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INTRODUCTION

This pamphlet,! prepared by the staff of the Joint Committee on
Taxation, summarizes the revenue provisions of the Omnibus
Budget Reconciliation Act of 1993 (Chapter 1 of Title XIII of H.R.
2264), as passed by the House on August 5, 1993, and bK the Sen-
ate on August 6, 1993, and signed by the President on August 10,
1993 (the “Act”). It is intended to provide a convenient summary
for Members of Congress and the public. The official legislative
statement reiarding the conference agreement on the revenue pro-
visions of H.R. 2264 is the Conference Report, H. Rept. 103-213,
filed on August 4, 1993 (the “Conference Report”).2

Estimated budget effects of the revenue provisions of H.R. 2264
are provided in the Appendices.

As used in this pamphlet, “prior law” refers to the law as it ex-
isted prior to enactment of the Act; “present law” refers to the law
as it exists after enactment of the Act.

1This pamphlet may be cited as follows: Joint Committee on Taxation, Summary of the Reve-
nue Provisions of the Omnibus Budget Reconciliation Act of 1993 (H.R. 2264) (JCS-11-93), Au-
gust 23, 1993, The text of this summary is a revised version of Joint Committee on Taxation
document JCX-12-93, which was released on August 10, 1993,

2See also House Committee on the Budget, Report on the Omnibus Budget Reconciliation Act
of 1993 (H.R. 2264) (H. Rept. 103-111, May 25, 1993); Senate Committee on Finance, Fiscal Year
ig.gg)Budget R iliation R dations of the Ci ittee on Finance (S. Prt. 103-37, June
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SUMMARY OF REVENUE PROVISIONS
L. TRAINING AND INVESTMENT PROVISIONS

A. Education and ‘l‘uinlng Provisions
1. Extension of employer-provided educational assistance

Prior to July 1, 1982, an employee was generally allowed to ex-
clude from gross income up to $5,250 paid by his or her employer

for educational assistance. This educatio assistance payment
was also excluded from wages for employment tax purposes. The
exclusion expired after June 30, 1992. The Act extends for 30
months the exclusion for employer-provided educational assistance,
from July 1, 1992, through December 31, 1994.

2. Extension of targeted jobs tax credit

Prior to July 1, 1992, a targeted jobs credit in the maximum
amount of $2,400 per employee was available to employers who
hired individuals from one of several, erally economically dis-
advantaged, groups. The credit expiredgen r June 30, 1992. The
Act extends for 30 months the targeted jobs tax credit, from July
1, 1992, through December 31, 1994.

B. Investment Incentives

1. Extension of research tax credit; Modification of fixed
base percentage for startup companies

Prior to July 1, 1992, a taxpayer could claim a research and ex-
perimentation tax credit equal to 20 percent of the amount by
which the taxpayer’s qualified research expenditures for a taxable
year exceeded its base amount for that year. The base amount was
designed to approximate the research the ayer would have un-
dertaken even if no credit were provided. In general, the base
amount for a current year was calculated by multiplying the tax-
payer’s historical fixed-base ratio (i.e., its historical ratio of re-
search expenditures to gross receipts) by its gross receipts in the
most recent four years. Start-up firms were deemed to have a fixed-
base ratio of three percent. The credit expired for expenses in-
curred after June 30, 1992. The Act extends the research tax credit
for three years, from July 1, 1992, through June 30, 1995. The Act
also provides a %ﬁial rule for start-up firms, so that the fixed-base
ratio for these s eventually will be computed based on actual
research experience.

2. Capital gains exclusion for certain small business stock

The Act generally permits a noncorporate taxpayer who holds
ualified small bu,st{xess, stock for more than five years to exclude
om income 50 percent of any gain on the sale or exchange of the

\ | | @
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stock. The amount of gain eligible for the 50-percent exclusion is
limited to the greater of (1) 10 times the taxpayer’s basis in the
stock or (2) $10 million of gain from stock in that corporation. One-
half of any exclusion claimed is treated as an alternative minimum
tax preference item. Various eligibility requirements must be satis-
fied for stock of a corporation to constitute qualified small business
stock, including limitations regarding the size of a corporation ($50
million gross assets), the nature of the corporation’s trade or busi-
ness, and the manner in which the stock is acquired by the tax-
payer (i.e., the stock must be acquired at original issuance in ex-
change for money or other property, or as compensation for services
provided to the corporation). The provision applies to stock issued
after the date of enactment.

3. Rollover of gain from sale of publicly traded securities
?Slts% Isge)cialized small business investment companies
)

Under the Act, an individual or corporate taxpayer can elect to
defer recognition of any capital gain realized upon the sale of pub-
licly traded securities to the extent that the proceeds from the sale
are used to buy common stock or a partnership interest in a spe-
cialized small business investment company (“SSBIC”) within 60
days of the sale. The provision is limited, in the case of an individ-
ual, to $50,000 of gain per year and $500,000 of gain over a life-
time. In the case of a corporation, these limits are $250,000 and
$1,000,000. The provision is effective for sales occurring on or after
the date of enactment.

4. Modification of minimum tax depreciation rules

Under prior law, corporations were required to make two dif-
ferent depreciation calculations to determine their total alternative
minimum tax liability, one to determine their alternative minimum
taxable income (“AMTI”), and one to calculate their adjusted cur-
rent earnings (“ACE”) to determine the amount by which their
AMTI should be further increased. The Act eliminates the deprecia-
tion component of the ACE adjustment for tangible personal prop-
erty placed in service after December 31, 1998. Thus, corporations
are to compute AMT depreciation by using the rules generally ap-
plicable to individuals (generally, for tangible personal property,
using the 150-percent declining-balance method over the class life
of the property).

5. Increased expensing deduction for small business

Under prior law, a small business could elect to expense (rather
than depreciate) up to $10,000 of the cost of tangible personal prop-
erty purchased for use in the conduct of a trade or business. The
Act increases the amount allowed to be expensed annually to
$17,500 for property placed in service in taxable years beginning
after December 31, 1992. As under prior law, the amount that can
be expensed is phased out if a taxpayer places more than $200,000
of property in service during the year.
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6. Bonds for high-speed intercity rail facilities

Under prior law, 25 percent of each bond issue for high-speed
intercity rail facilities required an allocation from a State private
activity bond volume cap. .

The Act exempts private activity bonds issued to provide high-
speed intercity rail acilities from State private activity bond vol-
ume limitations. The provision applies only to government-owned
r%islmfacilities and is effective for bonds issued after December 31,
1993.

7. Extension of qualified small-issue bonds

Prior to July 1, 1992, private activity bonds could be issued to
finance (a) manufacturing facilities or (b)aﬁﬁricultural land or prop-
erty for first-time farmers (so-called “qualified small-issue bonds”).
Authority to issue these bonds expired after June 30, 1992. The Act
getmanently extends the authority to issue qualified small-issue

onds, effective for bonds issued r June 30, 1992. The Act also
provides a special rule for qualified small-issue bonds that, due to
the lapse of the program, could not be issued within one year after
the bond-financed property was placed in service, as currently is
required under Treasury regulations.

8. Extension of the tax credit for orphan drug clinical test-
ing expenses

Prior to July 1, 1992, a taxpayer could claim a 50-percent tax
credit on certain clinical testing expenses paid or incurred in the
testing of certain drugs to treat rare diseases (so-called “orphan
drugs”). The orphan drug tax credit expired after June 30, 1992.
The Act extends the credit for orphan drug clinical testing expenses
for 30 months, from July 1, 1992, through December 31, 1994.

C. Expansion and Simplification of Earned Income Tax
Credit

Under the Act, the earned income tax credit (“BITC”) is ex-
panded by (1) increasing the maximum credit available to tax-
payers with one qualifying child; (2) increasing, over a three-year
period, the maximum credit available to taxpayers with two or
more qualifying children and lengthening the phaseout range; and
(3) extending the EITC to chil less taxpayers over age 24 and
under age 65 who are not claimed as an exemption on another tax-
payer’s return (a 7.65-percent credit on the first $4,000 of earned
income). The Act repeals the supplemental tax credit for children
under one year of age as well as the sup{:}emental tax credit for
health insurance expenses for qualifying ¢ ildren. In addition, the
Act requires the Internal Revenue Service to provide notice to tax-
payers who receive a refund attributable to the credit that they
may be eligible to receive the EITC on an advance f?ayment basis
(i.e., at the time wages are paid). The provision is e ective for tax-
able years beginning after December 31, 1993.

In 1996, when the EITC changes are fully phased in, the follow-
ing amounts represent the maximum credit and income ranges
over which the credit is phased out for given taxpayers. (All dollar
amounts are expressed in 1994 dollars.)




Maximum

credit Phaseout range
Taxpayers with:
1 qualifying child ..........c.ccrvernenee. $2,040 $11,000-23,760
2 or more qualifying children .... 3,370  11,000-27,000
Childless workers (over 24 and
under 65) ...oocoireiirinneciinnerionn 306 5,000-9,000

D. Real Estate Investment Provisions

1. Extension and modification of qualified mortgage bonds
and mortgage credit certificates

Prior to July 1, 1992, State and local governments were author-
ized to issue qualified mortgage bonds (“QMBs”) and mortgage
credit certificates (“MCCs”). QMBs are bonds the proceeds of which
must be used to finance the purchase (and, in certain instances,
the rehabilitation or improvement) of single-family owner-occupied
residences. State and local government issuers could elect to trade
in their authority to issue QMBs in exchange for authority to issue
MCCs. MCCs entitle homebuyers to tax credits for a percentage of
interest paid on mortgage loans on their principal residences. Au-
thority to issue QMBs and MCCs expired after June 30, 1992, The
Act permanently extends the authority to issue QMBs and to elect
to trade in private activity bond volume limit for authority to issue
MCCs, effective after June 30, 1992. In addition, the Act makes
several %rogrammatic changes to the QMB and MCC programs re-
garding ousing affordability programs, contracts for deed and two-

amily housing.

2. Extetégion and modification of the low-income housing tax
credi

Prior to July 1, 1992, a tax credit was available for certain costs
of acquiring and constructing or substantially rehabilitating low-in-
come residential rental housing. The maximum value of the credit
(70 or 30 percent present value) depended on the nature of the
_costs (i.e., acquisition, or construction or rehabilitation) and wheth-
er the project received other Federal subsidies. The low-income
housing tax credit expired after June 30, 1992. The Act perma-
nently extends the low-income housing tax credit, effective after
June 30, 1992. The Act also makes certain modifications to the
credit program, including allowing the 70-percent credit for certain
housing receiving assistance under the HOME program of the Na-
ti:tnal Affordable Housing Act of 1990, effective on the date of en-
actment.

