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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO, HCR 3044
House Finance and Taxation Committee
Q Conference Committee

Hearing Date February 10, 2003

Tape Number Side A Side B Meter #
1 X 4.1

Committee Clerk Signature Q”OJV\,\ uu J%Ew\)
v

Minutes:

Q P SLEY BELT “HA Called the hearing to order,

REP. AL, CARLSON, FARGQ Introduced the resolution, which deals with the President’s

economic growth and tax relief plan. There are critics on both sides and supporters on both sides
of this issue. Some of the things it does do, we have a lot of people who invest in the stock
market in our country, and we have people who have lost a lot of money in the stock market in
recent years. What we have done for years, is double tax the dividends, which doesn’t seem
right. That is why it is part of the package, to get rid of that taxation. Also, part of this package
which affects middle income Americans, is that it excelerates reduction of the marriage penalty
tax, it has a faster increase in the child tax credit and it takes into account, an immediate
implementation of a new or lower 10 percent tax bracket. There are things that I think he is

promoting for the good of the country and they are good for North Dakota. That is why I brought

' ) bothresolutions HCR 3043 and HCR 3044 forward.
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House Finance and Taxation Committee
Bill/Resolution Number HCR 3044
Hearing Date February 10, 2003

DY CL.A ARM BUREAU Testified

in support of both resolutions, HCR 3043 and HCR 3044. The estate tax is a very important
issue to their members and have worked on it for a very long time on the repeal of the estate tax.
They have worked through the process where it comes back in 2010 and then goes back on in
2011, we certainly concur with both resolutions.

REP. WES BELTER, DIST, 22 Testified in support of the resolution. He stated, double
taxation of dividends is an extremely important issue, particularily for the young pcople. The
reality of the difficulty that faces social security, the young people of today, will need to invest
their own money and provide for their own retirement more then they ever had to in the past.
Government will try to do as much as it can to preserve social security, but that will be a major
task because of the demographics of our nation. With the dropping of the birthrate, more and
more people will be on the receiving end of social security, and a lot fewer to pay in. The young
people will really be challenged. The elimination of the double taxation of dividends will be
something that will be very important to the young people’s investment plans in the future. I
think this is very important, that we as a state, forward this type of legislation to the federal level.
REP, KELSH Asked for an explanation of how dividends are double taxed.

REP. BELTER The way they are double taxed is, now when a company makes profits, those
taxes are paid out, then you pay a tax on those dividends, then when you receive the dividends as
an individual, you ngain pay tax on them. Oftentimes, we look at a big corporation and say they
should pay their fair share, and they do pay their corporate tax, but those dividends are yours, you
are the stockholder, you are the one taking a risk because you invested in this company. So,

when the corporation pays out dividends, you as a stockholder have to pay a tax on the dividends
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House Finance and Taxation Committee
Bill/Resolution Number HCR 3044

f‘\ Hearing Date February 10, 2003
" when it leaves the company, but then when you receive the dividends you again pay a tax. That

can be quite substantial,

REP, WINRICH On the issue of double taxation, I pay income tax on the money I earn and get
from my investments, etc., yet, when I go out to buy something with that money, I again have to
pay a sales tax, so is the sales tax a double tax and we should eliminate that also?

REP. BELTER No, the sales tax is not a double tax because that, in a sense, is a discretionary
tax and is not tied to the same thing, When you purchase something, you made a decision to buy

that, and that decision is not tied to a company’s earnings or to your earnings, It is a decision you

B

made, and to me, it is an entirely separate thing. The corporation dividend tax is all tied together.

REP. WINRICH Corporations also have the discretion whether or not to declare a dividend.

Microsoft in particular, have said they have huge reserves because they haven’t distributed

O

profits as dividends, the same sort of discretionary decision enters into that.

e Sttt S e e CE N

REP. BELTER [ think it is a mistake, on the part of corporations, to hold a large amount of
cash, and I realize they sometimes hold that cash because they want to, at some point, reinvest it.
I believe dividends belong to the stockholders. I think that is one of the problems we face in
America, right now, that boards of directors are not always delivering to the stockholders,

Oftentimes, boards of directors are the holders of a large amount of that stock, so, they don’t

want to get taxed either, so they hold the cash, and I think that is wrong,

JOHN RISCH, REPRESENTING THE UNITED TRANSPORTATION UNION Testified

in opposition of the bill. Two years ago the congressional budget of our office projected that the

United States would have a 5.6 trillion dollar budget surplus, now the estimates have dropped
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House Finance and Taxation Committee
Bill/Resolution Number HCR 3044

r'-\ Hearing Date February 10, 2003

from a 5.6 trillion dollar surplus to a 1.6 billion dollar deficit.  He felt paying sales tax is a
form of double taxation and payroll taxes, social security and medicare taxes on your income, in |
conjunction with income tax on your income, is another form of douple taxation. The tax form is
laden with forms of double taxation. To eliminate all forms of double taxation, would simply be
unsustainable for government to operate. He related to President Bush’s Tax Plan. See
attached copy.

REP, WIKENHEISER Referred to the president’s proposed dividend income tax reduction,

won’t it stimulate the economy, the people will spend more money, it creates jobs, they pay

S R Al g T et e e

; income tax, isn’t this something which would bring in more money?

§ O JOHN RISCH Certainly, it makes sense to the government to stimulate the economy, when
[

things are at a downturn. The problem with the president’s tax proposal is the year 2003, is an

! enormous tax reduction of 1.4 trillion dollars, only allows for 36 billion dollars for the year

2004. The intent is to stimulate more savings rather then consumption. If we wanted to
stimulate consumption we could eliminate social security, medicate tax for a month or something
like that, and put more money in people’s hands. That would be moro helpful.

’ REP, WIKENHEISER But at the same time, if you want to get some money for investments,

; don’t we have to reduce the taxes for the people that pay them, what good is it for me to get a tax
reduction, when I don’t have to pay any now?
JOHN RISCH There are ways to stimulate consumption by giving a rebate on your payroll

taxes, social security or medicare. We could do that. We could do a lump sum payment for all

e e L

= : people who file, or those that don’t file. The problem is, when you take someone with a great
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House Finance and Taxation Committee
Bill/Resolution Number HCR 3044

r’\ Hearing Date February 10, 2003

deal of wealth, they oftentimes, don’t spend that money, they save the money, it doesn’t stimulate
the economy quickly like someone spending the money will,

REP. KELSH Rep. Carlson mentioned interest rates in his testimony, interest rates are low
right now, what would you envision happening to interest rates if these two resolutions were
enacted?

JOHN RISCH The more the government demands and borrows money from the private sector,
the more impact it has on upward push of interest rates, which has an adverse affect on the entire
economy. Low interest rates, overall, stimulate the economy, encourage the building of houses,

etc,

REP. GROSZ, It is very alarming if the United States on an average, if this average top one

((D percent, thirty thousand dollar tax relief, if the average North Dakota got thirteen thousand, I read

that it would not be very conducive for having wealthy people in the state to be able to spend
their dollars and reinvest in the industry, I think North Dakota should be taking, not only the
fence with the concurrent resolution, but should be taking it further and try to solve ways to get
the wealthy into our state, not providing things to keep them out.

