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of the Sea Convention (the Convention) by a vote of 130 in favor to
4 against, with 17 abstentions. If and when the Convention enters
into force, it would establish a regime for the regulation of mineral
extraction from the deep seabed, and would impose revenue obliga-
tions on its adherents. Such obligations would be fundable by the
Deep Seabed Revenue Sharing Trust Fund if the United States
were to become obligated by the Convention.

The Convention does not enter into force unless ratified or acced-
ed to by 60 countries. The Convention has been ratified by 42 coun-
tries as of December 31, 1989. The 159 countries that signed the
Convention comprise most of the world’s developed and developing
countries, including Australia, Belgium, Canada, China, Czechoslo-
vakia, France, Hungary, Italy, Japan, the Netherlands, Poland, and
the Soviet Union, and by the European Community (formerly the
European Economic Community). However, on July 9, 1982, Presi-
dent Reagan announced that his Administration would not sign the
Convention on behalf of the United States, and the Convention has
not been submitted to the Senate for its advice and consent. Along
with the United States, the Federal Republic of Germany, Israel,
Turkey, the United Kingdom and Venezuela did not sign the Con-
vention and have not acceded to it as of December 31, 1989.

The United States has entered into certain international execu-
tive agreements (one multilateral agreement in 1984 and a series of
bilateral agreements in 1987) pertaining to certain subjects other-
wise addressed in the Law of the Sea Convention. Such agree-
ments, which are not treaties and have no connection to the U.N.
Conference on the Law of the Sea, impose no revenue obligations
on the United States related to the deep seabed.

The technology necessary for commercial recovery of minerals
from the deep seabed has not yet been developed.

Legislative Background

The deep seabed tax and trust fund provisions of the Tax Act
have not been substantively amended since enactment. The Re-
sources Act has been reauthorized through fiscal year 1994 without
substantive amendment.

Section 403 of the Deep Seabed Resources Act established the
Deep Seabed Revenue Sharing Trust Fund in the Treasury, as
noted above. This fund was intended to be the depository for an
amount of money equal to the total collections under the Tax Act.
As noted above, there have been no collections under the Tax Act,
and there will be no collections unless deep seabed permits are
issued and certain minerals are extracted under those permits.
Any amounts deposited in the fund would be invested in interest-
bearing obligations of the United States. Any expenditures from
the fund during its existence would be for the purpose of discharg-
ing the obligations of the United States under a U.N. international

deep seabed treaty to which the United States might become a |

party. If, by the time the Tax Act terminates (June 28, 1990), the
United States has not become a party to such a treaty but revenues
have been collected under the Tax Act, the fund would be available
for such purposes as Congress may provide.
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C. Other Expiring Provisions

1. Limitations on grant administrative expenses qualifying for
payout requirements of private foundations (sec. 4942(g)(4) of
the Code)

Present Law

In general

Code section 4942 in effect requires private nonoperating (grant-
making) foundations 2 to make qualifying distributions, by the end
of the following year, at least equal to five percent of the fair
market value of its net investment assets for the year, reduced by
certain carryovers and taxes paid by the foundation. Qualifying dis-
tributions include direct expenditures to accomplish charitable pur-
poses and grants to public charities or private operating founda-
tions.13 In general, reasonable and necessary administrative ex-
penses incurred for such charitable purposes count, without limita-
tion, as qualifying distributions (sec. 4942(g)(1); Treas. Reg. sec.
53.4942(a)-3(a)2)(1)).

Special limitation on grant administrative expenses

General rules

Under special rules enacted in the Deficit Reduction Act of 1984,
the amount of grant administrative expenses paid during a taxable
year which may be taken into account as qualifying distributions
may not exceed the excess, if any, of (1) 0.65 percent of the aggre-
gate amount of the net assets of the foundation for the year and for
the immediately preceding two taxable years, over (2) the aggre-
gate amount of grant administrative expenses paid during the two
preceding taxable years which were taken into account as qualify-
ing distributions (sec. 4942(g)(4)).

