APPENDIX A

EXPIRING PROVISIONS

The following provisions of the Internal Revenue Code are
scheduled to expire under current law:

Administration Proposal

1. Residential and business See Ch. 9.01
energy tax credits.
2. Targeted jobs credit. Allow to expire as
scheduled.
3. Expensing of expenditures to Allow to expire as
remove architectural barriers scheduled.

to the elderly and handicapped.

4, Credit for testing orphan drugs. Allow to expire as
scheduled.
5. Special treatment for dividend Allow to expire as
reinvestment in public utility scheduled.
stock.
6. Exclusion of employer-provided Make permanent, but
legal services. require a qualified

group legal services
plan to require the
irrevocable establish-
ment of the employee’s
annual contributions
prior to the beginning
of the plan year.

7. Exclusion of employer-provided Make permanent, and drop
education assistance. the %5,000 annual limit
of current law on the
amount of educational
assistance benefits that
can be excluded.

8. Exclusion of employer-provided See Ch. 3.03.
vanpooling.
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APPENDIX B

EFFECTIVE DATES AND TRANSITION RULES

The Administration proposals are designed to provide for fair and
orderly transition to a new tax system. 1In general, prompt
implementation of the proposals is desirable in order to capture their
benefits as quickly as possible. Immediate implementation of some
proposals, however, would be unfair and disruptive to taxpayers who
have made economic commitments based on the current tax structure.
Moreover, certain of the proposals would generate substantial windfall
gains or losses if implemented immediately. These concerns mandate
transition rules that reflect the differing effects of the various
proposals.

In those areas where immediate implementation of the proposals
would be unfair or disruptive, transition rules are provided to
minimize unanticipated effects. These rules include delayed and
phased in implementation of reform, as well as a wide variety of
grandfather provisions that insulate existing investments. The
proposed changes and transition rules for each element of the
Administration proposals are summarized in Table B-1. More complete
statements are found in each General Explanation.

In general, consistent with Secretary of the Treasury James A.
Baker, I1I's February 27, 1985, testimony before the House Ways and
Means Committee, no Administration proposal contains an effective date
before January 1, 1986. Even though not effective until 1986, many of
the proposals would affect the tax treatment of investments
contemplated before 1986. Thus, for example, the new rules for
capital cost recovery and repeal of the investment tax credit are
proposed to be effective for all property placed in service after
1985, without regard to contractual commitments to acquire such
property entered into before 1986. 1In recognition of the prerogative
of the congressional tax-writing committees to design appropriate
trangition rules, grandfather rules were not specified in this and
similar instances. Announcement of a binding contract exception
effective as of the date of announcement of the Administration
proposals would have encroached on this congressional prerogative;
announcement of a binding contract exception to take effect at a
future date was considered inappropriate because it would tend to
accelerate investments solely for tax reasons.

With respect to life insurance inside build-up and the taxation of
deferred annuity investment income, the Administration proposals
adopt the rule suggested in the March 15, 1985, statement by House
Ways and Means Committee Chairman Dan Rostenkowski and Senate Finance
Committee Chairman Bob Packwood. That is, such income would be taxed,
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beginning January 1, 1986, only on policies issued after the date of
committee action. This rule again defers to the tax-writing

committees with respect to the termination date of the grandfather
period.

The Treasury Department looks forward to working with the
congressional committees to develop any additional transition rules
that the committees determine are necessary to implement the
Administration proposals in a fair and orderly manner.
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Table B~1

PROPOSED CHAMGES, EFPECTIVE DATES AND TRANSITION RULES

Proposgsed Changes

I. INDIVIPUOAL INCOMEB TAXES

t. Reduce Marginal Tax Rates

1.01

Reduce rateg and collapse present 15 tax
rates for single taxpayers and 14 tax
rates for married taxpayers and heads of
households into 3 rates of 15, 25 and 35
percent.

2. Increase Fairness for Families

2.0

2,03

2.04

2.05

Increase IBAS and perscnal exemption.

a, Increase the Zerc Aracket Amounts
from $2,480 to $2,900 for single
£ilers, from 52,480 to $3,600 for
heads of householda, and from $),670
to $4,000 for joint filers (in 1986
dollars).

b. Increase personal exemption from
$1,080 to $2,000 {in 1986 dollars).

Fold additional exemptions for the blind
and elderly into an expanded credit for
the elderly, blind and disabled, and
make all taxable disability income
eligible for the credit.

Repeal deduction for two-earner married
couples. :

increase and index the Barned Income Tax
credit.

Replace child and dependent care credit
with a deduction from grosa income with
the same cap {$2,400 for one child,
$4,800 for two or more children).

Bffective Dates and Transition Rules

The proposed rates would be effective July 1, 1986. Thus,
the rate schedule for taxable years beginning on or after
{TYBOA) January 1, 1986, would reflect blended rates;
withholding to reflect the rate reduction would change on
July 1, 1986.

TYBOA t/1/86.

TYBOA 1/1/86.

TYBOA 1/1/86, with credit applying to workers' compensation
and black lung disability payments only as these become
taxable (generally, 1/1/87).

TYBOA 1/1/86.
TYBOA 1/1/86.

PYBOA 1/1/86.
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proposed Changes

3. Make the System More Neutral and Fair

A.

Excluded Sources of Income——Fringe Benefits

3.01

3.02

3.05

Include a limited amount of employer~
provided health insurance in taxable
income {($300 per year for family
coverage, $120 per year for individual
coverage).

Repeal 55,000 exclusion for employer-
provided death benefits,

Repeal exclusion for employer-provided
commuting services.

Establish a uniform nondiscrimination
rule for all fringe benefit plans.

Repeal exclusion for employee awards.

Bxcluded Sources of Income--Wage Replacement
Payments

3.06

Repeal exclusion for unemployment and
disability payments,

a. Repeal tax-exempt thresheld for

unemployment insurance compensation.

b, Repeal tax exemption for workers'
compensation and black lung
digability payments, but make all
such income eligible for the
expanded credit for the elderly,
biind and disabled.

Effective Dates and Transition Rules

applies to employer contributions received in TYBOA 1/1/86.

Applies to benefits paid due to deaths occurring on or after
1/1/86. For collectively bargained plans, applies to years

beginning after the earlier of 1/1/89 or the termination of

collective bargaining contract,

Allow to expire for TYBOA 1/1/86.

Applies to all non-health care fringe benefit plan years
beginning on or after 1/1/86 and to health care plan years
beginning on or after 1/1/87. For all collectively
bargained plans, applies to plan years beginning after
termination of collective bargaining centract.

Applies to awards received in TYBOA 1/1/86.

hpplies to unemployment compensation received in TYBOA
1/1/87.

Applies to workers' compensation received in TYBOA 1/1/87
for disabilities occurring on or after 1/1/87, and applies
to black lung disability payments received in TYBOA 1/1/87.
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Proposed Changes

Bxcluded Sources of Income--Cther

3.07

3.08

Repeal exclusion for scholarships and
fellowships in excess of tuition.

Repeal exclusion of prizes and awards.

Preferred {Uses of Income

3.09

3.10

Repeal itemized deduction for state and
local taxes.

Accelerate expiration of deduction for
charitable contributions for
non—-itemizers.

Tax Abuses—-Mixed Business/Personal Use

3.1

3.12

peny deduction for all entertainment
expenses, including club dues and
tickets to public events, except for
business meals furnished in a clear
business setting. For business meals,
deny deduction for one-half of cost of
meal above $25 per meal per person.

timit deduction for travel expenses.

a, Establish bright-line rule to
separate indefinite and temporary
agsignments at one year.

b. peny deduction for travel as a form
of education.

c. Deny deduction for seminars held
aboard cruise ships.

d, Deny deduction for travel by ocean
liner, cruise ship, or other form of
luxury water transportation above
the cost of otherwise available
business transportation (with
medical exception).