8. Modification of passive loss rules for certain real estate
persons

Under present and prior law, passive loss rules limit deductions
and credits from passive trade or business activities. Passive activi-
ties generally include trade or business activities in which the tax-
payer does not materially participate. Under prior law, passive ac-
tivities also included all rental activities (regardless of the tax-
payer’s level of participation). The Act provides that deductions and
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credits from rental real estate activities in which an eligible tax-
payer materially participates are not subject to limitation under
the passive loss rules. An individual taxpayer is eligible if more
than one-half of the taxpayer’s business services for the taxable
year, amounting to more than 750 hours of services, are performed
in real property trades or businesses in which the taxpayer materi-
ally participates. A closely held C corporation is also eligible if it
meets a gross receipts test. The provision is effective for taxable
years beginning after December 31, 1993. '

4. Changes relating to real estate investments by pension
funds and others -

a. Modification of the rules related to debt-financed
income

Under present and prior law, a qualified pension trust or an or-
ganization otherwise exempt from Federal income tax is taxed on
income from a trade or business that is unrelated to the organiza-
tion’s exempt purpose (unrelated business taxable income, or
“UBTI"). Certain types of income, including rents, royalties, divi-
dends, and interest are excluded from UBTI, except when such in-
come is derived from “debt-financed property.” Income from debt-
financed property also is excluded from UBTI if earned by pension
trusts, educational institutions, and certain other exempt organiza-
tions that make debt-financed investments in real property, subject
to certain limitations.

The Act relaxes certain of the prior-law limitations relating to
debt-financed property and excludes from UBTI income a wider
range of debt-financed investments in real estate. The provision is
effective for acquisitions (and leases entered into) on or after Janu-
ary 1, 1994,

b. Repeal of the automatic UBTI rule for publicly trad-
ed partnerships

The Act repeals the rule that automatically treats income from
publicly traded partnerships as UBTI. Thus, investments in pub-
licly traded partnerships are treated the same as investments in
other partnerships for purposes of the UBTI rules. The provision
isggffective for partnership years beginning on or after January 1,
1994. :

c. Permit title-holding companies to receive small
amounts of UBTI

The Act permits a title-holding company that is exempt from tax
to receive UBTI (that otherwise would terminate the exempt status
of such a company) of up to 10 percent of its gross income for the
taxable year, provided that the UBTI is incidentally derived from
the holding of real property. The provision is effective for taxable
years beginning on or after January 1, 1994.
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d. Exclusion from UBTI of gains from the disposition
of real property acquired from financial institu-
tions in conservatorship or receivership

The Act provides an exclusion from UBTI for income from sales
of progerty held for sale in the ordinary course of a trade or busi-
ness excluding gains and losses from the sale, exchange, or
other disposition of certain real property and mortgages acquired
from financial institutions that are in conservatorship or receiver-
ship. The exclusion is limited to properties designated by the tax-
payer as “disposal property” within nine months of acquisition and
disposed of within two-and-a-half years of acquisition. The provi-
sion is effective for property acquired on or after January 1, 1994.

e. Exclusion of certain option premiums and loan com-
mitment fees from UBTI -

The Act expands the prior-law exception from UBTI for gains on
the lapse or termination of options on securities to include gains or
losses on the lapse or termination of such options (without regard
to whether they are written by the organization), from options on
real property, and from the forfeiture of good-faith deposits (that
are consistent with established business practice) for the purchase,
sale or lease of real property. In addition, the provision excludes
loan commitment fees from UBTI. The provision is effective for
amounts received on or after January 1, 1994.

f. Relaxation of limitations on investments in real es-
tate investment trusts by pension funds

Under present and prior law, a real estate investment trust
(“REIT”) is not taxed on income distributed to shareholders. A cor-
Eoration does not qualify as a REIT if, at any time during the last

alf of its taxable year, more than 50 percent in value of its out-
standing stock is owned, directly or indirectly, by five or fewer indi-
viduals (the “five-or-fewer rule”). Under prior law, a domestic pen-
sioln trust was treated as a single individual for purposes of this
rule.

The Act provides that a pension trust generally is not treated as
a single individual for purposes of the ve-or-fewer rule. Rather,
the beneficiaries of the pension trust are treated as holding stock
in the REIT in proportion to their actuarial interests in the trust.
The lpri);&ion applies to taxable years beginning on or after Janu-
ary 1, .

5. Treatment of certain real property business debt of indi-
viduals

Under present and prior law, discharie of debt generally gives
rise to income to the debtor. Under the Act, taxpayers (other than
C corporations) may elect to exclude income derived from the dis-

charge of qualified real {)roperty business debt from gross income.

In general, qualified real property business debt is debt that is in-
curred or assumed to acquire, construct or substantially improve
real property used in a trade or business, and that is secured by
such property. The amount excludable under the provision gen-
erally cannot exceed the amount by which the principal amount of
the debt that is discharged exceeds the fair market value of the
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property securing that debt. The excludable amount also cannot ex-
ceed the taxp:({e_r’s basis in the depreciable real property. The tax-
payer must reduce the basis of the depreciable real property by the
excluded amount, resulting in deferral rather than current inclu-
sion of the debt discharge income. The provision applies to dis-
charges of debt after December 31, 1992.

8. Recovery period for depreciation of nonresidential real
property

Under prior law, a taxpayer was allowed to recover over a period
of 31.5 years, through annual depreciation allowances, the cost or
other basis of nonresidential real property (other than land) used
in a trade or business or held for the production of income. The Act -
lengthens the recovery period for determining the depreciation de-
duction with respect to nonresidential real property to 39 years.

The provision generally applies to property placed in service on
or after May 13, 1993. The provision does not apply to property
placed in service before January 1, 1994, if (1) the taxpayer or a
qualified person entered into a binding contract to purchase or con-
struct the property before May 13, 1993, or (2) construction of the
property was commenced by or for the taxpayer or a qualified per-
son before May 13, 1993,

E. Luxury Excise Tax; Diesel Fuel Tax for Motorboats

1. Repeal of luxury excise tax on boats, aircraft, jewelry, and
furs; Index and modify luxury excise tax on automobiles

a. Repeal luxury tax on boats, aircraft, jewelry, and
furs; Index threshold for automobiles

The Act repeals the 10-percent luxury excise tax imposed on
boats, aircraft, jewelry, and furs, effective for sales on or after Jan-
uary 1, 1993. The luxury excise tax still applies to automobiles.
However, the Act indexes the prior-law $30,000 threshold for post-
1990 inflation. Indexation is in $2,000 increments. For 1993 sales,
the applicable threshold continues to be $30,000; for 1994 sales, the
applicable threshold will be $32,000.3 In addition, passenger vehi-
cle dealers are not required to pay the luxury tax on vehicles used
as demonstrators for potential customers, effective for vehicles used
after December 31, 1992.

b. Exemption from luxury excise tax for certain equip-
ment installed on passenger vehicles for use by
disabled individuals '

The Act repeals the 10-percent luxury excise tax on any part or
accessory installed on a passenger vehicle to enable or agsist an in-
dividual with a disability to operate the vehicle, or to enter or exit
the vehicle, effective for purchases after December 31, 1990.

8The Congress intended that the applicable threshold be $32,000 for 1993 sales on or after
2:ateofmdment.Atechniulw; tion will be need ‘qothatthestatutereﬂectathisin-
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2. Impose excise tax on diesel fuel used in noncommercial
motorboats ‘

The Act temporarily imposes the 20.1-cents-per-gallon diesel fuel
excise tax on diesel fuel used by recreational motorboats, effective
after December 31, 1993, and before January 1, 2000. Fuel used by
boats for commercial fishing, transportation for compensation or
hire, or for business use remains exempt from the excise tax.4 Rev-
enues from the 20.1-cents-per-gallon tax will be retained in the
General Fund.

F. Other Provisions

1. Alternative minimum tax treatment for contributions of
appreciated property

The Act provides that a contribution of appreciated property is
not treated as a tax Ereference item for alternative minimum tax
(“AMT”) purposes. Thus, donors may claim the same charitable
contribution deduction for both regular tax and AMT purposes. The
provision is effective for gifts of tangible glersonal property made
after June 30, 1992, and contributions of other property made after
December 31, 1992.

The Conference Report includes a direction to the Treasury De-
partment to report to the Congress within one year on the develop-
ment of a procedure under which taxpayers may seek an advance
valuation of certain property from the Internal Revenue Service
prior to donating such property to a charity.

2. Substantiation and disclosure requirements for charitable
contributions .

The Act requires taxpayers who make a separate charitable con-
tribution of $250 or more for which they claim a deduction to ob-
tain written substantiation from the charity, rather than relying
solely on a canceled check. In addition, an; charity that receives
a quid pro quo contribution exceeding $75 (neaning a payment in
excess of $75 made partly as a gift and partly as consi eration for
goods or services furnished by the charity) is required to inform the
contributor in writing of the value of the lgioods or services fur-
nished by the charity; only the portion of the payment exceeding
the value of the goods or services is deductible as a charitable con-
tribution. The Act requires the written substantiation to include a
general acknowledgement of intangible religious benefits not sold
in commercial contexts, but such benefits need not be valued or de-
scribed in detail. A charity is not required to value contributions
of non-cash property claimed by the donor to be worth $250 or
more. The provisions are effective for contributions made after De-
cember 31, 1993. o o

3. Extension of health insurance deduction for self-em-
ployed individuals

Prior to July 1, 1992, self-employed individuals were allowed to
deduct as a business expense up to 25 percent of amounts paid for

4The 4.3-cents-per-gallon transportation fuels excise tax also api)lies to diesel fuel used for

noncommercial motorboats, effective January 1, 1994 (see item I1.D.1,, below).
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health insurance coverage for the taxpayer and his or her spouse
- or dependents. The deduction was not available if the individual or

his or her sg‘cﬂise was eligible to participate in an employer-paid
health plan. This provision expired after June 30, 1992. The Act ex-
tends the 25-percent deduction for health insurance expenses of
siglg-;mployed individuals from July 1, 1992, through December 31,

In addition, under the Act, the determination of whether a self-
employed individual or his or her spouse is eligible for employer-
gaid health benefits (and is, thus, ineligible for the 25-percent de-

uction) is made on a monthly basis. The latter provision applies
to taxable years beginning after December 31, 1992.