JOHN RISCH I think the issue here is, much of the concentrated wealth is in much larger
cities. North Dakota doesn’t have many high income people. I don’t know that we can do
anything with the tax to bring people out here.

REP. KLEIN If the people are holding the money, it is not going to do the economy any good,
it is when they release the money that it will do better.

JOHN RISCH ('~ttainly, I think the paying of dividends is a good idea. Oftentimes,

R companies like Microsoft and other companies of not paying dividends, this would encourage
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House Finance and Taxation Committee
Bill/Resolution Number HCR 3044

/’-\ Hearing Date February 10, 2003
" themtodoit. An interesting note is that much of corporate America is not pursuing this

nontaxation of dividends, because oftentimes, they believe investing the money in corporations is
a better use of their money then paying it out.

REP. DROVDAL Referred to Rep. Wikenheiser’s question regarding tax cuts have generally
stirred the economy and ended up with an increased tax structure for the federal government, as
your testimony appears, you feel it will be deficit spending, a lot of people feel that deficit
spending as more to do with 9 11 then with tax cuts, could you comment on that?

JOHN RISCH There are a lot of facts dealing with the economy, and a big part of that is

P P £ T AT LY - A A T . _

September 11. Remember the 1980’s, when therc were dramatic cuts in taxes, and prices, in an

effort to stimulate the economy. The results at the end of the 1980°s were tremendous budget

~ Iy

deficits. We did get out of the slump, but I don’t know how much was attributed to regular

]

9

cycles or the tax cuts, but we did get out, and later on Congress did raise taxes to make some of

e e ——— i O R,

the loss of revenues,

REP. BELTER Thanked Mr. Risch for stimulating the conversation for the sake of the young
people who were visiting from schools throughout the area. He stated, we are talking about
public policy, although, it is very easy for us as individuals or as legislators to say, let’s get the

big guy. I am sensing that from your testimony, furthermore, the very rich have the ability to pay

and so we should extract that money from them. I guess my argument {s from a public
perspective, I find it very difficult to divide low cost middle income and upper income, why
should we have a policy that more or less goes out and gets those who happen to be successful,
some of that success may be that they inherited it all, and didn’t do anything to earn it, but a lot

' ) of these young people here today, hopefully, will be very successful, and some will be average
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',,D With no further testimony, the hearing was closed.
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House Finance and Taxation Committee
Bill/Resolution Number HCR 3044

and some less than average, but why should we go out and kind of target those who are more
successful. Ithink we need to have a public policy which is fair to everyone,

JOHN RISCH I agree with you that we need a system that is fair, and the reason why we
should go after those people that have the money is because, that is whete the money is, It is the
lowest income people who are paying a great deal of taxes, as far as percentago of their income,
through payroll tax, tax on medicare, sales tax. Whereas, higher income people pay a lot of
money in taxes, for the percentage of their income, they have the most ability to pay. It costs a
lot of money to wage a war with Iraq, it costs a lot of money to provide a prescription drvg

program, it costs a lot of money for a lot of things, the best way to raise that money is from those

who have it. |

COMMITTEE ACTION
REP, WINRICH Commented that both labor and capital have an obligation to support the

government to share the returns they gain from our economy through wages and salaries or

through dividends and interest. It is reasonable public policy to tax income whether it is earned

or unearned income.
REP. CLARK Made a motion for a DO PASS
REP. WEILER Second the motion MOTION CARRIED BY VOICE VOTE WITH 3

NO VOTES.
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HCR3044 '
Senate Finance and Taxation Committee

3 Conference Committee

Hearing Date March 3, 2003
B Tape Number Side A Side B Meter #
1 X 35-1398
X 1730-2595
Committee Clerk Signature ONO\DwA ’3352 \ GS\_ D) Sghl:!
Minutes:

\ N Senator Urlacher opened the hearing on HCR3044. All committee members are present. This
resolution is utgineg Congress to enact the President’s 2002 economic growth and tax relief plan.
Representative Al Carlson (mtr #40) - Is the primary sponsor of the resolution. Introduced the
resolution and explained its intent. This resolution has to do with the 2002 economic growth
plan. Reviewed the sections of the bill.

Senator Seymour (mtr #353) - What are your thoughts on the national debt?

Representative Carlson (mtr #366) - Explained his views on decreasing taxes and the effect on
economic growth.

Sandy Clark, ND Farm Bureau (mtr #511) - Gave ND Farm Bureau’s support of this resolution.
Supports a Do Pass.

Bob Graveline (mtr #541) - Testified in support of HCR3044, Reviewed the section that deals

l ‘' with eliminating double taxation of dividends.
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Senate Finance and Taxation Committee
Bill/Resolution Number HCR3044

7~ Hearing Date March 3, 2003

Senator Seymour (mtr #621) - What is the history of people’s retirement accounts?

Mr. Graveline (mur #635) - Balances mostly down, especially investments in the equity market,
Jon Risch, United Transportation Union of Railway Workers (mtr #694) - Testified in opposition
to HCR3044. Feels this resolution contradicts past resolutions put in place to require a balanced
budget at the federal level. Talked briefly about the dividend exclusions in the resolution and
how that would apply more to the wealthy. Referenced a handout that gave information on
taxing dividends. See exhibit A.

Senator Urlacher (mtr #1398) - Given there is no further testimony, closed the hearing on

HCR3044.

Senator Urlacher reopeneu the discussion on FICR3044, All committee members are present.
Senator Nichols (mtr #1740) - Not comfortable with the resolution. Feels the federal government
should have a balanced budget. At this time the State has to have a balanced budget.

Senator Urlacher (mtr #1895) - Not a lot of stop gaps. Some portions of the resolution are better
than others.

Senator Nichols (mtr #1930) - Agreed that some parts are better than others. But feels now is not
the time,

Senator Wardner (mtr #1980) - Reviewed the sponsor’s intent when introducing this resolution.

Senator Urlacher (mtr #2040) - Feels the resolution is complex. Favors leaving the dollars in the

v hands of the people.
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Senate Finance and Taxation Committee

Bill/Resolution Number HCR3044
r\ Hearing Date March 3,2003

Senator Seymour (mitr #2093) - Agree with the philosophy of the resolution,

Senator Syverson (mtr #2123) - Asked for historical background, Seems to have a political
flavor,

Senator Wardner (mtr #2202) - Answered Senator Syverson based on his own experience,
Senator Urlacher (mtr #2282) - The direction of the resolution is evaluated,

Senator Wardner (mtr #2442) - Moved a Do Pass on HCR3044. Second by Senator Tollefson,

Roll call vote 4 yea, 2 nay, 0 absent. Carrier is Senator Tollefson,
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REPORT OF STANDING COMMITTEE
HCR 3044: Finance and Taxation Committee (Sen. Urlacher, Chairman) recommends DO ;
PASS (4 YEAS, 2 NAYS, 0 ABSENT AND NOT VOTING). HCR 3044 was placed on .

the Fourteenth order on the calendar.
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Bush 2003 Tax Plan a Big Fat Zero for a Third of Nation’s

Bush 2003 Tax Proposal: CTJ Analysis Page | of 3

““axpayers

Percentages with no tax cut are much higher in poorer states

Click here to see this analysis In PDF format.

