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INTRODUCTION

This pamphlet,! prepared by the staff of the Joint Committee on
Taxation, provides a summary of the revenue provisions included
in the President’s budget proposal for fiscal year 1993, submitted to
the Congress on January 29, 1992.2

The first part of the pamphlet is a summary of the revenue pro-
posals contained in the President’s budget proposal, including
present law and a reference to any recent prior Congressional
action on the topic and whether the proposal was also included in
budget proposals for fiscal years 1990, 1991, or 1992.3 The revenue
proposals in this pamphlet are organized as follows: (A) Individual
income tax provisions; (B) Business-related income tax provisions;
(C) Charitable contribution provisions; (D) Expiring tax provisions;
(E) Compliance provisions; (F) Tax simplification provisions; (G)
Other tax provisions; (H) Certain fees classified as receipts; and (I) '
Changes in the Federal income tax withholding tables. The second
part of the pamphlet presents the Joint Committee on Taxation
staff’s estimates of the budget effects of the President’s revenue
proposals for fiscal years 1992-1997.

! This pamphlet may be cited as follows: Joint Committee on Taxation, Summary of Revenue
Provisions in the President’s Budget Proposal for Fiscal Year 1993 (JCS-3-92), February 6, 1992.
This pamphlet replaces the previous Joint Committee staff document with the same title JCX-
1-92, February 8, 1992), and is the same as that document except for clerical corrections.

2 This pamphlet includes those fee proposals in the President’s budget proposal that are classi-
fied as budget receipts by the Administration’s budget documents. See Department of the Treas-
ury, General Explanations of the President’s Budget Proposals Affecting Receipts, January 1992;
also Budget of the United States Government, Fiscal Year 1993. Neither the inclusion of these
fee proposals nor the exclusion of other fee proposals in the budget is intended to create any
inference as to the jurisdiction of either the House Committee on Ways and Means or the
Senate Committee on Finance with respect to such fee proposals, nor is it intended to create any
inference regarding the classification of such fees under the categories established by the
Budget Enforcement Act of 1990. This pamphlet does not include the budget’s proposed change
in the level of contributions to the Federal Civil Service Retirement System.

3 Budget of the United States Government, Fiscal Year 1990; Budget of the United States Gov-
ernment, Fiscal Year 1991, Budget of the United States Government, Fiscal Year 1992.

(1)




- 1 SUMMARY OF PRESIDENT'S
©* AlIndividual Income Tax Provisions”

1. Capital Gains Tax Rate Reduction for Individuals =

Y presentiaw

Under present law, the net capital gain of an 1nan71dua11s taxed

at the same rates applicable to ordinary income, subject to a maxi- -
mum marginal rate of 28 percent. Individuals with a net capital
loss generally may deduct up to’ $3,000 of the loss each year against
ordinary income. Net capital losses in excess of ‘the $3,000 limit

” .

may be carried forward indeﬁnitély.‘ ' -

© President’s Budget Proposal
The President’s budget proposals would allow individuals an ex

clusion of a percentage of the gain realized upon the disposition of
qualified capital assets. Assets held more than three years would

qualify for a 45-percent exclusion; assets held more than two years

but not more than three years would qualify for a 30-percent exclu-

sion; and assets held more than one year but not more than two

years would qualify for a 15-percent exclusion. For a taxpayer

whose capital gains would otherwise be subject to a 28-percent rate,

this would result in a regular tax rate of 15.4 percent for assets’
held more than three years, 19.6 percent for assets held more than

two years but not more than three years, and 28.8 percent for

assets held more than one year but not more than two years.

Qualified capital assets generally would be capital assets as de-
fined under present law, except that collectibles would be excluded.
In addition, gain on' the disposition of depreciable real property
would be taxed as ordinary income to the extent of all previous de-
preciation allowances with respect to the property.

The capital gains exclusion would be a preference for purposes of
the alternative minimum tax. The amount treated as investment
income for purposes of the investment interest limitation would be
reduced by the capital gains exclusion attributable to i
assets. . oo o e

According to the budget document, the provisi ould be effec-
tive February 1, 1992. The Treasury Department’s General Expla-
nations of the President’s Budget Proposals Alffecfing Receipts, how-

Yy

ever, provides that the provision would apply to dispositions (and
installment payments received) after the date of enactment. For
the portion of 1992 to which the proposal would apply, a 45-percent
exclusion would apply for all assets held more than one year. For
1993, the exclusion would be 30 percent for assets held more than
-one year but not more than two years, and 45 percent for assets

_held more than two years. S
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Prior Action

The Tax Reform Act of 1986 repealed the prior law exclusion of
?gSP(ercent of the net long-term capital gains, effective January 1,

The Omnibus Reconciliation Act of 1990 increased the maximum
statutory marginal income tax rate for individuals to 31 percent.
The maximum marginal rate applicable to the net capital gain of
an individual, however, remained at 28 percent.

The President’s budget proposal for fiscal year 1990 would have
reduced the capital gains rate for individuals on certain assets gen-
erally to 15 percent.

_ The President’s budget proposal for fiscal years 1991 and 1992
contained a similar capital gains recommendation as the fiscal year
1993 budget proposal, except that the maximum capital gains rate

‘on qualified .assets held more than three years was 19.6 percent,
and the maximum capital gains rates on qualified assets held three
years or less were correspondingly greater. '

The Omnibus Budget Reconciliation Act of 1989 (H.R. 3299) as
passed by the House of Representatives would have provided a 19.6-
percent maximum regular tax rate on individual capital gains for a
‘temporary period through 1991. That bill would have provided for
indexing to account for inflation for certain assets acquired after
1991. These provisions were deleted from the legislation in confer-
“ence. The identical provisions also passed the House in 1989 as a
separate bill (H.R. 3628). . o - i
" The Omnibus Budget Reconciliation Act of 1990 (H.R. 5835) as
passed by the House of Representatives would have provided a 50-
‘percent exclusion of individual capital gains on nontraded proper-
ty, with a lifetime cap of $200,000 of gain. That bill also would have
provided generally a deduction of up to $1,000 of capital gains each
“year for individuals with an adjusted gross income of less than
%150,000. These provisions were deleted from the legislation in con-

erence. ' - e

2. It:lcrease in Personal Exe,mptiovnv for Cer,tain‘]‘)ependent Chi'l-
. ren - T B S e R

. Taxpayers are allowed to subtract from adjusted gross income a
personal exemption for the taxpayer (and spouse, in the case of a
joint return) and each dependent of the taxpayer. The level of the
personal exemption was set at $2,000 for taxable year 1989 and has
been indexed for inflation in subsequent years. For taxable years
beginning in 1992, the personal exemption equals $2,300.

~ Under present law; the deduction for the personal exemptions
‘claimed by a taxpayer is phased out for taxpayers with adjusted
gross income (AGI) above a threshold amount. For each $2,500 (or
fraction thereof) of AGI above the threshold, the deduction for per-
sonal exemptions is reduced by 2 percent. The thresholds were set
for 1991 and are indexed for inflation. For 1992, the threshold is
$157.900 for married individuals filing joint returns, $131,550 for
individuals filing as head of household, and $105,250 for individuals
filing single returns. This phaseout provision is effective for tax-
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able years beginning after December 31, 1990, and before January
1,1996. kT R e RO FP L

" President’s Budget Proposal

The President’s budget proposal would increase the personal ex-
emption for dependent children who are under age 19 at the end of
the taxable year by $500 per child. This amount would be indexed
for inflation. The proposal would be effective beginning October 1,
1992. For taxable years beginning in 1992, the amount of the per-
sonal exemption increase will be prorated. : '

3. Flexible Individial Retirement Accounts (FIRAs) ~

* Present Law

Under present law,contrlbutlons to savmgsby an1nd1v1dual gen-

erally are not deductible when made and earnings on amounts
saved generally are included in the income of the individual. An
exception to these general rules exists with respect to individual re-
tirement arrangements (IRAs) and certain other types of tax-fa-
vored retirement savings plans. The maximum annual deductible
contribution that may be made to an IRA generally is the lesser of
$2,000 or 100 percent of an individual’s compensation. In addition,
a married taxpayer who files a joint return with his or her spouse
can make an additional contribution of up to $250 to an IRA estab-
lished for the benefit of the spouse, if the spouse has no compensa-
tion or elects to be treated as having no compensation. The $2,000
deduction limit is phased out over certain levels of adjusted gross
income (AGI) in the case of taxpayers who are active participants
in an employer-sponsored retirement plan. An individual may
make nondeductible IRA contributions up to the $2,000 limit to the
extent the individual does not make deductible IRA contributions.

A single taxpayer is permitted to deduct the maximum permitted
contribution for a year if the individual is not an active participant
in an employer-sponsored retirement plan for the year or the indi-
vidual has AGI of less than $25,000. A married taxpayer filing a
joint return is permitted to deduct the maximum permitted IRA
contribution for a year if neither spouse is an ‘active participant in
an employer-sponsored plan or the couple has combined AGI of less
than $40,000. o T

If a single taxpayer or either spouse (in the case of a married
taxpayer) is an active participant in an employer-sponsored retire-
‘ment plan, the IRA maximum deduction is phased out over certain
AGI levels. For single taxpayers, the maximum IRA deduction is
phased out between $25,000 and $35,000 of AGIL. For ‘married tax-
payers, the maximum deduction is phased out between $40,000 and
$50,000 of AGL In the case of a married taxpayer filing a separate
return, the deduction is phased out between $0 and $10,000 of AGL.

Deductible IRA contributions and earnings thereon generally are
includible in income when withdrawn from the IRA. Similarly,
earnings on nondeductible contributions generally are includible in
income when withdrawn. In addition, a 10-percent -additional
income tax generally is imposed on the taxable portion ‘of with-
drawals made prior to attainment of age 59%, death, or disability
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unless the distribution is in the formof substantially equal periodic
payments over the life (or life expectancy) of the IRA owner or the
lives (or life expectancies) of the IRA owner and his or her benefici-
ary. S T

R ‘sze_sident’é Budget Propoédl ‘

Under the President’s budget proposal, certain individuals could
make nondeductible contributions to a flexible individual retire-
ment account (FIRA). If these contributions remain in the account
for 7 years or more, amounts withdrawn (including both the contri-
butions and earnings thereon) would be excluded from gross
income. Cor T ' R

The maximum annual amount that could be contributed by an
individual under the proposal generally would be limited to the
lesser of $2,500 or 100 percent of the individual’s compensation for
the year. Married taxpayers filing a joint return would be treated
as each earning one-half of the compensation reported ‘on ‘the
return. Thus, married taxpayers who together have compensation
of at least $5,000 could make a contribution to a FIRA of up to
$5,000. Dependents could not make contributions to the account.

Only individuals meeting certain AGI limitations would be able
to make a contribution to a FIRA. Contributions would be permit-
ted for single taxpayers with AGI of no more than $60,000, for
heads of households with AGI of no more than $100,000, and for
married taxpayers filing joint returns with AGI of no more than
$120,000. Amounts contributed to a FIRA would not affect the
amount that could otherwise be ‘contributed to employer-provided
retirement plans (e.g., section 401(k) plans) or to other tax-favored
forms of saving (e.g., IRAS). S o

Special rules would apply with respect to withdrawals of earn-
ings allocable to contributions held in the account for at least 7
years. If the amount withdrawn constitutes earnings allocable to
contributions held less than 3 years, the earnings would be includ-
ible in gross income and be subject to an additional 10-percent tax.
If the amount withdrawn constitutes earnings allocable to amounts
held at least 8 years but less than 7 years, the earnings would be
includible in gross income, but the additional 10-percent tax would

In addition to the annual limits for new contributions, ‘individ-
uals otherwise eligible to contribute to a FIRA would be able. to
transfer amounts in existing IRAs (other than IRAs formed with
amounts rolled over from qualified pension or profit-sharing plans)
to a FIRA from February 1 through December 31, 1992. Amounts
so transferred would be includible in income ratably over a 4-year
period. The 10-percent tax on early withdrawals would not apply.

The proposal would be effective for years ending on or after De-
cember 31, 1002, . . ears SROIME OR. °F AL

I Prior Action R ,
The President’s budget proposals for fiscal years 1991 and 1992

contained a proposal for family savings accounts, which were very

similar to FIRAs. However, the prior budget proposals did not pro-
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vide special rules permitting amounts in existing IRAs to be trans-
ferred to a family savings account. - S TP o
4. Penalty-Free IRA Withdrawals for Medical and E

Expenses, and for First-Time Homebuyers o

= Present Law

Under present law, withdrawals from an' individual retirement
arrangement (IRA) (other than withdrawals of nondeductible con-
tributions) are includible in gross income. In addition, amounts
withdrawn prior to age 59%, death, or disability are subject to an
additional 10-percent income tax, unless the distribution is in the
form of substantially equal periodic payments over the life (or life
expectancy) of the IRA owner or over the joint lives (or life expec-
tancies) of the IRA owner and his or her beneficiary. The 10-per-
cent additional tax also applies to early -
qualified retirement plans. i s o
.. There is an exception to the additional 10-percent income tax for
distributions from a tax-qualified retirement plan that do not
exceed the amount allowable as a deduction for medical care for
‘the year. This exception does not apply toIRAs. =

Thé President;s budget proposal would provide an éxééiition fro‘mkﬁ

the 10-percent additional income tax on early withdrawals for dis-
tributions from an IRA that do not exceed the amount of qualify-
‘ing educational expenses of the taxpayer or the taxpayer’s spouse
or child. Qualifying educational expenses are expenses for higher

education and post-secondary vocational education.

The proposal also would extend to IRAs the present-law excép-
tion to the 10-percent additional income tax for distributions from
qualified retirement plans used to pay deductible medical expenses.

In addition, the budget proposal would allow certain individuals
to withdraw up to $10,000 from an IRA for the purchase of a first
home without imposition of the 10-percent additional tax. This pro-

vision would apply to individuals who did not own ‘a home in"the

last 3 years and who were not in an extended period for rolling
over gain from the sale of a principal residence; and who were pur-
chasing or constructing a principal residence that cost no more

than 110 percent of the average home price in the area where the

residence is located.* B G S DA s L
The proposals would be effective for withdrawals on or after Feb-
ruary 1, 1992\.‘ e o

s

Prior Action

.

The President’s budget proposals for fiscal years 1991 and 1903

contained proposals to provide an exception to the 10-percent addi-

tional income tax for withdrawals of up to $10,000 from an IR for

the purchase of a first home. _

) ; : ase price limitation is stated in the Budget at p
This limitation is not reflected in the General Explanations of the President’s' Budget Propos:
Affecting Receipts, January 1992, prepared by the Treasury Department. R n e e B

+ The 110 percent average area purchase

withdrawals from_tax-

8
als

£
e

¢

o
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The 1989 budget reconciliation provisions as approved by the
Senate Finance Committee (included in S. 1750 as reported by the
Senate Budget Committee) contained a provision that would have
allowed first-time home buyers to make withdrawals from an IRA
without imposition of the 10-percent additional tax. This provision
was removed from the bill by Senate floor amendment.

