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TAX REFORM PROPOSALS—XXV

FRIDAY, OCTOBER 4, 1985

U.S. SENATE, .
CoMMITTEE ON FINANCE,
Washington, DC.
The committee met, pursuant to notice, at 9:30 a.m., in room SD-
215, Dirksen Senate Office Building, the Honorable Bob Packwood,
chairman, presiding.
Present: Senators Packwood, Chafee, Symms, Long, and Matsu-

naga.
a[gl‘he press release announcing the hearing follows:]
[Press Release No. 85-078)

ENTERTAINMENT EXPENSES, ACCOUNTING I8SUES ON FINANCE PANEL AGENDA

Tax reform’s impact on business meals and entertainment expenses, as well as on
tax accounting procedures, will be the topics of an October 4 hearing before the
Senate Committee on Finance, Chairman Bob Packwood (R-Oregon) announced

ay.

Senator Packwood said the hearing would begin at 9:30 a.m., Friday, October 4,
1985, in Room SD-215 of the Dirksen Senate Office Building in Washington,

“As ¥art of our continuing series on aspects of the President’s tax reform propos-
al, we feel it important to examine business meals, entertainment expenses and the
broad issue of tax accounting procedures and practices in the Committee on Fi-
nance,” Senator Packwood said.

Senator Packwood will nreside at the hearing.

The CHAIRMAN. The hearing will come to order, please. We have
two principal subjects today, one being business meals and enter-
tainment deductions and the other being methods of tax account-
ing. We will begin with business meals and entertainment. The
first panel will consist of Mr. Fisher, Mr. Juliano, Mr. Salomone,
and Mr. Landrieu. I have told Mr. Juliano that I would shift the
order slightly and let him testify first, because the Ways and
Means Committee iz marking up this particular proposal on busi-
ness meals. As all of you know, Mr. Juliano is not only testifying
today, but is one of the principal lobbyists workie& on that issue.
He is going to have to leave and get over to the Ways and Means
Committee. So, Mr. Juliano, if you are ready to start, why don’t
you go right ahead?

STATEMENT OF ROBERT E. JULIANO, LEGISLATIVE REPRESENT-
ATIVE, HOTEL EMPLOYEES & RESTAURANT EMPLOYEES
INTERNATIONAL UNION, WASHINGTON, DC

Mr. JuniaNo. Thank you, Mr. Chairman. I apYreciate your con-

sideration. Without surprising you too much, I will not be my usual
1)
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1 articulate self, and I will have to get right to the point, which is
very unfortunate. [Laughter.]

And there is another paisan on the panel, so he can stand for me
when I have to leave.

The CHAIRMAN. Only you can say that.

Mr. JuriaNo. I know. [Laughter.

The President’s proposal on business entertainment expense de-
ductions, both as it relates to business meals and entertainment ex-
penses, i8 a provision that we strongly oppose and have opfvosed
and will continue to do so. The original proposal in Treasury I was
a disaster. This was a semidisaster. They seem to be coming in the
right direction but haven’t quite gotten the light of day yet. Under
the proposal of the President, we would lose anywhere from 60,000
to 80,000 jobs in the eating and drinking establishments, and we do
have people who work in the various stadia and arenas throughout
the country whose livelihood would be impacted, obviously, if there
were a reduction or elimination of the deductibility for tickets to
sporting events and theaters and so on. So, we are looking at that
proposal in the same light as we have in the past, as being no dif-
ferent than a job loss. It is a substantial job loss at a time when the
economy is not dgrowing, I don’t think, as quickly as we would all
like it to be. And we would be adding more people to the unemploy-
ment rolls, Now, the provision which is, I guess, not public, but it
has been in the newspapers, so I hope I could comment on—of the
75/50 that is in their package. We had a preliminary estimate
done, Mr. Chairman, and that proposal would cost us between
30,000 and 40,000 jobs in eating and drinking establishments,
around 15,000 in the hotel section, apart from the t}g)ical food and
beverage positions, and probably between 1,000 and 2,000 in the
sports arenas and the theaters and so on. The reason for the loss
beyond the eating and drinking establishments is that the Ways
and Means package reinstated the 200 percent per diem for attend-
ance at conventions; and that creates a job loss, in our opinion,
beyond the food and beverage aspect and gets to the maids and the
bellmen and people in those service positions who are not in food
and beverage. We have also indicated that, because of the potential
of limited deductibility or a serious deduction, that we feel it will
also impact on the income of tip employees all over. That is, people
are going to be faced with the prospect of minimizing their deduct-
ibility, and that will have a real and direct impact on our mem-
bers’ income. And the original proposal, or the one from the Presi-
dent, we felt with the cap—the 10, 15, 15 proposal, plus the 50 per-
cent cap above, besides the job loss, there would be an impaction of
between $1 and $1.50 on the various check averages that we ran.
So, we have a double concern because we are talking about a very
real threat to the livelihood of a number of people and a total dis-
g:;cement. We are not talking about temporary, but total job loss

ause these people will be displaced permanently from their re-
spective roles. Also, they seem to feel that there is some serious
revenue impact. I, of course—you know me too well—would never
question the legitimacy or the viability of the revenue estimators
at Treasury or at the Joint Committee; and I know they took the
leash off to let them out of the building last night. [Laughter.]
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But they now say that the-proposal in their package would net
$13 billion to the Treasury. One of the things that we would ask
you and your distinguished committee is to check into that because
we have asked and cannot get accurate information as to just how
they arrived at those revenue figures. However, on the job loss, in
their proposal, supposedly the most innocuous of the three, when
you add what that would mean with the permanent job loss, we are
talking about a $4 billion loss to the Treasury, meaning it is more
than a wash, because you have people who are permanently dis-
placed who would be working, paying taxes, then going on unem-
ployment or welfare. And when you add up those proposals, it
comes to an excess of $4 billion. And so, we would want very much
for that to be a part of the record, and we would be willing to work
with people; but I don’t think that you can say that, you know,
there isn’t the wash or there is this great revenue impact. And it is
the only proposal that I am aware of where there would be such a
substantial job loss. So, I don’t have anything more to say, and I
am sorry that I had to wear a more conservative business suit this
morning, and I thank you for your consideration in putting me on,
and we will do the best we can. And we look forward to working
with you and your committee in the future on this issue.

The CHAIRMAN. Thank you, and good luck in the House this
morning.

Mr. JuriaNo. Thank you.

The CHAIRMAN. Mr. Fisher.

[The prepared written statement of Mr. Juliano follows:]
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INTERNATIONAL UNION, AFL-CIO



8

IN BEHALF OF GENERAL PRESIDENT EDWARD T. HANLEY AND THE
APPROXIMATELY 400,000 MEMBERS WE ARE PROUD TO REPRESENT,

MAY I TAKE THIS OPPORTUNITY TO SAY WHAT A PLEASURE IT IS TO
APPEAR BEFORE THIS DISTINGUISHED COMMITTEE AND PRESENT OUR
VIEWS ON THE PRESIDENT'S TAX PROPOSALS TO THE CONGRESS
REGARDING LEGITIMATE BUSINESS ENTERTAINMENT EXPENSE DEDUCTIONS.

AT THE OUTSET, IT MUST BE NOTED THAT THIS GREAT INTERNATIONAL
UNION HAS WORKED DILIGENTLY FOR TWELVE YEARS ON A MYRIAD OF TAX
PROPOSAI:%. WE ARE NOT NOVICES WHEN IT COMES TO THESE MATTERS,
AND | FEEL COMFORTABLE IN REITERATING OUR LONGSTANDING POSITION

OF WORKING WITH THE CONGRESS TO ACHIEVE MEANINGFUL TAX

LEGISLATION., PROBABLY FOR US THE KEY WORD IS MEANINGFUL, SINCE
MANY PEOPLE INVOLVED OVER THE YEARS HAVE BEEN LONG ON
RHETORIC AND SHORT ON REASON AND FAIRNESS. WE KNOW THAT THE
CONGRESS IS ALWAYS THE BEST HOPE FOR LEGISLATION OF THIS NATURE
SINCE, AS A BODY, IT REFLECTS THE FEELING OF THE PEOPLE IN OUR
PARTICIPATORY DEMOCRACY.

NOR CAN IT BE SAID THAT WE HAVE DUCKED THE TOUGH ISSUES IN
FAVOR OF NARROW AND SELFISH INTERESTS. OBJECTIVELY, '(HE RECORD
WILL SHOW A STEADFAST EFFORT TO PROTECT THE LIVELIHOOD AND JOBS
OF OUR MEMBERS AS WELL AS THE ENTIRE INDUSTRY, COUPLED WITH A
TOUGH BUT REALISTIC APPROACH IN ACHIEVING MEANINGFUL COMPRO-
MISES WHICH CAN ACCOMMODATE THE CONCERNS OF ALL INTERESTED
PARTIES. NO BETTER EXAMPLE EXISTS THAN THE PROTRACTED AND
EMOTIONALLY CHARGED FIGHT WHICH CULMINATED IN THE TIP REPORTING



COMPROMISE CONTAINED IN TEFRA. IT TOOK A GREAT DEAL OF COURAGE
FOR OUR UNION TO ADDRESS THIS ISSUE. THE EASY WAY OUT WOULD
HAVE BEEN TO DEMAGOGUE AND POINT ACCUSATORY FINGERS, BUT THAT
IS NOT OUR STYLE AND WOULD HAVE BEEN A GREAT DISSERVICE TO OUR
MEMBERS.

HAVING ESTABLISHED THE PARAMETERS OF OUR HISTORIC AND CONS-
ISTENT EFFORTS TO ACHIEVE MEANINGFUL TAX LEGISLATION, LET ME
E’I‘ATE OUR FERVENT DESIRE TO WORK WITH THE CONGRESS ON WHAT
COULD BE THE MOST IMPORTANT TAX BILL DELIBERATED IN THE HISTORY
OF OUR GREAT COUNTRY. WE ARE READY TO BE STATESMANLIKE, BUT
WE WILL NOT SUPPORT ANY LEGISLATION WHICH CONTAINS ITEMS THAT
CREATE A JOB LOSS FOR OUR PEOPLE AND WHOSE ORIGINS ARE BASED
NOT ON FAIRNESS OR FACTUALITY BUT IN SHEER POLITICAL POPULISM'
AND/OR BLATANT DEMAGOGUERY.

WE VEHEMENTLY OPPOSE THE PRESIDENT'S PROPOSAL ON LEGITIMATE
BUSINESS ENTERTAINMENT EXPENSE DEDUCTIONS. ALTHOUGH THERE WAS )
A SIGNIFICANT CHANGE FROM "I‘llE ORIGINAL PROPOSAL IN TREASURY 1,
IT ONLY MEANS FOR US THAT THE POTENTIAL JOB LOSS HAS DROPPED
FROM 215,000 TO 80,000, ALSO, WE ARE OPPOSED TO THE PROPOSAL
ADVANCED BY THE JOINT COMMITTEE ON TAXAT\ION, AS THAT WOULD
MEAN A JOB LOSS OF APPROXIMATELY 30,000, AND THE FINAL FIGURES
HAVE NOT YET BEEN COMPILED. THAT 1S NOT QUITE OUR IDEA OF FAIR-
NESS, BUT LET'S HEAR WHAT SOME OTHER PEOPLE HAVE TO SAY ABOUT
THIS PROPOSAL.




"ALTHOUGH EGALITARIAN AND POPULIST NOTIONS OF EQUITY PROVIDED
MUCH OF THE IMPETUS FOl‘I THE KENNEDY AND CARTER ADMINISTRATIONS'
ATTACKS ON BUSINESS ENTERTAINMENT, TRAVEL AND ENTERTAINMENT
DEDUCTIONS ARE OBJECTIONABLE ON EFFICIENCY GROUNDS AS WELL IF
THERE IS A SIGNIFICANT COMPENSATION COMPONENT INVOLVED, THIS
PAPER PRESENTS ESTIMATES OF THE DEMAND FOR T&E EXPENDITURES BY
PROPRIETORSHIPS AND FINDS A SIGNIFICANT PRICE SENSITIVITY,
IMPLYING THAT PRESENT TAX RULES DISTORT BUSINESS EXPENDITURES,
PROPOSALS TO LIMIT DEDUCTIBILITY COULD REDUCE THIS DISTORTION,
BUT WOULD UNDOUBTEDLY CAUSE S‘;lARP DECLINES IN EMPLOYMENT IN
HOTELS, RESTAURANTS, AND SOME ENTERTAINMENT SECTORS."

THIS TEXT IS8 TAKEN DIRECTLY FROM AN ARTICLE IN THE AMERICAN
ECONOMIC REVIEW, DECEMBER, 1983 ISSUE. 1T WAS WRITTEN BY CHARLES
T. CLOTFELTER, AN ASSOCIATE PROFESSOR OF PUBLIC POLICY STUDIES
AND ECONOMICS AT DUKE UNIVERSITY. THE ANALYSIS OF AUDIT WAS
PERFORMED UNDER A CONTRACT WITH THE OFFICE OF TAX ANALYSIS,

DEPARTMENT OF TREASURY. THE STUDY WHICH HAS JUST BEEN

COMPLETED FOR OUR INTERNATIONAL UNION SHOWS THAT THE FROPOSAL
CURRENTLY IN THE PRESIDENT'S TAX PACKAGE WILL CAUSE A JOB LOSS
OF BETWEEN 50,000 TO 80,000. ALSO, THE JOB 10SS CREATED WOULD

RESULT IN PERMANENT DISPLACEMENT, AND THE AVERAGE TIP INCOME

PER MEAL WILL DECREASE BETWEEN $1,50 :I‘O $3.00.

THE PRESIDENT'S RATIONALE IS QUOTED FROM PAGE 77 OF HIS PRO-
POSALS: "MOREOVER, SIJNCE SOME HIGH-COST MEALS WILL BE REPLACED
BY MODERATE-COST MEALS, THE EFFECT ON TOTAL EMPLOYMENT IN THE




RESTAURANT INDUSTRY IS EXPECTED TO BE MODEST." IN OTHER WORDS,
THEY ARE ADMITTING THAT THERE WILL BE A JOB LOSS, ESPECIALLY IN
THOSE RESTAURANTS THAT ARE SIGNIFICANTLY IMPACTED BY EITHER

BUSINESS MEAL PROPOSAL.

HOWEVER, THE TREASURY AND THE JOINT COMMlTTEl’:; ON TAXATION FEEL
THAT SINCE THE TAX RATES ARE BEING SUBSTANTIALLY LOWERED,
FAIRNESS REIGNS. BUT WHAT FAIRNESS AND JUSTICE EXIST FOR A
WAITER OR WAITRESS WITH A LOWER TAX BRACKET WHO IS UNEMPLOYED.
ALSO, THEIR RATIONALE APPEARS TO BE THAT THE REDUCTION OF THE
DEDUCTIBILITY, COUPLED WITH THE LOWERING OF INDIVIDUAL TAX RATES
AND CORPORATE TAX RATES, WILL RESULT IN A WASH AND THERE WILL
BE NO IMPACT. NOT ONLY IS THIS FALLACIOUS, BUT WHO IN THE

" CONGRESS WILL SAY IN GOOD FAITH THAT THE LOWER RATES ENACTED
INTO’Ji:ka— WILL REMAIN AT THAT LEVEL IN PERPETUITY.

OUR UNION HAS BEEN FIGHTING THIS PROPOSAL AND SIMILAR PROPOSALS
SINCE 1976. WE WILL CONTINUE TO DO 50, AS WE HAVE HlSTleOALLY
REJECTED ANY LEGISLATION THAT HAS AS ITS BASIS OF ORIGIN
MISGUIDED POPULISM AND POLITICAL DEMAGOGUERY. TREASURY HAS
ADVANCED THIS PROPOSAL ON THE PREMISE OF TAX ABUSE AND REVENUE
IMPACT. TO THEIR CREDIT, THEY NOW ADMIT THAT THERE WILL BE A

JOB LOSS. SO THEY HAVE .CHOSEN TO FOCUS ON TAX ABUSL, SINCE
THEIR REVENUE ESTIMATES BY ANYONE'S MEASURE ARE SOMEWHAT
QUESTIONABLE.



WE HAVE CONSISTENTLY STATED, AND REITERATE HERE TODAY, THAT
OUR UNION DOES NOT CONDONE TAX ABUSE. THE I[.R.S. SHOULD
VIGOROUSLY GO AFTER AND AUDIT EACH CASE WHERE FLAGRANT ABUSE
EXISTS. YET, THEY SEEM UNWILLING TO DO SO, CLAIMING THAT A NEW
LAW IS NEEDED TO EFFECTIVELY AUDIT SUCH ABUSES. RECENTLY, THE
NUMBER OF 1.R.S. AUDITORS HAS REMAINED FAIRLY CONSTANT OR
DROPPED. THIS SEEMS TO BE AN EXAMPLE OF WHERE WE HAVE A HARD
TIME SEPARATING RHETORIC FROM REALITY, FACT FROM FICTION, SINCE
AGGRESSIVE AUDITS ARE A REAL DETERRENT TO ANY TAX ABUSE.

THE PRESIDENT'S PROPOSAL FOR THE SECTION ON BUSINESS EXPENSE
DEDUCTIONS CALLS FOR AN ELIMINATION OF THE DEDUCTIONS FOR
ENTERTAINMENT EXPENSES, SUCH AS TICKETS TO SPORTING EVENTS,
THEATRES, ETC. THE JOINT COMMITTEE ON TAXATION'S PROPOSAL
REDUCE;S THE DEDUCTIBILITY TO 50 PERCENT. SINCE WE HAVE MEMBERS
WORKING IN MANY STADIA, ARENAS, AND THEATRES THROUGHOUT THE
COUNTRY, WE ARE OPPOSING THIS PROVISION, FOR THE SAME RATIONALE
WHICH APPLIES TO THE AFOREMENTIONED PROVISIONS ON BUSINESS
MEALS. IT IS MY FEELING THAT THE PROVISIONS ON BUSINESS MEALS
ANI; ENTERTAINMENT EXPENSES ARE IN THESE PACKAGES NOT FOR
FAIRNESS, BUT FOR POLITICAL EXPEDIENCY.

MR. CHAIRMAN, MAY WE TAKE THIS OPPORTUNITY TO COMMEND YOU FOR
YOUR LEADERSHIP ON ALL TAX ISSUES. ONE OF THE MOST IMPORTANT
ISSUES FACING OUR COUNTRY TODAY IS THE TRADE DEFICIT, AND
SURELY SOMETHING MUST BE DONE WITH OUR STAGGERING BUDGET
DEFICITS ALSO. ALL OF THESE AREAS ARE VITALLY IMPORTANT, AND

L4
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MUST BE ADDRESSED. 1 BELIEVE A CONSENSUS EXISTS IN THE COUNTRY
TODAY FOR TAX REFORM AND FAIRNESS. BUT 1 BELIEVE FAIRNESS IN
THE MINDS OF THE AMERICAN PUBLIC MEANS THAT_EVERYONE MUST PAY

THEIR FAIR SHARE OF TAXES, BE THEY LARGE CORPORATIONS, SMALL

PRIVATE BUSINESSES, WEALTHY INDIVIDUALS, OR ANY OTHER CLASS OF
SOCIETY. THIS, I BELIEVE, MORE THAN ANYTHING ELSE WILL RESTORE
SOME SEMBLANCE OF TRUST IN THE AMERICAN PEOPLE WITH THEIR GOV-
ERNMENT .

THE KEY INGREDIENT IN ANY OF THE TAX PACKAGES HAS BEEN THE
SIMPLIFICATION OF TAX BRACKETS AND RATE REDUCTION. YOU MUST
AVOID EVEN THE HINT OF A PROMISE WHICH TAXPAYERS WILL BEGIN TO

COUNT ON. IF AND WHEN YOU GO TO CONFERENCE, AMD THROUGH
CIRCUMSTANCES DICTATED BY ECONOMIC EVENTS OF THAT TIME YOU
HAVE TO ALTER THE TAX RATES, THEN YOU AND THE ENTIRE CONGRESS
WILL BE PICTURED AS HAVING BROKEN A PROMISE TO THE AMERICAN
PEOPLE. SUCH AN EVENT WOULD LEAD TO A BREACH OF PUBLIC
CONFIDENCE IN OUR GOVERNMENT WHICH MAY TAKE FUTURE
ADMINISTRATIONS AND CONGRESSES YEARS TO OVERCOME.

AS ALWAYS, WE THANK YOU FOR THE OPPORTUNITY TO APPEAR BEFORE
THIS DISTINGUISHED COMMITTEE, AND STAND READY TO WORK WITH YOU
AND THE ENTIRE CONGRESS TO ACHIEVE MEANINGFUL TAX LEGISLATION
THAT WILL MAKE ALL AMERICANS PROUD OF THEIR GOVERNMENT.
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STATEMENT OF WILLIAM P. FISHER, EXECUTIVE VICE PRESI-
DENT, NATIONAL RESTAURANT ASSOCIATION, WASHINGTON,
DC .

Mr. FisHer. Yes, sir. Mr. Chairman, ladies and gentlemen, my
name is Bill Fisher. I am executive vice president of the National
Restaurant Association, and I thank you, Mr. Chairman, for hold-
ing these hearings, allowing me to present the views of the restau-
rant indusiry, the Nation’s largest employer.
The CHairRMAN. Could I interrupt for just a moment, I forgot to
announce when we started, all of your statements will be in the
record in full. And as you know, you are limited to 5 minutes in
your oral presentations.
Mr. FisHer. We understand. Thank you. The tax reform proposal
submitted by the administration to the Treasury Department calls
for limiting the deductions for business marketing meals expenses
to $25 per person per meal and only half of any amount spent in
excess of the $25 cap. The $25 limit includes the sales tax and tip
as well. This type of legislative initiative is not an original one.
Others have found the so-called three-martini lunch to be an easy
target to generate press coverage. That label is a misnomer and
grossly misrepresents a legitimate business expense that fosters
economic growth and employment. I must add that, in this day and
age of a highly competitive business environment, a literal three-
martini lunch would be fatal for a business that wants to maintain
its competitive edge. Mr. Chairman, I would like to limit my re-
marks to two areas: economics and public policy. I go into much
greater detail in my written testimony, which has been submitted
for the record. The National Restaurant Association recently com-
missioned Chase Econometrics, a leading economic consulting orga-
nization, to investigate the full effect on the U.S. economy of the
administration’s proposal with and without the business meal pro-
vision. Our Chase study analysis is based in part on a study done
for the Treasury Department’s Office of Tax Analysis and in part
on other existing research. In every instance in which the research
indicated a range of possible economic effects, our study adopted
the more conservative numbers for estimating economic impact on
‘the restaurant industry and the U.S. economy. Our study found
that in the first year of enactment—just the first year alone—
144,000 food service industry jobs would be lost. Underscore 144,000
food service industry jobs would be lost. Federal, State, and local
treasuries would suffer a net loss of $1.6 billion due to lower per-
sonal and Social Security tax revenues, coupled with higher unem-
ployment, welfare expenditures. This loss grows to $6 billion by the
end of 8 years. Underscore a $6 billion loss at the-end-of 3 years.
_ Restaurant sales would also be reduced by $3.5 billion. The job
losses would severely affect food service employees. Our industry is
one of the largest employers of teens, women, and minorities. We
employ more minorities in managerial positions than any other in-
dustry, and half of all food service managers and administrative
personnel are females. These members of our society are those
least able to withstand economic dislocation and employment dis-
ruption. \
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I would now like to turn for a moment to the public policy ques-
tions which should be addressed. The first goal stated in Treasury I
was economic neutrality. A portion of the Treasury I pro
reads: “An ideai tax system would, however, interfere with private
decisions as little as possible.” Underscore interfere with private
decisions as little as possible. Both Treasury I and the administra-
tien proposals violated this principle of economic neutrality by de-
liberately interjecting tax considerations into the business meal de-
cision. An individual who has found the business marketing meal
to be an effective tool to enhance business relationships and gener-
ate economic growth will be penalized. Anyone who has capital at
risk is currently entitled to this deduction in the same manner that
valid deductions are allow:d for the cost of labor, raw materials,
rent, or promotional activities. These are all legitimate expenses of
doing business. The Treasury Department hasn’t told the business
person that it is a good idea to cap deductions for newspa{)er ads at
one-quarter page or that only 30 seconds of a spot on television is
deductible, but this proposal places an arbitrary cap on a legiti-
mate business decision—the decision to use the business marketing
meal. The owners and operators of thousands of small businesses.
must depend upon business lunches and dinners as a means of pro-
moting their products or services because their line of business
does not lend itself to promotion through newspapers, radio, televi-
sion, billboards, leaflets, or other marketing tools. In addition, cor-
porate hospitality suites and business-?onsored receptions, which
would be completely nondeductible under the administration pro-

, are important promotional activities which should also be
ully deductible as a cost of doing business. The Treasury Depart-
ment has categorized these legitimate deductions as abuses, yet no-
where have we seen any documentation of abuses. IRS regulations
already prohibit lavish and extravagant expenses as they also re-
quire the existence of a business relationship between the business
person and the guest. There has been no showing that either of
these requirements is being abused.

Mr. Chairman, I would also like to briefiy discuss another pro-
gosal heard on this issue, one that calls for limiting deductions for

usiness marketing meal expenses to a flat percentage. For exam-
ple, a T5-percent deductibility and a 25-percent disallowance with
no dollar cap. This percentage proposal, which.surfaced last week,
is just as unsound as the dollar cap proposal for various reasons.
First, the sales losses and job losses in the restaurant indust
would be just as great, if not greater. Second, the cutbacks whic
Chase Econometrics tells us would occur in restaurant sales would
occur over a mueh broader s{,ectrum since every business meal
would be only partly deductible, not just those exceeding $25. In
closing, gentlemen, I want to emphasize that as an industry we be-
lieve we have been unfairly singled out for adverse impact by the
proposal to cap business meals. We, too, will experience the loss of
the investment tax credit, were that to occur. We, too, will experi-
ence the slowdown of accelerated depreciation, were that to occur.
We ask you: Do not hit us with a double whammy by cavping busi-
ness meals. I thank you.

The CHAIRMAN. Thank you, sir. Mr. Salomone.

[The prepared written statement of Mr. Fisher follows:]
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I. INTROQDUCTION

The Administration's tax reform proposal calls ©~r limiting the
" deduction allowable for a legitimate business marketing meal. In
addition, it would completely eliminate all deductions for business”
entertainment other than meals.

The Administration's key argument in support of tax reform is
that tax considerations should not influence business decisions.
For example, buildings should be built because it makes economic
sense, not because they provide a tax shelter. We applaud these
goals.

However, when it comes to the business marketing meal, this tax
reform proposal violates its own goal of economic neutrality and
deliberately injects tax considerations into the business decision
making process.

Those responsible for tax policy are attempting to judge better
than the marketplace how promotional and goodwill dollars are to be
spent. In the process, they are penalizing the business person who
has found the business marketing meal to be an effective tool to
enhance business relationships.

Many business organizations produce goods and services that are
not designed for the mass market and cannot effectively use the mass
media to promote their wares of services., The local realtor or
insurance agent, manufacturers of products used to make other .
products, suppliers of specific services to business and industry

“and others often must use one-on-one contact to market their goods
and services. The business marketinyg meal provides the environment
for mutual understanding and respect. Business is enhanced or new
business is created. !

Anyone who has capital at risk is currently entitled to this
deduction (as are his agents) just 31s he or she is entitled to
deductions for the cost of labor, raw materials, rent, or
promotional expenses. They are all legitimate expenses of doing
business.

The business marketing meal, hospitality suites and business
sponsored receptions are all part of the marketplace. (The last two
would be completely non-deductible under the proposal.) If
businessmen and women did not believe these expenditures were good
for their businesses, they simply would not be made. If a business
is frivelous, lavish or extravagant in the utilization of these
gromotional tools, the free market has a ready answer: these

usinesses do not remain competitive--they change their ways or go
out of business.

Some members of the public--and some in the Treasury
Department--apparently believe the business marketing meal is simply
an uncontrolled waste of money. President Carter's "Three Martini
Lunch" comments helped foster this attitude,.
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However, that belief flies in the face of common sens: . : good
business judgment. Corporations budgét their dollars for - :siness
entertainment just as they budget every other business 2l ir, The
budget for business marketing meals competes for priori-- wvith every
other budget item. Whether that budget process is forval or
informal is irrelevant. The bottom line for most businssses is: If
it isn't good for tusiness, it isn't done.

Most companies control business marketing meal costs as they
control all other costs of doing business--carefully.

II. [ECONOMICS =

~ Chase Econometrics examined the tax reform proposal with and
without the business meal limitations. Their study contains
findings as to its impact on workers and firms in the restaurant
industry, on other parts of the economy, and on the budgets of
federal, state, and local governments.

Effect upon Industry and Employment

Business meals purchased either for travel or marketing account
for about one-third of total U.S. restaurant sales. Business
marketing meals account for just over one-fifth of restaurant sales
nationally and a substantially higher share of restaurant sales in
major cities. Business meals are a recognized, productive cost of
doing business. In 1985, business and professional firms will spend
over $30 billion for marketing meals in U.S. restaurants, supporting
some 1.3 million restaurant jobs.

The President's proposal would place a cap of $25 per person
(including taxes and tips) on business marketing meal costs which
could be deducted as a normal business expense. Amounts above the
cap would be only 50 percent deductible. The cap would not be
indexed for inflation, so the share of business meals affected would
increase over time,

Based on a nation-wide survey of 55,000 households by NFO
Research, approximately 18 percent of today's business marketing
meal occasions, accounting for 43 percent of total dollars spent
nationally, exceed the proposed cap. With 4 percent inflation, the
share of business meals affectzd by the cap would rise to 25 percent
of meal occasions, in 1988 accounting for 54 percent of total
dollars spent nationally. In major cities, where rent and other
costs are higher and average restaurant tabs are correspondingly
larger, the impact would be much greater.

According to the latest national survey of business meal and
lodging costs by the accounting firm of Laventhol § Horwath, the
average cost of an evening meal at a typical hotel restaurant is
aIreaﬁ? above the proposed cap in 49 major U.S. cities. Laventhol §
Horwath based its survey (Table I) on a downtown hotel restaurant
dinner consisting of shrimp cocktail, prime rib and vegetables, ice
cream and coffee. No alcoholic drinks were included. The survey
showed that even in a city like Little-Rock, the average cost of a
business dinner could easily exceed the proposed cap.
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TABLE I

(Including Tax and Tip) IS ABOVE $25.00

CITY

1 New York

2 Washington, DC
3 Santa Barbara
4 Dallas

S San Francisco
6 Chicago

7 Buffalo

8 Seattle

9 Houston

10 Newark

11 New Orleans
12 San Antonio
13 Nashville
14 Austin
15 Philadelphia
16 Columbus
17 Atlanta
18 Wilmington
19 Richmond

20 Los Angeles
21 Minneapolis
22 Baltimore

23 Dayton

24 -Denver -
28 Rochester

26 Boston

27 Detroit

28 San Jose

29 Miami
30 Cleveland

31 Hartford
32 Phoenix

33 Tulsa

34 Corpus Christi
35 Fort Lauderdale
36 Pittsburgh

37 Norfolk

38 Baton Rouge
39 Lexington

40 Little Rock
41 Fort Wayne

42 Cincinnati

43 San Diego

44 St. Louis

45 Greensboro

46 Indianapolis
47 Albany

48 Columbia, S.C.
49 Memphis

S0 Albuquerque

, Sources:

Horwath.

DINNER

28.28
26.57
26.42
26.04
26.03
25.50
25.28
25.53
25.33
24,53
25.15
24.88
24.57
24.09
24.08
24.20
24,29
24,33
23.81
23.81
23.91
23.52
23.40
23.16
23.42
21.41
22.58
22.80
22.47
22.20
22,63
22.33
22.40
22.33
21,75
22.08
21.40
21.67
21.65
21.61
21.50
21.36
21.06
21.32
21,05
20.70
21.00
20.51
20.90

15%

TIP

3$5.75
4.24
3.98
3.96
3.91
3.90
3.82
3.79
3.83
3.80
3.68
3.77
3.73
3.68
3.61

3.61.

3.63
3.64
3.65
3.57
3.57
3.59
3.53
3.51
3,47
3,51
3.51
3.39
3.42
3.37
3.33
3.39
3.35
3.36
3.35
3.26
3,31
3.21
3.25
3.25
3.24
3.22
3.20
3.16
3.20
3.16
3.10
3.18
3.08
3.13

»

TAX
3300

1.44
1.44
1.21
1.09
0.97
1.55%
_1.43
1.19
1.41
1.54
1.62
1.17
0.94
1.58
1.14
1.46
1.66
1.13
1.34
1.15
1.34
1.30
0.88
1.50
1.08
1.08
1.08
1.18
1.28
1.26
0.96
1.05
1.45
1.05
1.59
0.97

TOTAL

3I7.27
34,22
32,28
32.00
31.64
31.49
31.36
31.07
30.92
30.65
30.42
30.33
29.98
29.51
29.14
29.13
29.04
29.02
28.95
28.93
28.81
28.69
28.46
28.45
28.25
28.10
27.86
27.55
27.36
27.30
27.19
.27.15
27.02
26,91
26.80
26.31
26.27
26.11
26.00
25.98
25.93
25.90
25.84
25.48
25.48
25.26
25.258
25.20
25.18
25.00

Dinner cost, "Corporate Travel Index, 1985,'" Laventhol §
Local sales tax and tip computed by NRA.
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As one can see, if 50 cities are in this class - -:-, it
will not be long until most commercial centers are affec-- »>v this
proposal. It should be noted that the costs of the meals :n
downtown hotels are somewhat below those of the top ind--2ndent
restaurants in a city,

The actual dollar value of business meal expenditures above the
proposed cap would rise from about 17 percent today to about 22
percent in 1988 just due to inflation. When tax and tip are
included along with inflation, the actual menu price of a business
meal in 1988 would have to be less than $17.15 in today's prices to
avoid the cap.

Reducing the deductibility of business meal costs above the cap
to 50 percent will make business meals relatively more expensive
than other marketing expenses that continue to be fully deductible.
Since business meal purchases are extremely price sensitive, the
result will be a sharp reduction in meal expenditures affected by
the cap and a corresponding reduction in restaurant sales and
employment. Studies prepared for Treasury's Office of Tax Analysis
indicate that spending on_business marketing meals declines by two
to four percent for every one percent increase in their relative
price. Reducing the deductibility of meals over the proposed cap to
S0 percent is equivalent to an increase in their relative price of
24 percent. Hence, the proposed 325 per person cap would result in
a reduction of 50 to 85 percent in purchases of business meals above -
the cap price and in a drop in total business marketing meal
purchases on the order of 9 to 15 percent nationally. The drop
would be much greater in metropolitan areas where the number of
business meals above the cap is proportionately much larger.

The impacts of the proposed cap shown in Table II are based on
the low-end estimate of a 9 percent reduction in business meal
purchases nationally, compared with the level of business meal
purchases which would occur under "Treasury II'" without the business
meal cap. During the first three years--1986-1988--direct losses in
restaurant sales would total $11.9 billion and direct losses in
restaurant employment would total nearly 460,000 person-years. The
reduction in restaurant sales would produce a direct reduction in
state and local sales tax receipts of over $700 million.

