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PRESroENT CLINTON SIGNS THE MINIMUM WAGE LEGISLATION

August 20, 1996

The President today will sign legislation to increase the minimum wage to help ten 
million Americans who work hard and play by the rules. The bill, formally titled H:R. 3448 - 

Small Business Job Protection Act", also provides for pension reform, tax breaks for small 
businesses, and a newly created adoption tax credit.

The President has si^ported increasing the minimum wage, which is now approaching 
its lowest real value in 40 years, since he was Governor of Arkansas. In his remarks-the- 
President will highlight the importance of providing hard working Americans with a living 
wage. He will also emphasize the benefits of the new pension reforn^s and.4|ie newly cre^^ 
tax credit to make adoption easier and more affordable for working'familie^'^ r - N V

Participants in today's event include minimum wage workers and their families, . 
representatives from supportive organizations, members of congress, adoption advocates and 
their families, and administration officials. " .

The following is the program for the event:

The Vice President makes remarks

■."1

Kathy Wilkinson, lab assistant and minimum wage employee from Wheeling, 
West Virginia makes remarks.

The President makes remarks.

... oe.
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MAKING WORK PAY BY INCREASING THE MINIMUM WAGE

Jn FutUng People First, BUI CJ/nton and AJ Gore promised to 'increase the minimum wage to 
keep pace with in/iation " A February 1995 -- 18 months ago -- President Clinton 
specifically proposed increasing the minimum wage from $4.25 to $5.15 over two years. For 
a full-time minimum wage worker, a 90-cent increase would raise their yearly income by 
$1,800 -- as much as the average family spends on groceries in over 7 months.

YOU CAN'T RAISE A FAMILY ON $4.25 AN HOUR. The minimum wage is approaching its 
lowest real value in 40 years. The minimum wage has lost nearly all of its real value since its last 
increase in April 1991. This minimum wage increase will help restore the real value of the 
minimum wage back to its level when it was last raised.

• Ensuring No Parent Has To Bring Up Their Kids In Poverty. The dramatic extension of 
the Earned Income Tax Credit (EITC) helped lift hundreds of thousands of working families 
out of poverty. A 90-cent minimum wage increase and the expanded EITC will ensure that no 
parent who works full-time would have to bring up their children in poverty.

• Helping Adult Workers Trying To Support Their Families. According to the Bureau of 
Labor Statistics;

► 69% of those workers who would benefit from an increase are adults, age 20 or over;
► Three-fifths (59%) are women, many of whom are trying to raise the family on $4.25;
► Nearly two-fifths (38%) are the sole wage earner in their household; and
► The average minimum wage worker brings home half of their family's earnings.

• Giving A Pay Raise To 10 Million Workers At or Near The Minimum Wage. An 
estimated 10 million hourly workers earn between $4.25 and $5.14 and would directly benefit 
from this pay raise. An increase in the minimum wage could also have a "ripple" effect on the 
over 3 million workers who earn within 60 cents of the new minimum wage.

EMPIRICAL EVroENCE SHOWS THAT RAISING THE MINIMUM WAGE WILL NOT 
COST JOBS. Nearly two dozen empirical studies have found that moderate increases in the 
minimum wage do not have a significant impact on employment. These studies include state- 
specific research in California, Texas, and New Jersey Aat shows that state minimum wage 
increases did not result in any job loss.

101 Economists Including 3 Nobel Prize Winners Agree That A Minimum Wage Increase 
Won't Cost Jobs. In the fall of 1995, 101 economists -- including 3 Nobel Prize-winners 
Kenneth Arrow, Lawrence Klein, and James Tobin -- signed a letter supporting the President's 
proposal to raise the minimum wage, affirming that it would not have a significant effect on 
employment, and concluding that "overall effects [of an increase] on the labor market, 
affected workers, and the economy would be positive."

THE LAST MINIMUM WAGE INCREASE ~ ALSO 90 CENTS -- GARNERED STRONG 
BIPARTISAN SUPPORT. In 1989, the minimum wage was passed by votes of 382 to 37 (135 
Republicans) in the House, and 89 to 8 in the Senate (36 Republicans) and was supported by 
Senator Dole, Senator Lott, and Rep. Gingrich.



PENSION PROVISIONS IN THE MINIMUM WAGE BILL TO 
EXPAND COVERAGE, INCREASE PORTABILITY, AND ENHANCE SECURITY

The minimum wage bill includes many of the President's pension proposals, contained in his 
Retirement Savings and Security Act, which will empower more Americans to save for their 
retirement by expanding pension coverage, portability, and protections and significantly simplifying 
pension rules.

• Expands Pensions to help millions of working Americans not currently covered by an employer- 
provided plan save for their retirement.

• Increases Portability by reducing the obstacles facing many workers when they change or lose 
their job and want to keep their retirement savings and continue saving.

• Enhances Protections so hard-working Americans do not have to worry whether their retirement 
savings will be there when they need them.

• Simplifies Pensions to encourage and make it easier for employers to offer pensions.

THE MINIMUM WAGE BILL'S PENSION PROVISIONS MEET THESE CHALLENGES:

1* NEW SMALL BUSINESS 40irki PLAN — To Expand Pension Coverage! While 76% of 
w'orkers in large businesses have employer-provided pensions, only 24% of workers in small 
businesses do. In June 1995, the President first proposed a simple small business "401(k) plan" 
to expand pension coverage to up to 10 million workers in small businesses not currently covered 
by a plan. Republicans followed with their own proposal. The minimum wage bill's small 
business plan, while providing a smaller share of benefits to lower and middle wage workers, 
includes many elements of the President's plan and provides for;

S6,000 Tax-Free Contributions. Workers could save up to S6,C00 a year tax-free tlirough 
automatic payroll deductions.

• Employers Contribute 2% of Salary or Match Contributions Up To 3% of Salary.

• One-Page Form. Cuts through the red tape with a simple, one-page form without 
complicated employer filing, calculations, or testing.

• 100% Portable. All contributions would be immediately vested and fully portable.

The bill also expands coverage by:

• Simplifying 401(k) plans for all businesses;
• Making the 9 million employees of non-profit organizations, as well as employees of Indian 

tribes, eligible for 401(k) plans;
• Enabling relatives who work in a family business to earn their own retirement benefits; 

Repealing unreasonable limits on benefits for cenain disabled and low- and middle-income 
state and local government employees; and
Enabling millions of spouses who do not work outside the home to contribute up to S2,000 
to an individual retirement account.



2.
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INCREASES PENSION PORTABILITY: Workers who change jobs and want to take their 
retirement savings with them and keep saving currently face a multi-faceted obstacle course. The 
President's portability proposals in the minimum wage bill could help over 5 million workers 
each year who have an employer-sponsored pension plan and who change jobs:

Takes Away 1-Year Wait To Save At a New Job: Millions of workers are forced to wait 1 
year before they can enter their new employer's pension plan. The minimum wage bill changes 
a law to encourage private employers to stop imposing this 1-year wait.

• Guarantees Benefits for Workers on the Move: Reduces the vesting period from 10 to 5 
years for multiemployer plans -- which cover union workers such as construction workers who 
frequently change jobs - to ensure they don't lose their benefits if they've worked for 5 years.

• Secures Portability for Veterans: Changes tax rules to ensure that veterans who serve their 
nation are not penalized and can continue their pension coverage when they return from service.

enhances pension protection and SECURITY: The Retirement Protection Act, 
enacted in 1994 at the President's request, has reduced pension underfunding for the first time in a 
decade, protecting the benefits of 40 million workers and retirees in traditional pension plans. In 
1995, the Labor Department launched an initiative to protect savings in 401(k) plans from misuse, 
recovering to date nearly $10 million for thousands of workers. Recently the Labor Department 
issued new rules to ensure that worker contributions to 401(k) plans start earning monev for workers 
sooner. Now the minimum wage bill:

• Protects Government Employees' Savings from Orange County-Style Fiascos: Requires 
state and local government retirement savings plans to be held in trust so that employees do not 
lose their savings if the government declares bankruptcy, as Orange County recently did.

Increases Penalties for Sell-Dealing; Penalties lor self dealing pension funds ^such as loans to 
the company owner) are generally doubled, from 5 percent to 10 percent.

Improves Spousal Protections: Helps protect spousal benefits in the choice of an annuity and 
during divorce proceedings.

eases pension ADMINISTRATION: ^.'lany em.ployers are discouraged from establishing or 
maintaining plans because rules governing their administration are complicated and expensive. The 
minimum wage bill:

Eliminates Complex Limitations: As proposed by President Clinton, the bill eliminates the 
complex limitations on contributions and benefits for workers in a defined benefit and defined 
contribution plan with the same employer.

Simplifies Corrective Action Rules: The bill makes it easier for employers to take corrective 
action if they make excess tax-free contributions, and makes the corrective action rules fairer.

Simplifies Computations: The bill simplifies rules for computing pay for pension purposes, 
allowing lower-paid workers to receive more benefits.



ADOPTION PROVISIONS IN 
THE SMALL BUSINESS JOB PROTECTION ACT 

August 20, 1996

he Clinton Administration is committed to breaking down barriers to adoption. The Small Business Job 
Protection Act includes two adoption provisions that President Clinton has strongly supported. It provides 
an adoption tax credit and prohibits adoption agencies that receive Federal funds from denying or 
delaying placement of a child based on race, color or national origin. These provisions will help give 
more children what every child in America deserves — loving parents and a healthy, stable home.

.America’s Waiting Children. More than 450,000 children in this country live in foster care. Eight out 
often of these children have special needs - they are disabled, older, have siblings who also need to be 
adopted, or are minorities. The average child may wait as long as two years to be placed in an adoptive 
home even after they are legally free to be adopted. Minority children may wait twice as long.

Clinton Administration’s Commitment to Encouraging and Easing Adoption. The President and the 
First Lady have worked hard to promote adoption, especially for children with special needs. The 
.Administration’s efforts include:

• Increased by 60% the number of children with special needs who have been adopted with Federal 
adoption assistance.

Strongly supported the Multi-Ethnic Placement Act that sought to end discrimination and delays in 
adoption because of race or ethnicity.

Championed the Family and Medical Leave Act — which enables parents to take time off to adopt 
a child without losing their jobs or their health insurance.

Created an honor roll of private companies who have pledged to make adoption easier for workers 
and their families by paying adoption benefits, offering leave time after adoption or other 
programs.

Launched a public education campaign to highlight waiting children and the importance of 
adoption.

Helping Families Afford Adoption. This legislation will allow families, many of whom find adoption 
too expensive, to adopt children to love and nurture. It provides:

• A $5,000 tax credit for costs related to adopting a child. If an employer agrees to pay for 
adoption expenses, their employee can claim an income deduction of up to $5,000.

A $6,000 tax credit or income deduction for costs related to adopting a child with special needs.

The full credit and income deductions are available to adoptive parents with annual incomes of up to 
$75,000 and gradually phase out as income reaches $115,000.

reaking Down Racial Barriers to Adoption. The legislation builds on the Multi-Ethnic Placement 
^.ct, signed by the President in 1994, by strengthening the prohibition against denying or delaying 
placement on the basis of race, color or national origin. The bill also provides for stronger enforcement 
against states that fail to comply within 6 months.



ADDITIONAL TAX PROVISIONS IN H.R. 3448 
THAT THE ADMINISTRATION SUPPORTS

In addition to the provisions that simplify pensions and expand coverage, H.R. 3448 
contains a number of tax provisions that the Administration has long supported, including:

• Small-business Expensing — The bill increases the amoimt of tangible depreciable 
property that small businesses can expense from $17,500 to $25,000 by the year 2003. In 
1993, the President pushed for such an increase to $25,000. His 1993 Economic Plan 
successfully increased the limit from $10,000 to $17,500, and his FY 1997 budget 
contained this proposal to increase it to $25,000, except that the tax relief would have been 
phased in more quickly. The bill provides an important incentive for small businesses to 
increase their capital investment, and will simplify reporting for small businesses.

• Adoption Credit — The bill provides a nonrefundable $5000 adoption credit 
(increased to $6000 for domestic adoptions of children with special needs), phased out for 
AGI between $75,000 and $115,000. In addition, the bill provides a maximum $5,000 
exclusion for amounts paid by the employer in connection with an adoption. The 
Admimstration believes that helping families adopt is one of the most important things we 
can do to strengthen families and give children a healthy home. The Administration has 
strongly supported such measures as a means to help alleviate economic barriers to 
adoption and enable many middle-class families, for whom adoption might otherwise be too 
expensive, to adopt children who need homes.

• Temporary Extension of Employer-Provided Educational Assistance — The
$5,250 exclusion for employer-provided educational assistance, which expired after 
December 31, 1994, is reinstated retroactively and extended until May 31, 1997. It would 
apply to post-graduate education, but only for courses that began before July 1, 1996. The 
Admimstration strongly supports this incentive for employer-provided educational 
assistance, which is important for U.S. competitiveness because it encourages 
better-educated employees and boosts the productivity of the American workforce. The 
Admimstration is disappointed, however, that Congress has eliminated the incentive for 
post-graduate education. The Administration will continue to work to improve this 
provision, as well as to provide small businesses with a ten percent tax credit for 
educational assistance.

• Work Opportunity Tax Credit — The bill replaces the targeted jobs tax credit 
(TJTC) with a new Work Opportunity Tax Credit. The new credit will provide incentives 
to employers to hire individuals from targeted groups most in need of jobs and with the 
least skills, and it will promote longer, more meaningful work experiences for individuals 
hired under the credit. Targeted groups include welfare recipients, food stamp recipients, 
former felons and young adults in empowerment zones and enterprise communities.



• State Prepaid Tuition Plans - The Administration worked with Congress to 
develop and strongly supports these provisions, which clarify the tax treatment of 
investments in State prepaid tuition plans, including a provision that investors in such 
programs generally will not be taxed on the increase in value of their investment until the 
time of withdrawal. These changes will help parents save for their children’s education.

• TempoTary Extension of R&E Credit — The credit, which expired June 30, 1995, 
is reinstated prospectively only, for the period July 1, 1996, througlTMay 31, 1997, and is 
modified in certain respects. The Administration strongly supports the research tax credit 
and is disappointed that the research tax credit was not fully reinstated back to July 1, 1995, 
and made permanent.

• Temporary Extension of "Orphan Drug" Credit — The credit, which expired 
December 31, 1994, is reinstated prospectively, for the period July 1, 1996, through May 
31, 1997. The Administration strongly supports this credit, which provides an incentive 
for the testing of drugs for rare diseases and conditions.

• Subchapter "S" Simplification Proposals — The Administration has supported 
Subchapter S simplification, which is important to helping small businesses. The provisions 
include increasing the number of eligible shareholders from 35 to 75, and allowing S 
corporations to hold subsidiaries.

• Reform Foreign Trust Rules — The bill contains a series of provisions designed to 
prevent sophisticated tax avoidance techniques using foreign trusts. The provision is 
similar to one contained in the Administration’s budget.

• Contributions of Appreciated Stock to Private Foundations — This provision, 
which expired December 31, 1994, would be reinstated for the period July 1, 1996, through 
May 31, 1997.
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August 20, 1996
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ADOPTION PROVISIONS IN 
THE SMALL BUSINESS JOB PROTECTION ACT 

August 20, 1996

The Clinton Administration is committed to breaking down barriers to adoption. The Small Business Job 
Protection Act includes two adoption provisions that President Clinton has strongly supported. It provides 
an adoption tax credit and prohibits adoption agencies that receive Federal funds from denying or 
delaying placement of a child based on race, color or national origin. These provisions will help give 
more children what every' child in America deserves - loving parents and a healthy, stable home.

.America’s Waiting Children. More than 450,000 children in this country live in foster care. Eight out 
of ten of these children have special needs - they are disabled, older, have siblings who also need to be 
adopted, or are minorities. The average child may wait as long as two years to be placed in an adoptive 
home even after they are legally free to be adopted. Minority children may wait twice as long.

Clinton Administration’s Commitment to Encouraging and Easing .Adoption. The President and the 
First Lady have worked hard to promote adoption, especially for children with special needs. The 
.Administration's effons include;

Increased by 60% the number of children with special needs who have been adopted with Federal 
adoption assistance.

• Strongly supponed the Multi-Ethnic Placement Act that sought to end discrimination and delays in 
adoption because of race or ethnicity.

• Championed the Family and Medical Leave Act - which enables parents to take time off to adopt 
a child without losing their jobs or their health insurance.

• Created an honor roll of private companies who have pledged to make adoption easier for workers 
and their families by paying adoption benefits, offering leave time after adoption or other 

programs.

• Launched a public education campaign to highlight waiting children and the importance of 
adoption.

Helping Families .Afford Adoption. This legislation will allow families, many of whom find adoption 
too expensive, to adopt children to love and nurture. It provides:

• .A S5.000 tax credit for costs related to adopting a child. If an employer agrees to pay for 
adoption expenses, their employee can claim an income deduction of up to S5.000.

• .A $6,000 tax credit or income deduction for costs related to adopting a child with special needs.

The full credit and income deductions are available to adoptive parents with annual incomes of up to 
S75.000 and gradually phase out as income reaches $115,000.

Breaking Down Racial Barriers to .Adoption. The legislation builds on the Multi-Ethnic Placement 
Act. signed by the President in 1994. by strengthening the prohibition against denying or delaying 
placement on the basis of race, color or national origin. The bill also provides for stronger enforcement 
against states that fail to comply within 6 months.



ADDITIONAL TAX PROVISIONS IN H.R. 3448 
THAT THE ADMINISTRATION SUPPORTS

In addition to the provisions that simplify pensions and expand coverage, H.R. 3448 
contains a number of tax provisions that the Administration has long supported, including:

• Small-business Expensing — The bill increases the amount of tangible depreciable 
property that small businesses can expense from $17,500 to $25,000 by the year 2003. In 
1993, the President pushed for such an increase to $25,000. His 1993 Economic Plan 
successfully increased the limit from $10,000 to $17,500, and his FY 1997 budget 
contained this proposal to increase it to $25,000, except that the tax relief would have been 
phased in more quickly. The bill provides an important incentive for small businesses to 
increase their capital investment, and will simplify reporting for small businesses.

• .Adoption Credit — The bill provides a nonrefundable $5000 adoption credit 
(increased to $6000 for domestic adoptions of children with special needs), phased out for 
AGI between $75,000 and $115,000. In addition, the bill provides a maximum $5,000 
exclusion for amounts paid by the employer in connection with an adoption. The 
Admimstration believes that helping families adopt is one of the most important things we 
can do to strengthen families and give children a healthy home. The Administration has 
strongly supported such measures as a means to help alleviate economic barriers to 
adoption and enable many middle-class families, for whom adoption might otherwise be too 
expensive, to adopt children who need homes.

• Temporary Extension of Employer-Provided Educational Assistance — The
$5,250 exclusion for employer-provided educational assistance, which expired after 
December 31, 1994, is reinstated retroactively and extended until May 31, 1997. It would 
apply to post-graduate education, but only for courses that began before July 1. 1996. The 
Administration strongly supports this incentive for employer-provided educational 
assistance, which is important for U.S. competitiveness because it encourages 
better-educated employees and boosts the productivity of the American workforce. The 
Administration is disappointed, however, that Congress has eliminated the incentive for 
post-graduate education. The Administration will continue to work to improve this 
provision, as well as to provide small businesses with a ten percent tax credit for 
educational assistance.

• Work Opportunity Tax Credit - The bill replaces the targeted jobs tax credit 
(TJTC) with a new Work Opportunity Tax Credit. The new credit will provide incentives 
to employers to hire individuals from targeted groups most in need of jobs and with the 
least skills, and it will promote longer, more meaningful work experiences for individuals 
hired under the credit. Targeted groups include welfare recipients, food stamp recipients, 
former felons and young adults in empowerment zones and enterprise communities.



• State Prepaid Tuition Plans - The Administration worked with Congress to 
develop and strongly supports these provisions, which clarify the tax treatment of 
investments in State prepaid tuition plans, including a provision that investors in such 
programs generally will not be taxed on the increase in value of their investment until the 
time of withdrawal. These changes will help parents save for their children’s education.

• Temporary Extension of R&E Credit - The credit, which expired June 30, 1995, 
is reinstated prospectively only, for the period July 1. 1996, through" May 31, 1997, and is 
modified in certain respects. The Administration strongly supports the research tax credit 
and is disappointed that the research tax credit was not fully reinstated back to July 1, 1995, 
and made permanent.

• Temporary Extension of "Orphan Drug" Credit - The credit, which expired 
December 31, 1994, is reinstated prospectively, for the period July 1, 1996, through May 
31. 1997. The Administration strongly supports this credit, which provides an incentive 
for the testing of drugs for rare diseases and conditions.

• Subchapter "S" Simpliflcation Proposals -- The Administration has supported 
Subchapter S simplification, which is important to helping small businesses. The provisions 
include increasing the number of eligible shareholders from 35 to 75, and allowing S 
corporations to hold subsidiaries.

• Reform Foreign Trust Rules — The bill contains a series of provisions designed to 
prevent sophisticated tax avoidance techniques using foreign trusts. The provision is 
similar to one contained in the Administration’s budget.

• Contributions of Appreciated Stock to Private Foundations - This provision, 
which expired December 31, 1994, would be reinstated for the period Julv 1. 1996, through 
May 31, 1997.
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WASHINQTON. D.C. 20602 May 22, 1996 
(House)

Statement of Administration Policy
(Tas SlAlBIBtT Has BEEN 0CX3KD0UIED BT 0MB WTEH TBS COMCauiED AOBNOBS.}

H.R. 3448 » Small Job Protection Act
(Archer (R) Texas)

The Administration, whOe suppoctbg House passage of several provisions in H R. 3448. vv^ 
seek amendments to the bill. The Administration strongly opposes the foUovdng provisions, 
which should be deleted from H.R 3448:

• Section ISOI, which would repeal a 1993 Administration initiative that reduces tax 
incentives for U.S. companies to move jobs and operations abroad. As stated in the 
President’s veto message on the Balanced Budget Act of 1995, which included this 
provision, the provision would allow businesses to avoid U.S. mcome taxes by 
accumulating foreign earnings without limit.

• Section 1601, which would repeal the tax credit related to economic investments in 
Puerto Rico. The Administration urges the House to replace this provision with its 
proposal to reform the credit so that it provides benefits based on real economic activity 
in these underdevdoped areas and uses the projected revenue savings for social and 
employment and training program needs in Puerto Rico. It is important that legislation 
concerning the credit contains effective medianisms to promote job creation in the 
islands.

The Administration will also work with Congress to adopt other amendments as described 
below.

Provisions Supported hvthe .A.dministfatTon 
and Additional RecoTtimended .Amendments

The Administration supports many provisions of HJL 3448, which are consistent whh 
Administration proposals to strengthen small businesses, simplify pension laws, and improve 
incentives for education and work opportunities. The Administration believes that these 
provisions should be enacted on their own merits, nfii as part of a bill to increase the minimum 
wage, and are best considered in the context of the President’s balanced budget plan, which 
CBO estimates will balance in the year 2002.
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In particular;

Bugnf^< Fjarpensing. The Administration strongly supports the hill’s increase from 
517,500 to $25,000 in the amount of tangible personal property that smafl bumesscs 
can expense. The Presidem proposed suA an increase in 1993 and in his FY 1997 
Budget, although "with a faster phase-in.

TrTTmlovef-Provided Educational Axsisiance. The Administration supports the bill’s 
tenq>orary extenaon of the exclusion for employer-provided educational assistance, and 
•will work with Congress to provide a permanent extenson of the ecchiaon. The 
Administration, however, opposes the provision that -would disallow the exchinon for 
post-graduate levd education. The Administration also beeves there should be a 10% 
tax credit for educational assistance provided under section 127 plans for small 
businesses with gross receipts of $10 million or less.

Wr>rk Opnomiriitv Tax Credit. The pro-iasion in HJR. 3448 for a new Work 
Opportunity Tax Credit addresses a number of the-^criticisms of the prior Targeted Jobs 
Tax Credit, particularly increasing the period of retention. The Administration -will work 
with Congress to improve the scope and effectiveness of the new credit. For e«^le, 
the Administration supports the amendment offered in committee by B-epresentative 
Rangel that would have expanded the category of high-risk youth eligible for the credit.

pATxion Simplification. Many provisions of H.R. 3448 were included in the President’s 
pension simplification proposal announced in June 1995 at the White House Conference 
on Small Business. More can be done, however, to encourage retirement savings by 
middle and lower* wage w orkers, such as providing more meaningful employer 
contributions under the simplified small business plan and a more appropriate definition 
of lagHy compensated employees. The Administration is also concerned that the three- 
year -w^aiver of the excise ta.x on veiy large retirement distributions would add 
complexity and could anually encourage plan sponsors to terminate pla^. The 
Administration hopes to work with Congress in a bipartisan fashion to simplify the law, 
expand coverage, increase security, and promote ponabfliiy.

S»ibehaT>tCT S The Administration supports the Subchapter S reform package in the bill, 
and will work with Congress to provide further reforms and ensure that reforms are
appropriately targeted to the intended beneficiaries.

1

Technical Corrections. The Administration supports the long-overdue enactment of 

technical corrections to recent tax legislation. However, the Administration opposes 
several special-inrerest, late Committee additions to the consensus package of techracal 
corrections. The .A.dministration also opposes the inclusion m H.R. j44S of various 

other special-interest provisions. -
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'Revenue Offsets

The Administration has concerns -vidth certain ofiset proviaons in H JL 344S (indudin^e 
repeal ofiax benefits for certain employee stock ownershii plans that provide meaningful 
emplovee o^vner5hip) and will work with Congress to develop more suitable effects for the lost 
tax revMue resulting fi-om the new tax incentives. Two of the offset - rdaimg to the 
income-forecast accounting method and to advance refiinds of the diesel fuel tax - are included 
in the Preadent’s balanced budget proposal and should be reserved for deficit reduction ^d 
meeting balanced budget goals. In working with the Congress to develop a^ improved bill 
is consistent with the Administration’s recommended amendments, appropnate will be

sought.

Adminijm-arion Proposals Not Addressed in H.R. 3448

The Administration wQI work with Congress to provide other incentives previously proposed by 
the Administration but omitted from this bfll, such as the tuition and training deduction, 
expanded Individual Retirement Accounts (including penal^-free withdrawals for education 
expenses, purchases of first homes, major medical expenses, and uncmplo>-ment), and revenue- 
neutral extension of the research tax credit and other expiring provisions.