5. Permit Deduction of Interest on Student Loans.

R ~ . Present Law o

The Tax Reform Act of 1986 repealed the deduction for personal
interest. Student loan interest is generally treated as personal in-
terest and thus is not allowable as an itemized deduction from
Under present law, individuals generally are allowed an itemized
deduction for interest on qualified residence indebtedness, which
includes interest on a home equity loan that is secured by a quali-
fied residence. The interest on a home equity loan is deductible
only to the extent that the aggregate amount of home equity in-
debtedness does not exceed the lesser of $100,000 or the amount of
the taxpayer’s equity in the residence. There are no restrictions on
the use of the proceeds of home equity loans. Thus, proceeds of a
home equity loan may be used to finance educational expenditures
and the interest on such loans may be claimed as an itemized de-

diigtgiop if the above requirements are met.
o President’s Budget Proposal

The President’s budget proposal would allow an itemized deduc-
tion for interest paid on or after July 1, 1992, on qualifying educa-
tional loans for eligible educational expenses incurred above the
high school level, including post-secondary vocational education
and job-related courses. The deduction would be available for inter-
est on existing loans as well as on loans incurred after the date of
enactment. N e v

To be a qualifying educational loan, a loan would have to be
made pursuant to a Federal or State guarantee or insurance pro-
gram, by a tax-exempt nonprofit organization, by a financial insti-
tution under a program requiring payment to an educational insti-
tution, or by an accredited educational or vocational institution.
The loan would have to be a conventional student loan with con-
ventional repayment terms, and the proceeds of the loan would
have to be used to pay for eligible educational expenses. :

Eligible educational expenses would include tuition, fees, books,
supplies, and reasonable living expenses (if the student lived away
from home while attending the educational institution). The stu-
dent would have to be the taxpayer or the taxpayer’s spouse or
child. The student would have to be a high school graduate or over
age 18 and would have to be pursuing a course of study leading to
a degree or certificate or relating to present or future full-time em-
ployment. The expenses would have to be paid or incurred reason-
ably contemporaneously with the time the loan” proceeds are’ re-
ceived. Tuition or related expenses would not be eligible if a third
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party reimbursed the taxpayer
the expenses. e A L Tt o st 4 o
The proposal would coordinate the deduction for qualified educa-
tional interest with the deduction for home equity indebtedness in-
terest. If a taxpayer with qualified educational indebtedness also
has a home equity loan, the amount of the home equity loan the
taxpayer could otherwise treat as home equity indebtedness for any
period would be reduced by any amount treated as qualified educa-
tional indebtedness for that period. C T T
Thus, if the taxpayer has a home equity loan, the amount of
home equity loans eligible for interest deductions would be reduced
by the amount of qualified educational indebtedness. This offset
would apply after the application of the present law limits on home
equity indebtedness to the lesser of $100,000 or the amount of the
taxpayer’s equity in the residence. For example, if ‘the taxpayer
had an existing home equity loan of $120,000 in 1993 and incurred
qualified educational indebtedness of $10,000 in 1993, the taxpayer
could only treat $90,000 of the home equity loan as home equity
indebtedness in 1993 ($100,000 limit less $10,000 qualified educa-
tional indebtedness). The taxpayer could elect for any taxable year
to forego the deduction for educational indebtedness interest and
deduct interest on the home equity loan subject to the same restric-
tions as under presentlaw. =~
Lenders receiving interest on qualified educational indebtedness
would be required to file annual information returns with the IRS.

or the taxpayer’s spouse or childfor

6. Tax Credit for First-Time Homebuyers
. PresentLaw
dit for the purchase

There is no tax cre
under present law. .

principal residence

ident’s Budget Proposal

Under the President’s budget proposal, certain individuals who
purchase a first home would receive an income tax credit equal to
10 percent of the purchase price of the residence, up to a maximum
credit of $5,000. The credit would be effective for all contracts
closed on or after February 1, 1992, and for all binding contracts
entered into before January 1, 1993, and closed by June 30, 1993.5
One-half of the credit would be allowed n_the taxpayer’s tax
return in 1992 and the other half on the tax return for 1993. Only
a single credit could be claimed per residence. =~ =~ = 7

The credit would be available to all first-time homebuyers, re-
gardless of income. First-time homebuyers are individuals who did
not have a present interest in a residence in the 3 years preceding
the purchase of a home. If an individual is deferring tax on gain
from the sale of a previous principal residence and is permitted an
extended rollover period, he or she would not be considered a first-

time homebuyer until after the end of the extended rollover period. .

$ The'closed by Jiine 30, 1993, was in
31, 1992. : Cs
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- The first-time homebuyer credit would be nonrefundable, and
thus would be available only to the extent the taxpayer had income
tax liability to offset. However, any unused portion: of the credit
could be carried forward for up to 5 years and applied against
future income tax liability. R ’ :

The credit would be recaptured if the residence on which the
credit was claimed was sold or otherwise disposed of within 3 years
of the date the residence was purchased. The recapture rule would
not apply, however, to dispositions by reason of the taxpayer’s
death or divorce. If the taxpayer sold the residence within 3 years
but purchased a new home within the rollover period, the credit
would be recaptured to the extent the taxpayer would have
claimed a smaller credit on the new residence had it been pur-
chased during the period when the credit was available.

7. Deduction for Loss on Sale of Principal Resulen ce
Capital gains and losses R

‘In general, individuals with capital losses may offset such losses
against capital gains; any remaining capital losses may be deducted
against ordinary income, up to $3,000 each year. Net- capital losses
in excess of the $3,000 limit may be carried forward indefinitely.

Under present law, a loss on the sale of a principal residence
cannot offset capital gain and is not deductible against ordinary
income. : S :

Rollover of gain on sale of principal residence

No gain is recognized on the sale of a principal residence if a
new residence at least equal in cost to the sales price of the old res-
idence is purchased and used by the taxpayer as his or her princi-
pal residence within a specified period of time (sec. 1034). The basis
of the new residence is reduced by the amount of any gain not rec-
ognized on the sale of the old residence by reason of section 1034.
Casualty losses ' o o

If an individual sustains a casualty or theft loss ‘not connected
with a trade or business or a transaction entered into for profit,
such loss generally is deductible against ordinary income. Each loss
is subject to a $100 floor and the annual amount of net losses is
deductible to the extent that it exceeds 10 percent of the individ-
ual’s adjusted gross income. A taxpayer can deduct casualty or
theft losses only if the taxpayer itemizes deductions. ~ =

President’s Budget Proposal ~—

The President’s budget proposal would allow homeowners who
sell a principal residence at a loss to deduct the loss as a casualty
loss, subject to the existing limitations on the deductibility of casu-
alty losses. To the extent the loss is not deductible, a homeowner
who purchases a new residence within the rollover period would be
permitted to add the nondeductible amount to the tax basis of the
new principal residence. Thus, the basis attributable to the nonde-
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ductible loss  could be carried forward to offset future gain on the
sale of the new residence. : :
The proposal would be effective for sales of principal residences
on or after February 1, 1992. In addition, homeowners who sus-
tained a loss on the sale of a principal residence on or after Janu-
ary 1, 1991, would be permitted to add the entire loss to the basis
of a new principal residence purchased within the rollover period.

8. Health Care ReformProvnslons :

'Pre;senj Law

. Present law contains a number of provisions that provide favor-
able tax treatment for health care expenses. Employer contribu-
_tions to a plan providing. health coverage are excludable from
income of an employee for income and employment tax purposes.
Self-employed individuals and more than 2-percent shareholders of
S corporations may deduct 25 percent of health insurance expenses
for themselves, their spouse, and dependents.® The 25-percent de-
duction is scheduled to expire after June 30, 1992. An itemized de-
duction is allowed for unreimbursed medical expenses paid during
the taxable year for medical care of the taxpayer and the taxpay-

er’s spouse and dependents to the extent that such expenses exceed

7.5 percent of adjusted gross income. e o
‘Present law ‘also provides a tax credit for certain low-income
workers who purchase health insurance that includes coverage for
~at least one qualifying child as part of the earned income tax credit
(EITC). The health insurance credit is generally calculated in the
‘same manner as the basic’earned income credit. For 1991, the max-
imum health insurance credit is $428. o

B

% Pfesideﬁf% "Bvd\dgét Pfoquql_ '

. The President’s budget proposal provides that the President will
propose a comprehensive health reform package, the details of
which will be released in early February. The budget document
states that the President has determined that the following princi-
ples should be applied in health care reform: build on the strength

of the American health system; assure access to basic health insur-
" ancecoverage dnd increase the affordability of such coverage;
strengthen incentives for cost control and consumer choice; empha-
size prevention; reduce abuse and Wasteful excess; and meet the re-
quirements of fiscal responsibility and budget discipline. The ‘ap-
proach should not: lead to comprehensive governmental price con-
trols and rationing by government; create new spénding mandates
for States and employers; require a net increase in taxes; or threat-
en older Americans with the prospect of either benefit cuts or pre-
mium increases. The budget document states that these tests
cannot be met by either “Canadian-style” or “play-or-pay”’ a
proaches, . e s S i i h pei ,
.. In his State of the Union address, )
health care plan includes a health insurance tax credit of up to
$3,750 for each low-income family. :

8 The 25-percent deduction is discussed further in item D.7.

51-965 0. - 92 - 2

Pres1dent Bush stated that his
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9. Treatment of Retirement Saving and Taxation of Pension Dis-
tributions
_a. Small business model retirement plan =~~~

. SN PresemtLaw - o
Under a simplified employee pension (SEP) contributions are
made to an individual retirement arrangement (IRA) on behalf of
each participant. The contribution limits applicable to tax-qualified
retirement plans generally apply to SEPs. In general, the employer
is required to make a contribution for each employee who has at-
tained age 21, has performed service for the employer during at
least 3 out of the last 5 years, and received at least $374 (indexed)
in compensation in the year. Employer contributions to a SEP are

not includible in income until withdrawn from the SEP. '

Under present law, employers (other than tax-exempt and gov-
ernmental employers) with 25 or fewer employees may include a
salary reduction arrangement in a SEP under which employees
may elect to have contributions made to the SEP or to receive the
“contributions in cash. Amounts contributed to a salary reduction
SEP are not included in income until distributed from the SEP.
Elective deferrals under a SEP are generally treated in the same
manner as elective deferrals under a qualified cash or deferred ar-
‘;ang?ménts and, thus, are subject to the $8,728 cap on elective de-

errals. , e
" An employer may maintain a salary reduction SEP only if at
‘least 50 percent of the employer’s employees elect to have amounts

contributed to the SEP. : o e
Elective deferrals to a salary reduction SEP are subject to special
nondiscrimination standards. The amount deferred as a percentage
of each highly compensated employee’s compensation cannot
‘exceed 125 percent of the average deferral percentage for nonhigh-

ly compensated employees.
. President’s Budget Proposal

‘The President’s budget proposal provides that an employer that
(1), normally employs fewer than 100 employees throughout the
'year and (2) maintains no other retirement plan may establish a
Small Business Model Retirement Plan. The Small Business Model
Retirement Plan rules would generally replace the present-law

rules for salary reduction SEPs. TR
...Under a Small Business Model Retirement Plan, an employer
would be required to contribute 1 percent of pay to an account with
respect to each employee who otherwise satisfies the eligibility re-
quirements under a SEP. In addition, the emiployer would be re-
quired to make matching contributions equal to the first 3 percent
of compensation that an employee elects to contribute plus 50 per-
cent of the employee’s elective contributions between 3 percent and
5 percent of compensation. R - T e
Employees could elect to contribute up to $3,000 to their ac-
counts, subject to the overall limitations on contributions and bene-
fits under qualified retirement plans.- g R T R



Under a qualified cash or deferred arrangement, an employes
may elect to have the employer make payments as contributions to
a plan on behalf of the employee or to the employee directly in
cash. The. maximum annual amount of such elective deferrals that
can be made by an individual is $8,728 for 1992, e

Under a special nondiscrimination test applicable to qualified
cash or deferred arrangements, the actual deferral percentage
(ADP) for eligible highly compensated employees for a plan year
must be equal to or less than either (1) 125 percent of the ADP of
all nonhighly compensated employees eligible to defer under the
arrangement, or (2) the lesser of 200 percent of the ADP of all eligi-
ble nonhighly compensated employees or such ADP plus 2 percent-
age points. The ADP for a group of employees is the average of the
ratios (calculated separately for each employee in the group) of the
contributions paid to the plan on behalf of the employee to the em-
ployee’s compensation. A similar special”nondiscrimination test
also applies to employer matching contributions and after-tax em-
ployee contributions. ‘ - i L

__ President’s Budget Proposal

Under the President’s budget proposal, the special nondiscrim-
ination test applicable to elective deferrals under a qualified cash
or deferred arrangement would be modified in two ways.

First, the determination of the amount that a highly compensat-
ed employee could defer under a qualified cash or deferred ar-
rangement would be based on the ADP for nonhighly compensated
employees for the preceding plan'year. =~ " -

Second, the proposal would allow employers to elect to apply the

present-law nondiscrimination test or a simplified ADP test. Under

the simplified ADP test, the maximum amount each eligible highly
compensated employee could defer would be (1) 200 percent of the
ADP for nonhighly compensated employees (if such ADP is be-
tween zero and 3 percent) or (2) the ADP for nonhighly compensat-
ed (gnployees plus 8 percentage points (if such ADP exceeds 3 per-
cent). s L T D S
Corresponding changes would be made to the nondiscrimination
Ee_sg atlpplicable to employer matching and after-tax employee con-
ributions.

c. Definition of highly compensated employees and family
. aggregation rules . e b ‘

" Present Law

- Under present law, an employee is highly compensated if (1) at
any time during the preceding year, the employee (a) was a 5-per-
cent owner, (b) earned more than $90,803, (¢) earned more than
$60,535 and was in the top-paid 20 percent of employees, or (d) was
an officer and earned more than $54,482; or (2) during the current
year, the employee is (a) a 5-percent owner or (b) is one of the 100
employees paid the greatest compensation for the year and (i)
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earns more than $93,518, (ii) earns more than $62,345 and is in the
top-paid 20 percent of employees, or (iii) is an officer and earns
more than $56,111. If no officer is treated as being highly compen-
sated under these rules, the highest paid officer is treated as highly
compensated. All dollar values are indexed for inflation. =~

If an employee is a family member of either a 5-percent owner or
one of the top 10 most highly compensated employees, the employ-
ee and the family member are treated as one highly compensated
employee. Similar family aggregation rules apply under other pro-
visions  affecting qualified plans (e.g., the $228,860 (indexed) limit
9111 :_co)mpensation that can be taken into account under qualified
plans).

President’s Budget Proposal

. The President’s budget proposal would amend the definition of a
highly compensated employee to include only (1) 5-percent owners
and (2) employees who earned more than $50,000 (indexed). Com-
pensation generally would be determined based on the prior year’s
compensation. If no employees qualify as highly compensated
under this definition, then the employee with the highest compen-
sation would be treated as a highly compensated employee.
The proposal would repeal the family aggregation rules.

d. Cash or deferred arrangements for employees of tax-
2 exempt employers - o

Present Law

Under present law, except with respect to plans established
before certain dates, State and local governments and tax-exempt
employers are generally prohibited from maintaining qualified
cash or deferred arrangements. Some of these employers may be
permitted under present law to maintain similar arrangements,
such as tax-sheltered annuity programs or section 457 plans.

President’s Budget Proposal

The President’s budget proposal would allow all tax-exempt em-
- ployers to maintain qualified cash or deferred arrangements for
their employees. State and local governments would continue to be
subject to present law. )

e. Taxation of pension distributions
Present Law

Distributions from tax-qualified pension plans are generally in-
cludible in income in the year received. Lump-sum distributions
from qualified plans are eligible for special 5-year forward income
averaging. Under transition rules in the Tax Reform Act of 1986
(1986 Act), other rules apply with respect to an employee who at-
taihed age 50 before January 1, 1986. Under these rules, an individ-
ual, trust, or estate may elect (1) 5-year forward averaging (using
present-law tax rates), (2) 10-year forward averaging (using the tax
rates in effect before the 1986 Act), or (3) long-term capital gains
treatment of the pre-1974 portion of a lump-sum distribution.
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A taxpayer is not required to include in gross income amounts
received in the form of a lump-sum distribution to the extent that
the amounts are attributable to net unrealized appreciation in em-
ployer securities. Such unrealized appreciation is includible in
gross income when the securities are sold or exchanged. This treat-
ment also applies to the net unrealized appreciation attributable to
employee contributions regardless of whether the distribution is a
lumpsum distribution. ~~ iyt B

A distribution from a qualified plan generally can be rolled over
tax free to another qualified plan or an IRA within 60 days of the
date of receipt of the distribution if the distribution is a lump-sum
distribution or is a qualifying partial distribution. '

President’s Budget Proposal

The President’s budget proposal would repeal 5-year forward
income averaging for lump-sum distributions and would phase out
the 1986 Act transition rules over a number of years. .~

The budget proposal would also repeal the special treatment of
net unrealized appreciation in employer securities. o

The budget proposal would permit any portion of a qualified plan
distribution to be rolled over, unless the distribution is part of a
stream of periodic payments payable over a period of 10 years or
more, or over the life (or life expectancy) of the plan participant or
the joint lives (or joint life expectancies) of the plan participant =
and his or her beneficiary. As under present law, minimum re-
quired distributions and distributions attributable to after-tax em-
ployee contributions could not be rolled over. _

A qualified plan making a distribution that is eligible for roll-
over would be required to offer the participant the option of having
tllle'distribution transferred directly to an IRA or another qualified
plan. S S S P

f. Taxable portion of pension payments

oo oo, . Presemtlow

Distributions from qualified plans are generally includible in
income in the year received, except to the extent the distribution
consists of a return of the employee’s investment (i.e., basis). The
portion of an annuity payment that represents a nontaxable return
of basis is determined by applying an exclusion ratio equal to the
employee’s total investment in the contract divided by the total ex-
pected payments over the term of the annuity. The IRS has issued
a notice (Notice 88-118) containing an elective, simplified method
for determining basis recovery. - R e R

The beneficiary or estate of a deceased employee generally may
exclude from gross income up to $5,000 in. benefits paid by or on
behalf of an employer by reason of the employee’s death. The
$5,000 exclusion is generally added to the employee’s basis before
determining the exclusion ratio. o Lo ey

The President’s budget proposal would repeal the exclusion from
gross income of up to $5,000 of employer-provided death benefits -
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and would replace the general rule for calculating the taxable por-
tion of a distribution with the method currently provided in IRS
Notice 88-118. '

g. IRS master and prototype program
Present Law

- The IRS master and prototype program is an administrative pro-

gram under which trade and professional associations, banks, in-
". .surance companies, brokerage houses, and other financial institu-
tions can obtain IRS approval of model retirement plan language
and then make the preapproved plans available for adoption by
their customers, investors, or association members. The IRS also
maintains related administrative programs that authorize advance
approval of model plans prepared by law firms and others.

