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The IRS Mission

Provide America's taxpayers top quality service by helping
them understand and meet their tax responsibilities and by
applying the tax law with integrity and fairness to all.

Introduction

The Internal Revenue Bulletin is the authoritative instrument of
the Commissioner of Internal Revenue for announcing official
rulings and procedures of the Internal Revenue Service and for
publishing Treasury Decisions, Executive Orders, Tax Conven-
tions, legislation, court decisions, and other items of general
interest. It is published weekly and may be obtained from the
Superintendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semiannually
into Cumulative Bulletins, which are sold on a single-copy
basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application of
the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the Bul-
letin. All published rulings apply retroactively unless otherwise
indicated. Procedures relating solely to matters of internal
management are not published; however, statements of inter-
nal practices and procedures that affect the rights and duties
of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the rev-
enue ruling. In those based on positions taken in rulings to tax-
payers or technical advice to Service field offices, identifying
details and information of a confidential nature are deleted to
prevent unwarranted invasions of privacy and to comply with
statutory requirements.

Rulings and procedures reported in the Bulletin do not have the
force and effect of Treasury Department regulations, but they
may be used as precedents. Unpublished rulings will not be
relied on, used, or cited as precedents by Service personnel in
the disposition of other cases. In applying published rulings and
procedures, the effect of subsequent legislation, regulations,
court decisions, rulings, and procedures must be considered,
and Service personnel and others concerned are cautioned
against reaching the same conclusions in other cases unless
the facts and circumstances are substantially the same.

Cumulative Bulletin 2003-1 contains items from weekly Bulle-
tins 2003-1 through 2003-26. Cumulative Bulletin 2003-2 con-
tains items from weekly Bulletins 2003-27 through 2003-52.

Cumulative Bulletin 2003-3 is a consolidation of laws that were
enacted during the 2003 calendar year that directly impact
Title 26 of the United States Code.

Cumulative Bulletin 2003-3 includes the text and related com-
mittee reports of various Public Laws. It also includes the Gen-
eral Explanation of Tax Legislation Enacted in the 108"
Congress (Blue Book) as prepared by the staff of the Joint
Committee on Taxation.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Cumulative Bulletin as the source would be appropriate.
For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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1986 Code Sections Affected by Public Laws

The following sections of the Internal Revenue Code of 1986 are affected by the Public Laws listed below.

P.L.108-1

A bill to provide for a 5-month
extension of the Temporary
Extended Unemployment
Compensation Act of 2002 and for
a transition period for individuals
receiving compensation when the
program under such Act ends

1986 Code Section Act Section

3304 1(a)
..................... 1(b)

P.L. 108-7

Consolidated Appropriations
Resolution, 2003

1986 Code Section Act Section

6031 211
6103 103
7443 211
7804 102
9501 211

P.L.108-11
Emergency Wartime Supplemental
Appropriations Act, 2003

1986 Code Section Act Section
3304 4002

P.L. 108-26
Unemployment Compensation

Amendments of 2003

1986 Code Section Act Section

| TR 1

3304 2(a)
..................... 2(b)

2003-3 C.B.

P.L. 108-27

Jobs and Growth Tax Relief
Reconciliation Act of 2003

1986 Code Section Act Section

L 1(a)

102(a), (b)(1)

..................... 102(b)(2)

..................... 102(c)

..................... 103(b)

104(a), (b)
..................... 104(c)
..................... 105(a)
..................... 105(b)
..................... 107
..................... 301(a)(1)
..................... 301(a)(2)(A)
..................... 301(b)(1)
..................... 301(c)
..................... 301(d)
..................... 302(a)
..................... 302(e)(1)
..................... 302(H)
..................... 303

24 101(a)
..................... 101(c)

55 106(a)
..................... 106(b)
..................... 301(a)(1)
..................... 301(a)(2)(B)
..................... 301(b)(2)

5T . 301(b)(3)

63 103(a)
..................... 103(c)

163 302(b)

168 201(a)-(c)(1)
..................... 201(d)

202(a)-(e)
..................... 202(f)

301 302(e)(2)

306 e 302(e)(3)

331 302(e)(4)(B)(iii)

338 s 302(e)(4)(B)(i)

341 e 302(e)(4)(A)
..................... 302(e)(4)(A)



1986 Code Section

467
531
541
584
702
854
857

P.L. 108-81
Museum and Library Services Act of

2003

1986 Code Section

170

P.L. 108-88
Surface Transportation Extension Act

of 2003

1986 Code Section

9503

9504

P.L. 108-89
To extend the Temporary Assistance
for Needy Families block grant
program, and certain tax and trade
programs, and for other purposes

1986 Code Section

6103

7801

Act Section
302(e)(4)(B)(i1)
302(e)(5)
302(e)(6)
302(e)(7)
302(e)(8)
302(c)

302(d)
302(e)(4)(B)(i1)
302(e)(4)(B)(i1)
201(c)(2)
301(a)(2)(C)
101(b)(2)
101(b)(1)
301(a)(2)(D)

Act Section
503

Act Section
12(a)
12(c)
12(b)

Act Section
201(a)
201(b)
202(b)(1)
202(a)
202(c)
202(d)
202(b)(2)
202(b)(3)

P.L.108-121
Military Family Tax Relief Act of 2003

1986 Code Section

62

101

121

132

162
501

P.L.108-173
Medicare Prescription Drug,
Improvement, and Modernization Act

of 2003

1986 Code Section

56

Act Section
1(a)
110(a)(2)(A)
110(a)(4)
109(b)

109(c)
110(b)(1), (2)
110(b)(3)
101(a)

101(b)
103(a), (b)
103(c)
102(b)(1), (2)
102(b)(3)
106(a), (b)(1)
106(c)

106(d)

109(a)

105(a)

105(b)

108(a)

108(b)

107(a)

107(b)
110(a)(3)(B)
110(a)(1)
110(2)(3)(A)
110(c)(1), (2)(A)
110(c)(2)(B)
110(c)(3)
106(b)(2)
106(b)(3)
106(b)(4)
110(a)(2)(B)
104(b)(3)
104(a)-(b)(2)
104(c)

Act Section
1202(b)
1202(d)
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1986 Code Section
62

2003-3 C.B.

Act Section
1201(b)
1201(k)
1202(c)
1201(d)(1)
1201(i)
1202(a)
1201()
1201(c)
1201(a)
1201(a)
1201(h)
1201(d)(2)(A)
1201(d)(2)(B)
1201(d)(2)(C)
1201(d)(4)(B)
1201(e)
1201(f)
1201(d)(4)(A)
1203(a)
1203(b)
1201(d)(3)
101(e)(6)
105(e)(1)-(3)

811(c)(1)-(2)(B)

900(e)(3)

1986 Code Section Act Section

6693 1201(g)

7213 105(e)(4)
..................... 811(c)2)NO)

P.L.108-176
Vision 100—Century of Aviation
Reauthorization Act

1986 Code Section Act Section

4261 902(a)
..................... 902(b)

9502 901

P.L.108-178
To improve the United States Code

1986 Code Section Act Section
7608 e 4(e)

P.L. 108-189
Servicemembers Civil Relief Act

1986 Code Section Act Section
7654 e 2(d)



Act Sections of Public Laws Affecting 1986 Code

Sections

The act sections of the Public Laws listed below affect the following sections of the Internal Revenue Code of 1986.

P.L. 108-1

A bill to provide for a 5-month
extension of the Temporary
Extended Unemployment
Compensation Act of 2002 and for
a transition period for individuals
receiving compensation when the
program under such Act ends

Act Section 1986 Code Section
1@ 3304
by 3304

P.L. 108-7
Consolidated Appropriations
Resolution, 2003

Act Section 1986 Code Section

102 7804

103 6103

211 6031
..................... 7443
..................... 9501

P.L.108-11
Emergency Wartime Supplemental
Appropriations Act, 2003

Act Section 1986 Code Section
4002 3304

P.L. 108-26
Unemployment Compensation

Amendments of 2003

Act Section 1986 Code Section
T 1

2) e 3304
20) e, 3304

P.L. 108-27
Jobs and Growth Tax Relief
Reconciliation Act of 2003

Act Section 1986 Code Section
1@ 1
101(@) e 24
101(b)}(1) 6429
101(b)2) e, 6411
101(c) e 24
102(2), B)(1) oo 1
102(b)(2) e 1
102(c) 1
103(2) e 63
103(b) e, 1
103() 63
104(a), (B)  teeeeei 1
104(c) e, 1
105() e 1
105(b) 1
106(2) e 55
106(b) 55
107 1
201(@)-(C)(1) e 168
201(c)(2) 1400L
201(d) e 168
202(2)-(€) e 179
202(f) 179
301@)(1) e 1
..................... 55
301@)2)0A) oo, 1
301@)2)B) e 55
301)2)NC) e 1445
301@)2)D) oo 7518
3010)(1) e 1
301b)2) e 55
301(0)3) e 57
301(C) 1
301(d) e 1
302(2) e 1
302(6) e 163
302() e 854
302(d) e 857
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viii

Act Section 1986 Code Section
302(e)(1) e 1
302(e)2) 301
302(e)(3)y 306
302(e)((A) 341
302(e)DYBYE) e 338
302(e)(4)BY(AD) e 467
..................... 1255
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302(e}H(BYAIL) e 331
302(e)(5) e, 531
302(e)6) e 541
302(e)7) e 584
302(e)(8) 702
30260 1
303 1

P.L. 108-81
Museum and Library Services Act of
2003

Act Section 1986 Code Section
503 170

P.L.108-88
Surface Transportation Extension
Act of 2003

Act Section 1986 Code Section

12() 9503
12(b) 9504
12c) 9503

P.L. 108-89

To extend the Temporary
Assistance for Needy Families block
grant program, and certain tax and
trade programs, and for other
purposes

Act Section 1986 Code Section

201() 6103
200(b) 6103
202() e 7528
202(b)(1) 7501
202(bY2) e 7801
202(0)3) e 7801
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Act Section
202(c)
202(d)

P.L.108-121

1986 Code Section

7528

Military Family Tax Relief Act of

2003

Act Section
1(a)

101(a)
101(b)
102(b)(1), (2)
102(b)(3)
103(a), (b)
103(c)
104(a)-(b)(2)
104(b)(3)
104(c)

105(a)
105(b)
106(a), (b)(1)
106(b)(2)
106(b)(3)
106(b)(4)
106(c)

106(d)

107(a)

107(b)

108(a)

108(b)

109(a)

109(b)

109(c)
110(a)(1)
110(2)(2)(A)
110(a)(2)(B)
110(a)(3)(A)
110(a)(3)}(B)
110(a)(4)
110(b)(1), (2)
110(b)(3)
110(c)(1), (2)(A)
110(c)(2)(B)
110(c)(3)
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P.L.108-173

Medicare Prescription Drug,
Improvement, and Modernization

Act of 2003

Act Section
101(e)(6)
105(e)(1)-(3)
105(e)(4)

811(c)(1)-(2)(B)

811(c)(2)(C)
900(e)(3)
1201(a)

1201(b)
1201(c)
1201(d)(1)
1201(d)(2)(A)
1201(d)(2)(B)
1201(d)(2)(C)
1201(d)(3)
1201(d)(4)(A)
1201(d)(4)(B)
1201(e)
1201(f)
1201(g)
1201(h)
1201(i)
1201(j)
1201(k)

1986 Code Section

Act Section 1986 Code Section
1202(a) 139A
1202(b) . 56
1202(c) e 101
1202(d) e, 56
1203(a) s 6041
1203(b) 6041

P.L. 108-176

Vision 100—Century of Aviation
Reauthorization Act

Act Section 1986 Code Section
901 9502
902(2) e 4261
902(b) e, 4261

P.L.108-178
To improve the United States Code

Act Section 1986 Code Section
4€) 7608

P.L. 108-189
Servicemembers Civil Relief Act

Act Section 1986 Code Section
2d) e 7654

2003-3 C.B.

iX






PUBLIC LAW 108-1—JAN. 8, 2003

Public Law 108-1
108th Congress

An Act

To provide for a 5-month extension of the Temporary Extended Unemployment
Compensation Act of 2002 and for a transition period for individuals receiving
compensation when the program under such Act ends.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

SECTION 1. EXTENSION OF THE TEMPORARY EXTENDED UNEMPLOY-
MENT COMPENSATION ACT OF 2002.

(a) IN GENERAL.—Section 208 of the Temporary Extended
Unemployment Compensation Act of 2002 (Public Law 107-147;
116 Stat. 30) is amended to read as follows:

“SEC. 208. APPLICABILITY.

“(a) IN GENERAL.—Except as provided in subsection (b), an
agreement entered into under this title shall apply to weeks of
unemployment—

“(1) beginning after the date on which such agreement
is entered into; and

“(2) ending before June 1, 2003.

“(b) TRANSITION FOR AMOUNT REMAINING IN ACCOUNT.—

“(1) IN GENERAL.—Subject to paragraphs (2) and (3), in
the case of an individual who has amounts remaining in an
account established under section 203 as of May 31, 2003,
temporary extended unemployment compensation shall con-
tinue to be payable to such individual from such amounts
for any week beginning after such date for which the individual
meets the eligibility requirements of this title.

“(2) NO AUGMENTATION AFTER MAY 31, 2003.—If the account
of an individual is exhausted after May 31, 2003, then section
203(c) shall not apply and such account shall not be augmented
under such section, regardless of whether such individual’s
State is in an extended benefit period (as determined under
paragraph (2) of such section).

“3) LIMITATION.—No compensation shall be payable by
reason of paragraph (1) for any week beginning after August
30, 2003.”.

117

STAT. 3

Jan. 8, 2003

note.

(S. 23}

2003-3 C.B.
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117 STAT. 4 PUBLIC LAW 108-1—JAN. 8, 2003

26 USC 3304 (b) EFFECTIVE DATE.—The amendment made by this section

note. shall take effect as if included in the enactment of the Temporary
Extended Unemployment Compensation Act of 2002 (Public Law
107-147; 116 Stat. 21).

Approved January 8, 2003.

LEGISLATIVE HISTORY—S. 23:

CONGRESSIONAL RECORD, Vol. 149 (2003):
dan. 7, considered and passed Senate.
Jan. 8, considered and passed House.

O
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January 7, 2003

PROVISION OF A 5-MONTH EXTEN-
SION OF THE TEMPORARY EX-
TENDED UNEMPLOYMENT COM-
PENSATION ACT OF 2002

Mr. FRIST. Mr. President, I ask
unanimous consent that the Senate
now proceed to the consideration of S.
23, an unemployment insurance exten-
sion bill introduced today by Senators
FITZGERALD, CLINTON, and others; fur-
ther, that the bill be read the third
time and passed, and the motion to re-
consider be laid upon the table.

Mrs. CLINTON. Mr. President, re-
serving the right to object——

The PRESIDENT pro tempore. The
Senator from New York.

Mrs. CLINTON. Mr. President, I ask
unanimous consent that there be one
amendment in order which would pro-
vide benefits for those who have pre-
viously exhausted their Federal unem-
ployment benefits—approximately 1
million Americans and over 150,000 New
Yorkers—that there be a time limita-
tion on the amendment of 30 minutes
for debate, equally divided in the usual
form, and that no other amendments or
motions be in order to the bill.

The PRESIDENT pro tempore. Is
there objection?

Mr. NICKLES. Mr. President, I ob-
ject.

Mr. FRIST. Mr. President, reserving
the right to object, a number of Sen-
ators on both sides of the aisle have
been very aggressively working on this

CONGRESSIONAL RECORD — SENATE

legislation for, indeed, several months
and most intensively over the last sev-
eral days. I believe we have reached a
bipartisan agreement to allow us to
pass the bill today so that the House
will consider it and in order for it to
become public law this week.

As most of my colleagues in the Sen-
ate Chamber know, if this bill is not
passed by Thursday and signed by the
President of the United States, there
will be tremendous dislocation among
the American people. With that, I urge
that we proceed with the underlying
unanimous consent.

The PRESIDING OFFICER (Mr.
ALLEN). Is there objection to the initial
request?

Mrs. CLINTON. Mr. President, re-
serving the right to object, I thank the
majority leader for bringing this very
important matter to the floor so early
in our session. I also thank my col-
league from Oklahoma, Senator NICK-
LES, for working with me and others
over the last week to try to reach con-
sensus. While I do not object at all to
this final bill—in fact, I am a lead
Democratic sponsor—I would point out
that passage of this bill, as important
as it is, will leave many, many people
without any means of support, and I
think that we must turn our attention
to these people who have exhausted
their benefits. I look forward to work-
ing with the majority and minority
leader in doing so.

The PRESIDING OFFICER. The
Democratic leader.

Mr. DASCHLE. Mr. President, reserv-
ing the right to object, I would simply
also commend those responsible for
bringing the resolution to this point.
We could have accomplished this in the
last Congress, but we were unable to
complete our work. I remind my col-
leagues that by simply passing this res-
olution we are leaving out over 1 mil-
lion people who have absolutely no re-
course and have no assistance whatso-
ever because their benefits have ex-
pired. We are leaving them out. This
will only address those who are about
to see their benefits expire—about one-
half of the 1 million people who other-
wise would be eligible for these bene-
fits.

To simply say we are doing half
means that we are doing half the job.
We are leaving half on the table. We
are leaving 1 million people with abso-
lutely no recourse in their efforts to
try to bring about any quality of life in
these difficult times.

So I urge my colleagues to recon-
sider. We will continue to offer this
with the hope that we can find some
resolution, that we can include all 2
million unemployed workers, and that
we do so as quickly as is possible.

The PRESIDING OFFICER. Is there
objection?

The Senator from Rhode Island.

Mr. REED. Mr. President, reserving
the right to object, as I understand it,
if we do not accept the unanimous con-
sent request proposed by the Senator
from New York, we will leave 1 million

S9

Americans without unemployment
compensation benefits at a time they
desperately need it. I also understand
her amendment simply calls for 30 min-
utes of debate and a vote. I think it
would be appropriate to vote.

If the majority leader can give us
some indication as to when we will deal
with the issue of these 1 million people
who will be without benefits, I think it
might help us as we try to respond and
decide on this issue.

The PRESIDING OFFICER. The Sen-
ator from New Mexico.

Mr. DOMENICI. Mr. President, re-
serving the right to object, and I will
not object, while the Senators who had
expressed their concerns may be cor-
rect, I believe we should commend
those who have worked so hard to get
this bill here, and our majority leader
for bringing it up today because, while
we wait to do some more, if more is
needed, we will leave all of the unem-
ployed without any new benefits. That
is the issue. To do it today is to do it
the way it is proposed. To debate it, or
send it back to committee for refine-
ment, means none of them will get ben-
efits—not only those who have run out
of benefits, but there will be no exten-
sion and no money.

I believe it is good that we comment,
but it is better that we proceed and get
the bill done.

Several Senators
Chair.

The PRESIDING OFFICER. The Sen-
ator from Nevada.

Mr. REID. Mr. President, prior to our
taking a recess, we begged the adminis-
tration to do something to allow us to
pass unemployment benefits for the
people we knew would be out of unem-
ployment benefits. We in Nevada now
have thousands of people who need
those benefits. I heard my friend from
New York say there are 150,000 people
who need them in her State. I believe
that is the figure she used. But regard-
less, there are thousands and thousands
of people all over this country, adding
up to a million, who need these bene-
fits.

We on this side of the aisle believe we
should do everything. I have to respect-
fully say to my friend, the majority
leader, and his colleagues, the reason
they are not going to allow us to vote
is we would win the vote. We would win
if we were allowed to vote to include
all 2 million people who are des-
perately in need of these unemploy-
ment checks. We would win the vote.

I do not believe we should adjourn
today until this matter is resolved. We
want a vote. The people of America
want a vote. The people we are leaving
out are the ones who are in most need.
There is no question the people we
would help by passing this resolution
need the help, but the million people
are those who are chronically unem-
ployed and are in desperate need of
help.

We should not adjourn today until we
are allowed to have a vote on this most

addressed the
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important resolution with the amend-
ment that has been offered by the Sen-
ator from New York.

The PRESIDING OFFICER. The Sen-
ator from Washington.

Ms. CANTWELL. Mr. President, re-
serving the right to object, it is impor-
tant that we take care of these individ-
uals who will be left out without the
amendment by Senator CLINTON. The
issue is, unemployment benefits not
only help these individuals who have
lost their jobs through no fault of their
own—whether it is the Boeing Com-
pany in a downturn or other people im-
pacted by 9/11 who have lost their jobs
and need these unemployment bene-
fits—but more importantly, unemploy-
ment benefits are also an economic
stimulus. Economists have said every
$1 spent on unemployment insurance
generates $2.15 of economic stimulus.

I can think of no better package for
us to support in a bipartisan fashion
than putting more dollars into our
local economies that are hurting. I
know our State, with one of the high-
est unemployment rates in the coun-
try, has an economic forecast that says
the next 6 months will not get any bet-
ter. So if not today, I say to my col-
leagues on the other side of the aisle,
when will we realize this is an eco-
nomic stimulus package that we must
support.

Several
Chair.

The PRESIDING OFFICER. The Sen-
ator from Pennsylvania.

Mr. SANTORUM. Mr. President, my
understanding is this unemployment
extension mirrors the unemployment
extension we did in the last session of
Congress. We extended benefits for 13
weeks.

There are some for which the 26
weeks plus the 13 weeks have expired. I
assume the million people we are talk-
ing about are those people in places
where there is not high unemployment,
who do not qualify for an additional 13
weeks above the 13 weeks that have al-
ready been extended.

As you know, under this bill, as
under the prior bill, in States where
there are high rates of unemployment,
people do get 26 weeks, the 13 plus 13.
So what you are talking about is a mil-
lion people, in places where there are
lower rates of unemployment, not get-
ting an additional 13 weeks on top of
the 13 weeks they now get on top of the
26 weeks which the original unemploy-
ment act provided.

So when we talk about people being
left out, what we are talking about is a
change in what the original extension
is. T am not too sure that is being left
out. Those are people who went
through their 26 weeks, went through
their 13 weeks, and have still not been
able to find a job but are not in States
with high unemployment.

So what we are doing is extending
last year’s unemployment benefits to
this year. I think that is a fair way to
start. It is a way to get things done. If
you want to change unemployment ex-
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tension and turn it into 26 weeks, we
can have that debate. But to suggest
we are leaving people out, I am not too
sure that is really what is factually
happening in this situation.

Several Senators addressed
Chair.

The PRESIDING OFFICER. The ma-
jority leader.

Mr. FRIST. Mr. President, in re-
sponse to the question by the Senator
from Rhode Island, it is clear we are
not solving the problem today. Because
of the reality of scheduling, and in part
because of what happened in the last
Congress, we are faced with the reality
that if we do not act today, there are
going to be as many as 750,000 people
who will have a disruption in benefits
as of Thursday. I believe the House is
going out tomorrow.

We have a compromise on both sides
of the aisle we have been working on
that was agreed to—worked on by Sen-
ators CLINTON, FITZGERALD, NICKLES,
SPECTER, CANTWELL, and a range of
people.

I understand what we are doing
today, if this is accepted by unanimous
consent, is taking care of the 750,000
people who will be able to continue to
receive their benefits. I know there is a
lot more to do.

I am not sure it is necessary to go
over everything that is in the bill. Ba-
sically, what the compromise does is
extend unemployment benefits from
December 28—which was while we were
all out on vacation—up until June 1,
2003, which is an additional 5 months of
coverage. That is what we would be
agreeing to today, well recognizing
there are other issues in addition to
this that we are going to have to do as
we go forward on this issue.

The compromise, I should also add,
since some of the details were brought
up, also provides coverage allowing
benefits to be phased out rather than
just shut off immediately when the
program ends.

President Bush has made it very
clear that the extension of unemploy-
ment benefits is a top priority. On both
sides of the aisle, we have tried to
come  together. Given the cir-
cumstances of having been on our re-
cent holiday, I would like to see us re-
spond in a timely manner, meaning
now, through the unanimous consent
request, recognizing there is more
work to do as we go forward.

The President, as we speak, or in the
last hours, has addressed other parts of
reemployment. At the end of the day,
people want the checks, but what they
really want are the jobs. There are
other ways we will continue to address
that in the future.

I urge my colleagues, very soon, to
take the regular order—I will not call
for it at this point—so we can take this
first important step very significant to
the American people, many of whom
are not going to see their checks unless
we act, and act today.

Mr. GRASSLEY. Mr. President, I rise
today in support of extending the tem-

the
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porary extended unemployment com-
pensation program.

In March of last year, Congress en-
acted the “Job Creation and Worker
Assistance Act of 2002.” This Act cre-
ated a temporary program to provide
additional unemployment benefits to
workers in every State.

Specifically, this program provided
up to 13 weeks of federally funded em-
ployment benefits for workers who be-
come unemployed and exhaust their
regular State unemployment benefits.
In addition, the program provided up to
13 weeks of additional benefits in high
unemployment States—that’s a max-
imum of 26 weeks.

When this extended benefit program
was originally enacted last year, it was
scheduled to expire at the end of 2002.

Unfortunately, the economy has not
performed as well as we all hoped and
the unemployment rate in many States
continued to rise throughout last year.

As my colleagues may recall, the
Senate agreed to a unanimous consent
request last year to extend the dead-
line. Unfortunately, the 107th Congress
adjourned before reaching a final
agreement on the extension.

So, we are here again today seeking
unanimous consent to extend the tem-
porary extended unemployment com-
pensation program.

This agreement which has been co-
sponsored by Senators FITZGERALD,
SPECTER, COLLINS, GREGG, NICKLES, and
CLINTON would provide a 5-month ex-
tension of the program through the end
of May. This agreement has been
reached in consultation with the House
Leadership.

I believe a 5-month extension is an
appropriate timeframe to see how the
economy will perform this year, as well
as give Congress the opportunity to
consider further economic stimulus
legislation.

Our goal should be make sure that
everyone who wants a job gets a pay-
check, instead of just an unemploy-
ment check.

I also believe it is important to point
out that although the program expired
last week, if we can get this measure
through the House and onto the Presi-
dent’s desk by Thursday, no one will
miss a check.

Unemployment benefits are the
bridges that help people get from one
job to another. These benefits are not
huge, but they’re certainly better than
nothing for those who are out of work
and desperately looking for jobs. Peo-
ple have to put food on the table. They
have to heat their homes. They have to
buy their kids clothes, shoes and
school supplies. Their needs are imme-
diate, and they need immediate relief.

While Congress is approving unem-
ployment benefits, we need to do every-
thing in our power to create jobs. I
don’t mean just any jobs, but quality
opportunities that pay enough income
to sustain families and build careers. I
look forward to working with my col-
leagues and the President on creating
jobs. Americans are the world’s great-
est workforce. Folks need and deserve
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to use their abilities and skills to the
fullest.

According to the Department of
Labor, more than 780,000 individuals
were collecting extended benefits in
mid-December. If we act now to extend
this program, workers who qualified
before December 28th will be able to
continue receiving their weekly benefit
check without interruption.

I urge my colleagues to support this
measure.

Mr. SARBANES. Mr. President, I am
pleased to join my colleagues today as
cosponsor of the measure that will ex-
tend unemployment insurance benefits.
We have a long bipartisan tradition of
extending unemployment benefits dur-
ing periods of prolonged joblessness.
We have this policy because it is the
right thing to do for people and for the
economy. Before I present the case for
why extended unemployment benefits
are needed—a case which by now al-
most everyone agrees with—I want to
remind my colleagues why we are at
this point today.

Led by the late Senator Wellstone,
several of my colleagues and I, began
this discussion last September. At that
point it appeared clear that this econ-
omy was still in a weak, ‘jobless recov-
ery.” Yet, the administration failed to
understand the basic economic reality,
and consequently refused to support an
extension of benefits. During the next 2
months the economy remained weak
and more jobs were lost. My colleagues
and I returned to the Senate floor re-
peatedly, attempting to pass a reason-
able extension of unemployment insur-
ance benefits. We asked for unanimous
consent eight times, each time point-
ing out the weak economy, the lack of
job creation, the growing number of
Americans who had exhausted their
benefits, and the upcoming cliff that
more Americans were facing, should
Congress fail to act. All this while the
President remained silent.

Finally, at the eleventh hour of the
last Congress, on November 14, we
came to an agreement within the Sen-
ate. And I would like to thank Sen-
ators CLINTON, CANTWELL and NICKLES
for their leadership in reaching that
compromise. That compromise was
needed in order to prevent almost 1
million Americans who should have re-
ceived benefits from having their bene-
fits terminated. But even that com-
promise, which passed the Senate by
unanimous consent, failed to elicit the
support of the President. And without
his urging the House failed to act.

Now finally, today we are passing
this compromise again. Actually we
are passing a slightly improved version
which will last for five months, pro-
viding individuals with the opportunity
to begin receiving extended benefits
until June 1st, and allowing all of
those who begin to receive their bene-
fits to receive the full 13 weeks, in the
event that they are unable to find a
job. And it is my understanding that if
the House acts on this tomorrow, and
the President signs this measure by

CONGRESSIONAL RECORD — SENATE

Thursday, that everyone who should
receive a benefit will continue to do so.

However, even with passage of this
measure, there is still significant work
that needs to be done. This legislation,
despite the valiant efforts of some of
my colleagues, fails to provide benefits
to those who have already exhausted
their benefits and are still unable to
find a job. There are an estimated 1
million Americans who are in such a
position. They are in such a position
because the economy has continued to
remain weak and is failing to create
jobs.

The latest unemployment report
showed unemployment at an 8 year
high of six percent. We have 2.17 mil-
lion fewer private sector jobs today
than when President Bush took office.
We lost 48,000 private sector jobs last
month alone.

As a result of the lack of jobs, there
are over 1.7 million Americans who
have been unemployed and looking for
work for more than 26 weeks. There are
150,000 more long-term unemployed
than in September and over 1 million
more than when President Bush took
office. Over 20 percent of those who are
unemployed have been so for more than
26 weeks, a greater percentage than at
any point in the past eight years.

The premise of the unemployment in-
surance system is that you give people
some short-term support, the labor
market picks up, and they can go back
and find a job. Today, they cannot find
jobs. In fact, not only can they not find
them, more people are losing their
jobs. So the labor market is con-
tracting, not expanding. Extending
benefits in this situation is the proper
economic policy. Fed Chairman Green-
span, before the Joint Economic Com-
mittee this past November stated: ‘I
have always argued that in periods like
that the economic restraints on the un-
employment insurance system almost
surely ought to the eased.”

This easing ought to include extend-
ing benefits to those who have already
exhausted all of their benefits. I can
not understand why anyone is object-
ing to extending benefits to these indi-
viduals. It is not because we lack the
resources to extend benefits. Extending
benefits to these individuals is pro-
jected to cost around $7.5 billion. Our
unemployment insurance trust funds,
specifically designed to meet this kind
of situation, are in strong financial
condition with approximately $24 bil-
lion. Those moneys have been paid into
the trust fund over a period of time.
The whole system was structured to
have these trust funds build up in good
times, and then to utilize them in bad
times.

We will spend much time debating
the wisdom of various economic stim-
ulus plans over the coming months, but
one thing that everyone should be able
to agree on is the stimulative effects of
extending unemployment insurance
benefits. As the Baltimore Sun wrote
in an editorial on January 3, 2003, “Few
dispute the clear returns from direct-
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ing short-term relief to those who lose
their jobs as a result of the fiscal tur-
bulence. Giving money to people who
need it to pay their bills ensures that
it will be spent and multiply as it rip-
ples through the economy.”

In closing, I would like to thank all
of those who have worked so hard to
pass the measure that we passed today.
As a result many Americans will re-
ceive the benefits that they deserve
and our economy will receive some of
the stimulus that it needs. And I will
continue to work to extend benefits to
the 1 million Americans who have ex-
hausted their unemployment insurance
coverage.

Ms. MIKULSKI. Mr. President, I rise
in support of the Emergency Unem-
ployment Compensation Act. On De-
cember 28, 2002, the Federal Govern-
ment played Scrooge to nearly 800,000
Americans. We left town, and we left a
lot of people holding no money for the
new year. Because the House of Rep-
resentatives failed to pass an extension
of unemployment benefits, 780,000 un-
employed Americans—including 10,000
unemployed Marylanders—had their
benefits abruptly cut off just a few
days after Christmas.

Yet the story gets even worse. One
million Americans have already ex-
hausted both Federal and state aid
without finding a new job, and 2 mil-
lion are expected to run out of state
benefits in the next five months. We
must act now to help these working
Americans who have been hardest hit
by the economic downturn.

That is why I am proud to cosponsor
the Emergency Unemployment Com-
pensation Act. This bill will give im-
mediate assistance to those who need
it most and it will put money back into
the economy to keep it going. The
Emergency Unemployment Compensa-
tion Act will help nearly 2.85 million
Americans who are facing the highest
unemployment rate since the recession
during the first Bush Administration.
It will restore benefits for those who
were unfairly cut off in December and
it will help those who will lose their
benefits in the next five months. It will
provide relief for approximately 30,000
people in my own state of Maryland
who still have not been able to find a
job.

Extending Ul not only helps those
who are hardest hit by bad economic
times, it also helps turn the economy
around. A good economic stimulus puts
money in the hands of the people who
will spend it. That is precisely what
the Emergency Unemployment Com-
pensation Act does. Workers who have
lost their jobs because of September
11th or the economic downturn will
spend this money. They will spend it
on necessities, like rent and food, to
keep the economy going. This bill will
inject $7.25 billion into the economy as
an immediate stimulus. I believe this
will do more to help the people and
stimulate the economy than the across
the board tax cuts for the wealthy.
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I am so pleased that the Senate is
ready to pass this bill. But this meas-
ure doesn’'t go far enough. As long term
unemployment balloons due to the
weak economy, we can’'t forget about
the 1 million Americans who have al-
ready exhausted both Federal and state
unemployment benefits and have still
not found a job. These people have no
income, and now they have no safety
net. I urge my colleagues to provide an
additional 13 weeks of extended unem-
ployment benefits for these Americans.

Mr. FITZGERALD. Mr. President, I
rise today to urge the Senate to pass
the extension of the Temporary Ex-
tended Unemployment Compensation,
TEUC, Program.

In November, the Senate acted
unanimously to extend the TEUC pro-
gram through the end of March by
passing a bill that I cosponsored along
with Senators CLINTON, CANTWELL,
SPECTER, SARBANES, KENNEDY, and
DURBIN. However, the House and Sen-
ate were unable to reach a compromise
that would have allowed President
Bush to sign the extension into law.
This is our last chance to act before
there is an interruption in the receipt
of benefits pursuant to the TEUC pro-
gram.

November 2002, the nationwide unem-
ployment level shot up to 6.0 percent
from 5.7 percent in October. The law
authorizing the TEUC program expired
on December 28, 2002. If we do not act
now to extend this program, as many
as 800,000 workers who are receiving
temporary benefits will not receive
their full 13 weeks of extended unem-
ployment benefits. 1.6 million workers
will exhaust their regular unemploy-
ment benefits between December 28,
2002 and the end of May 2003 if we fail
to act. If we act today to extend this
important program, we will ensure
that these workers will receive their
next unemployment check.

The unemployment situation in my
home State of Illinois is critical. It
would be particularly adversely af-
fected if we do not act. In November
2002, Illinois had a 6.7-percent unem-
ployment rate, tying Mississippi with
the third highest unemployment rate
in the country behind Alaska and Or-
egon. Illinois’ rate was substantially
higher than the nationwide 6.0-percent
unemployment rate. Over the 3-month
period from September through No-
vember 2002, the average unemploy-
ment rate in Illinois was 6.6 percent,
which is significantly higher than the
national average of 5.8 percent over the
same period. In November, there were
416,200 unemployed persons in I1linois.

I have introduced legislation that
would extend the provisions of the
Temporary Extended Unemployment
Compensation Act of 2002 to allow indi-
viduals receiving benefits to continue
collecting them until they expire in
full. This bill is retroactive, and per-
mits people who otherwise would have
had their TEUC benefits cut off on De-
cember 28 to receive the full 13 weeks
of TEUC benefits. Furthermore, this
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legislation would make individuals
who have exhausted their regular 26
weeks of unemployment insurance eli-
gible for a 13-week extension, and
would allow these individuals to apply
for such extensions through the end of
May. Under my bill, even those who en-
rolled in the TEUC program just prior
to the expiration of the program would
be eligible to receive full 13 weeks of
extended unemployment benefits.

This bill is a more generous exten-
sion of the TEUC program than the ex-
tension that the Senate approved last
November. It provides for 5-month ex-
tension of the temporary unemploy-
ment insurance program, which is
more than the 3 months of benefits pro-
vided by the extension that the Senate
passed last year. Passing this legisla-
tion will help millions of families na-
tionwide, easing the burden that these
families might otherwise experience if
their unemployment insurance were to
have expired on December 28, 2002. It
will help unemployed Americans feed
their families and pay their bills while
giving them an additional 5 months to
find new jobs.

I would like to thank the Senators on
both sides of the aisle who have helped
to negotiate this bipartisan com-
promise bill that will extend unem-
ployment insurance benefits to the
millions of Americans who need them.

President Bush has called upon us to
quickly pass legislation that will ex-
tend the TEUC program, a program
whose benefits fell off a cliff on Decem-
ber 28, 2002. I urge may colleagues in
the Senate to support this necessary
legislation. I also urge the House of
Representatives to take up and pass
this bill in an expeditious manner so
that President Bush can sign the meas-
ure into law by this Thursday and pre-
vent any interruption in the receipt of
temporary unemployment insurance
benefits.

Several Senators addressed the
Chair.
The PRESIDING OFFICER. The

Democratic leader.

Mr. DASCHLE. Mr. President, I fully
appreciate the suggestion made by the
distinguished Republican leader, the
majority leader. Clearly, we have to re-
solve what we can resolve. I know a
good deal of effort has been put forth in
getting us to this point. But that does
not acknowledge the urgency with
which we have to address all of those
people who are not considered in this
resolution.

The Senator mentioned the fact that
our Republican colleagues in the House
have chosen to recess tomorrow. You
do not have the luxury of recessing if
you are unemployed. You do not have
the luxury of recessing if there is no
other option for you but to seek unem-
ployment compensation.

I hope, as Senator REID has sug-
gested, that we continue to find a way
this afternoon to address this second
group of people who need help, this
750,000 to 1 million people who are not
covered in this resolution. I think he is
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right. I don’t think we ought to leave
until we get the job done this after-
noon. There is no reason why we can’t
complete our work on both groups
today, and I urge my colleagues to stay
until we get the job done.

The PRESIDING OFFICER. The Sen-
ator from Oklahoma.

Mr. NICKLES. Mr. President, I yield
to my friend and colleague.

The PRESIDING OFFICER. The Sen-
ator from Montana.

Mr. BAUCUS. I yield to my friend
from Oklahoma.

Go ahead.

Mr. NICKLES. Mr. President, we
have to talk about what is doable. If
people want to revisit what we did last
year, I am happy to do that. We passed
temporary Federal unemployment
compensation extension last March or
April. We passed that. It was a benefit.
It passed overwhelmingly in the Con-
gress. It expired on December 28. Sev-
eral people said we need to extend that.
Last year some people wanted to dou-
ble the program from a 13-week Fed-
eral program to 26 weeks. This Sen-
ator, along with others, objected to
that. The cost of that program or ex-
pansion was about $17- or $18 billion. I
objected to it several times. I will ob-
ject to it today.

What I did agree to and what this
Senate passed last year was a simple
extension of present law. We agreed,
Senator CLINTON and myself, Senator
FITZGERALD, Senator SPECTER, Senator
CANTWELL—by unanimous vote, the
Senate agreed to a 3-month extension
of the present program. That passed
the Senate. It did not pass the House.
The cost of that program was about
$4.9 billion. The House had passed a
program that cost a little less than $1
billion. I tried to work out the dif-
ferences between the House and the
Senate late in the legislative session. I
was not successful. Some of us have
been working, frankly, for some period
of time trying to get something done
now.

We have a letter from the Secretary
of Labor, Elaine Chao. I ask unanimous
consent to print this letter in the
RECORD.

SECRETARY OF LABOR,
Washington, DC, January 6, 2002.
Hon. BILL FRIST,
Majority Leader, U.S. Senate,
Capitol Building, Washington, DC.

DEAR SENATOR FRIST: Although the econ-
omy is showing some positive signs, we be-
lieve that a short extension of Temporary
Extended Unemployment Compensation
(TEUC) benefits is needed to give many un-
employed workers continued access to the
necessities of life while they look for new
jobs. As the 108th Congress convenes, we urge
you to quickly pass an extension of the
TEUC program retroactive to December 28,
2002. The only way for states to continue
paying TEUC benefits without disruption is
if a bill is presented to the President for sig-
nature no later than Thursday, January 9,
2003.

If you have any questions, please do not
hesitate to have a member of your staff con-
tact Mr. Anthony Bedell, Senior Legislative
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Officer, Office of Congressional and Intergov-
ernmental Affairs, who will coordinate a de-
partmental response. Mr. Bedell can be
reached at (202) 693-4600.
Sincerely,
ELAINE L. CHAO.

Mr. NICKLES. The essence of the let-
ter says the only way for States to con-
tinue paying temporary unemployment
compensation benefits without disrup-
tion is if a bill is presented to the
President for signature no later than
Thursday, January 9, the day after to-
MOTTOW.

We had to resolve the differences be-
tween the House and the Senate. The
Senate passed a $4.9 billion bill; the
House passed a $1 billion bill. We have
worked with our colleagues in the
House. I think we have been successful.
I believe we have been successful in
getting them to accept a straight ex-
tension of present law.

We were originally talking 3 months.
After negotiations with the House, I
consulted with my colleague and friend
from New York and said, let’s make it
a 5-month extension. So we extended
the program all the way through May,
and then the phaseout would occur. So
there would not be a shutoff date as
there was December 28, 2 much better
transition. It was my understanding
that colleagues had agreed upon this 5-
month extension. The cost of this pro-
posal is estimated to be $7.2, $7.3 billion
on a 2002 scoring base. It might go up if
benefits go up on the calendar year. It
might even be a little bit more than
that.

That is a significant change that I
believe we have the House concurring
with to pass. We will not pass and they
will not concur with a doubling of the
program to 26 weeks. I will not agree
with it, and I don’t believe my House
colleagues will, either.

If we are going to provide unemploy-
ment compensation extension benefits
s0 it would be a seamless transition, so
those people who are presently receiv-
ing Federal temporary unemployment
compensation, if they are in this 13-
week window, one week or 10, that they
could continue to receive benefits
without missing a week, we need to
pass it. We need to pass it today. It
needs to go to the House, and it needs
to go to the President by Thursday for
his signature. The only way that will
happen will be by unanimous consent.

I believe the only bill that will pass
will be basically a clean extension of
present law, and I believe the proposal
we have before us is deserving of all of
our support, just as the bill we passed
last November, maybe October, we
passed by unanimous consent a 3-
month extension, this is a2 unanimous
consent extension for 5 months with a
phaseout.

I urge my colleagues not to object to
the majority leader’s unanimous con-
sent request.

The PRESIDING OFFICER. The
Democratic leader.

Mr. DASCHLE. Let me just see if we
can resolve this issue. We have two
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questions. One is the substantive ques-
tion about who ought to be included in
the unemployment compensation pack-
age. We believe all of those who ought
to benefit ought to be provided the cov-
erage in this resolution. Our Repub-
lican colleagues say that half of those
ought to benefit. The other question is
whether we ought to be able to have a
procedural vote, whether we ought to
have an opportunity to vote on the
amendment offered by the distin-
guished Senator from New York.

I again ask consent that we have the
one vote on the amendment offered by
the Senator from New York and then
obviously whatever the Senate may de-
cide on that amendment would give us
an opportunity to come to closure on
the resolution itself.

I see no reason why the Senate
should be denied that opportunity on
an issue this important on the very
first day of the session. I ask unani-
mous consent that that amendment be
allowed a vote at this time.

The PRESIDING OFFICER. The Sen-
ator from Pennsylvania.

Mr. SANTORUM. Mr. President, I re-
spond to the comments by the Senator
from South Dakota by saying the Sen-
ator from Oklahoma laid out clearly
why a vote and adoption of such an
amendment would be devastating. It
would be devastating for the million
people we want to cover with the unan-
imous consent request we have pro-
posed. The House will not accept it. I
am not too sure, even if we did pass it
here and send it over to the House, the
House would not accept it. We will be
in conference and the opportunity for
us to pass an unemployment extension
by Thursday will be lost. I think it is
important for us to pass a bill which, I
remind everybody in the Chamber,
passed when the Senator from South
Dakota was the majority leader and
the Senator from Montana was the
head of the Finance Committee. They
passed this unemployment extension.

All we are saying is, let’s continue
the unemployment extension that you
proposed and you passed in the last ses-
sion of Congress. All of a sudden your
handiwork is no longer sufficient
today. I don't know what happened be-
tween what you did then and what we
did today. I don’'t know what possibly
changed the dynamic that would now
cause what we are proposing to be in-
sufficient, when what you did was suffi-
cient.

The fact is, this is exactly what you
passed under your leadership and what
we should do today. We should stop
playing politics out of the box with
this very important issue to over 1 mil-
lion people in this country and get the
job done.

Mrs. BOXER. Will the Senator yield
for a question?

The PRESIDING OFFICER. The
Democratic leader.

Mr. DASCHLE. Mr. President, the
Senator from Pennsylvania has made a
number of errors in his comment. Let
me clarify. We passed the resolution
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that we passed in the last session of
Congress over the objections of many
of those on our side, all of those on our
side who felt this very amendment
should have been included then. We
were told back then we would revisit
this issue immediately upon coming
back.

Well, we are doing that. But we had a
clear understanding that there would
be an occasion for us to have a debate
and have the amendment we have sug-
gested by the Senator from New York.
That is No. 1.

No. 2, T hope this body will never be
dictated to by the House of Representa-
tives. We are the Senate of the United
States. As the Senate of the United
States, I don’t want the House telling
us what to do. We ought to do what is
right. We ought to be the ones to dic-
tate what our position is, not the
House.

I would hope we could accommodate
the need to address this resolution and
the need to address the resolution of-
fered by the Senator from New York. I
will suggest a new approach. I would
ask unanimous consent that we send
two resolutions to the House, the reso-
lution before us and the resolution of-
fered by the Senator from New York. I
make that request at this time.

Mr. NICKLES. I object.

The PRESIDING OFFICER. Objec-
tion is heard. The Senator from Mon-
tana.

Mr. BAUCUS. Mr. President, what is
the present business? Is the request by
the Senator from Tennessee the pend-
ing business?

The PRESIDING OFFICER. The
original unanimous consent request of
the majority leader is before the body.

Mr. BAUCUS. Mr. President, reserv-
ing the right to object, I have a couple
of points. One, the Senator from Penn-
sylvania says, “what’s changed?”’ A lot
has changed. The unemployment rate
is higher than it was last March. That
is a significant change. Second, the na-
ture of unemployment in America re-
grettably is becoming more long term.
Economists debate why that is hap-
pening; nevertheless, it is a fact. It is
becoming more long term. Some of it is
Rust Belt jobs not being replaced. A lot
of it is in the service industries, wheth-
er in technology and financial; but it is
becoming more long term.

These people are having a hard time
with the change in the nature of our
economy and finding jobs. I think,
frankly, the request by the Senator
from New York is more than reason-
able, that at least we should have an
opportunity to vote on that; or we can
take up the suggestion by the Senator
from South Dakota, that we have two
different options.

I might also add that this is stimula-
tive. The Senator from Washington
pointed out, quite correctly, that
economists say for every dollar spent
on unemployment, $2.15 is recirculated
into the economy. Essentially, a lot of
the discussion at the beginning of this
year is stimulus—how are we going to
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stimulate the economy? I think that at
least helping people who don’t have
jobs gain a little bit of benefits is a
good idea because it stimulates the
economy. I further add that there will
be a lot of discussion over the next
weeks and months about the Presi-
dent’s stimulus plan, which includes
tremendous tax breaks, whether it is
dividends or income-tax breaks for
these people who have jobs and income.

What about the people who don’t
have jobs, the people who don’t have
income? If we are going to ‘‘stimulate”
the economy by giving tax breaks, the
very least we can do is help people who
are unemployed in an economy whose
very nature means there is longer un-
employment.

People who do not have income don’t
pay income tax. I suggest that we find
a way to have a vote on the amend-
ment of the Senator from New York.
Senators can vote against it. If Sen-
ators do not want to be ‘‘dictated” to
by the House, they can vote their con-
science and do what they think is
right. If Senators believe the House
trumps this body, they can vote
against the amendment. They have
that option. But at the very least, I be-
lieve that we, as responsible Senators—
I heard a couple of great speeches not
long ago about defending the Constitu-
tion of the United States and doing
what is right. Clearly, doing what is
right is helping people who need some
help. That is what is right. That is why
we are here.

I understand it is a little inconven-
ient, and I don’t denigrate that because
of the receptions and the parties that
are going on here. I don’t think the
Constitution had that in mind when
the Framers wrote the provisions in
that document, the oath of office which
we took to support and defend our
country.

The PRESIDING OFFICER. The Sen-
ator from West Virginia is recognized.

Mr. BYRD. Mr. President, I hope the
leaders will provide some time for de-
bate. The majority leader has made a
unanimous consent request. Senators
are reserving the right to object. They
have no right to yield to other Sen-
ators when they are reserving the right
to object. Let’s have an orderly proce-
dure here.

The PRESIDING OFFICER. The Sen-
ator is correct.

Mr. SCHUMER. 1 will reserve the
right to object.

Several Senators
Chair.

The PRESIDING OFFICER. The Sen-
ator from Kansas is recognized.

Mr. BROWNBACK. Mr. President, 1
reserve the right to object, and I will
not object. I think there is a lot of
good debate points being raised. But I
hope we don’t start this session the
way we ended much of last year, which
was getting in great debates about big
topics and at the end of the day not
passing anything. I think that is really
where we ended, and we fouled up on a
lot of bills last year—big bills. There

addressed the
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were significant bills that we would
work for weeks and months on and we
didn’t get them done.

We have a chance to do something
here. I think everybody is agreed that
there is more that could be done. That
would be good, but we don’t have that
agreement. We can start this session
off with doing something or nothing. I
hope at some point in time we can get
to the point of doing something.

We have a reasonable proposal that is
agreed to by the basic principles in this
proposal at least. Let’s pass that. Let’s
start this session off with getting
something that is going to be helpful
for people. It may not be perfect for ev-
erybody, and that is obvious, but we
can get something done here. It will be
significant and it will be important and
helpful. I hope we can move that for-
ward and get this cleared through.

The PRESIDING OFFICER. The ma-
jority leader is recognized.

Mr. FRIST. Mr. President, in my
unanimous consent request, I wanted
to close what has become some debate
here and basically say that we have an
opportunity—and I believe an obliga-
tion—to finish up the business that we
didn’t finish in the last Congress, on
which we have an opportunity to take
the next very important step, which
will affect the lives of 750,000 people
after next Thursday, which doesn’t
have anything to do with the House or
the Senate. Thursday is the deadline
for these checks. If they don’t go out,
it affects 750,000 people. The 5 months’
extension that is being proposed here
also affects the lives of about 2% mil-
lion other people who will be enrolling
over that period. Because we worked so
hard on both sides of the aisle over so
many months and weeks—and over the
last several days—I didn’t recognize
that we would get to a point now where
we would have so many reservations of
the right to object. We are talking
about Thursday, checks not going out,
a dislocation affecting 750,000 people,
an additional 2% million, if we don’t
address this today. With that, I will
call for the regular order.

The PRESIDING OFFICER. The reg-
ular order has been called for. Is there
objection?

Mr. DURBIN. I object.

Mr. BYRD. What is the regular order?

The PRESIDING OFFICER. The reg-
ular order is a unanimous consent re-
quest made by the majority leader. The
Senator can object.

Mr. BYRD. Parliamentary inquiry: Is
the resolution before the Senate?

The PRESIDING OFFICER. The re-
quest is to have the measure sent to
the desk and passed.

Mr. BYRD. Then the resolution is not
before the Senate. There is nothing be-
fore the Senate that can be amended at
this point.

The PRESIDING OFFICER. The Sen-
ator is correct. A request has been
made that it be granted so it can be
brought for a vote.

Mr. BYRD. The request is an all-en-
compassing request. It doesn’t give the
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Senate a chance to amend the resolu-
tion? That is what I am trying to find
out.

The PRESIDING OFFICER. The Sen-
ator from West Virginia is correct.

The majority leader has asked for
regular order. Senators may not re-
serve the right to object when the reg-
ular order has been called for. They ei-
ther must object or permit the request
to be granted. Is there objection?

Mrs. BOXER. Mr. President, may I
make a further unanimous consent re-
quest?

Mr. BYRD. Mr. President, do I have
the floor?

The PRESIDING OFFICER. The ma-
jority leader has the floor.

Mr. BYRD. He made a request, but he
sent something to the desk, didn’t he?

The PRESIDING OFFICER. The ma-
jority leader has made a unanimous
consent request and he retains the
floor.

Mr. BYRD. Yes, he does. I understand
that. I had hoped to suggest the ab-
sence of a quorum, but he does retain
the floor. I ask unanimous consent
that I may speak for 1 minute.

The PRESIDING OFFICER. Is there
objection?

Mrs. BOXER. Reserving the right to
object, I ask to speak for a minute fol-
lowing the Senator——

The PRESIDING OFFICER. The
Chair believes that objection is heard.
Is there objection to the majority lead-
er’s request?

Mr. DURBIN. Mr. President, I object.

The PRESIDING OFFICER. Objec-
tion is heard. The majority leader has
the floor.

Mr. FRIST. Mr. President, I am obvi-
ously disappointed with this objection
for the reasons that I have set out.
There are 750,000 people and their de-
pendents who depend on these distribu-
tions, as well as another 2% million
people. We had been told this had been
cleared on both sides after a lot of hard
work. I am obviously disappointed, be-
cause this is the first move out for me,
after it had been cleared on both sides,
but I guess that is what I can come to
expect. I do hope that my colleagues
will rethink today’s objection and
allow us, for the reasons I have said, to
have this cleared later today.

Mr. DASCHLE addressed the Chair.

Mr. FRIST. I suggest the absence of a
quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The legislative clerk proceeded to
call the roll.

Mr. FRIST. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. FRIST. I renew my original re-
quest.

The PRESIDING OFFICER. Is there
objection?

Mr. DURBIN. Reserving the right to
object—and I will not object the objec-
tion I raised earlier within the caucus
has been discussed at length and it is
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clear to me that the Democratic lead-
ership, Senator DASCHLE through the
membership, will continue to fight for
the million people who are not covered
by this resolution, but we cannot turn
our backs on the 2.8 million who need
this check on Thursday.

I will not object to this unanimous
consent request.

The PRESIDING OFFICER. Without
objection, it is so ordered.

The bill (S. 23) was read the third
time and passed.

S15
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H. Res. 14

In the House of Representatives, U.S.,
January 8, 2003.

Resolved, That upon the adoption of this resolution it
shall be in order without intervention of any point of order
to consider in the House the bill (S. 23) to provide for a 5-
month extension of the Temporary Extended Unemployment
Compensation Act of 2002 and for a transition period for in-
dividuals receiving compensation when the program under
such Act ends. The bill shall be considered as read for
amendment. The previous question shall be considered as or-
dered on the bill to final passage without intervening motion
except: (1) one hour of debate on the bill equally divided and
controlled by Representative Thomas of California and Rep-
resentative Rangel of New York; and (2) one motion to re-

commait.
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SEC. 2. The allocations referred to in section

3(a)(4)(B)(i) of House Resolution 5 may be submitted by
Representative Nussle of Towa.

Attest:

Clerk.

*HRES 14 EH
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REPORT

108TH CONGRESS
HOUSE OF REPRESENTATIVES 108-1

1st Session

PROVIDING FOR CONSIDERATION OF S. 23, TO PROVIDE FOR A 5-MONTH
EXTENSION OF THE TEMPORARY EXTENDED UNEMPLOYMENT COM-
PENSATION ACT OF 2002 AND FOR A TRANSITION PERIOD FOR INDIVID-
UALS RECEIVING COMPENSATION WHEN THE PROGRAM UNDER SUCH
ACT ENDS

JANUARY 7, 2003.—Referred to the House Calendar and ordered to be printed

Mr. SESSIONS, from the Committee on Rules,
submitted the following

REPORT

[To accompany H. Res. 14]

The Committee on Rules, having had under consideration House
Resolution 14, by a nonrecord vote, report the same to the House
with the recommendation that the resolution be adopted.

SUMMARY OF PROVISIONS OF THE RESOLUTION

The resolution provides for consideration of S. 23, to provide for
a 5-month extension of the Temporary Extended Unemployment
Compensation Act of 2002 and for a transition period for individ-
uals receiving compensation when the program under such Act
ends, under a closed rule. The rule provides one hour of debate in
the House, equally divided and controlled by Representative Thom-
as of California and Representative Rangel of New York.

The rule waives all points of order against consideration of the
bill. The rule provides that the bill shall be considered as read for
amendment. The rule provides one motion to recommit.

Finally, Section 2 of the rule provides that the allocations re-
ferred to in section 3(a)}4)B)i) of H. Res. 5 may be submitted by
Representative Nussle of Iowa.

COMMITTEE VOTES

Pursuant to clause 3(b) of House rule XIII the results of each
record vote on an amendment or motion to report, together with
the names of those voting for and against, are printed below:

Rules Committee record vote No. 1

Date: January 7, 2003.
19-008



Measure: S. 23.

Motion by: Mr. Frost.

Summary of motion: To make in order the amendment in the na-
ture of a substitute offered by Mr. Rangel of New York, to extend
unemployment benefits by 26 weeks.

Results: Defeated 4 to 7.

Vote by Members: Goss—Nay; Linder—Nay; Pryce—Nay; Diaz-
Balart—Nay; Sessions—Nay; Reynolds—Nay; Frost—Yea; Slaugh-
ter—Yea; McGovern—Yea; Hastings (FL)—Yea; Dreier—Nay.

O
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PUBLIC LAW 108-7—FEB. 20, 2003

Public Law 108-7
108th Congress
Joint Resolution

Making consolidated appropriations for the fiscal year ending September 30, 2003,
and for other purposes.

Resolved by the Senate and House of Representatives of the
United States of America in Congress assembled,

SECTION 1. SHORT TITLE.

This joint resolution may be cited as the “Consolidated Appro-
priations Resolution, 2003”.

SEC. 2. TABLE OF CONTENTS.

The table of contents for this joint resolution is as follows:

Sec. 1. Short title.
Sec. 2. Table of contents.
Sec. 3. References.

DIVISION G—LABOR, HEALTH AND HUMAN SERVICES, AND EDUCATION,
AND RELATED AGENCIES APPROPRIATIONS, 2003

Title I—Department of Labor

DIVISION H—LEGISLATIVE BRANCH APPROPRIATIONS, 2003

Title II-—General Provisions

DIVISION J—TREASURY AND GENERAL GOVERNMENT APPROPRIATIONS,
2003

Title I—Department of the Treasury

Title IV—Independent Agencies

2003-3 C.B.

117 STAT. 11

Feb. 20, 2003
[HJ. Res. 2]

Consolidated
Appropriations
Resolution, 2003.



26 USC note
prec. 6031.

Applicability.

PUBLIC LAW 108-7—FEB. 20, 2003 117 STAT. 303

BLACK LUNG DISABILITY TRUST FUND
(INCLUDiNG TRANSFER OF FUNDS)

Beginning in fiscal year 2003 and thereafter, such sums as
may be necessary from the Black Lung Disability Trust Fund,
to remain available until expended, for payment of all benefits
authorized by section 9501(d)(1), (2), (4), and (7) of the Internal
Revenue Code of 1954, as amended; and interest on advances,
as_authorized by section 9501(c)2) of that Act. In addition, the
following amounts shall be available from the Fund for fiscal year
2003 for expenses of operation and administration of the Black
Lung Benefits program, as authorized by section 9501(d)(5):
$31,987,000 for transfer to the Employment Standards Administra-
tion, “Salaries and Expenses”; $22,952,000 for transfer to Depart-
mental Management, “Salaries and Expenses”; $334,000 for transfer
to Departmental Management, “Office of Inspector General”; and
$356,000 for payments into miscellaneous receipts for the expenses
of the Department of the Treasury.

SEc. 211. (a) Each office in the legislative branch, except the
House and the Senate, which is responsible for preparing any
written statement furnished under part 3 of subchapter A of chapter
61 of the Internal Revenue Code of 1986 on behalf of a person
shall make the statement available to the person in an electronic
format (at the direction of the person) which will enable the person
to provide the statement electronically to a tax preparer or other
provider of financial services. _

(b) Subsection (a) shall apply with respect to statements pre-
pared for taxable years ending on or after December 31, 2004.

26 USC 9501

note.

2003-3 C.B.
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PUBLIC LAW 108-7—FEB. 20, 2003 117 STAT. 437

ADMINISTRATIVE PROVISIONS—INTERNAL REVENUE SERVICE

SEC. 101. Not to exceed 5 percent of any appropriation made
available in this Act to the Internal Revenue Service may be trans-
ferred to any other Internal Revenue Service appropriation upon
the advance approval of the Committees on Appropriations.

SEC. 102. The Internal Revenue Service shall maintain a 26 USC 7804
training program to ensure that Internal Revenue Service note.
employees are trained in taxpayers’ rights, in dealing courteously
with the taxpayers, and in cross-cultural relations.

SEC. 103. The Internal Revenue Service shall institute and Procedures.
enforce policies and procedures that will safeguard the confiden- 26 USC 6103
tiality of taxpayer information. note.

SEC. 104. Funds made available by this or any other Act to
the Internal Revenue Service shall be available for improved facili-
ties and increased manpower to provide sufficient and effective
1-800 help line service for taxpayers. The Commissioner shall con-
tinue to make the improvement of the Internal Revenue Service
1-800 help line service a priority and allocate resources necessary
to increase phone lines and staff to improve the Internal Revenue
Service 1-800 help line service.

UNITED STATES TaX COURT
SALARIES AND EXPENSES

For necessary expenses, including contract reporting and other

services as authorized by 5 U.S.C. 3109, $37,305,000: Provided,

26 USC 7443 That travel expenses of the judges shall be paid upon the written
note. certificate of the judge.

16 2003-3 C.B.



PUBLIC LAW 108-11—APR. 16, 2003 117 STAT. 559

Public Law 108-11
108th Congress
An Act

Making emergency wartime supplemental appropriations for the fiscal year 2003,
and for other purposes.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled, That the
following sums are appropriated, out of any money in the Treasury
not otherwise appropriated, for the fiscal year ending September
30, 2003, and for other purposes, namely:

Apr. 16, 2003
[H.R. 1559]

Emergency
Wartime
Supplemental
Appropriations
Act, 2003.

2003-3 C.B.
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PUBLIC LAW 108-11—APR. 16, 2003 117 STAT. 607

SEC. 4002. ADDITIONAL TEMPORARY EXTENDED UNEMPLOYMENT 26 USC 3304
COMPENSATION FOR DISPLACED AIRLINE RELATED rote.
WORKERS.

(a) DEFINTTIONS.—For purposes of this section—

(1) the term “eligible individual” means an individual whose
eligibility for temporary extended unemployment compensation
under the Temporary Extended Unemployment Compensation
Act of 2002 (Public Law 107-147; 116 Stat. 21), as amended
by Public Law 108-1 (117 Stat. 3), is or would be based on
the exhaustion of regular compensation under State law,
entitlement to which was based in whole or in part on qualifying
employment performed during such individual’s base period;

(2) the term “qualifying employment”, with respect to an
eligible individual, means employment—

(A) with an air carrier, employment at a facility at
an airport, or with an upstream producer or supplier for
an air carrier; and

(B) as determined by the Secretary, separation from
which was due, in whole or in part, to—

(i) reductions in service by an air carrier as a
result of a terrorist action or security measure;

(ii) a closure of an airport in the United States
as a result of a terrorist action or security measure;
or

(iii) a military conflict with Iraq that has been
authorized by Congress;

(3) the term “air carrier” means an air carrier that holds
% cgrtiﬁcate issued under chapter 411 of title 49, United States

ode;

(4) the term “upstream producer” means a firm that per-
forms additional, value-added, production processes, including
firms that perform final assembly, finishing, or packaging of
articles, for another firm;

(5) the term “supplier” means a firm that produces compo-
nent parts for, or articles and contract services considered
g)rlll)le a part of the production process or services for, another

d(6) the term “Secretary” means the Secretary of Labor;
an

(7) the term “terrorist action or security measure” means
a terrorist attack on the United States on September 11, 2001,
or a security measure taken in response to such attack.

(b) ADDITIONAL TEMPORARY EXTENDED UNEMPLOYMENT COM- Applicability.
PENSATION FOR ELIGIBLE INDIVIDUAL.—In the case of an eligible
individual, the Temporary Extended Unemployment Compensation
Act of 2002 (Public Law 107-147; 116 Stat. 21), as amended by
Public Law 108-1 (117 Stat. 3), shall be applied as if it had
been amended in accordance with subsection (c).

(c) MODIFICATIONS.—

(1) IN GENERAL.—For purposes of subsection (b), the Tem-
porary Extended Unemployment Compensation Act of 2002
(Public Law 107-147; 116 Stat. 21), as amended by Public
Law 108-1 (117 Stat. 3), shall be treated as if it had been
amended as provided in this subsection.

(2) PROGRAM EXTENSION.—Deem section 208 of the Tem-
porary Extended Unemployment Compensation Act of 2002,

18 2003-3 C.B.



117 STAT. 608 PUBLIC LAW 108-11—APR. 16, 2003

26 USC 3304 as amended by Public Law 1081 (117 Stat. 3), to be amended
note. to read as follows:

“SEC. 208. APPLICABILITY.

“(a) IN GENERAL.—Subject to subsection (b), an agreement
entered into under this title shall apply to weeks of unemployment—
“(1) beginning after the date on which such agreement

is entered into; and

“(2) ending before December 29, 2003.

“(b) TRANSITION FOR AMOUNT REMAINING IN ACCOUNT.—

“(1) IN GENERAL.—Subject to paragraph (2), in the case
of an individual who has amounts remaining in an account
established under section 203 as of December 28, 2003, tem-
porary extended unemployment compensation shall continue
to be payable to such individual from such amounts for any
week beginning after such date for which the individual meets
the eligibility requirements of this title, including such com-
pensation payable by reason of amounts deposited in such
account after such date pursuant to the application of sub-
section (c) of such section.

“(2) LIMITATION.—No compensation shall be payable by
reason of paragraph (1) for any week beginning after December
26, 2004.”.

(3) ADDITIONAL WEEKS OF BENEFITS.—Deem section 203
of the Temporary Extended Unemployment Compensation Act

26 USC 3304 of 2002, as amended by Public Law 108-1 (117 Stat. 3), to
note. be amended—
(A) in subsection (b)(1)}—
(1) in subparagraph (A), by striking “50” and
inserting “150”; and
(i) by striking “13” and inserting “39”; and
(B) in subsection (c)(1), by inserting “¥3 of” after “equal

to”.
(4) EFFECTIVE DATE OF MODIFICATIONS DESCRIBED IN PARA-
GRAPH (3).—
(A) IN GENERAL.—The amendments described in para-
graph (3)—

(i) shall be deemed to have taken effect as if
included in the enactment of the Temporary Extended
Unemployment Compensation Act of 2002; but

(i1) shall be treated as applying only with respect
to weeks of unemployment beginning on or after the
date of enactment of this Act, subject to subparagraph
(B).

(B) SPECIAL RULES.—In the case of an eligible indi-
vidual for whom a temporary extended unemployment
account was established before the date of enactment of
this Act, the Temporary Extended Unemployment Com-
pensation Act of 2002 (as amended by this section) shall
be applied subject to the following:

(i) Any amounts deposited in the individual’s tem-
porary extended unemployment compensation account
by reason of section 203(c) of such Act (commonly
known as “TEUC-X amounts”) before the date of enact-
ment of this Act shall be treated as amounts deposited
by reason of section 203(b) of such Act (commonly

2003-3 C.B. 19
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known as “TEUC amounts”), as deemed to have been
amended by paragraph (3)(A).

(ii) For purposes of determining whether the indi-
vidual is eligible for any TEUC-X amounts under such
Act, as deemed to be amended by this subsection—

(I) any determination made under section

203(c) of such Act before the application of the

amendment described in paragraph (3)(B) shall

be disregarded; and

(I) any such determination shall instead be
made by applying section 203(c) of such Act, as
deemed to be amended by paragraph (3)B), as
of the time that all amounts established in such
account in accordance with section 203(b) of such

Act (as deemed to be amended under this sub-

section, and including any amounts described in

clause (1)) are in fact exhausted.

20 2003-3 C.B.
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May 28, 2003

{H.R. 2]

Jobs and Growth
Tax Relief
Reconciliation
Act of 2003.

26 USC 1 note.

Public Law 108-27
108th Congress
An Act

To provide for reconciliation pursuant to section 201 of the concurrent resolution
on the budget for fiscal year 2004.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

SECTION 1. SHORT TITLE; REFERENCES; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the “Jobs and
Growth Tax Relief Reconciliation Act of 2003”.

(b) AMENDMENT OF 1986 CODE.—Except as otherwise expressly
provided, whenever in this Act an amendment or repeal is expressed
in terms of an amendment to, or repeal of, a section or other
provision, the reference shall be considered to be made to a section
or other provision of the Internal Revenue Code of 1986.

(c) TABLE OF CONTENTS.—The table of contents of this Act
is as follows:

Sec. 1. Short title; references; table of contents.

TITLE I—ACCELERATION OF CERTAIN PREVIOUSLY ENACTED TAX
REDUCTIONS

Sec. 101. Acceleration of increase in child tax credit.

Sec. 102. Acceleration of 15-percent individual income tax rate bracket expansion
for married taxpayers filing joint returns.

Sec. 103. Acceleration of increase in standard deduction for married taxpayers fil-
ing joint returns.

Sec. 104. Acceleration of 10-percent individual income tax rate bracket expansion.

Sec. 105. Acceleration of reduction in individual income tax rates.

Sec. 106. Minimum tax relief to individuals.

Sec. 107. Application of EGTRRA sunset to this title.

TITLE II--GROWTH INCENTIVES FOR BUSINESS

Sec. 201. Increase and extension of bonus depreciation.
Sec. 202. Increased expensing for small business.

TITLE III—REDUCTION IN TAXES ON DIVIDENDS AND CAPITAL GAINS

Sec. 301. Reduction in capital gains rates for individuals; repeal of 5-year holding
period requirement.

Sec. 302. Dividends of individuals taxed at capital gain rates.

Sec. 303. Sunset of title.

TITLE IV—TEMPORARY STATE FISCAL RELIEF
Sec. 401. Temporary State fiscal relief.
TITLE V—CORPORATE ESTIMATED TAX PAYMENTS FOR 2003
Sec. 501. Time for payment of corporate estimated taxes.

2003-3 C.B.
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TITLE I—ACCELERATION OF CERTAIN
PREVIOUSLY ENACTED TAX REDUC-
TIONS

SEC. 101. ACCELERATION OF INCREASE IN CHILD TAX CREDIT.

(a) IN GENERAL.—The item relating to calendar years 2001
through 2004 in the table contained in paragraph (2) of section
24(a) (relating to per child amount) is amended to read as follows: 26 USC 24.

“2003 0T 2004 ....ooovviiveooeeeeeeeeee e eeeeeseesreseeees s eee e sreereneens $1,000”.
(b) ADVANCE PAYMENT OF PORTION OF INCREASED CREDIT IN
2003.—

(1) IN GENERAL.—Subchapter B of chapter 65 (relating to
abatements, credits, and refunds) is amended by inserting after
section 6428 the following new section:

“SEC. 6429. ADVANCE PAYMENT OF PORTION OF INCREASED CHILD 26 USC 6429.
CREDIT FOR 2003.

“(a) IN GENERAL.—Each taxpayer who was allowed a credit
under section 24 on the return for the taxpayer’s first taxable
year beginning in 2002 shall be treated as having made a payment
against the tax imposed by chapter 1 for such taxable year in
an amount equal to the child tax credit refund amount (if any)
for such taxable year.

“(b) CHILD Tax CREDIT REFUND AMOUNT.—For purposes of
this section, the child tax credit refund amount is the amount
by which the aggregate credits allowed under part IV of subchapter
A of chapter 1 for such first taxable year would have been increased
if—

“(1) the per child amount under section 24(a)2) for such
year were $1,000,

“(2) only qualifying children (as defined in section 24(c))
of the taxpayer for such year who had not attained age 17
as of December 31, 2003, were taken into account, and

“(3) section 24(d)(1)(B)(ii) did not apply.

“(¢) TIMING OF PAYMENTS.—In the case of any overpayment
attributable to this section, the Secretary shall, subject to the
provisions of this title, refund or credit such overpayment as rapidly
as possible and, to the extent practicable, before October 1, 2003.
No refund or credit shall be made or allowed under this section
after December 31, 2003.

“(d) COORDINATION WITH CHILD TAX CREDIT.—

“(1) IN GENERAL.—The amount of credit which would (but
for this subsection and section 26) be allowed under section
24 for the taxpayer’s first taxable year beginning in 2003 shall
be reduced (but not below zero) by the payments made to
the taxpayer under this section. Any failure to so reduce the
credit shall be treated as arising out of a mathematical or
clerical error and assessed according to section 6213(b)(1).

“(2) JOINT RETURNS.—In the case of a payment under this
section with respect to a joint return, half of such payment
shall be treated as having been made to each individual filing
such return.

“(e) NO INTEREST.—No interest shall be allowed on any overpay-
ment attributable to this section.”.

22 2003-3 C.B.
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26 USC 24 note.
Applicability.

26 USC 1.

26 USC 1 note.

Applicability.
26 USC 1 note.

26 USC 1 note.

Applicability.
26 USC 63 note.

(2) CLERICAL AMENDMENT.—The table of sections for sub-
chapter B of chapter 65 is amended by adding at the end
the following new item:

“Sec. 6429. Advance payment of portion of increased child credit for 2003.”.

(c) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 2002.

(2) SUBSECTION (b).—The amendments made by subsection
(b) shall take effect on the date of the enactment of this Act.

SEC. 102. ACCELERATION OF 15-PERCENT INDIVIDUAL INCOME TAX
RATE BRACKET EXPANSION FOR MARRIED TAXPAYERS
FILING JOINT RETURNS.

(a) IN GENERAL.—The table contained in subparagraph (B)
of section 1(f)8) (relating to applicable percentage) is amended
by inserting before the item relating to 2005 the following new
item:

“2003 and 2004 ..ot 200”.

(b) CONFORMING AMENDMENTS.—

(1) Section 1(f}(8)A) is amended by striking “2004” and
inserting “2002”.

(2) Section 302(c) of the Economic Growth and Tax Relief
Reconciliation Act of 2001 is amended by striking “2004” and
inserting “2002”.

(c) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2002.

SEC. 103. ACCELERATION OF INCREASE IN STANDARD DEDUCTION
FOR MARRIED TAXPAYERS FILING JOINT RETURNS.

(a) IN GENERAL.—The table contained in paragraph (7) of sec-
tion 63(c) (relating to applicable percentage) is amended by inserting
before the item relating to 2005 the following new item:

“2003 and 2004 ...t 2007,

(b) CONFORMING AMENDMENT.—Section 301(d) of the Economic
Growth and Tax Relief Reconciliation Act of 2001 is amended by
striking “2004” and inserting “2002”.

(¢c) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2002.

SEC. 104. ACCELERATION OF 10-PERCENT INDIVIDUAL INCOME TAX
RATE BRACKET EXPANSION.

(a) IN GENERAL.—Clause (i) of section 1(i}(1)(B) (relating to
the initial bracket amount) is amended by striking “($12,000 in
the case of taxable years beginning before January 1, 2008)” and
inserting “($12,000 in the case of taxable years beginning after
December 31, 2004, and before January 1, 2008)”.

(b) INFLATION ADJUSTMENT.—Subparagraph (C) of section
1(1)(1) is amended to read as follows:

“(C) INFLATION ADJUSTMENT.—In prescribing the tables
under subsection (f) which apply with respect to taxable
years beginning in calendar years after 2000—

“(i) except as provided in clause (ii), the Secretary
shall make no adjustment to the initial bracket
amounts for any taxable year beginning before January
1, 2009,
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“(i1) there shall be an adjustment under subsection

(f) of such amounts which shall apply only to taxable

ears beginning in 2004, and such adjustment shall
Ke determined under subsection (f)(3) by substituting
‘2002’ for ‘1992’ in subparagraph (B) thereof,

“(i11) the cost-of-living adjustment used in making
adjustments to the initial bracket amounts for any
taxable year beginning after December 31, 2008, shall
be determined under subsection (f)(3) by substituting
‘2007 for ‘1992’ in subparagraph (B) thereof, and

“(iv) the adjustments under clauses (ii) and (iii)
shall not apply to the amount referred to in subpara-
graph (B)(iii).

If any amount after adjustment under the preceding sen-
tence is not a multiple of $50, such amount shall be rounded
to the next lowest multiple of $50.”.
(c) EFFECTIVE DATE.— 26 USC 1 note.
(1) IN GENERAL.—The amendments made by this section Applicability.
shall apply to taxable years beginning after December 31, 2002.
(2) TABLES FOR 2003.—The Secretary of the Treasury shall
modify each table which has been prescribed under section
1(f) of the Internal Revenue Code of 1986 for taxable years
beginning in 2003 and which relates to the amendment made
by subsection (a) to reflect such amendment.

SEC. 105. ACCELERATION OF REDUCTION IN INDIVIDUAL INCOME TAX
RATES.

(a) IN GENERAL.—The table contained in paragraph (2) of sec-
tion 1(i) (relating to reductions in rates after June 30, 2001) is 26 USC1.
amended to read as follows:

The corresponding percentages
shall be substituted for
the following percentages:

28% 31% 36% 39.6%

“In the case of taxable years
beginning during calendar year:

27.5% 305% 355% 39.1%
270% 30.0% 35.0% 38.6%
25.0% 28.0% 33.0% 35.0%".

(b) EFFECTIVE DATE.—The amendment made by this section Applicability.
shall apply to taxable years beginning after December 31, 2002. 26 USC 1 note.

SEC. 106. MINIMUM TAX RELIEF TO INDIVIDUALS.

(a) IN GENERAL.—
(1) Subparagraph (A) of section 55(d)1) is amended by
striking “$49,000 in the case of taxable years beginning in
2001, 2002, 2003, and 2004” and inserting “$58,000 in the
case of taxable years beginning in 2003 and 2004”.
(2) Subparagraph (B) of section 55(d)(1) is amended by
striking “$35,750 in the case of taxable years beginning in
2001, 2002, 2003, and 2004” and inserting “$40,250 in the
case of taxable years beginning in 2003 and 2004”.
(b) EFFECTIVE DATE.—The amendments made by subsection Applicability.
(a) shall apply to taxable years beginning after December 31, 2002. 26 USC 55 note.

SEC. 107. APPLICATION OF EGTRRA SUNSET TO THIS TITLE. 26 USC 1 note.

Each amendment made by this title shall be subject to title
IX of the Economic Growth and Tax Relief Reconciliation Act of
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2001 to the same extent and in the same manner as the provision
of such Act to which such amendment relates.

TITLE II-GROWTH INCENTIVES FOR

BUSINESS

SEC. 201. INCREASE AND EXTENSION OF BONUS DEPRECIATION.

26 USC 168.

(a) IN GENERAL.—Section 168(k) (relating to special allowance

for certain property acquired after September 10, 2001, and before
September 11, 2004) is amended by adding at the end the following
new paragraph:

Applicability.

Applicability.

Applicability.

“(4) 50-PERCENT BONUS DEPRECIATION FOR CERTAIN PROP-

ERTY.—

“(A) IN GENERAL.—In the case of 50-percent bonus
depreciation property—

“(i) paragraph (1)(A) shall be applied by sub-
stituting ‘50 percent’ for ‘30 percent’, and

“(ii) except as provided in paragraph (2)(C), such
property shall be treated as qualified property for pur-
poses of this subsection.

“(B) 50-PERCENT BONUS DEPRECIATION PROPERTY.—For
purposes of this subsection, the term ‘50-percent bonus
depreciation property’ means property described in para-
graph (2)(A)(i)—

“(i) the original use of which commences with the

taxpayer after May 5, 2003,

“(11) which is acquired by the taxpayer after May

5, 2003, and before January 1, 2005, but only if no

written binding contract for the acquisition was in

effect before May 6, 2003, and

“(ii1) which is placed in service by the taxpayer
before January 1, 2005, or, in the case of property
described in paragraph (2)B) (as modified by subpara-

graph (C) of this paragraph), before January 1, 2006.

“(C) SPECIAL RULES.—Rules similar to the rules of sub-
paragraphs (B) and (D) of paragraph (2) shall apply for
purposes of this paragraph; except that references to Sep-
tember 10, 2001, shall be treated as references to May
5, 2003.

‘(D) AUTOMOBILES.—Paragraph (2)(E) shall be applied
by substituting ‘$7,650’ for ‘$4,600’ in the case of 50-percent
bonus depreciation property.

“(E) ELECTION OF 30-PERCENT BONUS.—If a taxpayer
makes an election under this subparagraph with respect
to any class of property for any taxable year, subparagraph
(A)i) shall not apply to all property in such class placed
in service during such taxable year.”.

(b) EXTENSION OF CERTAIN DATES FOR 30-PERCENT BONUS

DEPRECIATION PROPERTY.—

(1) PORTION OF BASIS TAKEN INTO ACCOUNT.—

(A) Subparagraphs (B)(ii) and (D)(i) of section 168(k)(2)
are each amended by striking “September 11, 2004” each
place it appears in the text and inserting “January 1,
2005”.
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(B) Clause (ii) of section 168(k)(2)(B) is amended by 26 USC 16s.
striking “PRE-SEPTEMBER 11, 2004” in the heading and
inserting “PRE-JANUARY 1, 2005”.
(2) AcqQuisiTiON DATE.—Clause (iii) of section 168(k)(2)(A)
is amended by striking “September 11, 2004” each place it
appears and inserting “January 1, 2005”. )
(3) ErLECTION.—Clause (iii) of section 168(k)(2)C) is Applicability.
amended by adding at the end the following: “The preceding
sentence shall be applied separately with respect to property
treated as qualified property by paragraph (4) and other quali-
fied property.”.
(¢) CONFORMING AMENDMENTS.—
(1) The subsection heading for section 168(k) is amended
by striking “SEPTEMBER 11, 2004” and inserting “JANUARY 1,
2005”.
(2) The heading for clause (i) of section 1400L(b)(2)X(C)
is amended by striking “30-PERCENT ADDITIONAL ALLOWANCE
PROPERTY” and inserting “BONUS DEPRECIATION PROPERTY
UNDER SECTION 168(k)”.
(d) EFFECTIVE DATE.—The amendments made by this section Applicability.
shall apply to taxable years ending after May 5, 2003. 26 USC 168 note.

SEC. 202. INCREASED EXPENSING FOR SMALL BUSINESS.

(a) IN GENERAL.—Paragraph (1) of section 179(b) (relating to
dollar limitation) is amended to read as follows:

“(1) DOLLAR LIMITATION.—The aggregate cost which may
be taken into account under subsection (a) for any taxable
year shall not exceed $25,000 ($100,000 in the case of taxable
years beginning after 2002 and before 2008).”.

(b) INCREASE IN QUALIFYING INVESTMENT AT WHICH PHASEOUT
BEGINS.—Paragraph (2) of section 179(b) (relating to reduction in
limitation) is amended by inserting “($400,000 in the case of taxable
years beginning after 2002 and before 2006)” after “$200,000”.

(c) OFF-THE-SHELF COMPUTER SOFTWARE.—Paragraph (1) of
section 179(d) (defining section 179 property) is amended to read
as follows:

“(1) SECTION 179 PROPERTY.—For purposes of this section,
the term ‘section 179 property’ means property—

“(A) which is—
“(1) tangible property (to which section 168
applies), or
“(il) computer software (as defined in section
197(eX3)XB))  which is described in section
197(e)(3)(A)(1), to which section 167 applies, and which
is placed in service in a taxable year beginning after
2002 and before 2006,
“(B) which is section 1245 property (as defined in sec-
tion 1245(a)(3)), and
“(C) which is acquired by purchase for use in the
active conduct of a trade or business.

Such term shall not include any property described in section

50(b) and shall not include air conditioning or heating units.”.

(d) ADJUSTMENT OF DOLLAR LIMIT AND PHASEOUT THRESHOLD
FOR INFLATION.—Subsection (b) of section 179 (relating to limita-
tions) is amended by adding at the end the following new paragraph:

“(5) INFLATION ADJUSTMENTS.—
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26 USC 179.

Applicability.

26 USC 179 note.

46 USC
app. 1177.

“(A) IN GENERAL.—In the case of any taxable year
beginning in a calendar year after 2003 and before 2006,
the $100,000 and $400,000 amounts in paragraphs (1) and
(2) shall each be increased by an amount equal to—

“(i) such dollar amount, multiplied by

“(ii) the cost-of-living adjustment determined
under section 1(f)(3) for the calendar year in which
the taxable year begins, by substituting ‘calendar year

2002 for ‘calendar year 1992’ in subparagraph (B)

thereof.

“(B) ROUNDING.—

“(i) DOLLAR LIMITATION.—If the amount in para-
graph (1) as increased under subparagraph (A) is not

a multiple of $1,000, such amount shall be rounded

to the nearest multiple of $1,000.
“(i)) PHASEOUT AMOUNT.—If the amount in para-
graph (2) as increased under subparagraph (A) is not

a multiple of $10,000, such amount shal{) be rounded

to the nearest multiple of $10,000.”.

(e) REVOCATION OF ELECTION.—Paragraph (2) of section 179(c)
(relating to election irrevocable) is amende(f) by adding at the end
the following new sentence: “Any such election or specification
with respect to any taxable year beginning after 2002 and before
2006 may be revoked by the taxpayer with respect to any property,
and such revocation, once made, shall be irrevocable.”.

(f) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2002.

TITLE IHHI—REDUCTION IN TAXES ON
DIVIDENDS AND CAPITAL GAINS

SEC. 301. REDUCTION IN CAPITAL GAINS RATES FOR INDIVIDUALS;
REPEAL OF 5-YEAR HOLDING PERIOD REQUIREMENT.

(a) IN GENERAL.—

(1) Sections 1(h)(1)B) and 55(b)3)(B) are each amended
by striking “10 percent” and inserting “5 percent (0 percent
in the case of taxable years beginning after 2007)”.

(2) The following sections are each amended by striking
“20 percent” and inserting “15 percent”:

(A) Section 1(h)1)(C).

(B) Section 55(b)}3)C).

(C) Section 1445(e)(1).

(D) The second sentence of section 7518(g)(6)(A).

(E) The second sentence of section 607(h)(6)(A) of the

Merchant Marine Act, 1936.

(b) CONFORMING AMENDMENTS.—
(1) Section 1(h) is amended—
(A) by striking paragraphs (2) and (9),
(B) by redesignating paragraphs (3) through (8) as
paragraphs (2) through (7), respectively, and
(C) by redesignating paragraphs (10), (11), and (12)

as paragraphs (8), (9), and (10), respectively. o

(2) Paragraph (3) of section 55(b) is amended by striking
“In the case of taxable years beginning after December 31,
2000, rules similar to the rules of section 1(h)(2) shall apply
for purposes of subparagraphs (B) and (C).”.
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(3) Paragraph (7) of section 57(a) is amended— 26 USC 57.
(A) by striking “42 percent” the first place it appears

and inserting “7 percent”, and
(B) by striking the last sentence.

(c) TRANSITIONAL RULES FOR TAXABLE YEARS WHICH INCLUDE 26 USC 1 note,
May 6, 2003.—For purposes of applying section 1(h) of the Internal
Revenue Code of 1986 in the case of a taxable year which includes
May 6, 2003—

(1) The amount of tax determined under subparagraph

(B) of section 1(h)(1) of such Code shall be the sum of—

(A) 5 percent of the lesser of—

(1) the net capital gain determined by taking into
account only gain or loss properly taken into account
for the portion of the taxable year on or after May
6, 2003 (determined without regard to collectibles gain
or loss, gain described in section 1(h)6XA)4) of such
Code, and section 1202 gain), or

(ii) the amount on which a tax is determined under
such subparagraph (without regard to this subsection),
(B) 8 percent of the lesser of—

(1) the qualified 5-year gain (as defined in section
1(h)(9) of the Internal Revenue Code of 1986, as in
effect on the day before the date of the enactment
of this Act) properly taken into account for the portion
of the taxable year before May 6, 2003, or

(ii) the excess (if any) of—

(I) the amount on which a tax is determined
under such subparagraph (without regard to this
subsection), over

(ID the amount on which a tax is determined
under subparagraph (A), plus

(C) 10 percent of the excess (if any) of—

(i) the amount on which a tax is determined under
such subparagraph (without regard to this subsection),
over

(ii) the sum of the amounts on which a tax is
determined under subparagraphs (A) and (B).

(2) The amount of tax determined under subparagraph

(C) of section (1)h)(1) of such Code shall be the sum of—

(A) 15 percent of the lesser of—

(i) the excess (if any) of the amount of net capital
gain determined under subparagraph (A)(i) of para-
graph (1) of this subsection over the amount on which
a tax is determined under subparagraph (A) of para-
graph (1) of this subsection, or

(i) the amount on which a tax is determined under
such subparagraph (C) (without regard to this sub-
section), plus
(B) 20 percent of the excess (if any) of—

(i) the amount on which a tax is determined under
such subparagraph (C) (without regard to this sub-
section), over

(ii) the amount on which a tax is determined under
subparagraph (A) of this paragraph.

(3) For purposes of applying section 55(b)(3) of such Code, Applicability.
rules similar to the rules of paragraphs (1) and (2) of this

subsection shall apply.
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26 USC 1 note.
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(4) In applying this subsection with respect to any pass-
thru entity, the determination of when gains and losses are
properly taken into account shall be made at the entity level.

(5) For purposes of applying section 1(h)(11) of such Code,
as added by section 302 of this Act, to this subsection, dividends
which are qualified dividend income shall be treated as gain
properly taken into account for the portion of the taxable year
on or after May 6, 2003.

(6) Terms used in this subsection which are also used
in section 1(h) of such Code shall have the respective meanings
that such terms have in such section.

(d) EFFECTIVE DATES.—

(1) IN GENERAL.—Ezxcept as otherwise provided by this
subsection, the amendments made by this section shall apply
to taxable years ending on or after May 6, 2003.

(2) WITHHOLDING.—The amendment made by subsection
(a)2)(C) shall apply to amounts paid after the date of the
enactment of this Act.

(3) SMALL BUSINESS STOCK.—The amendments made by
subsection (b)(3) shall apply to dispositions on or after May
6, 2003.

SEC. 302. DIVIDENDS OF INDIVIDUALS TAXED AT CAPITAL GAIN RATES.

26 USC 1.

(a) IN GENERAL.—Section 1(h) (relating to maximum capital

gains rate), as amended by section 301, 1s amended by adding
at the end the following new paragraph:

“(11) DIVIDENDS TAXED AS NET CAPITAL GAIN.—

“(A) IN GENERAL.—For purposes of this subsection, the
term ‘net capital gain’ means net capital gain (determined
without regard to this paragraph) increased by qualified
dividend income.

“(B) QUALIFIED DIVIDEND INCOME.—For purposes of
this paragraph—

“(i) IN GENERAL.—The term ‘qualified dividend
income’ means dividends received during the taxable
year from-—

“(I) domestic corporations, and

“(I1) qualified foreign corporations.

“(ii) CERTAIN DIVIDENDS EXCLUDED.—Such term
shall not include—

“(I) any dividend from a corporation which
for the taxable year of the corporation in which
the distribution is made, or the preceding taxable
year, is a corporation exempt from tax under sec-
tion 501 or 521,

“(I1) any amount allowed as a deduction under
section 591 (relating to deduction for dividends
paid by mutual savings banks, etc.), and

“(III) any dividend described in section 404(k).
“(iii)) COORDINATION WITH SECTION 246(c).—Such

term shall not include any dividend on any share of

stock—

“(I) with respect to which the holding period
requirements of section 246(c) are not met (deter-
mined by substituting in section 246(c)(1) ‘60 days’
for ‘45 days’ each place it appears and by sub-
stituting ‘120-day period’ for ‘90-day period’), or
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“(II) to the extent that the taxpayer is under
an obligation (whether pursuant to a short sale
or otherwise) to make related payments with
respect to positions in substantially similar or
related property.

“(C) QUALIFIED FOREIGN CORPORATIONS.—

“(1) IN GENERAL.—Except as otherwise provided
in this paragraph, the term ‘qualified foreign corpora-
tion’ means any foreign corporation if—

“(I) such corporation is incorporated in a
possession of the United States, or

“(II) such corporation is eligible for benefits
of a comprehensive income tax treaty with the
United States which the Secretary determines is
satisfactory for purposes of this paragraph and
which includes an exchange of information pro-
gram.

“(i1) DIVIDENDS ON STOCK READILY TRADABLE ON
UNITED STATES SECURITIES MARKET.—A foreign cor-
poration not otherwise treated as a qualified foreign
corporation under clause (i) shall be so treated with
respect to any dividend paid by such corporation if
the stock with respect to which such dividend is paid
is readily tradable on an established securities market
in the United States.

“(iii) EXCLUSION OF DIVIDENDS OF CERTAIN FOREIGN
CORPORATIONS.—Such term shall not include any for-
eign corporation which for the taxable year of the
corporation in which the dividend was paid, or the
preceding taxable year, is a foreign personal holding
company (as defined in section 552), a foreign invest-
ment company (as defined in section 1246(b)), or a
passive foreign investment company (as defined in sec-
tion 1297).

“(iv) COORDINATION WITH FOREIGN TAX CREDIT Applicability.
LIMITATION.—Rules similar to the rules of section
904(b)(2)(B) shall apply with respect to the dividend
rate differential under this paragraph.

“(D) SPECIAL RULES.—

“() AMOUNTS TAKEN INTO ACCOUNT AS INVESTMENT
INCOME.—Qualified dividend income shall not include
any amount which the taxpayer takes into account
as investment income under section 163(d)(4)(B).

“(ii) EXTRAORDINARY DIVIDENDS.—If an individual
receives, with respect to any share of stock, qualified
dividend income from 1 or more dividends which are
extraordinary dividends (within the meaning of section
1059(c)), any loss on the sale or exchange of such
share shall, to the extent of such dividends, be treated
as long-term capital loss.

“(iii) TREATMENT OF DIVIDENDS FROM REGULATED
INVESTMENT COMPANIES AND REAL ESTATE INVESTMENT
TRUSTS.—A dividend received from a regulated invest-
ment company or a real estate investment trust shall
be subject to the limitations prescribed in sections
854 and 857.”.
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26 USC 163.

Applicability.

(b) EXCLUSION OF DIVIDENDS FROM INVESTMENT INCOME.—
Subparagraph (B) of section 163(d)4) (defining net investment
income) is amended by adding at the end the following flush sen-
tence:

“Such term shall include qualified dividend income (as

defined in section 1(h)(11}B)) only to the extent the tax-

payer elects to treat such income as investment income
for purposes of this subsection.”.

(c) TREATMENT OF DIVIDENDS FROM REGULATED INVESTMENT
COMPANIES.—

(1) Subsection (a) of section 854 (relating to dividends
received from regulated investment companies) is amended by
inserting “section 1(h)(11) (relating to maximum rate of tax
on dividends) and” after “For purposes of”.

