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Opening Statemecnt, Senator Russell B, Long,
Tuesday, July 20, 1976

The Finance Committee this morning begins three days
of hearings on various provisions of the bill, H. R. 10612,
the Tax Reform Act of 1976. These hearings will give us an
opportunity to hear testimony on the bill as it has been amended
by the Committee and by the Senate.

In its present form, the bill contains provisions which,
because they arose after our hearings or for other reasons, may not
have been the subject of public comment. In addition, there are
amendments which the Committee agreed to recommend to the Senate
on the floor. A description of the provisions which will be covered
in the hearings was contained in the Committee's press release of
July 8th.

Complaints have been voiced by several Senators that a
number of provisions were added to the bill by the Committee without
sufficient public notice or comment. It is our intention in these
hearings to allay such concern. ‘

For several months, we have been committed to a deadline
which has denied the Committce the time needed to explore all
amendments as thoroughly as we would like. Everyone familiar with
the legislative process knows that the need to move expeditiously
has frequently forced the Senate to accept amendments on the floor
with the understanding they would be more thoroughly considered in
conference,

This Committee has on occasion been forced to make decisions
under the pressure of a deadline with the clear understanding that its
decisions will be more thoroughly considered at a later date, either
in Committee or in the next stage of the legislative process.

Tax legislatiofi has been the subject of open discussion and
debate throughout the 94th Congress. The House Ways and Means Committee
spent more than a year initiating this legislation. It conducted
extensive public hearings and drafted the bill in public session.

The Finance Committee, for its part, held 20 days of hearings
and heard testimony from 255 witnesses. In addition, the Committee
met in open mark-up in this hearing room over a period of 21 days.
Extensive briefing materials were made available in advance to the
nembers of this Committee and to the public prior to each day's work.
Committee decisions were recorded in detailed and often lengthy press
releases which were made available almost immnediately to the press
and the public. By agrcement, the Committee's decisions were tentative
and subject to reconsideration at the request of any member. In this
manner, Committee decisions were subject to on-going review and
refinement. The public and the media, from the begiianing, have been
involved in the legislative process to an unprecedented extent.

Accordingly, I believe the criticism of the Committee's
procedures is unwarranted. It is impossible to work against a
deadline, and at the same time do business as though no deadline
existed.

At the heart of the criticism of this bill is a fundamental
d;sagrcement over what tax legislation should do and what tax reform
should be,

When you get down to specifics, you find as many different
views of tax reform as there are people whose opinion you ask. Tax
reform is in the eye of the beholder, and nothing but insufferable
conceit would cause anyone to believe that his view is always right
and that of others is always wrong.
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Soms people start with the premise that the Government has
primary rights in all income and wealth. I don't share that view;
nor do the American people,

Some people think tax reform is the way to finance large new
spending programs. I don't agree; nor do the American people.

Some people believe that good tax reform can ignore the need
for investment, capital formation, increased productivity, and
expanded employment opportunities. Tax policy is a vital factor in
assuring adequate investment to finance economic growth, and we
should encourage it.

Pinally, some people fail to understand that our tax laws
are complex because our economy is complex and that to impose an
invariable rule of uniformity to situations which are not uniform
injects inconsistency and inequity into our tax laws,

I don't support every provisions of this bill. I voted
against several of its major provisions. However, the number of
provisions I favor vastly outnumber the provisions I oppose.

I have a view of tax reform, which I believe to be shared
by a majority of my colleagues in the Congress and a majority of
the American people. In fact, part of that view was adopted by me
precisely because I believe it to be the view of the Senate and that

of the American people. I believe our goals should be tax simplification

and the elimination of unjustified exemptions and deductions, not so
we can raise effective tax rates but so we can reduce them. An
improved tax system would increase economic activity and in doing so,
it would yield us more revenue at lower rates. We should make
certain that all taxpayers pay their fair share, but not by raising
the tax rates of businesses and individuals to the point that they
are counter productive.

This is what the Committee attempted to accomplish in the
Tax Reform Act of 1976. We have proposed more than $1 billion in
new taxes aimed at those who do very well and pay very little in
the way of income taxes. At the same time, we have tried to reduce
the tax burden of lower income taxpayers and those taxpayers who
are paying too much to the Federal Treasury.

Many of the Committee's decisions will simplify our
tax laws. For example, under the Committee bill, it is estimated
that an additional nine million tarxpayers will begin using the
standard deduction. This mcans that about 40 percent of those
who presently itemize their deductions will shift to the simplified
approach in the near future. In addition, under the Committee
bill, 92 percent of taxpayers will use simplified tax tables.
Likewise, little attention has been given to the approximately
S0 Committee decisions -- including a major change in the minimum
income tax -- which close loopholes in present law.

These are the objectives which have guided the Committee,
in its work and these are the issues which we will explore in our
hearings during the next few days.

.
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from the of fice of'

Senator Edward M. Kennedy

#' /Va ssachusetts

TESTIMONY OF SEMATOR EDMARD M. KENAEDY
HEARINGS ON SPECIAL INTZREST PROVISIONS
SEMATE COMMITTER OM FINANCE

POR LMEDIATE RELEASE
SJLY 20, 1976

1 am pleased to appecr this oorning before the Cozaittce on Finance,
and to testify st these hearings on various "special intercst” provisions
ia the pending tax reform legislation now on the Senate floor.

1 welcome the hearings and the opportunity they afford for s fuller
public airing and discussion of thesc aur->rous provisions, vhose prescnce
in the bill has become a source of contrcsaray and concern to many of us
tavolved in tax reform and the debate oa tho peading legislation.

At the outset let me say that, g -n e time available, it vill
Tequire an effort comparable to the tweive labors of ‘lercules for the Committea
and the Senate to reach an informed Juignent on all of the complex provisions
that are the subject of this week's hearings. The Cormitice's press release
of July 8 lists 53 sections of the bill itself that are tc Ye considered,
plus 18 additionsl provisions i the amendments which are to be offered as
committes amendments to the bill but the details of which are not yet available.

Quite properly, thesc special interest provisions have Lecome the subject
of wvidespread pudblic concern. Few things are more calculsated to destroy the
confidence of ordinary taxpayers is the fairness of the nation's tax lavs than
the sushrooming susticion that numerous provisions are being surreptitiously
vritten into the laws for the special benefit of certain wealthy individuals
and corporations.

One of the first questions is whether all of the specisl faterest provisions
in the bill have come to 1ight. Virtually all of the provisions listed as
subjects of these hearings are those that had been identified by various pubitc
ioterest groups. To some extent, it requires a Sherlock Holmes to detect
8 special interest provision. I hope that the committee, as part of its new
procedures for dcaling with this issuc, vill be able to assure the
Senate that all such provisions have becn brought to light.

The special interest mecasures identified so far have had varying character-
istics:

== Some sre writtea so narrovly that they are obviously intended to
benefit only a single individusl or corporation. Their hallmerk is their ‘one~
eyed, bearded, men-vith-a-limp" language — tax “fingerprints” desigoed to fit
only one taxpayer. Sometimes, theprovision leaps out from the page, revealing
1tself because of {ts narrow language in the midet of an othervise general
provision. Occesionally, as im the case of the Southern Scrap llaterial Co.

provision,the language 1is drafted so narrovly that even the intended beneficiary
fails to meet the test.

= Other provisions have s larger group of beneficiaries, becsuse they
are designed to benefit favored industrics lixe oil and wvaste recyclers, by
giving them new tax sdvantages not ave{lsble to less fortunate taxpayers.

(0°.)
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— In other cases, the special provisioms are intendcd te reverse as
uafavorable IRS ruling or court decision. Im this way, taxpayers try te short-
circuit the adminigtrative process or bypacs the coutts. They skew the tax lawe
by obtaining redress from Congress that they cannot get os the merits from the
executive or judicial branches of the governmest. 1Ia effect, these taxpayers
are legally taking the law into their oum hands, but ia ways not opea te the
ordinary taxpayer  withowt such resdy access to the ear of Congress. -

Perhaps the most questionadle aspect of these provisions is the lack
of analysis that many of them have received. That is why I velcoms the reopening
of the hearings this week, because the hearings caa begim the process of close
scrutiny and anslysis that these provisions must have before they are enscted
into law,

It 1s not too much to say that ia pany cases, the hand of the lobbyist
or big caqu!ga contributor or special {aterest group has beem caught im the
Treasury's cookie jar.

I would eocphasize, however, that not all of these provisioans fall inteo
that category.

If past experience is any guide, the current provision~s orobably fall
roughly into thrce categories —- one third will be found ner’.orious, one
third are in & gray area vhere the merits are not immcdiately clear, and one
third vill tuta out to be bad apples.

In cascs. vhere 3 special interest provisfon doss have rorit, it is
because it i{s designed ¢c alleviate an ucintended hardship cauged by the applica-
tion of a gencral tax law to a porticular situatfon. Yecessarily, Congress
cannot alwvays anticipate tha precise impact of cosplex genersl tax provisions
on specific facts and taxpayers. A raospcnsible Conzressional procedure is
essential, tbetefote. to assess such siti*iicas and deternine 1if relief 1s
appropriate.

What {s clear, however, is that the prescat proccdure fatls to meet that
test. And I have serious doubts that the three days of hearfngs scheduled
this veck can do more than scratch the surface of the extremely complex issues
involved in assessing the merits of the provistons. -

The House of Representatives has developod & way of dealing with special
interest provisiouns in {ts tax bills, and I would urge the Committec to follow
those procedures {a judging the provisions of the curreat bill. Under the House
proccdures, the following steps are taken:

-= Notice is givem of spgacial intercst provisions, and an opportunity
for hearings 1s provided ia advance. ?roposals are published in the Congressional
Record, and staff suomaries are prepared. The Treasury Department has an oppor-
tunity to consider the proposals and make recoraendations on their merit.

= Adequate time is also availadble to find the z2nswers to two of the
most crucial questions about these measurcs: 1ho reccives the benefits?
How much revenue loss to the Trecasury is favolved?

-= Then, vhen the p2cessary information is obtained and the questions
are answvered, the House Coumittee assesses the merits of the proposals and votes
on vhether to enact them into law.

Obviously, a large number of the spccial intcrest provisions {a the pending
bill have not been exazined with anything reseobling the degree of close scrutiny
required for the Senate to judge them accurately. Adequate machinery can and
should be developed to deal with future legislatiom.

But what sbout the pending bill? The assembly 1ine hearings scheduled for
this veek can hardly f111 the void.-

Hy suggestiom is that, givea the controversy that h'u developi {, the
Committes should recomsider esch of the specisl interest provisions and apply
certain rules of thuab so far as the pmdtu uu is concernods

1. The Treasury Department and tbo IRS should be asked to analyze sod
comment oa the merits of each provision, and make a recommendatioa to the
Committes.

GORE)



3. But {f s provision fs the subject of significant comtroversy - sud
1f 1t has ot had a full and thorough public airing, either as part of the House
proceedings er ia the course of the earlier Finance Committee hearings -- I feel
that the Coamittes should withéraw it from the pending bill for further com-
siderstica, under cosditiocas more comducive to accurate judgmest thas the present
situation sllows.

Obviously, & decisioa to defer comsideratiom of s provisics does uot meas
it vill be killed. If sdditional anslysis indicates that it is meritorious,
there is ample time before the end of this sessiom of Congress for such
measures to be brought to the floor for final actionm.

Is addition, some of these specisl interest provisions imvolve substantial
future revenue losses, vhich is another ground for serious concern and specisl

scrutiny. Some provisions iovolve losses running in the hundreds of millions
of dollars:

—  The recycling tax credit, a vindfsll to thes~1i.: 3te recycling
industry,vill cost the Tressury up to $345 million a year.

—  The rofundible investment credit, dasigned for thi: bencfit of airlines
sod utilities, vill costtne Trcasury $300-$500 milliom.

-- The ESOP cmployec stock ownership provision, vritten in large
part to the specifications of AT § T, viil cost the Treasury an astronoaical
$900 aillfon.

Other provisiots, particularly thu.. L.a:itting the oil iadustry, w411
run up costs in the tens of millions of doll:rs:

-- [Exxon, Mobil, and other giacts in t.c Iranian oil consortive stsnd to
gain uwp to $40 nmillion 8 year from sn cxesption to the foreign tax credit rules
that repeals part of the Tax Reduction Act of 1°75.

~- DMNatomas sod others involved in Indomesian ofl oporatiocs stand to
gain up to $25 million a year froo similar exemptions thot would rcverse s receat
IRS reveour Ttuling. atomas also figures in a scparatc provisiocn, worth uwp to
$10 million a year, vhich allows 8 carryback of excess foreign tax credits.

-= Sum 011 Co. and others jovolved im North Sea o1l operations stand

to gain up to 521 milliow & year froc special rules provided for foreign oil
losses.

— The shipping industcy, (particulsrly oil cowpanies, banks and steel
companies, who have large shipping flcets) vill receive benefits up to $45 milliocn
a year from the extension of the fnvestmcut credit to their so-called Capital
Construction Funds.”

-- An ad hoc consortius of thc nation's largest life insurance
companies vill receive benefits up to $55 million a year through a provision
which allows the consolidation of life insurance and casualty insurance operations
and vhich raises complex questions of equity and competitiom for the entire
insuxance industry.

—  The glant U.S. grainexportcrs vill receive benefits up to $17 million
a year from changes in tbe forcign tax rules.

—- Integrated oil and gas producers vith retail sales of $5 silliom a year
or less vill receive benefits of up to $18 million a year through a provision res-
toring their percentage depletion allowances.

Mr. Chairman, it is difficult,if not fmpossible, to justify any of these
provisions. The controversy over their merits is heightened by their substantial
revenue loss. They deserve much sore careful consideration tham they have
recaived 8o far before they are esacted into law.

And this is ouly the beginning of thz list of special interest
provisious thst ehould give the Senate p-use. In ry statement ou the
Senate floor on June 28, I listed thc spocizl f{aterast previsions iam the bill
and the beneficiaries known et that tise. I am attachin; .. copy of that list
to my testimony. The present hearings will bring sut,:wrii .. nev informstiom
(MORE)
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te bear oa these provisions and others wore recently tdentified. I look
forvard te working vith the Comittee im aa3lyzing these provisions and ia trying
te restors the coafidance of the sverage taxpe °r ia ons of our natioa’s

®sost importaat resources, the fairness of our _ax laws.

Pioally, and curiowsly, the Cormittae's announcement of these hearings
mentions & Senate floor amendment offered by Senators Haskell, Hollings, Bathsway,
and myself. The ameodment, already alcpted by the Senate, provides that limited
partoers would not be entitled to include ia their tax basis any portiom of noo-
recourse financing cbtained by the partnership.

The effect of this provision 1s to insure that limited partners will not
be sble to claim deductions for amounts in cxcess of their actual investment
at risk. The amendment,ia its application to rcal estate, is essentially
similar to the "at risk” rules alresdy adopted by the Comaittee and the Senste ia
the areas of farming, oil exploration, movies and equipment l:asing. The
estimated revenue loss froms the amendment s $5 million ia 1977 and §6 millios
ia 1978, rising to $90 millios in 1981.

Ia recent weeks, I have received s nusber of comments zbout the amendment
vhich deserva consideration. To ossist the Committee and the Senate, the following
points on certain aspects of the amendment 3ay be helpful.

First, the smendsent 1s generally applicable to partnorships formed after
June 30, 1976. This provision could reasonably be zmodificd in thres rcspects:
Pirst, the applicable date could be changed to December 31, 1976. Second, new
partnerships formed after that date should be subject to the acw rules; so also
should limited partners who are aduittcd/ the p2rtaership after Decesber 31, 1976,
even if the partnership itsclf was formad bofore that gate. Third, any substantisl
changes 10 investments or activities sfter December 31, i976 should be treated
as the formation of a new partncrship with rospect to such activities. These
sodifications will insure that artificial arrangements are/\BM to avoid the new
rule.

Second, 1t has been brought to my ztcention that the law of soas states
classifies partners as "general partners” even though the nature of their interest
1s similar to that of a limited partoer in other jurisdictions. It is the intent
of the amendment that thé new rule should opply to any parcuer vhose lisbility is
limited, however that result may be achiaved by state law on contractual arrange-
nents.

Third, the amendment providcs that partncrships casaged fa constructiog
or rehabilftating low income housing are to be cxeupt from the new rule until after
1981. The amendment refers to heusing programs described im saction 1039(b).
That refercnce is technically outdated. The Finance Committee bill redefincs
low incoms housing in its proposcd new scction 1257(e)(1)(C). It is our intention
that the exception {n the 1mendmont should likewise refer to the broader
Jdefinition proposcd {a section 1250(s)(1)(C).

Io addition, Mr. Chairman, with rcsgect to the effect on real astate,
1 am submitting a menorandum preparad by the Library of Congress comparing
the "st risk” rule adopted by the Senite with the LAL proposal as approved by
the House. Coatrary to the reaction of scne who oppose the “at risk” amendoent,
1t {s actually a relatively nild rcform that is 1ikely to have no haraful effect
on real estate or the housing and construction industry. Certainly, the cxtremely
msodest reverue estimates for the provision belie sny deloterious impact on this
vital industry.

The provision does staad out, howver, 18 the only oae that produces
s revenue gain among the entire group of special interest provisions listed
by the comittee for these hearings.

-30-
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PARTIAL LIST — SPECIAL INTEREST PROVISIONS IN B.R. 10612,
THE TAX REPORM ACT OF 1976

Alrlines and Uctilities (B411 p. 238; report p. 177)

Allovs refunds for imvestmeot credits still unused after seven-year
carryforvard. Appropriately,the first refunds will occer ia 1984,
Revenus loss im 1984 estimated st $300-500 milliom,

Chrysler (3111 p. 289; Report p. 178)
Two year additional carryforvard of investment tax credits and foreiga
tax credits that expire 1ia 1976.

Shipping Industry (Bill p. 323; Report p. 196)

Allow investment tax credit for costs of building ships im U.S., evea
though the constructios is financed with previously untaxed profits in so-
called "Capital Construction Funds.” Revenue loss: $21 milliom ia

1977; $45 silliom im 1931.

Foreiga Trust Beneficiaries (Bi1l p. ¥52; Report p. 215); delay House
effective date by 8 days for provision taxing grantors on income of
foreign trusts.

Superfor 011 Co. (Bill p. 463; Report p. 225); retrozctive exeaption from
tax on foreign earnings invested ia drilling rig on contincntal shelf.

American Investors Crovp, Inc. (B41l p. 468; Report p. 229) excapt the
firm's Bersuda operation from foreign tax havea rules.

¥all Shipping Corporation; Louisicaa ind Texas 01l Servicing Vcss_eh; Cargill
and other grain and commodity cxporters. (Bill p. 469; Report p. 230),
various exclusions of shipping pro¢its from foreiga tax haven : rules.

Pittsburgh Plate Glass Co; Freezort Sulphur Co. (Bill p. 478; Report
p- 238): thrce years postponen:at of change fa foreign tax rules for
a tirirg company and for operations of PPG in Pucrto Rico. -

. . )
Boise Cascade Corpf Robert Hall Co. (8111 p. 4E5: Rcport p. 240); exceptioa

from foreign loss recapture rules for Chilean expropristios losses
and for liquiddtion of a clothing company.

Ratomas Corp. (Bill P. 496; Report p. 246) Spccial carryback for
forefga tax credits or oil.

Sua 011 Co. (3111 p. 438; Rcport p. 247): Special transitional rule for
recapture of foreign oil losscs for Horth Sca operations .

Major 011 Companies (Bill p. 499; Raport p. 248): Expands definition of "ofl
related incone,” agifnst which foreign tax credits may be used, to include
certain {antizcst income. .

Tenneco (B{11 p. 499; Rcport p. 230): Benefit under ofl-rclated incone
provisions for liquidation of Cansdian subsidiary.

1. U. International Corp. (B11l p. 500; Report p. 250); Allov a
Philadelphia conglomerate to coansolidate gas utility fucome and non-otl
income.

Iranian 011 Consortium (B{1} p. 501; Report p. 251): allow foreign tax
credits until 1986, even though Mobil and other U.S. o1l cospanies
83y no longer own an “"economic interest in the oil and gas
flelds.”

Natomas Corp. (Bill p. 502; Report p. 253): Reverse IRS ruling
denying foreign tax credit for oil in Indonesia production-sharing
contracts

Anerican Investors Group (B1ll p. 504; Report p. 257); allow forcign
tax credit for income from insurance contracts vrittea in U.S.
oa overseas risks.

H. 8. Robertson Co. (3111 p. 516: Rcport p. 270): Retroactive benefit for
a8 corporate liquidation

@o2r)
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28.
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3.

35.
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Royal Bank of Canada (B111 p. 540" Rcport p. 276): favorable capital
loss carryforvard ruls.

Haoas Mining Co. (B11l p. 553; Report p. 254): favorable trestment for
8 Cenadiron ore subsidiary wnder foreiga tax rules.

Political Consultants (Bf1l p. 813; Report p. 401): zllow a bad debt
deduction im certais cases involving unpaid debts owed by candidates
to professional political cousultants

Encyclopedia Britannica (Bill p. 314; Report p. 493): overrule IRS
position and allowed research costs and other prepublicatiom expenses
to be deducted {mmedistely, rather thaudcpreci-tZ:iover the life of the
publication.

Iavestors Diversified Services .(Bill p. 817: Report p. 407): overrule
IRS positiom that interest om “face amount” certificates sust be included
curreatly in income.

Coca Cola Co. (B1ll p. 818; Report p. 409): excapt a ;irticular franchise
fron the personal holding company rules, which wo'ld require tax at
rate, not 482 corporate rate; l2-year retro~ct vity pranted *
for excmption.

Texas Optical Co. (bill p. 822; Report p. 414): allrz ripital gains treatmsnt
for the transfer of a professional practice before 1273.

Marriott Corp. and Rcstaurant Eaplevc: Unions (Bill p. 823; Report p 415);
Reverse IRS ruling requiring emplsvers to include tip income stated
on charge account s1ip in the empioycrs' reports to the IRS.

Belco Petroleum Co. (Bill p. 829, 7_po:: 2. 424): restore oil depletion
allovance for independent prodi:ora with retail outlets in Istael

Integrated 011 Companics (samc): rcstore depletion allowence for companies
vith $S milltion in retail outlet s3ilcs or less. Scoe of the
largest oil and gas comparics will bencfit

011 Trusts (sane); restore dopletion allowance im c¢-::8 where
interests change hands by birth. death, or adupiion; restcre
depletion allovance in certsin other cases.

Major Life Insurance Cungsnies (Bill p. 920; Report p. 454); permit companics
to consolidate life insurance operations with casualty insurance
operations.

Businessmen's Assurance Co of Ace~ict (BLll p. 924 Report p. 457):
special treatment for fadvertcrt dividends: retroactive to 1958.

Honeywell (Bill p. 1472; Report p. 55); inclusion of clock thermostats
in definition of insulation for which thc home fasuleticn crcdit
vill be available.

General Electric, Westinghouse (Bill p. 1432: Report p. 555):
tax credit for regddintial heat pumps

Union 011 Co; Pacific Gas and Electric Co: (Bill p. 1493;
Report p. 571); allow intangible drilling deduction
M and 22% depletion deduction for gcothermal property

Waste Recycling Industry (Bill p. 1£03: Report p. 575): tax credit
to recyclers for purchase of recyclable solid waste matcrials. Revenue
loss: $9 milliom in 1977; $345 million in 1981.

Eaton Corp (B1ll p. 1515; Report p 531)° equalize treatment of propane
and diesel fuel by exempting propane from excise tax
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STATEM:NT BY SENATOR WILILIAM PROXMIRE BEFOKRE SENATE
FINANCE COMMIiTTEE - TUESDAY, JULY 20, 1976

Mr. Chalrman, first let me say that I owe you and the
Committee an apology. My statement on the floor last month
in which I criticized this Committee for including in the
pending tax legislation provisions that benefit specific firms may
well have implied an attack on the integrity of committee members.
I intended nothing of the sort.

This is not only one of the most powerful committees in
the Senate. It is not only one of the most expertly staffed
connittees. It is not only one of the moust intelligently and
persuasively manned and led, by a chalrman who knows the tax
code about as thoroughly as the Pope knows the Lord's Prayer.

But - and this may noct have been clear In my statement last

month - as far as I am concerned every member of this committee

is thoroughly honest, and is convinced that the provisions in this
bill that he suapports are right, just and iIn the public interest.

The difference is simply in how I regard what is right,
what is just, and what is in the public interecct.

There is orie other profound difference, I vigorously disagree
with the procedures this committee has followed until this
morning in considering p.ovisions in the bill that are primarily
designed to benefit paéticular companlies.

If you wzrt to tell me what's wrong with the proccdures .
of the Sernate Banking Comm!ttee, I'11 welcome the criticism.

I nay disagree with it. But I'm sure T would find it constructive
and useful.

In the szne spirit, I suggest that the Senate Finance

— e m——

| BEST COPY AVAILABLE
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Coumittce may benefit from adopting the provisions used by the House
Ways and Mecans Committee with respect to scctions of the bi1ll that
provide tax benefits to particular concerns.

As you know, Mr. Chairman, the Ways and Means Committce
now has a three member Lask.force to screcen all amendments to the
Tax Code. Any speclal interest bill with a significant revenue
impact 1s referred to Trcasury for comaent, and is the subject of a
full and frank staff recport. The Committee holds hearings on these
propesed amendments, tc discuss the revenue loss, the real author
and beneficlary, and to glve opponents an opportunity to testify.

Unfortunately, special interest bills are still processed in
the traditional manner in the Senate. They were not offered or
analyzed far enough in advance to permit a full hearings with
opposition witnesses until today. And so «e have a long list of
amcndiients, some possibly Justified on their merits, some not,
bearing informally the names of their author and vencficiary--the
Coca Cola amendment, the Robert Hall amendment, the Natcmas
amendment , the 1DS amerndient, the Texas Optical Cumpany amendment,
the Hanna Mining Cumpany amendment, and on down the list. It is
almost a corporate status sy~bel to have your oan special tax bill.

Most of these amendments are so surgically tailored for a
particular beneficiary that they might as well include the c¢orpany's
name or corporate logotype. More disturbingly--some fifty of these
provisions were quietly added on the final day of Committee
mark-up, last May 27. Some acre tne subject of Committce aralysis,

Treasury comment, and opposing testiimony. Most were not.
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I weuld sidadt, Me. Chatrman, that this cntire procers is
crbarra. sing and dermcaning.  Just s the founding fathers l.od tle
cod senie to ban BH11ls of attatider or (pectal Jegislation to juutoh
a given trdividual, we sheuld Lave the p.od sene aot Lo ars
bills of ttainder In reverse, And that s ohat <l e provicious
are--<;ecial, priviate legistition to Lterefit o rttonlar faiwl i,

Spart frea e paryorted rertts of cpectific o e, Uhere
cast te a Strong precn ption it 2l wch s g st e ot

tax Yedsiatton. When the coerage toaiviioal s a o) ,oar in

his Lusiness or 1 :kes a m'.ooaienlatton In hic jers Lol

ne sioply does ot Lave available a3 a v edy the op ot ot

- <

to hire a hirh priced tax Jiwyer or a aell-e nected 1010y,
to fuchion a private raid on tie Tivaoiry. Whe average jer.on
sloply curfers the conl e tenenss. laros s=fnleient tax lest ot ton
s the acrot p'ad of pecial privilege for the aell- oo tnd
and tne aell to o, Aod it unde r'nes Loth the LutloCnee of

tex egulty od pubidice's contldenes In Snx ey, ar oary? - tlae
integrity of the Jepinlative juuce. s,

-

The vain jurpeoe of My agjcouarence todny 15 Lo uree g ar

tiat in the future all ru ceenenents e LLhJeet vo il oL attay,
nell In zovence. Tt Jhowld rot e e oy Turotie ubaic

fnleiest Froups 10 play detective 2t Lhe lart Lodr "noerier to

ferret cut J.st aho is tehind one of rese trovio Do C.
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Occasionally, where Congress has unintentionally injured a
particular class of taxpayers, there is no harm in having a full
discussion. The remedy will stand up on its rerits, Cn the other
rard, it is almrost never justifiecd for a particular co pany or
ir.aivid.ial to guietly rake an end run to Tcrgress sclely *o
fros*rate a ruling of the [RS or tre *ux court, or in ovrder o

reap a wi'.crall,

le fitny or co narrew fnterost provicions contzined in tre
Lill tefore o8 run tre iyt from o arg.ably 2ef ssatle previcicns
to pure rip-oifs. “ct e Yo us ¢cnoa Tuw of ttae st

+d oC3 of the rill wewld rojuire the Tre:.ury
T0 pay oo pa.tS, tegunr g in L8k, an Loount cjual to uruced
norstment tax credite, and aclld (xiend for ‘W0 ,ears inestuent

ard foreign tax craaits that w13 Ctlicrwise vspire at tre 04 of

Wis year. s Tronisior, ro.centally, 180 0% jult2 as ruairoW
as cce. It acLlt toenerit e Im Srurat ot o 3 soloral
arli g, in “re e Of ciin fu?, o3 Ltilitios .5 a0l oas
airli. s in v e e of Tectlin T,

s 0 .rn o is l..s e acrtrir. s of tre ne rod Clneflclary
v owr e tter T2 Las lewn S2Uficlent disc.zion of e rerits
of e L oZerlyitg pulily jerstion. Te ics.e lire IS A .ery
fara wrtal one,  After a “aspayer has » v oLt of Lnccze o orfset

i creagitg, rowld toe JrealLry start ga, g Cte Cxpaler -- I a
hird of v gative .crporate . ~e *ay, &, h will cost ctier tux-
payers ralf a tiliicn a year? I'm Lvery creptical 2oo.t a e-gatine

in ore tax pa.~ent to ndivilual tarpayers - sochoa stp - paying



13

non-taxpayer out of other taxpayer funds - may or may not be
a sound uelfare policy. But to tegin a corporate welfare policy
by a negative income tax for corporations, certainly merits
separate consideration and should not be buried in an alleged tax
reform bill.

At least that provision involves a relatively broad question
of tax policy. Even less defensible are the provisions written
for a single cormpany, or written to overturn a tax rulirg, or
written to tenefit companies i‘hat are in no way hardship cases.

Consider tlre Natomas arerdment ard the Mobil 04l awmerndment.
In the 1975 Tax Reduction ict, Ccrgress wisely provided that
co~panies that ceased to Lave an ecorormic interest in foreign
oil, that is co-panies which simply purchased crude oil from
foreign governrents or gover..ment controlled corpanies, cculd nct
define *reir pi,rents as foreign ‘uxes to shelter treir profic:c
from US ircc~e twes, n 2 rocent reverue rulijrg, the IKS rules
that the Natcras Corporaticn's gir~ick to get around tre 1975 law --
a production sharing agree~ont in rlionesia -- would still fail <o
v2lify for the desired tix credit, arnd that the co-parny would
1cl.ally have ‘o pay scue tax in the United lta‘es.

n the tise of Yoril i1, v bil ZJesigned Z=ctiun 105 F of
tris till as a private grancfather clause givirng Yoti
interests a “cn year ex- gpticn frexm the locprcle arich was clcied
in tre 1375 Tax Feduction Act. Under tre Moril =z-eni-cont, any
interest camed as of March 73, 1%/5, cculd ccrtinue to 5ualify for
the foreign tax credit for ‘en rore jycars. =zsult: tre tall

would create tre fictlon shat Yotil cered the oil yieldirg property

14-6190-7-2
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and tased on that fiction peimit a foreign tax credit - not
for ronths or a ycar tut for a solid decade,

‘The cost of these two provisions, incidentally, has teen
estirated at upwards of {€5 million per year, deperding on who
clie tikes advantage of it. #lat kind of public policy Is this?
Are Moril and XNatoras rcally hardchip caces?

Jeetion 806 of the Y1l is 1150 .naesrrant.d, in -y view.

At procent, cripluiliing copunies c:n Slelier tielr carmicgs
Srem tax to the extent tlat iy plew them tack into a oo .pital
Corstrwtion rund,  Lhis Stelter is the cgquivalent of a 1vE

st vt otax ocrsait. motep of Y oat, cte Stipiuiliers want

e

1%
Al

o]

to * e tte 1V E ,ocloent tax cretit, ‘hivg ~ore than

T 0Tl P, atiotsowewid Lt e Tro.ury tore “ran 30 ~illion

o . ¢ otrabt e 0 ol L SOCOrP IOt S ur weiTane ..*S.
£, re we (w1t corsLnor Sarcte oo Tt oL T Tt
(ALY SRR ENTLEE- S A S AR T BRI S SRS 4 torm L olt
“lon i b is o Ther L. Pla NGNS} P TARR
proecicion. te e d Tl Larle s e e LE et Trlierg,
verlly ey, Too¥, Iontd 21, 3 ¢ .n. 2or pu Lt 1w,
Soaran orfperter S .p oz sLtoiiiaty o na loretn tX lalen
s li Soreloto-o oAl rloLlturail proL.ots, e €t pay U7 7k
[Sle R Sto e egtemt tral e py 8 0 L.X o or 3 Ll r ot
cenrsois, Unaer M sy Priiits Urim prolacts Jroan Caerln S
wd areetsd oinoa Toretsr UX0 aewn ULl :pe TLT. tration
alle otter, it Lt to wre re._ury of ~lre ttin ilo ~1liin oa
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Obviously, this can't be defend.d as aiding U.S. agriculture,
It hurts American agriculture. Why? Because it gives a corpetitive
advantage to foreign products. From everything I .ead, the big
grain companies are not hardship cases.

I oppose most of these special interest provisions. I wanted
to single out some of the worst for special corment. I have
identified others in my floor statement of June 28, which I am
including for the record.

The fact that the Committee has scheduled these hearings to
give some of these special intcrest amendments an airing is a
welcome sign. In future yecars, I hope you will provide for a full
arialysis of all such armendments well *in advance of floor action,
with testirmony by proponents and opponents, Treasury comment and
staff analysis on the specific provisions proposed to be added in
rark-up.

Mr. ‘rairrman, in ry view, a new tax expenditure shculd be
tolerated only as a last resort, when there is an overriding public
policy purpcse that cannot te oi tained as efficiently thrcugh a
direct subs;dy. The test should te riga;ous. The social tenefit
clear and erphatic.. Cbviously in the cares I have discussed ro

social tenefit, none, has teen the rotivating force.
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Statement of Semator Gary Hart
URAFT TESTIMONY FOR GWH BEFORE THE FINANCE COMMITTEE ON SECTION

2006 OF THE FPINANCE COMMITTEE AMENDMENTS TO H.R. 10612

(TAX REFORM ACT OF 1976) PERTAINING TO RECYCLING TAX CREDITS.

Mr. Chairman, I thank you for allowing me the opportunity
to present testimony today in opposition to sec. 2006 of the
Committee amendments to H.R. 10612, The Tax Reform Act of 1976. I
understand that there are other witnesses in opposition to this
provision who will offer more detailed testimonvy on behalf of the Public
Interest Economics Center, the Public Citizen-Tax Research Group, the
Sierra Club, the Environmental Policy Center, Taxation With
Representation, Friends of the Earth, and Environmental Action.

So, I will just briefly outline here my own objections to this tax
credit proposal.

Section 2006 of the Committee amendments would allow a tax
credit on purchases nf recyclable ferrous and nonferrous metals,
textiles, wastepaper and glass. On metals, the credit would
equal one-half the percentage depletion allowance for the virgin
retal; glass would be allaowed a 5% credit, and textiles and
paper would receive a 10% credit, with the credit for paper no
lower than $5.50 per ton and no higher than $8.00 per ton. MNo
credit would be allowed on purchases lower in volume than the base
period amount. The base period amount is defined as 75% «t the
average amount of recyclable material consumed during the base
period, 1973 - 1975. The provision would be phased in over a
three year period, with consumers of recyclables receiving 25%
of the credit in the first year, 50% of the credit in the second

year, and the full credit in all succeeding years. After full phase-

in, the base period will be calculated as the average amount of
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rec'clable material purchased during the three years previous to the
year the credit is taken.

Tax credits or favorable tax treatments of some sort for
recycling have been proposed in the past, the most recent example
being the credit proposed by the House Ways and Means Committee in
H.R. 6860, the Energy Conservation and Conversion Act. This tax
credit provision was deleted from the bill, however, on the House
Floor by a vote of 249 - 170 when opponents argued successfully
that the credit would do little to increase recycling while costing
the Treasury $1 billion over a five-year period.

The proponents of tax credits for the use of recycled materials
point out that increased recycling will result in the conservation
of finite resources, reduced energy consumption, and raduced
environmental degradation. I agree with this proposition.
Increased recycling will definitely have these results. But, I
oppose the proposed tax credit as prescribed in sec. 2006 because
the proponents have not demonstrated that this 1s an effective tool
to increase the supply and utilization of recyclable mater:als.

To the contrary, the Department of the Treasury presented
testimony before the House Ways and Means Committee stating that
tax incentives are not a practical device to encourage increased
recycling for a variety of reasons, primarily the 1inelasticity of
supply of and demand for secondary materials. This 1nelasticity
results to a great degree from the fact that the fixed costs of
collecting, sorting, decontaminating and shipping the postconsumer
wastes often far exceed the market price for these commodities.

The credit proposed by the Finance Committee will lower the cost
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of recovered materials only slightly and is therefore unlikely

to increase the demand significantly. If demand is increased at
all, scrap dealers and suppliers are likely to raise their prices.
The net effect, therefore, will be that the portion of the waste
stream wvhich is already being recycled, primarily fabricating

(or "prompt®) scrap, will be subsidized, and mixed municipal wastes,
which should be the real target of this proposal, will continue to
be so prohibitively expensive that little increased recycling will
result.

This assertion is supported by many companies involved in
recycling, and I ask that statements from the Association of Brass
and Bronze Ingot Manufacturers, the Aluminum Recycling Association,
and the Garden State Paper Company, all of whom oppose this tax
credit proposal, be printed in the record at this point in my statement.

Proponents of recycling tax credits also claim that such a
credit 1s necessary to offset the preferences enjoyed by producers
of virgin materials -- a sort of tax "neutrality.®

It is true that we encourage the use of virgin materials 1in
manufacture through a variety of favorable tax treatments such as
the depletion allowance and the capital gains treatment. Wwhile this
subsidy is estimated to cost the Treasury well over $1 billion a
year in lost revenues, it represents only a miniscule percentage
of the market price of the commodities.

But then, we further subsidize the use of virgin resources
by paying billions of dollars a year out of local taxes for solad
waste collection and disposal costs associated with the use of these
virgin materials. 1If tax neutrality 1s really our objective, let

us 1) repeal the favorable federal tax treatments for virqgin materials
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and 2) place the burden of the collection and disposal costs
directly on the manufacturer whose product ends up in the
waste stream.

But, instead, the Finance Committee proposes yet another
sabsidy, this time to the users of recycled materials in an attempt
to achieve scme sort of economic parity, and the cost of this
proposal 1n terms of lost revenues 18 estimated to be $345 million
a jear after full phase-in. Mr. Chairman, two subsidies do not
add .p to no subsidy. It 1s possible for us to literally bankrupt
ourselves in cur simple efforts to push this mater:ial arcund, giving
tax breaks to the user of the material through every stage from
extraction to reuse.

If this tax credit will not significantly increase recycling,
wnat will 1t do? First, 1t will probably exacertate the alrealy
erratic pr:i:ce fluctuations in the scrap market. when demand for
scrap i1s high, and the scrap :s bringing hizh prices, the credit
will 1ncrease, further driving up the price and artificially stimu-
lating the supply. v“hen Jdemand and prices plummet, the credit
will shrirk correspcndingly and will not be adeguate to rave any
effect.

But, aside from the supply and demand disruptions, the provosed
tax credit will have an even more undesirable effect in oroviding
windfall profits to consumers of recyclables who simply maintain
tteir current level or percentage of recycling. For example, a
hypothetical manufacturer who uses 100 tons of recyclatle materaials
1n each year of the base period, and continues to use that same
amount year after year when the credit 1s fully phased 1n, will

receive a tax credit annually on the purchase of 25% of this amcunt.
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But, has any new recycling been stimulated? Mo. The only result
is a windfall profit for that manufacturer.

The Association of Brass and Bronze Ingot Manufacturers
estimates that the tax credit accruing to its members for recycling
copper base scrap alooe will be $27 million a year after the cvedit
is fully phased in. And, this estimate assumes no increase in

copper base scrap prices and no increase in recycling above current

levels. Under the terms of Amendment no. 2016 which Senator Gravel
has proposed to the Pinance Cosmittee provision, this revenue loss
would be four times greater, or well over $100 million a year for
this one commodity.

Another example of the windfall potential is the case of
Garden State Paper Company which estimates that it would qualify
‘for a tax credit of $227,000 in the first year of full credit
phase-1n without increasing its purchases of wastepaper over current
levels.

The Committee's definition of postconsumer waste rightly
excludes so-called "home" scrap, -- defective batches of pig-iron
and other wastes associated with products produced from raw materials.
This “home® scrap is automatically recycled at present and is highly
substitutable for virgin materials.

However, the Committee definition of postconsumer waste
does include what is known as "prompt® scrap, which consists of
cuttings, defective stampings and clippings left over at the fabri-
cating stage. Nearly 908 of all “"prompt® scrap is already being
economiCally recycled because it needs little sorting or decon-
tamination and 1s highly substitutable for virgin materials. But,

while most of this “"prompt” scrap is already being recycled, the
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Finance Committee proposal would extend the tax credit to those
who use this scrap anyway, although clearly, no incentive is necessary.

Meanwhile, those wastes which are the real problem, primarily
mixed municipal wastes, will continue to be uneconomical to recycle
because of the large costs associated with the necessary collection,
sorting, decontamination and shipping. The proposed tax credit
provision will do little to improve this situation.

To put all of tnese figures in perspective, I offer a table,
prepared at the lepartment of the Treasury, which demonstrates the
likely results of this tax credit on five commodities which would
qualify for the credit. I ask that the table be included in the
record at th:is point 1n my testimony.

In only une instance, aluminum, will the proposed recycling
credit increase tne volume of recycling by as much as 1%, while the
cost per ton of increased recycling 1s a multiple of 2.6 to 20

iTes the current market price per ton of the recycled materials.
Mr. Chairran, I «culd scbmit that 1t would be far cheaper for the
Federal jovernment to gurchase these recycled materials at the
current rarket pricjes ard give tnem to manufacturers than to offer
tne tax crel.t proposed oy this Jormittee.

Finally, as I mentioned carlier, I would prefer to reduce or
eliminate tne subsi:y for vir3in material usage rather than subsidize,
in turn, the competing secondary material. I prefer this approach
first, beca.se 1t 1invclves no drain on the Treasury and second,
because ! zelieve 1t to be a more effective tool to promote recycling.
The Public Works Ccmmittee has taken testimony on this subject before
the Fanel on Materials Policy. Subsequerntly, the Committee reported,

and the senate passad oy a vote of 89-3, S. 3622, the Solid Waste
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Utilization Act. Sec. 224 of this bill requires the EPA to co-
ordinate a comprehensive stuay of the effects of existing tax
policies on recycling and the possible effects of both tax incentives
and disincentives on recycling of postconsumer wastes. I ask that
the language of sec. 224 of S. 3622 be printed at this point 1in
my statement.

Mr. Chairman, I urge that the Committee defer consideration
of the proposed tax credit pending the development of the type
of empirical data this study will provide. I thank the Committee

for the opportunity to present my views on this subject.
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be for a period not in excess of one year, hut additional
exempuons nay be granted for periods not to exceed one
year upon the Presndeut x making 8 new determination. The
President shall report each January t the Congress all
exemptions from the requirements of this section granted
during the preceding calendar year, together with his reason
for granting each such exemption.
“RESOURCE CONSERVATION STUDY
“Sec. 224. (a) The Adwministrator shall serve as Chair-
man of a Committee compused of himself, the Secretary of
Commerce, the Secretary of Labor, the Chainuan of the
Council on Euvironmental Quality, and the Secretary of
Treasury, which shall conduct a full and complete investi-
gation aud study of all u];ecls of the ecouonie, ~ocial, and
environental consequences of resource conservation with
respect to—
“(1) the appropriateness of reconnnended incen-
tives and disencentives to foster resource conservation;
“(2) the effect of existing public policies (includ-
ing subsidies and economic incentives and disincentives,
percentage depletion allowances, capital gains treatment
and other tax incentives and disincentives) upon re-
<ouree conservation, and the likely effect of the modifi-
cation or elimination of such incentives and disincentives

upou resource conservation;

-
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“(8) the apjropriateness and feasibility of restrict-
ing the manufacture or use of categories of consumer
i)roducu a8 & resource conservation strategy; and

“(4) the appropriateness and feasibility of employ-
ing as a resource conservation strategy the imposition
of solid waste management charges on consumer prod-
ucts, which charges would reflect the costs of solid waste
management services, litter pickup, the value of recover-
able éo'mpoxients of such product, final disposal, and any
social value associated with the nonrecycling or uncon-

trolled disposal of such product.

“(b) The stmi_v required in subsection (a) (4) of this

section may include pilot scale projects, and shall consider

and evaluate alteruative strategies with respect to—

“(1) the product categories on which such charges
would be imposed;

“(2) the appropr'iate state in the production of such
consumer prodnct at which to levy such charge;

“(3) appropriate criteria for establishing such
charges for each conswmer product category;: '

“(4) metho&s for the adjustment of such charges
to reflect actions such as recycling which would reduce

the overall qnantiﬁé of solid waste requiring disposal;

and
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“(5) procedures for amending, modifying, or revis-
ing such charges to reflect changing conditions.

“(c) The results of such iuvestigation and study, in-
cluding recommendations, shall be reported to the President
and the Congress not later than two vears after enactment
of the Solid Waste Utilization Act of 1976,

“(d) There are authorized to be appropriated not io

exceed $5,000,000 to carry out this section.”.
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STATEMENT
OF
RICHARD M. COOPERMAN
EXECUTIVE DIRECTOR
ALUMINUM RECYCLING ASSOCIATION
BEFORE THE
SENATE FINANCE COMMITITEE
ON

PROPOSED RECYCLING TAX CREDIT PROVISION

The Aluminum Recycling Association is opposed to any recycling
tax credit as it may apply to secondary, or as tliey are known today,
recycled aluminum producers whose product, specitication aluminum
alloy, is sold almost exclusively to the die casting, sand and per-
manent moid casting markets and is not a substitute for virgin metal
or alloy of virgin metal.

The Association is comprised of 31 companies with 44 plants
throughout the United States. These companies represent over B3 percent
of the nation's capacity to produce secondary aluminum. Ffor over 70
years, they have applied technology, capital, and equipment to process
aluminum scrap into recycled aluminum for American industry. Since
records were first kept, starting in (913, secondary'aluminum producers
have recovered and produced aluminum in their furnaces !{rom over 45
billion pounds of scrap. This scrap was purchssed from industrial
sources, from scrap collectcrs, dealers and brokers. For almost
eight decades we have been environmentalists and conservators of

energy and resources.

(MORE)
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We provide seconcary aluminum specification alloy ingot for use
by over 800 die casters who produce components for automobiles, large
and small househoid appliances, business machines, stationery motors
and hundreds of other industrial, commercial and consumer uses.

The ingot we produce from reclaimed scrap represents over 20 per-
cent of this nation's annual aluminum supply. Our furnaces recycle over
70 percent of all aluminum scrap generated, of which incidentally,
can scrap is only about 13 percent.

There are two types of scrap indigenous to our industry: New
scrap produced by primary aluminum compaéies and by fabricators of
primary aluminum products and coumponents, and post-consumer, or old
scrap. Virtually all new scrap is recovered and recycied. As recently
as ihree and four years ago, certain kinds of old scrap were too
contaminated to be used effectively in the recycling process. However,
we developed the technology necessary to recycle it and to produce
aluminum alloy from it. Now our industry is reaching beyond its
historical sources of raw material and we are exploring the nation's
municipal wastes because much post-consumer <crap is tco wicely dis-
persed for collectors to bring it in and market it econcmically.

Aluminum recyclers in the U.S. have the procductive capacity to
process annually 2.236 billion pounds of scrap into recycled ingot.
Last year, we produced approximately 1.4 billion pounds of recycled ingot.
That was the full extent of the demand for our product in 1975. We
recycle in response to die casters' and end-users' demands.

(MORE)
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_During thg year of greatest demand for recycled aluminum alloy,

1973, we had to scratch to yet enough scrap to produce approximately
1.9 billion pounds of alloy. Scrap became so scarce at the peak of
the production curvd that we sought an embargo against aluminum scrap
exports from this country to preserve our supply. The nation's production
capacity for recycled aluminum at that time was two billion pounds.
There was not enough scrap to produce to that level.

Today, we have the capacity to produce two and & qua:ter b?[fion
pounds of secondary aluminum. We need no incentive to do our job;
we have been doing it since 1904. As total demand for aluminum increases
and expansion of primary aluminum capacity becomes increasingly
expensive requiring primary companies to recover and use more and more
new scrap in their plants, we would like 10 see scrap from municipal
waste and widely dispersed post-consumer scrap become a dejendable
source of raw material.

Perhaps herein is the area for iax incentive to gu eiitwr to the
municipality or the ultimate consumer. As recyclers we are concerned
with buying scrap as a raw material and not with the gathering, stouring,

or distritution of scrap.

(MORE)

14-619 0O -76 -3
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in closing | cite reports of a Federal Agency whose concern with
and Impact upori the concept and practice of recycling is considerabls.
The U.S. Environmental Protection Agency, Page 56, of its Second Report
to Congress in 1974, said the major constraint to aluminum recyciing
Is supply of scrap. In its third and most recent report to Congress,
September, 1975, Page 59, EPA stated that the future of aluminum re-
covery depends on the rate of expansion of collection centers and
in the development of technology to extract aluminum mechcnically from
solid waste.

We have made tremendous strides in recycling scrap; we know there
are futhor technical and scientific developments ahead of our industry.
We yield to no one in our understanding either of the various processes ‘
or of the economics of our industry or of our market place. No in-
dustrial association other than the Aluminum Recycling Association speaks
for the secondary aluminum producers. ARA, as the representative
of the secondary aluminum industry, declares that we neither need
nor wish a recycling tax incentive. A proposed tax credit will not
expand our use of aluminum base scrap since we produce only in response
to demand for our product.

111
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SEC, 2000 OF M, R, 10612 YAX REFORM ACY OF 1976 PURPORTS 10
PROVIDE INCENTIVES TO INCREASE RECYCLING OF VALUABLE WASTE
NATERIAL RESOURCES, SEC, 2006 DOES NGT ACHIEVE TH]S OBJECTIVE,
MOREOVER THE COST TO TME TREASURY IN LOST REVENUE 18 ESTIMATED
T0 BE $300 MILLION DOLLARS BY FISCAL YEAR 1080,
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STATEMENT ON

TAX REVISION AND ENERGY TAX MATTERS

TO THE
SENATE COMMITTEE ON FINANCE

BY THE

JOINT GOVERNMENT LIAISON COMMITTEE
OF THE

ASSOCIATION OF BRASS AND BRONZE INGOT MANUFACTURERS
BRASS AND BRONZE INGOT INSTITUTE

April 22, 1976

This statement in opposition to a proposed "recycling tax credit® is
made by the Joint Government Liaison Committee on behalf of the members
of the Association of Brass and Bronze Ingot Manufacturers and the Brass
and Bronze Ingot Institute. The members of these two associations recycle
thousands of tons of copper base scrap each week to produce over 90 per-
cent of the brass and bronze ingot manufactured and consumed.in the United
States. Brass and bronze ingot is manufactured by smelting and refining
copper base scrap, primarily old scrap, and therefore firms in this industry
would be eligible to receive the proposed recycling tax credit that was con-
sidered by the Committee on Finance for inclusion in the energy tax bill,
H.R. 6860, last summer.

Even though the brass and bronze ingot producers would be beneficiaries
of a "recycling tax credit” they recommend and urge that a tax credit for the
use of copper base scrap not be included in the tax revision legislation for
the following reasons:

1. Tax credit would cause a large loss in tax revenues without any
corresponding benefit;

2. Tax credit would cause severe dislocations in scrap market;
3. Copper base scrap prices are extremely sensitive to changes in
demand and tax credit would increase price of scrap and articles

produced for scrap;

4. Ultimate consumers of products produced from copper base scrap
would not benefit from lower prices due to tax credit;

S. Llarge fluctuation in copper base scrap prices have not signifi-
cantly affected the supply of scrap;

6. Tax credit does not assure most economic use of scrap versus
alternate sources of copper;
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7. Lack of demand for copper base scrap in the United States is not
a problem. One of the first items reclaimed from a junked car
is the radiator. It has been necessary in the past for the United
States to control exports of copper base scrap.

On July 18, 197S representatives of the National Association of Recycling
Industries (NARD) testified before the Senate Committee on Finance in support
of a recycling tax credit. Unfortunately, the testimony* was vague and cast
in generalities about savings in energy and did not explain the specifics of
the proposed recycling tax credit. The testimony did condemn the House of
*unwisely" deleting the recycling tax credit when H.R. 6860 was before the
other body "apparently” as a result of “misunderstanding® and "misinforma-
tion." .

The action taken by the House of Representatives on the recycling tax -
credit was decisive. First, the Ways and Means Committee before reporting
the bill deleted copper base scrap from the recycling credit and severely
limited the use of the credit for all other scrap and waste materials. Then
the House of Representatives by a vote of 249 to 170 deleted the complete
watered-down recycling tax credit provisions from H.R, 6860. This was not
the result of the alleged "misunderstanding® on the part of 249 members of
Congress; it was a result of them seeing the tax credit for what it is--an
unjustified windfall, a rip-off.

Members of the Ways and Means Committee said it very well in th‘e
Committee's report as follows:

*The recycling tax credit (Sec. $33) is a particularly bad-provision. It
will cost us about $1 billion in tax revenues lost over the next five years,
yet it will probably increase recycling by only 2 percent! It would provide
tremendous windfalls to those connected with this industry. Even the en-
vironmentalists, who strongly support recycling, oppose this give-away."**

It was pointed out during the debate on the House floor thot the recycling
tax provision is opposed by environmental groups such as the Sterra Club,
the Environmental Action Organization, tne Friends of the Earth, u.c Conser-
vation Congress and the Environmental Policy Center as well as the AFL-CIO
and the Department of the Treasury. It was also pointed out during the House
debate that it is opposed by major recycling groups such as the Aluminum
Recycling Association, and the American Iron and Steel Institute.

* Hearings before the Committee on Finance, Energy Conservation and Con-
version Act of 1975, H.R. 6860, part 2, pages 849-873.
+¢ House Report No. 94-221 on H.R. 6860, May 15, 1975, page 225S.
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The recycling tax credit is too important and costly to be rammed
through Congress on an unsubstantiated claim of equity because of certain
tax advantages enjoyed by virgin materials. Congress legislated depletion
allowances and if they are wrong they should be changed rather than add-
ing to the tax laws new special interest tax loopholes. The attempt to use
the energy crisis or tax reform to justify this unwise tax credit is a farce.

Attached to the NARI statement presented to the Committee on Finance
on July 18, 1975 were five exhibits showing energy savings by recycling
metals rather than using competing ores. There is no question of the energy
savings by recycling and the brass and bronze ingot industry is today saving
large quantities of energy by recycling copper base scrap. However, it.s
interesting to see the comments in these exhibits on the use of taxes to
encourage increased recycling. For example, on page 198 of the Ford Founda-
tion's Energy Conservation Papers* on changes in taxes it is stated "Whether
or not ‘reform’ would lead to significant increases in the recovery of metals
in mixed wastes is still undemonstrated.”

What will be the actual effect of the recycling tax credit? Senator
Fannin asked a question at the July 18, 1975 hearing about the effect of
the credit on foreign purchases of U.S. scrap. The sponsors of this tax
credit replied that it would keep material in the United States by increasing
pricesi** This is just what we need--higher prices and more inflation.

Seuator Nelson also put his finger on a major inequity in the proposed
recycling tax credit between established recyclers and new recyclers, **#*
The full credit would apply only to recycling purchases that exceed the
amount of purchases during the base year (1975). T is would be a definite
advantage for a taxpayer going into recycling because his base year volume
would be his first year purchases and no doubt very small. Purchases in
subsequent years would no doubt be much larger and the increase would
qualify for the full tax credit. A decided advantage for the new recycler
as opposed to one that has been recycling for years.

The members of the Joint Government Liaison Committee agree that
the United States must conserve energy and natural resources and, as
recyclers, have been doing this for years. The brass and bronze ingot

* Exhibit D to the NARI statement--not printed in the hearings but placed
in the Committee files.
*¢ Hearings before the Committee on Finance, Energy Conservation and
Conversion Act of 1975, H.R. 6860, part 2, pages 857-858,

*+¢ Jbid. pages 860-861
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industry jusufies its existence by the fact that its members can produce
ingot from copper base scrap at a cost lower than the same ingot could
be produced from virgin metals. This {s done through our free market
system without windfalls and rip-offs.

The brass and bronze ingot industry urges that if the recycling tax
credit is considered by the Senate Committee on Finance that it specifi-
cally provide that it not include copper base scrap.

Respectfully submitted on behalf of the Joint Government Liaison
Committee.

Robert V. Maudlin
Executive Director
628-8777
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Estimated Impact of Fully Effective Recycling Credit;
" Five Major Recyclable Materials 1/ /
H : Cost per ton of 3/
t Typical :° : : _incremental recycling”
H market ! Unsubsidized ¢ Incrementsl recycl}ng : ! Ratio to
H price H recycling H due to ciedit £ H matket
_Recyclable materisl : oper ton @ volume : Amount t_Percent Amount T price
. - (tons)
Paper (overall) § 45 16,000,000 120,000 0.75 $ 230 5.15
Scrap iron (overall) 75 40,000,000 190,000 0.47 310 4,100
Copper 1,100 t : 400,000 750 0.19 11,100 10.10
Aluminum 300 © ., 350,000 3,900 1.10 785 2,60
Lead . 220 ¢ - 560,000 500 0.09 4,400 20.10 w
: ~3
Office of the Secretary of the Trcnoury June 21, 1976,
Office of Tax Analysis . Ve }

.- . . ~ e
1/ These calculations are based on nllunpctohs intended to overstate response to the subsidy, hence under-
state the cost per incremental ton of recycling:
(1) Induced cyclable instability of the credit due to use of prior year bases is ignored.
(2) No allowance provided for administratively uncontrollable fraud.
(3) Estimates of market response rounded upward,

2/ This assumes that the base for the credit 1s purchases in exceass of 75 percent of the taxpayer's dase
period quantity. If the base is redefined to be purchases in excess of 50 percent of the bsse period
qulnttty, the numbers in Lhiu column vould be doubled.

R

3/ Entries in this column are zndopcnd.n: of the definition of the credit base, they depend only on price
responss of market demand ard supply.. 3
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STATRIENT OF CONGRESSMAN CHARLES A. VANIK (ONIO)
BEFORE TR SEMATE FINANCE COMMITTRE

I appreciate the opportunity to appear befors yout
ocommittes oa such short notice. My testimony will be brief.

Your committee's vorsiol of the Tax Reform Bill raises
ssrious questions about the so-called ARAMCO amendment whioch
was enacted in the Tax Reductiom Act (P.L. 94-12). This Mot
passed the Congress on March 29, 1975. The ARAMCO aiwndasat
gave four of our largest multi-national oil companies a
tax break worth §35 millioa & year. Kow your committey has®
reconasnded that this special provisivn should be exparied
to benefit & handful of otner multi-national oil ocmpan:es.
The revenue loss from this proposal is another $50 millina a
year,

The Tax Reduction Act contained a reform package de-
signed to achieve two objectives: first, to limit the amount
of foreign tax credits resulting from a rise in OPEC prices; and,
second, to impose some U.8. tax on foreign incoms gensrated
from oil production.

These objectivag vaoze t'.w v d, i.a873X, Whoh the con-
ference committes, in March 1973, inserted a special provisioa
to benefit the four corporate owners of ARAMCO. These companies ~-
Texaco, SoCal, Bxxon, and Mobil -- were allowed to treat theirx

* dividend incoms from ARANCO as"oil-related incoms.® That is

incoms the 0il companies may shltez f2oa U.5. tAR ®#ith ti

use 0f foreign tax credits which have been artificially inflated '
with JPEC's manipulation of the posted price systea. As a

result, it is likely that no U.S. tax can be collected on the
profits ARANCO distributes to its owners.

As & member of that conference committee, I have no
recollection of this matter ever being discussed. I have
interrogated other members and staff and have beeam unable to
deternine where this special provision for ARANCO ever oame

uPpe

| BEST GOPY AVAILABLE
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Jage two.

Now your comsittes has takem ome additional step. It

has expanded this loophols im ocder to bemefit other U.8.

sulti-nationsl oil companiss.  OSpscifically, the committee's

" amsndmeat sheltars fzom U.S. tax "interest imooms® received by

one domestic gorporatioa from amother domsstic corpocratioms This

mmu.v.s.o'nmyumaummm

0.8, oi} mwuooaﬂu'e' 02l opurations abroad. In=

eluding iaterest imcors in the definition of eil-related incoss

" 1s sisply an sxpansion of the ARANCO looghole and will lose

the Treaswcy $90 millioa gach year. This ¢90 milliwm will be

spread over & smll number 0f multi-sational companise.

' u.m.nmmmm-dmu

another special tax benefit. This loophole, 1ike 0 :way

others in our tax lews, was born ia the secrecy of ths

j coaference committes. I wrgs the committee %8 rejest

both the ARMICO Amsndment and its expansion. IS is tim: these

oompanies make at least a token comtributiom to t*is governmeas

whioh provides them with security and assistance world-vide.
Mr. Chairman, I appreciate your time to bring these

-thtlct conoexza to the m'. astontions:
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(From the Congressional Record, Decesmber 2, 1975)

the House will bs debating
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eign tax credit—FTC—{or the oll com-
panles. Thus as the bill went to ronfer -

conferecs: they could drop all rv(erence
to changing the forelrn tax credit--as in

they could provide some
modified foreign tax credit for oll and gas
production.

The confereen clecled (0 provide a
madification of the PTC which placed
some limita on ita use, but which did not
€0 a8 far as the Senate In repealing It
use {or the oll companics.

Where did the langusge for the moil-
ficalion come from? That was rejative-
ly esay. During 1974, the Ways and
Means Committee had spent months and
months working on energy legislatinn
and ofl windfall profits proposais. On
April 30, 1074, the commitire approved

ta- & bill, HR. 14462, the Oll and Oas Encr-

Act of 1074. That bill contained
vislon Limiting the use of the FTC
oll companies. However, for varfous

this piece of lrgislation
was not brought to the floor of the House.
However, on November 31, 1074, a larger
Bill containing both energy tax changes
and individual tax rellef was reported”
from the commitice. This blil, HR.
17488, included language identical to
that in HR. 14462 limilng the use of
PTC by the oll companies. Unfortunate-
1y, this bill alsc died in the ciosing days
of the last Congress.
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STATEMENT OF REP. FORTNEY H. STARK, JR.
BEFORE THE SENATE FINANCE COMMITTEE,
JULY 20, 1976

. Mr. Chairman and Members of the Committee, 1 am pleased to have
this opportunity to appear before you today, not just as a member of
the Ways and Means Committee, but as a witness opposed to the many
special interest provisions which are the subject of this hearing.

The House has obviously been far from perfect in keeping special
interest provisions out of its own bills. You're all familiar with
the "Ross Perot amendment” which sneaked into the Ways and Means
Committee Tax Reform bill late one night, much to everyone's pro-
fessed surprise. Fortunately, thanks to good work by the press,
we were able to reverse this giveaway on the House floor. Yet the
fact that this "Perot amendment"™ is not an isolated case attests
to the need for thorough review of all special interest loopholes
and favors.

This entire process of special interest tax legislation, obvi-
ously, has its roots in earlier days of secret and closed Cormittee
meetings with little or no public input. When no outsiders, and
certainly no members of the press even knew what the tax-writing
Committees would be cons.dering on a given day, public accountabi-
lity was not even imaginable. The provisions, care- 1lly tailored
to the needs of the influential taxpayers, were simply included in
complex tax bills, and then signed into law before any outsiders
could begin to figure out who was being benefitted, or how they
put their cases across to the Committees.

Many of us thought that those days were behind us. The new
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“sunshine" atmosphere has begun to have some results. The Ways
and Mears Committee, for example, has a new procedure for con-
sidering its special interest bills, known as Members Bills, or
the so-called "technical” provisions. We hold hearings on the
bills at one time, receiving testimony from the proponents, as
well as a staff and Treasury analysis of each one. Then several
weeks later, after the Committee members,public interest groups
and the press have had time to study carefully the impact of each
bill, we have an open mark-up session. The bills are then amended
or voted up or down on the merits.

It was during this type of proceeding that the Ways and
Means Committee considered a bill for Investors Diversified Ser-
vices, Inc. (IDS). It was defeated outright in Committee, thus
preventing it from even reaching the House floor. The consensus
was simply that the change IDS wanted wasn't merited. Since
this same provision, however, was added to this Committee's bill
on the infamous date of May 27, 1I'd like to go into some back-
ground on it to illustrate why we were able to decide, through #
careful study, that it didn't belong in the Tax Code:

First, these face-amount certificates are one of the biggest
rip-offs in the country. You must hold them for 8 years before
you can get your principal back in full. Currently, one-half of
all purchasers cash them in within 8 years, which means they lose
from 2.57 to 197 of their original investment. Theﬁ, even if
they are held to full-term, the interest is only 3% -- after 20

years! (information from the Prospectus). One of the biggest
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selling points of them was their special tax status: Unlike
similar investment plans offered by banks, the purchaser did
not have to pay taxes, annually, on the interest earned amor-
tized over the full term. That is the reason IDS came before

us late last year.

Under IRS Regulations effective January 1, 1976, this tax-
deferral feature was to be denied. IDS wanted to overrule the
proposed Regulation, contending that without this tax deferral,
they would be unable to continue their sales. In fact, they sus-
pended sales of these installment plan certificates when the Regu-
lations went into effect, and will resume only if this provision
in your bill becomes law. But look a little more closely at why
the IRS took the position they did in this Regulation, and at the
nature of these installment plan certificates. This summary of
the legislative history gives a good indication:

Until 1954, "discount”, or the interest on face-amount cer-
tificates, was treated under the Code as capital gains. In 1954,
this was changed to ordinary income treatment under Section 1232.
However, at the same time, a cross-reference was added for the
“special treatment of face-amount certificates on retirement"
to Section 72, which deals with the 3-year averaging treatment
upon retirement. Regulations arising out of the 1954 Act were
finally written in 1957, stating that the tax treatment of face-
amount certificates was to be governed by Section 72, as for en-

dowment contracts, and not by Section 1232, covering "discount"

74-619 O - 16 - 4
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interest. In 1964, the language of Sectiom 72 on income-averaging
was repealed, to be replaced by the new general averaging rules.
But the cross-reference from Section 1232 on face-amount certifi-
cates was not repealed. No one is certain how this happened,
and vhether this was a deliberate omission, or simple inadvertence.
The question we face today arises out of what happened in
the 1969 Act. Language was included that year to require that
bond holders must compute original discount annually, and pay
taxes ratably over the life of the bond. However, the language
did not specifically refer to face-amount certificates, or to
the cross-reference between Section 1232 and Section 72. Regu-
lations on this provision were issued in 1971, and did explicitly
refer to bank discount certificates, which accordingly were with-
drawn from the market. Again, no reference was made to face-
amounts. But in October, 1973, further Regulations specified
that the ratable inclusion rules were to apply to face-amount
certificates.
The IRS twice postponed implementat: £ ..s Regulation
to give IDS (which has 95% of the market in t...e certificates)
the chance to persuade Congress to legisiate the clarification
of the 1969 Act they wanted, exempting face-amounts from the
new rule. Since no such bill was passed, IDS filed for a decla-
ratory judgement in November 1975, for the Regulations to be
found invalid. The District Court here in D.C. refused to issue
such a declaratory judgement, thereby stating its position that

the government had reasonable basis for its position in the Regu-
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lations. In addition, the Court took the unusual step of going
even further, stating that it found the interpretation of the
lav by the IRS to be correct, and that clearly 1DS was covered
by Section 1232, the ratable inclusion rules on "discount”.

It was at this point that the Ways and Means Committee took
up the bill for IDS, to overrule the Regulation. It was our con-
sensus, based on the legislative history alone, and the aspect
of competition with banks, that there was no justification for
opposing the IRS. The fact that these certificates are also as
bad an investment as can be found anywhere was not central. But
we decided that IDS should not be given, in effect, a special
tax advantage to peddle them. The bill was defeated in the Ways
and Means Committee 18 - 12, and then again, 20 - 14.

I cite this case as a perfect example of the importance of
careful examination of these so-called "technical" provisions.
Moreover, I cite it because in spite of all our careful study
of this bill, your Committee, following its usual procedure,
simply slipped it in, as if the Ways and Means Committee had
never devoted the time and attention it did to this matter.

This is how all the other special interest provisions
have filled the Tax Code. But what is different this time is
that it no longer has to be done that way. We in the Ways and
Means Committee have begun to move away from this time-honored
tradition. While our new procedure is far from circumspect, it

does have some semblance of public accountability. An infamous
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day such as May 27 would be less likely under House procedures.
The result of this‘Connlttec's actions speaks for itself:
In one Tax Reform bill, you have benefitted the following tax-
payers: United Airlines, Chrysler Corporation, Sun Oil Company,
Mobil 0il Company, Hanna Mining Company, the Marriott Corpora-
tion, Boise Cascade, and Tenneco, to name a few. The list goes
on, numbering perhaps as many as 40 such well-heeled corporate
taxpayers -- few of which pay as high a tax rate as my poorest
constituents. If anything attests to what is wrong with the way
our tax laws are written, it is a list of beneficiaries such as
this. As in the case of IDS--whose past and present Board of
Directors includes names like Richard Nixon, Melvin Laird, Paul
McCracken, Donald Kendall, former Ways and Means Ranking Member
John W. Byrnes -- these companies are the most influential in
the country. They can afford the most expensive lawyers and
lobbyists, and have direct access to influential members of
Congress, such as this Committee, to plead their case. Natural-
ly, the Tax Code is tipped in their favor, time and time again.
This Member of the House, and of the Ways and Means Committee,
wants to go on record as opposed to continuation of such a process
for even one more day. The Tax Code can no longer be the source
of private relief for the wealthy few. We have to stoup providing
subsidies for airlines, insurance companies, oil companies and
anybody else with influence, and take this same revenue and dis-
tribute it where it is needed -- to the average taxpayer, for

social services, education, health care, and so on down the line.
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The changes have to come from this Committee, beginning right
here in this room, this summer, before another such bogus "Tax
Refora” bill is passed by this Congress. It has to be done
equally by the House and Senate, and, I submit, this is the gol-
den opportunity to take a step in the right direction. These
special interest provisions -- I call them “special giveaways"
of billions of dollars -- can be removed from the bill before
the Senate comp’etes action, so we can go into Conference with

something close to "reform™ legislation.