When indirect effects are taken into account, using the Chase
Econometrics U.S. Macroeconomic Model, total U.S. employment would
be reduced by 580,000 person-years during the first three years.
Federal corporate taxes would rise about $5.4 billion during this
period, but this increase would be more than offset by lower tax
receipts from individual taxpayers and higher expenditures due to
the increased unemployment created by the cap., Federal receipts-
from personal income taxes and social security taxes would fall by
$2.2 billion and $2.4 billion, respectively, while transfer payments
would rise by nearly $2.4 billion. As a result, the net financial
gosition of the federal government would be worsened some $2.8

illion in the initial three year period if the cap is imposed.

BEST AVAILABLE COPY
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Impact upon State, Local and Federal Revenues

The impact on state and local governments is even ;r-azer,
Nationally, when indirect effects are taken into accoun:, total
state and local tax receipts would be reduced by $2.3 -.ilion in the
initial three-year periocd. When higher expenses due -5 higher
unemployment are factored in, the net financial posi:zion of state
and local governments would be worsened by more than 33.2 billion.

Even though Treasury claims the business meal cap has only a
"small revenue impact," the cap widens the federal deficit and
substantially worsens the adverse impact on state and local
governments. When the impacts on federal, state, and local budgets
are combined, the total net deficit during the initial three-year
period is just over $6 billion.

The adverse effects of the proposed business meal cap are
aggravated further by their timing relative to the proposed rate
reductions included in other parts of "Treasury II." The cap would
go into effect on January 1, 1986, while the rate reductions would
be delayed until July 1, 1986, or perhaps even later. The impact of
the cap is very sensitive to the marginal tax rate of individual and
corporate taxpayers at the time the cap is activated. The higher
the marginal tax rate, the yreater the shift in the relative price
of business meals when a cap on deductibility i3 imposed. Imposing
the cap at the current marginal tax rates six months before the
proposed rate reductions take effect worsens the impact by over $300
million in additional lost restaurant sales during 1986 and some
13,000 additional jobs lost in the restaurant industry during 1986.

The job losses would severely affect foodservice employees., Our
industry is one of the largest employers of teens, women and
minorities. Our industry employs more minority managers than any
other industry, and half of all foodservice managers and
administrative personnel are women. These are members of our
society least able to withstand economic dislocaticn.
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TABLE II

ECONOMIC IMPACT OF BUSINESS MEALS CAP
UNDER "TREASURY TI"

(with meals cap versus without)
1986 1987 1988 Total

Direct Impacts on Sales, Employment, and Tax Receipts*

SALES OF MARKETING MEALS ($ Billions)

Total Projected Sales 33.2 36.8 10.7 110.7
Sales Lost Due to Cap -~ =3.5 -3.8 4.6 -11.9
Sales Retained 29.7 33.0 36.1 98.8

DIRECT EMPLOYMENT (Thousands)
Eating § Drinking

Establishments ~144 -146 -166 -457
DIRECT TAX RECEIPTS ($ Billioms)

Federal Tax on Meals Over Cap .25 .28 .26 .79

State & Local Sales Tax on Meals-,21 -.23 -.27 -.71

Macroeconomic and Government Revenue Impacts, including Indirect#**

GNP ($ Billions)

Current Dollars -1.7 -3.31 -5.84 -10.85
1972 Constant Dollars -.65 -1.1 -1.57 -3.32
EMPLOYMENT (Thousands) )
Total U.S. -150 -190 -240 -580
Wholesale § Retail Trade -150 -160 -190 -500
Unemployment Rate (Percent) .09 .1 .11 na
FEDERAL BUDGET (3 Billions)
Personal Income Taxes -.51 -.69 -.99 -2.19
Corporate Income Taxes .85 .87 3.63 5.35
Social Security Taxes .53 -.73 -1,06 -2.32
Total Federal Taxes - 19 -.55 1.58 .84
Trancfer Payments .87 .76 T2 2.35
Federal Net (deficit) -.87 -.79  -1.17 -2.83
STATE & LOCAL BUDGET (3 Billions
Personal Income Taxes -.34 -.49 -7 -1,53
Corporate Income Taxes ~13 .12 W11 .36 T
Indirect Business Taxes ~-.37 -.52 ~.73 -1.62
Total S§L Taxes -, 58 -. 80 -1.32 -2.79
State § Local Net -.69 1,07 -1.46 -3.22

® Estimates prepared by Shriner-Midland Company.
LL Macroeconomic simulations by Chase Econometrics.
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IV. COMPLIANCE

A staff study of tax reform by the Joint Economic 7:-m:ttee,
published November 29, 1984, identified "compliance' as :ne of the
major principles upon which to judge tax reform proposils, The
Joint Committee defined compliance by stating, "The tix< system
should minimize the incentive and opportunity for taxpayvers to evade
taxation by underreporting income or overstating deductions and
exemptions.”

Referring to the compliance problem of our present tax system,
the committee print states that '"tax reform proposals could improve
compliance in two ways -- by eliminating preferences that taxpayers
can misuse to shelter income and by reducing tax rates to reduce the
incentive to cheat. Should this fail to make a significant
improvement in compliance, tax reform will have to be supplemented
by increased enforcement." (S. Print 98-253, Nov. 29, 1984, p. 20)

The provisions limiting deductions for legitimate business
marketing meal expenses are supported by the Treasury Department as
a means of promoting compliance by increasing the '"perceived
fairness" of the tax code. Since many workers do not make use of
business marketing meals to promote themselves or a preoduct,
Treasury officials disapprove of such promotional activity by
others. Authors of this provision point to a series of field
hearings conducted during 1984, where complaints were heard from
citizens about entertainment costs being written off as
business-related. These same objections could be directed at the
large and well-furnished office suites maintained by many companlies
in high-rent cities, or the use of expensive hotel suites by
business executives conducting business away from home.

These business people, however, conduct business in this manner
because that is what is expected in their particular lines of
business and at the level at which they compete. Most are not
operating in a manner calculated to overstate deductions,
Therefore, Treasury's proposed caps and limitations do not get at
the real compliance problems of overstating deductions and
underreporting income. They are merely a political attempt to
address a ''perception' of unfairness which arises out of both
legitimate and illegitimate uses of expense account spending.

In order to get at the real abuses in business entertainment and
business marketing meal occasions,-legislation or committze language
would have to address the specific problem of overstatement of
deductions. This overstatement occurs if and when a taxpayer claims
a deduction for a business marketing expense which is actually a
personal expense that is not business-related, These types of
abuses can only be identified and reduced through increased use of
audits, and increased publicity surrounding the results of audits.

In fact, the IRS does have the authority under existing law and
regulations to disallow deductions for expenses which are not
justified as business related, or which are lavish and extravagant,
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The IRS has successfully brought cases to deny improperlv -..:n
deductions. Both sections 162 and 212 of the Internal R:":-ue Code
require that the expense must be "ordinary and necessarv" .a1 order
to be deductible.

The Treasury proposal in fact creates a compliance nightmare of
its own. It vastly increa:es the difficulty of recordxeeping by
forcing the honest business person to sort out, and keep track of,
that portion of business marketing meal expenses which are fully
deductible and that portion which is partially deductible.

Unfortunately, the opportunity for fraud is increased. If we
see '"tables for two and checks for three," oc the invention of
several imaginary dinner guests as the answer to the paperwork and
deductibility dilemma, can we say this will improve the public's
"perception" of fairness? The answer, of course, is no.

V. OTHER PROPOSALS—

Another proposal which has been raised calls for limiting
deductions for business meal expenses to a flat percentage, such as
80% of all amounts spent, without any dollar guidelines.

This proposal is just as unsound a$ the Administration proposal
for various reasons. First, the sales losses and job losses in the
restaurant industry would be just as great, if not greater. Second,
the cutbacks which Chase Econometrics tells us would occur in
customer traffic would occur across a much broader spectrum, since
every restaurant meal would be only partly deductible, not just
meals which exceed $25.

VI. CONCLUSION

The Treasury Department argues that it is unfair for a "limited
class of taxpayers'" to engage in activities which have some element
of personal consumption., However, the "limited class of taxpavers'
who use the meal as a marketing tool are any taxpayers, or their
agents, who have capital at risk. N

As our elected representative to the U,S., Senate, you
understand the workday of the entrepreneur. Those who serve in
Congress, like those who compete in the marketplace, whether seeking
voter exposure or business expansion, do not punch time clocks and
cannot always control their hours of work.

When a businesswoman engages in a business lunch, it means her
business day is extended through the lunch hour. When a businessman
engages in a business dinner, it means he didmn*t go home at five
o'clock when the factory whistle blew.

The number of jobs at stake over this issue is enormous. The
deductibility of the business marketing meal affects not only those
144,000 foodservice positions that would be lost in the first year
of enactment but thousands of other American workers whose jobs were
created or retained because of a contract closed over a business
marketing meal,

In closing, Senators, I ask you: Is it responsibl~ .nd
productive tax policy to enact legislation which reduc-s an
industry's sales volume, eliminates jobs and decreases tederal,
state and local revenues all in the name of "populis=:" I '
respectfully submit to you that the answer has to be an emphatic no.

Thank you, Mr. Chairman, for holding thes: hearings and~
permitting our views to be heard.
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STATEMENT OF ALPHONSE W. SALOMONE, SENIOR VICE PRESI-
DENT, HILTON HOTELS CORP., NEW YORK, NY, ON BEHALF OF
THE AMERICAN HOTEL AND MOTEL ASSOCIATION

Mr. SALoMONE. Good morning. My name is Alphonse Salomone. I
am senior operating vice president of the eastern region for Hilton
Hotels Corp. I am speaking today as a representative for the Amer-
ican Hotel and Motel Association. We would first like to comment
on the ban- of deductibility on entertainment expenses, whether
' total, as proposed by the President, or partial, as proposed by Mr.
" Rostenkowski. These proposals are explained as limited deductions
for entertainment expenses, such as tickets to professional sporting
events, tickets to the theater, and-similar activities. However, the
proposed ban on entertainment expense deductions will have an
adverse impact directly upon the hotel and motel industries. The
examples of_‘‘entertainment expenses” may leave the impression
that ticketed events are the only type of entertainment expenses
which will be restricted. Nothing could be further from the truth.
The lodging industry receives a substantial amount of its annual
revenue from business receptions and hospitality suites held during
conventions, trade shows, and business meetings, events which
would fall under the definition of entertainment expenses. These
promotional devices are similar to commercial ads on television,
radio, and in various print media, with one essential difference:
they are targeted to the group most likely to become customers.
These targeted promotional activities, which include banquet func-
- tions carried out in a legitimate business setting, such as at a con-
vention, have only one purpose, and that is to promote the business
that sponsors the activity and to enhance its ability to sell its goods
and services. Yet the various tax reform proposals draw an arbi-
trary distinction between these two types of promotional activities,
retaining full deductibility for any level of expenditure for advertis-
ing promotions in the media and completely eliminating the deduc-
tion for targeted personal techniques empioyed at conventions and
business meetings. Since there is no valid distinction to be made
between these types of promotional activities, they should continue
to be accorded fair and equal treatment under the tax law by re-
taining their full deductibility under the current standards in the
Internal Revenue Code. Business meals are another form of|target-
ed promotional activity, which should be afforded the same treat-
ment as business receptions and mass media advertising.

The proposals carve out an exception to the ban on entertain-
ment expenses for business meals, either capping the amount
which may be deducted for a business meal or setting a percentage
limitation. These restrictions are unacceptable and unworkable im-
positions on the lodging and food service industries and would
create administrative nightmares for all businesses who must
comply. Another important fact to be considered, particularly in
these times of astronomic trade deficits, is that enactment of these
proposals will give another unfair advantage to foreign competitors
who are not faced with either caps or arbitrary Yercentage limita-
tions on business meal deductibility or a ban on all other entertain-
. ment expense deductions. Also, while the administration projects

revenue gains from these entertainment expenses changes, these
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gains are strictly conjectural with no proven basis in fact. We feel
that increases in unemployment insurance and welfare costs, com-
bined with losses in Federal revenue, will more than offset any
conjectural calculations of revenue gain. Even more important
than the tens of thousands in lodging jobs which are in jeopardy
from these proposals are the people who will lose their jobs. For
some, their jobs may prove the starting point in a career, but for
many these jobs represent their only means of gainful employment.
If we take jobs away from these people, they will have little expec-
tation of gaining other employment. What good are lower tax rates
to those who lose their jobs as a result of tax reform?

It is ironic that the most persuasive summary statement of the
effect of this on the current law and the disastrous impact of a cur-
tailment of these legitimate deductions was made by the very man
who now has set his seal of approval on these changes. In a letter
to the American Hotel and Motel Association, dated October 18,
1980, then-candidate and now President Ronald Reagan wrote:

The tax law already disallows tax deductions for personal expenses, as opposed to
business expenses. The business meal, business travel, etc. are an essential part of
the competitive business in the United States. The tourism industry, especially in
its hotels, motels, and restaurants, is one of the country’s largest employers. A cur-
tailment of tax deductions for business meals and travel would put thousands of
people out of work and hurt every aspect of tourism, both big business and small. I

believe that present law, properly enforced, can encourage business opportunities
and restrict abuses.

We, too, believe the current law contains the proper balance of
freedom of business, control of the Government, and that it is ade-
quate to police any isolated instances of tax abuses which may
occur. We strongly oppose any additional restrictions on business
entertainment deductions. I will be pleased to answer any ques-
tions.

The CHAIRMAN. Thank you, sir. Mr. Secretary, it is good to have
you with us again.

[The prepared written statement of Mr. Salomone follows:]
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On behalf of the membership of the American Hotel & Motel
Association we appreciate the opportunity to appear before the
Senate Finance Committee and offe; testimony on the issue of tax
reform and its impact on our industry.

The American Hotel & Motel Association is a federation of
hotel and motel associations located in the fifty states, the
District of Columbia, Puerto Rico and the Virgin Islands. The
Association has a membership of over 8,700 individuak hotels
and motels which represents approximately 1.25 million rooms.
Idclusive in our membership are all of the major hotel and motel
chains. The lodging industry employs on the average, 1,210,000
with an annual payroll exceeding $8.6 billion. In addition,
the lodging industry pays over $3.3 billion in federal taxes.

This testimony today is directed primarily towards two

provisions contained in The President's Proposals to the Con-

gress for Fairness, Growth and Simplicity. The first provision

would eliminate any deduction for entertainment expenses in-
curred by a businessman in the pursuit of his livelihood. The
second would allow a limited deduction for business meal
expenses of $25 per person per meal, including tax and gratuity
and one-half of any amount over $25. Almost two-thirds of all
lodging revenue is generated by the business traveler, whether
attending a convention, trade show or business meeting or
traveling alone on company business. When the ability of the

businessman to conduct certain promotional aspects of his

business is threatened, so too is the lodging industry threat-

ened.
While our testimony will concentrate on these two items we

wish to mention that many recommendations in the President's

- ; »
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proposal will have a significant impact on major segments of our

industry. These proposals include the elimination of the

investment tax credit; the lengthening of the depreciation

schedules for buildings and the depreciation recapture rule;
the extension of the at-risk rules for interest deductibility
to real estate transactions and the limit on deductibility of
interest, in particular the inclusion of non-rental second
homes or condominiums. The President's tax reform proposal
contains radical changes for all parts of the lodging industry.
These changes impact our industry whether it is in the planning
and construction phase where incentives for investors have been
stifled, the operation phase where return of vitally needed
capital has been slowed or in the marketing phase where the
goods and services we offer to the public are threatened by the
elimination or limitation of the deductibility of long-time
legitimate business expenses.

We also wish to mention that the tax reform proposal
offered for oconsideration by House Ways and Means Committee
Chairman Dan Rostenkowski (1) contains a different treatment of
entertainment expense deductibility and (2) attempts to re-
impose a limit on the business traveler's expenses based on a
government employee's per diem rate. While this Committee may
not consider that proposal to be before it, we must bring to the
Committee's attention the fact that the partial deduction for
business entertainment expenses broposed therein is no more
acceptable to our industry than the total ban proposed by the
President. A legitimate business promotional expense is en-
titled to full deductibility under present law and distinctions
should not now begin tq be made in that deductibility based on

different types of promotional expenditures. Similarly, the
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qroposed percentage deduction on business meals in the House
Ways & Means Committee draft proposal is no more accepiable than
the President's proposed meals cap. We feel that any restric-
tions on these deductions is unnecessary and unwarranted.

One final proposal in Mr. Rostenkowski's plan deserves
attention here. His draft proposes to limit the deductibility
of travel expenses for business persons attending a trade
convention or seminar to 200% of the federal per diem rate for
food, lodging and incidentals. The President saw fit to
eliminate a similar proposal from the November Treasury plan
and nothing has occurred té change the wisdom of that decision.
Any proposal which attempts to restrict or measure spending for
private business purposes by reference to a government spending
schedule is totally inappropriate in our free enterprise
system. Private enterprise has opened up millions of job
opportunities based on the historical recognition thatit must
have the tools to promote and market its products and services.
The Government sector's function can in no way be compared to
that of the private sector and the tax laws of this country
shoulé recognize this fact. The inadequacy of the federal per
diem system to reimburse federal employees is well known and has
been the subject of recent House hearings to correct these
injustices. This proposal is simply not worthy of legislative
attention.

Industry Background

We would first like to present the committee with some
basic information on 6ur industry and the key role it plays in
our economy, particularly in the area of revenue, jobs and
taxes. This data comes from various sources including the

Bureau of Labor Statistics, the U.S. Travel Data Center, and the

/
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national accounting firms of Laventhol & Horwath and Pannell
Kerr Forster. These latter two sources gafher and release to
the public numerocus documents on the lodging industry and are
generally acknowledged to be reputable information sources for
our industry.

As of the end of 1983 there were an estimated 53,600
lodging establishments operating in the United States. The
scope of these operations range from small individually owned
properties of 10 rooms, in many instances true "Mom and Pop"
operations, to the corporate owned, operated and or managed
facilities with over 1,000 rooms, many part of nationally
recognized chain operations, which are capable of meeting the
business needs of even the largest conventions and trade shows.
Some facilities operate only seasonally while the rest are
operated all year round. Taken together these properties offer
a daily amount of available rooms in excess of 2,714,000 which
generated annual sales of approximately $33.3 billion ;n 1984.

Lodging industry revenue for 1984 may be broken down as follows:

Total Business Related
Revenue Category Amount (millions) Amount (millions)
Rooms $19,686 $12,599
Food 8,208 5,253
Beverage 3,170 2,029
Other 2,302 1,473
TOTAL $33,7366 $21,354

The average operation rangeé in size from approximately 50
to 60 units. The larger properties, those averaging over 100
rooms, comprise only 12 percent of the total number of industry
operations but represent approximately 48 percent of the total
number of available guest rooms in the industry. This segment
of the lodging market generates approximately 68 percent of the

total receipts and employs approximately 66 percent of the
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total industry workforce. For the average traveler the lodging
industry today is typified by large properties which are, in
turn, predominantly owned, managed or affiliated with a hotef
or motel chain. Chain operatians have been estimated to include
29 percent of the total number of U.S. properties and 63 percent
of the total number of available guest rooms in the United
States.

Annual average occupancy for the lodéing industry for 1984
is estimated to be approximately 67 percent.

The lodging industry is also a major employer. In 1984
approximately 1,210,000 people were employed in the lodging
industry on either a full or part-time basis. The lodging
industry created approximately 24,000 new jobs in 1984 alone.
Of these, a major percentage are employees in entry-level posi-
tions, often characterized as unskilled labor, a group which
trad;&ionally makes up the largest percentage on the unemploy-
ment rolls. The following éhart will give a clearer picture of

the labor mix in the lodging industry:

Number of Percentage of
Job Category Employees Total
Professionals and managers 97,056 8.0
Sales and clerical 190,412 16.0
Produce and maintenance 84,924 7.0
Service:
Housekeeping 339,696 28.0
Food and beverage 436,752 36.0
Other 60,660 5.0
TOTAL 1,209,500 100.0

These many workers serve the varied needs of the\lodging
market. The demand for lodging, food and beverage, and ancil-
lary facilities méy be segregated by the purpose of the trav-~
eler. A typical breakdown segregates the market into bucsiness

and convention, tourist and "other" market segments. The

55-631 0 - 86 - 2
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following chart shows the percentage of business generated by

each of these segments for 1984: ]
All Establishments

Market Percent of Total
Busipess and conventions 65.8
Tourist 27.4
Other 6.8
Total 100.0

The conclusion is inescapable that the business traveler
and business use of lodging facilities are the mainstay of the
.industry. Any tax proposal that seeke to limit, eliminate, or -
in any way chill the exercise of legitimate business activities
in lodging facilities must be spoken out against for the health
of the industry and to continue its ability to serve non-
business use as well as business use.

The Tax Proposals of Concern to the Industry

The first proposal to be considered is the total ban on the
deductibility of entertainment expenses. On page 76 of the
President's proposal is contained the stateme?t "No deduction
would be allowed for entertainment activity expenses."

In these few short words is contained a judgment which will
have a far reaching effect on a substantial portion of the
lodgin? industry, in particular the foodservice element and its
many employees that provide service at tens of thousands of
conventions, banquets, trade shows and business meetings an-
nually.

In its analysis of this provision the President‘’s proposal
states "the proposal would completely eliminate deductions for
entertainment expenses such aé tickets to professional sport-
ing events, tickets to the theater, the costs of fishing trips,

and country club dues."



31

In light of the examples provided by the Administration,
it is necessary to explain the lodging industry's concern over
this seemingly inapplicable section. The examples of "enter-
tainment expenses" cited in the President's proposals and
discussed in the press leave the impression that these are
perhaps the only types of entertainment expenses covered in the
Internal Revenue Code. Nothing could be further from the truth.

Even a cursory scanning of the relevant sections of the
Internal Revenue Code and Regulations, and the case law and
commentaries on those sections leads one to the conclusion that
"entertainment expenses" is a bréadly defined term including
numerous promotional activities which are essential to the
growth and maintenance of business sales, and that the IRS is
constantly striving to expand.its definition of "entertainment
expense" énd limit its use in a business context. A

The question arises, then, how does this proposal impact
on the lodging industry, and in particular on the foodservice
element thereof. The answer lies in the-many ways business
currently promotes itself. We are all familiar with the
commercial ads on television, radio and in various print media
that businesses use to make many people aware of their goods and
services and to entice them to utilize these items. These
efforts have been recognized, in the words of the Internal
Revenue Code, as ordinary and necessary business expenses and
as such have been deductible from the gross income of a business
without limitation in deriving net income on which taxes would
be assessed. This in fact is the very basis of our corporate
tax system: what is spent to promote the business and make it

grow is not taxed.
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However, business has another technique of le?itimately
promoting itself. It has a more targeted method, frequently
used at conventions, trade shows and business meetings where
sellers and their buyers are gathered together; gatherings
which frequently occur in the hotels and motels of our country.

These targeted promotional activities are of Avarious
types but have only one purpose, to promote the business that

. sponsors the activity and to enhance its ability to sell its
goods and scrvices. Some of these activities involve the
service of a formal meal, be it breakfast, lunch or dinner.
Just as frequently they occur outside normal meal times and
include a limited service of food and beverage in a "stand up"
atmosphere. But, whether at a meal or a reception the attendee
knows that the purpose for attendance is to absorb the message
of the sponsor in a more relaxed and comfortable atmosphere and
that the sponsor expends the funds for these activities with the
expectation of making itself better known and increasing its
business. \

It has long been recognized by the JRS that a wide range
of expenses are part and parpel of the legitimate promotion of
business and are entitled to full deductibility. Examples of
these activities include banquet functions carried out in a
legitimate business setting such as at conventions, and promo-
tional activities such as receptions and hospitality suites
held in conjunction with trade shows and business meetings.

Yet, by its language the President's proposals would
appear to draw an arbitrary distinction between certain types
of promotional activities; retairing full deductibility for
any level of expenditure for advertising promction in the media

and completely eliminating the targeted personal technique

g,
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employed thousands of times every day at conventions and
business meetings held in lodging establishments throughout
the country. Since there is no valid distinction to be made
between these types of promotional activities, they should
continue to be accorded fair and equal treatment under the tax
laws by retaining their full deductibility under the current
standards in the Internal Revenue Code.

We strongly oppose any changes in the tax treatment
accorded to entertainment expenses involving receptions and
hospitality suites and similar functions because of the strong
and legitimate business focus which exists at these events.

We call on this Committee to eliminate any such proposals
from tax reform legislation it may pass.

We address ourselves in this arqument only to the impact
that the denial of "entertainment expense" deductions will have
on the lodging industry. 1In doing so, we neither draw con-
clusions nor create inferences toward the myriad other type of
entertainment deductions impacted by the broad sweep of this
proposal.

The second proposal which strikes at the operation of our
lodging facilities is the proposal to limit the deductibility
of business meals. The language of the President's proposals
is as follows:

"A deduction would be allowed for the cost of ordinary and
necessary business meals furnished in a clear business setting
(as defined in Treasury regulations). To the extent the total
cost of a business meal exceeds $25, times the number of persons
participating in such meal, 50 percent gf such excess would be
nondeductible. The meal cost limitation would include gratui-

ties and tax with respect to the meal."
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This language carves out an exception to the total ban on
entertainment expenses discussed above but proposes to cap the
amount which may be deducted for a business meal. While the
Administration proposal describes this cap as "iﬁtentionally
quite generous", it is nevertheless an unacceptable and un-
workable imposition on the lodging and foodservice industry,

Federal caps imposed on deductibilify are subject to
erosion over time by inflation and later reduction by legis~-
lative fiat. The issue is pét whether the cap is generous
today, or what percentage of foodservice facilities will be
affected. The issue is whether a promotional business meal
should be treated any differently than any other promotional
business activity by limiting its deductibility.

The fact that some business meals may exceed a fixed cap
or an arbitrary percentage does not mean these activities are
being used for tax abuse or that their tax deéuctibility should
be capped or eliminated. The broad }ange of service available
in the lodging industry and its foodservice component was
developed in response to appropriate business demand. This
self-regulating aspect of business should not b= tampered with.

Another important fact to be considered, particularly in
these times of astronomical trade deficits is that enactment of
these proposals will give another unfair advantage to foreign
competitors who are not faced with either a cap or arbitrary
percentage limitation on business meal deductibility or a ban
on all other entertainment expense deductions.

We are convinced that controls on business expense deduc-
tibility have been and continue to be a legitimate part of the
Internal Revenue Code and Regulations. Moreover, we are

convinced that there presently exists in those bodies of law



35
.
sufficient authority to enforce appropriate limits and control
any abuse which may be feared to exist.
ihe present law states- that "ordinary and necessary"

T
business expenses are deductible. Those few words have engen-

dered substantial litigation aﬁd’CLeix meaning has been refined
and clarified over the years. There can be no serious doubt
that these words represent an adequate standard by which
business expenses including entertainment and meal expenses
can be measured. In addition, the law alréady contains an
additional upward limit on the amount -that can be spent on
entertainment expenses, a limit not existing for any other
business deduction. The law specifically states that a deduc-
tion will not be allowed for entertainment expenses that are
"lavish or extravagant." Thus, the clear intention of Con-
gress, expresséd in law already on the books, is that extra-
ordinary and unnecessary business expenses are not deductible.
There is no problem with the law. If there is any problem, it
is in the enforcement of the law. Businesses should not be
denied deductions, have arbitrary percentage limitations or
have caps placed on them because of vague feelings on the part
of some bureaucrats that someone is getting away with some-
thing.

This attitude flies in the face of almost 25 years of tax
history. In the early 60's Congress enacted legislation
creating section 274 of the Internal Rev;nue Code, a section
aimed directly at business entertainment. That section had two
principle goals:

1) To deny deductions based on estimations and uncorrob-
orated statements of taxpayers; and

2)“ To deny deductions for items which are essentially

social or living expenses.
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Regulations were adopted by the IRS in response to that
legislation. At that time, the Commissioner of the Internal
Revenue Service commented on how the regulations were drafted:

"In preparing regulations under the new
statute, Internal Revenue did not work in
an ivory tower,

In "the first instance, we meticulously
sought to follow the direction of Con-
gress. This was emphasized to our staff
members who were charged with the respon-
sibility of drafting the various provi-
sions of the regulations...

Next, our policy guideline was clearly
fixed so as to apply a rule or reason and
to attain a balanced set of regulations.
We did not want the statute or regulations
to interfere with legitimate business ac-
tivity. Our aim was only to end abuses
identified by the Congress. Both, during
and after the drafting state, we conferred
with many business and professional lead-
ers to get their ideas and suggestions,
and to work together with them in solving
various practical problems. In addition,
numerous business expense account forms
and practices were carefully studied,

. Tentative regulations were then reviewed
by my advisory group of outstanding law-
yers, accountants and businessmen. Fin-
ally, the\public comments were invited and

public hearings were scheduled to obtain
taxpayer reactions."

It seems clear from this langdége that the 1IRS was well
aware of the goal\to separate out any abusive, overly personal,
part that may exist in some entertainment expenses while not
impeding the flow of commerce. It is a fair inference that the
IRS assumed there would be case by case decisions made within
the framework of the statute and regulations using the exist-

ing audit procedure of the IRS and the tax court network when

the audit procedure failed to resolve differences of opinion.
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Furthermore, it may be inferred from the above quote that
any arbitrary cap applied across theeg;ard, no matter how
generous in the eyes of some, would "interfere with legitimate
business activif&." An arbitrary limit was not the solution
then and is not the solution now, Better control of taxpayers
+ho may abuse entertainment expense deductibility through
proper audit procedure was and still is the correct method of
handling this area.

Business is as opposed to abuse as the Administration
although this fact may seem lost on our government ofticials.
Those who file expense account fqrms for business expenses find
personal entertainment desires insufficient“justification for
a company's auditiqg department.

The weakness of the Administation's argument can be found
in the lengths they go to support these changes. After
conceding that "such abuses may be limited to a relatively small
number of taxpayers" they state that "they nevertheless under-
mine the public trust that is essential in a tax system based
on self assessment.” This concern for the public trust is found
again when the @Wocument states that "despite its smail revenue
effect, the proposal (to eliminate or limit business deduc-
tions) would be of significant assistance in restoring trust in
the tax system." ,

It is hard to believe that a change to curb limited abuses
which raises virtually no revenue will be a trust builder in the
eyes of the American public. Especially when these changes will

cause major disruptions to the lodging and foodservice indus-

try and force it to lay off many of its employees.
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It is ironic that the most persuasive summary statement on
the effectiveness of the current law and the disastrous impact
of a curtailment of these legitimate deductions was made by the

N
very man who now has set his seal of approval on these changes.

In a letter to the American Hotel & Motel Association dated
October 18, 1980, then candidate, and now President, Ronald
Reagan wrote:

"The tax law already disallows tax deductions for per-
sonal~type expenses as opposed to business expenses. The
business meal, business travel, etc. are an essential part of
competitive business in the United States. The tourism indus-
try, especially in its hotels, motels and restaurants, is one
of the country's largest employers. A curtailment of tax
deductions for business meals and travel would put thousands of
people out of work, and hurt every aspect of tourism - both big
business and small. I believe that present law properly
enforced can encourage business opportunities and restrict
abuses."

The President's complete letter is included as an appendix
to this testimony.

We too believe, with this statement of the President, that
nothing good can come from these changes and that the current
law contains the proper balance of freedom to business and
control to the government.

© JOBS

When a vital part of the service sector of the economy is
attacked, particularly the labor intensive lodging and food-
service sector, inevitably the loss must be measured in human
terhs, in those who must give up their jobs involuntarily.

The foocd and beverage area of hotel and motel operations
generates over $11 billion of the $33 billion total revenue of
the industry. 1In addition, business generates two-thirds of

total revenues in the lodging industry. 1In many locations it

is much higher, ranging in excess of 80 percent for facilities

kS
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which specialize in fulfilling e convention and business
meetings needs of America's workf ;rce. An informal survey by
our Association of such facilit es has been uniform in the

results obtained. It shows that any tax proposal which re-

stricts entertainment expensc ‘tions—would. have a very
serious impact on those prop: h are most deperdent on
convention and business mee f these properties are
the major employers in th .

We must all questior : suit of fairness and
sfmplicity should be soug tens of thousands of
jobs in our industry alo - :?;hehgloyment when
all industrieg are consid: it good are l’ower tax
rates to those who lose t :sult of tax reform?

The Hotel Employees ‘ . Employees Interna-
tional Union testified befc iays and Means Commit-
tee that a study commissione. . .howed that the business

meal cap proposal currently in t.. .esident's tax package will
cause a job loss of between 50,000 to 80,000. 1t seems clear
that a significant portion of these 80,000 jobs will be lost in
that foodservice segment of the lodging industry. Eliminffion
of all entertainment deductions, if applied to the convention
and banquet elements of our industry, could substantia11y>
increase those unemployment fiqures.

Even more important than the total number of jobs which
will be lost from these proposals is the people who will lose
their jobs. The lodging industry is one of the major employers
of people in entry level positions which require little ormno
previous skill orAexperience. In addition, the lodging in-
dustry has created in excess of 20,000 jobs annually in the past

few years. For some these jobs may prove to be starting poirts

~
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in a career; but for many of our service employees these jobs
may represent their only means of gainful employment.  If we
take jobs away from these people they have little expectation
of gaining other employment.
Revenue Impact

Reproduced below is that section of the President's pro-
posal which indicates the change in receipts predicted for the
business meal and entertainment revisions for the next five

fiscal years, stated in billions of dollars.

1986 1987 1988 198
Individual .3 .6 .7 .89 1930
Corporate -3 .6 .8 .9 l:O
Total .6 1.2 1.5 1.7 1.9

These figures are stated with no supporting data to
indicate how they were derived. This deprives us of the
opportunity to challenge the process which led to these figures
or to offer a different analysis.

It would seem to be a safe guess that the Administration
has made the most favorable assumptions it could in deriving
these revenue figures and yet it still has come up with
exceedingly low amounts of revenue gencrated. Revenue amounts
that are simply not worth the disruption which will be caused
by these tax changes.

Also, it is safe to assume that the Administration has
ignored the negative revenue impacts which will flow from these
proposals. It is undeniable that many hot2l1/motel employees
will lose their jobs as a result of this legislation. The first
to be laid off will be those with the least chance of obtaining
gainful employment rapidly. Tax dollars on their earnings will
cease to flow into the Federal Treasury and it the same time

expenditures for unemployment benefits ind other forms of
1
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public assistance will increase, ,In light of the tiny revenue
gain anticipated by the Administration, even a relatively minor
disruption in employment levels for these service employees>
will quickly reduce real revenue gains to zero, or even to a
negative figure, producing a net loss of revenue to the Treas-
ury. In addition, state and local tax revenues will be
diminished by a loss in lodging and foodservice sales,
Conclusion

In conclusion, we wish to state that the American Hotel &
Motel Association is opposed to any changes in the treatment of
entertainment and business meal expenses. If enacted, tpese

changes will increase unemployment in our industry while re-

*

turning little if any revenue to the Treasury. Instead, we call
on this Committee to control any abuse which may exist by
insisting on proper enfcrcement of the existing laws in this

area.