Effective Dates and Transition Rules

Applies to scholarships and fellowships received in TYBOA
1/1/86. &However, if binding commitment to grant a
scholarship or fellowship in the case of a degree candidate
wag made before 1/1/86, it would be excluded through 1980.

Applies to prizes and awards received in TYBOA 1/1/86.

TYBOA 1/1/86.

TYBOA 1/1/86.

TYBOA 1/1/86.

TYBOA 1/1/86.

TYBOA 1/1/8B6.
TYBOA 1/1/86.

TYBOA 1/1/86.
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Proposed Changes

F. Tax Abuses——Income Shifting

3.13

3.14

3.15

Tax unearned income of children under 14
at the parent's rate; the child's
personal exemption could be used first
against such income.

Revise grantor and non-grantor trust
taxation.

a. Revise grantor trust rules to
eliminate the shifting of income to
lower rate beneficiaries through
trusts in which the grantor retains
an interest.

b. During grantor's lifetime, tax
trusts at the grantor's tax rates
and allow deductions only for
non-discretionary distributions and
set-asides, After grantor's death,
tax all undistributed trust or
estate income under a graduated rate
schedule,

Revise income taxation of estates.

4. Reduce Recordkeeping and Complexity

4.01

Combine miscellaneous itemized
deductions with employee business
expenses and itemized state and local
taxes {other than income taxes) incurred
in an income-producing activity and
allow a deduction for such expenses if
they exceed 1 percent of adjusted gross
income.

Repeal political contribution credit.
Repeal presidential campaign check-off.
Repeal deduction for adoption expenaes
for children with special needs, and

replace with a direct expenditure
program,

Effective Dates and Transition Rules

TYBOA 1/1/86.

TYBOA 1/1/86, but if classification of existing irrevocable
trugt changes from a grantor to a non-grantor trust, may
elect to be treated as grantor trust.

TYBOA 1/1/86, but irrevocable non-grantor trusts created
before 1/1/86 can keep fiscal year if elected by 1/1/8%&,
deduct all distributions, and use the tier system.

Applies to estates of decedents dying on or after 1/1/86.

TYBOA 1/1/86.

TYBOA 1/1/86.
Effective for tax liability with respect to TYBOA 1/1/86.
TYBOA 1/1/87, but allow continued deduction for gualified

expenses incurred after 1/1/87 by taxpayers who incurred
qualified expenses before 1/1/86.
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II.

Propogsed Changes

4.05 Repeal income averaging.
4.06 Simplify penalty provisions.

a, Simplify information return
penaltiesn.

b. Repeal maximum limits on penalties.

c. Replace failure-to-pay penalty with
a cost of collection charge,

5. GSimplify the System of Filing

5.01 Implement a non-filing system, in which
IRS would compute taxes for many tax
payers,

BUSINESS AND CAPITAL INCOME TAXES

6. Revise the Taxation of Corporate Income

6.01 Reduce corporate income tax rates.

a., Reduce maximum corporate rate to 33
percent,

b. Revige graduated corporate rate
structure.

6.02 Reduce double taxation of distributed
corporate earnings by allowing a 10
percent dividends-paid deduction. Allow
90 percent intercorporate
dividendg-received deduction.

6.03 Repeal $100/5200 exclusion of dividend
income.

Effective Dates and Transition Rules

TYBOA 1/1/86.

Applies to returns due on or after 1/1/86.

Applies to returns due on or after 1/1/86.

Applies to returns due on or after 1/1/86,

Unspecified.

Bffective 7/1/86,
Bffective T/1/86.
Effective 1/1/87. Qualified Dividend Account includes

taxable income only for TYBOR 1/1/87.

TYBOA 1/1/86.
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Proposed Changes

7. Revise Taxation of Businesg Property and Capital

Assets

7.01

7.02
7.03

Adopt a new capital cost recovery system
{CCR8)} which indexes depreciation
allowances for inflation and adiusts
depreciation schedules.

Repeal investment tax credit,
Revige tax treatment of capital gains.

a. Allow individuals a S0 percent
exclusion for capital gains; retain
28 percent rate for corporations.

b. Tax gains on depreciable assets
{which will have indexed basgis) as
ordinary income., Repeal capital
gains treatment of livestock and
unharvested crops {see 9.04 for
changes in treatment of timber, coal
and iron ore).

¢. Allow an indexing option as an
alternative to the 50 percent
exclusion on non-depreciable capital
assets beginning 1/1/91.

Allow indexed-FIF0 and repeal LIFO
conformity reguirement.

Retain expensing of the first $5,000 of
depreciable business property but repeal
currently scheduled increases in the
$5,000 limit.

Repeal rapid amortization rules.

a. Repeal five-year amortization of
trademark expenses, certified
pollation control facilities, and
rehabilitation of low income
housing. Repeal 50 year
amortization of gqualified railroad
grading and tunnel bores. Repeal
expensing of certain soil and water
conservation and preparation
expenditures. Repeal seven-year
amortization of reforestation
expenditures.

Bffective Dates and Transition Rules

Bifective for property placed in service on or after 1/1/86.

Effective for property placed in service on or after 1/1/86.

Bffective for assets sold on or after
TYBOA 1/1/86, with grandfathering for

service before 1/1/86.

Bffective for assets s0ld on or after

TYBOA 1/1/87.

No change in current law, except that
$5,000 level would be eliminated.

7/1/86.

asgsets placed in

1/1/91.,

scheduled increase in

Effective for expenditures paid or incurred on or after

1/1/86.
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7.07

Propogsed Changes

b, Delete expired rules permitting
five-year amortization of qualified
child care facilities and railroad
relling stock.

Apply a rate reduction recapture rule to
depreciable asgets placed in service
between 1/1/80 and 12/31/85; the rule
specifies an income inclusion that will
prevent the benefit which would
otherwige occur due to accelerated
depreciation deductions taken at high
pre~reform tax rates when the associated
deferred tax liability is repaid at low
post-reform tax rates.

8. Measure Income Properly

8.01

Revise accounting rules for production
costs of multiperiod production,
including all cost-plus contracts,

Recognize gain on pledges of installment
obligations when receivables are
pledged, with exception for certain
short-term receivables.

Limit use of cash method of accounting.
Repeal reserve method for bad debt
deductions, and limit deductions to

actual loan losses.

Repeal mining and solid waste
reclamation and cloging cost deduction.

9. Revige Taxation of Energy and Natural Resources

9.01

Repeal enerqgy tax credits,

a. Terminate {or allow to expire)
energy investment tax credits.

Effective Dates and Transition Rules

Repeal as deadwood,

12 percent of the income inclusion would occur in 1986, 12
percent in 1987 and 16 percent in 1988.

Effective for expenses and interest paid or incurred on or
after 1/1/86. 01d rules apply to long-term contracts
entered into before 1/1/86. Production costs {including
interest) attributable to timber planted before 1/1/86 that
are not capitalized under present law would be capitalized
under i{0-year phagse in (10 percent of such costs capitalized
in 1986, 20 percent in 1987, ete.). Inventory change would
begin TYBOA 1/1/86, with income increase due to change
gpread evenly over up to & years. The new rules would not
apply to self-constructed assets where substantial
construction had begun before 1986.

Bffective for installment notes pledged as security after
1985, As of 1/1/91, applies to installment notes pledged
before 1986.