" President’s Budget Propbsal

The President’s budget proposal would require the IRS to define
the duties of sponsors of master and prototype and other model
plans. Sponsors of such plans that did not comply with the pre-
scribed duties could be precluded from continuing to sponsor model
plans. The proposal would also permit the Secretary of the Treas-
ury to relax the rule prohibiting cutbacks in accrued benefits when
ai'l employer replaces an individually-designed plan with a model
plan. ' v

h. Mﬁltiemployer "p‘lah Vésting reql_iiréments :

o ~ Present Ldiq SR o

Qualified plans generally must conform to a 5-year cliff vesting
schedule or a 3-to-7 year graduated vesting schedule. Multiemploy-
er plans are permitted to have a 10-year cliff vesting §cbedule.

President’s "Budge'tb Proposal

The President’s budget proposal would repeal the special vesting
rule for multiemployer plans. Multiemployer plans would be re-
quired to comply with the vesting schedules applicable to other
qualified plans. - : Lo EE :

i. PBGC changes

Present Law

The Pension Benefit Guaranty Corporation (PBGC) is currently
accounted for in the budget on a cash basis. Thus, for example,
costs of the pension guaranty program are reflected in the budget
when the PBGC makes cash payments to pensioners in underfund-
ed plans of failed companies. .

The PBGC was established by the Employee Retirement Income:
Security Act of 1974 (ERISA) to provide an insurance program for bene-
fits under most defined benefit pension plans maintained by pri-
vate employers. PBGC revenues include premiums charged to pri-
-vate employers with defined benefit pension plans, earnings on in-
vestments, and collections from sponsors of terminated plans. The
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PBGC guarantees pension benefits up to certain levels'in the ‘event
a plan is terminated by a company at a time when plan assets are
insufficient to pay promised benefits. In general such a plan may
be terminated only if the sponsor of the plan 1s 1n ﬁnanc1al dlS-
tress. e
Sponsors of defined benefit plans are requlred to make minimum
funding contributions to such plans in order to pay for promised
benefits. Certain underfunded plans are subject to additional faster
funding requirements pursuant to rules adopted in the Pension
Protection Act in 1987."

Presldents Budget Proposal e

The President’s budget proposal would change PBGC accountlng
to an accrual basis. Future liabilities of the PBGC due to anticipat-
ed terminations of underfunded plans of failed companies would be
estimated and reflected in the budget on a present-value basis. Es-
timated. liabilities would be based on pubhcly avallable data for )
about 1,800 firms and their pension plans. :

The Pres1dent’s ‘budget proposal would require that the annual .
pension” contributions of underfunded single-employer pension
plans with 100 or more participants be the largest of contributions
calculated under: (1) a new solvency maintenance rule that would
require sponsors to contribute as much as a plan paid out during a
year and interest on the plan’s underfunded liability at the begin-
ning of the year; (2) a on of the underfunding reduction rule
enacted in 1987 that d accelerate the effects of the
reform; and (3) the ERISA funding standard account rules enacted
in 1974, To ease initial comphance burdens, a cap would be placed
on the new requirement f nsition period. Other transiti
rules would protect prée-enactment expectations. . .~

To limit PBGC exposure from structurally uns ind’ pension
plans, the President’s budget proposal also would freeze the PBGC
guarantee with respect to plan amendments that increase promlsed‘_‘
benefit payments in plans that remain underfunded. This proposal
would apply prospectively to new plan amendments. ’

The budget proposal aiso provides that the’ Admlmstratlon will |
repropose bankruptcy law amendments to clarify and improve the
status of PBGC claims in bankruptcy, revise the treatment of con-
tlngent early retirement “benefits provided in some pension plans, -
and give the PBGC the option of becoming a member of creditors’
commlttees in bankruptcy proceedings.

Prwr Actwn

The Presuient’s budget proposals for fiscal years 1991 and 1992' ’

set forth policy goals to strengthen company incentives to fund
pension plans and reduce PBGC’s exposure to loss. The proposals
indicated that the Administration would propose legislation to clar-
ify and improve the status of PBGC claims in bankruptcy, and to
give the PBGC the optlon of becommg a member of credltors com-

mittees. e S U SRR I R LRt (RC TR e ‘
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10. Expand Public Transit Exclusion to $60 Per Month
o Present Law -

Under present law, monthly transit passes, tokens, etc., provided
by an employer are excluded from an employee’s income as a de
minimis fringe benefit if the total value of the transit pass does not
exceed $21. Transit passes valued at greater than $21 per month
are fully includible in income. .

President’s Budget PrV'Opo;alﬁ v

The President’s budget proposal would allow taxpayers to ex-
clude up to $60 per month of employer-provided mass transit
passes, tokens, etc. According to the General Explanations of the
President’s Budget Proposals prepared by the Treasury Depart-
ment, the $60 exclusion would apply regardless of whether the
total value exceeds $60 per month.

The proposal would be effective with respect to transit expenses
incurred on or after February 1, 1992.

11. Modify Taxation of Annuities Without Life Contingencies

Presentr Law

The undistributed investment income (“inside buildup”) on an_
annuity contract generally is not included in the income of an an-
nuity contract owner who is a natural person. Amounts distributed
under an annuity contract prior to the annuity starting date G.e.,
during the accumulation phase of a deferred annuity) generally are
included in income only to the extent allocable to income on the
contract. The portion of the distribution that constitutes income -
generally is also subject to a 10-percent additional tax if the distri-
bution occurs before the holder reaches age 59-%. The additional
tax is not imposed if substantially equal periodic payments are
made over the life (or life expectancy) of the holder or over the
joint lives (or joint life expectancies) of the holder and a benefici- -
ary. : _ _

In the case of amounts received as an annuity under the con-
tract, a pro rata portion of each payment is excludable from gross
income as a return of the taxpayer’s investment in the contract,
and the remainder is subject to tax as ordinary income. The exclud-
able portion is determined on the basis of an exclusion ratio, the
numerator of which is the taxpayer’s investment in the contract
and the denominator of which is the expected return under the’
contract. Thus, the contract holder is not subject to tax on the
amount of investment earnings that continue to be earned under
the contract during the payout phase except in accordance with the
exclusion ratio as amounts are paid out.

President’s Bil(i.?jet' Prpposal

The President’s budget proposal would retain the current-law
treatment of annuities, i.e.; the deferral of tax on inside buildup .
during the accumulation phase and the pro rata exclusion of basis,
only for annuities with substantial life contingencies. For other an-
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nuities, investment income would be taxed as earned. The_distinc-
tion between annuities would be based on whether the annuity con-
tains a substantial risk of loss of investment if the taxpayer dies
prematurely. The policy would generally be considered an annuity
for tax purposes only if payments were guaranteed (1) for a period
of time equal to less than one-third of the annuitant’s remaining
life expectancy on the annuity starting date, or (2) for less than
one-third of the annuity’s cash value on the annuity starting date
(or date of death, if earlier). Pension annuities and annuities that
are part of structured settlements would not be included in’ this
proposal. S AR

. The Treasury Department issued a press release on January 31,
1992 stating that the proposal would be effective for all annuity
contracts entered into on or after the date of enactment.

12. Deduction for Special Needs Adoptions

Present Law

The Tax Reform Act of 1986 (“1986 Act”) repealed the deduction
for adoption expenses associated with special needs children, effec-
tive for taxable years beginning on or after January 1, 1987. Under
prior law, a deduction of up to $1,500 of expenses associated with
the adoption of special needs children was allowed. The 1986 Act
provided, as a substitute for the deduction, a new outlay program
under the existing Adoption Assistance Program to reimburse ex-
penses associated with the adoption process of these children. The
Title IV-E Adoption Assistance outlay program provides assistance
for adoption expenses for these special needs children receiving
Federally assisted adoption assistance payments as well as special
needs children in private and State-only programs.

One component of the Adoption Assistance Program requires
States to reimburse certain costs incurred for special needs chil-
dren. The Federal Government shares 50 percent of these costs up
to a maximum Federal share of $1,000 per child. Reimbursable ex-
penses ‘include those associated directly with the adoption process
such as legal costs, social service review, and transportation costs.

President’s Budget Proposal

The President’s budget proposal would permit a deduction for
certain incurred expenses associated with the adoption of special
needs children up to a maximum of $3,000 per child. Eligible ex-
penses would be limited to those: (1) directly associated with the
adoption process and (2) that are of a type eligible for reimburse-
ment under the Adoption Assistance Program. These include court
costs, legal expenses, social service review, and transportation
costs. This deduction would be allowed for eligible expenses regard-
less of the level of reimbursement allowed under the Adoption As-
sistance Program. Any reimbursement of expenses that were previ-
ously deducted would be included in income in the year in which
the reimbursement occurred.

The proposal also clarifies that all reimbursements are includible
in income to the recipient unless deductible under this provision.
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“The proposal would be effective for adoptlons on or after Febru-
ary 1, 1992

Prior Actzon

This proposal was included in the Pres1dent’s budget proposal for
fiscal years 1990, 1991 and 1992. A similar provision was approved
by the Senate Finance Committee in its 1989 budget reconciliation
provisions (included in S. 1750 as reported by the Senate Budget
Committee), but the provision was removed from the bill by Senate
floor amendment.




B. Busmess-Related Income’ Tax Provisions

1 Addltlonal Flrst-Year DepreclatlonlDeductlon for Certain Prop-
erty R

Present Law

Depreciation deductwns ‘

- A taxpayer is allowed to recover, through annual deprec1at10n
deduct1ons, the cost of certain property used in a trade or business
or for the production of income. The amount of the depreciation de-
duction allowed with respect to tangible property for a taxable year
is determined under the accelerated cost recovery system (ACRS)
as modified by the Tax Reform Act of 1986. Under ACRS, different
types of property generally are assigned applicable recovery peri-
ods and depreciation methods. The recovery periods applicable to
most tangible personal property (generally tangible property other
than residential rental property and nonresidential real property)
range from 3 to 20 years. The depreciation methods generally ap-
plicable to tangible personal property are the 200-percent and 150-
percent declining balance" methods, switching to the straight-line
method for the taxable year in which the deprec1at10n deductmn
would be maximized.

For purposes of the alternatlve minimum tax (AMT) tang1ble
personal property generally is depreciated using the 150-percent
declining balance method over useful lives that are fypically longer
than the applicable recovery periods for regular tax purposes. In
addition, for purposes of the adjusted current earnings (ACE) com-
ponent of the corporate AMT, tangible personal property is depreci-
ated us1ng the stra1ght—lme method over these longer useful l1ves

Expensmg election

‘In Tieu of deprec1at1on, ‘s “taxpayer with a suffic1ently ‘small
amount of annual investment may elect to- ‘deduct up to $10,000 of
the cost of qualifying property placed in service for the taxable
year. In general, qualifying property is defined as deprec1able tan-
gible personal property that is purchased for use in the active con-
duct of a trade or business. The $10,000 amount is reduced by the
amount by which the cost of qualifying property placed in service
during the taxable - year exceeds $200,000. In addition, the amount
el1g1ble to be expensed for a taxable year may not exceed the tax-
able income of the taxpayer for the year that is derived from the
active conduct of a trade or business (determined Wlthout regard to
this provision). Any amount that is not allowed as a deduction be-
cause of the taxable income limitation may be carried forward to
succeedmg taxable yeara (subject to. s1m11ar 11m1tat1ons)
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President’s Budget Proposal

For equipment acquired on or after February 1, 1992, and before
January 1, 1993, and placed in service before July 1, 1993, the
President’s budget proposal would allow additional first-year depre-
ciation equal to 15 percent of the purchase price of the equipment.
The additional depreciation would be allowed for both regular tax
and AMT purposes for the taxable year in which the property is
placed in service. The basis of the property and the depreciation al-
lowances in the year of purchase and later years would be appro-
priately adjusted.

The proposal generally would apply to depreciable or amortizable
tangible personal property and certain other property used in trade
or business or held for investment. The proposal generally would
not apply to intangible property such as computer software or pat-
ents or to buildings or structural components of buildings. '

Property would be considered to be acquired on the date the tax-
payer obtains, or enters into a binding contract to obtain, the prop-
erty. Property constructed or manufactured by the taxpayer for the
taxpayer’s own use would qualify under the proposal if the con-
struction or manufacture began on or after February 1, 1992, and
before January 1, 1993 and the property was placed in service
before July 1, 1993. The proposal would not apply to property that
ils~ ailg%gired pursuant to a binding contract in effect before February

Example.—Assume a calendar year taxpayer acquires and places
in service a qualifying piece of property costing $1,000,000 on July
1, 1992. Under the proposal, the taxpayer would be allowed addi-
tional first-year depreciation of $150,000. The remaining $850,000 of
adjusted basis would be recovered in 1992 and subsequent years
pursuant to the depreciation rules of present law.

2, Modify Corporate Alternative Minimum Tax Depreciation

Present Law

Under present law, a corporation is subject to an alternative
minimum tax (AMT) which is payable, in addition to all other tax
liabilities, to the extent that it exceeds the corporation’s regular
income tax liability. Alternative minimum taxable income (AMTI)
is the corporation’s taxable income increased by the corporation’s
tax preferences and adjusted by determining the tax treatment of
certain items in a manner which negates the deferral of income re-
sulting from the regular tax treatment of those items. B

One of the adjustments which is made to taxable income to
arrive at AMTI relates to depreciation. Depreciation on personal
property to which the modified ACRS system adopted in 1986 ap-
plies is calculated using the 150-percent declining balance method
(switching to straight line in the year necessary to maximize the
deduction) over the life described in Code section 168(g) (generally
the ADR class life of the property). ST '
- For taxable years beginning after 1989, AMTI is increased by an
amount equal to 75 percent of the amount by which adjusted cur-
rent earnings (ACE) exceed AMTI (as determined before this ad-
justment). The ACE adjustment replaced the book-income adjust-
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ment applicable to tax years 1987 through 1989. In general, ACE
means AMTI with additional adjustments that generally follow the
rules presently applicable to corporations in computing their earn-
ings and profits. For purposes of ACE, depreciation is computed
using the straight-line method over the class life of the property.
Thus, a corporation generally must make two depreciation calcula-
tions for purposes of the AMT—once using the 150-percent declin-
ing balance method and again using the straight-line method.

President’s Budget Proposal ;
Effective for property placed in service on or after February 1,
1992, the President’s budget proposal would eliminate the deprecia-
tion component of ACE for corporate AMT purposes. Thus, in com-
puting ACE, a corporation would use the same depreciation meth-
ods and lives that it uses in computing AMTI (generally, the 150--
percent declining balance method for tangible personal property).

. Prior Action

H.R. 2777 and S. 1394 (the Tax Simplification of Act of 1991, in-
troduced- on June 26, 1991) also would eliminate the depreciation
component of ACE for corporate AMT purposes. However, the bill
generally would apply a 120-percent declining balance method
(switching to straight-line at a point maximizing depreciation de-
ductions) for tangible personal property placed in service after 1990
for purposes of determining the AMTI of a corporation. e

3. Modify Passive Loss Rule for Active Real Es’tf“"té"Déi?elbpérs‘ -
Present Law SRR e

The passive loss rules limit deductions and credits from passive
trade or business activities. Deductions attributable to passive ac-
tivities, to the extent they exceed income from passive activities,
generally may not be deducted against other income, such as
wages, portfolio income, or business income that is not derived
from a passive activity. Deductions that are suspended under this
rule are carried forward and treated as deductions from passive ac-
tivities in the next year. The suspended losses from a passive activ-
ity are allowed in full when a taxpayer disposes of the entire inter-
est in the passive activity to an unrelated person.: ' f

Passive activities are defined to include trade or business activi--
ties in which the taxpayer does not materially participate. Material
participation requires a taxpayer to be involved in the operations
of the activity on a regular, continuous, and substantial basis.

