CCH Tax Briefing:
AMERICAN JOBS

CREATION ACT OF 2004

Updated October 11, 2004

Scorecard

$145 billion in tax cuts

$50 billion saved by
ETI repeal

$95 billion in taxes/
penalties

173 Act provisions

R &

274 Code amendments

44 major changes,
effective immediately

35 major changes,
effective 1/1/05

61 revenueraisers

R R R R &

R &

663-page Conference
Report

o 2yearsinthe making

Inside

FSC/ETI Repeal ......cccoemmeenees 2
Manufacturers’ Deduction .... 2

Small Business Expensing
and Depreciation ................. 3

S Corporation Reform ......... 3
State Sales Tax Deduction....4
International Tax Reform.....4
Tax Breaks For Farmers ...... 5

Tax Shelters and Abusive
Transactions ....c.ccccceeveeuneee. 5

Other Revenue Provisions ..6

IRS Administration .............. 7

Congress Approves Corporate Tax
Cuts — And Much More — In FSC/ETI

Repeal Legislation

hat began asabill to compen-

sate exportersfor repeal of a

controversial $50-billion tax-
based trade subsidy has ballooned into
a$145-billion pre-election business tax
break. The American Jobs Creation Act
of 2004 has passed Congress and is on
itsway to the White House for President
Bush's signature. The new law passed the
House on October 7, 2004, by a 280-141
vote, and was approved by the Senate on
October 11, 2004, by a69 to 17 mgjority.
The new law — the most far-reaching tax
cut in years—benefits U.S. manufacturers,
multinational operations, agribusinessand
energy companies. Small businesses, farm-
ars, patnerships and red edtate investors
aso share in the bounty. However, unlike
therecently enacted Working Families Tax
Relief Act of 2004, thelatest tax cut hasrev-
enue-raising provisionsthat hit hard at both
individualsand businesstaxpayers.

@ Not surprisingly, the 270-

plusprovisonswithin the American
Jobs Creetion Act of 2004 add more
complexityto thetaxlaw. Asthefifth
major tax cut in four years, the new
law requires integration of its
changesinto analready existing web
of statutory directives. Many provi-
sonsin the new law require imme-
diate action to maximize benefits...
and avoid problems. Effective dates,
however, are all over the map. Ret-
roactive, date of enactment, next
year, even 2006 implementation all
addsto theinitial confusion caused
by thismgjor new tax law.

The American Jobs Creation Act of

2004:

= Repealsthe FSC/ETI regime;

= Createsanew tax deduction for “ manu-
facturers’;

= Continues enhanced small business
expensing for two more years;

= Reducesthe SUV loophale;

= Accelerates depreciation for leasehold
and restaurant improvements;

= Makes significant changesto S corps

rules,

Simplifiesinternational taxation;

Givesfarmerstax relief;

Boosts tax shelter penalties;

Tightens vehicle donation rules;

And much more.

@ The revenue-raising pro-

visions, including ETI repeal, have
been scored to bring in $145 hillion,
making the net cost of the new law $0.
However, the revenue provisions are
permanent, while most of the tax-cuts
haveatemporary life. Thismakesthem
alot lessexpensive onthebooks’ but
likely to be extended by afuture Con-
gressand eventually cost, under some
estimates, over $500 billion.

@ Treasury Secretary John
Snow complained in aletter to con-

gressiona leaderswhilethe Confer-
encemet, that the bill wasfilled with
provisions for “special interests.”
Nevertheless, the White House has
signaled that President Bush will
Continued on page 2
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sign the bill when passed, satisfied
that the bill on balanceis consistent
with hisagenda.

FSC/ETI REPEAL

Four years ago, the World Trade Orga-
nization (WTO) declared the FSC/ETI
(foreign sales corporation/ extraterrito-
rial income) regimeanillegal trade sub-
sidy. Congressfelt little need to do any-
thing about the WTQO’sdecision until the
European Union (EU) slapped sanctions
on U.S. exports. The EU penalty is cur-
rently 12 percent and had been growing
at one percent each month. America's
largest manufacturersand exportershave
been clamoring for repeal.

