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Charles M. Walker, Assistant Secretary of the Treasury for 'fax Policy;
William M. Goldstein, Deputy Assistant Secretary of the Treasury for
Tax Policy; Victor Zonana, Deputy Tax Legislative Counsel, Depart-
ment of the Treasury; and Harvey Galper, Associate Director, Office of
Tax Analysis, Department of the Treasury . ccoceeccoommcamnccnn- 10, 2367

PUBLIC WITNESSES

Ad Hoc Committee for an Effective Investment Tax Credit, George A.
Strichman, chairman, accompanied by Willlam K. Condrell, general
COUNBO] o e ——— 1739

Ad Hoc Committee on Family Foundations, James W. Riddell of Dawson,
Riddell, Taylor, Davis & Holroyd and H. Lawrence Fox of Pepper, Ham-
ilton & Scheetz. oo e mc e m e amc—— e —————— 2204

- Aetna Life & Casualty Co., John H. Filer, chairman, accompanied by
John J. Creedon, senior vice president, and general counsel of the Metro-
politan Life Insurance Co., and Mortimer Caplin of the firm of Caplin &
Drysadale e e m— e — e ———— - 1867

Alles, Stephen, president, Association of American Railroads, accompanied
by John P. Fishwick, president and chief executive officer, Norfolk &
Western RaflwWay CoOm oo e m e Y 1918

Alr Transport Assoclation of America, Paul R. Ignatius, president, ac- :
companied by Willlam Seawell and Charles McErleAn. v ceceaa. 1491

American Association of Nurserymen, Inc., Robert F. Lederer, executive
vice president . o eccer cmmcme————— 432

American Assoclation of Presidents of Independent Colleges and Universi-
ties, Phillip T. Temple, Preeau & Teitell, accompanied by Emerson Ward,

M.D., chairman of the board of development, Mayo Clinfe_____.__.___.. 2234

American Bankers Assoclation, Willilam M. Horne, Jr., chairman, Taxa-
tion Committee, accompanied by : Thomas A, Melfe, chairman. Taxation
Committee of the Trust Division. .o 0945

American Bar Assoclation, Sherwin P. Simmons, chairman, section on
taxation, accompanied by Lipman Redman, vice chairman, government
relations, and John 8. Nolan, chairman, committee on implementing
recommendations . . e e —————— 2298

American Council on Education, Durwood B. Varner, president, University
of Nebraska, accompanied by Jullan Levi, chairman, committee on
taxation acaccccccaeaao. ——— 2188
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PUBLIC WITNESSES—Continued

American Gas Assoclation, Robert M. Dress, chairman and chief execu-
tive officer, Peoples Ga8 COma e ——————
American Hereford Association, Henry Matthiessen, Jr., former president._
American Institute of Certified Public Accountants, William C. Penick,
chairman, Federal tax division. . e
American Institute of Merchant Shipping, James R. Barker, Moore-
McCormack Resources, INC..oo e
American Iron & Steel Institute, Frederick G. Jaicks. chairman, accom-
ganled by Don Stinner, assistant comptroller of the Bethlehem Steel
American Machine Tool Distributors’ Association, Robert W. Schoeffler,
president, accompanied by James Cr Kelley, executive vice president__.
American Maritime Association, Ernest F. Christian and Alfred Maskin._
American Mining Congress Tax Committee, Dennis P. Bedell, chairman,
accompanied by David T. Wright, partner, Coopers & Lybrand-..._..._
American Paper Institute, Norma Pace, senior vice prestdent, accompanied
by Neil Wissing, director of taxes, Weyerhaeuser Coo oo oo
American Public Power Association, Larry Hobart, assistant general
IADNAZCT ol e oo e e e e e e e e e e e
American Rubber Manufacturers Association, Maleolm R. Lovell, Jr., prest-
d!e'fntl, accompanied by Edward Wright, vice president of economic
AfaAlrs e — - emm———————————
American Society of Travel Agents, Inc., Robert L. McMullen, president,
accompanied by Glen A. Wilkinson, general counsel to ASTA ...
American Telephone & Telegraph Co., Robert N. Flint, vice president and
comPtroller o e cm———— e ——————————
American Textile Manufacturers Institute, Inc., John T. Higgins, vice
presld(int, Burlington Industries, accompanied by Jay W. Glasmann,
COUNBel oo m e m————m—————————————
Assoclated General Contractors of America, Bill Hofacre, vice president,
finance, Daniel International Corp. .o e
Association of American Railroads, Stephen Afles, president, accompanied
by John P. Fishwick, president and chief executive officer Norfolk &
Western Rallway Coo . oo ———————
Bannon, Joan, Council on National Priorities and Resources...o.oeceeeo.
Barclay, Henry, Jr.,, Forest Industries Committee on Timber Valuation
and Taxation, accompanied by Edward Knapp, A. Felton Andrews, and
K. C Van Natta. e ——— e ———————
Barker, James R., of Moore-McCormack Resources, Inc.,, on behalf of
American Institute of Merchant Shipping, accompanied by Ernest F.
(}lh:llstien and Alfred Maskin on behalf of the American Maritime Asso-
elation oo e ———————————
Bartlett, Hon. Dewey F., a U.S. Senator from the State of Oklahoma, ac-
clompatnied by Thomas Biery and Lee Rooker, professional staff as-
sistants e c———————————————————
Batch, Ralph F., director, Illinols State Lottery. e
Bedell, Dennis P., chairman, American Mining Congress Tax Committee,
accompanied by David T. Wright, partner, Coopers & Lybrand..........
Benitez, Hon. Jaime, Resident Commissioner of Puerto Rico, accompanied
by Salvador Casellas, secretary of the treasury of Puerto Rico, and
Teodoro Moscoso, administrator, Economic Development Administra-
tion of Puerto RICO o e —————
Bixler, Roland M., chairman, committee on taxation. National Assoclation
of Manufacturers, accompanied by Matthew P. Landers, chairman, inter-
national taxation subcommittee; and Edward A, Sprague, vice presi-
dent and manager, fiscal and economlc policy department ...
Blanchette, Robert W., chairman of the trustees, Penn Central Transpor-
tation Co accompanled by Newman T. Halvorson, Jr., counsel____.___
Brandon, Robert M., director, Tax Reform Research Group ..............
Brouse, J. Robert, presldent Direct Selling Association, accompanied by
Neil Otten. senior vice president and legal counsel ...
Buckley, Hon. James L., a U.8. Senator from the State of New York._....
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PUBLIC WITNESSES—Continued

Bumpers, Hon. Dale, a U.S. Senator from the State of Arkansas-..........
Bundy, Charles A, trustee, Southeastern Council on Foundations........
Burbach, Hon. Jules W., a State senator from the State of Nebraska and
president, Midwest Task Korce for Beef Exports, Inc., accompanled by
Hon, Calvin F. Carsten, chairman, revenue committee ; Douglas Titus,
an attorney with lowa Beef Processors, inc.; Francis O. McDermott, a
partner in the Chicago law firm of Hopkins, Sutter Mulroy, Davis &
Cromartle ceccececcccrccmcccccccecm e cc—cer e ;e ———————————
Business Roundtable, Dr. Charls E. Walker, president, Charls E, Walker
Assoclates, accompanied by David O. Williams, Jr., tax counsel, Bethle-
hem Steel Corp., and Albert—E. Germain, tax counsel, Aluminum Co.
O0f AMCLICA e e e c s e c——— e m e ——————————————————————
Callahan, ¥. Murray, vice president, Heavy--Duty Truck Manufacturers
Association, accompanied by Garner Davis, vice president, Mack Truck,
IDC e e e m e e ——————————————————

Calvin, Charles J., president, Truck Trafler Association. oo aeeoaeoo
Carsten, Hon. Calvin F. chairman, revenue committee, Nebraska
Leglslature o ccoe e ————
Chamber of Commerce of the United~States, Walker Winter, member of
the board of directors, chairman, taxation committee_ ... .o ..

Chapoton, John E., on behalf of the Domestic Wildcatters Association, ac-
companied by Allan C. King, independent explorer, and Robert M. Beren,
independent producer, Wichita, Kans., and cochairnian, Small Producers
for Energy Independence. oo

Chrystie, Thomas L., senior vice president, Merrill Lynch & Co., Inc,, ac-
companied by Walter Perlsteln, tax counsel and John C. Richardson,
attorney, Brown, Wood, Ivey, Mitchell & Petty e

Clark, Hon. Dick, a U.8. Senator from the State of Iowa ..o .

Claytor, W. Graham, Jr., chief executive officer, Southern Railway Sys-
tem, F. E. Barnett, chairman, board of directors and chief executive
officer, Union Pacific Railroa@d. e P —————————

Coalition for the Public Good, Donald A. Tollefson, accompanied by Wil-
HAam PeniCK o e e ——————————

Columbia Pictures Industries, Inc., Alan J. Hirschfield, president and chief
executive offfcer. . oo e c———————

Committee of Publicly Owned Companies, C. V. Wood, Jr., chairman, ac-
companied by V. B. Pettigrew. e

Committee on American Movie Production:

Leo Jaffe, chafrman_ e
Burton 8. MAIrCUB. e e ———————————

Committee on Taxation of the Association of the Bar of the City of New
York, Robert H. Preiskel, chairman. .. ___ e —e—— e

Connecticut Farm Bureau, Inc., Luther Stearns, prestdent_____ . _______

Council of State Chambers of Commerce :

* George 8. Koch, chalrman. e
Robert Matson, chairman, committee on State taxation.___._ . __.__.._

Councll of State Housing Agencies, Kenneth G. Hance, Jr., president, ac-
companied by Bruce S. Lane, Esq., Lane & Edson, general counsel_...__._

Council on Foundations, Inc., Robert F. Goheen, chairman._.. ... __.._

Council on National Priorities and Resources, Joan Bannon._______.____

Covey, Richardson B., of Carter, Ledyard & Milburn. oo ._

Cu"gnlngham, T. A, president, Independent Cattlemen’s Association of

L2 (- 1 SN

Diehl, Walter, international president, Theatrical Stage Employees and
Moving Picture Machine Operators of the United States and Canada....

Dillingham, Paul L., vice president and director of taxes, the Coca-Cola
Co. of Atlanta, Ga., and director and chairman of the Tax Policy Com-
mittee of the Tax Council. oo et

D'Inzillo, Steve, New York business representative, Moving Picture Ma-
chine Operators Union of the International Alliance ..o oo .

Direct Selling Association, J. Robert Brouse, president, accompanied by
Neil Offen, senior vice president and legal counsela oo oo coomcuns
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PUBLIC WITNESSES-—Continued

Dobrozst, T. A., president, Employee Relocation Council, accompanied by
Jay W. Glasmann, tax counsel, and Cris Collie, executive director_._._.
Dolbeare, Cushing, executive secretary, National Rural Housing Coalition.
Domestic Petroleum Council, ' Howard Rodgers, president and presi-
dent of Santa Fe National Resources, InCo oo
Domestic Wildcatters Association, John E. Chapoton. .-
Douglas, John J., executive vice president, General Telephone & Elec-
" tronies Corp., on behalf of U.8. Independent Telephone Association..___
Drevs, Robert M., chairman and chief executive officer, Peoples Gas Co.,
on behalf of the American Gas Assoclation . e
Dukess, A, Carleton, chairman, National Housing Rehabilitation Associa-

Edison Electric Institute, James J. O’Connor, executive vice president,
Commonwealth Mdison Co., accompanied by Reid Thompson, chalrman
of the board, and president, Potomac Electric Power Co., and Al Noltz,
Commonwealth Edison of ChiCago0- e

Emergency Committee for American Trade, Ralph Weller, chairman, Otis
Elevator CoOeu e e cccccccce e e e e m— e —————

Employee Relocation Council, T. A. Dobrozsi, president, accompanied by
Jay W. Glasmann, tax counsel Cris Collie, executlve director ...

Esch, Hon. Marvin L., a Representatlve in Congress from the State of
Michlgan ..........................................................

Exxon Co., U.S.A,, W. T. Slick, Jr., senior vice president... oo ._

Faber, Peter L., chairman, tax section, New York State Bar Association..

Farm Journal, Ms. Laura Lane, Philadelphia, P& oo

Federal National Mortgage Association, Oakley Hunter, chairman of the
board and president. o —————

Filer, John H., chairman, Aetna Life & Casualty Co., accompanfed by
John J. Creedon, senior vice president and general counsel of the Metro-
I%olltgqlmte Insurance Co., and Mortimer Caplin of the firm, Caplin &

rys8dale oo e —— e —————————

First National Bank of Midland, Tex., Charles D, Fraser, executive vice
Presldent oo o e ——————————— —————————

First National Retirement Systems, Inc., Thomas L. Little, chairman of the
board, accompanied by F. Jerome Shea, president, and Rufus S. Watts,
technical vice president._ e

Flint, Robert N., vice presldent and comptroller, American Telephone &
'l‘elegraph GO e e ——————————————————

FMC Corp., Robert MeLellan vice president for international and gov-
ernment relatlons. . e ———————

Forest Industries Committee on Timber Valuation and Taxation, Henry
Barclay, Jre e ——————————————

F(g, vx;ilLawrence of Pepper, Hamilton & Scheetz, accompanied by Ernest

. BOM o e e ———————— o o e s e e e m

Fliase‘;, gharles D., executive vice president, First National Bank of Mid-
BNA, T OX e e ———————————————

Friedberg, Sidney, executive vice president and genersl counsel, The Na-
tional Housing Partnership and member, executive committee, Ad Hoe
Coalition for Low and Moderate Income HOUSING o oo o

Furber, Ms. Jacqueline, Wolcott, N.Y e

Gainsbrugh, Dr. Martin, economic consultant, National Dividend Plan,
accompanied by Hal Short, consultant to NDP. . oo

Gamet, Donald M., vice chairman for tax practices, Arthur Anderson &
Co., accompanied by Willlam C. Penick, tax partner-. ... ceeee__

Garfleld, David, chalrman, Speclal Committee for U.S, Exports and vice
chairman, Ingersoll-Rand Co,, accompanied by Phil F. Sauereisen, presi-
dent, Sauereisen Cement Co ; Peter Nelsen, president, Globus Corp.;
land Robert G. Hyde, director, International Programs, General Dynam-
O e e e et m e cm— e ———————————— - - o o 2 o e 2 2 o e o

Gatton, C. M., president, Bill Gatton Chevrolet-Cadillac. o e oo

General Dynamics, Robert G. Hyde, director, international programs....

Globus Corp., Peter Nelsen, president—...... —— - —
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PUBLIC WITNESSES—Continued

Goheen, Robert F., chairman, Council on Foundations, Inco . _________
Goldwater, Hon. Barry M., a U.S, Senator from the State of Arizona, ac-
companied by Terry Emerson, counsel e
Gosnell, W. Lee, director of government relations, National Association
of Wholesaler-Distributors — - o e
Government Services, Savings & Loan, Inc,, Arthur J. Phelan, chairman of
the BOArd. e e e e e mem e —————————
Griffin, Hon, Robert P., a Senator from the State of Michigan____________
Griskivich, Peter, director, Motor Vehicle Manufacturers Association.._.._
Hance, Kenneth G., Jr., president, Council of State Housing Agencies, ac-
companied by Bruce S, Lane, Esq., Lane & Edson, general counsel__......
Harris, Dr. Wiillam J., Jr., vice president, research and test department,
Association of American Rallroads_ ..o
Hart, John C., president, National Association of Homebuilders, accom-
panied by Leonard L. Silversteln, tax counsel, and Carl A. 8. Coan, Jr,,
legislative counsel o oo —————
Haslam, C. L., counsel, on behalf of Duke University e
Heavy Duty ’l‘ruck Manufacturers Association, ¥. Murray Callahan, vice
president, accompanied by Garner Davis, vice president, Mack Truck,
Hesse, Alfred W., Jr., chief executive officer, and acting president, Reading
Co., accompanled by Ernest S. Christian of Patton, Boggs & Blow_.._._
nggins, John T., vice president, Buriington Industries, for American Tex-
tile Manufacturers Institute, Inc.,, accompanied by Jay W. Glasmann,
COUNBEL e e m e — e ——————————
Hilton Hotels Corp., Warner H. McLean, tax director. . ____
Hirschfleld, Alan J., president and chief executive officer, Columbia Pic-
tures Industries, INC e ————————————
Hgbart , Larry, assistant general manager, American Public Power Assocla-
Ol e e e e e e e e e o e e o e o e e e e e o
Hofacre, Bill, vice president, finance, Daniel International Corp., on be-
half of the Assoclated General Contractors of America . oo oo
Holman, M, Carl, president, the National Urban Coalition ...
Horne, Willlam M., Jr., chairman, Taxation Committee, American Bankers
Assoclation, accompanied by: Thomas A. Melfe, chairman, Taxation
Committee of the Trust Division, American Bankers Association...._.

Hunter, Oakley, chairman of the board and president, Federal National™

Mortgage Assoclation. oo e ————
Hy-Gain Electronics Corp.,, Richard N. Thompson, secretary-treasurer
and general counsel, accompanied by Zoltan M. Mihaly, special counsel...
Ignatius, Paul R., president, Air Transport Assoclation of America, accom-
panied by William Seawell and Charles McErlean... oo voecocmmcee_o
Independent Cattlemen’s Association of Texas, T. A. Cunningham,
president oo e —————————
Independent Petroleum Assoclation of America, A. V. Jones, Jr., president.
Inouye, Hon. Danijel K., & U.S. Senator from the State of Hawall ........
International Council ot Shopping Centers, Wallace R. Woodbury, chair-
man, tax subcommittee. . e ———
In(;ernatlonal Economic Policy Association, Timothy W. Stanley, presi-
ent oo e ——————————————————————
International Tax Institute, Inc., Paul D. Seghers, president. .- oceeao.
Jaffee, Leo, chairman, Commlttee on American Movie Production_.._..__.
Jaicks, Frederick G., chairman, American Iron & Steel Institute, accom-
panied by Don Stinner, assistant comptroller of the Bethlehem Steel Co...
Johnson, LeRoy, corporate tax counsel, Northrup, King & Co., accompanied
by Wayne Underwood, international marketing director of ASTA. .. ..
Jones, A. V., Jr, president, Independent Petroleum Assoclation of
AMEOMICB e e m e ce—————————————————
Jones, John, on behalf of the National Football League.. ———
Karth, Hon. Joseph K., a Representative in Congress from the State of
MINNESOLA o e e cme e e e e e ————————————— ————
Kelso Bangert & Co., Louls O. Kelso. managing director and chief econ-
omist, accompanied by Norman G. Kurland, Washington counsel...._..
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PUBLIC WITNESSES—Continued

Kelso, Louls O., managing director and chief economist, Kelso Bangert &
Co., accompanied by Norman G. Kurland, Washington counsel..._.._.
Kennedy, Hon. Edward M, a U.S. Senator from the State of Massa-
chusetts o o m e — e —————
Koch, George 8., chairman, Councfl of State Chambers of Commerce, ac-
companied by Eugene Rinta, executive councll oo oo
Kuhn, Bowie, commissioner of baseball. oo e
Laguarta, Julio 8., chairman, legislative committee, National Association of
Realtors; accompanied by Gil Thurm, staff legislative counsel, and
EdwlnlL Kahn, of Arent, Fox, Kintner, Plotkin & Kahn, speclal tax
COUNBRY e et — e —————————————————
Lane, Ms. Laura, Farm Journal, Phlladelphla, PO
Lawrence, Don, president, Natlonal Apartment Assoclation, accompanied
by John C. Williamson, general counsel . e
Lederer, Robert F., executlve vice president, American Association of
Nurserymen, Inc., accompanied by John Manwell____________________
Leisenring, B. B., Jr., chairman, tax committee, National Coal Association,
accompanfed by Robert F. Stauffer, general counsel, and Larry Zalkin,
treasurer, Westmoreland Coal Co. — e
Iibin, Jerome B., Sutherland, Asbill & Brennan. .
Little, Thomas L., chairman of the board, First National Retirement Sys-
tems, Inc., accompanied by F. Jerome Shea, president, and Rufus S.
Waltts, technical vice president oo
Lovell, Maleolm R., Jr., presidant, Rubber Manufacturers Association,
accompanied by Edward Wright, vice president of economic affairs of
American Rubber Manufacturers Association. .. ..
Machinery and Allied Products Institute, Charles W. Stewart, president,
accompanied by Frank Holman, staff counsel. __ ...
Maer, Claude M., Jr.,, National Livestock Tax Committee, accompanied
by Flynn Stewart, member; Henry Matthiessen, Jr., former president,
American Hereford Association; Willlam McMillan, executive vice presi-
dent, National Cattlemen’s Assoclation; and Bill Jones, executive vice
president, National Livestock Feeders Association. . . .
Manufacturing Chemists Association, F. Perry Wilson, chairman of the
board, Unjon Carbide Corpocc e
Marcus, Burton 8., Committee on American Movie Production._.________
Matson, Robert, chairman, Committce on State Taxation, Council of State
Chambers of Commerce, accompanied by Willlam R. Brown, secretary
and assoclate research director. . e
McDermott, Francis O., partner, Chicago law firm of Hopkins, Sutter,
Mutroy, Davis & Cromartie. o e
McLean, Warner H., tax director, Hilton Hotel8 COrpPacccmcc e
McLellan, Robert, vice president for international government relations,
FMC Corp., accompanied by Robert Moodv, tax coun<el, FMC Corp._....
McMullen, Robert L., president, American Snclety of Travel Agents, Ine.,
accompanied by Glen A. Wilkinson, general counsel to ASTA_...__.___
Merrill Lynch & Co., Inc., Thomas L. Chrystie, senior vice president, accom-
panied by Walter Perlstein, tax counsel, and John C. Richardson, at-
torney, Brown, Wood, Ivey, Mitchell & Petty._ - oo
Metropolitan Life Insurance Co., Dr. Charles Moeller, Jr., senior vice presi-
dent and economist . .o e ——
Midwest Task Force for Beef Exports, Inc, Hon. Jules W. Burbach,
president e c e m e —— e ————
Moeller, Dr. Charles, Jr., senjor vice president and economist, Metropolitan
Life InsurAnce CoOo oo ce—m—mc— e ——————
Motor Vehicle Manufacturers Agsociation, Peter Griskivich, director_.____
Moving Picture Machine Operators Union of the International Alliance,
Steve D'Inzillo, New York business representative . . __
Nathan, Robert R., Robert R. Nathan Assoclates, Inc.,, on behalf of Small
Producers for Energy Independence.. o eeaeeee
National Apartment Association, Pon Lawrence, president, accompanied
by John C. Willlamson, genergal coOunsel oo . v ocee e
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National Association of Home Bullders, John C. Hart, president, accom-
panled by Yeonard L. Silverstein, tax counsel, and Carl A. 8. Coan
Jr., legislative counsel oo e

Natlonal Association of Manufacturers, Roland M. Bixler, chairman, com-
mittee on taxation. .. e

Natlonal Association of Realtors, Julio S, Laguarta, chairman, legislative
committee, accompanied by Gil Thurm, staff legislative counsel, and
Edwin L. Kahn, of Arent, Fox, Kinter & Kahn, special tax counsel..._.

National Association of Retired Federal Employees, Charles Merin and
Judith Park, legislative assistants. . e

Nz;)t;ungl Associatwn or ‘Lheater Uwners, Paul Roth, chairman of. the

APA e e e e e e e e e e e e e e o o e e o e e e e e e

National Assoclation of Wholesaler-Distributors, W. Lee Gosnell, director
of government relations. .o ———

National Cattlemen’s Association, Willlam McMillan, executive vice
Presldent oo e mc e —m———————————

National Coal Association, E. B. Leisenring, Jr., chairman, tax committee,
accompanied by Robert Stauffer, general counsel, and Larry Zalkin,
treasurer, Westmoreland Coal Co_ o

National Conference of Motion Plcture and Television Unions, Sam
Robert, coordinator e

National Dividend Plan, Dr. Martin Gainsbrugh, economic consultant,
accompanied by Hal Short, consultant to the NDP. .o

National Foreign Trade Council, Inc.,, Robert M. Norris, president,
accompanied by :

Raymond A. Schroder, chairman, tax committee ;
Wesley N. Fach, vice president, tax-legal dlvislon ..................

National Housing Pnrtnerships, Sidney Freldberg, executive vice president
and general counsel, and member executive committee, Ad Hoc Coalition
for Low and Moderate Income Housing._ e

National Housing Rebhabilitation Association, A. Carleton Dukess, chair-
TBN e e e e e e e e o e e e et e e o o e e

Nz:itlogal Livestock Feeders Association, Bill Jones, executive vice presi-
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National Livestock Tax Committee, Claude M. Maer, Jroo e

National Machine Tool Builders’ Association, J. B. Perkins, president, Hill
Acme Co., accompanied by James A. Gray, executive vice president, and
James H. Mack, public affairs director— e

National Realty Committee, A. Albert Walsh, presldent, accompanied by
Alan J. B. Aronsohn NRC tax counsel . oo

National Rural Housing Coa'ition, Cnshing Dolheare. executive secretary.._

Natfonal Savings & Loan League, Gilbert G. Roessner, past president_._.

National Urban Coalition, M. Carl Holman, president ...

Natural Resources Group of the Ceniral Bank of Denver, Allen Thomas,
vice president . e

Needham, James J., chairman of the board, the New York Stock Exchange,
accompanied by Donald L. Calvin, vice president, NYSE, and Dr. William
C. Freund, vice president and chief economist, NYSE._____.______._.

New York State Bar Assoclation, Peter L. Faber, chairman, tax section...

New York Stock Exchange, James J. Needham, chairman of the board, ac-
companied by Donald L. Calvin, vice president, NYSE, and Dr. Willlam
C. Freund, vice president and chief economist, NYSE___._ ... _._.

Nolan, Kathleen, national president, Screen Actors Guild—_______________

Nolan, Willlam J., Jr.,, chairman, Committee on Taxation, United States
Council of the International Chamber of Commerce, Inco. o ..

Norman B. Ture, Inc., Norman B. Ture, president . oo

Norris, Robert M., president National Foreign Trade Council Inc., ac-
companied by :

Raymond A. Schroder, chairman, Tax Committee;
Wesley N. Fach vice president, tax-legal divislon.. . oL
Pace, Norma, senior vice president, American Paper Institute, accom-

panied by Neil Wissin, director of taxes, Weyerhaeuser CO-eeeo-.
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Northrup, King & Co.,, LeRoy Johnson, corporate tax counsel, accom Psge
panied by Wayne Underwood, international marketing director, ASTA.. 1880
O'Connor, James J., executive vice president, Commonwealth Edison Co.,
on behalf of Edison Electric Institute, accompanied by Reld Thompson,
chairman of the board and president, Potomac Electric Power Co., and
Al Noltz, Commonwealth EdIson of ChiCag0 v e oo ceeeeeeee 1640
Panel consisting of :

Bowle Kuhn, commissioner  of baseball, accompanied by Walter J.
Rockler and James P. Fitzpatrick;

Robert O. Swados, vice president and director of Buffalo Sabres
Hockey Club, on behalf of the National Hockey League;

John Jones and Andrew Singer on behalf of National Football League;

Ronald 8. Schacht, National Basketball Assoclation..__..___oo_o____ 609

Panel consisting of :

Leo Jaffe, chairman, Committee on American Movie Production;

Burton S. Marcus, Committee on American Movie Production

Walter Diehl, International President of the Theatrical Stage Em-
ployees and Moving Plcture Machine Operators of the United States
and Canada;

Sam Robert, coordinator, New York Conference of Motion Picture and
Television Unions and National Conference of Motion Picture and
Television Unions and vice president of Local 52;

Pa(;ll Roth, chairman of the board, National Assoclation of Theater

wners ; .

Steve D’Inzillo, New York business representative, Moving Picture
Machine Operators Union of the International Alliance;

Alan J. Hirschfield, president and chief executive officer, Columbia
Pictures Industries, Inc.; and

Kathleen Nolan, national president, Screen Actors Guild.________..__ 661

Panel consisting of: Mrs. Lloyd Royal, Springfleld, Nebr.; Ms, Audrey
Siekinger, Cato, Wis. ; Ms. Jacqueline Furber, Wolcott, N.Y.; Ms. Laura._
%me, Farm Journal, Philadelphia, Pa.; and Ms. Jo Ann Vogel, Cato, 1956
I8 e cmcceme—c e e e -~ ———————
Panel consisting of: Peter Griskivich, director, Motor- Vehicle Manufac-
turers Assoclation; Berkley C. Sweet, president, Truck Body & Equip-
ment Association, accompanied by James A. Hackney III, chajirman,
tax committee, Hackney & Son; F. Murray Callahan, vice president,
Heavy Duty Truck Manufacturers Association, accompanied by Garner
Davis, vice president, Mack Truck, Inc.; and Charles J. Calvin, pres-
ident, Truck Trailer Manufacturers Assoclation_ . ________ 1889
Panel consisting of: Stephen Ailes, president, Association of American
Ratlroads, accompanied by John P. Fishwick, president and chief execu-
tive officer, Norfolk & Western Railway Co.; Dr. William J. Harris, Jr.,
vice president, research and test department, Assoclation of American
Railroads; W. Graham Claytor, Jr., chief executive officer, Southern
Rallway System, and F. E. Barnett, chairman, board of directors and
chief executive officer, Union Pacific Rallroad__ . ____ 1918
Panel consisting of :

Dr. William Perrault, president, National Assoclation of State Lot-
teries; Edward Powers, executive director, New Hampshire Sweep-
stakes Commission; John Winchester, executive director, Connecti-
cut State Lottery, and vice president, National Association of State

Lotteries; and Ralph F. Batch, director, Illinols State Lottery__-. 2337
Paragon Resources, Inc., James (. "lempleton, president_ .. ________ 840
Parker, Foster, president, Brown & Root, accompanied by Prof. Michael E.

Conroy, University of Texas at Austin_ . _______ 1181
Pentck, Willlam C., chairman, Federal tax division, American Institute of

Certifled Public Accountants e 279
Penn Central Transportation Co., Robert W. Blanchette, chairman of the

trustees, accompanied by Newman T. Halvorson, Jr., counsel__..._.... 2847

-~ Perkins, J. B., president, Hill Acme Co. accomnpanied by James A Gray,
executive vice president, National Machine Tool Builders’ Association,
and James H. Mack, public affairs director, NMTBA . .. 1306
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Perrault, Dr. William, president, National Assoclation of State Lotteries-..
Phelan, Arthur J., Jr., chairman of the board, Government Services Sav-
ings & Loan, INCa e e e ———————
Po:lers, Edward, executive director, New Hampshire Sweepstakes Com-
12121 11) + U
Prelskel, Robert H, cha!rman, Committee on Taxatlon of the Assoclation
of the Bar of the City of New YorKke e
Reading Co., Alfred W. Hesse, chief executive officer and acting president,
accompanled by Ernest S. Christian of Patton, Boggs & Blow oo
Riddell, James W., of Dawson, Riddell, Taylor, Davis & Holroyd, and H.
Lawrence Fox of Pepper, Hamilton & Scheetz, on behalf of the Ad Hoc
Committee on Family Foundations. e e
Robert, Sam, coordinator, New York Conference of Motion Picture and
Television Unions and National Ccouference of Motion Picture and Tele-
vision Unions and vice president of Local 52— oo
Rodgers, T. Howard, president, Domestic Petroleum Council, and presi-
dent of Santa Fe Natural Resources, INC. oo
Roessner, Gilbert G., president, City Federal Savings & Loan Assoclation,
Elizabeth, N.J., and past president of the National Savings & Loan
League, accompanied by Henry Carrington, executive vice president of
the league, and Leonard Silverstein, tax consultant to the league.-....
Roth, Paul, chairman of the board, Natlonal Association of Theater
L1004 1123 - A
Royal, Mrs. Lloyd, Springfield, Nebra o e e
Sauereisen Cement Co., Phil F. Sauereisen, president. oo
Schacht, Ronald 8., National Basketball League oo
Schoefler, Robert W., president, American Machine Tool Distributors’
Assoclation, accompanied by James C. Kelley, executive vice president...
Scott, Tom, Jr., chairman, legislative committee, U.8. League of Savings
Associations, accompanied by Willlam Prather and John Saplenza....
Screen Actors Guild, Kathleen Nolan, national president_ .o ...
Security Industry Association, Virgil H. Sherrill, \chairman, governing
council, accompanied by Edward I. O'Brien, president, and James W.
Walker, Jr., executive vice presidenta oo
Seghers, Paul D., president, International Tax Institute, InC. oo
Sherrill, Virgil H., chairman, governing counctl, Securities Industry Asso-
clation, accompanied by Edward I. O'Brien, president, and James W.
Walker, Jr., executive vice president. . ..o ee—————
Sickinger, Ms. Audrey, Cato, Wis_ oo e ————
Simmons, Sherwin P., chairman, section of taxation, American Bar Asso-
clation, accompanied by Lipman Redman, vice chairman, government re-
lations, and John 8. Nolan, chairman, committee on implementing recom-
mendations oo e c———————————
Singer, Andrew, on behalf of the National Footbald League....n—cu-_..
Slick, W, T., Jr., senior vice president, Exxon Co., U.S.Ac o
Small Producers for Energy Independence, Robert R. Nathan, Robert R.
Nathan Assoclates. oo e —————
Southeastern Counecil on Foundations, Charles A. Bundy, trustee....._..
Special Committee for U.S. Exports, David Garfleld, chairman, and vice
chairman, Ingersoll-RaNQA. e ——
Stttalnley, Timothy W., president, International Economic Policy Associa-
Ol e e ————— e o e 2 e e e e e e e e
Stearns, Luther, president, Connecticut Farm Bureau Assoclation, Inc.._.
Stewart, Charles W., president, Machinery and Allied Products Institute,
accompanied by Frank Holman, staff counsel_ . . _______
Stobaugh, Prof. Robert B.,, Harvard Business School. e maccccaann
Stone, Hon. Richard, a U.S. Senator from the State of Florlda...cae.-—
Strichman, George A., chairman, Ad Hoc Committee for an Effective In-
vestmelnt Tax Credit, accompanied by William K. Condrell, general
COUNBRl oo e c e e ————————————————————————
Swados, Robert O., vice president and director, Buﬂalo Sabres Hockey
Club, on behalf of the National Hockey league -- ————
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Sweet, Berkley C., president, Truck Body & Equipment Association, accom-
g‘ansled by James A. Hackney I1I, chairman, tax committee, Hackney
[+ + SN e mmrme~——————————————————————
Tax Council, Paut L. Dillingham, director and chairman of the tax policy
committee, and vice president and director of taxes, the Coca-Cola Co.
of Atlantl, Gl e e e e ma e
Tax Reform Research Group, Robert M. Brandon, director___.._____-_.._
Temple, Phillip T., Preeau & Teitell, accompanied by Emerson Ward, M.D.,
chairman of the board of development Mayo Clinic, on behailf of the
Ameil;llcan Assoclation of Presidents of Independent Colleges and Uni-
Versitles .o e cceccmcmc—cccemc——e—————————
Templeton, James C., president, Paragon Resources, InCo e
Texaco, Inc., Wilford R. Young, vice chairman of the board of directors and
general counsel. .. e e cmecmcee— e e ———
Theatrical Stage Employees and Moving Plicture Machine Operators of
the United States and Canada, Walter Diehl, international president._
Thomas, Allen, vice president, Natural Resources Group of the Central
Bank of Denver- e m e ————
Thompson, Richard N,, secretary-treasurer, and general counsel, Hy-Gain

Electronics Corp., accompanied by Zoltan M. Mihaly, special counsel_. .

Titus, Douglas, attorney, lowa Beef Processors, Inc.. . ______
Tollefson, Donald A., Coalition for the Public Good, accompanied by Wil-
Ham PenfeK o e e —————————
Truck Body & Equipment Association, Berkley C. Sweet, president, ac-
comp;néed by James A. Hackney III, chairman, tax committec, Hack-
ney 113 ¢ T SO
Truck Traller Manufacturers Association, Charles J. Calvin, president..
Ture, Norman B., president, Norman B. Ture, InCu oo
United States Council of the International Ghamber of Commerce, Inc,,
William J. Nolan, Jr., chairman, Committee on Taxation. . .___.
U.S. Independent Telephone Association, John J. Douglas, executive vice
president, General Telephone & Electronics Corp. o oo
U.S. League of Savings Assoclations, Tom Scott, Jr., chairman, legislative
committee, accompanied by Willlam Prather and John Sapienza....._._...
Varner, Durwood B., president, University of Nebraska, accompanied by
Julian Levi, chairman, committee on taxation, American Council on
Educatton o cmm e ————————
Vogel, Ms. Jo Ann, Cato, WiS_ o e ————
Walker, Dr. Charls E., president, Charls E. Walker Assoclates, on behalf
of the Business Roundtable, accompanied by David O. Willlams, Jr.,
tax counsel, Bethlehem Steel Corp., and Albert E. Germain, tax counsel,
Aluminum Co. of America- . oo e ——
Walsh, Albert A., president, National Realty Committece, accompanied by
Alan J. B. Aronsohn, NRC tax counsel. . e
Weller, Ralph, chairman, Otis Elevator Co., on behalf of Emergency Com-
mittee for American Trade. oo
Wilson, F. Perry, chairman of the board, Union Carbide Corp., on behalf of
Manufacturing Chemists Association. ..
Winchester, John, executive director, Connecticut State Lottery_._____..__
Winter, Walker, member of the board of directors, chairman, taxation
committee, Chamber of Commerce of the United States, accompanied by
Robert R. Statham, director, tax and finance section; and Walter A.
Slowlnskl member of the chamber’s taxation and international commit-
Wood. C. V., Jr,, chairman, The Committee of Publicly Owned Companies,
accompanled by V. B. Pettlgrew ....................................
Woodbury, Wallace R.. chairman, tax subcommittee of the International
Council of Shopping Centers. - e
Young, Wilford R., vice chairman of the board of directors and general
counsel, Texaco, Inc-------._ ........................................
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TAX REFORM ACT OF 1975

WEDNESDAY, APRIL 7, 1976

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met 10 a.m., pursuant to recess, in room 2221, Dirk-
sen Senate Office Building, Senator Russell B. Long (chairman of the
committee) presiding.

Present: Senators Long, Byrd, Jr., of Virginia, Gravel, Bentsen,
Fannin, Hansen, and Packwood.

The CratrmaN. This hearing will come to order.

I will call the first witness, Hon. Dewey F. Bartlett, U.S. Senator
from Oklahoma.

We are happy to have you here before our committee today and we
will be glad to hear your suggestipns.

STATEMENT OF HON. DEWEY F. BARTLETT, A U.S. SENATOR FROM
THE STATE OF OKLAHOMA, ACCOMPANIED BY THOMAS BIERY
- AND LEE ROOKER, PROFESSIONAL STAFF ASSISTANTS

Senator BartLETT. Thank you, Mr. Chairman.

I have Mr. Thomas Biery and Mr. Lee Rooker of my staff with me,
if that is permissible. i

Mr. Chairman, I seem to be doing a lot for the paper industry.
I know you have a lot of trees i your State, Senator Packwood does,
I know. However, I will confine myself to the summary remarks which
are only about 8 pages.

I will summarize the first page which mentions information you,
Mr. Chairman, and members of the committee are very familiar with.
Two major energy bills enacted during the first session of this Con-
gress, the Tax Reduction Act of 1975 and the Energy Policy and Con-

- servation Act of 1975 have removed substantial capital from the petro-
leum industry, about $4.5 billion annually. This has resulted in reduced
activity.

Our reserves are dropping off; production is dropping off. There-
fore, now is not the time to reduce further the availability of capital in
the petroleum industry. It is time to produce new means-of capital
formation which will not only offset the effects of the two damaging
recent laws, but also result in sufficient additional capital to provide
for our future energy needs.

Mr. Chairman. I am on page 2, about halfway down now. I am talk-
ing about intangible drilling costs.

(2017)
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Under existing law intangibles may he expressed for Federal income
tax purposes in the year spent. The House hill proposes to limit for
independent producers the intangible drilling cost deduction in any.
year to the net related income from a property.

This would have negative effects on domestic oil and natural gas
production,

It would severely hamvner the ability of independent producers to
acquire investment capital from outside sources.

It would encourage the abandonment of marginal wells on new or
low-income properties.

It would cause active oil and gas operators to lengthen normal
drilling schedules.

If the House IDC proposal is enacted, fewer oil and gas wells will
be drilled "and hence there will be less production. These negative
effects of the House IDC provisions would be magnified if more
recerictive language is adopted, for example, if intangible expenses
are to be capitalized entirely.

Current expensing of intangible drilling costs is the sensible wav to
encourage expenditures which would ultimately benefit the Nation.
Rather than reduce the incentive for oil and gas production I suggest
to the committee that it expand the IDC concept to include other
types of oil and gas expenditures, like geological and geophysical
expenditures. T

MINIMUM TAXABLE INCOME

Expansion of the minimum taxable income concept to include
intangible drilling expenses in the list of preference items to be subject
to a minimum tax would be counterproductive to our Nation’s energy
goal, because it would encourage producers not to make drilling
expenditures which would be subject to the minimum tax. Tf producers
are willing to make expenditures which could result in increased
domestic oil and gas production, we should encourage them by so
designina our tax laws. Expanding the MTT. minimum taxable income,
to include intangible drilling expenses would be a step backward.

PERCENTAGE DEPLETION

Conaress voting last year to eliminate the oil and gas nercentage
depletion allowance for major oil companies was inadvisable and
counterproductive. Reinstating percentage depletion for all oil and
gas producers would be a big step toward energy independence.

Even though depletion was repealed for the majors, Congress did
vote to retain it for independents and landowners. Because of technical
problems in the independent producer exemption, however, a number
of independents also lost the percentage depletion allowance. I do not
beliave this was Congress’ intent.

The troublesome provisions involve the 65 percent of taxable income
limitation, the retailer--provision and the transfer of property
provision.

The text of a bill T shall soon introduce, which addresses these
problems, is attached to my statément. I will probably introduce
this tomorrow.
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Under current law percentage depletion is limited to 65 percent of
taxable income. This 1s a disincentive to the active driller because he
loses depletion if he drills enough wells—either exploratory or devel-
opment—to reduce taxable income below about one-third of gross.
Our energy tax laws should be designed to encourage drilling
expenditures.

I suggest, therefore, that the limitation be retained but that taxable
income for the purposes of applying the 65 percent be computed with-
out deducting dry hole and intangible drilling expenses.

The “retailers excluded” provision was intended to prevent major
oil companies from retaining depletion. However, it has actually
caused many independents to be denied depletion also. I do not believe
this was Congress intent, I snggest combining the “certain refiners ex-
cluded” and the “retailers excluded” provisions so that a producer
would retain depletion to the extent permitted in the statute unless
he was both a refiner and a retailer. -

The “transfer of property” provision prohibits the transfer of an
oil or gas property from receiving depletion even if the owner
was otherwise qualified under the exemption. It discourages trans-
fers which have historically helped independents in their drilling and
production efforts. T believe Congress intent with this provision was to
prevent a producer from circumventing the exemption by transfer-
1ng properties so that he could receive more depletion than permitted.

I, therefore, suggest that the transfer provision be written so that
transfers for bona fide business purposes can take place and that only
those transfers which have the effect of circumventing the exemption
would lose depletion.

_We come now to capital formation.

This country desperately needs to institute new methods of capital
formation for energy. The most direct way to provide for this is to de-
control the prices of both crude oil ard natural gas, and I know this
committee is well aware of that.

This would have the dual advantages of decreasing demand for en-
ergy and increasing supply. As long as crude oil and natural gas prices
are controlled, our producers will be selling their reserves at prices
below what is required to replace them. This can only result in a con-
tinual decline in our erude oil and natural gas production.

As we all know, however, all crude oil prices are controlled, and nat-
ural gas deregulation remains doubt ful.

Absent decontrol of prices, other methods of capital formation will
have to be implemented soon to prevent further deterioration of our
domlestic energy supplies. A reasonable way to do this is through our
tax laws.

I would like to suggest for the committee’s consideration a new pro-
cedure in which a portion of the income from oil- and gas-producing
properties would be taxed as capital gains. This would have several
advantages. One, it would tend to encourage a producer to be success-
. ful and efficient. Two. it would not only provide more rapital for future
investment, but would also attract capital to energy development proj-
ects. Three, it would encourage producers to develop and produce
properties rather than to sell them as capital gains.

~
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Other methods to provide more capital for enel:fy development
would be to permit exploratory and development drilling, geological
and geophysical, and lease acquisition costs to receive the investment
tax credit, or to provide for a more rapid writeoff of currently depre-
ciated and cost-depleted items. ) )

The need for additional capital in the energy industry is clear, not
to benefit the industry, but to enable the industry to find and produce
energy for the good of the country. )

I sincerely hope this committee will address this problem and pro-
pose an innovative tax procedure which will increase, not decrease, the
capital and incentives for oil and gas and other energy development.

Next, I would like to discuss the necessity for major reforms in the

Federal estate tax.
ESTATE TAXES

On January 27 of this year I introduced S. 2885, legislation de-
_;Lgned to increase the current estate tax exemption of $60,000 to

00,000.

In real terms $400,000 today is approximately the equivalent of the
$100,000 exemption Congress voted in 1939. I thipk that is rather amaz-
ing. It came out $399,000-plus. We arrived at the current, completely
inadequate $60,000 figure in 1942 when Congress temporarily reduced
the $100,000 exemption in order to produce more income during World
War I1. To retain the $60,000 exemption of the 1942 act is, in 1939
dollars, equivalent to reducing the original $100,000 exemption to $15,-
000 as of the end of 1975.

- ALTERNATE VALUATION OF FARMLANDS

Our current estate tax laws also force many acres of useful farmland
out of production each year by appraising the value of that land at its
anticipated market price—rather than on its ability to produce crops
or livestock. Such as appraisal formula is blatantly unfair, and year
after year costs this Nation more of its productive farmland.

S. 2885 would change the method for evaluating family farms from
potential to actual use, based on the continual use of the land during
the preceding 60 months,

WIDOW’S TAX

Another major problem with ur estate tax system is that it is one
of the most discriminatory in the entire Tax Code, particularly in rela-
tion to what is commonly called the “widow’s tax.” If an estate is held
in joint tenancy by a husband and wife and the wife diés first, the tax
imposed on her estate is based on an arbitrary decision that she has con-
tributed very little to the actual fair market value of the property.

. However, if the husband dies first, the Code works in reverse. That
is to say. a major portion of the contribution is attributed to the hus-
band and, therefore, the estate is determined to include an amount far
in excess of 50 percent of the fair market value of the property. '

The C'ode does not recognize that the wife, even though contributing
labor and other necessities for a household. has contributed anything
to the value of the jointly held property. This is particularly true
with regard to the farm wife.
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I have prepared for introduction legislation which would make three

mai;or changes: T .
irst, it will provide a marital exemption of $100,000.

Second, it will add an off-the-top exemption of the principal resi-
dence of the couple.

Third, it provides a grace period of 5 years with no interest before
the surviving spouse must begin to pay the taxes.

Mr. Chairman, I thank you. .