Definitions

The term ‘“grant administrative expenses”’ means any adminis-
trative expenses (e.g., compensation to officers and employees, em-
ployee expense reimbursements, and legal or accounting fees) that
are allocable to the making by the foundation of any contribution,
gift, or grant (whether to organizations or individuals) that is a
qualifying distribution.'* If a payment by a foundation is a contri-
bution, gift, or grant that is a qualifying distribution, then all ad-
ministrative expenses (whether direct or indirect expenses) alloca-
ble to the payment are grant administrative expenses.!?

12 The minimum distribution rules under section 4942 do not apply to private operating foun-
dations. However, to qualify for operating status, a private foundation must meet certain payout
requirements.

13 If certain requirements are met, a foundation also may count amounts “set aside” to be
paid within five years for a specific project as qualifying distributions in the year set aside
(rather than in the year such amounts are actually expended).

14 For purposes of this provision, a set-aside (sec. 4942(g)2)) which is made for purposes of
making a contribution, gift, or grant constitutes a contribution, gift, or grant in the taxable year
in which treated as a qualifying distribution, and all administrative expenses allocable to such a
set-aside are grant administrative expenses.

15 An expense, such as wages paid to the foundation’s president or to payroll or bookkeeping
employees, that may be allocable both to the making of a qualifying distribution grant and also
to other activities (e.g., direct operating activities or investment activities) must be allocated
among such activities of the foundation pursuant to a reasonable and consistent method.
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Termination date of special limitation on grant administration ex-
penses

The limitation on the extent to which grant administrative ex-
penses may be counted as qualifying distributions does not apply to
taxable years beginning after December 31, 1990 (sec. 4942(g)(4)(F)).

Legislatibe Background and IRS Study of Foundation Grant
Administrative Expenses

The special rules relating to grant administrative expenses of
private foundations were enacted in the Deficit Reduction Act of
1984 (the “1984 Act”).

The 1984 Act also required the Treasury Department to submit a
study to the tax-writing committees concerning grant administra-
tive expenses incurred by nonoperating and operating foundations.
On February 2, 1990, the Commissioner of Internal Revenue for-
warded the results of the study to the Congress, and indicated that
the IRS (and the Treasury Department) concluded that the limita-
tion (section 4942(g)(4)) should be allowed to terminate on Decem-
ber 31, 1990, as scheduled.!¢

The major findings of the IRS study were as follows: 17

o “The limit on grant-making administrative expenses in
section 4942(g)(4) of the Code was not an effective method
of discouraging foundations from incurring excessive
amounts of these administrative expenses. Small founda-
tions were the most likely to incur excessive amounts, but
these foundations also tended to make excess qualifying
distributions, thus posing little, if any, potential for tax li-
ability under section 4942. In no instance was a tax in-
curred as a result of a foundation exceeding the grant-
making administrative expenses limit.”

o “The grant-making administrative expenses limit, for-
mulated as a percentage of net noncharitable assets, had
no discernible impact on abusive situations, such as the
payment of excessive compensation. Abusive situation
were controlled by the existing excise tax provision under
Chapter 42; the grant-making administrative expenses
limit did not provide any additional deterrent.”

o “Computations regarding the grant-making adminis-
trative expenses limit were complex and burdensome to
private foundations. Consequently, the error rate of pri-
vate foundations’ reporting in this area was high. The pri-
vate foundations’ miscalculations, in turn, caused adminis-
trative difficulties for the IRS.”

o “Private foundations were in substantial compliance
with the provision of the tax laws that apply to them.” ;

\
16 Letter of February 2, 1990, from Fred T. Goldberg, Jr., Commissioner of Internal Revenue, | I
to Ronald A. Pearlman, Chief of Staff, Joint Committee on Taxatxon !
17 Jbid. See Internal Revenue Service, Private Foundations: Grant-making Administrative Ex-|
pense Study, January 1990. "

|
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2. IRS user fees (sec. 10511 of the Omnibus Budget Reconciliation
Act of 1987)

Present Law

The Internal Revenue Service (IRS) provides written responses to
questions of individuals, corporations, and organizations relating to
their tax status or the effects of particular transactions for tax pur-
poses. The IRS responds to these inquiries through the issuance of
letter rulings, determination letters, and opinion letters. The IRS
charges a fee for most requests for a letter ruling, determination
letter, opinion letter, or other similar ruling or determination. The
fee charged may vary depending on the type of request, although
the legislation specifies minimum average fees for each type of re-
quest. The legislation that requires the establishment of this fee
program provides that it is not to apply to requests made after Sep-
tember 30, 1990.