II. REVENUE-RAISING PROVISIONS

A. Individual Income and Estate and Gift Tax Provisions
1. Increased tax rates for higher-income individuals

a. Individual tax rates

The Act adds two new marginal tax rates that affect higher-in-
come individuals. A 36-percent rate applies to taxpayers with tax-
able incomes in excess of $140,000 (married individuals filing joint
returns), $127,500 (unmarried individuals filing as head of house-
hold), and $115,000 (unmarried individuals filing as single). In ad-
dition, the Act imposes a 10-percent surtax on individuals with tax-
able income in excess of $250,000. The surtax is computed by aﬁ-
plying a 39.6-percent rate to taxable income in excess of the thresh-
old.5 Net capital gains remain subject to a maximum 28-percent
tax rate.

The Act also establishes a two-tiered alternative minimum tax
gystem for individuals, with a 26-percent rate applying to the first
$175,000 of alternative minimum taxable income in excess of the
exemption amount, and a 28-percent rate applying to alternative
minimum taxable income more than $175,000 in excess of the ex-
emption amount. The exemption amount is increased from $40,000
to $45,000 for married taxpayers filing joint returns and from
$30,000 to $33,750 for unmarried taxpayers.

The increased rates are effective for taxable years beginning
after December 31, 1992. The Act permits individuals who are sub-
ject to the new marginal regular income tax rates to elect to pay
the increased tax liability attributable to the increased rates for
taxable years beginning in 1993 over a three-year period (without
payment of interest or penalties). Beginning in 1995, the income
thresholds for the 36- and 39.6-percent rate brackets under the reg-
ular income tax are indexed for inflation.

b. Overall limitations on itemized deductions for high-
income taxpayers made permanent

Under present and prior law, individuals who do not elect the
standard deduction may claim itemized deductions for certain ex-
penses, including unreimbursed medical expenses, unreimbursed
casualty and theft losses, charitable contributions, home mortgage
interest (subject to certain limitations), State and local income and
property taxes, unreimbursed employee business expenses, and cer-
tain other miscellaneous expenses. Certain of these deductions are

5The 36- and 39.6-percent rates also apply to estates and trusts with taxable incomes in ex-
cess of $5,500 and $7,500, respectively. In addition, the Act adjusts the rate brackets applicable
to estates and trusts, so that a 16-percent rate ap lies to income up to $1,600, a 28-percent rate
;gpsl[i)eos todu%céo%eo between $1,500 and $3,500, and a 31-percent rate applies to income between
,500 an ,500.

an
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allowed only to the extent that the amount of the deduction ex-
ceeds a percentage of the taxpayer’s adjusted gross income (“AGI”).
In addition, the total amount of otherwise al owable itemized de-
ductions is limited (but not reduced by more than 80 percent) if an
individual taxpayer's AGI exceeds $108,450 in 1993 (indexed for in-
flation). Under prior law, this limitation was to expire after Decem-
ber 31, 1995. The Act permanently extends the limitation on item-
ized deductions.

c. Phaseout of personal exemption of high-income tax-
payers made permanent

Under present and prior law, individuals are allowed to claim a
personal exemption deduction for themselves, their spouse, and
each dependent. However, the amount of exemptions that may be
claimed is phased out to the extent a taxpayer’s adjusted gross in-
come exceeds certain threshold amounts. Under prior law, this
phaseout provision was to expire after December 31, 1996. The Act
permanently extends the phaseout of personal exemptions.

2. Provisions to prevent conversion of ordinary income to
capital gain :

a. Recharacterization of capital gain as ordinary in-
come for certain financial transactions

The Act requires that a portion of income derived from certain
“conversion transactions” be taxed as ordinary income rather than
as capital gain. In general, conversion transactions are transactions
where substantially all of the taxpayer’s return is essentially equiv-
alent to interest income. The Act provides that transactions of op-
tions dealers and commodities traders in the normal course of their
trades or businesses are not conversion transactions (subject to cer-
tain specific exceptions); thus, income derived from these trans-
actions will be eligible for capital gain treatment. The provision is
tiigfggtive for conversion transactions entered into after April 30,

b. Rergleal of certain exceptions to the market discount
' es

Under present and prior law, a market discount bond is a bond
that is acquired for a price less than the principal amount of the
bond. Because market discount is essentially equivalent to interest
income, gain on the sale of a market discount bond generally is
treated as ordinary income, rather than capital gain, to the extent
of the market discount. Under prior law, this ordinary income rule
did not ap(i)ly, however, to tax-exempt oblélgations or to market dis-
count bonds issued before July 19, 1984. The Act extends the ordi-
nary income rule to tax-exempt obligations and taxable bonds is-
sued on or before July 18, 1984. The provision is effective for bonds
purchased after April 30, 1993.

¢. Accrual of income by holders of stripped preferred
stock

The Act provides that certain holders of “stripped referred
stock” (preferred stock for which the right of ownership has been
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separated from the right to receive future dividend payments) gen-
erally are treated in the same manner as are urchasers of
stripped bonds under the original issue discount “OID”) rules.
Thus, an amount e<¥‘1a1 to the difference between the stated re-
demption price and the purchase price of the stock is treated as or-
dinary income, and a portion of this amount must be included in
income annually. The provision is effective for stripped preferred
stock purchased after April 30, 1993.

d. Treatment of net capital gain as investment income

Under present and prior law, the amount of interest that a tax-
payer (other than a corporation) can deduct on debt attributable to
property held for investment is limited to the taxpayer’s net invest-
ment income. Under prior law, investment income included gross
income from investment property and any net capital gain attrib-
utable to the disposition of suc% property. The Act excludes net
capital gain from the definition of investment income for purposes
of computing the investment interest limitation. However, a tax-
payer may elect to include net capital gain in investment income
and forego the benefit of the 28-percent maximum capital gains
rate on the included amount. The provision is effective for taxable
years beginning after December 31, 1992.

e. Definition of substantially appreciated inventory

Under present and prior law, amounts received by a partner in
exchange for the partner’s interest in a partnership are treated as
ordinary income (rather than capital gain) if they are attributable
to “substantially appreciated inventor{/’ of the partnership. Under
prior law, this rule generally only applied if the value of a partner-
ship’s inventory exceeds 120 percent of its adjusted basis and 10
%%rcent of the value of all partnership progerty (other than money).

e Act eliminates the 10-percent threshold. Thus, if a partner-
ship’s inventory is worth more than 120 percent of its adjusted
basis, it will be treated as substantially appreciated. In_addition,
the Act provides a rule to prevent taxpayers from manipulating the
120-percent test to avoid ordinary income treatment. The Erovision
ggplllgg 31:0 sales, exchanges, and distributions occurring after April

3. Repeal health insurance wage base cap

The Act repeals the dollar limit on wages and self-employment
income subject to the Medicare hospital insurance (“HI”) tax. (The
limit is $135,000 for 1993.) The provision is effective for wages and
self-employment income received after December 31, 1993.

4. Reinstate top estate and gift tax rates

The Act reinstates the two highest estate and gift tax rates that
expired at the end of 1992. Thus, for taxable transfers over $2.5
million but not over $3 million, the marginal estate and gift tax
rate is 53 percent. For taxable transfers over $3 million, the mar-
ginal estate and gift tax rate is 55 percent. Also, because the gen-
eration-skipping transfer tax is computed by reference to the maxi-
mum Federal estate tax rate, the rate of tax on generation-skipping
transfers is 55 percent. The provision is effective for decedents
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dying, gifts made, and generation-skipping transfers occurring after
December 31, 1992.

5. Reduce deductible portion of business meals and enter-
tainment expenses ‘ T

Under prior law, taxpayers were permitted to deduct 80 percent
of meal and entertainment expenses incurred for business pur-
poses, if certain legal and substantiation requirements were satis-
fied. The Act reduces the deductible portion of otherwise allowable
business meals and entertainment expenses to 50 percent. The pro-
vgsion is effective for taxable years beginning after December 31,
1993.

6. Deny deduction for club dues

The Act prohibits any deduction for club dues. This rule applies
to all types of clubs (including hotel and airline clubs). Specitic ex-
penses (e.g., meal expenses) incurred at a club are deductible to the
extent they otherwise satisfy the standards for deductibility. The

provigio; is effective for amounts paid or incurred after December
31, 1993.

7. Deny deduction for executive pay over $1 million

The Act limits, for purposes of the regular income tax and the
alternative minimum tax, the deduction allowable to corporations
for compensation paid or accrued with respect to the top five execu-
tives of a publicly held corporation to no more than $1 million per
year. The top five executives are the chief executive officer of the
corporation and the four other most highly aid officers, as deter-
mined under rules of the Securities and Exchange Commission. In
general, this deduction limitation applies to all remuneration for
services, including cash and the cas value of all non-cash remu-
neration (including benefits). However, the following types of com-
pensation are not subject to the limitation: (1) remuneration pay-
able on a commission basis; (2) remuneration payable solely on ac-
count of the attainment of one or more performance goals if certain
outside director and shareholder approval requirements are met;
(3) payments to a tax-qualified retirement plan (including salary
reduction contributions); (4) amounts that are excludable from the
executive’s gross income (such as employer-provided health benefits
and miscellaneous fringe benefits); and (5) any remuneration ag-
able under a written binding contract that was in effect on lge -
ruary 17, 1993, and remains in effect without material modifica-
tion. In general, stock options and other stock appreciation rights
meet the requirements for performance-based compensation be-
cause the amount of compensation that will be received depends
solely on increases in the value of the corporation’s stock. The limi-
tation applies to compensation that is otherwise deductible by a
corporation in a taxable year beginning after December 31, 1993.

8. Reduce compensation taken into account for qualified re-
tirement plan purposes

Present and prior law limits the amount of a participant’s com-
pensation that can be taken into account under a tax-qualified pen-
sion plan. The compensation limit applies for purposes of determin-
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ing the amount of an employer’s deduction for contributions to a
tax-qualified pension plan and the amount of the participant’s ben-
efits. The limit for 1993 is $235,890. The Act reduces the amount
of compensation that can be taken into account under a tax-quali-
fied plan to $150,000 (indexed for inflation in $10,000 increments).
The provision is effective for benefits accruing in plan years begin-
ning after December 31, 1993. A delayed effective date applies to
collectively bargained plans and a special grandfather rule applies
to eligible participants in governmental plans.