The CHAIRMAN. Senator, I agree in the main with what you had to
say about the energy industry. I know for the large companies the rule
of thumb seems to be that for every dollar of cash flow that they have
after taxes they tend to plow $2 back into trying to produce more
energy and to refine it and get it to the public. ,

Now, you have referred to a situation regarding the major com-
panies which was not as high a figure as you mentioned, that indi-
cated the Congress reduced their cash flow by $2.5 billion.

Now the rule of thumb in that respect means then that that would
reduce their activities of bringing the public more energy by $5
billion. That is very, very counterproductive and that, as much as
any single thing, helps to explain why our situation gets worse and
worse. If there had been no Congress here, and the price of the foreign
oil went up, the domestic oil would have gone up. It would have been
profitable to be in that business; everybody would have wanted to
get into it. Those not in it would have tried to get into it, and those
making money would have been seeking to plow it back in order to
make more.

That is what is known as the free flow of capital, which is sophomore
economics, Without the aid of Congress, just by the natural law of
economics, the free flow of capital would have solved the problem
for us within 10 years at the outside.

As it is, however, after the 10 years is over with, we will have
succeeded in makiniz this country almost completely hostage to the
OPEC cartel, completely at their mercy, making the situation worse
and worse, first by doubling their tax; second, by rollihg back their
price—the foreigners get their price because this Government can’t
control that price—and third, by passing a law to force the auto-
mobile companies to build smaller automobiles that they can’t sell,

Why would anybody want to buy a small automobile and do with-
out the air-conditioning, the power seats, the power windows, the
power——

Senator BENTSEN. Ashtrays.

[ Laughter.]

The CuairmMan. Yes, ashtrays. ,

Why would they want to do that facing the prospect of 51-cent-a-
gallon gasoline?

Senator BArTLETT. I certainly agree with the chairman and I think
it is important. T think all of us have had people ask us about how
vou break the OPEC cartel if it doesn’t fall apart of its own weight.
I personally don't think there is a chance of that with our current

olicies; but the only way I think we can do it is by concerted effort
in this country and elsewhere with the American companies to ex-
pand their operations domestically and worldwide.
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The large companies drill about one-quarter of the wells and find
half the oil. The independents drill three-quarters and they find the
other half. We need to go all-out in all directions and the tax laws
that affect this rate of drilling and exploration, of course, are before
this committee. They affect our American companies, domestically
a}rlxd v&iorldwide both. This is something the chairman knows better
than I,

So I think the opportunities of this committee are tremendous and
I hope you will provide what is needed in the way of leadership in
energy.

ngCHAIRMAN. I will do whatever I can in my capacity as one Sen-
ator, but I must admit, while I have to try to provide leadership to-
ward energy sufficiency, I am frustrated by those that want to nation-
alize that industry, Senator. That is the only explanation I can give to
the course of events that has transpired, assuming that if we would
like to see us be self-sufficient, T don’t see how you can double the tax,
roll back the price and do the things that have been done to the in-
dustry if you expect the industry to double or even make a major in-
crease in its production.

It will have to be more profitable rather than less profitable to be
able to do that.

Senator Packwood ?

Senator Packwoob. No questions.

The CHATRMAN. Senator Hansen ? -

Senator HaNsEN. I have no questions, Mr. Chairman.

Thank you, Senator Bartlett, for a very perceptive presentation this
morning. T have an idea that in this election year your advice and your
observations are going to fall on ears that are not tuned into your
voice, but rather the voices of other ]people around the country because
it is a popular thing these days to play the role of Robin Hood, to find
first some strawman, you kriow, that is the rich guy, and corporations
obviously are such targets, and to tell the people that you think may
be persuaded by your rhetoric that there are great things in store for
them. That you are going to pay for all these deals by closing up so-
called tax loopholes. As the chairman has implied, the Congress has
allowed this to occur by making absolutely essential the transfer of
more and more dollars to foreign countries, which as you say have
their hands around our throats and could shut off our wind any
moment.

I am deeplv concerned about this, as T know the chairman is. It is
just too bad that that is the way it is, but the desirability of being
elected and saying appealing things to people and putting up straw
men that can be struck at and struck down while you are championing
the role of the guy who by comparison feel’s himself to be underpriv-
ileged or disadvantaged, is an appealing one.

Thank you for coming.

The CratrRMAN. Senator Fannin?

Senator FaxNIN. As to what the Senator from Wyvoming has said,
I would agree with him. T would just like to ask one question.

T first want to commend the Senator from Oklahoma for an excel-
lent statement, for the recommendations that he has made and for
the great work he has done in preparing the legislation that will be
introduced.
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I would like to discuss one subject on the estate tax exemptions. You
recommend going to $400,000. This is quite a jump, going from $60,000
to $200,000, and it would cost $2.1 billion, I understand. Would the
Senator feel that maybe this could be phased in over a period of sev-
eral years rather than trying to take that much revenue out at one
time?

Senator BarTLETT. Yes, I think that that would be a sensible way
fo approach it. I think it would take about $3.1 billion at the $400,000

evel,

The reason we did this, I would say to the Senator from Arizona,
is that this is just what it figures out, with inflation going back to
the original $100,000. It came to $399,000-plus, so I agree with the
Senator that it would be important to phase this in. )

Senator FanNin, Well, T am not disagreeing with the equity that

. isinvolved in the recommendation, but I am concerned about what we

do as far as that loss of revenue. You have made an excellent presenta-
tion and certainly you have brought out the legislative history of this
area of the Nation’s tax laws. At one point the estate tax exemption
was $100,000 but was “temporarily” reduced-to $60,000 and has re-
mained at that figure ever since: -

Thank you, Senator.

Senator BartrLETT. If I could have 15 seconds, Mr. Chairman. The
e(}uity on the other side is more than dollars. I think it is in the loss
of the family farm and family ownership generally,

Senator FanxNiN. Certainly, the Senator from Arizona understands
and wholeheartedly agrees. It has been unfair, it has been disastrous
to many families for many years throughout this Nation. Certainly
with the inflation that we have had it continues to even worsen and
if we don’t take action, it is going to be even more difficult.

Thank you, Senator. Thank you, Mr. Chairman.

The CHATRMAN. Senator Gravel ?

Senator GravEL. I share Senator Bartlett’s concerns, You are carry-

ing coals to Newcastle as far as I am concerned. I want to commend
you for this effort.

Senator Bartr.ert. Thank you.

The CrrairmAN. Senator Bentsen ¢

Senator BenTsen. Thank you.

I share the Senator’s concern as do other members of this commit-
tee. Out of the eneray legislation this Congress has passed in the past
couple years, about the only shortage involved has been the drilling rig
shortage. and drilling pipe shortage.

[ Laughter.]

Senator BArtr.eETT. Yes, T think there are about 500 drilling rigs
stacked now, 450 to 500, '

Senator BENTsEN. Thank vou, Mr. Chairman.

The Cramrman. Before this group here you are sort of like the
preacher who was upbraidine his congregation for the fact that many
peonle stayed home and didn’t come to church. The people he was
talking to were the ones who came. so that T wonld hope_that you
wonld direct vour endeavor to some of those who don’t share your views
hecause we need to convert a few more to the position you are express-
ing here. T find great sympathy for it._

Thank you.

-~
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Senator BarTLETT. I will try to talk to them, too.

Thank you, Mr. Chairman, .
[The prepared statement of Senator Bartlett follows. Oral testi-

mony continues on p. 2038.]
TESTIMONY BY SENATOR DEWEY F. BARTLETT

I appreciate this opportunity to comment on some of the important tax issues
before this Committee. My statement today -will concern energy taxes and

estate taxes, -
ENERGY TAX LEGISLATION

This statement on energy tax matters concerns the intangible drilling cost
deduction, the minimum taxable income proposal percentage depletion, and other
methods of capital formation for energy.

BACKGROUND

Before I address specific energy tax issues, I would like to reflect generally
on what recently enacted energy legislation is doing to our country’s efforts to
increase domestic oil and gas production.

Tswo major bills affecting oil and gas producers were enacted during the First
Session of this Congress. One, the Tax Reduction Act of 1975, repealed percent-
age depletion for all integrated producers and either limited it or eliminated
it for the independents. Because of this bill, investment capital of oil and gas
producers was reduced about 2.5 billion dollars annually. Two, the Energy
Policy and Tonservation Act of 19756 placed all crude oil prices under controls
and rolled vack the prices of the 40 percent of domestic production which had
previously been sold at free market prices. L.ike the Tax Reduction Act, the
EPCA removed substantial capital from the petroleum industry, about 2 billion
dollars, and simultaneously, because of the nature of the composite pricing
scheme, placed an inftexible upward limit on the total revenues to be generated
from domestic crude oil production.

Exhibits T and II, attached to this statement, were prepared by the Federal
Energy Administration and show recent trends in drilling rig activity and
geoplhyslcal activity and also the timing of recent changes in energy price and
tax laws,

After 16 yvears of continual decline, drilling acttvity began to increase in 1971
when crude oil prices increased slightiy. The rate of increase became more rapid
in late 1973. Normally there is a noticeable surge in activity at year-end followed
by a drop at the first of the new year. However as shown on Exhibit I, in the
1973-1974 and 1974-1975 periods this did not occur, presumably because of
the strong demand for rigs resulting from the uncontrolled price for ‘“new"

_crude,

In fact, in early 1975 there were indications that drilling activity would not
drop much after the first of the year. It was as high in March as it was the
previous December. But with the passage of the Tax Reduction Act, drilling
activity dropped and remained realtively constant for much of the year helow
what it would have heen had the percentage depletion allowance not been
eliminated.

Since the Energy Policy and Conservation Act became law last December,
there has been a rapid and continunl decrease in drilling activity. At about the
time the EPCA was signed there were over 1800 rigs actively drilling; the
figure for last week was 1526 Currently, fewer rigs are operating than at any
time in 1975. Considering that there are now over 2060 drilling rigs available,
it is clear thuat our current efforts are falling far short of what they could be
if all available equipment were employed. The simple facts are obvious: Congress
has shut down rigs that could be out searching for oil and gas; Congress has
is)e:;ll(;gsly shm;:d%d the ofl hindustry, lllggltlng its efforts to achieve energy inde-

dence; an ongress has prescribed an insidious ener lan o
dependence on the OPEC nations. &P ¢ greater

The_seismic crew count on Exhibit II shows a similarly alarming trend. The
number of active crews has declined continuously since the peak in mid-1974.
Because reismic. activity is necessary to develop the exploratory prospects to be
drilled several years hence. This means that our inventory of well-defined
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exploratory prospects which could be drilled in the future is becoming smaller
and smaller. Seismic activity is a glass ball look at future exploratory
successes.

All this portends a dismal future for our country’'s oil and gas supplies. Our
nation’s natural gas producing rate has dropped 12 percent since the peak in
1973, and our ofl producing rate has declined 15 percent since the peak in 1970.
These production declines and an expanding economy have precipated since
1971 an increase in imports of approximately 100 percent {o an average of 40
percent of consumption. Several weeks ago petroleum imports exceeded domestic
crude oil production for the first time in.our history.

Our crude oil producing rate and our natural gas producing rate continue
to decline and show no signs of even leveling off. The United States is more
vulnerable to an ofl embargo now than in 1973. Our imports from OPEC have
increased 20 percent since 1973.

For the United States to be even 40 percent dependent on foreign petroleum
is bad from a national security standpoint. Not too many years ago, at a time
when there was excess domestic productive capacity, we limited imports to
10 percent for national security reasons; now we blindly accept 40 percent and
seemn to be steering ourselves to even greater dependence. Most of our NATO allies
are more vulnerable than we are. Previously we had the ability to help them
out if petroleum supplies were cut off; now we could not even supply all onr"
own needs let alone some of theirs. Consider, for Instance, how a limited scale
war {n the Middle East or another protracted embargo could affect the supply
of petroleum to meet the needs of the United States, Furopean nations and
the NATO defenses. We find ourselves in a precarious situation; fortunately,
with time and proper federal energy policies, it does not have to be permanent.

When Congress passed the EPCA, an upward limit on the revenue generating
capacity for the producing segment of the postrolenm industry was established
for at least 40 months, and probably longer than that. I refer to an upward limit
because the EPSA places no controls on costs and hecause recent inflation in
the petroleum industry has hbeen much greater than for the economy as a whole—
averaging ahout 30 percent per year. Producers are therefore unable to recover
in the market place the higher costs of operation. The resultant level of capital
generation is neither adequate to utilize fully all available drilling and seismiec
equipment nor to spawn an increase in the population of that equipment which
would be necessary to support a drilling effort of the magnitude capable of solv-
ing our energy problems,

It is in this environment that I helieve this Committee should consider energy
tax legislation. This is not the time to reduce further the availability of capital
for the petrolenm industry. Rather it is the time to develnp new means of capital
formation which will not only offset the effects of the two damaging recent laws,
but also result in sufficient additional capital formation to provide for our future
energy needs.

What are the future needs for capital in the domestic petroleum industry and™

. what is the industry’s present ability to acquire that capital?

The Chase Manhattan Bank has recently completed an analysis indicating
that for the period 1975-1985, if this nation is to be 40 percent dependent on for-
eign oll in 1985, domestic investments totaling $240 bhillion in non-inflated 1975
dollars would be required. At 5 percent inflation this figure is $315 billion, and at
10 percent it is $430 billion. Based on historical capital investment patterns,
recent domestic profits and current price and tax laws, it would seem that under
current restrictions, an annual capital spending level of about $14 billion could
possibly be sustained. I consider this an optimistic spending estimate because
prices are controlled and costs are not and because oil flield inflation has been in
excess of 5 or 10 percent per year. If this spending level can be maintained
during the next 10 vears, total expenditures would he $140 billion, far short of
the $240 required to keep us only 40 percent dependent if there is no inflation
at all,

This Committee has an opportunity, and I believe a responsibility, to propose
tax legislation which would truly serve our nation’s future best interests. Increas-
ing eapital availability and hence expenditures for oil and gas exploration and
development are essential to our future.

If this is a desirable goal. the propnsals to limit the intangible drilling cost
(IDC) deduction and to expand the minimum taxable income (MTI) concept
taken in H.R. 10612 are counter productive, feopardize our ability to survive as
a free nation, and should go no further than this Committee.
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INTANGIBLE DRILLING COSTS

Under existing law an intangible is identified as any cost incurred which in
itself has no salvage value and which is necegsary for the drilling and the prep-
aration of wells for the production of oil and gas. Intangibles may be expensed
for Federal income tax purposes in the year spent.

Baslically the House bill would limit for independent producers the intangible
drilling cost deduction in any year to the net related income from a property.

This would have several negative effects on domeéstic crude oil and natural --

gas production.
For those independent producers whe normally attract investment capital

" from sources outside the ofl industry, it would severely hamper the ability of

those operators to acquire investment capital.
Investors who would want to invest in an exploratory drilling venture are gen-

erally in high incremental tax brackets. They are willing to mike the investment
because some tax shelter is provided regardless of whether or not the exploratory
well is successful. By limiting the IDC deduction for n successful well to the
income from the property, much of the tax advantage for making the oil and
gas investment Is lost. The likely result is to dry up outside sources of capital
for oil and gas investment and hence to reduce drilling.

For those independent operators who do not use outside capital, the proposed
changes in the IDC deduction would have other adverse effects.

For example, the proposed limitation would encourgac the abandonment of
marginal wells on new or low income properties hecause the tax savings from
writing off a dry hole could be of greater value to the producer than completing
the well and receiving little or no profit and no tax savings. If producers abandon
marginal wells because of the IDC “reforms,” millions of barrels of reserves
could remain in the ground.

The House-passed language would cause active oil and gas operators to
lengthen normal drilling schedules, especially near the end of the tax year. If
an operator had planned to develop a property which had littlte or no current
income, he would be encouraged to postpone his development operations until
the first of the next year so that the intangible develoment expenses could he
written off against the income derived from the wells drilled. Again, if we are
trying to maximize domestic oil and gas production, changes in the IDC tax-
ation are counter-productive.

There are other problems with the House-passed language. The deduction Is
permitted on a successful exploratory well if it Is more than two miles from the
nearest producing well or if it i8 closer than two miles and the producer can
prove that it penetrates a new reservoir. Iresumably thir would apply hoth
horizontally and vertically, Because a producer does not know {f a new reservolr
would be discovered until after he drills and tests a well, he would tend to make
investment decisions assuming the well would, in the end. not qualify as an
exploratory well, A study by a Dallas consulting firm indicates that 92 percent
ot all exploratory wells drilled in Texas in 1974 were within two miles of the
nearest field. Thus in the vast majority of caces the praducer would not know
prior to drilling whether he would be able to deduct IDC expenses if his ex-
ploratory well was successful. Other technical problems with the House provi-
sion and their likely ramifications are detalled in a letter from Mr. Lee Keeling,
a well respected petroleum consultant from Tulsa, Oklahoma. This letter is
attached as Exhibit III, )

Of course, the negative effects of the House IDC provisions wouwld be magni-
fled if more restrictive language is adopted, for instance, if intangible expenses
are to be capitalized entirely.

If this occurs. I helieve many independents would be taxed out of husiness.
It has been argued that capitalizing normal IDC expenditures wonld onlv post-
pone the receipt of tax benefits hecause once the unamortized IDC hase is buiit
up the total tax deductions would be the same as now. In the meantime, pro-
ducers could horrow the deficit to make up the difference. There are several prob-
lems with this argument.

First, during the period when the IDC base is heing accumulated, much of the
income from current prodnction which producers wonld normally mse to hnild up
the TDC base would be taxed away. Wells would therefore not be drilied that
could be drilled.
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Second, the present value of an immediate tax deduction offsetting income from
other properties is better than that of an extended tax deduction, Thus, drilling
ventures which are marginal under the existing tax laws would very likely
become uneconomic under the new system.

Third, outside sources of equity capital would become even more limited than
previously described.

Fourth, I do not belleve banks would be inclined, in the majority of develop-
ment situations, to lend money because of the high risk associated with many oil
field development projects. Banks do not lend money until a significant number
of reserves have been proved and normally require development wells to be
drilled to prove the reserves.

Because of each of these there would be reduced investment in oil and gas drill-
ing at a time when a sharp increase of investment is needed. Current expensing of
intangible drilling costs is a sensible way to encourage expenditures which would
ultimately benefit the nation. The producer is not permitted to deduct more than
he spends. If he makes drilling investments, he is permitted only to recover that
expenditure quickly by rapid write-off, )

Rather than reduce the inceniives for ofl and gas drilling, I suggest to the
Committee that it expand the IDC concept to include other types of oil and gas
expenditures. Specifically, geological and geophysical expenditures which are
normally capitalized would be a reasonable extension of the IDC tax concept.
An immediate deduction of geological and geophysical expenses would encourage
these expenditures and help to reverse the declining trend in seismic activity to
which I previously referred.

MINIMUM TAXABLE INCOME

Expansion of the minimum taxable income concept to include intangible drilling
oxpenses in the list of preference items to be subject to the minimum tax would
again be counterproductive to our nation’s energy goals because it would encour-
nge producers not to make drilling expenditures which would be subject to the
minimuin tax. The reason why these expenditures would not be made is that the
producer, in many cases, would not be able to fully deduct his total expenditure.
Thus, through the minimum tax, the assets of the producer would be confiscated.

T want to emphasize that increasing the tax burden of oil and gas producers so
that oil and gas producers would pay more tax {s an illogical way to approach our
energly problems. If producers are willing to make expenditures which could result
in increased domestic oil and gas production, I think we should encourage them
by so designing our tax laws., Expanding the MTI to include intangible drilling
expenses would be a step backward.

PERCENTAGE DEPLETION

I recognize that Congress voted to ellminate the oil and gas percentage depletion
atlowance for major oil companies when the Tax Reduction Act was passed. In my
opinfon, this action was inadvisable and counterproductive; and if percentage
depletion were reinstated. it would be a big step toward energy independence.
This Committee should reinstate the depletion allowance or pass similar
legislation,

Even though depletion was repealed for the majors, Congress voted to retain
it for independents and landowners. Unfortunately because of the technical prob-
lems of quickly drafting complex tax legislation, a number of independent pro-
ducers also lost the percentage depletion allowance. I do not believe this was
Congress’ intent.

The troublesome provisions {nvolve the 65 percent of taxable income limitation,
the retailer provision, and the transfer of property provision.

Attached to this testimony as Exhibit IV is the text of a bill I shall soon intro-
duce which addresses these problems. My rationale behind its major provisions is
as follows: '

LIMITATION ON TAXABLE INCOME

Under current law, percentage depletion is limited to 65 percent of taxable
income. This i3 a disincentive to the active driller because he loses depletion if he
drills enough wells (either exploratory or development) to reduce taxable income
below ahout one-third of gross. Our energy tax laws should be designed to encour-
age drilling expenditures. I suggest, therefore, that the limitation be retained but
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that taxable income for the purposes of applying the 65 percent be computed
without regard to dry hole expenses and intangible drilling expenses.

RETAILERS EXCLUDED

The “Retailers Excluded” provision was intended to prevent major oil com-
panies from retaining depletion. However, it is written very broadly and has
actually caused many independents to be denied depletion also. I do not believe
this was Congress’ intent. -Although there may be other acceptable solutions, I
suggest combining the “Certain Refiners Excluded” and the “Retailers Excluded”
provisions so that a producer would retain depletion to the extent permitted in
the statute unless he was both a refiner and a retailer.

TRANSFER OF OIL OR GAS PROPERTY

Finally, the “Transfer of Property"” provision prohibits the transferee of an
ofl or gas property from receiving depletion even if he was otherwise qualified
under the exemption. I believe Congress’s Intent with this provision was to
prevent a producer from circumventing the exemption by transferring proper-
ties so that he could receive more depletion than permitted. Congress’s intent
was not to discourage transfers of oll or gas properties which have historically
taken place for estate planning, financing, and other normal business reasons
other than percentage depletion taxation. I suggest that the transfer provision
be written so that normal transfers can take place and that only those transfers
which have the effect of circumventing the exemption would lose depletion.

CAPITAL FORMATION

In the first part of my statement I endeavored to show why this country
desperately needs to Institute new methods of capital formation for energy.

Notwithstanding recent Congressional action, the most direct way to provide
adequate capital for energy development is to decontrol the prices of both crude
oll and natural gas. This would have the dual advantages of decreasing demand
for energy and increasing supply. There is no logieal justification for an energy
policy in which foreign producers are paid more than are domestic producers.
As long as crude oll and natural gas prices are controled, our producers will be
selling their reserves at prices below what is required to replace them. This
causes & deterioration of our reserve base to a point where production rates
decline. We reached that point three years ago with natural gas and six years
ago with crude oil.

We have done absolutely nothing to correct this situation. As we all know,
all crude oll was placed under price controls with the passage of the EPCA last
Decen;ber, and the fate of legislation to deregulate new natural gas remains
doubtful

Absent decontrol of prices, other methods of captal formatinn will have to be
implemented soon to prevent further deterioration of our domestic energy sup-
plies. I am extremely concerned that (‘ongress's failure to deal effectively with
this problem will have serious negative repercussions on our domestic economy
and national security. )

Because producer incomes are controlled under present law while operating
costs are not, a reasonable and perhaps the only way to provide additional
capital is through a tax reduction. In designing a tax system which would pro-
vide more capital for investment in oil and gas and other resource development,
this Committee should keep in mind that the desired objective is greater domes-
tic oil and gas production.

I would like to suggest for the Committee's consideration a new procedure in
which a portion of the net income from oll and gas producing properties would
be taxed as capital gains. This would have several advantages: One, {t would
tend to encourage a producer to be successful and efficient. Two, it wou'd not
only provide more capital for future investment but would also attract capital
to energy development projects. Three. it would encourage producers to develop
and produce properties rather than sell them as capital gains.

At any time after a discovery is made on a property and the reserves proven,

a producer has the option to produce it or to sell it to someone else. If he holds
the property for more than six months. the gain _on the property (sales price
less costs) would be taxed as capital gains. The purchuser of the property would

.o
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in turn he able to capitalize the purchase price of the property and deduct it as
cost depletion. A producer should be encouraged to continue to develop and to
produce rather than to sell to beneflt from capital gains tax treatment.

Further, considering that the producer could sell the property as.a capital gain,
it would seem that a portion of the income derived from the sale of oil or gas
from the prorperty, if he chose to produce it, should be considered the sale of his
capital asset and thus should not be taxed as normal income.,

Another plus for this proposal is that it does not involve a deduction. It merely
provides consistent tax treatment for the portion of a producer’s revenue which is
in reality the sale of an asset.

There are methods other than this capital gains procedure which would provide
more capital for energy development. Including exploratory and development drill-
ing, geological and geophysical and lease acquisition costs, as expenditures receiv-
ing the investment tax credit is one possibility. Providing a rapid write-off of cur-
rently depreciated and cost depleted items is another.

The need for additional capital in the energy industry is clear, not to benefit
the industry, but to enable the industry to find and produce energy for the good
of the country. I sincerely hope this Committee will address this problem and
propose an innovative new tax procedure that will increase, not decrease, the
capital and incentives for oil and gas and other energy development.

ESTATE TAXES

I am pleaced to note that the Administration has emphasized the need for farm
estate tax relief. This tsa matter which deserves the immediate attention of this
Congress.

On January 27 of this year I introduced S, 2885, legislation designed to increase
the current estate tax exemption of $60.000 to $400.000. Thix would be the first
upward readjustment of the estate tax since 1939. It is time we acted to stem the
tide of the ravaging cffect of inflation on farmland prices which has been allowed
to force the sale of small family farms in order to pay these taxes,

My basis for proposing this legislation is as follows. In real terms $400,000 to-
dav is approximately the equivalent of the $100,000 exemption Congress voted in
1039. We arrived at the current, completely inadequate, £66.000 figure in 1942
when Congress temporarily reduced the $100.000 exemption in order to produce
more income during World War II. As with <o many other temporary govern-
mental actions, it 18 still in effect sone 34 years later. To retain the £60.000 exemp-
tion of the 1842 Act is. in 1939 dollars, equivalent to reducing the original $100,000
exemption to $15,000 as of the end of 1875. This is totally inadequate and should
be corrected. (See appendix I)

ALTERNATE VALUATION OF FARMLANDS

Our current estate tax laws also force many acres of useful farmland out
of production each year by appraising the value of that land at its anticipated
market price—rather than on its ability to produce crops or livestock. Such
an appraisal formula is blatantiy unfair, and year after year costs this nation
more of its more productive farmland.

8. 2885 would change the method for evaluating family farms from potential
to actual use, based on the continual use of the land during the preceding 60
months. Land on the edge of Oklahoma City, Minneapolis, Omaha, or any other
metropolitan area which is being farmed should not be appraised for estate
tax purposes on its value as a new housing subdivision. Passage of S. 2885
would prevent this from happening in the future.

WIDOW’S TAX

Another major problem with our estate tax system is that it {s one of the
most discriminatory in the entire Tax Code, particularly in relation to what
is eommonly called the “widow's tax.” If an estate is held in joint tenancy by
a husband and wife and the wife dies first, the tax imposed on her estate is
based on an arbitrary decision that she has contributed very little to the actual
fair market value of the property. However, if the husband dies first, the Code
works tn reverse. That is to say, a major portion of the contribution is attributed
to the husband, and therefore, the estate is determined to include an amount
far in cxcess of 50 percent of the fair market value of the property. The Code



2030

does not recognize that the wife, even though contributing labor and other
necessities for a household, has contributed anything to the value of the jointly
held property. This is particularly true with regard to the farm wife,

The farm wife not only cooks the meals and runs the household, but also
drives the truck or tractor; helps with the care and feeding of the livestock,
assists in the plainting and harvesting of crops and, as such, is indispensible
in the successful operation of the farm. Unfortunately, none of this {8 con-
sidered a contribution to the farm as far as estate taxes are concerned. If
the husband performs these functions, it is considered a contribution, but not
80 with the wife. Gentlemen, this is rank discrimination, and it has no place ~
in our laws.

I have prepared for Introduction legislation which would make three major
changes: -

First, it wlill provide a marital exemption of $100,000.
hSecrmd, it will add an off-the-top exemption of the principal residence of
the couple.

Third, it provides a grace period of § years with no interest before the sur-
viving spouse must begin to pay the taxes.

Because estate tax revision is long overdue, this Congress should significantly
correct the existing inequities.

Mr. Chairman, I appreciate the opportunity to appear before the Committee
today. I am submitting a written statement which elaborates the arguments
I have made here and presents, for your consideration, a discussion of other
problems. -

TAX ON PRIVATE CHARITABLE FOUNDATIONS

In 1969, Congress enacted a 4 percent tax on private foundations. The tax was

proposed as an estimated offset to the cost of the Congressionally mandated

auditing and review of private foundations. .
' As many members of the Committee are aware, the 4 percent tax has been
ralsing much more money than is necessary to offset the cost of the audits. At the
same time, it i8 proving to be a substantial hardship for a sector of the economy
which is attempting to solve problems through private initiative. Congress should
be doing everything possible to promete private leadership In the areas of health,
education, and concern for fellow human beings; instead, we are burdening these
efforts with a tax. I urge the Committee to adopt legislation similar to that which
both Senator Hartke and I have introduced to reduce the auditing tax to 2
percent.

Also, T would like to bring to the Committee’s attention a prohlem faced by the
Sand Springs home, of Sand Springs, Oklahoma and I'm sure by many similar
institutions throughout the country. The Sand Springs Home is operated by the
Oklahoma Masons. Because-it is operated by a fraternal organization, the home
is classified as a private foundation, and it must pay the auditing tax I have just
discussed, whether it i8 4 percent or 2 percent. Now, if this home were operated,
instead, by a lahor union or a civie club, it could qualify as a charitable organiza-
tion and be exempt from the requirements imposed on private foundations.

I bring to the Committee’s attention the request by the Sand Springs Home that
this Committee adopt Tegislation to allow similar institutions which are operaed
by fraternal organizations to be classified as charitable institutions. Presently
pending in the House of Representatives is H.R. 56815, This bill is identical to
H.R. 2258 of the 93rd Congress, which received the approval of the administra-
tion on December 10, 1973. I refer the Committee to Exhibit 5 (attached). Ex-
hibit 5 is o letter from Mr. William J. Lehrfeld, Attorpey for Sand Springs Home,
explaining the history of the Home and their present situation. I commend this to
the Committee’s consideration.

HOUSEHOLD EQUITY

It is time that we examine the equity in our tax structure as it relates to the
household. I hgve received many complaints, and I'm sure fhat my colleagues on
the Committee are all aware of the dissatisfaction, from taxpgyers who are sin-
gle, or who are one of two working spouses. In fact, these categories of taxpaying
Americans are rapidly increasing in number.

The effect of the tax code is an ironic set of complaiyts. On the one hand, sin-
gle taxpayers believe that they are discriminated against because they are not

-~
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marrled, and yet I often hear the complaint from couples who both work that
they would save money on their taxes if they got a divorce. Admittedly, once
Congress changes the tax rate, structuring the new rates to different types of
households Is difficult. But the results must refiect some sense of equity in chang-
ing times, and the trend to more working singles and couples is a result not only
of changing lifestyles, but also of the pressures of inflation. I hope that this
Committec will take the initiative in correcting unnecessary or outdated
disparities.
CAPITAL FORMATION

Finally, I urge the Committee to examine all of {ts recommendations in light
of their effects on capital formation. Since World War II, the United States has
had a rate of new capital formation worse than every other major industrialized
country except Great Britain. The circumstances during 1973 show that fatlure
of the U.S. economy to be able to provide adequate productive capital leads to a
double threat of inflation and recession.

Capital investment means jobs; capital investment means less inflation;
capital investment means a strong private sector with a reduced need for govern-
ment intervention.

— Yet, our tax code in many places displays what Treasury Secretary Williamn
Simon calls a “bias against capital.”” A primary example of this is the discrimina-
tory double taxation of dividends, This Committee has before it several different
proposals to end this practice, and I urge you to examine them closely and choose
the best from among them,

As with the proposals by the House of Representatives concerning the petro-
leum industry, the actions taken by a tax writing Committee can have tremendous
side effects as far as capital formation is concerned. The amount of capital which
will be required by Amerfcan business over the next ten years is staggering.
Chase Manhattan Bank estimates that, without substantial changes in our tax
code, the shortfall from the amount necessary to reach some kind of full em-
ployment could be one and one half trillion dollars. So I hope that this Committee
will address the problem in two directions. First, by examining the impact on
capital formation of all related tax mneasures, and second by adopting positive
recommendations to Improve directly the climate for capital formation in the
United States. If we don't want to watch our productive base dwindle as has been
the case in the United Kingdom, we must act now.

CONCLUBION

Again, I thank the Committee for the opportunity to testify and elaborate my
recommendations. The issues facing the Committee are overwhelming, as will be
the complexity of their task. However, I am confident that their recommenda-
tions will be far superior to those proposed to us by the House of Representatives,
which ignored the vital issue of energy Independence, and yet found the opportu-
nity to confront the pressing question of tax deduction for home garden tools.
It is perhaps wise that the House included the garden tool title in their legisla-
tion, for if the House's philosophy is enacted, we will all be getting our fuel with
shovels and saws in the near future,

§9-460 © - 76 - p.5 -3
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ExnaI1sir 11X

- LEE KEELING AND ASBOCIATES,
Tulsa, Okla., March 22, 1976.
Hon. DEwWEY F. BARTLETT,
U.8. Senate,
Washington, D.C.

DEeAR SENATOR BARTLETT: This letter is being written in response to your re-
quest for my vomments re'ative to House-passed legislation (H.R. 10812), and
the effect this legislation will have on our efforts to develop additionat ofl and gas
reserves in the United States. Most of my thoughts and opinions were presented
to Dr. Lawrence N. Woodworth, Chief of Staff, Joint Commission on Internal
Revenue Taxation in a letter dated November 6, 1975.

I have read the House bill passed by the Houxe Comiittee on Ways and Means
tax reform legislation and noted particularly their statement that the Commit-
tee did not want to discourage continued exploration for new oll and gas resources.
However, it i8 apparent to me that the_Committee members do not understand
the need for outside capital in a very risky industry, nor are they aware that.
many oll and gas wells will never he drilled if the intangtble deduction is elimi-
nated or confined to exploratory tests as defined in the House bill. The consumer
will be the ultimate loser—along with other members of the industry.

For your convenience and assistance in understanding my criticlsm of the defini-
tion of an exploratory well, the definition has been extracted from the bill and
summarized as follows:

“(8) EXPLORATORY WELI.--The term ‘exploratory well’ means any well—

“(A) each point on which, at the time such well is completed, I8 nore than 2
miles from the nearest point on the nearest producing well, or

“{B) which—

“(1) is completed 2 years or more after the completion of the last producing well
which does not meet the requirements of subparagraph (A), and

“(il) the taxpayer establishes (in the manner provided in regulatjons pre-
scribed by the Secretary) by maps and other evidence that the well will not
tap any reservoir from which there has been significant oll or gas production.

Subparagraph (B) (i1) shall be treated as not having heen met with respect to
any well, if on completion of such well, the bottom hole pressure or any other
evidence indicates that there has been significant oil or gas production from any
reservolr tapped by such well.”

The definition of an exploratory well I8 i1l concelved and, in my opinion, the
house-passed version wi'l affect our search for ofl and gas in several ways, a few
of which are summarized as follows:

(1) Discourage exploration in marginal areas.

(2) Eliminate development of many edge wells.

{(3) Encourage the abandonment of marginal wells requiring remedial work.

(4) Encourage drilling during the first of the year and postpone year-end drill-
ing unti) the first of the next tax year.

{5) Destroy many small compantes that depend on risk capital to explore for
oll and gas. The legis'ation will have little, if any, effect on the large oil companies
because they capitalize a large portion of the dril'ing cost. However, the large oil
companies are not drilling ns many wells in the United States as the small
compantes.

(8) Contribute to the decline in drilling that has come about since the first
of 1976. The rig count is down 1650 rigs which means we have idle equipment
that would be working if the investor climate were friendly. Investors will not
take the high risks associated with drilling unless they can deduct their
intangibles.

(7) Introduce a heavy burden on the judicial system-——the delineation of spe-
cific oil reservoirs within the limits of a =o-called field or pool are subject to
interpretation. Internal Revenue agents and manv ofl and gas experts would be
required to clarify the size and shape of a specific reservoir.

In my humble opinion, the two-mile limit used in the House bill definition of
an exploratory well has no basls whatsoever. If nothing else, it discriminates
against all ol wells and shallow-to-medium depth gas wells in favor of deep
gas wells. It appears to me that they are trying to delineute reservolir size in an
al‘g&mry manner that penalizes one segment of the same industry in favor of

another.
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Most tests, regardless of depth, drilled on a location outside the last row of
producing wells should be classified as exploratory because of the multitude of
unknown geological conditions encountered in the subsurface formations. Edge
wells are usually marginal wells and edge wells will not be drilled if the House
bill 1s passed. .

Perhaps the only true development well is one that is drilled on an inside
location, offset in four directicus by commercial producing wells. However, this
definition is not always true because there are areas in which dry holes have
been drilled in the very center of existing oil and gas fields.

As an example, let us assume that a small operator has discovered a shallow
marginal ofl fleld producing from zones that are 10 feet thick at a depth of 500
feet. Each well is drilled in the center of 10 acres which would require 8 wells
per mile. If your rule applied to this field, the operator would have to drill 16
locations in each direction from the last oil well to receive intangible credit.
Without Intangible support, these marginal-edge wells would not be drilled. The
same principle applies to wells drilled on salt domes along the Gulf Coast where
there is absolutely no assurance that the next location only 330 feet away from
tho last producing well would be productive. Other examples are the small pinna-
cle in Mlichigan, many of which contain no more than two wells and are sur-
rounded by dry holes.

Obviously, very few tests can be classified as a true development well. Each
step-out from a producing well is exploratory {n nature and bears a significant
amount of risk because all geological interpretations are just that—an interpre-
tation and not a certalnty.

(1) Geological interpretations are questionable because any one of the follow-
ing conditions may exist below the surface in the target area:

D'( A) Splinter Faulting and Fracturing. Example: South Louisiana Acre Salt
omes.

(B) Small Reservoirs. Example: Reef Fields—Northern Michigan.

(C) Porosity Traps. Example: Medina Sands—Pennsylvania and New York.

(D) Questionable Oll—Water Contacts.

(E) Tilted Water Tahles—California.

(F) Variable Permeabllity Zones—Morrow, West Oklahoma.

(G) Semi-Permeable Membranes.

Experts have many varied opinions as to the actual size, shape and character
of oil and gas reservoirs. This fact should be fairly obvious to the Congress since
the varlous companies, socleties and agencles cannot agree on the total oll reser-
voirs remaining in the United States.

The Commlittee should be aware that many sizeable delineation and drainage
lawsuits have been tried over the years which have burdened the courts and cost
the United States many millions of dollars, The possibility exists that the same
type lawsuits would be filed everytime someone drills an offset well-—especially
a marginal one. The SOCAI-Navy drainage case at Elk Hills is a prime example
of how expensive a trial can he. You can hire many experts with opposite opin-
fons—just as you can hire respected doctors that have opposite opinions as to the
damage resulting from a back injury case. In each case, the specialists are
working in an unknown area that cannot be evaluated visually. In the SOCAL-
Navy case, the development of Elk HIlls was held up for many years by an engl-
neering committee that refured to admit that the field was larger than reported
by the committee. This case ig still in the courts and the structural configuration
of the reservoir has yet to be resolved. Costs are accumulating every day.

I am hopeful that you receive my comments in the spirit in which they are
given. T eannot take the risks associated with drilling for oil and gas; conse-
quently, I am looking at the problem through the eyes of an interested citizen.

As yo umay know, I am a petroleum consultant and my clientele includes, in
addition to the Internal Revenue Service, the Armyv, Corps of Engineers, Navy
(Naval Petroleum Reserves), Justice Department, State of New York and many
other federal and state governmental and regulatory agencles. I have also per-
formed consulting services for many individuals, banks, estates, o'l companies
and utilities. The diversity of my clientele illustrates clearly that I look at our
energy problems with an unblased eye. .

Yours very truly,
Lee A. KeeLING.
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Exnamir IV
[H.R. 10612, 94th Cong., 24 sess.)
AMENDMENT Intended to be proposed by Mr. Bartlett
H.R. 10812, an Act to reform the tax laws of the United States.
viz: At the appropriate place insert the following new section:

SEC.—.ELIMINATION OF CERTAIN INEQUIFABLE PROVISIONS OF SECTION 613A.

(a) Transfers of Property.—Section 613A(c) (9) (B) (relating to transfer of
oil or gas property) is amended—
(1) by striking out “or"” at the end of clause (i),
(2) by striking out the period at the end of clause (ii) and inserting in
lieu thereof a semicolon and the-word *‘or”, and
(3) by adding at the end thereof the following new clause:
“(iil) any other transfer of property the principal purpose of which
s not the avoidance of income tax liability, including, but not limited to,
transfers in connection with estate planning, financing arrangements,
or other bona fide business purposes.”.
(b) Limitation Based on Taxable Income. -5e(~tton 613A(d) (1) (relating to
limitation based on taxable income) is amended—
(1) by striking out “and” at the end of subparagraph (B),
(2) by striking out the period at the end of subparagraph (C) and insert-
ing in lleu thereof a semicolon, and
(8) by adding at the end thereof the following new subparagraphs:
“*(D) any expenses pald or incurred in connection with the location,
exploration, and development of oil and gas wells which are incapable
of producing oil and gas in quantities which are sufficient to justify
operating the wells for production purposes, and
“(E) expenses deductible under section 263 (¢) (relating to intan-
gible drilling and development costs in the case of oil and gas wells)."”.
(e¢) Exclusion of Retailers and Refiners.—Sectjon 613A (d) (relating to nm-
{tations on application of subsection ‘¢)) is amended—
(1) by inserting after “taxpuyer”’ the first time it appears in paragraph
(2) the following: “described in paragraph (4)", and
(2) by striking out “the taxpayer” the first time it appears in paragraph
(4) and iuserting in leu thereof the following: *‘a taxpayer described in
paragraph (2)".
(d) Effective Date.—The amendments made by this subsection apply to tax-
able years ending after December 31, 1974,

WEBSTER, KILCULLEN & CHAMBERLAIN,
Washington, D.C., March 24, 1976,
Attention : Mr. Mark Isaac.

Re Sand Springs Home, Tulsa, Okla.

Hon. DEwEY F. BARTLETT,
U.8. Senate,

Russell Senate Office Building;
Washington, D.C.

DeAR SENATOR BARTLETT: This letter represents a request on hehalf of the
Sand Springs Home, Tulsa, 'Oklahoma, for assistance in enacting a legislative
change in the Internal Revenue Code. Basically. we are asking that you request
Senator Carl Curtis that he ratse, in executive session of the Finance Committee,
a pending House bill (H.R. §815) during consideration of tax reform (H.R.
10612). H.R. 5815 (94th Congress) is the same as H.R. 2238 (93d Congress) on
which testimony was received by the Ways and Means Committee in 1973,

I. INTRODUCTION

The Sand Springs Home was founded by the late Charles Page in 1908 and
incorporated in 1012, It was originally formed to care for orphans, but thereafter,
because of the need to take care of widows and their children, the Home en-
larged Its activities to include these needy individuals. It was funded entirely
by an endowment granted by Mr. Page and has never received any Federal
support in connection with its charitable activities.
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Orphans are committed to the home by order of the Oklahoma State District
Court which charges the Home with the duty of care, maintenance and education
of the children. Widows and their children are admitted to the widows' colony
under rules and regulations authorized by the Sand Springs Home, but the
children remain under the jurisdiction of their mother.

II. TAX CONSIDERATIONS

Since the enactment of the Tax Reform Act of 1969, Sand Springs Home has
been treated as a “private foundation’ because it supports its charitable activi-
ties entirely through its endowment. In brief, this means it must pay out a four
percent audit free tax, it must distribute the greater of its income or a fixed
percentage of its assets (now six percent), it must sell or otherwise dispose
of certain of the business enterprises originally bequeathed to it in 1908
and otherwise comply with the onerous excise taxes affecting all “private
foundations.”

Certain charitable organizations which are fully endowed, and which receive
no public contributions, may be exempt from private foundation calssification, in-
cluding (1) churches, (2) schools, (3) hosiptals, (4) medical research organiza-
tlons, (§) a “support” organization. Under existing law, a charitable organization
which supports a publlc charity either by carrying on activities for the benefit
of the publle charity or by making grants to the public charity itself is not
treated as a private foundation despite the fact its entire income is from an
endowment. If the support organization is controlled by a civic league, a labor
union, or a trade association, it too i8 exempt from private foundation classi-
fication. See, IRC Sec. 500(a) (3). The thrust of H.R. 5815 is to exempt from
private foundation classification an organization controlled by a fraternal orga-
nization described in IRC Secs. 501(c) (8) (fraternal, insurance) or 501(c) (10)
(fraternal, no insurance). Because Sand Springs Home is controlled by the
Grand Master of the Oklahoma Masons, enactment of H.R. 5815 would exclude
Sand Springs Home and any other support organization of fraternal soclieties
from private foundation classification. .

III. TREASURY SUPPORT

The Treasury Department approved H.R. 2258 in a bill report dated Decem-
ber 10, 1073. No bill report has been issued to date on H.R. 5815, but we do not
belleve the Treasury Department will change it8 opinion.

1V. GENERAL TESTIMONY

We asked on February 27 that the Senate Finance Committee give the Home
the opportunity to testify further on this bill during its general consideration
of tax reform. General testimony was taken by the Committee on Ways and
Means during its 1073 hearings on tax reform and a copy is enclosed for your
information. It is our understanding that the Senate’s version of tax reform
(H.R, 106812) will contain some foundation provisions although the House chose
to defer until its consideration of Phase II tax reform foundation matters until
later this year.

As you may surmise, there are literally hundreds of national, regional, state
or local fraternal units whose charitable funds could benefit from this particular
provision. It is not special interest legislation in any sense. It {8 our under-
standing that the Treasury Department would have approved this provision in
1969 had the matter been brought to their attention then. Our bill gives charit-
able funds of a fraternal organization the same benefits which today accrue to
the charitable funds of (1) civic leagues, (2) labor unions, and (38) trade asso-
clations. We see no economie, logical or tax policy reason for excluding fraternal
charitable funds from the existing exclusions from the private foundation
provisjons,

Sincerely,
WiLLIAM J. LEHRFELD,

Enclosure.

APPENDIX 1

The figure of $400.000 contained in S. 2885 is derived as the approximate value
in January 1, 1976, dollars of the $100,000 exemption voted by Congress in 1039.
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The calculation involves multiplying $100,000 by the ratio of the price indices for
the two appropriate time periods:
166.3

100,000 X 41g =399,759.61

The CuAmrMaN. Next we will call Senator Daniel Inouye, U.S.
Senator from Hawaii.
Senator, what is the word from those beautiful islands?

STATEMERT OF HON. DANIEL K, INOUYE, A U.S. SENATOR F..0M
THE STATE OF HAWAII

Senator INnouyEe. Oh, I have some beautiful words, Mr. Chairman.

I wish to thank you and the members of the committee for permitting
me to express my views on H.R. 10612, the legislation now under con-
sideration before your committee. This morning I wish to address
myself to that provision of the bill which restricts reasonable expense
deductions for business or trade-related conventions held outside the
United States, its possessions and trust territories of-the Pacific.

