
COMMONWEALTH OF KENTUCKY 
 

BEFORE THE PUBLIC SERVICE COMMISSION 
 
 

In the Matter of: 
 
ELECTRONIC APPLICATION OF ATMOS ENERGY 
CORPORATION FOR AN ADJUSTMENT OF RATES AND 
TARIFF MODIFICATIONS 

) 
)    CASE NO. 2017-00349 
)          
 

  
 

NOTICE OF FILING 
 
 

 Notice is given to all parties that the following materials have been filed into the 

record of this proceeding: 

- The digital video recording of the evidentiary hearing 
conducted on March 22, 2018 in this proceeding; 
 
- Certification of the accuracy and correctness of the digital 
video recording; 
 
- All exhibits introduced at the evidentiary hearing 
conducted on March 22, 2018 in this proceeding; 
 
- A written log listing, inter alia, the date and time of where 
each witness’ testimony begins and ends on the digital video 
recording of the evidentiary hearing conducted on March 22, 
2018. 
  

A copy of this Notice, the certification of the digital video record, hearing log, and 

exhibits have been served upon all persons listed at the end of this Notice. Parties 

desiring to view the digital video recording of the hearing may do so at 

https://psc.ky.gov/av_broadcast/2017-00349/2017-00349_22Mar18_Inter.asx. 

https://psc.ky.gov/av_broadcast/2017-00349/2017-00349_22Mar18_Inter.asx


 Parties wishing an annotated digital video recording may submit a written 

request by electronic mail to pscfilings@ky.gov. A minimal fee will be assessed for a 

copy of this recording.  

Done at Frankfort, Kentucky, this 27th day of March 2018.   

      

        
       _______________________________ 

Gwen R. Pinson 
Executive Director 
Public Service Commission of Kentucky 
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COMMONWEAL TH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

ELECTRONIC APPLICATION OF ATMOS 
ENERGY CORPORATION FOR AN 
ADJUSTMENT OF RATES AND TARIFF 
MODIFICATIONS 

CERTIFICATE 

I, Pamela Hughes, hereby certify that: 

) 
) CASE NO. 
) 201 7-00349 
) 

1. The attached DVD contains a digital recording of the Hearing conducted in 

the above-styled proceeding on March 22, 2018. Hearing Log, Witness List, and Exhibit 

List are included with the recording on March 22, 2018. 

2. I am responsible for the preparation of the digital record ing. 

3. The digital recording accurately and correctly depicts the Hearing of March 

22, 2018. 

5. The "Hearing Log" attached to this Certificate accurately and correctly 

states the events that occurred at the Hearing of March 22, 2018, to the best of my 

ability, and the time at which each occurred. 

Signed this 26th day of March 2018. 

Pa~~tai7ffe 
State at Large 
My Commission Expires: April 22 , 2019 



j4V~ Session Report - Standard 2017-00349 _ 22MAR2018 

Atmos Energy Corporation 

Judge: Bob Cicero; Talina Mathews; Michael Schmitt 

Witness: Richard Baudino; Joe Christian; Laura Gillham; James H. Vander Weide; Lane Kollen; Mark Martin; Paul Raab; 
Greg Smith; Jennifer Story; Greg Waller; Dane Watson 
Clerk : Pam Hughes 

Date: Type: Location: Department: 
3/22/2018 General Rates Hearing Room 1 Hearing Room 1 (HR 1) 
Event Time 

8:35:55 AM 
8:35:57 AM 
8:58:10 AM 
8:58:12 AM 

8:58:47 AM 

8:59:18 AM 
8:59:29 AM 
8:59:59 AM 
9:00:33 AM 

9:01:28 AM 

9:02:34 AM 
9:02:48 AM 

9:03:29 AM 

9:04 :26 AM 

9:10:51 AM 
9:11 :17 AM 

9:11:38 AM 

------- -----
Log Event 

Session Started 
Session Paused 
Session Resumed 
Chairman Schmitt preliminary remarks 

Note: Hughes, Pam 2017-00349 Atmos Energy 
Note: Hughes, Pam Introductions of Vice Chairman Ciciero and Commissioner Mathews. 

Introductions of Counsel 
Note: Hughes, Pam Jack Hughes and Randy Hutchinson for Atmos Energy; Rebecca 

Goodman, Larry Cook, Kent Chandler and Justin McNeil for the 
Attorney General; and Quang Nguyen, Angela Goad and Kyle 
Melloan for the PSC. 

Public Notice has been given 
No Public Comments 
No Outstanding motions 
Chairman Schmitt statement about exhibits to other parties. 

Note: Hughes, Pam Angela Goad states they have one but may not use it. 
Chairman Schmittt remarks about one Atmos witness 

Note: Hughes, Pam Will be done by telephone. Jack Hughes states he is available at 
any time. 

No other matters to be addressed. 
Atty Hughes calls Paul Raab via telephone conference line. 

Note: Hughes, Pam By telephone .. . sworn in by Chairman Schmitt 
Atty Hughes direct of Witness Raab 

Note: Hughes, Pam No changes to his direct testimony. 
Note: Hughes, Pam Independent Economic Consultant. 

Atty Cook cross of Witness Raab 
Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 

Witness Raab excused. 
Witness Martin called to the stand 

Direct testimony, page 5. Lines 3-6. Reads heading and first 
sentence into the record . Rate design and demand commodity 
study. Admins. Case 297 of PSC. 
Basis is for increase for product to $19.45. Based on COS appears 
to warrant that. 
AG hands out document - Side-bySide Rate Schedules. Attachment 1 
to PSC DR 5 -1. Entered as AG exhibit 1. Witness is logging on to 
the PSC website to find document. Witness states Mr. Martin is 
better to answer. 
Customer charge is 20.51 Revised revenue requirement to staffs 
5th DR. Now it is 19.45 a month 

Note: Hughes, Pam Sworn in by Chairman 
Atty Hughes direct of Witness Martin 

Note: Hughes, Pam Mark Martin, VP of Rates and Regulatory Affairs for the 
Kentucky/ Mid-states Division of Atmos. 
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9:12:15 AM 

9:14:18 AM 

9:16:09 AM 

9:17:13 AM 

9:21:46 AM 

9:23:00 AM 

9:25:17 AM 

9:32:05 AM 

9:33:31 AM 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Regarding the $19.45 for proposed rate. 
Note: Hughes, Pam AG exhibit l. Line 2 Ask the witness to explain the increase and 

what comprises it. 
Atty McNeil cross of Witness Martin 

Note: Hughes, Pam Regarding if Atmos has had any issues earning its ROE in recent 

Note: Hughes, Pam 

Note: Hughes, Pam 
Note: Hughes, Pam 

AG hands out exhibit 2 

years. 
Regarding amount of new revenues the company is requesting. 
Currently is $1. 7 million. 
Regarding primary driver of Atmos in this case. Higher ROE 
Regarding total gross profit for test year is 92 million dollars. 

Note: Hughes, Pam FR 16(8)(k) Scheduled K - attached to his testimony. 
Atty McNeil cross of Witness Martin 

Note: Hughes, Pam FR 16 Scheduled K, attached to his testimony. Page 3. Line 99 
tit led Return on Common Equity Average. Regarding trend 
increasing. Reads the last 3 years available in the record. 2014 

Note: Hughes, Pam 

Note: Hughes, Pam 
Note: Hughes, Pam 

was 10.2%, 2015 was 10.0%, and 2016 was 10.5%. 
Regarding when started preparing for this rate case. Spring of 
2017. Regarding if it was when they were earning this 3.5% 
Regarding no ROE listed -PHDR needed 
ROE recommended was 10.3% by Witness Verderame. Witness 
didn't prepare this document and can't answer. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Regarding same document. 4.5% was highest number. Line 101 

return 5.4% for the forecasted year. Witness Gillum or Witness 
Waller better to answer. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Regarding base rate continuing at that rate. Regarding gradual 

increase. 
Note: Hughes, Pam Regarding last rate case forecasted base rate. 100 million increase 

from base rate. Asks Witness to explain the investments they 
made. 

Atty McNeil cross of Witness Martin 

Note: Hughes, Pam Rebuttal, page 5- line 7 to 12. Rate shock likely to occur when 
company doesnt't file for increase over a longer period of time. The 
PRP has helped to gradually increase rates. Annual filings giving 
PSC and AG opportunity to stay on top of what the rates are. ARM 
is about cost recovery for the company. Regarding the annual 
bill going up for customers. 

Note: Hughes, Pam Regarding the 2006, 2009, 2013, 2015 and 2017 rate increases 
sought. . 

Note: Hughes, Pam Regarding annual filings, page 5. Decrease to customer bills. 
Regarding decreases in Tennessee, witness can't speak to this. 

Note: Hughes, Pam Rebuttal testimony, page 5. ARM - adjustment was a reduction. 
Witness did not participate in this proceeding in Georgia. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Base rate portion of the bill has gone up. Gas costs down 

depending on point of reference. Stable for the last 10 years. 
Regarding if gas prices rose tomorrow, how would it affect Atmos 
being lowest provider in the state. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Regarding in theory if it's easier to gain approval of costs that have 

already been expended than to gain for future costs. 
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9:36:35 AM 

9:38:54 AM 

9:41:39 AM 

9:46:51 AM 

9:48:01 AM 

9:49:54 AM 

9:51 :04 AM 

9:51:58 AM 

9:53:04 AM 

9:54:31 AM 

9:57:51 AM 

10:01:20 AM 

Note: Hughes, Pam Regarding the ARM provided. Witness Waller can better answer 
this. Witness Martin goes into how they go about setting schedules 
to be transparent to the Commission and others. Traditional rate 
cases versus the ARM. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Pipeline Replacement Program (PRP) original estimated case. 130 

million in 2009. 
Note: Hughes, Pam Rebuttal, page 5. PRP has worked well and Witness explains why 

he stated that. PRP is a safety program. Regarding if Arm is 
approved versus the PRP. 

AG hands out exhibit 3 
Note: Hughes, Pam Atmos Energy Data Request, Case No. 2017-00308, item l.b. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Total cost of estimated PRP plan. 
Note: Hughes, Pam AG exhibit 3. 124 million was original estimate on PRP program. 

Response total cost of PRP is $158,100,000.00. through July 31, 
2017. Witness speaks to this. 

Note: Hughes, Pam Regarding Ernest Napier that provided this estimate. He is 
professional engineer. 

Note: Hughes, Pam Response in Data Request- Regarding how company utilizes a 
rolling 5 year plan. 

Ag hands out exhibit 4 
Note: Hughes, Pam 2017-00308 Atmos Energy Response to PSC Dr 2, question 2-01 

Page 1of2. 
Atty McNeil cross of Witness Martin 

Note: Hughes, Pam Regarding AG exhibit 4. Amounts estimated. 
Ag hands out exhibit 5 

Note: Hughes, Pam Staff DR 2 Question 2-18 in this case. 
Atty McNeil cross of Witness Martin 

Note: Hughes, Pam 2018-2025 amounts would be 518 million, subject to check. Base 
rate amounts will have doubled if this rate holds. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Rebuttal testimony concerning that the AG didn't intervene in the 

PRP filings. Reasons for when the AG would intervene in a PRP 
filing. 

AG hands out exhibit 6 

Note: Hughes, Pam PSC order in Case No. 2017-00263 Frontier Gas of Kentucky. 
Atty McNeil cross of Witness Martin 

Note: Hughes, Pam Regarding AG exhibit 6 - KY Frontier Gas, page 12. Pipeline 
replacement program, page 13, last paragraph. Regarding the PSC 
requiring an escrow account and reports to be submitted. 

Note: Hughes, Pam 
Questions if Atmos uses an escrow account . 
Regarding if no escrow account how do they asssure the money is 
spent in a rsponsible way. 

Atty McNeil cross of Witness Martin 

Note: Hughes, Pam Funding that rate payers give are not on their bills, but are rolled 

Note: Hughes, Pam 
Note: Hughes, Pam 

onto balance sheet item to Tariff rates. Other benefits of that 
funding, in his rebuttal testimony he listed all the benefits. Atmos 
does not track the savings form this funding. 
Balance sheet item to tariff rates. Funds from GTI is discretionary. 
Regarding Funding for GTI from Atmos. Listed in his rebuttal 
testimony. 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Regarding double the rate base doubles the return in dollar 

amounts 
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10:01:43 AM 

10:02:55 AM 

10:05:11 AM 

10:06:03 AM 

10:06:59 AM 

10:09:16 AM 

10:11:38 AM 

10:12:40 AM 

10:13:34 AM 

10:14:28 AM 

10:16:44 AM 

10:17:57 AM 

10:19:02 AM 

Atty McNeil cross of Witness Martin 
Note: Hughes, Pam Referring to AG exhibit 1. Column F - higher PRP approved is in 

this customer charge 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam Regarding the fai rness to all classes between fixed and volumetric 
components 

Note: Hughes, Pam Regarding what rate Atmos would propose to customer charge if the 
Commission approved a lower amount. Less than the 19.45 

Note: Hughes, Pam Regarding other customer classes 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam Regarding a decrease by the Commission, what would Atmos 
propose for customer rates. He can't give a good answer to that. 

Atty Goad cross of Witness Martin 
Note: Hughes, Pam PSC 5th DR, item 1. Updated billing analysis and rates Atmos 

would propose on revised revenue requirements needed in a PHDR. 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam Regarding if Atmos paying dividends. 
Note: Hughes, Pam Response to PSC DRl, question 1.06. Fiscal year 2017 dividends. 

Atty Goad cross of Witness Martin 

PHDR for the dividends paid for 2017, 2018, base period and test 
period. 

Note: Hughes, Pam Would Atmos require a longer time frame if known what the PRP 
was going to be. 

Note: Hughes, Pam PSC DR 2, item 18. Pipeline replacement program. Smith's rebuttal 
testimony page 8. Explain why the differences in PRP capital 
expenses being higher .. 

Note: Hughes, Pam Regarding if PRP charges will go to unreasonable charges on 
customers in order to meet the 15 year time frame. 

Note: Hughes, Pam PHDR - Provide PRP program per mile to replace pipe since 2009. 
PHDR - number of bare steel miles 

Atty Goad cross of Witness Martin 
Note: Hughes, Pam Regarding PRP spending in the upcoming year. 
Note: Hughes, Pam Regarding which projects are determined to be most important in 

pipeline replacement. Mr Smith could answer this. 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam Atmos submits bids for PRP. 
Note: Hughes, Pam Cost savings or approvements since the inception of the PRP. 

Number of leaks have been reduced. 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam 12% used 
Note: Hughes, Pam PSC DR2, item 18.b. replacement expenditures through 2025. 

VC cross of Witness Martin 
Note: Hughes, Pam Regarding Witness statement about using 12% factor for the PRP 

program. 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam Atmos comparison in KY to any other Atmos jurisdictions. 
Note: Hughes, Pam Comparison of other utilities to replace pipeline. 
Note: Hughes, Pam If they do not compare, they won't know how it compares in cost 

component 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam PSC 4th DR, item 9. PRP cap at 45 million and Atmos would need 
more for the 15 years. 

Atty Goad cross of Witness Martin 
Note: Hughes, Pam If Commission was to place a cap on the PRP. 
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10:20:36 AM 

10:23:07 AM 

10:24:34 AM 

10:27:02 AM 

10:29:35 AM 

10:29:59 AM 

10:34:24 AM 

10:35:09 AM 
10:35:17 AM 
10:46:17 AM 
10:46:19 AM 

10:47:00 AM 

10:48:58 AM 

10:49:47 AM 

Note: Hughes, Pam Rebuttal testimony. Page 10. Regarding PRP cap 
Atty Goad cross of Witness Martin 

Note: Hughes, Pam PSC DR4, item 9, attachment 1. Annual PRP capital spending in 
2019. How much if extended past 2025 - 39.4 million;. Past 2035 
would be 27.8 million and past 2040 it would be 21.5 million. 

Note: Hughes, Pam PSC DR2, item 18.b Regarding never spent 45 million on there 
PRP. 

Atty Goad cross of Witness Martin 
Note: Hughes, Pam Reason to file the ARM is less costly. Will Atmos file more frequent 

rate cases? 
Note: Hughes, Pam Regarding the annual review mechanism (ARM) 

Atty Goad cross of Witness Martin 
Note: Hughes, Pam How this ARM benefits customers . 
Note: Hughes, Pam Regarding Propsed ARM will be better for the Commission and the 

AG to understand this. 
Note: Hughes, Pam Reason for coming in more frequently for rate cases. 
Note: Hughes, Pam Regarding filing rate cases prior to 2013. 

Atty Goad cross of Witness Martin 

Note: Hughes, Pam Why local distibution companies have provisions for R&D in their 
Tariffs. 

Note: Hughes, Pam Regarding if all Atmos Utility Companys in other states have R&D 
riders. If no, explain. 

Note: Hughes, Pam Research and Development Rider. Impact of residential customer 
bills. 7 cents a month. 

Post Hearing Data Request 
Note: Hughes, Pam 

Atty Goad cross of Witness Martin 

Operating divisions in other states and R&D riders and what the 
rates are. 

Note: Hughes, Pam Do any Shareholders contribute? 100% rate payer funded 
Note: Hughes, Pam Regarding other entities of Atmos that don't pay the R&D rider, 

Note: Hughes, Pam 

Note: Hughes, Pam 

Atty Goad cross of Witness Martin 

then why do KY customers pay this? 
Regarding benefits Ky customers recieve. In his rebuttal testimony, 
page 11, starting line 5. 
Colorada and Kansas that don't pay into the R&D rider, do they 
recieve same benefits. 

Note: Hughes, Pam Regarding 400 % increase proposed. Would customers recieve 
other benefits 

Note: Hughes, Pam 
Break 
Session Paused 
Session Resumed 
VC cross of Witness Martin 

Note: Hughes, Pam 
VC cross of Witness Martin 

Note: Hughes, Pam 

VC cross of Witness Martin 
Note: Hughes, Pam 

VC cross of Witness Martin 
Note: Hughes, Pam 

If Commission discontinued GTI funding for the R&D rider 

Net plant increase, change of 28% being used. 

Regarding the PRP program and not being certa in how much still 
needs to be replaced. What makes it standard O&M and not part 
of PRP. 

Regarding committment and what i's projected to be in the future. 
2009 numbers no longer valid 

Total amount of lines to be replaced, another 122% to be asked for, 
15 year window that was apppoved in 2009 rate case. 
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10:50:56 AM 

10:51:38 AM 

10:56:10 AM 

10:57:14 AM 

10:59:42 AM 

11:02:52 AM 

11 :03:52 AM 

11:06:31 AM 

11:08:58 AM 

11:11:00 AM 

11: 11:43 AM 

11:15:44 AM 

VC cross of Witness Martin 
Note: Hughes, Pam 

VC cross of Witness Martin 
Note: Hughes, Pam 
Note: Hughes, Pam 
Note: Hughes, Pam 

VC cross of Witness Martin 
Note: Hughes, Pam 

Comm cross of Witness Martin 
Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 

Comm cross of Witness Martin 
Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 
Note: Hughes, Pam 

Chairman cross of Witness Martin 

Regarding the ARM savings and Average expected rate cost savings 

Regarding the R&D rider. 
Refers to a Cost benefits analysis 
Regarding asking the Commission to approve a 400% increase if 
they can't show what the benefits are. 

Regarding shareholders not contributing to this at all. Witness is 
aksed why they haven't looked at this. 

Committed to a 15 year timeframe. I s expectation that the 
Commission expects you to meet that. 
Not all miles are created equal as far as costs for different reasons. 
Not all utilities in Ky are looking the same. 
Safety and reliabilty improvements in terms of dollars. GTI 
research 

Regarding it not just being a bare steel program in 2009. In 2011 
another 100 miles found. 2014 Staff opinion was sought. 
Regarding moving from the 2009 and finding another 100 miles in 
2011. Deadline from 15 years originally put in place. 
Regarding personnel on safety and reliability being experts. 
If Atmos had to finance would it cost more than . 7 cents per 
customer a month. 

Note: Hughes, Pam PRP - how does Atmos determine what pipes need to be replaced. 
Note: Hughes, Pam Regarding a GTI facility in Chicago or any other group that offers 

this. 
Chairman cross of Witness Martin 

Note: Hughes, Pam Regarding Atmos gas explosions in Ky. 
Note: Hughes, Pam AG exhibit 5, page 4 chart. Jan. 2011 to Aug, 2017. Leak surveys 

taken every year. PRP began in June 2011. Goes over the leaks 
found on the surveys. Atmos has declined in leaks over this period. 
How many miles of natural gas pipe does Atmos have in KY. 4200 
miles. 

Chairman cross of Witness Martin 
Note: Hughes, Pam Regarding an Order in KY Frontier Gas case No. 2017-00263. Is he 

aware of the PRP the Commission approved in that case. 
Note: Hughes, Pam Regarding the escrow account to KY Frontier to spend that money 

on the PRP. 
Chairman cross of Witness Martin 

Note: Hughes, Pam Regarding other natural gas utilities that have R&D Riders. Delta 
Natural Gas and Columbia Gas of KY. Regarding how they compare 
to Atmos Energy. Atmos is volumetric rate that is lower than the 
other companies. 

Atty Hughes re direct of Witness Martin 
Note: Hughes, Pam Regarding Commission approval on Riders and projects. 

Atty McNeil re cross of Witness Martin 
Note: Hughes, Pam Regarding if company doubles its rate base. 
Note: Hughes, Pam Regarding why Atmos is trying to recover PRP cost after it has been 

put in the base rate in the fixed charge. 
Atty McNeil re cross of Witness Martin 

Note: Hughes, Pam Will the ARM meet minimum fi ling requirements as they currently 
are. 
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11:17:53 AM 

11:18:43 AM 

11:20:11 AM 
11:20:19 AM 

11:20:58 AM 

11:21:34 AM 

11:22:54 AM 

11:23:42 AM 

11:24:05 AM 

11:24:24 AM 
11:24:47 AM 

11 :25: 16 AM 

11:25:44 AM 

11:32:25 AM 

11:34:40 AM 

11:35:56 AM 

11:39:30 AM 

Note: Hughes, Pam Regarding the ARM being streamlined and simplified, witness 
explains. 

Atty McNeil re cross of Witness Martin 
Note: Hughes, Pam Regarding the 15 year timeline to the PRP but not to the original 

estimate. 
VC re cross of Witness Martin 

Note: Hughes, Pam 

Note: Hughes, Pam 
Witness excused 

Regarding why Duke and LGE do not charge customers the R&D 
charges. 
Line loss reduction since PRP has begun. 

Atty Hughes calls Witness Watson to the stand 
Note: Hughes, Pam Sworn in by the CHairman 

Atty Hughes direct of Witness Watson 
Note: Hughes, Pam Dane Watson - Managing Partner at Alliance Consulting Group. 

Adopts his rebuttal testimony. 
AG exhibit 7 

Note: Hughes, Pam 2017-00179 Ky Power final Order. 
Atty Cook cross of Witness Watson 

Note: Hughes, Pam In the Ky Power case. Non-unaminous settlement, page 10. Was he 
aware that KY Power removed terminal net salvage costs from its 
depreciation rates. 

Atty Cook cross of Witness Watson 
Note: Hughes, Pam Regarding terminal net salaries before 2009 

AG Post Hearing Data Requests 
Note: Hughes, Pam Terminal amounts before the 2009 rate case 

Witness excused 
Witness Vander Weide called to stand 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Hughes direct Witness Vander Weide 

Note: Hughes, Pam Adopts his testimony. 
Note: Hughes, Pam James H. Vander Weide, PH.D - President of Financial Strategy 

Associates. 
Atty Chandler cross of Witness Vander Weide 

Note: Hughes, Pam Page 28 of the KY Power Order. Reads the first full sentence 
through block quote to next sentence. Rebuttal testimony, page 
20. Reads lines 14 and 15. 

Note: Hughes, Pam AG exhibit 7 - KY Power Order. Rebuttal, pages 20 -22. Page 
21, reads lines 20 - 22 into the record. Forecasted rates 

Note: Hughes, Pam Regarding Mr. Baudino's testimony lines up with the Cmmission in 
that case. 

Atty Chandler cross of Witness Vander Weide 
Note: Hughes, Pam Regarding how long he has been consulting on the ROE. Is it 

healthy for all parties that the Commission has excluded this 
position in other cases that other utilties get to argue this point. 

AG exhibit 8 
Note: Hughes, Pam Mr. Baudino's testimony (one page) page 35. 

Atty Chandler cross of Witness Vander Weide 
Note: Hughes, Pam Regardng AG exhibit 8. 
Note: Hughes, Pam Page 22 of rebuttal , lines 1-5. Reads this. He cited page 35 in his 

testimony. Interest rates could not go higher according to Mr. 
Baudino's testimony. Line 15 - 19. 

Atty Chandler cross of Witness Vander Weide 
Note: Hughes, Pam Regarding if he had reviewed the KY Power Order prior to his 

testimony, Witness states that he has not. 
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11:39:56 AM 

11:42:30 AM 

11:44:41 AM 

11:48:52 AM 

11:51:23 AM 

11:54:38 AM 

11:56:13 AM 

11:58:14 AM 
12:04:46 PM 
12:04:50 PM 
12:04:59 PM 
12:05:08 PM 
1:01:09 PM 
1:01:13 PM 
1:01:59 PM 

1:02:21 PM 

1:02:50 PM 

1:03:44 PM 
1:03:52 PM 

1:04:11 PM 

Atty Goad cross of Witness Vander Weide 
Note: Hughes, Pam Based on the Regulatory research in 2016 average was 9% 
Note: Hughes, Pam Regarding Regulatory Research Asscociates (RRA) . 9.72% in 2017 

and if you remove outlier it would be 9.63% 
AG asks for copy of the document being used in the cross examination 

Note: Hughes, Pam Atty Goad says it is confidential and will need to take it back up 
after finished. 

Atty Goad cross of Witness Vander Weide 
Note: Hughes, Pam Regarding the RRA, 3rd paragraph on first page. 9.72% in 2017 

and 9.54?% in 2016. in 2017, 9.63%. Next paragraph median 
was 9.63% in 2017 and explain difference in 2016 and 2017. He 
states he hasn't studued this. 

Note: Hughes, Pam Regarding average ROE for gas utilties. Atmos proposed ROE was 
changed to 10.4% and he doesn't think it was inflated. He explains 
his position. 

Note: Hughes, Pam Regarding investor risks . 
Atty Goad cross of Witness Vander Weide 

Note: Hughes, Pam Regarding an update of the ROE in his rebuttal testimony. 
Note: Hughes, Pam Regarding risk factors of Atmos and if they are different than those 

of LGE/ KU 
VC cross of Witness Vander Weide 

Note: Hughes, Pam Regarding methodologies used to determine an ROE, and his 
comments about risks. Regulatory proceedings. Regarding that all 
variables have to be considered. 

Comm cross of Witness Vander Weide 
Note: Hughes, Pam Regarding update from 10.3 to 10.4. It would be 10.6 if he 

updated through today. Regarding what happended in February 
that made him come to this conclusion. PHDR needed 

Atty Chandler re cross of Witness Vander Weide 
Note: Hughes, Pam Regarding looking at these in context. 
Note: Hughes, Pam RRA report, page 13. Page 11 of report 
Note: Hughes, Pam Regarding importance of Commisssioners looking at other 

authorized returns and evidence on required returns in the 
marketplace 

Private Recording Activated 
Public Recording Activated 
Witness excused 
Break 
Session Paused 
Session Resumed 
Chairman Schmitt questions to AG about witnesses. 
Witness Gillham called 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Hughes direct of Witness Gillham 

Note: Hughes, Pam Laura A. Gillham - Director of Accounting Aervices for Atmos. No 
changes to her testimony. 

VC cross of Witness Gillham 
Note: Hughes, Pam 

Witness excused 
Witness Smith called 

Growth seen in the asset base. Increase in that base. Defers to 
Mr. Waller. 

Note: Hughes, Pam Sworn in 
Atty Hughes direct of Witness Smith 

Note: Hughes, Pam Rebuttal testimony, no changes. 
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1:04:50 PM 

1:06:37 PM 

1:09:54 PM 

1: 12:46 PM 

1:14:33 PM 

1:19:44 PM 

1:24:10 PM 

1:24:49 PM 

1:25:51 PM 

1:27:15 PM 

1:30:07 PM 
1:30:20 PM 

1:30:53 PM 

Note: Hughes, Pam Greg Smith - Manager of Engineering Service for Atmos. 
Atty McNeil cross of Witness Smith 

Note: Hughes, Pam Rebuttal testimony, page 3, line 10. Reads into the record. 
Note: Hughes, Pam Regarding his knowledge of rate making. 
Note: Hughes, Pam Rebuttal testimony, regarding prior to PRP and after 

Atty McNeil cross of Witness Smith 
Note: Hughes, Pam Rebuttal, page 8. Expanded scope of the project, extra miles they 

found. Cost estimates and the mistakes in them. 
Note: Hughes, Pam Example of original estimate based on the 2009 case before it had 

been bid to contractors. 
Note: Hughes, Pam Accelerated PRP in Kentucky, number of miles they are replacing 

Atty Goad cross of Witness Smith 
Note: Hughes, Pam Regarding the PRP and how it is prioritized. 
Note: Hughes, Pam References maps to find bare steel, etc. GIS mapping system is 

used. 
Atty Goad cross of Witness Smith 

Note: Hughes, Pam Regarding cost components Atmos considers when determing the 
PRP. 

Note: Hughes, Pam Regarding how they determine the prioritizing the spending 
Note: Hughes, Pam Regarding bids for contract labor or in-house crews. 

Atty Goad cross of Witness Smith 
Note: Hughes, Pam Does Atmos compare to other utilities for PRP. Competively bid all 

their PRP. 
Note: Hughes, Pam 

Note: Hughes, Pam 
VC cross of Witness Smith 

Note: Hughes, Pam 
Note: Hughes, Pam 
Note: Hughes, Pam 

Comm cross of Witness Smith 
Note: Hughes, Pam 

Comm cross of Witness Smith 

Regarding Staffs DR2, item 18.B. Atmos response, part b, page 3 
of 4. Estimated expenditures through 2025. Projects designed in 
advance of the work being done, 
Cost savings that have incurred since the inception of the PRP. 

Do other divisions help prepare these projects. 
Regarding why submitting info for PRP for 12.5% annual rate. 
Regarding project estimates for the PRP. Regarding how far out 
they plan projects. What goes into this planning? 

Regarding meeting the 15 year deadline they have to replace more 
pipe this year. 

Note: Hughes, Pam Regarding bids and planni[lg, more of engineering than accounting? 
Chairman cross of Witness Smith 

Note: Hughes, Pam Regarding who is responsible for hiring the contractors. Robert 
Arnold is the man responsible. Are contractors pre-quailified and 
have master service agreements. 

Chairman cross of Witness Smith 
Note: Hughes, Pam Regarding historical cost of year that Atmos has spent in the PRP. 

Witness excused 
Witness Waller to the stand 

Unit rate projects, scheduled for work being done. Set contract 
rate. Atmos provides the pipe. Atmos has actual costs of each 
project. 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Hughes direct of Witness Waller 

Note: Hughes, Pam Greg Waller - Manager of Rates and Regulatory Affairs with Atmos 
Note: Hughes, Pam Change to DR2, item 21. Part A. Rate case expense and 

amoritization was part of that settlement as opposed to 
inadvertantly left out. 
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1:37:03 PM 

1:39:57 PM 

1:41:36 PM 

1:43:59 PM 

1:46:42 PM 

1:49:46 PM 

1:50:10 PM 

1:50:39 PM 

1:55:15 PM 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam Regarding traditional rate cases are more transparent and 

comprehensive. Witness disagrees. 
Note: Hughes, Pam 
Note: Hughes, Pam 

ARM methodologies, file revenue requirement 
Regarding ARM and what it provides for. Regarding intervening 
parties and Commission to look at fair and just and reasonable to 
rate payers. 

Note: Hughes, Pam ARM would allow Atmos to get a return on its investment 
Atty Cook cross of Witness Waller 

Note: Hughes, Pam If ARM approved, would Atmos have any incentives to control its 
costs. 

Note: Hughes, Pam If ARM approved, there would be an expedited review. All Atmos 
books in the ARM would be open for in discovery. 

Note: Hughes, Pam In the ARM atmos would be???? Regarding rate payers and 
regulatory lag. 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam For KY operations Atmos benefits for its PRP and gas costs. 
Note: Hughes, Pam Regarding costs going up for Atmos. 
Note: Hughes, Pam Regarding the majority of growth in Atmos KY. Page 7 of his direct 

testimony. 53% is for the PRP. 
Atty Cook cross of Witness Waller 

Note: Hughes, Pam Regarding West Ky Gas supplying safe gas. 
Note: Hughes, Pam Regarding regulatory investment owned utilties. 
Note: Hughes, Pam If approved, the ARM would give Atmos a guarenteed rate of return 
Note: Hughes, Pam Page 9 of Direct testimony, line 15. Reads into record. 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam Total rate base today is 427 million dollars. 
Note: Hughes, Pam Regarding projected cost escalations under the PRP. 2017-00308 

Needs of the system, and where will it all end. 80 years 
Note: Hughes, Pam 2009 PRP following the 15 years was how it was designed. 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam Regarding the company making a capital expenditure under the PRP 

program, the company is guarenteed a recovery of investment and 
a return on that investment. 

Note: Hughes, Pam 

Atty Cook cross of Witness Waller 

Regarding the leakage, and has company returned any money to 
rate payers. O&M and PRP filing formula aprroved in 2009, actual 
savings could be higer or lower, 

Note: Hughes, Pam PRP primary purpose. 
Atty Cook cross of Witness Waller 

Note: Hughes, Pam 

Atty Cook cross of Witness Waller 

Regarding number of customers over past three years. PHDR 
needed. 

Note: Hughes, Pam Mr. Kollens adjustment . Rebuttal testimony page 9. Line 18 -
reads into the record . Base period and projected O&M. Regarding 
something more current. 

Note: Hughes, Pam Regarding cost esculations that the Commission was concerned 
about. Differences if the ARM is approved or not. 

Note: Hughes, Pam Regarding actual expenses and not a comparison of base rate 
expenses. 

Note: Hughes, Pam Replacement in leased vehicles 
Atty Cook cross of Witness Waller 

Note: Hughes, Pam 2016 is for most recent full calendar year. 
Note: Hughes, Pam Regarding budgeted expense. 4.534 million total allocated for 4 

entities for the fiscal year. 
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1:57:03 PM 

1:57:36 PM 

1:59:14 PM 

2:01:32 PM 

2:03:14 PM 

2:04:54 PM 

2:07: 14 PM 

2:10:16 PM 

2:11:02 PM 

2:19:53 PM 

2:20:46 PM 

2:21:55 PM 

2:23:53 PM 

Note: Hughes, Pam Mr. Kollens adjustment for O&M. Witness rebuttal says he ignores 
the base period completely. 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam Regarding the ad valorem tax declining over last 3 years. 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam For all other employees. Some are in cash balance in defined 

benefit plan and some are in 401k benefit plan. 
Note: Hughes, Pam Regarding defined benefit plan and combined benefit plan for 

Directors 
Note: Hughes, Pam Companies match in rate base. Answer is in data requests 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam Direct testimony. page 12 at line 21. reads into the record 
Note: Hughes, Pam Direct testimony, page 12, line 24. The two most recent 5 year 

plans were given in data requests 
Atty Cook cross of Witness Waller 

Note: Hughes, Pam Rebuttal page 3, line 19. Reads into the record. Was growth 
based on any projected project costs? Regarding why it is higher 
than revious year. 

Note: Hughes, Pam Proposal for capital expenditures in the current test year and it 
exceeds that in future years. Adjusted for inflation. 

Atty Cook cross of Witness Waller 
Note: Hughes, Pam Regarding if Directors change their compensation, some have put in 

stocks. 
Note: Hughes, Pam Regarding if company stock goes up. 

Atty Goad cross of Witness Waller 
Note: Hughes, Pam Benefits in the PRP since its inception. What witness can answer 

this question? Identify benefits or savings in reliability since the 
PRP began. 

Atty Goad cross of Witness Waller 

Note: Hughes, Pam PHDR for Director stock expense included in revenue requirement 
Note: Hughes, Pam AG response to Atmos DR, Question No. 20 Regarding Director 

expenses. The Directors get an award of stock in the retainer fee. 
Atty Goad cross of Witness Waller 

Note: Hughes, Pam Regarding Atmos budget being prepared one year at a time. 
Atty Goad cross of Witness Waller 

Note: Hughes, Pam Attachment 3 of question 24. What were the total ad valorem 
taxes in 2015. For fiscal year 2016, and 2017. Why taxes 
decreased? 

Note: Hughes, Pam Staffs DR2, question 27, Atmos response. Regarding primary driver 
for the increase was for ad valorem tax increases. 

Note: Hughes, Pam AG DR, item 24 atttachment 1 and 3 - Ad vorem tax. 8% increase 
from 2017 to test year. Answer breaks it in 5 and 3, in a data 
response that describes this increase. (AG DR2 item 7) 

Atty Goad cross of Witness Waller 
Note: Hughes, Pam Regarding impact on Tax Cut and Job Act for Western Ky Gas and 

WKG Storage. 
Atty Goad cross of Witness Waller 

Note: Hughes, Pam Regarding rate making in Mississippi. 
Atty Goad cross of Witness Waller 

Note: Hughes, Pam Explains how the band or range works in Mississippi. 
Note: Hughes, Pam How an ROE band would benefit Atmos or its customers 

Atty Goad cross of Witness Waller 

Note: Hughes, Pam Regarding formulas used in other states as the one in Mississippi. 
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2:24:30 PM 

2:35:40 PM 

2:41:21 PM 

2:46:51 PM 

2:48:20 PM 

2:53:07 PM 
2:53: 14 PM 
2:53:20 PM 
3:07:51 PM 
3:07:58 PM 

3:08:14 PM 

3: 11 :36 PM 

VC cross of Witness Waller 
Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 

VC cross of Witness Waller 
Note: Hughes, Pam 
Note: Hughes, Pam 
Note: Hughes, Pam 

VC cross of Witness Waller 

First page in this exhibit is Ky related. The other is Atmos as a 
whole, not KY specific 
Increasing investment in the PRP on ROE. Investing in the state of 
Ky and pipeline has to be replaced . PRP filed annualy other 
investments not filed regularly. 
AG exhibit 2- Net plant services from 2016 to forecasted year. Line 
13. What type of projects are going into this besided PRP. His chart 
in testimony. System integrity, improvements, IT investments, 
Equipment investments. 
Large capital projects that made up that money over the 3 years. 
Spending a significant amount on the system. Regarding Line 34, 
operating revenues. Change in margin. Line 41 operating 
income. 

3 million form 2011 to 88 million in 2025? 
Plastic pipe design spec is SO years . 
Regarding the 12% for the PRP ... Build the 5 year plan and allocate 
capital to determine on how much to invest in each state. Capital 
investment in Ky growing 12% investment. Specific projects looked 
at and they have to determine what they can do. Annual specific 
budget and what they need for PRP or non PRP. 

Note: Hughes, Pam Regarding pension plans of the company. 401k for all employees. 
in 2010 they got away from the cash balance contribution plan. If 
prior to 2010 they had the right to stay in both plans. 
(Grandfathered in) 

Note: Hughes, Pam If not in defined benefit plan, a~er 2010 get a 401k to put 4% in 
and a match of 4% and an addtional 4%, Total 12%? 

Atty Hughes re direct of Witness Wa ller 
Note: Hughes, Pam I s ad valorem tax based on rate base? 
Note: Hughes, Pam Assuming no change in tax rate, the ad valorem tax will increase. 
Note: Hughes, Pam Accruals not final tax payments. 2015 is last known ad vorem tax 

payment 
Atty Cook re cross of Witness Waller 

Note: Hughes, Pam AG exhibit 2. Subject to check, State regulation 807KARS:001 
Section 16(8)(k) Subpart kin this regulation. Why can't this be 
Ky specific data only. Attachment to his rebuttal testimony shows 
Ky data. 

Note: Hughes, Pam Provide all the ROE's for just to KY specific. Don't calculate a return 
on state specific unless in a rate case. They are in exhibit GKW-1 in 
rebuttal 

Witness excused 
Break 
Session Paused 
Session Resumed 
Witness Story called 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Hughes direct of Witness Story 

Note : Hughes, Pam AG objects 
Note: Hughes, Pam Jennifer Story. Director of Income Tax. Addition to rebuttal page 

27 have provide example of benefit to NOLC. Handed out as 
Atmos Exhibit 1 

Note: Hughes, Pam Atty Hughes statement 
Atty Chandler comment about cross examination. 
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3:12:07 PM 

3:14:36 PM 

3:15:45 PM 

3:17:04 PM 

3:24:33 PM 

3:26:38 PM 
3:26:46 PM 

3:27:34 PM 

3:28:00 PM 

3:29:30 PM 

3:32:07 PM 

3:35:52 PM 

Atty Chandler cross of Witness Story 
Note: Hughes, Pam Page 42 of Rebuttal testimony. Read lines 2-4. Regulatory 

liability. Difference of protected or unproteted excess ADIT. 
Atty Chand ler cross of Witness Story 

Note: Hughes, Pam Rebuttal page 45. Property protected. Reverse South Georgia 
AG exhibit 9 

Note: Hughes, Pam Tac Cut and Job Act 
Atty Chandler cross of Witness Story 

Note: Hughes, Pam HRl-143 in the Tax Act document AG exhibit 9. Normalization of 
accounting that should be used. HR143-HR145 those apply to 
utiltiies and Atmos specifically. HR146 specifically. D. 
Normalization requirements -Witness reads this into the record. 
Sections 167 &168 deal with depreciation only. Repair allownaces 
is 162 subject to check. 

Note: Hughes, Pam Unprotected up to the Commission to return. Regarding if the 
Protected is different from the un-protected On PHDR, break it 
down in protected or unprotected, Witness states they can't break it 
down that detailed. 

Note: Hughes, Pam Rebuttal 47, line 14. Excess ADITS is 31.3 million total. Are the 
unprotected and protected provided? PHDR 

Atty Chandler cross of Witness Story 
Note: Hughes, Pam What is her position on the unprotected ADITS and how long to 

return them. PHDR 
Note: Hughes, Pam Regarding her position that Unprotected ADITS over a 20 year 

period. 
Witness excuseed 
Joe Christian called to the stand 

Note: Hughes, Pam Sworn in by the Chai rman 
Atty Hughes direct of Witness Christian 

Note: Hughes, Pam Adopts testimony 
Note: Hughes, Pam Joe Christian - Director of Rates and Regulatory Affairs 

Atty Cook cross of Witness Christian 
Note: Hughes, Pam New stocks since 2013. 
Note: Hughes, Pam Regarding the 2013 rate case and what the Commission approved. 

In current case 52.57% increase. Explains the large increase 
Atty Cook cross of Witness Christian 

Note: Hughes, Pam If Commission does not approve proposed ARM that it woud 
increase the equity component. 

Note: Hughes, Pam Rebuttal testimony page 7. line 3. If the Commission doesn't 
approve the ARM. Why is the 52.57 % equity level reasonable 
compared to the prior 49%. 

Atty Cook cross of Witness Christian 
Note: Hughes, Pam Baudino's recommendation form 1.99% down to 0.92% 
Note: Hughes, Pam Regarding Baudino's proposal to remove the 2.6 million in 

commitment fees and have them under the O&M expense for 
recovery. 

Note: Hughes, Pam Regarding Atmos' senior note of 450 million dollars for Atmos that 
matures in less than a year. What is average yeild for a long-term 
utility bond. Baudino's testmony regarding Moody's Credit 
Outlook on page 30. Cost of long term debt. 

Atty Cook cross of Witness Christian 
Note: Hughes, Pam Regarding Mr. Kellen's testimony about the debt over a 10 year 

period . Refinancing Amortization that Mr. Kollen proposed to 
capture the cost not to refinance. 

Note: Hughes, Pam Company did a half month study 

Created by JAVS on 3/26/2018 - Page 13 of 17 -



3:40:04 PM 

3:43:29 PM 

3:45:00 PM 

3:47:37 PM 

3:50:25 PM 

3:51 :54 PM 

3:52:52 PM 
3:53:16 PM 

3:53:44 PM 

3:54:42 PM 

3:57: 15 PM 

3:57:55 PM 

3:58:54 PM 

4:02:46 PM 

4:05:37 PM 

Note: Hughes, Pam Regarding Atmos did not annualize down to the 4% that is present 
to date. 

Atty Cook cross of Witness Christian 
Note: Hughes, Pam Regarding that Mr. Kollen's testimony, Page 61. Line 17. Witness 

reads section into the record. 
Atty Goad cross of Witness Christian 

Note: Hughes, Pam Regarding dividends paid for fiscal year 2017, 2018 to date, test 
year. PHDR 

Atty Goad cross of Witness Christian 
Note: Hughes, Pam Regarding blended rate of 5.9% calculated for rebuttal. 
Note: Hughes, Pam Rebuttal testimony page 5, lines 7 -13. Exhibt JTC-R-2 If 

Commission does not approve the ARM why would the 5.9% be 
used. 

Atty Goad cross of Witness Christian 

Note: Hughes, Pam Capitol structure of Dec 31 be used if the Commission doesn't 

Note: Hughes, Pam 
Note: Hughes, Pam 

Note: Hughes, Pam 

approve the ARM. 
Are these capitol structures 13 mon averages. 
Regarding if the June 30, 2017 capital structure over the forecasted 
year is what is used in this case 
Rebuttal 7, lines 3 through page 8 line 4. JCT-R-3 Capital 
structures in the exhibt 13 months. 

Atty Goad cross of Witness Christian 
Note: Hughes, Pam Mr. Baudino's testimony. 8.5% to 4%. Why has Atmos not 

refinanced this debt yet. 
Atty Goad cross of Witness Christian 

Note: Hughes, Pam Rebuttal testimony, page 5. If ARM not approved Is 4% actual 
respresentation of the interest rate. PHDR in suppport 

Witness excused 
Witness Baudino called to the stand 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Chandler direct of Witness Baudino 

Note: Hughes, Pam Richard Baudino. Consultant with J. Kennedy and Assoc. 
Note: Hughes, Pam Adopts his testimony and Data responses 

Atty Melloan cross of Witness Baudino 
Note: Hughes, Pam Direct testimony, page 30. Line 9 Reason for proposing long term 

debt. 
Atty Melloan cross of Witness Baudino 

Note: Hughes, Pam Estimate is 4.1 % Interest rates are current cost of debt today. 
Atty Melloan cross of Witness Baudino 

Note: Hughes, Pam PHDR for support of interest rates 
Note: Hughes, Pam Regarding if Witness Smith Blended the 8.5% and the 4% for the 

half month 
Atty Melloan cross of Witness Baudino 

Note: Hughes, Pam Regarding that investors look at risk. 
Note: Hughes, Pam Regarding If ROE of 8.8 is approved, Atmos might find it difficult to 

get investor funds . Best to use current market data. 
Atty Melloan cross of Witness Baudino 

Note: Hughes, Pam Referring to the Increased Govt. spending and Tariffs, does that 
have any affect on his opinion of the 8.8 ROE 

Note: Hughes, Pam Regarding the Federal Reserve affecting his decision of the 8.8 ROE 
Atty Melloan cross of Witness Baudino 

Note: Hughes, Pam Regarding unemployment changes and increased tariffs. Witness 
Baudino is staying with his 8.8% decision. 
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4:08:01 PM 

4:09:25 PM 

4:10:24 PM 

4:11:00 PM 

4:13:32 PM 
4:14:24 PM 
4:14:37 PM 
4:25:59 PM 
4:26:08 PM 

4:26:30 PM 

4:27:24 PM 

4:30:47 PM 

4:33:04 PM 

4:37:00 PM 

4:39:03 PM 

4:41:41 PM 

VC cross of Witness Baudino 
Note: Hughes, Pam Regarding how many rate cases has he been involved in the last 

year? How many settled for below 9%. None below 9% 
Atty Chandler re direct of Witness Baudino 

Note: Hughes, Pam Outcomes of% rates being below 9%. Withdraws question 
Atty Chandler re direct of Witness Baudino 

Note: Hughes, Pam Regarding if he is aware of any case where the Commission giving a 
below average ROE and that company had trouble raisi ng capital. 
NO 

Atty Chandler re direct of Witness Baudino 
Note: Hughes, Pam Regarding Capital structure. If ARM is denied the capital structure 

should be raised according to Atmos witness. 
Note: Hughes, Pam The 57% was the equity component at the start he would not have 

looked at that. He agreed with the 52.6 % 
Note: Hughes, Pam Equity component was 52.57 % in June vs Dec it was 57.28 Not 

proper to change in middle of case. 
Witness excused 
Break 
Session Paused 
Session Resumed 
Witness Kollen called to the stand 

Note: Hughes, Pam Lane Kollen was sworn in by the Chairman. 
Atty Chandler direct of Witness Kollen 

Note: Hughes, Pam J. Kennedy and Associates .. 
Note: Hughes, Pam Adopts his testimony and DR's no changes 

Atty Chandler direct of Witness Kollen 
Note: Hughes, Pam Regarding what does this show. That 8 million will be used. Line 

16. Being used to reduce that excess ADIT. They have 26 million 
left 

Note: Hughes, Pam Atmos exhibit 1 - Concerns with methodologies, no. Shows 
accumulated deffered income taxes after the Tax Cut and Jobs Act. 
Amount of ADIT total. 

Atty Chandler direct of Witness Kollen 
Note: Hughes, Pam Regarding company proposing NOL in rate base 14 million and 26 

million, reduce by 8 million. They have more taxable income in the 
test year. 

Note: Hughes, Pam Regarding testimony about negative side effects on utilties. They 
now have positive taxable income. 

Atty Chandler direct of Witness Kollen 
Note: Hughes, Pam Regarding if Commisssion approves the NOL ADIT to rate base, 

what are the recommendations to reflect this. 
Note: Hughes, Pam Regarding if the NOL ADIT is temporary. Will be used in 3 to 5 

years. 
Atty Chandler direct of Witness Kollen 

Note: Hughes, Pam Affect on the companies proposal is an increase of revenue 
requirement. 

Note: Hughes, Pam Regarding Atmos exhibit 1. Company has used amortization of 
excess NOL ADIT as an asset. 

Atty Chandler direct of Witness Kollen 
Note: Hughes, Pam Referring Mr. Christian's spreadsheet in the tax cut case. Went 

from 9 million to 14 million NOL ADIT. 
Atty Chandler direct of Witness Kollen 

Note: Hughes, Pam Regarding the Proposal of the protected and unprotected excess 
ADIT. 
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4:43:36 PM 
4:43:46 PM 
5:01:01 PM 
5:01:07 PM 

5:01:53 PM 

5:03:52 PM 

5:05:13 PM 

5:07:28 PM 

5:10:05 PM 

5:12:03 PM 

5:13:58 PM 

5:15:20 PM 

5:16:25 PM 

5:18:39 PM 

5:21:27 PM 

5:22:20 PM 

Note: Hughes, Pam 

Note: Hughes, Pam 
Break 
Session Paused 
Session Resumed 

Regarding accounting of tax cut and job acts and 167 and 168 only 
deals with depreciation. 
24 year is remaining life asset 

Atty Hughes no cross exam of Witness Kollen 
Note: Hughes, Pam Would like to call Witness Story back on to discuss what Mr. Kollen 

said. 
Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Why reject the 12 % out right, projected is 2 to 3 % 
Note: Hughes, Pam Opinion of the 12 % esculation rate. 
Note: Hughes, Pam Change to revenue requirements 

Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Regarding Atmos proceedings that use formula ratemaking. 
Note: Hughes, Pam Regarding ARM and formula ratemaking. Explain other states that 

use these. 
Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Regarding formula ratemaking that provides benefits to customers. 
Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Regarding Mr. Waller's rebuttal testimony page 12 and 13. His 
recommendations in his rebuttal testimony. 

Note: Hughes, Pam Regarding modifications would be improvements 
Note: Hughes, Pam Regarding if satisfied the AG's position in this case. 

Atty Melloan cross of Witness Kollen 
Note: Hughes, Pam Regarding against R&D Riders in principle. 
Note: Hughes, Pam Direct testimony, page 76. R&D Rider. Rebuttal testimony of Mr. 

Martin and did it satisfy his posi tion. 
Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Regarding a way to Quantify those benefits. 
Note: Hughes, Pam Regarding if any Benefits to Atmos' R&D Rider 

Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Regarding the market with account for the market for safety and 
efficiancy and also for the pipeline improvements. 

Note: Hughes, Pam Atmos still pay for the improvements 
Atty Melloan cross of Witness Kollen 

Note: Hughes, Pam Regarding if aware of any regulation entity that has refused an R&D 
Rider. 

Chairman cross of Witness Kollen 
Note: Hughes, Pam 

Note: Hughes, Pam 
Note: Hughes, Pam 

Reason to question that GTI is a first rate research organizat ion. 
Any other labs in the U.S. comparaible to GTI. 
Regarding if he had ever been to GTI's place of business in Chicago 
Louisiana and Mississippi had highest dollar collections on the 
Atmos system. They are on the coast. 

Atty Chandler re direct of Witness Kollen 

Note: Hughes, Pam Regarding Mr. Christian's understanding of Mr. Kollen's proposal of 
amortization of long term debt. 

Note: Hughes, Pam Formula rates in Louisiana and Mississippi 
Note: Hughes, Pam 4% of A rated bond yield 

Atty Chandler re direct of Witness Kollen 

Note: Hughes, Pam Regarding if recovering 8.5% would be unreasonable. It's a one 
time expense. 

Atty Chandler re direct of Witness Kollen 
Note: Hughes, Pam Esculation costs 
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5:23:13 PM 
5:23:27 PM 

5:23:46 PM 

5:27:04 PM 

5:27:48 PM 
5:28:02 PM 
5:28:14 PM 
5:35:27 PM 
5:35:36 PM 

5:35:52 PM 

5:36:46 PM 

5:37:44 PM 

5:38:21 PM 
5:38:30 PM 

5:41:05 PM 
5:41:22 PM 
5:41 :39 PM 
5:41:46 PM 
5:41 :56 PM 

Witness excused 
Witness Story called back to the stand 

Note: Hughes, Pam Still under oath 
Atty Hughes direct of Witness Story 

Note: Hughes, Pam Regarding the normalization requirements only apply to 
depreciation. AG exhibit 9. She reads from this document. 

Note: Hughes, Pam Consequences to Atmos for a normalization violation . 
Note: Hughes, Pam Would failing to amortize the NOL ADIT be a violation? 

Atty Chandler cross of Witness Story 
Note: Hughes, Pam Regarding normalizartion requirements of Atmos 

Witness excused 
Break 
Session Paused 
Session Resumed 
Witness Kollen called back 

Note: Hughes, Pam Still under oath 
Atty Chandler direct of Witness Kollen 

Note: Hughes, Pam Consistency rule explaination 
Atty Chandler direct of Witness Kollen 

Note: Hughes, Pam Does he believe this would cause a normalization violation due to 

VC statement 
Note: Hughes, Pam 

Witness excused 
Post Hearing Data Requests 

Note: Hughes, Pam 

Note: Hughes, Pam 

the consistency rule? 

PHDR 

Filing briefs. By April 17th. Atmos to file something from the IRS 
about the mormalization rule and violations. 
Staff and the AG's office to get Data Requests out by Mar. 28th, 
then Atmos to respond by April 6th 

Atty Cook states that he can provide copy of Consistency rule 
Atty Goad statement that the confidential paper handed out earlier are now back with her. 
Adjourned 
Session Paused 
Session Ended 
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Atmos Energy Corporation 

Judge: Bob Cicero; Talina Mathews; Michael Schmitt 

Witness: Richard Baudino; Joe Christian; Laura Gillham; James H. Vander Weide; Lane Kollen; Mark Martin; Pau l Raab; 
Greg Smith; Jennifer Story; Greg Waller; Dane Watson 

Clerk: Pam Hughes 
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--------~----~~~~~- -~~~~~~~~--~--~--~~--~----~~--~------

AG Exhibit 01 Atttachment 1 to Staffs DR No. 5-01 

AG Exh ibit 02 Compariable Financial Data - FR 16(8)(k) 

AG Exhibit 03 Atmos' Data Request response by Mark Martin in Case No. 2017-00308 DR item l.b. 

AG Exhibit 04 2017-00308, Atmos' Response to Staff's DR2, Question No. 2-01. 

AG Exhibit 05 Case No. 2017-00349. Staff DR 2, Question 2-18 
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TEST YEAR • ADJUSTED 

Line 

No. Biling Cotrfonent 

1 CUSTOMER CHARGES, $/month 

2 Frm SeMces • Residential 

3 Frm SeMces • No!WlesidenUll 

4 lntBtruptible Sales 

5 FllTTI Transportation 

6 Interruptible Transportation 
7 OISTRIBUTlON CHARGES, $/Mel 

8 Flrm Siles 

1-300Mcf 

10 301-15000 Mel 

11 Over15000 

12 Frm Transportation 

13 
14 

15 

1-300Mcf 

301-15000Mcf 
Over 15000 

16 lntell'uptible Sales 

17 1-15000 Mel 

18 Over 15000 
19 Interruptible Transportation 

20 1-15000 Mel 

21 Over15000 

22 OTHER CHARGES 

23 Transp. Adm. Fee, S/Mcf 

24 Pal<lng, SIMcf 
25 

(•) 

W/oPRP> 

$003600 

$0.04500 

$0.04000 

$0.02ti00 

S0.02100 

26 SUMMARY OF PROPOSED VS. CURRENT RA TES: 
'}] 

28~ ClllWll 
29 Residential 

30 Comnerclal Flrm 

31 lndusttlal Firm 

32 Pubic Authority Firm 

33 Com/Ind lntemlptible 

34 Transportation 

35 Special Contracis 
36 Sub-totlll Revenue 

37 

38 Oth«Gas Re'lenues 

39 Totlll Rovonue 

35.954,155 

10,395,212 

120,818 

924,318 

55,856 

932,'119 

62.475 

48,445,114 

A;>p&cable Tari!'s 
(b) 

G-1 

G-1 

G-2 

T-4 

T-3 

G-1 

T-4 

G-2 

T-3 

T-2, T-3, T-4 
T-4, T-3 

Base Monthly Ch;wges 

36,689,838 

10,606,293 

123,272 

943,087 

56.800 

939,200 

62,475 

49,420,965 

975,851 

ATMOS ENERGY CORPORATION· KENTUCKY 

SIDE-BY-SIDE RATE SCHEDULES 

TESTYEARENOINGMAR.312019 

Current Base 

Rates 
(c) 

$17.50 

S«.50 

$375.00 

$375.00 

$375.00 

$350.00 

$1.5340 

$0.9500 

$0.7400 

$1.53440 

$0.95000 

$0.74000 

$0.15000 

$0.64050 

$0.85000 

$0.64050 

$50.00 

0.10 

2.05% 

2.03% 

2.03% 

2.03% 

1.69% 

CooentPRP 

Ra'.e 

(d) 

$1.56 

$5.24 

$11.35 

$21.49 

$23.04 

$350.00 

$0.0000 

$0.0000 

$0.0000 

$0.01930 

S0.05530 

$0.04310 

$0.05900 

$0.04«0 

$0.05310 

$0.04000 

550.00 

0.10 

CooentTotal 

Rate 
(e) 

$19.06 

$49.74 

$393.35 

$396.49 

$398.04 

$375.00 

$1.5340 

$0.9500 

$0.7400 

$1.6233 

$1.0053 

$0.7131 

$0.9090 

$0.6149 

$0.9031 

$0.6105 

$50.00 

0.10 

0.74% 244,230 244,230 

0.00% ___ -'86"',1"'59 ____ 86"',-'15-'--9 

2.01"' 330,389 330,389 

Proposed 

Ra!e 
(Q 

$19.45 

$50.75 

$400.00 

$400.00 

$400.00 

375.00 

$1.5700 

$0.9950 

$0.7100 

$1.5700 

$0.9950 

S0.7800 

$0.9350 

$0.7059 

$0.9350 

S0.7059 

$50.00 

0.10 

Red Proposed 
Raies Billng Component 

(g) (h) 

SERVICE. CHARGES 

Mel« Set 
Tl#nOn 

Read 

Reconnect Dennquent SeM<:e 

Seasonal Charge 

Q) 

Special Meler Reading Cl\a'ge 

Meter Test Charge 

{;dmlll 

Rerumed Check Charge 
Lale Payment Charge 

aess 1 EFM Equipment Charge 

aasa 2 EFM Equipment Charge 

15,380,475 15,741,425 

7,172.415 7,353,252 

681.029 704,410 

1,391,404 1,427,401 

364,298 374,799 

0.00% 14,025,580 14, 188,302 

0.00% ___ 2.'-12""5,_,4""25 ___ ..;;o2.c;;12;;.:5:.;.,42;;.;5_ 

0.00% 41,140,626 41,915,015 

7,192,2<44 

n4,389 

7,109,656 

Current Rats 

NOl1'n Hrs 

Q) 

$34.00 

$23.00 

$12.00 

$39.00 

$65.00 

$0.00 

$20.00 

$25.00 

5% 

$75.00 

$175.00 

(k) 

S«.00 

$21.00 

$14.00 

$47.00 

$73.00 

NIA 

NJA 

NIA 

5% 

NJA 

NIA 

TOTAL 

CASE NO. 2017-00349 

ATIACHMENTl 

TO STAFF OR NO. 5-01 

3120/2018 1214 

Page 1 

Proposed Rate 
NOl1'n Hrs MerHrs 

(I) 

$34.00 

$23.00 

$12.00 

$39.00 

$65.00 

$0.00 

$20.00 

$25.00 

5% 

$75.00 

$175.00 

(m) 

S«.00 

$28.00 

$14.00 

$47.00 

$73.00 

NIA 

NIA 

NIA 

5% 

NIA 

N/A 

klmlll ~ l1mm!D liblm!m 
2.35% 51,334,630 52,431,263 1,096,633 2.14% 

2.52% 17,567,627 17,959,545 391,918 2.23% 

3.43% 801,848 827,682 25,834 3 22% 

2.59"' 2,315,722 2.370,488 54,766 2.38% 

2.88% 420.153 431,599 11,446 2.72% 

1.16% 15,202,088 15,371,732 169,643 1.12% 

0.00% ___ 2'-,'11_4_.060 ___ ---'2.--'11 __ 4"',060'-'------------=-0.00%= 
1.88% 89,916,128 91,566,368 1,750,240 1.95% 

2,104.018 2,117,754 13,738 0.65% 

92.020.147 93.184.122 1 .. ---"1.1;..;;s""3,9"-16:..JI 1.92% 

Rite Oesl11n 
AG 
Exhibit _i. ________ _ Pa11e 1 
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cJ Exhibit 

Atmos Energy Corporation, Kentucl<y/Mid-States DiV1sion 
Kentucl<y Jurisdiction Case No. 2017--00349 

Comparative Financial Data 
Base Period: Twelve Months Ended December 31, 2017 

Forecasted Test Period: Twelve Months Ended March 31 , 2019 
and 1 O Most Recent Calendar Years 

Data: X Base Period X Forecasted Period FR 16(8)(k) 
Revised Type of Filing: ___ Original_Updated __ x __ Schedule K 

Workpaeer Reference No(s). Witness: Gillham, Martin, and Waller 

Line Forecasted Base Most Recent Ten Calendar Years - as Reeorted 
No. Descrietion Period Period 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 

Plant Data· {$000) 
2 Plant in Service by functional class: 
3 Intangible Plant 779 779 128 128 128 128 128 128 128 128 128 128 
4 Production & Gathering Plant 0 0 0 0 636 901 901 901 901 901 901 901 
5 Underground Storage 14,280 15,024 12,454 11,560 10,792 9,630 10,104 9,388 7,731 7,540 6,950 6,878 
6 Transmission Plant 31,808 31,784 31 ,814 31,808 31,677 32,962 32,836 33, 144 31, 189 31,202 28,807 28,746 
7 Distribution Plant 588,244 517,179 472,849 413,302 381,623 340,200 323,036 296,493 283,474 271,463 260,621 251,843 
6 General Plant 44,021 39,867 21,271 18,126 16,683 15,589 15,238 16,000 15,103 14,696 15,422 15,165 
9 Ac.qulsltlon Adjustments 3,279 3,279 3,279 3,279 3,279 3,279 3,337 3,337 3,337 3,337 
10 
11 Gross Plant 679,132 604,632 541,795 478,203 445,018 402,689 385,522 359,333 341,863 329,267 316,166 306,998 
12 Less: Accumulated depreciaiion 199,949 189,077 167,228 165,298 160,839 158,300 151 ,849 150,795 147,462 144,016 139,212 134,463 
13 Net plant In Service 479,183 415,555 374,567 312,905 284,179 244,389 233,673 208,538 194,401 185,251 176,954 172,535 
14 
15 Construction Work in Progress 27,493 32,864 10,146 26,310 12,708 16,578 6,006 3,306 7,1 97 4,851 5,215 1,897 
16 
17 Total CWIP 27,493 32,864 10,146 26,31 0 12,708 16,578 6,006 3,306 7,197 4,851 5,215 1,897 
18 
19 Total ~ ~ ~ ~ ~ ~ ~ Zll..W. ~ ~ ~ ~ 
20 
21 % of Construction financed Internally ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ QJWg ~ 
22 
23 
24 Ci.lr.2ital ~c:ul<l.\.lri:r IT2tar !<2m11~n~l 
25 {b~!:lQ QQ Jl!ll!r-(lnd !ll<QQUOl~ll 
26 Short-tenn debt (SOOO) 242,504 524,449 829,811 457,927 196,695 367,984 570,929 206,396 126,100 72,550 350,542 150,599 
27 Long-tenn debt ($000) 3,066,734 3,067,469 2,438,779 2,437,515 2,455,986 2,455,671 1,956,305 2,206,117 1,809,551 2,169,400 2,118,792 2.126,315 
28 Preferred stock (SOOO) 0 0 0 0 0 0 0 0 0 0 
29 Common equity ($000) 3,668,227 4,563,620 3,463,059 3,194,797 3,086,232 2,580,409 2,359,243 2,255,421 2,178,348 2,176,761 2,052,492 1,965,754 
30 
31 Total § iZ:Z ~g§ a J~~ ~;ig fl Zill ~~ §gag~~ ~ z~a ill~ ~ ~ ll!l!i 4ZZ ~ !l6Z li~~ !!naali ..i ~lll Zl l !! ii22 ll2il ;! ~;!2 il!i.!l 
32 
33 Condens~ Income Stat(lmfln! data: {~000) 
34 Operating Revenues 170,729 164,102 147,431 170,468 196,882 162,968 134,778 149,662 156,816 190,356 244,308 203,287 
35 Operating Expenses (excludes Federal 0 0 0 0 0 0 0 0 0 0 
36 and State Truces, Includes gas cost) 132,952 124,246 113,447 141,526 166,452 139,358 112,027 126,219 136,649 176,587 224,348 187,733 
37 State Income Tax (current)) 0 0 0 0 0 0 0 0 0 0 
38 Federal Income Tax (current) 0 0 0 0 0 0 0 0 0 0 
39 Federal and State Income Tax - net 11,799 13,536 9,516 9.884 9,671 7,060 8,157 8,094 5,654 2,889 6,985 4,307 
40 Investment tax credits 0 0 0 0 0 0 0 0 0 0 0 0 
41 Operating Income 25,979 26,320 24,468 19,058 20,759 16,550 14,594 15,349 14,513 10,880 12,976 11,247 
42 A FU DC 0 0 179 162 139 88 101 22 286 199 160 94 

Schedule K 
Page 1 of3 



Atmos Energy Corporation, KentvckylMid-States Division 
Kentucky Junsdlctfon Case No. 2017-00349 

Comparative Financial Data 
Base Pertod: Twelve Months Ended December31, 2017 

Forecasted Test Period: Twelve Months Ended March 31, 2019 
and 10 Most Recent Calendar Years 

Data: _x_ Base Period_X_Forecasted Period FR 16(8)(k) 
Type of Fifing: ___ Orlginel ___ Upda!ed __ x.__Revlsed Schedule K 
Workpaoer Reference No{s). Witness: Giiiham, Martin, and Waller 

Une Forecasted Base Most Recent Ten Calendar Years - as ReEorted 
No. DescriEtion Period Period 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 
43 Other Income net 2 514 2 514 2,067 2,063 2,019 2,033 2,046 2,657 1,746 2,276 2,529 1,547 
44 Income available for fixed charges 28,492 28,834 26,734 21,303 22,917 18,671 16,741 18,028 16,547 13,357 15,665 12,888 
45 Interest charges 9,960 7,573 7.556 6.926 6.559 6,524 5.612 5,792 6,270 6,633 6,138 6,155 
46 Net Income 18,533 21,261 19,178 14,377 16,358 12,1 47 11,129 12,236 10,277 6,724 9,527 . 6,733 
47 Preferred dfvldends accrual NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA 
48 Earnings available for common equity .J..a..W. ~ l.a..1Zli l.S.m ~ 1Uil 1U2a ~ 1ll..m ~ am .am 
49 
50 AFUDC - % of Net Income 0.00% 0.00% 0.93% 1.27% 0.85% 0.72% 0.91% 0.18% 2.78% 2.96% 1.68% 1.40% 
51 AFUDC - o/o of earnings available for 
52 common equity 0.00% 0.00% 0.93% 1.27% 0.85% 0.72% 0.91% 0.18% 2.78% 2.96% 1.68% 1.40% 
53 
54 
55 
56 Costs of Capjtal (1) 
57 Embedded cost of short-term debt(%} 1.99% 2.20% 1.12% 1.09% 1.49% 1.1 7% 1.22% 1.03% 3.23% 6.80% 4.40% 5.60% 
58 Embedded cost of long-term debt (%) 5.11% 5.20% 5.89% 5.90% 6.03% 6.26% 6.51% 6.75% 6.88% 6.90% 6.10% 6.10% 
59 Embedded cost of preferred stock(%) NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA 
60 
61 (QS~ Qbi!C9!i! QQV!i!CilQ!i!" {1} 
62 Pre-Tax Interest Coverage 4.05 5.59 5.75 5.39 4.69 3.91 3.06 2.97 3.00 2.84 3.06 2.75 
63 Pre-Tax Interest Coverage (Excluding AFUDC) 4.05 5.59 5.77 5.41 4.70 3.92 3.04 2.95 2.99 2.80 3.12 2.81 
64 After Tax Interest Coverage 2.86 3.81 3.24 3.71 3.24 2.89 2.36 2.26 2.23 2.20 2.26 2.12 
65 SEC Coverage 4.01 5.51 5.17 4.89 4.32 3.60 2.84 2.78 2.78 2.55 2.76 2.69 
66 After Tax Interest Coverage (Excluding AFUDC 2.86 3.81 4.04 3.73 3.25 2.81 2.35 2.24 2.21 2.16 2.31 2.16 
67 Indenture Provision Coverage NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA 
68 After Tax Fixed Charge Coverage 6.22 8.61 3.65 3.39 3.02 2.60 2.21 2.13 2.08 2.18 2.15 2.04 
69 
70 ~!Qi<~ aod ~goc! Baliog5· (ll 
71 Moody's Bond Rating NIA A2 A2 A2 A2 Baa1 Baa1 Baa1 Baa2 Baa2 Baa3 Baa3 
72 S&P Bond Rating NIA A A A- A- A- BBB+ BBB+ BBB+ BBB+ BBB BBB 
73 Moody's Preferred Stock Rating NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA 
74 S&P Preferred Stock Rating NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA NIA 
75 
76 QQm!mm S!Q!<k Rel2t~ Dali!; (j} 
77 Shares Outstanding Year =.nd (000) NIA NIA 103,931 101,479 100,388 90,640 90,240 90,296 90,164 92,552 90,814 89,326 
78 Shares Outstanding - Weighted NIA NIA 0 0 0 0 0 0 0 0 0 0 
79 Average (Monthly) (ODO) NIA NIA 103,524 101,892 97,608 91,711 91,172 90,652 92,422 91 ,620 89,941 87,486 
80 Earnings Per Share - Weighted Avg. ($) NIA NIA 3.38 3.09 2.96 2.64 2.37 2.27 2.20 2.07 1.99 1.91 
81 Dividends Paid Per Share ($) NIA NIA 1.68 1.56 1.48 1.40 1.38 1.36 1.34 1.32 1.30 1.28 
82 Dividends Declared Per Share ($) NIA NIA 1.68 1.56 1.48 1.40 1.38 1.36 1.34 1.32 1.30 1.28 
83 Dividend Payout Ratio (Declared NIA NIA 
84 Basis)(%) NIA NIA 50% 50% 50% 53% 58% 60% 61% 64% 65% 67% 
85 Market Price - High (Low) NIA NIA 

Schedule K 
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Atmos Energy Corporation, Kentucky/Mid-States Division 
Kentucky Jurisdiction Case No. 2017-00349 

Comparative Financial Data 
Base Period: Twelve Months Ended December 31, 2017 

Forecasted Test Period: Twelve Months Ended March 31 , 2019 
and 10 Most Recent Calendar Years 

Data: X Base Period X Forecasted Period FR 16(6)(k) 
Type of Fillng: ___ Origfnal=--Updated __ x __ Revised Schedule K 
WorkE!aE!er Reference No(sJ. Witness: Gillham, Martin, and Waller 

Une Forecasted Base Most Recent Ten Calendar Years - as ReEQrted 
No. Descri12tion Period Period 2016 2015 2014 2013 2012 
66 1st Quarter - Hlgh ($) NIA NIA 64.250 58.080 47.060 36.860 35.400 
87 1st Quarter - Low ($) NIA NIA 57.820 47.350 41.080 33.200 30.970 
88 2nd Quarter - High (S} NIA NIA 74.330 58.810 48.010 42.690 33.150 
89 2nd Quarter - Low ($) NIA NIA 61.740 52.020 44.190 35.110 30.600 
90 3rd Quarter - High ($) NIA NIA 81 .320 56.410 53.400 44.870 35.070 
91 3rd Quarter - Low (S) NIA NIA 70.600 51.280 46.940 38.590 30.910 
92 4th Quarter - High ($} NIA NIA 81.160 68.180 52.680 45.190 36.940 
93 4th Quarter - Low (S) NIA NIA 71.880 51 .480 47.010 39.400 34.940 
94 Book Amount Per Shara (Year-end} (S} NIA NIA 33.450 31.350 31.620 28.140 25.877 
95 
96 {1) Based on fiscal year-end of parent company 
97 
98 Ba1i: 2f Bell.!ro Mea~ure:i m 
99 Return On Common Equ'ty (Average} NIA NIA 10.5% 10 0% 10.2% 9.8% 8.3% 

100 Return On Total Capital (Average) 0.4% 0.3% 5.5% 5.2% 5.2% 4.6% 4.0% 
101 Return On Net Plant in SeNice (Average} 5.4% 6.3% 4.5% 4.5% 4.5% 4.3% 3.6% 
102 
103 QllJ!i[ Elaao~al aod 0'2!11J11I09 Qi!ta· 
104 Mix of Sales: (MMcf) 
105 Residential 10,026 8,350 9,094 9,826 11,729 10,695 8,433 
106 Commercial 4,896 4,416 4,538 4,845 5,650 5,143 3,972 
107 Industrial 973 1,265 1,048 693 610 811 995 
106 Public authority & Other Sales 963 825 916 1,025 1,234 1,179 980 
109 Unbilled 0 0 
110 Total Mix of Sales 16,858 14,656 15,596 16,389 19.423 17,628 14,380 
111 
112 Mix of Fuel: (MMcf) 
113 0 0 0 0 0 0 0 
114 Other 17,178 15,138 15,417 18,606 21 ,324 18,367 17,441 
115 
11 6 Total MIX of Fuel (2) 17,178 15,136 15,417 18,606 21,324 16,367 17,441 

117 
118 Composite Depreciation Rate 3.17% 2.96% 3.33% 3.66% 3.50% 3.31% 3.49% 

(1) Based on fiscal year-end of parent company, except for Base Period & Test Period which are based on Atmos Energy Corporation, Kentucky. 
(2) Kentucky gas purchases by accounting month. 

201 1 2010 2009 
31.720 30.060 27.860 
29.100 27.390 21.170 
34.960 29.520 25.950 
31.510 26.520 20.200 
34.940 29.980 26.370 
31 .340 26.410 22.810 
34.320 29.810 28.800 
28.870 26.820 24.650 
24.880 23.570 23.759 

8.6% 8.7% 6.7% 
4.3% 4.4% 4.3% 
3.8% 4.1% 4.3% 

10,187 10,735 10,261 
4,642 S.049 4,659 

821 724 960 
1,111 1,192 1,176 

16,761 17,700 17,056 

0 0 0 
16,748 17,596 17,034 

16,748 17,596 17,034 

3.58% 3.40% 3.43% 

2008 
29.460 
26.110 
28.960 
25.090 
28.540 
25.810 
28.250 
25.490 
22.820 

8.8% 
4.3% 
4.5% 

10,855 
5,017 
1,715 
1,253 

18,839 

0 
18,790 

18,790 

3.17% 

2007 
33.010 
28.450 
33.000 
30.630 
33.1 10 
29.380 
30.660 
26.470 
22.469 

8.8% 
4.3% 
4.5% 

10,385 
4,793 
1,757 
1, 195 

18,130 

0 
19,493 

19,493 

3.48% 

Schedule K 
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AG 
Exhibit - - -

ATMOS ENERGY CORPORATION 

DATA REQUEST 

CASE NO. 2017-00308 

DR Item l{b) 

WITNESS: Mark A. Martin 
Vice President of Rates and Regulatory Affairs 

Atmos Energy Corporation, l<entucky/Midstates Division 

b. Refer to t he Application, Volume 1of61 Direct Testimony of Earnest B. Napier, P.E., 
page 13. 

RESPONSE: 

i. To date, what is the total cost of the Pipeline Replacement Program? 

ii. What is the estimated total cost of the program from now until expected 
completion? 

ii i. How does the total cost to date, and t he expected cost from now until 
expected completion compare with the estimat e of $124 mi ll ion provided for on 
page 13 of Mr. Napier's testimony? 

iv. Provide the annual capital investment amounts for each year to date for 
the PRP and the estimated capital investment amounts for each year 
from now until expected completion. 

i. Through July 31, 2017, the total cost of the PRP is approximately $158,100,000. 
ii. The Company has been investing significant dollars into its PRP to proactively replace all 

known pipe referenced in Mr. Napier's testimony in Case No. 2009-00354. The 
Company utilizes a rolling five year plan to for,ecast capital spend. The Company 
anticipates spending approximately $280,000,000 from October 11 2017 through 
September 30, 2022 in its PRP. 

iii. The estimate referenced in Mr. Napier's testimony is no longer valid . As stated In 
response to 1.a.i, an additional 100 miles have been added to the program as well as 
the "Shelbyville Line" and the "Lake City Line". 

iv. Below Is a table that summarizes the annual capital investment made per year since 
inception as well as the estimated cap ital spend per year through September 30, 2022. 
The Company's PRP is timed with its fiscal year which runs October 1st through 
September 30th. As stated in response to 1.b.ii, the Company utilizes a rolling five year 
plan to forecast capital spend. Please note that for the period October 1, 2016 through 
July 31, 2017, the Company has spent approximately $30.3m and will reach its target of 
$40.2m. 



Fiscal Year Approximate 
Investment 

2011 $3,700,000 
2012 $17,300,000 
2013 $17,200,000 
2014 $22, 700,000 
2015 $36,900,000 
2016 $30,000,000 
2017 $40,200,000 
2018 $44,900,000 
2019 $51,100,000 
2020 $56,900,000 
2021 $63,200,000 
2022 $63,100,000 



AG 
Exhibit 

Docket No. 2017-00308 
----

Atmos Energy Corporation, Kentucky Division 
Staff DR Set No. 2 

REQUEST: 

Question No. 2-01 
Page 1 of 2 

RefertoAtmos's September26, 2017 response to Commission Staff's Informal Conference 
Memorandum ("IC DR"), Item 1, and the response to the Attorney General's First Request 
for Information ("AG DR 1"), Items 1.b. and 1.d. 

a. The response to AG-DR 1, Item 1.b.i. states that through July 31, 2017, the total 
cost of the Pipeline Replacement Program ("PRP") is approximately$158.1 million. 
The question in AG-DR 1, Item 1.b.iii . references the original $124 million estimate 
for the total 15 years of the program. State whether Atmos has considered extending 
the number of years for pipeline replacement pursuant to its PRP beyond 15 years, 
given that the projected annual increase in customer charges shown in the IC DR, 
and the $438 million in total capital investment amounts shown in the AG DR 1, Item 
1.b.iv. table for the years 2011 through 2022. 

b. 'Provide any available estimates for expected annual PRP expenditures for the years 
2023 through 2025. 

c. State whether there are safety concerns inherent in extending the PAP for longer 
than the originally contemplated 15 years. If so, enumerate the safety concerns in 
detail. · 

RESPONSE: 

a. The Company has not considered extending the number of years for bare steel 
pipeline replacement beyond the fifteen years asked for and granted in Case No. 
2009-00354. The Company takes great pride in being a low-cost provider, but our 
ultimate goal is to be the safest provider. The ultimate goal of the Company's PRP 
program is the accelerated replacement of aging infrastructure that has outlived its 
useful life and/or poses a possible safety and/or reliability concern. 

b. As stated in the Company's response to AG 1.b.ii .and 1.b.iv, the Company utilizes a 
rolling five year plan to forecast capital spend. Below are additional estimates for 
years 2023 through 2025. Please note that these amounts are purely estimates at 
.th is point in time. 

2023 - $70,700,000 
2024 - $79,200,000 
2025 - $88,700,000 
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c. As stated previously, the goal of the Company's PRP program is the accelerated 
replacement of aging infrastructure that has outlived its useful life and/or poses a 
possible safety and/or reliability concern. The Company is of the belief that delaying 
the replacement of such facilities would inherently create safety concerns. When 
the Company proposed its PRP program which was approved in Case No. 2009-
00354, the bare steel pipe had been in the ground approximately 50-75 years. The 
longer bare steel pipe remains in service, the more susceptible the pipe is to 
corrosion and leaks. As of January 2011 , the Company had approximately 1,440 
underground leaks. As of August 2017, underground leaks are down to 
approximately 530. The majority of the reduction can be direct ly correlated to the 
accelerated replacement of bare steel lines. The accelerated replacement of aging 
infrastructure allows the Company to modernize its distribution system. The 
Company does not believe that the replacement of these facilities should be delayed 
any more than necessary. 
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Refer to the Waller Testimony, page 14, lines 18-26, and to Atmos's most recent Pipe 
Replacement Program ("PRP") rider rate proceeding, Case No. 2017-00308.5 

a. Provide for the record in this proceeding a comparison of Atmos's original PRP 
investment as approved in Case No. 2009-003546 with actual annual experience with the 
PRP. The comparison should include the actual realized cost of projects, the factors 
causing unanticipated additions to the original program, and the reasons for the initial 
underestimation of cost upon which the Commission relied in approving the PRP over a 
period of 15 years. 

b. Provide for the record in this proceeding an update to the Direct Testimony of Earnest B. 
Napier from Case No. 2009-00354 with regard to the replacement of remaining bare 
steel mains and appurtenances, and the anticipated cost per year for the remainder of 
the 15-year period. 

c. Provide a discussion of how Atmos prioritizes annual replacements through the PRP. 

d. Provide the number of leaks on Atmos's Kentucky system for each year since it began 
replacing pipe using the PRP. 

e. Refer to Case No. 2017-00308, Atmos's September 26, 2017 response to Commission 
Staff's Informal Conference Memorandum Data Request, Item 1, and its response to the 
Attorney General's Second Request for Information, Item 1, which collectively show 
expected PRP rates through 2025 assuming no rate case activity. Provide a discussion 
of any safety issues that are likely to arise if Atmos's pipeline replacements and resulting 
cost recovery were to be extended over a longer period in order to alleviate the impact of 
higher-than-anticipated cost on its customers. 

RESPONSE: 

a) As stated in the Company's response in Case No. 201 7-00308 to AG DR No. 1-01 
subpart (b )iii, "The estimate referenced in Mr. Napier's testimony is no longer valid." The 
original estimate of $124 million (see page 13 of the Napier testimony in 2009-00354) 
provided for filing of the PRP program based on Atmos Energy construction procedures, 
comparative projects, and industry regulation that are now over 10 years old. 
Additionally, there were assumptions made within this original estimate that have proved 
to be incorrect in order to manage a program of this size. A few of the more significant 
differences relate to (1) the cost of service line and meter loop replacement; (2) the cost 
of Crossbore 
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Inspection Services; (3) the estimated engineering design, project management, and 
mapping cost associated with these replacement projects; (4) the underestimation of the 
cost of large diameter high-pressure and transmission lines within the program. In 
general, these construction cost were all estimated at $400k I mile and our actual cost 
for replacement has been approximately $628k I mile for distribution and range from 
$1 , 1 OOk to $2,000k I mile for HPD!Transmission depending on the size of pipeline being 
installed. Please see part b of this response for the Company's actual and projected 
investment. 

b) The PRP program started in FY11 for Atmos Energy with minimal pipe replacement 
occurring this first year and work being assigned and contracted using existing Master 
Service Agreements. Atmos Energy solicited bids for dedicated PRP Contractors and 
began filling internal PRP inspection positions during FY11 and FY12 as our PRP budget 
and spend necessitated the positions. Additionally, Atmos Energy created and assigned 
(2) internal construction crews in FY13 and FY14 as the program grew and logistical 
needs presented themselves for work on isolated projects. 

Success of the program and the ability to stay on target with the original projected 
timeline has been accomplished while also including additional field-identification of 
bare-steel systems, the Lake City and Shelbyville pipe segments, replacement of aging 
and at-risk infrastructure such as regulator and metering stations, inclusion of network 
and critica l valves, and remote monitoring of pressure and flow at critical stations by 
Atmos Energy SCADA and measurement departments. 

As provided in the Company's response to AG DR No. 1-01 subpart (b)iv and Staff DR 
No. 2-01 subpart (b) in Case No. 2017-00308, below is the estimated PRP spend for FY 
2018 to 2025. 
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Annua l PRP 
Year Investment 
2011 $3,741 , 125 
2012 $17,300,344 
2013 $17,171,794 
2014 $22,691 , 182 
2015 $36,926,441 
2016 $29,968, 709 
2017 $39,898,050 

2018 Est. $44,900,000 

2019 Est. $51, 100,000 
2020 Est. $56,900,000 

2021 Est. $63,200,000 
2022 Est. $63, 100, 000 
2023 Est. $70,700,000 
2024 Est. $79,200,000 
2025 Est. $88,700,000 

c) PRP Program Management works continuously with local management and engineering 
to identify which bare steel projects will be scheduled for replacement each fiscal year. 
Based on approved capital dollars, filed annually with the Kentucky PSC, we plan 
projects according to many factors including: 

• Analysis of recent leak surveys and leak history on remaining bare steel systems 
Recommendations by local SME and engineering on what would be the best use of 
capital for reduced O&M and system improvement 
Where contract crews, inspection, and warehouse materials are currently deployed 
and their ability to mobilize between separate locations 
The local impact to city and municipality based on local resources needed to support 
(locating , planning and zoning inspection, local plans for street overlay I downtown 
revitalization, and logistical issues such as availability of asphalt for street repairs , 
etc.) 

There are some outside factors which may cause us to delay PRP projects into later 
years. The ability/difficulty in getting easements from landowners, construction that is 
weather sensitive such as the replacement of regulator stations and high-pressure 
pipelines, low pressure systems that require temporary feeds that (in turn) depend on a 
preceding project to be accomplished are examples. 
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d) In 2011 , Atmos Energy was managing over 1, 100 below ground leaks within the state of
Kentucky. This number of leaks was on the increase as the program ramped up, 
peaking within the 2012-2013 operating years at over 1,300. Since this time, we have 
seen a significant decrease in the number of leaks found, monitored, and scheduled for 
repair. Atmos Energy currently has 530 leaks scheduled for repair (refer to the 
Company's response to Staff DR No. 2-01 subpart (c) in Case No. 2017-00308). 
Although reports will show slight variat ions based on timing scheduled leak surveys, our
overall leak count continues to trend downward as infrastructure replacement continues. 

It is important to note that the number of below ground leaks within the Atmos Energy 
distribution system continues to decline in spite of more stringent regulation, Atmos 
Energy O&M requirements, and newer leak su rvey technologies. Per the Atmos Energy 
DIM plan, we now leak survey all systems in Kentucky with bare steel annually. We 
have continuously invested in new infra-red and laser leak survey equipment that is able 
to detect methane at lower trace levels than before. 

Date #Leaks 
Jan, 2011 1, 127 
Jan, 2012 1,308 
Jan, 2013 1,354 
Jan,2014 1, 169 
Jan, 2015 1,076 
Jan, 2016 677 
Jan, 2017 600 
Aug, 2017 528 

e) Please see the Company's response to Staff DR No. 2-01 subpart (c) in Case No. 
2017-00308. 

Respondent: Mark Martin 

5 Case No. 2017-00308, Electronic Application of Atmos Energy Corporation for PRP Rider
Rates (Ky. PSC Oct. 27, 2017). 
6 Case No. 2009-00354, Application of Atmos Energy Corporation for an Adjustment of Rates 
(Ky. PSC May 28, 2010). 
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On June 30, 2017, Kentucky Frontier Gas, LLC ("Frontier") tendered its 

application C'Application") to adjust its base gas rates pursuant to 807 KAR 5:076. 

Frontier is a Kentucky corporation regulated by the Commission as a utility under KRS 

278.010(3)(b), and operates facilities that supply natural gas to approximately 5, 117 

customers residing in Breathitt, Floyd, Johnson, Knott, Lawrence, Lee, Letcher, 

Magoffin, Martin, Morgan, Perry, Pike, and Wolfe counties.1 Frontier has acquired ten 

small gas systems since 2005 and has operated them as one company. Frontier most 

recently acquired P!.!blic Gas Company ("Public") and has been serving its customers 

under a sepa·rate tariff as approved by the Commission in Case No. 2015-00299.2 

Frontier seeks to increase its rates in this case and unify the rates for the former Public 

customers. Frontier also seeks to increase the surcharge in the Pipeline Replacement 

Program ("PAP"). 

1 Annual Report of Kentucky Frontier Gas, LLC to the Public Service Commission for the Calendar 
Ye~r Ended December 31, 2016 ("2016 Annual Report") at 4 and 5. 

2 Case No. 201 S-00499, Joint Application of Kentucky Frontier Gas, LLC and Publi<; Gas Company 
for Approval of Transfer and Acqui$itlon of Assets and Financing (Ky. PSC Nov. 24, 2015). 



Frontier determined that its proforma operations support an incr~ase in revenue 

requirement from base rates of $603,810.3 Frontier's application set out proposed base 

rates which produced annual base rate revenues of $2,335,384 based on 5,049 

customers,4 an increase of $372,060, or 18.9 percent, over normalized test-year base 

rate revenues of $1,963,324. 

PROCEDURAL 

To ensure the orderly review of the Application, the Commission established a 

procedural schedule by Order dated July 28, 2017. The Commission found that pursuant 

to 807 KAR 5:076, Section 11, a staff report would not be issued, and that the information 

needed to process this case would be obtained through the Application and Commission 

Staff's Requests for Information. 

The Attorney General of the Commonwealth of Kentucky, by and through his 

Office of Rate Intervention ("AG") is the only intervenor in this proceeding. Frontier 

responded to four requests for information issued by Commission Staff, and to two 

requests for information issued by the AG. The procedural schedule provided Frontier 

and the AG until October 20, 2017, either to request a formal hearing or submit a 

statement that this case may be submitted for Commission decision based on the 

existing record. Neither Frontier nor the AG requested a hearing, although the AG 

requested to submit comments to further develop the record. On October 26, 2017, the 

Commission on its own motion scheduled a hearing on November 21 , 2017. On October 

3 Application, ARF Form 1 - Attachment RR-OR - January 2014, Revenue Requirement 
Calculation - Operating Ratio Method. 

4 Response to the Commission's Order of July 28, 2017, Item 8. 
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31, 2017, Frontier filed a motion to reschedule the hearing, stating that one of its 

witnesses would be unavailable to attend the hearing. The C~mmission rescheduled the 

hearing for November 27, 2017. After the hearing, the Commission set a schedule for 

replying to post-hearing data requests and the filing of any briefs. On December 18, 

2017, the AG and Frontier filed briefs. 

BRIEFS 

According to the record, Steve Shute, Robert Oxford, Larry Rich, and Industrial 

Gas Services ("IGS") are the member owners of Frontier. The AG asserted that 

businesses the member owners of Frontier own individually or jointly meet the definition 

of affiliates as defined in KRS 278.010(18): "'Affiliate' means a person that controls or 

that is controlled by; or is under commqn control with, a utility." The AG argued in his 

brief that the Commission should require Frontier to provide evidence of compliance with 

the affiliate transaction statutes in KRS 278, as well as require proper documentation 

and allocation of those transactions in the future. 

The AG stated that Steve Shute is the majority owner and a managing member 

of Frontier, and is also the sole owner of Pipeline Solutions, Inc., ("PSI") and the owner 

of Pinedale Natural Gas Company; Robert Oxford is a minority owner of Frontier, and 

the sole owner of IGS; and Larry Rich and IGS are member owners of Frontier. Further, 

Frontier is the sole owner of Auxier Road Gas Company, which it operates under 

contract. The four Frontier member owners own DLR Enterprises, Inc., which is operated 

under contract by Frontier, while PSI and IGS perform consulting services for Frontier. 

The AG argues that these companies are affiliates of Frontier based upon KRS Chapter 

278, and that they should be required to comply with pricing requirements as described 
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in KRS 278.2207. Finally, the AG contends that the Commission should place higher 

scrutiny on Frontier's PRP program, and that if any acceleration of the program is 

granted, to do so in accordance with the principles of gradualism. 

Frontier argued in its brief that there is no affiliated interest among the 

independent companies owned by Frontier's member owners. Frontier further states 

that it has no ownership interest in or control over Pinedale Natural Gas, PSI, or IGS, 

and that similarly, none of those companies individually or collectively own any interest 

in Frontier or have any control over it. Frontier concludes that it has no affiliated interest 

in any of the previously discussed companies. In the alternative, Frontier states that if 

the Commission determined there were affiliated interests, it would then still be in 

compliance with the applicable statutes because it provided invoices verifying that the 

charges by Shute, Oxford, and IGS are all below market price. Finally, Frontier contends 

that the PAP program has contributed to the improvement of line loss and pipeline safety, 

and any increase in the proposed surcharge will only magnify the benefits of the program. 

Since the AG is not requesting that any costs be disallowed in the current rate 

case due to his affiliate transactions argument, the Commission's Order on rates will not 

be affected. However, to properly address the AG's question of whether the various 

entities are affiliates of Frontier, and as such should be required to comply with the 

affiliate transaction ruJes, the present case will remain open in order to further develop 

the record on this issue. The Commission intends to issue a procedural schedule in the 

future to allow for further limited discovery on the affiliate transactions issue. Finally, 

with regard to the PRP, the Commission's finding concerning the need for greater 
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scrutiny of the program and gradualism in granting increases in Frontier's fixed monthly 

charges are discussed later in this Order. 

TEST YEAR 

The calendar year ended December 31 , 2016, is being used as the test year to 

determine the reasonableness of Frontier's existing and prop0sed base rates, as 

required by 807 KAR 5:076, Section 9. 

INCOME STATEMENT 

Frontier reported actual test-year operating revenues and expenses of 

$3,923,854 and $3,937,812, respectively.5 Frontier proposes several adjustments to 

test-year revenues and expenses to reflect current and anticipated operating conditions, 

resulting in pro forma operating revenues of $3,828,976 and pro forma operating 

expenses of $3,984,205.6 The Commission's review of Frontier's pro forma operating 

revenues Clnd expenses are set forth below. 

Gas Cost Revenues and Expenses 

Frontier based its requested rate increase on its total gas service revenues and 

operating expenses of $3,717,2947 and $3,984,205, respectively. Included in the gas 

service revenues are $1,753,970 of revenues that were recovered through Frontier's 

s Application, ARF Form 1 - Attachment RR-OR - January 2014, Revenue Requirement 
Calculation - Operating Ratio Method. 

6 Id. ARF Form 1 - Attachment SAO-G - September 2011 , Schedule of Adjusted Operations -
Gas Utility, TYE 12/31/2016. 

7 Id. $3, 123, 11 O (Total Sales of Gas)+ $594, 184 (Revenue Customer Charge) = 3,717,294. 
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Gas Cost Recovery ("GCR") mechanism and operating expenses included natural gas 

purchases of $1 ,984,808.8 

The Commission's established ratemaking practice is to exclude gas costs that 

are recovered through the GCR mechanism from the calculation of a gas utility's base 

rates. Consistent with this established ratemaking practice, the Commission is reducing 

operating revenues and expenses by $1,753,970 and $1,984,808, respectively. 

Other Operating Revenues 

Frontier reported other operating revenues of $111 ,682 in the test year. Based 

on the number of instances of Non-Recurring Charges being charged in the test year, 

and on the increase in the Reconnect Fee to $96 as approved herein, other operating 

revenues has been increased by $19,545. 

Farm Tap Expense 

In the Farm Tap Rate Case No. 2011 -00513,9 the Commission approved an 

allocation of $150,850, or 12 percent of the operating costs, to farm taps based on the 

ratio of farm-tap customers to the total gas customers. Frontier proposes to allocate the 

same amount to the farm taps in this case to reduce the cost of this current case and to 

simplify the filing. 

In Frontier's response to a Commission Staff request for information, Frontier 

stated that in the test year, farm taps represent 10.2 percent of its total customer base.10 

Using its test-year unadjusted operating expenses and including only 25 percent of 

8 Application, Pro Forma Operations 

9 Case No. 20i i-OOSi 3, Appl/cation of Kentucky Frontier Gas Company, LLC for Approval of 
Adjustment of Farm Tap Rates (Ky. PSC May 30, 20i 2). 

10 Response to Staff's Second Request, Item 8 
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distribution expenses in the calculation, Frontier estimates that a farm tap allocation 

would be $149,958, less than a 1 percent difference from the proposed adjustment. 

The Commission finds that the reduction for the farm tap expense should be 

$162,920 as follows: 

Commission Pro Forma Operating Expenses 
Multiplied by: Farm Tap Customer Ratio 

Farm Tap Adjustment 

Uncollectible expenses 

$ 1,597,258 
-10.2% 

$ (162,920) 

Frontier recorded an uncollectible expense of $35,701 in the test year. Frontier 

states that its test-year level was lower thari the amounts that it had recorded in the prior 

years because the employee responsible for administering bad debts retired, and that 

some of the debts that were subsequently not timely written off. Frontier proposes to 

adjust uncollectible debts by $14,432 to reflect a five-year average for this account. The 

Commission finds that this adjustment is reasonable and should be accepted. 

Wage Adjustments 

Frontier proposes an adjustment to wages of $7,051. Frontier explains that only 

$602,648 of wages are included in expenses after $45,995 was capitalized, and its W-2 

data indicates that it incurred a total of $655,694. In response to Staff's First Request 

for Information, Frontier shows total wages paid of $662,089.11 Additionally, the annual 

report for Frontier for 2016 shows $654,981 . 

