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INTRODUCTION

This document,’t 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
fisca% year 1993, submitted to the Congress on January 29,
1992, :

The first part of the document is a summary of the
revenue proposals 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
document are organized as follows: (A) Individual income tax
provisions; (B) Business-related income tax provisions; (C)
Charitable contribution provzszons, (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 document ;
presents the Joint Committee on Taxation staff's estimates of
the budget effects of the President's revenue proposals for
fiscal years 1992-1997.

1 This document may be cited as follows: Joint Commzttee'onn
Taxation, Summary of Revenue Provisions in the President's
Budget Proposal §or Fiscal Year 1993 (JCX-1- 92), FeSruary 3,
1992,

2 rThis document includes those fee proposals in the
President's budget proposal that are classified as budget
receipts by the Administration's budget documents. See
Department of the Treasury, General Explanations of the
President's Budget Proposals Affectxng Receipts, Januar
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 document 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 Goveznment, Fxscai Year 1991;
Budget of the United. States Government, Fxscal Year 1992'_”“.h

(v)



I. SUMMARY OF PRESIDENT'S REVENUE PROPOSALS
A. Individual Income Tax Provisions
1. Capital Gains Tax Rate Reduction for Individuals

Present Law

Under present law, the net capital gain of an individual
is taxed at the same rates applicable to ordinary income,
subject to a maximum 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 indefinitely.

President's Budget Proposal

The President's budget proposals would allow individuals
an exclusion 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 exclusion; and assets held
more than one year but not more than two years would qualify
for a l5-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 23.8
percent for assets held more than one year but not more than

two years.

Qualified capital assets generally would be capital
assets as defined under present law, except that collectibles
would be excluded. 1In addition, gain on the disposition of
depreciable real property would be taxed as ordinary income
to the extent of all previous depreciation 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 investment assets.

According to the budget document, the provision would be
effective February 1, 1992. The Treasury Department's
General Explanations of the President's Budget Proposals
AEEectinq Receipts, however, 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.
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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.

Prior Action

. The Tax Reform Act of 1986 repealed the prlor‘law
exclusion of 60 percent of the net long-term capital gaxns,
effective January 1, 1987.

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 propocsal for fiscal year 1990
would have reduced the capital gains rate for individuals on
certain assets generally 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 conference.
The identical provisions also passed the House in 1989 as a
separate bill (H.R. 3628).

The Omnibus Budget Reconciliation Act of 1990 (H.R.
5835) as passed by the House of Representatives would have
provided a SO0-percent exclusion of individual capital gains
on nontraded property, 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 conference.
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2. Increase in Personal Exemption for Certain Dependent
Children '

Present Law

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 perscnal 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 personal 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 taxable years beginning after December 31,
1990, and before January 1, 1996.

President's Budget Proposal

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

3. Plexible Individual Retirement Accounts (FIRAS)

Present Law

Under present law, contributions to savings by an
individual generally 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 retirement arrangements
(IRAs) and certain other types of tax-favored 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 established for the benefit of the spouse, if the
spouse has no compensation or elects to be treated as having
no compensation. The $2,000 deduction limit is phased out
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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 individual 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.

If a single taxpayer or either spouse (in the case of a
married taxpayer) is an active participant in an
employer-sponsored retirement 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 AGI. For married taxpayers, the maximum deduction
is phased out between $40,000 and $50,000 of AGI. In the case
of a married taxpayer filing a separate return, the deduction
is phased out between $0 and $10,000 of AGI.

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 l0-percent additional income tax generally is
imposed on the taxable portion of withdrawals made prior to
attainment of age 59-1/2, death, or disability unless the
distribution is in the form of substantially equal pericdic
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 beneficiary.

President's Budget Proposal

Under the President's budget proposal, certain
individuals could make nondeductible contributions to a
flexible individual retirement account (FIRA). If these
contributions remain in the account for 7 years or more,
amounts withdrawn (including both the contributions and
earnings thereon) would be excluded from gross income.