Mr. Chairman, I am opposed to this provision because I believe it
has the potential to do substantial harm to the American economy.
Morcover, the abuses the provision is intended to eliminate can readily
be corrected by-enforcing existing laws and regulations.

Mr. Chairman, very simply. if the present restriction in H.R. 10612
is enacted into law, the United States will most assuredly invite recip-
rocal treatment from other nations. Unfortunately existing data does
not indicate the amount of money spent by Americans going abroad to
foreign conventions vis-a-vis the amount of money spent by foreign
convention attendees in the United States. Nevertheless. as chairman
of the Senate Subcommittee on Foreign Commerce and Tourism, and
director of the National Tourism Policy Study, I am more than some-
what familiar with the economic dimensions of the tourist industry
in the United States which, of course, includes convention business.

According to the latest statistics of the U.S. Travel Data Center
tourism expenditures in the United States exceed $70 billion annually.
These expenditures sustain over 5 million jobs. Not surprisingly. tour-
ism is among the top 3 industries in 46 of our 50 States. Although
we do not know the exact dollar value of foreign convention business
to the cities throughout the United States, we do know that conven-
tion business per se in the United States is substantial.

Most recent estimates place annual convention expenditures in the
United States at over $3 billion; and it may well be that the total
amount spent by foreien convention attendees exceeds amounts spent
by Americans attending conventions abroad.

I micht mention at this juncture, Mr. Chairman, that the Pacific
Area Travel Association is holding its 25th annual conference in
Honolulu later this month, Over 2,000 delegates from countries
throughout the Pacific Basin and Europe will attend. Later this year
the American Society of Travel Agents will be holding their annual
conferences in New Orleans, and over 6,000 delegates from 110 coun-
tries will attend.

_ In any event, if foreioners are deterred or discouraged from attend-
ing conventions in the United States. the economic impact on our cities
will, in my judgment, be substantial.
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Everyone will, I believe, agree that this is no time to be playing
economic roulette with our cities. The threat of economic harm in that
provision of the bill is, therefore, very real and quite substantial.

On the other hand, Mr. Chairman and members of the committee,
I have yet to see any estimate on how much additional tax revenue
will accrue to the Treasury if this provision is enactéd.

My estimate is that the amount would nowhere near approach the
amount of lost revenues to the cities, nor the lost tax revenues which
accrue to the Federal, State, and local governments as a consequence
of those expenditures by foreigners attending conventions in the
United States.

Moreover, to the extent the provision does deter foreigners from
attending conventions in the United States, it is contrary tothe express

licy of the Government to promote tourism in the United States
¥t?om abroad as embodied in the International Travel Act of 1961 as
amended.

Mr. Chairman and members of the committee, in and of themselves
these reasons should be sufficient for committee to strike section 602,
but there is yet another reason why it should be eliminated. All the
Internal Revenue Service need do is rigorously enforce its existing
regulations to determine if expenses claimed as business or income-
producing expense deductions are indeed incurred at a convention
which satisfies the requirements of the agency’s rules and regulations.

The IRS should be doing this now if the integrity of our tax system
isto be maintained and the United States is to receive the tax revenues
to which it is entitled under the law.

When faced with abuses or problems, the casy answer is to legislate
more restrictions. More often than not this is also the wrong answer.

Mr. Chairman and members, plainly and simply, section 602 puts a
restraint on travel by Americans abroad without any corresponding
justification.

Thank you very much.

The Cratryax. Thank you very much, Senator Inouye, for a very
thought ful statement. -

Arethere any questions?

Senator Packwoon. What is the House driving at? What kind of
unethical business expenses are people taking now?

Senator INouye. I must aorce with the proponents of this section
that there have heen abuses. There is on example that many cite.

About 2 years ago, ostensibly for business convention purposes, a
group of men and women chartered a erunise ship going to the Carib-
bean. About an hour after the ship left U.S. shores, the chairman of
the conference convened the meeting, looked around and said, “You
received your minutes. Without objection, the minutes have been
approved.

‘ “’I:l}’is is the report of your nominating committe. All in favor say
aye.

Then the ayes were heard,

“Is there further business 2", asked the chairman. )

“I]hem' none. The convention is adjourned.” And he banged the.

avel.
& All this took less than 15 minutes. On that basis they took business
deductions for income tax purposes.
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My position is that the Internal Revenue could have very rigorously
enforced existing law to reach that abuse. But why punish—it is a
trite saying—why throw the baby out with bath water? Convention
business is big business for the United States. T would hope that the
committee will not only look at the abuses, but lock at the benefits that
would accrue to the United States not only to the Treasury, but to the
Nation as a whole. And so, if we are addressing ourselves to abuses,
let’s do that ; but not in this fashion.

Senator Packwoop. Thank you. No other questions, Mr. Chairman.

. The CHa1RMAN, Senator Hansen ?

Senator HaANsEN. Senator Inouye, I understand that the provision
on foreign conventions in the House bill would allow a business deduc-
tion for only two such conventions per year, and the Joint Committee,
I am told, has estimated this provision will raise $5 million. )

It is my understanding that you contend that this $5 million might
be lost several times over if additionally this country could be sub-
jected to the recriminations of foreign countries?

Senator INouYE. Absolutely, sir. It is estimated at the present time
that the expenditures by international visitors resulted in $434 mil-
lion in Federal, State, and local tax receipts in 1975. The convention
business share of this is, by any measure, substantial.

Senator Hansex., Well, I think it is important to note, Mr. Chair-
man, that one simple illustration of what the offsets are, and I appreci-
ate your testimony.

Senator INnouye. Thank you very much, sir.

The Crarymax, Senator Fannin?

Senator Fax~iN, Thank you. Mr. Chairman.

I certainly commend the Senator from Hawaii for bringing out the
other side of the story. T think that the House was talking about the
exceptions to the rule, and they can happen in this country just as they
can happen abroad. They can happen in the Greenbriar, Palm Springs,

-or Hawaii, or wherever it might be.

Certainly we have IRS regulations that should take care of those
abuses. But T would think that—wouldn’t the Senator agree—that pro-
motion of good will and trade relations is an important factor of these
conventions? -

Senator INouYE. Absolutely, sir.

Senator Fann1N. I know that yon mentioned other countries. In my
State of Arizona we are bordering on Mexico, and tve have benefited
greatly in trade relations by the conventions that we have had busi-
nessmen and others attending, professional people attending in Mexico.
They have been tremendously beneficial to us. .

I can think of some that T attended myself that led to later business
that developed that would not have come to our State or come to the
United States otherwise. ‘

Senator INouYE. You are absolutely correct, sir.

Senator Fax~in. Well, thank you, Senator.

- Senator Inouyk. Thank you, Senator. -

The CriatrMaN. Senator Gravel?

Senator Graver. On the surface it appears that the House may have
done a very good thing. but when it is probed, we find that perhaps it
was a tragic mistake. My own thinking tells me, and I will probably
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seek counsel from the Senator from Hawaii, that if we organized a
trade mission to go from Japan to Alaska, that would obviously be a
good thing from the business side and would have some pleasures
attached to it as well.

The deduction is a small incentive to get the people to acquire some
degree of knowledge about another area. The end product would be
very beneficial to both communities. And obviously, the House provi-
sionl would jeopardize this type of activity, which I believe to be so
vital.

So I just wanted to add my voice. This certainly would have been
one of the items overlooked had you not come forward and brought it
to our attention. Thank you very much. -

Senator Inouye. Thank you. i

Senator Graver. I will seek your counsel on this trade question.

Senator INouvye. Thank you.

The Ciamryan. Just one thought occurs to me, Senator. A consider-
able number of foreign countries have restrictions on their people
coming here. I can recall quite a few years ago when some people
wanted to bring that ship La France over here to have a convention
in New York; the French Government would not permit them to bring
the money out of the country to bring their people here.

They were going to bring people who knew all about making wine
and liqueurs and things like that over here, and they would like to
have visited the United States on a goodwill mission and hold a con-
vention over here for the anniversary of their group. Their govern-
ment’s policies would not. permit that.

I think Britain has been pretty much the same way. It seems we
onght to consider if we are going to let our people go over there and
use their airlines and spend money with them, that we ought to have a
condition of reciprocity to it.

I woudl like to have a provision sav if you are going to get the ben-
efit of this, you will have to use American carriers coming and going,
and you won't get this favorable tax treatment holding your conven-
tion in France, England. or wherever it happens to be unless those
people have a reciprocity agreement toward the United States to let
their people come here or have policies that encourage tourism of peo-
ple coming this way.

That conldn’t help but be beneficial to Hawaii. I would just like to
see some of those friends from the Orient:-from Japan, Taiwan, and
elsewhere, attending some conventions in Hawaii. What is your reac-
tion to that? That is, the idea of saying, “All right, if you want this
advantage, fine,” provided the other country reciprocates.

Senator Txovve. According to our information, sir, these restric-
tions have been for the most part temporary in nature. They usually
rolate to the financial condition of that country. For example, in the
case of Japan, right after World War IT when that country was try-
ing to revive itself economically, they had very severe restrictions on
the outflow of yeii. They limited, T think, each outgoing citizen to an
amount something less than $100: and they limited the amount that
could be spent on travel as such.

As the economy improved in that part of the world, these restric-
tions have been set aside. So today there are no restrictions in Japan
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and I think tourism from Japan is now a major source of income, at
least along the west coast of the United States.

It is the same with France. I am certain if your staff looks into
the French situation, that restriction you referred to has been
partially lifted.

In the case of the United States, although specific data is not avail-
able, I think it would be safe to say that only a small number of con-
ventions are being held abroad and so I don’t think we can make
sim;i)lle comparisons on reciprocity, sir.

The CuamrMaN. Well, I understand your position, but it does
irritate me to see the American Bar Association holding a convention
in London and seeing Britain, if they proceed to deny their citizens
the right to hold a convention over here.

After all, Americans tend to be the big spenders. When they
hold a convention over there Britain benefiis a great deal more from
it than we would if some of their people attended a convention
over here.

I am sort of tired of turning the other cheek to those people when
they keep engaging in restrictive practices that give us the worst of
it, and they take all the advantage of our open policies to see that
people ride their airline rather than ride our airlines, and they keep
discriminating in favor of their own and against us.

I don’t know how to make them stop that unless you just say, “Well,
if that is how you are going to do business, you won’t have the benefit
of laws that we pass for the purpose of encouraging free trade, free
movement of people, tourism.” If you do not let them get the best of
it and deny us our share, which is often the short end anyhow, after
a while T think it sort of encourages that sort of nationalism—*“just
kick Uncle Sam, he never kicks back.”

When they find out that you do kick back, I think they might give
you more reasonable and fair treatment.

Senator INnouye. Mr. Chairman, T share your frustrations, but I
think T can understand why the British Government is doing this
in view of its present fiscal condition, They are on the verge of
bankruptcy.

So T would hone the committee will give this matter some thousht,
I believe that after giving it thought. vou will agree that the restric-
tion in section 602 is not in the best interests at this time.

The Crarrman. Thank you very much. Senator. We appreciate
vour statement.

Senator InovyE. Thank you. sir.

The CratrmaN. Next we will eall Mr. Tom Seott, chairman of the
Legislative Committee of the .S, League of Savings Associations.

STATEMENT OF TOM SCOTT, JR., CHAIRMAN, LEGISLATIVE COM-
MITTEE, U.S. LEAGUE OF SAVINGS ASSOCIATIONS, ACCOMPANIED
BY WILLIAM PRATHER AND JOHN SAPIENZA i

Mr, Scort. Thank vou. Mr. Chairman,

My name is Tom Scott. Jr.. nresident of the Unifirst Federal and
Loan Association of Jackson, Miss.. and chairman of the Tegislative
Committee of the T7.S. Learne of Savings Associations. I have with
me Mr. William Prather and Mr. John Sapienza.
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I appreciate the o portunit¥ to appear before the committee on
the subject of tax reform and I would ask that my complete written

statement be made a part of the record.
The Crarman. Without objection it is so agreed.

MINIMUM INCOME TAX

Mr. Scorr. Savings and loans allocate portions of their income to a
bad debt reserve, one of the tax preference categories subject to the
minimum income tax. This bad debt reserve tax treatment is in
recognition of our role as specialized lenders providing, almost ex-
clusively, long-term mortgage credit for American home buyers.

This committee has received legislative recommendations which
would make some significant changes in the minimum income tax
formula for botliindividuals and corporations. One proposal would
eliminate the present $30,000 exemption, discontinue the deduction
for other taxes paid, and raise the minimum tax rate to 14 percent.

Such changes would raise the tax liability of savings and loan
associations dramatically—by at least $150 million. The committee
will recall that the 1969 Tax Reform Act already provides for annual
increases—over a 10-year period—in the tax rate for savings associa-
tions through decreases in the permissible bad debt deduction. Some
commentators have suggested that the additional liability resultin
from the minimum tax of the 1969 act was certainly unanticipated an
perhaps unintended. ,

A further tax burden at this time would have a very serious effect
;m thrift institutions and on consumers who are seeking to buy a
0me.

There very well may be inequities in the minimum tax system as now
structured, particularly for some wealthy individual taxpayers. But
the occasional abuses of our tax laws by individuals should not be
allowed to jedpardize our home finance system. We support the deci-
sions of the House to leave unchanged the minimum tax formula as ~
_ applied to corporations.

We would recommend further that the committee reexamine whether
it is appropriate to include our bad debt deduction among the items
subject to MIT. In any event we urge the committee to refrain from
imposing a new and crippling tax burden on savings associations.

MORTGAGE INTEREST TAX CREDIT

The committee recently received testimony in support of the mort-
%age interest tax credit proposal originally contained in S. 1267, the

inancial fnstitutions Act of 1975. This proposal, which would per-
mit & tix oredit of 1.5 percent to 3.833 percent, has been a subject of
considerabie interest in our business.

The wmortgage interest tax credit appeals to many of our member
associations particularly in times, such as the last year and a half,
when earnings have been under severe pressure. In addition, associa-
tions using this proposed method would no longer be exposed to the
minimum tax. Some exnerts also feel that the mortgage interest tax
credit would add stability to housing finance.
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On the other hand, there appears to be a number of questions about
this change in the tax treatment for thrift institutions. First of all,
we are disturbed by the revenue loss estimates of the Treasury, While
the tax bill of savings and loan associations might remain roughly the
same under a mortgage interest tax credit system, the tax break for
other investors in mortgages could be significant—creating a “wind-
fall”?, particularly for the commercial banks which already enjoy a
number of tax planning advantages over our institutions. It is also un-
clear how the market for tax-exempt obligations of State and local
governments might be affected.

Finally, we would note that any change in the percentage levels of
tax credit or the percentage for qualifying loan commitment would_
significantly alter the appeal and revenue impact of a mortgage inter-
est credit proposal. The possibility that the credit percentage might
be altered frequently to accommodate short-term priorities could be
very detrimental to the planning of such long-term lenders as thrift
institutions, : :

The U.S. League, therefore, supports the mortgage interest tax credit
as structured in the FIA 1975 as an acceptable alternative to the exist-
ing section 593 bad debt reserve deduction, but not as a substitute for
that provision. We suggest that savings associations be given the op-
tion on a year—to-year%)asis to choose between the FIA’s mortgage in-
terest tax credit and section 593 treatment. If structured in this man-
ner, the tax system could help stabilize mortgage availability at our
specialized institutions throughout the economic cycle.

TAX INCENTIVES FOR SAVINGS AND CAPITAL FORMATION ~—

The U.S. League endorses a tax incentive for savings account holders
in recognition of the need for capital for homebuilding and home-
ownership in coming years.

The administration and other witnesses have described the immedi-
ate need for capital formation incentives in our economy, and the
Treasury has presented a plan to encourage common stock ownership.
‘We believe that any capital formation program should recognize as
well the potential for increasing savings among our Nation’s 50 mil-
lion accountholders at housing-specialized thrift institutions.

Senator Bentsen of this committee has recognized this goal as part
of his innovative “savings for education” proposal in S. 666, and Sena-
tor Fannin’s S, 2909, the Investment Incentives Act, cosponsored by
Senators Curtis and Hansen, embodies this principle. In the 93d Con-
gress our business recommended a $500 tax exclusion for the first
portion of interest earned on savings accounts. More recently we have
endorsed an optional $600 exclusion or $200 tax credit to stimulate
personal savings,

LIMITATION ON THE DEDUCTION FOR NONBUSINESS INTEREST EXPENSE

. The U.S. League strongly opposes the House-passed proposal (sec-
tion 206 of H.R. 10612) which-would impose a $12,000 a year limitation
on the amount of personal interest, and investment interest in excess of
investment income, that an individual may deduct.
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This rigid and arbitrary dollar limitation seriously infringes upon
the principle of deductibility of home mortgage interest and would
constitute a basic change in our tax law regarding real estate
acquisitions. i

The proposal also creates an immediate problem for the multifamily
housing market. Qur economics department estimates that 85 percent
of apartment buildings of 50 units and under are owned by individuals

_or small partnerships, and 10 percent to 20 percent of these owners
would find at least a part of their interest expense above the $12,000
level. These owners—frequently smalltown professional people or
businessmen—could be expected to turn to other types of investments
if section 206 were enacted.

Their departure from the multifamily housing market would only
aggravate the serious situation which today finds apartment produc-
tion at its lowest levels since World War II. The victims, ultimately,
are the middle- and lower-income portions of our population, par-
ticularly the new families and elderly, who must depend upon rental
property for shelter.

I thank you, Mr. Chairman, for the opportunity to appear before the
committee and present our views.

The CrairmaN., Thank you very much.

Senator Packwood ? -

Senator Packwoop. On page 12 you make reference to the employees
under 501(c) (3) organizations and the limit on their investments to
annuities and mutual fund shares. I agree with you, I don't know why
it should be limited to that, but T am curious about the reason. Why
were they initially limited to those kinds of investments?

Mr. Scorr. Senator, I am not sure that I can answer the congressional
intent there, I really don’t know. However, we do know that it is cer-
tainly not in the interest of the participants. the schoolteachers, be-
cause in an insured savings account the safety is implicit and the yield
is obviously superior to the investments presently permitted, certainly
over the past 8 or 10 years.

Senator Packwoop. Certainly it is safer than mutual fund shares
if you are talking about trying to guarantee a retirement account.

r. Scort. Oh, yes.

Senator Packwoon. Limited employee retirement accounts which
allow employees with small pension plans to have limited individual
retirement accounts. Would you be willing to extend that to Govern-
ment employees also ?

Mr. Scort. Yes.

Senator Packwoob. I think that is_all the questions I have, Mr.
Chairman, - ‘

The CHAIRMAN, Senator Fannin ¢

Senator Fan~1N, Thank you, Mr. Chairman.

Mr. Scott, I thank you for your excellent statement. I am very con-
cerned about the limitation of deduction of nonbusiness expenses. I
think that you brought out the detrimental effects that this would have.
We have had considerable comment from different members about the
nonallowance of a deduction for interest or the taxing on the second
home. I could explain it to you this way: I think you are familiar in
many States where the people from the colder climates, either for
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their health condition or for other reasons, comfort and all, will go to
the warmer climates in the winter months. We have it in Arizona and
they have it in Florida, and it is not a luxury. It is almost a necessity,
but we have had different members argue that this should not be

ullowed.
I would like to have your thoughts in that regard. )
Mr. Scorr. Well, I don’t agree with that position, that it should not

be allowed, because it strikes philosophically at the very basic issue of
this country making housing available to those who want it and need it.

And if it 13 necessary as you suggest that people maintain two resi-
dences, I just can’t agree that one should be treated one way and the

other not treated differently. ]
Senator FaxNIN. I am very concerned about that because I know it

would be very detrimental to people not necessarily in the high-income
brackets. Many people are retired and others have limited incomes that
still, because of the weather in their particular areas, would like to at
least have some comfort and be able to live the life to which they are
entitled and go to the warmer climate in the winter months.

Mr. Scort. You are quite right.

Senator Faxn1N. Thank you ver - much.

The CitairRmaN. Thank you very much, gentlemen.

[The perpared statement of Mr. Scott follows:]

STATEMENT BY THE U.8. LEAGUE OF SAVINGS ABSBOCIATIONS

S8UMMABRY

(1) Minimum taz.—Changes contemplated in the Minimum Tax formula for
individuals should not be extended to those corporations, such as savings associa-
tions, which are incurring increased effective tax rates each year; further, the
Committee should reexamine whether it is appropriate to include the bad debt
reserve of Section 593 as a tax preference item exposed to the Minimum Tax.

(2) Mortgage interest tazr credit.—The U.S8, League supports the mortgage
interest tax credit as structured in the Financial Institutions Act of '75 as an
acceptable alternative to Section 598 bad debt reserve reatment—but not as a
substitute for that provision. The U.8. League recommends that savings nssocia-
tions be allowed to choose each year which treatment would be used.

(8) Tax incentives for savings and capital formation.—The U.S. League re-
afirms its long-standing recommendaion that consumer savers receive a tax in-
centive for the first portion of interest earned on their deposits as part of a
national program to encourage capital formation. An optional tax exclusion of
$600 or a tax credit of $200 would encourage thrift by American families, sta-
bilize funds for home purchasers, retard inflation, and provide other benefits for
our economy.

(4) Limitation on the deduction for non-business intcrest exrpenses.—Section
208 of H.R. 10612 as passed by the House places a $12,000 limit on annual interest
deductions by individuals, The U.S. League strongly opposes this provision since
it infringes upon the long-standing principle of the deductibllity of home mortgage
interest. In addition, such a celling has severe implications for the multifamily
housing market, and the individual investors needed to acquire land for build-
ing and development.

(5) Imveatment tax oredit parity for thrift institutions—The U.S. League asks
the Committee to repeal the restriction in Section 46 e) of the Code which 1imits
the allowable investment credit for domestic buflding and loan associations
to half that permitted other corporations. This is an archalc provision inserted
in the Code at a time savings associntions had a ménimal effective tax rate; the
effective rate {8 currently 28¢5 or higher and {s climbing annualily.

(8) Extension of corporate tax reductions provided in the Revenue Adjustment
Act of 1975.—Like other businesses. saviugs assoclations are deriving signifi-

.. cant benefits from these temporary Code changes and urge that they be made a

permanent part of the Tax Code.
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{7) Application of 830% withholding taz to savings' interest {ncome reoefved
from the U.8. by foreign persons.—The U.S. League supports the provision in
H.R. 10612 permanently repealing the 30% tax on interest paid to non-resident
allen individuals.

(8) Broadening permissible investments under section 403 (d).—We also recom-
mend that the Committee add accounts in FSLIC-insured institutions to the
eligible investment mndia for employee-beneficiarles of certain eleemosynary
organizations utilizing tax-sheltered investments under Section 403(b) of the
Code. . .

(9) Taz credit for energy conservation—The U.8. League endorses the 80%
tax credit (of the first $500) for insulation and similar improvements as con-
tained in H.R. 6860.

(10) John Doec summons.——The League approves of the provisions adopted by
the Houre in H.R. 10612 limiting the investigative authority of the IRS to caree
fully defined situations where the identity of the taxpayer is known and there is
clear evidence of an unsatisfied clatm,

(11) Tax eremption for condomintum and homeowners' assoclations.—The
U.8. League supports enactment of the provision in H.R. 10612 exempting from
taxation the reserves of homeowners' associations.

(12) Modifications in the Employce Retirement Income Sceurity Act of 1974.—
The U.8. League recommends 8 number of changes in ERISA to encourage Ameri-
cans to adequately plan for their retirement years. These include :

(a) An immediate increase in the $1,500 annual deduction to $2,600—with
further increases over the next years so that IRA account holders can achieve
parity with Keogh plan participants.

(®) Broadening the scope of the IRA plans to include individual employeeg in
qualified plans where annual contributions amount to less than IRA limits.

(¢) Clarification in the Code that excess contributions to IRA accounts may be
returned at any time before the due date of tax returns without penalty.

(d) Permission for employees where a pension plan has been terminated to roll
over their funds into an IRA account as a tax-free event.

(e) Clarification that an individual need not participate in a pension plan for
five years before being eligible to rollover his funds.

(f) Clarification that an individual can roll-over funds at age 59% from a
qualified plan even if not yet retired.

(g) Amendment so that the 107 penalty tax for premature withdrawal does
not apply to distributions of interest earned on excess contributions returned be-
fore the due date of the tax return.

(h) Keogh Plan participants should be allowed to deduct at least 1009% of
earned tncome or $780, whichever is less, notwithstanding the overall 25% limita-
tion of Section 415(c).

STATEMENT

M§ name is Tom Scott, Jr. I am President of Unifirst Federal Savings and
Loan Assocliation of Jackson, Mississippi and Chairman of the Legislative Com-
mittee of the U.8. League of Savings Associations.!

I appreciate the opportunity to appear before the Committee on the subject
of tax reform. I would ask that my complete written statement be made a part
of the record.

MININUM INCOME TAX

Savings and loans and mutual savings banks allocate portions of their income
to a bad debt reserve, one of the tax preference categories subject to the Mini-
mum Income Tax. This tax treatment is in recognition of their role as special-
ized lenders providing, almost exclusively, long-term mortgage credit for Ameri-
can home buyers.

This Committee has received legislative recommendations which would make
some significant changes in the Minimum Income Tax formula for both individ-

1 The United States League of S8avings Associations (formerly the United States Savings
and Ioan Learzue) has a membership of 4.600 savings and loan associations, representln1
over 98% of the assets of the savings and loan business. League membership fncludes al
types of associations—Federal and state-chartered, insured and uninsured, stock and
mutual. The rrincipal offic~ra _are: Rohert Hazen, President, Portland, Oregon: John
Hardin. Vice-Prealdent. Rock Hill, South Carolina: Tom B. Scott. Jr., Lecislative Chalr-
man, Jacrkson, Mississippi; Norman Strunk. Executive Vice President, Chicago. Illinois:
Arthur Edgeworth, Director—Washington Operations; and Glen Troop, Legislative Direc-
tor. League headquarters are at 111 East Wacker Drive, Chicago. Illinois. 60601 : and the
Washington Office is located at 17080 New York Avenue. N.W,, Telephone : 785~9150.
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uals and corporations. One proposal would eliminate the present $30,000 exemp-
tion, discontinue the deduction for other taxes paid, and raise the M{nimum
Tax rate to 14%.

Such changes would ralse the tax lability of savings and loan assoclations
dramatically—by at least $1560 million. This amounts to an increase of 30% or
more In the taxes our institutions pay. Elimination of the $30,000 exemption is
particularly serious for medium-sized institutions; discontinuing the offset for
other Federal taxes patd is the more serlous change for larger Institutions.
Of course, any increase in taxes paid by all savings and loan associations would
serlously damage the mortage market—where our institutions currently pro-
vide 75% of America's home loans.

The Commtittee will recall that the 1969 Tax Reform Act already provides
for annual increases (over a ten year period) in the tax rate for savings asso-
clations—through decreases in the permissible bad debt deduction. Some com-
mentators have suggested that the additional liability resulting from the Mini-
mum Tax of the 1869 Act was certainly unanticipated and perhaps unintended.
Indeed, an estimated 7% of the Federal tax bill of our savings associations—
an amount estimated at $37 million—was attributable to the Minimum Income
Tax in 1974. A further tax burden at this time would have a very serious
effect on thrift institutions and on consumers who are seeking to buy a home.

Savings and loan institutions and mutual savings banks bore the brunt of the
1073-1974 credit erunch—a crunch which foreshadowed the recission from which
we are only now beginning to recover. The impact of rampant inflation on our
institutjons resulted in a 21.6% decline in pre-tax income from 19873 to 1975.
Despite this decline in earnings, our average effective tax rate increased from
24.7% in 1973 to 25.5% in 1978. By contrast, commercial banks have experienced
a rapldly declining effective tax rate—reaching 15.69% in 1974, the latest year
for which figures are avallable. Currently we estimate that our institutions are
earning an average 7.89 on the mortgage loan portfolios which comprire 829,
of our assets. Money costs have risen to 6.3%. This margin leaves little room
for increased expenses and certainly would be seriously eroded by a $150 million
or more increase in our tax bill.

There very well may be inequities in the Minimum Tax system as now struc-
tured—particularly for some wealthy individual taxpayers. But the occasional
abuses of our tax laws by individuals should not be allowed to jeopardize or
home finance system. We support the decision of the House to leave unchanged
the Minimum Tax formula as applied to corporations. We would recommend
further that the Committee reexamine whether it is appropriate to include our
debt deduction among the items subject to MIT. In any event, we urge the
Committee to refrain from imposing a new and crippling tax burden on savings
associations—Iinstitutions which perform a public service that Congress has
specifically recognized as deserving of specialized tax treatment.

MORTGAGE INTEREST TAX CREDIT

The Commlittee recently received testimony in support of the mortgage inter-
est tax credlt proposal originally contained in 8. 1267, the Financial Institutions
Act of 1975. This proposal, which would permit a tax credit of 1.5% to 3.833%,
depending upon the degree of investment in qualifying residential property loans,
has been a subject of considerable interest in our business since it was first
advocated by the Hunt Commission five years ago. The FIA '78 would allow
savings and loan associations a one-time option (to 1979) to switch from their
present Section 593 bad debt deduction reserve to the mortgage interest tax
credit. (Though this tax proposal was developed by the Treasury Department,
we observed that it was not part of Secretary S8imon’'s detalled testimony to your
Committee three weeks ago.)

The mortgage interest tax credit appeals to many of our member associations
particularly in times, such as the last year and a half, when earnings have been
under severe pressure (since this method of taxation depends upon gross income
rather than a deductible percentage of “profits’). In addition, associations using
this proposed method woild no longer be exposed to the Minimum Tax since,
unlike the Section 593 bad debt resgerve, this new tax.credit would not be a “tax
preference” item. Some experts also feel that the mortgage interest tax credit
would add stability to housing finance, particularly during high interest periods
when long-term lending institutions are at a severe economic disadvantage.--

On the otherhand there appear to be a number of questions about this change
in the tax treatment for thrift institutions. First of all, we are disturbed by the
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upward revisions in revenue loss estimates of the Treasury for this proposal—
with estimates rising from a net loss of $100 million (in 1973) to $544 miilion
(in recent testimony before a House Budget Task Foree). (Academic economists
have projected a loss three times that amount). While the tax bill of savings and
loan associations might remain roughly the same under a mortgage interest tax
credit system, the tax break for other investors in mortgages could be sig-
nificant—creating a ‘“windfall”, particularly for the commercial banks which al-
ready enjoy a number of tax planning advantages over our institutions. It is also
unclear how the market for tax-exempt obligations of state and local govern-
ments might be affected. Would commerclal banks, which currently purchase a
sizeable percentage of municipal bonds, divert some of their funds to the new
“tax exempt” mortgages, particularly in times of monetary ease, only to switch
away from mortgages in periods of rapidly rising rates when municipals provide
more Jucrative after-tax yields? Then too, we were disturbed when the House
Bagpking Commitee last fall issued its F.I.N.E. Discussion Principles. The FINE
Study, now discarded, tied the privilege of the mortgage interest tax credit to
housing loans for particular income classes—a *social” objective which could
prove highly disruptive in the marketplace, and one which implies elaborate
Government machinery. Finally, we would note that any damage in the percent-
age levels of tax credit or the percentage of qualifying loan commitment would
significantly alter the appeal and revenue impact of a mortgage interest credit
proposal. The possibility that the credit percentage might be altered frequently
to accommodate short-term priorities could be detrimental to the planning of
such long-term lenders as thrift institutions.

The U.8. League therefore supports the mortgage. interest tax credit as strue-
tured in the FIA-'T5 as an acceptable alternative to the existing Section 593 bad
debt reverse deduction—but not as a substitute for that provision. We suggest
that savings assoclations be given the option on a year-to-year basis to choose be-
tween the FIA's mortgage interest tax credit and Section /93 treatment. (8uch
tax planning alternatives are familiar in the Code, for example, in the three
options of Section 503 itself, the cholce given individuals to use the Standard
Deductlon to itemize etc.) If structured in this manner, the tax system could help
stabilize mortgage availability at our specialized institutions throughout the
economic cycle.

TAX INCENTIVES FOR SAVINGS AND CAPITAL FORMATION

The U.S. League endorses a tax incentive for savings accountholders in recogni-
tion of the need for capital for home building and home ownership in coming
years.

The Administration and other witnesses have described the immediate need for
capital formation incentives for our economy, and the Treasury has presented
a plan to encourage common stock ownership. We belfeve that any capital forma-
tion programn should recognize as well the potential for increasing savings among
our nation’s 50 million accountholders at housing-speclalized thrift institutions.
Senator Bentsen of this Committee has recognized this goal as part of his in-
novative “savings for education” proposal in 8. 666. In the 93rd Congress, our
business recommended a $500 tax excluston for the first portion of interest earned
on savings accounts. More recently, we have endorsed an optional $600 exclusion
or $200 tax credit to stimulate personal savings.

A tax exclusion or credit to encourage savings at thrift institutions has much
to commend It. Such a program would correct the bias of our tax code toward
consumption rather than savings. It would give ordinarly families the type of
tax incentive enjoyed today by wealthy individuals who invest in municipal
-bonds. (The median savings account size at our savings and loan assoclations
is $2,250 and the midian family income of our customers is $13,200.) By limiting
the tax free treatment to the first $600 (if excluded) or $200 (if a credit is used),
the plan is restricted to modest-sized savings accounts—yet, would cover all the
savings of a majority of our aceountholders.

By raising the effective return on household savings, the incentive plan also
promises long-term stabi'ity for the sources of funds for home building and home
purchase. (Our institutions are currently providing 88% of the home mortgages
made by depository institutions.) It is our view that the net increase in deposits
at thrift institutions, and the resulting stimulus (jobs and building activity) for
the housing sector of the economy, would more than offset—through increased
revenues—any “first-blush” cost to the Treasury of the plan.
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The incentive to save also has important anti-inflationary consequences for our
general economy. Many Americans have abandoned tbe pattern of saving for
future purchases and are relying heavily on high interest credit plans, with con-
cern only for size of their monthly payments. Such “spend now'’ behavior removes
the discipline on price rises and fuels the Inflationary spiral. By adding to the
flow of funds to financial institutions, the tax exclusion or credit will result in
better terms and lower interest rates for borrowers, paricularly in the home
lending market—giving further aid to the anti-inflationary goals of the Con-
gress and the Government. Finally, this plan reaffirins the value of thriftiness in
family financial planning. Inevitably, increased family savings pattern will re-
duce the need for elaborate and expensive soclal programs,

LIMITATION ON THE DEDUCTION FOR NON-BUSINESS INTEREST EXPENSE

The U.8. League strongly opposes the House-passed proposal (Section 206 of
H.R. 10612) which would impose a $£12,000 a year lmitation on the amount of
personal interest, and investment interest in excess of investment income, that
an individual may deduct.

This rigid and arbitrary dollar limitation seriously infringes upon the principle
of deductibility of home mortgage interest and would constitute a basic changc in
our tax law regarding real estate acquisition. Since there 18 no carryover per-
mitted for unused persona!l interest, the $12,000 limit could result in permanent
loss of home mortgage interest deductions for individuals. Indeed, given the in-
terest rates of recent years, even middle-income families with median-priced
houses purchased at today's prices, an automobile, rudden medical expenses,
college-age children, etc., could find themselves bumping the $12,000 ceiling of
Section 206, )

The proposal also creates an immediate problem for the multifamily housing
market. Our Research Department estimates that 859 of apartment buildings
of 50 units or less are owned by individuals or small partnerships, and 109 to
209% of these owners would find at least a part of their i-terest expense above
the $12,000 level, These owners—frequently small town piofessional people or
businessmen—could be expected to turn to other types of investment if Section
208 were enacted. Thelr departure from the multifamily housing market would
only aggravate the serious situation which today finds apartment production at
its lowest levels since World War II. The victims, ultimately, are the middle and
lower income portions of our population—particularly the new familles and
elderly, who must depend upon rental property for shelter.

Simlilarly, the proposal to limit investment interest deductions would be disas-
trous for the middle-income taxpayers willing to take the risks needed to acquire
and- hold land for future development. This {8 a role frequently taken by small
town entreprencurs and professional people. Their participation in the develop-
ment process is essential if homebullders are to preserve working capital for con-
struction purposes. Yet, such investments often are speculative and involve years
of waliting before investment income is realized—and deductibility as permitted
under the present Section 183(d) of the Code is an important consideration in
attracting such investors. Any project which does not promise immediate income
will be shunned by these individual Investors—possibly leading to greater con-
centration in the home construction and development industries, with adverse
consequences for the less populous regions of our country.

INVESTMENT TAX CREDIT PARITY FOR THRIFT INSTITUTIONS

On another matter, the 1976 Tax Reduction Act temporarily increased the in-
vestment tax credit for businesses in general from 79 to 109, until December 81,
1976, with the President recommending that this change be made permanent.
Numerous witnesses have explained the importance of this capital formation
incentive. There is.presentiy a special section in the Code—Section 46 (e}-—which
restricts the allowable investment credit for domestic building and loan assocla-
tions and mutual savings banks to half of that permitted other corporations.
(This provision was inserted years ago at a time when thrift institutions had a
minimal effective tax rate,) While this special limitation i{s of very minor impor-
tance in terms of revenue dollars, it does place thrift institutions at a considerahle
disadvantage in developing new customer services, particularly in the emerging
area of electronic banking, where our chief competitors—the commercial banks—
have no such limitation. We would ask that the Comnmittee consider repeal of this
specal restriction on use of the investment tax credit by thrift institutions.
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FXTENSION OF CORPORATE TAX REDUCTIONS PROVIDED IN REVENUE ADJUSTMENT ACT
OF 1078

The Revenue Adjustment Act of 1975 altered the threshold level for the imposi-
tion of the corporate income surtax from $25,000 to $50,000 until the middle of this
tax year, while lowering the rate on the first $25,000 of corporate income to 209%.
Like other businesses, savings assoclations—particularly the smaller institutions
serving small communities and neighborhoods—are deriving significant benefits
from these temporary Code changes. It would seem appropriate to us to make
these modifications a permanent change in the Tax Code since the $25,000 level
established 25 years ago is obviously out of date, and $50,000 is clearly a more
realistic threshold under modern circumstances.

APPLICATION OF 30% WITHHOLDING TAX TO BAVINGS' INTEREST INCOME RECEIVED FROM
THE U.8. BY FOREIGN PERSONS

We also support the testimony of other witnesses recommending the permanent
repeal of the 30¢ tax on interest on financial institutions' deposits pald to non-
resident alien individuals or foreign corporations, unrelated to a trade or business,
The current exembtion from the 30% tax (Section 831(c) expires on-December
31, 1976. Our institutions, particularly those near the Canadian border, have sig-
nificant deposits from forelgn accountholders. A permanent repeal of the 30% tax,
as approved by the House in H.R. 10812, will be a gesture in the Interest of free
tlow of capital with our international neighbors.

BROADENING PERMISSIBLE INVESTMENTS UNDER BECTION 403 (b)

We would also commend to the Committee's attention an amendment to the
Internal Revenue Cede to permit employees of certain Section 501(c) (3)
eleemosynary organizations—for example, school-teachers—to place their funds
in Federal Savings and L.oan Insurance Corporation-insured savings accounts
so that they might shelter such investments from taxation until retirement
unider Sectlon 403(b) of the Code. Presently such tax-sheltered investments
are limited to annuity contracts and mutual fund shares—investment media
which Involve commission loads and offer lower yields for consumers than in-
sured deposits. We consider the Federaily-insured savings accounts offered at
our institutions an even safer and higher-ylelding investment media for such
retirement accounts (see, e.g., a recent Library of Congress study re IRA ac-
count practices; House Ways and Means Oversight Subcommittee Print, dated
11/17/76). The long-term deposits generated at insured associations by this
proposal would be particularly appropriate to support the long-term mortgages
in which our institutions specailize. -

TAX CREDIT FOR ENERGY CONSERVATION

In recent testimony before the Senate Commerce Committee, the U.8. League
endorsed the use of tax system to stimulate public interest in energy con-
servation. One such incentive appears in the tax credit permitted individual
taxpayers making insulation and similar improvements as contained in H.R.
6860 sent to your Committee last spring. Tax incentives do have the decided
advantage of fast public recognition, with minimal need for bureaucratic in-
volvement, The limited dollar credit (30% of the first $500 of qualifying ex-
penses) is a modest cost to the Treasury considering the important national
objective of energy conservation in residential dwellings.

JOHN DOE SUMMONS

The U. S. Supreme Court held last year in the case, U.S.v Besciglia that the
Internal Revenue Service, by means of a “John Doe” no-name administrative
summons, might examine a hroad range of financial institution customer records
as part of a Federal income tax investigation. In its decision, the Court inter-
preted Section 7601 and 7602 of the Code in a very broad manner. The decision
is of considerable concern to our member associations and gther flnancial in-
stitutions which are charged with the responsibility of preserving the confiden-

_ tlality of their customers’ records and their customers’ banking transactions.

We support the language adopted by the House in H.R. 10612 to protect the
privacy of financial institutions’ customers, and to limit the investigative au-
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thority of the IRS carefully deflned situations where the identity of the tax-
payer is known and where there is clear evidence of an unsatisfled Federal tax
claim. We also agree with the recommendations you have recently received
that prior to the issuance of a John Doe summons, a Federal Court should
review the extent of the request to determine its relevance, and that the Federal
Court should review the records obtained under the summons before they are
submitted to the Internal Revenue Service to protect the rights of innocent

taxpayers.
TAX EXEMPTION FOR CONDOMINIUM AND HOMEOWNER'S ASSOCIATIONS

The U.8. League fully supports enactment of the provision in H.R. 10612
granting tax exemption to reserves created through member assessments re-
ceived by a homeowners’ assoclation, a condominium housing association, or a
cooperative housing corporation. These organizations are formed for the sole
purpose of maintaining common facilities in condominium, townhouse, and
planned developments and clearly qualify for tax-exempt status. In 1974, how-
ever, the Internal Revenue Service altered its position on homeowner assoclations
and through revenue rulings denled such treatment on accumulated reserves.
The result of this change is that we now tax the revenue of an association of
homeowners acting together in certain situations where an individual acting
alone would not be taxed on the same activity. The revenue ruling constitutes
a burden on proper planning for capital improvements, maintenance and re-
placement of common facllities, and should be remedied by the Congress.

MODIFICATIONS IN THE EMPLOYEE RETIREMENT INCOME BECURITY ACT OF 19074

Two years ago, your Committee made a major contribution to encouraging
all Americans to plan adequately for their retirement years through your work
on the Pension Reform Act (the Employee Retirement Income Security Act
of 1974). One provision of particular interest to the savings and loan business
was the authorization of the new Individual Retirement Accounts (IRAs) -
which have proved to be a popular savings program for employees not partici-
pating in qualified pension plans. The widespread interest in IRAs, in our view,
justifies an increase in the permissible annual contributions under the program
so that employees may accumulate additional gecuritv for their retirement years.
Further, we have found that TRA accounts, as long-term savings plans, are
particularly appropriate for our institutions, which specialize in long-term mort-
gage loans. The U.8. League recommends an immediate increase in the $1,500
annual deduction permitted to $2,600—with further increases in the limits over
the next flve years so that IRA accountholders can achleve parity with Keogh
plan participants.

We would also recommend legislation broadening the IRA program to in-
clude employees in qualified pension programs where annual contributions for
the employees amount to less than the permissible IRA amounts; for example,

-if an employee In a qualified plan presently contributes $600 a year, he should

have the opportunity to open an IRA account and tax shelter another $900
(assuming the present $1,500 deduction limit). We would also support legisla-
tion, such as 8. 2732 introducenl hv Senator Roth of this Committee and others,
allowing individuals to set up IRAs for their unemployed spouses.

In addition, ag with any new program, a number of administrative problems
have come to our attention which may call for statutory change. The Code
should be amended to make it clear that excess contributions to IRA accounts
may be returned at any time before the due date of the tax return without bhe-
coming subject to the excise penalty tax. We are also concerned about an inter-
pretation by the IRS which prevents employee “victims’” of an employer’s pen-
sion plan termination from rolling-over their contributions into an IRA account
as a tax-free event, This results from a highly restrictive ruling last year by
the IRS8 of the ERISA provision on separation from service. Further. the Code
should be amended to make it clear that there is no requirement that an in-
dividual remain in a pension plan for five years before being eligible to roll-
over his funds. And, we would recommend that the Code be amended to clarify
that an individual can roll-over his fund« at age 58%2 from a qualified plan even
if he has not yet retired from active employment. Finally, the Code should be
amended so that the 109 penalty tax for premature distributions from IRAs
does not include distributions of intcrest carned on excess contributions returned
before the due date of the tax return. ‘ ’ '
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In a related area, a legislative change is needed to make it clear that Keogh
Plan participants may deduct annually the lesser of 1009 of earned income or
$750, notwithstanding the overall 259, lmitation of Section 415(c).

The CrairyMan, Next we will call Mr. Gilbert Roessner, past presi-
dent of the National Savings & Loan League.

STATEMENT OF GILBERT G. ROESSNER, PRESIDENT, CITY FED-
ERAL SAVINGS & LOAN ASSOCIATION, ELIZABETH, N.J., AND
PAST PRESIDENT OF THE NATIONAL SAVINGS AND LOAN
LEAGUE, ACCOMPANIED BY HENRY CARRINGTON, EXECUTIVE
VICE PRESIDENT OF THE LEAGUE, AND LEONARD SILVERSTEIN,
TAX CONSULTANT TO THE LEAGUE

Mr. RoessNER. Good morning.

Thank you, Mr. Chairman,

Mr. Chairman, and members of the committee, my name is Gilbert
G. Roessner. I am president of City Federal Savings & Loan Associa-
tion in Elizabeth, N.J., and I am past president of the National Sav-
in%s & Loan League.

appear here today on behalf of the national league. On my left is
Henry Carrington, executive vice president of the league; and on my
right is Leonard Silverstein, tax consultant to the national league.

Mr. Chairman we have submitted detailed testimony and I will just
summarize the essence of our statement which is before you.

Our testimony deals with four proposals in H.R. 10612 and three
amendments to the bill which we believe should be adopted. )

Mr. Chairman, the tax legislation you are considering at this time
could have far-reaching effects on the tax structure of our Nation.
From our standpoint, there are two key tax areas, If they are addressed
in this legislation they would go far to improve conditions in the
housing sector and would result in substantial aid to prospective
homebuvers.

The first of these is the mortgage interest tax credit, and, Mr. Chair-
man, we believe this is among the most important tax reform proposals
pending before the current Congress.

As you recall, this came to your committee through the Financial
Institutions Act of 1975 which has passed the Senate. We urge that
it not be left out of any tax reform package passed through the Con-
gress this session,

As you may be aware, it is the savings and loan industry, more than
anv other, that has been locked into the home mortgage field. When our
industry was in its infancy, Congress reasoned that in order to com-

nsate the savings and loans for their commitment to housing—and
ow-yielding mor‘gags loans—there would be no taxes imposed on
these institutions, '

Over the years, this has been changed, and today the primary tax in-
centive for thrift institutions, which is designed to keep our commit-
ment to housing a* a high level, is the bad debt reserve allowance.’

