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INTRODUCTION

This document,^ prepared by the staff of the Joint
Committee on Taxation, provides a brief description of a
proposal to extend tax provisions scheduled to expire in 1991,
including a reference to the legislative background of each
provision and any related Administration budget proposal.

The Committee on Finance has scheduled a markup on the 1991
expiring tax provisions on November 25, 1991.

The first part of the document is a summary listing of tax
provisions scheduled to expire in 1991. The second part is a
description of a proposal to extend the 1991 expiring tax
provisions. The third part is a description of the
revenue-raising proposal intended to offset the revenue losses
attributable to the extension of the expiring provisions.

This document may be cited as follcws: Joint Committee on
Taxation, Description of Tax Provisior.s Expiring in 1991
{JCX-26-91), November 25, 1991.

The expiring tax provisions are a..so described in Joint
Committee on Taxation, Description of Tax Provisions Expiring in
1991 and 1992 , (JCS-2-91), February 28, 1991.

(ii)



I. SUMMARY OF TAX PROVISIONS EXPIRING IN 1991

The following tax provisions are generally scheduled to
expire after December 31, 1991, except for item (6):^

(1) Exclusion for employer-provided educational assistance
benefits (Code sec. 127);

(2) Exclusion for group legal services benefits and the tax
exemption for an organization providing group legal services as
part of a qualified group legal services plan (sees. 120 and
501{c)(20));

(3) Deduction for health insurance costs of self-employed
individuals (sec. 162(1));

(4) Tax exemption for qualified mortgage bonds and election
to issue mortgage credit certificates (sees. 143 and 25);

(5) Tax exemption for qualified small-issue manufacturing
bonds (sec. 144(a));

(6) Rules for allocation and apportionment of research
expenses (sec. 864(f) );^

41);
(7) Tax credit for qualified research expenditures (sec.

(8) Tax credit for low-income rental housing (sec. 42);

(9) Targeted jobs tax credit (sec. 51);

(10) Business energy tax credits for solar and geothermal
property (sec. 48(a));

(11) Tax credit for orphan drug clinical testing expenses
(sec. 28); and

(12) Minimum tax exception for gifts of tangible personal
property (sec. 57) .

These tax provisions, except for :tem (12), were last
extended in the Revenue Reconcil iat .cr. Act of 1990 ("1990 Act")
(Title XI of the Omnibus Budget Reconciliation Act of 1990, P.L,
101-508). Item (12) was enacted in the 1990 Act as a one-year
provision.

Expired on August 1, 1991.
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II. DESCRIPTION OF TAX PROVISIONS EXPIRING IN 1991

1. Exclusion for employer-provided educational assistance
(sec. 127 of the Code)

Present Law

An employee's gross income and wages for income and
employment tax purposes do not include amounts paid or incurred
by the employer for educational assistance provided to the
employee if such amounts are paid or incurred pursuant to an
educational assistance program that meets certain requirements
(sec. 127). This exclusion, which expires for taxable years
beginning after December 31, 1991, is limited to $5,250 of
educational assistance with respect to an individual during a
calendar year.

In the absence of the section 127 exclusion, an employee
generally would be required to include in income and wages, for
income and employment tax purposes, the value of educational
assistance provided by an employer to the employee, unless the
cost of such assistance qualified as a deductible job-related
expense of the employee.

Legislative Background

The section 127 exclusion was first established on a
temporary basis by the Revenue Act of 1978 (through 1983). It
subsequently was extended, again on a temporary basis, by Public
Law 98-611 (through 1985), by the Tax Reform Act of 1986
(through 1987), by the Technical and Miscellaneous Revenue Act
of 1988 (through 1988), by the Omnibus Budget Reconciliation Act
of 1989 (through September 30, 1990), and by the Omnibus
Reconciliation Act of 1990 (through 1991). Public Law 98-611
adopted a $5,000 annual limit on the exclusion; this limit was
subsequently raised to $5,250 in the Tax Reform Act of 1986. The
Technical and Miscellaneous Revenue Act of 1988 made the
exclusion inapplicable to graduate-level courses. The
restriction on graduate-level courses was repealed by the
Omnibus Reconciliation Act of 1990, effective for taxable years
beginning after December 31, 1990.

