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' Broad—Based Relief (very preliminary estimate — 31 68 bzllwn)

@019/02]2

Total Costs: $317 b_illion
Offsets: S 27 billion
Net Cost: $29¢ billion

Increases the standard deduction (phased-in) by $4,350 (60%) for joint filers, $2,150 (.:4%) for heads
of household, and $1,300 (30%) for single filers; and increases the phase-out lcvels for married EITC
" recipients to provide o similar benefit for joint filers claiming EITC.

Marriage Penalty (very preliminary estimate ~ 321 billion) :
Allows an itemized deduction equal to the lesser. of $4,350 or 20% of the lower earning spouse’s
carned income for taxpayers with incomes less than $95,000.

Health (very preliminary estimate — $27 billion)
Allows a 30% tax credit for individuals without employer-sponsored plans; 50% deduction for long-
term care insurance; $500 tax credit for long-term care; and 100% deductibility of health insurance for
self—employed individuals. :

Estate Tax  (very preliminary estimate — $10 billion)
Accelerates the incmease of the unified credit exemption amount to $1 million and increases the
exemption for family--owned farms and businesses by $450,000 (up to $1.75 million).

AMT (very preliminary estimate — 310 billion)
Extends for five years the provision allowing taxpayers 1o claim their nonrefundable personal taxl
credits (e.g., HOPE, child credit) without regard to the AMT; repeals 90% foreign tax credit limitation;
' coordinates income .weragmg for farmers; and allows long-term AMT credits to offset up to 20% ot
corporate tentative minimum tax. |

Extenders (very preliminary estimate — %4 b:l[zon)
Provides two year extension of expiring provisions -- work opportunity tax credit, welﬁn‘e-tc)--workl
wind and biomass, subpart F exemption for active financing, brownfields environmental remcdzanon
Increases the Puertn Rico and Virgin Islands rum cover-over and modifies the wage credit for
corporations based in Puerto Rico,

Education (very preli minar;v estimate — $17 billion)
Permits credits for school modernizarion bonds; provides tax-free prepaid tuition plans; eliminates
60 month rule for student loan interest deduction; increases arbitrage rebate exception for bonds
used for school construction; establishes private activity bonds for education facilities; permanently
extends section 127 employer-provided tuition assistance for higher education and expands to
graduate assistance; enhances charitable deduction for computer donations; establishes credit for
information technclogy training expenses; provides 20% credit for conversion of public TV

o ncm'orks to higher defimition technology; and raises chantable deductlon for conrnbuuons to low-’
mcorne elementary schools. :
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Environment (very prelmunary estimate — 85 billion)

Establishes Better America Bonds for acquisition of land for open space, wetlands, and improving
access 1o public lands, promotes endangered species conservation, urban revitalization, and waste
utilization through cost-share payments and a 50% AGI limitation charitable deduction for
easements; extends estate tax benefits for lands within 25 miles of a National Park to lands within
25 miles of a National Wildlife Refuge; excludes 50% of gain from certain conservation sales;
promotes use of alternative fuels and alternative fitel vehicles; extends section 29 nonconventional

fuels credit; and increases employer subsidy of employees commuting via mass transit.

Savmgs/Pensmns (very preliminary estimate — 39 billion)
* Offers small businesses a tax credit to start pension plans; permits portability of 401(k) and similar
plans from one job to another; and increases protection of assets. Provides a modified cash balance
disclosure proposal and requires a Treasury study of the distribution of tax benefits for pension
armrangements.

Agriculture (very preliminary estimate — $5 billion)
Establishes tax-deferred risk management accounts; increases the volume cap for agriculture bonds;
clarifies that rental income from farmland is not self-employment income; gives farmers the full
advanta,,e of the $500,000 capital gains tax break by extendmg it to farmland; and provides capital
gains relief for farmers leaving the business. ‘

Technology and Economic Development (very preliminary estimate — 330 billion)

. Expands R&E credit to include the alternative incrernental research credit and the Puerto Rico
economic activity cradit and makes credit permanent; establishes a tax credit for new markets
community development; expands low-income housing 1ax credit from $1.25 to $1.50 per capita;
accelerates increase in private activity bond volume cap; permits qualified spaceport facilities to
qualify as exempt-facility bonds; and increases to $25,000 the small business expensing cap.

Other Taraeted Initiatives (very preliminary estimate — $10 billion) :
Provides oil and gas incentives (geological and geophysical cost deductlon, rental payment
allowable delays, suspension of 65% depletion limitation) and electricity deregulation incentives
(electric cooperativi: 85-15 test modification, liberalize tax-exempt bond private business
restrictions, repeal cost of service requirement for nuclear decommissioning funds). Increases child
care credit; establishes 25% worksite child care credit; reduces the 39-year depreciation to 15-year
for leasehold improvements; grants tax-exempt status to Stare-chartered, not-for-profiv insurers;
permits employers to file payroll taxes on a single form; increases the 30% deduction limitation to
50% for certain charitable contributions; and modifies REIT provisions.

 Offsets (very preliminary estimate — $27 bi!lion)
Revenue raisers from the Affordable Education Act; reinstate superfund taxes; restore phase-out of
unified credit for large estates; repeal lower-of-cost-or market inventory accounting method; modify
treatment of start-up and organizational expenditures; corporate tax sheltcr package (pendmcr review
of Joint Committee on Taxation reporr); and medsf-sucn direc
RE¥F>-apd modify trzatment of closely held REITs.
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" -SenateFinance Democratic Alternative "

‘Bfoad'-Based'and.Mérﬁage Penaltv Relief ~

. Incrcase the Standnrd Deductmn Increasc the standard dcducnon accordmc to the
- fouowmg schedule:

Single Head of Household  Joint

2001 $4600 (+300)  S$6850 (+500) $8200 (+1000)
2003 - $4900 (+300) . S7350 (+500) $9200 (+1000)
2005 . B $5200 (+300) - $7850 (+500) . . $10,200°(+1000)
2007-’ A sso‘oo (+400)- $8500 (+650) - $11,550 (+1350)

For joint filers clmmmg the earnied income. tax credlt provxdc a compe;rable reducnon m
modified AGI for purposes of computing the phase-out of the earned income tax credit. ,
Accordingly, for purposes of computing the EITC phase-out for a couple in 2001, the couple’s
modified AGI is deemed to be $1000 lower than it would be but for this proposal. For similar
taxpayers in 2006, the couple s modified AGI is deemed to be $3000 less than it would be but for
this proposal.