While the bad debt allowance, as an incentive, might have been
valid in the 1980’. it is far from being a major incentive to keep our
institutions in housing today. .
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Indeed, since the 1969 Tax Reform Act, our associations’ taxes have
been climbing steadily, and we are still locked into relatively low-yield-
ing mortgage loans,

r. Chairman, members of the committee, the savings and loan in-
dustry does not really have an incentive to remain tied as we are to the
housing market.

What’s more, it is our view that unless an incentive is considered ap-
propriate by the Congress, more and more thrift institutions are going
to find ways to move into other, far more lucrative fields—not by
choice, but by an instinet for survival.

We have seen our tax position over the years being eroded to the
point where we can look across the street at our commercial banking
competitor and see that savings and loans are paying an effective rate
of taxation of about double that of the banks—even though the banks
are not restricted in their lending and investment areas. ¢

The National Savings and Loan League recognized the mounting
inequity between banks and savings angl loan associations, and com-
missioned the most in-depth study ever undertaken in the area of
financial institution taxation. Copies of this 5-volume study, which
was independently accomplished by two Georgetown -University econ-
omists, Dr. Kenneth Biederman and Dr. John A. Tuccillo, have been
made available to your committee, and the staff has it in your files.!

This study exploded the widely held myth that savings and loan
associations somehow enjoyed a special tax benefit that was being
perpetuated by the Congress, and, Mr. Chairman, that just is not so.

If housing is to be served in a meaningful way by a specialized finan-
cial institution, incentives are necessary. Indeed, they are imperative.

Without the assistance that incentives such as the mortgage interest
tax credit provide, that family does not have a chance—and that wor-
ries us even more because the implication is that the Government will
have to come in and take over the job of housing this Nation.

Mr. Chairman, we believe that Congress ought to provide tax equal-
ity as between savings and loans, which are largely restricted to the
housing areas, and which wish to remain so, and commercial banks,
which are free to invest their funds just about anywhere in the world
in just about any area they choose.

Indeed, this was the commercial banker argument in the late 1960's,
when savings and loan associations began to seek alternative invest-
ment areas. The banks at that time and the administration argued that
if thrift institutions wanted increased lending and investment au-
thority, they should pay the same taxes as banks.

Well, Mr. Chairman, we agree,

-We believe that our effectivetax rate ought to be on a par with the
banks. This parity can be achieved by enactment of the mortgage
i}:ltergst tax credit which will also serve to keep thrift institutions in

ousing.

The National Savings and Loan League believes the tax credit for
institutions heavilv committed to housing should be § percent, rather
than 354 percent suggested in the Financial Institutions Act.

A 5-percent housing investment tax credit for 70 percent investment
of assets in qualifying housing loans would make the effective tax rate

1 The study referred to was made a part of the official files of the committee. -
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of savings and loan associations just about equal with commercial
banks, at around 14 percent. )

There would still be a percentage bias in favor of commercial banks,
but not the drastic 100-percent differential that exists today.

At the same time we believe that those savings and loan associa-
tions which choose to remain with their present tax formula, the bad
debt allowance, should be permitted to do so, and there should be a
continuing option to compute taxes either way, as recommended by
Mr. Scott.

You might sugﬁest this is asking too much, Mr. Chairman, but, you
know, we are talking about bringing money into the housing area,
for families who for too long have not been able to get funds for home-
ownership at reasonable prices or interest rates. And, with that objec-
tive, I do not think that is asking too much; and, moreover, if we do not
do ?omlething quickly in this area, we are going to wind up with far
too little.

We strongly recommend that this proposal, a draft of which is
attached to my statement as an addendum, be included as an amend-
ment to H.R. 10612. '

The National Ieague favors one other amendment to the bill in
the form of a tax incentive to encourage personal savings.

We have heard a great deal during the past 5 years about how the
small saver is not getting a fair return on his savings account. This
is the chief argument for abolition of regulation Q and savings rate
differentials.

The National League believes the rate differentials are imperative
in order to allocate funds from the public to the housing market,
and so this should be retained.

At the same time, we recognize that the average saver does not
secure any of the benefits that accrue. for instance, to the stock investor,
who can deduct $200 of dividend interest from his tax return. The
small saver does not share in many of the tax advantages that accrue
to people with larger amounts to invest.

A tax incentive in the savings area could bring him into this arena,
however, and at the same time provide individuals with an additional
incentive to save.

This, in turn, would have an increase benefit to the housing market
in the sense that the increased savings at thrift institutions would
move into the home mortgage market.

We propose a credit against Federal income tax equal to 14 percent
of the amount received as interest or dividends. Such a credit would
be available up to a maximum of $250.

We set the credit at 14 percent to equate it with the lowest applicable
tax rate. This, we submit, provides the greatest savings incentive to
those persons in that bracket.

The tax credit, Mr. Chairman, gives the small saver a bonus for his
thrift. and we believe that is in the public interest. It also means
that his funds will go into the housing areas, which needs those funds,
and that will generate increased tax revenues to offset the revenue
loss from the tax credit. :

Next T would like to touch on four other elements of this legislation,
32&1 &he first is proposed in section 208, the nonbusiness interest

uction. .
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We, too, oppose this. We agree with Mr. Scott’s testimony that it
is contrary to the general concept of all interest, incidentally, being
deductible on one’s tax return. We share the view that it would also
be detrimental to-multifamily housing. L i

Second, section 1501 and 1502, dealing with individual retirement
accounts, we support those provisions. .

Section 1501 authorizes a free, rather a tax-free rollover of dis-
tributions from a terminated pension plan where the funds are trans-
ferred to an individual retirement account. o

With respect to 1502, this authorizes a supplemental or limited
employee retirement account. This simply means that a person partici-

ating in existing—in an existing pension plan can add to his own
individual retirement account with the same tax benefits that presently
exist so long as the corporate contribution is below the maximum that
is already allowable for the individual retirement account.

We favor the limits on the 10 percent investment tax credit but
strongly urge that savings and loan associations be given a full work-
ing partnership in this credit. We receive only 50 percent of the invest-
ment tax credit now. The reason for providing thrift institutions
with half a loaf in this are gone because they were based on the no-
tion that thrift institutions had a special tax break by way of the bad
debt allowance.

Mr, Chairman, we have pointed out we believe the bad debt allow-
ance is antiquated.

I have heard the bell, sir, and I conclude my summary with that
note.

Thank you very much.

The CrarMAN. Thank you very :auch, sir.

Senator Packwood ?

Senator Pacewoop. Thank you, Mr. Chairman.

Everybody—and I almost share the desire—but everybody wants

" to have some incentive for savings, or for capital investment, or for

whatever it might be. Now, there is only so much capital, period. It
seems to me, the more it goes into S. & L..’s, the less it goes into stocks;
the more it goes into stocks, the less it goes into S. & L.’s. Doesn’t
it seem we are almost chasing our tails on this situation ?

I mean, I have sat through these hearings for 8 or 4 weeks and
every single industry is coming in making the plea that they are the
worst off, hardest hit, and have to have the biggest preference—and I
don’t say that in a negative way—but it seems to me we are going to
end up with everybody having a preference, and, therefore, no one
will have a preference.

Mr. RoessNEr. Senator Packwood, again speaking as an individual,
I don’t disagree with the points you have made. However, on the other
hand, as long as preferences are issued to specific industries. we must
speak up for the industry that we understand. And. honestly, in re-
viewing material in connection with tax reform over the years, I am
persuaded by real reform, which is elimination of all preferences. But
that is another road. -

Until the country takes that road, and the Congress embraces that
concept, I think it is incumbent upon us to point out to the Congress
the needs as we see them for the thrift and homeownership aspects
of tax legislation.
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Senator Packwoop. Well, you know, I appreciate your answer, and
our statement on this, because it does set forth very forthrightly how
1t would adversely aﬂ{ect your industry and you then leave it to us
to determine whether that is in the public interest, as to your rec-
ommended amendments and so on. I am much more impressed by your
ccming in and your interests. So many have come in talking about this
“public interest”, and how it is in the “public interest” that we do
what they ask: and-really they are talking about their own interest.

Thank you for that.

Mr. RoessNEr. Well, we have a constituency, as you, and we repre-
sent them, actually. R

Senator Packwoop. Most everyone that testifies says it is in the
“public interest” and I see nothing wrong with an industry coming in,
as you say, telling us “this adversely affects us, let us tell you how or
why it does” and then leave it to us to see whether or not your case
is in the public interest. I have to say, I think in your cases it is but
then I suppose I have a double interest. coming from a timber produc-
ing State, the--more homes we build the better off we would be
economically.

Mr. RorssxEir. I would hope that those who have the same religion
for energy that Senator Bartlett has, you know, would come forward
with the same religion for the housing aspects of this.—

Senator Packwoop. Thank you; I have no further questions.

Thank yvou, Mr. Chairman,

The CrarrMaN. Senator Fannin?

- Senator Fan~i~. Thank you, Mr. Chairman.

I am very concerned about your statement that the savings and
loans do not have an incentive “to remain tied as we are to the housing
market.”

There has been, T know, a tendency to go into other fields. How
much has the savings and loan industry drifted away from the hous-
ing-market2 What percentage of that sort has come about ¢

Mr. Roessner. 1 don’t have the figures for you at this moment, Sen-
ator Fannin. but there has been a significant rise in investments that
have occurred in tax exempt areas. I know in my own institutions for
other reasons, and for a number of reasons, we are diversifying within
the limits of the law our assets, It is a changing mix. — .

The other thrift institutions such as the mutual savings banks, I
know of a number of specific instances, they have abandoned the bad
debtallowance and we huve that option under the present law.

Senator Fax~in, Well, the future of the housing industry depends
upon adequate financing and certainly I know that members of this
committee are vitally concerned as to what is happening and the
trends surfacing, especially with what you have said in your state-
m]e;nt on page 3, and then your caveat as to what is happening and
wnv.

I know that we all appreciate your bringing this to our attention.
We are aware of manv of these problems that your statement brings
forth, and that trend is very disturbing.

I was anxious to find out what percentage is involved in this change.

Mr. RoesiNER. Senator Fannin, T could just briefly outline a num-
ber of points. The Tax Reform Act of 1969 had a profound effect
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upon the savings and loan industry, I suspect to the degree that was
not at that time intended by the Congress.

For example, the minimum tax credit on the bad debt allowance
has had a great impact and you recall at that time that the principal
motive seemed to be the wealthy people who “escaped taxation totally.”

The erosion and reduction of the bad debt allowance established by
the law at that time has put us in an entirely different position.

Senator FannNiIn. If I could interrupt; I agree, that tax has created
many problems, I understand the intent, and I know the feeling that
existed that many people were not paying any tax, so they should
pay their fair share and everyone should pay tax. So the tax was
established, , .

It certainly worked out differently than what I think was anticipated
for the minimum tax by the Congress when it was approved. I know
your testimony helps to certainly prove that matter.

Thank you, sir.

Mr. RoessNEr. Thank you, sir.

‘The CHAIRMAN. Senator Gravel ¢ o

Senator Graver. Thank you very much, Mr, Chairman. _

I am very sympathetic and we have trees, also, in Alaska.
[Laughter.]

I don’t want to be cut down by Oregon in that regard.

You make the statement that some of the capital is moving from
home investment, mortgage investment into other areas. ;

I happen to know that we have had great lengthy testimony show-
ing certainly it is moving into the fossil fuel area, for one thing.
What are some of the areas where capital is moving ¢

Mr. RoEessNer. In the case of mutual savings banks, they have a
broader investment option than we have and, therefore, they are going
}?u:l certain preferred stocks and corporate bonds and things of that

ind,

In the case of Federal savings and loan associations who are limited
by the Congress to primarily housing loans plus some other Govern-
ment bonds, or agency issues, FNMA'’s, GNMA'’s, and FRDMC, also
the tax exempt area. I don’t know that that is all bad, Senator Gravel,
in that situation.

Senator GrRAVEL, It broadens your portfolio, does it not ¢

Mr. RoessNER. Yes; to that extent it is a benefit. The point we
are making is really that with the erosion of the bad debt allowance,
plus the minimum tax on the bad debt allowance, the incentive to
maximize our investments in housing is waning. :

Senator GRAVEL. You glossed over the point on interest. I assume
your position is that we not limit the deduction ?

. Mr. RoessNer. Yes, Senator Gravel. I did not mean to gloss over
-it in terms of its significance, but I felt that bell on my back and
I wanted to move along.

Senator Graver. Well, that’s OK. I just wanted to underscore that.

Ithink it is very important.

Mr. RorssNER. Yes; particularly, you know, we must remember that
all interest is presently deductible whether or not it is the interest for
purchase of an automobile or for a boat or whatever, and when you
start putting these limits on—particularly because of the housing
aspects—we think it is a very dangerous precedent. Many people
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invest in multifamily housing and are not the richest people in the
world and to now say that interest is not a logitimate operating
expense is to me frankly mind boggling.

enator GRAVEL. What you are saying then with respect to interest,
if we were to alter existing law, we would be striking at the core of
middle America.

Mr. RoessNER, Yes, sir. Yes, sir. ’

Senator Graver. Not the poor—not the rich. We would be striking
at the people who carry thé financial weight of the Government on
their backs; they would be the ones that would be suffering economi-
caklf' from a change in the law?

r. ROESsSNER. Yes,sir.

Senator Graver. Thank you very much.

The CHAIRMAN, Senator Bentsen ?

Senator BENTSEN. No, Mr. Chairman.

The CuarMAN. You might be able to show us how we can help you.
Here is the problem we are going to have if we do what you are asking
andd}vhat a lot of others are asking with respect to the investment tax
credit,

It is going to reduce the Government income and put us in conflict
with what the budget resolution is going to be by the time it is voted
on bly the Senate.

The only way I see we can do that for you—and I would like to do it
if we can find a way to fnd it on the revenue side—is to put forward
the date of the allowance for the tax credit by a year, because if we do
this for you we are going to have to do something similar for a lot of
the other people who make equally good cases, such as the companies
that are not earning enough money because of the 50 percent limitation
in order to take their credits that they are earning.

Now, if we are going to let some of these through, I think you can
make an equally good case that people should be permitted to use their
unused credits as you can to help you with your problem. I think you
have a meritorious case. But to do all of this; if we can do it at all, we
will have to make it fit within the budget resolution which the Senate
will be voting on shortly. I think we would have to either say that you
wait a year before you get it, or else we can say that youearned it but
that you can’t take it for a year. If we did that, perhaps you could
show us how we could do it 8o you could get the use of the money by
saying that you earned it, and perhaps we can say you are then entitled
to interest on what you have coming to you until you do get it. Then
you could assign it to someone who could lend you some money, maybe
assign it to the Federal Reserve, if they are going to be doing business
with you, or just anybody willing to take the IQU and agree you have
earned it and vou are entitled to it and you will be getting it, but you
won’t be getting it until the next year or so. At that point you can bor-
row against it.

Can you folks who are the ones in the lending business show us how
we can work it out so that we might give you the benefit of it in terms
of some money you can get your hands on to expand your operations
now, so that you can go down and pledge with somebody or assign it
to them and get money for your expansion now ?

Mr. RoessNER. Senator Long, I would sure like to try.

Let me just say two quick things first of all.
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One, T enthusiastically endorse the budget'limitations concept with
which the Congress is now working. It seems to me that that comes
first and foremost because to maintain the fiscal integrity of the Nation
is critienl to housing and all the rest of the economic activity in our
judgment.

Sccond, I would like to briefly point out that we are not the great
users of the investment tax credit. We are discriminated against, in
our situation. becaunse of the 50 percent which presumaby got in there
as a result of our having the bad debt allowance which was listed as
a “preference” income. ]

Third, with respect to your point, if we were restored to full equality
with the rest of the corporations, as we recommend, such things as
deferring the credit for a year. receiving interest on the deferral, you
know, if it were authorized as an investment for us we would be happy
to lend people the tax credit they are entitled to if it means by that
process maintaining revenues against the expenses that the Congress
istrying toachieve, or at least a target.

The Ciairman, Well, T would appreciate if your people would think
about it and give us a memo as to how we might manage to do some-
thing of this sort. We are going to have the problem not only with
respect to you but we are going to have it with regard to a lot of peo-
ple who, if they could, would be doing more than they are doing now
to help move this economy ahead. The railroads testified yesterday ;
that is one good example. The majority of these railroads need that
investment tax credit. Tt was intended to benefit them to help modern-
ize and improve those railroads and both with equipment and better
roadbeds and better rails, but they are not able to use the credit.

They are losing interest on the money because they cannot take their
credits. Eventually, if we are able to get them back on their feet, the
time will come when they are able to get the credits. Now, it just occurs

~ tome that if we cannot do any better, we ought to say if you cannot use

the credit, at least you will be entitled to interest on the unused credit
at such time as you can use the credit.

Mr. RorssNER. Your point is well taken, Mr. Chairman. Again it re-
minds me that one modification you could make is that the investment
tax credit would only go to the taxpayer who made the investment.
In mv judgment these tax credits have sone in the form of tax shelters
to others that were not intended by Congress and the benefit is not
going to the taxpayer you intended to provide for. Just as a personal
notion, for example. T could imagine this heing a kind of a negative
income tax rather than passing it on to the bank presumedly in the
form of reduced interest rates which are rarely the case, as vou know
some of the major banks are paying virtually no taxes at all and one
of the maior tax shelters has been the investment tax credit.

When Pan Am buys that 747 and it is losing money anyway. it gives
that 10 percent tax credit to the Chase Manhattan Bank that carries
the airplape on its books as a loan, I think is inconsistent with the
fundamental objective here in the Congress in encouraging expansion
of nlant and equipment.

The CriarrMan. We could overcome that if we would just do what -
I had heen suggesting, and say that the investment tax credit is a re-
fundable tax credit.

Mr. RoessNeER. Yes, sir.
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The Cramyan. When we first started to get into the investment
tax credit, I said that the whole thing was a big gimmick and a racket
because you were giving a person a tax advantage for an expense that
did not exist. But the investment tax credit has in my judgment proved
its merit. It has proved to be a good idea.

Mr. RokssNER. Yes, sir. )

The CramyanN. When it first went into effect I said if you took the
credit for 7 percent. then you could not depreciate the whole 100 per-
cent, you had to reduce the depreciation by seven points. 1 was per-
suaded to vield on that. on the theory it would be a more effective in-
strument. and do more for the economy without the reduction in de-
preciation. Subsequently it has done a lot for the economy. I have been
persuaded with time that when people earn it they ought to be able to
take it and it should not depend on the fact they owe enough income
tax to where the credit does not exceed 50 percent of the tax he owes.
It shonld not he tied to a 50-nercent ratio.

In fact the more I see of it the more I am convinced of this and so
are more business peonle. too. They earn it when they buy the equip-
ment or when they build the plant.

Now, once they earn it, they ought to be permitted to take it. We
have two problems. First, some people do not-understand this idea, and
it takes a while to get used to the idea. Tn the second place we have a
budgetary problem. So on the first point T think we will move, as far as
we can persuade people to understand it, to remove that 50 percent
limit so that you ean at least take it to the extent you pay taxes—and
T do not know why you shonld not include your social security taxes
paid as nart of the taxes. Maybe we can get them to understand that
much of it,

But if we do that then we are outside the budget resolution.

Mr. RoessxEr. T agree with you. Mr. Chairman. 100 percent. Fiscal
integrity is critical. Iet me just add so there would be no confusion, our
concern is that under the law because of our so-called preference in-
come for bad debt allowance we only receive 50 percent by law of the
investment tax credit and when we buy—it just drives me up the wall
frankly—when I first learned upon buying electronic teller terminals,
a $500,000 order, at that time it was a 7 percent tax credit, that we
onlv got 3.5 instead of 7. T could not believe it. But that is the law.

The CuairmaN. Generally speaking, what would your people do
with that additional money if they had it ? Supposing we give you the
benefit of what you are asking for. What would yon do with the rest of
the money?

Mr. Roessner, We are under earnings pressure now. It would help
the bottom line. You may not appreciate that but the spread between
income and expense has narrowed in the thrift industry primarily
because of our being locked in on fixed rate mortgages. On'the expense
side we have the rising costs as a result-of inflation but most im-
portantlv. the rising cost of the deposit monev. So to that degree it
would give us a little better improvement. T cannot honestly say
that we get enouch investment tax credit that plowing it back into the
business would have some maior econromic impact. I just would not
be honest with vou if T said that. You know, we are a very small
portion of this investment tax credit question.
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The Cramman. If T understand your answer, you are saying that
at the moment your industry is not competitive for capital because it is .
not making enouglwroﬁt.

Mr. RoessNer. Well, we are competitive but we are under great
pressures with respect to the bottom line, yes, sir. We are also cur-
rently receiving strong deposit flow, you know, people arec putting
a lot of money in the thrift industry these days. So in that sense
we are competitive,

The CHamrmaN. With what you are taking in you are making
housing loans and things like that ?

Mr. RoessNER. Yes,sir.

The CHAIRMAN, And that is helping the economy ¢

Mr. RoessNERr, It sure is.

The CnarmraanN. Thank you very much,

[The prepared statement of Mr. Roessner follows, Oral testimony
continues on p. 2074.]

STATEMENT OF THE NATIONAL SAVINGS AND LOAN LrEAGUE

SUMMARY

The League supports the following proposals : :

1. The Mortgage Intercat Tax Credit should be adopted to encourage a steady
flow of funds into the housing market by providing a 5.0 percent tax credit for
institutions maintaining a total of 70 percent of its portfollo in residential
mortgages.

The credit will replace the bad debt reserve allowance which, since 1969, has
phased down from 60 percent to 43 percent in 1876 and will drop to 40 percent
by 1979. The mortgage interest tax credit will equalize the comparative tax bur-
den between savings and loans and commercial banks by providing a uniform
tax treatment for mortgage interest.

The credit will reguce the cost of mortgage credit to the consumer, improve
the ability of thrifts to compete for savings in periods of high Interest rates,
induce more flexibility into mortgage instruments and increase the ratios of
loans to value of mortgage loans made by savings and loan assoclations.

2. A Tax Incentive for Savera should be approved in the form of a credit equal

~ to 14 percent of the amount received as interest on savings accounts up to a

maximum credit of $250.

The credit 18 set at 14 percent to equate the percentage of credit with the
loweat applicable tax rate. Therefore, individuals in the lowest tax bracket will
completely offset their tax on the Interest income by using the 14 percent credit.
Taxpayers in a higher market will receive the same 14 percent credit which will
offset their tax on the Interest income to a progressively lesser degree depend-
ing on thelr tax bracket. No taxpayer could recelve a credit for more than the
tax attributable to the interest income and the taxpayers in the lowest bracket
recelves the greatest incentive to save, \

This incentive would encourage saving, lessen the burden on social programs
such as social security and provide additional funds for capital investment.

8. Non Businens Interest Deduction should not be limited. The proposed $12,000
limitation will surely have an adverse effect on the housing market particularly
in large urban areas where housing prices have and will continue to rise.

4. Individual Retirement Accounts., The provisions regarding IRAS in H.R.
10612 are greatly needed and will correct two gross inequities, Many retirement
plans are terminated each year and a tax free transfer of these funds into an-
other pension plan should be available. The supplemental IRA proposed will
gle\tvie ever{ person an opportunity to have the maximum amount set aside for

rement. .

5. Investment Tax Credit should be extended and amended to give all taxpay-
ers the benefit of the full credit. Savings and loan associations receive only half
of the credit. Banks are allowed a full credit. This should be equa'ized because
the reasons for the limitation on savings and loans are no longer applicable and
the need for expensive equipment has risen.
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6. Minimum Teaa should be amended to eliminate the bad debt allowance as &
preference item. Savings and loan associations now pay an effective tax rate of
almost double the rate of commercial banks. The reasons for the inclusion of the
bad debt allowance as a base, preference item is no longer applicable.

BSTATEMENT .

Mr. Chairman, members of the Committee, my name is Gilbert G. Roessner,
Past President of the National S8avings and Loan League. 1 am currently Presl-
dent of City Federal Savings and Loan Assoclation in Elizabeth, New Jersey
and I am here today representing the National League which s a nationwide
trade organisation for savings and loan associations. o , )

We appreciate the opportunity to testify on H.R. 10612, a bill with far reaching
effects on the tax structure of this country. Specifically, I would like to discusg
generally four of the proposals in H.R. 10612, and two proposed amendments to
this bill which we feel could have a profound effect on the housing and the thrift

industries, .
MORTGAGE INTEREST TAX CREDIT

The issue of the Morfgage Interest Tax Credit was referred to this Committee
during counsideration of the Kinancial Institutions Act of 1976, (8. 1267). We
feel that this is one of the mosat important tax reform proposals presently pending
in Clonsress and ane that should not be left out of any tax reform package in this
session. ‘

The proposal ag outlined in the Financial Institutions Act would amend pre-
sent law to permit yntil 1879 an election by thrift institutions to eredit against
thefr taxes an amount equal to 83 percent of the gross Interest income from
residentlal mortgages eayned during a taxable year. The amoynt of the credit is
set on a sliding scale encom ng a minimum tax credit of 14 percent for an
institution that maintaing 10 percent of its portfolio in residential mortgages and
increases to a maximum of 3% percent for an institution with 80 percent of its
fortfollo in such loans. In 1080, the mongage interest tax credit would replace
completely the prewant bad debt reserve allowance which is presently permitted
under Section of the Internal Revenue Code.

The chief purpose of the mortgage Interest tax credit is to encourage thrift-
and other financlal institutions to make the maximum possible commitment in
residential mortgage loans

As you are well aware, the present tax incentive for financial fnstitutions de-
slgne«i, to accomplish this commitment s the bad debt reserve allowance (based
upon & percen of ineome as provided In Sectfon 593(b) (2) of the Internal
Revenue Code). 8 deduction, by law, pheises down in the following manner:
48 percent for the year 1976 ; 42 percent for the year 1977 ; 41 percent for the year
1978 ; and 40 percent for the year 1979 and subsequent years,

As the bad debt deduction has phased down since the Tax Reform Act of 1909,
the effective tax rates of savi and loan assoclations have risen. During this
rame period, commercial bankT va increasingly taken advantage of tax stielters
which are unavallable to thr The effect of this has been that commercial
banks have been able to reduce their statutory Federal tax burden dramatically.

In other words, the major ineentive established by Congress for savings and
loan assoclations to maintain their heavy portfollo in residential mortgages has
been eroded to a point where the savings and loan industry is now paying an effec-
tive tax rate of almost double that paid by commercial banks. :

We feel that It i essentla! to keep mortgage interest rates as Jow as possible
so that the greatest number of families can participate in home ownership, We
tb:;itog 3 mortgage tax credit is the most effective and equitable means to achieve

The nortgage interest tax credit {s atmed townrd four basic objectives: (1) to
attract new mo lenders; (2) to encourage existing mortgage finance sxsec)ial-
{sts to maintain a high proportion of their portfolios in home mortgages; (8) to
promote a greater cyclical stability in mortgage lending, and; (4) to establish
tax neutrality among financial institutions by providing a simple consistent tax
treatmeut for mortgage interest. :

The niorigage interest tax credit was first introduced as a housing and mort-
gage market recommendation in the Hunt Commission Report in 1971, It was
later part of the Finanecjal Institutions Act of 1073, and finally part of Title VIY
of the Financial Institutions. Act of 1978 which pussed the Senate in December
of 1975, A proposal similar to that tontained in the FTA was also incladed in the
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“President’s Legislative Tax Proposals” referred to in his State of the Union
message of January 15, 1978, and was reproposed on January 21, 1976 in the
budget message of the President for flscal year 1077. .

The Treasury Department estimates that the revenue effect of the proposed
tax changes for financial institutions will result in a revenue loss of approximately
$618 million in calendar year 1977. We would suggest, however, that such revenue
estimates do not appear to take into account the revenue gains that would result
lt;;ﬁxtn the full effect of the mortgage tax credit proposal in terms of housing sta-

5. , ‘

On February 23, 1876, Mr. Edward P. Snyder, Director of the Ofice of Debt
Analysig at the Treasury Department, testified before the Task Force on Tax
Expenditures of the House Bud, Committee, He stated that the present bad
debt reserve allowance is essentially pro-¢yclical and therefore, provides the great-
est return on assets and the greatest incentive to make mortgage loans when total
profits are high and the least incentive when profita are low. This, he said, builds
the momentum of cyclical swings in the mortgage market and accentusates the
volatility of mortgage lending.

On the other hand, e stated that the mortgage interest tex credit is counter-
cyclical and is tied to gross mortgage interest income. It, therefore, provides
mortgage lenders with an increase in effective after-tax yield when interest
rates are highest and competition for funds 13 greatest, and it reduces this
stimulus when interest rates are low and funds are plentiful for all 8es,

The instability in the housing market, which according to Mr. Say er_fis
enhanced by the bad debt reserve mllowance, involves costs to consumers, con-
struction workers, construction materials suppliers and many others involved
with the housing industry. The mortgage tax cregit with its additional stability
for housing could have a significant impact on the whole housing industry and
all those assoclated with it, It could also ameliorate the estimated revenue
losses that are expected to occur as the credit {8 implemented,

The Natfonal Savings and Loan League recently completed a massive in-depth
and totally independent study by two Georgetown University economists, Drs,
Kenneth R. Biederman and John A. Tuccillo, coples of which have been made
avallable to your Committee. This study entitled "“The Taxation of Financial
Intermediaries” is primarily a comparison of the bad debt nllowance and the
proposed mortgage interest tax credit. The study found that by 1970 nearly all
savings and loan assoclations would find a1 8.5 percent mortgage interest tax
credit more reasonable than the reduced level of the bad debt allowance. The
bad debt allowance 18 not as efficlent in encouraging housing and mortgages
as the mortgage tax credit because there is no relationship between reserve
additions on which the bad debt reserve allowance is calculated and actual
mortgage loan loss expex;l:nce Eessentially, the retention of the bad debt deduc-
tion without the option of the mortgage interest tax credit is going to increase
the cost of home mortgages because it will cost savings and loans progressively
:v?ore v‘li,; g:rl;l: of higher taxes and a worsening of the competitive relationship

8-A. nks.

Naturally the mortgage Iinterest tax credit would be more advantageous
to some assoclations than to others depending on asset structure. The FIA
propusal provides a one-timé option to each taxpayer to maintain the use of
the bad debt deduction or to change and use the mortgage interest tax credit.
This option would be availahle through 1980, at which time the mortgage tax
credit wonld become mandatory.

The Natlonal League favors an option provision but we urge that it should

not expire in 1080, It {s to the advantage of the mortgage borrower if the lender

can choose between these tax formulas. As the bad debt deduction {8 phased
down, the mortgage tax credit will becomé more and more desirable but if for
some reason it is not, the option should be available,

Although it would be virtually impoesible to completely eliminate the long-
term tax equity issue, developments sincé the 1069 Tax Reform Act indicate
that at least a periodic adjustment or correction on equity grounds is needed
ugain, just as it was in 1069. This is particularly the case when a more complete-
view of taxation 1s taken within the context of regulatory differences. In this.
regard, our analysis has shown that the prc?oaetfn 886 percent mortgage tax
credit would, at least partially, correct some of the differences which currently
exist in the comparative Federal tax and regulatory burdens of banks and
savings and loans, However, 1i iight of the nature of the mortgage credit and
its avallability to banks, it is our policy that a similarly structured credit with a
celling of 5.0 percent for a 70 percent investment in mortgage loans rather than
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the administration’s proposed 8.5 percent would put the efféctive tax rates ot
savinge and loans on par with those of commercial banks, '~ ' ° S

A b percent housing investment tax credit for 70 percent investment of assets
in qualifying housing loans would make the effective tax rates of banks and sav-
ings and loan associations just about equal at about 15 percent. There would still
be A per'eentafe bias in favor of commercial banks but not the 100 percent dif-
ferential that is being approached today. ‘ '

- Any mortgage subsidy should be sufficlent to induce savings and loans as well
as other financial institutions to hold heavy portfolios in restdential mortgages
without the added force and burden of furthér regulation, and according to the
Treasury, their proposed 83 percent credit would accomplish this, However, in
light of the analysis in our study, we strongly question this contention. Such a
8% percent credit would amount only to about a 30 basis point subsidy to home
mortgages. In light of the deterioration of returns on home mortgages vis-a-vis
alternative long term investment instruments which began around 1068, a 50
basis point boost for home niortgages will not place savings and loans in the
same position that existed prior to that time. For this reason we hope this Com-
infttee will consider a 5.0 percent credit which, we contend, wounld re-establish the
competitive relationship.

. Commercial banks can take advantage of a miriad of tax shelters which are
unavailablé to savings and loans, but savings. and loan associations have to
depend on the deteilorating bad debt tax incentive, coupled with the minimum
tax which does not maintain the bank-savings and loan competitive relationship
but worsens a comptitive disadvantage in taxation that has existed since 1971,

The hdusing investment tax credit with a 5 percent maximum will make a
significant contribution to the provision of housing credit. It will reduce the cost
of mortgage credit to the consumer, improve the ability of thrift institutions to
compete for savings in periods of high interest rates, induce more flexibility {nto
mortgage instruments and increase the ratios of loan-to-value of mortgage loans
made by savings and loan associations. ,

We urge that the competitive relationship be restored and we feel that the
mortgage interest tax credit i3 the most effective means of accomplishing this. In
doing 8o, we feet this will also better serve the housing industry, the mortgage
industry and the nation’s economy, S :

We strongly recommend that this proposal, a draft of which s attached to my
statement as an addendum, be included as an amendment to H.R. 10612,

~ TAX CREDIT INCENTIVES VOR SAVERS . '
The National Savings and Loan League has long endorsed the establishment of

- tax incentives to encourage personal savings. Many legislative proposals have

been introduced to achieve this goal, and in fact, Treasury Secretary Willlam
Simon endorsed a rather complex proposal to increase personal savings in his
July, 1975, testimony before the House Ways and Means mittee, At that time
8Secretary Simon stated that a program was needed to encourage the small saver
because it was he that needed to save the most and that if this source of funds
could be tapped it could ease thé burden on social programs, ke Social Becurity,
and also opén new' funds for capital investment. This was also included in his
testimony at the start of these hearings. o ’

In response to this need, the National League would é)ropose a credit against
Federal Income Tax equal to 14 percent of the amount received as interest or
dlvlden;ln ‘2%:‘\) savings accounts. S8uch a credit would be available up to a maxi-
mum o . ; :

The credit is set at 14 percent to equate the percentage of credit with the
lowest applicable tax rate. This provides the greatest savings incentive to those
persons in the lowest tax bracket. For every dollar earned as interest or
dividend for which such taxpayer would be taxed as income at a rate of 14

reent, he receives a credit of 14 percent—completely offsetting the tax on this
ncome, - . ) .

For $100 of interest income every taxpayer recefves a credit of $14. A taxpayer
in the 14 percent tax bracket would pay no effective tax on this income at all
because the 14 percent credit completely offsets his 14 percent tax. A taxpayer
in the 30 percent tax bracket, however, would have a tax Hability on his $100
of interest amounting to $80. By offsetting this tax with a 14 percent credit he
would still have to pay an effective tax of $18 on this income, l.e, $30 tax minus
$14 credit. This proposal, therefore, chiefly benefits the smallér saver.
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Not only does the credit succeed in providing the strongest incentive for the
small saver to invest money through a savings account but it is also in keeping
with the spirit of the lgro limitation on artificial loss provisions contained
in Title I of H.R. 10612. This is accomplished by the 14 percent limitation of the
credit. A taxpayer in the 14 percent tax bracket would recelve a tax break
equaling only the amount he would normally pay in taxes for this income. Any
percentage of credit allowed over and above the 14 percent would give the tax-
payer a credit not only against the tax he would pay on the interest but also
against other taxable income “unrelated” to savings or investment.

‘We feel that for these reasons this proposal is the most equitable . means of
encouragement for ind{vidual savers. It helps not only the individual who saves
but also the nation’s economy by increasing funde available for investment in
capital. We urge this Committee to inglude this proposal in the tax reform bill
under consideration. ' .

LIMITATION ON NONBUSINESS INTEREST DEDUCTION

The proposed Section 206 limitation on nonbusiness interest deduction could
have a significant adverse effect on home ownership. This limitation of $12,000
would include within {ts scope not only interest on home mortgages but also on
installment putchases of consumer goods, finance charges on credit cards, as
well ds intevest pald on vacation and student loans and any other nonbusiness-
related n‘nancl%‘ ' ‘ ‘

The House Ways and Means Committee implied that the $12,000 limitation
should not affect the goal of putting home ownership within the reach of as
many people as possible. We feel, however, that in this day of extended use of
credit cards with their inancing charges and long term financing of almost every
major purchase, it would not take long to accumulate a stubstantial sum in
interest payments. ' ,

Jf an individual Is a recent home buyer, nearly the entire sum of his mortgage
payments in the early stages of repayment will consist of fnterest on his loan.

substantial increases in home prices particularly in large urban areas
bear heavily on any such limitation. The median price of a new home reached
$37,500 in ber, 1974, which is a 9.3 percent increase over the last three
monthg of 1878. The sales of homes priced below $20,000 dropped 85 percent be-
tween 1970 and 1974, and the number of homes in the u price range (840,000
or more) increased to 86 percent of the total homes sold in 1974, compared to
only 12 percent in 1970.

All of these trends indicate unequivocally that housing costs are not going to
fall, and ce the value of high priced homes will be affected in the future
by the prospect of 'the nondeductibility of a portion of interest payments,

The National League strougly urges that no limitation be placed on the interest
deduction, We all learned that dollar limitations are totally relative from our
experiences with State usury limits. No one thought that a lending limit of 6.0
percent would ever be reached, yet only last year we were making 10.0 percent
loans and many laws had to be revised. . :

Without eareful consideration, a limitation of $12,000 could appear fairly in
significant but it is this appearance that makes it necessary to consider the full,
long term effect of such a provision. We are certain this provision would be the
begipning of trend that would eliminate home ownership from the grasp of many
American families. We do not believe this is the intended goal of this Committee
and we would hope that you would consider these ramifications. before making
any decision on this provision. :

INDIVIDUAL MXFTREMENT ACCOUNTS

The Tax Return Act of 1975 contains two provisions dealing with individual
retirement accounts. Section 1501 authorizes a tax-free rollover of distributions
from a terminated pension plan and Section 1502 involves a limited employee
retirement account that would supplement an individual's pension plan up to a
maximum coatribution amount. . , _ v

Unfortunately, a significant number of cases have occurred where employers
have terminated pension plans and distributed their assets even though the
employeqs continue to work for the same employer. This occurs often when a
company s acquired by another corporation and becomes a subsidiary or where
& company's profits are low for a year or two and the employer 18 not making
& significant contribution to its employees’ pension plans. As a result, employees
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receive large distributions and acquire tax lability on the full extent of the dis-
tribution. This provision would allow such a distribution to be placed in another
pension plan or IRA without addition of tax consequences and thus vetaining
the full benefit of one's pension benefits to which he is entitled.

We feel that this provision is essential. In most cases employees have no control
over the termination of thefr pension plan and without this tax free rollover,
the individual is taxed to the full extent of the distribution as if it were income,
In order to qualify for a& tax free rollover, 100 percent of the distribution must be
contributed to another plan or IRA within 80 days after it is received. Therefore,
the employee would receive no immediate benefit from the termination of the plan
and his full accrued benefits would be set aside until retirement, just as they
were originally intended when the plan was established.

We believe that this result is completely consistent with the spirit of the pres-
ent pensfon law and the inclusion of this provision would remedy a very inequita-
ble situation that now exists. This inequity was recognized by the House and this
rollover proyjsion was made retroactive through July 4, 1976. We wholeheartedly
suppor?b 1ihls retroactive effect and hope that this provision is enacted as quickly
as possible, ‘ C - ‘

Bectfon 1502 authorizes a supplemental or Hinited employee retirement account.
Under preseént law, no contribution deduction is allowed to an individual for a
conitribution to an IRA during a taxable yeat, if, for any part of the year, he
was an activé participant in a qualified pension plan. Bveén though the benefits
provided by such & plan may be less than the maximum amount he could provide
for himself under an IRA, the employee is not allowed to make up the difference
by making deductible contributions to his owh plan or to an additional IRA.

By allowing such additional contributions up to an aggregated maximum this
provision would. eiminate the problems employees face when employers make
pension conmbutlons dependent an profit levels or. when coatributions are. less
than the maximum amount contributable. PR N .

The additional flexibility that these provisions would allow through IRA
rollovers and additional deductible contributions should.provide a substantive
fncrease in the motivation of individuals to establsh 1RAs and to get the most
out of avallable pension programs. We think this is an admirable goal and the
effect. of the.inclusion of these two provisfons should be better retirement fi-

nancial planning for all individuals.
INVESTMENT TAX CREDIT _

The National League strongly supports the four-year extension of the 10 per-
cent investment tax credit. There i3 & clear need to provide a continuing stimulus
to the economy by maintain the investment credit but just as there is a neces-
sity to mafntain the increased rate of credit on investment which was accom-
plished in the Tax Reduction Act of 1975 there s a similar need to make this
credit available on an equal basis for all taxpayers.

Under present law, the amount of investment credit which a thrift institution
may claim is B0 percent of the amount which s allowed for other taxpayers under
comparable circumstances. This limitation is largely historic and the arguments
cited at the time supporting the enactment of this discriminatory treatment in the
Revenue Act of 1 o longer applicable. '

Prior to 1962 the thrift industry received a bad debt allowance equal_to 100
percent of taxable income. The Revenue Act of 1062 reduced this bad debt allow-
ance to 60 percent of taxable income and Congress was concerned that with the
fnelasion of a full investment tax credit for thrift institutions would result in an
inequitabje tax savings to thrifts, ,

Thus under the law as it then existed, a savings and loan association which
claimed the full bad debt allowance could conceivably eliminate much of its
remaining tax burden through the application of the full investment tax credit,
In contrast, other taxpayers which did not have the special bad debt allowance
available to them, would, at least, be ablinto offset a smaller percentage of their
tax burden through application of the investment tax credit. I would like to
emphasize that no similar rule has been applied to commercial banks, even though
:gese institutions have had the bad debt reserve allowance available to then: over

@ years, ’

Circumstances have radically changed since 1062. The Tax Reform Act of 1969
drastically cut back the amount of the bad debt reserve deduction allowed to thrift
{nstitutions and reduced, in several respects, the base upon which the bad debt
reserve allowance was caiculated.
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As I mentioned in m7 digcussion of the mortgage interest tax credit, the bad
debt allowance for 1975 will be 45 percent of taxable income and this amount
will phase dowpn to 40 percent by 1979 Thus thrift institutions are much more
nearly on a parity with other taxpayers than in 1962 and only receive one half
of the investment credit available to commercial banks who now pay almost
one half the effective income tax of savings and loans.

Not only has the situation changed with respect to the bad debt allowance
but the demand for expensive equipment has expanded since 1962.

Computers and other expensive equipment were not used extensively by thrift
institutions in 1962, The need for these machines has grown at an exponential
rate since that time. Indeed, the advent of Electrnoic Funds Transfer Systems
(EFTS), suggests that the amount of the investmenut in tangible personal prop-
erty by thrift institutions will constitute a formidable expenditure over the
next decade. : :

During the same period from 1962 onward, the asserted differential in tax
burden between banks and thrift institutions has been eliminated. In fact this
differential has reversed. Banks, however, have available the full investment
credit, Enactment of the proposed legislation which we have attached as an

. addendum to our statement would not only eliminate this gross inequity be-

tween banks and thrift institutions, but would also enable savings and loan
associations to utilize the investment tax credit for the purpose for which it
was Intended—to purchase the equipment and thereby furnish employment and
capital to the affected industries.

MINIMUM TAX

The minimum tax was enacted in 1960 as an attempt to close up tax loop-
holes enjoyed by wealthy individuals that were escaping taxation.

Savings and loan associations were brought into the legislation because it
was widely assumed, even by the majority of savings and loan assoclations,
that thrift institutions were escaping from having to pay their fair share of taxes
due to the bad debt deduction.

The result was, of course, that the bad debt deduction became listed as pref-
erence income within the minimum tax law.

We strongly believe that Congress erred in 1960 by including the bad debt
allowance in the base of computing the minimum tax, while at the same time
leaving out tax exempt securities from that same base.

The consequence of this action was that the impact of the 1900 law created
A rerfous inequity between savings and loans, on one band, and commercial
banks, which invest substantial sums in tax exempt securities. In that year,
the minimum tax paid by savings and loan associations totaled $21.4 million,
Commercial banks’ minimum taxes totaled $1.7 million.

Thrift institutions do not have avallable, and do not seek, speclal allowance
which reduce tax burdens such as leasing arrangements, large investments in
munlcipal securities, or foreign tax credits. Thrift institutions, on the other
hand, are the principal suppliers of mortgage credlt in this country. Applica-
tion of the minimum tax as presently constituted reduces the capacity of these
institutions to fulfill this essentlal national function.

We feel the minimum tax should be revised to eliminate the had debt deduc-
tion from the base, and I have attached as an addendum legislative language
that will affect this. We hope the Commitee will make use of the Information
which we have supplied in formulating the future course of taxation for our
industry and that of the nation’s commerical banks,

ADDENDUM A

PROPOSED AMENDMENT RELATING TO MORTGAGE INTEREST TAX CREDIT

Section 1. Credit for interest from qualifying residential! mortgage loans.

Subpart A of part 1V of subchapter A of chapter 1 (relating to credits allow-
ahle) is amended by renumbering section 42 as section 483, and by inserting
after section 41 the following new section: :

“Section 42, Interest from qualifying residential mortgage loans.

(a) Organizations to which section applies.—*(1) this rectlon shall apply
to any mutnal savings bank not having capital stock represented by shares.
domestic building and loan association, or"coopel_'ative bank without capital stock
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organized and operated for mutual purposes and without profit which makes
the election provided in paragraph 2. “(2) An election under subsection (a)(1)
xhall be made in such manner as the Secretary or his delegate shall by regula-
tions prescribe. , -

*“(b) Credit allowed.—There shall be allowed as & credit against the tax im-
posed by this chapter for a taxable year the amount determined under sub-
sectlon (c). : -

“(¢) Determination of amount: ‘

“(1) QGeneral rule.—The amount of credit allowed by subsection (b) for the
taxable year shall be equal to the allowable percentage of the interest received
or accrued by the taxpayer described in subsection (&) (1) from a qualifying
residential mortgage loan.

“(2) Allowable percentage.—In the case of a taxpayer described in sub-
section (a) (1), the allowable percentage for purposes of this subsection shall
be 5 percent if, for the taxable year, at least 70 percent of the total assets of
such taxpayer are qualifying residential mortgage loans. If, for the taxable
year, the perctnage of assets of the taxpayer, which are qualifying residential
mortgage loans, is less than 70 percent of the total assets of the taxpayer, the
allowable percentage shall be 5 percent reduced by 4o of 1 percentage point
for each 1 percentage point (or fraction thereof) of such difference; provided
however, that the.allowable percentage shall be zero if, for the taxable year,
less than 80 percent of the total assets of such taxpayer are qualifying residen-
tial mortgage loans,

“(d) Limitations:

“(1) Bection 588 shall not apply to an organization which makes the election
provided in subgection (a). An institution which makes such election shall com-
ggte ba)n addition to its reserve for bad debts in the manner provided in Section

3(b).

