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"Sec. 450. Employer wage credit for employ­

ees who are active duty mem­
bers of the uniformed serv­
ices. n

.

(e) EFFECTIVE DATE.-The amendments
made by this section shall apply to amounts
paid after the date of the enactment of this
Act.
SEC. 12. REVISION OF TAX RULES ON EXPATRIA­

TION OF INDIVIDUALS.
(a) IN GENERAL.~Subpart A of part II of

subchapter N of chapter 1 is amended by in­
serting after section 877 the following new
section:
"SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA­

TION.
"(a) GENERAL RULEs.-For purposes of this

subtitle~

"(1) MARK TO MARKET.-Except as provided
in subsections (d) and (f), all property of a
covered expatriate to whom this section ap­
plies shall be treated as sold on the day be­
fore the expatriation date for its fair market
value.

"(2) RECOGNITION OF GAIN OR Loss.~In the
case of any sale under paragraph (1)--

"(A) notwithstanding any other provision
of this title, any gain arising from such sale
shall be taken into account for the taxable
year of the sale, and

"(B) any loss arising from such sale shall
be taken into account for the taxable year of
the sale to the extent otherwise provided by
this title. except that section 1091 shall not
apply to any such loss.
Proper adjustment shall be made in the
amount of any gain or loss subsequently re­
alized for gain or loss taken into account
under the preceding sentence.

"(3) EXCLUSION FOR CERTAIN GAIN.-
"(A) IN GENERAL.-The amount which, but

for this paragraph, would be includible in the
gross income of any individual by reason of
this section shall be reduced (but not below
zero) by $600,000. For purposes of this para­
graph, allocable expatriation gain taken into
account under subsection (f)(2) shall be
treated in the same manner as an amount re­
quired to be includible in gross income.

"(B) COST-OF-LIVING ADJUSTMENT.-
"(i) IN GENERAL.-In the case of an expa­

triation date occurring in any calendar year
after 2007, the $600,000 amount under sub­
paragraph (A) shall be increased by an
amount equal to-

"(I) such dollar amount, multiplied by
"(II) the cost-of-living adjustment deter­

mined under section l(f)(3) for such calendar
year, determined by substituting 'calendar
year 2006' for 'calendar year 1992' in subpara­
graph (B) thereof.

"(ii) ROUNDING RULES.~lf any amount after
adjustment under clause (i) is not a multiple
of $1,000, such amount shall be rounded to
the next lower multiple of $1,000.

"(4) ELECTION TO CONTINUE TO BE TAXED AS
UNITED STATES CITIZEN.-

"(A) IN GENERAL.-lf a covered expatriate
elects the application of this paragraph-

"(I) this section (other than this paragraph
and subsection (i» shall not apply to the ex­
patriate, but

"(il) in the case of property to which this
section would apply but for such election,
the expatriate shall be subject to tax under
this title in the same manner as if the indi­
vidual were a United States citizen.

"(B) REQUIREMENTS.-Subparagraph (A)
shall not apply to an individual unless the
individual-

"(I) provides security for payment of tax in
such form and manner, and in such amount,
",s the Secretary may require,

"(il) consents to the waiver of any right of
the individual under any treaty of the
United States which would preclude assess­
ment or collection of any tax which may be
imposed by reason of this paragraph, and

"(iii) complies with such other require­
ments as the Secretary may prescribe.

"(C) ELECTION.-An election under sub­
paragraph (A) shall apply to all property to
which this section would apply but for the
election and, once made, shall be irrev­
ocable. Such election shall also apply to
property the basis of which is determined in
whole or in part by reference to the property
with respect to which the election was made.

"(b) ELECTION To DEFER TAX.-
"(1) IN GENERAL.-lf the taxpayer elects the

application of this subsection with respect to
any property treated as sold by reason of
subsection (a), the payment of the additional
tax attributable to such property shall be
postponed until the due date of the return
for the taxable year in which such property
is disposed of (or, in the case of property dis­
posed of in a transaction in which gain is not
recognized in whole or in part, until such
other date as the Secretary may prescribe).

"(2) DETERMINATION OF TAX WITH RESPECT
TO PROPERTY.-For purposes of paragraph (I),
the additional tax attributable to any prop­
erty is an amount which bears the same
ratio to the additional tax imposed by this
chapter for the taxable year solely by reason
of subsection (a) as the gain taken into ac­
count under subsection (a) with respect to
such property bears to the total gain taken
into account under subsection (a) with re­
spect to all property to which subsection (a)
applies.

"(3) TERMINATION OF POSTPONEMENT.-No
tax may be postponed under this subsection
later than the due date for the return of tax
imposed by this chapter for the taxable year
which includes the date of death of the expa­
triate (or, if earlier, the time that the secu­
rity provided with respect to the property
fails to meet the requirements of paragraph
(4), unless the taxpayer corrects such failure
within the time specified by the Secretary).

