(E) No recapture by reason of casualty loss. -- the increase in
tax under this subsection shall not apply to a reduction in

qual ified basis by reason of a casualty loss to the extent such
|l oss is restored by reconstruction or replacenment within a
reasonabl e period established by the Secretary.

(F) No recapture where de minims changes in floor space. -- The
Secretary may provide that the increase in tax under this
subsection shall not apply with respect to any building if --
(i) such increase results forma de mnims change in the floor
space fraction under subsection (c)91), and

(1i) the building is a qualified | owincone building after such

change.
(5) Certain partnerships treated as the taxpayer. --
(A) In general. -- For purposes of applying this subsection to a

partnership to which this paragraph applies --

(i) such partnership shall be treated as the taxpayer to which
the credit allowabl e under subsection (a) was all owed.

(ii) the anobunt of such credit allowed shall be treated as the
amount whi ch woul d have been allowed to the partnership were such
credit allowable to such partnership,

(iii1) paragraph (4)(A) shall not apply, and

(iv) the anobunt of the increase in tax under this subsection for
any taxabl e year shall be allocated anong the partners of such
partnership in the same nmanner as such partnership's taxable

I ncone of such year is allocated anong such partners.

(B) Partnerships to which paragraph applies. -- This paragraph
shal |l apply to any partnership which has 35 or nore partners

unl ess the partnership elects not to have this paragraph apply.
(C Special rules. --

(i) Husband and wife treated as 1 partner. -- For purposes of
thi s subparagraph (B) (i), a husband and wife (and their estates)
shal |l be treated as 1 partner.

(ii) Election irrevocable. -- Any election under subparagraph
(B), once nmade, shall be irrevocabl e.

(6) No recapture on disposition of building (or interest

t herein) where bond posted. -- In the case of a disposition of a
building or an interest therein, the taxpayer shall be discharged
formliability for nay additional tax under this subsection by
reason of such disposition if --

(A) the taxpayer furnishes to the Secretary a bond in an anount
satisfactory to the Secretary and for the period required by the
Secretary, and

(B) it is reasonably expected that such building will continue
to be operated as a qualified | owinconme building for the
remai ni ng conpliance period with respect to such buil di ng.

(k) Application of at-risk rules. -- For purposes of this
section --
(1) In general. -- Except as otherwise provided in this

subsection, rules simlar to the rules of section 49(a)(1) (other
t han subparagraphs (D)(ii)(lI1) and (D)(iv)(l) thereof), section
49(a) (2), and section 49(b)(1) shall apply in determ ning the
qualified basis of any building in the same manner as such
sections apply in determning the credit base of property.



(2) Special rules for determning qualified person. -- For

pur poses of paragraph (1) --

(A) In general. -- If the requirenents of subparagraphs (B), (O
, and (D) are nmet with respect to any financing borrowed form a
qual i fied nonprofit organization (as defined in subsection (h)
(5)), the determ nation of whether such financing is qualified
commercial financing with respect to any qualified | owincone
bui | ding shall be made wi thout regard to whether such

organi zation --

(i) 1is actively and regularly engaged in the business if |ending

noney, or
(ii) is a person described in section 49(a)(1)(D)(iv)(Il).
(B) Financing secured by property. -- The requirenents of this

subparagraph are nmet with respect to any financing if such
financing Is secured by the qualified | owincone building, except
that this subparagraph shall not apply in the case of a federally
assi sted buil ding described in subsection (d)(6)(B) if --

(i) a security interest in such building is not permtted by a
Federal agency holding or insuring the nortgage secured by such
bui | di ng, and

(ii) the proceeds formthe financing (if any) are applied to
acquire or inprove such buil ding.

(C Portion of building attributable to financing. -- The

requi renments of this subparagraph are nmet with respect to any
financing for any taxable year in the conpliance period if, as of
the close of such taxable year, not nore than 60 percent of the
eligible basis of the qualified | owinconme building is
attributable to such financing (reduced by the principal and

i nterest of any governnental financing which is part of a wap-
around nortgage invol ving such financing).

(D) repaynent of principal and interest. -- The requirenents of
t hi s subparagraph are net with respect to any financing if such

financing is fully repaid on or before the earliest of --

(i) the date on which such financi ng matures,

(ii) the 90th day after the close of the conpliance period with

respect to the qualified |l owincone building, or

(ii1) the date of its refinancing or the sale of the building to
[

whi ch such financing rel ates.

In the case of a qualified nonprofit organization which is not
described in section 49(a)(1)(D)(iv)(ll) with respect to a
bui l ding, clause (ii) of this subparagraph shall be applied as if
the date described therein were the 90th day after the earlier of
the date the building ceases to be a qualified | owincone
building or the date which is 15 years after the close of a
conpliance period with respect thereto.

(3) Present value of financing. -- If the rate of interest on
any financing described in paragraph (2)(A) is less than the rate
which is 1 percentage point bel ow the applicable Federal rate as
of the time such financing is incurred, then the qualified basis
(to which such financing relates) of the qualified | owincone
bui | ding shall be the present val ue of the anpbunt of such

fi nanci ng, using as the discount rate such applicabl e Federal
rate. For purposes of the preceding sentence, the rate of

i nterest on any financing shall be determ ned by treating
interest to the extent of government subsidies as not payable.



(4) Failure to fully repay. --

(A) In general. -- To the extent that the requirenents of
paragraph (2)(D) are not nmet, then the taxpayer's tax under this
chapter for the taxable year in which such failure occurs shal

be i ncreased by an anount equal to the applicable portion of the
credit under this section with respect to such buil ding,

i ncreased by an anount of interest for the period --

(i) beginning with the due date for the filing of the return of
tax i nmposed by chapter 1 for the 1lst taxable year for which such
credit was all owable, and

(ii) ending with the due date for the taxable year in which such
failure occurs,

det erm ned by using the underpaynent rate and net hod under
section 6621.

