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1. Tax inposed.

(a) Married individuals filing joint returns and surviving
spouses. -- There is hereby inposed on the taxable incone of --

(1) every married individual (as defined in section 7703)
who nakes a singe return jointly with his spouse under section
6013, and

(2) every surviving spouse (as defined in section 2(a)),

a tax determned in accordance with the follow ng table:
| f taxable inconme is:The tax is:
Not over $32,45015% of taxabl e incone.
Over $32,450 but not over $78,400  $4,867.50, plus 28% of
t he excess over $32, 450.
Over $78, 400 $17, 733.50, plus 31% of
t he excess over $78, 400.

(b) Heads of households. -- There is hereby inposed on the
t axabl e i nconme of every head of household (as defined in section
2 (b)) a tax determned in accordance with the foll ow ng table:
| f taxable inconme is:The tax is:

Not over $26,05015% of taxabl e incone.

Over $26,050 but not over $67,200  $3,907.50, plus 28% of

t he excess over $26, 050.
Over $67, 200 $15, 429. 50, plus 31% of
t he excess over $67, 200.

(c) Unmarried individuals (other than surviving spouses and
heads of households). -- There is hereby inposed on the taxable
i ncone of every individual (other than a surviving spouse as
defined in section n2(a) or the head of a household as defined in
section 2(b) who is not a married individual (as defined in

section 7703) a tax determned in accordance with the foll ow ng
tabl e:



| f taxable inconme is:The tax is:

Not over $19, 45015% of taxabl e incone.

Over $19,450 but not over $47,050 $2,917.50, plus 28% of
t he excess over $19, 450.

Over $47, 050 $10, 645. 50, plus 31% of
t he excess over $47, 050.

(d) Married individuals filing separate returns. -- There
I s hereby inposed on the taxable incone of every married
i ndi vidual (as defined in section 7703) who does not nake a
single return jointly with his spouse under section 6013, a tax
determ ned in accordance with the follow ng table:
| f taxable inconme is:The tax is:

Not over $16, 22515% of taxabl e incone.

Over $16,225 but not over $39,200 $2,433.75, plus 28% of
t he excess over $16, 225.

Over $39, 200 $8, 866. 75, plus 31% of

t he excess over $39, 200.

(e) Estates and trusts. -- there is hereby inposed on the
t axabl e i ncone of --

(1) every estate, and
(2) every trust,

t axabl e under this subsection a tax deternm ned in accordance wth
the follow ng tabl e:

| f taxable income is:The tax is:

Not over $3,300 15% of taxable incone.

Over $3,300 but not over $9,900$495, plus 28% of the
excess over $9, 900.

Over $9, 900%2, 343, plus 31% of the
excess over $9, 900.

(f) Adjustnents in tax tables so that inflation will not
result in tax increases. --



(1) In Ceneral. -- Not later than Decenber 15 of 1990, and
each subsequent cal endar year, the Secretary shall prescribe
tabl es which shall apply in lieu of the tables contained in
subsections (a), (b), (c), (d), and (e) with respect to taxable
years beginning in the succeedi ng cal endar year.

(2) Method of prescribing tables. -- The table which under
paragraph (1) is to apply in lieu of the table contained in
subsections (a), (b), (c), (d), or (e), as the case may be, with
respect to taxable years beginning in any cal endar year shall be
prescribed --

(A) by increasing the m ni numand maxi mum dol | ar anounts
for each rate bracket for which a tax inposed under such table by
the cost-of-living adjustnment for such cal endar year,

(B) by not changing the rate applicable to any rate bracket
as adj usted under subparagraph (A), and

(C© by adjusting the anpbunts setting forth the tax to the
extent necessary to reflect the adjustnments in the rate brackets.

(3) Cost-of-living adjustment. -- For purposes of paragraph
(2), the cost-of-living adjustnment for any cal endar year is the
percentage (if any) by which --

(A) the CPI for the preceding cal endar year, exceeds
(B) the CPI for the cal endar year 1989.

(4) CPI for any cal endar year. -- For purposes of paragraph
(3), the CPI for any cal endar year is the average of the Consuner
Price Index as of the close of the 12-nonth period ending on
August 31 of such cal endar year.

(5) Consuner Price Index. -- For purposes of paragraph (4)
, the term " Consuner Price |Index" neans the |ast Consunmer Price
| ndex for all-urban consunmers published by the Departnent of
Labor. For purposes of the preceding sentence, the revision of
the Consunmer Price Index which is nost consistent with the
Consumner Price Index for cal endar year 1986 shall be used.