Mm———_

Related CTJ Analyses

Almost a third of America's couples and singles would receive SRS kel
absolutely no tax cut from President Busiv's proposals to accelerate  Cost of Bush 2003 Tax Plan Estimated
some of his previously-enacted tax cuts and exempt dividends from “senate Democratic Tax Pian | 1130003
personal income taxes. A new analysis released by Citizens for Tax ==
Justice looks at the 2003 effects of the latest Bush tax cut plan on a state-by-state basis. The analysis finds
that the shares of taxpayers slated to get no tax cut are especially high in lower-income states.

—= i
23103

Nationwide, 31 percent of taxpayers would get nothing from the Bush plan. T~

L

Click here to see this chart in PDF format.

The Bush 2003 Tax Cut Plan, State-by-State
% of Rankings
Average % of couples & Tax | %
State tax cutfor] Average |couples & singles Middle | cut | with | % with
, state s | tax cutfor { singles | Number with Number | 20% | for | zero | <$100
”m; middle |state s top| with zero | with zero | <$100 tax with tax cut | top | tax |tax cut
‘ 20% 1% tax cut tax cut cut* <$100* 1% | cut
United States $ 289 $ 30,127 31% 42 million 48% 64 million
Alabama 188 20,471 39% 818,100 57% 1,176,900 48 33 5 2
Alaska 425 19,936 23% 67,3001 42% 124,700 3 356 | 49 48
Arizona _ 250 22,431 31% 682,400 50% 1,108,700 35 30 19 17
&] North Dakota - 250 13,268] 32% 96,500 49% 144,6800) 34 50 | 16 23
Ohlo 287 20,387%F 28% 1,580,900 47% 2,634,500 24 34 | 32 32
Oklahoma 240 17,700] 38% 569,100 53% 798,000] 39 42| 6 9
Oregon 318 19,645| 30% 510,800 50% 834,500 18 36 | 24 17
Pennsylvania 285 29,051 30% 1,766,100 49% 2,846,300] 25 17 | 24 23
Rhode Island 215 22,038 31% 153,200 50% 248,800| 46 a1 ]| 19 17
South Carolina 184 18,295] 36% 687,800 55% 1,042,300 49 41 8 5
South Dakota 272 23,700F 30% 103,600 49% 171,300} 27 25 | 24 23
Tennessee 232 23,566] 35% 970,300 51% 1,407,600] 43 26 | 10 16
Texas 283 32,571 32% 2,971,700 48% 4,440,700F 26 14 | 16 27 __
Utah 366 24,385 28% 265,700 48% 458,500 7 22 | 32 27

Lus//www.ctj.org/html/gwb0103.htm
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Th&lFu'll Cost Of The Administration’s Agenda For New Tax Cuts Is At Least $2.3 Trillion Through 201... Page 1 of 5
“ C B
\{ Revised January 31, 2003
THE FULL COST OF THE ADMINISTRATION'S AGENDA FOR NEW TAX CUTS
IS AT LEAST $2.3 TRILLION THROUGH 2013
by Jos! Friedman and Richard Kogan
Most observers were startied at the high cost of the Bush PDF of full report
Administration’s "economic growth” package. The Adminisiration HTM of fact sheet
estimates that its tax-cut proposal would cost $670 billion through POF of fect aheet
2013, or movre than double the price tag of $300 billion that was being
circulated in the weeks leading up to the release of the package. But | view Economic Stimulus Anstyses
even the higher cost for its new package of tax cuts reflects only a .
portion of the Administration's overall tax-cutting agenda. Whenwe |[More Topics... i
include the Administration's stated objective of making permanent the
tax cuts enacted tn 2001 but that expire in 2010, and reflect T et e lea ihrough he links, rgh dlck
conservative estime+es of its intention to fix the Altemative MInImum | your diractory, and open the document in Adobe Actobat
Tax starting in 2005, the size of the revenue loss rises to nearly $1.9 | Reader.
trilion through 2013. When the interest costs associated with these
expensive tax cuts are inckuded, the total impact on the budget would be $2.3 trillion through 2013.
¢ Making permanent the tax cuts enacted in 2001, which explire in 2010, would cost about $635 billion, largely
between 2011 and 2013. The Administration has repeatedly stated its intention to make tivese tax cuts
permanent, including the proposal in its budget last year and malking it a campaign Issue in the 2002 mid-term
elections,
. ¢ Fixing the Alternative Minimum Tax would cost al least $575 billion between 2005 and 2013, Curment

estimates show that th> number of taxpayers who will face this alternative tax rising from about 2 miltion today
fo nearty 40 million by the end of the decade. The Administration provides temporary AMT ralief in its new

economic package, delaying the advent of this problem through 2005. A senior Administration official was
quoted in a recent Naw York Times atticle as saying that Administration planned to take care of the long-term
AMT problem “In its second term."
Cost of Bush Administration Tax-Cut Agenda,
2003-2013 (in hilllons)
Rovenu® | interest | Total

Economic Growth Package $670 $250 $920

Make 2001 Tax Cuts Parmanent $635 $55 $690

Fix Alternative Mintmum Tax $575 $110 $685

Total $1,680 $415  $2,295

o The lower revenues resuiting from these thrae tax cuts — enacting the new “growth” package, making the
2001 tax cuts permanent, and fixing the AMT — increase the debt and the interest payments on that dabt.
These higher interest payments would total more than $400 billion through 2013, bringing the totat cost of

these tax-cut proposals to $2.3 trillion.[1]

Total Cost — iIncluding the 2001 Tax Cut — Equals $4.2 Triltion Through 2013

As noted, comblning the cost of the new tax cuts with the cost of extending the

, 2001 tax cuts and providing modes! relief from the individual AMT would cost $2.3
T trillion through 2013. These costs come on {op of the original cost of the 2001 tax
ut, which extends through 2010. In total, the costs from 2001 through 2013 of the
enacted tax cuts and the new tax cut agonda amount to $4.2 trillion, including
interest. In 2M*3, the combined revenue losses would constitute a larger share of
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The Full Cost Of The Administration’s Agenda For New Tax Cuts Is At Least $2.3 Trillion Through 201... Page2 of 5

the economy than did the Reagan tax cuts of the early 1880s. I

~—The Administration is expected to propose even more tax cuts In its new budget, which wiil be released in February.

-8st year's budget also included tax cut proposals refated to energy, education, and health insurance. If these tax
cuts were assumed, the total cost of the Administration's tax-cut plans would be even higher. The Administration's
policy proposals should be considered together to gauge the long-term costs and the affordability of these proposals.

The "Economic Growth" Package

The Piesident announced his new "economic growth” package on January 7, 2003. The package includas $670
billion of tax cuts and $4 billion of new spending for personal re-employment accounts. The centerplece of the
Administration’s tax-cut package Is a proposal to exempt from individual income taxes corporate dividends that are
paid out of corporate profits that are subject to the corporate income tax. The Administration estimates this
permanent tax cut wouid reduce revenues by $364 billion through 2013.