(B) Applicable portion. -- For purposes of subparagraph (A), the
term "applicable portion" neans the aggregate decrease in the
credits allowed to a taxpayer under section 38 for all prior

t axabl e years which woul d have resulted if the eligible basis of
the building were reduced by the anmount of financing which does
not neet requirenments of paragraph (2)(D)

(C) Certainrules to apply. -- Rules simlar to the rules of
subparagraphs (A) and (D) of subsection (j)(4) shall apply for
pur poses of this subsection.

(I') Certifications and other reports to Secretary. --

(1) Certification with respect to 1st year of credit period. --
Foll owi ng the close of the 1st taxable year in the credit period
Wi th respect to any qualified | owincone building, the taxpayer
shall certify to the Secretary (at such tine and in such form and
in such manner as the Secretary prescribes) --

(A) the taxable year, and cal endar year, in which such building
was pl aced in service,

(B) the adjusted basis and eligible basis of such building as of
the close of the 1st year of the credit period,

(C) the maxi num appl i cabl e percentage and qualified basis
permtted to be taken into account by the appropriate housing
credit agency under subsection (h),

(D) the election made under subsection (g) with respect to the
qualified | owincone housing project of which such building is a
part, and

(E) such other information as the Secretary may require.

In the case of a failure to nake the certifications required by

t he precedi ng sentence on the date prescribed therefore, unless
it is shown that such failure is due to reasonabl e cause and not
to willful neglect, no credit shall be allowable by reason of
subsection (a) with respect to such building for any taxable year
endi ng before such certification is nmade

(2) Annual reports to the Secretary. -- The Secretary may
require taxpayers to submt an information return (at such tine
and in such formand manner as the Secretary prescribes) for each
t axabl e year setting forth --

(A) the qualified basis for the taxable year of each qualified

| owi ncome buil ding of the taxpayer,

(B) the information described in paragraph (1)(C for the

t axabl e year, and



(C such other information as the Secretary may require. The
penal ty under section 6652(j) shall apply to any failure to
submit the return required by the Secretary under the preceding
sentence on the dater prescribed therefore.

(3) Annual reports fromhousing credit agencies. -- Each agency
whi ch al | ocates any housing credit amount to any building for any
cal endar year shall submt to the Secretary (at such tine and in
such manner as the Secretary shall prescribe) an annual report
specifying --

(A) the amount of housing credit anount allocated to each
bui | ding for such year,

(B) sufficient information to identify each such buil ding and

t he taxpayer with respect thereto, and

(C) such other information as the Secretary may require.

The penalty under section 6652(j) shall apply to any failure to
submt the report required by the preceding sentence on the date
prescribed thoroughfare.

(m Responsibilities of housing credit agencies. --

(1) Plans for allocation of credit anong projects. --

(A) In general. -- Notw thstandi ng any ot her provision of this
section, the housing credit dollar amount with respect to any
bui l ding shall be zero unless --

(i) such anpbunt was allocated pursuant to a qualified allocation
pl an of the housing credit agency which is approved by the
governnmental unit (in accordance with rules simlar to the rules
of section 147(f)(2) (other than subparagraph (B)(ii) thereof))
of which such agency is a part, and

(ii) such agency notifies the chief executive officer (or the
equi val ent) of the local jurisdiction within which the building
is located of such project and provides such individual a
reasonabl e opportunity to comment on the project.

(B) Qualified allocation plan. -- For purposes of this
paragraph, the term"qualified allocation plan" neans any plan -

(i) which sets forth selection criteria to be used to determ ne
housing priorities of the housing credit agency which are
appropriate to | ocal conditions,

(11) which also gives preference in allocating housing credit
dol | ar amounts anong sel ected projects to --

(1) projects serving the | owest incone tenants, and

(I'l) projects obligated to serve qualified tenants for the

| ongest periods, and

(ii1) which provides a procedure that the agency (or an agent or
anot her private contractor of such agency) will follow in
nmonitoring for nonconpliance with the provisions of this section
and in notifying the Internal Revenue Service of such
nonconpl i ance whi ch such agency becones aware of.

(C) Certain selection criteria nust be used. -- The sel ection
criteria set forth in a qualified allocation plan must include -

) project |location.

i) housing needs characteristics,

i1) project characteristics,

V) sponsor characteristics,

) participation of |ocal tax-exenpt organizations,



(vi) tenant popul ations with special housing needs, and
(vii) public housing waiting lists.
(D) Application to bond financed projects. -- Subsection (h)(4)
shall not apply to any project unless the project satisfies the
requi renments for allocation of a housing credit dollar anount
under the qualified allocation plan applicable to the area in
whi ch the project is |ocated.
(2) Credit allocated to building not to exceed anount necessary
to assure project feasibility. --
(A) In general. -- The housing credit dollar anmount allocated to
a project shall not exceed the amobunt the housing credit agency
determ nes is necessary for the financial feasibility of the
project and its viability as a qualified | owinconme housing
proj ect throughout the credit period.
(B) Agency evaluation. -- In making the determ nation under
subparagraph (A), the housing credit agency shall consider --
(i) the sources and uses of funds and the total financing
pl anned for the project,
(ii) any proceeds or receipts expected to be generated by reason
of tax benefits, and
(ii1) the percentage of the housing credit dollar anmount used
for project costs other than the cost of internediaries.
Clause (iii) shall not be applied so as to inpede the devel opnent
of projects in hard-to-devel op areas.
Such a determ nation shall not be construed to be a
representation or warranty as to the feasibility or viability of
t he project.
(C Determnation nmade when credit anount applied for and when
bui l ding placed in service. --
(i) In general. -- A determ nation under subparagraph (A) shal
be made as of each of the follow ng tines:

The application for the housing credit dollar anmount.
) The allocation of the housing credit dollar anount.
) the date the building is placed in service.
) Certification as to anmount of other subsidies. -- Prior to
h determ nation under clause (i), the taxpayer shall certify
to the hosing credit agency the full extent for all federal,
State, and | ocal subsidies which apply (or which the taxpayer
expects to apply) with respect to the building.
(D) Application to bond financed projects. -- Subsection (h)(4)
shal |l not apply to any project unless the governnmental unit which
| ssued the bonds (or on behalf of which the bonds were issued)
makes a determ nation under rules simlar to the rules of
subpar agraphs (A) and (B)
(n) regulations. -- The Secretary shall prescribe such
regul ati ons as may be necessary or appropriate to carry out the
pur poses of this section, including regulations --
(1) dealing with --
(A) projects which include nore than 1 building or only a
portion of a building,
(B) buildings which are placed in service in portions,
(2) providing for the application of this section to short
t axabl e years,
(3) preventing the avoidance of the rules of this section, and

(
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(4) providing the opportunity for housing credit agencies to
correct admnistrative errors and om ssions with respect to

al | ocations and record keeping within a reasonable period after
their discovery, taking into account the availability of
regul ati ons and ot her adm nistrative guidance fromthe Secretary.
(o) Termnation. --

(1) In general. -- Except as provided in paragraph (2), --

(A) clause (i) of subsection (h)(3)(C shall not apply to any
amount al l ocated after June 30, 1992, and

(B) subsection (h)(4) shall not apply to any building placed in
service after June 30, 1992.

(2) Exception for bond-financed buildings in progress. -- For
pur poses of paragraph (1)(B), a building shall be treated as

pl aced in service before July 1, 1992 if --

(A) the bonds with respect to such building are issued before
July 1, 1992,

(B) the taxpayer's basis in the project (of which the building
is a part) as of June 30, 1992, is nore than 10 percent of the
t axpayer's reasonably expected basis in such project as of June
30, 1994, and

(C such building is placed in service before July 1, 1994.

43. Enhanced oil recovery credit

(a) general rule. -- For purposes of section 38, the enhanced
oil recovery credit for any taxable year is an anount equal to 15
percent of the taxpayer's qualified enhanced oil recovery costs
for such taxable year.

(b) Phase-out of credit as crude oil prices increase. --

(1) In general. -- The anmount of the credit determ ned under
subsection (a) for any taxable year shall be reduced by an anount
whi ch bears the sane ratio to the anbunt of such credit

(determ ned without regard to this paragraph) as --

(A) the amount by which the reference price for the cal endar
year preceding the cal endar year in which the taxable year begins
exceeds $28, bears to

(B) $6.

(2) Reference price. -- For purposes of this subsection, term
"reference price" neans, with respect to any cal endar year, the
reference price determ ned for such cal endar year under section
29(d) (2) (O). |

(3) Inflation adjustnent. --

(A) In general. -- In the case of any taxable year beginning in
a cal endar year after 1991, there shall be substituted for thee
$28 anmount under paragraph (1) (A) an anpunt equal to the product
of --

(i) $28, nmultiplied by

(ii) the inflation adjustnment factor for such cal endar year.

(B) Inflation adjustnment factor. -- The term"inflation

adj ustment factor"™ means, with respect to any cal endar year, a
fraction the nunerator of which is the GNP inplicit price

defl ator for the preceding cal endar year and the denom nator of
which is the GNP inplicit price deflator for 1990. For purposes
of the preceding sentence, the term"G\NP inplicit price deflator”
means the first revision of the inplicit price deflator the gross
nati onal product as conputed and published by the Secretary of



Commerce. Not later than April 1 of any cal endar year, the
Secretary shall publish the inflation adjustnent factor for the
precedi ng cal endar year.

(c) Qualified enhanced oil recovery costs. -- For purposes of
this section --
(1) In general. -- The term"qualified enhanced oil recovery

costs" neans any of the follow ng:

(A) Any anmount paid or incurred during thee taxable year for

t angi bl e property --

(i) which is an integral part of a qualified enhanced oi
recovery project, and

(ii) wth respect to which depreciation (or anortization in lieu
of depreciation) is allowable under this chapter.
(B) Any intangible drilling and devel opnent costs -
(i) which are paid or incurred in connection with a qualified
enhanced oil recovery project, and

(ii) wth respect to which the taxpayer may nmake an el ection
under section 263(c) for the taxable year.

(C Any qualified tertiary injectant expenses which are paid or
incurred in connection with a qualified enhanced oil recovery
project and for which a deduction is allowabl e under section 193
for the taxable year.

(2) Qualified enhanced oil recovery project. -- For purposes of
this subsection --
(A) In general. -- The term"qualified enhanced oil recovery

proj ect"” neans any project --

(i) which involves the application (in accordance with sound
engineering principles) of 1 or nore tertiary recovery nethods
(as defined in section 193(b)(3)) which can reasonabl e be
expected to result in nore than an insignificant increase in the
amount of crude oil which will ultinately be recovered,

(ii) which is located within the United States (within the
meani ng of section 638(1)), and

(ii1) wth respect to which the first injection of |iquids,
gases, or other matter comences after Decenber 31, 1990.

(B) Certification. -- A project shall not be treated as a
qual i fi ed enhanced oil recovery project unless the operator
submits to the Secretary (at such tinmes and in such manner as the
Secretary provides) a certification froma petrol eum engi neer
that the project neets (and continues to nmeet) the requirenents
of subparagraph (A).