(6) Rounding. --

(A) In general. -- If any increase determ ned under
paragraph (2)(A), section 63(c)(4), Section 68(b)(2) or section
151(d)(4) is not a multiple of $50, such increase shall be
rounded to the next |owest nultiple of $50.

(B) Table for married individuals filing separately. -- In
the case of a married individual filing a separate return,
subparagraph (A) (other than with respect to subsection (c)(4) of
section 63 (as it applies to subsections (c)(5)(A) and (f) of
such section) and section 151(d)(4)(A)) shall be applied by
substituting "$25" for "$50" each place it appears.



(g) Certain unearned inconme of mnor children taxed as if
parent's incone. --

(1) 1In general. -- In the case of any child to whomthis
subsection applies, the tax inposed by this section shall be
equal to the greater of --

(A) the tax inposed by this section without regard to this
subsection, or

(B) the sumof --

(1) the tax which would be inposed by this section if the
taxabl e i ncome of such child for the taxable year were reduced by
t he net unearned inconme of such child, plus

(1i) such child' s share of the allocable parental tax.

(2) Child to whom subsection applies. -- This subsection
shall apply to any child for any taxable year if --

(A) such child has not attained age 14 before the cl ose of
t he taxabl e year, and

(B) either parent of such child is alive at the cl ose of
t he taxabl e year.

(3) Allocable parental tax. -- For purposes of this
subsection --

(A) In general. -- the term"allocable parental tax"
the excess of --

nmeans

(1) the tax which would be inposed by this section on the
parent's taxable inconme if such inconme included the net unearned
I ncone of all children of the parent to whomthis subsection
appl i es, over

(i1i) the tax inposed by this section on the parent w thout
regard to this subsection

For purposes of clause (i), net unearned inconme of all children
of the parent shall not be taken into account in conputing any
excl usi on, deduction, or credit of the parent.

(B) Child s share. -- A child s share of any allocable
parental tax shall be equal to an anpbunt which bears the sane
ratio to the total allocable parental tax as the child' s net
unear ned i ncone bears to the aggregate net unearned incone of al
children of such parent to whomthis subsection applies.

(C Coordination with section n644. -- If tax is inposed
under section 644(a)(1l) with respect to the sale or exchange of
any property of which the parent was the transferor, for purposes



of applyi ng subparagraph (A) to the taxable year of the parent in
whi ch such sal e or exchange occurs --

(i) taxable income of the parent shall be increased by the
amount treated as included in gross inconme under section 644(a)
(2) (A (i), and

(1i) the amount described in subparagraph (A)(ii) shall be
i ncreased by the anpbunt of the excess referred to in section 644

(a)(2) (A).

(D) Special rule where parent has different taxable year. -
- Except as provided in regulations, if the parent does not have
the sanme taxable year as the child, the allocable parental tax
shal | be determ ned on the basis of the taxable year of the
parent ending in the child s taxable year.

(4) Net unearned incone. -- For purposes of this subsection
(A) In general. -- The term "net unearned incone” neans the
excess of --

(1) the portion of the adjusted gross incone for the taxable
year which is not attributable to earned inconme (as defined in
section 911(d)(2), over

(ii) the sumof --

(I') the amount in effect for the taxabl e year under section
63(c)(5)(A) relating to limtation non standard deduction in the
case of certain dependents), plus

(I'l) the greater of the anpbunt described in subclause (1)
or, if the child item zes his deductions for the taxable year,
t he amount of the item zed deductions allowed by this chapter for
the taxabl e year which are directly connected with the production
of the portion of adjusted gross incone referred to in clause (i)

(B) Limtation based on taxable income. -- The anount of
t he net unearned inconme for any taxable year shall not exceed the
i ndi vidual's taxable income for such taxabl e year.

(5) Special rules for determ ning parent to whom subsecti on
applies. -- For purposes of this subsection, the parent whose
taxabl e i ncone shall be taken into account shall be --

(A) in the case of parents who are not married (within the
meani ng of section 7703), the custodial parent (within the
meani ng of section 152(e)) of the child, and

B) In the case of married individuals filing separately,
the individual with the greater taxable incone.



(6) Providing of parent's TIN. -- The parent of any child
to whomthis subsection applies for any taxabl e year shal
provide the TIN of such parent to such child and such child shal
I nclude such TIN on the child' s return of tax inposed by this
section for such taxable year.

(7) El ection to claimcertain unearned incone of child
on parent's return. --

(A In general. -- If --

(1) any child to whomthis subsection applies has gross
i ncone for the taxable year only frominterest and divi dends
(i ncludi ng Al aska Permanent Fund di vi dends).

(ii) such gross inconme is nore than $500 and | ess than $5,
000.