@ Under the FSC/ETI

rules, qualifying U.S. exportersare
eligiblefor an exclusion from gross
income for qualifying extraterrito-
rial income.

The new law gradually repeals the
FSC/ETI regime, starting next year. Tax-
payerswill be ableto claim 100 percent
of their FSC/ETI benefits in 2004, 80
percent in 2005, 60 percent in 2006, and
zero percent (a complete repeal) there-
after. The full exclusion generally re-
mains in effect for taxpayers that had
entered into binding contracts in effect
on September 17, 2003.

@ This represents a “ soft

landing” for many multinational
corporations as they wean them-
selves off the subsidies. However,
the tax rate cut for manufacturers
(see, below) that isintended to re-
place the subsidy, makes some
businesses bigger winners than
others. Thosethat can passthrough
the rather broad definition of
" manufacturer” will dowell; those
that are entitled to both the extra-
territorial incomeexclusionasitis
being phased-out, and the manu-
facturers reduced tax rate asit is
being phased-in, do even better.
Many serviceindustriesin particu-

lar may need to restructure opera-
tions to maximize partial benefits
under the new tax regime.

@ At press time, there re-

mains some controversy over
whether the EU will consider the
gradual reduction of the FSC/ETI
exclusion sufficient to halt impo-
sition of penalties.

MANUFACTURERS’
DEDUCTION

To replace the FSC/ETI regime, Con-
gress has created a new deduction for
manufacturers. The most expensive pro-
visioninthe new law, the deduction will
effectively reduce the corporate income
tax ratefor domestic manufacturing three
percentage points, from atop rate of 35
percent down to 32 percent. More good
news is that lawmakers have defined

“The new law ... ben-
efits U.S. manufac-
turers, multinational
operations,
agribusiness and en-
ergy companies.
Small businesses,
farmers, partner-
ships and real estate
investors also share
in the bounty.”

“manufacturers’ (and their underlying
“production activities’) very broadly.
Many domestic producersqualify for the
new deduction, including, but not lim-
ited to:

Traditional manufacturing;
Construction;

Engineering;

Energy production;

Computer software;

Films and videotape; and

Processing of agricultural products.

When fully phased in by 2010, the
deduction will be equal to nine percent
of the lesser of:

(1) qualified production activities in-
come for the year, or
(2) taxableincomefor the year.

The new deduction, however, starts
at a transition percentage of three per-
cent for 2005 and 2006; and will rise to
six percent for 2007 through 20009.

The deduction is limited to 50 per-
cent of the W-2 wages paid by the tax-
payer during the tax year.

@ Corporations, individu-

als, Scorps, partner ships, estates,
trusts, and cooper atives can take
advantage of the new deduction.
Taxpayers also may use the new
deduction for AMT purposes.

@ The new deduction goes

far beyond counterbalancing the
FSC/ETI exclusion. In fact, some
estimate that the majority of com-
panies able to take the deduction
were never affected by the FSC/
ETl exclusions. All qualifyingU.S
“ manufacturers,” whether or not
they export, are eligible for this
new deduction. The numbers also
explain the impact: a $76-hillion
pricetag for replacing the $50-bil-
lion exclusion. Supporters, how-
ever, arguethat the deduction will
create new jobs and grow the
economy morethan enough to off-
set theinitial cost.

@ Many businesses may

be surprised that they qualify as
“manufacturers.” Some, how-
ever, were well aware of the op-
portunities to broaden the defi-
nition of “ manufacturer” and
lobbied hard on Capitol Hill to
be specifically included. For ex-
ample, a national retail coffee-
house chain will be allowed to
call its coffee roasting a manu-

CCH TAX

BRIEFING

©2004, CCH INCORPORATED



October 11, 2004

Phase-In Schedule:

% ETI Benefits Allowed
100%
80%
60%
0%
0%
0%
0%

2004
2005

2006
2007

2008
2009
2010

facturing process, althoughit lost
on having in-store beverage
preparation qualify.

@ Treasury and theIRSare

going to have to draft regulations
explaining what businessactivities
qualify as “ manufacturing” for
the new deduction. High-ranking
Treasury and IRS officials have
appeared less than enthusiastic
about working with such a broad
definition. However, given the
need for businesses to start plan-
ning immediately, they will have
to get guidance out quickly.