The other major component of the package is a proposal to accelerate implemantation of four tax-cut provisions
enacted in 2001. These provisions include reducing the rates that apply to the top tour individual incoms tax
brackets, increasing the amount of taxable income subject to the 10 percent rate, ralsing the child tax credit to
$1,000, and increasing the standard deduction and the amount of taxable income subject to the 15 percent rate for
married coiples. Under current law, these provisions become fully effective at verious points between 2006 and

2010; the Administration proposes to make them all fully effective in 2003.

Making the 2001 Tax Cuts Permanent

'he large package of tax cuts enacted in 2001 expires in 2010. Since enactment of these tax cuts, the
Administration has consistently voiced its support for making them permanent. it included this proposal in its budget
last year. During the 2002 mid-term elections, the President highlighted making the 2001 tax cuts permanent as an
issue. There is little doubt the Administration will again propose to make these tax cuts permanent when it presents

its new budget in February.
The 2001 tax cuts include the following provisions affecting individual income taxes:

~~~~~ -

A new 10 porcent bracket was created for the first $6,000 of taxable income for single individuals ($12,000 for

married couples). Previously, that income had been taxed at a marginal rate of 15 parcent, so this provision
cut taxes by 5 percentage points on $6,000 of income, or $300. The first-year reductions were malled out in

the form of $300 rebate checks.

o The marginal income tax rates for the four upper tax brackets (which previousty had been 28 percent, 31
percent, 38 percent, and 39.8 percent) were reduced in stages to lower rates; the first stage occurred in 2002

and the next stages are scheduled for 2004 and finally 2006.

e The child tax credit, previously at $500 per child, was increased In slow stages to $1,000 per child. Because
the first stage was effective in 2002, the child tax credit is currently $600 per child. In addition, a portion of the
child tax credit was made "refundable” for certain working families whose income was so low that their income
tax liability before application of the child tax credit was smaller than the child tax credit they would otherwise

receive.

The standard deduction, the 15-percent rate bracket, and the Earned Income Tax Credit were modified so all
married couples would pay lower income taxes than they had previously. The first two of these provisions are

not effective untit 2005.

e In addition, many education, pension, and IRA provisions were altered to provide additional tax breaks to
those who can afford to save more of their income In tax-sheltered accounts.
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The Full Cost Of The Administration’s Agenda For New Tax Cuts Is At Least $2.3 Trillion Through 201... Page 3 of 5

3 Why Do the Tax Cuts Expire in 20107

— Some argue that the tax cuts expire in 2010 to comply with Senate rules.
Y However, compliance with this rule would have only required the measure to
expire in 2011, The framers of the tax cut chose to have it expire in 2010 rather
than in 2011 because the earller expiration rnade the total multl-year price tag of
each provision seem smaller; as a result, move tax-cutling provisions could be

shoe-homed into the legisiation.

Finally, exemptions from the estate tax were gradually increased (for exampie, the amount of an estate exempt from
income taxes was immediately increased from $650,000 to $1,000,000 for an individua! and twice that for a couple).
The tax rate applicable to the taxable portion of estates was gradually decreased, and by 2010 the entire estate iax

was repealed.

In its newly released annual report, the Congressional Budget Office estimates that making permanent the tax cuts
that expire in 2010 would reduce revenues by more than $635 billion through 2013.[2) This period, through 2013, is
the same as the period covered by the Administration's cost estimate of its new economic plan. If these two
Administration proposals -~ making the 2001 tax cuts permanent, and its economic growth package — are

combined, the revenue loss through 2013 would be $1.3 trillion.

The Alternative Minimum Tax

The growth of the Alternative Minimum Tax poses significant problems for the individual income tax. Any solution to
the AMT Is likely to be very costly to implement. The Administration acknowledged this problem in its budget last
year whet it wrote that simplifying the AMT was “an increasingly important objective of tax policy.” In a recent New
_... York Times article, Assistant Secretary for Tax Policy Pamela Olson was reporiad as stating that the Administration
e anned to propose a solution to the AMT, but probably not untit President Bush's second tarm. The article states,
The target dats is 2005, she said. 'We are working on it,’ Ms. Olson said.” [3] Although addressing the AMT
‘problem is part of tha Administration’s plans, it Is not part of its estimate of the cost of its tax-cut agenda.

Source of the AMT Problem

The Alternative Minimum Tax is e parallel tax system that was originally intended to ensure that tax filers with high
incomes could not avoid paying taxes altogether by aggressively using available deductions and examptions. These
taxpayeis calculate thelir tax liability according to both the regular income tax and the AMT, and then pay whichever
amount is higher. Unlike the regular income tax code, the key components of the AMT are not indaxed for inflation,
Thus as incomes rise to reflect the effects of inflation, the AMT imposes a higher burden. As a resull, more

are projectad to bacome subject to the AMT over time. This problem was exacerbated by the tax cuts in 2001, which
reduced tax fiabiiities under the regular income tax code, particularly for those with high incomes, without making

comresponding adjustments in the AMT.

About two million taxpayers are curmently subject to the AMT. The Treasury Department estimates that the number of
taxpayers subject fo the AMT will soar by 2012 to 39 miilion — about one of every three taxpayers in the nation —
assuming the 2001 tax cuts are made permanent. Many middle-class familles would find themselves subject to the
AMT, and the swollen AMT would “take back” much of the tax cut from many of the tax filers it would affect, itis

inconceivable the President or the Congressionat leadership of sither party wiit aliow the AMT to mushroom in this
manner.

High Cost of AMT Relief

it will be very costly to provent the individual Alternative Minimum Tax from exploding in size and encroaching heavily
upon middie-class taxpayers in years ahead, Last year, the Administration's proposal to make the tax cut permanent
id not include any changes to the AMT. As a result, the Joint Committee on Taxalion cost estimate cited above of
18 Administration's proposal to make the tax cut penmanent does not assume any additional AMT relief. This
T —conveniently reduced the apparent cost of making the tax cut permanent, but yielded the unacceptable resuit of 39

million taxpayers being subject to the AMT by 2012,

In its new economic growth package, the Administration proposes to increase the AMT exemption through 2005,

http://www.cbpp.org/1-22-03bud.htm 2/10/03
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The Fuli Cost Of The Administration’s Agenda For New Tax Cuts Is At Least $2,3 Trillion Through 201... Page 4 of 5

{
This temporary fix allows the Adminlstration to avoid subjecting more tax filers to the AMT as a result of its proposed
tax reductions, notably accelerating the implementation of the reductions in the upper-bracket income tax rates.
Because the Adminisiration proposes this Increase in the AMT exemption only through 2005, i again Is able to hide