STATEMENT OF MOON LANDRIEU, CHAIRMAN, MAINSTREETS
) COALITION, WASHINGTON, DC

Mr. LanpriEU. Good morning, Senator. Thank you. My name is
Moon Landrieu, and I represent the MainStreets Coalition, and 1
thank you for the opportunity to present a perhaps broader but no
less important view with respect to the opposition;to this particular
provision. And Senator Long, I am very grateful for your presence,
sir.

Senator LonG. I would like very much to hear Secretary Lan-
drieu’s testimony.

" Mr. Lanbprieu. I went into politics, Senator, in 1960 and have
been working with cities since that time. I think many of us forget
what happened to America’s cities back then. Throughout the mid-
1960’s and early 1970’s, many of the cities of America were burn-
ing; and they were burning because people were frustrated over
many things—civil rights certainly, to be sure, but also because of
jobs and frustration, and of the general decay that was taking
place in America’s cities. And it took place for a number of rea-
sons, some of which were natural and some were inspired by Feder-
al policy. From a natural standpoint, cities were outgrowing their
boundaries, and industry swwas moving out into suburbia. Manufag
turing, which once was in the center city, was now finding itself in
cramped quarters and needing a new place to be more efficient. So,
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too, with wholesale functions and with warehouse functions. And
as we suffered the great disinvestment in America’s cities in the
1960’s’ and 1970’s, we wondered whether or not cities really had a
role any longer in this country. Those of us who were then manag-
ing the cities refused to believe that America’s cities did not have a
future. We couldn’t figure out an alternative, other than their ex-
istence. And so, we embarked upon a program of trying to convert
negative policies into positive policies; and every President since
that time—Presidents Kennedy, Johnson, Nixon, and Ford—with
model cities and community developments and general revenue
sharing and mass transit and sery development action grant and
historic credits gave the urbau governments tools they needed to
help rebuild the cities.

Another thing happened, and that is that, as those cities began
to rebuild, the private sector began to have faith once again in the
downtowns. And lo and behold, they replaced the smokestack in-
dustries with the entertainment industries. And today it is the
single fastest growing industry in the cities of America. Whether
you are in Pittsburgh or in Atlanta or in Seattle or in San Francis-
co or New Orleans or Chicago or New York, it makes no difference.
Every city that I have visited in the past 8 weeks is either building
or expanding ?gr convention center, building or expanding its air-
port. There aré new hotels being built, and new opera houses and
symphony halls; or if not new, at least restored theaters and opera
houses and symphony halls; all because they have come to recog-
nize that no other place in thig country can perform the kinds of
services that the center city performs. And yet, when Treasury 1
was introduced, it was so wrong-headed that, if that provision had
been enacted, placing a cap on all travel, business and otherwise,
that I predict to you that not another major hotel would have been
built in American cities. That is how wrong-headed that proposal
was. This one is not much better. i

It still attacks what today is the lifeblood of America’s cities; and
if it remains in the tax bill or if it is adopted, I predict to you, Sen-
ator, that not only will it have the impact the other gentlemen on
this panel have said, but you are aiso going to see the bloom taken
off of the new development and the rebirtk in America’s cities. It
unfortunately comes at a time when, pressed with great deficits,
Congress is looking at the reduction of general revenue sharing
and the elimination of community development, the reduction of
urban development action grants, and many other positive pro-
grams that gave this new development to America’s cities. There
may not be much that you can do about that. I know that you are
wrestling with that, but surely it makes very little sense, at.a time
when cities now have perhaps the capability even without those
programs to limp along. I am not so sure they will, but at least
they have got a fighting chance—to drive the last stake by now
putting them at an economic advantage and striking out at the one
new industry that is giving them some vitality. I thank you, Sena-
tor. 1 will be happy to answer any questions.

The CHAIRMAN. Mr. Secretary, thank you. .

[The prepared written testimcny of Mr. Landrieu follows:]
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Mr. Chairman and members of the committee, let me, first of all,
thank you for permitting me to testify here today on the subject of
tax reform. Specifically, my testimony will relate to proposals that
would limit or eliminate deductions for business meals and business

entertainment.

As chairman of the MainStreets Coalition, I have spent the past

! two and a half months traveling around the country. I've visited
nearly two dozen cities, as kind of a Paul Revere, meeting with a
variety of local members of our coalition -- convention bureau chiefs,
restaurant and hotel owners and workers, auditorium managers,
community boosters, local citizens active in the arts and municipal
officials. 1've been alerting them about these proposals vis-a-vis
business marketing entertairment that would, if enacted, impact
negatively on our cities and on the institutions -- lyric operas,

symphonies and sports teams -- that make them great.

The message 1've received, out there in the grass roots -- the
message that they asked me to bring back to you, here in\ﬁhshington,
was loud and clear: business entertaimment is good for cities and good

for business. Let's keep it that way.

7
N
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ﬁet so very long ago -- in the early seventies -- about the time
I became mayor of New Orleans, center cities across the country were
in a state of decline and decay. It seemed that just about everywhere
you looked, plant gates were closing and assembl); lines were shutting
down., Most mayors were grappling with shrinking tax revenues and
expanding unemployment. I can tell you, the outlook then wasn't too

. bright.

But city planners and business leaders in places like Minneapolis
and St. Louis, Pittsburgh and New Orleans didn't quit. Instead, they
mixed together roughly equal doses of imagination, innovat:ién, federal
and state assistance, and luck to came up with scamething called urban

renewal.

Block by block, landmarks were reclaimed, older buildings were
recycled and new buildings erected. In many cases, this renewal
was anchored by the construction of new hotels and restaurants,
clustered around centuries old landmarks such as Boston's Faneuil
Hall, and more recently, the South Street Seaport on New York's
waterfront, near the docks where Senator Moynihan once worked. The
point is that it was the hospitality industry that emerged, in what
many felt was the cities' darkest hour, to take up the economic slack
from dying smokestack and heavy industries. This same industry is the

one, which many now seek to penalize.
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To illustrate tHIs point more fully, just three weeks ago, at a
MainStreets Coalition meeting I attended in Pittsburgh, Joe Kane, who
runs the Hilton Hotel there pointed out that by 1990, the hospitality

\

business will be the Steel City's number one industry.

In fact, hospitality -- the visitors industry -- is absolutely
crucial today to most local economies. Just ask Stanley Hong,
President of the Hawaii Visitors Bureau, who says that conventions )
mean $300 million a year to Hawaii's $4 billion tourist industry.
Across the continent, in New York -- on Broadway, in Creenwich

Village, along Central Park South, at Madison Square Garden and Yankee

Stadium -- the industry is at least as crucial.

When 1 appeared with Mayor Andrew Young, in early September, in
Atlanta, .he was quick to point out that the visitors industry i.n
Atlanta is formidable. '"There are 188,916 jobs in Atlanta related to
the convention and tourist industry,” said Mayor Young. He added:

"That represents nearly a $1 billion payroll in our city."

In Tulsa, Don Raulie, who runs that city's convention bureau told

ne:
"$719 million is spent in Tulsa County each year by visitors
and conventioneers. That translates into nearly $15 million
in taxes for the state of Oklahoma and more than $11 million
more in taxes for Tulsa County."
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Though wor@ed samewhat differently, the messages fram Don o
DePorter and Arnie Morton in Chicago, Bill Giles and Tom Muldoon in
Philadelphia, Greg Ortale in Houston, Terry Forsberg in Omaha and
Hardy Smith down in Talladega, Alabama were much the same.

That is why I believe that this particular proposal is a
blueprint for disaster. It will cut the heart out of this industry,
put glose to 600,000 people out of work nationwide, do encrmous harm
to cities, and intrude on the manner in which businessmen market their

products and services.

But don't take my word alone on this. I refer you instead to
people like Regina Dyton, Vice President of the Hartford (Connecticut)
Urban League, who speaks eloquently on the need for entry level jobs
in cities:

"The restaurant, notel and entertainment industry represents
a great resource for the Urban League in terms of job
development...As we talk about job development for poor
people, there are thousands of people, within the city of
Hartford, who at present, have very very low educational
levels and limited skills. Entertainment and food
industries are the places where people can start...Basic
jobs where people can start will always be needed...
Thriving businesses are necessary for that to happen."

Jack Walsh, Executive Director of the St. Louis Convention and
Visitors Bureau adds:

"It (changes in the tax code) would have a devastating
impact in my opinion. I think it would cost St. Louis City
and County a tremendous number of jobs in the entry
level...The govermment would not think of taking the pipe
wrench away from the plumber, but they are concerned about
taking the business lunch or business dinner away from us as
a selling torl."
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Once again, on the question of jobs, Jim McCommick of Qakland,
Secretary-Treasurer of Local Two of the Hotel Bmployees and Restaurant
Foployees Union, writes:

“As a labor intensiVe business with scfong reliance on those
with...limited, entry level skills, any reduction in the
work force hits restaurant workers :specially hard because
they are not easily re-employed in other industries."

Buétressing these arguments, from the grass roots, is a study
from Chase Econometrics, the well-respected eccnomic forecasting fimm,
conducted for the National Restaurant Association. According to
Chase, business marketing meals, the type that would be capped under
the proposal, account for over one-fifth of restaurant sales
nationwide, If meal caps became a reality, Chase predicts that scme
580,000 people across the country would lose their jobs. This is due
to the greater élasticity of demand -- price sensitivity -- of the
business meal. The Treasury Department’s own Office of Tax 4nalysis
has indicated that for every one percent incregse in the price of

business meals, spending declines two to four percent.

What's more, such a move would cost the deficit-ridden federal
treasury $2.8 billion in its initial three years., This is
attributable to decreases in personal income and social security tax

receipts and an increase in transfer payments.
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Over the same period, embattled state and local govermments,
fighting to stave off elimination of state and local tax
deductibility, would fare poorly too. They'd lose $3.2 billion. This
despite the Administration's pledge and the Ways & Means Committee's

stated intention to seek "revenue neutrality" in tax reform.

So why do it? Why propose to end these deductions if the effort
will add no revenue to the federal coffers, even as we face this
seemingly insummountable deficit problem. Well, my best guess is that
it adds something of a populist tone to the overall tax reform
package. 1 only wonder if we can afford this kind of shallow so-
-called populism if it costs this many jobs and forfeits so much urban

progress.

Now since statistics tell only part of the story here, it would
seen that a dose of good old-fashioned horse sense, from my old friend
and your colleague on this panel, Senator Russell Long -- who I might
add comes from a long tradition of populism -- is appropriate. Back
in 1978, when the Carter Administration proposed to eliminate
deductibility for business meals and entertaimment, Senator Long
observed that: "Entertainment is to sales what fertilizer is to
agriculture. It increases the yield." That comment I think,
underscores an important philosophical question at stake here.
Shouldn't businesses be allowed to determine how best to market their
products, without interference? President Reagan thinks so -- or used

to.
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In 1980, candidate Reagan wrote:
"The business meal, business travel, etc. are an essential
part of competitive business in the United States ... I
believe that the present law, properly enforced, can
encourage business opportunities and restrict abuses.
Merely 18 days ago, President Reagan, underscoring the vital role
of vigorously expanding service industries, acknowledged, at his news
conference, that while we have lost 1.6 millicn manufacturing jobs ) 4

T
since 1979, "we've added 9 million new jobs in the travel and service

industries."

Across America, people and organizations that recognize the
impact of our tax laws on the continued viability of our cities, are
joining us as members of the MainStreets Coalition. They are equally
concerned about™ these fundamental changes in the way the tax code
would treat business. They include: The American Society of
Asscciation Executives, Tne Convention Liaison Council, The Hotel &
Restaurant Employee International Union, The International Association
of Auditorium Managers, The International Association of Conventiocn
and Visitors Bureaus, The National Clubs Association, The National
Motorsports Committee, The National Restaurant Association, Owned and

Operated Holiday Inns, and The Washington Performing Arts Sc;ciety.

My gut feeling, and the sentiment of MainStreets, is that the
real issue here is, and has always been, jobs and economic development

in cities.
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Gentlemen of the Senate, I know that most of you here today are
as_concerned about the future of our cities -- our treasured public
objects -- as am I. [ ask only that you not act in haste, and that

you look beyond superficialities.

As you deliberate, in the weeks ahead, over the shape and the
thrust of tax reform, I hope that you will take the time, before you
act, to consider long and hard how any new law will affect what is at

present, the bright future of America's cities.
.

The CHAIRMAN. Gentlemen, as you are aware, so long as this is a
representative form of government, by and large Congress will
eventually reflect public opinion. It may lag a bit. I think our
founders may have intended that; but if there is a perception in
the public, and that perception rightly or wrongly exists for a long
period of time, Congress will finally reflect that perception. Tell
me, what do you say to the logger at a coffee shack who asks: How
come those guys can buy a $100 meal and the Government picks up
half the cost of it, when all I can do is take a half an hour for
lunch and I can’t deduct it? What answer do you give them?

Mr. Fisuer. I think the answer that has to come forward, and
you are really getting to the nub of the issue, I think, with the per-
sonal consumption aspect, is that there is business risk and there is
gersonal effort involved. Any individual who puts capital at risk

as the availability under current law to deduct his marketing ex-
penses, and this is one avenue in which you can do it.

The CHAIRMAN. Let me slow you up again. Phrase the answer in
language I should use with that logger.

Mr. FisHER. The answer is that——

The CHAIRMAN. So that the logger understands the answer.

Mr. FisHeEr. That the business tools that are available to the
business. person creates employment, and that the logger has his
job because business is being generated throughout the country by
using this mechanism.

The CHAIRMAN. And it can’t be generated without the deduction
of a $100 meal?

Mr. FisHEr. Not to the same degree. The marketing meal is a
valuable promotional tool. Without it, the business losses would be
greater than the revenue gain that would come through taxes.

Mr. SALoMONE. If I may attempt to answer that question, Mr.
Chairman, I am in the hotel business. I have lived in hotels, and I
am in hotels every day; and I frequent the dining rooms of hotels.
And I know the occupancy of hotels, that is, 22 percent in some
cities is international travel. They are not all tourists. They are
business feople. And I sit in my hotel dining rooms and I watch a
table of Japanese or Swiss or German businessmen—-all selling the
same product. They all are entertaining, and I do not think that
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our American Government can permit our business people to be
handicap and to be restricted to the equivalent of a ham sand-
wich while our competitor is selling the same product and creating
jobs in his country, while those jobs are needed here; I think Sena-
tor Long put it well during the infamous “three-martini”’ battle,
when he says the business meal is basically the same as fertilizer is
to agriculture. It keeps it growing, and that is the whole idea of the
business meal.

The CHAIRMAN. It increases business like fertilizer?

Mr. Sar.oMONE. Something like that, sir. [Laughter.]

But I am very serious aboui it. To me, it would send our business
g:ople into the world terribly handicapped, with one arm tied

hind their back. I think that truck driver who complained at one
time that he could not buy a ham sandwich whilé someone was
dining in “21” ought to be thankful that that person is hustling
day and night to create new industry and new jobs; and that is the
crux of the whole problem. You are seriously going to handicap the
American enterprise system. Now, there is certain abuse; and
again, I repeat, if there is abuse, hire 10,000 more IRS agents and
get them out there auditing. We would certainly welcome that.

The CHAIRMAN. Well, I am not sure you would. [Laughter.]

Mr. SALoMONE. Representative Rostenkowski said that years ago
in the Ways and Means Committee, and I smiled back. And I said I
am about half right, but that is the name of the game. The laws
are there, and I think they should be enforced if there is abuse.

The CHAIRMAN. Again, I am interested with what the public per-
ceives. When they see an expensive commercial on television, they
are unaware of what it costs to produee that commercial. I have
some sense of what they cost, having to have some produced in po-
litical campaigns. But the public when they see a beer ad or a
really well done, tasteful ad, not many understand that millions go
into the cost of production. So, when you use the argument that
businesses advertise, the public cannot imagine that advertising is
as costly as it is. So, whether a business chooses to p%y $100,000 to
produce an ad or $200,000 and produce an ad at a Cadillac price
instead of a Chevrolet price—and I analogize that as a $20 dinner
versus a $50 dinner—they don’t see that difference. They do see
the difference in the cost of a meal because all of us have paid for
meals. It is not that I don’t sympathize with you, but I don’t find
the answers you have given will wash with the general public. And
eventually, if they don’t wash, then these deductions will be gone. I
wish I could give you a better answer, but I understand how even-
- tually responsive we are to grassroots public opinion. Senator Long.
Senator Lond. T would like to hear what Mayor Landrieu has to

88V i
‘ r. LANDRIEU. Senator, I am not unmindful of how difficult it is
to take this one provision -and submit it to a public referendum, but
certainly that would be true of most issues in the tax bill. Part of
the reason for the reform is that it is complicated, and of course,
the public at times misunderstands the nature of the provisions.
You would ‘have the same response from the public if you talked
abg&xt oil and gas depletion allowances or certain other historic
credits. :

Senator Lona. Capital gains for timber.



53

Mr. LaNDRIEU. Capital gains for timber. [Laughter.] :

Interest on homes. How do you explain to the renter that they
perhaps, being in a lower economic class or of less income, do not
get the interest deduction on their living quarters, as for those who
are able to live in a $300,000 and $500,000 house? There areall
kinds of problems within this tax garden, but when you start to
hack at the weeds, let's understand how the garden grew. There is
an economic symmetry out there. There is a competitive world in
which we have to exist. And simply because there is at least a feel-
ing against the three martini lunch, which has been lampooned
and kind of po'ﬁtlxlarized, this is seen as the way the businessman
does business. There is no reason to hack away at what has been a
legitimate time-honored business tool in a free society. There are
many societies that wish that you didn’t have a choice, that there
is only one product; and therefore, we save all of the money that is
spent in advertising. I watched the news on NBC last night, and
they paid some $300 to $500 million to bring to ‘America the Olym-
pics—a nice price tag that might be saved if we weren’t competing
against one another, but the very nature of our economy is that we
do have a free competitive system and we want competitive prod-
ucts. And conversely, given that as a basis, the businessman then
competes for the business out there with the best tools that he has
at hand. And to many people, the best tool they have is the eye-to-
eye contact, the establishment of a relationship which can only be
done on a person-to-person basis and not througgx the yellow pages
or through national advertising on television. So, I agree with you
that it is a difficult problem to answer, but that doesn’t mean it is
not a solid business approach.

Senator LoNG. For your information, the mail I have received on
this subject is running 350 to 1 in your favor. That indicates that
the people who understand the issue and are concerned about it
are overwhelmingly for you. Legitimate entertaining is an expense
of a salesman or someone who is trying to close a contract for his
business. I don’t think that it is fair to judge a legitimate expense
item based on the og\inion of somebody who doesn’t know anything
about it, who never had the problem, and who would insist that his
own problem be given proper consideration. I have been voting on
this matter for many years. I have found that the side with which I
have been voting, which happens to be your side, has all the best
politics with it. Of course, to ensure that you have the best politics,
g'u have to remind the restaurant owners of what is at stake.
- Every time you go into a restaurant, remind the owner that some-

body up ‘here tried to say that you shouldn’t be able to deduct the
expense of entertaining in his restaurant. Some years back we did
something under President Kennedy that adversely affected the
restauriiig.

Mr. SaLoMoNE. I believe they requested a receipt for anything
over $25. That was in 1963, and it caused a wobble in the industry
and layoffs.

Senator LoNG. It created a lot of unhapginess among people in
the restaurant business and it hurt their business. Subsequent to
that, we have had this matter up time and again. There is one
point that hasn’t been made here that I think ought to be consid-
ered. New Orleans is going to have restaurants—good restau-
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rants—downtown. If some close, there will be others available, no
matter what we do with this bill. However, there are many small
towns and cities where the average middle income family can’t
afford to be a member of the country club. Suppose that family
wanted to celebrate something—when grandma and grandpa have
their 50th anniversary, a significant family event, entertaining the
elder member of the family. They want to do something real nice.
It is not deductible, and nobody claims it is or should be. But a nice
restaurant in a nice community can’t stay open without day-to-day
business. If you are going to increase by 50 percent or double the
expense of someone entertaining in restaurants, that is going to
close a-great number of them. There will be many little towns and
small cities that don’t have a nice place where you can take any-
bod{( A nice restaurant is an important asset to a small communi-
ty. You know so well yourself, Mr. Landrieu, from your experience
in Louisiana and around the Nation that many small cities don’t
have more than one nice place to go. If they don’t have some regu-
lar business—somebody who can deduct it as an entertainment ex-
pense—they can’t keep their doors open.

Mr. LANDRIEU. Senator, you know, that is so true. All of us tend
to look at things from a different perspective; and of course, I have

.been dealing with the major cities. Your story reminds me that
when I was Secretary of HUD, we received an application from a
small—a very small—town for a Dairy Queen. You know, we think
in terms of hotels and convention centers and office buildings. So, I
met with him, and I said you know it is highly unusual—a very
small grant—I think it was $200,000 or something. He said: “Mr.
Secretary, you couldn’t do anything better for our town.” He said:
“Our ki ave no place to go after hours, and that Dairy Queen
will be the biggest and most important social gathering place in
our town.” And we did fund it, obviously, because it was important
to that city. And I think you make a very valid peint, even outside
of the large cities. I have bezen fearful of what has happened, Mr.
Chairman, to the downtowns of America’s cities and we are just
watching them come back now. To kill that off just out of a sense
of mistaken pogularity of some concept, I just think is dead wrong.
I don’t know that we can give you the best answer, but those are _
the best ones that I have. '

Mr. SALOMONE. May I take you back just a little bit, too, on the
dangers of what we are speaking about in respect to hotels and the
effect on community; that is, Dairy Queen. There are many, many
small towns throughout America whose one, single industry is a
hotel. And I am not going to talk about the Greenbriers or the
Homesteads or the French Licks or the rest of them, but if that
hotel—and incidentally, of those hotels, we have determined that
probably 87 percent of their total business comes out of the conven-
tions, meetings, and conferences. So, if you dare tamper with that,
you are going to close down many small towns across America; lit-
erally. I want to talk just a bit about a hotels sensitivity. Hotels
are marginal to a great extent. We don’t know and we can’t tell
you next week what the occupancy is going to be in most hotels in
this country. We are not like an office building where they sign up
a nice lease—10-year lease, 20-year lease. They escalate all your
costs on through. When everybody goes home, the office building
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closes down at 5 p.m. Hotels of this Nation operate 7 days a week,
24 hours a day. They have to be there. The most perishable item in
the world is a hotel room. If it is not sold tonight, it is never going
to be sold, like an airline seat or like a restaurant seat if it is not
used. So, you are putting us in jeopardy. And I will tell you exactly
what is going to happen throughout this hotel industry. You are
going to put a lot of them out of business because they are very
marginal right now. In respect to restaurants, if you diminish the
entertainment, the banqueting income of their hotels, you are
going to even force these into bankruptcy. The industry will re-
spond very quickly, and I am talking about restaurants in hotels
and I am now talking about employment of people. We will very
-quickly start to close down our restaurants and try to lease them
out to a bank or to some retail usage. So, this “reform” is going to
have a tremendous effect across America and in the hotel industry.
Now, if you affect the hotel occupancy in every city and in every
county, you are going to affect the airlines flying in, the number of
seats they sell. You are going to affect the taxi industry. You are
going to affect the street vendors. You are going to affect the retail
sales. So, it will ripple right on through. And I need not tell every-
one here what tourism means and the fact that every city of Amer-
ica and every small town is now building a convention center in
order to attraci more conventions. So, you are at the threshold, if
you are not careful, of destroying something that is great. I want to
fo just a little bit further, and I see the red light is on. America is

osing its share of market; that is, in tourism. We now have gate-
way committees formed. All you have to do is check with the Com-
merce Department and the U.S. Travel and Tourism Administra-
tion because there are so many other viable places throughout the
world to visit that America no longer has the monopoly it once had
on tourisn. Gentlemen, I thank you. :

The CHAIRMAN. Gentlemen, no other questions. Thank you very
much. Now, if we might move onto a panel of Louis Susman, Abe
Pollin, Richard Dull, if he is here, and if not, Phillip Hochberg,
Joseph Noll, and Lee Seidler. Gentlemen, go right ahead. I might
say a word about Mr. Pollin. I am not even a resident of this town,
but just as one who occasionally passes through here in my busi-
ness occupation, let me say I very much appreciate what Mr. Pollin
has done for this town. I think you have done it in a very gentle-
manly and very honest fashion.

Mr. PoLLiN. Thank you, Senator.

The CHAIRMAN. Mr. Susman.

STATEMENT OF LOUIS B. SUSMAN, GENERAL COUNSEL, ST. LOUIS
CARDINALS, ST. LOUIS, MO; ON BEHALF OF MAJOR LEAGUE
BASEBALL

Mr. SusmaN. Thank you. Mr. Chairman, my name is Louis
Susman. I am a member of the executive committee and general
council of the St. Louis Baseball Cardinals, and I am appearing
today on behalf of major league baseball. I don’t know if I will be a
better witness, but I am a happier witness today than I might have
been yesterday. [L.aughter.]

The CHAIRMAN. But you are not an absolutely secure witness yet.
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Mr. SusmaN. Very insecure. It is our understanding that the pur-
pose of this proposed tax reform legislation is to create a fairer, a
simpler, and a revenue neutral bill to benefit the American taxpay-
er. Mr. Chairman, this bill, major league baseball believes, the pro-
posals that we have seen, does not meet the fairness test, is not
simple, and becomes a revenue negative. In reverse order. Accord-
ing to studies—we all have studies—the Wharton School—all of
sports of a professional nature, the four major sports, could lose in
tax revenue for the Treasury $1.7 billion. In addition to that, if you
include all the tickets that are bouﬁht at the University of Oregon,
boosters for football games and basketball games and all the profes-
sional and amateur sports, it could be as hi%fx as $2.5 billion. I
might add, and I think this is important, that the Treasury Depart-
ment has stated that they might, and I am quoting, “be able to jus-
tify $300 million a year in additional revenue by the groposed
change in all the business entertainment deductions.” But they
lack supporting data to sustain that. The difficulty in the simplici-
ty of .a government enforcing business judgments on what would be
an appropriate form of business entertainment and recordkeepin,g
that would be required isn’t going te simplify the Tax Code, isn’t
going to simplify your tax return and my tax return, but compli-
‘cate it. How are we going to divide the costs of that hot dog and
that soda? That is what could be required. And last but not least is
really the issue of fairness. In the event the deduction is eliminat-
ed, now Mr. Chairman, you and all Members of Congress should
know, ticket prices will be increased and will become more expen-
sive for the middle and lower income earner, as well as depriving
corporations from using tickets for employees. And I know in my
city many of those employees wait for that night that they might
go because what will happen is that corporations will cut down on
the number of tickets that the{ buy. Abuse. Are we abusive? Is this
excess spending? I don’t think so. Business purchases of baseball
tickets are by no means excess businesses’ spending and is mainly
a commitment to support a valuable franchise of a community. My

ood friend, Senator Long, left here. I don’t believe that they can
iterally get a baseball team in New Orleans without corporate
business support in the buging of tickets, and what that means to
every town, including Washington, DC. Mr. Chairman, the average
ticket price is $6.67. We go from $1.50 up to $9.75. All I can say is
that ticket prices will increase close to 38 percent; 43 percent of all
baseball ticket sales, including 81 percent—81 percent—of season
ticket sales, are bought by corporations. Increasing ticket prices
- will be inevitable, having the ironic impact of causing baseball to
raise ticket prices for the family fan, the very person we are tryin
to help. Last but not least is the impact on cities and municipa
authorities. It would be severe in that stadium rental, which is usu-
ally dependent upon attendance, would result in a shift of the cost
of the tax base, penalizing the average taxpayer instead of the
user. In conclusion, the way I see it—and Senator Loni made gn
interesting point about the fact that those tickets which corpora-
tions are buying are subsidizing in many ways the lower priced
ticket. As I said, in conclusion, we are not talking about yachts and
eating caviar or abusive real estate shelters. We share no hue and
cry from the blue-collar worker, the logger next door, saying gee
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whiz, Mr. Fat Cat sitting next to me at a ball game. It is going to
be negative revenue. It is not going to be simple, and I guarantee
you, it is not going to help the people that we perceive are crying
out for help in tax reform. I am honored to be here. Thank you.
The CHAIRMAN. Thank you. Mr. Pollin, as I understand, you are
representing basketball, hockey, and football today. Is that right?
Mr. PoLLIN. Yes, sir.
[The prepared written statement of Mr. Susman follows:]
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- STATEMENT
OF MAJOR LEAGUE BASERALL

October 4, 1985

v

Major League Baseball registers-the strongest possible
objection to the President's proposal to denyiincome tax deductions
for the purchase by businesses of sports tickets. The proposal is
advanced by the President on grounds of economic efficiency and tax
equity. The facts and reascnable analysis demonstrate, however,
that the purchase of tickets to baseball games by businesses serves
legitimate business purposes and is not subject to tax law abuse.
Moreover, elimination of the tax deduction would have devastating
econcmic effects in Baseball; would not result in greater
availability or lower ticket prices for non-business purchasers;
would likely raise ticket prices for the family fan; and would have
serious revenue consequences for cities and municipalities. .

Effect of President's Proposal

In order to measure the impact of the President's-proposal, we
have surveyed each of our Major League Clubs. We have asked the
accounting firm of Ernst & Whinney to campile the results and '

perform certain numerical and sensitivity analyses. Attached to



60

this statement as Exhibit A" is the Ernst & Whinney report, which
in large measure serves as the basis for the arguments and
conclusions set forth herein. The Ernst & Whinney report supports

the following:

FIRST, business purchases of baseball tickets are by no means
"excessive" business spending. The average ticket price paid by
business purchasers in 1984, the last year for which we have final
figures, was only about $6.67. Baseball tickets were available in
1984 in the United States at prices ranging from $1.50 to $9.00, and
in 1985 fram $1.50 to $9.75. Season tickets in 1984 averaged less
than $500 and season tickets purchased by businesses about $540. It
is clear that an expenditure for baseball tickets does not
constitute an extravagant or unseemly business expense. Many
businesses purchase tickets to sporting events because of their
strong comitment of community support for their teams. Community
support is scmething M.;jor League Baseball very much wants to
encourage. Tickets are used as incentives for employees and for
business promoticns or relations with custamers. All of these are

legitimate and fully appropriate business purposes.

SECOND, our Clubs estimate that over 19 million tickets were
sold in 1984 to businesses. This constituted approximately 43% of
all baseball ticket sales (including 81% of our season ticket sales)
and 46% of total baseball ticket revenue. The President's proposal

to deny business entertainment deductions would put in jeopardy the
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$128 million in baseball ticket revenue and $48 million of
concession revenue generated by businesses. This $176 million total
equals nearly 30% of 1984 revenues. The average potential revenue
loss per Club could equal as much as a staggering $6 million in an
industry in which most Clubs already lose money and average only

about $24 million in total revenue. -

THIRD, Baseball Clubs cannot afford to lose all or even a
portion of such substantial revenues and stay in business. Lost
business season ticket sales would be very difficult to replace. In
total, Baseball Clubs suffered losses of more than $28 millicn in
1984, and only six of the twenty-six Clubs had profits. Our
projections through 1988 show ever increasing losses for Baseball
despite significantly growing revenues. These projections of course
assume that business purchases will continue unabated. If the
President's proposal is enacted, the decrease in revenues from
business purchases would 1ikeély turnh each of our few profitable
Clubs into a losing Club. Clubs presently losing money might find

it impossible to operate.

FOURTH, Baseball Clubs have high fixed expenses and would be
forced to attempt to recoup lost business ticket revenues in the
form of increased ticket prices. If even a portion of business
purchases were lost, Clubs would be fbrced to increase ticket prices
to make up the margin. For example, the replacement of a 60%

decrease in business ticket revenue requires a ticket price

55-631 0 - 86 - 3
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increase of approximately 37%. (See Table 4 of the Ernst & Whirn.ey
report attached hereto as Exhibit "A".) Thus, this proposal would
have the ironic impact of forcing Baseball to significantly raise
ticket prices for the family fan, al_though part of the ration;ale for
the President's proposal is to bring greater equity to that fan.
Baseball has taken pride in its efforts to keep our ticket prices
such that every American family can enjoy a day at the ballpark. A
change in the tax laws shculd not force us to change our pricing or

place a greater financial burden on our fans.

FIFTH, the impact on cities and municipal authorities would be
severe, Stadium rental is usually dependent upon attendance
revenues. Concession and parking revenues retained by city
authorities are also a direct function of attendance. Our Clubs
estimate that 45% of the total ticket sales tax they collect is
generated by business purchases. Moreover, if same of our Clubs are

unable to survive the loss of revenues from business ticket

purchases, municipally-owned stadiums could stand unused.

These facts lead us to the inescapable conclusion that the
President's proposal to deny deductions for sports tickets should be
rejected. Present law and IRS requlations provide adequate
protection against excessive or unwarranted expenditures that are
not properly deductible. The case cannot be made in either the name
of efficiency or equity to deny business tax deductions for tickets

to sports events:
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Baseball Econamics

It is beyond question.that the President's proposal comes at a ‘ v
most critical time for Bas;eball. Financial operating results show ’
that the industry faces serious econamic difficulties. Our Clubs
have suffered staggering econamic losses that will only be P
campounded if the President's proposal is enacted. Attached to this
statement as Exhibits "B" and "C" are sw@ies of Baseball's
econamic position. As shown, our current projections report losses
from Baseball operations growing from $29 million in 1985 to $86
million by 1988.

An analysis of Baseball's finances also clearly demonstrates
that attracting fans to the ballpark is crucial to the economic
survival of the sport. While national and regional broadcast
revenues account for a portion of each Club's incame, the fan in the
ballpark accounts for most of Baseball's total revenue. In 1984,
approximately 54% of Baseball's total revenue came from ticket,
concession and parking sales. While broadcast revenues are
presently growing, it is by no means certain that they will be
sustained at current levels, much less grow as we head into the
1990's. Thus, any proposal which would tend to lower ticket sales

is a potential death blow to ocur industry.
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A closer look at cur attendance demonstrates that the
7President's concerns of efficiency and equity will not be improved
by disallowing deductions for baseball tickets. First, baseball
tickets are moderately priced. The Ernst & Whinney analysis shows
that in 1984 the average business ticket purchaser paid
approximately $6.67 per ticket or $540 for all 81 hcme games. That
same business purchaser spent approximately $2,50 for parking and at
concession stands while at the park. Thus, the average business
consumer spends less than $10 per game for admission and concession
purposes, an amount which is not extravagant. Moreover, prices at
the ballpark are hardly conducive to the type of artificially high
entertainment expenditures the President seeks to curtail. The
primary bill of fare has been and will remain nothing more elegant

than a hot dog and a cold drink.

Second, ticket prices are not going to decline if business
purchases are no longer made. Indeed, the reverse is the more
likely case. To start, as noted above, Baseball tickets are very
moderately priced. Indeed, in 1985 the average ticket price is
$6.21 and in most parks one ean gain admission for $3.00 or less.
Our prices are set well in advance of the season and once set are
rnot changed. Consider also that notwithstanding record attendance
years of late, Major League Baseball plays to only about 42% of
total capacity. In 1984 Major League Baseball averaged about 22,050

in attendance per openm-g with an average seating capacity per park
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in excess of 52,000, Lastly, each Major Leagque Baseball Club is
faced with fixed costs totally unrelated to its patronage which will
have to be met through existing sources of revenue. These factors
— low ticket prices, excess capacity and high fixed costs -- all
point in the direction of higher ticket prices for remaining fans if
any significant number of business patrons no longer buys baseball

tickets.