“(2) Application with other credits.—The credit allowed by subsection (b)
for a taxable year shall not exceed the tax imposed by this chapter, reduced
by the sum of the credits allowable under Section 83 (relating to foreign tax
cvredits), Section 35 (relating to partially tax-exempt interest), Section 37
(relating to retirement income), Section 88 (relating to investment in.certain
depreciable property), Section 40 (relating to expenses of work incentive pro-
gramn), and Section 41 (relating to contributions to candidates for public office).

“(8) Verification.—The credit allowed by subsection (b) shall be allowed,
with respect to interest from qualifying residential mortgage loans, only it such
interest is verified in such manner as the Secretary or his delegate shall prescribe
by regulations.

“(e) Qualifying residential mortgage lnan defined : ‘

“(1) Except as provided in paragraph (2), for purposes of this section, the
term ‘qualifying residentinl mortgage loan’ means any loan evidenced Dy an
agreement which constitutes a first llen against the real property in the juris-
dictton in which such real property i8 located (provided such property is located
in the United 8tates or a possession thereof), which loan iIs either—

“A) a loan (including redeemable ground rents. as defined in Section 1053)
secured by an interest in real property which i8 (or, from the proceeds of the
loan, will become) residential real property, or a loan made for the improvement
of residential real property, provided that for purposes of this clause, residential
real property shall include single or multi-family dwellings, facilities in. resi-
dentlal developments dedicated to public use or property-used on & nonprofit
basis for residents, and mobile homes not tised on a transient basis, or. :

“(B) a loan secured by an interest in real property located within an urba
renewal area to be developed for predominantly residential use under an urban
renewal plan approved by the Secretary of Housing and Urban Development
under part A or part B of title I of the Housing Act of 1949, as amended. or
located within any area covered by a program eligible for assistance under Sec-
tion 108 of the Demonstration Cities and Metropolitan Development Act of 1966,
as amended, or a loan made for the improvement of any such real property.

For purposes of subparagraph (A), if a multifamily structure securing a
loan i8 used in part for non-residential purposes, the entire loan is deemed a
qualifying residential mortgage loan if the planned residential use exceeds K80
percent of the property's planned use (determined as of the time the loan is
made). For purposes of subparagraph (A), a loan made to finance the acquisi-
tion or development of land shall be deemed to be a qualifying residential loan
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1f, under regulations prescribed by the Secretary or his delegate, there {8 reason-
able assurance that thé property will become residential real property within a
veriod of 3 years from the date of acquisition of such land; but this sentence
shall not apply for any taxable year unless, within such 8-year period, such
land becomes residential real property.

“(2) For purposes of this section, the term ‘qualifying residential mortgage
loan’ does not include—**(A) any loan evidenced by a security (as defined in
Section 165(g) (2) (C) ; “(B) any loan, whether or not evidenced by a security
{as defined in Section 165(g) (2) (O), the primary obligor on which is—'“(1) a
government or political subdivision or instrumentality thereof; “(il}) a bank
(as defined in Section 5681; or “(iii) another member of the same affiliated

group; -
o “(03 any loan, to the extent secured by a deposit in or share of the taxpayer;

or ‘ .

“(D) any loan which, within a 80-day period beginning in one taxable year
of the creditor and ending in its next taxable year, is made or acquired and then
repaid or disposed of, unless the transactions by which such loan was wmande or
acquired and then repald or disposed of are established to be for bona-flde
business: purposes, ' o oo ! Co x -

For purposes of subparagraph (B) (1ii), the term ‘affiliated group’ has the
meaning assigned to such term by Section 1504(a) ; except that the phrase ‘more
than 50 percent’ shall be substituted for the phrase ‘at least 80 percent’ each
place it appears in Section 1504(a), and all corporations shall be treated -as
includible corporations (without any exclusion under Section 1504(b)). -

“(8) For purposes of this section a qualifying restdential mortgage loan:shall
include an instrument which daring its term represents an interest in. one or
more qualifying restdential mortgage loans. The payment terms, ylelds, maturi-
ties and other provisions of such instrument may be different from those of
the underlying residential mortgages so long as the terms and provisions of
such instrument reasonably reflect anticipated principal and interest payments
on the underlying mortgages, inéluding constdération for retirements or. prepay-
ments of the underlying mortgages. = - ' o

“4(f) Carryback and carryover of unused eredits: - - - '

“(1) Allowance of credit.—If the amount of the credit determined under
subsection (c¢) for any taxable year exceeds the limitation provided hy_sub-
section (d) for such taxable year (hereinafter in this subsection referred to as
‘unused credit year'’)-such excess shall be— -

“(A) a credit carryback to each of the 8 taxable years preceding the unused
credit year, and “(B) a credit carryover to each of the 7 taxable years follow-
ing the unused credit year, . : '

And shall be added to the amount otherwise allowable as a credit by this
rection for such years, except that such excess may be a carryvback only to a
taxable year ending after [effective date]. In the case of a bank described in
Section 581(a) (2), (8), or (4) which did not make an election under Section
881(b) such excess may be a carryback only to a taxable year beginning after
December 31, 1978. In the case of a bank described in Section 581(a) (2), (8),
or (4) which made an election under Section 581(b), such excess may be a
carryback only to a taxable year beginning with or after the first year to which
such election applies. The entire amount of the unused credit for an unused-
credit year shall be carried to the earliest of the 10 taxable years to which
(by reason of subparagraphs (A) and (B)) such credit may be carried, and
then to each of the other 9 taxable years to the extent that, because of the
limitation contained in paragraph (2), such unused credit may not be added
fo: & prior taxable year to which sauch unused credit may be carried. ‘

(2) Limitation.—The amount of the unused credit which may be added under
paragraph (1) for any preceding or suceeding taxable year shall not exceed the
amount by which the limitation provided by subsection (d) for such taxable year
exceeds the sum of— - b

“(A) the amount of credit determined under subsection {(¢) for such taxable
Year, and “(B) the amounts which by Teason of this subsection, were added
to the amount allowable for such taxable year and attributable to taxable years
preceding the unused credit vear. : - : :

“(g) Credit disallowed.—The credit allowed by subsection (b) shall be denied
a taxpayer that—*(1) is formed or availed of primarily for the purpose of
obtaining such credit, or (2) issued obligations that are— -
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“(A) supported by an authority to borrow from the Treasury of the United

States, and (B) approved, at issuance, by the Department of the Treasury of
the United States. - . ]

The Secretary or his delegate may prescribe such regulations as he may deem
necesgary in ordeér to carry out the intent of paragraph (1).

“(h) This section shall not apply to a bank (as defined in Section 581) to
which Section 585 does not apply.” )

Section 2. Conforming and Clerical amendments. [comparable to 8ection 708 of
the Financial Institutions Act of 1978},

MEMORANDUM IN SUPPORT OF A PROPOSAL FOR AN OPTIONAL MORTGAGE TAX CREDIT
POR FINARCIAL INSTITUTIONS INVESTING IN RESIDENTIAL MORTGAGES

The proposed .legislation, herewith attached, would amend present law to
permit thrift institutions (mutual savings banks, savings and ioan associations
and cooperative banks) an electlon to credit against tax an amount equal to 5
percent of the gross interest income from residential mortgages earned during the
taxable year.

The bad debt reserve allowance permitted under Section 593 of present law
would be eliminated in the case of a thrift institution which elected the mortgage
tax credit. In the case of such an election, the full percentage allowance would be
avaflable if the assets of such institution (detérmined as of the close of its tax-
able year) invested in qualifying residential mortgage loans is 70 percent or

--mmore of ity total assets. If the percentage amount of qualifying residential mort-

~—gage loan of an electing-institution is less than 70 percent of its total assets

‘(determined as of the ¢lose of its taxable year), the credit percentage available
to the electing institition would be reduced by one-tenth of one percent for each
point below 70 percent. An electing thrift institution would not be denied 4 bad
debt reserve allowance, however; but would compute its additions tg the bad debt
reserve under methods now provided (in Section 585) for a commercial bank
(“the percentage of eligible loan” method or the ‘“‘experience” method).

If, on the other hand, a thrift institution does not avail itself of the residential
mortgage tax credit election, such ipstitution could continue to compute its bad
debt reserve allowance under Section 593.

The purpose of the foregoing proposal I8 to encourage thrift institutions to
make & maximum committment in residential mortgage Joans. Under present law,
the bnd debt reserve allowance (based upon a gercentage‘ of income as provided in
Bectlon 503(b) (2) phases down as follows: 43 percent for the year 1976 ; 42 per-
cent for the year 1877 ; 41 percent for the year 1978 ; and 40 percent for the year
1979 and subsequent years. It is believed that a mortgage tax credit of 5 percent
of interest income from residential mortgages will, in most instances, provide
greater stimulus than the bad debt reserve allowance authorized under Seéction
693 (b) (2) for the years 1976 and thereafter. , :

AppeNpun B o —

_ PROPOSED AMENDMENT RELATING TO TAX INCENTIVES FOR SAVERS
Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That part IV of subchapter A of chapter I of
the Internal Revenue Code of 1054 (relating to credits against tax) is amended by
inserting after section 83 the following new section:

“Sec. 34. Interest on savings.

“(a) General rule.—In the case of an individual who has received dividends
or interest on deposits or withdrawable accounts in a domestic bullding and loan
assoclation, bank, credit union, or similar thrift institution, there shall be allowed
as a credit against the tax imposed by this chapter for the taxable year an amount
equal to 14 percent of such interest or dividends.

“(h)_Limifatfons. ,

“(1) Maximum credit.—The credit allowed under subsection (a) shall not
exceed $250 for any individual for any taxable year.

“(2) Limitation with respect to accounts.—¥or purposes of subsection (a) the
term ‘deposits’ or_‘withdrawable accounts’ does not include any account with
respect to which interest or dividends are payable at a rate in excess of the
x{:x;e};ally applicable minimum rate of the institution described in subsection

-Sec. 2. The amendments made by the ﬂnt section of this Act shall
with respect to taxable years ending atter December 81, 10785, aoply only
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. | FXPLANATION ~

CREDIT FOR SAVINGS AND LOAN INTEREST AND QIVWD!" Lo

To stimulate greater investment in savings and loan aseociations and cow-
parable thrift instituttons, a credit against tax would be allgwed equal to 14 per-
cent of the amount received as interest or dividends. The aggregate amopnt of
the credit available for any taxable year to any individual could not exceed
§250. The credit is set at a 14 percent amount to equate the percentage of the
credit with the lowest applicable tax rate, The credit is thus intended to be
equitable with respect to all taxpayers and not to benefit speciglly any person
whose income tax bracket is higher than the lowest bracket of 14 percent.

To provide an absolute celling on the amount of the credit, the rule of new
section 34 authorizes the credit only to the extent of $250 for any individual
for any taxable year. Thus, a married household could receive a credit equal to
$300 per annum whether or not joint returns were filed, S

ADDERDUM C

—-

PROPOSED AMEXNDMENT RELATING TO INVESTMENT TAX CREDIT AND MINIMUM TAX

The Internal Revenue Code of 1054 i{s amended-— ‘

(a) By striking out the words “or 583" from the first sentence of Section
57 (‘a) (7) - (relating to inclusion of certaln reserves in items of tax preference) ;
and - _ ~ .

:(b) By striking out subparagraph (A) of S8ection 46(d) (1) (relating to lnvest-
ment credit limitations with respect to certain persons) and redesignating sud-
paragraphs (B) and (C) thereof as subparagraphs (A) and (B), respectively.

'(¢) Effective date~The amendments made by subsection (a) and (b) shall
apply to taxable years beginning on or after January 1, 19708. -

MEMORANDUM INX SUPPORT OF A PROPOSAL TO ELIMINATE TAX INEQUITIES
AFFECTING THRIFT INSTITUTIONS

I—THE INVESTMENT CREDIT

Under present law the amount of an investment credit which a thrift insti-
tution may claim is limited to 50 percent of the amount which would be allowed
to other taxpayers under comparable circumstances. Thus, if a bank purchases
a computer, the investment credit is available to the bank with respect to the
total amount paid. A savings.and loan association (or mutual savings bank)
which purchases the same computer for the same price, as an “organization to
which Section 593 applies,” may claim only one-half of the investment credit
avallable to the bank. The difference in treatment is largely historic and is not
Justified by present economie circumstances. The investment credit was first en-
acted in 1062 as part of the same legislation which reduced the bad debt reserve
allowance for thrift institutions to 60 percent of taxable income., Previously,
such justitutions received an allowance‘equzl;to'loo percent of taxable incowe,
Congress, at that time, was concerned that the computation of a full investment

crédit, plus a 60 percent bad debt resefve allowance, would enable a thrift in-

stitution to compound the benefits of the investment credit in a manner not con-
templated by the Congress.r- - - - T TR e o o e
Thus, under the law as it then existed, a savings and loan assocjation whict
claimed the full bad debt reserve allowance counld conceivably eliminate much
of the remaining tax burden through application of the full investment credit,
In contrast, other taxpayers which did not have ayvailable the special bad debt
reserve allowance, would, in theory at least, be able to offset a smaller per-
centage of the tax burden through application of the. investment credit. No
similar rule has been applied to banks, even though these institutions have had
available over the years special bad debt reserve calculations, . o
Clrcumstances have radically changed since 1962. The Tax Reform Act of 1069
cut back dramatically the amount of the bad debt reserve deduction allowed to
thrift institutions.® For 1073 the allowance 18 45 percent of taxable lncome and

this gmount will phase down to 40 percent by 1970. Thus, thrift institutions are

"‘—-f—‘—"'ﬁ L - . «
1 Ree 8. Rept. No. 1881, 87th Coung.. 24 Sess. 20 (1962) indicating that the limitation

Hentr o : the allow . . re-
Sy s Sinanisat b e ol oo 1 80 Sl ol

h
*The 1069 Aect also. . in se

reserve allowance was calculated, - —— ses (the ot which - bad debt
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much more nearly on & parity than in 1962. Moreover, computer and other costly
“hardware” were not used extensively by thrift institutions in 1962. The need
for; these maeh(nea ‘hag ﬁown at-an exponentia} rate since thn% tkgg. Indeed, the
anﬂclx ted adven ectronlc Funds 'Transfer - Systems ), suggests
that the amoun of @ investmernit iti tangihle’pérsonal préperty by . thrift In-
stitutions will constitute a formidable expenditure over the next decade.

During the same period from 1062 onward, the asserted differential in tax bur-
den between banks and thrift instittulons has been eliminated. Banks, however,
have available the full investmeént credit. Enactment of the legislation
would not only eliminate this gross inequity détween banks and thrif¢ fnstitutions,
but would also enable the latter to utilize the investment credit for the purpdse
for which it was intended; f.e., to purchase the equipment and thereby furnish
employment and capital to the at!ected indugtries.

MINIMUM TAX

The mlnimum tax was applied to thrift institutions (and banks) as a Trefiec-
tion of Congrers' belief that a bad debt reserve allowance in excess of the amount
nllowable on the basis of actual loss experience constituted a special preferential
offset to tax burdens. Accordingly, as part of the general conception of the mini:
mum tax legislation in 1869, that portion of the bad debt reserve allowance which
exceeded actual loss experlence was included in the minimum tax computation.

Thrift institutions do not have available, and do not seek other specigl allow-
finces which reduce tax burdens, such as leasing arrangements, large investments
in municipal securitier, or foreign tax credits. Thrift institutions, on the other
hand, are the principal suppliers of mortgage credit in the country. Application
of the minimum tax as presently constituted reduces the capadty o! these inatitu-
tions to fulgll this essential national function.

ADDENDUM D

UNADJUSYED AND ADJUSTED EFFECTIVE TAX RATES FOR MAJOR DEPOSITORY INTERMEDIARIES, BY INSTITUTION
SIZE, 1973
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The CramMAN. Next we will hear from Mr. Oakley Hunter. .

STATEMENT OF OAKLEY HUNTER, CHAIRMAN OF THE BOABi)
AND PRESIDENT, FEDERAL NATIONAL MORTGAGE ASSOCTATION

Mr. Hunter. Mr. Chairman_and members of the committes, my
name ig Oakley Hunter. I am chairman of the board and president of
the Federal National Mortgage Association, more familiarly known as

The corporation was once wholly owned and controlled by the Fed-
eral Government, but pursuant to legislation-enacted by the Congress
in 1968, it was spun off and the transition to private status was com-

Ppleted in May 1970.

86, today we are privately owned, but in accord with our Charter
Act, we are subject to certain regulation by the Secretary of the De-
partment of Housing and Urban Development and by the Secretary
of the Treasury. ,

Yesterday and last night I agonized over what to say in the time
allotted to me, I wrote out a short statement that points out our prob-
lem as it affects the housing and home finance industry. In a sentence,
I would say that FNMA 1is treated differently from all other mort-

_gafe lenders to the detrimient of homeowners. :
a

ppreciate this opportunity to comment on Senate bill 2772 which
rovides for a mortgage interest tax credit. Before doing so, however,

would like to point out that FNMA is the largest and, I might brag a
little bit in behalf of the employees of the corporation, the most sc-
cessful mortgage lender in the Nation. We have a mortgage portfolio
now of about $31 billion, and that involves about 1.5 million mort-
gages and represents financing for about 1.9 million families. In con-
trast to many other lenders, the bulk of our holdings has been used to
finance homes for families of moderate- and middle-level incomes.

It has been a great puzzle to us, therefore, why as a matter of public
policy the income tax laws discriminate against FNMA and thus
against the home financing efforts of our customers, the originators
of mor . These originators include mortgage bankers, the sav-
ings ba S and L’s, life insurance companies, et cetera, which sell
mortgages to us in the secondary market. I

Among all of the major mortgage lenders only FNMA pays taxes at
the full corporate rate of 48 percent. Mugb,e that was because -the
Con originally felt it was the best method of impressing upon us
the act% ithat we were to be private rather than a Government-owned
corporation. . ; . , -

he Federal Home Loan Mortgage Corp., sometimes referred to as
“Freddie Mac,” our cousin, or our brother as is sometimes said in jest,
i8 & private entity chartered by Congress in 1970 possessing the same
statutory authority as FNMA, and 1s totally tax exempt. That is a
privilege we are not requesting. The savings nnd loan associations en-
Joy a special provision, their reserve for bac <iebts which in effect per-
mits them to pay Federal income taxes at a rate of about 25 percent,
or a little more than half of what FNMA lsmys. The commercial banks
pay taxes ]}:t a rate of about one-third of what we pay, about 15 percent.
e bulk of their lending is not in residential mortgages but is for
other purposes, mainly commercial loans.
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From the standpoint of public policy, the significant point about
this discx?minutiorln)oin the %)ax lawporelaws to its ultimate impact on
home buyers and also on homebuilders. Since we must pay Federal
taxes at the full 48-percent corporate rate, there are no tax benefits
that we can pass on to homeowners in the form of reduced interest
charges as can these other mortljge?e financing institutions.

This discrimination can be reduced in one of two ways. Pussa;;e of
S. 2772 with an amendment including FNMA would help. But if the
committee does not see fit to enact the mortgage interest tax credit at-
thig timeﬁrity with the thrift institutions could be achieved by pro-
viding FNMA with the same type of 'i;\gecial bad debt reserves as that.
now enjoyed by those institutions. This tax treatment for FNMA
would be lf')rospective only. It would not apply to our existing portfolio
of $31 billion. _

-As o result, th: revenue impact would be $10 million for the year.

There have been three major arguments raised against this proposal.
First, it is argued that FNMA s charter allows it to deal only in mort-

ges and being a captive, it needs no incentive to buy such
mstruments. '

I think that this ignores the fact that there are others that are also
captive who are not disadvantaged by the tax laws.

he Federal Home Loan Mo Corp., as I said, is fully tax ex-
empt. In addition, the savings and loan assoclations must invest, as was
stated by the previous witness, a certain stated percentage in mort-
and other qualified assets to receive the favorable tax treatment

of their bad debt reserves. L

Second, it is being suﬁted that the special tax treatment for the
thrifts is related to the that they are depository institutions, that
is to say, they have savings accounts, while FNMA does not. We raise
our money in the capital market through the sale of debentures and
short-term discount notes.

But I fail to see the relevance of this argument. The favorable tax
treatment is to encourage home construction and ownership, not to in-
crease the rate of return to the depositors. The home buyer benefits
only if the favorable tax treatment is passed on to mortgage borrow-
ers. Moreover, other nondepository institutions such as life insurance
companies would be given the mortgage tax credit under the legisla-
tion 1l)roposed.

Third, it is said that FNMA would not pass on such benefit partly
because we are privately owned and a_profit-oriented corporation.
Well, so are many other institutions which get special tax credits.
Moreover, this argument ignores the fact that many savings and loan
associations are stockholder-owned and their number is growin%;
There have been conversions from Federal mutuals to State stoc
companies. :

In addition, unlike those institutions, one-third of our directors, 8
of the 15, are appointed by the President of the United States for 1-
year terms to represent the public interest on our board. OQur dividend

ayments to stockholders are subject to review by the Secretary of
ousing and Urban Development. A proposed dividend can be vetoed
by the Sectetary if there is 8 determination that it is unreasonable,

Therefore, the pledge of our board of directors which was made
April 26th last year, by resolution unanimously adopted, to pass on
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as much of any tax benefit as is consistent with our charter, because
we have to be self-supporting and we have to operate with our own
funds, would, in contrast with thousands of privately owned or man-
aged thrift institutions, be under the constant surveillance of respon-
sible Federal officials and public interest directors. -

oSoean;\tor Gravew (presiding). Thank you very much. Senator Pack-
w

Senator Packwoon. Your charter requires you to invest in home
mortgaﬁaa? ) i

Mr. Huntzr. Yes, We can also buy mortgages on hospitals, nursing
homes, and so forth, where the mortgages on such facilities are insured
by the Federal Housing Administration. .

Senator Packwoon. YWhat is the principal source of your capital?
Who buys your stock ¢ :

Mr. HoNTER. Our stock is purchased in the first instance mainly by
the institutions and individuals who sell us mortga%;as; We have had
some public sales of our stock, but mainly the initial buyers are the in-
stitutions selling mort%ges to us. -

Senator Packwoon. Do they have to buy some of your stock ?

Mr. HUuNTER. Yes; there is a requirement that at the time of the sale
of mortgages to us, they must purchase stock with a value roughly
egui}ra]ent to one-quarter of 1 percent of the unpaid principal balance
of the mo . N :

Senator Ag::woon. You raise the argument that FHLMC is not
taxed and in essense does the same thing you do, and the S, & L.’s do
the same thing and they get the tax break. The argue, why should we
give you a tax break, you are not like the S. & J..’s you cannot go some-
place else even if Kou wanted to. You have responded to that. I guess
the question is, why do we nced you at all? (sLaughter.]

Mr. Ho~nter. That (qtestiml has been asked before. :

Senator Packwoon. What function do you fulfill that would not be
fulfilled if you did not exist ¢ ' |

Mr. HunTER, We are by our charter a supplemental source of mort-

_ gage credit. We provide liquidity in the secondary market. We act

when traditional sources of mortimge credit are in short supply. We
have been called upon continually, more heavily when there is a
serious credit crunch.

But even in normal times we are called upon because the country
is capital short as far as providing residential mortgage credit at
interest rates which home buyers can afford to pay. Last year our
purchases of mortgages, for example, ran about $4.2 billion, I think
the fact that we now hold $31 billion in mortgages is the clearest -
evidence of the need for our services.

Senator Packwoop. Why are you of any help on interest rates?
You are a private corporation, private stock, you have to maintain
solvency. How do you manage to be any kind of a deterrent to higher
ég:o;rest, rates or a help toward lower ones if you want to phrase it

way. - :

Mr. Honter, Well, I would say that both FNMA and FHLMGC
have done a great deal to improve, to build up, the national secondary
mortgage market for FHA, VA, and conventional mortgages. We
have bgen mainly responsible for the creation of what is now the

o)

beginning of a national secondary market in conventional mortgnges,
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I think that both institutions by -reason of supply and demand, by
reason of our availability, have had a downward effect or pressure
nationally on 'mort.gaie mteliest

Now, a8 far as the Federal N. 1 g i
cerned, it has been our stated policy, and it i a policy to which we
have adhered, that we do not maximize profits to the detriment of
the national interest. We do not take advantage of the situation when

atjonal Mortgage Association is con-

nio o money is short and exact the last dollar from the home
buyer. We have throughout our history as a private corporation done
everything we can to help the residential mort market even to

the extent of buying to the greatest extent possible section 236 sub-

sidized mortgages at preferential rates but at the same time main-
taining the re(zuxrements of our char&fr that we remain a viable, sound
business firm ¢hat can continue in the future. . .

And I think we have been successfu] in that regard.

Senator Packwoon. If you are a Krivate corporation and you have
stockholders, albeit in many cases the people that e'ou loan money to
or bu mortgs(,lgea from, why does the Government have members on
your goard and why do you have to have Government approval before
you declare nﬁvidends hat is your connection with the Government
that requires that kind of nexust : )

Mr. Hunter: That is, of course, a part of our charter which is an
act of Congress. The corporation by Charter has a public purpose
which I think has been manifested in an important way. That is in
the purchase of mortgages to finance the section 235 single-family and
the seotion 286 mukifamily subsidized programs for low- and mod-
erate-income families. Of the 236 multifamily mortgages, we ended
up purchasing 90 percent of all these mortgages. We dx(i that at a
time when they were offered for sale to any other lender in the United
States on the same terms, and yet we bought 80 percent of them.

Senator Packwoon., Well, the answex to my question then—-

Mr, HUNTER, the dividend— - S

Senator Packwoop [continuing]. As to why you have five members
appointed by the President, you are saying simply because the charter
says to. . o

Mr. HonTen. Yes; and that is determined ¢o be in the public interest
to make sure that the company acts beyond what an ordinary private
company would do. We feel that we have fulfilled that,

ow, under our Charter Act, the Secretary of the Department of
Housin} may establish mﬁﬂntlons to insure that the purposes of our
charter are accomplished. Also, and dividend payments to stockholders
ave subject to review by the HU D Secretary. At the present time our
dividend return to the investor is about 5 percent. Also, the fact that -
today the price of our stock, on the New York Stock Exchange, is only
slightly higher than it was 3 years ago indicates that we are not in any-
way taking advantage of the situation, but that we are doing our best
to be a supplemental source of mortgage credit, This, I think, is abso--

- Intely necessary if we are going to meet a national housing goai of more

than 2 million housing starts a year, if we are going to keep up with the
1.6 million new household formations, plus replacing housing going
outt of inventory on account of obsolescence, public construction, et
ceters. ‘ - ‘

. Senator GraveL. Senator Fannin{ .
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" Senator FANNIN. Thank you, Mr. Chairman. S :
Mr. Hunter, one of the %eat'reasons I understand for FNMA is to
have volume of funds available arid at reasonable rates. Those are two
functions that we aré lookinﬁ for as far as the need existé today ahd
has in the past and will be in the future. : ' | :
Mr, HonTer. Yes.© o L
iSenatog FannIw. Is that not the greatest reason for FNMA being in
existence 3 ' , .
Mr. HunTeR. Correct. And we feel that with the morr:ﬁuge-tax credit
or the bad debt reserve, we would be in a position to reduce our yields
on mortgages for thé benefit of a home buyer and still make roughly
the same bottom line. ’ ‘ ' -
Senator FaNMN. I share some of the concerns of the Senator from
Oregon ; you say that you loan‘sbout 90 percent when we talk about the

“Jow-income housing, and 236 mortgages and all. What about the posi-
" tion we are in today in relationship to those mortgages that you are

discuesing? Do we not have a treméndous number of those homes that
you have had to foreclose ont What is our record now on 236 and the
mortgages that have béen in existence over the past few {eq,rs 7

Mr, HoxTeR. I do not have in mind the exact default rates or fore-
closure rates on these two programs. They are above the rates for non-
subsidized housing i most respects, although in certain areas—Metro-
politan New York, Chicago, Philadelphis, in the innér citigs—the
default and foreclosure rates are running higher than ——--

Senator Fanyin, Higher than—— ' S )

‘Mr. Honres, [eontinuing). Just as high as section 285 and section
236. It is more reflective of & social conditions than of the programs.

Senator FANNIN. I understand.-I will state that we receive many
stories about it, and usually they are giving the examples that may be
the exceptions to the rule, I mean to your overall work, but there are
some very deserving reports coming through regarding those mort-
gages. That ig why I was anxious to ask the question. '

One of the deterrents to purchases as far as complaints 6f buyers has
been that it was not the interest’rates necessarily, but the points
charged, You say you pass on benefits and give favorable interest rates.
}‘Vou d this alleviate some of the problems you have on points charged

or mo _ : S '

Mr. HonTer. I think that is really another problem, but it is a part
of the overall problem of the cost of housing. I can give you a brief
example here of what could halggen on a $35,000, 80-year mortgage if
we were given either the tax credit or the bad debt reserve. Assume a
mortgage interest rate of 8 percent. That could be reduced to 7.78 per-
cent 1f we had the bad debt reserve, and could be dropped to 7.62 per-
cent if we had the advantage of the tax credit. In terms of the pay-
ment of interest over the life of the loan, in the case of the bad debt
reserve it could save the homeowner roughly $2,000 in the case of the
bad debt reserve and about $3,300 in the case of the tax credit. That is
assuming that we passed on the entire tax benefit. .

Senator FANNIN, Yes, .

Mr. HoNTER, It is the intention of the company, it is our established
policy to do this to the greatest extent possible. We could suffer finan-
cial reverses and have to build up our equity again. We now have about
a 84 to 1 debt-equity ratio. If we had serious reverses or because of some"

L
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turn in the econginy, we could not guarantee the pass-on, but on the
other hand, and I made the point earlier, it has always been the policy
of the company not to maximize profits not to take advantage of a
particular situation but to maintain our profit at such a level as will
maintgin our viability and long-term soundness. Beyond that we do
what we can to keep interest rates down.

- Sénator FanNiN. Thank you, sir. _

Senator GRAVEL. Senator Byrd? | : _

Senator Bxro, What is the eﬁectivti interest rate now, Mr. Hunter?

Mr. HunTER. In our April 8 biweekly auction; our average yield was
9.049. On the FHA-VA, 8.987. Most of these mortgages will have-
either § or 10 percent downpayments which, of course, means that the
yields would be slightly above those on mortgages having a 25-percent
equity, We-buy from all over the United States. Offers to sell mort-
gages to us come in from all 50 States, from remote areas, from the
1;1ner c_}ilty. Oursisa n:{iona), average, and, gfl course, wga}éiave a sigm-
tion where in a ial case, a savings and loan association. making
aloantoa custonslle):c could come below that. I think maybe some mort-
gages are now being made around 8.5 or 8.75 percent.- e
_ gienutor Byro. Roughly 9 percent, say. : o

r, HunTER. Yes. .. o
.- Senator Byro. Looking ahead now, how do you envision the interest
rates 12 to 18 months from now{ - \ .

Mr. Huxrer. Our forecast—and like everybody else we could be en-
tirely wrong when the time comes—is that as the economy accelerates
during the balance of this year and into 1977, with more demands for
eredity and with more activity in all fields, there will be a slight in-
creage in the mortgage interest rates and in long:term rates génerally.
I think it is estimated that our rafs of inflation for 1976 will be ahout
6 percent; and perhaps the same amount, h;zefully lower, in 1977.
But with a 6-percent rate of inflation, it is difficult to get rates much
below 8.5 on the average, but closer to § percent really, | SIS

Senator Bxrp, So yon foresee a slight increase in interest rates for,
say, 1977¢ '

r. HuNTER, Generally speaking, yes.
. Senator Byrp. I would think so, and with the Government going
into the money markets as heavily as it will be, even heavier than
now, in the latter part of 1978 and 1977 and going on into 1978, will
that not have an effect on interest rates, toof _

Mr. HonTeR. Correct. By virtue of the law of supply and demand,
as the demand increases, that, of course, creates an upward pressure
on interest rates, both short term and long term. ‘

Senator Brro, As I visualize it, it is very unlikely that interest rates
will be coming down, and indeed it is very likely that the rates will
be ﬁomﬁup to some extent. I assume that is your view alsof

r. HonTeER. Yes; but we feel with the advantage of either the
bad debt reserve or the tax credit which is now available to other in-
stitutions, we could be effective in reducing market interest rates.

Senator Byrpo. Thank you. :

Senator Graver. Thank you very much, Mr. Hunter.

Mr. HunrTeR. You are welcome.

[The prepared statement of Mr. Hunter follows:]

60-460—76——pt. 5——8
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STATEMERT oF OARLEY HUNTER, CHAIRMAN OF THE BOARD AND PRESIDEXT,
FEDERAL NATIONAL MORTGAGE ASSOCIATION

S SUMMARY

1. FNMA asks the Senate Finance Committee to act favorahly on legislation
that will benefit home buyers and the housing industry by giving it tax equality
with other long-term mortgage financing institutions.

2. FNMA seeks approval of and inclusion in mortgage interest tax credit
provisions of the “Uniform Tax Treatment of Financial Institutions Act” (8.
2772) or the extenslon of the special bad debt reserve provisions of the Intcr-
nal Revenue Code (Sec. 593) to it on the same basls as that now enjoyed by
the thrift institutions. '

8. FNMA, it granted tax equality it seeks, will, to the extent possible but
consistent with {ts Charter Act, pass on this tax benefit to the homeowners whose
mortgages it buys, thus reducing their costs and ereating some downward pres-
sure on residential mortgage market interest rates generally. ‘

4. *NMA is a private compény, chartered by the Congress, to purchase, service
and from time to time pell residential mortgages. -

5. FNMA now pays full corporate income taxes—the only secondary market
facility to do so. The Federal Home Loan Mortgage Corporation, a federally
chartered private corporation with the same statutory authority as FNMA, is
tax exempt; the savings and loan associations pay federal income taxes at a
rate about half that of FNMA'; the commercial banks even less.

6. FNMA will experience further, discriminatory tax treatment if the mortgage
interest tax credit is enacted and it continues to be excluded. Also, FNMA will be
at a competitive dlsadvantafe with all other mortgage lenders and the home bt&yer
will suffer. FNMA {tself will suffer because its ability to ralse equity and debt
capital with which to buy mortgages will be impaired, and the Treasury will still
’suﬂer,a losg on-tax revenue becaunse of ‘the reduction in FNMA's business and
ncome, , ‘ . : e S ;

7. FNMA’s present mortgage portfollo totals about $31 hillion, one-fourth of
which: involves. féderhlly assisted housing' for moderate income faiilles, The
average governmeént-backed mortgage that FNMA bought in 1076 was about
$26,000: the average conventional mortgage about $34,000. - ‘

8 FNMA contends that the legislative background of the special bad debt re-
serve supports 1ts being extended to FNMA. With such a reserve, FNMA can
make morfgage money available at A" lower rate to the home buyer and this
lower rate wiil have a downward effect on the mortgage market itself,

9. FNMA suggests that the sapeelal bad debt reserve be applied only to the mort-
gages it buys after December 81, 1075. FNMA estimates the impact on the Treas-
ury at $10 million for calendar 1976, and $14 million in calendar 1977,

STATEMENT

Mr. Chairman, and Members of the Committee. I am Oakley Hunter, Chair-
man of the Board and President of the Federal Natlonal Mortgage Association
(F'NMA). I appear before you today to ask this Committee to act favorably on
remedial legislation that will heenfit home buyerr and the housing industry by
{:ht':ng our.company tax equality with other long-term mortgage financing insti-
utions. ' . ’

Specifically, FNMA urges this Committee to approve the “Uniform Tax Treat-
ment of Financial Institutions Act” (8. 2772) containing & new mortgage interest
tax credit that includes FNMA. FNMA feels that both legal and marketplace eon-
siderations dictate that It be treated the same as any other taxpayer and that {t
should be included along with all other taxpayers as eligible for the mortgage in.
terest tax credit. An the legislation i8 now drafted, FNMA is the only taxpayer
specifically excluded, ot : : . :

It the Committee doer not act favorably on the mortgage interest tax credit.
FNMA asks this Committee give it the same type of special bad debt reserve as

that now enjoyed by the thrift institutions.

FNMA to pass on any taz beneAts to home buyers ) : .

If FNMA is given either the mortgage interest tax c¢redit or the special bad debt
reserve, we will, to the fullest extent practicable but consistent with our Charter
Act, pass this tax benefit on to the homé buyers whose mortgages we purchase.

t
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Simply stated, with either the tax credit or the special bad debt reserve FNMA
can lower its yield requirements and thus better the price at which we commit on
and buy mortgages. This will obviously benefit home buyers, particularly those
of moderate income because this is the market that FNJMA serves,

It is frequently argued that FNMA's yleld requirements tend to serve as an
indicator to other mortgage investors. If this is so, tbis legislation can have a
beneficial effect on the entire mortgage market because our yleld requirements
and pricing can be improved in favor of the home buyer.

FNMA can and will, as 1 have said, pass the benefita of this tax change on to
tbe home buyers. Our Board of Directors adopted a resolution to this effect on
April 28, 1976. That resolution s still in effect and FNMA management is, of
course, committed to this objective. FNMA has always in the past carrled gut not
only the letter of its federally enacted Charter Act, but the spirit and Intent of
that legislation as reflected in legislative history.

In addition, the Secretary of HUD has general regulatory power over FNMA
as 1y necessary and proper to insure that the purposes of our Charter Act are
accomplished.

Krplanation of FNMA—chat it 18 and what 1t does

Since this is FNMA'’s first a;apearanee before this Committee, it might be helpful
it I were first to describe briefly what our company is and what it does, and then
present our arguments for tax equity. )

FNMA is a federal chartered, but privately owned and managed corporation.

- It purchases, services, and from time to time sells mortgages on residential prop-

erties. As of December 31, 1975, FNMA's net mortgage and loan portfollo totaled
almost $31 billion, representing housing for approximately two million famtlies,
FNMA does not make mortgage loans directly but rather purchases large blocks
of mortgages originated by others when primary lenders are short of funds, It
thus provides supplemental liquidity for the secondary market in residential
mortgages. It is the nation’s largest single supplier of funds for homes and apart-
ments and during most years is the nation’s largest borrower except for the
United States Treasury. The corporation 18 entirely owned by private stockhold-
ers. Its stock 13 publiclv traded and is listed on the New York and several of the
regional stock exchanges. ' . S :
‘Even though FNMA gets no Congressional appropriation or federal subsidy
and is fully self-supporting, it is the largest slnglle provider of funds for residen-
tial mortgage fAinancing for low and moderate income families. We provide no

subsidies. The Department of Housing and Urban Development does. We-con-

centrate on buying mortgages on modest priced housing, Thus, we have bought
as much as 90 percent of all the mortgages insured under HUD's so-called
Section 236 moderate rental housing assistance program. Mortgages on govern-
ment-assisted housing constituted one-fourth of FNMA’s portfolio as of m-
ber 81, 1975, an important contribution to the provision of homes and apart-
ments for moderate income famlilies. The average government-backed single
famlily mortgage. (FHA-insured or VA-guaranteed) which FNMA purchased in
calendar 1974 was aebout $22,600; in 19756 it was about $26,000. The average

conventional mortgage FNMA purchased in 1974 was about $27.500, and in 1975

it was almost $34,000. In today's market, this dollar range makes it clear that
wo are & major source for financing housing of moderate cost. .
" FNMA pays full federal corporate income taxes—the only secondary market

facility which does so. FNMA {8 owned by its stockholders and is privately man-

aged but is subject to certain federal supervision and regulation. Our Charter
Act provides, among other things, for the following: - . L
1. Five of the fifteen members of the FNMA Board of Directors are appointed
by the President of the United States. : L
2. Cash dividends on the common stock may not exceed a rate determined
from time 10 ¢ime by the Secretary of Housing and Urban Development to be a
fair rate of return after consideration of the current earnings and capital

condition of FNMA., ’

8. Seturity issues by FNMA must be approved by the Secretary of Housing
and Urban Development. issuances ot debt securities must aleo be approved by
the Seécretary of the Treasury. - ’ o o

4, The Secretary of Housing and Urban Development is granted general regu-

* latory powers over FNMA with autbority to promulgate rules and regulgtions

to insure that the purposes of our Charter Act are accomplished.
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FNMA tao status—a summary from 1988 to date

TNMA was organized in 1988 as' a government corporation and thus was
exempt from' federal income tax. This tax exempt status remained until 1954
when FNMA was reorganized. In this reorganization FNMA became a4 mixed
ownership government corporation and its Secondary Market Operations were
begun. FNMA became obligated to make a so-called “tax equivalent” payment—
the payrient of an amount equal to the federal corporate income taxes on its
Secondary Market Operations which it-would have had to pay were it subject
to federal income tax. In 1868, when F'NMA's ownership became entirely private,
it was treated for feggral income tax purposes the same as any other non-
specialized taxpayef. Thus, FNMA has no f al income tdx treatment such as
the 1al bad debt reserve that is avatladle to other mortgage investors, such
as the thrift and banking institutions. ‘

FNMA'’s non-specialized federal income tax treatment continues to the present
time despite the fact that other entities performing functions similar to those at
FNMA have a different tax status. FNMA is currently taxed at an effective tax
rate of 48 percent, far in excess of the effective tax rate applicable to any other
substantial residentfal mortgage lender. The Federal Home Loan Mortgage Corpo-
ration, a privately owned corporation created by the Congress in 1070 and whose
stautory authority almost exactly parallels FNMA's, is exempt from all income
%ﬁi&A The thrift institutions have an effective tax rate of about half that of

Accordingly, 1f under S. 2772 all other taxpayers are glven mortgage interest
tax credit and FNMA continues to be excluded, the current discriminatory tax
treatment will be further exacerbated. : o

If in the tax bill to be reported to the Senate by this Committee a mortgage
jnterest tax credit is included, we contend that as & matter of equity and because
of marketplace considerations FNMA should be included as a taxpayer eligible
for the tax credit, An amendment to accomplish this objective is set out in
Attachment No. 1, L . -

The “Uniform Tax Treatment of Finanolal Institutions Act"—FNMA 18 excluded

The proposed “Uniform Tax Treatment of Financial Institutions Act” (8. 2772)
was originally included as Title VII of the “Financial Institutions Act of 1975”
(8. 1287& iaq that bill was introduced in and reported to the Senate.

Title VII of §. 1267 as proposed by the Administration gnd 8. 2772 contain
changes in the tax 'treatment of financial institutions, The sury, in its re-
lease of March 10, 1975, states the “purpose {s threefold: (1) to assure a steady
flow of funds jnto housing; (2) to achieve a tax neutrality by providing that the
income from a given asset will be subject to the samé tax grovlgions, regardless
of the type of financial institution holding the asset; and (38) to place competing
institutions on an equal footing.” The proposed exclusion of FNMA from the
mo{:sage interest tax credit would yiolate each of these aspects of the legislation's
sta urpose, ‘

Secti%n “;0? of 8. 1267 and Section 7 of 8. 2772 provide that the proposed tax
credit shall be denied a taxpayer that issues obligations that are “(A) supported
by an authority to borrow from the Treasury 6f the United States, and (B) ap-
proved, st issuance, by the Department of the Treasury of the United States.”
(8. 1267, p. 80, lines 14-15, 18-22; 8. 2772, p. 24, line 285 to f 25, line 4)

FNMA {s the only taxpayer to which the exclusion would apply, and indeed,
it appears that the exclusionary language was drafted with the intent{on of ex-
cluding this single taxpayer from a credit to be available generally to all other
taxpayers. -

Apparently FNMA was omitted because of an imgresslon that its special status
as a federally-chartered secondary mortgage market facility and its large size
would enable it to absorb discriminatory tax treatment without a cant
change in earnings or in its ability to provide liquidity for the residential mort-
gage market. This is not correct. There will be either a significant loss of income
thereby reducing the income tax that F'NMA pays, or a significant loss of effec-
tivenees in serving the bousing consumers, thereby undermining the very pur-
pose of the legislation, I will return to the reasons why this is so,

FNMA's special status and its size are entirely irrelevant to the merits of this
tax igsue, This becomes apparent if each of the several differefices between
FNMA and other major mortgage lenders is examined in the light of economic
realities. Although these differences are interrelated, for purposes of clarity they
will be treated separately.
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1. FNMA's size.—~FNMA's net morigage and loan portfollo totals almost $31
billion. There have been periods in the past, fortunately brief, when the gross
vield from mortgages being purchased to support the market was leas than the .
cost of the borrowings made necessary by those purchases. FNMA borrows in
competition with the Federal Home Loan Bank System, among others, and must
pay competitive rates. Further, despite its size, FNMA is not as large as some
other mortgage investors that would be made eligible for the tax credit. )

2. Treasury borrowing authority.—Subject to specific requirements, FNMA

can borrow up to $2.25 billion from the Treasury. It has been suggested that this -

horrowing authority (often referred to as a ‘“Ireasury backstop”) adequately
compensates for the proposed discriminatory tax treatment in the pending legis-
lation. The realities are to the contrary. In the past, when FNMA was much
smaller, this backstop authority was very important to its standing, Thus, in 1057,
when the borrowing authority was increased to $2.25 billion, FNMA's outstand-
ing debt was only $1.1 billlon as compared to December 81, 1975 almost $30 bil-
lion. The borrowing authority now provides only a minor contingent benefit, espe-
cially since it is available only at the discretion of the Secrefary of the Treasury,

Also, this horrowing authority has not been used since 10690 when FNMA was
still in transition to the status it achieved in May, 1870, as a privately-owned and
privately-mnanaged corporation. We have consistently so conducted our affairs as
to t:mrl;e it unllkely that we will again actually use the Treasury borrowing
authority. .

Finally, any relevance of the $2.25 billlon borrowing authority to the proposed
discriminatory tax treatment is difficult to grasp in light of the fact that the sav-
ings and loan industry (which would be eligible for the mortgage intereat tax
credit) has access to a Treasury borrowing authority of $4 billion through the
Federal Home Loan Bank System. In a very real sense, then, any addition to the
already discriminatory tax treatment. of' FNMA would further discriminate
against those home buyers, particularly those of moderate income, whose mort-
gages are sold to FNMA and against those mortgage originators who mosat heav-
ily relv on FNMA, . ot : e,

8. FNMA's Federal charter.—As mentioned, FNMA Is a federally chartered
corporation, but this is in no way relevant to the propased tax -treatmeat. Our
federal charter was granted for the express purpose of. providing, including
housing for moderate income families. For reasons I will explain in detail,
our proposed exclusion from the tax credit wouyld diminish onr capacity to serve
this public purpose, It seems to us that our status as a ¢orporatipn chartered
by the Cougress and our public purpose would more logically. justify. favorable,
rather than unfavorable, tax treatment, - T TR

4. Treasury Department approvel of FNMA debt {ssusnces~The:provision for
Treasury Department approval of FNMA debt issuances does..ngt convey .any,
specinl benefit of FNMA and is not. relevant to FNMA’s income tax status,
pecause the U.B, Treasnry end; FNMA Lave in recent years heen the first and
second largest borrowers of funds in the domestic money market, it is desirable
that their borrowings be coordinated. ‘Accordingly, even in the absence of the
approval requirement, FNMA would volantarily coordinate its borrowings with
those of the Treasury to thi advantage of ail borrowers who have a stake in
maintaining an orderly credit market. But the legal requirement that we seek
Treasury's approval extends no additiomal benefit to FNMA.