51

STATEMENT OF
. DONALD C, ALEXANDER
COMMISSIONER OF INTERNAL PEVENUE SERVICE
BEFORE THE SENATE FINANCE COMMITTEE
. JULY 20, 1976
IN MY APPEARANCE THIS MORNING IT IS MY PURPOSE TO
. ADDRESS THE COMMITTEE SOLELY AS ONE WHO IS RESPONSIBLE
FOR THE ADMINISTRATION OF THE TAX LAWS. MY CONCERN IN
REVIEWING THE PROVISIONS OF H.R, 10612 THAT ARE REFERRED
70 IN THE SENATE FINANCE COMMITTEE PRESS RELEASE OF
Jury 8, 1976, HAS BEEN TO DETERMINE THE EFFECT THAT SOME
OF THESE PROVISIONS MAY HAVE ON THE ABILITY OF THE
INTERNAL REVENUE SERVICE TO ADMINISTER THE TAX LAWS
EFFECTIVELY., | ALSO WANT TO COMMENT UPON THE EFFECT
WHICH THE CONGRESS’ TIMETABLE FOR ITS CONSIDERATION OF
THE PENDING BILL WILL HAVE ON THE PRINTING AND DISTRIBUTION

OF OUR FORMS AND PUBLICATIONS AND THE PROCESSING OF

RETURNS, REFUNDS, AND BILLS FOR UNPAID TAXES,
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A NUMBER OF PROVISIONS OF THE BILL APPEAR TO BE
INAPPROPRIATE IN LIGHT OF THEIR LIKELY EFFECT ON PUBLIC
CONFIDENCE IN THE FAIRNESS OF THE TAX LAWS. [ AM cON-
CERNED, ALSO, BY THE FACT THAT A NUMBER OF PROVISIONS
OF THE BILL PROPOSE TO OVERRULE BY STATUTE RECENT RULINGS
OF THE SERVICE. ALTHOUGH THE CONGRESS CLEARLY HAS THE
POWER TO ACT AS A FINAL COURT OF APPEALS OVER THE RESOL-
UTION OF CONTROVERSIES BETWEEN THE INTERNAL REVENUE
SERVICE AND TAXPAYERS, A FREQUENT PATTERN OF SUCH ACTION
WILL CAUSE THE CONGRESS TO BE DELUGED BY APPLICATION FOR
SUCH RELIEF BY THOSE PERSONS WHO HAVE, OR RELIEVE THEY
HAVE, THE ABILITY TO ACHIEVE THEIR SPECIFIC OBJECTIVE
BY LEGISLATIVE MEANS, AND MAY RESULT IN REDUCED PUBLIC
CONFIDENCE IN THE FAIRNESS AND EFFECTIVENESS OF THE TAX
SYSTEM AND ITS ADMINISTRATION., | THINK, T0OO, THAT IT

CAN BE SERIOUSLY QUESTIONED WHETHER THE PATCHWORK
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LEGISLATION WHICH RESULTS FROM REVERSING SPECIFIC

RULINGS OF THE SERVICE RESULTS IN THE KIND OF BROAD
LEGISLATIVE OVERVIEW WHICH CONGRESS PERHAPS SHOULD BE
GIVING QUESTIONS OF THIS SORT, | CERTAINLY AM CONCERNED
ABOUT THE EFFECT WHICH SUCH SPECIFIC LEGISLATIVE RESPONSES
HAVE UPON THE RULINGS PROCESS SPECIFICALLY AND TAX ADMINISTRA-
TION GENERALLY, CHIEF AMONG THE PROVISIONS OF THE BILL IN
THIS REGARD IS SECTION 1312 wHICH wouLD NULLIFY REVENUE
RuLinG 7€-231 (DESPITE THE FACT THAT THE APPROACH CONTAINED
THEREIN HAS BEEN SPECIFICALLY FOUND BY THE U, S, DistricT
COURT TO BE CONSISTENT WITH EXISTING LAWS) WITH RESPECT TO
EMPLOYER REPORTING OF TIPS PAID BY CHARGE ACCOUNT CUSTOMERS,
THE EXPERIENCE OF THE SERVICE HAS CONFIRMED THE COMMON
SENSE CONCLUSION THAT IN BUSINESSES CONDUCTED LARGELY IN
CASH AND WITHOUT BASIC ACCOUNTING RECORDS THERE IS WIDE-
SPREAD UNDERREPORTING OF INCOME, ONE OF THE AREAS IN

WHICH THIS PROBLEM OCCURS IS TIP INCOME OF EMPLOYEES IN
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SERVICE INDUSTRIES, PRIMARILY RESTAURANTS.

FAILURE TO REPORT INCOME FROM TIPS IS A CHRONIC AND
PERSISTENT COMPLIANCE PROBLEM., SINCE THE EARLY SIXTIES
THE SERVICE HAS PERIODICALLY DIRECTED SPECIAL EFFORTS AT
THE LOCAL LEVEL TO DETECT AND TAKE CORRECTIVE ENFORCEMENT
ACTIONS TO IMPROVE COMPLIANCE WITH TIP REPORTING REQUIRE-
MENTS. THE RESULTS OF SUCH ENFORCEMENT ACTIONS HAVE BEEN
DISAPPOINTING IN THAT REPEAT AUDITS HAVE REVEALED THAT
TAXPAYERS RECEIVING TIPS OFTEN REVERT TO PRIOR HABITS OF
NONREPORTING. COLLECTION OF ADDITIONAL TAXES FROM SUCH
TAXPAYERS, WHO MAY HAVE USED THE INCOME FOR LIVING EXPENSES,
IS cOSTLY. OBTAINING COMPLIANCE WITH THE TAX LAWS BY THOSE
EMPLOYEES IS COMPLICATED BY THE ITINERANT NATURE OF MANY
OF THE INDIVIDUALS.

FEW TIP RECIPIENTS MAINTAIN ADEQUATE RECORDS FOR
VERIFICATION OF TAXARLE INCOME. TO DETERMINE TIP INCOME

IT IS NECESSARY TO OBTAIN INFORMATION FROM THIRD PARTIES,
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THEREFORE, ENFORCEMENT ACTIONS HAVE PRIMARILY BEEN DIRECTED
TO IDENTIFYING ENTITIES EMPLOYING INDIVIDUALS WHO RECEIVE
TIP INCOME AND OSTAINING INFORMATION ON EMPLOYEES TO DE-
TERMINE OMITTED INCOME. THE RECONSTRUCTION OF INCOME IS
A DIFFICULT PROCEDURE WHICH REQUIRES THAT A SAMPLE OF

[ 4
DIFFERENT TYPES OF EMPLOYEES (SUCH AS MAITRE D', WAITERS,
BARTENDERS, ETC.) BE AUDITED IN DEPTH, THAT A RATIO OF TIPS
TO INCOME BE ESTABLISHED FOR THE VARIOUS SECTIONS OF EACH
RESTAURANT, AND THAT THE RATIO BE APPLIED TO GROSS SALES
MADE BY ALL EMPLOYEES. ALLOWANCES MUST ALSO BE MADE FOR
TIP SPLITTING PRACTICES. VARIATIONS OF AUDITING TECHNIQUES
ARE EMPLOYED DEPENDING ON THE RECORDS MAINTAINED BY
RESTAURANTS AND TIP RECIPIENTS., I[N SOME SITUATIONS, AVERAGE
TIPS PER HOUR IS COMPUTED AND APPLIED TO THE HOURS WORKED.
DeSPITE THE DIFFICULTY IN USING THIS METHOD OF PROOF, THE

COURTS HAVE RECOGNIZED THE SERVICE'S PROBLEMS IN THIS

AREA BY ALMOST UNANIMOUSLY SUPPORTING THE RECONSTRUCTION
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OF INCOME IN OVER 57 CASES DATING BACK TO THE EARLY SIXTIES.

In 1964, CONGRESS ADDRESSED THE PROBLEM OF UNPEPORTED
TIP INCOME BY ENACTING SECTION 6753 oF THE INTERNAL REVENUE
Cope. THE BASIC THRUST OF SECTION 6053 IS TO REQUIRE THE
EMPLOYEE TO FILE MONTHLY REPORTS WITH HIS EMPLOYER STATING
THE AMOUNT OF TIPS RECEIVED, THE EMPLOYER IS THEN REQUIRED
TO WITHHOLD INCOME AND FICA TAXES BASED ON THE AMOUNT
REPORTED.

THE REQUIREMENT OF SECTION 653 HAS NOT, HOWEVER,
REDUCED MATERIALLY THE PROBLEM OF UNDERREPORTING OF TIPS
BY SERVICE EMPLOYEES. [N GENERAL, THE PROBLEM IS THAT AN
EMPLOYEE WHO IS WILLING TO FILE AN INCOME TAX RETURN UNDER-
REPORTING HIS TIP INCOME WILL NOT BE RELUCTANT TO UNDER-
REPORT HIS TIP INCOME - WHETHER IT BE CASH TIPS OR
CHARGED TIPS -- ON HIS MONTHLY REPORTS TO HIS EMPLOYER.

As A PARTIAL STEP TOWARD REDUCING THE PROBLEM OF

UNDERREPORTING OF TIP INCOME, THE INTERNAL REVENUE SERVICE
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PUBLISHED A RULING UNDER SECTION 6741 oF tHe Cope
REQUIRING THAT A PERSON EMPLOYING WAITERS, SUCH AS A
RESTAURANT OWNER, WHO COLLECTED TIP ALONG WITH THE PRICE
OF A MEAL BY REASON OF A CHARGE PURCHASE AND THEN PAID

THE TIP OVER TO THE EMPLOYEE, MUST REPORT TO THE INTERNAL
REVENUE SERVICE THOSE CHARGED TIPS OF WHICH THE EMPLOYER
HAS A RECORD, AND WAICH THE EMPLOYEE DID NOT REPORT, AS
REQUIRED, TO THE EMPLOYER. THE ORIGINAL RULING, REVENUE
RULING 75-400 was WIDELY CRITICIZED BY THE INDUSTRY AND
ATTACKED IN COURT AS INVALID. IN NATIONAIL RESTAURANT
Associarion v. Simon (D.C.D.C. 1975), 76-1 USTC Para 9311,
THE COURT SPECIFICALLY HELD THAT THE RULING WAS NOT IN
CONFLICT WITH THE PROVISIONS OF THE CODE BUT WAS CONSISTENT
THEREWITH. HOWEVER, BECAUSE OF OUR SENSITIVITY TO THE
CONCERNS OF THE INDUSTRY, THAT RULING HAS BEEN EXTENSIVELY

RECONSIDERED WITHIN THE SERVICE.
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THE SERVICE'S RECENT MODIFICATION OF ITS 1975 ReVeENUE
RuLING (WwHICH RESULTED IN REVENUE RuLING 76-231) MADE
EVERY EFFORT TO BE RESPONSIVE TO THE CONCERNS OF BOTH THE
RESTAURANT OWNER AND OPERATOR AND THE EMPLOYEE. THE NEW
REVENUE RULING SETS OUT VERY CLEARLY THE MANNER IN WHICH
THE EMPLOYER WILL REPORT CHARGED TIPS ON THE EMPLOYEE'S
ForM W-2. THIS IS INFORMATION WHICH THE RESTAURANT OWNER
HAS--VIA THE CUSTOMER'S CHARGE ACCOUNT SLIPS--READILY
AVAILABLE. THE NEW REVENUE RULING ALSO PROVIDES FOR A
POSTPONED EFFECTIVE DATE--JANUARY 1, 1977--FOR THE NEW
REPORTING PROCEDURES. THIS WILL GIVE EMPLOYERS A SUFFI-
CIENT AMOUNT OF TIME TO MAKE THE NECESSARY ARRANGEMENTS
FOR THE MINOR BOOKKEEPING PROCEDURES WHICH WILL BE INVOLVED
IN REPORTING THE CHARGED TIP INCOME ON THE FORM W-2,
INSOFAR AS THE EMPLOYEE IS CONCERNED THE MODIFIED REVENUE

RULING INFORMS EMPLOYEES HOW THEY CAN, IN INSTANCES WHERE
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THEY ENGAGE IN TIP SPLITTING OR POOLING ARRANGEMENTS,
EXPLAIN THE DISCREPANCY BETWEEN THE TIP INCOME SHOWN ON
THEIR W-2 AND THEIR NET INCOME AFTER SPLITTING OR POOLING.
UNLIKE CASH TIPS THERE IS A PAPER RECORD OF
CHARGED TIPS, THIS RECORD IS ON THE
CREDIT CARD CHARGE SLIP WHICH THE RESTAURANT OWNER
RECEIVES WHEN THE CUSTOMER MAKES THE CHARGE. BY REQUIRING
THE RESTAURANT OWNER-EMPLOYER 7O REPORT THE AMOUNT OF THE
CHARGED TIP ON THE EMPLOYEE'S FORM W-2, THE TAX SYSTEM
IS ABLE TO TAKE ADVANTAGE OF THE FACT THAT THERE IS A
WRITTEN RECORD OF THE AMOUNT PAID AS A CHARGED TiP, [F
THE EMPLOYER DOES NOT REPORT THE FULL AMOUNT OF THE
CHARGED TIPS RECEIVED BY AN EMPLOYEE ON THE EMPLOYEE'S
FORM W-2, THE RECORD OF THAT PAYMENT IS LOST TO THE TAX
ADMINISTRATION, WHEN THE HIGH LEVEL OF NONCOMPLIANCE IN
THE TIP INCOME AREA IS CONSIDERED IT SEEMS EXTREMELY

UNWISE NOT TO TAKE ADVANTAGE OF THIS WRITTEN RECORD--
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ESPECIALLY IN VIEW OF THE FACT THAT VOLUNTARY COMPLIANCE
IN THIS AREA WILL BE ENCOURAGED BY HAVING THESE TIPS
PLACED ON THE EMPLOYER'S FORM W-2, FURTHER, BY UTILIZING
THE RECORD OF THE CHARGED TIP THE SERVICE IS IN A POSITION
TO OBTAIN INFORMATION FROM THE EMPLOYEE CONCERNING THE
IDENTITY OF THE PERSON WITH WHOM HE OR SHE SPLIT THE
TIP--FOR EXAMPLE, THE BUS BOY OR WINE STEWARD.

I THINK 1T IS IMPORTANT FOR THE COMMITTEE TO HAVE
SOME APPRECIATION OF THE AMOUNT OF TIP INCOME AND PROBABLE
REVENUE IMPACT THAT 1S INVOLVED IN THIS AMENDMENT. Our
STATISTICAL PEOPLE HAVE DONE A THOROUGH ANALYSIS OF THE
TIP INCOME AREA AND HAVE CONCLUDED (BY APPLYING A CONSER-
VATIVE 12% TIPPING RATE TO A $36-1/2 BILLION TIP RELATED
SALES INCOME FIGURE) THAT TIP INCOME IN THE UNITED STATES

AMOUNTED TO $4.4 BILLION IN 1975. BASED ON DATA OBTAINED
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FROM THE NATIONAL RESTAURANT ASSOCIATION AND A CERTIFIED
PUBLIC ACCOUNTING FIRM SPECIALIZING IN RESTAURANT ACCOUNTS,
WE THEN DETERMINED THAT 252 OF THE TIPS PAID ON SALES OF
FOOD AND BEVERAGES WERE SHOWN ON CREDIT CARDS. [N THIS
MANNER WE ESTIMATED THAT $1.1 BILLION OF TIP INCOME IN
1975 was PAID BY CREDIT CARD. [F WE ASSUME, AGAIN CON-
SERVATIVELY, THAT THE NONCOMPLIANCE IN THE TIP INCOME AREA
1S 35%, WE ARE ABLE TO ESTIMATE THAT APPROXIMATELY $385
MILLION IN CHARGED TIP INCOME WAS UNREPORTED DURING 1975,
APPLYING LOW EFFECTIVE TAX RATES TO SUCH AﬁouNTs, IT CAN BE CON-
SERVATIVELY ESTIMATED THAT THE REVENUE LOSS ATTRIBUTABLE
TO THE FAILURE TO ALLOW FULL IMPLEMENTATION OF REVENUE

RULING 76-231 WoULD AMOUNT To ABOUT $100 mMirio.l

lThe Service does not have comprehensive statis-
tics in this area. Some examples of findings on tip re-
porting are indicative of the overall problem:

a) Examination of those receiving tips from one
latge key club revealed that the employees reported
$107,753 as both cash and charge tips. However, an
analysis of the club's records revealed that $370,247
had been paid to the employees as their share of the
charge tips only.

74-619 0-76 -9
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b) The examination of a hotel and country club
revealed that the average charge tip income under-
reported by 550 employees was g3.512 for 1973 and
$4,810 for 1974.

¢) The examination of a supper club recently
revealed that waiters and waitresses were reporting
less than 5% of their share of gross food sales as
tip income. However, an analysis of charge sales
revealed that tips received amounted to 18.8% on
charge sales.

d) The following is a quotation from one project
report: '"The overall results of thoogro%ect revealed
that employees were reporting only 10Z of their tip
income for Federal tax purposes, with the remaining
90% escaping taxation. The average annual understate-
ment approximated $3,500 per employee. In some in-
stances, employees were reporting no tip income whatso-
ever. To our knowledge, all employees audited realized
that tips constituted taxable income. There were only
a few isolated instances in which the employee kept
a record of their tip income. Many of the taxpayers
audited admitted they knowingly understated tip income.
Their standard excuse for not repottigg all tiy income
was that no one else does, so why should they."

e) A revenue agent during the audit of the cor-
poration income tax return of a well-known private
club determined that employees were not reporting tips
in full to their employer. Tips charged on various
charge cards were $45,000. Tips reported to the employer
for the entire year were $23,000. A total tip figure of
$122,000 was computed by the agent based on a combination
of cash and charge sales.

f) 1In the examination of one club the IRS found
that the total tips disbursed as reflected in the em-
ployer's records were $281,634. Total tips reported
by employees amounted to $78,222 resulting in an under-
reporting of $203,412.
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CEVERAL OTHER PROVISIONS OF THE BILL ARE SIMILARLY
ADDRESSED TO THE REVERSAL OF SPECIFIC RULINGS OR REGULA-
TIONS, AND ARE THEREFORE SUBJECT TO THE SAME OBSERVATIONS
wHICH | HAVE MADE, FOR EXAMPLE, SecTioN 1035 (F) wHicH
WOULD DELAY FOR FIVE YEARS THE EFFECTIVE DATE OF REVENUE
RuLING 76-215 HOLDING THAT CERTAIN AMOUNTS DENOMINATED AS
TAXES UNDER PRODUCTION-SHARING CONTRACTS ENTERED INTO WITH
AN AGENCY OF THE GOVERNMENT OF INDONESIA ARE ROYALTIES, AND
NOT TAXES, AND THEREFORE ARE NOT ELIGIRLE FOR THE FOREIGN
TAX CREDIT,

SectioN -1305 oF THE BILL WOULD AUTHORIZE TAXPAYERS TO
DISREGARD REVENUE RULING 73-395 DEALING WITH THE ACCOUNTING
METHODS UTILIZED BY PUBLISHERS., THE PUBLISHED REVENUE RULING
PROVIDED THAT CERTAIN AMOUNTS EXPENDED IN THE PUBLISHING
BUSINESS MUST BE CAPITALIZED RATHER THAN DEDUCTED CURRENTLY
AS ex'Peuses. Unper THE BILL, THE INTERNAL REVENUE Ssnvxcﬁ

WILL BE PRECLUDED FROM APPLYING THE TRADITIONAL CAPITAL
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EXPENDITURE/DEDUCTIBLE EXPENSE PRINCIPLES WHICH ARE
APPLICABLE TO OTHER TAXPAYERS UNTIL SUCH TIME AS IT PRO-
MULGATES NEW REGULATIONS,

THERE ARE OTHER EXAMPLES OF SERVICE RULING POSITIONS
BEING OVERRULED BY THIS PILL., Section 1322 oF THe RILL
wOULD REVERSE REVENUE RULING 75-557 WHICH CONCLUDED THAT
CERTAIN CONNECTION FEES RECEIVED BY A PUBLIC UTILITY WATER
COMPANY FROM ITS CUSTOMERS ARE TAXABLE INCOME TO THE UTILITY
AND DO NOT REPRESENT CONTRIBUTIONS TO CAPITAL OF THE UTILITY,
SOME EARLY CASES DECIDED BY THE BOARD OF TAX APPEALS IN THE
1920's anD 1930’s HAD HELD THAT THESE CONNECTION FEES AND
OTHER SIMILAR FEES RECEIVED BY UTILITIES WERE NONTAXABLE
CONTRIBUTIONS TO CAPITAL AND THE INTERNAL REVENUE SERVICE
ACQUIESCED IN THESE CASES. [N RECENT YEARS, HOWEVER, THE
SupreME COURT AND OTHER FEDERAL COURTS HAVE ADOPTED A MORE
REALISTIC VIEW OF WHAT IS INCOME AND WHAT CONSTITUTES A
CONTRIBUTION TO CAPITAL, BECAUSE OF THIS NEW AUTHORITY, THE

CERVICE RECONSIDERED THE OLD PoARD OF TAX APPEALS CASES AND



"

65

CHANGED ITS POSITION, THIS CHANGE IN POSITION WAS ANNOUNCED
BY Revenue RuiLine 75-557,

Secrion 2106 oF THE BILL wouLD AMEND SecTion 513 of ruE
CoDE TO EXCLUDE FROM THE DEFINITION OF UNRELATED TRADE OR
BUSINESS "QUALIFIED PUBLIC ENTERTAINMENT ACTIVITIES” AND
“QUALIFIED CONVENTION AND TRADE SHOW ACTIVITIES.” THE PRO-
POSED PUBLIC ENTERTAINMENT ACTIVITY AMENDMENT WOULD LEGIS-
LATIVELY OVERTURN REVENUE RuLING €8-505, IN WHICH THE SERVICE
RULED THAT AN EXEMPT COUNTY FAIR ASSOCIATION THAT CONDUCTS A
HORSE RACING MEET WITH PARIMUTUEL BETTING IS CARRYING ON
UNRELATED TRADE OR PUSINESS,

¥ITH RESPECT TO TRADE SHOWS, SECTION 2106 OF THE BILL
WOULD ALSO OVERRULE THE HOLDINGS IN Revenue RuLINgs 75-516

THROUGH 75-520, THE CHANGES PROPOSED BY THIS SECTION OF THE

BILL TEND TO UNDERMINE THE FUNDAMENTAL CONCEPT OF THE UNRELATED

RUSINESS INCOME TAX PRCVISIUNS AND LAY THE FOUNDATION FOR A

PIECEMEAL APPROACH TO THE TAX'S REPEAL,
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IN cONCLUSION | WOULD LIKE TO ASK THAT THE COMMITTEE
GIVE SPECIAL ATTENTION TO THE PRACTICAL PROBLEM OF TRANS-
LATING CHANGES IN ThE CODE INTO Tnéss ACTIONS WHICH THE '+
SERVICE MUST TAKE TO ADMINISTER THE LANW,

As vou xnow, THE Tax Rerorm Act (H,P, 10€12) 18
PRESENTLY BEING DEBATED IN THE SENATE, THIS massive BiLL,
IF ENACTED, WILL HAVE A MAJOR IMPACT ON THE SERVICE, |
WOULD LIKE TO BRING TO YOUR ATTENTION SOME OF THE PROPLEMS
WHICH THE SERVICE WILL ENCOUNTER IF THE BILL IS NOT ENACTED
UNT.L FALL BUT A NUMBER OF ITS PROVISIONS AFFECTING INDIVIDUALS
ARE MADE EFFECTIVE FOR CALENDAR YEAR 1976,

THE TIMING OF THE LEGISLATION IMPACTS HEAVILY UPON
(A) THE DEVELOPMENT, PRINTING, AND DISTRIBUTION OF THE FORMS,
SCHEDULES, INSTRUCTIONS, AND TAXPAYER PUBLICATIONS; (BR) THE
PROCESSING OF TAX RETURNS; AND (C) THE RENDERinG OF TAXPAYER

SERVICE.,
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THE SERVICE'S TAX FORM AND PUBLICATION PROGRAM INVOLVES
THE PRINTING OF 1-1/2 BILLION COPIES OF VARIOUS “FLAT” TAX
FORMS AND INSTRUCTIONAL PAMPHLETS FOR DISTRIBUTION THROUGH
33,230 OUTLETS, AND THE PRINTING, ADDRESSING, AND MAILING
OF “TAX PACKAGES” TO ABOUT 85 MILLION TAXPAYERS. UNDER
PRESENT CONTRACT ARRANGEMENTS, PRINTING AND DISTRIBUTION OF
THE TAX PACKAGES ARE CURRENTLY PROGRAMMED FOR A 99-DAY PRO-
DUCTION PERIOD. 10 CHANGE THIS TIME FRAME WOULD REQUIRE
ADDITIONAL PRINTERS AT INCREASED COSTS.

TAX FORMS, INSTRUCTIONS, AND PUBLICATIONS MUST, OF
COURSE, BE DEVELOPED, REVISED, AND REVIEWED FOR TECHNICAL
ADEQUACY, ACCURACY, AND ADMINISTRATIVE FEASIBILITY PRIOR TO
THEIR BEING RELEASED WITA AN “9.K, 10 PRINT". THE FORMAT
AND WORKING MUST BE METICULOUSLY DONE TO CONVEY, IN NON-LEGAL
TERMINOLOGY, THE TECHNICALLY CORRECT MEANING OF THE LAY TO
TAXPAYERS, WITHIN TIGHT SPACE LIMITATIONS. SEPARATE PUBLI-

CATIONS 7O ASSIST TAXPAYERS, E.G., "YouR FeDEraL Income Tax",



68

“FARMERS TAX GUIDE”, ETC., MUST ALSO BE UPDATED TO REFLECT
CHANGES IN THE LAW. ANY DELAY IN ENACTMENT OF THE BILL WILL
ADVERSELY AFFECT THE AVAILABILITY OF THESE PUBLICATIONS.

JUR NEXT AREAS OF CONCERN RELATE TO THE PROCESSING OF
TAX RETURNS, RELATED REFUNDS AND BILLS, AND THE DEMANDS TO
BE MET BY OUR TAXPAYER SERVICE FUNCTION. THESE ARE BY
nekesslrv CAREFULLY SCHEDULED OPERATIONS. WE RECRUIT AND
TRAIN TEMPORARY HELP TO SUPPLEMENT OUR REGULAR WORK FORCE
SO THAT WE CAN MEET THE ANTICIPATED VOLUMES OF INQUIRIES AND
RETURN FILINGS MADE BY TAXPAYERS. A DELAY IN ENACTMENT MEANS
A SEVERE COMPRESSION OF OUR REPUIRED PRE-FILING PER1OD PREP-
ARATIONS WHICH WILL LEAD TO snsuirlcaur ADDITIONAL EXPENDITURES
FOR RECRUITING, TRAINING, SYSTEMS DEVELOPMENT, AND PRE-OPER-
ATIONAL TESTING,

THE SCHEDULES WHICH THE SERVICE HAS ADOPTED NOT ONLY
RECOGNIZE THE SERVICE'S OWN REQUIREMENTS, BUT THOSE OF TAX-

PAYERS. EXPERIENCE INDICATES THAT ROUGHLY ONE-THIRD OF
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Forms 1047/1947A ARE FILED IN JANUARY AND FEBRUARY. SoME
TAXPAYERS FILE THEIR RETURNS PRIOR TO JANUARY 31 T0 AvoID
HAVING TO MAKE PAYMENT OF THE HTH INSTALLMENT OF ESTIMATED
TAX, OTHERS FILE EARLY TO GET QUICK REFUNDS. A DELAY IN
THE AVAILABILITY OF FORMS AND RELATED MATERIALS TO TAXPAYERS
WILL, OF COURSE, HAVE A CORRESPONDING IMPACT UPON THE PRO-
CESSING OF RETURNS BY THE SERVICE AND WILL AFFECT SUCH
MATTERS AS THE PROMPT MAILING OF REFUND CHECKS.

R

IF THE LEGISLATION IS APPROVED BY SEPTEMBER 1, WE CAN
MINIMIZE THE PROBLEMS DISCUSSED ABOVE. howevea, EVEN WITH
AN ENACTMENT DATE AT OR ABOUT THAT TIME, THERE WILL CERTAINLY
BE SOME TAXPAYER INCONVENIENCE, ADDITIONAL COSTS AND GENERAL
DELAY IN RETURNS PROCESSING. IF THE ENACTMENT DATE IS LATER
THAN SEPTEMBER 1, 1976, THE CONSEQUENCES UPON ALL THESE
ASPECTS OF TAX ADMINISTRATION WHICH | HAVE BEEN DISCUSSING
COULD BE DIRE. THE LATER THE ENACTMENT, THE MORE SERIOUS

AND COSTLY THE CONSEQUENCES.
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Mr. Chairman, Common Cause appreciates this opportunity
to testify today before the Senate Finance Committee. I am
accompanied by Jack Moskowitz, who is Common Cause's principal
lobbyist on tax issues. This Committee occupies a unique
position of public trust because of its jurisdiction and
power over matters that deeply affect the pocketbooks ot'
every American. This trust places on the Committee a heavy
responsibility to the nation's taxpayers. This responsibility
is not being met.

For our tax system to work, taxpayers must believe it
is fair and equitable. Overwhelming voluntary compliance
has been the hallmark of the faith of American taxpayers in
the fairness of the system. It has distinguished Americans
from taxpayers in other countries.

But in recent years there has been a dramatic change in
attitude. Many taxpayers no longer believe in the fairness
of our tax system. They view it instead as a vehicle for
providing special advantages for the wealthy and the influential.
Every time a new "tax reform” bill passes Congress it is
enacted at the cost of public cynicism and public disillusion-
ment.

The American people today perceive a fundamental lack
of integrity in our taxing system, a grave danger for any
democracy. This perception is well founded. There is a
basic lack of integrity in the political process that deter-

mines our tax system. The adding of dozens of special interest
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amendments to the pending Senate tax bill -- in the evening
after two weeks of exhausting markup sessions -- without
following even the most elementary legislative procedures
reiaforced this perception. So did the infamous Ross Perot
case documented last year through the investigative reporting
of the Wall Street Journal.

We wish to discuss today some of the steps that can be
taken to correct the widespread view that the average taxpayer
perpetually stands at the end of the line, while special
interests perpetually stand first in line in determining
this nation's tax policies. These steps deal with the role
of money in politics; with undisclosed lobbying activities;
with secrecy and the unavailability of relevant information:
with inadequate Committee procedures for making public policy:

and, with potential conflicts of interest by public officials.

Money in Politics

We recognize and applaud the central role played by the
Chairman of this Committee in the creation of the new public
financing system for our Presidential elections. But the
same evils and dangers that led to this historic Presidential
reform apply at the Congressional level as well.

Ask American citizens if they believe that private
campaign contributions buy political influence and affect
Congressional decisions in this country and they will respond
with ; resounding yes. You yourself, Mr. Chairman, have

described the dangers of money in politics as aptly as anyone.
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Ten years ago you said:

"[Wlhen you are talking in terms of large cam-
paign contributions...the distinction between a
campaign contribution and a bribe is almost a
hair's line difference.®

Hearings on S. 3496, Amendment No. 732, S.2006,
S$.2965 and S.3014 before the Senate Comm. on
Finance, 89th Cong., 2d Sess. 78 (1966).

Nine years ago you said:

®"Insofar as (public financing] would result in
long term economies in government it is the one
approach that the tavored few would want the
least. Of all expenditures by government, this
is the one which the robber barons will oppose
the most. The cost of financing a presidential
campaign is one expense that they welcome.
Investments in this area can often be viewed as
monetary bread cast upon the water to be returned
1,000-fold.”

54586 Cong. Rec., April 4, 1967.

Three years ago in supporting Congressional public financing
you said:
“Whether the amendment is agreed to or not, this
amendment will one day be agreed to in this Republic.
It is just a matter of time. Perhaps that might be
today, and if Congress understands it, ...we will
avoid all the criticism that has been heaped on
Congress and the Government generally because of
the influence of money from private contributions.”
514816 Cong. Rec., July 26, 1973.

The absence of Congressional public financing and the
need to raise largje private sums to finance political campaigns
has left its mark -- a large mark -- on the Internal Revenue
Code. It has also left an indelible black mark on Congress
in the eyes of the public -- a public which believes that
political favors are up for sale. Erasing this black mark
will only occur when we take Congress off the auction block

by providing for public financing of Congressional elections.
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In order to give some sense of the potential effect
campaign contributions could have on this powerful Com-
mittee, as well as the potential appearance of influence
they may have to the general public, I would like to
introduce into the record an exhibit which accompanies
my testimony.

The exhibit sets forth campaign finance information,
derived from the federal campaign finance disclosure reports,
for the seven members of this Committee who raised money and
ran for election in 1974. The exhibit provides for each
Senator summary financial information regarding campaign
contributions and expenditures, a list of each individual
contributor who gave $500 or more, including the contributor's
identification as listed on the federal reports, and a list
of each special interest group contribution to the candidate.

A review of these documents reveals tiat individuals
and groups with substantial economic interests have provided
the political lifeline for the various members of this
Committee. While similar findings no doubt hold true for
other Senate committees, the fact remains that this Committee
has an almost unmatched Congressional power to grant or with-
hold direct economic benefits to private interests.

We have only been able to do a limited analysis in the
time available to prepare for this hearing, and would like
to give a few examples of how this political money might

impact.
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The seven members of the Committes who raa in 1974
received approximately $3,129,000 during the period from
September 1, 1973 to December 31, 1974. Approximately 458
of that total came in coatributions froa larger individual
givers ($500 or more) and interest groups. Listed below are
the figures for each Senator:

RECEIPTS § OF RECEBIPTS
(9/1/73 (Individual Countri- INTEREST
thru butions, $500 or INDIVIDUAL GRouP
CANDIDATE 12/31/74) more, and Interest CONTRIBUTIONS CONTRIBUTIONS
Group Contributions) ($300 and over)
Talmadge $179,041 69.07 $ 65,965 $ 57,705
Gravel 482,635 63.30 157,996 147,524
Ribicoff 437,564 57.60 244,255 7,800
Packwood 324,207 38.50 56,800 68,032
Nelson 215,956 37.68 15,995 65,372
Dole 993,026 34.28 258,214 82,558
Long 496,074 32.64 91,024 70,900
TOTAL
RECEIPTS:
$3,129,303 $890,249 $499,880

During the 1974 elections Common Cause categorized indi-
vidual givers of $500 or more by economic background, based
on the information set forth on the federal disclosure reports.
Looking at these categories, as well as the affiliation of
1974 interest group givers, we have come up with the following
overall analysis for the seven Senators involved in 1974

races.

74610 0O-1M -8
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Economic identifications for individuals were based
solely on the information revealed by the federal disclosure
reports and were made only on the basis of an interest
clearly identified on the report. Further research would

no doubt result in substantial increases in the amounts

stated.
INTEREST AMOUNT
Labor $ 253,501
0il * 211,492 *
Medical 95,987
Real Estate 64,693
Financial Institutions 57,465
Forest Products 30,800
Insurance 27,595
Securities 27,450
Ross Perot 21,000
Washingtomn.D.C. Attorneys 20,174

The seven Senators analyzed included Senators Dole,
Gravel, Long, Ne.son, Packwood, Ribicoff, and Talmadge.
Not each Senator received contributions from all of these
interests nor were the contributions evenly divided among the
Senators. This analysis is not intended to do more than
provide one example of the way in which economic pressures

can build upon members of this Committee.

* In addition, Senator Bentsen, who also raised substantial
funds in 1974, received $134,954 from oil related donors.
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Of course, we realice that a number of these contri-
butions may have been made without regard te any interest
in the legislative activities of the Senate Finence Committee
or of its members. However, it is only rational to assume
that many large contributions are made because of the
financial interest the contributors have in the Committee's
work.

An analysis of names of the D.C. attorneys who con-
tributed, for example, revealed such Washington lawyer-
lobbyists as J.D. Williams, William C. Foster and Edward
L. Merrigan. Mr. Foster is himself a member of the only
Washington law firm with its own political action committee,
Patton, Boggs and Blcw. The firm's committee has also made
a series of contributions to members of the Senate Finance
Committee. These lawyers are regularly in contact with
Committee members on tax matters and have been identified as
representing interests that benefit from amendments to the
tax bill. We would like to insert in the record at this
point, Mr. Chairman, a copy of an article that appeared in

the New York Times on Monday, July 19, 1976, that deals with

this matter.

One significant amendment to the tax bill is of substantial
benefit to the maritime industry. We therefore did an analysis
of the amount of money contributed since September 1973 from the
maritime unions to members of the Finance Committee. We found

that $112,875 had been contributed to 7 members as listed below:
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Gravel $46,500
Long 22,000
Hartke 14,000
Packwood 13,000
Bentisen 7,375
Byrd 5,000
Talmadge 5,000
TOTAL $ 112,875

The problem of money of course is not exclusive to
this Committee. The Senate recently passed, for example,
by a close vote an amendment to limit the tax advantages
of real estate investors. One Senator, Richard Stone (D-Fla.),
who voted against this amendment, received over $76,000 from
real estate interests in his campaign.. It was an amendment
that you, Mr. Chairman, described as creating "a very severe,
unanticipated problem for the real estate industry® and
therefore likely to be reversed when Senators hear from local

real estate interests.

Disclosure of Lobbying Activities

There is far too much at stake in the structure of our tax
system not to expect heavy lobbying by private sector interests
affected by changes in the tax code. Comprehensive public
disclosure of such lobbying activities is essential if both
Congress and the public are to be provided with the information
necessary to assure that special interest pressures are balanced
by general public interest considerations in Congressional

decision-making.
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Under present laws, however, the public is left completely
in the dark about most lobbying activities. The result -- the
public has the clear impression that lobbyists are consistently
arranging special deals behind the scenes for their employers

and clients,

Under the outstanding leadership of Senator Ribicoff, the
Senate has passed a new comprehensive lobby disclosure law designed
to remedy many of the deficiencies in the existing lobby law. Un-
fortunately, the House has yet to act on this measure. There
are certain steps that the Committee should take above and beyond
the Senate bill requirements that would significantly strengthen
the integrity of the tax writing process.

We recommend that this Committee immediately initiate a
system to require members of the Committee and the Committee staff
to log all communications concerning mattcrs pending before the
Committee, and to make these logs available to the public on a

timely basis.

Open and Democratic Procedures

There are other aspects of the Committee's procedures
that should be changed to strengthen the integrity of the tax
writing process. Until this Congress, the Committee conducted
its deliberations in secret. That record has improved in the
94th Congress, but there are other essential steps toward open
and accountable procedures that should be adopted by the
Committee. Common Cause urges the Committee to adopt rules

to require:
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(a) full and timely disclosure of the Senate sponsors,
beneficiaries, projected re;enue loss or gain, and
justification for each tax amendment or special
tax bill;

(b) record votes by individual member on bills and on

each substantive amendment;

(c) open conference meetings on all tax and other legislative
matters within the Committee's jurisdiction;

(d) transcripts of open meetings being made available to
the public on a timely basis;

(e) all amended bills to show clearly the matters added since
the previous print; and

(f) advance notice and the opportunity for public hearings

on all private or special tax bills and amendments.

Conflicts of Interest

The jurisdiction of the Senate Finance Committee covers
the entire economic landscape, not just with regard to tax matters,
but also in dealing with health, welfare, trade and other issues.
The existing provisions to protect against potential conflicts
of interest by members of the Senate, and their staffs are totally
inadequate. A system of public disclosure by government officials
of sources of income, assets and other holdings as well as gifts
is the key to dealing with potential conflict of interest problems.
The Senate has recognized this by passing comprehensive public
financial disclosure legislation three times in the last four

years only to see such legislation die ian the Hcuse. The Senate
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once again this week is considering pérsonal financial disclorure legis-
lation as part of the Watergate Reform Act. It was unanimously reported
out by the Government Operations Committee under the leadership

again of Senator Ribicoff.

Common Cause urges this Committee to implement the basic
provisions of this legislation immediately by adopting rules that
require full public disclosure of personal financial interests
and sources of income by members of the Committee and senior
staff personal. Nine members of the Committee (Senators Ribicoff,
Nelson, Mondale, Gravel, Bentsen, Haskell, Dole, Packwood, and
Roth) have already made a voluntary financial disclosure in past

years according to a Congressional Quarterly article.

The Committee should also establish procedures for members
and staff to refrain from voting or taking part in deliberations
on matters in which they have a personal interest of more than

a de minimus amount.

Conclusion

Common Cause believes that adoption of the proposals we
have recommended would start the Committee on the path to
estoring public trust in the integrity of the tax system. It
would assure that a comprehensive record is developed for
Senators, the media and the public to make judgments regarding
tax proposals and preferences considered and recommended by the
Senate Finance Committee. It would also begin the process of
convincing the American people that the tax system 1s designed to
serve the public interest, not the various special intecrests who

can exercise the most pressure and undue influence over legislators.
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APPENDIX A
CAMPAIGN CONTRIBUTIONS TO THE SEVEN MEMBERS
OF THE SENATE FINANCE COMMITTEE WHO RAN FOR

REELECTION IN 1974

Prepared by:

Common Cause Campaign Finance
Monitoring Project

@1976
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KARODSEN, LECN RANSAS CTY KS PRES YOUTHCARAPRT INC 20049
KARR,CAVID PARLS FRANCE INVESTHENTS le0N)
KIMMEL ECuARD A NY NY  ATTY Ledwd



COATRIRUTIONS FAOM INDIVIDUAL CONTRIBUTIORS
CONTRIGUTOR WiTHIN CANOIDATE

i

A-8
ST AC PTY CANDIOATE CONTRIBUTOR ADDAESS OCCUPATION A4 INT I

CT 55 OEN SRIBICOFF,ABARAMAN A KLEIN,SAM w CLEVELAND OHn DIn L TREAS BALLY MFG O 99
KOGOC, FOPERY P BETHESDA MO PRES C E SHITH MeMT M j TR
KOMN, 8 ERNHARD L M HARTFORD CT WY PPL ]
KORMAN,SARMUEL 9 JENURK INTCuN PA RL ST bevdd
KRANMER (ARACLD N Y ANY MFG OIST OF MOSIERY >0
KRAMER NOANAN M STARFORD CY  eusS ExecC >:9
KRAUS hiLLIAN J CLEVELAND OH  ATTY L
KRAVIS,RAYNOND ¢ TULSA OK ENGINEER bew dd
KRETSCH,MANS W NEWTOeN CT vP CONSOLIOATED CONTAR..L -39
KRIEGER, LELNARC N RANCHO MIRAGE CA RETIRED v
XRONFEIM,MILTON S WASH OC PRES M KAONHEIM ¢ CO 290
KUCHELTRCPAS N BEVERLY MILLS CA ATTY Led o
LANE ,HERCLEC M oYRAN CT PRES LERNER SHOPS levd
LEHAMAN, JACOD WASH OC EXEC vP € SECY GIANT #L00 INC Lo s
LENT2,MERVYN O W HARTFORD CY PRES BRTSCOME DIS PRl
LEVESTON,SAMUEL W MHARTFORO €T INSJR FE}]
LEVY JHZRRY miaml dCH FL LNO DEVELOPSR 1 ed
‘ LEVY . SAVUEL J WHITE PLAINS NY Chin CELLU CARAFT INC "”
LINOWE S, RULBERT E bETHESOA “o  ATTY te
LIST  MRLMRS ALEBERT A BYRAM CT  CH 6D ALBERT LIST FOUN 1ATION € )
LUBIN,CHARLES W CHICAGY 1L RETIARED e I
MACK M B NASPETH NY  BLOR INVESTOR [X]
PALLPAN, S L NY NY  MALLMAN BROS PRIVATE 1 vEsT $ovid
MALKIN,PETER L CRNNCH €Y arvy 209
PASHK]I N, JACK n HARTFORD T EXEC MASHRIN TRUCKING FT
MASLCW LESTER GREAT NECK NY  Ea® .o BEST MEG (O 20
MATHES PETER NEW YORK NY  PRIIJIGRAPHER 1o
MCCOLCUGH,, CHARLES P GREENWICH CT EXEC XERUX CORP 2evad
MCOUNOUGHE MERRLTY W HARTFORYD CT INS C MCOONOUGM & SONS dev2d
MELTZER, ARE WREAT NECK NY EXEC TRIANGLE PAC FOREST PROD o>
MERCEDE.NICHOLAS 4 STANFQORD CT  GEN CONTRACTGR ved
MERK IN,MICHAEL J NENW YORK NY v=Crt B0 FRANKLIN NATL 8% o6 1Y
MINSAOFF HENRY M NY NY RL EST RN}
MUJRE,rYPMAN L NEW SRITALIN CT  EXEC MUGRE DRUG EXCH )
MUGAR, STEPHEN P 80STON MA  EXCL STAR mAAREY CO [ PR )
NABOICHhECK N AARCN W HARTFORD CT  EXEC STANDARD MATTRESS CO 219
NEIOIT2, MLSES J W HARTEORD CT PRES M o NEIDIT. & €O 209
OZHS MAN, AALPH WASH DC @uUlLOER O F C CO beusd
VURLI SHAN,FLORENZ & WASKH 0C INVESTOR 3]
OURT SMAN,MANDELL 4 CHEVY CHASE MO CadR OURLSMAN CHEV 249
PARKEQ,JACK B80CA RATON FL RLTA Lew d
PEDERSEN ,mILLIAM F NEw HAVEN CT ARCHITECT PLANNER lev v
PERRY, JACK A FAIRFLIELD CT BUS EXEC € ATTY PERAY W TICAL PR ]
PETRIERILICN J NY NY CHMN PETRIE STORES 109
PISAR, SANVEL PARLS ER ATTY 5.9
PLISHER,PAUL NORWALX CT  RADIU RESEARCH 293
PLUTKIN, BENJAMIN L FAIRFIELD CT PRES PAIRFIELO LUMBER RENINE )
POLL INARE wASH OC CH 80 CAPITAL CENTAE IYL XL



l
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CONTRIBUTIONS FAOM INOIVIOUAL "ONTRIBUTOAS A=9
CONTRIBUTOR wiTrin CANODIOATE )
ST RC PTY CANDIDATE CCNTRIBLTOK ADORESS OCCuPATION AT T
CT 535 DOEM SRIDICOFF,ABRAMAN A PUSES ,JACK 1 MESTPORT CT Mgt 1e 1O
PRATT,GECRGE D J& BRIDGEWATEAR CT  AGAIC SUNNY VALLEY FARY 10322
PRESTON, MRS WILLIAN N LINCOLN RA  MOMIRARER . 249
RAPK IN,JCSEPH € ALLnAUKEE Wl ATTY 549
RATNER,ALEERT B CLEV HTS Ok  EXEC VP FOREST CITY RATERIALS 2.0
RAVALESE y JOSEPH 4R w HARTFORD C? EXEC WOOSTEN EXP 643
REYNCLCS ,EILEEN HIGHLAND PK L nSwE Lew00
RICH,RCOERT N STAMFOAD CT AL EST OEV Lowd
RIFKINC,SIMON M NY NY ATTY PAUL WELSS RIFKIKY GAARLS 500
ROBINSCN,C M PITYISOURGH PA  BUS CONS sW
RODGERS,CHARLES & NEw CANKAAN CT vP LONOEC CORP 14000
‘ . ROGOW, LOULS & W MARTFORD CY EXEC BIRKIN MFG CO %09 ,
RCSE,DAVIC NY NY  RET . 1,00
ROSEN, JOMN N BUCK COUNTY PA  PHYSICIAN %43
ROSENBERG.GERALD WESTPORT CT EXEC VP CONDEC CIRP 19092
ROSENSTEIN,MRLARS A 4 CANAAN CT MGNG DIR CAMOGN ALTY %49
RGSS JCANTEL N MASH 0C ATTY 1ev I
RUBENSTE IN,CHARLES W HAARTFORD CT METAL SCRAP OLR CNTR ML CO *23
RUDI N, RENARY SCARSOALE NY ARET . Lovwiv
RUDI N, SAMUEL NY NY CH 80 AUDIN MGT CO * Lev dd
RYAN,MARTIN J BRIDGEPORT CT RET Lev ) 7
SAGARIN,J ODANIEL WOO D8R 10GE CT ATTY i
SAGRIN,PHILIP M 6R10GEPORY CT (M VCA GREENWICH lec )0
SALESKY,CrARLES € NOAWALK CT PRES KDCC DIv/nCA 1,490
SALOMGA, EONA STAMFORD CT  MSELP Levdv
SALOMIN, JEAN K ST LOuIS MO MSWF 2049
SALOMON, SIONEY JA ST LOuLs N0 INS EXEC P TR
SAVITIT,a © NOARWALK CT  LALYER lev nd
SCHAFLER,NORMAN NY NY PRES CONOEC CORP 2ov.d
SCHEUER,S M NY NY  INVEST 2,030
SCHINE (LECNARD WESTPOR CT Aty Lev D
SCHNTER,CHARLES SINSBURY CT PRES C SCHNIER ENTP . d
SELOEMAN, EMANUEL JANAICA EST NY SEILOW INC PaY
SELT2ER,NATHAN A MELROSE PK PaA AL €ST SELTIER ONG FRY)
SHEARETCFT,LEw(S S W HARTFORD CT PRES A C COAr 240 )
SHIPLEY,miLLIAM N CLEVELAND O Cr 60 MAIN LINE CLEVELAND INC lev D
SIEGEL AUD ,OONALD WESTPORT CT PRIVATE INVESTMiNTS . )
SILVER ,JuUL IUS BYRAN CT ATTY SAPERSTEIN SARNETT SOLOMO -3,v.d
SILVER LROSLYN SYRAM CY  h3uF 2,0v9
SILVERFAN,HERBERT R RED BANK NJ Cr FNC COMM MELMSLEY SPEAR INC 31
SILVERNMAA ,LAWRENCE BETMESDA N0 RL EST SLS LEWISLSILVERNAN INC IYX L)
SIMON, CACK L LM BCH L AEY %39
SINGER ,HERLCERT STANFORD CY atvly Y4d
SLAVITT,A D NORWALK CT  LAWYER LeG )
SHMITH,CHARLES & WASKH OC CH BD CHAS SHMITH BLDG CORP 3,90
SHITH,ROBERT M SETHESDA MO PRES C SMITH BLOG CORP 3evd
SCFFER,JOSEPH 80CA RATON FL  RL ESTY 1463
SOMREA $ I CMUND GREAT NECK NY  INVEST BLOR Seved

a6
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COATRIBUTIONS FROM INOIVIOUAL CONTRIBUTORS

CONTRIBUTOR oiITHIN CANDIOATE

&

A-10

ST RC PTY CANDIDATE CONTRIBLTOR ADORESS OCCUPAT ION AdLudT T

CT 55 DEN SRIBICOFF,ABRAHAMN A SONNENRBERG s BENJAMIN NEW YORK NY RET 2J0
SPANIER,MAURY L HARTSDALE NY ATTY Leudd
STEINBERG,AL A LONG 1SLAND NY CONVERTER ACKER € JABLIw INC Le s
STERLING ¢ AUDREY M MALIBU CA OIR CORP SEC AWLARIAS :RAVEL 2,9
STERNyMAX NY NY EXEC MARTZ MOUNTALIN PcT FOODS 2000
STICH, IRVING R % HARTFORD CT BUILDER DEVELOPLR 2¢ 209
SUISMAN, ECWARD ¥ HARTFORD CT EXEC SUISMAN & nLUMENTIIAL 2049
SUISMAN,JCHN R W HARTFOROD CT  EXEC SUISMAN BLUMENTHAL Lew
SUISMAN MICHAEL W HARTFOROD CT  PRES SUISMAN & oLUMEN! saL oo 0
SUISMAN,RICHARD HARTFORO CY EXEC SUISMAN & BLUMENTnAL Lev )
SULLIVAN,JCHN L NEW BRITAIN CT RETIRED PRE
SULZEBERGER MRS ARTHUR H STAMFORO CYT  RETIRED 299
SwE1GyFORTCN NY NY Vv CHM NATL KINNLY CORP (R0
TIMONERLELI CORAL GABLE FL CH AIR FLORIOA INC® W ed
TITLE,FELVIN W W HARTFORD CT INS sud
TOLL ALBERT A bULA RATON FL RL ESTY e
UBERMAN,CHAIM M BETHESDA MO PRES NATL SOUVIELIR CNTR Lev.d
VAN SINDEREN.ALFRED W WO0DBRIOGE CT PRES S N ENG TEL CO e
WARSHAR, ELMER C SADOLE RIVER NJ EXEL TENN:CO )
WASS ERFAN,LEW R BEVERLY MILLS CA EXEC MCa * docdV
WEIL JFRANK A Mt x1sCO NY CH FIN C3M PAIN WEBBER INC DY)
WEINBERG, LAWRENCE BEVERLY HILLS CA CH 80 LARNIN GRLUP Lol
WEISSMAN,GEQRGE MRS RYE NY HSEwF PRE
WELL S, JAY . SCARSOALE NY PRES WELLS NATL SERV COAP Levwd
WETZLER,BENJANIN N Y NY STKoKR HMARDY & COE PRt ]
WIEN ,LARRENCE WESTPORT CT ATTY Joved
WIEN,MAE L WESTPORT CT  HSEwF dovwd
WILLIAMS ,HAROLE M BEVERLY HILLS CA OEAN GRAD SCH MGHT UCLA 3020
#0OLF SCN, FRANCES MIAM] BCH FL HSar Lewd
WOLF SONy LYNN MRS MIANT BEACH FL  HSwF 209
YUUMANS, MRCMRS BERTRAM W HARTFORD CT CH 6D COnYN SPRING CO PRL]
ZIRINSKY MREMRS RICHARD LAWRENCE NY OWwNER GRACIE Su nOSP levwd

TOTAL FOR CANOIDATE =~- 2440003

96



CGATRIBUTICNS FRON SPECIAL INTEREST GAGUPS
CONTRIBUTOR WITHIN CANDIOATE

A-1l1l
ST RCPTY  GANQIDATE AFFLLLATION/ INTEREST REGL STERED  NANE . Nyt
CT 85 O&n QQIIICO’I.‘“A“JI A SAVINGS CAAKERS SAVINGS OANKERS NON=PARTISAN PAL N
) . CNA* FLAANCIAL COMP CNA EMPLOVEES CIVIC RESPONSIBILITY CONM N
$UL-TOTAL SGR ALL BUSINESS COMM. -— 200
AN NURSING NCHE ASSN ANMEPAC ARERICAN NUASING HONE ED & PAC 300
SUB=TOTAL FUR ALL HEALTH COMN, -— 300
BRICRLAVERS BRICKLAVERS ACTION COMM 2¢0
ELECTRICAL WCARERS (1BEWY 1864 COPE 44000
LABORERS LABORERS PUL LEAGUE vy
CPERAT ING ENGINEERS ENGINEERS PEC 300
PAINTERS POLITICAL ACTION TOGETMER POL CON (PAT) 209
STEELMCAKERS (NATL) UNITED STEELWORKERS OF ANERICA PAF (PA) 20409
SERVICE EMPLCYEES SEIV COPE POL CONTRIBUTIONS COMM $00
RAILWAY CLERKS RAILWAY CLERKS POL LEAGUE 24000
SLB~TOTAL FOR ALL LABOR COMNM. - 70000
SUB-TOTAL FOR ALL MISCELLANEOUS COMN. ~—-- N
NATIONAL CCNGRESSICNAL LEVEL OEMUCRATIC SENATORTAL CAMPAIGN COMR 7,000
SUB~TOTAL FOR ALL DEMOCRATIC COMA. . 7,000
TCTAL FOR CANDIDATE IS - 140600

L6



ELECTION CANCICATES

INELSONGAYLGRE

{OEM/ INCUMBENT

IWENERAL ELECTICM INFG:

| WON/GFPCSEV

|  740,7CC VOTES (6l.0%)
IPRIMARY ELECTIGN INFO:

: WGN/UNGPPOSED

H

IPETRI, THOMAS €
| REP/CHALLENGER

| GENERAL ELECTION INFO: A=-12
LGST/0PPOSED
(35.8%8)

PRIMARY ELECTION INFU3

|

| 429,347 VOTES
|

| WON/OPPOSLOD

|=NMBR=  $=AMCUNT AVER ==X==|=NMBR= $=AMCUNT AVER =—=%--
: ceocew ---l
. \
TUTAL FUNCS AVAILABLE i 254,1C2 : 83,43C
| -
CASH UN HAND = BEGINNING oA 38,740 i 0
l . |
| i
INDIVIOUAL ) |
CCNTRIDUTIUNS=3200 ANC OVER: | 25 15,595 €aC  €.3| 20 18,151 908 <i.8
| {
IN STATE | 17 11,0€0 6l 4| 9 9,132 1,015 1C.9
CUT OF STATE : 8 4,985 624 a.o: 1l 9,01y 8<0 AC.8
COMMITTEE CUNTRIBUTIUNS: | 51 T306i2 Llotea <ue9l 3 Se57C 1,057 6.7
| |
INTEREST CGMMITTEES | Su 65,372 1,3C1 25.71 3 5.57C Lo857 .7
PULLTILAL PARTY COMMITTEES | 1 00250 &,25C 3.2} 0 0 0 <0
| |
{ |
LOANS RECEIVED | 0 (4 c <0l 0 0 0 <0
LOANS REPAIC l 0 0 c <0l 0 0 0 «0
NET LCANS GUTSTANCING | 0 0 c Y 0 0 0 «0
: :
TOTAL EXPENDITURES | 247,551 I 80,590
| i
CASH ON MAND - ENDING I 7.15C o 3,549
| i



ST RC PTY

CANJIDATE

dl 55 DEM ®NELSUON,GAYLORD

TOTAL FOUR CANDJODATE =--

CONTRIBUTICNS FROM INDIVIOUAL CCNTRIBUTORS
CONTRIOUTUR WITHIN CANDIODATE

A-13
CUNTRIBUTOR ADOKESS GCCUPATION AMOUNT T

BARTELL,GERALD A MADO1SON Wl EXEC AM MED BLDG 509
BERNSTEIN,JOSEPM M MILWAUKEE Wl ATTY S0V
BLOCK, ROBERT S MILWAUKEE Wl EXEC R S BLOCK ADV INC 00
SRENNAN, ROCERT CHICAGY IL VP CHICAGO €& Nx RAILROAD 20
EROGANGISELA W GREEN baAY Wl TRAVEL AGTY KELLOCG TRAVEL AGCY 1e0d)d
BROG AN 4 JGMN GRELN 8AY wl EXEC CITIZENS SECURITIES 19930
CARLEY,DaVID MAD I SGN Wl EXEC INLANO STEEL PES
CCOLBURN,GERALD MILWAUKEE Wl PRES JAK-PAK CO 509
FERGLSCN,FRANC]S € MILWAUKEE Wl PRES NORTHWESTERN MUTUAL LIFE 509
FERRY,CARCL B SCARSDALE NY  PHILANTHR 599
FERRY W h SCARSDALE NY FOUNDAT ION DIR W3 FOUNDAT ION 1,090
GECHT,CAVID MILWAUKEE Wl PRCP wITE MANOR LIQUCR $STORE Lev00 -
HANSCN,J LCUIS MELLEN K1 PT HIVE SECY U S SENATE 203
HOVING ¢ JChN CINCINNATE OM EAEC FzUEHATED DEPT STORES ERF]
KARL ¢ MAX MILWAUKEE Wl EXEC mMGIC 1eCW
KUHL yHERBERT H MILWAUREE wl PRES KUHL FOOD STOKES 20V
KOPS ,FLCYD WASH OC ATTY f L)
LEPPIN,RICHARD O MILwAUKEE Wl EXEC LEPPIN ELECTRIC CO LB
MARK yWILLIAM b WAUSAU Wl WILLIAM B MARK €& ASSOC s 199Ul
MULPAY (CHARLES H JR €L DORADG AR PRES MYRPHY ClIL CO EP Y]
NASAH,HaCLT MILnWAUNEE wi AYIY 939
PUTLER JRAYNUND RACINE Wl EXEC PRECISIUN FLEXMOLD INC 299
WERNER,A MATT SHEBUYG AN al PUBL ISHER SHEBOYGAN PRESS 539
WILLIAMS, U O WASH OC ATTY 5
WINOMAP, JAMES C MACON MS EXEC PABST BREwING CO 5JJ

15,993



e

.

CCATRIGUTICNS FRON SPECIAL INTEREST GROUPS

CONTREIBLTIOR wituiln CANOIDATE A=14
$T AC PTYVY CANDIDATE APFILIATIUN/ INTEREST REGISTERED NanE ANOUNT
w8 S3 CEN  SAELICN.GAVLORD CALIFORNIA AGRICLLILAE COM ON AGRICWL.TURAL POLICY (CA) Lel90
SUB-TOTAL FOR ALL AGRICULTURAL CONR, === 1150
CREDIT URNICA MATL B3SN (CUNA) CREDIT UNION LEGISLATIVE ACTION COUNCIL L]
RORYGAGE BANKERS NORPAL (MORTGAGE BANKERS PAC) (1]
CAANING INCUSTRY CANNERS PUBLIC AFFALIRS COMM [T ]
KRAUSE MILLING CCMFANY CAST WISCONSIN CLUS (MILwAUKEE) 300
GURLINGTICN ANCRTMERN INC ~RR BURL INGTCN “URTHEAN GFF VL GOOD GOV? 00
CRILAGC & NCATHhaESTERN RA CO NONTH wESTERN OFr ICERS TRUST ACCOUNT LeSOW
CHICAGCY MELRAUK & ST PAUL AR NILWAUREE UFFPICERS ThUST ACCOUNT a»
COATING JNFCANATION COUNCIL BUAT ING INFORMATI LN CCUNCIL PAC 599
TCHALCC FRCELCTS NERS TUBACCO PEUPLES Pust IC AFPALIRS COMM Sdv
SUB-TOTAL POR ALL BUSINESS COMNN. — 50200
AP REDICAL ASSN-CC EXEC PHYSICIANS COMN FOR GUOU LOVT (OC) 9
AN MEDICAL 4SSN BISCUNSIN WISCONS IN PHYSICIANS PAC (MISPAC) 100
AN OPTCHETRIC ASSN OPTORETRIC PAC 509
AN PHYSICAL THERAPY ASSN AMERICAN PHYS THERAPY CONG ACTIGN COMM 100
‘ ! AR PCOIATRY ASSN POOIAIRY FAC 1,900
SUB-TOTAL FOR ALL NEALTH COMN. . 20909
AFL LIC aNaTL) AFL CIO COPE POL CONTRIBUTIONS COMRM 40,000~
AFL CIC WISCONSIN WISCONSIN STATE AKL C10 COP¢ 142
BUILOING € CONSTRMUCTICH DEPY PEF OF THE BUILODING & CONSTAUCTIGN TRAD 300
CARPENTESS CARPENTERS LEGISLATIVE INPRAOVENENT CONR 1,000
CLECTRICHL WCRKERS (L18Cu) lecw COPE 2oUU0
LANORERS LABUREARS POL LEAGUE 2,090
OPERAT INC EAGINEERS ENGINERRS PEC 300
POSTAL nCurEAS POLITICAL FUNC COMM OF AN POSTAL WORALN 10w
STATC CCUNTY €& NUn ENPLOVERS PEOPLE (PUBLIC ENPLOVEES URGANIZED) 40000
CLCTHING NGRRERS (MATL) ANALGARATCO POLITICAL EOUCATION COMM 20039
GARMENT hOPKERS LACLES Ly CAMPALLN COMN S0
RACHINISTS MACHEINISTS NON PARTISAN POL LEAGUE (ANPL 50000~
STEELWCRRERS (NATL) UITED STEELRCRKERS GF ARNGAICA PAP (PA) 30000
UNITLO ALTC WLRKERS IND UAs V=CAP Tes 00
NOTEL & FESTALRANT EMPLOVERS n € RE & BV COPE 1ev00
REATCUTTERS Mmeore L0000
RETALL CLERKS ALTIVE BALLOT CLUM 49000
SEnviCEt (MPLCYEES SEIV CUPE PUL CONTAIBUTIONS CONM 300
AMILwAY CLERRS RAILwAY CLERRS POL LEAGUE 20900
HOInAY LAPLA EXECLYIVES ASSN RAILWAY LABOR EXECUTIVES ASSH POL LEAGY 200
] L TAVILN UNICN GUTV) TRANSPURTATIUN POL COUC L EAGUE 49030
TEMMSTERS [INCEPENOENT UNLON ORIVE (CEMUCRATIC REPUSLICAN 1NDEPEND) 20000
CuMMUN ICATICN nORKERS Cua COPE 200~
GRAPHIC SATS UNICH GRAPHIC ARTS INTL UNION COPE 00
SUS-TOTAL FOR ALL LABOR COWM. -— 884472
. NATL AURZL ELECTR COLP ASSN ACRE(ACTION CCRN FOR AURAL EBLECTRIFICAT) 9
NATL KURSL ELECTR CCCP wisC WISCONS IN ACAE 100
SLE-TOTAL POR ALL RISCELLANEOUS CONN, <~-- %
NATILNAL CCNGRESSICHAL LEVEL DEMOCRATIC SENATORLIAL CARNPAIGN COMRM 8,2%0
SUB=TUTAL FOR ALL DRAOCRATIC CONn. -—- 00430
TOTAL FCA CANDIOATE 1S <~~~ V80044

001



|GRAVEL+KIKE ILEwlS,C R A-15
| DEM/ INCUMBENT | REP/CHALLENGER
IGENERAL ELECTICM INFU: L GENERAL ELECTION INFO3
| wCN/GPPCSED | LOST/7UPPOSEC
549361 VOTES (58.38) | 28,914 VOTES (41.78)
ELeCTION CANOIVATES PRIMARY ELECTICM INFO: |PRIMARY ELECTION INFU3
WON/GPPCSED | wWON/QPPOSED
l

=NMOR =~ $=AMCUNT AVER ==X==|=NMBR~- $=AMCUNT AVER ==3~-

TOTAL FUNCS AVAILABLE b 405,441 310,274

CASH UN hAND = BEGINNING T 2:ECe [~

INCIVIOUAL

CUNTRIBUTIUNS=8$500 ANC GVERS

4de 157550 10295 3%2.5 8o 133,295 Loiid 3.0

- ———— B g, g —

|
l
|
|
(
|
|
|
|
¢
|
|
|
:
IN STATE | 1y chobl6 1,25¢ 40 804,005 1,668 25.0
CUT OF STATE : 103 133,38V 10295 27.51 38 534430 19401 1l.¢
|
|
]
|
(
]
|
|
l
|
|
i
|
|
|

W
[ ]
[
-

CUMMITTEE CONTRIBUTIGNS: 14 1520644 JoCE2  21.4) A7 6ly58G 3464c 15.8

INTEREST COMMITTEES

73 L47524 &oC21 i3 209560 24045 %0
PuULITICAL PARTY COMMITTEES

i .« 501C0 5,100 dedl 4 359000 8,750 1ll.3

W
(2]
.

>

LUANS RECEIVED
LUANS REPAIC
NET LCANS CUTSTANLING

1:GCO  1,G0C 6950C 21300 2e&
0 1,400 1,400 5

5.906 ¢.150 lel

-0
[
[N

L)
NO N

C
1,6C0 1,00¢C

TOTaL eXPeNDITURES 46%9,3CC 353,7C2

CASH UN nAND = ENDING 33,CCC 525

101
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A )
CONTRIBUTIONS FROM INOIVIDUAL CONTRIBUTORS A-16
CONTRIBUTGR MITHIN CANDIOATE

ST RC PTY CANDIUATE CONTRISUTOR ADORESS ocCcuPAl 10N [VPr 1]
AK S5 DEN SGRAVEL.MIKE ARNOLD,JANES R LA JOLLA CA  PROF UNIV OF CALLP .3
BALDWIA, BCB HOUSTON TX  CH 6D ALASKA INIERSTATE F 9T
BAMBIE EUGENE A LOS ANGELES CA ATTY 20
BASS,PERARY R FT WORTH TX OlL OPER Dev
BECK, KENNETH SEATTLE WA PAES CENTRAL CONST CO Lew 0
SELFER,ARTHUR B NEw YO&X NY Cw B0 BELCO PRTRO CORP Levwd0
BERGER,LEG V OL0 WESTOUAY NY eIV
BERGTNEIL FAIRBANKS AKX PRES ALASKA INTL AJALIvES 299
BEANSTEIN,JOSEPH N PROVIDENTE Rl ADVEATISING EXEC Lev i

BIRCH,EVERETT 8 ST THMOMAS vl ATTY BIACH DE JUNGH & FARRELLY 9,..0 °
. . BOND, ACL ANO OALLAS TX [INDEP OPER 239
BURNS RICHARD L SN BEANARDING CA INDEP OPER 20099
CARSCN JR,PAUL HINSDALE IL  EAEC ADV CONST CO 299
CLIFFORD,PATRICK J NEW YORK NY  JANKER FIE )
OANE MAXRELL NY NY AET 49
DAVIS,LOULS ¢ LA CA EXEC ARCO Le. 09
00nNSsd A DOANERS GROVE IL PRES GREAT LAKES DREOG - & DdOCK 0

EXNESS,CHALMERS O SEATTLE WA OUDLEY & ERNESS AACHIT CTS Levod ¢
ELLIS.ELI KEw YORK NY * TRL S
ERICSON,GALUALS A SCOTTSDALE Az RL EST "9
FERAY, W M SCARSDALE NY EXEL OIR DJ® FOUNDATIC ¢ ‘vd
FISCHER,RICHARD ANCHORAGE ALK CO UXNER R/E wid
FISCHER,RICHARD W ANCHORAGE AR CWNER DICK FISCHER SAEa Lo 28
FLEMING, 8CB ANCHORAGE AKX EXEC VP RYAK RAL:O 49
FOSTER ,mitLLIAN C WASH DC PATTON 80GGS €& SLOW,ATTIYS Qe Y
FULLER® C bEND OR RET 5.9
GAGE CCKE L DECATUR TR INDEP OPER Lev.d
GAUTREZAUX,O N NETALIRIE LA PRES witLIARS MC WiLLIANS 249
GE20N,CAVIOD M GRAND RAPIOS M1 AUTO DEALER el
GLASSELL,ALFRED C JA HQuUsSTON TR PYNR GLASSELL P-20UCIN. CO Gl 2
GOTYSTEIN,OARNEY J ANCHORAGE AR J 8 GOTTSTEIN ¢ .0 lea
GRIFFIN,W A HOUSTON TX PRES OANIEL NG TAIES .2
GROS SMAN, SaM PHIENIX AL PRES THE GROSSA . CO 5.9
GUFFEY ,ROY DALLAS TX EXEC ORILLIN s0d
GUNDERSON,LESLIE R FAIRBANKS AK  C#NER POLAP (934 Be0ud
HAINES,ROBERTY & GARY IN EXEC J W FC 14 5.3
HAMON, JAKE L DALLAS TX INOEP OPCN RITEL]
HARGESTY,C HOWARD GREENWICH CT  EXEC WP OIL CO C'NTML il '™
HEARIN,RCSERT M JACKSON AS Cn CO EXEC LST NATL Bk Bed.)
HENNELLY, EOMUNT P MANWASSET NY ATTY MOZILE OLL CO 299
HESS . LEON NEW YORK NY PRES #ESS OIL €O vid
HEVSER,ESTILL JR OALLAS TX  INDEP OPER 593
MINCREY, KEN ANCHORALE AKX MGR ALASKA AGGRLLATE Cu 24)
MI*CHCOCK ¢ ALFRED LOS ANGELES CA MOTION PICTURE #<00 2ud
HURPHREY , JOE A DALLAS TR INDEP OPER I
IVIE RCBERT N SAN FRANCISCO CA PRES GUILD wintsiEs ¢ 18T 3.9
JANS EN ¢ HE NRY LYNOEN WA PRES LYNOEN TRANSPOAT CO INC 3.9
JONES,A V ALBANY TX  INDEP OPER 33

oot
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CONTRIUTIONS PROM INDIVIOUAL CONTRIBUTGAS
CUNTRIGUIOR WiTHIN CANDILATE
A=17

ST AC PTY CANOLOATE CONTRIBUTOR AOORESS OCCUPATION Mgt t

AR 33 DEM SGRAVEL.MIKE KALLS, EARL 4 NY  EAPL RAZ1S ASSOC L0
KENNY, JCHN € NOATHSRO0R 1L CONIR KEnNY CONST CO 200
KRAMER,CLARENCE ¢ StTRa AR EXEC AR LUMBER ¢ PUL?P 230
LOITZ.LARRENCE GAANT P& IL EXEC LOITZ BAQOS CONST CO »ud
LUCAS.FMILIP @ “OUS TON ™ IR ]
LYNC M, JOSEPH A A LivOnt A Nl REC J O CONTR INC Y]
MAGUIRE, CARY DaLLAS | TX PRES MAGUIRE OIL €O 200
MARR M W DALLAS TX INDEP OPER MARR CO -3
AART INLALVIN R NACAAS NOUSTON TX COAP EXEC be 9
MCCOMLUMoM W nOUSTON TX VP TREMNECO Do Y
MCEAGHEAN, ROBERT O SEATTLE WA PRES GENEIAL CONST CO . © 10
MCKAY, FOY , ANCHORAGE AR OwNLRS MERCHANY )
MERRIGAN . EONARD L wASH DC ATTY SHATHERS WMCARIGAN & WEALO Deoie
MIKLAUTSCH,THOMAS 4 FAIRBANKS AR PHARRMACIST & LAND BEV IR )
NITCHELLGEORGE P HOUSTON TX PRES MITCHELL ENERGY & DAY COR  Do. )
MITCHELL , JGHNNY HOUSTON TX PRES OILCCAS IMVESTREN (S INC 26J
MONCRIEF,W A ET WORTH TA INOEP OPEQR )
MOORE, PGLLY L OALLAS TX INOEP UPR4 X
NURRELL . JCHN dALLAS TR INOEP UPCAR ‘e
PARK S, AEIL HOUSTON TX INVEP OPEA ”»
PARTEN,J R HOUSTON TX OIL OPEAYOR K YT I
PASCHEN, JACK M NURTHORIOK IL  EXEC PASCHEN CONTR ».d
PAULEY ,EOWIN W LA CA PuES PARLEY PETR CO »vd
PAULUCCL . JENO ¢ ouLuUTH nN CH 4D JPNI INC de . 93
PEROT,m & DALLAS TR Ceidte SLECTRONIC OATA 2YSTEAS [ T
PICKENS, JCHN T DALLAS TX INDCP OPEA 09
PICKENS R M DALLAS TX INDEP OPER “3d
PICKENS,n C DALLAS TX  INDEP OPER ce
PICKENS, W L DALLAS TX INOEP OPEW L¥L)
PITIS,L FRANK DALLAS TX  INDLP DPEA/PITTL BNERGY 2o
PITTS, SHELOY D DALLAS TX INOCP OPER 0
POLLARG,ERIC ¥ NEW YORK NY  CONSULY dev 0
PONTARELL +MICHARL & GLENVIEW IL CONTA PONTARELLI & SONS INC P
RAGAN WiLLIAN B POTONAC ND  ATTY RALAN € MANUN Lowtd
RAYMONG, CAN HOLL AND 1L CONTR DAN RAYNOI.O CONST CO bdee
RIFEN O FT WORTH TX INOEP OPEA )
ROSEN,ROBERT A JAMAICA EST  NY INVCST .
ROSS ., LECNARD LOS ANGELES CA PRES ROSSCO INC ed
ROSSETTI, ANTHONY J NORTHOROOK 1L CONTA ALSSETT] CONTRAC'ING CO » 0
RUDIN,LEWIS LR} NY VP wUDIN NG 1,000
RUDNAN A B DALLAS TX INOEP OPEAR Leviod
RUSSELL I MADEL INE S FRAN CA  Mwr le. .2
SANTUCCE,CARLO V NORTHE | ELO 1L EXEC SANTUCCT CL4ST €O %
SCHLENSRER ¢ JONN A RICHAROSON TX ORILLING CONTAALTOR L9
SCHNITZER ,KEANETH HOUSTON TR PRES CENTAAY DRV CO 2o %2
SHEINBAUN, STANLEY R LOS ANGELES CA INVEST BAOKER Levud
SHUSHAN, LOUIS G NEW ORLEANS LA ATTY SHUSHAN MEVER JAC.0S0N %4

SINTON,RCOERT .