2.  Two-Earner Couple Deduction. Provide an jtemized deduction for two-eamer couples
-equal to 20% of the eamed income of the lower earning spouse. The maximum deductiou that

could be claimed would be 34350, and that amount would be phased in over the same schedule

~ as the increase in the standard deduction outlined above. Accordmgly, the maximum deductién
_"in'2001 and. 2002 ‘would be $1,000." For.2003 end 2004, the maximum deduction wouldbe’. [

o0 §2000. - For 2005.and 2006, the maximum deduction would be $3000. For 2007 and bcyond, the| .. ..
- - maximum deductmn would be $4350 In addition, the deduction would phase out for jomt ﬁlers i

. with incomes betwecn $7$.000 and $95 000. Eﬁ'ecuve date: TY'BA 12-31-00 :

‘ ’A“Healtlemmi ns - o
o 1 | Acceierate 100% Deductlon for Self-Employed Allow deductmn for 100% self-
cmployed health insurance deducnon bcgmmng in 2001 '

L 2., . 30% Tax Credif: For Health Insurance Premiums Ehgible taxpaycrs would receive a:|-
30% credit for expenditures on health insurance (but not long-term care insurance), not fo exceed,| -
$1,000 for single'coverage and $2,000 for family coverage. The amount of the credit would be .
limited to the sum of the taxpayer’s income tax liability and the payroll taxes paid by or on
behalf of the taxpayer. Medicare premiurms, Champus premiums, other Federally-subsidized
health plan prenrnums znd prermums for cmploycr-Sponsored health plans would not quahfy for

Serxnte Finance Democratlc Tax Package July 18, 19 99 L
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thc crecht Sclf employed taXpayers would have the optlon of ctalrmng the credit or the presem- o
law deduction for self-eraployed health i insurance premiums, Taxpayers would be mehglble for
. the credit if their modifizd adjusted gross income (“AGI") exceeds specified limits. The .
" modified AGI limits would be $40,000 for married taxpayers filing joint returns and $20,000 for.
all other taxpayers. The modified AGI limits would be indexed for changes in the Consumcr
' Price Index. Effective date:taxable years beginning after December 31, 2000.

3. Long-Term Care Insurance Deduction. ‘Provide an above-the-line deduction for .
long-term care insurancs expenses for which the taxpayer pays at least 50% of the premium,
phased-in as follows: 10% in 2001 and 2002, 25% in 2003 and 2004, 35% in 2005 and 2006, and -

50% in 2007 and therealter. Dcducnblc premmms would be capped at the Limits prowded in
section 213 ' : ,

4, . Long—Term Care Credit. Prowde a $250 credlt ($500 for ycars 2007 and thcrcaﬁer) for
. taxpayers spouses, and qualifying'dependents who have long-tcrm care needs. Except for the

size of the credit, all of the details of the propesal are the same as those contained in the

Administration’s F Y2000 budget request. Effectwe date: taxable years begmmng after 12-31-02.

Estate Tax Provisious

1. Estate Tax Exemption Amount. Accclcrate the increase in the estate tax exemption to
$740,000-in 2003 and $1 rmlhon in 2004 and thcreaﬁer '

-2 : Famxly~0wned Farms and Buslnesses. Increasc the qualified famxly-owned busmess ‘
mterest deducnon ﬁnm §1 3 mﬂhon to $1.75 mﬂlmn in 2003 and thereaﬁer :

"Altemvemmwmm o o 1

. 1 : Aﬂow Persona] Credms - Exténd thmugh 2003 the 1998 prOVlSlOD to allow taxpayers to
‘cleum nonreﬁmdablc cred1ts under the altemahve mmmum tax :

‘ 2.“ : Repeal 90% Fc:relgn Tax Credit Limitation. Repcal the lnmtatlon on thc use of :
' foreign tax credits under the AMT to offsemng 90% of altemauve minimum tax. Effective datc .
: :taxable ycars begmmng, after 12-3 1-00 ’ . -

230 Income Averau;ing for Farmers Prcmde that a farmer 5 use of income avcragmg for a. |
particular taxable year may not inciease a farmers' liability under the alternative minimum tax.
Effecmfe date: taxable years beginning after. 12-31-00.

4, Corporate ANT Modxﬁcatlons Pcrmxt corporanons with unused AMT credits that are

e o . S SenateFimceDemocraﬁcTuPackage-July18 1999
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'\ ."morc than ﬁvc years old to reduce tentanve mxmrnum tax. by up to 20 perccm Effectwe date
taxable years begmmng aﬁer 12-31 -00.

Extension bf Certain 'En:piring P_t:ovisions

1. Work Opportu mty Tax Credxt Extend the work opportumty tax crcdn throucrh Iunt,
.30, 2001 ; :

2. Welfare~To-Wo14k Tax Credit. Extend the welfare-to-Wo;k tax credit through June 30,
2001. o '

3. Wmd and Biomass. Extcnd the credxts for electncn-y produced from wmd and biomass
through June-30, 2001 SN Co

4. Actwe Fmancm 2. Extend the exemption from Subpaxt F for active ﬁnancmg throuch
December 31,2001. :

5. Browafields. Extend the provision allowihg ‘elxpénsing of brownfields environmental
remediation costs through June 30, 2001. ~

- 6. Rum Caver Over. Increase the amount of rum excise tax that is covered over to Puerio
Rico and the U.S. Virgin Islands from $10.50 per proof gallon to $13.50 per proof g oallon through
June 30, 2001 A , L

7. Puerto Rxco Economxc Activity Tax Credlt. Momfy the temporary wage creditfor "

. corporarions based in Puerto Rico by: (1) removing the limitation for newly established busmess o
.- operations and (2) removing the base period cap which, begmmng in2002, llmzts the size of the
.~ credit for cxxstmg clmm:mts (sunsets taxabla ycars begmnmg after 12-3 1-02) ‘

: ‘\Educatmn Pro y_i-sigj ns

1. School Modemlzatmn Bonds Provide for thc issuance of up to $24. 8 billion i in
- qualified school modern; ization. bonds, with bondholders recewmg tax credits in lieu of an -
interest payment from the issuer of the bond. Any taxpayer may hold these bonds, the term of
which will be 1S years. The issuance shall occur as follows: $12.4 billion in 2001 and $12.4 -
billion in 2005. For those states or localities that do not issue their entire allocation, amount, the .
unused portion of the allocation may be carried over to the next year, Schools funded by the
- Bureau of Indian Affalrm shall be qualified to issue bonds under this proposal.