Effects Beyond Baseball

Baseball's economic effects are felt far beyornd the four
corners of each Club's operating statement. Our Clubs employ
thousands of citizens, pay taxes, attract visitors and otherwise
make significant contributions to the social and econamic fabric of
the communities in which they play. Our analysis shows that over
$11 million in sales taxes were paid to municipalities by virtue of
our business customers in 1984. This badly needed source of revenue
is seriously threatened by the President's proposal. Cities and
states can ill afford to lose any of the direct or indirect

financial benefits a solid Major Leagque franchise brings.

Already, the United States Congress finds itself concerned with
the relocation of sports franchises and the problems it perceives
when sports teams move to new locales., Baseball is in favor of
franchise stability-but the enactment of the President's proposal

could only aggravate our financial situation, putting additional
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pressure on Clubs to consider moves in order to provide for their
econamic survival. This is an additional burden Baseball Clubs and

their cities should not have to suffer.

Conclusion

The President's proposal would have a disastrous effect on
Major League Baseball. It would deny an otherwise appropriate
business deduction for tickets to sports events and impose a severe
econcmic burden not only on Major League Baseball but also on the
communities in which we do business, with little correlatiwve gains.

We urge that the proposal be rejected.
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EXHIBIT "A"
El'nSt &Whlnney 153 East 53rd Street
: New York, New York 10022
212/888-9100

april 1, 1985 .

Mr. Peter V. Ueberroth
Commisgioner of Baseball
350 Park Avenue

New York, uv 10Uzl

i

Dear Commissioner Ueberroth:
We are pleased to present the results of our study evaiuating the
potential impact on the Major League Baseball clubs of the proposed
elimination of the long-standing deduction for the business-related
purchase of tickets to sporting events. The report is divided in
sections as follows: scope of the study, approach, findings and an

appendix with exhibits presencing the detail of data used in the analysis._

SCOPE OF OUR STUDY

The scope of our study included the following:

1. Compilation and analysis of the 1984 ticket sales 1nformation
as provided by the respon;es to the questionnaire that the
Office of the Commissioner of Major League Baseball (Baseball)’
sent. to the 26 Major League clubs, and follow-up by telephone

to individual clubs as required for clarification of responses.
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2. Completion of a sensitivity analysis demonstrating the
potential impact on ticket sales and ticket prices
if all or 3 porticn of Major League Baseball's business-

related purchases were lost.

APTRCACH
We compiled the responses to the questicnnaire that was sent to the

¢lubs in a computer model that was used to analyze the information.

Once all information was entered on a consistent basis, we performed
calculations with the computer model to demonstrate the impact on overall
ticket receipts, ticket prices, concession and other non-ticket receipts,

and sales tax receipts of losses of various levels of business ticket

sales.

We compiled the results of these calculations in tables which show the
ticket volume, price and revenue information by ticket type and total and

concession and sales tax revenue information.

FINDINGS .
Table 1 shows the total paid attendance for 1984 as provided by the 26
Major League clubs and a breakdown of season tickets, partial plan

and single game tickets as estimated by the clubs.
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Table 2 demonstrates that the great majority of season tickets =--
approximately 81% -- are purchased for business purposes. These season
tickets, by themselves, account for over one-fourth of Major League

Baseball tickets sold.

In addition, clubs estimate that about 48% of all partial seasoa tickets
and 20% of single-game tickets are purchased for business purposes. Thus,
as the table ahnue oanmwnximarely 43% of Major League ticket pu.chases

could be affected by the Treasury Department's tax proposal.

[y
Business purchasers account for an even larger share of revenues than

the attendance figures would suggest because thev tend to purchase slightly
higher priced s;ats. As is shown in Table 3, the clubs estimate that the
aggregate amount of ticket revenues from business purchasers was approximately
$128,089,000 or about 46% of total purchases of $278,831,000 compared to

the 43% of total number of tickets. L

Table 3 also shows that the clubs estimate gha: business purchases

account for approximately 42 percent of revenues from concessions,

programs, parking, and similar items. Although some clubs receive less than
the entire amount of these revenues, the potential losses obviously would be
substantial and would be suffered by a combination of the Baseball clubs

and other private or municipal agencies. Similarly, the clubs estimate

that 45% of total sales tax revenues from Baseball ticket sales are

from business-related purchases.

Table 4 summarizes the impact of losses in business-related ticket volume

of 60%, 80% and 100% on various categories compared to 1984 reported

1/ Ticket receipts do not include charges for luxury or skyboxes, but
do include normal admission charges for access to the boxes.
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figures for those categories for the 24 U.S. clubs which would be

subject to changes in federal tax regulatiéns. For example, a decrease

in 60% of ticket sales for business-related purposes in 1984 would have
resulted in a 277 decrease in total ticket revenue for U.S. clubs from
$259,637,000 to $188,887,000. Total loss of ticket sales for business
purposes would have reduced total revenues for U.S. clubs to $141,720,000,

a decrease of 45X in revenues.

Table 4 includes the average doilar amount per capita received by

Baseball (i.e., exclusive of sales tax) for all tickets as reported for
1984 and the average per capita amount required for non-business tickets
(exclusive of sales tax) in order to maintain total 1984 ticket revenues
for the 24 U.S. clubs assuring various levels of lost business-related
ticket purchases. For example, a 100% drob in business-related purchases
would have required the average 1984 per capita ticket amount sithout

tax to rise from $6.33 to $11.08 to compensate for the loss. In reality,
the amount would have to increase more because some volume of non-business-
related purchases would be lost as a result of price increases. Moreover,
the average ticket amount for non-business-related purchasers as reported
for U.S. clubs was $6.05--or 28 cents lower than the average including
business~related purchases--thus adding to the amount of the price increase

required to compensate for lcst business-related revenues.

To summarize, the studv that we performed indicates that the elimination
of A federal income tax deduction for the business~related purchase of tickets
to sporting events could have a substantial negative impact on Baseball's

ticket revenues. Business-related purchases account for- 46%L of Baseball's
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ticket revenues and cver BOZ of all season tickets purchased. The extent of
the impact on total ticket revenues is, of course, dependent upon the
amount ~f business-related ticket purchases lost and the sensitivity of

tne non-business-related customers to any changes in ticket prices

caused by lost revenuss. The magnitude of the potenélal harmful effects
could be very significant.

Very truly yours,

‘6‘4‘«.«&#%/4«-4‘7_




tABIE
MA WM | EAGUE BASEBALL
TOIAL TieKRTS BY CIHE AND CATRLOKY

L48e SEASON (1)

Seasun ncnu(z)) Partial-Plan Ti:kets(3) Stogle Game Tickers('}
L4 D S
lutal Paly ot Total of Total of Total
JN ¥ 1" S I ce(2) _ Number Attendance Number Attendance Number Attendance
1. Atlante 1,724,892 320,656 21,51 77,536 4.4 1,276,700 7%.0%
2 Lhicago (ML) 2,104,209 181,440 8.6z 149,29 7.1 1,773,483 84.)
3 Cinclouetd 1,275,887 177,834 61.0 14,184 t.1 481,809 1.9
4. Houaton 1,229,862 625,945 35.0 13,4064 jia &17,43%3 3.9
3. lus Angelew 3,134,824 2,162,700 69.0 ] WA 922,124 3.0
o, Mumtiesl (1.5 $) (%) 1,600,541 ¥10,3%9  %6.2 56,000 1.5 640,172 39.8
/. New Yook (ML) 1,842,695 447,440 24.3 92,696 2.0 1,302,5%9  70.7
B, Phitedelphie . 2,062,693 635,120 30,8 800, 25% 3.8 627,118 30.4
Y. Plttshaigh 173,300 216,872 41.0 79,075 1.2 372,551 48.8
10, 80 fouls 2,037,448 699,672 34,3 24,512 1.2 1,203,266 6A.0
11, Son Ulego 1,983,904 272,640 11.7 482,070 25.3 1,229,194 62.0
12, San beencimu 1,008,545 195,156 19.5 276,861 2.6 329,528 52.9
13, Baltfwote 2,645,784 © 834,320 32.0 276,324 185 1,115,140 4.5 -3
14, Bowtun 1,661,618 41,000 24.1 325,000 22.¢6 865,618 33.3 N
15, welttornia 2,402,997 1,400,247 38.3 20,800 LY 981,950 40.9
Ib.  hicago (AL 2,136,988 €65,000 Q.1 285,000 3.3 1,186,988 5.5
17, tleveland 734,07y 124,394 6.9 20,100 2.7 989,565 80.3
18, batrost 4,104, 79« 341,924 12.6 77,112 2.9 2,285,258 84.5
19, Kansan Ully 1,810,018 950, 000 52,5 o N/a 860,018 42.5
20, Hitwawkee 1,608, 50% QN0 27 41,268 2.6 1,132,041 70.4
21 Mimwesote 1,598,322 180,954 11.3 25,256 1.6 1,392,212 87.1
22, New Yurk (AL) 1,821,815 732,159 40.2 233,252 12.8 856, 404 41.0
23 Uaklang 1,353,281 224,830 16.6 102,261 7.6 1,026,138 75.8
24, beattie 820,372 205,092 23,6 4,160 0.3 61,120 6.6 '
25, Tenus 1,102,471 454,129 41.2 1,250 0.1 646,892 58.7
26 Toronte (6.5, 3) (5) ZIIIQ‘Q_QQ 728,000 345 g N/A 1,382,009 65.%
IUTAL ALL LS 4,009,000 19,043,333 QL8R 000,734 821 23,933,000 b0t
.
()-~labien 1 tinough 3 fuclude the totals fur the two Canodian clubs (4)--Siogle gome ticket totals were provided by clubs. la
10 vrder te retlect totals for all ot Major league Basebsil. llwever, canes where the sum of season tickets plus partial game
the anslysic sumassized in Table 4 tncludes vnly the 24 U.S. cluby tickets plus mingle game Cickets wuw greater than total
wider the axsumption (hat the Canadian clubs wonld not be atfected paid attendance, ningle gome tickets were reduced under
Ly the propused chsnge tn UL, Tex regulations. the assumption thet eingle gume tivkets as reported included
unpald attendecs while season and partisl plan tickets
{2)--From records mupplied by UIfice of the Comminsloner. were paid.
(3)--Ax Keported by Major Lesgue clubs in response (0 queatlonnalre {5)--Conversion ratz, Canadian $ (o U.S. $ = 0.775 based
dlutstbuted by Oftice of the Comelseioner. I pomwe Caben, Partisl-Plan on average for 1984 season provided by Oftice of the
Tickets were entinated baved on an sverage oomber ol games wder the Commtsstioner.

ilous provided by the clubs.

BEST AVAILABLE COPY



TABIF 2

MAJDN LEALUP BASERALL

HUSINELS PORTION OF MUMBER OF TICKETS

1984 SEASON (1)

Toral Business-

Business-Reinted
Season Tickets(2)

Bustoess-Related

Kelated Tichets(2) z

T X of Tatsl

ot Total Season

Club Number — Atiendance Mumbe © Tickets
L. Atlanta 589,167 .22 295,164 79.62
2. ihtcago (NV) £29,330 20.4 145,800 80.4
3. Cimctonacy 687,856 3.9 598,932 71.0
4. Houstun 617,745 5.4 569,106 84,2
5. los Augeles 1,620,833 51.7 1,506,600 69,7
6. Hontiesl (U.S $) (1) 854,043 532 668,250  73.4
7. New Yurk (NG 112,396 4.9 420,960 94.)
8. Pufladelphia 1,268,606 61.% 598,640  94.3
9. Pitisburgh B 401,629 si.y 209,568 85.1
0. Sr. Luuts 981,883 8.7 665,000  95.0
i1, Sen Piego 452,900 22.8 216,240 79.3
12. San Franciace 297,645 29.7 193,647 99.2
i3, Baltimwie 826,489 40.4 463, i2v 20.8
L4, Boston ¥74,324  SB.6 290,000  72.3
15, Calitornla 1,334,156 5%.5 1,120,230 80.0
6. (hicago (A1) 881,203 41.2 465,000 €9.9
17 Clevelend 325,934 444 116,030  93.3
18, betroat 707,703 20.2 293,740 85.9
1%, Kaussa City 794,506 439 760, 000 3.7
20. Miluaukee 573,815 35,7 391,086 $0.0
2. Miunesola 721,481 4503 10,100 94.0
22, New Yors (AL} 891,673 48.9 702,837 90.0
23, vaklaad 431,302 3.9 193,225 85.9
4. Seattic 270,110 3.0 155,92% 26.0
25, Texos b2, 357 0.9 431,649 95.0
26, leronte (V.. $) (3) 1,008,003 30.% 636,000  90.1
TOTAL ALL (LUBS 19 19% 848 42.92 12,297, 445 83.22

(1)--lables i through 3 fncJude che tocals for (e tww Canadisn clubs n

Order tyu retlect tutals tot all of Mujor League Hascball,

llowever, the

unslysis summarized tu Table & indludes only the 24 U.S. clubs under the

asmumption that the Capadtan clubs wuld oot be sltedted

change tn U.5. tax regulations.

(2)--tuilastes provided by the Major League «lobs.

by the pruponed

(3)--Conversiun tate, Conadian $ U.5. $ = 0.775 bancd vn average tor 1984

wcason provided by Gllice of the Cowmlsntoncr.

Part. Plan Ticketal?) bdiny
z

Bugioess-Related

of Totai
Part.

Nowber Plan  _Number
41,216 s5h 22 292,787
45,808 30.7 2,722
10,921 17.6 .18.003
32,024 3R.6 6,015

0 N/A 134,233
20,800 37.% 164,992
47,27% 51,0 P4, 1061
533,353 66.6 1p6,673
56,556 711.5 5,91
172,000  49.2 9,883
175,260  36.4 1,460
22,522 28.0 26,476
63,369 22.9 350, 000
225,000 60.0 459,324
12,500  93.8 194,426
70,000 24.6 346,205
$2,040  8s.8 192, 864
68,985  89.5 344,978
o WA 94, 506
21,266 51.% 160,889
12,589 49.8 540,801
140,877 60.4 42,959
52,132 51.0 185,945
3,206 76.9 110,985
%0 w0 249,958

0 WA 410,003
1,720,008 48,43 3,129,385

e Came Ticket(2)
13

of Tatal
Single
Game

i9.82

e by
FRCCRBES vy

CERo@ e .
Vo BmOANOmUNDEO OO
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TARLE 3 N
HATOR 1P AGHE BASEBALL

BUSENFSS PORTHON OF TICKET REVERUES, CONCESSION
AND SALES TAX RECEIPIS

1984 SEASON (1)

. (000°s)
'
Business-Related
Business-Refated Concesstoas and Other 3)
Ticket Receipta(3) Concessions I Salew Tax Rec 3}
Total B snd Ocher of Total Total ' — T
B Ttcket of Total Nonttcket Concession Sales Tax of Totel
! Club Sieceiptu(2) (3 Receipts  Recetpts(s) |3 and Other Receipta(s) $ Sales Tax
_ === ,
i, Aclants $ 11,478 § 5,291 as.ax 5 8,93 $ 3,508 39.61 $ 1,266 $ s an
2. Chicago (M) 11,870 3,00 25.% 3,800 1,021 26.9 1,436 731 260
3. Cinclonatt 9,532 4,426 4b.4 1,353 634 46,9 1,146 316 46.9
4. fouston 9,829 5,631 57.3 1,628 621 ' 60.4 M 40 0.1
S. Los Angetes 20,316 9,500 46.8 17,550 7,050 0.2 1150 40 40.0
6. Montceal (.S, §) (3) 9,618 4,351 45.2 s, 787 1,269 2.9 1,375 362 409
7. Mev York (ML) 12,009 806 40.0 3,858 1,543 40.0 1,909 766 40.0
8. Philadelphta : 15,357 10,007 65.2 6,404 3,714 56.0 2,399 1,515 631
9. Pittsburgh 6,129 - 2,826  4o.e 885 360 40.7 611 260 42.6
10, St. louts . 13,690 6,160 45.G 9,918 4,463 45.0 1,975 889 45.0 ;
11, San Diego 12,009 3,203 26.8 2,328 512 22,0 2 8 215 | -3
12, Sao Francisco 7,749 2,015 26.0 1,720 %47 26.0 s 81 26.0 N
13, Balttmore 11,422 5,358 46.9 4,043 1,819 45.0 913 412 45.0
14, Boston 11,083 6,761 430 3,30 2,200 65.9 30 150 4.1
15, Calfforata 13,95 7,825 10,500 4,350 47.1 600 215 45.8
16, Chicago (ALY 12,948 5,840 4,480 2,000 “w.s 1,35 625  46.3
17, Cleveland 622 1,948 546 20 “.0 13 8 437 |
18, Detrott 16,312 5,000 4,350 1,190 26.2 w/A i
19, Kenwas Gity 10,178 5,275 4,680 2,080 Py 115, 1,000 6.3 :
20, Miluackee 10,233 4,109 6,565 2,357 35.9 824 N s i
21, Mianesots 8,521 1,247 2,34 1,102 1.0 1,603 105  44.0
22, New York (AL) 12,200 8,205 2,500 1,100 4.0 1,647 860  32.2
23, Oshland 6,951 2,491 2,1 767 16.0 189 - 88 360
2. Seattle 4,562 1,062 e )y 222 3.0 332 103 310
25, Texus 6,879 5,000 3,811 2,361 62.0 187 125 6.0 i
26, Toronto (U.5. §) (5) 9,517 5,822 1,008 620 6.3 1,452 8o 3.7 i
TOTAL ALL CLuBS §278,831  $128.089 45,97 $118,276 $48,18) 42,02 $25.430 $0.492 8323 |
{
(1)--Tables | through 3 Include the totals for the two Canadlan clubs {4)-~From records of Nutor League clubs. ;
in order to reflect totals for wll of Major League Buseball. iowever, J
the analyste wommarized in Table & fncludes only the 26 E.S. cluba (5)--Converafon rate, C nadisn § U.S. $ = 0.775 baned
under ¢he assumption that the Conadlan clubs would not be affected on aversge for 1984 wes va provided by Office of the

by the proposed change in U.S. tax regulatfons. Comnissioner. )

(2)--Total ticket recelpta sre as provided by the Bajor League clubs
net of state and municipal asles und use texes. !

(3)-~Estimnted by Major Leaguc ciuba.




TABEL 4
[N

MAKN LPAGUE BASEBALL i

IMPACT OF VARERD SEVELS GF
05T BUSINESS -REIATEDL SALRS

1984 SEASUN (1)

__As ¥uported for 1984 X of Busioess-Rel. ted Seiva Loat
Atl 6.5. Clubs (w4, Club Gaiy)

' Abhub  oOaly | 60 sex | i00Y
Total Thchet Kevenne (000's $) (2) 278,831 239,637 18,887 165,303 141,720
Thchet Revenue--Buniness-Related (0UU's $) (3) 126,08y 17,96 47,166 23,583 -0-
f ) Tiekel Revenue--Business-Related
{2 ot Tutal Ticket Revenue) (1) 45.9% 45,43 25.00 1431 -0-
Averoge Ticket Price Required for lotal .
Ticket Revenue to Remalo Conslunt 40,23 (4) $6.33 (&) $8.52 (5)  $9.64 (5) $11.08 (%)
! Totul acession Revenve (000's $) (o) 114, /00 107,982 80,206 70,948 61,689
Loucennton and Uther Revenue--Business-Kelated -3
Ow's $) (N 48,181 «0,293 18,07 9,259 -0~ (5]
ncesslon and Gther Revenve--Business-Related
, (X ot Twte) Lumcession and Other) (3) 42,02 42.9% 2111 13.00 -0
Total Sales Tax Revenue (000's $) (8) 25,430 22,598 16,439 14,387 12,334
Selen Tan Kevenve--Business-Related
Woo's $) (3 H WY 10, 264 4,106 2,053 -0
Seles Tex Kevenve-Buviness-Related
(2 ot Totel deles Tax Revenue) (J) 45,28 45,42 23.02 143X ~0-
.
(1)--Tabies § through ) include the tutals for the two (ansdien clubs (4)--Per caplta amount for 1984 calculated as total 1984
fu vrder to reblect totale tor all of Mafor Lesgue Baseball. fowever, tickel revenues divided by otsl petd attendance,

the mnalysls summarized fn Table 4 tncludes only the 24 U S. clubs
undetr the assmption thet the lenadian clubs would not be aftected

(3)--Per capita umount requ 1ed of noa-tusiness
by the propused Chonge la U.5. tax regolutions.

purchasers 1o compennate fo  Jons of busluess-related
purchuses,

(£)--As repotied by Major league clubs uet ot wtate and lwal
sules and use Caxce. (6)--As reported Ly Major Lugue clubs.

(3)--Bused ou entimates pruvided by the Major League cluba.




APPENDIX

BASEBALL COMMISSION
TLEXET SALES ANALYSIS

Eﬂ‘llllf A

NO LOSS OF BUSINESS-RE!LATED PURCHASES

.. _SEASOW TICKETS __ _ PAKTIAL PIAN TICKETS _  __ SINGLE CAME TICKEYS - TOTALS
SEASOR o 1 WSINESS THTIN LY 1 EhESS SIWE 0 1 WSINER wie ™ 1 MSINESS
TICEEIS- SEason ¥ Stasox LU R AHM o raatin A - SURLE W Suse TICKENS- L1} o Wia
Qusi MSINESS 1exels HICKEES WHINSS M-I R GaEES 3 3 NSNS o HOES

L AnTe n3i 30,45 @2 m,35% san mm 1,20, nn R AT 1,726,092 nan
2 ONCAS M) 13,000 1,40 w,m wn won  ,n3a8 . [ XU I NN »a
3. CEimalt 590,02 men 0,00 ne X w,ue [T B X TR N 1 s.n
- HOUSTON ERRTY I3 X0 1%, 446 wat %018 W as FEN S AT S X ) 8.t
5. 105 MGELES 1,590 2,12,1 . - e, mn [UIC QRS X TR TN ) wn
bOMEIRER (WS 6 ) e e,350 5,000 un 1,03 B BN 1,80 s
7 e R e 20,%8 e % HI%C BT naE MM L an
B PHILADELPHIA EL AL 038,126 333,358 00,255 “a 13,023 1.4 108,08 1,672,488 a3
1. PHISHMSH 1,58 36002 34,550 nes nu an “Lan ni,%e sn
1. SLtwis 3,000 o 17,000 3,52 . a0 " n 1,03,48 “an
. She Breee As 2 ¥ (1. 2,00 %0 n 82,9 1,9%5,%4 nn
12, SN FRMCISCO ‘ 3,40 195,15 nsn P au s MM 1S an
13, 8} INORE “w,ue 431,30 43,40 U2 nn [ X 2,008, “a
1. ST 0 01,000 wm,m an 8,04 1,501,318 »a
13. CALLFORMIA LW e 19,50 FUNC S TN PR XY X)) "5
16, CHICAGD (ALY 45,000 ",00 R MM LW wn
11, CLEvie e 1,050 1, n mam “wa
. o e 'Y RTINS an
1%, TANSAS (I13Y 100,000 L] u.e ™% wn
20, At sAREE 3N .24 nwa 373,88 nn
2. KIMESDIA 119,100 12,5 X m.aa an
2. e o W 102,09 10,007 a A . an
3. SARL D "m,m 2,85 [ %} 435,302 i
N, SEMLLE 103,00 L, wa m, e nn
DOt 1,040 " s o, 1,102,471 LR
%. 1RGN WS, 8 434,000 1] 2.1 Lk,me) 2,110,000 %5t

101, AL Cigms 12,207,063 13,103,833 wn o gsen LX SN X TR R, R X

Lr———
B ES s 0,035,105 13,500,97¢ 0L 3T WA anm BNLW N0 LA 08240 2n
(1) Conversion rate, Canudlan $ to U.5. § = 0.77% based ou average (or 1984 weuson

provided by Witce of (he Commiseloner.
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BASEBALL COMMISSION
TICKET SALES ANALYSIS

EXHIBIT A

RO LUSS Or BUSINESS-KELATED PURLHASES

TICKETS TICKET Ri

WM TICUTS TR WS T MSIMSS WM ol L SIS ToIK DICKEDS  IsiM

LU N TS OF T0IM MFTER  DUSIMESS Sy o ik

CUNCESS . RECEIPTS
nsoess 1 FOATS [C3) CONCESS. COMCESS. ,
1L ﬂVl"l O TOIN AFTER  FRON 1T WR-TICKET-  mOm-1ICEEL-

o Ml(ﬁl)lllﬁ 1 l (J) u &((2) I(C(I'li(l‘ I(ﬂ'll 1) HUEIIS mli‘(?)ll“ ] l(l) n Iﬂ (1) WS, tOS1(2) DusimEsy ma

aa
. Al 9,1 P I (R T TTRY B )
CHICRSD (M H % 000 3645 11,000,000 B
L CInCimatl 01,5 WA 420,082 SN (%
ous 10 [VIR1MY 35T 541,008 vanaw tiRY
105 MRBELES LI 9,500,000 28,310,000 wu
MAEM WS b N LA 40,8 4,007,488 "
o ) [T X I Rt 0.0
. PHILARLPHIA S1.51 10,016,908 13,354,948 an
PRTISOREK 3N 2, 4,120,183 %11
St wons 2,000,408 W 00,00 13450 LY
Sax Bliso (R UK 2 L 12,000,008 n.n
SAR FRAC ISR 5,000,343 LR S X TN R X TN 0
ST EnORE 2,045,784 W LBIAN LN wn
st 1,481,000 SBAT 421,000 15,003,002 ae
. M TfgRRIn 2,462,907 AN 000 13,9%,N .11
. (HICAGO (M) Lih,m 4. M W G
. CLEVEL Ang ' 40N LINL S N L)) 4,622,050 o
. MRt 2,100,104 L W2 5,000,400 48,502,304 »n.n
- KNSAS £11Y w 194,584 AN 535,60 10,077,008 nn
. RHLANEC 1,008,50¢ A8 15T R sn 10,233,40 0.1
LRI SO1A 1,50, nym ASROLALND 852,00 .00
. N TOR 1A 1,801,005 ", AN RSN 12,200,200 an
oML amp 1,98,01 a,%7 AL 2,4%,505 4,953,044 "8
. SEARILE 0,31 78,140 LR R XIS X TN Y2 na
. T18S 1,102,410 2,3 ST 3,000,000 6,878,000 »n
10a0NI0 .S Bty 1, I‘O,M 0ad, 005 .31 1,82¢ *.50m, 12' w.a

RINAN NIRRT an ll}l.ﬂl,"? 318,830,112

5,97 528,830,102 mn- 7 | on

80 85,790, 47 “.n 13,507,088 05,930,00

100,00 3,020, p X 1,428,000
.55, 024 4,404,002 “wa $34,3%
180,48 s en L 420,500
,516,00 “w.an 1,050,000
9,612,400 an 1,8,473
12,000,238 “wan 1,345,000
15,554,448 s
1200 “wn
13,600,543 an
12,008,003 a0t
(AL X n.oa
00,5 w.n
11,085,082 an
13,95, .41
XU [1¥}3
(X 0N “we
TR n.n
1,101,885 s.a
10,283,1% wn
130,40 wor
1,0 X
4,933,088 .8
REY
r nn
| wm
P ey

MO0 17,30 Q200 475,83,30

5T 120,050,500 111,910,202 CXH X}

sassenanes

oer sssessearans

Conversfon tate, Conadlan § to U.S. § = 0.7/5 baued un avecage tor 1984 season

provided by Offtce of the Commissioner.
XX = the percentage of business-related jurchanes ansumed lost,

Ticked revenue tolalu do not dnclude Chargen Tor Juxacy boses such as
wkybuxes, but du fuclude uotmal admission charges Lor accons Lo euch buxes.

LL




“ -

X
I3
L}
’.

1.
"
[N

1.
it

3.
i,
1.
"
1.
.
2.
a

.
n
B,
.

SASEBALL CUMMINSION
13CKET SALES ANALYSIS

EXHIBIT A
NGO Luyd OF BUSINESS RELATED PURUHASES

———SALES TAX RECEIPYS
TRSINIS ML SAIS AL TN DS, 1

sy
n i O WIN NS TISMES A HK AHR
WEIMSS  SMIS IM MUES T F NSIESSC2IBIRS £ 2) 11 ek (2)

, WSS 1 CORC. (BT MNLAIC.  SAES WAMS
o 0L LIt COMCESS.  OF FOIAL AFILR RO )Y

G CORESSIONS & BUSINESS (2Msims 1 1(2) €2 s6CR(2) was. 1088 (2)
LUY 1) AT S0, 008 53,500,004 s 12,114,000 OSI3, 02 91,200,000 B 024,00 4333, 42 @wn
CHICASD %9 5,008,000 1,001,004 nn WL w 302,90 1,435,400 WA 15,0 mn.we na
il wa TRy “wn 1,200,098 BT IR T % 1) w4 WA, am
MoUS I X 429,508 X 3,708 FINT 8,0 XY a5, 30,004 wat
195 MmikiES 1,350,008 wn L] 450,79 1,150,000 WA 11,000 440,008 w.n
AORIMEN (8 S. 8 Ut 128,008 nn 1,798,000 IR Y 1,574,155 “wn 31,873 “.n
Y YoRY Ok} w0 500,18 N30 180N wu PR w0
PRILASELPUIA na 3,083,000 LGN 2,397,000 aa 1,534,104 an
PLITSNAGH wn [ X na, ik 1) aa w2 X
T et . w180 s ", sa
AR BIES nea "0 L R 60,8 un 8,5 ns
AR FRANCISCE n.ot o 2,115 335,304 .8 nan »0
ALY O "sa 1,000,000 0,07 3,108 en e ©.n
wsion sn 0,00 190,000 346,000 st 120,000 “n
AL TFomA L 4,000,008 25,00 90,008 sn 205,000 s.n
CHICAsR 11 “at 138,000 2,0, 1,330,008 “.n 45,000 “w.n
CEvEC g wa L] 52,0 132,60 an 000 wn
el an [ X ] L] L] » . -
AARSAS CHVT “a 1,500 1,000,008 1,115,008 ».3 1,008,000 %.3
wiLAEE nn 1,663,000 HY X 024, 3.5 3,00 n.t
NI SOIA e e A% 1,008,500 wa 3,058 “we
PRy wa 1,208,000 B0 10,00 a.n o, 000 a.n
Oart kng a0 1,83,9% 8,05 e B0 “, 058 p ¥
aMng ne 2,342 102,82 STt} na 192,002 na
e Q.0 1,090,000 75, W, un m2ar na
woewe WS, M (D s 1,162,500 44,506 1,437,008 an e, e.n

o Ml LS

B8 0.5, s

)

)

AT BIIL, 70,285 400,104,006 Qe G001 $30,302,35  011,60,010  S25.400,08 BB LN on

A2 00, NI e, 2,00 an 6T S21,540,850  H10,200,013 422,307,008 B4 122,907,085 510,264,003 o4

Lesesreziiee Resc asasr arrRrsiaNIe fesestsaneny o srvenens

Converuton rate, Lanadisn § to U.S. $ = 0.775 based on average for 1984 scandn
provided by Glflce of the Commtssioner.
.

X2 = the percentage of buxiness-related purchases asasvamed lost.
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BASLBALL CUMMISSION
TICRET SALLS ARALYS1S

EXHIBIT A
NO LOSS OF BUSINESS-RELATED PURCHASES

JPER CAPITA TLCKEY awnts
G L L] s

LR RU T Ty

oon 11 UCHT  WR-SINSS  TST-AMGRE (KT LXE-ARORT
ww WS UBE(2) WGer HT-MOL WSDESS 5 1 1(2) mims 1 1(2)
~
1. Ahasia o L) 0.4 LA .43 “.43
7 ONICMD im) (X3 LN .8 1.0 ¥ .M
3 Gkine ¢ " L9 N (X3 pAH Lo
[N LN 4 18] sk 3 e I8,
3105 ANRLES (X3 “8e 1.8 3.8 »e (X
b PONRER WS, b o . 1.0 s.0 .. 3.
7 wke Yom em) (X3 2 [N “n 45 (%4
(R TC T (X 1.4 L% X} 743
8. PriISRmEn . (X34 L XS [X’] LR
[CARENT 111 "o on 2 “n “n
16, 5h8 DIERS 81 b8 L0 "o .8
12 SAm FaMR( 58 (X4 Ln wn L Ln
15 b [ inoRt L] .59 (X L 3.9
16, WSt e (R “n [ -y
13 (M iFoRRtA Lot 5.8 X 1) . ENC)
16 (RUMR N (X “e 8 % (X3
7. G i “n .02 in 02 (%23
1. IR0 - 503 19 (X33 [
19, TANSAS C15Y . on 3.42 i 02 .82
20, W) Wl LA "% Lu (B ~%
2. AN SGTA o 531 R} .4 ES 4
2. w0 OB i) o0 %)) (¥ ) (X b :
21 riamg LR ) L .n .u s
. satng wn LU L5 L .
n RS LX) (%2} 1.3 (% (%]
0. 1ORDMIG .5, §F UL 0.0 “H X1 5 “n
ok ML (oS 0.0 w3 L X3 " “wn
‘
I0MM 9.5 CLUBS o8 %5 “wn %18 W

(1} Cooverutun rate, Canadian $ tof U.S. $ = 0.}}9 based un average for 1984 seanon
piovided by Office of the Commisstoner.

(2) XX = the percentage of bustoess: related purchases lowt, t
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BANEBAIL COMMISSIUN
TICOKEL SALES AJALYSIS

N LUSS OF

EXHIBIT A

BUS INESS - RELATED PURCHASES

COACESSION EMPLOYELS (4) usMEs (4} CLEANING & STADIUM EMPLOYEES (4)

. TR BON i, ar 3 W MEIER MR
- % E) 0 s m 5 5 “ “
It [t m i 300 1e 5 " “ “
it 00 pr] ‘!71 "0 1335 e s "W (13
™ aw w ™ 152 m m 15 1w "
06 0w w0 Y us m " ) [ [
306 [ 5% E) us s “ n 9 3
toe e L) <0 0 (K] b 10 L] -
o ™ s n e us » 100 " ®
5 B 3 »3 m 0 “ s 5 n
N 10 » 3 1w m o " “ “
108 6 w0 | 1 e » 1 * »
[t B m 3ie 3 s » " 2 )
b3 300 . 3 m » 18 » ne n 1
0 300 50 ™ " 1o " ”» " ]
00 1o %0 0 " ] 5 0 s [t
» 1 » 25 [ wmo » " I} ]
s ns 505 505 “® ne ™ o m m
5 ' w “w » % " s n n
“w 00 ™ [ [ [ » 0 % "
3 ] . o .
e o s us s 1 18 0 % 15
1s w 0 o o 13 0 % @ »
" n B 5t [ It ] n " 1
w - 0t i w " n n @ "
ne w . - Py “ " » “ 5 ®
™ Y 3 % " " “ » Y u
3,1 12,3 X M 110 [RU] g ER 2n0 un

s comessn

4,803 ", 288 00 800 9% 5 4,05 4,083 1,302 242 2,100 2,0

€3I CasR EER GaETESS BeREsNeseses Bamzessssiar  AsTReretTes

(4) The numbers of caplojees required are included as reported by the ladividnal

Mafor lLeague Basebsll clubs lor the 1984 sessun.

for the sensitivity anslyses.