SAN FRANGCISCO CA

STOCKOROREA ORAN wiTTE CO

209

€01
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CGNTRIBUTICNS FROM INOIVIOUAL CONTRIBUTURS
CONTRIBUTOR WiITHIN CANOIDATE
A~-18
$T RC PTY CANDIDATE CONTRIBUTOR ADORESS OCCUPATION [V
AR 53 OEN OGRAVEL,MIKE SLAYPAKER,RONALD ANCHOKAGE AKX CONTRACTIR VLR GLEN CONIR Lec W
SMITH,FELIX T PALO ALTO CA o9
STAIR,RICHARD ANCHORLGE AKX  PACIFIC INC 90
STEPHENS y JCHN A SANTA BARBARA CA PRES EXCEL MINEFAL COr~ le.wd
SWANK ,RUSSELL ANCHORAGE AR OWNcR TOPPERS OlLL CORP Lev?)
TAMPKE yFRED ANCHORAGE AK VP ADDERN CONSTH 929
THOMAS ,E C ELSA TX RAN. HER 20 0
THOMAS yMAX L DAL LAS TX JNLLP OPER OIL Lev 12
TOWNSENO s CHARLES W FAIRBANKS AK  PHYSICIAN o
VANCE CAVIES € ROBERTS SEATTLE WA ATTYS AT (AN s99
VANCE,J CUANE SEATTLE WA ATTY DAVIES & ROSERTS 209
WAKEFIELDsGRAY MARLMRS HOUSTON TX ACCTS wad
WALLACE.wALLY D JUNEAU AK  SWITLER CRK MOGILE MOm:S PR
MALLERSTE IN,GEORGE SEATTLE [T} hd
WARDDELBERT nOUSTON TX SR VP BRUM L ROUY e}
WARD ,JERRY 4 ANCHORAGE AR PRES K ¢ » CO [YXIRT )
. WASSERMAN.LEw R BEVERLY HILLS CA Crt oD MCA UNIVEAAL Cl1Y be 22
MEBSTER, WM C ANCHORAGE AK WM WEUSTER INC Y3
WEINBERG, LAWRENCE BEVERLY MILLS CA CH LARWIN REALTY | PY )
MEINGARTEN,JOAN HOUSTON TX HSWE . 2¢.0.9
WERBY,CONALOD HILLSBOROUGH CA WERUVER REALTY * )
WHITE, JONN § WASH 0C ATTY sd
WHITMORE ., RALPH & JR ANCHORAGE AK  BANKER aK STATE BANK “d
WILENTZ,CAVIO T PERTH AMBOY NJ PRTNR WILENTZ GO.OMAN LPITZER Qv vd
WILLIANS,J O WASHING TON DC  ATT/r WILLIAMNS & <ING lev 9
. . YARMOL INSKY o MICHAEL PARES FRANCE 8ICLUGIST a0
. 2ELR.D0 J DOWNERS GRUVE IL CON.H S A MHEALY CO aed
TOTAL FOR CANOIDATE === 1280 506
L ]
- ¢ L J

¥o1
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ST RC PTY CANDLOATE

CONTRIGUTIONS FPAON SPECIAL INTEREST GAOUPS
CONTRIBUTOR wiTniN CANDIODATE

APFILIATION/ INTEREST

REGISTRAED NAnE

A=19

AR 53 OEM  SGAAVEL,MIKE
SUB=TUTAL FOR ALL AGARICULTUAAL COMnm.

SUB=TOTAL POR ALL BUSINESS COMM.

SUB=TOTAL FOR ALL WEALTH COMNM.

ASSOC NILR PAOOUCERS INC

KENNECCTT CCPPER CORP

CONSOLIDATED NATUAAL GAS (wv)

EAST UNIC GAS CO

HOUSTGN NATURAL GAS CORP

NATUKAL GAS METAILERS

N A OR SRUACLASTERS

N A UF nint BUILLERS

CENERAL ELECTAIC CO

SEATTLE FINST NATL wANK

SAVINGS € LCAN LEAGUE

SAVINGS L LCAN LEALUE CALLP

NORTUACE DAMRERS

SAVINGS EANKERS

SELUKITICLS INUVSTIRY

PAINE wetbtR

CANNING INULSTRY

DeclL MOANTE CORP .

£0LD INDLSTRY

FUR{ST PALCUCTS INCUSTRY

WEVEANAELSER Cu INTERESTS

N A UF LIFE UNDERWRITERS

BURL INULTLN NG THERN INC =-RR

SUUTHERN RAILwAY SYSTEM

SUUTHERN RAILWAY SYSTEM

N A GF REALTURS

TRULKING INDUSTARY

BUATING INFGRMAT LUN COUNCIEL

AR MEDICAL ASSNeCC EXEC

AN NURSIAG HORE ASSN

AM OPTCMETRIC ASSN

AM PHYSICAL THERAPY ASSN

AM PUDIATRY ASSN

FEOERATICN OF AN NCSPITALS
e

AFL CIC (NATL)

APL CIL WASKHINGTON

SUILERMAKERS

SUILDING ¢ CCNSTAUCTIUN DRPY

CARPENTERS

ELECINICAL WORKERS (10CW)

THCN WCRKERS

LABUKEHKS '

CPERATING ENUINEERS

OPERAT ING ENGINEERS nASH

TAPE (COMM FOR THOROUGH AGRI POL BOUC)

KENNECOTT EXECUTIVES CITIZENSHIP ABSN
CONSOLIDATED EXEC VOL NON-PART POL FUMD
CAST OUMIO GAS EMP VOL GOUD COVT ASSN
POLETLICAL SUPPORT ASSN (TA)

GAS EMPLOYEES PERC

NATL CUNFERENCE FUR SUPPORT G FREE BRO
BUILOEFS POL CAMPAL LN CUMM

NON PARTISAN POL COMM (NEw VOWK)

FludT ASSOCIATES NAYIONAL (WASHINGTON)
SAVINGS ASSM POL ELECT.udS CUMR (3SAPEC)
CENTURY CLUU (PASADINAY

MUAPAC C(HURTLELE BANRRSS PAC)

SAVINGS BANKERS NGM=FART]I SAN PAC
SECURTIES INLUSTRY CAMPAIGN COAn

PAINE WEBBER FUND Fln METTER GUVT
CANNERS PUBLILIC AFFALRS LUNA

DeL MUNTE vLL NUN=PARI CLOUD GOVT CORM
FUuD IMUSTRY wuub GuUVY CuiM

PUKLST PROLDULIS POL COMn

HANSGUN FUND

LIFE UNDERWRITERS FAL (LUPAC)

BURL INLTUN NURTHMERN CHFF VUL GOOD GOVY
SUUTHERI RALLNRAY GOGD GUVT Fund
SUUIMERN hAJLWAY TAX ELIGIMLE GGP

REAL ESTATE PaC

TRUCK GUPERATOKS NON-PARTISAN Cunn

SOAT ING INFURNAT IUN COUNCIL PAC

PHYSICIANS COMM FOR GOOD GOVTY (0OC)
ANHEPAC AMERICAN NURSING MONE 80 ¢ PAC
OPTOMETRIC PAC

AMERICAN PHYS THERAPY CONG ACTION COMM
POOLATRY PAC

FE0 PAC

AFL CIO COPE POL CONTRIBUTIONS COMM
WASHINGTON STATE COPE

LEGISLATIVE EOUC ACTION PROGRAN (LEAP)
PEF OF THE BUILOING & CONSTRUCTION TRAD
CARPENTERS LEGISLATIVE IAPRQVEMENT CONM
Iokw COPE

100N WORKERS POL ACTIUMN LEAGUE

LABORGARS POL LEAGUE

ENGINEERS PEC

LOCAL 202 VUL POL FUND (SEBATTLRY

Sel0V

eV

go1
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CONTRIBUTICNS PRON SPECIAL INTEREST GAOUPS
CONTRIBUTOR MITHIN CANOIODATE
A-20
ST RC PTY  CANDIODATE AFFILIATION/ INTEREST REGLSTERED NANE AROUNT
AR 53 DEM  SGRAVEL.MIKE PAINTERS POLITICAL ACTION TOGETHER POL COM (PAT) 389
PLUMBERS & PIPEFITTEAS U A POLITICAL EDUCATION CONM 14000
FIRE FIGATERS FIRE FIGHTERS COPE 490
GOVERNMENT EMPLOVYEERS (AFGE) COMM DN PEDERAL EMPLOYEE POL EDUCATION 209
POSTAL wCRKERS POLITICAL FUND COMM OF AM POSTAL NORKER 403
STATE COUNTY & MUN ENPLOVEES PEOPLE (PUBLIC EMPLOYEES ORGANEZEOD) 10009
GARMENT WORKERS LACIES LU CAMPAIGN COMM $00
. MACHINISTS MACHINISTS NON PARTISAN POL LEAGUE(MNPL 16,130
PULP & PAPERNILL WCRKERS UNLTED PAPER wOURKERS INTL UNION 116
SHEEY METAL WORKERS POLITICAL ACTION LEAGUE SHEET METAL *00
STEELWORKERS (NATL) UNITED STEELWORKERS OF AMERICA PAF (PA) 9,000
UNITED AUTC WORKERS IND UAN V=CAP 09290
MARINE EANGINEERS MEBA POL ACTEION FUND 31,000
SEAFARERS SEAFAKERS POL ACTIVITY DOMATION 15,500
MOTEL & RESTAURANT EMPLOVEES M & RE & 81U COPE 2,000
MNEATCUTITERS AMCOPE 700
RETAIL CLERKS ACTIVE BALLOT CLUS 19,000
FIREMEN € CILERS FIREMEN € OILER POL LEAGUE 400
MAINTENANCE OF wAY EMNPLOVEERS MAINTENANCE OF wAY PUOL LEAGUE <90
RALNAY CLERKS RAILMAY CLERKS POL LEAGUE LYY D]
TRANSPCRT WMCARKERS (Tw) TRANSPOART WURKERS UNION POL CONTARLS CON 700
TRANSPCRIATION UNION (UTU) TRANSPORTATION POL EDUC (L FAGUE 10000
TEAMSTERS INCEPENOENT UNION ORIVE (OEMOCRATIC REPUBLICAN INDEPEND) 20000
TEAMSTERS IND ALASKA ALASKA ORIVE VOLUNTARY CUumn 2,100
COMMUN ICAT 1CN WORKERS CwA COPE 10200
GRAPHIC ARTS UNICN GRAPHIC ARTS INTL UNION COPE 300
SUS=TGTAL FOR ALL LABOR COMNN. —— 1420226
NATL EOUCATION ASSN NATL EDUCATION ASSN PAC (NEA PAC) 30400
NATL RURAL ELECTR COOP ASSN ACRE(ACTION COMM FOR RURAL ELECTRIFICAT) 2,000
PATTON B0GGS & BLOW (LAWY ERS) NNNNNNNNNNN 1,000
SUB=TOTAL FOR ALL NISCELLANEOUS COMN. === 6200
NATIONAL CCNGRESSIONAL LEVEL DEMOCRATIC SENATORIAL CAMPAIGN COMM 3,100
SUB-TOTAL POR ALL DENOCRATIC COMA. i $,100
TOFAL FOR CANOIOATE 1S == 1860020

901



IRUY WILLIAM R
| DEM/CHALLENGER
IGENERAL ELECT ICN INFG:
I LuST/LPPOSECL
390,451 VOTES

ELELTION CANCICATES

TuTaL EAPENDITURES
CASH UN HAND = ENDING

| =NMBR=
i
TuTAL FUNCS AVAILABLE | -
1D
CASH UN HAND = BEGINNING |
|
|
INOIVIDUAL |
CUNTRIDUTIUNS=3500 ANC GVERS | 125
|
IN STATE | 104
LUT ur STATE ) ¢l
|
CUMMITTEE LUNTRIBUTIUNSS | 76
]
INTEREST CUMMITTEES | 75
PULiTICAL PARTY COMMITTcES | i
|
|
LUSNS RecelVel \ 1
LUANS REPAIC | 0
NET LLANS GUTSTANCING | i
|
|
|
|
|
|

$=AMCUNT

7894534
[}

1434 24«9

lcoCsS
17,3¢0

150,514

143,451
12,000

110,C€C0

0
14G,CC0O
836,547

1Ce 154

|

IPRIMARY ELELTICM INFUS
|  WON/GPPCSED
|

ILOGLE,DOB - -
{REP/INCUMBENT A-21
| GENERAL ELECT IUN INFO:

WUN/QPPOSED

(%180 | 4uU34903 VUTES (5V.9%)
{PRIMARY ELECTION INFUZ
| «wON/UNOQPPUSED
‘ .
AVER ==g==|=NMonk=- $=AMCUNT AVER ==j=-
|
|
| 19104,0672
|
| 110,040
|
|
!
lel41 lc.&i 266 258,216 SaY dced
legle 16.01 1902% 15.5
8c4  z.cl 272 275,078 91y 1.1
i 92 83,136
€yC0f  1v.vl 12} 152,655 de0ld 13.3
|
14516 dbacl a8 82,555 810 6.9
13,u0C le6] 3 TA. w00 C30372 YY)
|
|
1C+oCOC 13.9i I 10,0CC 40,000 .9
C <01 i 1Ue00C 10,000 9
1€000C 13.9i 0 0 0 «0
|
|
| 194104040
|
| 0
|

L01



COATRIBUTICNS FROM INDIVIOUAL CONTRIGUTOAS
CCNTRIBUTOR wiTHIN CANOIDAYE

A-22

ST RC PTY CANDIDATE CONTRIBUTOR ADUAESS Gccuration LLF. T

RS 53 REP SOOLE, 808 ABERCACHELIE.A L wiCMITA KS A L ABERCAGMBIE INC 200
ABLAN,CEOAGE J wiCniTA KS OWNER REALTOR Le5
ADAIR,JONN A ATCHISON KS PRES XCHANGE NATL 0K C 73T CO LD
ADAMS,CR ANDAEW § ARL INGTON VA CEPUTY DIN EOUC C REME: SER VA »39
ADAMS, CRCMARS C C MCLEAN VA  CuNEn TLIFF NURSING i 1k L)
ADAMS, EORARD C TJPEKA KS CO OwNER ADAMS oUSINESS PORMS 09
ADANS, JONN P TOPEKA KS CO GuNER ADARS Luling>S> FOANS 29
ADOLS,ICER HiICHITA KS OIL PRODUCER 309
ANDERSEN,RCNALC C TOPERA RS CONTRACTOR & B ANDERSCe CO 939
ANSChUTZ, PhILLP ¢ OENVER CO PRES THE ANSCHUTZ CORP 59
ANTOANELLILC ¢ JR WASHINGTON DC  FRES PARKING MGMT INC 99
ARBUTHNOT (HARLHARS JAMES C SELLEVILLE RS OWNERS ARBUTHNOT DRUG CO s
ATHA JNORVIN € SHAWNEE NISS kS RET 53
AUSTIN,MALAHRS IRA W ESKRIOGE RS OwNER AUSTIN FUKERAL MINE 99
BABBITT,J £ JOS & nELEN TULSA OR  AGNEw CHMEMICAL .
BALES.CANE LOGAN RS NGR MANSEN TRUSY FUND 1ed90

801
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CONTRIBUTIONS PRON INDIVIOUAL CONTRIBUTORS
CONTAIOUTOR WiITHIN CANDIOATE A=23
$T RC PTY CANOlOATE CONTRIBUTOR AUGRESS \ OCCUPATION aduyar 7
RS 33 REP *DOLE, 000 BARCLS ;GRANT KANSAS CITY KS PAATNER LG BGARCUSAND SONS 19000
- BARRINGER,L T NEMPH]S TN PRES L T SARAINGER & 299
BAVER, PRCRAS LYLE HARPER KS FPARNER . 00
BEACH, FAR L ANNA MAYS kS MOUSEMIFE 1,000
BEACH, ROSS HAYS KS PRES PRODUCERS GAS EQUITIES beodd
BEACHNER, JERRY ST PAUL KS PATNR NEOSHO VLY ELECTAIC CO 200
BEARCHCRE,rEBER JR wicHITA RS INV LI
GECKER LAVEAN RUSSELL KS FPARNER (73}
BEECH, MRS OLIVE & wiCHiTA KS CrMii ORO SEECH ALRCRAFT CORP levi0
. SELL S ¥ ' RANSAS CITY NnO CONMPYALR RISS INTERNL CORP Lev )
BENEJ, nELEN SERWYN n 290
. BEREN,RDOERT N wiCHiTaA XS PRTNR ORMAR OlL CO Levd0 |
GERRTN LOREA N OAY TON O Vv CHm L ™ BERRY & CO 2J0
BICKAELL ¢ GENE PITTSBUAG kS SELF EMM OVED 39
SIGLER,OALMRS ¢ CALVIN GAROEN CITY &S PuySiClAN 3
BLAKEMCRE,RILTEN H LIaeaaL KS PRES 187 NATL bamm Leadd
. BLOCK, FEARY & KANSAS CITY MO PRES M & R BLOCR | PP )
SLODGETIY JONN W JR GRAND RAPIOS Wil RET 399
BOYDFRANK JA MORAN KS FARNER . *dJ
80YD,RCOILL PHILLIPSBURG KS PUBLISHER * e300
BOVER, RRECMRS RUGENE TOPEXA KS CONSULTANT QuaLITY OIL CO * S
ORAMLAGE,. FRED JUNCTION CITY KS INVESTS JUNCTION CITY 249
BRANCT (MRCMRS LLCYD € PRAIRIE VLGE XS VP YELLCWw PREIGHT SYSTFAS INC %49
BROWN,GAAY L MACAAS SAL INA S CONTAACTOA Frl]
GRGHWA, THORAS € KANSAS CITY MO  GEN COUN NAURICE L BAL.N TAUST 1032
BRUCE,CEORGE ™ wiCHITA KS PRES ALADOIN PETHOLEUN CO Lesde
BUBH (MENRY A TOPERA KS CH 8D CAPITOL FEU SAVINGSELOMN »N
CUROEN,1 TCWNSEND wASHINGTON OC vP CAPCO INC dewdd
SURTCA,CECIL GREAT BEND RS  OlL PRONUCEXR PICARELL DRILLING N
QUTCFER,NORARD 11 PHILADELPHIA PA  INVESTOA BUTCHE- & SINh.ER 29
BUTChEAR,n u KEEN PHILADELPHIA PA  INVESTOR wyTCMEX € SIGLER 5w
CADY (MRLARS WINSLOW SHAKNEE MiISS RS PRES WIND STATIONS N » W
CANP L JCHN C LAKE CHARLES LA ATTY .39
CARL SON,LERQY T EVANSTON 1L PRES TEL & DATA SVS INC ¥ L]
CARPENTER,EONUND N WILMINGTON DE ATTY (TR
CARSCN,0AVIO W KANSAS CITY KRS ATTY 549
CASSCNLDAN L TUPERA kS SEC TREAS CASSON CONSY CO INC PRT)
CLARK, CHARLEY - X OVERLAND PARK KS MNGA CGMMER ORPT OWEN XiALTY CO - ¥
CLARK,PRESTON N NRS wiCnita KS  mSuF 240
CLEVENGER, THONAS R TOPEXRA kS PReS 1ST NATL OK OF TOPRKA wi
CLINTON,ELEANOR ¢ wiCHITA RS nSwh Qi0ud
CLINTGN.R P dICHITA K$ CIL OPER SUTTON PL [YTRL)
COFFEY ,JCHA N N ALEXANORL A VA  ATT NALLESTILL,MARDNWI..R,8TAL 12
COnEN,RICHARD § aoCrviLLe nO  PRES wiLLCO v 0d
COLE.EVvERETT § WiCniTA KS V. CH BRD UNION NATL BANK 2,400
COLENMAN, CLARENCE wiCniTa KS vV CHUN 80 UNION mATL b. MR So9wd
COLENAN, SHELOON wiCniTa KS CrRnn OF 4a0 COLEMAN CO bovdd
COLLET JCHi C SLUE SPRINGS MO PAES RUPERT RPG CO EL )

601



ST RC PTY CANOIDATE
S 55 REP DOLE,bOS
- »

CONTR,BUTIONS FROM INDI/IDUAL CONTRIBUTOAS
CONTRIBUTOR miTmiN CanDIOATE

CINTRIBUTOR

AVURESS

P T L L L L T L L L e cemmene

COLMERNY HARAY o
COwMERC,CARSCN €
CRAWFIRD ,MUMARE ¢
CRAY,CLLUD L
CRAY,LLLOUC L Jn
CULP,C M
CUSHINCINECD

DARBY, HAKRY

OAY, uOrt
O1BBLESTEPHEN
DUPONT ,REYNOLODS
EBY, MARTIN & JR
EOMISTCN,MELMAS & K
CISELEIUMN C
ELLSRIRTH , RINERT
(VAN ¢ (AN SK
EVERLY Lt R

PALR USLE Jm

FAIRLF OCvLt
FAIRLEICH, FLUYC
FALLEY MACMRY L (
FALSTAC,RILLIAM
FARMA,S 21N MO
FASKL o FAUL

FECAN, FORERT 4
FERRELL, JAMES §
FINK (MALMUS M BERNARD
FIARST MATICNAL BANK
FIRST AATIOVAL BANR
FOGARIY, JOSEPH F JA
FRANK, R o
FRUE 4B v abMIN J
FRIOGVICH MART IN
FRISBIE,CEORLE L
FYFELERNEST R
GARVEY MACMRS JAMES §
CARVEY ,OLIVL w MRS
CARVE omlilifM &4
GILP I+ Ll it
CURE , TrtiCCAL

GOUWD G JarES
CRAMAM AEANETH L
GhANT allLiAN C
ORAVES ¢JIPN
GRAVES yWIlLIAM 1
MAGMAN ,wiLLLAN R
NAINES,JCHOAN L
NALE .M O

TuPina
RANSAS CTY
AtLnISON
ATCHISUN
ATCHISUN

LIL LT EY
Duwhs

RAN3AS CUTY
Srlantt MISY
TUPERA
wiLMINGTON
witHiITA
wlCwtta
JYruiLaAND PR
Nt d Yiar

SAL Ny

wWint 100
wiCHiTa
wilHlITA
SLOTY ClvY
TUPEKA
PREDINTA
wiCHITA
Alami
JUNCTION CITY
PLATTE CITY
TOPERA
SHAwNEE MSSN
SHAWNCE MOSN
Mlang

RaANSAS CITY
Mitwauri:

$T LAUGERDALE
“YPSud
CUNCOUDTA
$0UT wuRln
wWlinlTA
allHITA
[EENTTFY
witnita
wl(nita
LEAVENRUR I
KRANSAS C(ITY
L Lunall
SAL INA

PITYS URG
WICHITA

L& An000

[$Y
"y
L}
RS
[ 31
™
xS
39
[ 39
[ 33
ot
[ )
RS
L3
NY
as
kS
(3]
kS
kS
(37
nS
KS
(Y
[ 3]
L]
[ %3
[+13
ox
[ 4%
AS
wl
fL
KS
[
™
(3
L3
(33
[ 3]
kS
[$1
no
KS
(39
RS
[ 33
[ 31

A=24

CCouPaTiON LU DY) ) B
LAnYLR CULMERY MCCLJRE Fub 2dd
REALTCR 99
[T} 20
CH 80 MIOWEST SOLVENTS CO EXE ]
PRES MIDWST SOLVENTS (1) W
MOR FERT 4ATC ¥ u GRACC & CO PrE]
Can™ R CUSHING INS ACEY doond
L 0D THE LARBY (OUP hovid
SALLSMAN THAIFTRAY MArAETS 299
REAL TOR bocud
ExeC OUPONT INODUST 420
PRFS M & EBY COVSY CO INC «J0
Owisi R £ & EOMISTUN OlL CO 9
Lewrth . e 29
INVLST MKR GEN CARTNE' 199
C.oveR EVANS CRAlN CO LI P
EVE LY CU INC "
ATTY MARTIN,PRINGLE (SLHALLLFAS a9
PETHOLEUM ENC LRE)
CaNER L FARMER FALALEL .M FEEC ©1d
CH 3D FALLEYS NI, v4)
Pir >, RANLAS BK ANOTE CU INC -
L FI IS Y v
EXte BUNDING CUMP OF & LR PR2 ]
(T3] 159
PRES FERRELLGAS INC L)
CH 8D C G F GRAIN CO 1 .C lees0

10,009 ¢

10¢ 1 29= 3
INSRANCE Levad
PREL CUMMIYS MID AMIR '9C YR
PReS BAY ., Y RY-FaUDLC ]
CanNtR FRID VICH INVEST (ENT CO 209
PRLS FRISHIE COnST CO Lev d
Owh' R FYFE SAND ( CRav L vad
FARYER NANMUHER (RALY becsd
Lh'e BRL GAAVEY PROPE-IIES 3es. 2
CrivN G 3dD GARVEY INUL 03
Od'stR BLACKRTOP CONSTR O Prh)
Oic PhiD OanNER Levu0
PRES CANNETT OIL CO fie 5%
MO PHYSICTAN 3
CH BD BUSINESS «LNS AY URANCE bew
PRES GRAVES OWLG CU 5.3
EXEC MLSON TAUCA LINE INC o)
PRES MAGHANY TN PR}
PRES THI FOURTM NATL eneTRSTY wdd
PRLS ADM MiLLING CO 549

o1t



ST AC PIY

CANOIDATE

CONTRAIBUTIONS FAOM INDIVIDUAL CONTRIBUTORS
CONMTRIBUTOR WITHIN CANDIDATE

CONTRIBUTOR

ADDRESS

RS 33 REP *DULE,000

HAM,J R

HMAMPTON,E S
HAMPTCN, TOM w

HANK AMER o JCHN L
MARDAGE, SAmMUEL A
RAUSSERMARN,C L JR
HENDEL +JMURRAY »
HiLL AL ©

HOLL ANC,GECRGE W
HOOVER,V AICHARD
MOUGLAND ;WA
HOUSTON. & » J11
MSU, DRCMRS F ARICHARD
HUDSCN,CALE ¢ LARARY
HUTTCN WICLTAM W
INGRAX ,#OEERY P
JACOBSIN, J(MN
JOHNNSON,OONALD ¢
JOMNSON,E R FENINORE
JOMNSCN, SAMUEL C
JOHUNSTIN,PROF FRANCIS A
KALIVAS,miLLIAP
KATZ MBRVIN
KAUFFMAN, EwING M
KECR ELLZAGETH A
RECK o™ &

KEMPER JR,R CACSOY
LAUMCFF,#OWARD J
LAw,E @

LEVEAS VRER C
LICHTNER,ROBERT §
LITWINHIRRY

LOCKE, "AS AOWERT w
LOCKTON,JCWN T 111
LUNDBERG .k ¢
MAGUIRE, CARY N
MARCUS o8 *

MARGUA .M T

MANT INLRCBERT
MLAXFIELO,PURGAN
MIGLYNA,L D
MCKEVITY,JANES O
MCMORR ]S, OCNALD L
MELCHER, HAKOLD §
MICHAELIS,m A JR
AILLAND, PRANCES
RILLER,RENNETIH € MRLMAS
RILLIKEN,ROGER

CARDEN CITY
SAL INA
SALINA
TOPERA
wWiCnivTa

OAx BRULOR
UVERLAND PR
DALLAS
RUSSELL
wilhita
aiCnita
nERPMLS
wESTFIELD
THAYER
LEnFaA
RANMLS CITY
LIBERAL
FLINT
ARDNCPE

RAC INE
1THACA
KANSAS CITY
ROELAND PARK

L3
L3
(31
()
(3]
"
(31
™
[ 3]
"S
L3)
™
NJ
L3
kS
L]

no
L3

SrAwNnEEt M1S$E xS

LOS ANGELES
LU ANGELES
RANSAS CTY
OANVILLE
wiCHlTa
PRAIRIE VLG
wiCHiTa
wiCniTa ~

Ca
Ca
"o
N8
L3

T ks

LB
"

OVERLAND PARN K$

PRAIRIE VILL
TuLsa

DALLAS
wilrniva
INDEPENTENCE
wiCrniTA
KANSAS CITY
GREAT FaALLS
WAIMINGTON
LEA®OUD
SHAwWNIE M3SN
wiCnitTa
PCPHERSON
wt$T w00
SPARTANBURG

ns
H L
™
(31
no
(3]
LI¢]
ny
oc
(5]
RS
RS
xS
NJ
$C

OtL PRODJYIEN

AET

agv

UsSiwl e

" wF

HOUSEw] FE

A-293

OCCUPATY ION Mt v
MGR MASTER PEEOCRS NO 2 INC YRl
ATTY MamPTON ROYCE ENGLEMAN 33
ATTY HAMPTYON ROYCE ENGL EMAN I
MANKARER READY MIX OwniA 299
PAES US COMMUNITIES 1% | LR ]
SALESMAN DARLING & CO T L]
VP FELD LEASING CO INC 290
SJv
CATTLR AANCKHER 239
PRES CmIEF DAILLING CO Les M
v PRES xOCH OIL CO o9
PRES OWNER W M HOUSTONCSON 233
PAES CHINA INST AWMER 2eudd
HUC SON OROTHERS 199
ANGe ASSOCIATED GNAL CUNTRCTIRS  1,uJ)
PRtS nBEA SNOQAOCASTING (O ded1d
PRES NATL OEEF PaACKRING CC 2o 33
4
levid
CrmMn JONNSON WAX CORP 290
299
BUILDER DEVELOPER %39
»CR BUOLY FOCDS 249
PRES MARION LASRATOARIES INC Lecse
e sd
PRES SUPERIOA OIL CO levwdd
G 6D UNITED MISSOURT sANK 33
PRES LAUNOFP GhaIN CO 2.9
PrES THE LAaw CC INC 139
PARTNER (ORI ENTEAPRISES 299
nCLIDAY Iy PLL Levd)
PRIVATE 1nve3T0. leadd
©d)
LOCKTON INS AGCY 1eal¢
CH 80 AGHICO CHsmICAL CO 229
CwneéR maGulag Ot €O 140
Cr MO R AJSAS BELF INDUSTALES L'L)
PRES CARLAND LEASING INC 230
ATTY MARTINGPRINLLE SCHELL,PAT LelWd
PRES CAEAYT MIONY COAP 243
293
ATTY OCONNOR € MANNAN *)
YELLOW FREIGNT SvS LINES 549
PRES TAENTON FOCUS INC 1.9
PRES GAAdAM MICHAELTS DAILLING 1,2 10
PRES M=¢ PETRO CO INC Leasds
ACCT UNITED mARITINE bedJ)

PRES OEENING MILLIKEN

‘Lowwd

It



ST nC PIY

kS 55 REP eDOLE,808

CANDIOATE

CONTP JBUTICNS FROM INCIVIOUAL CONTRIBUTORS
CONTRIBUTOR wiTHIN CANOLOATE

CONTRBLTUR

MROORNESD , MPLMRS THOMAS A
ROHKIILNLLLUYD
MORRISINLMILTON
RUSS o ROBERT w MALMAS
MUORICKR,STEVEN N
MULLJ A IR
MYER S, RICHARD ¢
NETTELYS JALGEORGE €
NIELSER, ARTHUR SR
NORMENT, ELIZABETY O
GODONNELL LPETER 4R
OLENJ(HA N

OLIVER ,witiLlan L JR NRS
OwéN,OMVE
Pacraag,Cevilp
FoRCLMANGIN PEL
PERY, P ALSS
PEIE RS MHLMRS AICHARD C
PETTY,J L

PHILLEIFS,L & Jn
PrILLIPS, L £ mALHAY
PINNICR, mALMAY FLUYD V
PulSY, JUrN

PRLLLLR,n w

POPE JLY.LINALD
PURTER,LLLLS

wUl WN, BRTHUR
RAGAN, wiL L IAN ¢
RAINS,PRLPMAS wiLSCN
RANSUN (JA(K

ktIL.R(YAL O

AL(Fsm nay

ALICHANLSCN JACR PRLRAKS
RITCNIE,» O
AUEMEN AL AN

RUSRAY ,MRALNRS DEL
HE,“S,0LN C

ROUNDS (RALPH
RUPPENTHAL L
SALESALKY, FrTLLLS F
SAMARASL,S M

SANDERS,w
SCALFERICHARD » .
SCOIT JERINE M 40
Stel1s.CAaRL w

SMARP, BAVARD

SHARP,C €

SHAwvVER,t ¢

ALuRESS

ATCHISUN
SAL INA

SAL INA
SALINA
nISSION
wiCHITA
SHAWNEE MSN
PLTITSHURGH
W] iNETRA
PALM BN
OALLAS

St (outs
wiCHIiTA
FalhuAY
PALL ALTO
[T
VALLAS
LAdipNCE
LILTTRY
wiCHniTa
wiCHiva
uLYsses
CLYDE

1 scoty
ULYSSES
TuLSA

wASH
wHASKHINCGTON
wiCHiTa
wiCHlTA
GLULLLAND
wiinila
LAwWRENCE
wiCHITA
TEANECH
wlenita

w (nlTA
wiCHITA
MIPHEASUN
KAwLAS CITY
MANMATT AN
KANSAS ('Y
PITTSAUAGH
SHAWNEE MM
CHENEY
wiLMINGTON
RANSAS CTY
wiinita

[ %3
aS
[ 33
[ 39
[ %1
[ 3]
AS
[ 3
1
fFL
™
"o
[ 31
xS
ca
N
Tx
as
™
33
®
[ 39
un
«s
[
ox
oc
0C
[ 37
[ $3
(3}
RS
[ 3
xS
NS
L3
3]
a5
(33
"o
[
no
ra
kS
[ S
13
LI]
(3]

-

occuPatiOon

A-26

(LR8N

SELF EMPLOYVED

PRINR WMCRA|SON LRAIN (O

PRES MOARISON GhAIN CU INC

VP c0CO DISTRIBUTING INC

ARMY COPP OF EnCINEERS

PRES MULL ORILLING CU INC
€XEC vP SEABD ALLIED MILLING
Cr B0 MCNALLY PITTSSU- .M CO
Cr & CnP EREC GFF NILELSIN CO
niws

OwNEw PETER QOONNELL J¢ INVINT
ntTIRED

nowk

PRES 1ST NATL BANK

(i B0 HEWLETT PACRA™ Y CO
PAYSICI AN

LM tLES DATA SYS

AMCet RUDERTSCN,FETERS,..1LLIANS
SLSMN MIO0 CENTRAL MILLING CU .
Lkt PriLLIPS CIL CO

CiL OPtR LEE PHILLIPYS 1L CO
PRES GAANT (NTY STATE &
CARINER SUMAULATED FE! .S

PRES WLY INDUSTPIES 1! .

ONHL MNLR POPEJLY CONSIR CO N
vP OALCU PETROL um INC

ATTY DAWSUN,QUI" ¥, AIDDELL
ATTY RALAY & MASON

OwN' R AAINS & mi LIANSOY OIL
INVeSTLK

RE1D CAAIYN INC CanER

PRE. ot ot WEARING 84D SERV
U S MARSHAL

OwNER vP MITCHIE ENTEF-RISES
CwNER ALEMER TRLDING Cu

PRES CESSNA ALMCAAFT (o

OlL INVESTOR

PRE Y RUUNUS & PLATER ()
LAuYER

KS FARA GwNER MIEWP

REAL EST SALESMEN

PRES SANDERS CO

"Mme

BANAER UNITED My BR OF 4$
PRTWA PICRAELL ONILLEA. CO
PRIV INVESTOR

PRES SHAKP BAQS CONSY [0
OuNER CH 80 STELBAR OIL CONP

PED]
L TR PL]
EIX R
B

290
Jeudd
23
levJ0
FI L]
209 -
bevdd
20900 -
49
beddV
49
5399
2,99
PFD ]
299
[ET]
1,90
bouvd
2349
L TERD]
240
dedu?
249
2
159
140
dbovdd
R
PR
©wJd
PRL)
%J
59
“ly 39
299
399
539
549
[ PPRP]
LR
2evad
bevdd
20050
20393

(44



$T RC PTY

CanOIOATE

COATAIBUTIONS FADM [NDIVIOUAL CONTRIBJTORS
CONTRIBUTOR WiTriN CANDIDATE

COnTRIBUTON

ADDRESS

RS 33 AREP eDOLE.BOS

SHEARS ,WiLlL » JR
SHEP AR, RAY

SHULTZ MRLMAS REYNOLDS
SIEBERT, MRLNAS AGNALD C
SIMPSCA,JCHN M
SLAWSON,CHARLES J
SLAWSOA,OCNALD C
SMiTr, 8 ALCEN
SOSLANC, SamUEL
STEWART,JONN ¢ 141
STOUT,miLLisS ¢
SUNOEALAAC ,JANES P
SUTHARLANC ,OWIGHT O
TAVLLA,THONAS ¢
TINKEN v A

TOOD,w ™

TUNL INSON wARREN €
TRAVIS ,JCHN w ORLmAS
TURNER (COL COURTNEY §
UML ,MRLMES PERRY
UNLMANN, R HUGH

VAN MHANFCRD, ‘5inN JA
VENDEGAIFT FRANK 8
VANDEGRIFT FRANK B MRS
VANLER ,JCHN 4 *
VARNER,S V
VICRERS,ACOEAT ¢
wAGSTAFF ,RCBDERY &
WALKER, LCUIS
WALKER,C A

WALKER ,0AV]D

WALRER ,RALPN D

WALL ACE,CnaNE L
WALTCON HANR
WARD,LCUIS L

WEARY, POBERT K

MEIR ,CLENN &
wnEELER, ECHiIN P
WILKINS,C MOWARD J&
wliit lans, 4 O
WILLIAPS , JARES O J4A
WILLIARNS (0 C
wilSCN,0AVIO R
WINSOR,CURTIN JR
YEAGER & »

VOST, LviLE &

SUTCHINSON
PUAT SCOTY
LAwWRENCE
NESS CITY
SAL InA
wiCnita
wiCrniTa
SHAWNEE M|SS
KANSAS CLTVY
wELLINCTON
©QODL AND
LEAwOOD
RANSAS ClTY
SALINA
CANTOY
wiimila
wiCHiTA
T102€ExA
ATCHnISON
Tarexa
SHAMNEE M[SS
CmARLOTTE
SHAMNEE MSN
SHAWNEE MEN
SAL INA
wiCHITa
wiCHiTA
SrnannEt MSN
TuLSA
PITTSBUAG
TuLsa
SHARON SPRING
wiCHiTA
OLATHE
RANSAS CITY
JUNCTION CITY
ARL INGTON
CHEVY CHASE
wicnita
WASHINGTON
wASHiNG TON
AUSSELL
NASHVILLE
WASHINGTION
NORTON
nESSTON

L3
RS
(3
[ %)
[ 3]
[ 3
[ 31
ns
nJg
(31
[ 31
[3)
no
(3]
on
(33
as
kS
[ 31
[ 3
[ $9
NC
[$)
s
(3]
[ 3]
L}
[ 31

s remscrccumeoe ceanncrenme. -

A-27
ocCurarion AA I Y
CONTRACTOA "9
RAY SHEPARD MOTOARS )
Faunga *d
PAES SIEBEAT $AND CO INC Ledud
ATTY W
INVESTOR OlL INVESTRENTS 2ed I
PRES SLAnSON DRILLING CO INC Qo009
MEG ALOCOMP INC delrsd
NGRING EOITOR SLSLAND PAESS L P2}
Cn WELCO AERGSPACE COmP 2ivdd
PRES IST NAT Bank leesd
PRES ASH CROVE CEMENT (O Lewvd
OwdeER SUTHEARLAND LUMBER CO [ YA
Py SiCl AN . 139
THE T ImkEn CO %9
PRES INV R w RInE DRILLING CO 233
OlL PRULJCER TCr.INSON OIL CO e
PHYSICLAN 309
RET 529
RETIRED 504
PRES STANDARD MILLING €O o9
wrOLESALE FLORIST 49
PRES MUOSUN VAN OIL CO $0994
OwnEn HuviIN GIL (O deVad
Ow: A STAR GRAIN L SNV INC Yy
vV PRES ROCH IND INC Bet 0
ADM INV MGR VICREARS TRUST [FL}
HSEwh L]
vP DALCO PETROL INC 1e217
PRES VINYLPLER INC 20
PAES DALCO PETROLEUN INC Leda?
FARNER s
Cn 80 CESSNA AIRCRAFY (O devw 49
PATHA MIOWEST CATTLE (O IYPrL
PRES Crmn AUSSELL STOVER CanoYy doevad
ATTY AT LAM 23
ASSUC ADYW 4G STABLCONSIAV SERY PR
PRL:S THE FERTILIZER 11,0 “39
PRES PLILA CLAP OF ANEm 2o -9
ATTY wiLLIAMS & JENSEN 2,290
ATTY Levad
OwNER R C wilLlaAs INC Levdd
CHEROKEE EQUITY CORP # (S ITIT L]
BKR CHASE MANMATTAN BAR oG9I
PAES SHARP CONST (O INC t 25

PAES MESSTON RANUPACY

30

eIl



31 hC PIY CANDIOATE

KS 55 REP DOLE.DOD

TOVAL FOR CANDIDATE---

CLATRIEUTIUNS FROM SPECIAL INTEREST GLAOUPS
CONTRIBUIOR wiTnin CANOIDATE

CONTRIBUTOR

N L L L L T T L e R e L L L L T T e ey

ANSCHUTZ ,FRED
BLANCHARD ,HENRY
CHAFFEE, TON
ELLIS,D
GARABEDIAN, JONN
GOLDEN, JOUN H
HUSSEY,ED
MAYOR , i A
NELSON,ROLLAND
PFNN, ETHEL
RUAN, JOMN
UVINLEIN, J

ADDRESS

DENVER

S. MISSION
NORTH TOPEKA
FT. scorr
FRESNO
GOODLAND
GOSHEN
WICHITA

WEST DESMOINES
BRYN MawWR
DESMOINES
GRAFTON

co
KA
KS
KS
ca

A-28
OCCUPATION AROuUN T
OWNER, ANSCHULTL CORP =
CHM COM'L NATIONAL BANK 50
FARMER 3,000
OWNER, TRUCKING OPERATION 3,30
FARMER $00
FARNER 500
PRES, LIDERTY HONES INC $00
PRES, SOUTHWESY GREASELOIL CO 3,000
PRES, KEMIN INDUSTRIES, INC 500
RETVIRED 2,000
PRES: RUAN TRANSPORT CORP 500
CHM, TAMARACK PETROLEUM CO, INC 300

258,20

144!



L J »
= . r
CONTRIBUTICNS FROM SPECIAL INTEREST GRAOUPS A=-29
CONTRIBLIOR WiTHIN CANDIDATE
ST RC PV CAND10ATE APPILIATICN/INTERESTY REGISTERED NanE ARQuNTY
a3 55 aePr o00LE, 0C0
NATL MILE PRODUVCERS INC AGRICULTURAL COOPERATIVE TRUSTY (ACT) 100
AR NATL CATTLEREAN®S ASSN CATTLENENS ACTION LEGISLATIVE FUNDICALP) 400
AN RICE CRLREHS (GOP AXSN RICE PROOUCERS PEC LAKE CHARLES LA s0v
CALIFORNIA AGHICLLTURE COmM On AGRICULTURAL POLICY (CA) 209
PLCRIDSA AGRICULTURE PLORIDA AGRICULTURAL EDUCATION COMNM you
: NATL CCUNCEL CF Famnin CGLOPS PACE (PUL ACTION FUR (OOP EPPECTIVENESS 150
SLB-TOTAL POR ALL AGRICULTURAL COAR, --- 2,830
NUGHES ALRCKAFT (C MUGHES ACTIVE CIVIZENSHIP FUND LeldV
LTV CURP LTy ACRCSPACE CORP LTy CORP ACTIVE CIVIIENIMIP CANP FUND 100
AR APPIALL MFRS SSSN AMERICAN APPAREL MIRS ASSN PAC 200
N A UF MINLFACTURERS (NAND BUSINESS INDUSTRY PAC (8IPAC) 20304
REANELCCTT CCPPRLR CURP KRENMNECOTT EAECUTIVED CITIZENSHIP ASSN L0000
CLIN CChe OLiN EABCUTIVES VUL NON=PART POL FUND 199
SITUMIAGLS CCAL INCLSTAY CuUnm On ARERICAN LEACERSHIP (COAL) 900
CONSLLICATEL NATURAL LAS (PA) CONPAC (P M) €9d
CUNSLL ICATEC NATLRAL GAS (WV) CUNSULIDATED RAEL VOL NON-PAAT POL FUND 100
EAST URIC GAS (U EAST OnIO0 LAS EMP VOL GUUO GOVTY ASSN 09
NATURAL CAS ALTAILERS LAS EMFLOVEES PEC 290
UNIUN CIL CC OF (aLitOANTA PULEITICAL AWARENESS PUND 1,000
N A CF 0RQACCASTLRS NATL CONPERENCE FOR SUPPORY OF PAEE BRO LeSWd
NATL CABLE TELEVISICN ASSN NATL CABLE TELEVISION ASSN PAC 900
NATL TELEPRCNE CC-CP ASSN TELEPHLNE BOUCATION COnMm ORGANI ZATION 209
US INOEPENLENT TELEPPCNE ASSN  COMPAC (COMMUNICATIONS PAC) (1T}
A330¢ CEAERAL CONTMACTUAS COnM FOR ACTIUN (BELLEVUE WASH) 2000
ELACA ¢ VEATCR BLACK ¢ VEATCH GOUD GGVT PUND [17]
CONSTRLCTICA ECUIPPEAT INDUS  CONSTRUCTION EQUIPHENT PAC M
nOME OLILDERS M133CuN] HURE BUILLEAS BAG FOA PUL ED (1OPE) 299
SHLAC CONTMACTOURS ASSM SMACPAC (SHEEWMETAL § ALR CONDITIONT) S
GEREmAL ELECTAMIC CO NON PANTISAN POL COMM (NEW YURK) 590
AMEMIC AN BAAKING BANAPAC (BANAING PROFESSION PAC) de290
KANSAS BInnEwy RANSAS BANKERS 'PAC 100
FINST AATL BAAK CF TUPRAA CIVIZERS FUR GUUO GOVT (KANSAS) 100
SAVINGS € Lian LEAGLE SAVINGS ASSN POL ELECTIONS COMm (SAPEC) 2049
ACRTLAGE BAMNKERS RORPAL (MORTGAGE wANKERS PAC) 290
SECURITIES INDUSTAY SECURTIES INOUSTAY CAMPALGN CONM [YYY L)
AR BRUIEM $CGO INSTLTUTER FuEELERS PAC 100
CANNING INCLSTRY CANNERS PUBLIC AFFAIRS CUnM 34000
COCA CLLA (imPany NON-PAKTI SAN COMM FOR GOUD GOVT (GA) 530
VEL MUATE CCHRP VEL MONTE VUL NON=PART GDOO GOVY COMNM 3%
FOLC INLLSINY LUV INOUSTIRY LD GUVYT COmM Leb00
AATL CUNFECTICNERS ASSN OF US GUVT IMPAOVEMENT GROUP 40000
®IL30N & LC INC (SR OF LTV) witSun & CO ALTIVE CITIZENSHEP CARPALGN 103
FUREST PROCULLTY INCLSTRY FUREST PRCUUCTS POL COmm 1,000
GCELRLLB-PACINIC CORP C-P ENPLOYEES PUND (CREGON) 900
WEVEANAELSER CC TACUMA FUNL : 29

NATL AEDTALAMNT 858

AESTAvAATEURS PAL

STt



CORTAIBUTICNS FACA SPECIAL INTEREST GROUPS

A~30
CONTAIOUTOR witrin CANOIOATE

ST ag Py CanDIOATE AFPILIATACN/ INTEREST REGISVERLD NARNE ANQUNT
as 99 AP SOLLL, 008 INCEPERCENT [NSURAACE AGENTS ARERICAN INSURANCE MENS PAC (AINPAC) LIV
N A OF LIFE LNULAWM|TERS LIFE UNDERWAITERS PAC (LUPAC) 2105

KEPPER IASLMANLE CC REMPER MANAGENE NT CAPPFAIGH PUND 500

PHARNACELTLICAL MERY ASSN PHARMACEUTICAL RS ASSN BETTER LOVTY COm 1o

MARION LAELAATURITES INC MIO-AMERICA COMM FUR 50 UNC GOVT LT}

SMITH ALINE ¢ FRENCY At VOLUNTIARY NUIs=PART ] SON PLL FUND FI1

ATCHESCA, TCPERA L SANTA FE CIvIC YRUSE BV SaNT . it EPr FR GULLD GOV '{L)

GURL IACTIN NLBTHERA INC =RR UL INLTUN HURTiLeh L Vol LLUU GOVY wIv

SLLTHLEN HBfLnAY STRTEN SUUIMI KN FALLnAY TAR tLILIGLE LUV [T

UNBUN BBLEFIC (UNb FUNU Fon ERRTLTEVE wisl (ale YUKRD Tov

SALRT LLLES SAN FRBNCISCO AR PRLLCU LHFLOYLED LUMH | Ur LLLLY WLV (TR

LI IO T Y I T 2 KEaL [1ame Pag FITLn)

N AL mEBLTLRY-NIANELUTA MiL o Lela witt Lylaty oty 'Lt

AP gt Ll BUTU CLALLKY ASON  AlLun Fag S99

A A LE MOTLE BUY LBAtkS WS (DU Try PUBLiLC A rAlRS (LM BUSPAC [0 ]

NATL ALTL Leauent A5OM UMl o AUlL RETABLEx, (Lbn) )

THUCR IAG INLLSTRY THULA CPCRATURS WUN-FAR T]SAN (UMM Lo 50V

AR ASSA LF ALWSERY AN NUNSERY [ hLUSTHY PR 199

AN LULICN SelrPlus ANON CuMM URLARLGED tun TRAUINCG UF LOITON a9y

AN SUCIETY (0 LARCLTIWES EFPECTEvE LUEVT LruUl (mASHIAGLTUN DOC) 2%

SUATING BHFLRP 2T IUN LUUNCEL BUAT LG B urnaT Ul CLUML IL PAL 290

CLTILN maneruUdt ASON UL AR CUtM (B UGN HULDR L M RPN ) 194

LENEPAL AVIATILIE WIKS ASSN CEntRAL AVIATIUN PUB APEF LUMN (GENAVPAC) 30

TusALLL PRLLLLTS At Ry TURACCU PLUFLRY FULLIL atPAin) LUAN [ X1

SUB-TuTAL FOA ALl BUSINESS COmM, --- 44,2V
AR DRNCAL AN ENATL) antxiLaN CENTAL PAL tALPAL) %,909

AR MEOTCAL BN INBTL) Amt i (AN RLOICAL PAC (AMPAL) 49.009

AR MILECAL AdUh-LL EatL CrvsiCLANS CUMM PUR LULD LUVT (00D 93

AR MEUICEL SLLN RARNSAY RANSAS MEUILAL PAC (RANPAC) )

AR ALASIRG PUME ASSA ANrt PAC AMLRICAN NURSING MUNE EO L PAC bedvd

AR LPILNETRIC A3 OPTUNFTIRIL PAL D)

AN PRV SICAL IntRaPY A55N ARLRILAN PHYS THERAPY LONG ACTION COMM [0 ]

AR PUDIAIRY 2SSN PLLIATRY PAC 2900

AR SUCTETY (F UNAL SUKGEONS (mAL SURLLRY PAL (05PAC) 2,009

FELEPADLIAN (+ am n(OPITALS $L0 PAC LoVl

CPTILIANS ASSA L SR OPTILIANS COMW ON POL EOUCATION 190

SUB-TUTAL PUR ALL MEALTN CONN, --- 344100
GUVENNPERT LRPLOUTELS (ARGED CLUMR UN +EDERAL EMPLGYEE POL EODUCATION e0J

SUB-TOVAL FUR ALL LABUR (UMM, .- 600
NATL CLUCATILN ADSh (CUSTANA LUUIDIANA FOUCATIONAL GROW Frh]

NATL BULRSL BLECTR CCLP ASSN ACRELACTIUN COMM FOR RUAAL ELECTRIFICAT) 500

NATL HLMEL LLECTR CLLr S KANSAS ACARE 100w

SUb-TUTAL POR ALL PISCELLANEQUY CORN, --- Le89)
YCUNGL SNERICANY FOP FakECUN CUNSEAVAT IVE GAOUP 1,000

SUB-TuTAL FUR ALL 0L UCICAL COmn, -~ 1,000
AATIUNAL COACPENSILAAL LEVEL NATL REPUBLICAN SENATORIAL COmM LTI

NATIUNAL CORLAESSICAAL LiEVvEL KREFUBLICAN CARPAILN (Lnn oeJduwd

SUs-TUTAL PLAR ALL Rirusl ICAN Cunn, .-- | C
TUIAL FLh CARUIUATE - ¢ 4,453

a | 4

olI



IROBERTS yEETTY | PACKWGCO) ROBERT & A-31
I10EM/ChALLENGE R | REP/ INCUMBENT
IGENERAL ELECTICM IAFLS | GENERAL ELECTION INFO3
|  LOST/CPPOSEC | WGN/OPPUSED
| 330,551 VCTES (44.28) | %<¢0,984 VOTES (54.9%)
ELECTIUN CANUICATES IPRIMARY ELECTILMN INFO3 | PRIMARY ELECTIUN INFO:
i /OTHER |  wWON/UNOPPUSEV
| |
| =NMBR = $=AMCLAT AVER ==3==|=NMDR~- $=AMOUNT AVER ==g=~
TOTAL FUNDS AVAILABLE i :\\ 8244C3 4 345,485
| |
CASH UN HAND = BEGINNING | ] | 24,276
| )
| '
ANULVIULUAL | ]
LONTRIDUTIUNS=3500 ANC OVERS | Y 6e413 <0002 AC.<l ol 56,6800 835 lo.é
|
IN STATE | i 34013 013 4.0l a1 40,30C 705 &ec
CUT OF STATE i 3 ©6C0 14533 S.6l a2l 264506 919 0l
| |
COMMITTEE CUNTRIBUTICNSS : 48 50,647 14787 6C.T! Y 990032 10572 287
{
INTEREST CCMMITTEES I <7 424527 14575 Si.6l [V 08,032 14097 1S.7
PULITICAL PARTY CUMMITTEES | i T¢5CC 7,50C Se.il i 24,00C 31,000 9.0
| | : .
[ |
LUANS RECEILVEC I c c 4 <0l (1) 0 0 G
LUANS RePALL | 0 0 4 Ul 0 Q o -0
NET LLANS GUTSTANDING | 0 0 4 <01 0 0 o )
| |
[} [
TLTAL EXPENDITURES i 80,173 | 2334004
| |
CASH ON RAND - ENDING : 2¢41C | L<o%8C
]

ar



5T RC Py

QR 59 REP ®PACKNCOD,AJGERT

CANDIDATE

CONTRIEUTIONS FRON INDIVICUAL CONTRIBUTUAS

CONTRIBLTCA wiTHIN CANDILGATE

CNTR1OVTICR

FORTLAND
OLIEN
PHILMATH
vaniouviar
PukTLAND
LUus BAY
wilMINSTON
PLARTLAND
PURTLAND
NZW YURK

FUGELSCh,JAMES & NY

FUFD, SENSON
FUbuonrlNny 1]
FRUNS al Ll AN g
CILMLAL s kCOtRT &

GhAY g Jln

1Ade SePEYTUN
+AYE S, EOMLND
HELLER,» AFCLE W
FicloiriLip s LA . uSaAGL

N

DL ARLIAN
LI aRuCRY
FoALLAND
NEw YORK
o PORTLANY
PURTL AND
PUPTLAND

rofFMIN,C A LA CHANCE
rLFEPAN, « EURNS #CATLARD
WUL T NELS EJGENE
RUNT pa® ¢ PCRTLAND
JALGBS.ELY S N Y

LA SUNGEVERCTT P RECOLE
IS LY S PORTLEND
JOENIUN, CINMUEL S RE _¥IND
ALLLSaoimd ( bLaTLANG
RILKREAAY ymiLL) AN K PUMTLAND
ROGUC,) FORERY P LYL]

LUFKINGDAN &

MILARREY (P ERBERT Pu«TLAND
CAVE“, JANET C ScATTLE
PuCALle € PoaTLAND
el Tatolr ck&TRICE ivee ISLAND
Moo NetO Jn tLLICE ust ENVLE
MLLUAALDBLSA N GeEEVVLE
M GAn, FOSTER G EeANSTON
MINDICPR, EEnNARC B4 2R
MUN TTiev H . SUITRFLELD
CEYTTRYS APRPY Tl 4 POURTE AND
[P OrT TR ) . SIE LGui s
[ Y] L wALLAS
P L ACH, L FSTER NFw YORK
RAsr JMAXRELL ™ NY
HOCREFELLER,CRAVIC MRY N Y

AOCKEFELLER,JIPN C 118

APURESS
ACAMS, (HARLES F
BENNINC, A €

BEVYENS 20NA
LUNEZARI 2 C

COLL NS, Y24 IBETH &
CLULLINGHCERT A
CuPUAT smEYALLDS
ELLis,CLn a
FAUST,u(Hh & JA
FINKELCSTEIN,JARES

mootINNVILLE

PaLIkIE CLTY

NEa YORK CITY

[+2]
['34
OR
LIS
“‘i
oK
ot
'L
ORrR
Y
NY
"y
b
ok
NY
OoRr
OR
on
UR
On
[A
[71)
or
1]
NY
[}
JR
C+<
On
R
14
ca
(L}
e
[ AN

NY
NY

CCLLPATION

RET

PRES AMALGAMATED SuGaR CC
SAMUEL GPERATOM

RCY

nEY

S5Aa%ILL OPEMATO

CONSULTANT CLPCNT INDUSTY
TatAS TEXTAGNIA INC $TUCKR
ATYY

NY LAR JOJURNAL

ATTY RACPTELLoLIPTONIROSENLKAT
CHe OL® PCLICY oD PORD MIR CO
(h¥ s oL FID AUTOR CO

tAfC HYLTER LO

Pat$s CNTP FOn WAR=PEACK STULILE
EA(Z J4eRK IND

EAFL PAYLESS OkLG CO

Ret

RECISNAL AEP UF LAy :
(X1l ~YSTER (1

SAhr. JLL CrEasTlh

EatL FLIEST SAND €O

PRLPERTY EVELOPIMENT

CH BO LA PACIF CGRP

PEL TNV

Cw st € ¢ O tumber CO

LTIY Ge'.-L ST CF OUAEGUN
[T ) XN

Cr. 1w ST SN SALES CO

EXEL rYSTER (O

L &SY extC

CHY CONZLOSCN LUFKIN JINRETTE
LUYBER buUS OnNER

rSab

CrPN MOZALL UL 0

FET PEAS0NAL iNVeSTRES S

KET PLASONAL INV-STME! 1S

rUN CHMN AMER HOSP SUi ' CCRE
ATTY WaCHTELL LIPTONG>JISENCAAT
V M OCACNETTE CO

B S o “ #ADE ¢ CO

~t? LacC

e oL ELEZTAUNIC DATA _YSTENS
VP LOEwS COmP

ATTY

NSE wF

INVESTOR

A-32

AN NT T
239
239
FT L

1.09)
PRL]

Yevdd
2ov
vdd
229
Xy} .
%W
PRE I
rad
%93

I YRE]
Le o9
KRl
s
1
EANM]
e

be 29
- 49
“)d
209
- wd

w0

te 2
be 3
PRE)

v J

| YL
« 2
(1]
P
~ad
dev s

b TROPL)
ta9
LT ]

de 213
wd
D]

P I
.o
"
e

bev i

14
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CGATRIBUTICNS FROM INDIVIOUAL CONTRIBUTORS A-33 ‘
CONTRIBUTOR WiTHIN CANDIDATE
$T RC PTY CANDIOATE CCNTRIBLTOR AOORESS OCCUPATION ANLUNT Y
OA 35 REP *PACKNCOO, ROBERT N SELIGSON CHARLES NEW YOAK NY 29
SHITH,CHARLES € WASH OC RL EST EXEC C & SHhITH CO YL
' SMITH,CELFGRD M MCHINNVILLE OR REAL ESTATE Lo V0
SHITH, ROBERT M WASH 0C AL EST EXEC - PR
SONNFREC ROSEBURG OR  SAwWMILL OPERATOR 1090
SOUTHER,CALVIN N PORYLAND OR ATTY 1,090
SOUTHER, SPAULDING K INSEY PORTLANO OR ATTY FlIRM ledWW
STONE,CONALD € 8 LASKER NEW YORK ' NY Ny STOCK EXCr STOCK BAOKER Lovvo
SWIGERT,CHRISTINE PORTLAND OR  HSKF 990
SWIGERT,ERNEST 6 PORTLAND OR Ch 80 HYSTER CO Lovy
. . TANKERSLEY, BELY TUSCON < Al HSWF ’ 500
. THIELECLIFFCRD § LK OSwEGO CR CORP PERS NGR WSTRN KRAFT CORP «
TISCRsLAURENCE A NY NY PRES LOEwS CORP L0
TISCh,PRESTON R NY NY Ch B0 LOEWS CORP - $20
VINCENTCAVE . PHILONATH OR  WUMAER CQ 500
. WALKER CYRLS POATLAND CR  ADVISOR PUPE € TALGOT CORP Level
. MALKER yGECRGE | NORTH BEND OR  LCGGING CONTRACTOR Lev )0
WALLACE,DEWITY MY K1SCO NY RET PO 599,
WEVYERMAEUSER FREC & ST PAUL AN RET 1,030
HILEY,STAN PORTLAND OR  REALTOR ’ 390
WILLIAPSoRALPNH € PORTLAND OR  INVESTMENTS 590

TOTAL FOR CANDIODATE =--

‘87,139 .