Rental activities are also included in the definition of passive ac-
tivities (regardless of the level of the taxpayer’s participation). In
general, rental activities are treated as separate from other busi-
ness activities. A special rule permits the deduction of up to
$25,000 of losses from certain rental real estate activities (even
though they are considered passive), if the taxpayer actively par-
ticipates in them. This $25,000 amount is allowed for taxpayers
with adjusted gross incomes of $100,000 or less, and is phased out:
for taxpayers with adjusted gross incomes between $100,000 and
$150,000. The President’s budget proposal states that active partici-



24

pation is a lesser standard of involvement than material participa-
tion and generally requires that the taxpayer participate in
making management decisions or arrange for others to provide
services such as repairs in a significant and bona fide sense. A tax-
payer is generally deemed not to satisfy the active participation
standard with respect to property he holds through a limited part-
nership interest. ‘

President’s Budget Proposal

The President’s budget proposal would amend the passive loss
rules to permit taxpayers to treat their real estate development op-
erations as a single trade or business activity. Real estate develop-
ment activity would include real estate development operations (as
defined below) in which the taxpayer actively participates. Income
and loss from this activity would be nonpassive if the taxpayer ma-
terially participates in the activity. Real estate development oper-
ations would be defined as (1) the construction, substantial renova-
tion and management of real property, regardless of whether the
taxpayer holds an interest in the property; (2) the lease-up and sale
of real property in which the taxpayer has at least a 10-percent
ownership interest; and (3) the rental of property that was devel-
oped by the taxpayer. Property would be treated as having been de-
veloped by the taxpayer only if the taxpayer materially participat-
ed in the construction or substantial renovation of the property. No
operations would be included in the real estate development activi-
ty unless the taxpayer meets the active participation standard with
respect to the operations. ‘ ‘ o oo

The proposal would be effective for taxable years ending on or
after December 31, 1992,

4. Modify UBIT Rules for Pension Trusts and Certain Other Tax-
Exempt Organizations PR . e
Present Law »

A qualified pension trust or an organization that is otherwise
exempt from Federal income tax generally is taxed on any income
from a trade or business that is unrelated to the organization’s
exempt purposes (the Unrelated Business Income Tax or “UBIT”)
(Code sec. 511). Certain types of income, including rents, royalties,
dividends, and interest, are excluded from the tax, except where
such income is derived from ‘“debt-financed property.” Income from
debt-financed property generally is subject to tax as unrelated busi-
ness income in the proportion in which the property is financed by
debt (sec. 514(a)). _ - v T ,

. An exception to the rule requiring taxation of income from debt-
financed property is available to pension trusts, educational institu-
tions, and certain other exempt organizations (collectively referred
to as ‘“‘qualified organizations”) that make debt-financed invest-
ments in real property (sec. 514(c)(9)). Under this exception, income
from investments in real property is not treated as income from
debt-financed property. ' : R ‘

The debt-financed exception, however, is available for direct in-
vestments in debt-financed property only if: (1) the price of the real
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property is a fixed amount determined as of the date of the acquisi-
tion; (2) the amount of the mdebtedness, or the time for makmg
any payment of any such amount, is not dependent (in whole or in
part) upon revenues derived from the property; (3) the property is
not leased by the qualified organization to the seller or to a person.
related to the seller; (4) in the case of a pension trust, the seller or

lessee of the property is not a disqualified person; and (5) the seller

(or a person related to the plan with respect to which a pension
trust was formed) is not providing. ﬁnancmg in connection with the’
acquls1t10n of the property (these rules were referred to collectlvely
as the “sale-leaseback” rules in the Treasurv Department’s expla-
nation).” If the investment in the property is held through a part-
n}ershlp, certain addltlonal tests must be satlsfied by the partner—
ship

Under a separate rule, a tax-exempt orgamzatlon s share of | gross”_.
income from a publicly traded partnership (that is not otherwise
treated as a corporation) automatically is treated as gross income
derived from an unrelated trade or business (sec. 512(c)(2)(A)) The
organization’s share of the partnership deductions is allowed in
computing the organization’s taxable unrelated business income -
(sec. 512(c)(2)(B))

Preszdents Budget Proposal T

The Presuient’s budget proposal was des
Department explanatlon as follows 8

General exceptwns

De minimis exceptzon to sale-leaseback prohlbztzon ——The
leaseback prohibition would be modified to permit a de minimis
leaseback to the seller (or a party related to the seller) of debt-fi-
nanced real property. The de minimis exception would apply only -
if (1) no more than 10 percent of the leasable floor space in a build-
ing is leased back to the seller (or related party) and (2) the lease i
on commercially reasonable terms. i

Seller-financing exception.—The prohlbltlon on seller financmg
would be modified to permit seller financing on terms that are
commerc1ally reasonable. Standards would be provided for deter-
mining a commercially reasonable interest rate for this purpose,
Because of the separate prohibition on “debt-financed income meas-
ured by revenue, income, or profits, a participating loan (including
an equity kicker) would not under this proposal be considered a
commercially reasonable term. The sellerfinancing exception
would not be available if the seller is related to the qualified trust
(or to any plan with respect to which the trust was formed) or to
the educational institution (including as a substantlal contrlbutor)

Special rules for investments in partnerships

The sale-leaseback rules would not apply to an investment made
by a qualified trust or educational institution in a large partner-
ship (that is, a partnershlp havmg at least 250 partners) 1f (1) 1n—

7 See Department of the Treasury,SGeneraZ Explanatzons of the Preszdents Budget posals R

AffectznﬁeRecezpts, January 1992
partment of the Treasury at pp. 38-39.
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vestment units in the partnership are marketed primarily to tax-
able individuals; (2) a significant percentage (at least 50 percent) of
each class of interests is owned by taxable individuals; (3) the part-
ners that are qualified trusts or educational 1nst1tut10ns partlc1pate
on substantially the same terms as taxable individuals owning in-
terests of the same class; and (4) a principal purpose of the partner-
ship allocations is not tax avoidance. In the case of any partnership
other than a large partnership in which taxable partners own a
significant (at least 25 percent) interest, the sale-leaseback rules
would not apply to an investment made by a qualified trust or edu-
cational institution if the partnership satisfies the allocation rules
presently applicable to debt-financed investments in real estate
through partnerships. In addition, the rule that automatically sub-
jects investments in publicly traded partnerships to UBIT would be
repealed for all tax-exempt investors. Thus, such investments
would be subject to UBIT only if the activity conducted by the part-
nership is unrelated to the exempt purpose of the partner or is tax-
able under the debt-financed rules (as modified by this proposal).

Special exception for property foreclosed on by financial institutions

In the case of certain sales of property foreclosed on by financial
institutions, the prohibition on participating loans would be re-
laxed as part of a further modification to the proposal described
above relating to seller-financing. This special rule would apply
only in a case where (1) the qualified trust or educational institu-
tion acquires the property from a financial institution (including
an institution in receivership) that acquired the property by fore-
closure; (2) the financial institution treats the property as an ordi-
nary income asset and the amount of the seller financing does not -
exceed the amount of the financial institution’s outstanding indebt-
edness (determined without regard to accrued but unpaid interest)
with respect to the property at the time of foreclosure; (3) the
terms and interest rate are commercially reasonable; and (4) the
value of any equity participation feature (including an equity
kicker) does not exceed 25 percent of the principal amount of the
seller-provided loan and must be paid no later than the earlier of
satisfaction of the loan or disposition of the property. Standards
would be provided for determining a commercially reasonable in-
terest rate for this purpose.

Effective date

The proposal would generally be effective for- debt—ﬁnanced ac-
quisitions of real estate on or after February 1, 1992, and for part-
nershlp interests acquired on or after February 1, 1992

5. Enterprlse Zone Tax Incentives
Present Law.

Targeted geographic areas

The Internal Revenue Code does not contain general rules that
target geographic areas for special tax treatment. Within certain
Code sections, however, certain areas are provided spec1al tax
treatment for limited purposes. For example, the provisions’relat-

i
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ing to qualified mortgage bonds target certain economlcally dis-
tressed areas for the purpose of promoting housmg ‘development
' w1th1n such areas. ,

O R LA

Tax credtts for em, loyers and employe

‘An’ employers ‘or employee s tax 1 hty d v ry under
present law based on the location of the employment. The targeted
jobs tax credit however, provides a tax credit for a portion of the
wages paid to certain groups of employees. In addition, c r
income" Workers with minor childretr ate eligible for a " ‘
earned income tax credit (EITC) of up to 17.6 percent (18.4 Percen
for taxpayers with 2 or more qualifying children) of the first $7, 520

of earned income for 1992. The EITCM;s phased out for taxpayers
with earned income (or adjusted gross income, if higher) above
$11 840, and is not availabie to a tax ayer w1th djusted

1ncome over $22 37

Y

Deductwn for purchase of stock -

In general, amounts paid to p
currently deductible, but 1nstead ’ ‘¢ost
such stock. Certain™ taxpayers" are ‘allowed ‘a’ deductio
present law for contributions to_ an ;nd1v1dual retirement

Under present law; the ret gain from ale or excha
capital assets of an individual is taxed at the same rate‘s, a opli
to ordinary incomeé; subject to a maximum’ ra i
tween 1988 and 1990, net capital gain was taxed at ‘
applicable to ordmary income, Before 1987 ‘the net gain from the _
sale or exchange of a capital asset was "taxable at a reduced rate.
Noncorporate taxpayers could reduce net long-term capital gain by
60 percent, and the remainder was taxed as ordinary income—ef-
fectively establishing a ‘maximum 20-percent rate. Before 1987, the
maximum tax rate for long-term corporate capital gains was 28
percent :

.The President’s - bus al pro ’ g
three tax incentives for eertain employment and investment ccur-,
ring in up to 50 enterprise zones to be selected over a 4-year period.
(1) Qualified employees' with annual wages of less than $20,000
would be allowed a 5-percent refundable income tax credit for the
first $10,500 of wages earned in an enterprise zone. (The credit
would be phased out for employees with annual wages.
$20,000 and $25,000.) S T g
(2) A taxpayer Would be allowed a deductlon of up to $5
nually (subject to a lifetime - maximum of $250, 000) for contrlbu- ;
tions to the capital of certair I corporations that are engaged
in the conduct of enterprise zone ‘businesses if the contributions are

used to acquire tangible assets located within enterprise zones.

51-965 0 - 92 - 3
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(3) A taxpayers would be allowed to exclude from income any
capital gain realized with respect to tangible property located
within an enterprise zone and used in an enterprise zone business
for at least two years. _ . o L

The tax incentives contained in the enterprise zone proposal
would apply beginning in 1993. o ‘ R

R Prior Action L e G

The President’s budget proposals for fiscal years 1991 and 1992
contained the same enterprise zone proposal. . .
6. Conform Book and Tax Accounting for Securities Inventories

" Present Law

" A taxpayer that is a dealer in securities maintains an inventory
for securities held for sale to customers for Federal income tax pur-
poses. A dealer in securities is allowed for Federal income tax pur-
poses to determine (or value) the inventory of securities held for
sale based on: (1) the cost of the securities; (2) the lower of the cost
or market value of the securities; or (3) the market value of the se-
curities. = TR
~ If the inventory of securities is determined based on cost, unteal-
ized gains and losses with respect to the securities are not taken
into account for Federal income tax purposes. If the inventory of
securities is determined based on the lower of cost or market value,
unrealized losses (but not unrealized gains) with respect to the se-
curities are taken into account for Federal income tax purposes. If
the inventory of securities is determined based on market value,
both unrealized gains and losses with respect to the securities are
taken into account for Federal income tax purposes. '

For financial accounting purposes, the inventory of securities
generally is determined based on market value. a '

President’s Budget Proposal

_ The President’s budget proposal would conform the financial ac-
counting and Federal income tax treatment of securities held as in-
ventory by requiring the securities to be included in inventory at
market value for Federal income tax purposes. The proposal would
apply to taxable years ending on or after December 31, 1992. Any
increase in inventory required by this change in method of ac-
counting would be included in gross income ratably over 10 taxable
years. : S
Toern g R . SatEL R ECTNNE S S BAF R R ED B BV NEEN I
7. Tax Treatment of Certain FSLIC Financial Assistance < -

ARE ERA - Gesh R

SE .~ = PresentLaw . .. e e
A taxpayer may claim a deduction for a loss on the sale or other
disposition of property only to the extent that the taxpayer’s ad-
justed basis for the property exceeds the amount realized on the
disposition and the loss is not compensated for by insurance or oth-
erwise. In the caseof a taxpayer on the specific ¢charge-off method
of accounting for bad debts, a deduction is allowable for the debt
only to the extent that the debt becomes worthless ‘and the taxpay-
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er does not have a reasonable prospect of being reimbursed for the
loss. If the taxpayer accounts for bad_debts on the reserve method,
the worthless portion of a debt is. charged against the taxpayer S
reserve for bad debts, potentially 1ncreas1ng the taxpayer 8 deduc-
tion for an addition to this reserve. i ¥

Before it was amended by the F1nan01al Instltutlons Reform, Re-
covery, and Enforcement Act. of 1989 (FIRREA), a special tax rule
exempted financial assistance received by a thrift institution from
the Federal Savmgs ‘and Loan Insurance Corporation (FSLIC) from
the thrift’s income and prohibited a reduction in the tax basis of
the thrift’s assets on account of the receipt of the assistance. Under
the Technical Corrections and Miscellaneous Revenue Act of 1988
(TAMRA), taxpayers generally were required to reduce certain tax
attributes. by one-half the amount of financial assistance received
from the FSLIC pursuant to acquisitions of financially troubled
thrift institutions occurring after December 31, 1988 These spec1a1
rules were repealed by FIRREA. :

Prior to the enactment of FIRREA the FSLIC entered into a
number of assistance agreements in which it agreed to provide loss
protection to-acquirers of troubled thrift institutions by compensat-
ing them for the difference between the book value and sales pro-
ceeds of “covered assets.” “Covered assets”’ typically are assets that
were classified as nohperforming or troubled at the time of the as-
sisted transaction. Many of these covered assets are also subject to
yield mamtenance guarantees, under which the FSLIC guarantees
the acquirer a minimum return or yield on the value of the assets.
The assistance agreements also generally grant the FSLIC the
right to purchase covered assets at market or book value. In addi-
tion, many of the assistance agreements permit the FSLIC to order
assisted institutions to write down the valu€ of covered assets on
their books to fair market value in exchange for ‘a payment in the
amount of the write-down. i

In September 1990, the Resolution Trust Corporation (RTC), in
accordance with the requlrements of FIRREA, issued a report to
Congress and the Oversight Board of the RTC on certain FSLIC-as-
sisted transactions (the “1988/89 FSLIC transactions”). Th report
recommended further study of the covered loss and other tax issues
relating to these transactions. A March 4, 1991, Treasury Depart-
ment report (‘ Treasury report”) on tax issues relatmg to the 1988/
89 FSLIC transactions concluded that deductions should not be al-
lowed for losses that are reimbursed with exempt FSLIC assistance.
The Treasury report states that the Treasury view is expected to be
challenged in the courts and recommended that Congress enact
clarlfymg legislation dlsallowmg these deductlons 9

Prestdent s Budget Proposal

Under the Pres1dent’s budget proposal, Federal finanmal ass1st-
ance with respect to (1) any loss would be taken into account as
compensation for purposes of section 165 of the Code and (2) any
debt would be taken into account for determining the worthless-

?® Department of the Treasury, Report on Tax Issues Relating to the 1.988/&9 Federal Savmgs
and Loan Insurance Corporation Assisted Transactions, March, 1991, p. 1
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ness of that debt. The proposal would apply to financial assistance
credited on or after March 4, 1991, with respect to (1) assets dis-
posed of and charge-offs: made in taxable years ending on or after
March 4, 1991; and (2) assets disposed of and charge-offs made in
taxable years endmg before March 4, 1991, but only for purposes of
determining the -amount of any net operatmg loss carryover to a
taxable year endlng on or after March 4, 1991. :

8. Repeal Tax-Exempt Status of Large Credlt Umons

Present Law

Federally chartered and State-chartered cred1t unions are
exempt from Federal income tax regardless of whether, or to what
extent, income of the credit union is distributed as dividends. Fed-
erally chartered credit unions are exempt pursuant to section 122
of the Federal Credit Union Act; State-chartered credit unions are
exempt pursuant to Code section 501(c)(14)(A)

In general, thrift institutions (e.g., savings and loans and mutual
savings banks) are allowed a deduction - in- computing taxable
income for amounts paid or credited as dividends or interest on
Wlthdrawable deposits or accounts (sec. 591). :

Preszdent s Budyet Proposal

The Pres1dent’s budget proposal would repeal the tax exemption
of credit unions that have assets of more than $50 million in any
taxable year ending on or after December 31, 1992. Such credit
unions would be subject to tax under the same rules that apply to
thrift institutions.

9. Disallow Interest Deductions on Corporate-Owned Llfe Insur-
ance (COLI) Loans S

Present Law

The undistributed investment income (“1ns1de buildup”) earned
on premiums credited under a life insurance contract generally is
not included in the income of the owner of the contract. In addi-
tion, the death benefit paid under a life insurance contract is not
included in the income of the beneficiary of the contract, so that
neither the owner of the contract nor the beneficiary of the con-
tract is ever taxed on the inside buildup if the proceeds of the con-
traci:l are paid to the beneficiary by reason of the death of the in-
sure

Interest paid or incurred on indebtedness that is 1ncurred or con-
tinued to purchase or carry tax-exempt obligations is not allowed
as a deduction for Federal income tax purposes. In contrast, inter-
est paid or incurred on indebtedness with respect to life insurance
contracts that cover the life of an employee of a taxpayer generally
is deductible by the taxpayer to the extent that the amount of the
1ndebtedness does not exceed $50,000 per 1nsured employee ~
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President’s Budget Proposal

The President’s budget proposal would deny a deduction for in-
terest paid or incurred by a corporation on loans that are secured
by the cash value of a life insurance contract. The proposal would
apply to interest incurred on or after February 1, 1992.




C. Charitable Contribution Provisions = -

. Note: These three charitable contribution provisions are presented as
one proposal in the President’s Budget.