The Administration will also work with Congress to revitalize economicaUy distressed areas 
through tax incentives previously proposed by the Admini^tion, including mcemiv« toxlcan 
up abandoned, contaminated properties, and to create new Empowerment Zones and Enterprise

Communities

Ideally, if not considered in RR. 3«S, all of these provisions should be considered in the 
content of the President’s plan to balance the budsel by the year 2002.

H R 3448 would affect receipts; therefore, it is subject to the “pay-as-you-go" requirements of 
tlte Omnibus Budget ReconciUation of 1990. OMB’s scoring of this legislanon is under

development.
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'.ml
CRETARY of the treasury

DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C.

June 25.1996

The Honorable Daniel Patrick Moynihan 
United States Senate 
Washington, D.C. 20510

Dear Pat;

I am writing in regard to two potential amendments to the Small Business Job Protection Act that 
was reported by the Senate Finance Committee last week. The first amendment would extend 
fimher C»f not permanently) favorable tax treatment to employer-provided educational assistance 
(including graduate-level education) and provide a small-business tax credit for education 
expenses within the scope of that provarion. I understand these provisions may be included in a 
possible floor amendment, and your staff is working with Minority Leader Daschle on such a 
small-business credit. The second provision, which might be appropriate for the managers’ 
amendment, would grant Foreign Sales Corporation (FSC) benefits to licenses of computer 
software. This would provide the same result that you sought in a letter to then-Secretary 
Bentsen in 1994, which was also signed by Senator D*Amato and Congressmen Rangel and Fish. 
As you know, the Administration has been working with your staff to craft revenue-neutral 
packages that would include both of these items.

I know you share my disappointment that these amendments were not included in the bill as 
reported by the Committee. Let’s work together to include them in the bill as ultimately passed 
by the Senate.

. I . 1 . r>.. . . II . *. T—:j---.n . T 1--------- . . 1 . —T



THE SECRETARY OF THE TREASURY 
WASHINGTON

June 21, 1996

The Honorable Dianne Feinstein 
United States Senate 
Washington, DC 20510

Dear Dianne:

Thank you for your letter concerning the tax treatment of computer software licenses. Your letter 
addresses the Administration’s position on the issue of whether the statute should be revised to 
treat licenses of computer software similarly to licenses of films and records.

Treasury, along with the entire Administration, is supponive of a paid-for legislative amendment 
to the FSC statute. As then-Secretary Bentsen observed in 1994, “the diflferences between the 
license of films, tapes and records and the licences of software are not great, and as the 
technology develops, the demarcation grows less distinct.” We have been working with Members 
of Congress and their stafis to develop appropriate legislative packages and are disappointed that 
the FSC package has not yet been included in the Small Business Job Protection Act of 1996.

Treasury will continue to work with Congress to find appropriate legislative vehicles for a paid- 
for FSC amendment. Thank you again for writing.

Sincerely,

Robert E. Rubin
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executive office of the president
OFFICE OP MAMaOBMEMT AMO SUOOET

WASHMSTON. O C. I'-'y *■ 'SW (SENT 
(Senate)

Statement of Administration Policy
Oto STATOOKT HA5 BESM COOKaMAlEO BY 0MB WTIH tW CONCatHBO AOBNaW.)

IiJ^-2£A8-5-SiMlLBusinesS-JobPfotfeci}nn\^qf 
(Archer (R) Texas)

The Administration, while supporting Senate passage of a number of provisions of H.R. 3448 as 
amended by the Finance Committee, will seek iunher amendmems lo ihe bill. And, as stated in 
the President's June 28ih letter to the Senate, a Copy of which is attached, if H.R. 3448 is 
presented to the President with the minimum w^age provisions of the Republican leadership 
amendment, the President will veto the blU.

The Administration strongly opposes section 1601 of the bill, which would repeal the tax* credit 
relat^ to corporate investments in Puerto Rico while allowing several grandfather rules for 
existing companies. The Administration urges the Senate to delete this provision and adopt 
instead the prc'posal to leform the credit contained in the President's FY 1997 Budi-.ei. The 
Administration’s proposal provides tax benefits for new and expanded operations based irectly 
on real economic aah ity in these underdeveloped areas. The projected rev-enue saving from 
the reform of this credit would be used for social and employment training programs in Puerto 
R)W. Unlike section 1601, the final legislative language concerning the credit should contain 
effective mechanisms to promote job creation in ihe islands.

The Admini-ttrarion will also work with Congress to adopt other amendments as described 
below.

S’ -

Provisions Suoponed Adminis:ration and Addiiiona' Recommendftri Amendments

The Administration supports man)- of the revenue provisions of H.R 3448, which are consistent 
with Administration proposals to sirergihen small businesses, simplify pension laws, reinstate 
incentives for research and development, and improve incentives for education and work 
opportunities.

In particular;

* Small Butiness The Administration strongly supports the bill’s increase fre.m
$17,500 to S2S,000 for the amount of tangible personal property that small businesses 
can expense. The President supported such an increase in 1993 and in his FY 1997 
Budget, although with a faster phasvi*in.
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2
E<lu««rrrnl A'iliTrunrf The Administmicn s„fpons the temporary 

extension of ihe income exclusion for employer-providcd educational assistance, 
induing the exclusion for post-graduate level education. The Administration will work 
\>nth Congress to provide a permanent extension of the exclusion. The Administration 
elw supports a 10 percent tax credit for educational assinance provided under section 
127 pjan.« for small businesses wth annual gross receipts of SIO million or less.

Rttcarch Tax Cr^lt- The Administration strongly supports full reinstatement of the 
research ta.v credit back to its June 30, 1995. expiration date. The Administration will 
wor< with Congress to make the credit permanent. The Administration continues to 
believe that foil, petmaneni reinstatement should take priority over modifications to the 
credit such as those contained in H.R. 3448.

Orphan Drug Crt;g>|.t. The Administration strongly supports foil reinstatement of the 
orphan drug credit and work with Congress to make the credit permanent.

Gifls of Aonreriat^ Stork to Fnnd->-nT The Administration strongly 
supports this provision and will work with Congress to make it permanent.

The provision for a new Work Opportunity Tax Credit 
addresses many of the criucisms of the prior Targeted Jobs Tax Credit, particularly 
mcrcMing the period of retention for eligible workers. The Administration win work 
with Congress to improve the scope and effectiveness of the new credit.

tension gimplifiVflliftr- Many provisions of H.R. 3448 were included in the President's 
pewion simplification proposal announced in Juno 1995 at the \^’hite House Conference 
on Small Business. The Administration is concerned, however, that the safe harbor 
provistons applicable to both SIMPLE and 401 (k) plans do not ensure that middle and 
lower-wage w-orkers will benefit from the provision of tax-advamaged retirement 
savings plans. The Administration w-in work t^-ith Congress to modi^’ these safe harbors 
so tMt employers taking advanUge of them are required to provide meaningful coverage 
to these workers. The Adtrinistraiion is also concerned tha: the three-year waiver of the 
excise lax on very large retirement di«ributions would add complexity and could 
actually encourage plan sponsors to terminiie plans.

iubfibapter S- The Administration also strongly supports most of the reforms in the bill 
relaunB to Subchapter S (closely held) corporations, and will work with Congress to 
provide fonher reforms and to ensure that reforms are appropriately targeted to the 
intended beneficiaries.

Technical Cgrrcctipns- The Administration supports the long-overdue enactment of 
technical corrections lo recent tax legislation and will work with Congress to achieve a 
consensus package of technical correciions.

0T/t^0'd ZZ.00 ZZ3 S02 id3a AdnSbBdl ‘Das '33X3 0T:iI 966T-30-Dntl



0MB./LRD/ESG6. 10:202-395-3109 JUL 09’96 8:4? No.001 P.04

Obieciionablft

* Classification of Workers for Employment Tav Purpa<Rt The Adminisifation has 
concerns about certain changes proposeJ lo section 530 of the Revenue Act of 1978, 
which provides “safe harbors'* under which an employer has a reasonable basis for 
treating a worker as an independent contractor rather than as an employee fo.- 
employment tax purposes. The most important concerns are with proposed changes that 
would; (1) shift the burden of proof to the Internal Revenue Service vw’th respect to the 
applicailort of section 530; and (2) replace the safe harbor for reasonable reliance on a 
long-standing practice of a significant segment of the industry with a rigid numerical 
test.

* Spaial’fmeifiSl Trovisiont. The Administration opposes the inclusion in H.R. 3448 of 
numerous special-interest provisions.

Revenue Offset*;

The Administration has serious concerns with the offtet provision in H.R. 3448 that would 
repeal tax benefits for certain employee stock ownership plans that provide meaningful 
employee ownership Sfv'eiv,! c: the ofTseis - relating to inerest sMocarfons for nonrlnan-rial 
corporations, tax treatment of expatriates, basis adjusrmeni rules under section 1033, 
withholding on certain gambling winnings, and reinstatement of airport and airway trust fund 
excise taxes -• are included in the President's balanced budget proposal. These oflfeeis should 
be reserv’cd for def.ch reduction and mcctinc balanced budget coals. In working with the 
Congress to develop an improved bill that is consistent with the Administration's recommended 
amendments, appropriate ofiTseis will be sought.

Proposals >?cj; in H It taaK

In the context of an overall balanced budget plan, the Administration will work with Congress 
to provide other incentives previously proposed by the Administration but omitted from this bill. 
Such incentiN’cs include the $10,000 deduction for postsecondary tuitiort and training expenses, 
the $1,500 tax credit for posisccondary tuition, and incentives to revitalize economically 
distressed areas by cleaning up abandoned, comanilnated properties, and creating new 
Empowerment Zones and Enterprise Communities.

The Administration would also support an amendment to the Foreign Sales Corporation statute 
as it applies to licenses of software, and will work with Congress to develop an acceptable 
package, including appropriate rcN'Cnue offsets.

Pav-.As-Vou-Cro Seorin^T

H.R. 3448 would affect receipts; therefore, it is subject to the “pay-as-you-go" requirements of 
the Omnibus Budget Reconciliation Act of 1990. OMB's scoring of this legislation is under 
development.
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DEPARTMENT OF THE TREASURY
WASHINGTON. D.C.

SECRETARY OF THE TREASURY

July 11. 1996

The Honorable Dianne Feinstein 
United States Senate 
Washington, D.C. 20510-0504

Dear Dianne:

Thank you for your letter regarding the extension of FSC benefits to 
those licenses of computer software that do not currently enjoy such 

benefits.

As you know, our staffs are in extremely close contact on a regular 
basis, and are working together with the tax writing committees to 
achieve a favorable legislative outcome. I look forward to continuing 
to work closely with you toward this end.

Sincerely,

1
Robert E. Rubin

0T/90'd £Lm ZZS 202 idaa Aansb3di 'dbs '33X3 TT:iT 966T-30-Onbl



DEPARTMENT OF THE TREASURY
WASHINGTON. D.C.

SECRETARY OF THE TREASURY
July 30, 1996

The Honorable Bill Archer 
Chairman
Committee on Ways and Means 
U-S. House of Representatives 
Washington, D,c. 20515
Dear Mrf^^^a^rman;

I am writing on behalf of the Administration to urge strongly 
that the conferees on the Small Business Job Protection Act of 
1996 adopt several amendments to the package of small-business 
tax relief measures under consideration. The Administration 
strongly supports a number of the tax-relief measures in the 
House and Senate bills, including the increase in small-business 
expensing, pension simplification, and extensions of expiring tax 
provisions. We would like to work with you to improve these 
provisions and to make other amendments to the package, 
including:

• Research tax credit. The Administration strongly supports 
permanent reinstatement of the research tax credit, with no 
retroactive gap. Research projects take many years to 
complete, and the impact of the credit will be undermined if 
firms cannot -count on it. In addition, allowing the credit 
to lapse may undermine its incentive effect, as taxpayers 
seek to make long-term business plans.

• Treatment of computer software as export property: The
Administration strongly supports a legislative modification 
to the Foreign Sales Corporation (FSC) statute to provide 
the same tax benefits for licenses of computer software as 
are currently available for films, records, and tapes.
We urge the conferees to include such a proposal in the 
small-business package.

• Employer-Provided Educational Assistance. The Administra­
tion strongly supports permanent extension of the income 
exclusion for employer-provided educational assistance, 
including the exclusion for post-graduate level education, 
because well-educated workers are essential to an economy 
experiencing technological change and facing global 
competition. We also believe there should be a 10 percent 
tax predit for educational assistance provided under 
section 127 plans for small businesses.
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Repeal of section 956A. The Administration strongly opposes 
and urges the conferees to reject the House provision that 
would repeal a 1993 Administration initiative that reduces 
tax incentives for U.S. companies to move jobs and 
operations abroad. Repeal of this provision would allow 
businesses to avoid taxes by accumulating foreign earnings 
without limit.

Section 936 possessions tax credit. The Administration 
strongly opposes provisions in the House and Senate bills 
phasing out the tax credit related to corporate investments 
in Puerto Rico. The Administration urges the conferees to 
reject these provisions and to adopt instead the proposal to 
reform the credit contained in the Administration's FY 1997 
budget. The Administration's proposal provides tax benefits 
for new and expanded operations based directly on real 
economic activity in these underdeveloped areas. The 
projected revenue savings would be used for social programs 
and job creation in Puerto Rico. Although the Senate bill 
is less objectionable than the House bill because of the 
former's permanent credit based on a portion of existing 
economic activity, it fails to provide any incentive for new 
or expanded economic activity in Puerto Rico.

Classification of workers for employment tax purposes.
The Administration has concerns about certain provisions in 
the Senate modifications to the safe-harbor provisions of 
section 530 of the Revenue Act of 1978, which provides "safe 
harbors" under which an employer has a reasonable basis for 
treating a worker as an independent contractor rather than 
as an employee for employment-tax purposes. The most 
important concerns are with proposed changes that would:
(1) shift the burden of proof to the Internal Revenue 
Service with respect to application of section 530; and
(2) replace the safe harbor for reasonable reliance on a 
long-standing practice of a significant segment of the 
industry with a rigid numerical test.

The Administration is eager to work with the conferees to develop 
an improved bill, including appropriate revenue offsets, that is 
consistent with the Administration's recommended amendments.

Sincerely,

L
Robert E. Rubin

cc; Small-Business Conferees
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The Honorable Dan RosterDcowski 
Chairman
Committee on Ways and Means 
U.S. House of Representatives 
Washington, d.c. 20515-1305

Dear Dan:

letter concerning the tax treatment of 
licensing income earned by Foreign Sales Corporations

® "’•ajority of the members of the Ways and Means 
19^ reauiJ?? to request that the Treasury revise its
sofLarri?ti°rH benefits to the liLnse of
rtnlll L il reproduction. You asked for a status
to^whLh Administration's review of the U.S. export proa-ac

secretary Samuels alluded in testimony
Revenue Measures last year. That 

expend FS? S made no recommendation to
rep?odu«ion software licenses with a right of

You furper requested our view of the possibility of '^reasu-" 
administratively extending FSC benefits by revising its 19S7* 
temporary regulations. As you noted in y4r leJte? their -
software licensed intended to provide fsc benefits~tc”~
1 eoi e abroad. Indeed, what guidance exists inlegislative history of. the enactment of the FSC ru^^s in isa’-'

parallel tRe Slirrigul!?^-.s 
they replaced. Accordingly, the 1987 teropora-y recula-ion- -T-r

auplicat... th.

Moreover, an administrative extension of the FSC henp'ii-* r-.
^ reproduction would ieem to

benefits purpose of the FSC rules, which lini
arowi n>- products "manufactured, produced,
so extended United States." If rsc benefitsp?odSi?s processing of software
United stf?L^in i" markets that is now performed i
siin!r ^ can be expected to be performed abroad. while
lioii licenses of films, records
tapes, the decision to make an exception for those licenses

run 
t tax

W5r=

r, the 
a

, a.-.c 
was a

I .'

T ■ '

i «.
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ex^and*thrsrop; orthe“rsc®?Si «»at a decision to
cant as software » "s" category as simir?-

ss?:,“ «• • >-^^ss,s,;“.ss"s rrssSi“
measles can be ideitilJSS °«»«ttin| revenSr
of films, tapes and record^ .^5 batweeS th, ij®
great, and as the telhnoloL^^ *?° license of softwa^ ,ie
increasingly less diltiSrt!^ <ievelops, the danaroation g?ows
Thanlr __Thank you for your interest.

Sincerely,
(Signed)

Lloyd Bentsen
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DKiFT
July 30, 1996

The Honorable najae
United States Senate
Washington, D.C. 20510

Dear sal :

I am writing on behalf of the Adiainistration to urge strongly
that the conferees on the Snail Business Job Protection Act of
1996 adept several amsndnents to the paeJeaga of small-businsss
ta:: relief measures under consideration. The Administration
strongly supports a number of the tai:-relief measures in the
House and Senate bills, including the increase in small-business
e>:pensing, pension simplification, and extensions of expiring tax
provisions. We would like to work with you to inyrove these
provisions and to make other amendments to the package,
including:

• Section 936 poBseaeiona tax credit. The Administration
strongly opposes provisions in the House and Senate bills
phasing out the tax credit related to corporate investments
in Puerto Rico. The .^xiministration urges the conferees to
reject these provisions and to adopt instead the proposal to
reform the credit contained in the Adninistration’s FY 1997
budget. The Administration’s proposal provides t2LX benefits
for new and expanded operations based directly on real
economic activity in these underdeveloped areas. The
projected revenue savings would be used for social p^^grams
and job creation in Puerto Rico. Although the Senate bill
is less objectionable than the House bill because of the
former’s permanent credit based on a portion of existing
economic activity, it falls to provide any Incentive for new
or expanded economic activity in Puerto Rico.

• Pvepeal of section 556A. The Administration strongly opposes
and urges the conferees to reject the House provision that
vfould repeal a 1993 .Adainlstration initiative that reduces
tax Incentives for U.s. con^anles to move Jobs and
operations abroad. Repeal of this provision would allow
businesses to avoid taxes by accumulating foreign earnings
without limit.

• Employer-Provided Educational Assistance. The
Administration strongly supports permanent extension of the
income exclusion for employer-provided educational
assistance, including the exclusion for post-graduate level
education, because well-educated workers are essential to an
economy experiencing technological change and facing global
competition. We also believe there should be a 10 percent
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tax credit for educational assistance provided under section 
127 plans for small businesses.

• Research tax credit. The Administration strongly supports 
permanent reinstatement cf the research tax credit, with no 
retroactive gap. Research projects take many years to 
complete, and the impact of the credit will be undermined if 
firms cannot count on it. In addition, allovring the credit 
to lapse may undermine its incentive effect, as taxpayers 
seek to make long-term business plans.

Classification of workers for employment tax purposes. The 
Administration has Bignificant concerns about certain 
provisions in the Senate modifications to the safe-harbor 
provisions of section 530 of the Revenue Act of 197S, which 
provides "safe harbors" under which an employer has a 
reasonable basis for treating a worker as an independent 
contractor rather than as an employee for employment-tax 
purposes. The most important concerns are with proposed 
changes that would: (1) shift the burden of proof to the
Internal Revenue Service with respect to application of 
section 530; and (2) replace the safe harbor for reasonable 
reliance on a long-standing practice of a significant 
segment of the industry with a rigid numerical test.

* Treatment of computer software as'ey?ort property: The
Administration strongly supports a legislative modification 
to the Foreign Sales Corporation (FSC) statute to provide 
the same tax benefits for licenses of computer software as 
are currently available for films, records, and tapes. We 
urge ..the conferees to include such a proposal in the small- 
buslness package.

The Administration is eager to work with the conferees to 'Sevelop 
an Improved bill., including appropriate revenue offsets, that is 
consistent with the .^idminlstratlon’s recommended amendments.

Sincerely,

Robert E. Rubin

cc: Small-Business Conferees
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EXECUTIVE OFFICE O F THE PRESIDENT

lO-Jul-1996 01:12pm

TO: (See Below)

FROM: Ellen S. Seidman
National Economic Council

SUBJECT: Pension part of small business tax bill

Laura, I understand you're doing press on the tax bill. The pension part of the
tax bill is really worth touting as (i) movement on the President's program and
(ii) an example of how bipartisanship can really work to help America's workers,
even in this highly charged time. The points, quickly, on pensions are:

1. The President's initiatives -- in June 1995 -- and persistence --
^^s year -- were critical to ensuring that this perpetual bridesmade of an 
^^we actually made it to the alter. (Pension simplification has been in bill
^^pir bill that has gotten mucked up with things that ensure it doesn't pass or
gets vetoed; it looks like we've finally overcome that. Perhaps more easily
said, the issue was looked upon as dead before the President revived it in June
1995 . )

2. While much of the bill (such as repeal of the family aggregation
rule, which will help small business owners set up plans, and repeal of the
average compensation limit on benefit payouts for public employee plans, which
will protect the pensions of lots of long-service moderate-wage public employees
such as school bus drivers) is the evolutionary outcome of many prior pension
simplification proposals, there are a number, particularly in the Senate
managers' amendment, that come directly from the President;

1. reducing the period for vesting in a multiemployer plan from
10 years to 5, making 1 million more workers immediately vested in their
pensions (House and Senate);

2. doubling the multiemployer guarantee, so that a 30-year
worker whose plan tanks will not be limited to a $6,000 pension (note, however,
that only 14 multiemployer plans have tanked since the program started and
moreover, the guarantee for a single-employer plan maxes out at about $30,000)
(Senate only);

3. PORTABILITY -- making it much easier for workers to start
saving from the first day on the job by changing the nondiscrimination rules so
^jjloyers have no disincentive to allowing saving (many employers say it saves

money to start people immediately rather than having to educate them about
SPPng a year later, so the adminstrative expense argument is probably not very
valid) (Senate only);

4. civil service improvements to help spouses and divorced



spouses get their fair share of their spouse's pension benefits (Senate only); 
and

5. repeal of the limit on benefits for multiemployer plan 
participants, again ensuring that long-service, moderate-wage workers will get 
their full pensions (Senate only).

The major part that we wanted and didn't get is a really good match, coupled 
with a minimum non-matched employer contribution for all plan participants, for 
both the simplified small business plan (this is the major difference left 
between the SIMPLE, which they passed, and the NEST, our plan) or the 401(k) 
safe harbor. This is where the tension between pure simplification, which the 
safe harbor as passed certainly is, and making certain benefits actually go to 
lower-wage workers, came out wrong. I think we need to point this out in the 
"we'll be working on it manner," fully aware, however, that it won't pass (not 
being in either the House or Senate bills, and being strongly opposed by 
business) and that we'll sign a bill even if it's not in.

Ellen

Distribution:

TO
TO
TO
TO
TO
TO
TO

Laura D. Tyson 
Dena B. Weinstein 
Michael Warren 
Thomas O'Donnell 
Chris Dorval 
Pauline M. Abernathy 
Gene B. Sperling
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INCtUDMG THE UANAGERS* AUENOMEMT

RmIYim 1996-2006

fUHions ct Doltus}

Joint ConuniaM on Taxation 
July «, 1906 
JCX-35-96

ProrviahMi

I. Saial Basintta and Other Tax Pravbione
A. Small Business PrOHsions

1 Increase in expenang IxniiatKin lor
small busineseas to $18,000 far 1997.
8I8S00 tar 1998. $19JI00lor 1999.
920.000 tar 2000. $24,000 lor 2001.
924.000 tar 2002.92S.OOO lor 2003
and thereahar....................... ...................

2. Prowde IS-year depredation for gas
stalionfoonwenienoe stores..-...............

3. FICAtfoeradt:
a. Provided for oH-piemisas

ampfoyees.
h. aaiiicatfonofaltockveitats........

4 Treaanent of certain dues paid to
agricuBural or horboultural
orgartutions............................ ..........

5. Fisherman - dartiy exemption Irom
FICA taxes and provido8iat
exemptian applies even a crew
member lacehne da minimis amounts
ol cash paymanls-..........................

8 Change lelaiediiariy and manmxn
sue requiremanls lor irsHine fanner
mduslrieldavefopmenl bonds-.... ..

7. aarily that newspaper carriers arxf
dettibutors are independent
corwadors.................... -................

8. Provide invabaitary oonvarsion
treatment tat Presidantaalty dedared
disaslar eraes.—.... ............... -........

9. leasehold ■mptovmnanls provision...
to 100% meals deductioti for Alaska

seafood processors........ ...................
11. Uodficalion of exdsa tax on hard

dder..
12. Clarilieatfon of Section 530 worker

elBssifcalion safe hartxv.... ............ ...........
13. AdcUional wotkar daseitcation items:

a. Provide that if the taxpayer
redassiiias indaperKtent
cortreciots as employees, this change
does not allet the application ol
the safe harbor lor prior periods............

ENacihO

tyhal231i8«

1996 1997 1999 1998 3090 2001 2002 2009 2084 2BW ppQg 199880 t997-01

.... Ppisota/bDOe

- -06

-7 -24

-175

-37

-2M

-45

■327

-SO

-759

53

•d3S -1.029 -977

55 -61

-928

-42

882

-25

-824

•1S3

-1.583

-209

-8J35

-452

t/iyg7
f»l

-6 -14 -15 -IS -17 -18 -18 -19 -20 -21 •51 -68 -164

- AtogDgrtyp/Wnue fibd ■

tpi I2A31/94 P] ■9 [2J (2| PI PI PI [21 121 |21 f21 -to ■10 -11

bisOOE - -1 -6 •12 -17 -21 -26 -30 -34 -37 -40 -36 -57 -224

spa 12/31/95

ODA12/31/94
Ikta 8^12/96

•6
•12

-14
-22

-10
-19

-10
-16

-10
-13

10 -10 -10
-11 7 -4

10
-2

-10
1

-10
4

-SO
-82

-54
-81

-110
-tOI

tyba 12/31/96 - 1 -2 -2 -2 -2 -2 -2 -2 -2 -2 ■7 9 -19
l/hW - PI -1 •1 -1 -1 -1 -1 -1 -1 -1 -3 -4 -9

spa 1201/96 P) 121 12} f2) 121 -1 -1 -1 -1 -1 1 1 -6

pa t20f/96 PI PI I2| PI P! PI [2] PI PI I2| (31 [31 |31
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pa 12/31/96
-357 -43$ -are -1.0S3 -1.150 -1.107 -1.040 -978 -1.230 -2.079 -7,43$

•yba 12/31/96 - -5 -14 ■16 -20 22 -25 -26 -31 -35 -39 ■S5 -77 •235

tyba 1201/96 
tybe120t/96 — -2

(3J
-2

m
■2

13|
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PI
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-3
P)

-3
P)

-8
14]

-10
15]

-23
15]

tyba 1201/96 ... 12] I2| 12! 12] PI PI P) P) PI PI 12] PI -1
Iybat201/B2 
•yba 1201/96

- |2J 12] [2] P] 12) P] PI (2J 121 12] PJ P) -1

tybe 1201/96 — ]2) m PJ 12] |2) |21 |2J |2] PI {21 PI 12] -1
tyba 1201/99 - -5 -9 -11 -13 -15 -17 ■20 -23 -26 -29 38 53 -168
lyba 1201.>96 — 12) 121 12] 12] P) 12] P) PI PI PI [2] [2] -1
lyba 1201/96 - PI P) I3] 13] 13] 13] 13] 13] P) PI 14] [5| !«l
tyba 1201/96 — [3] PI I3] ra 13) 13] I3| PI PI PI |4| 151 P]
lyba 1201/96 — 131 13] P] PI PI ra PI PI P) 13] 14) 151 P)

ddaDOE — IT] m m 171 FI FI m F) F] FI 17] [7] 17]
^ha 1201/96 — 1 •1 -2 -2 •2 -2 -2 -2 -2 -2 -6 -B -IS
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D. Clarify 'substanliany siaiilar poainonV.
Subtoui ol Small BuaJnaaa Provislani.__

B PnjvisionsfieUlingioSCorpwations 
1 Inoraasantanberolaligiote 

alufaholdafs........................ ......... ........
2. Pamt caitain trusts to hold slock in S

OMQOrAliOM
3. Estand bokta^B Period hir oawui^ tiij^.....
ri. Fmandal instilulians paimillsd to hold

sala-haibordett.... ..................................
5. Authority to validate certaki invalid

6. Allo*ir«air diir,i ei'ih;'ii^
7. Expand poat-ierminalionpanad and

amand subchaplai S audit 
procoduras........ .................... ..................

a. ScoipoiaJionspwiiiiitedtoholdSor
Caubs«tia/ias....._...................... ..............