The values

are not varfied
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BASRBALL COMMISSION
TICKET SALES ANALYSLS

EXHIBIT A

NO 1.0SS OF BUSINESS-RELATED PURCHASES

SLmtly suanes (4) a6 ATLEROMNIS (4)

MRIRSIATE (&)

e e .
AT s ] u » [ » (1 L3 3 . s b
INICNGE () “ ™ » E) 3 1 3 . 3 3 3 3
Cicinell n " " 3 » » » EY 3 9 5 w
oS08 “ L] » B} » (0] []] L % “ [ "
108 ANGELES " Hy 13 1 L] » 3 s 2 » » »
LT » b3 k] s " 3 " " “ n o "
LA YN ® [ 13 us 1 i 1* " 15 »n » »
PRIGABELIIA ® e -3 © W ® © o [ n L »
[0 » [ 1) ] ‘ [) ‘ ’ 3 " " 10
L. touts n 15 "o L] D> ) D) [} o » » » » .
Sher BLESE “ 0 % E » " “ “ " 1 I s
SA FANCISLO 1 4] H] n [) . ° [} u » n »
LY IORE ) » [ B L} & 3 3 " 18 3 [}
. pasion U " “ ;- H ) 1 LA N » 1® [ oo B
. (A IFONme n ® n u “ L » » bt} k<] »n » p—
HCasR V) ) " 103 103 B " » » n *® [} L}
. CutviLan [ “ £ H » » n k- 15 » ] [ ]
wmoae » ”» 5] o ¢ . ’ ’ » 1) n »
. KMSAS Cily ® » » 5 “ L} EY 5 [ " ] "
LB . [ ) ° ) [J
1t SOTA D Y [0 [ [ . ) » ® ] o
COR. S [ ) i ) ' ’ . » [ E: £ |
[ o] % " 3] " » a n » ;] 8 o8 )
SEATIE " u n » 3 a B 3 L) s 5
16845 » [} ] 3 ”» Ed 3 4 U} u [
Y » " o ¢ . ’ . [ [ " "
toim ML CL08S 1,01 1M (RS m ™ m ”» ”» om
o veasen ¢ ,
) i
1o1M @ 5. CLS "w (X (K] 142 R .’ m ™ “s [ 3] " "

waes sssenar

(4)  The mmbers of cwployees requiced are tncluded as ceported by the individual i
Mefor League Baneball clubs for the 1984 wvason. 1he' values are not varied
tor the aennitivity snalynes.




BASFRALL cortl S5 s0N
TICKET SALES ANALYSIS

EXHIBIT A
NG LOSS OF BUSINESS-RELATED PURCHASES

nscmews (4 i (4)

I KO,

1. st " o » » ™ 1082 1.
7. DHIMD W) w It 3 13 m - m
3. CC T y “ “ “« e " ™ .
L MSI0N " K ] ] “ n " "
5. 25 kLS - » “ © " " "
.. mouIa " 5 » » m " "
7. % TORE K} " 1 3] " n L ut
5. IS » 0 w0 " s " n
9. YISO ‘ ] 7 [ s w w
10. 81, touts n ” 2 [ " o " '
1. K 9IER ] ] . ] " ns s
12, 548 FIARCESCE 2 3 . . m “r "
13, MHARE . 3 . . s = s ‘
. Wi “ v u “ e E = Qo .
15, CALIFOmmIA " n 1 " w e 1.0 N
16, CNICAGO (ML . ’ ’ ' £ " "
. v 3 1 " " s " "
" sl " » » » s " [
0. THSAS CifY o ] . » w I n
0. MIUMREE . 1] [] L] .
2. ssors " » 15 I n " n
2. Wy . W % » » » ™ e ™
T [ . ) ) w " w
0. SMnE 1 3 1 e “ w
5. s " » " 53 “ “l
. toauto 3 H H " I ™

e a n w - BN B nn L

e S Guss m m “w " 12,138 B0 12 1,08

(4) The numbers of employers required are included aa reported by the individusl
Major League Baneball clubs for the 1984 season. The values are nut varred
tor the sensitivity anslyaes.




SEASUN TICKETS

BASEBALL. COMMISSION
TICKLT SALRS ANALYSEN

EXHISIT B

LOSS OF 60% OF BUSINESS-RELATED PURCHASES

PARTLIAL PLAN TICKETS

SINGLE CAME TICKE(:®

provided by Giffce of the Cowmluatouer.

LT 1 W5ISS L 2] (LY 1 MBS Starg LY 1. S1%s8
Titagls- Sasm OF SEASON LU ML Y PARLIK LR Y L3 SInLE T I
aw SIS RS VICKETS WSIESS -1 na WSINESS S -

Al 93,440 30,53 na R ns4 nn (RS wa

CelCMg (s 143,000 181,400 X 33,908 Y% wn 1L,13,@ na

[ ", 57 m,em _na w2 1, ne s, WA

-l 1,10 5,93 wan 240 130,400 n. w,om ua

105 MGELLS 1,906,600 2,162,700 wn [y . [ min ne

ANEA WS, 8) 15 50,20 "o, 330 na W, 004 34,60 nn e tn na

LA ¥ 420,%¢ WM. “w am 7,64 e 5,342,598 au

PUILASECPHIA 519,00 5,10 win 313,58 08,233 “.x 23 amn

PITISIGE 0,58 Ste, 802 s %,5% nen ns 31,58 wn

i 10m15 243,008 nen Y 17,000 w512 “wi 3,505,284 e

Sai BiLG0 6,20 mae nu 3,08 e Bt HLYN .0

SAN FRARCISCR 1,0 193,15 "wa nsm 06,81 aat . .n

T GmOmE: LUNE. ] 4,1 »e A3, !, 5 an 1,415,160 unn

osion 0,000 15,000 nR 5,00 373,000 w.e 0,00 s

Y LINIR 10020 wa TX™ »,m we ", e

CriCGe et 43,000 443,000 wn B X wm na 1,10, an 81,03 1,15, %8 un
. R 116,09 126,59 % U, 0,00 “n 0,505 n.n 33,04 0 X'y

*on ne N X} X 3 nu2 st 2,85,1% 181 2,00, wnn
. BNSAS (Y 700,000 0,000 nn L] . " X! ne 1,000,040 an
. WL e M, 680 433,200 »an n.2 o, 3.8 515,00 wn 1,600,509 nn
. RiWeSara 179,108 180,734 “a 12,5 5,05 LA 5,392,112 un 1,%an on

e 0w W) 102,03 732,18 “e 1o, 01 83,52 W =, a0 LanLns wsn
. OARL AN 9,m mnm B 2,42 2,03 .6 1,008,158 nn 1,535,91 nn

SEATRE 138,97 wm,m .t 3,00 41 ne “i,e "e o nea

Hus MR LR ] »na ™ 1,758 X e, @A 1, R2,80 an

HAONID 0.5, 81 (1) 436,000 7,008 "l . L] a 1,302,000 an 21te,00 ».32

Wi at Qs 12,287,685 13,143,338 nwa e 3,048,704 ®w.a 7,155, [LX IR N SR AT an

OIS (s 10,035,190 13,500,918 HROLRLE LN WAL LENIM N N2, 2.0 W5 aena an

(i) Converetun rate, Canadian § to U.S. § = 0,775 based un average fur 1984 sesson
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RALFRALL COMHINSION

FILKRT SALES

ANALYSIS

EXHIBIT B

LOSS OF 60T UF BUSINESS-RELATED PURCHASES

TICKETS

TICKET RECEIPTS CONCESS. RECE\PTS

WA TGS 0N MS. T RSIESS IBIR TWSINSS 1014 TIDRUIE 10IAL WS, 3 0.0MSS 1 MV, LOSE  COMCESS.,  COeCESs.,
WIS I GICRETS  OF JOIM ATIER  SINESS I O I BNS I MCOPIS OF 14 IR FROVIT  MOR-EICKEL- MR LiCET-
[T OF BUSIESS(2)RINS 1 K2} 1t BECR {2)MCEIr!S (3) mMCEipis (1) MCEIPIS  OF Wstss(2nims t 3€2) 1 £0n (2) oo, L087(2) msnuess e

N 134,m 3,0 [IX N IR ETTRY W ') WAL W,K5,I8 62,108,908 nu LRI SE R TR X TR )

(NI 1M 1,802 o YIO50MM5  11,300,00 LRGN XTI K [EXi 1531 1,00 3,000

Cinowarg wn m,a M 26,02 3NN % Y R U R nn PR S

oI o, mm nu osAnes vem IR AANE 272,48 nn AL e 1w

105 MGELES 3,42,00 PURH .00 9,500,000 20,310,000 WAL 14,410,000 3,000,008 na At T e 17,590,000

RN 1S, 4 G 1,090,108 30,407 WA 4B KAt GO R 450,88 .1 O LA ST

e o ) 131,28 PR WAL LI 12,600,258 wa o wan i man n.n W0 LN, 3

el At Puta 1,561,003 07,48 WAL 10,006,04  15,35,%4 BT 936,000 e an pLx 338

PHISO0R 332,523 130,850 0. 2,025, 41058 WOl LULHY Luem . B an
AT [RURT m, s VAL 6,160,008 13,600,300 B0 LML 2,068,000 un 7m0
. sam aE68 an e an 060 322,60 12,000,008 .8 10,080,155 1,285,154 a.n i
. AN FBNCISLO 19,08 WA 20068 1,00,8% L 4,540,008 03,97t [ 1540
NN 5% DR SR 14850 W L 2,10, w1 A
. Wb R W ATLM0 1,080,002 e LM 1N na na
et [V WM T 11,¥N,18 Al VAL 3,100,000 3.4
CHICHED ALY e, DR INNWE 2,M109 a1 s 2,38,m mn
A 18,50 PO SRS N TR X waonman m, nn A4
. i 3,00 AU 3,007 16,512,300 RRaLNRA 1,mean 5.0t na
TAAS C1i 317,02 B W00 10,170,083 SLI 202,088 2,016,00 .41 nn
[ 1,04, nsu W G 9280 Wi LN Lean nn nn
RIS 1,084,338 30 nROLION 85N WA Lewm nn »a
o N 1,206,001 35,01 IR BN TRV R T i anam 3 o »n
e 101,30 HLR S 2,em, 4,733,060 e 5,450,051 man wu .3
PP 108,504 198,044 1530 L2645 M LN 34,04 3.4 w0
T 95,097 wmn MAL S,00,08 408,10 L SN0 2,000,008 st s
1068 1 S, 0 AT 1,420,401 . ne senme 13 [0 SR 1% TR TN - ) e s

\ RN e et D RSN - -

018 Kt Cves WS 1S 2510 520,008,002 45,90 0200001, 130 132,209, i8¢ e T L0, NN

WM US QS 30,484, 104 1,038,874 5T N NN, 02 4738,006,504 CRET R "W ANTIRTCR Y na R RTN R MK TR Y

Lonverslon sete, Capadian $ to U.S. § ~ 0.775 bancd on average for 19
privided by Olftce of the Cosmissioner.

X2 = the percentage of bustuens-related porchsses assumed lost.

Haket sevenue totals oo aot doclede charges for lugury boxes such as
skyboxes, but do taclude aotweal admlasion chergen for access 1o swh

84 weason

boxes.




BASEBALL, CUM! o8
TICKET SALES ANALYSIS

EXRIBIT B

LOSS OF 60X OF BUSINESS-RELATED PURCHASES

. CONCESSION RECEIPTS __ . ___ e . - SMES CXRECEIPTS ...
TI0SIMSE T0WA COMCESS. THIAL WS, T ROSINESS 1 CoMC. RRLEIC,  SALES Iaen N BAMESE 101, SAES TAL JAIM WS, I NEIKSS
» 0 Hws 1 COWCESS.  OF HAM AFTER  Fiow 22 [t 3 han wa o s wes 1 LUR R W]
uw ccessions o dustast 2 aims 5 X2) 12 gEck (2) WS, LSt (2) mmas WSINES  SACS a1 P MUS 11 O WSIER (2hine 3 2(2) 1w (2)
b ATLANIA 3L 0,800,202 4 NS, .0 2501 02,564,000 95,262 46,260,000 an 134,055 m n.n
1 INICAGS (MLS BN 30,0 08,404 na ({9} 189, %6 . 1,433,008 X2 1,200,000 - Hedu [+ %]
3. CIncimsaig “wn T, ns,M2 W 1,200,008 %08 0,1 “n [ X 2 UL .
€. ousion X} 453,23¢ 28,20 i U] 3ran 8,5 Wi asn 13,002 na
- 3. 108 AMGELES wn 15,50,000 2,128,000 nn L “o,008 1,130,000 “wa 4,000 EX ) a.n
5. WOMIREM @5, 0 (1 PN ST WY nn 1,719,000 MM 3,98 WLl 81,03 “n
I (A N U 4000 2,951,00 2,200 nu 162,510 13,5 5,4 an LA 363, He nu
! 8. PRLABEL IR S LInse L 3.8 3,005,000 115K 2,090,000 DR RN N ] ™ wn
S PETiSan T wn 51,000 104,000 an [N 8,200 (IR Qs s, ne 1,18 an
1 19. §1. LoUIS 801 7,280,296 1,783,200 xn . LA 1,973,008 £S.0 LU 155,000 wnn
5. Sew BIER e 2,008,923 04,00 A e, 837 LR LR un P AL S B0 wmm
12, 5S4 1RAKISCO A L6LY 1,62 wn 4,04 AL 333,50 ne u Hen 239
$3. AL THN0RE o0 ,v58,00 071,08 nn 1,000,000 w,em ",m sn 58,004 4,733 2.n
' 1. pasiam 5.9 2,020,008 0,00 an 42,000 134,000 e, 08 “®.a 5,000 8,000 an Q0
i3, CA oA a1 1,350,000 1,490,000 nxn 4,960,008 73,000 499,000 an 2,908 118,008 an n
. 18, CNSCAGD (M ¢ “ar o 3,000,000 00,000 na e 334,008 AZ3, 000 1,330,000 “.n 75,000 3,000 na
0. Qivitae “.or 402,000 ¥, 000 na n.a ¢ 8,000 132,81 un % 3,200 un
8. sETaIy »na nsen 1 1.a 13 15,008 ’ L] - * ¢ -
1Y, LMGAS Ciry WAL 3,402,008 252,008 na WK 1,130,000 1,000,608 4,775,008 %.5 1,105,008 o000 .
0. ROWABEE BN 3,0 9,00 na 25T 1L,05,09 12,208 w5 £35,400 128,000 .0
] . weeS0TR we 1,8,3 o an nn 43,400 LN . 1,100,40 mm an
2. M YoM A WO 0 440,000 nn WA 1,208,008 20,000 A AN 34,00 na
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W loRONI0 LS. W A5 1,000,390 420,000 an 1,162,5%8 e, 60 1,6 4,0 an
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(1) Converaton rete, Canadian § to U.S. § = 0.775 based on average for 1984 season
provided by Office of the Commissloner.

, . (2) XX = the percentage of business-ielated purchases assumed lost.




‘ BASEBALL CUMRISSION
TICKET SALES ANALYSIS

EXHEBIT B

’ LOSS OF 60% OF BUSINESS-RELATED PURCHANES

.. .. JER CAPITA TICKET AMOUNTS —
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(1) Conversion vate, Canndian $ to 0.5, 8 = 0,775 bascd on average fur 1984 sesson
provided by Olftce of the Comsimnioner.

(2) XX ~ the percentage of business-related purchases lust.




BASEBALL LOMMISSION
TICKET SALUS AMALYSIES

‘ EXKEIBIT C

e LOSS OF 80 OF BUSIRESS-RELATED PURCHASES
A
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. (1) Converston rate, Canndias § 0 0.5. $ = 0.775 based on average for 1984 weasin
provided by Uf{ice of the Commizsioner
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BASEBALL COMMISSION
TICKEY SALES ANALYSIS

BXHIBIT ©
LOSS OF 80% UF BUSINESS-RELATED PURCHASES -
_ TICKETS . TICKEY RECKLPTS CONCESS . RECEIYTS
WM TIORIS WK XS, 1 WSINSS WA WiN TMGUESS T0TM TIGEIS TSI S, T WSMEST 1AV, U1 ONCESS.,  GOISS.,
WS T TS O WK KR SIS o o 1SN AWS ST MCITS W Ak MUR PR ST  WN-UKIEI-  W-HOE-
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(1) touvermlon rate, Canudian § 10 B.5. $ = 0.7)% based oa average for 1984 season
provided by Office of the Commissloner.

{2) XX = the p tege of lated assumed lost.
‘ i
{3) Ticket revenue totsis do not include charges for luxury boxes such as
akyboxes, but do toclude imitmal admissiou chargems fur access to such boxes.




BASEBALL COMMISSION
TICKET SALES ANALYSIS

dllllll‘ <

LOSS OF BOI OF BUSINESS-MELATED PURCHASES

____ . CONCESSLON RECEIPTS ! . o SALY: TAX RECENPTS i
Uik COMCESS. 10TM MS. 1 WM . T gikss WL, SWes T T es. 3 s
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(1} fwaversion rate, Conadfan $ ¢o U.5. § = 0.7]9 bxaed on average toc 1984 season
provided by Ol{ice of the Commissioner.

{2) XT = the percrniage of business-relsted purchiases assumed lost.




BASEBALL (MRR1ISSI0M
TICKET SALES AMALYSIS

EXuisty ¢
1OSS OF 801 OF BUSIMESS-RELATED PURCHASES
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(1) Cooversiun rate, Canndian $ to U.S. $ = 0.775 based va average for 1984 seanon
provided by Ufflce of the Commissioner.

(2) XX = the p ge of busi 1 d purchases lost.




BASEBALL COMMISSION
TLCKET SALES ANALYSLS

EXHIBIT D )

WSS OF 1002 OF BUSINESS-RELATED PURCMASES
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BASEBALL COMMISSIUN i
TICZke SALES ANALYSIS

EXNIBIT D

LOSS OF 3002 OF MUSINESS-KEIATED PURCHASES
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provided by Office of the Commisaioner. ,

(2) XX = the percentage of buslnese-reloted purchases assumed tost.
()) Tickel reveous totals do not include charges for luxury boxes such as
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TILELT SALRS ANALYSES

EXTIBIT O

LSy OF T0OT OF BUSINESS RELATED FPURLMASES
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BASERALL CUMRRISSION
TICKED SALRES AMALYSIS

EXAL8iT D
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1976
1977
1978
1979
1980
1981+
1982
1983
1984
1985++
19864
1987%+
1988%*

* Strike vyear.

MAJOR LEAGUE BASEBALL 1976 - 1988

95

EXHIBIT "B"

Operating
Revenue

$182,035,149
233,285,111
265,308,026
301,750,111
351,404,624
279,148,414
442,642,488
521,656,909
625,270,000
690,000,000
728,000,000
796,000,000
849,000,000

of $46,800,000.

Operating
Expenses

$186,704,462

236,155,850
265,303,440
302,363,300
371,177,557
384,533,669
534,737,436
588,260,780
653,773,000
719,000,000
787,000,000
860,000,000
935,000,000

Profit (Loss)

Y
(

(
(

4,669,313)
2,870,739)
4,586
613,189)
19,772,933)

(105,385, 255)

(
(
(

92,094,948)
66,603,871)
2€,503,000)
29,000,000)
59,000, 000)
64,000,000)
86,000,000

Does not include strike insurance proceeds

**  The vears 1985-88 are projected from 1984 as a base year.
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- EXHIBIT "C"

SUMMARY ANALYSIS OF
MAJOR LEAGUE BASEBALL'S OPERATING POSITION

1983 1984%

Income from Baseball

Operations $521,656,909 $625,270,000
Operating Income (Loss) (66,603,871) (28,503,000)
Average Incare (Loss)

per Club (2,511,687) ( 1,096,269)
Profit (Loss) of

Number of Clubs 1983 1984*
Profit over 3M 1 2
Profit 3 - m . 1 1
Profit 2 - IM 1 ) 2
Profit under IM 5 1
Loss under IM 1 4
loss 1 - 2M 6 6
Loss 2 - 3M 1 2
Loss 3 - 4M 2 1
Loss 4 - 3M 2 4
Loss 5 - 6M 3 1
Loss over 6M 3 2

* 1984 figures reflect revanues from the new national broadcast-
ing contracts and make no provisions for the $9.5 million
retroactive Benefit Plan contribution negotiated with the
Players Association in August 1985,
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STATEMENT OF ABE POLLIN, CHAIRMAN AND PRINCIPAL
OWNER, WASHINGTON BULLETS, WASHINGTON CAPITALS, AND
CAPITAL CENTRE ARENA, WASHINGTON, DC

Mr. PoruIN. Good morning. My name is Abe Pollin. I am the
rincipal owner of the Washington Bullets basketball team, the
ashington Capitals hockey team, and the Capital Centre where
both teams play. I have been involved as an owner in professional
sports for over 21 years and feel I am qualified to address the prob-
lems that this proposed tax bill has in its effect on sports. I would
like to make three distinct points this morning. No. 1, how the pro-
d tax bill would affect season ticket and individual game sales.

t has been determined by studies made by Dr. Edward Shils of the
Wharton School, University of Pennsylvania, through extensive
polling throughout the country that 56 percent of all ticket sales
that were purchased by companies for legitimate business purposes
would be discontinued—56 percent. That translates into 25 percent
of total revenue—25 percent of total revenue—of the total team
revenue that would be lost. Many teams are now losing large sums
of money or are on the verge, and this additional loss of 25 percent
of revenue could be disastrous. I would like to give you an example.

In 1982, after having suffered in excess of $20 million in losses
with the Washington Capitals, my hockey team, I was faced with
two alternatives: one, disbanding the team, or two, move the team
out of the city. At that time, the Washinfton business community
came to- the fore. They bought in excess of 6,000 season tickets and
they underwrote the first 12 home games at a cost of over $100,000
per game. This business community could not, and would not, have
come forward if the proposed tax bill passes. Their efforts saved the
Washington Capitals, a team that is on its way to winning the
Stanley Cup, for the Washington community. Those of you who are
familiar with the efforts of those folks who are trying to bring
baseball back to Washington after 14 long years of no baseball in
this city know how hard it is to bring a major league franchise
back, once the city has lost it. = -

Treasury says that this proposed tak bill would mean that prices
on tickets to sporting events would go down. That is absolutely 100
{)ercent wrong. Ticket prices will go up and will go up substantial-
y. Costs are continuing to rise. If anybody here can tell me of any
professional athlete who would call up and say he is pregared to
take a cut in his salary, I would be happy to hear it. Obviously,
that would not happen. With costs rising and revenue decreasing,
ticket prices have to rise and rise substantially. The only way
ticket prices can go down, as my good friend, Bill Miller, the
former Secretary of Treasury has said to me, he said: “Abe, the
only way ticket prices can go down is that they will go down, all
the way down. Ticket prices will be zero. The only problem is there
won't be any teams to watch. They will be broken, long gone.” .

Point No. 2, how this proposed legislation affects special seating,
sky suites, and the future of arena construction in the United"
States. In 1972, when I determined the build the Capital Centre
with private funds, with my own money privately financed, I found
that the numbers did not work. The economics just did not work. I
traveled around the country, studied all the arenas in the country,
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and realized that if I would add special seating or sky suites, then
the numbers possibly could work. I tore up the plans and redid the
plans and added the sky suites and added an additional—in excess
of $1 million in revenue flow. With that, I was able to finance the
Capital Centre and build the Capiial Centre. If the proposed tax
bill were on the books at that time, there would be no Capital
Centre here today. There would be no basketball team. There
would be no hockey team. And Washington would still be a minor
league city. And incidentally, the Capital Centre means 1,100 jobs.

We have paid over $22 million in taxes to Prince George 8 County,
and we have been responsible for over $115 million in business in
the county alone.

Point No. 3, Treasury says that this bill is revenue neutral. Dr.
Shils has made it clear that with the complete reduction in ticket
sales and the loss of revenue that has been stated earlier, at least
$1 to $1.7 billion would be lost in revenue. It is certainly not reve-
nue neutral. Thank you, sir.

The CHAIRMAN. Thank you, Mr. Pollin. I see in the audience my
old friend, Birch Bayh, who I have shared many happy battles
with. Birch, it is good to see you. Mr. Hochberg.

[The prepared written statements of Mr. Pollin and the National
Football League follow:]
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NHL WASHINGTON CAPITALS,
NBA WASHINGTON BULLETS
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TO MEMBE OF THE FINANCE COMMITTEE OF THE UNITED STATE SENATE:

I come to you as the principal ovner of the
Washington Capitals, the Washington Bullets and the Capital
Centre. For your convenience I am appearing on behalf of
the NBA and the NHL, However, as p;fmitted by your rules,
each of the major sports will be filing its own separate
position paper with additional data for your information and

Ma jor League Baseball will be testifying as well.

THE WASHINGTON EXPERIENCE

—

As many cf you know, the struggle to keep the Bullets
and thepﬁapitals alive and to maintain the Capital Centre as a
viaﬁfg structure in the face of repeated losses has been a difficult
one. It took 8 major effort and the strongest support of the business
community to enable the Washington Bullets, the the Washington Capi-
tals and the Capital Centre to survive. In the cas: of the Caps,
as part of saving the franchise for Washington, D.C. in 1982, busi-
ness bought more than 6,000 season tickets and produced sell-outs for
the first 10 games. If the President’'s proposal to disallow the de-

duction for tickets to sporting events had been law, this effort would

have failed,

s
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and the Capitals would be gone. If this provision weré to become law
now, the viability of these essential franchises in the Washington
economy, and the jobs and businesses which depend upon them,

would be seriously threatened.

1 have attached to this statement as Exhibit B a copy
of a letter summarizing the analysis made by Alexander Grant
& Co., Certified Public Accountants., The study demonstrates
the essential character of the sports franchises to the Capital
Centre, and the importance of the Capital Céntre to Prince George

County and the Washington Community:

Over $22,000,000 in county taxes,
Over $115,000,000 in expenditures,

Over 1,100 jobs.

If the proposal to disallow the deduction of tickets in the
Capital Centre were enacted all of these benefits would be

threatened.

Impact on the U.S. Economy
N .

in January of this year, Dr. Edward B. Shils of the
University of Pennsylvania's Wharton School did a study (for
purposes unrelated to taxes) of the contributions of the major
sp&rts to the Philadelphia economy. Dr. Shils found that the
*direct contribution to the economy of the City of Philadelphia

from prcfessional sports teams was over $200 million annually,
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and when indirect contributions were added, such as the 3,000
independent vendors who sell var;ous goods to the teams, (and

a conservative multiplier of 1.7 is applied), the overall figure
increased to $343 million. When the entire metropolitan area

is included, the total of direct and indirect benefits grows

to $574,612,733. (See Tables 2 (page 6) and 3 (page 8) of the

attached Exhibit A.)

Faced with the President's tax proposal, the major
sports asked Dr. Shils to make a further study of the effect
the President's proposal to bar the deductibility of tickets
would have on his figures with respect to the economy of Philadelphia
and the country as a whole. Based on a survey of a substantial,
representative sample of large and small businesses (more than
1,100 responses at September 23, 1985), Dr. Shils' findings

may be summarized as follows:

If the President's provision were enacted:

1. Only 22.9% of businesses which have traditionally

"%

entertained would continue to purchase sportsg,tickets without

change.

" 2. For the remainder, there is "a discontinuance

rate" (on the average) under which business tickets purchased

would be reduced by 56.9%.

3. This would result in a loss of Gross National
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Product to the Philadelphié area of $156,000,000 per year.

4. Using the method of extrapolation, Dr. Shils then
computed the estimated loss of gross national product arising
from the elimination of the deduction in the 31 U.S. regions

of major league sports franchises at 3,946 billion dollars.

The proposal will produce a heavy loss of federal tax revenue,

A primary objective of the tax reform bill is 'revenue
neutrality’. The Treasury conceded that the ticket proposal -
wa3 not designed as a revenue raiser and the projection of additional
revenue which it would theoretically produce was so insignificant
that the Treasury Department did not provide specific estimates
for it, We now know that‘the proposal would be a heavy revenue

loser., To quote the findings of Dr. Shils of September 25, 1985:

"I believe that it 1s extremely important
that members of Congress understand that

the U.S. Treasury will lose in 1986
approximately $1 billion to $1.7 billion

in tax collections, based only on football,
baseball, basketball and hockey; and possibly
lose as much as $2.5 billion when all ~
professional and amateur sports. of every
variety are included."” (p. 3)

v

A Impact on Professional Sports

Suppose we move from an examination of the impact
of the proposed ticket disallowance on the economy as a whele
to look at its effect on individual leagues and franchises,
The datQ'developed by the major sports themselves is consistent

By
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with Dr. Shils' findings. Thus, the NBA reported that approximately
51% of its gate was attributable to business purchases, the
NHL more than 60% and éaseball approxiﬁately 46%. In terms
of financial losses, the NBA shows 12 out of 23 clubs losing
money in the last reporting year for an aggregate loss of
517,600,000, averaqing approximately $1.4 mallion per losing
club. The NHL for its last year shows 10 out of 14 clubs_losan
money for an aggregate loss of $11,000,000. The NHL made a
conservative assumption that 50% of its gate arose from business
ticket purchases and that of this 50% about only one-half would
cancel and could not be replaced by other puirchasers. The conse-
qu;nce of such cancellations would be an additional locss of
approximately $1,800,000 per U.Z. club. If that were the case,
13 out of 14 NHL clubs in the U.S. would shew very substartial
losses and only one club would show a profit. It 1s not surprising
that the responses of such clubs as Detroit, my own (Washington)
and Minnesota to the proposed legislation are ‘'disastrous’,
'cease operation’, . . . 'out of business' . . . , There could
only be one result if the President's proposal were adopted:
'marginal franchises' and clubs in smaller markets like Minnesota,

Buffalu, Portland and yes, Washington, could not survive.

Economic Impact on Municipalities and Building Owners

As the cwner and operator of ihe Capital Centre, the

leading entertainment facility in the Washington area, I know
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how essential the income from sports franchises is to the viability
of an arena. Wiéhout the Bullets and Caps, the Capital Centre

would have to close its doors. In our building the tickets

sold for Bullets and Capitals games provide more than 30% of

the total revenue. When advertising, concessions and related

income are taken inte account, the percentaye 1s mucCh 1a:get.

In one typical city arena, for example, rent and other payments
provided by the professional hockey tranchise alone contributcd
dutiné the season 1983-84 more than 68% of the building's revenue

and reimbursed the city for more than 75.5% of the cost of operations

of the facility.

It may be that few, if any, new sports facilities
would be constructed if the proposed disallowance were enacted.
We could nct have built the Capital Centre nor maintained the
franchises here without the cash fiow from the sports teams’
rent and from the payments for special seating. The proposal
in the President's bill would imperil and, indeed, in some cases
destroy entirely business financing of projects for the construction
of sky boxes and similar structures which would involve millions
of dollars of investment and contribute substantially to the
economies and vitality of cities throughout the country. 1In
the case of the Philadelphia Spectrum, the proposal to eliminate
the ticket deduction has already called a halt to an expenditure
of $25 million for boxes that would benefit all citizens of
the Philadelphia community and similar projects of the Minnesota

,:&"



106

North Stars and other members of the NHL are threatened. The
effort to retain the baseball Phillies and the football Eagles
for the City of Philadelphia, and to prevent their move to other
territories, was in large measure dependent on the corporate
purchase of boxes and related additions for Philadelphia's

Veterans' Stadium,

The inexorable impact of the proposed provision would
further reduce the revenues received by the municipal arenas
and stadia (the revenues are in many cases already inadequate)
and the ability of many municipalities to meet debt service
}equirements on the bonds issued to pay for such investments

\will be seriously diminished. The ultimate result may be an

increase in local taxes to compensate for the loss of rent and

taxes payable by the professional sports team. Such a scenario
would be an ironic and unanticipated consequence: the business
purché?@& would be denied his deduction, with the cost of that

denial billed to the so-called 'crdinary taxpayer', ;ho may

rot even be attending the sporting event or utilizing the sports

arena at all.

Damages to Related Industries and Their Employees

When a sports fan attends an NHL or other professional
game, he does not just buy a ticket: he pays for transportation
to the city and to and from the arena; he buys food and drink
before, during or after the game; he park% his car in a municipal

i
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or other parking lot; he buys programs and novelties for his
wife, his children and himself; and he frequently stays in a
local hotel overnight. Each of the industries that supplies
these products or services to sports fans would be seriously
damaged by the proposed legislation. For example, there will
be approximately 6,400,000 paid admissions to NHL arenas in
the U.S. during the 1984-85 season. The average purchase for
food and drink per person during this year 1s approximately
$3.40 per ticket sold. On this basis sales of food and drink
in U.S. NHL arenas during the 1984-85 segson will‘be in excess
of $21,760,000. 1If proposed legislation had the effect, as

is possible, of eliminating the business purchase of tickets
entirely, the sales of food and drink in the U,S. arenas could
be reduced by $10,880,000., If only one out of two business
purchasers cancelled, the loss would still be more than $5,440,000
for hockey events alone. This loss 5f revenue multiplied by
the number of fans attendingy baseball, basketball, football
and other sports events, would be a devastating locs to the
purveyors of food and drink and would mean a concomitant loss
in wages and employment for the vendors, ticket-takers, the
ushers, the hotel personnel, truck drivers and all of the others
who are involved in supplying products and services to the

professional sports industry.

In the Wharton report of September 25, 1985 Table lE

{page 5 of the Tables) Dr. Shils computes the reduction in direct
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payments other than ticket purchases made by spectators, fans

and visiting teams in the Philadelphia area at approximately
$20,900,000. Using Dr. Shils' multiplier of 1.7 this would

show a negative impact in the Philadelphia market on the food,
entertainment, hotel and other industries dependent upon or
relying on sports, which would be cagsed if the disallowance
provision were enacted, of more than‘335,000,000 per year.

Applied to the 31 major league regions used by Dr. Shils (Table

7) this means that the annual loss of revenues to their industries,
and their vendors and employees would be more than $886,000,000

per year.

It is i1mportant to understand that the employees who
would be primarily affected by this loss of business would be
in large part minority persons who are entering their first
level of employment: the worker in the meat processing plant--
the man that makes the hot dogs; the car parker; the usher;
the beer vendor, etc.--they are thg people who will be hurt

the most,

Increased Ticket Cost for Fans

Could the loss of business purchases be recouped?
The iecent baseball‘strike demonstrates how difficult, if not
impossible, 1t is to 'roll back' player salaries. For the most
part, rent and other major costs of operation in a sports arena

are 'fixed' expenses, the largest portion of which is player
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costs. But in the current environment, where long term collective
bargaining agreements are in effect, players perform under 'no
cut' contracts or their equivalent (as in the NHL) and in an
atmosphere of full or modified 'free agency', the prospect of
reducing player salaries and thereby recouping the revenue that

would be lost under the bill is non-existent.