TYBOA 1/1/86, with income increase due to change spread
evenly over up to € years.
TYBOA 1/1/86, with draw down of existing reserves includable

in taxable income ratably over 10 years.

EBffective with respect to mining or production activity
oceurring on or after 1/1/86.

Credits terminated or allowed to expire on 12/31/85, but
affirmative commitment rules would continue to apply.
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9.03

9.04

Proposed Changes

b. Terminate production tax credits.

C. Repeal excise tax exemptions for
alcohol fuel mixtures and alechol
fuels.

d. Terminate alcohol production credit.

€. Allow excise tax exemption for fuel
for certain taxicabs to expire.

f. Allow residential energy credit to
expire.

Repeal percentage depletion, except for
independent stripper wells, and replace
with indexed cost depletion.

Revise minimum tax treatment of
intangible drilling costs,

Revise taxation of timbher, coal and iron
ore,

a. Repeal capital gains taxation of
royalty income received from timber,
coal and iron ore.

b. Repeal capital gains taxation of the
cutting of timber by the owner of
timber or the owner of a contract
right to cut timber.

Effective Dates and Transition Rules

Production tax credits would terminate 12/31/85, but
eligible fuel produced from a well drilled, or from
facilities completed, before 1/1/86 and sold before 1/1/90
would continue to be eligible for credit.

Excise tax exemptions would terminate 12/31/85.

Alcohol fuels credit would be available for eligible alcohol
fuels produced from facilities completed before 1/1/86 and
sold before 1/1/93.

Qualified taxicab refund would be allowed to expire 9/30/85.

Residential energy credits would be allowed to expire
12/31/85.

5 year phase out beginning with production on or after
1/1/86 (80 percent of current percentage depletion in 1986,
60 percent in 1987, etc.).

Effective for expenditures paid or incurred on or after
1/1/86.

Phase out over three years., For individuals, allow a 30
percent exclusion for all royalty income received in 1986, a
29 percent exclusion in 1987, a 10 percent exclusion in
1988, and tax as ordinary income all royalty income received
on or after 1/1/8%. For corporations, tax at a 30 percent
rate all royalty income received in 1986, a 31 percent rate
in 1987, a 32 percent rate in 1988, and tax at a 33 percent
rate all royalty income received on or after 1/1/89.

Phase out over three years. For individueals, allow a 30
percent exclusion for timber cut in 1986, a 20 percent
exclusion in 1887, a 10 percent exclusion in 1988, and tax
as ordinary income beginning 1/1/89. For corporations, tax
at a 30 percent rate timber cut in 1986, a 31 percent rate
in 1987, a 32 percent rate in 1988, and tax at a 33 percent
rate all timber cut on or after 1/1/89.
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P;cpoaed Changes

10. Reform Taxation of Financial Inatitutions

A. Commercial Banks and Thrift Institutions

10.01%

10.02

10.03

10.04

10.05

Repeal apecial rules for bad debt
deductions for banks and thrift
institutions.

bisallow 100 percent of intereat expense
incurred by depository institutions t
carry tax-exempt honds. :

Repeal tax exemption of credit unions
with gross assets of 5 million dollars
or mgre,

Repeal special reorganization rules for
financially troubled thrift
insgtitutions.

Repeal apecial rules for carryover of
net operating losses of depository
institutions.

B. Life Insurance Companies and Products

10.06

16.07

10.08

10.0%

Impoge current taxation on inside
interest build-up income in life
insurance policies.

Impose current taxation on deferred
annuity inveatment income.

Limit life insurance company reserve
deduction to the increage in the
policyholder's cash surrender value,

Repeal special life insurance company
deductions. :

Effective Dates and Transition Rules

TYBOA 1/1/86, with draw down of axisting tax reserves
fncluded -in taxable income either in the taxable year
beginning in 1986 or ratably over 10 years. thrift reserves
accumulated using the percentage of taxable income method
would not be brought into taxable income to the extent they
exceed the greater of the reserves computed by the
percentage of eligible loan or experience methods.

BEffective for interest allocable to tax-exempt obligations
acquired on or after 1/1/86. Permanent grandfathering for
bonda acquired prior to 1/1/86. [(Current 20-percent
disallowance rule would apply for obligations acguired
Botween 1/1/83-12/31/85.)

TYBOA 1/1/86.

Bffactive for acquisitions occurring on or after 1/1/91.

Effactive for net operating losses incurred in TYBOA 1/1/86.
01ld rules would apply to net operating losses incurred in
taxable years before 1/1/86.

$YBOA 1/1/86 for inside interest build-up credited to
policies issued on or after the date of Committee action.
TYBOA 1/1/86 for investment income ¢redited to policies

jssaued on or after the date of Committee action.

Bffective for policies sold on or after 1/1/86.

TYBOA 1/1/86.
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Proposed Changes Effective Dates and Transition Rules

C. Property and Casualty Insurance Companies

10.10 Revise treatment of losses by property Effective for unpaid losses incurred in TYBOA 1/1/86 with
and casualty insurance companies and respect to policies issued on or after 1/1/86.
allow their policyholders to elect to
deduct losses as they occur with
insurance proceeds taxable when

received.

10.11 Repeal mutual property and casualty TYBOA 1/1/B6, with amounts currently in the account
insurance companies' deduction for includable in taxable income ratably over 5 years.
additions to protection against loss
accounts.

10.12 Repeal special tax exemptions, rate TYBOA 1/1/86, phased in over 5 years,

reductions, and deductions of small
mutual property and casualty insgrance
companies.

10.13 Limit mutual property and casualty TYBOA 1/1/86,
insurance companies' deduction for
policyholder dividends.

71. Reform Treatment of State and Local Government
Debt and Investments

11.01 Repeal tax exemption of non-governmental Bffective for obligations issued on or after 1/1/86. A

purpose tax-exempt bonds. transition rule would be provided for certain refundings of
cutstanding obligations.

11.02 TPighten restrictions on tax arbitrage Effective for obligations issued on or after 1/1/86.
and advance refunding for tax-exempt
bonds.

11.03 Repeal CGeneral Stock Ownership Effective as of 1/1/84, the sunset date for creation of
Corporation provisions. General Stock OQwnership Corporations.

12. Modify Other Specific Subsidies

12.01 Repeal tax credit for gqualified Effective for expendituresz incurred on or after 1/1/86.
rehabilitation expenditures,

12.02 Repeal special rules for returns of TYBOA 1/1/86, with balance of suspense account deductible in
magazines and paperback bocks and for first year.

gqualified discount coupons.

12.03 Extend and modify the incremental Bffective for expenditures incurred on or after 1/1/86.
research and experimentation credit.
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12.04

12.05

12.06

Proposed Changes

Repeal special treatment of merchant
marine capital construction fund
exclusion.

Repeal possessions tax c¢redit and
replace with a wage credit.

Revise rules for leveraged employee
stock ownership plans (ESOP}.

a. Revise limits on deductions for
contributions to an ES0OP,.

b. Reqguire distribution of ESOP stock
as becomes vested.

¢. Revise special treatment of ESOP
dividends.

d. Allow PAYSOP credit to expire.

13. Curtail Tax Shelters

13.01

13.02

13.03

pisallow most current interest
deductions (with carry forward) in
excess of the sum of mortgage interest
on the taxpayer'®s principal residence,
investment income, income from limited
partnerships and 8§ corporations, and
$5,000.

Extend the at-risk limitations to real
estate.

Revise the alternative minimum tax for-

noncorporate taxpayers.

