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INTRODUCTION

This document,* prepared by the staff of the Joint Committee on Taxation, provides a
technical explanation of the “Economic Security and Worker Assistance Act of 2001.”

! This document may be cited as follows: Joint Committee on Taxation, Technical
Explanation of the “ Economic Security and Worker Assistance Act of 2001” (JCX-91-01),
December 19, 2001.



I. SUPPLEMENTAL STIMULUSPAYMENTS
(sec. 101 of the bill and sec. 6428 of the Code)

Present L aw

The Economic Growth and Tax Relief Reconciliation Act of 2001 provided for arate
reduction credit for 2001. The credit is computed in the following manner. Taxpayers are
entitled to a credit in tax year 2001 of 5 percent (the difference between the 15-percent rate and
the 10-percent rate) of the amount of income that would have been eligible for the new 10-
percent rate. Taxpayers may not receive this credit in excess of their income tax liability
(determined after nonrefundable credits).

Most eligible taxpayers have received this credit in the form of a check issued by the
Department of the Treasury. The amount of the check was computed in the same manner as the
credit, except that it was done on the basis of tax returns filed for 2000 (instead of 2001).

On their tax returns for 2001, taxpayers will reconcile the amount of the credit with the
check they receive in the following manner. They will complete aworksheet calculating the
amount of the credit based on their 2001 tax return. They will then subtract from the credit the
amount of the check they received. For many taxpayers, these two amounts will be the same. If,
however, the result is a positive number (because, for example, the taxpayer paid no tax in 2000
but is paying tax in 2001), the taxpayer may claim that amount as a credit against 2001 tax
liability. If, however, the result is negative (because, for example, the taxpayer paid tax in 2000
but owes no tax for 2001), the taxpayer is not required to repay that amount to the Treasury.
Otherwise, the checks have no effect on tax returns filed in 2001; the amount is not includiblein
gross income and it does not otherwise reduce the amount of withholding. In no event may the
Department of the Treasury issue checks after December 31, 2001. Thisis designed to prevent
errors by taxpayers who might claim the full amount of the credit on their 2001 tax returns and
file those returns early in 2002, at the same time the Treasury check might be mailed to them.
Payment of the credit (or the check) is treated, for al purposes of the Code,? as a payment of tax.
As such, the credit or the check is subject to the refund offset provisions, such as those
applicable to past-due child support under section 6402 of the Code.

In general, taxpayers eligible for the credit (and the check) are individuals other than
estates or trusts, nonresident aliens, or dependents. The determination of this status for the
relevant year is made on the basis of the information filed on the tax return.

Explanation of Provision

The bill provides for new supplemental stimulus payments. Individuals who filed income
tax returns for 2000° before October 16, 2001 (regardless of whether they had any income tax

2 A special rule provides that no interest will be paid with respect to the checks.

% Taxpayers who did not file an income tax return for 2000 but who do file an income tax
return for 2001 will continue to be eligible for the rate reduction credit previously enacted, the



liability, any payroll tax liability, or showed any amount as wages) are eligible for this payment.
The amount of the payment is calculated in the following manner: taxpayers are eligible for the
maximum payment amount for their filing status ($300 single or married filing separately, $500
head of household, $600 joint filers) minus the amount (if any) of any previous rebate check
issued. Thus, for example, if a single person received $100 earlier this year as her rate reduction
credit, she will receive an additional $200 as a supplemental stimulus payment. Those taxpayers
who earlier received the full amount for their filing status will receive no supplemental stimulus
payment.

Dependents and nonresident aliens generally are ineligible for these supplemental
stimulus payments (as they were for the previous rebates). It is expected that the IRS will send
notices to affected taxpayers explaining the computation of their supplemental stimulus payment
amounts and how the taxpayer should properly complete the rebate reconciliation schedule
contained in the tax return forms package.

Effective Date

The provision is effective on the date of enactment. In order to prevent difficulties that
could arise in the simultaneous administration of the rebate and supplemental stimulus payment
provisions, the issuance of checks under the previous rebate provision is required to cease on the
earlier of the date of enactment of the supplemental stimulus payment provision or December 31,
2001.

amount of which is dependent upon the amount of income subject to the 10-percent rate. They
are not, however, eligible for this stimulus payment.