1 Allocaﬁon vof Charitable Contribution Deductions Between For-
eign and Domestic Source Income

Present Law

Computation of the foreign tax credit limitation requires the tax-
payer to distinguish between taxable income from U.S. sources and
taxable income from foreign sources. The greater the taxable
income from foreign sources, the higher the limitation. Depending
on other factors, a higher foreign tax credit limitation can result in
lower U.S. tax liability.

In order to compute taxable income from foreign sources, it is
necessary to allocate and apportion U.S. income tax deductions be-
tween gross income from U.S. sources, on the one hand, and gross
income from foreign sources, on the other. Deductions which are
not definitely related to any gross income are apportioned ratably;
that is, they are apportioned to foreign source gross income in the
same proportion that foreign source gross income bears to world-
wide gross income. Furthermore, deductions of a member of an af-
filiated group, which deductions are not directly allocable or appor-
tioned to any specific income producing activity, are allocated and
apportioned as if all members of the affiliated group were a single
corporation (that is, a so-called “one-taxpayer rule” applies to such
deductions) (Code sec. 864(e)(6)).

Current Treasury regulations provide that deductions which gen-
erally are considered as not definitely related to any gross income,
and which therefore are ratably apportioned on the basis of gross
income, include the deduction for charitable contributions.1® Fur-
ther, in Notice 89-91, the Treasury Department announced that the
deduction for charitable contributions allowed by section 170 gener-
ally would be subject to allocation and apportionment under the
one-taxpayer rule.l1

President’s Budget Proposal

For purposes of computing the foreign tax credit and making re-
lated computations, the President’s budget proposal would allocate
all deductions for charitable contributions to U.S. source income,
effective for contributions made in calendar years ending on or
after December 31, 1992. '

10 Treas. Reg. sec. 1.861-8(eX9Xiv).
c 1‘3‘ ;239-2 C.B. 408, 409. Accord, Proposed Treas. Reg. sec. 1.861-8(eX12)Xv), INTL-116-90, 1991-1

32)
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« -Prior Action Lo

The rules on allocating and apportioning deductions specifically
for charitable contributions have not been the subject of recent
prior Presidential budget proposals or legislative enactments. The
most recent legislation’significantly affecting these’ rules was ‘en-
actment of the one-taxpayer rule in 1986. Before that time, taxpay-
ers could often achieve in practice a foreign tax credit limitation
result similar £ that achieved under the President’s budget propos-
al. That is;, an’a group with foreign sotrce income and
charitable contribution deductions might isolate charitable ded
tions™in a“group ‘member ‘Wi ]

0 h little or none of the foreign source
income of the group. The practical effect of the P nt’s propos-"

resi
al, then, generally is to restore pre-1986 Act law with respect to the

allocation and apportionment of deductions aritable contribu-
tions. : ' R G rane LOLLL DU

Prior to"the President’s current bdget proposal, the Treasury
Department was contemplating a different departure from current
law with respect to allocation and apportionment of charitable con-
tribution deductions. Regulations proposed in March 1991 (“pro-
posed regulations”) would have altered the general rule of pro rata
apportionment, effective for taxable years beginning after March
12, 1991, in cases where the use of the contribution is restricted

either to purely domestic o
posed regulation, a charitabl
would be allocated solely to U.S
er both designates the “contribu ; Inited
States and reasonably believes that, the contribution will be so
used. Conversely, a charitable contribution deduction would be allo-

cated solely to foreign source gross income if the taxpayer knows,

or has reason to know, thatizthetcpntribqjqki

outside the United States or that the contribuf
be used only outside the United Staté
- Thus, under the ‘proposed regulation, a char
by a U.S. company with headquarters in a U.S. ci  local
symphony orchestra solely for local use may be allocated solely to
the company’s U.S. source income, while under the general rule of
the current regulations, the deduction is apportioned between U.S.
and foreign source gross income on a pro rata basis. On the other
hand, a charitable contribution by the U.S. company purely to ben-
efit foreign disaster victims would under the proposed regulation
reduce only foreign source taxable incorite, while under the genera
rule of the current regulations, a portion of the deduction is appor-
tioned to the company’s U.S. source gross i

B < ec. 1.861: , ENTL-116-90, 1901-1 C. 949 Given its proposed
effective date, the rule in the proposed: regulation-generally would have applied to the current
taxable year if adopted as final without change. . .l sanln Dun o ocimoors s

12 Proposed Treas, Reg, ses.

ST AR L e
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2. Minimum Tax Exception for Gifts of Appreciated Tangible
Property

Present Law

In computing taxable income, a taxpayer who itemizes deduc-
tions generally is allowed to deduct the fair-market value of prop-
erty contributed to a charitable organization.'® In the case of a
charitable contribution of tangible personal property, however, a
taxpayer’s deduction for regular tax purposes is limited to the ad-
justed basis in such property if the use by the recipient charitable
organization is unrelated to the organization’s tax-exempt purpose
(sec. 170(e)1)(BXD). ' ’

For purposes of computing alternative minimum taxable income
(AMTY), the deduction for charitable contributions of capital gain
property (real, personal, or intangible) is disallowed to the extent
that the fair-market value of the property exceeds its adjusted
basis. However, in the case of a contribution made in a taxable
year beginning in 1991 or made before July 1, 1992, in a taxable
year beginning in 1992, this rule does not apply to contributions of
tangible personal property. - '

President’s Budget Propbsal

The President’s budget proposal would repeal for all property
(real, personal, and intangible) the alternative minimum tax (AMT)
provision which treats as a preference item the amount by which
the value of contributed capital gain property exceeds the basis of
the property. The repeal would be effective for contributions made
in calendar years ending on or after December 31, 1992. ) o

: Prior Action
The Tax Reform Act of 1986 treated as an AMT preference item
the amount by which the value of a charifable contribution of cap-
ital gain property exceeds the basis of the property. ’
The Omnibus Budget Reconciliation Act of 1990 provided that, in
the case of any taxable year beginning in 1991, the amount by

which the value of donated tangible personal property exceeds its
basis would not constitute a preference item for AMT purposes.

The Tax Extension Act of 1991 extended the temporary AMT ex-
clusion for contributions of tangible personal property made
through Jum_a 30, 1992. B ST s e

3. Informatiqn Reporting by Charitable Donees
Present Law .

With certain limitations, taxpayers who itemizev ;dé;iﬁctﬁiéns gen;
erally are allowed a deduction for the fair-market value of property
donated to charity (sec. 170). An individual taxpayer must separate-

13 The amount of the deduction allowable for a taxable year with respect to a charitable con-
tribution may be reduced depending on the type of property contributed, the type of charitable
organization to which the property is contributed, and the income of the taxpayer (secs. 170(b)
and 170(e). Special rules also limit the amount of a charitable contribution deduction to less
than the contributed property’s fair-market value'in cases of contrib

tions of inventory or other
ordinary income property and short-term capital gain property: " oh e e
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ly state (on Schedule A to the Form 1040) the aggregate amount of
charitable contributions made by cash or check and the aggregate
amount made by donated property other than cash or check. In ad-
dition, if the amount of the claimed deduction for all noncash con-
tributions exceeds $500, then, on a separate form (Form 8283) at-
tached to the Form 1040, taxpayers must separitely identify non-
cash charitable contributions of property. On the Form 8283, the
donor must provide certain specified information, including a de-
scription of the property and the date it was acquired, and the
method used to determine its fair-market valu&"If the claimed de-
duction for a noncash gift exceeds $5,000 per item or group of simi-
lar items (other than certain publicly traded securities) a qualified

appraiser must sign the Form 828314 , and an authorized repre-
sentative of the donee charity also must sign the Form 8283, ac-
knowledging receipt of the gift and providing ‘certain other infor-
mation. In' certain situations, information reporting by the donee
orgarll‘ization is required if it subsequently disposes of donated prop-
erty. 15 T R
* A taxpayer-is not required to provide specific information on his
or her return regarding a claimed charitable contribution made by
cash or check; nor in such a case is a donee organization required
to file an information return with the IRS, regardless of the
amount of cash or check involved. =~ . .o
Payments or transfers of property that qualify as a “contribution

or gift’ within the meaning of section 170(c) are deductible by the
donor as a charitable contribution. In general, the phrase “contri-
bution or gift” is construed as requiring a voluntary transfer of
property to a qualified organization, made without consideration. A
payment (regardless of whether it is termed a “contribution”) in
exchange for which the payor receives an economic benefit or privi-
lege (e.g., the right to admission to an event, merchandise, or raffle
tickets) is not deductible under section 170, except to the extent
that the taxpayer can demonstrate that his or her payment exceed-
ed the fair-market value of the benefit or privilege received.1¢

. The Internal Revenue Code does not require a tax-exempt ‘organi-
zation that is entitled to receive tax-deductible contributions to
state explicitly, in its solicitations for support from members or the
general public, whether an amount paid to it is deductible as a

4 In the case of donated art for which a deduction of "$20,000 or more is claimed, a complete
copy of the signed appraisal must be attached to the Form 8288, .
1> If, within two years‘after a charity receives donated property (other than ‘certain publicly
traded securities) for which a deduction exceeding $5,000 was claimed by the donor, the charity
sells or otherwise disposes of such property, then the charity must file an information return.
with the IRS {and furnish:a copy to the donor) showing the name and taxpayer identification
number (TIN) of the donor, the amount received on the disposition, and certain other informa:
tion about the disposed property (sec, 6050L). e e e L
18 See Rev. Rul. 67-246, 1967-2 C.B. 104 R S A,
Under current IRS practice, certain small items or tokei benefits given to a contributor in
connection with a contribution are considered to have insubstantial value, such that “the full
amount of the contribution is deductible. Rev. Proc. 90-12, 1990-1 C.B. 471, provides that tokens
or benefits will be considered to have insubstantial value if: (1) the payment occurs in the con-
text of a fund-raising campaign in which the charity informs patrons how much of their pay-
ment is a deductible contribution, and (2) either (a) the fair-market value of all the benefits re-
ceived in connection with the payment is not more than 2 percent of the payment, or $50,
whichever is less, or (b) the payment made by the patron is $25 or more (adjusted for inflation
after 1990) and the only benefifs received in connection’ With the payment are token items (e.g.,’
key chains, mugs, posters, tee shirts) which bear the organization’s name or logo and which (in

the aggregate) are within the limits for “low cost articles” ‘under section 518(h)(2). Ko
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charitable contribution or whether all or part of the payment con-
stitutes consideration for property or a service furnished by the or-
ganization to the payor.l” In contrast, tax-exempt organizations
that are not eligible to receive tax-deductible contributions are re-
quired to state expressly in certain fund-raising solicitations that
contributions or gifts to the organization are not deductible as
charitable contributions for Federal income tax purposes (sec.
6113). A penalty is imposed on such organizations for failure to
comply with this requirement (sec. 6710). _ :

Tax-exempt organizations generally are required to file an
annual information return (Form 990) with the IRS. However,
churches (and their affiliated organizations), as well as tax-exempt
organizations (other than private foundations) that normally have
gross receipts in each taxable year of not more than $25,000, are
not, required to file the Form 990.18 If an organization that is eligi-
ble to receive tax-deductible contributions is required to file a Form
990, then it must report, among other items, the names and ad-
dresses of all persons who contributed, bequeathed, or devised
$5,000 or more (in cash or other property) during the taxable

year.19

, ' President’s Budget Proposal ‘ )

The President’s budget proposal provides that organizations eligi-
ble to receive tax-deductible contributions would generally be re-
quired to file information returns with the IRS (and with the
donor) reporting charitable contributions received from any indi-
vidual in excess of $500 (in cash or property) during the calendar
year. The organization would determine whether the amount re-
ceived is potentially eligible for the charitable contribution deduc-
tion, based on whether the organization provided goods or services
to the donor. Organizations with annual gross receipts of less than
$25,000 would be exempt from this reporting requirement. The pro-
posal states that it is expected that the IRS would revise Schedule
A to the Form 1040 to require individuals who itemize deductions
to separately report contributions of more than $500 (whether in
cash or in kind) made in the calendar year to a single organization.
’{glgezproposal would apply to contributions made on or after July 1,

Prior Action

The Deficit Reduction Act of 1984 (“1984 Act”) directed the
Treasury Department to issue regulations under section 170 incor-
porating charitable deduction substantiation and qualified apprais-
al requirements in cases where noncash contributions are claimed
to have a value exceeding $5,000. The 1984 Act also required infor-
mation reporting by donee organizations of certain dispositions of
gggggd property within two years of receipt of the property (sec.

17 Fowever, Schedule A to the Form 1040 (and the accompanying instructions) inform taxpay-
ers that if they made a contribution and received a benefit in return, the value of that benefit
must be subtracted in calculating the charitable contribution deduction. o .

18 See section 6033 and Rev. Proc. 83-23, 1983-1 C.B. 687

19 See section 6033(b)(5) and Treas. Reg. sec. 1.6033-2(a)2)iXD.
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The Omnibus Budget Reconciliation Act of 1987 (“1987 Act”) re-
quired tax-exempt organizations that are not eligible to receive tax-
deductible contributions to inform contributors in certain fund-rais-
ing campaigns that their payments or contributions are not deduct-
ible as a charitable contributions for Federal income tax purposes
(sec. 6113).2° 3 S o

- 20 Althéugh the 1987 Act did not itself reqiire charita ose in ti
fund-raising solicitations the extent to which amounts solicited are not deductiblé as charitable
contributions, the législative history to that Act i that Congress expected that the IRS
would monitor the extent to which taxpayers were being furnished accurate and sufficient infor-
mation in this area and that groups representing the charitable conmunity would*provide guid-
ance as to how charities could provide appropriate information to their supporters. See H.R.
Rept. 100-391, 100th Cong. 1st Sess., at 1607-08. )




D. Ex}iiriﬁg Tax PrdViSiﬂi{s ,
1. Research and Experimentation Expense Allocation Rules

Present Law

Computation of the foreign tax credit limitation requires the tax-
payer to distinguish between taxable income from U.S. sources and
taxable income from foreign sources. The greater the taxable
income from foreign sources, the higher the limitation. Depending
on other factors, a higher foreign tax credit limitation can result in
lower U.S. tax liability.

In order to compute taxable income from foreign sources, it is
necessary to allocate and apportion U.S. income tax deductions be-
tween gross income from U.S. sources, on the one hand, and gross
income from foreign sources, on the other. Treasury regulations
prescribe a detailed method for allocating and apportioning re-
seialrch and experimental (R&E) expenses for this purpose, among
others.

Effective for taxable years beginning after August 13, 1981, and
on or before August 1, 1987, as well as for a taxpayer’s first taxable
year beginning after August 1, 1987, and for a taxpayer’s first
three taxable years beginning after August 1, 1989 and on or before
August 1, 1992, the R&E allocation regulation has been in part sus-
pended (for purposes of determining the source of taxable income)
by a succession of statutes: the Economic Recovery Tax Act of 1981
(ERTA), the Deficit Reduction Act of 1984 (DEFRA), the Consolidat-
ed Omnibus Budget Reconciliation Act of 1985 (COBRA), the Tax
Reform Act of 1986 (TRA), the Technical and Miscellaneous Reve-
nue Act of 1988 (TAMRA), the Omnibus Budget Reconciliation Act
of 1989 (OBRA89), the Omnibus Budget Reconciliation Act of 1990
(OBRA90), and the Tax Extension Act of 1991 (TEA). In taxable
years governed by ERTA, DEFRA, and COBRA, all U.S.-incurred
R&E expenses were allocated to U.S. source income. In taxable
years governed by TRA, 50 percent of such expenses (other than
amounts incurred to meet certain legal requirements, and thus al-
locable to one geographical source) were allocated to U.S. source
income, with the remainder allocated and apportioned either on
the basis of sales or gross income.

Expenses incurred during the taxable year governed by TAMRA
(for any taxpayer, its first taxable year beginning after August 1,
1987) were treated in one of two alternative ways depending upon
whether the expenses were in effect deemed to have been incurred
in the first four months of the year, or incurred instead during the
remaining eight or fewer months of the year. For this purpose total
expenses for the year were deemed to be incurred evenly through-
out the year. For expenses deemed paid or incurred during the first
four months of such year (other.than amounts incurred to meet

“. E (PN S AP ERCERA ST S S VRS (38) : ° . PRGN . . P
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certain legal requirements, and thus allocable to one geographical
source), 64 percent of U.S.-incurred R&E expenses were allocated to

S. source income, 64 percent of foreign-incurred R&E expenses
were allocated to foreign source income, and the remainder of R&E
expenses were allocated and apportioned either on the basis of
sales or gross income, but subject to the condition that if income-
based apportionment was used, the amount apportioned to foreign-
source income could have been no less than 80 percent of the
amount that would have been apportioned to foreign source income
had the sales method been used. For expenses deemed paid or in-
curred during the remainder of such year, the R&E allocation reg-
ulation applied. ‘ - : e ,

In taxable years governed by OBRA89 and OBRA90 (for any tax- .
payer, its first two taxable years beginning after August 1, 1989.
and on or before August 1, 1991), the same statutory allocation rule
applies as was applicable to expenses deemed incurred in the first
four months of the year governed by TAMRA. That allocation rule .
is codified as section 864(f) of the Internal Revenue Code. S

The allocation rule of section 864(f) also applies to the period cov-
ered by TEA. That period, for any taxpayer, is its third taxable
year beginning after August 1, 1989 and on or before August 1,
1992; however, where that taxable year is the taxpayer’s first tax-.
able year beginning after August 1, 1991 (as it is for most taxpay- -
ers), the statutory allocation rule of section 864(P applies only to
expenditures incurred during the first six months of that taxable
year. Thus, for most taxpayers, TEA extended the application of
the allocation rule of section 864(f) for an additional six months
beyond the years covered by OBRA89 and OBRAY0. Beyond the
period covered by TEA, the R&E allocation regulation applies.

| . President’s Budget Proposal =
The President’s budget proposal would extend the statutory R&E
allocation rules of section 864(f) for eighteen months.

