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Senate Finance Committee Chairman Max Baucus (D-MT) today introduced
legislation which would make permanent many of the tax cuts enacted in 2001.
Particularly notable to AALU members and their clients, the bill would make permanent
the estate tax levels ($3.5 million exemption/45% top rate) in effect in 2009; index the
exemption for inflation; provide so-called “portability”’; and would unify estate and gift
tax exemption levels at $3.5 million. AALU has been the principal advocate for estate and
gift tax reunification because it would greatly simplify estate planning and help clients by
removing an artificial and harmful barrier that discourages earlier intergenerational
transfers. There is considerable work to be done, but the introduction of this legislation
represents significant progress toward AALU’s goal of reasonable, sustainable estate tax
reform that will enable clients to plan with certainty. We will provide further information
about this issue and the broader bill in the coming days. Meanwhile, below is the text of a
press release issued today by Chairman Baucus describing the components of the
legislation.


http://www.aalu.org/

Copy of March 26, 2009 Press Release from Senate Finance Committee
Chairman Baucus

BAUCUS UNVEILS LEGISLATION TO PROVIDE TAX CERTAINTY, RELIEF

TO MIDDLE INCOME FAMILIES
Finance Chairman’s proposal makes permanent middle income tax rates, child tax credit,
fixes estate tax and AMT for all Americans

Washington, DC — Senate Finance Committee Chairman Max Baucus (D-Mont.) today announced
legislation that would make existing tax breaks permanent for working families and individuals including
the child tax credit, marriage penalty relief, and lower middle-income tax rates among other provisions.
The measures were originally passed as part of tax legislation in 2001 and 2003, but are set to expire in
2010. Baucus unveiled his proposal after a Finance Committee hearing today that examined the affect of
the current economy and the U.S. tax code on America’s middle class.

“Today we’re offering a piece of certainty during an uncertain time for millions of hard-working,
honest Americans. These measures are not excessive or outrageous, but timely and targeted, and will
build on earlier efforts to stabilize the economy,” said Baucus. “By guaranteeing a little extra cash in
the pocket of working moms and dads, and by making sure that the AMT and the estate tax can
move with the economy, we avoid sweeping tax increases for millions of American families. By
promising spouses tax fairness in marriage, giving help to those helping others through adoption, and
by giving lower-wage workers confidence at a critical time, we can restore our footing, and begin to
climb back to a position of national strength and economic security.”

Original co-sponsors of the Baucus legislation include Senator Jay Rockefeller (D-WV) and Charles
Schumer (D-NY).

Elements of the Baucus proposal include:

- Permanent protection for more than 20 million Americans from being hit by the alternative
minimum tax

- A measure to make permanent the 10, 25, and 28 percent individual tax rates, as established by the
Economic Growth and Tax Relief Reconciliation Act of 2001

- Permanence of the income eligibility threshold for the child tax credit, recently set at $3,000 by the
American Reinvestment and Recovery Act of 2009, to give families up to $1,000 for every child
under age 17

- For taxpayers in the 10, 15, 25, and 28 percent tax brackets, a proposal to make permanent a
reduced tax rate on capital gains and dividends, as established in the Jobs and Growth Tax Relief
Act of 2003 and extended by the Tax Increase Prevention and Reconciliation Act of 2005

- Permanence of the marriage penalty relief provision, so that married couples will not be taxed more
severely filing jointly than they would as two single persons filing separately

- Estate tax relief, making permanent 2009 levels for taxation of family possessions and property.
The measure would also index exemption amounts for inflation



- Makes permanent the 45 percent credit rate for the refundable earned income tax credit for lower
wage taxpayers with three or more children, as passed in American Recovery and Reinvestment Act
of 2009

- Permanent expanded assistance for families that adopt a child including a $10,000 tax credit per
eligible child

- Makes permanent the 35 percent credit rate for child care expenses up to $3,000 for one child and
$6,000 for two or more children

A full summary of the Baucus proposal follows here:

The Taxpayer Certainty and Relief Act of 2009

l. Permanent Middle Class Tax Relief

Individual Tax Rates. Current ordinary income tax rates are imposed at 10, 15, 25, 28, 33, and 35%.
These tax rates expire at the end of 2010. The proposal would make permanent the 10, 25, and 28% tax
rates. (The 15% tax rate is already permanent law.)

Capital Gains and Dividends. The proposal would make permanent the reduced tax rate on capital gains
and dividends for taxpayers in the 10, 15, 25, and 28 percent brackets. The 2003 tax bill created a new tax
rate of 15 percent (5 percent for low-and middle-income taxpayers, going to zero percent in 2008) for
dividends. Prior to passage of this bill, dividends were taxed at ordinary income rates. The 2003 bill also
reduced the capital gains tax rate from 20 percent (10 percent for low- and middle-income taxpayers) to 15
percent (5 percent for low- and middle-income taxpayers, going to zero percent in 2008). These reduced
tax rates were originally set to expire at the end of 2008, but were extended until the end of 2010 in the
“Tax Increase Prevention and Reconciliation Act of 2005” (TIPRA).