[I. INDIVIDUAL PROVISIONS

A. Acceleratethe 25-Percent Rate Bracket to 2002
(sec. 102 of the bill and sec. 1 of the Code)

Present L aw

The Economic Growth and Tax Relief Reconciliation Act of 2001 (“EGTRRA”) reduced
the prior-law 28-percent individual regular income tax rate to 25 percent. Thisrate reductionis
phased-in over six years. Therateis 27 percent for taxable years beginning in calendar years
2001-2003,* 26 percent for taxable years beginning in calendar years 2004-2005, and 25 percent
for taxable years beginning in calendar years 2006 and thereafter.

Explanation of Provision

The bill provides that the 25-percent rate is effective for taxable years beginning after
December 31, 2001.

Effective Date

The provision is effective for taxable years beginning after December 31, 2001.

* A blended rate of 27.5 percent applies in 2001 because of the July 1, 2001 effective date
of EGTRRA.



B. Alternative Minimum Tax Exemption for Individuals
(sec. 102(b) of the bill and sec. 55 of the Code)

Present L aw

The alternative minimum tax is the amount by which the tentative minimum tax exceeds
the regular income tax. An individual’s tentative minimum tax is an amount equal to (1) 26
percent of the first $175,000 ($87,500 in the case of amarried individua filing a separate return)
of alternative minimum taxable income (“AMTI") in excess of a phased-out exemption amount
and (2) 28 percent of the remaining AMTI. The maximum tax rates on net capital gain used in
computing the tentative minimum tax are the same as under the regular tax. AMTI isthe
individual’ s taxable income adjusted to take account of specified preferences and adjustments.
The exemption amounts are: (1) $45,000 ($49,000 in taxable years beginning before 2005) in the
case of married individuals filing ajoint return and surviving spouses; (2) $33,750 ($35,750 in
taxable years beginning before 2005) in the case of other unmarried individuals; (3) $22,500
($24,500 in taxable years beginning before 2005) in the case of married individualsfiling 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 percent of the amount by which the individual's AMTI
exceeds (1) $150,000 in the case of married individuals filing ajoint return and surviving
spouses, (2) $112,500 in the case of other unmarried individuals, and (3) $75,000 in the case of
married individuals filing separate returns or an estate or atrust. These amounts are not indexed
for inflation.

Explanation of Provision

For 2002 and 2003, the $49,000 exemption amount is increased by $3,200; the $35,750
exemption amount is increased by $1,600; and the $24,500 exemption amount is increased by
$1,600.

For 2004, the $49,000 exemption amount isincreased by $1,700; the $35,750 exemption
amount isincreased by $850; and the $24,500 exemption amount is increased by $850.

Effective Date

The provision is effective for taxable years beginning after December 31, 2001 and
before January 1, 2005.



[11. BUSINESS PROVISIONS

A. Special Depreciation Allowance for Certain Property
(sec. 201 of the bill and sec. 168 of the Code)

Present L aw

Depreciation deductions

A taxpayer is allowed to recover, through annual depreciation deductions, the cost of
certain property used in atrade or business or for the production of income. The amount of the
depreciation deduction allowed with respect to tangible property for ataxable 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 depreciation methods generally applicable to tangible personal property are the 200-percent
and 150-percent declining balance methods, 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 respect 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, ataxpayer with a sufficiently small amount of annual investment
generally may €elect to deduct up to $24,000 (for taxable years beginning in 2001 or 2002) of the
cost of qualifying property placed in service for the taxable year (sec. 179). Thisamount is
increased to $25,000 for taxable years beginning in 2003 and thereafter. In general, qualifying
property is defined as depreciable tangible personal property that is purchased for use in the
active conduct of atrade or business.

Explanation of Provision

The provision allows an additional first-year depreciation deduction equal to 30 percent
of the adjusted basis of qualified property. The additional first-year depreciation deduction is
allowed for both regular tax and alternative minimum tax purposes for the taxable year in which
the property is placed in service®> The basis of the property and the depreciation allowancesin
the year of purchase and later years are appropriately adjusted to reflect the additional first-year

> The 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.



depreciation deduction. 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 depreciation deduction it must
meet all of the following requirements. First, the property must be property to which the general
rules of MACRS® apply with (1) an applicable recovery period of 20 years or less (except for
qualified leasehold improvement property”), (2) water utility property (as defined in section
168(e)(5)), or (3) computer software other than computer software covered by section 197.
Second, the original use® of the property must commence with the taxpayer on or after
September 11, 2001.° Third, the taxpayer must purchase the property within the applicable time
period. Finaly, the property must be placed in service before January 1, 2005. An extension of
the place 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.*® Transportation

® A special rule precludes the additional first-year depreciation deduction for property
that is required to be depreciated under the aternative depreciation system of MACRS.