(rit) no estimated tax paynents for such year are nade
in the nane and TIN of such child, and no anount has been
deduct ed and wi t hhel d under secti on 3406, and

(iv) the parent of such child (as determ ned under paragraph
(5)) elects the application of subparagraph (B), such child shal
be treated (other than for purposes of this paragraph) as havi ng
no gross incone for such year and shall | not be required to file
a return under section 6012.

(B) Incone included on parent's return. -- In the case of a
parent making the el ection under this paragraph --

(1) the gross incone of each child to whom such el ection
applies (to the extent the gross incone of such child exceeds $1,
000) shall be included in such parent's gross inconme of the
t axabl e year,

(i1i) the tax inposed by this section for such year with
respect to such parent shall be the anbunt equal to the sum of -

(I') the amount determ ned under this section after the
application of clause (i), plus

(I'l) for each such child, the | esser of $75 or 15 percent of
the excess of the gross incone of such child over $500, and

(riti) any interest which is an itemof tax preference
under section 57(a)(5) of the child shall be treated as an item
of tax preference of such parent (and not of such child).

(C© Regulations. -- The secretary shall prescribe such
regul ations as nay be necessary or appropriate to carry out the
pur poses of this paragraph.



(h) Maxinmumcapital gains rate. -- |If a taxpayer has a net
capital gain for any taxable year, then the tax inposed by this
section shall not exceed the sum of --

(1) a tax computed at the rates and in the same nanner as
if this subsection had not been enacted on the greater of --

~ (A) taxable incone reduced by the ambunt of the net capital
gain, or

(B) the amount of taxable incone taxed at a rate bel ow 28
percent, plus

(2) a tax of 28 percent of the ambunt of taxable incone in
excess of the anpbunt determ ned under paragraph (1).

2. Definitions and special rules.
(a) Definition of surviving spouse. --

(1) In general. -- For purposes of section 1, the term
"surviving spouse" means a taxpayer --

(A) whose spouse died during either of his tw taxable
years i mredi ately preceding the taxable year, and

(B) who naintains as his honme a househol d which constitutes
for the taxable year the principal place of abode (as a nmenber of
such househol d) of a dependent (i) who (within the neaning of
section 152) is a son, stepson, daughter, or stepdaughter of the
taxpayer, and (ii) with respect to whomthe taxpayer is entitled
to a deduction for the taxable year under section 151.

For purposes of this paragraph, an individual shall be considered
as mai ntaining a household only if over half of the cost of

mai nt ai ni ng the household during the taxable year is furnished by
such i ndi vi dual

(2) Limtations. -- Notw thstanding paragraph (1), for
pur poses of section 1 a taxpayer shall not be considered to be a
survi vi ng spouse --

(A) if the taxpayer has renmarried at any tinme before the
cl ose of the taxable year, or

(B) unless, for the taxpayer's taxable year during which
his spouse died, a joint return could have been nade under the
provi sions of section 6013 (without regard to subsection (a)(3)
t hereof).

(3) Special rule where deceased spouse was in mssing
status. -- If an individual was in a mssing status (within the
meani ng of section 6013(f)(3)) as a result of service in a conbat
zone (as determ ned for purposes of section 112) and if such



i ndi vidual remains in such status until the date referred to in
subparagraph (A) or (B), then, for purposes of paragraph (1)(A),
the date on which such individual died shall be treated as the
earlier of the date determ ned under subparagraph (A) or the date
det er mi ned under subparagraph (B)

(A) the date on which the determ nation is nade under
section 556 of title 37 of the United States Code or under
section 5566 of title 5 of such Code (whichever is applicable)
t hat such individual died while in such mssing status, or

(B) except in the case of the conbat zone designated for
pur poses of the Vietnamconflict, the date which is 2 years after
t he date designated under section 112 as the date of term nation
of conbatant activities in that zone.

(b) Definition of head of household. --

(1) In general. -- For purposes of this subtitle, an
i ndi vidual shall be considered a head of a household if, and only
if, such individual is not married at the close of his taxable
year, is not a surviving spouse (as defined in subsection (a)),
and either --

(A) maintains as his home a househol d which constitutes for
nore than one-half of such taxable year the principal place of
abode, as a nenber of such household, of --

(i) a son, stepson, daughter, or stepdaughter of the
t axpayer, or a descendant of a son or daughter of the taxpayer,
but if such son, stepson, daughter, stepdaughter, or descendant
is married at the close of the taxpayer's taxable year, only if
the person is entitled to a deduction for the taxable year for
such person under section 151 (or would be so entitled but for
paragraph (2) or (4) of subsection 152(e)), or

(1i) any other person who is a dependent of the taxpayer, if
the taxpayer is entitled to a deduction for the taxable year for
such person under section 151, or

(B) maintains a household which constitutes for such
t axabl e year the principal place of abode of the father or nother
of the taxpayer, if the taxpayer is entitled to a deduction for
t he taxabl e year for such father or nother under section 151.