2. Qunllﬂed Tultmn Plans Perrmt tax-ﬁ'ee dxstnbutlons from qualified State tuition

Senate Fimmce Demacratic Tru: Package Juiy 18, 1999 |
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' plans allow pnvatc institutions to offer prepmd tuition plans with tax-free distributions )
beginning in 2004; allow taxpayers to exclude State plan distributions from gross income and
claim the HOPE or Lifetime. learning credits as long as they are niot used for the same expenses

Effective date: taxable ye ars beginning aftcr 12-31 99 :

| 3.V | Student Loan Imterest Elumnate the rule hmxtmg dcducnbduy of student loan interest
to interest paid in the first 60 mounths for which payments are requxred Effectwc date: m[elest on
student loans paid after December 31, 1999. '

4. Small Issuer Arbitrage Rebate. Increase the amount of governmental bonds that may

be issued by govermmenis qualifying for the “small governmental unit” arbitrage rebate

excepnon, The additional amount of bonds for public schools that the governmental unit may -

issue without being subject 1o the arbitrage rebate rule would be increased from $5 million to $10
, n:ulhorL Effcctxve date: donds xssued on ot after 1-1 -01

5. ©  Private Acnwty Bonds. The private activities for which tax-exempt bonds may be ‘
issued are expanded to include elementary and secondary public school facilities. The facilities

- for which these bonds are issued must be operated by a public educational agency as part of 2
system of public schoolt. Issuance of these bonds is subject to a separate annual per-State
volume limit equal to the greater of $10 per resident or $5 million. States decide how to allocate
the bond authonty to Smta and local governmcnt agemnes Effective date: bonds 1ssued onor
after 1- 1—01 : : ~

6. " Extension of Sen.t!on 127. Make petmancnt sccnon 127, which allows taxpayers to
exclude the value of employer-provided educational assistance, and allow for graduatc ‘
couxscwork to quahfy Fﬁ'echve date ‘courses begmumg aﬁer 12-31-99 :

T Enhanced Chantable Deductxon for Camputer Donaﬁons thend and modlfy
S sectmn 170(c)(6)(B) reluting to the enhanced charitable deduction for <computer donations to |
- schools. -The modification eliminates the existing limitation of the deduction to twice the basis in .
~ the computer, In addition, allow the deduction to equal 90% of the differerice between the basis
. inthe computer and the property’s fair market value, Finally, give the same treatent currently = | -
afforded new property to reacquired property that is refurbished to a standaxd equivalent 10 newly
constructed property. The modlﬁcauons would be effective J anuary 1, 2000 and the promsxon is
extcnded through Dacembcr 31, 2001 « .

S8 Tax Credlt for Informatxon Technology Traxnmg Expenses Prowde for a tax credit
against income tax for information technology training expenses. The tax credit-would be equal’
to 20 percent of information technology training expenses, not to exceed $6,000 per employee in
a taxable year. The perrentage would increase by S percent to 25 percent for 2 business that
operates or initiates a training program in an empowerment zone, an enterprise community, a

'school district where at least 50 percent of the students are eh’gible to pax‘cicipatc in thc school

. bt .
R
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. President ot Secretary of Agnculture as a disaster zone. The tax credit would apply to busmesscs
. providing the IT training directly, or through certified commercial information technology

_chantable contributions deduction for donations to pubhc, private, and parochial low-income

* for open space, wetlands, improving access to pubhc lands, or pubhc parks ot greenways
- construction or renovation of aﬁihated visitors centers; remediation of such land to enhance-

qualified environmental assessment and remediation. . “The holder of a BAB would receive.
'. 2.‘ . Endangered Sp»ecles Three pmposals to protect endangered spemcs

- and Wildlife Act of 1956) that'is pcrmlttcd for other qualified cost-sharing | paymcnts under

Iunch progra.m a mbal c.')llage, a small busmess cmployer, or i an area dcs1gnated by the

trammg prowdets Effec uve date: taxable years hegmmng after 12- 3 1-00

9. Tax Credit for Educational Televxsnon Conversions. Prov1deta 20 pefccnt-vendor tax -
credit for equipment, structures, and software used to convert the 28 statewide public television
networks from analog broadeasting to the higher definition digital transmission technology.
Effective date: taxable yzars bcginning after 12-31-00.

10. . Charitable Contributions To Low-Income Schools. Allows taxpayers to claxm a

elementary and secondary school made after the end of the taxable year and on-or before the date
of filing the taxpayer’s Federal income tax remm For purposes of this proposal, low-income
elementary schools are those where 50 percent or more of the stidents qualify for free or reduced
price lunches. Effective date: contributions made after 12-31-99.

H

Environmental Provisjons

1. Better America Boads. State and local governments (including Indian tribal
governments and U.S. possessions) would be able to issue Better America bonds (BABs) to the
extent of authority to de so allocated by the BABs Board. The volume of authority to issue
BABs that may be allocated by the Board in each.of the five years, beginning in 2001, would be
$1.9 billion. Bonds must be issued for qualifying purposes, which include acquisition of land

water quality by planting trees or other vegetation; acquisition of certam casements; and"

annual income tax credits in lieu of interest ﬁ.'om the 155uer ofthe bond. Eﬂ‘ectwc date' bonds
1ssued on or aﬁer 12-31»00 . v .

A Cost-Sh.!rc Payments Exciudc from income thc same pomon of. cost‘sharc
payments made to lindowners under the Partners for Wildlife Program (authorized by the Fish

section 126. Effective clate: taxable years beginning after. 1? 31-00.

b. Cnnservatmn Easement Donations. Permit individuals to deduct the value of a -
qualified conservation contribution against S0 percent of the individual’s AGI (rather than 30%),
and to carry forward any unused deduction for up to 20 ycars (instead of. five). Also, if the donor

: Senate Finance Democratic Tax Package J uly 18, 1999
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. dies before all the dedﬁc’lion' is uééd, the deduction canbe uséd on the ﬁnél income tax rewm or. -
the estate tax return. Effective date: taxable years bevmnmg aﬁer 12 31 00.