(2) Paragraph (1) of section 854(b) (relating to other divi-
dends) is amended by redesignating subparagraph (B) as
subparagraph (C) and by inserting after subparagraph (A) the
following new subparagraph:

“(B) MAXIMUM RATE UNDER SECTION 1(h).—

“t) INn GENERAL.—If the aggregate dividends
received by a regulated investment company during
any taxable year are less than 95 percent of its gross
income, then, in computing the maximum rate under
section 1(h)(11), rules similar to the rules of subpara-
graph (A) shall apply.

“(ii) GROSS INCOME.—For purposes of clause (i),
in the case of 1 or more sales or other dispositions
of stock or securities, the term ‘gross income’ includes
only the excess of—

“(I) the net short-term capital gain from such
sales or dispositions, over

“(II) the net long-term capital loss from such
sales or dispositions.

“(iii) DIVIDENDS FROM REAL ESTATE INVESTMENT
TRUSTS.—For purposes of clause (i}—

“I) paragraph (3)B)(ii) shall not apply, and
“(IT) in the case of a distribution from a trust
described in such paragraph, the amount of such
distribution which is a dividend shall be subject

to the limitations under section 857(c).

“(iv) DIVIDENDS FROM QUALIFIED FOREIGN COR-
PORATIONS.—For purposes of clause (i), dividends
received from qualified foreign corporations (as defined
in section 1(h)(11)) shall also be taken into account
in computing aggregate dividends received.”.

(3) Subparagraph (C) of section 854(b)(1), as redesignated
by paragraph (2), is amended by striking “subparagraph (A)”
and inserting “subparagraph (A) or (B)”.

(4) Paragraph (2) of section 854(b) is amended by inserting
“the maximum rate under section 1(h)(11) and” after “for pur-
poses of”.

(5) Subsection (b) of section 854 is amended by adding
at the end the following new paragraph:

“(5) COORDINATION WITH SECTION 1(h)(11).—For purposes
of paragraph (1)(B), an amount shall be treated as a dividend
only if the amount is qualified dividend income (within the
meaning of section 1(h)(11)(B)).”.
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(d) TREATMENT OF DIVIDENDS RECEIVED FROM REAL ESTATE
INVESTMENT TRUSTS.—Section 857(c) (relating to restrictions 26 USC 857.
applicable to dividends received from real estate investment trusts)
is amended to read as follows:

“(c) RESTRICTIONS APPLICABLE TO DIVIDENDS RECEIVED FROM
REAL ESTATE INVESTMENT TRUSTS.—

“(1) SECTION 243.—For purposes of section 243 (relating
to deductions for dividends received by corporations), a dividend
received from a real estate investment trust which meets the
requirements of this part shall not be considered a dividend.

“(2) SEctiON 1(h)(11).—For purposes of section 1(h)(11)
(relating to maximum rate of tax on dividends)—

“(A) rules similar to the rules of subparagraphs (B) Applicability.
and (C) of section 854(b)(1) shall apply to dividends received
from a real estate investment trust which meets the
requirements of this part, and

“(B) for purposes of such rules, such a trust shall
be treated as receiving qualified dividend income during
any taxable year in an amount equal to the sum of—

“(i) the excess of real estate investment trust tax-
able income computed under section 857(b)(2) for the
preceding taxable year over the tax payable by the
trust under section 857(b)(1) for such preceding taxable
year, and

“(1) the excess of the income subject to tax by
reason of the application of the regulations under sec-
tion 337(d) for the preceding taxable year over the
tax payable by the trust on such income for such
preceding taxable year.”.

(e) CONFORMING AMENDMENTS.—

(1) Paragraph (3) of section 1(h), as redesignated by section
301, is amended to read as follows:

“(3) ADJUSTED NET CAPITAL GAIN.—For purposes of this
SIf_lbsection, the term ‘adjusted net capital gain’ means the sum
0 ——

“(A) net capital gain (determined without regard to
p?ragraph (11)) reduced (but not below zero) by the sum
0 —

“(i) unrecaptured section 1250 gain, and
“(ii) 28-percent rate gain, plus
a ))“(B) qualified dividend income (as defined in paragraph
1)).”.
(2) Subsection (f) of section 301 is amended adding at
the end the following new paragraph:
“(4) For taxation of dividends received by individuals at
capital gain rates, see section 1(h)(11).”.
(3) Paragraph (1) of section 306(a) is amended by adding
at the end the following new subparagraph:
“(D) TREATMENT AS DIVIDEND.—For purposes of section
1(h)(11) and such other provisions as the Secretary may
specify, any amount treated as ordinary income under this
paragraph shall be treated as a dividend received from
the corporation.”.
(4XA) Subpart C of part II of subchapter C of chapter
1 (relating to collapsible corporations) is repealed. 26 USC 341.
" (B)(i) Section 338(h) is amended by striking paragraph
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26 USC 467,
1255, 1257.

Applicability.

26 USC 1 note.

26 USC 1 note.

(ii) Sections 467(cX5XC), 1255(b)(2), and 1257(d) are each
amended by striking “, 341(e)}(12),”.

(iii) The table of subparts for part Il of subchapter C
on chapter 1 is amended by striking the item related to subpart

(5) Section 531 is amended by striking “equal to” and
all that follows and inserting “equal to 15 percent of the
accumulated taxable income.”.

(6) Section 541 is amended by striking “equal to” and
all that follows and inserting “equal to 15 percent of the undis-
tributed personal holding company income.”.

(7) Section 584(c) is amended by adding at the end the
following new flush sentence:

“The proportionate share of each participant in the amount of
dividends received by the common trust fund and to which section
1(h)11) applies shall be considered for purposes of such paragraph
as having been received by such participant.”.

(8) Paragraph (5) of section 702(a) is amended to read
as follows:

“(5) dividends with respect to which section 1(h)(11) or
part VIII of subchapter B applies,”.

(f) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 2002.

(2) REGULATED INVESTMENT COMPANIES AND REAL ESTATE
INVESTMENT TRUSTS.—In the case of a regulated investment
company or a real estate investment trust, the amendments
made by this section shall apply to taxable years ending after
December 31, 2002; except that dividends received by such
a company or trust on or before such date shall not be treated
as qualified dividend income (as defined in section 1(h)}11)XB)
of the Internal Revenue Code of 1986, as added by this Act).

SEC. 303. SUNSET OF TITLE.

All provisions of, and amendments made by, this title shall
not apply to taxable years beginning after December 31, 2008,
and the Internal Revenue Code of 1986 shall be applied and
administered to such years as if such provisions and amendments
had never been enacted.
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TITLE V—CORPORATE ESTIMATED TAX
PAYMENTS FOR 2003

SEC. 501. TIME FOR PAYMENT OF CORPORATE ESTIMATED TAXES.

Notwithstanding section 6655 of the Internal Revenue Code
of 1986, 25 percent of the amount of any required installment
of corporate estimated tax which is otherwise due in September
2003 shall not be due until October 1, 2003.

Approved May 28, 2003.
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REPORT

together with

DISSENTING VIEWS

[To accompany H.R. 2]

[Including cost estimate of the Congressional Budget Office]

The Committee on Ways and Means, to whom was referred the
bill (H.R. 2) to amend the Internal Revenue Code of 1986 to pro-
vide additional tax incentives to encourage economic growth, hav-
ing considered the same, report favorably thereon with amend-
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Strike all after the enacting clause and insert the following:

SECTION 1. SHORT TITLE; REFERENCES; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the “Jobs and Growth Reconciliation
Tax Act of 2003”.

(b) AMENDMENT OF 1986 CODE.—Except as otherwise expressly provided, when-
ever in this Act an amendment or repeal is expressed in terms of an amendment
to, or repeal of, a section or other provision, the reference shall be considered to be
made to a section or other provision of the Internal Revenue Code of 1986.

(¢) TABLE OF CONTENTS.—The table of contents of this Act is as follows:

Sec. 1. Short title; references; table of contents.

TITLE I—ACCELERATION OF CERTAIN PREVIOUSLY ENACTED TAX REDUCTIONS

Sec. 101. Acceleration of increase in child tax credit.
Sec. 102. Acceleration of 15-percent individual income tax rate bracket expansion for married taxpayers filing
joint returns.
Sec. 103. Acceleration of increase in standard deduction for married tazpayers filing joint returns.
Sec. 104. Acceleration of 10-percent individual income tax rate bracket expansion.
Sec. 105. Acceleration of reduction in individual income tax rates.
Sec. 106. Minimum tax relief to individuals.
TITLE II—-GROWTH INCENTIVES FOR BUSINESS

Sec. 201. Increase and extension of bonus depreciation.
Sec. 202. Increased expensing for small business.
Sec. 203. 5-year carryback of certain net operating losses.

TITLE 1I—REDUCTIONS IN TAXES ON DIVIDENDS AND CAPITAL GAINS

Sec. 301. Reduction in ca;ln.al gains rates for individuals; repeal of 5-year holding period requirement.
Sec. 302. Dividends of individuals taxed at capital gain rates.
Sec. 303. Sunset of title.

TITLE IV—CORPORATE ESTIMATED TAX PAYMENTS FOR 2003.
Sec. 401. Time for payment of corporate estimated taxes.

TITLE I—ACCELERATION OF CERTAIN
PREVIOUSLY ENACTED TAX REDUCTIONS

SEC. 101. ACCELERATION OF INCREASE IN CHILD TAX CREDIT.

(a) IN GENERAL.—The items relating to calendar years 2001 through 2008 in the
table contained in paragraph (2) of section 24(a) (relating to per child amount) are
amended to read as follows:
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“2003, 2004, 2005 $1,000
2006, 2007, or 2008 700”.

(b) ADVANCE PAYMENT OF PORTION OF INCREASED CREDIT IN 2003.—

(1) IN GENERAL.—Subchapter B of chapter 65 (relating to abatements, credits,
and refunds) is amended by inserting after section 6428 the following new sec-
tion:

“SEC. 6429. ADVANCE PAYMENT OF PORTION OF INCREASED CHILD CREDIT FOR 2003.

“(a) IN GENERAL.—Each taxpayer who claimed a credit under section 24 on the
return for the taxpayer’s first taxable year beginning in 2002 shall be treated as
having made a payment against the tax imposed by chapter 1 for such taxable year
in an amount equal to the child tax credit refund amount (if any) for such taxable
year.

“(b) CHILD TAX CREDIT REFUND AMOUNT.—For purposes of this section, the child
tax credit refund amount is the amount by which the aggregate credits allowed
under part IV of subchapter A of chapter 1 for such first taxable year would have
been increased if—

“(1) the per child amount under section 24(a)}(2) for such year were $1,000,

“(2) only qualifying children (as defined in section 24(c)) of the taxpayer for
such year who had not attained age 17 as of December 31, 2003, were taken
into account, and

“(3) section 24(d)(1)(B)(ii) did not apply.

“(c) TIMING OF PAYMENTS.—In the case of any overpayment attributable to this
section, the Secretary shall, subject to the provisions of this title, refund or credit
such overpayment as rapidly as possible and, to the extent practicable, before Octo-
ber 1, 2003. No refund or credit shall be made or allowed under this section after
December 31, 2003.

“(d) COORDINATION WITH CHILD TAX CREDIT.—

“(1) IN GENERAL.—The amount of credit which would (but for this subsection
and section 26) be allowed under section 24 for the taxpayer’s first taxable year
beginning in 2003 shall be reduced (but not below zero) by the payments made
to the taxpayer under this section. Any failure to so reduce the credit shall be
treated as arising out of a mathematical or clerical error and assessed according
to section 6213(b)(1).

“(2) JOINT RETURNS.—In the case of a payment under this section with respect
to a joint return, half of such payment shall be treated as having been made
to each individual filing such return.

“(e) NO INTEREST.—No interest shall be allowed on any overpayment attributable
to this section.”.

(2) CLERICAL AMENDMENT.—The table of sections for subchapter B of chapter
65 is amended by adding at the end the following new item:

“Sec. 6429. Advance payment of portion of increased child credit for 2003.”.

(c) EFFECTIVE DATES.—
(1) SUBSECTION (a).—The amendment made by subsection (a) shall apply to
taxable years beginning after December 31, 2002.
(2) SussecTION (b).—The amendments made by subsection (b) shall take ef-
fect on the date of the enactment of this Act.
SEC. 102. ACCELERATION OF 15-PERCENT INDIVIDUAL INCOME TAX RATE BRACKET EXPAN-
SION FOR MARRIED TAXPAYERS FILING JOINT RETURNS.
(a) IN GENERAL.—The item relating to 2005 in the table contained in subpara-
graph (B) of section L(f}8) (relating to applicable percentage) is amended to read
as follows:

“2003, 2004, and 2005 200”.

(b) CONFORMING AMENDMENTS.—
(1) Section 1(f)(8)A) is amended by striking “2004” and inserting “2002”.
(2) Section 302(c) of the Economic Growth and Tax Relief Reconciliation Act
of 2001 is amended by striking “2004” and inserting “2002”.
(¢) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 2002.
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SEC. 103. ACCELERATION OF INCREASE IN STANDARD DEDUCTION FOR MARRIED TAXPAYERS
FILING JOINT RETURNS.

(a) IN GENERAL.—The item relating to 2005 in the table contained in paragraph

(7) of section 63(c) (relating to applicable percentage) is amended to read as follows:

“2003, 2004, and 2005 2007,

(b) CONFORMING AMENDMENT.—Section 301(d) of the Economic Growth and Tax
Relief Reconciliation Act of 2001 is amended by striking “2004” and inserting
“2002”.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 2002.

SEC. 104. ACCELERATION OF 10-PERCENT INDIVIDUAL INCOME TAX RATE BRACKET EXPAN-
SION.

(a) IN GENERAL.—Clause (i) of section 1(i)(1XB) (relating to the initial bracket
amount) is amended by striking “($12,000 in the case of taxable years beginning be-
fore January 1, 2008)” and inserting “($12,000 in the case of taxable years beginning
after December 31, 2005, and before January 1, 2008)”.

(b) INFLATION ADJUSTMENT.—Subparagraph (C) of section 1(iX1) is amended to
read as follows:

“(C) INFLATION ADJUSTMENT.—In prescribing the tables under subsection
(f) which apply with respect to taxable years beginning in calendar years
after 2000—

“(i) the Secretary shall make no adjustment to the $12,000 initial
bracket amount for any taxable year,
“@1i)I) the Secretary shall make no adjustment to the $14,000 initial
bracket amount for any taxable year beginning before January 1, 2004,
“(I) the cost-of-living adjustment used in making adjustments to the
$14,000 initial bracket amount for any taxable year beginning during
2004 or 2005 shall be determined under subsection (f)(3) by sub-
stituting ‘2002’ for ‘1992’ in subparagraph (B) thereof, and
“(I1D) the cost-of-living adjustment used in making adjustments to the
$14,000 initial bracket amount for any taxable year beginning after De-
cember 31, 2008, shall be determined under subsection (f)(3) by sub-
stituting ‘2007’ for ‘1992’ in subparagraph (B) thereof, and
“(i11) the adjustments under clause (ii) shall not apply to the amount
referred to in subparagraph (B)(iii).
If any amount after adjustment under the preceding sentence is not a mul-
gig;ée" of $50, such amount shall be rounded to the next lowest multiple of

(c) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 2002.

(2) TABLES FOR 2003.—The Secretary of the Treasury shall modify each table
which has been prescribed under section 1(f) of the Internal Revenue Code of
1986 for taxable years beginning in 2003 and which relates to the amendment
made by this section to reflect such amendment.

SEC. 105. ACCELERATION OF REDUCTION IN INDIVIDUAL INCOME TAX RATES.

(a) IN GENERAL.—The table in paragraph (2) of section 1(i) (relating to reductions
in rates after June 30, 2001) is amended to read as follows:

The corresponding percentages
shall be substituted for

“In the case of taxable years the following percentages:

beginning during calendar year:

28% 31% 36% 39.6%

275% 30.5% 355% 39.1%
27.0% 30.0% 350% 38.6%
25.0% 28.0% 33.0% 35.0%".

(b) EFFECTIVE DATE.—The amendment made by this section shall apply to taxable
years beginning after December 31, 2002.

SEC. 106. MINIMUM TAX RELIEF TO INDIVIDUALS.
(a) IN GENERAL.—
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(1) Subparagraph (A) of section 55(d)(1) is amended by striking “$49,000 in
the case of taxable years beginning in 2001, 2002, 2003, and 2004” and insert-
ing “$64,000 in the case of taxable years beginning in 2003, 2004, and 2005”.

(2) Subparagraph (B) of section 55(d)(1) is amended by striking “$35,750 in
the case of taxable years beginning in 2001, 2002, 2003, and 2004” and insert-
ing “$43,250 in the case of taxable years beginning in 2003, 2004, and 2005”.

(b) EFFECTIVE DATE.—The amendments made by subsection (a) shall apply to tax-
able years beginning after December 31, 2002.

TITLE II—GROWTH INCENTIVES FOR
BUSINESS

SEC. 201. INCREASE AND EXTENSION OF BONUS DEPRECIATION.

(a) IN GENERAL.—Section 168(k) (relating to special allowance for certain property
acquired after September 10, 2001, and before September 11, 2004) is amended by
adding at the end the following new paragraph:

“(4) 50-PERCENT BONUS DEPRECIATION FOR CERTAIN PROPERTY.—

“(A) IN GENERAL.—In the case of 50-percent bonus depreciation prop-
erty—

“(i) paragraph (1XA) shall be applied by substituting ‘50 percent’ for
‘30 percent’, and

“(i1) except as provided in paragraph (2)(C), such property shall be
treated as qualified property for purposes of this subsection.

“(B) 50-PERCENT BONUS DEPRECIATION PROPERTY.—For purposes of this
subsection, the term ‘50-percent bonus depreciation property’ means prop-
erty described in paragraph (2)(A)(i)—

“(i) the original use of which commences with the taxpayer after May
5, 2003,

“(i1) which is acquired by the taxpayer after May 5, 2003, and before
January 1, 2006, but only if no written binding contract for the acquisi-
tion was in effect before May 6, 2003, and

“(iii) which is placed in service by the taxpayer before January 1,
2006, or, in the case of property described in paragraph (2)(B) (as modi-
fied by subparagraph (C) of this paragraph), before January 1, 2007.

“(C) SPECIAL RULES.—Rules similar to the rules of subparagraphs (B) and
(D) of paragraph (2) shall apply for purposes of this paragraph; except that
references to September 10, 2001, shall be treated as references to May 5,
2003.

(D) AUTOMOBILES.—Paragraph (2XE) shall be applied by substituting
‘49,200 for ‘64,600’ in the case of 50-percent bonus depreciation property.

“(E) ELECTION OF 30 PERCENT BONUS.—If a taxpayer makes an election
under this subparagraph with respect to any class of property for any tax-
able year, subparagraph (A)(i) shall not apply to all property in such class
placed in service during such taxable year.”

(b) EXTENSION OF PLACED IN SERVICE DATES, ETC. FOR 30-PERCENT BONUS DE-
PRECIATION PROPERTY.—

(1) In GENERAL.—Clause (iv) of section 168(k)2)A) is amended—

(A) by striking “January 1, 2005” and inserting “January 1, 2006”, and

(B) by striking “January 1, 2006” (as in effect before the amendment
made by subparagraph (A)) and inserting “January 1, 2007”.

(2) PORTION OF BASIS TAKEN INTO ACCOUNT.—

(A) Subparagraphs (B)(ii) and (D)(i) of section 168(k)(2) are each amended
by striking “September 11, 2004” each place it appears in the text and in-
serting “January 1, 2006”.

(B) Clause (i1) of section 168(k)(2)(B) is amended by striking “PRE-SEP-
TEMBER 11, 2004” in the heading and inserting “PRE-JANUARY 1, 2006”.

(3) AcQUISITION DATE.—Clause (iii) of section 168(k)(2)(A) is amended by
striking “September 11, 2004” each place it appears and inserting “January 1,
2006”.

(4) ELECTION.—Clause (iii) of section 168(k)(2)(C) is amended by adding at the
end the following: “The preceding sentence shall be applied separately with re-
spect to property treated as qualified property by paragraph (4) and other quali-
fied property.”

(c) CONFORMING AMENDMENTS.—

(1) The subsection heading for section 168(k) is amended by striking “Sgp-
TEMBER 11, 2004” and inserting “JANUARY 1, 2006”.
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(2) The heading for clause (i) of section 1400L(b)2)(C) is amended by striking
“30-PERCENT ADDITIONAL ALLOWABLE PROPERTY” and inserting “BONUS DEPRE-
CIATION PROPERTY UNDER SECTION 168(k)”.

(d) EFFecTivE DATE.—The amendments made by this section shall apply to tax-
able years ending after the date of the enactment of this Act.

SEC. 202. INCREASED EXPENSING FOR SMALL BUSINESS.

(a) IN GENERAL.—Paragraph (1) of section 179(b) (relating to dollar limitation) is
amended to read as follows:

“(1) DoLLAR LIMITATION.—The aggregate cost which may be taken into ac-
count under subsection (a) for any taxable year shall not exceed $25,000
($100,000 in the case of taxable years beginning after 2002 and before 2008).”.

(b) INCREASE IN QUALIFYING INVESTMENT AT WHICH PHASEOUT BEGINS.—Para-
graph (2) of section 179(b) (relating to reduction in limitation) is amended by insert-
ing “($400,000 in the case of taxable years beginning after 2002 and before 2008)”
after “$200,000”.

(¢) OFF-THE-SHELF COMPUTER SOFTWARE.—Paragraph (1) of section 179(d) (defin-
ing section 179 property) is amended to read as follows:

“(1) SECTION 179 PROPERTY.—For purposes of this section, the term ‘section
179 property’ means property—

“(A) which is—

“(i) tangible property (to which section 168 applies), or

“(i1) computer software (as defined in section 197(e)(3)B)) which is
described in section 197(e}(3)(AXi), to which section 167 applies, and
which is placed in service in a taxable year beginning after 2002 and
before 2008,

“(B) which is section 1245 property (as defined in section 1245(a)3)), and

“(C) which is acquired by purchase for use in the active conduct of a trade
or business.

Such term shall not include any property described in section 50(b) and shall
not include air conditioning or heating units.”.

(d) ADJUSTMENT OF DOLLAR LIMIT AND PHASEOUT THRESHOLD FOR INFLATION.—
Subsection (b) of section 179 (relating to limitations) is amended by adding at the
end the following new paragraph:

“(5) INFLATION ADJUSTMENTS.—

“(A) IN GENERAL.—In the case of any taxable year beginning in a calendar
year after 2003 and before 2008, the $100,000 and $400,000 amounts in
paragraphs (1) and (2) shall each be increased by an amount equal to—

“(1) such dollar amount, multiplied by

“(ii) the cost-of-living adjustment determined under section 1(fX3) for
the calendar year in which the taxable year begins, by substituting ‘cal-
endar year 2002’ for ‘calendar year 1992 in subparagraph (B) thereof.

“(B) ROUNDING.—

“(1) DOLLAR LIMITATION.—If the amount in paragraph (1) as increased
under subparagraph (A) is not a multiple of $1,000, such amount shall
be rounded to the nearest multiple of $1,000.

“(i1) PHASEOUT AMOUNT.—If the amount in paragraph (2) as in-
creased under subparagraph (A) is not a multiple of $10,000, such
amount shall be rounded to the nearest multiple of $10,000.”.

(e) REVOCATION OF ELECTION.—Paragraph (2) of section 179(c) (relating to election
irrevocable) is amended to read as follows:

“(2) REVOCATION OF ELECTION.—An election under paragraph (1) with respect
to any taxable year beginning after 2002 and before 2008, and any specification
contained in any such election, may be revoked by the taxpayer with respect
to any property. Such revocation, once made, shall be irrevocable.”.

(f) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 2002.

SEC. 203. 5-YEAR CARRYBACK OF CERTAIN NET OPERATING LOSSES.

(a) IN GENERAL.—Subparagraph (H) of section 172(b)(1) is amended— i

(1) by inserting “5-YEAR CARRYBACK OF CERTAIN LOSSES.—” after “g{)’ , and

(2) by striking “or 2002” and inserting “, 2002, 2003, 2004 or 2005”.

(b) TEMPORARY SUSPENSION OF 90 PERCENT LiMiT ON CERTAIN NOL
CARRYBACKS.—Subclause (I) of section 56(d)(1)A)ii) is amended— .

(1) by striking “or 2002” and inserting “, 2002, 2003, 2004, or 2005 ,”and

(2) by striking “and 2002” and inserting “, 2002, 2003, 2004, or 2005”.

(c) TEcENICAL CORRECTIONS.— .

(1) Subparagraph (H) of section 172(b)(1) is amended by striking “a taxpayer

which has”.
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(2) Section 102(c)(2) of the Job Creation and Worker Assistance Act of 2002
(Public Law 107-147) is amended by striking “before January 1, 2003” and in-
serting “after December 31, 1990”.

(3XA) Subclause (I) of section 56(d)(1)(AXi) is amended by striking “attrib-
utable to carryovers”.

(B) S}lbclause (I) of section 56(d)(1)(A)(ii) is amended—

(i) by striking “for taxable years” and inserting “from taxable years”, and
(ii) by striking “carryforwards” and inserting “carryovers”.
(d) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in paragraph (2), the amendments made
by this section shall apply to net operating losses for taxable years ending after
December 31, 2002.

(2) TECHNICAL CORRECTIONS.—The amendments made by subsection (c) shall
take effect as if included in the amendments made by section 102 of the Job
Creation and Worker Assistance Act of 2002.

(3) ELECTION.—In the case of a net operating loss for a taxable year ending
during 2003—

(A) any election made under section 172(b}3) of such Code may (notwith-
standing such section) be revoked before November 1, 2003, and

(B) any election made under section 172(j) of such Code shall (notwith-
itazr:)djng such section) be treated as timely made if made before November

, 2003.

TITLE III—REDUCTION IN TAXES ON
DIVIDENDS AND CAPITAL GAINS

SEC. 301. REDUCTION IN CAPITAL GAINS RATES FOR INDIVIDUALS; REPEAL OF 5-YEAR HOLD-
ING PERIOD REQUIREMENT.

(a) IN GENERAL.—

(1) Sections 1(h)(1)(B) and 55(b)(3)(B) are each amended by striking “10 per-
cent” and inserting “5 percent”.

(2) The following sections are each amended by striking “20 percent” and in-
serting “15 percent”:

(A) Section 1(h)(1XC).

(B) Section 55(b)(3)(C).

(C) Section 1445(e)(1).

(D) The second sentence of section 7518(g)(6)(A).

(E) The second sentence of section 607(h)(6)A) of the Merchant Marine
Act, 1936.

(b) CONFORMING AMENDMENTS.—

(1) Section 1(h) is amended—

(A) by striking paragraphs (2) and (9),

(B) by redesignating paragraphs (3) through (8) as paragraphs (2)
through (7), respectively, and

(C) by redesignating paragraphs (10), (11), and (12) as paragraphs (8), (9),
and (10), respectively.

(2) Paragraph (3) of section 55(b) is amended by striking “In the case of tax-
able years beginning after December 31, 2000, rules similar to the rules of sec-
tion 1(h)(2) shall apply for purposes of subparagraphs (B) and (C).”.

(8) Paragraph (7) of section 57(a) is amended—

(A) by striking “42 percent” the first place it appears and inserting “7
percent”, and
(B) by striking the last sentence.

(¢) TRANSITIONAL RULES FOR TAXABLE YEARS WHICH INCLUDE MAY 6, 2003.—For
purposes of applying section 1(h) of the Internal Revenue Code of 1986 in the case
of a taxable year which includes May 6, 2003—

(1) The amount of tax determined under subparagraph (B) of section 1(h)1)
of such Code shall be the sum of—

(A) 5 percent of the lesser of—

(i) the net capital gain determined by taking into account only gain
or loss properly taken into account for the portion of the taxable year
on or after May 6, 2003 (determined without regard to collectibles gain
or loss, gain described in section 1(hX6)A)i) of such Code, and section
1202 gain), or

(ii) the amount on which a tax is determined under such subpara-
graph (without regard to this subsection),

(B) 8 percent of the lesser of—
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(i) the qualified 5-year gain (as defined in section 1(h)(9) of the Inter-
nal Revenue Code of 1986, as in effect on the day before the date of
the enactment of this Act) properly taken into account for the portion
of the taxable year before May 6, 2003, over

(ii) the excess (if any) of—

(I) the amount on which a tax is determined under such subpara-
graph (without regard to this subsection), over
(IT) the amount on which a tax is determined under subpara-
graph (A), plus
(C) 10 percent of the excess (if any) of —

(i) the amount on which a tax is determined under such subpara-
graph (without regard to this subsection), over

(ii) the sum of the amounts on which a tax is determined under sub-
paragraphs (A) and (B).

(2) The amount of tax determined under subparagraph (C) of section (1)h)(1)
of such Code shall be the sum of—

(A) 15 percent of the lesser of—

(i) the excess (if any) of the amount of net capital gain determined
under subparagraph (A)(i) of paragraph (1) of this subsection over the
amount on which a tax is determined under subparagraph (A) of para-
graph (1) of this subsection, or

(i1) the amount on which a tax is determined under such subpara-
graph (C) (without regard to this subsection), plus

(B) 20 percent of the excess (if any) of—

(i) the amount on which a tax is determined under such subpara-
graph (C) (without regard to this subsection), over

(11) the amount on which a tax is determined under subparagraph (A)
of this paragraph.

(3) For purposes of applying section 55(b)(3) of such Code, rules similar to the
rules of paragraphs (1) and (2) of this subsection shall apply.

(4) In applying this subsection with respect to any pass-thru entity, the deter-
mination of when gains and loss are properly taken into account shall be made
at the entity level.

(5) For purposes of applying section 1(h)(11) of such Code, as added by section
302 of this Act, to this subsection, dividends which are qualified dividend in-
come shall be treated as gain properly taken into account for the portion of the
taxable year on or after May 6, 2003.

(6) Terms used in this subsection which are also used in section 1(h) of such
Code shall have the respective meanings that such terms have in such section.

(d) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as otherwise provided by this subsection, the amend-
ments made by this section shall apply to taxable years ending on or after May
6, 2003.

(2) WITHHOLDING.—The amendment made by subsection (a)(2)C) shall apply
to amounts paid after the date of the enactment of this Act.

(3) SMALL BUSINESS STOCK.—The amendments made by subsection (b)(3) shall
apply to dispositions on or after May 6, 2003.

SEC. 302. DIVIDENDS OF INDIVIDUALS TAXED AT CAPITAL GAIN RATES.

(a) IN GENERAL—Section 1(h) (relating to maximum capital gains rate), as
amer}llded by section 301, is amended by adding at the end the following new para-
graph:

“(11) DIVIDENDS TAXED AS NET CAPITAL GAIN.—

“(A) IN GENERAL.—For purposes of this subsection, the term ‘net capital
gain’ means net capital gain (determined without regard to this paragraph),
increased by qualified dividend income.

“(B) QUALIFIED DIVIDEND INCOME.—For purposes of this paragraph—

“(i) IN GENERAL.—The term ‘qualified dividend income’ means divi-
dends received during the taxable year from domestic corporations.
“(ii) CERTAIN DIVIDENDS EXCLUDED.—Such term shall not include—

“(D any dividend from a corporation which for the taxable year
of the corporation in which the distribution is made, or the pre-
ceding taxable year, is a corporation exempt from tax under section
501 or 521,

“(II) any amount allowed as a deduction under section 591 (relat-
ingd to deduction for dividends paid by mutual savings banks, etc.),
an

“(IID any dividend described in section 404(k).
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“(iii) EXCLUSION OF CERTAIN DIVIDENDS.—Such term shall not include

any dividend on any share of stock—
“(I) with respect to which the holding period requirements of sec-
tion 246(c) are not met, or
“(II) to the extent that the taxpayer is under an obligation
(whether pursuant to a short sale or otherwise) to make related
ayments with respect to positions in substantially similar or re-
ated property.
“(C) SPECIAL RULES.—

‘i) AMOUNTS TAKEN INTO ACCOUNT AS INVESTMENT INCOME.—Quali-
fied dividend income shall not include any amount which the taxpayer
takes into account as investment income under section 163(d)(4)(B).

“(ii) EXTRAORDINARY DIVIDENDS.—If an individual receives, with re-
spect to any share of stock, qualified dividend income from 1 or more
dividends which are extraordinary dividends (within the meaning of
section 1059(c)), any loss on the sale or exchange of such share shall,
to the extent of such dividends, be treated as long-term capital loss.

“(iii) TREATMENT OF DIVIDENDS FROM REGULATED INVESTMENT COMPA-
NIES AND REAL ESTATE INVESTMENT TRUSTS.—A dividend received from
a regulated investment company or a real estate investment trust shall
be subject to the limitations prescribed in sections 854 and 857.”

(b) EXCLUSION OF DIVIDENDS FROM INVESTMENT INCOME.—Subparagraph (B) of
section 163(d)(4) (defining net investment income) is amended by adding at the end
the following flush sentence:

“Such term shall include qualified dividend income (as defined in section
1(h)(11)B)) only to the extent the taxpayer elects to treat such income as
investment income for purposes of this subsection.”

(c) TREATMENT OF DIVIDENDS FROM REGULATED INVESTMENT COMPANIES.—

(1) Subsection (a) of section 854 (relating to dividends received from regulated
investment companies) is amended by inserting “section 1(h)(11) (relating to
maximum rate of tax on dividends and interest) and” after “For purposes of”.

(2) Paragraph (1) of section 854(b) (relating to other dividends) is amended
by redesignating subparagraph (B) as subparagraph (C) and by inserting after
subparagraph (A) the following new subparagraph:

“(BY MAXIMUM RATE UNDER SECTION 1(h).—

“(i) IN GENERAL.—If the aggregate dividends received by a regulated
investment company during any taxable year are less than 95 percent
of its gross income, then, in computing the maximum rate under sec-
tion 1(h)}11), rules similar to the rules of subparagraph (A) shall apply.

“(i1) GROSS INCOME.—For purposes of clause (i), in the case of 1 or
more sales or other dispositions of stock or securities, the term ‘gross
income’ includes only the excess of—

“(I) the net short-term capital gain from such sales or disposi-
tions, over

“(II) the net long-term capital loss from such sales or disposi-
t ."

(3) Subparagraph (C) of section 854(b)(1), as redesignated by paragraph (2),
is amended by striking “subparagraph (A)” and inserting “subparagraph (A) or
(B)”.

(4) Paragraph (2) of section 854(b) is amended by inserting “the maximum
rate under section 1(h)11) and” after “for purposes of”.

(5) Subsection (b) of section 854 is amended by adding at the end the fol-
lowing new paragraph:

“(5) COORDINATION WITH SECTION 1(h)11).—For purposes of paragraph (1)(B),
an amount shall be treated as a dividend only if the amount is qualified divi-
dend income (within the meaning of section 1(h)(11)B)).”

(d) TREATMENT OF DIVIDENDS RECEIVED FROM REAL ESTATE INVESTMENT
TRUSTS.—Section 857(c) (relating to restrictions applicable to dividends received
from real estate investment trusts) is amended to read as follows:

“(¢c) RESTRICTIONS APPLICABLE TO DIVIDENDS RECEIVED FrOM REAL ESTATE IN-
VESTMENT TRUSTS.—

“(1) SECTION 243.—For purposes of section 243 (relating to deductions for divi-
dends received by corporations), a dividend received from a real estate invest-
ment trust which meets the requirements of this part shall not be considered
a dividend.

“(2) SECTION 1th)11).—For purposes of section 1(h)(11) (relating to maximum
rate of tax on dividends), rules similar to the rules of section 854(b)(1)B) shall
apply to dividends received from a real estate trust which meets the require-
ments of this part.”
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(e) CONFORMING AMENDMENTS.— ) .

(1) Paragraph (3) of section 1(h), as redesignated by section 301, is amended
to read as follows: .

“(3) ADJUSTED NET CAPITAL GAIN.—For purposes of this subsection, the term
‘adjusted net capital gain’ means the sum of—

“(A) net capital gain (determined without regard to paragraph (11)) re-
duced (but not below zero) by the sum of—

“(1) unrecaptured section 1250 gain, and
“(i1) 28-percent rate gain, plus

“(B) qualified dividend income (as defined in paragraph (11)).” )

(2) Subsection (f) of section 301 is amended adding at the end the following
new paragraph: }

“(4) For taxation of dividends received by individuals at capital gain rates, see
section 1(h)(11).”

(3) Paragraph (1) of section 306(a) is amended by adding at the end the fol-
lowing new subparagraph:

“(D) TREATMENT AS DIVIDEND.—For purposes of section l(h)11), any
amount treated as ordinary income under this paragraph shall be treated
as a dividend received from the corporation.”

(4)(A) Subpart C of part II of subchapter C of chapter 1 (relating to collapsible
corporations) is repealed.

(B)(i) Section 338(h) is amended by striking paragraph (14).

(ii) Sections 467(cX5)XC), 1255(b)2), and 1257(d) are each amended by strik-
ing “, 341(e)(12),”.

(ii1) The table of subparts for part II of subchapter C of chapter 1 is amended
by striking the item related to subpart C.

(5) Section 531 is amended by striking “equal to” and all that follows and in-
serting “equal to 15 percent of the accumulated taxable income.”

(6) Section 541 is amended by striking “equal to” and all that follows and in-
serting “equal to 15 percent of the undistributed personal holding company in-
come.”

(7) Section 584(c) is amended by adding at the end the following new flush
sentence:

“The proportionate share of each participant in the amount of dividends received by
the common trust fund and to which section 1(hX11) applies shall be considered for
purposes of such paragraph as having been received by such participant.”

(8) Paragraph (5) of section 702(a) is amended to read as follows:

B “(5)l§1ividends with respect to which section 1(h)(11) or part VII of subchapter
applies,”.
(f) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 2002.

SEC. 303. SUNSET OF TITLE.

All provisions of, and amendments made by, this title shall not apply to taxable
years beginning after December 31, 2012, and the Internal Revenue Code of 1986
shall be applied and administered to such years as if such provisions and amend-
ments had never been enacted.

TITLE IV—CORPORATE ESTIMATED TAX
PAYMENTS FOR 2003

SEC. 401. TIME FOR PAYMENT OF CORPORATE ESTIMATED TAXES.

Notwithstanding section 6655 of the Internal Revenue Code of 1986, 52 percent
of the amount of any required installment of corporate estimated tax which is other-
wise due in September 2003 shall not be due until October 1, 2003.

Amend the title so as to read:

A bill to provide for reconciliation pursuant to section 201 of the concurrent res-
olution on the budget for fiscal year 2004.

I. SUMMARY AND BACKGROUND

A. PURPOSE AND SUMMARY

_ The bill, HR. 2, as amended, provides needed economic growth
incentives and makes other necessary changes to the tax laws.
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The bill provides net tax reductions of over $475 billion over fis-
cal years 2003-2008. This will provide needed income tax relief,
stimulate the economy, and promote long-term economic growth.

The amount of the child credit is increased to $1,000 for 2003
through 2005. For 2003, the increased amount of the child credit
will be paid in advance beginning in July 2003 on the basis of in-
formation on each taxpayer’s 2002 return filed in 2003. Advance
payments will be made in a similar manner to the advance pay-
ment checks issued by the Treasury in 2001 to reflect the creation
of the 10-percent regular income tax rate bracket.

The accelerates the increase in the basic standard deduction
amount for joint returns to twice the basic standard deduction
amount for single returns effective for 2003, 2004, and 2005. Also,
the bill accelerates the increase of the size of the 15-percent reg-
ular income tax rate bracket for joint returns to twice the width of
the 15-percent regular income tax rate bracket for single returns
effective for 2003, 2004, and 2005.

The bill accelerates the scheduled increase in the taxable income
levels for the ten-percent rate bracket from 2008 to 2003, 2004, and
2005. Also, the bill accelerates the reductions in the regular income
tax rates in excess of the 15-percent regular income tax rate that
are scheduled for 2004 and 2006. The bill increases the AMT ex-
emption amount for married taxpayers filing a joint return and
surviving spouses to $64,000, and for unmarried taxpayers to
$43,250, for taxable years beginning in 2003, 2004, and 2005.

The bill provides an additional first-year depreciation deduction
equal to 50 percent of the adjusted basis of qualified property.
Qualified property is defined in the same manner as for purposes
of the 30-percent additional first-year depreciation deduction pro-
vided by the Job Creation and Workers Assistance Act of 2002, ex-
cept that the applicable time period for acquisition (or self con-
struction) of the property is modified. In general, in order to qualify
the property must be acquired after May 5, 2003, and before Janu-
ary 1, 2006, and no binding written contract for the acquisition is
in effect before May 6, 2003. Property eligible for the 50-percent
additional first year depreciation deduction is not eligible for the
30-percent additional first year depreciation deduction.

The bill provides that the maximum dollar amount that may be
deducted under section 179 is increased to $100,000 for property
placed in service in 2003 through 2007. In addition, the $200,000
amount is increased to $400,000 for property placed in service in
2003 through 2007. Both of these dollar limitations are indexed an-
nually for inflation for taxable years beginning after 2003 and be-
fore 2008. The bill also includes off-the-shelf computer software
placed in service beginning in 2003 through 2007, as qualifying
property. With respect to a taxable year beginning after 2002 and
before 2008, the bill permits taxpayers to make or revoke expens-
ing elections on amended returns without the consent of the Com-
missioner.

The bill reduces the 10- and 20-percent rates on the adjusted net
capital gain to five and 15 percent, respectively. These lower rates
apply to both the regular tax and the alternative minimum tax.
The lower rates apply to assets held more than one year. The bill
applies to taxable years ending on or after May 6, 2003, and begin-
ning before January 1, 2013.
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Finally, under the bill, dividends received by an individual share-
holder from domestic corporations are treated as net capital gain
for purposes of applying the capital gain tax rates. This treatment
applies for purposes of both the regular tax and the alternative
minimum tax. Thus, under the proposal, dividends will be taxed at
rates of five and 15 percent, the same rates applicable to net cap-
ital gain.

B. BACKGROUND AND NEED FOR LEGISLATION

The provisions of the bill reflect the need for an economic stim-
ulus and growth package in a financially prudent manner. The pro-
visions of the bill should serve to improve the economy. The bill
also comports with the continuing goal to provide additional tax re-
lief to the American people.

C. LEGISLATIVE HISTORY

The House Committee on Ways and Means marked up the Jobs
and Growth Reconciliation Tax Act of 2003 on May 6, 2003, and
ordered the bill, as amended, favorably reported by a vote of 24 to
15.

II. EXPLANATION OF THE BILL

TITLE I—ACCELERATION OF CERTAIN PREVIOUSLY
ENACTED TAX REDUCTIONS

A. ACCELERATE THE INCREASE IN THE CHILD TAX CREDIT
(Sec. 101 of the bill and sec. 224 of the Code)
PRESENT LAW
In general

For 2003, an individual may claim a $600 tax credit for each
qualifying child under the age of 17. In general, a qualifying child
is an individual for whom the taxpayer can claim a dependency ex-
emption and who is the taxpayer’s son or daughter (or descendent
of either), stepson or stepdaughter (or descendent of either), or eli-
gible foster child.

The child tax credit is scheduled to increase to $1,000, phased in
over several years.

Table 1, below, shows the scheduled increases of the child tax
credit as provided under the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 (“EGTRRA”).

TABLE 1.—SCHEDULED INCREASE OF THE CHILD TAX CREDIT

Credit amount
Taxable year per child

2003-2004 $600
2005-2008 700
2009 800
2010! 1,000

I The credit reverts to $500 in taxable years beginning after December 31, 2010, under the sunset provision of EGTRRA

The child tax credit is phased out for individuals with income
over certain thresholds. Specifically, the otherwise allowable child
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tax credit is reduced by $50 for each $1,000 (or fraction thereof) of
modified adjusted gross income over $75,000 for single individuals
or heads of households, $110,000 for married individuals filing joint
returns, and $55,000 for married individuals filing separate re-
turns.! The length of the phase-out range depends on the number
of qualifying children. For example, the phase-out range for a sin-
gle individual with one qualifying child is between $75,000 and

85,000 of modified adjusted gross income. The phase-out range for
a single individual with two qualifying children is between $75,000
and $95,000.

The amount of the tax credit and the phase-out ranges are not
adjusted annually for inflation.

Refundability

For 2003, the child credit is refundable to the extent of 10 per-
cent of the taxpayer’s earned income in excess of $10,500.2 The per-
centage is increased to 15 percent for taxable years beginning in
2005 and thereafter. Families with three or more children are al-
lowed a refundable credit for the amount by which the taxpayer’s
social security taxes exceed the taxpayer’s earned income credit, if
that amount is greater than the refundable credit based on the tax-
payer’s earned income in excess of $10,500 (for 2003). The refund-
able portion of the child credit does not constitute income and is
not treated as resources for purposes of determining eligibility or
the amount or nature of benefits or assistance under any Federal
program or any State or local program financed with Federal
funds. For taxable years beginning after December 31, 2010, the
sunset provision of EGTRRA applies to the rules allowing refund-
able child credits.

Alternative minimum tax liability

The child credit is allowed against the individual’s regular in-
come tax and alternative minimum tax. For taxable years begin-
ning after December 31, 2010, the sunset provision of EGTRRA ap-
plies to the rules allowing the child credit against alternative min-
Imum tax.

REASONS FOR CHANGE

This provision accelerates the increase in the child tax credit in
order to provide additional tax relief to families to help offset the
significant costs of raising a child. Further, the bill provides imme-
diate tax relief to American taxpayers in the form of the advance
payment of the increased amount of the child credit. The Com-
mittee believes that such immediate tax relief may encourage
short-term growth in the economy by providing individuals with
additional cash to spend.

EXPLANATION OF PROVISION

The amount of the child credit is increased to $1,000 for 2003
through 2005. After 2005, the child credit will revert to the levels

1 Modified adjusted gross income is the taxpayer’s total gross income plus certain amounts ex-
cluded from gross income (i.e., excluded income of U.S. citizens or residents living abroad (sec.
911); residents of Guam, American Samoa, and the Northern Mariana Islands (sec. 931); and
residents of Puerto Rico (sec. 933)).

2The $10,500 amount is indexed for inflation.
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provided under present law. For 2003, the increased amount of the
child credit will be paid in advance beginning in July, 2003, on the
basis of information on each taxpayer’s 2002 return filed in 2003.
Such payments will be made in a manner similar to the advance
payment checks issued by the Treasury in 2001 to reflect the cre-
ation of the 10-percent regular income tax rate bracket.?

EFFECTIVE DATE

The provision is effective for taxable years beginning after De-
cember 31, 2002, and before January 1, 2006.

B. ACCELERATE MARRIAGE PENALTY RELIEF
(Secs. 102 and 103 of the bill and secs. 1 and 63 of the Code)
1. Standard deduction marriage penalty relief
PRESENT LAW
Marriage penalty

A married couple generally is treated as one tax unit that must
pay tax on the couple’s total taxable income. Although married cou-
ples may elect to file separate returns, the rate schedules and other
provisions are structured so that filing separate returns usually re-
sults in a higher tax than filing a joint return. Other rare sched-
ules apply to single persons and to single heads of households.

A “marriage penalty” exists when the combined tax liability of a
married couple filing a joint return is greater than the sum of the
tax liabilities of each individual computed as if they were not mar-
ried. A “marriage bonus” exists when the combined tax liability of
a married couple filing a joint return is less than the sum of the
taxdliabilities of each individual computed as if they were not mar-
ried.

Basic standard deduction

Taxpayers who do not itemize deductions may choose the basic
standard deduction (and additional standard deductions, if applica-
ble),* which is subtracted from adjusted gross income (“AGI”) in ar-
riving at taxable income. The size of the basic standard deduction
varies according to filing status and is adjusted annually for infla-
tion.® For 2003, the basic standard deduction for married couples
filing a joint return is 167 percent of the basic standard deduction
for single filers. (Alternatively, the basic standard deduction
amount for single filers is 60 percent of the basic standard deduc-
tion amount for married couples filing joint returns.) Thus, two un-
married individuals have standard deductions whose sum exceeds
the standard deduction for a married couple filing a joint return.

The Economic Growth and Tax Relief Reconciliation Act of 2001
(“EGTRRA”) increased the basic standard deduction for a married
couple filing a joint return to twice the basic standard deduction

3The increase in refundability to 15 percent of the taxpayer’s earned income, scheduled for
calendar years 2005 and thereafter, is not accelerated under the provision.

4 Additional standard deductions are allowed with respect to any individual who is elderly (age
65 or over) or blind. .

SFor 2003 the basic standard deduction amounts are: (1) $4,750 for unmarried individuals;
(2) $7,950 for married individuals filing a joint return; (3) $7,000 for heads of households; and
(4) $3,975 for married individuals filing separately.
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for an unmarried individual filing a single return.6 The increase in
the standard deduction for married taxpayers filing a joint return
is scheduled to be phased-in over five years beginning in 2005 and
will be fully phased-in for 2009 and thereafter. Table 2, below,
shows the standard deduction for married couples filing a joint re-
turn as a percentage of the standard deduction for single individ-
uals during the phase-in period.

TABLE 2.—SCHEDULED PHASE-IN OF INCREASE OF THE BASIC STANDARD DEDUCTION FOR
MARRIED COUPLES FILING JOINT RETURNS

Standard deduction for mar-
ried couples filing joint re-
Taxable year turns as percentage of
standard deduction for un-
married individual returns

2005 174
2006 184
2007 187
2008 190
2009 and 20101 200

EGTlllgi basic standard deduction increases are repealed for taxable years beginning after December 31, 2010, under the sunset provision of

REASONS FOR CHANGE

The Committee remains concerned about the inequity that arises
when two working single individuals marry and experience a tax
increase solely be reason of their marriage. Any attempt to address
the marriage tax penalty involves the balancing of several com-
peting principles, including equal tax treatment of married couples
with equal incomes, the determination of equitable relative tax
burdens of single individuals and married couples with equal in-
comes, and the goal of simplicity in compliance and administration.
The Committee believes that the acceleration of the increase in the
standard deduction for married couples filing a joint return is a re-
sponsible reduction of the marriage tax penalty.

EXPLANATION OF PROVISION

The bill accelerates the increase in the basic standard deduction
amount for joint returns to twice the basic standard deduction
amount for single returns effective for 2003, 2004, and 2005. For
taxable years beginning after 2005, the applicable percentages will
revert to those allowed under present law, as described above.

EFFECTIVE DATE

The provision is effective for taxable years beginning after De-
cember 31, 2002, and before January 1, 2006.

6 The basic standard deduction for a married taxpayer filing separately will continue to equal
one-half of the basic standard deduction for a married couple filing jointly; thus, the basic stand-
ard deduction for unmarried individuals filing a single return and for married couples filing sep-
arately will be the same after the phase-in period.
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2. Accelerate the expansion of the 15-percent rate bracket for mar-
ried couples filing joint returns

PRESENT LAW

In general

Under the Federal individual income tax system, an individual
who is a citizen or resident of the United States generally is subject
to tax on worldwide taxable income. Taxable income is total gross
income less certain less certain exclusions, exemptions, and deduc-
tions. An individual may claim either a standard deduction or
itemized deductions.

An individual’s income tax liability is determined by computing
his or her regular income tax liability and, if applicable, alternative
minimum tax hability.

Regular income tax liability

Regular income tax liability is determined by applying the reg-
ular income tax rate schedules (or tax tables) to the individual’s
taxable income and then is reduced by any applicable tax credits.
The regular income tax rate schedules are divided into several
ranges of income, known as income brackets, and the marginal tax
rate increases as the individual’s income increases. The income
bracket amounts are adjusted annually for inflation. Separate rate
schedules apply based on filing status: single individuals (other
than heads of households and surviving spouses), heads of house-
holds, married individuals filing joint returns (including surviving
spouses), married individuals filing separate returns, and estates
and trusts. Lower rates may apply to capital gains.

In general, the bracket breakpoints for single individuals are ap-
proximately 60 percent of the rate bracket breakpoints for married
couples filing joint returns.” The rate bracket breakpoints for mar-
ried individuals filing separate returns are exactly one-half of the
rate brackets for married individuals filing joint returns. A sepa-
rate, compressed rate schedule applies to estates and trusts.

15-percent regular income tax rate bracket

The Economic Growth and Tax Relief Reconciliation Act of 2001
(“EGTRRA”) increased the size of the 15-percent regular income
tax rate bracket for a married couple filing a joint return to twice
the size of the corresponding rate bracket for a single individual fil-
ing a single return. The increase is phased-in over four years, be-
ginning in 2005. Therefore, this provision is fully effective (i.e., the
size of the 15-percent regular income tax rate bracket for a married
couple filing a joint return is twice the size of the 15-percent reg-
ular income tax rate bracket for an unmarried individual filing a
single return) for taxable years beginning after December 31, 2007,
Table 3, below, shows the increase in the size of the 15-percent
bracket during the phase-in period.

"Under present law, the rate bracket breakpoint for the 38.6 percent marginal tax rate is the
same for single individuals and married couples filing joint returns. Present-law rate changes
do not alter this breakpoint.
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TABLE 3.—SCHEDULED INCREASE IN SIZE OF THE 15-PERCENT RATE BRACKET FOR MARRIED
COUPLES FILING JOINT RETURNS

End point of 15-percent rate
bracket for married couples
filing joint returns as per-

Taxable year centage of end point of 15
percent rate bracket for un-
married individuals
2005 180
2006 187
2007 193
2008 through 2010! 200

!The increases in the 15-percent rate bracket for mamied couples filing a joint return are repealed for taxable years beginning after De-
cember 31, 2010, under the sunset of EGTRRA.

REASONS FOR CHANGE

The Committee believes that accelerating the expansion of the
15-percent rate bracket for married couples filing joint returns, in
conjunction with the expansion of the standard deduction amount
for joint filers, will alleviate the effects of the present-law marriage
tax penalty. These provisions significantly reduce the most widely
applicable marriage penalties.

EXPLANATION OF PROVISION

The bill accelerates the increase of the size of the 15-percent reg-
ular income tax rate bracket for joint returns to twice the width of
the 15-percent regular income tax rate bracket for single returns
for taxable years beginning in 2003, 2004, and 2005. For taxable
years beginning after 2005, the applicable percentages will revert
to those allowed under present law, as described above.

EFFECTIVE DATE

The provision is effective for taxable years beginning after De-
cember 31, 2002, and before January 1, 2006.

C. ACCELERATE REDUCTIONS IN INDIVIDUAL INCOME Tax RATES
(SECs. 104, 105, AND 106 OF THE BILL AND SECS. 1 AND 55 OF THE
CODE)

PRESENT LAW

In general

Under the Federal individual incomes tax system, an individual
who is a citizen or a resident of the United States generally is sub-
ject to tax on worldwide taxable income. Taxable income is total
gross income less certain exclusions, exemptions, and deductions.
An individual may claim either a standard deduction or itemized
deductions.

An individual’s income tax liability is determined by computing
his or her regular income tax liability and, if applicable, alternative
minimum tax liability.

Regular income tax liability
Regular income tax liability is determined by applying the reg-
ular income tax rate schedules (or tax tables) to the individual’s

taxable income. This tax liability is then reduced by any applicable
tax credits. The regular income tax schedules are divided into sev-
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eral ranges of income, known as income brackets, and the marginal
tax rate increases as the individual’s income increases. The income
bracket amounts are adjusted annually for inflation. Separate rate
schedules apply based on filing status: single individuals (other
than heads of households and surviving spouses), head of house-
holds, married individuals filing joint returns (including surviving
spouses), married individuals filing separate returns, and estates
and trusts. Lower rates may apply to capital gains.

For 2003, the regular income tax rate schedules for individuals
are shown in Table 4, below. The rate bracket breakpoints for mar-
ried individuals filing separate returns are exactly one-half of the
rate brackets for married individuals filing joint returns. A sepa-
rate, compressed rate schedule applies to estates and trusts.

TABLE 4.—INDIVIDUAL REGULAR INCOME TAX RATES FOR 2003

If taxable income is over But not over Then regular income tax equals

Single individuals

$0 $6,000 10% of taxable income.

$6,000 $28,400  $600 plus 15% of the amount over $6,000.

$28,400 $68,800 $3,960, plus 27% of the amount over $28,400.

$68,800 $143,500 $14,868, plus 30% of the amount over $68,800.

$143,500 $311,950 $37,278, plus 35% of the amount over $143,500.

Over $311,950 $96,235.50, plus 38.6% of the amount over $311,950.

Head of households

$0 $10,000 10% of taxable income.

$10,000 $38,050 $1,000, plus 15% of the amount over $10,000.

$38,050 $98.250  $5,207.50, plus 27% of the amount over $38,050.

$98,250 . $159,100  $21,461.50, ptus 30% of the amount over $98,250.

$159,100 $311,950 $39,716.50 plus 35% of the amount over $159,100.

Over $311,950 $93,214, plus 38.6% of the amount over $311,950.
Married individuals filing joint returns

$0 $12,000 10% of taxable income.

$12,000 $47,450  $1,200 plus 15% of the amount over $12,000.

$47,450 $114,650  $6,517.50, ptus 27% of the amount over $47,450.

$114,650 $174,700  $24,661.50, plus 30% of the amount over $114,650.

$174,700 $311,950 $42,676.50, plus 35% of the amount over $174,700.

Over $311,950 $90,714, plus 38.6% of the amount over $311,950.

Ten-percent regular income tax rate

Under present law, the 10-percent rate applies to the first $6,000
of taxable income for single individuals, $10,000 of taxable income
for heads of households, and $12,000 for married couples filing
joint returns. Effective beginning in 2008, the $6,000 amount will
increase to $7,000 and the $12,000 amount will increase to
$14,000.

The taxable income levels for the 10-percent rate bracket will be
adjusted annually for inflation for taxable years beginning after
December 31, 2008. The bracket for single individuals and married
individuals filing separately is one-half for joint returns (after ad-
Jjustment of that bracket for inflation).

The 10-percent rate bracket will expire for taxable years begin-
ning after December 31, 2010, the sunset provision of EGTRRA.
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Reduction of other regular income tax rates

Prior to EGTRRA the regular income tax rates were 15 percent,
28 percent, 31 percent, 36 percent, and 39.6 percent.8 EGTRRA
added the 10-percent regular income tax rate, described above, and
retained the 15-percent regular income tax rate. Also, the 15-per-
cent regular income tax bracket was modified to begin at the end
of the 10-percent regular income tax bracket. EGTRRA also made
other changes to the 15-percent regular income tax bracket.?

Also, under EGTRRA, the 28 percent, 31 percent, 36 percent, and
39.6 percent rates are phased down over six years to 25 percent,
28 percent, 33 percent, and 35 percent, effective after June 30,
2001. The taxable income levels for the rates above the 15-percent
rate in all taxable years are the same as the taxable income levels
that apply under the prior-law rates.

Table 5, below, shows the schedule of regular income tax rate re-
ductions.

TABLE 5.—SCHEDULED REGULAR INCOME TAX RATE REDUCTIONS

28% rate 31% rate 36% rate 39.6% rate

Calendar year reduced to reduced to reduced to reduced to

2001 -2003 21% 30% 35% 38.6%
2004-2005 26% 29% 34% 37.6%
2006-20107 ...ooororeee s e 25 28% 35% 35.0%

VEffective July 1, 2001,
G;DIRR reductions in the regular income tax rates are repealed for taxable years beginning after December 31, 2010, under the sunset of
E

Alternative minimum tax

The alternative minimum tax is the amount by which the ten-
tative minimum tax exceeds the regular income tax. An individ-
ual’s tentative minimum tax is an amount equal (1) 26 percent of
the first $175,000 ($87,500 in the case in the case of a married in-
dividual filing a separate return) of alternative minimum taxable
income (“AMTT”) in excess of a phased-out exemption amount and
(2) 28 percent of the remaining ATMI. The maximum tax rates on
the net capital gain used in computing the tentative minimum tax
are the same as under the regular tax. AMTI is the individual’s
taxable income adjusted to take account of specified preferences
and adjustments. The exemption amounts are: (1) $49,000 ($45,000
in taxable years beginning after 2004) in the case of married indi-
viduals filing joint returns and surving spouses (2) $35,750
($33,750 in taxable years, beginning after 2004) in the case of other
unmarried individuals; (3) $24,500 ($22,500 in txable years begin-
ning after 2004) in the case of married individuals filing a separate
return; and (4) $22,500 in the case of an estate or trust. The ex-
emption amounts are phased out by an amount equal to 25 percent
of the amount by which the individual’s AMTI exceeds (1) $150,000
in the case of married individuals filing joint returns and surviving
spouses, (2) $112,500 in the case of other unmarried individuals,
and (8) 75,0000 in the case of married individuals filing separate

8The regular income tax rates will revert to these percentages for taxable years beginning
after December 31, 2010 under the sunset provision of EGTRRA.

9See the discussion of the provision regarding marriage penalty relief in the 15-percent reg-
ular income tax bracket, above.
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returns or an estate or a trust. These amounts are not indexed for
inflation.

REASONS FOR CHANGE

The Committee believes that high marginal individual income
tax rates reduce incentives for taxpayers to work, to save, and to
invest and, thereby, have a negative effect on the long-term health
of the economy. The higher that marginal tax rates are, the greater
is the disincentive for individuals to increase their work effort.
Lower marginal tax rates provide greater incentives to taxpayers
to be entrepreneurial risk takers; the Committee believes that the
high marginal tax rates of prior-law discourage success. The Com-
mittee believes that this tax cut will lead to increased investment
by these businesses, promoting long-term growth and stability in
the economy and rewarding the businessmen and women who pro-
vide a foundation for our country’s success.

In addition, lower marginal tax rates help remove the barriers
that lower-income families face as they try to enter the middle
class. The lower the marginal tax rates for lower-income families,
the greater is the incentive to work. The expanded 10-percent rate
bracket provides an incentive for these taxpayers to increase their
work effort.

Finally, there are signs that the economy is not growing as fast
as desirable. The Committee believes that immediate tax relief
could encourage growth in the economy by providing individuals
with additional tax relief.

EXPLANATION OF PROVISIONS

10-percent regular income tax rate

The bill accelerates the increase in the taxable income levels for
the 10-percent rate bracket now scheduled for 2008 to be effective
in 2003, 2004, and 2005. Specifically, for 2003, 2004, and 2005, the
proposal increases the taxable income level for the 10-percent reg-
ular income tax rate brackets for unmarried individuals from
$6,000 to $7,000 and for married individuals filing jointly from
$12,000 to $14,000. The taxable income levels for the 10-percent
regular income tax rate bracket will be adjusted annually for infla-
tion for taxable years beginning after December 31, 2003.

For taxable years beginning after December 31, 2005, the taxable
income levels for the 10-percent rate bracket will revert to the lev-
els allowed under present law. Therefore, for 2006 and 2007, the
levels will revert to $6,000 for unmarried individuals and $12,000
for married individuals filing jointly. In 2008, the taxable income
levels for the 10-percent regular income tax rate brackets will be
$7,000 for unmarried individuals and $12,000 for married individ-
uals filing jointly. The taxable income levels for the 10-percent rate
bracket will be adjusted annually for inflation for taxable years be-
ginning after December 31, 2008.

Reduction of other regular income tax rates

The bill accelerates the reductions in the regular income tax
rates in excess of the 15-percent regular income tax rate that are
scheduled for 2004 and 2006. Therefore, for 2003 and thereafter,
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the regular income tax rates in excess of 15 percent under the pro-
posal are 25 percent, 28 percent, 33 percent, and 35 percent.

Alternative minimum tax exemption amounts

The bill increases the AMT exemption amount for married tax-
payers filing joint returns and surviving spouses to $64,000, and
for unmarried taxpayers to $43,250, for taxable years beginning in
2003, 2004, and 2005.

EFFECTIVE DATE

The provision is effective for taxable years beginning after De-
cember 31, 2002 and before January 1, 2006.

TITLE II—GROWTH INCENTIVES FOR BUSINESS

A. SPECIAL DEPRECIATION ALLOWANCE FOR CERTAIN PROPERTY
(Sec. 201 of the bill and sec. 168 of the Code)
PRESENT LAW

In general

A taxpayer is allowed to recover, through annual depreciation de-
ductions, the cost of certain property used in a trade or business
or for the production of income. The amount of the depreciation de-
duction allowed with respect to tangible property for a taxable year
is determined under the modified accelerated cost recovery system
(“MACRS”). Under MACRS, different types of property generally
are assigned applicable recovery periods and depreciation methods.
The recovery periods applicable to most tangible personal property
(generally tangible property other than residential rental property
and nonresidential real property) range from 3 to 25 years. The de-
preciation methods generally applicable to tangible personal prop-
erty are the 200-percent and 150-percent declining balance meth-
ods, switching to the straight-line method for the taxable year in
which the depreciation deduction would be maximized.

Section 280F limits the annual depreciation deductions with re-
spect to passenger automobiles to specified dollar amounts, indexed
for inflation.

Section 167(f)(1) provides that capitalized computer software
costs, other than computer software to which section 197 applies,
are recovered ratably over 36 months.

In lieu of depreciation, a taxpayer with a sufficiently small
amount of annual investment generally may elect to deduct up to
$25,000 of the cost of qualifying property placed in service for the
taxable year (sec. 179). In general, qualifying property is defined as
depreciable tangible personal property that is purchased for use in
the active conduct of a trade or business.

Additional first year depreciation deduction

The Job Creation and Worker Assistance Act of 200210
(“JCWAA”) allows an additional first-year depreciation deduction

10 Pub. Law No. 107-147, sec. 101 (2002).
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equal to 30 percent of the adjusted basis of qualified property.1?
The amount of the additional first-year depreciation deduction is
not affected by a short taxable year. The additional first-year de-
preciation deduction is allowed for both regular tax and alternative
minimum tax purposes for the taxable year in which the property
is placed in service.12 The basis for the property and the deprecia-
tion allowances in the year of purchase and later years are appro-
priately adjusted to reflect the additional first-year depreciation de-
duction. In addition, there are no adjustments to the allowable
amount of depreciation for purposes of computing a taxpayer’s al-
ternative minimum taxable income with respect to property to
which the provision applies. A taxpayer is allowed to elect out of
the additional first-year depreciation for any class of property for
any taxable year.

In order for property to qualify for the additional first-year de-
preciation deduction it must meet all of the following requirements.
First, the property must be property (1) to which MACRS applies
with an applicable recovery period of 20 years or less, (2) water
utility property (as defined in section 168(e)5)), (3) computer soft-
ware other than computer software covered by section 197, or (4)
qualified leasehold improvement property (as defined in section
168(k)(3)).13 Second, the original use 14 of the property must com-
mence with the taxpayer on or after September 11, 2001.15 Third,
the taxpayer must purchase the property within the applicable
time period. Finally, the property must be placed in service before
January 1, 2005. An extension of the placed in service date of one
year (i.e., January 1, 2006) is provided for certain property with a
recovery period of ten years or longer and certain transportation
property.16 Transportation property is defined as tangible personal
property used in the trade or business of transporting persons or
property.

The applicable time period for acquired property is (1) after Sep-
tember 10, 2001 and before September 11, 2004, but only if no
binding written contract for the acquisition is in effect before Sep-
tember 11, 2001, or (2) pursuant to a binding written contract
which was entered into after September 10, 2001, and before Sep-

11The additional first-year depreciation deduction is subject to the general rules regarding
whether an item is deductible under section 162 or subject to capitalization under section 263
or section 263A.

*2However, the additional first-year depreciation deduction is not allowed for purposes of com-
puting earnings and profits.

13A special rule precludes the additional first-year depreciation deduction for any property
that is required to be depreciated under the alternative depreciation system of MACRg.

14The term “original use” means the first use to which the property is put, whether or not
such use corresponds to the use of such property by the taxpayer.

If in the normal course of its business a taxpayer sells fractional interests in property to unre-
lated third parties, then the original use of such property begins with the first user of each frac-
tional interest (i.e., each fractional owner is considered the original user of its proportionate
share of the property.

15A special rule applies in the case of certain leased property. In the case of any property
that is originally placed in service by a person and that is sold to the taxpayer and leased back
to such person by the taxpayer within three months after the date that the property was placed
in service, the property would be treated as originally placed in service by the taxpayer not ear-
lier than the date that the property misused under the lease back.

If property is originally placed in service by a lessor (including by operation of section
168(k)(2)(D)(1), such property is sold within three months after the date that the property was
placed service,and the user of such property does not change, then the property is treated as
originally placed in service by the taxpayer not earlier than the date of such sale. A technical
correction may be needed so the statute reflects this intent. .

'¢In order for property to qualify for the extended placed in service data, the property is re-
quired to have a production period exceeding two years or an estimated production period ex-
ceeding one year and a cost exceeding $1 million.
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tember 11, 2004.17 With respect to property that is manufactured,
constructed, or produced by the taxpayer for use by the taxpayer,
the taxpayer must begin the manufacture, construction, or produc-
tion or the property after September 10, 2001, and before Sep-
tember 11, 2004. Property that is manufactured, constructed, or
produced for the taxpayer by another person under a contract that
is entered into prior to the manufacture, construction, or produc-
tion of the property is considered to be manufactured, constructed,
or produced by the taxpayer. For property eligible for the extended
placed in service date, a special rule limits the amount of costs eli-
gible for the additional first year depreciation. With respect to such
property, only the portion of the basis that is properly attributable
to the costs incurred before September 11, 2004 (“progress expendi-
tures”) is eligible for the additional first-year depreciation.18

Property does not qualify for the additional first-year deprecia-
tion deduction when the user of such property (or a related party)
would not have been eligible for the additional first-year deprecia-
tion deduction if the user (or a related party) were treated as the
owner.® For example, if a taxpayer sells to a related party prop-
erty that was under construction prior to September 11, 2001, the
property does not qualify for the additional first-year depreciation
deduction. Similarly, if a taxpayer sells to a related party property
that was subject to a binding written contract prior to September
11, 2001, the property does not qualify for the additional first-year
depreciation deduction. As a further example, if a taxpayer (the les-
see) sells property in a sale-leaseback arrangement, and the prop-
erty otherwise would not have qualified for the additional first-year
depreciation deduction if it were owned by the taxpayer-lessee,
then the lessor is not entitled to the additional first-year deprecia-
tion deduction.

The limitation on the amount of depreciation deductions allowed
with respect to certain passenger automobiles (sec. 280F) is in-
creased in the first year by $4,600 for automobiles that qualify (and
do not elect out of the increased first year deduction). The $4,600
increase is not indexed for inflation.

REASONS FOR CHANGE

The Committee believes that increasing and extending the addi-
tional first-year depreciation will accelerate purchases of equip-
ment, promote capital investment, modernization, and growth, and
will help to spur an economic recovery. As businesses accelerate
their purchases of equipment current employment will increase to
produce that equipment. Current business expansion also will in-
crease employment opportunities in the years ahead.

EXPLANATION OF PROVISION

The provision provides an additional first-year depreciation de-
duction equal to 50 percent of the adjusted basis of qualified prop-

17 Property does not fail to qualify for the additional first-year depreciation merely because
a binding written contract to acquire a component of the property is in effect prior to September
11, 2001.

18For purposes of determining the amount of eligible progress expenditures, it is intended
that rules similar to sec. 46(dX3) as in effect prior to the Tax Reform Act of 1986 shall apply.

19 A technical correction may be needed so that the statute reflects this intent.
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erty.20 Qualified property is defined in the same manner as for pur-
poses of the 30-percent additional first-year depreciation deduction
provided by the JCWAA except that the applicable time period for
acquisition (or self construction) of the property is modified. In ad-
dition, property must be placed in service before January 1, 2006
to qualify.2! Property eligible for the 50-percent additional first
year depreciation deduction is not eligible for the 30-percent addi-
tional first year depreciation deduction.

Under the provision, in order to qualify the property must be ac-
quired after May 5, 2003 and before January 1, 2006, and no bind-
ing written contract for the acquisition is in effect before May 6,
2003.22 With respect to property that is manufactured, constructed,
or produced by the taxpayer for use by the taxpayer, the taxpayer
must begin the manufacture, construction, or production of the
property after May 5, 2003. For property eligible for the extended
placed in service date (i.e., certain property with a recovery period
of ten years or longer and certain transportation property), a spe-
cial rule limits the amount of costs eligible for the additional first
year depreciation. With respect to such property, only progress ex-
penditures properly attributable to the costs incurred before Janu-
ary 1, 2006 shall be eligible for the additional first year deprecia-
tion.23

The Committee wishes to clarify that the adjusted basis of quali-
fied property acquired by a taxpayer in a like kind exchange or an
involuntary conversion is eligible for the additional first year de-
preciation deduction.

The provision also increases the limitation on the amount of de-
preciation deductions allowed with respect to certain passenger
automobiles (sec. 280F of the Code) in the first year by $9,200 (in
lieu of the $4,600 provided under the JCWAA) for automobiles that
qualify (and do not elect out of the increased first year deduction).
The $9,200 increase is not indexed for inflation.

For property eligible for the present law 30-percent additional
first year depreciation, the provision extends the date of the placed
in service requirement to property placed in service prior to Janu-
ary 1, 2006 (from January 1, 2005). Thus, property otherwise quali-
fying for the 30-percent additional first year depreciation deduction
will now qualify if placed in service prior to January 1, 2006. The
provision also extends the placed in service date requirement for
certain property with a recovery period of ten years or longer and
certain transportation property to property placed in service prior
to January 1, 2007 (instead of January 1, 2006). In addition,
progress expenditures eligible for the 30-percent additional first
year depreciation is extended to include costs incurred prior to Jan-
uary 1, 2006 (instead of September 11, 2004).

20A taxpayer is permitted to elect out of the additional first-year depreciation deduction for
any class of property for any taxable year.

21An extension of the placed in service date of one year (i.e., January 1, 2007) is provided
for certain property with a recovery period of ten years or longer and certain transportation
property as defined for purposes of the JCWAA.

22Property does not fail to qualify for the additional first-year depreciation merely because
a binding written contract to acquire a component of the property is in effect prior to May 6,
2003. However, no additional first-year depreciation is permitted on any such component. No
inference is intended as to the proper treatment of components placed in service under the 30%
additional first-year depreciation provided by the JCWAA. .

ZFor purposes of determining the amount of eligible progress expenditures, it is intended
that rules similar to sec. 46(dX3) as in effect prior to the Tax Reform Act of 1986 shall apply.
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EFFECTIVE DATE

20’£§1e provision applies to property placed in service after May 5,

B. INCREASE SECTION 179 EXPENSING
(Sec. 202 of the bill and sec. 179 of the Code)
PRESENT LAW

Present law provides that, in lieu of depreciation, a taxpayer
with a sufficiently small amount of annual investment may elect to
deduct up to $25,000 (for taxable years beginning in 2003 and
thereafter) of the cost of qualifying property placed in service for
the taxable year (sec. 179).24 In general, qualifying property is de-
fined as depreciable tangible personal property that is purchased
for use in the active conduct of a trade or business. The $25,000
amount is reduced (but not below zero) by the amount by which the
cost of qualifying property placed in service during the taxable year
exceeds $200,000. An election to expense these items generally is
made on the taxpayer’s original return for the taxable year to
which the election relates, and may be revoked only with the con-
sent of the Commissioner.?5 In general, taxpayers may not elect to
expense off-the-shelf computer software.26

The amount eligible to be expensed for a taxable year may not
exceed the taxable income for a taxable year that is derived from
the active conduct of a trade or business (determined without re-
gard to this provision). Any amount that is not allowed as a deduc-
tion because of the taxable income limitation may be carried for-
ward to succeeding taxable years (subject to similar limitations).
No general business credit under section 38 is allowed with respect
to any amount for which a deduction is allowed under section 179.

REASONS FOR CHANGE

The Committee believes that section 179 expensing provides two
important benefits for small businesses. First, it lowers the cost of
capital for tangible property used in a trade or business. With a
lower cost of capital, the Committee believes small business will in-
vest in more equipment and employ more workers. Second, it elimi-
nates depreciation recordkeeping requirements with respect to ex-
pensed property. In order to increase the value of these benefits
and to increase the number of taxpayers eligible, the Committee
bill increases the amount allowed to be expensed under section 179
and increases the amount of the phase-out threshold, as well as in-
dexing these amounts.

The Committee also believes that purchased computer software
should be included in the section 179 expensing provision so that
it is not disadvantaged relative to developed software. In addition,
the Committee believes that the process of making and revoking
section 179 elections should be made simpler and more efficient for

24 Additional section 179 incentives are provided with respect to a qualified property used by
a business in the New York Liberty Zone (sec. 1400(f)) or an empowerment zone (sec. 1397A).

25Section 179(c)(2).

26 Section 179(d)(1) requires that property be tangible to be eligible for expensing; in general,
computer software is intangible property.
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taxpayers by eliminating the requirement for the consent of the
Commissioner.

EXPLANATION OF PROVISION

The provision provides that the maximum dollar amount that
may be deducted under section 179 is increased to $100,000 for
property placed in service in taxable years beginning in 2003, 2004,
2005, 2006, and 2007. In addition, the $200,000 amount is in-
creased to $400,000 for property placed in service in taxable years
beginning in 2003, 2004, 2005, 2006, and 2007. The dollar limita-
tions are indexed annually for inflation for taxable years beginning
after 2003 and before 2008. The provision also includes off-the-shelf
computer software placed in service in a taxable year beginning in
2003, 2004, 2005, 2006, or 2007, as qualifying property. With re-
spect to a taxable year beginning after 2002 and before 2008, the
provision permits taxpayers to make or revoke expensing elections
on amended returns without the consent of the Commissioner.

EFFECTIVE DATE

The provision is effective for taxable years beginning after De-
cember 31, 2002.

C. FIVE-YEAR CARRYBACK OF NET OPERATING LOSSES
(Sec. 203 of the bill and secs. 172 and 56 of the Code)
PRESENT LAW

A net operating loss (“NOL”) is, generally, the amount by which
a taxpayer’s allowable deductions exceed the taxpayer’s gross in-
come. A carryback of an NOL generally results in the refund of
Federal income tax for the carryback year. A carryforward of an
NOL reduces Federal income tax for the carryforward year.

In general, an NOL may be carried back two years and carried
forward 20 years to offset taxable income in such years.27 Different
rules apply with respect to NOLs arising in certain circumstances.
For example, a three-year carryback applies with respect to NOLs
(1) arising from casualty or theft losses of individuals, or (2) attrib-
utable to Presidentially declared disasters for taxpayers engaged in
a farming business or a small business. A five-year carryback pe-
riod applies to NOLs from a farming loss (regardless of whether
the loss was incurred in a Presidentially declared disaster area).
Special rules also apply to real estate investment trusts (no
carryback), specified hiability losses (10-year carryback), and excess
interest losses (no carryback to any year preceding a corporate eq-
uity reduction transaction).

The alternative minimum tax rules provide that a taxpayer’s
NOL deduction cannot reduce the taxpayer’s alternative minimum
taxable income (“AMTI”) by more than 90 percent of the AMTI (de-
termined without regard to the NOL deduction).

Section 202 of the Job Creation and Worker Assistance Act of
200228 (“JCWAA”) provided a temporary extension of the general
NOL carryback period to five years (from two years) for NOLs aris-

27Sec. 172.
28 Pub. Law No. 107-147.
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ing in taxable years ending in 2001 and 2002. In addition, the five-
year carryback period applies to NOLs from these years that qual-
ify under present law for a three-year carryback period (i.e., NOLs
arising from casualty or theft losses of individuals or attributable
to certain Presidentially declared disaster areas).

A taxpayer can elect to forgo the five-year carryback period. The
election to forgo the five-year carryback period is made in the man-
ner prescribed by the Secretary of the Treasury and must be made
by the due date of the return (including extensions) for the year of
the loss. The election is irrevocable. If a taxpayer elects to forgo the
five-year carryback period, then the losses are subject to the rules
that 2(S)”cherwise would apply under section 172 absent the provi-
sion.

JCWAA also provided that an NOL deduction attributable to
NOL carrybacks arising in taxable years ending in 2001 and 2002,
as well as NOL carryforwards to these taxable years, may offset
100 percent of a taxpayer’s AMTI.30

REASONS FOR CHANGE

The NOL carryback and carryover rules are designed to allow
taxpayers to smooth out swings in business income (and Federal
income taxes thereon) that result from business cycle fluctuations
and unexpected financial losses. The uncertain economic conditions
that resulted in the enactment of the five-year carryback of NOLs
as part of the JCWAA have continued with many taxpayers con-
tinuing to incur unexpected financial losses. A temporary extension
of the five-year NOL carryback period provides taxpayers in all sec-
tors of the economy who are experiencing such losses the ability to
increase their cash flow through the refund of income taxes paid
in prior years. This increased cash flow can be used for employing
workers and for capital investments that will provide stimulus to
the economy.

EXPLANATION OF PROVISION

The provision extends the provisions of the five-year carryback of
NOLs enacted in JCWAA to NOLs arising in taxable years ending
in 2003, 2004, and 2005.31

The provision also allows an NOL deduction attributable to NOL
carrybacks arising in taxable years ending in 2003, 2004, and 2005,
as well as NOL carryforwards to these taxable years, to offset 100
percent of a taxpayer’s AMTIL

29 Because JCWAA was enacted after some taxpayers had filed tax returns for years affected
by the provision, as technical correction is needed to provide for a period of time in which prior
decisions regarding the NOL carryback may be reviewed. Similarly, a technical correction is
needed to modify the carryback adjustment procedures of sec. 6411 for NOLs arising in 2001
and 2002. These issues were addressed in a letter dated April 15, 2002, sent by the Chairmen
and Ranking Members of the House Ways and Means Committee and Senate Finance Com-
mittee, as well as in guidance issued by the IRS pursuant to the Congressional letter (Rev. Proc.
2002-40, 2002-23 I.R.B. 1096, June 10, 2002).

30 Section 172(b)(2) should be appropriately applied in computing AMTI to take proper account
of the order that the NOL carryovers and carrybacks are used as a result of this provision. See
section 56(d)(1)(B)(ii).

31 Because certain taxpayers may have already filed tax returns (or be in the process of filing
tax returns) for taxable years ending in 2003, the proposal contains special rules to provide until
November 1, 2003 in which prior decisions regarding the NOL carryback may be reviewed by

taxpayers.

2003-3 C.B.

61



62

2003-3 C.B.

28

EFFECTIVE DATE

The five-year carryback provision is effective for net operating
losses generated in taxable years ending in 2003, 2004 and 2005.

The provision relating to AMTTI is effective for NOL carrybacks
arising in, and NOL carryforwards to, taxable years ending in
2003, 2004 and 2005.

TITLE III—DIVIDENDS AND CAPITAL GAINS

A. REDUCE INDIVIDUAL CAPITAL GAINS RATES
(Sec. 301 of the bill and sec. 1(h) of the Code)
PRESENT LAW

In general, gain or loss reflected in the value of an asset is not
recognized for income tax purposes until a taxpayer disposes of the
asset. On the sale or exchange of a capital asset, any gain generally
is included in income. Any net capital gain of an individual is taxed
at maximum rates lower than the rates applicable to ordinary in-
come. Net capital gain is the excess of the net long-term capital
gain for the taxable year over the net short-term capital loss for
the year. Gain or loss is treated as long-term if the asset is held
for more than one year.

Capital losses generally are deductible in full against capital
gains. In addition, individual taxpayers may deduct capital losses
against up to $3,000 of ordinary income in each year. Any remain-
ing unused capital losses may be carried forward indefinitely to an-
other taxable year.

A capital asset generally means any property except (1) inven-
tory, stock in trade, or property held primarily for sale to cus-
tomers in the ordinary course of the taxpayer’s trade or business,
(2) depreciable or real property used in the taxpayer’s trade or
business, (3) specified literary or artistic property, (4) business ac-
counts or notes receivable, (5) certain U.S. publications, (6) certain
commodity derivative financial instruments, (7) hedging trans-
actions, and (8) business supplies. In addition, the net gain from
the disposition of certain property used in the taxpayer’s trade or
business is treated as long-term capital gain. Gain from the dis-
position of depreciable personal property is not treated as capital
gain to the extent of all previous depreciation allowances. Gain
from the disposition of depreciable real property is generally not
treated as capital gain to the extent of the depreciation allowances
in excess of the allowances that would have been available under
the straight-line method of depreciation.

The maximum rate of tax on the adjusted net capital gain of an
individual is 20 percent. In addition, any adjusted net capital gain
which otherwise would be taxed at a 15-percent rate is taxed at a
10-percent rate. These rates apply for purposes of both the regular
tax and the alternative minimum tax.

The “adjusted net capital gain” of an individual is the net capital
gain reduced (but not below zero) by the sum of the 28-percent rate
gain and the unrecaptured section 1250 gain. The net capital gain
is reduced by the amount of gain that the individual treats as in-
vestment income for purposes of determining the investment inter-
est limitation under section 163(d).
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The term “28-percent rate gain” means the amount of net gain
attributable to long-term capital gains and losses from the sale or
exchange of collectibles (as defined in section 408(m) without re-
gard to paragraph (3) thereof), an amount of gain equal to the
amount of gain excluded from gross income under section 1202 (re-
lating to certain small business stock),32 the net short-term capital
loss for the taxable year, and any long-term capital loss carryover
to the taxable year.

“Unrecaptured section 1250 gain” means any long-term capital
gain from the sale or exchange of section 1250 property (i.e., depre-
ciable real estate) held more than one year to the extent of the gain
that would have been treated as ordinary income if section 1250
applied to all depreciation, reduced by the net loss (if any) attrib-
utable to the items taken into account in computing 28=percent
rate gain. The amount of unrecaptured section 1250 gain (before
the reduction for the net loss) attributable to the disposition of
property to which section 1231 applies shall not exceed the net sec-
tion 1231 gain for the year.

The unrecaptured section 1250 gain is taxed at a maximum rate
of 25p percent, and the 28-percent rate gain is taxed at a maximum
rate of 28 percent. Any amount of unrecaptured section 1250 gain
or 28=percent rate gain otherwise taxed at a 15-percent rate is
taxed at the 15-percent rate.

Any gain from the sale or exchange of property held more than
five years that would otherwise be taxed at the 10-percent rate is
taxed at an 8-percent rate. Any gain from the sale or exchange of
property held more than five years and the holding period for
which begins after December 31, 2000, which would otherwise be
taxed at a 20-percent rate is taxed at an 18-percent rate.

REASONS FOR CHANGE

The Committee believes it is important that tax policy be condu-
cive to economic growth. The Committee believes that reducing the
capital gains tax lowers the cost of capital and will lead to eco-
nomic growth and the creation of jobs. Economic growth cannot
occur without savings, investment, and the willingness of individ-
uals to take risks. The greater the pool of savings, the greater will
be the monies available for business investment. It is through such
investment that the United States’ economy can increase output,
productivity, and employment. It is through increases in produc-
tivity that workers earn higher real wages. Increases in investment
create more employment opportunities. Hence, a greater saving
rate is necessary for all Americans to benefit from a higher stand-
ard of living.

The Committee believes that, by reducing the effective tax rates
on capital gains, American households will respond by increasing
savings. The Committee believes it is important to encourage risk-
taking and believes a reduction in the taxation of capital gains will
have that effect. The Committee also believes that a reduction in
the taxation of capital gains will improve the efficiency of the mar-
kets, because the taxation of capital gains upon realization encour-
ages investors who have accrued past gains to keep their monies

32 This results in a maximum effective regular tax rate on qualified gain from small business
stock of 14 percent.
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“locked in” to such investments even when better investment op-
portunities present themselves. A reduction in the taxation of cap-
ital gains should reduce this “look in” effect.

EXPLANATION OF PROVISION

The provision reduces the 10 and 20 percent rates on the ad-
justed net capital gain to five and 15 percent, respectively. These
lower rates apply to both the regular tax and the alternative min-
imum tax. The lower rates apply to assets held more than one year.

EFFECTIVE DATE

The provision applies to taxable years ending on or after May 6,
2003, and beginning before January 1, 2013.

For taxable years that include May 6, 2003, the lower rates apply
to amounts properly taken into account for the portion of the year
on or after that date. This generally has the effect of applying the
lower rates to capital assets sold or exchanged (and installment
payments received) on or after May 6, 2003. In the case of gain and
loss taken into account by a pass-through entity, the date taken
in1io account by the entity is the appropriate date for applying this
rule.

B. DivIDEND INCOME OF INDIVIDUALS TAXED AT CAPITAL GAIN
RATES

(Sec. 302 of the bill and sec. 1(h) of the Code)
PRESENT LAW

Under present law, dividends received by an individual are in-
cluded in gross income and taxed as ordinary income at rates up
to 38.6 percent.33

The rate of tax on the net capital gain of an individual generally
is 20 percent (10 percent34 with respect to income which would
otherwise be taxed at the 10- or 15-percent rate).35 Net capital gain
means net gain from the sale or exchange of capital assets held for
more than one year in excess of net loss from the sale or exchange
of capital assets held not more than one year.

REASONS FOR CHANGE

The Committee believes it is important that tax policy be condu-
cive to economic growth. The Committee believes that reducing the
individual tax on dividends lowers the cost of capital and will lead
to economic growth and the creation of jobs. Economic growth is
impeded by tax-induced distortions in the capital markets. Miti-
gating these distortions will improve the efficiency of the capital
markets. In addition, reducing the aggregate tax burden on invest-
ments made by corporations will lower the cost of capital needed
to finance new investments and lead to increases in aggregate na-
tional investment and increases in private sector employment. It is
through such investment that the United States’ economy can in-
crease output, employment, and productivity. It is through in-

33Section 105 of the bill reduces the maximum rate to 35 percent.
34 An eight percent rate applies to property held more than five years. .
35 Section 301 of the bill reduces the capital gain rates to five and 15 percent, respectively.
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creases in productivity that workers earn higher real wages and all
Americans benefit from a higher standard of living.

The Committee observes that present law imposes different total
tax burdens on income from different investments. The Committee
believes that, by placing different tax burdens on different invest-
ments, the present system results in economic distortions. The
Committee observes that present law distorts individual and cor-
porate financial decisions. The Committee observes that because in-
terest payments on the debt are deductible, present law encourages
corporations to finance using debt rather than equity. The Com-
mittee believes that the increase in corporate leverage, while bene-
ficial to each corporation from a tax perspective, may place the
economy at risk of more bankruptcies during an economic down-
turn. In addition, the Committee finds that present law, by taxing
dividend income at a higher rate than income from capital gains,
encourages corporations to retain earnmings rather than to dis-
tribute them as taxable dividends. If dividends are discouraged,
shareholders may prefer that corporate management retain and re-
invest earnings rather than pay out dividends, even if the share-
holder might have an alternative use for the funds that could offer
a higher rate of return than that earned on the retained earnings.
This is another source of inefficiency as the opportunity to earn
higher pre-tax returns is bypassed in favor of lower pre-tax re-
turns.

EXPLANATION OF PROVISION

Under the provision, dividends received by an individual share-
holder from domestic corporations are taxed at the same rates that
apply to net capital gain. This treatment applies for purposes of
both the regular tax and the alternative minimum tax. Thus, under
the %xéovision, dividends will be taxed at rates of five and 15 per-
cent.

If a shareholder does not hold a share of stock for more than 45
days during the 90-day period beginning 45 days before the ex-divi-
dend date (as measured under section 246(c)),37 dividends received
on the stock are not eligible for the reduced rates. Also, the reduced
rates are not available for dividends to the extent that the taxpayer
is obligated to make related payments with respect to positions in
substantially similar or related property.

If an individual receives an extraordinary dividend (within the
meaning of section 1059(c)) eligible for the reduced rates with re-
spect to any share of stock, any loss on the sale of the stock is
treated as a long-term capital loss to the extent of the dividend.

A dividend is treated as investment income for purposes of deter-
mining the amount of deductible investment interest only if the
taxpayer elects to treat the dividend as not eligible for the reduced
rates.

The amount of dividends qualifying for reduced rates that may
be paid by a regulated investment company or real estate invest-
ment trust, for any taxable year that the aggregate qualifying divi-
dends received by the company or trust are less than 95 percent
of its gross income (as specially computed), may not exceed the

36 Payments in lieu of dividends are not eligible for the lower rates. See section 6045(d) relat-
ing to statements required to be furnished by brokers regarding these payments.
371n the case of preferred stock, the periods are doubled.
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amount of the aggregate qualifying dividends received by the com-
pany or trust.

The reduced rates do not apply to dividends received from an or-
ganization that was exempt from tax under section 501 or was a
tax-exempt farmers’ cooperative in either the taxable year of the
distribution or the preceding taxable year; dividends received from
a mutual savings bank that received a deduction under section 591;
or deductible dividends paid on employer securities.

The tax rate for the accumulated earnings tax (sec. 531) and the
personal holding company tax (sec. 541) is reduced to 15 percent.

Amounts treated as ordinary income on the disposition of certain
preferred stock (sec. 306) are treated as dividends for purposes of
applying the reduced rates.

The collapsible corporation rules (sec. 341) are repealed.

EFFECTIVE DATE

The provision is effective for taxable years beginning after De-
cember 31, 2002, and beginning before January 1, 2013.

TITLE IV—MODIFICATION TO CORPORATE ESTIMATED TAX
REQUIREMENTS

(Sec. 401 of the bill)
PRESENT LAW

In general, corporations are required to make quarterly esti-
mated tax payments of their income tax liability (section 6655). For
a corporation whose taxable year is a calendar year, these esti-
mated tax payments must be made by April 15, June 15, Sep-
tember 15, and December 15.

REASONS FOR CHANGE

The Committee believes that it is appropriate to modify these
corporate estimated tax requirements.

EXPLANATION OF PROVISION

With respect to corporate estimated tax payments due on Sep-
tember 15, 2003, 52 percent is required to be paid by October 1,
2003.

EFFECTIVE DATE

The provision is effective on the date of enactment.

II1. VOTES ON THE COMMITTEE

In compliance with clause 3(b) of rule XIII of the Rules of the
House of Representatives, the following statements are made con-
cerning the votes of the Committee on Ways and Means in its con-
sideration of the bill, HR. 2.

MOTION TO REPORT THE BILL

The bill, H.R. 2, as amended, was ordered favorably reported by
a rollcall vote of 24 yeas to 15 nays (with a quorum being present).
The vote was a follows:
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Representative Yea Nay Present Representative Yea Nay Present

Mr. Thomas ... Mr. Rangel ... X
Mr. Crane .. Mr. Stark ... X
Mr. Shaw ... Mr. Matsui .... X
Mrs. Johnson . Mr. Levin .. X
Mr. Houghton Mr. Cardin X
Mr. Herger ..... Mr. McDermott . X
Mr. McCrery ... Mr. Kleczka X
Mr. Camp Mr. Lewis {GA) ....ooocoreerreeee. X
Mr. Ramstad . Mr. Neal X
Mr. Nussle . Mr. McNulty ...... X
Mr. Johnson Mr. Jefferson

Ms. Dunn Mr. Tanner ... e
Mr. Collins ... Mr. Becerma ..o e X
Mr. Portman .. Mr. Doggett .. X
Mr. English ... Mr. Pomeroy . X
Mr. Hayworth . Mr. Sandlin .. X
Mr. Weller ...... Ms. Tubbs Jones ...coocceves e X
Mr. Hulshof ...

Mr.

Mr.

Mr.

Mr.
Mr. Ryan
Mr.

DC D W D D D 3 D K e e L D D e e K D D D K

VOTES ON AMENDMENTS

A rollcall vote was conducted on the following amendments to the
Chairman’s amendment in the nature of a substitute.