" Qualified leasehold improvement property (which includes qualified New Y ork Liberty
Zone leasehold improvement property) means property defined in section 168(e)(6). Section
168(e)(6) is added by section 205 of the bill.

8 The 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. It isintended that, when
evaluating whether property qualifies as “original use,” the factors used to determine whether
property qualified as “new section 38 property” for purposes of the investment tax credit would
apply. See Treasury Regulation 1.48-2. Thus, it isintended that additional capital expenditures
incurred to recondition or rebuild acquired property (or owned property) would satisfy the
“original use” requirement. However, the cost of reconditioned or rebuilt property acquired by
the taxpayer would not satisfy the “original use” requirement. For example, if on February 1,
2002, a taxpayer buys from X for $20,000 a machine that has been previously used by X. Prior
to September 11, 2004, the taxpayer makes an expenditure on the property of $5,000 of the type
that must be capitalized. Regardless of whether the $5,000 is added to the basis of such property
or is capitalized as a separate asset, such amount would be treated as satisfying the “original use’
regquirement and would be qualified property (assuming all other conditions are met). No part of
the $20,000 purchase price would qualify for the additional first year depreciation.

° A special rule appliesin 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 earlier
than the date that the property is used under the |leaseback.

%1 order for property to qualify for the extended placed in service date, the property is
required to have a production period exceeding two years or an estimated production period
exceeding one year and a cost exceeding $1 million.



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 September 10, 2001 and
before September 11, 2004, and no binding written contract for the acquisition isin effect before
September 11, 2001 or (2) pursuant to a binding written contract which was entered into after
September 10, 2001, and before September 11, 2004. 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 September 10,
2001, and before September 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 production 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 eligible 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 expenditures’) shall be eligible for the additional first year
depreciation.™

The limitation on the amount of depreciation deductions allowed with respect to certain
passenger automobiles (sec. 280F of the Code) isincreased 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.

The following examples illustrate the operation of the provision.

EXAMPLE 1. -- Assume that on March 1, 2002, a calendar year taxpayer acquires and
placesin service qualified property that costs $1 million. Under the provision, the taxpayer is
allowed an additional first-year depreciation deduction of $300,000. The remaining $700,000 of
adjusted basisis recovered in 2002 and subsequent years pursuant to the depreciation rules of
present law.

EXAMPLE 2. -- Assume that on March 1, 2002, a calendar year taxpayer acquires and
placesin service qualified property that costs $50,000. In addition, assume that the property
qualifies for the expensing election under section 179. Under the provision, the taxpayer isfirst
allowed a $35,000 deduction under section 179." The taxpayer then is allowed an additional
first-year depreciation deduction of $4,500 based on $15,000 ($50,000 original cost lessthe
section 179 deduction of $35,000) of adjusted basis. Finally, the remaining adjusted basis of
$10,500 ($15,000 adjusted basis less $4,500 additional first-year depreciation) isto be recovered
in 2002 and subsequent years pursuant to the depreciation rules of present law.

! For purposes of determining the amount of eligible progress expenditures, it isintended
that rules similar to sec. 46(d)(3) asin effect prior to the Tax Reform Act of 1986 shall apply.

2° A subsequent provision in the bill increases the amount deductible in 2002 under
section 179 to $35,000.



Effective Date

The provision applies to property placed in service after September 10, 2001.



B. Temporary Increasein Section 179 Expensing
(sec. 202 of the bill and sec. 179 of the Code)

Present L aw

Present law provides that, in lieu of depreciation, ataxpayer with a sufficiently small
amount of annual investment may elect to deduct up to $24,000 (for taxable years beginning in
2001 or 2002) of the cost of qualifying property placed in service for the taxable year (sec. 179).
Thisamount isincreased to $25,000 of the cost of qualified property placed in service for taxable
years beginning in 2003 and thereafter. In general, qualifying property is defined as depreciable
tangible personal property that is purchased for use in the active conduct of atrade or business.
The $24,000 ($25,000 for taxable years beginning in 2003 and thereafter) 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. In addition, the amount eligible to be expensed for ataxable
year may not exceed the taxable income for a taxable year that is derived from the active conduct
of atrade or business (determined without regard to this provision). Any amount that is not
allowed as a deduction because of the taxable income limitation may be carried forward 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.