9. Modify deduction for moving expenses

Under present and prior law, an employee or self-employed indi-
vidual may deduct from gross income certain expenses incurred as
a result of moving to a new residence in connection with beginning
work at a new location (subject to certain dollar limitations). For
the taxpayer to claim the deduction under prior law, his or her new
principal place of work must have been at least 35 miles farther
from the former residence than was the taxpayer’s former principal
place of work. In general, the type of expenses deductible under
prior law were the expenses of transporting a taxpayer’s household
Foods and personal effects to a new residence, the cost of meals and

odging enroute, the expenses for pre-move househuntinf trips,
temﬁorary living expenses for up to 30 days in the general location
of the new residence, and certain expenses related to either the
sale of the old residence or the acquisition of the new residence.

Under the Act, deductible moving expenses include only the ex-
penses of moving household goods and personal effects and of trav-
eling (including lodging, but excluding meals) from the former resi-
dence to the new place of residence. The Act also increases the
mileage threshold &elow which moving expenses are not deduct-
ible) from 35 to 50 miles. The Act provides that allowable moving
expenses paid by an employer (whether directly or by reimburse-
ment) are excludable from gross income and that unreimbursed al-
lowable moving expenses are deductible in calculating adjusted
gross income. The provision is generally effective for expenses in-
curred after December 31, 1993.

10. Modify estimated tax requirements for individuals

Under present and prior law, individual taxpayers are subject to
an addition to tax for underpayments of estimated tax. Under prior
law, a taxpayer did not have underpayments of estimated tax if he
or she made estimated tax payments equal to (1) 100 percent of
last year’s tax liability or (25) 90 percent of the current year’s tax
liability. Some individuals were denied the use of the 100-percent
of last year’s liability safe harbor.

The Act repeals a special rule that denies the use of the 100-per-
cent of last year’s liability safe harbor to certain individuals. In its
glace, the Act raises the 100-percent of last year’s liability safe har-

or contained in the provision to 110-percent of last year’s liability
for any individual with an adjusted gross income (“AGI”) of more
than $150,000, as shown on the individual’s income tax return for
the preceding taxable year. Under the provision, individuals with
a preceding year AGI of $150,000 or less can still use the 100-per-
cent of last year’s liability safe harbor. All individuals may con-
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tinue to pay estimated taxés based on 90 percent of the takpayer’s
current year tax liability. The provision is effective for taxable
years beginning after December 31, 1993.

11. Increase taxable portion of Social Security and Railroad
Retirement Tier 1 benefits

Under present and prior law, taxpayers are required to include
in gross income a portion of their Social Security benefits when
their provisional income exceeds a threshold amount. Under
present and prior law, provisional income is defined for this pur-
pose as adjusted gross income, plus tax-exempt interest, plus cer-
tain foreign source income, plus one-half of Social Security benefits.
Under prior law, the threshold amount was $32,000 for married
taxpayers filing joint returns and $25,000 for unmarried taxpayers.
For persons whose provisional income exceeded the applicable
threshold amount, the amount of Social Security benefits includible
in income was the lesser of 50 percent of Social Security benefits,
or 50 percent of the amount by which provisional income exceeded
the applicable threshold. A similar rule applied to Railroad Retire-
ment Tier 1 benefits. :

The Act creates a second tier of Social Security benefit inclusion
in 1%ross income. The second tier threshold applies to taxpayers
with provisional income greater than $34,000 for unmarried tax-
payers or $44,000 for married taxpayers filing joint returns. For
these taxpayers, gross income includes the lesser of:

(1) 85 percent of the taxpayer’s Social Security benefit; or
(2) the sum of:
(a) the smaller of:
(i) the amount included under prior law; or
(ii) $4,500 (for unmarried taxpayers) or $6,000 (for
married taxpayers filing joint returns); and
(b) 85 percent of the excess of the taxpayer’s provisional
income over the applicable new threshold amounts.
For married taxpayers filing separate returns, gross income in-
cludes the lesser of 85 percent of the taxpayer’s Social Security
benefit or 85 percent of the taxpayer’s provisional income. A cor-
responding change applies to the taxation of Railroad Retirement
Tier 1 benefits. ‘

Revenues from the income taxation of Social Security and Rail-
road Retirement Tier 1 benefits attributable to the increased por-
tion of benefits included in gross income are to be transferred to
the Medicare Hospital Insurance Trust Fund.

The provision is effective for taxable years beginning after De-
cember 31, 1993.

B. Business Provisions
1. Increase corporate tax rate

The Act establishes a new 35-percent marginal tax rate on cor-
porate taxable income (including net capital gains) in excess of $10
million, effective for taxable years beginning on or after January 1,
1993. A fiscal year corporation is required to use a “blended rate”
that reflects the increased rate for its fiscal year that includes Jan-
uary 1, 1993,
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A corporation with taxable income in excess of $15 million is re-
quired to increase its tax liability by the lesser of 3 percent of the
excess or $100,000. This increase in tax phases out the benefits of
the existing 34-percent marginal rate.

2. Disallowance of deduction for certain lobbying expenses

The Act provides that taxpayers may not deduct as a business
expense amounts incurred in an attempt to influence Federal or
State (but not local) legislation through communication with mem-
bers or employees of legislative bodies or other government officials
who may participate in the formulation of legislation. The Act also
disallows a deduction for costs of contacting certain high-ranking
Federal executive branch officials in an attempt to influence their
official actions or positions. The provision contains a flow-through
rule to disallow a business deduction for a portion of membership
dues ];‘aid to a trade organization or other non-charitable organiza-
tion that engages in lobbying, unless the organization pays a 35-
percent proxy tax on its lobbying expenditures.

The Act also provides a $2,000-per-taxpayer de minimis excep-
tion for in-house lobbying expenditures, as well as an anti-avoid-
ance rule for certain business contributions to charities (but no re-
porting by charities is required).
lg'gge provision is effective for amounts paid after December 31,

8. Mark-to-market accounting method for securities dealers

The Act applies two general rules (the “mark-to-market rules”) to
certain securities that are held by a dealer in securities. First, any
such security that is inventory in the hands of the dealer is in-
cluded in inventory at its fair market value, Second, any such secu-
rity that is not inventory in the hands of the dealer and that is
held as of the close of any taxable year is treated as sold by the
dealer for its fair market value on the last business day of the tax-
able year and any gain or loss must be taken into account by the
dealer in determining gross income for that taxable year. Gain or
loss taken into account under the mark-to-market rules generally
is treated as ordinary gain or loss.

The provision applies to taxable years ending on or after Decem-
ber 31, 1993.

4. Tax treatment of certain FSLIC financial assistance

The Act provides that thrift institutions cannot deduct losses on
the disposition or writing-down of assets that are reimbursed by
the Federal Savings and Loan Insurance Corporation (“FSLIC”).
The provision is effective for FSLIC agssistance credited on or after
March 4, 1991, for taxable years ending on or after March 4, 1991.

5. Modify corporate estimated tax rules

Under present and prior law, a corporation is subject to an addi-
tion to tax for any underpayment of estimated tax. Under prior
law, a corporation did not have any underpayment of estimated tax
if it made tax payments equal to 97 percent (91 percent for years
after 1996) of the current year’s tax liability. Small corporations
could base their current estimated tax payments on 100 percent of
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last year’s tax liability. The Act provides that, for taxable years be-

ginning after December 31, 1993, a corporation that does not use
the 100-percent of last year’s liability safe harbor for its estimated
tax payments is required to base its estimated tax payments on
100 percent (rather than 97 percent or 91 percent) of its current
year tax liability. The Act also modifies the rules regarding how a

corporation estimates its current year tax liability.

6. Repeal stock-for-debt exception to cancellation of indebt-
edness income

Under present and prior law, gross income generally includes
cancellation of indebtedness (“COD”) income. However, a bankrupt
or insolvent corporation that transfers stock to a creditor to satisfy
a debt is not required to include in COD income any amount by
which the amount of the debt exceeds the value of the stock trans-
ferred (the so-called “stock-for-debt” exception). The Act repeals the
stock-for-debt exception for stock transferred after December 31,
1994, except with respect to a title 11 bankruptcy case filed on or
before December 31, 1993. Thus, after the effective date, the trans-
fer of stock by a bankrupt or insolvent corporation in satisfaction
of its indebtedness will give rise to COD income to the extent the
amount of debt forgiven exceeds the fair market value of the stock.
However, a corporation may reduce its tax attributes rather than
pay current tax on the COD income.

7. Treatment of passive activity losses and credits and alter-
native minimum tax credits in certain discharges of in-
debtedness ‘

Under present and prior law, discharge of debt generally gives
rise to income to the debtor. If the discharge occurs in a title 11
(bankruptcy) case, or when the taxpayer is insolvent, or in the case
of certain farm debt, then the debt discharge income generally is
excluded from the taxpayer’s income in the year of the discharge.
The amount excluded from income under these exceptions is ap-
plied to reduce the taxpayer’s tax attributes (including carryovers
of losses and credits, and the basis of assets). The reduction of tax
attributes has the effect of deferring (not permanently excluding)
the debt discharge income. The Act adds (1) alternative minimum
tax credits and (2) passive activity loss and credit carryovers to the
tax attributes that are reduced. The provision is effective for dis-
:il'glgxéges of debt in taxable years beginning after December 31,

8. Limitation on section 936 credit

Under prior law, U.S. corporations with business operations in
the U.S. possessions (e.g., Puerto Rico) could elect the use of the
section 936 credit which generally eliminated the U.S. tax on both
their active business income and passive investment income related
to their operations in the possessions. In general, the Act provides
that the section 936 credit allowed to a possession corporation for
a taxable year against U.S. tax on its active business income is de-
termined as under prior law, but is subject to one of two alter-
native limitations. The taxpayer may choose which limitation to
apply. One limitation is based on factors that reflect the corpora-
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tion’s economic activity in the possessions (i.e., compensation, de-
preciation, and certain taxes paid). The other limitation is based on
a statutorily defined percentage of the credit that would be allow-
able under prior-law rules. The Act does not limit the section 936
credit against U.S. tax on_passive investment income. The provi-
%)33 is effective for taxable years beginning after December 31,

In addition, the Act temporarily increases the amount of distilled
spirit excise taxes on rum transferred by the United States to the
treasuries of Puerto Rico and the Virgin Islands from $10.50 per
proof gallon to $11.30 per proof gallon. This provision applies in the
case of rum brought into the United States during the five-year pe-
riod beginning on October 1, 1993.