9. Traalmenl ol distributoru during loss
yeer»—........................... ...........................

10. Tiaatonam of S oorpcuaaons as
shareholders in C corporalions..................

11. EJiiiwialiao ol certain aamingt and
prows ol S corporations-..........................

t2. Traetnant of carlain losses carried
over under at-iisk rules..... ..........................

13 Adjuatments to basis ol inherited S
stock-.................................... .....................

K. Trasfenentoloetlain real estate held 
by an S corporation...... ..............................

15. Tranaition rule lor elections aMsr
lemimatiort...... .................. .......... ...........

16. Treat Snancisl insriMians that do not
use We rasarve method as akgUe 
corporatnns................... .............................

17. PartTxi tax-exempu to be subchaptst 
S shatahoideis wiW UBTI inclusion
and ESOP benefit restriction......................

ia. Interadionol subcht«iMr S iWwiges...... .......
SuMoUl of PtevWoAt Relalina to S Corporatlona.

lyba 12^1/97

II. Pension StaipilicaliiM Piovleloiie
A. SknpUied Distribution Rules

-3
-3a

-2?
-73

-9
32

-•a

•II
-37

-10$

-13
-38

-115

15
■39

-125

-17
-to

-138

•19
-to

-147

-21
-40

-157

■23
-«

-147

-23
-98

•309

-36
•136
-«I8

•131
■335

-1.154

Iwluaioeunrtstribiilians.......... ...................
2 nepaalo1$5,000axdustonof

lyba 1201/99 - 74 77 108 78 70 44 17 15 — — 337 407 483
erptoyeas-daalhbanalils.............................

3 . SimpUad method tor laxlng annuity
ddaOOE - 26 49 52 54 55 55 56 57 57 5d 183 238 521

distributicxis under certain employer
plans....................... .......................................

4. Minimum required distributions......................
asda90daDOE 

yba 1201/96 _
22
-1

28
-4

28
-4

29
-4

29
-4

29
■4

30
-4

30
-4

31
-4

31
•4

107
-13

138
-17

287
-37
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B. inoreatsd Access to Re(i/«mwit Savings Plans-
1. £sial*sh SIMPLE pension plan M

mxUied. but repeal salary raducUiti
SEP*-...... .........—.......—.....—.................. yta 1201/06

2. Tax-exempt organizations e6giWe
under eection -I01<k)..................................... yt* 1201/86

3 Increase avajiabilily of spousal IHAs............. yba 1201/96
C Mmdisciinirnation ProMisions

1. Siniplilisd detniilion ot higMy
comperrsaled employeee [«)........... yb, 1201/96

2 Repeal ol lamriy aggregaton rules [8]........... ypa 1201/96
3. Moditeation of additional parliapaton

rerpaiemanta------ ------ yba 120106
4. SafeMiadioi nondiscriminalion rulas

tor quaHied cash or deistted
arrangements and nwlctting
coratilMdions|l1l---......................... yba 1201/96

5. Oaiitwtian of compensatron lor sectbn
415 purpose*.................................................. yba 1201/97

D. Mboalanaous Pionttons
1. Plae* covering seU-employod

indMArals.—................ ............... ............... yba 1201/96
2. Eltminalian of spedal westirtg rul* ter

muniernployer plans--------------------- ----------- yba 1201/96
3. Distnbulions under rural cooperMive

plans_........ .................. ............... ................ [)0E
4 Treaimem of govemrnenlal plans

under sectionals...... ............. yba 1201/94
SUnHormrebrenrentagalS).............. .............. ybe 1201/96
6. Comrtxilions on beWI of disablad

•"pO/y***................... ...... .....—................. yba 1201/96
7. TreaimentoldeiarredcompansaliOA

plans at Stale and local goventmams
and tax-exempt organizations......... .............. lybe 1201/96

8. Requife aodian 457 plan assets lo
beheidintrusL......................... ..................... OOe

9 Coneclion oi GATT rraerest end
moctalily rata provistans in ttie
ReiimrDant Protedion Ad.... ........................ [12)

10. MuMIple salary reduction agraaments
permiitad under section 403(b)------------ lybe 1201/95

11. Applicaaonoleleahw deferral Uirtf 10
sedion 403(b) plans.-................................... tyfaa 120105

12 Treetmant of Indiw tribal
govammeniB under aedion 403(b)_- —... cpbofa 1201/96

13 Alow waiyar ol 30-day waiting pariori
tor quafiTied plan distribulions.-.-......... ......... pyba 1201/96

14. Repeal ol cxmbined plan hmli....................... fyta t201/99
15. 3-yasf waiver of excess disirtMlon

...... .... ..................................-........... .. 1/1/97
16. Incraasa sactnn 4975 exiase lax on

piohrtiited iransadions Irom 5% lo
10%—........—..........-..... ............. ............ ptoa OOE

17. Troatmanf of leased emptoyoos.................... yba 12/31/96

ON 1187 18M 1888 2800 3061 2001 2003 2D04 2006 2008 198690 1987-01 18864I

_ -50 •76 -79 -81 -84-87-91-94 •97 -101 -286 -370 -840

- -8 -22 -25
•26 -28 -29 -30 -31 -31 •79 -105 -254•S7

fsj
[101

-168

IS] •

-184 -195 -206 219 -233 -248 264 -281 -604 -810 2.055

_ -39 -155 •160 -164 -160 -174 -179 •164 -194 •354 -1224

•1 -1 -2 -2 -2 -2 -2 -3 -3 -4 -6 -18

- (2) -1 -1 -1 -1 -1 -1 -1 -1 •1 ■3 ■4 •9

I»0] [101---

— [2] -1 -1 -2 -2 -2 -2 -2 -2 -3 -S -15

— -7 -21 -24 -25 25 -26 -27 28 29 -30 -77 -102 -242

- -4 ■4 -4. -12 -12 -12

- - - - •72
-195 201 207 -213 -219 226 -72 •267 ■1,333

— 42 44 47 32 - - _ _ - - IK 165 166

- 2 4 4 4 4 4 4 4 4 4 14 18 38
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I a Unltwin penally pioviMxi 10 apply to 
oeftain pansion taporlng
raquu«n«nis._.... ..............................

19 CaatiJy that SECA does not app^ to
ceitain paisonaoa atowance inoonM.........

2tt Direct IRS to de«eJopmodeJ (aims tor 
qualilied domestic ulalicins ordofs 
rOORO') and spousal consmit 
provisions..... ........... ...................................

21 Date of adopbonoi plan amendments.........
22 Permit vctunteerlireSgliters to make

delertab under section 4S7 <limiled to 
S3.000 per year)......... ................... ..............

23. Ckcpprovisianelminating waiting
period alier pensioa election.___________

24. PBGC misBinQ padupant program
113]...™....-......... -............ ........... ...............

25. Alternative nnrxiscrimination rties lor
certain plans that provide tor eerfy 
participation.......................... ...... .................

26 Adow election ot6&6rKj(W< and
eurvivor annuity twnelits................................

27. Increase in mulliemplayer plan
benelits guarameed (13]...... .........................

28. Grant IR$ the discrelion to waive
pension liquidity shortfan esdee tax..............

29. Clen^ dalinition of plan assets......................
30. Church Parisian plan simplilicaliaa'

a. Anew pansion plan coverage for
sell-amployad clergy................................

b. Allow diuicb pension plans to 
use the new aefimbon of highly 
compensated employee in the
bin - Tieasury ealehaitor.......................

c. Alow payroll deduction ot pansion
oontrilxrtions tor dargy on loreign 
missions............................. .......................

SuMotel of Pansion SlmpUfleatlM Ptovialons..

yt>ai2f3iy96

tyt»12r3l79«

ni. Extenaion ol Cwtaln Expiring PravUloM
1 Extend ttwwoifc opportunity tax

credit, with modilications through 
9«V97ItSj...-.......... ...............................

2 Emptoyer-providad educational
asaistanea; sunset altar 12131/97...........

3. R4E credit, with moditicalions through
12731/97...................... .............................

4. Orphandrugtaxctadiithrough
12/31/97 wlh section 39 tonefits............

enaettr. 8996 1M7 1M9 1999 9009 2001 2092 am 2004 2005 9909 199640 1997-01 «99»«9

1/1/97

ybbo/a 1231/94 -

DOE
Ude

do/a 1/1/97

1/1«7

- -2 -5 •7 -9 -11 -13 -16 -ia -20 •23 -23 -34 -124

eM

1/1/99

pama 1231/96 - -
_ - -6 -17 18 -19 -19 -20 -20 -20 -23 -11 -139

(14J - 2 ■3 -3 -3 •3 -3 -3 -13 •13 -14 -11 -14 -60
eeirQATT

1/1/75 — 't ■3 -2 -1 I21 PI I2| (2J (21 [2] -11 -11 -It

ybal231/9S

- MegitgiMe flaiwnoa EMscr •

■MagbgMeFItvenMEfhet-
— 28 -741

1(71/96 - -117 •143 -S3 -33 -12 2 _ —
1/1/95 -136 -1.001 ■307 - ~ - — — _ _
7/1/96 - ■1,279 -811 -373 -2B5 -159 40 — _
7/1/96 3 -21 -14 2 -1 -1 -1 -1 m

-909 -1,188 •4479

376 -368 -390

-1,444 13» -1,444

-2.728 •2,887 ■2927

41 -39 -44
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5. Contribulion ol apprvciated stock to
private foundalions Swrxigii ^2f3^/BT .

S. Extend section 29 bindirto contract
data to 6 monttis attai date of
aoadmant and plaoed-in-seivioe

rtuas

w« 1997 19M im aaoe acai aoaa aoM aw

-7 -134 -21 -7 _ _ _ _

dale to isrsvge tor biomass and coat.........
7. Suspend excise tax on moiortxrat

dieaal through t»3U97...-...........................
8. Eioeedpuolieiy-tiadedpannar^ip

grandtaftiar ffBougti 12/31/99..,_...... ............

OOE

DOE + 7 days

- -8

-4 34

-27

-9

-63 ■ae

Subtotal of Certain Expiring Pnwrlntana- _ -ISO -2^

-7
-1J39

-23
•«1

-17
-403

77 -77 -79

tv. RevanuaOflaali
1- Possesaons tax credit: Wage credit

companies - 6years ot present iaw.
thereailer subject to iraxxne cap and,
after I Oyeaia, wage credit
pwraarlago towered to 40%; Income
companiee ■2yearsofpiesani law
iQllowad btr 8 years aubjeo 10 income
cap: QPSII - repeated later ol re»-h««
years beginning after t2/3t/S5 or

1880410 1007-01 loao-oe

169 -162 -169

-184 -268 -657

-47 -43 •47

-<7
-S406

-47
-5,142

47
-6.72S

eamifios anar 6/3a/g6_........................
2 Aepeal 50% inlerasi income

lyba 1231,gs 190 595 S40 530 475 500 685 1,075 1,295 1,555 2,175 2330 2,640 9.615
exclusion lor IlnandaJ institurion loans
toESOPsliej............ ......... ........

3 Provide ftatpuniiive damages are rx3t
JmaDOE to 64 105 144 182 220 256 2se 327 360 327 505 715 2.287

exdudaine Irom income.......................... an 630/96
4 Provide ftir How Pirough treatment lor

5 7 7 7 8 8 8 8 8 8 26 34 74
Fnenciel Asset Securisizatian
tnveslmant Tnrsts (FASITsj..................... DOE as T

5 Phase out and exland luxury / ■3 -8 13 -18 -24 -30 -37 134 128 4
automobile exose lax ihtou^

CD

12014)2...,............................... ....................
6 Modily two county tax-exempt bend

soft OOE * 7 days 4 ■56 -105 -132 124 183 140 32 _ _ -173 14 182
1--- i rule for local hirrashars of elactricity or 

gas: prohibit naw local tumishers 
(with currant service areas
grandtathared)........................................

7. Ebminataiiaerestalocaiion exception
006 - |I7] 5 1 -1 3 4 8 16 22 24 5 8 82

lor oartain nonfinencial corporations...,.........
8. Roinstaie Airport and Airway Tnjsi

tyta t231/95 35 99 107 123 141 163 187 201 215 228 242 505 833 1,741
1— Fund exdse taxes through4/15/97.
(_) with exemption for lixed-wing
*—) emergency medical aircraft, and
CQ rainmg. oil, and gas industry
a hetiooplers tor ftighls not using FAA
X services..... .............. ................. tp7duaOOE 28 2,871 121 121 12] 121 121 121 12) 121 121 2,899 2.871 2,899



KO
o Page B

CO
t-H

'i)

It
51
u-

1

o PfOvfaioA EWaellva 1M6 1M7 .M 1MB MOO 2001 2008 2003 2004 2006 2096 199M0 1MT-01 19994M

o
z: «i0 of oonstnioion 1« wate< utilities:

diange depreoation kw water ubliiies.... ......
10 Revision of axpatrialian tax rules -

[IBJ - -21 9 -3 11 24 35 45 55 64 73 22 2 274

<7i
add estate tax provision with no
treaty override....... ............................ ........... 2«9S

15
fi

37
12

63
16

97
20

13S
23

181
24

216
IB

247
14

275
12

298
10

318
8

351
79

517
85

IJBU

Subtotal of Revenue OHseto ... .......... .. ..
m AIM 1,904 2515

■ D3ilP9 iJnB 1.2M 1.536 2,179 3,138 6,6» 7,655 tB>M
V. TAchnlRfllKO ........... PI PI PI PI PI PI PI PI PI PI 14 f*l 14

SUBTOTAL OF PARTS 1.. Ml.. (V.. AND V............. 191 .9ijn tjoaso -399 -154 107 449 -625 -1,172 29
VL Other Provtaiana

_J A. MieoeManaous Provisions
1. Exempt bom desel dyeing

requrrement any States exempt bom
Ctsarr Air Act dyeing rsquireniant................... feqa DOE -1 -1 1 -t -1 .4 a a -12- Application ol common paymaster * I •1 “I -4 -S -10
rules to eaitain agency accounts at
Slate universities (19]........................... .........

3. Exempt imported lecyded helons
rpa 12131796 - [201 120) [201 (201 120] PO] POi POj P«H (20) (201 POi

bom ozanedapteting chemicals lax.. ............. cia 12/31/96 -1 -1 -1 -1 .1 -1 -1 « -1
4. AuMiorizs tax^xampt bonds for

-1 -4 S ■10
puiohaseof Alaska Power Authority...............

5 Allow ka lax-hea conversion el
bia DOE — -1 -1 -1 -1 -1 -r ■1 1 -1 -I -4 -5 -10

common bust funds to mutual linds_........... ta 1201/95 -4 -9 jk a A

6 Clarity that Slate prepaid tuition plans
■aS ■9 -9 '9 ■9 -9 -37 -41 -B9

are tax-axampi entities; clarity OlO
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X
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h-
o Pag* 7

o
o
o
-Z.

IT)
CM

kO
CTi

ZD

PievWon 2003 1MM0 tOI7-01 1*W4I

5. Patsond eicBinp*ian deducton and
dapendani caie cradd (Osaltoaed
without taxpayer idenMictfiao nurntw..

Subtotal of Additional Ravanua OtfaMa.
(dSOdaOOE - 133

1 ISt

272
TSa

262
283

249
284

242
281

234
27»

226
217

217
271

209
280

201
274

916
1.008

1.1S8
1.288

2.245
2,881

SUBTOTAL OF PART VI..

MET TOTAL OF REVENUE PfOVBKMB. -. ------- 118 1,077 -743 -82 31 ■258 -1*1 121 3G8 717 1J47 91
Joint Commaeo on Taxation “ ------------------

U
r~>
■V

PQ
CD
DC

00
*—I

tt
s:
Lll

pamt s plao amandmorts mada after
pa-padodt altar
ppiaQi'aA>>p(Of>a(>placadmBsivloeon. allar. or before
praofa - plana racaiving assiaiarKe on or allar
ptoa < prehibilad lianaactiona oceuraing altar
pyba -plan yaan beginning altar
rd 30 da • ralums due 30days ahar
rpa = Mmunarabon paid atar
ao7a > tala»«n or altar
apa > tarviees parformad after
la - tranatars after
lyba-taxable year* beginning alter i
i^daiaOOE >tidwla terr^a&ad 7 days allar data of enitctnwat for travel 7 u
yba - years beginning allar
ybbo/a - years bagaaieig bahua, oa or alter
90daCX3E>90days sflar dais of anacfmenl

'J

—«»

NOTE; Oatails may not add to lolats due to rounding.
Enadmant date is assumed » be August I, I9SS

Legend for •Eflaeiaie" ootoinn: ara • amourds lacawed eiiei
aki m alter Hnal lagilairan* tssued
asda - annuiiy starling date after
tsa • bonds issued tbsr
da - chemicals imported alter
cpbofs - oontiacte purdiasad before, on. or after
dda - daeadanta dying alter
DOA - diaasMrs dadated after
tfofa > dalarrais on «r attar
DOE • data ol eitadiTMnt
eaa QATT = aBediv* as If included in GATT
Icqa - test catendai quariar after
ica DOE e invokmury convatsnna after dale ol enacrnwnl
Ikte = teasahdd impiovamants disposed of abet
bna > loans mada star
lyba - Imitation years begstning after

[tj Eltaclivoas it incfodsd in tea Omnibus Reoonoiation Act of 1893.
|2| Loss of Isas «sn 8500,000
[3} Loss ol Isas man 85 iniaiQn.
j4) Lou ol lass man 815 million.
15] Loss ol loss man 820 iTtelion
(6] Load ol teas man 830 otillion
(7] Gain of lass than 81 inillon.
|8] Ravanuaenact after lrVB9 siduded in the revenue estimate lor me sale harbor provisian rfoa to intermaiwis between ttes provision and lam II C 4
[9| Loss of lass than 810 aaUian

|I0| Nagtgibit fsvenueenact.
(Ill This praviaion oonsidaisinieractianefteias of SB4PLE rebrament plan provisions (Items II.C.1, II.C2. and ll.D 5)
|12) EfteciiveasBioclutedinfbaGaoeralAoieemenionratiKsandTiadaal 1994.
(1^ Eadmatapnaridad by Pie Congrassianal Budget OOica. NegatnenunbarsinrAcalemafFectemlouHays will increase
(14) Eltective for plans IhBl did nmraceiveaasiatanMpayinanb prior to Ilia date olenactewnt.
(15] rate al MVon Brd W.OOO ol moama; aligibla worksta sotpanded lo inriucte weBara cash redpiaras, veteran loodbteaip leoplents, wsllB - 24 year Ms living in a household reoeivirn

f^alampstorBpenodolatlassl3inoa«tisonmedal8olliirataithoulpie«tlilication;375hour>iiDrlciBquinBmant;2ldByoertllieat)aorBquifOih«iL ^
I16J The repeal would not apply to bans mads pusuant 10 a binding contract entered into balotaS7tlV96.
|17) Gainol less man 8500,000.
[19) r iT^1*?—alter 6rt2fl6 with the axoepbon of certain prapaity aiiiisci to a binding comract before 6/1096.

(20) Loss ol less man $1 miPion.

\



NOTES ON “SMALL BUSINESS” TAX BILL PASSED BY SENATE 7/9/96

Increase amount of property smaller businesses are able to expense instead of capitalize and 
depreciate (Section 179) from $17,500 to $25,000 (phased-in increase that reaches $25,000 in 
2003). (-$2.5 billion through 2002) Administration proposed something like this in 1993 and 
strongly supports this increase.

Permit convenience stores with gas stations to depreciate their property over 15 years rather than 
39 years. (-$250 million through 2002) Administration opposed this as a special interest 
provision; it was designed to help Southland Corporation, owners of 7-11)

Loosen constraints on S-corporations (allowing greater number of shareholders, more flexible 
organization forms, etc.) (-500 million through 2002) Administration generally supported 
these provisions, though had some minor qualms - at this point the Administration 
probably wants to claim credit.

Pension simplification - lots of individual items ($-1.8 billion through 2002). Not as favorable to 
encouraging coverage and portability as the Administration proposal (and tilted more to 
business owners instead of workers), but overall not a bad attempt at simplifying some of 
the most complicated provisions in the Tax Code. Administration should probably try to 
claim credit for all the good outcomes and still cajole the Congress to do more for workers.

Extend Work Opportunity Tax Credit (formerly Targeted Jobs Tax Credit) through 9/30/97 
(-$400 million through 2002) Some changes are included to make the credit more effective than 
the TJTC. The Administration has provided lukewarm support for this provision.

Extend exclusion for employer-provided education benefits (Section 127) through 12/31/97 (- 
$1.4 billion through 2002) Extends prior law; does not include the Administration’s proposed 
small business tax credit for employer-provided education. Administration should be pleased- 
with this outcome; credit covers graduate education and the extension is for a meaningful 
period of time.

Extend R&E tax credit through 12/31/97 (-$2.9 billion) Extends prior law, but leaves a gap in the 
coverage of the R&E credit; expenses incurred after June 30, 1995 and before July 1, 1996 do not 
qualify for the credit. The Administration supports the extension of the credit; would prefer 
if credit were made permanent; would prefer if the 12-month “gap period” were covered; 
allowing the credit to expire for 12 months provides a had precedent for future credit 
expirations ~ firms will not rely on expectation of credit being extended in making their 
R&D investment decisions.

Section 936 (Possessions tax credit) (+$3.3 billion through 2002) Phases down tax credit 
available to firms with operations in US possessions (primarily Puerto Rico); reduces economic 
activity portion of credit by about 1/3; reduces income-based portion of credit entirely over 10 
years. Not as harsh as the House-passed version of this provision, but Administration 
strongly believes that phasing out the income-hased portion of the credit while maintaining



the economic activity portion is a far preferable course of action. Administration budget
proposal would scale back income-based portion of the credit and would use the revenues
generated to improve job-training and investment opportunities in Puerto Rico; the
Congressional proposal does not direct increased investments to Puerto Rico to compensate
for the loss of the credit.

Repeal 50 percent interest exemption for ESOP loans (+$1 billion through 2002) Reduces the
financial benefits of establishing ESOPs by substantially scaling back tax benefits. The
Administration has expressed concerns about this provision because it believes that ESOPs
have some positive effects on worker productivity (even though the evidence is equivocal).

Reinstate Airport and Airway Trust Fund excise taxes (e.g., airline ticket tax) through 4/15/97
(+$2.9 billion through 2002) Administration supports extension of these taxes as a way to
pay for air safety; Congress should not have let these taxes expire in the first place; these
taxes will have to be revisited next year; FAA bill in Senate would establish a study of
possible user fees to replace these taxes and provide funding source for FAA and for airport
construction, rehabilitation, expansion, etc.

Revise expatriation tax rules (+$700 million through 2002) Generally consistent with
Administration proposal.

Require taxpayer IDs for personal exemptions and dependent care credit (+$1.4 billion) Probably
not a bad idea to increase compliance.
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Small Busineaa Pfovieions

1. ^’cultural dues - provision in the bill back to VI/87.
Z Fishermen de minimis payments - apply provision in the bill back to 1/1/84.
3. Worker dassifleation (additional Items):

a. Future change In status does not preclude section 530 safeharbor for 

previous years.
b. The relationship between the parties (not merely the worker's duUes) must

be considered re section 530 (clarification of "substantially similar 
position").

. «

Pension SimolifleaKon Pmviatnnjc

?

1.
2.

3.
4.

5.

6.

— 7.

8.

Drop provision in the bill eliminating waiting period after pension election.
Apply PBGC missing participant program to defined contribution plans on a 
voluntary basis.
AltOTalive nondiscrimination rules for eaffy participation (effective 1/1/99).
Add a n w loini and survivor benefit election (prospective - add when plans are 
amended In the future; no additional cost to employers).
Inflatiori increase to PBGC benefit guarantee for multi-wiployer plans (suspend 
benefit increase if surplus declines more than 50%).
Federal employees: [open for response from Govt Affairs Comm.]
a. Employee contnbutions to federal retirement plans may be subject to 

divorce court order.
I* K protection for spouses of former federal employees.
Labor Committee's ERISA provision re tjarrisTrust decision (clarify that no relief 
from criminal fraud).
Church pension plan simplification:
a- Allow combined pension plan coverage for self-employed derov fso- 

called "mobile ministers").
b. Allow pro-ERISA pension plans to use the new definition of highly 

ojmpensated employee in the bill; authorize Treasury (but do not require) 
to design a nondiscrimination safeharbor for church plans.

c. Allow payroll deduction of pension contributions for dergy on foreign 
missions.