(3) At-risk [imtation. -- For purposes of determ ning qualified
enhanced oil recovery costs, rules simlar to the rules of
section 49(a)(1), section 49(a)(2), and section 49(b) shal

appl y.
(4) Special rule for certain gas displacenent projects. -- for
pur poses of this section, immscible nonhydrocarbon gas

di spl acenment shall be treated as a tertiary recovery nethod under
section 193(b)(3).

(d) Oher rules. --

(1) Disallowance of deduction. -- Any deduction allowabl e under
this chapter for any costs taken into account in conputing the
amount of the credit determ ned under subsection (a) shall be
reduced by the amount of such credit attributable to such costs.



(2) Basis adjustments. -- For purposes of this subtitle, if a
credit is determ ned under this section for any expenditure with
respect to any property, the increase in the basis of such
property which would (but for this subsection result form such
expendi ture shall be reduced by the amobunt of the credit so

al | oned.

(e) Election to have credit not apply. --

(1) In general. -- A taxpayer nmay elect to have this section not
apply for any taxable year.
92) tinme for making election. -- An election under paragraph (1)

for any taxable year may be made (or revoked) at any tine before
the expiration of the 3-year period beginning on the |ast date
prescribed by law for filing the return for such taxabl e year
(determ ned without regard to extensions).

(3) Manner of nmaking election. -- An el ection under paragraph
(1) (or revocation thereof) shall be nade in such manner as the
Secretary may be regul ati ons prescri be.

44. Expenditures to provide access to disabled individuals

(a) Ceneral rule. -- For purposes of section 38, in the case of
an eligible small business, the anount of the disabled access
credit determ ned under this section for any taxable year shal
be an anobunt equal to 50 percent of so much of the eligible
access expenditures for the taxable year as exceed $250 but do
not exceed $10, 250.

(b) Eligible small business. -- For purposes of this section,
the term"eligible small business” neans any person if --
(1) either --

(A) the gross receipts of such person for the precedi ng taxable
year did not exceed $1, 000, 000, or

(B) in the case of a person to which subparagraph (A) does not
apply such person enpl oyed not nore than 30 full-tinme enpl oyees
during the precedi ng taxable year, and

(2) such person elects the application of this section of the

t axabl e year.

For purposes of paragraph (1)(B), an enployee shall be considered
full-time if such enpl oyee is enployed at | east 30 hours per week
for 20 or nore cal endar weeks in the taxabl e year.

(c) Eligible access expenditures. -- For purposes of this
section --
(1) In general. -- The term"eligible access expenditures" mnmeans

amounts paid or incurred by an eligible small business for the
pur pose of enabling such eligible small business to conply with
appl i cabl e requirenents under the Anericans Wth Disabilities Act
of 1990 (as in effect on the date of the enactnent of this
section).

(2) Certain expenditures included. -- The term"eligible access
expendi tures” includes anobunts paid or incurred --

(A) for the purpose of renpving architectural, conmunication,
physical, or transportation barriers which prevent a business
from being accessible to, or usable by, individuals with

di sabilities,

(B) to provide qualified interpreters or other effective methods
of making aurally delivered nmaterials available to individuals
Wit h hearing inpairnents,



(C) to provide qualified readers, taped texts, and ot her

ef fective methods of making visually delivered materials

avail able to individuals with visual inpairnents,

(D) to acquire or nodify equi pnent or devices for individuals
with disabilities, or

(E) to provide other simlar services, nodifications, materials,
or equi pnent .

(3) Expenditures nust be reasonable. -- Anobunts paid or incurred
for the purposes described in paragraph (2) shall include only
expendi tures which are reasonabl e and shall not include

expendi tures which are unnecessary to acconplish such purposes.
(4) Expenses in connection with new construction are not
eligible. -- The term"eligible access expenditures” shall not

i ncl ude anounts described in paragraph (2)(A) which are paid or
incurred in connection with any facility first placed in service
after the date of the enactnent of this section.

(5) Expenditures nust neet standards. -- The term "eligible
access expenditures” shall not include any anount unless the

t axpayer establishes, to the satisfaction of the Secretary, the
result in the renmoval of any barrier (or the provision of any
services, nodifications, materials, mor equipnment) neets the

st andards pronul gated by the secretary with the concurrence of
the Architectural and transportation barriers Conpliance Board
and set forth in regulations prescribed by the Secretary.

(d) Definition of disability; special rules. -- For purposes of
this section --
(1) Disability. -- The term"disability" has the same neani ng as

when used in the Americans Wth Disabilities Act of 1990 (as in
effect on the date of the enactnent of this section).

(2) Controlled groups. --

(A) In general. -- Al nenbers of the same controlled group of
corporations (within the nmeaning of section 52(a)) and al

persons under comon control (within the meaning of section 52
(b)) shall be treated as 1 person for purposes of this section.
(B) Dollar limtation. -- The Secretary shall apportion the
dollar limtation under subsection (a) anmong the nenbers of any
group described in subparagraph (A) in such manner as the
Secretary shall by regulations prescri be.

(3) Partnerships and S corporations. -- In the case of a
partnership, the limtation under subsection (a) shall apply with
respect to the partnership and each partner. A simlar rule
shall apply in the case of an S corporation and its sharehol ders.
(4) Short years. -- the Secretary shall prescribe such

adj ustments as nay be appropriate for purposes of paragraph (1)
of subsection (b) if the preceding taxable year is a taxable year
of I ess than 12 nont hs.

(5) Goss receipts. -- Goss receipts for any taxabl e year shal
be reduced by returns and all owances nade during such year.
(6) Treatnment of predecessors. -- The reference to any person in

paragraph (1) of subsection (b) shall be treated as including a
ref erence to any predecessor.

(7) Denial of double benefit. -- In the case of the anmount of
the credit determ ned under this section --

(A) no deduction or credit shall be allowed for such anount
under any ot her provision of this chapter, and



(B) no increase in the adjusted basis of any property shal
result from such anount.