9. Enhanced earnings stripping rules

Under present and prior law, the earnings stripping rules pro-
hibit a thinly capitalized corporation from taking a current deduc-
tion for certain excessive interest paid to a related party if the in-
terest income is exempt from U.S. taxation. The Act provides that
interest on certain loans from unrelated lenders will be treated in
the same manner. For this treatment to apply to interest on a loan
from an unrelated lender, the loan must be guaranteed by a related
party that is exempt from Federal income tax, and there must be
no gross-basis tax imposed by the United States on the interest.
The provision applies to interest paid or accrued in any taxable
year beginning after December 31, 1993.

C. Foreign Provisions

1. Current taxation of certain earnings of controlled foreign
corporations

The Act limits the availability of deferral of U.S. tax on certain
earnings of controlled foreign corporations by requiring U.S. share-
holders of a controlled foreign corporation to include in income the
corporation’s accumulated earnings invested in excess passive as-
sets. The provision conforms the treatment of earnings of controlled
foreign corporations invested in U.S. property to the new rules for
earnings invested in excess passive assets. The provision also
makes related modifications to other rules applicable to controlled
foreign corporations and passive forei%n investment companies, in-
cluding a special modification applicable in the case of research and
experimentation expenditures and certain payments for the use of
property. The provision is applicable to taxable years beginning
after September 30, 1993. :

2. Allocation of research expenditures

The Act provides a temporary rule for allocation of research ex-
penses between U.S. and foreign income. The rule generally is
identical to existing temporary rules for allocating research ex-
penses, except that the percentage of U.S.-incurred research ex-
penses allocated to U.S. source income (and the percentage of for-
eign-incurred research expenses allocated to foreign source income)
is 50 instead of 64. The provision applies to the taxpayer’s first tax-
able year (beginning on or before August 1, 1994) beginning imme-
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diately after the taxpayer’s last taxable year to which Revenue Pro-
cedure 92-56 applies, or would have applied had the taxpayer elect-
ed the benefits of the Revenue Procedure (which generally applies
ti% 9al)taxpayer’s first two taxable years beginning after August 1,

8. Eliminate working capital exception for foreign tax credit
for foreign oil and gas and shipping income

The Act limits taxpayers’ ability to cross-credit foreign taxes on
foreign oil and gas extraction income (“FOGEI"), foreign oil related
income (“FORI™), and shipping income for taxable years beginning
after December 31, 1992, by placing certain passive income related
to oil and gas and shipping operations in the separate foreign tax
credit limitation basket for passive income. In addition, the provi-
sion excludes certain passive income related to foreign oil and gas
activities from the computation of special foreign tax credit limita-
tions for FOGEI and FORI. .

4. Transfer pricing initiative

The Act strengthens penalties for substantial and gross valuation
misstatements in connection with transactions that result in trans-
fer price al(‘lgxstments for taxable years beginning after December
31, 1993. This is accomplished by lowering the threshold amount
of adjustment that triggers the penalties, and by imposing docu-
mentation requirements that must be satisfied in order to avoid
imposition of the penalties in cases where the thresholds are other-
wise exceeded.

5. Deny portfolio interest exemption for contingent interest

Under present and prior law, certain types of U.S.-source interest
(referred to as “portfolio interest”) earned by foreign persons are
exempt from U.§ income tax. The Act makes the exemption from
income for the receipt of portfolio interest obligations inapplicable
to certain interest income the payment of which is contingent (for
example, on the profitability of the borrower). The provision applies
to interest received by foreign persons after 1993. The provision
does not override existing tax treaties that reduce or eliminate U.S.
withholding tax on interest paid to foreign persons. The provision
does not apgly to interest with respect to any indebtedness with a
fixed term that was issued on or before April 7, 1993.

In addition, the Act includes a rule to determine the estate tax
treatment of debt instruments that provide for both interest de-
gcribed as contingent under the provision and interest not so de-
scribed. Under the Act, an appropriate portion (determined in a
manner prescribed by the Treasury) of the value of the instrument
is treated as property within the United States and, thus, is in-
cluded in the gross estate of a nonresident noncitizen decedent.

6. Regulatory authority to address multiple-party financing -
arrangements

The Act authorizes the Treasury Department to promulgate reg-
ulations that set forth rules for recharacterizing any multiple-party
financing transaction as a transaction directly among any two or
more of such parties where the Secretary determines that such
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recharacterization is appropriate to prevent avoidance of any tax
imposed by the Internal Revenue Code. The provision applies to
back-to-back loan transactions and other financing transactions as
well. The provision is effective on the date of enactment.

7. Exports of certain unprocessed softwood timber

The Act modifies certain provisions of the Internal Revenue Code
as they apply to exporters of unprocessed softwood timber. The pro-
vision removes foreign sales corporation (“FSC”), domestic inter-
national sales corporation (“DISC”), and deferral benefits with re-
spect to income from exports of such timber in transactions occur-
ring after the date of enactment, and reduces taxpayers’ ability to
shelter this income from U.S. tax via the foreign tax credit.

More specifically, for purposes of both the FSC and DISC rules,
the provision excludes from the definition of “export property” any
unprocessed softwood timber. Further, the provision treats as sub-
part F foreign base company sales income any income derived by
a controlled foreign corporation in connection with the sale of any
unprocessed softwood timber cut from an area located in the Unit-
ed States. In addition, the provision treats as subpart F foreign
base company sales income any income derived by a controlled for-
eign corporation from the milling of any such _timber outside the
United States. Any income treated as subpart F income under the
Act that is earned by an export trade corporation is not subject to
reduction by the export trade income of the coxggvration. Finally,
any income from the sale of any unprocessed softwood timber cut
from an area located in the United States is domestic source in-
come under the provision.

D. Energy and Motor Fuels Tax Provisions

1. Transportation fuels tax increase

The Act imposes a permanent excise tax of 4.3 cents per gallon
on: (1) all transportation fuels currently subject to the Leaking Un-
derground Storage Tank Trust Fund (‘LUST”) excise tax; (2) lique-
fied petroleum gases currently taxable as special motor fuels; and
(3) diesel fuel used in noncommercial motorboats. In addition, a tax
of 48.54 cents per mcf, at standard temperature and pressure
(thousand cubic feet), is imposed on compressed natural gas used
in highway vehicles or motorboats. Taxable fuel uses include motor
fuels (glasoline, diesel fuel, compressed natural gas, and special
motor fuels) used for highway transportation or in motorboats; gas-
oline used in off-highway non-business uses (e.g. small-engine and
recreational trail uses); diesel fuel used in trains; fuels used in in-
land waterways transportation; and gasoline and jet fuels used in
aviation. Fuels used in commercial aviation are exempt from the
tax until October 1, 1995.

The new excise tax generally is collected in the same manner as
are existing excise taxes on these fuels (i.e., the tax on gasoline and
diesel fuel is collected on removal of these fuels from registered ter-
minal facilities, the tax on special motor fuels is collected on the
retail sale of these fuels, and the tax on fuels used in inland water-
ways is collected on the use of these fuels). The tax on compressed
natural gas is collected on the retail sale (or use) of the fuel.
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Fuel uses that are exempt from the LUST tax generally are ex-
empt from the new tax. Exempt uses include, for example, number
two distillate used as heating oil; gasoline and diesel fuel used on
farms for farming purposes; fuels used for off-highway business
uses (such as to operate stationary pumps or compressors or in con-
struction vehicles or fishing vessels); diesel fuel used in commercial
motorboats; fuels used by State and local governments and non-
profit schools, as well as in school and certain intra-city buses oper-
ated by private contractors; exported fuels; fuels used in inter-
national aviation; and, fuels used in international and domestic
shipping (other than shipping on the inland waterways system).

Revenues from the 4.3-cents-per-gallon tax will be retained in the
Gesx)leral Fund. The provision generally is effective on October 1,
1993. ‘

2. Modification of the collection of the diesel fuel excise tax

The Act provides that the diesel fuel excise tax is to be collected
on removal from a terminal (i.e., at the terminal rack) under gen-
erally the same rules as the gasoline tax currently is collected. Un-
like the gasoline tax, however, diesel fuel destined for an exempt
use is not taxed as the fuel is removed from the terminal if it is
dyed in accordance with certain requirements. The Act also pro-
vides for Treasury Department designation of colors.

The Act allows refunds, as under prior law, for tax-paid fuel used
in an exempt use. However, vendors to farmers and State and local
governments are required to apply for refunds for these exempt
users if the vendors sell tax-paid fuel to these persons for use in
an exempt use. Under the Act, the provision applies the tax to die-
sel fuel removed from terminals after December 31, 1993.

3. Extend the 2.5-cents-per-gallon motor fuels excise tax
rate; Transfer of revenues

The Act extends the 2.5-cents-per-gallon motor fuels deficit re-
duction excise tax rate from October 1, 1995, through December 31,
1999, and dedicates certain of those revenues to the Highway Trust
Fund. Revenues from the 2.5-cents-per-gallon tax from highway
uses of gasoline, diesel fuel, and special motor fuels will be depos-
ited in the Highway Trust Fund, with revenues equivalent to 2
cents per gallon of the tax being deposited in the Highway Account
of that Trust Fund, and revenues equivalent to 0.5 cents per gallon
of the tax being deposited in the Mass Transit Account. The Act re-
duces the excise tax rate on railroads to 1.25 cents per gallon dur-
ing the extension period. Revenues from this railroad tax and the
full 2.5-cents-per-gallon tax on all other fuel uses will be retained
in the General Fund.

E. Compliance Provisions

1. Raise standard for accuracy-related penalty

Under present and prior law, a taxpayer must pay a penalty on
any portion of an underpayment of tax that is attributable to a
substantial understatement of income tax on a return. Under prior
law, this penalty generally could be avoided where the position
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taken on the return or claim for refund was adequately disclosed
and was not “frivolous.”

The Act replaces the “not frivolous” standard with a “reasonable
basis” standard for purposes of the accuracy-related penalty. Thus,
the penalty may be avoided by adequately disclosing a return posi-
tion only if the position has at least a reasonable basis. The provi-
sion applies to tax returns due (without regard to extensions) after
December 31, 1993.

2. Information returns relating to the discharge of indebted-
ness by certain financial entities

The Act requires the Federal Deposit Insurance Corporation, the
Resolution Trust Corporation, certain Federal executive agencies,
and certain other financial institutions to file information returns
with the Internal Revenue Service regarding any discharge of in-
debtedness of $600 or more. The information return must contain
the name, address, and taxpayer identification number of the per-
son whose debt was discharged, the amount of debt discharged, and
the date on which the debt was discharged. The same information
also must be provided to the person whose debt is discharged. The
provision generally applies to discharges of indebtedness occurring
on or after January 1, 1994, except that the provision applies to
discharges of indebtedness by government entities after the date of
enactment.