1of2
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1. uiistance ^ extend through 12A31/97 (adds 1 year)
2. R&E eredrt - extend through 12/31/97 (adds 6 months)
r ^ *• V\n^h 12^1/97 (adds 6 months).

private foundations ~ extend through 12/31/97 (adds 6

Si Section 29:
a. Extend placed in service date to 12/31/90 (adds 1 yw).
b. unreiated party rule for fuel used to generate electricity (date of

c n- I ®*'*J**^^ through 12/31/98). [NOTE: This may be a rifleshot]
7 D M? motorboats - suspend thro 12/31/97 (adds 6 months)
7. Publicly traded partnerships - extend through 12/31/99 (adds 2 years).

Other, Proviatona

.0 r-cu.„

Revenue Offset^

1.

7—3.
;--4.

5.
Ai^rt tax*. _ «dend Ihreush 7?? (add* ?? nwnms).

C0f.vw.i0f> of scholarship funding cofporations (23) to Uxablo
1.*!^ ™Wclefical Sffor pfoeaduie (dr filing status, dependen.?

W«n.ifio.«on

Taehnlcals ta (8^4 iy|[[

2. drafting error re new aitemaliva R&E credit _____ .
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTDN, D.C. 2D5CS July 8, 1996 
(Senate)

Statement of Administration Policy
(This statement has bsn co«dikaied by OMB with the cxwcerned agencies.)

H.R. 3448 - Small Business Job Protection Act 
(Archer (R) Texas)

The Adihinistration, while supporting Senate passage of a number of provisions of H.R. 3448 as 
amended by the Finance Committee, will seek fiinher amendments to the bill. .4nd, as stated in 
the President’s June 28th letter to the Senate, a copy of which is attached, if H.R. 3448 is 
presented to the President with the minimum wage provisions of the Republican leadership 
amendment, the President will veto the bill.

The Administration strongly opposes section 1601 of the bill, which would repeal the tax credit 
related to corporate investments in Puerto Rico while allowing several grandfather rules for 
existing companies. The Administration urges the Senate to delete this provision and adopt 
instead the proposal to reform the credit contained in the President’s FY 1997 Budget. The 
Administration’s proposal provides tax beneOts for new and expanded operations based directly 
on real economic activity in these underdeveloped areas. The projected revenue savings from 
the reform of this credit would be used for social and emplovmcnt training programs in Puerto 
Rico. Unlike section 1601, the final legislative language concerning the credit should contain 
effeaive mechanisms to promote job creation in the islands.

The Administration will also work with Congress to adopt other amendments as described 
below.

Provisions Supported bv the Administration and Additional Recommended .Amendments

The Administration suppons many of the revenue provisions ofH.R. 3448, which are consistent 
with Administration proposals to strengthen small businesses, simplify pension laws, reinstate 
incentives for research and development, and improve incentives for education and work 
opponunities.

In particular;

• jsmaH Business Expensing. The Administration strongly supports the bill’s increase from 
$17,500 to $25,000 for the amount of tangible personal property that small businesses 
can expense. The President supponed such an increase in 1993 and in his FY 1997 
Budget, although with a faster phase-in.
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Emnlover-Provided Educational A<;i;i<;Tance. The Administration supports the temporary 
extension of the income exclusion for employer-provided educational assistance, 
including the exclusion for post-graduate level education. The Administration will work 
with Congress to provide a permanent extension of the exclusion. The Administration 
also supports a 10 percent tax credit for educational assistance provided under seaion 
127 plans for small businesses with annual gross receipts of $10 million or less.

Research Tax Credit. The Administration strongly supports full reinstatement of the 
research tax credit back to its June 30, 1995, expiration date. The Administration will 
work with Congress to make the credit permanent. The Administration continues to 
believe that full, permanent reinstatement should take priority over modifications to the 
credit such as those contained in H.R. 3448.

Orphan Dn)g Credit. The Administration strongly supports full reinstatement of the 
orphan drug credit and will work with Congress to make the credit permanent.

Qifts of Aopreciated Stock to Private Foundations. The Administration strongly 
supports this provision and will work with Congress to make it permanent.

Work Opportunity Tax Credit. The provision for a new Work Opportunity Tax Credit 
addresses many of the criticisms of the prior Targeted Jobs Tax Credit, particularly 
increasing the period of retention for eligible workers. The Administration will work 
with Congress to improve the scope and effectiveness of the new credit.

Pension Simplification. Many provisions of H.R. 3448 were included in the President s 
pension simplification proposal announced in June 1995 at the White House Conference 
on Small Business. The Administration is concerned, however, that the safe harbor 
provisions applicable to both SIMPLE and 401(k) plans do not ensure that middle and 
low'er-wage workers will benefit from the provision of tax-advantaged retirement 
savings plans. The Administration will work with Congress to modify these safe harbors 
so that employers taking advantage of them are required to provide meaningful coverage 
to these workers. The Administration is also concerned that the three-year waiver of the 
excise tax on very’ large retirement distributions would add complexity and could 

actually encourage plan sponsors to terminate plans.

isuhehapter S. The Administration also strongly supports most of the reforms in the bill 
relating to Subchapter S (closely held) corporations, and vvill work with Congress to 
provide further reforms and to ensure that reforms are appropriately targeted to the 

intended beneficiaries.

Technical Corrections. The Administration supports the long-overdue enactment of 
technical corrections to recent tax legislation and will w'ork with Congress to achieve a 

consensus package of technical corrections.
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Obiectionable Provisions

Classification of Workers for Emnlovment Tax Purposes. The Administration has 
concerns about certain changes proposed to section 530 of the Revenue Aa of 1978, 
which provides “safe harbors” under which an employer has a reasonable basis for 
treating a worker as an independent contractor rather than as an employee for 
employment tax purposes. The most important concerns are with proposed changes that 
would: (1) shift the burden of proof to the Internal Revenue Service with respect to the 
application of section 530; and (2) replace the safe harbor for reasonable reliance on a 
long-standing praaice of a significant segment of the industry with a rigid numerical 
test.

Special-Interest Provisions. The Administration opposes the inclusion in H.R. 3448 of 
numerous special-interest provisions.

Revenue Offsets

The Administration has serious concerns wth the offset provision in H.R. 3448 that would 
repeal tax benefits for cenain employee stock ownership plans that provide meaningful 
employee ownership. Several of the offsets - relating to interest allocations for nonfinancial 
corporations, tax treatment of expatriates, basis adjustment rules under section 1033, 
withholding on certain gambling winnings, and reinstatement of airport and airway trust fund 
excise taxes — are included in the President’s balanced budget proposal. These offsets should 
be reserved for deficit reduction and meeting balanced budget goals. In working wdth the 
Congress to develop an improved bill that is consistent with the Administration’s recommended 
amendments, appropriate offsets will be sought.

Proposal.^ Nor Addressed in H R. 3448

In the context of an overall balanced budget plan, the Administration will work with Congress 
to provide other incentives previously proposed by the Administration but omitted from this bill. 
Such incentives include the 510,000 deduction for postsecondary tuition and training expenses, 
the Si,500 tax credit for postsecondaty tuition, and incentives to revitalize economically 
distressed areas by cleaning up abandoned, contaminated properties, and creating new 
Empowerment Zones and Enterprise Communities.

The Administration would also support an amendment to the Foreign Sales Corporation statute 
as it applies to licenses of software, and will work with Congress to develop an acceptable 

package, including appropriate revenue offsets.

Pav-As-You-Go Sconng

H.R. 3448 would affect receipts; therefore, it is subject to the “pay-as-you-go requirements of 
the Omnibus Budget Reconciliation Act of 1990. OMB’s scoring of this legislation is under 

development.



PRESIDENT CLINTON’S RETIREMENT SAVINGS AND SECURITY ACT

Millions of Americans do not have adequate retirement savings and are worried about their retirement and 
^ing a burden on their children. The Retirement Savings and Security Act would empower more Americans 

save for their retirement by expanding pension coverage, portability, and protections.

• Expands Pensions to help the 51 million working Americans -- nearly half of private-sector workers ~
not currently covered by an employer-provided plan save for their retirement.

• Increases Portability by removing the obstacle course facing many workers when they change or lose
their job and want to bring their retirement savings with them and keep saving.

• Enhances Protections so hard-working Americans do not have to worry whether their retirement
savings will be there when they need them.

THE RETIREMENT SAVINGS AND SECURITY ACT MEETS THESE CHALLENGES 
WITH A 5-PART PLAN:

1. New Small Business 401fk) Plan — To Expand Pension Coverage: While 76% of workers in large
+ businesses have employer-provided pensions, only 24% of workers in small businesses do. The

Retirement Savings and Security Act offers small businesses a simple small business "401(k) plan," called
the NEST, that could expand pension coverage to up to JO million workers:

^C,0D0
• $5,000 Tax-Free Contributions. Workers could save up to $5,000 a year tax-free through automatic

payroll deductions.

• Employers Contribute 3% of Salary or 1% Plus a Match of Up To 5% of Salary. —

• One-Page Form. Cuts through the red tape with a simple, one-page form without complicated employer
filing, calculations, or testing.

• 100% Portable. All contributions would be immediately vested and fully portable.

The Retirement Savings and Security Act expands coverage in many other ways as well: it simplifies 
401(k) plans for all businesses as recommended by Vice President Gore's Reinventing Government 
initiative, makes the 9 million employees of non-profit organizations eligible for 401(k) plans, enables 
relatives who work in a family business to earn their own retirement benefits, and repeals unreasonable 
limits on benefits for certain disabled and low- and middle-income union and state and local government 
employees. /a ScAcic owL.

Expanded IRAs — To Increase Pension Coverage and Portability: Deductible IRAs are available only 
to families who have pension coverage if household income is under $50,000, and can be withdrawn 
penalty-free only after age 59‘/2. The Retirement Savings and Security Act makes IRAs more attractive 
and expands eligibility to 20 million more families:

I g • Allows Withdrawals for Education and Training, First Home Purchases, Major Medical Expenses,
I During Long-Term Unemployment: Allows penalty-free IRA withdrawals for these major life

**~T.-^xpenses to encourage more families to save.

1a

6>0\s

2.

Doubles Income Eligibility: The Act doubles the income limits from $50,000 to $100,000 for married 
couples, and from $35,000 to $70,000 for single taxpayers for a deductible IRA where a family member 
has pension coverage. More middle class families - especially those with two earners ~ would be 
eligible for this expanded IRA that reduces taxes by up to $1,120 a year.



3. Increases Pension Portability: Workers who change jobs and want to take their retirement savings with them 
• ‘ and keep saving currently face a multi-faceted obstacle course. The President's plan could help over 5 million 

workers each year who have an employer-sponsored pension plan and who change jobs;

. Away 1-Year Wait To Save At a New Job: Millions of workers are forced to wait 1 year before they can enter
new employer's pension plan. The Retirement Savings and Security Act changes a law that encourages private 

lyyo^J^employers to impose a 1-year waiting requirement, and eliminates the waiting period for new federal employees to make 
--------pre-tax contributions to the Thrift Savings Plan.

• Green Light for Employers to Accept Rollovers: Today, 50% of workers in 401(k) plans are in plans that do not 
accept rollovers from new employees. The Treasury will issue new rules to make it easier for employers to accept 
rollovers into their plans.

• Expanded IRAs and New Small Business 401(k) Plan Will Increase Portability: Expanded IRAs and the new small 
business 401(k) plan are both fully portable.

Ensures that Workers Receive Benefits After They Change Jobs or the Employer Folds: Ensures workers get the 
benefits they earned, even if they have long since left the job or the employer is no longer in business, by using the 

I PBGC as a clearinghouse for terminated plans.

Secures Portability for Veterans: Changes tax rules to ensure that veterans who serve their nation are not penalized 
and can continue their pension coverage when they return from service.

• Guarantees Benefits for Workers on the Move: Reduces the vesting period from 10 to 5 years for multiemployer 
H fS " which cover union workers such as construction workers who frequently change jobs - to ensure they don't lose

their benefits if they've worked for 5 years.

requ
4. Enhances Pension Protection and Security; The Retirement Protection Act, enacted in 1994 at the President's 
^quest, has reduced pension underfunding for the first time in a decade, protecting the benefits of 40 million

pkers and retirees in traditional pension plans. In 1995, the Labor Department launched an initiative to protect 
ings in 401(k) plans from misuse, recovering to date over $7 million for approximately 9,000 workers. The 

Retirement Savings and Security Act further enhances pension security:

Prompt Action on Misuse of Funds: Requires plan administrators and accountants to report promptly serious 
(,‘<1 misuse of pension funds, with fines of up to $100,000. Ci’OJ

• Protects Government Employees' Savings from Orange County-Style Fiascos: Requires state and local government 
M hS pension plans be held in trust so that employees do not lose their savings if the government declares bankruptcy, as

Orange County recently did.

• Strengthens Protection of 9 Million Union Workers' Savings: Doubles the maximum level of annual benefits 
S£--**^uaranteed under multiemployer plans. For 30-year workers, the level would be increased from $5,850 - the level set

in 1980 - to $12,870.

• Enhances Pension Protection for Survivors of Civil Service and Railroad Pension Systems Participants, Primarily
Women and Children: Provides survivors of Civil Service Retirement System participants who die prior to receiving 
benefits with the option to receive an annuity, ensures that court orders concerning refunds of CSRS contributions are 
obeyed, and that surviving spouses and dependents of railroad worker.s receive benefits fully comparable to Social 
Security benefits. C^\\ j5<-cV^ So—|oU_ Q.D^O^

5, Prevents Pension Raiding: In the 1980s, companies raided more than $20 billion from over 2,000 pension 
plans covering 2.5 million workers and retirees. Legislation in 1990 curbed pension raiding by imposing a stiff 
excise tax of up to 50% on these pension reversions.

^^BOppose Proposals that Allow Corporate Pension Raids: The Administration will continue to oppose any legislation 
f'/^^^that encourages pension reversions, such as the one in the GOP budget.

• Report on Pension Reversions: To ensure that current rules continue to prevent the abuse common in the 1980s, the 
jOt-^^A/^etirement Savings and Security Act requires the Secretary of Labor to report regularly on activity in this area.
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PRESIDENT CLINTON’S RETIREMENT SAVINGS AND SECURITY ACT

* Millions of Americans do not have adequate retirement savings and are worried about their retirement and
^^ing a burden on their children. The Retirement Savings and Security Act would empower more 
^^Pnericans to save for their retirement by expanding pension coverage, portability, and protections.

• Expands Pensions to help the 51 million working Americans — nearly half of private-sector workers
" not currently covered by an employer-provided plan save for their retirement.

• Increases Portability by removing the obstacle course facing many workers when they change or
lose their job and want to bring their retirement savings with them and keep saving.

• Enhances Protections so hard-working Americans do not have to worry whether their retirement
savings will be there when they need them.

i

THE RETIREMENT SAVINGS AND SECURITY ACT MEETS THESE CHALLENGES
WITH A 5-PART PLAN: 4-^

1. New Small Business 40inO Plan — To Expand Pension Coverage: While 76% of workers in large
businesses have employer-provided pensions, only 24% of workers in small businesses do. The
Retirement Savings and Security Act offers small businesses a simple small business "401(k) plan,"
calle^,jfee-NEST, that could expand pension coverage to up to 10 million workers:

• ^ SSjOdOTax-Free Contributions. Workers could save up to $5,000 a year tax-free through automatic
payroll deductions.

• Employers Contribute 3% of Salary or 1% Plus a Match of Up To 5% of Salary.

• One-Page Form. Cuts through the red tape with a simple, one-page form without complicated
employer filing, calculations, or testing.

• 100% Portable. All contributions would be immediately vested and fully portable.

The Retirement Savings and Security Act expands coverage in many other ways ^ well; it simplifies 
401 (k) plans for all businesses as recommended by Vice President Gore’s Reinv^ting Government 
initiative, makes tlie 9 million employees of non-profit organizations eligible for 401(k) plans, enables 
relatives who work in a family business to earn their own retirement benefits, and repeals unreasonable 
limits on benefits for certain disabled and low- and middle-income union and state and local 
government empIoyees.(^ />,«. ] 'sj

Expanded IRAs — To Increase Pension Coverage and Portability': Deductible IRAs are available 
only to families who have pension coverage if household income is under $50,000, and can be 
withdrawn penalty-free only after age 59The Retirement Savings and Security Act makes IRAs 
more attractive and expands eligibility to 20 million more families:

• Allows Withdrawals for Education and Training, First Home Purchases, Major Medical
Expenses, and During Long-Term Unemployment: Allows penalty-free IRA withdrawals for these
major life expenses to encourage more families to save.

• Doubles Income Eligibility: The Act doubles the income limits from $50,000 to $100,000 for
married couples, and from $35,000 to $70,000 for single taxpayers for a deductible IRA where a
family member has pension coverage. More middle class families - especially those with two earners
- would be eligible for this expanded IRA that reduces taxes by up to $1,120 a year.

2.

L

■f.
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^ Increases Pension Portability; Workers who change jobs and want to take their retirement savings wit] 
them and keep saving ctirrently face a multi-faceted obstacle course. The President’s plan could help over i 
rhillion workers each year who have an employer-sponsored pension plan and who change jobs:

Takes Away 1-Year Wait To Save At a New Job: Millions of workers are forced to wait I year before they car 
enter their new employer’s pension plan. The Retirement Savings and Security Act changes a law that encourages 
private employers to impose a 1-year waiting requirement, and eliminates the waiting period for new federal 
employees to make pre-tax contributions to the Thrift Savings Plan. (/^

------ ^------------- TSf
Green Light for Employers to Accept Rollovers: Today, 50% of workers in 401(k) plans are in plans that do nr 
accept rollovers from new employees. The Treasury will issue new rules to make it easier for employers to accept 
rollovers into their plans.

• Expanded IRAs and New Small Business 401(k) Plan Will Increase Portability: Expanded IRAs and the new
small business 401(k) plan are both fully portable. ,

• Ensures that Workers Receive Benefits After They Change Jobs or the Employer Folds: Ensures workers gel
the benefits they earned, even if they have long since left the job or the employer is no longer in business, by using 
the PBGC as a clearinghouse for terminated plans. N®V i« UkT

• Secures Portability' for Veterans: Changes tax rules to ensure that veterans who serve their'hation are hbt penaliz
and can continue their pension coverage when they return from service. 1^ -t-

• Guarantees Benefits for Workers on the Move; Reduces the vesting period from 10 to 5 years for multiemploye
plans - which cover union workers such as construction workers who frequently change jobs -- to ensure they don’ 
lose their benefits if they’ve worked for 5 years. U

4. Enhapces Pension Protection and Security: The Retirement Protection Act, enacted in 1994 at the 
President’s request, has reduced pension underfunding for the first time in a decade, protecting the benefits o 
40 million workers and retirees in traditional pension plans. In 1995, the Labor Department launched an 
initiative to protect savings in 401(k) plans from misuse, recovering to date over $7 million for approximate!) 
9,000 workers. The Retirement Savings and Security Act further enhances pension security;

• Requires Prompt Action on Misuse of Funds: Requires plan administrator? and accountants to report promptly
serious misuse of pension finds, with fines of up to $100,000. L. H —

•• Protects Government Employees’ Savings from Orange County-Style Fiascos: Requires state and local 
government pension plans be held in trust so that employees do not lose their savings if the government declares 
bankruptcy, as Orange County recently did. ^ UJ’S

• Strengthens Protection of 9 Million Union Workers’ Savings: Doubles the maximum level of annual benefits 
guaranteed under multiemployer plans. For 30-year workers, the level would be increased from $5,850 — the level 
set in 1980 ~ to $12,870. I ^

• Enhances Fensioo Protection for Survivors of Civil Service and Railroad Pension Systems Participants, 
Primarily Women and Children: Provides survivors of Civil Service Retirement System participants who die pric 
to recieving benefits with the option to receive an armuity, ensures that court orders concerning refunds of CSRS 
contributions are obeyed, and that surviving spouses and dependents of railipad workers receive benefits fully
comparable to Social Security benefits.I. 5 lA h>ll —i

i+JCAV-1 A. . 4 cv»C,+.
Prevents Pension Raiding: In the 1980s, companies raided more than $20 billion from over 2,000 pensio 

plans covering 2.5 million w'orkers and retirees. Legislation in 1990 curbed pension raiding by imposing a st: 
excise tax of up to 50% on these pension reversions.

Oppose Proposals that Allow Corporate Pension Raids: The Administration will continue to oppose any legislati 
that encourages pension reversions, such as the one in the GOP budget.

Report on Pension Reversions: To ensure that current rules continue to prevent the abuse common in the 1980s, t 
Retirement Savings and Security Act requires the Secretary of Labor to report regularly on activity in this area.

U \\ -.N
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REFORMULATE PUERTO RICO AJ® POSSESSIONS
TAX CREDIT (SECTION 93<0

Current T^w

Domestic coiporations with business operations in U.S. possessions (including, for
this purpose, Puerto Rico and the U.S. Virgin Islands) may elect under Code section 936
generally to diminate the U.S. tax on certain income which is related to their
possesfflon-based operations. The section 936 credit may offset the U.S. tax on the following
types of income: (1) foreign source income arising from the active conduct of a trade or
business within a U.S. possession or from the sale or exchange of substantially all of the
assets used by the taj^yer in the active conduct of such trade or business, or (2) income
from CCTtain investments in the possessions or in certain Caribbean Basin countries
("qualified possession source investment income", or "QPSII"). The credit spares the
electing coipoiation U.S. tax whether or not it pays income tax to the possession.

Limitations on the active-business element of the credit were enacted in 1993.
Section 936 companies may elect either a reduced percentage of the profits-based credit as
allowed under prior law (60 percent in 1994, phasing down to 40 percent beginning in 1998),
or a limitation based on Ae company’s economic activity in the possessions (measured by
wages and other compensation, depreciation, and certain taxes paid).

RMicnng for Change

The Administration proposed to reformulate the credit in 1993 to make it a more
efficient incentive for job creation and economic activity in Puerto Rico; the amendments
pnartwt in 1993 moved part way toward the Administration’s proposals. The Administration
continues to believe that any credit should provide an incentive for increased economic
activity in the possessions rather than merely an incentive to attribute profits there.

To provide a more efficient tax incentive for the economic development of Puerto
Rico and other U.S. possessions, and to continue the effort toward this goal that was begun
in the 1993 Act, the proposal would modify current law to (1) phase-out the profits-based
branch of the active-business portion of the credit over five years, beginning in 1997, and (2)
allow excess amounts of economic-activity limitation to be carried forward for up to 5 years,
effective for taxable years beginning after the date of enactment. The proposal would retain
the economic-activity limitation on the active-business portion of the credit, as well as the
passive-income portion of the credit for taxes otherwise payable on QPSn,. as under present
law.

-93-
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Number of private wage and salary workers earning less than 
$40,000 annually and participating in a 40l(k) plan

Total

Number who also participate in 
another employer pension plan 

Number who participate only in 
a 401(k) plan

13. OM

4.1M

8.9M

i^rV)

^WnsT TU.
^ STM

Source: Employee Benefits Supplement to the April 1996 Current 
Population Survey.



SMALL BUSINESS BILL AND PENSIONS
July 9, 1996 7:00 pm

POTUS PROPOSALS IN HOUSE AND SENATE:

Coverage:
• Small business plan, but it's the SIMPLE rather than the NEST.

• Employer contributions different from NEST: not as generous match
• Safeharbor provisions (i.e. requirements must meet to avoid nondiscrimination

rules) are weaker than in NEST and apply to 401 (k) plans as well. There is no
mandatory 1% non-match employer contribution.

• Simplifies 401(k)s
• 401(k)s for non-profits
• Repeal limits on benefits for public employess but not multiemployer (Section 415)

(multiemployer included in manager's amendment at the last minute)
• Repeals family aggregation limits

IRAs — none of POTUS expansions; includes spousal IRAs

Portability:
• Veterans technical corrections
• Reduce multiemployer vesting from 10 to 5 years

Pension Security:
• Puts public pensions in trust (Section 457 in trust) Orange County provision

IN HOUSE AND SENATE BUT NOT POTUS BILL:

3-year waiver of 15% tax on large (excess of $155,000) distributions (revenue raiser) 
Repeal of the $5,000 death benefits exclusion. This benefit is included in many 
collective bargaining agreements (Raises $293 million through 2002)
Spousal IRAs ($2,000) (Costs $1 billion through 2002 )
Repeals tax benefits for certain ESOPs (Raises $1 billion through 2002; also in vetoed 
reconciliation bill)
Model QDROs for divorce in Senate bill (we had planned to do it without legislation) 
New joint and survivor option in Senate bill only (Mosely-Braun)

IN MANAGERS AMENDMENT
Repeal limits on benefits for multiemployer plans, not Just public employees (Sec.415) 
Portability:
• Elimination of 1-year wait for 401(k)s (changing effective date to 1/1/99)
• PBGC missing participants clearinghouse
Increase in the multiemployer guarantee 
Makes model QDROs "sample" only (Treasury supports)
Labor Committee's ERISA provision overturning Harris Trust SCOTUS decision (DOL 
and employers support, AFL-CIO and AARP oppose)
Mosley-Braun civil service provisions from President's bill



POTUS PROPOSALS NOT IN HOUSE OR SENATE BILLS OR IN MANAGERS 
AMDT:

Strong safeharbors from nondiscrimination rules (i.e. requirements must meet to avoid 
nondiscrimination rules) They do not have a 1% mandatory non-match employer 
contribution for both the small business plans and 401(k) plans.
NEST small business plan rather than the SIMPLE;
• Their employer contributions less generous than NEST
• Their safeharbor provisions less protective than NEST 
Eliminating the 1-year wait for TSP
Our regulatory proposals to encourage acceptance of rollovers 
IRA expansion 
Audit bill
No reporting on reversions
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DEPARTMENT OF THE TREASURY
WASHINGTON

assistant SeCRCTARY June 17, 1996

MEMORANDUM FOR SECRETARY ROBERT E. RUBIN
DEPUTY SECRETARY LARRY SUMMERS

FROM:

SUBJECT;

DONALD C. LUBICK '('jC
acting assistant secretary (TAX POLICY!