Nor could the loss of gate receipts, estimated in
the NHL at $1,800,000 per club, for example, be recouped through
television. Hockey does not produce the large network dollars
which may be available £6r other major sports; and these other
major leagues are already finding resistance to further increases
in their network dollars and consumption of a larger and larger
proportion 5% those dollars in collectively bargained player
benefits. The only possible way of recoupment, therefore, would
be through price increases. ? study made by Ernst & Whinpey,
for example, for the NBA found that a 60% decrease in business
revenue would require a ticket price increase of approximately
37% to recapture those dollars. In order to cover the projected
loss in the NHL of $1,800,000 per team, the average U,S. ticket
price wculd have to go from $12.64 to $17.00 ($34.00 for a pair)
and $1,360 for a pair of season txcketQ—-q price obviously beyond
the means of the worker and the 'ordinary fan' {who may be a
small business man) which the Report assumes that proposal would
benefit, Marginal franchises and those 1n small cities could

not stand such a price 1increase, and would have to move or die.
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In Ehose arenas now selling out where price increases might

be feasible to cover the projected loss of revenue, the proposal
would have an effect contrary to what was suggested by the Treasury:
the 'ordinary fan' would find his ticket price driven up by

the tax provision--not cut down.

"Unfairness" to Everybody

We have demonstrated that the proposal to disallow
the deduction f&r the cost of tickets to sporting events will
be devastating to the financial survival of professional sports;
will produce economic injury to the related industries and employees
which depend on sports for thei; survival; will place increased
burden on the ordiﬁary fan and ordinary taxpayer in the form
of higher ticket costs and additional taxes to support municipally
financed sports facilities; and will produce a heavy loss in

federal tax revenue.

The Treasury acknowledged much of this. Why, therefore,
is this provision in the President's bill? The provision was
drafted on the assumption that the public 'perceives' the current
dednction as unfair: 'Joe Six Pack' 1s pictured as snarling

at his neighbor sitting 1n a tax deductible seat.

I must say that in all my years in professional sports

I have never heard a single complaint on this score, and John

Ziegler, the President of the NHL, tells me that the NHL in

all the years since 1977 that he has been the President of the
\
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league, the NHI has not received a single telephone call, telegram,
letter or other complaint by any fan as to the deductibility

of the cost of any ticket or the use of any tax advantage.

Our experience and empirical data demonstrate that the
Treasury's assumption is mistaken. The unfairness that the
Treasury Department perceives simply does not exist in the sports
world. Fans demand and appreciate business jinvolvement; for
example, when corporations spend great sums in the purchase
of tickets to produce a sell-out and avoid a TV blackout, the
fans éon‘t bomplain, they cheer the business that responds.

When the survival of the Washington Capitals and the Capitel

Centre was threatened, the fans expected business to come forward
with the purchase of thoucands of season tickets necessary to

keep the team here and the building open, and the Washington

area sports fans applauded this effort., The typical business

buyer of sports tickets is a small businessman, a retailer,

a wholesaler, a manufacturer's representative, a salesman or

a professional. This view is supported by a studv conducted

by the Minnesota North Stars of business season ticket holders
which found two-thirds of those sampled were either individual
proprietors or owners of small businesses (less than 250 emplofees).
These estimates were confirmed by other clubs cénductinq similar
reviews of business ticket purchasers, Tickets owned by a business
are used for customers, suppliers, employees, employeces of suppliers,

etc. and not simply by owners; so that the tickets and benefits
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are spread through all levels of society.

Contrary to the suggestion in the Treasury report, the
President's proposal will not produce 'fairness'. Tt will be
unfair to everybody--the fans will have to pay higher ticket
prices, some will lose their teams; the taxpayers will have
to cover the losses of municipal buildings; the citizens and
workers in the community will lose jobs and income when the

sports franchises are damaged or moved.

Summary

The entertainment deduction is not an ecsential element
of tax reform. By its own admission (in conference with the
heads of the major sports), the Treasury does not consider even
its projections_of the revenue impact of the provision significant.
The Shils report (Exhibit A) shows the provision could produce
a loss of between a billion and 1.7 billion dollars of tax revenue
in 1986. Other tax reform proposals--Kemp/Kasten and Bradley/
Gephart--recognize the validity, sense and equity of the regular
practice of_do;ng business in this area and reject the Treasury's

attempt to prevent these leyitimate business deductions.

We support the objectives of tax reform: but the
announced objectivés of the plan presented by the Treasury include
revenue neutrality, fairness and avoidance of economic disruption
and hardship. The proposal to disallow this deduction fails
on all counts: it will n&t raise even the small revenue projected
but produce substantial loss of revenue; it discriminates against
small businessmen and will be perceived as unfair by them and
by fans everywhére; and, weighed against the drastic economic
impact it would produce on sports and the indusiries and employees
that depend upon sports for livelihood, the only choice is to

strike the provision from the bill. -
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SUMMARY STATEMENT OF THE NATIONAL FOOTBALL LEAGUE
ON THE PRESIDENT'S TAX PROPOSAL

October 4, 1985

The National Football League and its 28 membér clubs
oppose the elimination of the entertainment deductioﬁ for
tickets to sports events. This proposal would have an adverse
impact not only upon the NFL member clubs but also upon stadium
authorities, local governments, urban eqonomies and sports
fans throughout the nation.

The NFL has long enjoyed a close association with countless
local businesses, which serve and support 1it, and local
governments, which receive tax and other revenue because of
leaque activity, 1n the large and mid-sized communities where
its clubs are located. The NFIL contertainment product has
enhanced the promotional and sales activities of businesses
of every type and contributed to the financial stability of
local governments and wurban economies in every section of
this country. The elimination of the business deduction for
sports tickets would unnecessarily limit the contributions
professional sports make to business development and urban
econolnic opportunity at a time when they are needed most.

With 28 teams the NFIL is the most widely available
professional sports team entertainment. Consequentally, the
NFL has forged partnerships with the public in building and
improving stadiums throughout the country. The amortiziation
of the debt remaining on many stadium construction projects

is large and dependent- upon the continued financial health
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of professional sports. An integral part of the economic
structure of professional football is the deductibility of
business entertainment ticket expenses. By denying the
deductibility of these expenses, Congress would jeopardize
the financial future of these projects which were commenced
with the assumption of the continued availability of this
deduction. As a result, the adverse impact of this proposal
would be widespread and put further pressure on already limited
public funds. 7

The NFIL also disagrees with the Treasury Department's
projection that this proposal will result 1in any increase
in federal revenues.  In a study jointly commissioned by Major
League HIascball, +the National Hockey leaque, the National
Basketball Assocciation, NASUAR and the NFL, Dr. Edward Shils
of the Wharton School of Business at the University of
Pennsylvania concludéu that the U.S. Treasury will lose in
1986 approxarately $1.0 billion to $1.7 billion based only
on the projected loss of revenue associtated with the impact
on football, baseball, baskethall and hockey. That sum could
increase to as much as $2.5% billion when all professional
and amateur sports are included in the analysis.

Dr. Shils' analysis pcints to the strong and widespread
connection professional sports have to Jocal businesses in
the major wurban areas in the Umited States. Professional
sports teams may be small businesses, but they are a part
of a network of businesses whose impact on sensitive urban

aconomics 15 profound., These businesses rely upon professional
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sports to a degree not recognized by the Treasury Department
in its analysis of the President's tax proposal. Many of
those businesses will suffer to the same or even to a greater
degree than professional sports clubs if this proposal is
adopted.

Given the demonstrable adverse federal and local government
revenue impact, the widespread disruption to sports communities
and wurban economies and the expected harm to professional
sports entertainment 1n general, 1t is not surprising that
other major tax proposals by Senator Bradley and Congressman
Gephardt and Senator Kasten and Congressman Kemp preserve
the deductiﬁility of entertainment expenses,

The NFL is proud «f i1ts record of growth and achievement

through the vyears. This has been possible because of the
. 1}

strong and consistent support of the public, As the Justice

Department recent ly noted in conaressional testimony,

"Professional team sports in this country represent a triumph
of capitalism.” We feel no reasonable tax policy justification
nor broader public policy imperative dictates the fundamental
change in the professional sports sector of the economy which
"will result 1f the entertainment expense proposal 1s adopted.
The NFL along with the other professional team sports leagues

in the United States urge its rejection,
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STATEMENT OF PHILLIP R. HOCHBERG, ESQ., ATTORNEY,
BARAFF, KOERNER, OLENDER & HOCHBERG, WASHINGTON,
DC; ON BEHALF OF THE NATIONAL ASSOCIATION OF COLLEGI-
ATE DIRECTORS OF ATHLETICS

Mr. HocHBERG. Thank you, Mr. Chairman. Thank you for the op-
Yortunity to speak this morning. My name is Phillip Hochberg, and

am here today representin% the National Association of Collegiate
Directors of Athletics {NAC A]. I can only assume that our sched-
uled witness, Dick Dull, is hung up perhaps on the Beltway some-
where between here and the University of Maryland. To put it suc-
cinctly, Mr. Chairman, we view the proposed changes in Treasury
II with considerable alarm. One might say facetiously that the
more recent proFosal announced by the House Ways and Means
Committee is only half as bad since it will allow a 50-percent de-
duction, but right there is where the humor ends. For the member
schools of NACDA, the adoption of either proposal would be a dis-
aster. College sports would be especially hard hit by its effects. Rec-
ognize, first of all, the structure of collegiate sports. At virtually all
institutions, you have but two revenue-generating sports, football
-and basketball. These two pay for every other intercollegiate form
of competition. The impact of revenue reduction, and that is exact-
li what this would amount to, would be felt at universities across
the Nation on track, wrestling, lacrosse, tennis, cross country,
soccer—you name it.

The revenue shortfall would be felt across the entire men's ath-
letic program. And for women’s athletics, and we want to make a
special mention of them, the results would be equally grave. Title
IX participation has become a source of pride for many schools.
Participation in women'’s athletics has grown geometrically in the
. past 10 years. We don't want to preside at the demise of women's
athletics, but the ability to support and fund women'’s athletics
would be devastated. Mr. Chairman, for the colleges the injury
would not stop there. The effort of businesses in our ticket sales
has a tremendous spillover impact on other aspects of university
life beyond game-day Saturday. Major institutions depend on our
athletic programs to help generate support for scholarships and
indeed for building programs. Many universities see the construc-
tion of additions to their stadiums, such as skyboxes, to be long-
term investments in capital plant and in community involvement.
The adogtion of this proposaf) would stop those plans dead in their
tracks. There well may be a perception that the colleges really
don’t have an interest in this since, afler all, tickets are all pur-
chased bly loyal grads of O!' Siwash. But surveys done by the Col-
lege Athletic Business Managers Association show 35 to 40 percent
of all tickets are purchased by businesses. And might I remind you
that a college team doesn’t have the luxury of seeking an alterna-
tive and new geographic area. If ticket sales disappear, the teams,
the institutions, and the coramunities will suffer. There is one
tential source to remedy these injuries. We could go seek tax dol-
lars. Robbing Peter to pay Paul has never made much sense, and it
certainly doesn’t in this case. Mr. Chairman and members of the
committee, you will hear other reasons why these tax proposals do
not make economic sense—a decrease in tax revenue, an increase
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in ticket prices, economic injury to the commumtles, injury to mu-
nicipally financed sports facilities, injuries to employees. Others
are more capable than I am of speaking to these, but as a repre-
sentative of collegiate athletics today, I simply urge you to recog-
nize that our programs are more vulnerable to what we feel is in- .
appropriate and harmful legislation. Thank you, sir.

The CHAIRMAN. Thank you. Mr. Noll.

[The prepared written statement of Mr. Dull follows:]
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Thank you, Mr. Chairman, for the opportunity to speak
this morning. My name is Richard Dull; I am Athletic Director
at the University of Maryland and I am here today representin«;
the National Association of Collegiate Directors of Athletics

(NACDA) .

™o put it succinctly, we view the proposed changes in
Treasury IJ with considerable alarm. One might say facetiously
that the more recent proposal announced by the House Ways and
Means Committee is only half as bad, since it would allow a 50%

deduction. But rig_ht there is where the humor ends.

For the member schools of NACDA, the adoption of
either proposal would be a disaster. College sports would be
especially hard-hit by the effects. Recognize first of all, the
structure of collegiate sports: At virtually all institutions,:*
you have but two revenue-generating sports -- football .and
basketball. These two pay for every other intercollegiate form

of competition. The impact of revenue reduction -- and that is
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exactly what this would amount to -- would be felt at the
Univérsity of Maryland on track, wrestling, lacrosse, tennis,
cross~country, soccer; you name it. The revenue shortfall

would be felt across the entire men's athletic program.

For women's athletics -~ and I want to make a special
mention of them -~ the results would be equally grave. Title
IX participation has become a source of pride for us and for
many other schools. Participation in women's athletics has
grown geometrically in thk past ten years. 1 don't want to
preside at its demise, but the ability to“support and fund

women's athletics would be devastated.

M%. Chairman, for the colleges, the injury would not
stop there. The effort of businesses in our ticket sales has
a tremendous spillover impact on other aspects of university
life beyond Game-Day Saturday. Major institutions depend on
our athletic programs to help generate support for scholarships
and indeed for building programs. Many universities see the
construction of additions to their stadiums -- such as sky-
boxes -~ to be long-term investments in capital plant and in
community involvement. The adoption of this proposal would

stop those plans dead in their tracks.

There well may be a perception that the colleges

really don't have an interest in this, since, after all, tickets
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are all purchased by loyal grads of 0l' 3iwash. But surveys done
by che College Athletic Business Managers Association show 35~
‘ggg of all tickets are purchased by businesses. And might I
remind you that a qollege team doesn't have the luxury of
seeking an alternative and new geographic area; ‘f ticket sales
digappear, the teams, the institutions and the communities will

suffer.

There is one potential source to remedy these in-
juries: We can go seek tax dollars. But robbing Peter to pay
Paul has never made 1much sense to me and it certainly doesn't

in this case.

Mr. Chairman and Members of the Committee, you will
hear other reasons why these tax proposals do not make economic
sense -- a decrease in tax revenue;-an increase in ticket
prices; economic injury to the communities; injury to
municipally-financed sports facilities; injuries to employees.
Others are more capable that I am of speaking to those. Bﬁt as
a re?resentative of collegiate athletics, I simply urge you to

recognize that our progrems are more vulnerable to what we feel

is inappropriate and harmful legislation.

Thank you.
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STATEMENT OF JOSEPH N. NOLL, PRESIDENT, NATIONAL CLUB
- ASSOCIATION, MADISON, WI

Mr. NoLL. Thank you, Mr. Chairman. I am Joseph Noll. I live in
Madison, W1, and I am president of the National Club Association,
which represents the legal and legislative interests of private social
athletic and recreational clubs. I also represent the several million
members of these clubs. We appreciate the opportunity to testify.
We, too, are strongly o;i)posed to the proposals now before Congress.
The majority of the club members—nearly all of them—are the
people who have been the successful achievers in our free enter-
prise system, whether in business or in the professions. I think oc-
casionally we become a little put out by the reference to the idle
rich in the clubs and the privileged and that sort of thing. I think I
represent among the hardest working people in this country. Many
of them are dependent upon establishing personal relationships in
order tc do business and gain the trust of their clients and custom-
ers. Payment of club dues, in fact, is no more nor less than rent
paid to obtain use of a club facility, just as one pays rent for office
space or use of a meeting room at a hotel or restaurant. Experience
has convinced these people that the ambience that most clubs give
them on a one-to-one basis is conducive to establishing that neces-
sary public trust, or personal trust; and it works. We, too, feel that
the Treasury estimates are misleading, that the proposals would
have a negative effect on Federal revenue. Quickly, and for exam-
ple, of the 5,500 private clubs in the survey we did of some of them,
we estimate that 80,000 jobs would be lost because of the decline of
revenue to these clubs. That would mean, by our calculation, a
shortfall of $200 million in payroll taxes alone for 1 year, not
counting greater unemployment and welfare costs. Tens of thou-
sands of part-time employees in addition would be affected. I think
we must understand that the -workers we are talking about here
are entry-level t workers. They are relatively marginal. They
have limited skills. The skills they have have been what they
learned at tbeir occupation, and they may face prolonged unem-
ployment. The question of abuse always comes "3)’ and I agree with
those who spoke before on it. Relative to club dues, the deduction
requirements are very stringent and very tough under the present
law. You must use your club for at least 50 percent of the time to
get any deduction, and the actual business use must be document-
ed. There is constant talk of abuse, but there is no evidence or doc-
umentation to back it up by the Treasury or anyone else. If there is
abuse, and we are going to correct it by eliminating these deduc-
tions, I think this is analogous to restricting the use of automobiles
to everyone becuuse there are a few drunken drivers. That just
doesn’t make any sense to me. We seem to be operating here on
perception as to what people think, not what is the fact. I have
some problem with that. Mr. Chairman, I would like to directly
answer your question, if I may, from a different and colloquial per-
spective that you asked of the other panel. I have spent most of my
life in manufacturing, most of it in the machine tool industry
which has very serious ups and downs, as you may be aware.

I was chief executive officer for a machine tool company for
many years. We were in one of our downs, and a down in the ma-
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chine tool industry is about a 50 percent reduction in business—it
gets very serious, a lot of people laid off, short hours. I was walking
through the plant one day, and the union president stopped me;
and he said, “Mr. Noll, isn’t there anything we can do about get-
ting more business in for the plant?” I said: “I sure wish I knew
what to do. Have you any suggestions?”’ He said: ‘‘Well, some of us
were talking, and we see that when you go out for a week, you
seem to bring business back. The salesmen don’t get it, but you
do.” 1 said: “Well, that is very flattering. Sometimes they save the
orders for me to pick up.” But I think what I am getting at here is
that I think we deprecate the American worker when we think he
doesn’t understand how business is obtained and how business ex-
penses and entertainment expenses are necessary to get that busi-
ness. I think if you were to survey the average American worker
and ask him what his boss’ No. 1 job is, I think he would tell you
‘“to get more business for the company,” because this so directly re-
lates to his personal economic well-being. He may not think so of
the boss at the next-door plant, but he sure thinks it about his own
boss; and I suggest to you that the answer to the question you
asked is to tell the employee “that is where your job comes from.” I
think it is as simple as that. We are a marketing nation, a free en-
terprise system; and it dictates that, without the necessary ex-
penses and attitudes and effort that is put into marketing, the
chances are we could not sustain our employment at anywhere
close to the level we have it today. I am concerned about what ap-
pears to be governmental intrusion into the determination as to
what our legitimate marketing expenses are. I just don’t think that
this is something that is for them to get involved in unless they
decide that there are no marketing expenses and there are no ex-
penses at all that are legitimate and to go to a gross income tax.
Just let me say in conclusion that we are opposed to what we have
read in the paper about the new proposals from the House Ways
and Means Committee. We are opposed in principle, and we esti-
mate that perhaps we would have an impact about two-thirds as
great as the original proposal. Thank you very much, sir.
The CHAIRMAN. Thank you very much, sir. Mr. Seidier.
[The prepared written statement of Mr. Noll follows:]
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The National Club Association (NCA) respectfully submits these
comments to the Committee on Finance in opposition to proposals now
under consideration that would eliminate the deductibility of club dues
and other business "entertainment" expenses, and would restrict the

deductibilily of business meals.

NCA is the national trade association that represents the legal and
legislative interests of privaLe social, athletic, and recreational
clubs. Representatives of the organized golf comunity, including the
Club Managers Association of America, the Professional Golfers'
Association of America, the PGA Tour, and the Ladies Professional

Golfers -Association, endorse and support these comments.

We believe these proposals are unwarranted and unfair. They would
inflict severe econamic hardship on the nation's 5,500 clubs and their
enmployees. They would deny important business opportunities to many who
rely on clubs for critical marketing activities. And they would set a
precedent of unjustified government interference in priva;_e business
decisions, while placing us on the road towards the taxation of gross

rather than pet income.

Private clubs are neutral settings which their members may choose
to use for a variety of social, family, recreational, and business
purposes. When a member chooses to use a club for business purposes, a

tax deduction should be allowed for that portion of dues which has made
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such business use possible. The tax law properly recognizes that the
individual member is entitled to a deduction of expenses for activities
which pramotLe or enhance business, including club dues. (It should be
noted that a club does not control the use made of it by its members,
nor does it benefit directly fram the tax deductions for club use

claimed by its members.) -

That portion of club dues which is deductible as a business expense
is the same as the rent paid for use of office or factory space, or for
use of a restaurant or hotel meeting roam. As with other such rent,
club dues simply entitles the business person to the use of the facility
for a prescribed period of time. When the club or other facility is
used for a business purpose, the rent should be fully deductible as a

business expensec.

The President's Tax Proposals to the Congress for Fairness, Growth,

and Simplicity (May, 1985) would "carpletely eliminate deductions for
entertainment expenses such as tickets to professional sporting events,
tickets (o the theater, the cost of fishing trips, and country club
dues." (page 78) (Amphasis added). In addition, it is proposed that
business meal deductions be limited to $25 per person per meal plus 50%

of any amount above that. $25.
It should be noted that even though the proposals mention only

"country club" dues, all club dues would be equallv affected. This

would even include the deductibility of dues paid to service clubs such

55-631 0 - 86 - 5
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as Kiwanis, Zonta, Business and Professional Women's Clubs, Rotary, or
Lions, as well as dues paid to fraternal or sororal organizations, such
as the Benevolent and Protective Order of Elks and the loyal Order of

Moose, provided those dues meet the tests for such deductions.

By predicating disallowance on the allegation of tax abuse,
enactment. of these proposals would mean that such expenditures could no
longer be deducted even though the taxpayer saw it as in his best
interest to invest his capital in such a manner. In fact, such

deductions would be disallowed even if the taxpayer could document.

beyond question a direct and significant connection between his or her

business success and those expenses. Even though a taxpayer could

establish that ten new clients were acquired in a given month
immediately after being entertained by the taxpayer at his or her club,
none of the cost of membership in that club would qualify as a
deductible expense. We believe that the disallowance of a tax ded.uct.ion
for such a legitimate, documented business expense would be a radical
and unprecedented departure in our federal tax cade. It suggests that
govertment is about to expand significantly its involvement in the
private investment and marketing decisions of individual taxpayers.
Govermment. would, under these proposals, be substituting its judgment
for that of the individual entrepreneur in determining which business

expenses are appropriate (i.e. deductible) and which are not.

Three reasons are cited in support of these proposed tax deduction

changes. First, it is alleged that there is a perception that there are
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“extreme abuses of these deductions... (although) such abuses may be
limited Lo a relatively small number of taxpayers... they nevertheless
undermine the public trust that is essential...” (Tax Proposals, page
76). Second, it is contended that these deductions unfairly benefit a
"limited class of taxpayers." This "class" apparently consists of
business persons, professionals, sales personnel, amd entrepreneurs who
find such expenditures to be an essential marketing expense. According
to the Tax Proposals, "Lunches are deductible for a business person who
eats with clients at an elegant restaurant, but not for a plumber who
eats with other workers at the construction site.” (page 75). Finally,
it is said that there is a "large personal camonent” in such deductible
activities which makes these proposed changes necessary. (Tax Proposals,
page 78). This apparently means that because taxpayers may derive some
personal benefit or enjoyment fram such activities, the costs should not

be deductible.

In the balance of these camments we shall explain why the rationale
for these proposals is spurious, invalid, and dangerous. We shall show
that the present law concerning tax deductions for club dues and
business meals is fair and reasonable and should not be changed. We
will also demonstrate that these proposed changes would be econanically
disastrous for clubs and their employees. We shall first examine the

severe econamic damage that would result.
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1. THESE PROPOSALS WOULD INFLICT GREAT ECONOMIC LOSSES ON C1UB
EMPLOYEES AND CLUBS, AS WELL AS ON OTHER SECTORS OF THE BOONOMY,

- WHICH WOULD NEGATE THE PROJECTED TAX REVENUE GAINS.

On the basis of a recent survey of member clubs of the National
CIub Association, we estimate that severe econamic hardship wouid be the
direct result of these proposed changes in the deductibility of club
dues and business meals. While the worst direct impact would fall on
‘cit.y clubs, the proposals would also be highly detrimental to golf
clubs.

@

I1f the deductibility of clab dues is eliminated, we estimate the

average city club revenue loss would be 36 percent.. A startling 52

percent reduction in city club full-time jobs is projected.

For golf clubs, removal of the club dues deduction would result in
«n average revenue loss of 18 percent, and a job loss of 19 percent.
\
e singular umpact on clubs of the proposed restrictions on
- business meal deduciions would be less, but still significant. City
clubs would lose 20 percent of their revenue, arkd have to lay off 24
percent of their full-time workers. Golf clabs would see a six percent

revenue decline and lose seven percent of their full-time enployews.

The magnitude of the employment impact in the club industry is bes;.

indicated by the actual number of jobs that would be lost.
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There are approximately 4,500 golf clubs and 1,000 city clubs in
this country. NCA figures show that the average city club now has 72
full-time amwployees and the average golf club 55 employees. This means
a grand total of 72,000 city club amloyees and 247,500 golf club
awployees. Sumnertime amployment, particularly in golf clubs, is

significantly higher.

The job loss impact of the ramwal of dues deductions alone would
therefore be 37,000 full-time city club jobs and 44,700 full-time golf

club jobs, or a total of 81,000 jobs.

Since the vast majority of these jobs are likely Lo be entry level,
with few transferable skills mossessexd by current workers, it can be
reasonably predicted that those losing such jobs are likely to face some

period of unawployment, probably prolongen:.

It is instructive to direct attention to the lost incame and tax
revenue that would also result. Assuming an 38,000 average annual
salary in such club sobs, the overall econamy would see income decline
$648,000,000 fram the loss of these 81,700 jobs. On the basis of an
average 30% payroll tax, this would mean a total loss of $194,700, 000

in payroll taxes.

An independent financial stuwiy by the Club Corporation of America
(CCA) confirms the enormous econamic price that clubs and club erployers

would have to pay if these proposals are enacted. With 165 clubs, CCA
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is the largest. corporate owner of clubs in the world. After a careful
stuly of its clubs' financial status, CCA has concluded that if these
tax deduction changes cause even a ten percent decline in club
membership, 61 of the CCA clubs would have to close and 3,700 ewployees
would lose their jobs. If club membership declines 25 percent, 97 CCA

clubs would shut down and 5,900 jobs would be lost.

It should be noted that the Tax Proposals estimate a $600,000,000
federal revenue gain to result in the first year fram the proposed
changes in all business entertaimment deductions. It can be seen that
the elimination of club dues deductions alone -~ without considering the
impact of the loss of any ot.helr business entertainment deductions --

would negate at least a third of this purported revenue gain.

In addition, the Professional Golfers' Association of America
esstimates that an 18 percent decline in golf club revenue as projected
would mean a loss of at least 4,500 jobs in the golf operations usually

run indeperxiently by golf pros at clubs.

These revenue and job loss projections do not include the tertiary )
iJj\;>acL on suppliers and vendors that serve the club industry. Here the
impact would likely be especially great in the golf industry, which
supports so many highly specialized equipment manufacturers. The data
also does not include the revenue and job losses that would result fram
an expected substantial decline in corporate sponsorship of golf

towrnaments, when a substantial portion of such sponsorship expenses
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(i.e. Lo entertain customers or clients) could no longer be deducted as

business expenses.

There would also be an adverse effect on charitable income. In the
past five years, golf tournaments held under the auspices of the PGA
Tour have generated $36,173,000 for a wide range of charities. 1t can
be reasonably assumed that a substantial decline in tournament corporate
sponsorship would have a direct and significant negative effect on this
charity flow. Even if such corporate sponsorship continues, the private
golf clubs vhich host nearly all these professional tournaments would be
so weakened by the revenue losses resulting fran these tax changes, that

the tournaments would inevitably be diminished, thus reducing their

appeal and undoubtedly shrinking the resulting charitable income.

Finally, it can be projected that it would be not just clubs and
their ancillary suppliers and activities that would suffer. The

econamic damage could be much more widespread.

It can certainly be assumed that a minimal number of business
agreements result fram the use of private clubs by their members Lo
entertain or meet potential clients and custamers. If one assumes that
only ten such agreements result each day fram meetings at.‘ the typical
city club and two per day fram meetings at the typical golf club, with
the average agreement worth $100,000 and generating or supporting two

jobs, this translates for America's 5,500 clubs (4,500 golf clubs and

1,000 city clubs) into over 10,800,000 jobs. Then assume that just five
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percent of these business agreements will be lost if club expenses are
no longer tax deductible and clubs are no longer relied on for business
uses. Certainly businessmen will still take clients and customers to i
dinner, but it is most unlikely tRey would use to the same extent clubs
which require dues, and they would thus not have the opportunity to

enjoy the club ambiance that can be so conducive to business discussions

and negotiations.

With a five percent loss of those jobs that result from such use of
clubs, ;,he result would be a loss to the econamy of 540,000 jobs. If
these jobs average $25,000 in annual income, there would be a $13.5
billion loss in overall incame, which would mean a $4.05 billion loss in

payroll taxes just for the Federal government.

Where then would be the econanic gain to our nation fram this

proposed tax "reform?"

II. CLUB DUES AND MEAL EXPENSES SHOULD BE DEDUCTIBLE WHEN [JSED FOR

BUSINESS PURPOSES

Theodore Levitt, renowned professor of marketing at the Harvard
Business Schonl, has described the important. role of the business meal

in his classic study, The Marketing Mode:

It is so bmportant arxl so central to the industrial
selling process that it ... is taken for granted like
oxygen in the air ... {T}he lunchee does nol make his
buying decision purely on price, specification,
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technical services, or delivery. The lunch exists
to help create relationships of personal trust and
understanding ... to go beyond the slide rule and
the laboratory in getting and cementing sales. ...
Advertising performs much the same function as the

business lunch. It creates familiarity. With 7~ -
familiarity is likely to came conviction and trust.

Corgress in its wisdam has recognized the econamic and
entrepreneurial rationale for allowing tax deductions for club dues and
meals that can be shown Lo have a business pixrpose. In 1978, Corngress
explicitly reaffirmed the effectiveness of club dues as 3 legitimately
deductible business expense, when it denied the request of then Treasury
Secretary Blumenthal to disallow this deduction. For many taxpayers,
e.g. for professicnals, for salespersons, for entrepreneurs, and many
others, the club is an extension of the office and the business meal is
simply another opportunity to meet and conduct business. For them the
development of a personal relationship between the buyer and seller is
critical, and nowhere can this relationship be cultivated better than at

a business meal in the quiet, dignified setting of a private.club.

Congress has realized that in the real econanic world, nothing
happens until the sale i‘s made. Nothing is produced, nothing is
manufactured, nothing is created unless the sale occurs. No factories
open, no offices function unless customers or clients are convinced to
buy. Business persons take clients and custamers to clubs, as well as
1o restaurants and Lo hotel meeting roams, and meet them over breakfast,

lunch, or dinner, because they are convinced this is a wise investment



A

134

of their time and money. For them this is doing business and it is done
only so long as it works. Because it works for them, it should remain

- just as fully deductible as any other cost of doing business.

For those who make such marketing decisions urwisely, who do not
produce more business fran their club memberships or business meals, the
marketplace is, of course, merciless and unforgiving. In our free
enterprise system, that is as it should be. The marketplace is the best

julge of which business expenses are appropriate and which are not.

Contrary to the suggestion in the Tax Proposals, these deductions
are not available only to a particular class of taxpayers. As with
other tax Jdeductions for business expenses they are not based on who
claims the Jeduction, or on where the deductible expense occurs, but on
the purpose of the expense. If the plumber mentioned in the Tax
Proposals wants to start. a business, risk his savings, and incur such
business marketing expenses Lo reach new customers, the deduction is
just as available to him as it is Lo the lawyer or the stockbroker. It
may be that the nlumber mentioned in the proposals has his present jcb

only because another plumber did strike out on his own.

Club dues are no different fram the renial fées vaid for office or
factory space, or for use of a private meeting roam at a hotel or
restaurant. Both dues and rent entitle the payor to use those
facilities for a designated period Of time -- whether several hours in

the case of a meeting room, or a month 1in the case of most club dues --
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for whatever private purposes are desired. If those are business

1
purposes, they should clearly be deductible as business expenses.

I1II. PRESENT DEDUCTION REQUIREMENTS AND ENFORCEMENT ARE FAIR,

REASONABLE, AND SUFFICIENT TO PREVENT EXCESSIVE ABUSE.

Current. documentation and substantiation requirements are not
loosely drawn. Taxpayers claiming deductions for club dues and business
meals must show a business purpose, and must keep clear and verifiable
records. In light of the strict legal obligations of tax preparers to
confirm such substantiation, and in the absence of any contrary
docunent.qt.ion, the allegation of excessive tax abuses with regard to

these deduct.ions is not credible.

Under present law, a taxpayer seeking to deduct dues paid to a
social, athletic or golf club, as well as to other organizations, such
civic and service clubs or fraternal amd sororal organizations, bears
the burden of proving Lhat\ the club "was used primarily for the
furtherance of the taxpayer's trade or business and ... was directly
related to the éct_ive conduct of such trade or business." (Internal
Revenue Code Section 274 (a}(2)(C)). The "primary use test" requires
the taxpayer to show that use of the club for business exceeded 50% of

the days of actual use.

To establish such business use, the taxpayer must:

.. .substantiate by adequate records or by
sufficient evidence corroborating his own
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statement. (A) the amount of such expense
or olher item, (B) the time and place of
the... use of the facility..., (C) the
business purpose of the expense... and,
(D) the business relationship to the
taxpayer of persons... using the facility.
(IRC Section 274(d)(3)

According to Department of Treasury regula}.ions, the taxpayer must
came forward with detailed records as to the number and duration of
occasions on which the club was used during the taxable year for
business, and the number and duration of occasions on which the club was
used during the year for nonbusiness activities. If the taxpayer fails
to make this showing, it will be presumed that the club was used
primurily for personal purposes and no deduction will be allowed. (See
Treas. Regs. Section 1.274-5 (C)(6)(iii)).

In addition to the substantiation requirement of IRC Section 274
aryl the regulations thereunder, the deduction of club dues must satisfy -
the test applied to all business deductions, that is, that the expense
is "ordinary and necessary" 1o the conduct of the taxpayer's business.
For purposes of club dues, this means that-the -taxpayer must show that
he uses the club for business purposes and that the taxpayer's business

has benefitted (or is reasonably expected to benefil) in some specigic

way beyond the development of goodwill. (IRC Section 162).

Under these rules,/ if the taxpayer shows that the use of the club
is an ordinary and necessary expense of his business, and that he uses

the club primarily for business, he may deduct that portion (and only
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that portion) of his dues which corresponds to the portion of actual
club use devoted to business. This percentage will be carmputed fram the

detailed records described above.