An amendment by Mr. Stark to suspend the rate reductions on
capital gains and dividend income until the director of OMB cer-
tifies that the federal budget is in surplus, was defeated by a roll-
call vote of 14 yeas to 24 nays. The vote was as follows:

Representative Yea Nay Present Representative Yea Nay Present

Mr. Thomas ... X Mr. Rangel ... X
Mr. Crane .. X Mr. Stark .. X
Mr. Shaw ... X M MatSUl e e
Mrs. Johnson . X X
Mr. Houghton X X
Mr. Herger ... X Mr. McDermott .. X
Mr. McCrery X Mr. Kleczha ... X
Mr. Camp X Mr. Lewis (GA) .. X
Mr. Ramstad . X Mr. Neal X
Mr. Nussle X Mr. McNulty
Mr. Johnson X Mr. Jefferson X
Ms. Dunn .. X Mr. Tanner
Mr. Collins ... X Mr. Becerra .. X
Mr. Portman .. X Mr. Doggett .. X
Mr. English ... X Mr. Pomeroy . X
Mr. Hayworth . X Mr. Sandlin .. X
Mr. Weller ...... X Ms. Tubbs Jones X
Mr. Rulshof ... X

Mr. Mcinnis ... X

Mr. Lewis (KY) X

Mr. Foley ... X

Mr. Brady .. X

Mr Ryan .o s X

ME CONtOT oo s X

An amendment by Mr. Cardin to have amendments in Title III
of the bill take effect only if the Secretary of the Treasury certifies,
in consultation with the Secretary of Labor, that the Temporary
Extended Unemployment Compensation Act of 2002 has been ex-
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tended and modified in the manner proposed by the bill, H.R. 1652
(108th Congress), was defeated by a rollcall vote of 14 yeas to 23

nays.
Representative Yea Nay Present Representative Yea Nay Present
Mr. Thomas X Mr. Rangel ... X
Mr. Crane X Mr. Stark .. X
Mr. Shaw ... . X ME MAtSUE s
Mrs. Johnsen —..........cccon.... X Mr. Levin .. X
Mr. Houghton ......cooooooe... X Mr. Cardin ... X
Mr. Herger ... X Mr. McDermott . X
Mr. McCrery . X Mr. Kleczka ....... X
MECBMP ot e i Mr. Lewis (GA) . X
Mr. Ramstad X Mr. Neal ... X
Mr. Nussle ... X Mr. MeNulty oo
Mr. Johnson . X Mr. Jefferson X
Ms. Dunn ... X Mr. Tanner ..o e
Mr. Collins .. X Mr. Becerra .. X
Mr. Portman X Mr. Doggett .. X
Mr. English . X Mr. Pomeroy . X
Mr. Hayworth X Mr. Sandlin .. X
Mr. Weller ... X Ms. Tubbs Jones ... X
Mr. Hulshop X
Mr. Mclnis ... X
Mr. Lewis {KY) X
Mr. Foley ... X
Mr. Brady X
Mr. Ryan ... X
Mr. Cantor ... X

An amendment by Mr. McDermott, which would provide to indi-
viduals, a refundable tax credit equal to the amount of payroll
taxes paid on the first $20,000 of wages, was defeated by a rollcall
vote of 13 yeas to 24 nays. The vote was as follows:

Representative Yea Nay Present Representative Yea Nay Present
Mr. Thomas . X Mr. Rangel X
Mr. Crane X Mr. Stark ... X
Mr ShaW ot e, X M MAtSUI oo e
Mrs. Johnsol X Mr. Levin .. X
Mr. Houghton X Mr. Cardin . X
Mr. Herger ... X Mr. McDermott X
Mr. McCrery .. X Mr. Kleczka . X
Mr. Camp ... X Mr. Lewis (GA X
Mr. Ramstad ... X Mr. Neal ... X
Mr. Nussle ... X ME MENUIY s e,
Mr. Johnson .. X Mr. Jefferson X
Ms. Dunn X Mr. Tanner ...ccommvvcceceies v,
Mr. Collins X Mr. Becerra ... X
Mr. Portman . X Mr. Doggett X
Mr. English .. X Mr. POMENY oovooveccrs v,
Mr. Hayworth X Mr. Sandlin ... X
Mr. Weller ..... X Ms. Tubbs Jones X
Mr. Hulshof .. X
MEMEINBIS e s
Mr. Lewis (KY) . X
Mr. Foley ... X
Mr. Brady . X e oo
Mr. Ryan .. K e
Mr. Cantor ... X

An amendment by Mr. Becerra, which would accelerate the
earned income credit phase-out amount increase under current law
for joint filers to $3,000, effective in taxable years beginning after
December 31, 2002, and reduces the capital gains rate reductions
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in the bill by the appropriate amount to offset the revenue reduc-
tion caused by this acceleration, was defeated by a rollcall vote of
15 yeas to 22 nays. The vote was as follows:

Representative Yea Nay Present Representative Yea Nay Present
Mr. Thomas ... X Mr. Rangel ..o
Mr. Crane ....... X Mr. Stark
) S Mr. MatsUi oo
Mrs. Johnson . X Mr. Levin
Mr. Houghton . X Mr. Cardin oo
Mr. Herger X Mr. McDermott ..
Mr. McCrery X Mr. Kleczka ...
Mr. Camp X Mr. Lewis (GA)
Mr. Ramstad .. X Mr. Neal
Mr. Nussle . X Mr. McNulty
Mr. Johnson X Mr. Jefferson .
Ms. Durn .. X Mr. Tanner .
Mr. Collins X Mr. Becerra ...
Mr. Portman X Mr. Doggett
Mr. English X Mr. Pomeroy ..
Mr. Hayworth .. X wvereenn M. Sandlin .
ME WelIBr oo s e s Ms. Tubbs Jones ................
Mr. Hutshof X
Me MEINAIS e e e
Mr. Lewis (KY) X
Mr. Foley ... X
Mr. Brady .. X
Mr. Ryan .. X
Mr. Cantor . X

An amendment by Mr. Neal to raise the AMT exclusion to
$64,000 for married couples, and indexes it for inflation through
the end of the decade, and strikes Title III, was defeated by a roll-
call vote of 15 yeas to 23 nays. The vote was as follows:

Representative Yea Nay Present Representative Yea Nay Present
Mr. Thomas X Mr. Rangel ... . X
Mr. Crane .. X Mr. Stark X
Mr. Shaw ... X ME MatSUi oo
Mrs. Johnson X Mr. Levin
Mr. Houghton .. X Mr. Cardin
Mr. Herger X Mr. McDermott
Mr. McCrery ... X Mr. Kleczka ...
Mr. Camp ... X Mr. Lewis (GA)} ..
Mr. Ramstad .. X Mr. Neal
Mr. Nussle X Mr. McNulty ...
Mr. Johnson X Mr. Jefferson .
Ms. Dunn ....... X ME Tanner c.oeerccrrcns e
Mr. Collins X Mr. Becerra ... X
Mr. Portman X Mr. Doggett X
Mr. English ... X Mr. Pomeroy .. X
Mr. Hayworth .. X Mr. Sandlin ....... X
Mr. Weller ... X Ms. Tubbs Jones X
Mr. Huishof X
Mr. Mcinnis ... X
Mr. Lewis (KY) X
Mr. Foley ...
Mr. Brady
Mr. Ryan ... . X
Mr. Cantor ......coccovcieecs s X
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IV. BUDGET EFFECTS OF THE BILL

A. COMMITTEE ESTIMATE OF BUDGETARY EFFECTS

In compliance with clause 3(d)(2) of the rule XIII of the Rules of
the House of Representatives, the following statement is made con-
cerning the effects on the budget of the revenue provisions of the

bill, H.R. 2 as reported.
The bill is estimated to have the following effects on budget re-

ceipts for fiscal years 2003-2008:

70  2003-3 C.B.
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ESTIMATED BUDGET EFFECTS OF H.R. 2, THE “JOBS AND GROWTH RECONCILIATION TAX ACT OF 2003,” AS REPORTED BY THE COMMITTEE ON WAYS AND MEANS
{Fiscal years 2003-2008, in millions of doilars]

Provision Effective 2003 2004 2005 2006 2007 2008 2003-08
|. Acceleration of Certain Previously Enacted Tax Reductions:
1. Expand the child credit to $1,000 for 2003 through 2005; revert to present-law phase in for  tyba 12/31/02 wovvcevovvvvsr v -1371 -5820 - 15,468 =10,086 s s ~ 45,045
20061,
2. Accelerate the expansion of the 15% individual income tax rate bracket and the increase in  tyba 12/31/02 oo —4.936 — 24,904 - 11,045 =289 o, —43376

the standard deduction for married taxpayers filing joint returns; revert to present-law
phase in for 2006.

3. Accelerate the expansion of the 10% bracket; revert to present-law phase in far 2006 ... tyba 12/31/02 —1,549 —8,445 — 6,596 ~2,007 - 18,597
4. Accelerate the 2006 rate schedull tyba 12/31/02 -9,531 —38.809 — 19,811 - 5,864 — 74,015
5. Increase individual AMT exemption amount by $7,500 single and $15,000 joint for 2003 tyba 12/31/02 .... -~ 1,540 — 13,496 - 20,045 —-17,900 —52,981
and 2004, maintain fevel for 2005.
Total of Title ) -31,267 -91,474 - 72,965 = 38308 i e —234,014
Il. Depreciation and Expensing Provisions:

1. Increase bonus depreciation to 50% and extend through 12/31/05 ..o ppisa 5/5/032 ... — 9,467 -23,733 - 62,552 -21,729 19,121 19,847 ~ 18512
2. Increase section 179 expensing—increase the amount that can be expensed from $25,000 tyba 12/31/02 ... - 1,602 — 2,657 —-1,983 —-3,673 ~4,930 392 — 14,454

to $100,000 and increase the phaseout threshotd amount from $200,000 to $400,000; in-
clude software in section 179 property; and index both the deduction limit and the phase-
out threshold after 2003 (sunset after 2007).
3. Exend S5-year NOL carryback from 2002 bilt for 2003 through 2005 and waive the AMT  NOLs gi tyea 12/31/02 ............ -1 —20,202 -10,915 - 10,217 8518 6,407 -27,021
90% timitation on the allowance of losses {including losses carried forward into tax years
ending in 2003 through 2005 (sunset after 2005).

Total of Title Il ~11,780 - 46,592 — 75450 ~ 35619 22,809 26,646  -119,987
Iil. Dividends and Capital Gains:
1. Tax dividends with an 15%/5% rate structure; sunset 12/31/123 oo dri tyba 12/31/02 ..o -4,315 =171 ~19,507 — 20,387 —21,587 —22,983 - 106,552
2. Tax capital gains with an 15%/5% rate structure; sunset 12/31/12 sofa dai -62 -928 -1,335 ~3,042 ~4,454 - 4,660 - 14,481
Total of Titte IHl. -4317 —18,701 - 20,842 ~ 23,429 - 26,041 -27643 -121,033
IV. Special Estimated Tax Rules for Certain 2003 Corparate Estimated Tax Payments DOE oo -12.826 12,826
Net Total 4 —60,250  —143,941 168,257 ~ 97,356 -3232 -997 475,034

! Advance payment of 2003 child credit paid by rebate with safe harbor.

2Does not apply to any property with binding contract in place before May 6, 2003.

3The estimate assumes that any dividend from a foreign corparation or any dividend described in Internal Revenue Code section 404¢k) would be taxed at ordinary rates. RIC and REIT shareholders receive tax relief to the extent that dividends
paid by the RIC or REIT are qualified dividends received by the RIC or REIT. Also, we have assumed that the proposal would exclude qualified dividends from investment incame for the purpose of Internal Revenue Code Section 163(d). We have
assumed that certain anti-abuse rules, including the imposition of a 45-day holding period, would be adopted.
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2003 2004 2005 2006 2007 2008 2003-08
*includes the following outlay effects 3618 1,042 4,653 4,244 45 44 13,646
SReturns with AMY liability {millions): 2003 2004 2005 2006 2007 2008
Present law 2.2 37 9.7 149 19.2 2338
Change due to proposat -07 -19 -13

tegend for “Effective” column: DOE = date of enactment; doi = date of introduction; dri = dividends received in; gi = generated in; NOLs = net operating losses; ppisa = properly placed in service after,

Note.—Details may not add to totals due to rounding.
Source: Joint Committee on Taxation.

8¢



39

B. STATEMENT REGARDING NEW BUDGET AUTHORITY AND TAX
EXPENDITURES BUDGET AUTHORITY

In compliance with clause 3(c)(2) of rule XIII of the Rules of the
House of Representatives, the Committee states that the bill in-
volves no new or increased budget authority. The Committee fur-
ther states that the revenue reducing income tax provisions in-

volved increased tax expenditures. (See amounts in table in Part
IV.A,, above.)

C. CosT ESTIMATE PREPARED BY THE CONGRESSIONAL BUDGET
OFFICE

In compliance with clause 3(c)(3) of rule XIII of the Rules of the
House of Representatives, requiring a cost estimate prepared by
the CBO, the following statement by CBO is provided.

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,
Washington, DC, May 8, 2003.
Hon. WiLL1IAM “BIiLL” M. THOMAS,
Chairman, Committee on Ways and Means,
House of Representatives, Washington, DC.

DEAR MR. CHAIRMAN: The Congressional Budget Office has pre-
pared the enclosed cost estimate for H.R. 2, the Jobs and Growth
Tax Act of 2003.

If you wish further details on this estimate, we will be pleased
to provide them. The CBO staff contact is Annie Bartsch.

Sincerely,
DoucrLas HoLTzZ-EAKIN,
Director.

Enclosure.

H.R. 2—Jobs and Growth Tax Act of 2003

Summary: The Jobs and Growth Tax Act of 2003 would amend
numerous provisions of existing tax law. The bill would accelerate
to 2003 the income tax rate reductions scheduled for 2004 and
2006. The bill would also accelerate previously enacted tax changes
to increase the child tax credit and expand the 10- and 15-percent
tax brackets. Those changes would revert to tax law currently
scheduled for 2006. In addition, H.R. 2 would increase the exemp-
tion amount for the individual alternative minimum tax (AMT), de-
crease the tax rates for income from dividends and capital gains,
modify tax law relating to bonus depreciation and expensing, and
allow certain 2003 corporate estimated tax payments to be shifted
into 2004.

The Joint Committee on Taxation (JCT) estimates that enacting
the bill would decrease governmental receipts by about $57 billion
in 2003, by about $461 billion over the 2003-2008 period, and by
about $536 billion over the 2003—2013 period. JCT estimates enact-
ing the bill also would increase outlays by about $3.6 billion in
2003, by about $13.6 billion over the 2003-2008 period, and by
about $13.8 billion over the 2003—2013 period.

JCT has determined that HR. 2 contains no private-sector or
intergovernmental mandates as defined by the Unfunded Mandates
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Reform Act (UMRA) and would impose no costs on state, local, or
tribal governments.

Estimated cost to the Federal Government: The estimated budg-
etary impact of the H.R. 2 is shown in the following table. Most of
the budgetary effects of the legislation are reduced in revenues.
However, the bill also would increase outlays by making various
changes to the income tax brackets and rates of taxation. By reduc-
ing the amount of taxes owed, those changes would result in a larg-
er portion of tax credits being refundable—and thus recorded as
outlays rather than reductions in revenues. The act also would in-
crease the child credit, which is refundable under the tax code and
counted as outlays in the budget to the extent that it results in “re-
funds” of income taxes not actually paid. The spending effects of
this legislation would fall within budget function 600 (income secu-
rity).

By fiscal year, in millions of doliars—

2003 2004 2005 2006 2007 2008

CHANGES IN REVENUES AND QUTLAYS FROM REFUNDABLE TAX PROVISIONS
Title 1: Acceleration of Previously Enacted Tax Re-

ductions ! —31,267 —S1474 —72,965 - 38308 0 0
Title Il: Growth Incentives for Businesses ................. -11,78¢ —46,592 —75450 —35619 22809 26,646
Title Il: Reductions in Taxes on Dividends and Cap-

ital Gain! -4377 -18701 20,842 —23429 —26,001 —27,643
Title IV: Modification to Corporate Estimated Tax

Payments for 2003 —12,826 12,826 0 0 0 0

Total effect on revenues and outlays ... —60,250 —143941 —169,257 —9735 —3.232 —997
Outlays for refundable tax credits ® ... 3,618 1,042 4,653 4,244 45 44
Total changes in revenues? ... —56,632 —142899 —164,604 —93112 3,187 —953
CHANGES IN DIRECT SPENDING
Outlays for refundable tax credits ! ....................... 3618 1,042 4,653 4,244 45 44
TOTAL CHANGES
Net increase in budget deficits ... —60,250 —143,94]1 -169,257 —97,35 —3232 —997

! The Joint Committes on Taxation has determined that certain revenue provisions in Titles | and Nl have direct spending effects from the
refundable tax credits. Separate estimates of the effect of each proposal on revenues and outlays are not available.

Note.—Components may not sum to totals because of rounding.
Source: The Joint Committee on Taxation.

Basis of estimate

Revenues

All the estimates for the revenue provisions were provided by
JCT. HR. 2 contains numerous provisions altering existing indi-
vidual and corporate tax law. JCT estimates that, together, the
provisions contained in the bill would decrease federal revenues by
about $57 billion in 2003, by about $461 billion over the 2003-2008
period, and by about $536 billion over the 2003-2013 period.

Title I: Acceleration of Certain Previously Enacted Tax Reduc-
tions. Provisions contained in this title would:

* Accelerate to 2003 the cuts in individual income tax rates
currently scheduled to take place in 2004 and 2006;

» Expand the child credit to $1,000 for 2003 through 2005
and include an advance payment mechanism (rebate) for 2003;

* Accelerate the expansion of the 15 percent tax bracket and
increase in the standard deduction for married taxpayers filing
a joint return to 2003, and revert to present law in 2006;
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» Accelerate the expansion of the 10 percent tax bracket for
all taxpayers to 2003, and revert to present law in 2006; and

¢ Increase the exemption amount for the individual AMT for
2003 through 2005.

JCT estimates that these provisions would decrease govern-
mental receipts and increase refundable outlays by about $31 bil-
lion in 2003 and by about $234 billion over the 2003-2006 period.

The provision for a child credit rebate in 2003 is proposed in
such a way that some of what is classified as reduced revenue in
this estimate could have instead been classified as increased out-
lays. The bill would provide for 2003 taxpayers to receive a higher
child credit of $1,000 per qualifying child instead of the $600 al-
lowed under current law. Qualifying taxpayers who filed tax re-
turns for tax year 2002 would receive an advance payment (rebate)
of the increased credit during 2003. For some taxpayers, the
amounts they would receive as advance payments based on their
2002 tax returns would exceed allowable amounts based on their
2003 circumstances because they had insufficient tax liabilities in
2002. Such taxpayers would not be required by law to repay the
excess. That excess might properly be considered an outlay because
the amount could not be considered as a refund of 2003 taxes (the
taxpayer did not own this amount as 2003 liability) and the provi-
sion does not stipulate that any advance payments exceeding the
2003 allowed credit for such a taxpayer are to be deemed as re-
funds of prior years’ taxes. In this cost estimate, however, those ex-
cesses are considered reductions in revenues based on the final
budget treatment for an analogous rebate provision enacted in
2001.

Title II: Growth Incentives for Businesses. The provisions con-
tained in this title would:

o Increase bonus depreciation to 50 percent and extend it
through 2005;

e Extend the five-year period for carryback refunds to losses
incurred in 2003 through 2005, and waive the limitation on
losses for the alternative minimum tax; and

e Increase the amounts and types of investment that qualify
for immediate deductibility (“expensing”) under section 179 of
the Internal Revenue Code.

JCT estimates that these provisions would decrease govern-
mental receipts by about $12 billion in 2003, by about $120 billion
over the 2003-2008 period, and by about $39 billion over the 2003—
2013 period.

Title III: Reductions in Taxes on Dividends and Capital Gains.
Title III would apply tax rates of 15 percent and 5 percent for in-
come from dividends and long-term capital gains through 2012.
JCT estimates that these rate changes would decrease government
receipts and increase refundable outlays by $4 billion in 2003, by
almost $121 billion over the 2003—2008 period, and by about $277
billion over the 2003—2013 period.

Title IV: Modification to Corporate Estimated Tax Payments for
2003. Title IV would allow certain 2003 corporate estimated tax
payments to be paid in 2004, which JCT estimates would decrease
federal revenues by about $13 billion in 2003, but then increase
revenues by the same amount in 2004.
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Direct spending

JCT provided the outlay effects resulting from the refundable tax
credits contained in titles I and III of the bill. JCT estimates that
enacting those provisions would increase outlays by about $3.6 bil-
lion in 2003, by about $13.6 billion over the 2003—2008 period, and
by about $13.8 billion over the 2003-2013 period.

Summary of the effect on revenues and direct spending: The
overall effects of the bill on revenues and direct spending over the
2003-2013 period are shown in the following table.



‘40 €-€00¢

LL

By fiscal year, in millions of doltars—

203 208 208 206 07 208 09 210 211 212 213
Changes in receipts -56,632 —142899 164,604 -93,112 -3187 -953 -2.245 10,134 -18757 26,622 - 16,572
Changes in outlays 3,618 1,042 4,683 4,244 45 44 45 52 65 9 8

Source: The Joint Committee on Taxation.

v



78

2003-3 C.B.

44

Intergovernmental and private-sector impact: JCT has deter-
mined that H.R. 2 contains no private-sector or intergovernmental
mandates as defined by UMRA and would impose no costs on state,
local, or tribal governments.

Estimate prepared by: Annie Bartsch.

Estimate approved by: G. Thomas Woodward, Assistant Director
for Tax Analysis.

D. MACROECONOMIC IMPACT ANALYSIS

In compliance with clause 3(h)(2) of rule XIII of the Rules of the
House of Representatives, the macroeconomic impact analysis re-
quired under such rule will be printed in the Congressional Record
before consideration of the bill.

V. OTHER MATTERS TO BE DISCUSSED UNDER THE
RULES OF THE HOUSE

A. COMMITTEE OVERSIGHT FINDINGS AND RECOMMENDATIONS

With respect to clause 3(c)1) of rule XIII of the Rules of the
House of Representatives (relating to oversight findings), the Com-
mittee advises that it was a result of the Committee’s oversight re-
view concerning the tax burden on American taxpayers that the
Committee concluded that it is appropriate and timely to enact the
revenue provision included in the bill as reported.

B. STATEMENT OF GENERAL PERFORMANCE GOALS AND OBJECTIVES

With respect to clause 3(c)(4) of rule XIII of the Rules of the
House of Representatives, the Committee advises that the bill con-
tains no measure that authorizes funding, so no statement of gen-
eral performance goals and objectives for which any measure au-
thorizes funding is required.

C. CONSTITUTIONAL AUTHORITY STATEMENT

With respect to clause 3(d)(1) of the rule XIIT of the Rules of the
House of Representatives (relating to Constitutional Authority), the
Committee states that the Committee’s action in reporting this bill
is derived from Article I of the Constitution, Section 8 (“The Con-
gress shall have Power To lay and collect Taxes, Duties, Imposts
and Excises * * *’) and from the 16th Amendment to the Con-
stitution.

D. INFORMATION RELATING TO UNFUNDED MANDATES

This information is provided in accordance with section 423 of
the Unfunded Mandates Act of 1995 (P.L. 104—4).

The Committee has determined that the bill does not contain
Federal mandates on the private sector. The Committee has deter-
mined that the bill does not impose a Federal intergovernmental
mandate on State, local, or tribal governments.

E. AppLICABILITY OF HOUSE RULE XXI 5(b)

_Rule XXI 5(b) of the Rules of the House of Representatives pro-
vides, in part, that “A bill or joint resolution, amendment, or con-
ference report carrying a Federal income tax rate increase may not
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be considered as passed or agreed to unless so determined by a
vote of not less than three-fifths of the Members voting, a quorum
being present.” The Committee has carefully reviewed the provi-
sions of the bill, and states that the provisions of the bill do not
involve any Federal income tax rate increases within the meaning
of the rule.

F. Tax COMPLEXITY ANALYSIS

The following tax complexity analysis is provided pursuant to
section 4022(b) of the Internal Revenue Service Reform and Re-
structuring Act of 1998, which requires the staff of the Joint Com-
mittee on Taxation (in consultation with the Internal Revenue
Service (“IRS”) and the Treasury Department) to provide a com-
plexity analysis of tax legislation reported by the House Committee
on Ways and Means, the Senate Committee on Finance, or a Con-
ference Report containing tax provisions. The complexity analysis
is required to report on the complexity and administrative issues
raised by provisions that directly or indirectly amend the Internal
Revenue Code and that have widespread applicability to individ-
uals or small businesses. For each such provision identified by the
staff of the Joint Committee on Taxation, a summary description
of the provision is provided along with an estimate of the number
and type of affected taxpayers, and a discussion regarding the rel-
evant complexity and administrative issues.

Following the analysis of the staff of the Joint Committee on
Taxation are the comments of the IRS and the Treasury Depart-
ment regarding each of the provisions included in the complexity
analysis, including a discussion of the likely effect on IRS forms
and any expected impact on the IRS.

1. Increase the child tax credit (sec. 101 of the bill)

Summary description of provision

The amount of the child credit is increased to $1,000 for 2003
through 2005. For 2003, the increased amount of the child credit
will be paid in advance beginning in July 2003 on the basis of in-
formation on each taxpayer’s 2002 return filed in 2003. Advance
payments will be made in a similar manner to the advance pay-
ment checks issued by the Treasury in 2001 to reflect the creation
of the 10-percent regular income tax rate bracket. After 2005 the
child credit will revert to the levels provided in present law (e.g.,
$700 for 2006).

Number of affected taxpayers

It is estimated that the provisions will affect approximately 27
million individual tax returns.

Discussion

Individuals should not have to keep additional records due to
this provision, nor will additionally regulatory guidance be nec-
essary to implement this provision.

The IRS will need to add to the individual income tax forms
package a new worksheet so that taxpayers can reconcile the
amount of the check they receive from the Department of the
Treasury with the credit they are allowed as an acceleration of the
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child tax credit for 2003. This worksheet should be relatively sim-
ple and many taxpayers will not need to fill it out completely be-
cause they will have received the full amount by check.

2. Expansion of the 15-percent rate bracket (sec. 102 of the bill)

Summary description of provision

The bill accelerates the increase of the size of the 15-percent reg-
ular income tax rate bracket for joint returns to twice the width of
the 15-percent regular income tax rate bracket for unmarried indi-
vidual returns effective for 2003, 2004, and 2005. For taxable years
beginning after 2005, the end point of the 15-percent rate bracket
for married couples filing joint returns as a percentage of the end
point of the 15-percent rate bracket for unmarried individuals will
revert to present-law levels (e.g., 187 percent of the end point of
the 15-percent rate bracket for unmarried individuals for 2006).

Number of affected taxpayers

It is estimated that the provision will affect approximately 19
million individual tax returns.

Discussion

It is not anticipated that individuals will need to keep additional
records due to this provision. The increased size of the 15-percent
regular income tax rate bracket for married individuals filing joint
returns should not result in an increase in disputes with the IRS,
nor will regulatory guidance be necessary to implement this provi-
sion.

3. Standard deduction tax relief (sec. 103 of the bill)

Summary description of provision

The bill accelerates the increase in the basic standard deduction
amount for joint returns to twice the basic standard deduction
amount of unmarried individual returns effective for 2003, 2004,
and 2005. For taxable years beginning after 2005, the applicable
percentages will prevent to present-law levels (e.g., 184 percent of
the basic standard deduction for unmarried individuals for 2006).

Number of affected taxpayers

It is estimate that the provision will affect approximately 22 mil-
lion individual returns.

Discussion

It is not anticipated that individual will need to keep additional
records due to this provision. The higher basic standard deduction
should not result in an increase in disputes with the IRS, nor will
regulatory guidance be necessary to implement this provision. In
addition, the provision should not increase individuals’ tax prepara-
tion costs.

Some taxpayers who currently itemize deductions may respond to
the provision by claiming the increased standard deduction in lieu
of itemizing. According to estimates by the staff of the Joint Com-
mittee on Taxation, approximately three million individual tax re-
turns will realize greater tax savings from the increased standard
deduction than form itemizing their deductions. In addition to the
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tax savings, such taxpayers will no longer have to file schedule A
to Form 1040 and a significant number of which will no longer
need to engage in the record keeping inherent in itemizing below-
the-line deductions. Moreover, by claiming the standard deduction,
such taxpayers may qualify to use simpler versions of the Form
1040 (i.e., Form 1040EZ or Form 1040A) that are not available to
individual who itemize their deductions. These forms simplify the
return preparation process by eliminating from the Form 1040
those items that do not apply to particular taxpayers.

This reduction in complexity and record keeping also may result
in a decline in the number of individual using a tax preparation
service or a decline in the cost of using such a service. Further-
more, if the provision results in a taxpayer qualifying go us one of
the simpler version of the Form 1040, the taxpayer may be eligible
to file a paperless Federal tax return by telephone. The provision
also should reduce the number of disputes between taxpayers and
the IRS regarding substantiation of itemized deductions.

4. Reduction in income tax rates for individuals (secs. 104 and 105
of the bill)

Summary description of provision

The bill accelerates the scheduled increase in the taxable income
levels for the 10-percent rate bracket from 2008 to 2003, 2004, and
2005. Specifically, the bill increases the taxable income level for the
10-percent regular income tax rate brackets for unmarried individ-
uals from $6,000 to $7,000 and for married individuals filing jointly
from $12,000 to $14,000, respectively. The taxable income levels for
the 10-percent regular income tax rate bracket will be adjusted an-
nually for inflation for taxable years beginning after December 31,
2003. For taxable years beginning after 2005, the amounts will re-
vert to the levels provided in present-law (e.g., $7,000 for unmar-
ried individuals and $12,000 for married couples filing jointly for
2006).

Also, the bill accelerates the reductions in the regular income tax
rates excess of the 15-percent regular income tax rate that are
scheduled for 2004 and 2006. Therefore, the regular income tax
rates in excess of 15 percent under the bill are 25 percent, 28 per-
cent, 33 percent, and 35 percent for 2003 and thereafter.

Number of affected taxpayers

It is estimated that the provision will affect approximately 76
million individual tax returns.

Discussion

It is not anticipated that individuals will need to keep additional
records due to this provision. It should not result in an increase in
disputes with the IRS, nor will regulatory guidance be necessary to
implement this provision. In addition, the provision should not in-
crease the tax preparation costs for most individuals. Reductions in
the regular income tax as a result of these rate reductions as well
as the expansion of the child credit, standard deduction, and 10-
percent bracket, will cause some taxpayers to become subject to the
alternative minimum tax.
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The Secretary of the Treasury is expected to make appropriate
revisions to the wage withholding tables to reflect the proposed
rate reduction for calendar year 2003 as expeditiously as possible.
To implement the effects of the additional amount of child tax cred-
it for 2003, employers would be required to use a new (second) set
of withholding rate tables to determine the correct withholding
amounts for each employee. Switching to the new withholding rate
tables during the year can be expected to result in a one-time addi-
tional burden for employers (or additional costs for employers that
rely on a bookkeeping or payroll service).

5. Bonus depreciation (sec. 201 of the bill)

Summary description of prouvision

The bill provides an additional first-year depreciation deduction
equal to 50 percent of the adjusted basis of qualified property.
Qualified property is defined in the same manner as for purposes
of the 30-percent additional first-year depreciation deduction pro-
vided by the Job Creation and Workers Assistance Act of 2002, ex-
cept that the applicable time period for acquisition (or self con-
struction) of the property is modified. In general, in order to qualify
the property must be acquired after May 5, 2003, and before Janu-
ary 1, 2006, and no binding written contract for the acquisition is
in effect before May 6, 2003. Property eligible for the 50-percent
additional first year depreciation deduction is not eligible for the
30-percent additional first year depreciation deduction.

Number of affected taxpayers

It is estimated that more than 10 percent of small businesses
will be affected by the provision.

Discussion

It is not anticipated that small businesses will have to keep addi-
tional records due to this provision, nor will additional regulatory
guidance be necessary to implement this provision. It is not antici-
pated that the provision will result in an increase in disputes be-
tween small businesses and the IRS. However, small businesses
will have to perform additional analysis to determine whether
property qualifies for the provision. In addition, for qualified prop-
erty, small businesses will be required to perform additional cal-
culations to determine the proper amount of allowable depreciation.
Complexity may also be increased because the provision is tem-
porary. For example, different tax treatment will apply for identical
equipment based on the acquisition and placed in service date. Fur-
ther, the Secretary of the Treasury is expected to have to make ap-
propriate revisions to the applicable depreciation tax forms.

6. Capital gain rate reduction (sec. 301 of the bill)

Summary description of provision

The bill reduces the 10- and 20-percent rates on the adjusted net
capital gain to five and 15 percent, respectively. These lower rates
apply to both the regular tax and the alternative minimum tax.
The lower rates apply to assets held more than one year. The bill
applies to taxable years ending on or after May 6, 2003, and begin-
ning before January 1, 2013.
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For taxable years that include May 6, 2003, the lower rates apply
to amounts properly taken into account for the portion of the year
on or after that date. This generally has the effect of applying the
lower rates to capital assets sold or exchanged (and installment
payments received) on or after May 6, 2003. In the case of gain and
loss taken into account by a pass-through entity, the date taken
miio account by the entity is the appropriate date for applying this
rule.

Number of affected taxpayers

It is estimated that the provisions will affect over 15 million indi-
vidual tax returns.

Discussion

The elimination of the five-year holding period means that tax-
payers with gains on assets held for more than 5 years will no
longer need to separately compute tax for such gain on schedule D
of form 1040. Additionally, the form will not need to be expanded
beginning in 2006 to separate out gain of capital assets held more
than five years that were purchased after 2000. This may reduce
tax preparation costs. Mutual fund reporting on the Form 1099 will
be made easier by the elimination of the five-year holding period.

For 2003, multiple rates will be in effect depending on whether
gain was realized before or after May 6, 2003. This will make the
schedule D more complicated for tax year 2003, and may increase
tax preparation costs.

7. Dividend tax relief (sec. 302 of the bill)

Summary description of provision

Under the bill, qualified dividends received by an individual
shareholder from domestic corporations are taxed at the rates that
apply to net capital gain. This treatment applies for purposes of
both the regular tax and the alternative minimum tax. Thus, under
the bill, dividends will be taxed at rates of five and 15 percent, the
same rates applicable to net capital gain.

If a shareholder does not hold a share of stock for more than 45
days during the 90-day period beginning 45 days before the ex-divi-
dend date, dividends, received on the stock are not eligible for the
capital gain rates. Also, the capital gain rates are not available for
dividends to the extent that the taxpayer is obligated to make re-
lated payments with respect to positions in substantially similar or
related property.

Number of affected taxpayers

It is estimated that the provisions will affect over 20 million indi-
vidual tax returns.

Discussion

Individuals computing their tax will need to add qualified divi-
dends to net capital gain in computing their income tax using the
tax computation portion of Schedule D of Form 1040 (or other tax
computation forms or schedules as the Internal Revenue Service
may prescribe). Additional individuals will need to use the tax com-
putation schedule, which may increase tax preparation costs.
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New Form 1099s will need to differentiate qualified from non-
qualified dividends. Additional record keeping will be necessary
with respect to compliance with the 45-day holding period rules. It
is likely that there will be increased taxpayer errors with respect
to the proper reporting of dividends as a result.

DEPARTMENT OF THE TREASURY,
INTERNAL REVENUE SERVICE,
Washington, DC, May 7, 2003.
Ms. MARY SCHMITT,
Acting Chief of Staff, Joint Committee on Taxation,
Washington, DC.

DEAR Ms. ScHMITT: Enclosed are the combined comments of the
Internal Revenue Service and the Treasury Department on the
seven provisions from the House Committee on Ways and Means
markup of H.R. 2, the “Jobs and Growth Tax Act of 2003,” that you
identified for complexity analysis in your letter of May 7, 2003.

Our comments are based on the description of those provisions
in your letter and JCX—40-03, the Joint Committee on Taxation’s
Description of the Chairman’s Amendment in the Nature of a Sub-
stitute to Jobs and Growth Tax Act of 2003; and the statutory lan-
guage for the Chairman’s amendment published by the Daily Tax
Report on May 7, 2003.

Due to the short turnaround time, our comments are provisional
and subject to change upon a more complete and in-depth analysis
of the provisions. Our ability to implement any tax changes this
year will, of course, depend upon timely enactment.

Sincerely, W. EVERSON
MARK W. EVERSON,
Commissioner.

Enclosure.

COMPLEXITY ANALYSIS OF THE JOBS AND GROWTH TaAX ACT OF 2003
ACCELERATION OF THE INCREASE IN THE CHILD TAX CREDIT

Provision

The amount of the child tax credit is increased to $1,000 for
2003, 2004, and 2005. For 2003, the increased amount ($400) will
be paid in advance beginning in July 2003 on the basis of informa-
tion on each taxpayer’s 2002 return. Advance payments are to be
made in a similar manner to the advance payment checks issued
by the Treasury in 2001 to reflect the creation of the 10-percent
regular income tax rate bracket. After 2005 the child tax credit will
revert to the levels provided in present law (e.g., $700 for 2006).

IRS and Treasury comments

¢ No new forms would be required as a result of the child tax
credit provisions mentioned above.

e The increased amount of the child tax credit would be incor-
porated in the instructions for Forms 1040, 1040A, 1040NR, 1040—
PR, and 1040-SS for 2003, 2004, and 2005.

e The applicable amount of the child tax credit for 2006 and
later years would be incorporated in the instructions for Forms
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1040, 1040A, 1040NR, 1040-PR, and 1040-SS and on Form 1040-
ES for 2006 and later years.

¢ Subsequent to enactment, the IRS would have to advise tax-
payers who make estimated tax payments for 2003 how they can
adjust their estimated tax payments for 2003 to reflect the in-
creased child tax credit and required reduction for those who re-
ceive advance payments.

e Supplemental programming changes would be required to re-
flect the increased child tax credit for 2003 and the required reduc-
tion for those who receive advance payments.

* Programming changes would be required to reflect the applica-
ble amount of the child tax credit for 2006 and later years. Cur-
rently, the IRS computation programs are updated annually to in-
corporate mandated inflation adjustments. Programming changes
necessitated by the provision would be included during that proc-
ess.

Advance payment feature

¢ An estimated 26 million checks will be mailed beginning in
July 2003.

o Jt will take three weeks to mail checks to those taxpayers
whose 2002 tax returns have already been filed and processed.
Checks for taxpayers whose returns are filed and processed later
in the year will be mailed weekly, through the end of December
2003.

e Some taxpayers may be entitled to more than their advance
payment checks due to changes in financial or family status be-
tween 2002 and 2003. For example, IRS will not know if a taxpayer
gives birth to a child or adopts a child in 2003 until the taxpayer
files the 2003 tax return. If they are entitled to a larger increase
in the child tax credit than they received in their advance payment
checks, they will get the additional amounts as a credit on their
2003 tax returns.

¢ Notices will be sent to taxpayers informing them of the amount
of their advance payment, the number of children used to compute
the amount, if the amount was limited due to the phase-out range,
tax liability, or earned income. The notices will also advise tax-
payers that this amount will have to be taken into account in de-
termining the amount of their child tax credit on the 2003 tax re-
turn.

¢ Two lines would be added to the Child Tax Credit Worksheet
for 2003. One line would be added for the taxpayer to reduce the
amount of child tax credit computed by the advance payment re-
ceived. Based on experience with the 2001 rate reduction credit and
advance payment, it is anticipated that a number of taxpayers will
make errors in this computation on their 2003 tax returns.

The advance payment will require programming changes to com-
pute the amount and resources to answer taxpayer questions, print
and mail notices, and correct errors made on 2003 returns as a re-
sult of the advance payment.
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ACCELERATION OF THE STANDARD DEDUCTION TAX RELIEF

Provision

The basic standard deduction amount for joint returns is in-
creased to twice the basic standard deduction amount for unmar-
ried individual returns, effective for 2003, 2004, and 2005. After
2005, the applicable percentages will revert to present-law levels
(e.g., 184 percent of the basic standard deduction for unmarried in-
dividuals for 2006).

IRS and Treasury comments

e The increased basic standards deduction for married taxpayers
would be incorporated in the instructions for Forms 1040, 1040A,
1040EZ, and on Forms 1040, 1040A, and 1040EZ for 2003, 2004,
and 2005. No new forms would be required.

e The amount of the basic standard deduction for married tax-
payers after 2005 would be incorporated in the instructions for
Forms 1040, 1040A, 1040EZ, and on Forms W-4, 1040, 1040A,
1040EZ, and 1040-ES for 2006 and later years.

» Subsequent to enactment, the IRS would have to advise tax-
payers how they can adjust their estimated tax payment or Federal
income tax withholding for 2003 to reflect the increased basic
standard deduction.

» Supplemental programming changes would be required to re-
flect the increased basic standard deduction for 2003.

* Programming changes would be required to reflect the applica-
ble amount of the standard deduction applicable for 2006 and later
years. Currently, the IRS computation programs are updated annu-
ally to incorporate mandated inflation adjustments. Programming
changes necessitated by the provision would be included during
that process.

» The larger basic standard deduction would reduce the number
of taxpayers who itemize their deductions.

e The larger standard deduction would reduce the number of
taxpayers required to file tax returns.

» The provision would increase the number of AMT filers and
would also cause additional taxpayers to perform AMT calculations
to determine whether their liability is affected by the AMT.

e The provision would require new withholding rate tables and
schedules to update the current Circular E for use by employers
during the remainder of calendar year 2003.

ACCELERATION OF THE EXPANSION OF THE 15-PERCENT RATE BRACKET
Provision

The width of the 15-percent regular income tax rate bracket for
joint returns is increased to twice the width of the 15-percent reg-
ular income tax rate bracket for unmarried individual returns, ef-
fective for 2003, 2004, and 2005. After 2005, the end point of the
15-percent rate bracket for married couples filing joint returns as
a percentage of the end point of the 15-percent rate bracket for un-
married individuals will revert to present-law levels (e.g., 187 per-
cent of the end point of the 15-percent rate bracket for unmarried
individuals for 2006).
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IRS and Treasury comments

e The expanded 15-percent rate bracket for married taxpayers
would be incorporated in the tax tables and the tax rate schedules
shown in the instructions for Forms 1040, 1040A, 1040EZ, and
1040NR for 2003, 2004, and 2005. No new forms would be required.

* The applicable width of the 15-percent rate bracket for married
taxpayers after 2005 would be incorporated in the tax tables and
tax rate schedules shown in the instructions for Forms 1040,
1040A, 1040EZ, and 1040NR and on Form 1040-ES for 2006 and
later years.

e The expanded 15-percent rate bracket would also be incor-
porated in the tax rate schedules shown on Form 1040-ES for
2004. Subsequent to enactment, the IRS would have to advise tax-
payers who make estimated tax payments for 2003 how they can
adjust their estimated tax payments for 2003 to reflect the ex-
panded 15-percent rate bracket.

o Supplemental programming changes would be required to re-
flect the expanded 15-percent rate bracket for 2003.

¢ Programming changes would be required to reflect the applica-
ble width of the 15-percent rate bracket for 2006 and later years.
Currently, the IRS computation programs are updated annually to
incorporate mandated inflation adjustments. Programming changes
necessitated by the provision would be included during that proc-
ess.

e New withholding rate tables and schedules to update the cur-
rent Circular E for use by employers during the remainder of cal-
endar year 2003 would be required.

e The provision would increase the number of AMT filers and
would also cause additional taxpayers to perform AMT calculations
to determine whether their liability is affected by the AMT.

ACCELERATION OF THE REDUCTION OF REGULAR INDIVIDUAL INCOME
TAX RATES

Provision

Increases in the taxable income levels for the 10-percent rate
bracket now scheduled for 2008 are accelerated to 2003, 2004, and
2005. Specifically, for 2003 the taxable income level for the 10-per-
cent regular income tax rate brackets will increase for unmarried
individuals from $6,000 to $7,000 and for married individuals filing
jointly from $12,000 to $14,000, respectively. For taxable years be-
ginning after 2003 the 10-percent regular income tax rate bracket
will be adjusted annually for inflation. For taxable years beginning
after 2005, the bracket will revert to the levels provided in present
law (e.g., $7,000 for unmarried individuals and $12,000 for married
couples filing jointly for 2006).

The reductions in the regular income tax rates in excess of the
15-percent regular income tax rate now scheduled for 2004 and
2006 are accelerated to 2003. Therefore, the regular income tax
rates in excess of 15 percent under the bill will be 25 percent, 28
percent, 33 percent, and 35 percent for 2003 and thereafter.

IRS and Treasury comments

e No new forms would be required as a result of the above-men-
tioned provisions.
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® The increased taxable income levels for the 10-percent rate
bracket would be incorporated in the tax tables and tax rate sched-
ules shown in the instructions for Forms 1040, 1040A, 1040EZ,
1040NR, and 1040NR-EZ for 2003, 2004, and 2005.

* The reduced tax rates would be incorporated in the tax tables
and tax rate schedules shown in the instructions for Forms 1040,
1040A, 1040EZ, 1040NR, 1040NR-EZ, and 1041 for 2003 and later
years.

e The increased taxable income levels for the 10-percent rate
bracket and the reduced tax rates would also be incorporated in the
tax rate schedules shown on Form 1040-ES for 2004. Subsequent
to enactment, the IRS would have to advise taxpayers who make
estimated tax payments for 2003 how then can adjust their esti-
mated tax payments for 2003 to reflect the increased taxable in-
come levels for the 10-percent rate bracket and the reduced rates.

e The provision would require new withholding rate tables and
schedules to update the current Circular E for use by employers
during the remainder of calendar year 2003.

SPECIAL DEPRECIATION ALLOWANCE FOR CERTAIN PROPERTY

Provision

The bill provides an additional first-year depreciation deduction
equal to 50 percent of the adjusted basis of qualified property.
Qualified property is defined in the same manner as for purposes
of the 30-percent additional first-year depreciation deduction pro-
vided by the Job Creation and Workers Assistance Act of 2002, ex-
cept that the applicable time period for acquisition (or self con-
struction) of the property is modified. In general, in order to qual-
ify, the property must be acquired after May 5, 2003 and before
January 1, 2006, and no binding written contract for the acquisi-
tion is 1n effect before May 6, 2003. Property eligible for the 50-per-
cent additional first-year depreciation deduction is not eligible for
the 30-percent additional first-year depreciation deduction.

IRS and Treasury comments

» The increase and extension of additional first-year depreciation
would have no significant impact on Form 4562 or any other tax
forms. The instructions for Form 4562 and other instructions and
publications would be expanded to explain and implement the new
rules. No new forms would be required.

¢ No programming changes would be required by this provision.

REDUCED INDIVIDUAL CAPITAL GAINS RATES
Provision

The 10 and 20 percent rates on the adjusted net capital gain are
reduced to 5 and 15 percent, respectively, effective in taxable years
gg%ng on or after May 6, 2003 and beginning before January 1,

For taxable years that include May 6, 2003, the lower rates apply
to amounts properly taken into account for the portion of the year
on or after that date. This generally has the effect of applying the
lower rates to capital assets sold or exchanged (and installments
payments received) on or after May 6, 2003.
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IRS and Treasury comments

¢ The mid-year effective date of May 6, 2003, creates complexity
and burden for taxpayers, and will likely result in a large number
of errors (as occurred in 1997 when similar mid-year changes were
made to the capital gains tax rate). A January 1, 2003 would great-
ly simplify matters in 2003.

» To figure the amount of gain taxed at 5% and 15% for 2003,
8 lines would be added to: Schedule D (Form 1040); the Schedule
D Tax Worksheet; Form 6251 (alternative minimum tax); and Form
8801 (credit for prior year minimum tax).

» Column (g) of Schedule D would be revised to request informa-
tion for amounts applicable to the portion of the tax year after May
5, 2003. Additional instructions and a 6-line worksheet would be
added to figure 28% rate gain or loss, as that amount is currently
figured in column (g).

* Rules would have to be developed and applied for 2003 to ac-
count for the limit on net section 1231 losses, capital loss
carryforwards, carryforwards not allowed due to passive activity
rules or at-risk rules, etc.

* The amount of net capital gain for the portion of the tax year
after May 5, 2003, would have to be transcribed from the tax re-
turn and programming changes would be required to figure the
amount of gain taxed at 5% and 15%.

e For 2003, Form 1099-DIV filers would be required to figure
and report to recipients the amount of gain after May 5, 2003.

¢ Taxpayers whose only capital gains are capital gain distribu-
tions would not be able to use the shorter Capital Gain Tax Work-
sheet in the instructions for Form 1040 and Form 1040A, but in-
stead would be required to file Form 1040 and attach Schedule D,
to report the amount of their capital gain distributions properly
taken into account after May 5, 2003, and figure their tax using
the 5%, 10%, 15%, and 20% capital gains tax rates. This provision
would therefore increase the number of taxpayers filing Schedule
D by up to 6 million.

e For 2004, the 8 lines added for 2003 and 4 current lines (used
to figure the 8% rate) would be removed from: Schedule D; the
Schedule D Tax Worksheet; Form 6251; and Form 8801.

e The 8-line Qualified 5-Year Gain Worksheet in the Instructions
for Schedule D would not be necessary after 2003.

e For 2006, when the 18% capital gains tax rate becomes effec-
tive for individuals, this provision would also prevent us from hav-
ing to add 4 lines to Schedule D, the Schedule D Tax Worksheet,
Form 6251, Form 8801, and the Qualified 5-Year Gain Worksheet.

e Form 1099-DIV filers would not be required to report qualified
5-year gain after 2003, and would not be required in 2005 to begin
reporting qualified 5-year gain eligible for the 18% rate.

DIVIDEND INCOME OF INDIVIDUALS

Provision

Dividends received by an individual shareholder from domestic
corporations are taxed at the rates for net capital gain (5 or 15 per-
cent per the above reduction in the capital gains rate), effective for
taxable years beginning after 2002 and before 2013.
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If a shareholder does not hold a share of stock for more than 45
days during the 90-day period beginning 45 days before the ex-divi-
dend date, dividends received on the stock are not eligible for the
capital gain rates. Also, the capital gain rates are not available for
dividends to the extent that the taxpayer is obligated to make re-
lated payments with respect to positions in substantially similar or
related property. Other rules apply.

IRS and Treasury comments

¢ No new forms would be required as a result of the above-men-
tioned provision.

e A box to report qualified dividends would be added to Form
1099-DIV for 2004 through 2012.

* Subsequent to enactment, the IRS would have to issue a re-
vised Form 1099-DIV for 2003 and advise taxpayers who make es-
timated tax payments for 2003 how they can adjust their estimated
tax payments to reflect the new tax rates applicable to qualified
dividends.

e Two lines would be added to Part IV of Schedule D (and the
Schedule D Tax Worksheet) for 2003 through 2012 to increase net
capital gain by the amount of qualified dividends.

o The new tax rates applicable to qualified dividends would be
reflected in the instructions for Forms 1040 and 1040A for 2003
through 2012.

s Taxpayers who have qualified dividends would be required to
report them on Schedule D and complete up to 19 lines (23 lines
for 2003) in Part IV of Schedule D to figure their tax using the 15%
and 5% capital gains tax rates, even if they did not otherwise have
a net capital gain. For example, taxpayers whose only income was
wages, interest, and dividends reported on Form 1040A would now
be required to file Form 1040 and attach Schedule D to report the
amount of qualified dividends and figure their tax.

e Supplemental programming changes would be required to re-
flect the new tax rates applicable to qualified dividends for 2003.

e Programming changes would be required to reflect the tax
rates applicable to qualified dividends after 2012. Currently, the
IRS tax computation programs are updated annually to incorporate
mandated inflation adjustments. Programming changes neces-
sitated by the provision would be included during that process.

e Technical guidance (regulations, revenue rulings, etc.) will
probably be needed to implement the anti-abuse rules.

EFFECT OF ALL BILL PROVISIONS ON AMT

Despite specific changes which tend to increase the number of
AMT taxpayers, the bill’s increases in the AMT exemption amounts
for 2003—-2005 would significantly reduce the number of AMT tax-
payers In those years relative to current law.

VI. CHANGES IN EXISTING LAW MADE BY THE BILL, AS
REPORTED

In compliance with clause 3(e) of rule XIII of the Rules of t_he
House of Representatives, changes in existing law made by the bill,
as reported, are shown as follows (existing law proposed to be omit-
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ted is enclosed in black brackets, new matter is printed in italic,
existing law in which no change is proposed is shown in roman):

INTERNAL REVENUE CODE ACT OF 1986

* * * * % * *

Subtitle A—Income Taxes

* * * * * * *

CHAPTER 1—-NORMAL TAXES AND SURTAXES

* * & * * *® *

Subchapter A—Determination of Tax Liability

* * * * * * *

PART I—TAX ON INDIVIDUALS
* * * * * * *
SEC. 1. TAX IMPOSED.
(a) * * *
* * * * * * *

(f) PHASEOUT OF MARRIAGE PENALTY IN 15-PERCENT BRACKET;
ADJUSTMENTS IN TAXx TABLES SO THAT INFLATION WILL NOT RE-
SULT IN TAX INCREASES.—

* E 3 * * * * E
(8) PHASEOUT OF MARRIAGE PENALTY IN 15-PERCENT BRACK-
ET.—

(A) IN GENERAL.—With respect to taxable years begin-
ning after December 31, [2004] 2002, in prescribing the
tables under paragraph (1)}—

* * * * * * *

(B) APPLICABLE PERCENTAGE.—For purposes of subpara-
graph (A), the applicable percentage shall be determined
1n accordance with the following table:

For taxable years beginning The applicable in

calendar year percentage is
L2005 ..o eeee e e ettt et er et aean e eae e naebe e s s e e ane s aeanaeaneeranees 180
2003, 2004, GNA 2008 .......oooeeeeeereeeeeeeeeae ettt et anene 200
b2 J O O OO 187
200 T et e e et e et e s e et e e e oo eeee e aiaraes 193
2008 and thereafter .......oocooeoeiviiiiieie ettt et 200.

* * * * * * *

(h) MaxiMUM CAPITAL GAINS RATE.—
(1) IN GENERAL.—If a taxpayer has a net capital gain for any
taxable year, the tax imposed by this section for such taxable

year shall not exceed the sum of—
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(B) [10] 5 percent of so much of the adjusted net capital
gain (or, if less, taxable income) as does not exceed the ex-
cess (if any) of—

* * * * * * E
(C) [20] 15 percent of the adjusted net capital gain (or,
if less, taxable income) in excess of the amount on which
a tax is determined under subparagraph (B);

* ES3 * * % * *
[(2) REDUCED CAPITAL GAIN RATES FOR QUALIFIED 5-YEAR
GAIN.—

[(A) REDUCTION IN 10-PERCENT RATE.—In the case of any
taxable year beginning after December 31, 2000, the rate
under paragraph (1)(B) shall be 8 percent with respect to
so much of the amount to which the 10-percent rate would
otherwise apply as does not exceed qualified 5-year gain,
and 10 percent with respect to the remainder of such
amount.

[(B) REDUCTION IN 20-PERCENT RATE.—The rate under
paragraph (1)(C) shall be 18 percent with respect to so
much of the amount to which the 20-percent rate would
otherwise apply as does not exceed the lesser of—

[(1) the excess of qualified 5-year gain over the
amount of such gain taken into account under sub-
paragraph (A) of this paragraph; or

[(i1) the amount of qualified 5-year gain (determined
by taking into account only property the holding pe-
riod for which begins after December 31, 2000), and 20
percent with respect to the remainder of such amount.
For purposes of determining under the preceding sen-
tence whether the holding period of property begins
after December 31, 2000, the holding period of prop-
erty acquired pursuant to the exercise of an option (or
other right or obligation to acquire property) shall in-
clude the period such option (or other right or obliga-
tion) was held.]

[(3)] (2) NET CAPITAL GAIN TAKEN INTO ACCOUNT AS INVEST-
MENT INCOME.—For purposes of this subsection, the net capital
gain for any taxable year shall be reduced (but not below zero)
by the amount which the taxpayer takes into account as in-
vestment income under section 163(d)}(4)(B)(iii).

[(4) ADJUSTED NET CAPITAL GAIN.—For purposes of this sub-
section, the term “adjusted net capital gain” means net capital
gain reduced (but not below zero) by the sum of—

[(A) unrecaptured section 1250 gain; and

[(B) 28-percent rate gain.] '

(3) ADJUSTED NET CAPITAL GAIN.—For purposes of this sub-
s?ction, the term “adjusted net capital gain” means the sum
O —_—

(A) net capital gain (determined without regard to para-
graph (11)) reduced (but not below zero) by the sum of—

(i) unrecaptured section 1250 gain, and

(ii) 28-percent rate gain, plus
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1 g)B;) qualified dividend income (as defined in paragraph
[(5)} (4) 28-PERCENT RATE GAIN.—For purposes of this sub-
section, the term “28-percent rate gain” means the excess (if

any) of—
* * * * * * *
[(6)] (5) COLLECTIBLES GAIN AND LOSS.—For purposes of this
subsection—
* * * * * * *

[(7)] (6) UNRECAPTURED SECTION 1250 GAIN.—For purposes of
this subsection—
(A) IN GENERAL.—The term “unrecaptured section 1250
gain” means the excess (if any) of—

(i) the amount of long-term capital gain (not other-
wise treated as ordinary income) which would be
treated as ordinary income if section 1250(b)(1) in-
cluded all depreciation and the applicable percentage
under section 1250(a) were 100 percent, over

* * * * * * *

[(8)]1 (7) SECTION 1202 GAIN.—For purposes of this sub-
section, the term “section 1202 gain” means the excess of—

(A) the gain which would be excluded from gross income
under section 1202 but for the percentage limitation in
section 1202(a), over

(B) the gain excluded from gross income under section
1202.

[(9) QUALIFIED 5-YEAR GAIN.—For purposes of this sub-
section, the term “qualified 5-year gain” means the aggregate
long-term capital gain from property held for more than 5
years. The determination under the preceding sentence shall
be made without regard to collectibles gain, gain described in
paragraph (7)(A)(i), and section 1202 gain.]

£(10)1 (8) COORDINATION WITH RECAPTURE OF NET ORDINARY
LOSSES UNDER SECTION 1231.—If any amount is treated as ordi-
nary income under section 1231(c), such amount shall be allo-
cated among the separate categories of net section 1231 gain
(as defined in section 1231(c)(3)) in such manner as the Sec-
retary may by forms or regulations prescribe.

[(11)] (9) REGULATIONS.—The Secretary may prescribe such
regulations as are appropriate (including regulations requiring
reporting) to apply this subsection in the case of sales and ex-
changes by pass-thru entities and of interests in such entities.

[(12)] (10) PASS-THRU ENTITY DEFINED.—

For purposes of this subsection, the term “pass-thru entity”
means—

(A) a regulated investment company;

* * * * * * *

(11) DIVIDENDS TAXED AS NET CAPITAL GAIN.—
(A) IN GENERAL.—For purposes of this subsection, the
term “net capital gain’ means net capital gain (determined
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without regard to this paragraph), increased by qualified
dividend income.

(B) QUALIFIED DIVIDEND INCOME.—For purposes of this
paragraph—

(i) IN GENERAL.—The term “qualified dividend in-
come’ means dividends received during the taxable year
from domestic corporations.

(it) CERTAIN DIVIDENDS EXCLUDED.—Such term shall
not include—

(D any dividend from a corporation which for
the taxable year of the corporation in which the
distribution ts made, or the preceding taxable year,
is a corporation exempt from tax under section 501
or 521,

(II) any amount allowed as a deduction under
section 591 (relating to deduction for dividends
paid by mutual savings banks, etc.), and

(I11) any dividend described in section 404(k).

(12i)) EXCLUSION OF CERTAIN DIVIDENDS.—Such term
shall not include any dividend on any share of stock—

(D) with respect to which the holding period re-
quirements of section 246(c) are not met, or

(I) to the extent that the taxpayer is under an
obligation (whether pursuant to a short sale or
otherwise) to make related payments with respect
to positions in substantially similar or related
property.

(C) SPECIAL RULES.—

(i) AMOUNTS TAKEN INTO ACCOUNT AS INVESTMENT
INCOME.—Qualified dividend income shall not include
any amount which the taxpayer takes into account as
tnvestment income under section 163(d)(4)(B).

(it) EXTRAORDINARY DIVIDENDS.—If an individual re-
cetves, with respect to any share of stock, qualified div-
idend income from 1 or more dividends which are ex-
traordinary dividends (within the meaning of section
1059(c)), any loss on the sale or exchange of such share
shall, to the extent of such dividends, be treated as
long-term capital loss.

(iii) TREATMENT OF DIVIDENDS FROM REGULATED IN-
VESTMENT COMPANIES AND REAL ESTATE INVESTMENT
TRUSTS.—A dividend received from a regulated invest-
ment company or a real estate investment trust shall be
subject to the limitations prescribed in sections 854
and 857.

(1) RATE REDUCTIONS AFTER 2000.—
(1) 10-PERCENT RATE BRACKET.—
(B) INITIAL BRACKET AMOUNT.—For purposes of this
paragraph, the initial bracket amount is—

(1) $14,000 [($12,000 in the case of taxable years be-
ginning before January 1, 2008)) ($12,000 in the case
of taxable years beginning after December 31, 2005,

94 2003-3 C.B.
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Ezn)d before January 1, 2008) in the case of subsection
a),

* * * * * * *

[(C) INFLATION ADJUSTMENT.—In prescribing the tables
under subsection (f) which apply with respect to taxable
years beginning in calendar years after 2000—

[(1) the Secretary shall make no adjustment to the
initial bracket amount for any taxable year beginning
before January 1, 2009,

[(ii) the cost-of-living adjustment used in making
adjustments to the initial bracket amount for any tax-
able year beginning after December 31, 2008, shall be
determined under subsection (f)(3) by substituting
‘2007 for ‘1992’ in subparagraph (B) thereof, and

[(iii) such adjustment shall not apply to the amount
referred to in subparagraph (B)@Gii). If any amount
after adjustment under the preceding sentence is not
a multiple of $50, such amount shall be rounded to the
next lowest multiple of $50.]

(C) INFLATION ADJUSTMENT.—In prescribing the tables
under subsection (f) which apply with respect to taxable
years beginning in calendar years after 2000—

(i) the Secretary shall make no adjustment to the
$12,000 initial bracket amount for any taxable year,

(ii)(I) the Secretary shall make no adjustment to the
$14,000 initial bracket amount for any taxable year be-
ginning before January 1, 2004,

(II) the cost-of-living adjustment used in making ad-
Jjustments to the $14,000 initial bracket amount for any
taxable year beginning during 2004 or 2005 shall be
determined under subsection (f(3) by substituting
“2002” for “1992” in subparagraph (B) thereof, and

(III) the cost-of-living adjustment used in making ad-
Jjustments to the $14,000 initial bracket amount for any
taxable year beginning after December 31, 2008, shall
be determined under subsection (f)(3) by substituting
“2007” for “1992” in subparagraph (B) thereof, and

(iii) the adjustments under clause (ii) shall not apply
to the amount referred to in subparagraph (B)(iii).

If any amount after adjustment under the preceding sen-
tence is not a multiple of $50, such amount shall be round-
ed to the next lowest multiple of $50.

(2) REDUCTIONS IN RATES AFTER JUNE 30, 2001.—In the case
of taxable years beginning in a calendar year after 2000, the
corresponding percentage specified for such calendar year in
the following table shall be substituted for the otherwise appli-
cable tax rate in the tables under subsections (a), (b), (¢), (d),
and (e).

The corresponding percentages
shall be substituted for
the following percentages:

28% 31% 36% 39.6%

[In the case of taxable years
beginning during calendar year:

2001 e 27.5% 30.5% 35.5% 39.1%
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The corresponding percentages
shall be substituted for
the following percentages:

28% 31% 36% 39.6%

[In the case of taxable years
beginning during calendar year:

2002 and 2003 .......coovricririnreeenennes 27.0% 300% 350% 38.6%
2004 and 2005 .............. 26.0% 29.0% 34.0% 37.6%
2006 and thereafter 25.0% 28.0% 33.0% 35.0%])

The corresponding percentages
shall be substituted for
the following percentages:

28% 31% 36% 39.6%

In the case of taxable years
beginning during calendar year:

2001 ..o 27.5% 305% 355% 39.1%
2002 ... e 27.0% 30.0% 35.0% 38.6%
25.0% 28.0% 33.0% 35.0%

* * * * * * *

PART IV—-CREDITS AGAINST TAX

* * * * * * *

Subpart A—Nonrefundable Personal Credits

* * * * * * *

SEC. 24. CHILD TAX CREDIT.
(a) ALLOWANCE OF CREDIT.—

(1) IN GENERAL.—There shall be allowed as a credit against
the tax imposed by this chapter for the taxable year with re-
spect to each qualifying child of the taxpayer an amount equal
to the per child amount.

(2) PER CHILD AMOUNT.—For purposes of paragraph (1), the
per child amount shall be determined as follows:

The per child
In the case of any taxable year beginning in amount is
[2001, 2002, 2003, or 2004 $600
[2005, 2006, 2007, or 2008 700]
2003, 2004, 2005 $1,000
2006, 2007, or 2008 700
2009 800
2010 or thereafter 1,000
* * * * * * *
PART VI-MINIMUM TAX FOR TAX PREFERENCES
* * * * * * *
SEC. 55. ALTERNATIVE MINIMUM TAX IMPOSED.
(@) * * *
(b) T(EI)\ITﬁ’I;IVE MiNniMUM Tax.—For purposes of this part—
1 *
* * * * * * *

(3) MAXIMUM OF TAX ON NET CAPITAL GAIN OF NONCORPORATE
TAXPAYERS.—The amount determined under the first sentence
of pmz?gAsagh*(lz(A)(i) shall not exceed the sum of—
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(B) [101 5 percent of so much of the adjusted net capital
gain (or, if less, taxable excess) as does not exceed the
amount on which a tax is determined under section
1(h)(1)B), plus

(C) [20] 15 percent of the adjusted net capital gain (or,
if less, taxable excess) in excess of the amount on which
tax is determined under subparagraph (B), plus

(D) 25 percent of the amount of taxable excess in excess
of the sum of the amounts on which tax is determined
under the preceding subparagraphs of this paragraph.

[In the case of taxable years beginning after December 31, 2000,
rules similar to the rules of section 1(h)2) shall apply for purposes
of subparagraphs (B) and (C).] Terms used in this paragraph
which are also used in section 1(h) shall have the respective mean-
ings given such terms by section 1(h) but computed with the ad-
justments under this part.

* * * * * * *

{d) EXEMPTION AMOUNT.—For purposes of this section—

(1) EXEMPTION AMOUNT FOR TAXPAYERS OTHER THAN COR-
PORATIONS.—In the case of a taxpayer other than a corpora-
tion, the term “exemption amount” means—

(A) $45,000 ([$49,000 in the case of taxable years begin-
ning in 2001, 2002, 2003, and 2004] $64,000 ir the case
of taxable years beginning in 2003, 2004, and 2005) in the
case of—

(j) * * *
* * * Ed * * *

(B) $33,750 ([$35,750 in the case of taxable years begin-
ning in 2001, 2002, 2003, and 2004] $43,250 in the case
of taxable years beginning in 2003, 2004, and 2005) in the
case of an*ixzkdi;ridual who—

(1)

* * * * * * *

SEC. 56. ADJUSTMENTS IN COMPUTING ALTERNATIVE MINIMUM TAX-
ABLE INCOME.

(a)***
* * * * * * *

(d) ALTERNATIVE TAX NET OPERATING Loss DepucTioN De-
FINED.—

(1) IN GENERAL.—For purposes of subsection (a)(4), the term
“alternative tax net operating loss deduction” means the net
operating loss deduction allowable for the taxable year under
section 172, except that—

(A) the amount of such deduction shall not exceed the
sum of—
(i) the lesser of—

(D the amount of such deduction attributable to
net operating losses (other than the deduction [at-
tributable to carryovers] described in clause
(ii)I)), or

* * * * * * *
(i1) the lesser of—

2003-3 C.B.

97



98

64

(I) the amount of such deduction attributable to
the sum of carrybacks of net operating losses
[for] from taxable years ending during 2001 [or
20021, 2002, 2003, 2004, or 2005 and
[carryforwards] carryovers of net operating losses
to taxable years ending during 2001 [and 2002],
2002, 2003, 2004, or 2005, or

* * * * * * *

SEC. 57. ITEMS OF TAX PREFERENCE.
(a) GENERAL RULE.—For purposes of this part, the items of tax
preference determined under this section are—

* * * * * * *

(7) EXCLUSION FOR GAINS ON SALE OF CERTAIN SMALL BUSI-
NESS STOCK.—An amount equal to [42] 7 percent of the
amount excluded from gross income for the taxable year under
section 1202. [In the case of stock the holding period of which
begins after December 31, 2000 (determined with the applica-
tion of the last sentence of section 1(h)(2)(B)), the preceding
sentence shall be applied by substituting “28 percent” for “42
percent”.]

* * * % * * *
Subchapter B—Computation of Taxable Income

* * * * * * *

PART I—DEFINITION OF GROSS INCOME, ADJUSTED
GROSS INCOME, TAXABLE INCOME, ETC.

% * * % * * *
SEC. 63. TAXABLE INCOME DEFINED.
(a) * %k 3k
* * % * * k *
(c) STANDARD DEDUCTION.—For purposes of this subtitle—
* * * * * * *

(7) APPLICABLE PERCENTAGE.—For purposes of paragraph (2),
the applicable percentage shall be determined in accordance
with the following table:

The applicable

For taxable years beginning percentage is
in calendar year—

L2005 ..o 1741

2003, 2004, and 2005 .........ccoovoeremeeeereeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 200

2006 ... et e s et 184

2007 oo 187

2008 ..o ee e 190

2009 and thereafter e e et eaenes 200

* * * * * * *
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PART VI-ITEMIZED DEDUCTIONS FOR INDIVIDUALS
AND CORPORATIONS

* * * * * * *
SEC. 163. INTEREST.
(a) E I I
(d) LIMITATION ON INVESTMENT INTEREST.—
E3 *k E3 * * * *
(4) NET INVESTMENT INCOME.—For purposes of this sub-
section—

(B) INVESTMENT INCOME.—The term “investment in-
come” means the sum of—
* £ * * *k * *

Such term shall include qualified dividend income (as de-
fined in section 1(h)(11)(B)) only to the extent the taxpayer
elects to treat such income as investment income for pur-
poses of this subsection.

* * * * * * *
SEC. 168. ACCELERATED COST RECOVERY SYSTEM.
(a) * * *
* * * * * * *

(k) SPECIAL ALLOWANCE FOR CERTAIN PROPERTY ACQUIRED
AFTER SEPTEMBER 10, 2001, AND BEFORE [SEPTEMBER 11, 2004]
JANUARY 1, 2006 . —

(2) QUALIFIED PROPERTY.—For purposes of this subsection—
(A) IN GENERAL.—The term “qualified property” means

property—
o * * *

* * * * * * *
(iii) which is—

(I) acquired by the taxpayer after September 10,
2001, and before [September 11, 20041 January
1, 2006, but only if no written binding contract for
the acquisition was in effect before September 11,
2001, or
(II) acquired by the taxpayer pursuant to a writ-
ten binding contract which was entered into after
September 10, 2001, and before [September 11,
20041 January 1, 2006, and
(iv) which is placed in service by the taxpayer before
[January 1, 20051 January 1, 2006, or, in the case of
property described in subparagraph (B), before [Janu-
ary 1, 2006] January 1, 2007.
(B) CERTAIN PROPERTY HAVING LONGER PRODUCTION PE-

RIODS TREATED AS QUALIFIED PROPERTY.—
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(i1) ONLY [PRE-SEPTEMBER 11, 2004] PRE-JANUARY 1,
2006, BASIS ELIGIBLE FOR ADDITIONAL ALLOWANCE.—In
the case of property which is qualified property solely
by reason of clause (i), paragraph (1) shall apply only
to the extent of the adjusted basis thereof attributable
to manufacture, construction, or production before
[September 11, 20041 January 1, 2006.

(C) EXCEPTIONS.—

* * * * * * *

(iii) ELECTION OUT.—If a taxpayer makes an election
under this clause with respect to any class of property
for any taxable year, this subsection shall not apply to
all property in such class placed in service during such
taxable year. The preceding sentence shall be applied
separately with respect to property treated as qualified
property by paragraph (4) and other qualified property.

(D) SPECIAL RULES.—

(i) SELF-CONSTRUCTED PROPERTY.—In the case of a
taxpayer manufacturing, constructing, or producing
property for the taxpayer’s own use, the requirements
of clause (iii) of subparagraph (A) shall be treated as
met if the taxpayer begins manufacturing, con-
structing, or producing the property after September
10, 2001, and before [September 11, 20041 January 1,

2006.
* * * * * * *
(4) 50-PERCENT BONUS DEPRECIATION FOR CERTAIN PROP-
ERTY.—
(A) IN GENERAL.—In the case of 50-percent bonus depre-
ciation property—

(1) paragraph (1)(A) shall be applied by substituting
“50 percent” for “30 percent”, and

(ii) except as provided in paragraph (2)(C), such
property shall be treated as qualified property for pur-
poses of this subsection.

(B) 50-PERCENT BONUS DEPRECIATION PROPERTY.—For
purposes of this subsection, the term “50-percent bonus de-
preciation. property” means property described in para-
graph (2)(A)()—

(i) the original use of which commences with the tax-
payer after May 5, 2003,

(ii) which is acquired by the taxpayer after May 5,
2003, and before January 1, 2006, but only if no writ-
ten binding contract for the acquisition was in effect
before May 6, 2003, and

(iii) which is placed in service by the taxpayer before
January 1, 2006, or, in the case of property described
in paragraph (2)(B) (as modified by subparagraph (C)
of this paragraph), before January 1, 2007.

(C) SPECIAL RULES.—Rules similar to the rules of sub-
paragraphs (B) and (D) of paragraph (2) shall apply for
purposes of this paragraph; except that—
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(i) references to September 10, 2001, shall be treated
as references to May 5, 2003, and

(ii) references to September 11, 2001, shall be treated
as references to May 6, 2003.

(D) AuroMOBILES.—Paragraph (2)(E) shall be applied by
substituting “$9,200” for “$4,600” in the case of 50-percent
bonus depreciation property.

(E) ELECTION OF 30 PERCENT BONUS.—If a taxpayer
makes an election under this subparagraph with respect to
any class of property for any taxable year, subparagraph
(A)(i) shall not apply to all property in such class placed
in service during such taxable year.

* *® * * * * *

SEC. 172. NET OPERATING LOSS DEDUCTION.
(a) * %k %
(b) NET OPERATING CARRYBACKS AND CARRYOVERS.—
(1) YEARS TO WHICH LOSS MAY BE CARRIED.—

* * * * * * *

(H) 5-YEAR CARRYBACK OF CERTAIN LOSSES.—In the case
of [a taxpayer which has] a net operating loss for any tax-
able year ending during 2001 [or 20021, 2002, 2003, 2004
or 2005, subparagraph (A)(i) shall be applied by sub-
stituting “5” for “2” and subparagraph (F) shall not apply.

* * * * * * *
SEC. 179. ELECTION TO EXPENSE CERTAIN DEPRECIABLE BUSINESS
ASSETS.
(a) * * *

(b) LIMITATIONS.—
[(1) DoLLAR LIMITATION.—The aggregate cost which may be
taken into account under subsection (a) for any taxable year
shall not exceed the following applicable amount:

[If the taxable year The applicable
begins in: amount is:
1997 18,000
1998 18,500
1999 19,000
2000 20,000
2001 or 2002 24,000
2003 or thereafter 25,000]

(1) DOLLAR LIMITATION.—The aggregate cost which may be
taken into account under subsection (a) for any taxable year
shall not exceed $25,000 ($100,000 in the case of taxable years
beginning after 2002 and before 2008).

(2) REDUCTION IN LIMITATION.—The limitation under para-
graph (1) for any taxable year shall be reduced (but not below
zero) by the amount by which the cost of section 179 property
placed in service during such taxable year exceeds $200,000
($400,000 in the case of taxable years beginning after 2002 and
before 2008).

E 3 * * * * * *
(6) INFLATION ADJUSTMENTS.—
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(A) IN GENERAL.—In the case of any taxable year begin-
ning in a calendar year after 2003 and before 2008, the
$100,000 and $400,000 amounts in paragraphs (1) and (2)
shall each be increased by an amount equal to—

(i) such dollar amount, multiplied by

(ii) the cost-of-living adjustment determined under
section 1(f)(3) for the calendar year in which the tax-
able year begins, by substituting “calendar year 2002”
for “calendar year 1992” in subparagraph (B) thereof.

(B) ROUNDING.—

(i) DOLLAR LIMITATION.—If the amount in paragraph
(1) as increased under subparagraph (A) is not a mul-
tiple of $1,000, such amount shall be rounded to the
nearest multiple of $1,000.

(ii) PHASEOUT AMOUNT.—If the amount in paragraph
(2) as increased under subparagraph (A) is not a mul-
tiple of $10,000, such amount shall be rounded to the
nearest multiple of $10,000.

(¢) ELECTION.—

[(2) ELECTION IRREVOCABLE.—Any election made under this
section, and any specification contained in any such election,
may not be revoked except with the consent of the Secretary.]

(2) REVOCATION OF ELECTION.—An election under paragraph
(1) with respect to any taxable year beginning after 2002 and
before 2008, and any specification contained in any such elec-
tion, may be revoked by the taxpayer with respect to any prop-
erty. Such revocation, once made, shall be irrevocable.

(d) DEFINITIONS AND SPECIAL RULES.—

[(1) SECTION 179 PROPERTY.—For purposes of this section,
the term “section 179 property” means any tangible property
{to which section 168 applies) which is section 1245 property
(as defined in section 1245(a)(3)) and which is acquired by pur-
chase for use in the active conduct of a trade or business. Such
term shall not include any property described in section 50(b)
and shall not include air conditioning or heating units.]

(1) SECTION 179 PROPERTY.—For purposes of this section, the
term “section 179 property” means property—

(A) which is—
(i) tangible property (to which section 168 applies), or
(it) computer software (as defined in section
197(e)(3)(B))  which is described in  section
197(e)(3)(A)(D), to which section 167 applies, and which
is placed in service in a taxable year beginning after
2002 and before 2008,
(B) which is section 1245 property (as defined in section
1245(a)(3)), and
(C) which is acquired by purchase for use in the active
conduct of a trade or business.
Such term shall not include any property described in section
50(b) and shall not include air conditioning or heating units.

* * * * * * *
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Subchapter C—Corporate Distributions and
Adjustments

* * * * * * *

PART I—DISTRIBUTIONS BY CORPORATIONS
Subpart A. Effects on recipients.

* * * * * * *
[Subpart C. Definitions; constructive ownership of stock.]
* * * * % * *

Subpart A—Effects on Recipients

* * * * * * *
SEC. 301. DISTRIBUTIONS OF PROPERTY.
(a) E I
* * *® * * * %
(f) SPECIAL RULES.—
(1) k %k %
* * * * *® * %

(4) For taxation of dividends received by individuals at cap-
ital gain rates, see section 1(h)(11).

* * * *) * * *

SEC. 306. DISPOSITIONS OF CERTAIN STOCK.
(a) GENERAL RULE.—If a shareholder sells or otherwise disposes
of section 306 stock (as defined in subsection (¢c)}—
(1) Dispositions other than redemptionsIf such disposition is
not a rilelilpfi(in (within the meaning of section 317(b))}—
(A)
* * * * * * %
(D) TREATMENT AS DIVIDEND.—For purposes of section
I(h)(11), any amount treated as ordinary income under this
paragraph shall be treated as a dividend received from the
corporation.

* * * * * * *

PART II—CORPORATE LIQUIDATIONS

* * * * * * *

Subpart B—Effects on Corporation

* * * * * * *
SEC. 338. CERTAIN STOCK PURCHASES TREATED AS ASSET ACQUISI-
TIONS.
(a) * ok k
* * * * % * *
(h) DEFINITIONS AND SPECIAL RULES.—For purposes of this sec-
tion—
* *k * * * * *
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{(14) COORDINATION WITH SECTION 341.—For purposes of de-
termining whether section 341 applies to a disposition within
1 year after the acquisition date of stock by a shareholder
(other than the acquiring corporation) who held stock in the
target corporation on the acquisition date, section 341 shall be
applied without regard to this section.]

* * * * * * *

[Subpart C—Collapsible Corporations

[Sec. 341. Collapsible corporations.

[SEC. 341. COLLAPSIBLE CORPORATIONS.
[(a) TREATMENT OF GAIN TO SHAREHOLDERS.—Gain from—

[(1) the sale or exchange of stock of a collapsible corporation,

[(2) a distribution—

[(A) in complete liquidation of a collapsible corporation
if such distribution is treated under this part as in part or
full payment in exchange for stock, or

[(B) in partial liquidation (within the meaning of section
302(e)) of a collapsible corporation if such distribution is
treated under section 302(b)4) as in part or full payment
in exchange for the stock, and

[(3) a distribution made by a collapsible corporation which,
under section 301(c)}3)(A), is treated, to the extent it exceeds
the basis of the stock, in the same manner as a gain from the
sale or exchange of property,to the extent that it would be con-
sidered (but for the provisions of this section) as gain from the
sale or exchange of a capital asset shall, except as otherwise
provided in this section, be considered as ordinary income.

[(b) DEFINITIONS.—

[(1) COLLAPSIBLE CORPORATION.—For purposes of this sec-
tion, the term “collapsible corporation” means a corporation
formed or availed of principally for the manufacture, construc-
tion, or production of property, for the purchase of property
which (in the hands of the corporation) is property described
in paragraph (3), or for the holding of stock in a corporation
so formed or availed of, with a view to—

[(A) the sale or exchange of stock by its shareholders
(whether in liquidation or otherwise), or a distribution to
its shareholders, before the realization by the corporation
manufacturing, constructing, producing, or purchasing the
property of 2/3 of the taxable income to be derived from
such property, and

[(B) the realization by such shareholders of gain attrib-
utable to such property.

[(2) PRODUCTION OR PURCHASE OF PROPERTY.—For purposes
of paragraph (1), a corporation shall be deemed to have manu-
factured, constructed, produced, or purchased property, if—

[(A) it engaged in the manufacture, construction, or pro-
duction of such property to any extent,

[(B) it holds property having a basis determined, in
whole or in part, by reference to the cost of such property
in the hands of a person who manufactured, constructed,
produced, or purchased the property, or
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[(C) it holds property having a basis determined, in
whole or in part, by reference to the cost of property manu-
factured, constructed, produced, or purchased by the cor-
poration.

[(3) SECTION 341 ASSETS.—For purposes of this section, the
term “section 341 assets” means property held for a period of
less than 3 years which is—

[(A) stock in trade of the corporation, or other property
of a kind which would properly be included in the inven-
tory of the corporation if on hand at the close of the tax-
able year;

[(B) property held by the corporation primarily for sale
to customers in the ordinary course of its trade or busi-
ness;

[(C) unrealized receivables or fees, except receivables
from sales of property other than property described in
this paragraph; or

[(D) property described in section 1231(b) (without re-
gard to any holding period therein provided), except such
property which is or has been used in connection with the
manufacture, construction, production, or sale of property
described in subparagraph (A) or (B).

In determining whether the 3-year holding period specified in
this paragraph has been satisfied, section 1223 shall apply, but
no such period shall be deemed to begin before the completion
of the manufacture, construction, production, or purchase.

[(4) UNREALIZED RECEIVABLES.—For purposes of paragraph
(3)(C), the term “unrealized receivables or fees” means, to the
extent not previously includible in income under the method of
accounting used by the corporation, any rights (contractual or
otherwise) to payment for—

[(A) goods delivered, or to be delivered, to the extent the
proceeds therefrom would be treated as amounts received
from the sale or exchange of property other than a capital
asset, or

[(B) services rendered or to be rendered.

[(c) PRESUMPTION IN CERTAIN CASES.—

[(1) IN GENERAL.—For purposes of this section, a corporation
shall, unless shown to the contrary, be deemed to be a collaps-
ible corporation if (at the time of the sale or exchange, or the
distribution, described in subsection (a)) the fair market value
of its section 341 assets (as defined in subsection (b)(3)) is—

[(A) 50 percent or more of the fair market value of its
total assets, and

[(B) 120 percent or more of the adjusted basis of such
section 341 assets.

Absence of the conditions described in subparagraphs (A) and
(B) shall not give rise to a presumption that the corporation
was not a collapsible corporation.

{(2) DETERMINATION OF TOTAL ASSETS.—In determining the
fair market value of the total assets of a corporation for pur-
poses of paragraph (1)(A), there shall not be taken into ac-
count—

[(A) cash,
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[(B) obligations which are capital assets in the hands of
the corporation, and
[(C) stock in any other corporation.

[(d) LIMITATIONS ON APPLICATION OF SECTION.—In the case of
gain realized by a shareholder with respect to his stock in a col-
lapsible corporation, this section shall not apply—

[(1) unless, at any time after the commencement of the man-
ufacture, construction, or production of the property, or at {:he
time of the purchase of the property described in subsection
(b)(3) or at any time thereafter, such shareholder (A) owned (or
was considered as owning) more than 5 percent in value of 1ghe
outstanding stock of the corporation, or (B) owned stock which
was considered as owned at such time by another shareholder
who then owned (or was considered as owning) more than 5
percent in value of the outstanding stock of the corporation;

[(2) to the gain recognized during a taxable year, unless
more than 70 percent of such gain is attributable to the prop-
erty described in subsection (b)(1); and

[(3) to gain realized after the expiration of 3 years following
the completion of such manufacture, construction, production,
or purchase.

For purposes of paragraph (1), the ownership of stock shall be de-
termined in accordance with the rules prescribed in paragraphs (1),
(2), (3), (5), and (6) of section 544(a) (relating to personal holding
companies); except that, in addition to the persons prescribed by
paragraph (2) of that section, the family of an individual shall in-
clude the spouses of that individual’s brothers and sisters (whether
by the whole or half blood) and the spouses of that individual’s lin-
eal descendants. In determining whether property is described in
subsection (b)(1) for purposes of applying paragraph (2), all prop-
erty described in section 1221(a)(1) shall, to the extent provided in
regulations prescribed by the Secretary, be treated as one item of
property.

[(e) EXCEPTIONS TO APPLICATION OF SECTION.—

[(1) SALES OR EXCHANGES OF STOCK.—For purposes of sub-
section (a)(1), a corporation shall not be considered to be a col-
lapsible corporation with respect to any sale or exchange of
stock of the corporation by a shareholder, if, at the time of
such sale or exchange, the sum of—

[(A) the net unrealized appreciation in subsection (e) as-
s&lets of the corporation (as defined in paragraph (5)A)),

us

[(B) if the shareholder owns more than 5 percent in
value of the outstanding stock of the corporation the net
unrealized appreciation in assets of the corporation (other
than assets described in subparagraph (A)) which would be
subsection (e) assets under clauses (i) and (iii) of para-
graph (5)(A) if the shareholder owned more than 20 per-
cent in value of such stock, plus

[(C) if the shareholder owns more than 20 percent in
value of the outstanding stock of the corporation and owns,
or at any time during the preceding 3-year period owned,
more than 20 percent in value of the outstanding stock of
any other corporation more than 70 percent in value of the
assets of which are, or were at any time during which such
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shareholder owned during such 3-year period more than 20
percent in value of the outstanding stock, assets similar or
related in service or use to assets comprising more than 70
percent in value of the assets of the corporation, the net
unrealized appreciation in assets of the corporation (other
than assets described in subparagraph (A)) which would be
subsection (e) assets under clauses (i) and (iii) of para-
graph (5)(A) if the determination whether the property, in
the hands of such shareholder, would be property gain
from the sale or exchange of which would under any provi-
sion of this chapter be considered in whole or in part as
ordinary income, were made—

{(1) by treating any sale or exchange by such share-
holder of stock in such other corporation within the
preceding 3-year period (but only if at the time of such
sale or exchange the shareholder owned more than 20
percent in value of the outstanding stock in such other
corporation) as a sale or exchange by such shareholder
of his proportionate share of the assets of such other
corporation, and

r[I()ii) by treating any liquidating sale or exchange of

property by such other corporation within such 3-year

period (but only if at the time of such sale or exchange
the shareholder owned more than 20 percent in value
of the outstanding stock in such other corporation) as

a sale or exchange by such shareholder of his propor-

tionate share of the property sold or exchanged,does

not exceed an amount equal to 15 percent of the net
worth of the corporation. This paragraph shall not
apply to any sale or exchange of stock to the issuing
corporation or, in the case of a shareholder who owns
more than 20 percent in value of the outstanding stock
of the corporation, to any sale or exchange of stock by
such shareholder to any person related to him (within
the meaning of paragraph (8)).
[(5) SUBSECTION (E) ASSET DEFINED.—
[(A) For purposes of paragraph (1), the term “subsection
(e) asset” means, with respect to property held by any cor-
poration—

[(i) property (except property used in the trade or
business, as defined in paragraph (9)) which in the
hands of the corporation is, or, in the hands of a
shareholder who owns more than 20 percent in value
of the outstanding stock of the corporation, would be
property gain from the sale or exchange of which
would under any provision of this chapter be consid-
ered in whole or in part as ordinary income;

[(ii) property used in the trade or business (as de-
fined in paragraph (9)), but only if the unrealized de-
preciation on all such property on which there is unre-
alized depreciation exceeds the unrealized apprecia-
tion on all such property on which there is unrealized
appreciation;

[(ii) if there is net unrealized appreciation on all
property used in the trade or business (as defined in
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paragraph (9)), property used in the trade or business
(as defined in paragraph (9)) which, in the hands of a
shareholder who owns more than 20 percent in value
of the outstanding stock of the corporation, would be
property gain from the sale or exchange of which
would under any provision of this chapter be consid-
ered in whole or in part as ordinary income; and
[(iv) property (unless included under clause (1), (i1),
or (iii)) which consists of a copyright, a literary, musi-
cal, or artistic composition, a letter or memorandum,
or similar property, or any interest in any such prop-
erty, if the property was created in whole or in part
by the personal efforts of, or (in the case of a letter,
memorandum, or similar property) was prepared, or
produced in whole or in part for, any individual who
owns more than 5 percent in value of the stock of the
corporation.
The determination as to whether property of the corporation in
the hands of the corporation is, or in the hands of a share-
holder would be, property gain from the sale or exchange of
which would under any provision of this chapter be considered
in whole or in part as ordinary income; shall be made as if all
property of the corporation had been sold or exchanged to one
person in one transaction.
[(6) NET UNREALIZED APPRECIATION DEFINED.—

{(A) For purposes of this subsection, the term “net unre-
alized appreciation” means, with respect to the assets of a
corporation, the amount by which—

[(i) the unrealized appreciation in such assets on
which there is unrealized appreciation, exceeds

[(i1)) the unrealized depreciation in such assets on
which there is unrealized depreciation.

[(B) For purposes of subparagraph (A) and paragraph
(5)(A), the term “unrealized appreciation” means, with re-
spect to any asset, the amount by which—

[(i) the fair market value of such asset, exceeds
[(ii) the adjusted basis for determining gain from
the sale or other disposition of such asset.

[(C) For purposes of subparagraph (A) and paragraph
(5)(A), the term “unrealized depreciation” means, with re-
spect to any asset, the amount by which—

[(1) the adjusted basis for determining gain from the
sale or other disposition of such asset, exceeds
[(i1) the fair market value of such asset.

[(D) For purposes of this paragraph (but not paragraph
(5)(A)), in the case of any asset on the sale or exchange of
which only a portion of the gain would under any provision
of this chapter be considered as ordinary income, there
shall be taken into account only an amount of the unreal-
ized appreciation in such asset which is equal to such por-
tion of the gain.

[(7) NET WORTH DEFINED.—For purposes of this subsection,

the net worth of a corporation, as of any day, is the amount
by which—
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[(A)i) the fair market value of all its assets at the close
of such day, plus
[(ii) the amount of any distribution in complete lig-
uidation made by it on or before such day, exceeds
[(B) all its liabilities at the close of such day.
For purposes of this paragraph, the net worth of a corporation
as of any day shall not take into account any increase in net
worth during the one-year period ending on such day to the ex-
tent attributable to any amount received by it for stock, or as
a contribution to capital or as paid-in surplus, if it appears
that there was not a bona fide business purpose for the trans-
action in respect of which such amount was received.

[(8) RELATED PERSON DEFINED.—For purposes of paragraphs
(1) and (4), the following persons shall be considered to be re-
lated to a shareholder:

[(A) If the shareholder is an individual—
B(i) his spouse, ancestors, and lineal descendants,
an
[(i1) a corporation which is controlled by such share-
holder.
[(B) If the shareholder is a corporation—
[(i) a corporation which controls, or is controlled by,
the shareholder, and
[Gi) if more than 50 percent in value of the out-
standing stock of the shareholder is owned by any per-
son, a corporation more than 50 percent in value of
the outstanding stock of which is owned by the same
person.
For purposes of determining the ownership of stock in applying
subparagraphs (A) and (B), the rules of section 267(c) shall
apply, except that the family of an individual shall include only
his spouse, ancestors, and lineal descendants. For purposes of
this paragraph, control means the ownership of stock pos-
sessing at least 50 percent of the total combined voting power
of all classes of stock entitled to vote or at least 50 percent of
the total value of shares of all classes of stock of the corpora-
tion.

[(9) PROPERTY USED IN THE TRADE OR BUSINESS.—For pur-
poses of this subsection, the term “property used in the trade
or business” means property described in section 1231(b), with-
out regard to any holding period therein provided.

[(10) OWNERSHIP OF STOCK.—For purposes of this subsection
(other than paragraph (8)), the ownership of stock shall be de-
termined in the manner prescribed in subsection (d).

[(11) CORPORATIONS AND SHAREHOLDERS NOT MEETING RE-
QUIREMENTS.—In determining whether or not any corporation
is a collapsible corporation within the meaning of subsection
(b), the fact that such corporation, or such corporation with re-
spect to any of its shareholders, does not meet the require-
ments of paragraph (1), (2), (3), or (4) of this subsection shall
not be taken into account, and such determination, in the case
of a corporation which does not meet such requirements, shall
be made as if this subsection had not been enacted.

[(12) NONAPPLICATION OF SECTION 1245(A), ETC.—For pur-
poses of this subsection, the determination of whether gain
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from the sale or exchange of property would under any provi-
sion of this chapter be considered as ordinary income, shall be
made without regard to the application of sections 617(d)(1),
1245(a), 1250(a), 1252(a), 1254(a), and 1276(a).

[(f) CERTAIN SALES OF STOCK OF CONSENTING CORPORATIONS.—

[(1) IN GENERAL.— Subsection (a)(1) shall not apply to a
sale of stock of a corporation (other than a sale to the issuing
corporation) if such corporation (hereinafter in this subsection
referred to as “consenting corporation”) consents (at such time
and in such manner as the Secretary may by regulations pre-
scribe) to have the provisions of paragraph (2) apply. Such con-
sent shall apply with respect to each sale of stock of such cor-
poration made within the 6-month period beginning with the
date on which such consent is filed.

[(2) RECOGNITION OF GAIN.—Except as provided in para-
graph (3), if a subsection (f) asset (as defined in paragraph (4))
is disposed of at any time by a consenting corporation (or, if
paragraph (3) applies, by a transferee corporation), then the
amount by which—

[(A) in the case of a sale, exchange, or involuntary con-
version, the amount realized, or

[(B) in the case of any other disposition, the fair market
value of such asset,exceeds the adjusted basis of such asset
shall be treated as gain from the sale or exchange of such
asset. Such gain shall be recognized notwithstanding any
other provision of this subtitle, but only to the extent such
gain is not recognized under any other provision of this
subtitle.