. c Nanonal Wildlife Refuoe Conservanon Easements Prov1dcs landowners who
place a conservation eas¢ment on property located near a National Wildlife Refuge the same
estate tax benefits as lands located in or within 25 miles of National Park or National
Wilderness Area. Effective date: taxable years beginning after 12-31-00.

3. Exclasion for Certain Conservation Sales. Exclude from income 50 percent of any
gain realized from private, voluntary sales of land, or interests in land, to goverrument agencies or
qualified conservation organizations. The land must be used to protect fish, wildlife, or plant
habitat, or to preserve open space for agriculture, outdoor recrcatxon ot scenic bcauty Effective
date taxable years begmnmg after 12-31-00.

‘4. Alternative Fuels‘ Incenuves. Four provisidns to promote the use of alternative fuels: ,

A Extended Range Credit. Increase electric vehicle tax credit for véhicles with
extended range. -

b. Credit Extension. Extend the current electric vehicle credit through 2010.

e Alternat ive Fueling Stations Deductlon Permit deduction for up to $30,000 of
: cost of mstallmg alternative fuel stations.

~.d. _ Per Galion Credit for Sale of Clean Burnma Fuels. Prcmde acreditof 15
o cents per gasolme eqmvalent gaJlon 1o sellers of‘ clean burmng alternatwe fueis

“ , Effccnve date mxable years begmmno after 12-3 1-00

| 5 » Sec’txon 29 Placuzd-In-Semce Date Modxfy section 29 of the code by smkmg “July 1
1998" in subparagraph Lg)(l)(A) and msertmg “the date whlch is 8 months after the date of -
. cnactment of [tlns Iegm]anon] >

6. Transportatiom Tax Incentxves Incrcase the limit on the income cxclusmn of pubhc
‘ transportatxon and vanpool benefits to $175 per month, The proposal would eliminate the
- discrepancy between: parkmg benefits and transxt beneﬁts Eﬁ‘ectxve datc taxable years
-begmnmg after 12-31-99.

Savmgs and Pension Provisions (uniess othcrmse indicated, all provxsxons are effective for
taxable years beginning after 12-31-00.)

1. Plan 'Loans for Seli;-Employed Ind1v1du§ls

C Semte Finance Democratic Tax Package J uly 18, 1999 |
: : Pa.ge 6.



http:Individu9.Is
http:deducliori.is

07/20/99

13:48 FAX 202 228 3432 SENATE DPC

Pcrrmt S corporatxon and unmcorporated owners who oW1 NO more than 25% of the

" business to take plan loans under the same rules apphcable to employccs and owners of C

corporations. (Set.,tlon 101 of S.741)

2. IRA Coutributions 1hrough'Payroll Deductiox_;

Clarify that employers may establish automatic payroll deduction plans so their
employees may contribute directly to an IRA account. (Section 102 of S. 741.)

3 SAFE Trusts

"Create a 51mp11ﬁr~d deﬁned benefit plan for small busxncsses $100,000 pay limit for

benefit considerations; calculate conmbunons using 5% interest rate; limit benefit accrual

" rate to 2%; replace past setvice credit with optional 3% accrual rate for first five years; no -

double-dipping in maximum benefit lxrmts under Sccnon 415, (Secnon 103 of S. 741, as
modified.)

4. Modify Top Heavy Rules

This form of nondiscrimination protection effectively applies only to small businesses.
The proposal would lighten the burden of the top heavy rules through the followmg
changes. Establish a one-year lookback period, exempt frozen plan from minimum
accruals, and exempting any plan which is not top heavy, and is not expected to become.
top heavy,. from top heavy plan document rcqmrements (Secnon 104 of S. 741 as

‘ modlﬁed)

| 5 Small Busnness Pem;xon Start Up Tax Credxt S

' Tax credit for small cmployer pension plan conm'bunom and. staxt—up costs, 25% credxt :

" on employer coritributions for the first three taxable years for employers with 25:or fewer

. "employees; 50% tax credit for the first three. years on start-up costs for employers mth '

-~ +100or féwer employees. (Section 106 of S. 741, s modified. ) Effective for plans
.,estabhshcd after 12~3 1-00 N o

) 5 Increase SIMPLE «m(k) and SIMPLE IRA Lilmts .

Increasc the medmum elecnve defeml to SIMPLE retirement plans from $6 000 to

$8,000 per year. 1% employer nonelcctxve contribution required. (Section 107 of S. 75}1 o

as modified.)

7. Elective deferrals not taken iuto account 'forpurposes of limits.

st
R
e
i
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. Elective deferrals would not be taken into account in applying the deduction limits to *
other contributions.. (Section 112 of S. 741, modified to follow H.R. 2488, “The |
Fmancxal Freedorn Act 0f 1999.) A : : . .

- 8. Allow More Contnbutmns to Defi ned Contribution Plans by Increasing the “25% of
‘Salary” rule to “50% of Sa!ary” and Creating a $10,000 Annual Flcor.

. A participant is limited in a DC plan to contnbutmg not more than 25% of salary, even
C though the annual contribution limit is $10,000. The provision would increase the ‘
limitation to 50% and creating a floor of $10,000, which all participants could contribute
regardless of compensation level. For nondmcmmnatmn testing, only 75% of
' compensation considered. ,

9. Th:x?eé Yézir'VeSting for Matchmg Contributions '

. Under current lav, employers may require up to five years of service before an employee
is entitled to emp loyer contributions to a defined contribution plan. The proposal would
reduce that maxiraum to three years w1th respect to matchmg confributions. (Section 202

- of §.741) . e

10. Rights of Spouses «f Government Empﬁloyees

.« The Federal Government retirement program (CSRS) will be changed so that if an.
" employee dies before collecting benefits, the surviving spouse will be eligible for some
benefit (Scctzon 203 of S 741.) C o ‘

-'-11 Dmsmn of457Plan BeneﬁtsUpoanvorce : ‘ . ;

e This provxsxon cla.nﬁ&s that, for purposes of taxatxon of d:stnbunons form 457 plans, thc
" recipient of those funds is liable for income taxes. Enactment of this provision would -
prevent the case where a partlcxpant is taxed on retirement lncome that under a dlvorce o

decree, belongs to an ex-spouse, (Secnon 204 of S. 741 D) ‘

' 12 Spousal Notine

.. Requne notification of ® spouse when a pa.rucxpant is notified about a sixvivor and
" benefit option: (Section 205 of 8. 741.) .