For business meals to be deductible, the same ordinary and
necessary test must be met, and the same substantiation records kept to
show that such meals are "directly related" to the taxpayer's business_
and occur under circumstances that are "cornducive to a business

discussion." (IRC Section 274 (e)(1)). -

We believe these detailed deduction substantiation requirements
provide anmple authority for the 1RS to identify and prevent any

misrepresentations or misinterpretations by taxpayers.

Yet, despite the allegations of tax abuses because of such
deductions, we have seen no evidence fram Treasury or elsewhere
documenting such abuse. To our knowledge, there have been no reliable
'studies or estimates of the rate of taxpayer noncampliance with the
present rules and regulations for the deductions .of club dues, business

meals, or any other aspect of business entertainment.

In the absence of such studies of taxpayer campliance, we strongly
suggest. that the way to deal with any abuses that may occur is through

stricter enforcement of current. law. Clearer substantiation rules and

procedures may also be advisable. The least rational approach would
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surely be to accept unproven allegations and insinuations as the basis

for campletely eliminating legitimate and justifiable deductions.

The Tax Proposals, of course, do not charge actual widespread
abuse. In fact, it is conceded that, "Such abuses may be limited to a
relatively small number of taxpayers..." (page 76). Rather the argument
cleverly presented is that other taxpayers perceive such abuses to be
prevalent, and that this undermines public trust in the tax system.
Such a speculative arqument is, of course, impossible to refute. Of
even greater concern, however, is the implication this raises for the

formulation of tax policy. Is it now to be determined by plebiscites or

public opinion polls, despite contrary facts known to the legislators?

IV. DISALIOWANCE OF THESE DEDUCTIONS WOULD BE UNFAIR AND WOULD

SET DANGEROUS PRECEDENTS IN THE TAX LAVW.

These proposals would unfairly discriminate against that business
person who is uniquely deperdent on these kinkis of marketing techniques.
The entrepreneur or salesman who cannot afford expensive media
advertising, the young lawyer trying to build a practice, the new
stockbroker working to develop customers, the accountant who needs Lo
meet his clients in a relaxed setting to dev:elop the essential
relationship of trust -~ these are the ones who need and usé these
marketing approaches most, and who will be discriminated against by
these proposals. These are the middle income taxpayers who, if denied

such deductions, would be campelled to continue using these marketing
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tools and bear the entire cost themselves. More affluent taxpayers and
large corporations would be able to turn to alternative marketing means

which will remain deductible.

As already explained, the econamic impact on clubs and their
employees will be severe. This industry and other providers of business
"entertainment' have been unfairly targeted by these proposals.
Expenditures on-television and radio camercials, newspaper and magazine
advertisements, billboards, and direct mail advertising will remain
fully deductible. For certain taxpayers the use of clubs and business
meals may be a much more effective and apprcpriate marketing approach;
indeed, it may even be the only marketing technique they can afford.
Yet, for them these marketing expenses would not be deductible at all.
We do not bhelieve it equitable for the tax code Lo favor one marketing
approach over another. Again, we suggest that such decisions should be
left up to the taxpayer, with the marketplace the ultimate judge of
whether the taxpayer has invested his marketirg resources w@sely.

Finally, we suggest that these deduction proposals would establish

dangerous precedent.s in tax law and policy.

The first ill advised precedent would be Lo substitute the judgment
of goverrment for that of the individual taxpayer. As already noted,
the marketplace is the best irxdge of such decisions. Surely our society
does not want govermment to set arbritrary deduction standards for such

"business decisions. What would be next? Will the government limit tax
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deductions according to the thickness of the office carpet, or the size
of the camputer, or the cost of raw materials used? %hy not have the
governmment. disallow deductions for any products or services which exceed
the standards of the General Services Admi.nieraLiQ\n?

Another dangerous precedent is the notion that deductions for club
dues and business meals should be disallowed because the taxpayer may
receive same personal benefit or pleasure from them. As explained
above, the taxpayer must substantiate the business purpose of such
expenses; no deduction is allowed for that portion of club use which is
personal. The most aninous implication of this argument is that the
government. can samehow recognize and measure whatever personal enjoyment
or pleasure may be ascribed. There are many deductible business
expenses that arguably include a strong element of personal pleasure,
including, for example, the quality of one's office furniture, the
artwork on the walls, the view fram the window, the design of the
employee's cafeteria, etc. The list is endless. What about the
personal pleasure of a first class plane ticket on business trips? Is
the goverrment about to embark on a pleasure-pain, or rigidly
utilitarian approach Lo taxation? And if we are to tax such personal
benefits, should they not be separated fram the purely business
. camponents of an activity? Will the govermment tax the 35% of an
activity that is personal benefit and allow the 65% halance to be
deducted? Will the taxpayer be held to have received imputed taxable
incame equivalent to the personal benefit portion? How can such lines

be rationally drawn?
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Finally, it is most troubling to see the goverrment through these
proposals depart radically from a system where net income is taxed to
move towards a system where gross incame is taxed.

The deductions allowed club dues and business meals reflect the
basic concept of our tax law that the inca?e tax is levied on net
incane. This means that the taxpayer should be allowed to reduce the
amount on which he is taxed by those expenses incurred in. earning that
incane. As already noted, Congress has clearly understoad the wisdom of
such deductions in the past, and recognized that to the extent club dues
and business meals are "ordinary and necessary" expenses incurred in
pursuit of greater incame, they should be encouraged by being allowed as

deductions.

If we are now about to move away fram the concept of taxing only
net income. why not indeed go all the way and simply disallow all
business expenses? Then we need have no concerns about perceived or
actual fairhess, determining personal benefits, or eliminating imagined
abuses. We respectfully suggest that the eventual, logical consequence
of the principles of taxation illustrated by these proposals leads

inevitably in that distasteful direction.
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STATEMENT OF LEE J. SEIDLER, MEMBER, BOARD OF DIREC-
TORS, SHUBERT ORGANIZATION, NEW YORK, NY; ON BEHALF
OF THE LEAGUE OF AMERICAN THEATRES AND PRODUCERS

Mr. SeipLER. I am appearing here on behalf of the League of
American Theatres and Producers, the association of the owners
and operators of legitimate theaters in the United States and the
producers of legitimate attractions, such as ‘“Cats,” “‘Annie,” “The
Whiz,” “Amadeus,” among others, the segment of the theater
known as the tax-paying theater. I am also appearing on behalf of
The Shubert Organization, the largest owner and operator of legiti-
mate theaters in the United States. I have used “largest” in speak-
ing of the theater industry, but I think it is important to under-
stand that the theater industry is a small, a tiny industry in the
United States. If the entire legitimate theater industry in the
United States were combined under one ownership through a
single corporation, that entity would not make the Fortune 1000
largest company list. So, we are talking about a small entity.

Secondly, we are talking about a tax-paying entity. Legitimate
theater has no tax shelters, no investment tax credits; since our av-
erage theater is about 50 years old, we have virtually no deprecia-
tion. The Shubert Organization in the last 3 years respectively has
paid State and local income taxes equal to 52, 46, and 47 percent of
our pretax accounting income in cash. So, we are a tax-paying in-
dustry. The only tax losses we have in our industry is when a show
opens one night and closes the next one because the critics have
bombed the show. And in that case, the loss is entirely cash out of
pocket from the investors. So, we are a small business.

We probably have a relatively small proportion of business
people attending. Our typical business attendee at the theater is
the small manufacturer, perhaps in New York, entertaining a
buyer. He takes the buyer to the theater. He knows the next morn-
ing whether he gets an order or not. He has direct feedback, far
more direct feedback than does our local utility {)utting an adver-
tisement in the newspaper glorifying its wonderful management.

Treasury has suggested there may be an element of personal
pleasure in taking that buyer to the theater. I suggest there may
be some, but it dwindles considerably when that man is finishing
his 12th hour at work and his third attendance at that same thea-
ter with a different buyer. Even though our business percentage is
relatively small, our margins are tiny. The margin in legitimate
theater.is probably about 2.5 percent on the average on gross. If we
were to lose, let's say, just 5 percent of our revenues, that would
essentially throw the American legitimate theater into a loss posi-
tion and close up the theater. I think it is important to under-
stand—an analogy was made this morning to an airplane with an
empty seat—the costs in the theater are totally fixed. We put a
show on; it must run. It must run, no matter how many seats are
filled or how many seats are empty. They are so fixed, in fact, that
when we keep a theater empty—and right now the theater busi-
ness is not good; the Shuberts have 8 empty theaters in New York
out of the 17 they own—it costs us between $4,000 and $6,000 a
week simply to keep the theater empty, for the taxes, maintenance,
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insurance, and 80 on on the theater. So, if we get a slight decline,
our business will be in great trouble.

Secend, it is not just the tax-paying theater that is involved.
There is a symbiotic relationship between the tax-paying theater
and the thousands of nonprofit theaters around the country. The
largest proportion of productions put on by nonprofit theaters that
are in every State in the United States come from Broadway, and
the largest proportion of productions on Broadway come from the
nonprofit theater.

There is a double recycling. For example, the Shubert Organiza-
tion is owned by the Shubert Foundation, its sole shareholder. The
Shubert Foundation gives approximately $2.5 million, which is the
major proportion of its profits, back to performing arts groups
throughout the United States. It gave 130 grants in 23 States in the
United States last year. I would ask you therefore, please, don't er-
roneously end the deduction that we believe would destroy the only
self-sustaining, unsubsidized tax-paying portion of the performing
arts in the United States. Thank you.

The CualRMAN. Thank you.

[The prepared written statement of Mr. Seidler follows:]
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My name is Lee Seidler. I am appearing on behalf of the
League of American Theatres and Producers, an association of’
§ the owners and operators of legitimate theatres in the United
States and producers of legitimate attractions, such as CATS,
ANNIE, THE WIZ, AMADEUS, THE ELEPHANT MAN, among hundreds of
others -- a segment of the American theatre known as the
taxpaying theatre. We receive no government subsidies nor
tax benefits and we pay our full share of local and federal
gaxes. We manage to survive and compete along with other

hardpressed colleagues in the subsidized, non-profit theatre,

music, opera and dance.

I also appear on behalf of The Shubert Organization,
Inc., the largest owner and operator of legitimate threatres

in the United States.

The Shubert Organization pays state and federal income
taxes, in cash, in excess of 50X of its pre-tax income.
There are no theater tax shglters, except of course, the
losses (all cash) that occur when shows close after bad
reviews. My joint appearance is in opposition to the
eliginat%bn or reduction of the tax deduction for theatre

o |

tickets ﬁurchased for business purposes.

Business entertainment is a normal and traditional
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aspect of generating taxable income. Business can rarely be
developed only by advertising or by posting prices: personal
contact is necessary. This contact is often provided by

entertainment. -

Attending theatre with clients and customers is an
ordinary and necessary business expense. These expenditures
may be as necessary to the conduct of a profitable business
as the purchase of inventory, supplies, utilities or fixed

assets.

The success or failure of a business expenditure for
entertainment at the theater is easy to ascertain. A
manufacturer who takes a buyer to the theater knows the next
day whether or not he "got the order"”. On the other hand,
the effectiveness of media advertising is rarely known. Yet
media advertising, inleding ads merely glorifying the
company, is unquestioned as a business expense, 100%

deductible.

It has been argued by Treasury that there is an element
of personal enjoymént in entertaining clients that warrants
‘eliminating or reducing the deduction. Leaving aside the
obvious point that business entertainment may be more of a
duty than a pleasure, there are substantial personal elements

in many business expenditures. Health benefits are totally

personal. Office workers are given comfortable chairs, -
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fectories are landscaped and well lighted, building exteriors
are attractively finished, truck and tractor c;bs are air
conditioned, Personal elements abound in business

expenditures; they do not signal ending deductions.

Existing law places substantial restrictions on the
deductibility of business entertainment expenses. There must
be a substantiél and bona fide discussion of business before,
during or after the entertainment and the taxpayer must have
a gspecific expectation of receiving business -- not just
goodwill -- from the expenditure. 1Indeed, it is fair to say
that the test of deductibility of a theatre ticket is
presently stricter than that for ordinary advertising on

television or in a newspaper.

It is obviously difficult to estimate, but we believe
that the gross revenues of the legitimate theatre would be
materially reduced if the deduction is wrongly removed or
reduced. That is, while we believe that most business
persons would continue to entertain customers, since it is
necessary to their businesszes, we would incur some loss of

revenue.

Understand that virtually all the costs of a theatrical
production and theatre operation are fixed. The shov must go
on regardless of how many are in the audience. After tax net

income margins in the theater are slim, less than five
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percent on gross. A decline in ticket sales as small as five
perceni would be fatal to the tenuous economic health of the
only unsubsidized, taxpaying performing art form in ;he
United States.

The burden of the proposed elimination or reduction will
not fall only on the performing arts. It will be felt in the
area that can least afford it, jobs -- jobs in the performing

arts and jobs in industries connected with the performing

arts -- hotels, restaurants, transportation and tourism.

Disadvantaged people und those who are not already
well-educated frequently enter the work force in jobs that do
not require special skills -- porters, chambermaids, taxi
drivers, parking lot attendants, dishwashers, and waiters.
With more manufacturing jobs disappearing, these people
cannot find other jobs. In addition, of course, unemployed

theatre performers are unlikely to find work elsewhere.

Professional theatre in the United States today is
inextricably interconnected in all of its aspects. The
Shubert Foundation, the sole shareholder of the Shubert
Organization, distributes about $2.5 million annually to
about 130 non-profit performing arts groups in 23 states.
Plays and musicals that originate in the taxpaying theatre

comprise about 70X of the repertory of non-profit theatres.

Conversely, plays and musicals which originate in the
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non~-profit theatre find their way into the taxpaying theatre.
Some examples are the Pulitzer Prize winning GLENGARRY GLEN
ROSS which originated at the Goodman Threatre in Chicago; the
Tony Award winning CHILDREN OF A LESSER GOD which‘originated
at the Mark Taper Forum in Los Angeles; the Pulitzer Prize.
winner play NIGHT MOTHER which originated at the Actor’'s
Theatre in Louisville, Kentucky; the musical QUILTERS which
originated at the Denver Performing Arts Center; THE END OF
THE WORLD which originated at the Kennedy Center; the play:
FIREFOX which originated at the Guthrie Theatre in
Minneapolis; the musical ANNIE which originated at the
Goodspeed Opera House in Connecticut; the Tony Award winning
BIG RIVER which originated at the La Jolla Playhouse in
California; the Pulitzer Prize-Tony Award winning A CHORUS
LINE which originated at the New York Shakespeare Festival.
This symbiotic relationship is_essential to the economic
well-being of both the ta§paying and non-profit theatre as
well as to the nurturing and development of the artists and

technicians who constantly work in both forums.

Theatre, whether it be pfesented in taxpaying theatres
in New York, Boston, Philadelphia, Washington, D.C., Detroit,
'Chicago, Dallas, Houston, Los Angeles, San Francisco, and
Miami or in the hundreds of non-profit theatres located in
almost every city in the lUnited States, is beset with the
problems of inflation, fixed costs and competing forms of

entertainment. The equivalent of favorable bond issues,
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investment tax credits, parking and garage facilities,
revenue from television and advertising, do not exist for the
theatre. Rather, theatre is forced to go it alone, dependent
primarily in the case of non-profit theatre,  and solely in

the case of taxpaying theatre, on the sale of tickets.

Despite these disadvantages, the theatre and the rest of
the performing arts constituency in the United States has
fulfilled its cultural and educational mission, has
stabilized and regenerated neighborhoods in which it
functions, and has been an economic resource for the
treasuries of the governments of the cities, states and,
indeed, the federal government, as well as a lifeline for the

restaurants, hotels, transportation businesses and tourist

activities whose facilities are used by its patrons.

This performing arts constituency is now faced with a
;roposal to eliminate or reduce the deductibility of tickets
to its performances purchased for legitimate business
purposes. This proposal whose serious neéative implications
cannot be doubted and which are essentially revenue neutral,
can only further exacerbate the present fragile existence of
the performing arts in the United State;;” Witness the
termination of the Metropolitan Opera tour after one hundred
consecutive years, the paucity of touring hajor plays and

musicals, the cut back or abandonment of tours of major

ballet companies. The theatre facés rising costs in a
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business which is entirely hand-crafted and unable to effec;
improvements in productivity. Nevertheless, we still provide
hundreds of thousands of free tickets to students, the .
elderly and the infirm and cope with the urban environment

and the other myriad problems that beset it.

I do not favor deductions that are not warranted.
Congress and the Internal Revenue Service have the duty to
determine what is a legitimate deduction. What is proposed,
however, is counterproductive both in human terms and in
~ financial terms and, of course, counterproductive to the
performing arts in the United States.

We do believe that one abuse should be rectified.-
Tickets to popluar theatre and other performances, such as
rock concerts, are frequently "scalped" at much higher than
box office prices. I emphasize that the theatre receives
only the box office price and the speculator’s resale profit
is likely to go untaxed. When used as business
entertainment, taxpayers are likely to deduct. the full price
they pay. We believe it would be appropriate and useful to H

limit tax deductions in this respect to the box office price.

If you have any questions, I will be pleased to answer

thenm.

[
]
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The CHAIRMAN. Let me ask each of you, other than Mr. Hoch-
berg because I have a different_line of questioning for him: How
did the theater or baseball or professional sports or clubs make it
in this country, before there was an income tax from which you
could take business deductions? Mr. Noll? )

Mr. Norr. Mr. Chairman, I can answer for clubs. Prior to that
time, they were very elitist. It was the very wealthy, the highly
privileged who formed clubs and were able to finance them. Since
that time, the club industry has grown tremendously, and it has
become more of a middle class industry. It really has. And I sus-
pect, sir, that if we went back to a no-deduction thirg, clubs would
survive, but they would again become much more elitist than they
are today. That small entrepreneur, that average professional
might not any longer be able to afford it.

e CHAIRMAN. Mr. Susman.

Mr. SusmaN. Mr. Chairman, the economics——

The CHAIRMAN. Let me ask you something further, if I might. As
I understand the statistics, only six baseball clubs make money
now, even with all these deductions. I assume before the income
tax, more baseball clubs made money than make money now, and
they made it with no deductions.

r. SusMAN. I wasn’t around when there was no income tax, but
I can say that the economics of baseball have changed dramatical-
ly, as in Mr. Pollin’s sports, mainly through collective bargaining
and court agreements which have substantively changed the
sKstem. When there was no income tax, there was something called
the reserve system. And we didn’t have these high salaries. We lost
that through court cases and then had to modify it through collec-
_ tive bargaining. So, the answer to the question is that it has
changed dramatically. When Mr. Bush spearheaded the building of
a stadium in St. Louis because the economics were good, he gave
away the concession income to the entity that built the stadium in
order to finance it. That can’t exist today, and changes had to be
made. I think that the bottom line is and the answer to your ques-
tion is that the world has changed after there was income taxes.
And in today’s world, it would be absolutely disastrous—disas-
trous—to take away this deduction, when you consider the fact
that of 81 percent of season ticket sales, 43 percent comes from
business. :

The CHAIRMAN. You tell me if this is the difference, and then I
want to go on with Mr. Pollin. There were really two stages in the
income tax. The first, after it was first enacted, when it was really
{ust a mar{gal tax, and the second, beginning around World War*

I, when it became a significant revenue raiser, my hunch would be
that in the 1930’s the number of business tickets that you sold
would be significantly less than now. This is my guess.

Mr. SusMAN. That is true, and you have to understand, too, that
communities have had to come forward and provide their support,
as Mr. Pollin did here in Washington. I don’t think that businesses
were buying them in those days, but they weren’t marketing like
they were doing in those days. And employee benefits weren't as
good in those days. And that is very important. The world has
changed. We are proud of Ei}ust the fact that somebody can go to a
ballpark today and buy a $3.50 ticket and take a family of four and
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maybe spend $25 or $30, which is the lowest, cheapest, greatest
form of entertainment in the world today, in our opinion, for that
price.

The CHAIRMAN. Mr. Pollin.

Mr. PoruiN. I would have to agree very much with Mr. Susman’s
answer, sir. Basketball, hockey, football certainly were not, prior to
the beginning of income tax, what they are today. Costs are way,
way up. We have, as he said, collective bargaining.  We have had
court decisions which means that our costs are very, very much
higher. There is no way that the sports can continue—as you sug-

ested, that most of the baseball teams are losing money. Well, in

ockey, I think 11 of the 14 teams are losing money; &nd in basket-
ball, most of the NBA teams are losing money now. They are just
starting to turn the corner. The NBA is starting to turn the corner,
and some of the teams are becoming finally profitable. If this bill
passes, it will be a disaster. I would also like to ask, if I may, or
make a statement that football has joined in our views and has a
statement they would like to put on the record, if I may, Mr. Chair-
man.

The CuairMAN. I will have it put in right after your statement.

Mr. PoLLiN. Thank you.

The CHAIRMAN. Mr. Seidler, you have an even longer history
than professional athletics in this country. The theater made it,
surv;ved without an income tax deduction. Why the difference
now?

Mr. SEipLER. We are the opposite. Prior to the income tax, thea-
ter was a dominant entertainment medium in the United States.
Shuberts at one point had 229 theaters, if I remember the number
correctg. T

The CHAIRMAN. Legitimate theaters?

Mr. SEibLER. Legitimate theaters. Along came something called
talking pictures. Along came something called television, which
drew off an enormous amount of talent, could afford to pay far
more in talent, obtained advertising revenues. At the same time,
the theater is making a handmade, hand-crafted product that can
only be put on one show at a time—drama for about 800 seats in a
theater, musicals up to about 1,600 seats. And when you have a hit,
you can’t stretch the walls of the theater. We are down now to 23
theaters. In our case, the answer is we had our prosperity prior to
the income tax. It is not the income tax that changed it essentially.
The change in the entire entertainment industry and media, and at
this stage, we are in the opposite direction of the others. We are
trying to hang on rather than build up. -

" The CHAIRMAN. Senator Chafee, I am asking the question that
you have asked often as to how these industries made it prior to
the income tax, because indeed we had baseball leagues and we
had theaters and we had private clubs in this country. I have divid-
ed the income tax into two periods—the pre-1916 when there was
no tax, but really pre-1940 because the mﬂpr taxes in this country
weren’t imposed until World War II. Mr. Hockberg, let me ask you
this, and this is an entirely different type of question because you
bring a different perspective to us. at you are saying is that
without those—and I would assume basically smaller businesses,
whether they are in Corvallis, OR, or Eugene, OR, that purchase

—
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tickets to the Oregon State Beavers or the UniversitY of Oregon
Ducks—that the revenue from football and basketball is what is
squorting women’s track and golf and tennis and swimming.

r. HocHBERG. Absolutely, sir.

The CHAirMAN. That is an aspect that is not often presented. We
get examples of absolutely outrageous abuses of food entertaining
or the salaries of Magic Johnson thrown in our faces, but very
seldom think about the great bulk of athletics that produce next to
no revenue. I assume that all of us would want to support these
sports programs, and we would have to do it, I guess, out of State
tax increases or local government tax increases unless we could
continue to support these programs as we support them now.

Mr. HocHBERG. Yes, sir. As I said in my statement, obviously one
way of replacing lost dollars would be to seek local tax money, but
I can only suggest again, as I did before, that one is robbing Peter
to pay Paul. And I don’t know that that is a particularly satisfac-
tory way of resolving this problem. I think you have put the point
in quite an accurate Ypers tive.

e CHAIRMAN. You bring a different perspective, one that I
think most of us hadn’t thought about. Mr. Pollin, let me ask you,
as an arena owner, not as a sports franchise owner: What is the
effect of business deductions or business ticket purchases for ice
shows, circuses, the other things that you would have in the Cap-
ital Centre?

Mr. PoLLIN. We do have quite a bit of that. The percentages of
tickets purchased for businesses for other than sporting events is
not as high, but as an example, when I talked about the sky suites
in the Capital Centre, without the sky suites we would not have
been able to build the building. We took a survey recently of our
sky suite lease holders, and we were shocked to learn that 90 per-
cent—90 percent—of those people will cancel their leases at the
Capital Centre if this bill is passed; 90 percent, which would be a
complete disaster for the Capital Centre. And of course, they are
all purchased by businesses, and they are not all big businesses.
That is another fallacy that most 1i»eople don’t understand. They
are small businesses. They are small real estate companies. They
are small insurance companies. They are small companies that en-
tertain clients, that have their employees come and watch events.
Those peoFIe-—90 percent of those people—have told us that they
will cancel if this bill passes.

The CHAIRMAN. I would come back again to Mr. Hochberg. Most
of the major public universities of this country are not located in
the biggest towns in this country, and I would assume that the
types of businesses that purchase tickets are local businesses. They
have got to be plumbing contractors and electrical contractors and
pharmacies. Most of those towns do not have big businesses.

Mr. HocuBerc. That is very true, sir. If you take a look at the
location of most of our State universities, they are not located in
the major metropolitan areas, and the businesses that tend to sup-
port them would tend to be the smaller entities.

The CHAIRMAN. Senator Chafee. . ,

Senator CHAFEE. Thank you, Mr. Chairman. Let me just ask you
this. Everybody says that one of the objectives of the tax law is to
-achieve equity and simplicity is nice if we can also get that. You
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talk, Mr. Pollin, about the fact that the sky boxes are used by
small corporations, Ferhaps with Kxggloyees who go there. What is
the equity in that? If I work for Plumbi rp. that owns a
box and I go as an employee, and I go watch the Caps play; and I
am another fellow who just works for a compani's and I go fpay for
nll1y o;m ticket at your ticket office and buy it? Is there a fairness
there :

Mr. PoruiN. I think that you weren’t here, Senator, when I
stated earlier that, when I determined to build the Capital Centre,
I determined to build it without taxpayers’ money—with private
money. No Government money was involved, and I found that I
was unable to build the Capital Centre with private money until I
added the sky suites and added the revenue fees from the sky
suites. Without that, instead of Abe Pollin and the mortgage com-
gany putting up $20 million, some Government agency would have

ad to put up the $20 million, and it would have been entirely tax-
payers’ money. :
nator CHAFEE. Whether that is true or not, I don’t know.

Mr. PoLLIN. I can assure you it is true.

Senator CHAFEE. That every sports facility is put up by Govern-
ment money, but we get into a ﬁroblem here. The previous panel, 1
take it, was the restaurant and hotel employees; and we get certain
people who are getting their meals and seeing their sports events
with, in effect, the Federal Government paying half of that. And
the other people are going to the restaurant and paying for their
own meals with after-tax dollars, going to see the Bullets play with
ﬁfter-tax dollars; and there seem to be some inequities involved

ere.

Mr. PoLLIN. Senator, I have been involved in professional sports
for 21 years, and I have listened and I am very close to the scene.
And in all those years, I have never once, not once, ever heard
somebody complain and say: “Hey, I am paying for this ticket with
my own money, and the guy sitting next to me has got some sort of
deduction,” or even mentioned it to me or written me a letter
about it. And I get thousands of letters from fans for all kinds of
problems. Not once in the 21 years that I have been in professional
sports have I heard that complaint.

Senator CHAFEE. And I will bet you get some choice complaints,

Igr. PoLLiN. I certainly do. I also get some pretty nice praises, as
well.

Senator CHAFEE. I am sure you do, and you deserve them. Fine.

Mr. SusMAN. Senator, may I add a point on that on major league
baseball because I had spoken very strongly on the fairness issue.
And I echo what Mr. Pollin has said. And I would be willing to ask
Fou all this very Ifiuestion: If you were to ﬁck Washington, DC or

ortland, OR or Honolulu or any city in the United States and a
vote was taken, because I don’t believe there is this human cry of
the fairness issue on the deductibility of tickets, and they had the
opportunity to vote here in Washington, what was more important
to the average taxpayer—the person who is the blue-collar’
worker—whether they would rather have major league baseball
here and have corporations supﬁgrt it by buying season tickets or
have this deductibility, it is my belief that they would vote to have
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a major league franchise in their city which would create jobs, give
them entertainment, create restaurants, hotels, motels, 'garking
lots, vendors——eveﬂthin you can think of—and not only that, but
to improve the quality of life.

Senator CHAFEE. I am not Igoing to dispute what you say because,
going along with what Mr. Pollin said, I suspect that when sports

acilities, arenas are put before the people on a bond issue or what-

ever it might be—I don’t know what the percentage is—but I sus-
pect in most of the cases, the people approve it, even though it is
their tax dollars.

Mr. PoLLIN. Senator, if I may add to that, as I suggested, I built
the Capital Centre without Government or without any taxpayers’
dollars; but most arenas and stadiums are built in this country
with taxpayers’ dollars and if this bill passes with the loss in reve-
nue that these stadiums and arenas are going to have to bear, the
cost of the bonds and meeting these bonds—the bond payments—
that these cities have and these counties have is going to be a dis-
aster. We have had people who wanted to come and testify with me
that, if this bill passes as proggsed, these cities and counties that
have put up the money with bond issues would have a very diffi-
cult time meeting those bond payments.

Senator CHAFEE. I know my time is up, but I would like to ask
one more question. Following that line of argument through,
wouldn’t it be a big step forward then if we made the price of tick-
ets to sports events deductible for everybody? That would really
help your business, wouldn't it?

r. PoLLIN. I think it would help the business. I don’t think that
is in the cards, though. I think that a legitimate business expense
should be deducted, if it is a legitimate business expense. If I am
going to a theater, and I pay for my ticket to the theater, I am
Egzlng for entertainment. That is fine; then I pay for it; but if some-

y is paying my way and they are there to try to sell me some-
thing or I am an employee of that company and they are trying to
have an employee benefit, that is a legitimate business expense,
just like advertising, bui'in an ad on television, or any other legiti-
mate business expense. It should be deductible.

Senator CHAFEE. I agree with the points you are making. I met
with the restaurant owners, with the people at home, and they
make the point of why we choose this area to not give the deduct-
ibility. If you rent a limousine to take your customer some place,
you get the deductibility. What is the difference between taking
them to the restaurant. Well, it is very difficult. Thank you very
much, gentlemen.

The IRMAN. Senator Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman, and I apologize
for being late. There are so many places that a Senator has to be,
and I apologize to the panel for not having heard their presenta-
tions, but I will be sure to read your written statements. I note,
Mr. Pollin, that according to estimates that you have obtained, the
Treasury will lose apﬁroximately $1 to $1.7 billion of tax revenue
from the impact of the bill on the four major professional sports
and their related industries. You called it the Shils report?

Mr. PoLLIN. Yes. Dr. Edward Shils of the Wharton School of the
University of Pennsylvania.
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Senator MaTsuNAcA. Was this done at the request of the sports

indust?'?
Mr. PorLuiN. Yes. Dr. Shils was engaged by all of the sports to
make this report. He sent out thousands and thousands of question-
naires to businesses, Fortune 500, smaller companies, numerous
companies around the country. And if I may add to that, sir, he cut
off the dates of this report so that it would be available for this
morning, as of September 23; and at that time, he had 56.9 percent
of all the people who answered who said that they would not renew
their tickets. Since that time, and [ talked to him ﬁesterday morn-
ing, the responses have continued to come in; and that point is now
up to 65 percent. Sixty-five percent have said that they would not
renew their tickets if this bill passes as proposed.

Senator MATSUNAGA. What bothers me, as it must bother you, is
that, here on the Hill, we tend to change our tax laws so often that
you businessmen can'’t f¥lan ahead. And as you point out, the pro-
posed changes would affect a law which has been in effect for five
decades. As I understand it, you financed that stadium, or the
arena, which you built for hockey purposes. Is that right?

Mr. PoLLIN. That is correct. It was privately financed.

Senator MATSUNAGA. It was privately financed?

Mr. PoLuiN. Yes. No Government money and no taxpayers’
money involved.

Senator MAaTstNAGA. Right. And how much did you depend upon
the law as it now stands to go ahead on your own initiative to build
the arena with private funds?

Mr. PoruiN. If the law was changed then as it i8 proposed now,
the arena would not have been built. I would not have risked my
own money, and I am sure the finance company also wouldn’t have
risked their money. There would be no Capital Centre today.

Senator MATSUNAGA. So, from your point of view, our changin,
the law now would be tantamount to our reneging on an impli
agreement. -

Mr. PoLuiN. That is correct, sir.

Senator MATSUNAGA. I tend to airee with you. Coming from a
great sports town, Honolulu, I think I hear the same reasons for
not changing as I hear from you this morning. And I thank you for
confirming what my constituents have been telling me.

Mr. PoLLIN. Thank you, Senator.

The CHAIRMAN. Senator Symms.

Senator Symms. Thank you, Mr. Chairman; and gentlemen, I
apologize that I was late and didn’t hear your testimony, but this is
a s&tyect I am very interested in. The first question I have is di-
rected at Mr. Seidler. What I would like to know is: What are the
salaries of your Broadway actors? We always hear about the mil-
ligtl(l) %ollar a year sports star, but what is the salary of a Broadway
actor

Mr. SemLer. If I recollect the last Equity contract correctly, a
scale, which is what would be Eaid to the vast majority in any
given performance, is $329 a week.

Senator Symms. Hardly a high salary, then?

Mr. SeipLeR. That is right, and that is when they work, and they
work a relatively small proportion of the time. Leaving out the oc-
casional star that performs in a Broadway play and if we paid

55-631 0 - 86 - 6
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them $1 million, that would be the gross for the year—leaving out
that situation—the highest paid people in the theater are the
stagehands who draw somewhere around $35,000 a year or that
equivalent when they work in the theater.

Senator Symms. Thank you very much. I think that makes the
point. In other words, whatever is lost in business is going to have
an impact on the aspiring actor or actress who is not a high paid
person at the present time?

Mr. SeipLER. Exactly.

Senator Symms. What percent of revenue do you estimate would
be lost? Maybe you have already answered that in your testimony.

Mr. SeipLER. No, I haven't said it. Our feeling is there is a zero
revenue impact, first of all, on the existing deduction because, as I
did say in my testimony, legitimate theater is fully taxable so that,
when a tax deduction is taken by a business to the extent that such
is done, it is entirely reported as taxable income on the other side
by the people who either work in the theater or own it. '

Senator Symms. I mean the revenue loss will result in less profit
from which to pay actors. .

Mr. SEipLER. Qur guess is that we would lose somewhere in the
range of about 5 percent. And as I said in my testimony, if we lost
around 5 percent, our fixed costs are so high that we believe we
would be facing closing the theater industrﬁ'.

Senator Symms. Mr. Susman, I would like to ask you a question
with respect to your season ticket sales. You are probably more fa-
miliar, of course, with the Cardinals than with other teams; but
how many of the people who own season tickets really do use them
as business expenses?

Mr. SusmaN. We made a survey of all 26 clubs, Senator, and the
season ticket sales—81 percent were bought by corporations—aver-

age.

Senator SymmMs. So, that is a substantial underwriting of stability
within major league baseball. There is no question about that.

Mr. SusMaN. It is the guts of it because the season tickets, with-
out an adequate advance ticket sale, because you don’t know what
the team will do in performance, dictates a lot for attendance. So,
it would be a disaster.