For purposes of this paragraph, an individual shall be considered
as mai ntaining a household only if over half of the cost of

mai nt ai ni ng the household during the taxable year is furnished by
such i ndi vi dual

(2) Determnation of status. -- For purposes of this
subsection --

(A) Alegally adopted child of a person shall be considered
a child of such person by bl ood;



(B) an individual who is legally separated from his spouse
under a decree of divorce or of separate mai ntenance shall not be
consi dered as marri ed;

(C a taxpayer shall be considered as not married at the
close of his taxable year if at any tinme during the taxable year
his spouse is a nonresident alien; and

(D) a taxpayer shall be considered as nmarried at the cl ose
of his taxable year if his spouse (other than a spouse descri bed
i n subparagraph (C) died during the taxable year.

(3) Limtations. -- Notw thstanding paragraph (1), for
pur poses of this subtitle a taxpayer shall not be considered to
be a head of a household --

(A if at any time during the taxable year he is a
nonresi dent alien; or

(B) by reason of an individual who woul d not be a dependent
for the taxable year but for --

(1) paragraph (9) of section 152(a), or
(ii) subsection (C) of section 152.

(c) Certain married individuals living apart. -- For
pur poses of this part, an individual shall be treated as not
married at the close of the taxable year if such individual is so
treated under the provisions of section 7703(b).

(d) Nonresident aliens. -- In the case of a nonresident
alien individual, the taxes inposed by sections 1 and 55 shal
apply only as provided by section 871 or 877.

3. Tax tables for individuals
(a) Inposition of tax table tax. --

(1) In general. -- In lieu of the tax inposed by section 1
there is hereby inposed for each taxable year on the taxable
i ncone of every individual --

(A) who does not item ze his deductions for the taxable
year, and

(B) whose taxable inconme for such taxable year does not
exceed the ceiling anount,

a tax determ ned under tables, applicable to such taxabl e year,
whi ch shall be prescribed by the Secretary and which shall be in
such formas he determ nes appropriate. 1In the table so
prescribed, the anmobunts of the tax shall be conputed on the basis
of the rates prescribed by section 1



(2) Ceiling anpbunt defined. -- For purposes of paragraph
(1), the term"Ceiling anbunt” neans, with respect to any
t axpayer, the amount (not |ess than $20,000) determ ned by the
Secretary for the tax rate category in which such taxpayer falls.

(3) Authority to prescribe tables for taxpayers who item ze
deductions. -- The Secretary may provide that this section shal
apply al so for any taxable year to individuals who item ze their
deductions. Any tables prescribed under the precedi ng sentence
shal | be on the basis of taxable incone.

(b) Section inapplicable to certain individuals. -- This
section shall not apply to --

(1) an individual making a return under section 443(a) (1)
for a period of less than 12 nonths on account of a change in
annual accounting period, and

(2) an estate or trust.

(c) Tax treated as inposed by section 1. -- For purposes of
this title, the tax inposed by this section shall be treated as
tax inmposed by section 1.

(d) Taxable income. -- Wenever it is necessary to
determ ne the taxable incone of an individual to whomthis
section applies, the taxable incone shall be determ ned under
section 63.

11. Tax i nposed

(a) Corporations in general. -- Atax is hereby inposed for
each taxabl e year on the taxable incone of every corporation.

(b) Anmount of tax. --

(1) 1In general. -- The anobunt of the tax inposed by
subsection (a) shall be the sumof --

(A) 15 percent of so nmuch of the taxable income as does not
exceed $50, 000,

(B) 25 percent of so nmuch of the taxable inconme as exceeds
$50, 000 but does not exceed $75, 000, and

(C© 34 percent of so nuch of the taxable inconme as exceeds
$75, 000.

In the case of a corporation which has taxable income in excess

of $100,000 for any taxable year, the anpbunt of tax determ ned

under the preceding sentence for such taxable year shall be

;ncreased by the | esser of (i) 5 percent of such excess, or (ii)
11, 750.



(2) Certain personal service corporations not eligible for
graduated rates. -- Notw thstandi ng paragraph (1), the anmount of
the tax inposed by subsection (a) on the taxable inconme of a
qual i fi ed personal service corporation (as defined in section 448
(d)(2) shall be equal to 34 percent of the taxable incone.