611



CORTRIBUTICNS FROR SPECIAL INTeRESTY GAOUPS
CONTRISLTUR wlTHIN CANDLIDATE

AFFILIATION/ INTEREST

i
ST KC PIYVY CANDIOATE
On %3 kEP OPACKNCO0,ROBERT »

SUB-TOTAL FLR ALL AGKICULTURAL CUNN,

SUB-TOVAL FOR ALL BUSINESS COnNM,

PLIC ARESICH C(alnwntN INC

AR NATL CATTLEMEN®S ASSN

NRATL CCURNCIL CF FapPin COOPS
P

PUGHES AIn(RAPrT (O

N AU WMINUEBLTUREEDS (NAM)

REAN TU CLovER LCRP

[QU T RN

NAILRAL (AC + TATLERS

N A (F CBLALLeLTLRS

AATL Céutt TULLEVISICN ASSN

L dlscPunce Al BLLEFPLNE ASSN

Aol LEIERAL CLAVNALTUNS

CCHIALCTILA Boulb PEAT TNDUS

N ALE RUMF eLdLLESS

UTAN IATERAATILNAL INC

Cohumhl atealtsle CO

APTRICAN uBLRIANL

SAVINGS L LLAN LEALUE

ALt CF INSLRLY SAVINGS ASON

MURTLACE EaRRLAS

SAVINGSE CANRRRY

mERMILL LYACP

CARtbieG INLLSTAY

CULA LLLA C(Prany

VEL WATE (Lww

FCLU ENDLSThY

RLSARLL PUNL

*LREST PRLLLCTYY INCUSTRY

CELRGLA-PALIPIC CONP

PCUNTAIN 2 IR LURRER CU

nEVErraELSEr LL INTERESTS

AN nuTEL L PUYEL ASSA

AATL MeSTALMANT ASSA

INLEPEADEAT ILSUFARLL AGENTS

AN ALF LIFE Lhitenn]iTRNg

LN BUINE L FRA(N

SuUMLINCTUA ACRTHERA INC =AR

suLTht N PACIEFIC (L

Seblit ey mllLlmAY SYSTEN

UNLL PALTEEC (unp

b ALY AtALTILNS

AATL ALTL JLALERS A3SM

TAuLRIAL INCLSTRY

AN LUTTCN SHIPPERY ASSN

AR SL( iy (F EXCCLTIVES

TCealt( FRECLLTD MERS

ccescrcssmccncccenee e cecccancececseTeTEteaTccnsnaan

REVISTERED NAME

A=-34
Anuunt

AULPTY (AGKT ¢ OAlRY <DUC POL TRUST)
CATTLEAENS ACTION LEGISLATIVE FUNDICALF)
PACE (PUL ACTION FLR LOOP EFFECTIVENESD

MUGHES ACTIVE CITRZENSHIP FUND
BUSINESS INLUSTRY PAL (ol¥bal)
RENNECGTIT EXECUTIVES CIVE/ZcASHEP ASSH
GLIN EAELUTI S vUl NuN-Fanl Pul FunD
CAS kortuvRES b0l

NATL Citartetuct tuk Sueruk? Ut PREE BRO
HATL Chatt TritviSIUN AN FAL

[TRRTZ YOI FUVRT IO PR N DROF R W

CLrM oo ALTilie Gt LLlou wAin)
ConeSToLlT T gl N rag

BUlLULRS PulL LAMKALL % (LMY

ivle LU M Fus mt ol dutt Lus? (NUN-PAR)
AN PANILSAN PUL LUA™ (Aie Yiba)
BALRPIL (oahnlh, PRLEC S Tul PACH

SAVE euS Atih PUL tLECTIUNS (UMM (SAPEC)
NATL LEALWE PAL

MLNPAC (MURTLAGE BANREKS PAC)

SAVINLS Omtinl{ns NuN-FAKT]IIAN PAC
CHOELTIVE LOVT ASSN

CAINE KRS PUSLIC AFFALNS CUMN
NUN=-PLKEESAN CUMM FUR LULL LOVT (GA)
UL MLTE VOL NON=FaRT GLLD GLUVYT CONNM
FUIAL TRDUSTRY Luuw LYY Cunm

Punt st PeeoUCTS

FUnELT PRLODUWCTS PUL Lunn

G- ErPLUVEES PUNL (ORCWUND

PLUMTAIN FIk FPUL CUNP

nANSUl FUND

AMI M CAN IUTEL MUTEL PAC (ArmbAC)
hESTAURATLURS PAC

ARER LLAN INSURAMLE MENS PAC (ALINPAC)
LitE UNDEhaRITERS PAL (LUPACY

SRE vULUNTARY NUN-PARTISON POL FUND
buURL INLTUN NORTRERN oFF VEL GULUD GLVT
SUNSET ACTIUN (uMA

suulnial. waliway TAs ELIVIBLE GGF
FUtD 1Um LEFECTIVE GUVT (NEW YORK)
hEAL LITATE PAL

CUMM LE AUTO RETATLENS (JAK)

THRULR LPERATUR Y NUN-PAKT] SAN (UMM
Cumm LhuaNEZEL FLR TRALING LF COTTON
theilTive LUVT GeUUP (mAXHINLTON OCH
TuBALLL PEuUPLLS PUBLIC AFFALRDY (LAM

209
[xl}
2vd
.9
“eV
35w
159
99y
449
2dd
19

& od
Levidy
3d
due
200
W)
24009
340ve
Lve
Sde
Ldv
&390
Ldwd
%9
v
N
™
2499
o
Ledwd
belov
L TR
YT XL
100
<
199
Sw

[ T2
v
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Le03J
[ L]
twd
199
ey
dve
20900

021



.
COATRIQUTICNS FROM SPECIAL (NTEREST GAOUPS A-35
CCNTRIBUTUR WITHIN CANDIDAT E

ST RC PTY CANDIDATE AFFLILIATION/Z INBERESTY REGISTERED NAnE AMOUNT
OR 55 REP OPACKBOOD ROBERT n AN DENTAL ASSN INATL) ARERICAN DENTAL PAC (ADPAC)H 2+9%00
AN MEDICAL ASSN (NATL) AMER [CAN MEDICAL PAC (ANPAC) 3,000
AN WED ICAL ASSN-CC EAEC PHYSICIANS CONM FOR GOOD GOVT €0C) 100
AR KEDICAL ASSN CREGUNMN GRELON MEDLICAL PAC [ ¥}
AN NRUKRSIAG NCME ASSAN ANHEPAC AMERICAN NURSING NUNME ED € PAC 500
AR CPTC(METARIC ASSN OPTUMETRIC PAC 200
AR PhYSICAL ThERAPY ASSNH AMERICAN PHYS THERAPY CONU ACTION COMM 190
AN PUDIATRY ASSN PUUIATRY PAC ' 5,0V0
AN SUCIETY CF CRAL SURGEONS URAL SURGERY PAC (CSPAC) S,JVv
FECERAVIUIN CF AM NWCSPITALS FED PAC 24000
CPTICIANS BSSN UF 4N OPTLICIANS COMM ON POL EOUCATION suv
SUB-TOTAL FOR ALL NEALTN CONN. —- 2401387
OPERAT INC ENGINLERS ENGINELRS PLC YR r:)
. MARINE ENGINEERS MEGA POL ACTIUN FUND . 10.VJV
’ SEAFANERS SEAFAPERS POL ACTIVITY DONATION ‘ 3,000
SUB-TOTAL FOR ALL LAGOR CCMM. —-- 14,425
' NATL ECUCATICN ASSK OREGON PEUPLE FOR IMPROVEMENT OF EDUCATIONIPIE) ry{'l}
' ENVIRONRENTALZ/CONSERVATICN LEAGUL OF CUNSERVATICON VOTERS 1,900
SUB=TOTAL FUR ALL MISCELLANEOUS COMN. =--- 10299
NMATIONAL CULNGRESSICNAL LEVEL NATL REPUNL ICAN SENATORIAL COMM YD)
SUB=TOTAL FOR ALL REPUBL ICAN COMN. .- 34,000

TCTAL FOR CANDIOATE IS -~

VL

£4¢



| LONGIRUSSELL &
{OEM/ INCUMBENT

IGENERAL ELECT ICA INFGC:
| WON/UMNCFPGSEC
| %3494,643 VOTES

cLECTION CANDIDATES

|  WUN/QPPCSED
|
| =NMOR~- $=AMCLNT
- - - ---‘ 'S
|
TOTAL FUNDS AVAJILABLE | :\\ 556,.,¢¢1
]
CASH UN HAND = OEGINNING | 60,5¢87
|
{
INDIVIOUAL i
CUNTRIBUTIUNS=8500 ANC QVEFR: | 1Y 91¢04<4
I
In STATE ] 69 70599
CUT OF STATE | P3Y 20¢425
|
COMM ITTEE COMNTHIDBUTIOUNS: | “9 15,5C0
|
INTEREST CUMMITTEES | “b TLe9C0
FPOLITICAL PARTY CUMMITTEES | /'y 5,CCC
|
|
LGANS RECEIVED | 1 15.,CCC
LUANS REPBIL | i 715,C(C0
Ne T LCANS UUTSTANCING | 1] 0
|
|
TOTAL EXPENDITURES : 98,7174
CASH GN HAND - ENDING [ 57,6¢6
|

(95.93)
IPRIMARY ELECTICN INFO:

A-36

— . — e S -—-——

AVER ==3--
1001  léoel
[

o223 12.7)
$712 3.71

|

Le545 13.0|
[

o471 gl
3000C 09‘
|

|

75100‘ laedl
£40CC 13.51
c <0l

- e ——

(44



CONTRIEUTIONS FROM INDIVIOUAL CCNTRIBUINAS
CONTALBUTOR wiTwinN CANDIOACE

A=37
ST RC PTY CAnDIOATE CCNTmIaUTLR ADDJRESS oLCuPation Ad.948 T
LA 53 DEM SLONG,RUSSELL O ALBREITICA,mm LCUIS BATON RCUGE LA REVIAED-ATIY PRY]
AMER BANR L TALST CO BATUN ROUGE LA BANK 15,923 ¢
AMER B L TAST CO BATON ROUGE LA 19,099~ »
ANDERSCN, MRS G W SHREVEPORT LA AMNDERSON OIL € GAS [P
ASH,HARRY A SV SIDE FL ATTY levdd
ASHY M N EUNTCE LA PRESIDENT vsd
BARTON,(HARLES A SR LIFAVETTE LA OIL & SAS OPERATOR ERL)
BLAKEMGRL wiLLIAN ¢ I Ml JLAND TR INOEPENDENT OIL LPERATUR Lo 109
BOLES,hILLIAM R RAYVILLE LA ATTY(BXA HOLES PLUNGE: MALLACK Lo s W0
BOSSIEP,ALBERT L JR METALALE LA AVOUNDALE SHMIPYA-US INL [RL]
BRAODY,PATRICK W MUUSTUN TX ORAD(O CIL & GAS CO Levdd
BROWN,CELRGE & nUUS TOY TX Cn 80 BROWN L $LOT INC
HUKR AL TER,D F JR MU 4R0E LA NDLP CONSULTING ENGR
BUTLFER,RCUERT K SHubvERCRT LA PKES R R BUTCHER C°ASSIC INC
Carrydlnn C LAKE CHAALES LA ATTY
CANDIZS,QTTQ VEY ALLEMANDS LA CTTu CANOIES INC
CANI ZAKU, JCSEPKH C RETAINIE LA JOS CANIZARD INTEREST
CANN & LERWLUD JR MO IROL LA EXEC VP GANCROFT BAG CO
CORCLAEN, THL MAS wWASHENCG TON 0L ATty
CUSIMAND G (e tRLES W nETATHLE LA ELUITABLE PETRO CONP
CaNotl(, SALVATCAE J PETAINLe Le  Acdtml L WwEGMAN. INC F-2S
CAVIS,CHAKLES = ILLISNYY 1L ATTY mubKiNS,SUTTER On=N®ULRO
CaY, (R JAMES D Nt w OxLEANS LA M)
DELAACY,J 8 131 New ORLEANS LA J 8 OELANEY CO INC
OENTCN,B J BATON AVUGE LA Oiv COMPT SQUTH,AND (P
Cli# ENTHAL EOWARD NEn GARLEANS LA VP 330TmERN SChao MAT(-LAL
DILEENTHAL ,JAMES A Na CRUEANS LA SLUTHEAN SCRAP PATERIZ,
DUl nENE ERANCT J METAJMLF LA {UNHULTANT
EATUNO L m an 8ATULN RUUE LA PR‘ . L m EATON (O
FERGUSLN,J ¥ 1 NEa CRUEANS LA ATTY
Faal ,CraRLES F sATUN KOULE LA SteGech LivEL INC PRES
) FUURRI T MARILYN R MOKGAN CITY LA MOUSEmIFE
N FCWLER,J E JR CHAEVEPCATY LA PRES FALCO INC
FRANKS (JONN SHAEVEPURT LA PRES FRANKS PETULEUM (D e ]
FREEMAN, R w SR Ntw CRL EANS LA O A, t& COIA CLLA BOT.LING CO vd
FRE*SLEY HERALAT J HOUSTON 12 Phes okOnN L RTLTOINC HPE]
GAUTRE #UX,C M mETALALE LA PSS altiTAMS MlalLLIAS (D le. 9
GUIZINCGEAALD MURGLAN CITY L& AGERT MY LIFE IASURANCE CO hecad
HARTIMAN, ECwin NEw ORLEANS LA AVONOALE SHIPYARLS INC «Jd
HENDRY ,mitLiAN O (niCaL0 L Sk vP MOUSENOLD FiNANC. CORP Letsd
3 JANMES,T O AUSTON LA vP T L JAMES ( (O Lecd0
¢ JUMISEN,E # NEw OALEANS LA PRES CENTRAL GULF LINE, INC *Jdd
Wk 3, JAMES N NEW ORI ZANS LA 1T GATL ok OF (OMMENC. beood
L€ S, ThECVURE L bATON ROULE LA ally bee sd
) NP BEani(K LA JE KVt JR L #330C bowdd
LA VIGNE &IRR R SHAEVEPORT LA kLM LORP 229
LANDARY ,JuULES F BATUN AOUGE LA AllY Lo
| LANTCN.S & SUL PreuR LA FARMER ¢ RANCHER Te9

TUEVIVAY Ad0D 1S38



3T aC o1y

CANDIOATE

LA 99 DEM oLONG,AVSSELL O

TOTAL FOR CANOIDATE

CONTARIQUTICNS FROM (NDIVIOUAL CUNTAIBUTONS
CONTAIBUTOR uiTnin CANDIOATE

CCNTALOVTOR

Lanllv,m ¢
LEBLANC, wuLES B 118
LEBLANC, RCGER 4
LEN ELTINER,GEDO M
LEVY L ABTRUR SA
LLiYDen A U

LONG  MERECITH o
AONG L ALSSELL B
nARSw, JONN D
MEADCLO.RAY
MERRIGCAN,EOWARC L
MERATG SN L AWAENCE A
miJALTS.CuS 8
MOSES, nARKEN G
NCLAND  WiLLIS o
cuasd, s CLIFFLRO
PATLLY CranLES A
PELTIES, maAVEY
PENNINAN, G MLLEN JR
PERE 2, 8UGLST IR
PEROT,» &
PITImAN,CHARLES R
PLALSANCE nIP
POa€LL THCHAS €
RAGAN, nlLLIAR F
RAUL T, JOSEPH B 4o
REID,JCSEPN €
ROBERTSON,ALSTIN ©
RIBEMTSON,CIABIN J
ROUSSEL,LCULS
SALA,FRANK T
SCradR12,.Cany 4
SEMRT,C TAICON
SIBLEY o FUGH
STONE, JANES ™
STRESM ,MAROLOD »
STREAM MRS M
TRERICT NOLTY 4
JHORPSIN, B M JR
WALKER # W

WALSH ALBERY A
weSTOALOK,0 O
wHiTEMBAC, JOWN C
#0008, VEANON W

ADOAESS

BATON ACUGE
COVINGTON
netaiagg
HIUSTCN

[ 11 R 513
BATON AOUGE
CAINESVILLE
StamiCx
CmEvy (maseE
NEw CRLEANS
Smagver0oR T
“Ew UR, EANS
(K (w3 ES
oAT~N AL USGE
LAFAYETTE
THi800AUR
SATON AOQUGE
NEW ORLEANS
OALLAS

NEo OFLEANS
GILOEN NEADOW
EunicCe
POTOmAC

NEs OdLEANS
HOUSTON
SHREVEPORT
HOUS TON

NEw CALEANS
BATLN A0UGE
nOJSTON

NEW DAL EANS
GREENSBURG
CINCInNATY
LARE CHARLES
NE4 ORLEANS
GOLOEN MEALON
0L S TON
ALEXANDRIA
YONKERS
MONROE
ESSEX FELLS
nETAIRlE

A-38

U.cuPat jON

PARNER ( RANCHER

AITY CURPORATE OnE

atvy

AETiRED

PAES AMTwUM LEVY B0AT 3EAV INC
Ol L GAS meay #87aTe
INVESTMENTS

v 3 SENATQA

LIVESTOCR oatBOER AL £37

JE avil I8 & 4550C

atty

#% UF NEw On 'ANY & TAUST CO
tARvERS SEASOL. "

CONS NG L OaNE® w G PISESLCO
VP POatLL JuMBER CO

PRES C Cn BD ANER Ball ysT CO

GULF COAST BANR (n B0
ATTY

Olv AGR SOUTHLAND CORP
ARCHETECT

ELELTRONIC DATA SYSTEAS CCAP
PITYSAN CONST (C

RI2 PLAISANCE CUNTRACTLRS
PRES POWELL OIL CC

RZGAN L MASON ATTY

PRES C OnsER RART CEN"ER
¢ SurEaton olL €O

SEC TagAs CAUw INDUSTARIES
QuiNTAN: PETAD CO

AE2 PETms CORP

Eril ELECTRICAL COMT C.
INEACO Ol CO

ATTY

ATTY

PRES STONE OIL COnP

GRAY E3TATE

OwAR RATHILDA STREAN JWTER INC
NILTY o TeeaJOT INC

PALSLCH EXEC BuFMAN OIL66AS CO
WALRER ROEmEAR Oalnigs

NATL ALTY COMm INC

CwNER STANDARD ENTEAP INC
GOLDwax SACHS ¢ (O

nio=LA GAS CO

Lev ¥l
ol
o)

IYT L]
149

lev.d

hewdd
L ZYX 1)

1441



6-9L-0 819-%L

ST RC PTY CANDIOATE

CONTRIBUTICNS FROR SPECIAL INTEREST GROUPS
CONTRIBUTOR wiTHIN CANDIDATE

AFFILIATICN/Z INTEREST

REVISTERED Name

LA 55 Cem SLCNLIRUSSELL B
SUb=TOTAL FOR ALL AGRICULTURAL CONMNM.

SUB-TUTAL FLR ALL BUSINESS COmM.

SUB=-TOTAL FOR ALL HEALTH COMNM,

NATL CCURCIL CF PABPER (LCPS
CLIN CCRP

NATURAL C(AS METAILERY

N A UF BPOACCASTERS

AATL CABLE TELEVISIUN ASSN
N A UF himMt BLILCEKS
GEAERAL ELECTRIC CU
AMLKILAN oANKEING

SAVINGS & LOsN LEACUE
PLRILALL EANKEKS
SttusiTiLs IACLSInY

FALNL wEREEP

CULA LLLA COmpPaNY

FUREST PHULELLTS INCLSTRY
GELHLIA-FACLIIIC CORP

AM MUTEL L PLTEL ASSN

NAIL RESTALKANT ASSN

A A UF LIFE UNCERWRITEKRS

NACSAPAL (CASUALTY ( SURETY A

ATCHISLN, TCPERA [ SANTA FE
BURLENCTON ALHTHERA INL -RK
SEASUANRC CUMITLINE ki
SLUTHEWN PACTE L (L
SOUTHEKN RAJLRAY SYSTeM
UNSLE FACTHIC (O%P

N A UF REALTCRS

AN RATLHRATY LPLBATCMS INC
NATL ALTL CEMLEWS ASOHN
TRUCAIAG INCUSTRY

AM SUCTETY CF EXECLUIVES
COAT NG INFLAMATILN COUNCIL
TUOALLL FRELLLTS MERS

AM LENTAL ASSN INATL)

AM MLUICAL ADUN-LC EXEC

AN NUKSTAG FLPE ASEN

AM PHYSI(AL THEnAPY ASSN

AM SUCIETY L# ORHAL SURLEONS
PLULKATICN GF AW hmLSPITALS
GHTICIANS ASSN OF 8¢
LABLKLBS
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CONTRIBUTICNS FROM SPECIAL INTEREST GROUPS

CONTRIBUTOR wiTHIN CANDIDATE A-40
ST RC PTY CANODIDATE AFFILIATION/ INTEREST REGISTERED NAME ANMQUNT
LA 55 DEM OLONGIRUSSELL & TRANSPCRIATICA UMICh UTW) TRAANSPORTATION PUL ECUC LEAGUE 24300
SLO=TOTAL FOR ALL LABOR COMm. —— 28030V
NATL ECUCATICN ASSA LOUSIANA LOUISIANA EOUCATIONAL GROUP 44000
NATL RURAL ELECTR COCP ASSN ACRECACT IUN COMM FOR RURAL ELECTRIFICAT) 500
PATTON BOGGS € oLOw (LAWYERS) NNNNNNNNNNN [ L1
SUB-TOTAL FOR ALL MISCELLANEOQUS (oMM, -=~-- 2190
NATIUNAL CCNGRESSICAAL LEVEL DEMUCRATIC SENATURIAL CAMPALLN COMM $.,00V
SUB-TOTAL FOR ALL DEMUCRATIC COmm. --- 5.009
73,990

TOTAL FCh CANOIDATE IS ===
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TAXATION WITH REPRESENTATION

AND THE TAX ACTION CAMPAIGN
A Public Interest Taxpayers’ Lobby

Suite 201, 732 Seventeenth S¢., N.W.

Washington, D.C. 20006
(202) 337.5530

July 20, 1976

b )
» N
MISCELLANEOUS TAX PROVISIONS
IN TAX REFORM BILL, H.R. 10612
Testimony by
THOMAS J. REESE
Legislative Director
Taxation with Representation
before the
Senate Pinance Committee
Mr. Chairman and Members of the Committee,

My name is Thomas J. Reese, and I am legislative
director of Taxation with Representation, a public interest
taxpayers' lobby with more than 14,000 members throughout the
United States. My testimony will be organized aroun
points:

1. Obstacles to public interest teetimony at hearings.

2. The need for analysis of narrow interest provisions
by the staffs of the Treasury and the Joint Committee on In-
ternal Revenue Taxation which would include public disclosure
of the beneficiaries and the dollar amount which the pro-
vision is worth to the intended beneficiary.

>

3. The need for revenue raising reforms to balance the

revenue loss of the provisions, and

4. An analysis of some of the provisions.
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Obstacles to Public Interest Testimony

One of Taxation with Representation's principal purposes is
to sponsor public interest testimony regarding pending tax legis-
lation. Public interest testimony is inherently more difficult
to produce than is special interest testimony. Special interests
in many cases are the actual draftsmen of the bills or amendments
on which the Committee is holding hearings, so those special
interests are intimately familiar with every nuance of the proposed
legislation, long before hearings are announced.

In contrast, public Interest groups face a series of obstacles
in preparing themselves to present helpful testimony to the tax
writing committees of Congress. First, public interest witnesses
are forced to play detective in ferreting out the special interest
measures that are buried in the technical language of a tax bill.
These measures are hidden in narrowly defined exemptions, excep-
tions, changes in effective dates, transition periods and over-
rulings of IRS and Tax Court decisions.

The job of preparing public interest testimony also includes
obtaining copies of the pertinent legislation, committee reports,
Treasury bill reports, and other documents; locating competent ex-
perts who are willing to speak out in the public interest; contact-
ing them by mail or phone; and subsequently printing and distribut-
ing their testimony. All of these steps are time consuming.

In addition, since public interest groups must rely primarily
on unpaid experts, the witnesses testifying under their auspices
must set aside time from teaching or other duties to do the re-
search nceded to present testimony that is professicnally sound.
Again, tiwe is needed, since the demands of one's normal job cannot
always be ret aside on short notice.

For all these reasons, the time schedule set forth in the
committee's July 9th press announcement is completely unrealistic,
at least as far as public interest groups are concerned. Only the
special interests already familiar with their own proposals can
prepare testimony on such short notice. These hearings must neces-
sarily be viewed as a one-sided opportunity -- which grants special
interests a further opportunity to rehearse prepared arguments
without granting a realistic hearing to individuals and groups
seeking to represent the public interest.

The need for ample time for the preparation of testimony is
especially important when large numbers of provisions are con-
sidered simultaneously. It is simply unrealistic to expect pro-
fessional public interest testimony to be forthcoming on snort
notice with respect to 62 amendments. Under these circumstances,
public interest groups will be justified in regarding the Committee's
announcement of July 9th as simply “window dressing.*
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Need for Analysis by the Joint Committee and Treasury

The obstacles to public interest testimony require the adoption
of procedures similar to those adopted by the Ways and Means Com-
mittee for dealing with miscellaneous bills. (See Ways and Means
Committee Public Hearing on Miscellaneous Minor Tax Bills,

December 10, 1975.) An important part of the Ways and Means pro-
cedure is an analysis of the miscellaneous tax bills by the staff
of the Joint Committee on Internal Revenue Taxation. This analysis
described current law, the problem the bill was trying to solve, an
explanation of the bill, the effective date, the revenue effect,
the beneficiaries, and the position of the executive departments.

The Joint Committee pamphlets analyzing the miscellaneous
bills were made available prior to the public hearings. The
Treasury Department analysis of similar provisions should also be
made available prior to the hearings. Unless such analysis by the
Treasury and the Joint Committee is available prior to the public
hearings, there is no way that serious public interest testimony
can be offered. Public interest groups are forced to spend most of
their time trying to find the special interest provisions in the
tax bill rather than in preparing testimony. Under such circum-
stances we are sometimes forced to oppose narrow interest provisions
because sufficient evidence is not available to show that they are
benign. Even now we suspect that we have not uncovered half of the
special interest provisions in H.R. 10612.

Besides providing Joint Committee analysis of the legislation
prior to the hearings, I also urge the committee to give serious
consideration to adoption of the practice of the Judiciary Committee
in naming in the title of the bill the person or firm being granted
relief. Casting special relief in this form would also promote
simplification of the Internal Revenue Code, since it would no
longer be necessary to disguise special relief bills as amendments
to that Code. There are enough special interest provisions in this
tax bill to make it necessary for Congress 10 years from now to
pass another deadwood bill.

Revenue Gains to Balance Revenue Losses

Most of the provisions before the committee lose revenue.
That loss will have to be made up by ordinary taxpayers unless the
committee recommends reforms which will raise an equal amount of
money. In keeping with the spirit of the budget resolution, the
committee should recommend revenue raising reforms to balance the
revenue losses from these provisions. Unless there is tax reform
to offset the revenue loss of narrow interest legislation, it is
difficult to justify such legislation to the American taxpayer whose
taxes will be higher, because he must pick up the tab for benefits
given to a few.
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Recommended Procedures

Barlier this year the Ways and Means Committee adopted pro-
cedures for dealing with miscellaneous bills. The bills submitted
by members of the committee were reviewed by a special screening
committee of committee members in order to determine whether the
bills met the criteria of being technical or minor bills. The
criteria used by the screening committee in determining whether a
giﬁ should be included in the special hearing on miscellaneous

ills were:

"l. The bill must not involve a significant revenue loss
(generally, not more than $5 million full year effect; outside
limit would be $15 to $20 million).

2. The bill must not involve a broad structural or major
administrative change in the tax laws.

3. The bill must not have been included as a provision in the
Tax Reform Bill (H.R. 10612).

4. The bill must not have been referred to a study committee
during the consideration of the Tax Reform Bill (H.R. 10612).

5. The bill must not deal with an area gpecifically listed
for consideration in phase II.

In connection with the hearing, the staff of the Joint Committee
on Internal Revenue Taxation was directed to prepare a description
of the bills, to indicate whether any of the bills are retroactive,
and to name any particular taxpayer to which the bill might be
directed to the extent of the staff's information." (Ways and
Means Committee Public Hearing on Miscellaneous Minor Tax Bills,
December 10, 1975, page vii.)

I strongly recommend that the Finance Committee adopt similar
procedures for dealing with miscellaneous and technical tax matters.
In addition, revenue raising measures should be adopted simultaneously
so that the cost is not borne by the averaae taxpaver, nor cause
an increase in the deficit. These tax matters ghn,14 nog be included
in a tax reform bill. They should be dealt with separately when
there is time to give them the attention they deserve.

Furthermore, many of the provisions under consideration today
do not become effective until after December 31, 1976. There is
no reason to enact these measures now. If such procedures are
adopted by the Finance Committee, it will protect itself from being
accused of slipping through tax provisions without adequate
consideration.



Analysis of Provisions

Refundable Inve nt Credits

Beginning in 1984, the Treasury Department will pay companies
an amount equal to the value of unused investment credits. Un-
used credits are those which cannot be exhausted under the current
provision for carrying them three years backward or seven years
forward. The provision, which has general applicability, was
sought mainly by the airlines and the utilities. The amendment
will cost between $300 million and $3500 milljon in 1984. We op-
pose this provision unless the revenue loss is recouped by reducing
the investment tax credit or by closing some corporate tax loopholes.
(Section 802 of the bill; page 177 of the report)

Expiring Credits

Investment and foreign tax credits which would otherwise ex-
pire at the end of 1976 would be extended for another two years.
The amendment, sponsored by Vance Martke, D-Ind., would aid the
airline industry (investment tax credits) and Chrysler Corp.
(foreiqn tax credits). The Treasury Department opposes the amend-
ment, on the ground it disproportionately favors transportatton.
The provision would cost $14 million in fiacal 1977 and $30 million
in fiscal 1978. (Section 00) of the bill; page 1%6 of the report).
Currently the {‘avestment credit can be carried backward three years
or carried forward seven years. If a company canot make enough
profits during thia time to use its credits, it is not the responsi-
bility of the Pederal reovernment to bail them out.

Shi 1lding Credit

This amendment, added at the request of Finance Committee
Chairman Russell B. long, D-La., would permit the investment tax
credit for spending on ships built with tax-deferred funds. The
Treasury Department, which opp the & t, estimates that
the tax deferral currently available is equivalent to an invest-
ment tax credit of 17V and the 108 investment tax credit would be
added to that. The revenue loss is estimated at $2)1 million in
fiscal 1977, rising to $4% million by 1981,

Among the beneficiaries would be oil companies, which have
oxtensive shipping fleets; banks, which can build ships and lease
them; and steel companies, which use the ships for the movement of
ore on the Great Lakes. 1In the case of the oi]l companies and the
steel firms, the cabotage laws already require that rican~
built ships be used on the principal routes involved, so the addi-
tional incentive of the investment tax credit is totally unneces-
Sary as a spur to ship construction. Furthermore, the provision
would, in effect, grant the investment credit for the investment
of tax money owed to the U.S. government. (Section 806 of the bill,

page 196 of the report). Por more information see testimony of
Thomas F. Field on this issue which follows my testimony.

Investments in U.S. 'l’oal"!

Under present law, when a United States corporation reinvests
the earnings of a foreign subsidiary in property located in the
U.S., this is considered a repatriation of foreign earnings and
triggers the U.S8. corporate income tax. The bill redefines what
will be considered investment in U.S. property to allow a special
retroactive exception for Superior 0il Co., which in-
vested earnings in an oll rig on the U.S. continental shelf,

Cong in 1969 had defined U.S. investment to include the contin-
ental shelf. In addition, there is another special exemption de-
signed to aid Pyramid Ventures Corp. of Louisiana, (Section 1021
of the bill; page 22% of the report), We see no reason to make it
sasier to defer paying taxes on earmings of foreign subsidiaries.

Shipping Profits

The Pinance Committee tightened up the taxation of shipping
profits but made four exclusions: two would aid the Nall Corp.
Shipping Ltd., owned by the Frank A. Augsbury Jr. family of
Ogdensburg, N.Y.

The first exception to aid Hall would exempt from the tighten-
ing provision income from shipping between two Or more points withia
the country in which & foreign shipping subsidiary is incorporated
and registered. The second e
company has virtually all its
repayments of unsecured loans would be treated as reinvestment in
shipping operations and, thus, exempt from tazation.

Another exception is for two unidentified small corporations
from Louisiana and Texas that registered their oil rig servici
vessels under the Panamanian flag. The Tax Reduction Act of 1978
would tax such operations.

A final exception is for the Diefenthal Corp., a Louisiana
scrap company, which ships® scrap to Japan and uses a Panamanian
charter to avoid U.8 axes. The exception includes a corpora-
tion which owns no ve 1 and doesn’'t manufacture, grow or mine
any commodity. (Section 1025 of the bill; page 230 of the report),
Since we do not pport deferral, we see no reason to allow it in
these special cases.

Agricultural Products

The provision would exclude from the tax haven rules income
from all farm products grown nutside the U.S. This would give
such goods a competitive price advantage and benefits such major
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agricultural exporter? as Continental Grain, Bunge, Cook, Garnac
and Louis Dreyfus. The revenue loss is estimated at $17 million
in fiscal 1977 and $19% million a year after that. (Section 120%
of the bill; page 232 of the report). Again, since we do not sup-~
pozt deferral, we sée RO reason to allow it in these cases.

! tion

T™e Pinance Committee agreed with the Nouse to repeal the per
country limitation and place all taxpayers on the overall method
of calceulating the foreign tax credit. The effective date was for
all tax years beginning sfter December 31, 1975. The cosmittee
approved s three-year transition rule that specifically benefits,
among others, Presport Sulphur Corp.

A similar postponement of per country limitation repesl and
new loss recapture rules was included at the request of PPG
Industries, though the amendment was tighter than the Nouse ver-
sion. The Nouse bill also had the Freeport Sulphur provision.
(Section 1031 of the bill; page 238 of the report). We prefer
putting all taxpayers on the per country method of calculating the
foreign tax credit but if Congress wants everyone on the overall
basis, then it should apply to everyone without exception.

Forsign 0i) and Ges Income

T™e bill provided a special carryback rule to permit oil
ocmpanies to use excess foreign tax credits that could not be
weed because of limitations contained in the Tax Reduction Act of
197S. The proposal included in the Nouse bill, was designed to
benefit Natomas Corp., a San Prancisco-based oil company, and
would cost an estimated $0 million in fiscal 1977 and $10 million
in fiscal 1978. (Section 103S (a) of the bill; pege 246 of the re-
port). There is no justification for these excess foreign tax
mlu in the first place and therefore no need to allow a carry-

The bill also provided a special transitional rule for
recapture of losses to benefit the sun Oil Co. This will cost
$21 million in fiscal 1977 and $6 million in fiscel 1978. The
tax money would be recouped in later years. (Section 1035(b) of
the bill; page 247 of the report). There is NO reason to give Sun
Oil a special break unavailable to others.

0il RMelated Income

Special definitions of oil-related { were app d to
benefit Tenneco, Inc., in its liquidation of a Canadian subsidiary
and I. U. Ianternational, a Philadelphia conglomerate which appar-~
ently wants to oconsolidate certain gas utility income with its non-
o1l income 90 that foreign tax credits may be applied to such in-
come. The ooet would be about $3 million or less in each case.

(8ection 1033 (c) of the bill; page 230 of the report): This will
allow Tenneco to use excess oil tax credits to shelter from tames
income from non oil sources and I.U. Intermational.

lranian Consortium

An amendment by Sen. Clifford P. Nansen, R~¥Wyo., at the re-
quest of Mobil 01l Corp., would grant a blanket 10-yesr exemption
to Mobil and other members of the Iranian consortium from the pro-
visions of the law which bar the use of the foreign tax credit on
income from oil propexties in which the companies do not have an
“economic interest.® The amendment, opposed by Treasury, would
cost an estimated $40 million a year or a total of $400 million
over the entire period of the exemption. (Por discussion of the
question, see testimony by Michsel Rcintyre.) (Section 1038 (e)
of the bill; page 251 of the report). The payments to foreign
countries are really royalties not incoms tanes. They should
therefore be deductible not creditadle.

04l Production Sharing

An amendment by Sen. Lloyd Bentsen, D-Texas, would reverse
for five years an Internal Revenue Service ruling (Rev. Rul.
76-21%5) which denied the foreign tax credit in the case of cer-
tain production sharing agreements. The amendment, designed to
benefit primarily Natomas Co., San Prancisco-besed 04l firm,
would cost sbout $235 million a year for five years. (Por analysis
of the issue, see testimony by Michale Mclatyre.) (Sectiom 1038 (£)
of the bill; page 23) of the report)

The oil firms have bsen busy trying to persuade Indonesia,
the principal oil producing country making use of production sher-
ing agr s, to 3 gotiaste them in a form that would pass
muster with the IRS. The Service July 14 Lssued a press release
setting the criteria that would have to be met in order to quality
for the foreign tax credit when the foreign government owns the
minerales being extracted. The IRS has determined that these pay-
ments do not qunl!y for lorﬂxn tax credits. Thesre is no reasoa
to overrule the IRS de

H. H. Robertson Co.

The Finance Committee approved an amendment by Sen. Vance
Martke, D-Ind., to reverse a Tax Court decision (59 T.C. 3)) sgaiast
N. K. Robertson Co., & Pittsburgh-based multinational Nudlu pro-
ducts firw with a plant in Indiana. The t would change the
law for all taxpayers but it providas retroactive reltief !or
Robertson. At issue in the Robertson case is whether or not
company owes tax on about $1.5 milliomn of income. (Sectiom I“l(c) (1]
of the bill; page 270 of the report)

The Nobertson amendment is & ptlvuto relief bill because it is
intentionally designed to tively he tax effect of a

cet
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1iquidating dividend received by M. M. Robertson Co. in 1965.
The bill would also ctange the method of computing earnings and
profite for ether tes in bseq years.

Whether the correct method of computing esrnings and profits
ouwght to be changed is s complex tax question. Under carrent law,
s @ividend of apprecisted property from a foreign subsidiary is
tamable in full to the recipient, but it reduces the earnings and
profits of the foreign corporation by the company's basis in the
assets. This rule is generally necessary to prevent repatriation
of corporate profits tan-free or at capital qains rates.

The alleged defect in the reite -~ the sabject of the Robereson
aspendment -- occurs when a compary whith has paid s daividend in
appreciated property subsequently liquidates. On liquidattion, the
Gomestic parent cowpshy is taxable on the fatr market value of the
Liqeidating Gividend, to the extent of the earhings and profits of
the company. Since the earningd and proftts account was nOt re-
doced by the feir market valuwe of the prior &tvidend, the sum of
‘the portion of the liquidating distridbution treated as a dividend
‘and the prior Sividend caw exceed the histortcal earnings and
profits of the foreign subwidiary.

That is what happened to Robertson. [Its OU.K. subsfdiary patd
a @ividend in 1964 of appreciateéd property valued at $1.9 million
and then liquidated in 1965, The subsidiary's cost basis in the
aistributed stock was relatively small (9290,000), making for only
s small reduction in historical éarnings and profits.

T™he liguidating distribution was held' taxable by IRS up to the
Balance in the earnings and profits account ($2.9 million). That
determination was upheld by the Tax Court (39 T.C. 31) and the
0.8. Court of Appeals for the Third Circuit. Robertson was thus
tawed on all of ite subsidiavy's earninge and profits plus an in-
crement representing unrealizéd capital appreciation. Tiis total,
nevertheless, was less than the fair market value of the distributions.

Counsel for Robertson characterizes the above treatment as
“sbuble taxation.” That characterization is misleading, since
Roberteon wes taxed only once on‘'the -cceipt of property from its
subisidiary. All that occirred was that Robertson was denied the
privilege of deferring tax on its unrealized cains.

Ihe bewt aroumént for changing' the current computation of
earnings and proficts i1s that the Robertson~type situation 1w unusuadl.
In most situations, the sum of the distributions treated as a divi-
dend will not exteed the sum of the historical ecarnings and profite.
Nowever, the Robertson treatment im correct in theory, and if the
law in to be chanaed, 1t should be done #0 as to make the Robertson
rosult the general rule. Since the objective of the Robertson amend-~
went is to provide special relief to a single cowpeny, however, it
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lc:n;optopor to :o:u- on the retroactive aspects of the bill and
no come enmeshed in the marits or deserits of rticular me
of computing earnings and profits. pe il thods

Cinadaan Mining Subsidiaries

The Finance Committee approved an amendment reited -
solidation of Western Hemisphere Trade curprnuo:: with ::."-&"'nrc-.
a wmove prohibited by the new foreign tax credit rules in the bill,
The amandment was designed specifically to aid the Manna Mining Co.
in merging two Canadian mining subsidiaries. BSuch a merger wowld
be permitted only if 95% of the gross imcome is derived from mining
in a country contiquous to the United States. (Sectiom 1052(b) of

the bill: page 284 of the veport), Such excepti
tax credit rules are unjustified. PLiGRs o Che gamarsi

Political Party Debtws

The Finance Committee narzowed an ameadment contained is the
HQouse version which permits business deductions for bonoa fide bad
debts to political partiss. Tha committee version is effective for
debts incurrod after December J), 1975, whereas the Mouse varsion
permitted deductions for bad debts incurred after Jenuary 1, 1978,
and for years befure that for which either an assessment or refund -
wquld setill be poesible. The Finaace Committee version would elim-
inate the individual who sought the change in the first place
Chacles Guggenheaim, who incurred bad debts during some recent’ Demo-
czatic campaigns. 1t would benefit a major Republican campaign
officiel, Henry Deirdorf. (Section 1304 of the bill: page 401 of
the roport). Since il gecaral wu do not support retroactive relief,
we support the Financ~ Committen ~hanges.

Prepublication Costs

v-ruae :‘\;n:m:c fgautm spproved an amsndeent in the Nosse

n which wou revezsa an. lnternal Revenue gervice r .
73-195; that required publishuzs to capitalize over the l.l.l(l:'ol‘rv pul.
book the expanscs ralating to reasarch. Tha publishers have been
secking to daduci th( expenses OVer One year. Treasury opposes

the amendeent, which was designed primarily to banefit Rnoylopeedia
Britannica, which Ancurm mosc, 0f ats revision costs AR research.

(Section 1302 of, the. Lill; page 403, of ahe repact) We support she'

Treasur;.in mnta\& aroviajon. Excepti nade
to cnm:’ai accountl "vnnciph-. " eptions should not be

Face @wt’ Certi ?‘i:r.'tn

. The Tinanc. Committea,Approved an amendment by Sea. Waltar F.
Mondale, D-minc., 0 ald Manasota-based Investors Diversified Ser-
vices. . The Anndqm_:vpl;l. specify that, contrary to Internal Reve-
nuc &r:vlc&uguhdonaq .ia not required that holders of fece
amount certllicstes include in their gross income the value of the

gel
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discount on a ratable basis over the life of the certificate. An
identical measure was defeated by the House Ways and Means Commit-
tee in March. The amendment, opposed by the Treasury, would cost
about §5 million annually in lost revenue. (Section 1307 of the
bill; page 447 of the report). Tax deferral is the main advantage
of face amount certificates. Investment decisions should be guided
by the market and not tax gimicks.

Coca Cola Franchise

An amendment by Sen. Herman E. Talmsdge, D-Ga., would exempt
income from a Coca Cola franchise from being treated as personal
holding company income. This means it will be taxed at the 48%
corporate rate instead of 708. The amendwent is retroactive to
1964. (Section 1308 of the bill; page 409 of the report). There
is no good reason for such an exemption.

Texas Optical Company

The rinance Committee approved a retroactive transitional
rule to permit capital gains treatment in the case of the transfer
of a professional practice. The amendment, offered on behalf of
the Texas Optical Co., is an exception to the committee's action
extending the general rule denying capital gains treatment to the
transfer of a franchise to situations involving a partnership.
(Section 1311 or the bill; page €14 of the report). There is no
legitimate reason for this retroactive exemption.

T4 ncome

The Finance Committee approved an amendment by Sen. Paul J.
rfannin, R-Ariz., to ease reporting requirements for tip income.
The A was ght by American Exprens, Marriott Corp. and
restaurant workers unions. The change would cost less than $%
million annually in lost taxes due to unreported income. (Section
1312 of the bill;: page 416 of the report) . We support the IRS in
opposing this amendmsent.

Pezcentage Depletion

The Finance Committee approved several changes in the rules
relating to repeal of porcontngc depletion on oil and gas, enacted
in the Tax Reduction Act of 1975. The basic amendment was offered
by Sen. Bob Dole, R-Kans. The committee restored the percentage
depletion allowance for integrated companies if their retail sales
are $3 million a year or less. Another provision restored the
allowance for an independent oil producer who owns six qgas stations
in Israel. Another provision would retain percentage depletion in
the c. of certain trusts. The amendment would cost $19 million
1 1977, (Section 1317 of the bill: page 42¢ of the report).
support complete repeal of percentage depletion on oil and
gas, we see NO reason to make it easier for companies to retain it.
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State Sarge Taxation

The Finance Co—ntuh‘:wrond un'.:n‘“. :“
Russell 8. Long, O-La., ¢ wou, re

court decision and prohibit the state to levy an of Vuisuen psup~
erty tax on vessels using navigable waters is iatesUtete SOEGWS.
The Supreme Court of both lLouisiana and the United Sastes rofused
to review the case. The . A “ ';l 1 - -® Nl’“‘
of Sen. James Eastland,D-Niss. major ¢ couteibwtor
Eastland owns a shipping company in Greenville, Mise., thet wel@
benefit from the amendment. Some qur:l nnov: the Loutsime
action to tax the out-of-state vessels is

law. (section 1321 of the bill; page 433 of M-”~

we have no position on this amendment.

Utilities Charge P L .

The Finance Committee approved an amendmeat by Sum. Sithe " °
Gravel, D-Alaska, that would reverse an Intermal Rwvuaws Susview
ruling (Rev. Rul. 735-557) and permit sewer snd wases wailisies
exclude from gross income payments in cash or asterial sadn
customers in return for utility hookups. As e8%
have included all utilities and we fear :h‘:.ll.n Wpagyers
lobby in the future to widen the scope ©
n-on?hcnt would cost $13 million in fiecal 1977 end eculd
to $100 million 4if all utilities are includeS. s
to the change. (Section 1322 of the bdill) pege "
This provision would be a bad pr and p oo
payments to utilities that would not be taned.

|
X

Life and Casuslty Consolidation .

A Pinance Committes amendment to permis %m
for life and casualty operations has sparked @ose
among technical experts. amendment will pertiit Wex
a property cowun{'- losses to be taken into acoowmt earl e
affilisted group in computing its statutory surplus and tais shesld
increase the capacity of those companies to write iSamarensts

“~
» . .
Proponents, including the Treasury Depsrtmens, Beliwbe W aisd : -
give uniform treatment to 1ife and non-life coupasise *& heve -.
casualty affilia . They argue that the smsadsest Dresseves WK
procedures for determining taxable income used by emsh SyPe

¥

o .
insurance company Dut permits life insurence Gonpanies 0 GAgey ohe
same loss offset advantages onjo{oa by non-iife .:.n-u of cusnsity
companies. Since the amount of lose which caa taken jato ot8dee

in any one year is limited to the lesser of 308 Of the asmbAe ta-
come of the life company or 508 of the sum of 1ossws for the Ghroent
year and prior years, there will be little agpeatunity Sox SEBFOSM

tax reductions. - ol
Opponents, including the American Mutual Tasusrsnes Alliasses *
. -~

a trade sssociation of more than 100 metual fise ~.
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insurers, contend the change will further reduce life insurers®
taxable income which, under current law, is only 30% of actual
taxable income. That taxable income is still usually greater

than 308 of the casualty losses, 80 under the limitations, life
companies will most probably be limited to deducting 508 of the
casualty losses. This limitation, opponents claim, will not limit
a life company's advantage, however, becasse a carryover provision
in the amendment would, in effect, allow absorption of 97% of the
Casualty company's losses at the end of five years. They argue
that the change will hurt independent casualty insurers who don‘t
have large parents to absorb their losses. The provision will

cost $23 million in fiscal 1978, and $40 million by 1981. (Section
1508 of the bill; page 434 of the report). Since the provision will
not be effective until 1978, there is no reason to rush it through
without more study.

Pollution Control Equipment

Sen. Clifford P. Hansen, R-Wyo., sponsored an amendment to make
new pollution control equipment installed in facilities eligible
for five~year amortization. In addition, it will be eligible for
two-thirds of the 10% investment tax credit. This amendment con-
tinues a trend toward more generous treatment of companies forced
by federal laws and requlations to install pollution control equip~
ment, particularly in the extraction and paper industries. There
is no reason why taxpayers should subs.dize pnolluters. The cost of
pollution control should be born by the polluters and those who buy
their oroducts. (Section 131) in the bill, page 417 in the Committee

re)
#ﬁ-u Hospital Bonds

Sen. Lloyd Bentsen, D-Texas, sponsored a provision to raise
the small issue exemption on industrial revenue bonds to $20
million from $5 million if the bonds are issued by state or local
governsents for the construction of hospitals. Generally. revenue
bonds are prohibited by the *ax laws, but there are exemptions for
certain purposes (not including hospitals) and for issues of less
than $35 million. The amendment was sought by the Pederation of
American Nospitals which includes the Humana Corp. of Louisville,
Ky., owner of 60 hospitals throughout the United States. We op-
pose industrial develop t bonds be they compete with muni-
cipalities in the tax exempt market and because they provide s
method of escaping taxes for the very rich.

Amortisetion of Track Accounts

Currently, original track and ties are capitalized and no
depreciation is allowed. When the oriainal track and ties are re-
placed with track and ties of like quality, the cost (material and
labor) can be deducted as current expense. 1f the replacement is
made with material of a higher quality, for example cement ties,
the increased value (betterment) must be caepitalized.
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The Mouse version of the Tax Reform Act permitted current
expensing of all replacements of existing ties (not track). The
Finance Committee voted to retain current treatment of ties but
to make track replacement eligible for 10-year amortization, com-
pared with a normal life of about 40 years. We oppose both the
Mouse and Senate provisions giving further tax breaks to railroads,
(Section 1701 of the bill, page 480-483 of the Committee Report)

Subchapter § Corporations

An amendment offered by Sen. Marry F. Byrd, D-Ind-Va., would
encourage regular corporations to became Subchapter § corporations
to secure substantial tax savings for their shareholders.

Under present law, all corporations are allowed accelerated
depreciation deductions. But, cash distributions in excess of
the corporation‘'s taxable income sy result in ordinary income
treatment to the shareholders beca.se a double benefit of accelera-
ted depreciation is disallowed. The Byrd proposal would mean that
if a Subchapter 8 Cororstion has e reserve of previously taxed
income, certain cash distributions that exceed taxable income
would be tax free.

The prop d would age reqular corporations
which have a deficit of uccumulated earnings and profits and
which have large amounts of accelerated depreciation, to bescome
Subchapter 8 Corporations. The Subchapter 8 corporations would
then make cash distributions in their first year of operation
which would be tax free to tha lders. We this 4
mant .

PP

Effective Date on New Grantogy Trust Rule

People presently put their inwstments in foreign trusts
because such trustis Ao nct pay any Unjited States income taxes.
The bill would remedy this by taxing thre qrantor on the (n:ome
of the trust. The effective date of the Mous. btill is May 21, 1974,
in order to catch eleventh hour tex avoiders who rushed to set up
such trusts once Lhey heard that the Mouse Ways and Means Comwittee
was cons‘dering thir provsion. The Senate Committee changed the
effective data to May 29, 1774, Acrp.te the fact that the Ways
and Neans Committee decision wan made Aurinc en open hearing.
There is NO reason to allow this loophole to exist one hour more
(Section 101) of the bill, pege 215 of the

Tax-haven Insurance Farnings

The American International Grcup Inc , a U.S. insurance corp~
oration sought this exclusion for its Berwuda operation. Costt
$11 million in fiscal year 1977; $10 million yearly thersafter. The
excluded earnings are those which must be set aside and reinvested ¢to
meet capital and legal reserve requirements as if (hypothetically)

Gel
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the more stringent U.S. requirements applied in the foreign
country. We do not support any exceptions to tax haven rules
since we support complete elimination of deferral. (Section 102)
of the bill, page 229 of the Committee Report)

Portfolio Investments in U.S. of Foreigners

General principles of international taxation give the first
right to tax to the country where the incowme is generated.
American investments abroad are taxed, foreign investments in
the U.8. should also be taxed unless treaty agreements provida
othervise. (Section 1041, page 238 of the Committee Repore) .
(Bee testimony of Professor Peggy Musgrave attached).

tiguous Country Branches of Domestic Insurance Companie

Under present law a domestic mutual life insurance company
pays taxes on its worldwide taxable income, receiving a credit for
foreign taxes paid. B taxes imp d by the United States
exceed those of Canada, the insurance industry has tried to get
4 special exception for their Canadian branches. This amendment
frees profits of Canadian branches from United Statas taxe as
long as the profits are not repatriated to the United States.
Mutual insurance companies use the separate branch accounting
system whereby premiums and policyholder dividend rates are based
upon the separate mortality and earnings experience of the
Canadian branch. Therefore, these specially treated profits
benefit only Canadian policyholders and may not be used to provide
benefits for U.$. policyholders. The major insurance companies
requested this tax preference. The ra-nue losses will be $4
million in 1977 and 88 million annua. '; thereafter. (Section 1043
of the bill and page 271 of the Committee Report). Since we do
not support deferral, we do not support this provision making it
easier for a company to defer its taxes.

Amortisation of Railroed Grading and Tunnel Bores

Railroads since 1969 have been allowed to amortize railrosd
9rading and tunnel bores. They now want to be allowed to writeoff
pre 1969 investments. This is retroactive legislation which will
have no incentive effect. Railroads have received almost every
conceivable tax break and Congress should not give them another
which will not solve the fundamental problems of the railroads.

Energy-Related Provisions

1 testified earlier on the energy bill, M.R. 6860, from which
some Of the energy-related provisions were taken. I have attached
to my testimony a copy Of my earlier statement. In general we
opposed all of the energy relsted provisions. A tax reform bill
is not a place for new inefficient and ineffective subsidies. 1In
connection with these provisions, we suggest more reliance on the
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free market mechanism and less government interference in the form

of price controls, quotas. and tax gimmicks. We strongly suppore

the testimony of Environmental Action in opposing the rocxeuu
tax credit. We also strongly oppose the residential insulation

credit which will cost $320 million per year and oaly save about

6.)0 million berrels of oil a yeer.

Swap Yunds

Taxation with Representation supports repesl of the swap fund
loophole, but we oppose grandfathering in any existing funds. Those

who go out of their way to find loopholes in the Tax Code should

not be protected fraom remedial legisletion. (See my testimony
before the Ways and Means Committee, March 29, 1976, attached.)

Other Provisions

In the time available to prepare testimony for thie hearing,
it was impossible to analyze all the provisions. Nor could we do
an adequate job on those we did analyse, especially with the limit~
ed information avajlable. While the bill language and the bill
report ware available for most of the provisions, they frequently
hid rather than revesled what was happenning and who would benefit.
Yor the amendments adopted on June ¢ snd June 11 there was no bill
report or language. As & result, the analysis given in thie
testimony is not definitive. It is sudject to modification whea
additional information becomes available.

Aditi i ia 1
Mr. Chairman, I also request that the following material be
printed following my st in the 1

1) Testimony by Thomas P. Pield on Untaxed Maritime Comstrue~
tion Funds and the Investasnt Credit.

2) Testimony of Themas J. Resse on Exchange Punde, N.R. 11930.

3) Letter of Thomas J. Reese of June 9, 1976 on Withholding
Tax on Foreign Investors together with Cestimony of Professor
Musqgrave.

4) Statement by Taxation with Representation on Provisions
Which Should Be Deleted from the Tax Meform Sill, N.R. 10612.

S) Stetement Of Thomas J. Reese on the Energy Bill, N.R. 6860

6) Statemsnt by Michael J. Ncintyre on Taning International
04l Profite.

981
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Summary of Testimony of
K. MARTIN WORTHY
Hamel, Park, McCabe & Saunders
Before The Committee on Finance,
United States Senate
July 20, 1976

The provision in section 1013(a) to tax a U.S. grantor
of a foreign situs trust having any other U.S. person as a bene-
ficiary on all the income of the trust -- irrespective cf whether
the grantor has retained any dominion, control or possible in-
terest in the trust -~ is patently unconstitutional. To require
her to pay tax on another's (the trust's) income would deprive
her of her property without due process of law.

Retroactive application of this provision to irrevo-
cable trusts crea*ed before this Congress convened and before
this bill was reported is most unfair and inequitable. Taxpayers,
faced with a complicated tax law, have a right to rely on the
law as written. They should not have to read and follow legis-
lative proposals the outcome of which no one can predict.

Absent the objectionable provision, the renainfﬁg foreign
trust provisions completely do away with the foreign trust tax
avoidance device. The provision in question is surplusage.

The provision objected to should be eliminated or, al-
ternatively, its retroactive application should be cut off.
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STATEMENT OF ~
K. MARTIN WORTHY
Before the Committee on Finance,

United States Senate
July 20, 1976

My name is K. Martin Worthy, I am a member of the
law firm of Hamel, Park, McCabe and Saunders of Washington,
D. C. '

I appear here today cn behalf of Freda R. Caspersen
in opposition to part of the foreign trust provisions
(Sections 1013-1015) of H.R. 10612.

These provisions would basically do two things:

(1) They would eliminate an advantage now enjoyed by U.S.
beneficiaries of foreign trusts over beneficiaries of
domestic trusts with respect to capital gains, and, by
adding an interest charge to the tax imposed under the
throwback rules, eliminate any advantage that such beneficiaries
may presently enjoy from any deferral of tax on accumulated
income of a foreign trust. We have no objection to these
changes in existing law. (2) In addition, as a

substitute for a tax on the beneficiaries, the bill would
tax every United States grantor hercafter on the

income of any foreign situs trust having any United States
beneficiary, even though the grantor has retained no
dominion, control or possible interest in the trust. It is
to this latter proposal, and specifically the effective date

thereof, that we take strong exception.
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Under present law, as described in the Committee
report, if property is transferred into trust (foreign or
domestic), the grantor will continue to be taxed on the
income of such trust if -- but only if -- he has retained
some income or reversionary interest, sonme degree of control,
or some power of revocation over the trust.

Section 1013 (a) would, however, as previously noted,
tax every United States grantor on the income of a foreign
situs trust having any United States beneficiary, even
though the settlor has retained no such dominion, control
or possible interest in the trust. It would tax the grantor
on any income earned after December 31, 1976, by such a
foreign trust created at any time after May 29, 1974,

May 29, 1974, is the date in the 93d Congress on which the
House Ways and Means Committee announced that the Committee
had arrived at a "tentative decision" to make a similar
change in the law. A recommendation to that effect was
subseqﬂently made by the Committee, but no action was taken
thereon thereafter by either House of such 93d Congress.

More than eighteen months ago, in December 1974,

Mrs. Caspersen made an irrevocable transfer of what had

been her property to a foreign situs trust with United States
beneficiaries. Under that trust she transferred such

property for all time, beyond recall, reserving to herself

no control, dominion, or right of direction whatsoever, and
retaining no interest, present or future, vested or contingent,

in the property transferred or in the income therefrom.
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A significant U.S. Gift Tax was paid in 1974 on account
of such transfer and a 30% withholding tax on dividends
paid to the trust by U.S. corporations is currently being
withheld.

I believe that the attempt in Section 1013(a) to tax
income earned in the future from property in which the
grantor has retained no interest or control whatever is
patently unconstitutional.

In Hoeper v. Tax Commission of Wisconsin, 284 U.S. 206,

52 S. Ct. 120, 76 L. ed. 248 (1931), the State of Wisconsin
attempted to fix the rate of tax on a husband by reference
to the separate income of his wife. In overturning such tax,
the United States Supreme Court stated the legal principle
involved very succinctly:

We have no doubt that, because of the funda-

mental conceptions which underlie our system,

any attempt by a state to measure the tax on

one person's property or income by reference

to the property or income of another is con-

trary to due process of law as guaranteed by

the 14{th Amnendment. That which is not in

fact the taxpayer's income cannot be made

such by calling it income.

The Supreme Court later said that what is prohibited
to the State by the Fo'rteenth Amendment is prohibited to the
Federal Government by the Fifth Amendment. In overturning a
Federal tax on property which had formerly belonged to a

decedent, in Heiner v. Donnan, 285 U.S. 312, 52 S. Ct. 358,

76 L. ed., 772 (1932), the Court said (at page 327):

14619 O - 76 - 10
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... there is imposed the burden of a tax,
measured in part by property which comprises

no part of the estate, to which the estate is

in no way related, and from which the estate
derives no bencfit of any description.

Plainly, this is to measure the tax on A's
property by imputing to it in part the value

of the property of B, a result which both the
Schlesinger and Hoeper Cases condemn as
arbitrary and a denial of due process of law.
Such an exaction is not taxation but spoliation.
"It is not taxation that government should

take from one the profits and gains of another.
That is taxation which compels ore to pay for
the support of the government from his own gains
and of his own property.” United States v.
Baltimore & O. R. Co. 17 Wall. 322, 326, 21 L. ed.
597, 599.

Mrs. Caspersen is now powerless either to revoke the
trust or to require that any of the trust income be used to
discharge the tax liability which would be imposed on her
under Section 1013(a). The trust property and income are
forever beyond her reach. She has no vay of even compelling
the trustee to provide her with infecrmation as to the amount
of the income on which Section 1013(a) would require her to
pay tax.

The revenue whould in any event bc fully protected by
the provisions of the Bill, to which I have previously
referred, in Sections 1013(c) and 1014 requiring the United
States Income Tax ultimately be paid, tcgether with interest, by
the seneficiaries on the full amount of income of a foreign trust.
And by applying sich provisions of Sections 1013(c) and.1014
instead of 1013(a), the burden of the tax would then be borne
by those who receive the benefit of such income and not by onc
who has completely deprived herself of any interest or control

therein.
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It seems to me to be fundamental that every citizen
in arranging his affairs should be able to rely on the law
as it exists at the time and not on what some few members
of Congress, however able or well intentioned, believe the
law should be. See Note, 84 Harvard Law Review 436 (1970)
at p. 443, and New York State Bar Association, Report of the
Committee on Tax Policy and Retroactivity of Tax Legislation
(July 31, 1975) at p. 10. Congress sonctimes makes a tax

"retroactive® to the beginning of the yecar (see Cooper v. U.S.,

280 U.S. 409, 50 S.Ct. 164, 74 L.ed. 516 (1929)), but

rarely if ever does it make a tax retroactive to a prior
Congress. Even when it makes a tax retroactive to the
beginning of the year, I know of no instance where it has
successfully made a tax applicable to someone other than the
taxpayer who earned the income subject to the tax. As said

by Judge Learned Hand in Frew v. Bowers, 12 F. 2d 625

(2d Cir :926), and repeated by the Supreme Court in the
Donnan case “Such a law ([would be] far more capricious than
merely retroactive taxes. Those do indeed impose unexpected
pburdens, but at least they distribute them in accordance with
the taxpayer's wealth. But this section distributes them in
accbrdance with another's wealth; that is a far more

grievous injustice.”
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If a tax can be imposed now on income earned in 1977
and later years from property completely given away sy the
taxpayer in 1974, then there is no reason why a tax cannot be
imposed for the first time in 1976 or 1977 on the income of
property which a taxpayer transferred to a grandchild in
1964, gave to a sick brother for his support in 1944, or
even donated to charity in 1924. I find that unthinkable,
and surely not only the constitutional principles to which
I have referred but the basic sense of fairness of the

Congress will prevent it from doing so.

I submit that §1013(a) should be eliminated, or that,
at the very least, it should be made inapplicable to income
from property :ransferred into trust long before the current

legislation.
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SUMMARY OF PRIMCIPAL POINTS
IN THE

STATBMENT OF ROBERT C. LEE
PRESIDENT OF BELLEFONTE INSURANCE COMPAKRY
BEFORE
THE SENATE FINANCE COM{T7V
JULY 20, 1976

The proposed change in the source of underwriting income (Bill Section
1036) would have far reaching effects thai were not previously con-
Whm.
If tne proposed source rules are adopted, it could result in double
taxation of a sizeable portion of Bellefonte Insurance Company's
busiress,

The location of specific risxs can pe difficuit tc determine, particularly
in tne case of marine, aviation anc reinsurance business.

Bill Section 1036 snould be eliminated from tne pending Tax itefornm Act
and deferrea until such time tnat it carn ve swudica DY a larger crosse
section of tne inaustry.
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Bellefonte Insutunce Company

Stacement relsting to t-ourcc of Underwriting -
. Jpcoms (page 257 of Committee Report)

Bellefonte 1qsuxance Company is a éorporation chartered in the State of
Kentucky licensed to undervrite multiple lines of insurance and reinsurance
in that state as well as various other states. It is a vholly-owned
suvsidiary of Armco Steel Corporation with prinéipal offices in Middletown,

Ohio.

Bellefonte is opposed to the amendzents to Sec. 1036 UNDERWRITING INCOE
vhich amend sections 861 (a) and 862 (a) relating to the source of

incone rules. These amendments would change an established position of
the Internal Revenue Service that the source of incowe is to be determined
on the basis of where the incidents of the transaction which produce the
income occur, and substitute therefore a new provision which would
determine the source of income on the basis of whether it was derived

from the insurance of V.S. risks or non-U.S. risks.

The statement of the Reasons for change outlined in the Senate Committee
report refer to a limited situation in which such a2n amendment may be
desirable. However, the amendment would have other, more far-rcaciing
effects which were apparently not contemplated in the formulation of the

amendment .
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n gﬁh case of Bellefonte Insurance Company, it would impose double

taxation on a sizeable portion of its business. This is because Bellefonte

is, in addition to its operations in the United States, licensed to
operate in the United Kingdom, Belgium, Holland, Spain and Greece. In
the case of its undervriting operations in London, which are primarily
reinsurance, it writes a sizeable volure of business in which about 65%

of the preciums are paid in U.S. dollars and 35. in non-U.S. collare.

This branch operation, which pernits Lellefonte to participate in the
large international insurance and reinsurance market centered in london,
is conducted entirely in London vhere the incidents of the: transaction
which produce the income occur. Under these circuzstances, Belleforte's
operations in London are subject to United Kingdom income tax. While
Bellefonte, as a U.S. corporation is also subject to U.S. taxaticu con
the whole of its operation, as respects that portion of its business
carried on in London which is considered by the Internal hevenue Service
to be foreign source income, it can take credit against its U.S. tax

1iability for the taxes paid to the United Kingdom (up to a maxirum of

482).

If the source of inccme rule is amended, Bellefonte wculd then be Zen:ied
credit for the taxes it must pay to the United Kingdom with the rcsult
that it would pay 1C0X tax on this bu.iness (527 to the Urizcd Yingcom

and 482 t the United States), which would destroy the branch operaticn

in London..

4

The amendment would also provide a perplexing problem in that it is

often difficult, 4f not impossible, to identify where the specific risk
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is located, particularly in the cuics of marine and aviation business or

whole account reinsurance of a company's total book of business.

Because of the necessity of spreading the huge risks associated with
cosmerce and catastrophes among as broad cross-section of insurers or
reinsurers as possible, insurance is an international business. Even

the eastern countries find it necessary to participate in the international
reinsurance market. It is a complex business that has been developing

for a large nuober of years with cuch traditior attached to it. Under
these circumstances, Bellefonte urges that any amendment to the source

of income rule as affects undervriting be eliminated from this curreat
legislation and considered for future legis.aticn at a date wher it can

be considered in more detail and with participation of larger cross-

section of the industry.

RCL/vt
4-16
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Testimony of
Aluminum Recycling Association
by
Daniel M. Moenich, President
on H.R. 10612
Before
The Senate Committee on Finance

July 20, 1976
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Testimony of the Aluminum Recycling Association
Before the Senate Committee on Finance
July 20, 1976

Executive Summary .

The proposed recycling tax credit does not expand the
aluminum recycling industry's market for its product and, there-
fore, does not expand the need for additional aluminum scrap.

There is excess aluminum recycling capacity to produce to
meet the demand for product.

There is capacity to process all aluminum scrap generated
by municipal waste systems.

Should the proposed aluminum recycling tax credit induce
primary aluminum producers to enter the recycling industry, they
would have the dual advantage of the tax credit and depletion
allowances thereby defeating one of the bill's major objectaives,
i.e., to equalize the benefits to primary and secondary industries.

In the fourth year of the tax credit - after the base period
phase out - the aluminum recycling industry at present levels of
scrap consumption and average scrap prices would receive a tax
credit equal to 7% of its gross annual sales dollars.

Primary aluminum alloy is neither the equivalent of, nor
substitutable for, nor interchangable with recycled aluminum alloy.

Current demand for aluminum scrap by primary, recycling and
fabricating (self-recyclers) plants applies the greatest possible
pressure upon scrap collectors and brokers to bring available
scrap back into the industrial stream.

The demand of the aluminum recyclers' customers - the casting
industry - dictates the amount of aluminum scrap required by our
industry each year. Monies made available through a tax credit
result only 1in enabling aluminum recyclers to bid increasingly
higher prices for scrap thereby inflating the price of recycled
ingot.
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The aluminum recycling industry has demonstrated a constant
capability, willingness and motivation to expand scrap producing
capacity without government incentive. Within the past eight
months, aluminum recycling production capacity has increased
8% including the entrance of twelve new companies into the in-
dustry.

For all the foregoing reasons, the proposed recycling tax
credit will not result in either the use of more aluminum scrap -
or the development of additional net scrap recycling capacity.



&,

185

My name is Daniel M. Moenich. I am President of Apex Intes-
national Alloys, Inc., Des Plaines, Illinois and I am President
of the Aluminum Recycling Association. .

By its title and by its long history of operatfon im recycl-~
ing aluminum, obviously ARA is strongly in favor of the concept
of recycling. We are, however, opposed to the application of a
recycling tax credit to our industry as proposed in H.R. 10612
and therefore support Amendment No. 1931 of Senator Taft to
exclude aluminum base scrap from the tax credit.

Ina finite world concerned about steadily diminishing min-
eral reserves, there is great value in prolonging the useful life
of materials. Minerals, and much of the energy used to refine them,
can often ve preserved for reuse by recycling. This process,
the majo£ concern of the member companies of the Aluminum Recycling
Association, has been practiced by some of them for over seventy

years.

jE | N N —
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Aluminum is too useful and too valuable not to be kept in
use. Aluminum recycling today is an international industry, with
metal and scrap traded daily in world markets. Recycled aluminum
produced by U. S. firms to strict specifications for the castings
processes goes into automobiles, heavy equipment, photo and
optical equipment, electrical devices, major home appliances, and
hundreds of other products for consumer or industrial use.

The first company to recycle aluminum was founded in 1904,

a scant 16 years after the first commercial production of primary
aluminum in 1€88. Today there are almost 100 aluminum recycling
plants spread through the country in virtually every industrial
center dedicated to reusing aluminum scrap in producing metal for -
further use in commercial, industrial and consumer products.

Annual sales of the industry are between $600,000,000 and
$700,000,000. Aluminum recycling is recognized as an important
source of metal and metal technology separate and distinct from
the primary aluminum industry. The aluminum recycling industry
hasstead@ly increased capacity and production since it began.

To emphasize the long history of the irdustry we have attached
as Exhibit A a year-by-year list of aluminum recycled from scrap
from 1913 (tne year records were first kept for our industry)
through 1975. 1In those 62 years, more than 42 billion six hundred
ninety thousanc pounds of recycled aluminum have been produc:d from
scrap.

Our industry was begun 71 years ago by men of vision who found

a market for a product made from aluminum scrap.
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Over the past seven decades, the alumipum recycling industry
has become highly sophisticated in its production processes and
in the methods by which it has utilized scrap purchased from primary °
producers, other fabricating processes, and from scrap yards and
brokers. During all these many years we have provided specification

.

aluminum alloy for the castings industry. with very minor excep-

¢

tions, primary aluminum producers do not provide alloy for the
castings industry. Indeed aluminum alloy is not substitutable for
nor interchangable with recycled aluminum alloy because primary
alloy is not made to meet castings specifications. There is little
product or market competition between the primary and the recycl-
ing aluminum industries. Therefore, the proposed amendment cannot
provide tax equity between the two industries.

It has been stated that a goal of the recycling tax credit is to
"create a situation of equity between virgin natural resources and
recyclable material™ by granting users of recyclable material a
tax credit equal to one half of the percentage of depletion allow-
ances given to competing virgin natural resources. We find a great
fallacy ahd a great contradiction in this propos.ition as it applies
to aluminum base scrap because it would enable primary producers
who todery use increasing amounts of scrap for their cperations to
avail themselves not only of depletion allowances but also of a

recycling tax credit.

74-619 O - 76 - 11
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It has besn said by the President's Council on Environmental
Quality in its 1975 report to Congress at page 93: “In the long
run, increased recycling will depend upon a committment by the
major firms in the paper industry, for example; to use wastepaper
day to day rather than only when virgin fiber is unavailable.

For them to do so, a fundamental shift in the economics of recyci~
ing is necessary.”

Mr. Chairman, members of the Senate Finance Committee, this
may well be true for the paper industry and we have no base of
knowledge from which to challenge it, nor do we wish to challenge it.
However, it is not true of aluminum recycling. The existing fundamen~
tals in the economics of recycling aluminum for the past seven decades
has resulted in a strong, healthy and growing recycling industry
that provides over 20% of this country's aluminum each year.

If it is the intent of the tax credit to encourage recycling
and conserve energy and natural resources, as applied to aluminum
it is simply throwing tax money at a problem that does not exist
in our industry. It is a costly and misdirected approach.

The'demand for aluminum scrap for our industry is based
entirely upon demand placed upon us by the casting industry for
specification alloy to produce consumer components. The casting
industry in turn responds to demand from the automobile, heavy
equipment, home appliance, photo and electrical and many other

industries.
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When the economy is strong, this demand is high and so are
our requirements for scrap. When the economy weakens, the reverse
is true and we use less scrap. Unwanted monies freed by tax credits
are a disruptive intrusion into the economics of an established
industry. We believe government should not force an industry to
deal with an external infusion of money it neither wants nor can
readily absorb within the framework of its demand-supply cycles.

For example, at our current vate of production and scrap usage
and using current average scrap prices, the recycling tax credit
for our industry in the year following phase out of the base period
could amount to $49,500,000. (Over 7% of the industry's gross sales
income) Pumping this kind of money into the scrap stream, demand for
which is defined by customer needs, can result only in increased
prices for scrap as recycling companies bid against each other
to obtain scrap for their furnaces.

Within the past 18 months the capacity of our industry to recycle
aluminum has grown from an annual capability of 1.9 billion pounds
to over 2.25 billion pounds. This has come about without a tax ’
incentive~and because of the strergth of the economics of our
industry. And from our knowledge of the industry, there are com-
panies today expanding capacity of existing plants and planning
to construct plants as new entrants to the industry. This is a
natural, normal and thoroughly acceptable phenomenon of our compe-

titive industrial society.
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It has been said: "The cities and States must find ready
stable markets for all the recyclable metals, paper and glass
they will be recovering from garbage.® With this we agree and
we are a part of that stable market for aluminum base scrap today,
and we need no tax incentive readily and economically to process
such scrap. Perhaps it is the requirement of cities and States
to be helped to generate usable scrap or perhaps it is the need
of the scrap gatherers and distributors for an incentive to obtair
more scrap. It is not our need and without reservation we reject
arecycling taxcredit as misplaced in its application to recycling
companies that produce specification aluminum ingot from aluminum ‘
base scrap and alloying materaals.

Mr. Chairman, members of the I-mmittee, our Association repre-
sents over 80% of this country's capacity to produce recycled ingot
sold in the marketplace. We do not beg the questions either of
the conservation of increasingly scarce raw materials nor the
conservation of diminishing energy. We have practiced the conser-
vation and reuse of commodities and energy since the beginning of
this century. We have heard no argﬁments, seen no figures, no
mathematical nor economic formula that convinces us that a recycling
tax credit as it is proposed in H.R. 10612 either will expand the
amount of aluminum base scrap available or increase the use of alum-
inum base scrap and we strongly urge the Senate Finance Committee and
the Senate to exempt aluminum base scrap from the proposed tax credit
by supporting Mr. Taft's amendment.

Thank you for this opportunity to present our arguments.
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KECYCLED ALUMILUM

(From Scrap)

Year Pounds
1913 9,308,000
1914 9,044,000
1915 17,000,000
Exhibit A 1916 30,600,000
- 1917 32,200,000
Testimony of the 1918 30,100,000
Aluminum Recycling Association 1919 37,382,000
Before the 1920 31,000,000
Senate Finance Committee 1921 17,800,000
Oon H.R. 10612 1922 32,580,000
July 20, 1976 . 1923 . 42,600,000
1924 54,000,000
1925 " 88,000,000
1926 88,400,000
1927 92,400,000
1928 95,600,000
1929 98,800,000
1930 77,200,000
1931 60,600,000
1932 48,000,000
1933 67,000,000
. 1934 92,800,000
1935 102,800,00C
1936 103,000,000
1937 125,120,000
. 1938 77,600,000
1939 107,894,000
1940 160,724,000
1941 213,714,000
1942 392,000,000
1943 628,000,000
19u4 650,000,000
1945 596,000,000
1946 556,000,000
1947 690,000,000
“19u48 $34,000,000
1949 362,000, 000
1950 486,000,000
1951 594,000,000
1952 608,000,000
1953 736,000,000
1954 625,000,000
1955 828,000,000
1956 856,000,000
Sources: Secondary Aluminum, 1957 880,000,000
R. J. Anderson (1931) 1958 708,000,000
Bureau of Mines 1959 898,000,000
Aluminum Ascociation 1960 876,000,000
BDC, Dept. of Commerce 1961 970,000,000
1962 1,164,000,000
1963 1,308,000,000
1964 1,414,000,000

1965 1,658,000,000
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RECYCLED ALUMINUM
(From Scrap)

Year 222295

1966 1,774,000,000
1967 1,756,000,000
1968 1,944,000,000
1969 2,300,000,000
1970 2,000,000,000
1971 2,100,000,000
1972 2,252,000,000
1973 2,470,000,000
1974 2,564,000,000
1975 2,364,000,000

Total 42,692,466,000
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Statement of the
National Oil Jobbers Couneil
Before the
Senate Committee on Finance
Commenting on
H.R. 10612
The Tax Reform Act of 1975
(Heat Pump Tax Credit)
July 20, 1976
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maye

The National Oil Jobbers Council is a federation of 42 state and regional
trade associstions representing thousands of inacpendent small business
petroleum marketers. Members include gasoline ui:d diesel fuel wholesalers,
commissioned distributors of gasoline, gasvi.ne resc.der-retaiiers and a large
number of retail fuel oil dealers. Members also whu..sale or retail many other
petroleum products, including kerosene, LP gas, av.ation fuels &..d motor oils as
well as residual fuel oil. Together our memuvers marxet approximately 75
percent of the home heating oils and 25 pervent of tue gasoline soid in America
under either their own private brand or t..c trademark of their supplier.

The Tax Reform Act of 1975 (H.R. 1uvl2) contains a provisiun for a
refundabie tax credit on a portion of the cost of instailing a Heut Puinp 1n
existing residences. NOJC believes ti.at this provision will ..ot only fail to
encourage energy conservation, it will ... .ily become un incentive fur much
greater energy demand. For this reas.: and those Listed below, we tneicfore
respectfully request that this provision ue str.cnen from the Act.

The Heat Pump mandates the use of air ¢ .aditioing since 1t s v .nherent
capability of the equipment. This provision, t.:refvre, .ustead of 1ts avowed
purpose, conservation, is actually promoting the asgitional use of energy for
cooling.

An incentive already exists for the licat Pump since it is less expensive
than a coinbined air-conditioning and oil or gas heat sy>tem. The hcat damp s
not a new or inovative device and since tliey are being sold at an annual . ate of
175,000 units, a tax incentive is superfluous.