Explanation of Provision

The provision provides that the maximum dollar amount that may be deducted under
section 179 isincreased to $35,000 for property placed in service in taxable years beginning after
December 31, 2001, and before January 1, 2004."* The provision increases the present law
$200,000 limit to $325,000. Thus, under the provision the $35,000 amount is reduced by the
amount by which the cost of qualifying property placed in service exceeds $325,000. As under
present law, no general business credit under section 38 is allowed with respect to any amount
for which a deduction is allowed under section 179. For taxable years beginning after
December 31, 2003, present law applies (i.e., up to a $25,000 deduction that is reduced by the
amount of qualifying property placed in service by the taxpayer that exceeds $200,000).

Effective Date

The provision is effective for taxable years beginning after December 31, 2001.

B3 As aresult of theincreased deduction, the maximum dollar amount that may be
deducted by an enterprise zone business, arenewal community business, or a business located in
the New York Liberty Zone (see section 401 of the bill) isincreased to $70,000 for taxable years
beginning after December 31, 2001, and before January 1, 2004. See sec. 1397A, sec. 1400,
and sec 1400L.

10



C. Modify Alternative Minimum Tax
(sec. 203 of the bill and secs. 56 and 59 of the Code)

Present L aw

Present law imposes an alternative minimum tax (“AMT”) on an individual or a
corporation to the extent the taxpayer's tentative minimum tax exceeds its regular tax liability.
The individual tentative minimum tax is computed at rates of 26 and 28 percent on alternative
minimum taxable income (*AMTI") in excess of a phased-out exemption amount; the corporate
tentative minimum tax is computed at arate of 20 percent on AMTI in excess of a phased-out
$40,000 exemption amount. Corporations with average gross receipts of less than $7.5million
are generally exempt from the AMT.

AMTI isthe taxpayer's taxable income increased by certain preference items and adjusted
by determining the tax treatment of certain items in a manner that negates the deferral of income
resulting from the regular tax treatment of those items. In the case of a corporation, in addition
to the regular set of adjustments and preferences, there is a second set of adjustments known as
the "adjusted current earnings” adjustment.

One of the adjustmentsin computing AMTI is an adjustment for depreciation. In the case
of property place in service after 1998, the 150-percent declining balance method is used rather
than the 200-percent declining balance method, using the same recovery periods that are used for
regular tax purposes. Other adjustments apply to property place in service before 1999.

A taxpayer’s net operating loss deduction may not exceed 90 percent of AMTI
determined without regard to the deduction. Foreign tax credits cannot reduce ataxpayer’s
tentative minimum tax by more than 90 percent of the amount of tentative minimum tax that
would be computed without regard to the foreign tax credit and the net operating loss deduction.

Explanation of Provision

The provision repeals the minimum tax depreciation adjustments.

The provision repeals the 90-percent limitations on the use of the net operating loss
deduction and foreign tax credits.

Effective Date

The provision applies to taxable years beginning after December 31, 2001. The
depreciation change appliesto property placed in service in those years.

11



D. Five-Year Carryback of Net Operating L osses
(sec. 204 of the bill and secs. 172 and 56 of the Code)

Present L aw

A net operating loss (“NOL") is, generally, the amount by which ataxpayer’s alowable
deductions exceed the taxpayer’s gross income. A carryback of an NOL generally resultsinthe
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. Different rules apply with respect to NOLs arising in certain
circumstances. For example, athree-year carryback applies with respect to NOLs (1) arising
from casualty or theft losses of individuals, or (2) attributable to Presidentially declared disasters
for taxpayers engaged in afarming business or a small business. A five-year carryback period
appliesto NOLs from afarming loss (regardless of whether the losswas incurred in a
Presidentially declared disaster area). Special rules also apply to real estate investment trusts (no
carryback), specified liability losses (10-year carryback), and excess interest |osses (no carryback
to any year preceding a corporate equity 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.

Explanation of Provision

The provision temporarily extends the general NOL carryback period to five years (from
two years) for NOLs arising in taxable years ending in 2001 and 2002.** In addition, the five-
year carryback period applies to NOLs from these years that qualify 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).