(C Exceptions. -- Subsection (a) shall not apply to a
corporation subject to a tax inposed by --

(1) section 594 (relating to nmutual savings banks
conducting |ife insurance business),

(2) subchapter L (sec. 801 and following, relating to
| nsurance conpani es), or

(3) subchapter M (sec. 851 and following, relating to
regul at ed i nvest ment conpani es and real estate investnent trusts)

(d) Foreign corporations. -- In the case of a foreign
corporation, the taxes inposed by subsection (a) and section 55
shal | apply only as provided by section 882.

15. Effect of changes

(a) GCeneral rule. -- If any rate of tax inposed by this
chapter changes, and if the taxable year includes the effective
date of the change (unless that date is the first day of the
t axabl e year), then --

(1) tentative taxes shall be conputed by applying the rate
for the period before the effective date of the change, and the
rate for the period on and after such date, to the taxable incone
for the entire taxable year; and

(2) the tax for such taxable year shall be the sum of that
proportion of each tentative tax which the nunber of days in each
period bears to the nunber of days in the entire taxable year.

(b) Repeal of tax.-- For purposes of subsection (a) --

(1) if atax is repealed, the repeal shall be considered a
change of rate; and

(2) the rate for the period after the repeal shall be zero.

(c) Effective date of change. -- For purposes of
subsections (a) and (b) --

(1) if the rate changes for taxable years "beginning after”
or "ending after” a certain date, the foll ow ng day shall be
consi dered the effective date of the change; and



(2) if a rate changes for taxable years "begi nning on or
after” a certain date, that date shall be considered the
effective date of the change.

(d) Section not to apply to inflation adjustnments. -- This
section shall not apply to any change in rates under subsection
(f) of section 1 (relating to adjustnents in tax tables so that
inflation will not result in tax increases).

(e) References to highest rate. -- If the change referred
to in subsection (a) involves a change ;in the highest rate of
tax inposed by section 1 or 11(b), any reference in this chapter
to such highest rate (other than in a provision inposing a tax by
reference to such rate) shall be treated as a reference to the
wei ght ed average of the highest rates before and after the change
determ ned on the basis of the respective portions of the taxable
year before the date of the change and on or after the date of
t he change.

21. Expenses for househol d and dependent care services necessary
f or gai nful enploynment

(a) Allowance of credit. --

(1) in general. -- In the case of an individual who
mai nt ai ns a househol d which includes as a nenber one or nore
qual i fying individuals (as defined in subsection (b)(1)), there
shall be allowed as a credit against the tax inposed by this
chapter for the taxable year an anount equal to the applicable
percent age of the enpl oynent-rel ated expenses (as defined in
subsection (b)(2) paid by such individual during the taxable
year .

(2) Applicable percentage defined. -- For purposes of
paragraph (1), the term "applicabl e percentage” neans 30 percent
reduced (but not bel ow 20 percent) by 1 percentage point for each
$2, 000 (or fraction thereof) by which the taxpayer's adjusted
gross incone for the taxable year exceeds $10, 000.

(b) Definitions of qualifying individual and enpl oynent -
rel at ed expenses. -- For purposes of this section --

(1) Qualifying individual. -- The term "qualifying
i ndi vi dual " neans --

(A) a dependent of the taxpayer who is under the age of 13
and with respect to whomthe taxpayer is entitled to a deduction
under section 151(c),

(B) a dependent of the taxpayer who is physically or
mental ly incapable of caring for hinself, or

(C© the spouse of the taxpayer, if he is physically or
mental ly incapable of caring for hinself.



(2) Enploynent-rel ated expenses. --

(A) In general. -- The term "enpl oynent-rel ated expenses”
means anounts paid for the foll ow ng expenses, but only if such
expenses are incurred to enable the taxpayer to be gainfully
enpl oyed for any period for which there are 1 or nore qualifying
i ndi viduals with respect to the taxpayer:

(i) expenses for household services, and
(ii) expenses for the care of a qualifying individual.

Such termshall not include any anount paid for services outside
t he taxpayer's household a a canp where the qualifying individual
stays overni ght.

(B) Exception. -- Enploynent-rel ated expenses describe din
subparagraph (A) which are incurred for services outside the
t axpayer's househol d shall be taken into account only if incurred
for the care of --

(1) a qualifying individual described in paragraph (1)(A),
or

(i1i) a qualifying individual (not described in paragraph
(1) (A)) who regularly spends at |east 8 hours each day in the
t axpayer's househol d.

(C Dependent care centers. -- Enploynent-rel ated expenses
descri bed i n subparagraph (A) which are incurred for services
provi ded outside the taxpayer's household by a dependent care
center (as defined in subparagraph (D)) shall be taken into
account only if --

(i) such center conplies with all applicable | aws and
regul ations of a State or unit of |ocal governnent, and

(i1i) the requirenments of subparagraph (B) are net.