Frontier also proposes to normalize wages for partial-year workers. One 

employee was out on disability for two months and then ceased employment. A 

11 Frontier's response to Statrs First Request for Information, Item 23. 
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temporary employee was hired to replace the worker and Frontier proposes to add 

$8, 169 in wages for the worker plus a gross-up of 8.35 percent for a total of $8,851. 

Frontier proposes to offset this adjustment by crediting the outside services account. 

Frontier also proposes to adjust wages by $5,442 for an employee who left in 

October but was replaced in 2017. This adjustment would normalize wages to reflect 12 

months of employment. Frontier also had a human resources contractor that is now an 

employee and proposes to adjust wages by $25,000 with a corresponding offset to 

outside services account. 

Frontier also proposes to adjust wages for pay increases that were awarded in 

2017. Frontier states that no raises had been awarded since 2015. The amount of the 

increase is $34,380 and with tax gross-up equals $40,689. 

Outside Services 

As discussed above, Frontier proposes to offset two of the wage adjustments with 

credits to outside services expense ($4,086) for the temporary employee and ($25, 110) 

for the human resources contractor for a total wage adjustment of ($29, 196). 

Frontier also proposes to increase outside services expense by $30,000 to reflect 

its amortizing of estimated rate case expense of $90,000 over three years. In its 

response to a post hearing interrogatory, Frontier provided documentation to show that 

its actual rate case expense is $11 3,462. 

In reviewing the general ledger, the Commission determined that Frontier had 

incorrectly recorded as an operating expense legal fees of $24,716 that were incurred 

for its PAP. The Commission finds that PAP legal fees should be removed from test

year outside services expense and amortized over three years. 
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Amortizing the PRP legal fees and the rate case expense over three years results 

in an increase to Frontier's pro forma outside services expense $16,059.12 The net 

adjustment to outside services expense is a decrease of $8,117.13 

Employee Health and Dental Insurance 

In the test year, Frontier reported paying $68, 198 in employee health insurance 

premiums. Frontier paid 100 percent of the premium for employee health insurance 

coverage, while coverage for a spouse or child is paid for by the employee.14 Frontier 

proposed an adjustment of $37,896. The adjustment is due to an increase in the number 

of employees taking health insurance; this totaled $14,000. Additionally Frontier added 

Life-Disability-Dental coverage for $16,000; however, this was offset by an adjustment 

of ($13,725) to accidental death and disability insurance that was replaced. The new 

rates are projected to be $110,839 per year. 

The Commission is placing greater emphasis on evaluating employee total 

compensation packages, including both salary and benefits programs, for market and 

geographic competitiveness to ensure fair rate development and has determined that in 

most cases, 100 percent employer-funded health and dental care does not meet that 

criteria. Frontier should establish a policy of reasonably limiting its employer 

contributions to health and dental insurance costs by requiring that all employees pay a 

portion of those premiums. Accordingly, for ratemaking purposes, the Commission will 

12 $113,462 (Actual Rate Case Expense)+ $24.716 (PAP Legal Fes) = $138,178 + 3-Years = 
$46,059 - $30,000 (Frontier's Rate Case Amortization) = $16,059. 

19 $16,059 (Amortization Increase) - $24, 716 (PAP Legal Fees) = ($8, 117). 

14 Frontier's response to Staff's Second Request, Item 9. 
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adjust test-year health and dental expenses for all employees based on the national 

average of employee contribution rates. 

The Commission has reduced health insurance cost by $18, 104, 15 based on a 21 

percent employee contribution rate for single health insurance coverage. 16 The 

Commission has also reduced dental insurance by $1,365, 17 based on a 60 percent 

employee contribution rate for single health insurance coverage.18 

Depreciation 

Frontier reported a test-year depreciation expense of $357,013.19 Frontier 

proposed to adjust depreciation expense by a total of {$115,979). Included in the 

adjustment was ($81,489) for depreciation re-categorized as amortization, ($8,333) for 

depreciation proposed as amortization for Public Gas, and ($26, 157) for depreciation 

adjustments. Th·e Commission agrees with these adjustments and is decreasing test-

year depreciation expense by ($115,979). 

Amortization 

Frontier proposed to increase operating expense by $166,062 to reflect 

reclassifying $81,489 of amortization that was incorrectly recorded as depreciation; the 

amortization of the $63, 196 Auxier acquisition adjustment that was not included in its 

15 $86,211 (Health Insurance) x 21%(Emp. Contribution Rate) = $18, 104 

16 Bureau of Labor Statistics, Healthcare Benefits, March 2017, Table 10, private industry workers. 
(https://www.bis.gov/ncs/ebs/benef its/2O17 /ownership/private/table 1 Oa. pdf) 

11 $2,275 (Dental) x 60% (Emp. Contribution Rate) = $1,365. 

18 The Willis Benchmarking Survey, 2015, at 62-63. 
(https://www.willis.com/Documents/publications/Services/Employee_Benef its/20151230_2015Wi 

llisBenefitsBenchmarkingSurveyReport.pdf) 

19 Application at ARF Form 1 - Attachment SAO-G. 
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annual report; a $12,500 proposed amortization of the Public Gas acquisition 

adjustment; and the amortization of loan fees of $8,877. The Commission finds that 

Frontier's proposed adjustment to amortization expense is reasonable and is increasing 

amortization expense by $166,062. 

Summary Impact of Adjustments 

After considering the test-year operating revenues and expenses, including 

appropriate adjustments found reasonable herein, the Commission has determined that 

the financial results of Frontier's proforma test-year operations are as follows: 

Pro Forma Pro Forma 
Test Year Adjustments O~erations 

Operating Revenues $ 3,828,976 $ (1,734,424) $ 2,094,552 
Operating Expenses 3,984,205 (2,024,865) 1,959,340 

Net Operating Income $ (155,229) $ 290,441 $ 135,212 

REVENUE REQUIREMENT DETERMINATION 

The Commission has historically used an operating-ratio approach to determine 

revenue requirements for small, privately owned utilities.20 This approach is used 

because either no basis for rate-of-return determination exists or the cost of the utility 

has been fully or largely recovered through the receipt of contributions. Given that 

20 An operating ratio measures the difference between operating revenues and operating 
expenses. It is defined by the following equation. 

Operating ratio = Operation & Maintenance Exp.+ Depreciation+ Taxes 
Gross Revenues 

The Commission has found that the operating ratio is a reasonable and necessary alternative to 
the rate of return method for calculating the allowable net operating income for small investor owned 
utilities. Specifically, it has found that the rate-of-return method cannot be used because there is "no 
basis" upon which to determine a rate of return for these utilities, Case No. 95-236, Application of Thelma 
Waste Control, Inc. for a Rate Adjustment Pursuant to the Alternative Rate Filing Procedure for Small 
Utilities (Ky. PSC Apr. 15, 1996) at 6. Further, it has found that the operating-ratio method is appropriate 
when plant investment is low and operating expenses are high, Case No. 7982, Notice of Application of 
Fern Lake Company(Ky. PSC Aug. 27, 1981) at 3. 
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Frontier is a small gas distribution system, the Commission finds that this method should 

be used to determine Frontier's revenue requirement. 

As shown in the table below, Frontier's pro forma operations combined with an 88 

percent operating ratio results in a revenue requirement from base rates of $2,271,232, 

which is an increase of 15.7 percent, or $307,907, over normalized revenues from 

existing base rates of $1 ,963,324. 

Pro Forma Operating Expenses 
Divide by: Operating Ratio 

Revenue to Cover Operating Ratio 
Interest Expense 

Total Revenue Requirement 
Less: Other Operating Revenues 

Revenue Requirement Base Rates 
Less: Operating Revenues 

Revenue locrease 
% Increase 

PIPELINE REPLACEMENT PROGRAM 

$ 

$ 

1,959,340 
88% 

2,226,523 
175,936 

2,402,459 
{131,227) 

2,271,232 
(1 ,963,324) 

307,907 
15.7% 

Frontier proposed to increase its PRP surcharge from $1 .25 to $2.00. The 

Commission is concerned with the progress Frontier is making toward replacing bare 

steel pipeline on its system. When Frontier's PRP was approved in Case No. 2011-

00443,21 Frontier estimated that it had approximately 27 miles of bare steel pipeline on 

its system. Frontier replaced 8, 700 feet in 201 3, 12,255 feet in 2014, 8,966 feet in 2015, 

and 8,178 feet in 2016 for a total of approximately 7.2 miles since the program was 

21 Case No. 2011 -00443, Application of Kentucky Frontier Gas, LLC for Approval of Consolidation 
of and Adjustment of Rates, Approval of AMR Equipment and a Certificate of Convenience and Necessity 
for Installation of AMR, Pipeline Replacement Program, Revision of Non-Recurring Fees and Revision of 
Tariffs (Ky. PSC June 21, 2013). 
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approved.22 This level of replacement is well behind Frontier's intent to replace 2.5 miles 

of pipeline per year. The Commission notes that when Frontier's PRP was approved, it 

was estimated to last 10-12 years. Due to the slower than expected pace of 

replacements and the discovery of additional pipeline that qualified for replacement, 

Frontier estimates that it will take ten years to complete the program, extending the 

original timeframe for completion of the PAP by an additional two to four years. 

The Commission has placed an emphasis on the replacement of unsafe and 

deteriorating bare steel pipeline, and the safety and integrity of Frontier's system is of 

great concern. Therefore, the Commission finds that granting an increase in the PRP 

surcharge from the current $1 .25 per customer per month to $5.00 per customer per 

month is warranted and is reasonable,23 and that the AG's concern regarding gradualism 

is better addressed through a lower increase granted to the fixed monthly customer 

charge. Frontier should use any methods at its disposal •. including the hiring of outside 

contractors, to ensure that bare steel pipeline is removed from its system in the original 

timeframe as was approved in Case No. 2011-00443. 

Furthermore, the Commission will require Frontier to establish an interest-bearing 

escrow account in which to deposit its PRP surcharge revenues. The revenues in this 

account should be used for the sole purpose of replacing bare steel pipeline on the 

Frontier system. The Commission agrees with the AG's conclusion in his brief regarding 

the need for higher scrutiny of the PAP, and finds that Frontier should be required to 

22 Response to Commission Staff's third request for information, Item 1.c. 

23 Frontier stated in response to Staff's Fourth Request for Information, Item 2.b., that a surcharge 
of approximately $5.00 would be necessary to finish the pipeline replacements in six more seasons to 
meet the original PAP target. 
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submit detailed reports for each upcoming year summarizing the projects it expects to 

replace in that year. At a minimum, the reports should show plant additions, retirements, 

and removals for each year, separately identified, and including their locations, length, 

and size of mains and service lines, and associated costs. Frontier should submit these 

reports for Commission review by December 31 each year. Likewise, Frontier should 

submit a similar report listing actual projects completed during the previous year. This 

report should be filed for Commission review at the same time Frontier files its Annual 

Report. Furthermore, Frontier should submit concurrently with its Gas Cost Adjustment 

filings a bank statement setting forth the deposits and withdrawals from the escrow 

account required to be established herein. 

RATES AND RATE DESIGN 

Frontier proposed to increase its monthly customer charges for its Residential and 

Commercial classes from $10 to $16, and to decrease those classes' volumetric charges 

from $.42023 per ccf to $.38430 per ccf for existing Frontier customers, and to increase 

the volumetric charges of customers on the former Public system from $.30914 per ccf 

to $.38430 per ccf. Frontier proposed no change in the monthly customer charge for its 

Large Commercial class, but did propose a decrease in the volumetric charge from 

$.34454 per ccf to $.33970 per ccf. Frontier also proposed to unify the rates of the former 

Public Residential and Commercial classes to match the proposed rates listed above. 

Given the increase in the PAP surcharge, as well as the existing $1.00 AMR 

surcharge, the Commission f inds that for the Residential and Small Commercial classes, 

granting the requested increase in the customer charge would lead to those customers' 

paying $22.00 in fixed costs regardless of gas use. In addition, the proposed 60 percent 
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increase in the monthly customer charge does not comport with the Commission's long

held principle of gradualism. The Commission finds that granting a $3.00 increase in the 

monthly customer charge to $13.00 is reasonable, and results in the same $18.00 in 

residential and small commercial monthly fixed charges contained in Frontier's notice to 

its customers. The difference in revenue collection caused by not allowing the full 

increase proposed for the customer charge should be offset by increases to the 

volumetric charges. Therefore, the Commission finds that a volumetric charge of $.422 

per ccf for the Residential and Small Commercial classes is reasonable and should be 

approved. 

For Frontier's Large Commercial class, the Commission finds that maintaining the 

monthly customer charge at $50.00 is reasonable. However, given the magnitude of the 

increase being proposed for Frontier's Residential and Small Commercial classes, the 

Commission does not find it reasonable at this time to grant a reduction in Frontier's 

Large Commercial volumetric rate. Therefore, the rates for the Large Commercial class 

should remain unchanged. 

NON-RECURRING CHARGES 

The Commission finds that Frontier's proposal to unify its non-recurring charges 

so that former Public Gas customers' charges are the same charges as those already 

approved for Frontier is reasonable and should be approved. In Frontier's response to 

Staff's Second Request, Item 4, Frontier proposed to increase its reconnect fee to 

$96.00. Frontier stated that it has had issues with customers disconnecting service 

during the summer with unpaid bills, and then reapplying for service in the winter.24 

24 Frontier's response to the Commissions, July 28, 2017 Order, Item 6.c. 
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Furthermore, Frontier stated that it levied its current reconnect fee 397 times during the 

2016 test year.25 The Commission has reviewed the cost justification that was included 

in Frontier's previous ARF application,26 which estimated the actual cost to perform a 

reconnection is $99.23. Therefore, the Commission finds Frontier's proposal to increase 

its reconnect fee to $96.00 is reasonable and should be approved. 

Gas Cost Rate and Purchased Gas Adjustment 

With respect to the commodity cost of gas, concurrent with the Commission's 

approval of unified, system-wide rates for the Frontier system including Public Gas, there 

will be one system-wide gas cost and one Purchased Gas Adjustment ("PGA") tariff for 

the combined system. The Appendix to this Order reflects one system-wide gas cost of 

$5.4636 per Met for Frontier based on the most current Expected Gas Cost ("EGG") rates 

for the Frontier and Public Gas systems. The Commission finds that Frontier should file 

its first unified PGA application no later than January 11 , 2018, for rates to be effective 

February 1, 2018,27 pursuant to the PGA tariff approved herein. The January 2018 PGA 

filing will establish a current EGG for the combined system. The first Actual Adjustment 

to track under/over-recoveries for the combined system wi ll be included in Fro.ntier's PGA 

application for rates effective August 1, 2018, and will reconcile expected and actual gas 

cost for the four-month period January through April 2018. 

As Frontier and Public currently have their own PGA mechanisms through which 

they track under/over-recoveries of gas cost, Frontier should continue to charge 

25 Frontier's response to Staff's Second Request, Item 4. 

26 Case No. 2011-00443, Application. 

27 Assuming that its PGA application for rates effective February 1, 2018, is received after January 
2, 2018, Frontier should request a waiver of the 30-day notice requirement contained in its PGA tariff so 
that its change in rates may be effective with 20 days' notice. 
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customers in each of those systems separate trac.kers to reconcile any remaining 

under/over-recoveries of gas cost through December 31, 2017. Those individual 

tracking adjustments, which will be charged in the pre-existing Frontier and Public 

systems for one year, will be established in Frontier's PGA application for rates effective 

May 1, 2018, which should be filed no later than April 2, 2018. 

VIOLATIONS OF STATUTE 

Frontier included in its long-term debt obligations five auto loans totaling $96,378 

that it had secured in 2015 and 2016. Frontier confi rmed in response to an AG 

interrogatory that it had not received Commission approval for the indebtedness.28 

Commission Staff also questioned Frontier's witness at the hearing about the loans. The 

witness stated that Frontier was aware of the requirement to receive Commission 

approval of financing, but did not think that it applied to auto loans.29 

Under KRS 278.300, a utility must receive Commission approval prior to issuing 

any evidence of indebtedness with a term longer than 24 months. Based on Frontier's 

having entered the aforementioned promissory notes, the Commission finds that it 

should open a proceeding to permit Frontier to show cause why it should not be 

penalized for violating KRS 278.300. 

SUMMARY 

The Commission, after consideration of the evidence of record and being 

sufficiently advised, finds that: 

28 Response to the AG's Supplemental Request for Information, Item 11. 

29 Hearing video at 11 : 11 :30 
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1. The rates proposed by Frontier would produce revenues in excess of the 

amount found reasonable herein and should be denied. 

2. The rates set forth in the Appendix to this Order are fair, just, and 

reasonable and should be approved. 

3. A system-wide gas cost and single P~A mechanism should be approved 

for Frontier as discussed herein. 

4 . A proceeding should be initiated to permit Frontier to show cause why it 

should not be penalized for violating KRS 278.300. · 

5. A procedural schedule should be established to allow for further limited 

discovery on the affiliate transactions issue. · 

IT IS THEREFORE ORDERED that: 

1. The rates proposed by Frontier are denied 

2. The rates and charges found reasonable herein and set forth in the 

Appendix to this Order are approved for service rendered by Frontier on and after 

January 1, 2018. 

3. A system-wide gas cost and PGA mechanism is approved for Frontier as 

described in this Order. 

4. Frontier shall establish a separate interest-bearing escrow account into 

which all PRP revenue shall be deposited. 

5 . Frontier shall file within 30 days of the date of this Order a copy of the 

escrow agreement establishing the escrow account for deposit of all PRP surcharge 

revenue. 
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6. Frontier shall file the reports concerning its PAP as discussed in the body 

of this Order. 

7. An investigation shall be opened to provide Frontier an opportunity to 

present evidence to demonstrate that it should not be penalized for violating KRS 

278.300. 

8. A procedural schedule will be issued in the near future to allow for further 

limited discovery on the affiliate transactions issue. 

9. Within 20 days of the date of this Order, Frontier shall file with this 

Commission, using the Commission's electronic Tariff Filling System, revised tariff 

sheets setting out the rates approved herein and reflecting that they were approved 

pursuant to this Order. 
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ATIEST: 

~W&-<{(_, -{/~ 
Executive Director 

By the Commission 

ENTERED 

DEC Z 2 2017 
KENTUCKY PUBLIC 

SERVICE COMMISSION 
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APPENDIX 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
-COMMISSION IN CASE NO. 2017-00263 DATED DEC 2 2 2011 

The following rates and charges are prescribed for the customers in the area 

served by Kentucky Frontier Gas, LLC. Al l other rates and charges not specifically 

mentioned herein shall remain the same as those in effect under authority of the 

Commission prior to the effective date of this Order. 

RESIDENTIAL 
Gas Cost 
Recovery 

Base Rate Rate Total 

Customer Charge $13.00 
All ccf $ .422 $.54636 $.96836 

SMALL COMMERCIAL 
Gas Cost 
Recovery 

Base Rate Rate* Total 

Customer Charge $13.00 
All ccf $ .422 $.54636 $.96836 

LARGE COMMERCIAL 
Gas Cost 
Recovery 

Base Rate Rate* Total 

Customer Charge $50.00 
All ccf $ .34454 $.54636 $.89090 



PIPELINE REPLACEMENT PROGRAM 

All Classes: $5.00 per month 

All Classes: $1.00 per month 

NON-RECURRING CHARGES: 

Returned check fee 
Turn on fee 
Customer deposit 
Special meter read 
Late payment 
Relocate meter 
Transfer service 
Trip charge 
Meter test fee 
Reconnection fee 

$ 30.00 
$ 50.00 
2/12 annual bill 
$ 50.00 
10% 
$150.00 
$ 30.00 
$ 50.00 
$225.00 
$ 96.00 
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COMMONWEAL TH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

ELECTRONIC APPLICATION OF KENTUCKY ) 
POWER COMPANY FOR (1) A GENERAL ) 
ADJUSTMENT OF ITS RATES FOR ELECTRIC ) 
SERVICE; (2) AN ORDER APPROVING ITS 2017 ) 
ENVIRONMENTAL COMPLIANCE PLAN; (3) AN ) 
ORDER APPROVING ITS TARIFFS AND RIDERS; ) 
(4) AN ORDER APPROVING ACCOUNTING ) 
PRACTICES TO ESTABLISH REGULATORY ) 
ASSETS AND LIABILITIES; AND (5) AN ORDER ) 
GRANTING ALL OTHER REQUIRED APPROVALS ) 
AND RELIEF ) 

ORDER 

CASE NO. 
2017-00179 

Kentucky Power Company ("Kentucky Power''), a wholly owned subsidiary of 

American Electric Power Company, Inc. ("AEP") is an electric utility that generates, 

transmits, distributes, and sells electricity to approximately 168,000 consumers in all or 

portions of 20 counties in eastern Kentucky.1 Kentucky Power owns and operates a 

285-megawatt ("MW") gas-fired steam-electric generating unit in Louisa, Kentucky, and 

owns and operates a 50 percent undivided interest in a coal-fired generating station in 

Moundsville, West Virginia; Kentucky Power's share consists of 780 MW. Kentucky 

Power obtains an additional 393 MW from Rockport (Indiana) Plant Generating Units 

No. 1 and No. 2 under a unit power agreement ("Rockport UPA"). Kentucky Power's 

transmission system is operated by PJM Interconnection, LLC ("PJM"), a regional 

1 Application at 2. Kentucky Power also furnishes electric service at wholesale to the Cities of 
Olive Hill and Vanceburg, Kentucky. 



electric grid and market operator. Kentucky Power's most recent general rate increase 

was granted in June 2015 in Case No. 2014-00396.2 

BACKGROUND 

On April 26, 2017, Kentucky Power filed notice of its intent to file an Application 

("Application") for approval of an increase in its electric rates based on a historical test 

year ending February 28, 2017. By Order entered May 24, 2017, the Commission 

granted Kentucky Power's motion to deviate from certain filing requirements, which 

Kentucky Power requested in order to obtain additional time to review its Application 

before its proposed filing date of June 28, 2017. 

Kentucky Power tendered its Application on June 28, 2017, which included new 

rates to be effective on or after July 29, 2017, based on a request to increase its electric 

revenues by $65,387,987, or 11.80 percent. On August 7, 2017, Kentucky Power 

supplemented its Application to reflect the impact of refinancing of certain debts in June 

2017, which reduced Kentucky Power's requested annual increase in revenues to 

$60,397,438. In its Application, Kentucky Power also requested approval of its 

environmental compliance plan, and proposed to revise, add, and delete various tariffs 

applicable to its electric service. After Kentucky Power cured filing deficiencies, its 

Application was deemed filed as of July 20, 2017. To determine the reasonableness of 

these requests, the Commission suspended the proposed rates for f ive months from 

their effective date, pursuant to KRS 278.190(2), up to and including January 18, 2018. 

2 Case No. 2014-00396, Application of Kentucky Power Company for: (1) A General Adjustment 
of Its Rates for Electric Service; (2) An Order Approving Its 2014 Environmental Compliance Plan; (3) An 
Order Approving Its Tariffs and Riders; and (4) An Order Granting All Other Required Approvals and 
Relief (Ky. PSC June 22, 2015) ("Case No. 2014-00396, Final Order"). 
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The following parties requested and were granted full intervention: the Attorney 

General of the Commonwealth of Kentucky, by and through his Office of Rate 

Intervention ("Attorney General"); Kentucky Industrial Utility Customers, Inc. ("KIUC"); 

Kentucky School Boards Association ("KSBA"); Kentucky League of Cities ("KLC"); 

Kentucky Commercial Utility Customers, Inc. ("KCUC"); Kentucky Cable 

Telecommunications Association ("KCTA"); and Wal-Mart Stores East, LP and Sam's 

East, Inc. Gointly, "Walmart"). 

By order entered on July 17, 2017, the Commission established a procedural 

schedule that provided for discovery, intervenor testimony, rebuttal testimony from 

Kentucky Power,3 a formal evidentiary hearing, and an opportunity for the parties to file 

post hearing briefs.4 On October 26, 2017, and November 7, 2017, an informal 

conference ("IC") was held at the Commission's offices to discuss procedural matters 

and the possible resolution of pending issues. All parties participated in the IC held on 

October 26, 2017, with the exception of KCTA, who engaged in separate discussions 

with Kentucky Power regarding possible resolution of issues pertaining to the Cable 

Television Pole Attachment Tariff {"Tariff C.A .T.V.") The Attorney General did not 

attend the November 7, 2017 IC due to a scheduling conflict, but indicated that the IC 

should proceed as scheduled. At the November 7 , 2017 IC, the parties in attendance, 

3 On October 11, 2017, the Attorney General filed a motion to amend the procedural schedule to 
permit him to file rebuttal testimony. Kentucky Power and KLC each filed responses in opposition. By 
order issued October 24, 2017, the Commission found the Attorney General failed to establish good 
cause to amend the procedural schedule and denied the Attorney General's motion. 

4 The Commission conducted public meetings in Kentucky Power's service territory on November 
2, 2017, in Prestonsburg, Kentucky; on November 6, 2017, in Hazard, Kentucky; and on November 8, 
2017, in Ashland, Kentucky. 
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with the exception of KCUC, arrived at an agreement in principle for the resolution of the 

issues raised in this case. 

On November 22, 2017, Kentucky Power, KIUC, KLC, KSBA, KCTA, and 

Walmart ("Settling lntervenors") filed a Settlement Agreement ("Settlement'') that 

addressed all of the issues raised in this proceeding. The Attorney General and KCUC 

are not signatories to the Settlement. The Settlement is attached as Appendix A to this 

Order. 

Because the Settlement was not unanimous, the December 6, 2017, evidentiary 

hearing was held as scheduled for the purposes of hearing testimony in support of the 

Settlement and on contested issues. On January 5, 2018, Kentucky Power, the 

Attorney General, KIUC, and KCUC filed their respective post hearing briefs. The 

matter now stands submitted to the Commission for a decision. 

SETILEMENT AGREEMENT 

The Settlement reflects the agreement of the parties, except for the Attorney 

General and KCUC, on all issues raised in th is case. The major substantive areas 

addressed in the Settlement are as follow: 

• Kentucky Power's electric retail revenues should be increased by 

$31,780,734, effective January 19, 2018.5 This amount consists of a base rate revenue 

reduction of $28,616,704 from the $60,397,438 requested in Kentucky Power's August 

7, 2017 supplemental filing. 

5 Settlement, paragraphs 2(a) and 17. 
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• Establishment of deferral mechanisms for $50 million in non-fuel, non-

environmental Rockport UPA expenses.6 

• Amendment of the Purchase Power Adjustment tariff (''Tariff P.P.A.") to 

recover incremental PJM Open Access Transmission Tariff ("OA IT') Load Serving 

Entity ("LSE") charges and credits above or below net PJM OA TT LSE charges and 

credits in base rates.7 

• Amendment of Tariff P.P.A. as described in the Direct Testimony of Alex 

E. Vaughan ("Vaughan Direct Testimony") to collect from, or credit to, customers the 

amount of purchased power costs that are excluded from recovery through the Fuel 

Adjustment Clause ("FAC"), and gains and losses from incidental sales of natural gas 

purchased for use at Big Sandy Unit 1, but not used or stored.8 

• Establishment of 20-year service life for Big Sandy Unit 1 for depreciation 

rates.9 

• Establishment of a return on equity of 9. 75 percent. 10 

• Agreement to lower the Kentucky Economic Development Surcharge rate 

("Tariff K.E.D.S.") for residential customers and increase the rate for non-residential 

customers, with matching contribution by Kentucky Power. 11 

6 Id. at paragraph 3. 

7 Id. at paragraph 4. 

a Id. at paragraph 6. 

9 Id. at paragraph 7. 

10 Id. at paragraph 8. 

11 Id. at paragraph 10. 
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• Agreement to continue Tariff K-12 School as a permanent customer class 

instead of a pilot rate.12 

• Agreement that Kentucky Power will not request a general adjustment of 

base rates for rates that would be effective prior to the January 2021 billing cycle. 13 

• Increase Kentucky Power's customer charge for Residential Service 

customers to $14.00 per month." 

CONTESTED REVENUE REQUIREMENT AND REVENUE ALLOCATION ISSUES 

Kentucky Power proposed an annual increase in its electric revenues of 

$60,397,438 in its August 7, 2017 supplemental filing. Through testimony, the Attorney 

General contended that Kentucky Power should be allowed to increase its electric 

revenues by $39.9 million.15 Through testimony, KCUC contended that the revenue 

allocation contained in the Settlement does not provide fair or reasonable treatment for 

customers in the Large General Service class ("Tariff L.G.S."). Because the parties 

have not reached a unanimous settlement on the increase in revenues, the Commission 

must consider the evidentiary record on these issues as presented by Kentucky Power, 

the Attorney General, and KCUC, and render a decision based on a determination of 

Kentucky Power's capital , rate base, operating revenues, operating expenses, and 

revenue allocation, as would be done in a fully litigated rate case 

12 Id. at paragraphs 1213. 

13 Id. at paragraph 5. 

14 Id. at paragraph 16. 

15 Direct Testimony of Ralph C. Smith ("Smith Testimony") at 12. 
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TEST PERIOD 

Kentucky Power proposed the 12-month period ending February 28, 2017, as the 

test period for determining the reasonableness of its proposed rates. None of the 

lntervenors contested the use of this period as the test period. The Commission finds it 

is reasonable to use the 12-month period ending February 28, 2017, as the test period 

in this case. Due to the timing of Kentucky Power's filing, the 12-month period ending 

February 28, 2017, is the most recent feasible period to use for setting rates and, 

except for the adjustments approved herein, the revenues and expenses incurred 

during that period are neither unusual nor extraordinary.16 In using this historic test 

period, the Commission has given full consideration to appropriate known and 

measurable changes. 

RATE BASE 

Jurisdictional Rate Base Ratio 

Kentucky Power proposed a test-year-end Kentucky jurisdictional rate base of 

$1,323,494,246.17 The Kentucky jurisdictional rate base is divided by Kentucky Power's 

test-year-end total company rate base to derive the Kentucky jurisdictional rate base 

ratio ("jurisdictional ratio"). This jurisdictional ratio is then applied to Kentucky Power's 

total company capitalization to derive the Kentucky jurisdictional capitalization . The 

jurisdictional ratio uses the test-year-end rate base before any ratemaking adjustments 

16 On May 22, 2017, Kentucky Power filed a motion to deviate from filing requirement 807 KAR 
5:001, Section 12(1 )(a), which requires the submission of a detailed financial exhibit for the 12-month test 
period ending not more than 90 days prior to the date of its application. Kentucky Power requested to 
deviate by filing the required financial exhibit for 12-month period ending 120 days, rather than 90 days, 
prior to the date of its application. By Order, the Commission approved Kentucky Power's motion to 
deviate from 807 KAR 5:001, Section 12(1)(a) (Ky. PSC May 24, 2017). 

17 Application, Section V, Exhibit 1, Schedule 4. 

-7- Case No. 2017-00179 



applicable to either Kentucky jurisdictional operations or other jurisdictional operations. 

Kentucky Power used a jurisdictional ratio of 98.3 percent. 18 The Commission finds the 

calculation of Kentucky Power's test-year electric rate base reasonable for purposes of 

establishing the jurisdictional ratio. 

Pro Forma Jurisdictional Rate Base 

Kentucky Power calculated a pro forma jurisdictional rate base of 

$1,194,888,447,19 which reflects the types of adjustments made by the Commission in 

prior rate cases to determine the proforma rate base. 

The Attorney General proposed one adjustment to Kentucky Power's proposed 

rate base for the Cash Working Capital ("CWC") allowance. The Attorney General 

proposed an allowance of $18,953,980, which is $740,459 lower than the $19,694,529 

proposed by Kentucky Power in its Application. While indicating a preference for using 

a lead-lag study, the Attorney General stated that if CWC is to be calculated using the 

Commission's long-standing 1 /8th formula approach, then the proper level of CWC for 

ratemaking purposes should be based on the pro forma operations and maintenance 

expenses allowed by the Commission.20 The Attorney General also stated that since 

Kentucky Power's revenue requirement is calculated based upon its jurisdictional 

capitalization rather than its adjusted jurisdictional rate base, any adjustment to ewe 

would have no impact on the revenue requirement.21 

18 Id. The non-jurisdict ional percentage of approximately 1.7 percent is due to the furnishing of 
electric service at wholesale to the City of Olive Hill and the City of Vanceburg. 

19 Id. 

20 Smith Testimony at 22. 

21 Id. at 23. 
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While the Commission agrees with the methodology the Attorney General utilized 

for calculating the CWC, the Commission does not agree with the Attorney General's 

proposed CWC. The CWC allowance included in the rate base, as shown below, is 

based on the adjusted operation and maintenance ("O&M") expenses discussed in this 

Order, as approved by the Commission. The Commission has determined Kentucky 

Power's pro forma jurisdictional rate base for ratemaking purposes for the test year to 

be as follows: 

Total Utility Plant in Service 

Add: 
Materials & Supplies 
Prepayments 
Cash Working Capital Allowance 

Subtotal 

Deduct: 
Accumulated Depreciation 
Customer Advances 
Accumulated Deferred Income Taxes 
Contributions in Aid of Construction 

Subtotal 

Pro Forma Rate Base 

Reproduction Cost Rate Base 

KRS 278.290 (1) states, in relevant part, that: 

$2,264,648,845 

36,344,575 
49,905,719 
18,905,292 

$105, 155,586 

764,544,392 
27,076,876 

384,084, 108 

$1.175,705,376 

$1 t 194.099.055 

[T)he commission shall give due consideration to the history and 
development of the utility and its property, original cost, cost of 
reproduction as a going concern, capital structure, and other 
elements of value recognized by the law of the land for ratemaking 
purposes. 

Neither Kentucky Power, the Attorney General, nor KCUC provided information 

regarding Kentucky Power's proposed Kentucky jurisdictional reproduction cost rate 
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base. Therefore, the Commission finds that using Kentucky Power's historic costs tor 

deriving its rate base is appropriate and consistent with Commission precedent 

involving Kentucky Power, as well as other Kentucky jurisdictional utilities. 

CAPITALIZATION 

Kentucky Power proposed an adjusted Kentucky jurisdictional capitalization of 

$1, 191,785,493.22 This amount was derived through adjustments to exclude certain 

environmental compliance investments that remain part of the environmental rate base 

and are included in Kentucky Power's environmental surcharge mechanism. 

Kentucky Power determined its electric capitalization by multiplying its total 

company capitalization by the rate base jurisdictional allocation ratio described earlier in 

this Order. This is consistent with the approach used in previous Kentucky Power rate 

cases. 

The Attorney General did not recommend any adjustments to Kentucky Power's 

capitalization. The Attorney General proposed one adjustment to rate base tor CWC, 

since it does not affect Kentucky Power's jurisdictional capitalization, but recommended 

no change to the amount proposed by Kentucky Power. 

The Commission finds the proposed amount of Kentucky Power's jurisdictional 

capitalization is reasonable. 

REVENUES AND EXPENSES 

For the test year, Kentucky Power reported actual net operating income from its 

electric operations of $85,033,742.23 Kentucky Power proposed 55 adjustments to 

22 Application, Section II, Exhibit L. 

23 Application, Section V, Exhibit 1, Supplemental Schedule 4 (filed Aug. 7, 2017). 
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revenues and expenses to reflect more current and anticipated operating conditions, 

resulting in an adjusted net operating income of $43,690,670.24 With this level of net 

operating income, Kentucky Power reported an adjusted test year revenue deficiency of 

$60,397,438.25 

The Attorney General accepted 45 of Kentucky Power's proposed adjustments to 

its test-year revenues and expenses. 

A list of the non-contested adjustments is contained in Appendix B to this Order. 

The Attorney General proposed 14 additional adjustments to Kentucky Power's 

operating income relating to: 1) theft recovery revenue; 2) payroll expense - employee 

merit increase; 3) overtime payroll expense re lated to employee merit increase; 4) 

payroll tax expense; 5) incentive compensation expense; 6) stock-based compensation; 

7) savings plan expense; 8) supplemental executive retirement program expense; 9) 

affiliate charge for corporate aviation expense; 10) storm damage expense; 11) 

relocation expense; 12) gain on sale of util ity property; 13) cash surrender value of life 

insurance policies; and 14) rate case expense. 

The Attorney General's proposed adjustments pertain solely to Kentucky Power's 

base rate revenue requirements. The Commission makes the following determinations 

regarding the Attorney General's proposed base rate adjustments. 

Theft Recovery Revenue 

The Attorney General proposed an adjustment to increase Kentucky Power's 

theft recovery revenue by $166,698 based upon Kentucky Power's estimate of 

24 Id. 

25 Id. at Schedule V, Supplemental Exhibit 2 (filed Aug. 7, 2017). 
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increased theft recovery revenue.26 Kentucky Power expects to increase theft recovery 

revenue due to the addition of a new administrative assistant who would allow Kentucky 

Power's field investigators to spend more time on suspected energy theft. 

The Commission finds that the Attorney General's proposed adjustment 

regarding theft recovery revenue is reasonable, and therefore the proposed adjustment 

for theft recovery revenue of $166,698 should be allowed for ratemaking purposes. 

Payroll Expenses: Employee Merit Increase. Overtime Payroll Expense, and Payroll 
Taxes 

The Attorney General proposed adjustments to payroll expense for employee 

merit increases for non-exempt salaried employees, overtime payroll expense related to 

employee merit increases, and associated payroll taxes in the amount of $57,205, 

$4, 148, and $48,362, respectively. The Attorney General argued that Kentucky Power 

did not justify basing its proposed payroll expense adjustment on an annual merit 

increase of 3.5 percent. The Attorney General maintained that the payroll expense 

adjustment should be based upon a 3.0 percent merit increase.27 Limiting the merit 

increase to 3.0 percent results in corresponding adjustments to overtime and payroll tax 

expenses. The payroll tax adjustment includes the impact of limiting the merit increase 

to 3.0 percent and other adjustments to incentive compensation and stock-based 

compensation proposed by the Attorney General. 

Kentucky Power maintained that the test year wage increases are reasonable. A 

comparison of Kentucky Power's total target compensation with the 2016 EAPDIS 

26 Smith Testimony at 24; Kentucky Power's Response to the Attorney General's First Request 
for Information ("Attorney General's First Request"), Item 319. 

v Id. at 26-30. 
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Energy, Technical, Craft & Clerical Survey (Southeast region data) reveals that, on 

average, Kentucky Power's compensation was 5.4 percent below the average for the 

region.28 Kentucky Power claimed that, in light of the survey results, the test year wage 

increases were necessary to provide market competitive wages to target and retain 

employees. 

The Commission finds that Kentucky Power's test year wages are reasonable 

and that the Attorney General's proposed adjustments to payroll expense for employee 

merit increases for non-exempt salaried employees, overtime payroll expense related to 

employee merit increase and payroll taxes should be denied. 

Incentive Compensation and Stock Based Compensation 

Kentucky Power included $3,900,806 of incentive compensation plan ("ICP") 

costs29 and $1,758,874 in Long-Term Incentive Plan ("L TIP") costs in its Kentucky 

jurisdictional revenue requirement.30 These amounts reflect the adjustments made by 

Kentucky Power.31 In the Settlement, Kentucky Power and the Settling lntervenors 

agreed to reduce incentive compensation expenses by $3.15 million, which included 

incentive compensation and stock-based compensation. 

28 Application, Direct Testimony of Andrew J. Carlin ("Carlin Direct Testimony''), Exhibit ARC-4. 

29 Kentucky Power's Response to Commission Staff's Second Request for Information (Staff's 
Second Request"), Item 85; Kentucky Power's Response to KIUC's First Request for Information ("KIUC's 
First Request"), Item 31. 

30 Smith Testimony at 31 . This consists of Kentucky Power direct-charged jurisdictional O&M 
expense of 52,255,760, AEP allocated amount of $3, 118,781 and charges from other affiliates of $51 ,300 
less $1,525,035 that was removed from the revenue requirement per the Application, Section V, Exhibit 2, 
Workpaper 32. 

31 Application, Direct Testimony of Tyler H. Ross ("Ross Direct Testimony") at 14. 
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The Attorney General recommended reducing incentive compensation expense 

by a total of $3,096,868. The Attorney General recommended an adjustment of ICP 

costs that decreased test year expense by $1 ,350, 120 on a Kentucky jurisdictional 

basis, which represented the removal of the 25 percent of ICP costs that represent 

performance measures tied to increasing shareholder value.32 The Attorney General 

maintained that ratepayers should not be responsible for those costs because Kentucky 

Power's shareholders are the main beneficiaries of the 25 percent performance 

measure for quantitative financial objectives, which include earnings per share.33 

Similarly, the Attorney General argued that $1 ,746,748 in stock-based compensation 

costs should be removed because ratepayers should not be required to pay 

management compensation based on the performance of Kentucky Power's stock price, 

which primarily benefits Kentucky Power's parent company.34 In support of his 

argument, the Attorney General pointed to previous cases in which the Commission 

held that ratepayers should not bear the cost of stock-based compensation programs 

unless there is clear and definitive quantitative evidence demonstrating a benefit to 

ratepayers. 35 

In response, Kentucky Power argued that the Attorney General's adjustment to 

the proposed incentive compensation expense was not warranted because the 

32 Smith Testimony at 35, Exhibit RCS-1, page 3 of 32; Smith Testimony at 30-31. The 2016 ICP 
was weighted 75 percent to AEP's earnings per share and 25 percent to other metrics 

33 /d. at 31 . 

:µ Id. at 39. 

35 Case No. 201 4-00397, Final Order at 27-28; Case No. 2005-00042, An Adjustment of the Gas 
Rates of the Union Light, Heat and Power Company (Ky. PSC Feb. 2, 2006); Case No. 2010-00036, 
Application of Kentucky-American Water Company for an Adjustment of Rates Supported by a Fully 
Forecasted Test Year(Ky. PSC Dec. 14, 2010). 
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incentive compensation programs provide benefits to both Kentucky Power's customers 

and its shareholders.36 

The Commission finds that the Settlement provision that reduces incentive 

compensation by $3.15 million, which is a greater reduction than the adjustment 

recommended by the Attorney General, is reasonable and should be approved. 

Savings Plan Expense 

Kentucky Power included $1,662,975 in its jurisdictional revenue requirement for 

savings plan expense for employees who participate in a defined benefit plan and have 

matching 401 (k) contributions from Kentucky Power.37 

The Attorney General proposed a Kentucky jurisdictional adjustment of 

$1,102,496 for savings plan expense for employees who participate in a defined benefit 

plan and have matching 401 (k) contributions from Kentucky Power. 

In rebuttal , Kentucky Power explained that participation in the defined benefit 

plan ended in 2000 and benefits were frozen in 2010.38 Therefore, Kentucky Power 

does not contribute to a defined benefit plan and 401 (k) matching plan at the same time. 

The Commission has disallowed such matching contributions when both a defined 

benefit plan and 401 (k) matching contribution exist concurrently. This is not the case 

with Kentucky Power. 

The Commission finds that Kentucky Power's savings plan expense is 

reasonable and should be allowed for ratemaking purposes. 

36 Rebuttal Testimony of Andrew R. Carlin ("Carlin Rebuttal Testimony") at 7. 

37 Kentucky Power's Response to Staff's Second Request, Item 56.h. and i. 

38 Dec. 7, 2017 H.V.T. at 4:50:20. 
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Supplemental Executive Retirement Plan ("SERP"l 

The Attorney General proposed an adjustment of $52,453 for the expense 

associated with Kentucky Power's Supplemental Executive Retirement Plan ("SERP"). 

The Attorney General argued that such plans provide benefits to executives that exceed 

amounts limited in qualified retirement plans by the Internal Revenue Service.39 The 

Attorney General also maintained that the provision of additional retirement 

compensation to Kentucky Power's highest paid executives is not a reasonable 

expense that should be recovered in rates. 

In rebuttal , Kentucky Power stated that the total benefit it provides under both its 

qualified and non-qualified plan is equal to the benefit that would be produced by the 

formulas utilized under the qualified plans if these plans were not subject to the benefit 

limitations imposed on qualified plans.40 

The Commission finds the SERP expenses reasonable and, therefore, should be 

allowed for ratemaking purposes. 

Affiliate Charge for Corporate Aviation Expense 

The Attorney General proposed an adjustment of $382,769 to remove the cost of 

the AEP corporate aviation expense charged to Kentucky Power during the test year.41 

The Attorney General argued that AEP corporate aviation is a perquisite for AEP 

executives and directors and, as such, shareholders should bear the cost, not 

ratepayers. 

39 Smith Testimony at 42. 

40 Carlin Rebuttal Testimony at R-32. 

41 Smith Testimony at 43-44. 
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The Commission disagrees with the Attorney General's proposed adjustment for 

corporate aviation expense. While private jet travel may appear to be an extravagance, 

legitimate travel expenses would have been incurred through commercial airlines. The 

Commissions finds that the aviation expense proposed by Kentucky Power is 

reasonable and should be approved. 

Storm Damage Expense 

Kentucky Power proposed an adjustment of $595,932 for storm damage expense 

based upon a three-year average of major storm expense. The Attorney General 

proposed an adjustment to reduce storm damage expense by $595,932, arguing that 

Kentucky Power had not demonstrated a compelling reason to increase test year storm 

damage expense.42 

Kentucky Power explained that it used a three-year average to normalize the 

level of costs to address the uncertainty regarding when, and how much, a major storm 

will affect Kentucky Power and because using only the test year amount in a base rate 

filing could lead to major swings in adjustments for storm damage expense.43 

The Commission finds that Kentucky Power's storm damage expense adjustment 

is reasonable and should be allowed for ratemaking purposes. 

Test Year Relocation Expense 

Kentucky Power included a $318,073 adjustment for relocation expense in its 

test year revenue requirement.44 The Attorney General proposed an adjustment to 

42 Id. at 44. 

43 Rebuttal Testimony of Ranie K. Wohnhas ('Wohnhas Rebuttal Testimony") at R-18- R-19. 

44 Kentucky Power's Response to the Attorney General's First Request, Item 251 . 
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normalize relocation expenses that reduced the test year operating expenses by 

$140,972 on a Kentucky jurisdictional basis.45 

In response to Commission Staff's Post-Hearing Data Request, Item 14, 

Kentucky Power stated that its relocation expense for the eight-month period March 1, 

2017 to October 31, 2017 totaled $125,736. Annualized over a twelve-month period 

ending February 28, 2018, relocation expenses are forecasted to total $188,604. On a 

Kentucky jurisdictional basis, relocation expenses for the twelve months ending 

February 28, 2018 amount to $185,964. 

The Commission finds that the relocation expense should be adjusted based 

upon the Kentucky jurisdictional relocation expenses for the twelve months ending 

February 28, 2018. This results in a decrease to the Kentucky jurisdictional relocation 

expense of $132, 109. 

Gain on Sale of Utility Property 

The Attorney General proposed an adjustment to amortize a $996,669 gain on 

the sale of utility property ("Carrs Site") over three years for $327,240 per year on a 

Kentucky jurisdictional basis.46 The Attorney General maintained that the Kentucky 

jurisdictional gain on the sale of utility property should flow back to customers. 

In rebuttal , Kentucky Power argued that the gain on the sale of the property 

should not be adjusted to reduce its revenue requirement because the Carrs Site had 

not been included in rate base, and thus Kentucky Power had not received a return on 

45 Smith Testimony at 46. 

46 Id. at 47. 
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the Carrs Site for the last 33 years.47 Kentucky Power also noted that it removed 

$60,539 in property taxes from its cost of service in this case.48 

The Commission finds that, since Kentucky Power has not received a return on 

this investment and has excluded the property taxes from its cost of service, the 

proposed adjustment by the Attorney General is not reasonable and should be denied. 

Cash Surrender Value of Life Insurance 

Kentucky Power recorded expense in the test year associated with the cash 

surrender value of life insurance of former executives in a Kentucky jurisdictional 

amount of $26,941 .49 

The Attorney General asserted that Kentucky Power's ratepayers should not be 

responsible for paying the expenses for the cash surrender value of life insurance for 

former executives and recommended the $26,941 of expense be denied for ratemaking 

purposes.50 

In rebuttal, Kentucky Power explained that the expense is part of the total 

compensation/benefit package given to executives (current or former) that should be 

recovered whether or not the executive is a current or a former employee.51 

The Commission finds that the proposed expense is reasonable, and therefore 

the Attorney General's proposed adjustment should be denied. 

47 Wohnhas Rebuttal Testimony at R-20. 

48 Id. 

49 Smith Testimony at 48. 

50 Id. 
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Rate Case Expense 

The Attorney General proposed an adjustment to remove $458,333 in rate case 

expenses.52 The Attorney General proposed to remove certain rate case expenses 

billed by a consultant who conducted witness preparation but did not sponsor testimony 

on Kentucky Power's behalf. The Attorney General also proposed to remove remaining 

rate case expenses as a penalty for Kentucky Power not seeking a reduction in the 

Rockport UPA ROE, which was established by the Federal Energy Regulatory 

Commission ("FERC"). 

In rebuttal, Kentucky Power argued that witness preparation is a necessary part 

of litigating a base rate case and that, regardless of who performs the function , the cost 

should be recovered.53 Kentucky Power further argued that FERC's determination of 

the Rockport UPA ROE was fair, just, and reasonable, and that the decision was within 

FERC's exclusive jurisdiction. Kentucky Power asserted that the Attorney General's 

proposal to deny rate case expense as a penalty for the Rockport UPA ROE was an 

unlawful and unconstitutional attempt to overturn a FERC decision. 

The Commission finds that the Attorney General's adjustment to remove rate 

case expenses for witness preparation and as a penalty for the Rockport UPA ROE is 

unreasonable, and should be denied. Given the type of service provided, the Attorney 

General's argument to remove the witness preparation consultant's fees is not 

51 Wohnhas Rebuttal Testimony at 17. 

s2 Smith Testimony at 52. 

53 Wohnhas Rebuttal Testimony at R-20. 
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persuasive.54 In regard to adjusting the rate case expenses as a penalty not related to 

ratemaking, as set forth in South Central Bell v. Utility Reg. Comm'n, 637 S.W.2d 649, 

653 (Ky. 1982), the imposition of penalty that is not germane to the factors that go into 

the ratemaking process is arbitrary and subjective. If the Attorney General objects to 

the ROE awarded by FERC, the appropriate forum to address that issue is at FERG, 

and not the Commission. 

COMMISSION ADJUSTMENTS TO REVENUES AND EXPENSES 

Off System Sales ("OSS") Margins. System Sales Clause Tariff ("Tariff S.S.C.") 

During the test year, Kentucky Power included OSS margins in the amount of 

$7,163,948. Kentucky Power operated the converted Big Sandy Unit 1 for only nine 

months of the test period. While Kentucky Power annualized the plant maintenance 

expense for Big Sandy Unit 1,55 there was no adjustment or annualization to OSS 

margins. 

The Commission finds that OSS margins should be adjusted to reflect an 

annualized amount. For the 12-month period ending September 30, 2017, Kentucky 

Power had OSS margins of $7,650,360.56 Therefore, the Commission will utilize the 

OSS margins of $7,650,360 for the 12-month period ending September 30, 2017, rather 

than the test year amount, resulting in an increase in operating revenue of $486,412. 

Additionally, the amount of OSS margins to be collected in base rates is $7,650,360, 

rather than the $7, 163,948 proposed in the application. 

54 See Kentucky Power Fifth Supplemental Response to Staff's First Request (filed Jan. 2, 2018), 
Item 56. The witness preparation fees were $42,623; Kentucky Power's other legal fees were $677,547. 

55 Application, Section V, Exhibit 2, Workpaper 41 . 

56 Response to Commission Staff's Fourth Request for Information, Item 2. 
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Weather Normalized Commercial Sales 

Kentucky Power proposed an adjustment to increase revenues to reflect normal 

temperatures, but its adjustment applied only to residential customer sales. In 

discovery, Kentucky Power stated that commercial revenues would have been 

$914,000 greater based on weather normalized temperatures.57 After the related 

variable expenses are removed from revenues, the rate increase is reduced by 

$400,000. 

The Commission finds this adjustment reasonable as temperatures affect the 

revenues in both the residential and commercial classes. Therefore, the Commission 

will reduce the rate increase by $400,000 to reflect this adjustment. 

Purchased Power Limitation and Forced Outage Purchase Power Limitation Expense 

Kentucky Power proposed adjustments to include the purchased power limitation 

and forced outage purchase power limitation expense in base rates in its application in 

the amount of $3, 150,582 and $882,204, respectively. 

As discussed under the FAG Purchase Power Limitation section below, the 

Commission is denying Kentucky Power's proposal to recover such costs under Tariff 

P.P.A. Accordingly, the Commission finds these adjustments unreasonable and should 

be denied. 

Net Operating Income Summary 

After considering all pro forma adjustments and applicable income taxes, 

Kentucky Power's adjusted net operating income is as follows: 

57 Direct Testimony of Lane Kollen at 16-17. 
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Operating Revenues 

Operating Expenses 

Adjusted Net Operating Income 

RATE OF RETURN 

$568, 163,551 

519,965,870 

$ 48.197.681 

Capital Structure and Cost of Debt 

Kentucky Power proposed an adjusted test-year-end capital structure consisting 

of 54.45 percent long-term debt at 5.32 percent; zero percent short-term debt at 0.80 

percent; 3.87 percent accounts receivable financing at 1.95 percent; and 41 .68 percent 

common equity at a return of 10.31 percent.58 On August 7, 2017, Kentucky Power filed 

a supplement to its Application reflecting the results of Kentucky Power's June 2017 

refinancing of $325 million 6.00 percent Senior Unsecured Notes, and $65 million 

WVEDA Mitchell Project, Series 2014A Variable Rate Demand Notes as authorized in 

Case No. 2016-00345.59 This refinancing reduced the annual cost of long-term debt to 

4.36 percent.60 The capital structure proposed by the Settlement downwardly adjusts 

the long-term debt by one percent and places this percent onto the short-term debt at 

an interest rate of 1.25 percent.61 

58 Application, Direct Testimony of Zachary C. Miller ("Miller Direct Testimony") at 3. 

59 Case No. 2016-00345 Electronic Application of Kentucky Power Company for Authority 
Pursuant to KRS 278.300 to Issue and Sell Promissory Notes of One or More Series and for Other 
Authorizations (Ky. PSC Dec. 21, 2016). 

60 Supplemental Direct Testimony of Zachary C. Miller at 5. 

61 Settlement Testimony of Mattew J . Satterwhite ("Satterwhite Settlement Testimony") at Exhibit 
6a. 
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The Attorney General employed Kentucky Power's proposed capital structure 

and senior capital cost rates.62 KCUC was silent on this topic. 

Kentucky Power stated that it sells its receivables to AEP for cost savings due to 

default risks and to improve cash flow.63 However, Kentucky Power's uncollectible 

accounts remain with Kentucky Power and are not sold with the accounts receivable .64 

The Commission notes that the cost of accounts receivable financing is higher than 

traditional short-term financing. The Commission believes that selling the receivables 

but maintaining the bad debt places an undue burden onto Kentucky Power's 

customers. Therefore, the Commission will blend the funds between short-term debt 

and accounts receivable financing so that the weighted average cost percentage of 

accounts receivable financing is decreased three basis points and placed on the short

term debt weighted average cost percentage. This reduces the percent of accounts 

receivable financing to 1 .67 percent of the total capital structure and increases the 

percent of short-term debt to 3.20 percent of the total capital structure. The 

Commission finds that the cost of long-term debt and short-term debt of 4.36 percent 

and 1.25 percent, respectively, to be reasonable. 

Return on Equity 

In its Application, Kentucky Power developed its return on equity ("ROE") using 

the discounted cash flow method ("DCF"), the capital asset pricing model ("CAPM"), the 

empirical capital asset pricing model ("ECAPM"), and the utility risk premium ("RP"). In 

62 Direct Testimony of J. Randall Woolridge, Ph.D. ('Woolridge Testimony") at 3. 

63 Dec. 8, 2017 H.V.T. at 12:1 5:22. 

64 Dec. 6, 2017 H.V.T. at 5:43:36. 
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addition, Kentucky Power referenced the expected earnings approach.65 Based on the 

results of the methods employed in its analysis, Kentucky Power recommended an ROE 

range of 9.71 percent to 10.91 percent, including flotation cost.66 Kentucky Power 

recommended awarding the midpoint of this range, 10.31 percent, to maintain financial 

integrity and to support additional capital investment.67 Kentucky Power further stressed 

that consideration of all models, not just the DCF model, is important as the DCF model 

results may reflect the impact from the recent recession and such financial inputs are 

not representative of what may prevail in the near future.68 

Direct testimony and analysis regarding ROE was provided by the Attorney 

General. The Attorney General employed the DCF and CAPM models for his analysis 

and both models were evaluated using Kentucky Power's proxy group and the Attorney 

General's own proxy group. This was mostly for comparison purposes, as the Attorney 

General stated that, on balance, the two proxy groups were similar in risk.69 The 

Attorney General's DCF model results indicated equity cost rates of 8.25 percent and 

8.7 percent for the Attorney General and Kentucky Power proxy groups, respectively. 

The Attorney General disagreed with Kentucky Power's DCF analysis, specifically 

noting Kentucky Power's elimination of low-end DCF results and the use of growth 

forecasts that the Attorney General believes are overly optimistic and upwardly biased.1° 

ss Application, Direct Testimony of Adrian M. McKenzie, CFA ("McKenzie Direct Testimony") at 6. 

66 Id. at Exhibit AMM-2 at 1. 

67 Id. at 6. 

68 Id. at 7. 

69 Id. at 25. 

70 Id. at 65. 
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The Attorney General's CAPM results were 7.6 percent for both proxy groups. The 

Attorney General stated that Kentucky Power's CAPM analysis is flawed as the ECAPM 

version of the CAPM was used, which the Attorney General claims makes an 

inappropriate adjustment to the risk-free rate and the market risk premium.11 

Additionally, the Attorney General stated that Kentucky Power1s CAPM analysis 

employed an inflated projected interest rate, an unwarranted size adjustment, and an 

excessive market or equity risk premium.12 

The Attorney General recommended relying primarily on the DCF model, 

determined the ROE range of the two proxy groups, 8.25 percent and 8.7 percent, to be 

reasonable, and recommended an ROE of 8.6 percent.73 In support of his 

recommendation, the Attorney General noted that: as investment risk, Kentucky 

Power's credit ratings are on par with the proxy groups; capital costs for utilities remain 

at historical low levels and are likely to remain at low levels; the risk associated with the 

electric utility industry is among the lowest and, as such, the cost of equity capital is 

amongst the lowest; and authorized ROEs have been gradually decreasing in recent 

years.74 

The Attorney General also disagreed with Kentucky Power's upward adjustment 

of 0.11 percent to the equity cost rate recommendation to account for flotation costs. 

The Attorney General argued that Kentucky Power did not identify any flotation costs 

71 Id. at 68. 

12 Id. 

73 Woolridge Testimony at 58. 

74 Id. at 59. 
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that are specifically associated with Kentucky Power.75 The Attorney General stated 

that it is commonly argued that a flotation cost adjustment is necessary to recover 

issuance costs, but should not be recovered through the regulatory process, as these 

costs are already known to the investor upon buying the stock.76 

The parties to the Settlement agreed that the revenue requirement increases for 

Kentucky Power will reflect a 9.75 percent ROE as applied to Kentucky Power's 

capitalization and capital structure of the proposed revenue requirement increases as 

modified through discovery. As a result, use of a 9.75 percent ROE reduced Kentucky 

Power's proposed electric revenue requirement by $4.7 million.n In his post hearing 

brief, the Attorney General recognized the significant reduction from the original ROE, 

but still believes it is in excess of the return shareholders require.76 The Attorney 

General further argued that utilities seem to overstate necessary ROE, and does not 

support the 9.75 percent.79 For the reasons discussed below, the Commission finds a 

ROE of 9.75 percent to be unreasonable, and for the purpose of base rate revenues 

and certain tariffs, an ROE of 9.70 percent should be applied. 

In his testimony, the Attorney General noted that differing opinions between 

Kentucky Power and the Attorney General regarding capital market conditions result in 

differing ROE recommendations.0° Kentucky Power's analysis assumes higher interest 

75 Id. at 80. 

76 Id. at 81. 

n Settlement at 4. 

78 Attorney General's Post Hearing Brief ("Attorney General's Brief") (filed Jan. 5, 2018) at 18. 

79 Id. at 19 and 20. 

80 Woolridge Testimony at 5. 
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rates and capital costs whereas the Attorney General concludes that interest rates and 

capital costs are at low levels and likely to remain low for some time.81 The Commission 

agrees with the Attorney General that, although interest rates are increasing, they are 

doing so slowly and are still historically low. In fact, the Federal Reserve noted the 

following: 

The Committee expects that economic conditions will evolve in a manner 
that will warrant gradual increases in the federal funds rate; the federal 
funds rate is likely to remain, for some time, below levels that are 
expected to prevail in the longer run. However, the actual path of the 
federal funds rate will depend on the economic outlook as informed by 
incoming data.82 

The Commission further agrees that models supporting the low interest rate 

environment should be given more weight than those supporting high interest rate 

expectations. 

The Commission also agrees with the Attorney General that flotation costs 

should be excluded from the analysis. The Commission believes that flotation costs are 

accounted for in the current stock prices, as the price includes the underwriting spread 

and adding the adjustment amounts to double counting. Removal of the flotation costs 

from Kentucky Power's initial cost of equity range lowers the range to 9.6 percent from 

10.8 percent.83 

The 2017 economic environment has shown signs of relative improvement. In 

response to low inflation and low unemployment, the Federal Reserve increased 

interest rates a quarter of a percent three times in 2017. Current outlooks for 2018 are 

s1 Id. 

82 Testimony of Richard A. Baudino at 8. 

83 McKenzie Direct Testimony, Exhibit AMM-2 at 1. 
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healthy, with gross domestic product growth rates expected to remain between two and 

three percent, unemployment forecasted to continue at the natural rate, and inflation 

expected to hover at around two percent.8'1 However, notwithstanding these 

improvements, the economy of Eastern Kentucky has lagged behind national and state 

trends. Employment trends have not recovered to pre-recession levels, earnings trends 

remain stagnant and lag behind the state trends, and poverty rates in the majority of 

Kentucky Power's service territory are 24.4 percent or higher.85 

The Commission is cognizant of the risk inherent to Kentucky Power's service 

territory and load profile. The Commission notes the Attorney General's position that 

Eastern Kentucky has been economically depressed for the past decade and that the 

Commission should consider the economic conditions of the region in evaluating the 

overall rates and rate design.86 Therefore, given the adverse economic situation of the 

service territory of high unemployment, low earnings, and high poverty rates, the 

Commission finds a lower ROE will allow Kentucky Power to earn a fair return while 

reflecting the economic situation of its customers. 

For 2016, the median ROE of the utilities in the Attorney General 's proxy group 

was 9.3 percent; for Kentucky Power's proxy group, the median ROE was 9.4 percent.87 

In addition, the average authorized ROE reported by SNL Financial for 201 7 is 

84 hllps ://www.thebalance.com/u s-econom i c-outlook -3305669. 

es Attorney General's Brief at 12; Dismukes Testimony at 5-6; Dec. 6, 2017 H.V.T., PSC Exhibit 1. 

es Dismukes Testimony at 6. 

e7 Woolridge Testimony, Exhibit JRW-4 at 1. 
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approximately 9.7 percent.88 The Commission agrees with Kentucky Power that this is a 

benchmark worthy of consideration , but disagrees that a downward adjustment will be 

injurious to customers and the Kentucky economy.89 Based on the entire record 

developed in this proceeding, we find that an ROE of 9.7 falls within the range of the 

Attorney General's proposed 8.6 percent to the initial proposed ROE of 10.31 percent, 

and within Kentucky Power's original range of 9.6-10.8 percent, adjusted for flotation 

costs. Additionally, an ROE of 9.7 is within the range of the benchmarks provided by 

SNL, the proxy groups, and recent Commission Orders90 . 

Rate-of-Return Summary 

Applying the rates of 4.36 percent for long-term debt, 1.25 percent for short-term 

debt, 1.95 percent for accounts receivable financing, and 9.70 percent for common 

equity to the Commission adjusted capital structure produces an overall cost of capital 

of 6.44 percent.91 The cost of capital produces a return on Kentucky Power's rate base 

of 6.42 percent. 

BASE RATE REVENUE REQUIREMENTS 

In the Settlement, Kentucky Power and the Settling lntervenors agreed to a base 

rate increase of $31 .8 million. The Attorney General's expert witness proposed a base 

ea Direct Testimony and Exhibits of Gregory W. Tillman on behalf of Wal-Mart Stores East, LP 
and Sam's East, Inc. at 11 . 

89 Rebuttal Testimony of Adrien M. McKenzie, CFA at 73. 

90 Case No. 2016-00370 Electronic Application of Kentucky Utilities Company For An Adjustment 
Of Its Electric Rates and For Certificates of Public Convenience and Necessity (Ky. PSC Jun. 22, 2017) 
and Case No. 2016-00371 Electronic Application of Louisville Gas and Electric Company For An 
Adjustment Of Its Electric and Gas Rates and For Certificates Of Public Convenience and Necessity (Ky. 
PSC Jun. 22, 2017). 
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rate increase of $39.8 million. The Commission finds that, subject to the adjustments 

discussed in this Order, a base rate increase of $12.35 million is reasonable, as is 

discussed in the Total Jurisdictional Revenue Requirement section below. 

REVENUE REQUIREMENT-RELATED RIDERS AND DEFERRALS 

Big Sandy Retirement Rider 

In its Application, Kentucky Power proposed to rename the Big Sandy Retirement 

Rider to the Decommissioning Rider to alleviate customer confusion regarding the 

purpose of the rider. Pursuant to the settlement agreement approved in Case No. 

2014-00396, Kentucky Power recovers the coal-related retirement costs of Big Sandy 

Unit 1, the retirement costs of Big Sandy Unit 2, and other site-related retirement costs 

through this rider. Only the rider name will change; the rider will continue to operate in 

the manner approved by the Commission in Case No. 2014-00396. 

The Commission finds the name change reasonable and that it should be 

approved. The Commission further finds that the carrying charges associated with this 

rider should be based on the weighted average cost of capital ("WACC"), after reflecting 

the impacts of the reduction in the federal corporate income tax rates approved in this 

Order, should become effective as of the date of this Order. However, the monthly 

amounts collected will not change until Kentucky Power makes its annual filing on or 

before August 15, 2018, to adjust the amounts collected under this rider. 

Big Sandy Unit 1 Operation Rider 

In its Appl ication, Kentucky Power proposed to eliminate the Big Sandy Unit 1 

Operation Rider (''Tariff B.S.1.0 .R.") and to recover through base rates the costs 

91 The Commission adjusted capital structure consists of 54.45 percent long-term debt, 3.2 
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currently recovered through Tariff B.S.1.0.R. Once new rates become effective in this 

case, Tariff 8.S.1.0.R. will have an under- or over-recovery balance. Therefore, 

Kentucky Power also requested authority to establish a regulatory asset or liability that 

will allow Kentucky Power to track and defer any under- or over-recovery balance until 

its next rate case. 

In Case No. 2014-00396, the Commission approved Tariff B.S.1 .0 .R. to permit 

Kentucky Power to recover the non-fuel costs of operating Big Sandy Unit 1 as a coal 

burning unit until its conversion to natural gas, the non-fuel costs of its operation as a 

natural gas unit and capital investment required for its conversion to natural gas once it 

is placed in service. Tariff B.S.1.0 .R. was designed to be in effect until the rates 

established in Kentucky Power's next base rate case were implemented. 

The Commission has previously approved regulatory assets for other 

jurisdictional utilities. Such approval has been granted when a util ity has incurred: (1) 

an extraordinary, nonrecurring expense which could not have reasonably been 

anticipated or included in the utility's planning; (2) an expense resulting from a statutory 

or administrative directive; (3) an expense in relation to an industry-sponsored initiative; 

or (4) an extraordinary or nonrecurring expense that over time will result in a saving that 

fully offsets the cost.92 Since Tariff B.S.1.0.R. was approved by the Commission in 

Case No. 2014-00396, the establishment of a regulatory asset to address the under-

percent of short term debt, 1.67 percent of accounts receivable financing, and 41 .68 percent of common 
equity. 

92 Case No. 2008-00436, The Application of East Kentucky Power Cooperative, Inc. for an Order 
Approving Accounting Practices to Establish a Regulatory Asset Related to Certain Replacement Power 
Costs Resulting from Generation Forced Outages (Ky. PSC Dec. 23, 2008), at 4. See also Case No. 
2010-00449, Application of East Kentucky Power Cooperative, Inc. for an Order Approving the 
Establishment of a Regulatory Asset for the Amount Expended on Its Smith 1 Generating Unit (Ky. PSC 
Feb, 28, 2011 ), at 7. 
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recovery of Tariff B.S.1 .0 .R. is consistent with the second example listed above. 

Regarding a possible regulatory liability, the Commission notes that it is appropriate that 

Kentucky Power customers be the beneficiaries of any over-recovery of Tariff 

B.S.1.0 .R. 

The Commission finds the establishment of a regulatory asset or liability due to 

the elimination of Tariff B.S.1.0.R. to be reasonable and that it should be approved. 

This approval is for accounting purposes only, and the appropriate ratemaking 

treatment for the regulatory asset or liability account will be addressed in Kentucky 

Power's next general rate case. 

Tariff A.T.R. 

In its Application, Kentucky Power proposed to eliminate Tariff Asset Transfer 

Rider ("Tariff A.T.R."). Given that Kentucky Power has recovered the full amount that 

Tariff A.T.R. was designed to recover, the Commission finds the elimination of Tariff 

A.T.R. to be reasonable and that it should be approved. 

Tariff K.E.D.S. 

In its Application, Kentucky Power proposed to increase Tariff K.E.D.S. from 

$0.15 per meter per month to $0.25 per meter per month. In the Settlement, Kentucky 

Power and the Settling lntervenors agreed to a surcharge of $0.10 per meter for 

residential customers and $1 .00 per meter for non-residential customers. KCUC did not 

provide testimony regarding Tariff K.E.D.S. 

Tariff K.E.D.S. imposes an economic development surcharge, which was 

approved in Kentucky Power's last rate case,93 to fund economic development initiatives 

93 Case No. 2014-00396, Final Order at 49-51. 
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in Kentucky Power's service territory, with funds collected through the surcharge 

matched equally by Kentucky Power from AEP shareholder funds. As a basis for the 

increase, Kentucky Power argued that additional economic development funds were 

needed to grow its load and customer base. One of the reasons for Kentucky Power's 

proposed rate increase is a significant decline in load and customers since the 

economic downturn in 2008.94 A decrease in customers and load concentrates costs 

among a smaller customer base, which results in fewer customers paying a larger share 

of the cost. Correspondingly, a growth in load and customer base spreads costs among 

a greater number of customers. 

The Attorney General recommended that the economic development surcharge 

be eliminated.95 The Attorney General asserted that Kentucky Power failed to provide 

evidence of a direct tie between Kentucky Power's economic development efforts and 

increased jobs and electricity sales.96 The Attorney General further asserted that the 

economic development surcharge simply redistributes ratepayer dollars without 

evidence of an identifiable benefit for ratepayers. 

In rebuttal, Kentucky Power countered that it maintains economic development 

metrics, including job counts, investments, and grants, which it uses to evaluate the 

94 Application, Direct Testimony of Brad N. Hall ("Hall Direct Testimony") at 5. Between 2008 and 
2016, Kentucky Power lost 6,931 customers, and its total annual sales declined from 7.24 GWh to 5.80 
GWh. 

95 Direct Testimony of David E. Dismukes ("Dismukes Testimony") at 4; Direct Testimony of 
Roger Mccann ("Mccann Testimony") at 6, 17. 

96 Dismukes Testimony at 4, 41 . 
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success of its economic development program.97 In a subsequent discovery response, 

Kentucky Power provided its written economic development action plan with strategic 

goals and metrics set forth in specific detail. 98 Kentucky Power contended that its 

economic development program achieves identifiable goals, and that Kentucky Power's 

customers receive benefits from the economic development surcharge. As an example, 

Kentucky Power asserted that its economic development efforts are projected to create 

1, 705 new fu ll-time positions, with an additional 1,000 construction jobs.99 

The Commission recognizes the importance of economic development efforts, 

especially given the economic needs of Kentucky Power's service area. However, the 

Commission also recognizes that 26 percent, or 35,756, of Kentucky Power's residential 

customers are at or below the poverty level. 100 In 2016, Kentucky Power disconnected 

more than 11 ,000 residential customers who could not pay their electric bill .101 In the 

course of this proceeding, the Commission received a large number of public comments 

from residential customers who questioned why they are charged for Kentucky Power's 

economic development efforts, particularly given the difficulty that residential customers 

have in paying their electric bills. Residential customers, especially those on fixed 

incomes, cannot pass along their costs; to a certain extent, non-residential customers 

97 Dec. 8, 201 7 H.V.T. at 10:44:56. 

98 Kentucky Power Response to KCUC's Post Hearing Data Request ("Response to KCUC Post 
Hearing Requesr), Item No. 1, Attachment 1. 

99 Hall Direct Testimony at 12; Dec. 8, 2017 H.V.T. at 10:31 :23. On December 7, 2017, there 
was an announcement that 875 jobs would result from a business locating in Pikeville, Kentucky. Prior to 
that announcement, there were 830 projected new jobs created from Kentucky Power economic 
development efforts. 

100 Dec. 8, 2017 H.V.T. at 11:58:01and 5:33:49. 

101 Id. at 11 :58:1 9. 

.35. Case No. 2017-00179 



can pass along their costs to their customers. The Commission finds that the residential 

customer economic development surcharge of $0.1 O per meter per month , as set forth 

in the Settlement, is unreasonable and therefore should be denied. The Commission 

further finds that the residential customer economic development surcharge should be 

eliminated. However, the Commission finds that the economic development surcharge 

on non-residential customers of $1.00 per meter per month, as set forth in the 

Settlement, is reasonable. Therefore, the Commission approves the portion of the 

Settlement applicable to the economic development surcharge for non-residential 

customers only. 

Home Energy Assistance Program Surcharge 

In its Application , Kentucky Power proposed to increase the HEAP surcharge 

from $0.15 per residential meter per month to $0.20 per residential meter per month. 

Similar to the economic development surcharge, funds collected through the HEAP 

surcharge are matched equally by Kentucky Power from AEP shareholder funds. 

HEAP funds provide subsidies to assist eligible low-income customers in 

Kentucky Power's service territory to pay electric bills during seven peak heating and 

cooling months.102 There is a waiting list of eligible customers because there are not 

sufficient HEAP funds available to assist all eligible customers. 103 

The Attorney General supported the five-cent increase to $0.20 per residential 

meter per month, but argued that the increase was inadequate to keep pace with 

102 Mccann Testimony at 5-6, 14. Subsidies are available in January, February, March, July, 
August, September, and December. 

103 Id. at 15. As of Sept. 20, 2017, there were 1,475 eligible customers on a wait-list for HEAP 
subsidies. 
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Kentucky Power s rate increases. The Attorney General proposed that the Commission 

approve the HEAP surcharge increase and, if the Commission discontinued the 

economic development surcharge, that the HEAP surcharge be increased in the same 

amount by which the economic development is reduced.104 

Kentucky Power s President, Matthew J . Satterwhite, testified that, if the 

Commission modified the Settlement to eliminate the $0.1 0 per meter per month 

economic development surcharge for residential customers, Kentucky Power could 

agree to a commensurate increase in the HEAP surcharge by $0.10 per residential 

meter per month, with matching shareholder funds.105 

The Settlement is silent as to the HEAP surcharge. 

The Commission finds that the proposed increase in the HEAP surcharge is 

insufficient to address the demonstrable need to assist eligible low-income customers 

with their electric bills. The Commission further finds that the HEAP surcharge should 

be increased by the corresponding amount that the economic development surcharge 

for residential customers is reduced. Therefore, the Commission rejects Kentucky 

Powers proposed increase in the HEAP surcharge to $0.20 per residential meter per 

month. The Commission finds an increase of the HEAP surcharge to $0.30 per 

residential meter per month is reasonable and should be approved. 

Rockport Deferral Mechanism 

In the Settlement, Kentucky Power and the Settling lntervenors agreed to defer 

$50 million of non-fuel and non-environmental lease expenses from Rockport Unit 2 

104 McCann Testimony at 6, 17; Dismukes Testimony at 4. 
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over five years, with the establishment of a regulatory asset for later recovery 

("Rockport Deferral Regulatory Asset") of these expenses. This Rockport Deferral 

Regulatory Asset, plus a carrying charge based on a WACC of 9.11 percent, will be 

recovered through Kentucky Power's Tariff P.P.A. over five-years starting in December 

of 2022. The dates of the end of the deferral period and the start of the five-year 

amortization period coincide with the anticipated end of the Rockport UPA lease 

agreement.106 

The Settlement proposed a deferral of $15 million in 2018 and 2019, $1 O million 

in 2020, and $5 million in 2021 and 2022. The Settlement's annual revenue 

requirement reflects a decrease to base rates of the 2018 $15 million adjustment. In 

2020, 2021 and 2022 the decrease in the deferral will be offset with an increase in the 

amount recovered through Tariff P.P.A. Additionally, in 2022, the increase in the 

amount recovered through Tariff P.P.A. will be prorated through December 8, 2022, as 

the Rockport UPA will terminate on that date. By utilizing Tariff P.P.A., Kentucky Power 

is able to reduce the annual deferral amount and concurrently keep base rates 

unchanged. Beginning in December 2022, the five-year deferral period will end and the 

recovery of the Rockport Deferral Regulatory Asset will begin. The Rockport Deferral 

Regulatory Asset will be amortized through 2027 and be subject to carrying charges 

until it is fully recovered. Kentucky Power estimates that the Rockport Deferral 

10s Dec. 7, 2017 H.V.T. at 10:53:09. 

10s Satterwhite Settlement Testimony at S-10. 
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Regulatory Asset will total approximately $59 million in December 2022. That amount 

will decrease incrementally until fully collected over the five-year amortization period.101 

Neither the Attorney General nor KGUG offered testimony concerning the 

Rockport Deferral. However, during the hearing and in his post-hearing brief, the 

Attorney General expressed his concerns about the "very large financing costs" 

associated with the deferrals, stating that the "$50M over the entire deferral period is 

going to have financing costs piled on top of it. .. [t]hese financing costs are at the 

weighted average cost of capital including the 9.75 percent return of equity which then 

gets a tax gross up on top of it."108 The Attorney General further stated that a concern 

that the costs of the deferral will eventually require rate recovery in future rate 

proceedings.109 The Attorney General recommended that the carrying charge be 

reduced to 4.36 percent for Kentucky Power's current long term debt.110 

In response, Kentucky Power argued that the 9.11 percent WAGG made 

Kentucky Power financially whole because of its need to finance the deferral through a 

combination of debt and equity, and therefore was appropriate. 111 

The recovery period of the proposed Rockport Deferral Mechanism is contingent 

upon Kentucky Power not renewing the Rockport UPA. 112 If the lease is not renewed, 

107 See Appendix A, paragraph 3 for details of the Rockport UPA Expense Deferral. 

10s Dec. 6, 20 17 H. V .T. at 04:01: 19; See also Attorney General's Brief at 31. 

10s Dec. 6, 2017 H.V.T. at 04:01:19 

110 Attorney General's Brief at 31 . 

111 Kentucky Power's Post Hearing Brief ("Kentucky Power's Brief") (filed Jan. 5, 2018) at 48. 

112 Kentucky Power stated that it is unlikely that the Rockport lease will be renewed. Dec. 6, 2017 
H.V.T. at 5:47:44; Kentucky Power Response to Staff's Second Request, Item 72. 
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the expenses associated with the Rockport UPA will be removed from rate base, which 

allows the regulatory asset to be funded without a change·in rate base. However, if the 

lease is renewed, the deferred expenses will have to be recovered from future 

ratepayers, and possibly through an increase in rate base.113 The Commission 

recognizes that there are inherent risks associated with any deferral mechanism, 

especially since the deferral recovery is contingent upon not renewing the Rockport 

UPA. Given Kentucky Power's excess capacity and slow load growth, the Commission 

believes the benefits of the deferral outweigh the associated risks, and approves the 

Rockport Deferral Mechanism and the associated $15 million decrease to rate base. 

The carrying charges associated with this rider shall be based on the WACC approved 

in this Order and are effective as of the date of this Order. This approval is for 

accounting purposes only, and the appropriate ratemaking treatment for this regulatory 

asset account will be addressed in Kentucky Power's next general rate case. 

Environmental Surcharge Tariff E.S. 

Kentucky Power proposed an addition to its Environmental Compliance Plan to 

recover the cost of installing Selective Catalytic Reduction ("SCA") technology at 

Rockport Unit 1, affecting the amounts collected under Tariff E.S The project is 

discussed later in the Environmental Compliance Plan section of this Order. Kentucky 

Power estimated the revenue requirement for the SCA project to be $3,903,065.114 The 

Commission finds the Rockport Unit 1 revenue requirement to be reasonable. 

113 Satterwhite Settlement Testimony at S-1 3. 

114 Elliott Testimony, Exhibit AJE-5. 
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TOTAL JURISDICTIONAL REVENUE REQUIREMENTS 

The Commission has found that Kentucky Power's required ROE falls within a 

range of 8.60 percent to 10.31 percent, and approves an ROE of 9.70 percent. The 

Settlement proposed a base rate increase of $31 .8 million and environmental surcharge 

revenues of $3.9 million , for a total of $35.7 million. The environmental surcharge is 

discussed farther below. Because Kentucky Power recovers the costs associated with 

the decommissioning of coal-related assets at Big Sandy through the Decommissioning 

Rider, those costs are not included for recovery in the base rates. However, for the 

twelve months ending September 30, 2018, Kentucky Power will recover approximately 

S20.2 million through the Decommissioning Rider, 

Due to the modifications the Commission makes to the Settlement and the 

provision for the reduction in the federal corporate income tax rate from 35 percent to 21 

percent in the Tax Cuts and Jobs Act, the Commission finds that an increase in base 

rate revenues of $12.35 million, as shown in Appendix F to this Order, exclusive of the 

environmental surcharge, will result in fair, just, and reasonable electric rates for 

Kentucky Power and its ratepayers. The Commission utilized Kentucky Power's equity 

gross up revenue conversion factor ("GRCF"), as provided in Kentucky Power's revised 

Environmental Surcharge fonns filed on January 3, 2018, to reflect the reduction in the 

federal corporation income tax rate effective with the date of this Order. Additionally, 

the adjustments the Commission makes to the test year operating income and expense 

items reflect the income tax rate reduction and change in the GRCF. The excess 

accumulated deferred income tax ("ADIT") impacts resulting from the reduction federal 

corporate income tax rate will be addressed in Case No. 2017-004n. The Commission 
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also finds that Kentucky Power should establish a mechanism to track the over/under

collection of federal income taxes, and that a true-up of any over/under-collections be 

addressed in Case No. 2017-00477. 

Due to the economic conditions in Kentucky Power's service territory, the 

Commission believes that the impact of the federal corporate income tax reduction on 

rates should be put into place effective with the date of this Order. In addition, the lower 

rates should serve as an impetus for economic development through recruiting new 

businesses as well as maintaining existing business customers. 

NONREVENUE REQUIREMENT RIDERS AND TARIFFS 

The following sections address riders and a tariff that have no direct impact on 

Kentucky Power's revenue requirement. The discussion covers both those that have 

been contested, and those that are included in the Settlement. 

Non-Utility Generator Tariff 

In its Application, Kentucky Power proposed to revise the Non-Utility Generator 

Tariff ("Tariff N.U.G.") to eliminate a provision that requires a 30-day written notice to 

customers taking service under Tariff N.U.G. if a transmission provider implements 

charges for transmission congestion. Kentucky Power asserted that this clause is no 

longer necessary because PJM has already created transmission congestion 

charges. 11s Kentucky Power also proposed to revise language in the special terms and 

conditions section of Tariff N.U.G. to clarify the requirement to take service for remote 

11s Application, Vaughan Direct Testimony at 25. 
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self-supply.116 The Settlement is silent as to Tariff N.U.G. Neither KCUC nor the 

Attorney General contested the proposed revisions to Tariff N.U.G. 

The Commission finds the revisions to Tariff N.U.G. to be reasonable and that 

they should be approved. 

Systems Sales Clause 

In its Application, Kentucky Power proposed to reduce monthly bill volatility by 

revising its Tariff S.S.C. to change from a monthly system sales adjustment factor to an 

annual sales adjustment factor. Kentucky Power further proposed to set the Tariff 

S.S.C. rate to $0, with the difference between actual off-system sales margins and a 

base amount of $7, 163,948 deferred based on the current 75/25 customer sharing 

mechanism approved in Case No. 2014-00396.111 The net deferred credit or charge to 

customers would then be the base for the annual Tariff S.S.C. rate update.118 Kentucky 

Power proposed to file the required true-up information no later than August 15 of each 

year, with rates to be effective with Cycle 1 of October. The first filing would be made 

by August 15, 2018. The Settlement is silent as to Tariff S.S.C. Neither the Attorney 

General nor KCUC contested the proposed revisions to Tariff S.S.C. 

The Commission finds the revisions to Tariff S.S.C., as adjusted to include 

$7,650,350 in base rates, to be reasonable and should be approved. 

11s Sharp Direct Testimony at 28. 

117 Kentucky Power credits 75 percent of the difference between base and actual off system sales 
margins amounts to customers and retains 25 percent. 

11e Vaughan Direct Testimony at 36-37. 
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PJM Billing Line Items 

In the Application, Kentucky Power proposed to include additional PJM Billing 

Line Items ("Blls") for recovery through its FAC. Kentucky Power stated that these 

Blls represent items that either require generation resources to be running and online, 

or are associated with other Blls that require generation resources to be running and 

online. Kentucky Power stated that all of the service functions represented by the Blls 

are related to fuel-related services previously rece ived by Kentucky Power when it was 

a member of the AEP East Pool, and that those amounts were previously included in 

Kentucky Power's base fuel cost. The Settlement is silent as to the Blls. Neither the 

Attorney General nor KCUC contested this proposal. 

The Commission has reviewed the additional Blls and finds that they are 

appropriate for inclusion in the FAC, as these Blls represent charges and credits that 

relate to fuel consumed by resources that are running and online. Furthermore, the 

Commission finds that when Kentucky Power f iles its compliance tariff, it should amend 

its Tariff F.A.C to include PJM Blls 2211 , 2215, and 2415, as those Blls have replaced 

BU 2210. 

MODIFICATIONS TO TERMS AND CONDITIONS OF SERVICE TARIFFS 

In its Application, Kentucky Power proposed certain revisions to its terms and 

conditions for service. The revisions include: verification of a customer's identity and 

proof of ownership or lease of property where service is requested at the time an 

application for service is filed; information to be considered when evaluating whether to 

waive a deposit; payment arrangements; mobile alerts; elimination of the employee 

discount; modifying the equal payment plan; and denial or discontinuance of service. 
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Kentucky Power also requested a deviation from 807 KAR 5:006, Section 14(2)(a) to 

amend when a customer can sign up for the Equal Payment Plan, and the annual settle-

up month for certain customers. 

Neither the Attorney General nor KCUC contested the revisions. 

The Commission finds that the proposed revisions to the terms and conditions of 

service as contained in the Application are reasonable, with the exception of the denial 

or discontinuance of service, and should be approved. The Commission further finds 

that Kentucky Power established good cause to deviate from 807 KAR 5:006, Section 

14(2)(a), and that its request for a deviation should be granted. 

As to the denial or discontinuance of service, the Commission finds that the 

proposed revisions as contained in the Application are overbroad and do not comply 

with Commission precedent. 119 In response to Commission Staff's Post Hearing Data 

Request, Kentucky Power revised the terms for denial or discontinuance of service as 

follows: 

The Company reserves the right to refuse or discontinue 
service to any customer if the customer is indebted to the 
Company for any service theretofore rendered at any 
location. Service will not be supplied or continued to any 
premises if at the time of application for service the Applicant 
is merely acting as an agent of a person or former customer 
who is indebted to the Company for service previously 
supplied at the same, or other premises, until payment of 
such indebtedness shall have been made; 

The Commission finds that the revised language regarding denial or 

discontinuance of service as filed on in the Supplemental Response on December 21 , 

2017, is reasonable and should be approved. 

119 See H.V.T., PSC Exhibits 2, 3, 4, and 6. 
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RATE DESIGN. TARIFFS AND OTHER ISSUES 

Rate Design 

Kentucky Power filed a fully allocated jurisdictional cost-of-service study 

("COSS") to determine the cost to service each customer class as well as the rate of 

return on rate base for each class during the test year. The results of the COSS 

illustrate the amount of cross-subsidization between the rate classes and show that all 

non-residential rate classes subsidize the residential class. In its Application, Kentucky 

Power proposed to reduce these subsidies by five percent in its proposed rates. The 

Settlement modifies this proposed revenue allocation and proposes to use the first $5.8 

million of any Commission-authorized revenue increase to the Industrial General 

Service ("IGS") rate class to fully eliminate the subsidy Rate IGS would have paid under 

the rate increase as originally proposed by Kentucky Power.120 The remaining revenue 

increase is spread uniformly among the rate classes, further reducing interclass 

subsides. 121 

The Attorney General did not offer any testimony concerning the allocation of any 

proposed revenue increase, aside from recommending limiting any revenue increase, 

and stating that Kentucky Power's customers are unable to afford a rate increase and 

that a large increase would set the entire economy of Eastern Kentucky back, 

counteracting any economic expansion.122 

12° Satterwhite Settlement Testimony at S-9; Dec. 8, 2017 H.V.T. at 2:59:20; Direct Testimony of 
Stephen J . Baron ("Baron Testimony") at 15 and Table 2. 

121 Satterwhite Settlement Testimony at S-9. 

122 Dismukes Testimony at 3. 
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The KCUC does not support the revenue allocation as set forth in the Settlement, 

contending that the Settlement does not provide fair or reasonable treatment of the 

Tariff L.G.S. customer class. KCUC stated that in addition to bearing a subsidy burden 

associated with the overall rate structure, the L.G.S. class must also absorb an 

additional $500,000 subsidy resulting from the Public and Private School service ("PS") 

tariff.122 To remedy this, the KCUC proposes that the first $500,000 of any additional 

Commission-directed decrease in the revenue requirement be applied to the Tariff 

L.G.S. customer class and any revenue reduction beyond $500,000 be uniformly spread 

among all the rate classes in proportion to each class's revenue requirement. 124 

Residential Customer Charge 

In its Application, Kentucky Power proposed an increase in the residential 

customer charge from $11 .00 to $17.50, an increase of 59 percent. The cost-of-service 

study filed by Kentucky Power in this proceeding supports a customer charge of 

$37.88.125 The Settlement allows for an increase in the residential customer charge to 

$14.00, an increase of 27 percent. 

The Attorney General objected to any increase on the residential customer 

charge .126 The Attorney General contended that shifts towards fixed cost recovery 

disproportionally hurt low-income customers and Kentucky Power did not provide 

123 Settlement Testimony of Kevin Higgins ("Higgins Settlement Testimony") at 2. 

124 Id. at 4. 

12s Vaughan Direct Testimony, Exhibit AEV-2 at 1. 

12e Dismukes Testimony at 6 . 
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sufficient evidence to justify an increase.127 The Attorney General argued that Kentucky 

Power's fixed cost calculation of almost $38.00 is flawed because a portion of demand-

related costs are assigned as fixed costs, which the Attorney General argued is 

fundamentally incorrect.128 The Attorney General noted that none of the parties to the 

proposed Settlement represent the interests of residential ratepayers, and the proposed 

$14 would recover too much of any potential revenue increase through the customer 

charge and undermine future incentives for efficiency, resulting in an erosion of LIHEAP 

funds.129 

The Commission believes an increase to the Residential Basic Service Charge is 

warranted, and finds that the Settlement's increase to $14.00 is reasonable. The 

proposed 27 percent increase is consistent with the principle of gradualism that the 

Commission has long employed. Consistent with this change, the Commission also 

approves the customer charges of $14.00 as set forth in the Settlement for the three 

optional residential tariffs: 1) Residential Service Load Management Time-of-Day; 2) 

Residential Service Time-of-Day; 3) and Experimental Residential Service Time-of-Day 

2. The Commission also approves a customer charge of $14.50 for the new optional 

Residential Demand Metered Electric Service ("Tariff R.S.D.").130 

121 Id. 

129 Id. at 20. 

129 Attorney General's Brief at 32-33. 

130 The Settlement and supporting testimony state that Kentucky Power and the Settling 
lntervenors agreed to a residential customer charge of $14.00. Settlement at paragraph 16(a); 
Satterwhite Settlement Testimony at S-22. The proposed Settlement Tariff R.S.D. filed on Dec. 1, 2017, 
inadvertently contains a monthly customer charge of $17.50. 
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General Service Rate Class 

Kentucky Power proposed to combine the Small General Service ("S.G.S.") and 

Medium General Service ("M.G.S.") rate class~s into a single General Service ("G.S.") 

rate class under which all general service customers with average demands up to 100 

kilowatts ("kW") will take service. Kentucky Power stated that both the S.G.S. and 

M.G.S. rate classes currently incur a monthly service charge and a blocked energy 

charge. Additionally, the M.G.S. rate class incurs a demand charge. Due to th is current 

tariff structure, there is movement between the S.G.S. and M.G.S. rate classes as load 

characteristics vary month to month for many commercial customers. Kentucky Power 

stated that combining the S.G.S. and M.G.S. into a single tariff allows for administration 

efficiencies by eliminating this movement between the two rate classes. 131 The new 

G.S. tariff combines rate design features from the S.G.S. and M.G.S. tariffs, and will 

include a monthly service charge, two blocked energy charges, and a demand charge 

for monthly bill ing demand greater than 10 kW. The blocked energy charge transition 

point is 4,450 kilowatt hours ("kWh"). Kentucky Power stated that setting the kWh block 

at 4,450 kWh ensures that almost all usage that was billed under the current S.G.S. 

tariff will continue to be billed on an energy charge only and such a rate design will 

minimize bill impact on current S.G.S. and M.G.S. customers.132 

Although the proposed rate design minimizes the impact on an average 

commercial customer, due to the proposed increase in the demand charge from $1 .91 

13 1 Vaughan Direct Testimony at 21 . 

132 Id. at 21 . 
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for all kW to $7.95 for all kW greater than 10 kW, it negatively affects customers whose 

load characteristics include low usage coupled with high demand.133 The Commission 

believes that Kentucky Power's proposed increase in the demand charge of over 300 

percent is excessive. For this reason, the Commission will minimize the impact on high 

demand commercial customers, apply a 2-step phase-in increase of demand rates, and 

limit the increase in year 2 to $6.00 per kW. In addition, Kentucky Power must identify 

and contact G.S. class customers whose average monthly demand is 25 kW or greater 

to meet to discuss the impacts of the rate increase on those customers' bills and 

analyze other tariff options, such as time-of-day rates, that may offer relief to these 

customers. Last, Kentucky Power should file with the Commission, within twelve 

months of this Order, a report listing the commercial customers who meet this load 

profile and the results of each meeting. 

Rate Adjustment 

In setting the rates shown in Appendix C, the Commission maintained the basic 

service charge for each class that was included in the Settlement. The reduction of 

Kentucky Power's revenue increase was allocated to the energy charges of those 

customer classes for which revenue increases were proposed. The reduction to each 

class's proposed revenue increase was approximately in proportion to the increase set 

forth in the Settlement. 

133 Dec. 8, 2017 H.V.T. at 4:53:40. 
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Tariff Purchased Power Adjustment 

In its Application, Kentucky Power proposed to include the following additional 

cost of service items to be tracked and recovered through Tariff P.P.A.: (1) PJM OATT 

charges and credits that it incurs or receives from its participation as a LSE in the 

organized wholesale power markets of PJM; (2) purchased power costs excluded from 

recovery through the FAC as a result of the purchased power limitation; and (3) gains 

and losses from incidental gas sales. In addition, Kentucky Power proposed to change 

Tariff P.P.A. from a monthly adjusting surcharge to an annually updated surcharge. 

The Attorney General filed testimony stating that these cost-of-service items 

should continue to be collected through base rates as Kentucky Power has not 

demonstrated a compelling reason to have these items tracked and recovered through 

Tariff P. P .A.134 

1. PJM LSE OATT Charges and Credits 

Kentucky Power proposed to include the following PJM LSE transmission 

charges and credits to costs recoverable through Tariff P.P.A. : network integration 

transmission service ("NITS"); transmission owner scheduling system control and 

dispatch service ("TO"); regional transmission expansion plan ("RTEP"); point-to-point 

transmission service; and RTO start-up cost recovery. An adjusted level of the net 

OATT charges and credits in the amount of $74,377,364 will be included in base 

rates.135 The amount above or below the base rate level would be tracked monthly and 

the annual net over- or under-collection would then be collected from or credited to 

customers through the operation of Tariff P.P.A. 

134 Smith Testimony at 70. 
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Kentucky Power stated that the proposed tracking mechanism for PJM OATI 

LSE Charges is necessary due to the volatility of these PJM charges and credits, which 

Kentucky Power claimed are largely out of its control. Kentucky Power estimated that 

its PJM OATI LSE expenses will increase in 2018 by approximately $14 million, or 19 

percent over the test year amount.136 Kentucky Power expects increasing investment in 

the transmission grid by PJM member transmission owners, which will increase 

transmission charges allocated to LSEs in PJM. Kentucky Power stated that tracking 

the PJM LSE charges and credits via Tariff P.P.A. could preclude it from seeking more 

frequent rate cases.137 

Finally, two proceedings currently before the FERG may affect the level of PJM 

LSE OATI charges incurred by Kentucky Power. One proceeding is a challenge to the 

ROE included in the AEP Zone formula, which determines the PJM transmission costs 

of service for the AEP Transmission Zone. Kentucky Power stated that at this time, any 

change resulting from this proceeding is not known and measurable. Therefore, an 

adjustment in this case is not possible. The second proceeding is a pending non

unanimous settlement regarding the cost allocation methodology historically used by 

PJM to allocate costs of transmission enhancement projects to the LSEs in its footprint. 

If approved, the proposed stipulation is expected to result in lower PJM LSE OATI 

13s Vaughan Direct Testimony at 29. 

136 Satterwhite Settlement Testimony at S-14-S-15. 

131 Vaughan Direct Testimony at 27-28. 
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charges. However, the timing or magnitude of the possible cost allocation changes are 

not currently known.13a 

The Settlement revised the proposal regarding the PJM OATT LSE charges and 

credits as follows: 

• Kentucky Power will recover and collect 80 percent of the annual over- or 

under-collection of PJM OA TT LSE charges, as compared to the annual amount 

included in base rates, ("Annual PJM OATT LSE Recovery") through Tariff P.P.A. 

• Kentucky Power will credit against the Annual PJM OA TT LSE Recovery 

100 percent of the difference between the return on its incremental transmission 

investments calculated using the FERG approved PJM OATT return on equity, and the 

return on its incremental transmission investments calculated using the 9.75 percent 

return on equity provided for in the settlement. 