Senator SymMs. Let me cite an example and you can tell me—
any of you that want to comment—how many times you have
found this to be the case. Last week, we had the United Fresh
Fruit and Vegetable people in town. The group included a lot of
onion, potato, and apple shippers from my State who work on the
United board. One of those geople came to talk to me about the
Treasury proposal. He said, “Six percent of the U.S. population is
in the Los Angeles area. It is on a good transportation route from
Idaho, so Idahoans have a favorable freight rate into the Los Ange-
les area.” This company owns four season tickets to the Los Anie-
les Raiders football games. Not one stockholder or member of the
stockholder’s family has ever attended a Los Angeles Raiders
game, yet the tickets have been used every week by their custom-
ers. He said these complimentary tickets are the most positive
thing he’s ever done in terms of helping his company’s reputation
with the produce industry. He was outraged that the Treasury De-
partment intends to deny him a deduction for this business ex-
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nse. If he went down and bought advertising, that would clearly

a tax-deductible item; yet it would do them absolutely no good
in the wholesale distribution center. He was upset about that con-
tradiction.

Mr. SusMmaN. I wish he had testified for me. I agree totally.

Senator Symms. But I think that is often the case in these ideas.
Thank you, Mr. Chairman.

The RMAN. Mr. Seidler, tell me something as a matter of cu-
riosig. Every salary for the actors and actresses is roughly $330 a
wee

Mr. SEiDLER. No. I said the Equity minimum scale, which is what
the dancers, the singers, the vast majority of the performers re-
ceive, I believe, from the last contract was $329 a week.

'I‘l}ze CHAIRMAN. About $17,000 a year, assuming they worked all
year

Mr. SEipLER. Which they never do.

The CHAIRMAN. Which they never do. And the stagehands
$35,000 a year, if they worked all year?

Mr. SeipLER. That is right.

The CHAIRMAN. What does a stagehand do?

Mr. SEipLER. The stagehands are the entire mechanism of the
backstage performance. So, to the extent that you sit down in the
- theater and you see the scenery move or fyou hear the sound

change, because those people are still part of the sound group, or
the lighting change, local 1 covers almost all of those people. The
stglgghands are the guts of the mechanics of the production.

e CHAIRMAN. I am curious. Are those salary disparities based
on comparable worth? [Laughter.

Mr. SempLEr. I think the salaries are based on the relative
strength of the two unions. [Laughter.]

The CHAIRMAN. I have no other questions. Thank you. Any other
questions? Senator Matsunaga?

Senator MATSUNAGA. As the father of two daughters in the per-
forming arts, I wish they had become stagehands. [Laughter.]

er. USMAN. Senator, I think they ought to become baseball
players.
nator MATSUNAGA. When the subsidies for the performing arts
were reduced by 50 percent by the incumbent President, not only
his son was unemployed, but one of my daughters became unem-
plo&ved. The older daughter, fortunately, was with a more solid firm
and has been performing for 8 years now, going on 9. But I think
those in the performing arts are sorely underpaid. I don’t mean
football players or basketball players or baseball players, but ev-
erything should be done to encourage the participation by those
who have aspirations in the performing arts. I think it is a shame
that we don’t recognize the fact that, while everything else will
fade into the past, the arts will be a reminder of the great civiliza-
tion that we once put upon this Earth.

Mr. SeipLER. Thank you, sir, I wish I could have put it as well.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. No questions, Mr. Chairman.

The CHAIRMAN. Gentlemen, thank you very much.

Now, if we might have Professor Blackburn, Mr. Calkins, Mr.
Carter, and Mr. Nolan. I am going to wait just a moment until the
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room clears out and quiets down. Professor Blackburn, why don’t
you start?

STATEMENT OF JOSEPH W. BLACKBURN, PALMER PROFESSOR
OF LAW, CUMBERLAND SCHOOL OF LAW, SAMFORD UNIVERSI-
TY; OF SIROTE, PERMUTT, FRIEND, FRIEDMAN, HELD & APO-
LINSKY, P.C. . :

Professor BLACKBURN. Thank you, Senator Packwood. I am here
today testifying in opposition to the President’s proposal that
would impose the accrual method of accounting on the entire serv-
ice industry. And I first want to eliminate a misconception regard-
ing the breadth of the applicability of this ﬁrovision. There is a
misconception that this rule will primarily hit attorneys and ac-
countants. I am speaking today on behalf of several groups: The
Fairness and Cash Method Group, which is a coalition of variety of
Alabama businesses from the health care industry, plumbers, elec-
tricians, contractors, and others; I am also speaking on behalf of
the Service Industries Coalition to Preserve the Cash Method,
which consists of a broad group of very large health care providers,
the broadcasting industry, the advertising industry; and again,
others. I am also speaking on behalf of the Small Business Legisla-
tive Council, and the Small Business Council of America, which
represents 4% million small businesses from every range of the
business communi::iy. This is not a provision with limited apﬁlicabil-
ity. It is very broad in its scope. We all say with one voice that this
provision is wrong. It is inappropriate. It is a revenue-producing
provision, solely revenue producing. It is conceptually unsound. We
believe that it is fundamentally unfair to ask taxpayers to pay
taxes prior to their receipt of the money with which to gay the tax.
Government literally is in partnership with business. Government
shares in businesses’ net profits, and it is unfair for one partner to
insist that its-share of profits come in advance in cash at the cost
of the other partner which must wait until receivables come in and
are actually collected. One of my constituents suggested that, if you
would accept payment in accounts receivable, it might work; but
you obviously accept gayment in cash. They would like to wait to
get the cash before they have to pay their taxes. The concept is
fundamentally unsound. The cash-flow demands—I would refer to
my written testimony, where in case study No. 1, I reflect a con-
tractor who would be out of business absolutely, based on the cash
flow demands under this proposal, due primarily to the transition
rules that are also unfair within the proposal. The cash method is
fair. It has been used by the vast majority of taxpayers since the
inception of the tax system. It works. It is not subject to any signif-
icant abuse, and the revision is not proposed to reform any particu-
lar abuse. Abuse, if it exists at all, would lie in the accrual method
of accounting. In the accrual method of accounting, there is more
opportunity and more uncertainty as to those events that will trig-
ger taxation. Persons impacted by this proposal can, for example,
change their billing practices to try not to circumvent but properly
change their billing practices to more clearly reflect the reality of
the collectability of accounts. If something is not broken, and the
cash method of accounting is not broken, we certainly ask Congress



161

not to undertake to fix it. Not only is the broad concept unfair, the
internal workings of this proposal are also extremely unsound. I
refer initially to the conformity rule as it applies to small business-
es. The conformity rule is nothing but a trap for the small busi-
nessman. This is the sort of proposal that ultimately leads to disre-
spect, and some would suggest, to later disregard or abuse possibly-
of the tax system. It is an unsound concept to penalize small busi-
nesses, perhaps for borrowing, for trying to use management re-
ports for their own management decisions that might include ac-
crual accounting. If they do that, they are now going to be subject
to a tax penalty. The $5 million cliff, which is part of the internal
working of the proposal, leads to discrimination and will lead
really to antigrowth, I would say, within the service industry. Clin-
ics, other companies will, in fact, break up to become smaller. All
we really are asking is that Government be a fair partner and wait
on iltls share of profits until they are collected. Thank you very
much.

The CHAIRMAN. Thank you.-Mr. Calkins.

[The prepared written statement of Mr. Blackburn follows:]
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ISSUE PAPER OF THE FAIRNESS IN CASH METHOD GROUP
ON CHAPTER 8.03 OF THE PRESIDENT'S
TAX PROPOSALS TO THE CONGRESS FOR FAIRNESS,
GROWTH AND SIMPLICITY
I.
INTRODUCTION.

Chapter 8.03 of the President's Tax Proposal would
require all businesses, whether individual proprietorships,
partnerships or corporations, to cenvert from cash accounting
to the more complex and costly accrual method of accounting
if the business' gross receipts (regardlesg of actual inccme
or loss) exceed Five Million Dollars, or if the business, no
matter how small, regularly uses accrual accounting for any
reports to owners, creditors or others. Chapter 8.04 .of the
Proposal simultaneously denies the reserve method of
accounting for bad debts to all taxpayers. We strongly urge
Congress to oppose Chapters 8.03 and 8.04 of the President's
Tax Proposals. The adverse impact of these proposals may be
summarized as follows: 4

1. Cash accounting reflects 1he more proper
economic basis on which to report income for tax purposes.
,Fundamental fairness demands that taxpayers not be required
to pay taxes on artificial income prior to collection of such

income. Taxpayers must be able to collect their money before

paying taxes.

2. If it's not broken, don't fix it. Treasury

has not suggested that taxpayers, other than banks and
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financial institutioné, presently abuse or even have
potential for significant abuse of the cash method of
accounting. Thus, reform, except as it may apply to banks
and financial institutions, is admittedly unnecessary.

3. The Proposal may require individual taxpayers,
e.g. partners in a business, to borrow substantial amounts of
money to pay current taxes on artificial income which has not
and may never be received.

4. For contractors and other construction service
businesses, e.g., plumbers, electricians, etc., the accrual
method of accounting, by creation of current liabilities for
tax purposes, directly reduces bonding capacity during
periods of growth when bonding capacity should be expanding
rather than shrinking.

5. For all affected industries, the proposal
accelerates cash drains on businesses in order to pay taxes
and the timing of such cash drains makes growth almost
impossible. These cash drains arise under accrual accounting
during periods of growth and expansién when cash is needed
for most business development.

6. The provisions discriminate arbitrarily
between service-oriented businesses, such as the medical
industry, which cannot use the installment method of
accounting for repcrting sales, and businesses with
inventories which do use the installment method of accounting

for reporting sales.

S epa
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7. The Five Million Dollars gross receipts
standard arbitrarily places an  onerous economic and
competitive—TEErden on one group of businesses within the
affected industries, which does not apply to competitors
within the same industries. )

8. The Five Million Dollars gross receipts
standard is arbitrary and discriminatory. In ftheory, the
standard is excluding smaller businesses which cannot easily
convert to accrual accounting due to its complexity. Due to
the '"Conformity Rule" this purpose is not in any way
accomplished by setting the Five Million Dollar standard.

9. Conversion to and operation under the accrual
method of accounting will be more costly and more complex for
all ~affected businesses. Taxes cannot be reported on the
accrual accounting method without all business records being
maintained on a daily basis under this more complex, costly
and time~consuming method of accounting.

10. Pursuant to the Conformity Rule many small
businesses will be forced to adopt this more costly, complex
method of accounting merely because their banks and credit
agencies require their financial statements for loan
applications to reflect acéounts receivable and payable, i.e.
accrual accounting. The Conformity Rule will apply ‘to small
businesses in a completely unfair, haphazard fashion.

11. Affected industries, inclqdinq physicians and

hospitals, Wwill be forced to harden their credit and

-3
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collection policies resulting in increased screening and

denial of services. Healthcare providers will have an

increased transactiondl cost and reluctance to deal with
assignment claims from Medicaid and Medicare.

12. For professionals, many accounts vreceivable

must be included in income,. but reciprocal deductions will be

o denied upon nonpayment due to custom and ethical

N considerations within the profession. For example, doctors

and lawyers, on the basis of custom and ethical

considerations, have difficulty preésing nonpaying patients

and clients for payment, irrespective of their financial

ability to pay.

"13. The various rationale for the proposal as
stated by the White House are fallacious. The only true
rationale for the proposal is to produce a relatively small,
one-time injection of revenue arising from the artificial
accéleration and taxation of accounts receivable. This
small, nonrecurring revenue will be achieved at the cost of
tremendous, permanent complexity in tax and bookkeeping.
systems, and direct disincentives to economic growth within
the affected service industries, heretofore the most rapidly
expanding segment of our economy. Such unfair and arbitrary
imposition of a tax is clearly discriminatory and
ill-considered.

14. The principal source of revenue in the

Proposal comes from the harsh six~-year transition rule. Case

-
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Study I discussed in the following testimor;)", reflects an
estimated effective tax rate on the taxpayer of 83.79% during
the phase-in pericd. i

15. The only way to prevent subsequent abuse of
accrual accounting ig imposed within the service industry, is
to force its applic;ﬂ'ion' to work-in-process as well as to
accounts receivakble. If the "Taxable event" is submission
_of a bill or completioﬂ of services, the system will be
impossible to administer. If extendeg to work-in-process on
a percentage of completion Dbasis, administrative and
litigation burdens and costs will become a nightmare.

16. Neither the Kemp-Kasten nor Bradley-Gephardt
proposals contain similar provisions.

This Issue Paper will first briefly state the
current law and the stated rationale given in the President's

Proposal for the proposed limitations. Finally, impact of

the President's Proposal will be analyzed.

II.

I3
ACCOUNTING METHODS -~ CURRENT LAW.

A. Presently Permissible Methods of Accounting.

The Internal Revenue Code presently permits a
taxpayer to utilize the following permissible methods (or
combinations of methods) of accounting for tax-reporting

purposes:
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1. cash receipts and disbursements method
Bf(cash method);

2. accrual method; orvr

3. any other special method permitted under

Treasury regulations.

B. Cash Method v. Accrual Method.

Under the cash method of accounting, income

* will be reported when cash or a cash equivalent is actually
or constructively received by a taxpayer. Expenses will be
deducted when actually paid. By contrast, the accrual method
of accounting provides for recognition of income when "all

events"

have occurred which establish the taxpayer's right to
receive the income and the amount of such income4 can be
determined with reasonable accuracy. Expenses, likewise,
will be deducted only when "all events" have occurred which
establish thé fact of liability for payment, the amount of
the liability can be determined with reasonable accuracy, and
economic performance has occurred.

In general, taxpayers are permitted use of the cash
method of accounting with respect to any trade or business.
Taxpayers, however, who are required to use inventories
because the production, purchase or sale of merchandise is an
income producing factor in the taxpayer's trade or business,
are required to use the accrual methed of accounting, but

-

only with respect to their purchases and sales of such

- wBw
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inventory. Such taxpayers are also benefited by use of the
installment method for reporting their sales. Most farmers
ére nevertheless allowed to wutilize the cash method of
accounting for their farming activities even thouyh farming
involves the production and sale of goods.

The Internal Revenue Service is presently
authorized to change the method of accounting used by any
taxpayer if such method does not "clearly reflect income” of
the ;axpayer’s trade or business. In such a case, the
Internal Revenue Service nias broad discretion to require the
taxpayer to use a method of accounting which does clearly
reflect income. This broad, discretionary power presently
allows the Internal Revenue Service presently to prevent any
attempted abuse of accounting methods.

Chapter 8.03 of the President's Proposals would
retain current Jlimitations on the use of theﬁcash method of
accounting. For example,” the '"clear reflection of income”
priﬁcipal and required accrual accounting, medified by
installment reporting, where inventories are present, would
continue to apply. In addition to the foregoing restrictions
on use of the cash masthod of accounting, the President's
Proposals provide that no taxpayer would be permitted use of
the cash method of accounting for a trade or business unless
the taxpayer first satisfied both of the " following

conditions:

.
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1. The trade or business has average

(determined on a three-year moving average basis) annual

gross receipts of Five Million Dollars or less (taking into-:

account approériate aggregation rules); and

2. The trade or business, other than a
farming trade or business, has never regularly used any other
method of accounting to ascertain its income, profit, or loss
of the trade or business for the purpose of reports or
statements to shareholders, partners, other proprietors,
beneficiafies, for credit purposes or for billing of clients.
Taxpayers who are forced to report their accounts receivable
as if they were income shall snread the adjustment over a

period of six (6) years.

III.

STATED RATIONALE FOR THE
PRESIDENT'S PROPOSALS.

In support of the proposed limitation on the use of
the cash method of accounting, the President's Proposal
expresses the following concerns with use of the cash method

of accounting:

A. Failure to Reflect Economic Performance.

The President's report to Congress suggests

that the cash method of accounting merely reflects actual

-8~
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cash receipts and disbursements and does not reflect the true
economic results of the taxpayer's trade or business over a
taxable year. The report notes that the cash method of
accounting is not approved under Generally Accepted

Accounting Principles.

B.  Mismatching Between Payor and Pavee Ta

The President's report further states that the
c§sh‘method of accounting produces a mismatching of income
and deductions as between payor taxpayers (purchasers of
services) and payee taxpayers (providers of services), each
of whom may employ different methods of accounting. The
Pres:ident's position is clarified in the followving example:

EXAMPLE: An accrual method taxpayer

may deduct certain liabilities as
incurred (even though not yet paid), such
as liabilities for certain services
rendered, even though tﬁe service
provider on the cash method may defer
reporting income until the amount due is
billed and c;sh payment thereon is
received. This would be typical of an
accrual basis business accruing and
deducting advertising expenses when

incurred, though the advertising  company

-9-
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performing services would not report the
associated income until payment is
received.

c. Nondiscriminatory Treatment of Taxpayers.

Taxpayers in whose trade or business the
production, purchaée or sale of merchandise is an income
producing factor, are presently required to use the accrual
method of accounting with respect to their purchases and
sales of inventory. The President's Proposal infers, and
Treasury officials state, that one of the principal
underlying purposes of the proposed cash method limitations
is to prevent discrimination between service businesses and

manufacturing and merchandising businesses.

D. Simplicity.
According to the President's Proposal, the
principal support for the cash method is its simplicity, but
simplicity is asserted to be a justifiable basis only for use

of the cash method by smaller, less sophisticated taxpayers.

Iv.

- ANALYSIS OF PROPOSAL.

A. The Cash Method Properly Reflects "Economic"

Performance.

The cash method of accounting may not conform

to Generally Accepted Accounting Principles ("GAAP"), but

-10-
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neither does the accrual method of accounting as applied for
tax reporting purposes. The cash method of accounting is,
however, both simple and fair for tax accounting purposes and
clearly reflects the econcmic results of operations of a
trade or business for tax accounting purposes. Accounts
receivable, at best, represent an expectation or hope of
future revenues. Taxes should not be assessed and paid on
the basis of hopes and expectations, but on the basis of
collected, disposable income. Generally Accepted Accounting
Principles have never been accepted by the Treasury or the
Internal Revenue Service as the proper economic basis for tax
accounting.

The accrual method of accounting, when applied
in accordance with the artificial modifications 1imposed by

Treasury Regulations and the Internal Revenue Service, e.g.

the Claim of Right Doctrine requiring inclusion of receipts‘

and income prior to their being earned, does not conform to
Generally Accepted Accounting Principles. Neither does the
accrual method more accurately reflect the "economic" results
of operations of a trade or business than does the cash
method.

Chapter 8.04 of the President's Proposals repeals
the reserve method of accounting for bad debt deductions.
Required accrual of all accounts receivable under Chapter
8.03 without regard to collectikility, and without

utilization of the reserve method of accounting for bad

-11-~



174

debts, as would  He required by Chapter 8.04 of ‘the
President's Proposals, absolutely violates Generally Accepted
Accounting Principles.

Modification of the accrual method of accounting by
repeal of the reserve method for bad debt deductions w;uld
create even greater distortion in accurate reporting of the
"economic" results of operations under the accrual method of
acc?unting as applied for tax-reporting purposes.

Clearly, the cash method of accounting potentially
may produce a deferral of revenue for a short time period
when contrasted with the accrual method. However, there has
not been and there is little opbortunity for abuse. When
viewed in the foregoing context, the White House's assertion
that the cash method should be zliminated because it fails to
comply with GAAP is clearly disingenuous - a "red-herring" at
best.

B. Mismatching Between Payor Taxpayer and Payee
Taxpayer Would Likely Be Increased.

As a general rule, if a higher percentage of
taxpayers were all placed on the same method of accounting,
whether cash or accrual, there would be some elimination of
mismatching of income and deductions between payor taxpayers
and payee taxpayers. There 1is nothing about the accrual
method of accounting as contrasted with the cash method of
accounting which would produce the result of less

mismatching. Indeed, since more individuals are presently

-12-
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and shall continue to be cash method taxpayers, placing
professionals and other service organizations on the accrual
method of accounting will likely result in greater
mismatching of income and deductions rather than less. 1In
addition, many of an individual's payments for services e.g.
repairs, healthcare, architect, etc., are nondeductible,
. thereby rendering mismatching irrelevant for such payments.

Again, the stated rationale of the White House is baseless.

C. Nondiscriminatory Treatment of  Taxpayers.

Taxpayers who must maintain inventories are
required to wuse the accrual method of accounting. The
President's Proposals imply that equal treatment demands that
noninventory taxpayers also be on the accrual method of
accounting. This analysis fails to note _the economic
distinctions between service and nonservice organizations.
The Proposals also fail to consider specific tax relief
afforded persons who sell products which will not be
available to service organizations.

Taxpayers who have inventories and are
presently required to utilize accrual accounting are also
allowed to utilize the installment method of accounting to
defer reporting and paying’ ta#es on future, uncollected
income. The installment method of income reporting
eliminates the cash-flow burden on such taxpayers arising

from the accrual of accounts receivabfe prior to the receipt
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of cash or a cash equivalent. In many respects, Installment
reporting allows accrual basis taxpayers to continue to
report income and pay taxes on the cash method of accounting.
As stated in Chapter 8.02 of the President's Proposal, "[t]he
installment method was intended to alleviate liquidity
problems that might arise if a taxpayer was required to pay
tax on a sale when he had not received all or a portion of
the sales proceeds."

l1se of the 1nstallment method is not available
to taxpayers subject to the President’s Proposal. Rather
than alleviating disyrimznatzon, the President’s Proposal
creates discriminatory treatment.

In addition to the iﬂstallment method of
accounting, accrual method taxpayers have other special
accounting devices available to them which are inapplicable
to taxpayers impacted by Chapter 8.03. Use of the LIFO
method in costing ending 1nyentory leads to a gradual
build-up over time of un;axed gain inherent in the difference
between the falr marxet value of inventory and its reported
cost. This "spread” is much like the untaxed spread between
uncollected receivables and payables of a <cash basis
taxpayer. In addition, other special accounting rules such
as the Completed Contracts Method of Accounting for long-term
contracts are available to various industry groups presently
on accrual accounting. Furthermore, manufacturers on the

accrual methocd, due to the nature of their industry, have
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historically sheltered their income with investment tax
credits, accelerated depreciation, heavy use of tax-free
industrial development bond financing, etc.

By contrast, the service industry on the cash basis
has few 1if any such” special tax benefits. The service
industry as a whole pays a very high effective tax rate since
they are not capital intensive and receive very little
benefit from investment credit, depreciation, etc. Under the
cash basis of tax accounting, devices suth as the Completed
Contract Method of Accounting, Installment Sales, LIFO, etc.
are inapplicable. Computation of taxable income is simple,
straightforward and, unlike the accrual method, not subject
to significant manipulation.

Service . organizations, as contrasted with
trades or businesses selling products and carrying inventory,
will also bear a disproportionately large part of the burden
created by the proposed repeal of the reserve method for bad
debts when such repeal is ccupled with the imposition of the
accrual method of accounting. Due to local lien laws,
statutory creditors' rights, and customary trade practices,
including, importantly, the reluctance of professionals to
pursue legal remedies in collection of accounts, merchants
are much more lxkély to collect their accounts receivable
than many service organizations, including particularly
professional service organizations. Frequently pgofessional

‘ . . .
service organizations choose not to collect debts which would

-15-




178

not be deemed worthless or uncollectible and thereby not
deductible under present Treasury Regulations. Thus, a
physician who submitted a bill to a patient would be required
to include the account receivable in taxable income and pay
tax thereon. When the patient refused or failed to pay, the
physician, in order to receive a bad debt deduction in the
subsequent year; would be required to sue or produce
evidence, if available, of the patient's inability to pay.
If the physician failed to sue a patient who was able to pay,

no deduction would be granted.

D. Exclusion of Small Entities While Taxing
Individuals Associated With Larger
Entities In The Name of Simplicity Is

Arbitrary And Capricious.

The “Presidenf's Proposal would ostensibly
retain the cash‘method of accounting for most individuals,
since it is only applicable to "a trade or business" and
would also only apply to large trades or businesses, i.e.,
except for the conformity requirements, it would not apply to
trades or busine§ses with average annual gross receipts of

Five Million Dollars or less.

g

Although the change is applicable only to
trades or businesses, it will éffectively impose accrual
accounting on individual owners of such trades or businesses,
including individual partners in service—oxganizations. Such

individuals, as well as all other businelses subject to the
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rules, will have severe cash flow problems because they will
be required to pay tax with respect to the income derived
from the partnership or proprietorship on accrued but
uncollected inccme. This Proposal represents a severe form
of arbitrary, economic discrimination between individual
professional taxpayers who are similarly situated in all
respects except for the amounts of the-gross receipts of the
firms to which they happen to belong.

The purpose of the Five Million Dollars standard is
to segregate and exempt "unsophisticated" taxpayers who
should not be burdened by the added complexity of the
Proposal. There is little or no nexus between a taxpayer's
ability to repért tax;s on the accrual method of accounting
and the level of gross receipts of a business. This standard
would label as "unsophisticated":

1. All certified public accountants who do not

practice with the larger firms; i

2. Other well-educated professionals and

- businessmen;

3. Innumerable taxpayers who are just as capable

of paying for accouﬁting information as persons

whose firm's gross receipts exceed Five Million

Dollars;

4. The vast majérity of persons who are capable

of and who are presently retaining professionals to

plan and prepare their tax returns;
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5. Persons who presently prepare their taxes and
deal with provisions of the Internal Revenue Code
just as, if not more, complex than requirements of

accrual aecounting. -

As reflected in the Case Study II (V., below), the
Five Million Dollars standard creates substantial
disincentives for service organizations to grow larger.
Service organizations subjected to the rule will have greater
difficulty recruiting qualified personnel and competing in
every vrespect with slightly smaller, similarly situated
organizations not burdened by the additional tax. Larger
organizations founded to benefit from economies of scale and
to provide improved service to the public would have
substantial incentives to break-apart into smaller,

less-efficient units.

E. Impact On Small Businesses Under The

Conformity Rule Is Unfair and Haphazard.

Impact of the Conformity Rule on samll
businesses is oﬁe of the most unfair, yet least recognized.
provisions of the Proposal. Different types of financial
information are prepared for and utilized in many different
ways by businesses and their owners, managers and creditors.
For purposes of projections and cash flow planning a small

business should and must use accrual accounting. Various
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financial ratios, e.g. current ratic, acid-test ratio and
debt to equity ratio, are premised on accrual accounting
information and are important projection _tools for both
management and Ereditors‘

The Proposal's Conformity Rule represents a
severe tax penalty imposed haphazardly and capriciously on
those small Dbusinesses who wundertake to grow through
debt-financing of growth or who try to apply sound management
techniques through development and use of the full available
range of accounting information.

Thus, the small business which ;s informed of
this severe tax penalty must terminate its borrowing from
creditors who ask for accrual basis financial information and
must discontinue development and management use of accrual
basis financial information. The small business which is
unaware of this obscure yet severe tax penalty will merely
fall into this newly created "tax trap".

The President's Proposal suggests that only a
small percentage of businesses will be impacted by the
Proposal. This estimate is based on the Five Million Dollar
standard and ignores the tremendous impact of the Conformity
Rule. Indeed, due to the large number of small businesses
which borrow 6r whlch‘use some accrual acccunting information
for managem;nt, the bonformity Rule may indiscriminately trap
a larger number of taxpayers than the Five Million Dollar

!

standard. a

-19-




182

V. CASE STUDIES
Case Study I -
The Company, which is the subject of this Case
Study, is located in the State of Alabaﬁa and began business
in 1962 as a small, family-owned venture. Total initial
capital was $400. The Company was incorporated in 1970 but
has remained a family-owned business. Presently, the Company
has almost 3,500 union employees on its payroll. The
Company's annual payroll is approximately $16,800,000, plus
over 55,600,000 paid through subcontractors. Activities and
payroll of the Company presently cover the six states of
Georgia, Alabama, Mississippi, Florida, Tennessee and West.
Virginia. The Company's business is provision of contracting
services to industrial plants for installation of major
industrial machinery and equipmen®* which the Company's
customers have purchased from other suppliers. The Company
does not sell products or machinery to its customers, but
solely érovides englneer;ng and contracting services and is,
therefore, a labor-intensive Dbusiness. The Company is
properly a user of the cash method of accounting and has used
the cash method of accounting since its inception.
Accountants recenfly made financial projections to

degérmine the impact of Chapter 8.03 on the Company's
operations. These calculations included application of the
Proposal to the precediny six year operations of the Company

as well as projections for the six year period bééinninq for
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=

The completely disastrous impact of the Proposal as

reflected in such calculations may be summarized as follows:

Large amounts of working capital absolutely
essential to meet large weekly payrolls and other
current cash. demands are, under the Proposal,
pulled out of the business at precisely the time
they are most needed to provide for economic
growth.

(a) A period o¢f business growth began for the
Company in 1981 and carried through 1982.
Thus, working; capital was greatly needed
during this pé?iod in order to finance growth.

(b) A business downturn for the Company occurred
in 1983 thereby reducing the need during 1983
for business working capital.

(¢c) Under the cash method, large tax obligations
afgée and were properly payable in 1983 as
accanCS» receivable were collected and cash
became available. The cash ~method of
accounting properly matched tax obligations
with availability of cash flow to make
payments.

(d) Under the accrual method, tremendous tax

obligations would have arisen and been payable

-21~




184

in the 1981582 growth period. Thus, at
precisely the time (1) more cash is needed for
working capital to meet economic growth, and
(2) the least cash is available, the Proposal
would place an impossible cash demand on the

Company.

The Company would not have survived, much less been

able to grow, if the timing of cash demands placed

on the Company by the accrual method had in fact

occurred during 1981-82.

(a)

(b)

(c)

Total combined Met (Cash Basis) Income of the
Company for 1981 and 1982 was $770,474.84.
Total combined tax liability payable for 1981
and 1982 under the accrual method would have
been $1,684,854.25.

Even if the entire 1981-82 cash Net Income of
$770.474.84 was applied to pay taxes, the
Company still, under the accrual method, would
have been confronted with the impossible task
of paying in cash an additional $914,379.41 in
taxes. e

This cash shortfall ogw nearly One Million
Dollars, even after having paid out the
Company's entire cash Net Inccne, previously
makes growth impossible and survival of the
Company doubtful if taxes were Jdetermined

under the accrual method.
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For the six years following its adoption, the
Proposal would place a clearly, unacceptably high
tax burden and cash demand on the Company.

(a) Based on reasonable projected income

luctuations derived from the Company's prior
cperating history, the aggregate tax rate
imposed on the Company by the Proposal for the
six-yearA phase-in period is 83.79%. See
Exhibit "A", attached.

(b) Based on actual ‘income for the six years ended
September 30, 1985, the aggregate tax rate
which woulg have been i1mposed on the Company
if the Proposal had been enacted at the
beginning of such six-year period is 59%.

Based on present receivables and work-in-process

spread of $6,660,000.00, the Proposal would require

payment of taxes totalling $2,220,000.00

($370,000.00 annually) over the subsequent six-year

phase-in period attributable to the one-time

artificial creation of income arising solely from
conversion from cash accounting to accrual
accounting. This tax would be payable even if the

Company had losses during the six-year period.

Irrespective of cash-flow and tax burdens, the

Company cannot maintain its present size and
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clearly 1is prevented from growing due to the

Proposal's impairment of the Company's bonding

capacity. The increased tax liability, whether

attributable to accrual accounting or the

artificial conversion income, constitutes a

current, balance sﬁeet liability a;d reduces

bonding capacity $10 for every $1 of such added
current tax liability.

(a) Considering only the annual $370,000.00 tax
liability from artificial conversion income,
the Company would lose bonding capacity of
$3;700,000.00 given the 10/1 bonding ratio.
Since the Company uses, i.e. turns-over, its
bonding capacity approximately 4.5 times
annually, the Company's bonding capacity and
corresponding ability to work would be
decreased $16,650,000.00 annually.

{b) Just as discussed for cash flow in paragraph
1. above, reduction in bonding capacity
attributable to increased tax liability is
triggered by attempted growth. At the precise
time of business expansion, bonding capacity
would be automatically reduced by the
burgeoning current tax liability.

Management of the Company has, after‘ careful

consideration, already reached the management
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decision that the Company must literally liquidate
itself out of existence during the six-year

phase-in period if the Proposal is enacted.

As evidenced by the prekeding, the antigrowth
impact of Chapter 8.03 surely has not been well and fully
considered.- The fundamental lack of fairness and adverse
impact on the entire service industry, including especially
the adverse impact on any cash basis" taxpayer who is
attempting to grow, requires that this proposition be

excluded from proposed tax reform legislation.
CASE _STUDY 11

A healthcare clinic located in Birmingham, Alabama,
was formed by groups of physicians in order to provide
improved medical service to their patients and to utilize
economies of scale. The clinic practice presently includes
ninety physicians representing over twenty specialties and
subspeciaities. The most advanced diagnostic and laboratory
equipment is available on site, and professional management
has been retained for proper and efficient operation. The
clinic's operation ovéf time has wultimatély provided -the
anticipated benefits of efficient delivery of superior
healthcare 'services.

Quality of healthcare service to patients has been

markedly enhanced. The wide rangéiéf‘available sbeciélties
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gives the best available medical care on a consistent
continuous basis at one location. Thus, a patient's entire
healthcare is centralized . and properly coordinated.

Convenience to patients is maximized by having one set of

medical records, one location for physician care and
laboratory services, and one coordinated billing and
insurance filing procedure. Physicians are relieved of

inefficient and distracting administrative matters and can
devete their full time and attenticn to patient care.
Healthcare costs are reduced as a result of this more
economically efficient structure.

Substantial economies and reduced costs have been

- realized from this c¢linic structure for medical practice.

All personnel, purchasing, billing and other administrative
matters are <centralized. X~ray, laboratory and other
diagnostic eguipment is centralized and efficiently
maintained and operated, thereby avoiding the duplicity of
investment and operational costs which afe associated with
smaller, nonclinic medical practices.

As a clinic, the aggregate gross receipts of the
physicians exceed Five Million Dollars. The clinic will be
subject to Chapters 8.03 and 8.04 with the following results:

1. The vast majority of the individual specialty

groups can avoid application of the added costs and

complexities by disbanding the clinic. By practicing as

independent specialty groups, the added tax burden can be
—_
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avoided. The benefits of the clinic structure to patients

and to the economy through reduced healthcare costs will be

lost.

2. If the clinic were to continue to operate,
substantial, continuing administrative costs would Dbe
incurred. Cost of implementing entirely new bookeeping

systems and procedures would have to be incurred. Complexity
of operating under the new accounting system and of increased
screening of accounts receivable would require at least three
(3) new, full-time employees.

3. Physicians who routiﬁely and unselfishly
presently proviue indigent healthcare will now receive a
significant financial tax fine for all such work. Indigent
patients are now routinely treated as any other patients.

Accounts receivable are created but later identified and
written-off B Physicians would be required under the Proposal
to pay an advance tax on all such uncollectible aécounts
which are routinely part of accounts receivable at year-end.
The only way to avoid the tax penalty would be a complex,
costly and time-consuming system of prescréening and
segregating the indigent patient - an improper and
undesirable practice. N

4, Physicians are increasingly being forced to
reduce their charges for Medicaid and Medicare patients.
Presently, profitability for many individual physicians is

marginal on Medicaid and Medicare assignments. The new tax
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burden further increases the c¢o6st of and thereby reluctance
to handle Medicaid and Medicare assignments.

S. Physicians who continue to deal with Medicaid
and Medicare will demand accelerated paymeﬁts on acco