13. Rollovers among E mployer-Provided Plaus

. Allow rollovers :ﬁnong various types of employer-provided plans. 457 plan rollovers
limited to governmental 457 plans, and 10% excise tax applied to ea.rly distributions of

G

Senate Flnance Democrnﬂc Tax Package July 18,1999
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B nﬁbhiés rolled ‘c‘:‘v'&r fo 457 plans. (Séctiém 301 ofS.~74'1 ,as r'rio‘di'ﬁ'éd‘.) o
“ 14. Rollovers from IRAs to Employer Provxded Plans

o . Allow rollovers of [RAS to employcr provxded plans Insmutmnal trustce reqmred for

' qualified plan. (Section 302 of S. 741, with institutional trustee requirement, and as

further modified by H.R. 2483, “Thc Fmancxal Freedom Act0f1999.)
15. After Tax Rollovers Waiver of 60—day Rule
o Where new emp]oyers are willing to accept them, individuals changing employers will be

allowed rto roll owver after-tax contributions to. the new employer’s plan. IRA trustees . -
accepting such rollovers would track basis. Also, in hardship exceptions, IRS could
 waive the 60-day limit on rolling over distribution to an IRA without incurring tax.
" (Section 303 of . 741, with trustee tracking requuement, and as further modified by H. R
2488, The Finansial Freedom Act of 1999.) . .

16. Modify The Same Desk Rale

. Conform the treatmment if 401(k) plans to the treal:ment of defined benefit plans and
money purchase plans in “same desk” situations. That is, where an employee's company
‘is acquired by another business, the employee would meet the “separation from service”
definition required to allow portablhty of the 401(1() benefit to the new cmployer
(Section 304 of 5. 741.) . o

e 17 Treatment of Fomxs of Distnbution

e Employccs wouid be allowed to waive secnon 41 l(d)(ﬁ) (antx—cut-back rules) under
“* ** certain ¢circumstimces when rolling one defined contribution plan into another. The -
" transferee plan would not be required to preserve the.optional forms of beneﬁts under the.
trarisferor plan if requitemerits are met to ensure the protection of participants’ interests.
.. Transfer must be in connection with a bona fide uansacuon or Job change (Scctmn 305
, of S 741 thh "bona ﬁd modlﬁcatmn ) : »

18 Purchase of Servi'Le Credxt in Govemmental Def‘med Beneﬁt Plans o

. 'Ease rules allowmg purchasc of service credits when movmg from one deﬁned benefit
plan to another. For example, many teachers purchase service credits when they move
from onestate to another. Under current law, individuals may not use defined
conrribution assets without penalty to purchase these credits. This provision would allow
individuals to purchase these credits with other retirement assets, like monies from
401(k) 403(b) govemmental 457 plans. (Sectmn 306 of S.741)

Senate Fmam:e Demonranc Tnx Package July 18,1999, ’
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19, Dlsregard Rollovers, for Purposes of Cash-Out Amounts

. This provxsmn p‘.,nmts an employcr to dlsrcgard rollovers for purposes of makmg a’
' cash-out. This plowsxon removes a é1smcentwe for employers to accept rollovers,
. (Section 307 of &, 741.)

20, Limited Relief for Multiemployer Plans

. Exempt multiemployer plans from the high-3-year-average compensation limit of
- 415(b)(1)(A). Also, exemption from aggregation rules between multiemployer and single
“employer plans. (Section 403 of 8. 741.)

21, Expand PBGC Missing Participant Program

. PBGC’s Missinyg; Participant Program will be expanded to help find individuals who are
. eligible for benefits from multi-employer plans. (Section 404 of S. 741.)

- 22, Grant Department of Labor Discretion in Cases of Fiduciary Breach

. DOL would have discretion to waive certam penaltles fcr fiduczary breaches (Section
405 of S. 741)) :

S (23 Regular Beneﬁt Sulntements

el An annual bencﬁt statement would be requlrcd to be sent every year to pammpants in DC’ -
. plans. Participants in DB plans would receive a statement every:3 years, unless the - -
- employer automatically provided an annual notice'to employees of the right to receive a I
- benefit statemerit and how to go about obtammg one, (Scctxon 501 of S. 2339 105th
C ,._;Congrcss D)o : ;

f‘ _ 24, Clnrify that Employer Provided Retu'ement Planning Isa Non—Taxable Beneﬁt

e Employe:r prowied retxrement plannmg would be deemed not to constitute a taxable A
' fringe benefit. To be ehgfble for the exclusxon from taxable fnnge benefit, the employer
" . must Sponsor { a tax-qualified retirement plan, and the plannmg advice must be available |

-.on substantially the same terms to substantially all employees pm‘umpatmg in the plan. e
The term “retirement planning” is defined to apply cnly to advice, not services (e.g., tax-

preparation, accounting, legal services, brokerage services, etc.) Amnual limitation of

$300 of value per participant. (Section 503 of S. 741, with deﬁmuonal cianﬁcamon of
» "retmament plarming™.) - :

(?« “ R . SemteFinanceDemocrat:cTaxPackage .Iuly 18; 1999
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25,

26.

27.

s

29.

_:ATreasury Study of the Dlstributmn of Pensmn Tax Beneﬁts .

. Phase-in of Additibnal PBGC p:‘_emiuni for new plans - |

Enéoﬂrag’e ESOP Diividend Reinvestment

In order for an employer to deduct dividends paid on stock held by an ESOP, the
employer would be required 1o give employees a choice of whether to receive dividends
in cash or allow them to be reinvested and grow tax-deferred until retirement.
Nondiscriminaticn rules and annual contribution limits of 401(1() plans would apply
(Section 603 of §. 741, as modified.)

Plan Amendments Pursuant to this Proposal'

- Plan amendments necessary to comply with this proposal would not be required to be
. made before the last day of the first plan year on or after January 1, 2002. For '
governmental plans, the date for amendments is extended to the first plan year beginning
~ oun or after January 1, 2004. Operational complxance would be required with respect to all
plans as of the apphcable effccnve date of any amendment made by the proposal.’