SMALL BUSINESS
EXPENSING AND
DEPRECIATION

Two years ago, Congress raised the
threshold for small business expensing
from $25,000 to $100,000. This special
treatment is reduced when the cost of
qualifying property placed in service for
the tax year exceeds $400,000. The en-
hanced treatment was designed asatem-
porary measureto stimul ate the economy,
falling back to $25,000 in 2006. The new
law extends the higher small business
expensing amounts through 2007.

@ Not only does the exten-

sion givetaxpayersmore certainty
in their planning, it also may in-
dicatethat Congressmay makethe
higher amounts permanent.

% Production Activities Deduction
0%
3%
3%
6%
6%
6%
9%

@ The threshold is in-

dexed for inflation starting in 2004.
It is $102,000, with a $410,000
property cap for 2004. This change
carriesthrough theindexing to 2007
aswell.

SUV deduction. Large sports util-
ity vehicleswill no longer be able to be
driven through a large tax loophole by
business owners. Because the vehicle
capson depreciation do not apply to cars
or trucks weighing more than 6,000
pounds, taxpayers can deduct up to the
full cost of the SUV immediately as a
section 179 deduction. Now, the deduc-
tion for vehiclesweighing not morethan
14,000 poundsis capped at $25,000, &f-
fective for property placed in service
after the date of enactment.

@ Owners of heavy SUVs

still fare better than other vehicle
owner's, however. First-year deduc-
tion amounts for vehicles under
6,000 pounds currently are capped
at $2,960 (not counting bonus de-
preciation, which expiresthisyear).

Depreciation. Congress approved a
15-year recovery period, usng straight-line
depreciation, for qualified leasehold im-
provementsto nonresidentia real property
placed in service after the date of enact-
ment and before January 1, 2006. If the
|essor made theimprovement, subsequent
owners generaly cannot use the 15-year
period to depreciate the improvement.

Prior law required that a“ qualified”
|leasehold improvement or addition be
depreciated using straight-line deprecia-

tion over the same 39-year period as
nonresidential real property. A qualified
leasehold improvement is an improve-
ment to the interior of a building, made
by either the lessor or lessee and placed
in service more than three years after the
building is placed in service.

Thenew law aso providesa 15-year
recovery period and straight-line depre-
ciation for qualified restaurant property
placed in service after the date of enact-
ment and before January 1, 2006. The
property also becomeseligiblefor first-
year bonus depreciation. Qualified res-
taurant property is a building improve-
ment placed in service more than three
years after the building is placed in ser-
vice. The restaurant must use more than
half of the building’s square footage.

@ The shorter recovery

period and the availability of bo-
nus depreciation for restaurant
property provide much larger de-
ductionsin thefirst year.

If aleasehold improvement or res-
taurant property qualifiesastangible
personal property under existing law,
taxpayerscan use cost segregation to
depreciate the elements separately
over a shorter recovery period, us-
ing bonus depreciation and an accel -
erated depreciation method.

S CORPORATION
REFORM

Thenew law dramatically changesthe S
corporation rules. The permissible num-
ber of S corporation shareholders in-
creases from 75 to 100. Congress also
approved treating all members of afam-
ily as one S corp shareholder. The new
law definesmembersof afamily as, “the
common ancestor, lineal descendants of
the common ancestor, and the spouses
(or former spouses) of lineal descendants
or common ancestor.” In addition, to
qualify as common ancestor, the person
must be no more than six generations
removed from the youngest generation
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of shareholderswho otherwisewould be
members of the family.
The new law also:

= Permitstraditional and Roth IRAsto
hold sharesin abank that isan S corp;

= Allows suspended losses or deduc-
tions to be transferred in the case of
transfers of stock to a spouseincident
to divorce;

= Easestherulesfor determining poten-
tial current beneficiaries of an elect-
ing small businesstrust;

= Relaxes some passive activity loss
rules as they relate to qualified sub-
chapter Strusts;

= Gives relief from inadvertent invalid
subchapter Ssubsidiary electionsand
terminations;

= Provides for qualified subchapter S
subsidiariestofileinformation returns;
and

= Permits distributions from an ESOP
maintained by an S corp to repay cer-
tain loans.