• The changes to Tariff P.P.A. to allow for the Annual PJM OATT LSE 

Recovery will terminate on the effective date when base rates are reset in the next base 

rate proceeding unless otherwise extended by the Commission. 

Due to the volatility of the OA TT charges and credits, the Commission finds the 

proposal to include the PJM LSE transmission charges and credits to the costs 

recoverable through Tariff P.P.A. , as modified in the Settlement, reasonable with one 

modification. When calculating the credit against the Annual PJM OATT LSE Recovery, 

the return on equity amounts used to calculate the incremental transmission 

investments shall be 9.7 percent, the Commission-approved ROE amount. 

138 Id. at 28-29. 
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In conjunction with approving the PJM OATI LSE tracker, the Commission finds 

that the three-year stay-out provision in the Settlement is reasonable and should be

accepted. In approving the tracker, the Commission addresses Kentucky Power's

primary concern, raised in the last rate case and in this case, that an increase in major

expenses not directly under Kentucky Power's control would result in more frequent rate 

cases. 

Regarding proposed transmission projects at PJM, the Commission expects 

Kentucky Power to work through the PJM stakeholder process to protect its customer

interests. 

2. FAC Purchased Power Limitations. 

Kentucky Power proposed to track, on a monthly basis, the amount of purchased 

power costs excluded for recovery through the FAC over or above the base rate level 

using deferral accounting. The annual net over- or under-collection of these purchase

power costs would be collected from or credited to customers through Tariff P.P.A.139 

The FAC Purchase Power Limitation is a calculation that caps the amount of

purchase power expense to be recovered through the monthly FAC surcharge. The

calculation compares the cost of actual purchased power on an hourly basis to the cost

of Kentucky Power's highest cost unit or the theoretical peaking unit equivalent, and

caps the FAG-recoverable purchase power expense at the cost ($/MWh) of the highest

generating unit (Kentucky Power owned or peaking unit equivalent). Kentucky Power

claims that, because it relies on factors outside of its control , the FAC Purchase Power

Limitation and the peaking unit equivalent calculation promote variability and volatility. 

139 Id. at 29. 
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The Commission is not convinced that this issue requires special ratemaking 

treatment. The Commission has long held that any purchased power costs not 

recoverable through the FAG are eligible for recovery through base rates. The 

Commission finds Kentucky Power's proposal to include an estimated amount of FAG 

Purchased Power Limitation Expense in base rates, and to subsequently true up that 

amount through Tariff P.P.A., is unreasonable, and therefore should be denied. The 

Commission notes that Kentucky Power filed this case using a historic test period. The 

Commission will allow recovery of the test year amount of purchased power reasonably 

incurred, but excluded from the FAG. To the extent that Kentucky Power incurs any 

expense due to purchased power that is appropriately incurred after the test year, but 

excluded from the FAG, it can file a base rate case seeking recovery of those expenses. 

For the foregoing reasons, adjustments W26 and W27, which total $4,032,786, are 

unreasonable and should be removed from the revenue requirement. 

3. Peaking Unit Equivalent Calculation 

Kentucky Power proposed to change the methodology for calculating the peaking 

unit equivalent ("PUE") used in determining the FAG Purchased Power Limitation. In its 

Application, Kentucky Power proposes to include the cost of firm gas service as an 

expense in the calculation of its PUE. Kentucky Power stated that since the 

hypothetical combustion turbine ("CT") could be dispatched any day of the year, it 

requires firm gas service. The Commission disagrees. While firm gas service would 

certainly allow the CT to be dispatched any day of the year, the Commission is unaware 

of any jurisdictional utility utilizing firm gas service for a CT. Because CTs typically 

operate at low capacity factors and are primarily utilized during the summer peaking 

-55- Case No. 201 7-001 79 



months, when pipeline capacity would typically not be constrained, the Commission 

finds the inclusion of firm gas service in the calculation of the PUE to be unreasonable, 

and therefore, this change in the PUE calculation should be denied. Kentucky Power's 

proposal to include startup costs and variable O&M expense is reasonable and should 

be approved. 

4. Gains and Losses from Incidental Gas Sales. 

Kentucky Power proposed to recover gains and losses from incidental sales of 

natural gas through Tariff P.P.A. Kentucky Power nominates Big Sandy Unit 1 in the 

PJM day-ahead electric power market based in part on the price of natural gas 

purchased for delivery the next day. If the Big Sandy Unit 1 Day Ahead nomination 

price is higher than the PJM electric power market clearing price, Big Sandy Unit 1 is 

not selected to run in the Real Time Market. In such a case, the natural gas purchased 

must either be stored by Columbia Gas or be sold . Kentucky Power stated that in 

August, September, and November of 2016, there were days that it was required to sell 

natural gas that had been purchased for delivery because Big Sandy Unit 1 was not 

selected by PJM to run .140 

In Case No. 2014-00078, Duke Energy Kentucky ("Duke Energy") proposed 

similar treatment of gains and losses it experienced in January and February of 2014 

from incidental sales of natural gas.14 1 Duke Energy amended its request to apply to 

similar losses or gains occurring in the future. The Commission approved the treatment 

of the January and February 2014 gains and losses. However, the Commission found 

140 Application, Direct Testimony of John A. Rogness at 26-27 

141 Case No. 2014-00078, An Investigation of Duke Energy Kentucky, Inc. 's Accounting Sale of 
Natural Gas Not Used in Its Combustion Turbines (Ky. PSC Nov. 25, 2014). 
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Duke Energy's proposal to apply such treatment to similar losses or gains in the future 

to be overly broad and did not approve such treatment, finding that such gains and 

losses should be investigated on a case-by-case basis. 

In this case, the Commission finds, as it did in Case No. 2014-00078, that gains 

and losses from the incidental sale of natural gas should be investigated on a case-by

case basis. If such gains or losses occur in the future, Kentucky Power should notify 

the Commission so those matters may be addressed in a formal proceeding. For 

purposes of th is case, the Commission finds that the gain on the incidental sale of 

natural gas of $13,982 should be utilized to reduce Kentucky Power's revenue 

requirement. 

Tariff K-12 School 

In its Application, Kentucky Power proposed to discontinue the pilot Tariff K-12 

School under which public schools in Kentucky Power's service territory took service 

under discounted rates. Kentucky Power stated that its load research and class cost of 

service study demonstrated that Tariff K-12 School customers would be better off in the 

Tariff L.G.S. customer class than they were previously a part of prior to the pilot Tariff K-

12. 

Tariff Pilot K-12 School was approved as part of the settlement agreement in 

Case No. 2014-00396. In Case No. 2014-00396, KSBA argued, as it does in this 

proceeding, that public school load characteristics were sufficiently unique to justify a 

distinct rate class for K-1 2 schools. Because school load data did not exist, Kentucky 

Power agreed to establish a pilot tariff with load research meters at 30 K-12 schools. 
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Kentucky Power further agreed to evaluate whether to continue Tariff K-12 School in its 

next base rate case using the load research data. 

Tariff K-12 School rates were designed to produce an annual revenue 

requirement that was $500,000 less than would be produced under the L.G.S. rates 

from customers eligible to take service under Tariff K-12 School. 1• 2 Tariff L.G.S. and 

Tariff M.G.S. customers rates were designed to include the $500,000 subsidy to Tariff 

K-12 Schools.143 

Under the Settlement, Tariff K-12 School would cease to be a pilot, and would 

continue as a separate rate class. The tariff would be available to all K-12 schools, 

public and private, in Kentucky Power's service territory with normal maximum demands 

greater than 100 kW. Tariff K-12 School rates continue to be designed with a $500,000 

subsidy absorbed by Tariff L.G.S. customers. 

In its Settlement Testimony, KCUC asserted that the Settlement is unfair and 

unreasonable because L.G.S. customers had to absorb the subsidy to provide a 

$500,000 benefit for Tariff K-12 School customers, in addition to a significant inter-class 

subsidy burden as part of the overall rate structure.144 KCUC stated that it did not object 

to the $500,000 discount to Tariff K-12 School customers, but instead objected that the 

discount is funded by L.G.S. customers, and not spread out among all customer 

classes. As a remedy, KCUC proposed that, if the Commission reduced the revenue 

requirement, that the first $500,000 of any reduction be applied first to reduce the 

revenue requirement of the L.G.S. class. 

142 Case No. 2014-00396, Final Order, at 19. 

143 /d. 
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The Commission finds that load research data collected and analyzed by 

Kentucky Power demonstrates that a separate, discounted K-12 schools tariff is not 

justified and that public school usage characteristics do not support the discounted rates 

paid by Tariff K-12 School customers relative to the L.G.S. class. The Commission 

finds that it is unreasonable to continue Tariff K-12 School, and therefore rejects this 

portion of the Settlement. 

Green Pricing Option Rider/Renewable Power Option Rider 

Kentucky Power proposed to revise its Green Pricing Option Rider to expand the 

categories of renewable energy credits available, to allow participating customers to 

purchase their full requirements from renewable energy generators, and to change the 

name of the rider to the Renewable Power Option Rider ("Rider R.P.O"). The 

Commission finds that the Rider R.P.O. provision in the Settlement is reasonable and 

should be approved. 

Tariff C.A.T .V. 

In its Application, Kentucky Power proposed to increase Tariff C.A.T.V. rates for 

pole attachments on a two-user pole from $7.21 per year to $11.97 per year, and for 

pole attachments on a three-user pole from $4.47 per year to $7.52 per year. In the 

Settlement, Kentucky Power and the Settl ing lntervenors agreed to a rate of $10.82 per 

year for attachments on a two-user pole, and $6.71 per year for attachments on a three

user pole. 

The Commission finds that the rates for Tariff C.A.T.V. as set forth in the 

Settlement are reasonable and should be approved. 

144 Higgins Settlement Testimony at 2. 
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Temporary Service Tariff 

In its Application, Kentucky Power proposed to revise its Temporary Service 

Tariff ("Tariff T.S.") to limit service provided under Tariff T.S. to ensure that customers 

do not continue to take service under Tariff T.S. even after construction is complete and 

the facility is occupied. The Commission finds these changes to be reasonable and that 

they should be approved. 

Optional Residential Demand Charge Tariff 

Kentucky Power proposed a new optional residential rate schedule ("Tariff 

R.S.D.") that will be available to up to 1,000 residential customers. The rate structure 

will consist of a monthly service charge, on-peak and off-peak kWh energy charges, and 

an on-peak kW demand charge. Kentucky Power stated that the goal of Tariff R.S.D. is 

to send targeted price signals that will reward customers for shitting usage away from 

the peak time periods that cause Kentucky Power to incur higher costs. Kentucky 

Power also stated that certain electric heating customers may benefit from Tariff R.S.D. 

due to their potentially higher load factor usage characteristics, and that the rate design 

is revenue neutral to the standard residential tariff .145 

The Commission finds the proposed Tariff R.S.D. to be reasonable, that it should 

be approved, and that the rates included in Appendix C of this Order should be 

approved. 

Tariff C.S.-Coal. Tariff C.S.-1.R.P. and Tariff E.D.R. 

The Settlement extends through December 31 , 2018, Tariff C.S.-Coal and the 

amendments to Tariff C.S.-1.R.P. and Tariff E.D.R., which were due to expire December 

145 Vaughan Direct Testimony at 19 
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31, 2017. The Commission finds the extension of the tariffs reasonable and that they 

should be approved. Any financial loss incurred in connection with these tariffs will be 

deferred for review and recovery in Kentucky Power's next base rate proceeding. 

ENVIRONMENTAL COMPLIANCE PLAN 

In its Application, Kentucky Power requested Commission approval of an 

amended environmental Compliance Plan ("2017 Plan") and an amended 

Environmental Surcharge tariff (''Tariff E.S."). 

The 2017 Environmental Compliance Plan 

The 2017 Plan includes previously approved projects and two new projects, 

Project 19 and Project 20. The 20 projects included in the 2017 Plan are listed in 

Appendix D to this Order. 

Project 19 will install SCA technology at Rockport Unit 1 ("Rockport Unit 1 SCA 

Project"). The Rockport Unit 1 SCA project will reduce the plant's nitrogen oxide 

emissions, and is required under terms of a 2007 Consent Decree ("Consent Decree") 

among several AEP entities including Kentucky Power and l&M, and the Environmental 

Protection Agency and several environmental plaintiffs. 

Project 20 seeks to include a return on inventories for consumables used in 

conjunction with approved projects through Tariff E.S. Kentucky Power currently 

recovers the cost of the consumption of consumables through Tariff E.S. The return on 

consumable inventories is currently part of the general rate base. Kentucky Power 

proposed that the return on consumable inventories be recovered through Tariff E.S. to 

align that cost with the cost recovery of items consumed. 
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Kentucky Power stated that the pollution control projects included in the 2017 

Plan amendment are necessary to comply with the Federal Clean Air Act ("CAA") and 

other federal , state, and local regulations that apply to coal combustion wastes and by-

products from facilities utilized for the production of energy from coal. Kentucky Power 

asserted that the costs associated with its 2017 Plan are reasonable, and that the 

projects are a reasonable and cost-effective means to comply with environmental 

requirements. 

The Attorney General argued that Kentucky Power should not be permitted to 

recover the cost of the Rockport Unit 1 SCA Project.146 The Attorney General asserted 

that Kentucky Power's customers have been paying increasing amounts for 

environmental costs resulting from the Consent Decree because AEP voluntarily made 

environmental upgrades at generating stations, including the Rockport generating units, 

that were not identified in the original EPA litigation that led to the Consent Decree. 

Because Rockport was not part of the original litigation, the Attorney General asserts 

Kentucky Power should not recover the costs for the Rockport Unit 1 SCA project from 

its ratepayers. 

In rebuttal, Kentucky Power stated that the decision to include Rockport in the 

Consent Decree settlement was a way to remove the significant risk of additional 

litigation at those units not named in any pending complaints, as well as to provide a 

more favorable outcome than would be expected on an individual basis.147 Kentucky 

Power further stated that the Consent Decree provided certainty regarding the timing of 

145 Smith Testimony at 59. 
147 Rebuttal Testimony of John McManus at 3. 
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additional control installations across the AEP fleet. At the time of the settlement, 

Kentucky Power was still participating in the AEP Pool, which meant that the outcome of 

litigation involving all units across the AEP fleet contributing to the pool was in the best 

interest of Kentucky Power and its customers. 

The Settlement was silent on the 2017 Environmental Compliance Plan. 

The Commission finds that the 2017 Plan is reasonable as set forth in the 

Application and should be approved. 

ENVIRONMENTAL SURCHARGE TARIFF MODIFICATIONS 

Kentucky Power updated its Tariff E.S. to reflect the changes proposed in its 

Application and the Settlement. Kentucky Power updated the list of projects in the tariff 

to match the projects included in the 201 7 Plan as noted previously in this Order. 

Kentucky Power updated Tariff ES to reflect the rate of return included in the Settlement 

to this case. Kentucky Power also updated the tariff to reflect the new monthly base 

environmental costs based on that rate of return. Kentucky Power determined the 

annual base revenue requirement level for environmental cost recovery to be 

$47,513,461 .1'8 The Commission has determined that the correct annual base revenue 

requirement is $44,379,316, which reflects the Commission authorized return on equity, 

capital structure changes, reduction of the federal corporate income tax rate from 35 

percent to 21 percent and the depreciation rates set forth in Exhibit 5 of the 

148 In the Tariff E.S. filed December 1, 2017, Kentucky Power reflected an annual base revenue 
requirement of $47,811 ,215. Kentucky Power updated this amount to $47,513,461 to reflect the 
depreciation rates included in Exhibit 5 to the Settlement Agreement. See Response to Commission 
Staff's Post-Hearing Request for Information ("Staff's Post-Hearing Request"), Item 20 attachment 
KPCO_R_KPSC_PH_20_Attachment1 .xis. 
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Settlement.1• 9 Kentucky Power shall file a revised Tariff ES to reflect the Commission 

authorized return on equity and capitalization discussed in this Order, and the annual 

base revenue requirement as shown on Appendix E attached to this order. Per the 

settlement agreement in Case No. 2012-00578, 150 all costs associated with the Mitchell 

FGD equipment are excluded from base rates and therefore are not included in the 

base revenue requirement noted above, but will be included as part of the current 

period environmental revenue requirement. The Commission finds that Tariff E.S. as 

discussed and modified in this Order should become effective for service rendered on 

and after the date of this Order. 

Costs Associated with the 2015 Plan 

Tariff E.S. revenue requirement is determined by comparing the base period 

revenue requirement with the current period revenue requirement. Kentucky Power 

proposed to incorporate the costs associated with the 2017 Plan into the existing 

surcharge mechanism used for previous compliance plans. Kentucky Power identified 

the environmental compliance costs for the 2017 Plan projects, which Kentucky Power 

proposed to recover through its environmental surcharge. Kentucky Power proposed to 

apply a gross-up factor to environmental expenses to account for uncollectible accounts 

and the Commission assessment fee. The factor will be applied to the incremental 

change in operating, maintenance, and other expenses from the base period. The 

1•& Response to Staff's Post-Hearing Request, Item 20. 

1so Case No. 2012-00578, Application of Kentucky Power Company for ( 1) a Certificate of Public 
Convenience and Necessity Authorizing the Transfer to the Company of an Undivided Fifty Percent 
Interest in the Mitchell Generating Station and Associated Assets; (2) Approval of the Assumption by 
Kentucky Power Company of Certain Liab1//ties in Connection with the Transfer of the Mitchell Generating 
Station; (3) Declaratory Rulings; (4) Deferral of Costs Incurred in Connection with the Company's Efforts 
to Meet Federal Clean Air Act and Related Requirements; and (5) All Other Required Approvals and 
Rellef(Ky. PSC Oct. 7, 2013). 
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costs identified by Kentucky Power are eligible for surcharge recovery if they are shown 

to be reasonable and cost-effective for complying with the environmental requirements 

specified in KRS 278.183. The Commission finds that the costs identified for the 2017 

Plan projects have been shown to be reasonable and cost-effective for environmental 

compliance. Thus, they are reasonable, and should be approved for recovery through 

Kentucky Power's environmental surcharge. 

Qualifying Costs 

As stated previously, the qualifying costs included in Kentucky Power's annual 

baseline level for environmental cost recovery under the tariff shall be $44,379,316. 

The qualifying costs included in the current period revenue requirement will reflect the 

Commission-approved environmental projects from Kentucky Power's 1997, 2005, 

2007, 2015 and 2017 Plans. Per the settlement agreement in Case No 2012-00578, all 

costs associated with Mitchell Units 1 and 2 FGD equipment have been excluded from 

base rates and the environmental baseline level and shall be recovered exclusively 

through Tariff E.S. Should Kentucky Power desire to include other environmental 

projects in the future, it will have to apply for an amendment to its approved compliance 

plans. 

Rate of Return 

Paragraph 8(a) of the Settlement authorizes Kentucky Power to use a 9.75 

percent ROE to be utilized in Tariff E.S. to determine the WACC for non-Rockport 

environmental projects. However as previously noted, the Commission has authorized 

a 9.70 percent ROE that should be used for all non-Rockport environmental projects. 
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Kentucky Power's ROE for environmental projects at the Rockport Plant is 12.16 

percent as established by the FERG-approved Rockport Unit Power Agreement. 

Capitalization and Gross Revenue Conversion Factor 

Paragraph 3(c) and Exhibit 6 of the Settlement provide that Kentucky Power shall 

utilize a WACC of 6.48 percent and a gross revenue conversion factor ("GRCP') of 

1.6433 to determine a rate of return of 9.11 percent to be used in the monthly 

environmental surcharge filings. As a result of the reduction of the federal corporate tax 

rate from 35 percent to 21 percent, the Commission has determined that Kentucky 

Power should use a GRCF of 1.352116. Because of the change in the authorized ROE, 

capitalization, and the GRCF, the WACC to be used for non-Rockport environmental 

projects is 6.44 percent. Utilizing a WACC of 6.44 percent and a GRCF produces a rate 

of return of 7.88 percent to be used in the monthly environmental surcharge filings. The 

WACC and GRCF shall remain constant until the Commission sets base rates in 

Kentucky Power's next base rate case proceeding. 

Surcharge Formulas 

The inclusion of the 2017 Plan into Kentucky Power's existing surcharge 

mechanism will not result in changes to the surcharge formulas. The costs associated 

with the Mitchell FGD will be excluded from base rates and the base rate revenue 

requirement of the environmental surcharge at least until June 30, 2020, but will be 

included in the current period revenue requirement for the environmental surcharge. 

The Commission finds that the formulas used to determine the environmental surcharge 

revenue requirement as proposed by Kentucky Power should be approved. 

Surcharge Allocation 
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The retail share of the revenue requirement will be allocated between residential 

and non-residential customers based upon their respective total revenue during the 

previous calendar year. The environmental surcharge will be implemented as a 

percentage of total revenues for the residential class and as a percentage of non-fuel 

revenues for all other customers. 

Monthly Reporting Forms 

The inclusion of the 2017 Plan into the existing surcharge mechanism will 

require modifications to the monthly environmental surcharge reporting forms. 

Kentucky Power provided its proposed revised forms to be used in the monthly 

environmental reports. The revised forms include the changes necessary to reflect the 

proposed 2017 Plan, as well as changes necessitated by the application of a gross-up 

factor to the incremental operating, maintenance and other expenses. The Commission 

finds that Kentucky Power's proposed monthly environmental surcharge reporting forms 

as revised should be approved. 

FINDINGS ON SETILEMENT AGREEMENT 

Based upon a review of all the provisions in the Settlement, an examination of 

the entire record, and being otherwise sufficiently advised, the Commission finds that 

the provisions of the Settlement are in the public interest and should be approved, 

subject to the modifications as discussed in this Order. Our approval of the Settlement 

as modified is based solely on its reasonableness and does not constitute precedent on 

any issue except as specifically provided for in this Order. 

OTHER ISSUES 

Vegetation Management 
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Kentucky Power's current Vegetation Management Plan ("2015 Vegetation 

Management Plan") was modified from its 2010 Vegetation Management Plan in 

Kentucky Power's last rate case, Case No. 2014-00396. In Case No. 2014-00396, it 

was determined that funding for the 2010 Vegetation Management Plan, which was 

scheduled to move to a four-year cycle within seven years of initial circuit clearing, 

needed modification. However, the work required to transition to a four-year cycle was 

significantly greater than initially estimated, and Kentucky Power could not wait until all 

circuits had an initial clearing (''Task 1 ") to begin re-clearing the circuits. Thus, the 

modification was approved allowing the continuation of Task 1 and a simultaneous 

undertaking of interim re-clearing (''Task 2"). Under this schedule, Task 1 would be 

completed by December 31 , 2018, Task 2 would be completed by June 30, 2019, and 

on July 1, 2019, Kentucky Power's entire distribution system would commence to be re

cleared on a five-year cycle ("Task 3"), rather than a four-year cycle. Funding was 

approved tor the 2015 Vegetation Management Plan, as well as a provision requiring 

Kentucky Power to obtain Commission approval prior to modifying its annual projected 

vegetation management spending on both an aggregate and a district basis if the 

change is more than 10 percent of the budget. 

Kentucky Power is on pace to exceed the December 31 , 2018 target for Task 1, 

and expects to complete Task 1 circuit clearing in the first quarter of 2018. In addition, 

Task 2 ci rcu it re-clearing is expected to be completed by December 31 , 2018, six 

months sooner than projected. To date, Kentucky Power has exceeded targets on 

budget as total expenditures are 101 percent of target level.151 Reliability has increased 

151 Application, Direct Testimony of Everett G. Phillips ("Phillips Testimony") at 35. 
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and Kentucky Power customers have seen a 60 percent decrease in interruptions 

related to rights-of-way trees and vegetation.152 Task 3 is estimated to begin in January 

2019. 

Embedded in Kentucky Power's current base rates are annual vegetation 

management O&M expenses of $27.661 million. Due to early completion of Tasks 1 

and 2, Kentucky Power estimates a reduction of O&M expenses related to Tasks 1 and 

2 from $27.661 million in 2017 to $21 .639 million 2018. According to the 2015 

Vegetation Management Plan, at the start of Task 3, O&M expenses are projected to 

decrease, resulting in a decrease of O&M expenses of $11.780 million. However, 

Kentucky Power has determined that the estimates of the annual O&M expenditures for 

Task 3 as estimated in the 2015 Vegetation Management Plan are undervalued and 

need to be increased.153 Due to the re-clearing in Task 2, Kentucky Power now has a 

better grasp on regrowth, the effect of higher-than-average rainfall, and growing 

customer demand to remove tree debris, and proposes to increase the annual O&M 

expenses for Task 3. This re-estimation calculates costs for Task 3 to increase from the 

original $15.880 million to $21.284 million in 2019, and $21.473 in 2020.154 Kentucky 

Power proposes the amount of vegetation management O&M expenses to be recovered 

through base rates for the instant case to be equal to the average of the revised 

estimated annual vegetation management plan O&M spending over 2018-2020, or 

$21.465 milliori.155 

152 Id at 40. 

153 Id. 
1s4 Id. at 46 
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Kentucky Power also proposes two changes to its current vegetation 

management reporting requirements. First, Kentucky Power proposes to modify the 

pre-approval requirement for deviation of 10 or more percent from projected annual 

vegetation management O&M expenditures to eliminate the district-specific threshold 

and retain only the requirement for pre-approval if overall Kentucky Power vegetation 

management expenditures deviate more than 10 percent. Second, Kentucky Power 

proposes to manage its vegetation work and expenditures on a calendar year basis, as 

opposed to managing its vegetation work on a fiscal year and expenditures on a 

calendar year. Kentucky Power stresses that neither modification will change their 

overall vegetation management obligation, but provides for more flexibility to manage its 

obligations.156 

The 2015 Vegetation Management Plan included a one-way balancing account. 

In this balancing account, any annual shortfall or excess in vegetation management 

O&M expenditures that is over the amount in base rates is added to or subtracted from 

future expenditures over four years. At the end of the four-year period, Kentucky Power 

will record a cumulative shortfall as a regulatory liability that will either be refunded to 

the customers or used to reduce the revenue requirement in its next filed base-rate 

case. If Kentucky Power has overspent on a cumulative basis during the four-year 

period , it will not seek recovery of such costs in a future base-rate proceeding. As of 

the end of November 2017, Kentucky Power testified that cumulative expenditures were 

sl ightly over the budgeted amount.157 

1s5 Application, Section V, Exhibit 2, page 59. 

156 Id. at 43. 
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The Commission finds that the one-way balancing adjustment should be 

continued; however due to the change in the annual revenue requirement as noted in 

the Application, it should be adjusted accordingly. All expenses will be recorded against 

the annual budget. The annual shortfall or excess will be applied to the balance 

account. Through 2023, or until Kentucky Power's next base rate application, 

whichever occurs first, the expenditures will be balanced against the annual projected 

expenditures as found in the Application.158 

The Commission approves the proposed modifications allowing Kentucky Power 

to request Commission approval for any spending deviation greater than 1 O percent on 

an aggregate level as opposed to a district level. The Commission also approves 

Kentucky Power's request to manage its vegetation management program on a 

calendar year basis to coincide with the budgetary year. The Commission notes that 

Kentucky Power has exceeded the goals of the 2015 Vegetation Management Plan 

resulting in a reduction of O&M expenses 24 months earlier than estimated. The 

Commission approves Kentucky Power's proposed revenue requirement of $21.465 

million. All other provisions of the 2015 Vegetative Management Plan are to remain 

unchanged. 

The Commission will continue to review closely the vegetation management 

annual work plans and expenditures filed by Kentucky Power. In addition , the 

Commission will monitor the progress of the five-year maintenance cycle. 

Bill Redesign 

1s1 Dec. 8, 2017 H.V.T. at 2:09:38. 

1sa Phillips Testimony, Table 9 at 46. 
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On June 12, 2017, Kentucky Power filed an Application requesting approval to 

implement new bill formats that change the bill layout and composition, which is being 

implemented concurrently for all AEP operating companies, and to combine certain 

billing line items. That Application was docketed as Case No. 2017-00231 .159 By Order 

dated July 17, 2017, that case was consolidated into this proceeding. By further Order 

dated September 12, 2017, the Commission approved Kentucky Power's request to 

redesign the appearance of its bills, but stated that a decision on the proposed 

substantive changes to consolidate billing line items would be determined in the final 

Order in this proceeding. 

Kentucky Power proposed to consolidate eight residential billing line items, 160 and 

seven commercial and industrial billing line items161 into a single "Rate Bill ing" line item. 

Kentucky Power explained that customer satisfaction regarding billing correspondence 

was below the industry average according to a survey commissioned by Kentucky 

Power. 162 Kentucky Power asserted that its customers found the number of bi lling line 

159 Case No. 2017-00231 , Electronic Application of Kentucky Power Company for (1) Approval of 
Its Revised Terms and conditions of Service Implementing New Bill Formats; (2) An Order Granting All 
other Required Approvals and Relief (filed June 12, 2017). 

180 The residential billing line items Kentucky Power proposes to consolidate into a single line 
items are Rate Billing, Residential Home Energy Assistance Program Charge, Kentucky Economic 
Development Surcharge, Capacity charge, Big Sandy 1 Operation Rider, Big Sandy Retirement Aider, 
Purchased Power Adjustment, and Green Pricing Option. The residential charges that Kentucky Power 
proposes to continue to display as individual billing line items are the Fuel Adjustment Charge, Demand
Side Management Factor, Environmental Surcharge, School Tax, Franchise Fee, State Sales tax, and 
HomeServe Warranty. 

161 The commercial and Industrial billing line items Kentucky Power proposes to consolidate into a 
single line items are Rate Billing, Kentucky Economic Development Surcharge, Capacity charge, Big 
Sandy 1 Operation Rider, Big Sandy Retirement Rider, Purchased Power Adjustment, and Green Pricing 
Option. The commercial and industrial charges that Kentucky Power proposes to continue to display as 
individual billing line items are the Fuel Adjustment Charge, Demand-Side Management Factor, 
Environmental Surcharge, School Tax, Franchise Fee, and State Sales tax. 

162 Case No. 2017-00231 , Direct Testimony of Stephen L. Sharp, Jr. (filed June 12, 2017) at 2. 
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items were "unhelpful," made the bills "difficult to understand," and obscured the 

information customers most wanted to know, which was the total amount owed and 

payment due date.163 Kentucky Power further asserted that customers requested that 

line items be consolidated in order to simplify the bills. Customers who want detailed 

billing information could contact a Kentucky Power customer service center. 

In the Settlement, the Settling lntervenors agreed to Kentucky Power's proposed 

consolidation of billing line items. 

Neither KCUC nor the Attorney General filed testimony in this proceeding 

regarding the consolidation of billing line items. However, in a motion filed in Case No. 

2017-00231 before it was incorporated into this proceeding, the Attorney General 

argued that consolidating the billing line items would result in a lack of transparency that 

impeded customers' understanding of how rates and their bills are calculated.164 

The Commission finds that Kentucky Power's proposed consolidation of billing 

line items is unreasonable and should be denied. The Commission concurs with the 

Attorney General that displaying discrete billing line items on customer bills promotes 

transparency and customer understanding of their billing amounts. Further, it is not 

reasonable to require customers to take additional steps in order to obtain a detailed 

accounting for their bills. This is especially so given that the billing line items that 

Kentucky Power wishes to consolidate represent charges in addition to the base rate 

charge for utility service. 

Analysis of Kentucky Power's Participation in PJM 

1&3 Id. at 3; Id. at Application, paragraph 11. 
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Kentucky Power currently elects to self-supply its PJM capacity requirements 

under the Fixed Resource Requirement ("FAR") alternative. As discussed in testimony 

at the hearing, AEP conducts regular evaluations to determine whether its operating 

companies in PJM should elect to participate in the Reliability Pricing Model ("RPM") 

capacity market, or to self-supply under FAR. 16s 

The Commission finds that Kentucky Power should file an annual update of the 

FAR/RPM election analysis. The Commission recognizes that this information is 

deemed confidential during the AEP internal decision-making process. However, once 

PJM is notified of the election, the information becomes public and ceases to be 

confidential. Kentucky Power should file the annual update after the information 

becomes public. 

Further, the Commission recognizes that Kentucky Power's interests may not be 

aligned with the interests of other AEP operating companies. The Commission is aware 

that PJM bills AEP based on a one-coincident peak methodology, and that AEP 

subsequently allocates those costs to its operating companies using a twelve-coincident 

peak methodology. The Commission finds that Kentucky Power should file an annual 

report with the supporting calculations used by AEP to allocate these costs. 

Last, the Commission strongly encourages Kentucky Power to recognize that it 

must make a determination regarding its participation in PJM that aligns with the 

interests of Kentucky Power and its ratepayers. 

Reduction in Corporate Tax Rates 

16~ Case No. 201 7-00231 , Attorney General's Motion to Consolidate Cases (filed July 13, 2017) 
paragraphs 4-5. 

ies Dec. 7, 2017 H.V.T. at 10:43:18, and Kentucky Power Exhibit 9. 
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Effective January 1, 2018, the federal corporate income tax rate was reduced 

from 35 percent to 21 percent. Consistent with Kentucky Power's revised gross-up 

factor calculation in certain riders, the Commission finds that it is reasonable to utilize 

the 21 percent corporate income tax rate in the gross-up factor calculation. The 

Commission will address the impact of the recently enacted tax cuts on the excess 

ADIT and the rates of all investor-owned utilities, including Kentucky Power, on a 

prospective basis in pending cases that were opened on December 27, 2017. 166 

Based on the evidence of record and the findings contained herein, HEREBY 

ORDERS that: 

1. The rates and charges proposed by Kentucky Power are denied. 

2. The provisions in the Settlement, as set forth in Appendix A to this Order, 

are apprqved, subject to the modifications and deletions set forth in this Order. 

3. The rates and charges for Kentucky Power, as set forth in Appendix C to 

this Order, are the fair, just, and reasonable rates for Kentucky Power, and these rates 

are approved for service rendered on and after January 19, 2018. 

4. Kentucky Power's request to deviate from 807 KAR 5:006, Section 

14(2)(a) by limiting enrollment in its Equal Payment Plan to the months of April through 

December is granted. 

5. Kentucky Power's proposed depreciation rates, with the exception of the 

changes proposed in the Settlement are approved. 

166 Case No. 2017-00477, Kentucky Industrial Utility Customers, Inc. v. Kentucky Utilities 
Company, Louisville Gas and Electric Company, Kentucky Power Company, and Duke Energy Kentucky, 
Inc. (Ky PSC Dec. 27, 2017); Case No. 2017-00481, An Investigation of the Impact of the Tax Cuts and 
Job Act on the Rates of Atmos Energy Corporation, Delta Natural Gas Company, Inc., Columbia Gas of 
Kentucky, Inc., Kentucky-American Water Company, and Water Service Corporation of Kentucky (Ky. 
PSC Dec. 27, 2017). 
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6. The regulatory asset or liabil ity account established by under- or over-

recovery from the elimination of Tariff B.S.1.0.R. is approved for accounting purposes 

only. 

7. The regulatory asset account established by the deferral of Rockport UPA 

expenses is approved for accounting purposes only. 

8. Kentucky Power's 2017 Environmental Compliance Plan is approved. 

9. Kentucky Power's environmental surcharge tariff is approved for service 

rendered on and after the date of this Order. 

10. The base period and current period revenue requirements for the 

environmental surcharge shall be calculated as described in this Order. 

11. The environmental reporting formats described in this Order shall be used 

for the monthly environmental surcharge filings. Previous reporting formats shall no 

longer be submitted. 

12. The Commission approves the sample forms that were filed by Kentucky 

Power on January 3, 2018. 

13. Within three months of the date of this Order, Kentucky Power shall 

identify and contact GS class customers whose average monthly demand is 25 kW or 

greater for the purpose of meeting to discuss the impact of the rate increase on their 

bills and analyze other available tariff options, such as time-of-day rates. 

14. Within twelve months of the date of this Order, Kentucky Power shall file a 

report listing the names of each GS class customers whose average monthly demand is 

25 kW or greater, and stating the date and method of contact with the customer, 

whether Kentucky Power has met with the customer, and the results of each meeting. 
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15. Kentucky Power's request to revise its billing format to consolidate billing 

line items, as set forth in the application, is denied. 

16. Kentucky Power's Vegetation Management Plan, as set forth in the 

Application, is approved. 

17. Kentucky Power's request to obtain Commission approval for any 

spending deviation from its Vegetation Management Plan greater than 10 percent on an 

aggregate level as opposed to a district level is approved. 

18. Kentucky Power's request to manage its Vegetation Management Plan on 

a calendar year basis is approved. 

19. Kentucky Power shall file an annual update of the FAR/RPM election 

analysis conducted by AEP and its operating companies within 30 days of notifying PJM 

of the election. 

20. Kentucky Power shall file annually the supporting calculations for 

allocating PJM bills, which are based on a one-coincident peak methodology, AEP's 

operating companies using a twelve-coincident-peak methodology. 

21 . Within 20 days of the date of this Order, Kentucky Power shall, using the 

Commission's electronic Tariff Fil ing System, file its revised tariffs setting out the rates 

authorized herein and reflecting that they were approved pursuant to this Order. 
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ATIEST: 

~'-12_.f~ 
Executive Director 

By the Commission 
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COMMONWEAL TH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

Electronic Application Of Kentucky Power ) 
Company For (1) A General Adjustment Oflts ) 
Rates For Electric Service; (2) An Order ) 
Approving Its 2017 Environmental Compliance ) 
Plan; (3) An Order Approving Its Tariffs And ) 
Riders; (4) An Order Approving Accounting ) 
Practices To Establish Regulatory Assets Or ) 
Liabilities; And (S) An Order Granting All Other ) 
Required Approvals And Relief ) 

SEITLEMENT AGBEEMENT 

Case No. 2017-00179 

This Settlement Agreement, made and entered into this 22nd day of November, 2017, by 

and among Kentucky Power Company C'Kentucky Power'' or "Companyn); Kentucky Industrial 

Utility Customers, Inc. ("KIUC"); Kentucky School Boards Association ("KSBA"); Kentucky 

League of Cities ("KLC''); Wal-Mart Stores East, LP and Sam's East, Inc. (''Wal-Mart''); and 

Kentucky Cable Telecommunications Association ("KCTA"); (collectively Kentucky Power, 

KIUC, KSBA, KLC, Wal-Mart, and KCTA, are "Signatory Parties"). 

RECITALS 

I. On June 28, 2017 Kentucky Power filed an application pursuant to KRS 278.1 90, 

KRS 278.183, and the rules and regulations of the Public Service Commission of Kentucky 

("Commission"), seeking an annual increase in retail electric rates and charges totaling 

$69,575,934, seeking approval of its 2017 Environmental Compliance Plan, an order approving 

accounting practices to establish regulatory assets or Liabilities, and further seeking authority to 

implement or amend certain tariffs ("June 2017 Application"). 



2. On August 8, 2017, Kentucky Power supplemented its filing to reflect the impact 

of subsequent refinancing activities on the Company's Application ("August 2017 Refinancing 

Update"). 1be refinancing activities reduced the Company's requested annual increase in retail 

electric rates and charges from $69,575,934 to $60,397,438. 

3. KIUC, KSB~ KLC, Wal-Mart, and KCTA filed motions for full intervention in 

Case No. 2017-00179. The Commission granted the intervention motions. Collectively KJUC, 

KSBA, KLC, Wal-Mart, and KCTA are refecred to in this Settlement Agreement as the "Settling 

Intervenors." 

4. The Attorney General of the Commonwealth of Kentucky f'Attomey General") 

and Kentucky Commercial Utility Customers, Inc. (uKCUC") also filed motions to intervene. The 

Attorney General and KCUC, who are not parties to this agreement, were granted leave to 

intervene. 

5. Certain of the Settling Intervenors, KCUC, and the Attorney General filed written 

testimony in Case No. 2017-00179 raising issues regarding Kentucky Power's Rate Application. 

6. Kentucky Power, KCUC, the Attorney General, and the Settling Intervenors have 

had a foll opportunity for discovery, including the filing of written data requests and responses. 

7. Kentucky Power offered the Settling lntervenors, KCUC, and the Attorney 

General, along with Commission Staff, the opportunity to meet and review the issues presented by 

Kentucky Power's application in this proceeding and for purposes of settlement. 

8. The Signatory Parties execute this Settlement Agreement for purposes of 

submitting it to the Kentucky Public Service Commission for approval pursuant to K.R.S 278.190 

and K.R.S 278.183 and for further approval by the Commission of the mte increase, rate structure, 

and tariffs as described herein. 
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9. The Signatory Parties believe that this Settlement Agreement provides for fair, just, 

and reasonable rates. 

NOW, THEREFORE, for and in consideration of the mutual promises set forth above, 

and the agreements and covenants set forth herein, Kentucky Power and the Settling Intervenors 

hereby agree as follows: 

AGREEMENT 

1. Kentucky Power's Application 

(a) Except as modified in this Settlement Agreemm~ Kentucky Power's June 2017 

Application as updated by the August 2017 Refinancing Update is approved. 

2. Revenue Requirement 

(a) Effective for service rendered on or after January 19, 2018, Kentucky Power shall 

implement a base rate adjustment sufficient to generate additional annual retail revenues of 

$31,780,734. This annual retail revenue amount represents a $28,616,704 million reduction from 

the $60,397,438 sought in the Company's August 2017 Refinancing Update. 

(b) The $28,616,704 million reduction was the result of the following adjustments to 

the Company's request in the June 2017 Rate Application as modified in the August 2017 

Refinancing Update: 

... ; ... Reduction in Revenue • 
Adjustment Requirement 

(SMilliom) 
Defer a portion of Rockport UP A non-fuel, non-environmental 

15.0 expenses 
Increase revenues to Apply Weather Nonnalizationto Commercial 

0.40 Sales Net of Variable O&M 

Reduce Incentive Compensation 3.15 

Reduce Amortization Expense to Recalibrate Storm Damage 
1.22 Amortization 
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Reduce Depreciation Expense by Extending Service Life ofBSl to 20 2.84 years ---- -
Reduce Depreciation Expense by Removing Tmninal Net Salvage for 0.37 

BSUl -
Reduce Depreciation Expense by Removing Terminal Net Salvage for 0.57 

Mitchell ---
Increase Short Tenn Debt to I% end Set Debt Rate at 1.25% 0.36 

Change in Return on Equity from 10.31 % to 9. 75% 4.70 
tr ~ 

Total Adj•stments 28.6 

(c) Kentucky Power agrees to allocate the $31,780,734 in additional annual revenue as 

illustrated on Ex:merr 1. The Company will design rates and tariffs consistent with this allocation 

of additional revenue. 

(i) As part of the Commission's consideration of the reasonableness of this 

Settlement Agreement, the tariffs designed in accordance with this subparagraph shall be filed with 

the Commission and served on counsel for all parties to this case no later than December 1, 2017. 

(ii) Within ten days of the entry of the Commission's Order approving without 

modification this Settlement Agreement and the rates thereunder, Kentucky Power shall file with 

the Commission signed copies of the tariffs in confonnity with 807 KAR 5:011. 

3. Rockport UPA Expense Deferral 

(a) Kentucky Power is a party to a FERC-approved Unit Power Agreement with AEP 

Generating Company for capacity and energy produced at the Rockport Plant ("Rockport UP/\''). 

The Rockport UP A expires on December 8, 2022. 

(b) Kentucky Power will defer a total of $50 million in non-fuel, non-environmental 

Rockport UP A Expense for later recovery as follows: 

(i) Kentucky Power will defer Sl5M annually of Rockport UPA Expense in 

2018 and 2019 for later recovery. 
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(ii) Kentucky Power will defer S 1 OM of Rockport UPA Expense in 2020 for 

later recovery. 

(iii) Kentucky Power will defer $5M annually of Rockport UPA Expense in 

years 2021 and 2022 for later recovery. 

(c) The Rockport UPA Expense of$50 million described in Paragraph 3(b) above will 

be deferred into a regulatory asset ("the Rockport Deferral Regulatory Asset") and will be subject 

to carrying charges based on a weighted average cost of capital C'WACC") of 9.11%1 until the 

Regulatory Asset is fully recovered. From January 1, 2018 through December 8, 2022, the W ACC 

will be applied to the monthly Rockport Deferral Regulatory Asset principal balance net of 

accumulated deferred income tax_es ("ADIT''). From December 9, 2022 until the Rockport 

Deferral Regulatory Asset is fully recovered, the WACC will be applied to the monthly Rockport 

Deferral Regulatory Asset balance including deferred carrying charges net of ADIT. The Rockport 

Deferral Regulatory Asset shall be recovered on a levelized basis through the demand component 

of Tariff P. P.A. and amortized over five years beginning on December 9. 2022. Kentucky Power 

estimates that the regulatory asset balance will total approximately $59 million on December 8, 

2022. 

( d) Additional expenses reflecting the declining deferral amount in years 2020 through 

2022 will be recovered through the demand component of Tariff P.P.A. as follows: 

(i) Kentucky Power will recover $5 million through Tariff P.P.A. in 2020 

(ii) Kentucky Power will recover $10 million through Tariff P.P .A. in 2021 

1 6.48% grossed up for applicable State and Federal taxes, uncoUectible accounts expense, and the KPSC 
maintmance fee 
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(tii) Kentucky Power will recover $10 million through Tariff P.P.A. in 2022, 

prorated through December 8, 2022. 

(e) The Signatory Parties acknowledge that the Company's decision whether to seek 

Commission approval to extend the Rockport UP A will be made at a later date. Whether or not 

the Company seeks to extend the Rockport UPA, beginning December 9, 2022, the Capacity 

Charge recovered through Tariff C.C., approved in Case No. 2004-00420, will end. Any final 

over- or under-recovery balance will be included in the subsequent calculation of the purchase 

power adjustment under Tariff P.P .A. In the event that Kentucky Power elects not to extend the 

Rockport UPA, it will experience a reduction in Rockport UP A fixed costs ("Rockport Fixed Costs 

Savings''). 

(t) If Kentucky Power elects not to extend the Rockport UP A, it will, beginning 

December 9, 2022, credit the Rockport Fixed Cost Savings through the demand component of 

Tariff P.P.A. until new base rates are set However, for 2023 only', the Rockport Fixed Cost 

Savings credit will be offset by the amount, if any, necessary for the Company to earn its Kentucky 

Commission-authorized return on equity (ROE) for 2023 ("Rockport Offset''). An example of the 

calculation of the Rockport Offset is included as ExmBrr 2. 

(g) For the purposes of implementing the Rockport Fixed Costs Savings credit 

described in Paragraph 3(f) above, the following definitions apply: 

(i) "Rockport Fixed Costs Savings" shall mean the annual amount of non-fuel, 

non-environmental Rockport UPA expense included in base rates for rates effective in November 

2022. 

(ii) "Estimated Rockport Offset" shall mean the amount of additional annual 

revenue the Company estimates would be necessary for it to earn the Commission-authorized 
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return on equity for 2023 considering the termination of the Rockport UPA and the Rockport Fixed 

Cost Savings. 

(iii) "Actual Rockport Offset" shall mean the amount of additional annual 

revenue that would have been necessary for the Company to earn the Commission-authoriz.ed 

return on equity for 2023 considering the termination of the Rockport UP A and the Rockport Fixed 

Cost Savings. The Company shall calculate the Actual Rockport Offset using a comparison of the 

per books return on equity for 2023 to the Commission-approved return on equity. The Actual 

Rockport Offset cannot exceed the Rockport Fixed Costs Savings. 

(iv) "Rockport Offset True-Up" shall mean the difference between the 

Estimated Rockport Offset and the Actual Rockport Offset 

(h) The Company shall implement the Rockport Fixed Costs Savings credit described 

in Paragraph 3(f) above as follows: 

(i) By November 15, 2022, the Company shall file an updated purchase power 

adjustment factor under Tariff P .PA for rates effective.December 9, 2022. This filing shall reflect 

the impact of the Rockport Fixed Cost Savings and the Estimated Rockport Offset on the purchase 

power adjustment factor. This filing shall also reflect the commencement of recovery of the 

Rockport Deferral Regulatory Asset 

(ii) The Company shall make its normal August J 5, 2023 Tariff P.P.A. filing 

for rates effective in October 2023. The Rockport Fixed Cost Savings and the Estimated Rockport 

Offset will continue to be factored into the calculation of the purchase power adjustment factor 

through the end of 2023. Beginning in January 2024, the Estimated Rockport Offset will not be 

factored into the calculation of the purchase power adjustment factor. 
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(iii) By February 1, 2024, the Company shall file an updated purchase power 

adjustment factor under Tariff P.P.A. for rates effective March 1, 2024. This filing shall only 

reflect the impact of the Rockport Offset True-Up on the purchase power adjustment factor. The 

purchase power adjustment factor shall be established to recover or credit the Rockport Offset 

True-Up amount in three months. 

(iv) Beginning with the August 15, 2024 Tariff P.P .A. filing, the Company will 

incorporate the Rockport Fixed Cost Savings in its annual calculation of the purchase power 

adjustment factor. 

4. PJM OA TT LSE Expense Recovery 

(a) As described in the testimony of Company Wi1ness Vaughan. Kentucky Power has 

included an adjusted test year amount of net PJM OATT LSE charges and credits in base rates. 

Kentucky Power will track, on a monthly basis. the amount of OAIT LSE charges and credits 

above or below the base rate level using deferral accounting. Kentucky Power will recover and 

collect 800/o of the annual over or under collection of P JM OATT LSE charges, as compared to the 

annual amount included in base rates, ("Annual P JM OA TT LSE Recovery") through the operation 

ofTariff P.P.A. 

(b) Kentucky Power will credit against the Annual PJM OATT LSE Recovery 100% 

of the difference between the return on its incremental transmission investments calculated using 

the FHRC-approved PJM OATT return on equity and the return on its incremental transmission 

investments calculated using the 9.75% return on equity provided for in this settlement (the 

"Transmission Return Difference"). Kentucky Power shall calculate the Transmission Return 

Difference as shown in ExlllBIT3. 
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(c) These changes to Tariff P.P.A. to allow for the Annual PJM OATT LSE Recovery 

will terminate on the effective date when base rates are reset in the next base rate proceeding unless 

otherwise specifically extended by the Commission. Nothing in this Paragraph 4(c) prohibits 

Kentucky Power or any other Signatory Party from taking any position regarding the extension of 

the Annual PJM OATT LSE Recovery mechanism or any other treatment of the Company's PJM 

OA TT LSE expenses. 

5. Rate Case Stay Out 

(a) Keptucky Power will not.file an application for a general adjustment of base rates 

for rates that would be effective prior to the first day of the January 2021 billing cycle. This rate 

case "stay out'' is expressly conditioned on Commission approval of this Settlement Agreement 

with.out modification including the recovery of the Rockport Deferral Regulatory Asset as 

described in Section 3 above and the incremental PJM OATT LSE expense through Tariff P.P.A. 

as described in Section 4 above. 

(b) This stay out will not apply if a change in law occurs that will result in a material 

adverse effect on the Company's financial condition. 

(c) Nothing in this stay out provision should be interpreted as prohibiting the 

Commission from altering the Company's rates upon its own investigation. or upon complaint, 

including to reflect changes in the tax code, including the federal corporate income tax rate, 

depreciation provisions, or upon a request by the Company to seek leave to address an emergency 

that could adversely impact Kentucky Power or its customers. ln the event the Commission 

initiates an investigation or a complaint is fi led with the Commission regarding the Company's 

rates, the Company retains the right to defend the reasonableness of its rates in such proceedings. 
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6. Tariff P.P.A. 

(a) Kentucky Power's proposed changes lo Tariff P.P.A., as set forth in the testimony 

of Company Witness Vaughan and modified by Sections 2 and 3 above, are approved. 

(b) A revised version of Tariff P.P.A. incorporating the modifications described in 

Sections 2 and 3 above is included as EXHIBIT 4. 

7. Depreciation Rates 

(a) Kentucky Power and the Settling lntervenors agree that Big Sandy Unit I has an 

expected life of20 years following its conversion from a coal-fired to a natural gas-fired generating 

unit. The depreciation rates for Big Sandy Unit 1 have been adjusted to reflect the 20 year expected 

life. Kentucky Power and the Signatory Parties retain the right to propose updated depreciation 

rates for Big Sandy Unit 1 in future proceedings to reflect updates to the expected lire. 

(b) Kentucky Power has adjusted depreciation rates for Big Sandy Unit l and for the 

Mitchell Plant to remove terminal net salvage costs. Kenb.Jcky Power retains the right to propose 

updated depreciation rates for Big Sandy Unit 1 and for the Mitchell PJant in future proceedings 

to include terminal net salvage costs, and the Settling Intervenors retain the right lo challenge the 

inclusion of such costs in futme proceedings. 

(c) Kentucky Power's updated depreciation rates are included as EXDIBITS. 

8. Return on Equity, Capitalization, W ACC. and GRCF 

(a) Kentucky Power shall be authorized a 9.75% return on equity. The authorized 

return on equity of 9.75% will be used in the calculation of the Company's Environmental 

Surcharge factor (for non-Rockport environmental projects) and the carrying charges for the 

Rockport Deferral and Decommissioning Rider regulatory assets. 
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(b) Kentucky Power will update its capitalization to reflect short term debt as 1 % of 

the Company's total capital structure. The annual interest rate for the short term debt will be set 

at 125%. 

(c) .Kentucky Power shall utilize a weighted average cost of capital C'WACC") of 

9.11% including a gross revenue conversion factor ("GRCF") of 1.6433%. The GRCF does not 

include a Section 199 deduction. This WACC and GRCF shall remain constant (includkg for the 

riders and surcharges described in Paragraph 8(a) above) until such time as the Commission sets 

base rates in the Company's next base rate case proceeding. The calculations of the WACC and 

GRCF are shown on EXllIBIT 6. 

9. Storm Damage Expense Amortization 

(a) .Kentucky Power will recover and arno~ the remaining unamortized balance of 

its deferred storm expense regulatory asset authori7.ed in Case No. 2012-00445 over a period of 

five years beginning January 1, 2018, consistent with the recommendation of KIUC. The 

unamortized balance of the regulatory asset authorized in Case No. 201 2-00445 will total 

$6,087,000 on December 31, 2017 and will be amortized over five years at an annual ammmt of 

$1,217,400. 

(b) Kentucky Power will recover and amortize the deferred stonn expense regulatory 

asset authorized in Case No. 20 16-00180 over a period of 5 years beginning January 1, 2018 

consistent with the testimony of Company Witness Wohnhas. The balance ofth.e regulatory asset 

authorized in Case No. 2016-00180 totals $4,377,336 and will be amortized over five years at an 

annual amount of $875,467. 

(c) The combined balance of the Kentucky Power's deferred stonn expense regulalory 

assets (the remaining unamortized balance authorized in Case No. 201 2-00445 and the amounl 
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authorized in Case No. 2016-00180) will total $10,464,336 on December 31, 2017 and will be 

amortized over five years at an annual amount of $2,092,867. 

I 0. Kentucky Economic Development Surcharge 

(a) Kentucky Power's new Kentucky Economic Development Surcharge Tariff 

("TariffK.ED.S.'') shall be approved with rates amended as follows: 

(i) The KEDS rate for residential customers will be set at $0.10 per meter 

instead of $0.25 as proposed by the Company. 

(ii) The KEDS rate for non-residential customers for which the KEDS applies 

will be set at $1.00 per meter instead of $0.25 as proposed by the Company. 

(b) All KEDS funds collected by Kentucky Power shall be matched dollar-for-dollar 

by Kentucky Power from shareholder funds. The proceeds of K.EDS and Kentucky Power's 

shareholder contribution shall be used by Kentucky Power for economic development projects, 

including the training oflocal economic development officials, in the Company's service territory. 

The KEDS, and the matching shareholder contribution, shall remain in effect until changed by 

order of the Commission. 

(c) Kentucky Power wiU continue to file on or before March 31st of each year a report 

with the Commission describing: (i) the amount collected through the Economic Development 

Surcharge; and (ii) the matching amount contributed by Kentucky Power from shareholder funds. 

The annual report to be filed by the Company shaU also describe the ammmt, recipients, and 

purposes of its expenditure of the funds collected through the Economic Development Surcharge 

and shareholder contribution. 

(d) Kentucky Power shall serve a copy of the annual report to be filed with the 

Commission in accordance with subparagraph (c) on counsel for all parties to this proceeding. 
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11. Backup and Maintenance Service 

(a) In order for Marathon Petroleum LP ("Marathon") to evaluate the economics of 

self or co-generation, Kentucky Power and Marathon will begin negotiations regarding the terms, 

conditions and pricing for backup and maintenance service within 30 days of a Commission Order 

approving this provision and will complete negotiations within the next 120 days. Prior to the start 

of the 120 day negotiation period, Marathon will provide Kentucky Power with specific 

information regarding the MW size of a potential self or co-generation facility and the type of 

generation technology being considered .. 

(b) If Kentucky Power and Marathon cannot reach an agreement on backup and 

maintenance service within 120 days, Kentucky Power and Marathon agree to submit the issue to 

the Commission for resolution. 

12. School Energy Manager Program 

(a) Kentucky Power shall seek leave from the Commission to include up to $200,000 

for the School Bnergy Manager Program in its each of its 2018 and 2019 DSM Program offerings. 

(b) Kentucky Power and KSBA both expres.5ly acknowledge that there is in Case No. 

2017-00097 a currently-pending Commission investigation of the Company's DSM programs and 

funding and that the outcome of that investigation could impact the School Energy Manager 

Program. 

13. Tariff K-12 School 

(a) Kentucky Power shall continue its current Pilot Tariff K-12 School but shall 

remove the Pilot designation as set forth in EXHIBIT 7. TariffK-12 School shall be available for 

general service to all K-12 schools in the Company's service territory, public and private, with 

normal maximwn demands greater than 100 kW. Tariff K-12 School shall reflect rates for 
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customers taking service under the tariff designed to produce annually in the aggregate $500,000 

less from Tariff K-12 School customers than would be produced under the new L.G.S. rates to be 

established under this Settlement Agreement from customers eligible to take service under Tariff 

K-12 School. The aggregate total revenues to be produced by Tariff K-12 School and Tariff L.G.S. 

shall be equal to the revenues that would be produced in the aggregate by the new rates in the 

absence ofTariffK-12 School. Service under Tariff K-12 School shall be optional. 

14. Bill Fonnat Changes 

(a) The bill fonnatting changes proposed by the Company in Case No. 2017-00231 and 

consolidated into this case by Commission Order dated July 17, 2017, to the extent not already 

approved. are approved. 

(b) Within 180 days of a Commission Order approving this Settlement, Kentucky 

Power will conduct a training session with representatives from its municipal clients and KLC to 

explain the new bill format and tools available to clients to evaluate their electric usage. 

15. Renewable Power Option Rider 

(a) The proposed changes to the Company's Green Pricing Option Rider, including 

renaming the rider to the Renewable Power Option Rider ("Rider R.P.O."), are approved except 

that the availability of service provision for Option B will state the following: 

"Customers who wish to directly pmchase the electrical output and all 
associated environmental attributes from a renewable energy generator may 
contract bilaterally with the Company under Option B. Option Bis available 
to customers talcing metered service under the Company's f.G.S., and C.S.-
1.RP. tariffs, or multiple L.G.S. tariff accounts with common ownership under 
a single parent company that can aggregate multiple accounts to exceed 1000 
kW of peak demand." 

A revised version of Rider R.P.O. incorporating the modifications described above is included as 

EXBJDIT 8. Bills for customers receiving service under Rider R.P.O. will include a separate line item 

fotRiderRP.O. charges. 
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(b) Beginning no later than March 31, 20 I 8, and no later than each March 31 fuereafier, 

Kentucky Power will file a report with the Commission describing the previous year' s activity 

under Rider R.P.O. This annual report will replace the semi-annual reports filed in Case No. 2008-

00151. 

16. Modifications To Kentucky Power• s Rate Tariffs 

In addition to the rate and tariff changes described and agreed to above, Kentucky Power 

and the Settling Intervenors agree that the following tariffs shall be modified or implemented as 

described below: 

(a) The Customer charge for the Residential Class ("Tari.ff RS.") shall be increased to 

$14.00 per month instead of the $17.50 per month proposed by the Company in its filing in this 

case. 

(b) The Company is extending the termination date for Tariff C.S. - Coal and the 

amendments to Tariff C.S. - l.R.P. and Tariff E.D.R. approved in Case No. 2017-00099 from 

December 31, 2017 to December 31, 2018. 

( c) The pole attachment rate under Tariff C.A.T.V. shall be $10.82 for attachments 

on two-u~er poles and $6. 71 for attachments on three-user poles for all attachments instead of the 

$11.97 for attachments on two-user poles and $7.42 for attachments on three-user poles proposed 

by the Company in its filing in this case. 

17. Filing Of Settlement Agreement With The Commission And Reguest For Approval 

Following the execution of this Settlement Agreement, Kentucky Power and the Settling 

lntervenors shall file this Settlement Agreement with the Commission along with a joint request 

to the Commission for consideration and approval of this Settlement Agreement so that Kentucky 
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Power may begin billing under the approved adjusted rates for service rendered on or before 

January 19, 2018. 

18. Good Faith And Best Efforts To Seek Approval 

(a) This Settlement Agreement is subject to approval by the Public Service 

Commission. 

(b) Kentucky Power and the Settling Jntervenors shall act in good faith and use their 

best efforts to recommend to the Commission that this Settlement Agreement be approved in its 

entirety and without modification and that the rates and charges set forth herein be implemented. 

( c) Kentucky Power and the Settling Interveoors filed testimony in this case. Kentucky 

Power also filed testimony in support of the Settlement Agreement. For purposes of any hearing, 

the Settling lntervenors and Kentucky Power waive all cross..examination of the other Signatory 

Parties' witnesses except for purposes of supporting this Settlement Agreement unless the 

Commission disapproves this Settlement Agreement. Each further stipulates and recommends that 

the Notice of Intent, Application, testimony, plead.in~, and responses to data requests filed in this 

proceeding be admitted into the record. 

(d) The Signatory Parties further agree to support the reasonableness of this Settlement 

Agreement before the Commission, and to cause their counsel to do the same, including in 

connection with any appeal from the Commission's adoption or enforcement of this Settlement 

Agreement 

(e) No party to this Settlement Agreement shall challenge any Order of the 

Commission approving the Settlement Agreement in its entirety and without modification. 
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19. Failure Of Commission To Approve Settlement Agreement 

If the Commission does not accept and approve this Stipulation in its entirety, then any 

advel'Sely affected Party may withdraw from the Stipulation within the statutory periods provided 

for rehearing and appeal of the Commission's order by ( 1) giving notice of withdrawal to all other 

Parties and (2) timely filing for rehearing or appeal. Upon the latter of (1) the expiration of the 

statutory periods provided for rehearing and appeal of the Commission's order and (2) the 

conclusion of all rehearing's and appeals, all Parties that have not withdrawn will continue to be 

bound by the tenns of the Stipulation as modified by the Commission's order. 

20. Continuin& Commission Jurisdiction 

This Settlement Agreement shall in no way be deemed to divest the Commission of 

jurisdiction under Chapter 278 of the Kentucky Revised Statutes. 

21 . Effect of Settlement Agreement 

This Settlement Agreement shall inure to the benefit of, and be binding upon, the parties 

to this Settlement Agreement, their successors, and assigns. 

22. Complete Agreement 

This Settlement Agreement constitutes the complete agreement and understanding among 

the parties to this Settlement Agreement, and any and all oral statements, representations, or 

agreements. Any and all such oral statements, representations, or agreements made prior hereto or 

contained contemporaneously herewith shall be null and void and shall be deemed to have been 

merged into this Settlement Agreement. 

23. Ind~oendent Analysis 

The terms of this Settlement Agreement are based upon the independent analysis of the 

parties to this Settlement Agreement, are the product of compromise and negotiation, and reflect 
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a fa.ir,just, and reasonable resolution of the issues herein. Notwithstanding anything contained in 

this Settlement Agreement, Kentucky Power and the Settling Intervenors recognize and agree that 

the effects, if any, of any future events upon the income of Kentucky Power are unknown and this 

Settlement Agreement shall be implemented as written. 

24. Settlement Agreement And Negotiations Are Not An Admission 

(a) This Settlement Agreement shall not be deemed to constitute an admission by any 

party to this Settlement Agreement that any computation, formula, allegation, assertion, or 

contention made by any other party in these proceedings is true or valid. Nothing in this Settlement 

Agreement shall be used or construed for any purpose to imply, suggest or otherwise indicate that 

the results produced through the compromise reflected herein represent fully the objectives of the 

Signatory Parties. 

(b) Neither the terms of this Settlement Agreement nor any statements made or matters 

raised during the settlement negotiations shall be admissible in any proceeding, or binding on any 

of the parties to this Settlement Agreement, or be construed against any of the parties to this 

Settlement Agreement, except that in the event of litigation or proceedings involving the approval, 

implementation or enforcement of this Agreement, the terms of this Settlement Agreement shall 

be admissible. This Settlement Agreement shall not have any precedential value in this or any 

other jurisdiction. 

25. Consultation With CoLmsel 

The parties to this Settlement Agreement warrant that they have informed, advised, and 

consulted with their respective counsel with regard to the contents and significance of this 

Settlement Agreement and are relying upon such advice in entering into this agreement. 
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26. Authority To Bind 

Each of the signatories to this Settlement Agreement hereby warrant they are authorized to 

sign this agreement upon behalf of, and bind, their respective parties. 

27. Construction Of Agreement 

This Settlement Agreement is a product of negotiation among all parties to this Settlement 

Agreement, and no provision oftbis Settlement Agreement shall be construed in favor of or against 

any party hereto. This Settlement Agreement is submitted for purposes of this case only and is not 

to be deemed binding upon the parties hereto in any other proceeding, nor is it to be offered or 

relied upon in any other proceeding involving Kentucky Power or any other utility. 

28. Counter;parts 

This Settlement Agreement may be executed in multiple counterparts. 

29. Future Rate ProceediniS 

Nothing in this Settlement Agreement shall preclude, prevent. or prejudice any party to this 

Settlement Agreement from raising any argument or issue, or challenging any adjustment, in any 

future rate proceeding of Kentucky Power. 

IN WITNESS WHEREOF, this Settlement Agreement has been agreed to as of this 22nd 

day of November 2017. 
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KENTUCKY POWER COMPANY 

.,,, 
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KENnJCK.Y INDUSTRIAL um.tTY 
CUSTOMERS, INC. 

By:·?ez~ · 
1ta: C °" 1.1 c I 
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KENTUCKY SCHOOL BOARDS 
ASSOCJATION, INC. 

By.~~ 
1t1: u;el C,"'4 sAL 



KENTUCKY LBAOUE OP CITIES 
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KENTUCKY CABLE 
TFLECOMMUNICATION 
ASSOCIATION, INC. 
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WAL-MART STORBS BAST, LP AND 
SAM•s EAST, INC. 

By:* 
Its : ~ 



APPENDIX B 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

Adiustments Amounts 
Capacity Charae Revenues Removal ($6,396 832) 
Removal of Effects of Decommissioning Rider Revenue and ($18,512,331 ) 
Expenses 
Eliminate Mitchell FGD Operatina Expenses ($13,308, 197) 
Remove Mitchell plant FGD and Consumable inventory from Rate ($1 ,610, 192) 
Base 
Removal of Mitchell FGD Environmental Surcharge Rider ($538,417) 
Revenues 
Remove Big Sandy Unit 1 Operation Rider Deferrals ($4,333,902) 
Fuel Under (Over) Revenues $4,574,472 
Reset OSS Marcin Baseline to 2016 Test Year OSS Margins ($8,800,856) 
PPA Rider Synchronization Adjustment $372,542 
Remove DSM Revenue Expense ($5,503,380) 
Remove HEAP Revenue and Expense ($246 772) 
Remove Economic Development Surcharge Revenue and Expense ($303,011 ) 
Tariff Miaration Adjustment $1 ,026,263 
Customer Annualization Revenue Adjustment ($1,342,364) 
Weather Normal Load Revenue Adjustment $4,080,748 
O&M Exoense Interest on Customer Depcsit $67,254 
Amortization of Major Storm Cost Deferral $874,592 
Postaae Rate Decrease Adiustment ($6,656) 
Eliminate Advertisino Expense $100,444 
Adiust Pension and OPES Exoense $148,679 
Employee Related Group Benefit Expense $429,241 
Remove PJM Blls From Base for FAC Inclusions ($516,659) 
Adjustment to Include Purchase Power Llmi~ation Expense in Rate $3, 150,582 
Base 
Adjustment to Include Forced Outage Purchase Power Limitation in $882,204 
Base Rates 
Annualize NITS/PJM LSE OATT Expense $3,825,858 
Annualize PJM Admin Charaes $118,606 
Amortization of NERC Cost Deferral $14,275 
Severance Expense Adjustment $2,363 
Annualization of Payroll Expense Adjustment $244,837 
Social Security Tax Base Adjustment $26,009 
Eliminate Non-Recoverable Business Expenses $14,914 
Plant Maintenance Normalization ($274,334) 
Depreciation Annualization Adjustment Electric Plant in Service $2,037,359 
Decrease ARO Depreciation Expense to an Annualized Level ($3,818) 
Decrease ARO Accretion Exoense to an Annualized Level ($109,495) 
Annualization of Cable Pole Attachment Revenue $532,369 
KPSC Maintenance Assessment ($1 801) 
State Gross Receipts Tax Adjustment $78,776 
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Interest Synchronization Adjustment (Per 8/7/2017 Amendment) $6,449,828 
AFUDC Offset Adjustment (Per 8/17/2017 Amendment) $28,197 
Adiustment to Recognize Accrued Surcharae Revenue Differences ($62,588) 
Mitchell Plant ADSIT Amortization $1 ,292,491 
Decrease O&M for Vegetation Management Tree Trimming ($6, 794,282} 
Annualization of Property Truces $595,507 

Case No. 2017-00179 



APPENDIX C 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

The following rates and charges are prescribed for the customers in the area 

served by Kentucky Power Company. All other rates and charges not specifically 

mentioned herein shall remain the same as those in effect under authority of this 

Commission prior to the effective date of this Order. 

Service Charge per month 
Energy Charge per kWh 

TARIFF R.S. 
RESIDENTIAL SERVICE 

Storage Water Heating Provision - Per kWh 
Load Management Water Heating Provision - Per kWh 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF R.S.-L.M.-T.0.D. 

$ 14.00 
$ .09660 
$ .06072 
$ .06072 

$ .30 

RESIDENTIAL SERVICE LOAD MANAGEMENT TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during on-peak billing period 
All kWh used during off-peak billing period 
Separate Metering Provision Per Month 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF R.S.-T.O.D. 
RESIDENTIAL SERVICE TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during on-peak bill ing period 
All kWh used during off-peak billing period 

Home Energy Assistance Program Charge 
Per meter per month 

$ 16.00 

$ .14346 
$ .06072 
$ 3.75 

$ .30 

$ 16.00 

$ .14386 
$ .06072 

$ .30 
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TARIFF R.S.-T.0.D. 2 
EXPERIMENTAL RESIDENTIAL SERVICE TIME-OF-DAY 2 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during summer on-peak billing period 
All kWh used during winter on-peak billing period 
All kWh used during off-peak billing period 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF R.S.D. 

$ 16.00 

$ .17832 
$ .15342 
$ .08094 

$ .30 

RESIDENTIAL DEMAND-METERED ELECTRIC SERVICE 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during on-peak billing period 
All kWh used during off-peak billing period 
Demand Charge per kW 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF G.S. 
GENERAL SERVICE 

Secondary Service: 
Service Charge per month 
Energy Charge per kWh: 

Phase 1 
First 4,450 kWh per month 
Over 4,450 kWh per month 

Phase 2 
First 4,450 kWh per month 
Over 4,450 kWh per month 

Demand Charge per kW greater than 10 kW 
Phase 1 
Phase 2 

Primary Service: 
Service Charge per month 
Energy Charge per kWh: 

First 4,450 kWh per month 
Over 4,450 kWh per month 

Demand Charge per kW greater than 10 kW 

$ 17.50 

$ .09738 
$ .07029 
$ 4.02 

$ .30 

$ 22.50 

$ .10198 
$ .10188 

$ .09807 
$ .09798 

$ 4.00 
$ 6.00 

$ 75.00 

$ .08629 
$ .08659 

$ 7.18 
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Subtransmission Service: 
Service Charge per month 
Energy Charge per kWh: 

First 4,450 kWh per month 
Over 4,450 kWh per month 

Demand Charge per kW greater than 10 kW 

TARIFF G.S. 

$ 364.00 

$ .07822 
$ .07855 
$ 5.74 

GENERAL SERVICE 
RECREATIONAL LIGHTING SERVICE PROVISION 

Service Charge per month 
Energy Charge per kWh 

TARIFF G.S. 
GENERAL SERVICE 

$ 22.50 
$ .09968 

LOAD MANAGEMENT TIME-OF-DAY PROVISION 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during on-peak billing period 
All kWh used during off-peak billing period 

TARIFF G.S. 
GENERAL SERVICE 

$ 22.50 

$ .14423 
$ .06072 

OPTIONAL UNMETERED SERVICE PROVISION 

Service Charge per month 
Energy Charge per kWh: 

Phase 1 
First 4,450 kWh per month 
Over 4,450 kWh per month 

Phase 2 
First 4,450 kWh per month 
Over 4,450 kWh per month 

TARIFF S.G.S.-T.O.D. 

$ 14.00 

$ .10198 
$ .10188 

$ .09807 
$ .09798 

SMALL GENERAL SERVICE TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during summer on-peak billing period 
All kWh used during winter on-peak billing period 
All kWh used during off-peak billing period 

$ 22.50 

$ .17034 
$ .14372 
$ .07511 
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TARIFF M.G.S.-T.O.D. 
MEDIUM GENERAL SERVICE TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during on-peak billing period 
All kWh used during off-peak billing period 

TARIFF L.G.S. 
LARGE GENERAL SERVICE 

Secondary Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

Primary Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

Sub-transmission Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

Transmission Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

All Service Voltages: 
Excess Reactive Charge per KVA 

TARIFF L.G.S. 
LARGE GENERAL SERVICE 

$ 22.50 

$ .16747 
$ .06072 

$ 85.00 
$ .07712 
$ 7 .97 

$ 127.50 
$ .06711 
$ 7.18 

$ 660.00 
$ .05112 
$ 5.74 

$ 660.00 
$ .04997 
$ 5.60 

$ 3.46 

LOAD MANAGEMENT TIME-OF-DAY PROVISION 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during on-peak billing period 
All kWh used during off-peak billing period 

$ 85.00 

$ .14063 
$ .06088 
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TARIFF L.G.S. - T.0 .D. 
LARGE GENERAL SERVICE TIME-OF-DAY 

Secondary Service Voltage: 
Service Charge per month $ 85.00 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09670 
Off-Peak Energy Charge per kWh $ .04132 

Demand Charge per kW $ 10.87 

Primary Service Voltage: 
Service Charge per month $ 127.50 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09300 
Off-Peak Energy Charge per kWh $ .04010 

Demand Charge per kW $ 7.84 

Sub-transmission Service Voltage: 
Service Charge per month $ 660.00 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09176 
Off-Peak Energy Charge per kWh $ .03970 

Demand Charge per kW $ 1.52 

Transmission Service Voltage: 
Service Charge per month $ 660.00 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09049 
Off-Peak Energy Charge per kWh $ .03928 

Demand Charge per kW $ 1.49 

All Service Voltages: 
Excess Reactive Charge per KV A $ 3.46 

TARIFF l.G.S. 
INDUSTRIAL GENERAL SERVICE 

Secondary Service Voltage: 
Service Charge per month $ 276.00 
Energy Charge per kWh $ .02663 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand $ 24.13 
Of Monthly Off-Peak Billing Demand $ 1.60 
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Primary Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand 

Sub-transmission Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand 
Of Monthly Off-Peak Billing Demand 

Transmission Service Voltage: 
Service Charge per month 
Energy Charge per kWh 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand 
Of Monthly Off-Peak Billing Demand 

All Service Voltages: 

$ 276.00 
$ .02553 

$ 20.57 

$ 794.00 
$ .02793 

$ 13.69 
$ 1.51 

$1 ,353.00 
$ .02792 

$ 13.26 
$ 1.49 

Reactive demand charge for each kilovar of maximum leading or lagging reactive 
demand in excess of 50 percent of the kW of monthly metered demand is $.69 per 
KVAR. 

Minimum Demand Charge 
The minimum demand charge shall be equal to the minimum billing demand times the 
following minimum demand rates per kW: 

Secondary 
Primary 
Subtransmission 
Transmission 

Service Charge per month 

TARIFF M.W. 
MUNICIPAL WATERWORKS 

Energy Charge - All kWh per kWh 

$ 
$ 
$ 
$ 

25.83 
22.21 
15.30 
14.86 

$ 22.90 
$ .09135 

Subject to a minimum monthly charge equal to the sum of the service charge plus $8.89 
per kW as determined from customer's total connected load. 
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TARIFF O.L. 
OUTDOOR LIGHTING 

OVERHEAD LIGHTING SERVICE 

High Pressure Sodium per Lamp: 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (22,000 Lumens) 
250 Watts (28,000 Lumens) 
400 Watts (50,000 Lumens) 

Mercury Vapor per Lamp: 
175 Watts (7,000 Lumens) 
400 Watts (20,000 Lumens) 

POST-TOP LIGHTING SERVICE 

High Pressure Sodium per Lamp: 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
100 Watts Shoe Box (9,500 Lumens) 
250 Watts Shoe Box (28,000 Lumens) 
400 Watts Shoe Box (50,000 Lumens) 

Mercury Vapor per Lamp: 
175 Watts (7,000 Lumens) 

FLOOD LIGHTING SERVICE 

High Pressure Sodium per Lamp: 
200 Watts (22,000 Lumens) 
400 Watts (50,000 Lumens) 

Metal Halide 
250 Watts (20,500 Lumens) 
400 Watts (36,000 Lumens) 
1,000 Watts (110,000 Lu mens) 
250 Watts Mongoose (19,000 Lumens) 
400 Watts Mongoose (40,000 Lumens) 

Per Month: 
Wood Pole 
Overhead Wire Span not over 150 Feet 
Underground Wire Lateral not over 50 Feet 

$ 8.50 
$ 9.30 
$ 10.90 
$ 15.04 
$ 16.01 

$ 9.04 
$ 14.64 

$ 14.05 
$ 23.30 
$ 29.50 
$ 24.99 
$ 36.16 

$ 10.59 

$ 13.10 
$ 17.06 

$ 15.27 
$ 18.39 
$ 30.94 
$ 20.57 
$ 23.59 

$ 3.40 
$ 2.00 
$ 7.40 

Per Lamp plus $0.02725 x kWh in Sheet No. 14-3 in Company's tariff 
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TARIFF S.L. 
STREET LIGHTING 

Rate per Lamp: 
Overhead Service on Existing Distribution Poles 

High Pressure Sodium 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (22,000 Lumens) 
400 Watts (50,000 Lumens) 

Service on New Wood Distribution Poles 
High Pressure Sodium 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (22,000 Lumens) 
400 Watts (50,000 Lumens) 

Service on New Metal or Concrete Poles 
High Pressure Sodium 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (22,000 Lumens) 
400 Watts (50,000 Lumens) 

$ 7.02 
$ 7.55 
$ 8.95 
$ 11 .71 

$ 10.80 
$ 11.55 
$ 12.95 
$ 16.61 

$ 27.45 
$ 28.15 
$ 26.70 
$ 27.11 

Per Lamp plus $0.02725 x kWh in Sheet No. 15-2 in Company's tariff 

TARIFF C.A.T.V. 
CABLE TELEVISION POLE ATIACHMENT 

Charge for attachments 
On a two-user pole 
On a three-user pole 

TARIFF COGEN/SPP I 

$ 10.82 
$ 6.71 

COGNERATION AND/OR SMALL POWER PRODUCTION 
100 KW OR LESS 

Monthly Metering Charges: 
Single Phase: 

Standard Measurement 
Time-of-Day Measurement 

$ 9.25 
$ 9.85 
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Polyphase: 
Standard Measurement $ 12.10 
Time-of-Day Measurement $ 12.40 

Energy Credit per kWh: 
Standard Meter - All kWh $ .03240 
Time-of-Day Meter: 

On-Peak kWh $ .03860 
Off-Peak kWh $ .02790 

Capacity Credit: 
Standard Meter per kW $ 3.11 
Time-of-Day Meter per kW $ 7.47 

TARIFF COGEN/SPP II 
COGNERATION AND/OR SMALL POWER PRODUCTION 

OVER 100 KW 

Metering Charges: 
Single Phase: 

Standard Measurement $ 9.25 
Time-of-Day Measurement $ 9.85 

Polyphase: 
Standard Measurement $ 12.10 
Time-of-Day Measurement $ 12.40 

Energy Credit per kWh: 
Standard Meter - All kWh $ .03240 
Time-of-Day Meter: 

On-Peak kWh $ .03860 
Off-Peak kWh $ .02790 

Capacity Credit: 
Standard Meter per kW $ 3.11 
Time-of-Day Meter per kW $ 7.47 

TARIFF K.E.D.S. 
KENTUCKY ECONOMIC DEVELOPMENT SURCHARGE 

Per month per account: 
Residential 
All Other 

$ .00 
$ 1.00 
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TARIFF C.C. 
CAPACITY CHARGE 

Energy Charge per kWh: 
Service Tariff 

l.G.S. $ .000749 
All Other $ .001435 

RIDER R.P.O. 
RENEWABLE POWER OPTION RIDER 

OPTION A 

Solar RECs: 
Block Purchase per 100 kWh per month $ 1.00 
All Usage Purchase per kWh consumed $ .01000 

Wind RECs: 
Block Purchase per 100 kWh per month $ 1.00 
All Usage per kWh consumed $ .01000 

Hydro & Other RECs: 
Block Purchase per 100 kWh per month $ .30 
All Usage per kWh consumed $ .00300 

RIDER A.F.S. 
ALTERNATE FEED SERVICE RIDER 

Monthly Rate for Annual Test of Transfer Switch/Control Module $ 14.67 
Monthly Capacity Reservation Demand Charge per kW $ 6.29 

Case No. 2017-00179 
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APPENDIX D 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

Plant 

Mitchell 

Mitchell 

Rockport 

Rockport 

Mitchell & 
Rockport 

Big Sandy, 
Mitchell & 
Rockport 

Big Sandy, 
Mitchell & 
Rockport 

Big Sandy, 
Mitchell & 
Rockport 

Mitchell 

Mitchell 

Mitchell 

Mitchell 

Mitchell 

Mitchell 

Rockport 

Rockport 

ENVIRONMENTAL COMPLIANCE PLAN 

Pollutant Description 

Previouslv Aoorovecl Environmental Comollance Pro!ects 

NOx. 502, 
and 503 

502, NOx 
and Gypsum 

502 / NOx 

NOx. Fly Ash, & 
Bott.om Ash 

502, NOx, 
Particulates & 
voe and etc. 

NOx 

502 

$02/NOx 

Particulates 

Particulates 

Mercury 

Selenium 

Fly Ash, Bottom Ash, 
Gypsum & 
WWTPSollds 

Particulates 

Particulates 

Mercury 

Mitchell Units 1 & 2, Water Injection, Low NOx Sumers, 
Low NOx Bumer Modification, SCA. FGD, Landfill, 
Coal Blending Facilities & S03 Mitigation 

Mitchell Plant Common CEMS, Replace Sumer 
Barrier Valves & Gypsum Material Handling Facilitles 

Continuous Emission Monitors ("CEMS') 

Rockport Units 1 & 2 Low NOx Sumers, Over Fire Air 
& Landfill 

Tiiie V Air Emissions Fees at Mitchell and 
Rockport Plants 

Costs Associated with NOx Allowances 

Costs Associated with S02 Allowances 

Costs Associated with the CSAPR Allowances 

Mitchell Units 1 & 2 - Precipitator Modifications 

Mitchell Units 1 & 2 - Bottom Ash & Fly Ash Handling 

Mitchell Units 1 & 2 - Mercury Monitoring (' MATS' ) 

Mitchell Units 1 & 2 - Dry Fly Ash Handling Conversion 

Mitchell Units 1 & 2 - Coal Combustion Waste Landfill 

Mitchell Unit 2 · Electrostatic Precipitator Upgrade 

Rockport Units 1 & 2 - Precipitator Modifications 

Rockport Units 1 & 2 - Activated Carbon Injection 
('ACI') & Mercury Monitoring 

In-Service 
Year 

1993-1994-
2002-2007 

1993-1994-
2007 

1994 

2003-2008 

Annual 

AsNeeded 

As Needed 

As Needed 

2007-2013 

2008-2010 

201 4 

2014 

2014 

2015 

2004-2009 

2009·2010 
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17 Rockport Hazardous Air Rockport Units 1 & 2 • Dry Sort>ent Injection 2015 
Pollutants ("HAPS") 

18 Rockport Fly Ash & Rockport Plam Common • Coal Combustion Waste 2013& 
Bottom Ash Landfill Upgrade to Accept Type 1 Ash 2015 

Prooosed Eny!ronmental Compliance Projects 

19 Rockport NOx Rockport Unit 1 • Selective Catalytic Reduction equipment 2017 

20 Mitchell S02 / NOx, Mercury, Cost of consumables used in conjunction with approved ECP As Needed 
Rockport Particulates, Hazardous projects Including the cost of the consumables used and a 

Air Pollutants ("HAPS") return on consumable inventories. Consumables Include, but 
are not limited to sodium bicart>onate, activated carbon, 
anhydrous ammonia, trona, lime hydrate, limestone, polymer, 
and urea. 

Case No. 2017-00179 
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APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

MONTHLY BASE PERIOD REVENUE REQUIREMENT 

B~lling Month Base Period Cost 

January $ 3,664,681 

February 3,581 ,017 

March 3,353,024 

April 3,661 ,574 

May 3,595,145 

June 3,827,332 

July 3,747,320 

August 3,888,262 

September 3,636,247 

October 3,824,697 

November 3,717,340 

December 3,882,677 

$ 44,379,31 6 
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APPENDIX F 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SEjl~1<1ta 2018 
COMMISSION IN CASE NO. 2017-00179 DATED 

Commi ssion Staff Adjustments to the Revenue Requirement In the Settlement Agreement 
Caae No. 2017-00179 

Increase Per Settlement 

Operating Income Issues 

OSS Rider Adjustment 
Theft Rec<Mlry Re1.enue 
Purchased Power Aq CNP 26&27) 
Relocation Expense 

Cost of Capital Issues 
Total Change in ROE and capitalization 
Change in GCRF 

Total Adjustments to the Settlement Agreement 

Recommended Change i n Baae Rates 

Kentucky Power Company (Kentucky Jurisdiction) 

Pre-Tax 
Operating Income NOi 

Amount Amount GRCF 

(486,412) (361,693) 1.352116 
(166, 198) (123,584) 1.352116 

(4,032,786) (2,998, 755) 1.352116 
(132, 109) (98,235) 1.352116 

(476,714) 1.3521 16 

Staff RR 
Amount 

31 ,780,734 

$ (489,051) 
$ (167, 100) 
$ (4,054,664) 

$ (132,826) 

$ (644,573) 
(13,943,890) 

$ (19,432,104) 

$ 12,348,630 
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Exhibit - -----

Use of a "forecasted" A-rated bond yield. 

Inclusion of flotation costs. 

Use of quarterly compounding in hi s DCF calculation. 

Page 35 

I have already discussed items 2 and 3 previously in my testimony and this discussion 

also applies to the way Dr. Vander Weide calculated the DCF return for hi s portfolio of 

proxy companies using the ex-ante risk premium method. Dr. Vander Weide's 

inclusion of flotation costs and quarterly compounding inflates his proxy group DCF 

results, thereby overstating the risk premium he used in his analysis. 

How does the use of a forecasted A-rated bond yield overstate the risk premium 
return on equity? 

Dr. Vander Weide's u e of a forecasted A-rated utility bond yield should be rejected. 

Current, observable bond yields should be used for any risk premium analysis. 

Current bond yields reflect all relevant current market information, including 

expectations about future interest rates. If investors really expected A-rated utility 

bonds to be significantly higher than they are now, they likely would have already 

adjusted the current bond yield to avoid or minimize capital losses in the future. 

How does the foreca ted A-rated utility bond yield used by Dr. Vander Weide 
compare to current A-rated utility bond yields? 

The December 29, 2017 yield on Moody's average public utility bond was 3.81 %. 

Dr. Vander Weide's forecasted A-rated utility bond yield is 5.80%, which is about 

200 basis points higher than the current y ield on the average public utility bond. On 

J. Kennedy and Associates, Inc. 
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To provide for reconcihation purauanl to utJes 11 end V of the concurrent resoluuon 

on the budgeL for fl.8Cal year 2018 

Be it en.acted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 

TITLE I 
SECTION 11000. SHORT TITLE, ETC. 

(a) AMENDMENT OF 1986 CODE.-Except as otherwise expressly 
provided, whenever in t his title a n amendment or repeal is 
expressed in terms of an amendment to, or repeal of, a section 
or other provision, lhe reference shall be considered to be made 
lo a section or other provision of the Internal Revenue Code of 
1986. 

Subtitle A-Individual Tax Reform 

PART I-TAX RATE REFORM 
SEC. 11001. MODIFICATION OF RATES. 

(a) IN GE.'IERAL.-Section 1 is amended by adding at the end 
the following new subsection: 

"(j) MODIFICATIONS FOR TAXABLE YEARS 2018 THROUGH 2025.
"(l ) IN GENERAL.-ln the case of a taxable year beginning 

after December 31, 2017, and before January 1, 2026--
"(A) subsection (i) shall not apply, and 
"(B ) this section (other than subsection (i)) shall be 

applied as provided in paragraphs (2) through (6). 
"(2 ) RATE TABLES.-

"(A) MARRIED INDIVIDUALS FUJ.NG JOINT RETURNS AND 
SUR\l'JVJNG SPOUSES.-The following table shall be applied 
in lieu of the table contained in subsection (a ): 

" lf twcnble income is: The tax is: 

NoL over $19,050 .... ... . ............................. IO'l oft.aJr:able income. 
Over $19,050 but not over $77,400 . $1$~iJJ1."" 12'\ of Lhe exc ... over 

Over $77 ,400 but not over $165,000 

Over $165,000 but not over $315,000 
$8$~~:i,J}us 22'\ or the excess over 

•• $28, l 79, plus 24% or the exeeaa over 
$165,000. 

Over $315,000 but not over $400,000 ............ $64,179, plus 32% or the OJ<ceJ!S over 
$315,000. 
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"If taxable income is: The tax is: 

Over $400,000 but not over $600,000 ............ $91,379, plus 35% of the excess over 
$400,000. 

Over $600,000 ................................................. Sl~~::OC.lus 37% of the excess over 

"(B) HEADS OF HOUSEHOLOS.-Tbe following table shall 
be applied in lieu or t.he table contained in subsection 
(b): 

'"1-f taxable income is: 

Not. over $13,600 ......... ................ ..... ... .... ... .... . 
Over $13,600 but not over $51,800 ............... . 

Over $51,800 but not over $82,500 ............... . 

Over $82,500 but oot over $167,600 ............. . 

Over S 167 ,600 but not over $200,000 ........... . 

Over $200,000 but not over $600,000 ........... . 

Over $500,000 

The tax is: 

10% of taxable income. 
S IS~~i;ctc/.us 12% of the excess over 

$5fsf actc/.us 22% of the excess over 

$liai~ixflus 24% of the exceaa over 

$30,698, plus 32% of the excess over 
$157,500. 

~i2Ji~~'."' 35% of the excess over 

s1~c:,::oc.1us 37% of the excess over 

"(C) u~o INDIVIDUALS OTHER THAN SURVIVING 
SPOUSES AND HEADS OF HOUSEHOLDS.-The following table 
shall be applied in lieu or the table contained in subsection 
(c): 

"U taxable income is: 

Not over $9,525 .............................................. . 
Over $9,525 but not over $38,700 ................. . 

Over $38,700 but not over $82,500 ............... . 

Over $82,500 but not over $157,500 .......... ... . 

Over $167,500 but not over $200,000 ........... . 

Over $200,000 but not over $500,000 ........... . 

Over $500,000 

The tax is: 

10% of taxable income. 
$952.60, plus 12% of the exceaa over 

$9,625. 
$4,453.50, plus 22% of the excess 

over $38,700. 
s1:~~9~;s8~~· 24% of the exceaa 

$3:~~9$~7,K~ 32% of the exceaa 

~~9$~.~ 35% of the excess 

$150,689.50, plus 37% of the excus 
over $500,000. 

"(0) MARRlED INDIVIDUALS FILING SEPARATE 
R.ETURNS.-The following table shall be applied in lieu of 
t.he table contained in subsection (d): 

"If t.a.x.able income is: 

Not over $9,525 ............................ ................ .. . 
Over $9,626 but not over $38,700 ................. . 

Over $38,700 but not over $82,500 ............... . 

Over $82,500 but not over $167,500 ............. . 

Over $157,600 but not over $200,000 ........... . 

Over $200,000 but not over $300,000 ........... . 

The tax is: 

10% of taxable income. 
$952.50, plus 12% of the excess over 

$9,626. 
$4.;!~·raa..rJc:~ 22% of the e>:cess 

s1:~~9$s6g;s8Ju• 24% of the excess 

$32,089.50, plus 32% of the excess 
over $167,600. 

$45,689.50, plus 35% of the u cesa 
over $200,000. 
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"'If taxable incom e is: 

Over $300,000 ............................................... . 

The tlU' is: 

$80,689.50, plus 37% of Lhe excess 
over $300,000. 

"(E) ESTATES AND TRUSTS.- The following t.able shall 
be applied in lieu of the t.able contained in subsection 
(e): 

"lf taxable income is; 

Not over $2,550 .............................................. . 
Over $2,650 but not over $9,150 ................... . 

Over $9,150 but not over $12,500 ... ..... ..... .... . 

Over $ 12,500 ................... ..... ...... . 

The tu: i.s: 

10% of taxable income. 
$255, plua 24% of Lhe excess over 

$2,550. 
SIS~~i;t,1"" 35% of the excess over 

S3~~!~·fil2./Jo• 37% of the excess 

"(F) REFERENO~S TO RATE TABLES.-Any reference in 
this title to a rate of tax under subsection (c) shall be 
treated as a reference to the corresponding rate bracket 
under subparagraph (C) of this paragraph, except that 
the reference in section 3402(qXl ) to the third lowest rate 
of tax applicable under subsection (c) shall be treated as 
a reference to the fourth lowest rate of tax under subpara
graph (C). 
"(3) AD.IUSTMENTS.-

"(A) No ADJUSTMENT JN 2018.-The tables contained 
in paragraph (2) shall a pply without adjustment for taxable 
years beginning aft.er December 31, 2017, and before 
January 1, 2019. 

"(B) SUBSEQUENT YEARS.- For taxable years beginning 
afl.er December 31, 2018, the Secretary shall prescribe 
tables which shall apply in lieu of the tables contained 
in paragraph (2) in the same manner as under paragraphs 
(1) a nd (2) of subsection CO (applied without regard to 
clauses (i) and (ii) of subsection (f)(2XA)), except that in 
prescribing such tables-

"(i ) subsection (f)(3) shall be applied by sub
stituting 'calendar year 2017' for 'calendar year 2016' 
in subparagraph (AXii) thereof, 

"(i i) subsect ion (f)(7XB) shall apply to any 
unmarried individual other than a surviving spouse 
or head of household, and 

"(iii) subsection (f)(8) shall not apply. 
"(4) SPECIAL RULES ~'OR CERTAIN CHILDREN WITH UNEARNED 

INCOME.-
"(A) IN GENERAL.- In the case of a child to whom 

subsection (g) applies for the taxable year, the rules of 
subparagraphs (B) and (C) shall apply in lieu of the rule 
under subsection (g)(l). 

"(B) MODIFICA1'10NS TO APPLICABLE RATE BRACKETS.
In determining the amount of tax imposed by this section 
for the taxable year on a child described in subparagraph 
(A), the income tax table otherwise a pplicable under this 
subsection to the child shall be applied with the following 
modifies tions: 
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"(i) 24-PERCENT BRACKET.-The maximum taxable 
income which is taxed at a rate below 24 percent 
shall not be more than the sum of-

"(l) the earned taxable income of such child, 
plus 

"(II) the minimum taxable income for the 24-
percent bracket in I.he table under paragraph 
(2)(E) (as adjusted under paragraph (3)) for the 
taxable year . 
"(ii) 35-PERCENT BRACKET.-The maximum taxable 

income which is taxed at a rate below 35 percent 
shall not be more than I.he sum of-

"(l ) the earned taxable income of such child, 
plus 

"(II) the minimum taxable income for the 35-
percent bracket. in the table under paragraph 
(2)(E) (as adjusted under paragraph (3)) for the 
taxable year. 
"(iii) 37-PERCENT BRACKET.-The maximum taxable 

income which is truced at. a rate below 37 percent. 
shall not be more than the sum of-

"(I) the earned taxable income of such child, 
plus 

"(II) the minimum taxable income for the 37-
percent. bracket in the table under paragraph 
(2)(E) (as adjusted under paragraph (3)) for the 
taxable year. 

"(C) COORDINATION WTTH CAPITAL GAINS RATES.-For 
purposes of applying section l(h) (after the modifications 
under paragraph (5)(A)}-

"(i) the maximum zero rate amount shall not be 
more than the sum of-

"(l) I.he earned taxable income of such child, 
plus 

"(II) the amount in effect under paragraph 
(5)(B)(i)(IV) for I.be taxable year, and 
"(ii) the maximum 15-percent rate amount shall 

not. be more tha n the sum of-
"(I) the earned taxable income of such child, 

plus 
"(II) the amount in effect under paragraph 

(5XBXii)(IV) for t.he taxable year. 
"(D) EARNED TAXABLE INCOME.-For purposes of this 

paragraph, the term 'earned taxable income' means, with 
respect to any child for any taxable year, the taxable income 
of such child reduced (but not below zero) by the net 
unearned income (as defined in subsection (g)(4)) of such 
child. 
"(5) APPLICATION OF CURRENT INCOME TA.X BRACKETS TO 

CAPITAL GAINS BRACKETS.-
"(A) IN GENERAL.-Section l (h)(l ) shall be applied-

"(i) by substituting 'below the maximum zero rate 
amount' for 'which would (without regard to this para
graph) be taxed at a rate below 25 percent' in subpara
graph (B)(i), and 

"(ii) by substituting 'below the maximum 15-per
cent rate amount' for 'which would (without regard 
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to this paragraph) be t.ruced at a rate below 39.6 per
cent' in subparagraph (Cl(ii)(l ). 
"(BJ MAx.IMUM AMOUNTS DEF!NED.-For purposes of 

applying section l (h) with the modifications described in 
subparagraph (A)-

"(i) MAXIMUM ZERO RATE AMOUNT.-The maximum 
zero rate amount shall be-

"(l) in the case of a joint return or surviving 
spouse, $77,200, 

"(II) in the case of an individual who is a 
head of household (as defined in section 2(b)), 
$51,700, 

"(ill) in the case of any other individual (other 
than an estate or trust), an amount equal to 'fl 
of the amount in effect for the t.rucable year under 
subclause (I), and 

"(IV) in the case of an est.ate or trust, $2,600. 
"(ii) MAxJ~fUM 15-PERCENT RATE AMOUNT.-Tbe 

maximum 15-percent rate amount shall be-
"(l) in the case of a joint return or surviving 

spouse, $479,000 (Y'J such amount in the case of 
a married individual filing a separ ate return), 

"(Il) in the case of an individual who is the 
head of a household (as defined in section 2(b)), 
$452,400, 

"(ill) in the case of any other individual (other 
than an estate or trust), $425,800, and 

"(IV) in the case of an estate or trust, $12,700. 
"(C) INFLATION ADJlJSTMENT.-ln the case of any t.ruc

able year beginning af\er 2018, each of the dollar amounts 
in clauses (i) and (ii) of subparagraph (B) shall be increased 
by an amount equal to-

"(i) such dollar amount, multiplied by 
"(ii) the cost-of-Jiving adjustment determined 

under subsection (f)(3) for the calendar year in which 
the t.rucable year begins, determined by substituting 
'calendar year 2017' for 'calendar year 2016' in 
subparagraph (A)(ii) thereof. 