- . the full cost of addressing the AMT problem. The result, however, is that the AMT problem retums with a vengsance

=  n2008.[4)

in short, the cost of extending AMT relief beyond 2006 is essentially an "off-book liability" that must be considered a
part of the long-term cost of the Administration’s proposal to make the tax cut permanent and enact new tax cuts.
The Adminlistration has provided no indication it would countenance scaling back paris of the enacted tax-cut
package or raising other taxes to [.ay for the cost of this inevitable AMT relief, or redirecting the AMT in a cost-neutral
manner that frees large numbers of midle-class taxpayers from the AMT but expands its applicability to those at the
highest-income levels. [t Is necessaiy and appropriate therefore to include the cost of addressing this AMT problem
when assessing the long-tarmi implications of the Administration's tax-cut proposals. The Urban Institute-Brookings
Institution Tax Poticy Center has undertaken the most thorough review of the AMT Issue to date.[5] A modest option
outlined in that analysis would reduce revenues by about $575 billion through 2013.[6] This cost estimate is
conservative because this level of relief would still leave more than 10 million tax filers on the AMT at the end of the

decade.

Conclusion

The Adininistration’s costly "economic growth™ package represents only a portion of the Administration’s overall tax-
cutting plans. it is sure to propose making permanent the tax cuts enacted in 2001 and that expire in 2010. Further,
——so that these tax cuts 8o 1ot dramatically increass tha numbaer of tax filers subject tu the Altemative Minfmum Tax, ——
the Administration has indicated that it will propose some type of AMT relief starting in 2005, when the temporary
relief In its "growth” package expires. Taken together, these three tax proposal would reduce revenues by aimost
$1.9 trililon through 2013. Further, this loes of revenues will lead to a higher debt, and thus to an increase in interest
payments totaling more than $400 billion through 2013. When these two costs are combined, the overall impact on
the budget of the Administration's tax cut plans reaches almost $2.3 trilion through 2013. Finally, when these costs
R e added to the costs of the tax cut enacted in 2001, the total cost of tax cuts from 2001 through 2013 mounts to

+4.2 trillion, including interest payments. '

End Notes:

[1] Recent testimony by Peler Orszag, the Joseph A Pechman Senior Fellow in Economic Studies at the Brookings institution, inckided an estimale thet

the combined cost of EGTRRA extension, the new "economic growth” package, AMT relief, and interest would total $2.2 trilion through 2013, Orszag's

stiributed more fo an extension of EGTRRA and slightiy less to AMT relief than does this onalysis. Orszeg’s estimates include on

the category of "EGTRRA extension.” hie figura for EGTRRA axtsnsion includes the cost of axtsnding through 2013 the AMT

axtansion enecied through 2004 in EGTRRA. Our enalysis instead treats that AMT cost in the AMT calegiy bacauze when the President proposed i
EGTRRA pravizions in his FY 2003 budget, he did not include an extension of the AMT exempiion. Whichever approach one uses, the

total ls more than $2 trilion,

i

[2) Our figure of $835 billion aleo includes the extension of two smalt education and pansion tax breake enacted in EGTRRA and scheduled to expire at the
ond of 2005 and 2006, respectivaly. See "The Budget and Economic Ouliook: Fiscal yours 2004-2013," CBO, January 29, 2003, pp 72 and 73.

[2} David Cay Johnston, "Altomative Tax Looms Large Despits Plans for Other Cuta,” The Maw York Times, January 10, 2003,

Note that the Administration's tempursry AMT rellef buiids on a simitar provision in the 2001 tax-cut package that increased the AMT exemption ihrough
5 ANMT refief would have driven the cost of the 2001 tax-cit package well above what the fiscel year 2002

2004. The cost of providing permanent A
Congressional budget resolution slowsd. So the framars of the tax cul resoried fo the gimmick of letting this AMT relief sunset at the end of 200, knowing
that Congreas woukd have no choice but to extand AMT refief before the provision expired.

(5] Leonard Burman, Witiam Gale, Jeffsry Rohalv, snd Benfamin Harris, “The Individual AMT: Problems and Potential Sokitions,” Urban-Brookings Tax
Policy Centor Discizesion Paper No, 5, September 2002.

mmmmmﬁamunmm.mmmmw-.mummmmmwmmummmmmm. These
ndexad levels would baecome effactive starting in 2008, after the temporery relied proposed by tha Adminiatration has expiwed. This option is used here o
ustrate the likely cost of the Administration's agenda because indexing the AMT parameters at 2002 levels produces an exemption amount in 2005 quite
amilar 10 tho Administration's proposal for that year (2005 is the finsl year of AMT relief under the Administration’s new plan). The Tax Policy Cenler

~ analysts siso includes the cost-neutral AMT option sliuded to above (see Burman et al., op cit.)

il

http://www.cbpp.org/1-22-03bud.htm

2/10/03

I s del Ivered tc filming and
Lfvered to Modern Information Systems for micro
) es on this film are accurste reproductions of records de Syakeme {0 T gs Insitute
T o i she. ragula The photographic process meets standards of the Americta? Mot fonal 8 ity of the

g ular course of busineso.
‘(‘:Egl;{ixda:'ghti'\‘/ealrmcrofilm. NOTICE: 1§ the filmed image sbove is less Legible than this Notice,

document baing filmed. L%}/}Dm Q:\ OWLC KO/(D éﬁfk

Operator’s Signature




/

1 "Growth Plan" Would Worsen State Budget Crises, Revised 1/30/03 Page 1 of 6

CENTER ON BUDGET
AND POLICY PRIORITIES

Revised Janvary 30, 2003

BUSH “GROWTH PLAN" WOUrL?:jVOuSSEN STATE BUDGET CRISES
A Inis J.

The Bush Administration's proposal for “Economic Growth and Job POF uf this report
Creation” provides nv fiscal relief for the states, whizh are struggling with | HTM of fact sheet
deficits like'y to total at least $70 billion for the fiscal year beginning in POF of fact sheet
July. To the contrary, preliminary estimates suggest the plan's federal
tax cuts would cause states to lose mora than $4 billion a year, making | view Economic Stimulus Anstysss
state budget daficits larger. Since states must balance their budgets,
this new revenue loss will require states to cut state programs moie [More Topics... [ |
deeply and/or to raise state taxes to a greater degree. T vou camnol socess Bva Ties tvova the . Taht-

click on the undertined text, click “Save Link As,”

dowrtload \
The Administration has said the plan Is intended to promote economic m?ba v?tget{*&ofow and open the document In

growth and job creation. But when states must cut programs to balance
their budgets, they lay off workers, reduce payments to contractors, cut reimbursements to providers, or lower benefit

payments to individuals. This reduces the money people have to spend and thereby decreases demand for private
sector grods and services. Tax increases have a similar effect. Far from promoting economic growth and job
creation, the effect of talling to ald states and further increasing state deficits is economic contraction and reduction in

empioyment,

¢ The largest effect on states would come from the proposed exclusion of corporate dividends from the taxable
income of individuals. This dividend exclusion would reduce ravenue in most of the 37 states and the District
of Columbia that link their own tax systems to the federal taxation of dividends. Preliminary estimates suggest
that the changes woukl cost these states $4 billion a year In the first year or two. The six other states that tax
dividends independantly could also experience revenue losses. Including these states would raise the

estimate of revenue loss to $4.3 billion.

¢ In conjunction with the dividend exclusion, the plan would reduce capital gains taxes for investors in