¥ The provision does not affect the terms and conditions that the Internal Revenue
Service may inpose on ataxpayer seeking approval for a change in its annua accounting period.
Seeeg., Rev. Proc. 2000-11, 2000-1 C.B. 309, sec. 5.06 (“If the corporation (or consolidated
group) hasaNOL (or consolidated NOL) in the short period required to effect the change, the
NOL may not be carried back but must be carried over in accordance with the provisions of sec.
172 beginning with the first taxable year after the short period. However, the short period NOL
(or consolidated NOL ) is carried back or carried over in accordance with sec. 172 if it is either:
(a) $50,000 or less, or (b) results from a short period of 9 months or longer and is less than the
NOL (or the consolidated NOL) for afull 12-month period beginning with the first day of the
short period.”)
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The provision aso allows an NOL deduction attributable to these taxable years to offset
100 percent of ataxpayer’s AMTI in a carryback year.”

A taxpayer can elect to forgo the five-year carryback period. The election to forgo the
five-year carryback period is made in the manner 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
electionisirrevocable. If ataxpayer electsto forgo the five-year carryback period, then the
losses are subject to the rules that otherwise would apply under section 172 absent the provision.

Effective Date

The provision is effective for net operating losses generated in taxable years ending after
December 31, 2000.

5 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 aresult of this
provision. See section 56(d)(1)(B)(ii). A separate provision (section 203) repeals the 90 percent
NOL limitation under the AMT rules for taxable years beginning after December 31, 2001.
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E. Treatment of Leasehold Improvements
(sec. 205 of the bill and sec. 168 of the Code)

Present L aw

Depreciation of leasehold improvements

Depreciation allowances for property used in atrade or business generally are determined
under the modified Accelerated Cost Recovery System ("MACRS') of section 168.
Depreciation allowances for improvements made on leased property are determined under
MACRS, even if the MACRS recovery period assigned to the property islonger than the term of
the lease (sec. 168(i)(8)).° This rule applies regardless whether the lessor or |essee places the
leasehold improvementsin service.” If aleasehold improvement constitutes an addition or
improvement to nonresidential real property already placed in service, the improvement is
depreciated using the straight-line method over a 39-year recovery period, beginning in the
month the addition or improvement was placed in service (secs. 168(b)(3), (¢)(1), (d)(2), and

(i)(6)."

Treatment of dispositions of leasehold improvements

A lessor of leased property that disposes of aleasehold improvement which was made by
the lessor for the lessee of the property may take the adjusted basis of the improvement into
account for purposes of determining gain or loss if the improvement isirrevocably disposed of or
abandoned by the lessor at the termination of the lease.”® This rule conforms the treatment of

% The Tax Reform Act of 1986 modified the Accelerated Cost Recovery System
("ACRS") to institute MACRS. Prior to the adoption of ACRS by the Economic Recovery Act
of 1981, taxpayers were allowed to depreciate the various components of a building as separate
assets with separate useful lives. The use of component depreciation was repealed upon the
adoption of ACRS. The Tax Reform Act of 1986 also denied the use of component depreciation
under MACRS.

Y Former Code sections 168(f)(6) and 178 provided that in certain circumstances, a
lessee could recover the cost of leasehold improvements made over the remaining term of the
lease. These provisions were repealed by the Tax Reform Act of 1986.

18 |f the improvement is characterized as tangible personal property, ACRS or MACRS
depreciation is calculated using the shorter recovery periods and accel erated methods applicable
to such property. The determination of whether certain improvements are characterized as
tangible personal property or as nonresidential real property often depends on whether or not the
improvements constitute a " structural component” of a building (as defined by Treas. Reg. sec.
1.48-1(e)(1)). See, for example, Metro National Corp., 52 TCM 1440 (1987); King Radio Corp.,
486 F.2d 1091 (10th Cir., 1973); Mallinckrodt, Inc., 778 F.2d 402 (8th Cir., 1985) (with respect
various leasehold improvements).

 The conference report describing this provision mistakenly states that the provision
applies to improvements that are irrevocably disposed of or abandoned by the lessee (rather than
the lessor) at the termination of the lease.
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lessors and lessees with respect to leasehold improvements disposed of at the end of aterm of
lease. For purposes of applying thisrule, it is expected that alessor must be able to separately
account for the adjusted basis of the leasehold improvement that is irrevocably disposed of or
abandoned. This rule does not apply to the extent section 280B applies to the demolition of a
structure, a portion of which may include leasehold improvements.®

Explanation of Provision

The provision provides that 15-year property for purposes of the depreciation rules of
section 168 includes qualified leasehold improvement property. The straight line method is
required to be used with respect to qualified leasehold improvement property.