Description of Proposal

The exclusion from income for employer-provided educational
assistance would be extended through June 30, 1992. The
exclusion would be available with respect to amounts paid on or
before June 30, 1992.
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2. Exclusion for employer-provided group legal services; tax
exemption for qualified group legal services organizations
(sees. 120 and 501(c) (20) of the Code)

Present Law

Under present law, certain amounts contributed by an
employer to a qualified group legal services plan for an
employee (or the employee's spouse or dependents) are excluded
from the employee's gross income for income and employment tax
purposes (sec. 120). The exclusion is limited to an annual
premium value of $70.

The exclusion for group legal services benefits expires for

taxable years beginning after December 31, 1991.

In addition, present law provides tax-exempt status for an
organization the exclusive function of which is to provide legal
services or indemnification against the cost of legal services
as part of a qualified group legal services plan (sec.
501(c) (20)). The tax exemption for such an organization expires
for taxable years beginning after December 31, 1991.

Legislative Background

The section 120 exclusion and the section 501(c) (20)
exemption were enacted initially on a temporary basis by the Tax
Reform Act of 1976 (through 1981). They subsequently were
extended, again on a temporary basis, by the Economic Recovery
Act of 1981 (through 1984), Public Law 98-612 (through 1985),
the Tax Reform Act of 1986 (through 1987), the Technical and
Miscellaneous Revenue Act of 1988 (through 1988), the Omnibus
Budget Reconciliation Act of 1989 (through September 30, 1990),
and the Omnibus Reconciliation Act of 1990 (through 1991). The
Technical and Miscellaneous Revenue Act of 1988 imposed the $70
annual limit on the amount of premium that may be excluded by
the employee.

Description of Proposal

The exclusion from income for employer-provided group legal
services would be extended through June 30, 1992. The exclusion
would be available with respect to amounts paid by an employer
before July 1, 1992, for coverage under a qualified group legal
services plan for periods before July 1, 1992.

3. Deduction for health insurance costs of self-employed
individuals (sec. 162(1) of the Code)

Present Law

Under present law, an employer's contribution to a plan
providing accident or health coverage is excludable from an
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employee's income (sec. 106). No equivalent exclusion is
provided for self-employed individuals (i.e., sole proprietors
or partners in a partnership)

.

However, present law provides a deduction for 25 percent of
the amounts paid for health insurance for a taxable year on
behalf of a self-employed individual and the individual's spouse
and dependents. This deduction is allowable in calculating
adjusted gross income. The 25-percent deduction is also
available to a more than 2-percent shareholder of an S

corporation.

No deduction is allowable for any taxable year in which the
self-employed individual or eligible S corporation shareholder
is eligible to participate (on a subsidized basis) in a health
plan of an employer of the self-employed individual (or of such
individual's spouse).

The 25-percent deduction expires for taxable years
beginning after December 31, 1991.

Legislative Background

The 25-percent deduction for the health insurance costs of
self-employed individuals was enacted on a temporary basis by
the Tax Reform Act of 1986 (for taxable years beginning before
January 1, 1990). Certain technical corrections to the provision
were made by the Technical and Miscellaneous Revenue Act of
1988. The Omnibus Budget Reconciliation Act of 1989 extended the
deduction for 9 months (for taxable years beginning before
October 1, 1990) and clarified that the deduction is available
to certain S corporation shareholders. The Omnibus
Reconciliation Act of 1990 extended the deduction through 1991.

President's Budget Proposal

The President's fiscal year 1992 budget proposal would
extend for one year the 25-percent deduction for health
insurance costs of self-employed individuals.

Description o£ Proposal

The 25-percent deduction for health insurance costs of
self-employed individuals would be extended through June 30,
1992. The deduction would be available with respect to amounts
paid before July 1, 1992, for insurance coverage for periods
before July 1, 1992.