@ S corps are among the

fastest growing business entity in
the U.S,, wying neck and neck with
partner ships (whichinclude LLCs)
for thelead. Thenew provisionsare
sure to boost the popularity of S
corps. Individuals contemplating
starting a businessor reorganizing
an existing business will need to
look long and hard at the new S
corp rules, especially if the busi-
ness owners are family members.
A husband and wife may want to
include one or more children or
grandchildren as Scorp sharehold-
ers. Under the new law, they can
treat all of themasone sharehol der.

STATE SALES TAX
DEDUCTION

Thenew law alowsindividualsto deduct
state salestaxesinstead of deducting state
and local incometaxes. Thiselection has
been made available for tax years begin-
ning after 2003 and before 2006.

Taxpayers electing to deduct state
and local salestaxespaid will havetwo
options — determine the deductible
amount by accumulating receiptsor us-
ing tablesto be prepared by the Secre-
tary of the Treasury based on average
consumption and other factors.

@ Congressrealized that it

was imposing a burden by order-
ing the creation of these tables so
close to the end of the year and
the beginning of filing season. As
aresult, the conferencereport sig-
naled that Congress doesn't expect
the Treasury to have the tables
ready before the 2005 filing sea-
son. What estimates will be al-
lowed for 2004 returns without
these table remains to be seen.

@ The new sales tax deduc-

tionisavailablenot onlytotaxpayers
livingingtateswithout anincometax,
but alsotothosein any stlatewhofind
that sales taxes paid during the year
(for example, for several major pur-
chases) exceed their ateincometax
liahilityfor theyear. However, thenew
deductionisavailableonlyfor taxpay-
ers that itemize their expenses. It is
important to keepinmind that theal-
ternative minimum tax (AMT) may
eliminate any benefit provided by the
salestax deduction provison. Taxpay-
ersarenot allowed todeduct gateand
local taxeswhen computingthe AMT.

@ Taxpayersin seven dates

cannot deduct state income taxes on
their individual federa returns be-
causethey pay no stateincometaxes.

INTERNATIONAL
TAX REFORM

The new law contains a host of provi-
sions targeted at taxpayers with inter-
national business operations. Congress
approved reducing the number of for-
eign tax credit basketsfrom nineto two.

The two new baskets are passive cat-
egory income and general category in-
come. Thenew law also delineates some
financial services income as general
category income and allows taxpayers
to make atemporary election about cer-
tain creditable foreign taxes. Congress
also approved changes to the interest
expenseallocation rulesfor theforeign
tax credit limitation.
Other important actions impacting
on foreign tax credits and international
taxationinclude:
= Application of a re-sourcing rule to
U.S. sourceincomewhen ataxpayer’s
foreign tax credit is reduced because
of an overall domestic loss.

= Application of look-through treatment
under subpart F for sales of partner-
ship interests.

= Clarification of certain deem-paid for-
eign tax credits.

= Creation of new exceptions from the
definition of U.S. property for certain
shareholdersin controlled foreign cor-
porations.

= An election for taxpayers required to
tranglate foreign income taxes at the
average exchangerateto use exchange
rates at the time the taxes are paid.

= Elimination of secondary withholding
tax ondividendspaid by someforeign
corporations.

= Similar treatment of interest paid by
foreign partnerships and foreign cor-
porations.

= Taxpayer-friendly treatment of certain
regulated investment company (RIC)
income where dividends are received
by foreign persons and their estates.

= Repeal of foreign persona holding
company and foreign investment com-
pany rules.

= Modification of temporary exceptions
from subpart F personal holding com-
pany incomefor banking, financeand
similar business activity.

= Relaxation of the rules requiring for-
eign investors receiving REIT distri-
butionsto file U.S. returns.

= Reduction in the withholding tax rate
on U.S. source dividends paid to a
Puerto Rico corporation.
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= More generous tax trestment for some
gamblingwinningsof nonresident diens.
Foreign tax credit carryover/
carryback. The new law also callsfor a
10-year carryover of the foreign tax
credit and a one-year carryback period.
Current rulesgenerally permit atwo-year
carryback and afive-year carryover.
AMT treatment. Under current law,
the AMT foreign tax credit is generally
limited to 90 percent of the taxpayer’s
AMT. Congressvoted to abolish the 90-
percent limitation. The new treatment is
effective for tax years beginning after
December 31, 2004.

