tnlormation wi.th re,pect to certain foreign "(b) REQUIRED lNFORMATION.-For i>UTl>O&U tio1l8 for subpart A of part 111 of subchapter 

A of ch.apter 61 u amended. Int inserting the 
- C011)0ration3J i., amended by rede:rignating of subsection (a.J, the information d.e&cribed foll.owing new item a,fter the item relating .to _ 

~" 8Ubaection8 (bJ, fcJ, and (d) a..'l aubsecti0fl8 • in th.is subsection i8 3UCh information 128 the aection 
6038

: 
: · (cJ, (d.J, and <eJ, respectively, and Int insert- Secretarv ma71·prescribe b1J regulation& relat-

• --~'" • tng a,fter subsection (a1 the following new ing to-
'.· '• aub.!ection: • "(1) the name, principal place ofbusineu. 

~ . . "(bJ Doi.LAB PENALTY FOR F.mURE To· Frm- nature of business. and countn1 or countrie.l ! ,·, N1SH INFORMATION.- in which organized. OT re&id.ent, of each COT· 
~ ;., '. " "(1) IN GENERAL.-1/ am,1 · :,eTB011 faiu f,o porattcn which- • · 

i
-: · furr.Wi, within the time prescribed under "fAJ ts a member Qf the aa.me controlled 

•· ' . :,amgmph (2) of BUbBection fa.J, an?t in/or- • group aa the reporting corporation, and 
• •• mation with. respect to an11Jorei,;m. corpora,. • "(BJ had any transaction with. the report

tion required under paragraph 11) of subaec- ing corporation during its ta.J:able 11ear, 
lion (aJ, =h perron 11ha1l pay a penalty of "(2) the manner in which the reporting 

U $1,000 for ea.ch. annual accounting period corporation is related to each corporation 
f with respect to which such failure exists. referred to in paragraph (1), and 

"(Z) INCREASE IN PENALTY WHERZ FMLURE "(3) transact-tons · between the reporting 
CONTTJ,7JES AFTER NOT11'1CA'170N.-I/ any failure corporation . and ea.ch foreign . corporation 
~cribed in paragraph (1J continues for which is a member of the. same controlled 
more than 90 da.111 after the day ,on which group a.B the reporting corporation. 
the Secretary mail& notice of such failure to "(cJ DEFINITIONS.-For 1>U1'1l08eB of thi& see-
the United State& person, such person stuu,l tion- _ 
z,a.11 a penalt71 fin addition to the amount re- . "fl} CoNTROL.-The term 'control' 11.aa the 
quimt und.eT paragraph .(1)) of $1,000 for meaning given to B11Ch term by section 
e(U!h JO-aay period for fractwn, thereof) 6038fd.HtJ; acei>t that 'at lecut 50 z,ercent' 

"Sec. 6038A. 111/ormatton with. respect to cer
tain forei(l1t-owned corpo~ 

(C) EFFECTIVE DATE.-The amend-menu 
made by this section shall apply to taxable 

'11ean beginning after December"31, 1982. • 
SEC. 340. RETURNS · WITH RESPECT TO FOR-

EIGN PEE.SON.AL HOLDING COM· 
PANIES. 

(a) GENEJUL Ruu.--Section 6035 (relatiM 
to returns of officen, directors, and share
holdera of Joreivn per3onal holding compa
nies} i8 a.mended to read CUI fol!.owll: 
"SEC. 6035. RETURNS or· OFFICERS, DIREC

TORS, A.¥D SHAREHOLDERS OP 
FOREIGN PERSON.AL HOLDING · 
COMPANIES.- ·· 

"(a.J GENERAL Ruu:.-Each United States 
ctt1zen or resident who i8 an oJfi,cer; d.irec
to~ OT l O~ent , &!'4reholaer of a _coTJ)OTG-' 




