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EXECUTIVE COMMITTEE MEETING - JOBS AND GROWTH TAX RELIEF
RECONCILIATION ACT OF 2003

TUESDAY, MAY 13, 2003

U.S. Senate,

Committee on Finance,

Washington, DC.

- The meeting was convened, pursuant to notice, at
7:08 p.m., in room 215, Dirksen Senate Office Building,
Hon. Charles E. Grassley (chairman of the committee)
presiding.

Also present: Senators Hatch, Nickles, Lott, Snowe,
Kyl, Thomas, Santorum, Frist, Smith, Bunning, Baucus,
Rockefeller, Breaux, Graham, and Lincoln.

Also present: Kolan Davis, Republican Staff Director
and Chief Counsel; John Angell, Staff Director; Mark
Prater, Chief Tax Counsel; Russell Sullivan, Democratic
Chief Tax Counsel; and Carla Martin, Chief Clerk.

Also present: Pamela Olson, Assistant Secretary for
Tax Policy, Department of Treasury; and Mary Schmitt,

Acting Chief of Staff, Joint Committee on Taxation.
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2
OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE
The Chairman. I am going to put a statement in the

record that deals with the death of Russell Long as.
chaifman of this committee, because I think that we ought
to remember a great public servant and leader that he
was, and probably a longer time serving chairman of this
committee than any other committee member.

I do not know that for a fact, but I know he was here
for probably 15 to 18 years as chairman of the committee,
and probably 30 years on the committee.

[The prepared statement appears in the appendix.]

The Chairman. In regard to the reason we are here
today, the parliamentarian narrowly construed Finance
Committee instructions in the Budget Resolution. In any
event, I commend Senator Baucus for allowing us to move
forward without further delay. We will do this.

In closing, I would like to be clear about the
scheduie. The Leader has assured me that he wants to
finish the bill this week, in addition to spending time
yet this week on a Global Aids bill, and legislation
dealing with the debt limit. Further delays would only
require us to be here over the weekend.

With that in mind, do I need to have the staff report
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3

anything to the committee or are we ready for the bill to
be voted out as an original bill?
. Mr. Prater. Mr. Chairman, I think we are ready to
go. The staff have been notifiéd of the bill. The bill
is identical to the bill that was reported last Thursday,
with two exceptions. One, the title is different, as is
stated here. Then, two, there was a technical error on
the threshold amount for the refundable formula on the
child credit.

The Chairman. All fight.

Now, before we vote, I will call on Senator Baucus

for his opening comments.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



10

11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

4
OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR FROM

MONTANA

Senator Baucus. Thank you, Mr. Chairman.

It was very thoughtful of you to mention the prior
chairman of this committee, Senator Russell Long.

Several of us attended the funeral for Senator Long
today, a delegation led by Senator Breaux from Louisiana,
and Senator Bingaman was also there with us, and

Senator Dole was there with us.

I mention that because of his leadership. We all
remember his intelligence, his wit, his humility, and the
huge imprint that he has left on the Tax Code, in fact,
on Americans, many, many people, as Senator Breaux points

out often, particularly poor Americans, because of the

Earned Income Tax Credit, older Americans, Medicare.

There are millions upon millions of Americans who lead a

better life today because of the very hard, conscientious

- and far-reaching efforts of Senator Long.

I also mention Senator Long, because Senator Long, as
much as any other Senator or any other chairmen of this
committee, realized the importance of working together on
a bipartisan basis.

He also worked individually with Senators. Sometimes

committee chairman work through staff in contacting other
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Senators or in working with other Senators. Russell Long
did not work very much through staff. He was direct.

You knew when you were getting the Russell Long

. treatment, with that head lock he put on you when he

wanted to talk to you, and his wit. I do not know of a
more tremendous man, frankly, as a good example for a
chairman.

Mr. Chairman, in many respects, you have the same
characteristics, particularly your deep inclination to
work together with all members of the Senate, and I
deeply appreciate that.