(D) Dependent care center defined. -- For purposes of this
par agraph, the term "dependent care center” neans any facility
whi ch - -

(1) provides care for nmore than six individuals (other than
i ndi vidual s who reside at the facility), and

(ii) receives a fee, paynent, or grant for providing
services for any of the individuals (regardl ess of whether such
facility is operated for profit).

(c) Dollar limt on anmount creditable. -- The anmount of the
enpl oynment -rel at ed expenses incurred during any taxable year
whi ch may be taken into account under subsection (a) shall not
exceed - -



(1) $2,400 if there is 1 qualifying individual wth respect
to the taxpayer for such taxable year, or

(2) $4,800 if there are 2 or nore qualifying individuals
Wi th respect to the taxpayer for such taxable year.

The armount determ ned under paragraph (1) or (2) (whichever is
appl i cabl e) shall be reduced by the aggregate anount excludabl e
from gross incone under section 129 for the taxable year.

(d) Earned incone limtation. --

(1) 1In general. -- Except as otherwi se provided in this
subsection, the anmobunt of the enploynent-rel ated expenses
i ncurred during any taxable year which may be taken into account
under subsection (a) shall not exceed --

(A) in the case of an individual who is married at the
cl ose of such year, such individual's earned incone for such
year, or

(B) in the case of an individual who is married at the
cl ose of such year, the |esser of such individual's earned incone
or the earned incone of his spouse for such year.

(2) Special rule for spouse who is a student or incapable
of caring for himself. -- In the case of a spouse who is a
student or a qualifying individual described in subsection (b)
(1) (O, for purposes of paragraph (1), such spouse shall be
deenmed for each nmonth during which such spouse is a full-tine
student at an educational institution, or is such a qualifying
i ndividual, to be gainfully enployed and to have earned incone of
not |ess than --

(A) $200 if subsection (c)(1) applies for the taxable year,
or

(B) $400 if subsection (c)(2) applies for the taxable year.

In the case of any husband and wi fe,this paragraph shall apply
Wi th respect to only one spouse for any one nonth.

(e) Special rules. -- For purposes of this section --

(1) Maintaining household. -- An individual shall be
treated as maintaining a household for any period only if over
hal f the cost of maintaining the household for such period is
f urni shed by such individual (or, if such individual is married
during such period, is furnished by such individual and his
spouse).

(2) Married couples nust file joint return. -- If the
taxpayer is married at the close of the taxable year, the credit



shal | be all owed under subsection (a) only if the taxpayer and
his spouse file a joint return for the taxable year.

(3) Marital status. -- An individual legally separated from
hi s spouse under a decree of divorce or of separate mai ntenance
shal | not be considered as marri ed.

(4) Certain married individuals living apart. -- If --

(A) an individual who is married and who files a separate
return --

(i) Mintains as his home a househol d which constitutes for
nore than one-half of the taxable year the principal place of
abode of a qualifying individual, and

(B) during the last 6 nonths of such taxable year such
i ndi vidual's spouse is not a nenber of such househol d,

such individuals shall not be considered as narri ed.

(5) Special dependency test in case of divorced parents,
-- |f

etc.

(A) paragraph (2) or (4) of section 152(e) applies to any
child with respect to any cal endar year, and

(B) such child is under the age of 13 or is physically or
mental |y incapable of caring for hinself,

in the case of any taxable year beginning in such cal endar year,
such child shall be treated as a qualifying individual described
subparagraph (A) or (B) of subsection (b)(1) (whichever is
appropriate) with respect to the custodial parent (within the
meani ng of section 152(e)(1)), and shall not be treated as a
qual i fying individual with respect to the noncustodial parent.

(6) Paynments to related individuals. -- No credit shall be
al | oned under subsection (a) for any anmount paid by the taxpayer
to an individual --

(A) with respect to whom for the taxable year, a deduction
under section 151(c)(3)) who has not attained the age of 19 at
the close of the taxable year.

For purposes of this paragraph, the term"taxable year"” neans the
t axabl e year of the taxpayer in which the service is perforned.

(7) Student. -- The term "student" neans an individual who
during each of 5 cal endar nonths during the taxable year is a
full-time student at an educati onal organization.

(8) Educational organization. -- The term "educati onal
organi zati on" nmeans an educational organi zation described in
section 170(b) (1) (A (ii).



(9) Identifying information required with respect to
service provider. -- No credit shall be allowed under subsection
(a) for any anobunt paid to any person unl ess --

(A) the nanme, address, and taxpayer identification nunber
of such person are included on the return clainmng the credit, or

(B) if such person is an organization described in section
501(c) (3) and exenpt fromtax under section 501(a), the nanme and
address of such person are included on the return claimng the
credit.