corporations that do not pay dividends but instead reinvest their samings. Some 39 states and the District of
Columbia would lose revenue as a result of this proposal. The modest initial cost of this provision Is included

in the above estimate. Over time, however, the cost of this capital gains tax break would grw substantially,
50 the essential loss too states is likely to exceed $4 billion a year.

e Another proposal would have a small effect on state revenues. The Bush plan also would increase the
amount of investments that small businesses can deduct in the year the investments are made. Al states that
tax business income except California and Michigan wili experience some revenue loss from this change, with

a polontial aggregate revenue loss in the ballpark of $200 million a year.

o The federal tax rediictions in the Bush plan would be permanent, They woukd continue {o reduce state
revenues for the foreseeable future,

These new revenue losses would be on top of revenue losses that states already are feeling as a result of
federal tax changes enacted in 2001 and in the 2002 atimulus package. For example, changes in the . 'te
tax that the federal government enacted in 2001 — specifically, the phase-out of the state estate tax credit
between 2002 and 2008 — will cost states $186 billion from 2003-2007 and more In years afler that. New tax
breaks for retireiment and education savings and the bonus depreciation provision also are reducing state

revenue,

: ¢ In other words, faderal tax changes in 2001 and 2002 have made state budget holes deeper. Now, despite
— the most severe state budget criges in 50 years, the Administration Is proposing measures that would make

the problems still more acute.

http://www.cbpp.org/1-8-03sfp.htm 2/9/03
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a "Growth Plan* Would Worsen State Budget Crises, Revised 1/30/03 Page 2 of 6

~ The Proposed Tax Changes

Theru are three elements of the Administration plan that would reduce state revenues: the exclusion of corporate
dividends from individual taxation, the reduction in taxation of capital gains income derived from investments in
corporations that reinvested their eamings, and the increase in amount of investments that small businesses can

write off as an expense in the year the investment is made.
Dividend Exclusion

The Administration plan would allow individuals to exclude from their federal taxable income the corporate dividends

they receive from corporations that have paid federal corporate income taxes on their profits.[1] Each of the 41
states and the District of Columbia that levy an income tax includes dividends In taxable income. Two other states
have limited income taxes ‘hat also tax dividend income. Many of these states would lose revenue as a resutt of this

change.[2]

Some 37 states and the District of Columbla use fedaral income definitions in their own tax systems, These states,
with a faw exceptions, would automatically exclude dividends from state taxable income if they were axcluded from
federal taxable income.[3] A few states — Alabama, Arkansas, Mississippi, New Jersey, Pennsylvania, and
Tennessoe -— ask taxpayers to report directly the amount of dividends they recsive rather than deriving dividend
income from the federal tax retum. These states would nol automatically lose revenue, but woukd undoubtedtly face

pressure to conform to the federal treatment.

Ald for the Unemployed Is Not State Fiscal Rellef

¥ Some $3.6 billion in the Administration’s package is designated for a specific new program of
*personal roempiloyrnent accounts” that would be administered through the states. States
would be required {0 use the money to set up accounts of up tc $3,000 for cach unemployed
worker. The accounts would be used by the workers for the expenses of job se arch, job
training, chiid care or other expenses. Whataver the policy merit of these accounts, they would |
not provide fiscal relisf. These funds could not be used to help states balance their budgets
because the funds would have to be spent on the new program.

Even though all states would face pressure to conform with the dividend exclusion, some states might want to
* " from the federal change. That is, they may want to continue taxing dividend income. it is worth noting

'decouple

that when the “bonus depreciation® provisions were enacted in the March, 2002 stimulus package, there were 30)
states that subsequently did decouple from the new federal treatment of depreciation.[4] The extent of decoupling
was unprecedented; never in recent decades had so many states decided to decouple fram a federal change.

The response of states to the bonus depreciatior provisions Is unlikely to be a model for the state response
to the dividend exciusion. The bonus depreciation provision is temporary; it expires in September 2004, Stataes that

decoupled from the bonus depreciation knew that after a short period of time, thelr tax laws on depreciation would
once again conform {0 fedsral treatment. The dividend exclusion, however, would be permanent. In the majority of
states that have the tradition of conformity to federal tax law, it can be quite difficult to sustain a major difference from
foderal law over time. Taxpayers generally view such differences as burdensome and the same, largely upper-
income taxpayers and corporations that are pushing for this change in dividend rules at the federal level would

. These taxpayers would be likely to push their states to foliow the faderal lead and axempt

oppose
dividend income.

Standard & Poor's Raises Concerns on Effect of Proposal on States

in a January 9, 2003 release, Standard & Poor’s Rating Services notes with respect to the Bush
plan, "Not only Is there no direct money flowing to states under the current proposal, thers
wotid also be income tax revenue erosion and cost increases in servicing the debt.” 1t notes
that this is particutarly problemnatic at this time, when nine states already have negative rating
outiooks and the ratings of six states hav  been downgraded in the last year. it observes that
this proposal would add further uncertainty to a budget process that Is just beginning.
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The release also addresses the issue of whether states wouid be
able to avoid
L X L o L
r can { and tax
the federal stimulus package however it ultimately develops. To preserve the st:::sragm
coming from dividends, states would be required to decouple current state income tax
hstmctzoot;m's mm ;y‘::om. a st%;;g mm Jgkned with the elimination of estate taxes
. despite f the states, decoupl
likely. “State legisiative changes to tax structure, even given the obvious mcess‘?te ‘:nzots::tﬂt L

will Nkely prove difficult, at best.”

The Standard & Poor’s analysis concludes with the following concern. * proposa
forward n s current form, fiscal pressure will be even more acute for'stéi;"é?vemmené moves
Rithor crad Seterioration over e noxt soar 1 TKely Neadons i amy Sommror on & rosul
ar ely.” '
immediately higher interest costs for states, which uﬁn further?:sor::);fsmmsu:g o mean

Sowrce: Glandard & Poors, No Relef For States Under Bush '
.::Epocah(hndhtxnkxutFunndhnluoak.Januuwyn.zooa

Capital Gains Tax Reduction

in conjunction with the dividend exclusion, the plan would reduce capital gains tax

X es for corpora

do not o|‘:‘aydividenda:;gt"i‘nstemd reinvest their eamings. This is htendedg?oavo&d dlsadmrmmcompanm?‘at

them mmofa" dgrowm rather than on paying annual dividends. According to Administration documents
cmoep() 'deemed dividend” would be estabilished. Whenacorporaﬂon(ﬂmatpaysfedamloorpomﬂelfmé

taxes retains“ um@&mmmmmmmmemmﬁsWWMMaMb

swma 'basisboauogocktheyholdhmatoomomuon. For example, a sharehoider who bought a stock for

Sa m"mmmm adwtﬂmméem(mat'!fs&zw%ask'h&;:mwmmwalnayearthat