(e) Regulations. -- The Secretary shall prescribe regul ations
necessary to carry out the purposes of this section.

46. Amount of credit

For purposes of section 38, the anobunt of the investnment credit
det erm ned under this section for any taxable year shall be the
sum of --

(1) the rehabilitation credit,

(2) the energy credit, and

(3) the reforestation credit.

47. Rehabilitation credit

(a) Ceneral rule. -- For purposes of section 46, the
rehabilitation credit for any taxable year is the sumof --

(1) 10 percent of the qualified rehabilitation expenditures with
respect to any qualified rehabilitated building other than a
certified historic structure, and

(2) 20 percent of the qualified rehabilitation expenditures with
respect to any certified historic structure.

(b) \When expenditures taken into account. --

(1) In general. -- Qualified rehabilitation expenditures with
respect to any qualified rehabilitated building shall be taken
into account for the taxable year in which such qualified
rehabilitated building is placed in service.

(2) Coordination with subsection (d). -- The anmount which would
(but for this paragraph) be taken into account under paragraph
(1) with respect to any qualified rehabilitated building shall be
reduced (but not bel ow zero) by any anobunt of qualified
rehabilitation expenditures taken into account under subsection
(d) by the taxpayers or a predecessor of the taxpayer (or, in the
case of a sale and | ease back described in section 50(a)(2)(C)

by the | essee), to the extent any anpbunt so taken into account
has not been reqU|red to be recaptured under section 50(a).(c)

Definitions. -- For purposes of this section --
(1) Qualified rehabilitated building. --
(A) In general. -- The term"qualified rehabilitated building"

means any building (and its structural components) if --

(i) such buildings has been substantially rehabilitated,

(ii1) such building was placed in service before thee begi nning
of the rehabilitation,

ii) in the case of any building other than a certified

toric structure, in the rehabilitation process --

50 percent or nore of the existing external walls of such
ilding are retained in place as external walls,

) 75 percent of nore of the existing external walls of such
ilding are retained in place as internal or external walls, and
|) depreciation (or anortization in |lieu of depreciation) is
owable with respect to such buil ding.

Bui I ding nust be first placed in service before 1936. -- In
the case of a building other than a certified historic structure,
a building shall not be a qualified rehabilitated building unless
the building was first placed in service before 1936.



(C Substantially rehabilitated defined. --

(1) In general. -- For purposes of subparagraph (A (i), a
bui l ding shall be treated as havi ng been substantially
rehabilitated only if the qualified rehabilitation expenditures
during the 24-nonth period selected by the taxpayer (at the tine
and in the manner prescribed by regulation) and ending with or
Wit hin the taxabl e year exceed the greater of --

(1) the adjusted basis of such building (and its structural
conponents), or

(I'1) $5,000.

The adjusted basis of the building (and its structural
conponents) shall be determ ned as of the beginning of the 1st
day of such 24-nonth period, or of the holding period of the
bui | di ng, whichever is later. For purposes of the preceding
sentence, the determ nation of the beginning of the holding
period shall be made w thout regard to any reconstruction by the
t axpayer in connection with the rehabilitation.

(ii) Special rule for phased rehabilitation. -- In the case of
any rehabilitation which may be reasonably be expected to be
conpleted in phases set forth in architectural plans and

speci fications conpleted before the rehabilitation begins, clause
(1) shall be applied by substituting "60-nmonth period" for "24-
nont h peri od”.

(ii1) Lessees. The Secretary shall prescribe by regulation

rul es for applying this subparagraph to | essees.

(D) Reconstruction. -- Rehabilitation includes reconstruction.
(2) Qualified rehabilitation expenditure defined. --
(A) In general. -- The term"qualified rehabilitation

expendi ture” neans any anount properly chargeable to capital
account - -

(i) for property for which depreciation is allowabl e under
section 168 and which is --

(1) nonresidential real property,

(I'l) residential rental property,

(11'1) real property which has a class life of nore than 12.5
years, or

(1V) an addition or inprovenment to property described in

subcl ause (1), (I1), or (I1l), and

(ii) in connection with the rehabilitation of a qualified
rehabilitated buil ding.

(B) Certain expenditures not included. -- The term"qualified
rehabilitation expenditure” does not include --

(i) Straight line depreciation nust be used. -- Any expenditure
Wi th respect to which the taxpayer does not use the straight |ine

met hod over a recovery period determ ned under subsection (c) or
(g) of section 168. The preceding sentence shall not apply to
any expenditure to the extent the alternative depreciation system
of section 168(g) applies to such expenditure by reason of
subparagraph (B) or (C) of section 168(g)(1).

(ii) Cost of acquisition. -- The cost of acquiring any buil ding
or interest therein.

(iii) Enlargenents. -- Any expenditure attributable to thee

enl argenent of an existing building.

(iv) Certified historic structure, etc. -- Any expenditure
attributable to the rehabilitation of a certified historic



structure or a building in a registered historic district, unless
the rehabilitation is a certified rehabilitation (within the
meani ng of subparagraph (C)). The preceding sentence shall not
apply to a building in a registered historic district if --

(1) such building was not a certified historic structure,

(I'l) the Secretary of the Interior certified to the Secretary

t hat such building is not of historic significance to the
district, and

(111) if the certification referred to in subclause (I11) occurs
after the beginning of the rehabilitation of such building, the

t axpayer certifies to the Secretary that, at the begi nning of
such rehabilitation, he in good faith was not aware of the

requi renents of subcl ause (I1).

(v) Tax-exenpt use property. --

(1) In general. -- Any expenditure in connection with the
rehabilitation of a building which is allocable to the portion of
such property which is (or may reasonably be expected to be) tax-
exenpt use property (within the meaning of section 168(h)).