TAX BREAKS
FOR FARMERS

Agribusinessaswell astraditional farm-
ersmade out well under the new law. In
addition to qualifying the processing of
agricultura productsas* manufacturing”
eligible for the three-percent corporate
tax reduction, the new law adds over 20
agricultural tax breaksand incentivesto
the Code, including:

Weather-forced livestock gain. The
timewithin which the proceedsfromlive-
stock sold only on account of weather-re-
|ated conditionsmust bereinvestedinsimi-
lar livestock in order to defer gain is ex-
tended to four years, up from two years.
Congress aso authorizes Treasury to fur-
ther extend the replacement period on a
regional basisif the weather-related con-
ditions persist longer than three years.

AMT rédlief. The benefits of specia
income averaging alowed to farmers and
fishermen usually have been logt if the tax-
payer is subject to AMT since averaging
only gppliesincomputing regular tax. L aw-
makersvoted to permit incometo be deter-
mined for theAM T comparative computa:
tion without regard to income averaging.

Tobacco buyout. One of the more
controversial provisions in the legisla-
tionisaprovisionto set up a$10billion
fund to provide relief for tobacco farm-
ers. Many lawmakers tried unsuccess-
fully to fund the buyout only if a provi-
sion permitting the FDA to regulate to-
bacco was also added.

TAX SHELTERS
AND ABUSIVE
TRANSACTIONS

Until this past week, Washington insiders
believed that the FSC/ET] bill would con-
tain many new and tough anti-tax shelter
provisions. The same measures, such as
new curbson corporateinversonsandfor-
eign leasing deals and codifying the eco-
nomic substance doctrine, had been pro-
posed but dropped from earlier bills. The
FSC/ETI hill wasseen asthelast, best hope
for these measures. Instead, Congress
voted not to include the majority of them
inthefind hill. They alsoleft out language
requiring corporate CEQOs to verify the
accuracy of their business income tax re-
turnsand protectionsfor whistleblowers.

@ Senator Charles

Grassley, R-lowa, Senate Finance
Chairman, vowed to resurrect these
measures as soon as possible.
Grassley and his Democratic col-
league, Senator Max Baucus of
Montana, promised to “keep the
pressure’” on companies that have
moved their headquarters, on paper,
offshoreto saveon U.S. taxeswhile
enjoying the stability and security
of doing businessinthe U.S.
The new law tackles inversions
but not as strongly as Grassley and

other lawmakers wanted. Lawmakers
approved language defining an inver-
sion. They also voted to impose an
excise tax on top management person-
nel holding stock options and other
stock-based compensation in the com-
pany. In addition, Treasury is ex-
pected to issue regulations about the
allocation of income among partiesto
areinsurance agreement.

Enhanced penalties. Congressalso
approved increasing penalties for pro-
moters and investors failing to disclose
their participation in abusive transac-
tions. Taxpayers, other than individuals,
failing to disclose a reportable transac-
tion risk 2$50,000 penalty. For individu-
als, the penalty is$10,000. If the shelter
isa“listed transaction,” the penalty sky-
rockets to $200,000 ($100,000 for indi-
viduals). The new law also createsanew
accuracy-related penalty for reportable
and listed transactions. Promoters also
could beliable for apenalty equal to 50
percent of the grossincome derived from
the abusive transaction.

@ Congress voted to

give the IRS discretion in ap-
plying the penalties. The IRSis
sureto continueits*“ carrot and
stick” approach with taxpayers
it suspects of either promoting
abusive shelters or participat-
ing in them.