If any increase under this subparagraph is not a multiple 
of $50, such increase shall be rounded to the next lowest 
multiple of $50. 
"(6) SECTION 15 NOT TO APPLY.-Section 15 shall not apply 

to any change in a rate of tax by reason of this subsection.". 
(b) DUE DILIGENCE TAX PREPARER REQUIREMENT WITH REsPECT 

TO HEAD OF HOUSEHOl.J) FIUNG STATUS.-Subseclion (g) of section 
6695 is amended to read as follows: 

"(g) FAILURE TO BE DILIGENT IN DETERM.INING EWGIBILITY FOR 
CERTAJN TAX BENEFITS.-Any person who is a t.8lc return preparer 
with respect to any return or claim for refund who fails to comply 
with due diligence requirements imposed by the Secretary by regu
lations with respect to detennining-

"(l) eligibility to file as a head of household (as defined 
in section 2(b)) on the return, or 

"(2) eligibility for, or the amount of, the credit allowable 
by section 24, 25A(aXl ), or 32, 

shall pay a penalty of $500 for each such failure.". 
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(c) EFFECTIVE DATE.-The amendments made by this section 
shall apply lo taxable years beginning all.er December 31, 2017. 

SEC. 11002. INFLATION ADJUSTMENTS BASED ON CE!A.INED CPI. 
(a) IN GENERAL.-Subsection (0 of section 1 is amended by 

striking paragraph (3) and by inserting all.er paragraph (2) the 
following new paragraph: 

"(3) COST-OF-LIVING ADJUSTMENT.-For purposes of this 
subsection-

"(A) IN GENERAL.-The cost-of-living adjustment for 
any calendar year is the percentage (if a ny) by which

"(i) the C-CPI-U for the preceding calendar year, 
exceeds 

"(ii) the CPI for calendar year 2016, multiplied 
b.J'.' the amount determjned under subparagraph (B). 
"(B) AMOUNT DETERMINED.-The amount determined 

under this clause is the amount obtained by dividing
"(i) the C-CPI-U for calendar year 2016, by 
"(ii) the CPI for calendar year 2016. 

"(C) SPECIAL RULE FOR ADJUSTM£NTS WITH A BASE YEAR 
AFTER 201s.-For purposes of any provision of this title 
which provides for the substitution of a year all.er 2016 
for '2016' in subparagraph (AXii), subparagraph (A) shall 
be applied by substituting 'the C-CPI-U fo r calendar year 
2016' for 'the CPI for calendar year 2016' and all that 
follows in clause (ii) thereof.". 

(b) C-CPI-U.-Subsection (0 of section 1 is amended by striking 
paragraph (7), by redesignating paragraph (6) as par agraph (7), 
and by inserting all.er paragraph (5) the following new paragraph: 

"(6) C-CPI-U.- For purposes of this subsection-
"(A) L'< GE.'IERAL.- The term 'C-CPI-U' means the 

Chained Consumer Price Index for All Urba n Consumers 
(as published by the Bureau of Labor Statistics of the 
Department of Labor). The values of the Chained Consumer 
Price Index for All Urban Consumers taken into account 
for purposes of determining the cost-of-living adjustment 
for any calendar year under this subsection shall be the 
lat.est values so published as of the date on which such 
Bureau publishes the initial value of the Chained Con
sumer Price Index for All Urban Consumers for the month 
of August for the preceding calendar year. 

"(B) DETERMINATION FOR CALENDAR YEAR.-The C-CPI
U for any calendar year is the average of the C-CPI
U as of the close of the 12-month period ending on August 
31 of such ca lendar year.". 

(c) APPLICATION TO PERMANENT TAX TABLES.-
(1) IN GENERAL.-Section 1(1)(2XAJ is amended lo read as 

follows: 
"(A) except as provided in paragraph (8), by increasing 

the minimum and maximum dollar amounts for each 
bracket for which a tax is imposed under such table by 
the cost-of-living adjustment for such calendar year, deter
mined-

"(i) except as provided in clause (ii), by substituting 
'1992' for '2016' in paragraph (3XAXii), a nd 

"(ii) in the case of adjustments to the dollar 
amounts at which the 36 percent rate bracket begins 
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or at wltich the 39.6 percent r ate bracket begins, by 
substituting '1993' for '2016' in paragraph (3XAXii),". 

(2) CONFORMING AMENDMENTS.-Section l (i ) is amended
(A) by striking "for '1992' in subparagraph (B)" in 

paragraph (l )(C) and inserting "for '2016' in subparagraph 
(AXii)'', and 

(B) by striking "subsection (1)(3XBl shall be a pplied 
by substituting '2012' for '1992' " in paragraph (3XC) and 
inserting "subsection (f)(3XAXii) shall be applied by sub
sti tuting '2012' for '2016"'. 

(d) APPLICATION TO OTHER INTERNAL REVENUE CODE OF 1986 
PROVJSIONS.-

(1) The following sections a re each amended by s triking 
"for 'calendar year 1992' in subparagraph (B)'' and inserting 
"for 'calendar year 2016' in subpa ragraph (AXii)": 

(A) Section 23(h)(2). 
(B) Paragraphs (l )(AXii) and (2)(A)(ii) of section 25A(h). 
(C) Section 25B(b)(3)(B). 
(D) Subsection (b)(2)(B)(ii)(Il), and clauses (i) and (ij) 

of subsection (j)(l )(B), of section 32. 
(E l Section 36B(l)(2XBXiiXII). 
(F) Section 41(e)(5)(CXi). 
(G) Subsections (eX3XDXii) and (h)(3)(H)(i)(Il) of sec-

tion 42. 

219. 

{H) Section 45R(dX3l(B)(ii). 
(I) Section 55(dX4)(A)(ii). 
(J) Section 62(d)(3)(B). 
(K) Section 63(c)(4)(B). 
(L ) Section 125(iX2XB). 
(M) Section 135(b)(2)(BXii ). 
(N ) Section 137(0(2). 
(0 ) Section 146(d)(2)(B). 
(P) Section 147(c)(2)(H)(ii). 
(Q ) Section 15l(d)(4)(B). 
(R) Sect ion l 79(bX6XAXii). 
(S) Subsections (b)(5)(C)(i)(II) and (g)(8)(B) of section 

(T ) Section 220(g)(2). 
(U) Section 221(f)(l )(B). 
(V) Section 223CgXl XB). 
(W) Section 408A(c)(3)(0)(ii). 
(X) Section 430(c)(7)(0 XviiXIl). 
(Y) Section 512(d)(2)(B). 
(Z) Section 513(h)(2)(C)(ii). 
(AA) Section 83l(b)(2)(0 )(ii). 
(BB) Section 877 A(aX3XBXiXII). 
(CC) Section 2010(c)(3XB)(ii). 
(DD) Section 2032A(a)(3XB). 
(EE) Section 2503(b)(2)(B). 
(FF) Section 426l(eX4XAXii). 
(GG) Section 5000A(cX3XDXii). 
(HH) Section 6323(i)(4)(B). 
(II) Section 6334(g)(l XB). 
(JJ) Section 660l (j)(3)(B). 
(KK) Section 6651(i)(l ). 
(LL) Section 6652(c)(7)(A). 
(MM) Section 6695(h)(l }. 
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(NN) Section 6698(eX1). 
(0 0 ) Section 6699(eXl). 
(PP) Section 6721(1)(1). 
(QQ) Section 6722(1)(1). 
(RR) Section 7345(!)(2). 
(SS) Section 7430(cX1). 
('IT) Section 9831(dX2XDXiiXII). 

(2) Sections 41(eX5XCXii) and 68(bX2XB) are each 
amended-

(A) by striking "l(f)(3XBr a nd inserting "l(f)(3XAXii)", 
and 

(B ) by striking "1992" and inserting "2016". 
(3) Section 42(hX6XG) is amended-

(A) by striking "for 'calendar year 1987' " in clause 
CiXII) a nd inserting "for 'calendar year 2016' in subpara
graph CAXii) thereof", and 

(B) by striking "if the CPI for any calendar year" 
and all that follows in clause (ii) and inserting "if the 
C-CPI-U for any calendar year (as defined in section 1(1)(6)) 
exceeds the C-CPI-U for the preceding calendar year by 
more than 5 percent, the C..CPI-U for the base calendar 
year shall be increased such that such excess shall never 
be taken into account under clause (i). In the case of 
a base calendar year before 2017, the C-CPI-U for such 
year shall be determined by multiplying the CPI for such 
year by the amount determined under section l (f)(3XB).". 
(4) Section 59(j)(2)(B) is amended by striking "for '1992' 

in subparagraph (BJ" and inserting "for '2016' in subparagraph 
CAXii)". 

(5) Section 132(f)(6XAXii) is amended by striking "for 'cal
endar year 1992"' and inserting "for 'calendar year 2016' in 
subparagraph (A)(ii) thereof''. 

(6) Section 162(o)(3) is amended by striking "adjusted for 
changes in the Consumer Price Index (as defin ed in section 
1(!)(5)) since 1991" and inserting "adjusted by increasing any 
such amount u nder the 1991 agreement by en amount equal 
to--

"(A) such amount, multiplied by 
"(Bl the cost-of-living adjustment determined under 

section 1(1)(3) for the calendar year in whkh the taxable 
year begins, by substituting 'calendar year 1990' for 'cal
endar year 2016' in subparagraph (AXii) thereof''. 
(7) So much of clause (ii) of section 213(d)(10XB) as pre

cedes the last sentence is amended to read as follows: 
"(ii) MEDICAL CARE COST ADJUSTMENT.- For pur

poses of clause (i), the medical care cost adj ustment 
for any calendar year is the percentage (i f any) by 
whjch-

"(l) the medical care component of the C-CPI
U (es defined in section 1(!)(6)) for August of the 
preceding calendar year, exceeds 

"(II) such component of the CPI (as defined 
in section l (f)(4)) for August of 1996, multiplied 
by the amount determined under section 
l(f)(3)(B).". 

(8) Subparagraph (B) of section 280F(d)(7) is amended to 
reed as follows: 
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"(B) AUTOMOBILE PRICE INFLATION ADJUSTMENT.-For 
purposes of this paragraph-

"(i) lN GENERAL.- The automobile price inflation 
adjustment for any calendar year is the percentage 
(if any) by which-

"(!) the C-CPI-U automobile component for 
October of the preceding calendar year, exceeds 

"(Il) the automobile component of the CPI (as 
defined in section l(f)(4)) for October of 1987, 
multiplied by the amount determined under 
l(f)(3XB). 
"(ii) C-CPI-U AUTOMOBILE COMPONENT.-The term 

'C-CPI-U automobile component' means the automobile 
component of the Chained Consumer Price Index for 
All Urban Consumers (as described in section l(f)(6)).". 

(9) Section 911CbX2XDXiiXIl) is amended by striking "for 
'1992' in subparagraph (B)" and inserting "for '2016' in subpara
graph CAXii)". 

(10) Paragraph (2) of section 1274A(d) is amended to read 
as follows: 

"(2) ADJUSTMENT FOR INF'LATJON.- In the case of any debt 
instrument arising out of a sale or exchange during any cal
endar year after 1989, each dollar amount contained in the 
preceding provisions of this section shall be increased by an 
amount equal to--

"(A) such amount, multiplied by 
"(B) the cost-of-living adjustment determined under 

section 1(1)(3) for the calendar year in which the taxable 
year begins, by substituting 'calendar year 1988' for 'cal
endar year 2016' in subparagraph (AXii) thereof. 

Any increase under the 1Jrecediog sentence shall be rounded 
to the nearest m ultiple of $100 (or, if such increase is a multiple 
of $50, such increase shall be increased to the nearest multiple 
of$100).". 

(11) Section 416l (b)(2XC)(iXII) is amended by striking "for 
'1992' in subparagraph (B)" and inserting "for '2016' in subpara
graph CAXiiJ". 

(12) Section 4980l(bX3XCXvXII) is amended by striking 
"for '1992' in subparagraph (Bl" and inserting "for '2016' in 
subparagraph (AXii)". 

(13) Section 6039F(d) is amended by striking "subpara
graph (B) thereof shall be applied by substituting '1995' fo r 
'1992'" and inserting "subparagraph (AX ii) thereof shall be 
applied by substituting '1995' for '2016'". 

(14) Section 7872(g)(5) is amended to read as follows: 
"(5) AoJuSTMENT OF LIMIT FOR lNFLATION.-In the case 

of any loan made during any calendar year after 1986, the 
dollar amount in paragraph (2) shall be increased by an amount 
equal to--

"(A) such amount, multiplied by 
"(B) the cost-of-living adjustment determined under 

section 1(1)(3) for the calendar year in which the taxable 
year begins, by substituting 'calendar year 1985' for 'cal
endar year 2016' in subparagraph (AXii) thereof. 

Any increase under the !Jrecediog sentence shall be rounded 
to the nearest multiple of $100 (or , if such increase is a multiple 
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of $50, such increase shall be increased to the nearest multiple 
of$100).". 
(e) EFFECTIVE DATE.- The amendments made by this section 

shall apply to taxable year s beginning after December 31, 2017. 

PART II- DEDUCTION FOR QUALIFIED 
BUSINESS INCOME OF PASS-THRU ENTITIES 

SEC. 11011. DEDUCTION FOR QUALIFIED BUSINESS INCOME. 

(a) IN GE1''ERAL.-Par t VI of subchapter B of chapter 1 is 
amended by adding at the end the following new section: 
"SEC. 199A QUALCFIED BUSINESS INCO~IE. 

"(a) IN GENERAL.-ln the case of a taxpayer other than a 
corporation, there shall be allowed as a deduction for any taxable 
year an amount equal to the sum of-

"(l) the lesser of-
"(A) the combined qualified business income amount 

of the taxpayer, or 
"(B) an amount equal to 20 percent of the excess (if 

any) of-
"(i) the taxable income of the taxpayer fo r the 

taxable year, over 
"(ii) the sum of any net capital gain (as defined 

in section l(h)), plus the aggregate amount of the quali
fied cooperative dividends, of the taxpayer for the tax
able year, plus 

"(2) the lesser of-
"(A ) 20 percent of the aggregate amount of the qualified 

cooperative dividends of the taxpayer for the taxable year, 
or 

"(B) taxable income (reduced by the net capital grun 
(as so defined)) of the taxpayer for the taxable year. 

1'he amount determined under the preceding sentence shall not 
exceed the taxable income (reduced by the net capital gain (as 
so defined)) of the taxpayer for the taxable year. 

"(b) COMBINED QUALIFIED BUSINESS lNCOl\IE All!OUNT.-For 
pur poses of this section-

"(l) L\I GENERAL.-The term 'combined qualified business 
income amount' means, with respect to any taxable year, an 
amount equal lo-

"(A) the sum of the amounts determined under para
graph (2) for each qualified trade or business carried on 
by the taxpayer , plus 

"(B ) 20 percent of the aggregate amount of the qualified 
REIT dividends and qualified publicly traded partnership 
income of the taxpayer for the taxable year. 
"(2) DETERllllNATION OF DEDUCTIBLE AMOUNT FOR EACH 

TRADE OR BUSrNESS.-The amount determined under this para
graph with respect to any qualified trade or business is the 
lesserof-

"(A) 20 percent of the taxpayer's qua lified business 
income with respect t.o the qualified trade or business, 
or 

"CB) the greater of-
"(i) 50 percent of the W- 2 wages 'vith respect 

to the qualified trade or business, or 
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"(ii) the sum of 25 percent of the W- 2 wages with 
respect to the qualified trade or business, plus 2.5 
percent of the unadjusted basis immediately after 
acquisition of a ll qualified property. 

"(3) MODIFICATIONS TO LIMIT BASED ON TAXABLE INCOME.-
"{A) ExCEPTION FROM LIMlT.-In the case of any tax

payer whose taxable income for the taxable year does not 
exceed the threshold amount, paragraph (2) shall be applied 
without regard to subparagraph (B). 

"(B) PHASE-IN OF ~UT FOR CERTAIN TAXPAYERS.
"(i) lN GENERAL.-If-

"(I) the taxable income of a taxpayer for any 
taxable year exceeds the threshold amount, but 
does not exceed the sum of the threshold amount 
plus $50,000 ($100,000 in the case of a joint 
return), and 

"(Il) the amount determined under paragraph 
(2XBl (determined without regard to this subpa ra
graph) with respect to any quali fied trade or busi
ness carried on by the taxpayer is less than the 
amount determined under paragraph (2XA) with 
respect such trade or business, 

then paragraph (2) shall be applied with respect to 
such trade or business without regard to subparagraph 
(B) thereof and by reducing the amount determined 
under subparagraph {A) thereof by the amount deter
mined under clause (ii). 

"(ii) AMOUNT OF REDUCTION.-The amount deter
mined under thjg subparagraph is the amount which 
bears the same ratio to the excess amount as--

"(l) the amount by which the taxpayer's tax
able income for the taxable year exceeds the 
threshold amount, bears to 

"(II) $50,000 ($100,000 in the case of a joint 
return). 
"(iii) EXCESS AMOUNT.-For purposes of clause (ii), 

the excess amount is the excess of-
"(I) the amount determined under paragraph 

(2XA) (determined without regard to this para
graph), over 

"(Il) the amount determined under paragraph 
(2XB) (determined without regar d to this para
graph). 

"(4) WAGES, ETC.-
"(A) IN GENERAL.-The term 'W-2 wages' means, with 

respect to any person for any taxable year of such person, 
the amounts described in paragraphs (3) and (8) of section 
605l (a) paid by such person with respect to employment 
of employees by such person during the calendar year 
ending during such taxable year. 

"(B) L1MITA1'10N TO WAGES ATTRIBUTABLE TO QUALIFIED 
BUSINESS INCOME.-Such term shall not include any 
amount which is not properly allocable to qualifi ed business 
income for purposes of subsection (cXl ). 

"(C) RETuRN REQUlREMENT.--Such term shall not 
include any amount which is not properly included in a 
return filed with the Social Security Administration on 
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or before the 60th day after the due date (including exten
sions) for such return. 
"(5) ACQUISITIONS, DISPOSITIONS, AND SHORT TAXABLE 

YEARS.-The Secretary shall provide for the application of this 
subsection in cases of a short taxable year or where the tax
payer acquires, or disposes of, the major portion of a trade 
or business or the major portion of a separate unit of a trade 
or business during the taxable year. 

"(6) QUALIFIED PROPERTY.-For purposes of this section: 
"(A) IN GENERAL.-The term 'qualified property' means, 

with respect to any qualified trade or business for a taxable 
year, tangible property of a character subject to the allow
ance for depreciation under section 167-

"(i) which is held by, and available for use in, 
the qualified trade or business a t the close of the 
taxable year , 

"(ii) which is used at any point during the taxable 
year in the production of qualified business income, 
and 

"(iii) the depreciable period for which has not 
ended before the close of the taxable year . 
"(B) DEPRECIABLE PERIOD.- The term 'depreciable 

period' means, wi th respect to qualified property of a tax
payer, the period beginning on the date the property was 
first. placed in service by the taxpayer and ending on the 
laterof-

"(i) the date that is 10 years after such date, 
or 

"(ii) the last day of the last fu 11 year in the 
appHcable recovery period !.hat would apply to the 
property under section 168 (determined without regard 
to subsection (g) thereoO. 

"(c) QUALIFIED BUSINESS lNCOME.-For purposes of this sec
tion-

"(l) IN GENERAL.- The term 'qualified business income' 
means, for any taxable year, the net amount of qualified items 
of income, gain, deduction, and loss with respect to any qualified 
trade or business of the taxpayer. Such term shall not include 
any qualified REIT dividends, qualified cooperative dividends, 
or qualified publicly traded partnership income. 

"(2) CARRYOVER OF LOSSES.-lf the net amount of qualified 
income, gain, deduction, and loss with respect to qualified 
trades or businesses of the taxpayer for a ny taxable year is 
less than zero, such amount shall be treated as a loss from 
a qualified trade or business in the succeeding taxable year. 

"(3) QUALIFIED ITEMS OF INCOME, GAIN, DEDUCTION, AND 
LOSS.- For purposes of this subsection-

"(A) IN GENERAL.-The term 'qualified items of income, 
gain, deduction, and Joss' means items of income, gain, 
deduction, and loss to the extent such items are-

"(i) effectively connected with the conducl of a 
trade or business within the United States (within 
the meaning of section 864(c), determined by sub
stituting 'qualified trade or business (within the 
meaning of section 199A)' for 'nonresident alien indi
vidual or a foreign corporal.ion' or for 'a foreign corpora
tion' each place it a ppears), and 
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"(ii) included or allowed in detennining taxable 
income for the taxable year. 
"(B) ExcEPTIONS.-The following investment items 

shall not be taken into account as a qualified item of 
income, gain, deduction, or loss: 

"(i) Any item of short-term capital gain, short
term capital loss, long-term capital gain, or long-term 
capital loss. 

"(ii) Any dividend, income equivalent to a dividend, 
or payment in lieu of dividends described in section 
954(cXl)(G). 

"(iii) Any interest income other than interest 
income which is properly allocable to a trade or busi
ness. 

"(iv) Any item of gain or loss described in subpara
graph (C) or (D) of section 954(cXl ) (applied by sub
stituting 'qualified trade or business' for 'controlled 
foreiiri corporation'). 

'(v) Any i tem of income, gain, deduction, or loss 
taken into account under section 954(cXl)(F) (deter
mined without regard to clause (ii) thereof a nd other 
than items attributable to notional principal contracts 
entered into in transactions qualifying under section 
122l (aX7)). 

"(vi) Any amount received from an annuity which 
is not received in connection with the trade or business. 

"(vii) Any item of deduction or loss properly allo
cable to an amount described in any of the preceding 
clauses. 

"(4) TREATMENT OF REASONABLE COMPENSATION AND 
GUARANTEED PAYMENTS.- Qualified business income shall not 
include-

"(A) reasonable compensation paid to the taxpayer by 
any qualified trade or business of the taxpayer for services 
rendered with r espect to the trade or business, 

"(B) any guaranteed payment described in section 
707(c) paid to a pa rtner for services rendered with respect 
to the trade or business, a nd 

"(C) to the extent provided in regulations, any payment 
described in section 707(a) to a partner for services ren
dered with respect to the trade or business. 

"(d) QUALIFIED TRADE OR BusCNESs.-For purposes of this sec
t ion-

"(l ) IN GENERAL.- The term 'qualified trade or business' 
means any trade or business other than-

"(A) a specified service trade or business, or 
"(B) the trade or business of performing services as 

an employee. 
"(2) SPECIFIED SERVICE TRADE OR BUS!NESS.-The term 

'specified service trade or business' means any trade or busi
ness-

"(A) which is described in section 1202(eX3)(A) (applied 
without regard to the words 'engineering, architecture,') 
or which would be so described i f the term 'employees 
or owners' were substituted for 'employees' therein, or 

"(B) which involves the performance of services that 
consist of investing and investment management, t rading, 
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or dealing in securities (as defined in section 475(c)(2)), 
partnershlp interests, or commoclities (as defined in section 
4 75(e)(2)). 
"(3) EXCEPI'ION FOR SPECIFIED SERVICE BUSINESSES BASED 

ON TAXPAYER'S INCOME.-
"(A) IN GENERAL.-lf, for any taxable year, the taxable 

income of any taxpayer is less than the sum of the threshold 
amount plus $50,000 ($100,000 in the case of a joint 
return), then-

"(i) any specified service trade or business of the 
taxpayer shall not fail to be treated as a qualified 
trade or business due to paragraph (l)(A), but 

"(ii} only the applicable percentage of qualified 
items of income, gain, deduction, or loss, and the W-
2 wages and the unadjusted basis immecliately aft.er 
acqujsition of qualifi ed property, of the taxpayer allo
cable to such specified service t rade oi· business shall 
be taken into account in computing the qua]jfied busi
ness income, W- 2 wages, and Lhe unadjusted basis 
immecliately after acquisition of qualified property of 
the taxpayer for the taxable year for purposes of 
applying this section. 
"(B ) APPLICABLE PERCENTAGE.-For purposes of 

subparagraph (A), Lhe term 'applicable percentage' means, 
with respect to any taxable year, 100 percent reduced (not 
below zero) by the percent.age equal to the ratio of-

"(i) the taxable income of the taxpayer for the 
taxable year in excess of the threshold amount, bears 
to 

"(ti) $50,000 ($100,000 in the case of a joint return). 
"(e) OTHER DEFINITIONS.-For purposes of this section-

"(l) TAXABLE INCOME.- Taxable income shall be computed 
without regard to the deduction allowable under thls section. 

"(2) TliREsHOLD AMOUNT.-
"(A) lN GENERAL.-The term 'threshold amount' means 

$157,500 (200 percent of such amount in the case of a 
joint return). 

"(B) INFLATION ADJUSTMENT.-ln the case of any tax
able year beginning aft.er 2018, the dollar amount in 
subparagraph (A) shall be increased by an amount equal 
to-

"(i) such dollar amount, multiplied by 
"(ti) the cost-of-li ving adjustment determined 

under section 1(1)(3) for the calendar year in which 
the taxable year begins, determined by substituting 
'calendar year 2017' for 'calendar year 2016' in 
subparagraph (A)(ii) thereof. 

The amount of any increase under the prececling sentence 
shall be rounded as provided in section 1(1)(7). 
"(3) QUALIFIED REIT DIVIDEND.-The term 'qualifi ed REIT 

djvidend' means any dividend from a real estate investment 
trust received during the taxable year which-

"(A) is nol a capital gain clividend, as defined in section 
857(b)(3), and 

"(B ) is not qualified dividend income, as defined in 
section l (h)( 11 ). 
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"(4) QUALIFIED COOPERATIVE DfVIDEND.-The term 'quali
fied cooperative clividend' means any patronage dividend (as 
defined in section 1388(a)), any per-wtit retain allocation (as 
defined in section 1388(()), and any qualified written notice 
of allocation (as defined in section 1388(c)), or any similar 
amount received from an organization described in subpara
graph (BXii), which-

"(A) is incluclible in gross income, and 
"(B) is received from-

"(i) a n organization or corporation described in 
section 50l(cX12) or 1381(a), or 

"(ii) an organization which is governed under this 
title by the rules applicable to cooperatives under this 
title before the enactment of subchapter T. 

"(5) QUALIFIED PUBLICLY TRADED PARTNERSHIP INCOME.
The term 'qualified publicly traded partnership income' means, 
with respect to any qualified trade or business of a taxpayer, 
the sum of-

"(A) the net amount of such taxpayer's allocable share 
of each qualified item of income, gain, deduction, and loss 
(as defined in subsection (cX3) and determined after the 
application of subsection (cX4)) from a publicly traded part
nership (as defined in section 7704(a)) which is not treated 
as a corporation under section 7704(c), plus 

"(B) any gain recognized by such taxpayer upon disposi
tion of its interest in such partnership to the extent such 
gain is treated as an amount realized from the sale or 
exchange of property other than a capital asset under sec
tion 75l (a). 

"(f) SPECIAL RULES.-
"(l) APPLICATION TO PARTNERSHIPS AND S CORPORATIONS.

"(A) IN GENERAL.- ln the case of a partnership or 
S corporation-

"(i) this section shall be applied at the partner 
or shareholder level, 

"(ii) each partner or shareholder shall take into 
account such person's allocable share of each qualified 
item of income, gain, deduction, and loss, a nd 

"(iii) each partner or shareholder shall be treated 
for purposes of subsection (b) as having W-2 wages 
and unadjusted basis immecliately after acquisition of 
qualified property for the taxable year in an amount 
equal t.o such person's allocable share of the W- 2 wages 
and the unadjusted basis immecliately after acquisition 
of qualified property of the partnership or S corporation 
for the taxable year (as determined under regulations 
prescribed by the Secretary). 

For purposes of clause (ili), a partner's or shareholder's 
allocable share of W-2 wages shall be determined in the 
same manner as the partner's or shareholder's allocable 
share of wage expenses. For purposes of such clause, part,. 
ner's or shareholder's allocable share of the unadjusted 
basis immecliately after acquisition of qualified property 
shall be determined in the same manner as the partner's 
or shareholder's a llocable share of depreciation. For pur
poses of this subparagraph, in the case of an S corporation, 
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an allocable share shall be the shareholder's pro rata share 
of an item. 

"CB) APPl.ICATION TO TRUSTS AND ESTATES.-Rules 
similar to the rules under section 199(dXlXBXi) (as in 
elTect on December 1, 2017) for the apportionment of W-
2 wages shall a pply to the apportionment of W-2 wages 
and the apportionment of unadjusted basis immediately 
after acquisition of qualified property under this section. 

"(C) TREATMENT OF TRADES OR BUSINESS IN PUERTO 
RICO.-

"(i) IN GENERAL.-ln the case of any taxpayer with 
qualified business income from sources within the 
commonwealth of Puerto Rico, if all such income is 
taxable under section 1 fo r such taxable year, then 
for purposes of determining the qualified business 
income of such taxpayer for such taxable year, the 
term 'United States' shall include the Commonwealth 
of Puerto Rico. 

"(ii) SPECIAl. RULE FOR APPLYING LIMJT.-ln the 
case of any taxpayer described in clause (i), the deter
mination of W-2 wages of such taxpayer with respect 
to any qualified trade or business conducted in Puerto 
Rico shall be made without regard to any exclusion 
under section 340l(aX8) for remuneration paid for serv
ices in Puerto Rico. 

"(2) COORDINATION WITH MlNIMUM TAX.-For purposes of 
determining alternative minimum taxable income under section 
55, qualified business income shall be determined without 
regard to any adjustments under sections 56 through 59. 

"(3) DEDUCTION LIMITED TO INCOME TAXES.-The deduction 
under subsection (a) shall only be allowed for purposes of 
this chapter. 

"(4) REGULATIONS.-The Secretary shall prescribe such 
regulations as are necessary to carry out the purposes of this 
section, including regulations-

"(A) for requiring or restricting the allocation of items 
a nd wages under this section and such reporting require
ments as the Secretary determines appropriate, and 

"(B) for the application of this section in the case 
of tiered entities. 

"(g) DEDUCTION ALLOWED TO SPECIFIED AGRICULTURAL OR 
HORTICULTURAL COOPERATIVES.-

"(1) IN GENERAL.-In the case of any taxable year of a 
specified agricultural or horticultural cooperative beginning 
after December 31, 2017, there shall be allowed a deduction 
in an amount equal to the lesser of-

"(A) 20 percent of the excess (if any) of-
"(i) the gross income of a specified agricultural 

or horticultural cooperative, over 
"(ii) the qualified cooperative dividends (as defined 

in subsection (eX4)) paid during the taxable year for 
the taxable year, or 
"(B) the greater of-

"(i) 50 percent of the W-2 wages of the cooperative 
with respect to its trade or business, or 

"(ii) the sum of 25 percent of the W-2 wages of 
the cooperative with respect to its trade or business, 
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plus 2.5 percent of the unadjusted basis immediately 
after acquisition of all qualified property of the coopera
tive. 

"(2) LIMTTATION.- The amount determined under para
graph (1) shall not exceed the taxable income of the specified 
agricultural or horticultural for the taxable year. 

"(3) SPECIFIED AGRICULTURAL OR HORTICULTURAL COOPER.'\
TrvE.-For purposes of this subsection, the term 'specified agri
cu ltural or horticultural cooperative' means a n organization 
to which part I of subchapter T applies which is engaged 
in-

"(A) the manufacturing, production, growth, or extrac
tion in whole or s ignificant part of any agricultural or 
horticultural product, 

"(B) the marketing of agricultural or horticultural prod
ucts which its patrons have so manufactured, produced, 
grown, or extracted, or 

"(C) the provision of suppHes, equipment , or services 
to farmers or to organizations described in subparagraph 
(A)or(B). 

"(h) ANTI-ABUSE RULES.-The Secretary shall-
"( l ) a pply rules s imilar to the rules under section 179(dX2) 

in order to prevent the manipulation of the depreciable period 
of qualified property using transactions between related parties, 
and 

"(2) prescribe rules for determining the unadjusted basis 
immediately after acquisition of qualified property acquired 
in like-kind exchanges or in voluntary conversions. 
"(i) TERMINATION.-This section shall not apply to taxable years 

beginning after December 31, 2025.". 
(b) TREATMENT OF DEDUCTION IN COMPUTING ADJUSTED GROSS 

AND TAXABLE lNCOME.-
(1) DEDUCTION NOT ALLOWED IN COMPUTING ADJUSTED 

GROSS INCOME.- Section 62(a) is amended by adding at the 
end the following new sentence: ''The deduction allowed by 
section 199A shall not be t reated as a deduction described 
in any of the preceding paragraphs of this subsection.". 

(2) DEDUCTION ALLOWED TO NONJTEMIZERS.- Section 63(b) 
is amended by striking "and" at the end of paragraph (1), 
by striking the period at the end of paragraph (2) and inserting 
", and", a nd by adding at the end the following new paragra ph: 

"(3) the deduction provided in section 199A.". 
(3) DEDUCTION ALLOWED TO ITEMIZERS WITHOUT LIMlTS ON 

ITEMIZED DEDUCTIONS.-Section 63(d) is amended by striking 
"and" at the end of paragraph (1), by striking the period at 
the end of paragraph (2) and inserting ", and", and by adding 
at the end the following new paragraph: 

"(3) the deduction provided in section 199A.". 
(4) CONFORMING AMENDMENT.-Section 3402(mXl ) is 

amended by insert ing "and the estimated deduction allowed 
under section 199A" after "chapter l ". 
(c) ACCURACY-RELATED PENALTY ON DETERMINATION OF 

APPLICABLE PERCENTAGE.-Section 6662(dXl ) is amended by 
inserting at the end the following new subparagraph: 

"(C) SPECIAL RULE FOR TAXPAYERS CLAIMING SECTION 
199A DEDUCTION.-In the case of any taxpayer who claims 
the deduction allowed under section 199A for the taxable 
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year, subparagraph (A) shall be applied by substituting 
'5 percent' for '10 percent'.". 

(d) CONFORMING AMENDMENTS.-
(!) Section l 72(d) is amended by adding al Lhe end tbe 

following new paragraph: 
"(8) QUALIFIED BUSINESS INCOME DEDUCTION.-The deduc

tion under section 199A shall not be allowed.". 
(2) Section 246(bXll is amended by inserting "199A," before 

"243CaX1r . 
(3) Section 613(a) is amended by inserting "and without 

the deduction under section 199A" a.fl.er "and without the deduc
tion under section 199". 

(4) Section 613A(dXl l is amended by redesignating sub
paragraphs CC), (D), and (E) as subparagraphs (D), (E), and 
(F), respectively, and by inserting a.fl.er subparagraph (B), the 
following new subparagraph: 

"(C) any deduction allowable under sect.ion 199A,". 
(5) Section l 70(bX2)(D) is amended by striking "and" in 

clause (iv), by striking the period at the end of clause (v), 
and by adding at the end the following new clause: 

"(vi) section 199A(g).". 
(6) The table of sections for part VI of subchapter B of 

chapter 1 is amended by inserting at the end the following 
new item: 

"Sec. 199A. Qualified business income." 

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

SEC. 11012. LIMITATION ON LOSSES FOR TAXPAYERS OTHER THAN 
CORPORATIONS. 

(a) IN GENERAL.-Section 461 is amended by adding at the 
end the following new subsection: 

"O) LIMITATION ON ExcESS BUSINESS LoSSES OF NONCORPORATE 
TAXPAYERS.-

"(!) LIMlTATION.-In the case of taxable year of a taxpayer 
other than a corporation beginning after December 31, 2017, 
and before January 1, 2026-

"(A) subsection (j) (relating to limitation on excess farm 
losses of certain taxpayers) shall not apply, and 

"(B) any excess business loss of the taxpayer for the 
taxable year shall not be allowed. 
"(2) DISALLOWED LOSS CARRYOVER.-Any loss which is dis

allowed under paragraph (1) shall be treated as a net operating 
loss carryover to the following taxable year under section 172. 

"(3) ExcESS BUSINESS LOSS.-For purposes of this sub-
section-

"(A) IN GENERAL-The term 'excess business loss' 
means the excess (if any) of-

"(i) the aggregate deductions of the taxpayer for 
the taxable year which are attributable to trades or 
businesses of such taxpayer (determined without 
regard to whether or not such deductions are dis
allowed for such taxable year under paragraph (1)), 
over 

"(ii) the sum of-
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"(I) the aggregate gross income or gain of such 
taxpayer fo r the taxable year which is attribut.able 
to such t rades or businesses, plus 

"(Il) $250,000 (200 percent of such amount 
in the case of a joint return). 

"(B) AoJuSTMENT FOR INFLATION.-In the case of any 
taxable year beginning after December 31, 2018, the 
$250,000 amount in subparagraph (A)(ii)(Il) shall be 
increased by an amount equal to---

"(i) such dollar amount, multiplied by 
"(ii) the cost-of-living adjustment determined 

under section 1(1)(3) for the ca1endar year in which 
the taxable year begins, determined by substituting 
'2017' for '2016' in subpa ragraph (AXii) thereof. 

If any amount as increased under the preceding sentence 
is not a multiple of $1,000, such amount shall be rounded 
to the near est multiple of $1,000. 
"(4) APPLICATION OF SUBSECTION IN CASE OF PARTNERSHIPS 

AND s CORPORATIONS.- In the case of a partnership or S cor
poration-

"(A) this subsection shall be applied at the partner 
or shareholder level, and 

"(B) each partner's or shareholder's allocable share 
of the items of income, gain, deduction, or loss of the 
partnership or S corporation for any t.axable year from 
trades or businesses attributable to the partnership or 
S corporation shall be taken into account by the partner 
or shareholder in applying this subsection to the taxable 
year of such partner or shareholder with or within which 
the taxable year of the partnership or S corporation ends. 

For purposes of this paragraph, in the case of en S corporation, 
en allocable share sh all be the shareholder's pro rata share 
of an item. 

"(5) ADDITIONAL IIBPORTlNG.- The Secretary shall prescribe 
such additional reporting requirements es the Secretary deter
mines necessary to carry out the purposes of this subsection. 

"(6) COORDINATION WITH SECTION 469.- This subsection 
shell be applied after the a pplication of section 469.". 
(b) EFFECTIVE DATE.- The amendments made by this section 

shall apply to taxable years beginning after December 31, 2017. 

PART ill- TAX BENEFITS FOR FAMILIES AND 
INDIVIDUALS 

SEC. 11021. INCREASE IN STANDARD DEDUCTION. 
(a) IN GENERAL.-Subsection (c) of section 63 is amended by 

adding at the end the following new paragraph: 
"(7) SPECIAL RULES F'OR TAXABLE YEARS 2018 THROUGH 

2025.- In the case of a taxable year beginning after December 
31, 2017, and before J a nuary 1, 2026-

"(A) INCREASE LN STANDARD DEDUCTION.- Par agraph 
(2) shall be a pplied-

"(i) by substituting '$18,000' for '$4,400' in 
subparagraph CB), and 

"(ii) by substituting '$12,000' fo r '$3,000' in 
subparagraph (C). 
"(B) AoJuSTMENT FOR lNFLATION.-
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"(i) IN GENERAL.- Paragraph (4) shall not apply 
to the dollar amounts contained in paragraphs (2XB) 
and (2XC). 

"(ii) ADJUSTMENT OF INCREASED AMOUNTS.-ln the 
case of a taxable year beginning after 2018, the $18,000 
and $12,000 amounts in subparagraph (A) shall each 
be increased by a n amount equal to--

"(I) such dollar amount, multiplied by 
"(Il) the cost-of-living adjustment determined 

under section l(fX3l for the calendar year in which 
the taxable year begins, determined by sub
stituting '2017' for '2016' in subparagraph (AXii) 
thereof. 

If any increase under thls clause is not a multiple 
of $50, such increase shall be rounded to the next 
lowest multiple of $50.". 

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

SEC. 11022. INCREASE IN AND MODIFICATION OF CH:Il..D TAX CREDIT. 
(a) IN GENERAL.-Section 24 is amended by adding at the 

end the following new subsection: 
"(h ) SPECIAL RULES FOR TAXABLE YEARS 2018 THROUGH 2025.-

"(1) IN GENERAL.- In the case of a taxable year beginning 
after December 31, 2017, a nd before January 1, 2026, thls 
section shall be applied as provided in paragraphs (2) through 
(7). 

"(2l CREDIT AMOUNT.-Subsection (a ) shall be appHed by 
substituting '$2,000' for '$1,000'. 

"(3) LlM!TATION.-In lieu of the amount determined under 
subsection Cbl(2l, the threshold amount shall be $400,000 in 
the case of a joint return ($200,000 in any other case). 

"(4l PARTIAL CREDIT ALLOWED FOR CERTAIN OTHER DEPEND
ENTS.-

"(Al IN OENERAL.- The credit determined under sub
section (al (after the appHcation of paragra ph (2l) shall 
be increased by $500 for each dependent of the taxpayer 
(as defined in section 152) other than a qual ifying child 
described in subsection (c). 

"(B) EXCEPTION FOR CERTAIN NONCITIZENS.-Subpara
graph (A) shall not apply with respect to any individual 
who would not be a dependent if subparagraph (Al of 
section 152(bl(3) were applied without regard to all that 
follows 'resident of the United States'. 

"(Cl CERTAIN QUALIFYI.NO CHILDREN.- ln the case of 
any qualifying child with respect to whom a credit is not 
allowed under this section by reason of paragraph (7), 
such child shall be treated as a dependent to whom 
subparagraph (Al applies. 
"(5l MAxlMUM AMOUNT OF REFUNDABLE CREDIT.-

"(Al IN OENERAL.-The amount determi ned under sub
section (dXl)(Al with respect to any qualifying child shall 
not exceed $1,400, and such subsection shall be applied 
without regard to paragraph (4l of this subsection. 

"(Bl ADJUSTMENT FOR INFLATION.-In the case of a 
taxable year beginning aft.er 2018, the $1,400 amount in 
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subparagraph (A) shall be increased by an amount equal 
to--

"(i) such dollar amount, multiplied by 
"(ii) the cost-of-living adjustment determined 

under section 1(1)(3) for the calendar year in which 
the taxable year begins, determined by substituting 
'2017' for '2016' in subparagraph CAXii) thereof. 

If any increase under this clause is not a multiple of 
$100, such increase shall be rounded to the next lowest 
multiple of $100. 
"(6) EARNED INCOl\IE THRESHOLD FOR REFUNDABLE 

CREDIT.-Subsection (dXl XBXi) shall be eppJjed by substituting 
'$2,500' for '$3,000'. 

"(7) SOCIAL SECURITY NmIBER REQUTRED.-No credit shall 
be allowed under this section to a taxpayer with respect to 
any qualifying child unless the taxpayer includes the social 
security number of such child on the return of tax for the 
taxable year. For purposes of the preceding sentence, the term 
'social security number' means a social security number issued 
to an individual by the Social Security Administration, but 
only if the social security number is issued-

"(A) to a citizen of the United States or pursuant 
to subclause (I) (or that portion of subcleuse (ill) that 
relates to subcleuse (I)) of section 205(c)(2)(BXi) of the 
Social Security Act, and 

"(B) before the due date for such return.". 
(b) EFFECTIVE DATE.-The amendment made by this section 

shall apply to taxable years beginning after December 31, 2017. 

SEC. 11023. INCREASED LIMJTATION FOR CERTAlN CHARITABLE CON· 
TRJBUTIONS. 

(a) IN GENERAL.-Section 170(bXl ) is amended by redesignating 
subparagraph (G) es subparagraph (H ) and by inserting after 
subparagraph CF) the following new subparagraph: 

"(G) INCREASED LIMITATION FOR CASH CONTRIBU
TIONS.-

"(i) lN GENERAL.-ln the case of any contribution 
of cash to en organization described in subparagraph 
(A), the total amount of such contributions which may 
be taken into account under subsection (a) for any 
taxable year beginning after December 31, 2017, and 
before January 1, 2026, shall not exceed 60 percent 
of the taxpayer's contribution base for such year. 

"(ii) CARRYOVER-If the aggregate amount of con
tributions described in clause (i) exceeds the applicable 
limitation under clause (i) for any taxable year 
described in such clause, such excess shall be treated 
(in a manner consistent with the rules of subsection 
(dXl )) as a cha1;table contribution to which clause 
(i) applies in each of the 5 succeeding years in order 
of time. 

"(iii) COORDINATION WITH SUBPARAGRAPH$ CA) AND 
(8).-

"(l) IN GENERAL.-Contributions taken into 
account under this subparagraph shall not be 
taken into account under subparagraph (A). 
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"(II) LIMITATION REDUCTION.-For each tax
able year described in clause (i), and each taxable 
year t.o which any contribution under this subpara
graph is carried over under clause (ii), subpara
graph (Al shall be applied by reducing (but. not. 
below zero) the contribution limitation a llowed for 
the taxable year under such subparagraph by the 
aggregate contributions allowed under this 
subparagraph for such taxable year, and subpara
graph (B) shall be applied by treating any ref
erence t.o subparagraph (A) as a reference t.o both 
subparagraph (A) and this subparagraph.". 

(b) ErFECTIVE DATE.-The amendment made by this section 
shall apply t.o contributions in taxable years beginning after 
December 31, 2017. 

SEC. 11024. INCREASED CONTIUBtrrlONS TO ABLE ACCOUNTS. 
(a) INCREASE IN L!MlTATlON FOR CoNTIUBUT!ONS FROM COM· 

PENSATION OF lNDIVlDUALS WITll DlSABllJTrES.-
(1) IN GENERAL.-Section 529A(bX2)(B) is amended t.o read 

as follows: 
"(B) except. in the case of contributions under sub

section (c)(l )(C), if such contribution t.o an ABLE account 
would result in aggregate contributions from all contribu
tors t.o I.be ABLE account for the taxable year exceeding 
I.be sum of-

"(i) the amount in effect under section 2503(b) 
for the calendar year in which the taxable year begins, 
plus 

"(ii) in the case of any contribution by a designated 
beneficiary described in paragraph (7) before January 
1, 2026, the lesser of-

"(l) compensation (as defined by sect.ion 
219(f)(l)) includible in the designated beneficiary's 
gross income for the taxable year, or 

"(II) an amount equal t.o the poverty line for 
a one-person household, as determined for the cal
ender year preceding the calendar year in which 
the taxable year begins.". 

(2) RESPONSIB1Ll1'Y FOR CONTRIBUTION LIMITATION.-Para
graph (2) of section 529A(b) is amended by a dding at t.he 
end the following: "A designated beneficiary (or a person acting 
on behalf of such beneficiary) shall maintain adequate records 
for purposes of ensuring, and shall be responsible for ensuring, 
that the reqwremcnts of subparagraph (B)(jj) are met." 

(3) ELIGlBLE DESIGNATED BE~'EFICl.ARY.-Section 529A(b) 
is amended by adding at the end the following: 

"(7) SPECIAL RULES RELATED TO CONTRIBUTION UMJT.-For 
purposes of paragraph (2XBXii)-

"(A) DESIGNATED BENEF1Cl.ARY.-A designated bene
ficiary described in this paragraph is an employee 
(including a n employee wit.bin the meaning of section 
40l(c)) with respect t.o whom-

"(i) no contribution is made for the taxable year 
t.o a defined contribution plan (within the meaning 
of section 414(i)) with respect t.o which the require
ments of section 40l(a) or 403(e ) ere met, 
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"(ii) no contribution is made for the taxable year 
to an annuity contract described in section 403(b), and 

"(iii) no contribution is made for the taxable year 
to an eligible deferred compensation plan described 
in section 457(b). 
"(B) POVERTY LlNE.-The term 'poverty line' has the 

meaning given such term by section 673 of the Community 
Services Block Grant Act (42 U.S.C. 9902).". 

(b) ALLoWANCE OF SAVER'S CREDIT FOR ABLE CONTRIBUTIONS 
BY ACCOUNT HOL.DER.-Section 25B(dX1) is amended by striking 
"and" at the end of subparagraph (B)(ii), by striking the period 
at the end of subparagraph (C) and inserting ", and", and by 
inserting at the end the following: 

"(D) the amount of contributions made before January 
1, 2026, by such individual to the ABLE account (within 
the meaning of section 529A) of which such individual 
is the designated beneficiary.". 

(c) EFFECTIVE DATE.- The amendments made by this section 
shall apply to taxable years beginning after the date of the enact
ment of this Act.. 

SEC. 11025. ROLLOVERS TO ABLE PROGRAMS FROM 529 PROGRAMS. 
(a) IN GENERAL.-Clause (i) of section 529(cX3)(C) is amended 

by striking "or" at the end of subclause (I), by striking the period 
at the end of subclause (Il) and inserting ", or", and by adding 
at the end the following: 

"(ill) before January 1, 2026, lo an ABLE 
account (as defined io section 529A(e)(6)) of the 
designated beneficiary or a member of the family 
of the designated beneficiary. 

Subclause (Ill) shall not apply lo so much of a distribu
tion which, when added to all other contributions made 
to the ABLE account for the taxable year, exceeds 
the limitation under section 529A(b)(2)(B)(i).". 

(b) EFFECTIVE DATE.- The amendments made by this section 
shall apply lo distributions after the date of the enactment of 
this Act. 

SEC. 11026. TREATMENT OF CERTAIN INDIVIDUALS PERFORMING 
SERVICES IN TFIE SINAJ PENINSULA OF EGYPT. 

(a) IN GENERAL-For purposes of the following provisions of 
the Internal Revenue Code of 1986, with respect to the applicable 
period, a qualified hazardous duty area shall be treated in the 
same manner as if it were a combat zone (as determined under 
section 112 of such Code): 

(1) Section 2(a)(3) (relating to special rule where deceased 
spouse was in missing status). 

(2) Section 112 (relating to the exclusion of certain combat 
pay of members of the Armed Forces). 

(3) Section 692 (relating to income taxes of members of 
Armed Forces on death ). 

(4) Section 2201 (relating lo members of the Armed Forces 
dying io combat zone or by reason of combat-zone-incurred 
wounds, etc.). 

(5) Section 3401(a)( l ) (defining wages relating to combat 
pay for members of the Armed Forces). 
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(6) Section 4253(d) (relating to the taxation of phone service 
originating from a combat zone from members of the Armed 
Forces). 

(7) Section 6013(1)(1) (relating to joint. rel.urn where indi
vidual is in missing s tat.us). 

(8) Section 7508 (relating to time for performing certain 
acts postponed by reason of service in combat zone). 
(b) QUALlFIED HAZARDOUS DlITY AREA.-For purposes of th is 

section, the term "qualified h azardous duty a rea" mea ns the Sinai 
Peninsula of Egypt, if as of the date of the enactment of this 
section any member of the Armed Forces of t.he United States 
is entitled to special pay under section 310 of t.itle 37, United 
States Code (relating to special pay; duty subject to hostile fi re 
or imminent da nger), for services performed in such location. S uch 
term includes such location only during the period such entitlement 
is in effect. 

(c) APPLICABLE PERIOD.-
(1) IN GENERAL.- E xcept as provided in paragraph (2), the 

applicable period is-
(A) the port.ion of the first taxable year ending after 

June 9, 2015, which begins on such date, a nd 
(B) any subsequent taxable year beginning before 

January 1, 2026. 
(2) WITHHOLDING.-In the case of subsection (aX5), the 

applicable period is-
(A) the portion of the first taxable year ending after 

the date of the enactment of this Act. which begins on 
such date, and 

(B) any subsequent taxable year beginning before 
January 1, 2026. 

(d) EFFECTIVE DATE.-
(1) IN GENER<\L.- Except as provided in paragraph (2), the 

provisions of this section shall take effect on J une 9, 2015. 
(2) WJTHHOLDING.-Subsection (aX5) shall apply to remu

neration paid after the date of the enactmen t of this Act. 

SEC. 11027. TElllPORARY REDUCTION IN MEDICAL EXPENSE DEDUC
TION FLOOR. 

(a) IN GENERAL.-Subsection (I) of section 213 is amended 
to read as follows: 

"(I) SPECIAL RULES FOR 2013 THROUGH 2018.- In the case 
of any taxable year-

"( 1) beginning a~er December 31, 2012, and ending before 
January 1, 2017, in the case of a taxpayer if such taxpayer 
or such taxpayer 's spouse has at tained age 65 before the close 
of such taxable year, and 

"(2) beginning after December 31, 2016, a nd ending before 
J anuary 1, 2019, in the case of any taxpayer, 

subsection (a ) shall be a pplied with respect t.o a taxpayer by sub
stituting '7.5 percent' for '10 percent'.". 

(b) MINIMUM TAX PREFERENCE NOT TO APPLY.-Section 
56(bXl XB) is amended by adding at t.he end the following new 
sentence: "This subparagraph shall not apply to taxable years begin
ning after December 31, 2016, and ending before J anuary 1, 2019". 

(c) EFFECTIVE DATE.- The amendment made by this section 
shall apply to taxable years beginning after December 31, 2016. 
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SEC. 11028. RELIEF FOR 2016 DISASTER AREAS. 
(a) IN GENERAL.-For purposes of this section, the term "2016 

disaster area" means any area with respect lo which a major 
disaster has been declared by the President under section 401 
of the Robert T. Stafford Disaster Relief and Emergency Assistance 
Act during calendar year 2016. 

(b) SPECIAL RUl,ES F'OR USE OF RETIREMENT F UNDS WITH 
RESPECT TO AREAS DAMAGED BY 2016 DISASTERS.-

(1) TAX-FAVORED WITHDRAWALS FROM RETIREMENT PLANS.
(A) IN GENERAL.- Sect.ion 72(t) of the Iaternal Revenue 

Code of 1986 shall not a pply lo a ny qualified 2016 disaster 
distribution. 

(B ) AGG1u;GATE DOLLAR LIMITATION.-
(i) IN GENERAL.-For purposes of this subsection, 

the aggregate amount of distributions received by an 
individual which may be treated as qualified 2016 
disaster distributions for any taxable year shall not 
exceed the excess (if any) of-

(1) $100,000, over 
(II) the aggregate amounts treated as qualified 

2016 disaster distributions received by such indi
vidual for all prior taxable years. 
(ii) TREATMENT OF PLAN DISTRIBUTIONS.-If a dis

tribution lo an individual would (without regard t.o 
clause (i)) be a qualified 2016 disaster distribution, 
a plan shall not be treated as violating any requirement 
of this title merely because the plan treats such dis
tribution as a qualified 2016 disaster distribution, 
unless the aggregate amount of such dist ributions from 
all plans maintained by the employer (and any member 
of any controlled group which includes the employer) 
lo such individual exceeds $100,000. 

(iii) CONTROLLED GROUP.-For purposes of clause 
( ii), the term "controlled group" means any group 
treated as a single employer under subsection (b), (c), 
(m), or (o) of section 414 of the Internal Revenue Code 
of 1986. 
(C) AMOUNT DISTRIBUTED MAY BE REPAJD.-

(i} IN GENERAL.-Any individual who receives a 
qualified 2016 disaster distribution may, at a ny time 
during the 3-year period beginning on the day after 
the date on which such distribution was received, make 
one or more contributions in an aggregate amount 
not lo exceed the amount of such distribution lo an 
eligible ret irement plan of which such individual is 
a beneficiary and t.o which a rollover contribution of 
such distribution could be made under section 402(c), 
403(a X4), 403(bX8), 408(dX3), or 457(eX16) of the 
Internal Revenue Code of 1986, as the case may be. 

(ii) TREATM ENT OF REPAYMENTS OF DISTRIBUTIONS 
FROM ELIGIBLE RETIRE~lENT PLANS OTHER THAN IR>\S.
For purposes of the Internal Revenue Code of 1986, 
if a contribution is made pursuant lo clause (i) with 
respect to a qualified 2016 disaster distribution from 
an eligible retirement plan other than an individual 
retirement plan, then the taxpayer shall, to Lhe extent 
of the amount of the contribution, be treated as having 
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received the qualified 2016 disaster distribution in an 
eligible rollover distribution (as defined in section 
402(cX4) of the Internal Revenue Code of 1986) and 
as having transferred the amount to the eligible retire
ment plan in a direct trustee to trustee transfer within 
60 days of the distribution. 

(iii) TREATMENT OF REPAYMENTS FOR DISTRIBU· 
TIONS FROM IRAS.-For purposes of the Internal Rev
enue Code of 1986, if a contribution is made pursuant 
to clause (i) with respect to a qualified 2016 disaster 
distribution from an individual retirement plan (as 
defined by section 770l(aX37) of the Internal Revenue 
Code of 1986), then, to the extent of the amount of 
the contribution, the qualified 2016 disaster distribu
tion shall be treated as a distribution described in 
section 408(d)(3) of such Code and as having been 
transferred to the eligible retirement plan in a direct 
trustee to trustee transfer within 60 days of the dis
tribution. 
(D) DEFINlTIONS.-For purposes of this paragraph-

(i) QUALIFIED 2016 DISASTER DISTRIBU'l'ION.-Except 
as provided in subparagraph (B), the term "qualified 
2016 disaster distribution" means any distribution 
from an eligible retirement plan made on or aft.er 
January 1, 2016, and before January 1, 2018, to an 
individual whose principal place of abode at any time 
during calendar year 2016 was located in a disaster 
area described in subsection (a ) and who has sustained 
an economic loss by reason of the events giving rise 
to the Presidential declaration described in subsection 
(a) which was applicable to such area. 

(ii) ELIGIBLE RETIREMENT PLAN.- The term 
"eligible r etirement plan" shall have the meaning given 
such term by section 402(cX8XB) of the Internal Rev
enue Code of 1986. 
(E) INCOME INCLUSION SPREAD OVER 3-YEAR PERIOD.-

(i) IN OENERAL.-ln the case of any qualified 2016 
disaster distribution, unless the taxpayer elects not 
to have this subparaf aph apply for any taxable year, 
a ny amount require to be included in gross income 
for such taxable year shall be so included ratably over 
the 3-taxable-year period beginning with such taxable 
year. 

(ii) SPECIAL RULE.-For purposes of clause (i), rules 
similar to the rules of subparagrap h (E) of section 
408ACdX3) of the Internal Revenue Code of 1986 shall 
apply. 
(F) SPECIAL RULES.-

(i) EXEMPTION OF DISTRJBU'l'IONS FROM TRUSTEE 
TO TRUSTEE TRANSFER AND WlTHHOLDINO RULES.-For 
purposes of sections 40l (aX31), 402([), and 3405 of 
the Internal Revenue Code of 1986, qualified 2016 
disaster dis t ribution shall not be trea ted as eligible 
rollover distributions. 

(ii) QUALIFIED 2016 DISASTER DISTRIBU'l'IONS 
TREATED AS MEETING PLAN DJSTRIBU'l'ION REQUIRE
MENTS.-For purposes of the Internal Revenue Code 
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of 1986, a qualified 2016 disaster distribution shall 
be treated as meeting the requirements of sections 
40l(kX2XBXiJ, 403(bX7XAXii), 403CbX11), and 
457(dXl XA) of the Internal Revenue Code of 1986. 

(2) PROVISIONS RELATCNG TO PLAN AMENDMENTS.-
(A) IN GENEAAL.-If I.his paragraph applies to any 

amendment to any plan or annuity contract, such plan 
or contract shall be treated as being operated in accordance 
with the tenns of the plan during the period described 
in subparagraph (B)(ii)(I). 

(B ) AMENDMENTS TO WHICH SUBSECTION APPLl.ES.-
(i) IN OENERAL.-This paragraph shall apply to 

any amendment to any plan or annujty contract whlch 
ismade-

(I) pursuant to any provision of this section, 
or pursuant to any regulation under any provision 
ofthjgsection,and 

(II) on or before the last day of the first plan 
year beginning on or after January 1, 2018, or 
such later date as the Secretary prescribes. 

In the case of a governmental plan (as defined in 
section 414(d) of the Internal Revenue Code of 1986), 
subclause (II) shall be applied by substituting the date 
wruch is 2 years after the date otherwise applied under 
subclause (II). 

(ii) CONDlTIONS.-This paragraph shall not a pply 
to any amendment to a plan or contract unless such 
amendment applies retroactively for such period, and 
shall not apply to any such amendment unless the 
plan or contract is operated as if such amendment 
were in effect du ring the period-

(l) beginning on the date that thls section 
or lhe regulation described in clause (iXl) takes 
effect (or in the case of a plan or contract amend
ment not r equired by this section or such regula
tion, the effective date specified by the plan), and 

(II) ending on the date described in clause 
(iXIIl (or, if earlier, the date I.he plan or contract 
amendment is adopted). 

(c) SPECIAL RULES FOR PERSONAL CASUALTY LoSSES RELATED 
TO 2016 MAJOR DISASTER.-

(1) IN OENERAL.-If an individual has a net disaster loss 
for any taxable year beginning after December 31, 2015, and 
before January 1, 2018-

(A) the amount determined under section 
165(hX2XAXii) of the Internal Revenue Code of 1986 shall 
be equal to the sum of-

(i) such net disaster Joss, and 
(ii) so much of the excess referred to in the matter 

preceding clause (i) of section 165(hX2XA) of such Code 
(reduced by the amount in clause (i) of this subpara
graph) as exceeds 10 percent of the adjusted gross 
income of the individual, 
(B) section 165(h Xl l of such Code shall be applied 

by substituting "$500" for "$500 ($100 for taxable years 
beginning after December 31, 2009)", 
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(C) the standard deduction determined under section 
63(c) of such Code shall be increased by the net disaster 
loss, and 

(D) section 56(bXlXEl of such Code shall not apply 
to so much of the standard deduction as is attributable 
to the increase under subparagraph (C) of this paragraph. 
(2) NET DISASTER LOSS.-For purposes of this subsection, 

the term "net disaster loss" means the excess of qualified dis
aster-related personal casualty losses over personal casualty 
gains (as defined in section 165(hX3XA) of the Internal Revenue 
Code of 1986). 

(3) QUALIFIED DIS."-STER-REL-'.TED PERSONAL CASUALTY 
LOSSES.-For purposes of this paragra ph, the term "qualified 
disaster-related personal casualty losses" means losses 
described in section 165(c)(3) of the Internal Revenue Code 
of 1986 which arise in a disaster area described in subsection 
(a) on or after January 1, 2016, and which are attributable 
to the events giving rise to the Presidential declaration 
described in subsection (a ) which was applicable to such area. 

PART IV-EDUCATION 
SEC. 11031. TREATMENT OF STUDENT LOANS DISCHARGED ON 

ACCOUNT OF DEATH OR DISABILITY. 

(a) IN GENERAL-Section 108(0 is amended by adding at the 
end the following new paragraph: 

"(5) DISCHARGES ON ACCOUNT OF DEATH OR DlSABll.JTY.-
"(A) IN GENERAL.- ln the case of a n individual, gross 

income does not include any amount which (but for this 
subsection) would be includible in gross income for such 
taxable year by reasons of the discharge (in whole or in 
part) of a ny loan descdbed in subparagraph (B ) after 
December 31, 2017, and before January 1, 2026, if such 
discharge was-

"(i) pursuant to subsection (a) or (d) of section 
437 of the Higher Education Act of 1965 or the parallel 
benefit under part D of title IV of such Act (relating 
to the repayment of loan liability), 

"(ii) pursuant to section 464(cXl XF) of such Act, 
or 

"(iii) otherwise discharged on account of the death 
or total and permanent disabj)jty of the student. 
"(B) LoANS DESCRIBED.-A loan is described in this 

subparagraph if such loan is-
"(i) a student loan (as defined in paragraph (2)), 

or 
"(ii) a private education loa n (as defined in section 

140(7) of the Consumer Credit Protection Act (15 
u.s.c. 1650(7))).". 

(b) EFFECTIVE DATE.- The amendment made by this section 
sh all apply to discharges of indebtedness after December 31, 2017. 
SEC. 11032. 529 ACCOUNT FUNDING FOR ELEMF..NTARY AND SEC

ONDARY EDUCATION. 
(a) IN GENERAL.-

(!) IN GENERAL.-Section 529(c) is amended by adding at 
the end the following new paragraph: 
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"(7) TREATMENT OF ELEMENTARY AND SECONDARY TUI· 
TION.-Any reference in this subsection to the term 'qualified 
higher education expense' shall include a reference to expenses 
for tuition in connection with enrollment or attendance at an 
elementary or secondary public, private, or religious school.". 

(2) LIMITATION.-Section 529(e)(3)(A) is amended by adding 
at the end the following: "The amount of cash distributions 
from all qualified tuition programs described in subsection 
CbXl )(A)(ii) with respect to a beneficiary during any taxable 
year shall, in the aggregate, include not more than $10,000 
in eirpenses described in subsection (c)(7) incurred during the 
taxable year.". 
(b) EFFECTIVE DATE.-The amendments made by this section 

sha ll apply to distributions made after December 31, 2017. 

PART V- DEDUCTIONS AND EXCLUSIONS 

SEC.11041. SUSPENSION OF DEDUCTION FOR PERSONAL EXEJllPTIONS. 
(a) IN GEl'fERAL.-Subsection (d) of section 151 is amended

(1) by striking "In the case or' in paragraph (4) and 
inserting "Except as provided in paragraph (5), in the case 
oP', and 

(2) by adding at the end the following new paragraph: 
"(5) SPECIAL RULES FOR TAXABLE YEARS 2018 THROUGH 

2025.-ln the case of a taxable year beginning an.er December 
31, 2017, and before J anuary 1, 202&-

"(A) EXEMPTION AMOUNT.-The term 'exemption 
amount' means zero. 

"(B) REFERENCES.-For purposes of any other provision 
of this title, the reduction of the exemption amount to 
zero under subparagraph (A) shall not be taken into 
account in determining whether a deduction is a llowed 
or allowable, or whether a taxpayer is entitled to a deduc
tion, under this section.". 

(b) APPLICATION TO ESTATES AND TRUSTS.-Section 642(bX2)(C) 
is amended by adding at the end the following new clause: 

"(iii) YEARS WHEN PERSONAL EXEMPTION AMOUNT 
IS ZERO.-

"(l) IN GENERAL.- ln the case of any taxable 
year in which the exemption amount under section 
15l(d) is zero, clause (i) shall be a pplied by sub
stituting '$4,150' for 'the exemption amount under 
section 15l(d)'. 

"(II) INl'LATION ADJUSTMENT.- ln the case of 
any taxable year beginning in a calendar year 
after 2018, the $4,150 amount in subparagraph 
(A) shall be increased in the same manner as 
provided in section 6334(d)(4)(C).". 

(c) MODIFICATION OF WAGE WITHHOLDING RULES.-
(!) IN GENERAL.-Section 3402(a X2) is amended by striking 

"means the amount" and all that follows and inserting "means 
the amount by which the wages exceed the taxpayer's with
holding allowance, prorated to the payroll period.". 

(2) CoNFOR.MING AMENDMENTS.-

(e). 
CA) Section 3401 is amended by striking subsection 
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(B) Paragraphs (1) and (2) of section 3402(1) are 
amended to read as follows: 
"(l) IN GENERAL.-Under rules determined by the Sec

retary, an employee r eceiving wages shall on any day be entitled 
to a withholding allowance determined based on-

"(A) whether the employee is an individua l for whom 
a deduction is allowable with respect to another taxpayer 
under section 151; 

"(B) i f the employee is married, whether the employee's 
spouse is entitled to an allowance, or would be so entitled 
i f such spouse were a n employee receiving wages, under 
subparagraph (A ) or (D), but only if such spouse does 
not have in effect a withholding allowance certificate 
claiming such allowance; 

"(C) the number of individuals \vi th respect to whom, 
on the basis of facts existing at the beginning of such 
day, there may reasonably be expected to be allowable 
a credit under section 24(a) for the taxable year under 
subtitle A in respect of which amounts deducted and with
held under this chapter in the calendar year in which 
such day falls are allowed as a credit; 

"(D) any additional amounts to which the employee 
elects to take into account under subsection (m), but only 
if the employee's spouse does not have in eJTect a with
holding allowance cert ificate making such a n election; 

"(E) the standard deduction allowable to such employee 
(one-half of such standard deduction in the case of an 
employee who is married (as determined under section 
7703) and whose spouse is a n employee receiving wages 
subject to withholding); and 

"(F) whether the employee has withholding allowance 
certificates in effect with respect to more than 1 employer. 
"(2) ALLOWANCE CERT!PICATES.-

"(A) ON COMMENCEMENT OF' EMPLOYM ENT.-On or 
before the date of the commencement of employment with 
an employer, the employee shall furnish the employer with 
a signed withholding allowance certificate relating to the 
withholdfog allowance claimed by the employee, which 
shall in no event exceed the amount to which the employee 
is entitled. 

"(B) CHANGE OF STATUS.-If, on any day during the 
calendar year, an employee's withholding allowance is in 
excess of the withholding allowance to which the employee 
would be enti tled had the employee submitted a true and 
accurate withholding a llowance certificate to the employer 
on that day, the employee shall \vithin 10 days thereafter 
furnish the employer with a new 'vithholding a llowance 
certificate. If, on any day during the calendar year, an 
employee's withholding allowance is greater than the with
holding allowance claimed, the employee may furnish the 
employer with a new withholding allowance certifi cate 
relating to the withholding allowance to which the 
employee is so entitled, which shall in no event exceed 
the amount to which the employee is entitled on such 
day. 

"(C) CHANGE OF' STATUS WHJCH APF'ECTS NEXT CAir 
ENDAR YEAR-If on any day during the calendar year the 
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withholding allowance to which the employee will be, or 
may reasonably he expected to be, ent.iUed at the beginning 
of the employee's next taxable year under subtitle A is 
different from the allowance to which the employee is enti
tled on such day, the employee shall, in such cases and 
at such times as the Secretary shall by regulations pre
scribe, furnish the employer with a withholding allowance 
certificate relating to the withholding allowance which the 
employee claims with respect to such next taxable year, 
which shall in no event exceed the withholding allowance 
to which the employee will be, or may r easonably be 
expected to be, so entitled.". 

(C) Subsections (bXl ), (bX2), (1)(3), (1)(4), (1)(5), ( fX7) 
(including the heading thereof), (gX4), OXl ), OX2). and (n) 
of section 3402 are each amended by strikin11, "exemption" 
each place it a ppears and inserting "allowance'. 

(D) The heading of section 3402(!) is amended by 
striking "EXEMPTIONS" and inserting "ALLoWANCE". 

(E) Section 3402(m) is amended by striking "additional 
withholding allowances or additiona l reductions in with
holding under this subsection. In determining the number 
of additional withholding allowances" and inserting "an 
additional withholding allowance or a dditional reductions 
in withholding under this subsection. In determining the 
additional withholding allowance". 

(F) Paragraphs (3) and (4) of section 3405(a) (and the 
heading for such paragraph (4)) are each amended by 
striking "exemption" each place it appears and inserting 
"allowance". 

(G) Section 3405(aX4) is amended by striking "shall 
be determined" and a ll that follows through "3 withholding 
exemptions" a nd inserti ng "shall be determined under rules 
prescribed by the Secretary". 

(d) ExCEPTION FOR DE'l'ERMlNINC PROPERTY EXEMPT FROM 
LEVY.-Section 6334(d) is amended by adding at the end the fol
lowing new paragraph: 

"(4) YEARS WHEN PERSONAL EX:EMl"l'ION AMOUNT IS ZERO.-
"(A) lN CENERAL.- In the case of any taxable year 

in which the exemption amount under section 15 l (d) is 
zero, paragraph (2) shall not apply and for purposes of 
paragraph (1) the term 'exempt amount' means an amount 
equal to-

"(i) the sum of the amount determined under 
subparagraph (B) and the standard deduction, divided 
by 

"(ij) 52. 
"(B) AMOUNT DETERMINED.-For purposes of subpara

graph (A), the amount determined under this subparagraph 
is $4,150 multiplied by the number of the taxpayer's 
dependents for the taxable year in which the levy occurs. 

"(CJ INFLATION ADJUSTMENT.-ln the case of any tax
able year beginning in a calendar year after 2018, the 
$4,150 amount in subparagraph (B) shall be increased by 
an amount equal to-

"(i) such dollar amount, multiplied by 
"(ii) the cost-of-living adjustment determined 

under section 1(1)(3) for the calendar year in which 
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the taxable year begins, determined by substituting 
'2017' for '2016' in subparagraph (A)(ii) thereof. 

If any increase determined under the preceding sentence 
is not a multiple of $100, such increase shall be rounded 
to the next lowest mult iple of $100. 

"(0 ) VERIFIED STATEMENT.-Unless the taxpayer sub
mits to the Secretary a written and. properly verified state
ment specifying the facts necessary to determine the .Proper 
amount under subparagraph (A), subparagraph (A) shall 
be applied as if the taxpayer were a married individual 
filing a separate return with no dependents.". 

(e) PERSONS REQUJRED TO MAKE RETuRNs OF lNCOME.-Section 
6012 is amended by adding at the end the followi ng new subsection: 

"(O SPECIAL RtJLE FOR TAXABLE YEARS 2018 THROUGH 2025.
In the case of a taxable year beginning after December 31, 2017, 
and before January 1, 2026, subsection (a)(l ) shall not a pply, and 
every individual who has gross income for the taxable year shall 
be required to make returns with respect to income taxes under 
subtitle A, except that a return shall col be required of-

"{l) an individual who is not married (determined by 
applying section 7703) and who has gross income for the taxable 
year which does col exceed the standard deduction a pplicable 
to such individual for such taxable year under section 63, 
or 

"(2) an individual entitled to make a joint return if-
"(A) the gross income of such individual, when com

bined with the gross income of such individual's spouse, 
for the taxable year does not exceed the standard deduction 
which would be applicable to the taxpayer for such taxable 
year under section 63 if such individual and such individ
ual's spouse made a joint return, 

"(B) such individual a nd such individual's spouse have 
the same household as their home at the close of the 
taxable year, 

"(C) such individual's spouse does not make a separate 
return, and 

"(D) neither such individual nor such individual's 
spouse is an individual described in section 63(c)(5) who 
has income (other than earned income) in excess of the 
amount in effect under section 63(c)(5)(A).". 

(0 EFFECTrvE DATE.-
(1) lN GENERAL.-Except as provided in paragraph (2), the 

amendments made by this section shall apply to taxable years 
beginning after December 31, 2017. 

(2) WAGE WJTHHOLDING.-The Secretary of the Treasury 
may administer section 3402 for taxable years beginning before 
January 1, 2019, without regard to the amendments made 
by subsections (a) and (c). 

SEC. 11042. LIMITATION ON DEDUCTION FOR STATE AND LOCAL, ETC. 
TAXES. 

(a) lN GENERAL.-Subsection (b) of section 164 is amended 
by adding at the end the following new paragraph: 

"(6) LIMITATION ON INDIVIDUAL DEDUCTIONS FOR TAXABLE 
YEARS 2018 THROUGH 2025.-ln the case of a n individual and 
a taxable year begi nning after December 31, 2017, and before 
January 1, 2026-
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"(A) foreign real property truces shall not be taken 
int.o account under subsection (aXl ), and 

"(B) the aggregate amount of truces taken into account 
under paragraphs (1), (2), and (3) of subsection (a) and 
paragraph (5) of this subsection for any trucable year shall 
not exceed $10,000 ($5,000 in the case of a married indi
vidual filing a separate return). 

The ereceding sentence shall not apply to any foreign taxes 
descnbed in subsection (aX3) or to any truces described in 
paragraph (1) and (2) of subsection (a) which are paid or accrued 
in carrying on a trade or business or an activity described 
in section 212. For purposes of subparagraph (B), an amount 
paid in a taxable year beginning before January 1, 2018, with 
respect to a State or local income tax imposed for a taxable 
year beginning after December 31, 2017, shall be treated as 
paid on the last day of the trucable year for which such tax 
is so imposed.". 
(b) EFFECTIVE DATE.-The amendment made by this section 

shall a pply to trucable years beginning after December 31, 2016. 

SEC. 11043. LillfITATION ON DEDUCTION FOR QUALIFIED RESIDENCE 
INTEREST. 

(a) IN GENERAL.-Section 163(hX3) is amended by adding at 
the end the following new subparagraph: 

"(F ) SPECIAL RULES FOR TAXABLE YEARS 2018 THROUGH 
2025.-

"(i) IN GENERAL.- ln the case of taxable years 
beginning after December 31, 2017, and before January 
1, 2026-

"(l) DISALWWANCE OF HOME EQUITY lNDEBTED
NESS !NTEREST.-Subparagraph (AXii) shall not 
apply. 

"(II) LIMITATION ON ACQUISITION INDEBTED
NESS.-Subparagraph CBXii) shall be applied by 
substitut ing '$750,000 ($375,000' for '$1,000,000 
($500,000'. 

"(ill) TREATMENT OF INDEBTEDNESS INCURRED 
ON OR BEFORE DECEMBER 15, 2011.-Subclause (II) 
shall not apply to any indebtedness incurred on 
or before December 15, 2017, and, in a pplying 
such subclause to any indebtedness incurred after 
such date, the limitation under such subclause 
shall be reduced (but not below zero) by the 
amount of any indebtedness incurred on or before 
December 15, 2017, which is treated as acquisition 
indebtedness for purposes of this subsection for 
the taxable year. 

"(JV) BINDlNG CONTRACT EXCEPl'ION.-ln the 
case of a taxpayer who enters into a written 
binding contract before December 15, 2017, to close 
on the purchase of a principal residence before 
January 1, 2018, and who purchases such resi
dence before April 1, 2018, subclause (Ill) shall 
be applied by substituting 'April 1, 2018' for 
'December 15, 2017'. 
"(ii) TREATMENT OF LIMITATION IN TAXABLE YEARS 

AFTER DECEMBER 31, 2025.-ln the case of taxable years 
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beginning af\.er December 31, 2025, the limitation 
under subparagraph CBXii) shall be a pplied to the 
aggregate amount of indebtedness of the taxpayer 
described in subparagraph CBXil without regard to the 
taxable year in which the indebtedness was incurred. 

"(iii) TREATMENT OF REFINANCINGS OF INDEBTED
NESS.-

"(I) TN GENERAL.-ln the case of a ny indebted
ness which is incurred to refinance indebtedness, 
such refinanced indebtedness shell be treated for 
purposes of clause (iXIII) as incurred on the date 
that the original indebtedness was incurred to the 
extent the amount of the indebtedness resulting 
from such r efinancing does not exceed the amount 
of the refi nanced indebtedness. 

" (II) LIMITATION ON PERIOD OF REFINANCING.
Subclause (!) shall not apply to any indebtedness 
af\.er the expiration of the term of the original 
indebtedness or, if the principal of such original 
indebtedness is not amortized over its term, the 
expiration of the term of the 1st refinancing of 
such indebtedness (or if earlier, the date which 
is 30 years af\.er the date of such 1st refinancing). 
"(iv) COORDINATION WITH EXCLUSION OF INCOME 

FROM DISCHARGE OP INDEBTEDNESS.-Section 108(hX2) 
shall be applied without regard to this subparagraph.". 

(b) EFFECTIVE DATE.-The amendments made by this section 
shall apply to taxable years beginning af\.er December 31, 2017. 

SEC. I 1044. MODIFICATION OF DEDUCTION FOR PERSONAL CASUALTY 
LO ES. 

(a) IN GENERAL.-Subseclion (h) of section 165 is amended 
by adding at the end the following new paragraph: 

"(5) LlMlTAT!ON FOR TA."<ABLE YEARS 2018 THROUGH 20:25.-
"(A) lN OENERAL.- ln the case of en individual, except 

as provided in subpa ragraph (B), any personal casualty 
loss which (but for this paragraph) would be deductible 
in a taxable year beginning af\.er December 31, 2017, and 
before January 1, 2026, shall be allowed as a deduction 
under subsection (a) only to the extent it is attributable 
to a Federally declared disas ter (as defined in subsection 
CiX5)). 

"(B) EXCEPTION RELATED TO PERSONAL CASUALTY 
GAINS.-lf a taxpayer has personal casualty gains for any 
taxable year to which subparagraph (A) applies-

"(i) subparagraph (A) shall not apply to the portion 
of the personal casualty loss not attributable to a Fed
erally declared disaster (es so defined) to the extent 
such loss does not exceed such gains, and 

"(ii) in applying paragraph (2) for purposes of 
subparagraph (A) to the portion of personal casualty 
loss which is so at tributable to such a disaster, the 
amount of personal casualty gains taken in to account 
under paragraph (2XA) shell be reduced by the portion 
of such gains taken into account under clause (i).". 
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(b) EFFECTIVE DATE.- The amendment made by t his section 
shall apply to losses incurred in taxable years beginning after 
December 31, 2017. 

SEC. 11045. SUSPENSION OF ~fiSCELLANEOUS ITEl\flZED DEDUCTIONS. 

(a) IN GENERAL.-Section 67 is amended by adding at the 
end the following new subsection: 

"(g) SUSPENSION FOR TAXABLE YEARS 2018 THROUGH 2025.
Notwithstanding subsection (a), no miscellaneous itemized deduc
tion shall be allowed for any taxable year beginning after December 
31, 2017, and before J anuary 1, 2026.". 

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

SEC. 11046. SUSPENSION OF OVERALL LIJ\1JTAT!ON ON ITEllllZED 
DEDUCTIONS. 

(a) IN GENERAL.-Sect ion 68 is amended by a dding at the 
end the following new subsection: 

"(0 SECTION NOT TO APPLY.-This section shall not apply to 
any taxable year beginning after December 31, 2017, and before 
J anuary 1, 2026.". 

(b) E FFECTIVE DATE.- The amendments made by th.is section 
shall a pply to taxable years beginning after December 31, 2017. 

SEC. 11047. SUSPENSION OF EXCLUSION FOR QUALIFIED BICYCLE 
COMMUTING REIJIIBURSEMENT. 

(a) IN GENERAL.-Section 132(1) is amended by adrung at the 
end the following new pa ragraph: 

"(8) SUSPENSION OF QUALIFIED BICYCLE COMMUTING 
REIMBURSEMENT EXCLUSION.-Paragraph (lXD) shall not apply 
to any taxable year beginning after December 31, 2017, and 
before January 1, 2026.". 
(b) EFFECTIVE DATE.-The amendment made by this section 

shall apply to taxable years beginning after December 31, 2017. 

SEC. 11048. SUSPENSION OF EXCLUSION FOR QUALIFIED MOVING 
EXPENSE REIMBURSEMENT. 

(a ) IN GENERAL.-Section 132{g) ia amended-
(!) by striking "For purposes of t his section, the term" 

and inser ting "For purposes of this section
"(l) IN GENERAL - The term", a nd 
(2) by adrung at the e nd the followi ng new par agraph: 
"(2) SUSPENSION FOR TAXABLE YEARS 2018 TH.ROUGH 2025.-

Except in the case of a member of the Armed Forces of the 
United States on active duty who moves pursuant to a military 
order and incident to a permanent change of stat ion, subsection 
(aX6) shall not apply to any taxable year beginning after 
December 31, 2017, and before January 1, 2026.". 
(b) EFFECTIVE DATE.- The amendments made by this section 

sh all apply to taxable years beginning after December 31, 2017. 

SEC. 11049. SUSPENSION OF DEDUCTION FOR MOVING EXPENSES. 

(a) IN GENERAL.-Section 217 is amended by a dding at the 
end the following new subsection: 

"(k) SUSPENSION OF DEDUCTION FOR TAXABLE YEARS 2018 
T HROUGH 2025.-Except in t he case of an inruvidual to whom 
subsection (g) applies, this section shall not apply to any taxable 
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year beginning all.er December 31, 2017, and before January 1, 
2026.". 

(b) EFFECTIVE DATE.-The amendment made by this section 
shall apply to taxable years beginning after December 31, 2017. 
SEC. 11050. Lll\UTATION ON WAGERING LOSSES. 

(a) IN GENERAL.-Section 165(d) is amended by adding at the 
end the following: "For purposes of the preceding sentence, in 
the case of taxable years beginning after December 31, 2017, and 
before January 1, 2026, the term 'losses from wagering transactions' 
includes any deduction otherwise allowable under this chapter 
incurred in carrying on any wagering transaction.". 

(b) EFFECTIVE DATE.-The amendment made by this section 
shall apply to taxable years beginning after December 31, 2017. 
SEC. 11051. llEP EAL OF DEDUCTION FOR ALIMONY PAYl\tENTS. 

(a ) IN GENERAL.-Part VII of subchapter B is amended by 
striking section 215 (and by striking the item relating to such 
section in the table of sections for such subpart). 

(b) CoNFORMJNG AMENDMENTS.-
(1) CORRESPONDING REPEAL OP PROVISIONS PROVIDING FOR 

INCLUSION OP ALIMONY IN CROSS INCOME.-
(A ) Subsection (a ) of section 61 is amended by striking 

paragraph (8) and by redesignating paragraphs (9) through 
(15) as paragraphs (8) through (14), respectively. 

(B) Part II of subchapter B of chapter 1 is amended 
by striking section 71 (and by striking the item relating 
to such section in the table of sections fo r such part). 

(C) Subpart F of part I of subchapter J of chapter 
l is amended by striking section 682 (and by striking 
the item relating to such section in the table of sections 
for such subpart). 
(2) RELATED TO REPEAL OF SECTION 215.-

(A ) Section 62(a) is amended by striking paragraph 
(10). 

(B) Section 3402CmXl l is amended by striking "(other 
than paragraph (10) thereoO". 

(C) Section 6724(dX3) is amended by striking subpara
graph (C) and by redesignating subparagraph (D) a s 
subparagraph (C). 
(3) RELATED TO REPEAL OF SECTION 71.

(A) Section 12l(dX3) is amended-
(i) by striking "(as defined in section 7l(bX2))" 

in subparagraph CB), and 
(ii) by adding at the end the fo llowing new 

subparagraph: 
"(C) DIVORCE OR SEPARATION INSTRUlllENT.-For pur

poses of Uris paragraph, the term 'divorce or separation 
instrument' means-

"(i) a decree of divorce or separate maintenance 
or a written instrument incident to such a decree, 

"(ii) a written separation agreement, or 
"(iii) a decree (not described in clause (i)) requiring 

a spouse to make payments for the support or mainte
nance of the other spouse.". 
(B) Section 152(dX5) is amended to read as follows: 

"(5) SPECIAL RULES FOR SUPPORT.-
"(A) IN GENERAL.-For purposes of this subsection-
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"Ci) payments Lo a spouse of alimony or separate 
maintenance payments shall not be treated as a pay
ment by the payor spouse for the support of any 
dependent, and 

"(ii) in the case of the remarriage of a parent, 
support of a child received from the parent's spouse 
shall be treated as received from the parent. 
"(B) ALIMONY OR SEPARATE MAINTENANCE PAYME?v"'l'.

For purposes of subparagraph (A), the term 'alimony or 
separate maintenance payment' means any payment in 
cashif-

"(i) such payment is received by (or on behalf oO 
a spouse under a divorce or separ ation instrument 
(as defined in section 121(dX3XC)), 

"(ii) in the case of an individual legally separated 
from the individual's spouse under a decree of divorce 
or of separate maintenance, the payee spouse and the 
payor spouse are not members of the same household 
at the time such payment is made, and 

"(iii) there is no liability to make any such payment 
for any period after the death of the payee spouse 
and there is no liability to make any payment (in 
cash or property) as a substitute for such payments 
after the death of the payee spouse.". 
(C) Section 219(0(1) is amended by striking the third 

sentence. 
(D) Section 220(0(7) is amended by striki ng "subpara

graph (A) of section 71(bX2l" and inserting "clause (i) of 
section 121(dX3XCJ". 

(E) Section 223(0(7) is amended by striking "subpara
graph (A) of section 7l(bX2J" and inserting "clause (i) of 
section 121(dX3XC)". 

(F) Section 3820X3XBXiii) is amended by striking "sec
tion 71(bX2J" and inserting "section 121(dX3XC)". 

(G) Section 408(dX6) is amended by striking "subpara
graph (A) of section 7l(bX2J" and inserting "clause (i) of 
section 121CdX3XCl". 
(4) ADDITIONAL CONFORMING AMENDMENI'S.-Section 

7701(aX17) is amended-
(A) by striking "sections 682 and 2516" and inserting 

"section 2516", and 
(B) by striking "such sections" each place it appears 

and inserting "such section". 
(c) EFFECTIVE DATE.-The amendments made by this section 

shall apply to-
(1) any divorce or separation instrument (as defined in 

section 71(bX2) of the In ternal Revenue Code of 1986 as in 
effect before the date of the enactment of this Act) executed 
after December 31, 2018, and 

(2) any divorce or separation instrument (as so defined) 
executed on or before such date and modified after such date 
if the modification expressly provides that the amendments 
made by this section apply to such modification. 
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PART VI-INCREASE IN ESTATE AND GIFT TAX 
EXEMPTION 

SEC. 11061. INCREASE lN ESTATE AND GIFI' TAX EXEMPTION. 

(a) IN GENERAL.-Section 20l()(cX3) is amended by adding at 
the end the folJowing new subparagraph: 

"(C) INCREASE IN BASIC EXCLUSJON AMOUNT.-ln the 
case of estates of decedents dying or gifl.s made after 
December 31, 2017, and before January 1, 2026, subpara
graph (A) s hall be applied by su bstituting '$10,000,000' 
for '$5,000,000'. •. 

(b) CoNFORMlNG AMENDMENT.-Subsection (g) of section 2001 
is amended to read as folJows: 

"(g) MODIFlCATlONS TO TAX PAYABLE.-
"(l ) MODIFICATIONS TO GlIT TAX PAYABLE TO REFLECT DlF· 

FERENT TAX RATES.-For purposes of applying subsection (bX2) 
with respect t.o l or more gifts, the rates of tax under subsection 
(c) in effect at the decedent's death shalJ, in lieu of the rates 
of tax in effect at t he time of s uch gifl.s, be used both to 
compute-

"(A) lhe tax imposed by chapter 12 with respect to 
such gifts, and 

"(B) the credit allowed against s uch tax under section 
2505, including in computing-

"(i) the ap plicable credit amount under section 
2505(aX1), and 

"(ii) the sum of the amounts allowed as a credit 
for alJ preceding periods under section 2505(aX2). 

"(2) MODIFICATIONS TO ESTATE TAX PAYABLE TO REFLECT 
DlFFERENT BASIC EXCLUSION AMOUNTS.-Tbe Secretary s hall 
prescribe s uch regulations as may be necessary or appropriate 
to carry out this section with r espect t.o any difference 
between-

"(A) the basic exclusion amount u nder section 
2010(cX3) applicable at the time of the decedent's death, 
and 

"(B) the basic exclusion amount unde r such section 
applicable with respect to any gifts made by the decedent.". 

(c) EFFECTIVE DATE.-The amendments made by this section 
s halJ apply to estates or decedents dying and gifts made after 
December 31, 2017. 

PART VII-EXTENSION OF TIME LIMIT FOR 
CONTESTING IRS LEVY 

SEC. 11071. EXTE SION OF Till!E LIMIT FOR CONTESTING ms LEVY. 
(a) ExTENSION OF TIME FOR RETURN OF PROPERTY SUBJECT 

TO LEVY.-Subsection (b) or section 6343 is amended by striking 
"9 months" and inserting "2 years". 

(b) PERlOD OF LJNJTATION ON SUITS.-Subsection (c) of section 
6532 isamended-

(l) by striking "9 months" in paragraph (1) a nd inserting 
"2 years", and 

(2) by striking "9-month " in paragraph (2) and inserting 
"2-year". 
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(c) EFFECTIVE DATE.-The amendments made by this section 
shall apply to---

(1) levies made after the date of the enactment of this 
Act, and 

(2) levies made on or before such date if the 9-month 
period has not expir ed under section 6343(b) of the Internal 
Revenue Code of 1986 (without regard to t.his sect.ion) as of 
such date. 

PART VIII- INDIVIDUAL MANDATE 
S EC. 1108 1. ELll\JJNATION OF SHARED RESP ONSIBCLITY PAYMENT FOR 

CND!VlDUALS FAD..ING TO MAINTAIN MINillfUM ESSEN
TIAL COVERAGE. 

(a) IN GENERAL.-Section 5000A(c) is amended-
(1) in paragraph (2)(B)(iii), by striking "2.5 percent" and 

inserting "Zero percent.", and 
(2) in paragraph (3)-

(A) by striking "$695" in subparagraph (A) and 
inserting "$0", and 

(8 ) by striking subparagraph (0 ) . 
(b) EFFECTIVE OATE.-The amendments made by this section 

shall apply to months beginning afler December 31, 2018. 

Subtitle B-Alternative Minimum Tax 

SEC. L200L. REPEAL OF TAX FOR CORPORATIONS. 

(a) IN GENERAL.-Section 55(a) is amended by striking "There" 
a nd inserting "In the case of a taxpayer other than a corporation, 
there". 

(b) CoNFORl\lING AMENDMENTS.-
Cl) Section 38(c)(6) is amended by adding at. the end the 

following new subparagraph: 
"CE) CORPORATIONS.- ln the case of a corporation, this 

subsection shall be applied by treating t.he corporation 
as having a tentative minimum tax of zero.". 
(2) Section 53(d)(2) is amended by inserting ", except. that 

in the case of a corporation, the tentative minimum lax shall 
be treated as zero" before the period at the end. 

(3)(A) Section 55(b)(l ) is amended to read as follows: 
"(l) AMOUNT OF TENTATIVE TAX.-

"(A) IN GENERAL.-The tentative minimum tax for the 
taxable year is the sum of-

"(i) 26 percent. of so much of the taxable excess 
as does not exceed $175,000, plus 

"(ii) 28 percent of so much of the taxable excess 
as exceeds $175,000. 

The amount. determined under the preceding sentence shall 
be reduced by the a lternative minimum tax foreign tax 
credit for the taxable year. 

"(B) TAXABLE EXCESS.- For purposes of this subsection, 
the term 'taxable excess' means so much of the alternative 
minimum taxable income for the taxable year as exceeds 
the exemption amount.. 

"(C ) MARRIED rND!VTDUAL FfLING SEPARATE RETURN.
In the case of a married individual filing a separate ret.um, 
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subparagraph (A) shall be applied by substituting 50 per
cent of the dollar amount otherwise applicable under clause 
(i) and clause (ii) thereof. For purposes of the preceding 
sentence, marital status shall be determined under section 
7703.". 
(B) Section 55(b)(3) is amended by striking "paragraph 

(lXAXi)" and inserting "paragraph Cl XA)". 
(C) Section 59(a) is amended-

(i) by striking "subparagraph (AXi) or (BXi) of section 
55CbX1) (whichever applies) in lieu of the highest rate 
of tax specified in section 1 or 11 (whichever applies)" 
in paragraph ( l XC) and inserting "section 55(bXl ) in lieu 
of the highest rate of tax specified in section 1", and 

(ii) in paragraph (2), by striking "means" and all that 
follows and inserting "means the amount determined under 
the first sentence of section 55(bX1XA).". 
(D ) Section 897(aX2XA) is amended by striking "section 

55{bX1XA)" and inserting "section 55(bX1)". 
(E) Section 911(0 is amended-

(i) in paragraph ( l XB}-
(l) by striking "section 55(bX1XAXii)" and inserting 

"section 55(b)(1XB)", and 
(II) by striking "section 55(bX1XAXi)" and inserting 

"section 55(b)(l)(A)", and 
(ii) in paragraph (2XBl, by striking "section 

55CbX1XAXii)" each place it appears and inserting "section 
55CbX1XB)". 
(4) Section 55(cX1) is amended by striking ", the section 

936 credit allowable under section 27(b), and the Puerto Rico 
economic activity credi t u nder section 30A". 

(5) Section 55(d), as amended by section 11002, is 
amended-

(A) by striking paragraph (2) and redesignating para
graphs (3) and (4) as paragraphs (2) and (3), respectively, 

(B) in paragraph (2) (as so redesignated), by inserting 
"and" at the end of subparagraph (B), by striking ", and" 
at the end of subparagraph (C) and inserting a period, 
and by striking subparagraph (D), and 

(Cl in paragraph (3) (as so redesignated}-
(i) by striking "(bXl XAXil" in subparagraph (BXi) 

and inserting "(bXl XA)", and 
(ii) by striking "paragraph (3)" in subparagraph 

(BXiii) and inserting "paragraph (2)". 
(6) Section 55 is amended by striking subsection (e). 
(7) Section 56CbX2l is amended by striking subparagraph 

(C) and by redesignating subparagraph (D) as subparagraph 
(C ). 

(SXAl Section 56 is amended by striking subsections (c) 
and (g). 

(B) Section 847 is amended by striking the last sentence 
of paragraph (9). 

(C) Section 848 is amended by striking subsection (i). 
(9) Section 58(a) is amended by striking paragraph (3) 

and redesignating paragraph (4) as paragraph (3). 
(10) Section 59 is amended by striking subsections (b) 

and (O. 
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(11) Section ll(d) is amended by striking "the truces 
imposed by subsection (a) a nd section 55" and inserting "the 
true imposed by subsection (a)". 

(12) Section 12 is amended by striking paragraph (7). 
(13) Section 168(k) is amended by striking paragraph (4). 
(14) Section 882(a )( l ) is emended by striking", 55,". 
(15) Section 962(a)(l ) is amended by striking "sections 11 

end 55" end inserting "section 11". 
(16) Section 1561(e) is emended-

(A) by inserting "and" et the end of paragraph (1), 
by striking", and" et the end of paragraph (2) and inserting 
a period, and by striking paragraph (3), and 

(B) by striking the last sentence. 
(17) Section 6425(c)(l )(A) is amended to read as follows: 

"(A) the true imposed by section 11 or 120l (a), or sub
chapter L of chapter 1, whichever is applicable, over". 
(18) Section 6655(e)(2) is amended by striking "and alter

native minimum taxable income" each place it appears in sub
paragraphs (A) and (B)(i). 

(19) Section 6655(g)( l )(A) is amended by inserting "plus" 
a t the end of clause (i), by striking clause (ii), and by redesig
nating clause (iii) as clause (ii). 
(c) EFFECTIVE DATE.-The amendments made by this section 

shall apply to tax.able years beginning after December 31, 2017. 

SEC. 12002. CREDIT FOR PRIOR YEAR M1NIMU111 TAX LIABILITY OF 
CORPORATIONS. 

(a) CREDITS TREATED AS REFUNDABLE.-Section 53 is amended 
by adding at the end the following new subsection: 

"(e) PORTION OF CREDIT TREATED AS REFUNDABLE.-
"(l) IN GENERAL.- In the case of any taxable year of a 

corporation beginning in 2018, 2019, 2020, or 2021, the limita
tion under subsection (c) shall be increased by the AMT refund
able credit amount fo r such year. 