Qualified leasehold improvement property is any improvement to an interior portion of a
building that is nonresidential real property, provided certain requirements are met. The
improvement must be made under or pursuant to alease either by the lessee (or sublessee) of that
portion of the building, or by the lessor of that portion of the building. That portion of the
building isto be occupied exclusively by the lessee (or any sublessee). The improvement must
be placed in service more than three years after the date the building was first placed in service.

Qualified leasehold improvement property does not include any improvement for which
the expenditure is attributable to the enlargement of the building, any elevator or escalator, any
structural component benefiting a common area, or the internal structural framework of the
building.

A 15-year period is specified as the class life of qualified leasehold improvement
property for purposes of the alternative depreciation system. Therefore, the general rule that the
classlife for nonresidential real and residential rental property is 40 years does not apply to
gualified leasehold improvement property.

For purposes of the provision, acommitment to enter into aleaseis treated as alease, and
the parties to the commitment are treated as lessor and lessee. A lease between related personsis
not considered alease for this purpose.

Under the provision, an improvement made by the person who was the lessor of the
improvement when it was placed in service generally is treated as qualified leasehold
improvement property only so long as the improvement is held by that person. Exceptions are
provided under this rule in the case of certain changesin form of business. Under these
exceptions, property does not cease to be qualified leasehold improvement property under the
provision by reason of (1) death, (2) atransaction to which section 381 (relating to carryoversin
certain corporate acquisitions) applies, or (3) a mere change in the form of conducting the trade
or business so long as the property is retained in the business as qualified leasehold improvement
property and the taxpayer retains a substantial interest in the business. In the case of property
that ceases to be treated as leasehold improvement property because the taxpayer failsto retain a

% Under present law, section 280B denies a deduction for any loss sustained on the
demolition of any structure.
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substantial interest in atrade or business in connection with such a mere change inform, the
remaining adjusted basis of the property is depreciated over 39 years.

Qualified leasehold improvement property is not eligible for the 30 percent expensing
provided under a separate provision of the bill.

Effective Date

The provision is effective for qualified leasehold improvement property placed in service
on or after September 11, 2001.
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V. EXTENSIONS OF CERTAIN EXPIRING PROVISIONS

A. Extend Alternative Minimum Tax Rdlief for Individuals
(sec. 301 of the bill and sec. 26 of the Code)

Present L aw

Present law provides for certain nonrefundable personal tax credits (i.e., the dependent
care credit, the credit for the elderly and disabled, the adoption credit, the child tax credit®, the
credit for interest on certain home mortgages, the HOPE Scholarship and Lifetime Learning
credits, the IRA credit, and the D.C. homebuyer’s credit). For taxable years beginning after
2001, these credits (other than the adoption credit, child credit and IRA credit) are allowed only
to the extent that the individual’ s regular income tax liability exceeds the individual’ s tentative
minimum tax, determined without regard to the minimum tax foreign tax credit. The adoption
credit, child credit, and IRA credit are allowed to the full extent of the individual’s regular tax
and alternative minimum tax.

For taxable years beginning in 2001, all the nonrefundable personal credits are allowed to
the extent of the full amount of the individual’ s regular tax and alternative minimum tax.

The alternative minimum tax is the amount by which the tentative minimum tax exceeds
the regular income tax. Anindividual’s tentative minimum tax is an amount equal to (1) 26
percent of the first $175,000 ($87,500 in the case of a married individual filing a separate return)
of aternative minimum taxable income (“AMTI") in excess of a phased-out exemption amount
and (2) 28 percent of the remaining AMTI. The maximum tax rates on net capital gain used in
computing the tentative minimum tax are the same as under the regular tax. AMTI isthe
individual’ s taxable income adjusted to take account of specified preferences and adjustments.
The exemption amounts are: (1) $45,000 ($49,000 in taxable years beginning before 2005) in the
case of married individuals filing ajoint return and surviving spouses; (2) $33,750 ($35,750 in
taxable years beginning before 2005) in the case of other unmarried individuals; (3) $22,500
(%$24,500 in taxable years beginning before 2005) in the case of married individuasfiling 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 percent of the amount by which the individual's AMTI
exceeds (1) $150,000 in the case of married individuals filing ajoint return and surviving
spouses, (2) $112,500 in the case of other unmarried individuals, and (3) $75,000 in the case of
married individuals filing separate returns or an estate or atrust. These amounts are not indexed
for inflation.

Explanation of Provision

The provision allows an individual to offset the entire regular tax liability and alternative
minimum tax liability by the personal nonrefundable credits in 2002 and 2003.