The high losses (frequently acknowliedged by Eaison Electiie Institute)
inherent in the generation, transmission and distrioution of electricity t.ore than
use up the energy conserved by the claimed efficiencies of the Heat Pump.
Consequently only when compared to elcctrie resistance ieat, can a Heat Pump
be a viable conservation alternative. But, when cu. ;.ared to oil or gus neat, a
heat pump uses more of our resource energy.

The promotion of a system with cooling capabiiity will add to electrie
utilities' summer load. Since most electric utilities now Lave a summer pcdk,
additional generating capacity will be required. Once installed, the utility has
an economic neccessity to promote tne use of the added capacity; i.e., :uore
energy consumed, not conserved.

The result of this provision not only increases demands on our energy
rusources, but also increases the electrie utilities' capital requirements with
which they already have probiems.

The Heat Pump tax refund represents an gppreciable revenue loss to the
Federal Treasury. It was reported by the Bureau of National Affairs (BNA) trat
the staff of the Joint Committee on Internal Revenue Taration hus est.mated
this to be $70 million the first year and ultimately $200 million arnuaily. An
analysis accoipanyirg our written stat?ment iadicates that the most
conservative estiinate would be $19 miilion tue {irst year. We find it, therefore,
difficult to understand why the Commitiee report only ant:cipates a $3 million
revenue loss the first year.

{over)



166

By subsidizing the installation of the Heat Pump, the consumer is ill-
advisedly being encouraged to invest in a system which has historicaily high
operating and maintenance costs and unproven reliability. Both the National
Bureau of Standards and the Oak Ricge National Laboratory have issued reports
supporting this reservation. Actual experience indicates that the problems
encountered increase energy use to a startling degree.

The benefits of this provision do not accrue to low-income tax-payers. The
installation cost of & Heat Pump dictates that even with the tax incentive, only
high-middle income taxpayers can afford to consider such an installation.

The provision is discriminatory since it subsidizes the installation of Heat
Pumps to the exclusion of presently available competing heating systems or
equipment with greater conscrvation potential. This appears to be a return to
the all-electric economy, a Project Independence philosophy which has been
exainined and found wanting.

Thank you for the opportunity to offer this statement to the Committee.

Attachments
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TAX REFORM ACT 1975 - H.R. 10512

pqye

ANALYSIS OF HEAT PUMP REVENUE LOSS

REPLACEMENT MARKET
(NOFI)* 400,000 Oil fired residential furnaces
(AGA)* 500,000 Gas fired residential furnaces
(Clark)* 250,000 Electric fired residential furnaces
1,150,000 TOTAL residential furnaces

HEAT PUMP REPLACEMENT INSTALLATION COST

$2,130.00 Minimum
$6,400.00 Maximum

TAX CREDIT = 20% X $1,000 + 12.5% X $1,130 = $341.00

$3 million (Committee Report) + $341.00 = 8,797 units. A market
penetration of less than 1% which is patently ridiculous with a tax credit

incentive.

Also, the 8,797 units represents only 5% of the 175,000 Heat Pumps which

were installed in 1975 without a tax credit.

If penetration were only 5% of replacement market it would prepresent a

revenue loss of $19 + million (@ $341.00/unit) in 1977 alone.

If penetration reaches 50% the revenue loss would reach $175 million
annually, and with a tax credit, 50% penetration is not unlikely in the second or

third year.

If the above "maximum" cost is used, a revenue loss as high as $503 million

could be reached.

$NOFI - National Oil Fuel Institute

*AGA - American Gas Association

*Clark - Authored article, "Heat Pumps . . ." March 1976, Air-conditioning &:d

Refrigeration Business, Page 34.
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5-25-76 (DER) TAXATION AND FINANCE (No. 102) G -7

JAX REFORM: INCREASE INSURANCE OF DEPOSITS,
REDUCE INCENTIVES FOR DLBT FINANCING, WALLICH SAYS

Tax legislation should try to remove the tax bias toward debt and against equity, Fed-
eral Reserve Board Member Henry C. Wallich told a conference in New York City last week.

Another nceded reform is a substantial increcase in deposit insurance, Wallich told
the "Conference on Financial Crises” of the Salomon Brothers Center for the Study of Finan-
cial Institutions of New York University.

Interest should be taxed at the same rate as dividends, and the total revenue from the
corporate income tax should be held steady, he said.

insurance of deposits should be increased, probably not to 100 percent, but far beyond
the present $40, 000 limit, he also said.

“The historical loss experience, even including U. S. National Bank in San Diego and
Franklin (National Bank), indicates that it would cost little to raise the level of insurance even
up to 100 percent, " Wallich said. "Doing so, in addition to providing insurance, would also
help to minimize liquidity problems such as arose in the case of the Franklin National Bank,
where a rapid runoff of CDs forced the Federal Reserve to substitute its credit for that of
large depositors. "

Wallich added that full deposit Insurance could eliminate the discipline now exerted
over banks by the market place. He said insurance should not substitute for a continued ef-
fort by banks to improve their capital positions.

-0-

TAX REFORM: SENATE FINANCE VOTES
$225 TAX CREDIT FOR INSULATING HOMES

The Senate Finance Commirtee voted today to give taxpayers a tax credit of up to $225
for the cost of insulating their homes.

It also agreed to provide a tax break on purchases of a host of energy-related equlp-
ment, including solar and geothermal units and heat pumps installed in homes. In addition,
the panel voted to repeal the excise tax on buses and bus parts -- a levy which now raises $12
million a year for the Highway Trust Fund.

The proposals, which would cost the Treasury about $310 millior next year and in-
creasingly more thereafter, were added to a House-passed tax reform hill (HR 10612) which
the committee is rewriting. They were previously approved by Finance duruug ¢ nsiderations
of a now-obsolete encrgy tax bill (HR 6860).

The committee rejected, almost without debate, provisions of the House tax revision
bill to change treatment of gains from the sale of stock and other capital investments, These
would have permitted an individual to deduct more capital losses against ordinary income, but
doubled the perfod an asset must be held to qualify for long-term capital gains treatment,
Chairman Russell B. Long (D-La) suggested that the proposals be dropped to give the Senate
more “bargaining chips” in a later conference with the House.

The panel agreed to a $10 million House plan to give mutual funds the three-year car-
ryback, five-year carryforward now allowed corporations. Regulated investment companies
are not currently permitted any carryback.

Published by THE BUREAU OF NATIONAL AFFAIRS. INC WASHINGTON, D C 20037

Right of reproduction end redistnbutien reserved
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It added a provision to give businesscs the option of an eight-year carryfurward in lieu
of the prescat three-year carryback and five-year carryforward. There would be no revenue
loss to ihe Treasury until 1982, when staff estimates  $175 million decline,

In other action, the committee agreed to give utiliues a 12-percent investment tax
credit provided they pass on the extra tax benefits to workers. The plan, pushed by Long,
would allow a 2-percent investment credit in addition to the 10-perceat write-off normally
permitted on purchases of plant and equipment if a ytility makes certain contributions to an
Employee Stock Ownership Plan (ESOP).

The panel voted last week to make an 11-percent investment tax credit available to any
firm which contributes an amount equal to the extra perceatage point c an ESOP period. The
special break for utiliues would bring to $280 million the cost next year of using a bigger in-
vestment credit to entice corporations to set up ESOPs-~Llong's pet project.

Also adopted was an amendment by Sen. Harry Byrd (I-Va) to deny foreign tax breaks
to corporations which bribe foreign officials.

Insulation Tax Credit: A homeowner would be allowed a 30-percent tax credit on the
first $750 he spends to insulate his home. To help persons too poor to owe any income tax,
the credit would be refundable. Staff esumates this would reduce tax revenues $300 million
8 year,

Businesses would be provided a 10-percem investment credit on insulation installed in
existing structures at an annual cost to the Treasury of $20-$25 million,

The House, 1n its energy tax bill, approved a 30-percent credit on up to $500 in home
insulating expenses. But this break would be reduced by the cost of any insulation improve-
ments made by a prior owner.

Energy: The committee agreed to a refundable credit for solar and geothermal encrgy
equipment and heat pumps 1installed 1n a residence. The credut for solar and geothermal units
would be 40 percent of the first $1,000, plus 25 percent of the next $6, 400 of expenditures.
The tax credut for heat pumps would be half that amount. Staff estimates the cost, almost all

of which is associated with heat pumps, at $70 mullion next year, gradually rising to $200 J‘

million annually.

As another incentive to geoth»rmal energy, the panel voted to make development costs
eligible for the intangible drilling write-off and percentage depletion allowance now provided
for oil and gas. Staff estimates the revenue loss at $15 million. ln addition, a 20-percent
investment credit would be allowed on solar and geothermal equipment through 1980, and a -
10-percent break through 198S.

Also voted by the panel was a 12-percent investment credit for energy-related equip-
ment, most of which is tnvolved in coal mining. This would cost $30 million next year, but
increase to $100 milhon annually.

Utility ESOPs: Under present law, which the committee already voted 1o make perma-
nent, any {irm can take an extra 1 perceat tax credit provided it contributes an amount equal
to the additional benefits to an ESOP. The committee agreed today to provide another ) per-
centage point credit to an electric utihity or local gas distribution firm if the company aad 1ts
workers each agree to contribute addiuonal amounts equal to the 1 percent.

The extra 1-percent tax credit for unhiies would cost the Treasury $80 million next
year and $270 million after tive years,

The additional two percentage points of credit would not be subject to the 50-percent-
of-income-tax Lunit of the investment credit, but the total 1 2-percent credit could not exceed
100 percent of 1ncome tax.

Published by THE BUREAU OF NATIONAL AFFAIRS, INC , ASHINGTON, D.C. 20037
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July 19, 1976

SUBJECT: Heat Pump
RE: The Tax Reform Act 1975 (H.R. 10612)

The attached contains a discription of the heat pump and how it operates in
simple terms.

More importantly — beginning on Page 3 it points out the reservations,
cautions, and special service consideretions which the owner/operators have
found necessary to produce in a manual for their industry.
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HEAT PUMP PERFORMANCE )
Over the past several years much discussion has
surroundcd the use of the heat pump. Its
FIG. 1. AIR CONDITIONER

promotion and usc has had its ups and downs as
witncssed by the actions of major manufac-
turers, uliity companies, and builders. The
following analysis treats the development of the
heat pump, its operation and associated prob-
Jems, maintenance tips, and what the property
manager should look for when assuming prop-
ertics that utilize heat pumps.

THE HEAT PUMP - AN OVERVIEW

A heat pump provides both heating and cooling
from one basic maclune. It has been called a
“seveise-cycle™ air conditioner 1n that the flow
of rcfrigesant is reversed in winter to add heat to
the room, nstcad of extracting heat as i1s done 1n
summer. The key advantage is that it transfers
some of the heat instead of generating 1it,
thereby reducing the cost of energy requured
during the winter. For summer operation it
operates similarly to an ordinary dwect-
expansion (DX) air conditioner.

The most commnon type of heat pump is the
“air-10-ar.” in which the refnigerant 1n a heat
exchanger absorbs heat from one body of awr
and, aflter being processed through the system,
cjects it to another body of awr. (Less common
types use water as a hcat-transfer medium
instead of air, but these are restricted geograph-
ically by the avaability of suitabie well water or
are used n very large, specnlly designed
systems) A bref scview of the air conditioning
cycle (Fig. 1) and an explanation of the “reverse
cycle” follows.

When 2 hqud refrogerent changss to a gas
(evaposates), it must absord heat from the air,

and this is what happens in the room coil of an
air conditioner. Liquid refrigesant passes
through a thin capillary tube (or an eapansion
valve) into the room coil; in cntenng this larger
area a sharp reduction of pre-sure permits the
hquid to expand quickly, thereby evaporating
into a gas. As it does, it requires hicat, and that
heat is taken from the room air wiich is passing
over the outside of the coul.

The compressor creates suction, drawing in the
warmed gas; at this pount pressure is added to
help the refrigerant continue on ifs cvele. The
compressed gas, containng heat from the room
and from the compressor, coes throush the
outdoor coil where it s chullzd by thie outside air
and condenses agan mto a hquid.

Heat Pump Operz ‘ion

Duning the sumnmer the heat punip operates bke
an ar conditiones, but i winter, by reverung
the flow of refrigerant. heat can be abcorbed
from: outdoors and wnt into the occupicd space
(Fig. 2). The cssent:zl concept £ u.2t the
refngeiant evaporating in the ouidoor coul cun
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FIG. 2. HEAT PUMP — WINTER CYCLE
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absord heat from the cold outside air, if the
refrigerant is colder than the air. The amount of
heat the refrigerant can absorb will depend of
course o1 tie temperature difference while it is
being evaporated in the outdoor coil. That heat,
plus the heat added by the compressor, is then
sent to the indoor coul where it is picked up by
the room air.

A basic measure of operating economy is the
amount of watts requured to produce the neces-
sary Btu's of heating or cooling, called the
“energy efficiency ratio.” Dunng the summer a
heat pump has a slightly lower EER than its
equivalent air conditioner because of the
additional components involved, but there can
be appreciable savings dunng the wimnter if a
substantial amount of heat can be picked up
from outdoors. It is for this reason that standard
output ratings of the Aw-Conditioning and
Refrigeration Institute are based on 4S-degree
outside air temperature.

A random check of 60 unitary heat pumps, both
sclf-contained and *‘split™ types, shows coelli-
cients of performance tor wanter ranging from
1.7 to 3.1, with most of them in the 2.2 to 2.6

range. This indicates that a heat pump will
provide about 2% Btu's of heat for each Btu of
electricity purchased, or about 8% Btu's for cach
watt, at 45 degrees outside temperature. This
compares with 3.4 Btu's per watt obtained with
ordinary electric resistance heating. Electric
utility companics are often eager to promote
heat pumps 1n order to avoid complawnts of high
heating bills dunng winter.

This advantage in efficiency can best be appre-
ciated by examining the table below, abstracted
from a report of the Western Massachusetts
Electric Company.

Type of Electric Heating System  Utilization
(Residential & Smali Commercial) Efficiency®

Electric Heat Pumps 148% - 158%
Electric Resistance Baseboard 90% - 100%
Electric Furnace 74%- 84%
Electric Glass Pancls 68% - 7%
Ceiling Heating Wires 79%- 90%

*These efficiency factors are being applicd by
scveral utility companics in estunating operating
costs, and the accuracy of their equauon has
been reported to be within 3%.

REAL ESTATE MANAGLEMENT



“Applications” Ratings

Since the 45-dcgree base is not widcly apph-
cable, the manufacturcrs of hcat pumps are
permilted to list reduced output ratings dowa to
20 dcgrecs outside temperature. However, this
shows a dispropoctionate drop in operating
efficiency, the cocfficient of performance drop-
ping as low as 1.1, and the modal value dropping
from 2.5 at 45 degrees to 1.4 at 20 degrees.
Thus, for one unit having 3 standard heating
rating of 48,000 Btu's, the “*applications™ rating
at 20 degrees drops down to 27,000. This
reduction of efficiency is by no means a
constant, varying with the manufacturer and
modcl.

The essential disadvantage of the heat pump in
winter is its inverse output to the hcating
requircments: the colder the outside temper-
ature and the more heating requured. the lower
the capabulity and efficiency of the heat pump.
To overcome this deficiency heat pumps with an
auxiliary electric resstance coil (sinp heater)
can be provided to operate at predetermined
outside temperatures and provide the necessary
additional heat. This, however, defeats part of
the advantage of the heat pump cycle and
increases the cos* of operation. It is therclore
advisable for the specifier to determine the
output of the refrigerant cycle at the winter
temperature for the area, to ensure that at least
60% of the design requisements will be et
without the operaticn of the strip heater.

Relability

Much excitement was gencrated by the introduc-
tion in the early 1950's of the heat pump, and it
scemcd to be the answer for Jow-cost electric
heat. In fact, in 1960 a key utility company
spokcsman announced at a national convention
that “The electric utilities are commutted to heat
pumps.” Yet it was just the previcus year, in
September 1959, that the United Statcs Air
Force announced it was halting purchases of
hcat pumps for govemment-owned housing. This
decision was based on the cxcessive failures
encountered with 9,000 heat pumps stalled in
homes at three bases in Misassiopi, Arkansas,
and North Carolina. In addition to finding that
operating costs for cnergy were excessvely ligh
{in one arca exactly double the cost predicicd

OPERATING TECHNIQULS AND PRODUCTS

74-619 O~ 76 - 12
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by the utility company) it was found that
compressors were failing and being replaced at
the rate of 2,500 per ycar, with cach replace-
ment costing the government $200 to $400.

With similar difficultics arising in Navy housing
as well, the US. Dcpartment of Defense in
March 1965 banncd such equipment and issued
the following dircctuve: *“Packaged aw-10-air heat
pumps shall not be used in any personnel living
space, and no heat pump of any type shall be
used in family quartcrs.” When pressured by
industry rcpresentatives about this order,
Defense officials assured them it was intended as
8 “moratorium™ until the industry had cumi-

* nated the problems.

The essential problem was that the equipment
required excessive maintenance - *“almost could
not be maintained” - and suitable traning
programs for senice men were not available,
Manufacturers reported that maintenance <osts
should normally not exceed $12 per year per
unit; however, when bids were requested for
such service, the lowest bid was $85.

Failure Causes

Compressor failiizes were repatedly cited, and
knowlcageable enginecrs felt the compressor was
being assigned a function for which it was not
suited. One of the scnous causes of compressor
failure is the lack of lubrication occuming when
slugs of liquid refrigerant retum to the com-
pressor and “dcgrease™ its moving pasts. This
can happen in winter when the outdoor evapo-
rator coil is unable to extract sufficient hcat
from the air to eftect full cvaporation of the
refrigerant.

A recent solution is the use of oversized “cans”
which house the hermetic compressor. This
would permit excess refrigerant to be stored,
with little charce for the hquid to rsuch the
suction outlct at the top. It is claimed that this
design would eliminate the necd for “crznkcase
heaters™ which many other manufactursrs now
feel arc cssential.

Another problem, which may have been solved,
is that of the high-tesaperature cut-off for the
compressor motor. Instead of depending on one
surface-mounted thermostat, there is a trend
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towards more positive motor protection by
incrcasing the number of intcrnal thermostats
and applying them at critical focations,

Another problem uspect is the defrost cycle.
Junng winter the low tenperatuies at the
outdoor cvaporator cosl cause frost to form
which reduces 1its capacity or actually prevents
the unit from funcuoning. Alter a review of
field tests of 400 hcat pumps for at least three
ycars, a report in Apnl 1972 stated that *a
dependable defrosting svetem 15 vital to heat

pump operation.” !
D ——————

To overcome this pioblem, it 1s essential that the
unit be defrosted automatically several times
cach day, but this in si<elf creates a shock to tie
svstern, Not only does the resensing valve tum
m. but most of the components suddenly
change ther function from hot to cold and vice
versa, setting up temperature and pressure
stresses which are not casly avoudable n
modcrate-cost cquipment.

The defrost coutroller itself is sometimes at
fault.Mcurny of perlormance and in
relability. A tumer s usually incorporated for
this purpose, recyciing the equipment at preset
intervals, But consuidening the vurying indoor and
outdoor condiions which the equipment must
satisfly, there is now some scntunent n the
industry 10 fuvor of devices reacting to the
actual surface temperatures of the outdoor coul.
Putting such a thermostat in senies with the
tumcr can prevent unnecessary recyching, while
putting it in paralled will cnsure defrosting
should the thermostat element or location prove
unrelisble.

Working Under Stress

Diagiamatically the heat pump may resemble an
ord:nary roosn air conditioner, but the opcration
of the former i1s much more demanding. The
ASHRAE Guide (handbook for comfort ¢ngi-

recrs) points out that heat pumps operate up to
fli'c unes more h(-l!f: LA e LUlldllll)llCl

N ——————
and urges engieers Lo WRT Spedial were in

selecting tie proper components. Proper installa-
-_—

tion also plays 2 maer role in svstenrtelabmity,
e Nyl LAN

In addition 1o the stresses of the defrosting cycle

and the additonal burden of longer operation,
there are further stress problems related to
climate conditions. On¢ study found that the
stresses on the heat pump in northera climates
WEre seven Liies as gt as Hhose in southe
owever, Liere a wawik 10 the
problem when outdoor temperatures exceed 65
degrees and some heating s deswred (such as in
motcls). Having_cxcessive capacity under thig
condition lr'_"; cunpsesq0r pumgn the relriecrant
at a much higher sy thereby incressing the
stresses on the motor. Other factors which
nornually cause lhgh stress conditions are con-
tanunants in the refnzerant, voltzge fluctua-
nons, CONSLrts of cquipment when out-
dooMeMIraTaTes arc Jow.

Supplementary Heaters

It 1s generslly felt that the heat pump cycle
should satisfy at least 6070 of the design wanter
load with the rcmaning 40% provided by
supplementary stnp heaters. However, the divi-
sion point 18 necessanly determined by the
temperature zone. [-or colder arcas the Fledtnie
Conttort Conditinring Jnmn.mm-nrnumﬁ

'smp heaters be azed or 101 owbeddiebicyliige

loud plSTa T3 Cucty tactor, as a precaution

against heat punae baiuzee s can, however,
TSI excewsive_operating costs. Unless teh-
able indoor-outdoor thermostats are used, with a
manudlly adjustable twosstage wmdoor control,
straight resistance heating is teing used too
frequently with resultant higher costs. In some
instances. the refniecration cycic had cut outon
ateivcontrol ard M 3T as bomg turnished
v INC Tesilance Lealers. waich RO O was
aware ot until the electie buls came n, o

The outdoor thermostat shouid be set to cut out
above 35 degrees 10 prevent the stnp heater
from opefaling wnnccrsanly, except dunng the
defrost cycle. (Duriiig defrost, whiie hot relrig-
erant goes to the outJoor col, the strip_hcater
must take over to provide room heating.) A high
liniit device for sunsing the outlet supgly air to
the duct system should be sct at less tnan 200
degrees, Mechanieal clock sequencers have been
employed n some mehes to perfonn thew
functions, but it 1> now icit they should only be
used n comunction with thenmostats, It s
possible that new solid-state controls will over-
comec the scliabibity gap.

REAL ESTATE MANAGEMENT



Installation and Maintcnance
ngiaab

Accurate sizing of cquipment and ducts can he
critical in 2 hcat pump installation. Insufficicnt
return of room air can put a heavier burdcn on
the equipment and detract from its perform-
ance. Ovenizing the cooling capacity in order to
provide additional hcating capacity will result in
short cycling dunng summer, causing inadcquate
humidity control and spotty cooling temper-
stures; it will also result in discomfort and
higher operating costs.

Even the location of the air ducts jn the house
can have a major c(fect on operating costs. In six
identical houses adicent to cach other, it was
found that thr-e with ducts 1n the attic used
37% more clectncity than the three with ducts

in the crawl space. 0

Routine maintcnance and trouble-shooting
become more complicated with this type of
equipment, and rzcharging the refrigerant can be
cnitical. While recharging of ordinary air condi-
tioners can be controlicd through usc of pressure
gauges, the amount of rlnigerant used 1n 2 heat
pump must be carcfully waighed. Otherwise the
accumulator can be over-filled aind will aimost
certainly scnd a slug of hquid refrigerant to the
compressor. ¢

Accurate control of temperature in all phases of
operation is essentiai, all cortrols should be
checked out before physically installing the heat
pump. In one mnstance, an engineer discovercd a
motel instaliation in which controls were uni-
formly erratic from room to room, indicating a
basic factery fault rather than mishandung by
guests.

Service Training

Utility companies have strongly urged increased
training for instaliers and service men. Poor
systemn layout or installation often results in
conlinuing service probicms. Instaliers have been
urged 1o provide five-ycar service contracts.
Such service contracts can be quite benefizui to
the owner, especuliy il pnced at the tune
installztion tids are being made.

The should  visl  the

installing  contractor

OPERATING TECHNIQULS AND PRODUCTS
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customcr sfter the installation has been com
picted and cxplain all phascs of the heat pump's
operation. Unfortunatcly, such communication
often docs not gct down to the opcrating
personne! and docs not take the plice of
specially trained service mechanics who under-
stand the nature of hcat pumps.

Operating Costs

Many users of heat pumps are well pleased with
their performance, both in comfort and cost. An
installig contractor in Geosgia, who speculizes
in this work and services his installations, has
found that service costs for residential and small
commercial equipment between two and five
years old avcrage about $47 per unit per year.
Equipment over five years old shows an average
service cost of $170 per unit annually, with
some units running as high as $226.

Although such increases in scrvice problems
should be expected as the unit becomes older, it
may be surpniang that the energy usage also
increascs as the years go by. This was hughlighted
in a study made by a consulting engincer who
for ten ycars carefully observed and reccrd=d
the performance of the heat pump in his own
home in Gamnesvilie, Flonda. He is favorable
towards the use of heat pumps. but the accurate
metering he performed on his own unit revcaled
2 50% increase in clectr.cal usage as indicated by
the historical comparisor. below:

Kilowatt Hours/sq.f1./1000 dcgree days
1960-1961 - 2.69 Kwh
1969-1970 -  3.90Kwh

Maintenance costs have averaged $100 per year
dunng this ten-year penod in adcition to imtial
warranty service, Three compiessors, the fan
motor, and a variety of coatrols and accessones
have had to be replaced.

New Impiovements

The Edison Electric Institute, representing the
major electric utiity companices, feit that tne
heat pump represented a major potentzl cutlet
for clectsic heat at moderate cost. However,

hen _it_became aw f_the mulatztincus
problems, it commisaoned two g manulac- >
s 16 develop a mwre rehabic product. In “ev |,
e
Crwile
4
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1963 Westinghousc initiated work to develop a
three-ton prototype for ressdcntial use, which
was successfully completed 1n 1966.

Two hundied of the “second gencration™ heat
pumps have been fickd-tested in 57 utility
territoncs, thoroughly obscrved and instru-
mented, and by the end of 1971 the operating
statstics were published. These staustics ndi-
cated significant gains had becn made i rela-
bility and performance.

Much knowledge has been ganed concerning the
causes of earher failures, and many improve-
ments have been incorporated in the new de-
signs. However. the inhcrent problems  of
internal strese related 16 hith or low outduor
templiature still have not been  thotoushity

satishied,  ac.ordin?=ror—T Boller Healing-

Codling Councl. Typial au condiioners ate
desgmTg—to work withun a low-stress range of
internal pressure ratios, but thas has not yet been
fully worked out for the heat pump.

A recent nnovation, the use of a differcnt
refrigerant, scems to have amchorated some of
the problems, and a favorable repert has been
issued concerning ats advantages n reducisg
compressor failures, However, among those who

ey
coopcrated in the study. there are QiTCIOnces of

OpUNDIIS™TO UIT Lenefus of the relngerant
(R502).

Builder’s Expericnce

Based on the testimony of builcers it appears
that protlems with _the heat pump cannot be

d only to the north.

bmite
e am——

Statistics frc m the Dallas area tend to confurm
this speaific re ction, Dunng the ten-ycar penod
of 1957-1° ..¢ heat pumps accouated for 60% of
the clectr hc  sales in that urea according to
the electric uulty company. They now report
that hcat puiaps accounted foi less than 1% of
their salesan 1971,

It is also interesting to compare that local trend
wiih the national picture, as revealed by data of
the Ldison Electiic Institute winch are based on
reports from utilily companics on apartment
house installations. There were 175 electric heat
installations 1n apartincat houses nationwide

during the 1966-1968 interval and only 12 or
about 7% of these projects uscd licat pumps.
These data scem to indicate a greater reluctance
on the part of apastment house builders to use

heat pumpy as opposcd to budders of sngle
famuly units.

MAINTENANCE TIPS FOR HEAT PUMP
SYSTEMS

When contract senicing is requued, quahfica-
tions and references must be carefully checked.
When staff mechanics are used, they should be
given specahized tramnmmg for the particular
brand. Service manuals should be obtained for
all new mechanics, and they should be speaifi-
cally cauiioned about potential damages.

Trouble-shooting and renawrs should follow pro-
cedures outhined by the Refnigeration Service
Enginears Scaety. Whenr motor burnout occurs,
the procedures isted in the ASHRAE Guide
should be followed scrupulously,

Air Flow

Reduced flow of the inside sir over tae coil in
winter increascs systeim operating pressure and
temperature and may lcad to bugnout of the
compressor.

Reduced flow of air over the outside coil in
winter will increase (requency of defrost cycles.
Reduced flow of inude air in summer can cause
the humuidity from the room io frecze on the
surfaces of the cooling coul, quickly accelerating
further frecze-up and eventuaily causing damage
to the compressor.

Tip: Couls should be inspected frcquently to
cnsure they are not ciogged with hint or dirt, Aw
filters should be cleancd or replaced at segulae
intervals (o provide protection for the couls.

A quick stop-ctart operation cun cause great
stress anternatly, particularly  dunag repeated
defrost cycles wveral tunes a day. It con ahwo
create excessve intenmttent vibration of the
compressor, stroaming the tubing connections,

REAL ESTATE MANAGEMENT
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Tip: A 3-to-§ minute time delay control should
be instailed afler consultation with the manu-
facturcr. Supporting mounts and spnngs can be
replaccd with stronger oncs if necessary.

Moisture in System

Slight amounts of water vapor entrained in the
refrigerant can freeze up at certain critical
points, causing blockage throughout the system
and scvere, permancnt damage. As hittle as 25
parts per million of moisture in the refrigerant
can cause trouble.

Tip: Use “super-scnsitive™ moisture indicators
for testing heat pumps. Repairs to refrigerant
tudbing should be made only with scaled tubing,
prefcrably filled with nitrogen, Dessicant dners,
usually combined with the hine filter, should be
replaced every timie the tubing is opened. In
addition to normal dehiydration procedures, it is
good piactice, after ceveral weeks of operat.on,
to replace the dricr with a new one to cnsure
moisturc-free operation,

Overlicated Motors

Excessive tempcratures in the motor windings
may not harm the motor immediztely, but
frcqucently they can cause a cherical breakdown
of refrigerant and oil, creating sludge and acids,
These in turm gum up and corrode the com-
pressor’s pistons and valves,

Tip: A varicty of opcrating conditions can
cause the motor to overheat. It is therefore
esscntial that theimostat cutouts, preferably
placed in tlie motor windings and other scnsitive
spots, be included in the hermeticallysealed
unit. Check with the manufacturer to deterrune
if such protection has been installed.
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ROLE OF THE PROPERTY MANAGER

A revicw of the cfficiency advantages of heat
pumps, and an cvaluation of their potcatial
operating problems would indicate to the prop-
erty manager that speaial attention should be
devotcd to such cquipment when taking over a
new property. A factual, above-board discussion
should be held with the manufacturer’s engincer
to dctermine the specifics of potentwl service
problems. The manufacturer should recommend
suitable local scrvice organizations, and bids
should be taken for full service. This should
initially be arranged for a one-ycar penod until
conclusions can be drawn on the competence of
the service people, after which a five-year
contract may perhaps be in order.

Arrangements should be made with the product
manufacturer for a planned tratming prograin
with ogcrating personnel, covenng normal oper-
ation and munor troubieshooting, with partic-
ular cmphasis on detecting abnozral conditions.
In addition, accurate receids should be kept on
service calls and costs rclating to individual
units, and any substantial drains ia cash flow
should be brought to the attention of owners.

AC:INOWLEDGMENTS

Rol..rt E. Ross

Manager, Commercial & Industrial Maiketing
Better Heating-Cooling Council

35 Russo Place

Berkeley Heights, New Jerscy 07922

Addutioral copses of this and many
other Bulietin: are nailable for $1.
Free index of bulletins will be sent

upon request.

lastitute of Real Estate Mon: rement
155 Last Supersor Strext
Chicago, Ilinois, 6Co11
(312) 6649760
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COMMITTEE ON FINANCE
WIITED STATES SENATE

SUMMARY OF

STATEMENT OF THE LINEN SUPPLY ASSOCIATION OF AMERICA IN
OPPOSITION TO THE SHARED SERVICES FOR HOSPITALS AMENDMENT
TO H.R, 10612

1.

2.

3.

‘.

5.

The proposed amendment was rejected by the Senate before

because less expensive commercial services were available.

These services are still available.

Members of Linen Supply Association of America presently

serve more than 108 of hospitals.

Entities serving tax exempt institutions do not themselves

necessarily deserve tax exempt status,

Clear benefits accrue from central laundry services as

provided by commercial linen suppliers:

A.
B.
c.
D.

B.

No Federal funding

No long term contracts -

Hospitals may change suppliers if needs not fulfilled
Linen suppliers pay taxes--hospitals do not

Prices lower than most central hospital laundries

s roposed amendment would delete tax revenue and increase

health care .osts,
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COMMITTEE ON FINANCE
UNITED STATES SENATE

STATEMENT OF THE LINEN SUPPLY ASSOCIATION OF AMERICA IN
OPPOSITION TO THE SHARED SERVICES FOR HOSPITALS AMENDMENT
TO H.R. 10612

JULY 16, 1976

The Linen Supply Association of America strongly
opposes the shared services for hospitals amendment reported
by the Senate Finance Committee to H.R. 10612 as this amendment
applies to laundry services. The proposed amendment will
permit hospitals to obtain tax exempt status for cooperative
laundries. This amendment sponsored by the American Hospital
Association was rejected by the Senate the last time this
issue was raised on the basis of clear and substantial
evidence indicating that commercial textile laundry services
provided cheaper and more efficient services than can be
obtained from cooperative laundries and that commercial
services are available in all areas of the country.

The Linen Supply Association of America is a trade
association consisting of over 1,000 plants in the United
States. It is estimated that members of LSAA account for a
sales volume of over $1 billion annually and employ over
60,000 persons. At the present time according to the 1975
""Special Survey on Selected Hospital Topics'" prepared by
the American Hospital Association, over 10% of the hespitals
reported are served by linen rental service.

The American Hospital Association wishes to establish
tax exempt status for shared services as applied to cooperative

hospital laundries. It has long been a well established

T —
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principle that entities providing services to tax exempt
organizations do not therefore necessarily qualify as tax
exempt. The amendment concerning shared services of hospital
laundries is a case of a special interest group asking for

a tax preference when none is justified. (. consumers the
members of the Linen Supply Association of America are well
aware of the fact that hospital and health care costs are
rising and we are more than sympathetic to any argument that
justifies the needs to keep these costs Jown. However, in

the case of the amendment with which we are concerned, we

can show that an increase in the number of cooperative
hospital laundries will increase the cost of health care to
our nation by not only increasing the cost of laundry services
but by also depr.ving the government of the taxes paid by linen
supply companies and their employees. Cooperative hospital
laundries will require feleral capital funding. Private linen
supply companies provide their own capital funding.

The American Hospital Association recognizes the concept
of the efficiencies of large laundry facilities serving more
than one institution. In 1ts statement to the Committee on
Finance, the American liospital Association said "Tire benefits
health care institutions derive from an efficiently managed
central laundry include the avoidance of capital expenditures
for unnecessary duplication of facilities, the freeing of space
for other use in cach hospital that does not have to maintain
its own laundry, reduced operating costs through the greater
efficiency of a large laundry as compared to smaller individual
hospital laundries, and improved sanitation and quality control.

Relieving hospital officials from responsibility for operation
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of a8 laundry, which is a job more appropriate to business
trained personnel that large central laundries can afford
to employ also leave hospital officials more time to devote
to patient care."

Although the above quotation was offered in support of
the shared services concept for central laundries, it applies
even more aptly to the type of service that members of LSAA
can offer and do offer to such hospitals. We offer the exact
same benefits that cooperative hospital laundries do, and at
the same time provide our own capital for investment. We
permit hospitals to leave and switch services from one supplier
to another in the event service does not meet their needs.

We pay taxes but hospitals do not Last and perhaps most
significant, we offer all this at a price that is substantially
below the price at which most central hospital laundries have
been able to provide service in the past.

We have provided the Committee with full details as to
cost as included in our position paper of June 17, 1976,a copy
of which is attached.

The last time the Senate considered this issue, it was
decided not to include laundry services under the shared services
for hospitals concept. To change position now,in light of the
evidence presented by LSAA and without the opportunity for a
full hearing on this issue is a travesty oa justice. As our
federal budget continues to increase and the costs of health
care servi. > become astronomical, it is the job of the Congress
to avo:® unwarranted and unjustified deletions from the tax
base and to avoid further increasing hospital costs. We have

clearly shown that the proposed amendment is unwarranted ¢ .’
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unjustified on both the above bases. We ask that the shared
service amendment as applying to laundry services and on
textile rental services be deleted from the all-inclusive

Committee amendments.

John J. Contney
Executive Director

Linen Supply Association
of America
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LINEN SUPPLY ASSOCIATION OF AMERICA

POSITION PAPER IN OPPOSITION TO
SENATE FINANCE COMMITTEE

Committee Amendment to the Tax Reform Act (H.R. 10612)
relating to tax treatment of laundry services by hospi-
tals under Section 50l(e) of the Internal Revenue Code.

In 1968 Congress enacted legislation that gave tax exempt
status to certain cooperative hospital service organizations.
This concept was incorporated into the Internal Revenue Code as
Section 50l(e). At that time, the Congress specifically deter-
mined that it was 1n the best interests of the nation to exclude
cooperative laundry ventures from the 501(e) exemption. (Confer-
ence Committee Report No. 1533, 90th Congress, 2nd Session, Sec-
tion 109 (1968)).

The Senate Finance Committee has reported a Committee Amend-
ment, which would now include laundry services under Section 50l(e).
This amendment covers an issue which was publicly debated in 1968
and has not been raised publicly at any time in the consideration
of the present tax legislation.

The attached position paper clearly shows that there is
no justification in changing Section 501(e) with regard to laun-
dry services. It 1s inconceivable that the Senate wculd deter-
mine to reverse 1ts previous opinion without giving interested
parties an opportunity to present testimony at a hearing open
to the public. The amendment contained in the Senate Finance
Committee Committee Amendments is the direct result of lobbying
activities of the American Hospital Association which provided
the Committee incorrect factual data. We urge that you oppose
the amendments to broaden Section 501(e) with regard to laundry
services.

For more information contact Ellen Saenger, Legal Assistant,
Counihan, Casey & Loomis, or Steven J. Fellman, Counihan, Casey
& Loomis, 1000 Connecticut Avenue, Washington, D. C. 20036.
(202) 296-5680.

June 17, 1976
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OWARD P BeADY
sruant case
A JACK CrESSELL LINEN SUPPLY ASSOCIATION OF AMERICA
VINCENT ESPOITO POSITION
200881 A PED onN
A":‘;‘:L‘:;:‘" » TAX REFORM ACT OF 1976
e e SUPPLEMENTAL COMMITTEE AMENDMENTS
W 0 HAWKING
1ac uenmy
WiliAM & JACOSY The Linen Supply Association of America is opoosed to
Ot Laumsen he Senate Finance Committee amendment to the Tax .leform
e Act of 1976 (HR 10612) which would allow hospital laundries

2085 Smitn to be considered "sha..d services® and exempt from payment
posaid ¢ sreevee Of income taxes under Section 50l(e) of the Internal
LOUS 1IsPEsman Revenue Cod..

ComMITI Chstmsn WHY has Congress not invited the linen supply and

:?::o Comn laundry industries to appear at public hearings and present
aoct ¢ somgron  LESTIDONY OR the joint hospital laundry 1ssue? Why does

Eovconon Congress now consider an 1ssue twice before defeated without
nAREY 9 PETERSEN holding hearings? With hospital cost rising, WHY does Congress
iesvrenee want to create joint hospital laundries, constructed from

Jamts s1eson Federal funds and operated with tax exempt dollars when

Sresencat laieasss ytilization of linen supply or commercial laundry services

o it would be more economical?

:'.‘..“‘.‘1..‘.‘::"’ " We ask the Senate to deletc this amendment in the bill
~AK N STETINER as passed by the Senate Finance Committee. This same

Nem.astng solution was adopted by the Senate Committee on labor and
20GHE 31mP50M Public Welfare 1n rejecting a similar proposed ar:ndment
Oseraens to the Partnership for Health Amendments of 19€7 Senate
‘,:f“: ":‘::0‘" Report No. 724, 90th Congress, FPirst Session, p. .9;

(St w 59E80 November 4, 1967) and again in the Revenue and Expenditure
Resesrch Control Act of 1968.

?.'.'.::"..‘Ziil?l'... Our specific reasons for requesting the deletion of the

proposed amendment follow:

LINEN SUPRLY  QUALITY RENTAL SERVICE OF CLEAN TOWELS ° SERVICE APPAREL °  TABIE WAPERY * BID LINEN « AND OTWER NEXTNE TS
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LSAA Position Paper
Page 2

1. Existing cooperative laundry services have been shown
to be more expensive when compared with the cost of
outside-the-hospital laundry and linen services
provided by linen supply companies.

2. The intent of the Congress should not be to continue
to sponsor these institutions whose activities result
in higher costs for hospital care when the same
services can be provided at less cost by tax-paying,
for-profit commercial companies.

3. The hospital community itself recognizes this and
criticizes hospital management in general to be
1nadequate as regards productivity when compared to
praivate industry. They also criticize hospital cooper-
ative laundries, in particular, for poor service and
high costs, especially the high cost of debt service
because of high central laundry construction costs.

4. For-profit linen supply companies who pay taxes
offer lower total per patient day costs for laundry
and linen services than existing central hospital
cooperative laundry establishments.

5. Linen supply companies and other outside-the-hospital
commercial laundries have served a substantial per-
centage of hospitals economically and well for many
years 1n a very stable customer/supplier relationship.

6. Combined use of linen supply services when compared
with existing hospital central cooperative laundry
establishments could save hospitals and their heailth
care customers an estimated additional 5 to 10% of
their present laundry/linen service costs, resulting
1n an annual savings of from $42,500,000 to $85,000,000
per year 1in medical expenses.

Look At These Facts:
1. Existing cooperative laundry services have been shown to be more

expensive when compared with the cost of outside-the-hospital laundry
and linen services provided by linen supply companies.

A survey conducted in 1975 of sixteen hospital laundry coopera-
tives by Michael Broadbent, a hospital laundry consultant, revealed
that linen service costs per patient day 1n these cooperatives ranged
up to $4.45 and averaged $2.91. The same survey noted that linen
suppliers majoring 1in hospital rental averaged a per patient day
linen service cost of $2.13. More significantly, the costliest linen
supplier was $2.28 per patient day, a far cry from the high $4.45
cost of one cooperative laundry.
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LSAA Position Paper
Page )

2. The intent of the Congress should not be to continue to sponsor
these institutions whose activities result in higher costs for
hospital care when the same services can be provided at less cost

by taxpaying, for-profit commercial companies.

The proposed Senate bill which would exempt hospital cooperatives
from federal taxes is inimical to both hospitals and linen suppliers
of the United States. It would act contrary to the very purpose
for which the bill is intended--that of reduc:ing the cost per patient
day which is so necessary for the health care industry in the United
States.

The Linen Supply Association of America and 1i1ts member companies
feel that the proposed tax exemption will allow an unfair advantage
to accrue to cooperative laundries and severely hamper the efforts
of linen suppliers to provide a more efficient and economical
alternative linen service.

3. The hospital comminity 1tself recognizes and craticizes hospital
management in general to be i1nadequate as regards productivity when
compared to private industry. They also criticize hospital coopera-
tive laundries, in particuiar, for poor service and high costs,
especially the high cost of debt service because of high central
laundry construction costs.

Mr. Allen G. Herkimer, Jr., Co-Chairman of the Hospital Financaial
Management Panel 1n 1ts 1973 report to the National Commission on
Productivity said that the first external problem of hospitals is the
"general lack of competitive, r:isk-oriented atmosphere created by
the marketplace."” The statistical devices for measuring hospital
productivity are not always adequate, as the Hospital Financial
Management Panel noted. Yet 1t 13 essential that this vital
industry knows what results 1t 1s producing and continually seeks
ways to improve 1ts productaivity. But to further reduce the com-
petition by enccuraqing the use of hospital laundry cooperatives
which have not proved to lessen costs would be a severe blow to the
attempt to inctease hospital productivaity 1n this most vital area.

Although there has been a certain trend towards creating or
joining central laurdries, there has been a parailel growth of
complaints and dissatisfaction with their operations and service.
Hospital administrators wavering on laundry decisions are justifiably
concerned. According to Wilbur Stevens, Director of Central
Services, Mercy Hospaital, Pittsburgh, Pennsylvania, writing in the
December 1975 1ssue of Hospital Financial Management:

“The tendency to consider and dccument laundry

and linen service as one function and the resulting
tendency to blame all problems relatirg to linen on
the laundry are at the root of the dissatisfaction
with central laundries ... these 1deas tend to
obscure the real problem--usage.”

74-€19 O - 76 - 13
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This is the heart of the real problem with cooperative laundries.
It is the internal savings effected by proper use of textiles which
is the second half of the laundry system providing lower costs per
patient day.

Linen suppliers, constantly pressured by the free enterprise
system of competition and cost savings requirements, have developed
and refined the system in order to provide the most economical
laundry processing and linen service costs to hospitals throughout
the United States.

It is the position of the Linen Supply Association of America
that the growth of the central or cooperative laundry has also been
slowed by its inability to provide this dual service--linen service
as well as laundry service. The processing of laundry is relatively
routine, while the management of the linen service within the
hospital is a more complex and sophisticated affair.

The hospital served by a linen supplier has, in effect, an
additional expert on the hospital staff. The linen supplier has
a vested interest in assisting the hospital administrator to effect
internal savings.

A typical central laundry makes the mistake of contracting with
member hospitals to provide a specified quantity of linen at a
specified price per pound. Central laundries, however, only control
the cost of processing. The cost of replacing linen 1s out of their
control. This results in inadequate budgets to replace linen,
complaints and general dissatisfaction. According to Mr. Stevens
and, again, quoting from the December 1975 i1ssue of Hospital
Financial Management:

"The central laundry has no control over how linen

is used 1n a hospital. It may provide linen service
as well as laundry service. It may have the
responsibility for purchasing linen in volume for 1its
members. But i1t can do nothing to control how that
linen is used (or abused) after 1t 1s delivered to
the member institution.”

Another major item of significance contributing to the sky-
rocketing cost of cooperative laundries 1is the cost of debt service.
In an address before the American Hospital Association Convention 1in
August of 1975, another well-known hospital consultant, Davad
Giancola, reported that "a major cost of centrals 1s debt service,
which 1n some centrals can run as high as 6 to 8¢ a pound. At this
rate 1t actually exceeds labor costs.*”

Clearly, the central hospital cooperative laundry concept has
not prcven to be cost effective. Rather, 1t 1s extremely costly
when compared with the same or better service provided by tax-
paying, praivate enterprise linen supply companies.
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In an article entitled, "Priorities for a National Health
Policy,” written in the May 29, 1976 issue of the National Journal,
Nelsor \. Rockefeller, Vice President of the United States wrote:

“A major contributor to the rising cost of health
care has been the construction of unnecessary fac-
ilities, and the purchase of expensive equipment
which duplicates that already available in a
community. I recommend strict application of the
provisions of the Health Planning Act, aimed at
reducing the construction of unnecessary health
facilities and the duplication of expensive
equipment.*®

Extending tax exempt status to hospital laundry operations would
further encourage unnecessary and uneconomical hospital laundry
construction under the mistaken belief that they would save money.
In fact, this construction would duplicate existing commercial
laundry and linen supply facilities available in the community.

4. For-profit linen supply companies who pay taxes offer lower
total per patient day costs for laundry and linen services than
existing central hospital cooperative laundry establishments.

The Broadbent survey previously mentioned sampled linen suppliers
as well as the sixteen hospital cooperative laundries and reported
significantly lower per patient day costs when compared with those
same hospital cooperative laundries.

LSAA surveyed member companies in 1975 to determine among other
facts, cost per patient day. All costs reported range from 55¢ to
$3.30 per patient day. The micddle 508 of members reporting reported
costs ranging from $1.23 to $2.64 per patient day with a medizn of
$1.75 per patient day. :

In contrast, a recent survey of hospital cooperative laundries
conducted for Community Hospital Services by Ken Davis in May, 1975,
of 27 central laundries, showed a cost per pound range of from
10.21¢ to 26.40¢. At an average usage of frcm 12.27 to 17.09 pounds
per patient day (as reported by the American Hospital Association
in its 1975 survey of 1,831 hospitals), per patient day costs of the
reporting hospitals served by these cooperative laundries could range
from $1.25 to $4.51 per patient day. The middle 50% of the hospaital
cooperative laundries' reported costs are from 15.50¢ to 19.41¢ per
pound. Again, at an average usage of 12.27 to 17.29 pounds, costs
to serve member hospitals could range for $1.90 to $3.32 per patient
day. With an average cost of 17.59 per pound and an average usage
of 14.68 pounds per patient day, estimated average costs to hospitals
served by cooperative laundries could be $2.58 per patient day
compared with a median cost of $1.75 per patient day for linen supply.
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S. Linen supply companies and other outside-the-hospital commercial
laundries have served a substantial percentage of hospitals
economically and well for many vears in a very stable customer/supplier

relationship.

At the present time, according to the American Hospital
Association 1975 survey of hospitals in the United States, only 10%
of 6,223 hospitals reporting were served by laundry cooperatives
while 40.6% were served by outside-the-hospital commercial and linen
supply sources. The balance of hospitals were served by hospital
in~-house laundries or a combination of the above services.

A removal of taxable status from the 108 of cooperatives and
the ability to solicit and serve other facilities, many of whom may
be present customers of linen suppliers, would be a substantial
detriment to our industry. More than 200 of the plants operated by
members of the Linen Supply Association of America are in hospital
rental and many have been engaged in this field for forty years or
more. They have had remarkably stable relationships with their
hospital customers over the years because of the fine service and
the lower costs offered to these hospital customers.

6. Combined use of linen supply services when compared with existing
hospital central cooperative laundry establishments could save
hospitals and their health care customers an estimated additional 5 to
108 of their present laundry/linen service costs, resulting in an
annual savings of from $42,500,000 to $85,000,000 per year in

medical expenses.

According to the American Hospital Association 1975 edition of
Hospital Statistics, hospital expenditures in 1974 totaled
$41,406,000,000 or 2.96% of the Gross National Product. In 1974, the
7,174 hospitals in the United States had 1,513,000 beds with an
average daily census of $1,167,000 patients. Using a conservative
figure of $2 a day for laundry and linen expense, the annual cost of
laundry and linen expense for all hospitals 1in 1974 was $851,000,000.

Studies have been made of the cost of laundry and linen per
patient day in central laundries as compared to linen rental. It
appears that a savings of 5 tc 10% of the $851,000,000 can be achieved
annually where linen rental 1s used. This 1s a savings of
$42,500,000 to $85,000,000 a year--a major i1tem of significance,
especially at a time of soaring mecdical costs.

For lowest possihle patient costs, 1t 1s essential that laundries
for hospital linen services function 1n a free enterprise environment.
It is only 1n that competitive environment that internal barriers to
low productivity will be dissolved and that pressures for profit and
performance will result 1in the best patient cdare at the most
reasonable per patient day cost.

BACKGROUND

As background, the Linen Supply 2ssociation of America 1s a
voluntary trade association with 1,053 member plants in the United
States.
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According to the U.S. Census of Business in 1972, the linen
supply industry consisted of 1,314 establishments, employing
65,622 people.

Members of our association account for more than 908 of the
one billion-plus dollars annual sales of our industry; and employ
over 60,200 persons. In 1975, linen suppliers had an estimated
sales volume of over one billion dollars, processed over 4 billion
pounds of textiles, paid employees about $480 million in wages, used
about $44 million in laundering supplies, purchased about $250
million of new textiles, spent about $37 million on machinery,
equipment, and buildings, supplied customers with over 7 billion
pieces of linen and operated over 22,000 vehicles. All segments
of the textile rental industry have a total sales volume of about
1.9 billion dollars a year.

Member companies rent hygienically cleaned textile items to
millions of customers in commerce, industry and the professions.
Hospitals, nursing homes, doctors' and dentists' offices, medical
and dental clinics, schools and other important human needs
institutions as well as restaurants, hotels, food processing
companies, retail stores, etc., are major customers of most linen
supply companies.

The Linen Supply industry (SIC 7213):

- has great value to the economy as is clearly evidenced
by 1ts record of continuous growth.

- recycles its products thereby helping to maintain a
proper ecological balance.

- 18 energy efficient. Use of our industry's services
helps reduce our nation's energy expenditures.
For further information please contact:

Ellen C. Saenger
202 -~ 296-5680

or

Steven John Fellman
202 - 296-5680

June 17, 1976
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STATEMENT OF THOMAS A. MELFE
(N BEHALP OF THE AMERICAN BANKERS
ASSOCTATION BEFORE THE
COMMITTEE QN FINANCE
UNITED STATES SENATE
ON GENERATION-SKIPPING TRUSTS

July 20, 1976

Mr. Chainman and Menbers of the Cammittee:

My name is Thomas A. Melfe. I am the Chairman of the
Taxation Camittee of the Trust Division of the American Bankers
Association and an Executive Vice President of United States Trust
Campany of New York. I am accompanied by J. H. Butala, Jr., Senior
Vice President of Cleveland Trust Campany, a former Chairmar. of the
Taxation Camittee.

The American Bankers Association is an association camposed
of about 14,000 banks or some 96% of the banks in the country. Approxi-
mately 4,000 of the banks exercise fiduciary powers serving their
customers as trustees and executors. Thus, the Association is keenly
interested in any changes in the tax laws affecting trusts and estates.

The list of the subjects to be considered at these hearings
includes generation-skipping trusts. The ABA believes the treatment
of generation-skipping trusts cannot be considered separately fram
the treatment of geperation-skipping transfers which are not in trust.
This point is most impartant in developing an approach to the taxation
of trusts which is sensible and does not encourage unnatural estate

plans for reasons which will be discussed. The action which your
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Camnittee has taken on generation-skipping deals anly with generation-
skipping trusts.

The taxation of trusts is a technical and complex matter
and generation-skipping is the most difficult of all trust subjects.
The ABA, in its 1973 testimony before the House Cammittee on Ways
and Means, suggested what was then a new approach to the problem
of generation-skipping transfers. D ring the hearings before the
same Camittee earlier this year, the ABA renewed its earlier re-
commendation which is discussed at pages 19-22 and 28 in a Cammentary
on Proposed Tax Refarm Affecting Trusts and Estates filed with this
statement. The theory underlying the ABA approach is that it is not
necessary to detemmine at the time of a transfer to a trust that a
particular generation may be skipped. It is only necessary to apply
the tax when the generation is actually skipped. This approach is
desirable because it does not conflict with the trend towards
flexible trust dispositions.

On Hay 24, 1976, Al Ullman, Chairman of the Comnittee an
Ways and Means, introduced H.R. 13966 titled the "Estate and Gift Tax
Reform Act of 1976" and shortly thereafter the Camittee cammenced
wark-up ~on this bill. Section 7 of the bill would add a new Chapter
13 captioned "Tax on Certain Generation-Skipping Transfers" to the
1954 Code. The Chapter 13 tax is patterned after the approach suggested
by the ABA, but with two important exceptions - transfers fram trusts
to grandchildren of the grantor or persons in the same generation as
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such grandchildren would be subject to tax and, after a ten year periad,
the tax would be applicable to "pre-existing” trusts, trusts created prior
to April 30, 1976. These two changes are highly controversial. Section
7 contains other controversial provisions. For exanple, if a trust were
created for a grandchild of the grantor and the grantor's attorney who
was 13 years younger than the grantor acted as trustee and had discretionary
powers over either incame or principal, the trust property would be sub-
jected to tax when the attormey ceased to act as trustee. This result
goes far beyond what is commonly considered as a generation-skipping
transfer.

On June 11, 1976 your Camittee, with little
discussion, decided to recammend an amendment to H.R. 10612 adopting
the policy embodied in section 7 of the Ullman bill. The ABA pelieves
that this action was ill-advised. Highly controversial and camplex
subjects should not be dealt with in this manner without adequate
hearings.

Since the Finance Comittee decision, the Cammittee on Ways
and Means has modified and restricted section 7 in significant respects.
The two most important changes have been to exclude fram the application
of Chapter 13 (1) transfers to grandchildren of the grantor and (2)
trusts created befare April 30, 1976. Why should a transfer to a
grandchild be exempt fram the Chapter 13 tax? Because the law should

not interfere with normal patterns of disposing of property among a
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person's "family" which have develcped. These pattems include the use
of a family trust or trusts which provide flexibility and enable the dis-
position of property to be altered to accomodate changes in circumstances.
A trust is no more than a single fund in which beneficiaries have
interests which relate to their requirements. It is unwise to penalize
a trust disposition to a person's "family” in the form of a Chapter 13
tax when outright dispositions to the "family" escape this tax.

To aid your Coomittee in reviewing its action we have
prepared a menorandum analyzing section 7 of the Ullman bill, with
particular attention to the policy issues and technical problems which
it presents, Acq:yofﬁtenmmdmisfiledwithmis.mmt.

The major policy decisions discussed in the memorandum are:

1. Should the Chapter 13 tax have a more significant
impact on the moderately wealthy than it does on the very wealthy
and should it encourage umatural estate plans to avoid the tax?

2. Should Chapter 13 apply to “"pre-existing® trusts?

3. Should the Chapter 13 tax create a "penalty” for
a trust disposition in the sense that property taxed under that
Chapter is treated unfavorably for basis, estate tax deductions
and other purposes when canpared with property subjected to the
estate tax?

4. Should Chapter 13 impose a tax upon the death of a
trustee who happens to be in a generation below the grantor and has no
beneficial interest in the trust?
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5. Should Chapter 13 apply to "transfers" by non-resident
aliens, thus discouraging the use of U.S. trustees?

6. Should Chapter 13 apply when there is an unusual
arder of deaths, viz., a child predeceases a parent or a grandchild
predeceases a child?

7. Should the amount of the Chapter 13 tax have no
relationship to the extent of a beneficiary's interest in the trust?

8. Should the purchase of an annuity for a child be made
more advantageous than the creation of a trust for a child in terms
of the Chapter 13 tax?
Section7armseadxoftheseqt§timsinﬁ:eafﬁmtive. We
believe each should be answered in the negative.

We feel confident that after you have read the memorandum

your Gammittee will agree that it camot support section 7 of the Ullman

bill in the form it was in at the time you decided to approve it. We
also believe that after careful consideration your Committee will not
agree with the manner in which major policy issues are resolved in
the section.

The ABA urges your Cammittee to modify its approval of
section 7 of the Ullman bill. As previously mentioned, we suggested
a generation-skipping approach to the Committee on Ways and Means.
This approach reflected more than five years of careful consideration
of a conplex subject. Our approach is preferable to any other one
that has been suggested. Its inpact would not be so hroad as section
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7 of the Ullman bill, but would be broader than the approach recammended
by the American Law Institute after years of study by a group headed by
Professor A. James Casner of Harvard Law School, who acted as reporter.
There are those who say that the impact of our proposal is not substantial.
We disagree. Where the wealth inwolved is considerable, the impact will
not be minor. The effect of the ABA approach, in the context of a trust
fcr descendants of the grantor, would be to shorten the period during
which trust property may be kept outside of the transfer tax base from
as much as 100 years to a period not to exceed the life or lixes of
children of the grantor.
dxeofﬁememsedbyinmmdindivid\nh
and groups is that the oonplexity of the proposed legislation is such
that it will not be understood or be able to be applied by general
practitioners. We have revised our draft statute in an effort to
shorten the language and sinplify the concepts. In doing so, we
have adopted material fram section 7 of the Ullman bill. The revision
of our "estate tax” generation-skipping provision to be inserted in
Chapter 11 is filed with this statement. The result is a draft statute
with the operative provisiorsexpressed in only 5 pages. The revision
is much easier to understand than section 7 of the Ullman bill.
Simplicity is a virtue. The “"gift tax" generation-skipping provision
to be inserted in Chapter 12 is essentially the same as our estate
taxpmvision,amptforarefmtotamb}edistributiamas
well as to taxable terminations. The location of these provisions in
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.

Chapters 11 and 12 rather than in a new Chapter 13 eliminates many of
the problems of section 7.

In conclusion, we recammend to your Committee the approach
contained in the revision of our "estate tax” generation-skipping
provision filed with this statement. If your Camittee does not approve
this approach, we urge changes be made in section 7 of the Ullman Bill
which would (1) create an exception for a distribution to a grandchild
of the grantor, (2) make Chapter 13 inapplicable to all pre-existing
trusts and (3) change other parts of section 7 as suggested in our
memorandum to reverse its policy and cure its technical defects. If
your Commuittee rejects the ABA approach and modification of sectian 7
in the manner indicated, we believe the section should be eliminated
from your Camittee's amendments because the problems involved with

it are serious and make its enactment undesirable.
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July 16, 1976

MEMORANDUM REGARDING TAX ON GENERATION-SKIPPING TRANSFERS
UNDER SECTION 7 OF H.R. 14115
Introduction
n June 11, 1976 the Senate Finance Camittee decided
to recommend an amendment to H.R. 10612 adopting the policy embodied
in section 7 of H.R. 14115 introduced by Al Ullman, Chairman of the
Conmittee on Ways and Means of the House of Representatives. This
section would add to the 1954 Code a new Chapter 13 captioned "Tax
on Certain Generation-Skipping Transfers®, which would be a part of
Subtitle B relating to estate taxes (chapter 11) and gift taxes
(chapter 12). A summry prepared by the staff of the Joint Committee
on Internal Revenue Taxation described the effect of Chapter 13 in
the following manner: .
“The bill would impose a tax in the case of generation-
skipping transfers under a trust or similar arrangement an
the distribution of the trust assets to a generation-skipping
heir (for example, a grandchild of the transferor) or upon
the temmination of an intervening interest in the trust (for
example, the termination of an interest of the transferor’s
child).
"The tax would be substantially equivalent to the estate
tax which would have been imposed if the property had been
actually transferred outright to each successive generation.

Generally, the tax would be paid out of the proceeds of the
trust property.”

Since the Finance Committee decision, the Conmittee on Ways and Means

had modified and restricted in significant respects the scope of proposed
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Chapter 13.* The purpose of this memorandum is to describe Chapter 13
as propoeed by Chairman Ullman, and as modified oy the Camittee on
Ways and Means, and to discuss policy issues and technical problems
presented by the Chairman's proposal.

Sumrary of Scope of Chapter 13

The use of the word "certain® in the title to Chapter 13
is significant. The tax is not inposed on all transfers which skip
a generation. The most significant amission is the failure to tax
outright mfersmidlskipa;ea:mgmeratiazs. To illustrate,
property transferred outright by will to the decedent's grandchildren
would not be subject to a Chapter 13 tax. The Chapter 13 tax is
directed solely at the splitting of benefits in a fund of property,
usually a trust, among beneficiaries in different generation levels
below the grantor. In determining the amount subjected to tax, the
nature of a younger generation beneficiary's interest is not significant.
The entire value of the trust property is subjected to tax upon the
termination of a child's interest. Whether the interest is wholly
discretionary with a trustee, is limited by a fixed and ascertainable
standard ar is absolute, viz., a right to receive the entire income,
and the dwration of the interest - whether ane day, ane month, one
year ox fifty years - is irrelevant.

Operation of Chapter 13
Chapter 13 contains an elaborate netwark of eleven defined

* The Cammittee Print i:mmining the tentative policy decisions of the
Committee on Ways and Means is H.R. 14571.
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taxws, may of which are interrelatad. Thess texms ave:

1. Genscatiom-skipping transfer - §2611(a)

2. Deamed transferor - §2612

3. Generation-skipping txrust - §2611(b)

4. Generation-skippang trust equivalent - $§2611(d)

5. Taxable distributiam - §2613(a) (1)

6. Taxable termination - §2613(b) (1)

7. Younger generation beneficiary - §2613(c) (1)

8. Beneficiary - §2613(c) (3)

9. Interest - §2613(d) (1)

10. Power - §2613(d) (2)

11. Ascertaiment of Generation - §2611(c)

In arder to understand the application of Chapter 13, one must master
the definitions in che same way that the definiticnal provisions in
the trust incame tax throwback rules of sections 665 through 669 must
be mastered. If this is not done, incorrect decisions regarding the
application of Chapter i3 will almost certainly follow.

Chapter 13 inposes a tax on any generation-skipping transfer,
which is defined to mean "any taxable distribution or taxable termina-
tion with respect to a generation-skipping trust or trust equivalent”.
A “"generation-skipping trust®" is a trust having "younger generation
bemficiaties'@areassigmdtomm&nnmeqeneratim. A
"younger generation beneficiary" is "any beneficiary who is assigned
to a generation younger than the grantor's generation”. A "beneficiary”
is any person "who has an interest or power in the trust".* A person

* This definition has been changed in H.R. 14571 to substitute the wards
"a present ar future" for "an".

74-619 O - 76 - 14
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is deemed to have an "interest" in a trust if he ar she has a right to
receive income ar corpus or is a permissible recipient of income or
corpus. The term “"power” refers to "any power to establish or alter
beneficial enjoyment of the corpus or income of the trust”. Thus, a
person may be deamed to possess a power, and therefore be a "beneficiary”,
even though he camnot exercise the power for his own benefit.

The temms "taxable distribution® and "taxable termination®
are the key definitiona! provisions in Chapter 13 in the sense that
these two events cause the imposition of a tax. In general,
the words "distribution® and "temmination“ are given their nonal
meanings. A "taxable distribution® is "any distriktution which is
not out of distributable net incame fram a generation-skipping trust
to any younger generation beneficiary who is assigned to a generation
younger than the generation assignment of any other person who is a
youger generation beneficiary".* This definition is relatively
straightforward and should not present serious problems of interpretation.
If any part of the Chapter 13 tax on a taxable distribution is paid
fram the remaining trust property, the payment is deemed to be a
taxable distribution. This "gross-up” rule produces a parity with
a transfer subjected to estate tax in the sense that the amount of
the tax itself is subjected to tax, but is inconsistent with the
result for a transfer subjected to gift tax vhere the amount taxed
is the value of what the danee receives.

* The words "the incame of the trust (within the meaning of section 643(b))"
have been substituted for "distributable net incame” in H.R. 14571. The
reference to income within the meaning of section 643(b) refers to incame
determined under applicable state law. If distributions of incane and
principal are made in the same taxable year, a special rule, discussed
mpagezo,resmctsﬂxeummemm
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A "taxable temmination” is defined as

"the termination (by death, lapse of time, exercise or non- .

exercise a. ~thervise) of the interest or power in a generation- -

akipping trust of any younger generation beneficiary who is

assigned to any ceneration older than the generation

m_gummnawmumhcwﬂmamt
This general rule is subject to two special rules, each of which is
itself subject to an unlimited and unascertainable exception to be set
foarth in regulations. First, if two or more younger generation bene-
ficiaries are in the same generation, the transfer constituting the
termination with respect to each such beneficiary shall be deemsd to
occur "when the last such temmination ocams®™.** To illustrate, assume
that A creates a trust for his descendants and gives the trustee the
discretionary powar to pay income or principal to such descendmts
living from time to time and the trust is to taemminate upon the death
of the swvivar of A's three children B, C and D at which time the trust
property is to be distributed to A's issue then living, per stirpes. The
deaths of the first two children will not result in taxable terminations
at those times, but rather they will be “"suspended” until the death of
the third child, when each child will be the “"deemed transferar” of
the trust property distributable to his or her issue. Second, if a

younger generation beneficiary has more than one interest or power,

* A new sentence has been added in H.R. 14571 saying "Such temm does not

include a termination of the interest or power of any persan who at no
had anything other than a future interest or futire power (or
the trust.” This sentence is required because the term "bene-
as

** The quoted words present same construction procblems. See pages 31-32.
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the termination with respect to each such interest ar power shall be
deemed to occur when the last termination occurs. To illustrate, if A
creates a trust for his son S and directs that S shall receive the entire
incare of the trust and shall have an annual non-cumlative power to
withdraw 5% of the truct principal, any taxable termination resulting
fram the lapse of the power in a year through non-exercise is "suspended®
W.ul the death of S. The taxable termination concept is tricky in
operation and, as subsequently discussed, produces both uncertain and
undesirable results,

The amcunt of the Chapter 13 tax is based upon the trust
property being transferred by a "deemed transferor”. This temm is
defined as the parent of the "transferee of the property who is more
closely related to the grantor than the other parent of such transferee
(or if neither parent is related to such grantor, the parent having a
closer affinity to the grantor)" or if the parent is not a younger
generation beneficiary but an ancestor of the transferee is a younger
generation beneficiary related by blood ar adoption to the grantor,
the youngest of such ancestors.* In most cases the deemed transferor
will be (or will have been) a beneficiary of the trust. The deemed
transferar will, however, not always be (or have been) a beneficiary
of the trust. The soundness of treating a person who has no interest
in the trust as the deemed transferor is open to guestion.

In the case of a taxable distributicn, the transferee

will be the person receiving the propecty. In the case of a taxable

* The factual determination of which parent has a "clcser affinity to
the grantor” would be troublesome.
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temination, the transferee may not be known because the property

may not be indefeasibly vested at the taminating event. Whan

®it is not clear who will be the transferee of any portion of the
property transferred” such portion is desmed to have been transferred
Pro rata to all tyust beneficiaries on a per stirpes bagis. Uhile
this rule provides an answer when the disposition of the entire trust
property is subject to the exercise of discretionary powers by a trustses,
it leaves uncertain the determination of who is the transferee in other
cases.® To illustrate, assume that at the time of a taxable termination
A has an income interest for life and upon A's death the property is
to be distributed to A's then living issue, per stirpes. Is A to be
deaned to be the transferee tc the extent of the actuarial value of
his income interest? Are A's issue, per stirpes, determined as of

the tims of the taxable termination to be deemed to be the transferees
to the extent of the actuarial value of the remainder interest? What
effect would a discretionary power to pay principal to A have ypon the
transferee determination? What effect would an annual non-cumilative
power of withdrawal in A have upon this determination? Chapter 13
does not provide clear answers to these questions. The word "transferee®
should be a defined term.

The Chapter 13 tax is determined by applying the single
wified rate schedule to the fair market value of the property
transferred, after reflecting for rate purposes all priar Chapter
13 transfers of the deemed transferor, the taxable gifts of the

deamdmfm.priotw&ncupmtnmexmdtmmhh

* If the "transferee” is uncertain, the "deemed transferor®” may be uncertain.
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estate of the deemed transferar if he has died. On the other hand, if
the deemed feror is alive, the Chapter 13 transfers will not be
taken into t under the single unified rate schedule in camputing
hisgifé estate tax on any subsequent transfers. The reason for not
fully coordinating Chapter 13 transfers with gift and estate tax transfers
of the deered transferor is that he may have no control over transfers
subject to the Chapter 13 tax, and a constitutional prcblem might be
presented by having his gift or estate tax rates affected by Chapter

13 transfers.

Since the Finance Camittee amendment does not provicde a
single unified rate schedule, the method of determining the Chapter
13 tax must be modified. Under a dual rate structure, the proper
approach would be to treat Chapter 13 transfers taking place during
the life of the deemed transferor as being subject to gift tax rates
and Chapter 13 transfers taking place upon or after the death of the

deemed transferor as being subject to estate tax rates.

Policy Problems of Chapter 13
1. Upside Down Impact of Proposal
As previously noted, Chapter 13 does not apply to all

generation-skipping transfers, but only to those which split benefits
between different generations below the grantor. Accordingly, the
Chapter would have only a minimm impact on the very wealthy. With
campetent advice, such persons would leave only a part of their
disposable property to ar in trust for their children and leave
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mst of their property to their more remote descendants, thereby
avoiding the imposition of an estate tax or Chapter 13 tax at the
death of a child on the property left to the remote descendants.

Example (6) prepared by the Staff of the Joint Camuittee
mmmlmmtatim,wkﬁdxmapartofmteﬁale&:mm
H.R. 14115 (see Cangressional Record, May 25, 1976, H4924) creates a
false impression as to the significance of Chapter 13. It uses a
widower with $100 million and says he creates an inter viwos trust
of $40 million for his son with remainder to his granddaughter and
athis'deathuidshisrerain.ingesutetoﬂ\emst. A mxch more
mcely.dispositimwo‘ﬂ.dbeammtofmlyasnallpartoft‘.heSlOO
million for the son with the balance of tne estate going to grandchildren
and nore remote descendants. A disposition of no more than $10 million
in trust for the son would seem much more probable.