"(2) AMT REFUNDABLE CREDIT AMOUNT.-For purposes of 
parafaph (1), the AMT refundable credjt amount is an amount 
equa to 50 percent (100 percent in the case of a taxable 
year beginrung in 2021) of the excess (if any) of-

"(A) the minimum tax credit determilled under sub
section (b) for the taxable year, over 

"(B) the minimum tax credit allowed under subsection 
(a) for such year (before the application of this subsection 
for such year). 
"(3) CREDIT REFUNDABLE.-For purposes of this title (other 

than this section), the credjt allowed by reason of this sub
sect ion shell be treated as a credit allowed under subpart 
C (end not this subpart). 

"(4) SHORT TAXABLE YEA.RS.-ln the case of any taxable 
year of less than 365 days, the AMT refundable credit amount 
determfoed under paragraph (2) with respect to such taxable 
year shell be the amount which bears the same ratio to such 
amount determined without regard to this paragraph as the 
number of days in such taxable year bears to 365.". 
(b) TREATMENT OF REFERENCES.-Section 53(d) is amended by 

adding at the end the following new paragraph: 
"(3) AMT TERM REFERENCES.-ln the case of a corporation, 

a ny references in this subsection to section 55, 56, or 57 sha ll 
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be treated as a reference to such section as in efl'ect before 
the amendments made by Tax Cuts and Jobs Act.". 
(c) CONFORMING AMENDMENT.-Section 1374(b)(3XB) is 

amended by strilcing the last sentence thereof. 
(d) EFFECTIVE DATE.-

(1) IN GENERAL.-The amendments made by this section 
shall apply to taxable years beginning alter December 31, 2017. 

(2) CONFORMING AMENDMENT.-The amendment made by 
subsection (c) shall a pply to taxable years beginning alter 
December 31, 2021. 

SEC. 12003. INCREASED EXEMPTION FOR INDIVIDUALS. 

(a) IN GENERAL.-Section 55(d), as amended by the preceding 
provisions of this Act, is amended by adding at the end the following 
new paragraph: 

"(4) SPECIAL RULE FOR TAXABLE YEARS BEGINNING AFTER 
2017 AND BEFORE 2026.-

"(A) IN GENERAL.- ln the case of a ny taxable year 
beginning after December 31, 2017, and before January 
1, 2026-

"(i) paragraph (1) shall be applied-
"(I) by substituting '$109,400' for '$78,750' in 

subparagraph (A), and 
"(II) by substituting '$70,300' for '$50,600' in 

subparagraph (B), and 
"(ii) paragraph (2) shall be a pplied-

'(I) by substituting '$1,000,000' for '$150,000' 
in subparagraph (A), 

"(II) by substituting '50 percent of the dollar 
amount a pplicable under subparagraph (A)' for 
'$112,500' in subparagraph (B), and 

"(III) in the case of a taxpayer described in 
paragraph (l )(D), without regard to the substi
tution under subclause (I). 

"(B ) INFLATION ADJUSTMENT.-
"(i) IN GENERAL.-ln the case of a ny taxable year 

beginning in a calendar year after 2018, the amounts 
described in clause (ii) shall each be increased by an 
amount e~ual to-

"(I) such dollar amount, multiplied by 
"(II) the cost-of-living adjustment detenruned 

under section 1(1)(3) for the calendar year in which 
the taxable year begins, determined by sub
sti tuting 'calendar year 2017' for 'calendar year 
2016' in subparagraph (AXii) thereof. 
"(ii) AMOUNTS DESCRIBED.-The amounts described 

in this clause are the $109,400 amount in subpara
graph (A)(i)(l ), the $70,300 amount in subparagraph 
(AXiXII), and the $1,000,000 amount in subparagraph 
(AXii)(I). 

"(iii) ROUNDING.-Any increased amount deter
mined under clause (i) shall be rounded to the nearest 
multiple of $100. 

"(iv) COORDINATION WTTH CURRENT ADJUST
MENTS.-ln the case of any taxable year to which 
subparagraph (A) applies, no adjustment shall be made 
under paragraph (3) to any of the numbers which 
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are subst ituted under subparagraph (A) a nd adjusted 
under this subparagraph.". 

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

Subtitle C-Business-related Provisions 

PART I- CORPORATE PROVISIONS 

SEC. 13001. 21-PERCENT CORPORATE TAX RATE. 

(a) IN GENER'\L.- Subsection (b) of section 11 is amended to 
read as follows: 

"(b) AMOUNT OF TAX.-The amount of the tax imposed by 
subsection (a) shall be 21 percent of taxable income.". 

(b) CONFORMING AMENDMENTS.-
Cl) The following sections are each amended by striking 

"section ll(bXl )" and inserting "section ll(b)": 
(A) Section 280C(c)(3XBXiiXII). 
(B) Paragraphs (2XB) and (6XAXii) of section 860E(e). 
(C) Section 7874(eX1XBl. 

(2XA) Part I of subchapter P of chapter 1 is amended 
by s triking section 1201 (and by s triking the item relating 
to such section in the table of sections for such part). 

(B) Sect ion 12 is amended by striking paragraphs (4) and 
(6), and by redesignating paragraph (5 ) as paragraph (4). 

(C) Section 453A(c)(3) is amended by striking "or 1201 
(whichever is appropriate)". 

(D) Section 527(b) is amended-
(i) by striking paragraph (2), and 
(ii) by s triking all that precedes "is hereby imposed" 

and inserting: 
" (b ) TAX lMPoSED.- A tax". 

(E) Sections 594(a ) is amended by striking "taxes imposed 
by section 11 or 1201(a)" and inserting "tax imposed by section 
11". 

(F ) Section 691(c)(4) is amended by striking "1201,". 
(G) Section 801(a) is amended-

(i) by s triking paragraph (2), a nd 
( ii) by s triking all that precedes "is hereby imposed" 

and inserting: 
"(a) TAX lMPOSED.- A Lax". 

(H) Section 831(e) is amended by striking paragraph (1) 
a nd by redesignat ing paragraphs (2) and (3) a s paragraphs 
(1) and (2), respectively. 

(I) Sections 832CcX5l and 834(b)(1XD) are each amended 
by s triking "sec. 1201 and following,". 

(J) Section 852(b)(3XA) is amended by striking "section 
1201(a)" and inserting "section ll(b)". 

(K) Section 857(b)(3) is amended-
(i) by striking subparagraph (A) and redesignating sub

pa ragra phs (B) through (F ) as subparagraphs (A) through 
(E), respectively, 

(ii) in subparagraph (C), as so redesignated-
(I) by s t riking "subparagraph (AXii)" in cla use (i) 

thereof a nd inserting "paragraph (1)", 
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(II) by striking "the tax imposed by subparagraph 
(AXii)" in clauses ( ii) and (iv) I.hereof and inserting 
"the tax imposed by paragraph (1) on undistributed 
capital gain", 
(iii) in subparagraph (E), as so redesignated, by 

striking "subparagraph (B ) or (D)" a nd insert ing "subpara
graph (A) or (C)", and 

(iv) by a d<ling at the end the following new subpara
graph: 

"(F) UNDISTRIBUTED CAPITAL GAIN.-For purposes of 
this paragraph, the term 'undistributed capital gain' means 
I.he excess of the net capital gain over the deduction for 
dividends paid (as defined in section 561) determined with 
reference to capital gain dividends only.". 
(L) Section 882(aXl ), as amended by section 12001, is fur

ther amended by striking "or 1201{a )". 
(M) Section 904(b) is amended-

(i) by striking "or 1201(a)" in paragraph (2XC). 
(ii) by striking paragraph (3XD) and inserting I.he fol

lowing: 
"(D) CAPITAL GACN RATE DffFERENTIAL.- There is a cap

ital gain rate differential for any year if subsection (h) 
of section 1 a pplies to such taxable year.", and 

(iii) by striking paragraph (3XE) and inserting the 
following: 

"(E) RATE DIFFERENTIAL PORTION.-The rate dilTeren
tial portion of foreign source net capital gain, net capital 
gain, or the excess of net capital gain from sources within 
the Unjted States over net capital gain, as the case may 
be, is the same proportion of such amount as-

"(i ) the excess of-
"(! ) the highest rate of tax set forth in sub

section (a ), (b), (c), (d), or (e) of section 1 (whichever 
applies), over 

"(II) the alternative rate of tax determined 
under section l (h), bears to 
"(ii) that rate referred to in subclause (! ).". 

(N) Section 1374(b) is amended by striking paragraph (4). 
(0 ) Section 1381{b) is amended by striking "taxes imposed 

by section 11 or 1201" and inserting "tax imposed by section 
11". 

{P) Sections 6425(cX1XA), as amended by section 12001, 
and 6655{gX1XAXi) are each amended by striking "or 1201{a ),". 

{Q) Section 7518{gX6XA) is amended by striking "or 
120l{a)". 

{3XA) Section 1445(eXl l is amended-
(i) by striking "35 percent" and inserting "the highest 

rate of tax in effect for the taxable year under section 
ll(b)", and 

(ii) by striking "of the gain" and inserting "multiplied 
by the gain". 
(B ) Section 1445(eX2) is amended by striking "35 percent 

of the amount" and inserting "I.he highest rate of tax in effect 
for the taxable year under section ll(b) multiplied by the 
amount''. 

{C) Section 1445(eX6) is amended-
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(i) by striking "35 percent'' and inserting "the highest 
rate of tax in effect for the taxable year under section 
u (br, and 

(ii) by striking "of the amount" and inserting "multi
plied by the amount". 
(D) Section 1446(bX2XB) is amended by striking "section 

ll(bXl)" and inserting "section ll(b)". 
(4) Section 852(bX1) is amended by striking the last sen

tence. 
(5XA) Part I of subchapter B of chapter 5 is amended 

by striking section 1551 (and by striking the item relating 
to such section in the table of sections for such part). 

(B) Section 535(c)(5) is amended to read as follows: 
"(5) CROSS REFERENCE.-For limitation on credit provided 

in paragraph (2) or (3) in the case of certain controlled corpora
tions, see section 1561.". 

(6XA) Section 1561, as amended by section 12001, is 
amended to read as follows: 

"SEC. 1561. Lll\11TATION ON ACCUMU LATED EARNINGS CREDIT IN THE 
CASE OF CERTAIN CONTROLLED CORPORATIONS. 

"(a) IN GENERAL.- The component members of a controlled 
group of corporations on a December 31 shall, for their taxable 
years which include such December 31, be limited for purposes 
of this subtitle to one $250,000 ($150,000 if any component member 
is a corporation described in section 535(cX2XB)) amount for pur
poses of computing the accumulated earnings credit under section 
535(cX2) and (3). Such amount shall be divided equally among 
the component members of such group on such December 31 unless 
the Secret.ary prescribes regulations permitting an unequal alloca
tion of such amount. 

"(b) CERTAIN SHORT TAXAllLE YEARS.-lf a cor poration has a 
short taxable year which does not include a December 31 and 
is a component member of a controlled group of corporations with 
respect to such taxable year, then for purposes of this subtitle, 
the amount to be used in computing the accumulated earnings 
credit under section 535(cX2) and (3) of such corporation for such 
taxable year shall be the amount specified in subsection (a ) with 
respect to such group, divided by t.he number of corporations which 
are component members of such group on t.he last day of such 
taxable year. For purposes of the preceding sentence, section 1563(b) 
shall be applied as if such last day were substituted for December 
31.". 

(B) The table of sections for part 11 of subchapter 
B of chapter 5 is amended by striking the item relating 
to section 1561 a nd inserting t.he following new item: 

"Sec. 1561. Limitation on accumulated earnings credit in the case of certain con· 
troUed corporations.". 

(7) Section 7518(g)(6XA) is amended-
(A) bl striking "With respect to the portion" and 

inserting In the case of a taxpayer at.her than a corpora
tion, with respect to the portion", and 

(B) by striking "(34 percent in the case of a corpora
tion)". 

(c) EFFECTIVE DATE.-
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(1) IN GENERAL.-Excepl as otherwise provided in this sub
section, the amendments made by subsections (a) and (b) shall 
apply to taxable years beginning after December 31, 2017. 

(2) WrrRHOLDING.-The amendments made by subsection 
(bX3) shall apply to distributions made after December 31, 
2017. 

(3) CERTAIN TRANSFERS.-The amendments made by sub
section (bX6) shall apply to transfers made after December 
31, 2017. 
(d) NORMALIZATION REQtnREMENTS.-

(1) IN GENERAL.-A normalization method of accounting 
shall nol be treated as being used with respect to any public 
utility property for purposes of section 167 or 168 of lhe Internal 
Revenue Code of 1986 if the taxpayer, in computing its cost 
of service for ratemaking purposes and reflecting operating 
results in its regulated books of account, reduces the excess 
tax reserve more ra pidly or to a greater extent than such 
reserve would be reduced under the average rate assumption 
method. 

(2) ALTERNATIVE METHOD FOR CERTAIN TAXPAYERS.-If, 88 
of the first day of the taxable year that includes the date 
of enactment of this Act--

(A) the taxpayer was required by a regulatory agency 
to compute depreciation for public utility property on the 
basis of an average life or composite rate method, and 

CB) the taxpayer's books and underlying records did 
not contain the vintage account data necessary to apply 
the average rate assumption method, 

the taxpayer will be treated a s using a normalization method 
of accounting if, with respect to such jurisdiction, the taxpayer 
uses the alternative method for public ulility property that 
is subject to the regulatory authority of that jurisdiction. 

(3) DEFINITIONS.- For purposes of this subsection-
(A) EXCESS TAX RESERVE.- The term "excess tax 

reserve" means the excess of-
(i) the reserve for deferred taxes (as described in 

section 168(iX9XAXii) of the Internal Revenue Code 
of 1986) as of the day before the corporate rate reduc
tions provided in the amendments made by this section 
take effect, over 

(ii ) the amount which would be the balance in 
such reserve if the amount of such reserve were deter
mined by assuming that the corporate rate reductions 
provided in this Act were in effect for all prior periods. 
(B) AVERAGE RATE ASSUMPTION METHOD.-The average 

rate assumption method is the method under which lhe 
excess in the reserve for deferred taxes is reduced over 
the remaining lives of the property as used in its regulated 
books of account which gave rise to the reserve for deferred 
taxes. Under such method, during the time period in which 
the timing differences for the property reverse, the amount 
of the adjustment to the reserve for the deferred taxes 
is calculated by multiplying-

(i) the ratio of the aggregate deferred taxes for 
the property to the aggregate timing differ ences for 
the property as of the beginning of the period in ques
tion, by 
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(ii) the amounl or the limfog diJTerences which 
reverse during such period. 
{C) ALTERNATIVE METHOD.-The "alternative method" 

is the method in which the taxpayer-
(i) computes the excess lru< reserve on all public 

utility property included in the plant account on the 
basis of the weighted average life or composite rate 
used to compute depreciation for regulatory purposes, 
and 

(ii) reduces the excess lru< reserve ratably over 
the remaining regu.latory life oflhe property. 

(4) TAX INCREASED FOR NORMAIJZATION VIOLAT!ON.-If, for 
any taxable year encling after the date of the enactment of 
this Act, the taxpayer does not use a normalization method 
or accounting for the corporate rate reductions provided in 
the amendments made by this section-

(A) the taxpayer's tax for the taxable year shall be 
increased by the amount by which it reduces its excess 
tax reserve more rapidly than permitted under a normaliza
tion method or accounting, and 

{B) such taxpayer shall not be treated as using a 
normalization method or accounting for purposes of sub
sections {f)(2) and (i){9){C) or section 168 or the Internal 
Revenue Code of 1986. 

SEC. 13002. REDUCTION IN DIVIDEND RECEIVED DEDUCTIONS TO 
REFLECT LOWER CORPORATE INCOME TAX RATES. 

(a) D!Vl.DENDS RECEIVED BY CORPORATJONS.-
(1) IN GENERAL.-Section 243(a){l ) is amended by striking 

"70 percent" and inser ting "50 percent". 
(2) D!Vl.DENDS FROM 20-PERCENT OWNED CORPORATIONS.

Section 243(c){l ) is a mended-
(A) by striking "80 percent" and inserting "65 percent", 

a nd 
(B) by striking "70 percent" a nd inserting "50 percent". 

(3) CONFORMING AM.ENDMENT.-The heading for section 
243(c) is amended by striking "RETENTION OF BO-PERCENT DIVI
DEND RECEIVED DEDUCTION" and inserting "INCREASED 
PERCENTAGE". 
{b) DIVIDENDS RECEIVED FROM FSC.-Section 245(c){ l ){B) is 

amended-
(!) by striking "70 percent" and inserting "50 percent", 

and 
(2) by striking "80 percent" and inserting "65 percent". 

{c) LIMITATION ON AGGREGATE AMOUNT OF DEDUCTJONS.-Sec
tion 246{b)(3) is amended-

(!) by striking "80 percent" in subparagraph (A) and 
inserting "65 percent", and 

(2) b~ striking "70 percent" in subparagraph (B) and 
inserting '50 percent". 
(d) REDUCTION IN DEDUCTION WHERE PORTF'OLIO STOCK Is 

DEBT-FINANCED.-Section 246A(a){l ) is amended-
( ! ) by striking "70 percent" and inserting "50 percent", 

and 
(2) by striking "80 percent" and inserting "65 percent". 

{e) INCOME FROM SOURCES WrrttIN TIIB UN'JTED STATES.-Sec
tion 86l(a){2) is amended-
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(1) by striking "100/70th" and inserting "100/50th" in 
subparagraph (B), a nd 

(2) in the flush sentence at the end-
(A) by s triking "100/SOlh " and inserting "100/65th", 

and 
(B) by s triking "lOOnOth" and inserting "100/50th". 

(0 EFFECTIVE DATE.-The amendments made by this section 
shall a pply to taxable years beginnjng after December 31, 2017. 

PART IT-SMALL BUSINESS REFORMS 
SEC. 13101. l\IODCFICATIONS OF RULES FOR EXPENSING DEPRECIABLE 

BUSINESS ASSETS. 

(a) INCREASE IN L!M!TATION.-
(1) Dou.AR LIM!TATION.-Section 179(bX1) is amended by 

striking "$500,000" and inserting "$1,000,000". 
(2) REDUCTION IN LlMJTATION.-Section 179(bX2) is 

amended by striking "$2,000,000" and inserting "$2,500,000". 
(3) L'IFLATION ADJUSTMENTS.-

CA) IN GENERAL.-Subparagraph (A) of section 
l 79(bX6), as amended by section 11002(d), is amended

(i) by stribng "2015" and inserting "2018", and 
(ii) in clause (ii), by striking "calendar year 2014" 

and inserting "calendar year 2017". 
(B) SPORT UTllJTY VEHICLES.-Section l 79(bX6) is 

amended-
(i) in subparagraph (A), by striking "paragraphs 

(1) and (2)" and inserting "paragraphs (1), (2), and 
(5XA)", and 

(ii) in subparagraph (B), by inserting "($100 in 
the case of any increase in the amount under para
graph (5XA))" after "$10,000". 

(b) SECTION 179 PROPERTY TO INCLUDE QUALIFIED REAL PROP
ERTY.-

(1) IN GENERAL.-Subparagraph (Bl of section l 79(dXl) 
is amended to read as follows: 

"(BJ whlch is-
"(i) section 1245 property (as defined in section 

1245(aX3)), or 
"(ii) at the election of the taxpayer, qualified real 

property (as defined in subsection (0), and". 
(2) QUALIFIED REAL PROPERTY DEFINED.-Subsection (0 of 

section 179 is amended to read as follows: 
"CO QUALIFIED REAL PROPER'l'Y.-For purposes of this section, 

the term 'qualified real property' means-
"(1) any qualified improvement property described in sec

tion 168(eX6), and 
"(2) any of the following improvements to nonresidential 

real property placed in service after the date such property 
was first placed in service: 

"(A) Roofs. 
"(B) Heating, ventilation, and air-conditioning prop

erty. 
"(C) Fire protection and alarm systems. 
"(D) Security systems.". 
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(c) REPEAL OF EXCLUSION FOR CERTAIN PROPERTY.-The last 
sentence of section l 79(d)( 1) is amended by inserting "(other than 
paragraph (2) thereof)" afler "section 50(b)". 

(d) EFFECTIVE DATE.-The amendments made by this section 
shall apply to property placed in service in taxable years beginning 
after December 31, 2017. 

SEC. 13102. SMALL BUSlNESS ACCOUNTING METHOD REFORM AND SIM
PLIFICATION. 

(a) MODIFICATION OF LIMITATION ON CASH METHOD OF 
ACCOUN'l'ING.-

(1) INCREASED LlMJTAT!ON.-So much of sect ion 448(c) as 
precedes paragraph (2) is amended to read as follows: 
"(c) GROSS RECEIPl'S TEST.- For purposes of this section-

"(l ) IN GENERAL.-A corporation or partnership meets the 
gross receipts test of thjs subsection for any taxable year if 
the average annual gross receipts of such entity for the 3-
taxable-year period ending with the taxable year which pre
cedes such taxable year does not exceed $25,000,000.". 

(2) APPLICATION OF EXCEPTION ON ANNUAL BASIS.-Section 
448(bX3) is amended to read as follows: 

"(3) ENTITIES WHICH MEET GROSS RECEIPTS TEST.-Para
graphs (1) and (2) of subsection (a) shall not apply to any 
corporation or partnership for any taxable year if such entity 
(or any predecessor) meets the gross receipts test of subsection 
(c) for such taxable year.". 

(3) INFLATION ADJUSTMENT.-Section 448(c) is am ended by 
adding at the end the following new paragraph: 

"(4) AD.rUSTMENT FOR !NFLATION.-In the case of any tax
able year beginning after December 31, 2018, the dollar amount 
in paragraph (1) shall be increased by an amount equal to

"(A) such dollar amount, multiplied by 
"(B) the cost-of-living adjustment determined under 

section l(f)(3) for the calendar year in which the taxable 
year begins, by substituting 'calendar year 2017' for 'cal
endar year 2016' in subparagraph CAXii) ther eof. 

If any amount as increased under the preceding sentence is 
not a multiple of $1,000,000, such amou nt shall be rounded 
to the nearest multiple of $1,000,000.". 

(4) COORDINATION WITH SECTION 481.-Section 448(d)(7) is 
amended to read as follows: 

"(7) COORDINATION WITH SECTION 481.-Any change in 
method of accounting made pursuant to t rus section shall be 
t reated for purposes of section 481 as ini tiated by the taxpayer 
and made with the consent of the Secretary.". 

(5) APPLICATION m' EXCEPTION TO CORPORATIONS ENGAGED 
IN FARMING.-

(A) IN GENERAL.-Section 447(c) is amended-
(i) by inserting "for any taxable year'' after "not 

bein g a corporation" in the matter preceding paragraph 
(1), and 

(ii) by amending paragraph (2) to read as follows: 
"(2) a corporation which meets the gross receipts test of 

section 448(c) for such taxable year.". 
(B) COORDINATION WITH SECTION 481.- Section 447(!) 

is amended to read as fo llows: 
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"(I) COORDINATION WITH SECTION 481.-Any change in method 
of accounting made pursuant to this section shall be treated for 
purposes of section 481 as initiated by the taxpayer and made 
with the consent of the Secretary.". 

(CJ CONFORMING AMENDMENTS.-Section 447 is 
amended-

(i) by s triking subsections (d), (e), (h ), and (i), 
and 

(ii) by rcdesignaling subsections (I) a nd (g) (as 
amended by subparagraph (B)) as subsections (d) and 
(e), respectively. 

(b) EXEMPl'ION FROM UNICAP REQUIREMENTS.-
(! ) IN GENERAL.-Section 263A is amended by r edesignating 

subsection (i) as subsection (j) and by inserting after subsection 
(h) the following new subsection: 
"(i) EXEMPTION FOR CERTAIN SMALL BUSINESSES.-

"(!) IN GENERAL.-ln the case of any taxpayer (other than 
a tax shelter prohibited from using the cash receipts and 
disbursements method of accounting under section 448(aX3)) 
which meets the gross receipts test of section 448(c) for any 
taxable year, this section shall not apply with respect to such 
taxpaxer for such taxable year. 

"(2) APPLICATION OF GROSS RECEIPTS TEST TO lNDMDUALS, 
ETC.- In the case of a ny taxpayer which is not a corporation 
or a partnership, the gross receipts test of section 448(c) shall 
be applied in the same manner as if each tr ade or business 
of such taxpayer were a corporation or partnership. 

"(3) COORDINATION WITH SECTION 481.-Any change in 
method of accounting made pursuant to this subsection shall 
be treated for purposes of section 481 as initiated by the tax
payer and made with the consent of the Secretary.". 

(2) CONFORMING AMENDMENT.-Section 263A(bX2J is 
amended to read as follows: 

"(2) PROPERTY ACQUIRED FOR RESALE.-Real or personal 
property described in section 122l(aXl ) which is acquired by 
the taxpayer for resale.". 
(c) ExEMPTlON FROM lNVENTORIES.-Section 471 is amended 

by redesignating subsection (c) as subsection (d) and by inserting 
after subsection (b) the following new subsection: 

"(c) EXEMPTION FOR CERTAIN SMALL BUSINESSES.-
"(l ) IN GENERAL.-l n the case of any taxpayer (other than 

a tax shelter prohibited from using the cash receipts and 
disbursements method of accounting under section 448(aX3)) 
which meets the gross receipts test of section 448(c) for a ny 
taxable year-

"(A) subsection (a) shall not apply with respect to such 
taxpayer for such taxable year, and 

"(B) the taxpayer's method of accounting for inventory 
for such taxable year shall not be treated a s failing to 
clearly reflect income if such method either-

"(i) treats inventory as non-incidental materials 
and supplies, or 

"(ii) conforms to such taxpayer's method of 
accounting reflected in an applicable financial state
ment of the taxpayer with respect to such taxable 
year or, if the taxpayer does not have any applicable 
financial statement with respect to such taxable year, 
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the books a nd records of the taxpayer prepared in 
accordance with t he taxpayer's accounting procedures. 

"(2) APPL[CABLE FrNANCIAL STATEMENT.-For purposes of 
this subsection, the term 'applicable finan cial statement' has 
the meaning given t he term in section 451(bX3J. 

"(3) APPLrCATION OF GROSS RECEIPTS TEST TO INDIVIDUALS, 
ETC.-ln the case of any taxpayer which is not a corpora tion 
or a partnership, the gross receipts test of section 448(c) shall 
be a pplied in the same manner as if each trade or business 
of such taxpayer were a corporation or partnership. 

"(4) COORDINATION WITH SECTION 481.- Any ch ange in 
method of accounting made pursuant to this subsection shall 
be treated for purposes of section 481 as initiated by the tax
payer a nd m ade with the consent of the Secretary.". 
(d) EXEMPT[ON FROM PERCENTAGE COMPLETION FOR LoNG-TERM 

CONTRACTS.-
(1) IN GENERAL.-Section 460(eX1XB) is amended-

(A) by inserting "(other than a tax shelter prohibited 
from usin g the cash receipts and disbursements method 
of accounting under section 448CaX3))" a~er "taxpayer'' in 
t he matter preceding clause (i), and 

(B) by amending clause (ii) to read as follows: 
"(ii) who meets the gross receipts test of section 

448(c) for the taxable year in which s uch contract 
is entered into.". 

(2) CONFORMING AMENDMENTS.-Section 460(e) is amended 
by striking paragraphs (2) and (3), by redesignating paragraphs 
(4), (5), and (6) as paragraph s (3), (4), and (5), respectively, 
and by inserting after paragraph (1) the following new para
graph : 

"(2) RULES RELATED TO GROSS RECEIPTS TEST.-
"(A) APPLICATION OF GROSS RECELPTS TEST TO INUIVID

UALS, ETC.- For purposes of paragraph (l)(B)(ii), in the 
case of any taxpayer which is not a corporation or a part
nership, the gross r eceipts test of section 448(c) shall be 
applied in the same manner as if each trade or business 
of such taxpayer were a corporation or partnership. 

"(B) COORDlNATION WITH SECTION 481.- Any change in 
method of accounting made pursuant to paragraph (l)(BXiil 
sh all be treated as initiated by the taxpayer and made 
with th e consent of the Secretary. Such change shall be 
effected on a cut-ofT basis for all similarly classified con
tracts entered into on or after lhe year of change.". 

(e) E FFECTIVE DATE.-
(1) IN GENERAL.- Except as otherwise provided in this sub

section, the amendments made by this section shall apply to 
taxable years beginning a~er December 31, 2017. 

(2) PRESERVATION OF SUSPENSE ACCOUNT RULES WITH 
RESPECT TO ANY EXISTING SUSPENSE ACCOUNTS.- So much of 
the amendments made by subsection (aX5)(C) as relate to sec
tion 447(i) of the Internal Revenue Code of 1986 shall not 
a pply with respect to any suspense account establish ed under 
su ch section before the date of the enactment of this Act. 

(3) EXEMPTION FROM PERCENTAGE COMPLETION FOR LONG
TERM CONTRACTS.-The amendments made by subsection (d) 
shall apply to contracts entered into alter December 31, 2017, 
in taxable years ending after such date. 
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PART ill-COST RECOVERY AND ACCOUNTING 
METHODS 

Subpart A- Cost Recovery 

SEC. 13201. TEMPORARY 100-PEllCENT EXPENSING FOR CERTAIN BUSI
NESS ASSETS. 

(a) INCREASED EXPENSING.-
( ! ) IN GENERAL.-Seclion 168(k) is amended-

(A) in paragraph (lXA), by striking "50 percent" and 
inserting "the applicable percentage", and 

(B ) in paragraph (5XAXi), by striking "50 percent" 
and inserting "the applicable percentage". 
(2) APPLICABLE PERCENTAGE.-Pa ragra ph (6) or sect.ion 

168(k) is amended to read as follows: 
"(6) APPUCABLE PERCENTAGE.-For purposes or I.his sub

section-
"(A) IN GENERAL.-Except as otherwise provided in 

I.his paragraph, the term 'applicable percentage' means-
ii) in the case or property placed in service aft.er 

September 27, 2017, and before J anuary 1, 2023, 100 
percent, 

"(ii) in the case of property pieced in service aft.er 
December 31, 2022, and before January 1, 2024, 80 
percent, 

"(iii) in the case of property placed in service aft.er 
December 31, 2023, and before January 1, 2025, 60 
percent, 

"(iv) in Uie case of property placed in service aft.er 
December 31, 2024, and before January 1, 2026, 40 
percent, and 

"(v) in the case or property placed in service alter 
December 31, 2025, and before January 1, 2027, 20 
percent. 
"(B ) RULE FOR PROPERTY WITH LONGER PRODUCTION 

PERIODS.-ln the case or property described in subpara
graph (B ) or (C) of paragraph (2), the term 'applicable 
percentage' means-

"(i) in the case of property placed in service aft.er 
September 27, 2017, a nd before January 1, 2024, 100 
percent, 

"(ii) in the case of property placed in service after 
December 31, 2023, end before January 1, 2025, 80 
percent, 

"(iii) in lhe case or property placed in service aft.er 
December 31, 2024, and before January 1, 2026, 60 
percent, 

"(iv) in the case or property placed in service aft.er 
December 31, 2025, and before J anuary 1, 2027, 40 
percent, end 

"(v) in the case of property placed in service aft.er 
December 31, 2026, and before J anuary 1, 2028, 20 
percent. 
"(C) RULE FOR PLANTS BEARING FRUITS AND Nl ITS.

ln the case of a specified plant described in paragraph 
(5), lhe term 'applicable percentage' means-
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"(i) in the case of a plant which is planted or 
grafted after September 27, 2017, and before January 
1, 2023, 100 percent, 

"(ii) in the case of a plant which is planted or 
grafted after December 31, 2022, and before J a nuary 
1, 2024, 80 percent, 

"(iii) in the case of a plant which is planted or 
grafted after December 31, 2023, and before J anuary 
1, 2025, 60 percent, 

"(iv) in the case of a plant which is planted or 
grafl.ed afLer December 31, 2024, a nd before J anuary 
1, 2026, 40 percent, and 

"(v) in the case of a plant which is planted or 
grafted after December 31, 2025, a nd before January 
1, 2027, 20 percent.". 

(3) CONFORMING AMENDMENT.-
(A) Paragraph (5) of section 168(k ) is amended by 

striking subparagraph (F ). 
(B) Section 168(k) is amended by adding at the end 

the following new paragraph: 
"(8) P HASE OOWN.- In the case of qualified property 

acquired by the taxpayer before September 28, 2017, and placed 
in service by the taxpayer after September 27, 2017, paragraph 
(6) shall be a pplied by substituting for each percentage 
therein-

"(A) '50 percent' in the case of-
"(i) property placed in service before January 1, 

2018,and 
"(ii) property described in subparagra ph (B) or (CJ 

of paragraph (2) which is placed in service in 2018, 
"(B) '40 percent' in the case of-

"(i) property placed in service in 2018 (other than 
property described in subparagraph (B) or (C) of para
graph (2J), a nd 

"(ii) property described in subparagraph (BJ or (C) 
of paragraph (2) which is placed in service in 2019, 
"(C) '30 percent' in the case of-

"(i) property placed in service in 2019 (other than 
property described in subparagraph (B) or (C) of para
graph (2)), and 

"(ii) property described in subparagraph (B) or (C) 
~daragraph (2) which is placed in service in 2020, 

"(D) 'O percent' in the case of-
"(i) property placed in service after 2019 (other 

than properly described in subparagraph (B) or (C) 
of paragraph (2)), and 

"(ii) property described in subparagraph (B) or (C) 
of paragraph (2) which is placed in service after 2020.". 

(b) EXTENSION.-
(1) IN GENERAL.-Section 168(k) is amended

(A) in paragraph (2}-
(i) in subparagraph (AXiii), clauses (i)(Ill) and (ii) 

of subparagraph (B), and subparagraph (EXi), by 
striking "January 1, 2020" each place it appears and 
inserting "January 1, 2027", and 

(ii) in subparagraph (B}-
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(I) in clause (i)(Il), by striking "J anuary 1, 
2021" and inserting"January 1, 2028", and 

(II) in the heading of clause (ii), by striking 
"PRE-JANUARY I , 2020" and inserting "PRE-JANUARY 
l, 2027", and 

(B) in paragraph (5)(A), by striking "January 1, 2020" 
and insertin$ "J anuary 1, 2027". 
(2) CONFORMING AMENDMENTS.-

(A) Clause (ii) of section 460(c)(6)(B) is amended by 
striking "J anuary 1, 2020 (January 1, 2021" and inserting 
"January 1, 2027 (January 1, 2028". 

(B) The headfog of section 168(k) is amended by 
striking "ACQUIRED AFTER DECEMBER 31, 2007, AND 
BEFORE J ANUARY 1, 2020". 

(c) APPLICATION TO USED PROPERTY.-
(1) IN GENERAL.-Section 168(k)(2)(A)(ii) is amended to read 

as follows: 
"(ii) the original use of which begins with the 

taxpayer or the acquisition of which by the taxpayer 
meets the requirements of clause (ii) of subparagraph 
(E), and". 

(2) ACQUISITION REQUIREMENTS.- Section 168(k)(2)(E)(ii) is 
amended to read as follows: 

"(ii) ACQUISITION REQUIR.EMENTS.- An acqujsition 
of property meets the requirements of this clause if

"(!) such property was not used by the tax
payer at a ny time prior to such acquisition, and 

"(II) the acquisition of such property meets 
the requirements of paragraphs (2)(A), (2)(B), 
(2XC), a nd (3) of section 179(d).", 

(3) ANTI-ABUSE RULES.-Section 168(k)(2)(E) is further 
amended by amending clause (iii)(I) to read as follows: 

"(I) property is used by a lessor of such prop
erty and such use is the lessor's first use of such 
property,". 

(d) EXCEPTION FOR CERTACN PROPERTY.-Section 168(k), as 
amended by this section, is amended by adding at the end the 
following new paragraph: 

"(9) EXCEPTION FOR CERTACN PROPERTY.-'l'he term 'quali
fied property' shall not include-

"(A) any property which is primarily used in a trade 
or business described in clause (iv) of section 163(jX7XA), 
or 

"(B) any property used in a trade or business that 
has had floor plan financing indebtedness (as defined in 
paragraph (9) of section 163(j)), if the floor plan financing 
interest related to such indebtedness was taken into 
account under paragraph (l )(C) of such section.". 

(e) SPECIAL RULE.-Section 168(k), as amended by this section, 
is amended by adding at the end the following new paragra ph: 

"(10) SPECIAL RULE FOR PROPERTY PLACED IN SERVICE 
DURING CERTAIN PERIODS.-

"(A) IN GENEll.AL.-In the case of qualified property 
placed in service by the taxpayer during the first taxable 
year ending after September 27, 2017, i f the taxpayer 
elects to have this paragraph apply for such taxable year, 
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paragraphs (l )(A) and (5XAXi) shall be applied by sub
stituting '50 percent' for 'the applicable percentage'. 

"(B) FORM OF ELECT!ON.-Any election under thjs para
graph shall be made at such time and in such form and 
manner as the Secretary may prescribe.". 

co COORDINATION WITH SECTI0:-1 280F.-Clause (iii) of section 
168(kX2XF) is amended by striking "placed in service by the tax
payer after December 31, 2017" and inserting "acquired by the 
taxpayer before September 28, 2017, and placed in service by the 
taxpayer after September 27, 2017". 

(g) QUAUFU:D FILM AND TELEVISION AND LIVE THEATRICAL 
PRODUCTIONS.-

(1) IN GENERAL.- Clause (i) of section 168(kX2XA), as 
amended by section 13204, is amended-

(A) in subclause (II), by striking "or", 
(B ) in subclause (Ill), by adding "or" after the comma, 

and 
(CJ bJ, adding at the end the following: 

(IV) which is a qualified film or television produc
tion (as defined in subsection (d) of section 181) for 
which a deduction would have been allowable under 
section 181 without regard to subsections (aX2) and 
(g) of such section or this subsection, or 

"(V) which is a qualified live theatrical production 
(as defined in subsection (e) of section 181) for which 
a deduction would have been allowable under section 
181 without regard to subsections (aX2) and (g) of 
such section or this subsection,". 

(2) PRODUCTION PLACED IN SERVICE.-Paragraph (2) of sec
tion 168(k) is amended by adding at the end the following: 

"(H) PRODUCTION PLACED IN SERVICE.- For purposes 
of subparagraph (A)-

"(i) a qualified film or television production shall 
be considered to be placed in service at the time of 
injtial release or broadcast, and 

"(ii) a qual ified live theatrical production shall be 
considered to be placed in service at the time of the 
initial live staged performance.". 

(h) EFFECTIVE DATE.-
(1) IN GENERAL-Except as provided by paragraph (2), 

the amendments made by this section shall apply to property 
which-

(A) is acquired after September 27, 2017, an d 
(B ) is placed in service after such date. 

For purposes of the preceding sentence, property shall not 
be treated as acquired alter the date on which a written binding 
contract is entered into for such acquisition. 

(2) SPECIFIED PLANTS.- The amendments made by this sec
t ion shall apply to specified plants planted or grafted after 
September 27, 2017. 

SEC. 13202. MODIFICATIONS TO DEPRECIATION LIMITATIONS ON 
LUXURY AUTOMOBILES AND PERSONAL USE PROPERTY. 

(a) LUXURY AUTOMOBILES.-
(1) IN GENERAL.-280FCaX1XA) is amended-

(A) in clause (i), by striking "$2,560" and inserting 
"$10,000", 
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(B) in clause (ii), by striking "$4,100" and inserting 
"$16,000", 

(C) in clause (iij), by striking "$2,450" and inserting 
"$9,600", and 

(D) in clause (iv), by striking "$1,475" and inserting 
"$5,760". 
(2) CONFORMING AMENDMENTS.-

(A) Clause (ii) of section 280F(aX1XB) is amended by 
striking "$1,4 75" in the text and heading and inserting 
"$5,760". 

(B) Paragraph (7) of section 280F(d) is amended-
(i) in subpa ragraph (A), by striking "1988" and 

inserting "2018", and 
(ii) in subparagraph CBXiXIll, by striking "1987" 

and inserting "2017". 
(b) REMOVAL OF COMPUTER EQUIPMENT FROM LISTED PROP

ERTY.-
(1) IN GENERAL.- Section 280F(dX4XA) is amended

(A) by inserting "and" at the end of clause (iii), 
(B) by striking clause (iv), and 
(C) by redesignating clause (v) as clause (iv). 

(2) CONFORMING AMENDMENT.-Section 280F(dX4) is 
amended by striking subparagraph (B) and by redesignating 
subparagraph (C) as subparagraph (B). 
(c) EFFECTIVE DATE.- The amendments made by this section 

shall a pply to property placed in service after December 31, 2017, 
in taxable years ending after such date. 

SEC. 13203. l\JODCFJCATIONS OF TREATME.i'l,"I' OF CERTAIN FARM PROP· 
ERTY. 

(a) TREATMENT OF CERTAIN FARM PROPERTY AS 5-YEAR PROP
ERTY.-Clause (vii) of section 168(eX3XB) is amended by striking 
"after December 31, 2008, and which is placed in service before 
J a nuary 1, 2010" and inserting"'after December 31, 2017". 

(b) REPEAL OF REQUlRED USE OF 150-P ERCENT DECLINING BAL
ANCE METHOD.-Section 168(bX2) is amended by striking subpara
graph (B) and by redesignating subparagraphs (C) and (D) as sub
paragraphs (B) and (C), respectively. 

(c) EFFECTIVE DATE.- The amendments made by this section 
shall apply to property placed in service after December 31, 2017, 
in taxable years ending after such date. 

SEC. 13204. APPLICABLE RECOVERY PERIOD FOR REAL PROPERTY. 
(a) IMPROVEMENTS TO REAL PROPERTY.-

(1) EUMJNATION OF QUALIFIED LEASEHOLD IMPROVEMENT, 
QUALIFIED RESTAURANT, AND QUALIFIED RETAIL IMPROVEMENT 
PROPERTY.-Subsection (e) of section 168 is amended-

(A) in subparagraph (E) of paragraph (3)
(i) by striking clauses (iv), (v), and (ix), 
(ii) in clause (vii), by inserting "and" at the end, 
(iii) in clause (viii), by striking ", and" and 

inserting a period, and 
(iv) by redesignating clauses (vi), (vii), and (viii), 

as so amended, as clauses (iv), (v), and (vi), respec
tively, a nd 
(B) by striking paragraphs (6), (7), and (8). 
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(2) APPLICAT[QN OF STRAIGHT LINE METHOD TO QUALIFrED 
IMPROVEMENT PROPERTY.-Paragraph (3) of section 168(b) is 
amended-

(A) by striking subparagraphs CG), (HJ, and Cl), and 
(B) by inser ting after subparagraph (F) the following 

new subparagraph: 
"(G ) Qualified improvement property described in sub

section (e)(6).". 
(3) ALTERNATIVE DEPRECIATION SYSTEM.-

CA) ELECTING REAL PROPERTY TRADE OR BUSINESS.
Subsection (g) of section 168 is amended-

(i) in paragraph (1)-
(l) in subparagraph (D), by striking "and" at 

lhe end, 
(Il) in subparagraph {E), by inser ting "and" 

at the end, and 
(ill) by inserting after subparagraph (E) the 

following new subparagraph: 
"(F ) any property described in paragraph (8),", and 

(ii) by a dding at the end the following new para
graph: 

"(8) ELECTING REAL PROPERTY TRADE OR BUSINESS.-The 
property described in this paragraph sh all consist of any non
r esidential real property, residential rental property , and quali
fi ed improvement. property held by an electing real property 
trade or business (as defined in 163(j)(7)(B)).". 

(B) QUALlFrED l~iPROVEMENT PROPERTY.-The table 
contained in subparagraph CB) of section 168(g)(3) is 
amended-

(i) by inserting after the item relating to subpara
graph (D)(ii) the following new item: 

"CDXv) ................................................................................ ........................ 20" 

, and 
(ii) by striking the item relating to subparagraph 

(EXiv) and all that follows th rough the item relating 
to subparagraph (E)(ix) and inserting the following: 

"tEXivJ ....................................................................................................... 2(f 
(E)(v ) •••.........•.•.......•....•.............................................................................. 30 
CE)( vi) ..•...••..•.•••..••..••.•... ...... .... ................ .........•..........•.................. ......... .. . 35". 

(C) APPLICABLE RECOVERY PERIOD FOR RESIDENTIAL 
RENTAL PROPERTY.- The table contained in subparagraph 
CC) of section 168(g)(2) is amended by striking clauses 
(iii) and (iv) and inserting the following: 

"( iii) Residential rental property ............................................................. 30 years 
(iv) Nonresidential real property ............................................................. 40 years 
(v) Any railroad grading or tunnel bore or wate.r utility property ....... 50 years". 

( 4) CONFORMING AMENDMENTS.-
(A) Clause (i) of section 168(k)(2)(A) is amended-

(i) i n subclause (II), by inserting "or'' after the 
comma, 

(ii) in subclause (III), by striking "or" a t the end, 
and 

(iii) by striking subclause (IV). 
(B) Section 168 is amended-

(i) in subsection (e), as amended by paragraph 
(l)(B), by adding at the end the following: 

"(6) QUALIFIED IMPROVEMENT PROPERTY.-
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"(A) lN GENERAL.-The term 'qualified improvement 
property' means any improvement to an interior portion 
of a building which is nonresidential real property if such 
improvement is placed in service after the date such 
building was first placed in service. 

"(B) CERTAIN IMPROVEMENTS NOT INCLlJDED.-Such 
term shall not include any improvement for which the 
expenditure is attribu table to-

"(i) the enlargement of the building, 
"(ii) any elevator or escalator, or 
"(iii) the internal structural framework of the 

building.", and 
(ii) in subsection (k), by striking paragraph (3). 

(b) EFFECTIVE DATE.-
(1) lN GENERAL.-Except as provided in paragraph (2), the 

amendments made by this section shall apply to property placed 
in service after December 31, 2017. 

(2) AMEND:\lENTS RELATED TO ELECTL'IG REAL PROPERTY 
TRADE OR BUSJNESS.-The amendments made by subsection 
(aX3)(A) shall apply to taxable years beginning after December 
31, 2017. 

SEC. 13205. USE OF ALTERNATIVE DEPRECIATION SYSTEM FOR 
ELECTING FARMING BUSINESSE:S. 

(a) lN GENERAL.-Section 168(1?,Xl ), as amended by section 
13204, is amended by striking "and at the end of subparagraph 
(E), by inserting "and" at the end of subparagraph (F ), and hy 
inserting after subparagraph (F) the following new subparagraph: 

"(G) any property with a recovery period of 10 years 
or more which is held by an electing farming business 
(as defined in section 163(j){7){C)),". 

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

SEC. 13206. AJllORTIZATION OF RESEARCH ANO EXPERilltENTAL 
EXPENDITUR ES. 

(a) lN GENERAL.-Section 174 is amended to read as follows: 

"SEC. 174. Al\IORTIZATION OF RE EARCB ANO EXPERIMENTAL 
EXPENDITURES. 

"(a) lN GENERAL.-l n the case of a taxpayer's specified research 
or experimental expenditures for any taxable year-

"(l) except as provided in paragraph (2), no deduction shall 
be allowed for such expenditures, and 

"(2) the taxpayer shall-
"(A) charge such expenditures to capital account, and 
"(B) be allowed an amortization deduction of such 

expenditures ratably over the 5-year period (15-year period 
in the case of any specified research or experimental 
expenditures which are attributable to foreign research 
(within the meaning of section 41(d){4){F))) beginning with 
the midpoint of the taxable year in which such expenditures 
are paid or incurred. 

"(b) SPECIFIED R ESEARCH OR ExPERIMENTAL EXPENDITURES.
For purposes of this section, the term 'specified research or experi
mental expenditures' means, with respect to any taxable year, 
research or experimental expenditures which are paid or incurred 
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by the t.axpayer during such t.axable year in connection with the 
t.axpayer's trade or business. 

"(c) SPECIAL Ruu:s.-
"(1) LANO AND O'l'liER PROPERTY.- This section shall not 

apply to any expenditure for the acquisition or improvement 
of land, or for the acquisition or improvement of property to 
be used in connection with lhe research or experimentation 
and of a character which is subject to the allowance under 
section 167 (relating to allowance for depreciation, etc.) or sec
tion 611 (relating to allowance for depletion); but for purposes 
of this section allowances under section 167, and allowances 
under section 611, shall be considered as expenditures. 

k(2) EXPLORATION EXPENOITlIRES.-This section shall not 
apply to any expenditure prud or incurred for the purpose 
of ascertaining the existence, location, extent, or quality of 
any deposit of ore or other mineral (including oil and gas). 

"(3) SOFTWARE DEVELOPMENT.-For purposes of this sec
tion, any amount paid or incurred in connection with the 
development of any sonware shall be treated as a research 
or experimental expenditure. 
"(d) TREATMENT UPON DISPOSJTJON, RETIREMENT, OR ABANDON

MENT.-U any property with respect to which specified research 
or experimental expenditures are prud or incurred is disposed, 
retired, or abandoned during the period during which such expendi
tures are allowed as an amortization deduction under this section, 
no deduction shall be allowed with respect to such expenditures 
on account of such disposition, retirement, or abandonment and 
such amortization deduction shall continue with respect to such 
expenditures.". 

(b) CHANGE IN METHOD OF ACCOUNTJNG.-The amendments 
made by subsection (a ) shall be treated as a change in method 
of accounting for purposes of section 481 of the Internal Revenue 
Code of 1986 and-

(1) such change shall be tnated as initiated by the t.ax
payer, 

(2) such change shall be treated as made with the consent 
of the Secretary, a nd 

(3) such change shall be applied only on a culroff basis 
for any research or experimental expenditures paid or incurred 
in t.axable years beginning aner December 31, 2021, and no 
adjustments under section 481(a) shall be made. 
(c) CLERICAL AMENOMENT.-The table of sections for part VI 

of subchapter B of chapter 1 is amended by striking the item 
relating to section 174 and inserting the following new item: 

"Sec. 174 Amortizauon of ruearch and upenmenl&J apencbtures.". 

(d) CONFORMING AMENDMENTS.-
( ! ) Section 41(d)(l)(A) is amended by striking "expenses 

under section 174" and inserting "speci fied research or experi
mental expenditures under section 174". 

(2) Subsection (c) of section 280C is amended-
(A) by striking paragraph (1) and inserting the fol

lowing: 
"(l) lN GENERA.L.- If-

"(A) the amount of the credit determined for the t.axable 
year under section 4l(a )( l ), exceeds 
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"(8 ) the amount allowable as a deduction for such 
taxable year for qualified research expenses or basic 
research expenses, 

the amount chargeable to capilal account for the taxable year 
for such expenses shall be reduced by the amount of such 
excess.", 

(8 ) by striking paragraph (2), 
(C) by redesignating paragraphs (3) (as amended by 

this Act) and (4) as paragraphs (2) and (3), respectively, 
and 

( 0 ) in paragraph (2), as redesignated by subparagraph 
(C), by striking "paragraphs (1) and (2)" and inserting 
"paragraph ( l )". 

(e) EFFECTIVE DATE.-The amendments made by this section 
shall apply to amounts paid or incurred in taxable years beginning 
after December 31, 2021. 

SEC. 13207. EXPEN ING OF CERTAIN COSTS OF REPLANTING CITRUS 
PJ...Ar\"I'S LOST BY REASON OP CASUALTY. 

(a) IN GENERAL.-Section 263A(d)(2) is amended by adding 
at the end the following new subparagraph: 

"(C) SPECIAL TEMPORARY RULE FOR CITRUS PLANTS LOST 
BY REASON OF CASUALTY.-

"(i) IN GENt:RAL.-ln the case of the replanting 
of citrus plants, subparagraph (A) shall apply to 
amounts paid or incurred by a person (other than 
the taxpayer described in subparagraph (A)) if-

"(!) the taxpayer described in subparagraph 
(A) has an equity interest of not less than 50 
percent in the replanted citrus plants at all times 
during the taxable year in which such amounts 
were paid or incurred and such other person holds 
any pert of the remaining equity interest, or 

"(lI) such other person acquired the entirety 
of such taxpayer's equity interest in the land on 
which the lost or damaged citrus plants were 
located at the time of such loss or damage, and 
the replanting is on such lend. 
"(ii) TERMINATION.-Clause (i) shell not apply to 

any cost paid or incurred after the date which is 10 
years after the dale of the enactment of the Tex Cuts 
and Jobs Act.". 

(b) EFFECTIVE DATE.-The amendment made by this section 
shall apply to costs paid or incurred after the date of the enactment 
ofLhis Act. 

Subpart B-Accounting Methods 

SEC. 13221. CERTAIN SPECIAL RULES FOR TAXABLE YEAR OF fNCLU· 
SION. 

(a) INCLUSION NOT LATER THAN FOR FINANCIAL ACCOUNTING 
PURPOSES.-Section 451 is amended by redesignating subsections 
(b) through (i) as subsections (c) through (j), respectively, and by 
inserting after subsection (a) the following new subsection: 

"(b) INCLUSION NOT LATER THAN FOR FINANCIAL ACCOUNTING 
PURPOSES.-
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"(l ) INCOME TAKEN INTO ACCOUNT IN FINANCIAL STATE· 
MENT.-

"(A) IN GENEHAL.-In the case of a taxpayer the taxable 
income of which is computed under an accrual method 
of accouotiog, the a ll eveots test with respect to aoy item 
of gross iocome (or portico thereof) shall not be treated 
as met any later tha o wheo such item (or portion thereof) 
is taken into account as i·evenue in-

"(i) an applicable ftnancial statement of the tax
payer, or 

"(ii) such other financial statement as the Sec
retary may specify for purposes of this subsection. 
"(B) ExCEPTION.-This paragraph shall not a pply to-

"(i) a taxpayer which does not have a fina ncial 
statement described in clause Ci) or (ii ) of subparagraph 
(A) for a taxable year , or 

"(ii) any i tem of gross income in connection with 
a mortgage servicing contract. 
"CC) ALL EVENTS TEST.-For purposes of this section, 

the all events test is met with respect to any item of 
gross income if all the events have occurred which fix 
the right to receive such income and the amount of such 
income can be determined with reasonable accuracy. 
"(2) COORDINATION WITH SPECIAL METHODS OF 

ACCOUNTINC.-Pa ragra ph (1) shall not apply with respect to 
any item of gross income for which the taxpayer uses a special 
method of accounting provided under any other provision of 
this chapter, other than any provision of part V of subchapter 
P (except as provided in clause (ii) of paragraph ( l )(B)). 

"(3) APPLICABLE FINANCIAL STATEMENT.-For purposes of 
this subsection, the ter m 'applicable financial statement' 
means-

"(A) a ftnancial statement which is cert ified as being 
prepared in accordance with generally accepted accounting 
principles and which is-

"(i) a 10- K (or successor form), or annual state
ment to shareholders, required to be filed by the tax
payer with the United States Securities and E xchange 
Commission, 

"(ii ) an audited fi nancial statement of the taxpayer 
which is used for-

"(! ) credit purposes, 
"(II) reporting to shareholders, partners, or 

other proprietors, or to beneficiaries, or 
"(III) any other substantial nontax purpose, 

but only if there is no statement of the taxpayer 
described in clause (i), or 

"(iii) filed by the taxpayer with a ny other Federal 
agency for purposes other than Federal tax purposes, 
but only if there is no statement of the taxpayer 
described in clause (i) or (ii), 
"(B) a financial statement which is made on the basis 

of international fi nancial reporting standards and is filed 
by the taxpayer with an agency of a foreign government 
which is equivalent to the United States Securities a nd 
Exchange Commission and which has reporting standards 
not less stringent t han the standards required by such 
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Commission, but only if there is no statement of the tax
payer described in subparagraph (A), or 

"(C) a fi nancial statement filed by the taxpayer with 
any other regulatory or governmental body specified by 
the Secretary, bu t only if there is no statement of the 
taxpayer described in subparagraph (A) or (B). 
"(4) ALLocATION OF TRANSACTION PRICE.-For purposes of 

this subsection, in the case of a contract which cont.runs multiple 
performance obligations, the allocation of the transaction price 
to each performance obligation shall be equal to the amount 
allocated to each performance obligation for purposes of 
including such item in revenue in the applicable financial state
ment of the taxpayer. 

"(5) GROUP OF ENTIT!ES.-For purposes of paragraph (1), 
if the fi nancial results of a taxpayer are reported on the 
applicable financial statement (as defined in paragraph (3)) 
for a group of entities, such statement shall be treated as 
the applicable financial statement of the taxpayer.". 
(b) TREATMENT OF ADVANCE PAYMENTS.-Section 451, as 

amended by subsection (a), is amended by redesignating subsections 
(c) th.rough (j) as subsections (d) through (k), respectively, and 
by inserting after subsection (b) the following new subsection: 

"(c) TREATMENT OF ADVANCE PAYMENTS.-
"(l ) lN GENERAL.-A taxpayer which computes taxable 

income under the accrual method of accounting, and receives 
any advance payment during the taxable year, shall-

"(A) except as provided in subparagraph (B), include 
such a dvance payment in gross income for such taxable 
year, or 

"(B) if the taxpayer elects the application of this 
subparagraph with respect to the category of advance pay
ments to which such advance payment belongs, the tax
payer shall-

"(i) to the extent that any portion of such advance 
payment is required under subsection (b) to be included 
in gross income in the taxable year in which such 
payment is received, so include such portion, and 

"(ii) include the remaining portion of such advance 
payment in gross income in the taxable year following 
the taxable year in which such payment is received. 

"(2) ELECT!ON.-
"(A) lN GENERAL.-Except as otherwise provided in 

this paragraph, the election under paragraph (l XB) shall 
be made at such time, in such form and manner, and 
with respect to such categories of adva nce payments, as 
the Secretary may provide. 

"(B) PERIOD TO WHICH ELECTION APPLlES.-An election 
under paragraph (l XB) shall be effective for the taxable 
year with respect to which it is first made and for all 
subsequent taxable years, unless the taxpayer secures the 
consent of the Secretary to revoke such elect ion. For pur
poses of this title, the computation of taxable income under 
an election made under paragraph UXB) shall be treated 
as a method of accounting. 
"(3) TAXPAYERS CEASJNG TO E.'l(]ST.-Except as otherwise 

provided by the Secretary, the election under paragraph ( l XB) 
shall not apply with respect to advance payments received 
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by the taxpayer during a laxable year if such taxpayer ceases 
to exist during (or wilh the close oO sucb taxable year. 

"(4) ADVANCE PAYMENT.-For purposes of this subsection
"(A) IN GENERAL.-The term 'advance payment' means 

any payment---
"(i) the full inclusion of which in the gross income 

of the taxpayer for the taxable year of receipt is a 
permissible method of accounting under this section 
(determined without regard to this subsection), 

"(ii) any portion of which is included in revenue 
by the taxpayer in a financial statement described 
in clause (i) or (ii) of subsection (b)(l )(A) for a subse
quent taxable year , and 

"(iii) which is for goods, services, or such other 
items as may be identified by the Secretary for pur
poses of this clause. 
"(B) EXCLUSIONS.-Except as otherwise provided by 

the Secretary, such term shall not include--
"(i) rent, 
"(ii) insurance premiums governed by subchapter 

L, 
"(iii) payments with respect to financial 

instruments, 
"(iv) payments with respect to warranty or guar

antee contracts under which a third party is the pri
mary obligor, 

"(v) paymen ts subject to section 87l(a), 881, 1441, 
or 1442, 

"(vi) payments in property to which section 83 
applies, and 

"(vii) any other payment identified by the Sec
retary for purposes of this subparagraph. 
"(C) REcE!Pf.-For purposes of this subsect ion, an item 

of gross income is received by the taxpayer if it is actually 
or constructively received, or if it is due and payable to 
the taxpayer. 

"CD) ALLoCATION or TRANSACTION PRICE.-For pur
poses of this subsection, rules similar to subsection (b)(4) 
shall apply.". 

(c) EFF'ECTIVE DATE.-The amendments made by this section 
shall apply to taxable years beginning after December 31, 2017. 

(d) COORDINATION WITH SECTION 481.-
(1) IN GENERAL.-ln the case of any qualified change in 

method of accounting for the taxpayer's first taxable year begin
ning after December 31, 2017-

(A) sucb change shall be treated as initiated by the 
taxpayer, a nd 

(B) such change shall be treated as made with the 
consent of the Secretary of the Treasury. 
(2) QUALTFIED CHANGE TN METHOD OF ACCOUNT!NG.-For 

purposes of this subsection, the term "qualified change in 
method of accounting" means any change in method of 
accounting whkh-

(A) is required by the amendments made by th is sec
tion, or 
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(B) was prohibited under the Internal Revenue Code 
of 1986 prior to such amendments and is permitted under 
such Code aft.er such amendments. 

(e) SPECIAL RULES FOR ORIGINAL lssuE DISCOUN1'.-Notwith
standing subsection (c), in the case of income from a debt instrument 
having original issue discount.-

(1) the amendments made by this section shall apply to 
taxable years beginning a irer December 31, 2018, and 

(2) the period for taking into account any adjustments 
under section 481 by reason of a qualified change in method 
of accounting (as defined in subsection (d)) shall be 6 years. 

PART IV- BUSINESS-RELATED EXCLUSIONS 
AND DEDUCTIONS 

SEC. 13301. LlllllTATION ON DEDUCTION FOR INTEREST. 

(a) IN GENERAL.-Section 163(j) is amended to read as follows: 
"(j) LIMITATION ON BUSINESS lNTI:REsT.-

"(l) IN GENERAL.-The amount allowed as a deduction 
under this chapter for any taxable year for business interest 
shall not exceed the sum of-

"(A) the business interest income of such taxpayer 
for such taxable year, 

"(B) 30 percent of the adjusted taxable income of such 
taxpayer for such taxable year, plus 

"(C) the floor plan financing interest of such taxpayer 
for such taxable year. 

The amount determined under subparagraph CB) shall not be 
less than zero. 

"(2) C.>\.RRYFORWARD OF DISALLOWED BUSINESS INTEREST.
The amount of any business interest not allowed as a deduction 
for any taxable year by reason of paragraph (1) shall be treated 
a s business interest paid or accrued in the succeeding taxable 
year. 

"(3) ~IPTION FOR CERTAIN SMALL BUSINESSES.-ln the 
case of any taxpayer (other than a tax shelter prohibited from 
using t.he cash receipts and disbursements method of accounting 
under section 448(aX3)) which meets t.he gross receipts test 
of section 448(c) for any taxable year, paragraph (1) shall 
not apply to such taxpayer for such taxable year. In the case 
of a ny taxpayer which is not a corporation or a partnership, 
the gross receipts test of section 448(c) shall be applied in 
the same manner as i f such taxpayer were a corporation or 
partnership. 

"(4) APPLICATION TO PARTNERSHIPS, ETC.-
"(A) IN GENERAL.-ln the case of any partnership--

"(i) this subsection shall be applied at the partner
ship level and any deduction for business interest sh all 
be taken into account in determining the non-sepa
rately stated taxable income or loss of the partnership, 
and 

"(ii) the adjusted taxable income of each partner 
of such partnership--

"(!) shall be determjned without regard to such 
partner's distributive share of any items of income, 
gain, deduction, or loss of such partnership, a nd 
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"(II) shall be increased by such partner's 
distributive share of such partnership's excess tax
able income. 

For purposes of clause WXII), a partner's distributive 
share of partnership excess taxable income shall be 
determined in the same manner as the partner's 
distributive share of nonseparately stated t.axable 
income or loss of the partnership. 
"(B) SPECIAL RULES FOR CARRYFORWARDS.-

"(i) IN GENERAL.-The amount of any business 
interest not allowed as a deduction to a partnership 
for any taxable year by reason of paragraph (1) for 
any taxable year-

"(!) shall not be treated under paragraph (2) 
as business interest paid or accrued by the partner
ship in the succeeding taxable year , and 

"(II) shall, subject to clause (ii), be treated 
as excess business interest which is allocated to 
each partner in the same manner as the non
separately stated taxable income or loss of the 
partnership. 
"(ii) TREATMEN'I' OF EXCESS BUSINESS INTER.EST 

ALLOCATED TO PARTNERS.-If a partner is allocated 
any excess business interest from a partnership under 
clause (i) for any taxable year-

"(! ) such excess business interest shall be 
treated as business interest paid or accr ued by 
the partner in the next succeeding taxable year 
in which the partner is allocated excess taxable 
income from such partnership, but only to the 
extent of such excess taxable income, and 

"(II) any portion of such excess business 
interest remaining after the appJ;cat ion of sub
clause (!) shall, subject to the J;mitations of sub
clause (I), be treated as business interest paid 
or accrued in succeeding taxable years. 

For purposes of applying this paragraph, excess taxable 
income allocated to a partner from a partnership for 
any taxable year shall not be taken into account under 
paragraph OXA) with respect to any business interest 
other than excess business interest from the partner
ship until all such excess business interest for such 
taxable year and all preceding taxable years has been 
treated as paid or accrued under clause (ii). 

"(iii) BASIS ADJUSTMENTS.-
"(! ) IN GENER.-'.L.-The adjusted basis of a 

partner in a partnership interest shall be reduced 
(but not below zero) by the amount of excess busi
ness interest allocated to the partner under clause 
CiXII). 

"(II) SPECIAL RULE FOR DISPOSITIONS.-If a 
partner disposes of a partnership interest, the 
adjusted basis of the partner in the partnership 
interest shall be increased immediately before the 
disposition by the amount of the excess (if any) 
of the amount of the basis reduction under sub
clause (I) over the portion of any excess business 



H.R.1-66 

interest allocated to the partner under clause (iXll) 
which has previously been treated under clause 
(ii) as business interest paid or accrued by the 
partner. The preceding sentence shall also apply 
to transfers of the partnership interest (including 
by reason of death) in a transaction in which gain 
is not recognized in whole or in part. No deduction 
shall be allowed to the transferor or transferee 
under this chapter for any excess business interest 
resulting in a basis increase under this subclause. 

"(C) ExcESS TAXABLE !NCOME.-The term 'excess tax· 
able income' means, with respect to any partnership, the 
amount which bears the same ratio to the partnership's 
adjusted taxable income as--

"(i ) the excess (if any) of-
"(I) the amount determined for the partnership 

under paragraph ( l XB). over 
"(11) the amount (if any) by which the business 

interest of the partnership, reduced by the floor 
plan financing interest, exceeds the business 
interest income of the partnership, bears to 
"(ii) the amount determined for the partnership 

under paragraph OXB). 
"(D) APPLICATION TO s CORPORATIONS.-Rules similar 

to the rules of subparagraphs (A) and (C) shall apply with 
respect to any S corporation and its shareholders. 
"(5) BUSINESS INTEREST.-For purposes of this subsection, 

the term 'business interest' means any interest pa id or accrued 
on indebtedness properly allocable to a trade or business. Such 
term shall not include investment interest (within the meaning 
of subsection (d)). 

"(6) BUSINESS INTEREST !NCOME.- For purposes of this sub
section, the term 'business interest income' means the amount 
of interest includible in the gross income of the taxpayer for 
the taxable year which is properly allocable to a trade or 
business. Such term shall not include investment income 
(within the meaning of subsection (d)). 

"(7) TRADE OR BUSINESS.-For purposes of this subsection
"(A) IN GENERAL.-The term 'trade or business' shall 

not include--
"(i) the trade or business of performing services 

as an employee, 
"(ii) any electing real property trade or business, 
"(iii) any electing farming business, or 
"(iv) the t rade or business of lhe furnishing or 

saleof-
"(I) electrical energy, water, or sewage disposal 

services, 
"(II) gas or steam through a local distribution 

system , or 
"(III) transportation of gas or steam by pipe· 

line, 
if the rates for such furnishing or sale, as the case 
may be, have been established or approved by a State 
or political subdivision thereof, by any agency or 
instrumentality of the United States, by a public 
service or public utility commission or other similar 
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body of a ny State or political subdivision thereof, or 
by the governing or ratemaking body of an electric 
cooperative. 
"(B ) ELECTING REAL PROPERTY TRADE OR BUSINESS.

For purposes of this paragraph, the term 'electing real 
property trade or business' means any trade or business 
which is described in section 469(cX7XC) and which makes 
a n election under this subparagraph. Any such election 
shall be made at such time a nd in such manner as t.be 
Secretary shall prescribe, and, once made, shall be irrev
ocable. 

"(C) ELECTING FARMING BUSINESS.-For purposes of 
this paragraph, the term 'electing farming business' 
means-

"(i) a farming business (as defined in section 
263A(eX4)) which makes an election under this 
subparagraph, or 

"(ii) a ny t rade or business of a specified agricul
tural or horticultural cooperative (as defined in section 
199A(gX2)) with respect to which the cooperative 
makes an election under this subparagraph. 

Any such election shall be made at such time and in 
such manner as the Secretary shall prescribe, and, once 
made, shall be irrevocable. 
"(8) AoJuSTED TAXABLE INCOME.- For pur poses of this sub

section, the term 'adjusted taxable income' means the taxable 
income of the taxpayer-

"(A) computed without regard to-
"(i) a ny item of income, gain, deduction , or loss 

which is not properly allocable to a trade or business, 
"(ii) any business interest or business interest 

income, 
"(iii) the amount of any net operating loss deduc

tion uoder section 172, 
"(iv) the amount of any deduction allowed under 

section 199A, and 
"(v) in the case of taxable years beginning before 

January 1, 2022, any deduction allowable for deprecia
tion, amortization, or depletion, and 
"(B) computed with such other adjustments as provided 

by the Secretary. 
"(9) FLOOR PLAN FINANCING INTEREST DEFINED.-For pur

poses of this subsection-
"(A) IN GENERAL.- The term 'floor plan financing 

interest' means interest paid or accrued on floor plan 
financing indebtedness. 

"(B) FLOOR PLAN FINANCING !NDEBTEDNESS.-The term 
'floor plan fi nancing indebtedness' means indebtedness

"(i) used to finance the acquisition of motor vehicles 
held for sale or lease, and 

"(ii) secured by the inventory so acquired. 
"(C) MOTOR VEH.lCLE.-The term 'motor vehicle' means 

a motor vehicle that is any of the following: 
"(i) Any self-propelled vehicle designed for trans

porting persons or property on a public street, highway, 
or road. 

"(ii) A boat. 
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"(iii) Farm machinery or equipment. 
"(10) CROSS REFERENCES.-

"(A) For requirement that an electing real property 
tra de or business use the alternative depreciation system, 
see section 168(gXl )(F ). 

"(B) For requirement that an electing farming business 
use the alternative depreciation system, see section 
168CgXl XG).". 

(b) TREATMENT OF CARRYFORWARD OF DISALLOWED BUSINESS 
INTEREST IN CERTAIN CORPORATE ACQUISITIONS.-

(1) IN GENERAL.-Section 38l (c) is amended by inserting 
after paragraph (19) the following new paragraph: 

"(20) CARRYFORWARD m' DISALLOWED BUSINESS INTEREST.
The carryover of clisallowed business interest described in sec
tion 163(jX2) to taxable years ending after the date of distribu
tion or transfer.". 

(2) APPLlCATION OF LI.MlTATION.-Section 382(d) is amended 
by adcling at the end the fo llowing new paragra ph : 

"(3) APPLICATION TO CARRYFORWARD OF DTSALLOWED 
INTEREST.-The term 'pre-change Joss' shall include a ny carry
over of disallowed interest described in section 163(j)(2) under 
rules similar to the rules of paragraph (l).". 

(3) CONFORMING AMENDMENT.-Section 382(k)(l ) is 
amended by inserting a fter the first sentence the following: 
"Such term shall include any corporation enti t led to use a 
carryforward of disallowed interest described in section 
381CcX20J.". 
(c) E FFECTIVE DATE.-The amendments made by this section 

shall apply to taxable years beginning after December 31, 2017. 

SEC. 13302. MODIFICATION OF NET OPERATING LOSS DEDUCTION. 
(a) LIMITATION ON DEDUCTION.-

(1) IN GENERAL.- Section 172(a) is amended to read as 
follows: 
"(a) DEDUCTION ALLOWED.-There shall be allowed as a deduc

t ion for the taxable year an amount equal to the lesser of-
"(l) the aggregate of the net operating Joss carryovers 

to such year, plus the net operating loss carrybacks to such 
year, or 

"(2) 80 percent of taxable income computed without regard 
to the deduction allowable under this section. 

For purposes of this subtitle, the term 'net operating loss deduction' 
means the deduction allowed by this subsection.". 

(2) COORDINATION OF LIMITATION WITH CARRYBACKS AND 
CARRYOVERS.-Section l 72(bX2) is amended by strikin!l "shall 
be computed- " and all that follows and insert ing 'shall-

"(A) be computed with the modifications specified in 
subsection (d) other than paragraphs (1), (4), an d (5) 
thereof, and by determinjng the amount of the net oper
ating Joss deduction without regard to the net operating 
loss for the loss year or for any taxable year thereafter, 

"(B) not be considered to be less than zero, and 
"(C) not exceed the amount determined under sub

section (aX2l for such prior taxable year.". 
(3) CONFORMING A.M"ENDMENT.-Section l 72(d)(6) is 

amended by striking "and" at the end of subparagraph (A), 
by strikfog the period at the end of subparagraph (B) and 
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inserting "; and", and by adding at the end the following new 
subparagraph: 

"(C) subsection (a)(2) shall be applied by substituting 
'real estate investment trust taxable income (as defined 
in section 857(b)(2) but without regard to the deduction 
for dividends paid (as defined in section 561))' for 'taxable 
income'.". 

(b) REPEAL OF NET OPERATING Loss CARRYBACK; INDEFINITE 
CARRYFORWARD.-

(1) L-. GENERAL.-Section 172(b)(l )(A) is amended-
(A) by striking "shall be a net. operating loss carryback 

to each of the 2 taxable years" in clause (i) and inserting 
"except. as otherwise provided in this paragraph, shall not 
be a net operating loss carryback to any taxable year", 
and 

CB) by striking "to each of the 20 taxable years" in 
clause (ii) and inserting "to each taxable year". 
(2) CONFORMING A.MENDMENT.-Section 172(b)(l ) is 

amended by striking subparagraphs CB) through CF). 
(c) TREATMENT OF F A.RMJNG LoSSES.-

(1} Al..LOWANCE OF CARRYBACKS.-Section l 72(b)(l}, as 
amended by subsection (b)(2), is amended by adding et the 
end the following new subparagraph: 

"(B) FA.R.l\lING LOSSES.-
"(i) IN GENERAL.-ln the case of any portion of 

a net operating loss for the taxable year which is 
a farming loss with respect to the taxpayer, such loss 
shall be a net operating loss carryback to each of 
the 2 taxable years preceding the taxable year of such 
loss. 

"(ii) FARMING LOSS.-For purposes of this section, 
the term 'farming loss' means the lesser of-

"(I) the amount which would be the net. oper
ating loss for the taxable year if only income and 
deductions attributable t.o farming businesses (as 
defined in section 263A(e)(4)) are taken into 
account, or 

"(ll) the amount of the net operating loss for 
such taxable year. 
"(iii) COORDINATION WITH PARAGRAPH (2J.-For pur

poses of applying paragra ph (2), a farming loss for 
any taxable year shall be treated as a separate net 
operating loss for such taxable year t.o be taken into 
account after the remaining portion of the net oper
ating loss for such taxable year. 

"(iv) ELECTION.-Any taxpayer entitled to a 2-year 
carryback under clause (i) from a ny loss year may 
elect not to have such clause apply t.o such loss year. 
Such election shall be made in such manner as pre
scribed by the Secretary and shall be made by the 
due date (including extensions of time) for filing the 
taxpayer's return for the taxable year of the net. oper
ating loss. Such election, once made for any taxable 
year, shall be irrevocable for such taxable year.". 

(2) CONFORMING AMENDMENTS.-
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(A) Section 172 is amended by striking subsections 
(f), (g), and (h), and by redesignating subsection (i) as 
subsection (f). 

(B) Section 537(bX4) is amended by inserting "(as in 
effect before the date of enactment of the Tax Cuts and 
J obs Act)" after "as defined in section 172(()". 

(d) 'fREATM&'IT OF CERTAJN INSURANCE LoSSES.-
(1) TREATMENT Qt' CARRYFORWARDS AND CARRYBACKS.-Sec

tion 172(bX1), as amended by s ubsections (b)(2) and (cXl ), 
is amended by adding at the end the following new subpara
graph: 

"(C) INSURANCE COMPANIES.-ln the case of an insur
ance company (as defined in section 816(a)) other than 
a life insurance company, the net operating loss for any 
taxable year-

"(i) shall be a net operating loss carryback to each 
of the 2 taxable years preceding lhe taxable year of 
such loss, and 

"(ii) shall be a net operating loss carryover to 
each of the 20 taxable years following the taxable 
year of the loss.". 

(2) EXEMPTION FROM l.JMITATION.-Section 172, as amended 
by subsection (cX2XA), is amended by redesignating subsection 
CO as subsection (g) and inserting after subsection (e) the fol
lowing new subsection: 
"(f) SPECIAL RULE FOR INSURANCE COMPANIES.- ln the case 

of an insurance company (as defined in section 816(a)) other than 
a life insurance company-

"(!) the amount of the deduction allowed under subsection 
(a ) shall be the aggregate of the net operating loss carryovers 
to such year, plus the net operating loss carrybacks to such 
year, a nd 

"(2) subparagraph (C) of subsection (bX2) shall not apply.". 
(e) EFFECTIVE DATE.-

(1) NET OPERATING LOSS LIMITATION.-The amendments 
made by subsections (a ) and (dX2l shall apply to losses arising 
in taxable years beginni ng after December 31, 2017. 

(2) CARRYFORWARDS AND CARRYBACKS.-The amendments 
made by subsections (b), (c), and (dXl l shall apply to net 
operating losses arising in taxable years ending after December 
31, 2017. 

SEC. 13303. LIKE-KIND EXCHANGES OF REAL PROPERTY. 
(a ) IN GENERAL.-Section 103l(aXl l is amended by strikin g 

"property" each place it a ppears and inserting "real property''. 
(b) CoNFORMING AMENDMENTS.-

UXA) Paragraph (2) of section 103l(a) is amended to read 
as follows: 

"(2) EXCEPTION FOR REAL PROPERTY HELD FOR SALE.-This 
subsection shall not apply to any exchange of real property 
held primarily for sale.". 

(Bl Section 1031 is amended by striking subsection (i). 
(2) Section 1031 is amended by striking subsection (e). 
(3) Section 1031, as amended by paragraph (2), is amended 

by inserting a fter subsection (d) the following new subsection: 
"(e) APPLJCATION TO CERTAIN PARTNERSHlPS.-For purposes of 

this section, an interest in a partnership which has in effect a 
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valid election under section 76l(a) to be excluded from the a pplica
tion of all of subchapter K shall be treated as an interest in 
each of the assets of such partnership a nd not as an interest 
in a partnership.". 

(4) Section 103l(h) is amended to read as follows: 
"(h) SPECIAL RULES FOR FOREIGN REAL PROPERTY.-Real prop

erty located in the United States and real property located outside 
the United States are not property of a like kind.". 

(5) The heading of section 1031 is amended by striking 
"PROPERTY" and inserting " REAL PROPERTY". 

(6) The table of sections for part III of subchapter 0 of 
chapter 1 is amended by striking the item relating to section 
1031 and inserting the followi ng new item: 

"Sec. 1031. Exchange of real property held for product.ive use or investment. ... 

(c) EFFECTIVE 0 ATE.-
(l) IN GENERAL.-Except as otherwise provided in this sub

section, the amendments made by this section shall apply to 
exchanges completed after December 31, 2017. 

(2) TRANSITION RULE.-The amendments made by this sec
tion shall not apply to any exchange if-

(A) the property disposed of by the taxpayer in the 
exchange is disposed of on or before December 31, 2017, 
or 

(B ) the property received by the taxpayer in the 
exchange is received on or before December 31, 2017. 

SEC. 13304. U:MlTATION ON OEOUCTION BY EMPLOYERS OF EXPENSES 
FOR FRINGE BENEFITS. 

(a) No DEDUCTION ALLOWED FOR ENTERTAJNMENT KXPENSES.
(1) IN GENERAL.-Section 274(a) is amended-

(A) in paragraph Cl XA), by striking "unless" and all 
that follows through "trade or business,", 

(B) by striking the flush sentence at the end of para
graph (1), and 

(C) by striking paragraph (2XC). 
(2) CONFORMING AMENDMENTS.

(A) Section 274(d) is amended-
(i) by striking paragraph (2) and redesignating 

paragraphs (3) and (4) as paragraphs (2) and (3), 
respectively, a nd 

(ii) in the flush text following paragraph (3) (as 
so redesignated)-

(1) by striking ", entertainment, amusement, 
recreation, or use of the facility or property," in 
item (B), and 

(II) by striking "(D) the business relationship 
to the taxpayer of persons entertained, using the 
facility or property, or receiving the gift" a nd 
inserting "(D) the business relationship to the tax
payer of the person receiving the benefit", 

{B) Section 274 is amended by striking subsection (I). 
{C) Section 274(n) is amended by striking "A.ND ENTER

TAINMENT" in the hea ding. 
(D) Section 274(nXl ) is amended to read as follows: 

"(1) IN GENERAL.-The amount a llowable as a deduction 
under this chapter for any expense for food or beverages shall 
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not exceed 50 percent of the amount of such expense which 
would (but for this paragraph) be allowable as a deduction 
under this chapter.". 

(E) Section 274(nX2) is amended-
(i) in subparagraph (B), by striking "in the case 

of an expense for food or beverages,", 
(ii) by s triki ng subparagraph (C) and redesignating 

subparagraphs (D) and (E) as subparagraphs (C) and 
(0 ), respectively, 

(iii) by striking "of subparagraph (E)" the last sen
tence and inserting "of subparagraph (0)", and 

(iv) by striking "in subparagraph (0)" in the last 
sentence a nd inserting "in subparagraph (C)". 
(F) Clause (iv) of section 7701CbX5)(A) is amended to 

read as follows: 
"(iv) a professional athlete who is temporarily in 

the United States to compete in a sports event-
"(!) which is organized for the primary purpose 

of benefiting an organization which is described 
in section 501CcX3) and exempt from tax under 
section 501(a), 

"(II) all of the net proceeds of which are 
contributed to such organization, and, 

"(III) which utilizes volunteers for substan
tially all of the work performed in carrying out 
such event.". 

(b) ONLY 50 PERCENT or E.XPENSES FOR MEALs PROVTDED ON 
OR NEAR BUSINESS PREMISES Al.LOWED AS DEDUCTION.-Paragraph 
(2) of section 274(n), as amended by subsection (a ), is amended

(1) by striking subparagraph (B), 
(2) by r edesignating subparagraphs (C) and (D) as subpara

graphs (B) and (C), r espect ively, 
(3) by striking "of subparagraph (D)" in the last sentence 

and inserting "of subparagraph CC)", and 
(4) by striking "in subparagraph (C)" in the last sentence 

and inserting "in subparagraph (B)". 
(c) TREATMENT OF TRANSPORTATION BENEFITS.-Section 274, 

as amended by subsection (a), is amended-
( 1) in subsection (a)-

(A) in the heading, by striking "OR RECREATION" and 
inserting "RECREATION, OR QUALIF1ED TRANSPORTATION 
FRINGES" and 

(B) by adding at the end the following new paragraph: 
"(4) QUALIFIED TRANSPORTATION FRINGES.-No deduction 

shall be allowed under this chapter for the expense of any 
qualified transportation fringe (as defined in section 132(0) 
provided to an employee of the taxpayer.", and 

(2) by inserting after subsection (k) the following new sub
section: 
"(I) TRANSPORTATION AND COMMUTING BENEFITS.-

"(1) IN GENERAL.-No deduction shall be allowed under 
this chapter for any expense incurred for providing any 
transportation, or any payment or reimbursement, to an 
employee of the taxpayer in connection with travel between 
the employee's residence and place of employment, except as 
necessary for ensuring the safety of the employee. 
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"(2) EXCEPrION.- ln the case of any qualified bicycle com
muting reimbursement (a s described in section 132(f)(5XF)), 
this subsection shall not apply for any amounts pa id or incurred 
after December 31, 2017, and before J anuary 1, 2026.". 
(d) ELIMl.NATION OF DEDUCTION FOR MEALS PROVIDED AT CON· 

VENlENCE OF EMPLOYER.- Section 274, as amended by subsection 
(c), is amended-

(!) by redesignating subsection (o) as subsection (p), and 
(2) by inserting after subsection (n) the following new sub

section: 
"(o) MEALS PROVIDED AT CONVENIENCE OF EMPLOYER.- No 

deduction sh all be allowed under this ch apter for-
"(l) any expense for the operation of a facility described 

in section 132(eX2), a nd any expense for food or beverages, 
including under section 132(e)(l), associated with such facility, 
or 

"(2) any expense for meals described in section 119(a).". 
(e) EFFECTIVE DATE.-

( ! ) IN GENERAL.- Except as provided in paragraph (2), the 
amendments made by this section shall a pply to amounts 
incurred or paid after December 31, 2017. 

(2) E FFECTIVE DATE FOR ELIMINATION OF DEDUCTION FOR 
MEALS PROVIDED AT CONVENIBNCE OF EMPLOYER.- The amend
ments made by subsection (d) sh all a pply to amounts incurred 
or paid after December 31, 2025. 

SEC. 13305. REPEAL OF DEDUCTION FOR INCOME ATTRIBUTABLE TO 
DOMESTIC PRODUCTION ACTIVITIES. 

(a) IN GENERAL.-Part VI of subcha pter B of chapter 1 is 
amended by s triking section 199 (a nd by striking the item relati ng 
to such section in the table of sections for such part). 

(b) CONFORMING AMENDMENTS.-
( ! ) Sections 74(dX2XBl, 86(bX2XA), 135(cX4XAJ, 

137(bX3XA), 219(g)(3)(A)(ii), 22l (bX2XC), 222(b)(2XC), 
246(bXl ), and 469(i)(3XF Xiii) a re each amended by striking 
"199 .. 

fa> Section 170(bX2)(D), as amended by subtitle A, is 
amended by s t riking clause (iv), and by redesignating clauses 
(v) a nd (vi) as clauses (iv) and (v). 

(3) Section l 72(d) is a mended by s triking par agraph (7). 
(4) Section 613(a), as amended by section 11011, is 

amended by striking "and without the deduction under section 
199". 

(5) Section 613A(d)(l), as amended by sect ion 11011, is 
am ended by s triking subearagraph (B) and by r edesignating 
subparagraphs (C), (0), (E ), and (F) as subparagraph s (B), 
(C), (0), a nd (E), respectively. 
(c) EFFECTIVE DATE.- The a mendments made by this section 

sh all apply to taxable years beginning after December 31, 2017. 
SEC. 13306. DENIAL OF DEDUCTION FOR CERTAIN FINES, PENALTIES, 

AND OTHER AMOUNTS. 
(a) DENIAL OF DEDUCTION.-

(!) IN GENERAL.- Su bsection (f) of section 162 is amended 
to read as follows: 
"(f) F lNES, PENALTIES, ANO OTHER AMOUNTS.-

"( ! ) IN GENERAL.-Except as provided in the following para
graphs of this subsection, no deduction otherwise allowable 
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shall be allowed under this chapter for any amount paid or 
incurred (whether by suit, agreement, or otherwise) to, or at 
the direction of, a government or governmental entity in rela
tion to the violation of any law or the investigation or inquiry 
by such government or entity into the potential violation of 
any law. 

"(2) EXCEPTION FOR AMOUNTS CONSTITUTCNG RESTITUTION 
OR PAID TO COME INTO COMPLIANCE WITH LAW.-

"(A) IN GENERAL.-Paragraph (1) shall not apply to 
any amount that-

"(i) the taxpayer establishes-
"(!) constitutes restitution (including remedi

ation of property) for damage or harm which was 
or may be caused by the violation of any law 
or the potential violation of any law, or 

"(II) is paid to come into compliance with any 
law which was violated or otherwise involved in 
the investigation or inquiry described in paragraph 
(1), 
"(ii) is identified as restitution or as an amount 

paid to come into compliance with such law, as the 
case may be, in the court order or settlement agree
ment, and 

"(iii) in the case of any amount of restitution for 
failure to pay any tax imposed under thls title in 
the same manner as if such amount were such tax, 
would have been allowed as a deduction under this 
chapter if it had been timely paid. 

The identification under clause (ii) alone shall not be suffi
cient to make the establishment required under clause 
(i). 

"(B) LIMITATION.-Subparagraph (A) shall not apply 
to any amount paid or incurred as reimbursement to the 
government or entity for the costs of any investigation 
or litigation. 
"(3) ExCEPTION FOR AMOUNTS PAJO OR CNCURRED AS THE 

RESULT OF CERTAIN COURT ORDERS.-Paragraph (1) shall not 
apply to any amount paid or incurred by reason of any order 
of a court in a suit in which no government or governmental 
entil],' is a party. 

(4) EXCEPTION FOR TAXES DUE.-Paragraph (1) shall not 
apply to any amount paid or incurred as taxes due. 

"(5) TREATMENT OF CERTAIN NONGOVERNMENTAL REGU
LATORY ENTITIES.- For purposes of this subsection, the fol
lowing nongovernmental entities shall be treated as govern
mental entities: 

"(A) Any nongovernmental entity which exercises self
regulatory powers (including imposing sanctions) in connec
tion with a qualifi ed board or exchange (as defined in 
section 1256(gX7)). 

"(B) To the extent provided in regulations, any non
governmental entity which exercises self-regulatory powers 
(including imposing sanctions) as part of performing an 
essential governmental function.". 
(2) EFFECTIVE DATE.-The amendment made by this sub

section shall apply to amounts paid or incurred on or after 
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the date of the enactment of this Act, except that such amend
ments shall not apply Lo amounts paid or incurred under any 
binding order or agreement entered into before such date. Such 
exception shall not apply to an order or agreement requiring 
court approval unless t he approval was obtained before such 
date. 
(b) REPORTING OF DEOUC'l'IBLE AMOUNTS.-

(1) lN GENERAL.-Subpart B of part III of subchapter A 
of chapter 61 is amended by inserting after section 6050W 
the following new sec Lion: 

"SEC. 6050X. INFORJ\1ATION WITH RESPECT TO CERTAJN FINES, PEN· 
AL TIES, AND OTRER All10UNI'S. 

"(a) REQUIREMENT OF REPORTING.-
"( l ) IN GENERAL.-The appropriate official of a ny govern

ment or any entity described in section 162(1)(5) which is 
involved in a suit or agreement described in paragraph (2) 
shall make a return in such form as determined by the Sec
retary setting forth-

"(A) the amount required to be paid as a result of 
the suit or agreement to which paragraph (1) of section 
162(0 applies, 

"(B) any amount required to be paid as a result of 
the suit or agreement which constitutes r estitution or 
remediation of property, and 

"(C) any amount required to be paid as a result of 
the suit or agreement for the purpose of coming into compli
ance with any law which was violated or involved in the 
investigation or inquiry. 
"(2) SUIT OR AGREEMENT DESCRIBED.-

"(A) IN GENERAL.-A suit or agreement is described 
in this paragraph if-

"(i) it is-
"(l) a suit with respect to a violation of any 

law over whlch the government or entity has 
authority and with respect to which there has 
been a court order, or 

"(II) an agreement which is entered into with 
respect to a violation of any law over which the 
government or entity has authority, or with respect 
to an investigation or inquiry by the government 
or enti ty into the potential violation of a ny law 
over which such government or entity has 
authori ty, and 
"(ii) the aggregate amount involved in all court 

orders and agreements with respect to the violation, 
investigation, or inquiry is $600 or more. 
"(B) A.oJuSTMENT OF REPORTING THRESHOLD.-The Sec

retary shall a djust the $600 amou nt in subparagraph (A)(ii) 
as necessary in order to ensure the efficien t administration 
of the internal revenue laws. 
"(3) TIME OF FILING.- The return required under this sub

sect ion shall be filed at the Lime the agreement is entered 
into, as determined by the Secretary. 
"(b) STATEMENTS TO BE F URNISHED TO lNDMDUALS INVOLVED 

IN THE SET'l'LEMENT.- Every person required to make a return 
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under subsection (a) shall furnish to each person who is a party 
to the suit or agreement a writ.ten statement showing-

"(l ) the name of the government. or entity, and 
"(2) the information supplied to the Secretary under sub-

section CaXl). 
The written statement. required under the preceding sentence shall 
be furnished to I.he person at. the same time t.he government. or 
entity provides the Secretary with the information required under 
subsection (a). 

"(c) APPROPRl.ATE OFFICIAL DEFINED.-For purposes of I.his sec
tion, the term 'appropriate official' means the officer or employee 
having control of the suit., investigation, or inquiry or the person 
appropriately designated for purposes of this section.". 

(2) CONFORMING AMENDMENT.-The table of sections for 
subpart B of part. III of subchapter A of chapter 61 is amended 
by inserting after the item relating to section 6050W the fol
lowing new it.em: 

"Sec. 6050X. Information with reapect to certain fines, penalties, and other 
amounts.•. 

(3) E FFECTIVE DATE.-'fhe amendments made by this sub
section shall apply to amounts paid or incurred on or after 
the date of the enactment of this Act., except that. such amend
ments shall not a pply to amounts paid or incurred under any 
binding order or agreement. entered into before such date. Such 
except ion sh all not apply to an order or agreement requiring 
court approval unless the approval was obt.ained before such 
date. 

SEC. 13307. DENIAL OF DEDUCTION FOR SETTLEMENTS SUBJECT TO 
NONDISCLOSURE AGREEMENTS PAID lN CONNECTION 
WITH SEXUAL HARASSMENT OR SEXUAL ABUSE. 

(a) DENIAL OF DEDUCTION.- Section 162 is amended by redesig
nat.in g subsection (q) as subsection (r ) and by inserting after sub
section (p) the following new subsect.ion: 

"(q) PAYMENTS REI.A.TED TO SEXUAL flARAsSMENT AND SEXUAL 
ABUSE.- No deduction shall be allowed u nder this chapter for

"(l) any set.t.lement or payment related to sexua l harass
ment or sexual abuse if such settlement. or payment. is subject. 
to a nondisclosure agreement., or 

"(2) attorney's fees related to such a set.tlement. or pay
ment..". 
(b) E FFECTIVE DATE.-The amendments made by this sect.ion 

shall apply to amounts paid or incurred after the date of the 
enactment of this Act. 

SEC. 13308. REPEAL OF DEDUCTION FOR LOCAL LOBBYING EXPENSES. 
(a) IN GENERAL.-Section 162(e) is amended by striking para

graphs (2) and (7) a nd by redesignating paragraphs (3), (4), (5), 
(6), and (8) as pa ragraphs (2), (3), (4), (5), and (6), respectively. 

(b) CONFORMING AMENDMENT.-Section 6033CeX1XBXii) is 
a mended by striking "section 162(eX5XBXii)" and inserting "section 
162CeX4XBXiif. 

Cc) E FFECTIVE DATE.-The amendments made by this section 
shall apply to amounts paid or incu rred on or after the date of 
the enactment of this Act. 
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SEC. 13309. RECHARACTERlZATION OF CERTAIN GAINS lN THE CASE 
OF PARTNERSEOP PROFITS INTERESTS HELD IN 
CONNECTION WITH PERFORMANCE OF INVESTM"E IT 
SERVICES. 

(a) IN GENERAL.-Part fV of subchapter 0 of chapter 1 is 
amended-

(1) by redesignating section 1061 as section 1062, and 
(2) by inserting after section 1060 the following new section: 

"SEC. 1061. PARTNERSID P INTERESTS HELD lN CONNECTION WITH 
PERFORMANCE OF SERVICES. 

"(a) IN GENERAL.-If one or more applicable partnership 
interests are held by a taxpayer at any time during the taxable 
year, the excess (if any) of-

"(1) the taxpaye1's net long-term capital gain with respect 
to such interests for such taxable year, over 

"(2) the taxpayer's net long-term capital gain with respect 
to such interests for such taxable year computed by applying 
paragraphs (3) and (4) of sections 1222 by substituting '3 years' 
for '1 year', 

shall be treated as short-term capital gain, notwithstanding section 
83 or any election in effect under section 83(b). 

"(b) SPECIAL RULE.-To the extent provided by the Secretary, 
subsection (a ) shall not apply to income or gain attributable to 
any asset not held for portfolio investment on behalr of third party 
investors. 

"(c) APPLICABLE PARTNERSHIP lNTEREST.-For purposes of this 
section-

"(! ) IN GENERAL.-Except as provided in I.his paragraph 
or paragraph (4), the term 'applicable partnership interest' 
means any interest in a partnership which, directly or 
indirectly, is transferred to (or is held by) the taxpayer in 
connection with the performance of substantial services by the 
taxpayer, or any other related person, in any applicable trade 
or business. The previous sentence shall not apply to an interest 
held by a person who is employed by a nother entity that is 
conducting a trade or business (other than an applicable trade 
or business) and only provides services to such other entity. 

"(2) APPLICABLE TRADE OR BUSlNESS.-The term 'applicable 
trade or business' means any activity conducted on a regular, 
continuous, a nd substantial basis which, regardless of whether 
the activity is conducted in one or more entities, consists, 
in whole or in part, of-

"(A) raising or returning capital, a nd 
"(B) either-

"(i) investing in (or <lisposing of) specified assets 
(or identifying specified assets for such investing or 
<lisposition), or 

"(ii) developing specified assets. 
"(3) SPECIFIED ASSET.-The term 'specified asset' means 

securities (as defined in section 475(cX2) without regard to 
the last sentence thereof), commo<lities (as defined in section 
475(eX2)), real estate held for rental or investment, cash or 
cash equivalents, options or derivative contracts wi!.h respect 
to any of the foregoing, and an interest in a partnership to 
the extent of the partnership's proportionate interest in any 
of the foregoing. 
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"(4) ExcEPTIONS.-The term 'applicable partnership 
interest' shall not include-

"(A) any interest in a partnership directly or indirectly 
held by a corporation, or 

"(B ) any capi tal interest in t.he partnership which pr<>
vides the taxpayer with a right to share in partnershjp 
ca.pit.al commensurate with-

"(i) the amoun t of capit.al contributed (determined 
at the time of receipt of such partnership interest), 
or 

"(ii) the value of such interest subject to tax under 
section 83 upon the receipt or vesting of such interest.. 

"(5) THlRD PARTY lNVFSl'OR.-The term 'trurd party 
investor' means a person who-

"(A) holds an interest in the partnership which does 
not constitute property held in connection wit.h an 
applicable trade or business; and 

"(B) is not (and has not been) actively engaged, and 
is (and was) not related to a person so engaged, in (directly 
or indirectly) providing substantial services described in 
paragraph (1) for such partnership or any applicable trade 
or business. 