For purposes of the earned income limitation on the
deduction, the amount of earned income taken into account would
be the amount that bears the same ratio to the total amount of
earned income for the taxable year as the number of months in
the taxable year ending before July 1, 1992, bears to the total
number of months in the taxable year.
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4. Qualified mortgage bonds and mortgage credit certificates
(sees. 143 and 25 of the Code)

Present Law

Qualified mortgage bonds

Qualified mortgage bonds ("QMBs") are bonds the proceeds of

which are used (net of costs of issuance and a reasonably
required reserve fund) to finance the purchase, or qualifying
rehabilitation or improvement, of single-family, owner-occupied
residences located within the jurisdiction of the issuer of the
bonds. The QMBs must meet purchase price, income eligibility
limitations, and other restrictions.

Mortgage credit certificates

Qualified governmental units may elect to exchange
qualified mortgage bond authority for authority to issue
mortgage credit certificates (MCCs) (sec. 25). MCCs entitle
homebuyers to nonrefundable income tax credits for a specified
percentage of interest paid on mortgage loans on their principal
residences. Once issued, an MCC remains in effect as long as the
residence being financed continues to be the
certificate-recipient's principal residence. MCCs are subject to
the same targeting requirements as QMBs.

Expiration

Authority to issue QMBs and to elect to trade in QMB volume
authority to issue MCCs expires after December 31, 1991.

Legislative Background

The Mortgage Subsidy Bond Tax Act of 1980 first imposed
restrictions on the ability of State and local governments to
issue tax-exempt bonds to finance mortgage loans on
single-family, owner-occupied residences. These restrictions
included many of the rules applicable under present law.

Under the 1980 Act, the authority of State and local
governments to issue QMBs expired on December 31, 1983. The
Deficit Reduction Act of 1984 extended this authority (with
modifications) through December 31, 1987, and enacted the MCC
alternative to QMBs.

Authority to issue QMBs and the election to trade in bond
volume authority to issue MCCs were extended for one year
(through December 31, 1988) by the Tax Reform Act of 1986. The
Technical and Miscellaneous Revenue Act of 1988 extended the
authority to issue QMBs and the election to trade in bond volume
authority to issue MCCs for another year (through December 31,
1989), with substantial modifications. The Omnibus Budget
Reconciliation of 1989 extended the expiration date of this
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authority nine months (through September 30, 1990).

Authority to issue QMBs and the election to trade in bond
volume authority to issue MCCs were extended for 15 months,
(through December 31, 1991) by the Omnibus Budget Reconciliation
Act of 1990. The 1990 Act also made several modifications to the
recapture provisions. These modifications were effective as if
enacted in the Technical and Miscellaneous Revenue Act of 1988
(the Act which originally enacted the recapture provisions).

Description of Proposal

The authority of State and local governments to issue QMBs
and to elect to trade in bond volume authority to issue MCCs
would be extended through June 30, 1992.

5. Qualified small-issue manufacturing bonds (sec. 144(a) of the
Code)

Present Law

Interest on certain small issues of private activity bonds
is exempt from tax if at least 95 percent of the bond proceeds
is used to finance manufacturing facilities or certain land or
property for first-time farmers ("qualified small-issue bonds").
Qualified small-issue bonds are issues having an aggregate
authorized face amount of $1 million or less. Alternatively, the
aggregate face amount of the issue, together with the aggregate
amount of certain related capital expenditures during the
six-year period beginning three years before the date of the
issue and ending three years after that date, may not exceed $10
million. Special limits apply to these bonds for first-timem
farmers

Authority to issue qualified small-issue bonds expires
after December 31, 1991.