Effective Dates and Trangition Rules

No further tax~free contributions could be made after
12/31/85, except with respect to qualified agreement vessels
that the taxpayer owned on 1/1/86, or with respect to which
the taxpayer had performed {or had caused to be performed) a
substantial amount of construction or reconstructiocn before
1/1/86. To the extent that fund assets exceeded amounts
designated under the agreement to be used with respect to
such gualified vessels, earnings on such excess attributable
to the period beginning on 1/1/86 would be subject to tax.
any withdrawals from a fund on or after 1/1/86, other than
with respect to such qualified vessels, would be treated as
nongualified withdrawals, except that no interest charge
would apply. Any amounts remaining in a capital
construction fund on 1/1/96 would be treated as withdrawn at
that time.

Wage credit would replace existing credit for TYBOA 1/1/86.
Corporations making an election prior to 1/1/86 may elect
prior rules for five years for income on products produced
as of that date,

Applies to loans incurred on or after 1/1/86; grandfather
securities acguisition loans entered into before 1/1/86.

Applies to stock financed with loans incurred on or after
1/1/86.

Applies to dividends paid on or after 1/1/86.

Credit expires 12/31/87.

TYBOA 1/1/86, but with ten year phase-in for expanded
definition of investment interest (10% of newly included
interest -- consumer interest, interest expense of 5
corporation where taxpayer does not participate in
management, interest expense of limited partnership where
taxpayer is a limited partner -~ would be subject to the
limitation in TYBOA 1/1/86, 20% in TYBOA 1/1/87, etc.). The
current $10,000 limit would be maintained for taxable years
beginning before 1/1/88.

Rpplies to property acquired on or after 1/1/86.

TYBOA 1/1/86.



8y

13.04

Proposed Changes

Change present corporate add-on minimum
tax to a new alternative corporate
minimam tax.

14, Revise Treatment of Retirement Savings

14.01

14.02

Make IRAs of up to $2,000 each available
both to employees and their spouses
working in the home.

Unify rules for distributions from
tax~favored retirement plans.

&,

Subject all tax-favored retirement
plans to uniform minimum
distributien rules and apply a 50
percent sanction on difference
between the required and actual
annuwal distribution.

Repeal capital gain and ten-year
averaging for lump sum
distributions.

Eliminate deferred inclusion of
unrealized appreciation on employer
securities,

Eliminate special basis recovery
rules for gualified plan
distributions.

Subject early distributions
generally to an additional tax of 20
percent, but apply only a 10 percent
tax if used for college expenses or
first home purchase, or if during a
period of unemployment following the
termination of unemployment
benefits.

Bffective Datesg and Transition Rules

TYBOA 1/1/86.

TYBOA 1/1/86.

Applies generally to TYBOA 1/1/86. Grandfather
tax~sheltered annuities with no contributions made on or
after 1/1/86.

Repeal applies to preretirement lump sum distributions on or
after 1/1/86. Repeal applies to retirement lump sum
distributions on or after 1/1/86 and is phased-in over six
yvears (5 percent of lump sum received in 1987, 25 percent in
1988, 50 percent in 1989, 75 percent in 1924, and 100
percent in 1991).

Applies to individual TYBOA 1/1/86, with same six-year
phase-out as in (b).

Applies generally to distributions on or after 1/1/86. For
distributions made before the annuity starting date,
grandfather benefits accrued as of 1/1/86. Grandfather
annuity distributions after the annuity starting date for
benefits in pay status as of 1/1/86.

applies to early distributions on or after 1/1/86.
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14.03

14.04

14.05

Propesed Changes

Modify deduction rules for tax~favored
retirement plans.

a. Replace 15 percent of aggregate
compensgation limit for profit
sharing and stock bonus plans with
15 percent of individual
compensation limits; apply 25
percent of aggregate compensation
limit to combined defined
contribution and defined henefit
plans.

b. Subject excess contributions to an
annual 6 percent tax.

¢. Repeal special deduction limits for
BSOP contributions, and allow PAYSOP
tax credit to expire,

Modify annual limits on contributions
and benefits under tax-favored plans.

a. Repeal overall plan limit for
non-top-heavy plans.

b. Apply a 10 percent tax to annual
distributions in excess of 1.25
times the defined benefit dollar
limit.

¢. Include one-half of employee
contributions as annual additions to
defined contribution plans under the
annual contribution limits,

d. Phase in defined benefit dollar
limit over ten years of plan
participation, rather than merely
ten years of service.

Apply a recapture tax of 10 percent on
plan funds reverting to an employer upon
plan termination.

EBffective Dates and Transition Rules

Applies to employer's TYBOA 1/1/86. For certain
"retirement-type™ profit sharing and stock bohus plans, a
special rule would permit deductions in excess of 15 pervent
of an individual's compensation where annual contributions
of less than 15 percent had been made on behalf of such
individuals before 1/1/86,

Applies to excess contributions for employer's TYHOA 1/1/86.

Applies to employer's TYBOA 1/1/86, with grandfathering for
contributions to discharge ESQOP loans outstanding on
12/31/85. PAYSOP credit expires 12/31/87.

Applies to plan limitation years beginning on or after
1/1/86. For collectively bargained plans, applies to years
beginning after termination of collective bargaining
contract.

applies to individual TYBOA 1/1/86.

Applies to plan limitation years beginning on or after
1/1/86. For collectively bargained plans, applies to years
beginning after termination of collective bargaining
contract.

For limitation years beginning in 1986, the applicable
dollar limit is subject to a two years of participation
phase~in; for years beginning in 1987, a three years of
participation phase-in, etc., until for years beginning on
or after 1/1/9%4, a ten years of participation phase-in rule
would apply.

Applies to asset revergions pursuant to plan terminations
occurring on or after 1/1/86.
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14.06

14.07

14.08

i4.09

14.10

Proposed Changes

Revise cash or deferred arrangements by
imposing an $8,000 annual limit and
counting contributions against IRA
limits, and tighten nondiscrimination
rules for cash or deferred arrangements
and employer matching contributions.

Permit use of benefits forfeited by a
separated employee to increase benefits
of other employees.

Modify plan leoan rules to reduce the
$50,000 loan limit by the highest
ocutstanding loan balance during the
prior 12 month period,

Apply objective nondiscriminatory
coverage test to all gualified plans;
permit 125 percent disparity between
prohibited group coverage and coverage
of other employees.

Unify rules for unfunded deferred
compensation for employees of public
sector employers, and employees of
tax~exempt employers,

15. Reform International Taxation

15.01

15.02

Reform foreign tax credit.

a. Change foreign tax credit limitatien
to a separate per country
limitation.

b. Modify the calculation of the
deemed~paid credit,

Modify sourcing rules for income and
deductions.

a. Modify rules defining sources of
income derived from sales of
inventory-type property,
manufactured goods, and intangible
property.

Effective Dates and Transition Rules

Applies to plan years beginning on or after 1/1/86. For
cellectively bargained plans, applies to years beginning
after termination of collective bargaining contract.

Applies to plan years ending on or after 1/1/86.

Applies to amounts received as loans on or after 1/1/86.

Applies to plan years beginning on or after 1/1/87. For
collectively bargained plans, applies to year beginning
after termination of collective bargaining contract.

Applies to individual TYBOA 1/1/86.

TYBOA 1/1/86, Five-year carryforward of prior excess
credits without per country limitation.

TYBOA 1/1/86, Changes do not apply to dividends paid out of
earnings and profits of taxable years beginning prior to

1/1/86.

TYBOA 1/1/86. Transitional rules would be provided for
sales made under unrelated party contracts executed before
1/1/86.
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15.03

15.04

15.05

Proposed Changes

Repeal special sourcing rules for
interest and dividend income of
80-20 corporations.