Child Tax Credit. Generally, a taxpayer may claim the child tax credit to reduce income tax liability by
up to $1,000 for each qualifying child under the age of 17. If the amount of a taxpayer’s child tax credit is
greater than the amount of the taxpayer’s income tax liability, the taxpayer may receive a refund if the
income threshold is met. The Economic Growth and Tax Relief Reconciliation Act of 2001 set the income
threshold for child tax credit refundability at $10,000 (indexed). The American Recovery and
Reinvestment Act decreased the threshold for the 2009 and 2010 tax years to $3,000. The proposal would
make these changes to the child tax credit permanent.

Marriage Penalty. A “marriage penalty” exists when the combined tax liability of a married couple filing
a joint return is greater than the sum of the tax liabilities of each individual computed as if they were not
married. A “marriage bonus” exists when the exemption amounts and rate brackets are larger for the joint
returns filed by married couples than for singles’ returns. As part of the 2001 tax cuts, the standard
deduction for married filers was scheduled to increase annually until 2009. In addition, the bill eliminated
the marriage penalty in the 15% tax bracket and for the earned income tax credit. The marriage penalty
relief expires on December 31, 2010. The proposal would make the marriage penalty relief permanent.

Dependent and Child Care Credit. The dependent care credit allows a taxpayer a credit for paid child
care expenses for qualifying children under the age of 13 and disabled dependents. The credit is 35% of



eligible expenses. This rate decreases by 1% for each $2,000 of income above $15,000, but the rate never
falls below 20%. Eligible expenses are limited to $3,000 for one child, and $6,000 for two or more
children. (After 2010, the amount of eligible expenses returns to the pre-2001 amounts of $2,400 for one
child and $4,800 for two or more. In addition, the 35% credit rate decreases to 30% and the income
threshold decreases to $10,000.) The proposal would make 2009 law permanent.

Earned Income Tax Credit. The EITC is a refundable tax credit available to low wage workers. Because
the credit is refundable, a taxpayer will receive a refund if the amount of the EITC is greater than the
amount of the income tax liability or if no income tax liability exists. The American Recovery and
Reinvestment Act increased the credit rate for taxpayers with three or more children from 40% to 45% and
increased the phase out range for all married couples filing a joint return (regardless of the number of
children) by $1,880. The proposal would make these changes permanent.

Adoption Credit and Adoption Assistance Programs. Current law allows a maximum adoption credit of
$10,000 per eligible child and a maximum exclusion of $10,000 per eligible child. These benefits are
phased-out for taxpayers with modified adjusted gross income in excess of certain dollar levels. These tax
incentives go back to $5,000 per child ($6,000 for child with special needs) after 2010. The proposal would
make 2009 law permanent.

I1. Permanent Alternative Minimum Tax Fix

For the 2009 tax year, the American Recovery and Reinvestment Act provided a patch for the AMT, setting
the exemption amount at $46,700 (individuals) and $70,950 (married filing jointly), and allowed the
personal credits against the AMT. When this patch expires, the exemption amounts will return to $33,750
(individuals) and $45,000 (married filing jointly) and the personal credits will not be allowed against the
AMT. The proposal would make the 2009 exemption levels permanent and index them for inflation. In
addition, the proposal will permanently allow the personal credits against the AMT.

1. Permanent Estate Tax Relief

Under current law, U.S. citizens and residents must pay taxes on transfers of property both during life and
at death. These taxes are due under three separate tax systems: the estate tax, the generation-transfer
skipping tax, and the gift tax. Currently, the top tax rate for all three taxes is 45%. Both the estate and
generation-skipping transfer taxes currently have a $3.5 million exemption for individuals ($7 million for
couples). The gift tax has an exemption of $1 million ($2 million for couples). For the 2010 tax year, the
estate and generation skipping transfer taxes are repealed. In the same year, the gift tax rate will fall to
35%. In 2011, the estate, generation skipping transfer, and gift taxes are scheduled to revert back to pre-
2001 levels, with an exemption of $1 million, a 55% rate, and a 5% surtax on large estates.

The proposal would make permanent the 2009 estate, gift, and generation skipping transfer tax laws going
forward and index the exemption amount. The proposal would also reunify the estate and gift taxes. In
addition, the proposal would allow portability of exemption for spouses. Finally, the proposal would
increase the amount available under the special use valuation revaluation to equal the estate tax exemption.
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In order to comply with requirements imposed by the IRS which may apply to the Washington Report as
distributed or as re-circulated by our members, please be advised of the following:

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT
BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE
IMPOSED BY THE INTERNAL REVENUE SERVICE.

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning
of the IRS guidance, then, as required by the IRS, please be further advised of the following:

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN
ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK

ADVICE FROM AN INDEPENDENT TAX ADVISOR.

ASSOCIATION

FORADVANCED  ——
LIFE UNDERWRITING

The mission of AALU is to promote, preserve and protect advanced life insurance planning
for the benefit of our members, their clients, the industry and the general public.

For more information about how AALU’s advocacy efforts help protect your business and the
advanced life insurance marketplace, visit our website at www.aalu.org, or
call toll free 1-(888)-275-0092.
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