"(d) TRANSFER OF APPLICABLE PARTNERSHIP INTEREST TO 
R.E!.. ... TED PERSON.-

"(!) IN GENERAL.-If a taxpayer trans fers any applicable 
partnership interest, directly or indirectly, to a person related 
to the taxpayer, the taxpayer shall include in gross income 
(as short term capital gain) the excess (if any) of-

"(A) so much of the taxpayer's long-term capital gains 
with respect to such interest for such taxable year attrib
utable to the sale or exchange of any asset held for not 
more than 3 years as is allocable to such interest, over 

"(B) any amount treated as short term capital grun 
under subsection (a) with respect to the transfer of such 
interest. 
"(2) REI...ATED PERSON.- For purposes of this paragraph, 

a person is related to the taxpayer if-
"(A) the person is a member of the taxpayer's family 

within t.he meaning of section 318(a Xl ), or 
"(B) the person perfo rmed a service within the current 

calendar year or the preceding three calendar years in 
any applicable trade or business in which or for which 
t.he taxpayer performed a service. 

"(e) REPORTING.-The Secretary shall require such reporting 
(at the time and in the manner prescribed by the Secretary) as 
is necessary to carry ou t the purposes of this section. 

"CO REGUI...ATIONS.-The Secretary shall issue such regulations 
or other guidance as is necessary or a ppropriate to carry out the 
purposes of this section". 

(b) CLERICAL AMENDMENT.- The table of sections for part IV 
of subchapter 0 of chapter 1 is amended by striking the item 
relating to 1061 and inserting the following new items: 

"Sec. 1061. PartnerShip interests held in connection with performance of servicea. 
"Sec. 1062. c"""' referencea.". 

(c) EFFECTTVE DATE.- The amendments made by this section 
shall apply to taxable years beginning after December 31, 2017. 
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SEC. 13310. PROHIBITION ON CASH, GIFT CARDS, AND OTHER NON· 
TANGIBLE PERSONAL PROPERTY AS EMPLOYEE 
ACBIEVEMENI' AWARDS. 

(a) lN GENERAL.-Subparagraph (A) of section 274(jX3l is 
amended-

( 1) by striking "The term" and inserting the following: 
"(i) IN m:NERAL.-The term". 

(2) by redesignating clauses (i), (ii), and (iii) as subclauses 
(I), (II), and (ill). respectively, and conforming the margins 
accordingly, and 

(3) by adding at the end the following new clause: 
"(ii) TANGIBLE PERSONAL PROPERTY.- For purposes 

of clause (i), the term 'tangible personal property' shall 
not include-

"(!) cash, cash equivalents, gift cards, gift cou
pons, or gift certificates (other than arrangements 
conferring only the right to select and receive tan
gible personal property from a limited array of 
such items pre-selected or pre-appr oved by the 
employer), or 

"(II) vacations, meals, lodging, t ickets to the
ater or sporting events, stocks, bonds, other securi
ties, and other similar items.". 

(b) EFFECTIVE DATE.- The amendments made by this section 
shall apply to amounts paid or incurred after December 31, 2017. 

SEC. 13311. ELIMINATION m' DEDUCTION FOR LIVING E.'CPENSES 
lNCURRED BY MEMBERS OF CONGRESS. 

{a) IN GENERAL-Subsection (a) of section 162 is amended 
in the matter following paragraph (3) by striking "in excess of 
$3,000". 

(b) EFFECTIVE DATE.-The amendment made by this section 
shall apply to taxable years beginning after the date of the enact
ment of this Act. 

SEC. 13312. CERTAIN CONTRIBlITlONS BY GOVERNMENTAL ENTITIES 
NOT TREATED AS CONTRmlITJO S TO CAPITAL. 

(a) IN GENERAL-Section 118 is amended
(1) by striking subsections (b), (c), and (d), 
(2) by redesignating subsection (e) as subsection (d), and 
(3) by inserting a~er subsection (a) the following new sub-

sections: 
"(b) Exc EPTIONs .-For purposes of subsection (a ). the term 'con

tribution to the capital of the taxpayer' does not include-
"(1) any contribution in aid of construction or any other 

contribution as a customer or potential customer, and 
"(2) any contribution by any governmental entity or civic 

group {other than a contribution made by a shareholder as 
such). 
"{c) REGULATIONS.- The Secretary shall issue such regulations 

or other guidance as may be necessary or appropriate to carry 
out this section , including regulations or other guidance for deter
mining whether any contribution constitutes a contribution in aid 
of construction.". 

(b) EFFECTIVE DATE.-
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(1) IN GENERAL.-Except as provided in paragraph (2), the 
amendments made by this sect.ion shall apply to contributions 
made after t.he date of enactment oft.his Act. 

(2) EXCEPTION.-The amendments made by this section 
shall not apply to any contribution, made after the date of 
enactment of this Act by a governmental entity, which is made 
pursuant to a master development plan that has been approved 
prior to such date by a governmental entity. 

SEC. 13313. REPEAL OF ROLLOVER OF PUBLICLY TRADED SECURITIE 
GAIN lNTO SPECIALlZED MALL BUSINESS INVESTMENT 
COMPANLES. 

(a) IN GENERAL-Part ill of subchapter 0 of chapter 1 is 
amended by striking section 1044 (and by striking the item relating 
to such section in the table of sections of such part). 

(b) CONFOR.\IING AMENDMENTS.-Section 1016(aX23) is 
amended-

(1) by striking "1044,", and 
(2) by striking "1044(d),". 

(c) EFFECTIVE DATE.-The amendments made by this section 
shall apply to sales after December 31, 2017. 
SEC. 13314. CERTAIN SELF-CREATED PROPERTY NOT TREATED AS A 

CAPITAL ASSET. 

(a) PATENTS, ETC.-Section 122l(aX3) is amended by inserting 
"a patent, invention, model or design (whether or not patented), 
a secret formula or process," before "a copyrightn. 

(b) CoNFOR.\llNG AMENDMENT.-Section 123l(bXl XC) is 
amended by inserting "a patent, invention, model or design (whether 
or not patented), a secret formula or process," before "a copyrightn. 

(c) EFFECTIVE DATE.-The amendments made by this section 
shall apply to dispositions af\er December 31, 2017. 

PART V-BUSINESS CREDITS 
SEC. 13401. l\IODLl-' ICATION OF ORPHAN DRUG CREDIT. 

(a) CREDIT RATE.-Subsection (a) of sect.ion 45C is amended 
by striking "50 percentn and inserting "25 percentn. 

(b) ELECTION OF REDUCED CREDIT.-Subsection (b) of section 
280C is amended by redesignating paragraph (3) as paragraph 
(4) and by inserting after paragraph (2) the following new para
graph: 

"(3) ELECTION OF REDUCED CREDIT.-
"(A) IN GENERAL.-ln the case of any taxable year 

for which an elect.ion is made under this paragraph-
"(i) paragraphs (1) and (2) shall not apply, and 
"(ii) the amount of the credit under section 45C(a) 

shall be the amount determined under subparagraph 
CB). 
"(B) AMOUNT OF REDUCED CREDIT.-The amount of 

credit determined under this subparagraph for any taxable 
year shall be the amount equal to the excess of-

"(i) the amount of credit determined under section 
45C(a) without regard to this paragraph, over 

"(ii) the product of-
"(I) the amount described in clause (i), and 
"(II) the maximum rate of tax under section 

ll(b). 
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"(C) ELECTION.-An election under this paragraph for 
any taxable year shall be made not later than the time 
for filing the r eturn of tax for such year (including exten
sions), shall be made on such return, a nd shall be made 
in such manner as the Secretary shall prescribe. Such 
an election, once made, shall be irrevocable.". 

(c) EFFECTIVE DA1'E.-The amendments made by this section 
shall apply to taxable years beginning after December 31, 2017. 

SEC. 13402. REHABU.ITATION CREDIT LIMITED TO CERTIFIED HIS
TORIC STRUCTURES. 

(a) IN GENERAL.-Subsection (a) of section 47 is amended to 
r ead as follows: 

"(a) GENERAL RULE.-
"(l ) IN GENERAL-For purposes of section 46, for any tax

able year during the 5-year period beginning in the taxable 
year in which a qualified rehabilitated building is placed in 
service, the rehabilitation cr edit for such year is an amount 
equal to the ratable share for such year. 

"(2) R. ... TABLE SHARE.-For purposes of paragraph (1), the 
ratable share for any taxable year during the period described 
in such paragraph is the amount equal to 20 percent of the 
qualified rehabilitation expenditures with respect to the quali
fied rehabilitated building, as allocated ratably to each year 
during such pe riod.". 
(b) CoNFORMlNG AMENDMENTS.

( ! ) Section 47(c) is amended
(A) in paragraph (l }-

(i) in subparagraph (A), by amending clause (iii) 
to read as follows: 

"(iii) such building is a certified historic structure, 
and", 

(ii) by striking subparagraph (B), a nd 
( jji) by redesignating subparagraphs (C) and (D) 

as subparagraphs CB) and CC), respectively, and 
(B) in paragraph (2XB), by amending clause (iv) to 

read as follows: 
"(iv) CERTIFIED HIS1'0RIC STRUCTURE.-Any 

expenditure attributable to the rehabilitation of a 
qualified rehabilitated building unless the rehabilita
tion is a certified rehabilitation (with in the meaning 
of subparagraph CC)).". 

(2) Paragraph (4) of section 145(d) is amended-
(A) by striking "of section 47CcXl XC)" each place it 

appears and inserting "of section 47(cXl XBY', and 
CB) by striking "section 47(cXlXCXi)" and inserting 

"section 47(cX l XBXi)". 
(c) EFFECTIVE DA1'E.-

(l ) IN GENERAL.- Except as provided in paragraph (2), the 
amendments made by this section shall a pply to amounts paid 
or incurred after December 31, 2017. 

(2) TRANSITION RULE.-In the case of qualified r ehabilita
tion expenditures with respect to a ny building-

(A) owned or leased by the taxpayer during the entirety 
of the period after December 31, 2017, a nd 

(B) with respect to which the 24-month period selected 
by the taxpayer under clause (i) of section 47(cXl XB) of 
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the Internal Revenue Code (as amended by subsection (b)}, 
or the 60-mont.h period applicable under clause (ti) of such 
section, begins not later than 180 days after the date 
of the enactment of this Act, 

the amendments made by I.his section shall apply to such 
expenditures paid or incurred after the end of the taxable 
year in which the 24-month period, or the 60-month period, 
referred to in subparagi·a ph (B) ends. 

SEC. 13403. EMPLOYER CREDIT FOR PAID FAMlLY AND ME DICAL 
LEAVE. 

(a) IN GENERAL.-
(1) ALLOWANCE OF CREDIT.-Subpart D of part IV of sub

chapter A of chapter 1 is amended by adding at the end the 
following new section: 

"SEC. 45S. EMPLOYER CREDIT FOR PAID FAMILY AND MEDlCAL LEAVE. 

"(a) EsTABLISHMENT OF CREDIT.-
"(! ) IN GENERAL.- For purposes of sect ion 38, in the case 

of an eligible employer, the paid family a nd medical leave 
credit is an amount equal to the applicable percentage of t.he 
amount of wages paid to qualifying employees during any period 
in which such employees are on family and medical leave. 

"(2) APPLICABLE PERCENTAGE.-For purposes of paragraph 
(1), the term 'applicable percentage' means 12.5 percent 
incr eased (but not above 25 percent) by 0.25 percentage points 
for each percentage point by which the rate of payment (as 
described under subsection (cXl)(B)) exceeds 50 percent. 
"(b) LIMITATION.-

"(l) IN G£NERAL.- The credit allowed under subsection (a) 
with respect to any emrloyee for any taxable year shall not 
exceed an amount equa to the product of the normal hourly 
wage rate of such employee for each hour (or fraction thereoO 
of actual services performed for the employer and the number 
of hours (or fraction thereon for which family and medical 
leave is taken. 

"(2) NON-HOURLY WAGE RATE.-For purposes of paragraph 
(1), in the case of a ny employee who is not paid on an hourly 
wage rate, t.he wages of such employee shell be prorated to 
an hourly wage rate under regulations established by the Sec
retary. 

"(3) MAXIMUM AMOUNT OF LEAVE SUBJECT TO CREDIT.
T he amount of family and medical leave that may be taken 
into account with respect to any employee under subsection 
(a ) for any taxable year shall not exceed 12 weeks. 
"(c) ELIGIBLE EMPLOYER.-For purposes of this section-

"(1) IN GENERAL.-The term 'eligible employer' means any 
employer who has in place a written policy that meets t.he 
following requirements: 

"(A) The policy provides-
"(i) in the case of a qualifying employee who is 

not a part-time employee (as defined in section 
4980E(dX4XB)), not less than 2 weeks of annual paid 
family and medical leave, and 

"(ii) in the case of a qualifying employee who is 
a part-time employee, an amount of a nnual paid family 
and medical leave that is not less than a n amount 
which bears the same ratio to t.he amount of annual 



H. R.1-83 

paid family and medical leave t.hat is provided to a 
qualifyin§ employee described in clause (i) as-

•(I) t.he number of hours the employee is 
expected to work during any week, bears to 

"(II) the number of hours an equivalent quali
fying employee described in clause (i) is expected 
to work during t.he week. 

"(B) The policy requires t.hat the rate of payment under 
t.he program is not less t.han 50 percent of t.he wages 
normally paid to such employee for services performed 
for t.he employer. 
"(2) SPEClAI. RULE FOR CERTAIN EMPLOYERS.-

"(A) IN GENERA!..-An added employer shall not be 
treated as an eligible employer unless such employer pro
vides paid family and medical leave in compliance with 
a written policl. which ensures lhat lhe employer-

"(i) will not interfere wilh, restrain, or deny lhe 
exercise of or t.he attempt to exercise, any right pro
vided under t.he policy, and 

"(ii) will not discharge or in any other manner 
discriminate against any individual for opposing any 
practice prohibited by t.he policy. 
"(8 ) ADDED EMPLOYER; ADDED EMPLOYEE.-For pur

poses of lhis paragraph-
"(i) ADDED EMPLOYEE.-The term 'added employee' 

means a qualifying employee who is not covered by 
title I of t.he Family and Medical Leave Act of 1993, 
as amended. 

"(ii) ADDED EMPLOYER-The term 'added employer' 
means an eligible employer (deternrined without regard 
to this paragraph), whether or not covered by that 
title I, who olTers paid family and medical leave to 
added employees. 

"(3) AGGREGATION RULE.-All persons which are treated 
as a single employer under subsections (a) and (b) of section 
52 shall be treated as a single taxpayer. 

"(4) TREAThtENT OF BENEFITS MANDATED OR PAID FOR BY 
STATE OR LOCAi. GOVERNMENTS.-For purposes of this section, 
any leave which is paid by a State or local government or 
required by State or local law shall not be taken into account 
in determining t.he amount of paid family and medical leave 
provided by t.he em ployer. 

"(5) No lNFERENCE.-Nothing in this subsection shall be 
construed as subjecting an employer to any penalty, liability, 
or other consequence (other than ineligibility for the credit 
allowed by reason of subsection (a) or recapturing the benefit 
of such credit) for failure to comply with the requirements 
of this subsection. 
"(d) QUAJ.IFYTNG E~fPLOYEt;s.-For purposes of this section, the 

term 'qualifying employee' means any employee (as defined in sec
tion 3(e) of the Fair Labor Standards Act of 1938, as amended) 
who--

"(l) has been employed by the employer for 1 year or 
more, and 

"(2) for the preceding year, had compensation not in excess 
of an amount equal to 60 percent of the amount applicable 
for such year under clause (i) of section 414(qXl )(B). 
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"(e) FAMILY AND MEDICAL L EAVE.-
"(l ) IN GENERAL.- Except as provided in paragraph (2), 

for purposes of this sect ion, the term 'fanrily and medical leave' 
means leave for any 1 or more of the purposes described under 
subparagraph (A), (B), (C), (0 ), or (E) of paragraph (1). or 
paragraph (3), of section 102(a) of the Family and Medical 
Leave Act of 1993, as amended, whether the leave is provided 
under that Act or by a policy of the employer. 

"(2) EXCLUSION.-lf an employer provides paid leave as 
vacation leave, personal leave, or medical or sick leave (other 
than leave specifically for 1 or more of the purposes referred 
to in paragraph (1)), that paid leave shall not be considered 
to be family and medical leave under paragraph (1). 

"(3) DEFINITIONS.-ln this subsection, the terms 'vacation 
leave', 'personal leave', and 'medical or sick leave' mean those 
3 types of leave, within the meaning of section 102(dX2) of 
that Act. 
"(f) DETER.MlNATIONS MADE BY SECRETARY OF TREASURY.-For 

purposes of this section, a ny determination as to whether an 
employer or an employee satisfies the applicable requirements for 
an eligible employer (as described in subsection (c)) or qualifying 
employee (as described in subsection (d)), respectively, shall be 
made by the Secretary based on such information, to be provided 
by the employer, as the Secretary determines to be necessary or 
appropriate. 

"(g) WAGES.-For purposes of this section, the term 'wages' 
has the meaning given such term by subsection (b) of section 
3306 (determined without regard to any dollar limitation contained 
in such section). Such term shall not include any amount taken 
into account for purposes of determining any other credit allowed 
under this subpart. 

"(h) ELECTION TO HAVE CREDIT NOT APPLY.-
"(l) IN GENERAL.-A taxpayer may elect to have this section 

not apply for any taxable year. 
"(2) OTHER RULES.-Rules similar to the rules of para

graphs (2) and (3) of section 5l(j) shaU apply for purposes 
of this subsection. 
"(i) TER.\!JNATION.-This section shall not apply to wages paid 

in taxable years beginning alter December 31, 2019.". 
(b) CREDIT PART OF GENERAL BUSINESS CREDIT.-Section 38(b) 

is amended by striking "plus" at the end of paragraph (35), by 
striking the period at the end of paragraph (36) and inserting 
", plus", and by adding at the end the following new paragraph: 

"(37) in the case of a n eligible employer (as defi ned in 
section 45S(c)), the paid family and medical leave credit deter
mined under section 45S(a).". 
(c) CREDIT ALLoWED AGAINST AMT.-Subparagraph (B) of sec

tion 38CcX4) is amended by redesignating clauses (ix) through (x:i) 
as clauses (x) through (x:ii), respectively, and by inserting after 
clause (viii) the following new clause: 

"(ix) the credit determined under section 45S,". 
(d) CONFORMING AMENDMENTS.-

(1) DENIAL OF DOUBLE BENEFIT.-Section 280C(a) is 
amended by insertin g "45S(a)," alter "45P(a),". 

(2) ELECTION TO HAVE CREDIT NOT APPLY.-Section 650l(m) 
is amended by inserting "45S(h)," after "45H(g),". 
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(3) CLERICAL AMENDMENT.-The lable of sections for sub
part D of part IV of subchapter A of chapter 1 is amended 
by adding at the end the following new item: 

"Sec. 455. Employer credit for paid family and medJcaJ leave.". 

(e) EFFECTIVE DATE.- The amendments made by this section 
shall apply to wages paid in taxable years beginning after December 
31, 2017. 

SEC. 13404. REPEAL OF TAX CREDIT BOND . 
(a) IN GENERAL.-Part IV of subchapter A of chapter 1 is 

amended by striking subparts H, I, and J (and by striking the 
items relating to such subparts in the table of subparts for such 
part). 

(b) PAYMENTS TO 1SSUERS.-Subchapter B of chapter 65 is 
amended by striking sect ion 6431 (and by striking the item relating 
to such section in the table of sections for such subchapter). 

(c) CONFORMING AMENDMENTS.-
(!) Part IV of subchapter U of chapter 1 is amended by 

striking section 1397E (and by striking the item relating to 
such section in the table of sections for such part). 

(2) Section 540X3)(B) is amended by inserting "(as in efTect 
before its repeal by the Tax Cuts and Jobs Act)" after "section 
1397E(l)". 

(3) Section 62ll(bX4XA) is amended by striking ", and 
6431" and inserting "and" before "36B". 

(4) Section 640l(bXl ) is amended by striking "G, H, I, 
and J" and inserting "and G". 
(d) EFFECTIVE DATE.-The amendments made by this section 

shall apply to bonds issued after December 31, 2017. 

PART VI- PROVISIONS RELATED TO SPECIFIC 
ENTITIES AND INDUSTRIES 

Subpart A- Partne r ship Provisions 

SEC. 13501. TREATMENT OF GAIN OR LOSS OF FOREIGN PERSONS 
FROM SALE OR EXCHANGE OF INTERESTS IN PARTNER
SHIPS ENGAGED IN TRADE OR BUSINESS WITHIN THE 
UNlTED STATES. 

(a) AMOUNT THEA TED AS EFFECTIVELY CONNECTED.-
( ! ) IN GENERAL.-Section 864(c) is amended by adding at 

the end the following: 
"(8) GAIN OR LOSS OF FOREIGN PERSONS FROM SALE OR 

EXCHANGE OF CERTAIN PARTNERSHIP !NTERESTS.-
"(A) IN GENERAL.-Notwithstanding any other provi

sion of this subtitle, if a nonresident a lien individual or 
foreign corporation owns, directly or indirectly, an interest 
in a partnership whlch is engaged in any trade or business 
within the United States, gain or loss on the sale or 
exchange of all (or any portion oO such interes t shall be 
treated as efTectively connected with the conduct of such 
trade or business l-0 the extent such gain or loss does 
not exceed the amount determined under subparagraph 
(B). 
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"(B) AMOUNT TREATED AS EFFECTIVELY CONNECTED.
The amount determined under this subparagraph with 
respect to any partnership interest sold or exchanged

"(i) in the case of any gain on the sale or exchange 
of the partnership interest, is-

"<D the portion of the partner's distributive 
share of the amount of gain which would have 
been eJTectively connected with the conduct of a 
trade or business within the United States if the 
partnership had sold all of its assets at their fair 
market value as of the date of the sale or excha nge 
of such interest., or 

"(II) zero if no gain on such deemed sale would 
have been so efTectively connected, and 
"(ii) in the case of any loss on the sale or exchange 

of the partnership interest, is-
"(I) the portion of the partner's distributive 

share of the amount of loss on the deemed sale 
described in clause (iXI) which would have been 
so efTectively connected, or 

"(II) zero if no loss on such deemed sale would 
be have been so effectively connected. 

For purposes of this subparagraph, a partner's distribu
tive share of gain or loss on the deemed sale shall 
be determined in the same manner as such partner's 
distributive share of the non-separately stated taxable 
income or loss of such partnership. 
"(C) COORDINATION WITH UNITED STATES REAL PROP

ERTY INTERES'l'S.-If a partnership described in subpara
graph (A) holds a ny United States real property interest 
(as defined in section 897(c)} at the time of the sale or 
exchange of the partnership interest, then the gain or 
loss treated as effectively connected income under subpara
graph (A) shall be reduced by the amount so treated with 
respect to such United States real property interest under 
section 897. 

"(D) SALE OR EXCHANGE.-For purposes of this para
graph, the term 'sale or exchange' means any sale, 
exchange, or other disposition. 

"(E) SECRETARIAL AlJTHORJTY.-The Secretary shall 
prescribe such regulations or other guidance as the Sec
retary determines appropriate for the application of this 
paragraph, including with respect to exchanges described 
in section 332, 351, 354, 355, 356, or 361.". 
(2) CONFORMING AMENDMEN'rs.--SCction 864(cX1) is 

amended-
(A) by st riking "and (7)" in subparagraph (A), and 

inserting "(7), and (8)", and 
(B) by strikin!f "or (7''1' in subparagraph (B ), and 

inserting "(7), or (8)' . 
(b) WITHHOLDING REQUIREMENTS.- Section 1446 is amended 

by redesignating subsection (0 as subsection (g) and by inserting 
a~er subsection (e) the following: 

"(0 SPECIAL R ULES FOR WmrnOLDlNG ON DISPOSITIONS OF 
P ARTNERSHCP INTERESTS.-

"( l ) IN GENERAL.-Except as provided in this subsection, 
if any portion of the gain (if any) on any disposition of an 
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interest in a partnership would be treated under section 
864(cX8) as effectively connected with the conduct of a trade 
or business within the United States, the transferee shall be 
required to deduct and withhold a tax equal to 10 percent 
of the amount reaHzed on the disposition. 

"(2) EXCEPl'ION lF NONFOREIGN AFFIDAVIT FURNJSHED.-
"(A) IN GENERAL.-No person shall be required to 

deduct and withhold any amount under paragraph (1) with 
respect to any disposition if the transferor furnishes to 
the transferee a n affidavit by the transferor stating, under 
penalty of perjury, the transferor's United States taxpayer 
identification number and that the transferor is not a for
eign person. 

"(B) FA1S.E AFFLDAVIT.-Subparagraph (A) shall not 
a pply to any disposition if-

"(i) the transferee has actual knowledge that the 
affidavit is fal se, or the transferee receives a notice 
(as described in section 1445(d)) from a transferor's 
agent or transferee's agent that such affidavit or state
ment is false, or 

"(ii) the Secretary by regulations requires the 
transferee to furnish a copy of such a ffidavit or state
ment to the Secretary and the transferee fails to fur
nish a copy of such affidavit or statement to the Sec
retary at such time and in such manner as required 
by such regulations. · 
"(C) RULES FOR AGENTS.-The rules of section 1445(d) 

shall apply to a transferor's agent or transferee's agent 
with respect to any affidavit described in subparagraph 
(A) in the same manner as such rules apply with respect 
to the disposition of a United States real property interest 
under such section. 
"(3) AUTHORITY OF SECRETARY TO PRESCRIBE REDUCED 

AMOUNT.-At the request of the transferor or transferee, the 
Secretary may prescribe a reduced amount to be withheld under 
this section if the Secretary determines that to substitute such 
reduced amount will not jeopardize the collection of the tax 
imposed under this title with respect to gain treated under 
section 864(cX8) as effectively connected with the conduct of 
a trade or business with in the United States. 

"(4) PARTNERSHfP TO WlTHl!OI.D AMOUNTS NOT WITHHELD 
BY THE TRANSFEREE.-lf a transferee fails to withhold any 
amount required to be withheld under paragraph (1), the part
nership shall be required to deduct and withhold from distribu
tions to the transferee a tax in an amount equal to the amount 
the transferee failed to withhold (plus interest under this title 
on suc.h amount). 

"(5) DEFINITIONS.- Any term used in this subsection which 
is also used under section 1445 shall have the same meaning 
as when used in such section. 

"(6) REGULATIONS.- The Secretary shall prescribe such 
regulations or other guidance as may be necessary to carry 
out the purposes of this subsection, including regulations pro
viding for exceptions from the provisions of this subsection.". 
(c) EFFECTIVE DATES.-
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(1) SUBSECTION (a).- The amendments made by subsection 
(a) shall apply to sales, exchanges, and dispositions on or after 
November 27, 2017. 

(2) SUBSECTION (b).-The amendment made by subsection 
(b) shall apply to sales, exchanges, and dispositions after 
December 31, 2017. 

SEC. 13502. MODIFY DEFINITION OF SUBSTANTIAL BUil.T·IN LOSS IN 
TllE CASE 0~' TRANSFER OF PARTNERSEilP INTEREST. 

(a ) IN GENERAL.-Paragraph (1) of section 743(d) is to read 
as follows: 

"(1) IN GENERAL.-For purposes of this section, a partner
ship has a substantial built-in loss with respect to a transfer 
of an interest in the partnership if-

"(A) the partnership's adjusted basis in the partnership 
property exceeds by more than $250,000 the fair market 
value of such property, or 

" (B ) the transferee partner would be allocated a loss 
of more than $250,000 if the partnership assets were sold 
for cash equal to their fair market value immediately aft.er 
such transfer.". 

(b) EFFECTIVE DATE.- The amendments made by th.is section 
shall apply to transfers of partnership interests after December 
31, 2017. 

SEC. 13503. CHARITABLE CONTRIBUTIONS ANO FOREIGN TAXES TAKEN 
INTO ACCOUNT IN DETERll!JNING Lll\1ITATION ON 
ALLOWANCE OF PARTNER'S SHARE OF LOSS. 

(a) IN GENERAL.-Subsection (d) of section 704 is amended
(1) by striking "A partner's distributive share" and inserting 

the following: 
"(l) IN GENERAL.-A partner's distributive share", 
(2) by striking "Any excess of such loss" a nd inserting 

the following: 
"(2) CARRYOVER.-Any excess of such loss", and 
(3) by adding at the end the following new paragraph: 
"(3) SPECIAL RULES.-

"(A) IN GENERAL.-ln determining the amount of any 
loss under paragraph (1), there shall be taken into account 
the partner's distributive share of amounts described in 
paragraphs (4) a nd (6) of section 702(a ). 

"(B) EXCEPTION.- ln the case of a charitable contribu
tion of property whose fair market value exceeds its 
adjusted basis, subparagraph (A) shall not apply to the 
extent of the partner's distributive share of such excess.". 

(b) EFFECTIVE DATE.- The amendments made by this section 
shall a pply to partnership taxable years beginning after December 
31, 2017. 

SEC. 13504. REPEAL OF TECHNICAL TERMINATION OF PARTNERSHIPS. 
(a ) IN GENERAL.-Paragraph (1) of section 708(b) is amended

(1) by striking ", or'' at the end of subparagraph (A) and 
all that follows a nd inserting a J.>eriod, and 

(2) by striking "only if- and all lhat follows through 
"no part of any business" and inserting the following: "only 
if no part of any business". 
(b) CONFORMING AMENDMENT.-
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(1) Section 168(iX7XB) is amended by striking the second 
sentence. 

(2) Section 743(e) is amended by striking paragraph (4) 
and redesignating paragraphs (5), (6), and (7) as paragraphs 
(4), (5), and (6). 
(c) EFFECTIVE DATE.- The amendments made by this section 

shall a pply to partnership taxable years beginning afler December 
31, 2017. 

Subpart B- lnsurance Reforms 
SEC. 13511. NET OPERATING LOSSES OF LIFE INSURANCE COMPANIES. 

(a) IN GENERAL.-Section 805(b) is amended by striking para
graph (4) and by redesignating paragraph (5) as paragraph (4). 

(b) CoNFORMING AMENDMENTS.-
(}) Part I of subchapter L of chapter 1 is amended by 

striking section 810 (and by striking the item relating to such 
section in the table of sections for such part). 

(2XA) Part III of subchapter L of chapter 1 is amended 
by striking section 844 (and by striking the item relating to 
such section in the table of sections for such part). 

(B) Section 831(bX3) is amended by striking "except as 
provided in section 844," 

(3) Section 381 is amended by striking subsection (d). 
(4) Section 805(aX4XBXii) is amended to read as follows: 

"(ii) the deduction allowed under section 172,". 
(5) Section 805(a) is amended by striking paragraph (5). 
(6) Section 805(b)(2)(A)(iv) is amended to read as follows: 

"(iv) any net operating Joss carryback to the tax-
able year under section 172, and". 

(7) Section 953(b)(l )(B) is amended to read as follows: 
"(B) So much of section 805CaX8) as relates to the 

deduction allowed under section 172.". 
(8) Section 1351CiX3) is amended by striking "or the oper

ations loss deduction under section 810,". 
(c) E FFECTIVE DATE.- The amendments made by this section 

shall apply to losses arising in taxable years beginning after 
December 31, 2017. 
SEC. 13512. REPEAL OF S MALL LIFE INSURANCE COMPANY DEDUC

TION. 

(a ) IN GE.>IBRAL.-Part I of subchapter L of chapter 1 is 
amended by striking section 806 (and by striking the item relating 
to such section in the table of sections for such part). 

(b) CONFORMING AMENDMENTS.-
Cl) Section 453B(e) is amended-

(A) by striking "(as defined in section 806(b)(3))" in 
paragraph (2)(B), and 

CB) by adding at the end the following new paragraph: 
"(3) NONlNSURANCE BUSfNESS.-

"(A) IN GENERAJ...-For purposes of this subsection, the 
term 'noninsurance business' means any activity which 
is not an insurance business. 

"(B) C ERTAIN ACTMTIES TREATED AS INSURANCE 
BUSINESSES.-For purposes of subparagraph (A), any 
activity which is not an insurance business shall be treated 
as an insurance business if-
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"(i) it is of a type traditionally carried on by life 
insurance companies for investment purposes, but only 
if the carrying on of such activity (other than in the 
case of real estate) does not constitute the active con
duct of a trade or business, or 

"(ii) it involves the performance of administrative 
services in connection with plans providing life insur
ance, pension, or accident and health benefit.a.". 

(2) Section 465(cX7XDXvXIIl is amended by striking "sec
tion 806(bX3r and inserting "section 453B(eX3)". 

(3) Section 80l (a X2) is amended by striking subparagraph 
(C ). 

(4) Section 804 is amended by striking "means-" and 
all I.hat follows and inserting "means the general deductions 
provided in section 805.". 

(5) Section 805(aX4XB), as amended by this Act, is amended 
by striking clause (i) and by redesignating clauses (ii), (iii ), 
and (iv) as clauses (i), (ii), a nd (iii), respectively. 

(6) Section 805CbX2XA), as amended by this Act, is amended 
by striking clause (iii) and by redesignating clauses (iv) and 
(v) as clauses (iii) and (iv), respectively. 

(7) Section 842(c) is emended by striking paragraph (1) 
and by redesigneting paragraphs (2) and (3) as paragraphs 
(1) and (2), respectively. 

(8) Section 953CbXl J, as amended by section 13511, is 
amended by striking subparagraph (A) and by redesignating 
subparagraphs (B) and CC) as subparagrapbs (A) and (8 ), 
respectively. 
(c) 'EFFECl'IVE DATE.-The amendment.a made by I.his section 

shall apply to taxable years beginning after December 31, 2017. 
SEC. 18513. ADJUSTMENT FOR CHANGE CN COMPUTING RESERVES. 

(a) IN GENERAL.- Paragraph (1) of section 807(1) is amended 
to read as follows: 

"( l ) TREATMENT AS CHANGE IN METHOD OF ACCOUNTING.
If the basis for determining any item referred to in subsection 
(c) as of I.he close of any taxable year differs from the basis 
for such determination as of I.he close of the preceding taxable 
year, then so much of the difference between-

"(A) the amount of the item at the close of the taxable 
year computed on the new basis, and 

i(B) the amount of the item at the close of the taxable 
year, computed on the old basis, 

as is attributable to contract.a issued before the taxable year 
shall be taken into account under section 481 as adjustment.a 
attributable to a change in method of accounting initiated by 
the taxpayer and made with the consent of the Secretary.". 
(b) EFFECTIVE DATE.-The amendments made by this section 

shall apply to taxable years beginning after December 31, 2017. 
SEC. 13514. REPEAL OF SPECIAL ltULE FO!t DlSTRIBlITIONS TO SHARE· 

HOLDERS FROl\1 PRE-1984 POLICYHOLDERS SURPLUS 
ACCOtrm'. 

(a ) IN GENERAL.-Subpart D of part I of subchapter L is 
amended by striking section 815 (and by striking the item relating 
to such section in the table of sections for such subpart). 

(b) CoNFORMINC AMENDMENT.-Seclion 801 is amended by 
striking subsection (c). 
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(c) EFFECTNE DATE.-Tbe amendments made by this section 
shall apply to t.axable years beginning afl.er December 31, 2017. 

(d) PHASED INCLUSION OF REMAINING BALANCE OF POLICY
HOLDERS SURPLUS AcCOUNTS.-ln the case of any stock life insur
ance company which has a balance (determined as of the close 
of such company's last t.axable year beginning before January 1, 
2018) in an existing policyholders surplus account (as defined in 
section 815 of the Internal Revenue Code of 1986, as in effect 
before its repeal), the t.ax imposed by section 801 of such Code 
for the first 8 taxable years beginning after December 31, 2017, 
shall be the amount which would be imposed by such section 
for such year on the sum of-

(1) life insurance company taxable income for such year 
(within the meaning of such section 801 but not less than 
zero), plus 

(2) Va of such balance. 
SEC. 13515. MODIFICATION OF PRORATION RULES FOR PROPERTY AND 

CASUALTY INSURANCE COMPANIES. 
(a) 1N GENERAL.-Section 832(bX5XB) is amended-

( ! ) by striking "15 percent" and inserting "the applicable 
percentage", and 

(2) by insertin~ at the end the following new sentence: 
"For purposes of lh1s subparagraph, the applicable percentage 
is 5.25 percent ctivided by the highest rate in effect under 
section ll(b). ". 
(b) EFFECTNE DATE.- The amendments made by this section 

shall apply to taxable years beginning after December 31, 2017. 
SEC. 13516. REPEAL OF SPECIAL ESTIMATED TAX PAYMENTS. 

(a) IN GENERAL.-Part ill of subchapter L of chapter 1 is 
amended by striking section 847 (and by striking the item relating 
to such section in the table of sections for such part). 

(b) EFFECTNE DATE.-The amendments made by this section 
shall apply to taxable years beginning after December 31, 2017. 
SEC. 13517. COMPUTATION OF LIFE INSURANCE TAX RESERVES. 

(a) IN GENERAL.-
(1) APPROPRIATE RATE OF INl'EREST.-The second sentence 

of section 807(c) is amended to read as follows: "For purposes 
of paragraph (3), the appropriate rate of interest is the highest 
rate or rates permitted to be used to ctiscount the obligations 
by the National Association of Insurance Commissioners as 
of the date the reserve is determined.". 

(2) METHOD OF COMPUTING RESERVES.-Section 807(d) is 
amended-

(A) by striking paragraphs (1), (2), (4), and (5), 
(B) by redesignating paragraph (6) as paragraph (4), 
(C) by inserting before paragraph (3) the following 

new paragraphs: 
"(1) DETERMINATION OF RESERVE.-

"(A) 1N GENERAL-For purposes of this part (other 
than section 816), the amount of the life insurance reserves 
for any contract (other than a contract to which subpara
graph (B) applies) shall be the greater of-

"(i) the net surrender value of such contract, or 
"(ii) 92.81 percent of the r eserve detennined under 

paragraph (2). 
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"(B) VARIABLE CONTRAcrs.-For purposes of this part 
(other than section 816), Lhe amount of !.he life insurance 
reserves for a variable contract shall be equal to !.he sum 
of-

"(i) !.he greater of-
"(I) the net surrender value of such contract, 

or 
"(II) the portion of the reserve that is sepa

rately accounted for under section 817, plus 
"(ii) 92.81 percent of !.he excess (if any) of the 

reserve determined under paragraph (2) over the 
amount in clause (i). 
"(C) STATlITORY CAP.-ln no event shall !.he reserves 

determined under subparagraphs (A) or (B) for any contract 
as of a ny time exceed the amount which would be taken 
into account with r espect to such contract a s of such lime 
in determining statutory reserves (as defined in paragraph 
(4)). 

"(D) No DOUBLE COUNTING.-ln no event shall any 
amount or item be taken into account more than once 
in determining any reserve under this subchapter. 
"(2) AMOUNT OF RESERVE.-The amount of the reserve 

determined under this pa ragraph with respect to a ny contract 
sh all be determined by using the tax reserve method applicable 
to such contract.". 

(D) by striking "(other than a qualified long-term care 
insurance contract, as defined in section 7702B(b)), a 2-
year full preliminary term method" in paragraph (3)(A)(iii) 
and inserting ", the reserve method prescribed by the 
National Association of Insurance Commissioners which 
covers such contract as of the date the reserve is deter
mined", 

(E) by striking "(as of the date of issuance)" in para
graph (3)(A)(iv)(I) and inserting "(as of the date !.he reserve 
is determined)", 

(F) by striking "as of the date of the issuance of" 
in paragraph (3)(A)(iv)(II) and inserting "as of the date 
the reserve is determined for", 

(G) by striking "in effect on the date of the issuance 
of the contract" in paragraph (3)(B)(i) and inserting 
"applicable to the contract and in effect as of the date 
the reserve is determined", and 

(H) by striking "in effect on the date of the issuance 
of the contract" in paragraph (3)(B)(ii) and inserting 
"appHcable to the contract and in effect as of the date 
the reserve is determined". 
(3) SPECIAL RULES.-Section 807(e) is amended

(A) by striking paragraphs (2) and (5), 
(B) by redesignating paragraphs (3), (4), (6), and (7) 

as paragraphs (2), (3), (4), and (5), respectively, 
CC) by amending paragraph (2) (as so redesignated) 

to read as follows: 
"(2 ) Q UALIFIED SUPPLEMENTAL BENEFITS.-

"(A ) Q UALIFIED SUPPLEMENTAL BENEFITS TREATED 
SEPARATELY.-For purposes of this part, the amount of 
the life insurance r eserve for any qualified supplemental 
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benefit shall be computed separately as though such benefit 
were under a separate contract. 

"(B) QUALJFLED SUPPLEMENTAL BENEFIT.-For purposes 
of this paragraph, the term 'qualified supplemental benefit' 
means any supplemental benefit described in subparagraph 
(C) if-

"(i) there is a separately identified premium or 
charge for such benefit , and 

"(ii) any net surrender value under the conlract 
attributable to any other benefit is not available to 
fund such benefit. 
"(C) SUPPLEMENTAL BENEFITS.-For purposes of this 

paragraph, the supplemental benefits described in this 
subparagraph are any-

"(i) guaranteed insurability, 
"(ii) accidental death or disability benefit, 
"(iii) convertibility, 
"(iv) disability waiver benefit, or 
"(v) other benefit prescribed by regulations, 

which is supplemental to a contract for which there is 
a reserve described in subsection (c). ", and 

(D) by adding at the end the following new paragraph: 
"(6) REPORTING RlJLES.-The Secretary shall require 

reporting (at such time and in such manner as the Secretary 
shall prescribe) with respect to the opening balance and closing 
balance of reserves and with respect to the method of computing 
reserves for purposes of determining income.". 

(4) DEFlNITION OF LfFE lNSURANCE CONTRACT.--Section 
7702 is amended-

(A) by striking clause (i) of subsection (cX3XBl and 
inserting the following: 

"(i) reasonable mortality charges which meet the 
requirements prescribed in regulations to be promul
gated by the Secretary or that do not exceed the mor
tality charges specified in the prevailing commis
sioners' standard tables as defined in subsection 
(1)(10)," and 
(B) by adding at the end of subsection CO the following 

new paragraph: 
"(10) PREVAILING COMMISSIOl'fERS' STANDARD TABLES.-For 

purposes of subsection (cX3XBXi), the term 'prevailing commis
sioners' standard tables' means the most recent commissioners' 
standard tables prescribed by the National Association of insur
ance Commissioners which are permitted to be used in com
puting reserves for that type of contract under the insurance 
Jaws of at least 26 States when the contract was issued. If 
the prevaiHng commissioners' standard tables as of the begin
ning of any calendar year (hereinafter in this paragraph 
referred to as the 'year of change') are dilTerent from the pre
vailing commissioners' standard tables as of the beginning of 
the preceding calendar year, the issuer may use the prevailing 
commissioners' standard tables as of the beginning of the pre
ceding calendar year with respect to any contract issued after 
the change and before the close of the 3-yea r period beginning 
on the fi rst day of the year of change.". 
(b) CONFORMING AMENDM ENTS.-
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(1) Section 808 is amended by adding at the end the fol
lowing new subsection: 
"(g) Pru:vAllJ.NG STATE AssUMED INTEREST RATE.-For purposes 

of this subchapter-
"(l ) IN OENERAL.-The term 'prevailing State assumed 

interest rate' means, with t·espect to any contract, the highest 
assumed interest rate permitted to be used in computing life 
insurance reserves for insurance contracts or a nnuity contracts 
(as the case may be) under the insurance laws of at least 
26 States. For purposes of the preceding sentence, the effect 
of nonforfeiture laws of a State on interest rates for reserves 
shall not be taken into account. 

"(2) WHEN RATE DETERMINED.-The prevamng State 
assumed interest rate with respect to any contract shall be 
determined as of the beginning of lhe calendar year in which 
lhe contract was issued.". 

(2) Paragraph (1) of section 81l(d) is amended by striking 
"the greater of the prevailing State assumed interest rate or 
applicable Federal interest rate in effect under section 807" 
and inserting "the interest rate in effect under section 808Cg)". 

(3) Subparagraph (A) of section 846(1')(6) is amended by 
striking "except that" and all that follows and inserting "except 
that the limitation of subsection (a)(3) shall apply, and". 

(4) Section 848(e)(l )(B)(iii) is amended by striking 
"807(e)(4)" and inserting "807(e)(3)". 

(5) Subparagraph (B) of section 954(i)(5) is amended by 
striking "shall be substituted for lhe prevailing State assumed 
interest rate," and inserting "shall apply,". 
(c) E FFECTIVE DATE.-

(1) IN OENERAL.-The amendments made by this section 
shall a pply to taxable years beginning after December 31, 2017. 

(2) TRANSITION RULE.-For the first taxable year beginning 
after December 31, 2017, the reserve with respect to any con· 
tract (as determined under section 807(d) of the Internal Rev
enue Code of 1986) a t the end of lhe preceding taxable year 
shall be determined as if the amendments made by this section 
had applied to such reserve in such preceding taxable year. 

(3 ) TRANS!TION REUEF.
(A ) IN OENERAL.- if-

(i) the reserve determined under section 807(d) 
of the Internal Revenue Code of 1986 (determined after 
application of paragraph (2)) with respect to any con
tract as of the close of the year preceding the first 
taxable year beginning after December 31, 2017, differs 
from 

(ii) the reserve which would have been determined 
with respect to such contract as of the close of such 
taxable year under such section determined without 
regard to paragraph (2), 

then t.he difference between the amount of the reserve 
described in clause ( i) and the amount of the reserve 
described in clause (ii) shall be taken into account under 
the method provided in subparagraph (B). 

(B) METHOD.-The method provided in this subpara
graph is as follows: 
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(i) If I.he amount determined under subparagraph 
(AXi) exceeds the amount determined under subpara
graph (A)(ii), 1/8 of such excess shall be taken into 
account, for each of the 8 succeeding taxable years, 
as a deduction under section 805{aX2) or 832(cX4) of 
such Code, as applicable. 

(ij) If the amount determined under subparagra ph 
{AXii) exceeds the amount determined under subpara
graph (AXi), 118 of such excess shall be included in 
gross income, for each of the 8 succeedin_g taxable 
years, under section 803(e X2) or 832(bXl XC) of such 
Code, as applicable. 

SEC. 13518. MODmCATION OF RULES FOR LIFE INSURANCE PRORA· 
TION FOR PURPO ES OF DETERMINING THE DMDEND 
RECEIVED DEDUCTION. 

{a) lN GE.'lERAL.-Section 812 is amended lo read as follows: 
"SEC. 812. DRFlNITION OF COMPANY'S HARE AND POLICYHOLDER'S 

HARE. 

"(a) COMPANY$ S1wu:.- Por purposes of section 805(a)(4), the 
term 'company's share' means, with respect to any taxable year 
beginning all.er December 31, 2017, 70 percent.. 

"{b) POUCTIIOLDER'S SllARE.-For purposes of section 807, the 
term 'policyholder's share' means, with respect lo a ny taxable year 
beginning all.er December 31, 2017, 30 percent.". 

{b) CONFORMING AMENDMENT.-Section 817A(eX2) is amended 
by striking ", 807(dX2)(B), and 812" and inserting "and 807(d)(2)(B)". 

(c) EFFECTIVE DATE.-The amendments made by this section 
shall apply lo taxable years beginning all.er December 31, 2017. 
SEC. 13519. CAPITALIZATION OF CERTAIN POLICY ACQUlSITTON 

EXPEN ES. 
(a) lN GENERAL.-

(1) Section 848(a)(2) is amended by striking "120-month" 
and inserting "180-mont.h". 

(2) Section 848(cX1) is emended by striking " l. 75 percent" 
and inserting "2.09 percent". 

(3) Section 848(cX2) is amended by striking "2.05 percent" 
and insertinjr '"2.45 percent". 

(4) Section 848{cX3) is amended by striking "7.7 percent" 
and inserting "9.2 percent". 
{b) CONFORMING AMENDMENTS.-Section 848{bXl ) is amended 

by striking " 120-mont.h" and inserting" 180-mont.h". 
(c) EFFECTIVE DATE.-

(1) lN GENERAL.-The amendments made by this section 
shall apply lo net premiums for taxable years beginning after 
December 31, 2017. 

(2) TRANSITION RULE.-Specified policy acquisition expenses 
first required to be capitalized in a taxable year beginning 
before January 1, 2018, will continue lo be allowed as a deduc
tion ratably over the 120-mont.h period beginning wit.h the 
first month in the second half of such taxable year. 

SEC. 13520. TAX REPORTING FOR U FE SETTLEMENT TRANSACTIONS. 
(a) IN GENERAL.-Subpart B of part ill of subchapter A of 

chapter 61, as amended by section 13306, is amended by adding 
at the end the following new section: 
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"SEC. 6050Y. RETURNS RELATCNG TO CERTAIN LTFE CNSURANCE CO .. 
TRACT TRANSACTIONS. 

"(a) REQUIREMENT OF REPORTING OF CERTAIN PAYMENTS.-
"(l) IN GENERAL.-E very person who acquires a Jue insur

ance contract or a ny interest in a life insurance contract in 
a reportable policy sale during any taxable year shall make 
a return for such taxable rear (at such time and in such 
manner as the Secretary shal prescribe) setting forth-

"(A ) the name, address, and TIN of such person, 
"(B) the name, address, and TIN of each recipient 

of pa~ent in the reportable policy sale, 
(C) the date of s uch sale, 

"(D ) the name of the issuer of the life insurance con
tract sold a nd the policy number of such contract, and 

"(E) the amount of each payment. 
"(2) STATEMENT TO BE FURNISHED TO PERSONS WITH 

RESPECT TO WHOM INFORMATION IS REQUIRED.-Every person 
required to make a return under this subsection shall furnish 
to each person whose name is required to be set forth in 
such return a written statement showing-

"(A) the name, address, and phone number of the 
information contact of the person required to make such 
return, and 

"CB) the information required to be shown on such 
return with respect to such person, except that in the 
case of an issuer of a life insurance contract, such statement. 
is not. required to include the information specified in para
graph ClXE). 

"(b) REQUIREMENT OF REPORTING OF SELLER'S BASIS IN LIFE 
INSURANCE CONTRACTS.-

"(l ) IN GENERAL.-Upon receipt of the statement required 
under subsection (a)(2) or upon notice of a transfer of a life 
insurance contract to a foreign person, each issuer of a life 
insurance contract shall make a return (at such time and 
in such manner as the Secretary shall prescribe) setting forth-

"(A) the name, address, and TIN of the seller who 
transfers any interest in such contract in such sale, 

"(B) the investment in the contract (as defined in sec
tion 72(eX6)) with respect. to such seller , and 

"(C) the policy number of such contract.. 
"(2) STATEMENT TO BE FURNISHED TO PERSONS WITH 

RESPECT TO WHOM INFORMATION IS REQU£RED.-Every person 
required to make a return under this subsection shall furnish 
to each person whose name is required to be set forth in 
such return a writ.ten statement showiog-

"(A) the name, address, and phone number of the 
information cont.act of the person required to make such 
return, and 

"(B) the information required to be shown on such 
return with respect. to each seller whose name is required 
to be set. forth in such return. 

"(c) REQUIREMENT OF REPORTING WITH RESPECT TO REPORT
ABLE D EATH BENEFITS.-

"(1) IN GENERAL.- Every person who makes a payment. 
of reportable death benefits during any taxable year shall make 
a return for such taxable year (at such time and in such 
manner as the Secretary shall prescribe) setting forth-
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"(A) lhe name, address, and TIN of the person making 
such payment, 

"(B ) the name, address, and TIN of each recipient 
of such paymenl, 

"(C} the date of each such payment, 
"(D) the gross amount of each such payment, and 
"(E) such person's estimate of the investment in the 

contract (as defined in section 72(eX6)) with respect to 
the buyer. 
"(2) STATEMENT TO BE FURNISHED TO PERSONS WITH 

RESPECT TO WHOM INFORMATION JS REQUIRED.- Every person 
required to make a return under this subsection shall furnish 
to each person whose name is required to be set forth in 
such return a written statement showing-

"(A) tbe name, address, and phone number of the 
information contact of the person required to make such 
return, and 

"(B) the information requfred to be shown on such 
relurn with respect to each recipient of payment whose 
name is required to be set forth in such return. 

"(d) DEFINITIONS.-For purposes of this section: 
"(l ) PAYMENT.-'f he term 'payment' means, with respect 

to any reportable policy sale, the amount of cash and the 
fair market value of any consideration transferred in the sale. 

"(2) REPORTABLE POLICY SALE.-The term 'reportable policy 
sale' has the meaning given such term in section 101(aX3XB). 

"(3) lssUER.-The term 'issuer' means any life insurance 
company that bears the risk with respect to a life insurance 
contract on the date any return or statement is required to 
be made under this section. 

"(4) REPORTABLE DEATH BENEFITS.-The term 'reportable 
death benefits' means amounts paid by reason of the death 
of the insured under a life insurance contract that has been 
transferred in a reportable policy sale.". 
(b) CLERICAL AMENDMENT.-The table of sections for subpart 

B of part III of subchapler A of chapter 61 , as amended by section 
13306, is amended by inserting after the item relating to section 
6050X the following new item: 

"Sec. 6050Y. Returns relating to certain life in.!urance contract transactions.". 

(c) CONFORMING AMENDMENTS.-
(1) Subsection (d) of section 6724 is amended-

(A) by striking "or" at the end of clause (xxiv) of para
graph (l XB), by striking "and" at the end of clause (x:xv) 
of such paragraph and inserting "or", and by inserting 
after such clause (xxv) the following new clause: 

"(x:xvi) section 6050Y (relating to relurns relating 
to certain life insurance contract transactions), and", 
and 
(Bl by striking "or" at the end of subparagraph (HH) 

of paragraph (2), by striking the period at the end of 
subparagraph (II) of such paragraph and inserting ", or", 
and by inserting after such subparagraph (ll) the following 
new su~paragraph: 

"(JJ) subsection (aX2), (bX2), or (cX2) of section 6050Y 
(relating to returns relating to certain life insurance con
tract transactions).". 
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(2) Section 6047 is amended-
(A) by redesignating subsection (g) as subsection (h ), 
(8 ) by inserting after subsection (0 the fo llowing new 

subsection: 
"(g) INFORMATION RELATING TO LIFE INSURANCE CONTRACT 

TRANSACTIONS.-This section shall not apply to a ny information 
which is required to be reported under section 6050Y.", and 

(C) by adding at the end of subsection (h), as so redesig
nated, the following new paragraph: 
"(4) For provisions requiring reporting of information 

relating to certain life insurance contract transactions, see sec
tion 6050Y.". 
(d) EFFECTIVE DATE.-The amendments made by this section 

shall apply to-
(1) reportable policy sales (as defined in section 6050Y(dX2) 

of the Internal Revenue Code of 1986 (as added by subsection 
(a)) after December 31, 2017, and 

(2) reportable death benefits (as defined in section 
6050Y(dX4) of such Code (as added by subsection (a)) paid 
after December 31, 2017. 

SEC. 1362 1. CLARIFICATION OF TAX BASIS OF LIFE INSURANCE CON
TRAC'I'S. 

(a ) CLA.RTFICATION WITH RESPECT TO ADJUSTMENTS.-Para
graph (1) of section 1016(a) is amended by striking subparagraph 
(A) and all that follows and inserting the following: 

"(A) for-
"(i) taxes or other carrying charges described in 

section 266; or 
"(ii) expenditures described in section 173 (relating 

to circulation expenditures), 
for which deductions have been taken by the taxpayer 
in determining taxable income for the taxable year or prior 
taxable years; or 

"(B) for mortality, expense, or other reasonable charges 
incurred under an annuity or life insurance contract;". 

(b) EFFECTIVE DATE.-The amendment made by this section 
shall apply to transactions entered into after August 25, 2009. 

SEC. 13522. EXCEPTION TO TRANSFER FOR VALUABLE CONSIDER
ATION RULES. 

(a) IN GENERAL.-Subsection (a) of section 101 is amended 
by inserting after paragraph (2) the following new paragraph: 

"(3) EXCEPTION TO VALUABLE CONSIDERATION RULES FOR 
COMMERCIAL TRANSFERS.-

"(A) IN GENERAL.-The second sentence of paragraph 
(2) shall not a pply in the case of a transfer of a life 
insurance contract, or any interest therein, which is a 
reportable policy sale. 

"(8 ) REPORTABLE POLICY SALE.-For puryoses of this 
paragraph, the term 'reportable policy sale means the 
acquisition of an interest in a life insurance contract, 
directly or indirectly, i f the acquirer has no substantial 
family, business, or financial r elationship with the insured 
apart from the acquirer's interest in such life insurance 
contract. For purposes of the preceding sentence, the term 
' indirectly' applies to the acquisition of a n interest in a 
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partnership, trust, or other entity that holds an interest 
in the life insurance contract.". 

(b) CoNFORMING AMENDMENT.-Paragraph (1) of section 101(a) 
is amended by striking "paragraph (2)" and inserting "paragraphs 
(2) and (3)". 

(c) EFFECTIVE DATE.-The a mendments made by this section 
shall apply to transfers after December 31, 2017. 

SEC. 13523. MODTFlCATION OF DISCOIJNTING RULES FOR PROPERTY 
AND CASUALTY INSIJRANCE COMPANIES. 

(a) MODIFICATION OF RATE OF INTEREST USED TO DISCOUNT 
UNPAID LossEs.-Paragraph (2) of section 846(c) is amended to 
read as follows: 

"(2) DETERMINATION OF ANNUAL RATE.-The annual rate 
determined by the Secretary under this paragraph for any 
calendar year shall be a rate determined on the basis of the 
corporate bond yield curve (as defined in section 430ChX2XDXi), 
determined by substituting '60-month period' for '24-month 
period' therein).". 
(b) MODIFICATION OF COMPlITATIONAL RULES FOR Loss PAY

MENT PATTERNS.-Section 846(dX3) is amended by striking subpara
graphs (B) through (G) and inserting the following new subpara
graph: 

"(B) TREATMENT OF CERTAIN LOSSES.-
"(i) 3-YEAR LOSS PAYMENT PATTERN.-ln the case 

of any line of business not described in subparagraph 
(AXiil, losses paid all.er the 1st year following the 
accident year shall be treated as paid equally in the 
2nd and 3rd year following the accident year. 

"(ii) 10-YEAR LOSS PAYMENT PATTERN.-
"(!) IN OENERAL.- The period taken into 

account under subparagraph (A)(ii) shall be 
extended to the extent required under subclause 
cm. 

"(II) CoMPlITATI0:-1 OF EXTENSION.-The 
amount of losses which would have been treated 
as paid in the 10th year all.er the accident year 
shall be treated as paid in such 10th year and 
each subsequent year in an amount equal to the 
amount of the average of the losses treated a s 
paid in the 7th, 8th, and 9th years a fter the 
accident year (or, if lesser, the portion of the 
unpaid losses not theretofore taken into account). 
To the extent such unpaid losses have not been 
treated as paid before the 24th year all.er the 
accident year, they shall be t reated as paid in 
such 24th year.". 

(c) REPEAL OF HISTORICAL PAYMENT PATTERN ELECTJON.-Sec
tion 846, as amended by this Act, is amended by striking subsection 
(e) and by redesignating subsections (0 and (g) as subsections 
(e) and (0, respectively. 

(d) EFFECTIVE DATE.-The amendments made by this section 
shall apply to taxable years beginning af\cr December 31, 2017. 

(e) TRANsmoNA!. RuLE.-For the first taxable year beginning 
all.er December 31, 2017-

(l) the unpaid losses and the expenses unpaid (as defined 
in paragraphs (5)(B) and (6) of section 832(b) of the Internal 
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Revenue Code of 1986) at the end of the preceding taxable 
year, and 

(2) the unpaid losses as defined in sections 807(cX2l and 
805CaXl l of such Code at the end of the preceding taxable 
year, 

shall be determined as if the amendments made by this section 
had applied to such unpaid losses and expenses unpaid in the 
preceding taxable year and by using the interest rate and loss 
payment patterns applicable to accident years ending w;th calendar 
year 2018, and any adjustment shall be taken into account. ratably 
in such first. taxable year and the 7 succeeding taxable years. 
For subsequent. taxable years, such amendments shall be applied 
with respect to such unpaid losses and expenses unpaid by using 
the interest rate and loss payment patterns applicable to accident 
years ending with calendar year 2018. 

Subpart C-Ban.ks and Financial Instruments 

SEC. 13531. LilllJTATION ON DEDUCTION FOR FDIC PREMIUMS. 
(a) IN GENERAL-Section 162, as amended by sections 13307, 

is amended by redesignat.ing subsection (r) as subsection (s) and 
by inserting after subsection (q) the following new subsection: 

"(r) DISALLOWANCE OF' FDIC PREMIUMS PAJD BY CERTACN LARGE 
FCNANCIAL lNSTITUTIONS.-

"(l) IN GENERAL.-No deduction shall be allowed for the 
applicable percentage of any FDIC premium paid or incurred 
by the taxpayer. 

"(2) EXCEPTION FOR SMAIJ.. CNSTITUTIONS.-Paragrapb (1) 
shall not apply to any taxpayer for any taxable year if the 
total consolidated assets of such taxpayer (determined as of 
the close of such taxable year) do not exceed $10,000,000,000. 

"(3) APPLICABLE PERCENTAGE.-For purposes of th is sub
section, the term 'applicable percentage' means, with respect 
to any taxpayer for a ny taxable year, the ratio (expressed 
as a percentage but not greater than 100 percent) which-

"(A) the excess of-
"(i) the tot.al consolidated assets of such taxpayer 

(determined as of the close of such taxable year), over 
"(ii) $10,000,000,000, bears to 

"(BJ $40,000,000,000. 
"(4) FDIC PREMJUMS.-For purposes of this subsection, the 

term 'FDIC premium' means any assessment imposed under 
section 7(b) of the Federal Deposit Insurance Act. (12 U.S.C. 
1817(b)). 

"(5) TO'fAL CONSOLIDATED ASSETS.-For purposes of this 
subsection, the term 'total consolidated assets' has the meaning 
given such term under section 165 of the Dodd-Frank Wall 
Street Reform and Consumer Protection Act. (12 U.S.C. 5365). 

"(6) AGGREGATION RULE.-
"(A) lN GEl'fERAL.-Members of an expanded affiliated 

group shall be treated as a single taxpayer for purposes 
of apglying this subsection. 

(B) ExPANDED AFFCLIATED GROUP.-
"(i) lN GENERAL.-For purposes of this paragraph, 

the term 'expanded affiliated group' means an affiliated 
group as defined in section 1504(a), determined-
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"(I ) by substitut.ing 'more than 50 percent' for 
'at least 80 percent.' each place it appears, a nd 

"(fl) wi thout regard lo paragraphs (2) a nd (3) 
of section 1504(b). 
"(ii) CONTROL OF NON-CORPORATE ENTJTIES.-A 

partnership or any other entity (other than a corpora
tion) shall be treated as a member of an expanded 
affiliated group if such entity is controlled (within I.he 
meaning of section 954(d)(3)) by members of such group 
(including a ny entity treated as a member of such 
group by reason of this clause).". 

(b) EFFECTIVE DATE.-'l'he amendments made by this section 
shall apply lo taxable years beginning aft.er December 31, 2017. 

SEC. 13532. REPEAL OF ADVANCE REF UNDCNG BONDS. 

(a) IN GE.'l"ERAL.-Paragraph (1) of section 149(d) is amended 
by striking "as part of an issue described in paragraph (2), (3), 
or (4)." and inserting "lo a dvance refund another bond.". 

(b) CoNFORM!NG AMEND~fENTS.-
(1) Section l49(d) is amended by striking paragraphs (2), 

(3), (4), and (6) and by redesignat.ing paragraphs (5) and (7) 
as paragraphs (2) and (3). 

(2) Section 148(1)(4)(C) is amended by striking clause (xiv) 
and by redesignaling clauses (xv) to (xvii) as clauses (xiv) 
lo (xvi). 
(c) EFFECTIVE 0 ATE.- The amendments made by this section 

shall apply lo advance refunding bonds issued all.er December 31, 
2017. 

Subpart D-S Corporations 

SEC. 13541. EXPANSION OF QUALIFYING BENEFlClARIES OF AN 
ELECTING SMALL BUSINE TRUST. 

(a) No LooK-TllROUGll FOR ELIGIBILITY PuRPOSES.--Section 
1361(c)(2)(B)(v) is amended by a dding at the end the following 
new sentence: "This clause shall not apply for purposes of subsection 
(b)(l )(C).". 

(b) EFFECTIVE DATE.-The amendment made by this section 
shall take effect on J anuary 1, 2018. 

SEC. 13542. CHARITABLE CONTRIBUTION DEDUCTION FOR ELECTING 
MALL BUSl1'"E S TRUSTS. 

(a) IN GENERAL.--Section 64l(c)(2) is amended by inserting 
aft.er subparagraph (D) the following new subparagraph: 

"(EXi) Section 642(c) shall not apply. 
"(ii) For purposes of section l 70(b)(l )(G), adjusted gross 

income shall be computed in the same manner as in the 
case of an individual, except that the deductions for costs 
which are paid or incurred in connection with the adminis
tration of the trust and which would not have been incurred 
if the property were not held in such t rust shall be treated 
as allowable in arriving at a djusted gross income.". 

(b) EFFECTrvE DATE.-The amendment made by this section 
shall a pply lo taxable years beginning all.er December 31, 2017. 
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SEC. 131>43. MODIFICATION OF TREATMENT OF S CORPORATION 
CONVERSIONS TO C CORPORATIONS. 

(a) AoJuSTM.ENTS ATTRIBUTABLE TO CONVERSJON FROM S COR
PORATION TO c CORPORATION.-Section 481 is amended by adding 
at lhe end the following new subsection: 

"(d) ADJuSTMENTS ATTRIBUTABLE TO CONVERSION FROM S COR
PORATION TO C CORPORATJON.-

"(l ) IN GENERAL.-ln the case of an eligible t.ermjnated 
S corporation, any adjustment required by subsection (aX2) 
which is attributable to such corporation's revocation described 
in paragraph (2XAXii) shall be taken into account ratably 
dunng the 6-t.axable year period beginning with the year of 
change. 

"(2) ELIGIBLE TERMINATED s CORPORATION.-For purposes 
of this subsection, the term 'eligible termjnated S corporation' 
means any C corporation-

"(A) which-
"(i) was an S corporation on the day before the 

dat.e of the enactment of the Tax Cuts and J obs Act, 
and 

"(ii) during the 2-year period beginnjng on the 
dat.e of such enactment makes a revocat ion of its elec
tion under section 1362(a), and 
"(8 ) t he owners of the stock of which, determined on 

the date such revocation is made, are the same owners 
(and in identical proportions) as on the date of such enact
ment. ". 

(b) CASH DISTRIBUTIONS FOLLOWlNG POST-TERMINATION TRANSl
TION PERIOD FROM s CORPORATION STATUS.-Section 1371 is 
amended by adding at the end the following new subsection: 

"(0 CASH DISTRIBUTIONS FOLLOWING P OST-TERMINATION 
TRANSITION PERIOD.- ln the case of a distribution of money by 
an eligible terminated S corporat ion (as defined in section 481(d)) 
after the post-termination lransition period, the accumulated a djust
ments account shall be allocated to such wstribution, and the 
distribution shall be chargeable to accumulated earnings and 
profits, in the same ratio as the amount of such accumulated 
adjustments account bear s to the amount of such accumulated 
earnings and profits.". 

PART VII-EMPLOYMENT 
Subpart A- Compen sation 

SEC. 13601. MOOrFICATION OF LIJ\1ITATION ON EXCESS.IVE EMPLOYEE 
REMUNERATION. 

(a) REPEAL OF PERFORMANCE-BASED COMPENSATION A."10 
COMMISSION ExCEPTIONS FOR LIMITATION ON ExCESSTVE EMPLOYEE 
REMUNERATJON.-

(1) IN GENERAL.-Paragraph (4) of section 162(m) is 
amended by slriking subparagraphs (8 ) and (C) and by redesig
nating subparagraphs (D), (E), (F ), and (G) as subparagraphs 
(8 ), (C), (D), and (E), respectively. 

(2) CONFORMING AMENDMENTS.-
(A) Paragraphs (5XE) and (6XD) of section 162(m) are 

each amended by striking "subparagraphs (8 ), (C), and 
(D)" and inserting "subparagraph (8 )". 
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(B) Paragraphs (5XG) and (6XG) of section 162(m) are 
each amended by striking "(F) and (G)" and inserting "(D) 
and (E)". 

(b) MODIFIC..\TION OF DEFINITION OF COVERED EMPLOYEES.
Paragraph (3) of section 162(m) is amended-

(1) in subparagraph (A), by striking "as of the close of 
the taxable year, such employee is the chief executive officer 
of the taxpayer or is" and inserting "such employee is the 
principal executive officer or principal financia l officer of the 
taxpayer at any time during the taxable year, or was", 

(2) in subparagraph (B}-
(A) by striking "4" and inserting "3", and 
(B) by striking "(other than the chief executive officer)" 

and inserting "(other than any individual described in 
subparagraph (A))", and 
(3) by striking "or" at the end of subparagraph (A), by 

striking the period at the end of subparagraph CB) and inserting 
",or", and by adcting at the end the following: 

"(C) was a covered employee of the taxpayer (or any 
predecessor) for a ny prececting taxable year beginning after 
December 31, 2016.". 

(c) EXPANSION OF APPLICABLE EMPLOYER.-
(1) IN GENERAL.-Section 162(mX2) is amended to read 

as follows: 
"(2) PUBLICLY HELD CORPORATION.-For purposes of this 

subsection, the term 'publicly held corporation means any cor
poration which is an issuer (as defined in section 3 of the 
Securities Exchange Act of 1934 (15 U.S.C. 78c)}-

"(A) the securities of which are required to be reg
istered under section 12 of such Act (15 U.S.C. 781), or 

"(B) that is required to file reports under section 15(d) 
of such Act (15 U.S.C. 78o(d)).". 
(2) CONFORMlNG AMENDMENT.-Section 162(mX3), as 

amended by subsection (b), is amended by adding at the end 
the following flush sentence: 

"Such term shall include any employee who would be 
described in subparagraph (B) if the reporting described in 
such subparagraph were required as so described.". 
(d) SPECIAL RULE FOR REMUNERATION PAID TO BENEFICIARIES, 

ETC.-Paragraph (4) of section 162(m), as amended by subsection 
(a), is a mended by adding at the end the following new subpara
gra ph: 

"(F) SPECIAL RULE FOR RE:OIUNERATION PAID TO BENE
PICIARIES, ETC.-Remuneration shall not fail to be 
applicable employee remuneration merely because it is 
includible in the income of, or paid to, a person other 
than the covered employee, inclucting after the death of 
the covered employee.'. 

(e) EFFECTTVE DATE.-
(1) IN GENERAL.- Except as provided in paragraph (2), the 

amendments made by this section shall apply to taxable years 
beginning after December 31, 2017. 

(2) ExCEPTION FOR BINDING CONTRACTS.-The amendments 
made by this section shall not a pply to remuneration which 
is provided pursuant to a written bincting contract which was 
in elTect on November 2, 2017, a nd which was not modified 
in any material respect on or aft.er such date. 
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SEC. 13602. EXCISE TAX ON EXCESS TAX-EXEMPT ORGANIZATION 
EXECUTIVE COMPENSATION. 

(a) IN GENERAL.-Subchapter D of chapter 42 is amended by 
adding at the end the following new section: 

"SEC. 4960. TAX ON EXCESS TA,X-EXEMPT ORGANIZATION EXEClITTVE 
COMPENSATION. 

"(a) TAX IMPOSEO.-There is hereby imposed a tax equal to 
the product of the rate of tax under section 11 and the sum of-

"(l) so much of the remuneration paid (other than any 
excess parachute payment) by an applicable tax-exempt 
organization for the taxable year with respect to employment 
of any covered employee in excess of $1,000,000, plus 

"(2) any excess parachute payment pajd by such an 
orgaruzation to a ny covered employee. 

For purposes of the precerung sentence, remuneration shall be 
treated as paid when there is no substantial risk of forfeiture 
(with jn the meaning of section 457(1)(3XB)) of the rights to such 
remuneration. 

"(b) LIABILITY FOR TAX.-The employer shall be ]jable for the 
tax imposed under subsection (a). 

"(c) DEFINITIONS AND SPECIAL RlJLES.-For purposes of this 
section-

"( l ) APPLICABLE TAX-EXEMPT ORGAN!ZAT!ON.-The term 
'applicable tax-exempt organization' means any organization 
which for the taxable year-

"(A) is exempt from taxation under section 50l(a), 
"(B) is a farmers' cooperative organization described 

in section 52l(b)(l), 
"(C) h as income excluded from taxation under section 

115(1), or 
"(D) is a political organization described in section 

527CeXl ). 
"(2) COVERED EMPLOYEE.-For purposes of this section, the 

term 'covered employee' means any employee (including any 
former employee) of an applicable tax-exempt organization if 
the employee-

"(A) is one of the 5 highest compensated employees 
of the organization for the taxable year, or 

"(B) was a covered employee of the orgaruzation (or 
any predecessor) for any precerung taxable year beginrung 
after December 31, 2016. 
"(3) REMUNERATION.-For purposes of this section: 

"(A) IN GENERAL.-The term 'remuneration' means 
wages (as defined in section 340l(a)), except that such 
term shall not include any designated Roth contribution 
(as defined in section 402A(c)) and shall include amounts 
required to be included in gross income under section 457(0 . 

"(B) EXCEPTION FOR REMUNERATION FOR MEDICAL SERV
ICES.-The term 'remuneration' shall not include the por
tion of any remuneration paid to a licensed merucal profes
sional (including a veterinarian) which is for the perform
ance of medical or veterinary services by such professional. 
"(4) REMUNERATION FROM RELATED ORGANIZATIONS.-

"(A) IN GENERAL .. - Remuneration of a covered employee 
by an applicable tax-exempt organization shall include any 
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remuneration paid with respect to employment of such 
employee by any related person or governmental entity. 

"(B) RELATED ORGANlZATIONS.-A person or govern
mental entity shall be treated as related to an applicable 
tax-exempt organization if such person or governmental 
entity-

"(i) controls, or is controlled by, the organization, 
"(ii) is controlled by one or more persons which 

control the organization, 
"(iii) is a supported organization (as defined in 

section 509(1)(3)) during the taxable year with respect 
to the organization, 

"(iv) is a supporting organization described in sec
tion 509(aX3) during the taxable year with respect 
to the organization, or 

"(v) in the case of an organization whjch is a 
voluntary employees' beneficiary association described 
in section 50l(cX9), establishes, maintains, or makes 
contributions to such voluntary employees' beneficiary 
association. 
"(C) LIAB!LITY FOR TAX.-In any case in which remu

neration from more than one employer is taken into account 
under this paragraph in determining the tax imposed by 
subsection (a), each such employer shall be liable for such 
tax in an amount which bears the same ratio to the total 
tax determined under subsection (a) with respect to such 
remuneration as-

"(i ) the amount of remuneration paid by such 
employer with respect to such employee, bears to 

"(ii) the amount of remuneration paid by all such 
employers to such employee. 

"(5) EXCESS PARACHUTE PAYMENT.-For purposes of deter
mining the tax imposed by subsection (aX2~ 

"(A) IN GENERAL.-The term 'excess parachute pay
ment' means an amount equal to the excess of a ny para 
chute payment over the portion of the base amount allo
cated to such payment. 

"(8 ) PARACHUTE PAYMENT.-The term 'parachute pay
ment' means any payment in the nature of compensation 
to (or for the benefit of) a covered employee if-

"(i) such payment is contingent on such employee's 
separation from employment with the employer, and 

"(ii) the aggregate present value of the payments 
in the nature of compensation to (or for the benefit 
of) such individual which are contingent on such sepa
ration equals or exceeds an amount equal to 3 times 
the base amount. 
"(C ) EXCEPTION.-Such term does not include any pay

ment--
"( i) described in section 280G<bX6) (relating to 

exemption for payments under qualified plans), 
"(ii) made under or to an annuity contract 

described in section 403(b) or a plan described in sec
tion 457(b), 

"(iii) to a licensed medical professional (including 
a veterinarian) to the extent that such payment is 
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for the performance of medical or veterinary services 
by such professional, or 

"{iv) to an individuaJ who is not a highly com
pensated employee as defined in section 414(q). 
"(0 } BASE AMOUNT.-Rules similar to the rules of 

280G{bX3} shall apply for purposes of determining the base 
amount. 

"(E} PROPERTY TRANSFERS; PRESENT VALUE.- Rules 
similar to the rules of paragraphs (3) and (4) of section 
280G(d} shall apply. 
"(6) COORDINATION WITH DEDUCTION LrM!TATlON.-Remu

neration the deduction for which is not allowed by reason 
of section 162(m} shall not be taken into account for purposes 
of this section. 
"(d} REGULATIONS.-The Secretary shaJI prescribe such regula

tions as may be necessary to prevent avoidance of the tax under 
this section, including regulations to prevent avoidance of such 
tax through the performance of services other than as an employee 
or by providing compensation th.rough a pass-through or other 
entity to a void such tax.". 

(b} CLERICAL AMENDMENT.-The table of sections for subchapter 
D of chapter 42 is amended by adding at the end the following 
new item: 

"Sec. 4960. Tax on excess lax-exempt organization executive compensation . .,. 

(c) EFFECTIVE DATE.-The amendments made by this section 
shall a pply to taxable years beginning after December 31, 2017. 
SEC. 13603. TREATMENT OF QUALIFIED EQUITY GRANTS. 

(a} IN GENERA.L.-Section 83 is amended by adding at the 
end the following new subsection: 

"(i) QUALIFIED EQUITY GRANTS.-
"(l} IN GENERAL.- For purposes of this subtitle-

"(A) TIMING or lNCLUSION.-U qualified stock is trans
ferred to a qualified employee who makes an election with 
respect to such stock under this subsection, subsection 
(a} shaJl be applied by including the amount determined 
under such subsection with respect to such stock in income 
of the employee in the taxable year determined under 
subparagraph (B} in lieu of the taxable year described 
in subsection (a}. 

"(B} TAXABLE YEAR DETER.\IINED.-The taxable year 
determined under this subparagraph is the taxable year 
of the employee which includes the earliest of-

"(i} the fi rs t dale such qualified stock becomes 
transferable (including, solely for purposes of this 
clause, becoming transferable to the employer), 

"(i i} the date the employee fi rst becomes an 
excluded employee, 

"(iii) the firs t date on which any stock of the cor
poration which issued the qualified s tock becomes 
readily t radable on an established securities market 
(as determined by the Secretary, but not including 
any market unless such market is recognized as a n 
established securities market by the Secretary for pur
poses of a provision of this title other than this sub
section}, 
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"(iv) the date that is 5 years aft.er the first date 
the rights of the employee in such stock are transfer
able or are not subject to a substantial risk of for
feiture, whichever occu rs earlier, or 

"(v) the date on which the employee revokes (al 
such time and in such manner as the Secretary pro
vides) the election under this subsection \vi th respect 
to such stock. 

"(2 ) Q UALIFIED STOCK.-
"(A) IN GENERAL.-For purposes of this subsection, the 

term 'qualified stock' means, with respect to any qualified 
employee, any stock in a corporation wlllch is the employer 
of such employee, if-

"(i) such stock is received-
"(! ) in connection with the exercise of a n 

option, or 
"(II) in settlement of a restricted stock u nit, 

and 
"(ii) such option or restricted stock unit was 

granted by the corporation-
"(I) in connection with the performance of serv

ices as an employee, and 
"(II) during a calendar year in which such 

corporation was an eligible corporation. 
"(B) LIMJTAT!ON.-The term 'qualified s tock' shall not 

include any stock i f the employee may sell such stock 
to, or otherwise receive cash in lieu of stock from, the 
corporation at the time that the rights of the employee 
in such stock first become transferable or not subject to 
a substantial risk of forfeiture. 

"(C) ELIGIBLE CORPORATION.-For purposes of subpara
graph CAXiiXII}-

"(i ) IN GENERAL.-The term 'eligible corporation' 
means, with respect to a ny calendar year, any corpora
tion if-

"(I) no stock of such corporation (or any prede
cessor of such corporation) is readily tradable on 
an established securities market (as determined 
under paragraph (l XBXiii)) during any preceding 
calendar year, and 

"(II) such corporation has a written plan under 
which, in such calendar year, not less tha n 80 
percent of all employees who provide services to 
such corporation in the Unit.ed States (or any 
possession of the United States) are granted stock 
options, or are granted restricted stock uniLs, with 
the same rights a nd privileges to receive qualified 
stock. 
"(ii) SAME RIGHTS AND PRIVILEGES.-For purposes 

of clause (i)(II}-
"(I) except as provided in subclauses (II) and 

(ill), the determination of rights and privileges 
with respect to stock shall be made in a similar 
manner as under section 423(bX5), 

"(II) employees shall not fail to be treated 
as having the same rights and privileges to receive 
qualified stock solely because the number of shares 
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available to aU employees is not equal in amount, 
so long as the number of shares available to each 
employee is more than a de minimis amount, and 

"(Ill) rights and privileges with respect to the 
exercise of an option shaU not be treated as the 
same as rights a nd privileges with respecl to the 
settlement of a restricted stock unit. 
"(iii) EMPLOYEE.-For purposes of clause (iXIIJ, the 

term 'employee' shall not include any employee 
described in section 4980E(d)(4) or any excluded 
employee. 

"(iv) SPECIAL RULE FOR CALENDAR YEARS BEFORE 
201s.-ln the case of any calendar year beginning before 
January 1, 2018, clause (i)(Il) shall be applied without 
regard to whether the rights and privileges with 
respect to the qualifi ed stock are the same. 

"(3) QUALIFlED EMPLOYEE; EXCLUDED EMPLOYEE.- For pur
poses of this subsection-

"(A) IN GENERAL.-The term 'qualified employee' means 
any individual who--

"(i) is not an excluded employee, and 
"(ii) agrees in the election made under this sub

section to meet such requirements as are determined 
by the Secretary to be necessary to ensure that the 
withholding requirements of the corporation under 
chapter 24 with respect to the qualified stock are met. 
"(8 ) EXCLUDED EMPLOYEE.-The term 'excluded 

employee' means, with respect to any corporation, any indi
vidual-

"(i) who is a ! -percent owner (within the meaning 
of section 416(i)( l )(B)(ii)) at any time during the cal
endar year or who was such a 1 percent owner at 
any time during the 10 preceding calendar years, 

"(ii) who is or has been al any prior time--
"(!) the chief executive officer of such corpora

tion or an individual acting in such a capacity, 
or 

"(II) the chief financial officer of such corpora
tion or an individual actin~ in such a capacity, 
"(iii) who bears a r elationship described in section 

318(aXl ) to any individual described in subclause (I) 
or (IJ) of clause (ii), or 

"(iv) who is one of the 4 highest compensated offi
cers of such corporation for the taxable year, or was 
one of the 4 highest compensated officers of such cor
poration for any of the 10 preceding taxable years, 
determined with respect to each such taxable year 
on the basis of the shareholder disclosure rules for 
compensation under the Securities Exchange Act of 
1934 (as if such rules applied to such corporation). 

"(4) ELECTlON.-
"(A) TIME FOR MAKING ELECTION.-An election with 

respect to qualified stock shall be made under this sub
section no later than 30 days after the first date the rights 
of the employee in such stock are transferable or are not 
subject to a substantial risk of forfeiture, whichever occurs 
earHer, and shall be made in a manner similar to the 
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manner in which an election is made under subsection 
Cb). 

"(B) L!MlTATIONS.-No election may be made under 
this section with respect to a ny qualified stock if-

"(i) the qualified employee has made an election 
under subsection (b) with respect to such qualified 
stock, 

"(ii) a ny stock of the corporation which issued the 
quali fi ed stock is readily tradable on an established 
securities market (as determined under paragraph 
( l XBXili)) at any lime before the election is made, 
or 

"(iii) such corporation purchased a ny of its out,. 
standing stock in the calendar year preceding the cal
endar year which includes the firs t date the rights 
of the employee in such stock are transferable or are 
not subject to a substantial risk of forfeitur e, unless-

"(!) not less than 25 percent of the total dollar 
amount of the stock so purchased is deferral stock, 
and 

"(II) the determination of which individuals 
from whom deferral stock is purchased is made 
on a reasonable basis. 

"(C) DEFINITIONS AND SPECIAL RULES RELATED TO 
LIMITATION ON STOCK REDEMP'l'IONS.-

"(i) DEFERRAL STOCK.- For purposes of this para
graph, the term 'deferral stock' means stock with 
respect to which an election is in effect under this 
subsection. 

"(ii) DEFERRAL STOCK WITH RESPECT TO ANY INDI
VIDUAL NOT TAKEN INTO ACCOUNT IF INDIVIDUAL HOLDS 
DEFERRAL STOCK WITH LONGER DEFERRAL PERIOD.
Stock purchased by a corporation from any individual 
shall not be treated as deferral stock for purposes 
of subparagraph (B)(iii) if such individua l (immediately 
after such purchase) holds any deferral stock with 
respect to which an election has been in effect under 
this subsection for a longer period than the election 
with respect to the stock so purchased. 

"(iii) PURCHASE OF ALL OlITSTANDING DEFERRAL 
STOCK.-The requirements of subclauses (I) and (II) 
of subparagraph (BXiii) shall be treated as met if the 
stock so purchased includes all of the corporation's 
outstanding deferral stock. 

"(iv) REPORTING.-Any corporation which has out,. 
standing deferral stock as of the beginning of any 
calendar year and which purchases any of its out,. 
standing stock during such calendar year shall include 
on its return of tax for the taxable year in which, 
or with which, such calendar year ends the total dollar 
amount of its outstanding stock so purchased during 
such calendar year and such other information as the 
Secretary requires for purposes of administering this 
paragraph. 

"(5) CONTROLLED GROUPS.- For purposes of this subsection, 
all persons treated a s a single employer under section 414(b) 
shall be treated a s l corporation. 
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"(6) NOTICE REQU!REMENT.- Any corporation which trans
fers qualified stock to a qualified employee shall, at the time 
that (or a reasonable period before) an amount attributable 
to such stock would (but for this subsection) first be includible 
in the gross income of such employee--

"(A) certify to such employee that such stock is quali
fied stock, and 

"(B) notify such employee--
"(i) that the employee may be eligible to elect 

to defer income on such st.ock under this subsection, 
a nd 

"(ii) that, if t.he employee makes such an election-
"(!) the amount of income recognized at the 

end of the deferral period will be based on the 
value of the stock at the time at which the rights 
of the employee in such stock first become transfer
able or not subject to s ubstantial risk of forfeiture, 
notwithstanding whether the value of the st.ock 
has declined during the deferral period, 

"(II) the amount of such income recognized 
at the end of the deferral period will be subject 
to withholding under section 340l(i) at the rate 
determined under section 3402(t), and 

"(Ill) the responsibilities of the employee (as 
determined by the Secretary under paragraph 
C3XAXii)) with respect to sucb withholding. 

"(7) RESTRICTED STOCK UNITS.-This section (other than 
this subsection), including any election under subsection (b), 
shall not apply to restricted st.ock units.". 
(b) WITHHO!.OING.-

(1) TIME OF WITHHOLOING.-Section 3401 is amended by 
adding at the end the following new subsection: 
"(i) QUALIFIED STOCK FOR WHICH AN ELECTION IS IN EFFECT 

UNDER SECTION 83(I).-For purposes of subsection (a), qualified 
stock (as defined in section 83(i)) with respect to which an election 
is made under section 83(i) shall be treated as wages-

"( ! ) received on the earliest date described in section 
83(iXlXB), and 

"(2) in a n amount equal to tbe amount included in income 
under section 83 fo r the taxable year which includes such 
date.". 

(2) AMOUNT OF WITIUIO!.OING.-Section 3402 is amended 
by adding at the end the following new subsection: 
"(t ) RATE OF WITHHO!.OING FOR CERTAIN STOCK.-ln the case 

of any qualified st.ock (as defined in section 83(iX2)) with r espect 
to which an election is made under section 83(i)-

"(l ) the rate of tax under subsection (a) shall not be less 
than the maximum rate of tax in effect under section 1, and 

"(2) such stock shall be treated for purposes of section 
350l(b) in the same man ner as a non-cash fri nge benefit.". 
(c) CooRDINATION WITH OTHER DEFERRED COMPENSATION 

RULES.-
(1) ELECTION TO APPLY DEFERRAL TO STATUTORY OPTIONS.

(A) INCENTIVE STOCK OPTIONS.-Section 422(b) is 
amended by adding at the end the following: "Such term 
shall not include any option if an election is made under 
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section 83(i) with respect to the stock received in connection 
with the exercise of such option.". 

(B) EMPLOYEE STOCK PURCHASE PLANS.-Section 423 
is amended-

(i) in subsection (b)(5), by striking "and" before 
"the plan" a nd by inserting ", and the rules of section 
83(i) ahall apply in determining which employees have 
a right to make an election under such section" before 
the semicolon at the end, and 

(ii) by adding at the e nd the following new sub
section: 

"(d) COORDINATION WITH QUALIFIED EQUITY GRANTS.-An 
option for which an election is made under section 83(i) with respect 
to the stock received in connection with its exercise shall not be 
considered as granted pursuant an employee s tock purchase plan.". 

(2) ExCLUSION FROM DEF!NmON OF NONQUALIFIED 
DEFERRED COMPENSATION PLAN.--Subsection (d) of section 409A 
is amended by adding at the end the following new paragraph: 

"(7) TREATMENT OF QUALIFIED STOCK.-An arrangement 
under which an employee may receive qualified stock (as 
defi ned in section 83(i)(2)) shall not be treated as a nonqualified 
deferred compensation plan with respect to such employee 
solely because of such employee's election, or ability to make 
an election, to defer recognition of income under section 83(i).". 
(d) INFORMATION REPORTING.--Section 605l(a) is amended by 

striking "and" at the end of paragraph (14XB), by striking the 
period at the end of paragra ph (15) and inserting a comma, and 
by inserting after paragraph (15) the following new paragraphs: 

"(16) the amount includible in gross income under subpara
graph (A) of section 83(i)(l ) with respect to an event described 
in subparagraph (B) of such section which occurs in such cal
endar year, and 

"(17) the aggregate amount of income which is being 
deferred pursuant to elections under section 83(i), determined 
as of the close of the calendar year.". 
(e) PENALTY FOR FAILURE OF E~tPLOYER TO PROVIDE NOTICE 

OF TAX CONSEQUENCES.-Section 6652 is amended by adding at 
the end the following new subsection: 

"(p) FAILURE TO PROVJDE NOTICE UNDER SECTION 83(1).-ln 
the case of each failure to provide a notice as required by section 
83(i)(6), at the time prescribed therefor, unless it is shown that 
such failure is due to reasonable cause and not to willful neglect, 
there shall be paid, on notice and demand of the Secretary and 
in the same manner as tax, by the person failing to provide such 
notice, an amount equal to $100 for each such failure, but the 
total amount imposed on such person for all such failures during 
any calendar year shall not exceed $50,000.". 

(f) EFFECTIVE DATES.-
(1) IN GENERAL.- Except as provided in paragraph (2), the 

amendments made by this section shall apply to stock attrib
utable to options exercised, or restricted stock units settled, 
after December 31, 2017. 

(2) REQUIREMENT TO PROVIDE NOTICE.-The amendments 
made by subsection (e) shall apply to fail ures after December 
31, 2017. 
(g) TRANSITION RULE.- Until such time as the Secretary (or 

the Secretary's delegate) issues regulations or other guidance for 
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purposes of implementing the requirements of paragraph (2)(C)(iXII) 
of section 83(i) of the Internal Revenue Code of 1986 (as added 
by this section), or the requirements of paragraph (6) of such 
section, a corporation shall be treated as being in compliance with 
such requirements (respectively) if such corporation complies with 
a reasonable good faith interpretat ion of such requirements. 
SEC. 13604. INCREASE IN EXCISE TAX RATE FOR STOCK COMPENSA· 

TION OF INSIDERS IN EXPATRIATED CORPORATIONS. 
(a) IN GENERAL.--Section 4985(a Xl l is amended by striking 

"section l (hXl XC)" a nd inserting "section l(h)( l )(D)". 
(b) EFFECTIVE DATE.- The amendment made by this section 

shall apply to corporations firs t becoming expatriated corporations 
(as defined in section 4985 of the Internal Revenue Code of 1986) 
after the date of enactment of this Act. 

Subpart B-Retirement Plans 
SEC. 13611. REPEAL OF SPECIAL RULE PERJIUTI'ING RECHARACTER· 

IZATION OF ROTH CONVERSIONS. 
(a) IN GENERAL.-Section 408A(d)(6)(B) is a mended by adding 

at the end the following new clause: 
"(iii) CONVERSIONS.--Subparagraph (A) shall not 

apply in the case of a qualified rollover contribution 
to which subsection (dX3l applies (including by reason 
of subparagraph (Cl thereoO.' . 

(b) E FFECTIVE DATE.-The amendments made by this section 
sha ll a pply to taxable years beginning after December 31, 2017. 
SEC. 13612. MODIFTCATION OF RULES APPLICABLE TO LENGTH OF 

SER Yr CE AW ARD PLANS. 
(a) MAxlMUM DEFERRAL AMOUNT.--Clause (ii) of section 

457(e)(ll)(B) is amended by s triking "$3,000" and inserting 
"$6,000". 

(b) COST OF L!VlNG ADJUSTMENT.--Subparagraph (B) of section 
457(e)(ll) is amended by a dding at the end the following: 

"(iii) COST OF LIVlNG ADJUSTMENT.-In the case 
of taxable years beginning after December 31, 2017, 
the Secretary shall adjust the $6,000 amount under 
clause (ii) al the same time and in the same manner 
as under section 415(d). except that the base period 
shall be the calendar quarter beginning July 1, 2016, 
and any increase under th.is paragraph that is not 
a multiple of $500 shall be rounded to the next lowest 
multiple of$500.". 

(c) APPLICATION OF LIMITATION ON ACCRUALS.- Subparagraph 
(B) of section 457(e)( ll), as amended by subsection (b), is amended 
by adding at the end the fo llowing: 

"(iv) SPECL<\L RULE FOR APPLICATION m' LIMITATION 
ON ACCRUALS ~'OR CERTAIN PLANS.-ln the case of a 
plan described in subparagraph (A)(ii) which is a 
a efined benefit plan (as defined in section 414(j)), the 
limitation under clause ( ii) shall apply to the actuarial 
present value of the aggregate amount of length of 
service awards accruing with respect lo any year of 
service. S uch actuarial present value with respect to 
a ny year shall be calculated using reasonable actuarial 
assumptions and methods, assuming payment will be 
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made under the most valuable form of payment under 
the plan with payment commencing at the lat.er of 
the earliest age at which unreduced benefits are pay
able under the plan or lhe participant's age at the 
time of the calcu lation.". 

(d) EFFECTIVE DATE.-The amendment.s made by this section 
sha!J apply to taxable years beginning an.er December 31, 2017. 

SEC. 13613. EXTENDED ROLLOVER PERIOD FOR PLAN LOAN OFFSET 
AMOUNTS. 

(a) IN GENERAL.- Paragraph (3) of section 402(c) is amended 
by adding at the end the following new subparagraph: 

"(C) ROLLOVER OF CERTAIN PLAN LOAN OFFSET 
A.MOUNTS.-

"(i) IN GENERAL.- ln the case of a qualified plan 
loan offset amount, paragraph (1) shall not apply to 
any transfer of such amount made after the due dat.e 
(including ext.ensions) for filing lhe return of tax for 
the taxable year in which such amount is treat.ed as 
distribut.ed from a qualified employer plan. 

"(ii) QUALIFIED PLAN LOAN OFFSET AMOUNT.-For 
purposes of this subparagraph, the t.erm 'qualified plan 
loan offset amount' means a plan loan offset amount 
whkh is treat.ed as distributed from a qualified 
employer plan to a participant or beneficiary solely 
by reason of-

"(!) the termination of the qualified employer 
plan, or 

"(II) the failure to meet the repayment terms 
of the loan from such plan because of the severance 
from employment of the participant. 
"(iii) PLAN LOAN OFFSET AMOUNT.-F or purposes 

of clause (ii), the term 'plan loan offset amount' means 
the amount by which the participant's accrued benefit 
under the plan is reduced in order to repay a loan 
from the plan. 

"(iv) L!MITATION.-This subparagraph shall not 
apply to any plan loan offset amount unless such plan 
loan offset amount relates to a loan to which section 
72(pX1) does not apply by reason of section 72(pX2l. 

"(v) QUALIFIED EMPLOYER PLAN.- For purposes of 
this subsection, the term 'qualified employer plan' has 
the meaning given such term by section 72(pX4).". 

(b) CONFORMING A.MEN'DMENTS.-Section 402(cX3) is amended
(1) by striking "TRANSFER MUST BE MADE WITHIN 60 DAYS 

OF RECEIPT" in the heading and inserting "TIME LIMIT ON TRA..'iS
FERS", and 

(2) by strilcing "subparagraph (B )" in subparagraph (A) 
and inserting "subpa ragra phs (B) and (C)". 
(c) EFFECTIVE DATE.-The amendments made by this section 

shall apply to plan loan offset amounts which are treated as distrib
uted in taxable years beginning an.er December 31, 2017. 
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PART Vlll- EXEMPT ORGANIZATIONS 
SEC. 13701. EXCISE TAX BASED ON INVESTMENT INCOME OF PRIVATE 

COLLEGES AND UNlVERSITlES. 

(a) IN GENERAL.-Chapter 42 is amended by adding at the 
end the following new subchapter: 

"Subch a p ter H-Excise Tax Based on lovestm ent Income of 
Private Colleges and Universities 

.. Sec. 4968. Excise tax based on investment income of private colleges und univer
sities. 

"SEC. 4968. EXCISE TAX BASED ON lNVESTlllEJ\"f INCOME OF PRIVAT E 
COLLEGES AND UNJVERSITlES. 

"(a) TAX lMPOSED.- There is hereby imposed on each applicable 
educational institution for the taxable year a tax equal to 1.4 
percent of the net investment income of such institution for the 
taxable year. 

"(b) APPLICABLE EDUCATIONAL lNSTITUTJON.-For purposes of 
this subchapter-

"{l) IN GENERAL.-Tbe term 'apflicable educational institu
tion' means a n eligible educationa institution (as defined in 
section 25A(l){2))-

"(A) which had at least 500 students during the pre
ce~ taxable year, 

"[B) more than 50 percent of the students of which 
are located in the United States, 

"(C) which is not described in the firs t sentence of 
section 5ll(a)(2)(B) (relating to State colleges and univer
sities), and 

"(0 ) the aggregate fair market value of the assets 
of which at the end of the preceding taxable year (other 
than those assets which are used directly in carrying out 
the institution's exempt purpose) is a t least $500,000 per 
student of the inst.itution. 
"(2) STUDENTS.- For purposes of paragraph (1), the number 

of students of an institution (including for purposes of deter
mining lhe number of students at a particular location) shall 
be based on the daily average number of full-ti me students 
attending such institution (with part-time students taken into 
account on a full-time student equivalent basis). 
"(c) NET INVESTMENT lNCOME.-For purposes of this section, 

net investment income shall be determined under rules similar 
to the ru Jes of section 4940(c). 