Consequences of discriminatory tao treatment

Once it 1s understood that FNMA’s size, its Treasury borrowing authority, its
Federal Charter and the Treasury Department approval of its horrowings are
tndividually and-collectively irrelevant to its tax treatment, It becomés more
readily apparent why the proposed discriminatory tax treqtment, llke most dis-
crimination based on irrelevant factors, is unjust and barmful.: - - - :

FNMA now a privately owned corporation, borrows competitively and it
huys and sells mortgages competitively. To offset the mortgage interest tax credit
proposel for all other institutions but denied to us, FNMA would be placed at 4
competitive disadvantage compared with other lenders to the extent of & loss in
onr yield on mortgages of 0.54 percent on an 8 percent portfolie and a 0.61 percent
on a 9 percent portfolio. Such a differential is simply not avallable in a competi-
tive market and must come out of the pockets of the Ameérican homeowners who,
in future years, will have their housing financed by FNMA, Accordingly, if
FNMA continues to be excluded from the tax credit it would be at a considerable
yield disadvantage in relattonship to all other mortgage lenders. '
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One corporate response, in fairness to our stockholders, would be to seck a
higher ¢onipensating average ylled by changing the mix of the types of mortgages
we purchase. This would diminish our capaeity to support that segmnent of the
market that sérves families of moderate income. More than any other major
mortgage investor, FNMA has focused its efforts on financing housing for such
families. To the extent that this response is succesfully made, the purpose of
the legialation would be subverted. - et '

* Under another conceitvable alternative, FNMA would suffer reduced earnings
and the Treasury would suffer a related loss of income tax revenues. In the short
ran this would primarily affect FNMA, its stockholders and the Treasury. Before
ioug.” however, the housing consumer fould also be affected as our ability to
participate in the mortgage market would be greatly reduced by the inevitable
erosion, caused by reduced earnings, of our ability to raise equity capital and debt

capital with which to purchase more mortgages. '

Conversely, it FNMA weye entitled to the same mortgage Interest tax credit
as 18 proposed for all other mortgage lenders, its position would be basically com-
petitive, If we are made eligible, the benefits of the pruposed mortgage interest tax
credit Wwould, through the intense competition that charactrizes the inortgage
market, be passed on to the homeowners whose mortgages we purchase. This is
a8 true of FNMA's mortgage investments as it 18 of the mortgage investments of
those entities covered bythe leginlation as now drafted. i

The very rationale for the proposed mortgage interest tax credit, which justi-

_fles a loss of income tax revenues to the Treasury, should apply in the same way

to FNMA as to all other inortgage fnvestors who would be given this tax credit.
The Tfeasury Department has approved the proposed credit and has lobbied hard
for its passage. It estimates that the credit under 8, 2772 will result in a reduc-
tion of tax revenues in 1976 of $544 million and in 1977 of $618 million, Treasury
estimated that the inclusion of FNMA would involve an additlonal $70 million
of reduced tax revenues. If FNMA suffers discriminatory tax treatment, efther -
its taxable income or its effectiveness {n carrying out its purpose must neces-
sarily be correspondingly reduced. If its taxable income were to be reduced as a
result of a lower spread between income and expenses or a lower volume of busl- -
ness, then the “$70 millfon"” theoretically saved by FNMA’s exclusion would he
offset, at least in part, by a reduction in our taxable income and, therefore, in
our tax payments.

Yet another possible loss of effectiveness may result during periods when in-
terest rates rise sharply and residential mortgage credit is in short supply. Dur-
ing such periods, FNMA may simply be unable to compete in the market for all
the needed borrowings because it is unable to pay a higher interest rate on its
borrowings at the same time that it is suffering the .54 to .61 percent yleld dis-
advantage mentioned above. ‘ .

Let me {llustrate, for the benefit of the Committee, our estimate of the impact
of the proposed mortgage interest tax credit on FNMA,

ESTIMATED  MMPACT OF PROPOSED MORTGAGE INTEREST TAX CREDIT ON FEDERAL NATIONAL MORTGAGE

N ASSOCIATION :
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More than $120 million ot the $544 million revenune loss which Treasury estl-
mates to be the cost of.the mortgage tax credit in 1976 would go to commercial
banks and ingurance companies.-Yet when interest rates rise rapidly. diversified
lenders, #uch as coromerctal banks and: insurance companies, find it relatively
eu{, becauge of the diversity among their borrowers, to reduce the volume of
their residential lending in favor of.other, bigher ylelding types of loans. These
are precisely the tiines when the thrift institutions usually suffer depost outflows
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thus preventing them from making a substantial volune of additional residential
mortgage loans. These are also precisely the times when FNMA sharply increases
the volume of {ts mortgage purchases. For example, during the residential credit
shorftage of 1969-70, FNMA’s mortgage purchase activities accounted for a large
portion of the increase in funds going into one- to four-fainily home mortgages—
ndmely; one-fourth of the increase for 1060 and one-third for 1970. But even these
figutes for the two full years do not tell the whole story. The strain on the mort-
sage matket was especially severe that winter. FNMA accounted for about half
of the ‘increase 1h home mortgage loans during the fourth quarter of 1969 and
the first quarter of 1970. o R ; -
It is fronie, in the light of this history, that eligibility for a mortgage interest
tax whose financial justification is to assist the housing market, should be
denied to the one private mortgagé investor that most vigorously supports residen-
tial lending at the time of greatest need. . ‘

Special bad debt reserve—an alternative

If the judgment of this Committee is to defer acting on the provisions of
8. 2772, FNMA asks this Committee to adopt an amendment to H.R. 10612 to give
it the same type of special bad debt reserve as that now enjoyed by the thrift
institutions. The text of such an amendment is set out in Attachment No. 2.

~——By-its express provisjons our proposal wonld apply only to those mortgages -

purchased by FNMA on and after January 1, 1976. Stated otherwise, this legls-
lation would not be applicable to any part of the $30.8 billion net mortgage and
loan portfolio held by FNMA as of December 81, 1976. ‘

FNMA estimates the impact on the Treasury to be $10 million in calendar 1976
and $14 million in calendar 1977. ' )

That home buyers will benefit is the basis for the tax treatment of the bad debt
reserves of the thrift-institutions. Those institutions have argued that the bene-
fits are passed on to home buyers, and the Congress has agreed. Extending similar
tax treatment to FNMA would have a similar beneficial effect as I pointed out
earlier in this statement.

The mortgage yields required by FNMA in order to be viable as a privately
owned corporation also have a major impact upon the national mortgage market.
During periods of tight money, mortgage lenders, including thrift institutjons and
commercial banks, tend to utilize the FNMA Free Market System auction as an
{ndicator for current mortgage yields. If FNMA can operate with lower yields
and continue to be self-sustaining, the enactment of this legislation could put
a downward pressure on the yields in the national mortgage markets when that
pressure is needed most. ) :

Legislative dbackground of bad dedt reserve

In recent years Congress has given and continued a special bad debt reserve
for thrift institutions, not because of a correlation between the bed debt reserve
and the-“small saver,” perhaps the principal source of money. for. the thrift in-
stitutions, but rather because of the type of investment undertaken by the thrifts,

. Initially thrift institutions were tax exempt on the grlnci&le that a cooperative
enterprise did not generate gross income subject to taxat on,. But in 1851 the
tax exempt &tatus of the thrift institutions was changed, and they were given
a statutory. bad debt reserye, In 1962 the Congress reconsidered the had debt
reserve and; though it was reduced in amoynt, the reserve was continued because
of, among. other, things, “the peculiar risks of long-term lending on residential
real estate which is the principal function of these institutions. (H. Rept.. No.
1447.87th_00ng\2nd$ess..p.88(19&2r)23 _ , L

Further leg'léiatlve changes again reducing the amount of the bad debt reserve
allowancd. were made in 1960, Again, however, the Congress refused to abotish
the, allowance “in light of the peculiar risks of long-term lending on residential
veal estate which is the principal.function of these institutions.” (H. Rept. No.
01-418, 91st Cong., 1st Sess.,o&:lmi (1969).) e ' .

The pattern of both the 1062 and the 1969 changes clearly suggests a tax policy
which should apply to FNMA. s . '

I also want to emphasize the fact that FNMA is owned by its stockbolders
should not preclude the Congress from extending the special bad debt reserve to
it. In the report (8. Rept. No. 1881, 87th Cong., 2nd Sess., p. 42 (1962)) which
accompanied the Revenue Act of 1962 (H.R. 10650), this Committee noted the
fact that the had debt reserve would be available to “‘stock savings and loan insti-
tutions, (which) although having many of the same characteristics ag the mutual
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savings and loan association are, nevertheless, commercial enterprises more near-
ly comperable to banking institutions than are the mutugl anodﬁatlpns generally.”

‘Today we understand that 18.7 percent of the more than 5,000 savings and
loan associations are stock com and they hold about 21 percent of the ag-
gregate assets of the savings and loan business, :

In concluding, Mr, Chairman, I want to refer again to a report from this Com-
mittee in support of our argument for obtaining the special bad reeerve. In the
report (8, Rept. No, 91-682), 91st Cong., 1st Sess,, p. 162 (1989) ) this Committee
said, “There ig no reason for providing mutual savings banks and savings and
loan assoclations a& special tax benefit except for the fact that they are a major
gource of home mortgage loans, an activity which the Congress has indicated it
desires to encourage,” N

-.Mr, Chairman, we submjt that this argument {s “on all fours' with the Federal
National Mortgage Association.

ATTAOHMENT No. 1
AMENDMENT TO 8. 2772

(1) Beginning with line 22 on page 24, strike out all down through line 4 on
page 25, and insert in leu thereof: “subsection (a) shall be denfed to a taxpayer
that is formed or availed of primarily for the purpose of obtaining such credit.”,
and (2) On page 25, strike line 7 and insert in lfeu thereof “this subsection.”,

This amendment to 8. 2772, the Uniform Tax Treatment of Financial Institu-
tions Act, would permit the Federal National Mortgage Assoclation to avail itself
of the mortgage interest tax credit in the same manner and to the same extent as
any other taxpayer. . ’

’

. ATTACHMERT No. 2 . ' L
AN AMENDMENT TO H.R. 100612 ‘

On Page 661 of H.R. 10612, after line 16, insert the following new section:

“Sec, 1028. Section 593 of the Internal Revenue Code of 1954 (relating to
reserves for losses on loans by mutual savings banks, -etc.) i{s amended:—.

(1) by adding after.the word “profit” in subsection (a) the following: “and
to national mortgage associations”. ' e

(2) by adding at the end of clause (ii), as a part thereof, of subsection (b) (1)
(B) the following sentence: “In the case of a natlonal mortgage- assoclation
referred to in subsection (a), the amount referred to in this clause shall be an
amount which, when added to the amount determined under subparagraph (A),
equals the amount by which 12 percent of the total debt obligations (whether or
not siubordindted, and including trust certificates of beneficial intérest) of sach
national mortgage aesociation at the close of puch year exceeds the sum of the
capital, surplus, and yrdivided profits of sych, natfonal mortgage asociation at
the beginning of such year.”: and SR A L

(8) by striking out “‘and” at the end of clduse (iv) of subsection (b)(2) (E),
by striking out the period at the end of clause (v), and insetting *; and” in Heu
thereof, and adding the following new clause: . ‘ o T

“(vi) in the case of 4 national mortgage association referred to in subsection
(a), by excluding the income from, and expenses atftributable to, all qualifying
real property loans acquired by the taxpayer before January 1, 1978. For purposes
of the preceding sentence, the expenses attributable to such qualifying resl prop-
erty loans shall be gn amount determined by multiplying & fraction, the namerator
of which is the gross income realized during the taxable year from gnqlltyinz
real property loans acquired by the taxpayer before January 1, 1976, and the
denominator of which is the gross income realized during the taxable year from
all qualifying real property loans, by the total expenses paid or incurred during
the taxable year attributable to all qualifying real property loans.” a

‘(b) The amendments made by this section shall apply to taxable years begin-
ning after December 81, 1975. ‘ o

This amendment to section 593 of the Internal Revenue Code would grant the
Federal Mortga{: Assoclation the same type of special bad debt reserve as that

now enjoyed by the thrift institutions. ' :

* Senator GraveL. Our next witness is T, A. Dobrozsi, President, Em-
ployee Relocation Council. : *
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~ STATEMENT OF T. A. DOBR0ZSI, PRESIDENT, EXPLOYEE RELOCA.

TION COUNCIL, ACCOMPANIED BY JAY W, GLASMANN, TAX COUN.
SEL, AND H. CRIS COLLIE, EXECUTIVE DIRECTOR

Mr. Dosrozsr. My name is T. A. Dobrozsi. I am employed by Armco
Steel: Corporation, in Middletown, Ohio and am appearin before you
today as president of the Employee Relocation Council. I have with
me Mr. H. Cris Collie, executive director of the Employee Relocation
Council, and Mr, Jay W. Glasmann who serves as our Tax Counsel.

Our membership consists of representatives of 435 corporations and
governmental agencies. The individual member representative is re-
sponsible for the administration of his or her company’s relocation
policy and as such interfaces with his respective transferred employees.

My appearance before you today is not only on behalf of our member
companies but also on behalf of all people who make job-related moves,
whether theéy be employed by industry, by government, or are- self-
employed, or unemployed. OQur latest information is that our members
annually transfer to new job locations somewhere between 100,000'and
150,000 of their employees. Since approximately 1,800,000 individuals
annually claim the moving expense deduction on their tax returng, it
ig agare‘nt'that. the moving expenge provisions of the Code are of con-
siderable importance outside out memberghip, - - - o
*_Our studieg indicate that the great bulk of job-related moves; prob-
ably 90-percent, involve individuals who are in the $10,000-$25,000 a
year salary bracket. In my own company, for example, over 75 percent
of the individuals who transferred in 1974 earned less than $20,000.

Until the enactment of the Tax Reform Act of 1969, the Internal
Reyenue Code, as interpreted by the IRS and supported by a number
of court decisions in the sixties, treated as taxable income to the em-
}:loyee-nny amount reimbursed to him by his employer for the cost of

is move, other than incidental transportation costs and subsistence
while ‘en route. No deduction was allowed for the expenscs of job-
related moves other than for the cost of transporting the worker, his
family, and household %qods to the new job location. - '

The unfairness of this approach wes obvious to anyone who had
ever been moved from one city an another by his employer.

In some comganies, an employee can avoid a move suggested by his
employer only by risking the loss of the job, or by jeopardizing possi-
ble promotions in the future. In any event, beginning about 1966, bi-

artisan groups in both Houses of Congress pressed for corrective
egislation, which wds finally enacted in compromise form as part of
the Tax Reform Act of 1969. ' | | :

The 1969 legislation %enerally liberalized the rules with respect to
job-related ‘moves by allowing the deduction of the following four
expenses ! : - =
| (1; expenses for premove househunting trips; ,

€2 temporary living expenses for up to 80 days at the new location;

8) expenses related to the sale of the residence (or the settlement
of an unexpired lease) at the old job location,and ‘
©(4) 'exf)enses related to the purchase of a residence (or the acquisi-
tion of a lease) at the new job location.

However, maximum dollar limits were placed on the new deduc-
tions; no more than $1,000 for the househunting trip and temporary
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living expenses, and no mére than $2,500 for all four of the new deduct-
ible categories. ;- L .

In addition, the Congress decided that all moving expense reim-
bursements had to be included in the employee’s gross income, and
it substituted a 50-mile requirement for the 20-mile test applicable
under prior law in determining whether a move qualified for
deduction. ‘ - L
- The tax revision bill passed by the House last year, which is now
pending before this committee, recognizes that the present mileage
and dollar limits are out of date and are interfering with the mobility-
of labor in this country. . ) }

Among other changes, section 506 of the House bill would increase
the $2,500 limit on expenses for househunting trips, temporary living
expenses while awaiting occupancy of permanent quarters, and resi-
dence sale and purchase expenses by $500 to $3,000 and would reduce
the mileage test for a qualified move from 50 miles to 85 miles. These
two changes, while helpful, are woefully inadequate. This is partic-
ularly true of the small $300 increase in the overall dollar ceiling
when the inroads of inflation justify at least a 100-percent increase.

The best illustration of the imui‘ uacy of the overall dollar limit
of $2,500 can be found by tracing the inflationary pressures on the
prices of homes since the Tax Reform Act of 1969 was enacted. In
1969, the median selling price of a previously occupied home in this
country was $21,790. According to an article in the Wall Street Jour-
nal this week, the median selling price in February 1976 was $37,200.
This dollar increase, in combination with increased brokerage fees, as
n percentage of sales price, has caused home sale costs to rise by 99.1
percent. Other costs incident to the sale of & home, such as mainte-
nance costs, attorneys’ fees, and closing costs have also moved sharply
apward. These conservative cost estimates for a typical move support
an increase of $2,600 to an overall limit of $5,000.

With respect to the mileage test, the House bill’s reduction from a

50-mile to a 35-mile test seems to be a continued endorsement of very
long commutes. This is clearly counter to the grave national concern
over energy conservation, For example, a taxpayer could be
with an increase of up to 70 miles in his daily commute without being
eligible for deductions for a move closer to a new job. The need for
conserving gasoline necessitates reducing the present 50-mile test be-
vond the 35-mile test, as incorporated in the House bill, to a more
realistic 20 miles. This should be done even though the change from
35 miles to 20 miles for qualifying moves probably will not increase
the number of moves which are entitled to the benefits of the moving
expense deduction by more than about 1 percent.
_ It has been suggested that liberalizing the moving expense deduc-
tion is a “tax expenditure” that is not entitled to a very high priority.
Such an assertion obviously does not come from a homeowner faced
with skyrocketing prices of housing who is required to move from one
job location to another at the convenience of his employer, or because
hie has lost, his job and must find work elsewhere.

Some employers, including the Federal Government, reimburse
transferred employees for all or part of the cost of their moves, even

_ though -the dollar ceilings for deductible items are exceeded. When

this happens, the employee must pay a tax on the amount reimbursed
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in excess of the allowable ceiling. This is what happens, for exangxle,

to the Federal employee who is transferred from the Washington, D.C.

area, where the average price of existing homes in late 1975 was almost

$59,500. Under Federal regulations, such an em%loyee would probably

is house of around 8

percent, or $4,760, This amount would be reimbursed to him by the
overnment under its present Federal Travel Regulations.

Assuming the employee had no other moving expenses subject to the
$2,500 ceiling, he would have a tax to pay on $2,260 of the reimbursed
amount, Thus, the Federal Government gives with one hand and takes
away with the other—and the emEloyee is economically in the hole
‘because he moves at the request of his Government.

To summarize, for the reasons earlier noted, section 508 of H.R.
10612 should be modified in two respects: - )

1. The overall ceiling of $2.500 should bo further increased from
the proposed $3,000 to at least $5,000 to take account of the 100 percent
increase in job-related moving expenses for the average homeowner
between 1960 and 1976. .

2. The House bill would change the present 50-mile test for a
qualified move to 35 miles. With the growing need for gasoline con-
servation, the mileage test should be returned to 20 ntiles as provided
in the statute prior to 1969, ‘ .

We thank you for the opportunity of appearing, sir.

Senator Graver. Thank you. : .

Senator Packwood ¢

Senator Packwoopn. No questions, Mr, Chairman.

Senator Graver. T have no question, Thank you very much.

[The prepared statement of the Employee Relocation Council
follows, Oral testimony continues on p. 2100.]

SUMMARY OF RECOMMENDATIONS oF EMPLOYEE RELocATION COUNCIL ON Tax
TREATMENT OF J0B-RELATED MOVING EXPENSES ‘

A. IMMEDIATE ACTION NEEDED

1. Despite the substantial inflation between 1969 and 1976 and the skyrocket-
ing prices for houses, there has been no adjustment of the $1,000 and $2,500
cellings on moving expense deductions allowed for job-related moves under sec-
tion 217 ot the Code. Sectlon 508 of H.R., 10812 would increase these cellings to
$1,500-$3,000. The $1,500 celling on temporary living expenses and house-hunting
trips is probably reasonable at this time; however, the proposed increase of the
overall celling to only $3,000-for these two categories of moving expenses plus
the expense for sale and purchase of a residence or settlement of a lease is woe-
fully-inadequate. - s

2, The overall celling of $2,500 should be increased to at least $5,000 to take
account qf the 100 percent increase in job-related moving expenses for the aver-
age home owner between 1969 and 1976, ‘ o

3. The House bill would change the present 50-mile test for a qualified move
to 35 miles. With the growing need for gasoline conservation, the mileage test
should be returned to 20 miles as provided in the statute prior to 1969, The
Impact of this change would be small, affecting an estimated 1 percent of job-
related moves in this country. C

B. LONGER RANGE PROPOSALS

Over the long run, to simplity and up-date the moving expense provisions of
the Code, the following changes should be considered by the Finance Committee :
1. Increase the present dollar limits of section 217 of the Code to $1,500 anhd
$35,000. with a biannual cost-of-living adjustment to the revised dolar limits. In
the alternative, the limitation applicable to the purchase and sale of a residence
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should be based on a percentage of the purchase and sales prices (Federal Travel.
Regulation rule: 5 percent of purchase price not to exceed $2,500 and 10 percent
of selling price not to exceed $5,000).

2, Increase from 30 days to $0 daye the meals and lodging deduction while
occupying temporary quarters and apply to expenses incurred at both new and
former places of work.

8. Bxclude from tax all relocation allowances paid or furnished to Federal
employees, and their dependents, with the possible exception of miscellaneous
moving allowances available to Federal employees,

4, Exclude from gross income reimbursements for expenses which are deduct-
ible, provided the employee provides his employer with documentation of the

expenses.

STATEMENT OoF EMPLOYEE RELOCATION COURCIL ON TAX TREATMENT OF JOB-RELATED
© Moving EXPENSES o :

My name is T. A. Dobrozsi. I am employed by Armco Steel in Middletown, Ohio,
and appear before you today as Presidént of the Employee Relocation Council
(FRREAO). I have with me Mr. H. Oris Collie, Executive Director of- ERREAC,
and Mr. Jay Glasmann, who has served as our tax counsel for many years, '

My testimony. today will be limited to a discussion of.the need for simplification
and liberalization of the moving expenses provisions of the Tax Code, .

ERREAC was formed by representatives of private industry in 1968 to facil-
ftate and promote the exc¢harige of infdrmation among those responsibie for the
relocation housing programs of their respectivé companies. At present BRREAC's
jembership consigts of. approximately 480 U.S. corporations apd government
ngencles, and includes many of the nation’s mgjor. employers. Membership in
ERREAQC is open to all companies and Governmental agencfes who transfer em-
ployees from one job location to another and who are interested in furthering the
study and solution of the many problems encountered by relocated employees.
Appendix A lists the present membership of the Employee Relocation Couneil.

Tfor the past ten years, ERBRAC has actively supported the efforts of a large
bipartisan group of Congressmen and Senators to obtain corrective legislation
dealing with the tax treatment of moving expenses. - - ' o
' The BRREAC membership is most appreciative of the efforts of several inem-
bers of this Committee, as well as those of many other Gongressmen and Senators
who have taken an active interest in the moving expense problem,

INTRODUCTION

For many years private industry has recognized the desirability of being able
freely to move employees to new locations where they are needed and their
skills can be put to the-best use. To achieve this desired mobility of labor (which
obviously benefits the entire economy), private industry has long followed the
practice of reimbursing such. employees for the costs of their moves, including
not only transportation costs and subsistence en route but also the cost of selling
the old home, the cost of finding living quarters at the new location, the cost of
temporary living expenses unti] such quarters are avallable, and the like.

In 1966, the Congress authorized the Federal Goyernment to follow & similar
practice with the enactment of P.I, 88-516. Thus, for example, civitian Govern-
ment employees who are transferred in the interest of the Government are now
refmbursed the costs of selling their homes at the old location up to 1Q percent
of the selling price of the home, or $5,000, whichever is the lesser. Similarly,
the Governmnt pays their costs incurred In finding a residence at thé new job
location -up to 5 percent of the purchase price, or $2,500, whichever is less. In
addition, they are reimbursed for house-hunting trips, temporary living expenses,
and a wide variety of miscellaneous expenges incurred in connection with relocat-
ing their homes. See Chapter 2 of Federal Travel Regulations (May 1973).

The Congressional intent with respect to the tax treatment of Federal reloca-
tion allowances is clearly revealed by the House Floor Debate on H.R. 10607
(which became P.L. 80-516) in the 80th Congress and by Senate Report No.
38588, 89th Cong., 2d Sess., on the same bill. Mr. 8Smith of California, speaking
for the Rules Committee stated : “The aim is to get this bill passed and try to
remove stch payments to employees, both Government and private, from ordi-
nary income for tax purposes”. Cong. Record p. 6277, 80th Cong., 2nd Sess. In like
fashion, Mr. Byrnes of Wisconsin summarized the inequitable tax situation then
exlsting a® follows : “Mr. Chairman, it seems to me it s inconsistent to recognize

-—



A

-

2091

that these expenses are a legitimate expense of the employer, that. they are in-
curred for the convenltence of the eniployer, and then say ‘yes; but if we re-
fmburse the out-of-pocket and the actual expenses of the employee; he has re-
celved income as-a result and he must uay income taxes on these funds.'?

“Mr. Chairman, if we take this attitude it just seems to me that we defeat the
very purpose that we have iu mind here,” Finally, Mr. Erlenborn stated : I think
we have also made a good record here as to the fact that it is the intention of this
Congress, although we cannot do it through this vehicle, to make these reim-
bursements of expenses nontaxable. Certainly this can be done oaly by the pas-
sage of another substantive plece of legislation, several of which have been dis.
cussed during the debate here today. I hope that the Committee on Ways
and Means will act favorably on one of those bills so that this bjll may reach
fts fullest meaning and these reimbursemens expenses will not be counted as
income to the employees, which v .uld mean they would in fact reéeive only a
portion of the benefit that we intend to give them by the passage of this bill.”

The following excerpt from Senate Report No. 1337 is also indicative of a Con-
gressional intent 1ot to tax relocation allowances paid to Federal employees :

“The committee considered a' proposed amendment to H.R. 10807 which would
specifically have exempted the allowances and benefits authorized by this bill
from taxation, uhless, of courge, the taxpayer should realize a gain from such
relmbursement. ‘ ' o

“The committee éndorses the intent of this proposed amendment. However, in
view of the jurisdictional problems whicl might be raised as a result of adding
such language to this bill and in view of the fact that general legislation similar
to the proposed amendment is currently pending before the Ways and Means
Committee of the House and the Finance Committee of the Senate, the amend-
ment was not adopted. - , , o ‘ :

“The committee is of the view, however, that the getieral purpose and effect
of H.R. 10607 would be seriously diluted if the benefitd and allowances authorized
thereunder arée deemed taxable as income. In this regard the committee is in full
accord with the following testimony given on this matter by John W. Macy,
Chairman of the Civil Service Commission before the House Committee :

“ ¢ ¢ the basic' philosophy behind this legislation would indicate that
this is not compensation, this is not additional income, This is relmburse-
ment, and therefore, should not be taxable.' ”

Unfortunately, until the enactment of the Tax Reform Act of 1969, the In-
ternal Revenue Code, as interpreted by the IRS and supported by a number of
Court decisions fn the sixtlies, treated as taxable incomé to the employee any
amount reimbursed to him by his employer for the cost of his move, other than
actual transportation costs and subsistence while en route.

The unfairness of this approach was obvious to anyone who had ever been
moved from one city to another by his employer. A transferred em?onee can
avold a move suggested by his employer only-by risking the loss of his job, and
by jeopardizing possible promotions in the future. In any event, beginning about

1968, bipartisan groups in both Houses of Congress pressed for corrective legisla-

an. ;vlhaigg was finally enacted in compromise form as part of the Tax Reform
ct o A .
. The 1969 leglslation generally liberalized the rules with respect to job-related
moves by allowing the deduction of the following four types of expenses:

(a) Expenses for pre-move housing-hunting.trips; o

(b) temporary llvins.‘exgnm for up to thirty days at the new job location ;

(0) expenses related to the sale of the residence (or the settlement of an un-
expired lease) at the old job location, and , ‘

(d) expenses related to the purchase of a residence (or the acquisition of a
lease) at the naw job location. . , . o )

However, maximum dollar limits were placed on the new deductions; no more
than $1,000 for house-hunting trips and temporary living expenses, and no more
than $2,500 for all four of the new deductible categorfes, ,

. Also of significance 1s the fact that no deduction was provided for miscellane-
ous moving expenses of the type included in Federal relocation allowances under
Chapter 2, Part 8, of the Federal Travel Regulations. L

In addition, the Congress decided ¢<hat all mo expense relmbursements had
to be included in the employee's gross income, and it substituted a fifty-mile re-
quirement for the ! -mile test applicable under prior law in determining
whether a move qualified for deduction. .
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- Prior to the enactment of the-Tax Reform Act of 1060, new employees were
required to include in gross income all relmbursements for moving.expenses, in.
cluding transportation and meals and lodging en route, and they had to satisfy
the twenty-mile distance and the minimum period of employment requirements
ot sectlon 217 of the Code in ordér to deduct any portion of their moving ex-
penses. On the other hand, old employees who were transferred were permitted to
exclide from their gross income reimbursements received from the employers
for so-called “direct” or “bare bones” costs of moving from one job location to
another, Further, they were not subject to either a mileage test or the minimum

employment period rule.
HOW JIAVE THE 1969 PROVISIONS WORKED?

. The $2 limit which found its way into the 1869 Act was first suggested in
1967 by Mr. Burke as a8 compromise measure in order to eliminate Treasury
objection to bis bill, H.R. 47, which merely provided that moving expenses to be
deductible had to be reasonable. Nine years have passed since then and a rigid
celling for the new deductible items which was far from generous in 1967 is at
the present time for the average move more than 100 percent too low. That sepa-
rate limit of $1,000 for house-hunting trips and temporary living expenses, as
well as the thirty consecutive day limitation on temporary living expenses, has
produced inequities and has tended to make compliance with the 1969 rules
overly df for both employers and thelr transferred employees. Since there
are conalderably more than a million moves a year subject to the moving expense
provisions of the tax law, the complications arising from the multiple limitations
and conditlons which are now in the Statiute are a matter of real concern. Among
other things, these complications have led to a temporary moratorium with
respect to the appliction of ¢he moving expense rules to members of the Armed
Services. See, e.g, Bec.20of P.L. 83480, | . , ‘
ERREAC believes that the provision in the present law which requires
employees who are reimbursed for their moves by their employers to report such
reimbursements as income, and tlien claim offsetting deductions for allowable
moving expenses, has imposed unnecessary and burdensome papérwork on bLoth
the employe¢ in preparing his return gnd upon his employer in furnishing ‘the
emp!loyclae with moving expense information as required by the present Treasury
regulations, o . ‘
- Under most moving expense plans—and this is true for both the Government
and industry—the employee can obtain reimbursement for the costs of his move
only if heé adcounts to his employer with supporting documentation showing the
nature of the expenses and that they were actually incurred. To the extent such
expenses otherwise qualify for deduction under section 217 of the Code, the
present rulés require the following steps that would be eliminated if the employee
who fully accounts for his moving expenses to his employer could simply exclude
the reimbursements from his gross income : , ‘ ’
1. The employer on IRS Form 4782 (or on the employer’s own form giving the
same information), must supply the transferred employee with detailed informa-
tion on moving expense payments to him, broken down into six different types of
expensge, and by the nature of the payment (l.e., cash directly to the employee, to
a third party for the benefit of the employee, and the values of services furnished
in kind).  Also, the employer must record on a W-2 form for the employee the
amouynt of reimbursed moving expense, hroken down between that which the
employer thinks is deductible by the employee and that which appears to be sub-
Ject to tax. Much of the information simply duplicates that which the employee
has had to submit to the employer to account for his moving expense costs in’
order to justify receiving reimbursement. Thus, a Federal employee applying for
an employee relocation allowance must comlply with all the rules of Chapter 2 of
Federal Travel Regulations (May 1073), including submission of a special govern-
ment form covering expenses incurred tipon sale or purchase of a residence upon
change of official station. Once this is accomplished, and the reimbursement has
been apprdved and paid, the Federal Government is required to give the same
information back to the employee on IRS Form 4782, except that the individual
details must be supplied in a different form, - S T
2. Once the employee réceives the Form 4782, he must then transcribe the in-
formation on to another IRS form, Form 8908, which he must file with his return.
3. On' hig Form 1040, the long form individual incomme tax ret'irn, the employee
then claims his moving expense deduction on line 40, which uitimately is carried
over to iine 14 of the form as a subtraction from gross income. .
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- In 1972, the Bervice reintroduced the short Form 1040-A to simplify the in-
come tax return filing for many individuals. Unfortunately, dn individual claim-
ing a moving expense deduction ig not eligible to use the short form return, al-
though he would be If reimbursed moving expenses which are fully accounted for
to the elnployer were treated as an “exelusion” rather than having to go into the
employee's groes income and come back out again as a deduction: As the great
bulk of the individuals who have job-related moves each year earn less than
$25,000 (more than 98 percent in 1971, according to IRS Statistics of Income), it
is obvious that the present rules need revision to simplify the present burden-
some compliance problems. ‘ : '
The change in 1069 from a twenty-mile to a fifty-mile rule for determining
whether a move qualifles for deduction, in addition to being most untair to thou-
sands of employees who are unable to meet the unreasonable new standard, causes
difficult compliance problems. The Federal Government, for example, will reim-
burse moves made in the interest of the Government where the new official station
i3 more than ten miles farther from the employee’s home than was his old official
station. A ten-mile rule is also a practice followed by inany employers in private
industry. The fact that most moves which are reimbursed qualify for deduction,
up to the present maximum limit, while many others do not because of the fifty-
mile rule, causes those charged with the responsibility for withholding on fion-
deductible moving expenses payments to wonder whether all the complexities of
the present law are really necessary. A 1971 ERRPAO study indicates that ap-
pri)xlmatzly 2 percent of job-related moves are adversely affected by the fifty-mile
rule. . - ‘
* Aside from the unnecessary complications resulting from the tnconsistency be-
tween the fifty-mile rule and industry and Federal Government reimbursemerit
practices, the question remains whether it §s sound tax policy to discourage moves
where a change in job location increases one-way travel distance by as much as
fifty miles. This rule can add one hnndred miles to an individual’s round-trip daily
travel pattern. ERREAC submits this is an unreasonable distance to add to an'in-
dividual’s present commuting pattern before moving expense deductions are allow-
able. This is particularly true in these days of high gasoline prices and Govern-
ment pleasd for adoption of energly conservation practl : o

ERREAC RECOMMENDATIONS

A. Immediate action necded .. \ : ‘ .
1. Despite the substantial inflation between 1060 and 1976 and the skyrocketing
prices for houses, there has been no adjustment of the $1,000 and $2,000 ceilings
on moving expense deductions allowed for job-related moves under section 217.of
the Code. Bection 506 of H.R. 10612 would increase these ceilings to $1,500-$3,000
The $1,500 ceiling on temporary living expenses and house-hunting trips is prob-
ably reasonable at this time ; however, the proposed increase of the overall celling
to only $8,000 for these two categories of moving expenses plus the expenses for
&ale and purchase of & residence or settlement of a lease i8 woefully inadequate.
2. The overall ceiling of $2,5600 should be increased to at least $5,000 to take
account of the 100 percent increase in job-related moving expenses for the average
home owner between 1969 and 1978, - " R
8. The House bill would change the present 50-mile test for a qualified nove to
30 miles. With the growing need for gasoline conservation, the mileage test should
be returned to 20 miles as provided in the stgtute prior to 1969, The impact of this
change would be small, affecting anf estimated 1 percent of job-related moves in
this country. . = , : S ' BRI
B. Longer range proposals Qo e ‘ _ o
1. Because of complicated compliance t;l:l'obl‘ex;w, there are some who sug-
gest that the moving expense provisions of the Code should be junked, BRREAC's
position is that reimbursement for the exg,enaes of moves which are incurred
primarily for the business copvenience of the employer should npt.result in
the realization of taxable income to the employee, Aceordingly, BRREAC would
be opposed to the elimination of present section 217 of the Code unless some-
thing takes its place to keep our Government from collecting tax on the reim-
bursement of the costs of job-related moves, . oo ) . -

. 2..As a practical matter, the administration of the moving expense deduction
would  he greatly simplified if the present rigid dollar limitations could be
dropped or, in the alternative, increased to a level reflecting the present cost
of jub-related moves.

. .t ~
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- (a) Our first cholce would be the complete removal of the doliar limitations,
making the deduction depend upon whether the particular moving expense
was ordinary and necessary under the circumstances, . : ,

(V) As a second choice, we would recommend that anzlumitauon applicable
to the purchase and sale of a residence should be based in large part upon the
selling price or the purchase price of the residence, as.is presently the case
where the Federal Government reimbursed an employee moving at.the request
of the Government. The Federal limit, as set forth in Federal Travel Regula-
tions (May 1978), is the lesser of 10 percent of the actuql gales price. of the
residence of $5,000, and the lesser of § percent of the actual purchase price
of the resldence or $2,600. - L . o, R

- (0). ERRBAQ's third cholee would be to raise the present overall limitation
of ‘$2,500 -to. $5,000. and to increase the sublimitation of: $1,000 applicable to
hotise-hunting trips and temporary living expenses to $1,500, with a biannual
cost-of-living adjustment. to. the limitation to keep it from getting out of date,
The proposed increase in the sublimitation of 81,000 to $1,600 18 incorporated
in section 506 of H.R. 10612, now pending before the Committee. However, this
bill would increase.the overall $2,600 limitation by $500 to $8,000, a figure we
beliave to be quite inadequate. , L o I

The $2,500 imit of present law, which was first pregented jn 1967 and enacted
in 1969, is obylously inadequate today. In 1967, for.example, the median sales
price for homes in this country was $19,350 and the prevalling real estate com-
mission between 5 and 8 percent, In contrast, in August 1975 the medlan sales
price was $36,750 and real estate commissions were up to 7 percent or more.
In combination,. this gives an increase for real estate commigsions alone of more
than 100 percent, with a dollar real estate brokerage cost at the median selling
price of $2,243. Furthermore, a 1971 ERREAC study indicates transferred em-
ployees of its members on the average were eligible for fifty days of temporary .
living expenses while awaiting permanent quarters, at an average cost of about ——
$30 . per day. In 1971, temporary living costs and house-hu g travel included
- in the RRRBAOC study averaged $1,200 per move, The cost of living since 1971
has increased around 25 perecnt. Thus, it 18 apparent the average move today
generates moving expenses in the categories subject to the present overall lim-
itation of $2,600 far in excess of this figure. \

8. As a major step toward simplification, reilmbursed moving expenses should
be excluded from gross income if the employee accounts to his employer with
supporting documentation showing that the expenses were actually {ticurred,
and that they would be deductible under section 217 if the reimbursed amounts
were included {n gross income. This full accounting to the employer concept is
analogous to the exciusion rule now applied in the business travel and enter-
tainment area, where reimbursements are not taxable to the employee who makes
a full accounting to his employer.

4. The dally limit on allowance of expenses of occupying temporary living
quarters at the new job location should be increased from thirty to sixty days,
in line with the FRRBAO study that the average eligibllity under industry
transfer plans at present is fifty days. In like fashion, the related deduction
for mo-called in-transit storage and insurance of household goods and personsl
effects should also be changed from thirly days to sixty days. : : .

5. The present statutory rule applicable to temporary Hving expenses applies
only to expenses incurred at. the new job location. Frequently a family depart-
ing from the old job location must get out of its house at the old job location
several days before the moving van is finally loaded and they leave an emglty
house, This problem is touched upon in the Treasury regulations under § 217
which allow 4 one-day temporary living allowance at the old job location. This
one-day. rule should be expanded to at least five days. - o

6. Tae fifty-mnjle rule should be reduced to no more than twenty miles and pret-
erably ten miies. The proposed 85-mile test in section 508 of H.R. 10612 is & move
in the right direction but iieeds furtherliberalization: Many members of ERRBAC
are concerned about “ne increase in 1900 to fAifty miles in the mileage test for
quall for dedvztion of moving . For any major company with many
individual business locations scatt throughout the country, the effect of this
change 18 most undesirable. The net effect {8 that unlucky employees who may
already be commuting a considerable distance to work are expected to Increase
the commaute up ¢o Afty miles each way every working day if their plsce of work
is changed, rather than move closer to the hew job location. It comes down to the
question of what is a normal and reasonable commauting distance for the average
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employee given today's clogged highways, high gas prices, and inadequate trans-
1mrl:at{on %acilltles. Should a man living on the east side of Washington (say in
Manassas or Gaithersburg) be expected to commute daily to Baltimore or An-
napolis, regardless of the inconvenience, or would a reasonable man move his
residence to reduce the time and distance of the commute? Based upon such
standards, we belleve the poposed fifty-mile test 18 completely unreasonable, A
twenty-mile rule would more adequately recognize existing practice in both Gov-
ernment and industry and consequently would simplify the meshing of normal
reimbursement allowances with the tax law. _ N

7. A major move toward simplification would be to exclude from tax all reloca-
tion allowances provided for Federal employees. If this is done, a miscellaneons
moving expense deduction, patterned after Chapter 2, Part 8, of Federal Travel
Regulations, should be permitted for private industry employees and the self-
employed. Attached as Appendix B is a copy of Chapter 2, Part 8, of these Govern-
ment Regulations. Note, effective as of October 8, 1978, the maximum annual rate
for GS138 was established at $26,878, or $516 per week. Under this limit, 8 miscel-
laneous moving expense deduction of 2 maximum of $516 would be allowed for a
transferred employee not having an immediate family, and twice this amount

would be allowed for a family man,
APPENDIX A

ERREAC MeMBrr COMPANIES

AMF, Inc.

ARA Services, Inc.

A-T-0 Inc.

Abbott Laboratories

Abex Corporation
Aerojet-General Corp.

Aetna Insurance Co.

Aetna Life & Casualty Co.
Agrico Chemical Co. °

Afr Products & Chemicals, Inc.
Afrco, Inc.

Allegheny Ludlum Industries
Allendale Mutual Insurance Co.
Allied Chemical Corp.

Allstate Insurance Co.
Aluminum Company.of America
Amerace Corp.

Amerada Hess Corp.

American Airlines ‘
American Bureau of Shipping
American Can Co.

American Cynamid Co.
American District Telegraph Co.
American Enka Co.

American Hoechst Corp.
American Hospital S8upply Corp.
American Metal Climax, Inec.
American Standard, Inc.
American Telephone & Telegraph
American Thread Co. .
Ameron-Corrosion Control Div,
Anheuser-Busch, Inc, N
ARINC Research Corp.

Armco Steel Corp.

Armour & Co.

Armstrong Cork Co.

. Atlantic Richfield Co.
" Atlas Powder Co.

Avis Rent-A-Car 8ystem, Ine.

Babcock & Wilcox Co.
Baker/Beech-Nut Corp.
Ball Corp. —

69-460-—-76——rpt. 5—-7

C. R. Bard, Inc.

BASF Wyandotte Corp,

Battelle Memorial Institute

Bausch & Lomb Inec. !

Bechtel Corp., s

Becton, Dickinson & Co. .

Bell System Center for Technical
Educatfon

Bell Telecphone Laboratories

Bell Telephone Co. of Pa.

Bemis Co. Inc.

Bendix Corp.

Bethlehem Steel Corp.

Black & Decker Mfg. Co.

Blue Cross of Southern Calif.

Boehringer Ingellieim Ltd.

Boeing Co.

Boise Cascade Corp, -

Borg-Warner Chemfcals

Bristol-Myers Co;

Brockway Glass Co., Inc. .

Brown & Root, Ine. -

Brown & Willilamson Tobacco

Brunswick Corp.

Bunker-Ramo Corp. -

Burlington Industries, Inc.

Burlington Northern, Inc.

Burmah Oil & Gas Co.

Burroughs Corp.

Continental Can Co., Inc.
CPC International, Inc.
Cabot Corp.

Calspan Corp.
Campbell Soup Co.
Carborundum Co.
Cargill Inc.
Carter-Wallace, Inc.
Caterpillar Tractor Co.
Ceco Corp.

Celanese Corp.

Central Soya Co.
Cessna Atrcraft
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ERREAC Meuares CoMpanNIEs—Continued

Champion Internattonal Corp. FMC Corp.
Chemetron Corp. Fieldcrest Mills, Inc.
Chemplex Co. : Fireman’s Fund Insurance Co.
Chessle System Firestone Tire & Rubber Co.
Chesapeake & Potmac Tel. Co. Fluor Corp.
Chesebrough-Pond’s Inc. Foote Mineral Co.
Chicago Bridge & Iron Co. Ford Motor Co.
Chicago & North Western Transporta- Foremost-McKesson, Inc,
tion Co. Fort Howard Paper Co.
Chubb & Son, Inec.
CIBA-GEIGY Cofp. ' GAF Corp.
Cities Servicée Co. GTE Service Corp.
Clorox Co. : . GTE Sylvania Inc.
Coca-Cola Co. Gardner-Denver Co.
Coluimbia Broadcasting System Gates Rubber Co.
Coltimbia Gas System Service Corp. ' )
Combustion Engineering, Ine, General Accidenf Group
Commercial Union Companies General Adjustment Bureau, Inec.
Connecticut General Life Ins. Co. General Battery Corp.
Consolidated Natural Gas General Cable Corp.
Consolidated Papers, Inc. " General Dynamics Corp.
Consumers Power Co. General Electric Co,
Container Corporation of America General Foods Corp.
Continental Can Co., Inc. General Mills, Inc,
Continental Casualty Co. General Motors Corp.
Continental Oil Co. General Service Administration
Control Data Corp. General Tire & Rubber Co.
Conwed Corp. Gibbs & Hill, Inc.
Coopers & Lybrand Glllette Co. ——
Corning Glass Works Globe-Union Ine. -
Crown Zellerbach Corp. B.F. Goodrich Co.
Curtiss-Wright Corp. Goodyear Tire & Rubber Co.
Cutler-Hammer, Inc. W.R. Grace & Co. .
B - Great Northern Paper Co.
Dames & Moore ' ' Grumman Aerospace Corp.
Deere & Co. Gulf Oil Corp.
DeLuxe Check Printers, Inc.
DeSoto, Inc, Halco (Mining) Inec.
Detroit Fdison Co. Hanes Knitwear Division
Diamond Shamrogk (C Hartford Insurance Group
Digital Equipment ‘ Hartz Mountain Corp.
Dow Chemtecal Co. Hercules Inc.
Dow Corning Corp. : Heublein. Inc.
Dravo Corp. - Hewlett-Packard Co,
Dresser Industries, Inc. Hobart Manufacturing Cec.,
Duplex Products, Inc, Hoerner Waldort Corp.
Honeywell, Inc.
B.I. duPont de Nemours & Co. George A. Hormel & Co.
ESB Inec. ] Howmet Corp._
Eastern Air Lines, Inc.
Eastman Kodak Co. ICI Americas
Eaton Corp. INA Corp
Electronic Data System Corp. 1U Intemnﬁonal Management Corp.
Emery Afr Freight Corp. IMinois Bell Telephone Co.
Emery Industries Illinois Central Railroad
Employers Insurance of Wausau Indiana Bell Telephone Co.
Envirotech Corp. Emission Control Industrial Nucleonics Corp.
Division Ingersoll-Rand Co.
Equitable Life Assurance Soclety of the Inmont Corp.
United States Interlake, Inc.
Esmark, Inc. Internal Revenue Service
Bthyl Corp. International Business Machines
BExxon Co., U.S.A. International Foodservice Systems

Exxon Corp. International Harvester Co.