ofiivenyeamata!evelthatro.wuttedlnabasisadiustmontofﬁayear.theshareholder‘sﬁobaslsmalir?tihh;esato"é:(ngswotﬂdheggh

~-456 a share, rather than the $50 a share for which the stock was purchated. if the shareholder then sold the shares

» $60 a share, his or her capital gain that was subject to taxation would be $5 a share rather than $10 a share.

Some 39 states and the District of Columbla use federal definitions to determine

the basis of

mwmmumwwmmmmmassdbm. mm”_aa:mﬂmf:mme
Hawah Pennsytvania — would lose revenue as a result of this proposal, although the amount of loss

canhot be estimated at this time.

Here 100, it would be difficult for states to decouple from this type of

permanent change. T objec
decouplhgbocamenuw:dquulm&wmwmmekkmmlnverydiffemntnm?:ysmmmte °
purposes. Moreover, this Is a provision that would have a modest effect on state revenues initially, because the

adjustments fo the basis of stock values would not apply retroactively. This
. means that decoupling
would save only modest amounts of money for states. As a result, policymakers might fall to place a high priority on

the nead e decouple
Over time, however, as upward adjustments would be made outsts

) year after year to the basis nding
revenue kss would grow. The Tax Policy Center at Urban lnsﬁwteandy'?la‘earooklngslgﬁtuﬂon esﬂm:rsmu:b
change ultimatety would eliminate 15 percent of all capital gains income.

Revenue Loss: Dividends and Capital Gains

Teole 1 shows preliminary estimates of the annual revenue loss that states would
exempting divi’ond income from taxation and the assoclated reduction in capital gains m;n;:u ;':: g;es:::te:fand the
District ng tﬁmb;:a u:aﬁtm e:isnz\a thtelr taxation :‘th mnds to the federal tax treatment would together lose
about . independe ividends are included, the reve
billion. For example, California would lose $1.2 billion a year, and New York $524 miliion. l'l‘lt:emlsmv:ouml:slc::esgéz

million, lowa $57 million, and Maine $31 ~illlion.
Expensing for Small Businesses

One other piece of the Administration plan, “axpensing” for small businesses
' , would
in state revanue. This provision would increase the ability of small businesses to conr:lztg: ?&ﬁm'ﬁﬂgfmﬁb "
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( made as an expense that can be deducted
' immediatety, rather than deducted gradually over the life of the asset. The proposal would increase the amount that
-~~~ canbe expensed from $26,000 to $75,000. All states that tax business income except Callfornia and Michigan would
kely experience some revenue reduction as a resuft of the increased ability of small businesses to expense
investments. The revenue loss to the states is likely to be In the balipark of $200 miilion a year.

Gther Tax Cuts Enacted in 2001 and 2002 Aiso Hurt States

if enacted, the Administration’s package would represent the third piece of {ax legislation since the Administration
fook office that resulted in states losing revenue. Federal tax reductions included in the stimulus package enacted in
March 2002 and in the 2001 Economic Growth and Tax Rellef Ruconciliation Act have led to unplanned and — given

the current fiscal crisis — undesirable revenue reductions in most states.

Further Adverse Effects on States:
Cost of State and Local Borrowing Likely to Rise

States wouid also be hard hit by the anticipated Increase in interest rates expected to result
from this package. Higher interest rates increase the cost of boirowing for states, putting
further strain on their budgets. Two factors would contribute to an increase in interest rates.
First, the dividend proposal would draw funds away from the bond market, as dividend-paying
stocks became more attractive investments following the tax cut. To compete for invastor
i dolars with stocks paying dividends that are fully exempt from taxation, entities that issue
i bordis — including state and local governments — would have to offer higher interest rates.
¥ Second, the high cost of the package as a whole — $674 billion over ten years — would
enlarge long-term deficits and increase govemment borrowing. As government borrowing
S needs crowd out other borrowers, fong-term interest rates can rise.

Economists Peter Orszag and Willlam Gale at the Brookings institution have estimated that
the enlargement of the federal deficit and increase In government borowing would, in the fong

run, increase interest rates by approximately ong-half of one percentage point (50 basis
points). No analysis curently is available that quantifies the extent to which competition for

investor dollars from stocks paying tax-free dividends would push up the interest rates that
state and local governments must pay on their tax-exempt bonds. It is clear, however, that the

dividend proposal would put upward pressure on Interest rates.

The California State Treasurer’s Office surveyed the comments that had been made by

experts on the subject of tax-exempt bond interest rates. For those that made estimates, the
1 general consensus was that the Administration proposal weuld resutt in relative increases in
state and local bond interest rates of between 0.25 percent and 0.50 percent (25 to 50 basis

points).

The Treasuret’s office then estimated tha cost o state and local govemments of increased
interest costs of this magnitude. it noted that over the past five years the averagoe annual
issuance of long-temm state and local tax-exempt bonds nationwide was $170.57 bitlion.
Assuiming that this volume prevalils for the next fen years, some $1.7 triltion in bonds would be
lssued over that period. If interest costs increased by 50 basis points, the report finds that "...
the total increased interest payments by our nation's taxpayers over the life of the state and
local bonds projected to be issued nationwide over the next 10 years would equal $154.9¢
billon.* If interest costs increased by 25 basis points instead of 50 basis points, then the
increased interest over the life of the bonds would equal $77 billion.

Source: CaiNomia Bume Treasurer Phil Angelides, No Dividends: How Taxpayers Lose Under the Bush Plan, Jenuary,
2003, www.troasuney.ca.gov.

Sl .

Among the changes that have already reduced state revenuss are the following.

o The 2001 tax law Included rapeal over the next four years (2002-2006) of the federal estate tax credit to which
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g all state estate taxes are tied. The elimination of this ciadit will effectively repeal most state estate taxes,
o uniess states change the way they link to the federal law. While 17 states and the District of Columbia have
' decoupled from the federal estate tax changes, the remaining states stand to lose $16 billion in the period from
N fiscal year 2003 to 2007. In 2008, the first year this provision will be fully in effect, the states that are
| ' continuing to hink tn federal law will experience a $4.2 billion revenue loss, and the revenue loss wiit increase
in subsequent years. (Some states have constitutional bars to decoupling; others are not able to do so for

other reasons.)

e The economic stimulus legistation enacted in March 2002 aliows fims o claim an immediate federal tax

deduction of up to 30 percent of the cost of new equipment purchases, rather than depreciating the cost
gradually over several years as under prior law. The vest majority of states historicaily have used federal
depreciation rules for computing state business taxes, and so would be forced to give businesses an additionat
tax break — on top of the federal break — uniess they “decoupled” their state tax rules regarding depreciation
from the federal change. While 30 states have decoupled, the other states continue to suffer a revenue loss of

$4 billion over the period bonus depreciation is in effect, through September 2004,

» The 2001 tax law made a number of other changes that result in many states losing revenues automatically.