[(3) EXCEPTION FOR CERTAIN TAX-FREE TRANSACTIONS.—If
the basis of a subsection (f) asset in the hands of a transferee
is determined by reference to its basis in the hands of the
transferor by reason of the application of section 332, 351, or
361, then the amount of gain taken into account by the trans-
feror under paragraph (2) shall not exceed the amount of gain
recognized to the transferor on the transfer of such asset (de-
termined without regard to this subsection). This paragraph
shall apply only if the transferee—

[(A) is not an organization which is exempt from tax im-
posed by this chapter, and

[(B) agrees (at such time and in such manner as the
Secretary may by regulations prescribe) to have the provi-
sions of paragraph (2) apply to any disposition by it of
such subsection (f) asset.

[(4) SUBSECTION (F) ASSET DEFINED.—For purposes of this
subsection—

[(A) IN GENERAL.—The term “subsection (f) asset” means
any property which, as of the date of any sale of stock re-
ferred to in paragraph (1), is not a capital asset and is
property owned by, or subject to an option to acquire held
by, the consenting corporation. For purposes of this sub-
paragraph, land or any interest in real property (other
than a security interest), and unrealized receivables or
fees (as defined in subsection (b)(4)), shall be treated as
property which is not a capital asset.
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[(B) PROPERTY UNDER CONSTRUCTION.—If manufacture,
construction, or production with respect to any property
described in subparagraph (A) has commenced before any
date of sale described therein, the term “subsection (f)
asset” includes the property resulting from such manufac-
ture, construction, or production.

[(C) SPECIAL RULE FOR LAND.—In the case of land or any
interest in real property (other than a security interest)
described in subparagraph (A), the term “subsection (f)
asset” includes any improvements resulting from construc-
tion with respect to such property if such construction is
commenced (by the consenting corporation or by a trans-
feree corporation which has agreed to the application of
paragraph (2)) within 2 years after the date of any sale de-
scribed in subparagraph (A).

[(5) 5-YEAR LIMITATION AS TO SHAREHOLDER.—Paragraph (1)
shall not apply to the sale of stock of a corporation by a share-
holder if, during the 5-year period ending on the date of such
sale, such shareholder (or any related person within the mean-
ing of subsection (e)(8)(A)) sold any stock of ancother consenting
corporation within any 6-month period beginning on a date on
which a consent was filed under paragraph (1) by such other
corporation.

[(6) SPECIAL RULE FOR STOCK OWNERSHIP IN OTHER CORPORA-
TIONS.—If a corporation (hereinafter in this paragraph referred
to as “owning corporation”) owns 5 percent or more in value of
the outstanding stock of another corporation on the date of any
sale of stock of the owning corporation during a 6-month period
with respect to which a consent under paragraph (1) was filed
by the owning corporation, such consent shall not be valid with
respect to such sale unless such other corporation has (within
the 6-month period ending on the date of such sale) filed a
valid consent under paragraph (1) with respect to sales of its
stock. For purposes of applying paragraph (4) to such other
corporation, a sale of stock of the owning corporation to which
paragraph (1) applies shall be treated as a sale of stock of such
other corporation. In the case of a chain of corporations con-
nected by the 5-percent ownership requirements of this para-
graph, rules similar to the rules of the two preceding sentences
shall be applied.

[(7) ADJUSTMENTS TO BASIS.—The Secretary shall prescribe
such regulations as he may deem necessary to provide for ad-
justments to the basis of property to reflect gain recognized
under paragraph (2).

[(8) SPECIAL RULE FOR FOREIGN CORPORATIONS.—Except to
the extent provided in regulations prescribed by the Sec-
retary—

[(A) any consent given by a foreign corporation under
paragraph (1) shall not be effective, and

[(B) paragraph (3) shall not apply if the transferee is a
foreign corporation.]

* * * * * * *
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Subchapter E—Accounting Periods and Methods
of Accounting

* * * * * * *

PART II-METHODS OF ACCOUNTING

* * * * * * *

Subpart C—Taxable Year for Which Deductions Taken

* * * * * * *
SEC. 467. CERTAIN PAYMENTS FOR THE USE OF PROPERTY OR SERV-
@) * * *ICES.
* * * * * * *

(¢) RECAPTURE OF PRIOR UNDERSTATED INCLUSIONS UNDER
LEASEBACK OR LONG-TERM AGREEMENTS.—

* * * * * * *
(5) SPECIAL RULES.—Under regulations prescribed by the
Secretary—
* * * * * * %

(C) for purposes of sections 170(e)[, 341(e)(12),} and
751(c), amounts treated as ordinary income under this sec-
tion shall be treated in the same manner as amounts
treated as ordinary income under section 1245 or 1250.

* * * * * * *

Subchapter G—Corporations Used To Avoid
Income Tax on Shareholders

* * * * * * *

PART I-——-CORPORATIONS IMPROPERLY ACCUMULATING
SURPLUS

* * * * * * *

SEC. 531. IMPOSITION OF ACCUMULATED EARNINGS TAX.

In addition to other taxes imposed by this chapter, there is here-
by imposed for each taxable year on the accumulated taxable in-
come (as defined in section 535) of each corporation described in
section 532, an accumulated earnings tax [equal to the product of
the highest rate of tax under section 1(¢) and the accumulated tax-
able income.] equal to 15 percent of the accumulated taxable in-
come.

* * * * * * *

PART II—-PERSONAL HOLDING COMPANIES

* * * * * * *
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SEC. 541. IMPOSITION OF PERSONAL HOLDING COMPANY TAX.

In addition to other taxes imposed by this chapter, there is here-
by imposed for each taxable year on the undistributed personal
holding company income (as defined in section 545) of every per-
sonal holding company (as defined in section 542) a personal hold-
ing company tax [equal to the product of the highest rate of tax
under section 1(c) and the undistributed personal holding company
income.] equal to 15 percent of the undistributed personal holding
company income.

* * * * * * *

Subchapter H—Banking Institutions

* * * * * * *
PART I—RULES OF GENERAL APPLICATION TO
BANKING INSTITUTIONS
*® * * * * * *
SEC. 584. COMMON TRUST FUNDS.
(@) * * *
* * * * * * *

(c) INCOME OF PARTICIPANTS IN FUND.—Each participant in the
common trust fund in computing its taxable income shall include,
whether or not distributed and whether or not distributable—

* * * * * * *

The proportionate share of each participant in the amount of divi-
dends received by the common trust fund and to which section
I1(h)(11) applies shall be considered for purposes of such paragraph
as having been received by such participant.

* * * * * * *

Subchapter K—Partners and Partnerships

* * * * * * *

PART I—DETERMINATION OF TAX LIABILITY

* * * * * * *

SEC. 702. INCOME AND CREDITS OF PARTNER.

(a) GENERAL RULE.—In determining his income tax, each partner
shall take into account separately his distributive share of the part-
nership’s—

* * * * * * *

[(5) dividends with respect to which there is a deduction

under part VIII of subchapter B,] '
(5) dividends with respect to which section 1(h)(11) or part
VII of subchapter B applies,

2003-3 C.B.
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Subchapter M—Regulated Investment Companies
and Real Estate Investment Trusts

* * * * * * *

PART I—REGULATED INVESTMENT COMPANIES

* * * * * * *

SEC. 854. LIMITATIONS APPLICABLE TO DIVIDENDS RECEIVED FROM
REGULATED INVESTMENT COMPANY.

(a) CAPITAL GAIN DIVIDEND.—For purposes of section 1(h)(11) (re-
lating to maximum rate of tax on dividends and interest) and sec-
tion 243 (relating to deductions for dividends received by corpora-
tions), a capital gain dividend (as defined in section 852(b)3)) re-
ceived from a regulated investment company shall not be consid-
ered as a dividend.

(b) OTHER DIVIDENDS.—

(1) AMOUNT TREATED AS DIVIDEND.—

(B) MAXIMUM RATE UNDER SECTION 1(h).—

(i) IN GENERAL.—If the aggregate dividends received
by a regulated investment company during any taxable
year are less than 95 percent of its gross income, then,
in computing the maximum rate under section 1(h)(11),
rules similar to the rules of subparagraph (A) shall
apply.

(ii) GROSS INCOME.—For purposes of clause (i), in the
case of 1 or more sales or other dispositions of stock or
securities, the term “gross income” includes only the ex-
cess of —

(I) the net short-term capital gain from such
sales or dispositions, over

(ID) the net long-term capital loss from such sales
or dispositions.

[(B)] (C) LmmrtaTioN.—The aggregate amount which
may be designated as dividends under subparagraph (A) or
(B) shall not exceed the aggregate dividends received by
the company for the taxable year.

(2) NOTICE TO SHAREHOLDERS.—The amount of any distribu-
tion by a regulated investment company which may be taken
into account as a dividend for purposes of the maximum rate
under section 1(h)(11) and the deduction under section 243
shall not exceed the amount so designated by the company in
a written notice to its shareholders mailed not later than 60
days after the close of its taxable year.

* * * * * * %

(5) COORDINATION WITH SECTION 1ch)11).—For purposes of
paragraph (1)(B), an amount shall be treated as a dividend
only if the amount is qualified dividend income (within the
meaning of section 1(h)(11)(B)).

* * * * * * *

PART I—REAL ESTATE INVESTMENT TRUSTS

* * * * * * *
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SEC. 857. TAXATION OF REAL ESTATE INVESTMENT TRUSTS AND
THEIR BENEFICIARIES.

(a)***
* * * * * * *

[(c) RESTRICTIONS APPLICABLE TO DIVIDENDS RECEIVED FROM
REAL ESTATE INVESTMENT TRUSTS.—For purposes of section 243
(relating to deductions for dividends received by corporations), a
dividend received from a real estate investment trust which meets
ghe drﬁquiremen'cs of this part shall not be considered as a divi-

end.

(c) RESTRICTIONS APPLICABLE TO DIVIDENDS RECEIVED FROM
REAL ESTATE INVESTMENT TRUSTS.—

(1) SECTION 243.—For purposes of section 243 (relating to de-
ductions for dividends received by corporations), a dividend re-
ceived from a real estate investment trust which meets the re-
quirements of this part shall not be considered a dividend.

(2) SECcTION 1(h)(11).—For purposes of section 1(h)(11) (relat-
ing to maximum rate of tax on dividends), rules similar to the
rules of section 854(b)(1)(B) shall apply to dividends received
from a real estate trust which meets the requirements of this
part.

* * * * * * *

Subchapter P—Capital Gains and Losses

* * * * * * *

PART IV—SPECIAL RULES FOR DETERMINING CAPITAL
GAINS AND LOSSES

* * * * * * *

SEC. 1255. GAIN FROM DISPOSITION OF SECTION 126 PROPERTY.

(a) * %k X

(b) SpeciAL RULES.—Under regulations prescribed by the Sec-
retary—

(2) for purposes of sections 170(e)[, 341(e)(12),] and 751(c),
amounts treated as ordinary income under this section shall be
treated in the same manner as amounts treated as ordinary in-
come under section 1245.

* * * * * * *

SEC. 1257. DISPOSITION OF CONVERTED WETLANDS OR HIGHLY
ERODIBLE CROPLANDS.

(a)***

* * * * * * *

(d) SpeciaAL RULES.—Under regulations prescribed by the Sec-
retary, rules similar to the rules applicable under section 1245
shall apply for purposes of subsection (a). For purposes of sections
170(e)[, 341(e)12),] and 751(c), amounts treated as ordinary in-
come under subsection (a) shall be treated in the same manner as
amounts treated as ordinary income under section 1245.

* * * * * * *
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Subchapter Y—New York Liberty Zone Benefits

* * * * * * *
SEC. 1400L. TAX BENEFITS FOR NEW YORK LIBERTY ZONE.
(a) * * *

(b) SPECIAL ALLOWANCE FOR CERTAIN PROPERTY ACQUIRED
AFTER SEPTEMBER 10, 2001.—
(2) QUALIFIED NEW YORK LIBERTY ZONE PROPERTY.—For pur-
poses of this subsection—

* * * * * * *

(C) EXCEPTIONS.—

(i) [30 PERCENT ADDITIONAL ALLOWANCE PROPERTY]
BONUS DEPRECIATION PROPERTY UNDER SECTION
168(k).—Such term shall not include property to which
section 168(k) applies.

* * * * * * *

CHAPTER 3—WITHHOLDING OF TAX ON NON-
REOSIDENT ALIENS AND FOREIGN CORPORA-
TIONS

* * * * * * *

Subchapter A—Nonresident Aliens and Foreign
Corporations

* * * * * * *

SEC. 1445. WITHHOLDING OF TAX ON DISPOSITIONS OF UNITED
STATES REAL PROPERTY INTERESTS.

(a) * * *
* * * * * * *

(e) SPEcIAL RULES RELATING TO DISTRIBUTIONS, ETC., BY COR-
PORATIONS, PARTNERSHIPS, TRUSTS, OR ESTATES.—

(1) CERTAIN DOMESTIC PARTNERSHIPS, TRUSTS, AND ES-
TATES.—In the case of any disposition of a United States real
property interest as defined in section 897(c) (other than a dis-
position described in paragraph (4) or (5)) by a domestic part-
nership, domestic trust, or domestic estate, such partnership,
the trustee of such trust, or the executor of such estate (as the
case may be) shall be required to deduct and withhold under
subsection (a) a tax equal to 35 percent (or, to the extent pro-
vided in regulations, [20] 15 percent) of the gain realized to
the extent such gain—

* * * * * * *

Subtitle F—Procedure and Administration

* * * * * * *
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CHAPTER 65—ABATEMENTS, CREDITS, AND
REFUNDS

* * * * * * *
Subchapter B—Rules of Special Application

Sec. 6411. Tentative carryback and refund adjustments.

* * * * * * *

Sec. 6429. Advaggg payment of portion of increased child credit for
3.

* * * * * * *
SEC. 6429. ADVANCE PAYMENT OF PORTION OF INCREASED CHILD
CREDIT FOR 2003.

_(a) IN GENERAL.—Each taxpayer who claimed a credit under sec-
tion 24 on the return for the taxpayer’s first taxable year beginning
in 2002 shall be treated as having made a payment against the tax
imposed by chapter 1 for such taxable year in an amount equal to
the child tax credit refund amount (if any) for such taxable year.

(b) CHILD TAX CREDIT REFUND AMOUNT.—For purposes of this
section, the child tax credit refund amount is the amount by which
the aggregate credits allowed under part IV of subchapter A of
chapter 1 for such first taxable year would have been increased if-—

(1) the per child amount under section 24(a)(2) for such year
were $1,000,

(2) only qualifying children (as defined in section 24(c}) of the
taxpayer for such year who had not attained age 17 as of De-
cember 31, 2003, were taken into account, and

(3) section 24(d)(1)(B)(ii) did not apply.

(c) TIMING OF PAYMENTS.—In the case of any overpayment attrib-
utable to this section, the Secretary shall, subject to the provisions
of this title, refund or credit such overpayment as rapidly as pos-
sible and, to the extent practicable, before October 1, 2003. No re-
fund or credit shall be made or allowed under this section after De-
cember 31, 2003.

(d) CoOrRDINATION WITH CHILD TAX CREDIT.—

(1) IN GENERAL.—The amount of credit which would (but for
this subsection and section 26) be allowed under section 24 for
the taxpayer’s first taxable year beginning in 2003 shall be re-
duced (but not below zero) by the payments made to the tax-
payer under this section. Any failure to so reduce the credit
shall be treated as arising out of a mathematical or clerical
error and assessed according to section 6213(b)(1).

(2) JOINT RETURNS.—In the case of a payment under this sec-
tion with respect to a joint return, half of such payment shall
be treated as having been made to each individual filing such
return.

(e) No INTEREST.—No interest shall be allowed on any overpay-
ment attributable to this section.

* * * * * * *
CHAPTER 77—MISCELLANEOUS PROVISIONS
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SEC. 7518. TAX INCENTIVES RELATING TO MERCHANT MARINE CAP-
ITAL CONSTRUCTION FUNDS.

(a) E I 3
% * * * * * *
(g) TAX TREATMENT OF NONQUALIFIED WITHDRAWALS.—
% ES % * ES * E S
(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MAR-
GINAL RATE.—

(A) IN GENERAL.—In the case of any taxable year for
which there is a nonqualified withdrawal (including any
amount so treated under paragraph (5)), the tax imposed

by chapter 1 shall be determined—

*k * * * * * *
With respect to the portion of any nonqualified withdrawal
made out of the capital gain account during a taxable year
to which section 1(h) or 1201(a) applies, the rate of tax
taken into account under the preceding sentence shall not
exceed [20] 15 percent (34 percent in the case of a cor-
poration).

* * * * * * *

ECONOMIC GROWTH AND TAX RELIEF RECONCILIATION
ACT OF 2001

* * *® * * * *

TITLE III—MARRIAGE PENALTY RELIEF

SEC. 301. ELIMINATION OF MARRIAGE PENALTY IN STANDARD DE-
DUCTION.

(a)***

* * * * * * *

(d) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, [2004]

2002.
SEC. 302. PHé\;EOUT OF MARRIAGE PENALTY IN 15-PERCENT BRACK-
(a) * * * '

* * * * * * *

(c) EFFECTIVE DATE.—The amendments made by this section
;}53121 apply to taxable years beginning after December 31, [2004]
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SECTION 102 OF THE JOB CREATION AND WORKER
ASSISTANCE ACT OF 2002

SEC. 102. CARRYBACK OF CERTAIN NET OPERATING LOSSES AL-

LOWED FOR 5 YEARS; TEMPORARY SUSPENSION OF 90
PERCENT AMT LIMIT.

(a)***
* * * * * * *

(c) TEMPORARY SUSPENSION OF 90 PERCENT LIMIT ON CERTAIN
NOL CARRYOVERS.—
(2) EFFECTIVE DATE.—The amendment made by this sub-
section shall apply to taxable years ending [before January 1,
2003] after December 31, 1990.

* * * * * * *

SECTION 607 OF THE MERCHANT MARINE ACT, 1936
SEC. 607. (a) * * *

* * * * * * *

Ehg '£AX TREATMENT OF NONQUALIFIED WITHDRAWALS.—
1 % %k

* * * * * * *
(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MAR-
GINAL RATE.—

(A) IN GENERAL.—In the case of any taxable year for
which there is a nonqualified withdrawal (including any
amount so treated under paragraph (5)), the tax imposed
by chapter 1 of the Internal Revenue Code of 1986 shall
be determined—

* * * % * * *

With respect to the portion of any nonqualified withdrawal
made out of the capital gain account during a taxable year
to which section 1(h) or 1201(a) of such Code applies, the
rate of tax taken into account under the preceding sen-
tence shall not exceed [20] 15 percent (34 percent in the
case of a corporation).

* * * * * * *
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VII. DISSENTING VIEWS

We are united in our opposition to the committee bill. It is dif-
ficult to imagine a bill that could be more unfair and fiscally irre-
sponsible than the one reported by the Committee. The Committee
bill is as reckless as the President’s proposal, it uses gimmicks to
pretend to cut its cost. The Committee bill is even more unfair than
the President’s proposal.

The unfairness of the Committee bill is apparent on its face, no
sophisticated distributional analysis is necessary. All of the bene-
fits in the Committee bill that are targeted for low- and moderate-
income individuals, such as expansion of the lowest income tax rate
bracket, marriage penalty relief and child credit increase last only
three years. In contrast, the new tax reduction for capital gains
and dividends (totaling $276 billion), is sunsetted at the end of the
budget window. Seventy percent of all capital gain and dividend in-
come is enjoyed by the fortunate 2.5 percent of taxpayers with an-
nual incomes over $200,000. Those fortunate taxpayers will find
that their Federal tax rate on that income will be one-half of the
combined Federal income and payroll tax rate on wages earned by
moderate income working families.

The Committee bill will result in persistent long-term deficits
that could reduce economic growth in the future. Even Federal Re-
serve Chairman Alan Greenspan has cautioned against costly new
tax reductions at a time when the Government is facing exploding
deficits. The Committee bill is particularly irresponsible now that
we are faced with the uncertain cost of continued occupation of
Iraq and its reconstruction.

Normally in time of war, this country has a sense of shared sac-
rifice. Now the Administration and its congressional Republican al-
lies are pursuing a course that calls for sacrifices from some, but
rewards for others. Individuals in the military are being asked to
risk their lives in Iraq. The elderly, poor and unemployed will see
reductions in Medicare, Medicaid and other programs. The ability
to meet our commitment to Social Security beneficiaries will be re-
duced by the irresponsible nature of the Committee bill. In con-
trast, upper income individuals will receive large tax reductions
from the Committee bill. Households with annual income over $1
million will receive a $93,500 increase in their “take-home” income
in 2003 and more in later years.

The individuals in the military who risked their lives in Iraq de-
serve more than a welcoming speech and a parade when they come
back. They should receive educational and other benefits commen-
surate with those that we have provided to the veterans of prior
conflicts. Their children should not face diminished opportunities
for an education because the Congress and the President have
failed to meet the bold promises they made in enacting the No
Child Left Behind Act. Above all, the military returning from Iraq

(86)
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should not be presented with a bill for the party that was held in
their absence and that provided little assistance to them or their
families.

The President in his State of the Union Address earlier this year
said that “* * * we will not pass along our problems to other Con-
gresses, other Presidents, and other generations.” The President’s
program and the Committee bill are totally inconsistent with that
pledge. The Wall Street firm, Goldman Sachs, estimates that an-
nual deficits over the next ten years could total $4 trillion. Not-
withstanding the President’s rhetoric, the problem of paying a very
large bill will be passed on to our children.

The Committee bill arguably will be the third “economic stim-
ulus” package recommended by the Bush Administration. Part of
the sales pitch for the 2001, $1.35 trillion tax cut was its stimula-
tive effect on the economy. When the economy continued to experi-
ence sluggish growth, another economic stimulus plan was enacted
in March, 2002.

Now we are continuing to see slow economic growth. The Com-
mittee Republicans and the Bush Administration are using those
economic conditions to justify proposals that will provide little
short-term help to our economy, but advance their long-term agen-
da of reducing taxes on upper income individuals and eliminating
all income taxes on investment income. Their ultimate goal is a tax
system that only taxes wages and does so without progressive
rates. The Committee bill is a step in a plan to reach that goal, a
goal that we do not share.

The recent analysis by the Congressional Budget Office dem-
onstrates that these proposals will do little to improve the economy
and add jobs. CBO found that the President’s proposals would
probably reduce, not increase, investment. Even the Republican-ap-
pointed head of CBO concluded that the President’s proposals
would have little impact on the economy.

Fogcl)fﬁng is an elaboration of some of the reasons why we oppose
this bill.

Persistent long-term deficits

All of the $5.6 trillion projected surpluses used in 2001 to defend
the Bush position that we could afford a large tax cut and other
priorities, such as a prescription drug benefit, now are all gone. In-
stead, we will have large budget deficits for the foreseeable future
even without taking into account the cost of indefinite occupation
of Iraq. The bipartisan commitment to preserve the Social Security
and Medicare surpluses has been totally abandoned by the Bush
Administration and its Congressional Republican allies.

Each new budget projection from the Congressional Budget Of-
fice brings increasingly bad news. The most recent report indicates
that the deficit for the current fiscal year will be $47 billion greater
than what CBO estimated only two months earlier. The 10-year
budget picture has worsened by $446 billion, again compared to es-
timates made only two months earlier. Since that time, Congress
appropriated approximately $80 billion for the short-term cost of
the war in Iraq. In addition, income tax receipts from the April 15
filing season are substantially smaller than earlier estimated. The
deficit for this fiscal year could easily set a record. Analysts at
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Citibank are now suggesting that this year’s deficit could approach
$500 billion. Already we have seen record levels of Federal bor-
rowing in the first quarter of this year.

The current projections dramatically understate the long-term
fiscal problems. They do not take into account any of the costs of
indefinite occupation of Iraq or of its reconstruction. The projec-
tions do not take into account the costs of fixing the individual al-
ternative minimum tax nor the cost of extending widely popular
tax benefits. They also assume that the Congressional Republicans
will not provide a significant Medicare prescription drug benefit.

The Administration has argued that deficits don’t matter. Fed-
eral Reserve Chairman Alan Greenspan clearly does not agree.
“There is no question that as deficits go up, contrary to what some
have said, it does affect long-term interest rates. It does have a
negative impact on the economy.”

The Committee has attempted to hide the true cost of its bill
through gimmicks, following the example of the 2001 tax cut legis-
lation. In 2001, Congress used temporary provisions and the over-
all sunset to hide the cost of the bill. Now, we have legislation that
temporarily accelerates the temporary provisions of the 2001 Act,
gimmicks piled on top of gimmicks. The true cost of the Committee
bill is far greater than the promised total of $550 billion because
of the implicit promise to extend its tax benefits in the future. If
all of its provisions were extended indefinitely, the cost would ex-
ceed $1 trillion over the next 10 years.

We can finance the cost of the irresponsible Committee bill only
if foreign investors continue to be willing to lend us money. The
value of our currency is a barometer of confidence in our fiscal poli-
cies and a strong dollar is necessary for continued foreign invest-
ment in this country. There has been a steady decline in the value
of the dollar. The European currency has risen twenty-six percent
against the dollar since the beginning 2002. If the recent declines
in the value of the dollar continue, we could face dramatic interest
rate increases in order to borrow the $1.5 billion a day that we
need from foreign investors to fund our trade and budget deficits.
Even officials at the International Monetary Fund have raised con-
cerns over our fiscal policies.

State and local fiscal crisis

State and local governments are grappling with unprecedented
budget crises. Unlike the Federal government, those governments
do not have the luxury of borrowing money to cover their deficits.
The tax increases and spending cuts at the State and local level
could offset totally any beneficial effect from Federal action. The
Republicans refused to provide any significant assistance to assist
States in meeting that crisis, even though previous excessive Re-
publican tax cuts for the wealthy have contributed to those growing
State deficits.

The tax cuts are tremendously skewed to the affluent

The Committee bill is tremendously skewed to the affluent. Its
capital-gains/dividend tax cut is even more skewed than the Presi-
dent’s dividend tax cut. Capital gains are even more concentrated
at the top than are dividends.
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The middle-class oriented tax breaks (e.g., greater child credit,
wider 10% tax-rate bracket, and marriage relief) expire after only
three years, but not the tax breaks for dividends and capital gains,
nor the cut in the top tax rate from 38.6% to 35%.

While the income and payroll tax rates on an extra dollar of ordi-
nary wages earned by families with median income typically add
to 30% (15% each), and stay that way under the Committee bill
plan, the maximum tax rates on capital gains and dividends go
down to only 15%—half as much. This is another big step on the
road to changing the income tax into a tax on only wages, while
continuing to “double tax” wages under both the income and the
payroll taxes.

Famous investor Warren Buffett recently told Senators that get-
ting rid of the tax on dividends, as the President proposed, would
reduce his federal tax bill by $300 million a year. Mr. Buffett said
that would mean he would pay proportionately less in taxes than
his secretary. Mr. Buffet would get this tax break for doing nothing
differently than he does already. House Republicans are forging
ahead to give Mr. Buffett much of that dividends tax cut and a big-
ger capital gains tax cut.

A study by the Brookings/Urban Institutes’ Tax Policy Center
quantifies the skewed benefits of the Committee bill. According to
that study—

e For tax-year 2003, $93,500 is the average tax cut for those
with incomes of one million or more. $452 is the tax cut for house-
holds with incomes between $40,000 and $50,000. For the million-
aires, this is like a “bonus” equal to 4.4% of their take-home in-
come, almost four times as much as for the middle-class group that
gets a 1.1% increase.

o A clear indication of what will happen later, after the middle-
class relief expires, comes from looking at the capital-gains/divi-
dends tax cut which persists.

e In tax year 2003, the capital-gains tax cut which only covers
eight months of the year is worth 530,700 to millionaires, but only
$42 to households with incomes between $40,000 and $50,000.

e 61% of the benefits from the capital-gains dividend tax cut go
to the only 2% of households with incomes over $200,000.

e Only 21% of households within the $40,000-$50,000 income
group get any thing at all, because so few even have capital-gains
or dividend income.

The affluent benefit so much because they get most of the capital
gains and dividend income in society, and because such a large
share of their total income is from capital gains and dividends,
which the Committee bill favors.

Households with incomes over $500,000 get 41% of their income
from capital gains and dividends, which are favored by the Com-
mittee bill. Households with incomes between $40,000 and $75,000
get only 4% of their income from the sources favored by the Com-
mittee bill. (See graph.)
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The very affluent have a large share of total capital gains and
dividend income even though they are a small share of households.
IRS data for 2000 show that those with incomes over $500,000 ac-
counted for 57% of all capital gains and dividends, but comprised
only 0.5% of taxpayers and accounted for only 17% of income from
all sources. The opposite is true for taxpayers with incomes be-
tween $40,000 and $75,000. They comprised 21% of all taxpayers
and accounted for 24% of all income, but only 7% of capital gains
and dividends.

{Percent}

Share of total

Share of total income {ad-

taxpayers justed gross
income)

Share of cap-
Income group year 2000 ita! gains and
dividends

Over $500,000 57 05 17
$200,000-500,000 13 2 10
$100,000-200,000 12 3 17
$75,000-100,000 5 7 1
$40,000-75,000 7 21 24
$20,000-40,000 3 25 14
$1 to $20,000 3 39 8

A very high percentage of affluent households have either capital
gains or dividend income that is favored under the Committee
plan. This is not true of middle-income households. For example,
94% of households with incomes over $500,000 have dividends or
capital gains. Only 33% of households with incomes between
$40,000 and $75,000 have dividends or capital gains. (See graph.)

2003-3 C.B. 125



92

126 2003-3 C.B.



93

CONCLUSION

Earlier this year, Mr. Rangel sent a “Dear Colleague” letter de-
scribing the President’s tax cuts as being reckless and unfair. The
Committee has produced a bill equally reckless, and even more un-

fair. It is easy to vote no.

CHARLES B. RANGEL.
ROBERT MATSUI

JIM MCDERMOTT.
GERALD KLECZKA.
RicHARD E. NEAL.
MaxX SANDLIN.
STEPHANIE TUBBS JONES.
LroyDp DOGGETT.

PETE STARK.

BEN CARDIN.

SANDER M. LEVIN.
JOHN LEWIS.

WILLIAM J. JEFFERSON.
EARL POMEROY

XAVIER BECERRA.
MicHAEL R. McNuULTY.
JOHN TANNER.

O
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Public Law 108-81
108th Congress

An Act
To reauthorize the Museum and Library Services Act, and for other purposes. %(}ES_
Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled, Museum and
Library Services
SECTION 1. SHORT TITLE. Act of 2003.

This Act may be cited as the “Museum and Library Services .
Act of 2003”. )

SEC. 2. TABLE OF CONTENTS.
The table of contents for this Act is as follows:

TITLE V—MISCELLANEOUS PROVISIONS

Sec. 503. Conforming amendment.
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PUBLIC LAW 108-81—SEPT. 25, 2003 117 STAT. 1003

TITLE V—-MISCELLANEOUS PROVISIONS

SEC. 503. CONFORMING AMENDMENT.

Section 170(e)(6)B)E)III) of the Internal Revenue Code of 1986 26 USC 170.
(relating to the special rule for contributions of computer technology
and equipment for educational purposes) is amended by striking
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“section 213(2)(A) of the Library Services and Technology Act (%
U.S.C. 9122(2)(A)” and inserting “section 213(1)(A) of the Librar
Services and Technology Act (20 U.S.C. 9122(1)(A))".

Approved September 25, 2003.

LEGISLATIVE HISTORY-—H.R. 13 (S. 888):

HOUSE REPORTS: No. 108-16 (Comm. on Education and the Workforce).
SENATE REPORTS: No. 108-83 accompanying S. 888 (Comm. on Health, Edu-
cation, Labor, and Pensions).
CONGRESSIONAL RECQRD, Vol. 149 (2003):
Mar. 6’ considoerad and nacen A Warroa
Aug. 1, consi
Sept. 16, Ho
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108TH CONGRESS REPORT
1st Session HOUSE OF REPRESENTATIVES 108-16

MUSEUM AND LIBRARY SERVICES ACT OF 2003

FEBRUARY 25, 2003.—Committed to the Committee of the Whole House on the State
of the Union and ordered to be printed

Mr. BOEHNER, from the Committee on Education and the
Workforce, submitted the following

REPORT

[To accompany H.R. 13]

[Including cost estimate of the Congressional Budget Office]

The Committee on Education and the Workforce, to whom was
referred the bill (H.R. 13) to reauthorize the Museum and Library
Services Act, and for other purposes, having considered the same,
report favorably thereon without amendment and recommend that
the bill do pass.

PURPOSE

H.R. 13, the Museum and Library Services Act of 2003, author-
izes federal assistance to museums and libraries through fiscal
year 2009. H.R. 13 maintains the modest but essential federal sup-
port for museums and libraries across the country, authorizes
funds for the one federal agency—the Institute of Museum and Li-
brary Services—devoted exclusively to museums and libraries,
which are natural partners with our nation’s schools; and encour-
ages model cooperation between museums and libraries. The Insti-
tute of Museum and Library Services and the Committee on Edu-
cation and the Workforce note that funds allocated under the Mu-
seum and Library Services Act are not authorized for construction
of facilities. Instead, the intent of authorized funds is to increase
access to—and cooperation among—our nation’s museums and li-
braries. Last Congress, the Committee on Education and the Work-
force reported H.R. 3784, the Museum and Library Services Act of
2002. However, H.R. 3784 was not scheduled for Floor consider-
ation. H.R. 13 is a similar bill and a bipartisan attempt to reau-
thorize the Museum and Library Services Act.

19-006
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COMMITTEE ACTION

107TH CONGRESS

Subcommittee hearing

On Thursday, February 14, 2002, the Subcommittee on Select
Education held a hearing in Washington, D.C. on “Equipping Mu-
seums and Libraries for the 21st Century.” The purpose of the
hearing was to learn about activities and initiatives currently fund-
ed under the Museum and Library Services Act and to discuss
issues related to its reauthorization.

Legislative action

On February 26, 2002, Representatives Peter Hoekstra (R-MI)
and Tim Roemer (D-IN) introduced H.R. 3784, the Museum and
Library Services Act of 2002, a bipartisan bill to reauthorize the
Museum and Library Services Act through fiscal year 2008.

On March 6, 2002, the Subcommittee on Select Education consid-
ered HR. 3784 in legislative session and reported it favorably,
without amendment, to the Committee on Education and the Work-
force by voice vote.

On March 20, 2002, the Committee on Education and the Work-
force considered H.R. 3784 in legislative session and reported it fa-
vorably, as amended, to the House of Representatives by voice vote.
The Committee considered two amendments:

¢ The Committee adopted, by voice vote, a bipartisan substitute
amendment offered by Representatives Peter Hoekstra (R-MI) and
Tim Roemer (D-IN). The substitute amendment was drafted with
input from the Institute of Museum and Library Services, the
American Library Association, the Chief Officers of State Library
Agencies, and the American Association of Museums. Specifically,
the amendment: (1) authorizes a total of $350 million for the Mu-
seum and Library Services Act, with $300 million for library serv-
ices and $50 million for museum services; (2) increases the min-
imum allotment for the United States Virgin Islands, Guam, and
American Samoa, the Commonwealth of the Northern Mariana Is-
lands, the Republic of the Marshall Islands, the Federated States
of Micronesia, and the Republic of Palau to $60,000 as long as each
State receives its new minimum allotment of $500,000; and (3)
makes technical and typographical changes to the legislation.

e The Committee rejected, by voice vote, an amendment offered
by Representative Major Owens (D-NY) to add language to H.R.
3784 to require that the National Commission on Libraries and In-
formation Science advise the Institute of Museum and Library
Services Director on library programs.

108TH CONGRESS

The Committee on Education and the Workforce did not hold
hearings on the Museum and Library Services Act during the
108th Congress.

Legislative action

On January 7, 2003, Representative Peter Hoekstra (R-MI) in-
troduced H.R. 13, the Museum and Library Services Act of 2003,
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a bipartisan bill to reauthorize the Museum and Library Services
Act through fiscal year 2009.

On February 13, 2003, the Committee on Education and the
Workforce considered H.R. 13 in legislative session and reported it
fayorablgr, without amendment, to the House of Representatives by
voice vote.

SUMMARY
TITLE [—GENERAL PROVISIONS

~ H-R. 13, the Museum and Library Services Act of 2003 author-
izes the federal library and museums programs under the Institute
of Museum and Library Services. Specifically, this title: requires
the Institute of Museum and Library Services Director to establish
procedural standards for making grants available to museums and
libraries (ensuring that the criteria are consistent with the statu-
tory purposes of the Act); prohibits projects that are determined to
be obscene from receiving funding; ensures that library activities
are coordinated with activities under P.L. 107-110, the No Child
Left Behind Act of 2001; consolidates museum and lhibrary advisory
board activities under a single statute; authorizes the Institute of
Museum and Library Services Director to issue National Awards
for Library Service and National Awards for Museum Service; and
ensures that administrative funds are also used to conduct annual
analyses of the impact of museum and library services.

TITLE II—LIBRARY SERVICES AND TECHNOLOGY

The purposes of this title are to: (1) consolidate federal library
service programs; (2) promote improvement in library services in
all types of libraries to better serve the people of the United States;
(8) facilitate access to resources in all types of libraries toward an
educated and informed citizenry; and (4) encourage resource shar-
ing among all types of libraries toward economic and efficient deliv-
ery of library services to the public.

Under this title, 3.75 percent of funds are reserved for national
leadership competitive grants; 1.75 percent of funds are reserved
for library services for Native Americans; up to 3.5 percent of funds
for federal administration; and the remainder of funds are allotted
by formula to States via State Library Agencies.

H.R. 13 increases the minimum State allotment for library pro-
grams to $680,000 and also ensures that no State’s allotment falls
below its FY 2003 level. If funding were insufficient to raise the
minimum State allotment to $680,000, and, at the same time, hold
all States harmless so they do not lose funds from their FY 2003
level, then the minimum State allotment is set at $340,000 (cur-
rent law minimum State allotment). Additional funding would be
distributed equally among the States until the minimum amount
of $680,000 per State is reached and any funding above the State
minimum of $680,000 would be awarded to States based on popu-
lation (as under current law). H.R. 13 also increases the minimum
allotment for the United States Virgin Islands, Guam, American
Samoa, the Commonwealth of the Northern Mariana Islands, the
Republic of the Marshall Islands, the Federated States of Micro-
nesia, and the Republic of Palau to $60,000 as long as each State
receives its new minimum allotment of $680,000.
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State grants under this title can be used for: (1) expanding serv-
ices for learning and access to information and educational re-
sources in a variety of formats in all types of libraries for individ-
uals of all ages; (2) developing library services that provide all
users access to information through electronic networks; (3) pro-
viding electronic and other linkages among and between all types
of libraries; (4) developing public and private partnerships with
other agencies and community-based organizations; (5) targeting li-
brary services to people of diverse geographic, cultural, and socio-
economic backgrounds, to individuals with disabilities, and to peo-
ple with limited functional literacy or information skills; and (6)
targeting library and information services to persons having dif-
ficulty using a library and to underserved urban and rural commu-
nities, including children from families with incomes below the pov-
erty level.

This title authorizes 3.75 percent of funds for national leadership
grant to enhance the quality of library services nationwide and to
provide coordination between libraries and museums. These com-
petitive grants are used for activities that include: (1) education,
recruitment, and training of persons in library and information
science; (2) research and demonstration projects related to the im-
provement of libraries, education in library and information
science, enhancement of library services through effective and effi-
cient use of new technologies, and dissemination of information de-
rived from such projects; (3) preservation or digitization of library
materials and resources; and (4) model programs demonstrating co-
operative efforts between libraries and museums.

The Library Services and Technology title is authorized at $210
million for fiscal year 2004 and such sums as may be necessary for
fiscal years 2005 through 2009.

TITLE III—MUSEUM SERVICES

The purposes of this title are to: (1) encourage and support muse-
ums in carrying out their public service role of connecting the
whole of society to the cultural, artistic, historical, natural, and sci-
entific understandings that constitute our heritage; (2) encourage
and support museums in carrying out their educational role; (3) en-
courage leadership, innovation and applications of the most current
technologies and practices to enhance museum services; (4) assist,
encourage, and support museums in carrying out their stewardship
responsibilities to achieve the highest standards in conservation
and care of the cultural, historic, natural, and scientific heritage of
the United States; (5) assist, encourage, and support museums in
achieving the highest standards of management and service to the
public; and (6) support resource sharing and partnerships among
museums, libraries, schools, and other commumty organizations.

H.R. 13 authorizes the Institute of Museum and Library Services
Director, subject to the policy direction of the expanded Museum
and Library Services Board, to enter into arrangements, including
grants, contracts, cooperative agreements, and other forms of as-
sistance to museums and to other entities to pay for the federal
share of the cost to support activities, that among other things: (1)
support museums in providing learning and access to collections,
information, and educational resources in a variety of formats; (2)
support museums in building learning partnerships with the na-
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tion’s schools; (3) support museums in assessing, conserving, re-
searching, maintaining, and exhibiting their collections; (4) stimu-
late greater collaboration among museums, libraries, schools, and
other community organizations; and (5) encourage, support, and
disseminate model programs of museum and library collaboration.

The Museum Services title is authorized at $35 million for fiscal
year 2004 and such sums as may be necessary for fiscal years 2005
through 2009.

TITLE IV—TECHNICAL CORRECTIONS; REPEALS; AND EFFECTIVE DATE

This title makes technical corrections to the Museum and Li-
brary Services Act; consolidates museum and library advisory
board activities within the Institute of Museum and Library Serv-
ices; and states that the amendments made by this Act shall take
effect on the date of enactment except that sections 203, 204, and
305 shall take effect on October 1, 2003.

COMMITTEE VIEWS

Museums and libraries have become a fundamental part of our
society. Attendance at American museums is now at more than 865
million visits per year and today’s 21st century library is not just
a provider of books; instead, the typical American library coordi-
nates a complete and comprehensive approach to community devel-
opment and services.

Museums play a vital role in the education of people of all ages
and most American museums provide K—12 educational program-
ming. Museums are an important source of cultural and historical
knowledge for people, as they learn about the history and tradi-
tions of our country and our shared identity as Americans. Muse-
ums also serve as places where people of different backgrounds,
economic levels, and home locations come together and not only
share the experience of viewing their community’s artifacts and
natural objects, but also discuss community issues.

Throughout our nation, libraries are at the forefront of reading
and family literacy programs. Libraries serve as essential links to
the business community, assisting with job creation, training pro-
grams, and business development initiatives. They are also critical
to many people with disabilities, providing them with specialized
materials and resources that are obtainable in a single location.
For older Americans, libraries provide a place to interact with oth-
ers, use the Internet, and receive services. For economically dis-
advantaged persons, or persons living in underserved and rural
communities, libraries are the greater equalizer, providing access
to books and reference materials, computer services, and commu-
nity-based services that might not otherwise be available.

H.R. 13, the Museum and Library Services Act of 2003 has the
support of the Institute of Museum and Library Services, the
American Library Association, the Chief Officers of State Library
Agencies, and the American Association of Museums. In particular,
the American Association of Museums sent a letter to the Com-
mittee on Education and the Workforce on February 6, 2003 to
offer its strong support of the bill. In the letter, Edward H. Able,
Jr., the President and Chief Executive Officer of the Association,
wrote:
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I commend the members of the committee for their bi-
partisan efforts to craft a bill that reaffirms federal sup-
port for the public service responsibilities of America’s mu-
seums, particularly with regard to K through 12 [edu-
cation] * * * This legislation also provides great flexibility
to address current and future challenges, such as the use
of new technologies and broadcast media to enhance public
access to museum collections, programs and services.

In addition, the American Library Association noted in a letter sent
to the Committee on Education and the Workforce on February 13,
2003 that it “applauds the Committee’s efforts over the past 2
years to craft a forward thinking, bi-partisan bill that unites the
entire library community.”

H.R. 13 continues the main objectives of the Museum and Li-
brary Services Act of 1996 and makes several modifications to cur-
rent law to streamline and strengthen museum and library services
across the country.
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Calendar No. 178

108TH CONGRESS
1ST SESSION S 888
°
[Report No. 108-83]

To reauthorize the Museum and Library Services Act, and for other purposes.

IN THE SENATE OF THE UNITED STATES

ApriL 11, 2003

Mr. GREGG (for himself, Mr. REED, Mr. FRIST, Mr. KENNEDY, Mr. ENzI1, Mr.
JEFFORDS, Mr. ALEXANDER, Mr. EDwarDS, Mr. DEWINE, Mrs. CLIN-
TON, Ms. COLLINS, Mr. COCHRAN, Mr. SaiTH, Mr. DoDD, Mr. SCHU-
MER, Mr. LEVIN, Mr. LAUTENBERG, Mr. GRAHAM of South Carolina, Mr.
CHAFEE, Mrs. FEINSTEIN, Mr. ROCKEFELLER, Mr. HOLLINGS, Mr.
KERRY, Mr. LIEBERMAN, Mrs. BOXER, Mr. CORZINE, Mr. INOUYE, Mr.
CARPER, Mr. LEAHY, Ms. MIKULSKI, Mr. JOHNSON, Mr. NELSON of Ne-
braska, Mr. DURBIN, Ms. SNOWE, Ms. STABENOW, Mr. DAYTON, Mr.
AKAKA, Mr. HARKIN, Mr. ALLEN, Mr. GRAHAM of Florida, Mr. SUNUNU,
Mr. PRYOR, Mr. REID, Mr. SANTORUM, Mr. DASCHLE, Mr. CHAMBLISS,
Mr. NELSON of Florida, Mr. GRASSLEY, Mr. MILLER, Ms. MURKOWSKI,
Mr. BayH, and Mrs. LINCOLN) introduced the following bill; which was
read twice and referred to the Committee on Health, Education, Labor,
and Pensions

JUNE 26, 2003
Reported by Mr. GREGG, without amendment

A BILL

To reauthorize the Museum and Library Services Act, and

for other purposcs.
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SECTION 1. SHORT TITLE.

Services Act of 2003”".

2
3
4 This Act may be cited as the “Museum and Library
5
6 SEC. 2. TABLE OF CONTENTS.

7

The table of contents for this Act is as follows:
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SEC. 503. CONFORMING AMENDMENT.

Section 170(e)(6)(B)(i)(III) of the Internal Revenue
Code of 1986 (relating to the special rule for contributions
of computer technology and equipment for educational
purposes) is amended by striking “section 213(2)(A) of
the Library Services and Technology Aet (20 U.S.C.
9122(2)(A)” and inserting ‘‘section 213(1)(A) of the Li-
brary Services and Technology Act (20 U.S.C.
9122(1)(A))”.

*S 888 RS
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SURFACE TRANSPORTATION EXTENSION ACT
OF 2003
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117 STAT. 1110 PUBLIC LAW 108-88—SEPT. 30, 2003

Sept. 30, 2003

(H.R. 3087]

Surface
Transportation
Extension Act of
2003.

23 USC 101 note.

Public Law 108-88
108th Congress
An Act

To provide an extension of highway, highway safety, motor carrier safety, transit,
and other programs funded out of the Highway Trust Fund pending enactment
of a law reauthorizing the Transportation Equity Act for the 21st Century.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the “Surface Transportation Extension
Act of 2003”.

2003-3 C.B.
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SEC. 12. EXTENSION OF AUTHORIZATION FOR USE OF TRUST FUNDS
FOR OBLIGATIONS UNDER TEA-21.

(a) HIGHWAY TrUST FUND.—
(1) IN GENERAL.—Paragraph (1) of section 9503(c) of the
26 USC 9503. Internal Revenue Code of 1986 is amended—

(A) in the matter before subparagraph (A), by striking
“October 1, 2003” and inserting “March 1, 2004”,

(B) by striking “or” at the end of subparagraph (D),

(C) by striking the period at the end of subparagraph
(E) and inserting “, or”,

(D) by inserting after subparagraph (E), the following
new subparagraph:

“(F) authorized to be paid out of the Highway Trust
Fund under the Surface Transportation Extension Act of
2003.”, and

(E) in the matter after subparagraph (F), as added
by this paragraph, by striking “T'EA 21 Restoration Act”
and inserting “Surface Transportation Extension Act of
2003”.

(2) MASS TRANSIT ACCOUNT.—Paragraph (3) of section
9503(e) of such Code is amended—

(A) in the matter before subparagraph (A), by striking
“October 1, 2003” and inserting “March 1, 2004”,

(B) in subparagraph (B), by striking “or” at the end
of such subparagraph,

(C) in subparagraph (C), by inserting “or” after “Cen-
tury,”,

(D) by inserting after subparagraph (C) the following
new subparagraph:

“(D) the Surface Transportation Extension Act of
2003,”, and

(E) in the matter after subparagraph (D), as added
by this paragraph, by striking “TEA 21 Restoration Act”
and inserting “Surface Transportation Extension Act of
2003,
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(3) EXCEPTION TO LIMITATION ON TRANSFERS.—Subpara-
graph (B) of section 9503(b)(5) of such Code is amended by
striking “October 1, 2003” and inserting “March 1, 2004”.

(b) AQUATIC RESOURCES TRUST FUND.—

(1) SPORT FISH RESTORATION ACCOUNT.—Paragraph (2) of
section 9504(b) of the Internal Revenue Code of 1986 is
amended—

~(A) in subparagraph (A), by striking “Wildlife and Sport

Fish Restoration Programs Improvement Act of 2000” and

ins&erting “Surface Transportation Extension Act of 2003,

an

(B) in subparagraphs (B) and (C), by striking “TEA

21 Restoration Act” in each such subparagraph and

inserting “Surface Transportation Extension Act of 2003”.

(2) BOAT SAFETY ACCOUNT.—Subsection (c¢) of section 9504
of such Code is amended—

(A) by striking “October 1, 2003” and inserting “March

1, 2004”, and

(B) by striking “TEA 21 Restoration Act” and inserting

“Surface Transportation Extension Act of 2003”.

(3) EXCEPTION TO LIMITATION ON TRANSFERS.—Paragraph
(2) of section 9504(d) of such Code is amended by striking
“October 1, 2003” and inserting “March 1, 2004”.

(¢) EFFECTIVE DATE.—The amendments made by this section

shall take effect on the date of the enactment of this Act.

(d) TEMPORARY RULE REGARDING ADJUSTMENTS.—During the

period beginning on the date of the enactment of this Act and
ending on February 29, 2004, for purposes of making any estimate
under section 9503(d) of the Internal Revenue Code of 1986 of
receipts of the Highway Trust Fund, the Secretary of the Treasury
shall treat—

(1) each expiring provision of paragraphs (1) through (4)
of section 9503(b) of such Code which is related to appropria-
tions or transfers to such Fund to have been extended through
the end of the 24-month period referred to in section
9503(d)(1)(B) of such Code, and

26 USC 9503.

26 USC 9504.

26 USC 9503

note.
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(2) with respect to each tax imposed under the section
referred to in section 9503(b)(1) of such Code, the rate of suc
tax during the 24-month period referred to in sectio
9503(d)(1)(B) of such Code to be the same as the rate of suc
tax as in effect on the date of the enactment of this Ac

Approved September 30, 2003.

LEGISLATIVE HISTORY—H.R. 3087 (S. 1640):

SENATE REPORTS: No. 108-54 accompanying S. 1640 (Comm. on Environmen
and Public Works).
CONGRESSIONAL RECORD, Vol. 149 (2003):
Sept. 24, considered and passed House.
Sept. 26, considered and passed Senate.

O
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Calendar No. 287

[ REPORT

108TH CONGRESS
108-154

1st Session SENATE

TRANSPORTATION EXTENSION ACT OF 2003

SEPTEMBER 24, 2003.—Ordered to be printed

Mr. INHOFE, from the Committee on Environment and Public
Works, submitted the following

REPORT

[to accompany S. 1640]

The Committee on Environment and Public Works, to which was
referred the bill (S. 1640) to provide an extension of highway pro-
grams funded out of the Highway Trust Fund pending enactment
of a law reauthorizing the Transportation Equity Act for the 21st
Century, having considered the same, reports favorably theron
with amendments, and recommends that the bill, as amended, do
pass.

GENERAL STATEMENT

Background

The Transportation Equity Act for the 21st Century was enacted
June 9, 1998 as Public Law 105-178. It authorized the Federal sur-
face transportation programs for highways, highway safety, and
transit for the 6-year period between 1998-2003. The TEA-21 Res-
toration Act, enacted July 22, 1998, provided technical corrections
to the original law.

TEA-21 was the successor of the Intermodal Surface Transpor-
tation Efficiency Act of 1991 (ISTEA), which was landmark author-
izing legislation for surface transportation. TEA-21 combined the
continuation and improvement of ISTEA with new initiatives to
meet greater challenges of improving mobility and safety, while
protecting and enhancing the human and natural environments.

With the expiration of TEA-21, transportation remains a vital in-
vestment in the American economy. Present challenges make the

19-010
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timely reauthorization of TEA-21 a top priority. According to a sur-
vey of the American Association of State Highway and Transpor-
tation Officials, a delay in passage of a full six-year reauthorization
bill could compound state budget problems and result in delayed
construction projects, added construction costs, and lost jobs. The
Committee on Environment and Public Works is committed to com-
pleting a six-year comprehensive bill. In the interim, this short-
term extension is necessary to continue the Federal surface trans-
portation programs while work continues on the six-year bill. The
extension authorizes funding for five months based on the 2004
budget resolution figures. This amounts to a 7 percent increase in
highway funding over 2003 levels, which results in an estimated
100,000 new jobs. A comprehensive reauthorization bill drafted at
$255 billion over six years, as proposed by the Committee, will cre-
ate approximately two million new jobs.
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Public Law 108-89
108th Congress

An Act
To extend the Temporary Assistance for Needy Families block grant program, Oct. 1, 2003
and certain tax and trade programs, and for other purposes. (HLR. 3146]

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

2003-3 C.B. 147
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26 USC 6103.

Applicability.

26 USC 6103
note.

26 USC 7528.
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TITLE II—TAX PROVISIONS

SEC. 201. DISCLOSURE OF RETURN INFORMATION TO CARRY OU
INCOME CONTINGENT REPAYMENT OF STUDENT LOAN!

(a) IN GENERAL.—Subparagraph (D) of section 6103(1)(13) ¢
the Internal Revenue Code of 1986 (relating to termination) i
amended by striking “September 30, 2003” and inserting “Decembe
31, 2004”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a
shall apply to requests made after September 30, 2003.

SEC. 202. EXTENSION OF INTERNAL REVENUE SERVICE USER FEEf

(a) IN GENERAL.—Chapter 77 of the Internal Revenue Cod
of 1986 (relating to miscellaneous provisions) is amended by addin,
at the end the following new section:

“SEC. 7528. INTERNAL REVENUE SERVICE USER FEES.

“(a) GENERAL RULE.—The Secretary shall establish a progran
requiring the payment of user fees for—

“(1) requests to the Internal Revenue Service for rulin
letters, opinion letters, and determination letters, and

“(2) other similar requests.
“(b) PROGRAM CRITERIA.—

“(1) IN GENERAL.—The fees charged under the progran
required by subsection (a)—

“(A) shall vary according to categories (or subcat
egories) established by the Secretary,

“(B) shall be determined after taking into account the
average time for (and difficulty of) complying with request:
in each category (and subcategory), and

“(C) shall be payable in advance.

“(2) EXEMPTIONS, ETC.—

“(A) IN GENERAL.—The Secretary shall provide for sucl
exemptions (and reduced fees) under such program as the
Secretary determines to be appropriate.

“(B) EXEMPTION FOR CERTAIN REQUESTS REGARDINC
PENSION PLANS.—The Secretary shall not require paymen
of user fees under such program for requests for determina
tion letters with respect to the qualified status of a pensior
benefit plan maintained solely by 1 or more eligible
employers or any trust which is part of the plan. The
preceding sentence shall not apply to any request—

“(i) made after the later of—
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“(I) the fifth plan year the pension benefit
plan is in existence, or

“II) the end of any remedial amendment
period with respect to the plan beginning within
the first 5 plan years, or

“(ii) made by the sponsor of any prototype or
similar plan which the sponsor intends to market to
participating employers.

“(C) DEFINITIONS AND SPECIAL RULES.—For purposes
of subparagraph (B)—

“(i) PENSION BENEFIT PLAN.—The term ‘pension
benefit plan’ means a pension, profit-sharing, stock
bonus, annuity, or employee stock ownership plan.

“(ii) ELIGIBLE EMPLOYER.—The term ‘eligible
employer’ means an eligible employer (as defined in
section 408(p)(2)(CXi)D)) which has at least 1 employee
who is not a highly compensated employee (as defined
in section 414(q)) and is participating in the plan.
The determination of whether an employer is an
eligible employer under subparagraph (B) shall be
made as of the date of the request described in such
subparagraph.

“(iii) DETERMINATION OF AVERAGE FEES
CHARGED.—For purposes of any determination of aver-
age fees charged, any request to which subparagraph
(B) applies shall not be taken into account.

“(3) AVERAGE FEE REQUIREMENT.—The average fee charged
under the program required by subsection (a) shall not be
less than the amount determined under the following table:

Average

“Category Fee
Employee plan ruling and opinion ........c.c.ccceeemvirnrincniinciiinnne $250
Exempt organization ruling ............... $350
Employee plan determination ............... $300
Exempt organization determination $275
Chief counsel TUNE ...cc.oovvveveereeereriiiereerieeeee e eseseens $200.

“(c) TERMINATION.—No fee shall be imposed under this section
with respect to requests made after December 31, 2004.”.
(b) CONFORMING AMENDMENTS.—
(1) The table of sections for chapter 77 of such Code is
amended by adding at the end the following new item:

“Sec. 7528. Internal Revenue Service user fees.”.

(2) Section 10511 of the Revenue Act of 1987 is repealed.
(3) Section 620 of the Economic Growth and Tax Relief

Reconciliation Act of 2001 is repealed.

(¢) LiMrraTIONS.—Notwithstanding any other provision of law,
any fees collected pursuant to section 7528 of the Internal Revenue
Code of 1986, as added by subsection (a), shall not be expended
by the Internal Revenue Service unless provided by an appropria-
tions Act.

(d) EFFECTIVE DATE.—The amendments made by this section
shall apply to requests made after the date of the enactment of

this Act.

26 USC 7801
note.

26 USC 7801

note.
26 USC 7528
note.

Applicability.
26 USC 7528
note.
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Approved October 1, 2003.

LEGISLATIVE HISTORY—H.R. 3146:

CONGRESSIONAL RECORD, Vol. 149 (2003):
Sept. 24, considered and passed House.
Sept. 30, considered and passed Senate, amended. House concurred in Senate
amendment.

O

150 2003-3 C.B.



EXTENDING TEMPORARY ASSIST-
ANCE FOR NEEDY FAMILIES
BLOCK GRANT PROGRAM

Mrs. JOHNSON of Connecticut (dur-
ing special order of Mr. CHOCOLA).
Madam Speaker, I ask unanimous con-
sent to take from the Speaker's table
the bill (H.R. 3146) to extend the Tem-
porary Assistance for Needy Families
block grant program, and certain tax
and trade programs, and for ather pur-
poses, with a Senate amendment there-
to, and concur in the Senate amend-
ment.

The Clerk read the title of the bill.

The Clerk read the Senate amend-
ment, as follows:

Senate amendment:

Page 10, after line 16, insert:

SEC. 402. EXTENSION OF PROVISION EQUALIZING
URBAN AND RURAL STANDARDIZED
MEDICARE INPATIENT HOSPITAL
PAYMENTS.

(a) IN GENERAL.- Paragraphs (1) and (2) of
section 402(b) of the Miscellaneous Appropria-
tions Act, 2003 (Public Law 108-7: 117 Stat. 548)
are each amended by striking ‘'September 30,
2003 and insert “‘March 31, 2004"".

(b) EFFECTIVE DATE.-

(1) IN GENERAL.- Subject to paragraph (2), the
amendments made by subsection (a) shall take
effect as If included in the enactment of the Mis-
cellaneous Appropriations Act, 2003.

(2) AUTHORITY TO DELAY IMPLEMENTATION. -

(a) IN GENERAL.- If the Secretary of Health
and Human Services (in this subsection referred
to as the '‘Secretary’’) determines that it is not
administratively feasible to implement the
amendments made by subsection (a), notwith-
standing such amendments and in order to com-
ply with Congressional Infent, the Secretary
may delay the implementation of such amend-
ments until such time as the Secretary deter-
mines to be appropriate, but in no case later
than November 1, 2003.

(B) TEMPORARY ADJUSTMENT FOR REMAINDER
OF FISCAL YEAR 2004 TO EFFECT FULL RATE
CHANGE.- If the Secretary delays implementa-
tion of the amendments made by subsection (a)
under subparagraph (A). the Secretary shall
make such adjustment to the amount of pay-
ments affected by such delay, for the portion of
fiscal year 2004 after the date of the delayed im-
plementation, in such manner as the Secretary
estimates will ensure that the total payments for
inpatient hospital services so affected with re-
spect to such fiscal year is the same as would
have been made if this paragraph had not been
enacted. i

(C) NO EFFECT ON PAYMENTS FOR SUBSEQUENT
PAYMENT PERIODS.- The application of subpara-
graphs (A) and (B) shall not affect payment
rates and shall not be taken into account in cal-
culating payment amounts for services fur-
nished for periods after September 30, 2004.
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administrative or judicial review under section
1869 or 1878 of the Social Security Act (42 U.S.C.
1395ff and 139500), or otherwise of any delay or
determination made by the Secretary under this
paragraph or the application of the payment
rates determined under this paragraph.

Mrs. JOHNSON of Connecticut (dur-
ing the reading). Madam Speaker, I ask
unanimous consent that the Senate
amendment be considered as read and
printed in the RECORD.

The SPEAKER pro tempore (Mrs.
MILLER of Michigan). Is there objection
to the request of the gentlewoman
from Connecticut?

There was no objection.

The SPEAKER pro tempore. Is there
objection to the initial request of the
gentlewoman from Connecticut?

Mr. CARDIN. Madam Speaker, re-
serving the right to object, I do not in-
tend to object, but under my reserva-
tion, I yield to the gentleman from Or-
egon (Mr. Wu).

Mr. WU. I thank the gentleman from
Maryland for yielding. Madam Speak-
er, | rise to express my grave concern
with the potential termination of the
successful Welfare Waiver Program in
my State of Oregon because of Federal
action or inaction. Today we are mov-
ing forward again on legislation to ex-
tend the Temporary Assistance for
Needy Families, or TANF, Program
through a period of time until we can
do the full reauthorization. Also today
in Oregon, a successful State-designed
welfare-to-work program which has
provided a gateway from welfare to
work for thousands of Oregonians may
expire through our action or inaction.

My State of Oregon currently oper-
ates its welfare program under a Fed-
eral waiver. In Oregon, the program is
known as the Oregon option and in the
last 6 years, it has seen caseload reduc-
tion rates above the national average.
Our innovative program allows Oregon
the flexibility to consider individuals
on a case-by-case basis. Some folks
simply need a little job training or job
search skills and then they are ready
to transition back into the workforce.
Others need more extensive drug and
alcohol treatments or basic education
before they are able to hold down a job.
This combination of rehabilitative
services to the most needy and more

education and job training activities
for others has proved to be a great suc-
cess. For 18 months, I have sought to
protect and extend the successful State
innovation. My friends and colleagues
have acknowledged the success of the
Oregon program and the importance of
preserving individual State innovation.
However, with the passage of today’s
extension, we find ourselves punishing,
rather than rewarding, innov=*inn

1 ask the gentlewoman
necticut to assist the citiz
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Oregon’'s concern with ms >tate s In-
ventive approach and successful pro-
gram in support of women on welfare,
individuals on welfare seeking the
independence of returning to the work-
force. I am pleased that the next round
of welfare reform will allow a great
deal more flexibility in State pro-
grams.

As the gentleman is aware, a number
of State waiver programs have expired
in recent years. In June 2003, Oregon
Senators were informed by Secretary
Thompson that, despite the expiration
of Oregon’s waiver that month, Oregon
was not in danger of failing to satisfy
work rate requirements in the future.
The reason is because Oregon’s case-
load reduction credits totally wipe out
any effective work rate requirement in
the State.

Here is how Secretary Thompson put
it:

“Oregon is not in violation and,
based on Oregon’s history, is not ex-
pected to be in violation, and, there-
fore, Oregon will not be subject to pen-
alties for the next 3 months or until re-
authorization. Even without its waiver,
Oregon’s program would have met its
all-family work participation require-
ment in 2002 because it effectively had
no participation requirement. Should
reauthorization not occur prior to the
end of the fiscal year and current law
be extended again, I would remain con-
fident, based on the facts that I have
before me, that Oregon could continue
to operate its program without becom-
ing subject to participation rate pen-
alties.”

As the gentleman knows, the House-
passed welfare reauthorization bill,
H.R. 4, includes provisions that would
allow States to apply for new waivers
of the TANF program. That reflects ad-
ditional flexibility for States and is a
positive step. I will fight in conference
for enhanced waiver authority for
States in conference with the Senate.

Mr. WU. If the gentleman will yield
further, 1 would make inquiry of the
gentlewoman from Connecticut, I
would like to make two inquiries, and
let me do them separately. Oregon has
had a terrible unemployment situation.
Out of the last 24 months, we have
topped the Nation in unemployment 17
out of those 24 months. We have oscil-
lated between 8.1 percent unemploy-
ment and 8.8 percent unemployment. 1
believe we are currently at a season-
ally-adjusted 8.5 percent unemploy-
ment rate.

My first inquiry of the gentlewoman
from Connecticut is that the factual
predicate, upon which the Secretary’s
letter is written, is based on weighted
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rently being considered before this
Congress and this body and the other
body.

Mr. CARDIN. Madam Speaker, before
1 yield to the gentlewoman from Con-
necticut, it has been the position at
least of this body by its formal actions
to expand the authority to what is
known as a superwaiver. That is con-
troversial, and I am not sure there is
certainly not an agreement on a bipar-
tisan basis for a superwaiver; however,
the superwaiver sort of consumes the
individual State waivers. It is certainly
the position of the majority of this
House on both sides of the aisle that
the States have at least the waiver au-
thorities that they had under the ex-
piring TANF laws. I will be glad to
yield to the gentlewoman from Con-
necticut, but I am not certain that
there is an agreement right now as to
individual State waivers as compared
to broader authority. I can tell the po-
sition that I would like to see is indi-
vidual States, but I understand there is
no consensus yet on that issue.

Mrs. JOHNSON of Connecticut.
Madam Speaker, will the gentleman
yield?

Mr. CARDIN. Further reserving the
right to object, I yield to the gentle-
woman from Connecticut.

Mrs. JOHNSON of Connecticut.
Madam Speaker, 1 agree with the gen-
tleman from Maryland. There is a lot
of interest in the States having flexi-
bility to tailor their programs to their
own specific needs, but exactly the
structure of that authority is a matter
of disagreement at this time; and we
will look to see how the Senate re-
solves those issues and then in con-
ference find an agreement that we
think will meet the needs of the major-
ity of the States.

Mr. CARDIN. Madam Speaker, I ap-
preciate what the gentlewoman said. I
think it is, in fairness to the gen-
tleman from Oregon, certainly our de-
sire to make sure the States maintain
the type of authority Oregon has been
able to use to create creative pro-
grams, and I really do thank the gen-
tleman for bringing this to our atten-
tion. It is a very important issue to our
States.

Mr. WU. Madam Speaker, will the
gentleman yield?

Mr. CARDIN. Further reserving the
right to object, 1 yield to the gen-
tleman from Oregon.

Mr. WU. Madam Speaker, I thank the
gentleman for yielding.

I would like to inquire one more time
of the gentlewoman from Connecticut
as to her intention to work in this body
in conference and with the Senate with
respect to specific State waiver author-
ity as we go forward with this reau-
thorization.

Mr. CARDIN. Madam Speaker, I
think the gentlewoman has already an-
swered that. Further reserving the
right to object, I yield to the gentle-
woman from Connecticut again if she
wants to further clarify it.

evan s, AR ALY i woLIcLLIC UL,

Madam Speaker, 1 would indicate to
the gentleman that the bill that passed
the House has a very broad waiver of
authority in it. There are some that
think it is too broad and would like
narrower waiver authority. We will see
what the Senate has done, and then we
will see if the conference committee
can come to a conclusion about the
structure of the waiver authority in
the future. But there was a waiver au-
thority in the last welfare bill. I think
there is universal agreement that
States need flexibility to structure
their programs to meet the specific
needs and circumstances of their own
people, and so this will be a significant
issue that will be addressed.

I cannot tell the gentleman at this
point whether there will be precisely
the narrow State waiver authority
there is under current law, but I would
also remind the gentleman that that
waiver authority under current law has
a defect. The waivers expire and are
not reauthorizable. Under current law,
they have to reapply for them. So
under current law there is a problem
about how do we move the successful
waivered program into the main-
stream, and I think that is an issue
that the conference needs to resolve as
well because my State also has a waiv-
er that has expired as well as the same
kind of unemployment rate, unfortu-
nately, that Oregon has.

So there will be a number of people
in conference concerned about this
issue, but I certainly cannot assure the
gentleman that there will be exactly
the same kind of state-based waiver au-
thority in the reauthorization that
there has been in the past bill. There is
a lot more interest amongst many in a
broader waiver authority that encom-
passes a greater variety of bills so that
they could better integrate broad serv-
ices for people coming off welfare. So it
is a long debate. We are not going to
resolve it here, but I do appreciate the
gentleman from Oregon bringing to
this floor his concern about his State’s
rights to tailor its welfare program to
meet the needs of its people. In the end
that is really what makes a Federal
program successful or not successful is
that local control and local power, and
1 agree with the gentleman that that is
terribly important to the quality of
Federal programs and their success.

Mr. WU. Madam Speaker, will the
gentleman yield?

Mr. CARDIN. Further reserving the
right to object, I yield to the gen-
tleman from Oregon.

Mr. WU. Madam Speaker, I thank the
gentleman for yielding.

The language of this body is beau-
tiful for its specificity and nonspeci-
ficity, and I fully appreciate that. I
certainly do not expect a solution to
the problems of this particular reau-
thorization this evening. I would like
to simply note that under the plenary
authority that Congress has over many
issues, including this one, that it is
within the ability of Congress in this

Li1l LU €XLEIIU eXplicu wdlveld, atlu 1
would just like to log that as a point of
departure for States like Connecticut
and Oregon, the waivers for which have
expired; and if there is a will, there will
be a way.

Mr. CARDIN. Madam Speaker, fur-
ther reserving my right to object, just
to respond to the gentleman, I agree
completely with what he has said, and
it has been the position of some of us
to do the extension of individual States
that had it prior to the expiration of
the bill. There has been a consensus, as
I have indicated before, to give States
at least that flexibility; and the major-
ity has decided to go beyond that with
the superwaiver in this body. So the
gentleman’s point is very well stated,
which I happen to personally agree
with; and I appreciate his bringing it to
our attention.

Mr. WU. Madam Speaker, I thank the
gentleman and I thank the gentle-
woman.

THE SECRETARY OF HEALTH
AND HUMAN SERVICES,
Washington, DC, June 24, 2003.
Hon. RON WYDEN,
U.S. Senate,
Washington, DC.

DEAR SENATOR WYDEN: Oregon has been op-
erating its Temporary Assistance for Needy
Families (TANF) program under a waiver
since 1996 and this waiver is due to expire at
the end of this month. I thank you for rais-
ing with the Administration your concerns
about your State's TANF program and its
waiver, and | admire the tremendous efforts
you have been making on Oregon's behalf to
see that your State has the ability to oper-
ate the best TANF program it can. I believe
that Oregon will be able to maintain its cur-
rent program through the end of this fiscal
year, and ask you to continue working with
me to complete reauthorization legislation
that will improve TANF for families across
the nation.

The rigorous evaluation of your Portland
program has documented some of the most
impressive impacts on increased earnings,
improved job quality and reductions in wel-
fare dependency of any program that has
ever been evaluated. This impressive record
of accomplishment is one of which you can
be proud.

I know that your efforts in support of Or-
egon's program are grounded in the lessons
you have learned from the evaluation of your
State’s success and these lessons will be im-
portant in informing the debate on issues
that will be considered in TANF reauthoriza-
tion. Your commitment and leadership on
these issues continues to benefit the people
of Oregon.

Oregon’'s TANF program operates with a
waiver granted under the former Aid to Fam-
ilies with Dependent Children (AFDC) pro-
gram. When AFDC was converted into TANF
as part of the Personal Responsibility and
Work Opportunity Reconciliation Act of 1996
(PRWORA), the new law enabled States such
as Oregon that had previously approved
waiver programs to continue operating those
waivers. However, there is no provision in
law that would permit the Administration to
extend such waivers, as it was anticipated
that these programs would eventually align
themselves with the larger TANF reforms
upon completion of their waivers. Therefore,
extending existing waivers would require
changing current law.

TANF is currently authorized only through
the end of this month, and legislation is be-
fore the Senate that would temporarily ex-
tend the program through September, 2003,

2003-3 C.B. 153



week.

I understand Oregon will maintain its cur-
rent program while Congress completes work
on reauthorization. Oregon is not in viola-
tion and based on Oregon’s history is not ex-
pected to be in violation and therefore Or-
egon will not be subject to penalties for the
next three months or until reauthorization.

Let me explain. Oregon’'s current TANF
program has many elements, most of which
are accommodated under TANF and are per-
missible under current law. However, I un-
derstand the State is concerned about its
ability to continue operating two particular
policies when its waiver expires. Oregon's
waiver allows the State to count toward its
required work participation rate certain
types of activities, such as participation in
substance abuse treatment and extended
education and training, which would not oth-
erwise be countable under TANF. Your
State's waiver also permits counting of cer-
tain adults who are participating but have
not attained at least 30 hours of participa-
tion per week, which is also required under
TANF law.

Importantly. even without its waiver,
TANF would not prohibit Oregon from en-
gaging clients in the activities they cur-
rently do, nor does it prohibit the State from
assigning hours for particular clients at lev-
els below the current-law standard. These

issues are relevant in that States must meet
minimum participation rates. However, ac-
cording to Oregon's current data, the State
would be likely to meet its required partici-
pation in FY 2003, even though Oregon'’s abil-
ity to count certain activities and clients
under its waiver will end at the end of this
month.

Oregon achieved a participation rate for
all its families of 61.1% in FY 2002. It would
have achieved only an 8.0% ali-family rate if
it had operated the same way, but counted
participation without its current waiver.
However, because Oregon achieved such a
dramatic reduction in TANF caseload over
the past several years, it enjoys a caseload
reduction credit that reduced its effective
all-family participation rate requirement to
0% in FY 2002. Thus, even without its waiver,
Oregon's program would have met its all-
family participation requirement in FY 2002
because it effectively had no participation
requirement.

regon’s caseload reduction credit in FY
2001 was 56.2%, and in FY 2002 was 58.3%. I
would anticipate that this would not change
considerably in FY 2003, and because the re-
quired all-family rate for FY 2003 remained
at only 50%, the State is very likely facing
no participation requirement for the current
year as well. Furthermore. work participa-
tion rates are measured on a full year basis,
meaning that for FY 2003 Oregon’s rate
would be an average of what it achieved
throughout the year. Given Oregon’s ex-
tremely high participation rates under its
waiver, and the fact it will have operated
under the waiver for three of the four quar-
ters of FY 2003, it should achieve a very high
rate even if the final quarter is calculated
without the waiver.

Oregon also must meet a separate partici-
pation rate for its 2-parent families. With its
waiver, the State achieved a 53.8% 2-parent
rate in FY 2002, but due to the caseload re-
duction credit it earned. only net
a 31.7% standard. Again, given
likely high 2-parent participat
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not occur prior to the end of the fiscal year
and current law be extended again, I would
remain confident based on the facts that I
have before me that Oregon could continue
to operate its program without becoming
subject to participation rate penalties.

ANF is a great program, and with your
help we can make it work even better in the
future. TANF provides States tremendous
flexibility to fund and operate work and job
preparation activities, and to provide sup-
portive services and benefits so clients can
find work, support themselves and build a
better life for their families. 1 know you
share my interest in seeing the program re-
authorized as quickly as possible, and seeing
that important improvements are made to
enable States to engage all cases in mean-
ingful and helpful activities so they can
move into work quickly and successfully.
Reauthorization is crucial for Oregon. As
you know, the President’s reauthorization
proposal includes changes that would enable
States to count various barrier removal ac-
tivities toward their participation rates, as
Oregon is doing now. It would also eliminate
the separate 2-parent participation rate.

1 appreciate the impressive work you are
doing for the State of Oregon, and particu-
larly your attention to this critical program
that has become so important to helping our
neediest families build better lives. The
State of Oregon has done a wonderful job
with its TANF program over the years, and
we will continue to work with you on reau-
thorization legislation to see that we build
the best program for Oregon and all of Amer-
ica.

The Office of Management and Budget ad-
vises that it has no objection to this letter
from the standpoint of the Administration's
program.

Sincerely,
ToMMY G. THOMPSON.

Mr. CARDIN. Madam Speaker, this is
very important legislation. It extends
the TANF programs and related pro-
grams for the next 6 months so that we
can try to work out a long-term,
multiyear extension of the TANF pro-
grams and related programs. I thank
the gentlewoman for bringing this leg-
islation forward.

Mrs. JOHNSON of Connecticut.
Madam Speaker, will the gentleman
yield?

Mr. CARDIN. I yield to the gentle-
woman from Connecticut.

Mrs. JOHNSON of Connecticut.
Madam Speaker, this legislation is
nearly identical to H.R. 3146, a bill the
House unanimously approved last
week. The only change is the addition
of a 6-month extension of expiring
Medicare payment provisions affecting
hospitals in small cities and rural
areas. These provisions need to be
passed today and signed into law im-
mediately to ensure the continued
smooth operation of programs affecting
health, welfare, and commerce
throughout the country. I urge the sup-
port of this body.
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PUBLIC LAW 108-121—NOV. 11, 2003 117 STAT. 1335

Public Law 108-121
108th Congress
An Act

To amend title 10, United States Code, and the Internal Revenue Code of 1986
to increase the death gratuity payable with respect to deceased members of
the Armed Forces and to exclude such gratuity from gross income, to provide
additional tax relief for members of the Armed Forces and their families, and
for other purposes.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

SECTION 1. SHORT TITLE, ETC.

(a) SHORT TITLE.—This Act may be cited as the “Military Family
Tax Relief Act of 2003”.

(b) AMENDMENT OF 1986 CODE.—Except as otherwise expressly
provided, whenever in this Act an amendment or repeal is expressed
in terms of an amendment to, or repeal of, a section or other
provision, the reference shall be considered to be made to a section
or other provision of the Internal Revenue Code of 1986.

(¢) TaBLE oF CONTENTS.—The table of contents for this Act
is as follows:

Sec. 1. Short title, etc.

TITLE I-IMPROVING TAX EQUITY FOR MILITARY PERSONNEL

Sec. 101. Exclusion of gain from sale of a principal residence by a member of the
uniformed services or the Foreign Service.

Sec. 102. Treatment of death gratuities payable with respect to deceased members
of the Armed Forces.

Sec. 103. Exclusion for amounts received under Department of Defense home-
owners assistance program.

Sec. 104. Expansion of combat zone filing rules to contingency operations.

Sec. 105. Modification of membership requirement for exemption from tax for cer-
tain veterans’ organizations.

Sec. 106. Clarification of the treatment of certain dependent care assistance pro-
grams.

Sec. 107. Clarification relating to exception from additional tax on certain distribu-
tions from qualified tuition programs, etc., on account of attendance at
military academy.

Sec. 108. Suspension of tax-exempt status of terrorist organizations.

Sec. 109. Above-the-line deduction for overnight travel expenses of National Guard
and Reserve members.

Sec. 110. Tax relief and assistance for families of Space Shuttle Columbia heroes.

TITLE II—REVENUE PROVISION

Sec. 201. Extension of customs user fees.

Nov. 11, 2003
[H.R. 3365]

Military Family
Tax Relief Act of
2003.
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TITLE I—-IMPROVING TAX EQUITY FOR
MILITARY PERSONNEL

SEC. 101. EXCLUSION OF GAIN FROM SALE OF A PRINCIPAL RES
DENCE BY A MEMBER OF THE UNIFORMED SERVICI
OR THE FOREIGN SERVICE.

(a) IN GENERAL.—Subsection (d) of section 121 (relating
exclusion of gain from sale of principal residence) is amended t
redesignating paragraph (9) as paragraph (10) and by insertir
after paragraph (8) the following new paragraph:

“(9) MEMBERS OF UNIFORMED SERVICES AND FOREIG

SERVICE.—

“(A) IN GENERAL.—At the election of an individual wit
respect to a property, the running of the 5-year peric
described in subsections (a) and (c)(1)B) and paragrar
(7) of this subsection with respect to such property sha
be suspended during any period that such individual «
such individual’s spouse is serving on qualified offici:
extended duty as a member of the uniformed services ¢
of the Foreign Service of the United States.

“B) MAXIMUM PERIOD OF SUSPENSION.—The 5-yee
period described in subsection (a) shall not be extende
more than 10 years by reason of subparagraph (A).

“C) QUALIFIED OFFICIAL EXTENDED DUTY.—For pu:
poses of this paragraph—

“1) IN GENERAL.—The term ‘qualified offici:
extended duty’ means any extended duty while servin
at a duty station which is at least 50 miles fro:
such property or while residing under Governmer
orders in Government quarters.

“(ii) UNIFORMED SERVICES.—The term ‘uniforme
services’ has the meaning given such term by sectio
101(a)(5) of title 10, United States Code, as in effec
on the date of the enactment of this paragraph.

“(iii) FOREIGN SERVICE OF THE UNITED STATES.-
The term ‘member of the Foreign Service of the Unite
States’ has the meaning given the term ‘member
the Service’ by paragraph (1), (2), (3), (4), or (5) ¢
section 103 of the Foreign Service Act of 1980, a
in effect on the date of the enactment of this paragrap}

“(iv) EXTENDED DUTY.—The term ‘extended dut:
means any period of active duty pursuant to a ca
or order to such duty for a period in excess of 9
days or for an indefinite period.

“(D) SPECIAL RULES RELATING TO ELECTION.—-

“(i) ELECTION LIMITED TO 1 PROPERTY AT A TIME.—
An election under subparagraph (A) with respect t
any property may not be made if such an electio:
is 1n effect with respect to any other property.

“(1) REVOCATION OF ELECTION.—An election unde
subparagraph (A) may be revoked at any time.”.

(b) EFFECTIVE DATE; SPECIAL RULE.—

(1) EFFECTIVE DATE.—The amendments made by this sec
tion shall take effect as if included in the amendments mad

by section 312 of the Taxpayer Relief Act of 1997.
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(2) WAIVER OF LIMITATIONS.—If refund or credit of any
overpayment of tax resulting from the amendments made by
this section is prevented at any time before the close of the
1-year period beginning on the date of the enactment of this
Act by the operation of any law or rule of law (including
res judicata), such refund or credit may nevertheless be made
or gﬂ}lowed if claim therefor is filed before the close of such
period.

SEC. 102. TREATMENT OF DEATH GRATUITIES PAYABLE WITH
RESPECT TO DECEASED MEMBERS OF THE ARMED
FORCES.

(a) INCREASE IN AMOUNT OF DEATH GRATUITY.—

(1) IN GENERAL.—Section 1478(a) of title 10, United States
Code, is amended by striking “$6,000” and inserting “$12,000”.

(2) EFFECTIVE DATE.—The amendment made by this sub-
section shall take effect as of September 11, 2001, and shall
apply with respect to deaths occurring on or after that date.
(b) ExcLusION FROM GROSS INCOME.—

(1) IN GENERAL.—Subsection (b)(3) of section 134 (relating
to certain military benefits) is amended by adding at the end
the following new subparagraph:

“(C) EXCEPTION FOR DEATH GRATUITY ADJUSTMENTS

MADE BY LAW.—Subparagraph (A) shall not apply to any

adjustment to the amount of death gratuity payable under

chapter 75 of title 10, United States Code, which is pursu-

ant to a provision of law enacted after September 9, 1986.”.

(2) CONFORMING AMENDMENT.—Subparagraph (A) of section
134(b)(3) is amended by striking “subparagraph (B)” and
inserting “subparagraphs (B) and (C)”.

(3) EFFECTIVE DATE.—The amendments made by this sub-
section shall apply with respect to deaths occurring after Sep-
tember 10, 2001.

SEC. 103. EXCLUSION FOR AMOUNTS RECEIVED UNDER DEPARTMENT
OF DEFENSE HOMEOWNERS ASSISTANCE PROGRAM.

(a) IN GENERAL.—Section 132(a) (relating to the exclusion from
gross income of certain fringe benefits) is amended by striking
“or” at the end of paragraph (6), by striking the period at the
end of paragraph (7) and inserting “, or”, and by adding at the
end the following new paragraph:

‘ “(8) qualified military base realignment and closure

ringe.”.

(b) QUALIFIED MILITARY BASE REALIGNMENT AND CLOSURE
FRINGE.—Section 132 is amended by redesignating subsection (n)
as subsection (o) and by inserting after subsection (m) the following
new subsection:

“(n) QUALIFIED MILITARY BASE REALIGNMENT AND CLOSURE
FRINGE.—For purposes of this section—

“(1) IN GENERAL.—The term ‘qualified military base realign-
ment and closure fringe’ means 1 or more payments under
the authority of section 1013 of the Demonstration Cities and
Metropolitan Development Act of 1966 (42 U.S.C. 3374) (as
in effect on the date of the enactment of this subsection) to
offset the adverse effects on housing values as a result of
a military base realignment or closure.

“(2) LiMITATION.—With respect to any property, such term
shall not include any payment referred to in paragraph (1)

Applicability.
10 USC 1478
note.

26 USC 134.

Applicability.
26 USC 134 note.
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to the extent that the sum of all of such payments relat

to such property exceeds the maximum amount described

clause (1) of subsection (c¢) of such section (as in effect «

such date).”.

(c¢) EFFECTIVE DATE.—The amendments made by this sectic
shall apply to payments made after the date of the enactme
of this Act.

SEC. 104. EXPANSION OF COMBAT ZONE FILING RULES TO CONTIL
GENCY OPERATIONS.

(a) IN GENERAL.—Section 7508(a) (relating to time for pe
forming certain acts postponed by reason of service in comb:
zone) is amended—

(1) by inserting “, or when deployed outside the Unite
States away from the individual’s permanent duty station whi
participating in an operation designated by the Secretary
Defense as a contingency operation (as defined in sectic
101(a)(13) of title 10, United States Code) or which becan
such a contingency operation by operation of law” after “sectic
112~

(2) by inserting in the first sentence “or at any time durir
the period of such contingency operation” after “for purpose
of such section”,

(3) by inserting “or operation” after “such an area”, an

(4) by inserting “or operation” after “such area”.

(b) CONFORMING AMENDMENTS.—

(1) Section 7508(d) is amended by inserting “or contingenc
operation” after “area”.

(2) The heading for section 7508 is amended by insertin
“OR CONTINGENCY OPERATION” after “COMBAT ZONE”.

(3) The item relating to section 7508 in the table of sectior
for chapter 77 is amended by inserting “or contingency ope:
ation” after “combat zone”.

(c) EFFECTIVE DATE.—The amendments made by this sectio
shall apply to any period for performing an act which has nc
expired before the date of the enactment of this Act.

SEC. 105. MODIFICATION OF MEMBERSHIP REQUIREMENT FOR EXEMI
TION FROM TAX FOR CERTAIN VETERANS’ ORGANIZ:
TIONS.

(a) IN GENERAL.—Subparagraph (B) of section 501(c)(1¢
(relating to list of exempt organizations) is amended by strikin
“or widowers” and inserting “, widowers, ancestors, or line:
descendants”.

(b) EFFECTIVE DATE.—The amendments made by this sectio
shall apply to taxable years beginning after the date of the enac
ment of this Act.

SEC. 106. CLARIFICATION OF THE TREATMENT OF CERTAIL
DEPENDENT CARE ASSISTANCE PROGRAMS.

(a) IN GENERAL.—Section 134(b) (defining qualified militar
bene}f;ﬂ;) is amended by adding at the end the following new par:
graph:

“(4) CLARIFICATION OF CERTAIN BENEFITS.—For purpose
of paragraph (1), such term includes any dependent care assist
ance program (as in effect on the date of the enactment ¢
‘(ch;'(sA)paragraph) for any individual described in paragrap.
1)(A).”.



PUBLIC LAW 108-121—NOV. 11, 2003 117 STAT. 1339

(b) CONFORMING AMENDMENTS.—
(1) Section 134(b)(3)(A), as amended by section 102, is
amended by inserting “and paragraph (4)” after “subparagraphs
(B) and (C)”.
(2) Section 3121(a)(18) is amended by striking “or 129”
and inserting “, 129, or 134(b)(4)”.
(3) Section 3306(b)(13) is amended by striking “or 129”
and inserting “, 129, or 134(b)(4)”.
(4) Section 3401(a)(18) is amended by striking “or 129”
and inserting “, 129, or 134(b)(4)”.
(¢) ErFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2002.
(d) No INFERENCE.—No inference may be drawn from the
amendments made by this section with respect to the tax treatment
of any amounts under the program described in section 134(b)4)
of the Internal Revenue Code of 1986 (as added by this section)
for any taxable year beginning before January 1, 2003.

SEC. 107. CLARIFICATION RELATING TO EXCEPTION FROM ADDI-
TIONAL TAX ON CERTAIN DISTRIBUTIONS FROM QUALI-
FIED TUITION PROGRAMS, ETC., ON ACCOUNT OF
ATTENDANCE AT MILITARY ACADEMY.

(a) IN GENERAL.—Subparagraph (B) of section 530(d)(4)
(relating to exceptions from additional tax for distributions not
used for educational purposes) is amended by striking “or” at the
end of clause (iii), by redesignating clause (iv) as clause (v), and
by inserting after clause (iii) the following new clause:

“(v) made on account of the attendance of the
designated beneficiary at the United States Military
Academy, the United States Naval Academy, the
United States Air Force Academy, the United States
Coast Guard Academy, or the United States Merchant
Marine Academy, to the extent that the amount of
the payment or distribution does not exceed the costs
of advanced education (as defined by section 2005(e)(3)
of title 10, United States Code, as in effect on the
date of the enactment of this section) attributable to
such attendance, or”.

(b) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2002.

SEC. 108. SUSPENSION OF TAX-EXEMPT STATUS OF TERRORIST
ORGANIZATIONS.

(a) IN GENERAL.—Section 501 (relating to exemption from tax
on corporations, certain trusts, etc.) is amended by redesignating
subsection (p) as subsection (q) and by inserting after subsection
(o) the following new subsection:

“(p) SUSPENSION OF TAX-EXEMPT STATUS OF TERRORIST
ORGANIZATIONS.—

“(1) IN GENERAL.—The exemption from tax under sub-
section (a) with respect to any organization described in para-
graph (2), and the eligibility of any organization described
in paragraph (2) to apply for recognition of exemption under
subsection (a), shall be suspended during the period described
in paragraph (3). ) )

“(2) TERRORIST ORGANIZATIONS.—An organization 18
described in this paragraph if such organization is designated
or otherwise individually identified—

26 USC 134.

Applicability.
26 USC 134 note.

26 USC 134 note.

Applicability.
26 USC 530 note.
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“(A) under section 212(a)(3)(B)(vi)II) or 219 of t}
Immigration and Nationality Act as a terrorist organizatic
or foreign terrorist organization,

“(B) in or pursuant to an Executive order which
related to terrorism and issued under the authority
the International Emergency Economic Powers Act or se
tion 5 of the United Nations Participation Act of 194
for the purpose of imposing on such organization an ec
nomic or other sanction, or

“(C) in or pursuant to an Executive order issued und:
the authority of any Federal law if—

“(i) the organization is designated or otherwis
individually identified in or pursuant to such Executix
order as supporting or engaging in terrorist activit
(as defined 1n section 212(a)(3)(B) of the Immigratic
and Nationality Act) or supporting terrorism (e
defined in section 140(d)2) of the Foreign Relatior
Authorization Act, Fiscal Years 1988 and 1989); an

“(ii) such Exzecutive order refers to this subsectio

“(3) PERIOD OF SUSPENSION.—With respect to any organiz:
tion described in paragraph (2), the period of suspension-

“(A) begins on the later of—

“(i) the date of the first publication of a designatio
or identification described in paragraph (2) wit
respect to such organization, or

d“(ii) the date of the enactment of this subsectior
an

“(B) ends on the first date that all designations an
identifications described in paragraph (2) with respect t
such organization are rescinded pursuant to the law ¢
Executive order under which such designation or identifice
tion was made.

“(4) DENIAL OF DEDUCTION.—No deduction shall be allowe
under any provision of this title, including sections 17(
545(b)(2), 556(b}2), 642(c), 2055, 2106(a)2), and 2522, wit
respect to any contribution to an organization described i
paragraph (2) during the period described in paragraph (3

“(5) DENIAL OF ADMINISTRATIVE OR JUDICIAL CHALLENG
OF SUSPENSION OR DENIAL OF DEDUCTION.—Notwithstandin
section 7428 or any other provision of law, no organizatio:
or other person may challenge a suspension under paragrap:
(1), a designation or identification described in paragraph (2
the period of suspension described in paragraph (3), or a denia
of a deduction under paragraph (4) in any administrative o
judicial proceeding relating to the Federal tax liability of suc]
organization or other person.

“(6) ERRONEOUS DESIGNATION.—

“(A) IN GENERAL.—If—

“(i) the tax exemption of any organizatio
described in paragraph (2) is suspended under para
graph (1),

“(ii) each designation and identification describe
in paragraph (2) which has been made with respec
to such organization is determined to be erroneou
pursuant to the law or Executive order under whicl
such designation or identification was made, and
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“(iii) the erroneous designations and identifications
result in an overpayment of income tax for any taxable
year by such organization,

credit or refund (with interest) with respect to such over-

payment shall be made. :

“(B) WAIVER OF LIMITATIONS.—If the credit or refund
of any overpayment of tax described in subparagraph
(A)(iii) is prevented at any time by the operation of any
law or rule of law (including res judicata), such credit
or refund may nevertheless be allowed or made if the
claim therefor is filed before the close of the 1-year period
beginning on the date of the last determination described
in subparagraph (A)(i).

“(7) NOTICE OF SUSPENSIONS.—If the tax exemption of any
organization is suspended under this subsection, the Internal
Revenue Service shall update the listings of tax-exempt
organizations and shall publish appropriate notice to taxpayers
of such suspension and of the fact that contributions to such
organization are not deductible during the period of such
suspension.”.

(b) EFFECTIVE DATE.—The amendments made by this section
shall apply to designations made before, on, or after the date
of the enactment of this Act.

SEC. 109. ABOVE-THE-LINE DEDUCTION FOR OVERNIGHT TRAVEL
EXPENSES OF NATIONAL GUARD AND RESERVE MEM-
BERS.

(a) DEDUCTION ALLOWED.—Section 162 (relating to certain
trade or business expenses) is amended by redesignating subsection
(p) as subsection (q) and inserting after subsection (o) the following
new subsection:

“(p) TREATMENT OF EXPENSES OF MEMBERS OF RESERVE COMPO-
NENT OF ARMED FORCES OF THE UNITED STATES.—For purposes
of subsection (a)2), in the case of an individual who performs
services as a member of a reserve component of the Armed Forces
of the United States at any time during the taxable year, such
individual shall be deemed to be away from home in the pursuit
of a trade or business for any period during which such individual
is away from home in connection with such service.”.