Reérettably, in this instance, because the
parliamentarian ruled that there was an error in filing
the bill, we are back here today. I say we are back
here, in part, because many members of the Senate believe
that the reconciliation process, an expedited process, a
speciai process, a fast-track process, should not be used
to increase the debt. Rather, it was originally intended
to reduce debt. That was the whole point of '
reconciliation when reconciliation was enacted by the
Congress.

That is a reason why some Senators felt that we
should abide by the rules, and in fact scrupulously abide
by the rules. That is, if we are going to use a special

fast-track procedure for purposes for which it was not -
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really intended, then we should certainly abide by the
rules that the Senate generally provides with respect to
bills. ” |

Now, Mr. Chairman, I think that we should just
proceed and vote this bill one more time. There is no
substantive change. Although it is the right of any
Senator at this time to offer amendments, I think that
would be inappropriate. The committee has already spoken
on this issue.

We have already had a chance to offer amendments. I
just urge my colleagues to not bring up any amendments--I
do not think any will--but rather just to vote this bill
out and we can proceed on the floor. |

The Chairman. Thank you for your cooperation.

I would now turn to today's committee business. I
would call the Chairman's mark, which is an original bill
entitled "The Jobs and Growth Tax Relief Reconciliation
Act of 2003." You have the legislative language before
you. '

I would now ask that the committee favorably report
this legislation just described, and I would ask for the

yeas and nays. Would the Clerk call the roll?

The Clerk. Mr. Hatch?
Senator Hatch. Ave.
The Clerk. Mr. Nickles?
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Senator Nickles. Aye.
The Clerk. Mr. Lott?
Sengtor Lott. Aye.
The Clerk. Ms. Snowe?
Senatof Snowe. Aye.
The Clerk. Mr. Kyl?

Senator Kyl. Aye.

The Clerk. Mr. Thomas?
Senator Thomas. Aye.

The Clerk. Mr. Santorum?
Senator Santorum. Ave.

The Clerk. Mr. Frist?
Senator Frist. Aye.

The Clerk. Mr. Smith?
Senator Smith. Aye.

The Clerk. Mr. Bunning?
Senator Bunning. Aye.

The Clerk. Mr. Baucus?
Senator Baucus. No.

The Clerk. Mr. Rockefeller?
Senator Rockefeller. No.
The Clerk. Mr. Daschle?
Senator Baucus. No, by proxy.
The Clerk. Mr. Breaux?
Senator Breaux. No.
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The Clerk. Mr.

Senator Baucus.

The Clerk. Mr.

Senator Graham.
The Clefk. | Mr.
Senator Baucus.
The Clerk. Mr.
Senator Baucus.
The Clerk. Mr.

Senator Baucus.

The Clerk. Mrs.

Senator Lincoln.

The Clerk. Mr.
The Chairman.
The Clerk. Mr.

nays.

The Chairman.

favorably reported.

Senator Lincoln.
The Chairman.

Senator Lincoln.

The Chairman.

Conrad?

No, by proxy.
Graham?

No.
Jeffords?

No, by proxy.
Bingaman?

No, by proxy.
Kerry?

No, by proxy.
Lincoln?

Aye.
Chairman?

Aye.

Chairman, the tally is 12 ayes, 9

Based upon that vote,
I thank everybody.
Mr. Chairman?

Senator Lincoln?

the bill is

Yes. May I just ask unanimous

consent to have my statement included in the record?

is something I actually intended to do last Thursday.

Without objection, your statement,
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record. The record will remain open for that.
I thank everybody for their cooperation. Meeting

adjourned.

[Whereupon, at 7:15 p.m. the meeting was concluded.]
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STATEMENT OF:

THE HONORABLE CHARLES E. GRASSLEY
A United States Senator
from the State of Iowa

THE HONORABLE MAX BAUCUS
A United States Senator
from the State of Montana
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SENATOR LINCOLN TALKING POINTS
ON VIRGIN ISLANDS'
EARNED INCOME TAX CREDIT PROPOSAL

1. Mr. Chairman, I would like to bring to the Committee’s attention a

technical problem with the operation of the Earned Income Tax Credit (EITC) in the

| small U.S. Territories, like the Virgin Islands and Guam, that are subject to tax laws that

automatically “mirror” our federal tax laws. As a result, these small mirror code
jurisdictions end up absorbing the entire cost of the EITC, which they can ill afford. The
burden of this unfunded federal mandate is exacerbated because these small Territories
will also lose much needed revenues as a result of the mirror effect of the acceleration in

the income tax reductions mandated by the Committee’s bill.