SENATE FINANCE COMMITTEE ACTION ON 
SMALL BUSINESS JOB PROTECTION ACT OF 1996

On Junfe 12, 1996, the Senate Finance Committee agreed by unanimous voice vote to report 
out an amended ta;c title to the minimum-wage legislation, H.R, 3448, the Small Business 
Job Frotection Act of 1996. it contains a gross tax cut of about $13 billion and will add 
about $7.7 billion to the deficit (1996-2002) as compared to the President’s budget. The 
$7,7 billion dollar figure represents the excess of pay-fors also contained in our budget over 
tax cuts also contained in our budget (treating Section 936 proposal as not being a pay-for in 
our budget). Of course, we support many of the provisions that were not in our budget 
(e.g., extension of expiring provisions, S Corporation reform, prepaid tuition clarification).*

The bill includes (i) tax initiatives with the general theme of labor and small business; (ii) 
expiring tax provisions; (tii) a variety of revenue offsets; (iv) a variety of special-interest 
provisions and member items; and (v) technical corrections. Many of these proposals were 
derived from the vetoed Balanced Budget Act (BBA). The bill was voted out on a bipartisan 
basis, notwithstanding a variety of objectionable provisions. The members agreed in advance 
not to offer any amendments, although amendments will probably resurface during the Senate 
floor debate.

’ On June 12, 1996, tnc Finance Committee also ordered reported H.R. 3286, “The 
Adoption Premotion and Stability Act." U provides for a $5000 adopuon tax credit, similar 
to the legislation that has already passed the House and which the Admini.stration supported. 
(Differences in the Finance Committee version of the adoption tax credit include increasing 
the credit to $6000 for special-needs adoptions and sunsetting the credit for non-spedal needs 
adoptions after December 31, 2(X)0,) The two pay-fors ia this legislation — reform of the 
Incomeforecast method of accounting and repealing the special bad-debt deduction for 
thrift institutions - are also included in the President’s FY 1997 budget. Thus, this 
legislation - which is on a separate track from the minimum-wage legislation - adds 
about an additional $1.7 billion to the deficit, relative to the Pi'esident’s budget.
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We will be required to prepare a Statement of Administrative Policy (SAP) shortly and 
should meet to discuss what our positions should be. In addition to the general budgetary 
concerns and our views as to some of the specific provisions, we should discuss whether wc 
should take any specific action on spousal IRAs, the expiring provisions -- particularly 
Section 127 educational assistance (tire Labor Department would like us to do more on the 
small business credit) and the R<SiD credit (we may have to take a position on the gap) — and 
the FSC/software i:$sue, which has not been addressed in this bill.

Here is a listing of the provisions. The ones that merit the most discussion are highlighted.

Tax Cuts

Small-business expensing ~ Like the House bill, ihe Finance bill increases the amount 
of tangible depreciable property that small businesses can expense from $17,500 to 
$25,000 by the year 2003. The President’s budget contains a similar proposal, except 
that it would have been fully phased in by 2002.

Spousal IRAs — We prefer our IRA expansion proposal, which will be more cost- 
effective and does not include spousal IRAs. The Administration has taken no 
official position on this provision, though the Secretary expressed mild concern at 
a 1995 hearing about the distributional impact and the revenue cost. Still, it is 
hard to get in the way of this one.

Pension Simplification - The Administration supports many of the pension 
simplification provisions of the bill which are the same as in the President's 
proposal and similar to the House-passed bill. The Administration prefers its 
pension package because it does more to encourage retirement savings by middle- 
and lower-wage workers, such as providing more meaningful employer 
contributions under the simplified small business pUm. The bill aIIow.s owners to 
benefit themselves nt a lesser cost of providing benefits to the rank and file. The 
Administration is also concerned about the bill’s three-year waiver of the e.vc!$e 
tax on very large distributions.

Employment tax status of fishing crews - The Administration has not opposed this 
provision, t^ hich liberalizes the current exemption for fishing crews of less than 10 
members. Unlike the House bill, it doe.s not provide specific retroactive relief, and 
also does not include the House revenue offset (a new reporting requirement for cash 
sales of fish in excess of $600). This provision is important to Democratic Members 
of the Massachusetts delegation, including Reps. Barney Frank and Richard Neal.

Liberalize involuntary conversion rules lor tax deferral through replacement of 
property damaged as a result of Presidcntially declared disasters — The Administration 
is concerned that this provision, wliich allows gain to be deferred regardless of 
whether there is any connection between pre-disaster, activities and post-disaster
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activities, is an inappropriate depanure from long-standing tax-policy principles. 
Although the provision applies to all Presideniially declared disasters after December 
31, 1994 , it has been promoted as a benefit for Oklahoma City bombing victims. A 
better approach would be the principal residence provision included in OBRA 93 that 
simply allowed more time for the rollover.

Liberalize treatment of leasehold improvements 
this provision, which was included in tlie BBA.

The Administration does not oppose

• Liberalize requirements for private-activity tax-exempt bonds for first-time farmers --
The Administration docs not oppose these modifications, which include increasing the
maximum size limit of land eligible for the bonds and relaxing relaied-pariy rules.

• Liberalize safe-barbor provisions for worker classifications as independent
contractors - We oppose most of the provisions and fear that the result may
encourage shifting of workers to iudependeat contractor status, wUh adverse
effects not only on tax compliance, but availability of social protection reserved
for employee-s (workers’ compensation, overtime, unemployroenl insurance, etc.).

• Subchapter S simplification proposals - The Administration has supported most of
these simplification items, which are important to small business. We oppose two late
additions to the package; one that would allow ESOPs to be S corporation
shareholders and anoUier to allow 5 corporations to be banks.

• State Prepaid Tuition Plans — A provision which we support and on which we
have assisted. It would solve our prepaid tuition problems.

Extension of Expired Provisions

• Targeted Jobs Tax Credit - As in tlie BBA and the House bill, the credit is renamed
the Work Opportunity Tax Credit and modified, including a reduction in the credit
rate from 40 percent to 35 percent. The Administration generally has not opposed
such a provision in the BBA. Treasury staff have developed a consensus package of
recommendations for refinements to the Work Opportunity Tax Credit.

• Employer-Provided Educational Assistance (Section 127) — The $5,250 exclusion
for eiuployer-provided educational assistance, which expired after December 31,
1994, is reinstated retroactively and extended unlU December 31, 1990, Unlike
the House bill, the Finance bill would maintain the incentive for post-graduate
education. We strongly support permanent extension of section 127. Senator
Moynihan docs too, although he seema unwilling to make a fuss about it. The
Administration has also announced its support for a 10% tax credit for
educational as.sLstance provided under section 127 plans for small businesses with
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gross receipts of $10 million or loss. It has not generated luudi interest on the 
Hill. The Labor Department thinks wc should have done more.

R&E credit - The credit, which expired June 30, 1995, Is reiastated 
prospectively only, through June 30, 1997, and is modified in certain respects. 
The Administration strongly .supports the R&E ci^dit, and would prefer a 
permanent extension. The gap issue is a sensitive one.

Orphan daig credit - The credit, which expired December 31, 1994, ia reinsiaied 
prospectively only, iliroiigli June 30, 1997. The Admini.stration supports this credit.

Contributions of appreciated stoclc to private foundations - This provision, which 
expired December 31, 1954, would be reinstated, prospectively only, through June 
30, 1997, Tlic .Administration supports this incentive.

Section 29 nonconventional fuels credit -- An additional year would be provided 
during which qualifying biomass and coai facilities could be placed in service and 
receive the credit. The Administration has opposed this extension as being no longer 
warranted.

Revenue Offsets

Repeal of Puerto Rico and possessioiui ta.\ credit (section 93(5) -The Fluance 
Committee bill makes two modifications to the House bill. First, it extends 
permaneutly the grandfather of the economic-activity credit, allhouglx with a one- 
third reducilon in the wages element of the credit after the House’s lO-year 
grandfather period. This provides a more generous grandfather for the existing 
companies that contribute toward real economic activity in Puerto Rico, but 
provides no incentive for new or expanded investment in Puerto Rico after 1995. 
Second, the Senate bill extend.^ the QPSII termination date by six months, until 
July 1, 1996. This addresses the retroactive taxation objection, but falls to 
provide a reasonable transition period for the Puerto Rican banking system. We 
cannot support this provision on account of these two defects and the lack of a 
spending element.

Repeal of the 50% interest e.xduslon for financial insiiluUon loans to ESOPs - 
Tlie Administration has not taken an official public position on this provision, 
which was included in the BBA, but is generally opposed to the repeal of this 
interest exclusion, which U the only ESOP tax incentive that requires majority 
owuership. The Labor Department strongly opposes the repeal.

Disallow exclusion of punitive damages received on account of personal injury or 
sickness - Tire Finance provision i.s much narrower than the House bill, which would 
disallow the section 104(a)(2) exclusion for nonphysical damages, such as emotional
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distress or discrimination. The Administration has never taken an official public 
position on the proposal, although we do not have a problem with it. Case law will 
likely reach this result in any event.

Repeal interest allocation exception for certain nonfmancial corporations - Tliis 
proposal is also contained in the President’s FY 1997 budget.

Reinstate airport and airway trust fund exci.se taxes through December 31, 1996 - 
The Administration's FY 1997 budget proposed extending the taxes through 
September 30, 2006. The Finance bill also includes new exemptions for air 
ambulances and helicopters used in energy development. We oppose these new 
exemptions.

Expatriation tax proposal - The Administration supports this version.

Modify basis adjustment rules under section 1033 relating to involuntary conversions - 
- The proposal was also contained in the President’s FY 1997 budget.

Repeal exemption for withholding on gambling winnings from bingo and keno where 
proceeds exceed $5000 -- The proposal was also contained in the President's FY 1997 
budget.

Treatment of certain insurance on retired lives -- We do not oppose this provision, 
which achieves greater conformity between annual statements and tax treatment of 
assets held in a segregated account.

Other Special-Interest Provkions

Provide 15-year depreciation for gas station/convenience stores - The Administration 
has opposed this special-interest giveaway to retailers and food service establishments 
that sell gasoline.

FICA tip credit changes -- As In the House bill, the provision would c^ply the 
existing income-tax credit to taxes paid on tips not timely reponed and extend the 
credit to tips received by individuals delivering food and beverages. The 
Administration has opposed these special-i.hterest provisions that reward taxpayers 
who failed to comply with the law.

Treatment of dues paid to agricultural or horticultural organizations - As in the 
House bill, the proposal would exempt from unrelated business taxable income 
(UBTl) dues payments of up to $100 that an agricultural or horticultural organization 
receives from its associate mem.bers. The Administration has not supported this
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special-irterest provision. In addition, we have already provided some measure of 
administrative relief.

Treatment of newspaper carriers and distributors as independent contractors - In the 
veto messafie to the BBA, this provision was identified as a special-interest provision 
Dtfnefiuing certain newspaper companies.

Tax relief for fishing vessels and canneries that provide meals to employees - We do 
not support this provision, wliich singles out one Industiw for special treatment.

Lower the rate of lax Oil certain Iiai'd ciders — The Administration testified in 
opposition to this proposal last summer, on grounds that such a change should be 
made only in the context of a general review of alcoholic beverage excise tax rates.

Liberalize tax treatment of certain length-of-service for volunteer public safety 
workers - In 1995, the Administration testified in opposition to this type of targeted 
relief.

Suspend imposition of diesel fuel on motorboats " The Administration opposes this 
provision.

Treatment of Financial Asset Securitization Investment Trusts (FASITs) -- We have 
not supported this provision, which would facilitate the aecuritixation of debt 
obligations such as credit card receivables, home equity loans and auto loans. It may 
create significant revenue loss outside the budget window; in addition, there are 
unresolved technical issues.

Phase out luxury tax - The Administration opposed this provision in the BBA, and 
proposed a permanent extension in its FY1997 budget.

Election to avoid tax-exempt bond penalties for local furnishers of electricity and gas 
— This special-interest provision was included in the BBA and is supported by 
Chairman Roth oh behalf of a Delaware-based gas utility.

Tax-free contributions in aid of construction (CIACs) -- Tlie bill restores the pre-1986 
treatment of CIACs for water utilities, paid for by stretching out the depreciation 
period for these utilities. We do not oppose tltc provision.

Exempt Alaska from diesel-dyeing requirement while Alaska is exempt from similar 
dyeing requirements under the Clean Air Act - The Administration testified in 
support of this change in 1995.
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Common paymaster provision - We do not oppose this provision, which provides
relief from FICA taxes for medical practice plans related to State university medical 
schools by treating die university and the practice plan as a single employer.

Exempt imported recycled halons from the excise tax on ozone-depleting chemicals -- 
The Administration supports this provision with modifications.

Exempt chemicals used in metered-dose inhalers from the excise tax on ozone- 
depleting chemicals ~ Tlie Administration testified in opposition to this proposal last 
summer, on grounds that these chemicals already enjoy a substantial advantage over 
other ozone-depleting chemicals.

Authorize tax-exempt bonds for purchase of AIa.ska Power Authority - The 
President’s budget also contains this provision.

Allow for L\x-free conversion of common trust funds to mutual funds - This 
provision was included in die list of special-interest provisions in the President’s veto 
message of the BBA. On policy grounds, however, we do not oppose it.

Technical Corrections

Most of the leohnical corrections were developed on a consensus basis over the past 
several years and are unobjectionable. The Finance bill keeps several new special- 
interest provisions that were first introduced in Chairman Archer’s mark of the House 
bill, however, Lhat were not developed on a consensus basis and that appear to benefit 
special interests and arc not really technical corrections (thus abusing the process 
since technical corrections do not have to be paid for).

Items In House-Passed Bill but Omitted from Finance Bill

• Repeal provision to lax excess passive assets for controlled foreign subsidiaries
(section 956A) — The Administration strongly opposes the repeal of this
provision, which Treasury proposed and Congress enacted in 1993. This
opposition was mentioned in the President’s veto me.s.sage nf the BBA.

• Provide that certain charitable risk pools would qualify as charitable
organizations under section 501(c)(3)

• Extension of FUTA exemption for alien agricultural workers



Small Business Bills

POTUS PROPOSALS IN HOUSE AND SENATE:
Coverage:
• Small business plan, but it's the SIMPLE rather than the NEST.

• Employer contributions different from NEST: not as generous match
• Safeharbor provisions (i.e. requirements must meet to avoid nondiscrimination 

rules) are weaker than in NEST and apply to 401 (k) plans as well. There is no 
mandatory 1% non-match employer contribution.

• Simplifies 401(k)s
• 401(k)s for non-profits
• Repeal limits on benefits for public employess but not multiemployer (Section 415)
• Repeals family aggregation limits

IRAs - none of POTUS expansions; includes spousal IRAs

Portability:
• Veterans technical corrections
• Reduce multiemployer vesting from 10 to 5 years

Pension Security:
• Puts public pensions in mst (Section 457 in trust) Orange County provision

IN HOUSE AND SENATE BUT NOT POTUS BILL:

• 3-year waiver of 15% tax on large (excess of $155,000) distributions (revenue raiser)
• Repeal of the $5,000 death benefits exclusion. This benefit is included in many 

collective bargaining agreements (Raises $293 million through 2002)
• Spousal IRAs ($2,000) (Costs $1 billion through 2002 )
• Repeals tax benefits for certain ESOPs (Raises $1 billion through 2002; also in vetoed 

reconciliation bill)
• Model QDROs for divorce (we had planned to do it without legislation)

IN MANAGERS AMENDMENT (reportedly; Stein is still trying to add some items):

• Portability:
• Elimination of 1-year wait for 401(k)s
• PBGC missing persons clearinghouse
• Increase in the multiemployer guarantee
• Makes model QDROs "sample" only (Treasury supports)

• Mosley-Braun civil service and RR provisions



POTUS PROPOSALS NOT IN HOUSE OR SENATE BILLS OR IN MANAGERS 
AMDT:

Strong safeharbors from nondiscrimination rules (i.e. requirements must meet to avoid 
nondiscrimination rules) They do not have a 1% mandatory non-match employer 
contribution for both the small business plans and 401(k) plans.
NEST small business plan rather than the SIMPLE:
• Their employer contributions less generous than NEST
• Their safeharbor provisions less protective than NEST
Repeal of limits on benefits for multiemployer plans (Section 415; they just do public 
sector plans)
Eliminating the 1-year wait for TSP
Our regulatory proposals to encourage acceptance of rollovers 
IRA expansion 
Audit bill
No reporting on reversions
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POSSIBLE MANAGER’S AMgNDMgWT

Small Busineaa ProviBions

1. ^'cultural dues - apply provision in the bill back to 1/1/57.
2. Fishermen de minimis cash payments - apply provision in the bill back to 1/1/84.
3. Worker daesifleatian (additional items):

a. Future change In status does not preclude section 530 safeharbor for 
previous years.

b. The relationship between the parties (not merely the worker's duties) must 
be considered re section 530 (darification of ■subsiamlallv similar 
posttlon’*).

Pension SImolificafien Prpviainrn

? -

1.
2.

3.
4.

5.

6.

7.

8.

Drop provision in the bill eliminating waiting period after pension election
Apply PBGC missing participant program to defined contribution plans on a 
voluntary basis.
Alternative nondiscrimination rules for eapy participation (effective 1/1/99}
Add a newloinl and survivor benefit election (prospective - add when plans are 
amended In the future; no additional cost to employers).
Inflatiori increase to PBGC benefit guarantee for multi-employer plans (suspend
benefit increase if surplus declines more than 50%).
Federal employees; (operi for response from Govt Affairs Conun.]
a. Employee contnbutions to federal retirement plans may be subject to 

divorce court order.
b. Survivor protection for spouses of former federal employees.
Labor Co^itlee‘s ERISA provision re Harris,Trust decision (clarify that no relief 
from criminal fraud).
Church pension plan slmprrficalion:
a. Allow combined pension plan coverage for self-employed clergy (so- 

called "mobile ministers”).
b. Allow pro-6RISA pension plans to use the new definition of highly 

compensated employee in ihe bill; authorize Treasury (but do not require) 
to design a nondiscrimination safeharbor for church plans.

payroll deduction of pension contributions for clergy on foreign
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1.
2.
3.
4.

Educational utistanes ^ extend through 12/31/97 (adds 1 year)
R&E credit - extend through 12«1/97 (adds 6 months)
Orphan drug credit ~ extend through 12^1/97 (adds 6 months).

** private foundations - extend through 12/31/97 (adds 6

Section 29:
a. EMand placed in service date to 12/31/98 (adds 1 yw).
b. Suapend unrafated party rule for fUel used to generate electricity (date of

m^nt through 12/31/98). [NOTE; This may be a rifleshot]
D' motorboats - suspend thru 12/31/97 (adds 6 months).
Publicly traded partnerships - extend through 12/31/99 (adds 2 years).

Other Proviaiona

-.-.mic housing»f-culv

Revenue Offsets

6.
7.

7

1.

2.
3.
4.
5.

6.

R«^l of S0% •xdusion for interest on ESOP loans - move effective date far
brnding contracto to date of enactment.

allocation rule - delay effective date for one year^atnates - add estate tax change with treaty override
^rpoft taxes - extend through ??? (adds ?? months).
OMlporafloo»*°* Olarship funding corporations (23) to taxable
Nw it^ Ap^ly TOtWelerteal error procedu. for filing status, depettdencv
nun5£^;tS Sr* ideStffioatfon

Technicals to Senate Bill

2. Correct drafting error re new alternative R&E credit ______.
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DRAFT - NOT FOR RELEASE July 8, 1996 
(Senate)

w R 3448 - Small Ru<;inft<;s Job Protection Act 
(Archer (R) Teicas)

The Adminisuation, while supporting Senate passage of a nuntb« P;;™ “f “
amended by the Finance Committee, will seek further
the President’s June 28th letter to the Senate, a copy of which is attached, if H.R. 
presented to the President with the minimum wage provisions of the Republican leadership
amendment, the President will veto the bill.

The Administration strongly opposes section 1601 of the bill, which
related to corporate investments in Puerto Rico while allowing several grandfather rules for 
existing companies. The Administration urges the Senate to delete this provision P
instead^he proposal to reform the credit contained in the President s FY 1997 Budget. 
Administration's proposal provides tax benefits for new and expanded operations ^^sed direct y 
on real economic activity in these underdeveloped areas. The projected revenue savings fro 
the reform of this credit would be used for social and employment training P^^ ^° 
Rico. Unlike section 1601, the final legislative language concerning the credit should contain 

effective mechanisms to promote job creation in the islands.

The Administration will also work with Congress to adopt other amendments as described 

below,
Kv 'ho Arimmi^tmtioc and Atlditional PTummended Attieniimcnts

The Administration supports manv of the revenue provisions of H.R. 344S, which are consittent 
^'hCwstration proposals to strenglhen small businesses.
incentives for research and development, and improve incentives for education and work 

opportunities.

In particular:
Cm,llR„sinessExuensins. The Administration strongly supports the bill’s incr^e &om 
S17.500 to $25,000 for the amount of tangible personal property that smJlbusmesses 
can expense. The President supported such an increase m 199u and m his FY 1997 

Budget, although with a faster phase-in.
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F.mnlover-ProviHpH PHiioaTional Assistance. The Adminisiration supports the temporary 
extension of the income exclusion for employer-provided educational assistance, 
including the exclusion for post-graduate level education. The Administration will work 
with Congress to provide a permanent extension of the exclusion. The Administration 
also suppo.'^s a 10 percent tax credit for educational assistance provided under section 
127 plans for small businesses with annual gross receipts of $10 million or less.

Pe.search Tax Credit. The Administration strongly supports full reinstatement of the 
research tax credit back to its June 30, 1995, expiration date. The Administration will 
work with Congress to make the credit permanent, The Administration continues to 
believe that full, permanent reinstatement should take priority over modifications to the 

credit such as those contained in H.R. 3448.

Hrph^lP nnig Credit. The Administration strongly supports full reinstatement of the 
orphan drug credit and w-ill work with Congress to make the credit permanent.

frifts of Appreciated Stock to Private Foundations. The Administration strongly 
supports this provision and will work with Congress to make it permanent.

v^qrir Onnoniinitv Tax Credit. The provision for a new Work Opportunity Tax Credit 
addresses many of the criticisms of the prior Targeted Jobs Tax Credit, particularly 
increasing the period of retention for eligible workers. The Administration will work 
with Congress to improve the scope and effectiveness of the new credit.

<^implification. Many provisions of H.R. 3448 were included in the President's 
pension simplification proposal announced in June 1995 at the White House Conference 
on Small Business. The Administration is concerned, however, that the safe harbor 
provisions applicable to both SIIVJPLE and 401(k) plans do not ensure that middle and 
lower-wage workers will benefit from the provision of tax-advantaged retirement 
savings plans. The Administration will work with Congress to modify these safe harbors 
so that employers taking advantage of them are required to provide meaningful coverage 
to these workers. The Administration is also concerned that the three-year waiver of the 
excise tax on very large retirement distributions would add complexity and could 

actually encourage plan sponsors to terminate plans.

<;nhrhanter S. The Administration also strongly supports most of the reforms in the bill 
relating to Subchapter S (closely held) corporations, and will work with Congress to 
provide further reforms and to ensure that reforms are appropriately targeted to the 

intended beneficiaries.

Technical CorracTions. The .^.dministration supports the long-overdue enactment of 
technical corrections to recent tax legislation and will work with Congress to achieve a 

consensus package of technical corrections.
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Objectionable Provisions

. riacsification of Workers for Employment Tax Purposg^ The Administration has
concerns about certain changes proposed to section 530 of the Revenue Act of 1978, 
which provides "‘safe harbors” under which an employer has a reasonable basis for 
treating a worker as an independent contractor rather than as an employee for 
employment tax purposes. The most important concerns are with proposed changes that 
would: (1) shift the burden of proof to the Internal Revenue Service with respect to the 
application of section 530; and (2) replace the safe harbor for reasonable reliance on a 
long-standing practice of a significant segment of the industry with a rigid numerical

tesr.

. gpf^dal-Tntere^t. Provisions. The Administration opposes the inclusion in H.R. 3448 of 

numerous special-interest provisions.

Revenue Offsets

The Administration has serious concerns with the offset provision in H.R. 3448 that would 
repeal tax benefits for certain employee stock ownership plans that provide meaningful 
employee ownership. Several of the offsets - relating to interest allocations for nonfmancial 
corporations, tax treatment of expatriates, basis adjustment rules under section 1033, 
withholding on certain gambling winnings, and reinstatement of airport and airw'ay trust fund 
excise taxes - are included in the President’s balanced budget proposal. These offsets should 
be reserved for deficit reduction and meeting balanced budget goals. In working with the 
Congress to develop an improved bill that is consistent with the Administration’s recommended 

amendments, appropriate offsets will be sought.

Proposals Not Addressed in H R. 3448

In the conte.xi of an overall balanced budget plan, the Administration ^^'ill work with Congress 
to provide other incentives previously proposed by the Administration but omitted from this bill. 
Such incentives include the Si0,000 deduction for postsecondary tuition and training expenses, 
the $1,500 tax credit for postsecondary' tuition, and incentives to revitalize economically 
distressed areas by cleaning up abandoned, contaminated propenies, and creating new 
Empowerment Zones and Enterprise Communities.

The Administration would also support an amendment to the Foreign Sales Corporation statute 
as it applies to licenses of software, and will work with Congress to develop an acceptable 

package, including appropriate revenue offsets.

Pav-.As-You-Go Scoring

H R 3448 would affect receipts: therefore, it is subject to the '’pay-as-you-go” requirements of 
the Omnibus Budget Reconciliation Act of 1990. OMB’s scoring of this legislation is under

development.



JUL-0S-S6 13:57 FROM=OMB LA PAGE 5/8

^ ^ «
(Do Not Distribute Outside Executive Office of the P,rg$ident)

This Statement of Administration Policy (SAP) was developed by the Legislative Reference 
Division (Jones) in consultation with the Depanments of the Treasury (Thornton Judson), 
Education (Kristy), Transportation (Herlihy), the Interior (Markell), and Labor (Green), Small 
Business Administration (Nixon), Social Security Administration (Camilleii) the Interagency 
Working Group on Puerto Rico (Farrow), White House Counsel (Kagan)^ational Economic 
CounciUSeidman), Council of Economic Advisors (Mazur), EP ^ (Matlack, Kitti,
Menchik, Noe), HTFD (Rhinesmith. Meyers, Turco), NRD (Kodl), BRCD (Fairhall), and
BASD (Barth).’

HUD, Pension Benefit Guaranty Corporation. SEC, WH Legislative Affairs, and OMB/GC did 

not respond to our request for comments. ^

OMB/LA Clearance.

The House passed Title I (tax provisions) ofH R, 344S o„ May 22nd by
House passed H.R. 1227 (minimum wage, etc.) on May 2jrd by a vote of 281-44. H R.
was subsequently attached to H.R, 3448 as Title II.

The Senate Finance Committee reported H.R. 3448 on June 18, 1996 with amendments. The 
most significant provisions of the reponed bill are described below. Pursuant to a 
consent agreement, the Senate will consider H R. 3448 on July 8th and vote on .t on July 9th.