(b) DEDUCTION ALLOWED WHETHER OR NOT TAXPAYER ELECTS
To ITEMIZE.—Section 62(a)(2) (relating to certain trade and business
deductions of employees) is amended by adding at the end the
following new subparagraph:

“(E) CERTAIN EXPENSES OF MEMBERS OF RESERVE
COMPONENTS OF THE ARMED FORCES OF THE UNITED
sTATES.—The deductions allowed by section 162 which con-
sist of expenses, determined at a rate not in excess of
the rates for travel expenses (including per diem in lieu
of subsistence) authorized for employees of agencies under
subchapter I of chapter 57 of title 5, United States Code,
paid or incurred by the taxpayer in connection with the
performance of services by such taxpayer as a member
of a reserve component of the Armed Forces of the United
States for any period during which such individual is more
than 100 miles away from home in connection with such
services.”.

Publication.

Applicability.

26 USC 501 note.

26 USC 162.
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(c) EFFECTIVE DATE.—The amendments made by this sectic

shall apply to amounts paid or incurred in taxable years beginnir
after December 31, 2002.

SEC. 110. TAX RELIEF AND ASSISTANCE FOR FAMILIES OF SPAC

SHUTTLE COLUMBIA HEROES.

(a) INCOME TAX RELIEF.—

(1) IN GENERAL.—Subsection (d) of section 692 (relatir
to income taxes of members of Armed Forces and victims
certain terrorist attacks on death) is amended by adding :
the end the following new paragraph:

“(5) RELIEF WITH RESPECT TO ASTRONAUTS.—The provisior
of this subsection shall apply to any astronaut whose deat
occurs in the line of duty, except that paragraph (3)(B) sha
be applied by using the date of the death of the astronat
rather than September 11, 2001.”.

(2) CONFORMING AMENDMENTS.—

(A) Section 5(b)(1) is amended by inserting “, astr
nauts,” after “Forces”.

(B) Section 6013(H)(2)XB) is amended by inserting -
astronauts,” after “Forces”.

(3) CLERICAL AMENDMENTS.—

(A) The heading of section 692 is amended by insertin
“, ASTRONAUTS,” after “FORCES”.

(B) The item relating to section 692 in the table «
sections for part II of subchapter J of chapter 1 is amende
by inserting “, astronauts,” after “Forces”.

(4) EFFECTIVE DATE.—The amendments made by this suk
section shall apply with respect to any astronaut whose deat
occurs after December 31, 2002.

(b) DEATH BENEFIT RELIEF.—

(1) IN GENERAL.—Subsection (i) of section 101 (relatin
to certain death benefits) is amended by adding at the en
the following new paragraph:

“(4) RELIEF WITH RESPECT TO ASTRONAUTS.—The provision
of this subsection shall apply to any astronaut whose deat.
occurs in the line of duty.”.

(2) CLERICAL AMENDMENT.—The heading for subsection (i
of section 101 is amended by inserting “OR ASTRONAUTS” afte
“VICTIMS”.

(3) EFFECTIVE DATE.—The amendments made by this suk
section shall apply to amounts paid after December 31, 200
with respect to deaths occurring after such date.

(c) ESTATE TAX RELIEF.—

(1) IN GENERAL.—Section 2201(b) (defining qualifie
decedent) is amended by striking “and” at the end of paragrap!
(1)B), by striking the period at the end of paragraph (2) an
inserting “, and”, and by adding at the end the following nev
paragraph:

“(3) any astronaut whose death occurs in the line of duty.’

(2) CLERICAL AMENDMENTS.—

(A) The heading of section 2201 is amended b;
inserting “, DEATHS OF ASTRONAUTS,” after “FORCES”.

(B) The item relating to section 2201 in the tabl
of sections for subchapter C of chapter 11 is amende
by inserting “, deaths of astronauts,” after “Forces”.
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(3) EFFECTIVE DATE.—The amendments made by this sub-

gtifté%r(x) 2s.halll apply to estates of decedents dying after December

TITLE II—REVENUE PROVISION

SEC. 201. EXTENSION OF CUSTOMS USER FEES.

_Section 13031(G)3) of the Consolidated Omnibus Budget Rec-
onciliation Act of 1985 (19 U.S.C. 58¢(j)X(3)) is amended by striking
“March 31, 2004” and inserting “March 1, 2005”.

Approved November 11, 2003.

LEGISLATIVE HISTORY—H.R. 3365:

CONGRESSIONAL RECORD, Vol. 149 (2003):
Oct. 29, considered and passed House.
Nov. 3, considered and passed Senate, amended.
Nov. 4, further amended in Senate.
Nov. 5, House concurred in Senate amendments.
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FALLEN PATRIOTS TAX RELIEF
ACT

Mr. MCCONNELL. Mr. President, I
ask unanimous consent that the Sen-
ate proceed to the immediate consider-
ation of H.R. 3365.

The PRESIDING. OFFICER. The
clerk will report the bill by title.

The legislative clerk read as follows:
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also ensures that military personnel
serving in Secretary of Defense des-
ignated ‘“‘contingency operations’ re-
ceive appropriate relief from the ad-
ministrative burdens of our tax laws
during participation in those oper-
ations.

What's more, this legislation is com-
pletely offset. All of the military tax
fairness provisions in this legislation
are fully funded by extending Customs
user fees.

As we consider this legislation to-
night, the men and women of our
armed forces remain in hostile situa-
tions, battling terrorism wherever that
battle may lead. At the same time,
their loved ones- wives, husbands, par-
ents, children- remain at home, mak-
ing equally demanding sacrifices as
they struggle to make ends meet. It is
deeply regrettable that Congress has
delayed so long to enact this common-
sense legislation.

We must delay no longer. 1 urge my
colleagues to support this legislation
to provide the tax relief that our mili-
tary personnel need and deserve.

Mr. BAUCUS. Mr. President, I rise
today in support of this amendment to
the Fallen Patriots Tax Benefit Act of
2003. The bill that we received from the
House includes two important provi-
sions that the Senate has already ap-
proved this year. However, it does not
include the numerous other provisions
that the Senate has passed to ensure
equity for military personnel. This
amendment would add these important
provisions.

First, the House bill doubles the
amount of the death gratuity pay-
ments for members of our military.
Under current law, the families of mili-
tary personnel receive a death gratuity
benefit of $6,000. This bill would in-
crease that amount to $12,000. The Sen-
ate included this provision in the de-
fense authorization bill that is cur-
rently in conference.

Second, the House bill ensures that
these payments will not be subject to
taxation. Under current law, death gra-
tuity benefits are excludable from in-
come only to the extent they were as of
September 9, 1986, which was $3,000.

In 1991, the benefit was increased to
$6,000, but the Tax Code was never ad-
justed to exclude the additional $3,000
from income. Because of this oversight,
the U.S. Government has been taxing
families for the death of a family mem-
ber who died in combat.

The House bill would make the entire
$12,000 death gratuity benefit tax-free,
and ensure that families are not hit
with a tax bill during their most dif-
ficult hour. This provision was in-
cluded in the Senate passed Armed
Forces Tax Fairness Act.

That is what this bill does. Now let
me talk about what the House bill does
not do.

This bill does not include the numer-
ous other provisions for military per-
sonnel that were included in the Armed
Forces Tax Fairness Act of 2003, which

wds passed by the OSenate in May.
These provisions are vital to ensuring
tax equity for our active duty military
and reservists.

Let me explain these provisions.

First, the House bill does not include
the exclusion of gain on the sale of a
principal residence.

In 1997, Congress passed legislation
revising the taxation of capital gains
on the sale of a person’s principal resi-
dence.

The new law provides that up to
$250,000- or $500,000 for a married cou-
ple- is excluded on the sale of a prin-
cipal residence if the individual has
lived in the house for at least 2 of the
previous 5 years.

However, when enacted, Congress
failed to provide a special rule for mili-
tary and Foreign Service personnel
who are required to move either within
the U.S. or abroad.

Our proposal in the Armed Forces
Tax Fairness Act would permit service
personnel and members of the Foreign
Service to suspend the 5-year period
while away on assignment. That means
that those years would not count to-
ward either the 2 years or the 5-year
periods. Senators MCCAIN, GRAHAM,
and LINCOLN proposed a bill in the last
session to correct this.

Second, the House bill does not allow
for the exclusion from taxable income
of amounts received under the Military
Housing Assistance Program. The De-
partment of Defense provides payments
to members of the Armed Services to
offset diminution in housing values due
to military base realignment or clo-
sure.

For example, if a house near a base
was worth $140,000 prior to the base clo-
sure and $100,000 after the base closure,
DOD may provide the owner with a
payment to offset some, but not all, of
the $40,000 diminution in value. Under
current law, those amounts are taxable
as compensation.

We should ensure that those men and
women losing value in their homes due
to a Federal Government decision are
not adversely affected financially.

The proposal in the Armed Forces
Tax Fairness Act would provide that
payments for this type of lost value are
not includible into income.

Third, the House bill does not expand
the combat zone filing rules to include
contingency operations. Under current
law, military personnel in a combat
zone are afforded an extended period
for filing tax returns.

However, this does not apply to con-
tingency operations. This proposal in
the Armed Forces Taxes Fairness Act
would extend the same benefits to mili-
tary personnel assigned to contingency
operations.

It cannot be easy trying to figure out
our complicated tax system while you
are overseas and protecting our na-
tion’'s freedom. Those men and women
who are sent to uphold democracy and
freedom in other countries are con-
fronted with the same filing complica-
tions as combat zone personnel.

Contingency operations are just as
demanding as combat zone deploy-
ment, although not always in the same
manner. For example, in our current
war on terrorism, this proposal would
help members of our Special Forces in
the Philippines supporting Operation
Enduring Freedom. These troops are
just as focused on accomplishing their
critical mission as our troops in the
Iraqi combat zone.

Fourth, the House bill does not pro-
vide an above-the-line deduction for
overnight travel expenses of National
Guard and Reserve members. Some re-
servists who travel one weekend per
month and two weeks in the summer
for Reserve duty incur significant trav-
el and lodging expenses.

For the most part, these expenses are
not reimbursed. Under current law,
these are deductible as itemized deduc-
tions but must exceed 2 percent of ad-
justed gross income.

For lower income reservists, this de-
duction does not provide a benefit, be-
cause they do not itemize. For higher
income reservists, the 2 percent floor
limits the amount of the benefit of the
deductions.

In my home State of Montana, we
have approximately 3,500 reservists-
800 of whom travel each month across
the State for their training. These 800
reservists pay travel and lodging ex-
penses out of their own pocket.

Montana ranks 48th in the Nation for
per capita personal income. So that
$200 expense for Reserve duty every
month means a lot to the Montana re-
servist. Yet, they continue selflessly to
provide their services to our country at
their own expense. For those reservists
who travel out of State for their train-
ing, this expense is even higher.

The proposal in the Armed Forces
Tax Fairness Act would provide an
above the line deduction for overnight
travel costs and would be available for
all reservists and members of the Na-
tional Guard.

Fifth, the House bill does not expand
the rules to qualify for membership of
veterans organizations. Currently,
qualified veterans organizations under
section 501(c)(19) of the tax code both
tax-exempt and contributions to the
organization are tax deductible.

In order to qualify under 501(c)(19),
the organization must meet several
tests. For example, 75 percent of the
members must be current or former
military, and substantially all of the
other members must be either spouses,
widows, or widowers of current or
former military.

The proposal in the Armed Forces
Tax Fairness Act would permit lineal
descendants and ancestors to qualify as
eligible members of these important
groups.

It is important that our veterans or-
ganizations continue the good work
that they do. But, as the organizations
age, they are in danger of losing tax-
exempt status. The Armed Forces Tax
Fairness Act helps ensure the vitality
of these organizations.
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childcare benetits to its employees.
Employees at DoD-owned facilities pro-
vide childcare services while other
areas with non-DoD owned facilities
contract out their childcare.

When Congress passed the Tax Re-
form Act of 1986, we included a provi-
sion stating that qualified military
benefits are excluded from income. It is
not absolutely clear whether childcare
provisions are covered under this provi-
sion.

The proposal in the Armed Forces
Tax Fairness Act would clarify that
any childcare benefit provided to mili-
tary personnel would be excludable
from income.

Seventh, the House bill does not
allow students at the Service Acad-
emies to use their education savings
account funds. In contrast, the Armed
Forces Tax Fairness Act does permit
penalty-free withdrawals from edu-
cation savings accounts and qualified
tuition programs made on account of
the attendance of the account holder or
beneficiary at any of the Service Acad-
emies. The amount of the funds that
can be withdrawn penalty-free is lim-
ited to the costs of advariced education
in that calendar year.

Eighth, the House does not allow the
IRS to suspend the tax-exempt status
of terrorist organizations. Under cur-
rent law, there is no procedure for the
IRS to suspend the tax-exempt status
of an organization.

The Armed Forces Tax Fairness Act
would allow the suspension of the tax-
exempt status of an organization for
any period during which the organiza-
tion is designated or identified by Ex-
ecutive Order as a terrorist organiza-
tion.

Ninth, the House bill does not pro-
vide tax -relief for families of those
killed in the Space Shuttle Columbia.
Current law provides for income tax,
estate tax, and death benefit relief to
soldiers who are killed in a combat
zone, victims of the September 11 at-
tacks, the Oklahoma City bombing vic-
tims, and the victims of the anthrax
attacks.

The crew of the Space Shuttle Colum-
bia was heroic in every sense of the
word. We have a duty to those who lost
their lives for the advancement of
science and increasing our knowledge
of the world we live in. The Armed
Forces Tax Fairness Act would make
all of the above benefits available to
the families of the Columbia crew.

The tenth and final difference be-
tween the House bill before us and the
Armed Forces Tax Fairness Act is that
the bill before us is not offset. In con-
trast, the Armed Forces Tax Fairness
Act is completely offset by strength-
ening the collection of taxes ~
ple who have renounced their
zenship in order to avoid U.S.
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fees.

The Senate amendment to the House
bill would add these very important
nine provisions. In addition, it would
add an offset that the House has not
opposed this offset in the past. We hope
that this compromise on our part will
allow them to pass the provisions from
the Armed Forces Tax Fairness Act
that we have included in this amend-
ment.

The passage of the death gratuity
payments provision is an important
first step. However, there are thou-
sands of men and women in uniform
that are depending on us to pass the
other ten provisions included in the
Armed Forces Tax Fairness Act.

Simply put, there is absolutely no ex-
cuse if Congress fails to pass the Armed
Forces Tax Fairness Act this year.

Everyday, our military men and
women fight for our freedom and the
freedom of every American. Their sac-
rifices are great. Passing the other ten
provisions included in the Armed
Forces Tax Fairness Act is not a lot for
them to ask of Congress.

I urge my colleagues in the House to
pass the Senate amendment to the
Fallen Patriots Act of 2003.

Ms. COLLINS. Mr. President, I want
to express my full support for the pas-
sage of H.R. 3365, the Fallen Patriots
Tax Relief Act. Earlier this year, the
Senate passed S. 704, introduced by my-
self, Senator WARNER, Senator MCCAIN,
Senator ALLEN, and Senator BEN NEL-
SON, which would have increased the
death gratuity paid to the survivors of
deceased members of our military from
$6,000 to $12,000. Further, it would
make this increase retroactive to Sep-
tember 11, 2001. I am pleased that H.R.
3365 incorporates this legislation.

There is no better way to honor the
memories of fallen soldiers than to en-
sure that their loved ones receive the
support they deserve. The death gra-
tuity is provided within days to the
family of the servicemember killed
while on active duty. These funds help
the family to deal with immediate
needs during this difficult time. Given
the sacrifices of our troops currently in
Iraq. I believe that this increase in as-
sistance is far past due.

H.R. 3365 also ensures that the death
gratuity is tax free. I fully support this
legislation, and believe that it sends a
strong message of support to our
troops. As the brave men and women of
our military continue to go in harm’s
way in defense of our Nation, it is cru-
cial that they do so with the con-
fidence that their families will have
our full support should tragedy occur.

Mr. MCCONNELL. Mr. President,. I

objection, it is so ordert

The amendment (No.
to.

(The amendment is pr
RECORD under *'Text of

The title amendment
agreed to, as follows:

Amend the title so as to
amend title 10, United Stz
Internal Revenue Code of 1!
death gratuity payable wi
ceased members of the Arr
exclude such gratuity fron
provide additional tax reli
the Armed Forces and thei
other purposes.’.

The bill (H.R. 3365), a
read the third time and

(The bill will be prin
edition of the RECORD.)
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Public Law 108-173
108th Congress
An Act

To amend title XVIII of the Social Security Act to provide for a voluntary program
for prescription drug coverage under the Medicare Program, to modernize the
Medicare Program, to amend the Internal Revenue Code of 1986 to allow ¢
deduction to individuals for amounts contributed to health savings security ac
counts and health savings accounts, to provide for the disposition of unusec
health benefits in cafeteria plans and flexible spending arrangements, and fo
other purposes.

Be it enacted by the Senate and House of Representatives oj
the United States of America in Congress assembled,

SECTION 1. SHORT TITLE; AMENDMENTS TO SOCIAL SECURITY ACT
REFERENCES TO BIPA AND SECRETARY; TABLE OF CON:
TENTS.

(a) SHORT TITLE.—This Act may be cited as the “Medicare
Prescription Drug, Improvement, and Modernization Act of 2003”.

(b) AMENDMENTS TO SOCIAL SECURITY ACT.—Except as other-
wise specifically provided, whenever in division A of this Act an
amendment is expressed in terms of an amendment to or repeal
of a section or other provision, the reference shall be considered
X) be made to that section or other provision of the Social Security

ct.

(c) BIPA; SECRETARY.—In this Act:

(1) BIPA—The term “BIPA” means the Medicare, Med-
icaid, and SCHIP Benefits Improvement and Protection Act
of 2000, as enacted into law by section 1(a)(6) of Public Law
106-554.

(2) SECRETARY.—The term “Secretary” means the Secretary
of Health and Human Services.

(d) TABLE OF CONTENTS.—The table of contents for this Act
is as follows:

Sec. 1. Short title; amendments to Social Security Act; references to BIPA and Sec-
retary; table of econtents.

TITLE I-MEDICARE PRESCRIPTION DRUG BENEFIT
Sec. 101. Medicare prescription drug benefit.

* ok x ok %

Sec. 105. Additional provisions relating to medicare prescription drug discount card
and transitional assistance program.
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TITLE XII—TAX INCENTIVES FOR HEALTH AND RETIREMENT
SECURITY

Sec. 1201. Health savings accounts.
Sec. 1202. Exclusion from gross income of certain Federal subsidies for prescription
. drug plans.
Sec. 1203. Exception to information reporting requirements related to certain
health arrangements.

TITLE I—-MEDICARE PRESCRIPTION
DRUG BENEFIT

SEC. 101. MEDICARE PRESCRIPTION DRUG BENEFTT.

(6) DISCLOSURE.—Section 6103(1)(7)XD)(i) of the Imntermal

Revenue Code of 1986 is amended by inserting “or subsidies 26 USC 6103.

provided under section 1860D-14 of such Act” after “Social
Security Act”.
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(e) DISCLOSURE OF RETURN INFORMATION FOR PURPOSES OF
PROVIDING TRANSITIONAL ASSISTANCE UNDER MEDICARE DISCOUNT
CARD PROGRAM.—

(1) IN GENERAL.—Subsection (1) of section 6103 of the
Internal Revenue Code of 1986 (relating to disclosure of returns 26 USC 6103.
and return information for purposes other than tax administra-
tion) is amended by adding at the end the following new para-

aph:
“(19) DISCLOSURE OF RETURN INFORMATION FOR PURPOSES
OF PROVIDING TRANSITIONAL ASSISTANCE UNDER MEDICARE DIS-
COUNT CARD PROGRAM.—

“(A) IN GENERAL.—The Secretary, upon written request
from the Secretary of Health and Human Services pursuant
to carrying out section 1860D-31 of the Social Security
Act, shall disclose to officers, employees, and contractors
of the Department of Health and Human Services with
respect to a taxpayer for the applicable year—

“1)(I) whether the adjusted gross income, as modi-
fied in accordance with specifications of the Secretary
of Health and Human Services for purposes of carrying
out such section, of such taxpayer and, if applicable,
such taxpayer’s spouse, for the applicable year, exceeds
the amounts specified by the Secretary of Health and
Human Services in order to apply the 100 and 135
percent of the poverty lines under such section, (II)
whether the return was a joint return, and (III) the
applicable year, or

“(i1) if applicable, the fact that there is no return
filed for such taxpayer for the applicable year.

“(B) DEFINITION OF APPLICABLE YEAR.—For the pur-
poses of this subsection, the term ‘applicable year means
the most recent taxable year for which information is avail-
able in the Internal Revenue Service’s taxpayer data
information systems, or, if there is no return filed for
such taxpayer for such year, the prior taxable year.

“(C) RESTRICTION ON USE OF DISCLOSED INFORMA-
TION.—Return information disclosed under this paragraph
may be used only for the purposes of determining eligibility
for and administering transitional assistance under section
1860D—-31 of the Social Security Act.”.

(2) CONFIDENTIALITY.—Paragraph (3) of section 6103(a) of
su%}igg’ode is amended by striking “or (16)” and inserting “(16),
or .

(3) PROCEDURES AND RECORDKEEPING RELATED TO DISCLO-
SURES.—Subsection (p)(4) of section 6103 of such Code is
amended by striking “(1)(16) or (17)” each place it appears
and inserting “(1)(16), (17), or (19)”.

(4) UNAUTHORIZED DISCLOSURE OR INSPECTION.—Paragraph
(2) of section 7213(a) of such Code is amended by striking 26 USC 7213.
“or (16)” and inserting “(16), or (19)”.
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26 USC 6103.

* * * * *

(c) REPORTING REQUIREMENTS FOR SECRETARY OF THE
TREASURY.—

(1) IN GENERAL.—Subsection (1) of section 6103 of the
Internal Revenue Code of 1986 (relating to disclosure of returns
and return information for purposes other than tax administra-
tion), as amended by section 105(e), is amended by adding
at the end the following new paragraph:

“(20) DISCLOSURE OF RETURN INFORMATION TO CARRY OUT
MEDICARE PART B PREMIUM SUBSIDY ADJUSTMENT.—

“(A) In GENERAL.—The Secretary shall, upon written
request from the Commissioner of Social Security, disclose
to officers, employees, and contractors of the Social Security
Administration return information of a taxpayer whose

remium (according to the records of the Secretary) may

Ee subject to adjustment under section 1839(i) of the Social

Security Act. Such return information shall be limited to—

“(1) taxpayer identity information with respect to
such taxpayer,

“(ij) the filing status of such taxpayer,

“iii) the adjusted gross income of such taxpayer,

“(iv) the amounts excluded from such taxpayer’s
gross income under sections 135 and 911 to the extent
such information is available,

“(v) the interest received or accrued during the
taxable year which is exempt from the tax imposed
by chapter 1 to the extent such information is available,

“(vi) the amounts excluded from such taxpayer’s
gross income by sections 931 and 933 to the extent
such information is available,

“(vil) such other information relating to the
liability of the taxpayer as is prescribed by the Sec-
retary by regulation as might indicate in the case
of a taxpayer who is an individual described in sub-
section (1)(4)(B)(iil) of section 1839 of the Social Secu-
rity Act that the amount of the premium of the tax-
payer under such section may be subject to adjustment
under subsection (i) of such section and the amount
of such adjustment, and

“(viii) the taxable year with respect to which the
preceding information relates.

“B) RESTRICTION ON USE OF DISCLOSED INFORMA-
TION.—Return information disclosed under subparagraph
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(A) may be used by officers, employees, and contractors
of the Social Security Administration only for the purposes
of, and to the exteént necessary in, establishing the appro-
priate amount of any premium adjustment under such
section 1839().”
(2) CONFORMING AMENDMENTS.—
(A) Paragraph (3) of section 6103(a) of such Code, 26 USC 6103.
as amended by section 105(e)(1), is amended by striking
“or (19)” and inserting “(19), or (20)”.
(B) Paragraph (4) of section 6103(p) of such Code,
as amended by section 105(e)(3), is amended by striking
“(1(16), (17), or (19)” each place it appears and inserting
“((L.), (17, (19), or (20)”.
(C) Paragraph (2) of section 7213(a) of such Code, 26USC 7213.
as amended by section 105(e)(4), is amended by striking
“or (19)” and inserting “(19), or (20)”.

(2) CONFORMING AMENDMENTS.—
"(A) Paragraph (3) of section 6103(a) of such Code, 26 USC 6103.
as amended by section 105(e)(1), is amended by striking
“or (19)” and inserting “(19), or (20)”. - )
(B) Paragraph (4) of section 6103(p) of such Code,
as amended by section 105(e}(3), is amended by striking
“1(16), (17), or (19)” each place it appears and inserting
“Mas), (17, (19), or (20)”.
(C) Paragraph (2) of section 7213(a) of such Code, 26USC7213.
as amended by section 105(e)(4), is amended by striking
“or (19)” and inserting “(19), or (20)”.

TITLE IX—ADMINISTRATIVE IMPROVE-
MENTS, REGULATORY REDUCTION,
AND CONTRACTING REFORM

* * * * *

PUBLIC LAW 108-173 — DEC. 8, 2003 117 STAT. 2372

* b3 & * *

(3) AMENDMENTS TO THE INTERNAL REVENUE CODE OF
26 USC 6103. 1986.—Section 6103(1)(12) of the Internal Revenue Code of 1986
is amended-—
(A) in subparagraph (B), by striking “Health Care
Financing Administration” in the matter preceding clause
(1) and inserting “Centers for Medicare & Medicaid Serv-
ices”; and
(B) in subparagraph (C)—
(1) by striking “HEALTH CARE FINANCING ADMINIS-
TRATION” in the heading and inserting “CENTERS FOR
MEDICARE & MEDICAID SERVICES”; and
(ii) by striking “Health -Care Financing Adminis-
tration” in the matter preceding clause (i) and inserting
“Centers for Medicare & Medicaid Services”.
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(4) AMENDMENTS TO TITLE 10, UNITED STATES CODE.—Title
10, United States Code, is amended—

(A) in section 1086(d)(4), by striking “administrator
of the Health Care Financing Administration” in the last
sentence and inserting “Administrator of the Centers for
Medicare & Medicaid Services”; and

(B) in section 1095(k)2), by striking “Health Care
Financing Administration” in the second sentence and
inserting “Centers for Medicare & Medicaid Services”.

(5) AMENDMENTS TO THE ALZHEIMER’S DISEASE AND RELATED
DEMENTIAS SERVICES RESEARCH ACT OF 1992.—The Alzheimer’s
Disease and Related Dementias Research Act of 1992 (42 U.S.C.
11271 et seq.) is amended—

(A) in the heading of subpart 3 of part D to read
as follows:

“Subpart 3—Responsibilities of the Centers for Medicare &
Medicaid Services”;

(B) in section 937 (42 U.S.C. 11271)—

(i) in subsection (a), by striking “National Health
Care Financing Administration” and inserting “Centers
for Medicare & Medicaid Services”;

(ii) in subsection (b)(1), by striking “Health Care
Financing Administration” and inserting “Centers for
Medicare & Medicaid Services”;

(iii) in subsection (b)(2), by striking “Health Care
Financing Administration” and inserting “Centers for
Medicare & Medicaid Services”; and

(iv) in subsection (c¢), by striking “Health Care
Financing Administration” and inserting “Centers for
Medicare & Medicaid Services”; and
(C) in section 938 (42 U.S.C. 11272), by striking

“Health Care Financing Administration” and inserting
“Centers for Medicare & Medicaid Services”.
(6) MISCELLANEOUS AMENDMENTS.—

(A) REHABILITATION ACT OF 1973.—Section 202(b)(8) of
the Rehabilitation Act of 1973 (29 U.S.C. 762(b)8)) is
amended by striking “Health Care Financing Administra-
tion” and inserting “Centers for Medicare & Medicaid Serv-
ices”.

(B) INDIAN HEALTH CARE IMPROVEMENT ACT.—Section
405(d)(1) of the Indian Health Care Improvement Act (25
U.S.C. 1645(d)(1)) is amended by striking “Health Care
Financing Administration” in the matter preceding
subparagraph (A) and inserting “Centers for Medicare &
Medicaid Services”.

(C) INDIVIDUALS WITH DISABILITIES EDUCATION ACT.—
Section 644(b)(5) of the Individuals with Disabilities Edu-
cation Act (20 U.S.C. 1444(b)5)) is amended by striking
“Health Care Financing Administration” and inserting
“Centers for Medicare & Medicaid Services”.

(D) THE HOME HEALTH CARE AND ALZHEIMER’S DISEASE
AMENDMENTS OF 1990.—Section 302(a)(9) of the Home
Health Care and Alzheimer’s Disease Amendments of 1990
(42 U.S.C. 242q-1(a)9)) is amended by striking “Health
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Care Financing Administration” and inserting “Centers

‘Medicare & Medicaid Services”.

*(B) THE CHILDREN'S HEALTH ACT OF 200a.—Sect
2503(a) of the Children’s Health Act of 2000 (42 U.L
247b—3a(a)) is amended by striking “Health Care Financ
Administration” and inserting “Centers for Medicare
Medicaid Services”. .

(F) THE NATIONAL INSTITUTES OF HEALTH REVITALI
TION ACT OF 1983 —Section 1909 of the National Institu
of Health Revitalization Act of 1993 (42 U.S.C. 299a nc
is amended by striking “Health Care Financing Administ
tion” and inserting “Centers for Medicare & Medicaid Se
ices”.

(G) THE OMNIBUS BUDGET RECONCILIATION ACT
1990.—Section 4359(d) of the Ommnibus Budget Reconc
ation Act of 1990 (42 U.S.C. 1395b~3(d)) is amended
striking “Health Care Financing Administration” a
inserting “Centera for Medicare & Medicaid Services”.

(H) THE MEDICARE, MEDICAID, AND SCHIP BENEF]
IMPROVEMENT AND PROTECTION ACT OF 2000.—Secti
104(d)(4) of the Medicare, Medicaid, and SCHIP Benef
Improvement and Protection Act of 2000 (42 U.S.C. 1395
note) is amended by striking “Health Care Financi
Administration” and inserting “Health Care”.

(7) ADDITIONAL AMENDMENT.—Section 403 of the Act en
tled, “An Act to authorize certain appropriations for the ten
tories of the United States, to amend certain Acts relatia
thereto, and for other purposes”, enacted October 15, 19’
(48 U.S.C. 15874-1; 48 U.8.C. 1421g-1), is amended by strikiz
“Health Care Financing Administration” and inserting “Cente:
for Medicare & Medicaid Services”.

TITLE XII—-TAX INCENTIVES FOR
HEALTH AND RETIREMENT SECURI]

SEC. 1201. HEALTH SAVINGS ACCOUNTS.

(a) In GENERAL.—Part VII of subchapter B of chapter
the Internal Revenue Code of 1986 (relating to additional iten
deductions for individuals) is amended by redesignating se
223 as section 224 and by inserting after section 222 the follo
new section:

“SEC. 223. HEALTH SAVINGS ACCOUNTS.

*“(a) DEDUCTION ALLOWED.—In the case of an individual
is an eligible individual for any month during the taxable ;
there shall be allowed as a deduction for the taxable yeas
amount equal to the aggregate amount paid in cash during
taxable year by or on behalf of such individual to a health sav
account of such individual.

“(b) LIMITATIONS.—

“(1) IN GENERAL.—The amount allowable as a deduc
under subsection (a) to an individual for the taxable year ¢

not exceed the sum of the monthly limitations for mo;
Arrmine oninh tavahla wvasr that the 1““("1‘71(1112] 12 an alic
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“(A) in the case of an eligible individual who has self-
only coverage under a high deductible health plan as of
the first day of such month, the lesser of—

“(i) the annual deductible under such coverage,

“(ii) $2,250, or

“(B) in the case of an eligible individual who has family
coverage under a high deductible health plan as of the
first day of such month, the lesser of—

“(1) the annual deductible under such coverage,
or
“(ii) $4,500.
“(3) ADDITIONAL CONTRIBUTIONS FOR INDIVIDUALS 55 OR
OLDER.—

“A) IN GENERAL.—In the case of an individual who
has attained age 55 before the close of the taxable year,
the applicable limitation under subparagraphs (A) and (B)
of paragraph (2) shall be increased by the additional con-
tribution amount.

“(B) ADDITIONAL CONTRIBUTION AMOUNT.—For pur-
poses of this section, the additional contribution amount
is the amount determined in accordance with the following

or

table:
“For taxable years beginning in: The
additional
contribution
amount is:
2004 .t r e n e e e e e se e e e anaeeenreeaen $500
2005 ..ottt ettt at s nes et e ane b e ean e en et eneens $600
2006 ..ot e s s r e s e r et e e e et e s aee s a s e saneeeneanens $700
2007 .ottt ettt s e tnear e beeae e s b sasaaeneas $800
2008 i e e e e e e e e et e aer e e e e e r e e aeee s e annte e nenee $900
2009 and theTeafter .......cooeveeeieeeieeeeeeieeieeeie et s sane e $1,000.

“(4) COORDINATION WITH OTHER CONTRIBUTIONS.—The
limitation which would (but for this paragraph) apply under
this subsection to an individual for any taxable year shall
be reduced (but not below zero) by the sum of—

“(A) the aggregate amount paid for such taxable year
to Archer MSAs of such individual, and

“(B) the aggregate amount contributed to health
savings accounts of such individual which is excludable
from the taxpayer’s gross income for such taxable year
under section 106(d) (and such amount shall not be allowed
as a deduction under subsection (a)).

Subparagraph (A) shall not apply with respect to any individual
to whom paragraph (5) applies.

“(5) SPECIAL RULE FOR MARRIED INDIVIDUALS.—In the case
of individuals who are married to each other, if either spouse
has family coverage—

“(A) both spouses shall be treated as having only such
family coverage (and if such spouses each have family
coverage under different plans, as having the family cov-
erage with the lowest annual deductible), and

“B) the limitation under paragraph (1) (after the
application of subparagraph (A) and without regard to any
additional contribution amount under paragraph (3)}—
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“(1) shall be reduced by the aggregate amount paid
to Archer MSAs of such spouses for the taxable year,
and

“(i1) after such reduction, shall be divided equally
between them unless they agree on a different division.

“(6) DENIAL OF DEDUCTION TO DEPENDENTS.—No deduction
shall be allowed under this section to any individual with
respect to whom a deduction under section 151 is allowable
to another taxpayer for a taxable year beginning in the calendar
year in which such individual’s taxable year begins.

“(7) MEDICARE ELIGIBLE INDIVIDUALS.—The limitation
under this subsection for any month with respect to an indi-
vidual shall be zero for the first month such individual is
entitled to benefits under title XVIII of the Social Security
Act and for each month thereafter.

“(c) DEFINITIONS AND SPECIAL RULES.—For purposes of this
section—

“(1) ELIGIBLE INDIVIDUAL.—

“(A) IN GENERAL.—The term ‘eligible individual’ means,
with respect to any month, any individual if—

“(i) such individual is covered under a high deduct-
ibl;e1 health plan as of the 1st day of such month,
an

“@1) such individual is not, while covered under
a high deductible health plan, covered under any
health plan—

“(I) which is not a high deductible health plan,
and
“(II) which provides coverage for any benefit
which is covered under the high deductible health
plan.
“(B) CERTAIN COVERAGE DISREGARDED.—Subparagraph

(A)(ii) shall be applied without regard to—

“(i) coverage for any benefit provided by permitted
insurance, and

“@i) coverage (whether through insurance or other-
wise) for accidents, disability, dental care, vision care,

or long-term care.

“(2) HIGH DEDUCTIBLE HEALTH PLAN.—

“(A) IN GENERAL.—The term ‘high deductible health
plan’ means a health plan—

“(1) which has an annual deductible which is not
less than—

“I) $1,000 for self-only coverage, and
“(I1) twice the dollar amount in subclause (I)
for family coverage, and

“(i1) the sum of the annual deductible and the
other annual out-of-pocket expenses required to be paid
under the plan (other than for premiums) for covered
benefits does not exceed—

“(I) $5,000 for self-only coverage, and
“(II) twice the dollar amount in subclause (I)
for family coverage.
“(B) EXCLUSION OF CERTAIN PLANS.—Such term does
not include a health plan if substantially all of its coverage
1s coverage described in paragraph (1)}B).
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“(C) SAFE HARBOR FOR ABSENCE OF PREVENTIVE CARE
DEDUCTIBLE.—A plan shall not fail to be treated as a high
deductible health plan by reason of failing to have a deduct-
ible for preventive care (within the meaning of section
1871 of the Social Security Act, except as otherwise pro-
vided by the Secretary).

“(D) SPECIAL RULES FOR NETWORK PLANS.—In the case
of a plan using a network of providers—

‘(i) ANNUAL OUT-OF-POCKET LIMITATION.—Such
plan shall not fail to be treated as a high deductible
health plan by reason of having an out-of-pocket limita-
tion for services provided outside of such network
which exceeds the applicable limitation under subpara-
graph (A)(ii).

“(ii) ANNUAL DEDUCTIBLE.—Such plan’s annual
deductible for services provided outside of such network
shall not be taken into account for purposes of sub-
section (b)(2).

‘,‘(3) PERMITTED INSURANCE.—The term ‘permitted insur-
ance’ means—

“(A) insurance if substantially all of the coverage pro-
vided under such insurance relates to—

“(1) labilities incurred under workers’ compensa-
tion laws,

“(ii) tort liabilities,

“(iii) liabilities relating to ownership or use of prop-
erty, or

“(iv) such other similar liabilities as the Secretary
may specify by regulations,

“(B) insurance for a specified disease or illness, and

“(C) insurance paying a fixed amount per day (or other
period) of hospitalization.

“(4) FAMILY COVERAGE.—The term ‘family coverage’ means
any coverage other than self-only coverage.

“(5) ARCHER MSA.—The term ‘Archer MSA’ has the meaning
given such term in section 220(d).
“(d) HEALTH SAVINGS ACCOUNT.—For purposes of this section—

“(1) IN GENERAL.—The term ‘health savings account’ means
a trust created or organized in the United States as a health
savings account exclusively for the purpose of paying the quali-
fled medical expenses of the account beneficiary, but only if
the written governing instrument creating the trust meets the
following requirements:

“(A) Except in the case of a rollover contribution
described in subsection (f)(5) or section 220(f)(5), no con-
tribution will be accepted—

“(i) unless it is in cash, or

“(ii) to the extent such contribution, when added
to previous contributions to the trust for the calendar
year, exceeds the sum of—

“I) the dollar amount in effect under sub-
section (b} 2)B)(ii), and
“II) the dollar amount in effect under sub-

section (b)(3)(B).

“(B) The trustee is a bank (as defined in section 408(n)),
an insurance company (as defined in section 816), or
another person who demonstrates to the satisfaction of
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the Secretary that the manner in which such person will
administer the trust will be consistent with the require-
ments of this section.

“(C) No part of the trust assets will be invested in
life insurance contracts.

“D) The assets of the trust will not be commingled
with other property except in a common trust fund or
common investment fund.

“(E) The interest of an individual in the balance in
his account is nonforfeitable.

“(2) QUALIFIED MEDICAL EXPENSES.—

“(A) IN GENERAL.—The term ‘qualified medical
expenses’ means, with respect to an account beneficiary,
amounts paid by such beneficiary for medical care (as
defined in section 213(d) for such individual, the spouse
of such individual, and any dependent (as defined in section
152) of such individual, but only to the extent such amounts
are not compensated for by insurance or otherwise.

“(B) HEALTH INSURANCE MAY NOT BE PURCHASED FROM
ACCOUNT.—Subparagraph (A) shall not apply to any pay-
ment for insurance.

“(C) EXCEPTIONS.—Subparagraph (B) shall not apply
to any expense for coverage under—

“(i) a health plan during any period of continuation
coverage required under any Federal law,

“(i1) a qualified long-term care insurance contract
(as defined in section 7702B(b)),

“(iii) a health plan during a period in which the
individual is receiving unemployment compensation
under any Federal or State law, or

“(iv) in the case of an account beneficiary who
has attained the age specified in section 1811 of the
Social Security Act, any health insurance other than
a medicare supplemental policy (as defined in section
1882 of the Social Security Act).

“(3) ACCOUNT BENEFICIARY.—The term ‘account beneficiary’
means the individual on whose behalf the health savings
account was established.

“(4) CERTAIN RULES TO APPLY.—Rules similar to the fol-
lowing rules shall apply for purposes of this section:

“()A) Section 219(d)(2) (relating to no deduction for roll-
overs).

“(B) Section 219(f)(3) (relating to time when contribu-
tions deemed made).

“(C) Except as provided in section 106(d), section
219()(5) (relating to employer payments).

: ‘;(D) Section 408(g) (relating to community property

aws).

“(E) Section 408(h) (relating to custodial accounts).

“(e) TAX TREATMENT OF ACCOUNTS.—

“(1) IN GENERAL.—A health savings account is exempt from
taxation under this subtitle unless such account has ceased
to be a health savings account. Notwithstanding the preceding
sentence, any such account is subject to the taxes imposed
by section 511 (relating to imposition of tax on unrelated busi-
ness income of charitable, etc. organizations).
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“(2) ACCOUNT TERMINATIONS.—Rules similar to the rules
of paragraphs (2) and (4) of section 408(e) shall apply to health
savings accounts, and any amount treated as distributed under
such rules shall be treated as not used to pay qualified medical
expenses.

“(f) TAX TREATMENT OF DISTRIBUTIONS.—

“(1) AMOUNTS USED FOR QUALIFIED MEDICAL EXPENSES.—
Any amount paid or distributed out of a health savings account
which is used exclusively to pay qualified medical expenses
of any account beneficiary shall not be includible in gross
income.

“(2) INCLUSION OF AMOUNTS NOT USED FOR QUALIFIED MED-
ICAL EXPENSES.—Any amount paid or distributed out of a health
savings account which is not used exclusively to pay the quali-
fied medical expenses of the account beneficiary shall be
included in the gross income of such beneficiary.

“(3) EXCESS CONTRIBUTIONS RETURNED BEFORE DUE DATE
OF RETURN.—

“(A) IN GENERAL.—If any excess contribution is contrib-
uted for a taxable year to any health savings account
of an individual, paragraph (2) shall not apply to distribu-
tions from the health savings accounts of such individual
(to the extent such distributions do not exceed the aggre-
gate excess contributions to all such aceounts of such indi-
vidual for such year) if—

“(1) such distribution is received by the individual
on or before the last day prescribed by law (including
extensions of time) for filing such individual’s return
for such taxable year, and

“(i1) such distribution is accompanied by the
amount of net income attributable to such excess con-
tribution.

Any net income described in clause (ii) shall be included

in the gross income of the individual for the taxable year

in which it is received.

“(B) EXCESS CONTRIBUTION.—For purposes of subpara-
graph (A), the term ‘excess contribution’ means any con-
tribution (other than a rollover contribution described in
paragraph (5) or section 220(f)(5)) which is neither exclud-
able from gross income under section 106(d) nor deductible
under this section.

“(4) ADDITIONAL TAX ON DISTRIBUTIONS NOT USED FOR
QUALIFIED MEDICAL EXPENSES.—

“(A) IN GENERAL.—The tax imposed by this chapter
on the account beneficiary for any taxable year in which
there is a payment or distribution from a health savings
account of such beneficiary which is includible in gross
income under paragraph (2) shall be increased by 10 per-
cent of the amount which is so includible.

“(B) EXCEPTION FOR DISABILITY OR DEATH.—Subpara-
graph (A) shall not apply if the payment or distribution
is made after the account beneficiary becomes disabled
within the meaning of section 72(m)(7) or dies.

“(C) EXCEPTION FOR DISTRIBUTIONS AFTER MEDICARE
ELIGIBILITY.—Subparagraph (A) shall not apply to any pay-
ment or distribution after the date on which the account
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beneficiary attains the age specified in section 1811 of

the Social Security Act.

“(5) ROLLOVER CONTRIBUTION.—An amount is described in
this paragraph as a rollover contribution if it meets the require-
ments of subparagraphs (A) and (B).

“(A) IN GENERAL.—Paragraph (2) shall not apply to
any amount paid or distributed from a health savings
account to the account beneficiary to the extent the amount
received is paid into a health savings account for the benefit
of such beneficiary not later than the 60th day after the
day on which the beneficiary receives the payment or dis-
tribution.

“(B) LIMITATION.—This paragraph shall not apply to
any amount described in subparagraph (A) received by
an individual from a health savings account if, at any
time during the 1l-year period ending on the day of such
receipt, such individual received any other amount
described in subparagraph (A) from a health savings
account which was not includible in the individual’s gross
income because of the application of this paragraph.

“(6) COORDINATION WITH MEDICAL EXPENSE DEDUCTION.—
For purposes of determining the amount of the deduction under
section 213, any payment or distribution out of a health savings
account for qualified medical expenses shall not be treated
as an expense paid for medical care.

“(7) TRANSFER OF ACCOUNT INCIDENT TO DIVORCE.—The
transfer of an individual’s interest in a health savings account
to an individual’s spouse or former spouse under a divorce
or separation instrument described in subparagraph (A) of sec-
tion 71(b)(2) shall not be considered a taxable transfer made
by such individual notwithstanding any other provision of this
subtitle, and such interest shall, after such transfer, be treated
as a health savings account with respect to which such spouse
is the account beneficiary.

“(8) TREATMENT AFTER DEATH OF ACCOUNT BENEFICIARY.—

“(A) TREATMENT IF DESIGNATED BENEFICIARY IS
SPOUSE.—If the account beneficiary’s surviving spouse
acquires such beneficiary’s interest in a health savings
account by reason of being the designated beneficiary of
such account at the death of the account beneficiary, such
health savings account shall be treated as if the spouse
were the account beneficiary.

“(B) OTHER CASES.—

“1) IN GENERAL.—If, by reason of the death of
the account beneficiary, any person acquires the
account beneficiary’s interest in a health savings
account in a case to which subparagraph (A) does
not apply—

“(I) such account shall cease to be a health
savings account as of the date of death, and

“(II) an amount equal to the fair market value
of the assets in such account on such date shall
be includible if such person is not the estate of
such beneficiary, in such person’s gross income
for the taxable year which includes such date,
or if such person is the estate of such beneficiary,

180 2003-3 C.B.



117 STAT. 2476 PUBLIC LAW 108-173—DEC. 8, 2003

in such beneficiary’s gross income for the last tax-
able year of such beneficiary.
“(il) SPECIAL RULES.—

“(I) REDUCTION OF INCLUSION FOR PREDEATH
EXPENSES.—The amount includible in gross income
under clause (i) by any person (other than the
estate) shall be reduced by the amount of qualified
medical expenses which were incurred by the
decedent before the date of the decedent’s death
3nd paid by such person within 1 year after such

ate.

“(II) DEDUCTION FOR ESTATE TAXES.—An
appropriate deduction shall be allowed under sec-
tion 691(c) to any person (other than the decedent
or the decedent’s spouse) with respect to amounts
included in gross income under clause (i) by such
person.

“(g) COST-OF-LIVING ADJUSTMENT.—
“(1) IN GENERAL.—Each dollar amount in subsections (b)(2)
and (c)(2)(A) shall be increased by an amount equal to—
“(A) such dollar amount, multiplied by
“(B) the cost-of-living adjustment determined under
section 1(f)(3) for the calendar year in which such taxable
year begins determined by substituting for ‘calendar year

1992’ in subparagraph (B) thereof—

“(i) except as provided in clause (ii), ‘calendar year
1997, and

“(i1) in the case of each dollar amount in subsection
(c)}(2)(A), ‘calendar year 2003’.

“(2) ROUNDING.—If any increase under paragraph (1) is
not a multiple of $50, such increase shall be rounded to the
nearest multiple of $50.

“(h) REPORTS.—The Secretary may require—

“(1) the trustee of a health savings account to make such
reports regarding such account to the Secretary and to the
account beneficiary with respect to contributions, distributions,
the return of excess contributions, and such other matters
as the Secretary determines appropriate, and

“(2) any person who provides an individual with a high
deductible health plan to make such reports to the Secretary
and to the account beneficiary with respect to such plan as
the Secretary determines appropriate.

The reports required by this suEsection shall be filed at such time

and in such manner and furnished to such individuals at such

time and in such manner as may be required by the Secretary.”.

(b) DEDUCTION ALLOWED WHETHER OR NOT INDIVIDUAL

ITEMIZES OTHER DEDUCTIONS.—Subsection (a) of section 62 of such

26 USC 62. Code is amended by inserting after paragraph (18) the following
new paragraph:

“(19) HEALTH SAVINGS ACCOUNTS.—The deduction allowed

by section 223.”.
(¢) ROLLOVERS FROM ARCHER MSAS PERMITTED.—Subpara-
26 USC 220. graph (A) of section 220(f)(5) of such Code (relating to rollover

contribution) is amended by inserting “or a health savings account
(as defined in section 223(d))” after “paid into an Archer MSA”.

(d) EXCLUSIONS FOR EMPLOYER CONTRIBUTIONS TO HEALTH
SAVINGS ACCOUNTS.—
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(1) EXCLUSION FROM INCOME TAX.—Section 106 of such
Code (relating to contributions by employer to accident and 26 USC 106.
health plans) is amended by adding at the end the following
new subsection:

“(d) CONTRIBUTIONS TO HEALTH SAVINGS ACCOUNTS.—

“(1) IN GENERAL.—In the case of an employee who is an
eligible individual (as defined in section 223(c)1)), amounts
contributed by such employee’s employer to any health savings
account (as defined in section 223(d)) of such employee shall
be treated as employer-provided coverage for medical expenses
under an accident or health plan to the extent such amounts
do not exceed the limitation under section 223(b) (determined
without regard to this subsection) which is applicable to such
employee for such taxable year.

“(2) SPECIAL RULES.—Rules similar to the rules of para-
graphs (2), (3), (4), and (5) of subsection (b) shall apply for
purposes of this subsection.

“(8) CROSS REFERENCE.—

“For penalty on failure by employer to make comparable con-
tributions to the health savings accounts of comparable employees,
see section 4980G.”.

(2) EXCLUSION FROM EMPLOYMENT TAXES.—

(A) RAILROAD RETIREMENT TAX.—Subsection (e} of sec-

tion 3231 of such Code is amended by adding at the end 26 USC 3231.

the following new paragraph:

“(11) HEALTH SAVINGS ACCOUNT CONTRIBUTIONS.—The term
‘compensation’ shall not include any payment made to or for
the benefit of an employee if at the time of such payment
it is reasonable to believe that the employee will be able to
exclude such payment from income under section 106(d).”.

(B) UNEMPLOYMENT TAX.—Subsection (b) of section

3306 of such Code is amended by striking “or” at the 26 USC 3306.

end of paragraph (16), by striking the period at the end

of paragraph (17) and inserting “; or”, and by inserting

after paragraph (17) the following new paragraph:

“(18) any payment made to or for the benefit of an employee
if at the time of such payment it is reasonable to believe
that the employee will be able to exclude such payment from
income under section 106(d).”.

(C) WITHHOLDING TAX.—Subsection (a) of section 3401

of such Code is amended by striking “or” at the end of 26 USC 3401.

paragraph (20), by striking the period at the end of para-

graph (21) and inserting “ or”, and by inserting after

paragraph (21) the following new paragraph:

“(22) any payment made to or for the benefit of an employee
if at the time of such payment it is reasonable to believe
that the employee will be able to exclude such payment from
income under section 106(d).”.

(3) EMPLOYER CONTRIBUTIONS REQUIRED TO BE SHOWN ON
W-2.—Subsection (a) of section 6051 of such Code is amended 26 USC 6051.
by striking “and” at the end of paragraph (10), by striking
the period at the end of paragraph (11) and inserting , and”,
and llzy inserting after paragraph (11) the following new para-
graph:
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“(12) the amount contributed to any health savings account
(as defined in section 223(d)) of such employee or such
employee’s spouse.”.
(4) PENALTY FOR FAILURE OF EMPLOYER TO MAKE COM-
PARABLE HEALTH SAVINGS ACCOUNT CONTRIBUTIONS.—
(A) IN GENERAL.—Chapter 43 of such Code is amended
by adding after section 4980F the following new section:

26 USC 4980G. “SEC. 4980G. FAILURE OF EMPLOYER TO MAKE COMPARABLE HEALTH
SAVINGS ACCOUNT CONTRIBUTIONS.

“(a) GENERAL RULE.—In the case of an employer who makes
a contribution to the health savings account of any employee during
a calendar year, there is hereby imposed a tax on the failure
of such employer to meet the requirements of subsection (b) for
such calendar year.

“(b) RULES AND REQUIREMENTS.—Rules and requirements
similar to the rules and requirements of section 4980E shall apply
for purposes of this section.

“(c) REGULATIONS.—The Secretary shall issue regulations to
carry out the purposes of this section, including regulations pro-
viding special rules for employers who make contributions to Archer
MSAs and health savings accounts during the calendar year.”.

(B) CLERICAL AMENDMENT.—The table of sections for
chapter 43 of such Code is amended by adding after the
item relating to section 4980F the following new item:

“Sec. 4980G. Failure of employer to make comparable health savings account con-
tributions.”.

26 USC 4973. (e) Tax oN ExCESs CONTRIBUTIONS.—Section 4973 of such Code
(relating to tax on excess contributions to certain tax-favored
accounts and annuities) is amended—

(1) by striking “or” at the end of subsection (a)(8), by
inserting “or” at the end of subsection (a)(4), and by inserting
after subsection (a)(4) the following new paragraph:

“(5) a health savings account (within the meaning of section
223(d)),”, and

(2) by adding at the end the following new subsection:
“(g) EXCEss CONTRIBUTIONS TO HEALTH SAVINGS ACCOUNTS.—

For purposes of this section, in the case of health savings accounts
(within the meaning of section 223(d)), the term ‘excess contribu-
tions’ means the sum of—

“(1) the aggregate amount contributed for the taxable year
to the accounts (other than a rollover contribution described
in section 220(f)(5) or 223(f)(5)) which is neither excludable
from gross income under section 106(d) nor allowable as a
deduction under section 223 for such year, and

“(2) the amount determined under this subsection for the
preceding taxable year, reduced by the sum of—

“(A) the distributions out of the accounts which were
included in gross income under section 223(f)(2), and
“(B) the excess (if any) of—

“(1) the maximum amount allowable as a deduction
under section 223(b) (determined without regard to
section 106(d)) for the taxable year, over

“(ii) the amount contributed to the accounts for
the taxable year.
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For purposes of this subsection, any contribution which is distrib-
uted out of the health savings account in a distribution to which
section 223(f)(3) applies shall be treated as an amount not contrib-
uted.”.

(f) TAX ON PROHIBITED TRANSACTIONS.—

(1) Section 4975 of such Code (relating to tax on prohibited 26 USC 4975.
transactions) is amended by adding at the end of subsection
(c) the following new paragraph:

“(6) SPECIAL RULE FOR HEALTH SAVINGS ACCOUNTS.—An
individual for whose benefit a health savings account (within
the meaning of section 223(d)) is established shall be exempt
from the tax imposed by this section with respect to any trans-
action concerning such account (which would otherwise be tax-
able under this section) if, with respect to such transaction,
the account ceases to be a health savings account by reason
of the application of section 223(e)(2) to such account.”.

(2) Paragraph (1) of section 4975(e) of such Code is
amended by redesignating subparagraphs (E) and (F) as sub-
paragraphs (F) and (G), respectively, and by inserting after
subparagraph (D) the following new subparagraph:

“(E) a health savings account described in section
223(d),”.

(g) FAILURE To PROVIDE REPORTS ON HEALTH SAVINGS
AccoUNTS.—Paragraph (2) of section 6693(a) of such Code (relating 26 USC 6693.
to reports) is amended by redesignating subparagraphs (C) and
(D) as subparagraphs (D) and (E), respectively, and by inserting
after subparagraph (B) the following new subparagraph:

“C) section 223(h) (relating to health savings
accounts),”.

(h) EXCEPTION FROM CAPITALIZATION OF POLICY ACQUISITION
EXPENSES.—Subparagraph (B) of section 848(e)(1) of such Code 26 USC848.
(defining specified insurance contract) is amended by striking “and”
at the end of clause (iii), by striking the period at the end of
clause (iv) and inserting “, and”, and by adding at the end the
following new clause:

“(v) any contract which is a health savings account

(as defined in section 223(d)).”.

(1) HEALTH SAVINGS ACCOUNTS MAY BE OFFERED UNDER CAFE-
TERIA PLANS.—Paragraph (2) of section 125(d) (relating to cafeteria 26 USC 125.
plan defined) is amended by adding at the end the following new
subparagraph:

‘D) EXCEPTION FOR HEALTH SAVINGS ACCOUNTS.—
Subparagraph (A) shall not apply to a plan to the extent
of amounts which a covered employee may elect to have
the employer pay as contributions to a health savings
account established on behalf of the employee.”.

(j) CLERICAL AMENDMENT.—The table of sections for part VII
of subchapter B of chapter 1 of such Code is amended by striking
the last item and inserting the following:

“Sec. 223. Health savings accounts.
“Sec. 224. Cross reference.”.

(k) EFFECTIVE DATE.—The amendments made by this section 26 USC 62 note
shall apply to taxable years beginning after December 31, 2003.
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SEC. 1202. EXCLUSION FROM GROSS INCOME OF CERTAIN FEDERAL
SUBSIDIES FOR PRESCRIPTION DRUG PLANS.

(a) IN GENERAL.—Part III of subchapter B of chapter 1 of
the Internal Revenue Code of 1986 is amended by inserting after
section 139 the following new section:

26 USC 139A. “SEC. 139A. FEDERAL SUBSIDIES FOR PRESCRIPTION DRUG PLANS.

“Gross income shall not include any special subsidy payment
received under section 1860D—22 of the Social Security Act. This
section shall not be taken into account for purposes of determining
whether any deduction is allowable with respect to any cost taken
into account in determining such payment.”.

(b) ALTERNATIVE MINIMUM TAX RELIEF.—Section 56(g)(4)B) of

26 USC 56. such Code is amended by inserting “or 139A” after “section 114”.

(c) CONFORMING AMENDMENT.—The table of sections for part
III of subchapter B of chapter 1 of such Code is amended by
@?serting after the item relating to section 139 the following new
item:

“Sec. 139A. Federal subsidies for prescription drug plans.”.

26 USC 56 note. (d) EFFECTIVE DATE.—The amendments made by this section
slfr}a}l]ll aRply to taxable years ending after the date of the enactment
of this Act.

SEC. 1203. EXCEPTION TO INFORMATION REPORTING REQUIREMENTS
RELATED TO CERTAIN HEALTH ARRANGEMENTS.

(a) IN GENERAL.—Section 6041 of the Internal Revenue Code
26 USC 6041. of 1986 (relating to information at source) is amended by adding
at the end the following new subsection:
“(f) SEcTION DOES NOT APPLY TO CERTAIN HEALTH ARRANGE-
MENTS.—This section shall not apply to any payment for medical
care (as defined in section 213(d)) made under—
“(1) a flexible spending arrangement (as defined in section
106(c)(2)), or
“(2) a health reimbursement arrangement which is treated
as employer-provided coverage under an accident or health
plan for purposes of section 106.”.
26 USC 6041 (b) EFFECTIVE DATE.—The amendment made by this section
note. shall apply to payments made after December 31, 2002.

Approved December 8, 2003.
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Public Law 108-176

108th Congress
An Act
Dec. 12, 2003 To amend title 49, United States Code, to reauthorize programs for the Federal
[H.R. 2115] Aviation Administration, and for other purposes.
Be it enacted by the Senate and House of Representatives of

Xisi«tm 10(}— the United States of America in Congress assembled,

Aviation” SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

Reauthorization

ot (a) SHORT TITLE.—This Act may be cited as the “Vision 100—
49 USC 40101 Century of Aviation Reauthorization Act”.

note. (b) TABLE OF CONTENTS.—The table of contents for this Act
is as follows:

TITLE IX—EXTENSION OF AIRPORT AND AIRWAY TRUST FUND
EXPENDITURE AUTHORITY

Sec. 901. Extension of expenditure authority.
Sec. 902. Technical correction to flight segment.

TITLE IX—EXTENSION OF AIRPORT AND
AIRWAY TRUST FUND EXPENDITURE
AUTHORITY

SEC. 901. EXTENSION OF EXPENDITURE AUTHORITY.

(a) IN GENERAL.—Paragraph (1) of section 9502(d) of the
Internal Revenue Code of 1986 (relating to expenditures from Air- 26 USC 9502.
port and Airway Trust Fund) is amended—
(1) by striking “October 1, 2003” and inserting “October
1, 20077, and
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26 USC 4261.

26 USC 4261
note.

2003-3 C.B.

(2) by inserting before the semicolon at the end of subpar
graph (A) the following: “or the Vision 100—Century of Aviati
Reauthorization Act”.

(b) CONFORMING AMENDMENT.—Paragraph (2) of section 9502
of the Internal Revenue Code of 1986 is amended by striki
“October 1, 2003” and inserting “October 1, 2007”.

SEC. 902. TECHNICAL CORRECTION TO FLIGHT SEGMENT.

(a) SPECIAL RULE.—Section 4261(e}4) of the Internal Reven:
Code of 1986 is amended by adding at the end the following ne
subparagraph:

“(D) SPECIAL RULE FOR AMOUNTS PAID FOR DOMEST
SEGMENTS BEGINNING AFTER 2002.—If an amount is pa
during a calendar year for a domestic segment beginni
in a later calendar year, then the rate of tax under su
section (b) on such amount shall be the rate in effe
for the calendar year in which such amount is paid

(b) EFFECTIVE DATE.—The amendment made by subsection (
shall take effect as if included in the provisions of the Taxpay
Relief Act of 1997 to which they relate.

Approved December 12, 2003.
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108TH CONGRESS REPORT
1st Session HOUSE OF REPRESENTATIVES { 108-391

MEDICARE PRESCRIPTION DRUG, IMPROVEMENT, AND
MODERNIZATION ACT OF 2003

NOVEMBER 21, (legislative day, NOVEMBER 20), 2003.—Ordered to be printed

Mr. THOMAS, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 1]

The committee of conference on the disagreeing votes of the
two Houses on the amendments of the Senate to the bill (H.R. 1),
to amend title XVIII of the Social Security Act to provide for a vol-
untary program for prescription drug coverage under the Medicare
Program, to modernize the Medicare Program, to amend the Inter-
nal Revenue Code of 1986 to allow a deduction to individuals for
amounts contributed to health savings security accounts and health
savings accounts, to provide for the disposition of unused health
benefits in cafeteria plans and flexible spending arrangements, and
for other purposes, having met, after full and free conference, have
agreed to recommend and do recommend to their respective Houses
as follows:

That the House recede from its disagreement to the amend-
ment of the Senate to the text of the bill and agree to the same
with an amendment as follows:

In lien of the matter proposed to be inserted by the Senate
amendment, insert the following.

SECTION 1. SHORT TITLE; AMENDMENTS TO SOCIAL SECURITY ACT;
gg]va‘ISZENCES TO BIPA AND SECRETARY; TABLE OF CON-

(a) SHORT TITLE.—This Act may be cited as the “Medicare Pre-
scription Drug, Improvement, and Modernization Act of 2003”.

(b) AMENDMENTS TO SOCIAL SECURITY ACT.—Except as other-
wise specifically provided, whenever in division A of this Act an
amendment is expressed in terms of an amendment to or repeal of
a section or other provision, the reference shall be considered to be
made to that section or other prouvision of the Social Security Act.

(c) BIPA; SECRETARY.—In this Act:

90-299
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(1) BIPA.—The term “BIPA” means the Medicare, Med-
icaid, and SCHIP Benefits Improvement and Protection Act of
2000, as enacted into law by section 1(a)(6) of Public Law 106—

554.
(2) SECRETARY.—The term “Secretary” means the Secretary

of Health and Human Services.
(d) TABLE OF CONTENTS.—The table of contents of this Act is

as follows:
Sec. 1. ‘Short title; amendments to Social Security Act; references to BIPA and Sec-

retary; table of contents.
TITLE I -MEDICARE PRESCRIPTION DRUG BENEFIT
Sec. 101. Medicare prescription drug benefit.

*k * ES * *

Sec. 105. Additional provisions relating to medicare prescription drug discount card
and transitional assistance program.

(6) DISCLOSURE.—Section 6103(1)(7)(D)(ii) of the Internal
Revenue Code of 1986 is amended by inserting ‘or‘ subsidies
provided under section 1860D—14 of such Act” after “Social Se-

curity Act”.

'RE-
. . DITIONAL PROVISIONS RELATING TO MEDICARE P.
SEC. 105 A?CRH’TION DRUG DISCOUNT CARD AND TRANSITIONAL

ASSISTANCE PROGRAM.

2003-3 C.B.



(e) DISCLOSURE OF RETURN INFORMATION FOR PURPOSES OF
PROVIDING TRANSITIONAL ASSISTANCE UNDER MEDICARE DISCOUNT
CARD PROGRAM.—

(1) IN GENERAL.—Subsection (1) of section 6103 of the Inter-
nal Revenue Code of 1986 (relating to disclosure of returns and
return information for purposes other than tax administration)
is amended by adding at the end the following new paragraph:

“(19) DISCLOSURE OF RETURN INFORMATION FOR.PURPOSES
OF PROVIDING TRANSITIONAL ASSISTANCE UNDER MEDICARE DIS-
COUNT CARD PROGRAM.—

“tA) IN GENERAL.—The Secretary, upon written request
from the Secretary of Health and Human Services pursuant
to carrying out section 1860D-31 of the Social Security Act,
shall disclose to officers, employees, and contractors of the
Department of Health and Human Services with respect to
a taxpayer for the applicable year—

“G)(I) whether the adjusted gross income, as modi-
fied in accordance with specifications of the Secretary
of Health and Human Services for purposes of carrying
out such section, of such taxpayer and, if applicable,
such taxpayer’s spouse, for the applicable year, exceeds
the amounts specified by the Secretary of Health and
Human Services in order to apply the 100 and 135 per-
cent of the poverty lines under such section, (II) wheth-
er the return was a joint return, and (III) the applica-
ble year, or

“Gi) if applicable, the fact that there is no return
filed for such taxpayer for the applicable year.

“(B) DEFINITION OF APPLICABLE YEAR.—For the pur-
poses of this subsection, the term ‘applicable year’ means
the most recent taxable year for which information is avail-
able in the Internal Revenue Seruvice’s taxpayer daia infor-
mation systems, or, if there is no return filed for such tax-
payer for such year, the prior taxable year.

“(C) RESTRICTION ON USE OF DISCLOSED INFORMA-
TION.—Return information disclosed under this paragraph
may be used only for the purposes of determining eligibility
for and administering transitional assistance under section
1860D-31 of the Soctal Security Act.”

(2) CONFIDENTIALITY.—Paragraph (3) of section 6103(a) of
suc(h Code is amended by striking “or (16)” and inserting “(16),
or (19)”.

(3) PROCEDURES AND RECORDKEEPING RELATED TO DISCLO-
SURES.—Subsection (p)(4) of section 6103 of such Code is
amended by striking “(1)(16) or (17)” each place it appears and
inserting “(L)(16), (17),.0r (19)”.

(4) UNAUTHORIZED DISCLOSURE OR INSPECTION.—Para-
graph (2) of section 7213(a) of such Code is amended by strik-
ing “or (16)” and inserting “(16), or (19)”.
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TITLE XII—TAX INCENTIVES FOR HEALTH AND
RETIREMENT SECURITY

SEC. 1201. HEALTH SAVINGS ACCOUNTS.

(a) IN GENERAL.—Part VII of subchapter B of chapter 1 of the
Internal Revenue Code of 1986 (relating to additional itemized de-
ductions for individuals) is amended by redesignating section 223
as section 224 and by inserting after section 222 the following new
section:

“SEC. 223. HEALTH SAVINGS ACCOUNTS.

“(a) DEDUCTION ALLOWED.—In the case of an individual who is
an eligible individual for any month during the taxable year, there
shall be allowed as a deduction for the taxable year an amount
equal to the aggregate amount paid in cash during such taxable
year by or on behalf of such individual to a health savings account
of such individual.

“(b) LIMITATIONS.—

“(1) IN GENERAL.—The amount allowable as a deduction
under subsection (a) to an individual for the taxable year shall
not exceed the sum of the monthly limitations for months dur-
ingr sz;ch taxable year that the individual is an eligible indi-
vidual.

“(2) MONTHLY LIMITATION.—The monthly limitation for any
month is Y12 of—

“lA) in the case of an eligible individual who has self-
only coverage under a high deductible health plan as of the
first day of such month, the lesser of—

“(i) the annual deductible under such coverage, or
“(ii) $2,250, or

“(B) in the case of an eligible individual who has fam-
ily coverage under a high deductible health plan as of the
first day of such month, the lesser of—

“(i) the annual deductible under such coverage, or
“(it) $4,500.

“(3) ADDITIONAL CONTRIBUTIONS FOR INDIVIDUALS 55 OR
OLDER.—

“(A) IN GENERAL.—In the case of an individual who
has attained age 55 before the close of the taxable year, the
applicable limitation under subparagraphs (A) and (B) of
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pqragraph (2) shall be increased by the additional con-

tribution amount.

“(B) ADDITIONAL CONTRIBUTION AMOUNT.—For pur-
poses of this section, the additional contribution amount is
ihle)lamount determined in accordance with the following

able:

“For taxable years The additional
beginning in: contribution amount is:
$500
$600
8700
$800
$900
$1,000.

“(4) COORDINATION WITH OTHER CONTRIBUTIONS.—The lim-
itation which would (but for this paragraph) apply under this
subsection to an individual for any taxable year shall be re-
duced (but not below zero) by the sum of—

“lA) the aggregate amount paid for such taxable year
to Archer MSAs of such individual, and

“(B) the aggregate amount contributed to health sav-
ings accounts of such individual which is excludable from
the taxpayer’s gross income for such taxable year under sec-
tion 106(d) (and such amount shall not be allowed as a de-
duction under subsection (a)).

Subparagraph (A) shall not apply with respect to any indi-
vidual to whom paragraph (5) applies.

“(5) SPECIAL RULE FOR MARRIED INDIVIDUALS.—In the case
of individuals who are married to each other, if either spouse
has family coverage—

“(A) both spouses shall be treated as having only such
family coverage (and if such spouses each have family cov-
erage under different plans, as having the family coverage
with the lowest annual deductible), and

“(B) the limitation under paragraph (1) (after the ap-
plication of subparagraph (A) and without regard to any
additional contribution amount under paragraph (3))—

“(i) shall be reduced by the aggregate amount paid
to Archer MSAs of such spouses for the taxable year,
and

“(ii) after such reduction, shall be divided equally
between them unless they agree on a different division.

“(6) DENIAL OF DEDUCTION TO DEPENDENTS.—No deduction
shall be allowed under this section to any individual with re-
spect to whom a deduction under section 151 is allowable to an-
other taxpayer for a taxable year beginning in the calendar year
in which such individual’s taxable year begins.

“(7) MEDICARE ELIGIBLE INDIVIDUALS.—The limitation
under this subsection for any month with respect to an indi-
vidual shall be zero for the first month such individual is enti-
tled to benefits under title XVIII of the Social Security Act and
for each month thereafter.

“c) DEFINITIONS AND SPECIAL RULES.—For purposes of this
section—

“(1) ELIGIBLE INDIVIDUAL.—
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“(A) IN GENERAL.—The term ‘eligible individual’
means, with respect to any month, any individual if—

“ti) such individual is covered under a high de-
ductible health plan as of the 1st day of such month,
and

“(it) such individual is not, while covered under a
high deductible health plan, covered under any health

plan—

“() which is not a high deductible health
plan, and

“(II) which provides coverage for any benefit
which is covered under the high deductible health
plan.

“(B) CERTAIN COVERAGE DISREGARDED.—Subparagraph
(A)(ii) shall be applied without regard to—

“(i) coverage for any benefit provided by permitted
insurance, and

“(ii) coverage (whether through insurance or other-
wise) for accidents, disability, dental care, vision care,
or long-term care.

“(2) HIGH DEDUCTIBLE HEALTH PLAN.—

“(A) IN GENERAL.—The term ‘high deductible health
plan’ means a health plan—

“(i) which has an annual deductible which is not
less than—

“(I) $1,000 for self-only coverage, and
“(I) twice the dollar amount in subclause (I)
for family coverage, and

“(ii) the sum of the annual deductible and the
other annual out-of-pocket expenses required to be paid
under the plan (other than for premiums) for covered
benefits does not exceed—

“(I) $5,000 for self-only coverage, and
“(I1) twice the dollar amount in subclause (I)
for family coverage.

“(B) EXCLUSION OF CERTAIN PLANS.—Such term does
not include a health plan if substantially all of its coverage
is coverage described in paragraph (1)(B).

“(C) SAFE HARBOR FOR ABSENCE OF PREVENTIVE CARE
DEDUCTIBLE.—-A plan shall not fail to be treated as a high
deductible health plan by reason of failing to have a de-
ductible for preventive care (within the meaning of section
1871 of the Social Security Act, except as otherwise pro-
vided by the Secretary).

“(D) SPECIAL RULES FOR NETWORK PLANS.—In the case
of a plan using a network of providers—

“(i) ANNUAL OUT-OF-POCKET LIMITATION.—Such
plan shall not fail to be treated as a high deductible
health plan by reason of having an out-of-pocket limi-
tation for services provided outside of such network
which exceeds the applicable limitation under subpara-
graph (A)(ii).

“(ii) ANNUAL DEDUCTIBLE.—Such plan’s annual
deductible for services provided outside of such network
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shall not be taken into account for purposes of sub-

section (b)(2).

‘J‘(3) PERMITTED INSURANCE.—The term ‘permitted insur-
ance’ means—

“(A) insurance if substantially all of the coverage pro-
vided under such insurance relates to—

“(i) liabilities incurred under workers’ compensa-
tion laws,

“Git) tort liabilities,

“(iii) liabilities relating to ownership or use of
property, or

“(iv) such other similar liabilities as the Secretary
may specify by regulations,

“(B) insurance for a specified disease or illness, and

“(C) insurance paying a fixed amount per day (or other
period) of hospitalization.

“(4) FAMILY COVERAGE.—The term ‘family coverage’ means
any coverage other than self-only coverage.

“(5) ARCHER MSA.—The term ‘Archer MSA’ has the mean-
ing given such term in section 220(d).
“(d) HEALTH SAVINGS ACCOUNT.—For purposes of this section—

“(1) IN GENERAL.—The term ‘health savings account’ means
a trust created or organized in the United States as a health
savings account exclusively for the purpose of paying the quali-
fied medical expenses of the account beneficiary, but only if the
written governing instrument creating the trust meets the fol-
lowing requirements:

“(A) Except in the case of a rollover contribution de-
scribed in subsection (f)(5) or section 220(f)(5), no contribu-
tion will be accepted—

“(i) unless it is in cash, or
“(ii) to the extent such contribution, when added to
previous contributions to the trust for the calendar
year, exceeds the sum of—
“I the dollar amount in effect under sub-
section (b)(2)(B)(ii), and
“II} the dollar amount in effect under sub-
section (b)(3)(B).

“(B) The trustee is a bank (as defined in section
408(n)), an insurance company (as defined in section 816),
or another person who demonstrates to the satisfaction of
the Secretary that the manner in which such person will
administer the trust will be consistent with the require-
ments of this section.

“(C) No part of the trust assets will be invested in life
insurance contracts.

“D) The assets of the trust will not be commingled
with other property except in a common trust fund or com-
mon investment fund.

“(E) The interest of an individual in the balance in his
account is nonforfeitable.

“(2) QUALIFIED MEDICAL EXPENSES.—

“A) IN GENERAL.—The term ‘qualified medical ex-
penses’ means, with respect to an account beneficiary,
amounts paid by such beneficiary for medical care (as de-
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fined in section 213(d) for such individual, the spouse of

such individual, and any dependent (as defined in section

152) of such individual, but only to the extent such

amounts are not compensated for by insurance or other-

wise.

“(B) HEALTH INSURANCE MAY NOT BE PURCHASED FROM
ACCOUNT.—Subparagraph (A) shall not apply to any pay-
ment for insurance.

“tC) EXCEPTIONS.—Subparagraph (B) shall not apply
to any expense for coverage under—

“(i) a health plan during any period of continu-
ation coverage required under any Federal law,

“it) a qualified long-term care insurance contract
(as defined in section 7702B(b)),

“(tit) a health plan during a period in which the
individual is receiving unemployment compensation
under any Federal or State law, or

“liv) in the case of an account beneficiary who has
attained the age specified in section 1811 of the Social
Security Act, any health insurance other than a medi-
care supplemental policy (as defined in section 1882 of
the Social Security Act).

“(3) ACCOUNT BENEFICIARY.—The term ‘account beneficiary’
means the individual on whose behalf the health savings ac-
count was established.

“(4) CERTAIN RULES TO APPLY.—Rules similar to the fol-
lowing rules shall apply for purposes of this section:

“)(A) Section 219(d)(2) (relating to no deduction for roll-
overs).

“B) Section 219(f)(3) (relating to time when contribu-
tions deemed made).

“(C) Except as provided in section 106(d), section
219(A)(5) (relating to employer payments).

; ‘)‘(D) Section 408(g) (relating to community property

aws).

“(E) Section 408(h) (relating to custodial accounts).

“(e) TAX TREATMENT OF ACCOUNTS.—

“(1) IN GENERAL.—A health savings account is exempt from
taxation under this subtitle unless such account has ceased to
be a health savings account. Notwithstanding the preceding
sentence, any such account is subject to the taxes imposed by
section 511 (relating to imposition of tax on unrelated business
income of charitable, etc. organizations).

“(2) ACCOUNT TERMINATIONS.—Rules similar to the rules of
paragraphs (2) and (4) of section 408(e) shall apply to health
savings accounts, and any amount treated as distributed under
such rules shall be treated as not used to pay qualified medical
expenses.

“() TAx TREATMENT OF DISTRIBUTIONS.—

“(1) AMOUNTS USED FOR QUALIFIED MEDICAL EXPENSES.—
Any amount paid or distributed out of a health savings account
which is used exclusively to pay qualified medical expenses of
any account beneficiary shall not be includible in gross income.

“(2) INCLUSION OF AMOUNTS NOT USED FOR QUALIFIED MED-
ICAL EXPENSES.—Any amount paid or distributed out of a
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health savings account which is not used exclusively to pay the
qualified medical expenses of the account beneficiary shall be
included in the gross income of such beneficiary.

“(3) EXCESS CONTRIBUTIONS RETURNED BEFORE DUE DATE
OF RETURN.—

“(A) IN GENERAL.—If any excess contribution is contrib-
uted for a taxable year to any health savings account of an
individual, paragraph (2) shall not apply to distributions
from the health savings accounts of such individual (to the
extent such distributions do not exceed the aggregate excess
contributions to all such accounts of such individual for
such year) if—

“(i) such distribution is received by the individual
on or before the last day prescribed by law (including
extensions of time) for filing such individual’s return
for such taxable year, and

“(ii) such distribution is accompanied by the
amount of net income attributable to such excess con-
tribution.

Any net income described in clause (ii) shall be included in

the gross income of the individual for the taxable year in

which it is received.

“(B) EXCESS CONTRIBUTION.—For purposes of subpara-
graph (A), the term ‘excess contribution’ means any con-
tribution (other than a rollover contribution described in
paragraph (5) or section 220(f)(5)) which is neither exclud-
able from gross income under section 106(d) nor deductible
under this section.

“(4) ADDITIONAL TAX ON DISTRIBUTIONS NOT USED FOR
QUALIFIED MEDICAL EXPENSES.—

“(A) IN GENERAL.—The tax imposed by this chapter on
the account beneficiary for any taxable year in which there
is a payment or distribution from a health savings account
of such beneficiary which is includible in gross income
under paragraph (2) shall be increased by 10 percent of the
amount which is so includible.

“(B) EXCEPTION FOR DISABILITY OR DEATH.—Subpara-
graph (A) shall not apply if the payment or distribution is
made after the account beneficiary becomes disabled within
the meaning of section 72(m)(7) or dies.

“(C) EXCEPTION FOR DISTRIBUTIONS AFTER MEDICARE
ELIGIBILITY.—Subparagraph (A) shall not apply to any pay-
ment or distribution after the date on which the account
beneficiary attains the age specified in section 1811 of the
Social Security Act.

“(5) ROLLOVER CONTRIBUTION.—An amount is described in
this paragraph as a rollover contribution if it meets the require-
ments of subparagraphs (A) and (B).

“(A) IN GENERAL.—Paragraph (2) shall not apply to
any amount paid or distributed from a health savings ac-
count to the account beneficiary to the extent the amount re-
ceived is paid into a health savings account for the benefit
of such beneficiary not later than the 60th day after the day
on which the beneficiary receives the payment or distribu-
tion.
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“(B) LIMITATION.—This paragraph shall not apply to
any amount described in subparagraph (A) received by an
individual from a health savings account if, at any time
during the 1-year period ending on the day of such receipt,
such individual received any other amount described in
subparagraph (A) from a health savings account which was
not includible in the individual’s gross income because of
the application of this paragraph.

“(6) COORDINATION WITH MEDICAL EXPENSE DEDUCTION.—
For purposes of determining the amount of the deduction under
section 213, any payment or distribution out of a health savings
account for qualified medical expenses shall not be treated as
an expense paid for medical care.

“(7) TRANSFER OF ACCOUNT INCIDENT TO DIVORCE.—The
transfer of an individual’s interest in a health savings account
to an individual’s spouse or former spouse under a divorce or
separation instrument described in subparagraph (A) of section
71(6)(2) shall not be considered a taxable transfer made by such
individual notwithstanding any other provision of this subtitle,
and such interest shall, after such transfer, be treated as a
health savings account with respect to which such spouse is the
account beneficiary.

“(8) TREATMENT AFTER DEATH OF ACCOUNT BENEFICIARY.—

“(A) TREATMENT IF DESIGNATED BENEFICIARY IS
SPOUSE.—If the account beneficiary’s surviving spouse ac-
quires such beneficiary’s interest in a health savings ac-
count by reason of being the designated beneficiary of such
account at the death of the account beneficiary, such health
savings account shall be treated as if the spouse were the
account beneficiary.

“(B) OTHER CASES.—

“(i) IN GENERAL.— If, by reason of the death of the
account beneficiary, any person acquires the account
beneficiary’s interest in a health savings account in a
case to which subparagraph (A) does not apply—

“(I such account shall cease to be a health
savings account as of the date of death, and

“(II) an amount equal to the fair market value
of the assets in such account on such date shall be
includible if such person is not the estate of such
beneficiary, in such person’s gross income for the
taxable year which includes such date, or if such
person is the estate of such beneficiary, in such
beneficiary’s gross income for the last taxable year
of such beneficiary.

“(it) SPECIAL RULES.—

“(I) REDUCTION OF INCLUSION FOR PREDEATH

EXPENSES.—The amount includible in gross in-

come under clause (i) by any person (other than

the estate) shall be reduced by the amount of quali-

fied medical expenses which were incurred by the

decedent before the date of the decedent’s death

znd paid by such person within 1 year after such
ate.
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“(II) DEDUCTION FOR ESTATE TAXES.— An ap-
propriate deduction shall be allowed under section
691(c) to any person (other than the decedent or
the decedent’s spouse) with respect to amounts in-
cluded in gross income under clause (i) by such
person.

“(g) CoST-OF-LIVING ADJUSTMENT.—

“(1) IN GENERAL.—Each dollar amount in subsections (b)(2)
and (c)(2)(A) shall be increased by an amount equal to—

“(A) such dollar amount, multiplied by

“B) the cost-of-living adjustment determined under
section 1(f)(3) for the calendar year in which such taxable
year begins determined by substituting for ‘calendar year

1992’ in subparagraph (B) thereof—

“(i) except as provided in clause (ii), ‘calendar year
1997, and

“@ii) in the case of each dollar amount in sub-
section (c)(2)(A), ‘calendar year 2003’

“(2) RoUNDING.—If any increase under paragraph (1) is not
a multiple of $50, such increase shall be rounded to the nearest
maudltiple of $50.

“(h) REPORTS.—The Secretary may require—

“(1) the trustee of a health savings account to make such
reports regarding such account to the Secretary and to the ac-
count beneficiary with respect to contributions, distributions,
the return of excess contributions, and such other matters as the
Secretary determines appropriate, and

“(2) any person who provides an individual with a high de-
ductible health plan to make such reports to the Secretary and
to the account beneficiary with respect to such plan as the Sec-
retary determines appropriate.

The reports required by this subsection shall be filed at such time
and in such manner and furnished to such individuals at such time
and in such manner as may be required by the Secretary.”.

(b) DEDUCTION ALLOWED WHETHER OR NOT INDIVIDUAL
ITEMIZES OTHER DEDUCTIONS.—Subsection (a) of section 62 of such
Code is amended by inserting after paragraph (18) the following
new paragraph:

“(19) HEALTH SAVINGS ACCOUNTS.—The deduction allowed
by section 223.”.

(¢) RoLLOVERS FroM ARCHER MSAS PERMITTED.—Subpara-
graph (A) of section 220(f)(5) of such Code (relating to rollover con-
tribution) is amended by inserting “or a health savings account (as
defined in section 223(d))” after “paid into an Archer MSA”.

(d) EXCLUSIONS FOR EMPLOYER CONTRIBUTIONS TO HEALTH
SAVINGS ACCOUNTS.—

(1) EXCLUSION FROM INCOME TAX.—Section 106 of such
Code (relating to contributions by employer to accident and
health plans) is amended by adding at the end the following
new subsection.:

“(d) CONTRIBUTIONS TO HEALTH SAVINGS ACCOUNTS.—

“(1) IN GENERAL.—In the case of an employee who is an eli-
gible individual (as defined in section 223(c)(1)), amounts con-
tributed by such employee’s employer to any health savings ac-
count (as defined in section 223(d)) of such employee shall be
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treated as employer-provided coverage for medical expenses
under an accident or health plan to the extent such amounts do
not exceed the limitation under section 223(b) (determined with-
out regard to this subsection) which is applicable to such em-
ployee for such taxable year.

“(2) SPECIAL RULES.—Rules similar to the rules of para-
graphs (2), (3), (4), and (5) of subsection (b) shall apply for pur-
poses of this subsection.

“(3) CROSS REFERENCE.—

“For penalty on failure by employer to make comparable contribu-
tions to the health savings accounts of comparable employees, see
section 4980G.”.

(2) EXCLUSION FROM EMPLOYMENT TAXES.—

(A) RAILROAD RETIREMENT TAX.—Subsection (e) of sec-
tion 3231 of such Code is amended by adding at the end
the following new paragraph:

“(11) HEALTH SAVINGS ACCOUNT CONTRIBUTIONS.—The
term ‘compensation’ shall not include any payment made to or
for the benefit of an employee if at the time of such payment it
is reasonable to believe that the employee will be able to exclude
such payment from income under section 106(d).”.

(B) UNEMPLOYMENT TAX.—Subsection (b) of section
3306 of such Code is amended by striking “or” at the end
of paragraph (16), by striking the period at the end of para-
graph (17) and inserting “; or”, and by inserting after para-
graph (17) the following new paragraph:

“(18) any payment made to or for the benefit of an employee
if at the time of such payment it is reasonable to believe that
the employee will be able to exclude such payment from income
under section 106(d).”.

(C) WITHHOLDING TAX.—Subsection (a) of section 3401
of such Code is amended by striking “or” at the end of
paragraph (20), by striking the period at the end of para-
graph (21) and inserting “; or”, and by inserting after para-
graph (21) the following new paragraph:

“(22) any payment made to or for the benefit of an employee
if at the time of such payment it is reasonable to believe that
the employee will be able to exclude such payment from income
under section 106(d).”.

(3) EMPLOYER CONTRIBUTIONS REQUIRED TO BE SHOWN ON
w—-2.—Subsection (a) of section 6051 of such Code is amended
by striking “and” at the end of paragraph (10), by striking the
period at the end of paragraph (11) and inserting “, and”, and
by inserting after paragraph (11) the following new paragraph:

“(12) the amount contributed to any health savings account
(a:s defined in section 223(d)) of such employee or such employ-
ee’s spouse.”.

(4) PENALTY FOR FAILURE OF EMPLOYER TO MAKE COM-
PARABLE HEALTH SAVINGS ACCOUNT CONTRIBUTIONS.—

(A) IN GENERAL.—Chapter 43 of such Code is amended
by adding after section 4980F the following new section:

“SEC. 4980G. FAILURE OF EMPLOYER TO MAKE COMPARABLE HEALTH

SAVINGS ACCOUNT CONTRIBUTIONS.
“(a) GENERAL RULE.—In the case of an employer who makes a

contribution to the health savings account of any employee during
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a calendar year, there is hereby imposed a tax on the failure of such
employer to meet the requirements of subsection (b) for such cal-
endar year.

“(b) RULES AND REQUIREMENTS.—Rules and requirements simi-
lar to the rules and requirements of section 4980E shall apply for
purposes of this section.

“(c) REGULATIONS.—The Secretary shall issue regulations to
carry out the purposes of this section, including regulations pro-
viding special rules for employers who make contributions to Archer
MSAs and health savings accounts during the calendar year.”.

(B) CLERICAL AMENDMENT.—The table of sections for
chapter 43 of such Code is amended by adding after the
item relating to section 4980F the following new item:

“Sec. 4980G. Failure of employer to make comparable health savings account con-
tributions.”.

(e) TAx ON EXCESS CONTRIBUTIONS.—Section 4973 of such Code
(relating to tax on excess contributions to certain tax-favored ac-
counts and annuities) is amended—

(1) by striking “or” at the end of subsection (a)(3), by insert-
ing “or” at the end of subsection (a)(4), and by inserting after
subsection (a)(4) the following new paragraph:

“(5) a health savings account (within the meaning of sec-
tion 223(d)),”, and

(2) by adding at the end the following new subsection:

“(g) Excess CONTRIBUTIONS TO HEALTH SAVINGS ACCOUNTS.—
For purposes of this section, in the case of health savings accounts
(within the meaning of section 223(d)), the term ‘excess contribu-
tions’ means the sum of—

“(1) the aggregate amount contributed for the taxable year
to the accounts (other than a rollover contribution described in
section 220()(5) or 223(f)(5)) which is neither excludable from
gross income under section 106(d) nor allowable as a deduction
under section 223 for such year, and

“(2) the amount determined under this subsection for the
preceding taxable year, reduced by the sum of—

“(A) the distributions out of the accounts which were
included in gross income under section 223()(2), and
“(B) the excess (if any) of—

“ti) the maximum amount allowable as a deduc-
tion under section 223(b) (determined without regard
to section 106(d)) for the taxable year, over

“(ii) the amount contributed to the accounts for the
taxable year.

For purposes of this subsection, any contribution which is distrib-
uted out of the health savings account in a distribution to which
section 223(f)(3) applies shall be treated as an amount not contrib-
uted.”.

(f) TaAx oN PROHIBITED TRANSACTIONS.—

(1) Section 4975 of such Code (relating to tax on prohibited
transactions) is amended by adding at the end of subsection (c)
the following new paragraph:

“(6) SPECIAL RULE FOR HEALTH SAVINGS ACCOUNTS.—An in-
dividual for whose benefit a health savings account (within the
meaning of section 223(d)) is established shall be exempt from
the tax imposed by this section with respect to any transaction
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concerning such account (which would otherwise be taxable

under this section) if, with respect to such transaction, the ac-

count ceases to be a health savings account by reason of the ap-
plication of section 223(e)(2) to such account.”.

(2) Paragraph (1) of section 4975(e) of such Code is amend-
ed by redesignating subparagraphs (E) and (F) as subpara-
graphs (F) and (G), respectively, and by inserting after subpara-
graph (D) the following new subparagraph:

“(E) a health savings account described in section
223(d),”.

(g) FAILURE To PROVIDE REPORTS ON HEALTH SAVINGS AcC-
COUNTS.—Paragraph (2) of section 6693(a) of such Code (relating to
reports) is amended by redesignating subparagraphs (C) and (D) as
subparagraphs (D) and (E), respectively, and by inserting after sub-
paragraph (B) the following new subparagraph:

“C) section 223(h) (relating to health savings ac-
counts),”.

(h) EXCEPTION FrOM CAPITALIZATION OF POLICY ACQUISITION
EXPENSES.—Subparagraph (B) of section 848(e)(1) of such Code (de-
fining specified insurance contract) is amended by striking “and” at
the end of clause (iii), by striking the period at the end of clause (iv)
alnd inserting “, and”, and by adding at the end the following new
clause:

“(v) any contract which is a health savings account

(as defined in section 223(d)).”.

(t) HEALTH SAVINGS ACCOUNTS MAY BE OFFERED UNDER CAFE-
TERIA PLANS.—Paragraph (2) of section 125(d) (relating to cafeteria
plan defined) is amended by adding at the end the following new
subparagraph.:

“(D) EXCEPTION FOR HEALTH SAVINGS ACCOUNTS.—
Subparagraph (A) shall not apply to a plan to the extent
of amounts which a covered employee may elect to have the
employer pay as contributions to a health savings account
established on behalf of the employee.”.

(j) CLERICAL AMENDMENT.—The table of sections for part VII of
subchapter B of chapter 1 of such Code is amended by striking the
last item and inserting the following:

“Sec. 223. Health savings accounts.
“Sec. 224. Cross reference.”.

(k) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 2003.

SEC. 1202. EXCLUSION FROM GROSS INCOME OF CERTAIN FEDERAL
SUBSIDIES FOR PRESCRIPTION DRUG PLANS.

(a) IN GENERAL.—Part III of subchapter B of chapter 1 of the
Internal Revenue Code of 1986 is amended by inserting after section
139 the following new section:

“SEC. 139A. FEDERAL SUBSIDIES FOR PRESCRIPTION DRUG PLANS.

“Gross income shall not include any special subsidy payment
received under section 1860D-22 of the Social Security Act. This
section shall not be taken into account for purposes of determining
whether any deduction is allowable with respect to any cost taken
into account in determining such payment.”.

(b) ALTERNATIVE MINIMUM TAX RELIEF.—Section 56(g)(4)(B) of
such Code is amended by inserting “or 139A” after “section 114”.
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(c) CONFORMING AMENDMENT.—The table of sections for part
III of subchapter B of chapter 1 of such Code is amended by insert-
ing after the item relating to section 139 the following new item:
“Sec. 139A. Federal subsidies for prescription drug plans.”.

(d) EFFECTIVE DATE.—The amendments made by this section

shall apply to taxable years ending after the date of the enactment
of this Act.

SEC. 1203. EXCEPTION TO INFORMATION REPORTING REQUIREMENTS
RELATED TO CERTAIN HEALTH ARRANGEMENTS.

(a) IN GENERAL.—Section 6041 of the Internal Revenue Code of
1986 (relating to information at source) is amended by adding at
the end the following new subsection.:

“tv SEcTION DOES NoT APPLY TO CERTAIN HEALTH ARRANGE-
MENTS.—This section shall not apply to any payment for medical
care (as defined in section 213(d)) made under—

“(1) a flexible spending arrangement (as defined in section

106(c)2)), or

“(2) a health reimbursement arrangement which is treated
as employer-provided coverage under an accident or health plan

for purposes of section 106.”.

(b) EFFECTIVE DATE.—The amendment made by this section shall
apply to payments made after December 31, 2002.