Tax Breaks - Costs Over 10 Years
(In Billions)

Other

State Sales Tax $9.06

\

Tax Reform/
Simplification

$42.63 —

$7.34 Business Tax Incentives

Total Cost = $145.13 billion

fg Deduction

M
$76
/ Charitable Deductions
Agricultu¥5.1 $9.13

Revenue Raisers - Collected Over 10 Years
(In Billions)

ETI Repeal

Other $49.19

$35.96

Tobacco
Buy Out —
$10.14

$6.137

/

$1.34

Expatriation

Fuel Tax Evasion
$33.24
Tax Shelters

Total Revenue Gain = $145.13 billion
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Confidentiality rules. The new law
relaxesthe confidentiality rulesfor com-
muni cations between taxpayersand prac-
titioners about shelters and extends the
statute of limitations to capture more
abusivetransactions. They also approved
beefing-up the government’s power to
useinjunctionsto stop abusive shelters.

“Material advisors’ Promoters—and
individual sand businessesdoing business
with them — risk tougher sanctions. All
“material advisors’ falingtofileinforma-
tion returns about reportable transactions
will besanctioned. “Materia advisors’ also
will be penalized for not maintaining lists
of investorsin abusivetransactions. These
new provisionswill generally beeffective
after the date of enactment.

Foreign leasing arrangements.
Some powerful lawmakerson Capitol Hill
have been gunning for afight over leas-
ing dealsto foreign and tax-exempt enti-
ties. Opponentsclaimthey arenothing but
tax avoidance schemes. Thenew law lim-
its the depreciation and amortization pe-
riodsfor intangiblesleased to tax-exempt
entities, especially with leasesinvolving
computer software. Thenew law asolim-
its the deductions alowable in connec-
tion with property used by governments
or other tax-exempt entities.

Economic substance doctrine.
Many lawmakers believe that codifying
the economic substance doctrinewill curb
tax shelters. They don't like it when dif-
ferent courtsapply thedoctrinedifferently.
A uniform definition, they say, will pre-
vent courtsfrom misapplying thedoctrine.
Opponentsof codification counter that the
doctrine needsto be flexible and remain
judge-madelaw. Opponentswere ableto
keep codification out of the new law.

Repatriation of foreign earnings.
Lawmakers are very divided over how
to “encourage’ companies to reinvest
their foreign earningsin the U.S. Some
want a temporary tax rate cut; others
want to take different approaches. The
new law includes a provision to make
certain dividendsreceived by aU.S. cor-
poration from a controlled foreign cor-
poration eligiblefor an 85-percent divi-
dends-received deduction (equivalent to

a5.25-percent rate, assuming application
otherwise of thetop corporaterate). Tax-
payers must elect whether to take the
deduction for dividends received either
during thefirst tax year before enactment
of the new law or during thelast tax year
before enactment. Generally, the special
treatment isavailableonly for cash divi-
dendswith exceptions. The new law im-
poses some thresholds and requirestax-
payersto identify how they will reinvest
thedividendsin the U.S.

Expatriation. Congress voted to
crack down on U.S. citizens who relin-
quish their citizenship for tax avoidance
purposes. The new law sets out objec-
tive rules for determining if tax avoid-
ance motivated the move offshore. If
these individuals return to the U.S. for
more than 30 days, they will be treated
as citizens for federal tax purposes and
be taxed on their worldwide income.
They alsowill berequired tofile annual
returnsif they are subject to the alterna-
tivetax regime.

Foreign accounts. Taxpayers fail-
ing to report their foreign financial ac-
countsrisk aheightened civil penalty of
$10,000. If their behavior iswillful, the
penalty jumpsto $100,000 or 50 percent
of the transaction or account.

“OTHER” REVENUE
PROVISIONS

Also grouped together in the new law
under the heading, “ Other Revenue Pro-
visions’ are numerouswaysto raise bil-
lionsof dollarsinrevenue. Whileall the
provisions areimportant, here are afew
affecting the most taxpayers:
Vehicledonations. Congressvotedto
limit the deduction for vehiclescontributed
to charity. The amount of deduction will
depend on how thedonee organization uses
thevehicle. If the charity sellsthe vehicle
without using thevehicleinany significant
way (or withoutimproving thevehicle), the
amount of the charitable deduction cannot
exceed the gross proceeds from the sdle.
The taxpayer aso must produce an ac-
knowledgment asto vaue from the char-
ity if the charity keeps the vehicle for its

own use. Siff penalties will be imposed
on charities that don’t approach this obli-
gationhonestly. Thecharity dsoisrequired
to passaongtothelRStheinformationin
thewritten contemporaneousacknowledg-
ment that it is required to give to the do-
nor.