(Il) Cdause not to apply for purposes of paragraph (1)(C. --
This clause shall not apply for purposes of determ ning under
paragraph (1) (C) whether a building has been substantially
rehabilitated.

(vi) Expenditures of |essee. -- Any expenditure of a | essee of a
building, if on the date the rehabilitation is conpleted, the
remaining termof the | ease (determ ned without regard to any
renewal periods) is |less than the recovery period determnm ned
under section 168(c).

(C certified rehabilitation. -- For purposes of subparagraph
(B), the term"certified rehabilitation” means any rehabilitation
of a certified historic structure which the Secretary of the
Interior has certified to the Secretary as being consistent with
the historic character of such property or the district in which
such property is | ocated.

(D) Nonresidential real property; residential rental property;
class life. -- For purposes of subparagraph (A), the terns
"nonresidential real property,” "residential rental property,"
and "class |ife" have the respective neani ngs given such terns by
section 168.

(3) Certified historic structure defined. --

(A) In general. -- The term"certified historic structure” nmeans
any building (and its structural conponents) which --

(i) is listed in the National Register, or

(ii) is located in a registered historic district and is
certified by the Secretary of the Interior to the Secretary as
bei ng of historic significance to the district.

(B) Registered historic district. -- The term"regi stered
historic district" neans --

(i) any district listed in the National Register, and

(ii) any district --

(1) which is designated under a statute of the appropriate State
or local governnment, if such statute is certified by the
Secretary of the Interior to the Secretary as containing criteria
which will substantially achieve the purpose of preserving and
rehabilitating buildings of historic significance to the
district, and



(Il) which is certified by the Secretary of the Interior to the
Secretary as neeting substantially all of the requirenents for
the listing of districts in the National Register.

(d) Progress expenditures. --

(1) In general. -- In the case of any building to which this
subsection applies, except as provided in paragraph (3) --

(A) if such building is self-rehabilitated property, any
qualified rehabilitation expenditure with respect to such
bui | ding shall be taken into account for the taxable year for
whi ch such expenditure is properly chargeable to capital account
Wi th respect to such building, and

(B) if such building is not self-rehabilitated properly, any
qualified rehabilitation expenditure with respect to such
bui | ding shall be taken into account for the taxable year in

whi ch pai d.
(2) Property to which subsection applies. --
(A) In general. -- This subsection shall apply to any buil di ng

which is being rehabilitated by or for the taxpayer if --

(i) the normal rehabilitation period for such building is 2
years or nore, and

(ii) it is reasonable to expect that such building will be a
qualified rehabilitated building in the hands of the taxpayer
when it is placed in service.

Clauses (i) and (ii) shall be applied on the basis of facts known
as of the close of the taxable year of the taxpayer in which the
rehabilitation begins (or, if later, at the close of the first
taxabl e year to which an el ection under this subsection applies)

(B) Normal rehabilitation period. -- For purposes of
subparagraph (A), the term"normal rehabilitation period" neans
t he period reasonably expected to be required for the
rehabilitation of the building --

(i) beginning with the date on which physical work on the
rehabilitation begins (or, if later, the first day of the first
taxabl e year to which an el ection under this subsection applies)
, and

(ii) ending on the date on which it is expected that the

property will be available for placing in service.

(3) Special rules for applying paragraph (1). -- For purposes of
paragraph (1) --

(A) Conponent parts, etc. -- Property which is to be a conponent

part of or is otherwise to be included in, any building to which
this subsection applies shall be taken into account --

(i) at atinme not earlier than the tinme at which it becones

i rrevocably devoted to use in the building, and

(ii) as if (at the tine referred to in clause (i)) the taxpayer
had expended an anmpbunt equal to that portion of the cost to the
t axpayer of such component or other property which, for purposes
of this subpart, is properly chargeable (during such taxable
year) to capital account with respect to such buil ding.

(B) Certain borrowi ng disregarded. -- Any anount borrowed
directly or indirectly by the taxpayer formthe person
rehabilitating the property for himshall not be treated as an
amount expended for such rehabilitation.

(C Limtation for buildings which are not self-rehabilitated. -



(i) In general. -- In the case of a building which is not self-
rehabilitated, the anobunt taken into account under paragraph (1)
(B) for any taxable year shall not exceed the anmount which
represents the portion of the overall cost to the taxpayer of the
rehabilitation which is properly attributable to the portion of
the rehabilitation which is conpleted during such taxabl e year.

(ii) Carry-over of certain anounts. -- In the case of a building
which is not a self-rehabilitated building, if for the taxable
year --

(1) the amount which (but for clause (i)) would have been taken
i nto account under paragraph (1) (B) exceeds the Iimtation of
clause (i), then the anpbunt of such excess shall be taken into
account under paragraph (1)(B) for the succeedi ng taxabl e year,

or
(Il) the limtation of clause (i) exceeds the anmbunt taken into
account under paragraph (1)(B), then the anmpbunt of such excess

shall increase the limtation of clause (i) for the succeeding
t axabl e year.
(D) Determnation of percentage of conpletion. -- The

det erm nati on under subparagraph (C)(i) of the portion of the
over all cost to the taxpayer of the rehabilitation which is
properly attributable to rehabilitation conpleted during any

t axabl e year shall be nade, under regul ations prescribed by the
Secretary, on the basis of engineering or architectural estimates
or on the basis of cost accounting records. Unless the taxpayer
est abl i shes ot herwi se by clear and convi nci ng evi dence, the
rehabilitation shall be deenmed to be conpleted not nore rapidly
than ratably over the normal rehabilitation period.