And the Senate agree to the same.

That the House recede from its disagreement to the amend-
ment of the Senate to the title of the bill and agree to the same
with an amendment as follows:

In lieu of the matter proposed to be inserted by the Senate
amendment to the title of the bill insert the following: “An Act to
amend title XVIII of the Social Security Act to provide for a vol-
untary prescription drug coverage program under the medicare pro-
gram, to modernize, strengthen, and improve the medicare pro-
gram, to amend the Internal Revenue Code of 1986 to allow a de-
duction to individuals for amounts contributed to health savings ac-
counts, to amend the Federal Food, Drug, and Cosmetic Act with
respect to abbreviated applications for the approval of new drugs
and the importation of prescription drugs, and for other purposes.”.

And the Senate agree to the same.

BiLLy TAUZIN,
WILLIAM THOMAS,
MICHAEL BILIRAKIS,
NanNcy L. JOHNSON,
Tom DELAY,
Managers on the Part of the House.

CHUCK GRASSLEY,
ORRIN HATCH,
DoN NICKLES,
BiLL FRIST,
JON KvL,
Max Baucus,
JOHN BREAUX,
Managers on the Part of the Senate.
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JOINT EXPLANATION STATEMENT OF THE COMMITTEE OF
CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the
amendment of the Senate to the bill (H.R. 1) to amend title XVIII
of the Social Security Act to provide for a voluntary program for
prescription drug coverage under the Medicare Program, to mod-
ernize the Medicare Program to amend the Internal Revenue Code
of 1986 to allow a deduction to individuals for amounts contributed
to health savings security accounts and health savings accounts, to
provide for the disposition of unused health benefits in cafeteria
plans and flexible spending arrangements, and for other purposes,
submit the following joint statement to the House and the Senate
in explanation of the effect of the action agreed upon by the man-
agers and recommended in the accompanying conference report:

The Senate amendment to the text of the bill struck all of the
House bill after the enacting clause and inserted a substitute text.

The House recedes from its disagreement to the amendment of
the Senate with an amendment that is a substitute for the House
bill and the Senate amendment. The differences between the House
bill, the Senate amendment, and the substitute agreed to in con-
ference are noted below, except for clerical corrections, conforming
changes made necessary by agreements reached by the conferees,
and minor drafting and clarifying changes.

MEDICARE PRESCRIPTION DRUG, IMPROVEMENT, AND
MODERNIZATION ACT OF 2003
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TITLE I—MEDICARE PRESCRIPTION DRUG BENEFIT

Voluntary Prescription Drug Benefit Program (Section 101 of Con-
ference agreement, Section 101 of House bill; Section 101 of
Senate bill).

Present Law

Medicare does not cover most outpatient prescription drugs.
Beneficiaries who are inpatients of hospitals or skilled nursing fa-
cilities may receive drugs as part of their treatment. Medicare pay-
ments made to the facilities cover these costs. Medicare also makes
payments to physicians for drugs or biologicals, which cannot be
self-administered. This means that coverage is generally limited to
drugs or biologicals administered by infusion or injection. However,
if the iéljection is generally self-administered (e.g., insulin), it is not
covered.

Despite the general limitation on coverage for outpatient
drugs, the law specifically authorizes coverage for the following: (1)
drugs used in immunosuppressive therapy (such as cyclosporin) fol-
lowing discharge from a hospital for a Medicare covered organ
transplant; (2) erythropoietin (EPO) for the treatment of anemia
for persons with chronic renal failure who are on dialysis; (3) drugs
taken orally during cancer chemothera})y providing they have the
same active ingredients and are used for the same indications as
chemotherapy drugs which would be covered if they were not self-
administered and were administered as incident to a physician’s
professional service; and (4) hemophilia clotting factors for hemo-
philia patients competent to use such factors to control bleeding
without medical supervision, and items related to the administra-
tion of such factors. The program also pays for supplies (including
drugs) that are necessary for the effective use of covered durable
medical equipment, including those which must be put directly into
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the equipment (e.g., tumor chemotherapy agents used with an infu-
sion pump). Medicare also covers pneumococcal pneumonia vac-
cines, hepatitis B vaccines, and influenza virus vaccines.

The Committee on Ways and Means, the Committee on Energy
and Commerce and the Senate Finance Committee have held nu-
merous hearings on providing prescription drug benefits to seniors,
modernizing the program by making benefits, cost sharing and the
delivery of care more rational, and strengthening Medicare finan-
cially for current and future generations.

The typical senior now takes more than 20 prescriptions a year
to improve their health or manage their diseases. While seniors are
taking more drugs than any other demographic group, they are
often paying the highest prices because about twenty-five percent
of seniors have no prescription drug coverage. Similarly, low-in-
come beneficiaries must often make unacceptable choices between
life-saving medicines and other essentials.

The addition of a prescription drug benefit to Medicare, while
providing seniors additional choices in how they receive their
health services, is a critical modernization of the program.

Legislation to achieve these goals passed the House in 2000
(H.R. 4680, the Medicare Rx 2000 Act), in 2002 (H.R. 4954, the
Medicare Modernization and Prescription Drug Act), and in 2003
(H.R. 1, the Medicare Prescription Drug and Modernization Act).
The Senate passed legislation (S.1, the Prescription Drug and
Medicare Improvement Act) to modernize the program and provide
prescription drugs in 2003.

The conference report is the culmination of this legislative
process.

House Bill

The provision would establish a new Voluntary Prescription
Drug Benefit Program under a new Part D of Title XVIII of the So-
cial Security Act. Effective January 1, 2006, a new optional benefit
would be established under a new Part D. Beneficiaries could pur-
chase either “standard coverage” or actuarially equivalent cov-
erage. In 2006, “standard coverage” would have a $250 deductible,
20% cost-sharing for costs between $251 and $2,000, then no cov-
erage until the beneficiary had out-of-pocket costs of $3,500 when
full coverage would be provided. The out-of-pocket limit would be
higher for higher income beneficiaries. Low-income subsidies would
be provided for persons with incomes below 150% of poverty. Cov-
erage would be provided through prescription drug plans (PDPs) or
Medicare Advantage (MA) Rx plans or Enhanced Fee-For-Service
(EFFS) Rx plans. The program would rely on private plans to pro-
vide coverage and to bear some of the financial risk for drug costs;
federal subsidies would be provided to encourage participation.
Plans would determine payments and would be expected to nego-
tiate prices. The new Medicare Benefits Administration (MBA),
within the Department of Health and Human Services (HHS)
would administer the benefit.

Senate Bill

Effective January 1, 2006, a new optional benefit would be es-
tablished under a new Part D. Beneficiaries could purchase either
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‘:standard coverage” or actuarially equivalent coverage. In 2008,
“standard coverage” would have a $275 deductible, 50% cost-shar-
ing for costs between $276 and $4,500, then no coverage until the
beneficiary had out-of-pocket costs of $3,700; and 10% cost-sharing
thereafter. Individuals with incomes below 160% of poverty would
receive additional assistance. The bill would rely on private plans
to provide coverage and to bear a portion of the financial risk for
drug costs. Federal subsidies would be provided to encourage par-
ticipation. (A fallback mechanism would be provided in areas where
private risk bearing plans were not available. Under the fallback
mechanism, Medicare would contract with a private plan to provide
the benefit in the area; the plan would not be at financial risk, ex-
cept for a small portion of management fees tied to performance).
Coverage would be provided through Medicare Prescription Drug
Plans (PDPs) or MedicareAdvantage plans (MAs). A new Center for
Medicare Choices (CMC) would be established within the Depart-
ment of Health and Human Services (HHS) to administer the Part
D benefit and the new MA program.

Conference Agreement

The provision establishes a new voluntary prescription drug
benefit under a new Part D of Title XVIII of the Social Security
Act. Effective January 1, 2006, a new optional benefit will be estab-
lished under a new Part D. Beneficiaries could purchase either
“standard coverage” or alternative coverage with actuarially equiv-
alent benefits. In 2006, “standard coverage” will have a $250 de-
ductible, 25% coinsurance for costs between $251 and $2,250, and
catastrophic coverage after out of pocket expenses of $3,600. Once
the beneficiary reached the catastrophic limit, the program would
pay all costs except for nominal cost-sharing. Low-income subsidies
would be provided for persons with incomes below 150% of poverty.
Coverage would be provided through prescription drug plans or
Medicare Advantage prescription drug (MA-PD) plans. The pro-
gram will rely on private plans to provide coverage and to bear
some of the financial risk for drug costs; federal subsidies will be
provided to encourage participation. Plans will determine pre-
miums through a bid process and will compete based on premiums
and negotiated prices.
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Medicare Prescription Drug Discount Card and Transitional Assist-
ance Program (New Section 1860D-31 of Conference agree-
ment; Section 105 of House Bill; Section 111 of Senate Bill).

Present Law

On July 12, 2001, the President announced a new national
drug discount card program for Medicare beneficiaries. Under this
program, CMS would endorse drug card programs meeting certain
requirements. This program was viewed as an interim step until a
legislative reform package, including both a drug benefit and other
Medicare reforms, was enacted. Implementation of the drug dis-
count card program was suspended by court action.

House Bill

The provision would require the Secretary to establish a pro-
gram to: (1) endorse prescription drug discount card programs
meeting certain requirements; (2) provide for prescription drug ac-
counts; and (3) make available information on such programs to
beneficiaries. The Secretary would begin operation of the endorse-
ment program within 90 days of enactment. The account part of
the program would begin no later than September 2004. The Sec-
retary would provide for an appropriate transition and termination
of the program on January 1, 2006. The program would be vol-

untary.
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Eligible beneficiaries would be defined as persons eligible
under Part A or enrolled in Part B, but not enrolled in an MA plan
offering qualified prescription drug coverage. The Secretary would
establish a process through which an Part D eligible individual
could make an election to enroll under the new Section 1807 with
an endorsed program. The beneficiary would have to enroll for a
year in order to receive the benefits for the year. An individual
would, in general have only one opportunity for enrollment. This
would occur during an initial, general enrollment period as soon as
possible after enactment, and annually thereafter. The annual open
enrollment periods would be coordinated with those for MA. An in-
dividual who enrolled in the new Section 1807, subsequently en-
rolled in an MA plan with drug coverage, and then discontinued
Té(c)}’; MA enrollment would be permitted to reenroll under Section

In general, eligible beneficiaries would not be permitted to en-
roll after their initial enrollment period (as defined under Part B).
The Secretary would establish an open enrollment period for cur-
rent beneficiaries.

The Secretary would establish a process through which an Part
D eligible individual, enrolled under the new Section 1807, would
select an eligible entity to provide access to negotiated prices. The
entity would be one, which had been awarded a contract and
served the state in which the beneficiary resided. Eligible entities
would be pharmaceutical benefit management companies, whole-
sale and retail pharmacy delivery systems, insurers, MA organiza-
tions, other entities, or any combination of these.

The enrollment process, established by the Secretary, would
use rules similar to those established for MA. Individuals could not
select more than one entity at a time and, except for unusual cir-
cumstances (including changing residential setting, such as nursing
home placement.) change the selection once a year. The process
would provide for selecting eligible entities for individuals who en-
rolled in the New Section 1807, but failed to select an entity. Enti-
ties would compete for beneficiaries on the basis of discounts,
formularies, pharmacy networks, and other services.

The Secretary would broadly disseminate information to eligi-
ble beneficiaries regarding enrollment, selection of eligible entities,
and the coverage made available by entities. The enrollment fee
would be $30 with the 2004 fee including any portion of 2003 cov-
ered by the program. The fee would be collected in the same man-
ner as Part B premiums are collected from Social Security pay-
ments, except the collection would be made only once a year. States
could pay the fee for some or all low-income enrollees in the state.
No federal matching payments would be available. The Secretary
would make 2/3 of the fee collected available to the eligible entity.

Each eligible entity would be required to issue a card and an
enrollment number to each enrolled beneficiary and to provide for
electronic methods to coordinate with prescription drug accounts
established under the New Section 1807A.

Beneficiary protections would be established including guaran-
teed issue and nondiscrimination provisions. If an eligible entity
served a state, it would be required to serve the entire state. Enti-
ties would be required to disseminate, to each beneficiary who se-
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lected the entity, summary information on negotiated prices, access
to such prices through pharmacy networks, and how the formulary
functioned. Upon request, entities would be required to provide
general coverage, utilization, and grievance information. In addi-
tion, entities would be required to have a mechanism for providing
specific information upon request. The new Part D provisions relat-
ing to pharmacy access would apply to eligible entities. To the ex-
tent the Secretary determined they could be implemented on a
timely basis, entities would be required to meet the new Part D
provisions with respect to development and application of
formularies and the requirements to have in place an effective cost
and drug utilization management program, quality assurance
measures and systems, and a program to control fraud, abuse and
waste. Each entity would be required to have in place meaningful
procedures for hearing and resolving grievances and for expedited
determinations and reconsiderations of coverage determinations.
Entities would be required to provide pharmaceutical support serv-
ices. They would also be required to provide for confidentiality and
accuracy of enrollee records and periodic reports to the Secretary.

Entities would be required to provide beneficiaries with access
to negotiated prices (including applicable discounts). Such dis-
counts would not be taken into account in establishing “best price”
for purposes of Medicaid calculations. If the entity used a for-
mulary, negotiated prices would only be available for formulary
drugs. Negotiated prices could not be limited to mail order drugs.
Entities and contracting pharmacies could not charge beneficiaries
for any required services. Entities would be required to disclose to
the Secretary the extent to which discounts, or rebates or other re-
muneration or price concessions made available by a manufacturer
were passed through to enrollees; such information would be con-
fidential. Entities would be required to notify enrollees at the time
of purchase of the differential between any prescribed drug and the
cost of the lowest cost available generic drug that was therapeuti-
cally equivalent and bioequivalent.

The Secretary would be required to establish a prescription
drug account for each enrolled individual and deposit into the ac-
count the federal contribution amount. This amount would be $800
for an accountholder with income under 135% of poverty, $500 for
an accountholder with income between 135% and 150% of poverty,
and $100 for all other persons. Income would be determined under
the state Medicaid program or by the Social Security Administra-
tion (SSA). Such sums as may be necessary would be authorized to
be appropriated to the SSA. If the program was not in effect for
all of 2004, the amounts would be prorated. Persons would not be
eligible for a federal contribution if they were eligible for drug cov-
erage under Medicaid, group health plan, Medigap, medical care
for members of the uniformed services, veterans’ medical care, Fed-
eral Employees Health Benefits program, or the Indian Health
Care Improvement Act. The provision would authorize appropria-
tions to the Part B trust fund of an amount equal to the amount
by which benefits and administrative costs exceeded the portion of
enroliment fees retained by the Secretary.

The provision would establish a new Section 1807A, Prescrip-
tion Drug Accounts, that would be established for each enrolled
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be_neﬁ.ciary. Contributions to the account would include federal con-
tributions, any state contributions, private contributions (including
employer and individual contributions) and spousal rollover con-
tributions. If the accountholder was married at the time of death,
the amount in the account attributable to public contributions
would be credited to the account, if any, of the surviving spouse,
or if the spouse was not an Part D eligible individual, into a re-
serve account to be held for when the spouse became an Part D eli-
gible individual.

Costs of the voluntary prescription drug discount card program
would not be considered in calculating the Part B premium.

By March 1, 2005, the Administrator would be required to sub-
mit a report to Congress on the progress made in implementing the
new prescription drug benefit, including specific steps that had
been taken, and need to be taken, to ensure timely start of the pro-
gram on January 1, 2006.

Senate Bill

Section 111 would add a new Section 1807 to the Social Secu-
rity Act, Medicare Prescription Drug Discount Card Endorsement
Program. The Secretary would establish a program under which
the Secretary would endorse card programs offered by prescription
drug card sponsors meeting certain requirements and would make
available information on such programs to beneficiaries. Eligible
sponsors would be entities with demonstrated experience and ex-
pertise in operating a prescription drug discount card program or
similar program that the Secretary determined to be appropriate to
provide benefits to Medicare beneficiaries. Such entities would in-
clude pharmaceutical benefit management companies, wholesale or
retail pharmacist delivery systems, insurers, other entities, or any
combination of these.

Any individual entitled to Part A and enrolled in Part B would
be eligible to enroll in an endorsed prescription drug card program.
The Secretary would be required to establish procedures for identi-
fying eligible beneficiaries. The Secretary would also be required to
establish procedures under which beneficiaries could make an elec-
tion to enroll and disenroll in an endorsed card program. A bene-
ficiary could only be enrolled in one endorsed program at a time.
Card sponsors could charge annual enrollment fees, not to exceed
$25. The fee would be the same for all eligible Medicare bene-
ficiaries enrolled in the program and would be collected by the card
Sponsor.

P The Secretary would provide information, which compared the
costs and benefits of various programs. This information dissemina-
tion, intended to promote informed choice, would be coordinated
with the dissemination of other educational information on other
Medicare options. Each card sponsor would make available to each
beneficiary (through the Internet or otherwise) information that
the Secretary identified as being necessary to provide for informed
choice by beneficiaries among endorsed programs; this would in-
clude information on enrollment fees, negotiated prices, and serv-
ices related to drugs offered under the program. The sponsor would
have to provide information on how the formulary functioned. The
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Medicare toll-free number, 1-800-MEDICARE, would be used to
receive and respond to inquiries and complaints.

Each endorsed drug card program would have to meet bene-
ficiary protection requirements, including those relating to bene-
ficiary appeals and marketing practices. They would also have to
ensure that beneficiaries were not charged more than the lower of
the negotiated retail price or the usual and customary price. Each
card sponsor would secure the participation of a sufficient number
of pharmacies that distributed drugs directly to patients to ensure
convenient access (including adequate emergency access) for bene-
ficiaries enrolled in the program. Convenient access would be deter-
mined by the Secretary and would take into account reasonable
distances to pharmacy services in both urban and rural areas. Each
card sponsor would be required to have in place procedures for as-
suring that quality service was provided to eligible beneficiaries en-
rolled in a prescription drug discount card program. They would
also have to safeguard individually identifiable information in ac-
cordance with the Health Insurance Portability and Accountability
Act (HIPAA). Sponsors would be prohibited from charging any fees,
except for the annual enrollment fee. Card sponsors could not rec-
ommend switching a Part D eligible individual to a drug with a
higher negotiated price, unless a licensed health professional rec-
ommended a switch based on a clinical indication. Negotiated
prices could not change more than once every 60 days.

Card sponsors would provide enrolled beneficiaries with access
to negotiated prices used by the sponsor for payment for prescrip-
tion drugs, provided such drugs were not excluded under the pro-
gram’s formulary. The term negotiated price, would include all dis-
counts, direct or indirect subsidies, rebates, price concessions, and
direct or indirect remunerations. Medicaid negotiation rules, in-
cluding rebate requirements, would not apply.

Each card program would be required to provide pharma-
ceutical support services such as education, counseling, and serv-
ices to prevent adverse drug interactions. Each card sponsor would
issue a discount card to program enrollees.

Sponsors seeking endorsement of a card program would submit
required information to the Secretary. The Secretary would review
the information and determine whether to endorse the program. A
program could not be approved unless it and the sponsor complied
with the requirements of the new Section 1807.

Sponsors could use a formulary. Sponsors electing to use a for-
mulary would be required to establish a pharmaceutical and thera-
peutic committee (that included at least one academic expert, at
least one practicing physician and at least one practicing phar-
macist) to develop and review the formulary. The committee would
base clinical decisions on the strength of scientific evidence and
standards of practice. The formulary would have to include drugs
within each therapeutic category and class of covered drugs (as de-
fined by the Secretary) although not necessarily for all drugs with-
in such categories and classes. The committee would establish poli-
cies and procedures to educate and inform health care providers
concerning the formulary. Drugs could not be removed from the for-
mulary until after appropriate notice had been provided to bene-
ficiaries, physicians, and pharmacies. The Secretary would provide
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appropriate oversight to ensure compliance of programs; including
verification of the negotiated prices and services provided. Each
program sponsor would be required to report to the Secretary on
program performance, use of drugs by beneficiaries, financial infor-
mation of the sponsor, and other information required by the Sec-
retary. The Secretary could not disclose any proprietary data that
was reported. The Secretary could use Parts A and B claims data
for purposes of conducting a drug utilization review program.

_ Section 111 would add a new Section 1807A to the Social Secu-
rity Act, Transitional Prescription Drug Assistance Card Program
for Eligible Low-Income Beneficiaries. The Secretary would award
contracts to prescription drug card sponsors, offering a program
that was endorsed by the Secretary under the new Section 1807,
to offer a prescription drug card assistance program to eligible low-
income beneficiaries. The program would begin no later than Janu-
ary 1, 2004. The Secretary would provide for a transition and dis-
continuation of the drug card program and the low-income assist-
ance card program when the new Part D program became effective.
The transitional programs would continue to operate at least 6
months after the date benefits first became available under Part D.

All individuals meeting the definition of QMB, SLMB, or QI-
1, or those with income below 135 percent of poverty who were not
eligible to receive drug benefits under Medicaid, could receive as-
sistance with their prescription drug costs, effective January 1,
2004. In addition, those determined to have income below 135 per-
cent of poverty could receive assistance with their prescription drug
costs. These persons would have access, through a drug discount
card, to up to $600 per year. The entire $600 benefit would be
available for the entire year; any balance left on the card in one
year could be carried forward. Beneficiaries would be subject to
cost-sharing requirements, which could not be less than 5% of the
negotiated price for a drug, or 10% for a transitional assistance eli-

ible individual. Cost-sharing charges would not count against the
?600. At a minimum, card sponsors would provide low-income en-
rollees with a minimum of a 20% discount from the average whole-
sale price for each covered drug.

In general, the enrollment procedures established for the drug
discount card program would apply for this program. Each sponsor
offering an assistance card program would be required to enroll
any low-income person wishing to enroll if the program served the
geographic area where the beneficiary resides. An individual enroll-
ing in an assistance card program would be simultaneously en-
rolled in a discount card program offered by the sponsor. Enroll-
ment fees would be waived for these individuals and would instead
be paid by the Secretary.

Eligible beneficiaries would have to be provided the informa-
tion required for the discount card program. In addition, sponsors
would be required to notify low-income enrollees, on a periodic
basis, of the amount of coverage remaining and on the grievance
and appeals process under the program. ‘

Each card sponsor would secure the participation of a sufficient
number of pharmacies that distributed drugs directly to patients to
ensure convenient access for beneficiaries enrolled in the program.
The Secretary would determine whether convenient access was pro-
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vided; mail order pharmacies would not be included in the deter-
mination. Further, the Secretary could not make a determination
that convenient access had been provided, unless an appropriate
arrangement was in place for low-income persons in long-term care
facilities.

The Secretary would be required to establish procedures under
which benefits under the assistance card program were coordinated
with coverage under a state pharmaceutical assistance program or
Medicare+Choice plan.

Drug discount card managers could establish formularies. A
low-income enrollee would have the right to appeal to obtain cov-
erage for a drug not on the formulary if the prescribing physician
determined that the formulary drug was not as effective for the in-
dividual or had adverse effects for the individual. If a plan offered
tiered cost-sharing for covered drugs, an enrollee would have the
right to request that a nonpreferred drug be treated on terms ap-
plicable for a preferred drug if the prescribing physician deter-
mined that the preferred drug was not as effective for the indi-
vidual or had adverse effects for the individual.

Sponsors offering assistance card programs would be required
to process claims negotiate with brand name and generic manufac-
turers and others for price concessions, track individual beneficiary
expenditures, and perform other functions specified by the Sec-
retary. Each sponsor would receive data exchanges in a format
specified by the Secretary.

Entities would be required to assure that low-income bene-
ficiaries were informed at the time of purchase of any difference be-
tween the price of the prescribed drug and the lowest cost generic
drug that was therapeutically equivalent and bicequivalent and
that was available at the pharmacy or other dispenser. Entities
would also be required to have meaningful procedures for hearing
and resolving grievances, comparable to those established for
Medicare+Choice plans. In addition, eligible entities would be re-
quired to meet Medicare+Choice requirements relating to coverage
determinations.

Sponsors seeking to offer an assistance program would be re-
quired to submit information to the Secretary, in the manner speci-
fied by the Secretary. The Secretary could not approve a program
unless the sponsor and program met the requirements of the new
Section 1807A. Further, the Secretary would have to determine
that the entity was appropriate to provide benefits to low-income
beneficiaries, was able to manage the monetary assistance provided
under the program, agreed to submit to audits by the Secretary,
and provided other assurances require by the Secretary. There
would be no limit on the number of sponsors who could be awarded
contracts. The contract would be for the lifetime of the program
and cover the same service area served by the sponsor under the
card program under Section 1807. The sponsor could submit an ap-
plication for endorsement under both programs simultaneously.

The Secretary would pay sponsors the amount agreed to in the
contract between the sponsor and the Secretary. Payments would
be made from the Part B trust fund but would not be considered
in the calculation of the Part B premium.
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The Secretary would implement New Sections 1807 and 1807A
to assure that discounts and benefits were available no later than
January 1, 2004. The Secretary would provide for an appropriate
transition and discontinuation of the programs; such transition
would ensure that benefits continue to operate until the first Part
D enrollment period ended.

Conference Agreement

a. Establishment of Program. The conference agreement adds
a new Section 1860D-31 to the Social Security Act, Medicare Pre-
scription Drug Discount Card and Transitional Assistance Pro-
gram. The Section requires the Secretary to establish a program to
endorse prescription g discount card programs meeting certain
requirements. Discount card eligible individuals would receive ac-
cess to prescription drug discounts through card sponsors through-
out the U.S. The program will also provide transitional assistance
for low-income persons enrolled in endorsed programs. The pro-
gram is voluntary for eligible individuals.

The agreement requires the Secretary to implement the pro-
gram so that discount cards and transitional assistance are avail-
able no later than 6 months after enactment. The Secretary is re-
quired to promulgate regulations to carry out the program. They
could be promulgated on an interim final basis which could be ef-
fective on the date of issuance. In the case interim final regulations
are promulgated, a public comment period would be provided. The
Secretary could change or revise the regulations after conclusion of
the comment period.

The conference agreement specifies that the new program
would not, except as provided for during an individual’s transition
period, apply to covered discount card drugs dispensed after De-
cember 31, 2005. However, any transitional assistance for low in-
come persons would be available after that date to the extent the
assistance was for drugs dispensed on or before that date.

Special rules may apply for an individual in a transition period
who is also enrolled under a card program as of December 31,
2005. The transition period to the new Part D is the period begin-
ning January 1, 2006 and ending on the effective date of the indi-
vidual’s coverage under Part D or at the close of the individual’s
initial enrollment period for Part D. During this period, discounts
may continue to apply for drugs dispensed to the individual, no an-
nual enrollment fee would be applicable, the individual could not
change the endorsed plan in which they were enrolled, and the bal-
ance of any transitional assistance remaining on January 1, 2006
would remain available for drugs dispensed during this period.

b. Eligibility. The conference agreement specifies that persons
eligible for the discount card are those entitled to or enrolled under
Part A or enrolled under Part B. However individuals enrolled in
Medicaid (or under any Section 1115 Medicaid waiver) who are en-
titled to any medical assistance for outpatient prescribed drugs
would not be a discount card eligible individual.

An individual eligible for transitional assistance is a discount
card eligible individual, residing in one of the 50 states or the Dis-
trict of Columbia, whose income is not more than 135% of the offi-
cial poverty line applicable to the family size involved. Certain per-
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sons would not be eligible for transitional assistance. These are
persons who had coverage for, or assistance with, covered discount
card drugs under: (1) a group health insurance plan or health in-
surance plan (other than coverage under a plan under Medicare
Part C or coverage consisting only of excepted benefits as that term
is defined under Section 2791 of the Public Health Service Act); (2)
Chapter 55 of the United States Code relating to medical and den-
tal care for members of the uniformed services; and (3) a plan
under the Federal employees health benefits program.

Certain transitional eligible assistance eligible individuals may
also qualify as special transitional assistance eligible individuals.
Ehese are persons with incomes below 100% of the official poverty

ne.

The Secretary is required to provide for appropriate rules for
the treatment of medically needy persons as discount eligible indi-
viduals and as transitional assistance eligible individuals.

c. Enrollment. The conference agreement requires the Sec-
retary to establish a process through which a discount card eligible
individual is enrolled and disenrolled in a discount card program.
An individual not enrolled in a card program may enroll in any
card program, serving residents of the state at any time beginning
on the initial enrollment date and before January 1, 2006. Comple-
tion of a standard enrollment form, specified by the Secretary, is
required. Each program sponsor is required to transmit to the Sec-
retary (in a form and manner specified by the Secretary) informa-
tion on persons completing the enrollment forms. They are also re-
quired to provide certain information relating to the certification as
a transitional assistance eligible individual.

The conference agreement specifies that a discount eligible in-
dividual may only be enrolled in one endorsed card program at a
time. An individual enrolled in one program in 2004 could change
the election for 2005. The Secretary will establish a process for
making this change, which will be similar to, and coordinated with,
that established for annual coordinated elections for
Medicare+Choice plans under Part C. The agreement requires the
Secretary to permit individuals to change programs in which they
were enrolled if they changed residence outside the service area of
the plan or under other exceptional circumstances. The Secretary
is permitted to consider a change in residential setting (such as
placement in a nursing facility) as an exceptional circumstance.
Also meeting this criteria would be enrollment or disenrollment
from a Medicare+Choice plan through which an individual was en-
rolled in an endorsed program.

An individual could voluntarily disenroll from an endorsed pro-
gram at any time. Such individual could not enroll under another
endorsed program except during the open enrollment period or
under the exceptional circumstances specified by the Secretary. An
individual, who was not a transitional assistance eligible indi-
vidual, could be disenrolled by the program sponsor, if the indi-
vidual failed to pay the annual enrollment fee.

A Medicare+Choice organization or organization operating
under a reasonable cost contract that wishes to become a prescrip-
tion drug card sponsor may elect to limit enrollment in its endorsed
discount card program to eligible enrollees enrolled in the plan. If
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the organization elects this option, its enrollees can only enroll in
the endorsed discount card program offered by that sponsor.

A card sponsor may charge an annual enrollment fee, not to
exceed $30, for each enrollee. The fee for either 2004 or 2005 could
not be prorated. The sponsor will ensure that the annual enroll-
ment fee (if any) is the same for all enrollees residing in the state.
The annual enrollment fee is to be collected by the program spon-
sor. The annual enrollment fee for a transitional assistance eligible
individual is to be paid by the Secretary on the individual’s behalf.

The Secretary will establish an arrangement under which a
state could pay for some, or all, of the enrollment fee for some or
all enrollees who are not transitional assistance eligible individ-
uals. The payment would be paid directly by the state to the spon-
sor. No federal matching payments would be available.

The Secretary will establish special rules for individuals who
chlalxnége, during a year, the endorsed program in which they are en-
rolled.

Each card sponsor will issue, in a standard format specified by
the Secretary, a discount card to each enrollee. The card will estab-
lish proof of enrollment. It may be used in a coordinated manner
to identify the sponsor, program, and individual. The Secretary will
specify the effective date that card enrollees will have access to ne-
gotiated prices and transitional assistance, if any.

d. Information. The conference agreement requires the Sec-
retary to provide for activities that broadly disseminate informa-
tion to discount card eligible individuals and prospective eligible in-
dividuals. These persons would receive information on enrollment
in endorsed card programs and on the features of the drug discount
card and transitional assistance program. In order to promote in-
formed choice, the Secretary will provide for the dissemination of
information, which compares the annual enrollment fee and other
features of such programs, which could include comparative prices
for covered drugs. To the extent practicable, this will be coordi-
nated with the dissemination of educational material on other
Medicare options. The required information will also include edu-
cational materials on the variability of discounts on covered drugs
under an endorsed program. To the extent practicable, the Sec-
retary will ensure the provision of required information at least 30
days prior to the initial enrollment date. The Secretary, through
the use of 1-800-MEDICARE, will provide for the receipt and re-
sponse to inquiries and complaints concerning the discount card
program and endorsed programs.

The conference agreement requires each card sponsor to make
available to discount card eligible individuals (through the Internet
and otherwise) information the Secretary identifies as being nec-
essary to promote informed choice. This includes information on en-
rollment fees and negotiated prices for covered drugs. Each sponsor
is required to have a mechanism (including a toll free number) for
providing, on request, specific information to individuals enrolled in
the program. Specific information includes information on nego-
tiated prices and the amount of transitional assistance remaining
to the individual. The sponsor is required to inform transitional as-
sistance eligible individuals of the availability of such toll-free
numbers to provide information on the amount of available assist-
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ance to the individual. Information on the balance of transitional
assistance available will have to be available at the point-of-sale,
either electronically or by telephone.

The conference report requires sponsors to provide that each
pharmacy that dispensed a covered discount drug to inform pro-
gram enrollees of any difference between the price of the drug pro-
vided to the enrollee and the price of the lowest priced generic drug
covered under the program that is therapeutically equivalent and
bioequivalent and available at such pharmacy. The notice is to be
provided at the time of purchase, or in the case of a mail order
drug, at the time of delivery. The Secretary may waive this re-
quirement under circumstances specified by the Secretary.

e. Discount Card Program. The conference agreement requires
each card sponsor to provide each enrollee with access to nego-
tiated prices. These negotiated prices would take into account nego-
tiated price concessions such as discounts, direct or indirect sub-
sidies, rebates, and direct or indirect remunerations for covered
drugs. Negotiated prices include any dispensing fees. Seniors cur-
rently benefit from prescription drug assistance programs offered
by pharmaceutical companies. Conferees intend that these pro-
grams continue to be offered until the full implementation of the
prescription drug benefit. Nothing in this conference report shall be
interpreted as encouraging the discontinuation or diminution of
these benefits.

Each prescription drug card sponsor must secure the participa-
tion of a sufficient number of pharmacies that dispense drugs di-
rectly to enrollees to ensure convenient access to covered drugs at
negotiated prices. This requirement may only be met by entities
dispensing drugs other than solely by mail order. Conferees intend
for seniors to have access to a bricks and mortar pharmacy. The
Secretary will establish convenient access rules that are no less fa-
vorable than standards for convenient access to pharmacies appli-
cable under TRICARE. Applicable TRICARE standards are those
specified in the statement of work solicitation (#MDA906—03-R—
0002) as of March 13, 2003.

A vprescription drug card sponsor (and any pharmacy con-
tracting with the sponsor to provide covered discount card drugs)
may not charge enrollees for any items and services required to be
provided under the program. This prohibition would not apply to
the annual enrollment fee for persons who are not transitional as-
sistance eligible individuals or for the charge for the drug (con-
sistent with the negotiated price) reduced by any transitional as-
sistance.

The agreement further provides that negotiated prices will not
be taken into account for purposes of making best price calcula-
tions under the Medicaid rebate program.

Each endorsed card program is required to implement a sys-
tem to reduce the likelihood of medication errors and adverse drug
interactions and to improve medication use.

f. Eligibility Procedures. The conference agreement requires
the Secretary to establish procedures for eligibility determinations
for endorsed programs and for those eligible as a transitional as-
sistance eligible individual or a special transitional eligible indi-
vidual. The Secretary is to define the terms income and family size
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and specify the methods and period for which they are determined.
If such methods provide for use of information for prior time peri-
ods, the Secretary is required to permit an individual whose cir-
cumstances changed to have eligibility for transitional assistance
determined for a more recent period. The Secretary may use a re-
consideration process or other method.

_An individual wishing to be treated as a transitional assistance
eligible individual or special transitional eligible individual could
sglf-certlfy through a simplified means as to their income, family
size, and prescription drug coverage (if any). The certification could
also be done by another qualified person, acting on the individual’s
behalf. The certification could be provided before, on or after the
time of enrollment in an endorsed program. The self-certification
would be deemed as consent to have the information verified by the
Secretary. A verified self-certification for as a transitional assist-
ance or special transitional assistance eligible individual would be
applicable for the entire period of enrollment in any endorsed pro-
gram.

The Secretary is required to establish verification methods,
which could include sampling and use of information on Medicaid
eligibility provided by the states, financial information from the
Commissioner of Social Security, and financial information from
the Secretary of the Treasury. The Secretary could find that an in-
dividual met the income requirements for transitional assistance if
the individual is within a category of discount card eligible individ-
uals who are enrolled under Medicaid (such as qualified Medicare
beneficiaries, specified low-income Medicare beneficiaries, and cer-
tain qualified individuals). States will be required, as a condition
of Federal Medicaid assistance to provide, on a timely basis, infor-
mation that allows the Secretary to identify persons eligible for
drug coverage under Medicaid, or who are transitional assistance
eligible individuals, or special transitional eligible individuals. The
Secretary is required to establish a reconsideration process for per-
sons determined not to be transitional eligible or special transi-
tional assistance eligible individuals. The results are to be commu-
nicated to the individual and drug card sponsor involved. The Sec-
retary may enter into contracts to perform the reconsideration
function.

8. Transitional Assistance. The conference agreement provides
special provisions for low-income persons. A transitional assistance
eligible individual will be entitled to have his or her discount card
enrollment fee paid. Those individuals with incomes below 100% of
poverty (special transitional assistance eligible individuals) would
be liable for coinsurance charges of 5% of incurred costs up to $600
in both 2004 and 2005. Other transitional assistance eligible indi-
viduals (those with incomes between 100% and 135% of poverty)
would be liable for coinsurance charges of 10% of incurred costs up
to $600 in both 2004 and 2005. Thus, the program will pay 95%
of a special transitional eligible individual’s incurred drug costs up
to $600 in 2004 and 90% of other transitional eligible individual’s
incurred drug costs up to $600 in 2004. Similarly, payment would
be made for 95% or 90%, whichever is appropriate, of the individ-
ual’s incurred drug costs up to $600 in 2005. In addition, any bal-
ance left over from 2004 may be added to the amount available in
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2005, except no rollover would be permitted if the individual volun-
tarily disenrolled from an endorsed plan. No funds will be available
under this program for covered discount card drugs dispensed after
December 31, 2005. The Secretary will provide a method for the re-
imbursement of card sponsors for transitional assistance.

The $600 annual amount is to be prorated in 2004, for persons
not enrolling in an endorsed program and providing self-certifi-
cation prior to the program’s initial implementation date. For 2005,
the amount is to be prorated for persons not enrolling in an en-
dorsed program and providing self-certification prior to February 1,
2005.

The conference agreement permits a pharmacy to reduce the
coinsurance otherwise applicable. It also permits states to pay
some or all of the coinsurance for some or all transitional assist-
ance eligible enrollees. The payment would be made directly by the
state to the pharmacy. No federal matching payments would be
available for these costs; further they could not be considered as
Medicare cost-sharing for purposes of the qualified Medicare bene-
ficiary program.

The conference agreement includes provisions to ensure access
to transitional assistance for qualified residents of long-tem care fa-
cilities and American Indians. It requires the Secretary to establish
procedures to ensure such access for qualified residents of long-
term care facilities. The Secretary could waive requirements of the
new Section 1860D-31, as necessary, to negotiate arrangements
with sponsors to provide arrangements with pharmacies that sup-
port long-term care facilities. The Secretary is also required to es-
tablish procedures to ensure that pharmacies operated by the In-
dian Health Service, Indian tribes and tribal organizations, and
urban Indian organizations have the opportunity to participate in
the pharmacy networks of at least two endorsed programs in each
of the 50 states and the District of Columbia where such a phar-
macy operates. Where necessary, the Secretary could waive re-
quirements of the new Section 1860D-31.

The availability of negotiated prices or transitional assistance
could not be taken into account in determining an individual’s eligi-
bility for or benefits under any other Federal program. Any nonuni-
formity of benefits resulting from the implementation of the new
Section 1807 (such as the waiver of an enrollment fee) would not
be taken into account in calculations of any required additional
benefits under Part C.

h. Qualifications for Card Sponsors. The conference agreement
defines entities eligible to be card sponsors and establishes criteria
that such entities would have to meet. The agreement specifies
that a card sponsor could be any nongovernmental entity that the
Secretary determines is appropriate to offer an endorsed discount
card program. An entity which could qualify includes a pharma-
ceutical benefit management company, a wholesale or retail phar-
macy delivery system, an insurer (including one that offered
Medigap policies), an organization under Part C, or any combina-
tion of these. Each program would have to be operated directly, or
through arrangements with an affiliated organization (or organiza-
tions), by one or more organizations with demonstrated experience
and expertise in operating such a program. Further, the program
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would have to meet business stability and integrity requirements
specified by the Secretary. The sponsor will be required to have ar-
rangements, satisfactory to the Secretary, to account for transi-
tional assistance provided to eligible individuals.

The conferencq agreement requires each sponsor seeking en-
dorsement to submit an application to the Secretary. The Secretary
would review the application and determine whether to endorse the
program. The Secretary could not endorse the program unless the
program and sponsor comply with the applicable requirements of
the new Section 1860D-31 and the sponsor enters into a contract
with the Secretary to carry out such requirements. An endorsement
would be for the duration of the discount card and transitional as-
sistance program. The Secretary could make an exception for cause.

The conference agreement requires the Secretary to ensure
that at least 2 endorsed programs (each offered by a different spon-
sor) are available to each eligible individual. The Secretary may
limit (but not below 2) the number of sponsors in a state that were
awarded contracts.

Card sponsors enrolling individuals in any part of a state
would be required to permit eligible individuals in all parts of the
state to enroll. An exception would apply in the case of a
Medicare+Choice organization, which elects to limit enrollment in
its endorsed discount card program to eligible enrollees enrolled in
its Medicare+Choice plan.

Each prescription drug card sponsor will be required to pass on
to discount eligible enrollees the negotiated prices for covered
drugs, including discounts negotiated with pharmacies and manu-
facturers, to the extent such discounts are disclosed under required
disclosure rules. Each card sponsor will be required to provide
meaningful procedures for hearing and resolving grievances be-
tween the sponsor and enrollees in a manner similar to that re-
quired for Medicare+Choice. The operations of an endorsed card
program are covered functions and a card sponsor is a covered enti-
ty for purposes of applying the administrative simplification provi-
sions established in Part C of Title XI of the Social Security Act.
Included are regulations promulgated under that Part including
privacy regulations. The Secretary could waive the relevant por-
tions of privacy regulations for an appropriate limited period of
time in order to promote participation of sponsors.

The sponsor of an endorsed card program may not provide or
market services under the program except if the product or service
is directly related to a covered discount card drug or a discount
price for a nonprescription drug. Sponsors will also be required to
meet additional requirements as the Secretary identifies are need-
ed to ensure that enrollees are not charged more than the lower
of the negotiated price or the usual and customary price.

Special rules apply to Medicare+Choice organizations or orga-
nizations offering enrollment under a reasonable cost contract. An
organization could elect to limit enrollment in its endorsed discount
card program to eligible enrollees enrolled in its plan. In this case,
special rules would apply. The sponsor could not enroll individuals
not enrolled in the plan. The pharmacy access requirements appli-
cable to card sponsors would be deemed to be met if access is made
available through a pharmacy network (and not only through mail
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order) and the network is approved by the Secretary. The Secretary
could waive requirements applicable to card sponsors to the extent
he determined they were duplicative or conflicted with a
Medicare+Choice or cost contract requirement or were necessary in
order to improve coordination of the card program with
Medicare+Choice or cost contract benefits.

Each card sponsor will be required to disclose to the Secretary
information relating to: (1) program performance; (2) use of drugs
by card program enrollees; (3) extent to which negotiated price con-
cessions made available by the manufacturer are passed through to
enrollees through pharmacies or otherwise; and (4) other informa-
tion specified by the Secretary. The Medicaid provision providing
for the confidentiality of drug information will apply to any drug
pricing information (other than aggregate data) disclosed under
these requirements.

The Secretary will provide appropriate oversight to ensure
compliance of card programs and sponsors with the requirements
of the new Section 1860D-31. The Secretary would have the right
to audit and inspect any books and records of sponsors (and any
affiliated organization) that pertain to the card program, including
amounts payable to the sponsor. The Secretary could impose sanc-
tions for abusive practices.

i. Territories. The conference agreement provides federal assist-
ance to territories, which establish a plan to provide transitional
assistance for covered discount drugs to some or all eligible persons
residing in the state. Eligible persons are those entitled to benefits
under Part A or enrolled in Part B with incomes below 135% of the
poverty line. The total amount of available federal assistance is $35
million. The amount available for each territory would be deter-
mined using the ratio of the total number of Medicare residents in
the territory to Medicare residents in all the territories.

J- Funding. The conference agreement creates a separate Tran-
sitional Assistance Account in the Part B Trust Fund. Funds in
this account are to be kept separate from other funds within the
Trust fund. Payments are to be made from the Account in such
amounts as the Secretary certifies are necessary to make payments
for transitional assistance. Appropriations are to be made to the
Account equal to the amount of payments from the Account. Such
sums as are necessary would be authorized to be appropriated for
the Secretary’s administrative expenses. Payments could not be
made to sponsors for administrative expenses, except for payment
of the enrollment fee for transitional eligible individuals. Costs as-
sociated with the Medicare prescription drug card and the transi-
tional assistance program would be excluded from the calculation
of the Part B premium.

*k * * * *
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TITLE XII—HEALTH SAVINGS INCENTIVES

Health Savings Accounts and Health Savings Security Ac-
counts (sec. 1202 of the House bill and new sec. 223 of the Code)
Present Law

OVERVIEW

Present law contains a number of provisions dealing with the
Federal tax treatment of health expenses and health insurance cov-

erage.
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EMPLOYER-PROVIDED HEALTH COVERAGE

In general, employer contributions to an accident or health
plan are excludable from an employee’s gross income (and wages
for employment tax purposes).! This exclusion generally applies to
coverage provided to employees (including former employees) and
their spouses, dependents, and survivors. Benefits paid under em-
ployer-provided accident or health plans are also generally exclud-
able from income to the extent they are reimbursements for med-
ical care.? If certain requirements are satisfied, employer-provided
accident or health coverage offered under a cafeteria plan is also
excludable from an employee’s gross income and wages.? Present
law provides for two general employer-provided arrangements that
can be used to pay for or reimburse medical expenses of employees
on a tax-favored basis: flexible spending arrangements (“FSAs”)
and health reimbursement arrangements (“HRAs”). While these ar-
rangements provide similar tax benefits (i.e., the amounts paid
under the arrangements for medical care are excludable from gross
income and wages for employment tax purposes), they are subject
to different rules. A main distinguishing feature between the two
arrangements is that while FSAs are generally part of a cafeteria
plan and contributions to FSAs are made on a salary reduction
basis, HRAs cannot be part of a cafeteria plan and contributions
cannot be made on a salary-reduction basis.4

Amounts paid or accrued by an employer within a taxable year
for a sickness, accident, hospitalization, medical expense, or similar
health plan for its employees are generally deductible as ordinary
and necessary business expenses.5

SELF-EMPLOYED INDIVIDUALS

The exclusion for employer-provided health coverage does not
apply to self-employed individuals. However, under present law,
self-employed individuals (i.e., sole proprietors or partners in a
partnership)é are entitled to deduct 100 percent of the amount
paid for health insurance for themselves and their spouse and de-
pendents.?

ITEMIZED DEDUCTION FOR MEDICAL EXPENSES

Under present law, individuals who itemize deductions may
deduct amounts paid during the taxable year (to the extent not re-
imbursed by insurance or otherwise) for medical care of the tax-
payer, the taxpayer’s spouse, and dependents, to the extent that

1Secs. 106, 3121(a)(2), and 3306(b)(2). All “section,” “sec.,” and “Code” references are to the
Internal Revenue Code of 1986, as amended.

2S.ec. 105. In the case of a self-insured medical reimbursement arrangement, the exclusion
applies to highly compensated employees only if certain nondiscrimination rules are satisfied.
Sec. 105(h). Medical care is defined as under section 213(d) and generally includes amounts paid
for guahﬁed long-term care insurance and services.

3Secs. 125, 3121(a)(5)(G), and 3306(b)(5)G). Long-term care insurance and services may not
be provided through a cafeteria plan.

4Notice 200245, 2002-28 LR.B. 93 (July 15, 2002); Rev. Rul. 200241, 2002-28 L.R.B. 75
(Julél 15, 2002).

5Sec. 162.

6 Self-employed individuals include more than two-percent shareholders of S corporations who
argl streatleed2 af partners for purposes of fringe benefit rules pursuant to section 1372,

ec. .
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the total of such expenses exceeds 7.5 percent of the taxpayer’s ad-
justed gross income.8

ARCHER MEDICAL SAVINGS ACCOUNTS

In General

In general, an Archer medical savings account (“MSA”) is a
tax-exempt trust or custodial account created exclusively for the
benefit of the account holder that is subject to rules similar to
those applicable to individual retirement arrangements.®

Within limits, contributions to an Archer MSA are deductible
in determining adjusted gross income if made by an eligible indi-
vidual and are excludable from gross income and wages for employ-
ment tax purposes if made by the employer of an eligible indi-
vidual. Earnings on amounts in an Archer MSA are not includible
in gross income in the year earned (i.e., inside buildup is not tax-
able). Distributions from an Archer MSA for qualified medical ex-
penses are not includible in gross income. Distributions not used
for qualified medical expenses are includible in gross income and
subject to an additional 15-percent tax unless the distribution is
made after death, disability, or the individual attains the age of
Medicare eligibility (i.e., age 65).

Qualified medical expenses are generally defined as under sec-
tion 213(d), except that qualified medical expenses do not include
expenses for health insurance other than long-term care insurance,
premiums for health coverage during any period of continuation
coverage required by Federal law, and premiums for health care
coverage while an individual is receiving unemployment compensa-
tion under Federal or State law. For purposes of determining the
itemized deduction for medical expenses, distributions from an Ar-
cher MSA for qualified medical expenses are not treated as ex-
penses paid for medical care under section 213.

ELIGIBLE INDIVIDUALS

Archer MSAs are available only to employees of a small em-
ployer who are covered under an employer-sponsored high deduct-
ible health plan and to self-employed individuals covered under a
high deductible health plan.10 An employer is a small employer if
it employed, on average, no more than 50 employees on business
days during either of the two preceding calendar years. An indi-
vidual is not eligible for an Archer MSA if he or she is covered
under any other health plan that is not a high deductible health
plan (other than a plan providing certain limited types of coverage).
Individuals entitled to benefits under Medicare are not eligible in-
dividuals. Eligible individuals do not include individuals who may
be claimed as a dependent on another person’s tax return.

8Sec. 213. The adjusted gross income percentage is 10 percent for purposes of the alternative
minimum tax. Sec. 56(b)(1)(B).

9 Sec. 220.

10Self-employed individuals include more than two-percent sharholders of S corporations who
are treated as partners for purposes of fringe benefit rules pursuant to section 1372.
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TREATMENT OF CONTRIBUTIONS

Individual contributions to an Archer MSA are deductible
(within limits) in determining adjusted gross income (i.e., “above-
the-line”). In addition, employer contributions are excludable from
gross income and wages for employment tax purposes (within the
same limits), except that this exclusion does not apply to contribu-
tions made through a cafeteria plan. In the case of an employee,
contributions can be made to an Archer MSA either by the indi-
vidual or by the individual’s employer, but not by both.

The maximum annual contribution that can be made to an Ar-
cher MSA for a year is 65 percent of the annual deductible under
the high deductible health plan in the case of self-only coverage
and 75 percent of the annual deductible in the case of family cov-
erage.

If an employer provides a high deductible health plan coupled
with Archer MSAs for employees and makes employer contribu-
tions to the Archer MSAs, the employer must make available a
comparable contribution on behalf of all employees with com-
parable coverage during the same period. Contributions are consid-
ered comparable if they are either of the same amount or the same
percentage of the deductible under the high deductible health plan.
If employer contributions do not satisfy the comparability rule dur-
ing a period, then the employer is subject to an excise tax equal
to 35 percent of the aggregate amount contributed by the employer
to Archer MSAs of the employer for that period.

DEFINITION OF HIGH DEDUCTIBLE HEALTH PLAN

A high deductible health plan is a health plan with an annual
deductible of at least $1,700 and no more than $2,500 in the case
of self-only coverage and at least $3,350 and no more than $5,050
in the case of family coverage. In addition, the maximum out-of-
pocket expenses with respect to allowed costs must be no more
than $3,350 in the case of self-only coverage and no more than
$6,150 in the case of family coverage.ll Out-of-pocket expenses in-
clude deductibles, co-payments, and other amounts (other than pre-
miums) that the individual must pay for covered benefits under the
plan. A plan does not fail to qualify as a high deductible health
plan merely because it does not have a deductible for preventive
care as required under State law. A plan does not qualify as a high
deductible health plan if substantially all of the coverage under the
plan is certain permitted insurance or is coverage (whether pro-
vided through insurance or otherwise) for accidents, disability, den-
tal care, vision care, or long-term care.

TREATMENT OF DEATH OF ACCOUNT HOLDER

Upon death, any balance remaining in the decedent’s Archer
MSA is includible in his or her gross estate. If the account holder’s
surviving spouse is the named beneficiary of the Archer MSA, then,
after the death of the account holder, the Archer MSA becomes the
Archer MSA of the surviving spouse and the amount of the Archer

. 11The deductible and out-of-pocket expenses dollar amounts are for 2003. These amounts are
indexed for inflation in 450 increments.
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MSA balance may be deducted in computing the decedent’s taxable
estate, pursuant to the estate tax marital deduction.12 If, upon the
account holder’s death, the Archer MSA passes to a named bene-
ficiary other than the decedent’s surviving spouse, the Archer MSA
ceases to be an Archer MSA as of the date of the decedent’s death,
and the beneficiary is required to include the fair market value of
the Archer MSA assets as of the date of death in gross income for
the taxable year that includes the date of death. The amount in-
cludible in gross income is reduced by the amount in the Archer
MSA used, within one year after death, to pay qualified medical ex-
penses incurred prior to the death. If there is no named beneficiary
for the decedent’s Archer MSA, the Archer MSA ceases to be an Ar-
cher MSA as of the date of death, and the fair market value of the
assets in the Archer MSA as of such date is includible in the dece-
dent’s gross income for the year of the death.

LIMIT ON NUMBER OF MSAS; TERMINATION OF MSA AVAILABILITY

The number of taxpayers benefiting annually from an Archer
MSA contribution is limited to a threshold level (generally 750,000
taxpayers). The number of Archer MSAs established has not ex-
ceeded the threshold level.

After 2003, no new contributions can be made to Archer MSAs
except by or on behalf of individuals who previously had Archer
MSA contributions and employees who are employed by a partici-
pating employer.

House Bill

In General

The House bill creates health savings accounts (“HSAs”) and
health savings security accounts (“HSSAs”), which provide tax-fa-
vored treatment for current medical expenses as well as the ability
to save on a tax-favored basis for future medical expenses. In gen-
eral, HSAs and HSSAs are tax-exempt trusts or custodial accounts
created exclusively to pay for the qualified medical expenses of the
account holder and his or her spouse and dependents that are sub-
ject to rules similar to those applicable to individual retirement ar-
rangements.13 Unless otherwise provided, the following description
applies to both HSAs and HSSAs (jointly referred to as “health ac-
counts”).

Within limits, contributions to health accounts are deductible
if made by an eligible individual and are excludable from gross in-
come and wages for employment tax purposes if made by the em-
ployer of an eligible individual. In the case of HSSAs only, family
members may make nondeductible contributions on behalf of an el-
igible individual. Distributions from health accounts for qualified
medical expenses are not includible in gross income. Distributions
that are not for qualified medical expenses are includible in gross
income and subject to an additional 15 percent tax. The additional

12 Sec. 2056.

13 As under Archer MSAs, the House bill provision provides that the present-law requirement
applicable to insurance companies that certain policy acquisition expenses must be capitalized
and amortized (sec. 848) does not apply in the case of any contract that is a health account.
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15 percent tax does not apply after death, disability, or the indi-
vidual attains the age of Medicare eligibility (i.e., age 65).

Eligible Individuals
HSAS

Eligible individuals for HSAs are individuals who are covered
by a high deductible health plan and no other health plan that is
not a high deductible health plan. Individuals entitled to benefits
under Medicare are not eligible to make contributions to an HSA.
Eligible individuals do not include individuals who may be claimed
as a dependent on another person’s tax return.

An individual with other coverage in addition to a high deduct-
ible health plan is still eligible for an HSA if such other coverage
is certain permitted insurance or permitted coverage. Permitted in-
surance is: (1) insurance if substantially all of the coverage pro-
vided under such insurance relates to (a) liabilities incurred under
worker’s compensation law, (b) tort liabilities, (¢) liabilities relating
to ownership or use of property (e.g., auto insurance), or (d) such
other similar liabilities as the Secretary may prescribe by regula-
tions; (2) insurance for a specified disease or illness; and (3) insur-
ance that provides a fixed payment for hospitalization. Permitted
coverage is coverage (whether provided through insurance or other-
wise) for accidents, disability, dental care, vision care, or long-term
care.

A high deductible health plan is a health plan that in the case
of self-only coverage has an annual deductible between $1,000 and
$2,500 and in the case of family coverage has an annual deductible
between $2,000 and $5,050 (for 2003).14 The maximum out-of-pock-
et expenses must be no more than $3,350 in the case of self-only
coverage and no more than $6,150 in the case of family coverage.
The annual deductible maximum and minimum and out-of-pocket
expense amounts are indexed for inflation. A plan is not a high de-
ductible health plan if substantially all of the coverage is for per-
mitted coverage or coverage that may be provided by permitted in-
surance, as described above.

HSSAS

Individuals eligible for HSSAs are individuals who (1) are cov-
ered under a health plan meeting minimum deductible require-
ments and no other health plan that does not meet the minimum
deductible requirements, or (2) are uninsured. Individuals entitled
to benefits under Medicare are not eligible to make contributions
to an HSSA. Eligible individuals do not include individuals who
may be claimed as a dependent on another person’s tax return.

An individual with other coverage in addition to a plan meet-
ing the minimum deductible requirements is still eligible for an
HSSA if such other coverage is for permitted coverage or coverage
that may be provided by permitted insurance, as described above.
In addition, an individual is treated as uninsured if his or her only

_14Special rules apply for determining whether a health plan that is a preferred provider orga-
nization plan meets the requirements of a high deductible plan.
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coverage is permitted coverage or coverage that may be provided by
permitted insurance.

A plan meets the minimum deductible requirements if the plan
is a health plan with an annual deductible of at least $500 in the
case of self-only coverage and at least $1,000 in the case of family
coverage. These dollar amounts are indexed for inflation. There are
no maximum deductible requirements and no limits on out-of-pock-
et expenses. A plan is not 2 minimum deductible plan if substan-
tially all of the coverage is for permitted coverage or coverage that
may be provided by permitted insurance, as described above.

TAX TREATMENT OF AND LIMITS ON CONTRIBUTIONS

Contributions to a health account made by an eligible indi-
vidual are deductible (within limits) in determining adjusted gross
income (i.e., “above-the-line”). In addition, employer contributions
to a health account (including salary reduction contributions made
through a cafeteria plan) are excludable from gross income and
wages for employment tax purposes to the extent the contribution
would be deductible if made by the employee (e.g., in the case of
an HSSA, subject to the adjusted gross income limits).1®> Non-
deductible contributions may be made to an HSSA by a family
member of an eligible individual. In the case of an employee, con-
tributions to a health account may be made by both the individual
(and family members in the case of an HSSA) and the individual’s
employer. All contributions are aggregated for purposes of the max-
imum annual contribution limit.

The maximum aggregate annual contribution that can be made
to an HSA is 100 percent of the annual deductible under the high
deductible plan.1é

The maximum aggregate annual contribution that can be made
to an HSSA is (1) $2,000 for (a) persons with self-only coverage and
(b) uninsured individuals with no dependents’ who do not file a
joint return, and (2) $4,000 for (a) individuals with family coverage
and (b) uninsured individuals with dependents or who file a joint
return. In the case of individuals age 55 and older, the $2,000 and
$4,000 HSSA annual contribution limits are increased by $500 in
2004, $600 in 2005, $700 in 2006, $800 in 2007, $900 in 2008, and
$1,000 in 2009 and thereafter.

The maximum allowable contribution to an HSSA is phased
out for taxpayers with adjusted gross income '® above certain lev-
els. In the case of individuals with self-only coverage (other than
individuals filing a joint return), the phase-out range is $75,000 to
$85,000. For individuals with family coverage and individuals filing
a joint return, the phase-out range is $150,000 to $170,000. The ad-

15 Employer contributions to a health account are excludable from wages for employment tax
purposes if, at the time of payment, it is reasonable to believe that the emﬂloyee will be able
to exclude such payment from income (e.g., a reasonable basiss to believe that the employee’s
income is within the applicable adjusted gross income limits for an HSSA). .

16 The annual contrigution limit for a health account is the sum of the limits determined sepa-
rately for each month, based on the individual’s status and health plan coverage as of the first
day of the month. . .

17 Written declarations releasing a claim to a dependency exemption under section 152(e)(2)
are disregarded in determining whether an individual has dependents. o )

18 Adjusted gross income is defined generally as under the rules relating to individual retire-
ment arrangements (“IRAs”), and is computed after the deduction for contributions to IRAs and

before the deductions provided by the provisien.
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justed gross income limits apply to HSSA contributions from all
sources (e.g., both individual and employer contributions).

The maximum annual contribution limits for the health ac-
counts are coordinated so that contributions to one type of health
account reduce the annual contribution limit for the other type of
health account.1®

An excise tax applies to contributions in excess of the max-
imum contribution amount for the health account. The excise tax
is generally equal to six percent of the cumulative amount of excess
contributions that are not distributed from the health account to
the contributor.20

Amounts can be rolled over into a health account from an Ar-
cher MSA or a health FSA on a tax-free basis. Amounts can be
rolled over into an HSA from another HSA or HSSA and into an
HSSA from another HSSA on a tax-free basis. Rollovers from an
HSA into an HSSA are not permitted. Amounts transferred from
another health account or Archer MSA are not taken into account
under the annual contribution limits.

If an employer makes contributions to employees’ health ac-
counts, the employer must make available comparable contribu-
tions on behalf of all employees with comparable coverage during
the same period. Contributions are considered comparable if they
are either of the same amount or the same percentage of the de-
ductible under the plan. The comparability rule is applied sepa-
rately to part-time employees (i.e., employees who are customarily
employed for fewer than 30 hours per week). The comparability
rule does not apply to amounts transferred from an employee’s
health account, health FSA, or Archer MSA or to contributions
made through a cafeteria plan.

If employer contributions do not satisfy the comparability rule
during a period, then the employer is subject to an excise tax equal
to 35 percent of the aggregate amount contributed by the employer
to health accounts of the employer for that period. The excise tax
is designed as a proxy for the denial of the deduction for employer
contributions. In the case of a failure to comply with the com-
parability rule which is due to reasonable cause and not to willful
neglect, the Secretary may waive part or all of the tax imposed to
the extent that the payment of the tax would be excessive relative
to the failure involved. For purposes of the comparability rule, em-
ployers under common control are aggregated.

TAXATION OF DISTRIBUTIONS

Distributions from a health account for qualified medical ex-
penses of the individual and his or her spouse or dependents gen-
erally are excludable from gross income. In general, amounts in a
health account can be used for qualified medical expenses even if
the individual is not currently eligible for contributions to the
health account.2?

19 The contribution limits are also coordinated with contributions to Archer MSAs.

200rdering rules apply to determine the nature of any distributed excess contributions (e.g.,
nondeductible family contributions in the case of an HSSA or employer contributions).

21 However, in any year for which a contribution is made to an HSA, withdrawals from the
HSA maintained by that individual generally are excludable from income only if the individual
for whom the expenses were incurred was covered under a high deductible plan for the month

Continued
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_ Qualified medical expenses generally are defined as under sec-
tion 213(d) and include exfpenses for diagnosis, cure, mitigation,
treatment, or prevention of disease, including prescription drugs,
transportation primarily for and essential to such care, and quali-
fied long-term care expenses. Qualified medical expenses do not in-
clude expenses for insurance other than for (1) long-term care in-
surance, (2) premiums for health coverage during any period of
continuation coverage required by Federal law, and (3) premiums
for health care coverage while an individual is receiving unemploy-
ment compensation under Federal or State law. In the case of
HSSAs, qualified medical expenses also include (1) health insur-
ance meeting the minimum deductible requirements if no portion
of the cost of the insurance is paid by the employer or former em-
ployer of the individual or the individual’s spouse,?? and (2) health
insurance for individuals who are older than age 65 (including
Medicare expenses). For purposes of determining the itemized de-
duction for medical expenses, distributions from a health account
for qualified medical expenses are not treated as expenses paid for
medical care under section 213.

Distributions from a health account that are not for qualified
medical expenses are includible in gross income (except to the ex-
tent that the distribution is attributable to a return of nondeduct-
ible family contributions in the case of an HSSA).22 Distributions
includible in gross income are also subject to an additional 15-per-
cent tax unless made after death, disability, or the individual at-
tains the age of Medicare eligibility (i.e., age 65).

TAX TREATMENT OF HSAS AND HSSAS AFTER DEATH

Upon death, any balance remaining in the decedent’s health
account is includible in his or her gross estate.

If the heaith account holder’s surviving spouse is the named
beneficiary of the health account, then, after the death of the
health account holder, the health account becomes the health ac-
count of the surviving spouse and the amount of the health account
balance may be deducted in computing the decedent’s taxable es-
tate, pursuant to the estate tax marital deduction.24 The surviving
spouse is not required to include any amount in gross income as
a result of the death; the general rules applicable to the health ac-
count apply to the surviving spouse’s health account (e.g., the sur-
viving spouse is subject to income tax only on distributions from
the health account for nonqualified expenses). The surviving spouse
can exclude from gross income amounts withdrawn from the health
account for expenses incurred by the decedent prior to death, to the
extent they otherwise are qualified medical expenses.

If, upon death, the health account passes to a named bene-
ficiary other than the decedent’s surviving spouse, the health ac-
count ceases to be a health account as of the date of the decedent’s
death, and the beneficiary is required to include the fair market

in which the expenses were incurred. The rule does not apply for continuation coverage or cov-
erage while the individual is receiving unemployment compensation even if for an individual
who is not an eligible individual. . o

22 Amounts paid by the employer include salary reduction contributions. )

23 Ordering rules apply to determine the extent to which distributions are attributable to non-
deductible contributions.

24 Sec. 2056.
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value of health account assets as of the date of death in gross in-
come for the taxable year that includes the date of death. The
amount includible in income is reduced by the amount in the
health account used, within one year after death, to pay qualified
medical expenses incurred by the decedent prior to the death. As
is the case with other health account distributions, whether the ex-
penses are qualified medical expenses is determined as of the time
the expenses were incurred. In computing taxable income, the ben-
eficiary may claim a deduction for that portion of the Federal es-
tate tax on the decedent’s estate that was attributable to the
amount of the health account balance.?5

If there is no named beneficiary of the decedent’s health ac-
count, the health account ceases to be a health account as of the
date of death, and the fair market value of the assets in the health
account as of such date is includible in the decedent’s gross income
for the year of the death.

This rule applies in all cases in which there is no named bene-
ficiary, even if the surviving spouse ultimately obtains the right to
the health account assets (e.g., if the surviving spouse is the sole
beneficiary of the decedent’s estate).

REPORTING REQUIREMENTS

Employer contributions are required to be reported on the em-
ployee’s Form W-2. Trustees of health accounts may be required to
report to the Secretary of the Treasury amounts with respect to
contributions, distributions, and other matters as determined ap-
propriate by the Secretary. In addition, providers of health insur-
ance are required to report information as may be prescribed by
the Secretary.

Effective date.—The House bill provision is effective for taxable
years beginning after December 31, 2003.

Senate Amendment
No provision.
Conference Agreement

The conference agreement does not include the House bill pro-
vision relating to HSSAs. The conference agreement includes the
HSA 2%rovision from the House bill, with the following modifica-
tions.

The conference agreement modifies the definition of a high de-
ductible health plan applicable to HSAs by removing the limitation
on the maximum amount of the deductible and increasing the limit
on out-of-pocket expenses. Under the conference agreement, a high
deductible health plan is a health plan that has a deductible that
is at least $1,000 for self-only coverage or $2,000 for family cov-
erage?7 and that has an out-of-pocket expense limit that is no more
than $5,000 in the case of self-only coverage and $10,000 in the

25The deduction is calculated in accordance with the present-law rules relating to income in
respect of a decedent set forth in section 691(c). .

26 The rules for HSAs generally follow those of Archer MSAs unless otherwise provided.

27The $1,000 limit is indexed for inflation. The family coverage limit will always be twice the
individual limit (as indexed for inflation).
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case of family coverage.28 As under present law, out-of-pocket ex-
penses 1ncl_ude deductibles, co-payments, and other amounts (other
than premiums) that the individual must pay for covered benefits
under the plan.

Under the conference agreement, the maximum aggregate an-
nual contribution?® that can be made to an HSA is the lesser of
(1) 100 percent of the annual deductible under the high deductible
health plan, or (2) the maximum deductible permitted under an Ar-
cher MSA high deductible health plan under present law, as ad-
justed for inflation. For 2004, the amount of the maximum high de-
ductible is estimated to be $2,600 in the case of self-only coverage
and $5,150 in the case of family coverage.

Under the conference agreement, contributions made by or on
behalf of an eligible individual are deductible by the individual.
Thus, for example, contributions made by an eligible individual’s
family members are deductible by the eligible individual to the ex-
tent the contributions would be deductible if made by the indi-
vidual.30 As under the House bill, all contributions by or on behalf
of an eligible individual are aggregated for purposes of the max-
imum annual contribution limit. Contributions to Archer MSAs re-
duce the annual contribution limit for HSAs.

The conference agreement increases the annual contribution
limits for individuals who have attained age 55 by the end of the
taxable year. In the case of policyholders and covered spouses who
are age 55 or older, the HSA annual contribution limit is greater
than the otherwise applicable limit by $500 in 2004, $600 in 2005,
$700 in 2006, $800 in 2007, $900 in 2008, and $1,000 in 2009 and
thereafter.3! As under the House bill, contributions, including
catch-up contributions, cannot be made once an individual is eligi-
ble for Medicare. Under the conference agreement, qualified med-
ical expenses are expanded to include health insurance premiums
for individuals eligible for Medicare, other than premiums for
Medigap policies. Qualified health insurance premiums include, for
example, Medicare Part A and Part B premiums, Medicare HMO
premiums, and the employee share of premiums for employer-
sponsored health insurance including employer-sponsored retiree
health insurance.

Except as otherwise provide by the Secretary, preventative
care is defined as under section 1871 of the Social Security Act. It
is intended that the Secretary of the Treasury will amend the defi-
nition of preventative care if the definition used under the Social
Security Act is inconsistent with the purposes of the provision.
Under the conference agreement, the additional tax on nonqualified

281n the case of the plan using a network of providers, the plan does not fail to be a high
deductible health plan (if it would otherwise meet the requirements of a high deductible health
plan) solely because the out of-pocket expense limit for services provised outside of the network
exceeds the $5,000 and $10,000 out-of-pocket expense limits. In addition, such plan’s deductible
for out-of-network services is not taken into account in determining the annual contribution
limit (i.e., the deductible for services within the network is used for such purpose).

29 The maximum annual contribution limit is calculated as the sum of limits determined for
each month based on the individual’s health plan coverage on the first day of the month.

30Under present law, contributions made on behalf of another individual are generally treated
as gifts. The present-law gift tax rules apply to contributions made on behalf of another indi-
vidual.

31As in determining the general annual contribution limit, the increase in the annual con-
tribution limit for individuals who have attained age 55 is also determined on a monthly basis.
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distributions is reduced to 10 percent (rather than 15 percent as
in the House bill).

Under the conference agreement, amounts can be rolled over
into an HSA from another HSA or from an Archer MSA. The con-
ference agreement also clarifies information reporting requirements
in the House bill.

Effective date.—The provision is effective for taxable years be-
ginning after December 31, 2003.

Disposition of Unused Health Benefits in Flexible Spending Ar-
rangements (sec. 1203 of the House bill and sec. 125 of the
Code)

Present Law

A flexible spending arrangement (“FSA”) is defined under the
Code as a benefit program which provides employees with coverage
under which specified incurred expenses may be reimbursed and
the maximum amount of reimbursement which is reasonably avail-
able to a participant for such coverage is less than 500 percent of
the value of such coverage.32 A health FSA is an FSA that provides
for reimbursement of medical expenses.33 Health FSAs are typi-
cally part of a cafeteria plan and may be funded through salary re-
duction.34 Health FSAs are commonly used, for example, to reim-
burse employees for medical expenses not covered by insurance.
There is no special exclusion for benefits provided under an FSA.
Thus, health benefits provided under an FSA are excludable from
income only if they qualify for exclusion under sections 105 or 106.

FSAs that are part of a cafeteria plan must comply with the
rules applicable to cafeteria plans generally. One of these rules is
that a cafeteria plan may not offer deferred compensation except
through a qualified cash or deferred arrangement.35 Under pro-
posed Treasury regulations, a cafeteria plan is considered to permit
the deferral of compensation if it includes a health FSA which re-
imburses participants for medical expenses incurred beyond the
end of the plan year.36 Thus, amounts in an employee’s health ac-
count that are not used for medical expenses incurred before the
end of a plan year must be forfeited. This rule is often referred to
as the “use it or lose it” rule.

House Bill

The House bill allows up to $500 of unused health benefits in
an employee’s health FSA to be carried forward to the employee’s
health account for the next plan year of the health FSA or trans-
ferred to an HSA or HSSA maintained for the benefit of the em-
ployee.37 Amounts transferred to an HSA or HSSA are treated as
employer contributions for purposes of the HSA and HSSA rules.
Under the House bill, if an individual is not eligible to contribute
to an HSA or HSSA for the taxable year, the individual may trans-
fer up to $500 of unused health benefits in the employee’s health

32Sec. 106(c).
33 FSAs may also be used to provide certain other nontaxable benefits, such as dependent care.
34 Long-term care insurance cannot be offered through a cafeteria plan. Sec. 125(f).
2: 1S)ec. 401(k).
rop. Treas. Reg. sec. 1.125-2 Q&A-5(a). .
37Section 2 of the bill provides the eligibility rules for contributions to an HSA or HSSA.
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FSA to a tax-qualified retirement plan, a tax-sheltered annuity
(section 403(b)), an individual retirement arrangement (“IRA”), or
an eligible deferred compensation plan of a State or local govern-
ment (section 457). An employee’s unused health benefit is the ex-
cess of the maximum amount of reimbursement allowable to the
employee over the actual amount of reimbursement made during
the year. Amounts transferred are subject to the rules and limits
on contributions that would otherwise apply to contributions to the
transferee plan.

Effective date.—The House bill provision applies to taxable
years beginning after December 31, 2003.

Senate Amendment
No provision.
Conference Agreement
The conference agreement does not include the House bill pro-
vision.
Exclusion from Gross Income of Certain Federal Subsidies for Pre-
scription Drug Plans (new sec. 139A of the Code)

Present Law

Gross income includes all income from whatever source derived
unless a specific exclusion applies.38

House Bill
No provision.
Senate Amendment
No provision.

Conference Agreement

The conference agreement provides that gross income does not
include any special subsidy payment received under section 1860D—
22 of the Social Security Act. The exclusion applies for purposes of
both the regular tax and the alternative minimum tax (including
the adjustment for adjusted current earnings).

The exclusion is not taken into account in determining whether
a deduction is allowable with respect to costs taken into account in
determining the subsidy payment. Accordingly, a taxpayer could
claim a deduction for prescription drug expenses incurred even
though the taxpayer also received an excludible subsidy related to
the same expenses.

Effective date.—The provision is effective for taxable years end-
ing after the date of enactment.

38 Sec. 61.
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Exception to Information Reporting Requirements for Certain
Health Arrangements (sec. 1204 of the House bill and sec. 6041
of the Code)

Present Law

Any person in a trade or business who, in the course of that
trade or business, makes specified payments to another person to-
taling $600 or more in a year, must provide an information report
to the IRS (as well as a copy to the recipient) on the payments.39
Reporting is required to be done on Form 1099. In general, these
information reports remind taxpayers of amounts of income that
should be reflected on their tax returns and assist the IRS in
verifying that taxpayers have correctly reported these amounts.

Treasury regulations specify that fees for professional services,
including the services of physicians, must be reported.4® Treasury
regulations also provide a general exception from these information
reporting requirements for payments made to corporations, except
that this exception is inapplicable if the corporation is “engaged in
providing medical and health care services.”4l Earlier this year,
the IRS issued a revenue ruling describing whether employer-pro-
vided expense reimbursements made through debit or credit cards
or other electronic media are excludible from gross income.42 The
ruling states that “payments made to medical service providers
through the use of debit, credit, and stored value cards are report-
able by the employer on Form 1099-MISC under section 6041.”43

House Bill

The House bill provides an exception from the generally appli-
cable information reporting provisions for payments for medical
care made under either: (1) a flexible spending arrangement,?4 or
(2) a health reimbursement arrangement that is treated as em-
ployer-provided coverage.

Effective date—The House bill provision applies to payments
made after December 31, 2002.

Senate Amendment
No provision.

Conference Agreement
The conference agreement follows the House bill.

TAX COMPLEXITY ANALYSIS

Section 4022(b) of the Internal Revenue Service Reform and
Restructuring Act of 1998 (the “IRS Reform Act”) requires the Joint
Committee on Taxation (in consultation with the Internal Revenue
Service and the Department of the Treasury) to provide a tax com-
plexity analysis. The complexity analysis is required for all legisla-

398ec. 6041.

40 Treas. Reg. sec. 1.6041-1(d)(2).

4! Treas. Reg. sec. 1.6041-3(p)(1). These regulations also provide an exception from these in-
formation retforting requirements if the payment is made to a hospital that is tax-exempt or
that is owned and operated by a government entity.

:ig;av. Rul. 200343, 2003-21 L.R.B. 935 (May 27, 2003).

44This term is defined in sec. 106(cX2).
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tion reported by the Senate Committee on Finance, the House
Committee on Ways and Means, or any committee of conference if
the legislation includes a provision that directly or indirectly
amends the Internal Revenue Code (the “Code”) and has wide-
spread applicability to individuals or small businesses.

The staff of the Joint Committee on Taxation has determined
that a complexity analysis is not required under section 4022(b) of
the IRS Reform Act because the bill contains no provisions that
amend the Code and that have “widespread applicability” to indi-
viduals or small businesses

BrLLy TAUZIN,
WILLIAM THOMAS,
MICHAEL BILIRAKIS,
Nancy L. JOHNSON,
Tom DELAY,
Managers on the Part of the House.

CHUCK GRASSLEY,
ORRIN HaTCH,
DonN NICKLES,
BILL FRrisT,
JoN KyL,
Max Baucus,
JOHN BREAUX,
Managers on the Part of the Senate.

O
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108TH CONGRESS REPORT
1st Session HOUSE OF REPRESENTATIVES 108-334

VISION 100—CENTURY OF AVIATION REAUTHORIZATION
ACT

OCTOBER 29, 2003.—Ordered to be printed

Mr. YOUNG of Alaska, from the committee on conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 2115]

The committee of conference on the disagreeing votes of the
two Houses on the amendment of the Senate to the bill (H.R.
2115), to amend title 49, United States Code, to reauthorize pro-
grams for the Federal Aviation Administration, and for other pur-
poses, having met, after full and free conference, have agreed to
fecommend and do recommend to their respective Houses as fol-
ows:

That the House recede from its disagreement to the amend-
fl'nﬁnt of the Senate and agree to the same with an amendment as
ollows:

In lieu of the matter proposed to be inserted by the Senate
amendment, insert the following:

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.
(a) SHORT TITLE.—This Act may be cited as the “Vision 100—
Century of Aviation Reauthorization Act”.

(b) TABLE OF CONTENTS.—The table of contents for this Act is
as follows:

29-006



TITLE IX—EXTENSION OF AIRPORT AND AIRWAY TR UST FUND
EXPENDITURE AUTHORITY

Sec. 901. Extension of expenditure authori
Sec. 902. Technical correction to flight segzént.

TITLE IX—EXTENSION OF AIRPORT AND
AIRWAY TRUST FUND EXPENDITURE
AUTHORITY

SEC. 901. EXTENSION OF EXPENDITURE AUTHORITY.

(@) IN GENERAL.—Paragraph (1) of section 9502(d) of the Inter-
nal Revenue Code of 1986 (relating to expenditures from Airport
end Airway Trust Fund) is amended—

(1) by striking “October 1, 2003” and inserting “October 1,

2007, and

(2) by inserting before the semicolon at the end of subpara-
graph (A) the following: “or the Vision 100—Century of Avia-
tion Reauthorization Act”.

(b) CONFORMING AMENDMENT.—Paragraph (2) of section
9502(f) of the Internal Revenue Code of 1986 is amended by striking
“October 1, 2003” and inserting “October 1, 2007”.

SEC. 902. TECHNICAL CORRECTION TO FLIGHT SEGMENT.

(a) SprciAL RULE.—Section 4261(e)(4) of the Internal Revenue
Code of 1986 is amended by adding at the end the following new
subparagraph:

“‘D) SPECIAL RULE FOR AMOUNTS PAID FOR DOMESTIC
SEGMENTS BEGINNING AFTER 2002.—If an amount is paid
during a calendar year for a domestic segment beginning
in a later calendar year, then the rate of tax under sub-
section (b) on such amount shall be the rate in effect for the
calendar year in which such amount is paid.”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall take effect as if included in the provisions of the Taxpayer Re-
lief Act of 1997 to which they relate.

And the Senate agree to the same.
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From the Committee on Transportation and Infrastruc-
ture, for consideration of the House bill and the Senate
amendment, and modifications committed to conference:

DoN YOUNG,

JOHN Mica,

VERNON J. EHLERS,

ROBIN HAYES,

DENNY REHBERG,

JOHNNY ISAKSON,
From the Committee on Energy and Commerce, for consid-
eration of sec. 521 of the House bill and sec. 508 of the
Senate amendment, and modifications committed to con-
ference:

BrLLy TAUZIN,

JOE BARTON,
From the Committee on Government Reform, for consider-
ation of secs. 404 and 438 of the House bill and sec. 108
of the Senate amendment, and modifications committed to
conference:

Tom DAVIS,

CHRISTOPHER SHAYS,
From the Committee on the Judiciary, for consideration of
secs. 106, 301, 405, 505, and 507 of the Senate amend-
ment, and modifications committed to conference:

JAMES SENSENBRENNER, Jr.,

HowarD COBLE,
From the Committee on Resources, for consideration of
secs. 204 and 409 of the House bill and sec. 201 of the Sen-
ate amendment, and modifications committed to con-
ference:

RicHARD POMBO,

JiM GIBBONS,
Provided that Mr. Renzi is appointed in lieu of Mr. Pombo
for consideration of section 409 of the House bill, and
modifications committed to conference:

Rick RENZI,
From the Committee on Science, for consideration of sec.
102 of the House bill and secs. 102, 104, 621, 622, 641,
642, 661, 662, 663, 667, and 669 of the Senate amendment,
and modifications committed to conference:

SHERWOOD BOEHLERT,

DANA ROHRABACHER,



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE OF
CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the
amendment of the Senate to the bill (H.R. 2115), to amend title 49,
United States Code, to reauthorize programs for the Federal Avia-
tion Administration, and for other purposes, submit the following
Jjoint statement to the House and the Senate in explanation of the
effect of the action agreed upon by the managers and recommended
in the accompanying conference report:

The Senate amendment struck all of the House bill after the
enacting clause and inserted a substitute text.

The House recedes from its disagreement to the amendment of
the Senate with an amendment that is a substitute for the House
bill and the Senate amendment. The differences between the House
bill, the Senate amendment, and the substitute agreed to in con-
ference are noted below, except for clerical corrections, conforming
changes made necessary by agreements reached by the conferees,
and minor drafting and clarifying changes.

1. SHORT TITLE
House bill
“Flight 100—Century of Aviation Reauthorization Act”.
Senate amendment
“Aviation Investment and Revitalization Vision Act”.
Conference substitute
“Vision 100—Century of Aviation Reauthorization Act”.
2. LENGTH OF AUTHORIZATION
House bill
4 years.
Senate amendment
3 years.
Conference substitute
House bill.
3. FINDINGS
House bill
No provision.

(113)
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179. EXTENSION OF EXPENDITURE AUTHORITY

House bill

Allows grants to be made from the aviation trust fund for the
purposes specified in this Act.

Senate amendment

Similar provision but adds a conforming amendment to section
9502(f).

242 2003-3 C.B.
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Conference substitute

. Senate amendment plus additional language making a tech-
nical correction to the domestic flight segment portion of the airline
ticket tax. Beginning with calendar year 2003, the domestic flight
segment portion of the airline ticket tax is adjusted for inflation
annually. The technical correction clarifies that, in the case of
amounts paid for transportation before the beginning of the year in
which the transportation is to occur, the rate of tax is the rate in
effect for the calendar year in which the amount is paid. The provi-
;16)(1)12 1s effective for flight segments beginning after December 31,

180. ADDITIONAL MATTERS

~ The Managers strongly encourage the FAA and the Occupa-
tional Safety and Health Administration to continue to work under
the framework established in the August 2000 Memorandum of
Understanding and establish a coordination mechanism to deter-
mine which existing and future OSHA regulations can be applied
to an aircraft in operation without compromising aviation safety.

The Managers are aware of concerns about the impact of air-
craft noise on residential areas, including those surrounding the
communities of the four airports of the Port Authority of New York
and New Jersey (PANYNJ). Although the FAA determined that
aircraft noise pollution was the strongest and most widespread con-
cern raised by the public at its twenty-eight public scoping meet-
ings in five states in 2001, the PANYNJ has not undertaken action
to mitigating residential complaints in the neighborhoods sur-
rounding its airports. Therefore, it is the hope of the Conference
Committee that the PANYNJ will work in good faith with the New
York and New Jersey Congressional delegations to address these
issues, including undertaking a part 150 study to qualify for Fed-
eral residential soundproofing dollars or to begin undertaking resi-
dential soundproofing in the most affected areas in the footprint
with particular focus on the neighborhoods surrounding LaGuardia
Airport.

I—pThe Managers strongly encourage the FAA to work with state
aviation agencies and universities to develop a national, innovative
program that would offer practical training and information re-
sources for those who operate, maintain, and administer public use
airports across the nation on topics such as pavement maintenance,
snow and ice control, project development and funding, wildlife con-
trol and safety and operations. To further this program, the Com-
mittee recommends that FAA consult with state aviation agencies
and universities that have created similar programs for general
aviation airports in their state.

The legislation includes a section that amends section 4(b) of
the Rivers and Harbors Appropriations Act of 1884 to clarify that
the restriction in that section with respect to taxes on vessels or
other water craft does not apply to property taxes on vessels or
water craft, other than vessels or water craft that are primarily en-
gaged in foreign commerce, so long as those taxes are constitu-
tionally permissible under long-standing judicial interpretations of
the Commerce Clause. To assure the consistent application of legal
principles concerning non-Federal taxation of interstate transpor-
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tation equipment, the amendment in this section is effective as of
November 25, 2002. Over the years, the U.S. Supreme Court has
ruled on the constitutionality of property taxes on various forms of
interstate and international transportation equipment in a number
of cases, including but not limited to Pullman’s Palace Car Co. v.
Pennsylvania, 141 U.S. 18 (1891) (railroad rolling stock); Ott v.
Mississippi Valley Barge Line Co., 336 U.S. 169 (1949) (barges on
inland waterways); and Braniff Airways, Inc. v. Nebraska State
Board of Equalization, 347 U.S. 590 (1954) (domestic aircraft);
Complete Auto Transit, Inc. v. Brady, 430 U.S. 274 (1977); and
Japan Line v. County of Los Angeles, 441 U.S. 434 (1979). This line
of decisions has sustained property taxes in interstate transpor-
tation cases when the tax is applied to an activity with a substan-
tial nexus with the taxing entity, is fairly apportioned, does not dis-
criminate against interstate commerce, and is fairly related to the
services provided by the taxing entity. The exception for state and
local taxes on vessels or watercraft that are primarily engaged in
foreign commerce implements the holding of the Japan Line case.
The committee notes that section 4(b) does not affect whether sales
or income taxes are applicable with respect to vessels. The purpose
of section 4(b) was to clarify existing law with respect to Constitu-
tionally permitted fees and taxes on a vessel, but also to prohibit
fees and taxes imposed on a vessel simply because that vessel sails
through a given jurisdiction.

The Managers are aware of the concerns raised about the re-
cent increase in shipment interruptions during the transportation
of essential radiopharmaceuticals due to new air transportation se-
curity mandates. The Committee recommends that the Secretary of
Homeland Security, in consultation with the Secretary of Transpor-
tation, review current procedures for shipment of radiopharma-
ceuticals and recommend actions to ensure the timely delivery of
them. If the Secretary of DHS undertakes this study, the Secretary
shall also submit recommendations to the House Committee on
Transportation and Infrastructure and the Senate Committee on
Commerce, Science, and Transportation on the actions taken to en-
sure that timely delivery of these medical products by commercial
aircraft no later than 180 days after the enactment of the Act.

From the Committee on Transportation and Infrastruc-
ture, for consideration of the House bill and the Senate
amendment, and modifications committed to conference:

DonN Young,

JOHN Mica,

VERNON J. EHLERS,

RoBIN HAYES,

DENNY REHBERG,

JOHNNY ISAKSON,
From the Committee on Energy and Commerce, for consid-
eration of sec. 521 of the House bill and sec. 508 of the
Senate amendment, and modifications committed to con-
ference:

BiLLy TAuzinN,

JOE BARTON,
From the Committee on Government Reform, for consider-
ation of secs. 404 and 438 of the House bill and sec. 108
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of the Senate amendment, and modifications committed to
conference:

ToMm Davis,

CHRISTOPHER SHAYS,
From the Committee on the Judiciary, for consideration of
secs. 106, 301, 405, 505, and 507 of the Senate amend-
ment, and modifications committed to conference:

JAMES SENSENBRENNER, Jr.,

HowaRrD COBLE,
From the Committee on Resources, for consideration of
secs. 204 and 409 of the House bill and sec. 201 of the Sen-
ate amendment, and modifications committed to con-
ference:

RICHARD PoMBO,

JIM GIBBONS,
Provided that Mr. Renzi is appointed in lieu of Mr. Pombo
for consideration of section 409 of the House bill, and
modifications committed to conference:

Rick RENzI,
From the Committee on Science, for consideration of sec.
102 of the House bill and secs. 102, 104, 621, 622, 641,
642, 661, 662, 663, 667, and 669 of the Senate amendment,
and modifications committed to conference:

SHERWOOD BOEHLERT,

DANA ROHRABACHER,
From the Committee on Ways and Means, for consider-
ation of title VI of the House bill and title VII of the Sen-
ate amendment, and modifications committed to con-
ference:

BiLL THOMAS,

DAVE Camp,

Managers on the Part of the House.

JOHN McCAIN,

TED STEVENS,

CONRAD BURNS,

TRENT LoTT,

KAy BAILEY HUTCHISON,
Managers on the Part of the Senate.

O
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Public Law 108-178
108th Congress
An Act

i R 2003
To improve the United States Code. Dec. 15,
[H.R. 1437]

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

SECTION 1. LEGISLATIVE PURPOSE AND CONSTRUCTION. 40 USC note

(a) PURPOSE.—The purpose of this Act is to improve the United prec. 101
States Code by making necessary technical changes.

(b) No SUBSTANTIVE CHANGE.—This Act makes no substantive
change in existing law and may not be construed as making a
substantive change in existing law. '

(c) SEVERABILITY.—If a provision enacted by this Act is held
invalid, all valid provisions that are severable from the invalid
provision remain 1n effect. If a provision enacted by this Act is
held invalid in any of its applications, the provision remains valid
for all valid applications that are severable from any of the invalid
applications.

(e) THE INTERNAL REVENUE CODE OF 1986.—In section
7608(c)(1YA)R)(IV) of the Internal Revenue Code of 1986 (26 U.S.C.
7608(c)(1)(A)IXIV)), as amended by section 3(f) of Public Law 107—

217 (116 Stat. 1299), strike “title 40” and substitute “title 40, 26 USC 7608.
United States Code”.

Approved December 15, 2003.

LEGISLATIVE

HOUSE REPO!

CONGRESSIO:.
July 21,
Nov. 25,
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PUBLIC LAW 108-189—DEC. 19, 2003 117 STAT. 2835

Public Law 108-189
108th Congress

An Act
To restate, clarify, and revise the Soliders’ and Sailors’ Civil Relief Act of 1940. %
Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,
SECTION 1. RESTATEMENT OF ACT.

The Soldiers’ and Sailors’ Civil Relief Act of 1940 (50 U.S.C.
App. 501 et seq.) is amended to read as follows:

“SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

“(a) - SHORT TITLE.—This Act may be cited as the 50USC app.50L.
‘Servicemembers Civil Relief Act’.

“(b) TABLE OF CONTENTS.—The table of contents of this Act
is as follows:

“Sec. 706. Business or trade obligations.

2003-3 C.B. 247



248

(d) INTERNAL REVENUE CODE.—Section 7654(d)(1) of
26 USC 7654. Internal Revenue Code of 1986 is amended by striking “Soldie
and Sailors’ Civil Relief Act” and inserting “Servicemembers Ci

Relief Act”.

Approved December 19, 2003.

LEGISLATIVE HISTORY—H.R. 100 (S. 1136):

HOUSE REPORTS: No. 108-81 (Comm. on Veterans’ Affairs).
SENATE REPORTS: No. 108-197 accompanying S. 1136 (Comm. on Veterans’ .

fairs).
CONGRESSIONAL RECORD, Vol. 149 (2003):
May 7, considered and passed House. o
Nov. 21, considered and passed Senate, amended, in lieu of S. 1136.
Dec. 8, House concurred in Senate amendment.

O
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108TH CONGRESS REPORT
1st Session HOUSE OF REPRESENTATIVES { 108-81

SERVICEMEMBERS CIVIL RELIEF ACT

APRIL 30, 2003.—Committed to the Committee of the Whole House on the State of
the Union and ordered to be printed

Mr. SMITH of New Jersey, from the Committee on Veterans’ Affairs,
submitted the following

REPORT

[To accompany H.R. 100]

[Including cost estimate of the Congressional Budget Office)

The Committee on Veterans' Affairs, to whom was referred the
bill (H.R. 100) to restate, clarify, and revise the Soldiers’ and Sail-
ors’ Civil Relief Act of 1940, having considered the same, reports
favorably thereon with an amendment and recommends that the
bill as amended do pass.

The amendment is as follows:

Strike all after the enacting clause and insert the following:

SECTION 1. RESTATEMENT OF ACT.
The Soldiers’ and Sailors’ Civil Relief Act of 1940 (50 U.S.C. App. 501 et seq.) is
amended to read as follows:
“SECTION 1. SHORT TITLE; TABLE OF CONTENTS.
“(a) SHORT TITLE.—This Act may be cited as the ‘Servicemembers Civil Relief Act’.
“(b) TABLE OF CONTENTS.—The table of contents of this Act is as follows:

“TITLE VII-FURTHER RELIEF

19-006
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“SEC. 705. GUARANTEE OF RESIDENCY FOR MILITARY PERSONNEL.

“For the purposes of voting for any Federal office (as defined in section 301 of the
Federal Election Campaign Act of 1971 (2 U.S.C. 431)) or a State or local office, a
person who is absent from a State in compliance with military or naval orders shall
not, solely by reason of that absence—

“(1) be deemed to have lost a residence or domicile in that State, without re-
gard to whether or not the person intends to return to that State;

“(2) be deemed to have acquired a residence or domicile in any other State;
or

“(3) be deemed to have become a resident in or a resident of any other State.”.