On the other hand, a person having considerably less wealth,
say $500,000, but still inmpacted by the estate tax will not usually be
able to "by-pass” his children as to nore than a smll part of his es-
tate and still provide desired protection for them. Chapter 13 would
have a propartionately larger impact on such a person than on a very
wealthy person. This result is objectionable in terms of sound tax
policy. It certainly cannot be justified, as some suggest, by the
fact that Chapter 13 is significant to only a small percentage of all
decedents. Rather, the appropriate test is whether, in terms of all
affected decedents, Chapter 13 cperates equitably as between persons
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with different amounts of wealth. The answer is that it does not do so.
In arder to do so the Chapter would have to apply to all generation-
skipping transfers, without regard to a splitting of benefits theory. .

mmmt,mWwmeuee
on Ways and Means on June 30, 1976, provides that distributions or
terminations in favor of a grandchild of the grantor will not be
subject to the Chapter 13 tax. This change eliminates the “upside
down" inmpact of the generation-skipping prooosal in the context of
transfers to children and grandchildren of the grantor. The Landrum
amendment reducss substantially the long term revenus to be derived
fram the Chapter 13 tax. No significant revenue wculd, hc.ever, be
realized by the Chapter 13 tax, as originally propesed, curing the
first 10-15 years of its application because the tax wculd nct be
padyable until the death of a person who is at least ane generation
below the grantor. Thus, unless the tax is to apply to pre-existing
trusts (see 3 below), two events would have to occur befare a tax
would be due - a trust must be created and a younger generation
beneficiary's interest must terminate (usually by death).

2. Induces Unnatural Estate Plans

Another cbjection to the policy of Chapter 13 is that
it would encourage wnnatural estate plans, viz., the by-passing of
children in arder to avoid a second tax, and the creation of property
dispositions for children which avoid the tax but which are not as
desirable as a trust disposition in terms of being able to meet family
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needs. For example, the application of Chapter 13 could be avoided by
a decedent directing in his will that his executor buy an annuity for
his child to produce an annual income of a desired amount and that the
balance of his estate pass to his grandchildren. Wny is an annuity
more desirable than a trust in terms of tax policy?
3. Application to Existing Trusts

As ariginally proposed Chapter 13 would apply after April
30, 1986 to trusts created prior to April 30, 1976. "Retroactive®
applicaticn is very controversial and was eliminated by the Cormittee
on Ways and Means. In H.R. 14571 the Chapter 13 tax will not apply
to any trust created prior to April 30, 1976 and. in the case of decedents
alive on that date but dying before January 1, 1982, will not apply to
a trust created under a will or rewvocable trust in effect on April 30,
1976 and not thereafter amended or “"rewcked”. The reference to "revoked"
is erronecus. A rewocable trust may be partially revoked by a with-
drawal of principal. There is no reason to "taint" the remaining
trust principal by any withdrawal.

The desirability of exempting future trusts fram the Chapter
13 tax only if the will or revocable trust creating the trust was in
effect on April 30, 1976 and was not thereafter amended is questionable.
In many cases a change in the will or trust will be advisable but such
changes will not be made bescause it would cause the loss of examption
from the tax. The tax law should not encourage the continuation of
“cbeolets” wills and revocable trusts. A more desirable approach
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would be to exempt from the application of the Chapter 13 tax trusts
aeatedbywillsandrewcablemstsoperatiﬁeatthegrmtnr'sdeaﬂn,
regardless of when executed, of all persons who die prior to January 1,
1980, thus shartening the "grandfather” period by two years. All
irrevocable inter vivos trusts created after April 30, 1976 should
be subject to any change in the law.
4. Creation of Tax "Penalties® for Trust Dispositions
Perscns advocating enactment of the policy of Chapter 13
say that the cbjective is to treat the trust property in the same
manner as if it had been owned by the deceased beneficiary at his
death. It is asserted that in this way the estate tax law would be
neutral as between leavinc property outright to or in trust for
beneficiaries. Chapter 13, as ariginally proposed, was aefecti\e
in many respects in achieving tax neutrality, with the result that
a trust disposition would incur substantial tax penalties. These include
1. In the case of a taxable termination caused by the
death of a beneficiary, the failure to treat the trust property as
a part of the decedent-beneficiary's gross estate for purposes of
a. Detemining the incame tax basis of the trust
property. See section 1014.
b. Determining the marital deduction. See section 2056.
€. Detemmining the allowance of deductions for expenses
relating to the trust property and losses. See sections 2053
and 2054.
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d. Permitting an alternats valuation date election in
all cases. Ses section 2032.

e. Pemmitting a deduction for the tax attributable to
income in respect of a decedent. Ses section 691.

f. Detemmining the stats death tax credit. See section
2011.

g. Determining the foreign death tax credit. See section
2014.

h. Detemining the allowance of a partial consideration
offset. See section 2043.

i. Pemitﬁmadafemldmcpaymtofu.lxatmm
to a closely held business. See section 6166.

j. Permitting a deferral of the payment of tax for undus
hardship (1easonable cause). See section 6161(a)(2).

k. Pemitting a deferral of the payment of tax on a
remainder interest in another trust. See section 6163.

2. In the case of a taxable termination not caused by the
death of a beneficiary or in the case of a taxable distribution, the
failure to allov the tax paid to increase the income tax basis of the
trust property. See section 1015(d). -

Scm of thse “penalties® wers eliminated in H.R. 14571,
but others still exist. We are wncertain how mny of the "penalties®
referred to will be eliminated in the Finance Comittee version of
section 7 of H.R. 14115 because this versicn has not been made available
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to the public, We would point out that if the provisions of section
1014 are not changed to include property acquired in a Chapter 13
transfer, the aggregate Chapter 13 tax and income tax may exceed
1008 on appreciation taxed under that Chapter.*

Tax neutrality between trust and outright dispositions
may be achieved by moving Chapter 13 into Chapters 11 (the estate tax)
and 12 (the gift tax). If the deemed transferor is alive the tax on
the transfer would be imposed under Chapter 12 and if the deemed
transferor is dead the tax on the transfer would be imposed under
Chapter 11. Any exceptions to the application of other gifts or
estate tax provision, and a few micht be needed, would be specifically
stated.

5. Non-resident Alien Deemed Transfercr.

Section 2614(c) of H.R. 14115 provides that if the deemed
troasferor is a non-resident alien of the United States, there shall be
taken into account for the purposes of the Chapter 13 tax anly property
which would be taken into acoount for purposes of the gift tax if the
deared transferor is alive or for purposes of the estate tax if the
deemed transferor has died. This provision assumes that the imposition of
a Chapter 13 tax is appropriate where there are non-resident alien
beneficiaries. The assumption is questionable, particularly as to
trusts created by non-resident aliens. No well-informed non-resident
alien would ever create a trust subject to Chapter 13 with a United
States person as trustee because a tax would be imposed which could be

* H.R. 14571 includes a change in section 1014.
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avoided (evaded) by using a foreign trustee. Cur tax laws should encourace
rather than discourage the use of United States trustees by non-resicent
alienc. Also, in the unlikely event a United States perscn is acting as
trustee the tax may be avoided by selling all United States assets described
mmtimzmmﬂy.befmﬁadsthofﬁummidmtalm Geemed

transferar. Any provision which has the tax result turn on such an act
is unsound.

There is same question as to the desirability of having a
Chapter 13 tax imposed where the deemed transferor is a non-resident
alien and the trust is created by a United States citizen or resident.
The reasoning here is much the same as it is in the case of a trust
czeatedbyarm-zesidﬁtalim-atthetimofﬁamtimctﬂn
trust the grantor will be unlikely to use a United States person as
trustee if there is a possibility of a deemed transferor being a non-
resident alien because the tax could be awoided (evaded) by having the
trust assets held outside the United States by a foreign trustee. Pinally,
the intentional use of a non-resident alien deemed transferor opens up
some tax minimization possibilities through the use of the lower non-
resident alien rate schedule when cambined with the application of
section 2613(b) (5) (B).

6. Failure to Handle the Untoward Order of Deaths Case Properly

In some cases family menmbers will die out of sequence -
children will predecease their parents and grandchildren will predecease
children. Chapter 13 handles these cases in an inappropriate manner to
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produce a tax where the child or grandchild has been a beneficiary
prior to his death.* Three fact pattems will illustrate the problem.
Case 1 - A creates a trust for his family by his will and
authorizes the trustee to pay income or principal to his widow W or
his descendants living fram time to time and directs that upon the
death of W the trust property is to be distributed to his issue chen
living, per stirpes. A has one child C who has issue and dies after

A but before W leaving surviving issue who receive the trust property
at W's death. Result - the entire trust property is taxed at the
death of C. If, however, A had three children C, D and E and only

C died after A and before W, no tax would be imposed at C's death and
at W's subsequent death only the value of property passing to C's issue
would be taxed as a taxable distribution.

* Case 2 - A creates a trust by his will for his son S and
hisfanﬁ.lyandaudﬁizesthetrusteetnpayi:morprimipalbos
or his descendants living fram time to time and directs that upon S's
death the trust property is to be distributed to S's issue who survive
him per stirpes. A grandchild G is barn to S when he is 45 but G dies
fraom a birth defect when he is two weeks old. Result - the entire
trust property is taxed at the death of G. If, however, at the time
of G's death there was at least cne other grandchild of A then living
no tax would be imposed at G's death.

Case J - A creates a txust by his will for his son S and

* The discussion that follows ignores the Landrum amendment referred
to on page 10.
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his family and authorizes the trustee to pay income to S or his
descendants living fram time to tims and directs that upon S's death
the trust property is to be distributed as S appoints pursuant to a
general power of appointment. S has a child (a grandchild of A) G
who dies prior to S's death. Result - the entire trust property is
taxed at the death of G, even though the transfer is a non-generation-
skipping transfer in the sense that the txrust property will be subjected
to estate tax under section 2041 as a part of S's gro<s estate at his
death and any distribution of incame to G would not be a taxable distributicn.
No rational theory supports the results in Cases 1, 2 and 3.
Within the context of a non—generation-skipping policy, the untoward
arder of deaths case should be resolved in favor of the taxpayer. The
result in Case 1 may be awoided by providing that all of the trust income
during the widow's life must be paid to her instead of giving the trustee
discretion to pay the incane *o her ar to descendants. Similarly, in
Cases 2 and 3 the inposition of a Chapter 13 tax may be avoided by
eliminating any present interest in the grandchildren until the child's
death. Such restrictions are, however, undesirable and contrary to the
desirable trend of flexibility in trust dispositions and would limit the
ability of a trust to provide for the needs of a family. Finally, the
taxable distribution concept makes impossible the awoidance of a Chapter
13 tax at a later time when trust property actually does pass in a
generation-skipping transfer. Bearing this in mind, the definition of
a taxable termination should be revised to exclude terminations where
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immediately thereafter there is a beneficiary of the trust who is assigned
to a generation older than the generation of the beneficiary whose interest
just temminated.

7. Irrelevancy of Nature of Younger Generation Beneficiary's
Interest

Chapter 13 will subject to tax the full value of the txrust
property in cases where a child has only a slight bereficial interest
in a trust. To illustrate, if A creates a trust of $200,000 by his
will with $1,000 per year to be paid to his son S for life and the
balance of the incame to be paid to his grandchild G the entire trust
property will be subjected to tax at S's death even thcugh his interest
in the trust is only in a part of the income.

The statement that the nature of a younger generaticn
beneficiary's interest in a trust is irrelevant in detemmining the
amount of the Chapter 13 tax is subject to ane qualification. Section
2622 grarts authority to prescribe regulations including specifically
the extent to which "substantially separate and independent shares of
different beneficiaries in the trust shall be treated as separate trusts".*
In a case where a fixed percentage of trust incame is payable to a child
and the balance of the incume is payable to grandchildren of the grantor,
the application of the separate share rule would limit the imposition of
the Chapter 13 tax to that percentage of the trust principal from which
the child shall receive incame unless payments of principal could be

* This lanquage is taken fram section 663(c), which establishes a separate
share rule for the purpose of determining the amount of distributable net
incame of different beneficiaries of a trust. This rule is described in
detail in Treas. Reg. §1.663(c)-1 through 4.
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made to the child or grandchildren without thereafter affecting a
proportionate reduction in the share of income payable to the perscn
receiving the discretionary principal distribution. The separate share
rule would, however, not apply in a case where a beneficiary is entitled
to receive a fixed amount of income from the trust property.

Chapter 13 may also subject the full value of trust
property to tax upon the death of a person who had no beneficial
interest in the trust. Thisrsultocmbecausea.person‘mm
a power to affect the beneficial enjoyment of incame or principal,
viz., a trustee possessing discretionary powers, is treated as a
beneficiary of the trust. To illustrate, if a trust is created by A
for his grandchild B and his son S is named as trustce of the trust
and given discretionary powers to pay incame or principal to B, a
Chapter 13 tax would became payable when S ceases to act as trustee.
The result would be the same if A'S lawyer (who happens to be more
than 12 1/2 years younger than A) were the trustee instead of S. In
this respect, Chapter 13 has the effect of amending section 2041
concerning the taxation of property subject to a power of appointment.
Under this sectian, trust property is not included in a decedent's
gross estate as a result of his possessing a power to alter the enjoy-
ment of trust property unless he may exercise the power for his ar. her
own benefit.

The application of Chapter 13 in cases where a person
is given the right to receive the property fram the trust only when

74-619 O - 76 - 15
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smhpersmchsmthmnsufﬁdmttuﬂstorhhmmmand‘
m&wuﬂmmmmthnmmmhm.
Does such a perscn have an "interest”, viz.,"a right to receive
income or corpus®, in the trust in cases where he or she has more
than encugh resources to provide for his or her maintenance and
support and a trustee would violate his fiduciary obligations if
funds were made available to such person from the trust? If so,
is such a tenuous right a sound basis on which to tax the entire
trust property under Chapter 13?

The application of the Chapter 13 tax in the manner
indicated in this section casts serious doubt upon the soundness of
the results obtained.

Technical Problems

Chapter 13 presents other technical problems that have not
been mentioned above. These are not discussed in arder of their
impartance.

1. Section 2613(a) (1) states that a distribution of
trust Lcam will not be treatad as a taxable distribution. Section
2613(a) (2) creates an exception when distributions of income and
principal are rade in the same taxable year to younger generation
beneficiaries in different generation lew:is so that any distributions
to beneficiaries in the youngest generation level will be deemed to
bodistributimsofptincipalhndbesubjecthqtmmnwd
‘rather than distributions of incame. Thus, in any case where
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distributiauot;xincipalmyhcmdeitmymthok.xnn\hcﬁnrn
distributicn of income to a grandchild of the grantor is a taxable dis-
tribution until the end of the taxable year in which the distrilution
is made because a later distribution of principal to a child may "taint®
the income distribution. The Chapter 13 tax is payable nine months
after the distribution is made. Since the trust's taxable year may
close nore than nine months after a distribution from the trust, it
will be uncertain in some cases whether a taxable distribution has
been made at tie time a Chapter 13 tax return must be filed if such

a taxable distribution occurred. This problem must be solved.

In H.R. 14115 section 2613(a) (2) refers to "distributions
out of distributable net incame and out cf other amownts”. As previously
noted, these words were revised in H.R. 14571 to substitute "the incame
of the trust (within the meaning of section 643(b))" for “distributable
net income”. The words “other amownts® are taken from section 661(a) (2).
Ifﬁxesemdamgivmﬂ:eirsectimﬁﬁl(a)(z)nganingﬁ\eqmmd
language is, in either form, ambiguous because a payment may be made
out of incame (as ~o defined) or out of distributable net income and
still be an "other amunt" payment. This would occur when any dis-
cretionary income payment is made. The woaxrd “"corpus® should be sub~
stituted for "other amounts”.

2. Section 2613(c) (1) states that a person is a younger
generation beneficiary of a trust "with respect to a transfer anly if




224

such perscn was a younger generation beneficiary of the trust immediately
before the transfer” (emphasis added). A "beneficiary” was ariginally
defined as a person who has an "interest or power in the trust®. Such
a definition, when taken in connection with section 2613(¢) (1), suggested
that if a child of the grantor was the sols income beneficiary of the
trust and no person in a generation younger than the child had any
interest in the trust prior to the child's death a Chapter 13 tax

would not be incurred at the cliild's death. This unintended result

was negated by modifying the definition of beneficiary in H.R. 14571

to include a person having a present or future interest or power in

the trust. The change rencers section 2613(c) (1) meaningless and it
should be eliminaczZ.

3. As noted in 2 above, the definition of "beneficiary"
has been modified to refer specifically to a person having a "present
.or futwre interest" in a trust. The word "future” is not defined. Its
meaning is not significant in terms of a taxable temmination because
of the new sentence added to section 2613(b) (1) stating that a ter-
mination of the interest of a person who has only a future interest
is not a taxable termination. There is, however, no carresponding
provision in the definition of a "taxable distribution®, with the
result that if the tern "future interest® is interpreted broadly a
taxable distribution may arguably occur as a result of the death of
a person who is a possible appointee pursuant to the exercise of
a power of appointment or who has a remote contingent interest in
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the trust. To illustrate, assum a trust is creatad by A for his
grandchild G, who is given a broad tax-fres special power of appointment
over the trust property at his death. Since G may exercise this power
in favor of anyone in the world other than himself (including a person
in the generation below the grantor and above G), does any distribution
of principal to G result in a taable distribution? Is the result
different when the interest in the older generation is created by the
specific terms of the trust, as would occur when in the case posed the
trust property would pass to a child of A in the event of the death of G
without issue and without having exercised the power of appointment?

4. Section 2613(a) (3) states that if any portion of the
Chapter 13 tax is paid from the incame or corpus of the trust an amount
equal to such portion is deemed to be a Chapter 13 transfer. Although
subsection (a) of section 2613 is captianed "Taxable Distribution”,
paragraph (3) is not so limited and literally applies to a taxable
termination, where the tax will always be paid fram the trust. In.
order to avoid the application of section 2613(a) (3), the words
"taxable distribution” should be substituted for the word "transfer”
when first used. ‘

S. Section 2602(a) (1) (D), relating to the camputation of
the Chapter 13 tax, takes the deemed transferor's taxable estate into
account if he died "before" the Chapter 13 transfer. In many cases
this transfer will occur as a result of the death of the deemed trans-
ferar. In arder to awoid any ambiguity of meaning, (D) should be
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revised to add the words "or cn the same dats as® after the word
"before”. Also, the words "at the same time® in section 2602 (b)
should be changed to "on the sams dats" to avoid any possible inter-
pretation that "tim" is more restrictive than "date®.

6. The opening paragraph of section 2611(c), relating
to the ascertainment of generations, excludes the grantor from its
scope. This exclusion has caused confusion as to whether paragraph
(2), involving an individual married to a lineal descendant of a
grandparent of the grantor, would apply to the grantor's spouse. A
strict reading supports this conclusion, with the result that a spouse
of the grantor who is more than 12 1/2 years younger than the grantor
m]dbccmsidemd}:obeintgaentimyomqerﬁmﬁngrmtot.
The problem may be solved by adding the words "aor to the grantor”
after "paragraph (1)" in paragraph (2).

7. Section 2614(b) permits a deduction “against® the
income tax in an amou.it equal to the Chapter 13 tax an "any amount
distributed out of a generation-skipping trust ar trust equivalent
[that] is included in the gruss incame of the transferee®.* The purpose
of this provision is to prevent imposition of an income tax and a Chapter
13 tax on the same gross amount. It is pattemed after section 691(c),
which allows a deduction in an amount equal to the estats tax on income
in respect of a decedent. Section 2614(b) would apply in two situations -
where the trust has undistributed net incame at the time of the Chapter
13 transfer and a throwback (accumulation) distribution is therzafter

* The word “against” should be changed to "in cooputing” to avoid any
contention that a credit against tax is created.
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made and where the trust includes income in respect of a decedent at
the time of the Chapter 13 transfer and this incam is distributed by
the trust. It does not, however, cover the case where the income in
respect of a decedent is accumilated in the trust in the year received.
When this occurs, the trust itself should be entitled to the deduction
for the Chapter 13 tax attributable to such incame.

8. Saction 2602(c) (3) of H.R. 14115 provides that the
section 2013 previously taxed property credit shall be allowed against
the Chapter 13 tax.* The credit is, however, under current law based
upon the actuarial value of the decedent's interest in the trust rather
than the entire value of the trust property in which the interest exists.
See Treas. Reg. §20.2013-4; Rev. Rul. 59~9, 1959-1 Cum. Bull. 232. In
fact, if the interest is dependent upon the exercise of a discretionary
power, there is no credit because the value of the interest is unascertain-
able. See Rev. Rul. 67-53, 1967-1 Cum. Bull. 265. Since the Chapter 13
tax is based upon the value of the underlying trust property and not the
value of the decedent's interest in the property, section 2013 should be
arended to provide that the credit should also be based upon the entire
value of the trust property detemined in the prior transferor's estate.

In most cases the deemed transferor for purposes of Chapter
13 will have an interest in the trust, but as noted above cn page 6
such person will occasionally have no such interest. In order to be
sure that a section 2013 credit is available in such cases, section 2013
should be amended to provide in effect that a deemed transferor under

* Thig provision was moved to section 2602(c) (4) in H.R. 14571.
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Chapter 13 will be considered as a decedent for purposes of that
section.

9. Section 2622 grants general regulatcry authority to
the Secretary or his delegats to carry out the purposes of the Chapter
13 tax. Specific regulatory authority is also given to create exceptions
to two substantive rules on when a taxable termination takes place in
section 2613(b) (2) (A) and (B). The specific grants suggest uncertairty as
to the substantive rules. 'n\eydundheenmhubadaﬂmwsm.mq'
provisions should be amended to enumerate the exceptions intended. It
is undesirable to enact statutes which may be modified substantively
by regulation. One exception needed in section 2613(b) (2) (B), stating
that if a beneficiary has more than cne interest or power the termination
with respect to each interest ar power will be deemed to occur at the
time the last temmination occurs, is that an interest ar power which may
vest in possession only after the temmination of all other interests
o powers in individuals in the same generation will not be treated as
an interest or power for purposes of section 2613(b) (2) (B). This would
eliminate the possibility that the imposition of the Chapter 13 tax
could be postponed by creating remote contingent interests in children
which follow the interests of grandchildren,

io..Secﬁmzsna))(D in defining a "taxable termination®
refers to the termination of an interest "by death". Where "death”
causes the termination, the estate of the deceased beneficiary will
often be entitled to accrued or collected but undistribtted incoms.
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For purposes of Chapter 13, does the deceased beneficiary's interest
terminate at death or when the payment is made of the remaining income
to which his estate is entitlaed? Section 2613(b) (1) should be clarified
to answer this question.

11. The disclaimer provisions of Chapter 13 in section
2614(a) of H.R. 14115 are inadequate in not permitting a disclaimer
of an interest in a trust created before April 30, 1976 because of the
requirements imposed to effectuate a disclaimer and in subjecting the
value of the property interc;t disclaimed to gift tax. H.R. 14571
modifies the disclaimer provisions but is deficient in failing to
permit a disclaimer for interests in a trust created after April 30,
1976 and befare January 1, 1977. Also, the reference in proposed
section 2518(b) (2) to the day on which "the transfer creating the
interest” is made is troublesame in comnection with revocable trusts.
If these words are given their normal meaning, the interest would be
created when the trust is established, thus necessitating a disclaimer
at a time when the interest may be changed by the grantor. In the
case of a rewocable trust, the reference point to start the nine
month period should be to the date of death of the person creating
the txrust.

12. Section 2611(c) (7) states that if any beneficiary of
a trust is "an estate ar a trust, partnership, corporation, ar other
entity * * * each individual having a beneficial interest in such
entity shall be treated as a beneficiary of the trust®. This language
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is too broad and will produce umarranted results in certain cases,
particularly in view of the fact that the Chapter 13 tax bears no
relationship to the nature of a younger generation beneficiary's
interest in a trust. To illustrate, assume A creates a trust for his
four grandchildren with the incoms payable to such of them as shall
be living from time to time. Upon the death of the first grandchild,
his share of the accrued and collected but undistributed net income
is payable to his estate. If the grandchild's parent through A is a
beneficiary of the estate, Chapter 13 will apply, whether of not the
parent has any beneficial interest in the accrued income. The same
p:cblemwu]dariseinanycaseu!maqrmucreamasm;t-tem
trust (see section 673) for a descendant and dies during the trust
tem. If any possible beneficiary of the estate is two generations
younger than the grantor a Chapter 13 tax is imposed upon the temmination
of the trust. These results are wrong.

At a minimm, proposed section 2611(c) (7) should be
restricted so that a beneficiary of the other entity will be treated
as a beneficiary of the trust anly if he or she can benefit from
any payment from the trust and then cnly to the extent of any possible
benefit. Also, the meaning of the words "beneficial interest® are not
clear. Presumably, these words are more limited in scope than the
definition of the word "interest” in section 2613(d) (1). One specific
question ig how the wards "beneficial interest® will be applied in

comnection with property subject to powers of appointment.
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13. Section 2613(b) (2) (A) uses the words "the transfer
constituting the termination with respect to each such beneficiary”.
The meaning of these wards is uncertain when considered in connection
with the deamed transferor rule of proposed section 2612. Assume that
there were three children A, B and C who were the measuring lives, that
C was the last surviving child and that ypon C's death A's share of the
trust property passes in part to his children and in part to his grand-
children. Is A the deemed transferar for purposes of all property
passing to his children and grandchildren or only with respect to the
property passing to his children? The language of section 2613(b) (2) (n)
suggests that A may be the deemed transferor of his entire share although
under proposed section 2612 A's children would be deemed the transferors
of the property passing to their children.

14. Section 2613(b) (5) (B) is a camplicated provision which
is difficult to understand.* Its purpose would appear to be to prevent
a second tax (i) on a distribution made fram the trust to a person who
is no more than one generation below the deemed transferor for an earlier
Chapter 13 transfer or (ii) in a temination where the beneficiary whose
interest terminates is in the same generation as the deemed transferor
in the prior transfer. If this is tha purpose, a simpler and more
desirable xproach would be to define the term "grantar” and to have
this definition include any person who is a deemsd transferor with
respect to a taxable termination to the extent of the portion of the
trust transferred in such taxable temination.

* Thisg is attributable in part of the uncertain meaning of the word
"transferee” when a taxable termination is involved. See page 7.
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1S. Chapter 13 is deficient in failing to state who is
chligatad to file the tax retwrn cowering the transfer.® A transfer
tax retwrn is usually prepared by the person meking the transfer or
by the transferor's exscutar if he has died. It would appear that
Chapter 13 does not intend to have the return filed by the deemed
transferor or his persanal representative. See section 2603 dealing
with the personal liability of a trustee or distributes of property.
The intent apparently is for the return to be filed by the persan
receiving the property in the case of a taxable distribution and by
the trustee in the case of a taxable temmination. Chapter 13 should
80 state.

16. The Chapter 13 tax is, under secticn 2602(a) (1) (A),
bagsed wpon "the fair market value of the proparty transferred”. In
the case of a taable distribution, the meaning of the quoted words
should present no proble In the case of a taable termination,
problens may arise because what is "transferred® is not isolated.
To illustrate, assume that a decsdent creates a trust for his widow
W and his descendants and directs that the trustee shall pay an
annuity of $10,000 per year to W and that any incoms in excess of
"this amount may be paid to his descendants living from tims to time.
If the decedent has ane son S and two grandchildren and S predeceased
W, thus causing a taxable temination, what is the value of the property
“transferred® by S, the deamsd transferor? 1Is it the full value of
the trust property or that amount reduced by the value of W's annuity

* In fact, it is not entirely clear who .is acbligated to pay the tax.
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determined at S's death? What would the result be if W had an annual
non-cumulative right to withdraw 3% of the trust principal or a right
to receive one-half of the trust income instead of an amuity?

17. Saction 2612(a), relating to the deemed transferor,
refers in paragraph (2) to a younger generation beneficiary related
by blood or adoption. This provision should be revised to include a
reference to a younger generation beneficiary related by marriage if
there is no younger generation beneficiary related by blood or adoption.
Such a change would bring the provision more in line with section 2612(b)
which states that a parent related to the grantor by blood or adoption
is more closely related than a parent related by marriage.

18. Section 2613(b) (2) (A) provides that when two or more
younger generation beneficiaries are assigned to the same generation
the transfer constituting a taxable termination with respect to each
such beneficiary will be treated as occurring “at the tims when the
last such termination ccours”. In some cases the interest of a
beneficiary will not teminate but rather will vest in possession.
The meaning of "last such temmination® in such a case is uncertain.
To illustrate, assume A creates a trust for his three children B, C
and D and directs that ypon each child attaining age 50 he or she
will receive cne-third of the trust principal and if a child dies
prior to attaining that age the child's share will continue in trust
for his or her children and will be distributed when the youngest
child attains age 21. -Assume further that B dies before attaining
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50 and is survived by children and that two and four years later C
and D receive their shares of the txust property outright upon attaining
that age. When does the "last such temination® occcur in this case?
Also, if there is no tmxable termination, is the distribution of
principal to B's children when the youngest attains age 21 a taxable
distribution? In answering this question it would appear significant
that after the distributions to C and D there is no younger generaticn
beneficiary who is assigned to a generation older than B's children.

19. Trust property may consist of contributions mace by
persons in two generation levels. Chapter 13 gives no guidance as to
how it will be applied in such a case. This issue should be answered
in the statute.

20. A beneficiary may assign one or more of his interests
in a trust to a person who is in a different generation level, either
higher or lower or to a corporation or other entity. It is uncertain
whether the assigrmment would be treated as a termination of the assignee's
interest in determining whether a taxable termination has occwrred. Chapter
13 should contain a rule that the assignee is considered to be the assignor
for purposes of determining the application of its provisiaons.

-

Gonclusion . -

'nnto:egoimcmltscawnimcapteruaspmsed
in Section 7 of H.R. 14115 demnstrate beyond question the need for
the Senate Finance Committee to modify its previous action in approving
this sectaon.

AMERICAN BANKERS ASSOCIATION
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AMERICAN BANKERS ASSOCIATION

"ESTATE TAX" GENERATION - SKIPPING PROVISIONS

SECTION CERTAIN TRUST TRANSFERS

(a) Chapter 11 (relating to the estate tax) is
amended by adding the following new section:

“SECTION 2045. CERTAIN TRANSFERS BY A BENEFICIARY OF

A TRUST OR A TRUST EQUIVALENT.

"(a) GENERAL RULE.--Except to the extent that a
taxable termination (as defined in subsection (c) (2))
is otherwise treated as a transfer under this chapter and
to the extent such taxable termination is not an excluded
transfer (as defined in subsection (b)), if the decedent
was a beneficiary of a trust and the death of the decedent
caused a taxable termination the value of the gross estate
shall include the value of the property constitui.ng the
trust.

"(b) EXCLUDED TRANSFERS.--This section shall not
apply to a taxable termination if immediately before and
after such termination one or more

(1) individuals assigned to the same gen-
eration as the grantor or to an older
generation than the grantor or

(2) individuals assigned to the first gen-

eration younger than the grantor
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is a beneficiary or to a taxable termination occurring at
the death of the survivor of such individuals who is a
beneficiary to the extent that at such time the property
must be distributed to individuals who are assigned tc a
generation no younger than the second generation vcuager
than the grantor. For purposes of the preceding sentence,
if property continues in a trust after the expiration of the
period described for the sole benefit of an individual
assigned to the second generation younger than the grantor
and is vested in such individual for purposes of chapters
11 and 12, such property shall be deemed to be distributed
to such individual.

*(c) DEFINITIONS.--For purposes of this section--

(1) ASCERTAINMENT OF GENERATION.-~- The gen-
eration to which any individual (other than the grantcr)
be longs shall be determined in accordance with the
rollowing rules:

(A) an individual who is a lineal
descendant of a grandparent of the grantor

shall be assigned to that generation which

results from comparing the number of genera-

tions between the grandparent and sdch

individual with the number of generations

between the grandparent and the grantor,
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(B) an individual who has been at any
time married to a person described in para-
graph (A) or to the grantor shall be assigned
to the generatiocn of such person.

(C) a relationship by the half blood
shall be treated as a relationship by the
whole blood,

(D) a relationship by legal adoption
shall be treated as a relationship by blood,

(E) an individual who is not assigned
to a generation by reason of the foregoing
paragraphs shall be assigned to a generation
on the basis of the date of such individual's
birth, with --

(i) an individual born not more
than 12 1/2 years after the date of the
birth of the grantor assigned to grantor's
generation.

(ii) an individual born more than

12 1/2 years but not more than 37 1/2

years after the date of the birth of the

grantor assigned to the first generation
younger than the grantor, and
(iii) similar rules for a new genera-

tion every 25 years,

74-618 O - 76 - 16



238

(F}) an individual who, but for this
paragraph, would be assigned to more than

one generation shall be assigned to the

younger such generation.

(2) TAXABLE TERMINATION.--The term 'taxable
termination' means the termination of an individual's
status as a beneficiary of a trust.

(3) BENEFICIARY.--The term ‘'beneficiary' means
any individual, who directly or indirectly through
another estate, trust, corporation or partnership is
or may be entitled to income determined by sections
652, 662 or 678 during the term of the trust.

{4) GRANTOR.--The term ‘grantor' means any
individual who contributes property to a trust to
the extent of the property so contributed. Any in-
dividual who is deemed to have transferred trust
property under this section or under section 2518 shall
thereafter be deemed a grantor of the trust for pur-
poses of the later application of this section to the
extent of the property so transferred.

{(5) TRUST.--The term 'trust' shall include any
arrangement which, although not a trust, has substan-
tially the same effect as a trust.

"(d) COMPUTATION AND PAYMENT OF TAX.--Unless tne dece-

dent shall provide otherwise by will which contains a specific
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reference to this section and notwithstanding the provisions
of any state apportionment statute which does not refer to
this section, the tax payable under this section shall be
paid out of the property subject to the tax. Such tax shall
be an amount equal to the excess of the tax over the tax
computed without including such transfer in the gross trans-
fers under this chapter.

*(e) REGULATIONS.--The Secretary or his delegate shall
prescribe such regulations as may be necessary to carry out
the purposes of this section.

®"(f) CROSS REFERENCES.--For adjustment of undistributed
net income, see section 665(h)."

* ® *

( ) TECHNICAL, CLERICAL AND CONFORMING CHANGES. ~-

(1) CREDIT FOR TAX ON PRIOR TRANSFERS. ~-

Section 2013 (relating to credit for a tax on prior

transfers) is amended by adding at the end thereof

the following new subsection:

"(t) TREATMENT OF TAX IMPOSED ON CERTAIN TRANSFERS
BY SECTION 2045.--Any transfer included in the gross estate
of a beneficiary under section 2045 shall be deemed to have

passed to the decedent from the transferor.”
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STATEMENT OF ARTHUR PETER, JR.
ON BEHALF OF -
THE AMERICAN COLLEGE OF PROBATE COUNSEL
BEFORE THE COMMITTEE ON FINANCE
UNITED STATES SENATE
ON THE SUBJECT OF A TRANSFER TAX ON GENERATION-SKIPPING TRUSTS
JULY 20, 1976

This Statement has been prepared by a duly constituted
Committee* of the American College of Probate Counsel, a group
of more than 1,700,probate lawyers from all over the United
States, and is being made under the direction of its President
(William P. Cantwell, Esquire) and its President-Elect
(J. Nicholas Shriver, Esquire).

. There is appended to this Statement copies of pages
30-37 of the technical commentary on H.R. 13966 (the Ullman
bill revising estate and gift tax laws) which this Committee
of the American Col.ege of Probate Counsel submitted to
Dr. Laurence N. Woodworth and Mr. John M. Martin by letter
dated June 1, 1976. Such pages contain our Committee's comments
on Section 7 of H.R. 13966, providing for a tax on generation-

skipping trusts.

Summary of Principal Points in Statement

1. Many in the American College of Probate Counsel

are opposed to a transfer tax on generation-skipping trusts

* The Committee members are listed on the last page of this
Statement.
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on the ground that the avowed abuse requiring such legislation,
namely, the avoidance of a transfer tax for a hundred years or
more by means of a long-term trust extending over many genera-
tions, does not in fact occur frequently enough to justify
burdening the Internal :-venue Code with the necessarily
extremely complicated legislation required to impose such a tax.
2. If there is to be a transfer tax on generation-
skipping trusts, a substantial majority of tlie American College
of Probate Counsel strongly believe there should be:
(a) an exception for a distribution from such a
trust to a grandchild of the Grantor, so that this
normal type of family trust disposition, providing for
life estates for the children and remainder to the grand-
child. en of the Grantor, is not discouraged.
(b) the holder of only a "naked” (non-beneficial)
power to control the disposition of trust income or
corpus should not come within the definition of a "bene-
ficiary”, for the gffect of such a provision is to repeal
that portion of Sections 2041 and 2514 exempting such
powers of appointment from estate and gift tax, and to
treat most powers as taxable general powers of appointment.
(c) The effective date provisions shoulad:
(i) except all irrevocable trusts,

whether inter vivos or testamentary, in existence
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on April 30, 1976, but only to the extent the transfer
is not made out of corpus added to the trust after
that date;

(ii) except revocable trusts and wills
in existence on April 30, 1976, in the case of a
decedent dying before January 1, 1982, where there
has been no subsequent revocation or amendment
affecting the generation-skipping trusts; and

(iii) in the case of a decedent who was

under a mental disability to change the disposition

Al
'

of his property on April 30, 1976, except any revocable
trust or will executed by him on or before such date
for a period of 2 years after the date on which

he first regains his mental competency.

General Discussion of Principal Points

1. Many in the American College of Probate Counsel
are opposed to a transfer tax on generation-skipping trusts
on the ground that the avowed abuse requiring such legislation,
namely the avoidance of a transfer tax for a hundred years or
more by means of a long-term trust extending over many genera-
tions, does not in fact occur frequently enough to justify
burdening the Internal Revenue Code with the necessarily

extremely complicated legislation required'to impose such a tax.
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It has been the experience of most lawyers in the
American College of Probate Counsel that their clients are
very seldom interested in providing for an inter vivos or
testamentary trust extending beyond their grandchildren even
after they have been made aware of estate tax benefits arising
from the extension of the period of the trust to the outer
limits allowed by the Rule Against Perpetuities. Many of us
feel that the proponents of a generation-skipping transier
tax have the burden of establishing the substantial usage of
long-term trusts to avoid estate tax in order to justify insertion
of the extremely complicated generation-skipping tax legislaticn
into the Code, and that this burden has not been met. We note
in this connection that the favorable estate tax treatment of
generation-skipping trusts has been part of the fabric of our
estate and gift tax laws for many years, and a reversal of
such favorable treatment should not be undertaken in the absence
of clear proof of abuse of such provisions.

2. If there is to be a transfer tax on generation-
skipping trusts, a substantial majority of the American Collcge of
Probate Counsel strongly believe that there should be an exception
for a distribution from a trust to a grandchild of the Grantor,
so that the normal type of family trust disposition, providing
for life cstates for the children and remainder to the grand-

children of the Grantor, is not discouraged.
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In this connection, it is significant that both the

American Law Institute and the American Bankers Association are
on record in support of either the same or a more liberal excep-
tion to the imposition of a tax on a generation-skipping trust.
Thus, the 1968 recommendation of the American Law Institute states
that no such tax should be imposed on a transfer under which
final distribution by the trust is required to be made no later
than the death of a person or persons one generation below the
transferor, or in the same generation or in a higher generation
than the transferor. This recommendation is more liberal than
the 1972 American Bankers Association proposal, excepting trust
distributions to grandchildren, which the American College of
Probate Counsel here supports, since it would permit a distri-
bution to be made to generations below the grandchildren of a
Grantor or outside of the Grantor's family. Thus the three
nationwide professional groups most clearly identified with
the establishment and opetation of trusts have unanimously
supported this exception.

- Two other reasons for supporting such an exception
for trust distributions to grandchildren should be noted. It
would seem grossly unfair to tax such a distribution so long

as outright distributions to granchildren are not subjected
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to a generation-skipping tax, and we are not aware that any
major professional group has supported a transfer tax in the
latter instance. Furthermore, it is notable that generation-
skipping tax legislation which does not provide an exception

for trust distributions to grandchildren in effect favors the
family of more affluent Grantors who can afford to skip their
children as life beneficiaries of a trust for their grandchildren
orf to provide a separate trust for each generation as compared
with the less wealthy families whose Grantor must provide some
firancial support for his children, as well as his grandchildren,
in the same trust.

Finally, it is notable that while H.R. 13966, the
Ullman bill, did not provide for an exception for a trust
distribution to a grandchild, yet in its final mark-up session
on such bill, the House Ways and Mearns Coﬁmittee voted favorably
on an amendment providing such an exception.

3. If there is to be a transfer tax on generation-
skipping trusts, a substantial majority of the American College of
Probate Counsel strongly believe that the holcder of only a
"naked”™ (non-beneficial) power to control the disposition of
trust income or corpus should not come within the definition
of a "beneficiary”, for the effect of such a provision is to
repeal that portion of Sections 2041 and 2514 exempting such
powers of appointment from estate and gift tax, and to treat

most powers as taxable general powers of appointment.
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Pursuant to Section 2613(c) (3) and Section 2613(d)
of H.R. 13966, a person who received no beneficial interest in
the trust would be treated as a "beneficiary” for purposes of
a generation-skipping tax if he had any control over the
disposition of income or corpus. The effect of this "naked
power® provision is that a generation-skipping tax would be
imposed where a Grantor sets up a trust for his grandchildren
and names one of his sons as trustees either in the event that
the son should die while the trust is in existence or the
trust terminates while such son is acting as trustee. Such
a "naked power" provision would obviously discourage a Grantor
from appointing members of his family as trustees of trusts
for his descendants, and the American College of Probate
Counsel feels that this would be a most unfortunate result.

We are glad to note that the House Ways and Means
Committee adopted an amendment eliminating the "naked power®
concept from H.R. 13966.

4. If there is to be a transfer tax on generation-
skipping trusts, a clear majority of the American Coilege of
Probate Counsel believe that the erffective date provisions
should except all irrevocable trusts, whether inter vivos or
testamentary, in existence on April 30, 1976, but only to the
extent the transfer is not made out of corpus added to the

trust after that date. It is too obvious to require extended
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discussion that it would be most inequitable to impose this

tax on trusts which were established in the past without having
to take into account such a tax and which are now incapable

of amendment. While Section 7 of H.R. 13966 provided only a
limited moratorius trca th: gyeneration-skipping tax for such

an irrevocable trust, the Ways and Means Committee has voted
favorably on an amendment to such bill incorporating the
effective date provision for irrevocable trusts which the
American College supports.

5. The American Coilege of Probate Counsel further
believes that the effective date provision for a tax on
generation-skipping trusts should make an exception for revocable
trusts and wills in existence on April 30, 1976, in the case
of a decedent dying before January 1, 1982, where there has been
no subsequent revocation or amendment affecting the generation-
skipping trusts. Thus, we feel that it is imperative that such
an exception permit mere procedural. "housekeeping” modifications
in wills and trusts such as may be required for the substitution
of executors or trustees caused by the death of an individual
or the failure of a bank or the merger of a bank named as
fiduciaries in the original trust instrument. It should also
permit substantive amendments of such a will which do not affect
the generation-skipping trusts. Unfortunately, the House Ways
and Means Committee amendment of H.R. 13966, while rontaining

most of the provisions desired by the American College of
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Probate Counsel with respect to revocable trusts and wills
existing on April 30, 1976, does not permit any kind of
modification in such trust instrument, and such failure will
lead to most unfortunate results in some instances. It would
be hoped that this glaring omission could be rectified either
in Committee or on the floor of the House or Senate in the
event that a tax on generation-skipping trusts is enacted
into law.

6. The American College of Probate Counsel further
favored an effective date provision which would make an excep-
tion for a revocable trust or will in existence on April 30,
1976 in the event that the decedert was under a mental disability
to change the disposition of his property on such date.
Fortunately, the House Ways and Means Comﬁittee amendment of
H.R. 13966 does provide for such an exception for a period of
two years after the date on which such a decedent first regains

his mental competency.

The American College of Probate Counsel appreciates
the opportunity to appear before the Senate Finance Committee
and make known its views on the taxation of generation-skipping
trusts, and it offers its services in any way it may be helpful

to such Committee.
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The Estate and Gift Tax Peform Committee of the
American College of Probate Counsel consists of the following
lawyers:

Frank S. Berall, Chairman, of Hartford, Connecticut;
Luther J. Avery, of San Francisco, California; Joseph Kartiganer,
of New York, New York; Arthur Peter, Jr., of Washington, D. C.;
Raymond A. Reister, of Minneapolis, Minnesota; and E. Frederick

Velikanje, of Yakima, Washington.
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Tax on Certain Generation-Skipping Transfers

Section 2602(c) (2), page 97

The exception for the unused portion of basic credit
refers just to the unified credit under section 2010(a) (1)
which is only allowable against the estate tax. The exception
must be expanded to provide the credit under section 2505 (a)

against the gift tax in the case of an inter vivos transfer.

Section 2603(a) (1) (A), page 98

The statutory language states in part "the trustee
shall be personally liable for such tax."

Such language leaves it ambiguous as to whether a
trustee in office before or after the taxable transfer would
be personally liable for the tax even though it is presumably
intended only that the trustee in office at the time of the
taxable transfer be personally liable for the tax.

While such ambiguity could be cured by the Regula-
tions, it would be better to modify the statutory language to
read "each trustee in office at the time of the transfer shall
be personally liable for such tax.’

There would seem to be no counterpart to a "trustee”
which could be inserted in the statutory language to cover per-
sonal liability in the situation of a "generation-skipping

trust equivalent”.
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Section 2603(a) (2), page 98

While this subparagraph provides for the Secretary
or his delegate to supply rates of tax to the trustee, there
are no statutory provisions with respect to the mechanics of
obtaining such information. While such méchanics can certainly
be worked out under the Reaqulations, there may be a real virtue
in providing by statute both a procedure and a time frame for
the Secretary or his delegate to supply such rates to the trustee
rather than leaving this entirely to the Regulations. Section
2204 provides a good precedent for setting forth such procedure

and time frame by statutory language.

Section 2603 (b), page 99

This paragraph which provides a lien on transferred
property for the amount of the Section 2601 tax, should be en-
larged to provide for the divestment of such lien in the case of
a purchaser or holder of a security interest. See Section

6324 (a) (2) of the Code.

Section 2611 (c), pages 99-101

Under the statutory language it would appear that a
person who is a successor to a lineal descendant by virtue of
the assignment to him of such a descendant's intcrest would fall
under subparagraph (5). It would seem desirable to inscert a
new subparagraph prior to (5) to assign to such a person the
generation of the lineal descendant from whom he received nis

interest.
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Subparagraph (7) provides in substance that if “an-
other entity" is a beneficiary of the trust, then each individ-
ual having a beneficial interest in such other entity is to
be treated as a beneficiary of the trust. Such a far-reishing
provision adds a great deal of complexity and uncertainty‘to
the record-keeping of the trustee, since the individuals holding
these indirect beneficial interests in the trust will be con-

stantly changing.

Section 2612 (a), page 102

Paragraph (a) deals with the “deemed transferor”™ with

respect to a transfer to "any individual”. It is unclear who

would be the "deemed transferor" with respect to a transfer
to a trust, partnership, corporation or other entity, unless it
is intended that the word "individual® include an individual
having a beneficial interest in such entity at the time of trans-
fers. The meaning of the term "individual” for the purposes of
Section 2512 (a) should be clarified by the statute to avoid
confusion. A

Subparagraph (1) refers to a parent having a closer
"affinity" to the grantor. The word "affinity” is so broad and
amorphous that in many instances each parent may be said to have
a closer affinity to the grantor than the other parent depending
on the criteria which are used. This term needs further refine-

ment.

74~619 O ~ 76 - 17
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Subparagraph (2) provides that under a specified
circumstance the youngest of the ancestors of the transferee
is to be trcated as the “"deemed transferor®". It would seem

more logical to refer to the eldest of such ancestors.

Section 2613(a) (1), page 103

This statutory provision refers to "distributable net
income”., Since such term is indigenous to a trust, it makes it
uncertain what comparable term should be applied for purposes of
a generation-skipping trust equivalent. Therefore it would be
better to use a general accounting term such as "current income”
which may be applied to both trusts and other entities. 1In any
event, the phrase "of that trust" should be inserted at the

close of Section 2613(a) (1), as was done in Section 2613 (b) (1).

Section 2613(b) (4), page 105

This subparagraph provides in substance that on the
termination of a power the property transferred is to be
determined immediately before the termination of the power
even though this date may be many years before the date when
the termination of several powers is deemed to occur pursuant to
paragraph (2), and on the latter date it may be difficult to de-
termine and value the assets which were hcld immediately prior to
the termination of each power. Under these circumstances it may
be far more practical to have the determination of both the pro-
perty subject to the power and the time of the termination of the
power on the same date {when the last tcrmin;tion occurs) where

paragraph (2) is applicable,
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It may be advisable to insert a new subparagraph

after subparagraph (5), to provide that the value of property
passing on a taxable termination is to be reduced by an amount
equal to the value of any consideration received by the benefi-
ciary by reason of any assignment causing the termination.

This is to take care of the situation where a beneficiary sells
his income interest for cash. There should also be a reduction
for the value at time of termination Oof any income interest then
outstanding in such property of any person other than the de-
scendant of the beneficiary. The American Bankers Association

proposal contains both of these provisions.

Section 2613(c) (3), page 107

This provision defines "beneficiary" to mean any
person who has an interest or power in the trust. It would
appear desirable to exclude from such definition a person
who 1is a successor to a beneficiary by means of an assignment,
whether for a consideration or not. This point was also made

in the American Bankers Associaticn proposal.

Section 2614(a), page 108

This provision in substance allows a disclaimer of
an interest or a power in a trust 12 months after the date
the trust becomes irrevocable where there has been no distri—
bt zion from the trust or the exercise of a power. It would
appear esscntial to also allow a disclaimer by beneficiaries of

irrevocable trusts which were in existence on the date when
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H.R. 13966 becomes law if such disclaimer is made within 12
months after the issuance of final Regulations under H.R. 13966.
An extended period of time will be necessary since our experience
with the Tax Reform Act of 1969 provisions relating to chari-
table remainder trusts shows that it takes a long time for

word of the new law to become known and for state legislatures
and courts to act once the Regulations are issued which may

take several years.

Seéction 2621 (a) (1), page 109

This subparagraph in effect provides that if the
deemed transferor is dead, then all provisions of the Code
applicable to the estate tax except Section 6166 and Section
2032 A are applicable to the tax under Section 2601. This
"blanket application" of provisions to Chapter 13 and Section
2601 appears far too broad. Thus, for example, it is notable
that this would seem to allow an extension of time to pay this
tax under Section 6161 where there is undue hardship (reasonable
cause under H.R. 13966). Such provision would presumably also
allow for an election by the executor to obtain a quick audit
of the estate tax return and a discharge from personal liability
under Section 2204 since such Section reclates to the tax under
Section 2001. Accordingly, Section 2621(a) (1) should be amended
to make clecar that Chapter 11 is applicable except to the cxtent
inconsistent with the provisions of Chapter 13.

Section 2621 (a) (2) presumably faces the same kind of

problem.
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Section 7(c) (2), page 112

A very strong arqument can be made that the Section
2601 tax should not be applied to any trausfer from the pre-
May 1, 1976 corpus of any irrevocable trust existing on that
date. (The Tax Reform Act of 1969 provides a precedent for
-ncluding in the definition of an "irrevocable trust® either

a revocable inter vivos trust or a trust under a will where the

grantor is mentally incompetent.) At a minimum, the 10 year
moratorium in subparagraph (2) of the bill should be extended to
25 years, constituting one generation, for such a transfer.

In view of our experience under the Tax Reform Act of
1969 as to charitable trusts, the effective date for application
of the generation-skipping provisions of H.R. 13966 to all
transfers should be deferred for at least two years to allow
time for the amendment of outstanding wills and revocable trusts,
and there should be a 10 year moratorium for transfers from
trusts under such wills and trusts where the grantor died during
the two year period.

In any event, there should be a liberalization of
the bill's exception in the case of a decedent dying before
January 1, 1977 with respect to a will or revocable trust in
existence on May 1, 1976, which was not amended or rcvoked at
any time after that date. A codicil to the will or an amcnd;

ment to the revocable trust which merely changes the fiduciaries
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(as, for instance, required ly death or merger) or makes some
minor clerical change should Le permitted. Therefore, we suggest
that the statutory lanqguage be changed to provide “and was not
amended by a dispositive provision or revoked at any time after
that date."

It is very difficult to know what exceptions to the
April 30, 1976 effective date in paragraph (c) are intended to
apply in the case of a trust equivalent pursuant to the sta-
tutory language in the last paragraph of (c) on page 112 of the
bill, but it probably is very difficult to draft meaningful
language. This is another reason to exempt all pre-existing

arrangements from the Section 2601 tax.

The above technical comments with respect to Chapter 13
are not to be considered as an approval of its provisions by the
American College of Probate Counsel. The College is opposed to
generation-skipping trust legislation because the remecdy is far
worse than the problem, and it takes the position that if there
is such legislation, then it should except a transfer in trust
which vests absolutely in a grandchild of the grantor no later than
the death of his last living child. Such an exception would permit
the usual type of family trust to continue to exist without the

penalty of a gencration-skipping tax.
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GENERATION SKIPPING TRANSFERS

Testimony of Peter L. Faber,
Chairman, 7Tax Section,
New York State Bar Association,
Before the Senate Finance Committee
July 20, 1976

Summary of Principal Points

Estate and gift tax reform, including the taxation
of generation skipping transfers, is tou important
and too complex to be dealt with as part of a 1500
page omnibus tax bill. Separate hearings should be
held on estate and gift tax reform.

Drafting a statute that taxes generation skipping
transfers efficiently and fairly withcut undesirable
side effects is difficult. Congress would benefit
from the technical comments of professioral groups.
Examples of apparent technical defects in H.R. 14115
are given.

Imposing a tax on generation skipping transfers involves
major policy decisions which should be carefully considered.
Examples are given.

The Senate should not enact estate and c¢ift tax reform
legislation until it has an opportunity to study specific
statutory languace. Professional groups, the Internal
Revenue Service, and private citizens should also be
given time to study and comment on provosed legislation.




we
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GENERATION Skj#PING pRANSFERS
Testimony of pgter 1 Faber,
Chairman, p AX 58¢¢ion,
New York State glar A .oCiation,
Before the Senaty Finq,.e Comi ttee
July 1 193
My name is Peter L. Faby, and y am a partnex ip the law
firm of Harter, Secrest & Eme 4 in pochester, New york, I
am the Chairman of the Tax Sg, &ion ¢ the New York State Bar
Association and appear before 4/Ou tod2Y on behalf of tpe
Section. The Section has ove, 1900 pembers, all of Whom are
lawyers with a special intergg£ in axatjon. They include
practicing lawyers, teachers, £OrvQ zte counsel, and employees
of governnmeat agencies, incly ing t;e Internal Reyenue *
Service.
The Senate now has befory it § gaX refoxa bi)]l reported
out by the Committee on Finang £ thay is some 1,53¢ pPages
long. The Committee has apprp«/€d Qiper provisions that
would make the bill even longs £ anq pore complex. SOme Of
these proposals, which have no £ t0 (pe best of my knoyledge
been reduced to statutory lang uage, yould substantjally
revise the estate and gift tay lawy, One of them, which
would impose a tax on generatj #n Skjpping transferss is on
the list of subjects to be dey 1t wiin at these hearings, and
I would like to address myself to {; today.
Let me begin by stating he Ty, Seéction's Strong objection
to the Committee's failure to Qlacq the other estate and

gift tax proposals on the adenda Of these hearings. The



[

262

proposals would drastically restructure the estate and gift
tax system. They would combine the gift and estate taxes
into a single transfer tax, provide for a credit in place of
the present statutory exemption, increase the marital deduction,
and tax unrealized capital gains at death, in addition to
taxing generation skipping transfers. This legislation
would have a revolutionary impact on the process by which
property is transferred from generation to generation and
would have econ&mic and social implications going far beyond
those of most tax bills. The suggestion that it is less
deserving of the Committee's limited time available for
public nearings than the proposal to allow an investment
credit for solar-powered windmills boggles the mind.

The Section is deeply concerned that the Senate may act
on the generation skipping tranfer proposal without having
an adequate opportunity to consider its policy implications
and study specific statutory language. The concepts involved
in generation skipping are complex and the lanqguage in which
they must necessarily be expressed is more complex still.
For the Senate to enact legisiation on this important subject
without studying it carefully beforehand would be irresponsible
and unworthy of such a distinguished body.

Unfortunately, you do not have a yeneration skipping
bill before you at the present time. Let me, therefore,

illustrate some of the problems in this area by referring to
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K.R. 14115, §7, as originally presented to the House Committce
on Ways and Means (recognizing that it has been substantially
altered in the mark-up process).

Although we have not had as much time to study H.R. 14115
as we would like, our review has disclosed serious technical
probleuns. While it is not my purpose today to present a
comprehensive tecnnical analysis of the bill, let me voint
out a few of its difficulties to illustrate my point that
the generation skipping thicket has many brambles and that
drafting legislation in this area is a formidable undertaking.

(1) The bill unowhere states who pays the generation

skipping tax and who signs the tax return (or, for
that matter, what kind of tax return is called for).’
A possible interpretation is that the parent of the
second generation beneficiary may have to pay the
tax out of his own assets, even though he is not

a beneficiary of the trust. The trustee may be
personally liable for the tax in some cases but

may lack access to the information necessary to
compute it.

(2) The bill's application is unclear where the second
generation beneficiary's interest is a life estate
or term of years. Is his personal liability limited
to actual distributions from the interest, or is
it based on its commuted fair market value at its
inception?

(3) The bill provides that, if any portion of the
generation skipping tax is paid from the trust,
that tax is itself a taxable general skipping
transfer. Although intended as a "grossing up”
device, this provision appears to reguire a series
of separate tax returns extending into the inde-
finite future, since each tax payment will itself
be an additional transfer giving rise to an
additional tax liability.

(4) 1In a trust in which the trustee has discretion to
distribute corpus to the children and grandchildren
of the grantor, a distribution to the grandchildren
will impose a tax with respect to the children,
even if they never benefit from the trust.
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There are more problems that we in the Tax Section
have detected and, undoubtedly, many more that we have not.
Although our members bring many years of estate planning
experience and recognized expertise to bear on the problems,
H.R. 14115 contains new concepts and terminology that are
not easily mastered. Expressions like "deemed transferor,®
"taxable termination,"” and "younger generation beneficiary"®
are as unfamiliar to us as they will be to you when this
legislation first crosses your desks. The points referred
to above cannot be dismissed as mere technicalities. They
give rise to a basic concern as to whether the legislation
will work. Will it do what it intends to do? If it does, .
will it have undesirable side effectc? We don't know the
arswers to these questions. Do you? Will you have time to
find out?

In addition to technical obstacles, the generation
skipping area is fraught with important policy decisions
which require careful study and analysis.

Here again, we fear that Congress, in the rush to enact
tax reform legislation, may not give these questions the
consideration they deserve. Let me suggest a few of the
probiems that trouble us, and that we hope will trouble you.

(1) 1Is it fair to tax generation skipping transfers

in trust but to 1ignore outright gifts? The
very wealthy could avoid the tax under H.R. 14115

with ease by having successive generations make
outright generation skipping gifts.

U BEST COPY AVAILABLE
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(2) Will alternatives to trusts be devised in order to
avoid generation skipping taxes and, if so, will
they be less socially useful than trusts? The use
of annuity contracts (for the first generation)
and personal holding companies with several
classes of stock come to mind. Remember that
generation skipping trusts were not invented by
devinus tax lawyers; they served useful family
planning functions for centuries before anyone
dreamed of an estate tax.

(3) Is it fair to commit a family to the payment of
a transfer tax .nany years in the future when the
family's ability to pay the tax at the time (and,
for that matter, the applicable tax rate) cannot
be predicted accurately?

(4) 1s it desirable to exempt certain types of transfers
(e.g. invasions of trust corpus for the benefit cf

second generation beneficiaries because of medical
emergencies)?

We don't have answers to these questions. Do you? If you '
don't, can you in good conscience act on legislation that
affects them?

The Tax Section has always stood in the forefront of
movements to improve the tax laws, but we feel strongly that
tax reform must be accomplished deliberately and responsibly.
Estate and gift tax reform will affect millions of people
throughout the country. It should not be enacted, and you
should not vote on it, until bar associations, other professional
groups, the Internal Revenue Service, private citizens, and
you yourselves have a chance to study it and consider its
implications. Estate and gift reform is too important and
too complex to become part of a grab bag of tax trinkets
inciuding residental heat pump credits and the tax treatment

of billboards. It should be dealt with separately and
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carefully. Those of us who have spent countless hours
wrestling with the inconsistencies and drafting errors of
ERISA are not anxious to repeat the experience in the estate
and gift tax area. We applaud your desire to improve the
law, but let's do the job right.

The organized bar and government agencies that administer
the tax laws have a wealth of technical knowledge and practical
experience in working with estate and gift taxes and estate
planning. We can help you in developing legislation that
will be fair, simple, and workable if you will just give us
a chance. We share the same objectives. Let's work toward

thiem together, intelligently and carefully. .
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NEW YORK STATE BAR ASSOCIATION

Statement of Tax Section to the Senate Finance
Committee concerning Generation-Skipping Trusts

This Statement is submitted to the Senate Finance
Committee pursuant to the opportunity afforded in its Press

Release dated July 8, 1976.

On June 11, 1976, the Senate Finance Committee tenta-
tively approved a proposal to tax ccrtain so-called gencration-
skipping trust transfers. The announccement of the propcsal de-
scribed it only in very general terms. It appears to be con-
sistent with Section 7 of H.R.14115, introduced on June 1, 1976
by Hon. Al Ullman, Chairman of the House Ways and Means Committce
("Ullman Bill"). Since June 11, however, the Ullman Bill has
been extensively and fundamentally revised in mark-up sessions

by the Ways and Means Committee.

Because the text of a Senate Finance Committce bill on
generation-skipping is not available, this Statement cannot deal
with specific, concrete problems thereunder. On the other hand,
we sece no useful purpose in discussing provision by provision
the text of Ways and Means Committce Print dated June 26, 1976,
which, with the additicn of the so-called Landrum amendment ex-
empting transfers to grandchildren from the tax, purports to
contain all the mark-up scssion amendments. We fcel that the

fundamental revisions made by the mark-up changes necessitate
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rethinking of the Ullman Bill's entire approach to generation-

skipping and that the Bill must be rewritten rather than simply

marked up.

We respectfully urge the Senate Finance Committee in
the strongest terms to do the necessary rethinking, to come to
grips with the difficult and competing pblicy problems involved,
and to define carefully the objectives ii would seek to attain
through generation-skipping tax legislation. The following
specific questions need answering:

1. Should the generation-skipping tax be limited

in application to skipping through trusts and
like arrangements?

2, Should generatioﬁ-skipping to grandchildren
through trusts and like arrangements be per-
mitted without tax?

3. Do the complexities involved warrant imposi-
tion of the tax at the skipped generation
level?

We find the complexity of the Ullman Bill to be its
most distressing feature. We members of this Subcommittee who
have assumed primary responsibility for preparing this Statement
have spent many houré separately aud in concert studying the
Ullman Bill's generation-skippinq provisions. We have scores of
_ years of combined experience dealing with trust, estate and tax
matters. Despite our long experience and diligent study, we can
only say that we think the language of the Bill accomplishes most

of what we think its draftsmen intended, but we are not sure.
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The terms uged in the Bill are unfamiliar in trust and éax‘15§
and stand for concepts that are highly complex and difficult to
grasp fully. A “"decmed transferor” need have no interest what-
ever in the trust property. Yet the trust property will be
subjected to tax as if Le had complete dominion of it. The
"transfer” to be taxed as if the deemed transferor transferred
the trust property is usually not a transfer at all but a ter-
mination of some interest or power (which may be insignificant)
in the trust property of a person who may be unrelated to the
creator of the trust, the deemed transferor or the ultimate
transferee. Some terminations are taxable, some are not, and
some of the taxable ones are decmed to occur at other times than
they actually do occur. There are also deemed transfers and
deemed traasferees. The term “transferee® is, in fact, nowhere
defined. Understanding these concepts and how they would oper-~
ate in a myriad of possible crust settings requires a thorough
and detailed familiarity with trust and property law, particu-
larly future interests, and an unusual degree of expertise in

gift and estate taxation and the income taxation of trusts.

While we admire the erudition, ingenuity and drafting
skill of the writers of the Ullman Bill, we are appalled by the
amount of study thet would be required of the bar throughout the
United States and of the Internal Revenue Service to comprehend

it. Indeed, so complex and intricate is the Bill that we doubt

74-610 O - 76 - 10
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whether it could generally be understood and enforced, if en-
acted., Experience since 1948 and 1969 with the far simpler
marital deduction and charitable remainder provisions dcmon-
strates the injustices and administrative difficulties that
result from legislating above the heads of the avcrage testator

and his counsel.

The undue specificity of the mark-up exceptions to the
general applicaticn of the generation-skipping tax provisions of
the Ullman Bill is also most disturbing. The underscorcd words
in the two following provisions are pure tax traps:

"Section 2613. ... (b} ... (1) ... Such term

["taxable tetminacion’) dues awut ihclude a
termination of the interest or power of any

than a future interest or future power (or
both) in the trust...."

“Section 2613. ... (e) Limited Power to Appoint
Among Lincal Descendants of Grantor ot Taken
Into Account in Certain Casc¢s. -- For purpcses
of this chapter, if any individual--

" (1) docs not have any present or future
interest in the trust, and

"(2) does not have any prcsent or future

power 1in the trust other than a pewer to dis-
pose of the corpus of the trust or the incom
therefrom to a beneficiary or a class of bene-
ficiaries who are lineal dcscendants of the
grantor assigncd to a gencration younger than
the gencration assignment of such andividual,

then such individual shall be trcated as not
having any power in thec trust."”
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The entire exception contained in Section 2613(b) (7)
is far too narrowly drawn. Its purpose is to exempt from tax the
death of a child of the grantor before the grantor's widow's
death, but the draft touches only a handful of such cases:

*(7) Certain discretionary trusts to distribute

income to spouse and children of grantor. -- The

term 'taxable termination' does not include the
termination of an interest of a child of the

grantor where--

"(A) the only interest of the child in the
trust is as a permissible recipient of in-
come under a power exercisable by an unre-
lated party,

*(B) the spouse of the grantor of the trust
is a permissible recipient of income under
the same power,

"(C) during the life of the grantor's spouse
and children, only these individuals are per-
missible recipients of income from the trust,
and

" (D) all children of the grantor who were
permissible recipients of income under the
power predeceased the grantor's spouse."

The specificity or the mark-up exceptions makes them
inoperative if powers exercisable in favor of charity are pre-

sent.

The "qualified disclaimer® concept in Section 2518 is
also so limited as to be entirely inadequate. It requires that
the disclaimer be made within nine months after the day on which

the transfer creating the interest in the disclaiming person is
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created. It thereby requires that interests be disclaimed while
they are remotely and improbably contingent. It does not even
provide for lack of knowledge of the transfer in question by the
person entitled to disclaim or for his infancy or incompetency.
Current case law. holding that a reasonable time for disclaiming
starts to run when prior interests termipate is practical and
fair and should be retained. We see no justification for a

"qualified disclaimer” definition in the Bill.

The failure of the Bill after mark-up sessions to
specify what property is to bear the burden of the new tax must
be rectified. We believe that many existing wills contain al-
location provisions that might cause the proposed tax to be
paid from the testator's personal estate rather than from the

trust property.

On the positive side, we particularly commend the re-
moval in the mark-up sessions of all retroactive features of the
Ullman Bill's generaticn-skipping tax provisions. Applying this
new tax to existing dispositions which may not now be changed
would contravene basic principles of fairness.

Relationship of this Statement to House of
Delegates' Resolution Calling for Reasonable

Time to Study and Repert Back to Congress
concerning Gencration-Shipping Provisions

On June 19, 1976, the House of Deleyates of the New

York State Bar Association, representing its 23,000 mcmbers,
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" unanimously urged the Congress to take no final action respecting
the Ullman Bill, and part}culatly its gencration-skipping provi-
sions, without affording to the organized bar of the United
States, and in particular, the New York State Bar Association and
its Sectiocns having special competcnce in the fields of law af-
fected thercby, reasonable time to study and report back to the
Congress concerning them.. (Copy of Resolution anncxed). The
House of Delegates is justly concerned that the impact of this
complex and revolutionary legislation on New York property dis-
positions, for which the New York bar is rcsponsible, be madce

clear and precise.

This Statement has necessarily been prepared in great
haste. It is not exhaustive but sunmuary in nature, and has not
had thke benefit of the detailed study, considcration and endorse-
ment normally given by the entire 50 member Executive Committee
of the Tax Section to its work products. Not only for this rea-
son, but also and particularly because thc text of a Senate Fi-
nancc Committee bill is not yet available, the opportunity to
submit this Statement should not ke decmed to satisfy the House
of Delegates' request for reasonable time to study and report
back ccncerning the entire subject matter of the Ullinan Bill

prior to final action thereon.

Respectfully submitted,

Hewitt A. Ccnway, Chairman
Mary-Katherine Bell
Christine Beshar

Paul Meaders

Allan Metrick

Nathaniel Winthrop

Generation-Skipping Subcommittee
of Comn:ttce on Estate and

Gif .
July 20, 1976 t Taxes
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New York State Bor Association

KEW YORK STATE BAR ASSOCIATION
RESOLUTION ADOPTED UNANIMOUSLY BY HOUSE OF DELEGATES, JUNE 19, 1976

WHEREAS, "The Estate ahd Gift Tax Reform B111 of 1976" .H.R. 13966) was introduced in
the Housc of Representatives by Chairman Al Ullman of the Ways and Means Committee on
May 24, 1976; and

WHEREAS, (1) the pruvisions cf H.R. 13966 are detailed and complex: (2) they would
effect revolutionary changes in the estate and gift tax law, treating of such diverse
subjects as a unified transfer tax system, uireaiized eppreciation at death and new
tases on generaticn-shipping transfers; and (3) they ake the new genaration-shipping
taxes epplicatlie at progressive rates reaching 70% not only to existing wills and
future transfers but also to rany thousands of presentiy effective property disposi-
tions governed by the laws of the State of hew York; and

wHITEAS, the New York ter is responsible to the public for the proper preparation
of wiils and other instrunients ¢isposing of pro.erty unler hew York law and ¢
Justly concerned that the impact on hew York property dispositions of feceral tax
legislation having such far-rzac~-ng effects as H.R. 13966 be clear and precise; and

WHEREAS, the text of H.R. 13965 d:d not becc..e generally availatle for study by
members of tnis Association until early 1n june 1576, and the Sections of this
Association having particular comietence n the areas of law affected by it have not
hed sufficient time to study its provisions 1n d2pth and consider and report their
conctusiuns and recannendations to the Congress; and

LAfRLAS, tins House of Deiegates, representing the 25,000 nembers of the New York
State Bar Ascocietiun, 1s aeeply concerned at the precipitous and unwarrantec haste
With vhich H.R. 13966 is being cons:dered by Congress, and by the failure of either
tie House llays and Mears Cowmittce or the Scnate Finance Commitice to hold pudlic
hearii s with respect to its provisions or otherwise afford the pudlic an opportumty
to be heard concerning tnem,

BE IT RLSOLVED, THERCFORE, that the New York State Bar Association hereby calls upon
the House of Represcntatives and tne Senate to take no final action approving

H.R. 13366, and particularly the so-called generation-skipping tax provisions
contained 1n section 7 thereof, without due deliberation after affording to the
organized bar of tne Un:ted States, end this Associetion and 1ts Sections n
particular, and other segments of the public affected thereby, reasonable time to
study ond report back to the Congress concerning it; and

BE IT FURTHER RLSOLVED, that the Executive Director of this Association is hereby

directed to send a copy of this Resolution to each meuber of the Congress of the
United States.

Onc E“\ Slrcet A’Lanq, ch Yorl( 12207 518-445-1210
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TESTIMONY OF GEORGE C. BATCH, VICE-
PRESIDENT, THE STAMDARD CORPORATION,
OGDEM, UTAH, SENATE FINANCE COMMITTER
HEARINGS JULY 20, 1976.