Legislative Background

Substantial modifications to the tax treatment of exempt
small-issue industrial development bonds were made by the Tax
Equity and Fiscal Responsibility Act of 1982. The 1982 Act also
provided that the authority to issue exempt small-issue bonds
would expire after December 31, 1986. The Deficit Reduction Act
of 1984 limited the small-issue bond exception to financing for
manufacturing and farming facilities, effective after December
31, 1986, and extended the expiration date for these bonds to
December 31, 1988. The Tax Reform Act of 1986 extended that date
to December 31, 1989.

The Technical and Miscellaneous Revenue Act of 1988
clarified the definition of manufacturing to provide that up to
25 percent of the proceeds of qualified small issue bonds may be
used to finance ancillary activities which are carried out at
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the manufacturing site. The Omnibus Budget Reconciliation Act of
1989 extended the expiration date to September 30, 1990. The
Omnibus Budget Reconciliation Act of 1990 extended that date to
December 31, 1991.

Description of Proposal

The authority to issue qualified small-issue bonds would be
extended through June 30, 1992.

6. Allocation and apportionment of research expenses (sec.
864(f) of the Code)

Present Law

Pursuant to Treasury regulations which were promulgated in
1977, research and experimentation expenditures are generally
allocated as follows: (1) expenses for research that is
undertaken solely to meet legal requirements imposed by a
government and that cannot reasonably be expected to generate
income (beyond de minimis amounts) outside that government's
jurisdiction are allocated solely to income from sources within
that jurisdiction; and (2) remaining research expenses are
generally apportioned to foreign source income based on either
(a) gross sales, except that a taxpayer using this method may
first apportion at least 30 percent of such expenses exclusively
to the source where over 50 percent of the taxpayer's research
is performed; or (b) gross income, except that expenses
apportioned to U.S. and foreign source income using a gross
income method cannot be less than 50 percent of the respective
portions that would be apportioned to each income grouping using
a combination of the sales and place-of-performance methods.

A statutory allocation rule applies to the taxpayer's first
two taxable years beginning after August 1, 1989, and on or
before August 1, 1991. In these two taxable years, the
statutory allocation rule provides that 64 percent of
U.S. -incurred R&D expenses are allocated to U.S. source income,
64 percent of foreign-incurred R&D expenses are allocated to
foreign source income, and the remainder of R&D expenses are
allocated and apportioned either on the basis of sales or gross
income, but subject to the condition that if income-based
apportionment is used, the amount apportioned to foreign source
income can be no less than 30 percent of the amount that would
have been apportioned to foreign source income had the sales
method been used. In taxable years beginning after August 1,
1991, the R&D allocation regulation applies.

Legislative Background

Beginning in 1981, Congress enacted a series of statutory
R&D allocation rules to substitute, in part, for the R&D
allocation regulation. The first statutory R&D allocation rule
was contained in the Economic Recovery Tax Act of 1981 (ERTA),
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covering any taxpayer's first 2 taxable years beginning within 2

years after August 13, 1981. In the taxable years governed by
this aspect of ERTA, all U. S , -incur red R&D expenses were
allocated to U.S. source income. This provision was extended by
the Deficit Reduction Act of 1984 (DEFRA) and the Consolidated
Omnibus Budget Reconciliation Act of 1985 (COBRA) through
taxable years beginning on or before August 1, 1986.

For taxable years beginning after August 1, 1986, and on or
before August 1, 1987, the Tax Reform Act of 1986 (TRA) provided
that 50 percent of research expenses (other than amounts
incurred to meet certain legal requirements, and thus allocable
to one geographical source) were allocated to U.S. source
income, with the remainder allocated and apportioned either on
the basis of sales or gross income.

The Technical and Miscellaneous Revenue Act of 1988 (TAMRA)
effectively extended statutory allocation rules for an
additional four months. The rules in effect for these four
months, however, were different than those contained in previous
statutes

.

The Omnibus Budget Reconciliation Act of 1989 (OBRA89) and
the Omnibus Budget Reconciliation Act of 1990 (OBRA90) apply a
statutory allocation rule to the taxpayer's first two taxable
years beginning after August 1, 1989, and on or before August 1,
1991. In taxable years governed by OBRA89 and OBRA90, the same
statutory allocation rule applies as was applicable to expenses
deemed incurred in the first four months of the year governed by
TAMRA. That allocation rule is codified as section 864(f) of the
Internal Revenue Code.