G \"Pyrim: Aéiibh

Under a 1987 Administration proposal, taxpayers would be per:
mitted to allocate 67 percent of expenses for R&E conducted in the -
United States to U.S. source income. The remainder of such ex-
penses would be apportioned on the basis of either gross sales or
gross income, with no limitation-on the amount-apportioned to U.S. °
source income using the gross income method. The Administra-
tion’s 1987 proposal was included in""H.R. 3545, the Omnibus
Budget Reconciliation Act of 1987 (OBRAST), as passed by the
House. The proposal also was included in the October 1987 budget
reconciliation submission of the Senate Finance Committee to the
Senate Budget Committee. The proposal was not included in the
conference agreement on OBRAS7. . . . R S

Permanent statutory R&E allocation_rules similar to those in
H.R. 8545 as passed by the House in 1987 were included in the
President’s budget proposal for fiscal year 1989. The Technical and

Miscellaneous Revenue Act of 1988 (TAMRA) included_statutory
R&E allocation rules which were similar to the proposal included
in HR. 8545 with three primary modifications: (1) 64 percent of
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U.S-incurred R&E expenses were allocated to U.S. source income,
rather than 67 percent; (2) 64 percent of foreign-incurred R&E ex-
penses were allocated to foreign source income; (8) if income-based
apportionment was used, the amount apportioned to foreign source
income could be no less than 30 percent of the amount that would
have been apportioned to foreign source income had the sales
method been used. In addition, the statutory rules expired, in
effect, after the first four months of the taxpayer’s first taxable
year beginning after August 1, 1987 (treating R&E expenses for the
entire year as if incurred ratably throughout the year).

The President’s budget proposal for fiscal year 1990 included a
permanent extension of the statutory R&E allocation rules con-
tained in TAMRA. OBRAS9 included a temporary extension of
those R&E allocation rules, which it codified in section 864(f) of the
Internal Revenue Code. The statutory rules expired, in effect, after
the first nine months of the taxpayer’s first taxable year beginning
after August 1, 1989 (treating R&E expenses for the entire year as
if incurred ratably throughout the year). o

The President’s budget proposal for fiscal year 1991 included a
permanent extension of the statutory R&E allocation rules of sec-
tion 864(f). No R&E allocation rules were included in OBRA90
(HLR. 5835) as passed by the House on October 16, 1990. The Senate”
amendment to H.R. 5835, which passed the Senate on October 18,
1990, included an extension of the R&E allocation rules of section
864(f) covering a period that included the remainder of the taxable -
year covered by OBRA89 plus the subsequent taxable year. The
conference agreement on OBRA90 included the extension of section
864(f) as passed by the Senate. K o .

The President’s budget proposal for fiscal year 1992 included a
one-year extension of the statutory R&E allocation rules of section
864(F). The statutory R&E allocation rules of section 864(f) were ex-
tended in TEA so as to apply in the taxable year subsequent to the
years covered by OBRA89 and OBRA90; however, where that tax-
able year is the taxpayer’s first taxable year beginning after
August 1, 1991 (as it is for most taxpayers), the statutory allocation
rule of section 864(f) applies only to expenditures incurred during
the first six months of that taxable year. Thus, for most taxpayers,
TEA extended the application of the allocation rule of section 864(f)
for an additional six months beyond the years covered by OBRAS9
and OBRAY0.

2. Research and Expelfimeriﬂtatioh Tax Credit
' Present Law

A 20-percent tax credit is allowed to the extent that a taxpayer’s
qualified research expenditures for the current year exceed its base
amount for that year. The credit will not apply to amounts paid or
incurred after June 30, 1992,

The base amount for the current year generally is computed by
multiplying the taxpayer’s “fixed-base percentage” by the average
amount of the taxpayer’s gross receipts for the four preceding
years. If a taxpayer both incurred qualified research expenditures
--and had gross receipts during each of at least three years from
1984 through 1988, then its “fixed-base percentage” is the ratio
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that its” total qualified research expenditures for

period bears to its total gross receipts for that period (subject to a
maximum ratio of .16). All other taxpayers (such as “start-up”
firms) are assigned a fixed-base percentage ‘of .03, .

In computing the credit, a taxpayer’s base amount may ‘not be
less than 50 percent of its current-year qualified research expendi-
tures. N PP R it 17 s W e e 5 S

Qualified research expenditures eligible for the credit cons

humanities, nor is it available for research to the extent funded by
any grant, contract, or otherwise by another person (or governmen-
In addition, the 20-percent tax credit also applies to the excess of
(1) 100 percent of corporate cash expenditures (including grants or
contributions) paid for university basic reséarch over (2) the sum of

corporation as compared to such givi
as adjusted for inflation. s g
Deductions for qualified research expenditures allowed to a tax-
payer under section 174 are reduced by an-amoiint equal to 100
percent of the taxpayer’s research credit determine’d for that ‘ye: r.
o oo President’s Budget Proposal T
The President’s budget proposal would extend permanently the
20-percent research tax credit for qualified research expenditures
and university {)a ic resegilqlzyeggpe;gditgggs;M ] e

wa L

the research credit determined for the year. :
The Omnibus Budget Reconciliation Act of 1989 effectively ex-

tended the research credit for nine months (by prorating qualified

expenses incurred before January 1, 1991). The 1989 Act also modi-

fied the method for calculating a taxpayer’s base amount and fur-
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ther reduced the dedgction_allowed under section 174 for qualified
research expenses by an amount equal to 100 percent of the re-
search credit determined for the year.?!

The Omnibus Budget Reconciliation Act of 1990 extended the re-
search credit through December 31, 1991 (and repealed the special
rule to prorate qualified expenses incurred during 1990).

The Tax Extension Act of 1991 extended the research credit for
si;zg 2r;mnths (i.e., for qualified expenses incurred through June 30,
1992). o

The President’s budget proposals for fiscal years 1990, 1991, and
1992, contained the same proposal to extend permanently the re-
search credit. :

3. Tax Credit for Low-Income Rental Housing
Present Law

A tax credit is allowed in annual installments over 10 years for
qualifying newly constructed or substantially rehabilitated low-
income rental housing. For most qualifying housing, the credit has
a present value of 70 percent of the cost of low-income housing
units. For housing receiving other Federal subsidies (e.g., tax-
exempt bond financing) and for the acquisition cost (e.g., costs
other than rehabilitation expenditures) of existing housing that is
substantially rehabilitated, the credit has a present value of 30 per-.
cent of qualified costs. Generally, that part of the building for
which the credit is claimed must be rented to qualified low-income
tenants at restricted rents for 15 years after the building is placed
in service. In addition, a subsequent additional 15-year period of
low-income use is generally also required.

The credit amount is based on the qualified basis of the housing
units serving the low-income tenants. A residential rental project
will qualify for the credit only if (1) 20 percent or more of the ag-
gregate residential rental units in the project are occupied by indi-
viduals with 50 percent or less of area median income, or (2) 40 per-
cent or more of the aggregate residential rental units in the project
are occupied by individuals with 60 percent or less of area median
income. These income figures are adjusted for family size. The low
income set-aside is elected when the project is placed in service.
The maximum rent that may be charged a family in a unit on
which a credit is claimed depends on the number of bedrooms in
the unit. The rent limitation is 30 percent of the qualifying income
of a family deemed to have a size of 1.5 persons per bedroom (e.g., &
two-bedroom unit has a rent limitation based on the qualifying
income for a family of three). . R

Each State receives an annual low-income housing credit volume
ceiling of $1.25 per resident. To qualify for the credit, a building
owner generally must receive a credit allocation from the appropri-

ate State credit authority. An exception is provided for property

21 The 1989 Act, as originally passed by the House of Representatives and approved by the
Senate Committee on Finance, provided for a permanent extension of the research credit, an
increase in the base limitation to 75 percent for taxable years beginning in 1995 or later, special
rules for start-up firms to phase in their actual research-to-gross receipts ratio, and Treasury

Department studies to evaluate the effectiveness and operation of the research credit.k
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which is substantially financed with the proceeds of tax-cxempt
bonds subject to the State’s private-activity bond volume limitation.

he low-income housing ¢redit is scheduled to expire after Jure
30,1992 . - o S S

o ﬁreszdehf’.s Budgét ‘Proposal

The President’s budget proposal would extend the low-income
housing credit for 18 months, ﬁhgqug»hﬁDechgb_ep 31,’ "199‘3’, I

: o e 'Pr‘i'orAéti‘é\h : ‘

The low-income housing credit was enacted in the Tax Reform
Act of 1986, wit'hua.n expiration date of December 31, 1989. The

credit was substantlal_ly revised and extended through December

1990, that amount was reduced by 25 percent from $1.25 to $0.9375.

The Omnibus Budget Reconciliation Act of 1990 (“the 1990 Act™)
restored the 1990 State credit ceiling to $1.25 per resident, and ex-
tended authority to allocate the credit through December 31, 1991.
In addition, the 1990 Act made technical and other modifications to
the credit. B . R T e

The Tax Extension Act of 1991 extended -authority to allocate the
credit through June 30, 1992. The credit ceiling for each State is
$1.25 per resident of the State for the period during 1992 for which
the credit was extended. = T
- The President’s budget proposals for fiscal years 1991 and 1992
contained one-year extensions of the credit. S .

4. Targeted Jobs Tax Credit

B Present Law .
Tax credit : i
The targeted jobs tax credit is available on an elective basis for
hiring individuals from several targeted groups. The targeted
groups consist of individuals who are either recipients of payments
under means-tested transfer programs, economically disadvan-
taged, or disabled. o . O L L LR et DREIE
The credit generally is equal to 40 percent of up to $6,000 of .
qualified first-year wages paid to a member of a targeted group.
Thus, the maximum credit generally is $2,400 per individual. With
respect to economically disadvantaged summer ‘youth emiployees,
however, the credit is equal to 40 percent of up to $3,000 of wages,
for a maximum credit of $1,200. An employer’s deduction for wages
is reduced by the amount of credit claimed. - ‘
The credit is scheduled to expire for individuals who begin work
for an employer after J une 30, 1992, i
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Authorizqtion of app;ppriqfions

Present law authorizes appropriations for administrative and
publicity expenses relating to the credit through June 30, 1992.
These monies are to be used by the Internal Revenue Service and
the Department of Labor to inform employers of the credit pro-
gram. v v

President’s Budget Prbposal e

The President’s budget’ proposal would extend the targeted jobs
tax credit for 18 months, through December 31, 1993.

" Prior Action

" The targeted jobs tax credit was enacted in the Revenue ‘Act of

. 1978 to replace an expiring credit for increased employment. As
-originally enacted, the targeted jobs tax credit applied to qualified
wages paid before 1982. , e e
The availability of the credit was ‘successively extended by the
Economic Recovery Tax Act of 1981 for one year (through 1982), by
 the Tax Equity and Fiscal Responsibility Act of 1982 for two years
- (through 1984), and by the Deficit Reduction Act of 1984 for one
year (through 1985). The Tax Reform Act of 1986 extended the tar-
geted jobs tax credit for three additional years (through 1988), with
modifications. The Technical and ‘Miscellaneous Revenue Act of
1988 extended the credit for one year (through 1989), with modifica-
tions. The Omnibus Budget Reconciliation Act of 1989 extended the
credit for nine months (through September 30, 1990) and the Omni-
bus Budget Reconciliation Act of 1990 extended the credit for 15
months (through 1991). Most recently, the Tax Extension Act of
1991 extended the credit for six months so that it is available with
respect to wages paid to employees who begin work for an employ-
er before July 1, 1992, ' C o o
The President’s budget proposal for fiscal year 1992 contained a
one-year extension of the credit.

5. Business Energy Tax Crédits for Solar and Geothermal Proper-
ty .

_ Present Law

Under present law, nonrefundable business energy tax credits
are allowed for 10 percent of the cost of qualified solar and geother-
mal energy property (Code sec. 48(a)). Solar energy property that
qualifies for the credit includes any equipment that uses solar
energy to generate electricity, to heat or cool (or provide hot water
for use in) a structure, or to provide solar process heat. Qualifying
geothermal property includes equipment that produces;, distributes,
or uses energy derived from a geothermal deposit, but, in the case
of electricity generated by geothermal power, only up to (but not
including) the electrical transmission stage.2? R

22 For purposes of the credit, a geothermal deposit is defined as a domestic geothermal reser-
voir consisting of natural heat which is stored in rocks or in an aqueous liquid or vapor, wheth-
er or not under pressure (sec. 613(e)(2).
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The business energA}\fj tax credlts currently are scheduledtoexplre ‘

with respect to property placed in service after June 30, 1992
The business energy tax credits are components of the general

business credit (sec. 38(b)1)). The business energy tax credits, when~

combined with all other components of the general business credit,
generally may not exceed for any taxable year the excess of the
taxpayer’s net income tax over the greater of (1) 25 percent of net
regular tax liability above $25,000 or (2) the tentative minimum
tax. An unused general business credit generally may be carried

back 3 years and carried forward 15 years. .

The President’s budget proposal would extend the business cred-
its for solar and geothermal property for eighteen months, through
December 31, 1993. : e ,

" Prior Action

Ten-percent tax credits for qualifying solar and geothermal
energy properties were enacted in the Energy Tax Act of 1978, ef-
fective after September 30, 1978, through December 81, 1982. In the
Windfall Profit Tax Act of 1980, the solar and geothermal credits
were extended through 1985, and the rates of these credits were in-
creased to 15 percent. In the Tax Reform Act of 1986, the solar and
geothermal credits were extended for three additional years
(through 1988), at rates which phased down to 10 percent. An addi-
tional one-year extension (through 1989) of these credits was pro-
vided in the Technical and Miscellaneous Revenue Act of 1988.

The tax credits for solar and geothermal property were extended
for the nine-month period through September 30, 1990, in the Om-
nibus Budget Reconciliation Act of 1989. In the Omnibus Budget
Reconciliation Act of 1990, the solar and geothermal credits were
extended for 15 months through December 31, 1991. The Tax Ex-
tension Act of 1991 provided an additional six-month extension of
_these credits, through June 30, 1992. L e :
6. Tax Credit for Orphan Drug Clinical Testing Expenses

-Present Law
A 50-percent nonrefun 1s wed Ior a
qualified clinical testing expenses paid or incurred in the testing of
certain drugs for rare diseases or conditions, generally referred to
as “orphan drugs.” Qualified tésting expenses are costs incurred to
test an orphan drug after the drug has been approved for human
testing by the Food and Drug Administration (FDA) but before the
drug has been approved for sale by the FDA, Present law defines a
rare disease or condition as one that (1) affects less than 200,000
persons in the United States ‘or (2) affects more than 200,000 per-
sons, but for which there is no reasonable expectation that busi-
nesses could recoup the costs of developing a drug for it from U.S.
sales of the drug. These rare diseases and conditions include Hun-
tington’s disease, myoclonus, ALS (Lou Gehrig’s disease), Tourette’s
s;}rlnt)irome, and Duchenne’s dystrophy (a form of muscular dystro-
phy).

wed for a taxpayer's

-5
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The orphan drug tax credlt is scheduled to explre after June 30,
1992,

Preszdent s Budget Proposal

The President’s budget proposal would extend permanently the
orphan drug tax credit. . , Cosg

Prwr Actwn )

The orphan drug tax cred1t originally was enacted in the Orphan
Drug Act of 1983, and was scheduled to expire after 1987. The Tax
Reform Act of 1986 extended the credit for three years, through
December 31, 1990. The Omnibus Budget Reconciliation Act of 1990
further extended the credit for one year, through December 31,
1991.

The Tax Extension Act of 1991 extended the orphan drug tax
credit for six months (i.e., for qua_lﬁed clinical testing expenses in-
curred through June 30, 1992)

7. Deduction for Health Insurance Costs of Self-Emp]oyed Indi-
- viduals

Present Law

Under present law, the tax treatment of health insurance ex-
penses depends on whether or not the taxpayer is an employee and
whether or not the taxpayer is covered under a health plan paid
for by the employee’s employer. An employer’s contribution to a
plan prov1d1ng accident or health coverage is excludable from an
employee’s income. In addition, businesses can generally deduct, as
an employee compensation expense, the full cost of any health,m-
surance coverage provided for their employees. The exclusion and
deduction are generally available in the case of owners of the bus1-
ness who are also employees.