My name is George C. Hatch. I am Vice-President of The Standard Corporation
of Ogden, Utah, vhich has operated the Ogden Standard Examiner newspaper since
1892, and XUTV television station, Salt Lake City, Utah, since 1956.

The Standard Corporatioa was founded by wy vwife's grandfather, and, today, the
stock of the corporation is owvned entirely by linesl descendants of the founder.
The stock is owned by or for the benefit of twelve grandchildren of the founder
(the third generation) and some thirty-five great-grandchildren (the fourth
generation). Of the voting stock, 43X is owned by individuals and 571 is owned
by irrevocable trusts -- some under wills and some created during life for the
benefit of the third and subsequent generstions. These trusts bear dates such
as 1953, 1954, 1955, 1963, 1965, etc. — all the way to 1976. Thess trusts vere
craated for the purpose of preserving the local family ownership of the newspaper
and broadcasting station and preventing diffusion of control as succeeding
generations iucrease in numbers. The family desired to preserve the local
editorial voice of the newspaper and television station and prevent their sale
to a national chain with overvhelming emphasis on a bottom-line net incomes and
bland edftorial policy.

1 am here today to express deep concern that the worthy objectives of preservation
of family farms and businesses in other sections of the bill may be defeated by
the provisions proposed for a tax on generation-skipping transfers. The trusts
that hold s majority of the stock in our family corporations, like many others
across the country, made no provision for accumulating income to psy a transfer
tax vhen a beneficiary's interest terminates. The beneficiaries of the income
from the trusts are not the ultimate beneficiaries in the distribution of the
corpus.

I understand that the House Ways & Means Committee has reconsidered the original
provisions of HR-13966 and voted to exempt from its provisions previously-created
irrevocable trusts. I strongly urge this exemption that would preserve the
purposes of trusts previously established. If the tra..fer tax were passed in
its original form, a trustee of an established trust directed by the graantor to
preserve the family business and stock, and instructed to distribute all income
as earned, would be in a hopeless dilemma. He would have to seek relief from his
state legislature to change the law of trusts of his state; or he would have to
seek relief from Congress, to repeal the tax you are now considering enacting.

In addition to supporting the amendment to exempt prior established trusts, I
would support the propoaal of the Ways & Means Committee to provide a one-gener-
ation exemption in future irrevocable trusts to permit a grantor giving a spouse
or children lifetime income and to exempt the application of the transfer tax in
the distribution of the corpus to the grandchildren. This proposal would permit
the founding grantor to provide for the payment of gift or estate tax on the
family farm or business and to leave the property to his grandchildrea intact.
If the trust transfer tax is not so amended, & family business or farm would be
subject in a trust to a transfer tax on the death of the childrea of the grantor,
and this would require the sale of the family business or farm in one generation.
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Page 2 -

There is a strong increase in the percentage of newepapers and television stations
owned Ly national chains direccly attributable to the inability of founders of
these local communications media to pass on local ownership to their heirs, and
still pay large estate taxes. The family trust is the last means of preservation
of such local ownership and control.

Either the legislation should be amended with a one generation-skipping exemption,
as proposed by the House Ways & Means Committee, or an exemption from a tax on
generation-skipping transfers should be made ¢or family farms and family corpo-
rations that will preserve local ownership. These are the categories that you
recognize as worthy of consideration for relief in the proposal for favorable
valuation, additional credit against the estate tax, and extensions of time for
payment of estate tax. My suggestion for an exemption from a tax on geners:ion-
skipping transfers for trusts that own family farms and family operating businesses
recognizes that the trusts holding these assets have a non-tax social purpose that
trusts holding diversified liquid assets do not. Strengthening of antitrust laws
and regulation of large national and international conglomerates will be of no
avail if family enterprises cannot afford transfer taxes without the sale of family
businesses and farms to such large corporations. Concentration of economic power
is a serious long-range problem in our society.

At the very least, in considering radical changes in estate and gift tax laws,
the effective date should be well in advance of the date of enactment, so that
the professional people and businessmen who must deal with the new law have time
to adjust to it. For example, millions of wills drafted over the last twenty
ycars will require review and amendment if some of the proposed changes become
law.

There is presently a trend in state legislatures for streamlining probate pro-
cedures through adoption of the Uniform Probate Code. The trend has been promoted
by consumer grours. Utab enacted the Uniform Probate Code in early 1975, but used
an effective date of July 1, 1977. By this means, the people who deal with the
new law -- lawyers, accountants, trust officers, businessmen —~- have time to adjust
to the new procedures in an orderly fashion. Another example of advance effective
dates and time to adjust was the adoption by forty-nine states of the Uniform
Commercial Code, which provided for various advance effective dates from abcut

six months to about two years.

I contrast this to what has been proposed here in the Congress -- radical changes

in the estate and gift tax laws with retroactive effective dates in some important
instances. I contrast also the gains in simplification and savings in cost that

the Uniform Probate Code is designed to accomplish with the losses in simplification
and increased costs that the proposed legislation, if not desigoed to invoke, will
inevitably cause.

1f, ultimately, you decide that a tax on generation-skipping transfers serves a
valid prupose and is worth the complexity, costs, and delay in administering
estates that will accompany it, I would, in summary, urge consideration of two
limitations:

1. The proposed tramsfer tax should not be retroactive. Application of the tax
to presently-existing irrevocable trusts would upset bona fide plans long ago
embarked on, and would encourage the concentration of property in large
publicly-traded corporztions, Certainly, the tax laws of the nation should
not encourage bigness when the antitrust laws discourage it.

2. As to future generation-skipping trusts, I would propose permitting the
skipping of one generation or, in the alternative, exempting those trusts
which hold as their principal asset family farms and family-held operating
businesses. Without such an exemption in the generation-skipping trust
transfer tax legislation, the relief given to farmers and closely-held
businesses in one area of the new legislation is dissipated in another area.

1 thank you for the opportunity to testify.
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ADMINISTRATION POSITION

Hearings on

Certain Provisions of the Tax Reform Bill
(H.R. 10612)

before

Senate Committee on Finance

July 20, 1976
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ADMINISTRATION POSITION
Hearings on

Certain Provisions of the Tax Reform Bill

Bill Section
or
Committee

Action Date

210(d)

802
803

806
1013(f)
1021

1023
1024
1025
1031
1032
1035(a)
1035(b)

1035(c) (1)
(2) (A)

1035(c) (1)
(B)

(H.R. 10612)
before
Senate Committee on Finance

Jaly 20, 1976

Title Page
Deductible Losses of Limited Partner
Cannot Exceed Investment..............c..... 1
Refund of Expiring Investment Tax Credit...... 4
Extension of Expiring Investment and

Foreign Tax Credits................ccvuunnn 5
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SECTION 210(d)

DEDUCTIBLE LOSSES OF LIMITED PARTNER
CANNOT EXCEED INVESTMENT

Description

Under a floor amendment to section 210 of the Bill, a
limited partner's share of partnership liabilities cannot
exceed the difference between his actual contribution credited
to him by the partnership and the total contribution which he
is obligated to make under the partnership agreement. The
limitation applies to partnerships formed after June 30, 1976.
However, if the partnership is involved in the construction or
rehabilitation of low income housing (within the meaning of
section 1039(b)), the limitation appliel only to partnerships
formed after December 31, 1981.

Revenue Estimates

Calendar year liabilities are estimated to increase by
$4 million in 1976 and 1977 and to increase by $141 million
by 1981. The revenue estimates assume that all other tax
shelter provisions of the Senate bill are enacted.
substantially all the revenue increase results from the 1nglct
of the amendment on real estate, which i{s not subject to
general "at risk" limitation of the Senate Finance Committee
Bill as adopted by the Senate.

@nalzsic
"At risk"” limitation

The Senate floor amendment denies an increase in a limited
partner's basis in his partnership interest for his share of
the nonrecourse liabilities of the partnership. The amendment
repeals section 1.752-1(e) of the regulations and would conform
the basis adjustment rule for nonrecourse liability in the case
gfliimited partners to that of subchapter S corporation share-

olders.

We are ovposed to the amendment for the following reasons:

-- The amendment would draw a distinction between limited
gnrtnerl and general partners of a partnership which has no
asis in economic reality. There is no economic distinction
between general and limited partners with respect to nonrecourse
financing. If the property cannot produce sufficient income to
service the loan, the general partners will be no more willing
to continue servicing the loan than the limited partners.

74-619 O - 76 - 19
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-- The amendment restricts only the basis of limited partners
of a partnership. It does not purport ~o eliminate the long-
standing general rule based on Crane v. United States, 331 U.S. 1
(1947) that nonrecourse financing Is Included In the cost, and
thus the basis, of property. Thus, general partnerships, propri-
etorships, grantor trusts and other business arrangements may be
used to circumvent the limitation. While these entities are not
presently used as tax shelter vehicles, their use is certain to
increase after the amendment becomes effective.

-- The amendment leaves unanswered the issue of the proper
allocation to the various partners of the basis attributable to
nonrecourse liabilities. The entire basis, including that
attributable to nonrecourse indebtedness, could be allocated
to the general partners. However, as indicated above, there is
no economic basis to distinguish between general partners and
limited partners. On the other hand, the basis may be allocated
to both the general partners and the limited partners and the
limited partners' share of the basis attributable to nonrecourse
indebtcdness suspended uatil such time as the principal is repaid.
However, the subsequent increases in basis resulting from such a
suspense account would raise serious administrative problems for
the Internal Revenue Service which must enforce the limitation
on deductions. This "shifting basis" can also result in distor-
tions of income. The limited partners may control the tinini
of their deductions by simply postponing payment of grincipa
until such time as they can receive the maximum tax benefit from
the deductions. It should be noted that the Supreme Court based
its decision in the Crane case largely on the "shifting basis"
problems which would result from the rule proposed by the amendment.

-- The Senate has already voted to adopt an "at risk"
limitation, which would be applicable not only to limited
partners, but also to individuals, trust and estates, general
partners and shareholders of subchapter S corporations. This
rule applies to farming, oil and gas, equipment leasing and
movies. The Senate Finance Committee specifically chose not
to apply this "at risk" limitation to real estate. Thus, the
impact of the limited partner limitation will be mainly on
the real estate industry. We oppose the application of any
"at risk” limitation to real estate since such property
generally has an established value against which the bona fides
of the nonrecourse liability may be established.

-- The limitation will affect many bona fide business
transactions which are clear { not tax shelters. For example,
the typical arrangements involving money limited partners and
service general partners will be severely curtailed by this
limitation, finally eliminating a source of capital for many
small businesses.
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Effective Dates
General Rule

The limitation would apply to partnerships formed after
June 30, 1976. Neither the amendment nor the discussion on
the Senate floor explains the scope of the term "formed". The
Treasury Department foresees serious problems in administering
the effective date provision in its present form. For e le,
does the mere formation of a partnership before June 30, 1976
suffice to forever grandfather the entity, without regard to
the date on which property is contributed to the partnership
or the date on which the limited partners become members of the
partnership?

Since the amendment modified long-es’ ..:i1shed partner-
ship rules, we recommend that if the pros tuion is adopted, the
anendment grandfather partnerships formed no later than the
90th day following passage of the Tax Reform Act, but only -
with resepct to the property contributed to the partnership and
the partners who become mzeu of the partnership by such date.

Low Income Housing

The limitation would not apPIy to partnerlhigl formed on
or before December 31, 1981, if "substantially all of the
activities . . . involve the construction or rehabilitation
of low-income housing (wicthin the meaning of section 1039(b))."
Section 1039(b) includes only low-income houlin{ "with respect
to which a mortgage is insured under section 221(d)(3) or 236
of the National Housing Act."” This definition does not include
dwelling units eligible for subsidies under section 8 of the
United States Housing Act of 1937, which is one of the Depart-
ment of Housing and Urban Development's major pending progrm.
It also does not include housing with respect to which a loan
is made or insured under title V of the Housing Act of 1941,
the Farmers' Home Administration program. Therefore, if the
provision is adopted, we recommend that the definition be
expanded to include these segments of the low-income housing
program. This may be accomplished by amending the limitation
t(:o)x('gc(l ')'%o:-income housing (within the meaning of section 1250
a C)).

Administration Position

For the reasons stated above, the Administration is opposed
to this provision of the bill. We continue to believe that LAL
presents the most acceptable solution to the problems presented
by tax shelters, including those involving real estate.
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SECTION 802
REFUND OF EXPIRING INVESTMENT TAX CREDIT

Description

The bill provides that investment tax credits which
cannot be used during the three-year carryback and seven-year
carryforward periods are to be refundable at the expiration
of the carryforward period. This rule applies only to invest-
ment tax credits earned with respect to property which becomes
eligible for the investment credit after December 31, 1975.
}gg:. the first year in which refunds will be made will be

Revenue Estimate

It is estimated that in 1984 this provision will result
in a reduction of $300-$500 million in revenues.

Analysis

The purpose of the provision is to increase the effec-
tiveness of the investment tax credit as an incentive for new
investment. While the level of investment is improving,
there are many taxpayers who in the past several years have
experienced either losses or periods of low net income who
will need to continue or increase their levels of investment
in order to remain competitive. Because of the particular
pattern of their losses or lov income, the present limitation
on carrybacks and carryovers of unused credit may result in
failure to fully utilize the credits, i.e., a loss of the tax
benefit of the incentive. Making the investment credit re-
fundable at the end of the carryover period will assure all
investors in qualified property that they will ultimately be
able to obtain the benefit of the investment credit.

Administration Position

For the reasons stated above, the Administration supports
this section of the bill.
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SECTION 803
EXTENSION OF EXPIRING INVESTMENT AND FOREIGN TAX CREDITS

Description

This section provides a two-year extension for certain
expiring investment and foreign tax credits. Under this
section, any investment tax credit or foreign tax credit
which would expire in 1976, but only those expiring in 1976,
may be carried forward for two additional years to reduce tax
liability in those years.

Revenue Estimate

The provision will decrease receipts $14 million in
fiscal 1977 and $30 million in fiscal 1978.

Analysis

The section benefits taxpayers who happen to have tax
credit carryovers expiring in 1976 and who anticipate that
current year's operations will not produce sufficient tax
liability to absorb them. Section 803 applies retroactively
to events which occurred many years earlier and aids a
limited number of taxgnyerl, mostly eirlines, who, having
found that present rules do not work to their advnntage,
wish to change them. These taxpayers have already had a
period of 10 years in which to use up their investment credits
and in some cases 12 to 13 years.

Section 803 would be a bad tax precedent. The section
provides a bailout for a handful of companies, and it is
predictable that the same coutaniel. or others, will be back
again in subsequent years seeking a similar:retroactive
bailout. 1If this precedent were established, it may eventually
be extended to validate expiring net operating losses as well.

If it is thought that transportation generally, or air-
lines specifically, require further government assistance,
the effective way to do so is to provide on-budget appropri-
ations. In this manner, recipients could be targeted with
greater care than through the tax system, where the benefit
will depend on the fortuitous distribution of unused credits.

Administration Position

The Administration is, thereforz, opposed to this provision.
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SECTION 806
INVESTMENT CREDIT IN THE CASE OF CERTAIN SHIPS

Description

This section extends the investment tax credit to ships
constructed with amounts withdrawn from capital construction
funds established under the 1970 Merchant Marine Act.
Deposits from shipping income into these accounts are deducted
in calculating the taxable income of shipowners. Withdrawals
from the fund are not subject to tax if they are used for
ship construction. Under present law, since the deposit has
already been deducted from income, the portion of any vessel
acquired with the deposit is regarded as having a zero basis
for tax purposes. Accordingly, the taxpayer is not entitled
to depreciation deductions or to an investment tax credit,
since each of these provisions is predicated on the existence
of a tax basis for the asset.

Revenue Estimate

Revenues will be reduced $21 million in fiscal 1977, $23
million in fiscal 1978 and $45 million in fiscal 198l1. The
other tax benefits provided under the Merchant Marine Act
will rise to $190 million in the next few years.

Analysis

Section 806 benefits a single industry which already is
the recipient of substantial tax incentives. Furthermore,
the provision selectively overturns the fundamental concepts
of "basis” and "depreciable property," which have served our
tax system well over the years. Even without the additional
tax advantage provided by this section, shipowners presently
receive the equivalent of a 17 percent investment tax credit
through the device of capital construction funds. This is
already 7 percent higher than the tax credit available to
qualified investment generally. At this time, there is no clear
and convincing evidence of a serious economic problem in the
shipbuilding industry which might justify adding to the already
substantial tax advantages accorded the industry.

Administration Position

The Administration opposes this provision
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SECTION 1013 (f)

FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES BENEFICIARIES
TO BE TAXED CURRENTLY TO GRANTOR

Description

In general, this amendment would currently tax the
income of the grantor of a foreign trust having U.S. bene-
ficiaries. Under the House bill the provision would have
been effective for taxable years ending after December 31,
1975 but only for trusts created after May 21, 1974, and
transfers of property to foreign trusts after May 21, 1974.
Under the Finance Committee amendment the provisions would
be effective for taxable years ending after December 31,
1976, but only for trusts created after May 29, 1974, and
transfers of property to foreign trusts after May 29, 1974.
Thus, the provision would not apply to trusts created be-
tween May 21, 1974 and May 29, 1974.

Revenue Estimate

The change in effective date would have a negligible
revenue effect.

Analysis

These provisions were initially introduced as part
of the proposed "Energy Tax and Individual Relief Act of
1974." That bill was reported out of the Vays and Means
Committee but was never considered by the full Houce. At
the end of 1974, when it became apparent that there would
be no legislation in 1974, many individuals established
foreign trusts hoping that future legislation would not
apply retroactively. However, when the trust proposal
was adopted, almost verbatim, by the House as part of the
current Tax Reform Act, it was made applicable to trusts
created after the date on which the provision had originally
been approved May 21, 1974 (the taxation of these trusts
would not begin until after 1976). Thus, the trusts set
up at the end of 1974 to avoid future legislation were
caught. It has come to our attention that while the
provision was announced in the May 21, 1974 press reclease
of the Ways and Means Committee, it was not generally
reported by the press until May 29, 1974, whon it appeared
in the Daily Tax Report published by the Bureau of Netional



292

Affairs and therefore taxpayers may have acted in the
period between May 21, 1974 and May 29, 1974 to their
detriment because they were unaware of the proposed
legislation.

Administration Position

The Administration strongly supports the changes in
the taxation of grantors of foreign trusts. As to the
effective date, the Administration sees no reason for
deviation from the long standing practice of Congress which
has made "loop-hole",ciosing provisions effective from
the date of announcement in order to prevent taxpayers
from planning to avoid them. The Administration therefore
opposes the later effective date.
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SECTION 1021

AMENDMENT OF PROVISION RELATING TO INVESTMENT IN
UNITED STATES PROPERTY BY CONTROLLING FOREIGN CORPORATIONS

Description

This provision would redefine those investments con-
sidered to be investments in U.S. property for p ses of
determining when a controlled foreign corporation has made
a constructive dividend to its U.S. shareholders. It would
allow controlled foreign corporations to make portfolio in-
vestments in U.S. debt obligations and shares. Under pre-
sent law, such investments can often be made through the
intermediation of foreign banks and other financial institu-
tions, but they cannot be made ditectli; Thus, present law
mainly acts as a trap for firms which have not been adequately
advised. In addition, the use of a drilling rig on the
continental shelf of the U.S. by a controlled foreign corpora-
tion would not be an investment in U.S. property.

Two retroactive special relief rules are contained in
the Committee amendment.

1. Under the first special rule, a portion of the
new amendment is made retroactive to May 22, 1974 to exclude
from treatment as an investment in U.S. property amounts
invested in stock or debt obligations of U.S. corporations
which are not related to the foreign corporation.

2. The second special rule would exclude from con-
structive dividend treatment, on a retroactive Lasis, amounts
invested in property situated on the continental shelf of the
U.S or in securities of a U.S. corporation substantially all
of the assets of which consist of such property. In the case
of stock or obligations of a domestic corporation, this second
exception would apply only to amounts invested between the
effective date of the Tax Reform Act of 1969 and the effective
date of this section.

Revenue Estimate

The special provisions have a negligible revenue effect.

Analysis

The basic provision removes legal barriers which obstruct
but do not prevent the investment of portfolio funds in the
United States.
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These special amendments would grant retroactive
relief to :axgayerl vho received deemed dividends because
tﬁeit controlled foreign corporation made investments in
the U.S.

1. The basic amendment which would permit investments
in unrelated U.S. corporations was included in the proposed
Energy Tax and Individual Relief Act of 1974. The Administra-
tion supported the amendment at that time and had hoped Congress
would adopt it so as to encourage controlled foreign corporations
to invest their profits in the U.S. rather than abroad. How-
ever, the law was clear that any investment in stock or sec-
urities of a U.S. corporation was an investment in U.S.
property resulting in a constructive dividend to the U.S.
shareholders.

2. The exception for investments on the continental
shelf is a narrow special interest provision which would pro-
vide special relief of limited scope for one, or at most, a
small group of taxpayers who have invested in property (gen-
erally drilling rigsg on the continental shelf at some point
in the past five years. These investments have clearly con-
stituted investments in U.S. property at least since 1969 and
gongress has not seen fit to change this treatment for the

uture.

Administration Position

The Administration supports the basic provision as more
appropriately defining investments in U.S. property as invest-
ments which may fairly be considered to be constructive
dividends and as eliminating traps for unwary controlled
foreign corporations which place funds in the United States.
However, the Administration opposes both of the retroactive
special relief provisions. Retroactive relief should be
granted only for the most compelling reasons, and we do not
find those in either of these cases. It cannot be justified
where proper actions on the part of the taxpayer could have
avoided the result which the taxpayer petitions Congress to
changes. Nor can it be justified where, as here, the law
worked as intended by Congress although to the fiscal detri-
ment of some taxpayers. To accept such provisions undermines
the integrity of the laws which Congress enacted.

While we have supported legislation which would enable
controlled foreign corporations to invest in the securities
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of unrelated U.S. corporations, we believe that the law was

clear that such investments did result in constructive divi-
dends to the U.S. shareholders. To provide retro-

active relief would discriminate against those who chose not
to invest in the U.S because they correctly applied the law,
at times to their detriment.

The provision for relief for investments on the con-
tinental shelf is particularly objectionable because it would
give retroactive relief even in cases where the Committee has
not seen fit to give prospective relief.
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SECTION 1023

EXCLUSION FROM SUBPART F OF CERTAIN EARNINGS
OF INSURANCE COMPANIES

Description

This Committee amendment would exclude from subpart F
treatment income from stock or security investments by a
foreign subsidiary of a U.S. insurance company of an amount
of its assets equal to one-third of its premiums earned on
insurance contracts. .

Revenue .istimate
Decrease in tax liabilities of $10 million per year.

Analysis

The foreign personal holding company provisions of
subpart F contain an exception for income of a foreign
insurance company from its unearned premiums or reserves
which are ordinary or necessary for the proper conduct of
its business. The instant amendment would provide a similar
exception for amounts invested to meet certain U.S. state
and foreign jurisdiction solvency requirements. Foreign
companies must meet these requirements in order to parti-
cipate in a reinsurance pool composed principally of com-
panies doing business in the U.S. and in order to write
insurance abroad.

Administration Position

The Administration does not object to this amendment.
It is similar to the present exception from the foreign
personal holding company provisions for unearned premiums
and reserves and would serve the same purpose.
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SECTION 1024
SHIPPING PROFITS OF FOREIGN CORPORATIONS

Description

The amendment would provide four es in the provi-
sions of subpart F which tax to the U.S. shareholders of a
controlled foreign corporation the foreign base company
shipping income of that corporation. These provisions are:
(1) an exclusion for income derived from lbipging.betvun
two points within the foreign country in which the foreign
corporation is created or organized and the aircraft or
vessel is registered; (2) an exclusion for income derived
from the transportation of men and supplies from a point in
a foreign country to a point on the continental shelf of
that country or an adjacent continental shelf; (3) an
exclusion which would allow a foreign corporation to time
charter a vessel from an unrelated person and voyage charter
the vessel to a related person; (4) an amendment to
clear that in the case of a corporation substantially all
of the property of which consists of qualified investments,
the repayment of an unsecured lisbility which is in writing
will be a qualified investment.

Revenue Estimate

It is estimated that these provisions will decrease
receipts by less than $5 million on an annual basis.

Analysis

The foreign base company shipping income provision was
intended to tax those companies which have located their
shipping operations in tax havens. An exception is provided
if the earnings are invested in the shipping business. The
entire provision is complicated and tends to favor those
larger companies (such as oil companies) which are constantly
expanding their shipping operation, and thus have ample
opportunity to make investments. It discriminates against
comqaniea who are not expanding and these tend to be the
smaller companies.

The amendment would exclude certain income from subpart
F. The first exclusion (for income derived from operations
in a single country) would conform the treatment of shipping
income to the treatment of foreign base company sales and
service income, which excludes income earned solely within
the country of incorporation of the foreign corporation.



208

- 14 -

The other provisions bear little or no analogy to
existing provisions of subpart F. The second and third
exceptions would exclude from subpart F income which is
traditional base company income because it is earned in a
country in which little of the real economic activity need
be carried on. The second exception would effectively ex-
c¢lude from taxation under subpart F, income earned by a
small number of U.S. controlled companies located in tax
havens. These companies own drilling rig supply vessels
which rarely have any commercial contact with the tax haven.
Rather, the vessels operate throughout the world between a
port in a third countrz‘and drilling rigs located on the
continental shelf of that country. The vessels can, and do,
move from country to country. is is exactly the situation
the foreign base cowpany shipping income provisions were
intended to reach. In addition, the exclusion would permit
foreign supply vessels to service rigs located on the con-
tinental shelf of the U.S. without paying U.S. tax. Like-
Hé;eéothe third exception would permit profits to be siphoned
offshore.

Administration Position

The Administration supports the first provision which
excludes from subpart F the income from shipping operations
conducted in a single country. This is in accord with the
base company concept.

The Administration opposes the second exclusion for the
reasons stated above. The Administration would not oppose
a provision which was limited to activities on the continental
shelf of the country in which the owner of the vessel is
organized and the vessel is registered. Such an exception
would be consistent with base company concepts.

The Administration opposes the third exclusion because
its impact is to permit profits to be siphoned offshore and
because it appears to apply to very few companies, perhaga
only one. It further appears that the activities could be
carried on in the U.S. and should be taxed.

The Administration objects to the fourth provision re-
lating to unsecured liabilities because it is unnecessary;
the same result would be reached under current law.
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SECTION 1025

LIMITATION ON DEFINITION OF FOREIGN BASE COMPANY
SALES INCOME IN THE CASE OF CERTAIN AGRICULTURAL PRODUCTS

Description

There would be excluded from tax under subpart F, in-
come from the sale of agricultural products grown or pro-
duced outside of the United States if sold outside of the
United States.

Revenue Estimate

Decrease in tax liabilities of $15 million per year.

Analysis

The Tax Reduction Act of 1975 amended subpart F to
exclude from foreign base company sales income the income
from sales of agricultural products which are not grown in
the United Stetes in commercially marketable quantities.
The House version of the bill would amend this provision to
exclude agricultural products which differ in grade or type
from agricultural products grown in the U.S.

There does not appear to be any reason to distinguish
between agricultural products and other products. The base
company provisions apply only if the goods are sold through
third countries which can be, although are not necessarily,
tax havens. If the goods are sold from the country in which
they are produced or grown directly to the country of con-
sumption no subpart F income arises. In addition, current
law contains an exclusion from subpart F if it can be shown
that the foreign corporation receiving the income was not
formed or used to avoid tax. Thus, agriculture would not
be taxed if there was not at least some tax avoidance motive
for establishing the third-country sales corporation.

The agricultural exclusion provided by the Tax Reduction
Act of 1975 is difficult to apply and will almost certainly
lead to long disputes between taxpayers and the Internal
Revenue Service. The House version is no better. The
Committee amendment has the advantage of being clear and
administrable.
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Administration Position

The Administration believes that it would be better
not to provide a special exception for agriculture. How-
ever, the Administration finds the Committee amendment
preferable on administrative froundc to present law or to
the provision in the House bill.
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SECTION 1031

REQUIREMENT THAT FOREIGN TAX CREDIT BE
DETERMINED ON OVERALL BASIS

Description

The Committee amendment would repeal the per-country
limitation on the foreign tax credit. However, the per-
country limitation would remain available through 1978 to
certain hard mineral companies which have an existing
commitment to expand. The per-country limitation would
also remain available for three years for income from U.S.
possessions.

Revenue Estimate

Decrease in tax liabilities of $15 million in each of
the three years in which the special provisions will apply.

Analysis

These provisions provide special relief for certain
mining companies and for companies doing business in the
possessions. In general, their effect would be to continue
to isolate losses in a single.country for the next three

- years. Thus, those losses will not reduce the foreign tax

credit limitation, and thus the allowable foreign tax credit,
with respect to taxes paid to other foreign countries. Also,
the foreign loss recapture provision would work so that losses
would be recaptured only from income earned in a single
country. The exception relating to mining companies is nar-
row special interest legislation which would appeal to benefit
one, or only a few mining companies.

Administration Position

The Administration does not object to the elimination
of the per-country limitation.

The Administration opposes the special exception from the
overall limitation for certain mining companies. There is.no
te:sog to single out a narrow group of taxpayers for special
relief.

The Administration does not oppose the transition rule
for income from the possessions. It is a reasonable rule apply-
ing generally to a large class of taxpayers who may have made
investment decisions based on being able to isolate losses
from a particular country or possession.

74-619 O - 78 - 20
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SECTION 1032
RECAPTURE OF FOREIGN LOSSES

Description

Foreign losses incurred in one year would be recaptured
in later years through a reduction in the foreign tax credit
limitation. Special rules are provided so that the provi-
sion does not apply to losses from the sale of securities
issued before May 14, 1976 by a foreign government for the
acquisition of property located in that country or for
stock or indebtedness of a corporation of that country.

Also excluded are losses from stock or indebtedness of a
corporation in which the taxpayer owned at least 10 percent
of the voting stock if the corporation had been incurring
losses, and if it terminates operations before January 1,
1977, by a disposition of the assets of the corporation.

Revenue Estimate

The exceptions are estimated to cost under $5 million
annually.

Analysis

Loss on government securities. This provision is
analogous to the exception from loss recapture for expropria-
tion losses which is contained in proposed section 904(f)(2)(B).
In effect, there was an economic loss at the time the govern-
ment obligations were received because there is no certainty
the obligations will be paid, and there is no regular market
for these kinds of obligations.

Loss on stock of 10 percent owned corporations. This
provision would make the loss recapture inapplicable to
securities which, for all practical purposes, were worthless
prior to the effective date of the p.ovision. All that was
missing was a realization of the loss or the facts necessary
to justify a finding that the security was worthless prior
to that date.

Administration Position

The Administration does not object to these provisions
as reasonable transition exceptions to the loss recapture
provision, which was proposed by the Administration. Both
exceptions recognize that a loss has, in reality, already
occurred.
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SECTION 1035(a)

FOREIGN OIL AND GAS EXTRACTION INCOME
TRANSITIONAL RULE FOR FOREIGN TAX CREDIT LIMIT

Description

The Committee amendment would allow a special carry-
back to any taxable year ending in 1975, 1976 or 1977. The
carryback is computed under the normal foreign tax credit
carryback rules, and the taxes may only be carried back
against extraction income from the country to which the
extraction taxes were paid. The amount which may be carried
back is the amount of the taxes paid to the foreign country
reduced by the amount of taxes which are allowed under the
oil and gas foreign tax credit limitation as a credit against
U.S. tax in that year.

Revenue Estimate

Decrease in tax liabilities of $30 million between
1976 and 1979.

Analysis

This provision deals with the problem which may arise
during the transitional period following the enactment of the
oil and gas foreign tax credit limitation of the Tax Reduction
Act of 1975, because of distortions in computing the limita-
tion on the credit for foreign oil and gas extraction income
which arise due to the difference in computing taxable income
under U.S. standards and taxable income in a foreign country.
If a foreign country, because of its accounting rules, imposes
a tax which is lower than the U.S. tax in early years and
higher than the U.S. tax in later years, then the excess
credits in the later years would be lost under the oil and
gas limitation, but additional U.S. tax would have been paid
in the early years.

Administration Position

The Administration opposes this provision because of .
its retroactive nature. However, we recognize that the oil
provisions of the Tax Reduction Act of 1975 did not receive
adequate consideration by the Finance Coumittee and there-

. fore, in certain cases appropriate transition rules were not

provided. This might have been a reasonable transition rule
if enacted at the time of the Tax Reduction Act.
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SECTION 1035(b)

FOREIGN OIL AND GAS EXTRACTION INCOME
TRANSITIONAL RULE FOR RECAPTURE OF FOREIGN OIL RELATED LOSSES

Description

The recapture of foreign oil related losses sustained
in a taxable year ending before January 1, 1979, would be
limited to 15 percent of the loss for the first four taxable
years for which the taxpayer elects to claim a credit for
foreign taxes on foreign oil and gas extraction income. This
transition rule would only apply to losses incurred with
respect to a contract to explore or develop an oil or gas
property if the contract was binding on July 1, 1974. The
r;c:g;gre prevision was introduced gy the Tax Reduction Act
o .

Revenue Estimate

Decrease in tax liabilities of $40 million through 1973
with an offsetting ‘1crease in the tax liabilities between
1978 and 1982. The reduction in those years will be re-
captured by increased receipts in the following years.

. Analysis

This provision would spread out the period over which
the losses incurred would have to be recaptured. It would
only apply in those cases in which the taxpayer was committed
to thedgossea before the loss recapture provision was actually
adopted.

Administration Position

The Administration opposes this provision because of
its retroactive nature. However, we recognize that the oil
provisions of the Tax Reduction Act of 1975 did not receive
adequate consideration by the Finance Committee and, there-
fore, in certain cases appropriate transition rules were not
provided. This might have been a reasonable transition rule
if enacted at the time of the Tax Reduction Act.
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SECTIONS 1035(c)(1) and (2)(A)

FOREIGN OIL AND GAS EXTRACTION INCOME
DEFINITION OF OIL RELATED INCOME

Description

This amendment would include in the definition of
foreign oil related income certain interest from a domestic
corporation which is treated under the source rules as
income from sources without the United States.

Revenue Estimate

Decrease in tax liabilities of $90 million per year.

Analysis

The amendment would broaden the categories of income
considered to be forcign oil related income. By doing so,
it would make availabie more income on which the U.S. tax
may be reduced by foreign taxes paid with respect to oil
and gas extraction income. Present law already includes in
the definition of foreign oil or gas income dividends from
a domestic corporation which are treated as income from
sources without the United States. It is hard to distinguish
interest from dividends because both represent a return on
the investment.

Administration Position

These special exceptions emphasize the difficulties
inherent in creating an equitable and logical "oil basket"
and the merit of the Administration's 1974 proposal to
limit foreign tax credits for taxes paid with respect to
foreign oil and gas income to 48 percent. However, the
Administration does not object to this amendment because
the inclusion of interest is consistent with the inclusion
in foreign oil or gas income of dividends from a domestic
corporation which are treated as income from foreign sources.
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SECTION 1035(c) (1) (B)

FOREIGN OIL AND GAS EXTRACTION INCOME
DEFINITION OF OIL RELATED INCOME -- GAIN FROM THE SALE OF STOCK

Description

Foreign oil or gas extraction income would be expanded
to include gain from the sale or exchange of stock of a
foreign corporation which holds oil related assets, if the
corporation is a contiguous country corporation which is a
member of an affiliated group. However, the amount of gain
included would be only that gain attributable to oil or gas
related assets.

Revenue Estimate

Decrease in tax liabilities of $5 million.
Analysis

Foreign oil related income already includes gain from
the sale or exchange of assets used in the oil business. In
addition, income from a corporation to which this amendment
applies would be included in determining the foreign oil
related or foreign oil and gas extraction income of the group.
It is, therefore, logical to include in those categories of
income gain from the disposition of the stock of the corpora-
tion to the extent the assets were used in the production of
the oil related income.

Administration Position

The Administration opposes this amendment because of
its narrow scope. The Administration believes that this
provision emphasizes the difficulties inherent in arriving
at a reasonable and equitable "oil basket’ and the merit of
the Administration's 1974 proposal to limit foreign tax
credits for taxes paid with respect to foreign oil and gas
income to 48 percent. However, the Administration would
not object to a provision which treated as foreign oil or
gaa income gain from the sale or exchange of stock of any

oreign corporation which holds oil related assets.
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SECTION 1035(c)(3)

FOREIGN OIL AND GAS EXTRACTION INCOME
CERTAIN PUBLIC UTILITY INCOME

Description

The provision would exclude from the definition of
foreign oil related income from the transportation and
distribution of natural gas by a regulated public utility
if the gas is to be used within the utility's own opcra-
tions within the country in which it is incorporated and
in which the utility is located.

Revenue Estimate

Decrease in tax liabilities of less than $5 million
per year.

Analysis

Section 907 was intended to limit the excess credits
from taxes paid to a country with respect to oil extraction
income from being available in unlimited quantities to off-
set U.S. tax on other foreign income. However, it was
decided that a reasonable amount of excess credits should
be available to offset U.S. tax on activities related to
the extraction of oil and gas. The transportation and
distribution of natural gas is related to the oil or gas
gusiness and, therefore, belongs in the so-called "oil

asket."

Administration Position

The Administration opposes this provision. There are
many hardships inherent in the concept of isolating oil or
gas income in a separate basket. It would be far better to
eliminate the "oil basket" and limit taxes paid with respect
to foreign oil and gas extraction income to 48 percent.
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SECTION 1035(d)

FOREIGN OIL AND GAS EXTRACTION INCOME
FOREIGN OIL RELATED INCOME EARNED BY INDIVIDUALS

Description

The amendment would provide that the allowable foreign
tax credit on foreign oil and gas extraction income of an
individual is equal to the average U.S. effective rate of
tax on that ircome. This is accomplished by applying a
separate overall foreign tax credit limitation for foreign
oil and gas extraction income.

Revenue Estimate

Decrease in tax liabilities of less than $5 million
per year.

Analysis

Under present law, individuals and corporations aie
subject to the same percentage limitaticn with respect to
taxes paid on oil and gas extraction ircome. The percentage
is based upon corporate tax rates. This rule can penalize
some taxpayers while providing a windfall for others. A
high-bracket taxpayer who pays high foreign taxes on extrac-
tion income may be taxed again in the United States on that
income, while a low-bracket taxpayer (who may be a low-
bracket taxpayer because of tax shelters) may have excess
credits to use against other foreign oil related income
The Committee amendment would correct this problem by allow-
ing taxpayers to eliminate U.S. tax on their foreign oil and
gas extraction income (if foreign taxes are high enough) and
by eliminating any available excess credits to be used
against other U.S. tax on foreign oil related income.

Administration Position

The Administration supports this provision as being a
rational solution to the problem discussed above. The
Administration would like to see a similar rule applicd to
corporations and proposed in 1974 that the credit to be
allowed against U.S. tax on foreign oil and gas extraction
income be limited to 48 percent, but without any carryovers.
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SECTION 1035(e)

FOREIGN OIL AND GAS EXTRACTION INCOME
CERTAIN PAYMENTS NOT TO BE CONSIDERED TAXES

Description

The Committee amendment would make inapplicable section
901(f) of the Code, which denies a foreign tax credit for
certain amounts paid with respect to income from the purchase
and sale of oil or gas extracted in a country, if tle tax-
payer has no economic interest in the oil or gas and either
the purchase or sale is at a price vhich differs from the
fair market value for such oil or gas. Under the amendment.
section 901(f) is not to apply with respect to a purchase and
sale from a field if the taxpayer has had an economic interest
in that field at any time and if, on March 29, 1975, the tax-
payer has made an investment with respect to the field.

Revenue Estimate

Decrease in tax liasbilities of $40 million per year.

Analysis

Section 901(f) was added.by the Tax Reduction Act of

. 1975 principally to prevent a potential abuse that could
arise with the increase of participation by foreign countries
in their own concessions. With the increase in government
participation, the oil companies will lose ownership rights
to the oil and will acquire the oil from the host countr{ by
purchase and then resell it to affiliates. The principa
potential abuse is that the companies might purchase the

oil (known as "buy-back" oil) at an attigiciallz low price
and resell it at an artificially high price with the dif-
ference beinﬁ taxed by the host country. The result is that
part of the "take" of the host country is converted from a
purchase price to a creditable tax. This, in effect, shifts
part of the burden for such "take" from the oil companies to
the U.S. Treasury. This potential abuse could have been
limited under prior law. However, section 901(f) adds a
more objective limitation.

Section 1035(e) of the bill would, in effect, make
section 901(f) inapplicable (until 1986) to the purchase and
sale of oil and gas produced from a field in which the tax-
payer once had an economic interest and made an investment
on or before March 29, 1975, but which was completely taken
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over by the host country. The taxpayer could purchase the
oil or gas from that field at a ::gotantial discount from
the market price which bears no relation to prior invest-
ments and, under the provision of section 1035(e) of the
bill, section 901(f) could not be applied. However, if the
taxpayer enters into a new agreement with the host country
in a new field under which the host country retains owner-
ship in all the oil, section 901(f) would continue to apply
to the purchase and sale of oil from that field.

This amendment would discriminate in favor of the old
fields. The same potential abuse, i.e., disguising a pur-
chase price as a creditable tax and shifting the burden to
the U.S. Treasury, exists in the case of both the old and
the new fields since each field produces '"buy-back" oil.
Moreover, the amendment provides no limit to the extent to
which departures from arm's length prices would be acceptable.
Accordingly, the Administration opposes section 1035(e) of
the bill as it is presently drafted.

Administration Position

For the reasons stated above, the Administration opposes
this amendment as drafted. However, the Administration would
support an amendment limited to five years applying to cases
where the price of the oil or gas differs from the fair market
value by no more than 20 percent and the concessional price
was part of the compensation for an economic interest whicn
the taxpayer had in the field.
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SECTION 1035(f)
FOREIGN OIL AND GAS EXTRACTION INCOME -

Description

Amounts designated as taxes by a foreign country with
respect to certain production sharing contracts for the
extraction of oil or gas would be treated as creditable
taxes. The provision would apply to contracts entered
into before April 8, 1976, if amouncs designated or accrued
with respect to the foreign government for taxable years
beginning before June 30, 1976, will not be disallowed as
taxes. .

Revenue Estimate

Decrease in tax liabilities of $50 million in 1977 only.
Analysis

This provision would overrule a recent ruling of the
Internal Revenue Service and continue, for the next five
years, to allow a foreign tax credit for amounts claimed
as taxes paid with respect to production sharing contracts.
The apparent reason for this provision is that investments
- have been made with the assumption that creditable taxes
vere being paid, and that time {s necessary to renegotiate
the contracts to provide for payments which would be credit-
able taxes under U.S. law. Nothing, however, has been
brought to our attention which distinguishes this case from
others in which taxpayers have misinterpreted current law.

Administration Position

The Administration opposes this amendment. There is
no reason peculiar to this case which justifies the special
treatment accorded. Taxpayers have received reasonable
relief because ~he ruling of the IRS holding these amounts
not creditable was prospective only. There is no reason
for an additioral five-year grace period.
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SECTION 1036
UNDERWRITING INCOME

Description

The source of underwriting income would depend upon
the situs of the property being insured.

Revenue Estimate

Decrease in tax liabilities of less than $5 million
per year.

Analysis

Under present law the source of income from under-
writing is uncertain. It is possible that contracts
negotisted in the U.S. covering foreign risks may be con-
sidered U.S. source but be subject to foreign taxes. In
iuch a case the foreign tax credit for such taxes may be

ost.

Administration Position

The Administration supports this provision. The amend-
- ment would create certainty and represents a reasonable
source rule.
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SECTION 1041

PORTFOLIO DEBT INVESTMENTS IN UNITED STATES
OF NONRESIDENT ALIENS AND FOREIGN CORPORATIONS

Description

This provision contains two amendments. The first
would exclude from the 30 percent withholding tax portfolio
interest received by & nonresident alien individual or a
foreign corporation. The second provision would make per-
manent the current exclusion from the withholding tax of
interest on bank deposits paid to nonresident alien
individuals or foreign corporations.

Revenue Estimate

Decrease in tax liabilities of $130 million in 1977
($110 million on bank account interest and $20 million on
portfolio interest), rising to $190 million in 1981
(5150 million on bank account interest and $40 million on
portfolio interest).

Analysis

Under current law, nonresident alien individuals and
foreign corporations are subject to a tax of 30 percent of
the gross amount of interest received from sources within
the United States. This tax n:ﬂobe reduced or eliminated by
treaty. An exception from withholding is provided in the
case of interest paid before 1977 on amounts deposited with a
U.g. 23?;}6 This exception will automatically expire at the
end o .

The exclusion for debt interest is important to enable
U.S. companies to compete successfully in the world capital
markets. Many other countries do not impose any withholding
tax on interest paid by their debtors and the Eurodollar
market, with which American corporations must compete, is
generally free of tax.

The continuation of the bank account exclusion is vital
if U.S. banks are to retain the $9 billion of foreign in-’
vestor deposits already invested in the U.S. and presently
exempt from tax on interest payments. It is also vital if
U.S. banks are to continue to compete successfully for
deposits by nonresident alien individuals and foreign
corporations. This amendment merely represents a permanent
:;g;nsion of a provision which has geen in the law since
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Administration Position
The Administration strongly supports both amendments.
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SECTION 1042

CHANGES IN RULING REQUIREMENTS UNDER SECTION 367;
CERTAIN CHANGES IN SECTION 1248

Description

This provision would eliminate the advance ruling
requirement of present law for certain reorganizations
involving foreign corporations and would close certain
loopholes currently present in the provisions which tax
as ordinary income, certain gains from the sale or exchange
of stock in a foreign corporation. A special provision is
contained in section 1042(c)(3) of the Committee amendment
which would reverse a decision of the Tax Court* (affirmed
on appeal) by directing the Secretary of the Treasury to

refund retroactively tax paid by the shareholders of a foreien
corporation which was previously liquidated.

Revenue Estimate

Decrease in tax liabilities of less than $5 million.

Analysis

Under present law, a distribution of property by a
foreign corporation to a U.S. shareholder is included in
the gtoss income of the shareholder at an amount equal to
the fair market value of the property distributed. How-
ever, the earnings and profits of the distributing corpora-
tion are reduced by the adjusted basis of the property, not
by the fair market value. The same rule applies in the case
of a distribution by a U.S. corporation to its individual
shareholders. This rule has been in the tax law for some
time and is clearly understood.

The special provision noted above would cover a particu-
lar U.S. corporation that liquidated a U.K. subsidiary and
ag a condition of receiving a favorable section 367 ruling
agreed to take into income as & dividend the earnings and
profits of the U.K. subsidiary. These earnings and profits
turned out to be greater than expected because a prior .
year's distribution by the U.K. subsidiary of the stock of
a South African subsidiary reduced earnings and profits of
the U.K. subsidiary by the adjusted basis of that stock which
was lower than its fair market value. The taxpayer challenged
the determination of the Commissioner in the Tax Court but
lost, and then lost again on appeal.

¥H. W Robertson Company v. Commissioner, 59 T.C. 53; aff'd,
without opinion, CA-3 ;723773.
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The effect cf this special provision would be to give
a refund of tax to a taxpayer whose case has been considered
by the courts and who has lost. Such retroactive relief
cannot be justified. Retroactive relief can be justified only
in the most compelling circumstances. It cannot be justified
vhere, as here, the law worked as Congress intended it to
work although to the disadvantage of certain taxpayers. To
grant such relief undercuts the integrity of the laws which
Congress has enacted, and acts as an inducement to taxpayers
to correct their mistakes in the Congress.

A claim has been made that there has been double taxa-
tion of the U.K. subsidiary's earnings and profits 1n'an
amount equal to the excess of the South African stock's fair
market value over its adjusted basis. However, any double
taxation is clearly provided for in the Code and would
result even if the appreciated property were distributed by
U.S. corporations to individual shareholders. There is no
reason to treat a foreign corporation more favorably than
8 U.S. corporation would be treated in the same situation.
In addition, it must be kept in mind that the U.S. share-
holders get a stepped up basis in the stock of the South
African subsidiary and, therefore, there would be no income

upgn a future disposition of that stock at its fair market
value.

The theory of the present rules for the computation of
the reduction in earnings and profits 1s that on the distri-
bution of appreciated property there should be a realiza-
tion and increase in earnings and profits equal to the appre-
ciation of the property followed by a subtraction of such
increase. Congress legislated the result by simply providing
for treating the fair market value as the amount of the
dividend and reducing the earnings and profits of the dis-
tributing corporation merely by the adjusted basis. If
that rule is to be reviewed thereview should be thorough
and general. To retroactively except a particular foreign
corporation or small group of foreign corporations from a
rule which affects all foreign corporations is inequitable
and is not a proper approach.

Administration Position

The Administration strongly supports the changes in the
advarce ruling requirement of section 367 and the closing of
loopholes in section 1248. However, the Administration strongly
opposes the special relief which would be granted by section
1042(c) (3) in'the case of certain past liquidations.
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SECTION 1043

CONTIGUOUS COUNTRY BRANCHES
OF DOMESTIC LIFE INSURANCE COMPANIES

Description

Domestic mutual life insurancs companies which have a
branch in a contiguous foreign ccuntry would be permitted
to elect to treat that brancg ar i{f it were a separate
foreign corporation. Domestic stock life insurance com-
panies would be permitted to elect to transfer the assets
of such a branch to a foreign corporation organized under
the laws of the contiguous %cteign country without the
application of provisions which would tax any transfers
to that foriegn corporation.

Revenue Estimate

Decrease in tax l’abilities of $8 million per year.

Analysis

Under present law, a branch of a U.S. corporation is
sulfect to full U.S. taxation on its income. It has been
alleged that this created a hardship im the case of certain
life insurance companies doing business in Canada. U.S. tax
law imposes tax at a rate which i{s higher than that imposed
by Canada. Because of the way in which the insurance
business is conducted, a Canadian branch of a U.S. company
is operated almost as 1 separate entity. That is, the
investments are kept primarily separate and the dividends
paid to Canadian shar:holders are determined by the income
of the Canadian breanch. The extra tax paid to the United
States on these amounts, therefore, falls on the Canadian
policyholders, which makes U.S. companies less competitive
with their Canadian counterparts.

Administration Position

The Administration does not object to this proposal.
However, the provision should not be regarded as precedent .
for other companies.

74-619 O - 16 ~ 21
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SECTION 1044
TRANSITIONAL RULE FOR BOND, ETC., LOSSES OF FOREIGN BANKS

Description

Corporations which would be banks except for the fact
that they are foreign corporations would be permitted to
treat net gains from the sale or exchange of bonds, deben-
tures, notes or other evidences of indebtedness as capital
gains to the extent of any capital loss carryover to the
taxable year which is attributable to the same type of
sales or exchanges in taxable years beginning before
July 12, 1969.

Revenue Estimate

Decrease in tax liabilities cf less than $5 million in
1976 only.

Analysis

Prior to the Tax Reform Act of 1969 (P.L. 91-172)
financial institutions were allowed to treat net gains
from certain transactions involving corporate and govern-
ment bcnds and other evidences of indebtedness as capital
gains and to deduct losses as ordinary losses. The 1969
Act provided parallel treatment for such net gains and net
losses, treating them as ordinary income and ordinary
loss, respectively. This treatment was also extended to
corporations which would be considered banks but for the
fact they are foreign corporations. Prior to the 1969 Act
these corporations treated the above transactions as
resulting in either capital gains or capital losses.

The change in the law made by the 1969 Act created a
hardship for some of these foreign corporations. These
corporations had capital loss carryovers which predated
the 1969 Act that could not be applied against gains
arising after the 1969 Act from the same type of trans-
actions because any post-69 gains are accorded ordinary
income treztment.

Administration Position

The Administration does not object to this amendment.
Although the Administration generally opposes retroactive
relief for particular taxpayers, the Administration recog-
nizes that Congress inadvertently failed to provide the
g:oper rule in this case. No action by the taxpayer could

ve prevented the hardship.
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SECTION 1052
WESTERN HEMISPHERE TRADE CORPORATIONS

Description

The amendment would permit a foreign corporation which
is organized in a contiguous country, is treated as being a
domestic corporation for purposes of filing a consolidated
return, and is a Western Hemisphere Trade Corporation (WHTC)
to avera%e its foreign taxes with other domestic corporations
in the affiliated group of which it is a member if each of
the corporations derives 95 Eercent or more of its gross
income from sources within that contiguous foreign country
and if both companies are primarily engaged in mining (or
related transportation) business in that contiguous country.

Revenue Estimate

Decrease in tax liabilities of less than $5 million
per year.

Analysis

In general, a Western Hemisphere Trade Corporation
which computes its foreign tax credit limitation on an
overall basis may not average its foreign taxes and income
with income and foreign taxes of non-WHTC's of the same
group. A limited exception is provided for certain public
utilities. Under present law, however, an affiliated group
that includes a WHTC and uses the per-country limitation
is permitted to average the WHTC's foreign taxes and income
with non-WHTCs in the same group if all income is derived
from the same country. This bill would repeal the per-
country limitation immediately and phase out the special
deduction for WHTCs over a four-year period. Because of
the repeal of the per-country limitation, no averaging of
foreign taxes would te permitted. The proposed amendment
would continue to allow the averaging of WHTC income and
taxes and non-WHTC income and taxes in those situations
where it is allowed under present law for certain taxpayers.

Administration Position

The Administration supports the repeal of the special
deduction for WHTCs. The Administration opposes the special
transitional rule because it would grant special relief to
a narrow class of taxpayers. However, the administration
woula not opgose 4 more general transitional rule which would
treat all all similarly situated taxpayers equally.
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SECTION 1207

TREATMENT OF CERTAIN INDIVIDUALS EMPLOYED IN
FISHING AS SELF-EMPLOYED INDIVIDUALS

Description

The section amends present law to treat individuals em-
ployed on fishing boats as self-employed ra.her than employees
sibject to withholding and for whom employers must pay employ-
ment taxes. The section is limited to boats with crews of
fewer than six, where the crewman is employed on a sub-
stantially intermittent basis and receives a share of the
catch (rather than cash wages). However, a Committee amend-
ment would increase the number of crewmen to ten. Reporting
requirements would be imposed on the boat owner to assist
the Internal Revenue Service in collecting the required taxes
from the crewmen.

Revenue Estimate

With the Committee amendment, this provision would
decrease budget receipts by an aggregate of $65 million
over the next five fiscal years.

Analysis

This provision is intended to deal with the situation
where a fisherman who owns his own boat hires crewmen on an
intermittent basis and shares the catch with the crewmen.

This evokes the picture of a lobsterman who goes out with his
brother one trip, a nephew another, or a neighbor and actually
physically divides the catch. Withholding of taxes in such

a case would present practical difficulties and could be
administratively burdensome. However, the provision is not
limized to such cases and, with the Committee amendment, would
extend to substantial business enterprises.

Administration Position

The Administration opposes the Committee amendment and
recommencs that the provision be amended to limit the number
of crewmen to one (which would cover the lobster boat case).
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SECTION 1303
TAX TREATMENT OF CERTAIN 1972 DISASTER LOANS

Description

Provides for interest-free installment payments over
three years of income tax deficiencies assessed because of

excessive claims for casualty loss deductions arising from
disasters in 1972.

Under present law, an individual may claim an itemized
deduction for casualty losses in excess of $100. However,
the amount of the deductible loss is reduced by any insur-
ance proceeds or other compensation received by the taxpayer.
Some taxpayers who suffered casualty losses in 1972 as a
result of Hurricane Agnes or the Buffalo Creek disaster
failed to reduce their casualty loss deduction by the amount
of loan forgiveness received under federal government disaster
relief programs or, in the case of the Buffalo Creek disaster,
compensation received from the owner of the dam.

The amendment would provide that the amount of increased
tax liability resulting from including such loan forgiveness
or compensation in income in the year received could not
exceed the amount of reduced liability that resulted from
the casualty loss deduction. In addition, such increased tax
liability may be paid without interest in three equal annual
installments beginning on April 16, 1977. Both benefits are
limited to the amount of tax attributable to a maximum of
$5,000 of loan forgiveness or compensation, and the $5,000
limit is phased out dollar for dollar to the extent the
taxpayer's adjusted gross income for the taxable year for
which the loss deduction was taken (either 1971 or 1972)
exceeds 315,000 ($7,500 in the case of a married individual
filing a separate return).

Revenue Loss

This provision is estimated to reduce revenues by
$45 million in the transitional quarter and by $15 million
in each of the three following fiscal years. ’
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Analysis

The casualty loss deduction recognizes that taxpayers
who incur large unexpected losses have a reduced capacity to
bear the burden of the income tax. However, the casualty
loss deduction must be reduced by the amount of insurance
proceeds or other compensation received, since to that extent
the taxpayer has not incurred an actual loss.

In general, a taxpayer is required when he computes
his casualty loss deduction to take into account any
expected recovery through insurance or otherwise, and it
can be argued that a failure to comply with this require-
ment should be treeted the same as any other error by the
taxpayer--that is, the taxnaver would be liable for the
additional tax plus interest. However, it is asserted
that in many cases taxpayers involved in the Buffalo C:reek
and Hurricane Agnes disasters were not aware of this tequire-
ment. Moreover, present law contains a ‘'quickie-refund'
provision under which a taxpayer may elect to file an
amended return for the year preceding a disaster loss and
treat such loss as occurring in such preceding year in
order to obtain an immediate tax benefit without waiting
for the close of the taxable year in which the loss actually
occurred. Because of the need for immediate cash to repair
the damage caused by the disaster, taxpayers may understandably
have filed for "quickie refunds" without adequate advice
regarding all of the applicable tax rules. Moreover, some
taxpayers are said to have spent both the loan forgiveness
or compensation received and the amount of the tax refund
before learning of their potential increased tax liability.
Under such circumstances the Congress may justifiably con-
sider it appropriate to waive the interest on the additional
tax liability and to provide a three year period for payment
as a measure of additional disaster relief. Moreover, it
should be noted that this legislation will not provide a
significant precedent for the future, since the federal dis-
aster relief loan forgiveness programs have been largely
eliminated. Finally, the provision is limited by the income
requirement to low and moderate income taxpayers.

Administration Position

. The Administration has no objection to this amend-
ment.
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SECTION 1304

TAX TREATMENT OF CERTAIN DEBTS OWED BY POLITICAL PARTIES
TO ACCRUAL BASIS TAXPAYERS

Description

Amends section 271 of the Internal Revenue Code, which
bars any deduction for a worthless debt owed by a political
party (including a political campaign organization), to
permit such a deducticn by firms whose business consists
in substantial part of providing goods or services to
political parties. Under the amendment, section 271 would
not apply to a debt which accrued as a receivable on a
bona fide sale of goods and services in the ordinary course
of a taxpayer's trade or business if (1) for the taxable
year more than 30 percent of all receivables of the taxpayer
accruing in the ordinary course of the trades and businesses
of the taxpayer were due from political parties and (2) the
t:xpaygt made substantial continuing efforts to collect on
the debt.

Revenue Loss

This provision is estimated to reduce revenues by less
than $5,000,000 annually.

Analysis

The provision disallowing a deduction for worthless debts
of a political party was originally enacted to prevent tax
deductions for concealed campaign contributions (e.g. for a
loan which was not intended or expected to be repaid). Since
the enactment of that provision, however, a number of firms
have become engaged in the business of providing goods and
services to political parties. Where such businesses are on
an accrual method of accounting, the sale of goods or ser-
vices to political parties gives rise to taxable income,
but they are denied under present law any deduction if the
receivables generated by such transactions become worthless
because of the inability of the political party to pay its
debts.
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Administration Position

The Administration supports the amendment. The denial
of a deduction to firms engaged in the business of ptoviding
goods and services to political parties and political campail a
organizations is inequitable and was not intended when the
legislation was originally enacted.

It should be noted that this amendment would be effective
for taxable years after December 31, 1975. The similar pro-
vision in the House bill would be retroactive for prior
years, where the statute of limitations has not already run.
The Treasury Department would oppose such a retroactive ap-
plication of the provision, which could operate inequitably
as between taxpayers who have not claimed a deduction in view
of the provisions of present law (and who have, thus, not kept
their tax years open) and other taxpayers who claimed a
deduction although a deduction is clearly not allowable under
present law.
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SECTION 1305

REGULATIONS RELATING TO TAX TREATMENT OF CERTAIN
PREPUBLICATION EXPENDITURES OF AUTHORS AND PUBLISHERS

Description

Provides that until new regulations are issued, book
publishers and authors may continue to deduct prepublication
expenses, if that was the particular firm or individual's
prior consistent practice. Future regulations dealing with
the deductibility of prepublication expenses could be given
only a prospective effect. A similar p.ovision in the House
bill was limited to publishers.

Revenue Loss

This provision is estimated to reduce revenues by less
than $5,000,000 annually.

Analysis

The government and the publishing industry ave in
disagreement regarding the tax treatment of prepublication
expenditures (expenses paid or incuri:d for the writing,
editing, compiling, illustrating, designing, or other develop-
ment or improvement of a book, teaching aid, or similar
product). The industry argues that such expenses are re-
search or experimental expenditures, which under section 174
of the Internal Revenue Code may be deducted currently or,
at the election of the taxpayer, amortized ratably over a
period of not less than 60 months. However, the regulations
under section 174 provide that the term '"research or experi-
mental expenditures' does not include "expenditures paid or
incurred for research in connection with literary, historical,
or similar projects."” In Revenue Ruling 73-395, the IRS
ruled that section 174 did not permit the current deductibility
of editorial, design and illustrative expenses. Revenue
ruling 73-395 also held that expenditures that were specifically
identifiable and allocated to a textbook or visual aid project
were not inventoriable or deductible under 162 but were re-
quired to be capitalized pursuant to section 263 of the Code.
In Information Release 1575, issued on March 17, 1976,
the Internal Revenue Service noted that Revenue Ruling
73-395 did not adequately explain the application to pre-
publication expenses of the general provisions on
deductibility of trade or business expenses,
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the treatment of capital expenditures, and the establishment
of inventories. The information release indicated that a
project had been opened to focus on the application of these
provisions to the various types of ptepubgiCltion costs with-
in che different segments of the industry, that it was
expected that this project would result in the publication
of regulations and/or additional revenue rulings (including
the mudification, clarification or supersession of Revenue
Ruling 73-395), and that in the interim, IRS would suspend
audit and appellate activity with respect to cases in which
the deductibility of prepubiication expenses is an issue.

The Treasury Department has indicated that it will

take into account the extent to which the publication
industry may have consistently deducted prepublication ex-
genditurea in determining the extent to which any new regu-

ations or revenue rulings should be given retroactive
effect or be applied prospectively only. This provision
of the bill, however, would validate the individual tax-
payer's past practice whether or not it was consistent with
industry practice and whether or not the taxpayer's situation
was such that its treatment of prepublication expenses clearly
distorted its reporting of income for tax purposes. For ex-
ample, the current deduction of prepublication expenses may
be more appropriate in the case of a publisher of topical
books having a short publishing life than the publisher of
major research works, such as dictionaries or encyclopedias.

Administration Position

The Administration opposes this provision. The
tax treatment of prepublication expenses should not depend
upon the particular past practice of an individual publisher
but should be based on sound tax rules of general application.
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SECTION 1307
INTEREST OF ORIGINAL ISSUE DISCOUNT ON CERTAIN OBLIGATIONS

Description

The proposed amendment of section 1232 would delay the
inclusion in income of original issue discount on a face-amount
certificate until the maturity of the certificate (as opposed
to including the discount in income ratably over the term of
the certificate).

Revenue Estimate

It is estimated that enactment of this provision will
reduce budget receipts by less than $5 million per year.

Analy-ris

In general, section 1232 provides that the difference
between the original purchase price of a corporate certificate
of indebtedness and the amount the corporation is required to
pay the holder upon maturity of the indebtedness, constitutes
ordinary income. Further, since 1969 holders of such certifi-
cates of indebtedness have been required to take this discount
into income ratably over the term of the indebtedness, rather
than taking it into income at maturity when the cash is
actually received. The legislative history surrounding the
enactment of section 1232 in 1954 and its amendment in 1969
indicates that Congress regarded face-amount certificates as
subject to the provisions of section 1232.

Requiring ratable inclusion in income of orginal issue
discount on face-amount certificates is consistent with the
tax treatment afforded other comparable corporate obligations
such as certificates of deposit issued by financial institu-
tions. Furthermore, such treatment is appropriate since the
companies which issue face-amount certificates are presently
allowed to deduct such discount ratably over the life of the
certificate; a fundamental purpose of section 1232 is to re-
quire the holder of the certificate of indebtedness to include
original issue discount in income at the same time that the
issuer of such certificate is allowed to deduct such discount.
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Accordingly, the Administration believes it is inappropriate
to single out face-amount certificates for tax treatment
different from that afforded other forms of corporate in-
debtedness.

Administration Position

The Admiristration is therefore opposed to this section
of the bill.



329

- 45 -

SECTION 1308
PERSONAL HOLDING COMPANY INCOME AMENDMENTS

Description

This section of the Bill would modify the personal
holding company provisions to provide generally that royalties
do not constitute personal holding company income if received
from an individual owning 25 percent or more of the stock of
the personal holding company.

Revenue Estimate

Negligible (i.e., less than $5 million).
Analysis

Under present law, a corporation which is a personal
holding company is taxed on its undistributed personal holding
company income at a rate of 70 percent. Royalties (other than
mineral, oil, or gas royalties or copyright royalties) always
constitute personal holding company income. Rents constitute
personal holding company income unless certain requirements,
designed to exclude rents received by bona fide real estate
operating corporations, are met. These requirements are some-
what more stringent where the rent is received from a person
who owns 25 percent or more of the atock of the personal holding
company.

Under section 1308 of the Bill royalties received from an
individual who owns 25 percent or more of the stock of the
personal holding company would be subject to the same rules
that now apply to rents received from such an individual,
thereby allowing royalties in certain situations to escape
characterization as personal holding company income. The
Eolicy underlying the rental income rules, that rents received

y bona fide real estate operating corporations should not be
subject to the personal holding company tax, is generally
inapplicable in the case of passive income such as rovalties.
Accordingly, section 1308 would create an unwarranted technique
for circumventing the personal holding company provisions. In
addition, section 1308 contains a 1964 effective date, thereby
providing a windfall for affected taxpayers.

Furthermore, section 1308 would create an anomalous
situation in which royalties received from the owner of the
personal holding company would r:ceive more favorable treat-
ment than royalties received from third parties. For example,
assume an individual formed a corporation, transferred to it
a franchise, and paid royalties to the corporation for the
continued use of the franchise in his trade or business (other
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than the corporation). Under the proposed amendment the
corporation would escape the personal holding company tax.

1f, however, instead of receiving royalties from its share-
holder, the corporation received the royalties from an unre-
lated third party, it would be subject to the personal holding
company tax. The special interest of the proposal is evidenced
by the fact that self dealinjs receive more favorable treatment
t arms length transactions.

It appears that the provision is intended to provide
relief where individuals transfer ownership of intangible
property utilized in their trade or business to a corporation
they own in order to protect the propert{ by reason of the
perpetual life of the corporation, and then pay a royalty
to the corporation for the right to continue to use such
property in their trade or business. In such a situation,
however, the corporation under present law could avoid the
personal holding company tax by distributing the royalty
income to its shareholders. Since the income is attributable
to the individuals' business, we believe it is 1nappro§rlate
to permit the individuals to accumulate the income within
the corporation and thereby be subject to taxes at the
corporate rates instead of the generally higher individual
rates.

Administration Position

The Administration is therefore opposed to this section
of the Bill.
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SECTION 1310
REPEAL OF EXCISE TAX ON LIGHT-DUTY TRUCK PARTS

Description

Section 1310 provides that the manufacturer or importer
of truck parts may obtain credit or refund of the 8 percent
tax after such parts have been sold on or in connection with
the first retail sale of a light-duty truck (not over 10,000
pounds gross vehicle weight).

Revenue Estimate

Loss of about $3 million per year which would be re-
flected in receipts of the Highway Trust Fund.

Analysis

As a result of repeal of the taxes on passenger cars and
light-duty trucks in 1971, truck and bus parts and accessories
sold by the vehicle manufacturer as part of a light-duty
truck or bus are not subject to tax. However, if a truck
parts manufacturer sells parts separately from the light-duty
trucks and the installation of these parts by a tetai% truck
dealer technically is not 'further manufacture'" of the trucks
(as is the case with bumpers), then the manufacturer's excise
tax of 8 percent applies. Independent producers of bumpers
in particular have claimed that the 1971 change placed them
at a competitive disadvantage, as it is to the customer's
advantage to order a bumper from the truck manufacturer along
with the truck, rather than have the dealer install a bumper
made by an independent manufacturer.

Administration Position

The Administration supports the proposed change as an
equity measure. It should be noted, however, that the pro-
posed change will not cover the case of the manufacturer of
air conditioning units who claims that purchasers of light-
duty trucks buy his units for installation by specialized
dealers immediately after they accept delivery of the truck.
Such transactions would not qualify for credit or refund of
tax because they do not meet the requirement of the amendment
of being "sold on or in connection with the first retail sale
of a light-duty truck."
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SECTION 1311
FRANCHISE TRANSFERS

Description

Section 1253 of the Code was enacted by the Tax Reform
Act of 1969, in order to clarify the tax treatment of trans-
fers of franchises, trademarks, and trade names. Prior to
that time, the case law was divided as to (1) whether a
transfer constituted a sale or exchange, on the one hand, or
a license on the other, and (2) whether the transferred
franchise was, in the hands of the transferor, a capital
asset or an asset held for sale to customers in the ordinary
course of the transferor's trade or business. Section 1253
makes clear that a transferor will not receive capital gain
treatment if he retains any of various enumerated powers,
rights, or interests, or to the extent he receives contingent
payments. Section 1253 also provides that in the cases where
the transferor receives ordinary income treatment, the trans-
feree may deduct the amounts so paid as ordinary and necessary
business expenses. Section 1253 applies to all transfers
after December 31, 1969.

Section 1311 of the Bill contains two essentially un-
related provisions. Section 1311(a) would add franchises,
etc., covered by section 1253 to the list of unrelated receiv-
ables whose presence in a partnership causes a sale of a
partnership interest to produce, pro tanto, ordinary income.

Section 1311(b) provides that section 1253 will not apply
if (1) the contract to transfer was in existence prior to
January 1, 1970; (2) the contract relates to a professional
practice; and (3) the transferee is a former employee or
partner of the transferor. The accompanying Committee Report
states that the contmct need not have been binding. Accord-
ing to Senator Proxmire (Cong. Rec. S10613, SlOB?%). the
amendment reflected in section 1311(b) was offered on behalf
of Texas Optical Co. The Committee Report does not directly
confirm this; but it gives an example of how the second criteria
applies in the case of a combined transfer of an optometrist's
and an optician's business.

Revenue Estimate

The effecc on revenues is negligible (i.e., less than
$5 million).
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Analysis

Section 1311(a) eliminates a potential avenue of abuse:
possibly, under present law, while a transfer of a franchise
would under section 1253 give rise to ordinary income, a
transfer to a partnership followed by a sale of the partner-
ship interest could receive capital gain treatment.

Section 1311(b) is totally unwarranted. Section 1253
was intended to provide certainty in an area where some
taxpayers were treated one way and other tlelgetl another
way, depending on which U.S. Court of Appeals had jurisdiction.
In other words, all taxpayers are supposed to be treated alike.
In view of this, a grandfather provision is clearly a?pro-
priate. Furthermore, section 1531(b) cannot be justitied
even on the ground that the taxpayers it affects were locked
into a preexisting agreement, for it does not require the
preexisting contracts to have been binding.

Section 1311(b) will reinstate the vagaries of prior
law for both Texas Optical and its transferees. If the
transfers are held under prior law, to be sales or exchanges,
Texas Optical would receive capital gain treatment on fran-
chise payments, but these payments would not be deductible
by its transferees. As to amounts deducted by transferees
in taxable years now closed, the Government may be whipsawed.

Administration Position

The Administration, therefore, supports section 1311(a)
and opposes section 1311(b).