"(d) AssETS AND N ET INVESTMENT INCOME OF RELATED 
0RGANIZA TIONS.-

"(l) IN GENERAL.-For purposes of subsections (b)( l )(C) and 
(c), a ssets a nd net investment income of a ny related organiza· 
tion with respect to an educational institulion shall be treated 
as assets and net investment income, respectively, of the edu
cational institution, except that-

"(A) no such amount shall be taken into account with 
respect to more tha n 1 educational institution, a nd 

"(B) unless such organization is controlled by such 
institution or is described in section 509(a )(3) with respect 
to such institution for the taxable year, assets and net 
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investment income which are not intended or available 
for the use or benefi t of the educationa l institution shall 
not be taken in to account. 
"(2) RELATED ORGANlZATION.-For purposes of this sub

section, the term 'related organization' means, with respect 
to an educational institution, a ny organization which-

"(A) controls, or is controlled by, such institution, 
"(B ) is controlled by 1 or more persons which also 

control such institution, or 
"(C) is a supported organization (as defined in section 

509(1)(3)), or an organization described in section 509(a )(3), 
during the taxable year with respect to such institution.". 

(b) CLERICAL AMENDMENT.- The table of subchapters for 
chapter 42 is amended by adding at the end the following new 
item: 

"SUBCHAPTER H- EXCISE TAX BASED ON lNVESTME:'IT INCOME OF PRIVATE COLLEOES 
AND UNIVERSITIES'". 

(c) EFFECTIVE DATE.-The amendments made by this section 
shall a pply to taxable years beginning after December 31, 2017. 

SEC. 13702. UNRELATED BUSINESS TAXABLE INCOME SEPARATELY 
COMPUTED FOR EACH TRADE OR BUSINESS ACTIVITY. 

(a) IN GENERAL.-Subsection (a ) of section 512 is amended 
by adding at the end the following new paragraph: 

"(6) SPECIAL RULE FOR ORGANIZATION WITH MORE THAN 
l UNRELATED TRADE OR BUSINESS.- ln the case of any organiza
tion with more than 1 unrelated trade or business-

"(A) unrelated business taxable income, including for 
purposes of determining any net operating loss deduction, 
shall be computed separately wit.b respect to each such 
trade or business and without r egard to subsection (b)(l 2), 

"(B ) the unrelated business taxable income of such 
organization shall be the sum of the unr elated business 
taxable income so computed with respect to each such 
trade or business, less a specific deduction under subsection 
CbX12), and 

"(C) for purposes of subparagraph (BJ, unrelated busi
ness taxable income with respect to any such trade or 
business shall not be less than zero.". 

(b) EFFECTIVE DATE.-
Cl) IN GENERAL.-Except to the extent provided in para

graph (2), the amendment made by this sect ion shall apply 
to taxable year s beginning after December 31, 2017. 

(2) CARRYOVERS OF NET OPERATING LOSSES.- lf any net 
operating loss arising in a taxable year beginning before 
J anuary 1, 2018, is carried over to a taxable year beginn ing 
on or after such date-

(A) subparagraph (A) of section 512(a)(6) of the Internal 
Revenue Code of 1986, as added by this Act, shall not 
apply to such net operating loss, and 

(B) the unrelated business taxable income of the 
organization, a fter the application of subparagraph (B ) of 
such section, shall be reduced by the amount of such net 
operating loss. 
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SEC. 13703. UNRELATED BUSINESS TAXABLE INCOME INCREASED BY 
AMOUNT OF CERTAIN FRINGE BENEFIT EXPENSES FOR 
Wl'ITCH DEDUCTION IS DISALLOWED. 

(a) IN GENERAL.-Seclion 512(a), as amended by this Act, is 
further amended by a dding at the end the following new paragraph: 

"(7) I NCREASE IN UNRELATED BUSINESS TAXABLE INCOME 
BY DISALLOWED F'RLNGE.-Unrelated business taxable income 
of an organization shall be increased by any amount for which 
a deduction is not allowable under this chapter by reason 
of section 274 and which is paid or incurred by such organiza
tion for any qualified t ransportation fringe (as defined in section 
132(0), any parking facility used in connection wilh qualified 
parking (as defined in section 132(f)(5XC)), or any on-premises 
athletic facility (as defined in section 132(jX4XB)). The pre
ceding sentence shall not apply to the extent the amount paid 
or incurred is directly connected with an unrelated trade or 
business which is regularly carried on by the or ganization. 
The Secretary shall issue such regulations or other guidance 
as may be necessary or appropriate to carry out the purposes 
of this paragraph, including regulations or other guidance pro
viding for lhe appropriate allocation of depreciation and other 
costs with respect to facilities used for parking or for on
premises athletic facilities.". 
{b) EFFECTIVE DATE.-The amendment made by this section 

shall apply to amounts paid or incurred aft.er December 31, 2017. 
SEC. 13704. REPEAL OF DEDUCTION FOR AJllOUNTS PAID IN EXCHANGE 

FOR COLI.EGE ATHl..ETIC EVENT SEATTNG RJGHTS. 

(a) IN GENERAL.-Section 170(1) is amended-
(1) by striking paragraph (1) a nd inserting the following: 
"(1) IN GENERAJ .. -No deduction shall be allowed under 

this section for a ny amount described in paragraph (2).", and 
(2) in paragraph (2XB), by striking "such amount would 

be allowable as a deduction under this section but for the 
fact that". 
{b) EFFECTIVE DATE.-The amendments made by this section 

shall apply to contributions made in taxable years beginning aft.er 
December 31, 2017. 
SEC. 13705. REPEAL OF SlJBSTANTIATTON EXCEPTION IN CASE OF CON· 

TRIBUTIONS REPORTED BY DONEE. 

(a) L'1 GENERAL.-Section 170(1)(8) is amended by striking 
subparagraph (D) a nd by redesignating subparagraph (El as 
subparagraph (D). 

{b) EFFECTIVE DATE.-The amendments made by this section 
shall apply to contributions made in taxable years beginning aft.er 
December 31, 2016. 

PART IX-OTHER PROVISIONS 
Subpart A-Craft Beverage Modernization and 

Tax Reform 
SEC. 13801. PRODUCTION PF.RIOO FOR BEER, WTNE, AND DISTILLED 

SPfillTS. 

(a) IN GENERAL.-Section 263A(f) is amended-
(1) by redesignating paragraph (4) as paragraph (5), and 
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(2) by inserting after paragraph (3) the following new para
graph: 

" (4) EXEMPTION FOR AGING PROCESS OF BEER, WINE, AND 
DISTILLED SPlRJTS.-

"(A) lN GENERAL.-For purposes of this subsection, the 
production period shall not include the aging period for

"(i) beer (as defined in section 5052(a)), 
"(ii) wine (as described in section 5041(a)), or 
"(iii) distilled spirits (as defined in section 

5002(aX8)), except such spirits that are unfit for use 
for beverage purposes. 
"(B) TERMINATION.-This paragraph shall not apply 

to interest costs paid or accrued after December 31, 2019.". 
(b) CONFORMJNG AMENDMENT.- Paragraph (5XBXii) of section 

263A(f), as redesignated by this section, is amended by inserting 
"except as provided in paragraph (4 )," before "ending on the date". 

(c) EFFECTIVE DATE.-Tbe amendments made by this section 
shall apply to interest costs paid or accrued in calendar years 
beginning aft.er December 31, 2017. 

SEC. 138-02. REDUCED RATE OF EXCISE TAX ON BEER. 

(a) IN GENERAL.-Paragraph (1) of section 505l(a) is amended 
to read as follows: 

"(1) lN GENERAL.-
"(A ) lMPoSITION OF TAX--A tax is hereby imposed on 

all beer brewed or produced, and removed for consumption 
or sale, within the United States, or imported into the 
United States. Except as provided in paragraph (2), the 
rate of such tax shall be the amount determined under 
this paragraph. 

"(B) Ro\TE.-Except as provided in subparagraph CC), 
the rate of tax shall be $18 for per barrel. 

"(C) SPECLAL RULE.-ln the case of beer removed after 
December 31, 2017, and before January 1, 2020, the rate 
of tax shall be-

"(i) $16 on the first 6,000,000 barrels of beer
"(! ) brewed by the brewer and removed during 

the calendar year for consumption or sale, or 
"(II) imported by the importer into the United 

States during the calendar year, a nd 
"( ii) $18 on any barrels of beer to which clause 

(i) does not apply. 
"(O) BARREL.-For purposes of this section, a barrel 

shall contain not more than 31 gallons of beer, and any 
tax imposed under this section shall be applied at a like 
rate for any other quantity or for fractional parts of a 
barrel.". 

(b) REDUCED RATE FOR CERTAJN DOMESTIC PRODUCTION.
Subparagraph (A) of section 505l (aX2) is amended-

(1) in the heading, by striking "$7 A BARREL", and 
(2) by inserting "($3.50 in the case of beer removed after 

December 31, 2017, and before January 1, 2020)" after "$7". 
(c) APPLICATION OF REDUCED TAX RATE FOR FOREIGN MANUFAC

TURERS AND lMPORTERS.-Subsection (a) of section 5051 is 
amended-

(!) in subparagraph (CXiXIIl of paragraph (1), as amended 
by subsection (a), by inserting "but only if the importer is 
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an electing importer under paragraph (4) and the barrels have 
been assigned t.o the importer pursuant to such paragraph" 
after "during the calendar year", and 

(2) by adding at the end the following new paragraph: 
"(4) REDUCED TAX RATE FOR FOREIGN MANUFACTURERS AND 

IMPORTERS.-
"(A) IN GENERAL.-In the case of a ny ba?Tels of beer 

which have been brewed or produced outside of the United 
States and imported into the United States, the rate of 
tax applicable under clause (i) of paragraph (l )(C) (referred 
to in this paragraph as the 'reduced tax rate') may be 
assigned by the brewer (provided that the brewer makes 
an election described in subparagraph (B)(ij)) to any 
electing importer of such barrels pursuant to the require
ments established by the Secretary under subparagraph 
(B) . 

"(B) AsslGNMENT.-The Secretary shall, through such 
rules, regulations, and procedures as are determined appro
priate, establish procedures for assignment of the reduced 
tax rate provided under this paragraph, which shall 
include-

"(i) a limitation to ensure that the number of bar
rels of beer for which the reduced tax rate has been 
assigned by a brewer-

"(!) to any importer does not exceed the 
number of barrels of beer brewed or produced by 
such brewer during the calendar year which were 
imported into the United States by such importer, 
and 

" (II) to all importers does not exceed the 
6,000,000 barrels to which the r educed tax rate 
applies, 
"(ii) procedu res that allow the election of a brewer 

t.o assign and a n importer to receive the reduced tax 
rate .P,rovided under this paragraph, 

(iii) requirements that the brewer provide any 
information as the Secretary determines necessary and 
appropriate for purposes of carrying out this para
graph, and 

"(iv) procedures that allow for revocation of eligi
bility of the brewer and lhe importer for the reduced 
tax rate provided under this paragraph in the case 
of any erroneous or fraudulent information provided 
under clause (iii) which the Secretary deems t.o be 
material to qualifying for such reduced rate. 
"(C) CoNTROLLED GROUP.-For purposes of this section, 

any importer making an election described in subparagraph 
(B)(ii) shall be deemed to be a member of the controlled 
group of the brewer, as described under paragraph (5).". 

(d) CONTROLLED GROUP ANO SINGLE TAXPAYER RULES.-Sub
section (a) of section 5051, as amended by this section, is amended

(!) in paragraph (2)-
(A) by strikini; subparagraph (B), and 
(B) by redes1gnating subparagraph (C) as subpara

graph (B), and 
(2) by adding at the end the following new paragraph: 
"(5) CONTROLLED GROUP ANO SINGLE TAXPAYER RULES.-
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"(A) IN GENERAL.-Except as provided in subparagraph 
(B), in the case of a controlled group, the 6,000,000 barrel 
quantity specified in paragraph (l)(C)(i) an d the 2,000,000 
barrel quantity specified in paragraph (2)(A) shall be 
applied to the controlled group, and the 6,000,000 barrel 
quantity specified in paragraph (l )(C)(i) and the 60,000 
barrel quantity specified in paragraph (2)(A) shall be appor
tioned among the brewers who are members of such group 
in such manner as the Secretary or their delegate shall 
by regulations prescribe. For purposes of the prececling 
sentence, the term 'controlled group' has the meaning 
assigned to it by subsection (a ) of section 1563, except 
that for such purposes the phrase 'more than 50 percent' 
shall be substituted for the phrase 'at least 80 percent' 
in each place it appears in such subsection. Under regula
tions prescribed by the Secretary, principles similar to the 
principles of the preceding two sentences shall be applied 
to a group of brewers under common control where one 
or more of the brewers is not a corporation. 

"(B) FOREIGN MANUFACTURERS AND IMPORTERS.- For 
purposes of paragraph (4), in the case of a controlled group, 
the 6,000,000 barrel quantity specified in paragraph 
(l)(C)(i) shall be applied to the controlled group a nd appor
tioned among the members of such group in such manner 
as the Secretary shall by regulations prescribe. For pur
poses of the preceding sentence, the term 'controlled group' 
has the meaning given such term under subparagraph 
(A ). Under regulat ions prescribed by the Secretary, prin
ciples similar to the principles of the preceding two sen
tences shall be applied to a group of brewers under common 
control where one or more of the brewers is not a corpora
tion. 

"(C) SINGLE TAXPAYER- Pursuant to r ules issued by 
the Secretary, two or more entities (whether or not under 
common control) that produce beer marketed under a 
s imilar brand, license, franchise, or other arrangement 
shall be treated as a s ingle taxpayer for purposes of the 
a pplication of this subsection.". 

(e) EFFECTTVE DATE.-The amendments made by this section 
shall apply to beer removed a fter December 31, 2017. 

SEC. 13803. TRANSFER OF BEER BETWE EN BONDED FACil..l'l'IES. 

(a) IN GENERAL.-Section 5414 is amended-
(1) by striking "Beer may be removed" and inserting "(a) 

IN GENERAL.-Beer may be removed", and 
(2) by adding al the end the following: 

"(b) TRANSFER OF BEER BETWEEN BONDED FACILITIES.-
"(l) IN GENERAL.-Beer may be removed from one bonded 

brewery to a nother bonded brewery, without payment of tax, 
and may be mingled with beer at the receiving brewery, subject 
to such conditions, including payment of the tax, a nd in such 
containers, as the Secretary by regulations sh all prescribe, 
which shall include---

"(A) a ny removal from one brewery to another brewery 
belonging to the same brewer, 

"(B) any removal from a brewery owned by one corpora
tion to a brewery owned by another corporation when-
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"(i) one such corporation owns the controlling 
interest in the other such corporation, or 

"(ii) the controlling interest in each such corpora
tion is owned by the same person or persons, and 
"(C) any removal from one brewery to another brewery 

when-
"(i) the proprietors of transferring and receiving 

premises are independent of each other and neither 
has a proprietary interest, directly or indirectly, in 
the business of the other, and 

"(ii) the transferor has divested itself of all interest 
in the beer so transferred a nd the transferee has 
accepted responsibility for payment of the true. 

"(2) TRA.VSFER OF LIABILITY FOR TAX.-For purposes of para
graph ClXC), such relief from liability shall be effec tive from 
the time of removal from the transferor's bonded premises, 
or from the time of divestment of interest, whichever is later . 

"(3) TERM1NATTON.- This subsection shall not ar,ply to any 
calendar quarter beginning after December 31, 2019. '. 
(b) REMOVAL FROM BREWERY BY PIPE!.INE.-Section 5412 is 

amended by inserting "pursuant. to section 5414 or'' before "by 
pipeline". 

(c) EFFECTIVE DATE.-The amendments made by this section 
shall apply to any calendar quarters beginning after December 
31, 2017. 

SEC. IS804. REDUCED RATE OF EXCISE TAX ON CERTAIN WINE. 
(a) IN GENERAL.-Section 504l (c) is amended by adding at 

the end the following new paragraph: 
"(8) SPECIAL RULE FOR 2018 AND 2019.-

"(A) IN OENERAL.- ln the case of wine removed after 
December 31, 2017, and before January 1, 2020, paragraphs 
(1) and (2) shall not apply and there shall be allowed 
as a credit against any tax imposed by this title (other 
than chapters 2, 21, and 22) an a mount equal to the 
sumof-

"(i) $1 per wine gallon on the first 30,000 wine 
gallons of wine, plus 

"(ii ) 90 cents per wine gallon on the fi rst 100,000 
wine gallons of wine to which clause (i) does not apply, 
plus 

"(iii) 53.5 cents per wine gallon on the first 620,000 
wine gallons of wine to which clauses (i) and (ii) do 
not apply, 

which are produced by the producer and removed during 
the calendar year for consumption or sale, or which are 
imported by the importer into the United States during 
the calendar year. 

"(B) ADJuSTMENT OF CREDIT FOR HARD C!DER.- ln the 
case of \vine described in subsection (b)(6), subpa ragraph 
(A) of this paragraph sha ll be applied-

"(i) in clause (i) of such subparagraph, by sub
stituting '6.2 cents' for '$1', 

"(ii) in clause (ii) of such subparagraph, by sub
stituting '5.6 cents' for '90 cents', and 

"(iii) in clause (iii) of such subparagraph, by sub
stituting '3.3 cents' for '53.5 cents'.", 
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(b) CONTROLLED GROUP AND SINGLE TAXPAYER RULEs.-Para
graph (4) of section 504l (c) is amended by striking "section 
505l(a)(2)(B)" a nd inserting "section 505l (a )(5)". 

(c) ALLoWANCE OF CREDIT FOR FOREIGN MANUFACTURERS AND 
lMPORTERS.-Subsection (c) of section 5041, as amended by sub
section (a), is amended-

(!) in subparagraph (A) of paragraph (8), by inserting "but 
only if the importer is an electing importer under paragraph 
(9) and the wine gallons of wine have been assigned to the 
importer pursua nt to such paragraph" after "into the United 
States during the calendar year", and 

(2) by adding at the end the following new paragraph: 
"(9) ALLoWANCE OF CREDIT FOR FOREIGN MANUFACTURERS 

AND IMPORTERS.-
"(A) IN CENERAL.- ln the case of any wine gallons 

of wine wruch have been produced outside of the United 
States and im ported into the United States, the credit 
allowable under paragraph (8) (referred to in this para
graph as the 'tax credit') may be assigned by the person 
who produced such wine {referred to io this paragraph 
as the 'foreign producer'), provided that such person makes 
an election described in subpar agraph (B)(ii), to any 
electing importer of such wine gallons pursuant to the 
requirements established by the Secretary under subpara
graph (BJ. 

"(B) AsslCNMENT.-The Secretary shall, through such 
rules, regulations, and procedures as are determined appro
priate, establish procedures for assignment of the tax credit 
provided under this paragraph, which shall include--

"(i) a limitation to ensure that the number of wine 
gallons of wine for which the tax credit has been 
assigned by a foreign producer-

"(! ) to any importer does not exceed the 
number of wine gallons of wine produced by such 
foreign producer during the calendar year which 
were imported into the United States by such 
importer, and 

"(11) to all importers does not exceed the 
750,000 wine gallons of wine to which the tax 
credit applies, 
"(ii) procedures that allow the election of a foreign 

producer to assign and an importer to receive the tax 
credit provided under this paragraph, 

"(iii) requirements that the foreign producer pro
vide any information as the Secretary determines nec
essary and appropriate for purposes of carrying out 
this paragraph, and 

"{iv) procedures that a llow for revocation of eligi
bility of the foreign producer and the importer for 
the tax credit provided under t rus paragraph io the 
case of a ny erroneous or fra udulent information pro
vided under clause (iii) which the Secretary deems 
to be material to qualifying for such credit. 
"(C) CONTROl..I..EO CROUP.-For purposes of this section, 

any importer making an election described in subparagraph 
(B)(ii) shall be deemed to be a member of the controlled 
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group of the foreign producer, as described under paragraph 
(4).". 

(d) EFFECTIVE DATE.-The amendments made by this section 
shall apply to wine removed after December 31, 2017. 

SEC. 13805. ADJUSTMENT OF ALCOHOL CONTENT LEVEL FOR APPLICA· 
TION OF EXCISE TAX RATES. 

(a) IN GENERAL.-Paragraphs (1) and (2) of section 504l(b) 
are each amended by inserting "(16 percent in the case of wine 
removed after December 31, 2017, and before January 1, 2020" 
after "14 percent". 

(b) EFFECTIVE DATE.-The amendments made by this section 
shall apply to wine removed aft.er December 31, 2017. 

SEC. 18806. DEFINITION OF llfEAD AND LOW ALCOHOL BY VOLUME 
WINE. 

(a) lN GENERA.L.-Section 5041 is amended-
(1) in subsection (a), by striking "Still wines" and inserting 

"Subject to subsection (h), still wines", and 
(2) by adding at the end the following new subsection: 

"(h) MEAD AND Low ALcOHOL BY VOLUME W!NE.-
"(l ) IN GENERAL.-For purposes of subsections (a) and 

(bXl ), mead and low alcohol by volume wine shall be deemed 
to be still wines cont.aining not more than 16 percent of alcohol 
by volume. 

"(2) DEFINTTIONS.-
"(A ) MEAD.-For purposes of this sect.ion, the term 

'mead' means a wine-
"(i) containing not more than 0.64 gram of carbon 

dioxide per hundred milliliters of wine, except that 
the Secretary shall by regulations prescribe such toler
ances to this limitation as may be reasonably necessary 
in good commercial practice, 

"(ii) which is derived solely from honey and water, 
"(iii) which contains no fruit product or fruit na

voring, and 
"(iv) which contains less than 8.5 percent. alcohol 

b,l:' volume. 
"CB) Low ALCOHOL BY VOLUME WINE.-For purposes 

of this section, the term 'low alcohol by volume wine' means 
awine-

"(i) containing not more than 0.64 gram of carbon 
dioxide per hundred milliliters of wine, except that 
the Secretary shall by regulations prescribe such toler
ances to this limitation as may be reasonably necessary 
in good commercial practice, 

"(ii) which is derived-
"(!) primarily from grapes, or 
"(Il) from grape juice concentrate and water, 

"(iii) which contains no fruit product or fruit na
voring other than grape, and . 

"(iv} which contains less than 8.5 percent alcohol 
by volume. 

"(3) TERMINATION.-This subsection shall not apply to wine 
removed after December 31, 2019.". 
(b) EFFECTIVE DATE.-The amendments made by t his section 

shall apply to wine removed after December 31, 2017. 
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SEC. 13807. REDUCED RATE OF EXCISE TAX ON CERTAIN DISTILLED 
SPIRITS. 

(a) IN GENERAL.-Section 5001 is amended by redesignating 
subsection (c) as subsection (d) and by inserting after subsection 
(b) the following new subsection: 

"(c) REDUCED RATE FOR 2018 AND 2019.-
"( l ) IN GENERAL.-ln the case of a distilled spirits oper

ation, the otherwise applicable tax rate under subsection (aXl ) 
shall be-

"(A) $2. 70 per proof gallon on the first 100,000 proof 
gallons of distilled spirits, and 

"(B) $13.34 per proof gallon on the first 22,130,000 
of proof gallons of distilled spirits to which subparagraph 
(A) does not apply, 

which have been distilled or processed by such operation and 
removed during the calendar year for consumption or sale, 
or which have been imported by the importer into the United 
States during the calendar year. 

"(2) CONTROi.LED GROUPS.-
"(A) IN GENERAL.- In the case of a controlled group, 

the proof gallon quantities specified under subparagraphs 
( A) and (B) of paragraph (1) shall be applied to such group 
and apportioned among the members of such group in 
such manner as the Secretary or their delegate shall by 
regulations prescribe. 

"CB) DEFINTTION.-For purposes of subparagraph (A), 
the term 'controlled group' shall have the meaning given 
such term by subsection (a ) of section 1563, except that 
'more than 50 percent' shall be substituted for 'at least 
80 percent' each place it appears in such subsection. 

"(C) RULES FOR NON-CORPORATIONS.-Under regula
tions prescribed by the Secretary, principles similar to the 
principles of subparagraphs (A) a nd (B) shall be applied 
to a group under common control where one or more of 
the persons is not a corporation. 

"(D) SINGLE TAXPAYER.-Pursuant to rules issued by 
the Secretary, two or more entities (whether or not under 
common control) that produce distilled spirits marketed 
under a similar brand, license, franchise, or other arrange
ment shall be treated as a single taxpayer for purposes 
of the application of this subsection. 
"(3) TERMINATION.-Thjs subsection shall not apply to dis

tilled spirits removed alter December 31, 2019.". 
(b) CONFOIL\flNG AMENDMENT.-Section 7652(1)(2) is amended 

by strikfog "section 500l(aXl)" and inserting "subsection (aXl ) of 
section 5001, determined as if subsection (c)(l ) of such section 
did not a pply". 

(c) APPLICATION OF REDUCED TAX RATE FOR FOREIGN MANUFAC
TURERS AND U.rPORTERS.-Subsection (c) of section 5001, as added 
by subsection (a), is amended-

(1) in paragraph (1), by inserting ''but only if the importer 
is a n electing importer under paragraph (3) and the proof 
gallons of distilled spit;ts have been a ssigned to the importer 
pursuant to such parar,-aph" after "into the United States 
during the calendar year ', and 

(2) by redesignating paragraph (3) as paragraph (4) and 
by inserting after paragraph (2) the following new paragraph: 
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"(3) REDUCED TAX RATE FOR FOREIGN MANUFACTURERS AND 
!MPORTERS.-

"(A) IN GENERAL.-ln the case of any proof gallons 
of distilled spirits which have been produced outside of 
the United States and imported into the United States, 
the rate of tax applicable under paragraph (1) (referred 
to in this paragraph as the ' reduced tax rate') may be 
assigned by the distilled spirits operation (provided that 
such operation makes an election described in subpara
graph CBXii)) to any electing importer of such proof gallons 
pursuant to the requirements established by the Secretary 
under subparagraph (B). 

"(B) AsstGNMENT.-The Secretary shall, through such 
rules, regulations, and procedures as are determined appro
priate, establish procedures for assignment of the reduced 
tax rate provided under this paragraph, which shall 
include-

"(i) a limitation to ensure that the number of proof 
gallons of distilled spirits for which the reduced tax 
rate has been assigned by a distilled spirits operation-

"(I) to a ny importer does not exceed the 
number of proof gallons produced by such oper
ation during the calendar year which were 
imported into the United States by such importer, 
and 

"Cm to all importers does not exceed the 
22,230,000 proof gallons of distilled spirits to which 
the reduced tax rate applies, 
"(ii) procedures that allow the election of a distilled 

spirits operation to assign and an importer to receive 
the reduced tax rate provided under this paragraph, 

"(iii) requirements that the distilled spirits oper
ation provide any information as the Secretary deter
mines necessary and appropriate for purposes of car
ryin~ out this paragraph, and 

(iv) procedures that allow for revocation of eligi
bility of the distilled spirits operation and the importer 
for the reduced tax rate provided under this paragraph 
in the case of any erroneous or fraudulent information 
provided under clause (iii) which the Secretary deems 
to be material to qualifying for such reduced rate. 
"(C) CONTROLLED GROUP.-

"(i) IN GENERAL--For purposes of this section, any 
importer making an election described in subparagraph 
CB Xii) shall be deemed to be a member of the controlled 
group of the distilled spirits operation, as described 
under paragraph (2). 

" ( ii) APPORTIONMENT.-For purposes of this para
graph, in the case of a controlled iroup, rules similar 
to section 505l(aX5XB) shall apply.'. 

(d) EFFECTIVE DATE.-The amendments made by this section 
shall a pply to distilled spirits removed after December 31, 2017. 

SEC. 13808. BlJL.K DIS'l'ILLE D SPIRITS . 

(a) IN GENERAL--Section 5212 is amended by adding at the 
end the following sentence: "In the case of distilled spirits trans
ferred in bond all.er December 31, 2017, and before January 1, 
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2020, this section shall be applied without regar d to whether dis
tilled spirits are bulk distilled spirits.". 

(b) EFFECTIVE DATE.- The amendments made by th is section 
sha ll apply distilled spirits transferred in bond after December 
31, 2017. 

Subpart B-Miscellaneous Provisions 

SEC. 13821. l\IODCFICATION OF TAX TREATMENT OF ALASKA NATIVE 
CORPORATIONS AND SETfLEllIBNT TRUSTS. 

(a) EXCLUSION FOR ANCSA PAYMENTS Ass!GNED TO ALAsKA 
NATIVE SETTLEMENT TRUSTS.-

(1) IN GENERAL.-Part ill of subchapter B of chapter 1 
is amended by inserting before section 140 the following new 
section: 

"SEC. 139G. ASSIGNMENTS TO ALASKA NATIVE SE'ITLEMENT TRUSTS. 
"(a) IN GENERAL.-ln the case of a Native Corporation, gross 

income shall not include the value of any payments that would 
otherwise be made, or treated as being made, to such Native Cor
poration pursuant to, or as required by, any provision of the Alaska 
Native Claims Settlement Act (43 U.S.C. 1601 et seq.), including 
any payment that would otherwise be made to a Village Corporation 
pursuant to section 7(j) of the Alaska Native Claims Settlement 
Act (43 U.S.C. 1606(j)), provided that any such payments-

"(l) are assigned in writing to a Settlement Trust, and 
"(2) were not received by such Native Corporation prior 

to the a ssignment described in paragraph (1). 
"(b) INCLUSION rN GROSS lNCO~.-ln the case of a Settlement 

Trust which has been assigned payments described in subsection 
(a), gross income shall include such payments when received by 
such Settlement Trust pursua nt to the assignment and shall have 
the same character as if such payments were received by the 
Native Corporation. 

"(c) fu\IOUNT AND SCOPE OF AsslGNMEJl,"T.-The amount and 
scope of any assignment under subsection (a ) shall be described 
with reasonable particularity and may either be in a percentage 
of one or more such payments or in a fixed dollar amount. 

"(d) DURATION OF ASSIGNMENT; REVOCABCL11'Y.-Any assign
ment under subsection (a) shall specify-

"(l ) a duration either in perpetuity or for a period of 
time, and 

"(2) whether such assignment is revocable. 
"(e) PROHlBJTION ON DEDUCTION.-Notwithstanding section 247, 

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

'(0 DEFINITIONS.- For purposes of this section, the terms 
'Native Corporation' and 'Settlement Trust' have the same meaning 
given such terms under sect ion 646(h).". 

(2) CONFORMlNG AMENDMENT.-The table of sect ions fo r 
part ill of subchapter B of chapter l is amended by inserting 
before the item r elating to section 140 the following new item: 

"Sec. 1390. Assignments to Alaska Native Settlement Trusts.". 

(3) EFFECTIVE DATE.- The amendments made by this sub
section shall apply to taxable years beginning a fLer December 
31, 2016. 
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(b) DEDUCTION OF CONTRIBUTIONS TO Al.ASKA NATIVE SETILE
M.ENT T RUSTS.-

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

"SEC. 247. CONTRIBUTIONS TO ALA.SKA NATIVE SE'ITLEMENT TRUSTS. 
"(a) IN GENERAL.-lc the case of a Native Corporation, there 

sha ll be allowed a deduction for a ny contributions made by such 
Native Corporation to a Settlement Trust (regardless of whether 
an election under section 646 is in eJTect for such Settlement Trust) 
for which the Native Corporation has made an annual election 
under subsection (e). 

"(b) AMOUNT OF DEDUCTION.-The amount of the deduction 
under subsection (a) shall be equal to-

"(l ) in the case of a cash contribut ion (regar dless of the 
method of payment, including currency, coins, money order, 
or check), the amount of such contribution, or 

"(2) in the case of a contribution not described in paragraph 
(1), the lesser of-

"(A) the Native Corporation's adjusted basis in the 
property contributed, or 

"(B) the fair market value of the proper ty contributed. 
"(c) LIMITATION AND CARRYOVER.-

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

"(2) CARRYOVER.-lf the aggregate amount of contributions 
described in subsection (a) for any taxable year exceeds the 
limitation under paragraph (1), such excess sh all be treated 
as a contribution described in su bsection (a ) in each of the 
15 succeeding years in order of time. 
"(d) DEFINlTIONS.-For purposes of this section, the terms 

'Native Corporation' and 'Settlement Trust' have the same meaning 
given such terms under sect ion 646(h). 

"(e) MANNER OF MAKING ELECTION.-
"(l) IN G&,'IERAL.-For each taxable year, a Native Corpora

t ion may elect to have this section a pply for such taxable 
year on the income tax return or an amendment or supplement 
to the return of the Native Corporation, with such election 
to have eJTect solely for such taxable year. 

"(2) REVOCATION.-Any election ma de by a Native Corpora
tion pursuant to this subsection may be r evoked pursuant 
to a timely fil ed amendment or supplement to the income 
tax return of such Na tive Corporation. 
"(f) ADDITIONAL RULES.-

"( l ) EARNINGS AND PROF!TS.-Notwithstanding section 
646(dX2), in the case of a Native Corporation which claims 
a deduction under this section for any taxable year, the earnings 
a nd profi ts of such Native Corporation for such taxable year 
shall be reduced by the amount of such deduction. 

"(2) GAIN OR LOSS.-No gain or loss shall be recognized 
by the Native Corporation with respect to a contribution of 
property for which a deduction is allowed under this section. 
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"(3) i.NCOME.-Subject to subsection (g), a Settlement Trust 
shall include in income the amount of any deduction allowed 
under this section in the taxable year in which the Settlement 
Trust actually receives such contribution. 

"(4) PERJOD.-The holding period under section 1223 of 
the Settlement Trust shall include the period the property 
was held by the Native Corporation. 

"(5) BASIS.-The basis that a Settlement Trust has for 
which a deduction is allowed under this section shall be equal 
to the lesser of-

"(A) t.he adjusted basis of the Native Corporation in 
such property immediately before such contribution, or 

"(B) the fair market value of the property immediately 
before such contribution. 
"(6) PRmUBITJON.-No deduction shall be allowed under 

this section with respect to any contributions made to a Settle
ment Trust which are in violation of subsection (aX2) or (c)(2) 
of section 39 of the Alaska Native Claims Set.tlement Act (43 
U.S.C. 1629e). 
"(g) ELECTION BY SETILEMENT TRUST TO DEFER INCOME REC

OGNITION.-
"( l ) IN GENERAL.-ln the case of a contribution wh.ich con

sists of property other than cash, a Settlement Trust may 
elect to defer recognition of any income related to such property 
until the sale or exchange of such property, in whole or in 
part, by the Settlement Trust. 

"(2) TREATMENT.-ln the case of property described in para
graph (1), any income or gain realized on the sale or exchange 
of such property shall be treated as-

"(A) for such amount of the income or gain as is equal 
to or less than the amount of income which would be 
included in income at the time of contribution under sub
seclion (f)(3) but for the taxpayer's elect ion under th.is 
subsection, ordinary income, and 

"(B) for any amounts of the income or gain which 
are in excess of the amount of income which would be 
included in income al the time of contribution under sub
section (f)(3) but for the taxpayer's election under this 
subsection, having the same character as i f this subsection 
did not apply. 
"(3) ELECTION.-

"(A) IN GENERAL.-For each taxable year, a Settlement 
Trust may elect to apply this subsect.ion for any property 
described in paragraph (1) which was cont.ributed during 
such year. Any property to which the election applies shall 
be identified and described with reasonable particularity 
on the income tax return or an amendment or supplement 
to the return of the Settlement. Trust, with such election 
to have effect solely for such taxable year. 

"(B) REVOCATION.- Any election made by a Settlement 
Trust pursuant to this subsection may be revoked pursuant 
to a timely filed amendment or supplement to the income 
tax return of such Settlement Trust. 

"(C) CERTAJN OISPOSITIONS.-
"(i) IN GENERAL.-In the case of any property for 

which an election is in effect under this subsection 
and which is disposed of within the first. taxable year 
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subsequent t.o the taxable year in which such property 
was contributed to the Settlement Trust---

"(l) this section shall be applied as if the elec
tion under this subsection had not been made, 

"(II) any income or gain which would have 
been included in the year of contribution under 
subsection (f)(3) but for the taxpayer's election 
under this subsection shall be included in income 
for the taxable year of such contribution, and 

"(ill) the Settlement Trust shall pay any 
increase in tax resulting from such inclusion, 
including any applicable interest, and increased 
by 10 percent of the amount of such increase with 
interest. 
"(ii) ASSESSMENT.-Notwithstanding section 

6501(a), any amount described in subclause (ill) of 
clause (i) may be assessed, or a proceeding in court 
with respect t.o such amount may be initiated without 
assessment, within 4 years after the date on which 
the return making the election under this subsection 
for such property was filed.". 

(2) CONFORMINO AMENDMENT.-The table of sections for 
part VIII of subchapter B of chapter 1 is amended by inserting 
before the item relating to section 248 the following new item: 

"Sec. 247. Contributions to Alaska Native Settlement Trusts.". 

(3) EFFECTIVE DATE.-
(A) IN OENERAL.-The amendments made by this sub

section shall a pply to taxable years for which the period 
of limitation on refund or credit under section 6511 of 
the Internal Revenue Code of 1986 has not expired. 

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

(c} INFORMATION REPORTING FOR DEDUCTIBLE CONTRIBUTIONS 
TO Al.ASKA NATIVE SETTLEMENT TRUSTS.-

(1) IN OENERAL.-Section 6039H is amended-
(A) in the heading, by striking "SPONSORING", and 
(8) by adding at the end the following new subsection: 

"(e} DEDUCTIBLE CONTRIBUTIONS BY NATIVE CORPORATIONS TO 
ALASKA NATIVE SETTLEMENT TRUSTS.-

"( l} IN GENERAL.- Any Native Corporation (as defined in 
subsection (m) of section 3 of the Alaska Native Claims Settle
ment Act (43 U.S.C. 1602(m})) which has made a contribution 
to a Setllement Trust (as defined in subsection (t} of such 
section) to which an election under subsection (e} of section 
247 applies shall provide such Settlement Trust with a state
ment regarding such election not later than January 31 of 
the calendar year subsequent to the calendar year in which 
the contribution was made. 

"(2) CONTENT OF STATEMENT.-The statement described in 
paragraph (1) shall include-
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"(A) lhe total amount of contributions to which lhe 
election under subsection (el of section 247 applies, 

"(B) for each contribution, whether such contribution 
was in cash, 

"(C) for each contribution which consists of property 
other than cash, the date that such property was acquired 
by the Native Corporation and lhe adjusted basis and 
fair market value of such property on the date such prop
erty was contributed to the Settlement Trust, 

"(0 ) lhe date on which each contribution was made 
t.o lhe Settlement Trust, and 

"(El such information as lhe Secretary determfoes t.o 
be neoossary or appropriate for the identification of each 
contribution and the accurate inclusion of income relating 
to such contributions by the Settlement Trust.". 
(2) CONFORMING AMENDMENT.- The item relating to section 

6039H in the table of sections for subpart A of part III of 
subchapter A of chapter 61 is amended to read as follows: 

"Sec. 6039H Information With Respect to Aluka Nanve Settlement TrmUI and 
Nauve Corporations.". 

(3) EFFECTIVE DATE.-The amendments made by lhis sub
section shall apply to taxable years beginning after December 
31, 2016. 

SEC. 13822. AMOlll'o"l'S PAID FOR AlRCRAFl' MANAGEMENT SERVICES. 
(a) lN GENERAL-Subsection (e) of section 4261 is amended 

by adding at the end the following new paragraph: 
"(5) AMOUNTS PAID FOR AIRCRAFT MANAGEMENT SER\llCES.

"(A) lN GENERAL.-No tax shall be imposed by this 
section or section 4271 on a ny amounts paid by an aircrafl. 
owner for aircra ft management services related to---

"(i) maintenance and support of the aircrafl. 
owner's aircraft, or 

"(ii) flights on the aircraft owner's aircraft. 
"(B) AlRCRAFT MANAGEMENT SER\llCES.- For purposes 

of subparagraph (A ), lhe term 'aircraft management serv
ices' includes--

"(i) assisting an aircraft owner with administrative 
and support services, such as scheduling, flight plan
ning, a nd weather forecasting, 

"(ii) obtaining insurance, 
"(iii) maintenance, storage and fueling of aircrafl., 
"(iv) hiring, training, and provision of pilots and 

crew, 
"(v) establishing and complying with safety stand

ards, and 
"(vi) such other services as a re necessary t.o sup

~rt flights operated by an aircrafl. owner. 
(C) LESSEE TREATED AS ALRCRAl-'T OWNER.-

"(i) L'I GENERAL-For purposes of this paragraph, 
lhe term 'aircraft owner' includes a person who leases 
lhe aircrafl. other lhan under a disqualified lease. 

"(ii) OISQUALTF!ED l..EASE.-For purposes of clause 
(i), the term 'disqualified lease' means a lease from 
a person providing aircrafl. management services with 
respect to such aircrafl. (or a related person (within 
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the meaning or section 465(b)(3)(C)) to the person pro
viding such services), if such lease is for a term or 
31 days or less. 
"(D) PRO RATA ALLOCATION.-ln the case or amount.s 

paid t.o a ny person which (but for this subsection) are 
subject t.o the tax imposed by subsection (a), a portion 
or which consist.s or amount.s described in subparagraph 
CA), this paragraph shall apply on a pro rata basis only 
to the portion which consist.s or amounts described in such 
subparagraph.". 

(b) EFFECTIVE DATE.- The amendment made by this section 
shall a pply to amounts paid after the date or the enactment of 
this Act. 

SEC. 13823. OPPORTUNITY ZONES. 
(a) IN GENERAL.-Chapter 1 is amended by adding at the 

end the following: 

"Subchapter Z-Opportunjty Zones 

"Sec. l400Z-l. Designation. 
"Sec. 1400Z-2. Special rules for capital gains invested in opportunity zones. 

"SEC. 1400Z-l. DESIGNATION. 
"(a) QUALIFIED OPPORTUNITY ZONE DEFINED.- For the purposes 

of this subchapter, the term 'qualified opportunity zone' means 
a population census tract that is a low-income community that 
is designated as a qualified opportunity zone. 

"(b) DESIGNATION.-
"(l ) l N GENERAL.-For purposes of subsection (a), a popu

lation census tract that is a low-income community is des
ignated as a qualified opportunity zone if-

"(A) not later than the end of the determination period, 
the chief executive officer or the State in whlch t he tract 
is located-

"(i) nominates the tract for designation as a quali
fied opportunity zone, and 

"(ii) notifies the Secretary in writing or such 
nomination, and 
"(B) the Secretary certifies such nomination and des

ignates such tract a s a qualified opport unity zone before 
the end of the consideration period. 
"(2) EXTENSION OF PERIODS.-A chief executive officer of 

a State may request that the Secretary extend either the deter
mination or consideration period, or both (determined 'vithout 
regard to this subparagraph), for an additional 30 days. 
"(c) OTHER DEF!NlTIONS.-For purposes of tms subsection

"(!) LOW-INCOME COMMUNITIES.- The term 'low-income 
community' has the same meaning as when used in section 
45D(e). 

"(2) DEFINITION OF PERIODS.-
"(A) CONSIDERATION PERJOD.-The term 'consideration 

period' means the 30-day period beginning on the date 
on which the Secretary receives notice under subsection 
(b)(l )(A)(ii), as extended under subsection (b)(2). 

"(B) DETERM INATION PERIOD.-The term 'determination 
period' means the 90-day period beginning on the date 
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of the enactment of the Tax Cuts and Jobs Act, as extended 
under subsection (bX2). 
"(3) STATE.-For purposes of this section, the term 'Stale' 

includes any possession of the United Stat.es. 
"(d) Nm.IBER OF DESIGNATIONS.-

"(l ) IN GENERAL.-Excepl as provided by paragraph (2), 
the number of population census tracts in a State that may 
be designated as qualified opportunity zones under this sect.ion 
may not exceed 25 percent. of the number of low-income commu
nities in the St.ate. 

"(2) EXCEPTJON.- If the number of low-income communities 
in a State is less than 100, then a total of 25 of such t racts 
may be designated as qualified opportunity zones. 
"(e) DESIGNATION OF TRACTS CO!\"'l'IGUOUS WITH Low-INCOME 

COMMUNTTIES.-
"(l ) IN GENERAL.-A population census tract that is not 

a low-income community may be designated as a qualified 
opportunity zone under this section if-

"(A) the tract is contiguous with the low-income 
community that is designated as a qualified opportunity 
zone, and 

"(B) the median family income of the tract does not 
exceed 125 percent. of the median family income of the 
low-income community with which the tract is contiguous. 
"(2) LIMITAT!ON.-Not more than 5 percent of the popu-

lation census tracts designated in a St.ate as a qualified oppor
tunity zone may be designated under paragraph (1). 
"(() PERIOD FOR WHICH DESIGNATION Is IN EFFECT.-A designa

tion as a qualified opportunity zone shall remain in effect for 
the period beginning on the date of the designation and ending 
at the close of the 10th calendar year beginning on or after such 
date of designation. 

"SEC. 1400Z-2. SPECIAL RULES FOR CAPITAL GAlNS INVESTED IN 
OPPORTUNITY ZONES. 

"(a) lN GENERAL.-
"(1) TREATMENT OF GAINS.-In the case of gain from the 

sale to, or exchange with, an unrelated person of any property 
held by the taxpayer , al the election of the t.axpayer-

"(A) gross income for the taxable year shall not include 
so much of such gain as does not exceed the aggregate 
amount invested by the taxpayer in a qualified opportunity 
fund during the 180-day period beginning on the date of 
such sale or exchange, 

"(8 ) the amount of gain excluded by subparagraph 
(A) shall be included in gross income as provided by sub
section (b), and 

"(C) subsection (c) shall apply. 
"(2) ELECTION.-No elect.ion may be made under paragraph 

(1)-
"(A) with respect to a sale or exchange if an election 

previously made with respect. to such sale or exchange 
is in effect, or 

"(B) with respect. lo any sale or exchange after 
December 31, 2026. 

"(b) DEFERRAL OF GAIN INVESTED IN OPPORTUNITY ZONE PROP
ERTY.-
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"(l) YEAR 01" JNCLUSION.-Gain to which subsection 
(aXlXBl applies shall be included in income in the taxable 
year whjch includes the earlier of-

"(A) the date on which such investment is sold or 
exchanged, or 

"(B) December 31, 2026. 
"(2) AMOUNT INCLUDrBLE.-

"(A) IN GENERAL.-The amount of gain included in 
gross income under subsection (aXlXA) shall be the excess 
of-

"(i) the lesser of the amount of gain excluded under 
paragraph (1) or the fair market value of the invest
ment as determjned as of the date described in para
graph (1), over 

"(ii) the taxpayer's basis in the investment. 
"(8) DETERMINATION OF BASIS.-

"(i) IN GENERAL.-Except as otherwise provided 
in thjs clause or subsection (c), the taxpayer's basis 
in the investment shall be zero. 

"(ii) INCREASE !"OR GAIN RECOGNIZED UNDER SUB
SECTION (aXl )(B).-The basis in the investment shall 
be increased by the amount of gajn recognized by rea
son of subsection (aXlXBl with respect to such prop
erty. 

"( iii) lNvESTMENTS HELD FOR 5 YEARS.-ln the case 
of any investment held for at least 5 years, the basis 
of such investment shall be increased by a n amount 
equal to 10 percent of the amount of gain deferred 
by reason of subsection (aXl XA). 

"(iv) INVESTMENTS HELD FOR 7 YEARS.-ln the case 
of any investment held by the taxpayer for at least 
7 years, in addition to any adj ustment made under 
clause (iii), the basis of such property shall be increased 
by an amount equa] to 5 percent of the amount of 
gain deferred by reason of subsection (a)(l)(A). 

"(c) SPECIAL RULE FOR lNvESTMENTS HELD FOR A1' LEAST 10 
YEARS.- ln the case of any investment held by the taxpayer for 
at least 10 years and with respect to which the taxpayer makes 
an election under this clause, the basis of such property shall 
be equal to the fair market val ue of such investment on the date 
that the investment is sold or exchanged. 

"(d) QUALIFIED OPPORTUNITY FuND.-For purposes of this sec
t ion-

"(l ) IN GENERAL.-The term 'qualified opportunity fund' 
means any investment vehicle whlch is organjzed as a corpora
tion or a partnership for the purpose of investing in qualified 
opportunity zone property (other than another qualified oppor
tunity fund) that holds at least 90 percent of its a ssets in 
qualified opportu nity zone property, determined by the average 
of the percentage of qualified opportunity zone property held 
in the fund as measured-

"(A) on the last day of the first 6-month period of 
t.he taxable year of the fund, and 

"(B) on the last day of the taxable year of the fund. 
"(2) QUALIFIED OPPORTUN1TY ZONE PROPERTY.-

"(A) IN GENERAL.- The term 'qualified opportunity zone 
property' means property which is-
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"(i) qualified opportunity zone stock, 
"(ii) qualified opportunity zone partnership 

interest., or 
"(iii) qualified opportunity zone business property. 

"(B) QUALlFfED OPPORTUNfTY ZONE STOCK.-
"(i ) IN GENERAL.-Except as provided in clause 

(ii), the term 'qualified opportunity zone stock' means 
any stock in a domestic corporation if-

"(l) such stock is acquired by the qualified 
opportunity fund after December 31, 2017, at its 
original issue (directly or through an underwriter) 
from the corporation solely in exchange for cash, 

"(Il) as of the time such stock was issued, 
such corporation was a qualified opportunity zone 
business (or, in the case of a new corporation, 
such corporation was being organized for purposes 
of being a qualified opportunity zone business), 
and 

"(ill) during substantially all of the qualified 
opportunity fund's holding period for such stock, 
such corporation qualified as a qualified oppor
tunity zone business. 
"(ii) REDEMPTIONS.-A rule similar lo the rule of 

sect.ion 1202(cX3) shall apply for purposes of this para
graph. 
"(C ) QUALIFIED OPPORTUNITY ZONE PARTNERSHIP 

INTEREST.-The term 'qualified opportunity zone partner
ship interest' means any capital or profits interest in a 
domestic partnership if-

"(i) such interest is acquired by the quali fi ed oppor
tunity fu nd after December 31, 2017, from the partner
ship solely in exchange for cash, 

"(ii) as of the time such interest was acquired, 
such partnersh.ip was a qualified opportunity zone busi
ness (or, in the case of a new partnership, such partner
ship was being organized for purposes of being a quali
fied opportunity zone business), and 

"(iii) during substantially all of the qualified oppor
tunity fund's holding period for such interest, such 
partnership qualified as a qualified opportunity zone 
business. 
"(D ) QUALIFIED OPPORTUNITY ZONE BUSINESS PROP

ERTY.-
"(i) IN GENERAL.-The t.erm 'qualified opportunity 

zone business property' means tangible properly used 
in a trade or business of the qualified opportunity 
fund if-

"(!) such property was acquired by the quali
fied opportunity fund by purchase (as defined in 
section 179(d)(2)) all.er December 31, 2017, 

"(Il) the original use of such property in the 
qualified opportunity zone commences with the 
qualified opportunity fund or the qualified oppor
tunity fund substantially improves the property, 
and 
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"(ill) during substantially a ll of the qualified 
opportunity fund's holding period for such prop
erty, substantially all of the use of such property 
was in a qualified opportunity zone. 
"(ii) SUBSTANTIAL IMPROVEMENT.-For purposes of 

subparagraph (AXii), property shall be treated as 
substantially improved by the qualified opportunity 
fund only i f, during any 30-month period beginning 
after the date of acquisition of such property, additions 
to basis with respect to such property in the hands 
of the qualified opportunity fund exceed an amount 
equal to the adjusted basis of such property at the 
beginning of such 30-month period in the hands of 
the qualified opportunity fund. 

"(iii) RELATED PARTY.-For purposes of subpara
graph (A)(i), the related person rule of section l 79(dX2) 
shall be applied pursuant to paragraph (8) of this 
subsection in lieu of the application of such rule in 
section l 79(dX2)(A). 

"(3) QUALIFIED OPPORTUNITY ZONE BUSINESS.-
"(A) IN GENERAL.- The term 'qualified opportunity zone 

business' means a trade or business--
"(i) in which substantially all of the tangible prop

erty owned or leased by the taxpayer is qualified oppor
tunity zone business property (determined by sub
stituting 'qualified opportunity zone business' for 
'qualified opportunity fund' each place it a ppears in 
paragraph (2)(0 )), 

"(ii) which sat isfies the requirements of paragraphs 
(2), (4), and (8) of section 1397C(b), and 

"(iii) which is not described in section 144(cX6XB). 
" (B ) SPECIAL RULE.- For purposes of subparagraph (A), 

tangible property that ceases to be a qualified opportunity 
zone business property shall continue to be treated as 
a qualified opportunity zone business property for the lesser 
of-

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

"(ii) the date on which such tangible property is 
no longer held by the qualified opportunity zone busi
ness. 

"(e) APPLICABLE RULES.-
"(l ) TREATMENT OF INVESTMENTS WITH MIXED FUNDS.-ln 

the case of any investment in a qualified opportunity fund 
only a portion of which consists of investments of gain to 
which an election under subsection (a) is in efTect--

"(A) such investment shall be treated as 2 separate 
investments, consisting of-

"(i) one investment that only includes amounts 
to which the election under subsection (a) applies, and 

"(ii) a separate investment consisting of other 
amounts, and 
"(B) subsections (a), (b), and (c) shall only apply to 

the investment described in subparagraph (A)(i). 
"(2) RELATED PERSONS.- For purposes of this section, per

sons are related to each other if such persons are described 
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in section 267(b) or 707(bX1), determined by subslilul ing '20 
percent' for '50 percent' each place it occurs in such sections. 

"(3) DECEDENTS.-In the case of a decedent, amounts recog
nized under this section shall, if not properly includible in 
the gross income of the decedent, be includible in gross income 
as provided by section 691. 

"(4) REGULATIONS.- The Secretary shall prescribe such 
regulations as may be necessary or appropriate to carry out 
the purposes of this section, including-

"(A) rules for the certification of qualified opportunity 
funds for the purposes of this section, 

"(B) rules to ensure a qualified opportunity fund has 
a reasonable period of time to reinvest the return of capital 
from investments in qualified opportunity zone stock and 
qualified opportunity zone partnership interests, and to 
reinvest proceeds received from the sale or disposition of 
qualified opportunity zone property, and 

"(C) rules to prevent abuse. 
"(0 FAILURE OF QUALIFIED OPPORTUNITY FUND TO MAINTAIN 

INVESTMENT STANDARD.-
"(l) IN GENERAL.- lf a qualified opportunjty fund fails to 

meet the 90-percent requfremenl of subsection (c)(l ), the quali
fied opportunity fund shall pay a penally for each month il 
fails to meet the requirement in an amount equal to the product 
of-

"(A) the excess of-
"(i) the amount equal to 90 percent of its aggregate 

assets, over 
"(jj) the aggregate amount of qualified opportunity 

zone property held by the fund, multiplied by 
"(B) the underpayment rate established under section 

6621(aX2) for such month. 
"(2) SPECIAL RU[,J;: FOR PARTNJ;:RSHIPS.-In the case that 

the qualified opportunity fund is a partnership, the penalty 
imposed by paragraph (1) shall be taken into account propor
tionately as part of the wstributive share of each partner 
of the partnership. 

"(3) REASONABLE CAUSE EXCEPrlON.-No penalty shall be 
imposed under this subsection with respect to any fajlure if 
it is shown that such failure is due to reasonable cause.". 
(b) BASIS ADJuSTMENTS.-Section 1016(a) is amended by 

s triking "and" at the end of paragraph (36), by striking the period 
at the end of paragraph (37) and inserting", and", and by inserting 
after paragraph (37) the following: 

"(38) to the extent provided in subsections (b)(2) and (c) 
of section 1400Z--2.". 
(c) CLERICAL AMENDMENT.-The table of subchaplers for 

chapter 1 is amended by adding at the end the following new 
i tem: 

"SURCllAP'TER Z. OPPORTl.J?\Trr' 7..0NES ... 

(d) EFFECTIVE DATE.- The amendments made by this section 
shall take effect on the date of the enactment of this Act. 
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Subtitle D-International Tax Provisions 

PART I- OUTBOUND TRANSACTIONS 

Subpart A-Establishment of Participation 
Exemption System for Taxation of Foreign Income 

SEC. 14101. DEDUCTION FOR FOREIGN-SOURCE PORTION OF DM· 
DENOS RECEIVED BY DOMESTIC CORPORATIONS FROl\1 
SPECIFIED 10-PERCENT OWNED FOREIGN CORPORA· 
TIO NS. 

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

"SEC. Z45A. DEDUCTION FOR FOREIGN SOURCE-PORTION OF DM
DENDS RECEIVED BY DOMESTIC CORPORATIONS FROM 
SPECIFIED IO·PERCENT OWNED FOREIGN CORPORA
TIONS. 

"(a) L'I GENERAL.- In the case of any dividend received from 
a specified 10-percent owned fore ign corporation by a domestic 
corporation which is a United States shareholder with respect to 
such foreign corporation, there shall be allowed as a deduction 
a n amount equal to the foreign-source portion of such dividend. 

"(b) SPECIFIED 10-PERCENT OWNED FOREIGN CORPORATION.
For purposes of this section-

"(1) IN GENERAL.-The term 'specified 10-percent owned 
foreign corporation' means any foreign corporation with respect 
to which any domestic corporation is a United States share
holder with respect to such corporation. 

"(2) EXCLUSION OF PASSIVE FOREIGN INVESTMENT COMPA· 
NlES.-Such term shall not include a ny corporation which is 
a passive foreign investment company (as defined in section 
1297) \vith respect to the shareholder and which is not a 
controlled fore ign corporation. 
"(c) FOREIGN-SOURCE PORTION.- For purposes of this section

"(l ) 1N GENERAL.- The foreign-source portion of any divi
dend from a specifi ed 10-percent owned foreign corporation 
is an amount which bears the same ratio to such dividend 
a &-

"(A) the undistributed foreign earnings of the specified 
10-percent owned foreign corporation, bears to 

"(Bl the total undistributed earnings of such foreign 
corporation. 
"(2) UNDISTRIBUTED EARNINGS.-The term 'undistributed 

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

"(A) as of the close of the taxable year of the specified 
10-percent owned foreign corporation in which the djvidend 
is distributed, and 

"(B) without diminution by reason of dividends distrib
uted during such taxable year. 
"(3) UNDlSTRlBUTED FOREIGN EARNINGS.-The term 'undis

tributed foreign earnings' means the portion of the undistrib
uted earnings which is a t tributable to neither-
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"(A) income described in subparagraph (A) of section 
245(a)(5), nor 

"(B) dividends described in subparagra ph (B) of such 
section (determined without regard to section 245(a )(l 2)). 

"(d) DISALLOWANCE OF FOREIGN TAX CREDJT, ETC.-
"( l ) IN GENERAL.-No credit shall be allowed under section 

901 for any taxes paid or accrued (or treated as paid or accrued) 
with respect to any dividend for which a deduction is allowed 
under this section. 

"(2) DENIAL OF OEOUCTION.-No deduction shall be allowed 
under thls chapter fo r any tax for which credit is not allowable 
under section 901 by reason of paragraph (1) (determined by 
treating the taxpayer as having elected the benefi ts of subpart 
A of part ill of subchapter N). 
"(e) SPECL>.L RULES FOR HYBRID D!VIDENDS.-

"(l ) IN GENERAL.-Subsection (a) shall not apply to any 
dividend received by a United States shareholder from a con
trolled foreign corporation if the dividend is a hybrid dividend. 

"(2) HYBRro DIVIDENDS OF TIERED CORPORATIONS.-lf a con
trolled foreign corporation with respect to which a domestic 
corporation is a United States shareholder receives a hybrid 
dividend from any other controlled foreign corporation with 
respect to which such domestic corporation is a lso a United 
States shareholder, then, notwithstanding any other provision 
ofthls title-

"(A) the hybrid dividend shall be treated for purposes 
of section 95l (a)(l )(A) as subpart F income of the receiving 
controlled foreign corporation for the taxable year of the 
controlled foreign corporation in which the dividend was 
received, and 

"(B) the United States shareholder shall include in 
gross income an amount equal to the shareholder's pro 
rata share (determined in the same manner as under sec
tion 95l(a)(2)) of the subpart F income described in 
subparagraph (A). 
"(3) DENIAL m· FOREIGN TAX CREDJT, ETC.-The rules of 

subsection (d) shall apply to any hybrid dividend r eceived by, 
or any amount included under paragraph (2) in the gross income 
of, a United States shareholder. 

"(4) HYBRID DIVIDEND.-The term 'hybrid dividend' means 
an amount received from a controlled foreign corporation

"(A) for which a deduction would be allowed under 
subsection (a) bu t for this subsection, and 

"(B) for which the controlled foreign corporation 
received a deduction (or other tax benefil) with respect 
to any income, war profits, or excess profits taxes imposed 
by any foreign country or possession of the U nited States. 

"(O SPECIAL RULE FOR PURGING DISTRIBUTIONS OF PASSrvE 
FOREIGN !NVESTMENT COMPAN!ES.-Any amount which is treated 
as a dividend under sect ion 129l (d)(2)(B) shall not be treated as 
a dividend for purposes of this section. 

"(g) REGULATIONS.-The Secretary shall prescribe such regula
tions or other guidance as may be necessary or appropriate to 
carry out the provisions of this section, including regulations for 
the treatment of United Stales shareholders owni ng stock of a 
specif.ied 10 percent owned foreign corporation through a partner
ship . . 
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(b) APPLICATION OF HOLDING PERIOD REQUTREMENT.-Sub
section (c) of section 246 is amended-

(1) by striking "or 245" in paragraph (1) and inserting 
"245, or 245A", and 

(2) by adding at the end the followi ng new paragraph: 
"(5) SPEC!Al.. RULES FOR POREIGN SOURCE POR1'ION OF DIVI· 

DE!IDS RECEIVED FROM SPECIFTED IO-PERCENT OWNED FOREIGN 
CORPORATIONS.-

"(A) 1-YEAR HOLDING PERIOD REQUIREMENT.-For pur
poses of section 245A-

"(i) paragraph ClXA) shall be applied-
"(!) by substituting '365 days' for '45 days' 

each place it appears, and 
"(II) by substituting '731-day period' for '91-

day period', and 
"(ii) paragraph (2) shall not apply. 

"(B) STATUS MUST BE M.AINTAJNED DURING HOLDING 
PERIOD.-For purposes of applying paragraph (1) with 
respect to section 245A, the taxpayer shall be treated as 
holding the stock referred to in paragraph (1) for any 
period only if-

"(i) the specifi ed 10-percent owned foreign corpora
tion referred to in section 245A(a) is a specified 10-
percent owned foreign corporation at all times during 
such period, and 

"(ii) the taxpayer is a United States shareholder 
with respect to such specified 10-percent owned foreign 
corporation at all times during such period.". 

(c) APPLICATION OF RULES GENERALLY APPLICABLE TO DEDUC
TIONS FOR DIVIDE!IDS RECEIVED.-

(1) 'I'REATI.IENT OF DIVIDENDS FROM CERTAIN CORPORA
TIONS.-Paragraph (1) of section 246(a) is amended by striking 
"and 245" and inserting "245, and 245A". 

(2) COORDINATION WITH SECTION 1059.-Subparagraph (B ) 
of section 1059(b)(2) is amended by striking "or 245" and 
inserting "245, or 245A". 
(d) COORDINATION WITH FOREIGN TAX CREDIT LIMITATION.

Subsection (b) of section 904 is amended by adding at the end 
the following new paragraph: 

"(5) TREATMENT OF DNIDE!IDS FOR WHICH DEDUCTION IS 
ALLOWED UNDER SECTION 245A.-For purposes of subsection (a), 
in the case of a domestic corporation which is a United States 
shareholder with respect to a specified 10-percent owned foreign 
corporation, such shar eholder's taxable income from sources 
without the United States (and entire taxable income) shall 
be determined without regard to--

"(A) the foreign-source portion of any dividend received 
from such foreign corporation, and 

"(B) any deductions properly a llocable or a pportioned 
to-

"(i) income (other than amounts includible under 
section 951(aX1) or 951A(a)) with respect to stock of 
such specified 10-percent owned foreign corporation, 
or 

"(ii) such s tock to the extent income with respect 
to such stock is other than amounts includible under 
section 951(a)(l) or 951A(a). 
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Any term which is used in section 245A and in this paragraph 
shall have the same meaning for purposes of this paragraph 
as when used in such section.". 
(e) CONFORMlNG AMENDMENTS.-

(1) Subsection (b) of section 951 is amended by striking 
"subpart" and inserting "title''. 

(2) Subsection (a) of section 957 is amended by striking 
"subpart" in the matter preceding paragraph (1) and inserting 
"title,,. 

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

"Sec. 245A. Deduction for roreign source-portion of dividends received by domestic 
corporations from cert.o in IO-percent owned foreign corporations.". 

(0 EFFECTIVE DATE.-The amendments made by thjs section 
sha ll apply to distributions made aft.er (and, in the case of the 
amendments made by subsection (d), deductions with respect to 
taxable year s ending after) December 31, 2017. 
SEC. 14 102. SPECIAL RULES RELATING TO SALES OR TRANSFERS 

INVOLVING SPECIFlED JO-PERCENT OWNED FOREIGN 
CORPORATIONS. 

(a) SAL.ES BY UNITED STATES PERSONS OF STOCK.-
(1) IN GENERAL.-Section 1248 is amended by redesignating 

subsection (j) as subsection (k) and by inserting after subsection 
(i) the following new subsection: 
"(j) COORDINATION WITH DIVIDENDS RECEIVED DEDUCT!OK.

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

(2) EFFECTIVE DATE.-The amendments made by this sub
section shall apply to sales or exchan ges after December 31, 
2017. 
(b) BASIS IN SPEC!FlED 10-PERCENT OWNED FOREIGN CORPORA· 

TION REDUCED BY NONTAXED P ORTION OF DIVIDEND FOR PURPOSES 
OF DETERMINlNG Loss.-

(1) IN GENERAL.--Section 961 is amended by adding at 
the end the following new subsection: 
"(d) BASIS IN SPECIFIED 10-PERCENT OWNED FOREIGN CORPORA· 

TION REDUCED BY NONTAXEO P ORTION OF DIVIDEND FOR PullPOSES 
OF DETERMINING Loss.- If a domestic corporation received a wvi
dend from a specified 10-percent owned foreign corporation (as 
defined in section 245A) in any taxable year, solely for purposes 
of determining loss on any disposition of stock of such foreign 
corporation in such taxable year or any subsequent taxable year, 
the basis of such domestic corporation in such stock shall be reduced 
(but not below zero) by the amount of any deduction allowable 
to such domestic corporation under section 245A with respect to 
such stock except to the extent such basis was reduced under 
section 1059 by reason of a dividend for whkh such a deduction 
was a llowable.". 

(2) EFFECTIVE DATE.-The amendments made by this sub
section shall apply to distributions made aft.er December 31, 
2017. 
(c) SALE BY A CFC OF A LOWER TIER CFC.-
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(1) IN GENERAL.-Section 964(e) is a mended by adding at 
the end the following new paragraph: 

"(4) COORDrNATION WITH DIVIDENDS RECEIVED DEDUC
TION.-

"(A) IN GENERAL.-lf, for any taxable year of a con
trolled foreign corporation beginning after December 31, 
2017, any amount is treated as a dividend under paragraph 
(1) by reason of a sale or exchange by the controlled foreign 
corporation of stock in another foreign corporation held 
for 1 year or more, then, notwithstanding any other provi
sion of this title-

"(i) the foreign-source portion of such dividend 
shall be treated for purposes of section 95l (a Xl )(A) 
as subpart F income of the selling controlled foreign 
corporation for such taxable year, 

"(ii) a Uni ted States shareholder with respect to 
the selling controlled foreign corporation shall include 
in gross income for the taxable year of the shareholder 
with or within which such taxable year of the controlled 
foreign corporation ends an amount equal to the share
holder's pro rata share (determined in the same 
manner as under section 951(a)(2)) of the amount 
treated as subpart F income under clause (i), and 

"(iii) the deduction under section 245A(a) shall 
be allowable to the United States shareholder with 
respect to the subpart F income included in gross 
income under clause (ii) in the same manner as if 
such subpa rt F income were a dividend received by 
the shareholder from the selling controlled foreign cor
poration. 
"(B) APPLICATION OF BASIS OR SIMILAR ADJUSTMENT.

For purposes of this ti t le, in the case of a sale or exchange 
by a controlled foreign corporation of stock in another for
eign corporation in a taxable year of the selling controlled 
foreign corporation beginning after December 31, 2017, 
rules similar to the rules of section 96l(d) shall apply. 

"(C) FOREIGN-SOURCE PORTION.-For purposes of this 
paragraph, the foreign-source portion of any amount 
treated as a dividend under paragraph (1) shall be deter
mined in the same manner as under section 245A(c).". 
(2) EFFECTIVE DATE.-The amendments made by this sub-

section shall apply to sales or exchanges after December 31, 
2017. 
(d) TREATMENT OF FOREIGN BRANCH LoSSES TRANSFERRED TO 

SPECIFIED 10-PERCENT OWNED FOREIGN CORPORATIONS.-
( ! ) IN GENERAL.- Part Il of subchapter B of chapter 1 

is amended by adding at the end the following new section: 

"SEC. 91. CERTAIN FOREIGN BRANCH LOSSES TRANSFERRED TO 
SPECIFIED IO-PERCENT OWNED FOREIGN CORPORATIONS. 

"(a) IN GENERAL.-lf a domestic corporation tran sfers substan
t ially all of the assets of a foreign branch (within the meaning 
of section 367(a)(3XC), as in effect before the date of the enactment 
of the Tax Cuts and Jobs Act) to a specified 10-percent owned 
foreign corporation (as defined in section 245A) with respect to 
which it is a United States shareholder after such transfer, such 
domestic corporation shall include in gross income for the taxable 
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year which includes such transfer a n amount equal to the trans
ferred loss amount with respect Lo such transfer. 

"(b) TRANSFERRED Loss A.MOUNT.- For purposes of this section, 
the term 'trans ferred loss a mount' means, with respect Lo any 
transfer of substantially a 11 of the asseLs of a foreign branch, the 
excess (if any) of-

"(l) the sum oflosses-
"(A) which were incurred by the foreign branch after 

December 31, 2017, a nd before the transfer, and 
"(B) with respect to which a deduction was allowed 

Lo the taxpayer, over 
"(2) lhe sum of-

"(A) a ny taxable income of such branch for a taxable 
year after the taxable year in which the loss was incurred 
and through the close of the taxable year of the transfer, 
and 

"(B) any amount which is recognized under section 
904(1)(3) on account of the transfer. 

"(c) REDUCTION FOR RECOGNIZED GA!NS.-The transferred loss 
amount shall be reduced (but not below zero) by the amount of 
gain recognized by the taxpayer on account of the transfer (other 
tha n amounts taken into account under subsection (b)(2)(B)). 

"(d) SOURCE OF lNCOME.- Amounts included in gross income 
under this section shall be treated as derived from sources within 
the United States. 

"(e) BASIS ADJuSTMENTS.- Consistent with such regulations or 
other guidance as the Secretary shall prescribe, proper adjustments 
shall be made in the adjusted basis of the taxpayer's stock in 
the specified 10-percent owned foreign corporation to which the 
transfer is made, and in the transferee's adjusted basis in the 
property transferred, Lo reflect amounts included in gross income 
under this section.". 

(2) CLERICAL AM.ENDMENT.- The table of sections for part 
II of subchapter B of chapter 1 is amended by adding at 
the end the following new item: 

"Sec. 91. Certain foreign branch losse1 tranaferred to apeci iied 10-perttnt owned 
roreign corporations.". 

(3) EFFECTIVE DATE.-The amendments made by this sub
section shall apply to transfers an.er December 31, 2017. 

(4) TRANSITION RULE.-The amount of gain taken into 
account under section 91(c) of the Internal Revenue Code of 
1986, as added by this subsection, shall be reduced by the 
amount of gain which would be recognized under section 
367(a)(3)(C) (determined without regard Lo the amendments 
made by subsection (e)) with respect Lo losses incurred before 
January 1, 2018. 
(e) REPEAL OF ACTIVE TRADE OR BUSINESS EXCEPTION UNDER 

SECTION 367.-
(1) IN GENERAL.-Section 367(a) is amended by striki ng 

paragraph (3) and redesignating paragraphs (4), (5), and (6) 
as paragraphs (3), (4), and (5), respectively. 

(2) CONFORMING AMENUMENTS.-Section 367(a)(4), as 
redesignated by paragraph (1), is amended-

(A) by striking "Paragraphs (2) and (3)" and inserting 
"Paragraph (2)", and 
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(B ) by striking "PARAGRAPHS (2) AND (3)" in the heading 
and inserting "PARAGRAPH <2>". 
(3) EFFECTIVE DATE.- The amendments made by this sub

section shell apply to transfers aft.er December 31, 2017. 

SEC. 14103. TREATMENT OF DEFERRED FOREIGN INCOME UPON 
TRANSITION TO PARTICCPATION EXEMPTION SYSTEM OF 
TAXATION. 

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

"SEC. 965. TREATMENT OF DEFER.RED FOREIGN INCOME UPON 
TRANSITTON TO PAllTJCCPATION EXEMPTION SYSTEM OF 
TAXATION. 

"(a) TREATMENT OF DEFERRED F OREIGN 1'1COME AS SUBPART 
F l NCOME.-ln the case of the last. taxable year of a deferred 
foreign income corporation which begins before January 1, 2018, 
the subpart F income of such foreign corporation (as otherwise 
determined for such taxable year under section 952) shall be 
increased by the greater of-

"( I ) the accumulated post-1986 deferred foreign income 
of such corporation determined as of November 2, 2017, or 

"(2) the accumulated post-1986 deferred foreign income 
of such corporation determined as of December 31, 2017. 
"(b) REDUCTION lN AMOUNTS INCLUDED IN GROSS INCOME OF 

UNITED STATES SHAREHOLDERS OF SPEClFJED FOREIGN CORPORA
TIONS WITH DEFICITS lN EARNlNGS ANO PROFITS.-

"( ! ) IN GENERAL.-ln the case of a taxpayer which is a 
United St.ates shareholder with respect to at least one deferred 
foreign income corporation and at least one E&P deficit foreign 
corporation, the amount. which would (but for this subsection) 
be taken into account. under section 951(aXl) by reason of 
subsection (a ) as such United St.ates shareholder's pro rat.a 
share of the subrart. F income of each deferred fo reign income 
corporation shal be reduced by the amount of such United 
States shareholder's aggregate foreign E&P deficit which is 
allocated under paragraph (2) to such deferred foreign income 
corporation. 

"(2) ALLocATION OF AGGREGATE FOREIGN E&P DEFICIT.
The aggregate foreign E&P deficit. of any United St.ates share
holder shall be a llocated among the deferred foreign income 
corporations of such United St.at.es shareholder in an amount 
which bears the same proportion to such aggregate as-

"(A) such United Slat.es shareholder's pro rat.a share 
of the accumulated post-1986 deferred foreign income of 
each such deferred foreign income corporation, bears to 

"(Bl the aggregate of such United St.ates shareholder's 
pro rats share of the accu mulated post-1986 deferred for
eign income of all deferred foreign income corporations 
of such United Stat.es shareholder. 
"(3) DEFINITIONS RELATED TO E&P DEFICITS.-For purposes 

of this subsection-
"(A) AGGREGATE FOREIGN E&P DEFICIT.-

"(i) IN GENERAL.- The term 'aggregate foreign E&P 
deficit.' means, with respect to any United Stat.es share
holder, the lesser of-

"(I) the aggregate of such shareholder's pro 
rat.a shares of the specified E&P deficits of the 
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E&P deficit foreign corporations of such share
holder, or 

"(II) the amount determined under paragraph 
C2XB). 
"(ii) ALLOCATION OF DEFICIT.-lf the amount 

described in clause (iXIIJ is less than the amount 
described in clause (i)(I), then the shareholder shall 
designate, in such form and manner as the Secretary 
det.ernrines-

"(l ) the amount of the specified E&P deficit 
which is to be taken into account for each E&P 
deficit corporation with respect to the taxpayer, 
and 

"(II) in the case of an E&P deficit corporation 
which has a qualified deficit (as defined in section 
952), the port ion (if any) of the deficit taken into 
account under subclause (I) which is attributable 
to a qua lified deficit, including the qualifi ed activi
ties to whfoh such portion is attributable. 

"(B) E&P DEFICIT FOREIGN CORPORATION.-The term 
'E&P deficit foreign corporation' means, with respect to 
any taxpayer, any specified foreign corporation with respect 
to which such taxpayer is a United States shareholder, 
if, as of November 2, 2017-

"(i) such specified foreign corporation has a deficit 
in post-1986 earnings and profits, 

"(ii) such corporation was a specified foreign cor
poration, and 

"(iii) such taxpayer was a United States share
holder of such corporation. 
"(C) SPECIFIED E&P DEFICIT.-The t.erm 'specified E&P 

deficit' means, with r espect to any E&P deficit foreign 
corporation, the amount of the deficit referred to in 
subparagraph (B). 
"(4) TREATMENT OF EARNINGS AND PROFITS IN FUTURE 

YEARS.-
"(A) REDUCED EARNINGS AND PROFITS TREATED AS PRE

VIOUSLY TAXED INCOME WHEN DISTRrBUTED.-For purposes 
of applying section 959 in any taxable year beginning with 
the taxable year described in subsection (a), with respect 
to any Unit.ed Stat.es shareholder of a deferred foreign 
income corpora tion, an amount equal to such shareholder's 
reduction under paragraph (1) which is allocated to such 
deferred foreign income corporation under this subsection 
shall be treated as an amount which was included in the 
gross income of such United States shareholder under sec
tion 95 l (a). 

"(B) E&P DEFICITS.-For purposes of this title, with 
r espect to a ny taxable year beginning with the taxable 
year described in subsection (a). a United States share
holder's pro rata sha re of the earnings and profi ts of any 
E&P deficit foreign corporation under this subsection shall 
be increased by the amount of the specified E&P deficit 
of such corporation taken into account by such shareholder 
under paragraph (1). and, for purposes of section 952, such 
increase shall be attributable to the same activity to which 
the deficit so taken into account was attributable. 
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"(5) NEIT!NG AMONG UNITED STATES SHAREHOL.DERS IN 
SAME AFFlUATED GROUP.-

"(A) IN GENERAL.-ln the case of any affiliated group 
which includes at least one E&P net surplus shareholder 
and one E&P net deficit shareholder, the amount which 
would (but for this paragraph) be taken into account under 
section 951(a )(l) by reason of subsection (a) by each such 
E&P net surplus shareholder shall be reduced (but not 
below zero) by such shareholder's applicable share of the 
affiliated group's aggregate unused E&P deficit. 

"(B) E&P NET SURPLUS SHAREHO!..DER.-For purposes 
of this paragraph, the term 'E&P net surplus shareholder' 
means any U nited States shareholder which would (deter
mined without regard to this paragraph) take into account 
an amount greater than zero under section 951(aX1) by 
reason of subsection (a). 

"(C) E&P NET DEFICIT SHAREHOLDER.-For purposes 
of this paragraph, the term 'E&P net deficit shareholder' 
means any United States shareholder if-

"(i) the aggregate foreign E&P deficit with respect 
to such shareholder (as defined in paragraph (3)(A) 
without regard to clause (i)(Il) thereof), exceeds 

"(ii) the amount which would (but for this sub
section) be taken into account by such shareholder 
under section 951(a)(l) by reason of subsection (a). 
"(D ) AGGREGATE UNUSED E&P DEFICIT.-For purposes 

of this paragraph-
"(i) IN GENERAL.-The term 'aggregate unused 

E&P deficit' means, with respect to any affiliated 
group, the lesser of-

"(I) the sum of the excesses described in 
subparagraph (C), determined with respect to each 
E&P net deficit shareholder in such group, or 

"(II) the amount determined under subpara
graph CE)(ii). 
"(ii) REDUCTION WITH RESPECT TO E&P NET DEFICIT 

SHAREHO!..DERS WHICH ARE NOT WHOLLY OWNED BY THE 
AFFILIATED GROUP.-lf the group ownership percentage 
of any E&P net deficit shareholder is less than 100 
percent, the amount of the excess descr ibed in subpara
graph (C) which is taken into account under clause 
(iXI) with respect to such E&P net deficit shareholder 
shall be such group ownership percentage of such 
amount. 
"(E) APPLICABLE SHARE.-For purposes of this para

graph, the term 'applicable share' means, with respect to 
any E&P net surplus shareholder in any affiliated group, 
the amount which bears the same proportion to such 
group's aggregate unused E&P deficit as-

"(i) the product of-
"(I) such shareholder's group ownership 

percentage, multiplied by 
"(II) the amount which would (but for this 

paragraph) be taken into account under section 
95l (a)(l) by reason of subsection (a) by such share
holder, bears to 
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"(ii) the aggregate amount determined under 
clause (i) with respect to all E&P net surplus share
holders in such grou p. 
"(F) GROUP OWNERSHIP PERCENTAGE.-For purposes of 

this paragraph, the term 'group ownership percentage' 
means, with respect to any United States shareholder in 
any affiliated group, the percentage of the value of the 
stock of such United States shareholder which is held 
by other includible corporations in such a ffiliated group. 
Notwithstanding the preceding sentence, the group owner
shi p percentage of the common parent of the affiliated 
group is 100 percent. Any term used in this subparagraph 
which is aJso used in section 1504 shall have the same 
meaning as when used in such section. 

"(c) APPLICATION OF PARTlCIPATION ExEMPTION TO INCLUDED 
INCOME.-

"( ! ) IN GENERAL.- Io the case of a United States share
holder of a deferred foreign income corporation, there shall 
be aJlowed as a deduction for the taxable year in which an 
amount is included in the gross income of such Uni ted St.ates 
shar eholder under section 95l(a)(l ) by reason of this section 
an amount equal to the sum of-

"(A) the United States shareholder's 8 percent rate 
equivalent percentage of the excess ( i.f any) of-

"(i) the amount so included as gross income, over 
"(ii) the amount of such United States share

holder's aggregate foreign cash position, plus 
"(B) the United States shareholder's 15.5 percent rate 

equivalent percentage of so much of the amount described 
in subparagraph (A){ii) as does not exceed the amount 
described in subparagraph (A)(i). 
"(2) 8 AND 15.5 PERCENT RATE EQUNALENT PERCENTAGES.

For purposes of this subsection-
"(A) 8 PERCENT RATE EQUNALENT PERCENTAGE.-The 

term '8 percent ra te equivalent percentage' means, with 
respect to any United States shareholder fo r any taxable 
year, the percentage which would result in the amount 
to which such percentage applies being subject to a 8 
percent rate of tax determined by only taking into account 
a deduction equal to such percentage of such amount and 
the highest rate of tax specified in section 11 for such 
taxable year. Io the case of any taxable year of a United 
States shareholder to which section 15 applies, the highest 
rate of tax under section 11 before the effective date of 
the change in rates and the highest rate of tax under 
section 11 a fter the effective date of such change shall 
each be taken into account under the preceding sentence 
in the same proportions as the port ion of such taxable 
year which is before and an.er such effective date, respec
tively. 

"(B) 15.5 PERCENT RATE EQUfVALENT PERCENTAGE.
The term '15.5 percent rate equivalent percen tage' means, 
with respect to any United States shareholder fo r any 
taxable year, the percentage determined under subpara
graph (A) applied by substituting '15.5 percent rate of 
tax' for '8 percent rate of tax'. 
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"(3) AGGREGATE FOREIGN CASH POSmON.-For purposes of 
this subsection-

"(A) IN GENERAL.-The term 'aggregate foreign cash 
position' means, with respect to any United States share
holder, the greater of-

"(i) the aggregate of such United States share
holder's pro rata share of the cash position of each 
specified foreign corporation of such United States 
shareholder determined as of the close of the last tax
able year of such specified foreign corporation which 
begins before January 1, 2018, or 

"(ii) one half of the sum of-
"(l ) the aggregate described in clause (i) deter

mi ned as of the close of the last taxable year 
of each such specified foreign corporation which 
ends before November 2, 2017, plus 

"(II) the aggregate described in clause (i) deter
mined as of the close of the taxable year of each 
such specified foreign corporation which precedes 
the taxable year referred to in subclause m. 

"(B) CASH POSITJON.-For purposes of this paragraph, 
the cash position of any specified foreign corporation is 
the sum of-

"(i) cash held by such foreign corporation, 
"(ii) the net accounts receivable of such foreign 

corporation, plus 
"(iii) the fair market value of the following assets 

held by such corporation: 
"(I) Personal property which is of a type that 

is actively traded and for which there is an estab
lished financial market. 

"(II) Commercial paper, certificates of deposit, 
the securities of the Federal government and of 
any State or foreign government. 

"(Ill) Any foreign currency. 
"(IV) Any obligation with a term of less than 

one year. 
"(V) Any asset which the Secretary identifies 

as being economically equivalent lo any asset 
described in Lhis subparagraph. 

"(C) NET ACCOUNTS RECEIVABLE.-For purposes of this 
paragraph, the term 'net accounts receivable' means, with 
respect to any specified foreign corporation, the excess (if 
any)of-

"(i) such corporation's accounts receivable, over 
"(ii) such corporation's accounts payable (deter

mined consistent with the rules of section 461). 
"(D ) PREVENTION OF DOUBLE COUNT!NG.-Cash posi

tions of a specified foreign corporation described in clause 
(ii), (iiiXI), or (iii)(IV) of subparagraph (B ) shall not be 
taken into account by a United States shareholder under 
subparagraph (A) to the extent that such United Stat.es 
shareholder demonstrates to the satisfaction of the Sec
retary that such amount is so taken into account by such 
United States shareholder with respect to another specified 
foreign corporation. 
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"(E ) CASH POSITIONS OF CERTAIN NON-CORPORATE ENTl
TlES TAKEN lNTO ACCOUNT.-An entity (other than a cor
poration) shall be treated as a specified foreign corporation 
of a United States shareholder for purposes of determining 
such United States shareholder's aggregate foreign cash 
position if any interest in such entity is held by a specified 
foreign corporation of such United States shareholder 
(determined after application of this subparagraph) and 
such entity would be a specified foreign corporation of 
such United States shareholder if such entity were a foreign 
corporation. 

"(F) ANTI-ABUSE.-If the Secretary determines that a 
principal purpose of any transaction was to reduce the 
aggregate foreign cash position taken into account under 
this subsection, such transaction shall be disregarded for 
purposes of this subsection. 

"(d) DEFERRED FOREIGN INCOME CORPORATION; ACCUMULATED 
POST-1986 DEFERRED FOREIGN lNCOME.-For purposes of this sec
tion-

"(1) DEFERRED FOREIGN INCOME CORPORATH'lN.-The term 
'deferred foreign income corporation' means, with respect to 
any Umted States shareholder, any specified foreign corporation 
of such United States shareholder which has accumulated post-
1986 deferred foreign income (as of the date referred to in 
para~aph (1) or (2) of subsection (a )) greater than zero. 

'(2) ACCUMULATED POST-1986 DEFERRED FOREIGN INCOME.
The term 'accumulated post-1986 deferred foreign income' 
means the post-1986 earnings and profits except to the extent 
such earnings-

"(AJ are attributable to income of the specified foreign 
corporation which is effectively connected with the conduct 
of a trade or business within the United States and subject 
to tax under this chapter , or 

"(B) in the case of a controlled foreign corporation, 
if distributed, would be excluded from the gross income 
of a United States shareholder under section 959. 

To the extent provided in regulations or other guidance pre
scribed by the Secretary, in the case of a ny controlled foreign 
corporation which has sha reholders which are not U nited States 
shareholders, accumulated post-1986 deferred foreign income 
shall be appropriately reduced by amounts which would be 
described in subparagraph (B) if such shareholder s were United 
States shareholders. 

"(3) POST-1986 EARNINGS AND PROFITS.-The term 'post-1986 
earnings and profits' means the earnings and profits of the 
foreign corporat ion (computed in accordance with sections 
964(a) and 986, a nd by only taking into account periods when 
the foreign corporation was a specified foreign corporation) 
accumulated in taxable years beginning after December 31, 
1986, and determined-

"(A) as of the date referred to in paragraph (1) or 
(2) of subsection (a), whichever is applicable with respect 
to such foreign corporation, and 

"(B) \vithout cLiminution by reason of dividends distrib
uted during the taxable year described in subsection (a) 
other than dividends distributed to another specified for
eign corporation. 
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"(e) SPECIFIED FOREIGN CORPORATION.-
"(1) IN GENERAL.-For purposes of this section, the term 

'specified foreign corporation' means-
"(A) any controlled foreign corporation, and 
"(B) any foreign corporation with respect to which one 

or more domestic corporations is a Unjted States share
holder. 
"(2) APPLICATION TO CERTAIN FOREIGN CORPORATIONS.-For 

purposes of sections 951 and 961, a foreign corporation 
described in paragraph (l )(B) shall be treated as a controlled 
foreign corporation solely for purposes of taking into account 
the subpar t F income of such corporation under subsection 
(a) (and for purposes of applying subsection (f)). 

"(3) EXCLUSION OF PASSIVE FOREIGN INVESTMENT COMPA
NlES.-Such term shall not include any corporation whjch is 
a passive foreign investment company (as defined in section 
1297) with respect to the shareholder and which is not a 
controlled fo reign corporation. 
"(I) DETERMINATIONS OF P RO RATA SHARE.-

"(1) IN GENERAL.-For purposes of this section, the deter
mination of any United States shareholder's pro rata share 
of any amount with respect to any specified foreign corporation 
shall be determined under rules similar to the rules of section 
951(a )(2) by treating such amount i.n the same manner as 
subpart F income (and by treating such specified foreign cor
poration as a controlled foreign corporation). 

"(2) SPECIAL RULES.-The portion which is included in the 
income of a United States shareholder u nder section 95l(a)(l ) 
by reason of subsection (a) which is equal to the deduction 
allowed under subsection (c) by reason of such inclusion-

"(A) shall be treated as income exempt from tax for 
purposes of sections 705(a)(l )(B) and 1367(a )(l )(A), and 

"(B) shall not be tr eated as income exempt from tax 
for purposes of determining whether an adjustment shall 
be made to an accumulated adjustment account under sec
tion 1368(e)(l )(A). 

"(g) DISALLOWANCE OF FOREIGN TAX CREDIT, ETC.-
"(l ) IN GENERAL.- No credit shall be allowed under section 

901 for the applicable percentage of any taxes paid or accrued 
(or treated as paid or accrued) with respect to any amount 
for which a deduction is allowed under this section. 

"(2) APPLICABLE PERCENTAGE.-For purposes of th is sub
section, the term 'applicable percentage' means the amount 
(expressed as a percentage) equal to the sum of-

"(A) 0.771 multiplied by the ratio of-
"(i) the excess to which subsection (c)(l )(A) applies, 

divided by 
"(ii) the sum of such excess plus the amount to 

which subsection (c)( l ){B) applies, plus 
"(B) 0.557 m ultiplied by the ratio of-

"(i) the amount to which subsection (c){l )(B) 
applies, divided by 

"(ii) the sum described in subparagraph (A)(ii). 
"(3) DENL>.L OF DEDUCTION.-No deduction shall be allowed 

under this chapter for any tax for which credit is not allowable 
under section 901 by reason of paragraph (1) (determined by 
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treating the taxpayer as having elected the benefits of subpart 
A of part ill ofsubchapter N). 

"(4) COORDfNATION WITH SECTION 78.-With respect to the 
laxes treated as paid or accrued by a domestic corporation 
with respect to amounts which are incluilible in gross income 
of such domestic corporation by reason of this section, section 
78 shall apply only to so much of such taxes as bears the 
same proportion to the amount of such laxes as-

"(A) the excess of-
"(i ) the amounts which are includible in gross 

income of such domestic corporation by reason of this 
section, over 

"(ii) the deduction allowable under subsection (c) 
with respect to such amounts, bears to 
" (B ) such amounts. 

"(h) ELECTION TO PAY LIABILITY IN lNSTALLMENTS.-
"(l ) IN GENERAL.-ln the case of a United States share

holder of a deferred foreign income corporation, such United 
States shareholder may elect to pay the net tax liability under 
this section in 8 installments of the following amounts: 

"(A) 8 percent of the net tax liability in the case of 
each of the first 5 of such installments, 

"(B) 15 percent of the net lax liability in the case 
of the 6th such installment, 

"(C) 20 percent of the net tax liability in the case 
of the 7th such installment, and 

"(D) 25 percen t of the net lax liability in the case 
of the 8th such installment. 
"(2) DATE FOR PAYMENT OF INSTAL.l.MENTS.-If an election 

is made under paragraph (1), the fi rst installment shall be 
paid on the due date (determined without regard to any exten
sion of time for filing the return) for the return of tax for 
the taxable year described in subsection (a) and each succeeiling 
installment shall be paid on the due date (as so determined) 
for the return of tax for the taxable year following the taxable 
year with respect to which the preceding installment was made. 

"(3) ACCELERATION OF PAYMENT.- If there is an addition 
to tax for failur e to timely pay a ny installment r equired under 
this subsection, a liquidation or sale of substantially all the 
a ssets of the taxpayer (incluiling in a title 11 or similar case), 
a cessation of business by the taxpayer, or a ny similar cir
cumstance, then the unpaid portion of all remaining install
ments shall be due on the date of such event (or in the case 
of a title 11 or similar case, the day before the petition is 
filed). The preceding sentence shall not a pply to the sale of 
substantially all the assets of a taxpayer to a buyer if such 
buyer enters into an agreement with the Secretary under which 
such buyer is liable for the remaining installments due under 
this subsection in the same manner as if such buyer were 
the laxpayer. 

"(4) PRORATION OF DEFICI ENCY TO LNSTAL.l.MENTS.- lf an 
election is made under paragraph (1) to pay the net lax liability 
under this section in installments and a deficiency has been 
assessed with respect to such net tax liability, the deficiency 
shall be prorated to the installments payable under pa ragraph 
(1). The par l of the deficiency so prorated to a ny installment 
lhe date for payment of which has not arrived shall be collected 
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at the same l ime as, and as a part of, such installment. The 
part of the deficiency so prorated to any installment the date 
for payment of which has arrived shall he paid upon notice 
a nd demand from the Secretary. This subsection shall not apply 
if the deficiency is due to negligence, to intentional disregard 
of rules and regulations, or to fraud with intent to evade 
lax. 

"(5) ELECTION.- Any election under paragraph (1) shall 
be made not lat.er than the due date for the return of I.ax 
for the taxable year described in subsection (a ) and shall be 
made in such manner as the Secretary shall provide. 

"(6) NET TAX LIABILITY UNDER THJS SECTION.- For purposes 
of this subsection-

"(A) IN GENERAL.-The net tax liability under this sec
tion with respect to any United States shareholder is the 
excess (if any) of-

"(i ) such taxpayer's net income tax for the taxable 
year in which an amount is included in the gross 
income of such United States shareholder under section 
95l (a X 1) by reason of this section, over 

"(ii) such taxpayer's net income tax for such tax
able year det.ermined-

"(l) without regard to this section, and 
"(II) without regard to any income or deduction 

properly attributable to a dividend received by 
such United States shareholder from any deferred 
foreign income corporation. 

"(B) NET INCOME TAX.- The term 'net income tax' 
means the regular tax liability reduced by the credits 
allowed under subparts A, B, and D of part IV of subchapter 
A. 

"(i) SPECIAL RULES FORS CORPORATION SHAREHOLDERS.-
"( ! ) IN GENERAl .. - ln the case of any S corporation which 

is a Unjted St.ates shareholder of a deferred foreign income 
corporation, each shareholder of such S corporation may elect 
to defer payment of such shareholder's net tax liability under 
this section with respect to such S corporation until the share
holder's taxable year which includes the triggering event with 
respect to such liability. Any net I.ax liability payment of which 
is deferred under the preceding sentence shall be assessed 
on the return of lax as an a ddition to lax in the shareholder's 
taxable year which includes such triggering event. 

"(2) TnIGGERJNG EVENT.-
"(A) IN GENERAL.- In the case of any shareholder's 

net tax liabilily under this section with respect to any 
S corporation, the triggering event with respect to such 
liability is whichever of the following occurs first: 

"(i) Such corporation ceases to be an S corporation 
(determined as of the first day of the first taxable 
year that such corporation is not an S corporat ion). 

"(ii) A liquidation or sale of substantially all the 
assets of such S corporation (including in a title 11 
or similar case), a cessation of business by such S 
corporation, such S corporation ceases to exist, or any 
similar circumstance. 
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"(iii) A transfer of any share of s tock in such 
S corporation by the taxpayer (including by reason 
of death, or otherwise). 
"(B) PARTIAL TRANSFERS OF STOCK.- In the case of 

a transfer of less than all of the taxpayer's shares of stock 
in the S corporation, such transfer shall only be a triggering 
event with respect to so much of the taxpayer's net tax 
liability under this section with respect to such S corpora
tion as is properly allocable to such stock. 

"(C) TRANSFER OF LIABrLrTY.-A transfer described in 
clause (iii) of subparagraph (A) shall not be treated as 
a triggering event if the transferee enters into an agree
ment with the Secretary under which such transferee is 
liable for net tax liability with respect to such stock in 
the same manner as if such transferee were the taxpayer. 
"(3) NET TAX LIABLUTY.- A shareholder's net tax liability 

under this section with respect to any S corporation is the 
net tax liability under this section which would be determined 
under subsection (h)(6) if the only subpart F income taken 
into account by such shareholder by reason of this section 
were allocations from such S corporation. 

"(4) ELECTION TO PAY DEFERRED LIABLUTY £N rNSTALlr 
MENTS.-In the case of a taxpayer which elects to defer payment 
under paragraph (1)-

"(A) subsection (h) shall be applied separately with 
respect to the liability to which such election applies, 

"(B) an election under subsection (h) with respect to 
such liability shall be treated as timely made if made 
not later than the due date for the return of tax for the 
taxable year in which the triggering event with respect 
to such liability occurs, 

"(C) the first installment under subsection (h) with 
respect to such liability shall be paid not later than such 
due date (but determined without regard to any extension 
of time for filing the return), and 

"(D) if the triggering event with respect to any net 
tax ]jability is described in paragraph (2XA)(ii), an election 
under subsection (h) with respect to such liability may 
be made only with the consent of the Secretary. 
"(5) JOINT AND SEVERAL L!ABIL!TY OF S CORPORATION.

If a ny shareholder of a n S corporation elects to defer payment 
under paragraph (1), such S corporation shall be jointly and 
severally liable for such payment and any penalty, addition 
to tax, or additional amount attributable thereto. 

"(6) EXTENSION OF LIMITATION ON COLLECTION.-Any 
limitation on the time period for the collection of a liability 
deferred under this subsection shall not be treated as beginning 
before the date of the triggering event with respect to such 
liability. 

"(7) ANNUAL REPORTING OF NET TAX LIAB!L!TY.-
"(A) IN GENERAL.-Any shareholder of an S corporation 

which makes an election under paragraph (1) shall report 
the amount of such shareholder's deferred net tax liability 
on such shareholder's return of tax for the taxable year 
for which such election is made and on the return of 
tax for each taxable year thereafter until such amount 
has been fully assessed on such returns. 
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"(B) DEFERRED NET TAX l.JABILITY.-For purposes of 
t.his paragraph, the term 'deferred oet tax liability' meaos, 
with respect to any taxable year, the amouot of oet tax 
liability paymeot of which has beeo deferred under para
graph (1) and which has not beeo assessed on a return 
of tax for aoy prior taxable year. 