SEC. 2. CONFORMING AMENDMENTS.

(d) INTERNAL REVENUE CODE.—Section 7654(d)1) of the Internal Revenue Code
of 1986 is amended by striking “Soldiers’ and Sailors’ Civil Relief Act” and inserting
“Servicemembers Civil Relief Act”.

INTRODUCTION

The reported bill reflects the Committee’s consideration of H.R.
100, as amended.

On January 7, 2003, the Chairman and Ranking Member of the
Veterans’ Affairs Committee, the Honorable Christopher H. Smith
and the Honorable Lane Evans, introduced H.R. 100 to restate,
clarify, and revise the Soldiers’ and Sailors’ Civil Relief Act of 1940.

On July 24 and July 25, 2002, the Subcommittee on Benefits
held hearings on H.R. 5111, the Servicemembers’ Civil Relief Act,
and H.R. 4017, the Soldiers’ and Sailors’ Civil Relief Equity Act.
H.R. 5111, introduced on July 7, 2002, was a restatement and clari-
fication of the Soldiers’ and Sailors’ Civil Relief Act of 1940, and
is nearly identical to H.R. 100. H.R. 4017, introduced on March 20,
2002, added coverage under the Soldiers’ and Sailors’ Civil Relief
Act of 1940 for those National Guard members called up under title
32, United States Code, for 30 days or more. )

On July 24, the witnesses were Mr. Craig W. Duehring, Acting
Assistant Secretary of Defense (Reserve Affairs); Ms. Judy Wilson,

250 2003-3 C.B.
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Deputy Director, Government Relations, The Enlisted Association
of the National Guard; Mr. Bob Manhan, Assistant Director, Na-
tional Legislative Service, Veterans of Foreign Wars; Mr. Richard
Jones, National Legislative Director, AMVETS; and Ms. Joyce
Wessel Raezer, Director, Government Relations, the National Mili-
tary Family Association, Inc.

On July 25, the witnesses were Robert Hirshon, Esq., President,
American Bar Association; Eugene R. Fidell, Esq., Feldeman, Tuck-
er, Leifer, Fidell & Bank, LLP; Mr. James Murphy, Chairman,
Mortgage Bankers Association of America; Henry R. Desmarais,
MD, M.P.A,, Senior Vice President, Health Insurance Association of
America; Ms. Kimberlee D. Vockel, Director of Legislative Affairs,
Non Commissioned Officers Association; Mr. William B. Loper, Di-
rector of Government Affairs, Association of the United States
Army; and Mr. James P. Tierney, Deputy Director of Legislative
Programs, National Guard Association of the United States.

The Administration supported both bills in concept while oppos-
ing some specific provisions. Other witnesses also generally sup-
ported the bills in concept with suggestions for substantive or tech-
nical improvements.

On April 3, 2003, the full Committee met and ordered H.R. 100,
with an amendment in the nature of a substitute, reported favor-
ably to the House by unanimous voice vote.

SUMMARY OF THE REPORTED BILL

H.R. 100, as amended, would:
1. Rename the Soldiers’ and Sailors’ Civil Relief Act of 1940 as
the Servicemembers Civil Relief Act (the Act).
2. Restate the purposes of the Act and include among the pur-
poses the temporary suspension of administrative pro-
ceedings.

2003-3 C.B. 251
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TITLE VII-—FURTHER RELIEF

1. Allow a servicemember to apply for anticipatory relief from

any obligation or liability incurred before the
servicemember’s military service, or from a tax or assessment
falling due before or during the servicemember’s military
service or within 180 days of termination from military serv-
ice. It would provide that in a case covered by this provision,
if the ability of the servicemember to comply with the terms
of an obligation or liability or pay a tax or assessment has
been materially affected by military service, after appropriate
notice and hearing, a court may grant: (1) a stay of enforce-
ment of certain real estate contracts, and (2) a stay of en-
forcement of certain other contracts. It also would provide
that, if a court grants a stay under this provision, no fine or
penalty may accrue during the period of compliance with the
terms and conditions of the stay.
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2. Extend automatically a servicemember’s power of attorney
when the servicemember is in a missing status.

3. Provide for suspension of a professional liability insurance
policy for the period of active duty military service in the
case of a person providing professional health care or legal
services (or other services determined by the Secretary of De-
fense to be professional services) under a professional liabil-
ity insurance contract and who entered into certain active
duty under title 10, United States Code. It would establish
requirements for suspension of coverage and reinstatement
of coverage, and prohibit the insurance carrier from requir-
ing payments to be made during the period of such sus-
pended coverage. It would define for the purposes of this pro-
v'lswanl ”the terms “active duty,” “profession,” and “profes-
sional.

4. Provide that a servicemember entitled to the rights and pro-
tections of the Act is also entitled upon termination of mili-
tary service to reinstatement of any health insurance that:
(1) was in effect on the day before service commenced, and
(2) was terminated effective on a date during the period of
service. It would prohibit any exclusions or waiting periods
from being imposed upon a returning servicemember for
health insurance coverage if: (1) the condition arouse before
or during the servicemember’s military service, (2) such ex-
clusion or waiting period would not have been imposed for
the condition during the period of coverage, and (3) such con-
dition is not determined by the Secretary of Veterans Affairs
to be a disability incurred or aggravated in the line of duty.
It would require that an application for reinstatement be
filed not later than 120 days after termination of military
service.

5. Provide a guarantee of residency for military personnel for
purposes of voting for any Federal office or a State or local
office, if that person is absent from a State in compliance
with military or naval orders.

BACKGROUND AND DISCUSSION

Congress has long recognized that the men and women of our
military services should have civil legal protections so they can “de-
vote their entire energy to the defense needs of the Nation.” With
hundreds of thousands of servicemembers fighting in the war on
terrorism and the war in Iraq, many of them mobilized from the
reserve components, the Committee believes the Soldiers’ and Sail-
ors’ Civil Relief Act (SSCRA) should be restated and strengthened
to ensure that its protections meet their needs in the 21st century.

The earliest recognition of the need to provide civil protections
for servicemembers in the United States dates back to the “stay
laws” promulgated by Louisiana during the War of 1812. Louisiana
suspended all proceedings in civil cases for four months as the Brit-
ish were advancing on New Orleans. Experience of persons serving
in the military during the Civil War led the Federal government
and some states to enact stay laws which had the effect of sus-
pending legal actions to which the soldier or sailor was a farty.
Soldiers’ and Sailors’ Civil Relief Bill: Hearing on S. 2859 and H.R.
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6361 Before the Senate Subcommittee on the Judiciary, 65th Cong.,
38 (1917). Following the decision of the United States to enter the
war in Europe in 1917, the first modern version of the Soldiers’ and
Sailors’ Civil Relief Act was drafted in six weeks by Major John
Wigmore, the eminent Dean of Northwestern University’'s Law
School and author of the authoritative treatise, Wigmore on Evi-
dence. He had been called to active duty and attached to the Army
Judge Advocate General Corps (JAGC). Id. at 83-84.

The original SSCRA provisions covered default judgments, stays
of proceedings, evictions, mortgage foreclosure, insurance, and in-
stallment contracts. In a letter transmitting the draft bill to Con-
gress, Newton Baker, Secretary of War, and Josephus Daniels, Sec-
retary of the Navy, summed up the purpose of the legislation, “On
the whole, the method of the act consists mainly in suspending pro-
ceedings and transactions during the soldier’s or sailor’s absence,
so that he may have an opportunity, when he returns, to be heard
and to take measures to protect his interests.” Id. at 5.

The Senate hearings considered the authority of Congress to
enact this type of legislation under the authority of the Constitu-
tion’s war powers, as well as provisions on protection of insurance
premiums. The Senate Subcommittee on the Judiciary in the end
determined in a resolution “that the Congress has the power to
enact a reasonable stay law, which may control the processes and
proceedings of State courts.” Id. This conclusion relied on Stewart
v. Kahn, 78 U.S. 493, 11 Wallace 493 (1870), a decision in which
the U.S. Supreme Court expressly held that the Federal statutes
of the Civil War (13 Stat. L., 123, June 11, 1864) were controlling
upon the state as well as the Federal courts. Id. at 89. The SSCRA
of 1918 terminated under its own provisions six months after
World War I ended.

In 1940, with the looming involvement of the United States in
World War II, Congress re-enacted the SSCRA almost verbatim.
Civil Liabilities of Military Personnel: Hearing on S. 4270 Before
the Senate Committee on Military Affairs, 76th Cong. Vol. 8, 7
(1940). The 1940 version added the method for administering in-
surance protection and protections with respect to public lands, and
raised the rent eviction ceiling from $50 to $80. Civil Liabilities of
Military Personnel: Hearing on S. 4270 Before the Senate Com-
mittee on Military Affairs, 76th Cong., Vol. 8, 18 (1940).

Within two years it became apparent that new social and busi-
ness realities made a major update necessary. While the amend-
ments were being considered, Congressman Overton Brooks (D-
LA), observed on the floor of the House:

This bill springs from the desire of the people of the
United States to make sure as far as possible that men in
service are not placed at a civil disadvantage during their
absence. It springs from the inability of men who are in
service to properly manage their normal business affairs
while away. It likewise arises from the differences in pay
which a soldier receives and what the same man normally
earns in civil life. (Cong. Rec. H. 5553, June 11, 1942).

The U.S. Supreme Court later supported this interpretation when
it declared that the Act must be read with “an eye friendly to those
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who dropped their affairs to answer their country’s call.” Le
Maistre v. Leffers, 333 U.S. 1, 6 (1948).

A team headed by Major William Partlow, U.S. Army, JAGC,
drafted major revisions to the SSCRA. During the 1942 hearings,
Major Partlow reaffirmed that the purpose of the Act was “toward
the withholding of remedies, rather than the extinguishments of
rights.” Soldiers’ and Sailors’ Civil Relief Act: Hearings on H.R.
7029 Before the House Committee on Military Affairs, T7th Cong.,
11 (1942). The 1942 amendments modified existing provisions and
expanded fproteci:ions of the Act. The most notable of these was the
creation of the 6 percent interest rate cap on indebtedness and the
prohibition on multiple state taxation of the property and income
of a servicemember.

Not until 1953 was the constitutionality of the Act challenged.
The U.S. Supreme Court in Dameron v. Brodhead, 345 U.S. 322
(1953), settled the issue by holding that Congress could pass legis-
lation such as the Act by virtue of its power “to declare war” (U.S.
Const. Art. I, sec. 8, ¢l. 11) and “to raise and support armies” (U.S.
Const. Art. I, sec. 8, cl. 12).

Including the major 1942 revisions, Congress has amended the
SSCRA 13 times. Lt. Colonel Gregory M. Huckabee, Operations
Desert Shield and Desert Storm: Resurrection of the Soldiers’ and
Sailors’ Civil Relief Act, 132 Mil. L. Rev. 141 154-157 (1991). The
SSCRA tolling provision was amended again in 1942 to exclude the
Internal Revenue Service, thus allowing the collection of taxes from
all citizens for the war effort regardless of status. (56 Stat. 964, ch.
619 (1942)). In 1944, Congress provided that servicemembers did
not lose their domicile by being absent due to military orders. (58
Stat. 722, ch. 397, sec. 1 (1944)). In 1948, Congress changed the
way life insurance premium refunds were credited in an attempt
to ma.l)ie the funds self-sustaining. (62 Stat. 160, ch. 170, Sec. 6
(1948)).

Four years later, Congress added a criminal penalty for anyone
who sold, foreclosed or seized property under a mortgage or trust
deed involving a servicemember without a court order. (66 Stat.
151, ch. 450 (1952)). In 1958, Congress made a minor change re-
moving the requirement by the Administrator of the Veterans Ad-
ministration to make annual reports to Congress on the guaranteed
life insurance program. (72 Stat. 1272, ch. 857, Sec. 14(76) (1958)).

In 1960, Congress permitted a declaration under penalty of per-
jury instead of an affidavit in default proceedings. This amendment
conformed federal law to state law for the purposes of default pro-
ceedings. (74 Stat. 820 (1960)). A new protection was added in 1962
excluding from taxation by nondomiciliary states personal property
belonging to a servicemember who resided outside of their domicile
due to military orders. (76 Stat. 768, ch. 771 (1962)). In 1966, Con-
gress raised the eviction rent ceiling from $80 to $150. (80 Stat. 28,
ch. 358, sec. 10 (1966)). ) )

In 1972, Congress indefinitely extended the effective life of pow-
ers of attorney executed during the Vietnam era (1963-1972). This
was in response to the prisoner of war issues from the Vietnam
War. (86 Stat. 1098, ch. 540, tit. V, sec. 504 (1972)). As a con-
sequence of the Persian Gulf War in 1990, Congress amepded sev-
eral sections of the SSCRA. Amy J. McDonough, et al., Crisis of the
Soldiers’ and Sailors’ Civil Relief Act: A Call for the Ghost of Major
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(Professor) John Wigmore, 43 Mercer L. Rev. 667, 671-76 (Winter
1992). The 1991 amendments raised the eviction rent ceiling again
from $150 to $1,200, created a new section suspending professional
liability insurance for medical professionals, and enacted another
new section to prohibit retaliatory action by creditors and insurers
if the servicemember requested relief under the Act. (105 Stat. 34).

In 2001, in response to a legal challenge to absentee military
votes cast in the November 1996 election, Congress again amended
the Act with a new section to guarantee residency for
servicemembers for voting purposes. (115 Stat. 1023, tit. XVI, sec.
1603). The most recent amendment in 2002 came about after the
terrorist attacks of September 11, 2001, and extended the protec-
tions of the Act to certain members of the National Guard called
to active duty under section 502(f) of title 32, United States Code,
in response to national emergencies. (116 Stat. 2821, tit. III, sec.
305).

The Soldiers’ and Sailors’ Civil Relief Act of 1940 was to remain
in force until May 15, 1945, or six months after the President pro-
claimed a treaty of peace. In 1948, after the SSCRA had expired,
Congress added a provision to the Military Selective Service Act,
requiring that the Soldiers’ and Sailors’ Civil Relief Act continue in
force until it was “repealed or otherwise terminated by a subse-
quent Act of Congress. . . .” (60 U.S.C. App. 464 (1948)). Congress
has not repealed or terminated the Act, and it continues in effect.

RESTATEMENT OF THE ACT

The Committee intends H.R. 100, as amended, to be a com-
prehensive restatement of the Act. The bill would clarify and
strengthen many of its protections. Section 1 of the bill would give
the Act a more inclusive short title, the “Servicemembers Civil Re-
lief Act,” because soldiers, sailors, marines and airmen are collec-
tively referred to as “servicemembers” in other statutes. The bill
updates and restates the current provisions of the Act in plain
English for improved comprehension. It is drafted in modern legis-
lative form with “titles” rather than “articles,” and divides many of
the sections into subsections and paragraphs for improved read-
ability. Descriptive headings are added throughout the bill. The
same general order of subject matter is preserved.

Section 2 of the bill restates the purposes of the Act for greater
clarity, removes redundant language, and expands the statement of
purposes to provide for the temporary suspension of administrative
proceedings.
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STATEMENT OF THE VIEWS OF THE ADMINISTRATION

1. The Committee held hearings on H.R. 5111, a bill to which H.R.
100 is nearly identical. The statement of Mr. Craig W. Duehring,
Acting Assistant Secretary of Defense, Reserve Affairs, Depart-
ment of Defense, before the Subcommittee on Benefits, Com-
mittee on Veterans’ Affairs, July 24, 2002:

Mr. Ch_ai;-man and members of the Subcommittee, thank
you for giving me the opportunity to come before you this
morning to discuss H.R. 5111, the Servicemembers’ Civil
Relief Act and H.R. 4017, the Soldiers’ and Sailors’ Civil
Relief Equity Act.

The Department of Defense supports H.R. 5111’s re-
statement of the Soldiers’ and Sailors’ Civil Relief Act as
the Servicemembers’ Civil Relief Act. The need to mod-
ernize the language of the Act, incorporate over 60 years
of case law, and add generally accepted practices is evi-
dent. The Department of Defense believes H.R. 5111 ac-
complishes this goal and would like to thank the Com-
mittee and its staff for their work on this important bill.

The Soldiers’ and Sailors’ Civil Relief Act of 1940 has
been an essential ingredient in the total quality of life
package for our military men and women, and their fami-
lies, since its passage. In passing this Act and its Civil
War and World War I era predecessors, Congress recog-
nized that active military service may cause severe, often
insurmountable, problems in handling personal affairs
back home: frequent involuntary moves, extended deploy-
ments overseas, long separations from families sometimes
with little advance notice. Congress also recognized the
need to have military men and women focused on their
operational mission free from worry about the welfare of
their families or their personal affairs.

Congress addressed these problems adequately and equi-
tably through the Act’s skillfully crafted balance among
the needs of our nation for a strong national defense, the
needs of Servicemembers—and their families—for security
in their personal affairs, and the needs of those who have
dealt with and depend upon Servicemembers for fulfill-
ment of their obligations.

H.R. 5111 maintains this important balance while ad-
dressing three areas where our experience with the Act in-
dicates that change is needed: clarifying and simplifying
the language; incorporating generally accepted procedures;
and updating the Act to reflect 60 years of change in
America. With the on-going war and reserve mobilization,
now is a good time to update and clarify the Act so it can
remain vital and continue to serve the needs of military
members and those with whom they do business.

The questions most frequently asked by
Servicemembers, their families, and those who deal with
them reveal that parts of the Act are difficult to read and
understand, and therefore difficult to follow. It is apparent
from these questions that the entire Act needs to be re-
written in plain English and in modern legislative drafting
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form. H.R. 5111 redrafts each section, updating the lan-
guage and removing much ambiguity.

Additionally, the Act fails to provide necessary proce-
dural guidance in many areas. For example, although the
Act specifically provides protections for Servicemembers in
the form of a request for a stay of proceedings, it does not
explain how to go about obtaining the needed relief. H.R.
5111 provides this missing procedural guidance.

Finally, the world of 1940 could not have foreseen all the
changes in American life that more than 60 years of tech-
nological advances and business practices would bring. The
extensive use of leases for automobiles and business equip-
ment could not possibly have been imagined over 60 years
ago. H.R. 5111 reflects over 60 years of progress in Amer-
ica.

The Department of Defense has only a few concerns with
H.R. 5111. First, the requirement of Section 105 that all
persons in military service and entering military service be
notified in writing of the benefits of this Act is unneces-
sary and would impose a significant administrative burden
that would accomplish little. As under the current law,
Congress should allow the Military Services to choose the
most appropriate means for notifying servicemembers of
their civil liability protections. Our experience indicates
that handing everyone a list of the many provisions of this
lengthy law would not be effective. Currently, the most
widely used provisions are typically explained in briefings
by legal assistance attorneys and in command newspapers
and other command information forums. Also,
servicemembers having civil legal problems are routinely
referred to a legal assistance office, where even the infre-
quently used provisions of the Act are explained, if appli-
cable to a servicemember’s situation.

Additionally, the Department would like the Committee
to consider adding language to H.R. 5111 that would de-
fine the meaning of the important term “material effect,”
incorporate case law holding that the Act’s protections
apply to business debts for which a servicemember is per-
sonally liable, and index the maximum rental amount cov-
ered by section 301 to account for inflation.

Finally, it appears that both sections 302 and 303 may
have inadvertently been drafted to include a reference to
section 108. We believe that the reference should be to sec-
tion 107.

Before moving to H.R. 4017, I would again like to thank
the Committee and its staff for all of the effort that has
gone into this important bill.

The Department of Defense opposes H.R. 4017.

Members of the National Guard called or ordered to duty
by a governor under section 502(f) of title 32 of the United
States Code are under the command and control of state
authorities and are subject to the laws and protections af-
forded by that state. This is true even though National
Guard members serving in this status are paid by the
United States. A Congressional determination of which
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civil liability protections to provide to Guardsmen serving
under state control is inconsistent with our federal system.
The Department believes the states should make this de-
termination.

~ The Department would support a concurrent resolution
in which Congress would urge the states, territories, and
government of the District of Columbia to enact laws and
implement policies to provide civil liability protections
similar to those provided under the Soldiers’ and Sailors’
Civil Relief Act (SSCRA) to members of their respective
National Guard when serving other than on active duty
under title 10 of the United States Code. We recently can-
vassed the states and territories and found that 21 of them
have laws providing some type of SSCRA protections, with
12 of those states providing protections that are identical
or nearly identical to those provided under SSCRA; several
other states currently are considering legislation that
would extend such protections to its Guardsmen. We ap-
preciate this opportunity to discuss these bills with you.

2. A letter from Mr. Hector V. Barreto, Administrator, U.S. Small
Business Administration:
U.S. SMALL BUSINESS ADMINISTRATION,
Washington, DC, April 2, 2003
Hon. CHRISTOPHER H. SMITH
Chairman, Committee on Veterans’ Affairs,
House of Representatives, Washington, DC

DEAR MR. CHAIRMAN: This letter expresses the views of
the U.S. Small Business Administration (SBA) on H.R.
100, intended to restate, clarify, and revise the Soldiers’
and Sailors’ Civil Relief Act of 1940.

SBA does not have any objections to the proposed legis-
lation. However, we note that both the current law and the
bill reduce the interest rate of a debt to six percent only
when an individual incurs the debt in his or her own per-
sonal capacity before being called up to active military
duty. The interest rate is not reduced to six percent, under
either the current law or H.R. 100, if the debt was in-
curred by the small legal entity, (e.g. a partnership, profes-
sional corporation, or limited liability company) owned and
operated by the individual who is called to active military
service, and who is an essential employee of the business.
This issue was of interest during the Gulf War.

SBA is authorized through the Veterans Entrepreneur-
ship and Small Business Development Act of 1999, PL
106-50, to provide economic injury disaster loan assistance
to small businesses that employ a military reservist. Small
businesses may apply for SBA’s Military Reservist Eco-
pomic Injury Disaster Loan (MREIDL) for up to $1.5 mil-
lion if they have been financially affected by essential em-
ployees that have been called up for active duty during a
period of military conflict. To date, SBA has approved ap-
proximately $3 million in loans for this program and has
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on-going outreach activities to inform the Armed Forces
and business community of these services.
Thank your for your continued interest in issues affect-
ing the small business community.
Sincerely,
HECTOR V. BARRETO,
Administrator

CONGRESSIONAL BUDGET OFFICE COST ESTIMATE

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,
Washington, DC, April 11, 2003
Hon. CHRISTOPHER H. SMITH
Chairman, Committee on Veterans’ Affairs,
House of Representatives, Washington, DC

DEAR MR. CHAIRMAN: The Congressional Budget Office has pre-
pared the enclosed cost estimate for H.R. 100, the Servicemembers
Civil Relief Act.

If you wish further details on this estimate, we will be pleased
to provide them. The CBO staff contact is Michelle S. Patterson,
who can be reached at 226-2840.

Sincerely,
DoucLas HoLTZ-EAKIN,
Director

Enclosure.
Congressional Budget Office Cost Estimate

H.R. 100, Servicemembers Civil Relief Act, As ordered reported by
the House Committee on Veterans’ Affairs on April 3, 2003

Summary

H.R. 100 would restate, clarify, and revise the Soldiers’ and Sail-
ors’ Civil Relief Act of 1940, which provides for financial protection
and temporary suspension of certain judicial proceedings for
servicemembers on active duty. The bill contains provisions that
would increase the rent level under which a servicemember or fam-
ily members are protected from eviction, limit a state’s ability to
increase the tax liability of a servicemember’s spouse, and increase
the value of life insurance coverage that is protected by the govern-
ment if premiums are not paid. CBO estimates that implementing
H.R. 100 would cost $2 million in 2004 and $4 million over the
2004-2008 period, assuming appropriation of the necessary
amounts. Enacting this legislation would not affect direct spending
or receipts.

H.R. 100 contains an intergovernmental mandate as defined in
the Unfunded Mandates Reform Act (UMRA), but CBO estimates
that the cost would not exceed the threshold established by UMRA
($59 million in 2003, adjusted annually for inflation).

The bill also contains a private-sector mandate as defined by
UMRA, but CBO estimates that the cost would not exceed the
threshold established by UMRA for private-sector mandates ($117
million in 2003, adjusted annually for inflation).
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Estimated cost to the Federal Government

Under current law, a servicemember may apply to the Depart-
ment of Veterans Affairs (VA) for protection to prevent a life insur-
ance policy from being terminated for nonpayment of the pre-
miums. If VA determines the servicemember is entitled to protec-
tion, then it will guarantee the payment of the premiums and at-
tempt to collect any amounts paid by VA from the servicemember.
Section 402 of the bill would increase the maximum value of a life
insurance policy that is eligible for protection from cancellation for
nonpayment of premiums from $10,000 to an amount equal to the
Servicemembers’ Group Life Insurance limit, which is currently
$250,000.

CBO estimates that implementing this legislation would cost $2
million in 2004 and $4 million over the 2004-2008 period, assum-
ing appropriation of the necessary amounts. Almost all of that
amount would result from payments made by VA to guarantee life
insurance protection. According to VA, the costs of providing this
additional protection would be%186,000 a year for every 10,000 re-
servists called to active duty. According to the Department of De-
fense, as of April 9, 2003, there were over 220,000 reservists mobi-
lized to fight the war with Iraq and support the global war on ter-
rorism. For this estimate, CBO assumes that the number of reserv-
ists on active duty will decline to about 100,000 in 2004 and about
15,000 by 2008 as tensions around the globe subside. If the number
of reservists called to active duty were to remain at current levels
over the 2004-2008 period, then the estimated costs would be cor-
respondingly higher. CBO also estimates that VA’s cost to admin-
ister this guarantee would increase somewhat—but by less than
$100,000 a year. The costs of this legislation fall within budget
function 700 (veterans benefits and services).

Estimated impact on state, local, and tribal governments

H.R. 100 contains an intergovernmental mandate as defined in
UMRA because it would prohibit jurisdictions from imposing in-
come taxes in certain instances. Under the current Soldiers’ and
Sailors’ Relief Act (section 574), servicemembers may only be taxed
on their military income by the tax jurisdiction of which they are
a resident. Servicemembers may not be taxed on their military pay
by the state in which they are stationed if it is not their state of
legal residence. However, if a servicemember or a servicemember’s
spouse earns additional payoff-base, the nonresident state may tax
that off-base income.

In certain states with graduated income tax rates, the income tax
rate which is applied to the off-base pay may be based on the
servicemembers’ total income, including military pay, and not the
off-base pay only. Including military pay in the calculation can
push the off-base pay into a higher tax bracket. That method of cal-
culating state income tax is, sometimes called the “California
Method” (although as many as 18 or more other states also use it).
If the servicemember's state of legal residence also charges income
tax, the resident state will offer an income tax credit for the income
tax on the off-base pay that the individual paid to the nonresident
state.

Section 511 would prohibit a tax jurisdiction from using the mili-
tary compensation of a nonresident servicemember to increase the
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tax liability imposed on other income earned by the nonresident
servicemember or spouse subject to tax by the jurisdiction. Thus,
a state where a servicemember is stationed could not use the “Cali-
fornia method” to determine the income tax rate for the off-base
pay, which may result in a lower income tax rate on that off-base
pay. This provision would preempt state law under UMRA and
would impose costs (in the form of lost revenues) in certain cases.

For states with a graduated tax structure that use the “Cali-
fornia method” to calculate nonresident income taxes, enacting sec-
tion 511 could result in a lower income tax rate on off-base earn-
ings. But the net effect on the servicemember’s overall income tax
payments to states would depend on the income tax structure of
the servicemember’s resident state. In no case would section 511
increase the overall income tax payments to states by the
servicemember and their spouse. In some cases, the provision
would have no net effect on income tax payments to states by
servicemembers and their spouses, and in some cases the provision
would reduce income tax payments to states. Thus, states as a
group would lose some income tax revenue. CBO estimates that the
cost of enacting section 511 would total about $20 million annually
and thus would be below the threshold established by UMRA ($59
million in 2003, adjusted annually for inflation).

Other provisions in H.R. 100 would restate provisions in the Sol-
diers’ and Sailors’ Civil Relief Act of 1940 or would otherwise have
no impact on state, local, or tribal governments.

Estimated impact on the private sector

H.R. 100 contains a private-sector mandate as defined by UMRA.
The bill requires a landlord who wishes to evict an active-duty ten-
ant or his or her dependents for nonpayment of rent to obtain a
court order authorizing the eviction. If the court finds that the
servicemember’s military service materially affects the ability to
pay rent, it can stay eviction for up to three months. Under current
law, the stay of eviction proceedings covers premises for which the
rent does not exceed $1,200 per month. Section 301 of this bill
would increase the mandate by raising the monthly lease amount
that is protected to $1,700 and requiring that this amount be ad-
justed annually by a housing price index. CBO estimates, however,
that the cost of complying with this mandate would not exceed the
threshold as specified in UMRA for private-sector mandates ($117
million in 2003, adjusted annually for inflation).

Estimate prepared by:
Federal Costs: Michelle S. Patterson

Ha{ﬁlpaCt on State, Local, and Tribal Government: Victoria Heid

Impact on the Private Sector: Adebayo Adedeji

Estimate approved by:
Peter H. Fontaine, Deputy Assistant Director for Budget Anal-
ysis

STATEMENT OF FEDERAL MANDATES

The foregoing Congressional Budget Office estimate states that
the costs of the intergovernmental and private sector mandates of
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the reported bill would not exceed the thresholds of the Unfunded
Mandates Reform Act.

STATEMENT OF CONSTITUTIONAL AUTHORITY

The constitutional authority for the reported bill is the power of
Congress “to . . . provide for the common defense” (U.S. Const. Art.
I, sec. 8, cl. 1), “to declare war” (U.S. Const. Art. I, sec. 8, cl. 11)
and “to raise and support armies” (U.S. Const. Art. I, sec. 8, cl. 12).
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INTRODUCTION

This document,! prepared by the staff of the Joint Committee on
Taxation in consultation with the staffs of the House Committee on
Ways and Means and the Senate Committee on Finance, provides
an explanation of tax legislation enacted in the 108th Congress.
The explanation follows the chronological order of the tax legisla-
tion as signed into law.

For each provision, the document includes a description of
present and prior law, explanation of the provision, and effective
date. Present and prior law describes the law in effect immediately
prior to enactment. Prior law indicates the portion of the law that
was changed by the provision. For most provisions, the reasons for
change are also included. In some instances, provisions included in
legislation enacted in the 108th Congress were not reported out of
committee before enactment. As a result, the legislative history of
such provisions does not include the reasons for change normally
included in a committee report. In the case of such provisions, no
reasons for change are included with the explanation of the provi-
sion in this document.

Part One of this document is an explanation of the provisions of
the Jobs and Growth Tax Relief Reconciliation Act of 2003 (Pub. L.
No. 108-27), relating to the acceleration of certain previously en-
acted tax reductions, growth incentives for businesses, reduction in
taxes on dividends and capital gains, and corporate estimated tax
payments.

Part Two is an explanation of the provision of Surface Transpor-
tation Extension Act of 2003 (Pub. L. No. 108-88) relating to the
extension of the Highway Trust Fund and Aquatic Resources Trust
Fund expenditure authority.

Part Three is an explanation of provisions relating to disclosure
of return information relating to student loans, extension of IRS
user fees, and extension of custom user fees of an Act to extend the
Temporary Assistance for Needy Families block grant program and
i%récaéré )tax and trade programs and for other purposes (Pub. L. No.

Part Four is an explanation of the provisions of the Military
Family Tax Relief Act of 2003 (Pub. L. No. 108-121), relating to
improving tax equity for military personnel and extension of cus-
tom user fees.

Part Five is an explanation of the provisions of the Medicare Pre-
scription Drug, Improvement, and Modernization Act (Pub. L. No.
108-173) relating to disclosure of return information for purposes
under the Medicare discount card program, disclosure of return in-
formation relating to income-related reduction in Part B Premium

! This document may be cited as follows: Joint Committee on Taxation, General Explanation
of Tax Legislation Enacted in the 108th Congress (JCS-5-05), May 2005.

(1)
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subsidy, health savings accounts, exclusion from gross income of
certain Federal subsidies for prescription drug plans, and an excep-
tion to information reporting for certain health arrangements.

Part Six is an explanation of the provisions of the Vision 100-
Century of Aviation Reauthorization Act (Pub. L. No. 108-176) re-
lating to the extension of expenditure authority.

Part Seven is an explanation of the provision of the
Servicemembers Civil Relief Act (Pub. L. No. 108-189) relating to
tax collection of servicemembers.

Part Eight is an explanation of the provision of the Surface
Transportation Extension Act of 2004 (Pub. L. No. 108-202) relat-
ing to extension of the Highway Trust Fund and Aquatic Resources
Trust Fund expenditure authority.

Part Nine is an explanation of the revenue provisions of the So-
cial Security Protection Act of 2004 (Pub. L. No. 108-203) relating
to the treatment of individual work plans under the Ticket to Work
program, FICA and SECA tax exemptions individuals subject to
the laws of a tantalization agreement partner, and other technical
amendments.

Part Ten is an explanation of the provisions of the Pension Fund-
ing Equity Act of 2004 (Pub. L. No. 108-218), relating to temporary
replacement of the 30-year Treasury rate and election of alter-
native deficit reduction contribution, multiemployer plan funding
notices, deferral of the charge for a portion of net experience loss
of multiemployer plans, and other provisions.

Part Eleven is an explanation of the provision of the Surface
Transportation Extension Act of 2004, Part II (Pub. L. No. 108—
224) relating to the extension of the Highway Trust Fund and
Aquatic Resources Trust Fund expenditure authority.

Part Twelve is an explanation of the provision of the Surface
Transportation Extension Act of 2004, Part III (Pub. L. No. 108—
263) relating to the extension of the Highway Trust Fund and
Aquatic Resources Trust Fund expenditure authority.

Part Thirteen is an explanation of the provision of the Surface
Transportation Extension Act of 2004, Part IV (Pub. L. No. 108—
280) relating to the extension of the Highway Trust Fund and
Aquatic Resources Trust Fund expenditure authority.

Part Fourteen is an explanation of the provision of the Surface
Transportation Extension Act of 2004, Part V (Pub. L. No. 108-
310) relating to the extension of the Highway Trust Fund and
Aquatic Resources Trust Fund expenditure authority.

Part Fifteen is an explanation of the provisions of the Working
Families Tax Relief Act of 2004 (Pub. L. No. 108-311), relating to
extension of certain expiring provisions, uniform definition of child
and tax technical corrections.

Part Sixteen is an explanation of the provision to clarify the tax
treatment of bonds and other obligations issued by the Government
of American Samoa (Pub. L. No. 108-326).

Part Seventeen is an explanation of the provisions of the America
Jobs Creation Act of 2004 (Pub. L. No. 108-357), relating to the re-
peal of exclusion for extraterritorial income, business tax incen-
tives, tax relief for agriculture and small manufacturers, tax reform
and simplification for United States businesses, deduction of State
and local sales taxes, miscellaneous and revenue provisions.
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Part Eighteen is an explanation of the revenue provisions of the
Ronald W. Reagan National Defense Authorization Act for Fiscal
Year 2005 (Pub. L. No. 108-375) relating to the exclusion from
gross income of travel benefits under Operation Hero Miles.

Part Nineteen is an explanation of the revenue provisions of the
Consolidated Appropriations Act, 2005 (Pub. L. No. 108-447) relat-
ing to the application of ERISA anticutback rules to certain multi-
employer plan amendments.

Part Twenty is an explanation of the provisions of the Act to
treat certain arrangements maintained by the YMCA Retirement
Fund as church plans for the purposes of certain provisions of the
Internal Revenue Code of 1986, and for other purposes (Pub. L. No.
109-476).

Part Twenty-One is an explanation of the provision of the Act to
modify the taxation of arrow components (Pub. L. No. 108-493).

The Appendix provides the estimated budget effects of tax legis-
lation enacted in the 108th Congress.

The first footnote in each part gives the legislative history of
each of the Acts of the 108th Congress discussed.



PART ONE: JOBS AND GROWTH TAX RELIEF
RECONCILIATION ACT OF 2003 (PUBLIC LAW 108-27) 2

I. ACCELERATION OF CERTAIN PREVIOUSLY ENACTED
TAX REDUCTIONS

A. Accelerate the Increase in the Child Tax Credit (sec. 101
of the Act and sec. 24 of the Code)

Present and Prior Law
In general

For 2003, an individual may claim a $600 tax credit for each
qualifying child under the age of 17. In general, a qualifying child
1s an individual for whom the taxpayer can claim a dependency ex-
emption and who is the taxpayer’s son or daughter (or descendent
of either), stepson or stepdaughter (or descendent of either), or eli-
gible foster child.

Under prior law, the child tax credit was scheduled to increase
to $1,000, phased-in over several years.

Table 1, below, shows the scheduled increases of the child tax
credit as provided under the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 (“EGTRRA”).

Table 1.—Scheduled Increase of the Child Tax Credit

Credit
Taxable year amount per
child
2003-2004 ..o %600
2005-2008 .....c.ooirrieiieeeece e 700
2009 ..o e $800
20101 L $1,000

1The credit reverts to $500 in taxable years beginning after December 31, 2010,
under the sunset provision of EGTRRA.

The child tax credit is phased-out for individuals with income
over certain thresholds. Specifically, the otherwise allowable child
tax credit is reduced by $50 for each $1,000 (or fraction thereof) of
modified adjusted gross income over $75,000 for single individuals
or heads of households, $110,000 for married individuals filing joint
returns, and $55,000 for married individuals filing separate re-

2H.R. 2. The House Committee on Ways and Means reported the bill on May 8, 2003 (H.R.
Rep. No. 108-94). The House passed the bill on May 9, 2003. The Senate Committee on Finance
reported S. 1054 on May 13, 2003 (S. Prt. No. 108-26). The Senate passed H. R. 2, as amended
by the provisions of S. 1054, on May 15, 2003. The conference report was filed on May 22, 2003
(H.R. Rep. No. 108-126), and was passed by the House on May 23, 2003, and the Senate on
May 23, 2003. The President signed the bill on May 28, 2003.

&)
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turns.3 The length of the phase-out range depends on the number
of qualifying children. For example, the phase-out range for a sin-
le individual with one qualifying child is between %75,000 and
%87 ,000 of modified adjusted gross income. The phase-out range for
a single individual with two qualifying children is between $75,000
and $99,000.
The amount of the tax credit and the phase-out ranges are not
adjusted annually for inflation.

Refundability

For 2003, the child credit is refundable to the extent of 10 per-
cent of the taxpayer’s earned income in excess of $10,500.4 The per-
centage is increased to 15 percent for taxable years 2005 and there-
after. Families with three or more children are allowed a refund-
able credit for the amount by which the taxpayer’s social security
taxes exceed the taxpayer’s earned income credit, if that amount is
greater than the refundable credit based on the taxpayer’s earned
income in excess of $10,500 (for 2003). The refundable portion of
the child credit does not constitute income and is not treated as re-
sources for purposes of determining eligibility or the amount or na-
ture of benefits or assistance under any Federal program or any
State or local program financed with Federal funds. For taxable
years beginning after December 31, 2010, the sunset provision of
EGTRRA applies to the rules allowing refundable child credits.

Alternative minimum tax liability

The child credit is allowed against the individual’s regular in-
come tax and alternative minimum tax. For taxable years begin-
ning after December 31, 2010, the sunset provision of EGTRRA ap-
plies to the rules allowing the child credit against the alternative
minimum tax.

Reasons for Change

The Jobs and Growth Tax Relief Reconciliation Act of 2003 (“the
Act”) accelerated the increase in the child tax credit in order to pro-
vide additional tax relief to families to help offset the significant
costs of raising a child. Further, the Act provided immediate tax re-
lief to American taxpayers in the form of the advance payment of
the increased amount of the child credit. The Congress believed
that such immediate tax relief might encourage short-term growth

in tl:le economy by providing individuals with additional cash to
spend.

Explanation of Provision

Under the Act, the amount of the child credit is increased to
$1,000 for 2003 and 2004.5 After 2004, the child credit will revert

3Modified adjusted gross income is the taxpayer’s total gross income plus certain amounts ex-
cluded from gross income (i.e., excluded income of: U.S. citizens or residents living abroad (sec.
911), residents of Guam, American Samoa, and the Northern Mariana Islands (sec. 931), and
residents of Puerto Rico (sec. 933)). Unless otherwise indicated, all section references are to the
Internal Revenue Code.

4The $10,500 amount is indexed for inflation.

5The increase in refundability to 15 percent of the taxpayer’s earned income, scheduled for
calendar years 2005 and thereafter, is not accelerated under the provision.
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to the levels provided under present and prior law, as described
abpvq. For 2003, the increased amount of the child credit will be
paid in advance beginning in July, 2003, on the basis of informa-
tion on each taxpayer’s 2002 return filed in 2003. The IRS is not
expected to issue advance payment checks to an individual who did
not claim the child credit for 2002. Such payments will be made in
a manner similar to the advance payment checks issued by the
Treasury in 2001 to reflect the creation of the 10-percent regular
income tax rate bracket.6

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2002, and before January 1, 2005.

B. Accelerate Marriage Penalty Relief (secs. 102 and 103 of
the Act and secs. 1 and 63 of the Code)

1. Standard deduction marriage penalty relief

Present and Prior Law
Marriage penalty

A married couple generally is treated as one tax unit that must
pay tax on the couple’s total taxable income. Although married cou-
ples may elect to file separate returns, the rate schedules and other
provisions are structured so that filing separate returns usually re-
sults in a higher tax than filing a joint return. Other rate sched-
ules apply to single persons and to single heads of households.

A “marriage penalty” exists when the combined tax liability of a
married couple filing a joint return is greater than the sum of the
tax liabilities of each individual computed as if they were not mar-
ried. A “marriage bonus” exists when the combined tax liability of
a married couple filing a joint return is less than the sum of the
taxdliabilities of each individual computed as if they were not mar-
ried.

Basic standard deduction

Taxpayers who do not itemize deductions may choose the basic
standard deduction (and additional standard deductions, if applica-
ble),” which is subtracted from adjusted gross income (“AGI”) in ar-
riving at taxable income. The size of the basic standard deduction
varies according to filing status and is adjusted annually for infla-
tion.8 Under prior law for 2003, the basic standard deduction for
married couples filing a joint return was 167 percent of the basic
standard deduction for single filers. (Stated alternatively, under
prior law for 2003, the basic standard deduction amount for single
filers was 60 percent of the basic standard deduction amount for
married couples filing joint returns). Thus, two unmarried individ-

6The size of the child credit for taxable years beginning after December 31, 2004, was modi-
fied by the Working Families Tax Relief Act of 2004, described in Part Fifteen of this document.

7 Additional stangard deductions are allowed with respect to any individual who is elderly (age
65 or over) or blind. o

8For 2003 the basic standard deduction amounts are: (1) $4,750 for unmarried individuals;
(2) $7,950 for married individuals filing a joint return; (3) $7,000 for heads of households; and
(4) $3,975 for married individuals filing separately.
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uals have standard deductions whose sum exceeds the standard de-
duction for a married couple filing a joint return.

EGTRRA increased the basic standard deduction for a married
couple filing a joint return to twice the basic standard deduction
for an unmarried individual filing a single return.® The increase in
the standard deduction for married taxpayers filing a joint return
is scheduled to be phased-in over five years beginning in 2005 and
will be fully phased-in for 2009 and thereafter. Table 2, below,
shows the standard deduction for married couples filing a joint re-
tulin as a percentage of the standard deduction for single individ-
uals.

Table 2.—Size of the Basic Standard Deduction for Married
Couples Filing Joint Returns

Standard deduction for
married couples filing
joint returns as percent-
age of standard deduction
for unmarried individual

Taxable year

returns
2003-2004 ..o 167
2005 e e e 174
2006 ..o eenaes 184
2007 it 187
2008 e 190
2009 and 20101 ... 200

1The basic standard deduction increases are repealed for taxable years begin-
ning after December 31, 2010, under the sunset provision of EGTRRA.

Reasons for Change

The Congress remained concerned about the inequity that arises
when two working single individuals marry and experience a tax
increase solely by reason of their marriage. Any attempt to address
the marriage tax penalty involves the balancing of several com-
peting principles, including equal tax treatment of married couples
with equal incomes, the determination of equitable relative tax
burdens of single individuals and married couples with equal in-
comes, and the goal of simplicity in compliance and administration.
The Congress believed that the acceleration of the increase in the
standard deduction for married couples filing a joint return was a
responsible reduction of the marriage tax penalty.

Explanation of Provision

The Act increases the basic standard deduction amount for joint
returns to twice the basic standard deduction amount for single re-
turns effective for 2003 and 2004. For taxable years beginning after

9The basic standard deduction for a married taxpayer filing separately will continue to equal
one-half of the basic standard deduction for a married couple filing jointly; thus, the basic stand-
ard deduction for unmarried individuals filing a single return and for married couples filing sep-
arately will be the same after the phase-in period.
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2004, the applicable percentages will revert to those allowed under
present and prior law, as described above in Table 2.10

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2002, and before January 1, 2005.

2. Accelerate the expansion of the 15-percent rate bracket
for married couples filing joint returns

Present and Prior Law
In general

Under the Federal individual income tax system, an individual
who is a citizen or resident of the United States generally is subject
to tax on worldwide taxable income. Taxable income is total gross
income less certain exclusions, exemptions, and deductions. An in-
S_ividual may claim either a standard deduction or itemized deduc-

ions.

An individual’s income tax liability is determined by computing
his or her regular income tax liability and, if applicable, alternative
minimum tax liability.

Regular income tax liability

Regular income tax liability is determined by applying the reg-
ular income tax rate schedules (or tax tables) to the individual’s
taxable income and then is reduced by any applicable tax credits.
The regular income tax rate schedules are divided into several
ranges of income, known as income brackets, and the marginal tax
rate increases as the individual’s income increases. The income
bracket amounts are adjusted annually for inflation. Separate rate
schedules apply based on filing status: Single individuals (other
than heads of households and surviving spouses), heads of house-
holds, married individuals filing joint returns (including surviving
spouses), married individuals filing separate returns, and estates
and trusts. Lower rates may apply to capital gains.

In general, the bracket breakpoints for single individuals are ap-
proximately 60 percent of the rate bracket breakpoints for married
couples filing joint returns.!! The rate bracket breakpoints for mar-
ried individuals filing separate returns are exactly one-half of the
rate brackets for married individuals filing joint returns. A sepa-
rate, compressed rate schedule applies to estates and trusts.

15-percent regular income tax rate bracket

EGTRRA increased the size of the 15-percent regular income tax
rate bracket for a married couple filing a joint return to twice the
size of the corresponding rate bracket for a single individual filing
a single return. The increase is phased-in over four years, begin-
ning in 2005. Therefore, this provision is fully effective (i.e., the
size of the 15-percent regular income tax rate bracket for a married

10The size of the basic standard deduction for taxable years beginning after December 31,
2004, was modified by the Working Families Tax Relief Act of 2004, described in Part Fifteen
of this document. .

1 Under present law, the rate bracket breakpoint for the 38.6 percent marginal tax rate is
the same for single individuals and married couples filing joint returns.
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couple filing a joint return is twice the size of the 15-percent reg-
ular income tax rate bracket for an unmarried individual filing a
single return) for taxable years beginning after December 31, 2007.
Table 3, below, shows the size of the 15-percent bracket.

Table 3.—Size of the 15-Percent Rate Bracket for Married
Couples Filing Joint Returns

End point of 15-percent
rate bracket for married
couples filing joint re-
turns as percentage rate
bracket for unmarried in-
dividuals

Taxable year

2003-2004 ..o 167
2005 ..o s 180
2006 ..o e 187
2007 e 193
2008 and 20101 ........cocoiviiiiniii e 200

1The increases in the 15-percent rate bracket for married couples filing a joint
return are repealed for taxable years beginning after December 31, 2010, under
the sunset of EGTRRA.

Reasons for Change

The Congress believed that accelerating the expansion of the 15-
percent rate bracket for married couples filing joint returns, in con-
junction with the expansion of the standard deduction amount for
joint filers, would alleviate the effects of the marriage tax penalty.
These provisions significantly reduced the most widely applicable
marriage penalties.

Explanation of Provision

The Act increases of the size of the 15-percent regular income tax
rate bracket for joint returns to twice the width of the 15-percent
regular income tax rate bracket for single returns for taxable years
beginning in 2003 and 2004. For taxable years beginning after
2004, the applicable percentages will revert to those allowed under
present and prior law, as described above.12

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2002, and before January 1, 2005.

12The size of the 15-percent regular rate bracket for joint returns for taxable years beginning
after December 31, 2004, was modified by the Working Families Tax Relief Act of 2004, de-
scribed in Part Fifteen of this document.
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C. Accelerate Reductions in Individual Income Tax Rates
ge:is.) 104, 105, and 106 of the Act and secs. 1 and 55 of the
ode

Present and Prior Law
In general

Under the Federal individual income tax system, an individual
who is a citizen or a resident of the United States generally is sub-
ject to tax on worldwide taxable income. Taxable income is total
gross income less certain exclusions, exemptions, and deductions.
An individual may claim either a standard deduction or itemized
deductions.

An individual’s income tax liability is determined by computing
his or her regular income tax liability and, if applicable, alternative
minimum tax liability.

Regular income tax liability

Regular income tax liability is determined by applying the reg-
ular income tax rate schedules (or tax tables) to the individual’s
taxable income. This tax liability is then reduced by any applicable
tax credits. The regular income tax rate schedules are divided into
several ranges of income, known as income brackets, and the mar-
ginal tax rate increases as the individual’s income increases. The
income bracket amounts are adjusted annually for inflation. Sepa-
rate rate schedules apply based on filing status: single individuals
(other than heads of households and surviving spouses), heads of
households, married individuals filing joint returns (including sur-
viving spouses), married individuals filing separate returns, and es-
tates and trusts. Lower rates may apply to capital gains.

For 2003, the regular income tax rate schedules for individuals
are shown in Table 4, below. The rate bracket breakpoints for mar-
ried individuals filing separate returns are exactly one-half of the
rate brackets for married individuals filing joint returns. A sepa-
rate, compressed rate schedule applies to estates and trusts.

Table 4.—Individual Regular Income Tax Rates for 2003

If taxable income

is over: But not over: Then regular income tax equals:

Single Individuals

$0 (i, $6,000 ....... 10% of taxable income

$6,000 ................ $28,400 ..... $600, plus 15% of the amount
over $6,000

$28,400 .............. $68,800 ..... $3,960.00, plus 27% of the
amount over $28,400

$68,800 .............. $143,500 ... $14,868.00, plus 30% of the
amount over $68,800

$143,500 ............ $311,950 ... $37,278.00, plus 35% of the

amount over $143,500
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Table 4.—Individual Regular Income Tax Rates for 2003—
Continued

If taxable income But not over: Then regular income tax equals:

is over:

Over $311,950 ...  ocreiieininnne $96,235.50, plus 38.6% of the
amount over $311,950

Head of Households

BO e $10,000 ..... 10% of taxable income

$10,000 .............. $38,050 ..... $1,000, plus 15% of the amount
over $10,000

$38,050 .....cceee. $98,250 ..... $5,207.50, plus 27% of the
amount over $38,050

$98,250 ..oevneeen. $159,100 ... $21,461.50, plus 30% of the
amount over $98,250

$159,100 ............ $311,950 ... $39,716.50, plus 35% of the
amount over $159,100

Over $311,950 ...  .covviriiniiinnns 93 214, plus 38.6% of the amount
over $311,950

Married Individuals Filing Joint Returns

B0 e $12,000 ..... 10% of taxable income

$12,000 .............. $47.,450 ..... $1,200, plus 15% of the amount
over $12,000

$47.450 .....ccoee..e $114,650 ... $6,517.50, plus 27% of the
amount over $47,450

$114,650 ............ $174,700 ... $24,661.50, plus 30% of the
amount over $114,650

$174,700 ............ $311,950 ... $42,676.50, plus 35% of the
amount over $174,700

Over $311,950 ... .ccoeevciennennn $90,714, plus 38.6% of the

amount over $311,950

Ten-percent regular income tax rate

Under prior law, the 10-percent rate applied to the first $6,000
of taxable income for single individuals, $10,000 of taxable income
for heads of households, and $12,000 for married couples filing
joint returns. Effective beginning in 2008, the $6,000 amount will
increase to $7,000 and the $12,000 amount will increase to
$14,000.

The taxable income levels for the 10-percent rate bracket will be
adjusted annually for inflation for taxable years beginning after
December 31, 2008. The bracket for single individuals and married
individuals filing separately is one-half for joint returns (after ad-
justment of that bracket for inflation).

The 10-percent rate bracket will expire for taxable years begin-
ning after December 31, 2010, under the sunset provision of the
Economic Growth and Tax Relief Reconciliation Act of 2001
(“EGTRRA”).

282 2003-3 C.B.



12

Reduction of other regular income tax rates

Prior to EGTRRA, the regular income tax rates were 15 percent,
28 percent, 31 percent, 36 percent, and 39.6 percent.13 EGTRRA
added the 10-percent regular income tax rate, described above, and
retained the 15-percent regular income tax rate. Also, the 15-per-
cent regular income tax bracket was modified to begin at the end
of the 10-percent regular income tax bracket. EGTRRA also made
other changes to the 15-percent regular income tax bracket.14

Also, under EGTRRA, the 28 percent, 31 percent, 36 percent, and
39.6 percent rates are phased down over six years to 25 percent,
28 percent, 33 percent, and 35 percent, effective after June 30,
2001. The taxable income levels for the rates above the 15-percent
rate in all taxable years are the same as the taxable income levels
that apply under the prior-law rates.

Table 5, below, shows the schedule of regular income tax rate re-
ductions.

Table 5.—~Scheduled Regular Income Tax Rate Reductions

28% rate 31% rate 36% rate 39.6% rate

Taxable year reduced reduced reduced reduced
to: to: to: to:
2001-20031 ............. 27 30 35 38.6
2004-2005 ............... 26 29 34 37.6
2006-20102 ............. 25 28 33 35.0

1 Effective July 1, 2001.
2The reduction in the regular income tax rates are repealed for taxable years
beginning after December 31, 2010, under the sunset provision of EGTRRA.

Alternative minimum tax exemption amounts

The alternative minimum tax is the amount by which the ten-
tative minimum tax exceeds the regular income tax. An individ-
ual’s tentative minimum tax is the sum of (1) 26 percent of so
much of the taxable excess as does not exceed $175,000 ($87,500
in the case of a married individual filing a separate return) and (2)
28 percent of the remaining taxable excess. The taxable excess is
so much of the alternative minimum taxable income (“AMTI”) as
exceeds the exemption amount. The maximum tax rates on net cap-
ital gain and dividends used in computing the regular tax are used
in computing the tentative minimum tax. AMTI is the individual’s
taxable income adjusted to take account of specified preferences
and adjustments.

Under prior law, the exemption amounts were: (1) $49,000
($45,000 in taxable years beginning after 2004) in the case of mar-
ried individuals filing a joint return and surviving spouses; (2)
$35,750 ($33,750 in taxable years beginning after 2004) in the case
of other unmarried individuals; (3) $24,500 ($22,500 in taxable
years beginning after 2004) in the case of married individuals filing

13The regular income tax rates will revert to these percentages for taxable years beginning
after December 31, 2010, under the sunset of EGTRRA.

14 See the discussion of the provision regarding marriage penalty relief in the 15-percent reg-
ular income tax bracket, above.
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a separate return; and (4) $22,500 in the case of an estate or trust.
The exemption amounts are phased out by an amount equal to 25

ercent of the amount by which the individual’s AMTI exceeds (1)
5150,000 in the case of married individuals filing a joint return and
surviving spouses, (2) $112,500 in the case of other unmarried indi-
viduals, and (3) $75,000 in the case of married individuals filing
separate returns or an estate or a trust. These amounts are not in-
dexed for inflation.

Reasons for Change

The Congress believed that high marginal individual income tax
rates reduce incentives for taxpayers to work, to save, and to invest
and, thereby, have a negative effect on the long-term health of the
economy. The higher that marginal tax rates are, the greater is the
disincentive for individuals to increase their work effort. Lower
marginal tax rates provide greater incentives to taxpayers to be en-
trepreneurial risk takers; the Congress believed that the higher
marginal tax rates of prior-law discourage success. The Congress
believed that this tax cut will lead to increased investment by these
businesses, promoting long-term growth and stability in the econ-
omy and rewarding the businessmen and women who provide a
foundation for our country’s success.

In addition, lower marginal tax rates help remove the barriers
that lower-income families face as they try to enter the middle
class. The lower the marginal tax rates for lower-income families,
the greater is the incentive to work. The expanded 10-percent rate
bracket provides an incentive for these taxpayers to increase their
work effort.

Finally, there were signs that the economy was not growing as
fast as desirable. The Congress believed that immediate tax relief
could encourage growth in the economy by providing individuals
with additional tax relief. The Congress recognized that it was im-
portant to act quickly so that taxpayers become aware of the com-
mitment of the President and the Congress to enact this tax cut
and to adjust income tax withholding tables.

Explanation of Provision

Ten-percent regular income tax rate

The Act accelerates the increase in the taxable income levels for
the 10-percent rate bracket previously scheduled for 2008 to be ef-
fective in 2003 and 2004. Specifically, for 2003 and 2004, the Act
increases the taxable income level for the 10-percent regular in-
come tax rate brackets for unmarried individuals from $6,000 to
$7,000 and for married individuals filing jointly from $12,000 to
$14,000. The taxable income levels for the 10-percent regular in-
come tax rate bracket will be adjusted annually for inflation for
taxable years beginning after December 31, 2003.

For taxable years beginning after December 31, 2004, the taxable
income levels for the 10-percent rate bracket will revert to the lev-
els allowed under prior law. Therefore, for 2005, 2006, and 2007,
the levels will revert to $6,000 for unmarried individuals and
$12,000 for married individuals filing jointly. In 2008, the taxable
income levels for the 10-percent regular income tax rate brackets
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wﬂl l?e $7,00Q for' unmarried individuals and $14,000 for married
individuals filing jointly. The taxable income levels for the 10-per-
cent rate bracket will be adjusted annually for inflation for taxable
years beginning after December 31, 2008.15

Reduction of other regular income tax rates

The Act accelerates the reductions in the regular income tax
rates in excess of the 15-percent regular income tax rate that were
scheduled for 2004 and 2006. Therefore, for 2003—2010, the regular
income tax rates in excess of 15 percent under the bill are 25 per-
cent, 28 percent, 33 percent, and 35 percent.

Alternative minimum tax exemption amounts

The Act increases the AMT exemption amount for married tax-
payers filing a joint return and surviving spouses to $58,000, and
for unmarried taxpayers to $40,250, for taxable years beginning in
2003 and 2004.

Effective Date

The provision generally is effective for taxable years beginning
after December 31, 2002. The Congress recognized that withholding
at statutorily mandated rates (such as pursuant to backup with-
holding under section 3406) had already occurred. The Congress in-
tended that taxpayers who have been overwithheld as a con-
sequence of this obtain a refund of this overwithholding through
the normal process of filing an income tax return, and not through
the payor. In addition, the Congress anticipated that the Treasury
would provide a brief, reasonable period of transition for payors to
implement these changes in these statutorily mandated with-
holding rates.

15The size of the 10-percent rate bracket for taxable years beginnin% after December 31, 2004,
was modified by the Working Families Tax Relief Act of 2004, described in Part Fifteen of this
document.
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II. GROWTH INCENTIVES FOR BUSINESS

A. Increase and Extension of Bonus Depreciation (sec. 201 of
the Act and sec. 168 of the Code)

Present and Prior Law

In general

A taxpayer is allowed to recover, through annual depreciation de-
ductions, the cost of certain property used in a trade or business
or for the production of income. The amount of the depreciation de-
duction allowed with respect to tangible property for a taxable year
is determined under the modified accelerated cost recovery system
(“MACRS”). Under MACRS, different types of property generally
are assigned applicable recovery periods and depreciation methods.
The recovery periods applicable to most tangible personal property
(generally tangible property other than residential rental property
and nonresidential real property) range from 3 to 25 years. The de-
preciation methods generally applicable to tangible personal prop-
erty are the 200-percent and 150-percent declining balance meth-
ods, switching to the straight-line method for the taxable year in
which the depreciation deduction would be maximized.

Section 280F limits the annual depreciation deductions with re-
spect to passenger automobiles to specified dollar amounts, indexed
for inflation.

Section 167(f)(1) provides that capitalized computer software
costs, other than computer software to which section 197 applies,
are recovered ratably over 36 months.

In lieu of depreciation, a taxpayer with a sufficiently small
amount of annual investment generally may elect to deduct up to
$25,000 of the cost of qualifying property placed in service for the
taxable year (sec. 179). In general, qualifying property is defined as
depreciable tangible personal property that is purchased for use in
the active conduct of a trade or business.

Additional first year depreciation deduction

The Job Creation and Worker Assistance Act of 200216
(“JCWAA”) allows an additional first-year depreciation deduction
equal to 30 percent of the adjusted basis of qualified property.l?
The amount of the additional first-year depreciation deduction is
not affected by a short taxable year. The additional first-year de-
preciation deduction is allowed for both regular tax and alternative
minimum tax purposes for the taxable year in which the property

16 Pub. L. No. 107-147, sec. 101 (2002).

'7The additional first-year depreciation deduction is subject to the general rules regarding
whether an item is deductible under section 162 or subject to capitalization under section 263
or section 263A.

(15)
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is placed in service.!® The basis of the property and the deprecia-
tion allowances in the year of purchase and later years are appro-
priately adjusted to reflect the additional first-year depreciation de-
duction. In add;lt}on, there are no adjustments to the allowable
amount of depreciation for purposes of computing a taxpayer’s al-
ternative minimum taxable income with respect to property to
which the provision applies. A taxpayer is allowed to elect out of
the additional first-year depreciation for any class of property for
any taxable year.

In order for property to qualify for the additional first-year de-
preciation deduction it must meet all of the following requirements.
First, the property must be (1) property to which MACRS applies
with an applicable recovery period of 20 years or less, (2) water
utility property (as defined in section 168(e)(5)), (3) computer soft-
ware other than computer software covered by section 197, or (4)
qualified leasehold improvement property (as defined in section
168(k)(3)).1° Second, the original use2° of the property must com-
mence with the taxpayer on or after September 11, 2001.21 Third,
the taxpayer must purchase the property within the applicable
time period. Finally, the property must be placed in service before
January 1, 2005. An extension of the placed in service date of one
year (i.e., to January 1, 2006) is provided for certain property with
a recovery period of ten years or longer and certain transportation
property.??2 Transportation property is defined as tangible personal
property used in the trade or business of transporting persons or
property.

The applicable time period for acquired property is (1) after Sep-
tember 10, 2001, and before September 11, 2004, but only if no
binding written contract for the acquisition is in effect before Sep-
tember 11, 2001, or (2) pursuant to a binding written contract
which was entered into after September 10, 2001, and before Sep-
tember 11, 2004.23 With respect to property that is manufactured,
constructed, or produced by the taxpayer for use by the taxpayer,
the taxpayer must begin the manufacture, construction, or produc-
tion of the property after September 10, 2001, and before Sep-

18 However, the additional first-year depreciation deduction is not allowed for purposes of cor-
puting earnings and profits.

19 A special rule precludes the additional first-year depreciation deduction for any property
that is required to be depreciated under the alternative depreciation system of MACRS.

20The term “original use” means the first use to which the property is put, whether or not
such use corresponds to the use of such property by the taxpayer.

If in the normal course of its business a taxpayer sells fractional interests in property to unre-
lated third parties, then the original use of such property begins with the first user of each frac-
tional interest (i.e., each fractional owner is considered the original user of its proportionate
share of the property).

21A special rule applies in the case of certain leased property. In the case of any property
that is originally placed in service by a person and that is sold to the taxpayer and leased back
to such person by the taxpayer within three months after the date that the property was placed
in service, the property would be treated as originally placed in service by the taxpayer not ear-
lier than the date that the property is used under the leaseback.

If property is originally placed in service by a lessor (including by operation of section
168(kX2)(D)({)), such property is sold within three months after the date that the property was
placed in service, an(F the user of such property does not change, then the property 1s treated
as originally placed in service by the taxpayer not earlier than the date of such sale.

22Tn order for property to qualify for the extended placed in service date, the property is re-
quired to have a production period exceeding two years or an estimated production period ex-
ceeding one year and a cost exceeding $1 million. o

23 Property does not fail to qualify for the additional first-year depreciation merely because
a binding written contract to acquire a component of the property is in effect prior to September
11, 2001.
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tember 11, 2004. Property that is manufactured, constructed, or
produced for the taxpayer by another person under a contract that
1s entered into prior to the manufacture, construction, or produc-
tion of the property is considered to be manufactured, constructed,
or produced by the taxpayer. For property eligible for the extended
placed in service date, a special rule limits the amount of costs eli-
gible for the additional first year depreciation. With respect to such
property, only the portion of the basis that is properly attributable
to the costs incurred before September 11, 2004 (“progress expendi-
tures”) is eligible for the additional first-year depreciation.24

Property does not qualify for the additional first-year deprecia-
tion deduction when the user of such property (or a related party)
would not have been eligible for the additional first-year deprecia-
tion deduction if the user (or a related party) were treated as the
owner. For example, if a taxpayer sells to a related party property
that was under construction prior to September 11, 2001, the prop-
erty does not qualify for the additional first-year depreciation de-
duction. Similarly, if a taxpayer sells to a related party property
that was subject to a binding written contract prior to September
11, 2001, the property does not qualify for the additional first-year
depreciation deduction. As a further example, if a taxpayer (the les-
see) sells property in a sale-leaseback arrangement, and the prop-
erty otherwise would not have qualified for the additional first-year
depreciation deduction if it were owned by the taxpayer-lessee,
then the lessor is not entitled to the additional first-year deprecia-
tion deduction.

The limitation on the amount of depreciation deductions allowed
with respect to certain passenger automobiles (sec. 280F) is in-
creased in the first year by $4,600 for automobiles that qualify (and
do not elect out of the increased first year deduction). The $4,600
increase is not indexed for inflation.

Reasons for Change

The Congress believed that increasing and extending the addi-
tional first-year depreciation would accelerate purchases of equip-
ment, promote capital investment, modernization, and growth, and
would help to spur an economic recovery.

Explanation of Provision

The Act provides an additional first-year depreciation deduction
equal to 50 percent of the adjusted basis of qualified property.25
Qualified property is defined in the same manner as for purposes
of the 30-percent additional first-year depreciation deduction pro-
vided by the JCWAA except that the applicable time period for ac-
quisition (or self construction) of the property is modified. In addi-
tion, property must be placed in service before January 1, 2005 to

24For purposes of determining the amount of eligible progress expenditures, it is intended
that rules similar to sec. 46(dX3) as in effect prior to the Tax Reform Act of 1986 shall apply.

25 A taxpayer is permitted to elect out of the 50-percent additional first-year depreciation de-
duction for any class of property for any taxable year.
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qualify.?6 Property for which the 50-percent additional first year
depreciation deduction is claimed is not eligible for the 30-percent
additional first year depreciation deduction.

Under the Act, in order to qualify the property must be acquired
after May 5, 2003, and before January 1, 2005, and no binding
written contract for the acquisition is in effect before May 6,
2003.27 With respect to property that is manufactured, constructed,
or produced by the taxpayer for use by the taxpayer, the taxpayer
must begin the manufacture, construction, or production of the
property after May 5, 2003. For property eligible for the extended
placed in service date (i.e., certain property with a recovery period
of 10 years or longer and certain transportation property), a special
rule limits the amount of costs eligible for the additional first year
depreciation. With respect to such property, only progress expendi-
tures properly attributable to the costs incurred before January 1,
2005, shall be eligible for the additional first year depreciation.28

The Congress wishes to clarify that the adjusted basis of quali-
fied property acquired by a taxpayer in a like kind exchange or an
involuntary conversion is eligible for the additional first year de-
preciation deduction.

The Act also increases the limitation on the amount of deprecia-
tion deductions allowed with respect to certain passenger auto-
mobiles (sec. 280F) in the first year by $7,650 (in lieu of the $4,600
provided under the JCWAA) for automobiles that qualify (and do
not elect out of the increased first year deduction). The $7,650 in-
crease is not indexed for inflation.

The Act also extends the placed in service date requirement for
certain property with a recovery period of 10 years or longer and
certain transportation property to property placed in service prior
to January 1, 2006 (instead of January 1, 2005).2° In addition,
progress expenditures eligible for the 30-percent additional first
year depreciation is extended to include costs incurred prior to Jan-
uary 1, 2005 (instead of September 11, 2004).

Effective Date
The provision applies to taxable years ending after May 5, 2003.

26 An extension of the placed in service date of one year (i.e.,, January 1, 2006) is provided
for certain property with a recovery period of 10 years or longer and certain transportation prop-
erty as defined for purposes of the JCWAA.

27 Property does not fail to qualify for the additional first-year depreciation merely because
a binding written contract to acquire a component of the property is in effect prior to May 6,
2003. However, no 50-percent additional first-year depreciation is permitted on any such compo-
nent. No inference is intended as to the proper treatment of components placed in service under
the 30 percent additional first-year depreciation provided by the JCWAA.

28For purposes of determining the amount of eligible progress expenditures, it is intended
that rules similar to sec. 46(dX3) as in effect prior to the Tax Reform Act of 1986 are to apply.

29 Property that is otherwise eligible for the extended placed-in-service rules, and that is ac-
quired and placed in service during 2005 pursuant to a written binding contract which was en-
tered into after May 5, 2003, and before January 1, 2005, is eligible for the 50-percent additional
first-year depreciation deduction. A technical correction may be necessary so that the statute
reflects this intent.
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B. Increased Expensing for Small Business (sec. 202 of the
Act and sec. 179 of the Code)

Present and Prior Law

In lieu of depreciation, a taxpayer with a sufficiently small
amount of annual investment may elect to deduct up to $25,000
(for taxable years beginning in 2003 and thereafter) of the cost of
qualifying property placed in service for the taxable year (sec.
179).30 In general, qualifying property is defined as depreciable
tangible personal property that is purchased for use in the active
conduct of a trade or business. The $25,000 amount is reduced (but
not below zero) by the amount by which the cost of qualifying prop-
erty placed in service during the taxable year exceeds $200,000. An
election to expense these items generally is made on the taxpayer’s
original return for the taxable year to which the election relates,
and may be revoked only with the consent of the Commissioner.3?
In general, taxpayers may not elect to expense off-the-shelf com-
puter software.32

The amount eligible to be expensed for a taxable year may not
exceed the taxable income for a taxable year that is derived from
the active conduct of a trade or business (determined without re-
gard to this provision). Any amount that is not allowed as a deduc-
tion because of the taxable income limitation may be carried for-
ward to succeeding taxable years (subject to similar limitations).
No general business credit under section 38 is allowed with respect
to any amount for which a deduction is allowed under section 179.

Reasons for Change

The Congress believed that section 179 expensing provides two
important benefits for small businesses. First, it lowers the cost of
capital for tangible property used in a trade or business. With a
lower cost of capital, the Congress believed small business will in-
vest in more equipment and employ more workers. Second, it elimi-
nates depreciation recordkeeping requirements with respect to ex-
pensed property. In order to increase the value of these benefits
and to increase the number of taxpayers eligible, the Act increases
the amount allowed to be expensed under section 179 and increases
the amount of the phase-out threshold, as well as indexing these
amounts.

The Congress also believed that purchased computer software
should be included in the section 179 expensing provision so that
it is not disadvantaged relative to developed software. In addition,
the Congress believed that the process of making and revoking sec-
tion 179 elections should be made simpler and more efficient for

30 Additional section 179 incentives are provided with respect to a qualified property used by
a business in the New York Liberty Zone (sec. 1400L(f)), an empowerment zone (sec. 1397A),
or a renewal community (sec. 1400J).

31Section 179(c)(2). A taxpayer may make the election on the original return (whether or not
the return is timely), or on an amended return filed by the due date (including extensions) for
filing the return for the tax year the property was placed in service. If the taxpayer timely filed
an original return without making the election, the taxpayer may still mak:}?f)le election by fil-
ing an amended return within six months of the due date of the return (excluding extensions).
Treas. Reg. sec. 1.179-5. .

32 Section 179(d)(1) requires that property be tangible to be eligible for expensing; in general,
computer software is intangible property.
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taxpayers by eliminating the requirement of the consent of the
Commissioner.

Explanation of Provision 33

The Act provides that the maximum dollar amount that may be
deducted under section 179 is increased to $100,000 for property
placed in service in taxable years beginning in 2003, 2004, and
2005. In addition, the $200,000 amount is increased to $400,000 for
property placed in service in taxable years beginning in 2003, 2004,
and 2005. The dollar limitations are indexed annually for inflation
for taxable years beginning after 2003 and before 2006. The provi-
sion also includes off-the-shelf computer software placed in service
in a taxable year beginning in 2003, 2004, or 2005, as qualifying
property. With respect to a taxable year beginning after 2002 and
before 2006, the provision permits taxpayers to make or revoke ex-
pensing elections on amended returns without the consent of the
Commissioner.

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2002.

33The provision was subsequently extended in section 201 of the American Jobs Creation Act
of 2004, Pub. L. No. 108-357, described in Part Seventeen.
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II. REDUCTION IN TAXES ON IS)IVIDENDS AND CAPITAL
GAIN

A. Reduction in Capital Gains Rates for Individuals; Repeal
of Five-Year Holding Period Requirement (sec. 301 of the
Act and sec. 1(h) of the Code)

Present and Prior Law

In general, gain or loss reflected in the value of an asset is not
recognized for income tax purposes until a taxpayer disposes of the
asset. On the sale or exchange of a capital asset, any gain generally
is included in income. Any net capital gain of an individual is taxed
at maximum rates lower than the rates applicable to ordinary in-
come. Net capital gain is the excess of the net long-term capital
gain for the taxable year over the net short-term capital loss for
the year. Gain or loss is treated as long-term if the asset is held
for more than one year.

Capital losses generally are deductible in full against capital
gains. In addition, individual taxpayers may deduct capital losses
against up to $3,000 of ordinary income in each year. Any remain-
ing unused capital losses may be carried forward indefinitely to an-
other taxable year.

A capital asset generally means any property except: (1) inven-
tory, stock in trade, or property held primarily for sale to cus-
tomers in the ordinary course of the taxpayer’s trade or business;
(2) depreciable or real property used in the taxpayer’s trade or
business; (3) specified literary or artistic property; (4) business ac-
counts or notes receivable; (5) certain U.S. publications; (6) certain
commodity derivative financial instruments; (7) hedging trans-
actions; and (8) business supplies. In addition, the net gain from
the disposition of certain property used in the taxpayer’s trade or
business is treated as long-term capital gain. Gain from the dis-
position of depreciable personal property is not treated as capital
gain to the extent of all previous depreciation allowances. Gain
from the disposition of depreciable real property is generally not
treated as capital gain to the extent of the depreciation allowances
in excess of the allowances that would have been available under
the straight-line method of depreciation.

Under prior law, the maximum rate of tax on the adjusted net
capital gain of an individual was 20 percent. In addition, any ad-
Justed net capital gain which otherwise would have been taxed at
a 15-percent rate was taxed at a 10-percent rate. These rates ap-
plied for purposes of both the regular tax and the alternative min-
1mum tax.

The “adjusted net capital gain” of an individual is the net capital
gain reduced (but not below zero) by the sum of the 28-percent rate
gain and the unrecaptured section 1250 gain. The net capital gain

21)

292 2003-3 C.B.



22

1s reduced by the amount of gain that the individual treats as in-
vestment income for purposes of determining the investment inter-
est limitation under section 163(d).

The term “28-percent rate gain” means the amount of net gain
attributable to long-term capital gains and losses from the sale or
exchange of collectibles (as defined in section 408(m) without re-
gard to paragraph (3) thereof), an amount of gain equal to the
amount of gain excluded from gross income under section 1202 (re-
lating to certain small business stock),34 the net short-term capital
loss for the taxable year, and any long-term capital loss carryover
to the taxable year.

“Unrecaptured section 1250 gain” means any long-term capital
gain from the sale or exchange of section 1250 property (i.e., depre-
ciable real estate) held more than one year to the extent of the gain
that would have been treated as ordinary income if section 1250
applied to all depreciation, reduced by the net loss (if any) attrib-
utable to the items taken into account in computing 28-percent rate
gain. The amount of unrecaptured section 1250 gain (before the re-
duction for the net loss) attributable to the disposition of property
to which section 1231 applies shall not exceed the net section 1231
gain for the year.

The unrecaptured section 1250 gain is taxed at a maximum rate
of 25 percent, and the 28-percent rate gain is taxed at a maximum
rate of 28 percent. Any amount of unrecaptured section 1250 gain
or 28-percent rate gain otherwise taxed at a 10- or 15-percent rate
is taxed at that rate.

Under prior law, any gain from the sale or exchange of property
held more than five years that would otherwise have been taxed at
the 10-percent rate was taxed at an 8-percent rate. Any gain from
the sale or exchange of property held more than five years and the
holding period for which began after December 31, 2000, which
would otherwise have been taxed at a 20-percent rate was taxed at
an 18-percent rate.

Reasons for Change

The Congress believed that, by reducing the effective tax rates on
capital gains, American households will respond by increasing sav-
ings. The Congress believed it is important to encourage risk-tak-
ing and believed that a reduction in the taxation of capital gains
will have that effect. The Congress also believed that a reduction
in the taxation of capital gains will improve the efficiency of the
markets, because the taxation of capital gains upon realization en-
courages investors who have accrued past gains to keep their mon-
ies “locked in” to such investments even when better investment
opportunities present themselves. A reduction in the taxation of
capital gains should reduce this “lock in” effect.

The Congress believed it is important that tax policy be condu-
cive to economic growth. Economic growth cannot occur without
savings, investment, and the willingness of individuals to take
risks. The greater the pool of savings, the greater will be the mon-
ies available for business investment. It is through such invest-

34This results in a maximum effective regular tax rate on qualified gain from small business
stock of 14 percent.
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ment that the United States’ economy can increase output and pro-
ductivity. It is through increases in productivity that workers earn
higher real wages. Hence, a greater saving rate is necessary for all
Americans to benefit from a higher standard of living.

Explanation of Provision

The Act reduces the 10- and 20-percent rates on the adjusted net
capital gain of an individual to five (zero for taxable years begin-
ning after 2007) and 15 percent, respectively. These lower rates
apply to both the regular tax and the alternative minimum tax.
The lower rates apply to assets held more than one year.

Effective Date

The provision applies to taxable years ending on or after May 6,
2003, and beginning before January 1, 2009.

For taxable years that include May 6, 2003, the lower rates apply
to amounts properly taken into account for the portion of the year
on or after that date. This generally has the effect of applying the
lower rates to capital assets sold or exchanged (and installment
payments received) on or after May 6, 2003. In the case of gain and
loss taken into account by a pass-through entity, the date taken
into account by the entity is the appropriate date for applying this
rule.

B. Dividend Income of Individuals Taxed at Capital Gain
Rates (sec. 302 of the Act and sec. 1(h) of the Code)

Present and Prior Law

Under prior law, dividends received by an individual 35 were in-
cluded in gross income and taxed as ordinary income at rates up
to 38.6 percent.36

Under prior law, the rate of tax on the net capital gain of an in-
dividual generally was 20 percent (10 percent37 with respect to in-
come which would otherwise be taxed at the 10- or 15-percent
rate).38 Net capital gain means net gain from the sale or exchange
of capital assets held for more than one year in excess of net loss
from the sale or exchange of capital assets held not more than one
year.

Reasons for Change

Under prior law, the United States had a “classical” system of
taxing corporate income. Under this system, corporations and their
shareholders are treated as separate persons. A tax was imposed
on the corporation on its taxable income, and after-tax earnings
distributed to individual shareholders as dividends are included in
the individual’s income and taxed at the individual’s tax rate. This
system created the so-called “double taxation of dividends.”

35The rates applicable to individuals also apply to trusts and estates.

36 Section 105 of the Act reduced the maximum rate to 35 percent.

37 An eight-percent rate applied to property held more than five years.

38Section 301 of the Act reduced the capital gain rates to five (zero for taxable years begin-
ning after 2007) and 15 percent, respectively.
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_The Congress noted that economically, the issue was not that
dividends were taxed twice, but rather the magnitude of the total
tax burden on income from different investments. The Congress be-
lieved the prior system, by placing different tax burdens on dif-
ferent investments, resulted in economic distortions. The Congress
observed that prior law distorted corporate financial decisions. The
Congress observed that because interest payments on the debt are
deductible, prior law encouraged corporations to finance using debt
rather than equity and created incentives for financial engineering
to achieve interest deductions from financial instruments with sub-
stantial equity characteristics. The Congress believed that the in-
crease in corporate leverage, while beneficial to each corporation
from a tax perspective, may have placed the economy at risk of
more bankruptcies during an economic downturn. In addition, the
Congress found that prior law encouraged corporations to retain
earnings rather than to distribute them as taxable dividends. If
dividends are discouraged, shareholders may prefer that corporate
management retain and reinvest earnings rather than pay out divi-
dends, even if the shareholder might have an alternative use for
the funds that could offer a higher rate of return than that earned
on the retained earnings. This was another source of inefficiency as
the opportunity to earn higher pre-tax returns was by-passed in
favor of lower pre-tax returns.

The Congress believed it is important that tax policy be condu-
cive to economic growth. Economic growth is impeded by tax-in-
duced distortions in the capital markets. Mitigating these distor-
tions will improve the efficiency of the capital markets. In addition,
reducing the aggregate tax burden on investments made by cor-
porations will lower the cost of capital needed to finance new in-
vestments and lead to increases in aggregate national investment
by the private sector. It is through such investment that the
United States’ economy can increase output and productivity. It is
through increases in productivity that workers earn higher real
wages and all Americans benefit from a higher standard of living.

Explanation of Provision 3%

Under the Act, dividends received by a non-corporate shareholder
from domestic corporations and qualified foreign corporations are
taxed at the same rates that apply to net capital gain. This treat-
ment applies for purposes of both the regular tax and the alter-
native minimum tax. Thus, under the Act, dividends received by an
individual, estate, or trust are taxed at rates of five (zero for tax-
able years beginning after 2007) and 15 percent.40

If a shareholder does not hold a share of stock for more than 60
days during the 121-day period beginning 60 days before the ex-
dividend date (as measured under section 246(c)),4! dividends re-
ceived on the stock are not eligible for the reduced rates. Also, the
reduced rates are not available for dividends to the extent that the

39The provision is described as amended by the technical corrections enacted by section 402
of the Working Families Relief Act of 2004. See H.R. Rep. No. 108-696, the Conference Report
to accompany H.R. 1308, pp. 87-88 (Sept. 23, 2004). )

40 Payments in lieu of J)ividends are not eligible for the lower rates. See section 6045(d) relat-
ing to statements required to be furnished by brokers regarding these payments. o

41Tn the case of preferred stock, the period is 90 days within a 181-day period beginning 90
days before the ex-dividend date.
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taxpayer is obligated to make related payments with respect to po-
sitions in substantially similar or related property.

Qualified dividend income includes otherwise qualified dividends
received from a qualified foreign corporation. The term “qualified
foreign corporation” includes a foreign corporation that is eligible
for the benefits of a comprehensive income tax treaty with the
United States which the Treasury Department determines to be
satisfactory and which includes an exchange of information pro-
gram.42 In addition, a foreign corporation is treated as a qualified
foreign corporation with respect to any dividend paid by the cor-
poration with respect to stock that is readily tradable on an estab-
lished securities market in the United States.43

Dividends received from a foreign corporation that was a foreign
investment company (as defined in section 1246(b)), a passive for-
eign investment company (as defined in section 1297), or a foreign
personal holding company (as defined in section 552) in either the
taxable year of the distribution or the preceding taxable year are
not qualified dividends.44

Special rules apply in determining a taxpayer’s foreign tax credit
limitation under section 904 in the case of qualified dividend in-
come. For these purposes, rules similar to the rules of section
904(b)}2)(B) concerning adjustments to the foreign tax credit limita-
tion to reflect any capital gain rate differential will apply to any
qualified dividend income. Additionally, it is anticipated that regu-
lations promulgated under this provision will coordinate the oper-
ation of the rules applicable to qualified dividend income and cap-
ital gain.

If an individual, estate, or trust receives an extraordinary divi-
dend (within the meaning of section 1059(c)) eligible for the re-
duced rates with respect to any share of stock, any loss on the sale
of the stock is treated as a long-term capital loss to the extent of
the dividend.

A dividend is treated as investment income for purposes of deter-
mining the amount of deductible investment interest only if the
taxpayer elects to treat the dividend as not eligible for the reduced
rates.

The deduction for estate taxes under section 691(c) paid on any
qualified dividend that is income in respect of a decedent reduces
the amount eligible for the lower tax rates.

The amount of dividends qualifying for reduced rates that may
be paid by a regulated investment company (“RIC”) for any taxable
year in which the qualified dividend income received by the com-
pany is less than 95 percent of its gross income (as specially com-
puted) may not exceed the sum of (i) the qualified dividend income
of the RIC for the taxable year and (ii) the amount of earnings and
profits accumulated in a non-RIC taxable year that were distrib-
uted by the RIC during the taxable year.

42IRS Notice 2003-69 (I.R.B. 200342, Oct. 20, 2003) provides a list of treaties satisfying this
requirement.

43IRS Notice 2003-71 (IL.R.B. 2003—43, Oct. 27, 2003), IRS Notice 2003-79 (I.R.B. 2003-50,
December 15, 2003), and IRS Notice 2004-71 (LR.B. 2004-45, November 8, 2004) provide guid-

ance on when stock of a foreign corporation is considered readily tradable on an established se-
curities market in the United States for this purpose.

#4IRS Notice 200470 (I.R.B. 200444, Nov. 1, 2004) provides guidance on dividend treatment
for amounts received by shareholders from foreign corporations subject to anti-deferral regimes.
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The amount of dividends qualifying for reduced rates that may
be paid by a real estate investment trust (“REIT”) for any taxable
year may not exceed the sum of (i) the qualified dividend income
of the REIT for the taxable year, (ii) an amount equal to the excess
of the income subject to the taxes imposed by section 857(b)(1) and
the regulations prescribed under section 337(d) for the preceding
taxable year over the amount of these taxes for the preceding tax-
able year, and (iii) the amount of earnings and profits accumulated
in a non-REIT taxable year that were distributed by the REIT dur-
ing the taxable year.

The reduced rates do not apply to dividends received from an or-
ganization that was exempt from tax under section 501 or was a
tax-exempt farmers’ cooperative in either the taxable year of the
distribution or the preceding taxable year; dividends received from
a mutual savings bank that received a deduction under section 591;
or deductible dividends paid on employer securities.

In the case of brokers and dealers who engage in securities lend-
ing transactions, short sales, or other similar transactions on be-
half of their customers in the normal course of their trade or busi-
ness, the Congress intended that the IRS would exercise its author-
ity under section 6724(a) to waive penalties where dealers and bro-
kers attempt in good faith to comply with the information reporting
requirements under sections 6042 and 6045, but were unable to
reasonably comply because of the period necessary to conform their
information reporting systems to the retroactive rate reductions on
qualified dividends provided by the Act. In addition, the Congress
expected that individual taxpayers who received payments in lieu
of dividends from these transactions could treat the payments as
dividend income to the extent that the payments were reported to
them as dividend income on their Forms 1099-DIV received for cal-
endar year 2003, unless they knew or had reason to know that the
payments were in fact payments in lieu of dividends rather than
actual dividends.45

The tax rate for the accumulated earnings tax (sec. 531) and the
personal holding company tax (sec. 541) is reduced to 15 percent.

Amounts treated as ordinary income on the disposition of certain
preferred stock (sec. 306) are treated as dividends for purposes of
applying the reduced rates.

The collapsible corporation rules (sec. 341) are repealed.

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2002. In the case of a RIC, REIT, S corporation, part-
nership, estate, trust, or common trust fund, the provision applies
to taxable years ending after December 31, 2002, with respect to
dividends received after that date.

The provision does not apply to taxable years beginning after De-
cember 31, 2008.

45 JRS Notice 2003-67 (LR.B. 2003—40, Oct. 6, 2003) provides guidance to brokers and individ-
uals regarding information reporting for payments in lieu of dividends. IRS Notice 2003-79
(L.R.B 2003-50, December 15, 2003) and IRS Notice 2004-71 (I.R.B. 2004-45, November 8, 2004)
provide guidance to brokers and individuals regarding information reporting for foreign divi-
dends.
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IV. CORPORATE ESTIMATED TAX PAYMENTS FOR 2003

A. Time for Payment of Corporate Estimated Taxes (sec. 501
of the Act)

Present and Prior Law

In general, corporations are required to make quarterly esti-
mated tax payments of their income tax liability (sec. 6655). For a
corporation whose taxable year is a calendar year, these estimated

tax payments must be made by April 15, June 15, September 15,
and December 15.

Reasons for Change

The Congress believed it was appropriate to modify the corporate
estimated tax requirements.

Explanation of Provision

With respect to corporate estimated tax payments otherwise due

on September 15, 2003, 25 percent is not required to be paid until
October 1, 2003.

Effective Date

The provision is effective on the date of enactment (May 26,
2003)
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PART TWO: SURFACE TRANSPORTATION EXTENSION
ACT OF 2003 (PUBLIC LAW 108-88) 46

A. Extension of Highway Trust Fund and Aquatic Resources
Trust Fund Expenditure Authority (sec. 12 of the Act)

Present and Prior Law

_ Under prior law, the Internal Revenue Code (sec. 9503) author-
ized expenditures (subject to appropriations) to be made from the
Highway Trust Fund through September 30, 2003, for purposes
provided in specified authorizing legislation as in effect on the date
of enactment of the most recent authorizing Act (the Transpor-
tation Equity Act for the 21st Century).

Under prior law, expenditures also were authorized from the
Aquatic Resources Trust Fund through September 30, 2003.

Highway Trust Fund spending is limited by anti-deficit provi-
sions internal to the Highway Trust Fund, the so-called “Harry
Byrd rule.” The rule requires the Treasury Department to deter-
mine, on a quarterly basis, the amount (if any) by which unfunded
highway authorizations exceed projected net Highway Trust Fund
tax receipts for the 24-month period beginning at the close of each
fiscal year (sec. 9503(d)). Similar rules apply to unfunded Mass
Transit Account authorizations. If unfunded authorizations exceed
projected 24-month receipts, apportionments to the States for speci-
fied programs funded by the relevant Trust Fund Account are to
be reduced proportionately. Because of the Harry Byrd rule, taxes
dedicated to the Highway Trust Fund typically are scheduled to ex-
pire at least two years after current authorizing Acts.

Explanation of Provision 47

The Act extends the authority to make expenditures (subject to
appropriations) from the Highway Trust Fund through February
29, 2004. The Act also updates the Highway Trust Fund cross ref-
erences to authorizing legislation to include expenditure purposes
in this Act and prior authorizing legislation as in effect on the date
of enactment.

Instead of extending the taxes dedicated to the Highway Trust
Fund, the Act creates a temporary rule (through February 29,
2004) for purposes of the anti-deficit provisions of the Highway
Trust Fund. For purposes of determining 24 months of projected

46 R. 3087. The House passed the bill on the suspension calendar on September 24, 2003.
The Senate passed the bill by unanimous consent on September 26, 2003. The President signed
the bill on September 30, 2003.

47The expiration dates described herein were subsequently extended by the Surface Transpor-
tation Extension Act of 2004; the Surface Transportation Extension Act of 2004, Part II; the
Surface Transportation Extension Act of 2004, Part III; the Surface Transportation Extension
Act of 2004, Part IV; and the Surface Transportation Extension Act of 2004, Part V, described
in Part Eight, Part Eleven, Part Twelve, Part Thirteen, and Part Fourteen, respectively.

(28)
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revenues for the anti-deficit provisions, the Secretary of the Treas-
ury is instructed to treat each expiring provision relating to appro-
priations and transfers to the Highway Trust Fund to have been
extended through the end of the 24-month period and to assume
that the rate of tax during such 24-month period remains the same
as the rate in effect on the date of enactment of the Act.

The Act extends the authority to make expenditures (subject to
appropriations) from the Aquatics Resources Trust Fund through
February 29, 2004. The Act also updates the Aquatics Resources
Trust Fund cross references to authorizing legislation to include ex-
penditure purposes as in effect on the date of enactment of this

Act.
Effective Date
The provision is effective on the date of enactment (September
30, 2003).
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PART THREE: TO EXTEND THE TEMPORARY ASSIST-
ANCE FOR NEEDY FAMILIES BLOCK GRANT PRO-
GRAM, AND CERTAIN TAX AND TRADE PROGRAMS,
AND FOR OTHER PURPOSES (PUBLIC LAW 108-89)48

A. Disclosure of Return Information Relating to Student
Loans (sec. 201 of the Act and sec. 6103(1) of the Code)

Present and Prior Law

Present and prior law prohibit the disclosure of returns and re-
turn information, except to the extent specifically authorized by the
Code.?? An exception is provided for disclosure to the Department
of Education (but not to contractors thereof) of a taxpayer’s filing
status, adjusted gross income and identity information (i.e., name,
mailing address, taxpayer identifying number) to establish an ap-
propriate repayment amount for an applicable student loan.50
Under prior law, the Department of Education disclosure authority
was scheduled to expire after September 30, 2003.

Explanation of Provision

The Act extends the disclosure authority relating to the disclo-
sure of return information to carry out income-contingent repay-
ment of student loans. The disclosure authority does not apply to
any request made after December 31, 2004.51

Effective Date

The provision is effective with respect to requests for disclosures
made after September 30, 2003.

B. Extension of IRS User Fees (sec. 202 of the Act and new
sec. 7528 of the Code)

Present and Prior Law

The IRS provides written responses to questions of individuals,
corporations, and organizations relating to their tax status or the
effects of particular transactions for tax purposes. The IRS gen-
erally charges a fee 52 for requests for a letter ruling, determination

48H R. 3146. The House passed the bill on the suspension calendar on September 24, 2003.
The Senate passed the bill with an amendment by unanimous consent on September 30, 2003.
The House passed the bill as amended by the Senate by unanimous consent on September 30,
2003. The President signed the bill on October 1, 2003.

49 Sec. 6103.

50 Sec. 6103(1)(13). ]

51The provision predated the enactment of H.R. 1308, Pub. L. No. 108-311 (the “Working
Families Tax Relief Act of 2004”), which further extended the disclosure authority through De-
cember 31, 2005. )

52 These user fees were originally enacted in section 10511 of the Revenue Act of 1987 (Pub.
L. No. 100203, December 22, 1987) but were not originally placed in the Code.

(30)
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letter, opinion letter, or other similar ruling or determination.
Under prior law,53 the statutory authorization for these user fees
was extended through September 30, 2003.

Explanation of Provision

The Act extends the statutory authorization for IRS user fees
through December 31, 2004.5¢4 The Act also moves the statutory au-
thorization for these fees into the Code 55 and repeals the off-Code
statutory authorization for these fees.

Effective Date

The provision is effective for requests made after the date of en-
actment (October 1, 2003).

C. Extension of Customs User Fees (sec. 301 of the Act)

Present and Prior Law

Section 13031 of the Consolidated Omnibus Budget Reconcili-
ation Act of 1985 (COBRA)5¢ authorized the Secretary of the
Treasury to collect certain service fees. Section 412 of the Home-
land Security Act of 200257 authorized the Secretary of the Treas-
ury to delegate such authority to the Secretary of Homeland Secu-
rity. Provided for under 19 U.S.C. 58¢c, these fees include: pro-
cessing fees for air and sea passengers, commercial trucks, rail
cars, private aircraft and vessels, commercial vessels, dutiable mail
packages, barges and bulk carriers, merchandise, and Customs
broker permits. COBRA was amended on several occasions but
most recently by Pub. L. No. 103-182, which extended authoriza-
tion for collection of these fees through September 30, 2003.