A}
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BRREAC MeMmBER CoMPANIES—Continued

International Nickel Co., Inc,
International Paper Co., Inc.
International Silver Co.

International Telephone & Telegraph

Johnson & Johnson
Johus-Manville Corp.

Kaiser Aluminum & Chemical Corp.
Kaiser Industries Corp.
Keebler Co.

Kellogg Co.

Kemper Insurance Companies
Kendall Co.

Kennecott Copper Corp.
Kimberly-Clark Corp.
Koppers Company, 1nc.
Kraftco Corp.

Kroger Co.

ILaw Engineering Testing Co.
Frevl Strauss & Co.
Libbey-Owens-Ford Co.
Iibby, MeNeill & Libby
Liberty Mutual Insurance Co,
Liggett & Myers, Inc.

Elf Lilly and Co.

Thomas J. Lipton, Inc.
Lukens Steel Co.

Manpower, Inc.

Manufacturers Life Insurance Co.
Marathon Oil Co.

Maremont Corp.

Marriott Corp.

Martin Marietta Corp.

Masonite Corp.

Massachusetts Mutual Life Insurance

Co.
Massey-Ferguson, Inc.
Oscear Mayer & Co., Inc.
MeCormick & Co., Inc.
MeDonald’s Corp.
MeceDonnell Douglas Corp.
McGraw-Edison
McGraw-Hill, Inc.
Mead Corp.
F.W. Means & Co.
Medusa Corp.
Merck & Co., Inc.
Metropolitan Life Insurance Co.
Michigan Bell Telephone Co.
Michigan Consolidated Gas Co.
Midas-International Corp.
Miles ILaboratories, Inc.
Mitre Corp.
Mobay Chemical Co.
Mobil Oil Co.
Mohasco Industries, Inc.
Monsanto Co.
Moore Business Forms, Ine,
Morrison-Knudsen Co., Ine,
Motorola, Inc.
Murphy P’roducts Co., Inc.

NCR Corp.

NL Industries, Inc.

Nabisco, Inc,

Nalco Chemical Co.

National Bulk Carriers, Inc,

National Can Corp.

Natfonal Distillers & Chewmical Corp.

National Linen Service

National Rallroad Passenger Corp.

Nationwide Mutual Insurance (‘o.

Natural Gas Pipeline Co. of Amerlca

Nestle Co.

NIBQCO, Inc.

Norris Industries

North American Phillips

Northern Indiana Public Service Co.

Northwest Orient Airlines

Northwestern Mutual Life Insurance
Co.

NortonCo. -~

Ohio Bell Telephone Co.

Olin Corp.

Otis Elevator Co.
Owens-Corning Fiberglas Corp.
Owens-Illinois, Inc.

PPG Industries, Inc.

Pacific Northeast Bell Telephone Co.
Packaging Corp. of America

Pan American World Airways
Parke, Davis & Co.

P'eat, Marwick, Mitchell & Co.
Peavey Co.

Penn Central Co.

Pennwalt Corp.

Pfizer. Inc.

Phelps Dodge Corp.

Philip Morris U.8.A.

P’hillips Petroleum Co.
Pinkerton’s, Inec.

Pitney-Bowes, Inc.

I’olaroid Corp.

Polvsar Limited

Potlatch Corp.

Procter & Gamble Co. .
Prudential Insurance Co, of America
Public Service Electric & Gas Co.
Pullman, Inc.

RCA Corp.

Ralston Purina Co.
Raymond International, Inc.
Raytheon Co.

Reliance Insurance Companies
Retail Credit Co.

Rexnord, Inec.

R. J. Reynolds Industries
Rheem Manufacturing Co.
Richardson-Merrell, Inc.

H. H. Robertson Co.

A. H. Robins Co.

Rockwell International
Rohm & Haas Co.



2098

ERREAC MemBER CoMPANIES—Continued

Rohr Industries, Inc.
Royal-Globe Insurance Co.

Sumsmme Corp.

Sandia Laboratories
Schering_Corp.

Jox, Schlitz Brewlng Co.
sSchiumberger Limited

Scott Paper Co.

Scovill Manufacturing Co.

. D. Searle & Co.

SNentry Insurance
Sherwin-Williams Co.

Singer Co.

8kil Corp.

SmithKline Corp.

Soclal Security Administration
Southern Bell Telephone Co,
Southern Rallway System
Southwestern Bell Telephone Co.
Sperry & Hutchiuson Co.

Nperry Univac

Sperry Vickers, Div. Sperry Rand
E. R. Squibb & Sons, Ine,

St. Regis Paper Co.

Standard 011 Co. of California
Standard Oil Company of Indiana
Standard Oil Company of Ohlo
State Farm Insurance Companies
Stauffer Chemical Company
Nteelease Inc.

J. P, Stevens & Co., Inc.

sun Chemical Corp.

Sun Oil Co.

__Sunbeam Appliances
Sundstrand Corp.

Super Valu Stores, Inc.

Sybron Corp.

TRW Systems Group, TRW, Inc.
Target Stores, div. Dayton-Hudson
I'ektronix, Inc.

Texaco, Inc.

Texas Eastern Transmission Corp.
Texas Gulf, Inc.

Texas Instruments Inc..

8M Co.

Time, Inc.

Timken Co.

Torin Corp.

Trans Unfon Corp.
‘Pravelers Insurance Co.
Travenol Laboratories, Inc.

Travenol Laboratories International

UMC Industries, Inc.

Unigard Mutual Insurance Co.
Unton Camp Corp.

Unton Carbide Corp.

Union Pacific Railroad Co.
Uniroyal, Inc.

United States Coast Guard
U.S. 'Steel Corp.

United Airlines

Upjohn Co.

Varian Assoclates
Vetco Offshore Industries, Inc.

Wagner Electrie Corp.
Walker Manufacturing Co.
Warner-Lambert Co.

Warner & Swasey Co.

Walt Disney World Co.
Welch Foods, Inc.

West Point-Pepperell, Inc.
Western Electric

Western International Hotels
Westinghouse Electric Corp.
Westvaco Corp.
Weyerhaeuser Co.
Wheeling-Pittsburgh Steel Corp.
White Motores Corp.

Wickes Corp.

Williams Companies
‘Wisconsin Telephone Co.

Xerox Corp.
Youngstown Sheet & Tube Co.
Zeuith Radio Corp.

PART 8. ALLOWANCE FOR MISCELLANEOUS EXPENSES

2-3.1.

APPLICABILITY

(n) Purpose fJor allowance.—The miscellaneous expenses allowances authorized
by 2-3.2 and 2-8.8 {8 for the purpose of defraying various continent costs asso-
clated with discontinuing residence at one location and establishing residence at a
newi location in connection with an authorized or approved permanent chance of
station.

(b) Types of costs covered.—The allowance is related to expenses that are
ocommon to living quarters, furnishings, household appliances, and to other general
types of costs inherent in relocation of a place of residence. The types of costs
}n{lenvgied to be reimbursed under the allowance include but are not limited to the

ollowing :

(1) Fees for disconnecting and connecting appliances, equipment, and utilities
mt‘;{)lh;ed in relocation and costs of converting appliances for operation on available
utilities ;

.
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(2) Fees for unblocking and blocking and related expenses in connection with
relocating a mobile home, but not the transportation expenses allowed under
2-17.8;

(3)’ Fees for cutting and fitting rugs, draperies, and curtains moved from one
residence quarters to another; A

ity fees or deposits that are not offset by eventual refunds;

(56) Forfeiture losses on medi. .l, dental, and food locker contracts that are
not transferable; and ‘

(6) Costs of automobile registration, driver’s license, and use taxes imposed
when bringing automobiles into certain juriedictions.

(¢) Types of costs not cov..red.—This allowance shall not be used to reimburse
the employeé for ¢osts or-expenses incurred which exceed maximums provided by
statute or in these regulations; costs or expenses that he incurred but which are
disallowed elsewhere in these regulations; costs reimbursed under other provi-
slons of law or regulations; costs or expenses incurred for reasons of personal
taste or preference and not required because of the move; losses covered by in-

“BUrance; fines or other penalties imposed upon the employee or members of his
immediate family; judgments, court costs, and similar expenses growing out of
civil actions; or any other expenses brought about by circumstances, factors, or
actions in which the move to a new duty station was not the proximate cause. Ex-
amples of these types of costs which are not reimbursable from this allowance
are as follows:

(1) Losses in selling or buying real and personal property and cost items re-
lated to such transactions; .

(2) Costs which are reimbursed under other provisions of these regulations
or under any other regulations or under provisions of any statute;

(8) Cost of additional insurance on household goods while in transit to new
official station or cost of loss of damage to such property ;

(4) Additional costs of moving household goods caused by exceeding the maxi-
mum welight limitation for which the employee has eligibility as provided by law
or in these regulations;

(B) Costs of newly acquired items, such as the purchase or installation cost
of new rugs or draperies;

(6) Higher income, real estate, sales, or other taxes as the result of estab-
lishing residence in the new locality ;

(7) Fines imposed for traffic infractions while en route to the new official sta-
tion locality ;

(8) Accident insurance premiums or liability costs incurred in connection with
travel to the new official station locality, or any other liability imposed upon the
employee for uninsured damages caused by accidents for which he or a member
of his immediate family is held responsible;

(9) Losses as the result of the sale or disposal of items of personal property
not considered convenient or practicable to move;

(10) Damage or loss of clothing, luggage, or other personal effects while travel-
ing to the new official station locality ;

(11) Subsistence, transportation, or mileage expense in excess of the amounts
reimbursed as per diem or other allowances under these regulations;

T2y Medical expenses due to illuess or injuries of the employee or members
of immediate family while en route to the new official station or while living in
temporary quarters at Government expense under the provisions of 2-5; or

(13) Costs incurred in connection with structural alterations; remodeling or
modernizing of living quarters, garages or other bulldings to accommodate pri-
vately owned automobiles, appliances or equipment; or the cost of replacing or
:-epatilrlng worn-out or defective appliances, or equipment shipped to the new
ocation.

2-3.2. ELIGIBILITY

(a) Coverage.—A miscellaneous expense allowance will be payable to an em-
ployee for whom a permanent change of station is authorized or approved and
who has discontinued and established a residence in connection with such change
regardless of where the old or new official stations are located ; provided that the
applicable eligibility conditions in 2-1.5 are met and the agreement required in
2-1.6a (1) _is signed.

(b) Ezclusions.—The provisions of 2-8 do not apply for new appointees, includ-
ing those covered under 2-1.5f, employees assigned under the Government Em-
ployees Training Act (see 5 U.8.C. 4109), or employees returning from overseas
assignments for the purpose of separation.
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$-8.8. ALLOWANOE AMOUNT

Employees eligibile for a miscellaneous expense allowance shall be paid an
amount under 2-3.8a or reimbursed an amownt under 2-3.3b, but not both as

follows:
(a) Allowances in the following amounts will be paid without support or other

-documentation of expenses:

(1) $100 or the equivalent of 1 week’s basic pay, whichever is the lesser
amount, for an employee without immediate family ; and

(2) $200 or the equivalent of 2 weeks’ basic pay, whichever is the lesser
amount, for an employee with immediate family.

(b) Allowances in excess of those provided in 2-8.8a may be authorized or
approved, if supported by acceptable statements of fact and either paid bills or
other acceptable evidence justifying the amounts claimed; provided that the
aggregate amount does not exceed the employee’s basic pay at the time the em-
ployee reported for duty, for 1 week if the employee is without an immediate fam-
ily or for 2 wecks if the employee has an immediate family. In no instance will the
amount exceed the maximum rate of grade GS-13 provided in 5 U.8.C. 5339 at the
time the employee reported for duty. The entire amount claimed under 2-3.3b
(including the amount otherwise payable without such documentation under
2-3.3a) must be supported as required above,

2-3.4 ADVANCE OF FUNDS

No advance of funds is authorized in connection with the allowanée provided
in this part.

Senator Graver. Our next witness will be Robert I.. McMullen,
president and chairman of the board, American Society of Travel
Agents, Inc.

STATEMENT OF RORERT L. McMULLEN, PRESIDENT, AMERICAN
SOCIETY OF TRAVEL AGENTS, INC.,, ACCOMPANIED BY GLEN A.
WILKINSON, GENERAL COUNSEL TO ASTA

Mr. McMvrrex. Mr. Chairman, members of the committee, my
name is Robert L. McMullen. I am a travel agent from Grove City,
Pa, and along with my wife, own and operate travel agencies in
Grove City, Franklin, and Butler, Pa.

I am also president of the American Society of Travel Agents, Inc.
(ASTA), the world’s largest trade association in the field of travel
and tourism. with more than 7,500 travel agent members throughout
the United States and Canada. I am accompanied this morning by
Glen A. Wilkinson, a partner in the Washington law firm of Wilkinson,
Cragun & Barker, #eneral counsel to ASTA.

Tt is a pleasure, Mr. Chairman, to appear before this committee to-
day to testify with respect to section 602 of the pending Tax Reform
Act of 1975. ASTA is unalterably opposed to any legislation which
would curtail deductions of reasonable expenses incurred by taxpayers
gtttending legitimate business conventions held outside the United

ates,

As passed by the House of Representatives, section 602 would limit
the deductible transportation cost to and from a foreign convention
to the lowest coach or economy fare; and it would improperly restrict.
legitimate business and professional and educational aspects of travel
for thousands of our taxpayers.

ASTA believes that our present tax laws provide the basis for ade-
quate protection against any possible abuse in the area of foreign
conventions or meetings. - -
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Section 602 also would limit the amount of transportation expenses
allowable as a deduction to the lower coach or economy rate charged
by any commercial airline for such transportation during the calendar
month the convention is held. We believe this limitation would be dis-
criminatory, arbitrary, and unnecessary. First-class travel, in and of
itself, is neither exorbitant nor unreasonable. Indeed, in approvin
first-class fares, the Civil Aeronautics Board has determined that su
fares, in fact, bear a reasonable relationship to the services rendered
and are, therefore, in the public interest.

Section 602 also would limit the deduction of so-called subsistence
.expenses while at a foreign convention or traveling to or from the
convention, to an amount not to exceed the dollar per diem rate for
the site of the convention which has been established for U.S. civil
servants.

I will deviate from the prepared text to state that we found out
yesterday that, ironically, this limit does not apply to civil servants
attending meetings and conventions abroad.

Like the proposed limitation of the economy or ccach fare, the im-
position of such a limitation would be absolutely arbitrary and would
bear no relationship whatsoever to the legitimate needs of a conven-
tion participant in any given situation.

Certainly, we recognize that the Government per diem may in some
instances entirel( reasonable and sufficient. Conversely, however,
there are undoubtedly many more situations where such levels would
be entirely insufficient to cover expenses incurred for legitimate busi-
ness purposes. Here again, the House’s recommendation ignores the
real problem of assisting the IRS in eliminating illegitimate tax
deductions, Instead, in hopes of curtailing some improper deductions,
the committece proposal arbitrarily limits all deductions, without
regard to their legitimacy. Furthermore, as I have indicated, under -
present law the expenses deducted must be reasonable, and therefore
there is no need to discriminate against taxpayers who choose to attend
out of the country meetings.

Limiting deductible expenses by businessmen to the per diem rate
established for Government employecs is a classis case of mixing apples
and oranges. Prescribing a fixed per diem rate of reimbursement for
Government employees keeps down Government expenditures. If there
were no such limit and Government employees were reimbursed in
full for their expenses, Government employees would have no incen-
tive to minimize their expenditures. A bhusiness expense deduction
operates quite differently. As long as the Government employee stays
within the per diem rate, the Government must reimburse him dollar
for dollar for what he spends. If a businessman spends a dollar and
treats it as a deductible business expense, the businessman is not reim-
bursed in full for the dollar expended.

Section 602 also limits the deduction in full of transportation ex-
penses to foreign conventions to cases where more than one-half of the
total days of the trip are devoted to business-related activities and
limits the deduction of subsistence expenses to cases where at least 6
hours of business activities are scheduled during the day and the indi-
vidual attends at least two-thirds of these activities, In line with its
position of opposing abuses of our tax laws, ASTA has already gone on
record as supporting the cstablishment of more specific'standards to
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distinguish the legitimate foreign business convention from the for-
eign junket. These standards could specify the number of hours per
day and/or the number of days per trip the taxpayer actually spends
in meetings. ASTA, however, does not believe that the proposed statu-
tory provisions are necessary to accomplish this result. ASTA believes
that the IRS has the authority under present law to impose such stand-
ards by regulation. ASTA firmly believes that the IRS should exercise
its authority under existing law to write new regulations to assure
taxpayers do not improperly deduct expenses in connection with out-
of-country conventions or meetings.

Mr, Chairman, as I have said, I am a professional travel agent. I am
one of more than 11,000 independent businessmen located throughout
the United States who has dedicated his life to the promotion of travel
and tourism. As you may be aware, America is today the world’s
No. 1 host country in receiving foreign visitors. One of the reasons for
this success is the substantial progress which we have made in develop-
ing outstanding facilities to host visitors both from within the United
States and abroad. By the same token, other countries throughout he
world have expended hundreds of millions of dollars to develop hotels,
convention centers, and meeting facilities designed to attract tourists
and businessmen to attend meetings and conventions. These conventions
enhance the visitors’ knowledge of those countries and promote a better
understanding of their commercial and cultural achievements. In my._
view, it would be a tragedy for the United States to adopt restrictive
provisions which would inhibit our citizens from taking legitimate
trips abroad for the legitimate purposes mentioned. It could well re-
sult in similar retaliatory action by other countries. I would also
like to say that we endorse Senator Inouye’s statement of this morning.

I would like to leave you just briefly with a quick personal experi-
ence of last year when we had our World Travel Congress in Rio with
more than 6,000 delegates. We spent $250,000 in educational seminars,
110 countries were represented and those programs today have been
reproduced and will be used in countries throughout the world in the
months and years ahead. Thus, the residual benefit of this meeting will
not only be substantial, but long lasting.

This year, our 46th World Travel Congress will be held in New
Orleans, one of the best. known and most popular tourist destinations
in the United States. New Orleans has another attractive feature for
our World Travel Congress since it has some of the finest meeting
and convention facilities fonnd anywhere in the world. Without those
facilities, it would not be possible to hold our World Travel Congress
in New Orleans, Conversely. the success of maintaining and expand-
ing those facilities depends upon the ability of New Orleans to attract
conventions and seminars similar to ours not only from throughont
the United States but from countries around the world. We therefore
feel the Congress should not enact. legislation to restrict legitimate ex-
penditures by U.S. taxpayers to attend meetings and conventions out
of the country, but should encourage such expenditures as a device to
expand our own tourism facilities. promote two-way travel and tour-
1sm, improve international knowledge and understanding and further
this countrvs image as a world leader in promoting free trade, travel,
and tourism.
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In conclusion, as a spokesman for thousands of small businessmen
wlio have a respect for and comply with their obligations under this
country’s tax laws, we reiterate our strong support for the committee’s
effort to eliminate any abuses which might exist in connection with
taxpayers improperly deducting travel expenses for what are not legiti-
mate business trips. I believe that insofar as such abuses exist, they
should be eliminated through more aggressive enforcement of present
regulations or through the drafting and promulgation of new regula-
tions similar to those mentioned above. However, as businessmen who
understand and appreciate the importance of travel and tourism not
only to the economy of the United States, but to the economies of
countries throughout the world and have a keen-understanding of the
importance of Jegitimate seminars and conventions whether held in
the United States or abroad, we finally believe that no unnecessary or
unduly restrictive steps should be taken to discourage or eliminate such
legitimate travel to our count?. :

T'hank you, Mr. Chairman, for the opportunity to appear before
you and your committee this morning. ‘

Senator Greavern, Do you have any questions?

Senator Packwoon. You are going to London for a business-related
convention?

Mr, McMvuvrren. T am going for the board of directors meeting, yes.

Senator Packwoon. Does that count as a deduction under one of
these provisions, too? -

er. McMvurLeN, Yes, I think it would and I am very concerned
about it.

Senator GRAVEL. Were you here when Senator Inouye was here?

Mr. McMuLLEN. Yes,

Senator Graver. He cited the example about the Caribbean tour.
Could the IRS under existing regulations have corrected that inequity ?

Mr. McMvuLLEN. Yes, they could, sir.

We could even sit down with the IRS and help them, if they would
like, to help write new regulations, We think it is in the law now that
the abuses complained can be stopped.

Senator GRrAVEL. So if that were the case it would be the inability of
the existing bureaucracy to enforce what is presently enforceable.

Mr. McMurLex. Correct.

Senator GraveL. And we would be correcting that by adding more
power to that bureaucracy.

Mr. McMurLeN. Yes. It is interesting that in the Pacific Northwest
that you have lead in the area of these meetings with Alaska people
going over to Japan every year. I think Chuck %est, one of my pred-
ecessors, used to go on the trade missions with everyone. I believe that
Pacific Northwest had always championed this type of meeting. I also
heard the question asked this morning regarding retaliation. I was
also a member of the U.S. Government Trade Mission to Russia. We
went over specifically to spend 1 week talking with them regarding
their restrictions on meetings and conventions in our country and we
are negotiating with them right now. I think this is the way we should
go by saying to them. “What is good for us is good for you,” and see
if we cannot correct the misunderstandings and expand two-way
tourism,
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Senator Graver. You are quite right. We are sensitive in the North-
west to this, In fact, the only ski area we have in Alaska of note, has
about 40-percent attendance by Japanese.

Mr. McMurren. Right. It is big business.

Senator Graver, So they help make it quite viable for use. Do you
have a branch within your organization—I am thinking of trying to
work to develop a tra& mission to Japan sometime next fall. Do you
have anybody that can counsel somebody in Government in setting
something up like that ¢

Mr. McMuLLEN. Yes; we do and they are in New York. I would
take the privilege of ad&ressing that to our headquarters in New York
City, 711 Fifth Avenue, Richard C. Remalia, executive vice president.
We will furnish that to you.

Senator Graver. Thank you, I am going to go and I would like
the benefit of your counsel. B

Mr. McMuLLeN. We feel this is part of our association and we
should be involved in working in behalf of that function. People say
tourism is sePara.te but it is not. Tourism and trade and industry
do go hand in hand.

enator GRAVEL. Well, it is obviously part of the process to get
people to go there and hoyefully there will be pleasures involved with
the trip. 1f it is all pain they could stay home and enjoy the pain,

Mr. McMurLeN. That is correct, sir.

Senator GraveL. Thank you very much.

Mr. McMuLLEN. May we include this in the record ?

Senator GraveL. Yes. Thank you very much.

[The prepared statement of Mr. McMullen follows:]

STATEMENT OF ROBERT L. MCMULLEX, PRESIDENT AND CHAIRMAN OF THE BOARD
OF THE AMERICAN SOCIETY OF TRAVEL AGENTS, INC. (ASTA)

SUMMARY

ASTA 1s the world's largest trade association in the fleld of travel and tour-
ism representing more than 7,500 travel agents throughout the United States.
Section 602 of the Tax Reform Act of 1975—H.R. 10812—would severely
restrict the amount of money which a taxpayer could deduct for attending out-
of-the-country meetings and conventions. Those restrictions would result. from
a limitation that the taxpayer could not attend more than two foreign conven-
_tions a year; that the deductible transportacost could not be greater than the
lowest coach or economy fare; that the subsistence cost of the taxpayer would
be limited to the per diem rate allowed for U.S. civil servants; that at least
half of the total days of the trip would have to be devoted to business related
activities; and at least six hours of business activities would have to be sched-
uled during each day of the meeting and the taxpayer would have to attend two
thirds of those activities.

This Section of the House passed bill should be rejected by the Senate for
the following reasons:

1. The provision would add nearly six pages to the House bill and further
complicate the Internal Revenue Code at a time when simplification is an ob-
Jective of the Congress.

2. It abuses do exist in this area, they can be taken care of by the provisions
of the Code as it is now written.

3. A great majority of foreign conventions, meetings and seminars are legiti-
mate and further the interests of the taxpayer, his business or profession and
the United States as well as the country in which the meetings are held.

4, Imposing these restrictions on a taxpayver who attends out-of-the-country
meetings or conventions, assuming that the taxpayer’s attendance is in further-
ance of his profession or business as is required by existing law, would be highly
diseriminatory.
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6. The limitatlon on two foreign conventions a year is arbitrary and without
any foundation; the limitation on transportation costs is without precedent and
is equally discriminatory since other businessmen are free to deduct the full cost
of air transportation for a legitimate business trip; the limitation on subsistence
allowance is also without precedent, discriminates against persons attending
foreign meetings and conventions and falls to take into account that the tax-
payer, even if he deducts the full cost of a legitimate business trip abroad, still
pays a portion of the amount spent after taking a tax deduction, and the limita-
tivons with Tespect to number of days devoted to business on a trip and the num-
ber of hours per day devoted to business sessions can be written into IRS regul-
ations under the existing law without the need to amend the Code.

6. Enactment of these restrictions would cause retaliation by other govern-
ments who, like the United States, have huge investments in meeting and con-
vention facilities and hotels which are dependent upon meetings, conventions
and seminars participated in by people visiting from other countries.

7. The United States has been the world’s leader in promoting free trade,
travel and tourism therefore adoption of the House passed provision would be
inconsistent with that tradition at a time when we should be doing all we can do
attract foreign visitors and conventions to our country and encouraging our citi-
zens to travel broadly throughout the world in promoting world peace, under-
standing and greater business and professional opportunities for our citizens.

S8TATEMENT

Mr. Chairman, members of the committee, my name is Robert I.. McMullen. I
am a travel agent from Grove City, Pennsylvania, and along with my wife, own
~nd operate travel agencies In Grove City, Franklin and Butler, Pennsylvania.
I am also President of the American Soclety of Travel Agents, Inc. (ASTA), the
world's largest trade association in the fleld of travel and tourism, with more
than 7,600 travel agent members throughout the United States and Canada. I am
accompanied this morning by Glen A, Wilkinson, a partner in the Washington
law firm of Wilkinson, Cragun & Barker, general counsel to ANTA.

It is a pleasure, Mr. Chairman, to appear before this Committee today to
testify with respect to Seetlon 602 of the pending Tax Reform Act of 1975. ASTA
is unalterably opposed to any legislation which would curtail deductions of rea-
sonable expenses incurred by taxpayers attending legitimate business conven-
tions lheld outside the United States.

As passed by the Hous of Representatives, Section 602 of the Tax Reform
Act of 1975 would limit deductions of expenses incurred in attending foreign
conventions in five basic ways:

(1) It would limit deductions by an individual to no more than two foreign
conventions in one year; '

(2) It would limit the deductible transportation cost to and from a foreign
convention to the lowest coach or economy fare;

(3) It would limit the deductible subsistence cost during the attendance of
any foreign convention to the per diem rate for United States civil servants;

(4) It would permit transportation costs to be deductible in full only if at
least half of the total days of the trip were devoted to business related activities
(otherwise it would limit' deduction to the percentage of the days of the trip
devoted to business related activities) ; and

(8) 1t would permit subsistence costs to be deducted only if at least six hours
of business activities were scheduled during the day and the individual attended
at least two-thirds of those activities.

Although I will comment separately on each of these individual provisions,
I would like to first make a few general comments, At & time when the basic
tax law of this country has grown so complicated that few taxpayers, not to
mention tax lawyers, profess to understand it in all its parts, there is a rising
chorus calling for simplification of the Internal Revenue Code. In light of that
laudatory goal, the Congress should ask itself whether it serves the interest
of good government to add a new subsection to the Code that takes up nearly
six pages of the printed House bill and deals with a relatively minor pfoblem
like travel to conventions in foreign countries—a problem which has very little
impact if any on taxpayers in general or on the Treasury of the United
States. This is particularly true when the Congress has already given the In-
ternal Revenue Service authority and responsibility to assure taxpayer com-
pliance with the Code as I shall discuss. Secondly, the basic assumption under-
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lying Section 002 appears to be a susgpicion that most foreign conventions and
meetings are, in reality, a sham and nothing wmore than junkets. We wonld
strenuously disagree that such is the case, Most foreign conventions and meet-
ings, like most conventions and meetings held in this country, are legitimate
functions which serve to advance and promote important trade and business
objectives., We strongly believe that, while some abuses may exist, as they prob-
ably do in all areas of tax laws, they are relatively few in number. I would
now like to comment specifically on each provision of Section 602.

Limitation to two forecign conventions per year

The Internal Revenue Service alleges that many abuses are occurring in the
area of foreign conventions. According to the IRS, many conventions and educa-
tional seminars which are held outside the country ostensibly for business and
educational purposes are really vacations in disguise, held at foreign sites for
recreational and sightseeing opportunities afforded by the foreign country. Sec-
tion 602 seeks to curb this abuse, in part, by limiting the number of foreign
conventions for which an individual may take deductions to two per year.

We believe that this limitation 18 both arbitrary and unjustified. To the extent
that there is a problem, we believe that it can be remedied without adopting
a provision which in order to punish a few guilty individuals improperly
interferes with legitimate business and professional and eduecational interests of
thousands of our taxpayers. ASTA belleves that our present tax laws provide ade-
quate protection against any possible abuse in the area of foreign conventions
or meetings. Generally, to be deductible under present code provisions, traveling
expenses must be reasonable and necessary to the conduct of the taxpayer's
business and directly attributable to the trade or business. There has to be a
sufficient relationship hetween a taxpayer’s trade or business and his attendance
80 that he is benefiting or advancing the interests of his trade or business,

If a taxpayer's attendance at a foreign convention is reaxonable and necessary
to the conduct of the taxpayer's trade or bhusiness, it is difficult to see why le
should he limited arbitrarily to being able to deduce the expenses of just two such
conventions per year. The problem is not the number of conventions attended per
vear but the relationship of those conventions to the taxpayer’s trade or business.
We believe that the IRS can use present lasw to ferret out those individuals
who gbuse the present law without penalizing those honest individuals who

-do not.

Limitation of transportation costs to coach or economy fare

Section 602 also would limit the amount of transportation expenseg allowahle
ax a deduction to the lowest coach or economy rate charged by any commercial
airline for such transportation during the calendar month the convention is held.
We beljeve that this limitation would be discriminatory, arbitrary and unneces-
sary. First-class travel, in and of {tself, is neither exorbitant nor unreasonable.
Indeed, in approving first-class fares, the Civil Aeronautics Board has determined
that such fares, in fact, bear a reasonable relationship to the services rendered
and are therefore in the public interest.

ASTA has always maintained and continunes to maintain that the decision
whether to fly at first-class or coach fares—which may depend on any number of
per«<onal factors—should be left to the individual traveler. Furthermore, this pro-
posal does nothing whatsoever to further the ultimate objective of the
Committee—the elimination of fllegitimate deductions for vacation and “junket”
travel. The present proposal ignores the real problem of enforcement of present
IRS restrictions and would serve no legitimate legislative purpose. In fact, the
House Committee Beport which accompanied the Tax Reform Act of 1975 fails
completely to explain how this provision will in any way serve to correct the
abuxes which supposedly occur in the area of foreign conventions.

Limitation of deductions to per diem levels established for government employecs

Section 602 also would limit deduction of so-called subsistence expenses while
at a foreign convention or traveling to or from the convention to an amount not
to exceed the dollar per diem rate for the site of the convention which has been
estahlished for United States civil servants. Like the proposed limitation of
economy or coach fare, the imposition of such a limitation would be absolutely
arbitrary and would bear no relationship whatsover to the legitimate needs of
a convention participant in any given situation. Certainly, we recognize that the
government per diem may in some instances be entirely reasonable and sufficlent.
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Conversely, however, there are undoubtedly many more situations in which such
levels would be entirely insufficient to cover expenses incurred for legitimate
business purposes. Here again, the House's recommendation ignores the real
problem of assisting the IRS in eliminating illegitimate tax deductions. Instead,
in hopes of curtailing some improper deductions, the Committee proposal arbi-
trarily limits all deductions without regard to their legitimacy. Furthermore, as
I have indicated, under present law the expenses deducted must be reasonable,
and therefore, there is no need to discriminate against taxpayers who choose
to attend out of the country meetings.

Limiting deductible expenses by businessmen to the per diem rate established
for government employees is a classic case of mixing apples and oranges. Pre-
scribing a fixed per diem rate of reimbursement for government employees keeps
down government expenditures. If there were no such limit and government em-
ployees were reimbursed in full for their expenses, government employees would
have no incentive to minimize thelr expenditures. A business expense deduction
operates quite differently. As long as the government employee stays within the
per diem rate, the government must relmburse him dollar for dollar for what
he spends. If a businessman spends a dollar and treats its as a deductible ex-
pense, the businessman is not reimbursed in full for the dollar expended. Assum-
ing the businesstaan is in the 50 percent tax bracket, the deduction would only
reimburse him 50 cents in tax savings for every dollar spent, The other 50 cents
would come out of the businessman’s own pocket. Every taxpayer, whether an in-
dividual or a corporation, therefore, has an incentive to see that his expenses, or
his employees’ expenses, are minimized. There seems no need to establish any
per dlem limitation to accomplish this purpore.

" Establishment of statutory standasrds

Section 602 also limits the deduction i full of transportation expenses to
foreign conventions to cases where more than one-ha)f of the total days of the
trip are devoted to business related activities and limits the deduction of sub-
sistence expenses to cases where at least six hours of busineys activities are
scheduled during the day and the individuval attends at least two-thirds of these
activities., In line with its position of opposing abuses of our tax laws, ASTA
has already gone on record as supportng the establishment of more specific

" standards to distinguish the legitimate foreign business convention from the

foreign junket. These standards could specify the number of hours per day
and/or the number of days per trip the taxpayer actually spends in weetings,
ASTA, however, does not believe that the proposed statutory provisions are
necessary to accomplish this result. ASTA bhelieves that the IRS has the au-
thority under present law to impose such standards by regulation. ASTA firmly
believes that the IRS should exercise its authority under existing law to write
new regulations to assitre that taxpayers do not improperly deduct expenses
in connection with out-of-country conventions or meetings. o

Mr. Chairman, as 1 have said, I am a professional travel agent. T am one of
more than 11,000 independent businessinen located throughout the United States
who has dedicated his life to the promotion of travel and tourism. As you may
be aware, America is today the world's number one host country in receiving
foreign visitors. One of the reasons for this success is the substantial progress
which we have made in developing outstanding facilitiex' to host visitors both
from within the United States and abroad. By the same token, other countries
throughout the world have expended hundreds of millions of dollars to develop
hotels, convention centers, and meeting facilities designed to attract tourists
and businessmen to attend meetings and conventions. These conventions en-
hance the visitors' knowledge of those countries: and promote a better under-
standing of their commercial and cultural achievements. In my view, it would
be a tragedy for the United States to adopt restrictive provisions which would
fnhibit our citizens from taking legitimate trips abroad for the legitimate pur-
poses mentioned. It could well result in similar retaliatory action by other
countries. Accordingly. we would not only undermine the substantial investment
which our foreign friends have made in building hotels and tourist facilitles but
we might undermine our own efforts to attract foreign vistors to utilize the
gplendid facilities which we have in this country. ’

I would like to give you a personal fllustration of how the proper preparation,
planning and execution of an international convention can have a tremendous
fmpact not only on the loeation where it is held, but on.the delegates who attend
and on the countries where the delegates reside. Last year ASTA held its 45th
World Travel Congress in Rio de Janeiro, Brazil. That Congress attracted more
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than 8,000 delegates from one hundred and ten countries representing all phases
of the travel and tourism indusrty. Two hundred and fifty thousand dollars were
spent on the preparation and production of professional training programs de-
signed to make each of those delegates a more professional and proficient sales-
person to promote the tourism product. Those seminars and workshops which
were produced in Rio are being reproduced and will continue to be reproduced
and used in countries throughout the world in the months and years ahead.
;rhuis. the residual benefit of this meeting will not only be substantial, but long
asting.

This year, our 46th World Travel Congress will be held in New Orleans, one of
the best known and most popular tourist destinations in the United States, New
Orleans is another attractive feature for our World Travel Congress and has
. some of the finest meeting and convention facllities found anywhere in the world.
Without those facilities, it would not be possible to hold our World Travel Con-
gress in New Orleans, Conversely, the success of maintaining and expanding those
facilities depends upon the ablility of New Orleans to attract conventions and
seminars similar to ours not only from throughout the United States but from
countries around the world. We therefore feel the Congress should not enact
legislation to restrict legitimate expenditures by U.S. taxpayers to attend meet-
ings and conventions out of the country, but should encourage such expenditures
as a device to expand our own tourism facilities, promote two-way travel and
tourism, improve international knowledge and understanding and further this
country's image as a world leader in promoting free trade, travel and tourfsm.

In conclusion, as a spokesman for thousands of small businessmen who have a
respect for and comply with their obligations under this country’s tax laws, we
reiterate our strong support for the Committee’s effort to eliminate any abuses
which might exist in connection with taxpayers improperly deducting travel ex-
penses-for what are not legitimate business trips. I belleve that insofar as such
abuses exist, they should be eliminated through more aggresive enforcement of
prezent regulations or through the drafting and promulgation of new regulations
mimilar to those mentioned above. However, as businessmen who understand and
anpreciate the importance of travel and tourism not only to the economy of
the United States, but to the economies of countries throughout the world and have
& keen understanding of the importance of legitimate seminars and conventions
whether held in the United States or abroad, we firmly believe that no unneces-
sary or unduly restrictive steps should be taken to discrourage or eliminate such
legitimate travel.

Thank you, Mr. Chairman, for the opportunity to appear before you and your
committee this morning.

Senator Gravrr. We will recess until 2 p.m.
[Whereupon, the committee recessed at 12:14 p.m., to reconvene

at 2 p.m.]
AFTERNOON SESSION

Senator GrAVEL. The hearings will come back to order now.
c Our next witness is Warner McILean, tax manager, Hilton Hotels
orp. -

STATEMENT OF WARNER H. McLEAN, TAX DIRECTOR, HILTON
HOTELS CORP., BEVERLY HILLS, CALIF.

Mr. McLEan. Thank you, Mr. Chairman.

Mr. Chairman, and members of the committee, I will summarize my
statement which has been filed for the record.

Senator FANNIN [presiding]. Your eomplete statement will be
made a part of the record and you may summarize as you see necessary.

Mr. Mclean. Thank yon, sir.

I am Warner McLean, and I am tax manager for Hilton Hotels
and I am appeaning in behalf of the American Hotel and Motel
Association.
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In the area of capital formation generally, the amount which an
enterprise can borrow or additional capital stock it can issue is limited——
by the profits it can generate in its business.

Because of tax burdens, business profits have been too low to gen-
erate sufficient investment capital. With the combined State and Fed-
cral tax rates, well over 50 percent of profits, net income after taxes
have been barely sufficient to meet day-to-day operating needs,

While this committee can do nothing about soaring State income
taxes, you can create a Federal tax environment which will help busi-
ness to meet its capital formation needs. ~ )

We would propose the following tax changes in order to stimulate
capital formation. i

No. 1, in the area of taxation of capital gains and losses, the position
of the American Hotel and Motel Association is that long-term capital
gains should be kept at the current rate since the “gain” on the sale
of producing assets held for a long period of time is, in large measure,
merely an inflationary mirage. )

The primary basis for a tax differential between ordinary income
and capital %:)ins is a recognition that the economic gain realized is
less than the bookkeeping gain because of inflation.

In our dndustries chain business, proceeds from the sale of assets
must be reinvested in other assets in order to maintain their competi-
tive status. These new assets are much more costly. To further tax the
proceeds on the sale of older assets would reduce the ability of hotels
or motels to reinvest in assets at current market prices.

With the Tax Reform Act of 1969, the use of accelerated deprecia-
tion to convert ordinary income on capital gains has been largely cur-
tailed. Because of the recapture rules, the amount of gain which will
;\ualify as a capital gain on the sale of a building will arise primarily

rom the rising prnice level. This gain then, is illusory.

When the hotel or motel operator attempts to replace the property
sold, he finds that the cost of the replacement property will exceed the
selling price of the old building. Not only that, a gortxon of the selling
price will not have been retained’kl)‘y the operator, but instead will have
been paid as a capital gains tax. To now increase the capital gains tax
rate or to do away with the capital gains provisions will compound
the operator’s problem in raising replacement capital,

There is a new Securities Exchange Commission requirement that
all productive assets be shown in a footnote on the company’s balance
sheet at replacement cost. In addition, the SEC requires that the
balance sheet disclose the depreciation on replacement cost.

Thus, the SEC has recognized the concept of recovery of economic
value. Presently, however, the Internal Revenue Code’s concept of
depreciation is a recovery of original cost invested. Therefore, the
code does not permit the use of price level depreciation which allows
capital recovery in this world of inflation.

We request that this committee recognize the concept as does the
SEC and allow price level depreciation.

TAX TREATMENT OF REAL ESTATE

The association wishes to emphasize to this committee that the major
factor determining the life of a new hotel or motel is functional
obsolescence and not physical deterioration.
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> We ask the committee to allow the hotel and motel industry to depre-
diate their physical plants over shorter periods of time than those now
permissible in the Internal Revenue Code. It is imperative for the long-
term health and growth of the hotel and motel industry that the tax
laws reflect the hard economics of capital recovery of those industries
and allow the short lives.

TRRATMENT OF CAPITAL RECOVERY FOR TAX PURPOSES

The hotel and motel industry’s major investment is in its building
and real property, which does not currently qualify for the investment
tax credit; whereas other industries’ major investments are personal
property which qualify for investment tax credit. .

We believe that serious consideration should be given to expanding
the benefits of the investment tax credit to a portion of hotel and
motel real property, such as the cost of steel, or cost of labor included
;)n .:29 building, or a percentage of the original total cost of the

nilding.

The rgal estate and hotel/motel property, which is the major portion

of the investinent by the hotel and motel entrepreneur, is currently
denied taxrrelief which is granted other industries. It is estimated
that a new hotel will spend only 20 percent of the total investment on
equipment subject to tﬁe investment tax credit. Other industries such
as airlines, transportation and machine tools receive a far larger benefit
from the investment tax credit since a far larger proportion of their
‘total individual investment is in equipment subject to the investment
tax credit.
"~ We propose to equalize the tax benefits currently enjoyed by other
ga’gita] intensive industries to the capital intensive hotel and motel
industry by expanding benefits of the investment tax credit to a portion
of the hotel and motel real property.

i DEDUCTIONS OF BUSINESS EXPENSES

The association is opposed to proposals which would prohibit a
business deduction for the cost in excess of a certain class of expense
and tax such excess as income to the individual.

In our opinion, the ordinary and necessary expense test should he
continued as the criteria for determining whether an expenditure is
dedutcible. This test has been,in effect for many years and is more
than adequate.to curb potential abuses.

The last area I would like to touch upon is Revenue Ruling 75400,
reporting of charged tips.

On September 15, 1975. the Internal Revenue Service issued Revenue
Ruling 75-400. This ruling purports to require employers to keep
independent records of the amount of charged tips paid to each em-
ployce—as contrasted to cash tips—and to eompare this amount with
the amount of charged tips which ‘are reported by employees pur-
suant to section 6053 of the Code. If the amount of charged tips as thus
recorded by the employer exceeds the charged tips reported by the
employee, this ruling would require the employer to reflect the larger
amount on that employee’s Form W-2. -

.» Revenue Ruling 75-400 does not allow the employer to take into con-
sideration the fact that some portion of the charged tips paid to the
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employee may be shared with other employees as the result of tip
sphttin% or tip pooling arrangements. Revenue Ruling 75-400 re-
quires the employer to reflect the entire amount of charged tips paid
to the employee on his Form W-2 even if the employer is generally
aware of the existence of tip splitting or tip pooling arrangements
in his establishment.

Thus, Revenue Ruling 75-400 purports to require employers to
knowingly report an incorrect amount of employee's income on their
Form W-2’s by reporting amounts—based on the employer’s records—
which are in excess of the nmounts reported by employees. '

Surely, the intent of our tax laws cannot be to require employers
to create useless records and report amounts which have no relation
to real income or wages.

In enacting the Social Security Amendments Act of 1965 it was
made crystal clear by Congress that section 6051 (d) would be the sole

.- reporting requirement for employers regarding tip income. Now, 10

ears later the Internal Revenue Service incorrectly asserts that it
s residual authority under section 6041 to require employers to file
different information returns under a general provision in the Code.
The industry would like a clarifying amendment indicating that em-
ployers shall only be required to report tips which are reported to them
under section 6053 of the Internal Revenue Code. Thank you.

Senator Faxxin. Thank you, Mr. McIean. You brought out some
very essential items in your statement, one that I am very concerned
about. Here we are trying to save on energy that is utilized, and of
courso trying to create jobs and trying to have our tax program where
it will be most beneficial for the development of revenue and for de-
velopment of jobs in the overall operation of a business that can go
forward. The cost replacement is, I understand, quite a problem with
you when you speak of inflation and the write (}f and all that is in-
volved and how maybe it costs two or three times as much to replace
equipment as the equipment cost originally.

Do you feel that there would be a great deal more of replacement
equipment, for instance, inefficient heating equipment, water heating
equipment, refrigeration and all if this tax incentive was more of an
inducement ?

Mr. McLrax. Yes, I do, Senator. I know in our company that they
do put off expenditures for a longer period of time than I think would
be necessary if they were allowed this extra depreciation to create a
reserve for expenditure in the future, I think that is very true.

Senator Fax~NiN. Your industry went through almost a recession at
the time that we had the shortage of fuel. I assume it has made a
pretty good recovery since that time. I just wonder what has hap-
pened or is happening as far as the rehabilitation, improvements and
all in your industry ? What is taking place now ¢

Mr. McLra~. Well, T think at the present time, unlike a year ago, I
think about a year ago is when we had our real problems, but I think
things are starting to look up. Of course, we are a little concerned
about the energy problem and we have furnished this committee with
a statement previously on our feelings as far as the energy goes.

1 Ree gﬂnted hearings entitled “Energy Conservation and Conversion Act of 1975,
pt. 2, p. 815 11,
69-460—76——pt, 5——8
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But that certainly is a concern of ours. :

Senator FaAnNIN, Capital formation is a problem in almost every
industry. Since you are a highly capitalized industry, your investments
are very large commensurate with the amount of volume of business
done because you just have a certain turnover that can come about.
We are vitally interested in having specifics if we could get them.
Could you provide this committee with specific statistics to show how
rdditional expansion of facilities in your industry would employ
more of our unemployed people ¢

In recent years, since the energy shortage, when we had the embargo,
have you a greater number of empldyees or fewer employees? What
has been the trend ?

Mr. McLEaN. I really can’t say. I am not familiar with that. I can
furnish that to you, Senator. I would be glad to.

Senator FANNIN. Fine.