"(C) FAJLURE TO REPORT.-l o the case of any failure 
to report aoy amouot required to be reported under 
subparagraph (A ) with respect to any taxable year before 
the due date for the return of tax for such taxable year, 
there shall be assessed oo such return as an a ddition 
to tax 5 percent of such amouot. 
"(8) ELECTION.- Any election under paragraph (1)-

"(A) shall be made by the shareholder of the S corpora
tion not later than the due date for such shareholder's 
return of tax for the taxable year which includes the close 
of the taxable year of such S corporation in which the 
amount described in subsection (a) is taken into account, 
and 

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

"(j) REPORTING BY S CORPORATION.-Each S corporation which 
is a United States shareholder of a specified foreign corporation 
shall report in its return of tax uoder section 6037(a) the amount 
includible in its gross income for such taxable year by reason 
of this section and the amount of the deduction allowable by sub
section (c). Any copy provided to a shareholder under section 6037(b) 
shall include a statement of such shareholder's pro rats share 
of such amounts. 

"(k) ExTENSION OF LIMITATION ON AssESSMENT.-Notwith
staoding section 6501, the limitation on the time period for the 
assessment of the net Lax liability under this section (as defined 
in subsection (h X6)) shall not expire before the date that is 6 
years after the return for the taxable year described in such sub
section was filed. 

"(!) RECAPTURE FOR EXPATRL.\TED ENTITIES.-
"(l) IN GENERAL.-lf a deduction is allowed under sub

section (c) to a United States shareholder and such shareholder 
firs t becomes an expatriated entity at any time during the 
10-year period beginning on the date of the enactment of the 
Tax Cuts and Jobs Act (with respect to a surrogate foreign 
corporation which firs t becomes a surrogate foreign corporation 
during such period), then-

"(A) the tax imposed by t.his chapter shall be increased 
for the first taxable year in which such taxpayer becomes 
an ex·patriated entity by an amount equal to 35 percent 
of the amount of the deduction allowed under subsection 
(c), and 

"(B) no credi ts shall be allowed against the increase 
in tax under subparagraph (A). 
"(2) EXPATRIATED ENTITY.-For purposes of this subsection, 

the term 'expatriated entity' has the same meaning given such 
term under section 7874(aX2), except that such term shall 
not include an entity if the surrogate foreign corporation with 
respect to the entity is treated as a domestic corporation under 
sect ion 7874(b). 
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"(3) SURROGATF; f'OREIGN CORPORATION.-For purposes of 
this subsection, the term 'surrogate foreign corporation' has 
the meaning given such term in section 7874(a)(2)(B). 
"(m) SPECIAL RULES FOR UNITED STATES SHAREHOLDERS Wmc u 

ARE REAL ESTATE INVESTMENT TRUSTS.-
"(1) IN GEm;RAL.- lf a real estate investment trust is a 

United States shareholder in 1 or more deferred foreign income 
corporations--

"(A) any amount required Lo be taken into account 
under section 95l(a Xl l by reason oft.his section shall not 
be taken inLo account as gross income of the real estate 
investment trust for purposes of applying paragraphs (2) 
and (3) of section 856(c) Lo any taxable year for which 
such amount is taken inLo account under section 951(a)( l ), 
and 

"(B) if the real estate investment trust elects the 
application of this subparagraph, notwithstanding sub
section (a), any amount required to be taken into account 
under section 951(a )(l ) by reason of this section shall, 
in lieu of the taxable year in which it would otherwise 
be included in gross income (for purposes of the computa
tion of real estate investment trust taxable income under 
section 857(b)), be included in gross income as follows: 

"(i) 8 percent of such amount in the case of each 
of the taxable years in the 5-taxable year period begin
ning with the taxable year in which such amount would 
otherwise be included. 

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

"(iii) 20 percent of such amount in the case of 
the 2nd taxable year following such period. 

"(iv) 25 percent of such amount in the case of 
the 3rd taxable year following such period. 

"(2) RULES FOR 'rRUSTS ELECTING DEFERRED INCLUSION.-
"(A) ELEC'l'ION.-Any election under paragraph Cl XB) 

shall be made not later than the due date for the first 
taxable year in the 5-taxable year period described in clause 
(i) of paragraph Cl XB) and shall be mad.e in such manner 
as the Secretary shall provide. 

"(B) SPECIAL RULES.-lf an election under paragraph 
(l )(B) is in effect with respect Lo any real estate investment 
trust, the following rules shall apply: 

"(i) APPLICATION OF PARTICIPATION EXEMPTION.
For purposes of subsection (c)(l}-

"(I) the aggregate amount to which subpara
graph (A) or (B) of subsection (c)( l ) applies shall 
be determined without regard to the election, 

"(ll) each such aggregate amount shall be allo
cated to each taxable year described in paragraph 
(l )( B) in the same proportion as the amount 
included in the gross income of such United States 
shareholder under section 95l(a)(l ) by reason of 
this section is allocated to each such taxable year. 

"(Ill) No INSTALLMENT PAYMENTS.-The real 
estate investment trust may not make an election 
under subsection (g) for any taxable year described 
in parag raph (l )(B). 
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"(ii) ACCELERATION OF INCLUSION.-lf there is a 
liquidation or sale of substantially all the assets of 
the real estate investment trust (including in a title 
11 or similar case), a cessation of business by such 
trust, or any similar circumstance, then any amount 
not yet included in gross income under paragraph 
(lXB ) shall be included in gross income as of the day 
before the date of the event and the unpaid portion 
of any tax liabiHty with respect to such inclusion shall 
be due on the date of such event (or in the case of 
a title 11 or similar case, the day before the petition 
is filed). 

"(n) ELECTION NOT To APPLY NET OPERATING Loss DEDUC-
TION.-

"( l ) lN GENERAL.- lf a United States shareholder of a 
deferred foreign income corporation elects the application of 
this subsection for the taxable year described in subsection 
(a). then the amount described in paragraph (2) shall not be 
taken into accoun tr-

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

"(B) in determining the amount of taxable income for 
such taxable year which may be reduced by net operating 
loss carryovers or carrybacks to such taxable year under 
section 172. 
"(2) AMOUNT DESCRJBED.-The amount described in this 

paragraph is the sum of-
"(A) the amount required to be taken into account 

under section 95l(aXl ) by reason of this section (deter
mined afl;er the application of subsection (c)), plus 

"(B) in the case of a domestic corporation which chooses 
to have the benefi ts of subpart A of part ill of subchapter 
N for the taxable year, the taxes deemed to be paid by 
such corporation under subsections (a) and (b) of section 
960 for such taxable year with respect to the amount 
described in subparagraph (A) which are treated as a divi
dends under section 78. 
"(3) ELECTION.- Any election under this subsection shall 

be made not later than the due date (including extensions) 
for filing the return of tax for the taxable year and shall 
be made in such manner as the Secretary shall prescribe. 
"(o) REGUW\TIONS.-The Secretary shall prescribe such regula-

tions or other guidance as may be necessary or a ppropriate to 
carry out the provisions of this section, including-

"(!) regulations or other guidance to provide appropriate 
basis adjustments, and 

"(2) regulations or other guidance to prevent the avoidance 
of the purposes of this section, including through a reduction 
in earnings and profits, through changes in entity classification 
or accounting methods, or otherwise.". 
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(b) CLERICAL AMENDMENT.-The table of sections for subpart 
F of part ill of subchapter N of chapter l is amended by striking 
the item relating to section 965 and inserting the following: 

"'Sec. 965. Trealment of deferred foreign income upon transition to participauon ex· 
empuon system of taxation.". 

Subpart B-Rules R elated to Passive and Mobile 
Income 

CHAPTER I-TAXATION OF F OREIGN-DERIVED INTAN
GIBLE INCOME AND GLOBAL INTANGIBLE LOW-TAXED 
INCOME 

SEC. 14201. CURRENT YEAR INCLUSION OF GLOBAL INTANGIBLE LOW· 
TAXED INCOME BY UNITED STATES SHAREHOLDERS. 

(a) lN GENERAL-Subpart F of part ill of subchapter N of 
chapter l is amended by inserting after section 951 the following 
new section: 
"SEC. 95tA. GLOBAL INTANGIBLE LOW-TAXED INCOME INCLUDED IN 

GROSS INCOME OF UNITED STATES SHAREHOLDERS. 
"(a) IN GENERAL.-Each person who is a United States share

holder of any controlled foreign corporation for any taxable year 
of such United States shareholder shall include in gross income 
such shareholder's global intangible low-taxed income for such tax
able year. 

"(b) GLOBAL INTANGIBLE LoW·TAXED lNcoME.-For purposes 
of this section-

"(! ) IN GENERAL.-The term 'global intangible low-taxed 
income' means, with respect to any United States shareholder 
for any taxable year of such United States shareholder , the 
excess (if any) of-

"(A) such shareholder's net CFC tested income for such 
taxable year, over 

"(B) such shareholder's net deemed tangible income 
return for such taxable year. 
"(2) NET DEEMED TANGIBLE INGOME RETURN.-The term 

'net deemed tangible income return' means, with respect to 
any United States shareholder for any taxable year, the excess 
of-

"( A) 10 percent of the aggregate of such shareholder's 
pro rata share of the qualified business asset investment 
of each controlled foreign corporation with respect to which 
such shareholder is a United States shareholder for such 
taxable year (determined for each taxable year of each 
such controlled foreign corporation which ends in or with 
such taxable year of such United States shareholder), over 

"(B) the amount of interest expense taken into account 
under subsection (c)(2XAXiil in determining the share
holder's net CFC tested income for the taxable year to 
the extent the interest income attributable to such expense 
is not taken into account in determining such shareholder's 
net CFC tested income. 

"(c) NET CFC TESTED l NCOME.-For purposes of this section
"(!) lN GE.'\'ERAL.-The term 'net CFC tested income' means, 

with respect to any United States shareholder for any taxable 
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year of such United States shareholder, the excess (if any) 
of-

"( A) the aggregate of such shareholder's pro rata share 
of the tested income of each controlled foreign corporation 
with respect to which such shareholder is a United States 
shareholder for such taxable year of such United States 
shareholder (determined for each taxable year of such con
trolJed foreign corporation which ends in or with such 
taxable year of such United States shareholder), over 

"(B) the aggregate of such shareholder's pro rata share 
of the tested loss of each controlled foreign corporation 
with respect to whkh such shareholder is a United States 
shareholder for such taxable year of such United States 
shareholder (determined for each taxable year of such con
t rolled foreign corporation which ends in or with such 
taxable year of such U nited States shareholder). 
"(2) TEsTED INCOME; TESTED LOSS.-For purposes of this 

section-
"(A) TEsTED lNCOME.-The term 'tested income' means, 

with respect to any controlled foreign corporation for any 
taxable year of such controlled foreign corporation, the 
excess (if any) of-

"(i) the gross income of such corporation deter
mined without regard to-

"(l) any item of income described in section 
952(b), 

"(II) any gross income taken into account in 
determining the subpart F income of such corpora
tion, 

"(III) any gross income excluded from the for
eign base company income (as defined in section 
954) and the insurance income (as defined in sec
tion 953) of such corporation by reason of section 
954(bX4), 

"(IV) any dividend received from a related per
son (as defined in section 954(dX3)), and 

"(V) any foreign oil and gas extraction income 
(as defined in section 907(cXl )) of such corporation, 
over 
"(ii) the deductions (including taxes) properly allo

cable to such gross income under rules similar to the 
rules of section 954(b X5) (or to which such deductions 
would be allocable if there were such gross income). 
"(8 ) TESTED LOSS.-

"(i) IN GENERAL.-Tbe term 'tested loss' means, 
with respect to any controlled foreign corporation for 
any taxable year of such controlled foreign corporation, 
the excess (if any) of the amount described in subpara
graph (AXii) over the a mount described in subpara
graph (AXi). 

"(ii) COORDINATION WITH SUBPART F TO DENY 
DOUBLE BENEFIT OF LOSSES.-Section 952(cXl XA) shall 
be applied by increasing the earnings and profits of 
the controlled foreign corporation by the tested loss 
of such corporation. 

"(d) QUALIFIED BUSINESS AssET lNvEsTMENT.-For purposes 
of this section-
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"( l ) IN GENERAL.- The term 'qualified business asset invest
ment' means, with respect to any controlled fo reign corporation 
for any taxable year, the average of such corporat ion's aggregate 
adjusted bases as of the close of each quarter of such taxable 
year in specified tangible property-

"(A) used in a trade or business of the corporation, 
and 

"(B ) of a type with respect to which a deduction is 
allowable under section 167. 
"(2) SPEC!FlED TANGIBLE PROPERTY.-

"(A) IN GENERAL.-Tbe term 'specified tangible prop
erty' means, except as provided in subparagraph (B), any 
tangible property used in the production of tested income. 

"(B ) DUAL USE PROPERTY.- ln the case of property used 
both in the production of tested income and income which 
is not tested income, such property shall be treated as 
specified tangible property in the same proportion that 
the gross income described in subsection (c)(l )(A) produced 
with respect to such property bears to the total gross 
income produced with respect to such property. 
"(3) DETERM1NA1'!0N OF ADJUSTED BASIS.-For purposes of 

this subsection, notwithstanding any provision of this title (or 
any other provision of law) which is enacted after the date 
of the enactment of this section, the a djusted basis in any 
property shall be determined-

"(A) by using the alternative depreciation system under 
section 168(g), and 

"(B) by allocating the depreciation deduction with 
respect to such p1·operty ratably to each day during the 
period in the taxable year to which such depreciation 
relates. 
"(3) PARTNERSHIP PROPERTY.-For purposes of this sub

section, if a controlled foreign cor porat ion holds an interest 
in a partnership at the close of such taxable year of the con
trolled foreign corporation, such controlled foreign corporation 
shall take into account under paragra ph (1) the controlled 
foreign corporation's distributive share of the aggregate of the 
partnership's adjusted bases (determined as of such date in 
the hands of the partnership) in tangible property held by 
such partnership to the extent such property-

"(A) is used in the trade or busi ness of the partners hip, 
"(B) is of a type with respect to which a deduction 

is allowable under section 167, and 
"(C ) is used in the production of tested income (deter

mined with respect to such controlled foreign corporation's 
distributive share of income with respect to such property). 

For purposes of this paragraph, the controlled foreign corpora
tion's distributive share of the adjusted basis of any property 
shall be the controlled foreign corporation's distributive share 
of income with respect to such property. 

"(4) REGULATIONS.-The Secretary shall issue such regula
tions or other guidance as the Secretary determines appropriate 
to prevent the avoidance of the purposes of this subsection, 
including regulations or other guidance whlch provide for the 
treatment of property if-

"(A) such property is transferred, or held, temporarily, 
or 
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"(B) the avoidance of the purposes of this paragraph 
is a factor in the transfer or holding of such property. 

"(e) DETERMINATION OF PRO RATA SHARE, ETC.-For purposes 
of this section-

"(1) l N GENERAL.-The pro rata shares referred to in sub
sections (h), (c)(l )(A), and (c)(l )(B), respectively, shall he deter
mined under the rules of section 951(a)(2) in the same manner 
as such section applies to subpart F income and shall he taken 
into account in the taxable year of the United States share
holder in which or with which the taxable year of the controlled 
forei~ corporation ends. 

(2) TREATMENT AS UNITED STATES SHAREHOLDER-A per
son shall he treated as a United States shareholder of a con
trolled foreign corporation for any taxable year of such person 
only if such person owns (within the meaning of section 958(a)) 
stock in such foreign corpor ation on the last day in the taxable 
year of such foreign corporation on which su ch foreign corpora
tion is a controlled foreign corporation. 

"(3) TREATMENT AS CONTROLLED FOREIGN CORPORATION.
A foreign corporation shall he treated as a controlled foreign 
corporation for any taxable year if such foreign corporation 
is a controlled foreign corporation at any time during such 
taxable year. 
"(I) TREATMENT AS SUBPART F lNCO:\fE FOR CERTAIN PuR

POSES.-
"(1) lN GE."ERAL.-

"(A) A.PPLJCATJON.-Except as proyjded in subpara
graph (B), any global intangible low-taxed income included 
in gross income under subsection (a) shall be treated in 
the same manner as an amount included u nder section 
951(a)(l )(A) for purposes of applying sections 168(h)(2)(B), 
535(b)(10), 851(b), 904(h )( l ), 959, 961 , 962, 993(a)(l)(E), 
996(1)(1), 1248(b)(l ), 1248(d)( l ), 650l(e)(l)(C), 
6654(d)(2)(D), and 6655(e)(4). 

"(B) ExCEPTJON.-The Secretary shall proyjde rules for 
the application of subparagraph (A) to other proyjsions 
of this title in any case in which the determination of 
subpart F income is required to be made at the level 
of the controlled foreign corporation. 
"(2) Al.LOcATION OF GLOBAL fNTANGCBLE LOW-TAXED INCO~!E 

TO CONTROLLED FOREIGN CORPORATIONS.- For purposes of the 
sections referred to in paragraph (1), with respect to any con
t rolled foreign corporation a ny pro rata amoun t from which 
is taken into accou nt in determining the global intangible low
taxed income included in gross income of a United States 
shareholder under subsection (a), the portion of such global 
intangible low-taxed income which is treated as being with 
respect to such controlled foreign corporation is-

"(A) in th e case of a cont rolled fo reign corporat ion 
with no tested income, zero, and 

"(B) in the case of a controlled foreign corporation 
with tested income, the portion of such global intangible 
low-taxed income which bears the same ratio to such global 
intangible low-taxed income as-

"(i) such United States shareholder's pro rata 
amount of the tested income of such controlled foreign 
corporation, bears to 
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"(ii) the aggregate amount described in subsection 
CcXl )(A) with respect to such United States share
holder.". 

(b) FOREIGN TAX CREDIT.-
(1) APPLICATION OF DEEMED PAID FOREIGN TAX CREDIT.

Section 960 is amended adding at the end the following new 
subsection: 
"(d) DEEMED PAID CREDIT FOR TAXES PROPERLY ATTRIBUTABLE 

TO TEsrED lNCOME.-
"( 1) L'I GENERAL-For purposes of subpart A of this part, 

if any amount is includible in I.he gross income of a domestic 
corporation under section 951A, such domestic corporation shall 
be deemed t.o have paid foreign income taxes equal to 80 percent 
of the product of-

"(A) such domestic corporation's inclusion percentage, 
multiplied by 

"CB) the aggregate tested foreign income truces paid 
or accrued by controlled foreign corporations. 
"(2) INCLUSION PERCENTAGE.-For purposes of paragraph 

(1), the term 'inclusion percentage' means, with respect to any 
domestic corporation, the ratio (expressed as a percentage) 
of-

"( A) such corporation's global intangible low-taxed 
income (as defined in section 951A(b)), divided by 

"(8 ) the aggregate amount described in section 
951A(cXl XA) with respect to such corporation. 
"(3) TEsrEo FOREIGN INCOME TAXES.-For purposes of para

graph (1), the term 'tested foreign income taxes' means, with 
respect to any domestic corporation whfoh is a United States 
shareholder of a controlled foreign corporation, the foreign 
income taxes paid or accrued by such foreign corporation which 
are properly attributable to the tested income of such foreign 
corporation taken into account by such domestic corporation 
under section 951A ". 

(2) APPLICATION OF FOREIGN TAX CREDIT LIMITATION.-
(A) SEPARATE BASKET FOR GLOBAL INTANGIBLE LOW· 

TAXED !NCOME.-Section 904(d )( l ) is amended by redesig
nating subparagraphs (A) and (B) as subparagraphs (B) 
and (C), respectively, a nd by inserting before subparagraph 
(B) (as so redesignated) the following new subparagraph: 

"(A) any amount includible in gross income under sec
tion 951A (other than passive category income),". 

(B) EXCLUSION FROM GENERAL CATEGORY INCOME.
Section 904(dX2XAXii) is amended by inserting "income 
described in paragraph OXA) and" before "passive category 
income". 

(C) No CARRYOVER OR CARRYBACK OF EXCESS TAXES.
Section 904(c) is amended by adding at the end the fol
lowing: "This subsection shall not apply to truces paid or 
accrued with respect to amounts described in subsection 
(d )(l )(A).". 
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(c) CLERICAL AMt~NDMENT.-The table of sections for subpart 
F of part ill of subcbapLer N of chapter 1 is amended by inserting 
after the item relating to section 951 the following new item: 

"Sec. 951A. GlobaJ intangible low~taxcd income included in gross income or United 
States shareholders.". 

(d) EFFECTIVE DATE.-The amendments made by this section 
sh all apply to taxable years of foreign corporations beginning after 
December 31, 2017, a nd to taxable years of United States share
holders in which or with which such taxable years of foreign corpora
tions end. 

SEC. 14202. DEDUCTION FOR FOREIGN·DERIVED INTANGIBLE INCOME 
AND GLOBAL INTANGIBLE LOW-TA.XED INCOME. 

(a) IN GENERAL.-Part VIIT of subchapter B of chapter 1 is 
amended by adding at the end lhe following new section: 

"SEC. 250. FOREIGN-DERIVED INTANGIBLE INCOME AND GLOBAL 
INTANGIBLE LOW-TAXED INCOME. 

"(a) /\LLOWANCE Ot' DEDUCTION.-
"(1) IN GENERAL.-In the case of a domestic corporation 

for any taxable year, there shall be allowed as a deduction 
an amount equal to the sum of-

"(A) 37.5 percent of the foreign-derived intangible 
income of such domestic corporation for such taxable year, 
plus 

"(B) 50 percent of-
"(i) lhe globa l intangible low-taxed income amount 

(if any) which is included in the gross income of such 
domestic corporation under section 951A for such tax
able year, and 

"(ii) the amount treated as a dividend received 
by such corporation under section 78 which is attrib
utable to the amount described in clause (i). 

"(2) LIMITATION BASED ON TAXABLE !NCOME.-
"(A) IN GENERAL.- If, for any taxable year-

"(i) the sum of the foreign-derived intangible 
income and the global intangible low-taxed income 
amount otherwise taken into account by the domestic 
corporation under paragraph (1), exceeds 

"(ii) the taxable income of the domestic corporation 
(determined without regard to this section), 

then the amount of the foreign-derived intangible income 
and the global intangible low-taxed income amount so 
taken into account shall be reduced as provided in subpara
graph (B). 

"(B) REDUCTION.- For purposes of subparagraph (A)-
"(i) foreign-derived intangible income shall be 

reduced by an amount which bears the same ratio 
to the excess described in subparagraph (A) as such 
foreign-derived intangible income bear s to the sum 
described in subparagraph (A)(i), a nd 

"(ii) the global intangible low-taxed income amount 
shall be reduced by the remainder of such excess. 

"(3) REDUCTION IN DEDUCTION FOR TAXABLE YEARS AFTER 
202s.- In the case of any taxable year beginning after December 
31, 2025, paragraph (1) shall be applied by substituting-
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"(A) '21.875 percent' for '37 .5 percent' in subparagraph 
(A), and 

"CB) '37.5 percent' for '50 percent' in subparagraph 
(B ). 

"(b) FOREIGN-DERIVED INTANGIBLE lNCOME.-For purposes of 
this section-

"( 1) IN GENERAL.-The foreign-derived intangible income 
of any domestic corporat ion is the amount which bears the 
same ratio to the deemed intangible income of such corporation 
as-

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

"(B) the deduction eligible income of such corporation. 
"(2) DEEMED INTANGIBLE !NCOME.-For purposes of this 

subsection-
"(A) IN GENERAL.-The term 'deemed intangible 

income' means the excess (if any) of-
"(i) the deduction eligible income of the domestic 

corporation, over 
"(ii) the deemed tangible income return of the cor

poration. 
"(B ) DEEMED TANGIBLE INCOME RETURN.-The term 

'deemed tangible income return' means, with respect to 
any corporation, an amount equal to 10 percent of the 
corporation's qualified business asset investment (as 
defined in section 951A(d), determined by substi tuting 
'deduction eligible income' for 'tested income' in paragraph 
(2) thereof and without regard to whether the corporation 
is a controlled foreign corporation). 
"(3) DEDUCTION ELIGIBLE JNCOME.-

"(A) IN GENERAL.- The term 'deduction eligible income' 
means, with respect to any domestic corporation, the excess 
(if any) of-

"(i) gross income of such corporation determined 
without regard to-

"{l) any amount included in the gross income 
of such cor poration under section 95l(a)(l), 

"(11) the global intangible low-taxed income 
included in the gross income of such corporation 
under section 951A, 

"(lll) any financial services income (a s defined 
in section 904(d)(2)(D)) of such corporation, 

"(IV) any dividend received from a corporation 
which is a controlled foreign corporation of such 
domestic corporation, 

"(V) any domestic oil and gas extraction 
income of such corporation, and 

"(VI) any foreign branch income (as defined 
in section 904(d)(2)(J)), over 
"(ii) the deductions (including taxes) properly allo

cable to such gross income. 
"CB) DOMESTIC OIL AND GAS EXTRACTION INCOME.-For 

purposes of subparagraph (A), the term 'domestic oil a nd 
gas extraction income' means income described in section 
907(c)(l ), determined by substitu ting 'within the United 
States' for 'withou t the United States'. 
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"(4) FOREIGN-DERIVED DEDUCTION ELIGIBLE INCOME.-The 
term 'foreign-derived deduclion eligible income' means, wilh 
respecl to any laxpayer for any taxable year, a ny deduction 
eligible income of such laxpayer which is derived in conneclion 
wilh-

"(A) p,roperly-
' (i) which is sold by the taxpayer to any person 

who is nol a United States person, and 
"(ii) which the laxpayer eslablishes to the satisfac

tion of lhe Secretary is for a foreign use, or 
"(Bl services provided by the laxpayer which the lax

payer establishes to the satisfaclion of the Secretary are 
provided to a ny person, or with respect to property, nol 
located within the United Slates. 
"(5) RULES RELATING TO FOREIGN USE PROPERTY OR SERV· 

ICES.-For purposes of this subsection-
"(A) FOREIGN USE.-The term 'foreign use' means any 

use, consumption, or disposition whkh is not 'vilhin the 
Uniled States. 

"(B) PROPERTY OR SERVICES PROVIDED TO DOMESTIC 
INTERMEDIARIES.-

"(i) PROPERTY.-If a taxpayer sells property to 
another person (other than a related party) for further 
manufacture or other modification within the United 
Slates, such property shall not be treated as sold for 
a foreign use even if such other person subsequently 
uses such property for a foreign use. 

"(ii) SERVJCES.-If a taxpayer provides services to 
another person (other th an a r elated party) located 
within the United Slates, such services shall not be 
treated as described in paragraph C4XBl even if such 
other person uses such services in providing services 
which are so described. 
"(C) SPECIAL RULES WITH RESPECT TO RELATED PARTY 

TRANSACTIONS.-
"(i) SALES TO RELATED PARTIES.-If property is sold 

to a related party who is not a United States person, 
such sale shall nol be treated as for a foreign use 
unless-

"(!) such property is ultimately sold by a 
related party, or used by a related party in connec
tion with property which is sold or the provision 
of services, to another person who is an unrelated 
party who is not a United Slates person, and 

"(ll) the laxpayer establishes to the satisfac
tion of the Secretary that such property is for 
a foreign use. 

For purposes of this clause, a sale of property shall 
be treated as a sale of each of the components thereof. 

"(ii) SERVICE PROVIDED TO RELATED PARTIES.-lf 
a service is provided to a related party who is not 
located in the United States, such service shall not 
be treated described in subparagraph CAXii) unless the 
laxpayer established to the satisfaction of the Secretary 
that such service is not substantially similar to services 
provided by such related party to persons located 
within the United States. 
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"(D) REL.ATED PARTY.-For purposes of this paragraph, 
the term 'related party' means any member of an affiliated 
group as defined in section 1504(a), determined-

"(i) by substituting 'more than 50 percent' for 'at 
least 80 percent' each place it appears, and 

"(ii) without regard to paragraphs (2) and (3) of 
section 1504(b). 

Any person (other than a corporation) shall be treated 
as a member of such group if such person is controlled 
by members of such group (including any entity treated 
as a member of such group by reason of this sentence) 
or controls any such member. For purposes of the preceding 
sentence, control shall be determined under the rules of 
section 954(dX3). 

"(E) Sow.-For purposes of this subsection, the terms 
'sold', 'sells', and 'sale' shall include any lease, license, 
exchange, or other disposition. 

"(c) REGULATIONS.-The Secretary shall prescribe such regula
tions or other guidance as may be necessary or appropriate to 
carry out the provisions of this section.". 

(b) CoNFORMING AMENDMENTS.-
(!) Section 172(d), as amended by this Act, is amended 

by adding at the end the following new paragraph: 
"(9) DEDUCTION FOR FOREIGN-OERNEO INTANGIBLE 

INCOME.-Tbe deduction under section 250 shall not be 
allowed.". 

(2) Section 246(bXl ) is amended-
(A) by striking "and subsection (a) and (b) of section 

245" the first place it appears and inserting ", subsection 
(a ) and (b) of section 245, and section 250", 

(Bl by striking "and subsection (a) and (b) of section 
245" the second place it appears and inserting "subsection 
(a ) and (b) of sect ion 245, a nd 250". 
(3) Section 469(iX3XFXiii) is amended by striking "and 

222" and inserting "222, and 250". 
(4) The table of sections for part VIlI of subchapter B 

of chapter 1 is amended by adding at the end the following 
new item: 

"Sec. 250 Foreign-derived intangible income and global intangible low-taxed in· 
come:. 

(c) EFFECTIVE DATE.- Tbe amendments made by this section 
shall apply to taxable years beginning after December 31, 2017. 

CHAPTER 2-0THER MODIFICATIONS OF SUBPART F 
PROVISIONS 

SEC. 142 11. ELIM1NATION OF INCLUSION OF FORE IGN BASE COMPANY 
OI L RELATED INCOME. 

(a ) REPEAL.-Subsection (a) of section 954 is amended
(!) by inserting "and" at the end of paragraph (2), 
(2) by striking the comma a t the end of paragraph (3) 

and inserting a period, and 
(3) by striking paragra ph (5). 

(b) CoNFORM1NG AMENDMENTS.-
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(1) Section 952(c)(lXBXiii) is a.mended by striking subclause 
(1) and redesignating subclauses (II} through (V) as subclauses 
(I) through (IV), respectively. 

(2) Sect.ion 954(b) is amended-
(A) by striking the second sentence of pa ragraph (4), 
(B) by striking "the foreign base company services 

income, a nd the foreign base company oil related income" 
in paragraph (5) and inserting "and the foreign base com
pany services income", and 

(C) by striking paragraph (6). 
(3) Section 954 is amended by striking subsection (g). 

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

SEC. 14212. REPEAL OF INCLUSION BASED ON WITHDRAWAL OF PRE· 
VIOUSLY EXCLUDED SUBPART F INCOME FROM QUALJ· 
PIED INVESTMENT. 

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

(b) CoNFORMING AMENDMEN'l'S.-
(lXA) Section 951(a)(1XA) is amended to read as follows: 

"(A) his pro rate share (determined under paragraph 
(2)) of the corporation's subpart F income for such year, 
and". 
(B) Section 851(b) is a.mended by striking "section 

951(aX1XAXi)" in the flush language at the end and inserting 
"section 95l(a Xl XA)". 

(C) Section 952(cXl XBXi) is amended by striking "section 
95l(aXlXAXi)" and inserting "section 95l (aXl )(A)". 

(D) Section 953(c)(l )(C) is amended by striking "section 
951CaXl XAXi)" and inserting "section 95l(a Xl XA)". 

(2) Section 95l(a) is amended by striking paragraph (3). 
(3) Section 953(dX4XBXivXIl) is a.mended by striking "or 

amounts referred to in clause (ii) or (iii) of section 95l(aXl XA)". 
(4) Section 964(b) is a.mended by striking", 955,". 
(5) Section 970 is amended by striking subsection (b). 
(6) The table of sections for subpart F of part ill of sub

cha pter N of chapter 1 is amended by striking the item relating 
to section 955. 
(c) EFFECTIVE DATE.-The amendments made by this section 

shall apply to taxable years of foreign corporations beginning after 
December 31, 2017, a nd to taxable years of United States share
holders in which or with which such taxable years of foreign corpora
tions end. 

SEC. 14.213. MODIFICATION OF STOCK A'ITRIBUTION RULES FOR 
DETER.MINING STATUS AS A CONTROLLED FOREIGN 
CORPORATION. 

(a) IN GENERAL.-Section 958(b) is amended
(1) by striking paragraph (4), and 
(2) by striking "Paragraphs (1) and (4)" in the last sentence 

and inserting "Paragraph (l )". 
(b) EFFECTIVE DATE.-The amendments made by this section 

shall apply to-
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(1) the last taxable year of foreign corporations beginning 
before J a nuary 1, 2018, and each subsequent taxable year 
of such foreign corporations, and 

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

SEC. 14214. MODIFICATION OF DEFlNlTTON OF UNITED STATES SHARE· 
HOLDER. 

(a) IN GENERAL.-Section 95l (b) is amended by inserting ", 
or 10 percent or more of the total value of shares of all classes 
of stock of such foreign corporation" after "such foreign corporation". 

(b) EFFECTIVE DATE.- The amendment made by this section 
shall apply to taxable years of foreign corporations beginning after 
December 31, 2017, and to taxable years of United States share· 
holders with or within which such taxable years of foreign corpora
tions end. 
SEC. 14215. ELlllfiNATlON OF REQU!REJ\IENT THAT CORPORATION 

MUST BE CONTROLLED FOR 30 DAYS BEFORE SUBPART 
F INCLUSIONS APPLY. 

(a) lN GENERAL.-Section 951(aX1) is amended by striking "for 
a n uninterrupted period of 30 days or more" and inserting "at 
any time". 

(b) E FFECTIVE DATE.-The amendment made by this section 
shall a pply to taxable years of foreign corporations beginning after 
December 31, 2017, and to taxable years of United States share
holders with or within which such taxable years of foreign corpora
tions end. 

CHAPTER 3-PREVENTION OF BASE EROSION 

SEC. 14221. Llllf!TATIONS ON INCOME SHIFTING THROUGH INTAN
GIBLE PROPERTY TRANSFERS. 

(a) DEFINITION OF INTANGIBLE AssET.-Section 936ChX3XB) is 
amended-

( ! ) by striking "or" at the end of clause (v), 
(2) by striking clause (vi) and inserting the fo llowing: 

"(vi) any goodwill, going concern value, or 
workforce in place (including its composition and terms 
and conditions (contractual or otherwise) of its employ
ment ); or 

"(vii) any other item the value or potential value 
of which is not attributable to tangible property or 
the ser vices of any individual.", and 

(3) by striking the flush language after clause (vii), as 
added by paragraph (2). 
(b) CLARIFICATION OF ALLOWABLE VALUATION METHODS.-

Cl) FOREIGN CORPORAT!ONS.-Section 367(d)(2) is amended 
by adding at the end the following new subparagraph: 

"(D) REGULATORY AUTHORITY.-For purposes of the last 
sentence of subparagraph (A), the Secretary shall require

"(i) the valuation of transfers of intangible prop· 
erty, including intangible property transferred with 
other eroperty Or services, OD an aggregate basis, Or 

"(it) the valuation of such a transfer on the basis 
of the realistic alternatives to such a transfer, 

if the Secretary determines that such basis is the most 
reliable means of valuation of such transfers.". 
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(2) Au.ocATION AMO:-IG TAXPAYERS.-Section 482 is 
amended by adding at Lhe end the following: "For purposes 
of this section, the Secretary shall require the valuation of 
transfers of intangible property (including intangible property 
t ransferred with other property or services) on an aggregate 
basis or the valuation of such a transfer on the basis of the 
realistic alternatives to such a transfer, if the Secretary deter
mines that such basis is the most reliable means of valuation 
of such transfers.". 
(c) EFFECTIVE DATE.-

(1) IN GENERAL.-The amendments made by this section 
shall apply to transfers in taxable years beginning al\er 
December 31, 2017. 

(2) No INFERENCE.-Nothing in the amendment made by 
subsection (a ) sha ll be construed to create any inference with 
respect to the application of section 936(h)(3) of the Internal 
Revenue Code of 1986, or the authority of the Secretary of 
the Treasury to provide regulations for such application, with 
respect to taxable years beginning before J a nuary l , 2018. 

SEC. 14222. CERTAIN RELATED PARTY AMOUNTS PAID OR ACCRUED 
IN HYBRID TRANSACTIONS OR WITH HYBRID ENTITIE . 

(a) IN GENERAL.-Part IX of subchapter B of chapter 1 is 
amended by inserting after section 267 the following: 
"SEC. 267A. CERTAIN RELATED PA.Rn' AMOUNTS PAID OR ACCRUED 

IN HYBRID TRANSACTIONS OR WITH HYBRID ENTITIE . 
"(a ) IN GENERAL.-No deduction shall be allowed under this 

chapter for any disqualified related party amount paid or accrued 
pursuant to a hybrid transaction or by, or to, a hybrid entity. 

"(b) DlSQUAUFIED RELATED PARTY AMOUNT.-For purposes of 
this section-

"( ! ) DISQUALfffED RELATED PARTY AMOUNT.-The term 'dis
qualified r elated party amount' means any interest or royalty 
paid or accrued to a related party to the extent thatr-

"(A) such amount is not included in the income of 
such related party under the tax law of the country of 
which such related party is a resident for tax purposes 
or is subject to tax, or 

"(B ) such related party is allowed a deduction with 
respect to such amount under the tax law of such country. 

Such term shall not include any payment to the extent such 
payment is included in the gross income of a United States 
shareholder under section 95l(a). 

"(2) RELATED PARTY.-The term 'related party' means a 
related person as defined in section 954(d)(3), except that such 
section shall be applied with respect to the person making 
the payment described in {>Bragraph (I) in lieu of the controlled 
foreign corporation otheTWlse referred to in su ch section. 
"(c) HYBRID TRANSACTION.- For purposes of this section, the 

term 'hybrid transaction' means any transaction, series of trans
actions, agreement, or instrument one or more payments with 
respect to which are treated a s interest or royalties for purposes 
of this chapter and which a re not so treated for purposes the 
tax law of the foreign country of which the recipient of such payment 
is resident for tax purposes or is subject to tax. 

"(d) HYBRID ENTITY.-For purposes of this section, Lhe term 
'hybrid entity' means any enti ty which is either-
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"(1) treated as fiscally transparent for purposes of this 
chapter but not so treated for purposes of the tax law of 
the foreign country of which the entity is resident for tax 
purposes or is subject to tax, or 

"(2) treated as fiscally transparent for purposes of such 
tax law but not so treated for purposes of this chapter. 
"(e) REGULATIONS.- The Secretary shall issue such regulations 

or other guidance as may be necessary or appropriate to carry 
out the purposes of this section, including regulations or other 
guidance providing for-

"(l ) rules for treating certain conduit arrangements which 
involve a hybrid transaction or a hybrid entity as subject to 
subsection (a), 

"(2) rules for the a pplication of this section to branches 
or domestic ent ities, 

"(3) rules for t reating certain structured transactions as 
subject to subsection (a), 

"(4) rules for treating a tax preference as an exclusion 
from income for purposes of applying subsection CbXl ) if such 
tax preference has the effect of reducing the generally 
applicable statutory rate by 25 percent or more, 

"(5) rules for tr eating the entire amount of interest or 
royalty paid or accrued to a related party as a disqualified 
related party amount if such amount is subject to a participa
tion exemption system or other system which provides for the 
exclusion or deduction of a substantial portion of such amount, 

"(6) rules for determining the tax residence of a foreign 
entity if the entity is otherwise considered a resident of more 
than one country or of no country, 

"(7) exceptions from subsection (a) with respect to---
"(A) cases in which the disqualified related party 

a mount is taxed under the laws of a foreign country other 
than the country of which the related party is a resident 
for tax purposes, and 

"(Bl other cases which the Secretary determines do 
not present a risk of eroding the Federal tax base, 
"(8) requirements for record keeping a nd information 

reporting in addition to any requirements imposed by section 
6038A.". 
(b) CONFORM£NG AMENDMENT.-The table of sections for part 

IX of subchapter B of chapter 1 is amended by inserting after 
the item relating to section 267 the following new item: 

"Sec, 267 A. Certain related party amounts paid or accrued in hybrid tranaactions 
or with hybrid entities.· . 

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

SEC. 14223. SHAREHOLDERS OF SURROGATE FOREIGN CORPOllATIONS 
NOT ELIGIBLE FOR REDUCED RATE ON DIVIDENDS. 

(a) lN GENERAL.-Section l(hXllXCXili) is amended-
(1) by striking "shall not include any foreign corporation" 

and inserting "shall not include--
"(l) any foreign corporation", 

(2) by striking the period at the end and inserting ", a nd", 
and 

(3) by adding at the end the following new subclause: 
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"(II) any corporation which first becomes a 
surrogate fo reign corporation (as defined in section 
7874(a)(2)(B)) after lhe date of the enactment of 
this subclause, ot.her t.han a foreign corporation 
which is treated es e domestic corporation under 
section 7874(b).". 

(b) EFFECTIVE OATE.-'l'he amendments made by this section 
shell apply to dividends received after the date of the enactment 
oflhis Act. 

Subpart C-Modifications Rela ted to Foreign Tax 
Credit System 

SEC. 14301. REPEAL OF SECTION 902 INDIRECT FOREIGN TAX CREDITS; 
DETERMlNATION OF SECTION 960 CREDIT ON CURRENT 
YEAR BASIS. 

(a ) REPEAL OF SECTION 902 lNDJRECT FOREIGN TAX CREDITS.
Subpart A of pert ill of subchepter N of chapter 1 is emended 
by striking section 902. 

(b) DETERMINATION OF SECTION 960 CREDIT ON CURRENT YEAR 
BAS1s.-Section 960, es emended by section 14201, is emended

(1) by striking subsection (c), by redesigneting subsection 
(b) as subsection (c), by striking all t.het precedes subsect ion 
(c) (as so redesigneted) e nd inserting lhe following: 

"SEC. 960. DEEMED PAID CREDIT FOR UllPART F INCLUSIONS. 
"(a) IN GENERAL.- For purposes of subpart A of this part, 

if there is included in the gross income of e domestic corporation 
any item of income under section 95l(e)(l ) with respect to any 
controlled foreign corporation with res pect to which such domestic 
corporation is a U nited St.ates shareholder, such domestic corpora
tion shall be deemed to have paid so much of such foreign corpora
tion's foreign income truces es are properly attributable to such 
item of income. 

"(b) SPECIAL RULES FOR DISTRJBUTIONS FROM PREVIOUSLY 
TAXED EARNINGS AND PROFITS.-For purposes of subpart A of I.his 
partr-

"(1) IN GENERAL.-lf any portion of e distribution from 
a controlled foreign corporation t.o e domestic corporation which 
is a United States shareholder wit.h respect to su ch controlled 
foreign corporation is excluded from gross income u nder section 
959(a), such domestic corporation shall be deemed t.o have 
paid so much of such foreign corporation's foreign income truces 
as-

"(A) ere properly attributable to such portion, and 
"(B) have not been deemed to have to been paid by 

such domestic corporation under this section for th e trucable 
year or any prior taxable year. 
"(2) TIERED CONTROLLED FOREIGN CORPORATIONS.-U sec

tion 959(b) a pplies t.o any portion of a distribution from a 
controlled fo reign corporation t.o another controlled foreign cor
poration, such controlled foreign corporat ion shall be deemed 
to have paid so much of such other controlled foreign corpora
tion's foreign income Laxes as-

"(A) are properly attributable to such portion, and 
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"(B) have not been deemed lo have been pajd by a 
domestic corporation under thjg section for the taxable 
year or any prior taxable year.", 
(2) and by adding after subsection (d) (as added by section 

14201) the following new subsections: 
"(e) FOREIGN INCOME TAXES.-The term 'foreign income taxes' 

means any income, war profits, or excess profi ts truces paid or 
accrued lo any foreign country or possession of the United States. 

"CO REGULATIONS.-The Secretary shall prescribe such regula
tions or other guidance as may be necessary or appropriate lo 
carry out the provisions ofthls section.". 

(c) CONFORMING AMENDMENTS.-
(1) Section 78 is amended lo read as follows: 

"SEC. 78. GROSS tJP FOR DEEMED PAID FOREIGN TAX CREDIT. 
"If a domestic corporation chooses lo have the benefits of sub

part A of part ill of subchapter N (relating lo foreign true crerut) 
for any trucable year, an amount equal lo the truces deemed lo 
be pejd by such corporation under subsections (a), (b), and (d) 
of section 960 (determined without regard lo the phrase '80 percent 
or in subsection (dXl ) thereof) for such taxable year shall be tr eated 
for purposes of this title (other than sections 245 and 245A) as 
a dividend received by such domestic corporation from the foreign 
corporation.". 

(2) Paragraph (4) of section 245(a) is amended lo read 
as follows: 

"(4) PosT-1986 UNDISTRIBUTED EARNINGS.-'rhe term 'post.-
1986 undistributed earnings' means the amount of the earnings 
and profits of the foreign corporation (computed in accordance 
with sections 964(a) and 986) accumulated in trucable years 
beginning after December 31, 1986--

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

"(B) without diminution by reason of ruvidends dfatrib
uted during such taxable year.". 
(3) Section 245(a )( lOXC) jg amended by striking "902, 907, 

a nd 960" and inserting "907 and 960". 
(4) Sections 535(b)(l ) a nd 545(bX l ) are each amended by 

striking "section 902(a ) or 960(a)( l)" and inserting "section 
960". 

(5) Section 814(fXl ) is amended-
(A) by striking subparagraph CB), and 
(B) by striking all that precedes "No income" and 

inserting the following: 
"(1) TREATMENT OF FOREIGN TAXES.-". 
(6) Section 865(hXl XB) is amended by striking "902, 907," 

and inserting "907". 
(7) Section 90l (a ) is amended by strikjng "sections 902 

and 960" and inserting "section 960". 
(8) Section 90l(e)(2) is amended by striking "but is not 

limited to--" and all that follows through "that portion" and 
inserting "but is not Jimjted lo that portion". 

(9) Section 901(1) is amended by striking "sections 902 
and 960" and insertin~ "section 960". 

(10) Section 90l (j)(l)(A) is amended by striking "902 or". 
(11) Section 90l(j)( l )(B) is amended by striking "sections 

902 and 960" and inserting "section 960". 
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(12) Section 901(k)(2) is amended by striking ", 902,". 
(13) Section 901(kX6) is amended by striking "902 or". 
(14) Section 901(m)(l)(B) is amended to read as follows: 

"(B) in the case of a foreign income tax paid by a 
foreign corporation, shall not be taken into account for 
purposes of section 960.". 
(15) Section 904(d)(2XE) is amended-

(A) by amending clause (i) to read as follows: 
"(i) NONCONTROLLED IO·PERCENT OWNED FOREJGN 

CORPORAT!ON.- The term 'noncontrolled 10-percent 
owned foreign corporation' means any foreign corpora
tion which is-

"(I) a specified 10-percent owned foreign cor
pora tion (as defined in section 245A(b)), or 

"(II) a passive foreign investment company (as 
defined in section 1297(a)) with respect to wlllch 
the taxpayer meets the stock ownership require
ments of section 902(a) (or, for purposes of applying 
paragraphs (3) aod (4), the requfrements of section 
902(b)). 

A controlled foreign corporation shall not be treated 
as a ooncontrolled 10-percent owned foreign corpora
tion with respect to any distribution out of its earnings 
and profits for periods during wlllch it was a controlled 
foreign corporation. Any reference to section 902 in 
tills clause shall be treated as a reference to such 
section as in effect before its repeal.", and 
(B) by striking "non-controlled section 902 corporation" 

in clause (ii) and inserting "noncontrolled 10-percent owned 
foreign corporation". 
(16) Section 904(d)(4) is amended-

(A) by striking "noocontrolled section 902 corporation" 
each place it appears and inserting "noncontrolled 10-per
cent owned foreign corporation", 

(B) by striking "NONCONTROLLED SEGTION 902 CORPORA· 
TIONS" in the heading thereof and inserting "NONCON· 
TROLLED lO·PERCENT OWNED FOREJGN CORPORATIONS". 
(17) Section 904(d)(6XA) is amended by striking "902, 907," 

a nd inserting "907". 
(18) Section 904(h)(10)(A) is amended by stroong "sections 

902, 907, and 960" and inserting "sections 907 and 960". 
(19) Section 904(k) is amended to read as follows: 

"(k) CROSS REFERENCES.-For increase of limitation under sub
section (a) for taxes paid with r espect to amounts received which 
were included in the gross income of the taxpayer for a prior 
taxable year as a United Stales shareholder with respect to a 
controlled foreign corporation, see section 960(c).". 

(20) Section 905(cX1) is amended by striking the last sen
tence. 

(21) Section 905(c)(2)(B)(i) is amended to read as follows: 
"(i) shall be taken into account for the taxable 

year to which such taxes relate, and". 
(22) Section 906(a) is amended by s triking "(or deemed, 

under section 902, paid or accrued during the taxable year)". 
(23) Section 906(b) is amended by striking paragraphs (4) 

and (5). 
(24) Section 907(b)(2XB) is amended by striking "902 or". 
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(25) Section 907(cX3XAl is amended-
(A) by striking subparagraph (A) and inserting the 

following: 
"(Al interest, Lo the extent the category of income of 

such interest is determined under section 904(dX3),", and 
(B) by striking "section 960(a)" in subparagraph (B) 

and inserting "section 960". 
(26) Section 907(cX5) is amended by striking "902 or". 
(27) Section 907(fX2XBXil is amended by striking "902 

(28) Section 908(a ) is amended by striking "902 or". 
(29) Section 909(b) is amended-

(A) by striking "section 902 corporation" in the matter 
preceding paragraph (1) and inserting "specified 10-percenL 
owned foreign corporation (as defined in section 245A(b) 
without regard Lo paragraph (2) thereof)", 

(B) by strilcing "902 or" in paragraph (1), 
(C) by striking "by such section 902 corporation" and 

all that follows in the matter following paragraph (2) and 
inserting "by such specified 10-percent owned foreign cor
poration or a domestic corporation which is a United States 
shareholder with respect to such specified 10-percent owned 
foreign corporation.", and 

( 0 ) by striking "SECTION 902 CoRPORATIONs" in the 
heading thereof and insertinj "SPECIFlED 10-PERCENT 
OWNED FOREIGN CORPORATIONS . 
(30) Section 909(d) is amended by striking paragraph (5). 
(31) Sect.ion 958(aXl ) is amended by striking "960{aX1)" 

and inserting "960". 
(32) Section 959(d) is amended by striking "Except as pro

vided in section 960(a ){3), any" a nd inserting "Any". 
(33) Sect.ion 959(e) is nmended by striking "section 960(b)" 

and inserting "section 960(c)". 
(34) Section 129l (gX2XA) is amended by striking "any dis

tribution-" and all that follows through "but only if' and 
inserting "any distribution, any withholding tax imposed with 
respect to such distribution, but only if'. 

(35) Section 1293(1) is amended by striking "and" at I.be 
end of pa ragraph (1), by striking the period al the end of 
paragraph (2) and inserting ", and", and by adding al I.be 
end the following new paragraph: 

"(3) a domestic corporation which owns (or is treated under 
section 1298<a) as owning) stock of a qualified electing fund 
shall be treated in the same manner as a United States share
holder of a controlled foreign corporation {and such qualified 
electing fund shall be treated in the same manner as such 
controlled foreign corporation) if such domestic corporation 
meets the stock ownership requirements of subsection (a) or 
(b) of section 902 (as in e ffect before its repeal) with respect 
Lo such qualified electing fund.". 

(36) Section 6038(cX1XB) is amended by striking "sections 
902 (relating to foreign tax credit for corporate stockholder 
in foreign corporation) and 960 (relating to special rules for 
foreign tax credit)" and inserting "section 960". 

(37) Section 6038(cX4) is amended by sLrilci ng subpara
graph CC). 
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(38) The t.able of sections for subpart A of part III of 
subchapter N of chapter 1 is amended by striking the item 
relating to section 902. 

(39) The table of sections for subpart F of part ill of 
subchapter N of chapter 1 is amended by striking the item 
relat ing to section 960 and inserting the following: 

·sec. 960. Deemed paid crediL for subpart F inclusions.". 

(d) EFFECTIVE DATE.-The amendments made by this section 
sha ll apply to taxable years of fo reign corporations beginning after 
December 31, 2017, and to taxable years of United States share
holders in which or with which such taxable years of foreign corpora
tions end. 
SEC. 14302. SEPARATE FOREIGN TAX CREDIT LIMITATION BASKET FOR 

FOREIGN BRANCH INCOME. 
(a) IN GENERAL.-Section 904(dX1), as amended by section 

14201, is amended by redesignating subparagraphs (BJ and (C) 
as subparagraphs (C) and (D), respectively, and by insert ing after 
subparagraph (A) the fo llowing new subparagraph: 

"(B) foreign branch income,". 
(b) FOREIGN BRANCH lNCOME.-

(1) IN GENERAL.- Section 904(dX2) is amended by inserting 
after subparagraph (I) the following new subparagraph: 

" (J ) FOREIGN Bll.ANCH J.NCOME.-
"(i) IN GENERAL.- The term 'foreign bra nch income' 

means the busin ess profits of such United States per
son which are attributable to 1 or more qualified busi
ness units (a s defined in section 989(a)) in 1 or more 
foreign countries. For purposes of the preceding sen
tence, the amount of business profits attributable to 
a qualified business unit shall be determined under 
rules established by the Secretary. 

"(ii) EXCEPTION.- Such term shall not include any 
income which is passive category income.". 

(2) CONFORMlNG AMENDMENT.-Section 904(d)(2)(AXii), as 
amended by section 14201, is amended by striki ng "income 
described in paragraph (l )(A) and" and insert ing ''income 
described in paragraph (l )(A), foreign branch income, and". 
(c) EFFECTIVE DATE.-The amendments made by thls section 

shall apply to taxable years beginning after December 31, 2017. 
SEC. 14303. SOURCE OF lNCOME FROM SALES OF INVENTORY DETER· 

MINED SOLELY ON BASIS OF PRODUCTION ACTIVITIES. 
(a) IN GENERAL.-Section 863(b) is amended by adding at the 

end the following: "Gains, profits, a nd income from the sale or 
exchange of inventory property described in paragraph (2) shall 
be allocated and apportioned between sources within a nd without 
the United States solely on the basis of the production activities 
with respect to the property.". 

(b ) EFFECTIVE DATE.-The amendment made by this section 
shall apply to taxable years beginning after December 31, 2017. 
SEC. 14304. ELECTION TO INCREASE PERCENTAGE OF DOMESTIC TAX· 

ABLE INCOME OFFSET BY OVERALL DOMESTIC LOSS 
TREATED AS FOREIGN SOURCE. 

(a) IN GENERAL.-Section 904(g) is amended by adding at the 
end the following new paragraph: 
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"(5) ELECTION TO INCREASE PERCENTAGE OF TAXABLE 
INCOME TREATED AS FOREIGN SOURCE.-

"(A) lN GENERAL.-lf any pre-2018 unused overall 
domestic loss is taken into account under paragraph (1) 
for any applicable taxable year, the taxpayer may elect 
to have such pa ragraph applied to such loss by substituting 
a percentage greater than 50 percent (but not greater than 
100 ~rcent) for 50 percent in subparagraph (B) thereof. 

(B ) PRE-2018 UNUSED OVERALL DOMESTIC LOSS.-For 
purposes of this paragraph, the term 'pre-2018 unused 
overall domestic loss' means any overall domestic Joss 
which-

"(i) arises in a qu alified taxable year beginning 
before January 1, 2018, and 

"(ii) has not been used under paragraph (1) for 
any taxable year beginning before such date. 
"(C) APPLICAllLE TAXABLE YEAR.-For purposes of this 

pa ragraph, the term 'applicable taxable year' means any 
taxable year of the taxpayer beginning after December 
31, 2017, a nd before J a nuary 1, 2028.". 

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

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

(a) IMPoSITION OF TAX.--Subchapter A of chapter 1 is amended 
by adding at the end the following new part: 

"PART VII-BASE EROSION AND ANTI-ABUSE 
TAX 

"Sec. 59A. Tax on base erosion pnyment.s of taxpayers with subst.antial gross re
ceipts. 

"SEC. 59A.. TAX ON BASE EROSION PAYMENTS OF TAXPAYERS WITH 
SUBSTANTIAL GROSS RECEIPTS. 

"(a) [MPOSITION OF TAX.-There is hereby imposed on each 
applicable taxpayer for any taxable year a tax equal to the base 
erosion minimum tax amount for the taxable year. Such tax shall 
be in addition to any other tax imposed by this subtitle. 

"(b) BASE EROSION MINIMUM TAX AlllOUNT.-For purposes of 
this section-

"(1) lN GENERAL.-Except as provided in paragraphs (2) 
and (3), the term 'base erosion minimum tax amount' means, 
with respect to any applicable taxpayer for any taxable year, 
the excess (if any) of-

"(A) an amount equal to 10 percent (5 percent in the 
case of taxable years beginning in calendar year 2018) 
of the modified taxable income of such taxpayer for the 
taxable year, over 

"(B ) an amount equal to the regular tax liability (as 
defi ned in section 26(b)) of the taxpayer for the taxable 
year, reduced (but not below zero) by the excess (if any) 
of-

"(i) the credits allowed under this chapter against 
such regular tax liability, over 
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"(ii) the sum of-
"(!) the credit allowed under section 38 for 

t.he taxable year which is properly allocable to 
the research credit determined under section 4l(e), 
plus 

"(II) Lhe portion of the applicable section 38 
credits noL in excess of 80 percent of the lesser 
of Lhc amount of such credits or the base erosion 
minimum t.ex amount (determined without regard 
Lo this subclause). 

"(2) MODIFICATIONS FOR TAXABLE YEARS BEGINNING AFTER 
2025.-ln t.he case of any taxable year beginning aft.er December 
31, 2025, paragraph (1) shell be epplied-

"(A) by substituting '12.5 percent' for '10 percent' in 
subparagraph (A) thereof, and 

"(B) by reducing (but not below zero) the regular t.ex 
Hebility (es defined in section 26(b)) for purposes of 
subparagraph (B) t.hereof by the aggregate amount of the 
credits allowed under this chapter against such regular 
tax liability rather then the excess described in such 
subparagraph. 
"(3) INCREASED RATE FOR CERTAIN BANKS AND SECURITIES 

DEALERS.-
"(A) IN GENERAL.- ln the case of e taxpayer described 

in subparagraph (B) who is an appHcable taxpayer for 
any taxable year, the percentage otherwise in effect under 
paragraphs (lXA) and (2XA) shall each be increased by 
one percentage point. 

"(B) TAXPAYER DESCRlBED.-A taxpayer is described 
in this subparagraph if such taxpayer is a member of 
an affiliated group (as defined in section 1504CaX1)) which 
includes-

"(i) a bank (as defined in section 581), or 
"(ii) a registered securities dealer under section 

15(a) of the Securities Exchange Act of 1934. 
"(4) APPLICABLE SECTION 38 CREDITS.-For purposes of para

graph O XBXiiXII), the term 'applicable section 38 credits' 
means the credjt allowed under section 38 for the taxable 
year which is properly allocable to-

"(A) the low-income housing credit determined under 
section 42(a), 

"(B) the renewable electricity production credit deter
mined under section 45(a), and 

"(C) the investment credit determined under section 
46, but only to the extent properly allocable to the energy 
credjt determined under section 48. 

"(c) MODIFIED TAXABLE INCOME.-For purposes oflhis section-
"(1) lN GEN'ERAL.-The term 'modified taxable income' 

means the taxable income of the taxpayer computed under 
this chapter for the taxable year, determined without regard 
t.o-

"(A) any base erosion t.ex benefit with respect to any 
base erosion payment, or 

"(B) the base erosion percentage of any net operating 
loss deduction allowed under section 172 for the taxable 
year. 
"(2) BAS~; EROSION TAX BENEFIT.-
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"(A) IN GENERAL.-The Lerm 'base erosion tax benefit' 
means-

"(i) any deduction described in subsection (d)( l ) 
which is allowed under this chapLer for the taxable 
year wilh respect to any base erosion payment, 

"(ii) in the case of a base erosion payment described 
in subsection (d)(2), any deduction allowed under this 
chapter for the taxable year for depreciation (or 
amortization in lieu of depreciation) with respect to 
the property acquired with such payment, 

"(iii) in the case of a base erosion payment 
described in subsection (d)(3)-

"(l) any reduction under section 803(a)( l )(B) 
in the gross amount of premiums and other consid
erat ion on insurance and a nnuity contracts for 
premiums and other consideration arising out of 
indemnity insurance, and 

"(II) any deduction under section 832(b)(4)(A) 
from the amount of gross premiums written on 
insurance contracts during the taxable year for 
premiums paid for reinsurance, and 
"(iv) in the case of a base erosion payment 

described in subsection (d)(4), any reduction in gross 
receipts with respect to such payment in computing 
gross income of the taxpayer for the taxable year for 
purposes of this chapLer. 
"(B) TAX BENEFITS DISREGARDED IF TAX WITHHELD ON 

BASE EROSION PAYMENT.-
"(i) IN GENERAL.-Except as provided in clause 

(ii), any base erosion tax benefit attributable to any 
base erosion payment--

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

"(TT) with respect to which tax has been 
deducted and withheld under section 1441 or1442, 

shall not be ta.ken into account in computing modified 
taxable income under paragraph (l)(A) or the base 
erosion percentage under paragraph (4). 

"(ii) EXCEPTION.-The amount not ta.ken into 
account in computing modified taxable income by rea
son of clause (i) shall be reduced under rules similar 
to the rules under section 163(j)(5)(B) (as in effect 
before t.he date of the enactment of the Tax Cuts and 
Jobs Act). 

"(3) SPECIAL RULES FOR DETERMlNl.NG INTEREST FOR WHICH 
DEDUCTION ALLOWED.-For purposes of applying paragraph (1), 
in the case of a taxpayer to which section 163(j) applies for 
the taxable year, the reduction in the amount of inLerest for 
which a deduction is allowed by reason of such subsection 
shall be t reated as allocable fi rst to interest paid or accrued 
to persons who are not related parties with respect to the 
taxpayer and then to such related parties. 

"(4) BASE EROSION PERCENTAGE.-For purposes of para
graph (l)(B)-

"(A) IN GENERAI...-The term 'base erosion percentage' 
means, for any taxable year, the percentage determined 
by dividing-
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"(i) the aggTegate amount of base erosion tax bene
fits of the taxpayer for the taxable year, by 

"(ii) the sum of-
"(l ) the aggregate amount of the deductions 

(including deductions described in clauses (i) and 
(ii) of paragraph (2XA)) allowable to the taxpayer 
under this chapter for the taxable year, plus 

"(Il) the base erosion tax benefits described 
in clauses (iii) and (iv) of paragraph (2XA) allow
able to the taxpayer for the taxable year. 

"(8 ) CERTAIN ITEMS NOT TAKEN INTO ACCOUNT.-The 
amount under subparagraph (AXii) shall be determined 
by not taking into account--

" (i) any deduction allowed under section 172, 245A, 
or 250 for the taxable year, 

"(ii) any deduction for amounts paid or accrued 
for services to which the exception under subsection 
(d)(5) applies, and 

"(iii) any deduction for qualified derivative pay
ments which are not treated as a base erosion payment 
by reason of subsection (h). 

"(d) BASE EROSION PAYM.ENT.- For purposes of this section-
"(!) IN GENERAL.-The term 'base erosion payment' means 

any amount paid or accrued by the taxpayer to a foreign person 
which is a related party of the taxpayer and with respect 
to which a deduction is allowable under this chapter. 

"(2) PURCHASE OF DEPRECIABLE PROPERTY.-Such term 
shall also include any amount paid or accrued by the taxpayer 
to a foreign person which is a related party of the taxpayer 
in connection with the acquisition by the taxpayer from such 
person of property of a character subject to the allowance 
for depreciation (or amortization in lieu of depreciation). 

"(3) REINSURANCE PAYMENTS.-Such term shall also include 
any premium or other consideration paid or accrued by the 
taxpayer to a foreign person which is a related party of the 
taxpayer for any reinsurance payments which are taken into 
account under sections 803(a )( l )(B) or 832(bX4XAJ. 

"(4) CERTAIN PAYMENTS TO EXPATRIATED ENTITIES.-
"(A) IN GENERAL.-Such term shall also include any 

amount paid or accrued by the taxpayer with respect to 
a person described in subparagraph (B) which results in 
a reduction of the gross receipts of the taxpayer. 

"(B) PERSON DESCRTBED.-A person is described in this 
subparagraph if such person is a-

"(i) surrogate foreign corporation which is a relat.ed 
party of the taxpayer, but only if such person first 
became a surrogate foreign corporation after November 
9, 2017, or 

"(ii) fo reign person which is a member of the same 
expanded affiliated group as the surrogate fore ign cor
poration. 
"(C) DEF!NITIONS.-For purposes of this paragraph-

"(i) SURROGATE FOREIGN CORPORATION.-The term 
'surrogate foreign corporation' has the meaning given 
such t.enn by section 7874(a)(2)(B) but does not include 
a foreign corporation treat.ed as a domestic corporation 
under section 7874(b). 
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"(ii) EXPANDED AFFILIATED GROUP.-The term 
'expanded affiliated group' has the meaning given such 
term by section 7874(cXll. 

"(5) EXCEPTION FOR CERTAJN AMOUNTS WITH RESPECT TO 
SERVJCES.-Paragraph (1) shall not apply to any amount paid 
or accrued by a taxpayer for services if-

"(A) such services are services which meet the require
ments for eligibility for use of the services cost method 
under section 482 (determined without regard to the 
requirement that the services not contribute signjficantly 
to fundamental risks of business success or failure), and 

"(B) such amount constitutes the total services cost 
with no markup component. 

"(e) APPLICABLE TAXPAYER.-For purposes of this section-
"( ! ) IN GENERAL.-The term 'applicable taxpayer' means, 

with respect to any taxable year, a taxpayer-
"( A) which is a corporation other than a regulated 

investment company, a real estate investment trust, or 
an S corporation, 

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

"(C) the base erosion percentage (as determined under 
subsection (cX4)) of which for the taxable year is 3 percent 
(2 percent in the case of a taxpayer described in subsection 
(bX3XB)) or higher. 
"(2) GROSS RECEIPTS.-

"(A) SPECIAL RULE FOR FOREIGr>; PERSONS.-ln the case 
of a foreign person the gross receipts of which a re taken 
into account for purposes of paragraph ( l )(B ), only gross 
receipts which are taken into account in determining 
income which is effectively connected with the conduct 
of a trade or business within the United States shall be 
taken into account. In the case of a taxpayer which is 
a foreign person, the preceding sentence shall not apply 
to the gross receipts of any United States person which 
are aggregated with the taxpayer's gross receipts by reason 
of paragraph (3). 

"(B) OTHER RULES MADE APPUCAllLE.-Rules similar 
to the rules of subparagraphs (B), (C), and (D) of section 
448(cX3l shall a pply in determining gross receipts for pur
poses of this section. 
"(3) AGGREGATION RULES.-AJJ persons treated as a single 

employer under subsection (a) of section 52 shall be tTeated 
as 1 person for purposes of this subsection and subsection 
(cX4), except that in applying section 1563 for purposes of 
section 52, the exception for foreign corporations under section 
1563(bX2XC) shall be disregarded. 
"(0 FOREIGN PERSON.-For purposes of this section, the term 

'foreign person' has the meaning given such term by section 
6038A(cX3). 

"(g) RELATED PARTY.-For purposes of this section-
"(1) IN GENERAL.-The term 'related party' means, with 

respect to any applicable taxpayer-
"(A) any 25-percent owner of the taxpayer , 
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"(B) any person who is related (within the meaning 
of section 267(b) or 707(bX1)) to the taxpayer or any 25-
percent owner of the taxpayer, and 

"(C) any other person who is related (within the 
meaning of section 482) to the taxpayer. 
"(2) 25-PERCENT OWNER.-The term '25-percent owner' 

means, with respect to any corporation, any person who owns 
at least 25 percent of-

"(A) the total voting power of all classes of stock of 
a co~ration entitled to vote, or 

(B) the total value of all classes of stock of such 
corporation. 
"(3) SECTION 318 TO APPLY.--Section 318 shall apply for 

purposes of paragraphs (1) and (2), except tha~ 
"(A) '10 percent' shall be substituted fo r '50 percent' 

in section 318(a)(2)(C), and 
"(B) subparagraphs (A), (BJ, and (C) of section 318(aX3) 

shall not be applied so as to consider a United States 
person as owning stock which is owned by a person who 
is not a United States person. 

"(h) ExCEPTION FOR CERTAIN PAYMENTS MADE IN THE ORDINARY 
COURSE OF TRADE OR BUSINESS.-For purposes of this section

"(l) IN GENERAL.- Except as provided in paragraph (3), 
any qualified derivative payment shall not be treated as a 
base erosion payment. 

"(2) QUALIFIED DERNATTVE PAYMENT.-
"(A) IN GENERAL.-The term 'qualified derivative pay

ment' means any payment made by a taxpayer pursuant 
to a derivative with respect to which the taxpayer-

"(i) recognizes gain or loss as if such derivative 
were sold for its fair market value on the last business 
day of the taxable year (and such additional times 
as required by this title or the taxpayer's method of 
accounting), 

"(ii) treats any gain or loss so recognized as ordi
nary, and 

"(iii) treats the character of all items of income, 
deduction, gain, or loss with respect to a payment 
pursuant to the derivative as ordinary. 
"(B) REPORTING REQUTRE~tENT.-No payments shall be 

treated as qualified derivative payments under subpara
graph (A) for any taxable year unless the taxpayer includes 
in the information required to be reported under section 
6038B(bX2) with respect to such taxable year such informa
tion as is necessary to identify the payments to be so 
treated and such other information as the Secretary deter
mines necessary to carry out the provisions of this sub
section. 
"(3) EXCEPTIONS FOR PAYMENTS OTHERWISE TREATED AS 

BASE EROSION PAYMENTS.-This subsection shall not apply to 
any qualified derivative payment if-

"(A) the payment would be treated as a base erosion 
payment if it were not made pursuant to a derivative, 
including any interest, royalty, or service payment, or 

"(B) in the case of a contract which has derivative 
and nonderivative components, the payment is properly 
allocable to the nonderivative component. 
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"(4) DERIVATIVE DEFLNED.-For purposes of this sub
section-

"(A) IN GENERAL.-The term 'derivative' means any 
contract (includin~ any option, forward contract, futures 
contract, short position, swap, or similar contract) the value 
of which, or any payment or other transfer with respect 
to which, is (directly or indirectly) determined by reference 
to one or more of the following: 

"(i) Any share of stock in a corporation. 
"(ii) Any evidence of indebtedness. 
"(iii) Any commodity which is actively traded. 
"(iv) Any currency. 
"(v) Any rate, price, amount, index, formula , or 

algorithm. 
Such term shall not include any item described in clauses 
(i) through (v). 

"(B) TREATMENT OF AMERICAN DEPOSlTORY RECEIPTS 
AND SIMJLAR lNSTRUMENTS.-Except as otherwise provided 
by the Secretary, for purposes of this part, American deposi
tory receipts (and similar instruments) with respect to 
shares of stock in foreign corporations shall be treated 
as shares of stock in such foreign corporations. 

"(C) ExCEPTTON FOR CERTAIN CONTRACTS.-Such term 
shall not include any insurance, annuity, or endowment 
contract issued by an insurance company to which sub
chapter L applies (or issued by any foreign corporation 
to which such subchapter would apply if such foreign cor
poration were a domestic corporation). 

"(i) REGULATIONS.-The Secretary shall prescribe such regula
tions or other guidance as may be necessary or a ppropriate to 
carry out the provisions of this section, including regulations

"(l) providing for such adjustments to the a pplication of 
this section as are necessary to prevent the avoidance of the 
purposes of this section, including through-

"(A) the use of unrelated persons, conduit transactions, 
or other intermediaries, or 

"(B) transactions or arrangements designed, in whole 
or in part-

"(i) to characterize payments otherwise subject to 
this section as payments not subject to this section, 
or 

"(ii) to substitute payments not subject to this 
section for payments otherwise subject to this section 
and 

"(2) for the application of subsection (g), including rules 
to prevent the avoidance of the exceptions under subsection 
CgX3).". 
(b) REPORTING REQUIREMENTS AND P ENALTl.ES.-

(1) IN GENERAL.-Subsection (b) of section 6038A is 
amended to read as follows: 
"(b) REQULRED OO'ORMATION.-

"( l ) IN GENERAL.- For purposes of subsection (a), the 
information descr ibed in this subsection is such information 
as the Secretary prescribes by regulations relating to-

"(A) the name, principal place of business, nature of 
business, and country or countries in which organized or 
resident, of each person which-
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"(i) is a related party to the reporting corporation, 
and 

"(ii) had a ny transact.ion with the reporting cor
poration during its taxable year, 
"(B) the manner in which the reporting corporation 

is related to each person referred to in subparagra ph (A), 
and 

"(C) transactions between the reporting corporation 
and each foreign person which is a related party to the 
reporting corporation. 
"(2 ) ADDITIONAL INFORMATION REGARDING BASE EROSION 

PAYME.NTS.-For purposes of subsection (a) and section 6038C, 
if the reporting corporation or the foreign corporation to whom 
section 6038C applies is an applicable taxpayer, the information 
described in this subsection shall include-

"(A) such information as the Secretary determines nec
essary to determine the base erosion minimum tax amount, 
base erosion payments, and base erosion tax benefits of 
the taxpayer for purposes of section 59A for the taxable 
year, and 

"(B) such other information as the Secretary deter-
mines necessary to carry out such section. 

For purposes of this paraip-aph, any term used in this para
graph which is also used m section 59A shall have the same 
meaning as when used in such section.". 

(2) INCREASE IN P•;NALTY.-Paragraphs (1) and (2) of section 
6038A(d) are each amended by striking "$10,000" and inserting 
"$25,000". 
(c) D ISA.LLOWANCE OF CREDITS AGAJNST BASE EROSION TAX.

Paragraph (2) of section 26(b) is amended by inserting after 
subparagraph (A) the following new subparagraph: 

"(B) section 59A (relating to base erosion and anti
abuse tax),". 

(d ) CoNFORMING AMENDMENTS.-
(!) The table of parts for subchapter A of chapter 1 is 

amended by adding after the item relating to part VI the 
following new item: 

"PART Vll BASE EROSlON AND M"Tl·ABUSE TAX". 

(2) Paragraph (1) of section 882(a), as amended by this 
Act, is amended by inserting "or 59A," after "section 11,". 

(3) Subparagraph (A) of section 6425(c)(l ), as amended 
by section 13001, is amended to read as follows: 

"(A) the sum of-
"( i) the tax imposed by section 11, or subchapter 

L of chapter 1, whichever is a pplicable, plus 
"(ii) the tax imposed by section 59A, over". 

(4)(A) Subparagraph (A) of section 6655(g)(l), as amended 
by sections 12001 a nd 13001, is amended by striking "plus" 
at the end of clause (i), by redesignating clause (ii) as clause 
( ii i), and by inserting all.er clause (i) the following new clause: 

"(ii) the tax imposed by section 59A, plus". 
(B) Subparagraphs (A)(i) and (B)(i) of section 6655(e)(2), 

as amended by sections 12001 end 13001, ere each amended 
by inserting "and modified taxable income" after "taxable 
income". 
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(C) Subpa ragra ph (B) of section 6655(e)(2) is amended by 
adding at the end the following new clause: 

"(iii) MODIFIED TAXABLE INCOME.-The term 'modi
fied t.axable income' has the meaning given such term 
by section 59A(c)(l).". 

(e) EFFECTrvE DATE.-The amendments made by this section 
shall apply lo base erosion payments (as defined in section 59A(d) 
of the Internal Revenue Code of 1986, as added by this section) 
paid or accrued in taxable years beginning after December 31, 
2017. 

PART ill- OTHER PROVISIONS 

SEC. 14501. RESTRICTION ON INSURANCE BUSINESS EXCEPTION TO 
PASSIVE FOREIGN INVESTMENT COMPANY RULES. 

(a) IN GE.NERAL.- Section 1297(b)(2)(B) is amended to read 
a s follows: 

"(B) derived in the active conduct of an insurance 
business by a 9_Ualifying insurance corporation (as defined 
in subsection (!)),". 

(b) QUALIFYING INSURANCE CORPORATION DEFINED.-Section 
1297 is a mended by adding at the end the following new subsection: 

"(f) QUALIFYING INSURANCE CORPORATION.-For purposes of 
subsection (b)(2)(B}-

"(l ) IN GENERAL.- The term 'qualifying insurance corpora
tion' means, with r espect to any taxable year, a fore ign corpora
t ion-

"(A) which would be subject to tax under subchapter 
L if such corporation were a domestic corporation, and 

"(B) the applicable insurance liabilities of which con
stitute more than 25 percent of its total assets, determined 
on the basis of such liabilities and assets as reported on 
the corporation's a pplicable financial s tatement for the last 
year ending with or within the taxable year. 
"(2) ALTERNATIVE FACTS AND CIRCUMSTANCES TEST FOR CER

TAIN CORPORATIONS.-If a corporation fails to qualify as a quali
fied insurance corporation under paragraph (1) solely because 
the percentage determined under paragraph (l)(B) is 25 percent 
or less, a United States person that owns stock in such corpora
tion may elect lo treat such stock as stock of a qualifying 
insurance corporation if-

"(A) the percentage so determined for the corporation 
is at least 10 percent, and 

"(B) under regulations provided by the Secretary, based 
on the applicable facts and circumstances-

' (i) the corporation is predominantly engaged in 
an insurance business, and 

"(ii ) such failure is due solely to runoff-related 
or rating-related circumstances involving such insur
ance business. 

"(3) APPLICABLE INSURANCE LL'\.BILITIES.- For purposes of 
this subsection-

"(A) IN GENERAL.-The term 'applicable insurance 
liabilit ies' means, with respect lo any life or property and 
casualty insura nce business-

"(i) loss a nd loss adjustment expenses, and 
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"(ii) reserves (other than deficiency, contingency, 
or unearned premium reserves) for life and health 
insurance risks and life and health insurance claims 
with respect to contracts providing coverage for mor
tality or morbidity risks. 
"(B ) LIMITATIONS ON AMOUNT OF LIADlLITIES.-Any 

amount determined under clause (i) or (ii) of subparagraph 
(A) shall not exceed the lesser of such amount-

"(i) as reported to the applicable insurance regu
latory body in the applicable financial statement 
described in paragraph (4XA) (or, if less, the amount 
required by applicable law or regulation), or 

"(ii) as determined under regulations prescribed 
by the Secretary. 

"(4) OTHER DEFINITIONS AND RULES.- For purposes of thjs 
subsect ion-

"(A) APPLICABLE FINANCIAL STATEMENT.-The term 
'applicable financial statement' means a statement for 
financial reporting purposes which-

"(i) is made on the basis of generally accepted 
accounting principles, 

"(ii) is made on the basis of international financial 
reporting standards, but only if there is no statement 
that meets the requirement of clause (i), or 

"(iii) except as otherwise provided by the Secretary 
in regulations, is the annual statement whlch is 
required to be filed with the applicable insurance re~
latory body, but only if there is no statement whlch 
meets the requirements of clause (i) or (ii). 
"(B) APPLICABLE INSURANCE REGULATORY BODY.-The 

term 'applicable insurance regulatory body' means, with 
respect to a ny insurance business, the entity established 
by law to license, authorize, or regulate such business 
and to which the statement described in subparagraph 
(A) is provided.". 

(c) EFFECTIVE DATE.-The amendments made by thls section 
shall apply to taxable years beginning all.er December 31, 2017. 
SEC. 14502. REPEAL OF FAIR MARKET VALUE METHOD OF INTEREST 

EXPENSE APPORTlONl\!ENT. 
(a) IN GENERAL- Paragraph (2) of section 864(e) is amended 

to read as follows: 
"(2) GROSS INCOME AND ~'AIR MARKET VALUE METHODS MAY 

NOT BE USED FOR !NTEREST.-All allocations and apportion
ments of interest expense shall be determined using the 
adjusted bases of assets rather than on the basis of the fair 
market value of the assets or gross income.". 
(b) EFFECTIVE DATE.-The amendment made by this section 

shall apply to taxable years beginning after December 31, 2017. 

TITLE II 

SEC. 2000 I . Oil.. AND GAS PROGRAJ\1. 
(a) DEFINITIONS.-In this section: 

(1) COASTAL PLAIN.-The term "Coastal Plain" means the 
area identified as the 1002 Area on the plates prepared by 
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the United St.ates Geological Survey entitled "ANWR Ma p -
Plate l " and "ANWR Map - Plate 2", dated October 24, 2017, 
and on file with the United St.ates Geological Survey and the 
Office of the Solicitor of the Department of the Interior. 

(2) SECRETARY.-The term "Secretary" means the Secretary 
of the Interior, acting through the Bureau of Land Management. 
(b) OIL AND GAS PROORAM.-

(1) IN OENERAL.-Section 1003 of the Alaska National 
Interest Lands Conservation Act (16 U.S.C. 3143) shall not 
a pply to the Coastal Plain. 

(2) ESTABLISl!l\IENT.-
(A) IN OENERAL.-The Secretary shall establish and 

administer a competitive oil and gas program for the 
leasing, development, production, and transport.ation of oil 
and gas in and from the Coast.al Plain. 

CB) PuRPOSES.-Section 303(2)(B) of the Alaska 
National Interest Lands Conservation Act (Public Law 96-
487; 94 Stal. 2390) is arnended-

(i) in clause (iii), by striking "and" at the end; 
(ii) in clause (iv), by striking the period at the 

end and inserting"; and"; and 
(iii) by adding at the end the following: 
"(v) to provide for an oil and gas program on 

the Coastal Plain.". 
(3) MANAOEMENT.-Except as otherwise provided in this 

section, the Secretary shall manage the oil and gas program 
on the Coastal Plain in a manner similar to the administration 
of lease sales under the Naval Petroleum Reserves Production 
Act of 1976 (42 U.S.C. 6501 et seq.) (including regulations). 

(4) ROYALTIES.-Notwilhstanding the Mineral Leasing Act 
(30 U.S.C. 181 el seq.), the royalty rate for leases issued pursu
ant to this section shall be 16.67 percent. 

(5 ) RECElPTS.-Notwithstanding the Mineral Leasing Act 
(30 U.S.C. 181 et seq.), of the amount of a djusted bonus, rental, 
and royalty receipts derived from the oil and gas program 
a nd operations on Federal land authorized under this section-

(A) 50 percent shall be paid to the St.ate of Alaska; 
and 

(B) the balance shall be deposited into the Treasury 
as nilscellaneous receipts. 

(c) 2 LEASE SALES WITHIN 10 YEARS.
(1) REQUIREMENT.-

(A) IN GE.'l"ERAL.-Subject to subparagraph (B), the Sec
retary shall conduct not fewer than 2 lease sales area
wide under the oil and gas program under this section 
by not later than 10 years after the date of enactment 
of this Act. 

(B) SALE ACREAGES; SCllEDULE.-
(i) ACREAGES.-The Secretary shall offer for lease 

under the oil and gas program under this section
(1) not fewer than 400,000 acres area-wide 

in each lease sale; and 
(TI) those a reas that have the highest potential 

for the discovery of hydrocarbons. 
(ii) Scm:DULE.-The Secr et.ary shall offer-
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(I) the initial lease sale under the oil and 
gas program under this section not later than 4 
years after the date of enactment of this Act; and 

(II) a second lease sale under the oil and gas 
program under this section not later than 7 years 
after the date of enactment of this Act. 

(2) RIGHTS-OF-WAY.-The Secretary shall issue any rights
of-way or easements across the Coastal Plain for the explo
ration, development, production, or transportation necessary 
to carry out this section. 

(3) SURFACE DEVELOPMENT.-ln administering this section, 
the Secretary shall authorize up U> 2,000 surface acres of Fed
eral land on the Coastal Plain to he covered by production 
and support facilities (including airstrips and any area covered 
by gravel berms or piers for support of pipelines) during the 
term of the leases under the oil and gas program under this 
section. 

SEC. 20002. LIMITATIONS ON AMOUNT OF DISTRIBUTED QUALIFIED 
OUTER CONTINENTAL SHELF REVENUES. 

Section 105(1)( 1) of the Gulf of Mexico Energy Security Act 
of 2006 (43 U.S.C. 1331 note; Public Law 109-432) is amended 
by striking "exceed $500,000,000 for each of fiscal years 2016 
through 2055." and inserting the following: "exceed-

"(A) $500,000,000 for each of fiscal years 2016 through 
2019; 

"(B) $650,000,000 for each of fiscal years 2020 and 
202l;and 

"CC) $500,000,000 for each of fiscal years 2022 through 
2055.". 

SEC. 20003. STRATEGIC PETROLEUM RESERVE DRAWDOWN AND SALE. 
(a) DRAWDOWN AND SALE.-

(1) IN GENERAL.-Notwithstanding section 161 of the 
Energy Policy and Conservation Act (42 U.S.C. 6241), except 
as provided in subsections (b) and (c), the Secretary of Energy 
shall draw down and sell from the Strategic Petroleum Reserve 
7,000,000 barrels of crude oil during the period of fiscal years 
2026 through 2027. 

(2) DEPOSIT OF AMOUNTS RECEIVED FROM SALE.-Amounts 
received from a sale under paragraph (1) shall be deposited 
in the general fund of the Treasury during the fiscal year 
in which the sale occurs. 
(b) EMERGENCY PROTECT!ON.-The Secretar y of Energy shall 

not draw down and sell crude oil under subsection (a) in a quantity 
that would limit the authority to sell petroleum products under 
subsection (h) of section 161 of the Energy Policy and Conservation 
Act (42 U.S.C. 6241) in the full quantity authorized by that sub
section. 
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(c) LlMITATION.-The Secretary of Energy shall not drawdown 
or conduct sales of crude oil under subsection (a ) after the date 
on which a total of $600,000,000 has been deposited in the general 
fund of the Treasury from sales authorized under that subsection. 

Speaker of the House of Representatives. 

Vice President of the United States and 
President of the Senate. 



Movants - .A+-t"Y\ o5 
Exhibit_--=:!.1.=-------

Atmos Energy Corporation, Kentucky/Mid-States Division 
Kentucky Jurisdiction Case No. 2017-00349 
Computation of State & Federal Income Tax 

Base Period: Twelve Months Ended December 31 , 2017 
Forecasted Test Period: Twelve Months Ended March 31, 2019 

Type of Filing:_X __ Original Updated Revised 
Workeaper Reference No(s}. 

Line Base Period 
No. Descrietion Unadjusted Adjustments 

(1) (2) 

1 Operating Income before Income Tax & Interest $ 40,525,231 $ (2,747,478) 
2 Proposed Increase (C.1, Line 10 +Line 8) 3,212,681 
3 Interest Deduction 8,070,215 1,784,399 

4 Taxable Income $ 32,455,016 $ (1 ,319,196) 

5 Composite Tax Rate (state & federal} 25.740% 

6 State & Federal Income Tax $ 8,353,921 $ {339,561} 

•Interest Expense Calculation: 
7 13 Month Average Rate Base $ 358,900,188 

8 Weighted cost of Debt 2.25% 

9 Interest Expense $ 8,070,215 

10 2018 ••Composite Tax Rate Calculation: 6.00% + 21%(100% - 6.00%) = 25.74% 
11 State Tax Rate 6.00% 
12 Federal Tax Rate 21 .00% 

13 Change In ADIT, excluding forecasted change in NOLC 
14 Required Change in NOLC 
15 
16 Total Required Change in Accumulated Deferred Income Taxes' 

Line 60; B.5 F 
Line 39/61; B.5 F 

B.1 F; B.1 B 

FR 16(8)(e) 
Schedule E (Modified) 

Witness: Waller 

Test Period 
Full~ Adjusted 

(3) 

$ 37,777,753 
3,212,681 
9,854,614 

$ 31 ,135,820 

25.740% 

$ 8,014,360 

$ 427, 151,221 

2.31% 

$ 9,854,614 

(1,282,986) 
(6,731 ,374) 

(8,014,360) 

Sched. 
Ref. 

C-2 
C.1 
• 

•• 

(1) 

B-1 

J-1 

(1) 

(1) This illustration demonstrates that earnings times the statutory income tax rate results in the 
accrual of all current and deferred income taxes, including the NOLC. 
Story Rebuttal Testimony at Pg. 26, Unes 11-13. 

Schedule E Modified 

Page 1 of1 



Atmos Energy Corporation. Kentucky/Mid-States Division 
Kentucky Jurisdiction Case No. 2017-00349 

Deferred Credits and Accumulated Deferred Income Taxes 
as of March 31 . 2019 

FR 16(8)(b)5 
Sch. B-5 F 
Witness: Waller 

Kentucky- Mid Kentucky Jurisdictional Kentucky- M Id Kentucky 
Line States Division Jurisdiction Period ending 13-Month States Division Jurisdiction Allocated 
No. Account Pertod End Allocation Allocation Balance Avera Allocation Allocation Amount 

DIVISION 09 
1 ~urn 1!1.Q-Acc1miu111t!!!! Q11t!!cr11!l l091rn11 I11x11§ s 10,404,258 100% 100% $ 10,404,258 $ 10,404,258 100% 100% $ 10,404,258 
2 
3 A~!.!al 2~~ • Accyfllyli!l!!!! Q!!f!lCI!!!l l091m11 !l!X!lli (69,070,982) 100% 100% (69,070,982) (68,034,398) 100% 100% (68,034,398) 
4 
5 8~um 2~~ • Acc!,!mUl!!t!!!! Defecr11d l091m11 T!!x11s • Ot!J11r (58,142) 100% 100% (58,142) (58, 142) 100% 100% (58,142) 
6 
7 Qlv Q~ Acc!.!OJl!l!!t!l!l Def11rr11g lrJ!<20J!! !!!X~ s (58,724,866} $ (58, 724,866} ~ (57,688,282} $ (57,688,282} 
8 
9 DIVISION 02 
10 8!<!<2YrJl 1!1.Q. 8!<!<YCD!.!1ii!t!l!l Def!lCI!l!l I0!<2ril!! Ilil!l!!li s 508,862. 755 10.35% 50.25% $ 26,466,032 $ 508,862, 755 10.35% 50.25% $ 26,466.032 
11 
12 A~!ln! 2ez • 8!<!<YCD!.!ll!t!!!! Q!l(!lCI!!d I0!<2!Ilf! Ii!!lf!§ (17,108,074) 10.35% 50.25% (889,794) (16,654,266) 10.35% 50.25% (866.1 91) 
13 
14 8~!.lr:I! 2~~ • 8!<!<!.!Cll!.!ll!t~ Q!lt!!CI!!!l l022m11 Ii!!l!lli • Q!b!lr 27,259,100 10.35% 50.25% 1,417.750 27,259. 100 10.35% 50.25% 1,417,750 
15 
16 Qlv Q~ 8!<!<!.!myla!!!!! Q!!!!lCI!lQ 10!<2!Il!l Ii!!l!lli s 519,013,781 $ 26,993,989 s 519,467,589 s 27,017,592 
17 DIVISION 12 
18 8~Yr:I! l!!.Q. Agcym11l11t11d Q!lf!lCI!!Q l(g2m!l !!!X!l§ s 6,868 10.93% 51 .88% $ 389 s 6,868 10.93% 51 .88% $ 389 
19 
20 8~11a12ez • Agcurn111m~ Q!!f11!I11!l 1C!i2rn11 Tii!X!lli (1 4,896,582) 10.93% 51 .88% (844.771) (15,622,978) 10.93% 51 .88% (885,964) 
21 
22 A~Q!!Ol 2~ • 81<!<!.lrIJUll!t!l!l Q!!f!!CI!!!l IC!i2fll!l !i!!l!lli • Q!b!lr (298.010) 10.93% 51 .88% (16.900) (298,010) 10.93% 51 .88% (16,900) 
23 
24 Qiv Ql2 8~!.!0J!.!li!l!ld Defiur~ la!<2rn11 Ii!!l!lli s (15,187,724} ~ (881,282} $ (15,914, 120} ~ {902,475) 
25 DIVISION 91 
26 A~!.!OI 1 !1.Q • A!<!<YOJ!.!11!!!!!! Q!lt!!CI!!Q IC!i2!Il!l !i!X!!§ s 970,543 100% 50.25% $ 487,711 $ 970,543 100% 50.25% $ 487,711 
27 
28 A~ynt Z~ · A!<!<!.!OJYll!t~ Q11(!!rr11g lnv11litm110! Ti!!I Cr!!di!li 0 100% 50.25% 0 0 100% 50.25% 0 
29 
30 A~!!Ol Z~Z • 8~!!!!.!!l!t!!!! Defecr!!!l l[g2m!! !i!X!lli (7,295,497) 100% 50.25% (3,666,087) (7,302,627) 100% 50.25% (3.669,669) 
31 
32 A~1.1ru z~ -8!<!<1.11nu1111!!!l Q!!f!la:11d lll!<2rn11 !111111§ • Q!b!lr (835,959) 100% 50.25% (420,081) (835.959) 100% 5025% (420,081) 
33 
34 Qlv ~J 8!<!<!1!!!1.!Ji!t!l!l Q§(!IC:!!d lrJ!<2!!!!! !i!X~ $ (7,180,913} ~ (3, 598,458} $ (7,168,043} ~ {3,602,039} 
35 
36 
37 Total Deferred Inc. Taxes and Investment Tax Credits $ 437,940,278 $ (36, 190,616) $ 438,697, 144 s (35.175,205} 
38 (excluding forecasted change In NOLC) 
39 Forecasted Change In NOLC (6,731,374) 
40 
41 Forecasted 13-month Average AOIT In Rate Basa 141,906,579! 
42 
43 Calculatlon of Change In NOLC 
44 (from 13-month average Base Period to 13-month average Forecasted Period 
45 Schedule 
46 Forecasted Test Period Reference 
47 
48 13-month average Rate Base B.1 F 427,151.221 
49 
50 Required Operating Income A.1 32,976,074 
51 
52 Interest Deduction E.1 9.854,614 
53 
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Line 
No. 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
66 
69 
70 
71 
72 
73 
74 
75 

Account 
Return on Equity Portion of Rate Base 

Return, grossed up for Income Tax 

Tax Expense on Return 

Change In ADIT, excluding furecasted change in NOLC 
Required Change In NOLC 

Tot•I Required Change In Accumulated Deferred Income Taxes• 

ADIT Reconciliation 
Period End ADIT, Bise Period 

13-Month Average ADIT, Forecasted Period, exci, Change in NOLC 
Change In NOLC 
Foracasted 13·month Average AOIT In Rate Base 

Total Required Change In Accumulated Deferred Income Taxes 

Atmos Energy Corporetion. Kentucky/Mld-Stetes Division 
Kentucky JurisdictJon Case No. 2017-00349 

Deferred Credits end Accumulated Deferred Income Taxes 
as of March 31 . 2019 

Per1od End 

25.74% 

25.74% 

Kentucky- Mid 
States Division 

Allocatlon 

Kentucky 
JurisdictJon 
Allocation 

line 50 - line 52 

Line 54 / (1 -tax rate) 

Line 56 x tax rate 

Line 37; B.5 B 

B.1 F; B.1 B 

B.5 B 

Line 37 
Line 39 

Line 71 - Line 67 

Jurlsdlctlonal 
Period ending 

Balance 

76 ' Because the Company Is In a NOLC position, the total change In ADIT must equal the tax expenses Included in revenue requirement 

13-Month 
Avera 

23, 121.460 

31 .135,821 

8,014,360 

(1,282,986) 
(6.731 ,374) 

(33,892,218) 

(35, 175,205) 
(6,731,374) 

(41 ,906,579) 

(8,014,360) 

Kentucky- Mid 
States Division 

AHocatlon 

Kentucky 
Jurisdiction 
Allocation 

0 

FR 16(8)(b)5 
Sch. B-5 F 
Witness: Waller 

Allocated 
Amount 
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Data: x ---

Atmos Energy Corporation , Kentucky/Mid-States Division 
Kentucky Jurisdiction Case No. 2017-00349 

Operating Income Summary 
Forecasted Test Period: Twelve Months Ended March 31 , 2019 

Base Period x Forecasted Period --
Type of Filing:_X __ Original Updated Revised 

FR 16(8)(c)1 
Schedule C-1 

WorkQaQer Reference No{s}. Witness: Waller, Martin 
Base 

Line Return at 
No. DescriQtion Current Rates 

1 Operating Revenue $ 156,713,247 

2 Operating Expenses 
3 Purchased Gas Cost 65,546,014 
4 Other 0 & M Expenses 26,961 ,891 
5 Depreciation Expense 18,849,735 
6 Taxes Other than Income 4,830,375 
7 
8 State & Federal Income Taxes 8,353,921 
9 Total Operating Expenses $ 124,541 ,937 

10 Operating Income $ 32,171 ,310 

11 Rate Base 358,900,188 

12 Rate of Return 8.96% 

Forecasted 
Return at 

Current Rates 

$ 170,729,276 $ 

78,709,117 
26,164,029 
21 ,511 ,931 

6,566,445 

7,187,416 
$ 140,138,939 $ 

$ 30,590,337 $ 

427,151,221 

7.16% 

Proposed 
Increase 

3,235,315 

16, 177 

6,458 

826,944 
849,578 

2,385,737 

Forecasted 
Return at 

ProQosed Rates 

$ 

$ 

$ 

173,964,591 

78,709,117 
26, 180,206 
21 ,511 ,931 

6,572,903 

8,014,360 
140,988,517 

32,976,074 

427, 151,221 

7.72% 

Schedule C.1 
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 *Denotes Served by Email                                         Service List for Case 2017-00349

*Honorable John N Hughes
Attorney at Law
124 West Todd Street
Frankfort, KENTUCKY  40601

*Justin M. McNeil
Office of the Attorney General Office of Rate
700 Capitol Avenue
Suite 20
Frankfort, KENTUCKY  40601-8204

*Kent Chandler
Assistant Attorney General
Office of the Attorney General Office of Rate
700 Capitol Avenue
Suite 20
Frankfort, KENTUCKY  40601-8204

*Larry Cook
Assistant Attorney General
Office of the Attorney General Office of Rate
700 Capitol Avenue
Suite 20
Frankfort, KENTUCKY  40601-8204

*Atmos Energy Corporation
3275 Highland Pointe Drive
Owensboro, KY  42303

*Mark R Hutchinson
Wilson, Hutchinson & Littlepage
611 Frederica Street
Owensboro, KENTUCKY  42301

*Rebecca W Goodman
Assistant Attorney General
Office of the Attorney General Office of Rate
700 Capitol Avenue
Suite 20
Frankfort, KENTUCKY  40601-8204

*Eric Wilen
Project Manager-Rates & Regulatory Affairs
Atmos Energy Corporation
5420 LBJ Freeway, Suite 1629
Dallas, TEXAS  75420
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