Legislative Background

The Omnibus Budget Reconciliation Act of 1987 required the IRS
to establish a program that requires the payment of a fee for most
requests for a letter ruling, determination letter, opinion letter, or
other similar ruling or determination (with the sunset date of Sep-
tember 30, 1990).

Administration Budget Proposal

Under the President’s fiscal year 1991 budget proposal, the IRS
program that requires the payment of a fee for most requests for a
letter ruling, determination letter, opinion letter, or other similar
ruling or determination would be permanently extended.

3. Federal unemployment tax (FUTA) 0.2-percent surtax (sec. 3301
of the Code)

Present law

The Federal Unemployment Tax Act (FUTA) imposes a gross em-
ployer tax of 6.2 percent on the first $7,000 paid annually to each
employee. Employers in States meeting certain requirements and
with no overdue Federal loans are eligible for a full 5.4 percentage
point credit, making the basic net FUTA tax rate 0.8 percent. This
0.8-percent tax rate has a permanent component of 0.6 percent and
a temporary component of 0.2 percent. The 0.2-percent surtax is
scheduled to expire for wages paid after 1990.

Legislative Background

The 0.2-percent surtax was originally enacted in the Unemploy-
ment Compensation Amendments of 1976. The surtax was sched-
uled to expire at the end of the year in which the Unemployment
Trust Fund paid off an $o.7 billion debt incurred in the 1970s.
Since this debt was repaid in May 1987, the 0.2-percent surtax was
scheduled to expire at the end of 1987.

In the Omnibus Budget Reconciliation Act of 1987, the 0.2-per-
cent surtax was extended for three years, through 1990.



APPENDIX:
ESTIMATED REVENUE EFFECTS OF EXTENDING EXPIRING PROVISIONS PERMANENTI.Y
Table 1. Expiring Income Tax Provisions

(Provisions with Negative Revenue Effects)
Fiscal Years 1991-1995

[Millions of Dollars]
Provision E"%‘;‘{‘;“’“ 1991 1992 1993 1994 1995 1996
Expiring Income Tax Provisions

1. Employer-provided educational

ASSISLANCE....ecveeeerierirrecieeere e 9/30/90 — 2 —331 —345 —358 — i —1,661
2. Employer-provided group legal

servicesii. W W L B L EN L 9/30/90 —80 —108 —113 —120 —125 —546
3. Deduction for health insurance

for self-employed individuals.......... 112/31/90 —374 —473 —544 —626 —720 — 2731
4. Mortgage revenue bonds and

mortgage credit certificates ............ 9/30/90 —10 —50 —140 —240 —330 770
5. Qualified small-issue manufac-

turing bonds......ccccoeveeeeveereciecineennnne. 9/30/90 —10 —50 —120 —190 —260 —630
6. Foreign allocation and appor-

tionment of research expendi-

turesy TRAR. O S WR B 08T 28/1/90 —503 —708 —772 —8317 =903 — 8311
7. Research and experimentation

credit, S . R R e e 112/31/90 —-922 -—-1,175 —1,299 —1,443 —1,575 —6,414

8. Low-income housing tax credit..... 112/31/90 — 1173 —454 — 827 =1 299 — 1613 —4,296
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9. Targeted jobs tax credit................. 9/30/90 —81 —154 —211 —242 —266 —954
10. Business energy credits (solar,
geothermal, and ocean thermal

[T RO ST BT ot T s L e e 9/30/90 —55 —54 —41 —42 —45 — 237
11. “Placed-in-service date” for
nonconventional fuels production