President's Budget Proposal

Under the President's fiscal year 1992 budget proposal, the
statutory R&D allocation rules of section 864(f) would be
extended for one year, so as to apply to all R&D expenses paid
or incurred in taxable years beginning after August 1, 1991 and
on or before August 1, 1992.^

Deacription of Proposal

The expired statutory allocation rule would be extended to
apply to research expenses paid or incurred during the
taxpayer's third taxable year beginning after August 1, 1989,
and on or before August 1, 1992. In the case of the taxpayer's

^ The Treasury Department's General Explanations of the
President's Budget Proposals Affecting Receipts erroneously
describes the effective date of the proposal as "taxable years
beginning after August 1, 1991 and ending on or before August 1,
1992."
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first taxable year beginning after August 1, 1991, however, the

statutory allocation rule would apply only to research expenses
paid or incurred during the first six months of that year.

7. Tax credit for qualified research expenditures (sec. 41 of

the Code)

Present Law

General rule

A 20-percent tax credit is allowed to the extent that a

taxpayer's qualified research expenditures for the current year

exceed its base amount for that year. The credit will not apply
to amounts paid or incurred after December 31, 1991.

A 20-percent tax credit also applies to the excess of (1).

100 percent of corporate cash expenditures (including grants or

contributions) paid for university basic research over (2) the

sum of (a) the greater of two fixed research floors plus (b) an

amount reflecting any decrease in nonresearch giving to

universities by the corporation as compared to such giving
during a fixed-base period, as adjusted for inflation.

°

Computation of allowable credit

Except for certain university basic research payments, the
credit applies only to the extent that the taxpayer's qualified
research expenditures for the taxable year exceed its base
amount. The base amount for the current year is computed by
multiplying the taxpayer's "fixed-base percentage" by the
average amount of the taxpayer's gross receipts for the four
preceding years.

If a taxpayer both incurred qualified research expenses and
had gross receipts during each of at least three years from 1984
to 1988, then its "fixed-base percentage" is the ratio that its
total qualified research expenses for the 1984-1988 period bears
to its total gross receipts for that period (subject to a

maximum ratio of .16). All other taxpayers (such as "start-up"
firms) are assigned a fixed-base percentage of .03.

In computing the credit, a taxpayer's base amount may
not be less than 50 percent of its current-year qualified
research expenditures.

Relation to deduction

Deductions for qualified research expenditures allowed to a

Expenditures paid or incurred for university basic research
after December 31, 1991, are not eligible for the credit.



Page 10

taxpayer under sec. 174 or any other provision are reduced by an
amount equal to 100 percent of the taxpayer's research credit
determined for that year.

Legislative Background

The research credit initially was enacted in the Economic
Recovery Tax Act of 1981 as a credit equal to 25 percent of the
excess of qualified research expenses in the current year over
the average of qualified research expenses in the prior three
taxable years. The research credit was modified in the Tax
Reform Act of 1986 which (1) extended the credit through
December 31, 1988, (2) reduced the credit rate to 20 percent,
(3) tightened the definition of research expenditures eligible
for the credit, and (4) modified the university basic research
credit.

The Technical and Miscellaneous Revenue Act of 1988
extended the credit for one additional year, through December
31, 1989. The 1988 Act also reduced the deduction allowed under
section 174 for qualified research expenses by an amount equal
to 50 percent of the research credit determined for the year.

The Omnibus Budget Reconciliation Act of 1989 effectively
extended the research credit for nine months (by prorating
qualified expenses incurred before January 1, 1991). The 1989
Act also modified the method for calculating a taxpayer's base
amount and further reduced the deduction allowed under section
174 for qualified research expenses by an amount equal to 100
percent of the research credit determined for the year.