In the case of self-employed 1nd1v1duals G.e., sole propnetors or
partners in a partnership) no equivalent exclusion applies. Howev-
er, present law prov1des a deduction for 25 percent of the amount
paid for health insurance for a self-employed individual and the in-
dividual’s spouse and dependents. The 25-percent deduction is also
available to more than 2-percent shareholders of S corporations.

Other individuals who purchase their own health insurance can
deduct their insurance premiums to the extent that the premiums,
when combined with other unreimbursed medlcal expenses exceed
7.5 percent of adjusted gross income.

The 25-percent deduction expires’ for ‘taxable years beginning
after June 30, 1992. In the case of years beginning .in 1992, only
amounts paid before July 1, 1992, for coverage before July 1, 1992,
are taken into account in determmmg the amount of the deduc-
tlon : L e Gt Bt e i

Preszdent s Budget Proposal

The President’s budget proposal Would extend the 25—percent de-
duction through December 31, 1993.
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Prior Action

basis in the Tax Reform Act of 1986 (the 1986 Act). The provision

was to expire for taxable years beginning after December 31, 1989.

Prior to the 1986 Act, health expenses of self-employed individuals
were deductible under the rules applicable to personal medical ex-
penses, i.e., if the total medical expenses of the individual exceeded

The 25-percent deduction was originally enacted on a temporary

5 percent of adjusted gross income. The Omnibus Budget Reconcili-

ation Act of 1989 extended the provision through September 30,
1990, and clarified that the deduction is available to certain S cor-

poration shareholders. The Omnibus Budget Reconciliation Act of

1990 extended the provision through 1991. The Tax Extension Act
of 1991 extended the provision through June 30, 1992.

The President’s budget proposal for fiscal year 1992 proposed ex-
tending the deduction for one year. The President’s budget propos-

al for fiscal year 1991 proposed making the 25-percent deduction
permanent.

8. Qualified Small-Issue Bonds for First-Time Farmers

Present Law

Interest on certain small issues of private activity bonds is ex-"
cludable from gross income if at least 95 percent of the bond pro-

ceeds is to be used to finance manufacturing facilities or certain ag-
ricultural land or equipment (‘“‘qualified small-issue bonds”).

Qualified small-issue bonds are bond issues having an aggregate

authorized facé amount of $1 million or less. Alternatively, the ag-
gregate face amount of the issue, together with the aggregate
amount of certain related capital expenditures during the six-year

period beginning three years before the date of the issue and

ending three years after that date, may not exceed $10 million.

Qualified small-issue bonds for agricultural land (“first-time
farmer bonds”) may be used only to provide financing to first-time

farmers who will materially participate if the farming operation to

be conducted on the financed land. Up to 25 percent of the pro-

ceeds of a first-time farmer bond issue ($250,000 lifetime maximum)

may be used to finance farm equipment to be used on the financed
land; however, no more than $62,500 of bond proceeds may be used

to finance used farm equipment., ™

Qualified small-issue bonds like certain other private" activity -
bonds are subject annual State private activity bond volume limita- "

tions.

time farmer bonds) is scheduled to expire after June 30, 1992.

Preéi;léri't"s' BudgetProposa l .

The President’s budget proposal would extend authority to issue -

first-time farmer bonds for, 18 months, through December 31, 1993,

. ... Prior Action B e

Authority to issue’ qu'étlified srhall,—i,ssue_,bgpds “(indudi_'ﬁg first-

Substantial modifications to the tax treatment of small-issue in-

dustrial development bonds (the predecessor to qualified small-
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issue bonds) were made by the Tax Equity and Fiscal Responsibil-
ity Act of 1982 (1982 Act”) The 1982 Act also provided that the
authority to issue these bonds would expire after December 31,

1986. The Deficit Reduction Act of 1984 limited the small-xssue,
bond exception to financing for manufacturmg and farming facili-
tles, effective after December 31, 1986, and extended authority to
issue these bonds to December 31 1988. The Tax Reform Act of
1986 extended the date further to December 31, 1989.

The Technical and Miscellaneous Revenue Act of 1988 clarified
the definition of manufacturing to allow up to 25 percent of the
proceeds of qualified small-issue bonds to be used to finance facili- .
ties for ancillary activities carried out at the manufacturing site. -
The Omnibus Budget Reconciliation Act of 1989 and the Omnibus
Budget Reconciliation Act of 1990 extended the expiration date
through September 30, 1990, and December 31, 1991, respectively.
The Tax Extension Act of 1991 extended the explratlon date
through June 30, 1992.

9. Qualified Mortgage Bonds and Mortgage Credit Certificates

Present Law

Qualified mortgage bonds

Qualified mortgage bonds (“QMBs”) are bonds the proceeds of
which are used to finance the purchase, or qualifying rehabilitation -
or improvement, of s1ng1e-fam11y, owner-occupied residences located
within the jurisdiction of the issuer of the bonds. Persons receiving
QMB loans must satisfy principal residence purchase price, borrow-
er income, first-time homebuyer, and other requirements. Part or
all of the interest subsidy provided by QMBs is recaptured if the
borrower experiences substantial increases in income and disposes
of the subsidized residence within nine years ‘after_its purchase.
The volume of QMBs that a State may issue is hmlted by an
annual State private activity bond volume limit. ,

Mortgage credit certificates

Quahfied governmental units may elect to exchange prlvate ac-
tivity bond volume authority for authority to issue mortgage credit
certificates (“MCCs”). MCCs entitle homebuyers to nonrefundable
income tax credits for a specified percentage of the interest paid on
mortgage loans on their principal residences. Once issued, an MCC
remains in effect as long as the loan remains outstandmg and the
residence being financed continues to be the certificate-recipient’s
principal residence. MCCs are subject to the same targeting re-
quirements as QMBs. MCCs are also subject to recapture rules
similar to those applicable to QMBs.

Expiration

Authority to issue QMBs and to elect to trade in bond volume
authority to issue MCCs is scheduled to expire after June 30, 1992.
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President’s Budget Proposal -

The President’s budget proposal would extend authority to issue
QMBs and to elect to trade in bond volume "authority to issue
MCCs for 18 months, through December 31, 1993. =~ = =

Prior Action

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

Under the 1980 Act, the authority of States and local govern-
ments to issue QMBs was scheduled to expire after December 31,
1983. The Deficit Reduction Act of 1984 extended this authority
(with modifications) through December 31, 1987, and enacted the
MCC alternative to QMBs. The Tax Reform Act of 1986 imposed
State volume limitations on the issuance of private activity bonds
and included QMBs and MCCs within that cap.

Authority to issue QMBs and to trade in bond volume authority
to issue MCCs was extended for one year (through December 31,
1988) by the Tax Reform Act of 1986. The Technical and Miscella-
neous Revenue Act of 1988 extended this authority for another
year (through December 31, 1989), with substantial modifications,
including imposition of the recapture provision described above.
The Omnibus Budget Reconciliation of 1989 extended the expira-
tion date of this authority nine additional months (through Sep-
tember 30, 1990).

QMB and MCC authority were extended for a further 15 months
(through December 31, 1991), by the Omnibus Budget Reconcilia-
tion Act of 1990. The 1990 Act also made several modifications to
the recapture provision. These modifications were effective as if en-
acted in the Technical and Miscellaneous Revenue Act of 1988 (the
Act which originally enacted the recapture provisions). The Tax
Extension Act of 1991 extended the expiration date of the QMB
and MCC programs through June 30, 1992.

10. %c.cess to Tax Information by the Department of Veterans Af-
airs

Present Law

The Internal Revenue Code prohibits disclosure of tax returns
and return information of taxpayers, with exceptions for author-
ized disclosure to certain Governmental entities in certain enumer-
ated instances (sec. 6108). Unauthorized disclosure is a felony pun-
ishable by a fine not exceeding $5,000 or imprisonment of not more
than five years, or both (sec. 7213). An action for civil damages also
may be brought for unauthorized disclosure (sec. 7431).

Among the disclosures permitted under the Code is disclosure to
the Department of Veterans Affairs (DVA) of self-employment tax
information and certain tax information supplied to the IRS and
SSA by third-parties. Disclosure is permitted to assist DVA in de-
termining eligibility for, and establishing correct benefit amounts
under, certain of its needs-based pension and other programs (sec.

i AT L e D
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6103(1)(7XDXviii)). The income tax returns filed by the veterans
themselves are not disclosed to DVA.

The DVA disclosure provision is scheduled to explre after Sep-
tember 30, 1992. The U.S. General Accounting Office (GAO) is re-
quired to subm1t a detailed report on the effects of this provision
by January 1, 1992 (the report was issued on December 23, 1991).

President’s Budget Proposal

The President’s budget proposal calls for a permanent extension
of this provision.

Prior Action

The DVA disclosuré provision was added by section 8051 of the
Omnibus Budget Reconciliation Act of 1990 (P.L. 101-508).



. _"E. Compliance Provisions
1. Extend 45-Day Processing Riile to All

There is no 45-day processing rule for refunds of taxes other than
income taxes (i.e., employment, excise, and estate and gift taxes),
for refunds arising from amended returns, or for claims for re-
funds. . e , :

The President’s budget proposal would extend the 45-day process-
ing rule to all returns, as well as to amended returns and claims
for refunds. This proposal would be effective for returns filed on or
after July 1,1992. =~ =~ R , :
2. Mandate Use of Income Tax Refund Offsets for Delinquent

Debt . L. BN "/‘~ . -
Present Law

The Internal Revenue Service may credit any overpayment of
tax against any outstanding liability for any tax owed by the
person making the overpayment (Code sec. 6402(a)). In general, any
remaining balance is refunded to the person making the overpay-
ment. However, a refund is subject to offset for certain past-due
child support and for certain nontax debts owed to Federal agen-
cies (sec. 6402(c) and (d)).

‘ President’s ‘Bm’lg,ektb Pfoposal

The President_’s _budget proposal Wt)uid mandatetheuse of
income tax refund offsets for delinquent debt. g
Prioi Aofion i o i s

Section 401 of the “Emergency Unemployment Compensation
Act of 1991”7 (P.L. 102-164) deleted the January 10, 1994 termina-
tion date for the refund offset for delinquent Federal nontax debt.
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3. Allow Federal Agencies to Obtain Debtor Address Information
from the Internal Revenue Service for Debt Collection

Present Law

The Internal Revenue Service prohibits disclosure of tax returns
and return information of taxpayérs, with exceptions for author-
ized disclosure to certain Governmental entities in certain enumer-
ated instances (sec. 6103). Unauthorized disclosure is a felony pun-
ishable by a fine not exceeding $5,000 or imprisonment of not more
than five years, or both (sec. 7213). An action for civil damages also
may be brought for unauthorized disclosure (sec. 7431).
= The Internal Revenue Service is permitted to disclose taxpayer
identity information in specified circumstances (sec. 6103(m)). Tax-
payer identity information consists of the taxpayer’s name, ad-
dress, and taxpayer identification number (generally, the social se-
curity number) (sec. 6103(b)(6)). For example, disclosure may be
made to the Secretaries of Education and Health and Human Serv-
ices of the mailing address of taxpayers who have defaulted on cer-
tain student loans (sec. 6103(m)(4) and (5)).

President’s Budget Proposal

The President’s budget proposal would allow Federal agencies
that seek to collect debts to get debtor address information from
the Internal Revenue Service.

4. Require Taxpayer Identification Numbers for Loan Appllcants,‘
Grant Recipients, and Contractors

Present Law

Persons filing tax returns and other tax documents must include
on those documents their taxpayer identification numbers (TIN)
(Code sec. 6109). In general, an individual’s social security number
is the individual’s TIN (sec. 6109(d)). For corporations, partnerships,
estates and trusts, and similar nonindividual taxpayers, the em-
ployer identification number is the TIN.

President’s Budget Proposal

The President’s budget proposal would require the collection of
taxpayer identification numbers from loan applicants, grant recipi-
ents, and contractors. The proposal states that the numbers would
be collected for “future offset purposes.’



F. Tax Simplification Provisions
‘President’s Budget Proposal =~~~

The President’s budget proposal states that the Administration
supports revenue neutral tax code simplification, including simpli-
fication of rules applying to individual taxpayers, rules relatmg to
amortization of purchased intangible assets, and rules governing
payroll tax deposits. for small- and medium sized busine:

Several generally revenue-neutral s1mpl1ﬁcat10n b111s ‘have been

-introduced in this Congress, 1nclud1ng HR. 2777, S 1394, HR.
2775, H.R. 3828 and HR 3035

iy o
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G. Other Tax Provisions
1. Repeal Luxury Excise Tax on Boats, Yachts, and Airplanes
FAUR A & 5 - Prese’!tllaw R LN L e AR B

Present law imposes a 10-percent excise tax on the portion of the
retail price of boats and ‘yachts that exceeds $100,000, and on that
portion of the retail price of airplanes that exceeds $250,000.

Boats and yachts that are used exclusively (other than a de mini-
mis amount) in a trade or business (except for entertainment or
recreation purposes, including the trade or business of providing
entertainment or recreation) are exempt from this tax. In addition,
boats and yachts that are used exelusively in the trade or business
of commercial fishing or of transporting persons or property for
compensation or hire are exempt from this tax. The tax on air-
planes provides exceptions for aircraft 80 percent of the use of
which is in a trade or business, and certain other uses.

In addition, present law imposes a 10-percent excise on the por-
tion of the retail price of the following items that exceeds the

thresholds specified: automobiles above $30,000; jewelry above
$10,000; and furs above $10,000.

President’s Budget Proposal

The President’s budget proposal would repeal the excise tax im-
posed on boats, yachts, and airplanes. The repeal would be effective
for sales on or after February 1, 1992.

Prior Action

The luxury excise taxes were enacted as part of the Omnibus
Budget Reconciliation Act of 1990. The taxes became effective for
sales on and after January 1, 1991.

2. Repeal Exemption of Diesel Fuel Used by Pleasure Motorboats

Present Law

Federal excise taxes generally are imposed on gasoline (14 cents
per gallon) and special motor fuels (14 cents per gallon) used in
highway transportation and by motorboats. A Federal excise tax
also is imposed on diesel fuel (20 cents per gallon) used in highway
traﬁlsportation. Diesel fuel used in trains is taxed at 2.5 cents per
gallon.

The revenues from these tax rates, less 2.5 cents per gallon, are
deposited in the Highway Trust Fund (“HTF”) through September
30, 1999 (except that the revenues from the taxes on motorboat and
small engine gasoline fuels deposited in the HTF are transferred to
the Aquatic Resources Trust Fund). The revenues from the remain-

(54



55

ing 2.5 cents peér gallon are retained in the General Fund through
September 30, 1995, after which the 2.5 cents-per-galion portlon of
the taxes is scheduled to expire.

A separate 0.1-cent-persgallon tax ‘applies to ‘these fuels to fi-
nance the Leaking Underground Storage Trust Fund (“LUST
Fund”), generally through December 31, 1995,

No Federal excise taxes are 1mposed on dlesel fuel
torboats

ed by mo-

Presulent s Budyet'Proposal

The Presuient’s budget proposal would impose ‘the 20-cents per-
gallon diesel fuel excise tax (and the 0.1-cent-per-gallon LUST Fund

tax) on diesel fuel used by pleasure motorboats. The revenues from

the 20.1-cents-per-gallon tax on diesel fuel used by these boats
would be retained in the GeneralyFund The proposal would be ef-
fective on July 1,1992. ) o

3. Expand Commumcatlons Exclse Tax -

Present Law B

A 3-percent excise tax is 1mposed on amounts paid for local and
toll (long-distance) telephone service and teletypewriter exchange
service. The tax is collected by the provider of the service from the
consumer (business and personal service). The tax does not apply to
amounts paid for access to communications networks, either local
or long d1stance, that cannot be used for telephonic (v01ce) uahty
communication. - st R ;

Exemptions from the telephone excise tax are prov1ded for 1nter-
national organizations, the American Red Cross, servicemen in
combat zones, nonprofit hospitals and educational organizations,
State and local governments, and certain communications services
furnished to news services for use in collection or dissemination of
news (except local telephone service to news services). Other ex-
emptions include amounts paid for installations charges, certain
calls from coin-operated telephones, and private communications
systt;ms (e.g., certam dedlcated lines leased to a single business
user . :

Presulent s ,Budget Proposal e

The Pres1dent’s budget proposal would extend the 3-percent com-
munications excise tax to amounts paid for long-distance d1g1ta1
transmission of data on private commumcatlons systems used pn-
marily for such transmissions. E g

: The President’s budget proposal also would repeal the exemptlon
for coin-operated telephone service.