F. Treatment of Intangibles

1. Amortization of goodwill and certain other intangible as-
sets

The Act provides a uniform straight-line amortization method for
certain acquired intangible assets, including goodwill, with an am-
ortization period of 15 years. The Act adds a special nine-year am-
ortization period for purchased mortgage servicing rights
(“PMSRs”). The provision generally applies to acquisitions after the
date of enactment, and, on an elective basis, to all property ac-
quired after July 25, 1991.

2. Modify special treatment of certain liquidation payments

The Act modifies the partnership treatment of certain payments
to withdrawing partners for goodwill by treating liquidation pay-
ments with respect to goodwill as made in exchange for the part-
ner’s interest in the partnership (and, thus, nondeductible except
under the provisions for amortization of goodwill), rather than as
payments that could give rise to an immediate partnership deduc-
tion. The provision also affects payments for unrealized receivables.
The provision generally applies to partners retiring or dying after
January 5, 1993, .

G. Miscellaneous Revenue-Raising Provisions

1. Eﬁxlp;gxsion of 45-day interest-free period for certain re-
8

Under present and prior law, no interest is paid by the Federal
Government on a refund arising from an original income tax return
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if the refund is issued by the 45th day after the later of the due
date for the return (determined without regard to any extensions)
or the date the return is filed. The Act provides similar treatment
(i.e., a 45-day, interest-free processing period) with respect to taxes
other than income taxes (i.e., employment, excise, and estate and
gift taxes), for refunds of any type of tax arising from amended re-
turns, for claims for refunds of any type of tax, and for Internal
Revenue Service-initiated adjustments. The provision is effective
with respect to returns required to be filed (without regard to ex-
tensions) on or after January 1, 1994, with respect to amended re-
turns and claims for refunds filed on or after January 1, 1995 (re-
gardless of the taxable period to which they relate), and with re-
spect to refunds relating to Internal Revenue Service-initiated ad-
justments paid on or after January 1, 1995 (regardless of the tax-
able period to which they relate).

2. Deny deductions relating to travel expenses paid or in-
curred in connection with travel of taxpayer’s spouse or
dependents

The Act denies a deduction for travel expenses paid or incurred
with respect to a spouse, dependent, or other individual accom-
panying a taxpayer on business travel, unless that travel compan-
ion is a bona fide employee of the taxpayer paying or reimbursing
the expenses, the companion’s travel is for a bona fide business
purpose, and the companion’s expenses would otherwise be deduct-
ible, The denial of the deduction does not apply to expenses that
would otherwise qualify as deductible moving expenses. The provi-
iigo;13 is effective for amounts paid or incurred after December 31,

8. Increase withholding rate on supplemental wage pay-
ments

The Act increases the applicable withholding rate on supple-
mental wag:e) payments (such as bonuses, commissions, and over-
time pay) from 20 percent to 28 percent. The provision is effective
for payments made after December 31, 1993.




III. EMPOWERMENT ZONES AND ENTERPRISE
COMMUNITIES

1. Tax benefits for empowerment zones and enterprise com-
munities :

Under the Act, nine empowerment zones and 95 enterprise com-
munities will be designated in 1994 and 1995. The Secretary of
Housing and Urban Development will designate in urban areas six
empowerment zones and 65 enterprise communities; the Secretary
of Agriculture will designate in rural areas three empowerment
zones and 30 enterprise communities. Indian reservations are not
eligible for designation as empowerment zones or enterprise com-
br@mlmit)ies, but receive separate tax incentives (see item IIL.3,,

elow).

Designated empowerment zones and enterprise communities
must satisfy certain eligibility criteria, including specified poverty
rates and population an geoirafhic size limitations.

The provision makes available the following tax incentives in
empowerment zones: (1) a 20-percent emplc:iyer wage credit for the
first $15,000 of wages paid to a zone resident who works in the
zone; (2) an additional $20,000 of section 179 expensing for certain
zone business property (accordingly, certain businesses operating in
empowerment zones are allowed up to $37,500 of expensing under
thle Act); and (3) expanded tax-exempt financing for certain zone fa-
cilities.

Under the Act, the 95 enterprise communities are eligible for the
expanded tax-exempt financing benefits, described above, but not
the other tax incentives available in empowerment zones.

The tax incentives for empowerment zones and enterprise com-
munities generally will be available during the period that the des-
ignation remains in effect. Generally, each designation will remain
in effect for 10 years.

2. Tax credit for contributions to certain community devel-
opment corporations

The Act provides a tax credit for certain contributions to commu-
nity development corporations (“CDCs”) selected by the Secretary
of Housing and Urban Development (“HUD”) to provide assistance
in economically distressed areas. The Secretary of HUD may select
uguto 20 CDCs to participate in the program (at- least eight of
which must operate in rural areas), and the aggregate amount of
contributions that may be designated by a CDC as eligible for the
credit may not exceed $2 million.

8. Tax incentives for businesses on Indian veservations

The Act provides two tax incentives for all Indian reservations:
(1) enhanced accelerated depreciation for certain property used in
the conduct of a trade or business on a reservation (and certain

(25)
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connecting infrastructure property); and (2) a 20-percent incremen-
tal employer wage credit for wages and health insurance costs (up
to $20,000 per employee) paid to tribal members and spouses who
work on, and live on or near, a reservation. The credit is available
only to the extent that the sum of current-year qualified wages and
health costs exceeds the sum of comparable costs for 1993. These
incentives are not available with respect to gambling activities. The
enhanced accelerated depreciation for Indian reservations is avail-
able with respect to Broperty placed in service on or after Janua.riy
1, 1994, and before December 31, 2003. The wage credit is avail-
able for wages paid or incurred on or after January 1, 1994, in a
taxable year that begins before December 31, 2003.



IV. OTHER REVENUE PROVISIONS

A. Disclosure Provisions

1. Extend access to tax information for the Department of
Veterans Affairs

Under present and prior law, the Treasury Department is au-
thorized to disclose certain tax information to the Department of
Veterans Affairs (“DVA”) to assist DVA in establishing eligibility
for, and the correct benefit amounts under, certain needs-based
pension and other programs. Under prior law, the DVA disclosure
provision was scheduled to expire after September 30, 1997. The
Act extends the authority to disclose tax information to the DVA
for one year, through September 30, 1998.

2. Access to tax information by the Department of Education

The Act allows the Department of Education access to certain tax
return information in order to implement an income-contingent
student loan repayment program. The only information the Depart-
ment of Education is permitted to obtain is the name, address, tax-
payer identification number, filing status, and adjusted gross in-
come of the former student. Disclosure of this information may be
made only to Department of Education employees and may only be
used by these employees in establishing the appropriate income-
contingent repayment amount. Authority to disclose tax informa-
tion to the Department of Education expires after September 30,
1998.

The Act also permanently authorizes the Department of Edu-
cation to obtain the mailing address of any taxpayer who has re-
ceived more than the proper amount on a Federal Pell grant or
who has defaulted on certain additional student loans administered
by the Department of Education.

The Conference Report directs the Treasury Department, in con-
sultation with the Department of Education, to study the feasibility
of IRS collection of student loans and to report back to the Con-
gress with any legislative recommendations within six months.

8. Access to tax information by the Department of Housing
and Urban Development

The Act permits disclosure of certain tax information by the
Treasury Department to employees of the Department of Housing
and Urban Development (“HUD”) for use in verifying eligibility for,
and the correct amount of benefits payable under, various HUD
programs. Authority to disclose tax information to HUD expires
after September 30, 1998.

@n
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B. Increase in Public Debt Limit

The Act increases the statutory limit on the public debt to $4.9
trillion to comply with budget reconciliation instructions. This re-
places the prior temporary debt limit of $4.37 trillion, which was
scheduled to expire on October 1, 1993.

C. Vaccine Provisions
1. Extension of vaccine excise tax

Prior to January 1, 1993, an excise tax was imposed on certain
vaccines, and proceeds of the tax were used to fund the Vaccine In-
jury Compensation Trust Fund (“Vaccine Trust Fund”). The tax ex-
pired after December 31, 1992. The Act permanently extends the
excise tax on certain vaccines, effective on the date of enactment.
In addition, authorization for compensation to be paid from the
Vaccine Trust Fund under the National Vaccination Compensation
Program is permanently extended, effective for vaccines adminis-
tered on or after October 1, 1992. The Conference Report requests
that the Secretary of the Treasury, in consultation with the Sec-
retary of Health and Human Services, perform a study of the Vac-
cine Trust Fund, vaccine taxes, and related matters, due one year
after the date of enactment.

2. Pediatric vaccine health care coverage

The Act provides that health plans that covered the cost of pedi-
atric vaccines as of May 1, 1993, and fail to continue that level of
coverage will be subject to the excise tax penalty (under Code sec.
4980B(D) applicable to plans that fail to meet the health care con-
tinuation coverage requirements.

D. Other Revenue-Related Provisions

1. Disaster relief for individuals whose principal residences
were damaged by Presidentially declared disasters

The Act contains provisions applicable to taxpayers whose prin-
cipal residence (or any of its contents) is involuntarily converted as
a result of a Presidentially declared disaster. In such cases, the re-
ceipt of insurance proceeds for unscheduled personal property that
was part of the contents of such residence will not cause the tax-
payer to recognize gain. In the case of any other insurance proceeds
for a residence or its contents, the proceeds may be treated as a
common pool of funds. If such pool of funds is used to purchase any
property similar in use to the converted residence (or its contents),
a taxpayer may elect to recognize gain only to the extent that the
amount of the pool of funds exceeds the cost of the replacement
property.

In addition, the Act extends the time period from two to four
years within which property that is involuntarily converted as a re-
sult of a Presidentially declared disaster must be replaced.

The provisions are effective for property involuntarily converted
as a result of disasters for which a Presidential declaration is made
on or after September 1, 1991. ‘ B '
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2. Increase amount of Presidential Election Campaign Fund
checkoff o S SR

The Act increases the amount of the Presidential Election Cam-
paign Fund voluntary designation on individual income tax returns
from $1 to $3, effective for tax returns filed after December 31,
1993.