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
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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 permitted 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),

Special rules would apply with respect to withdrawals of
earnings allocable to contributions not held in the account
for 7 years. If the amount withdrawn constitutes earnings
allocable to contributions held less than 3 years, the
earnings would be includible in gross income and be subject
to an additional l0-percent tax. If the amount withdrawn
constitutes earnings allocable to amounts held at least 3
years but less than 7 years, the earnings would be includible
in gross income, but the additional l0-percent tax would not

apply.

In addition to the annual limits for new contributions,
individuals 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
l0-percent tax on early withdrawals would not apply.

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

Prior Action

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 provide special rules permitting amounts in
existing IRAs to be transferred to a family savings account.

4. Penalty-Pree IRA Withdrawals for Medical and Educational
Expenses, and for Pirst-Time Homebuyers

Present Law

Under present law, withdrawals from an individual
retirement arrangement (IRA) (other than withdrawals of
nondeductible contributions) are includible in gross income.
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In addition, amounts withdrawn prior to age 59 1/2, death, or
disability are subject to an additional 10-percent inccme
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 expectancies)
of the IRA owner and his or her beneficiary. The l0-percent
additional tax also applies to early withdrawals from
tax-qualified retirement plans.

There is an exception to the additional l0-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
to IRAs.

President's Budget Proposal

The President's budget proposal would provide an
exception from the l0-percent additional income tax on early
withdrawals for distributions from an IRA that do not exceed
the amount of qualifying 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
exception to the l0-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 l0-=percent
additional tax. This provision 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 purchasing or
constructing a principal residence that cost no more than 110
percent of the averagi home price in the area where the
residence is located.

The proposals would be effective for withdrawals on or
after February 1, 1992.

1 The 110 percent average area purchase price limitation is
stated in the Budget at p. 1-178. This limitation is not
reflected in the General Explanations of the President's
Budget Proposals Affecting Receipts, January 1992, prepared
by the Treasury Department.
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Prior Action

The President's budget propcsals for fiscal years 1991
and 1992 contained proposals to provide an exception to the
10-percent additional income tax for withdrawals of up to
$10,000 from an IRA for the purchase of a first home.

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 l0-percent additional
tax. This provision was removed from the bill by Senate floor
amendment.

S. Permit Deduction of Interest on Student Loans

Present Law

The Tax Reform Act of 1986 repealed the deduction for
perscnal interest. Student loan interest is generally
treated as perscnal interest and thus is not allowable as an
itemized deduction from income.

~ 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 qualified residence. The interest on a
home equity loan is deductible only to the extent that the
aggregate amount of home equity indebtedness 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
deduction if the above requirements are met.

President's Budggg Proposal

The President's budget proposal would allow an itemized
deduction for interest paid on or after July 1, 1992, on
qualifying educational 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 interest on existing
loans as well as on loans incurred after the date of
enactment.

To be a qualifying educational loan, a loan would have
to be made pursuant to a Federal or State guarantee oOr
insurance program, by a tax-exempt nonprofit organization, by
a financial institution under a program requiring payment to
an educational institution, or by an accredited educational
or vocational institution. The loan would have to be a
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conventional student loan with conventional 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 reasconable living expenses (if the
student lived away from home while attending the educational
institution). The student 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 employment. The
expenses would have to be paid or incurred reasonably
contemporaneously with the time the loan proceeds are
received. Tuition or related expenses would not be eligible
if a third party reimbursed the taxpayer or the taxpayer's
spouse or child for the expenses.

The proposal would coordinate the deduction for
qualified educational interest with the deduction for home
equity indebtedness interest. 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 educational
indebtedness for that period.

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 educatiocnal
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 locan as home
equity indebtedness in 1993 ($100,000 limit less $10,000
qualified educational 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 restrictions as under
present law.

Lenders receiving interest on qualified educational
indebtedness would be required to file annual information
returns with the IRS.