"(4) SECURITY.-
"(A) IN GENERAL.-No election may be

made under paragraph (1) with respect to
any property unless adequate security is pro­
vided to the Secretary with respect to such
property.

"(B) ADEQUATE SECURITY.-For purposes of
subparagraph (A), security with respect to
any property shall be treated as adequate se­
curity If-

"(I) it is a bond in an amount equal to the
deferred tax amount under paragraph (2) for
the property, or

"(ii) the taxpayer otherwise establishes to
the satisfaction of the Secretary that the se­
curity is adequate.

"(5) WAIVER OF CERTAIN RIGHTS.-No elec­
tion may be made under paragraph (1) unless
the taxpayer consents to the waiver of any
right under any treaty of the United States
which would preclude assessment or collec­
tion of any tax imposed by reason of this sec­
tion.

"(6) ELECTIONS.-An election under para­
graph (1) shall only apply to property de­
scribed in the election and, once made, is ir­
revocable. An election may be made under
paragraph (1) with respect to an interest in a
trust with respect to which gain is required
to be recognized under subsection (f)(I).

"(7) INTEREST.-For purposes of section
6601~

"(A) the last date for the payment of tax
shall be determined without regard to the
election under this subsection, and

"(B) section 6621(a)(2) shall be applied by
substituting '5 percentage points' for '3 per­
centage points' in subparagraph (B) thereof.

"(c) COVERED EXPATRIATE.-For purposes
of this section-

"(1) IN GENERAL.-Except as provided in
paragraph (2), the term 'covered expatriate'
means an expatriate.

"(2) EXCEPTIONs.-An individual shall not
be treated as a covered expatriate if-

"(A) the individual-
"(I) became at birth a citizen of the United

States and a citizen of another country and,
as of the expatriation date, continues to be a
citizen of, and is taxed as a resident of, such
other country, and

"(11) has not been a resident of the United
States (as defined in section 7701(b)(I)(A)(ll»)
during the 5 taxable years ending with the
taxable year during which the expatriation
date occurs, or

"(B)(l) the individual's relinquishment of
United States citizenship occurs before such
individual attains age 18Y" and

"(11) the individual has been a resident of
the United States (as so defined) for not
more than 5 taxable years before the date of
relinquishment.

"(d) EXEMPT PROPERTY; SPECIAL RULES FOR
PENSION PLANS.-

"(1) EXEMPT PROPERTY.-This section shall
not apply to the following:

"(A) UNITED STATES REAL PROPERTY INTER­
ESTs.-Any United States real property in­
terest (as defined in section 897(c)(1)), other
than stock of a United States real property
holding corporation which does not, on the
day before the expatriation date, meet the
requirements of section 897(c)(2).

"(B) SPECIFIED PROPERTY.-Any property
or interest in property not described in sub­
paragraph (A) which the Secretary specifies
in regulations.

"(2) SPECIAL RULES FOR CERTAIN RETIRE­
MENT PLANS.-

"(A) IN GENERAL.-lf a covered expatriate
holds on the day before the expatriation date
any interest in a retirement plan to which
this paragraph applies-

"(I) such interest shall not be treated as
sold for purposes of subsection (a)(I), but

"(11) an amount equal to the present value
of the expatriate's nonforfeitable accrued
benefit shall be treated as having been re­
ceived by such individual on such date as a
distribution under the plan.

"(B) TREATMENT OF SUBSEQUENT DISTRIBU­
TIONs.-In the case of any distribution on or
after the expatriation date to or on behalf of
the covered expatriate from a plan from
which the expatriate was treated as receiv­
ing a distribution under subparagraph (A),
the amount otherwise includible in gross in­
come by reason of the subsequent distribu­
tion shall be reduced by the excess of the
amount includible in gross income under
subparagraph (A) over any portion of such
amount to which this subparagraph pre­
viously applied.

"(C) TREATMENT OF SUBSEQUENT DISTRIBU­
TIONS BY PLAN.-For purposes of this title, a
retirement plan to which this paragraph ap­
plies, and any person acting on the plan's be­
half, shall treat any subsequent distribution
described in subparagraph (B) in the same
manner as such distribution would be treat­
ed without regard to this paragraph.

"(D) APPLICABLE PLANS.-This paragraph
shall apply to-

"(i) any qualified retirement plan (as de­
fined in section 4974(c)),

"(ll) an eligible deferred compensation
plan (as defined in section 457(b» of an eligi­
ble employer described in section
457(e)(I)(A), and

"(lii) to the extent provided in regulations,
any foreign pension plan or similar retire­
ment arrangements or programs.

"(e) DEFINITIONs.-For purposes of this sec­
tion-

"(1) EXPATRIATE.-The term 'expatriate'
means-

"(A) any United States citizen who relin­
quishes citizenship, and

"(B) any long-term resident of the United
States who-
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