Repeal special source rules for
income derived from U,S, built
vessels and aircraft,

Allocate interest expense on a
combined group basis, rather than a
separate company basis,

Disregard tax-exempt income in
allocating interest expense,

Replace second dividend tax with a
branch profits tax and the second tax on
interest with a branch interest tax.

Revise taxation of foreign exchange
gains and losses.

Reform the mirror system of taxation for
the United States possessions,

Bffective Dates and Transition Rules

TYBOA 1/1/86, with modification of source rule for interest
income received from B0-20 corporations effective only for
interest on debt obligations incurred after 1/1/86.

TYBOA 1/1/86, but old rules apply to income derived from
vegsels or aircraft owned by the taxpayer on 1/1/86 and
leased before 1/1/86.

TYBOA 1/1/86.

TYBOA 1/1/86 for tax—-exempt income derived from assets
acquired on or after 1/1/86.

TYBOA 1/1/86.

Bffective for transactions entered into after 1/1/86, with
grandfathering of certain transactions that are open as of
1/1/86. Translation rules effective for TYBOA 1/1/86.

TYBOA 1/1/86: certain provisions would remain in effect
until necessary changes are made in territorial laws.



- £49y -

APPENDIX C

Fundamental Tax Reform
Change in Receipts by Source

INCOME TAX REFORM AND SIMPLIFICATION FOR INDIVIDUALS 1/

A.

B.

C.

D.

Rate Reduction

Rate schedules (see Note B at end of tableleveesvsassvnsvsna

Fairness for Families

Increase the Zero Bracket AMount 2/.seesesvevesvensssoncoses
Repeal the additional exemption for the blind and elderly:

increase the taxpaver and dependent exemption to $2000.....
Expand the credit for the elderly and the disabled.v..viesas
Repeal second earner deductlONeasesevesssvecnasvensovanssnne
Expand and index earned income tax credit 3/...ivicevccinane
Replace child and dependent care credit with a

deduction £I0m QOS5 iNCONB.ervavasassssrentssrasssresennssns
Fairness to Families, subtotal....iienieineersavecasrinensnee

Fair and Neutral Taxation

Excluded Sources of Income:
Include a portion of employer provided health insurance in
taxable income (%$10/individual;$25/family per monthl.......
Repeal exclusion of employer provided death benefitBeesssses
Repeal exclusion of employee awardB..iesscesesrsssssssrsssen
Repeal tax exempt threshold for unemployment compensation...
Repeal exclusion of workers' compensation and black lung
benefits (net Of Credit)iciceiceccscetsscsasnvosoecsnssnannss
Limit exclusion of scholarships and fellowsShipBesescnaravnean
Repeal exclusion of prizes and awardBesessssassesvonssssssres
Extend exemption of contributions to group legal planB......
Extend exemption of contributions for educational assistance
Discrimination rules for employee benefits other than
retirement benefifB. e rrisrsesovrsrtasrivsntcernsrossnnanas
Excluded Sources of Income, Subtobaliceisessesssvsssncssvessas

Preferred Uses of Income:

Repeal deduction for state and local taXEB.eecsrrvnnvnarscns

Accelerate expiration of charitable contributions deduction
for mon-itemizZer e enesrcnansnnncanesnrsonnasnsannnnn

Preferred Uses of Income, subtotal.seeusccauncoanvecnssesnaens

Tax Abuses

Restrict entertainment expense deductions and limit
deductions for business meals {(50% over $25 per meal)
Individual.ssecranecenans reana
Corporate.....
Limit temporary assignments to 1 year
INGividialeceresrenavoscasvanssossssrsassnasassesnssassas

----- Pesscesmsnecenrnzinseaw

P A N R N A R

(sbillions)
fiscal Years

1986 1987 H 1988 H 1989 H 1990
~11.1 -49.5 ~50.6 -66.7 -72.7
- -8.2 -6.6 ~7.1 -7.6
-18.8 -39.1 =-42.1 -45.1 ~48.0
~.l -1.1 ~1.1 -1.2 -1.3
1.6 7.1 T.7 8.3 9.0
-t ~1.4 ~-1.6 -1.7 ~-1.8
el ~.3 -.3 “,3 -.3
-21.8 -40.9 -44.0 -47.1 -50.1
2.4 3.5 3.7 3.8 5.0
* * * * _l
* * ® * *
—— .4 1.2 1.1 1.1
— .2 1.3 1.5 1.8
* .1 .2 ) 2
* * * * *
.1 w1 .l -2 -.3
-1 -.1 -l -—.d -2
.k o2 .2 .2
2.3 4.0 6.1 6.5 6.9
4.5 33.3 34.1 37.0 40.0
.4 2.7 - - -
5.0 36.0 34.1 37.0 40.0
.3 .6 .7 .8 .9
.3 .6 .8 .9 1.0
x * * * *
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Fiscal Years

1386 : 1987 : 1988 : 1989 : 1980

- Sy

Deny deduction for education travel

INAividualesncereuaciavensorsnansssssassavasonsosoncsnnsns * * * ® *
COr POt e cavrrsontoassssetosarnasssnnscsaceannroasnnnna * * * * *
Deny deduction for cruise ship seminars
Individual.seeeeececennsessnsnnssssnosansssnsssannnrennaa * * * * *
O DOL At e e snasneotonsnsensesassensorssnanntnnrsnannnnases * * * * *
Limit deduction for luxury water travel
Individuallll..lt."'l'l..l..lIll..l...IICIICII.I!IIJ“OO * * * * *
o e o * * * ® *
Tighten grantor trust rules
Individual..............................--.....---....... x # * * *
Revise taxation of trusts and estates
Individualll.Illl'.!l'l.l'l'l.-lII...‘..!I!Illill'llll.l. l2 t5 l6 -7 .8
Tax unearned income of children under 14 at parent's rate
Inaividuai-.".lilll.l.ll'lIlll‘..“'IIIIII.I".‘ODISI..O ll l4 l5 n5 '6
Tax abuses, subtotal:
IndividualiililllltlliIIIl“.‘.."'lllil'lllll.lltl‘t"" l6 1.6 llB 2.1 2.3
oL POL At usessatvvnrnnonnssnsrsssscsacsssonsrsnoncansnss 3 .6 .8 .9 1.0
E. Further Simplification
Implement return-free SyBLeMeiecssesvasscnssnsnsssascassnssne - - - - -
Revise the alternative Minimum tAX.sesseseoesasesscenvasnnns .1 -3 -3 .3 .3
Move miscellaneous deductions above the line and combine
with employee business expense subject to a 1% of AGI floor o2 1.5 1.7 1.8 1.9
Repeal political contribution credit.ecesesreseccesnacuavenans * .3 .3 -3 .4
Repeal presidential campaign Checkoffiuieeenssassssrnorssass - - -— —— -
Repeal deduction for special needs adoption eXpenBES........ - 4/ 4/ 4/ 4/
Repeal income averagingee.sssessavevansassancoscancsansnse 1.0 3.9 4.3 4.6 4.9
Simplification, BUbtOtalie.sceiuarvarssrcssarnensoncsacsnanns 1.3 6.0 6.6 7.0 7.6
BASIC TAXATION OF CAPITAL AND BUSINESS INCOME
A. Revise Corporate Tax Rates
Reduce maximum corporate rate to 33%
Corporate.........-.--;........--.-.....-...‘..-......... "9-8 ""'25-9 "35-1 "‘39‘2 —42-0
Revise graduated corporate rate structure
Corporates......-...........-........-.............-..... -2 -. 4 - b -5 w,5
Revise corporate minimum tax
Co[POIateo.uooc--a--s--o---ouoo;n.o-----o-------nooo-‘-oo - «7 7 .7 .B
Reduce corporate tax rates, subtotal:
CO!pO!fate..-..-.-----.........-----.---.g.oo....---.--.-. “10.9 _2607 ""35-9 ""39.0 _4108
B. Taxing Real Economic Income
Capital gains
Individual- (50% exclusion rate).iseiseseeseersencenassanes .6 2.5 4.§ 5.2 5.3
—— - - - -

GO POr BB useasansnsanssasnassstsrnssonsossasascasassanns
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{$billions)

: Fiscal Years
: 1986 : 1987 : 1988 : 1989 : 1990
Adjust depreciation schedules and index for inflation
INAividuales e svsasassossesrrsnannosansssnsssnbssssssasassnsnsen . .3 . .
COIPOTrat@esnescsssnurssansssssrncntoatoansarnrssssasnanssa . -7 - .