2. I met with Governor Turnbull several months back who raised this
problem with me then. The Virgin Islands have developed a proposal, based on the
existing provisions of the Internal Revenue Code, which could significantly ease the

fiscal burden of the EITC on the Virgin Islands and the other mirror code jurisdictions.

3. Under the Virgin Islands proposal, a mirror code jurisdiction would be
authorized to enter into an agreement with the Treasury Department to permit the
Territorial Government to require employers to advance 60 percent of the estimated cost
of the EITC to qualified employees as currently permitted under Section 3507 of the
Code. The proposal would also allow the employer to deduct these advance payments

from the FICA taxes the employer currently remits to the U.S. Treasury -- as is also




permitted by Section 3507 -- not from the withholding taxes the employer remits to the
Territorial government. The remaining 40 percent of the EITC payment would continue
to be paid by the Territorial government upon the filing of the eligible employee's mirror

income tax return.

4 Mr. Chairman, you and I discussed this proposal during a colloquy on the
2001 Tax bill which raised the cost of the EITC program for the small U.S. Territories
with mirror tax systems. It was my hope then that these cost-sharing agreements could be
entered into by relying on the existing language of Section 3507 and not require any
amendment to the Code. However, I have been informed that Treasury has determined

that it lacks the requisite authority to do so absent a specific instruction from Congress.

5. Accordingly, I urge that the Committee include a minor amendment to
Section 3507 that would expressly grant Treasury this authority. It is an extremely minor
issue for this Committee in the context of this bill, but it is extremely important to the
small Territories of the United States, who are dependent upon us for their tax laws. [The
Joint Tax Committee in 2001 scored the cost of this proposal at approximately $10

million a year for all of the mirror code jurisdictions.]