.Administration Position to Date

The Administration has taken no position the Senate version of H.R. 3448. On June 28th, the 
President in a letter to the Senate leadership (attached to this SAP) stated that he would veto 
any legislation containing the Republican leadership’s minimum wage amendment.

A SAP sent to the House on May 22nd “suppoit[ed] House passage of severd provisions of 
H.R. 3448,” indicated an intention to seek further amendments, and expressed strong 
opposition to two provisions, one of which was deleted.

On March 21st, Secretary Reich wrote to the House Committee on Econoniic and Educational 
Opportunity that the Department had ‘-serious concerns” with H.R. 1227. The concerns related 
to the provision that relieves the employer from the requirement to pay employees minimum 
wage or overtime compensation for the time an employee spends commuting to and from ^ork 
in an employer’s vehicle. The Secretary stated the Department had recently clarified that issue
and that the proposed legislation was unnecessary.
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Description of Mai or Provisions of HR. 3448

Title T Small Riisiness and Other Tax Provisions

Title I of the Senate-reported version of H R. 3448 is similar to the House-passed bill. The
major tax provisions of the Senate bill are described below.

Tax Relief Provisions Similar to the House-passed H.R. 3448

. Increases from $17,500 to $25,000 the portion of the cost of tangible depreciable
property a small business can write off annually as an expense. The increase is phased in 
over seven years. The increase would phase in on a different schedule than the House 

bill, beginning in 1997 rather than in 1996,

• Temporarily extends the exclusion from taxable income for employer-provnded
educational assistance programs to taxable years beginning after December 31, 1994,
and before January 1, 1998. Like current law, but unlike the Hw?e-passed biH, this
extension would apply to graduate-level courses.

* Makes numerous changes to tax law affecting pensions, including creating a new
pension plan for small businesses that has fewer requirements than existing arrangements
and allowing State and local governments and tax exempt organizations to establish
40 l(k) plans.

. Replaces the Targeted Jobs Tax Credit with a new Work Opportunity Tax Credit
available to employers hiring individuals who are high-risk youth, qualified ex-felons,
summer youth employees, .^DC (or successor program) recipients, qualified veterans,
referrals from a vocational rehabilitation program, and certain qualified food stamp
recipients between the ages of 18-24. All but the last group were eligible for credit
under the House-passed bill. The Senate bill also requires a slightly shorter minimum
employment period (at least 180 days or 375 hours) than the House bill's requirement 
(180 days or 500 hours).

. Makes a number of changes to the tax code concerning Subchapter S (closely-held)
corporations - e.g., increasing the number of stockholders such corporations can have 
and allowing Subchapter S entities to have subsidiaries.

Jax Relief Provisions Not Contained in the Hou.se Version

. Several tax relief provisions that expired in 1995 are extended for varying periods of 
time and, in some cases, are modified. These provisions include: the research and 
experimentation (R&E) tax credit; the orphan drug credit; the favored tax treatment for 
gifts of appreciated stock made to private foundations; and the non-conventional fuels 
tax credit.' The extension of the R&E tax credit begins on July 1, 1996, and is not 
retroactive to its June 30, 1995 expiration date.
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Provides for deductible contributions to an individual retirement account by a 

non-working spouse.

Offsers Similar to House Version

. Phases-out the tax credit (Sec. 936) to U.S. businesses with operations in U.S.
possessions and terminates the tax credit for investment in the possessions and in certain 
Caribbean Basin countries. Differs from Hou?e-passcd version in re$p$cts;
including the rate of the phaseout and the grandfathering of firms that receive the tax 

credit based on the number of jobs created.

. Repeals the tax exclusion of 50 percent of the interest income received on a loan to a 
qualified employee stock ownership plan to acquire the stock of the employer or for 
refinancing such a loan. Similar to House version except for effective date,

• Makes punitive damages received for non-physical injury or illness, such as damages
awarded for discrimination, taxable. Under current law all damages are excluded from
income. The House-passed version would also tax other non-economic damages.

T?pveniie Not Included in House Version

Extends the Airport and -^nvay Trust Fund excise taxes for the period beginning seven
days after the enactment of H.R. 3448 and ending after Dec. 31, 1996. These taxes
include taxes on; domestic passenger tickets; domestic freight waybills; international
departures; jet fuel used in non-commercial aviation; and gasoline used in 
non-commofcial aviation. An exemption is provided for certain emergency medical 
helicopters and for fixed-wing aircraft exclusively dedicated to acute care emergency 

transportation.

. Revises the rules aimed at stemming tax avoidance though expatriation by treating, for 
tax purposes, all assets as having been sold at the time U.S. citizenship is given up and 

taxing the imputed gains on those assets.

. Phases-out and extends, through Dec. 31. 2002, the current 10 percent luxury tax on 

automobiles costing more than S34,000.

. Allows certain people engaged in the local furnishing of electricity and gas to elect not 
to be eligible for future tax-exempt financing without incurring the present-law loss of 

interest deductions and loss of tax exemption.

„ VT.jnr OhiectioP^^hl^ Provisions of House Version Not Included in Senate.M

. The Senate-reponed version of H.R. 3448 does not include the repeal of the taxation of 
U.S. shareholder earnings attributed to “excessive passive assets” (i.e., greater than jO 

percent of all assets) held by a foreign corporation.
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Title TT, Payment of Wages

The major provisions of Title II, which are identical in the House-passed and Senate-reported 

versions of HR. 3448:

. Increase the minimum wage by $.50 an hour to $4.75 beginning on July 1, 1996, and by 
an additional $.40 an hour to S5.15 beginning on July I, 1997. In February 1995, the 
President transmitted to Congress a bill that proposed to increase the minimum wage by 
$.45 an hour beginning on July 4, 1995, and by an additional $.45 and hour beginning on
July 4, 1996.

• Establish a permanent fixed sub-minimum wage - at the flat rate of $4.25 an hour - for
youth under 20 years of age in their first 90 days of employment with any employer with
no training requirements,

. Exempt from minimum wage and overtime requirements certain computer professionals
who are compensated at a rate of not less than $27.6j per hour.

. Eliminate the requirement that employers of tipped employees (e.g., waiters and
waitresses) pay at least 50% of the statutory minimum wage in cash and replace it with a
provision which locks the cash wage at the current standard of $2.13 even after the 
statutoo' minimum wage goes up. By replacing the current index formula with this fixed 
rate, this amendment would deny these employees any benefit from fiiture increases in 

the minimum wage.

• Clarify that employers are not required to pay employees mimmum wage or overtime
compensation for the lime an employee spends commuting to and from work in an
employer’s vehicle if: (1) the travel is wthin the normal commuting area for the
employer’s business; and (2) the use of the vehicle is subject of an agreement between
the employer and the employee or representative of such employee.

Pay-As-You-Go Scoring

According to BASD (Barth), H.R. 3448 would affect receipts, and, therefore, is subject to the 
pay-as-you-go requirement of the Omnibus Budget Reconciliation Act of 1990. Treasury has 
not yet scored the revenue provisions of the bill. The Joint Committee on Taxation scored the 
Senate bill as having a net effect of increasing revenue by $47 million over FY 1996-FY 2000 
and by $58 million over FY 1996-FY 2005. For the years covered by the statutory pay-as-you- 
go requirements, CBO/JCT scored the bills as increasing receipts by $258 million m FY 1996, 
increasing receipts by $405 million in FY 1997, andjMucing receipts by $37o million in FY

1998.

LEGISLATIVE REFERENCE DIVISION 
July 8, 1996- 12:00 PM
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July 3, 1996 
(Senate)

H.R. 3448 - Small Busines.s Job Protection Act 
CArcher (R) Texas)

The Administration, while supporting Senate passage of a number of provisions of H.R. 3448 as 
amended by the Finance Committee, will seek further amendments to the bill. And, as stated in 
the President’s June 28th letter to the Senate, a copy of which is attached, if H.R. 3448 is 
presented to the President with the minimum wage provisions of the Republican leadership 
amendment, the President will veto the bill.

The Administration strongly opposes section 1601 of the bill, which would repeal the tax credit 
related to corporate investments in Pueno Rico while allowing several grandfather rules for 
existing companies. The Administration urges the Senate to delete tlxis provision and adopt 
instead the proposal to reform the credit contained in the President’s FY 1997 Budget. The 
Administration’s proposal provides tax benefits for new and expanded operations based directly 
on real economic activity in these underdeveloped areas. The projected revenue savings from 
the reform of this credit would be used for social and employment training programs in Puerto 
Rico. Unlike section 1601, the final legislative language concerning the credit should contain 
effective mechanisms to promote job creation in the islands.

The Administration will also work with Congress to adopt other amendments as described 
below.

Provisions Supported bvthe Administration and Additional Recommended Anendments

The Administration supports many of the revenue provisions of H.R. 3448, which are consistent 
with Administration proposals to strengthen small businesses, simplify pension laws, reinstate 
incentives for research and development, and improve incentives for education and work 
opportunities.

In particular:

• Small Business Expensing. The Administration strongly supports the bill’s increase from 
$17,500 to $25,000 for the amount of tangible jpersonal property that small businesses 
can expense. The President supported such an increase in 1993 and in his FY 1997 
Budget, although with a faster phase-in.
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Employer-Provided Educational Assistance. The Administration supports the temporary 
extension of the income exclusion for employer-provided, educatiohavassistance, ~
including the exclusion for post-graduate level education. The Administration will work 
with Congress to provide a permanent extension of the exclusion. The Administration 
also supports a 10 percent credit for educational assistance provided under section 
127 plans for small businesses with annual gross receipts of $10 million or less.

Research Tax Credit. The Administration strongly supports full reinstatement of the 
research tax credit back to its June 30, 1995, expiration date. The Administration will 
work with Congress to make the credit permanent. The Administration continues to 
believe that full, permanent reinstatement should take priority over modifications to the 
credit such as those contained in H,R. 3448.

Orphan Drug Credit. The Administration strongly supports full reinstatement of the 
orphan drug credit and will work with Congress to make the credit permanent.

Gifts of Appreciated Stock to Private Foundations. The Administration strongly 
supports this provision and will work with Congress to make it permanent.

Work Opportunity Tax Credit. The provision for a new Work Opportunity Tax Credit 
addresses many of the criticisms of the prior Targeted Jobs Tax Credit, particularly 
increasing the period of retention for eligible workers. The Administration will work 
with Congress to improve the scope and effectiveness of the new credit.

P°rJ
Pension Simplification. Many provisions of H.R. 3448 werefnrcmded in theTresident's 
pension simplification proposal announc^in June 1995 at the White House Conference 

on Small Business. The Administration is concerned, however, that the safe harbor 
provisions applicable to both SEVIPLE and 401(k) plans do not ensure that middle and 
lower-wage workers will benefit fi om the provision of lax-advantaged retirement 
savings plans. The Administration will work with Congress to modify these safe harbors 
so that employers taking advantage of them are required to provide meaningful coverage 
to these workers. The Administration is also concerned that the three-year waiver of the 
excise tax on very large retirement distributions would add complexity and could 
actually encourage plan sponsors to terminate plans.

Subchapter S. The Administration also strongly supports most of the reforms in the bill 
relating to Subchapter S (closely held) corporations, and will work with Congress to 
provide further refonns and to ensure that reforms are appropriately targeted to the 
intended beneficiaries.

Technical Corrections. The Administration supports the long-overdue enactment of 
technical corrections to recent tax legislation and will work with Congress to achieve a 
consensus package of technical corrections.
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Other Obiectionahle Provisions

Classification of Workers for Fmnlovment Tax Purposes. Tlie Administration has 
concerns about certain changes proposed to section 530 of the Revenue Act of 1978, 
which provides “safe harbors” under which an employer has a reasonable basis for 
Treating a worker as an independent contractor rather than as an employee for 
employment tax purposes. The most important concerns are with proposed changes that 
would: (1) shift the burden of proof to the Internal Revenue Service with respect to the 
application of section 530; and (2) replace the safe harbor for reasonable reliance on a 
long-standing practice of a significant segment of the industry with a rigid numerical 
test.

Special-Interest Provisions. The Administration opposes the inclusion in H.R. 3448 of 
numerous special-interest provisions.

Revenue Offsets

The .Administration has serious concerns with the offset provision in H.R. 3448 that would 
repeal tax benefits for certain employee stock ownership plans that provide meaningful 
employee ownership. Several of the oflsets — relating to interest allocations for nonfmancial 
corporations, tax treatment of expatriates, basis adjustment rules under section’ 1033, 
withholding on certain gambling winnings, and reinstatement of airport and airway trust fund 
excise taxes — are included in the President’s balanced budget proposal. These offsets should 
be reserv'ed for deficit reduction and meeting balanced budget goals. In w'orking wltlTflTtr
Congress to develop an improved bill that is consistent with the Administration’s recommended 
amendments, appropriate offsets will be sought.

Propo.sals Not Addressed in H.R. 3448

The Administration will work with Congress to provide other incentives previously proposed by 
the Administration but omitted from this bill, such as the $10,000 deduction for postsecondary 
tuition and training expenses, the $1,500 tax credit for postsecondary tuition, and incentives to 
revitalize economically distressed areas, including incentives to dean up abandoned, 
contaminated properties, and to create new Empowerment Zones and Enterprise Communities.

The Administration would also support an amendment to the Fnrdpn f'orporation statute 
as it applies to licenses of software, and will work with Congress to develop an acceptable 
package, including appropriate revenue offsets.

Pav-As-YoU'Go Scorine

H.R. 3448 would affect receipts; llierefore, it is subject to the “pay-as-you-go” requirements of 
the Omnibus Budget Reconciliation Act of 1990. OlvIB’s scoring of this legislation is under 
development.

« 1c *
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(Do Not Distribute Outside E^ceciilive OfTit-f: of Ihe President)

This Statement of Administration Policy (SAP) was developed by the Legislative Reference 
Division (Jones) in consultation with the Departments of the Treasury (Thornton, Tudson), 
Education (Kristy), Transportation (Herlihy), the Interior (Marlcell), and Labor (Green), Small 
Business Administration (Nixon), Social Security Administration (Camilleri), the Interagency 
Working Group on Puerto Rico (Farrow), White House Counsel (Kagan), National Economic 
Council (Seidman), Council of Economic Advisors (Mazur), EP (Lyon), HRD (Matlack, Kitti, 
Menchik, Noe), HTFD (Rhinesmith, Meyers, Turco), NRD (Kodi), BRCD (Fairhall), and 
BASD (Barth).

HUD, Pension Benefit Guaranty Corporation, SEC, WH Legislative Affairs, and OMB/GC did 
not respond to our request for comments.

OMB/LA Clearance;

The House passed Title I (tax provisions) of H.R. 3448 on May 22nd by a vote of 414-10. The 
House passed H.R. 1227 (minimum wage, etc.) on May 23rd by a vote of 281-44. H.R. 1227 
was subsequently attached to H.R. 3448 as Title 11.

The Senate Finance Committee reported H R. 3448 on June 18, 1996 with amendments. The 
most significant provisions of the reported bill are described below. Pursuant to a unanimous 
consent agreement, the Senate will con.sider H.R. 3448 on July Sth and vote on it on July 9lh.

Administration Position to Date

The Administration has taken no position the Senate version of H.R. 3448. On June 28th, the 
President, in a letter to the Senate leadership (attached to this SAP) stated that he would veto 
any legislation containing the Republican leadership’s minimum wage atnendment. '•

A SAP sent to the House on May 22nd “support[ed] House passage of several provisions of 
H.R. 3448,” indicated an intention to seek lurther amendments, and expressed strong 
opposition to two provisions, one of which was deleted.

On March 21st, Secretary Reich wrote to the House Committee on Economic and Educational 
Opportunity that the Department had “serious concerns” with H.R. 1227. The concerns related 
to the provision that relieves the employer from the requirement to pay employees minimum 
wage or overtime compensation for the time an employee spends commuting to and from work 
in an employer’s vehicle. The Secretary stated the Department had recently clarified that issue 
and that the proposed legislation was unnecessary/
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Pescription of Major Provisions of HR. 3448

Title T- Small Business and Other Tax Provisions

Title I of the Senate-reported version of H.R. 3448 is similar to the House-passed bill. The
major tax provisions of the Senate bill are described below.

Tax Relief Provisions Similar to the House-passed H.R. 3448

• Increases from $17,500 to $25,000 the portion of the cost of tangible depreciable 
property a small business can write off annually as an expense. The increase is phased in 
over seven years. The increase would phase in on a different schedule than the House 
bill, beginning in 1997 rather than in 1996.

• Temporarily extends the exclusion from taxable income for employer-provided 
educational assistance programs to taxable years beginning after December 31, 1994, 
and before January 1, 1998. Like current law, but unlike the House-passed bill, this 
extension would apply to graduate-level courses.

• Makes numerous changes to tax law affecting pensions, including creating a new 
pension plan for small businesses that has fewer requirements than existing arrangements 
and allowing State and local governments and tax exempt organizations to establish 
401(k) plans.

• Replaces the Targeted Jobs Tax Credit with a new Work Opportunity Tax Credit 
available to employers liiring individuals who are high-risk youth, qualified ex-felons, 
summer youth employees, AFDC (or successor program) recipients, qualified veterans, 
referrals from a vocational rehabilitation program, and certain qualified food stamp 
recipients between the ages of 18-24. All but the last group were eligible for-credit .. 
under the House-passed bill. The Senate bill also requires a slightly shorter minimum 
employment period (at least 1 SO days or 375 hours) than the House bill’s requirement 
(180 days or 500 hours).

• Makes a number of changes to the tax code concerning Subchapter S (closely-held) 
corporations — e.g., increasing the number of stockholders such corporations can have 
and allowing Subchapter S entities to have subsidiaries.

Tax Relief Provi.sions Not Contained in the House Version

• Several tax relief provisions that expired in 1995 are extended for varying periods of 
time and, in some cases, are modified. These provisions include; the research and 
experimentation (R&E) tax credit; the orphan drug credit; the favored tax treatment for 
gifts of appreciated stock made to private foundations; and the non-conventional fuels 
tax credit. The extension of the R&E tax credit begins on July 1, 1996, and is not 
retroactive to its June 30, 1995 expiration da.tc.
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Provides for deductible contributions to an individual retirement account by a 
non-working spouse.

Revenue Offsets Similar to House Version

Phases-out the tax credit (Sec. 936) to U.S. businesses with operations in U.S. 
possessions and terminates the tax credit for investment in the possessions and in certain 
Caribbean Basin countries. Differs from House-passed version in several respects: 
including the rate of the phaseout and the grandfathering of firms that receive the tax 
credit based on the number of jobs created.

Repeals the tax exclusion of 50 percent of the interest income received on a loan to a 
qualified employee stock ownership plan to acquire the stock of the employer or for 
refinancing such a loan. Similar to House version except for elfective date.

Makes punitive damages received for non-physical injury or illness, such as damages 
awarded for discrimination, taxable. Under current law all damages are excluded from
income. The House-passed version would also tax other non-economic damages.

1,

Revenue Offsets Not Included in House Version

Extends the Airport and Airway Trust Fund excise taxes for the period beginning seven 
days after the enactment of H.R. 3448 and ending after Dec. 31, 1996. These taxes 
include taxes on: domestic passenger tickets; domestic fi-eight waybills; international 
departures; jet fuel used in non-commercial aviation; and gasoline used in 
non-commercial aviation. An exemption is provided for certain emergency medical 
helicopters and for fixed-wing aircraft exclusively dedicated to acute care emergency 
transportation.

Revises the rules aimed at stemming tax avoidance though expatriation by treating, for 
tax purposes, all assets as having been sold at the time U.S. citizenship is given up and 
taxing the imputed gains on those assets.

Phases-out and extends, through Dec. 31, 2002, the current 10 percent luxury tax on 
automobiles costing more than $34,000.

Allows certain people engaged in the local furnishing of electricity and gas to elect not 
to be eligible for future tax-exempt financing without incurring the present-law loss of 
interest deductions and loss of tax exemption.

1

Major Objectionable Provisions of House Ver.«:ion Not Included in Senate Bill

The Senate-reported version of H.R. 3448 does not include the repeal of the taxation of 
U.S. shareholder earnings attributed to “excessive passive assets” (i.e., greater than 30 
percent of all assets) held by a foreign corporation.
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Title II, Payment of VVagfit;

The major provisions of Title II, which are identical in the House-passed and Senate-reported 
versions of HR. 3448;

• Increase the minimum wage by S.50 an hour to $4.75 beginning on July 1, 1996, and by 
an additional $.40 an hour to $5.15 beginning on July 1, 1997. In February 1995, the 
President transmitted to Congress a bill that proposed to increase the minimum wage by 
$.45 an hour beginning on July 4, 1995, and by an additional $.45 and hour beginning on 
July 4, 1996.

• Establish a permanent fixed sub-minimum wage -- at the flat rate of $4.25 an hour - for 
youth under 20 years of age in tlieir first 90 days of employment with any employer with 
no training requirements.

• Exempt from minimum wage and overtime requirements certain computer professionals 
who are compensated at a rare of not less than $27.63 per hour,

• Eliminate the requirement tliat employers of tipped employees (e.g., waiters and 
waitresses) pay at least 50% of the statutory minimum wage in cash and replace it with a 
provision which locks the cash wage at the current standard of $2.13 even after the 
statutoiy minimum wage goes up. By replacing the current index formula with this fixed 
rate, this amendment would deny these employees any benefit from future increases, in 
the minimum wage.

• Clarify that employers are not required to pay employees minimum wage or overtime 
compensation for the time an employee spends commuting to and from work in an 
employer’s vehicle if (1) the travel is within the normal commuting area for the 
employer’s business; and (2) the use of the vehicle is subject of an agreement between 
the employer and the employee or representative of such employee,

Pav-As-You-Go Scoring

According to BASD (Barth), H.R, 3448 would affect receipts, and, therefore, is subject to the 
pay-as-you-go requirement of the Omnibus Budget Reconciliation Act of 1990. Treasury has 
not yet scored the revenue provisions of the bill. The Joint Committee on Taxation scored the 
Senate bill as having a net effect of increasing revenue by $47 million over FY 1996-FY 2000 
and by $58 million over FY 1996-FY 2005. For the years covered by the statutory pay-as-you- 
go requirements, CBO/JCT scored the bills as increasing receipts by $258 million in FY 1996, 
increasing receipts by $405 million in FY 1997, and reducing receipts by $375 million in FY ' 
1998.

legislative reference division 
July 3, 1996 - 12;00PM
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

LEGISLATIVE AFFAIRS

PHONE: 395-4790 / FAX: 395-37M

TO;
JohB Hilley, Martha Foley/John Angell, Laura Tyson/Gene Sperling

cc: Elisa Millsap, Dena Weinstein, Jason Goldberg

FROM;

CHUCK KIEFFER

LISA KOUNTOUPES

CHUCK KONIGSBERG

' ALICE SHUFFIELD

KATE DONOVAN NANCY BRANDEL

comments:

The SAP for H.R. 3448, the Small Business Job Protection Act, follows. The
Senate begins consideration of the bill on Monday, July 8th. We aim to send
the SAP up tonight since many will be out on Friday. I will contact your office
around 5:00 to see if you have any comments.

THANKS!

FAX IT.
PHONE NUMBER: (includes cover page)



DRAFT -- NOT FOR RELEASE July 3, 1996 
(Senate)

H R. 3448 - Small Business Job Protection Act 
(Archer (R) Texas)

The Administration, while supporting Senate passage of a number of provisions of H.R. 344S as 
amended by the Finance Committee, will seek further amendments to the bill. And, as stated in 
the President’s June 28th letter to the Senate, a copy of which is attached, if H.R. 3448 is 
presented to the President with the minimum wage provisions of the Republican leadership 
amendment, the President will veto the bill.

The Administration strongly opposes section 1601 of the bill, which would repeal the tax credit 
related to corporate investments in Puerto Rico while allowing several grandfather rules for 
existing companies. The Administration urges the Senate to delete this provision and adopt 
instead the proposal to reform the credit contained in the President’s FY 1997 Budget. The 
Administration’s proposal provides tax benefits for new and expanded operations based directly 
on real economic activity in these underdeveloped areas. The projected revenue savings from 
the reform of this credit would be used for social and employment training programs in Puerto 
Rico. Unlike section 1601, the final legislative language concerning the credit should contain 
effective mechanisms to promote job creation in the islands.

The Administration will also work with Congress to adopt other amendments as described 

below.

Provisions Supported bv the .A.dminisTraiion and Additional Recommended Amendm.eolS

The Administration supports many of the re\-enue provisions of HR. 3448, which are consistent 
with Administration proposals to strengthen small businesses, simplify pension laws, reinstate 
incentives for research and development, and improve incentives for education and work 

opportunities.
'! I'

In particular;

. Small Business Expensing. The Administration strongly supports the bill’s increase from 
$17,500 to $25,000 for the amount of tangible personal property that small businesses 
can expense. The President supported such an increase in 1993 and in his FY 1997 
Budget, although with a faster phase-in.
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jEmployer-Provided Fdiicational Assistance. The Administration supports the temporary 
extension of the income exclusion for employer-provided educational assistance, 
including the exclusion for post-graduate level education. The Administration will work 
with Congress to provide a permanent extension of the exclusion. The Administration 
also supports a 10 percent tax credit for educational assistance provided under seaion 
127 plans for small businesses with annual gross receipts of $10 million or less.

Research Tax Credit. The Administration strongly supports full reinstatement of the 
research tax credit back to its June 30, 1995, expiration date. The Administration w'ill 
work with Congress to make the credit permanent. The Administration continues to 
believe that full, permanent reinstatement should take priority over modifications to the 

credit such as those contained in H.R. 3448.

Orphan Dnic^ Credit The Administration strongly supports full reinstatement of the 
orphan drug credit and will work with Congress to make the credit permanent.

Gifts of Appreciated Stock to Private Foundations. The Administration strongly 
supports this provision and will work with Congress to make it permanent.

Work OnnortnniTv Tax Credit. The provision for a new Work Opportunity Tax Credit 
addresses many of the criticisms of the prior Targeted Jobs Tax Credit, particularly 
increasing the period of retention for eligible workers. The Administration will work 
with Congress to improve the scope and effectiveness of the new credit.

Pen<non Simplification. Many provisions of H.R. 3448 were included in the President s 
pension simplification proposal announced in June 1995 at the White House Conference 
on Small Business. The Administration is concerned, how'ever, that the safe harbor 
provisions applicable to both SIMPLE and 401(k) plans do not ensure that middle and 
low'er-wage w'orkers will benefit from the provision of tax-advantaged retirement 
savings plans. The Administration will work with Congress to modify these safe harbors 
so that employers taking advantage of them are required to provide meaningful coverage 
to these workers. The Administration is also concerned that the three-year waiver of the 
excise tax on very large retirement distributions would add complexity and could 
actually encourage plan sponsors to terminate plans.