21 A portion of the child credit may be refundable.
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Effective Date

The provision is effective for taxable years beginning in 2002 and 2003.

18



B. Extend Credit for Purchase of Electric Vehicles
(sec. 302 of the bill and secs. 30 and 280F of the Code)

Present L aw

A 10-percent tax credit is provided for the cost of a qualified electric vehicle, up to a
maximum credit of $4,000 (sec. 30). A qualified electric vehicleis amotor vehiclethat is
powered primarily by an electric motor drawing current from rechargeable batteries, fuel cells, or
other portable sources of electrical current, the original use of which commences with the
taxpayer, and that is acquired for the use by the taxpayer and not for resale. The full amount of
the credit is available for purchases prior to 2002. The credit phases down in the years 2002
through 2004, and is unavailable for purchases after December 31, 2004.%

Explanation of Provision

The bill defers the phase down of the credit for two years. Taxpayers may claim the full
amount of the credit for qualified purchases made in 2002 and 2003. Under the bill, the phase
down of the credit value commences in 2004 and the credit is unavailable for purchases after
December 31, 2006. A conforming modification is made to section 280F.

Effective Date

The provision is effective on the date of enactment.

2 The amount the taxpayer may claim as a depreciation deduction for any passenger
automobileislimited (sec. 280F). In the case of a passenger vehicle designed to be propelled
primarily by electricity and built by an original equipment manufacturer, the otherwise
applicable limitation amounts are tripled. These exceptions from sec. 280F apply to vehicles
placed in service prior to January 1, 2005.
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C. Extend Section 45 Credit for Production of Electricity from Wind,
Closed L oop Biomass, and Poultry Litter
(sec. 303 of thebill and sec. 45 of the Code)

Present L aw

Anincome tax credit is allowed for the production of electricity from either qualified
wind energy, qualified “closed-loop” biomass, or qualified poultry waste facilities (sec. 45).

The credit appliesto electricity produced by awind energy facility placed in service after
December 31, 1993, and before January 1, 2002, to electricity produced by a closed-1oop
biomass facility placed in service after December 31, 1992, and before January 1, 2002, and to a
poultry waste facility placed in service after December 31, 1999, and before January 1, 2002.
The credit is allowable for production during the 10-year period after afacility isoriginally
placed in service. In order to claim the credit, a taxpayer must own the facility and sell the
electricity produced by the facility to an unrelated party. In the case of a poultry waste facility,
the taxpayer may claim the credit as alessee/operator of afacility owned by a governmental unit.

Closed-loop biomass is plant matter, where the plants are grown for the sole purpose of
being used to generate electricity. It does not include waste materials (including, but not limited
to, scrap wood, manure, and municipal or agricultural waste). The credit also is not available to
taxpayers who use standing timber to produce electricity. Poultry waste means poultry manure
and litter, including wood shavings, straw, rice hulls, and other bedding material for the
disposition of manure.

The credit for electricity produced from wind, closed-loop biomass, or poultry wasteisa
component of the general business credit (sec. 38(b)(8)). The credit, when combined with all
other components of the general business credit, generally may not exceed for any taxable year
the excess of the taxpayer's net income tax over the greater of (1) 25 percent of net regular tax
liability above $25,000, or (2) the tentative minimum tax. For credits arising in taxable years
beginning after December 31, 1997, an unused general business credit generaly may be carried
back one year and carried forward 20 years (sec. 39). To coordinate the carryback with the
period of application for this credit, the credit for electricity produced from closed-loop biomass
facilities may not be carried back to atax year ending before 1993 and the credit for electricity
produced from wind energy may not be carried back to atax year ending before 1994 (sec. 39).

Explanation of Provision

The bill extends the placed in service date for qualified facilities by two yearsto include
those facilities placed in service prior to January 1, 2004.

Effective Date

The provision is effective on the date of enactment.
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D. Extend the Work Opportunity Tax Credit
(sec. 304 of the bill and sec. 51 of the Code)

Present L aw
In general

The work opportunity tax credit (“WOTC”) is available on an elective basis for
employers hiring individuals from one or more of eight targeted groups. The credit equals 40
percent (25 percent for employment of less than 400 hours) of qualified wages. Generadly,
qualified wages are wages attributable to service rendered by member of atargeted group during
the one-year period beginning with the day the individual began work for the employer.