[The information referred to follows:]

According to the Bureau of Labor statistics total employment for hotels,
motels, and tourist courts was:

Thousands
1078 e e e ——————————— e e e e e 765.4
074 oo e e e e e e e e e e 791.6
T e e e e 805.8

Although total employment increased each year the percentage income was

" smaller in 1974-75 because of the problems encountered as a result of the Arab

oll embargo.

Mr. McLEAN. I would think the trend is down but I can’t say with

any great authority. ~

nator FANNIN. What this committee would like to do is have justi-
fication for either continuing an incentive program, or for adopting .
A new incentive program. something that would assist. After all, the
unemployment situation in this country today is of tremendous con-
cern to everfrone and of course capital formation is one of the most
serious ‘)rob ems we have in providing employment for people. That is
especially keen in the energy field and one place where we can. en-
courage it is in the saving of energy. I know that your companies are
vitally interested in more efficient equipment, they are interested in
the insulation and different ways in which they can save energy.
Certainly that is a dual purpose as far as the committee is concerned.

Mr. McLEAN. Let me just say this one thing about capital forma-
tion. As an example the investment tax credit, some people say why
should we allow these different companies an investment tax credit
because they are not at full capacity, cannot really sell what they have
now even though we give them additional incentives they just don’t
produce more, they will not hire any more employees.

I don’t think that is true in the hotel and motel business. I think that
if we have the incentives we will build more hotels and motels and will
emg)loy additional people.

enator FANNIN. Well, if you modernize you have a greater chance
of being more fully occupied. You have a competitive situation in
new facilities being built. So that is a problem, I know, as to keeping
up to date with all the facilities and staying in competition. You must
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furnish many facilities, of course, that are quite expensive but are
neceded to meet that competition. -

Well, thank you very much, Mr. McLean,

Mr. McLEeAN. Thank you, Senator.

[The prepared statement of Mr. McLean follows:]

STATEMENT OF THE AMERICAN HOTEL & MOTEL ASSOCIATION

SUMMARY

T'axation of capital gains and losscs

Long-term capital gain tax rates should be lowered or kept at their current
rate since the “gain’ on the sale of producing assets held for long periods of
time 18, in large measure, merely an inflationary mirage; a company, in order
to maintain its competitive position, must reinvest the profits of the sale of
those assets in much lower costing assets. -

Ta» treatment of real estate

The increasingly rapid functional obsolescence of hotel and motel properties
makes it imperative that shorter lives be permitted for depreciation tax purposes.
The limited return on investment on ownership of hotel properties has made
ownership of such properties less attractive, especially to major corporations
who have, in fact, been confining their hotel activities to management rather than
ownership. We propose that the Committee liberalize allowable depreciation in
order to again make ownership of hotel properties viable.

Treatement of capital recovery for taw purposes

The hotel-motel industry's major investment is in building and real property,
which does not currently qualify for the investment tax credit; whereas, other
industries’ major investments are personal property which qualify for invest-
ment tax credit. We suggest expanding the benefits of the investment tax credit
to a portion of hotel real preperty such as the cost of steel or the cost of labor

:’ncilutiled in building the bulilding, or a percentage of the original cost of the
uilding.

Deduction of expenses attributadble to dusiness use of homes and rental of
vacation homes

The Assoclation is opposed to legislation which would single out owners of
dwelling units who use such units partially for personal use to totally restrictive
tax treatment. Existing law is sufficlent to prevent abuses.

Deduction of business expenases

The Association is opposed to proposals which would prohibit a business
deduction for the cost in excess of a certain class of fare and tax such excess
as income to the individual.

Unfair competition

The Association opposes any effort to allow “social clubs” (Seec. 501(c) (7))
to earn additional outside income and still retain their tax-exempt status. Our
view bl: that social clubs should be operated exclusively for the benefit of their
members. ! .

Ten years after the Congress enacted the Social Security Amendments Act of
1965, the Internal Revenue Service s now asserting that it has residual au-
thority over 6041 to require additional information and record keeping returns
over and above those specifically set forth by the Congress in Section 6051 and
6053 of the code.

The industry would like a clarifying amendment indicating that employers
:Pengl)?‘gnly be required to report tips which are reported to them under Sec-

on 3

STATEMENT

1 am Warner H. McLean, Tax Director of Hilton Hotels Corporation, Beverly

Hills, California., I am appearing today on behalf of The American Hotel &
Motel Association.

The Assoclation is' a federation of hotel and motel associations located in

the fifty states, the District of Columbia, Puerto Rico and the Virgin Islands



£

2114

having a membership in excess of 8,000 hotels and motels containing in excess
of 900,000 rentable rooms. The Amertcan Hotel & Motel Association maintains
offices at 888 Seventh Avenue, New York City, and at 777-14th Street, N.W.,

Washington, D.C.
GENEBAL OCOMMENTS

First, let me say that members of the American Hotel & Motel Association are
operators of businesses which employ thousands of workers. The hotel and motel
business i8 in large part not operated by passive investors or speculators who
are interested in short-term trading profits, but by operators of businesses who
rely on an economic net increase for their reward in operating a business.

Second, we ask that the Committee keep in mind that hctels and motels are
a capital intensive industry requiring a large investment in a single one-purpose-
asset. The risks are high because factors such as location, changing fads and
chapging modes of transportation may make the operation obsolete very
quickly. Building and location, unfortunately, cannot be moved to an intersection
of a new highway. Similarly, if the location happens o be near the old highway,
it must stay there and suffer drastic reductions in revenue. ]

CAPITAL FORMATION

In order to coptinue long term economic growth, it is essentlal that lhotel
and motel operators have the means to accumulate sufficient .capital to nmeet
expected modernization and expansion costs. Hotels and motel operators have
two baslc methods of obtalning investment capital: (1) by borrowiug, or issuing
capital stock to outside investors, and (2), by internally generating profits.

Generally, the amount which an enterprise can borrow, or the smount of
additional cupital stock it can issue is Hmited by the profits it can generate in
its business. Because of the tax burden, business profits have been too low to
generate sufficient investment capital. With the combined State and Federal
tax rates well over 50 per cent of profits, net incomes after taxes have been
barely sufficient to meet day-to-day operating needs. !

‘While this Committee can do nothing about soaring State income taxes, you
can create a Federal tax environment which will help business to meet-its capital

formation needs.
We propose the following tax changes in order to stimulate capital formation :

1. Taxation of capital gains and losses ‘

The position of the American Hotel & Motel Assoclation 18 that long-term
capital gain rates should be kept at their current rate or lowered since the
“gain’” on the scale of assets held of a long period of time I8 in large measure
infiationary. The primary basls for the tax differential between‘ordinary Income
and capital gains is the recognition that the economic gain realized is less than
the because of inflation.

To further fllustrate our point, depreciation i{s currently ealculated hoth for
income tax purposes and for accounting purposes under the Accounting Principles
Board rules, based only on historical, actual costs, : o

If we assume a rate of inflation of ten percent annually, by the end of ten
years recovery of $1 million of original investment via depreciation will produce
only $350,000 purchasing power. The ability to replace the equivalent dollar value
of productive capacity will he reduced by $450.000. Furthermore, businesses
;nux:;l earn $900,000 to replace the lost purchasing power since these earnings are

axed. -

In our industry’'s chain business, proceeds from the gale of assets must be
reinvested in other assets in order to maintain their competitive status, These
new assets are much more costly. To further tax the proceeds on the sale of
older assets would reduce the ability of hotels or motels to reinvest in assets at
current market prices. o T

With the Tax Reform Act of 1969, the use of accelerated depreciation to con-
vert ordinary income on capital gains has been largely curtailed. Because of the
recapture rules, the amount of gain which will qualify as a capital gain on the
sale of a building will arise primarily from the rising price level. This gain
then, is illusory. k V :

When the hotel or motel operator attempts to replace the property sold, he
finds that the cost of the replacement property will exceed the selling price of
the old bujlding. Not only that, a portion of the selling price will not have been
retained by the operator but instead will have been paid as a capital gains tax.
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To now increase the capital gains tax rate or to do away with the capital gains

provisions will compound the operator’'s problem in raising replacement capital.

There {8 a new Securities Exchange Commission requirement that all productive
assets be shown in a footnote on the company’s balance sheet at replacement
cost. In addition, the 8.E.C. requires that the balance sheet disclose the deprecia-
tion on replacement cost.

Thus, the 8.E.C. has recognized the concept of recovery of economic value,
Presently ; however, the Internal Revenue Code’'s concept of deprecliation is a
recovery of original cost invested. Therefore, the Code does not permit the use
ci)fﬂpaice level depreciation which allows capital recovery in this world of
nflation.

We request that this Committee recognize the concept as does the 8.0.C. and
allow price level depreciation.

2. Taw treatment of real estate

The Assoclation wishes to emphasize to this Committee that the major factor
determining the life of a new hotel or motel is functional obsolescence and not
physieal deterioration.

The moving of a highway from Point X to Point Y in many cases reduces the
life of a hotel or motel from forty years to zero years. Another example of
obsolescence involved those hotels and motels surrounding Midway Alrport in
Chicago. The day that O’'Hare Airport opened, these hotels and motels became
functionally obsolescent, even though their physical condition was excellent.
Permissible lives over which hotels and motels can be depreciated must be
reduced in order to allow for probable but unknown causes of obsolescence, -

For hotel companies, these causes of obsolescence in the past 15 years have
been the wide-spread growth of motels; and for hotel and motel compantes, in-
creased use of the autonobile, changing patterns of transportation, redance on
airplanes versus trains and buses, changing interstate highway systems, the
abllity to travel longer distances within one day, jet airplanes which allow
travelers to attend a business meeting and return all within the same day,
increasing foreign travel, and the trend for luxury hotels and rooms.

We ask the Committee to allow the hotel and motel industy to depreclate their
physical plants over shorter periods of time than those now permissible in the
IJnternal Revenue Code. It Is imperative for the long-term health and growth
of the hotel and motel industry that the tax laws reflect the hard economics of
capital recovery of those industries and allow the short lives,

3. Treatment of capital recovery for taxr purposes

The hotel and motel industry’s major investment is in building and real prop-
erty, which does not currently qualify for the investment tax credit; whereas
other industries’ major investments are personal property which qualify for
investment tax eredit.

We beligve that serious consideration by this Committee should be given to
expanding the benefits of the investment tax credit to a portion of hotel and
motel real property, such as the cost of steel, or cost of labor included in the
building, or a percentage of the original total cost of the building.

The real estate and hotel/motel property, which is the major portion of the
investmept by the hotel and motel entrepreneur, is currently denied tax rellef
which is granted to other industries. It is estimated that a NEW hotel will spend
only 20 percent of the total investment on equipment subject to the investment
tax credit. Other industries such as airlines, transportation and machine tools
receive a far larger benefit from the investment tax credit since a far larger pro-
port{on of their total investment is in equipment subject to the investment tax
credit.

We propose to equalize the tax benefits currently enjoyed by other capital
intensive industries to the capital intensive hotel and motel industry by expand-
ing benefits of the investment tax credit to & portion of the hotel and motel real
property.

We wish to point out to the Committee that in essence a hotel or motel property
fs a one-time, long-term capital investment which results in a recovery of in-
vestment plus profit nver a long time. The risks associated with this investment
must be high since the recovery of capital is over a relatively long period of time.

‘As pointed out previously, the investment in real estate is not a rassive invest-
ment; it s an investment in an operating physical asset. This distinetion
hetween operating and investments combined with the substantial reduction
in tax advantages available to real estate investments as a result of the Tax
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Reform Act.of 1969 warrants the extension of the Investment tax credit to ;ea!
estate used in the active operation of a hotel or motel.

DEDUCTION OF EXPENSES ATTRIBUTABLE TO BUSINESS USE OF HOMES AND RENTAL OF
VACATION HOMES

The Association is opposed to legislation which would single out owners of
dwelling units who use such units partially for personal use to totally restric-
tive tax treatment. The mere use of such a unit by an owner should not be the
sole factor in the determination that it is an activity not engaged in for profit.

‘Several years ago, the Internal Revenue Service issued a new regulation
[section 1.83-1(d) (8)] spelling out possible significant losses in deductions
for an owner who rents out his home for part of the year. An effort to close
alleged ‘tax shelters should not bar a taxpayer who can establish that he hag
a reasonable expectation of showing a profit from his rental activities from
taking all deductions attributable to the rental activities,

- DEDUCTION OF BUSINESS EXPENSES

The Assoclation is opposed to proposals which would prohibit a business
deduction for the cost In excess of a certain class of expense and tax such
excess as income to the individual.

In our opinion, the “ordinary and necessary expense test” should be con-
tinued as the criteria for determining whether an expenditure is deductlible,
This test has been in effect for many years and is more than adequate to curb
potential abuses,

UNFAIR COMPETITION

Under present law, a social club’s tax exempt status will not be disturbed by
the Internal Revenue Service if the club's annual income from making its
facilittes or services available to the general public is not more than the higher
of 2,600 or five percent of the total gross recelpts of the organizaton, .

A bill, H.R. 1144, which is pending in the House Ways and Means Committee
would raise that limit to 15 percent retroactive for years, beginning after 1949,
for the clubs which are exempt under Section 501(c) (7). Additionally, H.R.
1144, would change the language necessary to qualify for exempt status from
. . . an organization operated ‘“exclusively’ for pleasure, recreation, and other
non-profitable purposes to one that “substantially all” its activities are for

- -the ahove stated purposes.

AH&MA strongly opposes any liberalization of the tax laws respecting the
treatment of social clubs.

Our members simply cannot comnete with tax-exempts for valuable banquet
and catering businesses. It {s not fair to us, who pay federal, state, and local
taxes, to have to watch hopelessly as social clubs are permitted to earn additional
sources of revenue at our expense.

‘We ask this Committee to reject any measure that permits soclal clubs to
derive outside Income from the general public in excess of the limits under
pregent law. After all, the only legitimate reason for having a taX-excmpt social
club is to serve “its own members’ not the public.

REVENUE RULING 75-400; REPORTING OF CHARGED TIPS

On Sentembher 15, 1975, the Internal Revenue Service issued Revenue Ruling
75-400. This Ruling purports to require employvers to keep independent records
of the amount of charged tips paid to each employee (as contrasted to cash tips)
and to compare this amount with the amount of charged tips which are rcported
bv employees pursuant to Section @053, If the amount of charged tips as thus
recorded by the employver exceeds the charged tins reported bv the employce,

this Ruling would require the employer to reflect the larger amount on that
emnloyee’s Form W-2,

Prior to Revenue Ruling 75400, the Internal Revenue Service, based nn
Section 8051 of the Internal Revenue Conde, reqnired the emplover to include
on the W-2 only the amount of tips reported to him by the employee.

Section 8402(k) requires income tax withholding only on tips reported to the
employer by the emplovee. Revenue Ruling 75—400 nsserts that although charged
tips paid by the employer are not reported by the employee are not subject
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61:34 vlvithholding, they must be reported on the W-2 as wages pursuant to Section
Revenue Ruling 75400 does not allow the employer to take into considera-
tion the fact that some portion of the charged tips paid to the employee may
be shared with other employees as the result of tip splitting or tip pooling
arrangements. Revenue Ruling 75—400 requires the employer to reflect the
entire amount of charged tips paid to the employee on his From W-2 even if
the employer is generally aware of the existence of tip splitting or tip pooling
arrangements in his establishment.

Thus, Revenue Ruling 75-400 purports to require empolyers to knowingly
report an incorrect amount of employee’'s income on their Form W-2's by
reporting amounts (based on the employer’s records) which are in excess of the
amounts reported by employees.

‘Surely, the intent of our tax laws cannot be to require employers to create
useless records and report amounts which have no relation to real income or
wages.

Under Section 60531, employers are required to prepare Form W-2 and Sec-
tion 6051(d) requires these forms to be fllad with the Internal Revenue Service
as an information return and the amount of tips to be reported on Form W-2
is only the amount of tips required to be reported by employees under Section 6033.

In enacting the Soclal Amendments Act of 1965 it was made crystal clear by
Congress that Section 6051(d) would be the sole reporting requirement for em-
ployers regarding tip tncome. Now, ten years later the Internal Revenue Service
incorrectly asserts that it has residual authority under Section 6041 to require
employers to file different information returns. The Industry would like a clar-
itying amendment to Section 6041 or Section 6051 indicating that employers
shall only be required to report tips which are reported to them under Section

. 8053

This has been the historical practice in the industry.

Senator FANNIN. The next witness is John F. McClelland, National
Association of Retired Federal Employees.

It is the chairman’s understanding you are Charles Merin and you
are accompanied by Judith Park, lglgislative assistant. We welcome
Kou both to the committee hearings. Thank you for coming here. You

ave been very patient in waiting all this time. Your complete state-
ment will be made a part of the record and you may proceed as you
deem necessary.

TESTIMONY OF CHARLES MERIN AND JUDITH PARK, LEGISLA-
TIVE ASSISTANTS, NATIONAL ASSOCIATION OF RETIRED FED-
ERAL EMPLOYEES )

Mr. MeriN. I am with the legislative staff of the National Association
of Retired Federal Employees. I am accompanied by Miss Judith
Park, also of the legislative staff, and as a result of the recess called
this morning, John McClelland, president of the association, was un-
;b}? to present this testimony, so I would like to present it on his be-

a . =~

The National Association of Retired Federal Employees was found-
ed 54 years a%), just several months after enactment of the original
Civil Service Retirement Law. NARFE is composed entirely of retir-
ees from the Federal Government, their spouses and survivors. With a
current dues-paying membership of approximately 250.000 our as-
sociation has long served as the major spokesman for civil service an-
nuitants in the legislative field.

We welcome this opportunity to voice our position on several of the
provisions of the tax reform bill approved by the House of Repre-
sentatives in the last session of this Congress. In particular we want to
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address ourselves to the issues of : (1) Retirement income credit; (2)
sick-pay exclusion; (3) continuation of certain current allowable
deductions,

RETIREMENT INCOME CREDIT

Tax relief legislation for retirees in general, and Federal retirees in
particular, has long been a major concern of our association. Runaway
inflation over the past few years, coupled with ever-increasing taxes at
every level of government in the past decade has served to deepen our
concern and given more urgency to the need for legislation to ease the
tax burden of retirees.

Currently, social security and railroad retirement benefits are tax
free, but the same is not true of civil service annuity benefits no re-
tirement income from other public and private pension plans of many
retired teachers, policemen, firemen, and others. These retirees must
depend upon the retirement income credit provision (section 37) of
the Internal Revenue Code of 1954 for tax relief of their annuities.
Such at least, was the intent of Congress when the retirement income
credit provision was enacted “to conform the tax treatment of 2ll in-
dividuals to those who now receive tax exempt social security benefits.”

Unfortunately, this intent has not been continually implemented, as
the specified amount of retirement income credit has not been updated
since 1962, during which period of time there have been eight benefit
increases in social security. These eight benefit increases have increased
social Security benefits by approximately 84 percent since 1962 and
none of these increases has been reflected 1n the figures used for retire-
ment income credit computation,

Under the current law, retirement income credit is computed on a
base of $1,524 for a single person, or $2,286 for a married couple filing
a joint return; these figures reflect social security benefits in 1962, the
last time the Provision was updated. But lamentably, they inadequately
reflect today’s social security benefits, and the constraints made upon
the annuitant’s disposable income after current taxation demands.

The time is long past for legislation to update the retirement income
credit. In justice to our older citizens, it is imperative that the Con-
gress act now to implement a tax relief provision aimed at the equali-
zation of tax treatment of Federal retirees with that already extended
to social security and railroad retirement beneficiaries,

The problem of inequitable tax treatment of Federal annuities has
not gone unnoticed. I might add that the Civil Service Commission has
indicated in reports to the Congress its belief that Federal retirees
should be accorded equal type tax treatment on this annuity formula.
A number of bills now pending in both Chambers of the Congress seek
to alleviate this situation. Our association would recommend the adop-
tion by the Congress of S. 2870, a bill sponsored by Senator Joseph
Montoya of New Mexico. This bill seeks to treat Federal retirement
svstem income the same as social security income, to the extent that
the Federal income does not exceed the sum of the moneys to be
received under title II of the Social Security Act. More simply stated,
in attempts to make the retirement income of civil service annuitants
tax exempt to a point commensurate with that of social security in-
come. Our association approves of this approach to the tax problem
because it provides an exemption rather than a credit for the annui-
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tant, Adoption of this exemption mechanism will greatly simplify tax
preparation for this group of older Americans; we encourage this ap-
proach because the complicated formula for determining the credit
under current tax regulations precludes many retirees from takin
advantage of it. In addition, it_places no ceiling figure which woul
require future congressional adjustment to accommodate the inevi-
table changes brought on by the inflationary spiral.

We strongly oppose the House-approved restructuring of the retire-
ment income credit. While it proposes an upward adjustment in the
credit computation figures to $2,5000 and $3,750 for an individual and
qualified ooug})e respectively, it also establishes a phaseout of the credit
gress would be negating the original intent of the retirement income
(AGI) in excess of $7,500 for an individual or $10,000 for a couple.

By applying a phase-out based on adjusted gross income, the Con-
gress would be negating the original intent on the retirement income
credit: to e(}ualize tax treatment of civil service annuities with so-
cial security’s tax-free benefits, There is, after all, no consideration of
the adjusted gross income of a social security beneficiary in deter-
mining degree of taxation of the benefits paid under that system.

SICK-PAY EXCLUSION

In addressing ourselves to section 105(d) of the Tax Code, com-
monly referred to as the “sick-pay exclusion,” NARFE urges the comn-
mittee to continue application of this benefit in its current form. Evi-
dence suggests that it was conceived and established as a protective
fiscal device to enable working taxpayers whose productivity and sol-
vency are diminished by a substantial setback due to sickness of injury,
to maintain their solvency.

The maximum limit of this exclusion was set in 1954 at $100 per
week. On the basis of a 40-hour normal work week, this corresponded
to an hourly rate of pay at $2.50 per hour, compared to the Federal
minimum hourly rate at that time of 75 cents. In light of economic de-
velopments, increased wages, and increased consumer prices, especially
in the area of medical care, it would appear that attention should be
focused on maintaining the fiscal solvency of disabled taxpayers in to-
day’s economy, thus readjusting upward the current maximum limit
of the sick-pay exclusion; we believe above all that it is imperative
that this moderate and proven method of protecting the fiscal solvency
of the disabled worker be retained in the Tax Code.

We find ourselves at odds with the House-adopted revision of the
sick-pay exclusion. Currently this éxclusion of $100 per wek ($5.200
per annum) is applicable to persons drawing disability annuities or

nsion until they reach the mandatory retirement age prescribed

v their former employers. For the majority of Federal retirees,
mandatory retirement is set at age 70, although an earlier age is man-
dated for those in certain occupational areas. The present exclusion
is not dependent upon the adjusted gross income of the disabled
worker.

The revised sick-pay exclusion provision approved by the House
of Representatives last year would limit application of this Yarticular
tax benefit to those deemed “permanently and totally disabled” until
age 65. In addition, it would reduce the allowable exclusion of $5,200
per year on a dollar-for-dollar basis for persons with adjusted gross
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incomes in excess of $15,000. Thus a person with an AGI in excess of
$20,000 would be ineligible to utilize the sick-pay exclusion.

NARFE maintains that the sick-pay exclusion should continue to
be applicable until one attains the mandatory retirement age estab-
lished by his or her last employer, as we can only assume that a person
would have elected to work until that mandatory retirement age had
disability not eliminated this option. At the very least, mandatory re-
tirement age criterion should remain as the standard for eligibility for
those already on the disability retirement rolls as of the effective date
of this provision; the 65-year-age standard applying only to future
retirees. :

We can support application of the provision solely to those deemed
“permanently and totally” disabled aflt)er the provision’s effective date,
but again we urge that the “permanent and total” disability test not be
applicable to those already utilizing the sick-pay exclusion. NARFE
has publicly supported strict adherence to the Civil Service Retirement
System’s guidelines for granting “disability” retirement status. The
record shows that the granting of disability status under the Civil
Servico Retirement System in the past has been almost a matter of
“rubberstamping” disability applications, a practice which_ we
recognize must cease. .

Our association must go on record as strongly og{)osing any phase-
out of the sick-pay exclusion based on the disabled retiree’s gross
income. A disab edy person, by reason of his disability alone, 1s as-
sumed to have certain medical care expenses above and beyond the av-
erage person. The Consumer Price Index statistics on medical cost
items have increased almost 100 percent since the sick-pay exclusion
was enacted in 1954, and these costs cut heavily into everyone’s dis-
posable income, but in particular that of the disable individual. We
cannot justify a tax benefit based on adjusted gross income which does
not make physical or mental impairment any less debilitating.

CONTINUATION OF CERTAIN CURRENT ALLOWABLE DEDUCTIONS

With medical care and drug costs spiraling more rapidly than al-
most any other consumer service and goods in the past few years, our
association feels it is imperative that a tax deduction for financial
outlay in this area be retained in the Tax Code.

We do, however, feel that this deduction feature of the tax laws
could be simplified by combining all medical and drug expenses, and
allowing for a deduction of all combined expenses above a floor of 4
percent of adjusted gross income.

Going a step further on this issue, we would also urge reinstate-
ment of other now-deleted tax provisions which allowed for full medi-
cal deductions for persons age 65 and over, as well as drug expenses
for this group of elderly citizens. This was an allowable deduction
until 1967, and we should like to see it restored. It is well established
that the medical and drug expenses of the elderly are far higher than
those of the younger segment of the population, and consume a far
larger proportion of their generally small, fixed incomes. We believe
that with today’s exorbitant medical costs, the full deduction of these
costs for the aged is more direly needed than ever.

We, as fully as anyone. recognize the need for tax simplification.
For senior citizens complicated tax laws are more frustrating than
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ever and as a result we find the highest percentage of tax over-paY-
ments being made by this group. They overpay their taxes, simply
because they cannot understand or compute the benefits made available
to them in the morass of provisions and instructions. We do not, how-
ever, feel that the only means of simﬁlifyin the various tax benefits
now available is to simply repeal them. Fgor millions of low- and
middle-income taxpayers, the small deductions allowed for items such
as medical and drug expenses, charitable contributions, gasoline taxes,
and so forth, are the only methods available to them of reducing their
tax burden. We would hope that in the course of these and future
hearings this committee can find equitable ways to reduce the com-
plexity of the tax situation, without eliminating tax benefits now avail-
able to the average worker and retiree. ‘

We thank you for the opportunity to participate. If we can answer
your questions we will be hagpy to.

Senator FANNIN, You had perfect timing. Very good [laughter].
Starting at the end of your statement, and I was very impresse
with the e?uity involved where you make recommendations that would
assist in alleviating some of the problems; at the same time you take
consideration of the fact we are 1n a period of inflation and that you
feel that inflation perhaps is the most serious factor involving the

problems that you have discussed.

Mr. MErIN, Yes; we do, very much so.

Senator FANNIN. I am concerned about your statement about the
senior citizens, that because of our complicated tax laws and not un-
derstanding them, they do overpay their taxes. In most instances do
you try to, in your association, furnish assistance in this regard ¢

Mr. MeriN. In whatever way we can, yes.

Miss Park. Yes, Senator, at the local level we try to have our peo-
ple helping NARFE members in their locals with this and as well pro-
viding whatever instructions we can through the monthly periodical
of the association. -

Senator FANNIN. Very good. I think that is highly essential and my
Arizona citizens, senior citizens and others, do not utilize the services
available to them and it is regrettable they may overpay and it may be
caught and they get a refund but on a percentage basis—we are always
talking about percentages because we are working percenta the
percentage i8 probably against them of getting a refund of that sort.

Mr. MEriw, Exactlly.

Senator FANNIN. I am also concerned about some of the recom-
mendations that have been made that I am afraid would affect the
retired people. There have been recommendations about second homes.

Now, you have people that retire and they may be in a cold climate
and want to stay at home in a warmer climate. It is not always a
wealthy person moving down there. I know we have places in Ari-
zona where they have very convenient homes, not terribly expensive.
Do you think it would be fair if we did as some have recommended,
have legislation that would restrict the amount of deduction only
to the home, the first home and they could not take their taxes or their
interest paid in connection with the second home?

Miss Parg. I don’t believe, Senator, that the association has taken
a position on that particular issue. I would, therefore, in behalf of the
associntion hesitate to answer that.
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Senator FanNiN, Well, coming from a State where there are many

retired people I know that this would be an extra burden on them.
Frequently for health condition or just because of the idea of comfort
they want to go into a warmer climate during the cold winter months
and this would be a burden upon them to have—

Sen:,tor Graver [presiding]. Would the Senator yield at that

oint _
P Senator FANNIN. Sure, fine.

Senator GraveL. Is there any possibility of your looking into that?
hMiss Park. Yes; we can; and we can report to the committee on
that. '
Senator Graver. Probably a good part of your membership would
be hurt by this and your study would help us. The record will be open
and you will have more than enough time to submit a statement.

Miss Parg. Fine, we would be happy to.

Senator FanNIN. Fine, Mr. Chairman, I think that is important
and a very good idea.

[The information referred to follows:]

The National Association of Retired Federal Employees would not go on
record as recommending that a restriction on deductions only on a first home be

enacted, as we believe there are cases where the taxes and interest paid on a

second home are justified deductions.

We do not believe, however, that allowable deductions on a second home is of
primary tmportance to most of our Federal retirees, for the limited incomes of
this group, along with similar limited incomes of the majority of the nation’'s
retirees, makes the purchase of a second home itself an impossibility.

We have found that while & large number of retirees spend certain portiong of
the year In different locales because of climatic differences, it {s seldom that a
second home is purchased. In most instances the “second home"” is rented for the
duration of the visit in the warmer clime, or a mobile home is utilized to make

the yearly shift of residence.

Senator FaAxN1~. In your statement you refer to a bill that Senator
Montoya has introduced, S. 2870. T am not completely familiar with
that bill. Do you recommend passage of that bill or do you recommend
that we take into consideration the stipulations in that bill that would
affect the tax program and incorporate them in this legislation ? :

Mr. MeriN. We advocate passage of the bill. The intent of the bill,
we believe, complies with the original intent on this matter. What the
Senator is seeking to do is put these benefits at the point commensur-
ate with social security, which was the original intent of the retire-
ment income credit. For reasons stated within the testimony, we feel
that bill nicely meets those requirements.

Senator FANNIN. In your statement you say :

‘We strongly oppose the House-approved restructuring of the retirement in-
come credit. While it proposes an upward adjustment in the credit -computa-
tion figures to $2,500 and $8,750 for an individual and qualified couple respec-
tively, it also establishes a phaseout of the credit available on the basis of $1 for
every $2 of adjusted gross income (AGI) in excess of $7,500 for an individual or
$10,000 for a couple. .

Do you feel more of your members would be adversely affected than
would be benefited by that change? o

Miss Park. We feel the majority of our members who are now able
to utilize the retirement income credit would be adversely affected by
the income phaseout, but more importantly, I believe, we feel that

*
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the use of the income phaseout negates the original intent of Congress
in retirement income credit.

Because as stated here, there is no means test or adjusted gross in-
comes test in determining what percentage of social security benefits
are tax exempt. All social security benefits are tax exempt regardless
of the adjusted gross income of the individual.

Senator Fan~in, Well, thank you both very much.

Mr. MeriN. We thank you. i

Senator FaANNIN. Thank you, Mr. Chairman,

Senator Graver. Thank you.

Thank you, Senator, for holding the fort.

Our next witness is J. Robert Brouse, president, Direct Selling
Association.

You are the anchorman today, Mr. Brouse.

STATEMENT OF J. ROBERT BROUSE, PRESIDENT, DIRECT SELLING
ASSOCIATION, ACCOMPANIED BY NEIL OFFEN, SENIOR VICE
PRESIDENT AND LEGAL COUNSEL |

Mr. Brouse, Thank you, Mr. Chairman.

Mr. Chairman, Senator Fannin, my name is Robert Brouse. With
me today is Neil Offen, senior vice president and counsel of the
association.

We are here to express our concern with section 601 of H.R. 10812
relating to deductions for expenses attributed to business use of the
home, and request consideration of an amendment thereto.

The Direct Selling Association is a national trade association com-

osed of about 100 companies whose goods and services are offered
directly to consumers through sales transactions conducted in the
home, by more than 114 milfion salespersons, most of whom are in-
dependent retailers. The association was created in 1910 and has, since
that time, sought to protect and promote the rights of small business
persons and individual entrepreneurs who have pioneered retailing in
America. Over half the people in this business are women, For the
most part, they work in the communities in which they live. They
operate almost exclusively out of their homes, and their annual sales
total something in excess of $6 billion annually. :

Historically, if a portion of the residence is used in the taxpayer’s
trade or business, or is used in the production of income, & deduction
may be allowed for an allocable portion of the expenses incurred in
maintaining such personal residence. The taxpayer has to establish that
the expenses were incurred in carrying on the trade or business, or for
the production of income, or in other words, show that there is some
relatively clear connection between the activities conducted in the
home and trade or business, or the production of income. Typically,
the expenses for which a deduction is claimed include an allocable
portioh of the depreciation or rent, maintenance, utility, and insurance
cxpenses incurred in connection with the business use of the residence.

In determiring the deductible amount attributable to the business
uso of the home, the general rule is that any reasonable method of al-
location may be used. In all cases involving the dual use of the home,
the allocation of expenses attributable to the portion of the residence
used for business purposes will take into account the space used for
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those purposes; for example, a percentage of the expenses based on
the square feet of that portion, compared to the total square feet of
the residence. In addition, a further allocation based on time of use
is required, when the portion of the residence is not exclusively used
for business purposes. .

It has been suggested that there was a need for more definitive rules
to resolve the conflict existing between several recent court decisions
and the position of the Internal Revenue Service as to the correct
standard governing the deductibility of expenses attributable to the
maintenance of an office or business in the taxpayer’s personal resi-
dence. The IRS was concerned, for example, that expenses otherwise
considered nondeductible personal, living, and family expenses, might
be converted into deductible business expenses simply because, under
the facts of the particular case, it was appropriate and helpful to per-
form some portion of the taxpayer’s business in his personal residence.
For example, if a university professor, who is provided an office by his
employer, uses his den or some other room in his residence for the pur-
poses of grading papers, preparing examinations, or preparing class-
room notes, an allocable portion of certain expenses might be claimed
as a deduction, even though only minor incremental expenses were in-
curred in order to perform those activities, Another example might he
a trade association executive, like myself, who, although provided an
office downtown, might use his den at home to write legal briefs or
speeches or organization manuals, as well as for personal purposes.

Frankly, we have no objection to denying a deduction for such ex-
penses, but in drafting language to curb those deductions, that authors,
inadvertently, I think, infringed on the rights of salespeople, whose
homes are the sole fixed location of their business and who need the
deductions in order to make a profit and compete effectively in the
marketplace.

The-House of Representatives recognized this distinetion, which we
brought to its attention, and attempted to provide for it in section 280
(¢) (2), relating to certain storage use. In that section, they said that
the limitations regarding deductions “shall not apply to any item to
the extent such item is allocable to space within the dwelling unit,
which is used on a regular basis as a storage unit for the inventory
of the taxpayer, or for use in the taxpayer’s trade or business of selling
products at retail, but only if the dwelling unit is the sole, fixed loca-
tion of such trade or business.” That is a step in the right direction,
since nearly all of the indegendent contractors sceking the deduction
will use a portion of their home for storage purposes and do so on a
regular basis,

Our real problem, Mr. Chairman, lies with the preceding language,
section 280(c) (1), which states that the limitations on deductions.

Shall not apply to any item to the extent such item is allocable to a portion of

the dwelling unit which 18 exclusively used on a regular basis as “(A" the tax-
payer’s principle place of business, or (B) a place of business which 1s nsed by
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patients, clients or customers in meeting or dealing with the taxpayer in the
normal course of his trade or business. In the case of an employee, the preceding
sentence shall apply only if the exclusive use referred to in the preceding sen-
tence i8 for the convenience of his employer.”

Our concern here is with the word exclusive. If the individual sales-
person was making $50,000 a year, he could afford to set aside a part
of his home to use exclusively for his business. The fact is, most of the
individuals in direct selling are very small business persons. They
might use the telephone in the kitchen to make appointments, a portion
of the bedroom to write invoices, or keep records, a part of the base-
ment for storage, et cetera. More often than not, they are supplement-
ing their husband’s income, in order to educate their children or simply
to keep up with inflation, and they are truly not in a gosition to meet
this exclusive use test. Yet their home is their sole, independently op-
erated place of business.

In addition, there are thousands of direct selling company managers,
a5 opposed to individual retailers, who also use their home as their sole
fixed location for business in order to recruit, train, supervise and as-
sist those individual salespersons. The section dealing with storage use
is inadequate to protect them also.

Mpr, Chairman, the problem which we are addressing today, on be-
half of the independent salespersons in America, may surely seem pale
beside tlie great tax reform issues encompassed by this bill. After all,
the deductions being sought by these individuals are undoubtedly very
small and the effect of the changes I am about to recommend, may not
make an iota of difference to the national budget. Unfortunately, we
have not been able to obtain reliable statistics from IRS to be able to
tell you exactly the amount of the presently allowable deductions being
-claimed, although we are convinced that the amount is minimal. But,
whatever the amount, both the real and the psychological ims)act of
your actions may be telling indeed to those individuals who badly need
every deduction entitled to them by law and who cannot understand
why a big business is given consideration and a small businessperson
or individual entrepreneur is given short shrift. What we have here is
not merely a question of tax liability, but also Government credibility.
The issue may be small in importance on a national fiscal scale but

reat in the income earning opportunities Congress should protect in
its role as champion of the people. One way to do that, I suggest, is to
amend the bill by striking the language after section 280(c) (2) relat-
ing to storage use and substituting the following language:

ubsection (a) will not apply to any item to the extent such items
are allocable to the space Wltf:in the dwelling unit which is used on a
regular basis in the conduct of :

(A) the taxpayer's trade or business of selling goods or services, but only if
the dwelling unit is the sole fixed locatlon of such trade or business, or

(B) the business of the taxpayer's employer, for which no other office or fixed
location is provided by the employer.
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This language would both allow the.individual retailer and. the di-
rect selling manager, both of whom use their homes as the sole fixed
location of their business, to continue to deduct a portion of that home
for their business. At the same time, it would prohibit the use of this
exemption for expenses that did not result in necessary additional or .
incremental costs incurred as a result of business use in the home—
such as a lawyer, a teacher or a trade association executive. It would be
fair and equitable and it would help preserve a system of retailing
which helped pioneer this country 200 years ago and remains today
the epitome of free enterprise.

That concludes my statement, Mr. Chairman. I would be happy to
try to answer any questions.

Senator GraveL. You know I sympathize with your position. I was
once in the direct selling business.

Mr. Brouse. You were?

Senator Graver. Yes. I think your comments are very much to the
point on that section of the bill.

Senator Fannin, do you have any questions?

Senator FaxNiIN. Thank you, Mr. Chairman,

You did make a very precise presentation, Mr. Brouse, of your posi-
tion. Most of your people are fulltime employees, are they not, full
time on the job? ,

Mr. Brouse. No, sir; most of them are part time and they are in-
dependent. contractors.

Senator Fax~iN. Now, they don't devote full time to the work that
is involved, then?

Mr. Brouvsk., No, we have no way of telling how much time the
individual devotes to the work of selling. He can devote as much or
as little time as he likes.

Senator Fax~NIN. How would you gage, then, the amount of utili-
zation of the quarters that you were stating should be allowable for
deduction? In other words, if this is their sole income, and they are
using those quarters for that purpose, certainly it is much more justi-
fiable if they have another job and this is just something that they do
that doesn’t really occupy the quarters during the complete day.

Mr. Brorse. Well, T am not sure I can agree on the distinction you
have made. I can see that if you work at it full time that that is abso-
lutely essential. But at the same time perhaps you could also be mak-
ing the kind of income that you could afford an exclusive portion of
your home for that purpose. Also, as you know, the rate of two incomes
in the family has increased substantially over the years as inflation

- has drained the resources of people and a second income is essential.

Senator Fan~in. If the wife is doing this full time, I know they
have certain firms, Watkins, I remember that. And I do think that
in that case—I am not arguing against what you present. All I am
trying to do is justify what you are presenting and be in a position
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if it is argued, “Well, look, this is just a tax loophole,” that they are
really not utilizing those facilities for that purpose so they are not
entitled to it.

Now, perhaps you could establish just exactly what it is that is done,
or how we coulg provide that the person gets the advantage of the
deduction by the recommended method to be used in this connection ¢

In other words, how do we explain if they are on a part-time basis
that they are entitled to the deduction that you are referring to in your

_testimony ¢

Mr. OrrEN. Senator, these people have to meet the existing IRS
standards and tests, which means that they have to maintain records
and justify the actual business use of the facilities, the insurance,
utilities, whatever specific deductions they are claiming on a time
basis. When you referred to full-time people, one of the great benefits
of the industry is that it offers supplemental-income-earning oppor-
tunities to many people as well as offering flexibility in terms of the
amount of hours that can be worked. So we therefore don’t have a

—specific 40-hour week that is going to be put in.

Senator Fax~in. Oh, I understand that; but in other words if there
is a telephone bill of $20 a month, do you feel that 75 percent of that.
is used for business purposes?

Mr. OrrEN. They would have to maintain a log or records that would
be satisfactory to the Internal Revenue Service under the present
existing test.

Senator FANNIN. And IRS does require that

Mr. Orren. Yes, sir. And they are meeting that. We are not asking
for a change in that law. We want to see the law maintained vis-a-vis
other salespeople.

Senator Faxnin. What specifically do you feel should be done in
this l?egislation that would go the farthest to accomplish your objec-
tives

Mr. Brouse. We would like very much, Senator. to have the amend-
ment we suggest incorporated in the final bill to remove, as far as our
people are concerned, that exclusivity test called for now in the new
section 280.

Senator Fan~iN. Fine. Thank you.

Mr. OrFEx. T guess what we are asking is in terms of our independent
retailers, we are asking for the status quo under present law.

Senator FaNNIN. In other words, you would like to see it stay as it is
at present. )

- ‘Mr. Brouse. Yes, sir.
Senator Fax~iN. Thank you very much. 7
Mr. OrFEN. Thank you.
Senator Graver. Thank you very much, gentlemen.
Mr. Brouse. Thank you, Senator Gravel, Senator Fannin.
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[The attachments to Mr. Brouse’s statement follow ;]

facts about PUBLISHED BY
¥ : THE DIRECT SELLING ASSOCIATION
dlrect se 1730 M STREET, N.W.
WASHINGTON. D.C. 20036
Direct Selling, the (202) 293-5760

Direct Selling Association
and the Consumer

Contacts Mills C. Edwards, Jr.

» JUST WHAT IS Direct selling is a major form of retail distridution. It is seller-initiat-
DIRECY mlm? ed merchandising and occurs in the buyer's homs through an in-person sales
contact. It may take the well-known door-to-door form or the popular party-
plan approach.

The direct selling industry provides inocome opportunities to some three mil-
l1ion Americans yearly and contributes some $6 billion annually to the nation's

esoconomy.

The direct seller is the ocountry's smallest independent business person; many
are minority group members, disadvantaged or retired persons, students, home~-
makers and husband-and-wife teams with family-run businesses.

WHAT IS THE The Direct Selling Association (DSA) is a national trade association represent-

DIRECT SELLING ing cospanies which manufacture and distribute products intended for sale to

ASSOCIATL the consumer in his homs. Pormerly the Mational Association of Direct Sell-
ing Companies, DSA was founded in 1910 and currently represents some 90 direct
selling firms.

HOW CAN DSA DSA can help the consumer make wise purchases at home through its strict and

THE CONSUMER highly sffective code of ethics. The code is, in effect, a guarantee to the

consumer that all DSA member companies are honor-bound to conduct business
fairly and will take steps to correct any improper practices brought to
their attention.

HOW IS m‘s This is one code of ethice with teeth =- it doesn't merely pay lip service to

CODE EFFECTIVE? the consumer. It requires that: A MEMBER COMPANY promptly investigate any
consumer complaints of impropsr presentation of its goods or services and take
appropriate action to correct the situation; THE DIRECT SELLING ASSOCIATION,
itself, through an independent code administrator, act on reported violations
by members to correct actual violations. If such violations are substantiated,
the complaint will be remedied and, where appropriate, violations are referred
to government agencies.

HOW CAN YOU LEARN Write the Direct Selling Association. A copy of DSA Opens the Door to Consus-
MORE ABOUT THIS er Protection is yours -- free for the asking. Pleass enclose a self-addressed,
. DIRECT SELLING CGE? stamped, business-size envelope.

Aleo availabls, on a two-week, free-loan basis, is "Pexsonal Selling--Some~
thing Extral™ It's a ten-minute, audiovisual (slides and cassette) progras
on the code. Please write to reserve your dates.

IF YOU HAYE A It you have any doubts about a direct sale, either in the making or already

COMPLAINT completed, contact either the company or the Direct Selling Assoclation. If
it's a member company, DSA's code of ethics will do the rest. Write the
Direct Selling Association, Dept. F82, 1730 M Street, N.W., Washington, DC
20036,
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DSA Active Member List

A
ACT Il JEWBLRY, INC.
Orlsado, FL

mmmcu FUTURE SYSTEMS,

/e Mawr, PA
AMWAY CORPORATION
Ade, M1

ANC1 CORPORATION
Pramingham, MA

w'n &wm l)unl
Lynchburg, VA 7

APO INTERNATIONAL, INC.
Dallas, TX
ARNESON PRODUCTS, INC.

Corte Meders, CA

ARTCRAFT CONCEPTS, INC.
Baliston Lake, NY

&lcm HOBBY PRODUCTS,
d-.ou

AVON PRODUCTS, INC.
New Yook, NY

| ]

BEAUTIOONEROL, INC.

{Tri-Chem, Ine.)
Asllagion, TX

BERLINE PASHIONS, INC.
Benssuville, IL

BESTLINE PRODUCTS, INC.
ik Geove Villnge, IL

BLAIR QUALITY PRODUCTS
(Chep Btick Compeny)
Lysehburg, VA

BRANDEIS DECOR BOUTIQUR
Omade, NB

[ -]
CAMBO COUTURES, INC.
Deliss, TX

THE CATO CORPORATION
Chariotte, NC

CELEBRITY CHINA COMPANY
Shawaee, K8

CHAP STICK COMPANY
Lynchburg, VA

THE CLASSIC

NORTHAMERICAN CORP.
Dellag, TX

CONSTAN INDUSTRIRS, INC.
City of Indwstry, CA

COPPERCRAPT GUILD
Teumton, MA

»
DONCASTER, INC.
Rutbarfordioa, NC

DUDLEY'S BRAUTY &
BARBER SUPPLY, INC.

]
ENCYCLOPARDIA
BRITANNICA, INC.
Chiengo, IL.
;MY RECORD PLAN, INC
Los Aageles, CA ' ’
PASHION FROCKS, INC.
S, Mhehel, XY

PASHION TWO TWENTY, INC.
Awoes, OH

% MEMBER COMPANIES AS OF FEBRUARY ¢, 1976
Wummmmmn HMN \W., Washingion, DC 30036 / (302) 3955760

¥ (cont'd)

P