Repeal investment tax credit
IRAividualesesvanssorersrsasnsnsasscassessnssnsasssnrnsse 1
COIPOLALE s e ovrssarrsesssttessssassnescrnstnscnvtsonssnns 14

Mllow expensing of first $5,000 of depreciable business

property, repeal scheduled increases
TNAIvIidoaleccevievesrnersonssnnosrsssnvasorsravaserasnsts -

COIPDOL ALt srassreassnssanssssvenonsaasnnesssscescnssanas -
Allow indexed FIFO, repeal conformity
INAividudlesesncnvsvavesssesssrsasssrsosssvssnrsssssssssssanes -
COrpPOrat@esnnssansrerrrrorrasennesnssstssnsrvenasrnornanss —
Taxing real economic income, subtotal:
INAividuAlecesrsrrsossosessssvasrssrssrsssssssesacssssenss 2.4
COTPOLAEC e rarursasvesonsansarasaansavsnsnaennrnros “seemanres i4.3
C. Recapture of Rate Differential on Accelerated Depreciation
Individuale.cssvvecssocsnseresssansconssssnasasnsnrsasvsns *
COEPOLAtCuicssercetnsrerrrssressrssrursnsssvasvesasnvronrnis 1.6
D. Retirement Saving
Increase spousal IRA limit to $2,000
INAIVvidUal. e e eescavssrarasrsrsstssvecisscnrssrsnsnrannnvss -3
Uniform distribution reguirements
INAividualeecvecaonsssoncaonsnarnsaaraansnsesnnosonnoasase *

EXCiHCeurnasansrsanstsasnasastasnasnasarsssssnssasransanna

Tax on pre-retirement distributions. uniform basis
recovery rules
Individual----.....4---......-.---.-.......----.......-.. "“-1
Tax on qualified plan reversions

COLPOLAE@esnreansrsvsssssrassuunscssonsonssassnmassnnannos *
Repeal 10 year averaging of lump sum distributions
INAividualecesasavnscosnasnrvorssnssarescasrarvarusnnntss .5
Repeal 3 year basis recovery rule for contributory plans
InGividualessevasssrssasrassarrssssascasassrrarossasnnesss .8
Eliminate deferral of appreciation on employer retirement
securities
Individual.e.eereecravrsrssssssnscsnssnnnns cimsssensenarere -—
Simplify contribution deduction limits
Individual.eecescccevnasrnrassnearsssncratscinrsassnsnnansen *
Excige tax on excess retirement contributions
INGividuale.eeceessrsssvsatssvarssnanasnnnnanaannnnenanes *

BRC BBy ussaveresrsssrrransnasassssstsssssssssssnssssvnsstss
Repeal combined plan limit for non-topheavy plans

Individual.e.eeevrasvrsessntonsncvrsnsnsaronnannsrannnorern ~1
fax on retirement distributions in excess of ceiling

Individualeeessrvenvssosstcassscesassssnnansnarans Ceresurer *

25.6 2

11.4
27.4

1
4 -4.5
g
5
19.4 20.4

-.8 -8

-l .1

.7 .6

2.1 2.8

-1.0

.7
2.8
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Fiscal Years

1988

Modify rules for deductions of ESOP contributions,
allow PAYSOP credit to expire
Individual.ceeeacecsvenornnsonsoscassssssascsssssssnnnnans * * * * *
COrDOrat@.ssssassassanssarnonsnreenronssscsssrasascarnancs * * * * *
Modify cash and deferred arrangements (CODAs)
InGividualeeassneanncsensosacvsssassnassasnssnsanansnssnes 1.1 1.8 2.1 2.4 2.8
Modify CODA and non—CODA discrimination rules
TnAividual.eccessassssnserarnascnvasnssanssosassssasssansnes - * * * *
Retirement saving, subtotal:
Individualeseassasessrsannnsnusnssscscnsanresasnsnassnnnss 1.9 3.4 4.5 5.0 5.8
COLDOL AL e nasaasasesssssssosnnnsnstasssssasssscansannsans * * * * *
ERCIBCerusassaccussacsassanossasnssnnasnsssssnnsssnssnassns ol * * * *
E. Neutrality Toward the Form of Business Organization
10% dividends paid deduction, 90% intercorporate dividends
received deduction
Individual.-..-..-.--.-...........-.-........‘.---.....-. —— _-2 "'n3 -6 .1-
- -3.4 -6.2 -7.2 -8.

COLPOLatCeenansoasvaseusosancsannassnssasnsssssnsnsanneasssss
Repeal $100/%$200 dividend exclusion

INdividialeceecsvcesssasnernsassacrsrrasvsrronsssnnrssssas
Neuntrality toward business organization, subtotal:

Tndividual,..ccevesssssnnsssonsnssssssasssssnsssssussasvans

(23 o oo ] o - =L - Y L LR R T R

INDUSTRY SPECIFIC SUBSIDIES, TAX SHELTERS, AND OTHER TAX ISSUES

A. Other General Issues of Income Measurement
Match expense and income from multiperiod production:
completed contracts

INAividual.cecseesccnssasranssoscnssonsttssbssssvasssasssn
COrpOrab@.sciiscasscsasancnensscassarernssnnssnssassssnns

Match expense and income from multiperiod production: other
Indivi&ualﬁtlﬂlllll.ll'll..!.."!‘.“l‘.lII.IIIII.-IIIII-
COrPOrAt@ecssasssnasassvssrsassssnstsssssscsasnsnnsannacnvsnse

Restrict use of cash accounting method
Individualeveessrsscracraassnassssssssssarassasascensnnnns
COrpOratuiassasecsossnnsannnassnassssassanssusssananssnnss

Limit bad debt deductions to actual loss
INAividual.e.cceesssrssssrvssusssssancsassnsssassassnssesss
COTrpPOrat@uescsanscsesnvscssencssntsnssasssrscssansssnsnsunsas

Treat pledges of installment obligations as payments
Individual.....-...-..............o......---.............
corm:ate.‘-.‘--..'llllll.ll.ﬂ.lIIIIIIII!.U“‘.".IO‘IIII

Income measurement, subtotal:
Indiviéu&l..............................-.-..............