6. Thank you for your consideration.

307665.01



. JOINT COMMITTEE ON TAXATION

May 13, 2003
" JCX-50-03
mm._._=>._.mo BUDGET EFFECTS OF :
“THE "JOBS AND GROWTH TAX RELIEF RECONCILIATION 'ACT OF noou » .
SCHEDULED FOR CONSIDERATION BY THE COMMITTEE ON FINANCE ON MAY 13, 2003
: Fiscal Years 2003 - 2013
- o A [Millions of Dollars]
Provision ; .Eftective 2003 2004, 2005 20068 2007 2008 2009 2010 2011 2012 2013 2003-08 2003-13
Acceleration of Certain Previously Enacted Tax
Reductions and Increased Expensing for Small .
Businesses ‘ ' L o
1. Accelerate the expansion o_ the 10% quxB " tyba-12/31/02 -1,549 -8445 6,596 -6,909 -7,385 -4973 -3,931 -3,859 . -1,145 - - 35857 -44,792
2. Accelerate the 2006 rate schedule ................ tyba 12/31/02 -+9,531 -38,809 -19,811 -5864 . e -- - 74,015 -74,015
3. Accelerate the expansion of the 15% individual - B K : )
income tax rate bracket and the increase in the
standard deduction for married vawfa =___..o - o ‘ , .
joint returns ....... S tyba 12/31/02 -4,936 -24,904 -11,045 5,577 -3,041 -1 ,519 -335 - oue . - 51,022 -51,357
4. Accelerate child credit increase to $1 ooo and the - . . ’ ‘ : . A
refundable percentage to 15% . _ tyba 12/31/02 -15,216. -6,086 -17,176 -12,525 -12,372 -12,267 -11,314 -6,336 v .- - -75,642 -93,292
5. Increase section 179 expensing - increase the : . , S : '
amount that can be expensed from $25,000 to
$75,000 and increase the phaseout threshold o
amount from $200,000 to $325,000; include : -
software in section 179 property; and index both the -
deduction limit and the phaseout threshold after : . . ' . . .
2003 (sunset after 2012) . tyba12/31/02 ° -1,399 -2,658 -3,056 -3,466 -3,090 -2,782 -2,593 -2,490 -2,429 -2,392 2,961 -16451 -23,393
6. Increase Individual AMT exemption amountby - . . : -
$6,000 single and $12,000 joint for 2003 and 2004, . ; : . . . . S
A maintain level for 2005 ...... tyba 12/31/02 ~1,393 -12,231 -18,682 -16,962 e - e - -~ -49,268  -49,268
Total of Acceleration of Certain’ v.,o<_o=¢_< mzmo.on ’ oo ' ’
Tax mwncozo:u n_.a .:nammon mnvo:m_:u for Small . : L C . . i
Businesses .ua ona 93,133  -76,366 -51,303 -25,888 -21,541 -18,173 -12,685 3,574 -2,392 2,961 -302,255 -336,117
‘Partial Exclusion of o_<_ao=n¢ zono_<on by _:n_<_a:n_¢" _
100 percent of the first $500 per return and 10 percent
from 2004 through 2007, 20 percent In 2008 through
2012 for amounts exceeding umoo (sunset u:a_. . . .
12BINM2) [1] cevrvrvcirsscsssensssisissssmsenninennn . drityba 1213103 - . - 2,049 4,415 5329 5708 -7,000 -10,372 -11,064 -12,075 -13,195 9,904 -24,501 -81,111
Revenue Provisions
A. Provislons Designed to Oc:mm_ qu w:msoa
1. Clarification of the economic substance doctrine and : - o - : :
related penalty provisions oo 10/a5/8/03 377 1,031 1,242 1,163 1,049 1,086 1200 1,335 1,617 1,729 1,970 5,947 13,698
" 2. Provisions 8_25@ .o reportable :m:mma_o:m and tax various dates P R )
" shelters ..... w.  after DOE[2] - 35 92 . 115 119 = 120 124 131 139 150 164 178 604 1,366
- 3. Modification'to the substantial ::ama.msaoa . : ’ o . .
uo:m_.< 30 38 -..38 57 223

“ybaDOE . .. = - 4 T 19 23 28

34
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Provision ] - . m:oon_.<a o Nco.u ‘2004 2005 2006 2007 noow 2009 2010 2011 2012 . 2013 2003-08 2003-13

3. Prevent mismatching of deductions.and income’
inclusions in transactions with related foreign

| . 16. Reform of 501(c)(15) to apply to oam:_Nmzo:m with
| gross receipts of $600,000 and premiums at _om2 L ) . . ) o :
50% of gross receipts e tyba 12/31/03 e 48 105 118 124 129 - 134 139 145 151 157 523 1,249
17. Authorize IRS to enter into installment moaoaoaa S . . . . : ’ '
that provide for partial vm<3c2 require 2-year

- persons pao/a5/8/03° - (3] 42° 83 79 .33 35 37 39 42 45 47 272 482
4. Double penalties and fines related to certain o " . ) ) :

offshore financial accounts oyo/a 5/8/03 [8) - 2 1 ... 1t .8 e e - B 4 4
5. Repeal exclusion under section 911 ...........wveninreee BN T4 T " S -~ 693 2986 3,076 - 3,192 3,361 3,592 3,887 4,257 4,721 5297 13,308 35,062
6. Recapture overall foreign losses when controlled S . R : . o : :

foreign corporation stock IS diSPOSEd ..........ecivverrseenncsinnions DOE - - {3) 3 7 8 9 9 9 10 10 10 1 . 36 86
7. Sales of gasoline and diesel fuel at duty-free sales o : o o

enterprises ..... . ; - DOE - ./ - 1 1 -1 1 | 1 1 1 1 o1 4 9
8. Extension of IRS User Fees (through 9/30/13) [11] ........... rma DOE C e 33 34 3% ° 36 38 39 41 42 44 45 176 386
9. Add Hepatitis A to the list of taxable vaccines [12) ' e ' . . . ’