(E) No progress expenditures for certain prior periods. -- No
qualified rehabilitation expenditures shall be taken into account
under this subsection for any period before the first day of the
first taxable year to which an el ection under this subsection

appl i es.
(F) No progress expenditures for property for year it is placed
in service, etc. -- In the case of any building, no qualified

rehabilitation expenditures shall be taken into account under
this subsection for the earlier of --

(i) the taxable year in which the building is placed in service,
0

r
(ii) the first taxable year for which recapture is required
under section 50(a)(2) wth respect to such property,

or for any taxable year thereafter.

(4) Self-rehabilitated building. -- For purposes of this
subsection, the term"self-rehabilitated building" neans any
building if it is reasonable to believe that nore than half of
the qualified rehabilitation expenditures for such building wll
be made directly by the taxpayer.

(5) Election. -- This subsection shall apply to any taxpayer
only if such taxpayer has nade an el ecti on under this paragraph.
Such an el ection shall apply to the taxable year for which nade
and all subsequent taxable years. Such an el ection, once made,
may be revoked only with the consent of the Secretary.

48. Energy credit; reforestation credit



(a) Energy credit. --

(1) In general. -- For purposes of section 46, the energy credit
for any taxable year is the energy percentage of the basis of
each energy property placed in service during such taxable year.
(2) Energy percentage. --

(A) In general. -- Except as provided in subparagraph (B), the
energy percentage is 10 percent.
(B) Termnation. -- Effective with respect to periods after June

30, 1992, the energy percentage is zero. For purposes of the
precedi ng sentence, rules simlar to the rules of section 48(n
(as in effect on the day before the date of the enactnent of the
Revenue Reconciliation Act of 1990) shall apply.

(C) Coordination with rehabilitation credit. -- The energy
percentage shall not apply to that portion of the basis of any
property which is attributable to qualified rehabilitation
expendi t ures.

(3) Energy property. -- For purposes of this subpart, the term
"energy property" nmeans any property --

(A) whichis --

(i) equipment which uses solar energy to generate electricity,
to heat or cool (or provide hot water for use in) a structure, or
to provide sol ar process heat, or

(ii) equipnent used to produce, distribute, or use energy
derived forma geothernmal deposit (within the neaning of section
613(e)(2)), but only, in the case of electricity generated by
geot hermal power, up to (but not including) the electrical
transm ssion stage, (B)(i) the construction, reconstruction, or
erection of which is conpleted by the taxpayer, or

(ii) which is acquired by the taxpayer if the original use of
such property comrences with the taxpayer,

(C wth respect to which depreciation (or anortization in lieu
of depreciation) is allowable, and

(D) which neets the performance and qualify standards (if any)
whi ch - -

(i) have been prescribed by the Secretary by regul ations (after
consultation with the Secretary of Energy), and

(ii) are in effect at the time of the acquisition of the
property.

The term "energy property” shall not include any property which
is public utility property (as defined in section 46(f)(5) as in
effect on ;the day before the date of the enactnent of the
Revenue Reconciliation Act of 1990).

(4) Special rule for property financed by subsi ded energy
financi ng or industrial devel opnent bonds. --

(A) Reduction of basis. -- For purposes of applying the energy
percentage to any property, if such property is financed in whole
or in part by --

(i) subsidized energy financing, or

(ii) the proceeds of a private activity bond (within the nmeaning
of section 141) the interest on which is exenpt formtax under
section 103,

t he amount taken into account as the basis of such property shal
not exceed the amount which (but for this subparagraph) woul d be
so taken into account nultiplied by the fraction determ ned under
subpar agr aph (B)



(B) Determnation of fraction. -- For purposes of subparagraph
(A), the fraction determ ned under this subparagraph is 1 reduced
by a fraction --

(i) the nunerator of which is that portion of the basis of the
property which is allocable to such financing or proceeds, and
(ii) the denom nator of which is the basis of the property.

(C) Subsidized energy financing. -- For purposes of subparagraph
(A), the term "subsidized energy financing"” neans financing

provi ded under a Federal, State, or |ocal programa principal

pur pose of which is to provide subsidized financing for projects
desi gned to conserve or produce energy.

(5) Certain progress expenditure rules made applicable. -- Rules
simlar to the rules of subsections (c)(4) and (d) of section 46
(as in effect on the day before the date of the enactnent of the
Revenue Reconciliation Act of 1990) shall apply for purposes of
this subsection

(b) Reforestation credit. --

(1) In general. -- For purposes of section 46, the reforestation
credit for nay taxable year is 10 percent of the portion of the
anortizabl e basis of any qualified tinber property which was
acqui red during such taxable year and which is taken into account
under section 194 (after the application of section 194(b)(1)).
(2) Definitions. -- For purposes of this subpart, the terns
"anortizabl e basis" and "qualified tinber property" have the
respective neanings given to such terns by section 194.

49. At-risk rules

(a) Ceneral rule. --

(1) Certain nonrecourse financing excluded formcredit base. --
(A) Limtation. -- The credit base of any property to which this
par agraph applies shall be reduced by the nonqualified
nonrecourse financing with respect to such credit base (as of the
cl ose of the taxable year in which placed in service) _.

(B) Property to which paragrpah applies. -- This paragrpah
applies to any property which --

(i) is placed in service during the taxable year by a taxpayer
described in section 465(a)(1), and

(ii) is used in connection with an activity with respect to

whi ch any loss is subject to limtation under section 465.

(O Cedit base defined. -- For purposes of this paragraph, the
term"credit base" neans --

(i) the portion of the basis of any qualified rehabilitated
building attributable to qualified rehabilitation expenditures,
(ii) the basis of any energy property, and

(ii1) the anortizable basis of any qualified tinber property.
(D) Nonqualified nonrecourse financing. --

(i) In general. -- For purposes of this paragrpah and paragraph
(2), the term"nonqualified nonrecourse financing" neans any
nonrecour se financing which is not qualified comerci al

f i nanci ng.