.Snhchapter S. The Administration also strongly supports most of the reforms in the bill 
relating to Subchapter S (closely held) corporations, and will work with Congress to 
provide further reforms and to ensure that reforms are appropriately targeted to the 

intended beneficiaries.

X^r.hnical Corrections. The Administration supports the long-overdue enactment of 
technical corrections to recent tax legislation and will w'ork with Congress to achieve a 

consensus package of technical corrections.
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Other Ohiectionable Provisions

• OlasgifiGaTion of Workers for Emnlo\7nent Tax Purposes. The Administration has
concerns about certain changes proposed to section 530 of the Revenue Act of 1978, 
which provides “safe harbors” under which an employer has a reasonable basis for 
treating a worker as an independent contractor rather than as an employee for 
employment tax purposes. The most important concerns are with proposed changes that 
would: (1) shift the burden of proof to the Internal Revenue Service with respect to the 
application of section 530; and (2) replace the safe harbor for reasonable reliance on a 
long-standing practice of a significant segment of the industry with a rigid numerical 

test.

. $peda1-Tnterp.'st Provi.sions. The Administration opposes the inclusion in H.R. 3448 of 

numerous special-interest provisions.

Revenue Offsets

The Administration has serious concerns with the offset proMSion in H.R. 3448 that would 
repeal tax benefits for certain employee stock ownership plans that provide meaningful 
employee ownership. Several of the offsets - relating to interest allocations for nonfmancial 
corporations, tax treatment of expatriates, basis adjustment rules under section 1033, 
withholding on certain gambling winnings, and reinstatement of airport and airway trust fund 
excise taxes -- are included in the President’s balanced budget proposal. These offsets should 
be reserved for deficit reduaion and meeting balanced budget goals. In working with the 
Congress to develop an improved bill that is consistent with the Administration’s recommended 

amendments, appropriate offsets will be sought.

Proposals Not Addressed in H.R. 3448

The Administration will work with Congress to provide other incentives previously proposed by 
the Administration but omitted from this bill, such as the $10,000 deduction for postsecondaiy 
tuition and training expenses, the $1,500 tax credit for postsecondary tuition, and incentives to 
revitalize economically distressed areas, including incentives to clean up abandoned- - 
contaminated properties, and to create new Empowerment Zones and Enterprise Communities.

The Administration would also support an amendment to the Foreign Sales Corporation statute 
as it applies to licenses of softw^are, and w411 work with Congress to develop an acceptable 

package, including appropriate revenue offsets.

Pav-As-You-Go Scoring

H R. 3448 would affect receipts; therefore, it is subject to the "pay-as-you-go’ requirements of 
the Omnibus Budget Reconciliation Act of 1990. OMB’s scoring of this legislation is under 

development.
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rnn Not Distribute Outside Executive Office of the President

This Statement of Administration Policy (SAP) was developed by the Legislative Reference 
Division (Jones) in consultation with the Departments of the Treasury (Thornton, Judson), 
Education (Kristy), Transportation (HerlihyX the Interior (Markell), and Labor (Green), Small 
Business Administration (Nixon), Social Security Administration (Camilleri), the Interagency 
Working Group on Pueno Rico (Farrow), W'Wte House Counsel (Kagan), National Economic 
Council (Seidman), Council of Economic Advisors (Mazur), EP (Lyon), HRD (Matlack, Kitti, 
Menchik, Noe), HTFD (Rhinesmith, Me>'ers, Turco), NRD (Kodl), BRCD (Fairhall), and 

BASD (Barth).

HUD, Pension Benefit Guaranty Corporation, SEC, WTH Legislative Affairs, and OMB/GC did 

not respond to our request for comments.

OMB/LA Clearance:

The House passed Title I (tax provisions) of H.R. 3448 'on May 22nd by a vote of 414-10. The 
House passed H.R. 1227 (minimum wage, etc.) on May 23rd by a vote of 2S1-44. H.R. 1227 
was subsequently attached to H.R. 3448 as Title II.

The Senate Finance Committee reported H.R. 3448 on June 18, 1996 with amendments. The 
most significant provisions of the reported bill are described below. Pursuant to a unanimous 
consent agreement, the Senate will consider H R. 3448 on July 8th and vote on it on July 9th.

.Administration Position to Date

The Administration has taken no position the Senate version of H R. 3448. On June 28th, the 
President, in a letter to the Senate leadership (attached to this SAP) stated that he would veto 
any legislation containing the Republican leadership’s minimum wage amendment.

A SAP sent to the House on May 22nd -‘suppon[ed] House passage of several provisions of 
H.R. 3448,” indicated an intention to seek fliither amendments, and expressed strong 
opposition to two provisions, one of which was deleted.

On March 21st, Secretary' Reich wrote to the House Committee on Economic and Educational 
Opportunity that the Department had “serious concerns” with H.R. 1227, The concerns related 
to the provision that relieves the employer from the requirement to pay employees minimum 
wage or overtime compensation for the time an employee spends commuting to and from work 
in an employer’s vehicle. The Secretary stated the Department had recently clarified that issue 

and that the proposed legislation was unnecessary.
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Pe!%criptTnn nfMaior Provisions of H.T^. 3448

Title T. Small Business and Other Tax Provisiggs

Title I of the Senate-reported version of H.R. 344S is similar to the House-passed bill. The
major tax provisions of the Senate bill are described below.

Tax Relief T*ro\H.sions Similar to the House-passed H.R. 344S

. Increases from $17,500 to $25,000 the portion of the cost of tangible depreciable
property a small business can write off annually as an expense. The increase is phased in 
over seven years. The increase would phase in on a different schedule than the House 
bill, beginning in 1997 rather than in 1996.

• Temporarily extends the exclusion from taxable income for employer-provided 
educationaf assistance programs to taxable years beginning after December 31, 1994, 
and before January 1, 199S. Like current law, but unlike the Hou^^e-passed b'lJ, this 
extension would apply to graduate-level courses:

• Makes numerous changes to tax law affecting pensions, including creating a new 
pension plan for small businesses that has fewer requirements than existing arrangements 
and allowing State and local governments and tax exempt organizations to establish 

40l(k) plans.

. Replaces the Targeted Jobs Tax Credit with a new Work Opportunity Tax^ Credit
available to employers hiring individuals who are high-risk youth, qualified ex-felons, 
summer youth employees, ^DC (or successor program) recipients, qualified veterans, 
referrals from a vocational rehabilitation program, and certain qualified food stamp 
recipients between the ages of 18-24. xAJl but the last group were eligible for credit 
under the House-passed bill. The Senate bill also requires a slightly shorter minimum 
employment period (at least 180 days or 375 hours) than the House bill’s requirement 
(180 days or 500 hours).

. Makes a number of changes to the tax code concerning Subchapter S (closely-held)
corporations — e.g., increasing the number of stockholders such corporations can have 
and allowing Subchapter S entities to have subsidiaries.

Tax Relief Provisions Not Contained in the Hou.se Version

• Several tax relief provisions that expired in 1995 are extended for varying periods of 
lime and, in some cases, are modified. These provisions include; the research and 
experimentation (R&E) tax credit; the orphan drug credit; the favored tax treatment for 
gifts of appreciated stock made to private foundations; and the non-conventiona! fuels 
tax credit. The extension of the R&E tax credit begins on July 1, 1996, and is not 
retroactive to its June 30, 1995 expiration date.
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Provides for deductible contributions to an individual retirement account by a 

non-working spouse.

Revenue Offsets Similar to House Version

Phases-out the tax credit (Sec. 936) to U.S. businesses with operations in U.S. 
possessions and terminates the lax credit for investment in the possessions and in certain 
Caribbean Basin countries. Differs from House-passed version in several respects; 
including the rate of the phaseout and the grandfathering of firms that receive the tax 

credit based on the number of jobs created.

Repeals the tax exclusion of 50 percent of the interest income received on a loan to a 
qualified employee stock ownership plan to acquire the stock of the employer or for 
refinancing such a loan. Similar to House version except for effective date.

Makes punitive damages received for non-physical injury or illness, such as damages 
awau'ded for discrimination, taxable. Under current law all damages are excluded from 
income. The House-passed version would also tax other non-economic damages.

Revenue Offset.s Not Included in House Version

Extends the Airport and Ainvay Trust Fund excise taxes for the period beginning seven 
days after the enactment of H.R. 3448 and ending after Dec. 31, 1996. These taxes 
include taxes on; domestic passenger tickets; domestic freight waybills; international 
departures; jet fuel used in non-commercial aviation; and gasoline used in 
non-commercial aviation. An exemption is provided for certain emergency medical 
helicopters and for fixed-wing aircraft exclusively dedicated to acute care emergency 

transportation,

Revises the rules aimed at stemming tax avoidance though expatriation by treating, for 
tax purposes, all assets as having been sold at the time U.S. citizenship is given up and 

taxing the imputed gains on those assets.

Phases-out and extends, through Dec. 31, 2002^ the current 10 percent luxury tax on 

automobiles costing more than S34.000.

Allows certain people engaged in the local furnishing of electricity and gas to elect not 
to be eligible for future tax-exempt financing without incurring the present-law loss of 

interest deductions and loss of tax exemption.

Ohier.Tionahle Provisioir; of House Version Not Included in Senate Bill

. The Senate-reported version of H.R. 3448 does not include the repeal of the taxation of 
U.S. shareholder earnings attributed to “excessive passive assets” (i.e., greater than 30 
percent of all assets) held by a foreign corporation.
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Title TT Payment of Wages

The major provisions of Title II, which are identical in the House-passed and Senate^reported 

versions of H R. 3448;

• Increase the minimum wage by $.50 an hour to $4.75 beginning on July 1, 1996, and by 
an additional $.40 an hour to $5.15 beginning on July 1, 1997. In Febmary 1995, the 
President transmitted to Congress a bill that proposed to increase the minimum wage by 
$.45 an hour beginning on JuTy 4, 1995, and by an additional $.45 and hour beginning on 

July 4, 1996.

• Establish a permanent fixed sub-minimum wage — at the flat rate of $4.25 an hour -- for 
youth under 20 years of age in their first 90 days of employment vvHth any employer with 

no training requirements.

• Exempt from minimum wage and overtime requirements certain computer professionals 
who are compensated at a rate of not less than $27.63 per hour.

• Eliminate the requirement that employers of tipped employees (e.g., waiters and 
waitresses) pay at least 50% of the statutory minimum wage in cash and replace it with a 
provision which locks the cash wage at the current standard of S2.13 even after the 
statutory minimum wage goes up. By replacing the current index formula with this fixed 
rate, this amendment would deny these employees any benefit from future increases in 

the minimum wage.

• Clarify that employers are not required to pay employees minimum wage or overtime 
compensation for the time an employee spends commuting to and from w'ork in an 
employer’s vehicle if: (1) the travel is within the normal commuting area for the 
employer’s business; and (2) the use of the vehicle is subject of an agreement between 
the employer and the employee or representative of such employee.

Pav-A.s-You-Go Scoring

According to BASD (Banh), H.R. 3448 would affect receipts, and, therefore, is subjea to the 
pay-as-you-sio requirement of the Omnibus Budget Reconciliation Act of 1990. Treasury has 
not yet scored the revenue provisions of the bill. The Joint Committee on Taxation scored the 
Senate bill as having a net effect of increasing revenue by $47 million over FY 1996-FY 2000 
and by $58 million over FY 1996-FY 2005. For the years covered by the statutory pay-as-you- 
go requirements, CBO/JCT scored the bills as increasing receipts by $258 million in FY 1996, 
increasing receipts by $405 million in FY 1997, and reducing receipts by $375 million in FY 

1998.

LEGISLATIVE REFERENCE DIVTSION 
Julv3, 1996- 12:00 PM
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DRAFT — NOT FOR RELEASE 
(Senate)

H.R. 3448 - Small Business Job Protection Act 
(Archer (R) Texas)

The Administration, while supporting Senate passage of a number 
of provisions of H.R. 3448, as amended by the Finance Committee, 
will seek further amendments to the bill. And, as stated in the 
President's June 28th letter to the Senate, if H.R. 3448 is 
presented to the President with the minimum wage provisions of 
the Republican leadership amendment, the President will veto the 
bill.

— L?,S,
Cjr^

\ '
The Administration also strongly opposes section 1601, which ,,would repeal the tax credit related to economic investments in \ ^ ^ 
Puerto Rico) with various grandfather rules for existing \ 0^.
companies. The Administration urges the Senate to delete this provision and replace it with its proposal to reform the credit) 
so that" it provides benefits for new and expanded operations 
based on real economic activity in these underdeveloped areas, 0,3 >- 
and uses the projected revenue savings for social and employment 
and training program needs in Puerto Rico. It is important that 
legislation concerning the credit contains ^effective mechanisms 
to promote job creation in the islands. ^ i e-r 9o

The Administration will also work with Congress to adopt other 
amendments as described below.

Provisions Supported by the Administration and Additional 
Recommended Amendments



The Administration supports many of the revenue provisions of
H.R. 3448, which are consistent with Administration proposals to
strengthen small businesses, simplify pension laws, reinstate
incentives for research and development, and improve incentives
for education and work opportunities.

In particular:

Small Business Expensing. The Administration strongly
supports the bill?s increase from $17,500 to $25,000 in the
amount of tangible personal property that small businesses
can expense. The President proposed such an increase in
1993 and in his FY 1997 Budget, although with a faster
phase-in.

Employer-Provided Educational Assistance. The
Administration supports the temporary extension of the
exclusion for employer-provided educational assistance,
including the exclusion for post-graduate level education.
The Administration will work with Congress to provide a
permanent extension of the exclusion. The Administration
also believes there should be a 10 percent tax credit for
educational assistance provided under section 127 plans for
small businesses with gross receipts of $10 million or
less.

-oOVt:

Research Tax Credit. The Administration strongly supports
full reinstatement of the research tax credit and will work
with Congress to make the credit permanent. The
Administration continues to believe that full, permanent
reinstatement should take priority over modifications to
the credit such as those contained in H.R. 3448.

Orphan Drug Credit. The Administration strongly supports
full reinstatement of the orphan drug credit and will work
with Congress to make the credit permanent.

Gifts of Appreciated Stock to Private Foundations. The
Administration strongly supports this provision and will
work with Congress to make it permanent. ^ i U

Work Opportunity Tax Credit, 
for
criticisms of the Targeted Jobs Tax Credi(t,
particularly increasing the period of retentioiu The
Administration will work with Congress to improve the scope
and effectiveness of the new credit.

Pension Simplification. Many provisions of H.R. 3448 were
included in the President?s pension simplification proposal
announced in June 1995 at the White House Conference on
Small Business. More can be done, however, to encourage
retirement savings by middle and lower-wage workers, such

______ The provision in H.R. 3448
a new Work Opportunity Tax Credit addresseg many of the



as providing more meaningful employer contributions under 
the simplifilpd small business plan. The Administration 
hopes to work with Congress in a bipartisan fashion to 
simplify-the-Uaw, expand coverage, increase security, and 
promote port^ility.

Subchapter S. The Administration also strongly supports 
most of the Subchapter S reform package in the bill, and 
will work with Congress to provide further reforms and to 
ensure that reforms are appropriately targeted to the 
intended beneficiaries.

Technical Corrections. The Administration supports the 
long-overdue enactment of technical corrections to recent 
tax legislation and would like to work with Congress to 
achieve a consensus package of technical corrections.

Other Obiectionable Provisions

Classification of Workers Under Section 530 of the Revenue 
Act of 1978. The Administration has concerns about certain 
of the changes proposed in H.R. 3448. The most important 
concerns are with provisions that would: (1) shift the 
burden of proof to the Internal Revenue Service with 
respect to the application of section 530; and (2) provide 
that the "significant segment" requirement is met through a 
reasonable showing of the practice of more than 25 percent 
of the industry. [Need more plain English here.]

“ Special-Interest Provisions. The Administration opposes 
the inclusion in H.R. 3448 of numerous special-interest 
provisions.

Revenue Offsets

The Administration has serious concerns with the offset 
provision in H.R. 3448 that would repeal tax benefits for 
certain employee stock ownership plans that provide meaningful 
employee ownership. Several of the offsets — relating to 
interest allocations for nonfinancial corporations, tax 
treatment of expatriates, basis adjustment rules under section 
1033, withholding on certain gambling winnings, and 
reinstatement of airport and airway trust fund excise taxes — 
are included in the President's balanced budget proposal and 
should be reserved for deficit reduction and meeting balanced 
budget goals. in working with the Congress to develop an 
improved bill that is consistent with the Administration?s 
recommended amendments, appropriate offsets will be sought.

Administration Proposals Not Addressed in H.R. 3448

The Administration will work with Congress to provide other 
incentives previously proposed by the Administration but omitted 
from this bill, such as the $10,000 tuition and training



deduction, the $1,500 tuition tax credit, and incentives to
revitalize economically distressed areas, including incentives
to clean up abandoned, contaminated properties, and to create
new Empowerment Zones and Enterprise Communities.

[The Administration would also support an amendment to the
Foreign Sales Corporation statute as it applies to licenses of
software, and will work with Congress to develop an acceptable
package, including appropriate revenue offsets.]

Pay-As-You-Go Scoring

H.R. 3448 would affect receipts; therefore, it is subject to the
?pay-as-you-go? requirements of the Omnibus Budget
Reconciliation Act of 1990. OMB?s scoring of this legislation
is under development.
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Ppnsinn Rairi T^egislation

♦ The House Bill would have allowed the removal of so-called “surplus” 

pension assets for any reason.

This was projected to come to $30 billion over 5 years.

♦ The Senate rejected pension reversion legislation.

♦ The Conference Committee passed a bill raising the threshold for 

removing money and allowing withdrawals to be used only for other 

ERISA benefits.

The most significant such benefit was health expenses for current 

employees. Other items included educational and dependent
care assistance and disability benefits.

1

Removals were projected to come to $15 to $18 billion over 5 

years.

♦ When asked whether removal for other ERISA purposes represented 

good policy, we said:

“Money previously earmarked for retirement, rather than general 
corporate funds, will be used to pay for other corporate obligations. 
This is like robbing Peter to pay Paul. The proposal allows companies 

to use pension money to free up corporate resources for any other 

purpose, in effect making pensions a corporate piggy bank.”

June 28, 1996



THE WHITE HOUSE
WASHINGTON

June 23, 1996

TO:

FROM:

LAURA TYSON
DAN TARULLO
GENE SPERLING

MARK MAZUR

SUBJECT: SENATOR DORGAN’S “RUNAWAY PLANTS" PROPOSAL

Dan Tanillo asked about Senator Dorgan’s legislative proposal on "runaway plants".
This proposal would remove a tax advantage from firms that use foreign manufacturing plants
to supply goods to the U.S. market. It is based on the notion that the Tax Code should be
used actively to encourage the location of manufacturing facilities in the United States. (Since
this proposal is in the Democratic Leadership’s “Families First" Agenda, it seemed appropriate
to address this memo to all of you.)

Background — Current Law. In general, under current law, income earned by foreign
subsidiaries of U.S. multinationals is not subject to tax until that income is repatriated to the
U.S. parent firm, usually in the form of dividends. The income tax liability is thus “deferred"
until the income is paid out to the United States-based parent firm. When this payment occurs,
a foreign tax credit is available, to offset the U.S. tax liability dollar-for-dollar with taxes paid
on this income by the foreign subsidiary to other jurisdictions. If the foreign subsidiary is
located in a country with higher tax rates than the United States, the foreign tax credit is often
large enough to completely offset any U.S. income tax liability owed. If the foreign
subsidiary is located in a country with lower tax rates than the U.S. (including so-called “tax
haven" countries), the foreign tax credit will not completely offset the U.S. tax liability and
some U.S. income tax will be paid on this income.

One exception to the general rule of tax deferral is “Subpart F” income attributed to
foreign subsidiaries (e.g., insurance income, income earned from complying with an
international boycott, and bribes paid by foreign subsidiaries). Subpart F income is taxed to
the parent firm as earned by the foreign subsidiary, though a foreign tax credit is allowed for
taxes paid to other jurisdictions (as for repatriated earnings).

Background — Senator Dorgan’s Proposal. Senator Dorgan proposes to create a new
category of Subpart F income, taxed in the U.S. as earned by foreign subsidiaries of U.S.-
based multinationals. This new category of income would consist of all income earned on
property (including goods, components, and intangible property) produced abroad by a foreign
subsidiary of a U.S. firm and imported into the United States. This class of income - called
“imported property income” - would include income generated by property directly imported



by the foreign subsidiary into the United States and also property sold to an unrelated party if 
it was reasonable to assume that it would be ultimately imported into the U.S. The proposal 
would also create a separate foreign tax credit limitation applicable only to imported property 
income, so that foreign tax credits generated by other income could not be used to offset U.S. 
income tax liability on this form of income.

The enforcement problems this proposal would pose if enacted are enormous. First, 
the tax authority would have to distinguish between property imported to the U.S. (directly 
and indirectly) that is produced by a foreign subsidiary of a U.S.-based multinational and 
property that never enters the U.S. or that is produced by a foreign company having no parent- 
subsidiary relationship to a U.S. firm. Second, the tax authority would have to determine the 
amount of income “earned” on this imported property. Both tasks would be difficult.

Analysis. The proposal is based on the notion that U.S. jobs are best protected by imposing a 
barrier to firms’ efficient worldwide location of production facilities. Since location decisions 
involve a host of non-tax reasons (e.g., labor costs, proximity to markets, availability of raw 
materials, adequacy of infrastructure), the imposition of an added tax cost could lead to 
suboptimal (in terms of production cost) location decisions. The proposal also could distort 
location decisions in unintended ways. For example, the U.S.-owned foreign firm that was 
taxed on its imported property income could see its market share taken by a foreign firm that 
had no direct equity relationship to a U.S. firm and incurred no U.S. income tax cost. While 
no detailed analysis has been done to indicate which industries wold be most affected by this 
proposal, it could have disproportionate effects on high-technology industries such as 
pharmaceuticals, computers, and electronic components, that have production facilities abroad 
but maintain headquarters operations in the U.S.

In the iong run, proposals to discourage imports tend not to increase domestic 
employment, earnings, or standards of living. To the extent that an import reduction is offset 
by a decline in exports, the mix of employment may change, but not the aggregate amount. 
Moreover, the aggregate level of unemployment is generally thought to reflect domestic 
macroeconomic fundamentals, not the level of imports or exports. The proposal is unlikely to 
affect fundamental economic variables (such as inflation and aggregate demand) and therefore 
is unlikely to have a permanent effect on employment and earning levels. If the proposal were 
perceived by U.S. trading partners as protectionist, it could lead to trade repercussions that 
would tend to lower domestic living standards by limiting efforts to extend free trade.

The formidable administrative problems posed by this proposal should not be taken 
lightly. Treasury has been aware of proposals along these lines for a decade or so. To this 
point, they have been unable to convince themselves that such proposals would be enforceable 
given the current state of international commerce. Transfer pricing rules (needed to allocate 
income between parent and subsidiary firms) are already among the most complex sections of 
the Tax Code. The proposal would place even more pressure on these rules, leading to 
increased conflict between taxpayers and the Internal Revenue Service. Such a step seems 
counterproductive.



Recommendation. The Administration probably should not support tax proposals of this type.
First, in the long run, proposals of this type will have little or no positive effect on domestic
employment and earnings or living standards. Second, this proposal is almost certainly
unadministrable and would contribute to the public’s concern that the Tax Code is too complex
and unworkable. Third, the proposal appears protectionist and could undermine the
Administration’s support for free trade expansions. Fourth, supporting this proposal could
distract effort from the defense of Section 956A (a provision that addresses excessive
accumulation of passive assets abroad). The Administration proposed Section 956A in 1993,
and it was enacted; Congress is now proposing to repeal it. For all these reasons, any effort
expended to support Senator Dorgan’s “runaway plant" proposal likely could be better spent
elsewhere.

CC: TO’D, MW
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-........... ...... — 34 •106 '12t -373 -558 -616 -674 -706 -787 -864 -3,314 -3,078

10/1/96 — -113 -136 -80 32 -12 -2 — — — -363 -14 ^77

1/1/95 -136 -740 — — — - ... — — — -676 — -876

7/1/96 -202 -745 -466 -232 -166 -69 -20 — — — -1J813 -109 -IJWI2

7/1/96 -6 -IB -1 -1 -1 -1 PI PI PI PI -26 -2 -28

7/1/96 -14 -86 -11 -4 — ... — -- — — -115 — -115
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Provialon Ettecitve 1906 1897 1998 1000 2000 2001 2002 2003 2004 2005 1000-00 2001-05 1006-65

fi Exl«niJ9eclion29bmdinHconlr»ct«talel<>6
mon«is aMv dMi ol enacener* and
phcedinsenricadaleta 1/1«8 lo. biomass
and cool........ ..... —......................................

OOE -8 -32 -51 SI -40 -35 -36 -37 -30 142 187 -329

7 Sinpand excbs kx on motorboat cbasal 26 -34
lhreo^fiao»7__................................................. ........ 7/1196 <8 — — ... -A#

-366 -1,738 -851 -300 -240 -142 -57 -38 -37 •30 -3,360 -312 -3.661

rv. navaime Offaota
1 Possessions taxonrit: Wage cie4*l companies-6

years o) present law, thereafter Sift4*ct *> fncotne 
ceparvl. allar 10 years, wage credtparcarftBge
lowered to 40%; Irteome compariei - 2 yeera ol 
presertlear Wowed by 8 years e«*ioct (0 hrcome .