@ \ehicledonationprograms
arebooming and many taxpayersex-
pect to write-off the full “ blue book”
value of ther old car or truck. The
acknowledgment rulefor armislength
sales appliesfor contributions made
after December 31, 2004.

@ Taxpayers who have in-

flated deductionsin past yearsare
not home free. They still are re-
quired to substantiate the value of
their vehicle donation on audit of
areturn for any open year.

Intellectual property donations.
Under the new rules, if a taxpayer con-
tributesapatent or other intellectual prop-
erty (other than certain copyrights or in-
ventory) to acharitable organization, the
taxpayer’sinitial charitable deductionis
limited to thetaxpayer’sbasisin the con-
tributed property or itsfair market value,
whichever isless. The intellectual prop-
erty donor isallowed to take an additional
charitable deduction based on aspecified
percentage of the income the donee re-
celves with respect to the donated prop-
erty. The additional deduction can be
taken either in the contribution year or
subsequent tax years. The amount of any
additional deduction is calculated on a
diding scale. These new rules apply to
contributions made after June 3, 2004.

Companyaircraft. Thenew law closes
a loophole in connection with the use of
company aircraft by executives. For offic-
ers, directors, and 10-percent-or-greater
owners, no deduction will be alowed for
expensesfor theuseof afacility (suchasan
arplane) in connection with anonbusiness
activity, to the extent that the expenses ex-
ceed the amount treated as compensation
or includibleincomefor that individual.
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@ Some Scorporationshad

been passing through as deduc-
tionsthefull cost of the use of cor-
poratejetsbytheir executive/share-
holder swhilethe shareholder only
had to recognize the personal use
in income using the Sandard In-
dustry Fare Level (SFL) mileage
rate. That techniqueisnow halted.

Other items. Congress also ap-
proved new rules about the treatment of
partnership loss transfers and basis ad-
justments, and repeal of special rulesfor
FASITs. Efforts to reduce fuel tax eva-
sion are also addressed.

IRS ADMINISTRATION

I nstallment agreements. Congress aso
voted to authorize the IRS to enter into
partial installment agreements. The IRS
must review those partial installment pay-
ment agreementsat least every two years.
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Consolidated return regs. Respond-
ing to Rite Aid, lawmakers approved lan-
guagealthorizing Treasury to providerules
treating corporations filing consolidated
returnsdifferently from corporationsfiling
Sseparatereturns.

Private sector debt collection. For
the first time, the IRS will be able to

use private debt collection agenciesto
collect taxes. If the taxpayer cannot
pay in full, the debt collection com-
pany can offer the taxpayer an install-
ment agreement to pay over fiveyears.
Otherwise, it must turn the taxpayer’s
financial information over to the IRS
for further action.

LAST, BUT NOT LEAST...

Many more provisions warrant men-

tioning, including:

= Anabove-the-line deduction for at-
torneys' fees and costs stemming
from “unlawful discrimination”
lawsits.

= The exclusion of certain like-kind
exchange property from the home-
sale gain nonrecognition rules.

= Extension of the noncash contribu-
tions reporting rules.

= New reporting requirementsfor tax-
able mergers and acquisitions.
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Also, taxpayer-friendly incentiveswere

approved for:

= Manufacturers and importers of
bows and arrows.

= Manufacturers of tackle boxes and
sonar fish finders.

= |ndependent film and video pro-
ducers.

= Wholesale distributors of distilled
spirits.

= NativeAlaskanwhalers.

= NASCAR track owners.

= Farmers cooperatives.
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Order Your 2004 Jobs Creation Act Resources Today!

Turn to CCH for complete coverage of the American Jobs Creation Act of 2004

Law, Explanation & Analysis of the American Jobs Creation Act of
2004—Includes full text of added, amended, or repeated Code sections with
controlling committee reports, along with CCH editorial and practitioner
expert explanation and analysis. Price: $65.00 per copy. Est. pub.: Oct.
2004, about 1,400 pages. Book #: 04508301 C Click hereto order.