74-619 O - 76 - 22
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SECTION 1312

CLARIFICATION OF AN EMPLOYER'S DUTY
TO KEEP RECORDS AND TO REPORT TIPS

Description

The section of the bill overrides Rev. Rul. 76-231
which requires loyers to report to the IRS the amount of
tips shown on a charge ticket attributable to each employee.
Under the bill employers need only report to the Service
the amount of tips which the employees themselves report
to employers.

Revenue Estimate

While the Joint Committee Staff estimates the revenue
loss to be less than $5 million, the Administration believes
that the loss may be far more substantial.

Analysis

The committee justifies this provision on the ground
that it would be overly burdensome for employers to isolate
the amounts each employee receives in tips on charge tickets.
Since employers are required to turn over such tips to em-
ployees this explanation is not persuasive. Tip income
report has presented the Service with a chronic compli-
ance problem despite special effort: to detect and take
corrective enforcement actions to improve ccmpliance with
tip reporting requirements. As a partial step to reducing
the problem, the Service published Rev. Pul. 75-400 which
requires employers to report to the Service those charged
tips for which the employer has a record, and which the
employee did not report, as required, to the employer.
Responding to industry criticism, Rev. Rul. 75-400 was modi-
fied b‘ Rev. Rul. 76-231 to accommodate the concerns of
both the restaurant owner and operator and the employee,
spell out clearly the reporting procedure to be followed,
and provide for a delayed effective date (January 1, 1977)
to allow a sufficient amount of time to make the necessary
arrangements for the minor bookkeepin; procedures required
by the ruling. The Finance Committee s action would obviate
a sound attempt by the Service at alleviating a difficult
enforcement problem.

Administration Position

The Administration is therefore opposed to this provision
of the bill.
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SECTION 1314

QUALIFICATION OF FISHING ORGANIZATION AS
TAX EXEMPT AGRICULTURAL ORGANIZATION

Description

Fishing organizations may qualify as tax-exempt business
leagues but not as tax-exempt agricultural organizations.
While this has no tax lications, it means these organiza-
tions are currently unable to obtain favorable postal rates.
Revenus Estimate

No revenue impact.

Analysis

The practical impact of this rrovision would te to allow
fishing organizations to obtain favorable postal rates.

Adninistration Position

The Administration defers to the Postal Service on this
provision.
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AMENDMENTS TO RULES RELATING TO LIMITATION ON
PERCENTAGE DEPLETION IN CASE OF OIL AND GAS WELLS

Description

This section of the Bill containe a number of technical
amendments to section 613A.

1. would exclude from classification as a retailer
taxpayers whose annual combined gross receipts
from sales of hydrocarbon products does not
exceed 5 million dollars.

2. provide that a taxpayer is not a retailer merely
ecause he makes sales of hydrocarbon products
outside the United States, if no domestic production
of the taxpayer or a related person is exported
during the taxable year or the immediately preceding
taxable year.

3. would amend the transfer rule to provide that no
transfer takes place in the case of a change of
beneficiaries of a trust bg reason of the death,
birth, or adoption of any beneficiary if the
transferee was a beneficiary of the trust or is
a lineal descendent of the grantor or any other
beneficiary of the trust.

4. provide that in computing the 65 percent of
taxable income limitation in the case of s trust,
the trust's taxable income will not be decreased
by any distributions to its beneficiaries.

Revenue Estimate

All the orovisions under this section of the Bill will
reduce revenues by $18 million in fiscal year 1977, $10 million
in 1978, and $10 million in 1981.

Analysis
1. Retailer Classification

The purpose of the original retailer and refiner
exclusions under the amendments made by the Tax Reduction
Act of 1975 was to deny the major integrated oil companies
any continued percentage depletion. A de minimis rule in
the application of these provisions is both consistent with
that original purpose and appropriate.
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2. Effect of Foreign Retail Sales on Retailer Exception

Although this amendment is broad enough to encompass
other similarly situated taxpayers, its only known beneficiary
is Belco Petroleum Company which has several retail outlets in
Isreal but none in the United States and nonetheless, the thrust
of the amendment is consistent with the original intent of the
retailer and refiner rules and may be viewed as correcting a
legislative oversight.

3. Trust Transfer Rule

This amendment will have its principal effect after an
oil or gas groperty has been distributed by a trust. Taxpayers
vho became beneficiaries after the creation of the trust will
not be considered to be transferees merely because their interests
vested after the creation of the trust. They will therefore be
in the same position as any of the originsl beneficiaries.
This is a reasonable rule since there is no reason to treat
post-establishment beneficiaries of a trust any differently
from the original beneficiaries of the trust.

4. Taxable Income Limitation in the Case of Trusts

1f for purposes of computation of the 65 percent of
taxable income limitation a trust's taxable income were reduced
by distributions to beneficiaries, then in the normal case of
a trust that distributes all or most of its income no percen-
tage depletion would be allowed either to the trust or to its
beneficiaries since the beneficiaries may onl{ take their
allocable share of the percentage depletion allowance computed
at the trust level. The Administration does not believe that
it was the intention of the Tax Reduction Act of 1975 to deny
percentage depletion to the vast majority of trusts and their
beneficiaries.

Administration Position

The Administration does not object to either the de minimis
rule or foreign retail sales exception. Both rules appear
reasonable in light of the legislative intent at the time of
enactment of the Tax Reform Act of 1975. ~ae Administration
supports the two changeg related to the computation and limi-
tation of the percentage depletion as applied to trusts since
the principal thrust of these rules is to treat trusts in a
manner similar to the treatment of taxpayers other than trusts.
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SECTION 1320

TREATMENT OF GAIN OR LOSS ON SALES OR EXCHANGES IN
CONNECTION WITH SIMULTANEOUS LIQUIDATIONS OF A
PARENT AND SUBSIDIARY CNRPORATION

Description

Section 1320 of the Bill would make the nonrecognition
of gain rule of section 337(a) applicable to a controlled
subsidiary which sells an asset and then liquidates, provided
that all corporations in the direct line of ownership above
the level of the selling subsidiary also liquidate.

Revenue Estimate

It is estimated that the provision will not have any
significant effect on tax revenues (i.e., less than $5 million).

Analysis

Section 337 was enacted in 1954 to assure that where a
corporation is completely liquidated and in connection therewith
an asset of the corporation is sold, the tax consequences will
be the same regardless of whether the corporation sells the
asset and then liquidates, or the corporation liquidates and
its shareholders then sell the asset. Section 337 fails to
achieve this result where an 80 percent or more owned subsidiary
distributes all of its assets in complete liquidation to its
parent which takes a carry-over basis in the assets of the
subsidiary, and then the parent itself distributes all of its
assets in complete liquidation to its individual shareholders.
In that case a sale of the asset by the subsidiary will result
in recognizable gain or loss, whereas no such gain or loss would
be recognized if the asset instead had been sold either by the
parent or its individual shareholders. Over the past 20 years
various commentators, including the tax section of ABA, have
criticized this trap for the unwary. The proposed amendment
eliminates this flaw in section 337 by providing for nonrecog-
nition of gain or loss by the subsidiary on the sale of its
asset in the situation described above.

Administration Position

The Administration does not object to this section of
the Bill.
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SECTION 1321
TAXATION OF CERTAIN BARGES PROHIBITED

Description

A State or its political subdivision would be prohibited
from imposing taxes on barges or other vessels engaged in inter-
state commerce on the navigable waters of the United States
except as such barges or vessels are incorpcrated under the
laws of the State; owned by individuals, gartnerships. or
corporations domiciled in, or residents of, the State; or
have their home port in the State.

Revenue Estimate

This provision would have no effect on Federal revenues.

Analysis

The Federal government has, over the years, imposed
relatively few constraints on the power of States to impose
taxes. The fact that current State tax practices impose
record keeping and financial burdens upon barge operators is
not a sufficient reason for the Federal government to prevent
the States from imposing taxes on this form of transportation.
Similar taxes are imposed on other forms of transportation.

Administration Position

The Administration is therefore opposed to this provision.



L

340
- 56 -

SECTION 1322

CONTRIBUTIONS IN AID OF CONSTRUCTION'
FOR CERTAIN UTILITIES

Description

This section provides generally that money or other
property received by a regulated public utility providing
water or sewage disposal services as a contribution in

aid of construction shall be excluded from the utility's
income. This rule applies regardless of whether the party
making the contribution is a shareholder of the utility.

Revenue Estimate

For water and sewerage only, $13 million in FY 1977,
and $11 million in FY 1978. 1If the tax treatment provided
by the amendment were made available to other utilities,
the estimate would be increased by $120 million.

Analysis

Relying on a 1973 Supreme Court decision, the Service
recently revoked an earlier ruling which dealt with the tax
treatment of certain payments by property owners to water
companies. Under the new ruling, effective February 1, 1976,
payments of connection fees, including charges for installing
a service line and water meter, paid to a water company by
property owners in order to obtain water service are in-
cludible in the gross income of the water company. By
treating these payments as "contributions to capital in aid
of construction” the bill would exclude the payments from
the utility's income tax base (which is, of course, equivalent
to current deduction cf the cost of new investment). The
effect would be that tihe services of water companies, to
the extent these services were made possible by investment
in facilities thus '"fiaanced", would be provided by customers
on a tax-exempt basis.

By legislating the tax-exemption of payments designated
as "contributions to capital" the bill would establish a
precedent for similar designations of all manner of payments
to telephone companies and electric and gas utilities, all
of which invest extensively in facilities installed on or
near customers' premises. Indeed, the Supreme Court decision
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Court decision and the aforementioned ruling currently apply
to far more transactions in non-water service sreas to
vater service. The potential for rcnoving‘privnto utilit{
company capital from the tax system and thereby artificially
shrinking the tax base as a result of this superficially
innocuous proposal is staggering.

Administration Position

The Administration opposes this statutory attempt to
reopen the issues and muddy the waters concerning the tax
treatment of payments for utility company services. However,
in recognition of the impact of the recent ruling on particular
utility companies, suppliers of water and sewerage services
and others, the Administration would support an amendment
wvhich affirms the general principle that payments for services
rendered, or to be rendered, are gross income and which pro-
vides for a 5-year phase-in of the application of this prin-
cigle in the cases of public utilities which relied on the
prior IRS position and consistently excluded such payments
from gross income. Under this transitional rule, in the case
of such a contribution to capital in aid of construction
made in a taxable year beginning in 1976, 20% of the contri-
bution would be included in the utility's gross income; in
each succeeding year, the inclusion percentage would rise by
20 points; and for taxable years beginning in 1980 and
thereafter, all contributions in 113 of construction would
be included in the utility's gross income.
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SECTION 1323

PROHIBITION OF DISCRIMINATORY STATE TAXES ON
GENERATION OF ELECTRICITY

Description

Public Law 86-272, which established certain standards
for State taxation of out-of-state businesses, would be amended
to prevent States or their political subdivisions from imposing
taxes on the generation or transmission of electricity that
result in a higher tax in interstate commerce than in intra-
state commerce.

Revenue Estimate

This provision would have no effect on Federal revenues.

Analysis

This provision is in response to a current situation
where one state imposes a tax on electricity generated with-
in its borders that can be taken as a credit against that
state's gross receipts tax. Out-of-state consumers are
generally not subject to the gross receipts tax and therefore
effectively pay the tax whereas instate consumers can generally
avoid it.

Administration Position

The Administration does not object to this provision as
a reasonable extention of Federal standards for State taxation
of interstate business.
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SECTION 1505
TAX-EXEMPT ANNUITY CONTRACTS IN CLOSED-END MUTUAL FUNDS

Description

Section 403(b)(7) currently provides that amounts con-
tributed by the employer for the purchase of stock of an
open-end mutual fund to provide retirement benefits can be
treated as amounts paid for a purchase of a qualified annuity
under section 403. The amendment would extend such treatment
to amounts contributed for the purchase of stock of a closed-
end mutual fund

Revenue Estimate

Negligible (if.e., less than $5 million)

Analysis

There appears to be no basis for not allowing closed-end
funds to provide such retirement benefits. They are subject
to the same regulations as open-end funds and can offer a
stock disposition arrangement for providing retirement bene-
fits that is similar to the stock redemption arrangement
offered by certain open-end funds.

Administration Position

The Administration does not object to this provision.
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SECTION 1506

PENSION FUND INVESTMENT IN SEGREGATED ASSET ACCOUNTS
OF LIFE INSURANCE COMPANIES

Description

This amendment would eliminate the requirement that a
life insurance company maintaining segregated asset accounts
for the investment of funds of qualified pension plans must
guarantee the rates at which annuity contracts may be pur-
chased for retiring employees.

Revenue Estimate
Negligible (i.e., less than $5 million).

Analysis

Under current law, segregated asset accounts for both
qualified plans and for al% other contractholders must provide
an annuity benefit (or the right to purchase an annuity benefit
at guaranteed rates), in order for the investment income in

the account to be exempt from the tax on the life insurance
company's income. For the accounts of qualified plans (but

not for other accounts) the exemption extends to long-term
capital gains earned in the accounts.

Life insurance companies would like to be able to pro-
vide investment management services to qualified plans in the
same way that a bank or mutual fund can, i.e., without having
to charge the plan for a guaranteed benefit that the plan may
not want to obtain from the company. The annuity requirement
is necessary for segregated asset accounts of persons other
than qualified plans, in order to justify the exemption ¢
the investment income earned thereon. But in the case of
qualified plans, there is no need for the annuity requirezent
to justify such an exemption, since the exemption of the plan
itself would justify this exemption. Therefore, the annuity
requirement should be eliminated for qualified plan accounts,
since it puts life insurance companies at a competitive dis-
advantage vis-a-vis banks and mutual funds.

Administration Position

The Administration does not object to this section of the
bill.
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and the aforementioned ruling currently apply to far more
transactions in non-water service areas than to water
service. The potential for removing private utility company
capital from the tax system and thereby artificially shrink-
ing the tax base as a result of this superficially innocuous
proposal is staggering.

Administration Position

The Administration opposes this statutory attempt to
reopen the issues and muddy the waters concerning the tax
treatment of payments for utility company services. However,
in tecognition of the impact of the recent ruling on particu-
lar utility companies, suppliers of water and sewerage
services and others, the Administration would support an
amendment which affirms the general principle that payments
for services rendered, or to be rendered, are gross income
and which provides for a 5-year phase-in of the application
of this principle in the cases of public utilities which
relied on the prior IRS position and consistently excluded
such payments from gross income. Under this transitional
rule, in the case of such a contribution to capital in aid
of construction made in a taxable year beginning in 1976,
20% of the contribution would be included in the utility's
gross income; in each succeeding year, the inclusion per-
centage would rise by 20 points; and for taxable years
beginning in 1980 and thereafter, all contributions in aid
of construction would be included in the utility's gross
income.
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SECTION 1507
STUDY OF SALARY REDUCTION PENSION PLANS

Description

Section 2006 of the Employee Retirement Income Security
Act of 1974 (ERISA) temporarily precludes the finalization
of the proposed regulations on salary reduction arrangements
with regard to qualified plans, cash and deferred profit
sharing plans, and "cafeteria" plans in existence on June 27,
1974. Section 2006 of ERISA provides, inter alia, that those
regulations cannot be made final prior to Janury 1, 1977
and that any such final regulations shall not ¢ .ply for
income tax purposes before that date. Section 1507 of the
bill would extend the end of the period of the freeze on
i;;;ry reduction regulations from January 1, 1977 to January 1,

Rev%?ue Estimate

No impact (based on assumption that the mere extension
of section 2006 of ERISA does not represent a change from
present law).

Analysis

The original date for ending the freeze (January 1, 1977)
was imposed in order to allow time for Congressional study
of the issues raised by those regulations. While the Adminis-
tration recognizes that more time may be needed to complete
that study, it does not believe that a two-year extension is
warranted. The tax issues involved in salary reduction plans
are significant and merit a prompt resolution. A three-year
period (1975-77) should provide ample time to complete the
study.

Administration Position

Accordingly, the Administration recommends that the period
of the freeze not extend beyond January 1, 1978.
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SECTION 1508

CONSOLIDATED RETURNS FOR LIFE AND MUTUAL
INSURANCE COMPANIES

Description

This section of the bill would allow life insurance
companies (both stock and mutual) and other mutual insurance
companies to file, on an elective basis, consolidated income
tax returns with other companies (e.g., property-liability
companies) effective January 1, 1978. However, the offset
of other companies' losses against a life insurance company
affiliate's income would be limited to 50 percent of such
income or losses, whichever is less. The unused loss would
be available as a carryforward.

Revenue Estimate

The Joint Committee Staff estimates revenue losses of
$25 million in fiscal year 1978, $55 million in fiscal year
1979, $49 million in fiscal year 1980 and $40 million in fiscal
year 198l. The Treasury Department's revenue ¢stimates reflect
revenue losses approximately twice as high as those estimates.

Analysis

Prior to 1959, the exclusion of certain insurance companies
from filing consolidated returns could be justified on the grounds
that insurance companies were basically taxable only on their
investment income. Under current law all insurance companies
are subject to some tax on all of their income, although the
formulas for computing the amount of tax in the case of life
insurance companies (under section 802) and most nonlife mutual
insurance companies (under section 821) differ from each other
and from the formula for the income tax on stock property-
liability companies (under section 831). However, orlv stock
property-liability companies are allowed to file cunsolidated
returns with other companies; life companies may file consolidated
returns only with other 1life companies, and nonlife mutual
companies are effectively precluded from filing consolidated
returns.

Differences in rules for computing taxable incomes of the
several corporate units of a commonly controlled enterprise are
not sufficient reason for prohibiting consolidation. Once the
taxable incomes of each of the separate units are computed by the
pertinent rules, each of the incomes is individually subject
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to the same schedule of tax rates. Thus, all of the
consolidated units with positive incomes pay a consolidated
tax which is equal to the sum of the individual tax lia-
bilities; and if some of the consolidated units have nega-
tive incomes for the year, the refunds generated by these
"net operating losses" (NOLs) are the same whether the NOLs
are carried back or forward by the individual units (pro-
vided the NOLs can be used within the present law carryback
and carryforward periods), or offset against other con-
solidated units' positive taxable incomes.

The 50 percent limitation on the offset against a
life insurance company's income can be justified to some
extent by the fact that certain other deductions of a
life company are limited to prevent them from sheltering
all of the company's investment income.

Administration Position

Given the 50 percent limitation, and the postponement
of the effective date to 1978 which reduce the revenue
impact of this amendment, the Administration does not object
to this section of the bill.
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SECTION 1701(a) and (c)

CERTAIN PROVISIONS RELATING TO RAILROADS

Description

Section 1701(a) of the bill restructures, for railroads
only, the t:quence in which investment tax credits are applied
to reduce current tax liability. This is important because
investment tax credits may generally be utilized only against
50 percent of a taxpayer's tax liability (100 percent of the
first $25,000 of tax liability), and unused credits expire
at the end of a seven year carryover period. Railroads would
be allowed in the current taxable year to anply unused credits
from the earliest prior year first, and to follow this procedure
until all unused credits earned in prior vears have been applied
to reduce tax liability. Only after such unused credits had been
fully used would the railroad apply the investment credit earned
in the current year against its current tax liability. All
other taxpayers would be required to follow oresent law under
which credit earned in the current year is the first credit
applied to reduce current tax liability.

Section 1701(c) provides for railroads a temporary increase
in the present limitation on the amount of investment tax credit
which may be used in the current year. This permits railroads
to apply investment tax credits against 100% of their tax
liability in 1977 and 1978. The limitation decreases by 10
percentage points in each of the subsequent five years until
the limitations revert to the present law 507% limit. This
provision is similar to the increase in the investment credit
limit enacted for public utility property in the Tax Reduction
Act of 1975.

Revenue Estimate

Taken together these provisions reduce receints by $29
million in fiscal year 1977, $66 million in fiscal year 1978,
and $41 million in fiscal year 1981.

Analysis

Prooonents contend that changing the sequence for use of
investment tax credits is necessary because the earnings of
railroads have been relatively small in recent years as compared
with the amount of capital investment they have made. It is
argued that railroads will continue to lose unused investment
credits at the end of the present 7-year carryforward period,
unless the change is made. However, the problems of the rail-
roads are fundamental and are not amenable to relief through
tax policy. Long-standing repulatory policies imposed by
Congress have created the situation in which a few railroads
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are profitable but many are chronically unprofitable. It is
these regulatory policies which must be changed, rather than
the basic investment credit rules, in order to provide meaningful
long-term assistance to the unprofitable railroads. Moreover,
a separate section of the bill (section 802) provides for the
refundability, at the end of the carryover period, of unused
and expiring investment credits generated by new investments.
Thus, the primary effect of section 1701(a) is to change the
rules for old investment credits retroactively in order to
reduce the extent to which such credits will expire without
being utilized.

In the case of electric utilities, the Administration
supported the temporary increase in the investment credit
tax liability limitation. The c e was designed to help
relieve cash flow deficiencies in the electric utility industry
pending action by individual regulatory commissions to
storten the "lag time" in prescribing adequate rates. The
situation with railroads is not comparable to the electric
utility situation, and therefore a parallel provisioa for
the railroads is not appropriate.

If either of these provisions is enacted, it will merely
serve as an incentive to the airlines or other ailing industries
to ;;ck parallel tax relief. This will merely compound the
problem.

Administration Position

The Administration is therefore opposed to these provisions
of the bill.
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SECTION 1701(b)
CERTAIN PROVISIONS RELATING TO RAILROADS

Description

Section 1701(b) (page 1003, line 20) deals with rail-
roads using the retirement-replacement method of accounting
for depreclation of track. It provides that enditures
for acznirin; and installing replacement ties which are not
made of wood shall be chargeable to capital account to the
extent such expenditures exceed the fair market value of
wood replacement ties. The effect of the bill would be to
permit the replacement cost of the wood ties to be expensed.

Revenue Estimate

The provision will result in a decrease in budget
receipts of less than $5 million annually.

Analysis

Under present law, when existing wood railroad ties are
replaced with concrete ties, the Internal Revenue Service
had held that such replacement constitutes a retiremeant and
substitution. The entire cost for the new concrets ties is,
therefore, capitalized; while the historic cost of the old
wood ties is removed from the asset account and expensed for

tax purposes. .

In contrast, the replacement of railroad rail with a
better grade of rail (e.g., 100 pound rail for 80 pound rail)
is considered a '"betterment,” and the railroad is permitted
to expense the replacement cost of the replaced rail (80
pound rail) and is required to capitalize only the additional
cost of the higher grade of rail (the excess of the cost of
100 pound rail over 80 pound rail). Thus, the difference
between classification as a retirement and substitution or
as a betterment is that the railroad expenses the historic
cost of the replaced rail in the first case and its replacement
cost in the second.

Administration Position

The Administration is not opposed to this section of the
bill. Treating the replacement of wood ties with concrete ties
as 8 betterment is an appropriate application of the retirement-
replacement method of accounting.
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SECTION 1701(b) [Should be (c), etc.
CERTAIN PROVISIONS RELATING TO RAILROADS (CONT'D.)

Description

This section permits railroads to amortize over a 10-
year period certain outlays for track account assets (rail,
ties, balast, etc.) which presently must be capitalized and
may be recovered only when replaced. In effect, this pro-
vision will permit a 10-year write-off of depreciable assets
vhich are part of newly constructed rail lines.

Revenue Estimate

This section would reduce budget receipts by $4 million
in fiscal 1977, $10 million in fiscal 1978, and §28 million

in fiscal 1981. (Note: These estimates do not include losses
due to construction of new railroad lines.)

Analysis

It i{s argued that railroads must finance extensions and
improvements of their roadway in order to handle a larger
volume of traffic and, thus, to achieve greater energy effic-
iency in the U.S. transportation system. This argument ignores
the fact that the present tax treatment of this investment by
railroads is already highly preferred. The actual outlay for
"r:glacenento" can be deducted currently under the depreciation
method used by railroads. Only 'betterments", which are
usually no more than 10% of the cost of replaciﬁi old track
vith heavier materials, and "additions" are required to be
capitalized. For these capitalized expenditures, no cost
recovery is allowed until the future date when the betterment
or addition is replaced.

Despite the present highly preferred tax treatment, many
railroads have not prospered and their roadways are in poor
condition. This indicates that there is something fundamentally
wrong with the industry which prevents it from generating
sufficient cash flow to maintain the system. If the existing
tax provisions cannot prevent deterioration of many lines, a
further tax advantage will not help. Indeed, in providing an
increase in deductions, the bill is of no benefit to ailing
railroads which pay no tax presently and whose roadways are in
most need of improvement.
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The real solution to the difficulties of railroads is
revision of current regulatory rules to permit them to
charge competitive rates based on cost of service. This
will permit them to regain the traffic they have lost to
other transport modes. 1f this is not done, any additional
tax benefits will be absorbed just as inefficiently as the
present benefits have been.

Administration Position

The Administration is therefore opposed to this section
of the bill.



354

- 69 -

SECTION 1702
AMORTIZATION OF RAILROAD GRADING AND TUNNEL BORES

Description

This section of the bill permits the election of 50-
year amortization for railroad grad and tunnel bores
placed in service before January 1, 1969.

Revenue Estimate

It {s estimated that this provision will decrease budget
receipts by $21 million in Fiscal 1977 and $18 million an-
nually thereafter.

Analysis

Until 1969, no depreciation or amortization deduction
vas allowved for railroad grading and tunnel bores. Since
1969, 50-year amortization has been allowed on such property
placed in service after 1968. It seems reasonable to pro-
vide for an election by the railroads to amortize their
::rrcntibnscl in such property regardless of the year placed

service.

Administration Position

) The Administration, therefore, supports this section
of the bill.
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SECTION 2001
INSULATION OF RESIDENCE

Description

This section would provide a refundable tax credit for
individuals equal to 30 percent of a taxpayer's qualified
insulation expenditures during the taxable year with respect
to any residence, but not to exceed $750 (for a maximm credit
of $225) over the 2-1/2 year life of the credit. Qualified
insulation expenditures are defined as those for any insula-
tion, storm (or thermal) window or door, or any similar item,
including & clock thermostat, purchased and installed after
June 30, 1976, and before January 1, 1979. The credit is allow-
able for any residence used by the taxpayer which was in exis-
tence on May 25, 1976, i.e. for used residences only.

Revenue Estimate

It is estimated that this section of the Bill will result
11: ig;;venuc, loss of $192 million in fiscal 1977 and $320 million

Analysis

As reported by the Finance Committee, the amount of
expenditures available for credit would not be reduced by
prior owners' or renters' insulation expenditures; the credit
would only be available for expenditures made after June 30,
1976, rather than after March 17, 1975; the credit would be
available for all residences of a taxpayer and not just his
principal residence; and only those prior expenditures on which
a credit is claimed will count toward the maximum expenditure
limit. These amendments to the House proposal make the credit
easier to administer and materially broaden and strengthen
the incentive to make these energy saving expenditures while
not providing a windfall to anyone.

However, the Finance Committee also changed the provisions
of the House proposal by increasing by 50 percent the amount of
expenditures available for the credit -- from $500 to $750 --,
and by making the credit refundable. This increase in the
smount of expenditures available for the credit will substan-
tially increase the revenue impact without resulting in any
substantial incremental increase in these energy saving ex-
penditures.
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A further source of controversy over this provision
appears to be the inclusion of clock thermostats within the
credit. Such devices may save erergy, and may therefore be
within the general purpose of the ori {mal proposal. However,
if they are cost effective, individuals should not need any
tax incentives to install them since their cost is relatively
small. It would appear, therefore, chat this will simply
result in a windfall to those individuals who would be installing
these devices in any case. ’

Administration Position

The Administration supports the technical changes made
by the Finance Committee with the exception of increasing
the amount of the purchases available for the credit, and
making it refundable. The Administration's 1975 proposal
contemplated a 15 percent, nonrefundable credit on qualified
expenditures up to $1,000 (maximum credit $150).

The Administration is opposed to the clock thermostat
provision because we question the need for such a credit.
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SECTION 2002
RESIDENTIAL SOLAR AND GEOTHERMAL ENERGY EQUIPMENT
4

Description

This section of the Bill would provide a refundable
tax credit of a maximum of $2,000 ($1,000 for heat pumps)
for a percentage of the costs of solar or geothermal energy
equipment, and heat pumps, installed on an individual's
personal residence. The expenditures for solar or geothermal
energy must take place before January 1, 1981, and may be
incurred in installation on new or existing residences. The
heap pump expenditure must take place before January 1, 1979,
;:: must be incurred in installations on an existing resi-

ce.

Revenue Estimate

The estimated revenue loss for the solar and geothermal
energy equipment credit is negligible in the ipitial years
(i.e., less than $5 million) and up to $13 million in fiscal
year 1981. For the heat pump credit, the estimated revenue
loss is $3 million in fiscal year 1977, $5 million in 1978,
and $6 million in 1979.

Analysis

Although the estimated revenue loss from these additional
credits appears to be relatively small, they are opposed by
the Administration because they make no economic sense. Solar
and geothermal energy equipment has not failed to be used for
residential purposes because of the lack of tax advantages;
their nonuse arises from the fact that they are simply uneconomi-
cal. At this early stage of their development, this equipment
is available and useful to only a few taxpayers for whom such
credits would be a windfall. Thetefore,xgittle. if any,
additional use of such equipment will result from these credits
at this time.

On the other hand, the heat pump is technolo%ically
advanced and 1s generally availabge. It is chiefly used in
areas which do not experience low temperatures. In these areas,
heat pumps air condition in summer, heat in winter (in place

of electric-residence installations). However, where the in-
stallation of a heat pump is economical, no tax incentive should
be necessary. Moreover, it appears that this tax credit for
heat pumps may be extensively taken by taxpayers who even with-
out the credit would be installing this equipment. Consequently,



358
-73 -

the revenue loss may be considerably larger than estimated,
and not attributable to any incremental increase in installa-
tion which the section purports to encourage. Moreover, it
is as likely heat pump installations will increase energy

consumption as reduce it.

Administration Position

The Administration is therefore opposed to this section
of the Bill.
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SECTION 2003

INVESTMENT TAX CREDIT CHANGES RELATING TO
ENERGY CONSERVATION AND PRODUCTION

Description

This section of the Bill would establish an investment
tax credit for insulation, solar and geothermal energy
equipment, heat pumps, and certain waste conversion, railroad,
coal mining and processing, and shale o0il conversion equipment.
The credit would be available generally for expenditures
incurred prior to January 1, 1987, and will vary from a 20
percent rate for pre-1982 solar and geothermal energy equip-
ment, to 12 percent for most of the rest of the equipment,
and 10 percent for the insulation and post-1981 solar and
geothermal energy equipment. An additional 2 percent is
provided for businesses which establish ESOP's.

Revenue Estimate

It is estimated that the increases over the present
investment credit provisions that are available for many
of these types of expenditures will result in a revenue
loss of $29 million in fiscal 1977, $76 million in 1978,
and $100 million in 1981.

Analysis

In many cases the necessary technology is lacking for
the widespread use of this equipment. Therefore, an invest-
ment tax credit will not increase its use. In the cases
where the equipment is presently usable, these credits will
not result in any increase in the utilization of the equip-
ment, for business firms will rationally minimize costs.
Consequently, these tax benefits represent windfalls to
taxpayers who would otherwise have been making these
purchases. Only when the prices of alternative energy sources
(chiefly oil and gas) are freed from artificial governmental
restraints and set by the free market, or when some break-
through in technology takes place, will such equipment be
extensively used in energy production. An investment credit
such as this will have no substantial effect on their use at
this time.

Administration Position

The Administration is therefore opposed to this section
of the Bill.
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SECTION 2004

BUSINESS DEDUCTION WITH REGARD TO
GEOTHERMAL ENERGY PRODUCTION

Description

This section of the Bill would extend to geothermal
energy production the benefits of both a deduction of a
percentage of gross income from geothermal energy production
computed in a manner similar to the depletion allowance, and
the deduction for intangible drilling and development costs.

Revenue Estimate

It is estimated that this section will result in a
revenue loss of $7 million in fiscal 1977, $15 million in
1978, and $21 million in 1981.

Analysis

The proponents of this measure argue that it is necessary
to put geothermal energy production on the same footing as its
competitors, chiefly the oil and gas industry. This line of
reasoning is based on animplicit assumption, which is incorrect:
that the preferential tax treatment of investment in oil and
gas reserves, if any. causes the prices of these fuels in the
United States to be lower than they otherwise would be and that,
as a consequence, investment in geothermal resources is dis-
couraged. But the United States is an importer of oil, and this
means that domestic prices of oil, with which geothermal energy
must compete, are determined in the world market (though
currently modified by price controls). To the extent there
are tax preferences for investment in oil -- and it will be an
overall 70-75 percent -- this means only that more of U.S.
consumption of oil is domestically produced, not that the price
is lower. In the case of gas shipped interstate, price controls
have effectively shut-off access to supplies by potential
industrial users. Again, tax preferences, if any, for invest-
ment in gas reserves merely allow more homes to be heated with
gas than otherwise would be the case, not that the potential
demand for geothermal energy is diverted to low priced gas.

The fact of the matter in geothermal energy is that there
is only one known field which produces super-heated steam: the
Geysers field in California which is already exploited and in
use. Geologists believe there may be one other such field in
the United States, but the most likely form of geothermal energy
will be underground water heated by rocks which, in turn, have
been heated by the earth's core. Such sources of geothermal
energy are known to exist, but the technology for dealing with
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dissolved solids and gases is not yet developed To provide
the permanent tax incentives proposed ir the bill would thus
assure & windfall to present operators of the Geysers and an
uncertain benefit for the research and developmental work yet
to be completed in the more likely areas of geothermal potential.

Ironically, while the bill would attempt to limit shelters
in oil and gas syndications, it opens up a wholly rew area of
predictable tax abuse by sanctioning expensing of capital out-
lays in geothermal resource investment and by exempting from
tax 22 percent of the gross income from such investments.

Administration Position

The Administration is opposed to the enactment of this
provision. Since this industry is in the largely research
and experimental state of its development, the appropriate
tax treatment of its drilling and pre-commercial development
expenditures is for a limited period to treat them as re-
search and experimental expenditures that are subject to
the present option under section 174 of the Code to be
immediately deductible or amortizable over the 60-month
period after taxpayer begins to realize benefit from the
expenditure.
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SECTION 2006

CREDIT FOR PURCHASES
OF MATTER WHICH CAN BE RECYCLED

Description

This section of the Bill would provide an investment
tax credit for the purchase of recyclable ferrous or nonferrous
metals, textile and paper waste, glass, and plastic. The
amount of credit available is both limited to purchases in
excess of a base amount (which in general is 75 percent of
the taxpayer's purchases for the years 1973, 1974, and 1975,
or his first three years of business), and i{s phased in over
a 2-year period beginning in 1977.

Revenue Estimate

It is estimated that this provision will result in
revenue loss of $9 millicn in fiscal 1977,. $39 million in
1978, and $345 million in 1981.

Analysis

A tax credit for purchases of recycled material would be
extremely costly in terms of lost revenue -- over $340 million
per year wnen it is fully effective. The question is not
whether it is desirable to make careful and efficient use of
our natural resources and to reduce waste and pollution;
rather, it is whether this tax credit will significantly
increase the amount of materials recycled. The Administra-
tion has studied this question and has found that most scrap
or waste that can be economically used is already collected.
The cost of substantially expanding collection is prohibitive.
Therefore, an increase in recycling is not prevented bLy any
tax incentive-induced reduction in the sales price of competi-
tive virgin materials, but by the costs of collection. No
credit would be large enough to overcome that barrier to a
substantial increase in recycling. The credit would only have
the effect of driving up the price of the amount of scrap being
used now, and would therefore result in a windfall for present
collectors.

Administration Position

The Administration is therefore opposed to this section
of the Bill.
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SECTION 2007
REPEAL OF EXCISE TAX ON BUSES AND BUS PARTS

Description

Section 2007 would exempt all buses from the 10 percent
manufacturers excise tax. Currently exempt are: 1) local
transit buses; and 2) school buses. Buses now taxable are
largely intercity buses, charter and sightseeing buses,
buses used by churches and industrial firms, and purchases
by the U.S. Government (other than for school use). But parts
and accessories would be exempted from the 8 percent tax on
truck and bus parts and accessories. According to the Com-
mittee Report, the parts exemption would cover "parts designed
and ordinarily used for buses."” This would follow the a§proach
of present law which exempts any part or accessory "which is
suitable for use (and ordinatily is used) on or in connection
with, or as a component part of" a passenger automobile. How-
ever, the exemption for bus parts in the bill does not contain
the reference to "designed and ordinarily used," and these
words create some difficulty because the bill language plus
present regulations would exempt parts 'primarily designed"
for use with buses.

Revenue Estimate

Loss of $19 million in fiscal 1977 and $20 million in
fiscal 1978. Of the total, about $3 million is attributable
to the parts exemption. she revenue loss would all be
reflected in the Highway Trust Fund.

Analysis

The House energy bill (H.R. 6860) would have exempted
intercity buses; that is, buses used predominantly in public
passenger transportation. The stated purpose of the proposed
exemption was to encourage the use of intercity bus transpor-
tation rather than automobiles and to remove the tax distinc-
tion between local transit buses and intercity buses. The
Senate Finance Committee report repeats the energy saving
aspect of bus transportation. It also argues that complete
exemption of all buses will remove tax discrimination between
types of buses and avoid the administrative problems in dis-
tinguishing between buses used "predominantly" in local transit
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service in urban areas and buses used "exclusively" for
school transportation.

The competitive efficiency of bus transportation
versus the automobile would not be improved by the proposed
exemptions. The exemption from the tax on buses would re-
duce intercity bus costs by only 0.045 cents per passenger
mile. To argue that the exemption would help save cneriy
is deceptive. Furthermore, the bus companies, especially
the intercity lines, benefit greatly from the road construction
fén:nceg.by the highway user charges and should continue to pay
their share.

The present exemption for school buses (which was ogpoocd
by the Treasury) arises from the fact that private schoo

bus operators had to compete with the exemption that was
available for purchases by school districts. Private local
transit companies also were discriminated against, since
publicly owned companies could buy all equipment and fuel
frce of excise tax. These exemptions were, thus, intended

to rectify genuine discriminatory situations. There is not,
however, any effective discrimination against intercity buses
and little with respect to charter buses, even though some
"local transit" bus operations granted exemption have been
for operations between two urban areas.

Administration Position

For the reasons stated, the Administration opposes
this provision.
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SECTION 2009
NONHIGHWAY USE OF SPECIAL MOTOR FUELS

Description

Special motor fuels (principally propane and butane,
commonly known as liquified petroleum gas) are taxed at
4 cents & gallon when sold for use, or used, in a wmotor
vehicle. If sold for use, or used, in a motor vehicle which
is not registered, or required to be registered, for highway
use, the tax is 2 cents per gallon. Section 2009 would
exempt from the 2 cents per gallon tax fuel sold for use,
or used, in a motor vehicle, which is not registered, or
required to be registered, for highway use. Exemption
would be achieved by means of credit or refund tc the
purchaser.

Revenue Estimate

Probably very small. All the revenue loss would be
reflected in the Highway Trust Fund.

Analysis

The tax on special motor fuels affects fuels for a
greater variety of vehicles than the tax on diesel fuel,
since the former applies to fuel for motor vehicles while
the latter i{s applicable only to fuel for diesel powered
highway vehicles. Thus, in the case of a fork lift truck,

or example, there is no fuel tax if the truck is powered
by a diesel engine or by electricity, but there is a tax
of 2 cents a gallon if the truck is powered by liquified
petroleum gas. The proposed amendment would equalize the
treatment of special motor fuels with that of diesel fuel.

Administration Pos}tton

The Administration has no objection to this provision.
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SECTION 2010
DUTY-FREE EXCHANGE OF CRUDE OIL

Description

This amendment exempts from import duties (Part 10 of
Schedule & of the Tariff Schedules of the United States,
19 U.S.C. 1202) crude petroleum imported from Canads under
certain company-to-company oil swap arrangements between
Canadian and United States refiners.

Revenue Estimate
Negligible (i.e., less than §S million).

Analysis

The structure of both the United States and the
Canadian oil distribution networks has developed in reliance
on the ability of United States and Canadian refiners to
exchange sources of crude oil. Thus, & United States
refinery located in North Dakota may find it more efficient
to import crude oil from a Canadian province than to con-
struct a transportation system from a Texas oil field or
from an Eastern or West Coast port. A Canadian refinery
might find it equally more advantageous to import crude oil
from the United States rather than rely exclusively on
national oil aources and distribution systems.

Notwithstanding an announced policy of the Canadian
government of gtaduallg reducing crude oil exports to the
United States to zero by the early 1980's, the governments
of the United States and Canada have agreed to permit company-
to-company exchanges between Canadian and United States
refiners and to remove governmental obstacles to such arrange-
ments.

Administration Position

Since this provision is consistent with the U.S.-Canadian
agreement to promote oil swaps between refiners and since
such arrangements tend to increase efficiency which hopefully
will benefit consumers, the Administration does not object to
the amendment from an overall policy point of view. However,
the Administration opposes the amendment because it could
violate our trade agreements. It appears that a "free" import
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duty granted exclusively to rte of crude oil from
Canads would violate our Most-Favored-Nation agreements
with other countries.

A preferable approach would be to amend the "drawback"
provisions of our tariff rules. Generally, under the
drawback rules, a company is refunded duties paid on
imported goods if an equal amount of the same goods or
goods incorporating the imported goods are exported by
the company. Thus, the net effect of the ngplicttion of
the drawback rules to company-to-company oil swaps would
be the same as an exemption from import duties.
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SECTION 2101

MODIFICATION OF TRANSITIONAL RULE FOR SALES OF
PROPERTY BY PRIVATE FOUNDATIONS

Description

This provision would allow a private foundation leasing
property to a disqualified person under a lease that meets the
requirements of a transition rule of the 1969 Act (B 101(1)(2)(C))
to sell, exchange or otherwise dispose of the property to a
disqualified person if the transfer occurs before 1978 and the
foundation receives at least fair market value for the property.

Revenue Estimate

Negligible.
Analysis

This provision is analogous to a transition rule in the
Englo ee Retirement Income Securit{ Act (ERISA) (section 2003
(c)(2)(C)) that would allow the sale of gtopercy by a qualified
plan to a disqualified person under similar conditions. In
addition, such a transition rule may allow the foundation to
get the maximum amount for such property, since the disqualified
person leasing it may be the only person who is really interested
in paying full value for it. That would be especially true
in the case of buildings that had been designed or altered to
the specifications of the disqualified person.

Administration Position

The Administration has no objection to tkis provision.
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SECTION 2104

EXTENSION OF TIME TO CONFORM
CHARITABLE REMAINDER TRUSTS FOR ESTATE TAX PURPOSES

Description

Section 2055(e) (3) currently allows the governing instru-
ment of a transfer under a will executed by September 1, 1974,
or a trust created by such date, to be amended to meet the
charitable remainder trust requirements of section 664, pro-
vided that such amendment i{s effected (or judlcialtgroccedingl
to effect it have started) by December 31, 1975. e amend-
ment would extend the transition rule by two years, to
December 31, 1977, and allow wills executed, and trusts

created, by such date to qualify for this reformation procedure.

Revenue Estimate

This provision would reduce federal revenues by less than
$5 million during fiscal years 1977 and 1978.

Analysis

It is asserted that the proposed regulations under
section 2055(e) (3) were not published until late in 1975 and
did not really give estates sufficient time to implement the
necessary proceedings. The purpose of the two-year extension
is to provide such time, and to allow the Service to conduct
a heavy publicity campaign, emphasizing the need for compliance
with section 664 and the fact that this is the last extension
that Congress is going to provide in this area.

Administration Position

The Administration has no objection to this provision.
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SECTION 2106
INCOME FROM FAIRS, EXPOSITIONS AND TRADE SHOWS

Description

Excludes from the unrelated business income tax the in-
come of certain exempt organizations from the conduct of public
entertainment activities (includ horlc-racint) at fairs and
expositions and of income from trade shows (including fees
charged to exhibitions). The fairs and expositions grovilion
is retroacctive to taxable years beginning after 12/31/62 while
the trade shows grovision is retroactive to taxable years
beginning after 12/31/69.

Revenue Estimate

The committee report states that the revenue impact will
be relatively small. However, one case presently pending in
Los Angeles and involving only fair income involves $6 million.
A more conservative estimate would be $50 million for the retro-
active feature and $5 million per year thereafter.

Analysis

The comnittee explanation for these exemptions from the
tax is that these are activities where exempt organizations
are not in competition with taxable organizations. However,
while there may be no direct competition, to the extent that
these organizations promote public entertainment activities
at state fairs, and in the case of certain trade shows, they
are competing for the entertainment dollar with taxpaying
organiz;tiona. It should be noted that, as drafted in the
bill, income from hot.e-racing would be exempt even if not
associated with the conduct of a fair. Moreover, this section
would change the exempt organization definitions by providing
that an exemption could not be denied solely on the ground that
the organization conducted a trade show or public entertainment
activities at a state fair.

Administration Position

The Administration would have no objection to an exemption
for trade shows that did not change the qualification require-
ments for exempt organizations. However, given the retroactive
effective date and the overly broad provisions of the bill as
gt:{ted, the Administration is opposed to this section of the

111.
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JUNE 4 COMMITTEE ACTION

PRIVATE OPERATING FOUNDATIONS; IMPUTED INTEREST

Description

This provision would (1) reduce the minimum expenditure
requirement for a private operating foundation under section
4942, from two-thirds of the minimum payout percentage to 3%
of its noncharitable assets, (2) exempt libraries and museums
from the section 4940 tax on their net investment income,
("the audit fee tax"), provided that they elect to meet a
higher (5%) minimum expenditure requirement than other operat-
ing foundations, and (3) exclude imputed interest from install-
ment sales made in pre-1970 taxable years from the income of
private foundations that must be distributed annually under
section 4942.

Revenue Estimate

Loss of less than $5 million annually.

Analysis

The reduction of the minimum expenditure requirement for
private operating foundations to a flat 3% is consistent with
the bill's reduction of the minimum payout percentage for
other private foundations to a flat 5% (2/3 x 5% = 5.331).

However, the exemption for libraries and museums from the
audit fee tax represents a significant "chipping away" from
the private foundations provisions, and one for which there is
no real justification. It also complicates the private
foundation provisions further, by creating another species
g:ffoundationl. and one that is especially difficult to

ne.

The theory of the audit fee tax is that private foundations
should pay the cost of the Service auditing them. There is no
reason to suppose that libraries and museums that are private
foundations are less susceptible of abuse because they elect
to spend more for 'charitable" purposes. For example, art
museums could satisfy this requirement by simply buying more
paintings. It is true that some libraries and museums pay a
higher audit fee tax than others because they have large
endowments that generate large amounts of investment income
(and cause them to fail the public support test for public
charities). But other operating foundations have the same
problem and taey would not be exempted by this provision. Nor
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would the exemption be limited to libraries and museums that
are no longer controlled by substantial contributors or their
families, an approach that has been recommended by the
Commission on Private Philanthropy and Public Needs (Filer
Commission). Finally, there is the problem of defining the
terms "libraries” and "museums”. Conceivably, the term
“museums” could cover arboretums and many other private
foundations that allow the public to see some of their assets.

With respect to imputed inte:est from pre-1969 Act
installment sales, there is no particular reason to require
a private foundation to distribute these amounts to charity,
as long as it otherwise meets the minimum payout requirements.

Administration Position

The Administration has no objection to this provision,
except for the exemption of libraries and museums from the
section 4940 tax.
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JUNE & COMMITTEE ACTION

INTEREST ON CERTAIN GOVERNMENTAL OBLIGATIONS FOR
HOSPITAL CONSTRUCTION

Description

This amendment would permit a state or political sub-
division to issue up to $20 million of tax-exempt industrial
development bonds {f substantially all the bond proceeds
are used to provide one or more private hospital facilities.
The appropriate state health agency must certify that the
facilities are "necessary".

Revenue Estimate

It is not certain how many private hospital facilities
might ultimately be financed under this section. In 1975,
the volume of tax-exempt bonds issued to finance hospitals
was $2.6 billion. However, the great bulk of that financing
was for public and chariteble hospitals.

Analysis

Under current law industrial development bonds may be
issued to finance certain exempt activities. In addition,
a "small issue” exemption permits the issuance of up to $5
million of industrial development bonds to finance land or
depreciadble property for a user or related parties in any
county.

The amendment is thus a -elective expansion of the present
industrial development bond linuitations. Furthermore, the
only standard provided--that state agencies determine that
the hospital is "necessary'--is all but meaningless. Any
new hospital is necessary in the sense that it will be appro-
priate or helpful in providing health care.

Hospitals operated by a governmental unit or a charitable
organization can be financed today with tax-exempt municipal
bonds without dollar limitation. But private hospital facil-
ities cannot, because the use of the bond proceeds would
directly and substantially benefit private investors.

The provision is a bad precedent. If it were approved,
there are many other operations conducted by private parties
which might arguably provide some public benefit warranting
similar tax-exempt financing. These would include nursing
homes, dentist's offices, etc. There is no reason to extend
tax-exempt financing to such nongovernmental activities.
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The proliferation of tax-exempt bonds issued for private
purposes has a substantial impact on the tn-uum‘twurkct.
It drives ug the costs of financing for public schools,
recreation facilities, and other municipal projects. 1In
recent months representatives of state and local governments
have strongly opposed the increasing use of industrial develop-
ment bonds and many have requested that Congress limit this
trend. In light of this, the amendment is clearly a step in
the wrong directiom.

Administration Position

The Administration is opposed to this amendment.
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JUNE 4 COMMITTEE ACTION

PRCPAID LEGAL INSURANCE

Description

This provision adds a new section 120 to the Code,
under which an employee, his spouse, and his dependents
may exclude from gross income employer contributions to
a qualified group legal services plan and the value of
legal services grovided under the plan. The plan must
provide personal legal services (rather than business ser-
vices), and it may not discriminate in favor of employees
who are officers, shareholders, self-employed individuals,
or highly compensated. The anti-discrimination provisions
extend both to eligibility for participation and to employer
contributions. Contributions ma{ be made only to one or a
combination of the following: (1) insurance companies;
(2) exempt trugts- described in a new section 501(c) (20)
added by thi# section of the bill; or (3) as prepayments
to providers of legal services. The provision is effective
for taxable years beginning after December 31, 1973.

Revenue Estimate

It is estimated that this Committee Amendment will
enerate revenue losses of $5 million for fiscal 1977,
8 million for fiscal 1978, $33 million for fiscal 1981,
and significant increases thereafter.

Analysis

The provision does not affect deductions by employers
for contributions to such plans. The current rules governing
the availability of such deductions will not be changed,
whether or not a group legal services plan meets the require-
ments of new section 120. With regard to the tax treatment
of employees, spouses and dependents, the problem is whether.
aside from revenue considerations, there should be incentives
in the Internal Revenue Code for a social program with the
potential magnitude of tax-favored group legal services plans
Such plans will result in partial govermnment financing of
the cost of personal services which are provided at no cost
to the individual. This is generally contrary to the well-
established policy embodied in the Code which denies a
deduction for personal expgnses.

Administration Position

The Administration is therefore opposed to this Committee
Amendment.
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JUNE 11 COMMITTEE ACTION

FEDERAL GIFT TAX APPLICABLE TO COUPLES RESIDING IN COMMUNITY
PROPERTY STATES

Description

Amends the gift tax provisions regarding the treatment
of survivor benefits in a qualified pension plan. In the
case of a couple living in a cor nity property state,
present law provides that where such benefits are payable to
someone other than the employee's spouse (who survives the
employee), the act of the nonemployee surviving spouse in
waiving community property rights to the benefits is consid-
ered a gift of one-half of such benefits. The amendment
would grovide an exclusion from the gift tax to the extent
that the value of the benefits is attributable to contribu-
tions by the employer to the quallfied pension plan.

Revenue Estimate

Negligible (i.e., less than $5 million).

Analysis

Present law provides that the value of an annuity or
other payment from a qualified pension plan to a survivor
of an employee is generally includible in the estate of the
employee to the extent such value is attributable to con-
tributions made by the employee. For this purpose, however,
contributions by an employer to the qualified pension plan
are not considered to be made by the employee. Thus, if
the plan is funded entirely by employer contributions, the
value of the survivor benefit will be entirely excluded from
the employee's estate.

Similar rules apply under the gift tax provisions in
cases where an employee makes an irrevocable gift of a
survivor benefit by, for example, electing a joint and
survivor annuity.

Under these estate and gift provisions, a problem arose
in community property states. In such a state, the nonemployee
spouse would be considered the owner of a half interest in the
annuity rights under the pension plan, but the qualified plan
exclusion for the value attributable to employer contributions
has been held inapplicable (the spouse not being an employee).

Public Law 92-580, enacted October 27, 1972, amended
the estate tax provisions to provide the same exclusion for
the nonemployee spouse in a community property state as is
provided for the employee spouse. Through oversight, no
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amendment was made to the gift tax provisions (it is rela-
tively rare for the surviving spouse not to be the desig-
nated beneficiary, and the gift tax problem arises only in
that event).

Administration Position

The Administration supports this amendment, which
cures a drafting oversight and provides more equal treatment
under the gift tax for couples living in separate property
and community property states.

T4-618 O - 76 - 2%
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JUNE 11 COMMITTEE ACTION
CERTAIN GENERATION-SKIPPING TRANSFERS

Description

Would impose an additional tax on generation-skipping
trust transfers. A generation-skipping trust transfer
would occur (and the tax would be imposed) upon a distribu-
tion of trust assets to a generation more than one genera-
tion below the trust grantor (for example, a distribution
to a grandchild of the grantor of the trust) or upon a
termination of the interest in the trust of a member of
the skipped generation (for example, the termination of an
interest of the grantor's child). The tax would be imposed
at the estate tax rates applicable to the individual in the
skipped generation, who is the "deemed transferor' of the
trust assets, and would generally be payable out of the
trust corpus. The objective would be to make the total taxes
(the tax on the original creation of the trust glus the addi-
tional tax on generation-skipping transfers) substantially
equivalent to the total estate taxes that would have been
imposed if the property had been transferred outright to
each succeeding generation.

Revenue Estimate

This provision is not expected to have any significant
impact on the revenue for a number of years. The impact
would eventually be positive.

Analvsis

The question of whether to impose an additional tax on
generation-skipping transfers has been considered one of the
major issues of estate and gift tax reform for at least a
decade ar.d a half. The concern has been expressed that
present law permits an individual to utilize the trust mech-
anism to avoid the imposition of estate tax for one or
several generations, even though successive generations of
that individual's heirs have substantial rights in the trust
(for example, the right to receive the trust income and
various limited powers to invade the trust corpus). How-
ever, legitimate family financial planning objectives may
cause the creation of trusts in a great variety of situations
for non-tax reasons. For example, a trust may be used to
provide for a disabled relative, to provide for the financial
security of a spendthrift child, to protect the inheritance
of a daughter from the importunities of her husband, or to
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provide a life income for a surviving spouse while ensuring
that the inheritance will ultimately pass to the grantor's
heirs. Moreover, the trust mechanism is extremely flexible,
and the possible combinations of trust powers and discre-
tionary payment provisions if virtually limitless.

Proposals to impose an additional tax on generation-
skipping trust transfers have proven to be extremely complex
and very difficult from a technical standpoint to draft.
Without full and careful deliberation, there is a great
danger that provisions will be adopted that will disrupt
family financial planning and trust arrangements in unintended
and undesirable ways. Moreover, there are a number of impor-
tant issues to be resolved in designing such a tax including,
for example, whether to apply the tax to existing trusts and
w?ethcr to apply the tax to trusts that skip only one genera-
tion.

The Finance Committee amendment recognizes these con-
cerns by postponing the effective date of the generation-
skipping trust tax in order to permit further consideration
by the Committee. Thus, in the case of irrevocable trusts
created before May 1, 1977, the new tax would not apply to
any generation-skipping transfer before May 1, 1987; and
in the case of other trusts the new tax would not apply to
any generation-skipping transfer made before May 1, 1977.

Administration Position

The Administration recoumends that this provision

be deleted from the bill. It has serious doubts whether,
given the legislative calendar of the Congress, the many
issues respecting a generation-skipping trust tax can be
fully resolved before May 1, 1977. Deletion of the provi-
sion from the bill would give the tax committees an oppor-
tunity to develop a sound and responsible approach to the
problem of generation-skipping trust transfers.
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JUNE 11 CORMITTEE ACTION
CONTRIBUTIONS OF INVENTORY TO CHARITABLE ORGANIZATIONS

Description

Under present law, a taxpayer who makes a charitable contri-
bution of inventory must reduce the amount of deduction by the
amount of ordinary gain he would have realized had he sold the
property. Under this provision a corporate taxpayer would be
allowed to deduct half of the appreciation as a charitable deduc-
tion but could in no event deduct more than twice its basis in
the property.

Revenue Estimate

The revenue loss from this provision would be $16 million
in fiscal year 1977, $22 million in fiscal year 1978, and $24
million in fiscal year 1981.

Analysis

The present rules were enacted in 1969 to prevent the abuse
which gave rise to an after-tax profit when appreciated ordinary
income property was contributed to charities. Medical missionary
and relief groups assert, however, that the 1969 changes have
greatly decreased contributions of drugs and medical supplies,
even where manufacturers have surplus stocks. By simply discard-
ing surpluses, the manufactures may obtain a deduction for their
inventory cost. In contrast, a charitable contribution often
requires additional expenditures for repackaging, transportation,
etc. Although such additional costs would be tax deductible,
the manufacturer would still be out of pocket for part of the
expenses. The tax law, thus, tends to disfavor charitable
contributions.

Administration Position

This Administration does not object to this provision. The
limitation of the maximum deduction to twice the manufacturer's
basis for the property ensures that a company cannot profit by
manufacturing solely to make charitable contributions.
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JUNE 11 COMMITTEE ACTION
SWAP FUNDS

Description

The Committee amendment makes taxalle the transfer of
appreciated stock or securities (as well as other property)
to a partnership if, as a result, the transferor's investment
interest is diversified, thus conforming the partnership tax
rules to those for corporations in the case of exchange funds.
It also amends the trust rules to tax gain where appreciated
stock or securities are transferred to a trust if the effect
is to diversify the transferor's interest similar to that of
an exchange fund in corporate or partnership form. Further,
the amendment makes mergers and other corporate reorganizations
(other than "E" reorganizations) taxable where a publicly held
mutual fund or other investment company acquires a corporation
which owns a relatively undiversified investment portfolio of
stock or securities.

The exchange fund and merger provisions of the amendment
would apply to transfers made after February 17, 1976, the
date on which the bill was introduced in the House. However,
grandfather rules provide for continuation of the present tax-
free treatment where either a ruling was requested on the tax-
free nature of the transfer or a registration statement was
filed with the SEC on or before March 26, 1976. The amendments
to the trust rules are effective for transfers made on or after
April 8, 1976.

Revenue Estimate

Less than $10 million annually.

Analysis

The Administration supports the amendments making the
tax treatment of transfers to exchange funds in partnership
or trust form generally conform to the tax treatment to trans-
fers to such funds in corporate form and also the limits on
the use of personal holding companies to achieve diversification
without the payment of tax through mergers with investment
companies.

The major difference between the idouse bill and the
Committee amendment is the extent of the grandfather clause.
The House bill would grandfather only those five funds which
had either requested a ruling or filed a registration state-
ment with the SEC on or before February 17, 1976, the date




382

-97 -

the House bill was introduced. The Committee amendment,
however, would grandfather funds where either a ruling was
requested or a registration statement filed on or before
March 26, 1976. This change in effective date allows the
grandfathering of three additional funds.

We oppose the broadening of the grandfather clause in
the Committee amendment. In the March 29 testimony before
the Ways and Means Committee by Deputy Assistant Secretary
William M. Goldstein, Treasury suggested the grandfather
clause subsequently adopted by the House since the general
February 17 effective date "would be unfair to taxpayers .
which have expended considerable amounts of time and money
in organizing and preparing to market swap funds but have
not yet effected the actual exchange of securities." Treasury
also noted that the five exchange funds grandfathered by the
House bill had completed "all of the work in connection with
the rulin reguests and the SEC filings . . . by December,
1975, well betore the first date on which the February 17,
1976 cut-off was suggested."” The additional funds grand-
fathered by the Committee amendment do not merit grandfather
treatment. They did not expend the funds and the marketing
efforts of a magnitude equal to that of the five funds
grandfathered by the House bill. Two of the funds grandfathered
by th» Committee amendment did not even file ruling teguests on
the tax treatment of the transfers to the exchange fun
partnership until March 26, 1976, more than a month after
the House bill was introduced.

A further difference between the House bill and the
Committee amendment is the special exception’'in the Committee
amendment for certain family partnerships. Under this pro-
vision no gain would be recognized on the transfer of property
to a general partnership, if more than 95 percent of the total
interest in partnership capital and profits is owned by members
of the same family and the partnership agreement expressly
allocates the portion of the gain on the sale of any property
equal to the appreciation in value of such property on the
date contributed to the partnership to the person who contri-
buted such property to the partnership. We believe that a
special exception for certain family partnerships is not
merited. The purpose of the House bill is to prevent taxpayers
who own appreciated securities from diversifying their invest-
ment portfolios without paying tax on the capital gain. If
the special rule were enacted, certain taxpayers could continue
to utilize family partnerships to achieve diversification of
their investments and avoid payment of capital gain tax on
their appreciation at the time they contributed the property
to the partnership. Also, there is no similar exception in
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the rules ioverning transfers to family corporations. Thus,
the special rule would frustrate a major objective of the bill
to conform the rules governing transfers of appreciated
property to partnerships with those governing transfers to
corporations.

Administration Position

The Administration therefore generally supports the
amendment but is opposed to the family partnership exception
and the Committee modification of the grandfather clause.
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JUNE 11 COMMITTEE ACTION

SHARED SERVICE OF HOSPITALS AND
ADDITION OF LAUNDRIES TO COOPERATIVE SERVICES

Description

Under present law (section 501(e)), a cooperative service
organization is exempt as a charity. It may perform certain
services for charitable hospitals but may not perform laundry
and clinical services. The proposal would add laundry and
clinical services to the list of permissible activities. 1In
addition, exempt hospitals which provide services to other
hospitals having less than 100 inpatients would not be subject
to the unrelated business income tax. The first provision is
effective for taxable years ending after 1976, and the second
would apply to all open years.

Revenue Estimate

hogligible (i.e., less than $5 million).

Analysis

The first amendment is justified on the ground that laundry
and clinical services are essential to the operation of hospitals
and that cooperative operation permits savings in operating
costs. The second provision is an attempt to avoid the limita-
tion of section 501(e), which requires the exempt services to be
operated on a cooperative basis so that all participants may
share in the cost savings. The second provision is unjustified
particularly since no savings will be passed on to the small
hospitals who will be charged more than cost for the services
provided. It will allow certain hospitals to engage in the
business of selling services to other hospitals in competition
with commercial operators.

Administration Position

The Administration has no objection to the first amendment,
but is opposed to the second amendment.

~~
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JUNE lx COMMITTEE ACTION

LEVEL PREMIUM PLANS COVERING
OWNER-EMPLOYEES (H.R. 10 PLANS)

Description

This Committee Amendment retroactively amends section
415 of the Code such that an H.R. 10 plan can provide for
annual contributions on behalf of an owner-employee in
excess of the 25 percent-of-compensation limitation of sec-
tion 415(c) (1) (B), provided the contributions are used to
pay level premiums for annuity or other contracts, as de-
scribed in section 40l(e). is exception to section 415
(¢) (1) (B) will apply only if the owner-employee is not an
active participant during the year in any other type of
qualified plan maintained by the employer, although the
excegtion will agply to two or more H.R. 10 plans each of
which is funded by level premium annuity or other contracts.

Revenue Estimate

Negligible (i.e., less than $5 million annually).

Analysis

The issue is similar to that involved in the "jockey"
provision in that contributions to an H.R. 10 plan permitted
elsewhere in the Code are precluded by the percentage-of-
compensation limitation for contributions to defined contri-
bution plans under section 415(c)(1)(B). Section 40l(e), as
modified by the Employee Retirement Income Security Act of
1974, allows an employer contribution on behalf of an owner-
employee in excess of the amount deductible, provided the plan
is funded by level premium annuity, etc. contracts and the
other requirements of section 40l(e) are satisfied. However,
an employer contribution within the limits of section 40l(e)
will disqualify the plan under section 415 if it results in
an allocation in excess of 25 percent of the owner-employee's
earned income.

Administration Position

The Administration does not oppose this amendment of the
Code. Section 40l(e) was intended to allow contributions to
H.R. 10 plans funded exclusively by level premium annuity or
other contracts without regard to minor fluctuations in the
earned income of participating owner-employees. However, the
25 percent ceiling on allocations under defined contribution
plans limits the utilization of the exception provided by
section 401(e). This amendment will allow the full use of
that exception.
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JUNE 11 COMMITTEE ACTION

ACQUISITION INDEBTEDNESS

Description

Under present law tax-exempt organizations are required
to pay an unrelated business income tax on income which
arises from property which is debt-financed and is not used
for an exempt purpose. Thus, property acquired subject to a
mortgage or other lien is generally considered to be debt
financed. The Treasury regulations provide an exception to
the general rule where State law provides that a tax lien
attaches to property prior to the time such lien becomes due
and payable. In such a case, the lien does not become
acquisition indebtedness until the organization must pay
the tax. The amendment would extend the exception to State
or local government special assessments to finance improve-
ments. The provision is retroactive to taxable years begin-
ning after December 31, 1969.

Revenue Estimate

Negligible (i.e., less than $5 million).

Analysis

This provision is intended to resolve a problem that has
arisen where an exempt organization leases property and a
special assessment lien is imposed on the property because
of the failure of a tenant to pay the assessment when due.
Under present law it appears that an exempt organization may
have debt-financed income in such a case, even though it may
have no knowledge of the nonpayment of the assessment.

Administration Position

The Administration has no objection to this provision.
However, it believes it would be desirable to make technical
revisions in the provision to ensure that it applies only to
special assessments of a type normally made by a State or
local governmental unit or instrumentality and cannot be
utilized as a device for financing improvements to an exempt
organization's property.
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JUNE 11 COMMITTEE ACTION

EXTENSION OF SELF-DEALING TRANSITION
RULES FOR PRIVATE FOUNDATION

Description

This amendment provides an extension to December 31, 1976,
of the transition rule in the 1969 Act (8 101(1)(2)(B)) that
allows a private foundation to dispose of certaina of its pre-
1969 Act excess business holdings to a disqualified person,
Z%Z?out subjecting him to the self-dealing tax under section

Revenue Estimate

Negligible (i.e., less than $5 million).

Analysis

Section 4943 basically limits the holdings of a private
foundation in a business enterprise to 20% of the equity
interest, less the interests held by all disqualified persons.
Under a grandfather rule for ore-1969 Act holdings of a
private foundation, section 4943 substitutes a 50% limit
(following a transition period allowing foundations to meet
the requirement) for the 20% limit. Section 101(1)(2)(B)
provides an indefinite transition rule (as an exception from
the self-dealing prohibitions) allowing a private foundation
to dispose of the excess over the 502 limit to a disqualified
person, so as to avoid the section 4943 tax on such excess.

The transition rule also provided that prior to January 1, 1975,
a foundation could transfer to a disqualified person any pre-1969
Act holdings that fell between the 20% and 50% limits, even though
the foundation might never be subject to tax on such amounts.

In either case, the foundation must receive at least fair market
value for the holdings that it transfers to the disqualified
person. One reason for the transition rule is that a disquali-
fied person (e.g., the corporation whose stock is held by the
foundation) is often the person who is most interested in
acquiring the foundation's excess holdings and is willing to

pay full value for them.

The amendment would provide an additional period in which
private foundations could reduce their holdings to the 20%
limit by transferring the excess to a disqualified person. A
number of foundations are right around the 50% limit, and do
not want to risk being disqualified from the indefinite
transition rule because of a valuationdispute with the Service,
in which they are deemed to fail the 50% test. To the extent
they fail this test, the measure of the self-dealing tax is



the full value of the property transferred (that was not
above the 50% limit), not the difference between that value
and the amount the disqualified person pays to the foundation

for such property.

Administration Position

The Administration has no objection to this provision.

-

[
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JUNE 11 COMMITTEE ACTION

CERTAIN EQUIPMENT LEASES
EQUIPMENT LEASING - EFFECTIVE DATE

Description

The Committee amendment provides that the "at risk"
limitation would not apply to losses attributable to amounts
paid or incurred after December 31, 1975 in connection with
section 1245 property for which the lease was in effect on
December 31, 1975.

Revenue Estimate

It is estimated that this amendment will reduce the
revenue raised by the "at risk" limitation by approximately
$1 million.

Analysis

Pursuant to the amendment the "at risk" limitation of
section 202 of the Senate bill would apply only to equipment
lease transactions entered into after December 31, 1975. The
amendment mudifies the initial Finance Committee decision
(adopted by the Senate on June 22) under which the "at risk"
limitation would apply to losses attributable to amounts paid
or incurred after December 31, 1975, without regard to the date
on which the underlying lease transaction was entered. Thus,
the "at risk" limitation would apply to post-1975 losses, even
if the lease was in effect prior to January 1, 1976.

In computing the yield on an equipment leasing transaction,
the tax benefits are an important consideration. Taxpayers who
entered into binding lease transactions prior to 1976 would have
relied on the tax laws then in effect to determine their overall
economic return. Such taxpayers would have made their invest-
ment decision based on the rcasonable expectation that tax
benefits such as acceierated depreciation would not be curtailed
during the life of their transactions. Their rate of return
could be severely limited by the subsequent adoption and appli-
cation of the "at risk” limitation. Such a retroactive change
in the tax law may make taxpayers relucrant to enter into long-
term arrangements involving tax incentives and undermine well-
planned investment decisions. The amendment corrects this
defect by applying the "at risk" limication prospectively to
only post-1975 lease transactions.

Administration Position

The Administration supports the amendment since it provides
an equitable rule by applying the "at risk" limitation to only
post-1975 equipment leasing transactions.
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JUNE 11 COMMITTEE ACTION
TAX TREATMENT OF ADVERTISING DISPLAYS

Description

This section would permit a taxpayer to elect to treat
outdoor advertising displays, such as billboards, as real
property, only if the taxpayer had not previously treated
them as personal property eligible for the investment tax
credit or for additional first-year depreciation.

Revenue Estimate

Negligible (less than $5 million).

Analysis

Under section 1033 of the Code, which defers recognition
of gain on involuntarily converted property when the proceeds
of the conversion are reinvested, the criteria for permissible
reinvestment are more liberal for real property than for other
property. For years taxpayers and the Service treated bill-
boards, etc., as real property which would qualify for this
favored treatment. A number of recent court :ases, however,
have held that for purposes of the investment tax credit,
billboards are tangible personal property.

The Committee amendment would permit taxpayers who have
treated their billboards as real property to continue to do
so. It is intended to benefit taxpayers whose billboards
have been condemned under Federal or state highway beautifica-
tion acts and who find themselves caught by the Service's
change in position. The general relief provisions of section
1033 are inadequate because the very cause of their billboards’
condemnation -- highway beautification legislation -- prevents
them from reinvesting in qualifying replacement property. The
Ccmmittee Amendment will in effect allow such taxpayers to
retain the more liberal provision in section 1033 applicable
to real property.

Administration Position

The Administration does not object to this Committee
amendment.
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JUNE 11 COMMITTEE ACTION
SOLAR INVESTMENT CREDIT FOR WINDMILLS

Description

This amendment would add "wind-related energy equipment”,
i.e., windmills, to the types of equipment that are eligible
under section 2002 of the Bill for the refundable tax credit,
and under section 2003 of the Bill for the special investment
tax credit, for solar and geothermal energy equipment. In
the case of the refundable tax credit, the amount of credit
would be limited in the same manner as heat pumps.

This equipment must be used to heat or cool a building
or provide hot water, presumably through production of
electricity.

Revenue Estimate

It is estimated that this amendment will result in no
more than $5 million of additional revenue loss under each
of the sections amended.

Analysis

It is unlikely that any substantial amount of such
equipment is going to be installed in the near future.
Therefore, this provision will merely result in a windfall
to those few taxpayers who due to unusual circumstances, or
perhaps personal ideosyncracies, happen to install such
equipment.

Administration Position

The Administration is therefore opposed to this Committee
amendment.