‘L j

cap; QPSn - rapealad Mar ol taxabla years 
bagiming I2/31/95 or eeminip aftar 600196.... lyba 12131/95 190 596 540 530 475 SCO 605 1,075 1^96 1,566 2.330 S.110 7,440

2. Repeal 50% Msiasi income exclusion far linandal 
insiHuban hams to eSOPs (U| bna DOE 10 64 10S 144 102 220 256 292 327 360 506 1,455 t,960 s

3 ProvidB that puniWedemaiias are not
exdudaUstrominceme............ .. ........................... ara6a»96 5 7 7 7 0 0 9 0 8 26 40 66

4. Prmride for tow 8vou(^ treolment far

Ttiols (FASTa)..... -......................................... ............
5 Plwae out and extend kocuyautomobne

DOE 36 10 0 3 -2 -7 -12 -17 -22 66 -60 6

exciae tux duough izmfttt...................... ..................
€ Moddy taro county tox^xompl bond nie far

ama6/30M6 -10 -58 -105 -132 124 103 140 32 -180 355 175

a ■ new local brrtahars (artti ounetrt service areas
grandfaifteted)--------------------------- -------------- -......... DOC — |I5| 5 1 -1 3 4 8 16 22 5 53 50

7. Ehainato Intorest albeatioo axcapbon for 1,400' - ' lyfaa 12/31/96 35 99 107 123 141 163 187 201 215 228 505 004

8 RonsteieAirportand Mrway Trust Fund
I—• exciae taxes through 12/31M6. edti

—
oxoirptionfarfcced-wInBBmergsttcyinedfcsl 
aircrafl.......................................................................... tpTdateDOC 393 1,530 _ _ _ _ _ _ _ _ 1.023 — 1.023

1 ;

0 TaxteebeatmenlolcorMribuiionsinaidal
■------- *

cocKtrucbon far wator utClios. changs
dapreciaton far water utlilies......................... _ .... |16] — -21 -0 -3 11 24 35 45 65 64 -22 223 201

ID Ravisfarrotaxpabiaton tax rules..................... ........... 2K/06 15 37 63 07 130 101 216 247 275 296 351 1,217 1.560

633 a,2V7 731 776 1,081 1,280 1,824 1,896 2,174 2,513 •5>00 9,307 14,006

1 V TAetmieal rrwMrlifwia . 14 P) P] P] PI PI n PI PI PI 14 m 14
l'>"»

ciiRTnTj.1 nPSPmoMSi II III IV Am v _____ 256 418 -363 •170 •83 -400 -329 -M 175 521 70 -143 -78
•=»

VI Olhar ProvWona
«rr» A Uiscelatwaai Provurons1
<:j 1 Exempt bom dnsal dyaittg raqiireiiwnt any

1
-aZ<

Slatas exempt from Clean Mr Act dyeing 
reqairenwnl.-................................................................. facia DOE PI -1 1 -1 1 -1 1 1 -1 1 3 3 -6
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Provision Efftcdvt 1996 1997 1999 1999 2000 2001 2002 2003 2004 2009 1000410 2001-06 100665

rpa 12i31«6 1 2 -2 -2 -2 -2 -2 -2 -2 -7 -10 -17

da 12131796 - -1 -1 -1 -1 -1 -1 -1 -1 -1 -4 -5 9

bia DOE — -1 -1 -1 -I -1 -1 -1 -1 -1 -4 -6 0

te 12731/96 -4 -9 -6 -6 -6 •« -6 ■9 -9 9 -37 -43 -80

Ivba 12/31AS nfanCnilf^ FTwteTirM f^i-rnmw9nU9 dVCT *

OOE«7days -12 •9 -6 -2 _ _ _ _ -30 _ -30

2 Applicason al oommon paymaster lulas to
csrtein agancy accounts al State

.............. .......—.....3. Exarnpl intpoftod racydad batons ham 
-daplaling chamicals lu..

4. AulhOfiza lu-sgnmpt bonds lor purdiase of
*laa>a Poarar Aulhorlly...................... .........................

S Alow far iBX-fraacofivafsion of oommon tnjBt fundi
to mufeal funds-...... ...... ......................................... ....

6. Clarify dint Stete prapaid tuHion plans art
tax-a«anipl aniilias: darify 010 njfas...........................

7. SiBpand axoisa tax on ozona dapfabng
citamicals usad in mateiad dbaa rtiaterv..................

SubfoMI of HacaMansous ProvMons______________

B. HtvanuaOebate
1. Uodiy ItesissdtustnantnitatundBrsaclon 1033.
2. Rapa^ aaaniplion far wiHvIding on ganMno

winnings from bingo and ksno whara procaadS
axctesd $5.000............................................ ...............

3 Tisabnantoicaruin inauranca onralirodlivos..... ..
SutHotsi of Rsvanus Otlsa**............... .................. ........

ooe

DOE
lyfaa 12/31i«5

SUBTOTAL OF SECTION VI..

3

3

9

-29

1

12
2

IS

-21

5

6
I

12

-21

S

s-2
13

-II

14

6
S

21

-13

20

7
2

29

-13

29

7
PI
96

-14

37

7
10
M

-14

46

7
S

48

-14

56

9
2

69

-99

29

33
6

-17

-68

184

36
9

232

-191

217

69
14

300

149

NET TOTAL. -73
Joint Committaa on Taxation

i
u-'
o-t

NOTE Oeteikmaynotaddta lolaisdualDKundfag.

Lagsnd far Effaclva' cokam: are - amouma lacaniad after
aada - annuily starinig date alter
bia . bomfa iasuad ate’
brota - banatts reoatvad on or alter
oa - chomicals impoftad after
cpfao/B • cantrada paachtesad bafera. on, or after
dda - docadanta d|^altar
PDA - dbaatert tfedared altar
OOE • date ofanadmant
fcqa - fist cabntfarquartar after
Ma - laaaahold inpravmanrte (kspoaad of after
hna - loans mada after
lyba - tenttaiion yaais be^ruang alter
ppiso/afa . proparty placad in sanrioa on. after, or bafcio

[Fnotnotts tor Totito *9C 2 ISO oryMxir on tfw totlomna f*9»i

ptoa - prehUted taansaelfaha oecunInB alter
ptoa - prahUad bantaelBite occurring altar
pyba - ften yaare baginring alter
fpa-iamanamODnpaidaltat 
am* - aaht mada altar
apa . sarvloBS pariatmotf alter
te.btetafcfs alter
lyba . teateriayaan baginvfv after
tyaa . texabla ysam oRfng after
Ip7dala OOE - tcfcate pircbasad 7 darys after date of 
yfaa - yaatetwgiinlnii after
ybboia - yaarabaginning bafota. on, or after
90 da DOE - 90 days alter date of anaeanonl

atteclawiri for amrol 7 days after date of anacbnent
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Foomoua ^ol T«bl* «9C-2 T5K;

J1J EftoclivaasrtincludetlintfwOmnfcusRecondliationAcloflMa
[2] Lossollass««nS500.000
13] Loss or lass Onn $5 tnKon
]4| Loss of has dan $15 nltorL
|5J Loss of isaa dan $20 nKon.
|6| Loss of lass dan $30 raflon
|7| Osin of lass dan $1mnon. ^
|B| Ravsnua offaol altar 1J1199 nefudad in da rsvsnua ssdnata for da asta faitaof provtaws 4m Id Inlatsdions baSaaan das ptoafabn and Itam III.C.4.
PI Loss ol Isas dan $10 miSon.

|10| NogtfdUs larMnus eflecl
111] T1«s provision conaidsc naraclnn adoca of SIMPLE foHranard plan provtsiota (Itana ltt.C.1. III.C2, atsi ni.D.5)
(r2JEIfacsusasHatdudodndaGanaralA9rssnan(enTafitaandTisdsaM«>4. ___ ...
(13) Cfs«« rate St 35% CO fasi $6,000 ol aicoms; sli||»ds vsxtoa soqawlad ta lTK*ida aadara cash radpiatas, vstamiJ faodatarnp raeiplardB. and W - 24 yaar olds Mog fci a laiaataW i^sianB

Ibod atanva for a period ol at hast 3 iraoda on da data of Mrs: 375 hoar aork laqitaafiard.
IH] The ispatal would not apply to loans irada poiBUad to a Wndin# conbad sntarsd ir«o bolora fif10»6
|IS]Qanol lass dan 1500.000 ^
(161 Eftocdva lor amoorts racsivwl aftai 6/12« and (aopoily phcad in aarvica altar fif12«6 idlh da axoapboo of cartato propany sOdacf to a btodkiB contracl balors Sfitwe.
(171 Estimatos providad by da Conoressaonal audget Oflca.
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THE WHITE HOUSE

WASH INGTON

May 13, 1996

TO:

FROM:

LAURA TYSON

MARK MAZUR

SUBJECT: TAX BILL IN WAYS AND MEANS COMMITTEE

On Tuesday, May 14, the House Ways and Means Committee is scheduled to “mark
up” (consider for Committee passage) a tax bill focusing on provisions that would benefit
“small business". I believe that all of these provisions were included in the Balanced Budget
Act that was vetoed last year (though some may have different effective dates or phase-in
schedules). Attached is a preliminary revenue table that is should provide the starting point for
the Committee’s deliberations (though the Committee Chairman could change the provisions
before they begin) .

Treasury met with T P^nstta p^rlier today ^Monday) to disrnss a sfrafftgy (T didn’t
get invited, and I’m not sure if anyone from NEC attended). The basic plan is to state that
these tax items should not be attached to legislation that wmild raise the minimum wa^. In
addition. Treasury has been working with some Democrat Members to ensure that a number of
politically popular amendments are brought up le.g., extend the R&E tax credit, extend
foreign sales corporation treatment to software companies, loosen constraints on the home
office deduction). The idea is to have the Republican Members either vote down these popular
items or to load up the bill so much that it turns into a big tax hillKTtTSVSFTII apses.

Background: The revenue-losing provisions include the following:
(1) Increased expensing of equipment for smaller businesses (gradually increasing from the
current $17,500 that can be expensed each year to $25,000 in 2003 and later years); the
Administration proposed an increase to $25,000 in 1993, but the amount was reduced due to
revenue concerns.
(2) Pension simplification provisions (similar to, but less desirable on policy grounds than, the
Administration’s pension simplification proposals).
(3) Extend the Section 127 exclusion for employer-provided education benefits through
December 31, 1996, but do not allow the exclusion for post-graduate classes.
(4) Loosen rules on the use of Subchapter S Corporations (these are limited-liability entities
taxed like partnerships where losses flow through to owners and there is no separate corporate- 
level tax).



(5) Renai^the targeted jobs tax credit (TTTQjheJlWork opportunity tax credit", make 
modificatibRS to reducelTSrgeiieiusityim^lncre^ its effectiveness, and extend it through June 

30, 1997.

In general, the Administration is unlikely to quarrel too much with these provisions.
Some of these items are in the Administration’s budget and others are similar to proposals the 
Administration has supported in the past. The pension simplifinarion prnviisions are more 
generous to owners and higher-income workers than the Administration’s proix)sals. The 
Section l27 proposal’s resection to undergraduate coursework is probably undesirable.
Extending the TJTC under a new name is probably unwise policy (since there is little evidence,'^ 
die TJTC could eveTpass a cost/benefit test), but the Administration is unlikely to oppose 
something that is intended to promote the hiring of low-skilled workers. .

The revenue-raising provisions are likely to be more controversial. They include: ^
(1) Phased-out repeal of Section 936 credit for businesses operating in U S. possessinn<i (e.g.,
Puerto Rico). ($3.8 billion over 7 years) The Administration proposed a reformulation of this 
tax credit in the FY 1997 Budget that retains a tax incentive for increas^ Pirnnntriir pp^ity 
(e.g., hire workers, build plants, purchase equipment) but that..substanti5ly reduces the 
incentive to simply allocate income to Puerto Rico. Recentf^ulations issued by Treasury 

should help lessen the abuse potential for the existing credirvand complete repg^l ifL-almnst 
certainly overkill (especially since the Congress does not put anjT^Sr economic development 
incentive in its place). Treasury will strongly oppose this provision
(2) Repeal a 50 percent interest exclusion for loans made by financial institutions to employee ^ _ 
stock ownership plans (ESOPS) ($1 billion over 7 years). Repeal is probably acceptable 
policy, though the Administration tends to favor tax provisions for ESOPS (on the grounds 
that they promote employee participation in firms and, hence, help increase productivity).
(3) Reduce income exclusion for damages paid on account of sickn^ss'tSru^ry by^ncluding in'^ 
income payments for punitive and non-physical damages. Inclusii^ of punitive damages Jy 

probably good tax policy since these payments are a form of incom^nclusion of non­
physical damages is probably too blunt a provision, since payments that compensate a person 
for actual harm are not income and should not be subject to an income tax.
(4) Reform the income forecast method that applies mostly to movies and recordings. The 
provision would speed up tax payments from this income (by requiring faster recognition of 
income earned).

The Administration stated its positions on many of these provisions last year in the 
context of the Balanced Budget Act. Treasury intends to stay with the same positions.
Moreover, if the Democrat Members are successful in their amendment strategy, the bill 
should cause the Republicans some problems at markup. The Administration’s problems may 
arise if the President is presented with this bill as part of a package that includes an increase in 
the minimum wage. At that point, we will have to do some serious thinking about the costs 
and benefits of the overall bill. However, it is premature to get into that at this time.

cc: TO’D
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Fiscal Y«ara1D96-20Q2

[Miaions of DoHarsJ

Provialon Effective 1996 1997 1996 1999 2000 2001 2002 10964X1 19984B

1. Small business inoanllves - increase In
expensing rimltatlon rorsmaB businesses to
$19,000 for 1996, $19.000 for 1997.
$20,000 for 199B. $21,000 for 1999,
$22,000 for2000, $23,000 for 2001.
$24,000 for 2002, and $25,000 for 2003 and
thereafter.................................................................. lyba 12/31/95 •193 -313 -304 -459 -566 -579 -591 -1,836 •3,006

2. Pension simplilication provisions................................

3. Employer-provided educational assistance;

various 157 47 -59 -329 -382 -423 ■175 -9B9

applies to undargratftiale educalion only
after 1995; sunsel after 12/31/96................................ 1/1/95 •136 •BOB ... ... — ... ... -744 -74'4

4. Subchapler S coqiarations tefomi package............— various -3 -31 -67 -78 -89 -94 -too -250 -462

5. Extend tlie work opportunity lax credit, with
7/1/96 •0*1 -Oft -91 -46 -19 -6 -1 -261 -268

modificalkms through 6/30/97 [1 ]................................ •sW "9 1

6. Provida FICA lip credit for ott-premises
1/1/97 -6 -14 -15 -16 -17 -18 -51 -05

employees.................................................................

7. Permanent extension o1 FUTA exemption lor
1/1/95

1

r .o -3 -3 -3 ■3 -3 -17 -23
alien agricultural workers {2J......................................

•«j

8. Phased-ln repeal ot section 936; Wage
credit companies - 6 years ot present law,
followed by 4-year phaseoul wth modified base
period: fncome cotnpanie&- 2 years of
prasenl law loHowed by B^ear phaseoul with modiflBd
base period; QPSll - repealed 1/1/96..... -........ ......... tyba 12/31/95 255 605 552 596 498 516 746 2.506 3,766
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Provision

9. Repeal S0% inloreBl income oKclusion (or
^ ^ I Sx^aaSSIa sSSaM 4 A P . _    

10. Modify exclusion of daniages received on 
account of personal in|uiy or sickness

11. Dorporaleaocounling- reform of Income
forecast molhod.....

12. Apply look-througli rule for purposes of
chertkcteiizlng certain siArpait F insurenca 
Income as UBIT.......................................

13. Repeal advance refunds of diesel fuel lax (or
diesel cats and light trucks............................

H. FICA t|p credit lechnU^al clarillcalion...

IS. Luxury excise lax and other technical 
oorreclions.......................................

NET TOTAL •• ••• I •• ■•»••••••

Joinl Committee on Taxation

NOTE: Dalaib may not add to totals due to rounding.

Legend (or ’Effeclive’ column: ama = awards made after
da = distributions after
gira ■> gross Income received after
Ima = loans made after
ppisa = property placed In service after
lvba = taxable years beginning after . . .
vpoa DOE = vehicles purchased on or after date of enactment

1,1 C.e«..1 0. Ii« $6,000 .1 inco,.,: «pand«l IJ Mud. »tipl=n>s; 600 hou.

requitemert; can nol claim credS undl 1997.
[21 Estimates provided by the Congressional Budget Oflice (CBO].
[3J Loss of less than $500,000.

Effectiva 1096 1997 1998 1999 2000 2001 2002 1996-00 1996-02

ima 10/13;95 27 69 109 149 187 224 261 541 1,026

ama 12f31/95 34 61 55 59 61 64 68 260 392

ppisa 9/13/95 32 G9 29 13 14 16 19 157 192

gira 12«1/95 7 23 24 27 30 32 34 111 177

vpoa DOE 3 17 19 19 19 19 19 76 114

„ ... ... ... ... ... ... *•'

— U ... ... ... — 14 14

2 -so 35G 201 -213 -210 11 311 84

lO
o
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ESTIMATED REVENUE EFFECTS OF A TAX PACKAGE SCHEDULED FOR H^KUP BY 
THE COMMITTEE ON WAYS AMD MEANS ON TUESDAY, MAY 14,1896

Fiscal Years 1B96-2002

(mions of DollBfs]

Provision EHsctIva 1996 1997 19B8 1999 2000 2001 2002 10964X1 199642

1. Small business Incanllves • incraass In
axponsing limltatlMi for small businesses to
$19,000 lor 1996, $19,000 for 1997.
$20,000 lor 1998, $21,000 for 1999,
$22,000 lor 2000, $23,000 for 2001,
$24,000 for 2002, and $25,000 for 2003 and
........................................................................... lyba 12/31/95 -193 -313 -304 -459 -566 -579 -691 -1,836 •3,006

2. Pension simplilication provisions.................................

3. Emptoysr-provided educational assistartce;

varkKis 157 47 -59 -329 -362 -423 ■175 -9B9

applies to undargraduale educalion only
after 199S; sunset after 12/31/96................................ 1/1/95 ■136 ■BOB ... ... — — —* -744 -74'4

4. Subchapler S coqaoratlons reform package. ............. various -3 -31 -67 -78 -89 -94 -too -250 -462

5. Extend the work opportunity lax credit, vrilh
7/1/9B ■90 -91 -48 -19 -6 -1 -261 -208

modificallons through 6/30/97 (1)................................

6. Provide FICA lip credit for off*prsmises
1/1/97 -6 •14 -15 ■16 -17 -16 -51 -85

employees...... ...........................................................

7. Permanent extension of FUTA exempllon for
1/1/95 -5 -3 -3 -3 •3 -3 ■3 -17 -23

3U&n ogrlCUlluriM wuiRiWo ........ .................. 1
a. Phased-ln repeal o1 section 936; Wage

credit companies - 6 years of preseni law,
followred by 4-year phaseoul wlh modified base
period: fncome companies-2 years of
prasenl law loHowed by 8-year phaseoul with motHtled
base period; QPSll - repealed 1/1/96..............-......... tyba 12/31/95 255 605 552 596 496 516 746 2.606 3,766

• • •
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Provision

9. Repeal 50% interesi Income exclusion Jor
financial instilulion loans 1o ESOPs................

10. Modifjr exclusion of damages recolved on 
aocounl of personal infuiy or sickness

11. Oorporale aocounl ing - reform of Income 
forecast melhod.

12. Apply look-ttirough rule lor purposes of
characterizing cerialrr siJbpait F insurance 
incoiTk9 fts UBIT..........................*.... ...........

13. Repeal advatroe refunds of diesel fuellax for
diesel cats and light trucks............................

Id. FICA t|p credit lachnical clarillcalion..............

15. Luxury excise tax and other technical
..............................................................

NET TOTAI.

Effective 1995 1997 1998 1999 2000 2001 2002 1996-00 19964H

ima 10/13/95 27 69 109 149 187 224 261 541 1,026

ama 12/31/95 34 51 55 59 61 64 68 260 392

ppisa 9/13/95 32 69 29 13 14 16 19 157 192

gira 12/31/95 7 23 24 27 30 32 34 111 177

vpoa DOE 3 17 19 19 19 19 19 76 114

... ... ... ... ... ... ... "

— U ... ... ... ... ... 14 14

Z -60 356 201 -213 -210 11 311 84

Joint Cornmiftae on Taxation

NOTE: Dalaite may not add to lolals due to rounding.

Legend for ‘Effoclive’ cotumn: ama = awards made after 
^ da = distributions after

gira s prose income received after
Ima = loans made after
ppisa = property placed In service after
tvba = taxable years beginning after
vpoa DOE = vehicles purchased on or after date of enactmentvpoa DOE = vehicles purchased on or atier uaw oi 

I,, C»d« on K.«» .1 inoo-e;
[2| SnMMprSodbj'JloCotiarosslonil BadflotoniM (CBO).

[3} Loss of less than $500,000.
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NEWS
FROM THE COMMITTEE ON WAYS AND MEANS
FOR IMMCDIATH RELEASli
May 10, 1996 CONTACT; Ari Fleischer or Scott Brenner

(202) 225-8933

News Advisory

Archer Announces Mark-up for Tuesday, May 14

Smalt Business Job Protection Act of 1996 to be Considered

Woshingion - Congre^an Bill Archer, Chairman of the House Comminee on Ways and

s?r-'rr " “
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ESTIMATED REVENUE EFFECTS OF A TAX PACKAGE SCHEDULED FOR MARKUP BY 
THE COMMITTEE ON WAYS AND MEANS ON TUESDAY. MAY 14,1996

Fiscal Years 1896-2002

[Millions of Dollars]

Provision Effsctiva 1996 1997 1998 1999 2000 2001 2002 1996-00 1996-02

1. Small business incentives - increase in
expensing limitation for small businesses to
$19,000 for 1996, $19,000 for 1997,
$20,000 for 1998, $21,000 for 1999,
$22,000 for 2000, $23,000 for 2001,
$24,000 for 2002, and $25,000 for 2003 and
thereafter.......................................... tyba 12/31/95 -193 -313 -304 -459 -566 -579 -591 -1,836 -3,006

2. Pension simplification orovisions.................. various ... 157 47 -59 -329 -382 -423 -175 -989
3. Employer-provided educational assistanceTA

applies to undergraduate education only \ 
after 1995; sunset after 12/31/96.............. 1/1/95 -136 -608 -744 -744

4. Subchapter S corporations rofomn package................. various -3 -31 -67 -78 -89 -94 -100 -250 -462
5. Extend the wor1< opportunity tax credit, with

modifications through 6/30/97 f1).............. 7/1/96 -33 -90 -91 -48 -19 -6 -1 -281 -288
6. Provide FICA tip credit for off-premises

employees................................ 1/1/97 _ -6 -14 -15 -16 -17 -18 -51 -85
7. Permanent extension of FUTA exemption for

alien agricultural workers (2)................................... 1/1/95
1

-5 -3 -3 -3 -3 -3 -3 -17 -23
8. Phased-ln repeal of section 936: Wage

credit companies - 6 years of present law,
followed by 4-year phaseout with modified base
period; Income companies - 2 years of
present law followed by 8-year phaseout with modified
base period; QPSII - repealed 1/1/96...........................

%

tyba 12/31/95 255 605 552 596 498 516 746 2,506 3,766



Provision Effective 1996 1997 1998 1999 2000 2001 2002 1996-00 1996-02

9. Repeal 50% interest income exclusion for
financial institution loans to ESOPs.......................... Ima 10/13/95 27 69 109 149 187 224 261 541 1,026

10. Modify exclusion of damages received on
account of personal Injury or sickness ama 12/31/95 34 51 55 59 61 64 68 260 392

11. Corporate accounting - reform of income
forecast method......................................................... ppisa 9/13/95 32 69 29 13 14 16 19 157 192

12. Apply look-through rule for purposes of
characterizing certain subparl F insurance
income as UBIT............................................ gira 12/31/95 7 23 24 27 30 32 34 111 177

13. Repeal advance refunds of diesel fuel tax for
diesel cars and light trucks........................................ vpoa DOE 3 17 19 19 19 19 19 76 114

14. FICA tip credit technicai clarification.........................
.... ... ... ... ... ... ... ... ... _

15. Luxury excise tax and other technical
corrections............................................. 14 14

NET TOTAL............................................................................. 2 -60 356 201 •213 •210 11 311 84
Joint Committee on Taxation ■ ---------------------------------------------------------

NOTE: Details may not add to totals due to rounding.

Legend for •Effective" column; ama = awards made after
da = distributions after
gira = gross income received after
Ima = loans made after
ppisa = property placed in service after
tyba = taxable years beginning after
vpoa DOE = vehicles purchased on or after date of enactment

(1) Credit rate at 35% on first $6,000 of income; eligible workers expanded td Include welfare cash recipients and veteran foodstamp recipients- 500 hour work 
requirement; can not claim credit until 1997.

(2) Estimates provided by the Congressional Budget Office (CBO).
(3) Loss of less than $500,000.



THE WHITE HOUSE
WASH INGTON

May 9, 1996

TO:

FROM;

LAURA TYSON 

MARK MAZUR

SUBJECT; SECTION 936 REGULATIONS ISSUED BY TREASURY

On Thursday, May 9, the Federal Register contained a set of regulations on Section 936 
(the Possessions Tax Credit that primarily affects U.S. businesses with operations in Puerto Rico). 
These regulations replaced a set issued in the early 1980's. While providing necessary clarification 
for affected taxpayers, the regulations may nonetheless be viewed as controversial by those 
taxpayers whose claims for tax benefits are limited by their application. Here are some notes on 
these regulations that may be helpful.

• The new regulations update the rules under which Section 936 tax benefits are claimed. In 
part, these regulations recognize changes in business practices that have occurred since the 
previous regulations were released over a decade ago.

• Two items in the regulations are intended to address potential abuses and merit special 
attention:
• The first is a provision that prevents firms from sourcing more than 100 percent of 

the profits from a particular product to the possession (e.g., Puerto Rico), thereby 
creating a tax loss for the U.S. afBliate.

• The second is a provision limiting the choices Section 936 taxpayers have 
regarding transfer prices. This constraint states that taxpayers may use “arm’s 
length” prices only for “exactly comparable” products. In other transfer pricing 
areas, taxpayers are given more latitude in using “arm’s length” prices and need 
only meet a standard of “similar” products.

• The new regulations were proposed in 1994. At this time, taxpayers had the opportunity 
to comment on the regulations, and many did. Since 1994, Treasury and the IRS have 
evaluated the comments and determined how to proceed. In particular (and importantly) 
the IRS replaced a complete ban on “arm’s length” pricing contained in the temporary 
regulations with the more limited constraint described above.

Treasury has undertaken outreach efforts to alert interested parties about these regulations 
(the Governor of Puerto Rico, three representatives in Congress who have a long-standing 
interest in Section 936 matters, the mayor of San Juan, etc.). This is an unusual step, but 
Treasury believes the heightened concern over Section 936 issues warrants this action.



Inside the White House, Harold Ickes and Marcia Hale have been informed about these
regulations. My understanding is that Harold Ickes was not very happy about the lack of advance
notice regarding the release of the regulations.

Please let me know if you wish to discuss this further.

cc: TO’D