They include the liberalization of pension rules, the increase in the contribution limits to IRAs and 401(k), and

the additional tax breaks for education.

None of these other tax reductions were oifset with any kind of assistance to states to compensate for the revenue

With the exception of bonus depreciation, all of these tax changes — including the tax changes being proposed in the
Bush package — extend at least through 2010, and the tax cuts enacted in 2001 will continue beyond then if those

tax cuts are made permanent. They will continue to reduce state revenue year after year.

-
PN

b timulating the Economy

One of the most effective ways to stimulate the economy at this time would be to provide significant fiscal relief that
states could use to avoki budget reductions or tax increases. When states cut programs, they lay off workers, reduce
the extent to which they contract for services, lower benefit payments to individuals, and cut reimbursements fo
providers. This reduces the money pecpie have to spend and thereby reduces demand for private sector goods and
services. Tax incraases have a similar effect. In other words, the actions states take to balance their budgets

contract the economy and cause a loss of jobs.

State govemimeniis have akready acted to close budget deficits of approximatety $50 bitlion for state fiscal year 2003
(which runs through June 30, 2003 in moet states) and face additional deficits they must close of about $17.5 bilion
in 2003. In addition, states face further budget deficits of $60 biilkon to $85 billion for state fiscal year 2004.[5)
These represent the largost state budget gaps in half a century. Unless they recotve assistance, states will be
making massive cuts in expenditures — including expenditures for education and health insurance — and increasing
taxes substantialty to moet thelr balanced budget requirements.

As Brookings Institution economist Witliam Gale observed in a recent Los Angeles Times op-ed, “The best way (o

boost the economy right now would be to increase foderal ald to the states, which are facing their worst financial
crisis in decades.” Unfortunately, the Bush Administration proposal falls to include such a measure, aggravating
state fiscal problems instead,
Table 1
Preliminary Estimates of State Revenue Loss Resulting
From Federal Dividend Exclusion
State Flscal Year 2004
(in thousands of dollars)
e Revenue Loss Revenue Loss
| Alabame $39,000 Missouri 86,000
Arizona 47,000 Montana 23,000
Arkensas 40,000 Nebraske 30,000
Cattfornia 1,183,000 New Hampshire 20,000
http://www.cbpp.org/t-8-03sfp.htm 2/9/03
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. Colorado 76,000 Now Jersay 117,000
Connecticut 90,000 New Mexico 20,000
Deloware 18,000 New York 524,000
~—. | Georgia 120,000 North Carolina 132,000 74{
Keho 22,000 Ohio 152,000 J
Moole 132,000 Oklahoma 36000 15 |
ndiana 42,000 Oregon 91,000
lows 57,000 Pennsyivania 97,000
Xansas 45,000 Rhode lsiend 22,000
Karducky 44,000 South Caroline 57,000
Louisiena 44,000 Tonnessee 53,000
Meine 31,000 Utsh 29,000
Meryland 87.000 Vermont 16,000
Massachuselts 175,000 Virginia 129,000
Michigen 111,000 Weet Virginia 16,000
Minnesots 110,000 Wieconein 97,000
Missicaipp! 17,000 Dieirict of Columbia 31,000
Total: States that currently use federal taxes as basts for taxing dividends $4,033,000
Total: Al states that tax dividends $4,335,000
Nolee
States In italics tax dividends, but do not derive the amount of dividends 10 be taxed from the federal tax form
The ¢ timate uses information on taxable dividend income by state from U inflemel Revenus Service, Statislics of Income Bulietin, Spring 2001, The
dividend income reportod in the 50! wes adjustad 10 remove indersel payments from mutusl funds that the IRS requires 10 be reported ae dividends, and o
inciide personel trust dividend incoma thet is reporied slsewhere. Sea Witiiam G. Gale, *About Hal of Dividend Paymaents Do Not Face Double Taxasion,”
Taxt Notes, Novernber 11, 2002, The sstimals reflects the Adminisiration's proposal ln exempt dividends only If the issuing corporation has paki hudersl
income tax, as well a8 the “deemed dividends’ propossl that will reduce capitel geine taxes, Alsska, Floride, Nevade, South Dakots, Texes, Washingion
and Wyoming do not lavy any form of income tax and thus would not fose revenue
End Notes
/—“‘\,

eligible § be exciuded from the individust tax.”

1] The Councll of Economic Adviser's description of the Adminisirstion plan noles that “...corporals income that is not taxed at the frm ievel would not ba
would have to inform the recipients of the dividends whether some or sl of thelr

income tax,” Corporations
dhidands tre eligiblo for exciusion from Individuat taxation, CEA, Jenuary 7, 2003,

(2] The states that do not levy any form of income tax, snd thus would not loes ravenus, sie Alasks, Florida, Novads, South Dakota, Texas, Washinglon,
and Wyoming. The steles that jus! tax inderest snd dividend income ara New Hampehire and Tennesses.

[3] The excepiions are states thet do not conform uniess they anact leglelation 1o adopt new federal changes. Most such states do 50 routinely, but # few
mbumdoptm Those that mey be somewhel less likely to changes inciude Celornia, which maintaing some differences with
foders! , snd Virginks, which recently enacted legisiation sisting that it wit! not adopt federal changes automatically.

(4] The bonus depracistion provisions aliow businesess that purchuse aquipment beiween September 2001 and Seglember 2004 1o deduct immedistely
30 percent of the coet of the aquinment, rather then deducting the cost over the Lreful Ne of the squiprment.
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JUST WHEN YQU THOUGHT
there was ho wdy to pile.od
nivre CEO perks, along pomes
yet anothep Bush¥® plan to
eliminate incorse tax ‘oft divi-
dends. For cEos of the nearly
860 companies in the g&p 500
that pay dividends, their tax
savings would add up to
more than $200 million. And
that doesn’t include the
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crosoft . Chair-
man Bil] Gates.
Microsoft's

jilion--and he

.4 million tax on

' pwed in taxes.
F . Othér execs with big
- potential savings; based

on the number of

'| shares they own, are:

M Micky Arison, Carnival
crulses ~$36,8 on
® Phll Knight, Nike—$17

milion
Bt oo

W John Hess, energy compa-
ny Amerada Hess—$5.6
million.

With such windfalls in the
offing, no stingy cEoa
may end up dispensing divi-
dends more generously--for

shareholdéte and fop them- |

selves. . Louis Lavelle
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@n't have to pay | °

But the idea leads to endless com-
plications in the real world. Already,
colorful phrases like “basis clawback”

~and “curnulative net basis bumps”
are entering the tax lexicon, On Jan,
21, the Treasury Dept. had to {ssue a

. |
e S S precintion of baisinese invertment. Others are mora optindatic. Secy:

" 'The President’s plan in dlesn rities Industey Assa, Chied Econo-
enough & cohept. It aenorts thst.  madat Fyenk A, Pernandor says the
wmmmgaﬂum mn%mbamv&y:d

s "'~‘.!&'r ‘ w”wy

1 B AEK o $100 of things up Highh. Séene also arguo that

i A8 not have do vatiations of the Bush plan work

. LAY o | Mg Wofm well in othet eothtries, Actually,
s-whither the iinay s distributed they don't. Getrmany, Britain, and
them w4 a dividend or is retained by  Japan are moving toward the current
the om:hp:ny, which would help in- U, 8. approach, and Italy and France
crease the stock price and add to are eonsidering doing so,
shareholders’ eventual capital gains. The likely macroeconomic impact

of the Bush tax plan may be up for
debate, but there's little question
about its impact on the complexity of
the Internal Revenue Code: negative.

Coy ts Economics Kditor.
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