Explanation of Provision

The Act extends the authorization for the collection of customs
user fees though March 31, 2004.58

Effective Date

The provision is effective on the date of enactment (October 1,
2003).

53Pub. L. No. 104-117, an Act to provide that members of the Armed Forces performing serv-
ices for the peacekeeping efforts in Bosnia and Herzegovina, Croatia, and Macedonia shall be
entitled to tax benefits in the same manner as if such services were performed in a combat zone,
and for other purposes (March 20, 1996).

54 Section 891 of the American Jobs Creation Act of 2004 (Pub. L. No. 108-357, October 22,
2004) further extended the statutory authorization for these user fees through September 30,
2014.

558ec. 7528. The Act also moved into the Code the user fee provision relating to pension plans
that was enacted in section 620 of the Economic Growth and Tax Relief Reconciliation Act of
2001 (Pub. L. No. 107-16, June 7, 2001).

56 Pub. L. No. 99-272.

57Pub. L. No. 107-296.

58 The expiration date was subsequently extended by the Military Family Tax Relief Act of
2003, and the American Jobs Creation Act of 2004, described in Part Four and Part Seventeen,
respectively. Present law provides authorization for the collection of these fees through Sep-
tember 30, 2014 (sec. 201; 117 Stat. 1335).
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PART FOUR: MILITARY FAMILY TAX RELIEF ACT OF 2003
(PUBLIC LAW 108-121) 52

L. IMPROVING TAX EQUITY FOR MILITARY PERSONNEL

A. Exclusion of Gain on Sale of a Principal Residence by a
Member of the Uniformed Services or the Foreign Service
(sec. 101 of the Act and sec. 121 of the Code)

Present and Prior Low

Under present and prior law, an individual taxpayer may exclude
up to $250,000 ($500,000 if married filing a joint return) of gain
realized on the sale or exchange of a principal residence. To be eli-
gible for the exclusion, the taxpayer must have owned and used the
residence as a principal residence for at least two of the five years
ending on the sale or exchange. A taxpayer who fails to meet these
requirements by reason of a change of place of employment, health,
or, to the extent provided under regulations, unforeseen «cir-
cumstances is able to exclude an amount equal to the fraction of
the $250,000 ($500,000 if married filing a joint return) that is
equal to the fraction of the two years that the ownership and use
requirements are met. Under prior law, there were no special rules
relating to members of the uniformed services or the Foreign Serv-
ice of the United States.

Reasons for Change 69

The Congress believed that members of the uniformed services
and the Foreign Service of the United States who would otherwise
qualify for the exclusion of the gain on the sale of a principal resi-
dence should not be deprived the exclusion because of service to
their country. The Congress believed that it is unfair that members
of the uniformed services and the Foreign Service of the United
States are unable to avail themselves of the exclusion due to relo-
cations required by service to their country.

Explanation of Provision

Under the Act, an individual may elect to suspend for a max-
imum of 10 years the five-year test period for ownership and use
during certain absences due to service in the uniformed services or
the Foreign Service of the United States. The uniformed services

59H R. 3365. The House passed the bill on the suspension calendar on October 29, 2003. The
Senate passed the bill with an amendment by unanimous consent on November 3, 2003. The
House passed the bill as amended by the Senate on the suspension calendar on November 5,
2003. The President signed the bill on November 11, 2003.

60 See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).

(32)
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include: (1) the Armed Forces (the Army, Navy, Air Force, Marine
Corps, and Coast Guard); (2) the commissioned corps of the Na-
tional Oceanic and Atmospheric Administration; and (3) the com-
missioned corps of the Public Health Service. If the election is
made, the five-year period ending on the date of the sale or ex-
change of a principal residence does not include any period up to
five years during which the taxpayer or the taxpayer’s spouse is on
qualified official extended duty as a member of the uniformed serv-
ices or in the Foreign Service of the United States. For these pur-
poses, qualified official extended duty is any period of extended
duty while serving at a place of duty at least 150 miles away from
the taxpayer’s principal residence or under orders compelling resi-
dence in Government furnished quarters. Extended duty is defined
as any period of duty pursuant to a call or order to such duty for
a period in excess of 180 days or for an indefinite period. The elec-
tion may be made with respect to only one property for a suspen-

sion period.
Effective Date
The provision is effective for sales or exchanges after May 6,
1997,

B. Exclusion from Gross Income of Certain Death Gratuity
Payments (sec. 102 of the Act and sec. 134 of the Code)

Present and Prior Law

Present and prior law provides that qualified military benefits
are not included in gross income. Generally, a qualified military
benefit is any allowance or in-kind benefit (other than personal use
of a vehicle) which: (1) is received by any member or former mem-
ber of the uniformed services of the United States or any depend-
ent of such member by reason of such member’s status or service
as a member of such uniformed services; and (2) was excludable
from gross income on September 9, 1986, under any provision of
law, regulation, or administrative practice which was in effect on
such date. Generally, other than certain cost of living adjustments,
no modification or adjustment of any qualified military benefit
after September 9, 1986, is taken into account for purposes of this
exclusion from gross income. Qualified military benefits include
certain death gratuities. The amount of the military death gratuity
benefit has been increased since September 9, 1986, to $6,000 pur-
suant to Chapter 75 of Title 10 of the United States Code. Under
prior law, the amount of the exclusion from gross income was not
increased to take into account this change.

Reasons for Change 61

The Congress believed that the amount of the exclusion for these
death gratuities should be conformed to the levels of such death
gratuities. Further, the Congress believed that the amount of the

518ee S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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exclusion should be automatically adjusted for future changes in
these death gratuities.

Explanation of Provision

The Act extends the exclusion from gross income for military
benefits to any adjustment to the amount of the death gratuity
payable under Chapter 75 of Title 10 of the United States Code
that is pursuant to a provision of law enacted after September 9,
1986, with respect to the death of certain members of the Armed
services on active duty, inactive duty training, or engaged in au-
thorized travel .62

Effective Date

The provision is effective with respect to deaths occurring after
September 10, 2001.

C. Exclusion for Amounts Received Under Department of
Defense Homeowners Assistance Program (sec. 103 of the
Act and sec. 132 of the Code)

Present and Prior Law

Homeowners Assistance Program payment

The Department of Defense Homeowners Assistance Program
(“HAP”) provides payments to certain employees and members of
the Armed Forces to offset the adverse effects on housing values
that result from a military base realignment or closure.83

In general, under HAP, eligible individuals receive either: (1) a
cash payment as compensation for losses that may be or have been
sustained in a private sale, in an amount not to exceed the dif-
ference between (a) 95 percent of the fair market value of their
property prior to public announcement of intention to close all or
part of the military base or installation and (b) the fair market
value of such property at the time of the sale; or (2) as the pur-
chase price for their property, an amount not to exceed 90 percent
of the prior fair market value as determined by the Secretary of
Defense, or the amount of the outstanding mortgages.

Tax treatment

Unless specifically excluded, gross income for Federal income tax
purposes includes all income from whatever source derived.
Amounts received under HAP are received in connection with the
performance of services. Under prior law, these amounts were in-
cludible in gross income as compensation for services to the extent
such payments exceed the fair market value of the property relin-
quished in exchange for such payments. Additionally under prior
law, such payments were wages for Federal Insurance Contribu-
tions Act (“‘FICA”) tax purposes (including Medicare).

62The Act also increases the death gratuity benefit from $6,000 to $12,000.
63 The payments are authorized under the provisions of 42 U.S.C. sec. 3374.

2003-3 C.B. 305



35

Reasons for Change 64

The Congress believed that an exclusion from gross income and
FICA taxes was necessary to provide full compensation for the
losses in home values incurred as a result of military base realign-
ment or closure. The Congress further believed that this would
help to facilitate necessary military base realignment or closure.

Explanation of Provision

The Act generally exempts from gross income amounts received
under the HAP (as in effect on the date of enactment of this Act).
Amounts received under the program also are not considered wages
for FICA tax purposes (including Medicare). The excludable
amount is limited to the reduction in the fair market value of prop-
erty.

Effective Date

The provision is effective for payments made after the date of en-
actment (November 11, 2003).

D. Expansion of Combat Zone Filing Rules to Contingency
Operations (sec. 104 of the Act and sec. 7508 of the Code)

Present and Prior Law

General time limits for filing tax returns

Individuals generally must file their Federal income tax returns
by April 15 of the year following the close of a taxable year. The
Secretary may grant reasonable extensions of time for filing such
returns. Treasury regulations provide an additional automatic two-
month extension (until June 15 for calendar-year individuals) for
United States citizens and residents in military or naval service on
duty on April 15 of the following year (the otherwise applicable due
date of the return) outside the United States. No action is nec-
essary to apply for this extension, but taxpayers must indicate on
their returns (when filed) that they are claiming this extension.
Unlike most extensions of time to file, this extension applies to
both filing returns and paying the tax due.

Treasury regulations also provide, upon application on the proper
form, an automatic four-month extension (until August 15 for cal-
endar-year individuals) for any individual timely filing that form
and paying the amount of tax estimated to be due.

In general, individuals must make quarterly estimated tax pay-
ments by April 15, June 15, September 15, and January 15 of the
following taxable year. Wage withholding is considered to be a pay-
ment of estimated taxes.

Suspension of time periods
In general, the period of time for performing various acts under
the Code, such as filing tax returns, paying taxes, or filing a claim

64See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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for credit or refund of tax, is suspended for any individual serving
in the Armed Forces of the United States in an area designated as
a “combat zone” during the period of combatant activities. An indi-
vidual who becomes a prisoner of war is considered to continue in
active service and is therefore also eligible for these suspension of
time provisions. The suspension of time also applies to an indi-
vidual serving in support of such Armed Forces in the combat zone,
such as Red Cross personnel, accredited correspondents, and civil-
ian personnel acting under the direction of the Armed Forces in
support of those Forces. The designation of a combat zone must be
made by the President in an Executive Order. The President must
also designate the period of combatant activities in the combat zone
(the starting date and the termination date of combat).

The suspension of time encompasses the period of service in the
combat zone during the period of combatant activities in the zone,
as well as (1) any time of continuous qualified hospitalization re-
sulting from injury received in the combat zone®5 or (2) time in
missing in action status, plus the next 180 days.

The suspension of time applies to the following acts:

1. Filing any return of income, estate, or gift tax (except employ-
ment and withholding taxes);

2. Payment of any income, estate, or gift tax (except employment
and withholding taxes);

3. Filing a petition with the Tax Court for redetermination of a
deficiency, or for review of a decision rendered by the Tax Court;

4. Allowance of a credit or refund of any tax;

5. Filing a claim for credit or refund of any tax;

6. Bringing suit upon any such claim for credit or refund;

7. Assessment of any tax;

8. Giving or making any notice or demand for the payment of
any tax, or with respect to any liability to the United States in re-
spect of any tax;

9. Collection of the amount of any liability in respect of any tax;

10. Bringing suit by the United States in respect of any liability
in respect of any tax; and

11. Any other act required or permitted under the internal rev-
enue laws specified by the Secretary of the Treasury.

Individuals may, if they choose, perform any of these acts during
the period of suspension. Spouses of qualifying individuals are enti-
tled to the same suspension of time, except that the spouse is ineli-
gible for this suspension for any taxable year beginning more than
two years after the date of termination of combatant activities in
the combat zone.

65Two special rules apply to continuous hospitalization inside the ‘United States. First, the
suspension of time provisions based on continuous hospitalization inside the United States are
applicable only to the hospitalized individual; they are not applicable to the spouse of such indi-
vidual. Second, in no event do the suspension of time provisions based on continuous hospitaliza-
tion inside the United States extend beyond five years from the date the individual returns to
the United States. These two special rules do not apply to continuous hospitalization outside
the United States.
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Reasons for Change ¢6

The Congress believed that military personnel deployed outside
the United States away from their permanent duty station while
participating in a contingency operation should be entitled to uti-
lize the same suspension of time provisions as those deployed in a
combat zone.

Explanation of Provision

The Act applies the special suspension of time period rules to
persons deployed outside the United States away from the individ-
ual’s permanent duty station while participating in an operation
designated by the Secretary of Defense as a contingency operation
or that becomes a contingency operation. A contingency operation
is defined 67 as a military operation that is designated by the Sec-
retary of Defense as an operation in which members of the Armed
Forces are or may become involved in military actions, operations,
or hostilities against an enemy of the United States or against an
opposing military force, or results in the call or order to (or reten-
tion of) active duty of members of the uniformed services during a
war or a national emergency declared by the President or Con-
gress.

Effective Date

The provision applies to any period for performing an act that
has not expired before the date of enactment (November 11, 2003).

E. Modification of Membership Requirement for Exemption
from Tax for Certain Veterans’ Organizations (sec. 105 of
the Act and sec. 501(c)(19) of the Code)

Present and Prior Law

Under present and prior law, a veterans’ organization as de-
scribed in section 501(c)19) of the Code generally is exempt from
taxation. The Code defines such an organization as a post or orga-
nization of past or present members of the Armed Forces of the
United States: (1) that is organized in the United States or any of
its possessions; (2) no part of the net earnings of which inures to
the benefit of any private shareholder or individual; and (3) that
meets certain membership requirements. The membership require-
ments are that (1) at least 75 percent of the organization’s mem-
bers are past or present members of the Armed Forces of the
United States, and, under prior law, that (2) substantially all of the
remaining members are cadets or are spouses, widows, or widowers
of past or present members of the Armed Forces of the United
States or of cadets. Under present and prior law, no more than 2.5
percent of an organization’s total members may consist of individ-
uals who are not veterans, cadets, or spouses, widows, or widowers
of such individuals.

56 See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).

67The definition is by cross-reference to 10 U.S.C. sec. 101.
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Contributions to an organization described in section 501(c)(19)
may be deductible for Federal income or gift tax purposes if the or-
ganization is a post or organization of war veterans.

Reasons for Change 68

As the membership of veterans’ organizations changes due to
aging and the deaths of members, veterans’ organizations that cur-
rently qualify for tax exemption under section 501(c)(19) may cease
to qualify for exempt status under that section, even though the
membership, apart from changes due to deaths, remains the same.
The Congress believed that a limited expansion of the membership
of veterans’ organizations will enable certain of such organizations
to retain exempt status, which might otherwise be in jeopardy, and
will not unduly expand the membership base beyond persons with
a close connection to members of the Armed Forces or cadets.

Explanation of Provision

The Act permits ancestors or lineal descendants of past or
present members of the Armed Forces of the United States or of
cadets to qualify as members for purposes of the “substantially all”
test. The Act does not change the requirement that 75 percent of
the organization’s members must be past or present members of
the Armed Forces of the United States or the 2.5 percent rule.

Effective Date

The provision is effective for taxable years beginning after the
date of enactment (November 11, 2003).

F. Clarification of Treatment of Certain Dependent Care As-
sistance Programs Provided to Members of the Uniformed
Services of the United States (sec. 106 of the Act and sec.
134 of the Code)

Present and Prior Law

Present and prior law provides that qualified military benefits
are not included in gross income. Generally, a qualified military
benefit is any allowance or in-kind benefit (other than personal use
of a vehicle) which: (1) is received by any member or former mem-
ber of the uniformed services of the United States or any depend-
ent of such member by reason of such member’s status or service
as a member of such uniformed services; and (2) was excludable
from gross income on September 9, 1986, under any provision of
law, regulation, or administrative practice which was in effect on
such date. Generally, other than certain cost of living adjustments,
no modification or adjustment of any qualified military benefit
after September 9, 1986, is taken into account for purposes of this
exclusion from gross income. Under prior law, questions arose as
to the scope of the exclusion with respect to the dependent care
credit.

68 See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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Reasons for Change 6?

The Congress believed that it is important to remove any uncer-
tainty regarding the tax treatment of dependent care assistance
provided to members of the uniformed services.

Explanation of Provision

The Act clarifies that dependent care assistance provided under
a dependent care assistance program (as in effect on the date of en-
actment of this Act) for a member of the uniformed services by rea-
son of such member’s status or service as a member of the uni-
formed services is excludable from gross income as a qualified mili-
tary benefit subject to the present-law rules. The uniformed serv-
ices include: (1) the Armed Forces (the Army, Navy, Air Force, Ma-
rine Corps, and Coast Guard); (2) the commissioned corps of the
‘National Oceanic and Atmospheric Administration; and (3) the
commissioned corps of the Public Health Service. Amounts received
under the program also are not considered wages for Federal Insur-
ance Contributions Act tax purposes (including Medicare).

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2002. No inference is intended as to the tax treatment
of such amounts for prior taxable years.

G. Treatment of Service Academy Appointments as Scholar-
ships for Purposes of Qualified Tuition Programs and
Coverdell Education Savings Accounts (sec. 107 of the Act
and secs. 529 and 530 of the Code)

Present and Prior Law

The Code provides tax-exempt status to qualified tuition pro-
grams, meaning programs established and maintained by a State
or agency or instrumentality thereof or by one or more eligible edu-
cational institutions under which a person (1) may purchase tuition
credits or certificates on behalf of a designated beneficiary which
entitle the beneficiary to the waiver or payment of qualified higher
education expenses of the beneficiary, or (2) in the case of a pro-
gram established by and maintained by a State or agency or instru-
mentality thereof, may make contributions to an account which is
established for the purpose of meeting the qualified higher edu-
cation expenses of the designated beneficiary of the account. Con-
tributions to qualified tuition programs may be made only in cash.
Qualified tuition programs must have adequate safeguards to pre-
vent contributions on behalf of a designated beneficiary in excess
of amounts necessary to provide for the qualified higher education
expenses of the beneficiary.

The Code provides tax-exempt status to Coverdell education sav-
ings accounts (“ESAs”), meaning certain trusts or custodial ac-

698ee S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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counts which are created or organized in the United States exclu-
sively for the purpose of paying the qualified education expenses of
a designated beneficiary. Contributions to ESAs may be made only
in cash. Annual contributions to ESAs may not exceed $2,000 per
beneficiary (except in cases involving certain tax-free rollovers) and
may not be made after the designated beneficiary reaches age 18.

Earnings on contributions to an ESA or a qualified tuition pro-
gram generally are subject to tax when withdrawn. However, dis-
tributions from an ESA or qualified tuition program are excludable
from the gross income of the distributee to the extent that the total
distribution does not exceed the qualified education expenses in-
curred by the beneficiary during the year the distribution is made.

If the qualified education expenses of the beneficiary for the year
are less than the total amount of the distribution from an ESA or
qualified tuition program, then the qualified education expenses
are deemed to be paid from a pro-rata share of both the principal
and earnings components of the distribution. In such a case, only
a portion of the earnings is excludable (i.e., the portion of the earn-
ings based on the ratio that the qualified education expenses bear
to the total amount of the distribution) and the remaining portion
of the earnings is includible in the beneficiary’s gross income.

The earnings portion of a distribution from an ESA or a qualified
tuition program that is includible in income is generally subject to
an additional 10-percent tax. The 10-percent additional tax does
not apply if a distribution is made on account of the death or dis-
ability of the designated beneficiary, or on account of a scholarship
received by the designated beneficiary (to the extent it does not ex-
ceed the amount of the scholarship).

Service obligations are required of recipients of appointments to
the United States Military Academy, the United States Naval
Academy, the United States Air Force Academy, the United States
Coast Guard Academy, or the United States Merchant Marine
Academy. Because of these service obligations, appointments to the
Academies are not considered scholarships for purposes of the
waiver of the additional 10 percent tax on withdrawals from ESAs
and qualified tuition programs that are not used for qualified edu-
cation purposes.

Reasons for Change 7°

The Congress believed that it was appropriate to treat appoint-
ments to a United States Service Academy in a manner similar to
the treatment of qualified scholarships. Accordingly, Congress be-
lieved that it was appropriate to waive the additional 10-percent
tax on withdrawals from ESAs and qualified tuition programs that
are not used for qualified education purposes because the des-
ignated beneficiary received an appointment to a United States
Service Academy. o

The Congress believed that imposing an additional tax on earn-
ings from educational savings accounts and qualified tuition plans
is inappropriate in the case of individuals who choose to serve their

70 See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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country as a member of the military and who, as a part of that
service, obtain their education at one of the Service Academies.

Explanation of Provision

Under the Act, the additional 10-percent tax does not apply to
withdrawals from Coverdell education savings accounts and quali-
fied tuition programs made on account of the attendance of the
beneficiary at the United States Military Academy, the United
States Naval Academy, the United States Air Force Academy, the
United States Coast Guard Academy, or the United States Mer-
chant Marine Academy.

The amount of funds that can be withdrawn without the addi-
tional tax is limited to the costs of advanced education as defined
in 10 U.S.C. section 2005(e)(3) (as in effect on the date of the enact-
ment of the Act) at such Academies.

Effective Date

The provision applies to taxable years beginning after December
31, 2002.

H. Suspension of Tax-Exempt Status of Terrorist
Organizations (sec. 108 of the Act and sec. 501 of the Code)

Present and Prior Law

Under present and prior law, the Internal Revenue Service gen-
erally issues a letter revoking recognition of an organization’s tax-
exempt status only after (1) conducting an examination of the orga-
nization, (2) issuing a letter to the organization proposing revoca-
tion, and (3) allowing the organization to exhaust the administra-
tive appeal rights that follow the issuance of the proposed revoca-
tion letter. In the case of an organization described in section
501(c)(3), the revocation letter immediately is subject to judicial re-
view under the declaratory judgment procedures of section 7428. To
sustain a revocation of tax-exempt status under section 7428, the
IRS must demonstrate that the organization is no longer entitled
to exemption. Under prior law, there was no procedure for the IRS
to suspend the tax-exempt status of an organization.

To combat terrorism, the Federal government has designated a
number of organizations as terrorist organizations or supporters of
terrorism under the Immigration and Nationality Act, the Inter-
national Emergency Economic Powers Act, and the United Nations
Participation Act of 1945.

Reasons for Change 71

The Congress believed that an organization that has been des-
ignated or otherwise identified by the Federal government as a ter-
rorist organization pursuant to certain authority should not be ex-
empt from Federal income tax and that contributions to such orga-
nizations should not be deductible for Federal income tax purposes.

71See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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The Congress believed that the Federal government’s designation
or identification of an organization as a terrorist organization is
ground for suspension of tax-exempt status, and that in such cases
a separate investigation of the organization by the Internal Rev-
enue Service is not necessary. Further, because a terrorist organi-
zation may challenge the Federal government’s designation or iden-
tification of the organization under the law authorizing the des-
ignation or identification, recourse to the declaratory judgment pro-
cedures of the Internal Revenue Code to challenge the suspension
of tax-exemption is not appropriate.

Explanation of Provision

~ The Act suspends the tax-exempt status of an organization that
is exempt from tax under section 501(a) for any period during
which the organization is designated or identified by U.S. Federal
authorities as a terrorist organization or supporter of terrorism.
The Act also makes such an organization ineligible to apply for tax-
exemption under section 501(a). The period of suspension runs
from the date the organization is first designated or identified (or
from the date of enactment of the bill, whichever is later) to the
date when all designations or identifications with respect to the or-

ganization have been rescinded pursuant to the law or Executive -

Order under which the designation or identification was made.

The Act describes a terrorist organization as an organization that
has been designated or otherwise individually identified (1) as a
terrorist organization or foreign terrorist organization under the
authority of section 212(2)(3)(B)(vi)(II) or section 219 of the Immi-
gration and Nationality Act; (2) in or pursuant to an Executive
Order that is related to terrorism and issued under the authority
of the International Emergency Economic Powers Act or section 5
of the United Nations Participation Act for the purpose of imposing
on such organization an economic or other sanction; or (3) in_ or
pursuant to an Executive Order that refers to the provision and is
issued under the authority of any Federal law if the organization
is designated or otherwise individually identified in or pursuant to
such Executive Order as supporting or engaging in terrorist activ-
ity (as defined in section 212(a)(3)(B) of the Immigration and Na-
tionality Act) or supporting terrorism (as defined in section
140(d)(2) of the Foreign Relations Authorization Act, Fiscal Years
1988 and 1989). During the period of suspension, no deduction for
any contribution to a terrorist organization is allowed under the
Code, including under sections 170, 545(b)(2), 556(b)2), 642(c),
2055, 2106(a)(2), or 2522.

No organization or other person may challenge, under section
7428 or any other provision of law, in any administrative or judi-
cial proceeding relating to the Federal tax liability of such organi-
zation or other person, the suspension of tax-exemption, the ineligi-
bility to apply for tax-exemption, a designation or 1dentification de-
scribed above, the timing of the period of suspension, or a denial
of deduction described above. The suspended organization may
maintain other suits or administrative actions against the agency
or agencies that designated or identified the organization, for the
purpose of challenging such designation or identification (but not
the suspension of tax-exempt status under this provision).
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If the tax-exemption of an organization is suspended and each
designation and identification that has been made with respect to
the organization is determined to be erroneous pursuant to the law
or Executive Order making the designation or identification, and
such erroneous designation results in an overpayment of income
tax for any taxable year with respect to such organization, a credit
or refund (with interest) with respect to such overpayment shall be
made. If the operation of any law or rule of law (including res judi-
cata) prevents the credit or refund at any time, the credit or refund
may nevertheless be allowed or made if the claim for such credit
or refund is filed before the close of the one-year period beginning
on the date that the last remaining designation or identification
with respect to the organization is determined to be erroneous.

The Act directs the IRS to update the listings of tax-exempt orga-
nizations to take account of organizations that have had their ex-
emption suspended and to publish notice to taxpayers of the sus-
pension of an organization’s tax-exemption and the fact that con-
tributions to such organization are not deductible during the period
of suspension.

Effective Date

The provision is effective for designations made before, on, or
after the date of enactment (November 11, 2003).

1. Above-the-Line Deduction for Overnight Travel Expenses
of National Guard and Reserve Members (sec. 109 of the
Aect and sec. 162 of the Code)

Present and Prior Law

Under prior law, National Guard and Reserve members could
claim itemized deductions for their nonreimbursable expenses for
transportation, meals, and lodging when they must travel away
from home (and stay overnight) to attend National Guard and Re-
serve meetings. These overnight travel expenses were combined
with other miscellaneous itemized deductions on Schedule A of the
individual’s income tax return and were deductible only to the ex-
tent that the aggregate of these deductions exceeds two percent of
the taxpayer’s adjusted gross income. Under present and prior law,
no deduction is generally permitted for commuting expenses to and
from drill meetings.

Reasons for Change 72

The Congress believed that all National Guard and Reserve
members incurring unreimbursed overnight expenses to attend Na-
tional Guard and Reserve meetings should be able to deduct these
expenses from their income, not just those who itemize their deduc-
tions. Accordingly, the Congress provided an above-the-line deduc-
tion for these expenses.

72See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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Explanation of Provision

The Act provides an above-the-line deduction for the overnight
transportation, meals, and lodging expenses of National Guard and
Reserve members who must travel away from home more than 100
miles (and stay overnight) to attend National Guard and Reserve
meetings. Accordingly, these individuals incurring these expenses
can deduct them from gross income regardless of whether they
itemize their deductions. The amount of the expenses that may be
deducted may not exceed $1,500 per taxable year and is only avail-
able for any period during which the individual is more than 100
miles from home in connection with such services.

Effective Date

The provision is effective with respect to amounts paid or in-
curred in taxable years beginning after December 31, 2002,

dJ. Extension of Certain Tax Relief Provisions to Astronauts
(sec. 110 of the Act and secs. 101, 692, and 2201 of the Code)

Present and Prior Law

In general

The Victims of Terrorism Tax Relief Act of 2001 (the “Victims
Act”) provided certain income and estate tax relief to individuals
who die from wounds or injury incurred as a result of the terrorist
attacks against the United States on September 11, 2001, and
April 19, 1995 (the bombing of the Alfred P. Murrah Federal Build-
ing in Oklahoma City), or as a result of illness incurred due to an
attack involving anthrax that occurred on or after September 11,
2001, and before January 1, 2002.

Income tax relief

The Victims Act extended relief similar to the present-law treat-
ment of military or civilian employees of the United States who die
as a result of terrorist or military activity outside the United
States to individuals who die as a result of wounds or injury which
were incurred as a result of the terrorist attacks that occurred on
September 11, 2001, or April 19, 1995, and individuals who die as
a result of illness incurred due to an attack involving anthrax that
occurs on or after September 11, 2001, and before January 1, 2002.
Under the Victims Act, such individuals generally are exempt from
income tax for the year of death and for prior taxable years begin-
ning with the taxable year prior to the taxable year in which the
wounds or injury occurred.”® The exemption applies to these indi-
viduals whether killed in an attack (e.g., in the case of the Sep-
tember 11, 2001, attack in one of the four airplanes or on the

ound) or in rescue or recovery operations.
gTPreseZnt and prior law provides tax relief of at least $10,000 to
each eligible individual regardless of the income tax liability qf the
individual for the eligible tax years. If an eligible individual’s in-
come tax for years eligible for the exclusion under the provision is
less than $10,000, the individual is treated as having made a tax

73 Present law does not provide relief from self-employment tax liability.
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payment for such individual’s last taxable year in an amount equal
to the excess of $10,000 over the amount of tax not imposed under
the provision. .

Subject to rules prescribed by the Secretary, the exemption from
tax does not apply to the tax attributable to (1) deferred compensa-
tion which would have been payable after death if the individual
had died other than as a specified terrorist victim, or (2) amounts
payable in the taxable year which would not have been payable in
such taxable year but for an action taken after September 11, 2001.
Thus, for example, the exemption does not apply to amounts pay-
able from a qualified plan or individual retirement arrangement to
the beneficiary or estate of the individual. Similarly, amounts pay-
able only as death or survivor’s benefits pursuant to deferred com-
pensation preexisting arrangements that would have been paid if
the death had occurred for another reason are not covered by the
exemption. In addition, if the individual’s employer makes adjust-
ments to a plan or arrangement to accelerate the vesting of re-
stricted property or the payment of nonqualified deferred com-
pensation after the date of the particular attack, the exemption
does not apply to income received as a result of that action.” Also,
if the individual’s beneficiary cashed in savings bonds of the dece-
dent, the exemption does not apply. On the other hand, the exemp-
tion does apply, for example, to a final paycheck of the individual
or dividends on stock held by the individual when paid to another
person or the individual’s estate after the date of death but before
the end of the taxable year of the decedent (determined without re-
gard to the death). The exemption also applies to payments of an
individual’s accrued vacation and accrued sick leave.

The tax relief does not apply to any individual identified by the
Attorney General to have been a participant or conspirator in any
terrorist attack to which the provision applies, or a representative
of such individual.

Exclusion of death benefits

The Victims Act generally provides an exclusion from gross in-
come for amounts received if such amounts are paid by an em-
ployer (whether in a single sum or otherwise”5) by reason of the
death of an employee who dies as a result of wounds or injury
which were incurred as a result of the terrorist attacks that oc-
curred on September 11, 2001, or April 19, 1995, or as a result of
illness incurred due to an attack involving anthrax that occurred
on or after September 11, 2001, and before January 1, 2002. Sub-
ject to rules prescribed by the Secretary, the exclusion does not
apply to amounts that would have been payable if the individual
had died for a reason other than the attack. The exclusion does
apply, however, to death benefits provided under a qualified plan
that satisfy the incidental benefit rule.

For purposes of the exclusion, self-employed individuals are
treated as employees. Thus, for example, payments by a partner-
ship to the surviving spouse of a partner who died as a result of

74 Such amounts may, however, be excludable from gross income under the death benefit ex-
clusion provided in section 102 of the Victims Act.

75Thus, for example, payments made over a period of years could qualify for the exclusion.
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the September 11, 2001, attacks may be excludable under the pro-
vision.

The tax relief does not apply to any individual identified by the
Attorney General to have been a participant or conspirator in any
terrorist attack to which the provision applies, or a representative
of such individual.

Estate tax relief

Present and prior law provides a reduction in Federal estate tax
for taxable estates of U.S. citizens or residents who are active
members of the U.S. Armed Forces and who are killed in action
while serving in a combat zone (sec. 2201). This provision also ap-
plies to active service members who die as a result of wounds, dis-
ease, or injury suffered while serving in a combat zone by reason
of a hazard to which the service member was subjected as an inci-
dent of such service.

In general, the effect of section 2201 is to replace the Federal es-
tate tax that would otherwise be imposed with a Federal estate tax
equal to 125 percent of the maximum State death tax credit deter-
mined under section 2011(b). Credits against the tax, including the
unified credit of section 2010 and the State death tax credit of sec-
tion 2011, then apply to reduce (or eliminate) the amount of the es-
tate tax payable.

Generally, the reduction in Federal estate taxes under section
2201 is equal in amount to the “additional estate tax.” The addi-
tional estate tax is the difference between the Federal estate tax
imposed by section 2001 and 125 percent of the maximum State
death tax credit determined under section 2011(b) as in effect prior
to its repeal by EGTRRA. ‘

The Victims Act generally treats individuals who die from
wounds or injury incurred as a result of the terrorist attacks that
occurred on September 11, 2001, or April 19, 1995, or as a result
of illness incurred due to an attack involving anthrax that occurred
on or after September 11, 2001, and before January 1, 2002, in the
same manner as if they were active members of the U.S. Armed
Forces killed in action while serving in a combat zone or dying as
a result of wounds or injury suffered while serving in a combat
zone for purposes of section 2201. Consequently, the estates of
these individuals are eligible for the reduction in Federal estate tax
provided by section 2201. The tax relief does not apply to any indi-
vidual identified by the Attorney General to have been a partici-
pant or conspirator in any terrorist attack to which the provision
applies, or a representative of such individual.

The Victims Act also changed the general operation of section
2201, as it applies to both the estates of service members who qual-
ify for special estate tax treatment under present and prior law
and to the estates of individuals who qualify for the special treat-
ment only under the Act. Under the Victims Act, the Federal estate
tax is determined in the same manner for all estates that are eligi-
ble for Federal estate tax reduction under section 2201. In addition,
the executor of an estate that is eligible for special estate tax treat-
ment under section 2201 may elect not to have section 2201 apply
to the estate. Thus, in the event that an estate may receive more
favorable treatment without the application of section 2201 in the
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year of death than it would under section 2201, the executor may
elect not to apply the provisions of section 2201, and the estate tax
owed (if any) would be determined pursuant to the generally appli-
cable rules.

Under the Victims Act, section 2201 no longer reduces Federal
estate tax by the amount of the additional estate tax. Instead, the
Victims Act provides that the Federal estate tax liability of eligible
estates is determined under section 2001 (or section 2101, in the
case of decedents who were neither residents nor citizens of the
United States), using a rate schedule that is equal to 125 percent
of the pre-EGTRRA maximum State death tax credit amount. This
rate schedule is used to compute the tax under section 2001(b) or
section 2101(b) (i.e., both the tentative tax under section 2001(b)(1)
and section 2101(b), and the hypothetical gift tax under section
2001(b)(2) are computed using this rate schedule). As a result of
this provision, the estate tax is unified with the gift tax for pur-
poses of section 2201 so that a single graduated (but reduced) rate
schedule applies to transfers made by the individual at death,
based upon the cumulative taxable transfers made both during life-
time and at death.

In addition, while the Victims Act provides an alternative re-
duced rate table for purposes of determining the tax under section
2001(b) or section 2101(b), the amount of the unified credit never-
theless is determined as if section 2201 did not apply, based upon
the unified credit as in effect on the date of death. For example,
in the case of victims of the September 11, 2001, terrorist attack,
the applicable unified credit amount under section 2010(c) would be
determined by reference to the actual section 2001(c) rate table.

Reasons for Change 76

The Congress wished to honor the bravery of individuals who lost
their lives in the space shuttle Columbia disaster. Further, the
Congress believed it appropriate to provide these tax relief meas-
ures to those individuals and their families.

Explanation of Provision

The Act extends the exclusion from income tax, the exclusion for
death benefits, and the estate tax relief available under the Victims
of Terrorism Tax Relief Act of 2001 to astronauts who lose their
lives on a space mission (including the individuals who lost their
lives in the space shuttle Columbia disaster).

Effective Date

The provision is generally effective for qualified individuals
whose lives are lost on a space mission after December 31, 2002.

76 See S. 351, the “Armed Forces Tax Fairness Act of 2003,” which was reported by the Senate
Committee on Finance on February 11, 2003 (S. Rep. No. 108-3) and H.R. 878, the “Armed
Forces Tax Fairness Act of 2003,” which was reported by the House Committee on Ways and
Means on March 5, 2003 (H.R. Rep. No. 108-23).
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II. REVENUE PROVISION
A. Extension of Customs User Fees (sec. 201 of the Act)

Present and Prior Law

Section 13031 of the Consolidated Omnibus Budget Reconcili-
ation Act of 1985 (COBRA) (Pub. L. No. 99-272), authorized the
Secretary of the Treasury to collect certain service fees. Section 412
of the Homeland Security Act of 2002 (Pub. L. No. 107-296) au-
thorized the Secretary of the Treasury to delegate such authority
to the Secretary of Homeland Security. Provided for under 19
U.S.C. sec. 58c, these fees include: processing fees for air and sea
passengers, commercial trucks, rail cars, private aircraft and ves-
sels, commercial vessels, dutiable mail packages, barges and bulk
carriers, merchandise, and customs broker permits. COBRA was
amended on several occasions but most recently by Pub. L. No.
108-89, which extended authorization for the collection of these
fees through March 31, 2004.77

Explanation of Provision

The Act extends the authorization for the collection of customs
user fees though March 1, 2005.78

Effective Date

The provision is effective on the date of enactment (November 11,
2003).

77Sec. 201; 117 Stat. 1335. . '

78The expiration date was subsequently extended by the American Jobs Creation Act of 2004,
described in Part Seventeen. Present law provides authorization for the collection of these fees
through September 30, 2014 (sec. 201; 117 Stat. 1935).

(48)
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PART FIVE: MEDICARE PRESCRIPTION DRUG, IMPROVE-
MENT, AND MODERNIZATION ACT OF 2003 (PUBLIC
LAW 108-173) 79

A. Disclosure of Return Information for Purposes of Pro-
viding Transitional Assistance Under Medicare Discount
Card Program (sec. 105(e) of the Act and sec. 6103(1)(19) of
the Code)

Present and Prior Law

The Internal Revenue Code prohibits disclosure of returns and
return information, except to the extent specifically authorized by
the Code (sec. 6103(a)). Unauthorized disclosure is a felony punish-
able by a fine not exceeding $5,000 or imprisonment of not more
than five years, or both, together with the costs of prosecution (sec.
7213). Unauthorized inspection of such information is a mis-
demeanor, punishable by a fine not exceeding $1,000 or imprison-
ment of not more than one year, or both, together with the costs
of prosecution (sec. 7213A). An action for civil damages also may
be brought for unauthorized disclosure (sec. 7431). No return or re-
turn information may be furnished by the Internal Revenue Service
(“IRS”) to another agency unless the other agency establishes pro-
cedures satisfactory to the IRS for safeguarding the information it
receives (sec. 6103(p)).

Explanation of Provision

The Act establishes a new optional Medicare prescription drug
benefit program, effective January 1, 2006. Until the new perma-
nent program is effective, the Secretary of Health and Human
Services 1s required to establish a program to endorse prescription
drug discount programs in order to provide access to prescription
drug discounts for discount card-eligible individuals and to provide
for transitional assistance for eligible individuals enrolled in such
endorsed programs.

An individual who wishes to be treated as a “transitional assist-
ance eligible individual” has the option of self-certifying under pen-
alty of perjury as to the amount of the individual’s income, family
size, and prescription drug coverage (if any). The Secretary of
Health and Human Services is authorized to verify eligibility for
individuals seeking to enroll in an endorsed program and for indi-
viduals who provide self-certification as to the foregoing items. In
its verification process, the Department of Health and Human

79H R. 1. The House passed the bill, with the text of H.R. 2596 (a bill relating to Health Sav-
ings Accounts) appended thereto, on June 27, 2003. The Senate Committee on Finance reported
S. 1 on June 13, 2003. The Senate passed H.R. 1, as amended by the provisions of S. 1, on July
7, 2003. The conference relgort was filed on November 21, 2003 (H.R. Rep. No. 108-391). The
conference bill passed the House on November 22, 2003, and the Senate on November 25, 2003.
The President signed the bill on December 8, 2003.

(49)
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Services may obtain and use return information from the IRS. Spe-
cifically, the provision authorizes the IRS to disclose to employees
and contractors of the Department of Health and Human Services
whether adjusted gross income, as modified in accordance with
definitions that will be specified by the Secretary of Health and
Human Services, exceeds amounts that are 100 and 135 percent of
the official poverty line.80 The IRS also is authorized to disclose the
applicable year (as defined below) and whether the return was a
joint return. If no return has been filed for such year, the IRS is
authorized to disclose the fact that no return has been filed for
such taxpayer. “Applicable year” means the most recent taxable
year for which information is available in the IRS data information
systems generally for all taxpayers, or if there is no return filed for
such taxpayer for such year, the prior taxable year. Return infor-
mation disclosed may only be used for the purposes of determining
eligibility for and administering the transitional assistance pro-
gram as established under the provision. Employees and contrac-
tors of the Department of Health and Human Services are subject
to the penalties for unauthorized disclosure and inspection, as well
as the applicable safeguard requirements.

Effective Date

The provision is effective for disclosures made after the date of
enactment (December 8, 2003).

B. Disclosure of Return Information Relating to Income-Re-
lated Reduction in Part B Premium Subsidy (sec. 811(c) of
the Act and sec. 6103(1)(20) of the Code)

Present and Prior Law

The Internal Revenue Code prohibits disclosure of returns and
return information, except to the extent specifically authorized by
the Code (sec. 6103(a)). Unauthorized disclosure is a felony punish-
able by a fine not exceeding $5,000 or imprisonment of not more
than five years, or both, together with the costs of prosecution (sec.
7213). Unauthorized inspection of such information is a mis-
demeanor, punishable by a fine not exceeding $1,000 or imprison-
ment of not more than one year, or both, together with the costs
of prosecution (sec. 7213A). An action for civil damages also may
be brought for unauthorized disclosure (sec. 7431). No return or re-
turn information may be furnished by the Internal Revenue Service
(“IRS”) to another agency unless the other agency establishes pro-
cedures satisfactory to the IRS for safeguarding the information it
receives (sec. 6103(p)).

Explanation of Provision

To facilitate the income-related reduction in Part B premium
subsidy, the Act authorizes the disclosure of certain return infor-
mation to employees and contractors of the Social Security Admin-
istration. Upon written request from the Commissioner of Social

80 For this purpose, the official poverty line is defined in section 673(3) of the Community
Services Block Grant Act, 42 U.S.C. sec. 9902(2).
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Security, the IRS may disclose certain items of return information
with respect to a taxpayer whose premium may be subject to a sub-
sidy adjustment.8! With respect to such taxpayers, the IRS may
disclose (1) taxpayer identity information; (2) filing status; (3) ad-
justed gross income; (4) the amounts excluded from such taxpayer’s
gross income under sections 135 and 911 of the Code (relating to
income from United States Savings bonds used to pay higher edu-
cation tuition and fees, and foreign earned income); (5) tax-exempt
interest received or accrued during the taxable year to the extent
such information is available; (6) amounts excluded from such tax-
payer’s gross income by sections 931 and 933 of the Code (relating
to income from sources within Guam, American Samoa, the North-
ern Mariana Islands, or Puerto Rico); (7) for nonfilers only, such
other information relating to the liability of the taxpayer as the
Secretary may prescribe by regulation, as might indicate that the
amount of the premium of the taxpayer may be subject to adjust-
ment (including estimated tax payments and income information
derived from Form W-2, Form 1099, and similar information re-
turns); and (8) the taxable year with respect to which the preceding
information relates. Return information disclosed under this au-
thority may be used by employees and contractors of the Social Se-
curity Administration only for purposes of, and to the extent nec-
essary in, establishing the appropriate amount of any Part B pre-
mium adjustment. Employees and contractors of the Social Security
Administration are subject to the penalties for unauthorized disclo-
sure and inspection, as well as the applicable safeguard require-
ments.

Effective Date

The provision is effective for premium adjustments under section
1839(3i) of the Social Security Act for months beginning with Janu-
ary 2007.

C. Health Savings Accounts (sec. 1201 of the Act and new
sec. 223 of the Code)

Present and Prior Law
Overview

A number of provisions dealing with the Federal tax treatment
of health expenses and health insurance coverage exist under
present and prior law.

Employer-provided health coverage

In general, employer contributions to an accident or health plan
are excludable from an employee’s gross income (and wages for em-
ployment tax purposes).82 This exclusion generally applies to cov-
erage provided to employees (including former employees) and their
spouses, dependents, and survivors. Benefits paid under employer-
provided accident or health plans are also generally excludable
from income to the extent they are reimbursements for medical

81 Adjustments are determined pursuant to section 1839(i) of the Social Security Act (as added
by the provision).
82 Secs. 106, 3121(a)(2), and 3306(b)(2).
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care.®3 If certain requirements are satisfied, employer-provided ac-
cident or health coverage offered under a cafeteria plan is also ex-
cludable from an employee’s gross income and wages.84

Two general employer-provided arrangements can be used to pay
for or reimburse medical expenses of employees on a tax-favored
basis: flexible spending arrangements (“FSAs”) and health reim-
bursement arrangements (“HRAs”). While these arrangements pro-
vide similar tax benefits (i.e., the amounts paid under the arrange-
ments for medical care are excludable from gross income and wages
for employment tax purposes), they are subject to different rules.
A main distinguishing feature between the two arrangements is
that while FSAs are generally part of a cafeteria plan and contribu-
tions to FSAs are made on a salary reduction basis, HRAs cannot
be part of a cafeteria plan and contributions cannot be made on a
salary-reduction basis.85

Amounts paid or accrued by an employer within a taxable year
for a sickness, accident, hospitalization, medical expense, or similar
health plan for its employees are generally deductible as ordinary
and necessary business expenses.86

Self-employed individuals

The exclusion for employer-provided health coverage does not
apply to self-employed individuals. However, self-employed individ-
uals (i.e., sole proprietors or partners in a partnership)8” are enti-
tled to deduct 100 percent of the amount paid for health insurance
for themselves and their spouse and dependents.38

Itemized deduction for medical expenses

Individuals who itemize deductions may deduct amounts paid
during the taxable year (to the extent not reimbursed by insurance
or otherwise) for medical care of the taxpayer, the taxpayer’s
spouse, and dependents, to the extent that the total of such ex-
penseg9 exceeds 7.5 percent of the taxpayer’s adjusted gross in-
come.

Archer medical savings accounts

In general

In general, an Archer medical savings account (“MSA”) is a tax-
exempt trust or custodial account created exclusively for the benefit
of the account holder that is subject to rules similar to those appli-
cable to individual retirement arrangements.90

83Sec.105. In the case of a self-insured medical reimbursement arrangement, the exclusion ap-
plies to highly compensated employees only if certain nondiscrimination rules are satisfied. Sec.
105(h). Medical care is defined as under section 213(d) and generally includes amounts paid for
qualified long-term care insurance and services.

84Secs. 125, 3121(a)(5XG), and 3306(b)(5)XG). Long-term care insurance and services may not
be provided through a cafeteria plan.

85 Notice 200245, 2002-28 LR.B. 93 (July 15, 2002); Rev. Rul. 2002-41, 2002-28 IRB. 75
(July 15, 2002).

86 Sec, 162.

87 Self-employed individuals include more than two-percent shareholders of S corporations who
are treated as partners for purposes of fringe benefits rules pursuant to section 1372.

88 Sec. 162(1).

89 Sec. 213. The adjusted gross income percentage is 10 percent for purposes of the alternative
minimum tax. Sec. 56(b}X1XB).

90 Sec. 220.
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Within limits, contributions to an Archer MSA are deductible in
determining adjusted gross income if made by an eligible individual
and are excludable from gross income and wages for employment
tax purposes if made by the employer of an eligible individual.
Earnings on amounts in an Archer MSA are not includible in gross
income in the year earned (i.e., inside buildup is not taxable). Dis-
tributions from an Archer MSA for qualified medical expenses are
not includible in gross income. Distributions not used for qualified
medical expenses are includible in gross income and subject to an
additional 15-percent tax unless the distribution is made after
death, disability, or the individual attains the age of Medicare eligi-
bility (i.e., age 65).

Qualified medical expenses are generally defined as under sec-
tion 213(d), except that qualified medical expenses do not include
expenses for health insurance other than long-term care insurance,
premiums for health coverage during any period of continuation
coverage required by Federal law, and premiums for health care
coverage while an individual is receiving unemployment compensa-
tion under Federal or State law. For purposes of determining the
itemized deduction for medical expenses, distributions from an Ar-
cher MSA for qualified medical expenses are not treated as ex-
penses paid for medical care under section 213.

Eligible individuals

Archer MSAs are available only to employees of a small employer
who are covered under an employer-sponsored high deductible
health plan and to self-employed individuals covered under a high
deductible health plan.? An employer is a small employer if it em-
ployed, on average, no more than 50 employees on business days
during either of the two preceding calendar years. An individual is
not eligible for an Archer MSA if he or she is covered under any
other health plan that is not a high deductible health plan (other
than a plan providing certain limited types of coverage). Individ-
uals entitled to benefits under Medicare are not eligible individ-
uals. Eligible individuals do not include individuals who may be
claimed as a dependent on another person’s tax return.

Treatment of contributions

Individual contributions to an Archer MSA are deductible (within
limits) in determining adjusted gross income (i.e., “above-the-line”).
In addition, employer contributions are excludable from gross in-
come and wages for employment tax purposes (within the same
limits). Contributions to an Archer MSA may not be made through
a cafeteria plan. In the case of an employee, contributions can be
made to an Archer MSA either by the individual or by the individ-
ual’s employer, but not by both.

The maximum annual contribution that can be made to an Ar-
cher MSA for a year is 65 percent of the annual deductible under
the high deductible health plan in the case of self-only coverage

and 75 percent of the annual deductible in the case of family cov-
erage.

91 Self-employed individuals inctude more than two-percent shareholders of S corporations who
are treated as partners for purposes of fringe benefit rules pursuant to section 1372.
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If an employer provides a high deductible health plan coupled
with Archer MSAs for employees and makes employer contribu-
tions to the Archer MSAs, the employer must make available a
comparable contribution on behalf of all employees with com-
parable coverage during the same period. Contributions are consid-
ered comparable if they are either of the same amount or the same
percentage of the deductible under the high deductible health plan.
If employer contributions do not satisfy the comparability rule dur-
ing a period, then the employer is subject to an excise tax equal
to 35 percent of the aggregate amount contributed by the employer
to Archer MSAs of the employer for that period.

Definition of high deductible health plan

For 2003, a high deductible health plan is a health plan with an
annual deductible of at least $1,700 and no more than $2,500 in
the case of self-only coverage and at least $3,350 and no more than
$5,050 in the case of family coverage. In addition, the maximum
out-of-pocket expenses with respect to allowed costs must be no
more than $3,350 in the case of self-only coverage and no more
than $6,150 in the case of family coverage (for 2003).92 Qut-of-pock-
et expenses include deductibles, co-payments, and other amounts
(other than premiums) that the individual must pay for covered
benefits under the plan. A plan does not fail to qualify as a high
deductible health plan merely because it does not have a deductible
for preventive care as required under State law. A plan does not
qualify as a high deductible health plan if substantially all of the
coverage under the plan is certain permitted insurance or is cov-
erage (whether provided through insurance or otherwise) for acci-
dents, disability, dental care, vision care, or long-term care.

Treatment of death of account holder

Upon death, any balance remaining in the decedent’s Archer
MSA is includible in his or her gross estate. If the account holder’s
surviving spouse is the named beneficiary of the Archer MSA, then,
after the death of the account holder, the Archer MSA becomes the
Archer MSA of the surviving spouse and the amount of the Archer
MSA balance may be deducted in computing the decedent’s taxable
estate, pursuant to the estate tax marital deduction.®2 If, upon the
account holder’s death, the Archer MSA passes to a named bene-
ficiary other than the decedent’s surviving spouse, the Archer MSA
ceases to be an Archer MSA as of the date of the decedent’s death,
and the beneficiary is required to include the fair market value of
the Archer MSA assets as of the date of death in gross income for
the taxable year that includes the date of death. The amount in-
cludible in gross income is reduced by the amount in the Archer
MSA used, within one year after death, to pay qualified medical ex-
penses incurred prior to the death. If there is no named beneficiary
for the decedent’s Archer MSA, the Archer MSA ceases to be an Ar-
cher MSA as of the date of death, and the fair market value of the

92The deductible and out-of-pocket expenses dollar amounts are indexed for inflation in $50
increments.
93 Sec. 2056.
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assets in the Archer MSA as of such date is includible in the dece-
dent’s gross income for the year of the death.

Limit on number of MSAs; termination of MSA availability

The number of taxpayers benefiting annually from an Archer
MSA contribution is limited to a threshold level (generally 750,000
taxpayers). The number of Archer MSAs established has not ex-
ceeded the threshold level.

After 2003, no new contributions could be made to Archer MSAs
except by or on behalf of individuals who previously had Archer
MSA contributions and employees who are employed by a partici-
pating employer.94

Explanation of Provision

In general

The Act adds provisions for health savings accounts (HSAs), ef-
fective for taxable years beginning after December 31, 2003. In
general, HSAs provide tax-favored treatment for current medical
expenses as well as the ability to save on a tax-favored basis for
future medical expenses. In general, HSAs are tax-exempt trusts or
custodial accounts created exclusively to pay for the qualified med-
ical expenses of the account holder and his or her spouse and de-
pendents that are subject to rules similar to those applicable to in-
dividual retirement arrangements.95

Within limits, contributions to an HSA made by or on behalf of
an eligible individual are deductible by the individual. Contribu-
tions to an HSA are excludable from income and employment taxes
if made by the employer. Earnings on amounts in HSAs are not
taxable. Distributions from an HSA for qualified medical expenses
are not includible in gross income. Distributions from an HSA that
are not used for qualified medical expenses are includible in gross
income and are subject to an additional tax of 10 percent, unless
the distribution is made after death, disability, or the individual at-
tains the age of Medicare eligibility (i.e., age 65).

Eligible individuals

Eligible individuals for HSAs are individuals who are covered by
a high deductible health plan and no other health plan that is not
a high deductible health plan and which provides coverage for any
benefit which is covered under the high deductible health plan. In-
dividuals entitled to benefits under Medicare are not eligible to
make contributions to an HSA. Eligible individuals do not include
individuals who may be claimed as a dependent on another per-
son’s tax return.

An individual with other coverage in addition to a high deduct-
ible health plan is still eligible for an HSA if such other coverage
is certain permitted insurance or permitted coverage. Permitted in-
surance is: (1) insurance if substantially all of the coverage pro-
vided under such insurance relates to (a) liabilities incurred under

94Under Pub. L. No. 108-311, new contributions to Archer MSAs can be made through 2005.
95The present-law requirement applicable to insurance companies that certain policy acquisi-

tion expenses must be capitalized and amortized (sec. 848) does not apply in the case of any
contract that is an HSA.
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worker’s compensation law, (b) tort liabilities, (c) liabilities relating
to ownership or use of property (e.g., auto insurance), or (d) such
other similar liabilities as the Secretary may prescribe by regula-
tions; (2) insurance for a specified disease or illness; and (3) insur-
ance that provides a fixed payment for hospitalization. Permitted
coverage is coverage (whether provided through insurance or other-
wise) for accidents, disability, dental care, vision care, or long-term
care.

A high deductible health plan is a health plan that has a deduct-
ible that is at least $1,000 for self-only coverage or $2,000 for fam-
ily coverage and that has an out-of-pocket expense limit that is no
more than $5,000 in the case of self-only coverage and $10,000 in
the case of family coverage.?¢ As under present and prior law, out-
of-pocket expenses include deductibles, co-payments, and other
amounts (other than premiums) that the individual must pay for
covered benefits under the plan. A plan is not a high deductible
health plan if substantially all of the coverage is for permitted cov-
erage or coverage that may be provided by permitted insurance, as
described above.

A plan does not fail to be a high deductible health plan by reason
of failing to have a deductible for preventive care. Except as other-
wise provided by the Secretary, preventive care is defined as under
section 1871 of the Social Security Act. It is intended that the Sec-
retary of the Treasury will amend the definition of preventive care
if the definition used under the Social Security Act is inconsistent
with the purposes of the provision.

Tax treatment of and limits on contributions

Contributions to an HSA by or on behalf of an eligible individual
are deductible (within limits) in determining adjusted gross income
(i.e., “above-the-line”) of the individual. Thus, for example, con-
tributions made by an eligible individual’s family members are de-
ductible by the eligible individual to the extent the contributions
would be deductible if made by the individual ®7 In addition, em-
ployer contributions to HSAs (including salary reduction contribu-
tions made through a cafeteria plan) are excludable from gross in-
come and wages for employment tax purposes.?® In the case of an
employee, contributions to an HSA may be made by both the indi-
vidual and the individual’s employer. All contributions are aggre-
gated for purposes of the maximum annual contribution limit. Con-
tributions to Archer MSAs reduce the annual contribution limit for
HSAs.

96 The $1,000 and $5,000 limits are indexed for inflation. The family coverage limits will al-
ways be twice the self-only coverage limits (as indexed for inflation). In the case of the plan
using a network of providers, the plan does not fail to be a high deductible health plan (if it
would otherwise meet the requirements of a high deductible health plan) solely because the out-
of-pocket expense limit for services provided outside of the network exceeds the $5,000 and
$10,000 out-of-pocket expense limits. In addition, such plan’s deductible for out-of-network serv-
ices is not taken into account in determining the annual contribution limit (i.e., the deductible
for services with the network is used for such purpose). )

97 Under present law, contributions made on behalf of another individual are generally treated
as gifts. The present-law gift tax rules apply to contributions made on behalf of another indi-
vidual.

98 Employer contributions to an HSA are excludable from wages for employment tax purposes
if, at the time of payment, it is reasonable to believe that the employee will be able to exclude
such payment from income.
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The maximum aggregate annual contribution that can be made
to an HSA is the lesser of (1) 100 percent of the annual deductible
under the high deductible health plan, or (2) the maximum deduct-
ible permitted under an Archer MSA high deductible health plan
under present and prior law, as adjusted for inflation.®® For 2004,
the amount of the maximum deductible under an Archer MSA high
deductible health plan is $2,600 in the case of self-only coverage
and $5,150 in the case of family coverage. The annual contribution
limits are increased for individuals who have attained age 55 by
the end of the taxable year. In the case of policyholders and cov-
ered spouses who are age 55 or older, the HSA annual contribution
limit is greater than the otherwise applicable limit by $500 in
2004, $600 in 2005, $700 in 2006, $800 in 2007, $900 in 2008, and
$1,000 in 2009 and thereafter.190 Contributions, including catch-up
contributions, cannot be made once an individual is eligible for
Medicare.

An excise tax applies to contributions in excess of the maximum
contribution amount for the HSA. The excise tax is generally equal
to six percent of the cumulative amount of excess contributions
that are not distributed from the HSA.

Amounts can be rolled over into an HSA from another HSA or
from an Archer MSA.

If an employer makes contributions to employees’ HSAs, the em-
ployer must make available comparable contributions on behalf of
all employees with comparable coverage during the same period.
Contributions are considered comparable if they are either of the
same amount or the same percentage of the deductible under the
plan. The comparability rule is applied separately to part-time em-
ployees (i.e., employees who are customarily employed for fewer
than 30 hours per week).

If employer contributions do not satisfy the comparability rule
during a period, then the employer is subject to an excise tax equal
to 35 percent of the aggregate amount contributed by the employer
to HSAs for that period. The excise tax is designed as a proxy for
the denial of the deduction for employer contributions. In the case
of a failure to comply with the comparability rule which is due to
reasonable cause and not to willful neglect, the Secretary may
waive part or all of the tax imposed to the extent that the payment
of the tax would be excessive relative to the failure involved. For
purposes of the comparability rule, employers under common con-
trol are aggregated.

Taxation of distributions

Distributions from an HSA for qualified medical expenses of the
individual and his or her spouse or dependents generally are ex-
cludable from gross income. In general, amounts in an HSA can be
used for qualified medical expenses even if the individual is not
currently eligible for contributions to the HSA.

99The annual contribution limit is the sum of the limits determined separately for each

mont}}:, based on the individual’s status and health plan coverage as of the first day of the
month.

100 As in determining the general annual contribution limit, the increase in the annual con-
tribution limit for individuals who have attained age 55 is also determined on a monthly basis.

328 2003-3 C.B.



58

Qualified medical expenses generally are defined as under sec-
tion 213(d) and include expenses for diagnosis, cure, mitigation,
treatment, or prevention of disease, including prescription drugs,
transportation primarily for and essential to such care, and quali-
fied long-term care expenses of the account holder and his or her
spouse or dependents. Qualified medical expenses do not include
expenses for insurance other than for (1) long-term care insurance,
(2) premiums for health coverage during any period of continuation
coverage required by Federal law, (3) premiums for health care cov-
erage while an individual is receiving unemployment compensation
under Federal or State law, or (4) in the case of an account bene-
ficiary who has attained the age of Medicare eligibility, health in-
surance premiums for Medicare, other than premiums for Medigap
policies. Such qualified health insurance premiums include, for ex-
ample, Medicare Part A and Part B premiums, Medicare HMO pre-
miums, and the employee share of premiums for employer-spon-
sored health insurance including employer-sponsored retiree health
insurance.

For purposes of determining the itemized deduction for medical
expenses, distributions from an HSA for qualified medical expenses
gxi% not treated as expenses paid for medical care under section

Distributions from an HSA that are not for qualified medical ex-
penses are includible in gross income. Distributions includible in
gross income are also subject to an additional 10-percent tax unless
made after death, disability, or the individual attains the age of
Medicare eligibility (i.e., age 65).

Tax treatment of HSAs after death

Upon death, any balance remaining in the decedent’s HSA is in-
cludible in his or her gross estate.

If the HSA holder’s surviving spouse is the named beneficiary of
the HSA, then, after the death of the HSA holder, the HSA be-
comes the HSA of the surviving spouse and the amount of the HSA
balance may be deducted in computing the decedent’s taxable es-
tate, pursuant to the estate tax marital deduction.1°! The surviving
spouse is not required to include any amount in gross income as
a result of the death; the general rules applicable to the HSA apply
to the surviving spouse’s HSA (e.g., the surviving spouse is subject
to income tax only on distributions from the HSA for nonqualified
expenses). The surviving spouse can exclude from gross income
amounts withdrawn from the HSA for expenses incurred by the de-
cedent prior to death, to the extent they otherwise are qualified
medical expenses.

If, upon death, the HSA passes to a named beneficiary other
than the decedent’s surviving spouse, the HSA ceases to be an HSA
as of the date of the decedent’s death, and the beneficiary is re-
quired to include the fair market value of HSA assets as of the
date of death in gross income for the taxable year that includes the
date of death. The amount includible in income is reduced by the
amount in the HSA used, within one year after death, to pay quali-
fied medical expenses incurred by the decedent prior to the death.

101 Sec, 2056.
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As is the case with other HSA distributions, whether the expenses
are qualified medical expenses is determined as of the time the ex-
penses were incurred. In computing taxable income, the beneficiary
may claim a deduction for that portion of the Federal estate tax on
the decedent’s estate that was attributable to the amount of the
HSA balance.102

If there is no named beneficiary of the decedent’s HSA, the HSA
ceases to be an HSA as of the date of death, and the fair market
value of the assets in the HSA as of such date is includible in the
decedent’s gross income for the year of the death. This rule applies
in all cases in which there is no named beneficiary, even if the sur-
viving spouse ultimately obtains the right to the HSA assets (e.g.,
if the surviving spouse is the sole beneficiary of the decedent’s es-
tate).

Reporting requirements

Employer contributions are required to be reported on the em-
ployee’s Form W-2. Trustees of HSAs may be required to report to
the Secretary of the Treasury amounts with respect to contribu-
tions, distributions, the return of excess contributions, and other
matters as determined appropriate by the Secretary. In addition,
the Secretary may require providers of high deductible health plans
to make reports to the Secretary and to account beneficiaries as the
Secretary determines appropriate.

Effective Date

The provision is effective for taxable years beginning after De-
cember 31, 2003.

D. Exclusion from Gross Income of Certain Federal Sub-
sidies for Prescription Drug Plans (sec. 1202 of the Act
and new sec. 139A of the Code)

Present and Prior Law

Gross income includes all income from whatever source derived
unless a specific exclusion applies.193

Explanation of Provision

The Act provides that gross income does not include any special
subsidy payment received under section 1860D—22 of the Social Se-
curity Act. The exclusion applies for purposes of both the regular
tax and the alternative minimum tax (including the adjustment for
adjusted current earnings).

The exclusion is not taken into account in determining whether
a deduction is allowable with respect to costs taken into account in
determining the subsidy payment. Accordingly, a taxpayer could
claim a deduction for prescription drug expenses incurred even

though the taxpayer also received an excludible subsidy related to
the same expenses.

102The deduction is calculated in accordance with the present-law rules relating to income in
respect of a decedent set forth in section 691(c).
103 Sec. 61.
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Effective Date

The provision is effective for taxable years ending after the date
of enactment (December 8, 2003).

E. Exception to Information Reporting Requirements for
Certain Health Arrangements (sec. 1203 of the Act and sec.
6041 of the Code)

Present and Prior Law

Any person in a trade or business who, in the course of that
trade or business, makes specified payments to another person to-
taling $600 or more in a year, must provide an information report
to the IRS (as well as a copy to the recipient) on the payments.104
Reporting is required to be done on Form 1099. In general, these
information reports remind taxpayers of amounts of income that
should be reflected on their tax returns and assist the IRS in
verifying that taxpayers have correctly reported these amounts.

Treasury regulations specify that fees for professional services,
including the services of physicians, must be reported.195 Treasury
regulations also provide a general exception from these information
reporting requirements for payments made to corporations, except
that this exception is inapplicable if the corporation is “engaged in
providing medical and health care services.” 106

In 2003, the IRS issued a revenue ruling describing when em-
ployer-provided expense reimbursements made through debit or
credit cards or other electronic media are excludible from gross in-
come.197 The ruling stated that “payments made to medical service
providers through the use of debit, credit, and stored value cards
are reportable by the employer on Form 1099-MISC under section
6041.7 108

Reasons for Change 199

The Congress wished to encourage electronic reimbursement of
medical expenses through the use of debit or store-valued cards.
The Congress believed that the regulatory reporting requirement
djscouriiiged the use of such cards and that such burden should be
removed.

Explanation of Provision

The Act provides an exception from the generally applicable in-
formation reporting provisions for payments for medical care made
under either: (1) a flexible spending arrangement,!1° or (2) a health
reimbursement arrangement that is treated as employer-provided
coverage.

104 Sec. 6041.

105 Treas. Reg. sec. 1.6041-1(dX2). ]

106 Treas. Reg. sec. 1.6041-3(pX1). These regulations also provide an exception from these in-
formation reporting requirements if the payment is made to a hospital that is tax-exempt or
that is owned and operated by a governmental entity.

107 Rev. Rul. 2003-43, 2003-21 LR.B. 935 (May 27, 2003).

10814,

109 See H.R. 2351, the “Health Savings Account Availability Act,” which was reported by the
House Committee on Ways and Means on June 25, 2003 (H.R. Rep. No. 108-177).

110 This term is defined in sec. 106(cX2).
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Effective Date

The provision applies to payments made after December 31,
2002.
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PART SIX: VISION 100-CENTURY OF AVIATION
REAUTHORIZATION ACT (PUBLIC LAW 108-176) 111

A. Extension of Expenditure Authority (secs. 901 and 902 of
the Act)

Present and Prior Law

The Airport and Airway Trust Fund (the “Trust Fund”) was cre-
ated in 1970 to finance a major portion of the Federal expenditures
on national aviation programs. Prior to that time, these expendi-
tures had been financed with General Fund monies. The statutory
ﬁ)gg\éislilc;ns relating to the Trust Fund were placed in the Code in

Under prior law, the Internal Revenue Code authorized expendi-
tures to be made from the Trust Fund through September 30, 2003,
for purposes provided in specified authorizing legislation as in ef-
fect on the date of enactment of the most recent authorizing Act
(the Wendell H. Ford Aviation Investment and Reform Act for the
21st Century).

To support the Trust Fund, the Code imposes taxes on both com-
mercial and noncommercial aviation. Commercial aviation is the
carriage of persons or property by air for compensation (air trans-
portation “for hire”). All other air transportation is defined as non-
commercial aviation.113

The taxes imposed to finance the aviation trust fund are:

1. ticket taxes imposed on commercial passenger transportation;

2. a waybill tax imposed on freight transportation; and

3. fuel taxes imposed on gasoline and jet fuel used in commercial
aviation and non-commercial aviation.

Most domestic air passenger transportation is subject to a two-
part ticket tax. First, the Code imposes a tax at the rate of 7.5 per-
cent of the amount paid for taxable transportation. Second, the
Code imposes a flight segment tax of $3 for each domestic segment
of taxable transportation. Beginning with calendar year 2003, the
domestic flight segment portion of the ticket tax is adjusted for in-
flation annually.

111H R. 2115. The House Committee on Transportation reported the bill on June 6, 2003 (H.R.
Rep. No. 108-143). The House passed the bill on June 11, 2003. The Senate Committee on Com-
merce, Science, and Transportation reported S. 824 on May 2, 2003 (S. Rep. No. 108-41). The
Senate passed H.R. 2115, as amended by the provisions of S. 824, on June 12, 2003. The con-
ference report was filed on October 29, 2003 (H.R. Rep. No. 108-334). The conference report
passed the House on October 30, 2003 and the Senate on November 21, 2003. The President
signed the bill on December 12, 2003.

112 Sec. 9502.

113 Sec. 4041(cX2). Because these definitions are based on whether an amount is paid for the
transportation, it is possible for the same aircraft to be used at times in commercial aviation
and at times in non-commercial aviation. This determination is made on a flight-by-flight basis.
For example, a corporate-owned aircraft transporting employees of the corporation is engaged
in non-commercial aviation (and subject only to fuels excise tax) while the same aircraft when
transporting non-employees is engaged in commercial aviation (and subject to a mix of ticket
and fuels taxes).

(62)
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Explanation of Provisions

Trust Fund expenditure authority

The Act extends the authority to make expenditures (subject to
appropriations) from the Trust Fund through September 30, 2007.
The Act also updates the Trust Fund cross references to author-
izing legislation to include expenditure purposes in this Act and
p;’i(ﬁ‘ authorizing legislation as in effect on the date of enactment
of the Act.

Domestic flight segment tax

The Act makes a technical correction to the domestic flight seg-
ment portion of the airline ticket tax. Beginning with calendar year
2003, the domestic flight segment portion of the airline ticket tax
is adjusted for inflation annually. The technical correction clarifies
that, in the case of amounts paid for transportation before the be-
ginning of the year in which the transportation is to occur, the rate
of tax is the rate in effect for the calendar year in which the
amount is paid.

Effective Dates

The provision extending expenditure authority is effective on the
date of enactment (December 12, 2003).

The provision relating to the domestic flight segment tax for
flight segments beginning after December 31, 2002, is effective as
if included in the provisions of the Taxpayer Relief Act of 1997 to
which it relates.
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PART SEVEN: SERVICEMEMBERS CIVIL RELIEF ACT
(PUBLIC LAW 108-189) 114

A. Servicemembers Civil Relief (sec. 510 of the Act)

Explanation of Provision

_Section 510 of the Servicemembers Civil Relief Act reenacts sec-
tion 573 of the Soldiers’ and Sailors’ Civil Relief Act of 1940, with
only minor technical changes. First, section 510 requires notice to
the IRS or the tax authority of a State or a political subdivision
thereof to be effective. Second, the six month maximum effective
period under the 1940 Act has been changed to a 180—day period.

114H R. 100. The House Committee on Veterans’ Affairs reported the bill on April 30, 2003
(H.R. Rep. No. 108-81). The House passed the bill on the suspension calendar on May 7, 2003.
The Senate Committee on Veterans’ Affairs reported S. 1136 on November 11, 2003 (S. Rep.
No. 108-197). The Senate passed H.R. 100, as amended by the provisions of S. 1136, by unani-
mous consent on November 21, 2003. The House passed the bill, as amended by the Senate,
by unanimous consent on December 12, 2003. The President signed the bill on December 19,
2003.

(64)
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APPENDIX:

ESTIMATED BUDGET EFFECTS OF TAX LEGISLATION ENACTED IN THE 108TH CONGRESS
Fiscal Years 2003-2014

[Millions of dollars)

Provision

Effective

2003

2004 2005

2006

2007 2008 2009 2010 2011 2012 2013 2014

2003-14

PART ONE: JOBS AND

-

GROWTH TAX RELIEF
RECONCILIATION  ACT
OF 2003 (“JGTRRA") (P.L.
108-27, signed into law by
the President on May 28,
2003)

Acceleration of Certain
Previously Enacted Tax
Reductions
1. Expand the child credit to

$1,000 for 2003 through

2004; revert to present-law

phase in for 2005(1) ............
2. Accelerate the expansion

of the 15% individual in-
come tax rate bracket and
the increase in the standard
deduction for married tax-
payers filing joint retumns;
revert to present-law phase
in for 2005 ......c.occovieiiiinine
3. Accelerate the expansion
of the 10% bracket; revert
to present-law phase in for
2005 ...

4. Accelerate
schedule ..........ccoenvncarinnenn
5. Increase individual AMT
exemption amount by
$4,500 single and $9,000
joint for 2003 and 2004 .......

Total of Acceleration
of Certain Previously
Enacted Tax Reduc-
tions ...

tyba 12/31/02

tyba 12/31/02

tyba 12/31/02
tyba 12/31/02

tyba 12/31/02

-13,712

-4,936

—1,549
~9,531

-1,176

-30,904

—5,820 -12,956

—24,904 -5,234

-8,445 -1,912
—-38,809 —19,930

—10,346 -6,260

—88,324 —46,292

-6,915

—32,488

~ 35,074

-11,906
-74,185
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1. Growth Incentives for
Business
1. Increase bonus deprecia-
tion to 50% and extend

through 12/31/04 ........c.......
2. Increase section 179 ex-
pensing—increase the

amount that can be ex-
ensed from $25,000 to
100,000 and increase the
ghaseout threshold amount
om $200,000 to $400,000;
include software in section
179 property, and index
both the deduction limit
and the phaseout threshold
after 2003 (sunset after
2005) ..

Total of Growth Incen-
tives for Business .....

III. Reductions in Taxes on
Dividends and Capital
Gains
1. Tax capital gains with a

15%/5% rate structure for
2003 through 2007, and
15%/0% in 2008 (sunset
12/31/08) (oo
2. Tax dividends with a 15%/
5% rate structure for 2003
through 2007, and 15%/0%
in 2008 (sunset 12/31/08)(3)

Total of Reductions in
Taxes on Dividends
and Capital Gains .....

IV. Temporary State Fiscal
Relief Fund (outlay ef-
feets) (9) i

V. Special Estimated Tax
Rules for Certain Cor-
porate Estimated Tax Pay-
ments (25% of estimated
payments otherwise due
on September 15, 2003 are

ppisa 5/5/03(2)

tyba 12/31/02

so/a 5/6/03

dri tyba
12/31/02

DOE

-9,918 -33,298

-1,647 -2,681

-11,6656 -385,979

-62 -928

-4,250 -17,506

~4,312 -18,434

-6,3256 6,325

—-11,684 9,414 9,300 8,112 6,648 4,987 3,586 2,212 1,447 e -9,194
-3,690 ~1,027 2,724 1,842 1,290 937 647 410 243, -952
~15,374 8,387 12,024 9,964 7,938 5,924 4,233 2,622 1,690 -10,146
-1,335 -3,042 -4454 -3544 508 —22,386
-19,215 -20,081 -21,263 -23,203 - 19,689 =493 e - 125,700
~20,660 —23,123 -—25717 -—26,747 ~19,180 —10,025............c.cccoomriiiriniei e e —-148,086

.................................................... No Revenue Effect

€eg
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APPENDIX:—Continued
ESTIMATED BUDGET EFFECTS OF TAX LEGISLATION ENACTED IN THE 108TH CONGRESS
Fiscal Years 20032014

[Millions of dollars)

Provision

Effective 2003 2004 2006 2006 2007 2008 2009 2010 2011 2012 2013 2014

2003-14

TOTAL OF PART ONE:;

JOBS AND GROWTH TAX
RELIEF RECONCILI-
ATION ACT OF 20083 ...........
PART TWO; SURFACE
TRANSPORTATION  EX-
TENSION ACT OF 2003—
Extension of Highway
Trust Fund and Aquatic
Resources Trust Fund Ex-
penditure Authority (P.L.
108-88, signed into law by
the President on Sep-
tember 30, 2003) ...................

PART THREE: EXTEND THE
TEMPORARY ASSIST-
ANCE FOR NEEDY FAMI-
LIES BLOCK GRANT PRO-
GRAM, AND CERTAIN
TAX AND TRADE PRO-
GRAMS (P.L. 108-89,
signed into law by the
President on October 1,
2003)

Disclosure of Return In-
formation Relating to Stu-
dent Loans (4) ......cc.cccceevennin

II. Extension of IRS Use
Fees (through 12/31/04) (1).

III. Extension of Customs
User Fees (through
3/BL04)(*) e

—

r

—-53,106 - 136,412 -82,216 -20,661 -13,693 -16,793 -11,242 —4,101 4,233 2,622 1,690

DOE et e e No Revenue Effect ..ottt v
DOE s The Congressional Budget Office Did Not Estimate This Provision ..................coocoeovvvon....

rma DOE ... 33 B e L e e e bt e e i Soe b st e et et <aeseent s r et araee eeebenerereesreean
DOE ...

—329,667

698

45
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TOTAL OF PART THREE:
EXTEND THE TEM-
PORARY ASSISTANCE
FOR NEEDY FAMILIES
BLOCK GRANT PRO-
GRAM, AND CERTAIN
TAX AND TRADE PRO-
GRAMS ..o

PART FOUR: MILITARY
FAMILY TAX RELIEF ACT
OF 2003 (P.L. 108-121,
signed into law by the
President on November 11,
2003)

. Provisions to Improve Tax
Equity for Military Per-
sonnel
1. Exclusion of gain on sale

of a principal residence by a

member of the uniformed

and foreign services ............

2. Treatment of death gratu-
ities payable with respect to
deceased members of the
armed forces:

a. Increase the death gra-
tuity benefit for members
of the armed forces to
$12,000 (outlays) ..............

b. Exclusion from gross in-
come of certain death gra-
tuity payments ................

3. Exclusion for amounts re-
ceived under Department of

Defense Homeowners As-

sistance Program ................

4. Expansion of combat zone

filing rules to contingency

operations .........c.ceeriiiiarne
5. Modification of member-
ship requirement for ex-
emption from tax for cer-
tain veterans’ organizations

6. Clarification of treatment

of certain dependent care

assistance programs pro-
vided to members of the
uniformed services of the

United States .......ccocoveevceenee

—

soea 5/6/97

Doo/a 9/11/01

doa 9/10/01

pma DOE

(%)

tyba DOE

................ 731

................ - 68 -14 -4 -15
................ -33 -9 -9 -9
................ -2 -1 -1 -1
................ ) -2 -2 -2
................ -9 ) ®) ®)
................ ) -1 -1 -2

-15 -16
-9 -8
-1 -1
-2 -2
-1 -1
-2 -2

-17

739
-17 -18 =18 -212
-8 -8 =8 -112
-1 -1 =Ll -10
-2 -2 -19
-1 -1 L TR -13
-2 -2 =2 -17

ges
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ESTIMATED BUDGET EFFECTS OF TAX LEGISLATION ENACTED IN THE 108TH CONGRESS

APPENDIX:—Continued

Fiscal Years 20032014

[Millions of dollars]

Provision

Effective 2003

2004

2005 2006 2007 2008

2011

2012

2013

2014

2003-14

7. Treatment of service
academy appointments as
scholarships for purposes of
qualified tuition programs
and Coverdell Education
Savings Accounts .................

8. Suspension of tax-exempt
status of terrorist organiza-
LIONS e

9. Above-the-line deduction
for overnight travel ex-
penses (not exceeding per
diem levels) of National
Guard and reserve mem-
bers traveling more than
100 miles from home ...........

10. Tax relief and assistance
for families of astronauts
who lose their lives in the
line of duty ....c..ocoverirnnnn

Total of Provisions to
Improve Tax Equity
for Military Per-
sonnel ...

II. Extension of Customs
User Fees

1. Passenger and convey-

ance processing ee

(through 3/1/05)(4) ...............

2. Merchandise processing

fee (through 3/1/05)(4) .........

Total of Extension of
Customs User Fees ...

TOTAL OF PART FOUR:
MILITARY FAMILY TAX
RELIEF ACT OF 2003 ........

tyba 12/31/02 .............

dmbo/a
DOE

apoi tyba
12/31/02

(€ T

-90

)

75
545

619

417

®) ®) %)

=77 -178 -80 - 82

®) ®) ®)

-104 -105 -109 -112

Negligible Revenue Effect

-89

(5

~120

-91

)

-123

-93

)

-1256

582 -105 ~109 -112

-120

—-123

—851

&)

-1,236

281
1,025

1,306

69

9€¢
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PART FIVE: CERTAIN PRO-

SCRIPTION DRUG, IM-
PROVEMENT, AND MOD-
ERNIZATION ACT OF 2003
(P.L. 108-173, signed into
law by the President on
December 8, 2003)

A. Disclosure of Return Infor-
mation for Purposes of Pro-
viding Transitional Assistance
Under Medicare Discount
Card Program ..................

B. Disclosure of Return Infor-
mation Relating to Income-
Related Reduction in Part B
Premium Subsidy .......ccovree.

C. Health Savings Accounts ....

D. Indirect Tax Effects of Re-
ductions in Employer Costs
for Prescription Drug Insur-
ance and Medicare Subsidies
to Employers(4)(?) ..ccvvvrnienn.

E. Tax Exclusion for Certain
Subsidies to Employers (¢)(11)

F. Exception to Form 1099 In-
formation Reporting Require-
ments for Certain Health Ar-
rangements ...

TOTAL OF PART FIVE:
CERTAIN PROVISIONS
CONTAINED IN THE
MEDICARE  PRESCRIP-
TION DRUG, IMPROVE.
MENT, AND MODERNIZA-
TION ACT OF 2003 ...........

PART SIX: VISION 100—
CENTURY OF AVIATION
REAUTHORIZATION ACT
(P.L. 108-178, signed into
law by the President on
December 12, 2003) ...

PART SEVEN: SERVICE
MEMBERS CIVIL RELIEF
ACT (P.L. 108-189, signed
into law by the President
on December 19, 2003) ........

DMa DOE

(%)

tyba 12/31/03

(1)
tyba DOE

pma 12/31/02

(12)

DOE

................ 2 4 1,580 2,301

-1,130 ~1,644

................ -23 -24 ~24 -25

................ -181 -494 -107 36

No Revenue Effect

No Revenue Effect

~650

2,648
-1,889

-26

83

- 704

2,903
-2,070

-27

102

~754

3,264
- 2,322

-27

161

No Revenue Effect

3,569
—-2,540

-28

200

-29

The Joint Committee on Taxation Did Not Estimate This Provision ..

4,571
—-3,257

|

24,944

17,775

—-263

487

LES



Legend for “Effective” column:

aa = acquisitions after

abiUSa = articles brought into the United States after

ada = amounts deferred after

ailiTWWIIA = as if included in the Ticket to Work Incentives
Improvement Act of 1999

aca = acquisitions occurring after

apoamt = amounts paid or acerued more than

asa = articles sold afier

asbmpoia = articles sold by the manufacturer,
producer, or importer after

ata = actions taken after

atare/a = amounts treated as received on or after

bi =bonds issued

bia = bonds issued after

bib = bonds issued before

ca = construction after

cma = coniributions made after

cmd = contributions made durin,

coio/a = cancellations of indebtedness on or after

cpoii = costs patd or incurred in

ctada = contributions, transfers, and distributions after

da = day after

Da = distributions after

DA = dispositions after

di = distributions in

dila = debt instrument issued after

dma = distributions made after

Dma = deposits made after

DMa = disclosures made after

DMA = designations made after

dmo/a = disclosures made on or after

dmbo’a = designations made before. an, or after

doa = deaths occurring after

do/a = disclosures on or after

DOE = date of enactment
doo/a = distributions occurring on or afier
Doo/a = deaths occurring on or after
Dpa = dividends paid after
dri = dividends received in
eia = expenses incurred afier
ematma = elections made and terminations made after
epoia = expenditures paid or incurred after
epoid = expenditures paid or incurred during
eposfgfa = electricity produced or sold from
qualifying facilities after
fpasoua = fuel produced, and sold or used, after
fpisa = facilities placed in service after
frsoua = fuel removed, sold or used after
fsa = fuel sold after
fsoua = fuel sold or used after
iaa = interest accrued after
ineio/a = installment agreements entered into on or after
iwea = individuals who expatriate after
{'osoa = judgments or settlements occurring after
f = losses for
lii = losses incurred in
oia = obligations issued after
a = production after
aa = penalties assessed after
PAa = property acquired after
pada = purchases and dispositions after
pao/a = payments accrued on or after
Pao/a = penalties assessed on or after
pca = productions commencing afier
peo/a = positions established on or after
pfa = pleadings filed after
pi = produclion i

'Advance payment of 2003 child credit paid by rebate with safe harbor.
¢Docs not apply to anv property with binding contract in place ‘before May 6, 2003.

pia = penalties imposed after

pma = payments made after

ppisa = property placed in service after

pyba = plan years beginning after

ra = requests after

rma = requests made after

rra = risk reinsured after

sa = sales after

saptoea = stock acguired pursuant to
options exercised after

so/a = sales on or after

soo/a = sales occwrring on or after

soea = sales or exchanges after

sota = sales of timber after

ta = transactions after

tbpa = travel benefits provided afier

tela = transactions entered into after

tma = transfers made

toa = transactions occurring after

to/a = tramsactions on or after

tosa = transfers of stock after

tpba = taxable periods beginning after

trda = tax returns due after

tyba = taxable years bes}mﬁn after

tyea = taxable years ending after

voa = violations occurring after

wma = wagers made after

wpoifibwa = wages paid or incurred
for individuals beginning work after

16da = 15 days after

30da = 30 days after

90da = 90 days after

g9%
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“Auy vidend desuiibed w Internal Kevenue Lude section #04ths wuudd e Taaed af widinae, aizn R0 and RETP charahaldare rorsive tax relief ta the extent that dividends paid by the
RIC or REIT are qualified dividends received by the RIC or REIT. Taxed REIT income would receive the preferential tax rates when distributed as dividends. The provision excludes yuwfivd
dividends from investment income for the purpose of Internal Revenue Code Section 163(d). Certain anti-abuse rules, including the imposition of a 60-day holding period, apply. Certain for-
etgn dividends would qualify for the prefercntial rates.

4Estimate provided by the Congressional Budget Office.

3Loss of less than $500,000.

5The provision applies to any period for performing an act which has not expired before the date of enactment.

7Generally effective for qualified individuals whose lives are lost in a space mission after December 31, 2002.

8 Premium adjustments under Section 1839() of the Social Security Act for months beginning with January 2007,

b”’l‘he estimate includes the indirect revenue effect that would exist if the Medicare subsidies to employers were taxable but the employers responded to the subsidies as if they were exclud-
able.

{Footnotes for the Appendix are continued on the following page]
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Footnotes for the Appendix continued:

10The indirect tax effects that begin in fiscal year 2004 are attributable gu p{OVifiio?;?) i.nd"l‘it)le X1 %nh;ncx;g generilc ;(‘)):‘;:\é)ehtmn, drug importation) which are effective upon the date of en
actment. The provisions of Title I that affect employers (Part D program and related subsidies) are effective January 1, . K . 3
1 Although lt);he tax exclusion will be effective orytaxable ysarg beirinning after the date of enactment, the exclusion will have no effect until January 1, 2006, when the Medicare subsidies to
employers will begin to be paid. - . i -
‘g’I'Ke provisiong‘;(tendinpg expenditure authority is effective on the date of enactment, The provision relating to the domestic flight segment tax for flight segments beginning after Decem
ber 31, 2002, is effective as if included in the provisions of the Taxpayer Relief Act of 1997 to which it relates. .
13The conference agreement also contains a provision relating to the antitrust status of graduate medical resident mn_tchm%progra.ms.
14 Estimate does not include the effects on PBGC variable rate premiums which are the responsibility of the Congressional udget Office.
15 Provision includes interaction with item A, K
8 Provision provides penalty assessable by the Department of Labor for failure to provide notice.
17 Negligible revenue effect. .
18 Estimate does not include the effects on PBGC which are the responsibility of the Congressional Budget Office.
19Provision applies to any employer that receives a notification under Section 4219(b)(1) of ERISA after October 31, 2003. . . ! foctive for taxable years
For purposes of the child tax credit, effective for taxable years beginning after December 31, 2003; for purposes of earned income credit at taxpayer’s election, effective for taxable y:
endin, r the date of enactment and before January 1, 2006. . R . . s
21This provision will have a negligible effect on p?xlmlty excise tax receipts. However it will have an indirect effect on income tax receipts through increases in employer-contributions for
health insurance and corresponding decreases in cash wages. The table shows this indirect revenue effect, which was estimated by the Congressional Budget Ofﬁcg. Grand Street (east
22The New York City Liberty Zone is defined as all business addresses located on or south of Canal Street, East Broadway (east of its intersection with Canal Street), or Gran ree
of its intersection with East Broadway) in the Borough of Manhattan, New York, NY. . i
23 Generally effective January 1, 2004, except for tﬁe bond provision which is effective for obligations issued after the date of enactment. . . tax for
24The Economic Growth and Tax Relief Reconciliation Act of 2001 provides that the child tax credit and adoption tax credit are allowed for purposes of the alternative minimum tax fo
2002 through 2010.
Z:gf?nco o tfh mlsfio?i’ooo' 201 of the Vi £ T Tax Relief Act of 2001
Effective as if included in section 201 of the Victims of Terrorism Tax Relief Act o . . o .. .
27 Includes estimate for general transition and tramsition for binding contracts, if in effect on September 17, 2003, and for renewals of binding contracts if original contract was in effect on
September 17, 2003.
gEﬁective as if included in the amendment made by section 101 of the Community Renewal Tax Relief Act of 2000.
2 Gain of less than $1 million. .
0 Rffective as if included in the amendment made by section 121(a) of the Community Renewal Tax Relief Act of 2000.
31 Effective for debt incurred after date of enactment by SBICs licensed after date of enactment. } R £
927The bill provides that the excise tax credit expires after December 31, 2010, If this bill is enacted, the Congressional Budget Office’s subsequent baseline would not assume extension o
the excise tax credit beyond its expiration because the requirement to assume extension of excise taxes dedicated to trust funds does not apply to excise tax credits paid from the General
Fund. For purposes of this revenue estimate, therefore, it is assumed that the excise tax credit would expire as scheduled. This treatment generates changes in revenues after December 31,
2010,
33 The provision would Tesult 1n an 1ndirect increase in farm program outlays of 3171 millien in the fiscal years 2011 through 20714
3 Tax credits would be provided for on-road and off-road uses of biodiesel.
35 The provision would result in an indirect increase in farm prugll;a;m outlays of $64 millien in the fiscal years 2005 through 2007.
3 Estimate does not include a reduction in outlays from the Wildlife Trust Fund of $8 million for 2005 through 2014.
37 Estimate does not include a reduction in outlays from the Aquatic Resources Trust Fund of $10 million for 2005 through 2014.
% Estimale does not wclude a reduction 1 vutizys Dunn e Squain Tweouiccs Truzt Fund oF €2 millian far 2005 throueh 2014,
3 Provision is effective as if included in the amendments made by section 101 of the Job Creation and Worker Assistance Acl ol 2002,
4 Loss of lesa than $1 million. .
41Bgse difference change effoctive in taxable years beginning afier 2004, for taxes paid or incurred after 2004. Basket change in taxable years beginning after 2006. Pre-effective date excess
credits carried forward to new basket that would apply under new system. .
2 Effective folxi- taxahle years of foreign corporations beginning after December 31, 2004, and for taxable years of U.S. shareholders with or within which such taxable years of such foreign
corporations end.
EgEﬁ'ecﬁve for dividends with respect to taxable years of regulated investment companies beginning after December 31, 2004.
+Estimate accounts for interaction with reduction to 2 foreign tax credit baskets. X
4 Effective for excess foreign taxes that may be carried forward to any taxable year ending after the date of enactment. Carryback period effective for credits arising in taxable years begin-
ning after the date of enactment.

{Footnotes for the Appendix are continued on the following page]
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Footnotes for the Appendix continued:

6 Effective for the frst taxable year beginning on or after date of enactment, or for the last taxable year beginning before date of enactment, at the taxpayer’s election.

7 Effective for taxable years of a foreign corporation seeking qualified foreign corporation status beginning after September 24, 2004.

‘8 Estimate does not include an increase in outlays of $126 million over the fiscal years 2005 through 2014. X

49Effective dates for provisions relating to reportable transactions and tax shelters: the penalty for failure to disclose reportable transactions is effective for returns and statements the due
date of which is after the date of enactment; the modification to the accuracy-related penalty for listed or reportable transactions is effective for taxable years ending after the date of enact-
ment; the tax shelter exception to confidentiality privileges is effective for communications made on or after the date of enactment; the statute of limitations for vnreported listed transactions
applies to all taxable years for which the statute of limitations under section 6501 has not run as of the date of enactment; the disclosure of reportable transactions by material advisors is ef-
fective for transactions with respeet to which material aid, assistance or advice is provided after the date of enactment; the investor list penalty is effective for returns the due date for which
is after the date of enactment; the modification of penalty for failure to maintain investor lists is effective for requests made after the date of enactment; and the penalty on promoters of tax
shelters is effective for activities after the date of enactment.

S0Rffective for all taxable years, whether beginning before, on, or after the date of enactment.

51Generally effective for leases entered into after March 12, 2004 with exception for pending transportation leases with FTA.

32Generally effective after the date of enactment, except for fuel taxes, effective for taxable years beilnning after the date of enactment.

58 Effective for aviation-grade kerosene removed, entered into the United States, or sold after December 31, 2004.

~Effective 180 days after the date on which the Secretary issues the regulations, which are required no later than 180 days after the date of enactment.

55Bulk transfers to unregistered parties would be taxed at the time of the transfer. The Secretary would be required to publish a list of certain registered persons by January 1, 2005.

36 The revenue neutral tax rate on each 10 pounds of tire capacity above 3,500 pounds is 9.45 cents on tires in general and 4.725 cents for biasply tires.

57Effective for sales in calendar years beginning more than 30 days afier the date of enactment.

68Estimated outlay effects proviged by the Congressional Budget Office.

58 Effective for vaccines sold and used beginning on the first day of the first month beginning more than four weeks after the date of enactment. .

s0Effective for vaccines sold and used on or after the later of the first day of the first month beginning more than four weeks after the date of enactment, or the date on which the Secretary
of Health and Human Services lists the vaccine in the Vaccing Injury Compensation Trust Fund.

61Generally effective for start-up and organizational expenditures incurred after the date of enactment.

62 Applies to individuals subject to section 16 of the Securities and Exchange Act of 1934 for private and public companies.
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