Corporate.--.............................-.¢..-..........
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{$pillions}

H Fiscal Years
: 1986 : 1987 : 1988 : 1989 : 1480
B. Subsidies for Specific Industries
Energy Subsidies:
Repeal business energy credits, limit gasahol exemption
Individual.ssececcecnavisstasssvassssannsavsssarsssesnans —* -1 ~e1 -l -1
COrPOLateanerscenvarans WesscesnsrerateaTeasraver et rnan -.2 -.3 -3 ~s3 -.3
EXCiBButaessrrensnsransssnssnsnsessarsonnsansssasssssssaans .2 .3 .3 .4 4
Phase out percentage depletion except for stripper wells
Individual.sevenesvcaaccaran Cbeestesrerasrntsansena .1 .2 4 .6 . B
COrPOFaEE.e iassaesusvansnsrnsvrataavessavrsssssrsronantesnstnns .1 .2 .3 o6 .9
Index basis of certain depletable assets
Individual.eseeannecnnaneaces s stssaresasanseasseeas et - el -~ -* -

COLPOrat s asasrasnnranssarssessrserrnaosanssassstosianss

Repeal special treatment of royalty income

Individualeserecercecccsriesrsscrrssssernassnsnscosnsscnsnss * * .1 J .2
L DOT AL et esserannassennanorvasossotesransrnnnranatstsansnes * * * * *
Repeal of capital gains treatment for timber income
IHAIviAUale e ccrereunvusasvsasasesrssassnnrsrsansnvavasnns * * * * *
Corporabeissesvenrnsessssrrersnnsraccnss R * .1 «1 .2 o2
Repeal special rules for mining reclamation reserves '
INAividualeceesseessssssssansasncvrasnsssssvisnisarssosanne * * * * *
COLPOL At e s rssrnsernuccitavsacsnsssongssnsvasansvstsitnnans * 1 .1 .1 .1
Energy, subtotal:
Individual.. sascocassssassessasntrrssrsererrertasrvbioatons * .2 + 5 .7 .9
COLPOLatErrearsvecssessssssssseronnvarsancarsisidibboesnne —-* .1 .2 o4 7
EMC i B uussusssososnsvsanesssnsascsnasnanssssstissasastsnsne .2 .3 .3 .4 o4
Financial Institutions:
Repeal depository institution's bad debt reserve deductions
COLPOL Bt e resroarosnennsensensessssanssnsrsnnovsctsinsssss 7 1.3 1.1 .9 1.1
Pisallow interest incurred to carry tax exempts 5/
INAividualesascecnassuvnsassnsarsrsnssosranssscecatotsosne -* ~d -4 -6 -8
COLPOL At e sasronenvennannsssssssntossnnrnanatsassnsssnns 1 2 -4 .6 .8
Repeal tax exemption of large credit unions
COLPOL AL s e nrevrrsnssssoasnsrocnnsevssssssesssnssiisiennenn 22 .3 +4 .4 4
Repedl special carryover rules for depository institutiohs
O POL At uarereenernnnasetscasoasssosnscossosnntsntarsonsanrss * * * * *
Repeal special reorganization rules for troubled thrifts

O POL Bt e snrennrassnvrssnrseiusstcasssssassanssnsinasven
Limit life insurance reserve deductions
Corporate.saeess Ceetmsdtedsuseisetatssress s anan Rt -4 =1 .7 .8 B
Repeal special percentage of taxable income deduction
for life insurance companies and repeal exemption of
certain small life insurance companies ‘
Corporate.....................................=.------... +5 .9 1.0 1.0 1.1
Limit PsC reserves
Individual.e.ecoeeonesss teacemmana Cemsrsstsravesrntessunna -.1 -.3 -.1 ~e1 =,1
Corporatececneeerccecraceas hecarsaeans ciersstesraresaan .1 -4 1.0 1.7 2.4
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: FPiscal Years

Repeal PsC insurance company deduction for addition to
protection against loss accounts
L8 o D o .1 .1 - .1 .1
Limit deductibility of P&C dividends
oI POL AL @ s esasnsnsnsavesosstanaarssnrsarsarsrosssssarsnns 1 -1 -1 .1 .1
Repeal special tax exemption, rate reductions, and
deductions of small mutual P&C companies
COr oL AL aracenncrssarvnresscoroarnasnsassanssousoscascnss
Financial institutions, subtotal:
Individual.ceeveacensces MEssaanrsresssarrrsvesennrnnrnnan -2 “.5 -.5 -.7
Corporate.ssevessscsvennnanuann NI T 2.1 4.2 4.9 5.7

»*
*
*
¥
*

=A%
. .
(- BT

Insurance Investment Income:
Repeal exclusion of inside buildup

Individualeesvvevsevsnnsonaa Arasesraarrsrvarsanrsaanannnn - - - * .2
Repeal exclugsion of current annuity income

INdividualeeevesrvevesnssssssssscstssssorssssasnnsannsnns * .1 -2 .3 .4
Insurance investment income, subtotal:

InAIvidual.seearsssracnacsoressorsscssensnssassanonsnsena * .1 +2 4 .6

State and Local Government Debt and Investments:

Repeal exemption for nongovernmental bonds
INAividualecaeseevracaacsanssstssssvassiotssassnssassananns -4 1.8 3.5 4.
COIPOratBauseancnncrssrsscsssressonnssnrsnnsassnnssaanenns “.1 -.3 -.6 -.

Tighten restrictions on tax exempt bond arbitrage
Individudleeeesssnsvesuenscosoassanaarsrssssstonsssvananns -1 .2 .2 2 <2
COLPOT At u s asasasseenscnnsvarasssacssssssavassonsssassans * * * *

State and local government, subtotal:
Individual.. ceeseienasccnasncnsesssrssssrisvsasnosasannnns .5 2.0
Corporateseesecessonnnans sesenematrrserisesesenesannneans * -, 3

Special Expensing and Amortigzation Rules:
Repeal expensing of conservation expenditures and
farmers fertilizer and field clearing
INAIvidualesesereenaansnscsnstnesssassvsssnssnnnssnnarnnss
oI POr At B et vanetcavocinssancntcnsnsrnossssnrsronsansssannss
Repeal 5 year amortization of expenditures for
repabilitation of low income rental housing
Individual.sevsvenncanes smererraessansssarerarrssnranaraan * *
L 0 o B o = -
Repeal 5 year amortization of pollution control
oI POLAte. s cuieuraaannnssasvsrensovsonssennasnannsnanssnas
Repeal 50 year amortization of railroad tunnels and bores
COLPOLatRuurascaressanesssssssnnnnas sesarraraasrressennnn * * * * *
Repeal 5 year amortization of trademark expenses
Individual..eeseeeesresnssannsnsssssssssscssssananannanns * * * * *
COrpOrate.secannsensessassvsssssvensnanas veansasssreenena * * * * *
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Repeal 84 month amortization, 10% credit for reforestation

INAIvViGUAT e e eorensesasssrrsanccosrassasansssssssrsasssrss * * * * *

COLPOLEE e caanussnsnassassrnssssnsiassesesarasrnrnasassss * * * * *
special expensing and amortization, subtotal:

INAIVIiOUAL. ceassrsarassstanssssrsnssareasnssesrasnsnsssssy .4 .9 .1 1 .2

COIPOLAt@easeacvasstasensrneacissasanvarasnscesoosnsrscnsavns .4 -3 .1 P 1

Other Specific Subsidies:
Repeal rehabilitation tax credits
INAividual.ceseersesrancasancuorroossnvsssssacsssstannvven .1 .3 .9 1.6 2.1
COLPOLAt@useceasonsssssnncasrasrasvsrosnnnscscsssnsvaasaons * .1 .3 .5 .5
Repeal special rules for returns of magazines etc and
qualified discount coupons
COLDOZatRsrassvvassrsnsntoasnassansrasssnnssscosnnsonsnas .2 .1 * * *
Repeal exclugsion of Merchant Marine Capital Construction
Fund

COLPOLAtBaaevasscacssrasnsrasnnssssesrarsrransasascavvsna * .1 .1 .1 .1
Extend credit for research and experimentation