CrEdit .ooveveerieieiiereieet e 12/31/90 —6 —14 —20 —26 —33 =99

12. Orphan drug tax credit.................. 12/31/90 —4 -7 -1 -7 -1 —32
Totals, Expiring Income Tax

Provisions .........ccccceevvecviveenennnnnne. —2,473 —3,578 —4,439 —5360 —6,249 —22,099

1 The Omnibus Budget Reconcilliation Act of 1989 extended these provisions for a 9-month prorated portion of the year.

2 The Omnibus Budget Reconcilliation Act of 1989 extended this provision on a prorated basis for 9 months after start of a firm’s first
tax year beginning after August 1, 1989. .. e ¥

3 Estimate reflects a phased-in increase in the base limitation to 75% taxable years beginning in 1995 or later (as provided for in the
permanent extension of the credit approved by both the House of Representatives (in H.R. 3299) and the Senate Finance Committee (included
in S. 1750 as reported by the Senate Budget Committee).

Notes: All estimates assume full restoration of tax benefits for 1990, and permanent extension thereafter. Estimates assume legislation
enactment date of October 1, 1990

€e



Table 2. Expiring Excise Tax Provisions and Other Expiring Provisions

(Provisions With Positive or No Revenue Effects)

Fiscal Years 1991-1995

[Millions of Dollars]
Provision bguitaL 1991 1992 1993 1994 1995 1991-95
Excise Tax Provisions
1. Airport and Airway Trust Fund
excise taxes—air passenger, air
cargo, international departure,
and general aviation fuels
D OS2 e e tesansaanesnasensnasataeses e N L e T e et e s o oo o o
2. Telephone excise tax ! ..........c.coceeuens 12/31/90 1,520 2,510 2,748 2,936 M35 12,909
3. Excise tax on deep seabed hard
minerals 3......ccccovvevveieeveiireereinnnns G B () e
Subtotals, Expiring Excise Tax
ProviSions ......ccoccooeeviiieeieicetccececece e 1,520 2,570 2,748 2,936 3,135 12,909




Other Expiring Provisions
1. Limitations on grant administra-
tive expenses of private founda-

(HIBTIYS commmcmnsmm oS OO 12/31/90 (%) =) (%) (&) () *)
2. IRS user fees........ccc.ec. 9/30/90 60 60 60 60 60 300
3. FUTA 0.2% surtax ! 12/31/90 774 1,087 1,117 1,146 1,178 5,302

Subtotals, Other Expiring Provi-

STONS iiovireveensiains NN, . ToO, 834 1,147 1,177 1,206 238 5,602

TOLALS ...cvveiierieectere ettt ettt st ss s 2,354 3,717 3,925 4,142 4,373 18,511

! Estimate for this provision was supplied by the Congressional Budget Office (CBO).

2 Airport and Airway Trust Fund (AATF) taxes are scheduled to expire after 12/31/90 under present law; in addition, some components
of these taxes are subject to reduction if spending from the AATF does not reach certain designated levels (the “trigger”). In conformity with
the definition of the reserve base contained in the Balanced Budget and Emergency Deficit Control Reaffirmation Act of 1987, the CBO
baseline assumes extension of the current AATF taxes with the trigger in effect. Therefore, as shown in the table, extension of AATF taxes
with the trigger on has no budget effect. However, failure to extend these taxes at their current levels would reduce estimated baseline
receipts by the following amounts (millions of dollars): $1,042 for FY 1991; $1,829 for FY 1992; $1,953 for FY 1993; $2,117 for FY 1994; and
$2,309 for FY 1995. Alternatively, extension of the current AAFT taxes with the trigger removed would increase estimated budget receipts by
tlgggollowing amounts (millions of dollars): $887 for FY 1991; $1,558 for FY 1992; $1,668 for FY 1993; $1,813 for FY 1994; and $1,985 for FY

3 No receipts are anticipated from the extension of this provision because no producers are expected to be licensed and ready for
production within this 5-year period.
4 Negligible gain.
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