Cash Balance Penslon Disclosure

Require employers-converting to cash balance plans or otherwise significantly reducing
~ future benefit accruals to provide employees with benefit comparisons under the old and
. new plans. Requirement applies only to vested employees who are likely to be adversely
affected. Treaswry directed to prepare guidance defining “significant reductions™ (in
“addition to cash balance conversions) that require the enhanced chsciosure Effecnvc for
all conversions not announced in wntlng before 3-18-99, :

Requlre Treasury 10 prepare a dxstnbuuonal analysm of thc tax beneﬁts of major pensxon -

" and retirement savings arrangements by i income group to be concluded by June 30, 2000.
. A pteliminary analysxs isto be subxmtted thhm 60 days after enactmcnt to the extent.
feas1b1e - . .

Reciuce PBGC Premium for Small aninesses _
The PBGC premxum is normally set at: S 19 per partlcxpaut This proposa.l would setthe

_premiuom for & srnall employer plan at $5 per partmpant for the’ ﬁrst ﬁve years of Fl plan
- (Section 109 of S. 741.) . L :

Any app]icablé variable rate premium would be phased in over a six year period as
- follows: 0% for ‘year one; 20% for year two; 40% for year three; 60% for year fovr; 80%

Scnnte F lnan:e Democratic 'I‘ax Packnge ~July 18, 1999,
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f& year ﬁve;‘:’u’md-lo.()%‘fdry ?gar six. ('Sec:i:i_on 108 of S.741.)

31. Eliminate the “New Plan Fee.”

. Employers who establish a pension plan must pay a fee, sometimes up to $1000, to

. rtecéive a determination letter from the Internal Revenue Service stating that the planis .
qualified. In ordsr to decrease the costs of establishing retirement plans, the legislation
eliminates this fes. (Section 110 of S. 741.) .

Agricultural Provisions

1. Farm and Ranch Ac¢counts. Allow farmers to contributeup to 20% of their annual
active participation farm income to tax-deferréd accounts. The funds would be taxed as regular
income if withdrawn within five years. Funds notwithdrawn within S years are subject to a 10%

. penalty. Effective date: taxable years beginning after 12-31-00,

2. Farmland Rentals. Clarify that rental i income from farmland under a lease arrangemcnt
is not considered net income from self—employment for SECA purposes. Effectwe date: taxable
years bchmnng after 12-31-00. : ‘

- 3. Farm Residenct Expanded Definition. Exclude from capxtal gains tax up to 160 acres.

. of fatmland that is contiguous to and sold with a principal residence, provided the farmland was
- farmed in three. of the five years prior to sale with material participation by the taxpayer or’ a
e memhcrs of the taxpaye:r s farmly Effecnvc date taxable years begmmng aﬁer 12—31 00

Agricultura Bonds. Exempt small issué bonds for agmculture from the State volumc
'cap Effective date taxuble years bcgmnmg after 12—31 00 ‘

50 Capntal Gams F tehef for Farmers Leaving the Business Prov1de an exclusmn from
. gross income of up to $300,000 (lifetime total) of capital gain from the transfer of property in*
. complete or partial satisfaction of qualified farm indebtedness of a taxpayer: (1) whose gross
" receipts for six of the preceding ten years are at least 50 percent attributable to farming; and @)
whosg equity in all property held after the transfer in question does not exceed the greater of -
$25 000 or 150 percent of income tax liability. “The provision also applies 4 comparabl
exclusion with respect to the discharge of qualified farm indebtedness of solvent faxmers who
meet these requirements and whose indebtedness both before and after the relevant transfer
equals at least 70 pcrce"lt or mote of equity. Effective date: taxable years begmnmg after 12-31-
00.

g
S
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’i‘echnélogy and Econ mic Develogmeut

1. | R&E Credit. Extend the R&E credit pcrmanently and modxfy the credit in two respects:
(1) increase the alternative incremental research credit by one percentage point and (2) permit

" investment in Puerto er 0 to meet the test for quahﬁcd R&E expenditures. Effective date:
7-1-99, , "

2. New Markets Initiative. A new tax credit for qualified investments made to acquire
stock (or other equity interests) in selected community development entities. Taxpayers would

. receive a credit equal to six percent of the investment each year during each of the first five years
after making the investment. The maximum investments that would qualify for the credit would
be capped at an aggregate annual amount of $750 million (a maximum of $3.75 billion for the
entire period of the tax credit) Effective date: investments made on or after 1-1-01. Except for

~ the aggregate caps, the initiative tracks the Propesal mcluded in the Admmlstranon s FY2000
budget.. .

3. Low Income Housing Tax Credit. Phase-in an increase in the per capita amount of
low-income housing tax credit from $1.25 to $1.50 according to the following schedule:

2001 , $1.30
2002 - 3130
2003 | $1.30
2004 _ 7 8140
S 2005 8140
: 2006 and thereafter s $1 50
A Prlvate Actwirv Bonds.: Acceleratc the schedu]cd increases in thc per captta State _ ,‘ a
S 'volumc cap for pnvate amtlmty bonds accordmg to thc followmg schcdule ' :
L2001 ‘SSS per captta (nnmmmnSlGS mllhou)_ S
2002 -+~ - $60per capita (minimum $180 million).
2003 .0 . . $65 per capita (minimum $195 million)
2004 ~'$70 per capita(minimum $210 million) - -

"2005 and thcreafter $75 per caplta (mlmmum $225 mﬂhon) :

L5 Spaccport Bonds Penm‘c spacepo.rts 1o be treated hke anrports under thc tax—excmpt '
) ‘excmpt»facxhty bond rules.  The term “speceport” would include facilities directly related and -
essential to sérvicing spacecraft, enabling spacccraﬂ to take off or land and transferring
passengers or space cargo to, or from close proximity to, the launch site to perform these
functions. Effecnve date: bonds 1ssucd on or a&er 1-01-01. ‘

6. Small Business Exp ensing. Increase the limit on expcndituresb allowable under section

Senate Finance Democrzmc Ta: Pnckage I nly 18,1999 |
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| 179 for imimediate expem;ihg'b&f small businesses to $25,000 in 2001. "

Other, Targtted Initiatives
1. Oil & Gas I[ncentives.

A Geologic:l and Geophysncal Costs. Allow geological and geophysical costs .
incurred in connection with oil and gas exploration in the United States to be deducted currently.
Effective dare: geological and geophysical costs incurred or paxd in taxable years begimning after

. December 31, 2000.

b.  Delay Rental Payments. Allow delay rental payments for domestic oil and gas
wells to be deducted cur ently Effective date: delay rental payments incurred in taxable years
‘beginning after 12-31-00. . .