6. Tax Credit for First-Time Homebuyers

Present Law

Thefé is no tax credit for the purchase of a principal
residence under present law.
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President'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 intg before
December 31, 1992, and closed by June 30, 1993.¢ One-half of
the credit would be allowed on 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.

The credit would be available to all first-time
homebuyers, regardless 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 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.

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 purchased during the period
when the credit was available.

7. Deduction for Loss on Sale of Principal Residence

Present Law

Capital gains and losses

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.

2 Treasury Department press release, January’3l, 1992.
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Under present law, a loss on the sale of a principal
residence cannot offset capital gain and is not deductibple
against ordinary income.

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 residence is purchased and used by the
taxpayer as his or her principal residence within a specified
period of time (sec. 1034). " The basis of the new residence
is reduced by the amount of any gain not recognized on the
sale of the old residence by reason of section 1034.

Casualty losses

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 individual'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 casualty 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 nondeductible
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. 1In addition,
homeowners who sustained a loss on the sale of a principal
residence on or after January 1, 1991, would be permitted to
add the entire loss to the basis of a new principal reszdence
purchased within the rollover period.

8. Health Care Reform Provisions

Present Law

Present law contains a number of provisions that provide
favorable tax treatment for health care expenses. Employer
contributions to a plan providing health coverage are
excludable from income of an employee for income and
employment tax purposes. Self-employed individuals and more
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than 2-percent shareholders of S corpocrations may deduct
25-percent of health iniurance expenses for themselves, their
spouse, and dependents. The 25-percent deduction is
scheduled to expire after June 30, 1992. An itemized
deduction is allowed for unreimbursed medical expenses paid
during the taxable year for medical care of the taxpayer and
the taxpayer's spouse and dependents to the extent that such
expenses exceed 7.5 percent of adjusted gross income.

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 maximum health
insurance credit is $428.

President's Budget Proposal

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 principles should be applied in health care
reform: build on the strength of the American health system;
assure access to basic health insurance coverage and increase
the affordability of such coverage; strengthen incentives for
cost control and consumer choice; emphasize prevention:
reduce abuse and wasteful excess; and meet the requirements
of fiscal responsibility and budget discipline. The approach
should not: lead to comprehensive governmental price controls
and rationing by government; create new spending mandates for
States and employers; require a net increase in taxes; or
threaten older Americans with the prospect of either benefit
cuts or premium increases. The budget document states that
these tests cannot be met by either "Canadian-style" or
"play-or-pay" approaches.

In his State of the Union address, President Bush stated
that his health care plan includes a health insurance tax
credit of up to $3,750 for each low-income family.

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



-12-

9. Treatment of Retirement Saving and Taxation of Pension
Distributions

a. Small business model retirement plan

Present Law

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 attained 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
governmental 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 arrangements and, thus,
are subject to the $8,728 cap on elective deferrals.

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.

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 nonhighly compensated employees.

President's Budget Proposal

The President's budget propcsal 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-.aw rules for salary reduction
SEPs.

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 requirements under a SEP. In
addition, the employer would be required to make matching
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contributions equal to the first 3 percent of compensation
that an employee elects to contribute plus S50 percent of the
employee's elective contributions between 3 percent and 5
percent of compensation.

Employees could elect to contribute up to $3,000 to
their accounts, subject to the overall limitations on
contributions and benefits under qualified retirement plans.

b. Cash or deferred arrangements and matching plans

Present Law

Under a qualified cash or deferred arrangement, an
employee 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.

Under a special nondiscrimination test applicable to
qualified cash or deferred arrangements, the actual deferral
percentage (ADP) for eligible nonhighly 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 eligible nonhighly compensated
employees or such ADP plus 2 percentage 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 employee's compensation. A similar special
nondiscrimination test also applies to employer matching
contributions and after-tax employee contributions.

President's Budget Proposal

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

First, the determination of =he amount that a highly
compensated employee could defer under a qualified cash or
deferred arrangement 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 between zero and 3 percent) or (2)