In the case of a failure to provide the information required
under the precedi ng sentence, the precedi ng sentence shall not
apply if it is shown that the taxpayer exercised due diligence in
attenpting to provide the information so required.

(f) Regulations. -- The Secretary shall prescribe such
regul ations as nay be necessary to carry out the purposes of this
secti on.

22. Credit for the elderly and the permanently and totally
di sabl ed

(a) GCeneral rule. -- In the case of a qualified individual,
there shall be allowed as a credit against the tax inposed by
this chapter for the taxable year an anmount equal to 15 percent
of such individual's section 22 anount for such taxabl e year.

(b) Qualified individual. -- For purposes of this section,
the term"qualified individual™ means any individual --

(1) who has attained age 65 before the closed of the
t axabl e year, or

(2) who retired on disability before the close of the
t axabl e year and who, when he retired, was pernmanently and
total ly disabl ed.

(c) Section 22 amount. -- For purposes of subsection (a) -

(1) 1In general. -- An individual's section 22 anmount for
t he taxabl e year shall be the applicable initial anount
det er mi ned under paragraph (2), reduced as provided in paragraph
(3) and in subsection (d).

(2) Initial amount. --

(A) In general. -- Except as provided in subparagraph (B)
the initial anmount shall be --

(1) $5,000 in the case of a single individual, or a joint
return where only one spouse is a qualified individual,



(ii) $7,500 in the case of a joint return where both the
spouses are qualified individuals, or

(rit) $3,750 in the case of a married individual filing
a separate return

(B) Limtation in case of individuals who have not attained
age 65. --

(1) In general. -- In the case of a qualified individual
who has not attained age 65 before the close of the taxable year,
except as provided in clause (ii), the initial anpunt shall not
exceed the disability income for the taxable year.

(1) if both spouses have not attained age 65 before the
cl osed of the taxable year, the initial amunt shall not exceed
t he sum of such spouses’' disability incone, or

(I'1) if one spouse has attained age 65 before the cl ose of
the taxabl e year, the initial anobunt shall not exceed the sum of
$5, 000 plus the disability income foe the taxable year of the
spouse who has not attained age 65 before the closed of the
t axabl e year.

(rit) Disability incone. -- For purposes of this
subparagraph, the term"disability incone"” means the aggregate
amount includable in the gross incone of the individual for the
t axabl e year under section 72 or 105(a) to the extent such anount
constitutes wages (or paynment in |ieu of wages) for the period
during which the individual is absent fromwork on account of
per manent and total disability.

(3) reduction. --

(A) In general. -- The reduction under this paragraph is an
amount equal to the sum of the anmounts received by the individua
(or, in the case of a joint return, by either spouse) as a
pension or annuity or as a disability.

(1) which is excluded formgross incone and payabl e under -

(1) title Il of the Social Security Act,
(I'1) the Railroad Retirenent Act of 1974, or

(rer) a |law adm ni stered by the Veterans'
Adm ni stration, or

(i1i) which is excluded from gross income under any
provision of |aw not contained in this title.

Nor reduction shall be made under clause (i)(lI1l) for any anpunt
described in section 104(a)(4).



(B) Treatnent of certain worknmen's conpensation benefits. -
- For purposes of subparagraph (A), any anmount treated as a
soci al security benefit under section 86(d)(3) shall be treated
as a disability benefit received under title Il of the Social
Security Act.

(d) Adjusted gross inconme limtation. -- If the adjusted
gross inconme of the taxpayer exceeds --

(1) $7,500 in the case of single individual,
(2) $10,000 in the case of a joint return, or

(3) $5,000 in the case of married individual filing a
separate return

the section 22 amount shall be reduced by one-half of the excess
of the adjusted gross incone over $7,500, $10,000, or $5,000, as
t he case may be.

(e) Definitions and special rules. __ F;or purposes of
this section --

(1) Married couple nust file joint return. -- Except in
case of a husband and wife who live apart at all tinmes during
taxabl e year, if the taxpayer is married at the close of the
taxabl e year, the credit provided by this section shall be
allowed only if the taxpayer and his spouse file a joint return
for taxabl e year.

t he
t he

(2) Marital status. -- Marital status shall be determnm ned
under section 7703.

(3) Permanent and total disability defined. -- An
i ndividual is permanently and totally disable if he is unable to
engage in any substantial gainful activity by reason of any
medi cal | y determ nabl e physical or nental inpairnent which can be
expected to result in death or which has | asted or can be
expected to last for a continuous period of not |ess than 12
nonths. An individual shall not be considered to be permanently
and totally disable unless he furnishes proof of the existence
thereof in such formand manner, and at such tines, as the
Secretary nmay require.