The Omnibus Budget Reconciliation Act of 1990 extended the
research credit through December 31, 1991 (and repealed the
special rule to prorate qualified expenses incurred before
January 1, 1991) .

President's Budget Proposal

The President's fiscal year 1992 budget proposal would make
permanent the 20-percent research tax credit for qualified
research expenditures and university Dasic research payments.

Description of Proposal

The tax credit for qualified research expenditures
(including university basic research payments) would be extended
for six months (i.e., for qualified expenses incurred through
June 30, 1992)

.
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8. Tax credit for low-income rental housing (sec. 42 of the

Code)

Present Law

A tax credit is allowed in annual installments over ten

years for qualifying newly constructed or substantially
rehabilitated low-income rental housing. For most qualifying
housing, the credit has a present value of 70 percent of the

cost of low-income housing units. For housing receiving other

Federal subsidies (e.g., tax-exempt bond financing) and for the

acquisition cost of existing housing (e.g., costs other than the

required rehabilitation expenditures), the credit has a present

value of 30 percent.

To qualify for the credit, a building owner generally must

receive a low-income housing credit allocation from the

appropriate State credit authority. An exception is provided for

property which is substantially financed with the proceeds of

tax-exempt bonds subject to the State's private-activity bond
volume limitation. The annual credit ceiling for each State is

$1.25 per resident per year.

The low-income housing credit is scheduled to expire after
December 31, 1991.

Legislative Background

The low-income housing credit was enacted by the Tax Reform
Act of 1986, with an expiration date of December 31, 1989. The
credit was substantially revised and extended through December
31, 1990, by the Omnibus Budget Reconciliation Act of 1989 (the

1989 Act). To implement the equivalent of a partial-year
extension of the credit, the 1989 Act reduced the annual
low-income housing credit ceiling for 1990. In years prior to

1990, the credit ceiling for each State was $1.25 multiplied by
the State's population. For calendar year 1990, that amount was
reduced by 25 percent from $1.25 to SO. 9375.

The Omnibus Budget Reconciliat icn Act of 1990 (the 1990
Act) restored the State credit ceiling applicable for 1990 to

$1.25 per resident of the State, and extended authority to
allocate the credit through December 31, 1991. In addition, the
1990 Act made technical and other modifications to the credit.

President's Budget P roposal

The President's fiscal year 1992 D^dqet proposal would
extend the current low-income housir.q credit for one year,
through December 31, 1992.

f
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Description of Proposal

The low-income housing credit would be extended through
June 30, 1992.

9. Targeted jobs tax credit (sec. 51 of the Code)

Present Law

Ta» credit

The targeted jobs tax credit is available on an elective
basis for hiring individuals from nine targeted groups. The
targeted groups consist of individuals who are either recipients
of payments under means-tested transfer programs, economically
disadvantaged, or disabled.

The credit generally is equal to 40 percent of up to $6,000
of qualified first-year wages paid to a member of a targeted
group. Thus, the maximum credit generally is $2,400 per
individual. With respect to economically disadvantaged summer
youth employees, however, the credit is equal to 40 percent of
up to $3,000 of wages, for a maximum credit of $1,200.

The credit expires for individuals who begin work for an
employer after December 31, 1991.

Authorization of appropriations

Present law authorizes appropriations for administrative
and publicity expenses relating to the credit through December
31, 1991. These monies are to be used by the Internal Revenue
Service and the Department of Labor to inform employers of the
credit program.

Legislative Background

The targeted jobs tax credit was enacted by Congress in the
Revenue Act of 1978 to replace an expiring credit for increased
employment. As originally enacted, the targeted jobs tax credit
was scheduled to apply to qualified wages paid before 1982.