. (includes outlays) ...... . S A K I 1 2 2 2 2 2 2 2 1 1. 7 16
10. Disallowance of partnership loss transfers'. . ctada DOE 2 - 18 - 39 57. 70 79 84 86 . 88 9 94 266 710
11. Treatment of stripped interest in bond and preferred . : e ) 8
. stock funds ..... . i pada-DOE 1 1 8 3 (3) B . 3 [3) 3] [3] (31 24 25

. 12. Reporting of taxable mergers and acquisitions ...........eeern. aa DOE - - - [3] 1 2 3 3 . 3 . 3 3 3 3. 12- 27
13. Minimum holding period for toreign tax credit on o o o - T C R
<<=Z._o_n_:u tax on income other than dividends ................ muom::wonm OOm (3] 1 3, -3 -3 3 3. -4 4 4 4 13 32
14, Permit private sector debt collection companies to : ) o ) - ) .
collect tax debts (net of oc=m<$ :A_ OOm, - e —-. 70 129 131 . 116 106 106 106 106 106 445 973
1. Ocm.osw User Fees Extension : o R . . . ‘ ' . : :
. Extend passenger and conveyance vaommmSm .ow o : E , : ) : : Coe
565: 12/31/13 [11) S 10/1/03 - . 229 314 329 346 363 381 400 420 441 464 1,581 3,687
b. Extend merchandise processing fae S_dcn: L - : - - E . ' C .
123113 [11) ....... et 1011/03 - - 1,089 -1,15¢ 1216 1,286 1,359 1,436 - 1,518 1,605 1,696 1,793 6,101 14,149

_ review . iaeio/a DOE - 40 14 5 [3] , [3] - [3] 3 [3) {3] 3] 61 ‘63
18, Extend present-law intangibles amortization . T o . ‘ C : )
provisions to acquisitions of sports franchises aa OOm 2 - 63 92 67 36 . 24 25 26 28 30 32 284 425

19. Deposits to stop the running of interest on potential . . i S )
- underpayments (sunset after 12/31/12) ........cceverrirenenns dma cOm " 13 " 144 <5 -6 -6 6 . 6 - 7 7 7
20. Require estimated taxes to be paild based upon a ’ S v
deemad asset sale If there is an agresment 8 amxo . . o : ; ) : ’
a section 338(h)(10) 618CtiON .........ccweieivenmensivenrsarenssivnnses ‘toa DOE 39 56 13- - 38 3 - 3. 4 4 4 4 5
21. Provide that deductions for charitable oozsus_o:u o ’ - ) ’
“of patents or similar u_,ouoa‘ may not exceed the
. donor's basis
22. Extend provision under section amc um::..z:o
qualified transfers of excess defined benafit - : : : _ C .
pension plan assets to 401(h) mooocaw esacu: o ‘ . . . . . . - C
12/31/13). © imityba 12/3105 . - - . - - 18 38 . .- 40 40 . 40 40 . 40 40 - 97 298
23. Apply life proration rules to _=o.c=m5omu of u.dvo:< SR - v . . : ’ . ,
.- .and casualty insurance companies : tyba 12/31/03. = -’ 30 61 65 . 68 ° 72 76 - 80 84 89 94 296 719
ma Modify treatment of transfers to creditors 5 divisive. =~ - . . - o . ' B o . )
.doaw:.nm:osm - to/aDOE o 1 10 10 0o - M 1" N 12 12 13 13 53 114

-7 134 m

117 138

omas7O3 .96 271 356 . 366 377 389 400 412 425 438 451 1855 3,981
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Page 5