INAividual..eerevasnsaaraanssacssrssonsnansnsevstssavennres -* —-* -* - il

COLDOLALEsencevesosssserarasaasasroraasarsnsvasssensovons -.6 -1.2 ~1.5 -1.7 -1.9

Require employers to make nondeductible payments to
employees who receive ESOP dividends

TRA ViUl s cnsvartestsoassnossasassstsssarsassnsedssnssanns

*
»
*
*
*

COLPOTALErerausassevosrarrtsstranasvrsnactesssssnnarnnncs

Other subsidies, subtotal:
TRAIVIAUA e v vervonsvssscsnntonsnanccsasonssnussrnssasstnons .1 .3 .9 1.5
COIPOTAteesserssssarsnnsrsanarsscacsscnssnsatscsascanvsnas -.3 ~-. 9 -1.0 -1.1 -1.2

¢. Purther Curtailment of Tax Shelters
Repeal deduction for nonbusiness interest other than
principal home mortgages ($5,000 limitation)

INALVIiGUALsevevovsoncttsasrsnnsnsarssssnscssnrssnarstsssnnns * .2 .4 1.0 1.5

Limit artificial losses (at risk rules)
INAiviAUAleeesssaesrascessassasveasnrasassasnssassrsnasase .1 Py 3 .4 .5
COLPOLALBaevancvioscnsnsssranssesosasentsocsssusasrsarses -.1 -2 -3 -.3 -4

Pax shelters, subtotal:
TNAIVIAUELe e eesertesssssvssnsrrsnsrnnsesssssssvsnrictesncs .1 -4 .7 1.4 1.9
COLPOLAtGr s cnenssecncssanssssassasenarssnsriscaassnsansnny -.1 -.2 -.3 -3 -.4

D. International Issues
Use per country limitation for foreign tax credit
COLPOEAEC, cevovsnasensraocssvasnssnavseransasssosssoarssons .8 2.5 3.0 3.3 3.6
Modify rules concerning source of income and allocation
of deductions
COLPOLALEusssscusnsasasssasovsnanrrstssssnansrrareartdasns .4 + 9 1.1 1.2 1.3
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: Fiscal Years
H 1986 H 1987 H 1988 : 1983 : 1990
Replace secondary &ividend rule with braneh pcotlt tax
COrpOratBucesssunsvarsssssnucsssnssasssasssnsnanppennsnnsy * * * * *
Possessions tax credit
CorporatE-.-.-o.---.-.‘--..-----..--‘--.--.----u-.---.--- - —* * .1 .2
'reat foreign exchange gains or losses as adjustmenta
in interest
COIpﬂrate----g.-------.-----9----:-..n.--n-uqa,o----yyooo * * * * *
Rationalize tax treatment of U.S5. territories
Corporate.....¢...-a.-¢.....-.....--.-.--.--.--.-n--..--- * * * * *
International Issues, subtotal:
Corporate.,........................-..............,..---t 1.3 3.4 4.1 4.6 5.1
E. Other Related Tax Issues
Penalties:
Simplify information return penalties
Inﬂlvlﬂual.............................-...-....-.-.-.--- - i - - .
CorporatE..-.-.........-.............................;-.- - - - - -
Repeal maximum limits for penalties
In&ividuaill.I.'II..I.Q'.l‘.l..t...'.'..".....,,'.......’ * * * * *
Corporate...........................;...-.-..--.-.--..-o- * * * * *
Estate and giftocooqocoooouoo-oo-occ.-oulnonocccv-'l----t * * * * *
Exc}-sel.l.l...i.,ll..l'l-.Il‘-..’.I......‘.....'...".'.! * * * * *
Change failurerto-pay penalty to cost-of-collectlion charge
Inﬁxvidual.................-.-.-...-s------;--.--»:-.--a- .3 «3 .3 -3 .3
Corporate...........................................---.. * * * * *
Estate and gift.....--..-.-.-..-..---..--o,-..oo..u..-..- * * * * *
Exclsell'."'!l.'llI..‘.‘II..."'........".....‘..'...II * * * * *
Penalties, subtotal:’
Indiviéual...................................-..-s-..-c;o «3 .3 -3 .3 3
Ccrporate.;..............'....s.........;.-.s.-s...?..-;- * * * * *
Estate and glft----;--p-o--o-;r-o--u--o--o-tpasoooslauo-- * * *® * *
* * * * *

ExCiBE--:--oot----co-o--o-----Qi'yn.ol-.o.noonoocon-noo-l
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1886 : 1987 H 1988 : 1989 H 1950
Total Change in Receipts:
8 T B 1 3 -17.9 ~26.0 -32.0 -29.0 -26.9
COLPOTatBesvrnscasonennsnsaanan Net s taaesssasnerraaer s i8.9 26.1 24.3 23.9 25.2
Estate and gifteassrenrrsrosranraanrsanssassnansasnssarvnss * * * * *
BXCI88. ceneiranscannnannns Sisrsseasaaranerraras e s nay «2 .3 -4 -4 .4
TOEAluwsssoeaasanossutvsonttnanassnnssnsnenennnns eesenns 1.2 A -7.3 ~4.6 -1.2
Current Service April Update Receipts:
Individual.vecscenaea.. sess s esarrarreraesrrree e ys 358.9 395.9 436.1 479.2 517.8
oL POrAtBen s ravr s rarsassstssvasserssassassasssssssssnsssns 76.89 90.3 100.3 106.2 116.8
Estate and gift....... Sesasecessensesectseiastarss s en e 5.3 5.0 4.7 4.7 5.1
Bl B v aravsasnsvanssvsaassnssosssusstrsessntttnsntsnssns 34.3 34.3 32.9 32.3 32.6
TOEAlsvsssssssvovnanneneanannn Gesrearrssaanaas ceraneesasen 475.5 525.5 574.1 622.4 666.2
Unified Budget Receipts - Tax Reform:
INAividualecseevesscansnoanvssassscesosssaasssosssssnsnnns 341.0 369.9 404.2 450.3 490.9
COrPOTALE. s s v s tnvsnsvrtnscrsstensnnnsennsncanaananans sanaen 95.8 116.4 124.6 1306.2 136.0
Estate and gifteeisesceresesasesssvnncranansassananse rasee 5.4 5.0 4.7 4.7 5.1
EACISCeenavereresctascennnsensnnna craesrrrrare s e nana 34.5 34.6 33.2 32.6 33.0
Total...oaeea.e. Fesesres s aatat At e At et n T 476.7 525.9 566.7 617.8 665.0
Office of the Secretary of the Treasury May 24, 1985
Gffice of Tax Analysis
* - negligible Detail may not add to total due to rounding.
1/ Individual unless otherwise noted.
2/ Zero Bracket Amounts are increased to (in 1986 dolliars}: $2,900 for single filers,
$3,600 for heads of households., and $4,000 for joint filers.
3/ 1Includes outlays associated with the refundable portion of the credit.
4/ The effect of the repeal of these provisions is assumed to be offaet by increased expenditures.
The receipts generated by these provisions are not shown in this table.
5/ The proposal would effectively eliminate the use of deposits by banks for leveraged holdings

of tax exempt bonds. These bonds would then be held primarily by individuals.

Note A:; The estimates are based on the April Update of the 1986 Budget.
The effects of the reduced corporate and individual rates are estimated assuming all other provisions
are enacted. The revenue effects of all other provisions reflect current law tax rates.
These estimates do not include the revenue impact of delaying the date of announcement.

Note B:

and tax liability is unchanged from current law. The 1986 level revenue effect

may be significantly altered depending on the prescribed changes in the withholding

tables and the estimated tax rules.

The individual rate schedule estimate assumes that the relationship between collections