The maximum credit per employee is $2,400 (40 percent of the first $6,000 of qualified
first-year wages). With respect to qualified summer youth employees, the maximum credit is
$1,200 (40 percent of the first $3,000 of qualified first-year wages).

For purposes of the credit, wages are generally defined as under the Federal
Unemployment Tax Act, without regard to the dollar cap.

Targeted groups €ligible for the credit

The eight targeted groups are: (1) families eligible to receive benefits under the
Temporary Assistance for Needy Families (“TANF’) Program; (2) high-risk youth; (3) qualified
ex-felons; (4) vocational rehabilitation referrals; (5) qualified summer youth employees; (6)
qgualified veterans; (7) families receiving food stamps; and (8) persons receiving certain
Supplemental Security Income (“SSI”) benefits.

The employer's deduction for wages is reduced by the amount of the credit.

Expiration date

The credit is effective for wages paid or incurred to a qualified individual who begins
work for an employer before January 1, 2002.

Explanation of Provision

The bill extends the work opportunity tax credit for two years (through December 31,
2003).

Effective Date

The provision is effective for wages paid or incurred to a qualified individual who begins
work for an employer on or after January 1, 2002, and before January 1, 2004.
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E. Extend the Welfare-To-Work Tax Credit
(sec. 305 of the bill and sec. 51A of the Code)

Present L aw
In general

The welfare-to-work tax credit is available on an elective basis for employers for the first
$20,000 of eigible wages paid to qualified long-term family assistance recipients during the first
two years of employment. The credit is 35 percent of the first $10,000 of eligible wagesin the
first year of employment and 50 percent of the first $10,000 of eligible wages in the second year
of employment. The maximum credit is $8,500 per qualified employee.

Qualified long-term family assistance recipients are: (1) members of afamily that has
received family assistance for at least 18 consecutive months ending on the hiring date; (2)
members of afamily that has received family assistance for atotal of at least 18 months (whether
or not consecutive) after the date of enactment of this credit if they are hired within 2 years after
the date that the 18-month total is reached; and (3) members of afamily that is no longer eligible
for family assistance because of either Federal or State time limits, if they are hired within two
years after the Federal or State time limits made the family ineligible for family assistance.
Family assistance means benefits under the Temporary Assistance to Needy Families (“TANF")

program.

For purposes of the credit, wages are generally defined under the Federal Unemployment
Tax Act, without regard to the dollar amount. In addition, wages include the following: (1)
educational assistance excludable under a section 127 program; (2) the value of excludable
health plan coverage but not more than the applicable premium defined under section
4980B(f)(4); and (3) dependent care assistance excludable under section 129.

The employer's deductionfor wages is reduced by the amount of the credit.

Expiration date

The welfare to work credit is effective for wages paid or incurred to a qualified individual
who begins work for an employer before January 1, 2002.

Explanation of Provision

The bill extends the welfare to work credit for two years (through December 31, 2003).

Effective Date

The provision is effective for wages paid or incurred to a qualified individual who begins
work for an employer on or after January 1, 2002, and before January 1, 2004.

22



F. Extend Deduction for Qualified Clean-Fuel Vehicle Property
and Qualified Clean-Fuel Vehicle Refueling Property
(sec. 306 of the bill and secs. 179A and 280F of the Code)

Present L aw

Certain costs of qualified clean-fuel vehicle property and clean-fuel vehicle refueling
property may be expensed and deducted when such property is placed in service (sec. 179A).2
Qualified clean-fuel vehicle property includes motor vehicles that use certain clean-burning fuels
(natural gas, liquefied natural gas, liquefied petroleum gas, hydrogen, electricity and any other
fuel at least 85 percent of which is methanol, ethanol, any other alcohol or ether). The maximum
amount of the deduction is $50,000 for atruck or van with a gross vehicle weight over 26,000
pounds or a bus with seating capacities of at least 20 adults; $5,000 in the case of atruck or van
with a gross vehicle weight between 10,000 and 26,000 pounds; and $2,000 in the case of any
other motor vehicle. Qualified electric vehicles do not qualify for the clean-fuel vehicle
deduction.

Clean-fuel vehicle refueling property comprises property for the storage or dispensing of
aclean-burning fuel, if the storage or dispensing is the point at which the fuel is delivered into
the fuel tank of amotor vehicle. Clean-fuel vehicle refueling property aso includes property for
the recharging of electric vehicles, but only if the property islocated at a point where the electric
vehicleisrecharged. Up to $100,000 of such property at each