May 20, 2004
U.S. Tax Legislation Update

Dear Clients and Friends:

Tax legislation will be discussed more frequently in the media now that Congress prepares to turn its attention to a handful of tax bills before the presidential campaign gets into high gear.  The enclosed letter is being sent to help you stay on top of these important developments.  
Congress is now hard at work on several pieces of significant tax legislation.  Although the likelihood of a blockbuster tax cut (or increase) is usually slim during a presidential election year, a sufficient number of tax changes are now on deck for consideration on Capitol Hill to warrant serious attention.  This letter will give you a heads up on what to expect in the coming months.

Pension Plan Relief

One tax bill already has made it into law this year.  The Pension Funding Equity Act of 2004, signed by the president on April 10, offers temporary relief to pension plans that were financially healthy prior to the decline in the stock market, but are now struggling.  Included in this legislation are relief provisions for defined benefit plans, the pension plans of airlines and steel companies, and multi-employer pension plans.  These relief provisions are generally effective for the 2004 and 2004 plan years. 
If your business offers a pension plan to employees, the business probably will benefit.   Under the new law, the interest rate that your defined benefit plan uses to calculate its pension liabilities changes for plan years beginning after December 31, 2003, and before January 1, 2006.  The change in the interest rates should reduce your pension plan liabilities for these years. 

Corporate Tax Cuts, and More, Bundled with Foreign Tax Reform

The U.S. is risking billions of dollars in trade sanctions unless it repeals the Foreign Sales Corporation/ Extraterritorial Income (FSC/ETI) regime, which the World Trade Organization has declared an illegal export subsidy.  House and Senate Republicans also are determined to use FSC/ETI legislation as an election-year vehicle for other tax-related measures.

In its latest reincarnation in the Senate, the Jumpstart Our Business Strength (JOBS) Bill (Sen. 1637), includes not only FSC/ETI reform but enhanced expensing of business expenditures, tax shelter curbs, reform of Sales In, Lease Out (SILO) arrangements, and extensions of expiring tax provisions.  Influential members of Congress intend to attach about $13 billion in energy tax incentives, including tax credits for energy-saving consumer items, to the FSC/ETI bill in the hopes of passing both measures in one piece of legislation.

Business provisions.   The JOBS bill would expand the qualified small-issue bond program and enhance expensing of broadband internet access.  Another key provision would modify the definition of “active business interest” for purposes of enabling tax-free business spin-offs.  Expensing of business assets would be increased and the five-year carry-back of net operating losses enhanced, both especially important to small businesses.


Energy tax incentives.  The proposed law would be felt most directly by the majority of Americans through a handful of conservation tax incentives.  These are aimed at encouraging the design and improvement of energy-efficient homes and green vehicles.  On Main Street, the average business would benefit not only by selling these products to consumers but also by being rewarded for implementing energy conservation measures themselves through efficiencies in facilities and equipment.  


Curbing tax shelters.  Proponents of tightening the rules to combat abusive tax shelters have been unsuccessful in passing stand-alone legislation.  The latest version of the JOBS bill contains numerous provisions targeted at tightening the registration and disclosure rules for tax shelter transactions.  The bill significantly increases penalties for failing to register and disclose tax shelters. 


Extenders.   Some tax incentives have been around for so long they seem permanent, but they aren’t.  When 2003 came to an end, a number of popular, but temporary, tax cuts expired. Others will expire in 2004.  Among the tax incentives up for extension in the JOBS bill are the professional educators’ classroom expense deduction; corporate donations of scientific property and computer technology; allowance of nonrefundable personal credits against alternative minimum tax;  the transfers of excess pension assets to retiree health accounts; the qualified electric vehicle deduction.  Many legislators also are intent on preserving the child tax credit, currently set at $1,000 per child but scheduled to drop to $700 in 2005.  
Highway Bill May Be a Tax Relief Vehicle

About $12 billion in tax incentives have been added to the House’s federal highway spending bill (H.R. 3550).  House Republicans included the tax incentives, largely aimed at small business, to win support from Democrats.  The Senate passed its version of a highway authorization bill in February.  The House passed its version, including the tax incentives, on April 2.  The House and Senate now must reconcile their differing bills before a final vote.  

Targeting business taxpayers, H.R. 3550 would extend for two more years the increase in section 179 business equipment expensing from the Jobs and Growth Tax Relief Act of 2003 (JGTRRA).  JGTRRA increased small business expensing from $25,000 to $100,000 for property placed in service after 2002 and before 2006.

H.R. 3550 also impacts the alternative minimum tax (AMT).  The AMT exemption for business taxpayers would be boosted from $7.5 million to $20.5 million of annual gross receipts.  According to lawmakers, expanding the AMT exemption would benefit more than 90 percent of businesses.  Additionally, business taxpayers would be able to offset their AMT liability with net operating losses and foreign tax credits.  

An Invitation.

If you have any questions about how the temporary relief provisions of Pension Equity Relief Act may impact your business, or how pending legislation in other areas should influence your current business and personal tax decisions, please contact our office at your earliest convenience.  We will continue to monitor legislation from Washington and keep you updated.  
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