Conference Report of the American Jobs Creation Act of 2004—
Reproduces the full text of the revenue provisions amending the Internal
Revenue Code and the Conference Committee Report explaining the
current law, the changes made, and when each of these changes will go
into effect. Price: $39.50 per copy. Est. pub.: Oct. 2004, about 848
pages. Book #: 04499301 C Click hereto order.

Highlights of the 2004 Tax Acts —A concise, easy-to-understand bookl et
ideal for use in informing clients of all new tax changes in the Working
Families and American Jobs Tax Acts. Price: $7.50 per copy. Est. pub.:
Oct. 2004, about 32 pages. Book #: 04500301 C Click hereto order.

Seminar Presentation Kit for the 2004 Tax Acts —Provides firms with
ready-to-use materials for conducting meetings with clients, prospects and
staff on the key changes contained in the 2004 Tax Acts. Includes 10
Highlights booklets, Law, Explanation and Analysis books for both Acts, a
Facilitator’s Guide, and a CD-ROM Power Point® Presentation. Price:
$295.00 per copy. Est. pub.: Nov. 2004. Offer #: 04505301 C

(ccn

CCH Tax and Accounting
4025 West Peterson Ave.
Chicago, IL 60646-6085
Tax.CCHGroup.com

A WoltersKluwer Company

YES! Please place my order today
and ship my books hot off the press!

Standing

Qty. OrderC Item

ad Law, Explanation and Analysis of the American
Jobs Creation Act of 2004 (04508301)

ad Conference Report of the American Jobs
Creation Act of 2004 (04499301)

ad Highlights of the 2004 Tax Acts (04500301)

ad Seminar Presentation Kit for the 2004 Tax Acts
(04505301)

ad ETI Repeal Under the American Jobs Creation
Act of 2004: Analysis of the Law's Impact on U.S.
Business (04582301)

ad Kess on the 2004 Tax L egislation: Insights and
Strategies Course and Book Bundle (00900201)

ad Internal Revenue Code: Including All 2004
Amendments (04603301)

0 2005U.S. Master Tax Guide (05955301)

G YES! Please send me new editions of the items I've checked above automati-
cally, as they are published. Internal Revenue Code publishes twice per year.

Applicable shipping, handling and sales/use tax will be added to each order.
Prices quoted apply only in the U.S. and are subject to change.
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ETI Repeal Under the American Jobs Creation Act of 2004: Analysis
of the Law’s Impact on U.S. Business—Reviews the history of the U.S.
tax benefits for exporters, analyzes the relevant provisions of the new law,
and looks ahead at what planning strategies exporting companies might
consider in response to the new changes. Price: $45.00 per copy. Est.
pub.: Nov. 2004, about 128 pages. Book #: 04582301 C Click hereto
order.

Kess on the 2004 Tax Legislation: Insights and Strategies Cour se and
Book Bundle—Experts Sidney Kess, J.D., CPA, and Barbara Weltman,
J.D., focus on planning opportunities, pitfalls and strategies for capitalizing
on both legiglative actsin 2004. Includes CPE Course and copies of Law,
Explanation and Analysis for both 2004 Tax Acts. Price: $129.00 ea. Est.
pub.: Nov. 2004 . CourseLevel: Update. Prerequisite: None. Rec. CPE
Credit: Final credit to be determined. Offer # 00900201 C

Click hereto order.

Internal Revenue Code: Including All 2004 Amendments—Updated to
reflect all tax law changes brought about by 2004 tax legislation.
Reproduces complete Code dealing with income, estate, gift, employment
and excise taxes, along with all procedural and administrative provisions.
Price: $89.00 per set. Est. pub.: Jan. 2005, about 4,785 pagesin 2
volumes. Book #: 04603301 C Click hereto order.

2005 U.S. Master Tax Guide—Provides fast, reliable answers to tax
questions affecting federal personal and business income tax. Cross-
referenced to the Internal Revenue Code, Income Tax Regulations, and CCH’s
Standard Federal Tax Reporter to facilitate further research. Price: $59.50 per
copy. Est. pub.: Nov. 2004, about 814 pages. Book #: 05955301 C

Click hereto order.
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