' é. Suspend 65% of Taxable Income Limit. For purposcs of percentage depletion,
suspend the 65-percent-of-taxable income limit on percentage depletion for five years Effective
date: taxable years bcgmmng after 12- 31-00 and before 1-01-06.

2. Electricity Deregulation Provisions

a.  Electric Cooperatives. Modify the 85-15 test applicable to electric cooperatives

" (section 501(¢)(12)) so that revenues received from nonmembers solely as a result of conforming
. operations to meet provisions of an apphcable State or federal plan designed to provide for =~ | -
'customer chmce in elccmc power supply Eﬁ'ecnve datc' taxablc years begmmng aftcr 12-31-99. ..

o b Tax—Exempt Bunds lecrahze the pnvate business rcsmcuons t6 allow lxrmtcd
axuexempt financed gerneration, transmxsswn, and distribution facilities pursuant to electric -
restructuring plans, and-to grandfather the tax. status of previously issued debt. Under the

proposal electinig utilities would forego the issuance of future tax-exempt debt for generation = |
facilities, but could continue to issue such debt for transmission and distribution facilities. Non- '
 electing utilities would <ontinue to be subject to the current law restrictions on private busmcss
- use. In addition, the tax-exempt status of debt issued by electing utilities would be
grandfathered, go that wiilities are not pcnahzed for. opemng their systems to compemors
- Effective date: date of enactment. ‘

c. Quahﬁed Nuclear Decommissmmng Fund.s Repeal the cost of service
requirement for deductible contributions to nuclear decommissioning funds. Under the proposal,
taxpayers, including unregulated taxpayers, would be allowed a deduction for amounts
contributed to a qualified nuclear decommissioning find. As under current law, the maximum
contribution and deducrion for a taxable year:could not exceed the IRS ruling amount for that

Semta Finance Democrahe Tax Package ~ July 18 1999
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" )}éa:. Effective date: gci:érally effective for taxable years bégirmihg'aft'er 12-3 1‘-‘.9‘9;' the provision
relating to transfers of nen-qualified funds is effective for taxable years beginning after 12-31-01.

3. Child Care Credit. Increase the maximum amount of employment-related expenses
eligible for the credit from $2,400 to $2,700 for expenses incurred for one qualifying individual
and from $4,800 to $5,4)0 for two or more quahfyma individuals. Effective date: taxable years
beginning after 12-31-00.

4. Worksite Child Care Credit. Provide a 25% credit for qualified expenses of employers
assisting employees with child care. Qualified expenses would include (1) child care facility

- start-up expenses, (2) child care facility opemtional expenses, and (3) payments or
reimbursements for **off site” child care. The maximum credit an employer could claim in any
year would be $90 000. Effective date: taxable years beginning after 12-31-00

5. Leasehold Impr'ovement Depreciation. Reduce the MACRS recovery period for
qualifying leasehold improvements to nonresidential real property from 39 years to 15 years.
Qualifying improvements would be reswicted to those used exclusively by the lessee and would
not include improvements made within the first three years afier the date at which the building
was first placed in service. Effective date: improvements made after 12-31-00

6. Tax-Exempt Status for State-Chartered Underwriters. Grant tax-exempt status to
State-chartered, not-for profit insurers scrving markets in which commercial insurance is not
~ available. No part of the net eamings may inure to the benefit of any private shareholder or
- md1v1dua1 Effecnvc date:. taxable years bcgmmn aﬁer 12-31. 00

7. Combined Employment Tax Reporting Pemut employers to fﬂe both State and
- fcdera.l payroll taxes witha single form through a smglc point, This is accomplished by
. permitting the IRS to disclose the comimon data (name, identification numhcr address and the
.. signature of the taxpayer) received on the form to the appropriate State. The program would bc N
. elcctwe»—each Statc would detemne whcther to partxmpate Effecuve date: date of enactment. ‘

-8 ,.'. Chantable Comtribunons Increase the percentage cf AGI that mdwmdual taxpayer may |
- comnbute in cash to private foundations and certain other chantable orgamnizations and in capxtal
gam property to pubhc charitiés from 30 percent to 50 percent

-9 . REITs Structu re. Modlfy shucture of busmesses md:rectly conducted by REITs.
Impose 10% vote or value test; modify treatment of income and services provided by taxable
REIT subsidiaries, with a requirement that securities of taxable REIT subsidiaries may not
exceed 15 percent of the total value of a REIT"s assets; establish special foreclosure nile for
health care REITs; conform REIT distributions rules to RIC 90% distribution rules; clarify
definition of independent contractors for REITSs; and modify earnings and profits rules. Effective

- * '. ’ ST SenateF!nanceDemocrancTax Packnge July 18, 1999 .
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date: taxablc years bcgmmng aﬁcr 12-31-00, wzth spemal transmon rulcs for provmons re latmg » ‘
to permitted ownershxp of securities of an issuer. '

Revenue Offsets.
ST 'Foreign Tax Credit. One-year carryback and seven year carryforward of foreign tax

credits. Effective date: credits arising in taxable years beginning after 12-31-99. Except for
effective date, same as provision included in the Affordable Education Act. .

2. Noun-Accrual Experience Method of Accounting. Limit use of non-accrual experience
method of accounting to amounts to be received for the performance of qualified profcssmnal
services. Effective date: Tax years ending after date of enactment. Same as provision included
in the Affordable Education Act.

3. Cancellation of [ndebtedness Reporting. Information reporting on cancellation of
indebtedness by non-bank financial institutions. Effective date: cancellation of indebtedness
after 12-31-99. Same as provision included in the Affordable Education Act.

4, IRS User Fees. Extension of IRS user fees through 9-30-09, Effective date: September
30, 2003, Same as provision included in the Affordable Education Act. ’

5. Charitable Split Dollar Insurance. Deny deduction for charitable split dollar life
insurance. Effective date: transfers made after February 28, 1999 and for premiums paid after
the date of enactment. Same as provision included in the Affordablc Education Act

- 6. - Retiree Health Benefits. Allow employers to transfer excess'defined benefit plan assets .
to a special account for health benefits of retirees (through Septcmber 30, 2009) "Effective date: "
- transfers made in taxable years beginning after 12-31-00. Same as provision included in the’ I
' Affordable Educatlon Ast, except with mamtenance of benefits, ‘not mamtenance of cost. . -

7. - Prefundmg Employee Beneﬁts Impose hmtanon on pre—fundmg of certam cmployee
) ‘beneﬁts Effective date: Contributions paid after date of enactment. Same as provxs1on included
in the Affordable Educamon Aet. .