3. Disallowance of deduction for amounts paid or incurred
il:i connection with certain noncomplying group health
plans

The Act prohibits employers from deducting costs of health cov-
erage provided to participants under a group health plan if the
plan fails to reimburse hospitals for inpatient services at the rate
specified under the laws of the State of New York. The provision
is effective with res%ect to inpatient hospital services provided to
participants after February 2, 1993, and on or before May 12, 1995.

4. Employer tax credit for FICA taxes paid on tip income

Under present and prior law, all employee tip income is treated
as em}_)rloyer-provided wages for purposes of the Federal Unemploy-
ment Tax Act (“FUTA”) and the Federal Insurance Contributions
Act (“FICA”). For purposes of the minimum wage provisions of the
Fair Labor Standards Act, reported tips (up to one-half of the
amount of the minimum wage) are treated as employer-provided
wages. The Act provides food and beverage establishments with a
business tax credit in an amount equal to the employer’s FICA tax
obligation attributable to reported tips in excess of those treated as
wages for purposes of satisfying the minimum wage laws. A food
or bevera%:al establishment is any trade or business (or portion
thereof) which provides food or beverages for consumption on the
premises and with respect to which the tipping of employees serv-
ing food and beverages is customary. No credit is allowed with re-
spect to FICA taxes paid on tips that are not received in connection
with the provision of food or beverages. The provision is effective
for FICA taxes paid with respect to services performed after De-
cember 31, 1993.

5. Availability and use of death certificate information

The Act prohibits disclosure of Federal tax returns or return in-
formation to any State in connection with the administration of
State tax laws if the State has not entered into a contract to pro-
vide death certificate information to the Secretary of Health and
Human Services, or if the State is a party to a contract with the
Secretary that includes any restrictions (subject to certain limited
exceptions) on the use of the death information provided to the Sec-
retary by the State. The provision is generally effective one year
after the date of enactment.
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APPENDIX A: Estimated Budget Effects of the Revenue Provisions of H.R. 2264 (The Omnibus
Budget Reconciliation Act of 1993) as Passed by the Congress, Fiscal Years 1994-1998

[Millions of Dollars}]
Provision Effective 1994 1995 1996 1997 1998 1994-98
I. Revenue-Raising Provisions
A Individual Income and Estate
and Gift Tax Provisions
1. Increase tax rates paid by '
high-income individuals? ........ 1/1/93 15407 22,804 25714 24,584 26,263 114,772

{a.] Add fourth bracket at 36%
rate for taxable income over
$140,000 (oint), $127,500
(head of household),
$115,000 (single). [b.] Im-

se a 10% surtax on regu-
ar income over $250,000
{not applicable to capital
gains). [c.] Increase mini-
mum tax rate to 26% for
AMTI of less than $175,000
and 28% for AMTI over
$175,000; increase AMTI ex-
emption to $45,000 (oint)
and $33,750 (single). [d.]
Permanently extend item-
ized deduction limitation
and personal exemption
phaseout effective for 1996
and 1997, respectively.
2. Repeal Health Insurance
(HI) wage base cap?2 .......coeeue 1/1/94 2,750 6,030 6,374 6,808 7,200 29,161
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3. Reinstate top estate and gift
tax rates at 53% and 55% .......
4. Reduce deductible portion of
business meals and entertain-
ment from 80% to 50% ............
5. Deny deduction for club
dues (include hotel and air-
POTt ClUbB) .oorermmmseisrecinsrnnimasenes
6. Deny deduction for execu-
tive pay over $1 million ..........
7. Reduce compensation that
can be taken into account for
es of benefits and con-
tributions under ualified re-
tirement plans toq$150,000 in
1994 (1993 cap is $235,840) ....
8. Limit deduction for movix;g
expenses; treat reimburs
moving expenses as exclusion
from gross income; treat unre-
jmbursed moving expenses as
deduction from gross income ..
9. Individual estimated tax
gimplification .......c.ecoeeee S
10. Impose 2-tier system to de-
termine taxable portion of So-
cial Security and Railroad Re-
tirement Tier 1 ben_eﬁts ..........

B. Provisions Affecting Busi-

nesses
1. Increase corporate tax rate to
35% for taxable income above
$10 million (phaseout benefit

of 34% rate beginning at $15
million)3 ..

1/1/93

11/94

V194
1/1/94

1/1/94

1/1/94

V1/94

1/1/94

193

475

1,823

132
42

179

171

—~1,900

1,930

4,404

512

3,124

227
55

574

.............

2,808

2,785
15,287

1,101
335

2,460
2,298

700

24,592

16,421

1514



APPENDIX A: Estimated Budget Effects of the Revenue Provisions of H.R. 2264 (The Omnibus
Budget Reconciliation Act of 1993) as Passed by the Congress, Fiscal Years 1994-1998—Continued

[Millions of Dollars}

Provision Effective 1994 1995 1996 1997 1998 1994-98

2. Deny deduction for certain
lobbying eXpenses ...........ceeseee e/a 12/31/93 79 134 141 147 152 653
3. Require mark-to-market ac-
counting method for dealers in
securities (transition rule for ‘
LIFO inventory) ... tyeo/a 12/3 1/93 822 795 804 816 558 3,796

4. Prohibit double-dip related to
FSLIC assistance4 .......cooeeeeneee 3/4/91 278 78 31 266 363 1,016
5. Extend and modify corporate :

estimated tax rules .........eeeens tyba 12/31/93 2,116 428 59 4,279 929 7,810
6. a. Repeal stock-for-debt ex-

ception to section 108 ......ccc..... sta V195  .eeeeens 18 56 99 143 315

b. Add passive activity losses

and credits to list of tax at-

tributes reduced by cancella-

tion of indebtedness .............. 1/1/94 8 34 73 112 152 378
c. Add AMT credits to list of tax

attributes reduced by cancella-

tion of indebtedness .............c.e 1/1/94 25 56 80 101 121 383
7. Limit section 936 credit ......... tyba 12/31/93 436 909 879 793 735 3,751
8. Modify earnings stripping, :

portfolio interest, and. conduit

TULES cvevcveereeeneesnnsransssesansnnsesanss ) 63 78 83 88 93 405

C. Foreign Tax Provisions

1. Repeal deferral for excessive

accumulated foreign earnings tyba 9/30/93 20 44 56 61 69 251

125



9. Allocate 50% of R&E ex-
genses to place of performance
OT D@ YBAT .cvorurrcmssrsrsssarzssnossss

3. Revise foreign tax credit for
oil and gas and shipping in-
come :

4. Transfer ?ncmg compliance
initiative (enhanced penalty
provision) .

5. Treatment of xorts of un-
processed softw timber ......

D. Energyﬂ‘rampoﬂation Tax
Provisions

1 Transgortation motor fuels

tax and diesel fuel compliance:

a. Motor fuels tax increase of

4.3 cents/gallon? ..cccevciierrens

b. Exempt commercial avia-
tion fuels through 9/30/95 ...

c. Diesel fuel compliance ........
2. Extend current 2.5 cents per
gallon motor fuels tax; rail-
roads taxed at 1.25 cents per
gallon (10/1/95 to 9/30/99)8 .....

E. Compliance Provisions

1. Modified substantial under-
statement penalty ......oceeenees
2. Information reporting for dis-

chaxge of indebtedness for
FDIC, RTC, and financial in-
stitutions ..

F. Intangibles
1. Amortization of acquired in-
ible assets (15 years; 9
years for PMSRS20) .cccovsurennosanas

.......

®
tyba 12/31/92

tyba 12/31/93
ta DoE

10/1/93

10/1/93
V1/94

10/1/95

V1/94
9DoE

10DoE

—225

622

73

4,795

-395
249

..............

110

52

73
1

4,893

—418
188

..............

115

318

..............

4,845

-13
193

2,565

101

102

504

..............

73
87

..............

2,639

82

696

..............

..............

75

881

393

24,268

—-825
1,031

7,824

469

484

2,450

ge



APPENDIX A: Estimated Budget Effects of the Revenue Pro
Budget Reconciliation Act of 1993) as Passed by the Congress,

Millions of Dollars]

visions of H.R. 2264 (The Omnibus
Fiscal Yea_rs 1994-1998—Continued

Provision

Effective

1994

1995

1896

1997

1998

199498

G. Miscellaneous Revenue-Rais-
ing Provisions

1. Substantiation and disclosure

of charitable contributions 11 ..

2. Expand 45-day interest rule

for certain refunds (outlays)2 .

3. Deny business travel deduc-
tions for spouse and depend-
ents on non-business travel ...

4. Increase withholding rate on
bonuses to 28% ......ceeereereceoses

Subtotal: Revenue-Raising
Provisions .........cceeevveenesnees

II. Investment and Training Provi-
sions
A. Education and Training Pro-
visions

1. Extend employer-provider
educational assistance
through 12/31/9412 .................
2. Extend targeted jobs tax
credit through 12/31/94 ...........

B. Investment Incentives
1. Extend research and experi-
gasentation credit through 6/30/

1/1/94
1/1/94

1/1/94
1/1/94

15

103

109

118

124

469

20

21
10

23
10

11

228

34,886

49,480

56,853

64,706

62,062

267,987

7/1/92
7/1/92

7/1/92

-601
-273

-2,169

-312
-212

-1,209

—115

-784

—45

—436

-16

-253

-913
—-661

—4,851

9g



2. Targeted capital gains incen-
tives for investment in small
businesses (with $50 million
gross asset limit applied on a

group basis) ......cceeriserirnnnens
3. Elimination of ACE deprecia-
tion adjustment .......ccccoeereeeneee.
4. Increase section 179
expensing to $17,500 ...............

5. Exempt high-speed rail bonds
from private activity bond
caps (with government-owner-
ship requirement) .......cccceeveeee.

6. Extend qualified small-issue
manufacturing bonds (IDBs)
permanently, with waiver of
one-year placed-in-service rule
for certain projects ..................