(f) Nonresident alien ineligible for credit. -- No credit
shal |l be allowed under this section to any nonresident alien.

23. Residential energy credit

(a) GCeneral rule. -- In the case of an individual, there
shall be allowed as a credit against the tax inposed by this
chapter for the taxable year an anobunt equal to the sumof --

(1) the qualified energy conservation expenditure, plus



(2) the qualified renewabl e energy source expenditures.

(b) Qualified expenditures. -- For purposes of subsection
(a)

(1) Energy conservation. -- In the case of any dwelling
unity, the qualified energy conservation expenditures are 15
percent of so nmuch of the energy conservati on expenditures nade
by the taxpayer during the taxable year with respect to such unit
as does not exceed $2, 000.

(2) Renewabl e energy source. -- In the case of any dwelling
unit, the qualified renewabl e energy source expenditures are
40percent of so much of the renewabl e energy source expenditures
made by the taxpayer during the taxable year with respect to such
unit as does not exceed $10, 000.

(3) Prior expenditures by taxpayer on same residence taken
into account. -- If for any prior year a credit was allowed to
t he taxpayer under this section with respect to any dwelling unit
by reason of energy conservation expenditures or renewabl e energy
source expenditures, paragraph (1) or (2) (whichever is
appropriate) shall be applied for the taxable year with respect
to such dwelling unit by reducing each dollar anmount contained in
such paragraph by the prior year expenditures taken into account
under such paragraph.

(4) Mninmumdollar amount. -- No credit shall be all owed
under this section with respect to any return for any taxable
year if the anount which would (but for this paragraph) be
allowed with respect to such return is less than $10.

(5) Carryforward of unused credit. --

(A In general. -- If the credit allowabl e under subsection
(a) for any taxable year exceeds the [imtation inposed by
section 26(a) for such taxable year reduced by the sum of the
credits all owabl e under this subpart (other than this section and
section 25), such excess shall be carried to the succeedi ng
t axabl e year and added to the credit allowabl e under subsection
(a) for such succeedi ng taxabl e year.

(B) No carryforward to taxable years beginning after
Decenber 31, 1987. -- No anopunt may be carried under subparagraph
(A) to any taxable year beginning after Decenber 31, 1987.

(c) Definitions and special rules. -- For purposes of this
section --
(1) Energy conservation expenditures. -- The term "energy

conservati on expendi ture” means an expenditure made on or after
April 20, 1977, by the taxpayer for insulation or any other
ener gy- conservi ng conponent (or for the original installation of



such insul ation or other conponent) installed in or on a dwelling
unit --

(A) which is located in the United States,

(B) which is used by the taxpayer as his principal
resi dence, and

(C the construction of which was substantially conpleted
before April 20, 1977.

(2) Renewabl e energy source expenditure. --

(A) In general. -- The term "renewabl e energy source
expendi ture” neans an expenditure rmade on or after April 20, 1977
by the taxpayer for renewabl e energy source property installed in
connection with a dwelling unit --

(i) which is located in the United States, and

(i1i) which is used by the taxpayer as his principal
resi dence.

(B) Certain |abor and other costs included. -- The term
"renewabl e energy source expenditure” includes --

(1) expenditures for |abor costs properly allocable to the
onsite preparation, assenbly, or original installation of
renewabl e energy source property, and

(1i) expenditures for an onsite well drilled for any
geot hermal deposit (as defined in section 613(e)(3)), but only if
t he taxpayer has not el ected under section 263(c) to deduct any
portion of such expenditures.

(CO Swiming pool, etc., used as storage nedium -- The
term"renewabl e energy source expenditure” does not include any
expenditure properly allocable to a swimm ng pool used as an
energy storage nedi um which has a primary function other than the
function of such storage.

(D) Certain solar panels. -- No solar panel installed as a
roof (or portion thereof) shall fail to be treated as renewabl e
energy source property solely because it constitutes a structural
conponent of the dwelling on which it is installed.

(3) Insulation. -- The term"insulation” neans any item --
(A) which is specifically and primarily designed to reduce
when installed in or on a dwelling (or water Heater) the heat
| oss or gain of such dwelling (or water Heater),

(B) the original use of which begins with the taxpayer,



(© which can reasonably be expected to remain in operation
for at |east 3 years, and

(D) which neets the performance and quality standards (if
any) which --

(i) have been prescribed by the Secretary by regul ati ons,
and

(ii) are in effect at the tine of the acquisition of the
i tem

(4) O her energy-conserving conponent. -- The term "ot her
ener gy-conservi ng conponent” nmeans any item (other than
i nsul ation) --