Both proposals would be effectlve on July 1 1992

" The 3- -percent communications’ excise tax was scheduled to
after December 31, 1990. The Omnibus Budget Reconciliation Act
of 1990 permanently extended the tax and made modifications to
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the collection of the tax and the filing of exemption certificates by
exempt users. e . . G

4. Extend Medicare Hospital Insurance to All State and Local
.. ."Employees o i Jand
Present Law

Under present law, State and local government employees hired
before April 1, 1986, are not covered under Medicare unless a vol-
untary agreement is in effect. Although the hospital insurance pay-
roll tax does not apply to such employees, they may receive Medi-
care benefits, for example, through their spouse. Medicare coverage
(and the hospital insurance payroll tax) is mandatory for Federal
employees. R B

For wages paid in 1992 to Medicare-covered employees, the total
hospital insurance tax rate is 2.9 percent of the first $130,200 of
wages (Code secs. 3101, 3111, and 3121). One-half of this tax is im-
posed on the employee and one-half on the employer. The wage
base is indexed for inflation.

President’s Budget P('_oposal

The President’s budget proposal would extend Medicare coverage
on a mandatory basis to all employees of State and local govern-
ments not otherwise covered under present law, without regard to
their dates of hire. These employees and their employers would
become liable for the hospital insurance portion of the FICA tax,
and the employees would earn credit toward Medicare eligibility
based on their covered earnings. -

This proposal would be effective on J uly 1,1992.
' Prior Action

Prior to enactment of the Consolidated Omnibus Budget Recon-
ciliation Act of 1985 (COBRA 85), State and local government em-
ployees were covered under the Medicare system only if the State
and the Secretary of Health and Human Services entered into'a
voluntary agreement providing for coverage under the social secu-
rity and medicare programs. In COBRA 85, the Congress extended
Medicare coverage (and the corresponding hospital insurance pay-
roll tax) on a mandatory basis to State and local government em-
ployees hired after March 31, 1986, for services performed after
that date. o . .

During the 99th Congress, the Senate amendment to H.R. 5300
{the Omnibus Budget Reconciliation Act of 1986) included a provi-
sion similar to the President’s budget proposal. During the 101st
Congress, the Senate Amendment to H.R. 5835 (the Omnibus
Budget Reconciliation Act of 1990) included a provision similar to
the President’s budget proposal. In both cases, these provisions
were deleted from the legislation in conference.

This provision also was included in the President’s budget pro-
posals for fiscal years 1990, 1991, and 1992. L
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5. Conform Definition of Compensation under Railroad Retire-
ment Tax Act to That of Social Security

Present Law

Under present law, the definition of compensation used for pur-
poses of the Railroad Retirement Tax Act does not conform to the
definition of compensation applicable for social security purposes.

President’s Budget Proposal

The President’s budget proposal would conform the definition of
compensation for purposes of the Railroad Retirement Tax Act to
the defimtlon of compensatmn for somal secunty purposes.




H. Certain Fees Classified as 'Receiptﬂs'v '
1. Extend Abandoned Mine Reclamation Fees

Present Law

Owners of coal mines are assessed a fee to help pay for the recla-
mation of abandoned mines. These fees provide the amounts avail-
able for appropriation from the Abandoned Mine Reclamation
Fund. The current rates are 35 cents per ton for surface-mined
coal, 15 cents per ton for underground-mined coal and 10 cents per
ton for lignite coal. These fees are scheduled to expire after Sep-
tember 30, 1995. '

President’s Budget Proposal

The President’s budget proposal would extend these fees. The
budget documents do not specify the duration of the proposed ex-
tension. )

Prior Action

The Omnibus Budget Reconciliation Act of 1990 extended the ex-
piration date of these fees from August 1992 through September 30,
1995. The President’s fiscal year 1991 budget proposed that these
fees be extended permanently. The President’s fiscal year 1992
budget proposed that these fees be extended, but did not specify the
duration of the proposed extension.

2. Establish Federal Communications Commission (FCC) Non-Ap-
plication Processing Fees

Present Law

The Federal Communications Commission (“FCC”) currently
i:_harges fees to cover the processing costs of applicants seeking FCC
icenses.

President’s Budget Proposal

The President’s budget proposal would establish fees to cover
non-application processing operational costs of the FCC. The new
fees would generally apply to current licensees and to other enti-
ties (e.g., cable television systems) which benefit from FCC regula-
tory activities not directly associated with licensing or applications
Il)gg%essing functions. Such fees would be effective on October 1,

Prior Action

The President’s budget proposal for fiscal year 1992 contained a
substantially identical proposal.
(58



I.v Changes m Federéti‘inéorﬁé‘Tax Withhbidin’g Tﬁbies
. Present Law

" The Code requlres that employers makmg payments of ; ages' '
withhold Federal income taxes from those wage payments in ac-
cordance with tables or computational procedures prescribed by the
IRS. Each employee must file with his or her employer a Withhold-
ing Allowance Certificate (Form W-4) on which the employee
claims a specific number of withholding allowances based on family
size, employment status, itemized deductions, and other matters.
The employer then utilizes tables issued by the IRS to compute the
correct amount of Federal income tax withholding. This computa-
tion is based on the number of withholding allowances claimed, the
taxpayer’s wages, and the frequency of payroll payments. The
tables issued by the IRS are generally revised at least once a year.
Taxpayers may also request that employers ‘withhold additional
amounts from their wages. Withholding of Federal income taxes is
required (subject to an election out of withholding) for periodic pay-
ments from pensions, individual retirement accounts, and annu-
ities.

Changes in Withholding Tables Announced by the President

The President announced in the State of the Union address on
January 28, 1992, that he had directed the Secretary of the Treas-
ury to change the Federal income tax withholding tables. He stated
that he did so in order that taxpayers from whom the Government
withholds more than necessary can choose to have the Government
withhold less from their paychecks. Later that evening, the IRS re-
leased revisions to the income tax withholding computation tables
utilized by employers.

These changes will have the following effects. For many married
taxpayers, the change in withholding tables will (when fully in
effect) reduce the annual amount of income tax withholding by
$345, which is equal to the value of an additional withholding al-
lowance for a 15-percent bracket taxpayer ($2,300 x .15). For a mar-
ried couple with two working spouses, the adjustment could total
up to $690 per year. The benefit of the extra withholding amount
will be phased out for taxpayers whose annual wages (net of with-
holding allowances claimed) are between 3$78,700 and $90,200.
There is no change in withholding for taxpayers with annual wages
above the phase-out range.

For most single taxpayers, the change in withholding tables will
(when fully in effect) reduce the annual amount of income tax
withholding by $172.50, which is equal to one-half of the value of
an additional withholding allowance for a 15-percent bracket tax-
payer (5 x $2,300 x .15). The benefit of the extra withholding
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amount will be phased out for taxpayers whose annual wages (net
of withholding allowances claimed) are between $47,450 and
$53,200. There is no change in withholding for taxpayers with
annual wages above the phase-out range.

In either case above, if the worker has two jobs, then wage with-
holding may be reduced by as much as twice the amounts men-
tioned.

The changes in the withholding tables generally apply to
amounts paid on or after March 1, 1992, but employers may choose
to implement the new tables so as to be effective for any date not
before January 1, 1992, - ‘ T o

The IRS stated that taxpayers who do not wish to have their
withholding changed may file a new W-4 in order to negate the
changes (by requesting additional withholding of $345 (in the case
of taxpayers withheld at the married rate) or $172.50 (in the case of
othe;* taxpayers) divided by the total number of pay periods in the
year).

The IRS stated that it will waive the normal penalty for under-
payment of estimated taxes in 1992 to the extent that withholding
is reduced below what would have been withheld if the original
1992 withholding tables had remained in force. :



1L Estimatéid‘;Budg‘etEffe'cts of Revenue Provisions in the President’s Fiscal Year 1993 Budget, Fiscal Years '

-1992-1997
{Billions of dollars]
* Provision 1992 1993 1994 1995 1996 = 1997 ' 1992-97-
A. Income Tax Provisions
1. Capital gains tax rate reduction for individual ! ......... 0.8 37 -84 -57 -56 -52 -154
2. Increase personal exemption for certain dependent ‘ ‘ ' o
T CRILATEIL. ..o cerieieresrrirersaessaserssestsasacssnsesasasssrssrasesasressiesssssasagerns -84 -50 —-50 -—-51 -—-53 -238
3. Establish flexible individual retirement accounts ‘ ~ ' F
(FTRAS) ....coovrresnsiesraseasserssnsssasssesmssssressnsssenrsssesssenssasssssessasssssasss 2.0, 0.8 05 -—-08 -19 0.6
4, Waive penalty for withdrawals from IRAs for first- . ‘3 -
* time homebuyers, medical, and educational expenses —03 -07 -07 -06 -05 -03 30
5. Permit deduction of student loan interest.........coeurennnee -01 -03 —-04 -04 -04 -04 20
6. Provide tax credit to first-time homebuyers.................. -03 =27 =25 —0 5 —01 @) —6.1
7. Allow deduction for loss on sale of principal resi- , ' j_ 5
- ABIICR e cuiiverrigarsasersressassonsenersussasessasesesssnsastes oveensaens ® -04 -—-04 —-04 -—-04 -04 -21
8. Health care reform provisions. . GO ® ® ®) e (3),1 ‘
9. Promote retirement saving and sunphfy taxatlon of ' ) : ‘
pension distributions 1 .........c.cccoconnmvecriniesennsecneseenenns 0.2 ® -01 -01 -01 -01 —0.1
10. Expand public transit exclusion to $60 per month %... ® @) ®» -01 -01 -—-01 -—0. 2
11 Modify taxation of annuities Wlthout life contingen-
CLES 5 oeverreieeesresssersssessssassesssinnsesssessaesasssssasssnssnssnsassessass ® 0.1 0.2 0.3 0.5 0.8 1.9.
12. Double and restore adoption deduction .................. S (2) ® (® (®) ®) (®)
B. Business-Related Income Tax Provisions :
1. Additional first-year depreciation deduction for cer- : ,
—-16 3.6 1.0 0.8 06 —17T

tain property..... it ses o ea s eRsan R R aR RSy e Rs —6.1

19

e



I1. Estimated Budget Effects of Revenue Provisions in the President’s Fiscal Year 1993 Budget, Fiscal Years
. 1992-1997—Contmued

[Billions of dollars]
Provision 1992 1993 1994 1995 1996 1997  1992-97

2. Modify corporate alternative minimum tax (AMT)

depreciation........ eresenresessentsaasasaset sttt stet sttt r b reRs e eeSs -02 —-03 -03 —-03 -02 -01 -—-14
3. Modify passive loss rule for active real estate devel- f

OPETS ceveereerracccsmereesmrrecssssssessssssssassssesssnsars eeereesrensasstsnsrenses -01 -04 —-04 —-04 -5 —-b 24
4. Modify UBIT rules for certain tax-exempt inves- ;

BOTS T ovvrerervererrrrssssesssssesnesnsnsnsesisseesassssessnersnssssesesesssssasnsssssses @ ® ® ® ® ® -02
5. Establish enterprise zones..........cococevvvvrnirencenscrnssinnns ®) ® ® ® ® ® ®
6. Conform book and tax accounting for securities : '

INVENLEOTIES ......cevvercerenreeninrentnseciosisssiessssssssssssssnssssassrosnsns 0.1 0.4 0.5 0.5 0.5 0.5 2.5
7. Prohibit double dipping by thrifts recelvmg Federal

financial assistance.......cocoeeevecererereneaeereenerseeiesssersncsnene 0.2 0.2 0.1 0.1 0.1 -0.1 0.5
8. Equalize tax treatment of large credit unions and ‘ '

BRTALES 1.vvrererrerrenenresennsssasesencsssnoneasassesesesssnsasinmsesesssssinens 0.1 0.3 04 0.4 0.4 04 20
9. Disallow interest deductions on corporate-owned

life insurance (COLI) 10ans........civeiiveisnsneneionnnnns 0.1 0.3 04 0.6 0.7 0.8 2.8

C Charttable Contribution Provisions
1. Allocation and apportionment of charitable contri-

bUtion dedUCHION. ......cccoverivecererereceeresenneiensssnsssnssssrsassasasarsrsneresesasss —-01 -—-02 -02 —02 —02 -0.9
2. Charitable appreciated property (AMT) .......c.ccccerevveennne *® ®» -01 -01 -—-01 -01 —-0.3
3. Charitable information reporting by nonprofits .......... ®) 0.1 0.1 0.1 0.1 0.1 04

D. Expiring Tax Provisions o , ; _
1. Extend R&D allocation rules..........coceererreereereecvesnionenes w01 =06 —0.2 .rireerreerererererererenees. . —0.9

=2
3]



.2 Extend R&D tax credlt ..... —0.2 —-08 -—-14 -16 -18 -21 18
3. Extend low-income housing; tax credit (through Dec..
81, 1998) couerrierrereressisssssssssssssissssseersssssessssamssessnnnmnneens (2) =01 02 -03 —-03 -04 12
4. Extend targeted _)obs ‘tax credit (through Dec. 31, o ' ' e
T3] e rererniere e snissas et ens e s ar i arsa i s s aanss o (®. =01 —-02. -01 @ & -05
5. Extend busmess energy tax credlts (through Dec. , '
T 81, 1993) .viiriaderessesneinisessasdsesisaissitsssrsssrnssasaenens @@L B (®) ® - —0.1
6. Extend orphan drug tax credlt ........ ererensrensriaenessnnsons ——, - ® 7 ® @ & - & O
7. Extend health insurance deductlon for self-em-
L PLOYE corerrrenisisirnsessnsssssasesssiessissssssssssisessssssssssssssssmssssnrressss - =01 =02 =08 i, —0.6
.8, Extend first-tlme farmer bonds (through Dec. 31,
1998 ke seesrstsssssisisssasrsnsesararssssssseere s arssasassssne @ ® ® @ ® (® ®
-9, Extend mortgage revenue bonds (throligh Dec. 31, - : : - ,
T T1998) v rensesensssesesserinsairsas s saassrsssrsssssssssasessssnsisssaeasess ® -01 -01 -01 —-01 -01 —05
-10; Allow access to tax information by DVA.......cvrnecciniicnnn. SO USROS SO RO SRS
E. Compliance Provisions Yo f 2 ' I o
: 1. Extend 45-day. processing rule to all returns ® .......... © 02 0.2 0.2 0.3 0.3 1.2
2. Mandate use of income tax refund offsets for delin-
QUENE AEDL ... cocirrruriicserieinenecsesississssssiersrsrersessassersssssssssissssasmsssssssassstarenssssanasassnmsasessssasasusisnisiss Cresvorsirsresans eressveeraasenee
3. Allow Federal agencies to get debtor address infor- Lo . x ?
mation from IRS for debt collection ..........ccccoinneiomnnenecrccnencee SOOI OO R PSS
4. Require taxpayer ID numbers for loan apphcatlons, : : : o v
' grant recipients, and contractors ...................

F. " Tax § Stmphfwatwn Provisions

G. Other Tax Provisions A,
1. Repeal luxury excise tax on airlines and boats 10
2. Repeal diesel fuel exemption for boats 19...

G I O T O TN C SN ) N O B 1
e e @ e 02



IL. Estimated Budget Effects of Revenue Provisions in the President’s Fiscal Year 1993 Budget, Fiscal Years
1992-1997—Continued

[Billions of dollars] .
Provision 1992 1993 1994 1995 1996 1997  1992-97
3. Expand telephone tax (digital); coin-operated tele-
phones ............ ittt e st et et as s s st ese s b aasarens ®) 3 * ®) ®) 3) (3)
4. Extend Medicare (HI) coverage to State and local
employees ' M. ...t 0. 1.7 1.7 1.7 1.6 1.6 8.7

G  ® ©®  ® (¢ 0.1

5. Railroad Retirement Compensation 1% 1!

H. Certain Fees Classified as Receipts e ‘
1. Extend abandoned mine reclamation fees 11......... N/A  N/A N/A N/A N/A N/A

2. Establish FCC non-application processing fee 11 N/A N/A N/A N/A N/A N/A
L Withholding Table Changes 3 e evrerneessssrsenssssassaesasetasiase e st s e sieenaseasersssssessasibrans

Grand Totals ............ocoevvevveverevevnnn, A evevereeneranen e =BT =29 =77 —105 —11.3 —121 —50.2

! Assumed effective February 1, 1992.

2 Loss. of $50 million or less.

3 Details of the proposals are not available.

* Excludes revenue loss from Social Security Trust Fund of $0.1 billion over the period.

® Estimate assumes the adoption of appropriate anti-abuse rules.

8 Gain of $50 million or less. :

"This esimate is based on the following assumptions: (1) capital gains are taxed as ordinary income; (2) “commercially reasonable”
implies the market interest rate; (3) in the case of partnerships, the “fractions rule” remains in effect; and (4) the seller and the buyer are
not related parties.

& Uncertainty about the size, location, and economic characteristics of enterprise zones to be designated makes this proposal difficult to
estimate at this time. .

® These estimates of negative outlays include amended income tax returns and current-year excise, gift, estate, and employment returns.

10 Net of income tax offsets. '

11 Estimate for this provision provided by the Congressional Budget Office.

N/A: Not available. : : . :
Norrs.—Proposals have heen estimated without accounting for possible interaction. Details may not add to totals due to rounding.
Source: Joint Committee on Taxation (February 3, 1992).
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