- 8. Installment Met: hod for Accrunl Taxpnyers Repeal the installment method of
accounting for most accrual taxpayers, adjust the pledge rules. Effective date: installment sales

" entered into on or after date of cnactment Same as prcmsxon mcluded in the Affordable
Education Act. :
9. Streptocucchs Fneumonia Vaccine, Include the Streptococcus Pneumonia vaccine in
the Federal vaccine insurance program. Effective date: vaccine purchases the day after the date
on whlch the Centers for Disease Control make final recommcndanon for routine administration

3 Senate Finance Democratic Tax Package July 18, 1999
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of conjugated Streptococcus Pneumoma vaccines to ch:ldren Same as provision included in the
Affordable Education Act. :

10.  Restore Phase-Chut of Unified Credit. Restore the phasé;eut of the unified credit for
large estates. Effective date: decedents dying after date of cnactment Same as President's
FY2000 budget proposal.

11.  Lower-of-Cost-or-Market. Repeal the lower-of-cost-or-market inventory accounting

‘method. Effective Date: TYBA DOE. Same as President’s FY2000 budget proposal.

12.  Start-Up and Organizational Expenses. Modify treatment of start-up and
organizational expendinues. Effective Date: Generally effective for start-up and orgzmxzatxonal
expenditures incurred after date of enactment. Same as Presxdent s FY'2000 budget proposal.

13.  Corporate Environmental Tax. Reinstate the environmental tax imposed on corporate
taxable income and deposited in the Hazardous Substance Superfund. Effective Date: TYBA 12-
31-99 through 12-31-09. Except for effective date, same as President’s FY2000 budget proposal.

14.  Superfund Excise Taxes. Reinstate excise taxes deposited in the Hazardous Substance
Superfund. Effective Date: Date of enactment through 9-30-09. Same as President’s FY2000
budget proposal. -

1. Corporate Tax Shelters. Pending review of Joint Commirtee on Taxation report and

recommendations, include restrictions on corporate tax shelters

16. Closely Held REITs. Modify treatment of closely-held REITs. Effective Date: Taxable ‘

Senate Finaoce Democratic Tax Package — July 18,1999
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TAX CUT GUIDANCE : TK‘%

1. The Republicansl scaled back their tax cut by $72 billion to $792 billion. Will you
compromise with the Republicans on a tax cut package" And if you do, what number will
you accept?

2.

We need to take care of First Things First. I have put forth a balanced plan that meets the
long-term needs of Social Security and Medicare, provides for a prescription drug benefit,
provides tax relief for middle income Americans through USA Accounts and provides for
defense spending to keep the nation’s military readmess first-rate and adequately funds

~ education-and our other domestic needs.

The core of nly plan is a commitment to use our surplus to pay down our debt and save to
meet the enormous challenge of protecting Medlcare and Social Security for future
generations.

The Republican plan moves in the opposite direction.

Instead of saving our resources to meet the challenge that we face their plan explodes the
cost of the tax cut so much that it threatens our nation’s ability to save in order to meet our

Social Security and Medicare needs of the 215t century.

Indeed, in the second decade just at the time our nation first confronts the demographic
challenge of the baby boom; just at the time when Social Security’s Trust Fund is first under

© strain; just at the time when Medicare Trust Fund is projected to become insolvent the

Republican tax cut would explode and drain an unimaginable $3 trillion.

If instead of paying down our debt, we allow for an exploding tax cut to drain $3 trillion of
our savings we will not only threaten the fiscal discipline and economic stability that has
recently blessed our economy, we will threaten our ability to find the resources to keep
Medicare and Social Security strong for the next generation.

You are meeting later today with Senate Finance Committee Democrats who back a

tax cut package closer to $300 million. Will you back their plan?

We need to take care of First Things First. I have put forth a balanced plan that meets the
long-term needs of Social Security and Medicare, provides for a prescription drug benefit,
provides tax relief for middle income Americans through USA Accounts and provides for
defense spending to keep the nation’s military readmess first- rate and adequately funds
education and our other domestic needs such as .

After we take care of these key priorities, we can discuss other things.




I'look forward to working with the members of the Senate Finance Committee and any other
member of Congress on a responsible budget framework that maintains our fiscal discipline
and puts our nation on the path of prosperity as we.enter the 21* century.

. Could you support some of the elements of the Roth tax cut plan?

We need to take care of First Things First. I have put forth a balanced plan.that meets the
long-term needs of Social Security and Medicare, provides for a prescription drug benefit,
provides tax relief for middle income Americans through USA Accounts and provides for
defense spending to keep the nation’s military readiness first-rate, and adequately funds
education and our other domestic needs. '

Any tax plan of a size that takes up the entire on-budget surplus; doesn’t do a thing for the
long-term solvency of Social Security and Medicare, and would leave dramatic cuts in the
discretionary areas of education and health care is not something that I could responsibly
sign. ‘ . )




A\ 70
Chairman Archer has claimed that his plan saves Medicare. What is your response
to this?

The Republicans’ exploding tax cuts threaten both Social Security and Medicare.
Because they devote the entire non-Social Security surplus ($996 billion over 10 years
under CBO assumptions) and more to tax cuts, they set aside no new resources to extend
Medicare or Social Security solvency. The tax cuts, which explode to a cost of $3 trillion
in the second ten years, would drain funds from the budget just at the time when
Medicare becomes insolvent and the retirement of the baby boom generation puts
pressure on Social Security.

In light of the Republican budget resolution and the bipartisan consensus not to use any
of the Social Security surplus ($1.899 trillion over 10 years under CBO) for any policies
except for Social Security, we cannot imagine that there will be much support for usmg
the Social Security surplus to fill the hole their tax cuts create.

I have demonstrated in my budget framework that it is possible to set aside the entire
Social Security surplus for Social Security and still be able to devote non-Social Security
surplus resources to strengthening Social Security and Medicare, providing for military
readiness and funding investments in education, veterans, environment, and anti-crime
efforts, while still providing a fair and substantial tax cut. Quite honestly, it surprises me
that even after such strong bipartisan consensus, some Republicans still support using
Social Security funds for programs other than Social Security.