7. Extend orphan drug tax cred-
it through 12/831/94 ..................

C. ion and Simplification
of Earned Income Tax Credit
(EITC) 13

D. Real Estate Investment Provi-
sions

1. Extend mortgage revenue
bonds (MRBs) and mortgage
credit certificates (MCCs) per-
manently, with contracts for
deed, high-cost housing areas,
and two-family housing excep-
tions

2. Extend low-income housing
credit permanently ..................

DoE
ppisa 12/31/93
tyba 12/31/92

1/1/94

7/1/92
7/1/92

11/94

7/1/92
771/92

-13
-344
-2,281

-18
-14

-22

-173
-373

-98
- 986
- 969

—155

—145
—-597

-163  —-218  —260
-1,112 -1026 —880
-692 -434 -211
-22 -43 -58
—54 -7 -84
-378  -547  —592
-210 -270 -322
-938 -1296 -—1,660

—-752
—4,348
—4,587

—-134

—266
-18

-1,694

-1,019
- 4,864

Lg



APPENDIX A: Estimated Budget Effects of the Revenue Provisions of H.R. 2264 (The Omnibus
Budget Reconciliation Act of 1993) as Passed by the Congress, Fiscal Years 1994-1998—Continued

[Millions of Dollars]

Provision

Effective

1994

1995

1996

1897

1998

1994-98

3. Provide passive loss relief for
real estate professionals .........

4. Facilitate pension invest-
ments in real estate ................

5. Treatmeml;) of certaig brt:gl
property business indel -
nesgif individuals ...................

6. Increase recovery period for
non-residential real property

to 39 years ........cceeevveveeenrenen.

E. Luxury Excise Tax; Diesel Fuel

Tax for Motorboats

1. a. Repeal luxury excise tax
gxlxrs boatl:: aircraft, jewelry, and

b. Index luxury excise tax on
automobiles for inflation 14 .....
2. Impose  20.1-cent-per-gallon
excise tax on diesel fuel used
in  noncommercial motor-
boats 15
F. Other Provisions
1. Extend AMT treatment of
gifts of appreciated property
to charities permanently .........

1/1/94

11/94

1/1/93

ppiso/a 5/13/93

1/1/93
DoE

1/1/94

(16)

-294
—46

—138

104

—-69
—-58

21

—100

—536
-60

-110

314

—46
—108

30

=77

-503
—63

-60

617

-49
-151

31

-178

~563

-30

995

~52
-219

32

—80

- 658
-73

—28

1,354

-55
—267

34

~-82

—2,5564
-310

—366

3,384

-270
-804

148

—417

8¢



2. Extend 25% deduction for
self-employed health insur-
ance for individuals through
12/31/93

G. Empowerment Zones and En-
terprise Communities17 ..............

1. Provide tax incentives for
businesses on Indian reserva-
tions
Subtotal: Investment and

Training Provisions .........
I11. Other Revenue Provisions
A. Disclosure Provisions
; 1. Extend tax information ac-
ceas for De ent of Veter-
ans Affairs (through 9/30/98) ..

2. Access to tax information by
the De ent of Education
(through 9/30/98) ..........ccevvrnes

3. Access to tax information by
the Department of Housing
and Development (through %
30/98)

B. Increase in Public Debt Limit .
C. Vaccine Provisions

1. Permanent extension of vac-
cine excise £ax ........ccecersueeveecveee

2. Excisef tax for no:(zl-oonﬁnu-
ation of coverage under grou,
health plans of cost of pedlg
atric vaccines .............cceeeceeenns

D. Other Provisions

1. Extend Trade Generalized

System of Preferences (GSP)2

/92 —566 - 566
V1/94 -276 —459 -539 -583 ~-635 -2,492
1/1/94 (18) (18) (18) 19) (18) (19)
-7605 5785 -5363 -4954 -4746 -28,354

DoE

8

DoE

DoE

DoE
DoE 142 137 137 135 134 684
pyba DoE (19) (19) (19) (19) (19) (19)
~791 ~-791




APPENDIX A: Estimated Budget Effects of the Revenue Provisions of H.R. 2264 (The Omnibus
Budget Reconciliation Act of 1993) as Passed by the Congress, Fiscal Years 1994-1998—Continued

[Millions of Dollars]

Provision ‘ Effective - ~ 1994 1995 1996 1997 1998 1994-88

2. Customs overtime reform?2 .... 3 4 4 4 4 19
3. Extension of Federal unem-

ployment  insurance tax

(FUTA) (2 years)2 ..........coueu.ne /197 : 881 1,208 2,089
4. Involuntary conversion for '

principal residence in Presi-

dentially declared disaster

areas 9/1/91 (19) (19) (19) (19) (19) (19)
5. Tax credit to certain employ-

ers for FICA paid on employee

tips 1/1/94 -118 —203 -213 —224 —235 —994
6. Deny deduction for certain
noncomplying health plans ..... 2/3/93-5/12/95 -116 -105 -221
Subtotal: Other Revenue
Provisions ...........ccccueurenen.. —880 -167 -72 796 1,111 786
NET TOTAL .........cuceeuennn. 26,401 43,528 51,518 60,648 58,427 240,419

Footnotes to Appendix A: }

1 Taxpayer may elect to pay tax attributable to rate increase for 1993 in 3 equal installments, payable on the due date of returns for
taxable years 1993, 1994, and 1995. No penalties for underwithholding or estimated tax in 1995; installment amounts would riot be subject to
underpayment penalties.or interest charges. Indexing of 36% rate and surtax brackets effective 1/1/95. Estimate includes certain provisions to
prevent conversion of ordinary income to ca&ital gains.

2 Estimate for this provision provided by the Congressional Budget Office (CBO).

3Effective 1/1/93, but no penalties for underwithholding or estimated tax in 1993 with blended rates for fiscal year taxpayers. :

4Estimate does not include an increase in outlays of $136 million in 1994, a decrease of $14 million in 1995, an increase of $29 million in
1996, an increase of $95 million in 1997, and an increase of $109 million in 1998. According to CBO, Budget Act requirements may prohibit
counting this provision for pay-as-you-go p\:.gfses.

5With some exceptions, provision is generally effective for tyba 12/31/93.



6Effective at expiration of Rev. Proc. 92-56, which is generally the third taxable year beginning after 8/1/91. In July 1992, the Treasury
Department suspended applicable regulation for 18 months.

7All revenues from 4.3-cent-per-gallon tax on motor fuels will go to the General Fund.

8Revenues from the 1.25-cent-per-gallon tax on railroad diesel will go to the General Fund; motorboat and oﬂ'-hiihway recreational vehicle
fuel revenues will be retained in the General Fund. All revenues from highway motor fuels tax will go to the Highway Trust Fund (2 cents
per gallon of the tax revenues will go to the Highway Account and 0.5-cent per gallon will go to the Mass Transit iceount.)

9 Effective date of 1/1/94 for non-governmental entities.

10Taxpayer may elect to apply to intangibles acquired afier 7/25/91. Estimate also includes a provision affecting payments to partners
retiring or dying on or after 1/5/93.

11 Sybstantiation requirement for charitable contributions of $250 or more; disclosure related to quid pro quo contributions ($76 exemption).
sl?ﬂli(l)l?. p?'rﬁ(ﬁ);g estimate (off budget): $160 million for 1994 and $61 million for 1995; HI portion (on budget): $36 million for 1994 and

on for X

191938EI'IC outlays would be $209 million in 1994, $2,000 million in 1995, $4,397 million in 1996, $6,122 million in 1997, and $6,378 million in

14Estimate includes the effects of (i) exempting demonstrator cars from the I tax, effective 1/1/93, and (ii) exempti uipment
installed on vehicles for use by disabled indivigt?:lg, effective 1/191. e pling equip

15Includes revenues from extension of the 2.5-cent-per-gallon diesel motor fuels tax (10/1/95 to 9/30/99). 20.1-cent-per-gallon tax on
motorboat diesel would expire after 12/31/99. All revenues will be deposited into the General Fund. (Motorboat diesel fuel is also subject to
the 4.3-cents-per gallon General Fund transportation fuels tax beginning January 1, 1994.)

16 Effective for contributions of tangible personal property made after 6/30/92, and for contributions of all property made after 1992.

17 Estimate includes specialized small business investment company (SSBIC) provisions.

18 Revenue included in item G.

18 Negligible revenue effect.

20 Purchased mortgage servicing rights.

Note: Details may not add to totals due to rounding.
Legend for “Effective” column: DoE = date of enactment, e/a = expenses after, fya = fiscal years after, ppisa = property placed in service

after, ppiso/a = property placed in service on or after, pyba = plan years ing after, sta = stock transferred after, ta = transactions after, -

tyba = taxable years beginning after, tyeo/a = taxable years ending on or L
Source: Joint Committee on Taxation.
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APPENDIX B: Distributional Effects of the Revenue Provisions Contained in the Omnibus
Budget Reconciliation Act of 1993 as Passed by the Congress

[1993 Income Levels}

Present-Law Fed- Present-Law Av- Proposed Change  Burden Change

Expanded Income Class1 eral Taxes erage Tax Rate in Tax Burden as a Share of In-

: (Billions) 2 (Percent) 3 (Millions) 4 come (Percent)
Less than $10,000 $9 104 -$1,152 -1.28
$10,000 t0 $20,000 .......oeoereeieeeeeeeeeeeeesene 39 119 -993 —0.30
$20,000 to $30,000 72 17.0 94 0.02
$30,000 to $40,000 ...... 86 19.1 949 0.21
$40,000 to $50,000 teererevreeresssnnsersrraaen 93 20.9 1,271 0.29
$50,000 to $75,000 .... 201 22.3 3,517 0.39
$75,000 to $100,000 120 24.6 2,653 0.54
$100,000 to $200,000 ’ © 142 26.6 4,598 0.86
$200,000 and 0Ver ..........ccoerereeieenenrenrrererererernnes 168 30.2 29,863 5.39
Total, All Taxpayers ............ccccceeveveennn $930 22.1 $40,800 0.97

1The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: (1] tax-exempt interest, [2]
employer contributions for health plans and life insurance, [3] employer share of FICA tax, {4] workers’ compensation, [5] nontaxable Social
Security benefits, [6] insurance value of Medicare benefits, [7) corporate income tax liability attributed to stockholders, [8] alternative
minimum tax preference items, and [9] excluded income of U.S. citizens living abroad.

2Includes individual income tax, FICA and SECA tax, excise taxes, estate and gift taxes, and corporate income tax.

3Present-law Federal taxes as a share of expanded income.

4Includes all revenue provisions except: Individual and corporate estimated tax changes, information reporting for discharge of
indebtedness, targeted jobs credit, capital gains incentives, provisions affecting qualified pension plans, mortgage revenue bonds, low-income
housing credit, luxury tax provisions, excise tax on diesel fuel used in noncommercial motorboats, empowerment zones and enterprise
communities, vaccine excise tax, GSP and FUTA extensions, transfer of Federal Reserve funds, deduction disallowance for certain health
plans, orphan drug credit, and diesel fuel compliance.

Source: Joint Committee on Taxation, August 3, 1993.

O

(44