The availability of the credit was successively extended by
the Economic Recovery Tax Act of 1981 (ERTA) for one year
(through 1982), by the Tax Equity and Fiscal Responsibility Act
of 1982 (TEFRA) for two years (through 1984), and by the Deficit
Reduction Act of 1984 (DEFRA) for one year (through 1985). The
Tax Reform Act of 1986 (TRA 1986) extended the targeted jobs tax
credit for three additional years (through 1988), with
modifications. The Technical and Miscellaneous Revenue Act of
1988 (TAMRA) extended the credit for one year (through 1989),
with modifications. The Omnibus Budget Reconciliation Act of
1989 (OBRA 1989) extended the credit for nine months (through
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September 30, 1990). Most recently, the Omnibus Budget
Reconciliation Act of 1990 (OBRA 1990) extended the credit for

fifteen months (through 1991).

President's Budget Proposal

The President's fiscal year 1992 budget proposal would
extend the credit for one year. Therefore, the credit would be

available for workers who begin work for the employer before
January 1, 1993.

Description of Proposal

The targeted jobs tax credit would be extended for six

months, so that it would be available with respect to wages paid
for employees who begin work for an employer before July 1,

1992.

10. Business energy tax credits for solar and geothermal
property (sec. 48(a) of the Code)

Present Law

Under present law, nonrefundable business energy tax
credits are allowed for 10 percent of the cost of certain
qualified solar and geothermal energy property (Code sec.
48(a)). Solar energy property that qualifies for the credit
includes any equipment which uses solar energy to generate
electricity, to heat or cool (or provide hot water for use in) a

structure, or to provide solar process heat. Qualifying
geothermal property includes equipment which produces,
distributes, or uses energy derived from a geothermal deposit,
but, in the case of electricity generated by geothermal power,
only UD to (but not including) the electrical transmission
stage. '

The business energy tax credits are currently scheduled to
expire with respect to property placed in service after December
31, 1991.

Legislative Background

Ten-percent tax credits for qualifying solar and geothermal
energy properties were enacted in the Energy Tax Act of 1978,
effective after April 20, 1977, through December 31, 1982. In

the Windfall Profit Tax Act of 1980, the solar and geothermal
credits were extended through 1985, and the rates of these

^ For purposes of the credit, a geothermal deposit is defined
as a domestic geothermal reservoir consisting of natural heat
which is stored in rocks or in an aqueous liquid or vapor,
whether or not under pressure (Code sec. 613(e)(2)).
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credits were increased to 15 percent. In the Tax Reform Act of
1986, the solar and geothermal credits were extended for three
additional years (through 1988), at rates which phased down to
10 percent. An additional one-year extension (through 1989) of
the solar and geothermal credits was provided in the Technical
and Miscellaneous Revenue Act of 1988.

The business energy tax credits for solar and geothermal
property were extended for the nine-month period through
September 30, 1990, in the Omnibus Budget Reconciliation Act of
1989. In the Omnibus Budget Reconciliation Act of 1990, the
solar and geothermal credits were extended for fifteen months
through December 31, 1991.

President's Budget Proposal

The President's fiscal year 1992 budget proposal would
extend the 10-percent business credits for solar and geothermal
property for one year, through December 31, 1992.

Description of Proposal

The business energy tax credits would be extended for
property placed in service through June 30, 1992.

11. Tax credit for orphan clinical drug testing expenses (sec.
28 of the Code)

Present Law

A 50-percent nonrefundable tax credit is allowed for a
taxpayer's qualified clinical testing expenses paid or incurred
in the testing of certain drugs, generally referred to as orphan
drugs, for rare diseases or conditions. Qualified testing
expenses are costs incurred to test an orphan drug after the
drug has been approved for human testing by the Food and Drug
Administration (FDA) but before the drug has been approved for
sale by the FDA. Present law defines a rare disease or condition
as one that (1) affects less than 200,000 persons in the United
States or (2) affects more than 200,000 persons, but there is no
reasonable expectation that businesses could recoup the costs of
developing a drug for it from U.S. sales of the drug. These rare
diseases and conditions include Huntington's disease, myoclonus,
ALS (Lou Gehrig's disease), Tourette's syndrome, and Duchenne '

s

dystrophy (a form of muscular dystrophy)

.