Provision

- Effective

2004

.2003 2005 2006 12007 2008 12009 2010 2011 2012 2013 - 2003-08 200313
4, _soa_znm._o: o* application Q the income aaoma , ) . .
- method of accounting (sunset after 12/31/12) ...........eeeren ppisa DOE - <8 -46 98 -102. 72 - -29 -36 -44 -53 -61 -22 <355 571
5. Additional advance refunding of bonds for certain : : . . B ’
public elementary or secondary schools (sunset ' : .
after two years after date of enactment) . arbia DOE (15) -2 -4 5 -5 -4 -3 2 2 -4 -1 20 29
6. Exclusion of income derived from certain wagers on ' ’
horse races from gross income of nonresident alien . ) - i
individuals (sunset after12/31/12) wma 9/30/03 - - -1 -2 -2 .2 -2 -2 2 -2 -2 -1 -10 -21
7. Federal reimbursement of emergency health - : :
services furnished to undocumented aliens (sunset . . .
after 12/31/12) [18] (outlay effacts) .........cevrrierereeereervernens DOE. L e 28" -12 -8 - - - -48 -48
8. Premiums for mortgage insurance (sunset : : S . . -
after 12/31/12) . ap/aa DOE ' - 3 29 50 . 51 -46 -49 - -563 -57 -68 -72 -54 -228 -533
Total of Simplification and Other PIOVISIONS..cvvrveserenenssrnnarerasssssissssssnsnssnensens . 14, - <181 -464 -478 -427 -389 -386 -448 -542 571 -443  -1,953 -4,347
NET TOTAL [19] ...ccovevnirninnmnesennsensancessersnnnsessisnascns . ku..:u +100,062 ,,.qn.o»o, -48,630 ..nu.cmq, 20,706 -20,203 -14,784 . -5930 -4,605 5,457 -309,925 -349,888
OUTLAY EFFECTS NET OF o_"_"mm,_.q_zo RECEIPTS........evrivearerensasessasene _ 15073 9,021 - 4,798 2,622 2,154 -1,834. -1,503 42 2,182 2,446 2,630 .-36,404 -30,687

Joint Committee on Taxation

NOTE: an__m may not add to totals duse to 3::&:@

Legend for "Effective" oo_caz.

[1] RIC and REIT shareholdérs receive Sx 3:@. to the extent that dividends uma u< the RIC or mm_._. dre qualified | a_<_am:nw raceived u< the RIC or mm_._,
dividends from investment income for the ucﬁowm of Internal Revenue Code Section 163(d). Certain -anti-abuse E_cm including the _Suom_:os ofa 45-day hoiding period, have been adopted.

The amount of the exclusion would be included in adjusted gross income. .

Effective 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 effactive for taxable years ending after the date of enactment;

the tax shelter exception to oo::no::w__d. privilages is effective for communications made on or after the date of enactment; the material advisor and investor list disclosure provisions

applies to transactions with respect to which material aid, .assistance or advice Is provided after the date of enactment; the failure to register tax shelter penalty applies to returns the due date

for which is after the date of enactment; .:o investor __a uo:m:«. muu:om to Sncomﬁ made- %2 50 date of o:mo::oa and So vm...m=< on anosa o_ tax shelters is effective for activities
after the date of enactment.

(2

aa o acquisitions after

ap/aa = amounts paid or accrued after

apoamt30da = amounts paid or accrued more than uo am<w mzo_.
apoia = amounts paid or incurred after

ara = awards received after

arbla = advance refunding uo:nm issued m:o.‘

ari = amounts recsived in

asa = articles sold after

cma = contributions made after

ctada = contributions, transfers, m:a a_micczosm after
da = distributions after

dila = debt instrument issued m:o_,

'DOE = date of m:waama

{3] Gain of _omm than 2 3____0_._.

:..8528 ‘oﬁ gox.mo.ou are no::::mn on the. Q\oizo nmn&

dma = distributions made after
dmi = distributions made in :
doo/a = distributions ‘occurring on or after
_dpoia = damages paid or incurred after
dpa = documents prepared after
dri = dividends received in
eda = entire debt after
‘iaeio/a = instaliment agresments entered 58 on or after
oamo/a = on acquisitions madse on or mzoﬂ :
oyo/a'= open years on or after
‘pada = purchases and dispositions after
pao/a.= payments accrued on or after
.uu_wn = Eovo_é placed.in m¢..<_oo after

rfa = returns filed after
rra = risk reinsured after

sa = sales after

ta = transactions after
tmi = transters made in

toa = transactions occurring after
to/a = transactions on or aiter
trda = tax returns due after

tyba = taxable years beginning after

tybo/a = taxable years beginning on or after

wma = wagers made after
wpma = wage payments made after

. The'proposal would exclude ncw__zma
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