(ii) Qualified connercial financing. -- For purposes of this
paragraph, the term"qualified conmercial financing" neans any

financing with respect to any property if --

(1) such property is acquired by the taxpayer froma person who
is not a rel ated person,



(1) the anpbunt of the nonrecourse financing with respect to
such property does not exceed 80 percent of the credit base of
such property, and

(1'1'l') such financing is borrowed forma qualified person or
represents a | oan fromany Federal, State, or |ocal governnment or
instrumentality thereof, or is guaranteed by any Federal, State,
or | ocal governnent.

Such termshall not include any convertibl e debt.

(iii1) Nonrecourse financing. -- For purposes of this

subpar agraph, the term "nonrecourse financing"” includes --

(1) any amount with respect to which the taxpayer is protected
agai nst | oss through guarantees, stop-loss agreenments, or other
sim | ar arrangenents, and

(I'l) except to the extent provided in regulations, any anount
borrowed froma person who has an interest (other than as a
creditor) in the activity in which the property is used or forma
rel ated person to a person (other than the taxpayer) having such
an interest.

In the case of anmounts borrowed by a corporation froma

shar ehol der, subclause (I1) shall not apply to an interest as a
shar ehol der.

(iv) Qualified person. -- For purposes of this paragraph, the
term"qualified person” neans any person which is actively and
regul arly engaged in the business of |ending noney and which is
not --

(1) arelated person with respect to the taxpayer,

(1'l) a person fromwhich the taxpayer acquired the property (or
a related person to such person), or

(I'1l) a person who receives a fee with respect to the taxpayer's
i nvestment in the property (or a related person to such person).
(v) Related person. -- For purposes of this subparagraph, the

term"rel ated person” has the meani ng given such termby section
465(b) (3)(C). Except as otherw se provided in regul ations
prescribed by the Secretary, the determ nation of whether a
person is a related person shall be made as of the close of the
taxabl e year in which the property is placed in service.

(E) Application to partnerships and S corporations. -- For
pur poses of this paragraph and paragraph (2) --
(i) In general. -- Except as otherwise provided in this

subparagraph, in the case of any partnership of S corporation,
the determ nation of whether a partner's or sharehol der's

al | ocabl e share of any financing is nonqualified nonrecourse
financi ng shall be made at the partner or sharehol der |evel.
(ii) Special rule for certain recourse financing of S
corporation. -- A shareholder of an S corporation shall be
treated as |liable for his allocable share of any financing
provi ded by a qualified person to such corporation if --

(1) such financing is recourse financing (determ ned at the
corporate level), and

(I'l) such financing is provided with respect to qualified
busi ness property of such corporation.

(ii1) Qualified business property. -- For purposes of clause
(ii), the term"qualified business property” means any property
if -



(1) such property is used by the corporation in the active
conduct of a trade or business,

(1'l) during the entire 12-nonth period ending on the |ast day of
t he taxabl e year, such corporation had at least 3 full-tine

enpl oyees who were not owner-enpl oyees (as defined in section 465
(c)(7)(E)(i)) and substantially all the services of whomwere in
t he active managenent of the trade or business.

(iv) Determnation of allocable share. -- The determ nation of
any partner's or sharehol der's all ocable share of any financing
shall be nmade in the danme nmanner as the credit allowabl e by
section 38 with respect to such property.

(F) Special rules for energy property. -- Rules simlar to the
rul es of subparagraph (F) of section 46(c)(8) (as in effect on
the day before the date of the enactnent of the Revenue
Reconciliation Act of 1990) shall apply for purposes of this
par agr aph.

(2) Subsequent decreases in nonqualified nonrecourse financing
Wi th respect to the property. --

(A) In general. -- If, at the close of the taxable year
following the taxable year in which the property was placed in
service, there is a net decrease in the amount of nonqualified
nonrecourse financing with respect to such property, such net
decrease shall be taken into account as an increase in the credit
base for such property in accordance wth subparagraph (O

(B) Certain transactions not taken into account. -- For purposes
of this paragraph, nonqualified nonrecourse financing shall not
be treated as decreased through the surrender or other use of
property financed by nonqualified nonrecourse financing.

(C© Manner in which taken into account. --

(i) Credit determned by reference to taxable year property

pl aced in service. -- For purposes of determning the anount of
credit allowabl e under section 38 and the amount of credit
subject to the early disposition or cessation rules under section
50(a), and increase in a taxpayer's credit base for nay property
by reason of this paragraph shall be taken into account as if it
were property placed in service by the taxpayer in the taxable
year in which the property referred to in subparagraph (A was
first placed in service.

(ii) Credit allowed for year of decrease in nonqualified
nonrecourse financing. -- Any credit allowable under this subpart
for nay increase in qualified investnment by reason of this

par agraph shall be treated as earned during the taxable year of

t he decrease in the anmount of nonqualified nonrecourse financing.
(b) Increases in nonqualified nonrecourse financing. --

(1) In general. -- If, as of the close of the taxable year,
there is a net increase with respect to the taxpayer in the
amount of nonqualified nonrecourse financing (W thin the neaning
of subsection (a)(1l)) with respect to any property to which
subsection (a)(1) applied, then the tax under this chapter for
such taxabl e year shall be increased by an anount equal to the
aggregate decrease in credits all owed under section 38 for al
prior taxable years which would have resulted fromreducing the
credit base (as defined in subsection (a)(1)(C)) taken into
account with respect to such property by the anount of such net

i ncrease. For purposes of determ ning the amount of credit



subject to the early disposition or cessation rules of section 50
(a), the net increase in the amobunt of the nonqualified
nonrecourse financing with respect to the property shall be
treated as reducing the property's credit base in the year in

whi ch the property was first placed in service.