Legislative Background

This provision was enacted initially in the Orphan Drug Act
of 1983, and was scheduled to expire after 1987. The credit was
extended for three years in the Tax Reform Act of 1986, through
December 31, 1990. The Omnibus Budget Reconciliation Act of 1990
extended the credit for one year, through December 31, 1991.
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Description of Proposal

The proposal would extend the orphan drug tax credit for

six months (i.e., for qualified clinical testing expenses
incurred through June 30, 1992).

12. Minimum tax exception for gifts of appreciated tangible
property (sec. 57(a)(6) of the Code)

Present Law

In computing taxable income, a taxpayer generally is

allowed to deduct the fair market value of property contributed
to a charitable organization. ° In the case of a charitable
contribution of tangible personal property, however, a

taxpayer's deduction for regular tax purposes is limited to the
adjusted basis in such property if the use by the recipient
charitable organization is unrelated to the organization's
tax-exempt purpose (sec. 170 (e) ( 1 ) (B) ( i ) )

.

For purposes of computing alternative minimum taxable
income (AMTI ) , the deduction for charitable contributions of
capital gain property (real, personal, or intangible) is

disallowed to the extent that the fair market value of the
property exceeds its adjusted basis. However, in the case of any
taxable year beginning in 1991, this rule does not apply to
contributions of tangible personal property.

Legislative Background

The Tax Reform Act of 1986 treated the amount by which the
value of a charitable contribution of capital gain property
exceeded the basis of the property as a minimum tax preference.

The Omnibus Budget Reconciliation Act of 1990 provided
that, in the case of any taxable year beginning in 1991, this
rule does not apply to a contribution of tangible personal
property.

° The amount of the deduction allowable for a taxable year with
respect to a charitable contribution may be reduced depending on
the type of property contributed, the type of charitable
organization to which the property is contributed, and the
income of the taxpayer (sees. 170(b) and 170(e)). Special rules
also limit the amount of a charitable contribution deduction to
less than the contributed property's fair market value in cases
of contributions of inventory or other ordinary income property
and short-term capital gain property.
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Description of Proposal

The rule that charitable contributions of tangible personal
property are not treated as a minimum tax preference item would
be extended for six months (i.e., for contributions made through
June 30, 1992)

.



Page 17

III. DESCRIPTION OF REVENUE-RAISING PROVISION

1. Modify estimated tax payment rules for large corporations
(sec. 6655 of the Code)

Present Law

A corporation is subject to an addition to tax for any
underpayment of estimated tax. A corporation does not have an

underpayment of estimated tax if it makes four equal timely
estimated tax payments that total at least 90 percent of the tax

liability shown on the return for the current taxable year. In

addition, a corporation may annualize its taxable income and

make estimated tax payments based on 90 percent of the tax

liability attributable to such annualized income.

A corporation that is not a "large corporation" generally
may avoid the addition to tax if it makes four timely estimated
tax payments each equal to at least 25 percent of its tax

liability for the preceding taxable year (the "100 percent of

last year's liability safe harbor"). A large corporation may
use this rule with respect to its estimated tax payment for the
first quarter of its current taxable year. A large corporation
is one that had taxable income of $1 million or more for any of

the three preceding taxable years.

Description of Proposal

For 1992, a corporation that does not use the 100 percent
of last year's liability safe harbor for its estimated tax
payments would be required to base its estimated tax payments on

93 percent (rather than 90 percent) of its current year tax
liability, whether such liability is determined on an actual or

annualized basis. The applicable percentage would be 94 (rather
than 93) percent in 1993, 94 percent in 1994, 95 percent in

1995, and 95 percent in 1996.

The provision does not change the present-law availability
of the 100 percent of last year's liability safe harbor for
small corporations. In addition, as under present law, the
first quarter's estimated tax payment for a large corporation
may be based on 100 percent of the prior year's tax liability.

Effective Date

The proposal would be effective for estimated tax payments
with respect to taxable years beginning after December 31, 1991,
and before January 1, 1997.


